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Minutes of the Board of Governors of the Federal Reserve

SYstem on Wednesday, June 26, 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. Shepardson
Mr. Mitchell

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Fauver, Assistant to the Board
Mr. Noyes, Director, Division of Research

and Statistics
Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of

Examinations
Mr. Johnson, Director, Division of

Personnel Administration
Mr. Hexter, Assistant General Counsel
Mr. Shay, Assistant General Counsel
Mr. Furth, Adviser, Division of

International Finance
Mr. Goodman, Assistant Director,

Division of Examinations
Mr. Sprecher, Assistant Director,

Division of Personnel Administration
Mr. Partee, Chief, Capital Markets Section,

Division of Research and Statistics
Mr. McClintock, Supervisory Review Examiner,

Division of Examinations
Mr. Poundstone, Review Examiner, Division

of Examinations
Mr. Doyle, Attorney, Legal Division

Circulated or distributed items. The following items, copies

Of 1_
wuich are attached to these minutes under the respective item nubbers

indicated, were approved unanimously:
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Letter to Pacific State Bank, Hawthorne,

California, approving an investment in
bank premises.

Letter to the President of the Indianapolis
Clearing House Association, Indianapolis,

Indiana, relating to the possible establish-
ment of a Federal Reserve Bank branch in

Indianapolis.

Item No.

1

2

The letter to the President of Indianapolis Clearing House

Association (Item No. 2) was approved in a form reflecting certain

Changes from the draft that had been distributed prior to the meeting.

These changes were intended to make it clear that the establishment of

aa additional Federal Reserve office was a matter for ultimate deter-

MI-nation by the Board of Governors rather than a Federal Reserve Bank,

that the Board had made no determination on the Indianapolis question,

and that the steps suggested for the presentation of additional data

were to be understood as procedural suggestions within that framework.

Mr. McClintock then withdrew from the meeting.

Absorption of exchange charges (Item No. 3). There had been

distributed a memorandum from the Division of Examinations dated June 12,

1963, regarding the practice of the Arnold Savings Bank, Arnold, Missouri,

in maintaining an account with a nearby nonpar bank, The Citizens Bank

Pestus, Festus, Missouri, which paid or collected nonpar checks de-

13°sited in or cleared by it without deducting exchange charges. In

transmitting the matter for the Board's consideration, the Federal Reserve
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Bank of St. Louis advised that the subject bank was located in a nonpar

banking area, and its customers deposited an important number of checks

received in settling business transactions in this area. The practice

followed by the savings bank had been discussed with the bank's manage-

Ment, but for competitive reasons the bank had expressed unwillingness

to discontinue or change it.

The memorandum noted that the Board's interpretation of August 4,

1960, had stated that the practice of maintaining "balances with another

bank or banks in return for which such other bank or banks directly or

indirectly would absorb for it exchange charges made by the drawee banks

". shall be deemed to be the payment of interest on demand deposits in

Piolation of Regulation Q and section 19 of the Federal Reserve Act.

In other words, the payment of interest includes any direct or indirect

15aYment or absorption of exchange charges by any device whatsoever, re-

81trd1es6 of whether such payment or absorption is made directly by a

Member bank or indirectly through any other bank for a member bank or a

clePoeitor of such member bank. This principle will be applied hereafter

by 
examiners for the Federal Reserve Banks in their examinations of State

MeMber banks and the Comptroller of the Currency has advised that it

be applied by national bank examiners in their examinations of

Ilational banks." This interpretation had been reaffirmed by the Board

14ter in 1960, with the modification that member banks were authorized to

"sorb exchange charges in amounts aggregating not more than $2 for any
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one depositor in any calendar month or any regularly established

period of 30 days.

There had also been distributed to the Board copies of a

letter dated June 17, 1963, from Mr. James C. Bolton, Chairman of

Rapides Bank & Trust Co., Alexandria, Louisiana, who explained at some

length why he considered the present provisions of Regulation Q in re-

lation to absorption of exchange charges to result in a competitive

inequity from the standpoint of his bank and others similarly situated.

With the letter, there had been distributed a draft of proposed reply

to Mr. Bolton which indicated, among other things, that the Board's

Legal Division had been requested to undertake a comprehensive study of

Regulation Q with a view to considering a change that would permit equal

e°mPetition among banks in a given area, as well as various other matters

that had made administration of the Regulation difficult and time-consuming.

In discussion Governor Mills commented that the question relating

to the Arnold Savings Bank was part of a broader picture. As he recalled

it) the Board handed down an interpretation with respect to the absorption

exchange charges in 1960, and representatives of the American Bankers

Association conferred with the Board on the subject. The general theory

l'ias that over a period of time the bankers would be left to discipline

themselves within reasonable limitations. That self-discipline, however,

apparently had not been vigorous. It seemed to him that the attention

or the American Bankers Association should be called to the fact that
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there had been deviations from the understanding that was reached.

Also, a change in the chairmanship of the Federal Deposit Insurance

Corporation was to occur in August, and thereafter the Corpo
ration

Might conceivably take a different approach to the subject of a
bsorption

Of exchange charges. Rather than to abandon the Board's present general

inte rpretation or to take a strong position at this time agai
nst the

Arnold Savings Bank and others following similar practices, he
 would

suggest that the subject should be deferred for later considerati
on.

Governor Robertson said that, much as he disliked delayin
g

tactics, this was a matter on which he would prefer to move slowly. 
As

Governor Mills had suggested, conceivably the Federal Deposit 
Insurance

Corporation would change its position following the appointme
nt of a

new chairman. He thought it would be a good idea to solicit the views

the Reserve City Bankers Association, which had maintained 
to the

Board that the reserve city banks could police this matter adequa
tely.

As far as the Bolton letter was concerned, he would suggest telling

M. Bolton that this subject was being taken up again with the 
Reserve

City Bankers Association, and with the Bank Management Commi
ssion of

the American Bankers Association. As to the Arnold Savings Bank matter,

lt Was rather evident that a violation had occurred. However, he would

he inclined to go no further at this point than to ask 
the bank to submit

4 statement of its position in order that the matter
 might be given full

e°11sideration. A delaying tactic seemed warranted, an
d he would hope to
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see the development of some policy that could be applied by both the

Federal Reserve System and the Federal Deposit Insurance Corporation.

The Board had tried taking a strong position, but apparently to little

avail, and perhaps this was the time to change the Board's position,

but only after soliciting the views of the Bank Management Commission

and the Reserve City Bankers Association.

Governor Shepardson suggested the need for fixing a deaBline;

it seemed to him that the present situation should not be allowed to go

along indefinitely. Admittedly, although the possibility seemed rather

l'emote, there might be a change in the position of the Federal Deposit

Insurance Corporation, but he hoped that the Board would set a deadline

/11thin which it would try to determine whether there was any possibility

°I* such a change. If there was not, the Board should do something to

l'actify what amounted to an intolerable situation. He did not see how

the Board could just maintain a regulation on its books while doing

4°thing to enforce it. One possibility would be to approach the Congress

say that the present statute presented an unenforceable situation.

Then) if the Congress should not be inclined to pass legislation, perhaps

the Board could in some way change its regulation.

