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A joint meeting of the Board of Governors of the Federal Reserve

System and the Presidents of the Federal Reserve Banks was held in the

Board Room of the Federal Reserve Building in Washington, D. C., on

Tuesday, December 3, 1963, at 2:30 p.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. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank

Operations
Mr. Daniels, Assistant Director, Division of

Bank Operations

Messrs. Ellis, Hayes, Bopp, Hickman, Wayne,

Scanlon, Shuford, Deming, Clay, Irons, and

Swan, Presidents of the Federal Reserve Banks

of Boston, New York, Philadelphia, Cleveland,

Richmond, Chicago, St. Louis, Minneapolis,

Kansas City, Dallas, and San Francisco,

respectively

Mr. Timlen, Assistant Secretary, Conference

of Presidents of the Federal Reserve Banks
Mr. Patterson, First Vice President and General

Counsel, Federal Reserve Bank of Atlanta
Mr. Stone, Vice President, Federal Reserve Bank

of New York

Reserve deficiencies. Chairman Martin called for a discussion

of policy views bearing on how great an effort should be made to avoid

having any Federal Reserve Bank become deficient in its gold reserve

requirements, either against deposits or notes. He noted that at the

Federal Open Market Committee meeting this morning reference had been

made by the Account Manager, Mr. Stone, to a memorandum dated
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November 27, 1963, in which Mr. Stone and Mr. Farrell alerted the

Committee to the fact that the present procedures for reallocating

the System Open Market Account did not insure avoidance of a deficiency

by some Reserve Bank or Banks on dates other than a statement date

(an "intra-weekly" deficiency). The memorandum pointed out that the

problem might well become more acute over the next few weeks. Not only

would the reserve ratio for the Reserve Banks as a group decline as the

seasonal peak in note and deposit liabilities approached but the size

of inter-district money flows, and thus the size of daily swings in

individual Bank ratios, would very likely increase. Three alternatives

were presented: (a) leave the present procedures unchanged; (b) employ,

on days other than statement dates, the "as of" adjustment procedures

now employed for statement dates; or (c) let intra-weekly deficiencies

occur without attempting remedial adjustments. The memorandum indicated

how the present procedures for reallocating the System Account could be

modified to conform with a decision to adopt alternative (b) or alterna-

tive (c).

At Chairman Martin's request, Mr. Stone reviewed the problem

discussed in the memorandum and the alternative procedures outlined

therein, following which he responded to several questions regarding the

alternative procedures, particularly the manner in which alternative

(b) would operate.

Chairman Martin then asked for expressions of opinion around

the table, and President Hayes observed that there were some rather

interesting crosscurrents to be considered. It could be argued that
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the System was heading gradually in the direction of a point where the

25 per cent gold reserve requirement was going to become a distinct

embarrassment. This was likely to be the case, according to the

argument, simply because currency and deposits were going up while

the gold stock was going down. If this was true, then perhaps the

System should gradually let the public become aware of the situation;

in that manner the problem might not be so disturbing. The public

might be made aware of the situation by letting nature take its course

on intra-weekly reserve deficiencies, which presumably would not come

to public notice until the Board's Annual Report for 1963 was pub-

lished. However, one could not evaluate exactly what situation might

prevail at the time the Annual Report was published. Accordingly, he

leaned on balance toward avoiding the problem a little longer in the

hope that the international position of the United States would become

better rather than worse, and that the System might be in a position

to deal more forcefully and forthrightly with the gold reserve require-

ment problem a year from now than at present or in March. Technically,

there were means available of virtually assuring that there would be

no deficiencies for the present. Steps had been taken to prevent

deficiencies on statement dates, and they could be extended to avoid

intra-weekly deficiencies. His inclination would be to take such steps.

If the seasonal peak of note and deposit liabilities could be gotten

over, the problem might be postponed for another year.
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Comments by most of the others around the table were generally

in accord with the views expressed by President Hayes. Accordingly, a

consensus was indicated in favor of alternative (b), as set forth in

the Stone-Farrell memorandum.

