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Minutes for January 7, 1965. 

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the
Board of Governors of the Federal Reserve System on
the above date.

It is not proposed to include a statement
with respect to any of the entries in this set of
minutes in the record of policy actions required to
be maintained pursuant to section 10 of the Federal
Reserve Act.

Should you have any question with regard to
the minutes, it will be appreciated if you will advise
the Secretary's Office. Otherwise, please initial
below. If you were present at the meeting, your
initials will indicate approval of the minutes. If
you were not present, your initials will indicate
only that you have seen the minutes.

Chm. Martin

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

Gov. Mitchell

Gov. Daane
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Minutes of the Board of Governors of the Federal Reserve

System on Thursday, January 7, 1965. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mt. Mills
Mr. Robertson
Mr. Shepardson

Mt. Mitchell
Mr. Daane 1/

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary

Mr. Young, Adviser to the Board and Director,

Division of International Finance

Mr. Noyes, Adviser to the Board

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Brill, Director, Division of Research and

Statistics
Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of Examinations

Mx. Kakalec, Controller

Mr. Shay, Assistant General Counsel

Mr. Leavitt, Assistant Director, Division of

Examinations

Mr. Bass, Assistant Comptroller

Miss Hart, Senior Attorney, Legal Division

Mr. Via, Senior Attorney, Legal Division

Mr. Egertson, Supervisory Review Examiner,

Division of Examinations

Mr. Sanford, Review Examiner, Division of

Examinations
Mr. White, Review Examiner, Division of

Examinations

Discount rates. The establishment without change by the

Federal Reserve Bank of Kansas City on January 6, 1965, of the rates

O n discounts and advances in its existing schedule was approved

Joined meeting at point indicated in minutes.
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unanimously, with the understanding that appropriate advice would

be sent to the Bank.

Distributed memoranda. Recommendations contained in the

following memoranda, copies of which are attached hereto under the

respective item numbers indicated, were approved unanimously:

Item No.

Memorandum from Mr. Bass dated January 6, 1965, 1

recommending that an assessment at a certain rate

be levied upon the Federal Reserve Banks to cover

estimated expenses of the Board for the first half
of 1965.

Memorandum from Mr. Solcmon dated January 5, 1965, 2

regarding a proposed conference of System trust
examiners to be held at the Federal Reserve Bank
Of New York in February 1965.

Memorandum from Mr. Young dated January 5, 1965, 3
regarding proposed foreign travel by Mr. Brill.

In connection with Item No. 3 the Board authorized Governor

Shepardson to approve, on behalf of the Board, requests by Mr. Brill

and members of the staff that he might desire to accompany him to

undertake foreign travel incident to attendance at meetings relating

to the assignment referred to in Mr. Young's memorandum.

Messrs. O'Connell, Assistant General Counsel, and Solomon,

Adviser, Division of Research and Statistics, joined the meeting at

this point and Messrs. Kakalec and Bass withdrew.

Question relating to possible bank merger. Mr. Solomon (Divi-

sion of Examinations) reported that in a telephone conversation yesterday
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evening President Swan and Vice President Galvin of the Federa
l

Reserve Bank of San Francisco brought to his attention a question

that had arisen in connection with a possible merger between 
Central

Valley National Bank, Oakland, California, and San Francisco Nati
onal

Bank, San Francisco. Such a merger was being supported by the Regional

Comptroller of the Currency because of difficulties at San Franci
sco

National Bank concerning which Mr. Solomon had previously briefed

the Board. The Oakland bank had expressed interest in knowing whether,

if the merger were consummated, the resulting bank would be granted

status as a nonreserve city bank for reserve requirement purposes.

Mr. Solomon noted that some figures relevant to considerati
on

by the Board on this point were contained in a telegram sent to the

Board by Mr. Swan after the telephone conversation last night. This

telegram had not yet been received at the Board offices. As of October 1,

1964, however, the Oakland bank had total deposits of some $157 m
illion,

with demand deposits of $64 million. Its interbank deposits amounted

to about $1.1 million, of which about $900,000 was due to foreign b
anks.