There followed further discussion of possible procedures, in-

cluding the appropriateness of further meetings with the Reserve City

BP1,--,415,ers Association and the Bank Management Commission of the American

44kers Association, and the suggestion also was made that there might

be further discussion with the Federal Advisory Council.
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Governor Balderston recounted difficulties that he had experi-

enced in defending the present situation to Mr. Bolton when the latter

visited the Board's offices, following which the discussion reverted to

the question of the procedure that should be followed in the Arnold

SalringS Bank matter. Mr. Solomon suggested that probably little would

be gained by asking the bank to submit a further memorandum since the

facts seemed rather clear. The issue might only be irritated by going

back to the bank unless the Board was prepared to take a definite stand.

Governor Mitchell agreed with the thought that the present sit-

was intolerable. He expressed the view that the Board should

° something about it by not later than some predetermined date, perhaps

the f.
lrst of September.

In further discussion, Chairman Martin suggested reasons why

the first of October might be a more practical deadline. As to the

specific matter of the Arnold Savings Bank, he inquired whether it was

the 
view of the Board to hold the matter in abeyance. There was general

mnt that the matter should be held in abeyance with no action on

the part of the Board at this time.

Discussion then turned to the draft of letter to Mr. Bolton,

alla there was general agreement with a suggestion by Governor Balderston

that 
the letter indicate that the Board was hopeful that the comprehensive

atIldY of Regulation Q by its staff would result in action before the end

Or the current calendar year.
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Accordingly, unanimous approval was given to a letter to

M. Bolton in the form attached as Item No. 3.

Mr. Farrell then withdrew from the meeting.

Revision of Regulation K. There had been distributed to the

Board under date of May 17, 1963, copies of letters received from super-

vised institutions, from the Federal Reserve Banks, and from other

Government agencies regarding the proposed revision of Regulation K,

Corporations Doing Foreign Banking or Other Foreign Financing Under

the Federal Reserve Act, that had been published in the Federal Register

4 a notice of proposed rule making dated March 11, 1963. A letter

rl'orn the Federal Reserve Bank of New York was subsequently distributed

to the Board under date of May 29, 1963.

Under date of June 19, 1963, there was distributed, over the

flames of Governor Mitchell and Messrs. Shay, Goodman, and Doyle, a

Illezorandum submitting for the Board's consideration an edited version

Of the published revision of Regulation K along with a clean copy of

the redraft. The memorandum noted that several supervised institutions

had requested an opportunity to discuss their criticisms of the published

13r°Posed revision with the Board or its representatives. Before sched-

tiling any such discussions, however, it had seemed desirable that there

be Prepared a redraft that would reflect such of the suggestions received

4 seemed appropriate. If the Board was in agreement with the changes

that had been made, it was proposed that the redrafted revision be
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circulated to the supervised institutions and others from whom comments

had been received on the earlier draft.

Major policy issues involved in the redraft were set forth as

follows:

(1) whether the definition of "engaged in banking" should be modified

8° as to apply only to corporations having total demand deposits and

acceptance liabilities in excess of capital and surplus; (2) whether

the issuance of debentures by any Edge corporation should be made sub-

ject to prior Board approval and to such conditions and requirements as

Irlight be prescribed; (3) whether the statement of national purpose

should take the form of one of two alternatives set forth in the redraft.

4 fourth issue of major policy was whether the changes reflected in the

redraft relating to investments in the stock of other corporations were

14
accord with the Board's views regarding liberalization of this section.

The memorandum also presented a section-by-section discussion

°I' the more important changes that had been incorporated in the redraft.

14.Y, there was a listing of some of the more important suggestions

l'eceived from supervised institutions and others that had not been

included in the redraft.

In introductory remarks, Governor Mitchell expressed the hope

that the redraft would lead to general discussion of substantive issues

a framework of action. He hoped it would be possible to dispose of

this matter by giving the supervised institutions a chance to look at

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



6/26/63 -10-

a revised draft version of Regulation K. It was his suggestion that

the Board might proceed today by going through the redraft, section by

section) following which it could consider the suggestions from super-

vised institutions and others that were not taken into account in the

redraft.

Governor Mills said he did not think the Regulation as drafted

148'8 in a form in which it should be transmitted to supervised institutions

end others for comment. He saw many vital defects that he felt should be

considered at this time. The matter that concerned him most was one that

also applied to the consideration of Regulation M, relating to powers

Qf foreign branches of national banks, namely, the authority to guarantee

anI to make acceptances. One must recognize that Edge corporations and

Ilational banks operating foreign branches had authority to extend credit

directly. Authority could also be sought to accept dollar exchange

afts. There was broad authority to accept in the normal course of

blIsiness under the conventional understanding of what acceptances should

Cover; that is, credits secured by goods that would provide for the

liqUidation of the transaction at maturity. If the principles of guarantee

were broadened, the Edge corporations would be offered an opportunity

t° guarantee practically at will any sort of transactions that suited

their purposes. As to Regulation M, the same problem arose. What the

11Pervised national banks sought at a conference with the Board in April

41.3 the right to engage in the issuance of surety bonds, which was
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historically not a kind of transaction that involved future and certain

Payment. Such authority, even if granted only to the best banks, was

certainly contrary to any principle of bank supervision and regulation

Of Which he had any knowledge. It would represent a reversion to un-

sound banking practices condoned by the regulatory authority.

As to the provisions of the redraft relating to operations of

Edge corporations in the United States, Governor Mills said he was

fearful that, instead of constituting a limitation, they extended a

broad right to Edge corporations, in the operation of their offices

in the United States, to undertake transactions that would not be iden-

tified with their foreign business as closely as they should be. These

Provisions lent weight to the concern expressed by banks in New York

City/ particularly, that the Edge corporations would be permitted to

engage in interstate branch banking. That might or might not be the

PPropriate thing to do by statute, but it would not be a desirable

thing to do by administrative decision. The same sort of consideration

came up on the question of allowing Edge corporations to accept time

Posits, which authority could be used to engage in interstate branch

14/4king in contravention of the statutes.

As to the matter of guarantees, Governor Mills said that he

e°nsidered the authority vague and dangerous. If there was to be an

Iztuthority to guarantee, it should be strictly defined. In Regulation M

the
guarantee authority sought by the banks, particularly First National
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City Bank of New York, was in effect an authority to supply an endorse-

On various undertakings in the course of foreign branch operations.

The same thing was true of Edge corporations, which would like to be

able for a consideration either to accept paper of the British commercial

tYPe or to guarantee it. If this problem was translated into the present

complex picture of the international balance of payments, a prime U. S.

baak endorsement on hire purchase paper issued by a British institution

at an interest rate substantially above the rate on U. S. Treasury bills

Isrotild add an attractiveness to that paper such as to invite further out-

of funds from this country. On thst basis alone, he felt that the

Proposal was invalid.

