',

)

172
A-meeting of the Executive Committee of the Federal Reserve Board
% 12 Washington on June 9, 1934, at 10:30 a. m.

PRESENT: Mr. Black, Governor
Mr. Hamlin
Mr. Miller
Mr. Szymeczak

Mr. Morrill, Secretary

Mr. Carpenter, Assistant Secretary

Mr. Martin, Assistant to the Governor

Mr. Paulger, Chief of the Division of
Examinations

Mr. Leonard, Federal Reserve Examiner

Mr. Vest, Assistant Counsel

Mr. Wingfield, Assistant Counsel

Mr. Chase, Assistant Counsel

Mr. Williems, Assistant Counsel

Gove
Thor Black presented a memorandum prepared at his request

dor 4
&te (s}
T Tune ¢, 1934, by Mr. Paulger, Chief of the Division of
'H.Ons

Rﬁﬂexvve Bank

the °f New York. fhe memorandum, which was read, set forth

* With regard to the examination department of the Federal

Qetion ¥
h
o 4 leh it 4g believed is necessary to bring the department up

esired
emﬁai ®fficiency and referred to the comments on the department
Qe

din 4
Iy he Teports of the last two examinations of the bank. The
“mnmd

w g)g
Regg © Teferred to the statement made by Mr. Case, Federal

* deen gy 4
Qtthe © Federal Reserve Bank of New York, at the meeting

Board
o
gy " My 29, 1934, that within a short time he expected to
Scommg
‘. Rdations to the Board regarding the strengthening of the
0 de
Yq PaTtment of the bank, end it was stated thaet no such

datIOn
8
had as yet been received.

. Mil
o 1T stated that the condition of the examination depart-
h

€ Feqe
me‘meati Tal Reserve Bank of New York presents to the Board again

Reyy

On ag
to itg responsibility in obtaining satisfactory examina-
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of
Member banks and he reviewed briefly the consideration which had

8
en 8iven by the Boan

h d to this matter sinece 1926. He stated that he felt

® Mattey

should be thoroughly reviewed by the Board with a view to de-
I'Nining Vhat itg
Te)

te

policy as to examinations will be and that, while he

% the
F
®deral resepye banks should be as independent as possible, he

W

that, in order to obtain a satisfactory solution of

blepy
of SXaminations, a plan should be worked out under which the

4 woyy
d
have mope effective supervision and control over the bank

"o ng 14
on ¢
Unction of the various Federal reserve banks and so that

th

L}
: units in a
J

€anizations of the Federal reserve banks may be considered

Olngq larger Organization and as units that are capable of being
WA eog

Qhulab rdinated Whenever necessary in order that examiners may be
le to
® &n independent examination of any member bank,

discuérter discussion, action was deferred pending
t§i°n 8t a meeting of the Board next week when
r members of the Board are present.

G

Towy

th

ported that he had talked with Semators Glass,

» Barkley and Wagner, who are the Senate conferees on

8 ing
ustrial eredit piyy
’

Whieh

Wwhich is now in conference, and that the first
Advige
q that they would only agree to the bill in the form in

mmted 9 Senate, which statement, Governor Black said, he inter-

to
an tha
Rageq wily © unless tne Senate bill is approved, the bill that is
bm&s. Go R 1o Provision for loans to industry by Federal reserve
Vernor B
la
ill»whieh h s addeq that copies of the statement with regard to the

€ h
) ad pp
DI)r"‘fed Prepared for the conference committee, and which had been

by ¢

ke ing
i
Vidual members of tne Board, had been submitted to
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Seng

or o
P 1ass with the request that he deliver copies to both the House
Senate Conferees,

" The statement referred to by Governor Black read
fo1
Ows;

n
olosedAtBtudY of the cammercial and industrial situation has dis-

Top Credyi t-there exists throughout the United States a real need
% in the form of working capital for the smaller commercial
wustrial concerns.
that t%g Deed became so apparent during the early part of this year

Pl'esident tﬁancial agencies of the Govermment were asked by the

"he the y th
Vhat agenc
"

Cooperatively consider the question and determine, first,
ére existed such real need, and second, if such need existed
¥ of the Government could best be used to meet the need.
the Tpgy Tesponse to this Presidential request representatives of
Insurancsuryv the Reconstruction Finance Corporation, the Deposit
the Fope . OTPOTation, the Budget, the Federal Farm Administration,
m&tter ers Loan Corporation and the Reserve Board considered the
Sy, Neeq determined first, that the need existed, and second, that
gj 880n o %ould best be met through the Federal Reserve Banks by

s UBeLr location and eredit facilities.
hin ang g fmdin@ was reported to the President and approved by
Pare Treasury and the Federal Reserve Board were instructed
In the o 2 plan to achieve the end desired. This plan was embraced
Y88 frans8ilal bill for twelve intermediate Credit Banks, which bill
fng Cmimtted with his approval by the President to Chairman Fletcher
Steagall,
TG nsideration of this first bill the Senate Committee gave
substitutm %0 a substitute bill introduced by Senator Glass, which
Reﬁerve ® bill g the approval of the Administration and the Federal
the Senatg Tds This substitute bill known as Senate Bill 3487 passed
fon . The O Nay 10, 1934, as amended.
O Twork U%ed which this bill met was the need of smaller industries
iquig capcapital,' which may well be defined as 'a revolving fund

{tg a"UPQR co

li)ndust 1 i1%al to be used in the transaction of a commerciel or
re ®Xtendeq USiness and to serve as a basis for additional credit to
lxeq Y commercial banks but not as capital to be invested in

i "meegﬁents such as lend, buildings and permanent machinery.'

