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Minutes of the Board of Governors of the Federal Reserve

System on Wednesday, May 29, 1963. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Mills

Mr. Shepardson

Mr. King
Mr. Mitchell

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Young, Adviser to the Board and Director,

Division of International Finance

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Solomon, Director, Division of Examinations

Mr. Shay, Assistant General Counsel

Mr. Leavitt, Assistant Director, Division of

Examinations

Mr. Spencer, General Assistant, Office of the

Secretary

Miss Hart, Senior Attorney, Legal Division

Mr. Bakke, Senior Attorney, Legal Division

Mr. Young, Senior Attorney, Legal Division

Mr. Poundstone, Review Examiner, Division of
Examinations

Discount rates. The establishment without change by the Federal

Reserve Bank of Boston on May 27, 1963, 
of the rates on discounts and

advances in its existing schedule 
was approved unanimously, with the

understanding that appropriate advice 
would be sent to that Bank.

Distributed items. The following items, copies of which are

attached to these minutes under the 
respective item numbers indicated,

were approved unanimously:
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Letter to Phillips, Mahoney, Lytle, Yorkey &

Letchworth, Buffalo, New York, granting permission

for the organization of a corporation under

section 25(a) of the Federal Reserve Act to be

known as "Marine Midland International Corporation,"

New York, New York, and transmitting a preliminary

Permit authorizing that corporation to exercise

Powers incidental and preliminary to its organization.

Letter to the Bureau of the Budget reporting on

S. 1331, a bill that would authorize the Treasury

to issue "constant purchasing-power bonds."

Item No.

1

2

Mr. Poundstone withdraw at this point.

Report on competitive factors (North Wilkesboro-Burlington,

North Carolina). There had been distributed a draft of report to the

Federal Deposit Insurance Corporation on the competitive factors involved

in the proposed merger of The Bank of Burlington, Burlington, North

Carolina, into The Northwestern Bank, 
North Wilkesboro, North Carolina.

The report, in which the conclusion read as follows, was

aPproved unanimously for transmittal to the Corporation:

The Northwestern Bank and The Bank of Burlington serve

different areas and there is virtually no competition between

them. This proposed merger would not significantly alter

Northwestern's competitive capacity in relati
on to other

banks in the State; however, the three remaining local banks

in the Burlington area might be adversely affect
ed as they

would be exposed to the direct competitive
 capabilities of

an additional large bank. Also, the proposed merger represents

the continuance of a trend toward concentr
ation of banking

resources in North Carolina.

Application of Sussex County Trust Company
 (Items 3, 4 and 5).

Pursuant to the understanding at the me
eting on May 27, 1963, there had

been distributed a revised draft of 
statement with respect to the Board's
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approval by by majority vote on May 16 of the application by Sussex County

Trust Company, Franklin, New Jersey, to m
erge with The Farmers National

Bank of Sussex, Sussex, New Jersey. (The title of the resulting bank

would be The Bank of Sussex County.)

Following discussion of the revised draft
 statement during which

Mr. shay submitted alternative wording for one page, certain changes

Were agreed upon. The issuance of the order and statement was then

authorized. Copies of the order and statem
ent, in the form issued, are

attached as Items 3 and 4; a copy of Governor Robertson's
 dissenting

statement is attached as Item No. 5.

Messrs. Shay, Leavitt, Bakke, and Y
oung (Legal Division), and

Miss Hart then withdrew.

Policy record entries: Federal Open Market Committee. There

had been distributed a memorandum dated 
May 24, 1963, from Mr. Young,

as Secretary of the Federal Open Market 
Committee, submitting revised

drafts of entries for the record of 
policy actions of the Federal Open

Market Committee covering the Co
mmittee meetings held on March 5 and 26,

1963.

After discussion, the revised 
draft entries were approved 

unanimously for inclusion in the 
Board's Annual Report for 1963.

Mr. Noyes, Director, Division 
of Research and Statistics,

entered the room at this point.

Meeting of economic consult
ants to the Treasury. Governor

Mitchell reported informally on a 
recent meeting of economic consultants
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to the the Treasury, following which there was discussion of the possibility

of arranging a conference with outside economists at the Board sometime

in the fall. It was understood that the staff would consider this

Possibility further and submit recommendations to the Board.

The meeting then adjourned.