President Scanlon, who expressed a different point of view,

said he had come to this meeting with the thought in mind that it would

be preferable to face up to the problem. It was going to have to be

faced up to at some time, and it was simply a matter of judgment as to

whether a postponement of the issue would be better or worse. He could

visualize a situation developing where three or four Reserve Banks

would become deficient at once, with the result being worse than if the

present procedures were maintained and occasional deficiencies occurred.

On balance, therefore, he would favor continuing the present procedures.

Governor Mills indicated that his preference would be to follow

alternative (c); that is, to let intra-weekly deficiencies occur without

attempting remedial adjustments. His reasons were those suggested by

the first part of Mr. Hayes' comments and the comments of Mr. Scanlon.

In concluding the go-around of views, Chairman Martin indicated

that he was attracted to a possibility that had been mentioned by

Governor Mitchell; namely, to adopt alternative (b) for the time being

and to review the whole matter early next year in the light of develop-

ments.

Chairman Martin then asked Mr. Hackley to describe the respective

areas of responsibility of the Board of Governors and the Open Market

Committee. In response, Mr. Hackley pointed out that there were two
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different aspects of the matter. First, there was the requirement

for maintenance of the reserve requirements specified by statute,

second, there was the allocation of the Open Market Account. As to

the first, this was the Board's responsibility. The Reserve Banks

are required by statute to pay a tax on any deficiencies in reserve

requirements, and that tax must be established by the Board. On the

other hand, the selection of reallocation procedures had traditionally

been the responsibility of the Open Market Committee. He saw no incon-

sistency with or any violation of the spirit or letter of the law in

arranging for reallocations in such manner as to avoid reserve

deficiencies.

During the discussion a suggestion was advanced that

reallocations might be made through direct adjustments of securities

in the System Open Market Account rather than by transferring gold

certificates through the Interdistrict Settlement Fund. Mr. Stone

indicated that this possibility would be studied further by the staff.

In a comment on a related matter, President Wayne noted that

it had been agreed at yesterday's meeting of the Presidents' Conference

that the question whether cash placed with a cash agent bank pre-

emergency should be Federal Reserve Bank cash or Federal Reserve Agent's

cash was a matter for determination by the individual Reserve Banks.

The availability of an option to classify such cash as Agent's cash

would be helpful to some Reserve Banks.

It was indicated that this question would be studied by the

Board in light of the Conference action and that the Presidents would

be advised.
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Chairman Martin then stated that from the discussion at this

meeting it was clear that the consensus favored alternative (b), as

described in the Stone-Farrell memorandum, for allocations of the

System Account. This was the consensus, at least, as to how to proceed

immediately, subject to the understanding that the whole subject would

be reviewed again early next year.

At this point the joint meeting of the Board and the Presidents

recessed and this morning's meeting of the Federal Open Market Committee

was reconvened. The Committee adopted, effective December 3, 1963,

revised procedures with respect to allocations of the System Open Market

Account reflecting adoption of alternative (b) in the Stone-Farrell

memorandum. The Committee meeting then adjourned, the meeting of the

Board and Presidents was reconvened, and Messrs. Stone, Hackley, Farrell,

and Daniels withdrew.

There followed informal comments by Chairman Martin pertaining

to the conduct of System affairs in the period following the assassina-

tion of President Kennedy on November 22, 1963.

Branch vice presidents. At the invitation of Chairman Martin,

Governor Shepardson made a statement in which he referred to the concern

felt by members of the Board that an effective program for promcting an

understanding of the System deserved the use not only of the facilities

of the twelve Federal Reserve Bank head offices but also the twenty-

four branches. The branch offices should be used as an avenue of

interpreting System policies and operations and should not be limited

to the conducting of mechanical functions. In the larger geographical
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districts in particular, it would seem that there was a real opportunity

for the branch vice president not only to have charge of internal opera-

tions but also to serve as a representative of the System. Thus the

vice presidents should be men of competence and stature. The experience

of operating a branch, particularly one of the larger branches, also

Should be valuable in the development of top Reserve Bank leadership.