The history of this sort of thing, Governor Mills continued,

\gas that in their foreign operati)ns American banks had not concerned

themselves greatly with the economies of the host countries, but instead

hSd become deeply involved in exchange transactions that afforded a high

ra
te of profit. If one went beyond that to grant authority to add en-

cl3lisements to transactions of the sort contemplated, the Board would

11°t be doing the host country any good and furthermore would be inviting

Allierican banks to involve themselves in areas of operations that were

11°t appropriate. Again, looking at Regulation M, to limit guarantees

to a
percentage of capital and surplus would represent a feeble limi-

t4ti°11, particularly when the banks most aggressively seeking such

414bority were the two largest in the United States and two others

renking high on the list. A percentage of capital and surplus would

me
in dollar terms, a substantial amount.
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Chairman Martin referred to the alternative statements of national

Purpose contained in the redraft. The first would state that the Congress,

In enacting section 25(a) of the Federal Reserve Act, provided for the

estdblishment of international banking and financial corporations operat-

ing under Federal supervision with powers sufficiently broad to enable

them effectively to compete with similar foreign-owned institutions and

t° afford to the United States exporter and importer in particular -- and

to United States commerce, industry, and agriculture in general -- at all

tinles a means of financing their international business. It would also

state that in light of the public purpose involved, Edge corporations

should confine the scope of their operations both in the United States

shd abroad to practices consistent with United States standards of banking

Prudence. Activities in the United States should be restricted to opera-

tions clearly related to international or foreign business. In their

activities abroad, Edge corporations should be able to operate, as best

/lould meet their corporate policies, through branches, agencies, and

Correspondents or through direct and indirect ownership in foreign-

IlEtrtered companies engaged in banking or other international or foreign

°Perations so long as their credit and other activities were in the

ititerest of the United States.

The alternative statement of national purpose would say that

order to promote the permanent and continuing development of the

Alterican export market and otherwise to further the Congressional ob -

Jeetives underlying enactment of sections 25 and 25(a) of the Federal
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Reserve Act, Act, it was the Board's policy to implement those sections so

that corporations operating thereunder could, consistent with sound

banking and financial practices, compete effectively with similar

institutions abroad.

The Chairman said that he liked the second alternative because

it was more direct and because it emphasized the development of the U. S.

export market. He saw no real purpose in American institutions operating

abroad unless they could compete effectively. In his opinion, one must

start from that premise. It might be that American financial institutions

shoUld not go abroad, but the whole tenor of the times was in the direc-

tion of encouraging such activities. Also, foreign financial institutions

Were coming more and more to establish themselves in the United States,

vith the supervisory authorities giving them wide latitude.

Governor Shepardson also expressed a preference for the second

alternative statement.

Governor Robertson stated that he had two comments applying

generally both to foreign branches of national banks and to Edge car-

Porations. First, one of the main questions of the moment involved the

eXtent to which corporations and banks in this country should be allowed

t° make investments abroad. He had found, during his recent European

tlIP, that this question raised more eyebrows abroad than anything else;

that is, the extent to which there was authorized a greater flow of capi-

ta-1 from this country for the acquisition of corporations and businesses

In Europe. Therefore, primary emphasis in the statement of national
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Purpose should be placed upon effective competition, as in the second

alternative statement. If the first alternative statement was used,

tt should highlight the fact that the credit and other activities of

Edge corporations should be conducted primarily to facilitate the finan-

cing of U. S. international trade.

As to guarantees, Governor Robertson related certain information

gained on his recent European trip. In one place the manager of the

foreign branch of an American State-chartered bank said that he was not

bothered by this, that he was operating under State law. In another

Place, the American branch officer said that his branch could not issue

I.tlarantees but did the same thing through letters of credit. If he had

the guarantee power, however, he would use it because it was easier to

Ilse. On guarantees, Governor Robertson continued, he had changed his

vielm, which originally were formulated on the basis of difficulties

vith guarantees he had found in South American countries. Consequently,

he would suggest that the authority to guarantee be governed by an amount

limitation. He would suggest limiting the total amount of guarantees

to 
something in the nature of 50 per cent of the capital and surplus of

allY particular bank. This would preclude American banks from going

14101
4-esale into this business in a way that might jeopardize the standing

or the bank in this country.

As to the issuance of obligations, Governor Robertson said that

e°m0 places abroad the branches of American banks were limited in the
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a1ount of credit they could extend to any individual borrower not on

the basis of the capital and surplus of the parent bank in this country

but the amount allocated to the particular foreign branch. In those

cases, the branch abroad could not make a large loan by virtue of this

limitation, so almost everything was done on a participation basis. In

those loans, however, there was a guarantee involved. Where a branch

had to use a letter of credit, it was put in a difficult position; all

or the documents had to be rearranged. He found no national bank branch

abroad which was willing to say, when pressed, that it did not issue

guarantees. He thought it would be desirable to give the power of

guarantee, but he would include an amount limitation.

Chairman Martin injected the thought that the Board ought to

be. as liberal as possible in view of the compettive conditions with

which American institutions operating abroad were confronted. Such

banks would have to fight their own battles to build up business, but

the Board should not make conditions any more difficult for them than

ne
cessary.

Governor Robertson said that he felt this was right. In one

sPect, however, he thought the Board was proposing to be too liberal;

IleraelY, in respect to the authorization to invest in the stocks of foreign

c°rPorations„ which meant a capital outflow for investment purposes.

The discussion then turned more specifically to the two alternative

statements of national purpose.
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Governor Robertson said he would prefer the second alternative,

while Governor Mitchell indicated that he would prefer the first alter-

native although he would not object to Governor Robertson's suggested

modification thereof. He added that Governor King had informed him that

he would prefer the second alternative statement. Governor Balderston

said that he would be just as content to have the statement of national

PUrpose omitted from the draft regulation entirely. If one was to be

included, he felt upon initial reading that the first alternative state-

thent told him more, except that upon analysis it seemed that the state-

ment did little more than paraphrase the statute. He rather liked the

Point that Governor Robertson had made, keeping the stress on international

trade, which was the matter of primary concern.

Chairman Martin then commented that the Board appeared to be

about evenly divided. He said that personally he would be willing to

Side with Governor Mitchell on this question. Governor Shepardson also

iadicated that he would have no strong objection to the first alternative

s
tatement.

Accordingly, the consensus favored the first alternative statement,

111cdified along lines that had been suggested by Governor Robertson.

Consideration next was given to section 211.2 of the redraft,

Ilhich contained definitions. Here two alternative provisions were shown

4tder one subsection. The first alternative would define "banking" as

the business of receiving or paying out demand deposits. The second

alternative would state that a corporation was "engaged in banking"
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1 henever it had aggregate demand deposits and acceptance liabilities

exceeding its capital and surplus. In other words, an Edge corporation

would be permitted to receive demand deposits and incur acceptance

liabilities up to the amount of its capital and surplus without being

considered to be "engaged in banking".

Mr. Shay explained that the second alternative reflected sugges-

tions received from some Edge corporations. This would permit an actual

fleshing of banking and financing in one institution; it would permit some

corporations to do both.

Mr. Hexter commented that Edge corporations engaged in banking

were limited in certain ways by Regulation K. The meaning of the second

alternative draft was that if an Edge corporation held relatively small

amounts of deposits, the same precautions were not necessary that were

called for when Edge corporations engaged substantially in the banking

blIsiness.