San Francisco National Bank had total deposits at year end of 
around

$40 million, but demand deposits of only about $7.5 million. 
It was

the San Francisco Reserve Bank's recommendation that the Board 
indicate

a willingness to grant an application from the lesulting bank for status

as a nonreserve city bank if the merger under consideration shoul
d be

consummated.
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At this this point Governor Daane joined the meeting.

Mr. Farrell noted that another national bank in San Francisco

With net demand deposits of around $67 million did not enjoy the

privilege of maintaining reduced reserves. The largest bank in San

Francisco having this privilege had net demand deposits of about $13

million.

As the discussion proceeded, Board members noted that a

decision to allow the resulting bank to maintain reduced reserves

might tend to create certain problems not only in terms of the other

San Francisco member bank mentioned by Mr. Farrell but also in terms

Of comparison with situations elsewhere around the country involving

member banks with head offices outside reserve cities but branch

Offices in reserve cities. At the same time the urgent reasons for

seeking a merger of San Francisco National Bank with some other insti-

tution were recognized.

This suggested the advisability of giving some indication that

the resulting bank would be granted permission to maintain reduced

reserves for a temporary period until necessary adjustments could be

made. There was a disposition to feel, howeve; that the situation

Would warrant a specific review at the end of a certain period of time,

saY one year, in order to determine whether further continuation of

the resulting Institution in nonreserve city bank status was justified.

It was pointed out that in each case where an application to maintain

reduced reserves was granted the Board's letter stated that the
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permission granted was subject to revocation by the Board in the

light of changed circumstances. The thought was expressed, how-

ever, that the usual language might not in this case put the result-

ing bank sufficiently on notice that its situation was specifically

to be reviewed after a certain period. A comment was made in this

connection that if within the next year the Board should move to a

System of graduated reserve requirements, such action should help to

resolve problems of the kind presented by the question now before the

Board.

After further discussion the suggestion was made that advice

be given informally to the Reserve Bank that if an application for

reduced reserves should be filed by the resulting bank incident to

consummation of the possible merger, the Board would be prepared to

grant such application, with the clear understanding, however, that

the bank's status would be reviewed at the end of a year.

Messrs. Noyes and Farrell then withdrew from the meeting.

Matter involving Southgate Bank (Item No. 4). Mr. O'Connell

reported on a wire received yesterday from Mr. Hodge, Vice President

and General Counsel of the Federal Reserve Bank of Chicago, relating

to an incident that had risen in connection with the desire of South-

gate Bank, Southgate, Michigan, to move its main office from Wayne

County to Macomb County. This application had been denied by the

Banking Commissioner of Michigan, Mr. Slay, and suit had been brought
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against the Commissioner by the member bank to compel him to grant the

request. In connection with the court proceeding, the Commissioner

was asked concerning the basis on which he had denied the request, and

he reportedly cited, among other things, certain information contained

in work papers prepared by a Federal Reserve Bank examiner following

a special loan investigation of the bank. The member bank had then

filed a motion to force the production of such papers by the Commis-

sioner.

Mr. O'Connell recommended that a reply be scnt to Mr. Hodge and

to Mr. Lamphere, Assistant General Counsel stationed at the Detroit

Branch, telling them to instruct Mr. Slay to oppose the motion to

produce but authorizing him to produce the papers, under certain

conditions, if the motion should be sustained. Mr. O'Connell then

read a proposed telegram reflecting this recommendation.

After discussion the proposed telegram was approved unanimously.

A copy is attached as Item No. 4.

Report by Mr. Solomon. Mr. Solomon (Research and Statistics)

reported to the Board on the progress of work being done by the so-

called Study Group on the Creation of Reserve Assets, which group had

been appointed to make such a study and report to the Deputies of the

Group of 10. The representatives of the United States on the study

group were Mr. Solomon and Mr. Willis of the Treasury.
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There followed questions by members of the Board, to which

Mr. Solomon responded, on various aspects of proposals that had been

under consideration by the study group.

For Mr. Solomon's report, Mr. Koch of the Division of Research

and Statistics, Messrs. Hersey, Sammons, Katz, Reynolds, and Wood of

the Division of International Financ and Mr. Furth, Consultant, joined

the meeting. At the conclusion thereof they withdrew from the meeting

along with Mr. Solomon and Messrs. Young, Fauver, and Brill.

