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Minutes of the Board of Governors of the Federal Reserve

System on Monday, March 15, 1965. The Board met in the Board Room

at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Robertson
Mr. Shepardson
Mr. Mitchell
Mr. Daane
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Mr.
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Mr.

Mr.

Mr.
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Mr.
Mr.
Mr.

Mr.

Mr.

Mr.

Mr.

Mr.

Farrell, Director,
Operations
Solomon, Director,
Examinations
Johnson, Director,
Administration
Kakalec, Controller
Schwartz, Director,
Processing
Hexter, Assistant General Counsel
O'Connell, Assistant General Counsel

Koch, Associate Director, Division of
Research and Statistics
Daniels, Assistant Director, Division
of Bank Operations
Leavitt, Assistant Director, Division
of Examinations
Smith, Assistant Director, Division of
Examinations
Thompson, Assistant Director, Division
of Examinations
Langham, Assistant Director, Division of

Data Processing

Mrs. Semia, Technical Assistant, Office of
the Secretary

Mr. Sanders, Attorney, Legal Division
Mr. Egertson, Supervisory Review Examiner,

Division of Examinations
Messrs. Lyon and Rumbarger, Review Examiners,

Division of Examinations

Mr. Veenstra, Chief, Financial Statistics Section,
Division of Data Processing

Sherman, Secretary
Noyes, Adviser to the Board
Cardon, Legislative Counsel
Fauver, Assistant to the Board
Hackley, General Counsel

Division of Bank

Division of

Division of Personnel

Division of Data
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Circulated or distributed items. The following items, copies

of which are attached to these minutes under the respective item

numbers indicated, were approved unanimously:

Item No.

Letter to the Presidents of all Federal Reserve 1
Banks stating that Reserve Banks may, if they wish,
discontinue transfer of coin in the one cent denomination
from Mint-sealed bags to Reserve Bank bags.

Letter to the Chairman of the Legal and Monetary Affairs 2
Subcommittee of the House Committee on Government Opera-
tions regarding the status of plans for eliminating sort
of unfit Federal Reserve notes by Bank of issue and for
local destruction of unfit Federal Reserve notes.

Letter to the Under Secretary of the Treasury for Monetary 3
Affairs regarding the possibility of a conference to be
attended by representatives of the Treasury Department,
the Bureau of the Mint, the Board, and the Federal Reserve
Banks to discuss development of better measures of future
coin needs.

The draft of Item No. 3 had called for attendance at the

Proposed conference by one or more representatives from each Federal

Reserve Bank. During discussion the view was expressed that such

Reserve Bank representation would result in a body so large as to be

unwieldy. Accordingly, the letter in the form transmitted was in

terms that contemplated more limited Reserve Bank representation, with

the 
thought that the views of the Treasury would be taken into account

before a committee was organized.

Large denomination Federal Reserve notes (Item No. 4). There

had been distributed a memorandum from Mr. Farrell dated March 11, 1965,
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regarding a question raised by President Scanlon of the Federal Reserve

Bank of Chicago as to the continued availability of Federal Reserve notes

in denominations of $500 and $1,000. No new Federal Reserve notes above

the $100 denomination had been printed since 1945. In 1964 the Treasury

Department asked that the Reserve Banks discontinue the issuance of notes

above the $100 denomination, but subsequently the Treasury indicated that

it wished to study the matter further before such a policy was put into

effect. The Chicago Reserve Bank had about exhausted its supply of $500

Rotes, and to meet a continued demand had had to buy $2,700,000 of them

from the New York Reserve Bank. President Scanlon advocated that the

$500 and $1,000 notes continue to be made available (presumably with

resumption of printing of such denominations); or, alternatively, that

any decision to discontinue issuance of such notes be on a System basis

rather than by run-off at the various Reserve Banks. Under the run-off

Procedure some Reserve Banks would become unable to fill customer re-

quests while other Banks still could do so, and he believed that criti-

cism of the System would result.

Mr. Farrell's memorandum noted that a decision to resume print-

9)00 and $1,000 notes of individual Reserve Banks would be at vari-

ance with the decision of the Board in 1945 to discontinue further print-

of notes above $100; the authorization by the Board in 1959 of de-

struction of all notes of $500 and over then held in Washington; the

equest by the Treasury in 1964 (later rescinded) that issuance of currency
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in denominations higher than $100 be discontinued; and recent expres-

sions by members of the Board in favor of a single issue of Federal

Reserve notes. The memorandum included a table indicating that Reserve

Bank supplies of the $500 and $1,000 notes were uneven, some Banks hav-

ing only a few notes while the New York and Boston Banks had relatively

large stocks. The history of the use of the larger denomination notes

was outlined, including the arising of suspicion that large denomination

notes were used for tax evasion and black market activities, along with

views that had been expressed that, if issuance of such notes were dis-

continued, the possibility of public uncertainties should be allayed by

assurances that notes outstanding were not being called for redemption.

The memorandum concluded with a proposal that the Board consider address-

ing a letter to the Secretary of the Treasury reviewing recent develop-

ments and suggesting that the Board and the Treasury jointly announce

that issuance of Federal Reserve notes in denominations above $100 would

be discontinued, although such notes now outstanding would be allowed to

remain in circulation until turned in to a Reserve Bank in the normal

course of business. The change in practice would be explained in terms

°f lack of justification of the expense of new printing to replenish

stocks of higher denomination notes that were becoming exhausted. A

draft of letter in such terms was attached to the memorandum.

After summary comments by Mr. Farrell, the discussion turned

Principally to the question of reviewing any indications that might be

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



3/15/65 -5-

available regarding the degree to which large denomination notes were

used for hoarding, tax evasion, or similar purposes. Views were ex-

pressed that since it appeared that possible illegitimate uses of large

denomination notes were the more persuasive reason for discontinuing

issuance rather than the cost of new printing, it might be well to call

in outstanding notes as well as to discontinue issuing new ones.

There was unanimous agreement with a suggestion that action on

the question raised by President Scanlon be tabled pending an inquiry

of the Presidents of the Federal Reserve Banks as to any information

they might have bearing upon the use of large denomination notes and as

to 
their views regarding calling in outstanding notes of high denomina-

tion for redemption as well as discontinuing issuance of new notes. A

copY of the letter sent to the Presidents is attached as Item No. 4.

During the preceding discussion the following entered the room:

Mr. Young, Adviser to the Board and Director,

Division of International Finance

Mr. Holland, Associate Director, Division of

Research and Statistics

Mr. Partee, Adviser, Division of Research and

Statistics

Administrative Procedure Act requirements (Item No. 5). There

had been

Division

distributed a memorandum dated March 11, 1965, from the Legal

submitting for the Board's consideration

4 letter of February 12

a draft of reply to

, 1965, from Chairman Moss of the Foreign Opera-

tiun
s and Government Information Subcommittee of the House Committee

G°vernment Operations. Chairman Moss's letter presented a series of

on
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questions relating to compliance with the public information require-

ments of the Administrative Procedure Act (section 3).

After comments by Mr. O'Connell, the reply was approved unani-

mously. A copy is attached as Item No. 5. The letter from Chairman

Moss had requested that the staff of the Subcommittee be informed of

the name of the person on the Board's staff who would serve as liaison

in the event that, after receiving the Board's reply, the Subcommittee

Wished further information. It was understood that the Subcommittee

would be informed by telephone that Mr. O'Connell had been so designated.

Mr. Johnson then withdrew from the meeting.

Certificates of deposit (Item No. 6). There had been distributed

a draft of reply to a letter of February 23, 1965, in which Chairman

E'ascell of the Legal and Monetary Affairs Subcommittee of the House

Committee on Government Operations raised certain questions about the

increased use of certificates of deposit by banks.

Discussion of the draft turned principally on the language that

should be used to describe the potentiality of banking problems arising

ftom excessive or unsound use of certificates of deposit. The tenor of

c°mments indicated a feeling on the part of several members of the Board

that the draft letter leaned too much toward minimizing the possibility

Of trouble. It was pointed out that much of the material in the letter

had already been made available to the Chairman of the Permanent Subcom-

mittee on Investigations of the Senate Committee on Government Operations,
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and it was expected that the material would also provide much of the

basis for Chairman Martin's statement before that Subcommittee tomor-

row. It was observed that it was proper to convey assurance that the

Board, being aware that the spread of certificates of deposit might

Provide fertile ground for unsound practices, was exercising diligence

to the best of its ability to keep abreast of developments. On the

Other hand, it would seem desirable also to recognize that one of the

Primary means of keeping informed of the practices of individual banks

was through examinations, which were normally conducted only once a year,

thus admitting the possibility that interim changes in management or

Policy might engender trouble. The staff pointed out that the member

bank call reports, with computer screening to disclose changes in deposit

structure that might be significant, provided another warning device --

and one that was available at more frequent intervals than examinations.