0 Sdig Sk 1 was intended to supplement the needs of commercial
hapital 18 Would be supplied solvent concerns by the banks, and the
ey o038 Which would be supplied either by investment of stock-

lng o § srr:he facilities of the long time capital market.
mag, C2Pita) ¢y was made of the probable need in amount of such work-
de for small industries. No survey and no estimate has been
Probable or possible needs of such concerns for either
¥ or capital investment.
- Bill 3487 was pased upon a survey of 5,000 banks exd
8 of Commerce of the probable needs of small industry

Qf th
Co G}
%i‘cial oreqj
100g oy eete
amh
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g Working capital alone. This survey was made by the Treasury
angd the

Re d its results given to the Senate and House
Banking &nt‘slegz‘:'r}:z:;dc;r;nittees. The Administration expressed its
l6sire that loans for working capital should be made through the

S8erve S under the plan embraced in S-3487, and later a willing-
295 that Such loans for working capital might be made through the
emc’m’t"‘“’"ﬁ-011 Finance Corporation in those cases only where the
sdeTal Regerve Banks declined to make them. In aceord with this
later 8XPression S-3487 was amended by the Senate to provide such
a‘uthOI'ity.
eapitns'3487 neets the need of smaller industries for working

&L by providing:

"Firstl,) Thatizge twelve lederal Reserve Banks in exceptional
31&18:8 make loans for working capital direct to the smaller in-

Strialisy < ———
"(a) When such loans camnot be obtained from usual souices,
"(b) When the maturity ot such loans does not exceed five

Lears,

fop "Second, That; the Reserve Banks may purchase from or diicougz

by i financia) institutions such loans for working capital ma et

' oy s finanejal institutions, or may make commitments to so purchas

3 Gitgise°“nt Such obligations, when such financial institution would

& has twenty per cent of any loss on such loans, or advance
of such loans.

Preg "Th *d, That such loans at any one time might be twice t?ethe

billent SUrPlus of the Reserve Banks, which under the terms o ba”

48 itwo A be $280,000,000. It was estimated that this sum, rgv - ng

Worley voulg, Would be required to meet and would meet this need o

%8rital for smaller industries.

t°gethIt ™as felt that the twelve Reserve Banks and tkllje.iizi graxggllﬁg,

Prog ter With theiy large credit information and faeci e 3 me

the ULy meet this need and make these loans. It was intende o

1t 'Bnn lor industrialist might go direct to the Reserve Bamks,illi

he pogt CL that the banks themselves would engage largelytin fke ng

°°m!nitme§ti'n View of the power given to the Reserve Banks to ma

i banks, such
nl %0 purchase the loans from the commercial ‘
dsmaanngi”ng the commercial banks the right to employ their funds until

them, when
Mmercial credit, or otherwise, was made upon ’
Bag-zla‘ ;uoh commitments they c’:ould transfer the loans to the Reserve

or Y immedigtely needed funds.

0487 hext Provigd for an industrial committee in eacil Rez:i've

Ile(‘1710;); einsidel‘ these loans and aid the Reserve authorities in ¢
}1 Chagg S2Ction 2

Of g4 11O the g
Regg °k of th

shall pur-
of g5~ xt provides that the Treasury
eserv?an;: thzir beneficial interest in $139,000,000

Ban to enable the
® Federal Deposit Insurance Corporation,
RQBG:: 8 to make thesz loans. This purchase is necessary if the
S are to make these loans:
(Hrst Stause the Reserve Banks otherwise could not with their
he anticipated need.

i
"ol meet, .




1731

i 8/ 9/34
\ B

"
Verse Second' because the Reserve Banks would be subject to most ad-
Part, Titicism if they did not meet the need, or only met it in

n
Third, because loans of this character to be helpful must

lge g

Sur;;::r;iy be attended with certain risks to which the capital and

fangg e Reserve Banks should not be subjected, unless additional

tay integrigpﬁe%hto me:t losses and in this way preserve the capi-
" e System.

thege 4 dgiReserve Banks were willing to undertake these loans if

thep . tional funds were provided, but were unwilling to undertake
Thergise for the three reasons just stated. :

R the pe del‘e&sury was willing to purchase the beneficial interest

1t oogy tn ral Deposit Insurance Corporation stock, first, because

Secang ee Reserve Banks $139,000,000 and at present has that value;

Dake 4y sacause it desired to place the Reserve Banks in position to

fop such Loans, feeling as it did the urgent need of amall industry

Reaern orking capital; third, because it was preferable for the
"Sectios rather than the Govermment to make such loans.

CTiming) lawn:pgle}ndbi of S-3487 make certain provisions of the

n ica €.

to buii‘;c:ign S provided that the Reserve Banks might be called upon

their, atia Ullding for the Federal Reserve Board in Washington at

Wag Dade o not the Govermment's, expense. The need of such building

the asuiparent by a recital of the present crowded condition of

rl°or3 of ai Bullding and the necessity of renting approximately three

& nseetion:fi’ice building for Board purposes.

i Tking oapita] . 2, 3 and 4 of S-3487 provided a plan for furnishing

eent’ the g, to small industries which was approved by the Presi-

Very eredit :etary of the Treasury, the Director of the Budget, and

N L N4 financial ageney of the Goverment. In the hearing

Tovigq o Date Baniing and Currency Committee Seetion 5 was added,

be Paig f:r& building in Washington for the Federal Reserve Board,

Se Wemmeby the Reserve Banks and to be erected without expense

bueret&ry S thnt. This amendment was specifically approved by the

ilding. ©® Treasury, who was familiar with the needs for such

"At

§§°°nstm;‘2;’;inal hearing before the Committee the Chairman of the

® b1y, Finance Corporation expressed his full accord with

n
Seetioin the

“S—
—

i:ﬁaﬁe the bill was amended by Senator Barkley by adding
35 8ave authority to the Reconstruction Finance Corpora-
avaie“ins the 808 to industry 'for the purpose of maintaining and
L "hiellfble at baz{p loyment of labor' when credit 'is not otherwise
ong 4, CR8 apply 8 Or at the Federal Reserve Bank of the district in
t i tant is located.! These loans in the aggregate at any
41 Tl gpepg Xeeed $250,000,000.
tngy 'S Qegqr Relt Was accepted as being in line with the Adminis-
Ustry, ©S and as an ultimate step in securinz this aid to