Application of Security-Peoples Trust Company. Pursuant to

the understanding at yesterday's Board meeting there had been distributed

under that date a further memorandum from the Division of Examinations

regarding the proposed merger of Security-Peoples Trust Company, Erie,

Pennsylvania, and The Girard Battles National Bank, Girard, Pennsylvania.

The first part of the memorandum dealt with loan classifications found

in the 1963 and 1964 reports of examination of Security-Peoples Trust

Company, along with loans charged off in those years. The second part

Of the memorandum dealt with appraisal of the management of Security-

Peoples, principally on the basis of further discussion with Vice

President Huning of the Federal Reserve Bank of Cleveland. Mr Huning

had again expressed the opinion that Mr. S. E. Nichols, Chairman of

the Board of Security-People;no longer dominated bank policy and that

the present management would run the bank more conservatively, yet in

such a way as to serve the reasonable needs of the community.
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In comments supplementing the additional memorandum Mx.

Leavitt observed that views expressed at yesterday's meeting had

Indicated that if the merger application were denied the principal

basis would be the condition and management of Security-Peoples. The

Reserve Bank, he said, felt that additional heavy losses were not

likely after current loan problems had been worked out. He pointed

out that the bank had never been classified as a problem bank. In

Spite of loan losses, the bank had paid reasonable dividends regularly,

With sizable additions to capital accounts each year from retained earn-

ings. In the original presentation to the Board concerning the proposed

merger, the bank's asset condition had been characterized as something

less than satisfactory; this reflected the bank rating system currently

in use, under which banks with classified assets of more than 20 per

cent but less than 40 per cent of capital accounts were so rated.

Many good banks making loans with more than the normal element of

risk were found in this category.

As to management, on the basis of the 1963 examination report

Mr. Leavitt felt that management would have been regarded as satis-

factory. If the current application were submitted a year from now,

It would be possible to judge present management on its performance,

but in Mr. Huning's judgment management might well be accorded a rating

Of satisfactory at such time. In a sense, therefore, the application

had been submitted at what might be regarded as the worst possible
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time from the bank's rating standpoint. In any event a subjective

judgment was necessary in a situation of this kind, and it was neces-

sary to place a good deal of reliance on the judgment of the Federal

Reserve Bank concerned. Mr. Leavitt felt that it would be rather

harsh to base a denial of the application on an adverse judgment

concerning the present management of Security-Peoples, which at this

Point was more or less untried. He said the Division of Examinations

continued to recommend that the application be approved.

Governor Mitchell said that he would now favor approval of

the application, the additional memorandum and Mr. Leavitt's statement

having satisfied his earlier questions. Governor Daane indicated that

he felt much the same way as Governor Mitchell

Governor Shepardson said that in his view the economics of

this situation argued for approval. He doubted whether the Board

could sit in Washington and judge the management of a bank more

competently than officers of the Reserve Bank concerned. The record,

as presented yesterday, did not look favorable to the management situ-

ation, but on the basis of the further investigation the Division had

made he concluded the situation was reasonably satisfactory. Further-

more,despite such reservations as might be held concerning management,

the record showed that the bank had made sufficient earnings to cover

its losses satisfactorily. He was inclined to go along with the recom-

mendation of the Division of Examinations.
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Chairman Martin said that he would now be willing to vote for

approval, though somewhat reluctantly, in view of the supplemental

presentation that had been made today. On the basis of yesterday's

Presentation, he would have found it difficult to be enthusiastic

about the merger.

After further discussion the merger application was approved,

Governor Robertson dissenting, with the understanding that an order

and supporting statement would be drafted for the Board's consider-

ation and that a dissenting statement by Governor Robertson also

would be drafted.

Messrs. Molony, O'Connell, and White withdrew from the meeting

at this point, as did Miss Hart.

Application of Farmers' Loan and Trust Company. A memorandum

from the Division of Examinations dated December 30, 1964, and supporting

Papers had been distributed relative to the application of The Farmers'

Loan and Trust Company, Columbia City, Indiana, for permission to merge

With Mayer State Bank, South Whitley, Indiana. The recommendation of

the Division was favorable.