Another source of information was the reports of changes in control of

bank management required under legislation enacted in 1964. Various

suggestions were offered for changes in the language of the draft that

would meet the points mentioned.

Unanimous approval then was given to the letter to Chairman

l'ascell, with the understanding that it would be revised to include ele-

illetits of the views expressed during the foregoing discussion. A copy

Of the letter in the form transmitted to Chairman Fascell is attached

as 1-
J-tem No 6
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Cincinnati Branch building. In a letter of February 25, 1965,

to the Federal Reserve Bank of Cleveland the Board expressed the view

that the site contemplated for a new building for the Cincinnati Branch,

comprising about 58,000 square feet in the Cincinnati Core Redevelop-

ment Area, would be inadequate. In pursuance of suggestions made by

the Board concerning the possible acquisition of certain properties in

addition to the site originally proposed, the Reserve Bank had provided

information in telephone conversations with Mr. Farrell regarding cir-

cumstances under which the Bank might be able to acquire specified prop-

erties on Walnut Street and on Fifth Street adjacent to the primary site.

These circumstances were the subject of preliminary discussion by the

Board on March 12, 1965, and were described in a distributed memorandum

ftom Mr. Farrell dated March 11.

At today's meeting Mr. Farrell reported further on conversations

With the management of the Cleveland Bank. The Walnut Street property

in question was in two parcels, one of which, constituting 5,000 square

feet at the corner of Walnut and Fourth Streets, was now included in the

redevelopment plans, which had not been the case originally. The City

contemplated offering the property to a building and loan association,

but the alternative had been suggested of allowing the Reserve Bank to

Purchase the property if it would agree to have constructed on it a

building to be leased to a restaurant, the lease to terminate within 10

to 15 years at the Bank's option. It had developed from the March 12
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discussion that the Board members present were disinclined to allow such

a commitment for temporary use of the land, and Mr. Farrell had so indi-

cated to the Cleveland Bank. The other parcel of Walnut Street property,

containing about 15,000 square feet, was occupied by the Mercantile

Library Building, which was not included in the redevelopment project.

The price being asked for the property was $2.3 million. Chairman Hall

considered that $1 million or $1.5 million would be a more realistic

Price, and suggested that the property be appraised. The fee that had

been mentioned for an appraisal was $25,000, but Mr. Farrell felt that

this was too high.

Mr. Farrell's report to the Board at today's meeting included

comments on appraisal fees for other System properties, the effect of

acquis on of the Mercantile Library property upon the over-all cost

Of the land being considered for a Branch site, the probable expense of

ecking existing structures and the effect of that expense on over-all

land cost, and open space being planned by the City in the Core Renewal

PrOgram.
In reply to an inquiry by a member of the Board, he indicated

that greater problems would appear to be involved in acquisition of the

ProParty on Fifth Street that had been mentioned as a possible extension

Of the Branch site. The indications were that it was available for

Purchase by the Reserve Bank only upon agreement to erect on it build-

to be occupied by small stores.

At the conclusion of the discussion a general view was expressed

age.

'...4-nst any commitment for temporary use of property to be acquired,
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especially in terms of erecting buildings for lease, and in favor of

arranging for an appraisal of the Mercantile Library property for a fee

in the neighborhood of $10,000.

Mr. Daniels then withdrew from the meeting and Mr. Kenyon,

Assistant Secretary, entered the room.

Call report forms (Item No. 7). There had been distributed a

memorandum dated March 10, 1965, from the Division of Data Processing

attaching a draft letter to transmit to the Federal Reserve Banks the

forms proposed for use in the spring call upon State member banks for

condition reports. The proposed form, which the Federal Deposit Insur-

ance Corporation also intended to use, was in the abbreviated style used

at Spring and fall call dates since the fall of 1963. It appeared prob-

able that the Comptroller of the Currency would continue to use the short

fbtm of report used for national banks at recent call dates. Although

the national bank form thus was likely to be incompatible with those for

State member banks and nonmember insured banks, no reconciliation slip-

sheet was being proposed for the spring call because the value of the

data did not appear to be worth the effort needed to achieve compatibility.

The memorandum noted that efforts to renew negotiations on the

unif°rm condition report form and procedure proposed in the Board's letter

of December 11, 1964 to other bank supervisory authorities had thus far

been
unsuccessful. Representatives of the Federal Deposit Insurance

Co,
'Poration had expressed reluctance to discuss the matter with the State
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bank supervisors at this time, although the door had been left open for

discussions after the end of March that possibly could lead to agreement

in time for the June call. The response of the Comptroller of the Cur-

rency to the Board's letter had stated that his staff would study the

Proposals and advise the Board when the study was completed.

Mr. Holland commented that after the March 10 memorandum was

distributed there had been indications that the Federal Deposit Insur-

ance Corporation might propose the use of a slipsheet that would elicit

from banks information on certificates of deposit, probably including

some size breakdown. The Board's staff would be inclined to support

this. Also, individual State bank supervisors had made informal in-

quiries as to the possibility of agreement being reached on a uniform

report, and the meeting of officers of the National Association of

Supervisors of State Banks in Washington later this month might present

an oPportunity to advance this cause.

The ensuing discussion indicated an interest on the part of

the members of the Board in reviewing the terms of the proposed uniform

report and procedure, and in the possibility of informal discussion with

the State bank supervisors, and it was understood that copies of the

80ard's letter of December 11, 1964, with its enclosures, would be re-

dis
tributed.

The letter transmitting to the Federal Reserve Banks the forms

to be used for the spring call was then approved unanimously. A copy

Of the letter is attached as Item No. 7.
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Messrs. Schwartz, Partee, Langham, and Veenstra then withdrew

from the meeting.

Applications of First Virginia Corporation. There had been dis-

tributed memoranda dated February 26, 1965, from the Division of Exam-

inations, with other pertinent papers, relating to the applications of

The First Virginia Corporation, Arlington, Virginia, for permission to

acquire 80 per cent or more of the voting shares of Bank of Chesapeake,

Chesapeake, Virginia, and of Peoples Bank of Radford, Radford, Virginia.

The Division recommended approval of both applications.

Mr. Thompson commented in supplementation of the material that

had been distributed regarding the application to acquire Bank of Chesa-

Peake, after which the application was approved. Governor Robertson

abstained, indicating that he had not been able to review the distributed

material due to other commitments but did not wish action deferred on

that account.

Mr. Thompson then summarized the circumstances of the applica-

ti°n to acquire Peoples Bank of Radford, following which the application

Ilss aPP.roid unanimously.

It was understood that orders and statements reflecting approval

f the two applications would be drafted for the Board's consideration.

Messrs. Thompson, Sanders, Egertson, Lyon, and Rumbarger then

wi
thdrew from the meeting.

Inventory of Open Market Account portfolio. In a letter of

Mar hc- 10, 1965, Chairman Patman of the House Banking and Currency
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Committee stated that he was "asking the Comptroller General of the

United States to conduct a complete physical inventory of the invest-

ment portfolio of the Federal Open Market Committee . . for the pur-

Pose of reporting on the status, location, and activity within the

investment portfolio," and asked to be informed when the staff of the

Comptroller General could undertake the inquiry.

At the conclusion of a preliminary discussion it was understood

that a draft of reply would be prepared for the Board's consideration

reflecting the tenor of views that had been expressed.

Study of quality of credit. At the instance of Chairman Martin

there was a brief discussion of the possibility of rendering monetary

or personnel assistance to the National Bureau of Economic Research in

carrying forward certain procedures and techniques for appraising the

quality of credit. Members of the staff expressed their understanding

Of what was embodied in the National Bureau approach; some reservations

were indicated as to how productive such an approach might be, but the

P°ssibility of potentially constructive results was also indicated.

Reference was made to work being done by members of the Board's research

°rganization along experimental lines different from those envisaged by

the National Bureau, and a view was expressed that the staff efforts

Should proceed vigorously in any event. The discussion concluded with

nderstanding that representatives of the Board's Research Division

Would explore further with representatives of the National Bureau the

Pr Ject contemplated by the Bureau.

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



3/15/65 -14-

The meeting then adjourned.

Secretary's Notes: Pursuant to previous actions
of the Board relating to individual components
of the legislative program to be submitted to the
Congress early in 1965, letters transmitting the
several legislative proposals were transmitted to
the Chairmen of the appropriate Congressional Com-
mittees on March 15, 1965. Copies of the letters
to the Senate Committee Chairmen are attached as
Items 8 through 13; similar letters were transmitted
to the Chairmen of the appropriate House Committees.

Governor Shepardson today approved on behalf
of the Board the following items:

Memorandum from the Division of Personnel Administration dated
March 12, 1965, recommending the payment of a consultant fee of $200 at
the end of 1965 and at the end of each year thereafter to Dr. Frederic

Chapman for special consultations and advice rendered by him in con-
nection with the Board's medical program for its employees.

