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Minutes of the Board of Governors of the Federal Reserve System

On Tuesday, December 21, 1965. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman

Mr. Robertson

Mr. Shepardson

Mr. Mitchell

Mr. Daane

Mr. Maisel

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Holland, Adviser to the Board

Mr. Molony, Assistant to the Board

Mr. Cardon, Legislative Counsel

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. Kelleher, Director, Division of

Administrative Services

Mr. Kakalec, Controller

Mr. Hexter, Associate General Counsel

Mr. Shay, Assistant General Counsel

Mr. Smith, Associate Adviser, Division

of Research and Statistics

Mr. Leavitt, Assistant Director, Division

of Examinations

Mr. Sprecher, Assistant Director, Division

of Personnel Administration

Mr. Langham, Assistant Director, Division

of Data Processing

Miss Eaton, General Assistant, Office of the

Secretary

Mr. Sanders, Senior Attorney, Legal Division

Messrs. Heyde and Shuter, Attorneys, Legal Division

Messrs. Egertson and Maguire, Supervisory Review

Examiners, Division of Examinations

Mr. Hart, Assistant to the Director, Division of

Personnel Administration

Discount rates. The establishment without change by the Federal

ileSet'Ve Bank of Boston on December 20, 1965, of the rates on disc
ounts

4" advances in its existing schedule was approved unanimously, with 
the

11"erstanding that appropriate advice would be sent
 to the Bank.
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Declaration of dividend (Item No. 1). Pursuant to the recom-

mendation in a distributed memorandum from the Division of Examinations

dated December 14, 1965, unanimous approval was given to a letter to

The 
Ewing Bank and Trust Company, Ewing Township, New Jersey, (copy

attached as Item No. 1), granting permission to declare a dividend in

jannarY 1966.

Bank merger legislation. A memorandum from Messrs. Cardon and

haY dated December 20, 1965, regarding bank merger legislation had

been distributed to the Board prior to the meeting. It indicated that

a c
°mPromise proposal had emerged from discussion by representatives

t he Treasury, Justice Department, Federal Deposit Insurance Corpora-

tilpn, the Comptroller's Office, and the Federal Reserve regarding the

standards that should govern bank mergers. The compromise proposal was

submitted as an attachment to the memorandum, and another attachment

e°naisted of the previous draft proposal that the Board had discussed

ell December 1, 1965.

Mr. Cardon reported that since the memorandum was written

11°ther meeting had been held by representatives of the interested

4ellcies, and it now looked as though any chance of general agreement

on the latest proposal, as attached to the December 20 memorandum, had

Porated. Under the circumstances, he said, he would withdraw the

r,Zec
'rnmendation that the Board indicate agreement with the proposal. At

Q114

this
Point he would not want to ask the Board to take any position.



12/21/65 _3..

After a brief discussion, during which some of the Board members

indicated that they would not have looked with favor on the latest pro-

Pcisal in any event and Mr. Cardon reviewed the difficulties that had

been encountered in trying to reach interagency agreement, it was con-

cluded that no action on the part of the Board was called for at this

time.

Standards of ethical conduct. On May 8, 1965, the President

issued Executive Order 11222 prescribing standards of ethical conduct

f°t Government officers and employees. A memorandum from Mr. Hackley

dated December 10, 1965, which had been distributed, commented that the

4ecutive Order (as previously summarized in his memorandum of June 17,

1965) seemed clearly applicable to employees of the Board, although not

to Reserve Bank employees.

On October 1, 1965, the Civil Service Commission issued general

l'egulations on the subject and directed each agency to prepare and submit

its Own regulation to the Commission for approval not later than December 30,

1965
, as required by the Executive Order. After approval by the Commis-

si", the agency regulation must be published in the Federal Register,

11(1 within 90 days thereafter each agency was to furnish copies to its

141p1oyees. The Legal Division had drafted a regulation that would appl
y

8PeCi f-,ically to the Board's employees; a copy was attached to the Decem-

ber
Lu memorandum. In large part the proposed regulation followed the

Zea
lations of the Civil Service Commission. The Board's regulation
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would supersede certain outstanding Board memoranda with respect to

matters such as outside activities and speculation in securities. It

/4" Proposed to furnish each employee a copy of the regulation, accom-

Panied by a nontechnical explanatory memorandum.