Accordingly, care should be exercised to assure that persons appointed

as vice presidents in charge of branches were not only thoroughly

competent internal operators but also men having the stature that would

enable them to provide high-level representation of the Reserve Bank in

its district. This question, which had been discussed with the Chairmen

of the Federal Reserve Banks several years ago, was one that deserved

continuing attention. Therefore, the Board considered it appropriate

to raise the question again with the Presidents, and perhaps with the

Chairmen also.

Chairman Irons commented that no distinction was made between

the vice presidents of the Dallas Bank, whether assigned to the head

Office or to a branch. Efforts were made to try to keep the branch

vice presidents thoroughly conversant with Reserve Bank policies and

operations. Every other week a full-day meeting was held of the manage-

ment committee of the Bank; this was attended by all branch vice

Presidents as members of the committee. They also attended all Board

of Directors' meetings and were subject to being called into the head

Office for consultation at any time. All vice presidents, whether at

the head office or a branch, therefore participated on a parity in the
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management of the Bank. The branch vice presidency was not used as

a training ground. In a city like Houston, for example, the Branch

Vice President was expected to take the same part in community affairs

as the President of the Bank took in Dallas.

Chairman Martin concluded the discussion of the subject by

confirming Governor Shepardson's comment that the appointment of

qualified men as branch vice presidents was a matter of concern to the

Board. The Board recognized the importance of the branch vice president

as the principal representative of the Federal Reserve in the particular

area served by the branch. It was important that these be men of

appropriate stature.

Window dressing. At the invitation of Chairman Martin, Governor

Robertson made certain comments in which he noted that the House Committee

on Government Operations had issued a report based on a study made by

its Legal and Monetary Affairs Subcommittee in which moral suasion was

urged in an effort to combat the problem of window dressing by banks.

This lent emphasis to the current program under which the Federal Reserve

Bank Presidents had been asked by the Board to discuss the problem with

banks in their respective districts, in cooperation with the Federal

Deposit Insurance Corporation's regional supervising examiners. The

American Bankers Association had indicated that it was anxious to be

of any possible assistance in this effort. The Comptroller of the

Currency, unfortunately, was not participating in the program.

In response to questions, Governor Robertson noted that the

original thought had been to bring together the top-level bank supervisory
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representatives in each district in a cooperative effort. While the

Comptroller had chosen not to participate in the program, the Federal

Deposit Insurance Corporation had expressed willingness to cooperate,

and he felt that full advantage should be taken of this offer. The

situation might vary somewhat from district to district, of course,

and it was intended to leave latitude for each Reserve Bank President

to work out the most effective arrangements in his discretion. While

it was not necessary that the program be completed by the end of this

year, it was thought that the Presidents would want to contact the

larger banks as soon as possible. If this were done, knowledge would

Spread that the program was under way. It was hoped, as a point of

emphasis, that meetings with the commercial banks would be on a top-

level basis insofar as the Federal Reserve was concerned.

There followed comments by a number of the Presidents regarding

the progress of the program in their respective districts, and on the

apparent extent of the window-dressing problem.

Absorption of exchange charul. Chairman Martin observed that

the Board had raised again with the Federal Advisory Council at the

joint meeting of the Board and Council on November 19, 1963, the problem

of absorption of exchange charges. The Board also had been giving

renewed study recently to Regulation Q, Payment of Interest on Deposits,

Particularly as it dealt with the definition of savings deposits. He

simply wanted to mention these developments to the Presidents and say

that if there were any suggestions the Board would be grateful for them.

There would shortly be a new Chairman of the Federal Deposit Insurance
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Corporation, and he had indicated that he would be giving consideration

to the exchange absorption problem after taking office. The problem

was a very real one. There were appearances that it was getting worse

in certain areas rather than better.

President Hayes said he had gotten the impression from President

Murphy of the Advisory Council that most of the Council members saw the

Problem as a serious one that ought to be tackled by the bankers them-

selves. He understood that perhaps the Reserve City Bankers Association

would undertake a renewed effort.

It was recalled, however, that the reserve city bankers had

adopted a resolution about two years ago that they would help to police

the Board's regulation.