Memoranda recommending the following actions relating to the Board's
staff:

6--P-a2latMEL

. Lynda Fein as Clerk-Typist, Division of Research and Statistics,
with basic annual salary at the rate of $3,680, effective the date of
entrance upon duty.

3P1.oyent following maternity leave

Daviette Hill Stansbury as Digital Computer Programmer, Division
17! Data Processing, with annual salary at the rate of $4,325 (half-time

asis), effective March 16, 1965.

Secretary
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Dear Sir:

Item No. 1
3/15/65
S-1948

ADDRESS OPTICIAL CORRESPONDENCE

TO THE BOARD

March 15, 1965.

The Board's letter of August 13, 1964, requested the Res
erve

!lanks to adopt certain procedures in their coin operations which, it

°ell-eyed, should be continued until such time as the Secretary of the

Treasury determined that adequate supplies of coin were available 
and

resumed the practice of placing the year of mintage on coins.

In view of the improvement in the supply of coin, especiall
y

iIi the one cent denomination, your Bank was recently asked whether th
e

tebagging of pennies could now be discontinued without hurting the

8uPP1y. All but three of the Federal Reserve Banks replied in the

affirmative.

The Director of the Mint has instructed the Mints to dis
continue

Placing the specific designation "Philadelphia" or "Denver" on b
ags of

c°in and informed them that the Reserve Banks may resume paying out on
e

cent coins in Mint bags.

The Board believes that if the Reserve Banks resume paying

0,ut one cent coins in Mint bags, no incentive to additional h
oarding by

Qealers or speculators will result so long as the 1964 Mint date is

Continued. Accordingly, your Bank may, if it wishes, discontinue the

Lrsnsfer of coin in the one cent denomination from Mint sealed bags
 to

Reserve Bank bags.

' 1

. ‘p

Very truly yours,

)

,>
Merritt Sherme

\
n,'

Secretary.
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BOARD OF GOVERNORS 
Item No. 2

OF THE 3/15/65
FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

March 15, 1965.

The Honorable Dante B. Fascell, Chairman,
Legal and Monetary Affairs Subcommittee of

the Committee on Government Operations,
Rouse of Representatives,
Washington, D. C. 20515.

Dear Mr. Chairman:

This is in reply to your letter of February 23, 1965, in
Which you inquired as to the status of plans for (1) eliminating
sort of unfit Federal Reserve notes by bank of issue and (2) local
destruction of unfit Federal Reserve notes.

The last sentence of the third paragraph of section 16 of
the Federal Reserve Act now provides that "Federal reserve notes
unfit for circulation shall be returned by the Federal reserve agents
tO the Comptroller of the Currency for cancellation and destruction."
H.R. 5305, introduced by Mr. Patman at the request of the Secretary
f the Treasury, would change this provision to read that unfit notes
shall be canceled, destroyed, and accounted for under procedures

Prescribed and at locations designated by the Secretary of the Treas-

ury." This would, of course, permit local destruction.

H.R. 5305 would also add another sentence to section 16,
aS follows: "Upon destruction of such notes, credit with respect
thereto shall be apportioned among the twelve Federal Reserve banks
as determined by the Board of Governors of the Federal Reserve System."
'Ills would eliminate the need for sorting unfit notes, since the
Purpose of the sort has been to credit the bank of issue with the
aillount of the notes to be destroyed.

action
The Board favors the proposed legislation and hopes that

on H.R. 5305 will be taken promptly.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC. Martin, Jr.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable Frederick L. Deming,

Under Secretary of the Treasury

for Monetary Affairs,

Department of the Treasury,

Washington, D. C. 20220.

Dear Fred:

Item No. 3
3/15/65

OFFICE OF THE CHAIRMAN

March 16, 1965.

The Board was gratified to note that coin received

by the Reserve Banks from circulation during February con-

tinued the upward trend begun in the previous month, and that

this was the first time since before 1963 that February

receipts were above those for January. This experience would

seem to indicate that the massive production program of the

Treasury is beginning to make substantial progress in abating

the coin shortage, and that it would be appropriate at this

time to give consideration to means for developing better

measures of future coin needs.

In her letter of January 14, 1965, Miss Adams said

that it would be helpful to the Bureau of the Mint if each

of the Federal Reserve Banks and Branches could formulate an

estimate of their coinage needs for the fiscal year 1966, an
d

in the meeting which Mr. Wallace and she had with the Board

and the Reserve Bank Presidents on February 2, 1965, the

Possibility of estimating future requirements and of obtaining

inventory reports from member banks was explored further.

Although the views of the Presidents indicated a strong feel-

ing that no significant data along these lines could be

obtained at this time, the general need for better data on

coinage requirements is fully recognized. The problem seems

to be in the nature of the steps that might be taken to

improve the reporting system and the timing of such steps.

It is understood that, in discussions you and

Mr. Wallace have had with Mr. Farrell of the Board's staff,

the suggestion has been made that a conference attended by

representatives of the Treasury, the Bureau of the Mint, 
and

the Board, and by representatives from the Federal Res
erve

Banks knowledgeable in the coin problem might be helpful 
in

developing a better data collecting program. The Board con-

curs in this view and would be pleased to arrange for such a

conference at the convenience of the Treasury.
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The Board also feels, however, that the benefits of
such a conference would be maximized if the Reserve Banks could
be furnished in advance with an agenda or other indications of
the matters to be discussed. Any thoughts that you and your
associates may have in this regard would be appreciated.

Sincerely yours,

(Signed) Wm. MCC. Martin, Jr.

Wm. McC. Martin, Jr.

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



r

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Dear Sir:

Item No. 4
3/15/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 17,1965.

Enclosed is a memorandum dated March 11, 1965, concerning a

ProPcsal by President Scanlon of the Federal Reserve Bank of Chicago

that $500 and $1,000 Federal Reserve notes continue to be made avail-

able; or, alternatively, that any decision to discontinue payments of

such notes be on a System basis rather than by "run-off at the various

Reserve Banks." Attached to the memorandum is a draft of a proposed

letter to the Secretary of the Treasury suggesting that payments of

Pederal Reserve notes above the $100 denomination be discontinued, and

that the Board and the Treasury issue a joint statement announcing this
Change in policy and the reasons for it.

The Board has given some consideration to this proposal but,

before deciding on a course of action, it would appreciate receiving
Your comments and discussing the subject at a joint meeting with the

vresidents. In particular the Board would like to have your comments as

(a) The purpose for which your member banks may be request-

ing sizable amounts of $500 and $1,000 notes, if such

is the case. Some indication with respect to the use

of such notes may already be available at your Bank

from the information shown on Treasury Form TCR-1, or

it may be desirable to discuss the matter with the member

banks concerned.

(b) Whether there are indications of significant use of such

notes for purposes not in the national interest.

(c) What your feelings are, if there is an affirmative

answer to item (b) above, as to the desirability of

taking steps to call in for redemption all of the

higher denomination notes now outstanding, as well

as discontinuing any further payments of such notes.

Very truly yours,

C:75

Enclosure.

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS.

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON
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The Honorable John E. Moss, Chairman,
Foreign Operations and Government Information
Subcommittee of the Committee on Government
Operations,

U. S. House of Representatives,
Washington, D. C. 20515

)ear Mr. Chairman:

Item No. 5
3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

This is in response to your letter dated February 12, 1965,
advising that the Foreign Operations and Government Information
Subcommittee is in the process of determining the extent to which
Federal departments and agencies are making information available
to the public pursuant to Section 3 of the Administrative Procedure
Act (5 U.S.C. 1002). In order to evaluate the effect of Section 3
! the Act on the extent to which information has been made available

Y departments and agencies, you have asked that the Board respond to
4 series of questions set forth in your February 12 letter.

The Board's responses to your questions are set forth below,
each immediately following the numbered question or series of questionsto 

which it relates.

10 
1. Generally, to what functions of your agency does 5 U.S.C.0

4 apply? Are there any divisions, bureaus, branches or other
°nstituent units of your agency to which the Section does not apply?

The Board construes the provisions of 5 U.S.C. 1002
(hereinafter "Section 3 of the Act" [Administrative Procedure Act]) as
aPPlYing to the entire range of its functions, which relate to credit
4" monetary policy determinations and to bank supervision and regulation.

There are no divisions, bureaus, branches or otherCO nstituent units of the Board to which Section 3 of the Act does
not apply.