Governor Mitchell pointed out that a single parent organization

could still have two Edge corporations if it desired. The thought, how-

ever) was to make it possible for a Ur. S. bank to have only one Edge

e°rPoration unless it wanted to go heavily into the banking business

abrc3ad. As an alternative, the Board might consider completely elim-

illating the distinctions between banking and financing corporations.

After discussion, Governors Mills and Robertson indicated that

they would prefer the first alternative draft definition, while the other
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members of the Board indicated that they would prefer the second. Ac-

cordingly, the consensus favored the second alternative.

As to section 211.3 of the redraft, relating to organization

and capital stock, no substantive changes had been made in the published

draft, and there was no indication of dissent from the currently proposed

language.

As to section 211.4, relating to the issuance of obligations,

t1/0 alternative provisions again were set forth. The first alternative,

14hich vas quite brief, would make the issuance of obligations by any

Edge corporation subject to prior specific approval by the Board, which

aPproval could contain such conditions and restrictions as the Board

'light see fit to impose in any particular case. The second alternative

l/as much longer -- similar to the provisions presently contained in

Regulation K. It would permit a corporation not engaged in banking to

Issue debentures without prior Board approval under the conditions therein

8et forth.

Governor Mitchell noted this was a section that had rarely- been

1/8e4. One could almost say that it had not been used at all. Rather

than to include all of the language of the present Regulation, he felt

that it would be better just to say that if an Edge corporation wanted

to issue debentures, it should obtain the prior approval of the Board.

After discussion, the consensus favored the view expressed by

Colierno- Mitchell. Accordingly, it was understood that the first al -

atiVe draft of language would be used.
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Section 211.5 of the redraft, relating to underwriting, sale,

and distribution of securities was a new section but did not present

any major change of substance from the published draft, its subsections

having been taken from other parts of the published version.

It was the consensus that the provisions of section 211.5 of the

redraft were acceptable.

There was also general agreement with the provisions of section

211.6, relating to branches and agencies.

Section 211.7 of the redraft related to operations of Edge

eorporations in the United States.

Governor Mitchell noted that here a question of substance was

Illvolved. The principal objections to this section had come from New

York City banks, which did not want to be exposed to competition from

b4uks in other parts of the country through the establishment by the

latter of Edge corporations with offices in New York City. His personal

feeling was that such competition would be good for the New York City

134flks, and he did not think there was any great danger of banks in other

11111t8 of the country engaging in a local business through Edge subsidiaries.

1\Irther, he pointed out that the New York City banks had representatives

411 over the United States working up business for them.

Governor Mitchell went on to say that in the first subsection,

hieh expressed a general policy with regard to transactions of Edge

e°rPorations in the United States, an attempt had been made to spell
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out exactly what was meant by operations usual to the financing of

International commerce, with an enumeration of types of permissible

transactions. As to the second subsection, relating to the employment

of funds, he recalled that Regulation K currently allowed more latitude

for the investment of funds in the United States. This hail been tight-

ened on the theory that an Edge corporation should not have the right

to invest in the United States except to obtain some return on its funds

held in the form of bank deposits, bankers' acceptances, and U. S.

Government obligations. The draft regulation proceeded on the theory

that an Edge corporation was organized for the primary purpose of carry-

4
on an international business. Governor Mitchell also commented on

the subsections of this section with regard to the receipt of deposits

and other permissible activities.

With regard to the provision in this section that would authorize

arl Edge corporation to guarantee extensions of credit it could make or

°Iaigations it could acquire, Governor Robertson said that he felt that

the guarantee provisions of Regulations K and M ought to mesh. He sug-

gested coming back to this point after the Board had discussed the draft

Of a revision of Regulation M.

Governor Mills said he did not share Governor Mitchell's opinion

that the traveling representatives of commercial banks performed the same

rtinotions that an Edge corporation would perform. He saw a vast distinc-

tion. The tenor of this section of the draft regulation was, in his

°Pinton, to permit interstate branch banking, for example, by allowing
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the receipt of certain types of deposits, including time money. In all,

he felt that the provisions of this section would allow banks, through

Edge corporations that were domiciled in other States, to engage in

interstate branch banking in contravention of the statutes. He did

hot think it was appropriate to legislate by administrative action.

In further comments, Governor Mills expressed particular aversion

to the indication in this section that it would ordinarily be considered

incidental to the international or foreign business of an Edge corporation

for it to engage in the United States in guaranteeing extensions of credit

it could make or obligations it could acquire. He objected to the use

of the word "guarantee" without defining it properly. He would make an

Edge corporation that wanted such authority explain just what it wanted

to guarantee.

After further discussion along these lines, Mr. Furth said, in

rePly to a question, that the memorandum before the Board had neglected

to consider the present status of the U. S. balance of payments. There

VIEL8 nothing in the memorandum about the balance of payments. He inquired

whether it was the Board's intent to make it easier to permit the expor-

tation of capital to developed countries abroad.

Chairman Martin commented that he could understand this point

Of view. In writing a Regulation K, however, he did not feel that the

/3°a.rd could deal with the balance of payments problem.

Governor Robertson suggested that the revision of the Regulation

eollld make it easier for Edge corporations to use funds that were already
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abroad. In other words, it could enable Edge corporations to compete

more effectively in those countries, but it should not facilitate an

additional outflow of capital for investment purposes.

Governor Mitchell noted that for many years the Edge Act concept

bad not been used to any great extent. Thus far, operations under that

Act had had little effect on the balance of payments. As to the possi-

bility that an Edge corporation might become engaged in the future in

some practice hostile to the interests of the United States, the proposed

regUlation provided for the Board to obtain quarterly reports. Also, the

Edge corporations would be examined annually. There would be ample

°Ploortunity to obtain information.

Chairman Martin suggested that this sort of regulation should be

thought of in terms of its being applicable under both surplus and deficit

beaance of payments conditions.

Governor Mitchell noted that the intent of drafting had been

to make Regulations K and M mutually consistent in terms of their re-

strictiveness or freedom to operate.

A consensus then developed in favor of the provisions of section

211'7 as redrafted, except that it was understood that the provisions

or subsection (d) with respect to the guaranteeing of extensions of credit

or 
Obligations would be reconsidered after the Board had discussed the

ri-le-rantee provisions of Regulation M.

As to section 211.8, dealing with acceptances, it was noted that

there were no substantive changes from the draft that had been published.
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It was also noted that the provisions were tighter than in the existing

Regulation K and that they were tied fairly closely to the Board's

Regulation C.

This brought the discussion to section 211.9, relating to

investments in stock of other corporations.

Governor Mitchell stated that it had been the thought, in pre-

ring the redraft, to permit Edge corporations to make stock investments

Without prior Board approval to the extent that this could be done without

rUnning counter to the basic purposes of Regulation K. Therefore, the

redraft provided that Edge corporations, without specific prior consent,

could acquire stock of other corporations (other than through a broker,

dealer, or stock exchange) provided (1) that the acquisition was incidental

t° an extension of credit by the Edge corporation, or by the bank controlling

to the corporation whose stock was so acquired; (2) that it represented

less than 25 (or in the alternative, 50) per cent of the voting stock of

a corporation engaged in banking; or (3) that it was likely to further

the development of U. S. foreign commerce, provided that no acquisitio
n

tlight exceed 25 (50) per cent of the voting stock of a corporation engaged

in banking. A corporation also would be permitted to request an advisory

°1)inion of the Board as to whether a proposed stock acquisition was covered

127 the general consent.