\ 8/9/34
)

-y

“8=

i 1934
"The bill as amended was passed by the Senat;lo:htagoig;nment,
this b1y having the approval of the Presidegt% g L e
%8encies hamed and of the Senate, was transmit Z i i
"Hearings were had by the House Banking anh iy G
ey Practically the same information was furnis :o sy ol b
% the Governor of the Federal Reserve Board as B
° b6 mat by 4pe bill and the plan with its apiioz aéending S
by o 00 May 23, 1934, the House passed its bi y
Y 8%

h the
Tking a1l of the Senate Bill and inserting a bill wit
tollowing Provisions:

law em-
"First, certain amendments to certain EQCtizzsmzietzzrtain .
Sovering “he Recoms truetion Finance Corporation

®xtensiong,

"Secong

! ce Cor-
» 8 certain amendment to the Reconstructé:gtzzgag-d e
toeebon 4¢t by adding a new section to be known as bifon Ped et
ey det. 8 section authorized the Reconstruction ol
aoTation 'for the purpose of maintaining and increisiﬁ iy
o Llabor when credit is not otherwise iviiizgse e e
fisziloans %0 any industrial or commercial bu ¢

8 Ty loans to
b indugg » established prior to July 1, 193§3 zgziion s
#ﬁ be adequately secured, to be made directly or in coop
\ S or of

rtici-
her lending institutions, or by the purchaS:S?ftgabe made
pati°n3. 8d to have a maturity not exceeding five yeat any one time
‘nly When © borrower is solvent , and not to exceed a ox;yto exceed
Outatanding ¥300,000,000; the loan to any one borrower n31 1935.
$100'000, and thése ioan; to be made only until Jinuar§0Vi;ions in
g 'n. 1eW Section 5-d differed from the simi artqu the aggre-
8 Senatg bill in two respects; first, in the amoun 4300, 000, 000,
8ate op Sueh loang being raised from ;250,000,000 tZd;ent,thaé the
Seconq, that there was no provisien in this aﬁgh loans only if
the DStTuetygy Finance Corporation should make s ve Banks. This
® loang °ould not be obtained at the Federal Reser
°°ndit10n

i by the
Admgy, Wa8 in the Senate bill, was the condition approved by
by g Sbraty

such loans
°L as a condition precedent to the makiggtgided el
hg i Re°°nstruction Finance Corporation, and was
irve thege 1

ans ma imarily ax al rve Banks
t:g Wiy e e ik tytzi g?:ezzzgntelend—
lng o0 COULA Dake them, and second to preven
Py Slcieg

ther in
filling the seme need or competing with each o
€ negq

n .

the
Reg Bouse i) then in section 14 authorizes_éginsi:ywith capi-
tale» ¢ ks to industry 'for the purpose of prOV1thegsenate bill
Qutﬁ is Section Tollows the similar section of that the limit
i Such loans fop 'working capital,' e%cept ooaooo as pro-
‘ Videq t 19808 spa1y pe §-10,000, 000 JuBreRd of 0, 000 N0 B8 L0 by
'U theed 3 © Senate bill, tﬂis authorized amount being te bill anthor-
a1 Ms8iop °f the House of that provision of the Seié Reserve Banks
then% She Secrotary op the Treasury to acquire from ¢ eosit Insurance
Corpoenericial nterest in the stock of the Federal xR
"tlon op gy, value of 3140,000,000.
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that uﬁé:? :}111 respect to the action of the House it is suggested
YOrking g 1t: provisions of its bill the original purpose to supply
bily &uthofi 1 to small industries camnot be fulfilled. The House
p°r&tion Onl;e? loans to industry by the.Reconstruction Finance Cor-
ent, 1 feias ifor the purpose of maintaining or increasing employ-
O Provisiog g s needed for any other reason it cannot be supplied.

he dods % 8 made for th? assumption of only a proportionate part
& bank ¢4 obty a bank, nor is there any provision that would enable
4 whey 3, ain a commitment so that it could make the loan initially
Dor&tion Tﬁeed of funds sell it to the Reconstruetion Kinance Cor-

: ® short duration of the power to make such loans would

"AgaiHOUm}tment, if made, practically inoperative.
"for ¢ . » the power given to the Heserve Banls to make loans only
the Federgirpose of providing a concern with capital' would preclude
tal, as u39dR°83rVe Banks from making 'working capital' loans. Capi-

ton in the House bill, is a well recognized term. It means
holders 5 Te invested in the capital structure by partners or stock-
1&nd, buiy ? Partnership or corporation respectively. It goes into
a °°mmere?8s’ fixed machinery, plant, or the corresponding features
Paiq pagy  iob business. It is not a loan - it is not intended to be
r% toul not OIt is an investment to be fixed for income purposes. It
v No bank, aidSSibly be paid back out of profits in a five year period,
tnveated ca 1€°rtainly not a Reserve Bank, could supply such permanent
° suppy Si;ha%ixe§t1WOUld peivert the function of any credit agency
"o nvestment.
em ital fop extension or improvement may be secured in the long
Ttion thm&rket, this term covering a period of years in which a
t ma : Profits may be amortized to repay such long term capi-
L4k i- No commercial bank, and certainly no Reserve Bank,
be used OUOh long term capital. Working capital only, which
SUpplieq 21Y for a limited period and a limited purpose, could
b Wouldyd he banks or the Reserve Banks. The history of this
® ang o isclose that such working capital was not intended to
it "It mustnst be loaned by the Reserve Banks under this House bill.
fiets the pr°v1°1r3membered in this connection that the House bill
tioial terestsionéof the Senate bill as to the purchase of the bene-
p 0 g ok, g n $140,000,000 of Federal Deposit Insurance Corpora-
DE§P°Bes only g S amission and the limitation of loans for capital
andvidina work USt result in two things: first, the prevention of