Secretary's Notes: On May 28, 1963,

Governor Shepardson approved on behalf

of the Board the following items:

Memorandum dated May 22, 1963, from Mr. Kelleher, Director,

Division of Administrative Services, recommending that a change in

organization be made within the Division by establishing independent

units for the Mail Service and Messenger Force; that the position

Presently occupied by Charles R. Norris (Head, Mail and Messenger

Service Unit) be abolished simultaneously with his retirement effective

June 1, 1963; that Wesley B. Collins, Senior Mail Clerk, continue

in charge of the Mail Service; that one additional Mail Clerk be

employed; that the title of E. C. Langley be changed to Head Messenger;

and that the title of Frank A. Dean, Jr., be changed to Assistant

Head Messenger.

Memoranda from appropriate individuals concerned recommending

the following actions relating to the Board's staff:

Appointments

Emily R. Last as Library Assistant, Division of Research and

Statistics, with basic annual salary at the rate of $4,565, effective

June 10, 1963.

Walter Ford Carter as Research Assistant (Summer), Division of

International Finance, with basic annual salary 
at the rate of $5,540,

effective the date of entrance upon duty.

Acceptance of resignation

Kathryn Holmes Fortunato, Library Assistant, Division of Research

and Statistics, effective at the close of business June 7, 1963.

Governor Shepardson today approved on

behalf of the Board the following items:
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Letter to the Federal Reserve Bank of Philadelphia (attached

Item No. 6) approving the appointment of John K. Black as assistant

examiner.

Memorandum dated May 22, 1963, from Mr. Koch, Associate Director,

Division of Research and Statistics, recommending the appointment of

Edgar Feige, Assistant Professor of Economics, Universi
ty of Wisconsin,

as Consultant in that Division effective until December 31, 1963,

on a temporary contractual basis with compensat
ion at the rate of Vt.()

for each day worked for the Board, and when in travel status, trans-

portation expenses and a per diem to be paid in accordanc
e with the

Board's travel regulations.

Governor Shepardson today noted on behalf

of the Board a memorandum advising that

application for retirement on disability

had been filed by Cecil Melanson, Draftsman

in the Division of Research and Statistics,

effective June 1, 1963. In noting this

retirement, Governor Shepardson approved 

on behalf of the Board a further advance

of sick leave of 30 days and 5 hours from

April 19 through May 31, 1963, for Miss

Melanson.



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON 25. D. C.

Phillips, Mahoney, Lytle, Yorkey

Letchworth,
1330 Marine Trust Building,

Buffalo 3, New York.

Gentlemen:

Item No. 1
5/29/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 29, 1963

The Board of Governors has approved the
 Articles of

Association and the Organization 
Certificate, dated April 10,

1963, of Marine Midland International Corp
oration, and there is

enclosed a preliminary permit authorizing 
that Corporation to

exercise such of the powers conferre
d by Section 25(a) of the

Federal Reserve Act as are incidental and pre
liminary to its

organization. The Corporation may not exercise 
any of the other

Powers conferred by Section 25(a) until 
it has received a final

Permit from the Board authorizing it ge
nerally to commence busi-

ness. The steps which must be taken prior 
to issuance of a final

Permit are enumerated in Section 211.3(c) of 
the Board's Regula-

tion K.

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

May 29, 1963

Preliminary Permit 

IT IS HEREBY CERTIFIED that the Board of Governors of

the Federal Reserve System, pursuant to authority vested in it

by Section 25(a) of the Federal Reserve Act, as amended, has this

day approved the Articles of Association and Organization Certifi-

cate, dated April 10, 1963, of MARINE MIDLAND INTERNATIONAL CORPORA-

TION duly filed with said Board of Governors, and that MARINE MID-

LAND INTERNATIONAL CORPORATION is authorized to exercise such of the

powers conferred upon it by said Section 25(a) as are incidental and

Preliminary to its organization pending the issuance by the Board of

Governors of the Federal Reserve System of a final permit generally

to commence business in accordance with the provisions of said

Section 25(a) and the rules and regulations of the Board of Governors

Of the Federal Reserve System issued pursuant thereto.

BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM

By (Signed) Elizabeth L. Carmichael

Assistant Secretary

(SEAL)



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON 25. D. C.

SOO
Item No. 2
5/29/63

ADDRESS OFFICIAL CORRES
PONDENCE

TO THE BOARD

May 29, 1963.

Mr. Phillip S. Hughes,

Assistant Director for

Legislative Reference,

Bureau of the Budget,

Washington 25, D. C.