There followed a general discussion of these provisions centering

al'ound the question whether general consent should be granted for an Edge

e°rPoration to acquire the stock of a foreign corporation if such acquisition
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Igas "likely to further the development of United States foreign

commerce." While there was some sentiment in favor of deleting this

Provision, Governor Mitchell noted that a fair number of cases came

UP periodically that did not seem to warrant review by the Board. The

Point of the redraft was to be responsive to the view of Edge corpora-

tions that maintained they were not being permitted to use independent

iudgme nt. In his opinion, the Board ought not substitute its own

Judgment unless there was good reason for doing so.

Governor Robertson indicated that he would prefer to eliminate

this provision and to continue passing on each proposed stock acquisition,

Other than those incidental to an extension of credit to the corporation

Ilhose stock was to be acquired or those involving the acquisition of

less than a certain percentage of the voting stock of a corporation

"gaged in banking. Then, in periods when an excessive capital outflow

14ea undesirable, the Board could be strict.

Question was raised whether the Board wanted to be bothered by

Pessing on all investments in foreign corporations. Governor Robertson

said that he would be inclined to discourage all investments at this

Particular time, while Chairman Martin expressed an opposite opinion.

The meting then recessed and reconvened at 2:00 p.m. for con-

tinuation of the Regulation K discussion at which time Chairman Martin

8411 Messrs. Balderston, Mills, Robertson, Shepardson, and Mitchell were

P''esent. Messrs. Sherman, Kenyon, Fauver, Solomon, Hexter, Shay, Goodman,

1°11.1e, Partee, and Poundstone of the staff also were present.
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There were distributed at this time alternative substitutes

for the subsection of section 211.9 relating to general consent for

stock investments by Edge corporations. The first alternative substitute

would follow the pattern of the redraft of Regulation K, previously

discussed, except that it would grant general consent in any situation

that was "otherwise" likely to further the development of United States

foreign commerce. The second alternative substitute would grant general

consent only (1) where a stock acquisition was incidental to an extension

of credit by the Edge corporation, or the bank controlling it, to the

corPoration whose stock was to be acquired or (2) represented less than

25 (50) per cent of the voting stock of a corporation engaged in banking.

Prior to consideration of these alternatives, however, Governor

Mills noted that the redraft of Regulation K eliminated certain language

found in the published version, which specified that prior written consent

Would be required with respect to the acquisition of any stock of a cor-

Poration engaged in banking (1) if the Edge corporation issued or had

°Iltstanding any debentures, bonds, promissory notes, or similar obligations

eXcept promissory notes due within one year evidencing borrowing from

b4rik5 or bankers or (2) if it engaged in the business of underwriting,

selling, or distributing securities, with certain exceptions. In such

circumstances, according to the published version, consent would not

°1'dinarily be granted. Further, specific prior consent would be required

rcir the acquisition of (1) any stock in any corporation which in turn

held significant amounts of stock in, or in any manner controlled the
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management of, other enterprises or (2) stock in any other situation

not covered by limited general consent provisions. Specific consent

would not be given if a proposed stock acquisition was likely to be

inconsistent with United States foreign policy or inimical to the then

current international economic objectives of the United States. In

Place of this language, the redraft of Regulation K would state that

Prior specific consent of the Board was required with respect to the

acquison or holding of stock by an Edge corporation in any situation

not covered by the paragraph relating to general consents.

Governor Mills indicated that he felt the elimination of lan-

allage contained in the published version constituted a serious omission.

Governor Mitchell replied that this matter had been discussed

bY him with the staff at some length. If stock acquisitions of the type

about which there might be some apprehension should occur, the Board could

take steps on the basis of examinations and required reports from the

&Ige corporations to amend the regulation.

Governor Mills noted that if the language were left in, Edge

e°rPorations could still seek prior approval. It seemed to him important

to anticipate problems before they arose rather than to wait for their

existence.

Mr. Hexter noted that the previous language would have permitted

Edge
corporations to come in for prior approval and that this would also

be true in the case of the redraft. With or without the inclusion of

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



6/26/63 -28-

the language contained in the earlier version, there was no automatic

Prohibition against acquisitions such as described.

Turning to the general consent provisions, Governor Robertson

said that the second alternative substitute (the more restrictive) was

just about what he would like to see included in the regulation.

Mr. Goodman pointed out that the general consents currently

outstanding had cut down the number of cases required to come before

the Board. If the second alternative draft were adopted, there would

be more cases coming before the Board.

Governor Robertson then suggested that there be an "escape clause"

to cover nuisance cases.

Governor Mitchell Observed that the issue was whether or not the

1/c3ara wanted to consider every individual acquisition of stock, no matter

holr small, unless it was in combination with a loan or involved a purchase

or bank stock and in addition would further the development of U. S.

Torei
-gn commerce. In effect, this would mean a very limited area of

general consent. The first alternative substitute draft could admittedly

leave a loophole, but the Board would maintain control through the required

l'ePorts and through examinations. This would obviate the need for prior

PProval in cases where it might be presumed that the public interest

14°111d not be impaired. If there proved to be a hazard, he felt that it

cc)uld be quickly remedied upon periodic review of whatever the Edge

e°rporations had done.
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Governor Shepardson said he would concur in that approach,

but Governor Robertson felt that it would leave a loophole that would

be of concern. The Board would not be able to ascertain the aggregates

Of investment for some period of time, and in the meantime the balance

(I payments problem would be aggravated. He again suggested, however,

an escape clause to cover nuisance cases.

An escape clause for investments up to $200,000 in any one

corporation was then proposed and discussed.

During this discussion, Chairman Martin remarked that the basic

issue in revising Regulation K was whether to liberalize or not, to

1411101 Governor Robertson replied he would not object to liberalization,

except as it extended to investments abroad at this time. Chairman Martin

then commented that it was difficult to interpret the meaning of foreign

tl'ade. To the extent that the Edge corporations were violating any

runciamental principle, they should be stopped, but the Board should not

Make it more difficult than necessary for them to develop business abroad.

It 14as difficult to develop business in a highly competitive world, and

the 
Edge corporations wanted to find out whether they were able to do

it or not.

Governor Mills suggested that if a dollar limitation (escape

clause) was included in the redraft of Regulation K that was submitted

to the supervised institutions, and if such limitation was found un-

4ceePtable to them, they would no doubt make representations to the

13(lal'al following which the Board could reconsider the matter.
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After further discussion, a consensus was reached to include a

general consent for Edge corporations to make investments that were

"Otherwise" likely to further the development of United States foreign

commerce up to a limit of $200,000 in any one foreign corporation with-

Out

the

the

specific prior consent of the Board.