It was noted that many of the provisions of the proposed regula-

i°n would appear, when read literally, to be extremely severe. How-

Ver, at a general meeting held at the Civil Service Commission it had

been made clear that such provisions should be given a "reasonable"

Cons
truction. The explanatory memorandum proposed to be distributed

to all employees of the Board would include, in addition to a general

suzinarY of the Board regulation, certain interpretations that would be

helPful in this regard.

The December 10 memorandum also pointed out that on May 26, 1965,

Chairman
Martin had advised the Chairman of the Civil Service Commission

Of Mr. Hackley's designation as counselor for employees of the Board.

The 
memorandum suggested that it would seem desirable for the Board also

to .
"°1gnate several deputy counselors, whose names would be communicated

to 
employees at the time of issuance of the Board's regulation.

In a discussion of the matter, Governor Robertson questioned

the desirability of issuing a regulation that, if read literally, seemed

to saY something that was not intended. If a "reasonable" construction

eould be made, he wondered whether that could not be substituted in the
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Mr. Hackley said the Legal Division had considered this possi-

bil.
ltY carefully but concluded that it would not be practicable to

atteln-tP to spell out a "reasonable" construction in the regulation.

The difficulty applied, for example, to such matters as gifts, on which

ar---v„"sonable judgment must be reached in the light of the particular

cumstances. This was the type of thing that would be covered in the

azPlanatory memorandum.

After further discussion, Governor Balderston said he sensed a

fael4'ng on the part of the Board, which he shared, that a relatively

br .1-cK advisory memorandum to employees would be studied by them whereas

a long detailed regulation probably would not. He asked whether it

d not be possible to send such a summary to employees and merely

triake the detailed regulation available to those who wanted to refer to

Mr. Hackley replied that this was essentially what the Legal

billiaion would contemplate doing. The Civil Service Commission seemed

t° feel that a copy of the complete regulation of each agency should be

811/an to each employee, or at least a comprehensive summary. Hence,

the summary to be given to each Board employee probably would have to

be
omewhat more comprehensive than Governor Balderston 

appeared to have

mind. Employees also could be advised that copies of the complete

e nlation were available in the offices of the counselor and 
deputy

)1111aelors.
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Governors Robertson and Shepardson agreed that such a procedure

would seem appropriate. However, Governors Mitchell and Daane continued

to feel 
that the proposed regulation was unnecessarily detailed even

for publication in the Federal Register. Since the Civil Service Com-

mission had indicated that certain extremely severe provisions should

be given a "reasonable" construction, it seemed to them that a relatively

brief regulation containing broad statements of essential principles

sb°uld suffice. They thought it appropriate for the Board's employees

to have in mind such things as potential conflicts of interest, and

there were certain legal requirements that must be included, but some

Of the provisions included in the proposed regulation seemed far too

extreme
and unreasonably detailed.

Mr. Hackley noted that publication in the Federal Register of

regulation in form approved by the Civil Service Commission was required

by 
the Executive Order and that this requirement presumably would be

Observed by all agencies. If the Board did not follow such a procedure,

8 0 me

People might suggest that the Board was not willing to go along

With 
the ethical standards that other agencies observed.

Governor Maisel said the idea of distributing a comprehensive

81411sarY to employees made sense to him. If the law said that certain

things should not be done, he thought all employees should have access

to adequate advice. Having gone through situations where people had

(3tten into problems on matters of this kind, he saw advantages in
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rules spelled out in detail. Employees should know what they

e°41d not do; an agency could get into trouble by not giving full informa-

tion to its employees.

Governor Mitchell asked whether the Board's regulation should

a
pplY to Reserve Bank employees also as a matter of equity and uniformity

f treatment, and Governor Robertson suggested that copies might be sent

to each Reserve Bank with a request that the Board of Directors consider

Promulgating a comparable regulation.

Governor Daane said that he would be opposed to such a procedure.