Dear Mr. Hughes.:

This is in response to your request of A
pril 26, 1963, for the

Board's views on S. 1331, a bill "To assi
st individuals to obtain retire-

ment benefits protected against increases i
n the cost of living by pro-

viding for the issuance by the Treasury of a ne
w series of bonds con-

taining adjustments, under certain conditions
, in maturity and redemption

valuee to compensate for increases in the cost of 
living which may be

Purchased by individuals and eligible institutio
ns."

Under the provisions of the bill, the new b
onds, sometimes

referred to as "constant purchasing power" bonds
, could be purchased by

individuals and certain "eligible institution
s" defined to include (1) pen-

sion or profit sharing plans which provide retirement
 benefits and (2) cer-

tain life insurance companies. Individuals could purchase up to $60,000 of

such bonds, but no more than $10,000 in any one 
year, and the amount that

eligible trusts and insurance companies could 
purchase would be determined

in accordance with formulas provided 
in the bill. In order to receive the

cost of living protection an individual wo
uld be required to hold the bonds

until he reaches the age of 60, and eligi
ble institutions would have to

retain them for 20 years. The bonds could be redeemed before mat
urity

under terms and conditions prescribed by the
 Secretary of the Treasury.

Inflation, of course, creates di
fficult problems for many

persons, which are particularly serious for
 retired individuals who live

Oil small fixed incomes. Just how the bill would be of assistance to t
he

most of this latter group is not readily a
pparent. Even persons not yet

retired, especially those in the low and av
erage-income range, generally

have little or no liquid assets available wh
ich they could invest in the

proposed bonds.
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Mr. Phillip S. Hughes

To single single out those who are able and willing to invest in

these bonds for special governmental protection against losses resulting

from possible inflation appears to be unwarranted preferential treatment.

Individuals in this group least need the protection the bill is designed

to provide. The best way to avoid the hardships of inflation is to pre-

vent inflation through general fiscal and monetary measures rather than

to seek to protect specific groups.

There is little doubt that to many people the issuance of the

Proposed bonds would be interpreted as a tacit confession by the Govern-

ment of its inability to control inflation; and the more widespread this

opinion the more difficult would be the task of maintaining public sup.

Port of programs designed to maintain a sound currency.

The extent to which the public would be willing to invest its

liquid assets in this new form of savings is entirely a matter of con-

jecture, but certainly the degree of response would be influenced by

Changing economic conditions. Any such change, which might induce a

substantial number of people to shift suddenly from other forms of savings

to the new bonds, conceivably- could create serious problems for all types
of financial institutions.

Finally the Government, under the bill, would automatically

assume an open-end liability of indeterminate amount which, potentially,

could complicate Treasury debt management and would violate sound fiscal

Principles.

The Board does not recommend favorable consideration of S. 1331.

Very truly ours,

7t:/iA t
Merritt She

Secret
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Item No. 3
5/29/63

UNITED STATES OF AMERICA

BEFORE THE BOARD OF GOVERNORS OF THE FEDERAL RESERV
E SYSTEM

WASHINGTON, D,) C.

In the Matter of the Application of

SUSSEX COUNTY TRUST COMPANY

for approval of merger with
The Farmers National Bank of Sussex

Ono

ORDER APPROVING MERGER OF BANKS

There has come before the Board of Governors, 
pursuant to the

Bank Merger Act of 1960 (12 U.S.C. 1828(c)), an appl
ication by Sussex

C°11atY Trust Company, Franklin, New Jersey, a State 
member bank of the

Federal Reserve System, for the Boardts prior appro
val of the merger of

that bank and The Farmers National Bank of Sussex, Suss
ex; New Jersey,

also a member of the Federal Reserve System, under the
 charter of the

former and title of The Bank of Sussex County. As an incident to the

Itiergsr, a branch would be operated at the location 
of The Farmers

National Bank of Sussex. Notice of the proposed merger, in form 
approved

by- the Board, has been published pursuant to said
 Act.

Upon consideration of all relevant mat
erial in the light of

the 
factors set forth in said Act, including reports

 furnished by the

Comptroller of the Currency, the Federal Deposit Insu
rance Corporation,

and the 
Department of Justice on the competitive f

actors involved in

the proposed merger,
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IT IS HEREBY ORDDRED, for the reasons set forth in the Boardrs

Statement of this date, that said application be and hereby is approved,

Provided that said merger shall not be consummated (a) within seven

calendar days after the date of this Order or (b) later than three

Months after said date.

Dated at Washington, D. C., this 29th day of My, 1963.

By order of the Board of Governors.

Voting for this action: Chairman Martin, and

Governors Balderston, Mills, Shepardson, King, and Mitchell.

Voting against this action: Governor Robertson.