2. In what official or unofficial publication, and atWhat 
intervals, does your agency publish:
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a. Descriptions of its central and field organization

(see Section 3(a)(1) of the APA);

b. Statements of the general course and method by

which its functions are channeled and determined (
see

Section 3(a)(2) of statute),

A description of the Board's organization and 
statements of

tl,le general course and method by which the Board's functi
ons are

,enanneled and determined are set forth in the Board's Rule
s of

uqanization and Procedure, publication of which is 
hereafter discussed,

!lid are generally described in the United States Government Or
ganiza-

LiOn Manual, the official organization handbook of the 
Federal Govern-

There is not any predetermined interval at which the 
aforesaid

gescription and statements are published by the Board. Broadly stated,

lureuant to the requirements of Section 3 of the Act for current pub-.ication, the Board effects publication of Section 3(a)(1) m
aterial

as follows:  At such times as there occur changes in the genera
l course

nd method by which the Board's functions are channeled and 
determined,

rcluding the nature and requirements of all formal or 
informal pro-

edures, forms, and outstanding instructions, these changes 
are

Parlished in the Federal Register as amendments to the par
ticular rule

fected. As these amendments cumulatively represent a ma
jor revision

vn the Board's rule, the total of such amendments is p
ublished in the

to Register as a revision to the rule. Thus, specific amendments

,° the Board's Rules of Organization and Procedure were 
published in

't4,1..e Federal Register at various intervals from 1946 through 
1961.

1,7 fective December 15, 1961, the Rules of Organization and P
rocedure

wholly revised to include the amendments previously ma
de and

Zolished, and also to change certain procedural provisions to
 reflect

1,1e e clearly and accurately then current practices. The revised Rules

Published in the Federal Register.

are
As revised, the Board's Rules of Organization and Pr

ocedure

divided into four separate rules, as follows:

(1) Rules of Organization,

(2) Rules Regarding Information, Submittals,

and Requests,

(3) Rules of Procedure, and

(4) Rules of Practice for Formal Hearings.
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Rules (2), (3), and (4) above, currently appear, respectively, as
Parts 261, 262, and 263 of Title 12, Code of Federal Regulations.
The Rules of Organization, Rule (1) above, setting forth the Board's
composition and location, identifying the makeup of its organization,
and setting forth briefly the nature of the Board's functions, are
Published in the United States Government Organization Manual, the
official organization handbook of the Federal Government. The Rules
Of Organization and Procedure are also available in pamphlet form
at the Board's office or through the 12 Federal Reserve Banks.
Amendments in these Rules occurring subsequent to the last-mentioned
major revision have been published in the Federal Register and are
reflected in appropriate provisions of the Code of Federal Regulations
and the Government Organization Manual as revised June 1, 1964.

2.c. Substantive rules adopted as authorized by law
(see Section 3(a)(3) of statute);

As applied to the Board, "substantive rules adopted as
authorized by law" are represented almost exclusively by the Board's
Regulations, as to which the Board follows the rule making procedures
set forth in Section 4 of the Act as to giving notice of published
!tile making, affording interested persons an opportunity to participate

141 the rule making function, and the giving of required prior notice
°f the effective date of such rule. Once adopted, Regulations are
P,ublished in the Federal Register and, in due course, appear in the
t;cde of Federal Regulations. They also are published in pamphlet form
available to the public. Adopted or amended Regulations also appear
:8 Promptly as possible following Board action in the Board's Federal

iReserve Bulletin, a monthly publication. Promulgation of a new
egulation or an amendment to an existing Regulation is at times
aec°mPanied by the issuance of a press release explaining the nature
fld Purpose of the Board's action. Finally, a record of Board actions
respect to promulgation of new Regulations or amendments of existing

ve.gulations is contained in the Board's Annual Report transmitted to
Speaker of the House of Representatives pursuant to the requirements
Section 10 of the Federal Reserve Act (12 U.S.C. 247).

2.d. Statements of general policy or interpretations
formulated and adopted by the agency for the guidance of the
public (see Section 3(a)(3) of statute); and

Statements of general policy or interpretations formulated
alld adopted by the Board for the guidance of the public are published
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initially in the Federal Register and later in the Code of Federal
Regulations. Federal Register publication occurs as soon after
Board action as practicable. The fact and content of Board inter-
Pretations, rules, and certain policy statements receive further
Public dissemination by appearance in the Board's Federal Reserve

Bulletin and by publication in printed loose-leaf form in a volume
of Published Interpretations of the Board. The Published Interpre-
tations were originally compiled and published as of January 1,
1961, and contained the full text of then currently effective inter-
Pretations and rulings issued by the Board since October 1, 1937,
as well as digests of certain additional interpretations and rulings
Published before that date. The volume of Published Interpretations
has been kept current by means of supplements issued at year-end
1961 and 1962, and most recently by a supplement issued in July 1964
Which included published interpretations, rulings, and related actions
°f the Board through March 31, 1964.

2.e. Rules addressed to and served upon named persons
in accordance with law (see Section 3(a)(3) of statute)?

As a general rule, the Board does not publish in any official
131. unofficial publication "rules addressed to and served upon named
Persons in accordance with law". Section 3(a)(3) of the Act exempts
such rules from the requirement of separate statement and current
Publication. The Board's reliance on this exemption, is premised
utPon a judgment that publication of such rules might be detrimental
° a Particular bank or to individuals concerned.

3. Please describe the manner in which your agency
Publishes, or, in accordance with published rule, makes available to

1ic inspection, all final and interim opinions or orders in the
''. .ludication of cases, pursuant to Section 3(b) of the APA or other
au
thority.

In its adjudication of cases the Board does not utilize a
Procedure involving interim or tentative opinions, decisions, or

:"ers. As to final orders of the Board, the manner in which these
je Published differs with the nature of the adjudication, the follow-'

examples being generally representative of the methods of publica-
42,4 employed. Your attention is directed to the fact that the term
arjudication of cases", as applied to the Board's functions, relates
teini°st exclusively to Board process respecting the grant, denial,

lit/el./al, withdrawal, limitation, extension, or modification of a
cense or similar permission.
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Pursuant to section 3(a) of the Bank Holding Company Act
of 1956 (12 U.S.C. 1842(a)), the Board's prior approval must be
given to the formation of a bank holding company and to actions
Proposed by an established bank holding company that would result
xn the expansion of its holding company system. Section 18(c) of the
Federal Deposit Insurance Act, as amended (12 U.S.C. 1828(c)), re-
quires the Board's prior written consent to certain bank mergers,
consolidations, assets acquisitions, or assumptions of liabilities.
Board action, either of approval or denial, on an application filed
Pursuant to either of the above provisions of law is published in
the following manner: Following Board action on an application,
there is issued a press release announcing the action, accompanied
by a copy of the Board's order and statement in support thereof. If
there are dissenting statements of individual Board members, copies
Of the dissenting statements accompany the press release, Board order,
and statement. In each case the order is published in the Federal
Register. The published order is accompanied by the statement that
c°Pies of the Board's statement, and any dissenting statements, are
(In file at the Office of the Federal Register, and are available at
elther the Board's office or the Federal Reserve Bank in the district
Where the applicant is located. The materials accompanying the afore-
Mentioned press release are published also in the Board's monthly
Bulletin.

In respect to certain applications, public hearings are
Conducted by hearing examiners selected and designated by the Civil
.!ervice Commission. In such cases the hearing examiner's Report and
Ilecommended Decision, filed with the Board prior to the Board's final
action on the application, is also distributed to the public and
Published in the Federal Reserve Bulletin. It should be noted that
he monthly issues of the Bulletin are published in paperback form
nd, subsequent to year-end, are bound in a single volume. These
pclund volumes are numbered consecutively, identified by date, and

made available to the public. Board actions in regard to applica-
,"ns having unusual significance or interest are also summarized or
'-°mmented upon in the Board's Annual Report.

Additional selected examples of applications received
reby Board approval is requested are applications (1) for member-
in the Federal Reserve System pursuant to section 9 of the

sVeral Reserve Act (12 U.S.C. 321); (2) for withdrawal from member-
d 111 in the System (12 U.S.C. 328); (3) for the establishment of a
pc)mestic branch by a State member bank pursuant to section 9 of the
n!deral Reserve Act (12 U.S.C. 321); (4) to carry reduced reserves
"rsuant to section 19 of the Federal Reserve Act (12 U.S.C. 462);
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(5) for the establishment of an overseas branch pursuant to
section 25 of the Federal Reserve Act (12 U.S.C. 601); (6) for the
organization of, or investment in, a corporation doing foreign
banking pursuant to sections 25 or 25(a) of the Federal Reserve Act
(12 U.S.C. 601 and 611); and (7) for a general voting permit pur-
suant to section 5144, Revised Statutes (12 U.S.C. 61).

In respect to the several types of applications mentioned
above, the fact of the Board's receipt thereof and, in addition,
the fact and nature of the Board's action thereon are made known to
the public in a weekly H.2 list published by the Board. The H.2 list
shows the names and locations of institutions involved, the date of
receipt of an application and its nature, and the date and nature of
the Board's action on the application. The Board also makes known
through a published weekly K.3 list the fact and effective date of
consummation of certain of the proposals first identified in an
112 list.

4. In what types of cases does your agency refrain from
Publishing interim and final opinions or orders where, in the
°Pinion of your agency, good cause requires they be held confidential,
Pursuant to Section 3(h) of the APA or other authority?