While
he would, of course, want to comply with the law, he did not see

Why 
compliance required the adoption of the proposed detailed regula-

tion' many of the provisions of which admittedly would have to be inter-

Preted to give them a reasonable construction. Unless there was some

w4Y to improve on the proposed regulation, he would not favor its adop-

tion.
Therefore, he obviously would not favor sending the proposed

tegnlation to the Reserve Banks with a suggestion that parallel regula-

tions be adopted by them. It was his understanding that the Boards of

rectors of most, if not all, of the Reserve Banks had adopted resolutions

"vieing employees clearly with regard to standards of conduct expected

to be observed by them on various matters, such as speculation in real

state and securities, and he would not want to see the proposed regulation

f°r Board employees superimposed.

At this point attention was called to a paragraph in the proposed

tegnlation stating that a member of the Board of Governors "shall not
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receive compensation or anything of monetary value for any consultation,

lecture, discussion, writing, or appearance the subject matter of which

ES 
devoted substantially to the responsibilities, programs, or operations

of the Board, or which draws substantially on official data or items

/41lich have not become part of the body of public information." In dis-

cussion it was pointed out that activities of members of the Board were

covered by provisions of law. It was also pointed out that certain

statements of employment and financial interests that would be required

by 
the proposed regulation to be filed by employees of the Board would

nct ba required from members of the Board since the latter were subject

to
s parate reporting requirements under section 401 of Executive Order

1122.)
Therefore, it was agreed that the paragraph of the proposed

egulation to which attention had been called was unnecessary and should

be ,
ueleted. The regulation would then apply only to Board employees

4nd to 
"special" Board employees, i.e., consultants.

Governor Balderston then reverted to the procedure that had

suggested earlier by Mr. Hackley. This procedure contemplated that

Proposed Board regulation (subject to changes indicated by today's

_
'usaion) would be submitted to the Civil Service Commission and, if

appro
lied, would then be published in the Federal Register. Within 90

been

the

xyda
j8 after such publication a summary explanatory memorandum would be

furn.
lshed to each Board employee with a statement that copies of the

s regulation were available to any interested employee in the
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°ffices of the Board's counselor and deputy counselors. (The deputy

COUnselors

would be designated by the Board prior to the distribution

of the explanatory memorandum.)

In this connection Governor Balderston said that he would stop

Short of sending copies of the Board's regulation to the Federal Reserve

13411ks. While he favored the principle of uniform standards, he was

aPPrehensive that such a

might be gained that the

step might be misinterpreted; the impression

regulation was a document the Board had pro-

with a free hand.

The procedure outlined by Governor Balderston, based on 
Mr.

}lackleY s suggestions, was then approved, Governor Mitchell abstaining

atid 
Governor Daane dissenting.

Secretary's Note: The proposed Board

regulation was transmitted to the Civil

Service Commission by letter dated

December 27, 1965.

Kelleher, Kakalec, Shay, Smith, Sprecher, Langham,

Shuter, Egertson, Maguire, and Hart then withdrew from

Messrs.

Sallders, Heyde,

the meeting.

Ittulation Q action (Item No. 2),. Pursuant to a previous under-

there had been distributed a draft of letter to 
Mr.

Str 
-"tc., Executive Vice President of the United States 

Savings

Norman

and Loan

L gunen
in reply to his letter of December 13 and telegram of 

December- .

965
' regarding the Board's recent. action

PaYable on time deposits under Regulation

1)e13°site.

19,

in increasing the maximum rate

Q Payment of Interest on
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Several suggestions for changes in the draft letter were made

by members of the Board, following which approval was given to a letter

in the form attached as Item No. 2, Governor Robertson dissenting because

he 
oPposed the inclusion of the paragraph expressing assurance on behalf

Of the Board that the Regulation Q action was taken with confidence that

it would be beneficial to the economy.

Amendment re promissory notes. Governor Balderston reported on

a nieeting that he had attended yesterday afternoon of the Interagency

C00rdinating Committee on Bank Regulation (at which the Treasury was

re
presented in addition to the agencies included on the Committee).

Aft 
er reviewing discussion that had occurred concerning the Board's

becember 17 action requesting information from member banks on rate

changes made or contemplated on time and savings deposits, Governor

Ralderston also related comments that he had made concerning the status

Of 14.
Lue Board's survey.