As to the question whether general consent should be given to

acquisition of less than 25 (or in the alternate, 50) per cent of

voting stock of a corporation engaged in banking, certain reasons

were advanced by members of the staff in favor of a 25 per cent figure,

and this was agreed upon.

As to the provisions of section 211.9, relating to reports by

Edge corporations, the staff was authorized to work out certain clarify-

language to cover certain points referred to by Mr. Shay, one of which

had been mentioned to the staff by a member of the Board.

The discussion then turned to section 211.10, relating to general

limitations and restrictions. It was noted that the provisions of this

aection had the effect of limiting the amount of guarantees that might

be issued by an Edge corporation. It was decided, however, to consider

the matter of guarantees in connection with review of the provisions of

the draft of Regulation M that was to be discussed later during this

meeting.

This concluded the review of the section-by-section analysis of

the redraft of Regulation K. There were no questions indicated by the
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Board with respect to section 211.11, relating to corporations with

agreements under section 25 of the Federal Reserve Act, nor were there

questions raised with regard to the suggestions of supervised institutions

and others concerning the published revision of Regulation K that had

not been incorporated in the redraft.

Revision of Regulation M. Public Law 87-588, dated August 15,

1962, amended section 25 of the Federal Reserve Act to empower the Board

to issue regulations authorizing foreign branches of national banks to

exercise additional powers usual in connection with the banking business

abroad (other than engaging generally in the securities or merchandising

business). On January 25, 1963, a proposed revision of Regulation MI

Foreign Branches of National Banks, was published for comment in the

Federal Register. The comments received were summarized in a memorandum

to the Board of March 27, 1963, to which copies of the principal letters

"ere attached. In accordance with requests contained in letters from

the four major national banks having branches abroad, several members of

the Board and members of the Board's staff met with representatives of

the national banks on April 9, 1963, to discuss the over-all approach

414 certain substantive aspects of the proposed revision. The main con-

tention of the banks was that, instead of authorizing specific additional

Pclyers, Regulation M should contain a general authorization for foreign

br'anches to exercise any powers (other than those excluded by statute)

that were usual to the business of banking in places where they were

°Perati ng. The national banks then submitted an exhaustive review of
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the legislative history of Public Law 87-588. After careful con-

sideration, however, the Board's staff believed that the legislative

history seemed clearly to contemplate the specific power-by-power

approach followed in the proposed revision of Regulation M. It

as recommended, therefore, that Regulation M contain no general

authorization of the type suggested by the banks.

There had now been distributed a memorandum from Messrs.

Shay, Goodman, Furth, and Doyle dated June 21, 1963, to which there

waS attached a redraft of Regulation M, a proposed conforming amend-

ment to Regulation H, Membership of State Banks in the Federal

Reserve System, and a proposed revision of section 213.4 of Regulation

M submitted on behalf of the national banks represented at the meeting

with the Board on April 9, 1963.

The memorandum noted that, apart from the question of over-all

approach, the main objection raised by the national banks was that the

Provisions of the published revision relating to guarantees, acceptances,

and investments in securities were so restrictive as to be of little

helP to them in meeting foreign competition. It was with this in mind

that the four banks had submitted the redraft of section 213.4.

The staff redraft of Regulation M reflected three major

Modifications of the published version. It would grant, in rather

broad terms, the power to issue guarantees and make similar agreements

that were closely related to the banking business of a particular
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branch and usual in the place where it was operating, with the

Stipulation that each such guarantee or agreement must specify

the maximum pecuniary liability assumed thereunder. Moreover, a

national bank (including all its foreign branches) could not have

outstanding for any one person aggregate guarantees and extensions

O f credit (unless excepted from all limitations under section 5200

Of the Revised Statutes) in excess of 10 per cent of the bank's

capital and surplus. The redraft also would allow foreign branches

to accept "finance" and "services" drafts, as well as drafts arising

out of the shipment or storage of goods, if such was usual in the

banking business at the place where the branch was operating, pro-

vided that no draft or bill of exchange could be accepted if it

had a maturity of longer than 12 months. Moreover, the security

and amount limitations contained in Regulation C would apply. The

Published version had also been modified to permit foreign branches

to acquire the securities (including stock) "of the central bank,

clearing houses, governmental establishments, and development banks

of the foreign country where it is located" to the extent usual a
t

the places where business was transacted, provided that such invest-

alents were not to exceed one per cent of the total deposits reported

for the preceding year-end call date unless required as a legal

Prerequisite to engaging in the banking business in th
e particular

foreign country. This one per cent limita
tion would not encompass
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investment securities" that a bank might purchase under section

5136 of the Revised Statutes. The redraft also incorporated a

number of less important changes from the published version, as

Specified in the memorandum.

At the beginning of discussion of the redraft of Regulation

M, Governor Balderston stated that he would hope that the applicable

Provisions of Regulations M and Kmdght be made mutually consistent.

He asked whether there was agreement in principle that Regulation M

should parallel Regulation K in all pertinent substantive features;

if so, the Board could concentrate on exceptions.

There was general agreement that to the extent feasible, it

'would be desirable for the provisions of Regulation K and Regulation

M to be compatible.

At this point Mr. Shay commented generally on the proposed

redraft of Regulation M and background considerations, his comments

being based substantially on the staff memorandum that had been

distributed.

Chairman Martin inquired whether there was any member who

felt that the Board should encourage turning over to the Comptroller

the Currency its statutory authority with respect to the regu-

lation of foreign branches of national banks. None of the members

the Board present indicated that they would favor such a trans-

fer.
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Governor Robertson stated that on his recent trip to Europe all

branch managers with whom he had talked saw a need to be able to make

loans for housing for executive members of their staffs. They had

indicated that a $25,000 loan maximum would cover everything necessary,

and Governor Robertson said he saw no reason to exclude the power to make

such loans.

Mr. Doyle said he understood that New York law provided a $20,000

limitation for foreign branches of State banks. Accordingly, it was agreed

there should be a provision in the revised Regulation M granting the power

for foreign branches of national banks to extend credit to branch execu-

tive officers for the acquisition of residential quarters up to an

individual limit of $20,000.

Mr. Shay then commented on various provisions of the redraft of

Regulation M, following which Governor Mills said that he continued to

be seriously concerned about the liberality of the guarantee powers. 
It

seemed to him that they should be defined more rigidly. The same thing

held true in the case of the power to make acceptances, which, as it

stood, was a wide open permit. To him it was in conflict with section 13

°I" the Federal Reserve Act, which he would presume to cons
titute the senior

statutory authority.

When Mr. Shay noted that the purpose of Public 
Law 87-588 was to

Provide authority to remove restrictions on the operations of foreign

branches of national banks, Governor Mills commented that it was always
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a question whether, in the absence of specific indication, a new law took

Precedence over previous law. He added that if the Federal Reserve System

Was seriously concerned about controlling, within the limits of its power,

the U. S. balance of payments deficit, then to allow the free use of

these powers would be contrary to its position in the balance of payments

area. If a foreign branch could accept hire purchase paper of British

source, and if such accepted paper provided a yield higher than available

on U. S. Treasury bills, the inducement to American concerns to invest

in such paper was substantial. The same thing would be true in respect

to guarantees. In the redraft of Regulation M, there was no effective

limitation on that authority.