Following comments by Mr. Egertson in supplementation of

the distributed material, Governor Mills stated that he would favor

approval of the application. He did not feel that the merger would

result in an averconcentration of banking resources, and the resulting

bank would be in a better position to serve the needs of the area.
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Although the record indicated that the resulting bank might lack some-

thing in aggressiveness, there were other banking facilities available

in the area in sufficient number to offset any such deficiency.

Other members of the Board indicated that they also would be

favorable to approval of the application.

Thereupon the application was approved unanimously, with the

understanding that an order and statement would be drafted for the

Board's consideration.

All members of the staff except Messrs. Sherman and Kenyon

then withdrew from the meeting.

Salary of Mr. Vergari (Item No. 5). The Board approved pay-

ment of salary to James V. Vergari, Vice President and Cashier of the

Federal Reserve Bank of Philadelphia, at the rate of $27,500 per annum

for the period January 1 through December 31, 1965. According to a

letter from Chairman Hoadley dated January 5, 1965, this salary rate

had been approved by the Board of Directors subject to approval by

the Board of Governors. Governor Robertson dissented from the Board's

action because he did not think it appropriate for the salary of a

lower-ranking officer to be fixed at the same level as that of the

First Vice President of the Bank.

A copy of the letter sent to the Federal Reserve Bank of

Philadelphia pursuant to this action is attached as Item NO. 5.

The meeting then adjourned.
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Secretary's Note: Governor Shepardson today

approved on behalf of the Board a memorandum

from the Division of International Finance

recommending that Lois Orr, Secretary in that

Division, be granted leave without pay for

the period December 20-31, 1964.

Secret
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Date

Item No. 1
1/7/65

January 6, 1965.

Subject:  Assesment for six months 

beginning January 1, 1965.

Approximately $4,192,900 additional cash is needed for the esti-

mated expenses of the Board for the first half of 1965, as shown below.

Recommendation

It is recommended that an assesment of four hundred thousandths

of one per cent (.00400) of the total paid-in capital and, surplus of

$1,047,785,800 of the Federal Reserve Banks as of December 31, 1964, be

levied upon the Banks. (The rate for the previous six months was .00314).

Comments

The foregoing assessment will produce $4,191,100.

Computation of the amount of cash needea is reflected in the
following tabulation:

,Budget for 1965 $8)864,494.

One-half of above, representing
expenses for first half of year $4,434,747.

Less: estimated available cash 241,836.

AMOUNT TO BE RAISED BY ASSESSMENT! $4,192,911.
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TO:

Item No. 2

Board of Governors DATE: January 5, 1965 1/7/65

'ROM: Frederic Solomon SUBJECT: Triennial Conference of

System Trust Examiners

At the February 1959 Conference of System Trust 
Examiners it was

concluded these conferences had proved of such v
alue as to justify recommending

to the Board that they be continued on a triennial ba
sis. A conference was held

in 1962. These conferences have been on Thursday and 
Friday following the

Mid-Winter Trust Conference of the Trust Division
, American Bankers Association,

which is held in New York in early February of each year.

If triennial meetings are to be held, a System 
Conference would be

held in 1965. There would be an additional advantage in holdin
g a conference

this year, for not only could trust developments
 during the three-year period

since the last conference be considered, but also a dis
cussion of the new trust

examination report would probably be of definite value.

The proposed conference for 1965 would be held 
at the Federal Reserve

Bank of New York on February 11 or on both February 11 and 
12 if there was

need for the longer period. Since trust examiners from most of the Reserve

Banks attend the Mid-Winter Trust Conference, a System
 Conference at this time

and place imposes the least burden on time and e
xpenses for attendance.

If the Board approves the holding of this c
onference, the staff will

contact the Reserve Banks with respect to att
endance of appropriate personnel

and development of a suitable agenda.

There is attached a draft letter to the Presidents of all Fed
eral

Reserve Banks informing them of the proposed conferen
ce.