8¢ capital to small industries by the Reserve Banks,
:hlimitation of even capital loans to such amount as
free) right szGBerve Banks supplying the needs of industry.
! fug \s °°n°eded the House to pass such statute as it approves is
:) * It is not intended in any way to criticize its

by S
oy Upon 4 ® are endeavoring only to point out the effect of its

m&ke Such ¢

L\ e
rki‘@ Capit Primary Purpose of the proposed legislation to provide
for amall industries.
sy indugt Board has long felt the need of working capital
lities of Tles, They have been willing to assume the respon-
1s need if they were put in position to meet them.

n
Top ® Reservye
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“Under the Senate bill they can and will fully function. Under the
Houge bill they cannot. They are willing to assume a responsibility

b

it 0 addition to their other large responsibilities, they can meet

"The Ho s reference to the provision in the
Senate bill :Zgogéiingméze ggzerve Board to assess the Reserve Banks
o" the cogt of a building in Washington for the Reserve Board. We
29 Rot Understand the reason for this omission and we refer to it
Y IBHYY Kegause of the urgent need for such a building. Up to the
fusage of g Banking Act of 1933 the Treasury was instructed to
;ﬁrnlﬂh Quarters in the Treasury Building for ReserveFBoard purﬁoia:;
t s °bligation was removed by the Banking Act of 1933. Nevertb:i;di
the Treasury pag generously furnished the best quarters in that 1 ng
tg s Boarq, tnjg generosity being limited only by the capacity o
i b311d1n€ and the needs of the Treasury itieif. Sl in
Xpandi of the Treasury call for m Ay
;:fﬂnding "zﬁk Ofn%hzegg:rd has crowded our quarters in the Trea;;ry
of %iing and has made necessary the rental of practically thr?il boors
2 oorehem office building. The additional work which will be

ill call for
Nopg utse EOard by the Exchange and Securities Act w

Space. The departments of the Board are scatter;ﬁ aigeds
°f th T®8ults cannot be obtained from a scattered force. :ment
Of g Teasury ang of the Board both make necessary the procui s
8 buy for Boarg purposes. Since the Senate bill entaile
oo turg Y the Govermment for this purpose it would seem that the
my ot Of thig purpose would be readily approved by Congrg;s.
emPhaaEhis Demorandum is submitted only with the earnest puiiozge s
that e 2ing the neeq of industry for working capital a:i Zithis needp
be e, n Tessional action may be had that will insure tha

Govemor Bla ek i

© stated that in talking with each of the sena-
Tof

R % above he had made the following suggestions to them:
i of the Senate
. i 548 8 erence Cormittee
ftil s Sh Under 1€§rz:§1sb;rg:dggn§mple funds for working capital
Serve por, DUStrieg, this credit to be supplied first by theire-
"S&nk Sécond by the Reconstruction Finance Corporation. g
H to o Ar the provisions of the Senate Bill are not substan
rOIlowed' hen eliminate all provisions authorizing the re-
Ce ¢ iy SUPDPly such credit and remit to the Reconstrz:tiozds
* mayy °r§3ration the task of protecting and conserving the ne
E svrles for wo ital.
the rzhird’ 8pprove the siiiﬁgnczg the Senate Bill which authorizes
waﬂhine:§i°n by the Reserve System at its expense of a building in
" R9R e Walarat e dasrs BiAzh A

n
°°nnect1°n With the above, Mr. Miller referred to the position
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Prevyg
Us),
¥ %aken by the Board that it would be desirable to have credit

o the
ki
i 74 referred to extended by only one agency of the Government,
he s
Uggesteq that the Board reaffirm that position. Governor Black

®d that
statement b

Stag
ur, Miller's suggestion is practically incorporated in the

X ®ded to Senator Glass, and Governor Black stated that he saw
Sasop W
By the Board should alter its position in that regard.

GOVQ
Tnor Rlack then presented a letter addressed to him under

d&te
of
une
o ®» 1934, by Governor Harrison of the Federal Reserve Benk of
°I‘k’ in
¢
n, 4, losing g Copy of a letter received by him under date of May
] 34

of b Jackson E. Reynolds, President of the First National
* the ::0::% Stating that the First Security Company, an affiliate
taggy, R bank, had within the past year been dissolved and its
of the s ! ed, that stockholders owning more than 98 1/2% of the stock
g . ad turneq in their stock certificates (indorsed to show an
ategy Security Company) and had received in turn certifi-

bank bearing no such indorsement, that under section

the Of 1933 the stock of a member bank may not represent

stcek Of

8
DEQt N oy o the b o

4ty Corporation after June 16, 1934, and that it is ex-
t

shopt
ooy a 1y after that date a dividend will be payable upon the
the '

Natj
l'“ishecl onal bank. w. Reynolds' letter requested that he be
Wit

h an

Tent of °Pinion as to whether it would be lawful to make pay-
8 divig,

b Sto ®ad to the bank's stockholders still holding indorsed

Cortipy
" 4 ¢ates or whether such dividend should be withheld on

Cap ¥, in ignorj
t ing the bank's request to turn in the indorsed

ieates £o

Ty
he issue or unindorsed certificates, the holders are
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®lthey
| in Violation of law or are at least making it impossible for the

t
° Comply with the law.
After discussion, counsel was requested to
consider what action should be taken by the Board
in connection with the letter.