Governor Robertson suggested that there should be an aggregate

limitation, perhaps 50 per cent of capital and surplus, on the total

amount of guarantees that any bank could issue. (The redraft of Regu-

lation M would permit foreign branches of national banks to guarantee

customers' debts or otherwise agree for their benefit to make payments

Ott the occurrence of readily ascertainable events, but it was provided

that each such guarantee or agreement must be closely related to the

banking business of the branch and should limit its maximum liability

thereunder; and no national bank was to incur such liabilities for any

clIstomer in an amount greater than that by which 10 per cent of its capital

and surplus exceeded the aggregate of "obligations" in respect of which

it was subject to any limitation under section 5200 of the Revised Statutes.

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



6/26/63 -37-

In discussion of Governor Robertson's proposal, Governor Mills

said that he would go along with it, but beyond that he would want to

define broadly the kinds of transactions that would be eligible for

guaranty. After Governor Robertson said that at the least he would

exclude the power to issue performance and surety bonds, Governor Mills

suggested using some of the language from the proposed draft of section

213.4 that had been presented through the firm of Bingham, Dana & Gould,

Boston, Massachusetts, on behalf of the four national banks that were

represented at the conference with the Board on April 9, 1963. According

to this draft a foreign branch would be authorized to execute and deliver

guarantees provided (1) that the bank's obligation thereunder was for

the payment of money only, (2) that the bank's obligation to pay there-

Under was dependent on the happening of an event described in the in-

and. the occurrence of which could readily be ascertained by the

hank itself (3) the customer for whose account the guarantee was issued

Ilas unconditionally bound to reimburse the bank on demand or within a

specified period of time for any payments made by the bank pursuant to

the guarantee, and (4) the bank held an earmarked deposit or other security

satisfactory to it covering its liability as guarantor or, 
if such

liability was not so secured, (5) the aggregate of all guarantees not

so secured that were outstanding at any time for account 
of any one

customer should not exceed 10 per cent of the u
nimpaired capital and

stIrplus of the bank.
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After further discussion, Governor Balderston said he sensed

there was some sentiment developing within the Board to take the language

proposed by the four banks and merge it with an over-all limitation such

as Governor Robertson had suggested.

Governor Shepardson said he would not argue about such an approach.

On the question of the broader approach to Regulation M, he noted that the

Board was dealing with a law implementing a decision of the Congress to

give foreign branches of American banks an opportunity to compete more

effectively with banks in the countries where they operated. Against

that background, it seemed to him that it would be desirable to develop

at the start as broad a regulation as seemed reasonable. Through exam-

inations, the Board could then follow developments to see if abuses

developed, and could build any necessary fences accordingly. His general

aPProach, therefore, was on the liberal side. On the question of the

balance of payments, he was indeed concerned. But he did not think it

the proper approach to try to get at the balance of payments problem

through this type of regulation. He would prefer the use of guarantee

Provisions as they appeared in the redraft of Regulation M, but he was

not inclined to argue too much about details within the framework of the

bl'oad approach that he had outlined.

Other members of the Board indicated that they would be willing

to accept something along the lines of the draft submitted on behalf of

the national banks in combination with the paragraph in the staff redraft
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of Regulation M, and with the addition of an aggregate limitation on

the amount of guarantees. Governor Mills suggested that some examples

of permissible transactions be included, to which Governor Robertson

added that the examples should not be set forth in such manner as to

indicate that they necessarily covered every kind of transaction that

Was eligible for guarantee.

Consideration then turned to section 213.4(b) of the redraft of

Regulation M under which a foreign branch would be empowered to accept

drafts or bills of exchange drawn on it having not more than 12 months'

Sight to run, exclusive of days of grace, which would be treated as

commercial drafts or bills" for the purposes of Regulation C.

Governor Mills said that he thought the draft provisions were

far too liberal. They would, in his opinion, completely contravene the

Principle that bankers' acceptances should essentially be acceptances

representing self-liquidating commercial transactions.

Governor Robertson asked if the proposed provisions were more

liberal than New York statutes applicable to operations of foreign

branches of State-chartered New York banks, and Mr. Goodman said he did

IlcIt think so. Mr. Hexter said that, to be certain, it would be necessary

to look into the New York State law more closely. Governor Robertson

then said that he would favor putting national banks on exactly the

. '6.111e plane as State banks.

Governor Shepardson indicated that he would be agreeable to

the paragraph in the staff redraft, and Governor Mitchell said that he

ravored the principle of treating both classes of banks alike.
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There was was no substantive discussion regarding the remaining

provisions of the redraft of Regulation MI it being indicated that they

were generally acceptable, subject to certain editorial or clarifying

Changes.

Reverting to the subject of guarantees, Governor Mitchell inquired

Whether what was being proposed with regard to Regulation M, in light of

today's discussion, would introduce any substantial inconsistency between

Regulations K and M. Governor Robertson suggested that the elimination

of inconsistency would be something for the staff to work out, and Governor

Balderston noted that the results of the staff work would be available

for Board review before Regulations K and M were finally adopted.

Question then arose with regard to the further procedure to be

followed in respect to Regulations K and M. It was suggested, after

discussion, that clean drafts of both Regulations be prepared on the

basis of today's discussion and that such drafts be transmitted to the

slIPervised institutions, the Federal Reserve Banks, and other interested

Parties for review and for comments and suggestions within a relatively

Short period of time so that the final adoption of the two revised

Regulations would not be delayed unduly. There was general agreement 

With this suggestion as to procedure, and it was understood that the

Ilececsary implementing steps would be tak
en.

All of the members of the staff then withdrew except Messrs.

Sherman, Kenyon, Solomon, Hexter, and Partee.
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Stock market market credit. There had been distributed a memorandum

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

dated June 141 19631 in which it was noted that the rapid rise of stock

market credit in recent months suggested reappraising the 50 per cent

margin requirement that was adopted in July 1962. Since that time the

amount of credit represented by net debit balances carried with New York

Stock Exchange member firms and borrowings for purchasing and carrying

securities at weekly reporting member banks had risen 23 per cent to

$6 billion at the end of April. Preliminary indications were that there

Probably had been a further substantial rise in May, though specific

figures were not yet available. The memorandum discussed several argu-

ments that might be given for and against increasing margin requirements

in the present circumstances, and also included a rather detailed review

cd1 recent developments with respect to stock market credit.

There had been distributed subsequently a memorandum from Mr. Noyes

dated June 181 19631 reporting that end-of-May figures for customers' net

debit balances at New York Stock Exchange member firms showed a further

increase during the month of $208 million. Total customer credit in the

stock market, including bank loans to others than brokers and dealers,

he'll now reached nearly $6.3 billion, one-eighth higher than at the

becember 1961 price peak and 28 per cent higher than the low in July

1962. Stock prices on average had increased about one-third since the

Illarket break in the spring of 1962. Net debit balances had risen slightly

111°1"e than a third over the same period of time.
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At the request of the Board, Mr. Partee reviewed recent stock

market credit developments at some length, his remarks being based

generally on the information contained in the memoranda that had been

distributed.