The only type of case adjudication as to which the Board
would refrain from publishing notice of its action, either in the
f°rm of an order or otherwise, would be a proceeding conducted pur-
suant to Section 30 of the Banking Act of 1933 (12 U.S.C. 77) for
the removal of directors and/or officers of State member banks. Sec-
tlon 30 expressly forbids disclosure to the public of the Board's
Order or of the findings of fact upon which such order is based.

5. In what circumstances are unpublished opinions and
°rders cited or used as precedents in other proceedings?

There have been no proceedings in which the Board has had
°°casion to cite or use as a precedent unpublished opinions and orders
elating to an earlier proceeding. It is conceivable, however, that
need for such citation or use might arise. For example, in a Sec-
0n 30 adjudication (see answer to Question 4., supra) facts that

'flight be in issue in a pending proceeding could parallel in major re.--
sPects facts that had been the subject of a previous Section 30
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adjudication by the Board. In such a case, the Board's action in

the (tarlier case, reflected in an unpublished order, might reasonably

be cited or used as a precedent in the later proceeding. In such
a case, the respondent in the later proceeding would be given ample

notice of the Board's intention to use its earlier action as a

Precedent, and would be afforded full opportunity to challenge the

applicability of the precedent cited, or to otherwise argue against

use of such precedent.

6. What is the procedure for making available to the

general public the records and files, interpretations and legal

°Plnions of your agency?

A general description of the procedures whereby certain of

the Board's records such as interpretations, opinions, orders, and

Other materials are made known and available to the public has been

glven in answers to other questions. As to Board records and files
generally, the same are made available to the general public pursuant

t° the Board's Rules Regarding Information, Submittals, and Requests
12 CFR 261), and the Board's Rules of Procedure (12 CFR 262).

Rriefly summarizing certain of the more salient provisions of these

ules, matters of official record are made available to persons

Properly and directly concerned through the Office of the Secretary.

nder the Secretary's direction and supervision, the Records Sectionh r
responsibility for maintaining custody of and providing reference

service to official records of the Board. Matters of official record

such as published Board orders, statements, and interpretations are

!vailable for studying and copying in the Board's office during
'egular business hours. Also available for similar purposes are the

ministrative records of public proceedings or hearings conducted
°Y the Board. Upon request, arrangements can be made for the re-

Pr°duction at the Board's office of these public records.

is r, 
Within the Board's Division of Administrative Services there

nv -Perated a Publications Services unit that has the responsibility

furnishing to the public Board publications and published informa-

ml'°n and data. The materials handled by Publications Services are

,4de available either on specific request or through use of currently

Zintained mailing lists. Information as to available publications

thd Published information, including the Federal Reserve Bulletin,

pu! Board's Regulations, Rules of Organization and Procedure, and

ulished Interpretations, is set forth in the Federal Reserve Bulletin.
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Two members of the Board's official staff are assigned the
responsibility of facilitating the furnishing to and interpretation
for the press and the public matters of public interest occurring in
the course of the Board's performance of its functions. Board
members, members of the official staff, and other authorized employees
daily transmit to the public through various communication media por-
tions or summaries of and views on the Board's official records.

7. What limitations are placed upon the availability of
records and files to the general public, either by statute, rule
or practice?

The limitations which the Board has placed upon the
availability to the general public of its records and files are set
forth in the Board's Rules Regarding Information, Submittals, and
Requests (12 CFR 261.2). The principal classes of records and files
as to which public access is limited are as follows:

(1) Information covered by specific legal prohibition
against disclosure. Thus, public disclosure of findings of
fact and orders issued in proceedings for the removal of
directors or officers of member banks is expressly forbidden
by Section 30 of the Banking Act of 1933.

(2) Information with respect to the determination of
credit and monetary policies in the national monetary field,
premature disclosure of which could very well play into the
hands of speculators or public groups with a resulting dis-
ruption of markets. Federal Reserve actions relating to
discount rates, reserve requirements, margin requirements,
and like matters have, in particular, a direct effect on
financial markets.

(3) Confidential information obtained by the Board in
the discharge of its supervisory function.

Authority for nondisclosure of the categories of information
eferred to above, and more fully described in the Board's Rules

ttegarding Information, Submittals, and Requests, is based upon the
Provisions of Section 3 of the Administrative Procedure Act which
Permit nonpublication and nondisclosure of any information to the
extent that it involves functions requiring nondisclosure in the
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public interest or matters which for good cause found are held
confidential. In addition, as earlier mentioned, Section 30 of the
Banking Act of 1933 expressly provides that the Board's order and
findings of fact in any proceedings for the removal of directors or
officers of member banks shall not be made public or disclosed to
anyone except the director or officer involved and the directors of
the bank involved. The Board of Governors is authorized by statuteto make rules and regulations necessary to enable it effectively to
Perform its duties and functions or services (12 U.S.C. 248(i)).
Except as provided by law, employees of the United States are pro-
hibited by statute (18 U.S.C. 1905) from disclosing financial or
business information regarding particular persons or institutions.

Pursuant to authority granted by statute, the Board has
Promulgated rules relating to the maintenance of the confidential
Character of System affairs. In respect to employees who are
iauthorized to handle classified defense material, the Board has issuedRe gulations Relating to the Safeguarding of Defense Information".

The foregoing summary reflects the limitations which have
been placed by statute, rule, or practice on the availability to the
general public of the Board's records and files.

8. In what circumstances are private parties dealing
with your agency required in any manner to resort to organization
°r procedure not published in the Federal Register (see Section 3(a)°f the APA)?

The Board believes that its procedures for making public
its Rules of Organization and Procedure, including but not limited
ttcs Publication of the same in the Federal Register, are calculated
140 apprise the public adequately of existing requirements in dealing
dith the Board. In no known circumstances have private parties
,ealing with the Board been required to resort to organization or
Ijocedure not published in the Federal Register pursuant to Sec-
"n 3(a) of the Act. On the other hand, there have been numerous

ions when, in the interest of facilitating a course of action4e.n
itiatied by a private party dealing with the Board, the Board has
cused failure to comply with published organizational or procedural4.41es.

Pub li 
9. In what types of cases has your agency refrained from

.st, shxng rules where there is involved any function of the United
se'tes requiring secrecy in the public interest, pursuant to
ction 3(1) of the APA or other authority?
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Applying to the word "cases" a broader meaning than that
generally applied in the context of the provisions of the Act, the
Board has refrained from publishing rules in regard principally to
actions taken in the course of formulating and determining dis-
count rates, reserve requirements, margin requirements, and similar
actions calculated to have a direct effect on financial markets.The Board's action in refraining from publishing rules incident to
the foregoing functions is taken pursuant to Section 3(1) of the Act.

10. In what circumstances has your agency refrained from
Publishing rules where there is involved any matter relating solelyto internal agency management, pursuant to Section 3(2) of the APAor other authority?

The Board has followed what it has construed to be the intentOf Section 3 of the Act in refraining from publishing rules of internalmanagement and operation not affecting the members of the public toany extent. Rules relating to the organization of the Board's staff,he assignment and designation of staff responsibilities and functions,!ad general housekeeping functions, including budget procedures, are'°11sidered to be purely matters of internal management and operation,44d thus to be exempt from the publication requirement of Section 3of the Act.

11. What is your agency's definition of "official record"as 
used in Section 3(c) of the APA?

As related to the Board's functions, the term "official
rdec 

refers to and includes all materials in the Board's possession
-ac)

ye those relating to the internal operation of the Board.

Pursuant to your request for two copies of every regulation,edirse ctive, order, or other document issued by the Board to implement
Qr,c ion 3 of the Act, two copies of the following documents are

1. Board's Rules of Organization and Procedure,

2, Board's Regulations Relating to the Safeguarding of

Defense Information,

Board's Rules Relating to the Maintenance of the

Confidential Character of System Affairs, etc.
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Many of of the publications hereinbefore discussed exemplify the steps
taken by the Board in implementing the directives of Section 3 of
the Act. Most illustrative of this implementation are believed to
be the following documents, published at or for the dates noted,
two copies of which are enclosed: the Fiftieth Annual Report of the
Board, covering operations for the year 1963; the February 1965
issue of the Federal Reserve Bulletin; a reprint from the December
1964 Federal Reserve Bulletin containing a list of all Federal
Reserve Board publications; the Board's H.2 list reflecting applica-
tions received, or acted on by the Board during the week ended
March 6, 1965; and the Board's K.3 list reflecting consummation of
various proposals by State member banks as of the week ended March 6,
1965.

Should your Subcommittee desire other of the documents
herein mentioned than those enclosed, upon request copies of such
documents will be furnished.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm, McC, Martin, Jr.

Enclosures
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BOARD OF GOVERNORS
OF THL

FEDERAL RESERVE SYSTEM
WASHINGTON

OFFICE OF THE CHAIRMAN

March 16, 1965.

honorable Dante B. Fascell, Chairman,
Legal and Monetary Affairs Subcommittee
of the Committee on Government Operations,

House of Representatives,
Washington, D. C, 20515.