There Were then presented Clayton Act applications for permission

to g
Brve
i 8% the same time as officers and/or directors of two or more
8 £4
* Tiled py the following applicants:
Wilson H. Lee T. Frank Luby
John D. Cosgrove J. W. Malone

R« M. Ransbottom

After brief discussion, the applications
Were ordered circulated sgain for consideration
at a meeting of the Board next week.

Gove
Dagq TOr Black then reviewed, for the information of the members
ng

tay

)

the
Provisions of bill 53748, entitled, "A bdill to amend cer-
*9¢tiong

% Othe
the e

1
°f the Banking Act of 1933 and the Federal Reserve Act, and

Tp
"TPOS6S", which was reported by Senator Bulkley on behalf of

itteq
o Banking ang Currency of the Senate on June 6, 1934, and

by

Qalled

attg

Seotio, “%ion to the fact that Section 3 of the bill would amend
3

of £
1934, 5 e Banking Act of 1933 to read "From end after January 1,
0 ofey,
e
Yorgy, s director, or employee of any corporation or unincor-
102, no partner or employece of any partnership, and no

) Guatgmer
I”‘“‘lic 8a) ———2rlly engaged in the issue, flotation, underwriting,
e

Dayp g
t tieipatmn
8
Y g time &n grpy
%o @8r or director of any member bank, * * * ", whereas,

or § :
Istribution, at wholesale or retail, or through syndicate

of
Stocks, bonds, or other similar securities, shall be at

' 83 op
leinalyy enacted, provides that "From and after January 1,
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: fficer or director of any member bank shall be an officer,
Pectop
* OF manager of any corporation, partnership, or unincorporated

QSsOci
atio A
1 engageq primarily in the business of purchasing, selling, or

“80'@1
ati
i Securities, * * * n, Goyvernor Black said that he was of the

0
Plujoy that the wo S

te "customarily" should not have been substituted for
Worq n

Primarijyn g

ke The Governor was authorized to send a letter
Senator Bulkley recommending that the bill be

imended in accordance with the opinion expressed
v Governor Black,

Theye
the g "as also considered a memorandum dated June 4, 1934, fron
vi

8ion 4
willi of Examinations, referring to the letter addressed to Mr.
an,

8, Fed

Wy 4 °ral Reserve Agent at the Federal Reserve Bank of Cleveland,
ate of

ot g, lay 29, 1934, which stated that, after careful consideration

the ¢
ac
Cony ts involved in the application of the Farmers Deposit Trust
s'"tem ) Pennsylvania, for membership in the Federal Reserve

' ang in v s
the Bo 1eW of the character of the business of that institutionm,

ard §
%8 not feel that

sto it can properly approve its application for
 to

&dnu -

nemb
Setion of °Fship. The memorandum stated that, in view of the Board's

31
ti%s of ¢ 1 OASe, regarding its policy in connection with applica-
Tugg

eo
Dehosit "Panies for membership, the application of the Farmers

¢ Tt Gom
fa as 4 ®0Y is submitted to the Board for reconsideration, but

he [\
Ompan
Drhleipal el very little banking or trust business and as its

ction
h%iiug o8 Slace its organization twenty years ago has been the

¢ s Majority bl
ay ock of the stock of the Reliance Life Insurance
' Whiop Cannot 4
e

of the "

5 Considered a proper function for a member bank
8ra) Reserye Sy

Stem, it is recommended that the Board's letter




5/9/34
=]ox

of MW
29
» 193¢, disapproving the application, be permitted to stand.

The recaommendation of the Division of
Exeminations was approved.,

Rer
°Ténce was made to a memorandum dated May 16, 1934, from Nr.

s, Asgy
Stant Counsel, submitting a tentative draft of a proposed let-

o 4o
the c
. hairmen of all Federal reserve banks, relating to procedure
respect t0 exami 3
the @minations.and reports of condition under Section 21 of

Baneyy
e 8 4%t of 1933, which provides that after June 16, 1934, it shall

Wlayy
A for any person o

b’lai I organization engaged in the securities

n@sS tO
e
ang 188ge &t the same time in the business of receiving deposits

also r
or
o any person op organization (other than financial institutions
8

Federal ubject to examination and regulation under State or
law) 4

© engage in the business of receiving deposits unless such

Derao
n, £y
T, g
org&niz * “Orporation, association, business trust, or other similar
the all submit to periodic examination by the Comptroller of

Tency
r ")
by the Federal reserve bank of the distriect and shall

® a
it i Publish Periodi
8 l‘BBQurces

an
g Uy 4 11&b111ties, such examination and reports to be made
Llisheq at the 3

€ reports of its condition, exhibiting in detail

fegt ang Same times and in the same manner and with like ef-
Den
1 altiea as are

&88001 Qtio

now provided by law in respect of national bank-

ns
tl‘ansacting business in the same locality. The memorandum

t Tor the Boarg?
On

\

%‘9%1 S consideration, certain questions of poliey in

wit
Qugy B the Proce

*long dure to be followed, and suggested when these

Bog e det .
Y s ®Tined the draft of letter, modified to conform to the

ed to the Comptroller of the Currency for his
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°°n51d°rat1°n.

The questions raised in the memorandum were considersd
804 Counge) Wwas requested to discuss them with the Comp-
roller of the Currency. For the guidance of Counsel in
© discussiong of the matter with the Comptroller, the
SCutive Committee expressed itself as follows:

(1) If a person, firm, corporation, association,
business trust, or other similar organization submits
%0 examination by a rederal reserve bank, the reports
Of condition required by the statute should be sub-
Ditted to the bank, and if the examination is to be
Dade by the Comptroller of the Currenecy reports of
®ondition shoulg be submitted to that office;

(2) The Federal reserve banks and the Comptroller
°f the Currency should cooperate in taking affirmative
8teps to acquaint persons or organizations who may be
affected, with the provisions of the law; and

) The question which authority should conduct
the ex&min&tion, where a person or organization offers
¥0 submit to examination either by a Federal reserve
Or the Comptroller of the Currency, should be dis-
ussed with the Comptroller of the Currency with a view
® Teaching g decision as to the desirable procedure.