There followed a general discussion by the Board of reasons

for and against a possible increase in margin requirements in light of

current developments. There was general agreement that no action should

be taken at the present time but that developments should continue to be

followed closely, with consideration of the situation by the Board period-

ically.

All of the members of the staff except Mr. Sherman then withdrew

from the meeting.

Foreign travel. As recommended in a memorandum dated June 25,

1963, from Mr. Furth, Adviser, Division of International Finance, the

Board authorized Robert L. Sammons, Adviser in that Division, to travel

to Paris, France, at Board expense during the approximate period July 13-18,

1963, to attend a meeting of Working Party 2 of the Economic Policy

Committee of the Organization for Economic Cooperation and Development,

to be held July 15-16.

The meeting then adjourned.

Secretary's Notes: Governor Shepardson today

approved on behalf of the Board a letter to

the Federal Reserve Bank of Atlanta (attached

Item No. 4) approving the appointment of

Louis R. Ullenberg as assistant examiner.
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Governor Shepardson authorized on behalf of

the Board on May 29, 1963, Mr. Solomon, Asso-

ciate Adviser in the Division of Research

and Statistics, to travel to Paris, France,

during the period June 15-22, 1963, to attend

a meeting of Working Party 3 of the Economic

Policy Committee of the Organization for

Economic Cooperation and Development and to

visit the Bank of France.

Seci7tary
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At

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,

Pacific State Bank,
Hawthorne, California.

Gentlemen:

Item No. 1
6/26/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

June 26, 1963

The Board of Governors of the Federal

Reserve System approves, under the provisions of

Section 24A of the Federal Reserve Act, an invest-

ment of 25,000 in bank premises by Pacific State

Bank, Hawthorne, California, to purchase land for

parking facilities at the Lennox Branch.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS
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FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

I I i;
Item No. 2
6/26/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 3, 1963.

Mr. H. Prentice Browning, President,
The Indianapolis Clearing House Association,

510 Merchants Bank Building,

Indianapolis 4, Indiana.

Dear Mx. Browning:

The resolution by the Indianapolis Clearing House

Association dated May 21, 1963, petitioning the Board of Governors

°f the Federal Reserve System to give consideration to the estab-

lishment of a branch of the Federal Reserve Bank of Chicago in
Indianapolis, Indiana, which you forwarded to Mr. Scanlon, Presi-

dent of the Federal Reserve Bank of Chicago, has been brought to the

Board's attention.

Experience going back to the organization of the Federal

Reserve System has indicated that any proposed establishment of a

Federal Reserve office is a matter that goes far beyond the interests
of the particular city in which such an office may be located. Within

that concept, however, the Board has taken the position that it will
give consideration to any well-supported request for a new Federal

Reserve branch.

Since the Federal Reserve Bank of Chicago serves the area

in which Indianapolis is located, it would be appropriate for the
.11dianapolis Clearing House Association to arrange discussions with

che Federal Reserve Bank of Chicago for the purpose of defining types

°f information that might be developed to show whether the establi
sh-

!pi,e_nt of an Indianapolis Branch would promote the public interest.

ris might include, (1) information as to what points would have

ie_tter or worse check collection and cash 
services from the new branch

;nail they have from the Federal Reserve office now serving them, and

k2) the views of the banks in the area that would be
 served by the

Proposed Indianapolis Branch as to whether they would favor or
 oppose

`no establishment of such a branch, and why.
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A copy of this reply is being furnished Mr. Scanlon, who

will of course be glad to discuss with you the development of further

information having a bearing on the possible establishment of a

Reserve Bank branch in your City.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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WASI-HNGTON

Mr. James C. Bolton, Chairman,

Rapides Bank & Trust Company,

Alexandria, Louisiana.

Dear Mr. Bolton:

4

Item No. 3
6/26/63

OFFICE OF THE CHAIRMAN

July 1, 1963

Your letter of June 17, 1963, regarding absorption of ex-

change has been read with interest, and copies have been distributed

to all members of the Board and appropriate members of the staff.

Your comprehensive presentation of general considerations regarding

the intent of Congress in prohibiting the payment of interest on

demand deposits, of the various actions taken by the Board from time

to time in applying the statute through its Regulation Q, and of the

means being used by some banks to avoid the effects of the Board's

Regulation is a most helpful document for us to have.

I was particularly interested in your statement that the

Public is, to a large extent, receiving par value for checks drawn

on nonpar banks as an end-result of exchange absorption by other

banks. This is of significance in connection with the desirable

goal of having money instruments worth their face value, although

it does not dispose of the fact that the intent of the statute

Prohibiting payment of interest on demand deposits, as interpreted

by the Board, is being defeated to the extent that banks are ab-

sorbing exchange charges as a means of compensating other banks or

commercial depositors for the use of their balances.

As to your suggestion for a change in Regulation Q that

would permit equal competition among banks in a given area
, I can

Only repeat the comment made when you were here that both the con-

cept embodied in this suggestion and the problem of getting 
accep-

table regulatory language raise serious doubts as to its pract
ica-

bility. However, I have asked our Legal Division to look further

into the possibilities of such a proviso in the Regula
tion. In fact,

the Board has asked the Legal Division and other members
 of the staff

to undertake a comprehensive study of Regulation Q 
at this time with
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a view to considering various matters that h
ave made administration

of this Regulation difficult and time consumi
ng. It will be about

October before this broad study is complet
ed and the Board has had

an opportunity to consider it, but this is inde
ed an appropriate .

time for a thoroughgoing review of the whole subject.

I agree with you that thoughtful discussio
n and study of

this subject, supported by facts of the sort
 you have written about

SO comprehensively, adds to one knowledge, and I appreciate your

having taken the considerable amount of 
time and effort that is

apparent from your letters to give the B
oard the benefit of your

knowledge and views. Since our thoughts on the subject here at 
the

Board seem to be largely in accord with 
those you express (we, of

course, have not reached even a tentativ
e decision as to whether or

how Regulation Q should be amended), I d
on't believe that a special

trip to Washington on your part would add 
to the materials we have

for study at this time. We shall, however, feel free to call upon

You for further information if that may seem hel
pful in the course

of the study undertaken by the Board.

In the meantime, may I say that it is re
assuring to have

a member banker who expresses his regard for the 
Federal Reserve

System as you do and who, at the same time, is 
articulate and

Persistent in urging a change in one of the 
Board's Regulations

When he believes it to be a key factor resultin
g in an inequitable

competitive situation for his and other memb
er banks.

Sincerely yours,

hf.

f , tWm. McC. Martin, Jr.
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FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.
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Item No. 4
6/26/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

June 26, 1963

Mr. J. E. Denmark, Vice President,

Federal Reserve Bank of Atlanta,

Atlanta 3, Georgia.

Dear Mr. Denmark:

In accordance with the request contained 
in your letter

c)If June 20, 1963, the Board approves the appointment of Louis R.t
A lleuberg as an assistant examiner for the Federal Reserve Bank of

4tlanta. Please advise the effective date of the appointment.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,

Assistant Secretary.
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