Dear Mr. Chairman:

Item No. 6

3/15/65

Reference is made to your letter of February 23, 1965, regarding the
increased use of Certificates of Deposit -- sometimes called CDs -- by banking
institutions.

d 
In some areas of the country CDs have long been a usual form of

o
, cument banks have issued when they receive savings on deposit. Those CDs
uiffered from ordinary savings deposits legally and technically, including
the fact that they often were legally unegotable" i.e., in form to permit
e8sY legal transfer from one holder to another. But in their essential
economic characteristics they were much the same as ordinary savings deposits
!ePresented by a "passbook" -- they were in relatively small amounts, .and the
"Positor usually had other customer relations with the bank or was located
!ellt. the bank. In other words, the funds represented by those CDs tended to
:e relatively stable, because it usually served the depositor's convenience
ur other self-interest to keep them with the bank; while the rate of interest
48 of some significance, it was not of paramount importance.

Many CDs still have these characteristics. However, in recent years

In
onr.

banks have issued large volumes of CDs in greatly different circumstances.
b ePPearance and legal form these CDs are quite similar to those that have
eeen used for many years as the rough equivalent of savings "passbooks". In
,eenomic effect, however, they are drastically different because they have

lapped an essentially different source of funds. Whereas CDs formerly were

elleued principally to individuals and in relatively small amounts, the recent

41c1,18118ien of CDs has been principally in large denominations and to corporate

be 
other large interest-sensitive purchasers. The rate of interest has

II ecme vitally important. The documents are not only legally "negotiable"

t,t to an increasing degree are in practice marketable and marketed, that is,
,!!eY are often traded impersonally and even issued originally on that basis.
:e short, a substantial portion of CDs now represent impersonal and volatile
Lunde. •

In view of the growing importance and changing economic character-
tett
at. " of CDs, the Federal Reserve System made a survey of amounts outstanding

December 5, 1962, and for each of the two preceding year-ends. The results
cje published in the Federal Reserve Bulletin for April 1963 at p. 458. A

inPY is attached for convenient reference. For the 410 banks surveyed, CDs

tLetessed from just over $1 billion at the end of 1960, and $3.2 billion at
"e end of 1961 to $6,2 billion at December 1962.
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Since January 1, 1964, the Board has published weekly information
Ott CDs outstanding at the so-called "weekly reporting member banks." This
ls a sample of about 350 member banks that give information each week on „their
financial position. This sample is slightly smaller than that in the earlier
survey, and CDs for these reports are limited to those of $100,000 denomina-
tion or larger. On March 3, 1965, these weekly reporting member banks had
about $13.9 billion of such CDs outstanding. This represented about 6% of the
total deposits of these banks.

The new uses of CDs have offered new opportunities to some banks.
IlleY have enabled banks to acquire loans and investments they could not
Otherwise finance. But the more volatile CDs also involve new hazards.Ordinary prudence dictates that a bank should schedule its CDs to avoid
undue concentrations of maturities; but this is only part of the story. A
Dank should also avoid having an undue proportion of its deposits in the
volatile CDs. In most cases a bank should hold at least as much liquidity
gainst volatile CDs as against demand deposits -- and in some instances
tt should hold more. Volatile CDs can expose a bank's assets to severe
r_flts of liquidity and soundness, since such CDs increase the risk of the bank's
""iag to sell or borrow on the assets.

CDs, whether the more volatile or the more stable variety, tendtc represent high cost money. In order to earn a profit a bank using themTuct place the funds in relatively higher yielding loans and investments.
; bank can easily fall into the trap of reaching for high cost funds through
4°1atile CDs and then reaching for high yield -- and high risk -- assets.
bank's apparent ability to get funds readily by issuing volatile CDs can

411 it into a false sense of security -- can cause it to mistake mere size
dclooeit totals for sound growth.

In order to avoid these pitfalls, a bank issuing volatile CDs,
Illuct have special skills that are not always found in every bank. The hazards:IT) intensified if the bank is relatively small or is newly chartered. Such
tie4ck may have a ready market for its CDs one day and none whatever the
1,/cti unless it has maintained proper liquidity and soundness in its assets,t; cannot pay its volatile CDs as they fall due. These problems were re-

in.tI  the receiverships of San Francisco National Bank, San Francisco,
I9J;
0
1fornia, and Brighton National Bank, Brighton, Colorado, on January 22,5.

thro The problems can be compounded if a bank markets volatile CDsn
mgn a broker, possibly paying an extra fee for obtaining the funds.

e banks have even loaned the funds so obtained to unknown borrowers—Tgested by the CD broker, who was also acting as loan broker.

bank- Questions regarding the soundness of CD activity of individualmeri,ci require analysis of the assets, liabilities, capital, and manage-
Skills of such banks. This is the kind of analysis that examiners

deZe!llY apply. It is a continuing responsibility of the examination
a4-4rtments of the Federal Reserve Banks that act as the field repro-
Pe t4tives of the Board in examining State member banks of the Federal
"rve System.
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In most of the instances in which CDs have been abused,
the practice has been symptomatic of generally unsound activity in
the bank. In other words, the bank with CD problems has usually had
other problems, including unsound lending practices.

A bank's executive officers, and particularly its board of
directors, have the first and foremost responsibility for preventing
or correcting unsound situations. As stockholders, as members of the
community, and as possible defendants in litigation against Chem for
negligence or misfeasance, they have much to gain from correction of
unsound conditions and much to lose from unsound activities. In
examining and supervising State member banks, the Reserve Banks and
the Board endeavor to prevent banking problems by stressing the im-

portance of sound practices, and the necessity for boards of directors
to provide sound management for their banks.

When an examination shows unsound conditions in a State
member bank, the Reserve Bank presents the facts to the executive

officers and, if necessary, the directors. The purpose is to have
the management of the bank recognize and carry out.its responsibility
to operate the bank soundly. Solution of CD problems in such cases

usually requires solution of related problems. Besides avoiding

further expansion of volatile CDs, the bank's management must stop
making unsound loans, and do everything possible to collect or strengthen
any such loans already made. To the fullest extent practicable, the
bank must collect, sell, or borrow on loans where necessary to pay
off maturing CDs. To date a few State member banks have had to absorb
losses when their assets could not satisfactorily meet the test of
being converted into cash to pay maturing CDs, and others may experi-
ence similar difficulties.

The Federal Reserve Board has authority to terminate a State
member bank's membership in the Federal Reserve System and its deposit

insurance for unsafe or unsound practices. It also may remove an
Officer or director of a State member bank for continued violation of
law or continued unsafe or unsound practices. These are drastic

remedies, and under the law can be invoked only by following care-
fully prescribed procedural safeguards. It best serves the public

interest to use these sanctions only in extreme cases. Thus far it
has not seemed appropriate to invoke them in any case involving OD
Problems in a State member bank.

In troublesome situations the Reserve Bank may examine the
bank more frequently than once each calendar year, and may request

interim progress reports from the management. A further useful check
On the CD activity of banks is provided by quarterly reports of con-

dition which are received and reviewed at the Reserve Banks. All of
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these tools have or can be employed by the System in dealing with and
controlling existing and developing problems with respect to CDs. It
also is believed that publicity in the general and financial Press, of
the type furnished with your letter, has helped to emphasize to bankers
and depositors the dangeri inherent in the overexpansion of volatile
deposits through the issuance of certificates of deposit and the in-
vestment of the funds in high-yield, high-risk loans, and that it will
serve to supplement and strengthen the efforts of bank supervisors.

At this time the Board of Governors does not have any specific
legislative proposals relating to CDs but does not wish to foreclose
the possibility of later recommendations regarding the subject.

Sincerely yours,

Wm. Ha. Martin, .1

Enclosure
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BOARD OF GOVERNORS Item No. 7

OF THE 3/15/65,0 OF Goi, 

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. Z0551

ADDRESS OFFICIAL CORRCIIPONOCNCIE

• TO THE •OARO

•St.11 St •

March 19, 1965.

Dear Sir:

The indicated number of copies of the following forms are

being forwarded to your Bank under separate cover for use of State

member banks and their affiliates in submitting reports as of the

next call date. A copy of each form is attached.

Number of

Form FR 105 (Call No. 175), Report of Condition of
State member banks.

Form FR 105e (Revised February 1961), Publisher's

copy of report of condition of State member banks.

Form FR 105e-1 (Revised February 1961), Publisher's
copy report of condition of State member banks.

Form FR 220 (Revised March 1952), Report of affiliate

or holding company affiliate.

Form FR 220a (Revised March 1952), Publisher's copy
of report of affiliate or holding company affiliate.