.VbstTh:ZO ¥48 then presented a memorandum dated liay 25, 1934, from
)
Dhmits ; ting that, in connection with action upon applications for
th°clayt°ner >ection 52 of tne Banking Act of 1933, and Section 8A of
theiht&ntigAct’ N Board, in accordence with what is believed to be
e]-ieved fa iy Gongress, recently adopted certain policies which are

b mmliml ® °f general interest, and that it is recommended that there
1nthe £o e June issue of the Federal Reserve Bulletin statements
Yty Boardnn attached to the memorandum relating to the position teken by

°n the f°11°W1ng subjects:

Unggq (l) Iss\lance 0

Seqt T permits for interlocking directorates
ectlon 32 of

Banking Act of 1933.
32 of

2
(tgepg:ﬁita to act as correspondent bank under Section
ing Act of 1933 in connection with securities
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gi’ecifically excepted from restrictions of Section
6 of the Revised Statutes.

ing (3) Applications under the Clayton Aet involving
5 erlocking relationships between national banks and
T8anizations which carry margin accounts.

® hepop
% 42dun had been eirculated previously emong the members of the
T ang lr,

Vesttrg Tecommendation approved by all the appointive mem-

g
rs Of the Board ¢

he Xcept Mr, James, who had noted on the memorandum that
U noy Tavor tp

© publication of the statements referred to.

After di scussion, it was voted to approve the
E‘mlication of the statements in the June issue of
he Federal Reserve Bulletin with the understanding
t?ﬁt the matter would be brought to MMr. James' atten-
oL upon his return to Washington, so that, if he

®8ired, he could record his vote on the question of
Publication,

Atte
Tedg, Btion was called to the statement approved at the recent
a

RQSQr
Ve Agents' Conference suggesting that the Federal Reserve

Uge th
® Tepeal of Section 31 of the Banking Aet of 1933, It was

(S43025) providing for an extension of the

'hio.h A Surance Provisions of Seetion 12B of the Federal Reserve Act,
8
ow

n
1n tonferencs,

W op iy contains a section which would amend Section
8

Bany
- Ing set of 1933 by repealing that provision of the section
Slag

es t
Fﬂder © stoek Ownership by directors of member banks of the

¥y ¢h X

3erve
RIS th SYsten, ang that, as this is the part of the section to
L] Fe

dep
0 Rty i Teserve agents' statement related, it would appear that
U ng

ed p
° %aken by the Board in compliance with their suggestion.

1 conpg
Ag‘nta' ¢ Stlon with the statement adopted by the Federal Reserve

LT Qnrerence s 5
¥ Yagyg Uggesting that further consideration be given to the

Tor ¢y
e
Computation of reserves of member banks recommended in
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he
TSPOT of e system

comnittee on bank reserves, it was pointed out
th&t M,

i Smead, Chief of the Division of Bank Operations, and Mr. Golden-
Ser Di
! ! YIrector of the Division of Research and Statistics, are meking

Turty
T 8tudy of the matter and are obtaining current information

o Cong
ide 7
j Tation in connection therewith, and that no action by the Board
e
WYY Wh thip b

Thep
© Was then presented the resolution adopted at the recent

ese
TVe Agents' Conference with regard to the Postal Savings

the The resolution was ordered circulated among
meaetmennbm."cx of the Board for consideration at a
ing of the Board next week.

Gousid
N s eration wag also given to the following statement contained

Dinyg,
€3 of the Tecent conference of the Federal reserve agents:
n
Thy
laat sumieghaimﬂn referred to the appointment of a committee early
:’; SXPlangtq 8% the request of the Federal Reserve Board, to prepare
on requztpamphlet of the Federal Reserve System for distribu-
s "Such eommid %o benks applying for membership and to the publie.
t;‘:l Teserve ¥tee, consisting of representatives of several Fed-
eraee ays, pre Sy met in Chicago and, after discussion of two or
1 Resel'Ve B Pared such g pamphlet, which was submitted to the Fed-
"Sinee th::rd in July, 1933, for its approval,
the L ang, ki time the committee has not been advised of such ap-
Bop. Bbter 14 E U8e a continuing demand exists for such a pamphlet,
ardn €ain brought to the attention of the Federal Reserve

Saiq ¢
I'efex'red to fat the Pamphlet prepared by the agents' committee was

the
q Div
ivision !sion of Research and Statistics for review, that the

4 Tely
t
"oy hat because of many inaccuracies in it the pamphlet
h&ve

to
B%-dv b8 Tewrittey

S Stgg » but it was felt by some of the members of the
f
AP that i
o Sight 4 & rewriting the pamphlet its original purpose had been
0
ang 4

h
% while the gesirable procedure now would be to correct
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the 0
Ty
glnal Pamphlet and bring it up to date, such a course had not been

foll
Oweq
: » because there appeared to be no one on the Board's staff who had

£
° Wdertake the work.

At the suggestion of Governor Black, it was
decided to return the original pamphlet to the
Division of Research and Statisties with the re-
duest thet it be revised so as to remove any in-
8Ccuracies in the text and to bring it up to date,
and that the revised pemphlet be reviewed by the

€al Division and submitted to the Board as
Promptly as possible.