Attachment,
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Prom:

Subject:

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Board of Governors

Ralph A. Young

Foreign Travel: Daniel H. Brill

January 5, 1965

Item No. 3
1/7/65

This is to recommend that Mk. Brill be authorized to par-
rioipate in meetings of the Invisibles Committee of the OECD. A
special subgroup of this committee is being formed to consider methods
for improving the functioning of European capital markets in the hope,
O n the part of the U.S. Government, that such improvement would reduce
the pressure on our balance of payments of foreign borrowing in U.S.

financial markets. It would be the function of the special subgroup
to develop and push forward specific recommendations to increase the
availability of domestic savings to finance investment in member
countries of the OECD.

In this connection, the Treasury is particularly anxious to
send U.S. representatives who have extensive knowledge of the structure
snd functioning of U.S. capital markets, particularly of the means by
"Itch private intermediaries are encouraged to channel savings into
givestment. The Treasury has recommended that Mr. Brill head the U.S.
aroup and be accompanied by Mr. Lawrence Banyas, Associate Director of
the Office of Debt Analysis of the Treasury Department.

The first meeting of the gcoup is tentotively scheduled
or raid-February in Paris. It is envisaged that subsequent meetings
will be held as part of a continuing work program on methods for im-
Proving foreign capital markets.

Permission is requested to authorize Mr. Brill to attend
these meetings as the U.S. delegate. It is also proposed that on his
rdeturn trip, Mk. Brill spend one or two days at the Bank of Eagland

eiscuesing with research officials there some aspects of the current
"nomic situation and some recent developments in their research
Program.



TELEGRAM Item No. 4
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

Hodge - Chicago
Lamphere - Detroit

LEASED WIRE SERVICE

January 7, 1965.

Re Hodge telegram of January 6 requesting Board instruction

regarding motion pendlIng in case of Southgate Bank v. Slay, Michigan

Commissioner of Banking, to compel production by Slay of material

representing work papers prepared by Examiner Lynch of your Bank

following loan investigation at Southgate Bank.

It is understood that production is demanded for purposes

of studying and copying information coatained in work papers for

possible use in trial of suit brought by Southgate Bank to compel

Slay to apOtove change in location of Southgate Bank's main office

from Wayne County to City of Warren, Macomb County, Michigan.

Inasmuch as loan investigation report was prepared in the ordinary

course of your Bank's supervisory function as a follow-up to most

recent examination of Southgate Bank, Board considers said work

papers and loan investigation report prepared therefrom to be un-

published information of the Board as defined in section 261.2 of

Board's Rules Regarding Information, Submittals, and Requests. You

are instructed to request Slay to oppose pending motion to produce

and to cite as authority section 261.2(c) of the aforementioned Rules,

under which subject material in his possession remains the property

of the Board, and section 261.5(a) and (b) of said Rules which

establishes procedural steps to be taken in opposing production of
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material demanded. In the event Court sustains plaintiff's motion

to produce subject material over objection by Slay, Board authorizes

production of work papers under following circumstances: work papers

to be studied by plaintiffs representatives in Commissioner's office

or other place designated by him and in the presence of Commissioner's

representative and representative of your Bank. Suggest for this

Purpose that Counsel Lamphere of Detroit Branch be present at such

time as any studying and copying of work papers is undertaken by

Plaintiff pursuant to order of Court.

It is further suggested, that Counsel Lamphere be present

at hearing on pending motion set for Friday, January 8, to present,

if requested or if necessary, Board's reasons for concurring in Slay's

opposition to disclosure. Board's reasons are those set forth in

section 261.2(e)(1)-(5) of aforementioned Rules.
(Sic;ned) Merritt Sherman
Sherman



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. Walter E. Hoadley, Chairman,

Federal Reserve Bank of Philadelphia,

Philadelphia, Pennsylvania 19101.

Dear Walter:

Item No. 5
1/7/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 7, 1965.

With reference to your letter of January 5, 1965,

the Board approves payment of salary to Vice President Vergari

at the annual rate of $27,500, effective January 1, 1965. This

is in accordance with the request contained in your letter of

the 5th.

Very truly yours,

(Signed) Merritt

Merritt Sherman,
Secretary.