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

(sEAL)



Item No. 4
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BOARD OF GOVERrORS

OF THE

FEDERAL RESERVE SYSTEM

APPLICATION BY SUSSEX COUNTY TRUST COMPANY

FOR APPROVAL OF MERGER WITH

THE FARMERS NATIONAL BANK OF SUSSEX

STATEMENT

1/1

Sussex County Trust Company, Franklin, New Jersey ("Sussex

Trust"), a member State bank of the Federal Reserve System with de-

posits of $11.9 million as of September 20, 1962, has applied, pur-

suant to the Bank Merger Act of 1960 (12 U.S.C. 1828(c)), for the

Board's prior approval of the merger of that bank and The Farmers

National Bank of Sussex, Sussex, New Jersey ("Farmers"), with de-

Posits of $10.5 million as of the same date. The banks would merge

under the charter of the former with the title of "The Bank of Sussex

County". As an incident to the merger, a branch would be operated by

The Bank of Sussex County at the location of Farmers, which would be

one of three authorized offices of the resulting bank.

Under the Act, the Board is required to consider, as to each

of the banks involved, (1) its financial history and condition, (2) the

adequacy of its capital structure, (3) its future earnings prospects,

(4) the general character of its management, (5) whether its corporate

Powers are consistent with the purposes of 12 U.S.C., Ch. 16 (the Federal

Deposit Insurance Act), (6) the convenience and needs of the community to
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be served, and (7) the effect of the transaction on competition (including

any tendency toward monopoly). The Board may not approve the transaction

unless, after considering all these factors, it finds the transaction to

be in the public interest.

Banking  factors. - The financial history and condition of both

Sussex Trust and Farmers are reasonably satisfactory. While the capital

structure of Farmers is adequate, that of Sussex Trust is somewhat below

desirable levels, and the earnings of each of the banks are below average.

Consummation of this merger would strengthen the capital structure of

the resulting bank and provide a basis for improved earnings, Such action

would also permit a pooling of the present management of the two banks,

which should result in a better balanced executive group and a more

effective utilization of individual abilities. More attractive oppor-

tunities for young men with executive abilities would be created, which

would be an important step toward assuring competent management succession.

As a consequence of improved management together with modernization of

°Perating methods that could be effected, earnings of the resulting bank

should be improved over the earnings experience of both Sussex Trust and

Farmers.

There is no indication that the powers of the banks involved

are, or would be, inconsistent with 12 U.S.C„ Ch. 16.

Convenience and needs of the communities. - Sussex County (1960

population 49,000), in which both of the banks are located, is a rapidly

developing area situated 50 miles from New York City in northwestern



I SOF ,

New Jersey adjoining Pennsylvania and New York. While the economy of

Sussex County is dependent principally on agriculture, 
industrial

activity is increasing. The numerous lakes in the county make it a

Popular resort area.

The county is served by six local commercial banks,
 one of

which operates one branch. Sussex Trust and one other each have been

authorized to operate a branch. Over the ten-year period ending in

September 1962, deposits of individuals partnerships, and corporations

in these banks more than doubled and loans almost trebled, a fact that

reflects the growth that is being experienced in the county.

Sussex Trust serves a predominantly residential and co
mmercial

area With an estimated population of 14,000. Farmers, located eight

miles northwest of the main office of Sussex Trus
t, has a service area

that is agricultural, residential, and commercial and has a populat
ion

of 5,000.

Both Sussex Trust, with a lending limit of $50,0
00, and

armers, with a lending limit of $35,000, have recen
tly experienced

difficulty in supplying the credit needs of many local 
businesses

without resort to participation with larger banks 
located outside of

the county. These lending limits are small for banks lo
cated in a

r()Iling community on the fringe of the New York met
ropolitan area. If

the 
proposed merger is consummated,the resulting bank, w

ith a lending

limit of $100,000, would be able to satisfy the credit
 needs of more

local businesses.
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Competition. - Following consummation of the proposal, five

commercial banks would remain in Sussex County. In the framework of

the banking market in the county and adjoining areas, no undesirable

concentration of banking resources would result. There would con-

tinue to be available to the customers of the banks participating in

the proposed merger, ample alternative sources of banking services.

Moderate competition exists between Sussex Trust and

Farmers. This competition would be eliminated by consummation of
 the

Proposal. However, this result would be offset, as the resulting

bank, representing a combination of the third and fourth largest com-

mercial banks in the county, would have deposits of approximately $20

million and would be able to offer effective competition for the now

largest bank in the county, which also has deposits of about $20 million.