Co;
o U8ideration was then given to a memorandum dated May 23, 1934,

+ Bo )
lyam &twright, Assistant Counsel, which had been circulated previous-
Ong

th
W ® appointive members of the Board, sutmitting, in accordance

€ act
; ion taken at the meeting of the Board on Lay 14, 1934, a draft

T
q
biyy to amend 41
€ Federal Reserve Act so as to prohibit any bank,

8oy iati°na Or trust company, and any other organization or per-

"eq 1y 4
Mgy © banking, building and loan, brokerage, securities, in-

05, ind
fmity op trust business, or in the business of reviewing de-
e
ﬂebteqn "8ged in issuing or selling notes or other evidences of in-

8 ¢

r
b‘lﬂines @M occupying any part of the quarters in which any of the
8

a

s9(}‘51011 1 fleiber bank or a bank whose deposits are insured under

g*‘Bted t the Pederal Reserve Act is conducted. The memorandum sug-
) 01‘

1n the reas

Pegy to oo
%ndma Tmending to Congress at this time the enactment of this

ng
t11
%tained t by information in respect to such an amendment can be

Tom the

ous stated therein, that the Board withhold any action

Riv,n * Federal reserve banks and thorough consideration can be

the
br
8Ctica) Problems involved and to the possible effects upon




)=
Other organizetions which would be affected thereby.

The Division of Examinations was requested to
Prepare a draft of letter to the Federal reserve
8gents at all Federal reserve banks, requesting them
%0 make an investigation in their respective districts
88 to the extent to which other organizations maintain
Offices in the banking quarters of member banks and
banks whose deposits are insured, and what the effect
Would be on such organizations and the banks involved
of the Dassage of the proposed amendment.,

ot There wag then presented a draft of a letter to the Comptroller
the
fermey, Teading as follows:

May agReierence is made to Acting Comptroller Awalt's letter of
eapita’ 934, recommending approval of a reduction in the common
Noreoyy 8tock of 1The Seaboard-Citizens Netional Bank of Norfolk!',
{ 2 plan ,;h‘i’irginia. from $2,000,000 to $1,000,000, in accordance with
» the Reeo ¢h provides for the sale of $500,000 of preferred stock to
%ap] ta) :2truction Finance Corporation and the use of the released
Tegerye, ~ SUZWENt the bank's surplus, undivided profits end/or
n
be efrgg: Plan under which the proposed reduction in capital is to
o $500 oed will result in a net reduction in the bank's capital
e tﬁeoo and the release of $1,000,000 of stockholders' liability.
aatisfact &djusted capital and surplus of the bank would be in a
Ty °TY ratio to its deposit liability, if the large emount of
presentusiness ($65,000,000) handled by the bank is considered the
Dr°port1eapital of the institution does not appear to be out of
" tog Y0 its volume of business.
%8p{ ta] tls 8pparently intended to use $500,000 of the released
the rem&.o Crease the bank's surplus by that amount and to place
beep n “0ng $500,000 in reserves and/or undivided profits. It has
t°IMy 1 from the report of examination that the bank has continued
develop nV1dend5 instead of conserving its earnings to provide for
Wouy, g 108395» and the proposed disposition of the released capi-
8 Sbogyy @ble the bank to distribute at least a part thereof to
" Olders in the form of dividends should it elect to do so.
stitut View of the large volume of ceriticized assets in this in-
WNeggs o the extent of its commercial and fiduciary business, the
‘ ey s, 38 to the advisability of the continuance of dividend pay-
the value of the stockholders' liability for the protec-
01“‘lapj_ta‘ Y depoﬂitors, the Board is unwilling to approve the plan

"Iy 5 dJustment as submitted.

:0 be ofe S the viey of the Board thet a capital reduction of $500,000,
W4 pe ;:tiby the issuance of an equal amount of preferred stock,
sir

able and that such an adjustment would meet the present




1744

8/9/34
-]18-

"

tneed:mof this institution. It is felt, however, if a reduction of

the entiznt is to be regarded favorably it should be provided that

the leastedamount of the reduction be applied to the elimination of

Teserves esirable assets in the bank, or to the establisiment of
8gainst such undesirable assets, rather than to place any

Port
°0uni°§ °f the released capital in the bank's undivided profits ac-

Upon motion by Mr. Hamlin, the letter
was approved.

Co
% Uslderation was given to a letter dated June 6, 1934, from Mr,
Vens, Federa]

Tepe
Tr

Vap

Reserve Agent at the Federal Reserve Bank of Chicago,
lcations under Section 32 of the Banking Act of 1933 of

; and directors of the Harris Trust & Savings Bank, Chieago,
nOis

fo
" '’ *°T Pemission to serve at the same time as officers and/or

n“tTh W. Harris Company, Chicago, Illinois, and stating
eN' W.

thn Harris Company, after June 16, 1934, will no longer func-
a

8
fn §
1 Uvestment organization but, beginning with thet date, will be
Mdaty
gy °n, that, in order that the organization may be kept alive

Yquy
fop d&tion, the company desires to have permits, under Section 32,
S8ers, Albert y
Preaident 2
h@a Bﬁnk
theeqm

Qro

Harris, Chairman of the Board, Howard W. Fenton,
» an
4 Frank McNair, Vice-President, of the Harris Trust and Sav-
y to
Serve as sole directors in the liquidating corporation, that

a
®Sires to withdraw the applications now on file with the Board
L\ - Ureq
; thay i

th
Yors ang/or officers for permits to serve both institutions,

i
“tﬁui 3 Teécommended that the three permits be granted as requested.
On wa

8
b, ®alled to the fact that a permit has already been issued to

* Harris, efrective until June 16, 1954, authorizing him to

Barrig o

Tust and Savings Bank and The N. W. Harris Company, and
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that

suu’ While letters hag been prepared to the other applicants granting
orlar Pemission to them, the letters had been held in Counsel's office

pr“;::::i°n and had not been sent. Mr. Chase referred to the position
s ¥ %aken by the Board that Section 32 is not applicable to a com-
2 s, I3 Tquidaston, 4¢ such liquidation involves merely the dls~
ton o 1ts assets and does not involve participation in any new busi-

" ang Stateq
Bogy, that, in his opinion, it would not be necessary for the
d

to ig
gy SUe permits under Section 32 to Messrs. Harris, Fenton and
aip

whi
1e e y, y, Harris Company is in the process of liquidation.