The forms are identical to those used for the October 1,

1964, call date and exclude the schedules on the reverse, except

(°1* the items required for deposit insurance assessment purposes and

the affiliate schedule. The same form is being printed by the Federal

ne"sit Insurance Corporation for distribution to insured nonmember

State 
banks.
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The form to be distributed to national banks by the

Comptroller of the Currency is expected to be the same as that use
d

for the October 1, 1964, call date and thus will differ in several

respects from the form being used by State banks. There are no plans

to collect supplementary information from national banks for the pur-

Pose of reconciling these differences. Under these circumstances, it

ie not planned to make computer tabulations of the data in Washington,

and it will therefore not be necessary to keypunch these reports.

For your information, discussions are in progress with the

Other Federal Bank Supervisory Agencies that may lead to collection

of supplementary information on time certificates of deposit issued

by State member banks--possibly in connection with the spring call.

You will be advised promptly when final decisions are made.

Very truly jyàurs,

Merritt She an,
Secretax1r.

Enclosures.

1° THE PRESIDENTS OF ALL FEDERAL. RESERVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable A. Willis Robertson, Chairman,

Committee on Banking and Currency,
United States Senate,
Washington, D. C. 20510

Dear Mr. Chairman:

Item No.
3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

The Board of Governors again wishes to recommend legislation
that would permit member banks of the Federal Reserve System to borrow
from the Federal Reserve Banks on the security of any sound assets
Without paying a "penalty" rate of interest. This legislation would

replace present provisions of the Federal Reserve Act that permit

borrowings without a penalty interest rate only on the security of

Government obligations or paper that meets certain outmoded "eligibility"

requirements. These restrictive provisions should be amended so as to

facilitate rather than penalize efforts by banks to meet the public's

changing credit needs.

The original Federal Reserve Act authorized the Reserve Banks
to discount only certain types of paper arising out of "actual" com-
mercial or agricultural transactions, subject to specified maturity

limitations. The concept underlying this limited authority was that
the liquidity of commercial banks could be assured only if the loans
made by them were short-term and self-liquidating in character.
Related to this concept was the assumption that the pledging of such
discounted paper by the Reserve Banks as security for the issuance of
Federal Reserve notes would serve as the basis for an elastic currency;
it was expected that the volume of currency would expand and contract

directly in response to the varying credit needs of the economy, as
reflected by the volume of short-term borrowing by commercial and agri-
cultural enterprises.

The principle that Federal Reserve credit should be extended
"ly on the basis of short-term, self-liquidating paper was departed
from as early as 1916, during the First World War, when the law was
amended to authorize the Reserve Banks to make 15-day advances to
member banks, not only on the security of "eligible paper" but also
011 the security of direct obligations of the United States. A more
significant departure occurred in 1932, when Congress authorized the
Reserve Banks to make advances to member banks in exceptional and
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unusual circumstances on any security satisfactory to the Reserve Banks,

although at a penalty rate of interest. This authority, at first

temporary, was made permanent in 1935, and it is no longer limited to

exceptional and unusual circumstances, although such advances conti
nue

to carry a penalty rate of interest.

The concept that limitation of discounts to short-term,

self-liquidating paper would serve automatically to regulate the volume

of Federal Reserve notes in circulation has also been departed from by

amendments to the law and has been refuted by experience. In 1932,

Congress authorized the issuance of Federal Reserve notes on the

security of Government obligations in addition to eligible paper and

gold. This authority was originally of a temporary nature, but it was

made permanent in 1945. The volume of Federal Reserve notes today

fluctuates with the changing demands of the economy without regard to

the nature of the paper offered as collateral for Federal Reserve credit

or pledged as security for Federal Reserve notes.

Each of these legislative changes took place during a period

of economic stress that served to make clear the inadequacy of the

original framework for Federal Reserve credit extension. The credit

needs of American businessmen, farmers, and consumers were evolving

in many ways that could not be adequately handled by the old instrument

of short-term, commercial-type paper; and the rapid growth of both

Private and Governmental economic activity generated credit requirements

far in excess of those that could be supported by the relatively small

volume of "eligible paper". For example, farmers today make much

greater use of mechanized equipment; a modern combine represents a big

investment, and requires longer-term financing. Another example is

the entry of banks into consumer lending in response to credit needs

created by the mass marketing of automobiles and other durable con-

sumer goods. Banks are now making term loans to business, too, in

substantial volume, partly in response to economic changes and partly

in recognition that a two-year loan may be sounder than a 90-day loan

made in the expectation of repeated renewals.

Despite changes in the character of paper held by commercial

banks and the repeated and necessary departures from the original

concept that discounts should be based only on short-term, self-

llquidating paper, the law continues to impose unduly restrictive

requirements as to the nature and maturity of the paper that may be

discounted by the Reserve Banks or offered as security for advances
by the Reserve Banks without payment of a penalty rate of interest.

For many years, it has been generally recognized that the

concept of an elastic currency based on short-term, self-liquidating
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paper is no longer in consonance with banking practice and the needs
of the economy. It has long been apparent that the narrow require-

ments of the law regarding "eligible paper" serve no useful purpose
and that it would be preferable to place emphasis on the soundness of
the paper offered as security for advances and the appropriateness of
the purposes for which member banks borrow. The one-year paper of many

bank customers that is not now eligible for discount may be as satis-

fact,Ty collateral as the 90-day notes of other customers. Moreover,
the nature of the collateral provides no assurance that the borrowing

bank will use the proceeds for an appropriate purpose.

As long as member banks hold a large enough volume of

Government securities, they need not, of course, be particularly
concerned as to the eligibility for discount with the Reserve Banks
of customers' paper held by them. Since World War II, however, there
has been a sharp net decline in the aggregate holdings of Government
securities by member banks. If a continuing substantial increase in

economic activity should cause banks further to reduce their holdings

of Government securities in order to meet increased credit demands,
many banks would be obliged to tender other kinds of collateral if
they should seek to obtain Federal Reserve credit.

If such a situation should develop, the Reserve Banks could
accept technically "ineligible" paper as collateral for advances to
their member banks only under section 10(b) of the Federal Reserve Act
at a rate of interest one-half of one per cent above the regular dis-
count rate. However, the necessity for distinguishing between "eligible"
and "ineligible" paper would give rise to cumbersome administrative
Procedures that are not warranted by the exigencies of current banking
conditions. In order to avoid these problems, it would clearly be
Preferable to move in advance and to revise and up-date the law so as
to eliminate the existing restrictions with respect to "eligible paper".

The Board of Governors and the Federal Reserve Banks believe
that such a revision of the law would be desirable so that the Reserve
Banks will always be in a position to perform promptly and efficiently
one of their principal responsibilities - the extension of appropriate
credit assistance to member banks to enable the latter to meet the
legitimate credit needs of the economy.
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Accordingly, the Board again urges that legislation of the ,

kind here proposed be given favorable consideration by your Committee
and by the Congress. A draft of the bill in the form previously pro-

posed and as introduced in the last Congress is enclosed herewith,
along with a section-by-section explanation and a document showing

textual changes that would be made in present law.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC. Martin, Jr.

Enclosures
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable A. Willis Robertson, Chairman,
Banking and Currency Committee,
United States Senate,
Washington, D. C. 20510

Dear Mr. Chairman:

Item No. 9
3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

Section 5(d) of the Bank Holding Company Act of 1956
requires the Board of Governors, in its Annual Report to the
Congress, to include any recommendations for changes in that Act
Which, in the opinion of the Board, would be desirable. After
two years of experience in administering the Act, the Board, in
a Special Report to the Congress dated May 7, 1958 (published
in the Federal Reserve Bulletin for July 1958, beginning at
Page 776), recommended a number of amendments to the Act. In
subsequent Annual Reports to Congress, these recommendations have
been reiterated, with the exception of one (Item 15 in the 1958
Report) that became unnecessary upon enactment of the Bank Merger
Act of 1960.

In the light of nearly nine years of experience, the
Board again recommends amendment of the Holding Company Act and
certain related provisions of law, substantially along the lines
recommended in 1958, although with certain additional changes that
appear desirable.

Enclosed is a draft of a bill that would implement the
Board 1srecommendations for changes in the law. Some of the changes
relate to significant and substantive matters; others would clarify
the law or resolve relatively minor problems.

The principal changes that would be made by the bill are
the following:

adoption of a one-bank definition of "bank holding
company" in lieu of the present two-bank definition;

repeal of exemptions with respect to registered
investment companies; companies engaged principally in
agriculture; and charitable, religious, and educational
organizations;
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coverage of cases in which banks are controlled
by employee-benefit trusts or by long-term testamentary
or inter vivos trusts;

repeal of section 6 of the Act, relating to
intrasystem loans and investments, with appropriate
revision of section 23A of the Federal Reserve Act,
limiting dealings between member banks and their
affiliates; and

repeal of the "holding company affiliate" provisions
of Federal law, enacted in 1933, that have been rendered
unnecessary by the Bank Holding Company Act.