Governor Balderston then stated that pursuant to the understand-

ing at Yesterday's Board meeting he had handed to those present at yes-

terday afternoon's Committee meeting copies of the proposed amendment

to R• egulations Q and D that would define promissory notes issued by banks

48 d• ePosits. He said several of those present at the meeting requested

all 0
PPortunity to study the proposed amendment prior to its publication

ill t• he Federal Register for comment, and that this was the status in

Ilhieh the matter had been left.
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There followed a discussion during which some of the members of

the Board expressed their understanding that the action of the Board

Yesterday mmhad contemplated immediate publication of the proposed amend---

ment in the Federal Register. They pointed out that a period of 30 days

after such publication would be allowed for the receipt of comments,

Which would give all interested parties an opportunity to present their

Vie"
w8 e They did not believe, therefore, that publication would breach

the
0.o-called Dillon procedure, whereby a Federal banking agency con-

te
Plating the issuance of a ruling at variance with a ruling of another

such agency was asked to submit the proposed ruling to the other agencies

and 
4l Al---.014 a period of 10 business days for the receipt of comments. Other

meMbers of the Board felt that it would be desirable to bend over back-

"lard to 
observe the spirit of the Dillon procedure, even though it was

riot
Proposed in this instance that a final action be taken at this time.

burl.
hg the course of the discussion Governor Balderston indicated that

he ly
as endeavoring to make arrangements for another meeting of the Coor-

clihatin A suggestion--g Committee very shortly after the first of January.

the
was made that in all the circumstances the publication of the pro-

P.c)aed amendment be deferred for 10 business days, that is, until January 6,

1966 .
' and it was understood that publication of the proposed amendment

would be withheld for that period of time.

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

today approved on behalf of the Board a

letter to the Presidents of all Federal

Reserve Banks (attached Item No. 3)

transmitting copies of the form to be

used by State member banks in submit-

ting reports of income and dividends

for the calendar year 1965.

4-At. jt
4 A

;i1



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2051

Board of Directors,
The Ewing Bank and Trust Company,

Ewing Township, New Jersey.

Gentlemen:

Item No. 1
12/21/65

ADDRESS orrocbm. CORRESPONDENCE

TO THE BOARD

December 21, 1965

The Board of Governors of the Federal
 Reserve

System approves, under the provisions o
f paragraph 6 of

Section 9 of the Federal Reserve Act an
d Section 5199(b)

of United States Revised Statutes, the 
declaration of a

dividend of $50,000 by The Ewing Bank a
nd Trust Company,

Ewing Township, New Jersey, in January 1
966. This letter

does not authorize any future declaration of
 dividends

that would require the Board's approval unde
r the fore-

going statutes..

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,

Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

Mr. Norman Strunk,
Executive Vice President,
United States Savings and Loan League,
221 North LaSalle Street,
Chicago, Illinois 60601.

Dear Mr. Strunk:

Item No. 2

12/21/65

orricc OF THE VICE CHAIRMAN

December 21, 1965.

1965, and 
This will acknowledge your letter dated December 13,

also your telegram dated December 19.

On behalf of the Board, I want to assure you that
the Regulation Q action was taken with confidence that it

vould be beneficial to the economy.

As you know, the System is now engaged in a fact-
fin-ing survey to determine the changes in rates on time and

savings deposits that member banks have made, or contemplate.

When the information is complete we expect to be

in a better position to make informed judgments about the

questions you have raised.

Sincerely yours,

(Signed) C. C. Balderston

C. Canby Balderston,

Vice Chairman.
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Dear Sir:

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D. C. 20551

Item No. 3
12/21/65

ADDRESS arrociAL CORRESPONDENCE
TO THE BOARD

December 22, 1965.

Under separate cover copies of Form FR 107 are being

eent to your Bank for use by State member 
banks in submitting

;heir reports of income and dividends for 
the calendar year 1965.

..!!e form is the same as the one used in subm
itting reports for

re calendar year 1964 except that the r
eference to the Reserve

2r Bank Debt Losses on Loans in Schedu
le D has been revised to

Leflect a recent change in the Internal Revenue
 Service rulings.

E
nclosure.

Very truly yours,

CJAAAA'
Merritt Sherman,

Secretary.

THE PRESIDENTS OF ALL FEDERAL RESERVE 
BANKS