Larger banks located only a few miles away in adjoining

counties are now providing strong competition in Sussex County, par-

ticularly for time and savings deposits which constitute approximately

70 per cent of all deposits in Sussex County banks. The existence of

t40 medium-sized banks in this rapidly growing and developing area

should make Sussex County more self-sufficient in its banking resources

and provide the strength for local banks to compete more effectively

with the much larger out-of-county banks.

Summary  and conclusion. - Sussex County is located on the

4'inge of the New York metropolitan area. While at present principally

rural, the residential and commercial growth of the county has been
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rapid in recent years and this is expected to continue at an 
accelerated

pace in future years.

Some competition between the two banks would be eliminated

by their merger, but the over-all effect on competition in the county
,

both immediate and prospective, would not be unfavorable. The result-

ing bank would be able to compete more effectively with the now largest

bank in the county and also with the even larger banks in adjoining

counties.

The merger of the two institutions would permit the resulting

bank to attain a better balanced executive group than is now possessed

by either and thus would be a step toward assuring competent manage-

ment succession. It also would result in improved banking services to

local businesses in Sussex County and provide a basis for improved bank

earnings.

Accordingly, the Board finds the proposed merger to be in the

public interest.

May 29, 1963.
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Item No. 5
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DISSENTING STATEMENT OF GOVERNOR ROBERTSON

A significant lessening of competition occurs, by

definition, where the third and the fourth banks in a developing
 rural

area--their offices only eight miles apart--merge to form a unit 
equal

in size to what is now the largest bank in that area. In my view,

under the tests established by Congress in the Merger Act, this

lessening of competition, accompanied as it is by the elimina
tion of

a sturdy independent bank, requires denial unless overcome by a ve
ry

Positive showing of public benefit under the remaining factors.

What is the case here? The two banks in question are

Closely geared to the particular banking needs of their respective

conum nities. Each has doubled in size over the past ten years. The

capital of one is adequate, that of the other "somewhat below desir-

able levels", not surprising in a situation of rapid growth, and

capable of being corrected in that situation. Nothing is said about

the management factor which would indicate that a problem exists, or

that merger is the indicated solution. Nor is it clear to me why

Nxiling two sets of management, neither of which has been able to

secure average or above-average earnings for its own bank, wil
l

improve the earnings situation of the resulting bank. I susp
ect that

different factors have been responsible for the recent level o
f

earnings mentioned by the majority, perhaps the recent growth itsel
f.

*--.and to be even closer when Trust Company establishes a branch,

nxch has already been approved, in Vernon Township, from which

rarmers National has long obtained a substantial volume of business.
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Admittedly, convenience and needs of the community ar
e

being met by the six rapidly growing independent banks now 
operating

in Sussex County. The occasional needs these banks cannot satisfy

are being met through participations, and by larger banks i
n nearby

counties or in New York City itself.

The majority urges that the combined bank will better b
e

able to compete with the largest bank in the Coun
ty, but this argument

would have more weight if the fifth and sixth banks i
n size asked to

merge, Trust Company and Farmers National are already
 large enough to

offer vigorous competition to a $20 million bank
, and neither is

exactly standing still.

A bill has been introduced into the New Jersey Legislat
ure

to permit branching across county lines, and the thought h
as been

exp-_-essed that the resulting bank will better be able to compe
te with

banks outside the County after such a bill has been enacted, 
particularly,

with the $200 million and over banks in neighboring Passai
c County,

If so, we are raising a puny David to do battle with these Goliat
hs.

The Loard's experience has shown that situations of thi
s kind work out

rather differently in practice. When a large bank contemplates expand-

ing into an adjacent area, it seeks out and almost 
irresistibly attempts

to absorb not the smaller units in that area, but th
e larger attractive

ones. If expansion across county lines comes tobe permitted i
n

New Jersey, we are more likely to find that the merger here
 approved

has created a plump morsel to be swallowed by some powerful ne
ighboring

bank, than a competitor to resist its onslaught.

For these reasons, I would deny the application.

May 29, 1963.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. Joseph R. Campbell, Vice President,
Federal Reserve Bank of Philadelphia,
Philadelphia 1, Pennsylvania.

Dear Mr. Campbell:

Item No. 6
5/29/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 31, 1963

In accordance with the request contained in your letter

of May 27, 1963, the Board approves the appointment of John K. Black
as an assistant examiner for the Federal Reserve Bank of Philadelphia.
Please advise the effective date of the appointment.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.