These and other substantive changes covered by the bill,
as well as a number of changes of a technical nature, are discussed
in the enclosed Explanatory Memorandum. Also enclosed is a
comparative draft" showing textual changes in existing law that

'would be made by the bill.

thj
The Board strongly recommends favorable consideration of

legislation by your Committee and the Congress.

Sincerely you

(Signed) Wm. McC. Mar in, Jr.

Wm. McC, Martin, Jr.

Enclosures
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable A. Willis Robertson,
Chairman,
Committee on Banking and Currency,
United States Senate,
Washington, D. C. 20510

Dear Mr. Chairman:

Item No. 10
3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

Since February 1962, the Federal Reserve Bank of New York
has engaged in foreign currency operations on behalf of the System
Open Market Account and under directions of the Federal Open Market
Committee. These operations have been encouragingly successful in
accomplishing their basic purposes, i.e., the avoidance of disorderly
conditions in international exchange markets, the furtherance of.
monetary cooperation with central banks of other countries maintaining
convertible currencies, the moderation of temporary imbalances in
international payments, and, in net effect, the safeguarding of the
value of the dollar in international exchange markets.

These operations have been implemented by the establishment
Of reciprocal credit balances or "swap" arrangements between the New
York Reserve Bank and foreign central banks. The authorization and
guidelines for foreign currency operations adopted by the Federal
Open Market Committee require that the New York Reserve Bank instruct
!ore ign central banks with which it maintains accounts regarding the
Investment of amounts in excess of minimum working balances in accord-
ance with the provisions of section 14(e) of the Federal Reserve Act.

Under section 14(e), idle amounts held by the Reserve Bank
in an account with a foreign bank may be invested in bills of exchange
flcl acceptances that arise out of actual commercial transactions and
7ave maturities of not more than 90 days, or they may be placed in an
ntarest-bearing time account with the same or SOME other foreign bank.
never, in certain instances there has been a scarcity of such paper
L°r

,
 investment, time deposit facilities have not always been conveniently

1Vailable, and, under present law, such idle funds could not be invested0nr,11 obligations of foreign governments, such as foreign treasury bills.
`_ni the other hand, a foreign central bank having a balance or reciprocal
credit or "swap" arrangement with the Federal Reserve Bank of New York
ill)laY invest idle funds in its account with the Reserve Bank in interest-
earing United States securities.
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The disadvantage in this respect under which a Reserve Bank
must operate has handicapped the smooth operation of the foreign currency
program. The situation would be remedied by an amendment to section 14(e)
of the Federal Reserve Act that would specifically authorize a Federal
Reserve Bank to buy and sell securities with maturities not exceeding
12 months that are issued or guaranteed by foreign governments.

The Board recommends the enactment of such an amendment to the
law.' A suggested draft of a bill for this purpose is enclosed.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC. Martin, Jr.

Enclosure
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable A. "Willis Robertson, Chairman,

Committee on Banking and. Currency,

United States Senate,
Washington, D. C. . 20510

Dear Mr. Chairman:

Item No. 11
3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

In recent years, the responsibilities and tasks of the

Board of Governors have substantially increased both in determining

monetary and credit policies and in the field of bank supervision.

The efficient and expeditious performance of these •

important functions could. be seriously impaired in the absence of

authority on the part of the Board to delegate certain types of bank

Supervisory functions that now must be performed by the Board itself

in all cases. For example, the Board must, under present law, pass

Upon each investment in bank premises by a member State bank if such

investment would exceed the amount of its capital stock.

Other Federal regulatory agencies now have more or less

unlimited authority to delegate their functions pursuant to pro-

visions of statute or Reorganization Plans. The Board considers

that the Federal Reserve Act should be amended to provide the Board

with similar authority.

A draft of a bill for this purpose is enclosed. It would

authorize delegation of the Board's functions to members or employees
Of the Board or to the Federal Reserve Banks, but would expressly

Preclude delegation of those functions relating to rulemaking and

monetary and credit policies. Under the bill, the Chairman of the

Board would assign responsibility for the performance of particular

delegated functions. A provision requiring Board review of action

taken at a delegated level, at the instance of any one member, would

(1) assure any party adversely affected by such action of a means of

administrative appeal and (2) provide the Board with an effective

means for review and control of actions at the delegated level.
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It mould not be anticipated that the Board would delegate

its more important functions. On the contrary, it is envisioned that

only relatively minor functions would be delegated at the outset and

that determinations whether to make further delegations would be made
in the light of experience.

The Board urges that this proposal be given favorable

consideration by your Committee and by the Congress.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wh. Moe. Martin, Jr.

Enclosure
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable A. Willis Robertson, Chairman,

Committee on Banking and Currency,

United States Senate,

Washington, D. C. 20510

Dear Mr. Chairman:

Item No. 12

3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

The Board of Governors wishes to recommend certain

amendments to the provisions of section 22(g) of the Federal Reserve

Act regarding loans by member banks of the Federal Reserve System to

their executive officers.

These provisions presently prohibit a member bank from

making loans to any of its executive officers, except in an amoun
t

not exceeding $2,500 and then only with the prior approval of a

majority of the bank's board of directors. In addition, an executive

officer is required to make a written report to his bank with 
respect

to any loan obtained by him from any other bank.

The Board believes that these restrictions, first enacted

in 1933, are unrealistically severe in the light of changed economi
c

conditions and that they should be liberalized.

In 1956, in connection with the then proposed "Financial

Institutions Act", the Board recommended that the $2,500 
exemption

be increased to $5,000. This change was included in that bill as it

Passed the Senate in 1957; and the bill would have also reli
eved

executive officers from the burden of reporting borr
owings from other

banks where they would not exceed $15,000 in the case of home 
mortgage

loans or $5,000 in the case of other loans. The Report of the

President's Committee on Financial Institutions in April 
1963 recog-

nized the desirability of increasing the $2,500 ceiling on
 the amount

an executive officer may borrow from his bank.

The underlying purpose of restrictions on loans b
y member

banks to their executive officers is unquestionably s
ound. However,

the Board believes that some liberalization of these 
restrictions

would not be contrary to the public interest. In addition to an
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increase in the basic ceiling on exempted loans, the law should

Provide a special exemption with respect to mortgage loans covering

the purchase of an executive officer's home.

Accordingly, the Board recommends (1) that an executive

Officer of a member bank be permitted to borrow from his own bank up

to $5,000, or, in the case of home mortgage loans, up to $30,000;

(2) that, in lieu of the present requirement for prior approval by

the bank's board of directors with respect to exempted borrowings by

an executive officer from his own bank, the officer be required to

report any such borrowing to the board of directors; and (3) that

reports as to borrowings from other banks be required only where they

would exceed in the aggregate the amount an executive officer could

borrow from his own bank. In connection with these changes, certain

Obsolete provisions of the law should be repealed.

To preclude favoritism, these changes should be accompanied

by a requirement that any loan to a bank's executive officer shall be

made on terms not more favorable than those extended to other borrowers.

There is enclosed a draft of a bill that would amend .

section 22(g) of the Federal Reserve Act along the lines above

described. The Board urges favorable consideration of such a bill

by your Committee and by the Congress.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC. Martin, Jr.

Enclosure
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable James 0. Eastland, Chairman,
Committee on the Judiciary,
United States Senate,
Washington, D. C. 20510

Dear Mr. Chairman:

Item No. 13
3/15/65

OFFICE OF THE CHAIRMAN

March 15, 1965.

Section 212 of the United States Criminal Code (18 U.S.C. 212)
Prohibits a member bank of the Federal Reserve System or a nonmember
xnsured bank from making any loan to any examiner or assistant examiner
Who examines or has authority to examine such bank. Conversely, sec-
tion 213 of the Code (18 U.S.C. 213) makes it a criminal offense for
any examiner to obtain any loan from any member bank or nonmember
xnsured bank examined by him.

While these provisions of law, designed to prevent conflicts
of interest, are based upon sound principles, the Board believes that
they unduly and unfairly place bank examiners at a serious disadvantage
ln the obtaining of financing for the purchase or construction of homes.
Modification of the law to permit insured banks to make home mortgage
1°ans to examiners up to some maximum amount prescribed by statute
would not, in the Board's opinion, defeat or impair the accomplishment
Of the purposes of these provisions.

Accordingly, the Board recommends the introduction and enactment
.(,)1 appropriate amendments to the Criminal Code that would authorize an
'alsured bank to make a home mortgage loan to an examiner up to an amount
11°t exceeding $30,000. A draft of a bill for this purpose is enclosed
herewith.

While such a bill would make it possible for a bank examinerto
Obtain home mortgage financing from a bank that he has authority to
amine or a bank that he may actually examine, it would be the Board's

Pe°1icY not to permit assignment of any examiner to participate in the
)tamination of a bank with which he has a home mortgage loan outstanding.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC. Martin Jr.

flelosure
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