There followed comments by several of the Reserve Bank Presidents

concerning the exchange absorption problem in their respective districts.

There appeared to have been several protests against any change in the

Board's position that absorption of exchange constitutes an indirect

Payment of interest on demand deposits, the underlying reason being that

this would place a costly burden upon the larger banks. At the same

time, criticisms also were reported of the prevailing situation on the

grounds of inequity to State member banks in view of the position of

the Federal Deposit Insurance Corporation and the apparent lack of

enforcement interest on the part of the Comptroller of the Currency.

Some of the Presidents stressed that it would be helpful if there was

any 
possibility that the Federal Deposit Insurance Corporation might

change its position on exchange absorption. If the Corporation did not
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change its position, one or two of the Presidents expressed themselves

as feeling that they might be inclined to favor a change in the Board's

Position. Even if the Corporation changed its position, there would,

of course, still be the question of inequity between State and national

banks in the absence of equality of enforcement efforts.

Coin shortage. Chairman Irons noted that it appeared from

discussion at yesterday's meeting of the Presidents' Conference that

the coin shortage was a serious problem at all Reserve Banks, and

critical at some. While there did not appear to be a ready answer,

Other than to accelerate the expansion of Mint facilities, it was

recalled that during World War II industrial concerns were utilized

by the Mint in certain stages of coinage. Some of the Presidents also

believed that reports from member banks as to their holdings of coin

might be useful in the present situation. It was the sense of the

Conference that the existing shortage of coin was a matter of urgent

and major concern that should be discussed by the Board with representa-

tives of the Treasury and the Mint, with emphasis on achieving improve-

ment through the minting of coin by industrial concerns, the

d
iscontinuance of minting foreign coin for the duration of the shortage,

and the initiation of such other measures as would alleviate the existing

situation.

There followed comments by President Hayes and several of the

Other Presidents on the coin situation in their respective districts,

these remarks supporting the position taken by the Conference. There

14as some difference of opinion, however, as to whether much would be
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gained by obtaining reports from member banks on their coin holdings.

Some Presidents felt that this would be helpful in appraising the

situation; others felt that the difficulty was clearly not at the banks,

at least the larger banks.

Question was raised as to what procedure might best be followed

in bringing the matter again to the attention of the Treasury, and the

suggestion was made that each Reserve Bank President write a letter

to the Board discussing the situation in his district. These letters,

or excerpts therefrom, could then be sent to the Treasury with a covering

letter from the Board. There was general agreement with this procedural

suggestion, and it was understood that each of the Presidents would

address a letter to the Board of the kind indicated. It was also under-

stood that one or more of the Reserve Banks intended to obtain reports

on coin holdings from member banks.

Capital debentures. President Hayes noted that the use of

capital notes and debentures by banks apparently was on the verge of

becoming a major development. Banks and underwriters had inquired at

the New York Reserve Bank. It was the Reserve Bank's understanding

that the Board lacked statutory authority to disapprove the use of

capital debentures and that no Board policy position on the use of

capital debentures had been publicly stated, although individuals

within the System may have expressed personal opinions. President

Hayes did not see any strong objection in principle to the use of

capital debentures as long as they were kept within reasonable propor-

tions, recognizing that there could be varying ideas of reasonableness.
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Part of the problem, of course, lay in the fact that the Comptroller

of the Currency had recently expressed the opinion that there would

be no objection to this kind of financing on the part of national banks.

Some of the other Reserve Bank Presidents indicated that their

understanding of the situation was similar to that stated by President

Hayes.

Members of the Board referred to views that had been expressed

by the Board in recent correspondence with a State member bank in

California regarding the bank's proposal to increase its capital

structure, which plan included the sale of debentures. While the

Board's letter was written with particular reference to the situation

of the bank concerned, it was thought that the flavor of some of the

more general comments therein would be of interest. It was noted in

the letter, among other things, that over the years the Board had

adhered consistently to the view that debentures were not as desirable

a means of capital expansion as common stock. Accordingly, it was

indicated that copies of the letter would be sent to all of the Reserve

Bank Presidents for their information.

The meeting then adjourned.