The issuance of permits to Messrs. renton
and MeNair, effective to June 16, 1934, was ap-
Proved, and the Secretary was requested to ad-
Vise Mr. Stevens that, as ‘he N. W. Harris Com-
Pany will be in liquidation after June 16, 1934,
8nd will not participate in any new business,

© Board is of the opinion that pemmits to serve

he two institutions will not be necessary after
that date,

The
Boarg then considered and acted upon the following matters:
Menn
Uyygy Tendum dated June 7, 1934, from lir. Peulger, Chief of the
On of

Laggqy

8 ant
Py Yederal Reserve Examiner, and a memorandum addressed to Mr.
1881- ullde

aminations, submitting the resignation of kr. J. A. Bobb as

r
r“Eam % date of June 2 by Mr. Drinnen, Federal Reserve Examiner, in

m%“rmx
' re ;

Q‘ot 3 SOmmendeqd (1) that Mr. Bobb's resignetion be accepted, effective

s 30) 1934, (2)

O the
Situation leading up to lr. Bobb's resignation. Mr. Paulger's

that he be granted leave from the date of the ac-

i
w‘tted N S Tesignation until June 30, 1934, and (3) that he be per-
0

Xy, 1 %0 his headquarters, Minneapolis, Minnesota, et the Board's

LER B ¢
e 5o desires,

Approved.




to MI‘.

% g4

1746

=20~

- Letter dated June 8, 1934, approved by four members of the Board,

Ma
Urice Newton, New York, New York, referring to his application

dey ¢
ec .
. bion 32 of the Bauking Act of 1933 for a permit to serve at the
%e %
lne a5 g director of

ot The Commercial National Bank end Trust Company
New York

% » New York, as a director of the Manufacturers Trust Company,
Yf Yol.v
K)

New York, and as a partner of Hallgarten & Co., New York, New

» ang
s Stating that it appears that the relationship covered by the
Plicaty
Q 3
N " 18 within the class which section 32 was designed to terminate,

thay
* 8¢Cordingly, the Board is unable to £ind that it would not be

iy
eQnDatible with

1)
h@ ‘ﬂpplicQt {6

the public interest as declared by the Congress to grant

A 1, although in the event the applicant desires to submit fur-

Bl arguments in support of the application the Board is prepared

of ¢ ::‘::e " caretul consideration. The letter stated also that the records
Sral Reserve Board show that on November 7 , 1928, Mr. Newton was

%ted 8 pe
%2y Tit under the provisions of section 8 of the Clayton Act to
at

g

the 8&m8 t ¥
Truat : ime as a director of the Commercial National Bank and

. %mbsz ' 88 a director of the State Bank and Trust Company, and as a

th

°°°heet ® Private banking fimm of Hallgarten and Company; that, in this
lon !

» 1% 4g Observed that the State Bank and Trust Company was sub-

g

op th
Gl Fed
of o

8
°quently

T
€ed into the Manufacturers Trust Company; that it is the view

8l Reserve Board that a permit issued pursuant to the provisions

300t10 8 of th
e

ty, . Clayton Act does not render lawful a relationship which
th

in
tag ” the Prohibitory provisions of section 32; and that, accordingly,

Te
TeTred %o above which was previously grented to Mr. Newton
1

the
C
Q¥ton Act 13 not to be deemed as permitting the relationship to
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2]
Wh
i Y letter refers as coming within the prohibition of section 32.
Approved.

Letter 4o Mr, McClure, Federal Reserve Agent at the Federal Re-

Berve
ik of Kensas City, reading as follows:

b "There are inclosed copies of the Clayton Act permit issued
h:I the Boarg %o Mr. Orlando Preston of Denver, Colorado, covering
Coi SIvice as officer of The First National Bank of Denver, Denver,
Salorado’ and as director of The First National Bank of Salida,
b 1da, C°lorado, for transmittal by you to Mr. Preston and the two

81 together with a copy for your files.
the "In Considering Mr. Preston's application it was noted that

sondition and management of The First National Bank of Denver
bﬁim"d to be satisfactory when the bank was examined July 17, 1933,
19) that, while Mr. Preston has been an officer in the bank sinc:m
riep 8Pparently no particular credit for its condition is due h

% he g not a director and has five superior officers.
Nati "0n the Other hand, the examiner reported that The First S
1ned°n&l of Salida was probably hopelessly insc?lvent when exam :
to thaEi of February 22, 1934, and formal notice of impairment was igjx;
depoe bank on April 9, 1934. It appears that the bank had a.posz
Preeit Mpairment of $77,900, if doubtful assets and securities e:;ld
b aiati,on Were taken into consideration and that the impaimment wo
°'t‘»hef-prmc tely $7,700 if depreciation in higher grade bonds s;nd
Stated bems classified as doubtful were disregarc.led. The exax:iner
Count ‘hat the bank was the only one now operating in the en reit
Sven d apparently still retained the confidence of the commu.;h y
SXan Prior 4o obtaining the benefits of the deposit insurancei 1161
°xperi T furthep stated that the management was weak'and lackbng >
tire) *1ce anq ability and that he believed the president to :heﬁe
has peve combetent to work out the existing situation. Alth:ui\:_
Pl‘estever Deen an active officer of the bank, it appears that ur.bl
degpeq ) PO0aUSE of his negligence, is responsible to a conslder: he?
efrort for the condition of the bank., The examiner reported tlila o 1:
Vas, o ¥ haye Director Preston present during the recent examinatio
B e unsuccessful . >
%o pp, o Board felt that it would be preferable to grant a pceirm X
RS c; ®8%on in order to avoid any unnecessary misunderstan irég v
ot Thenmunity Which might prove detrimental to the best interes sit
auggeatFirst National Bank of salida, but, in the circumstances, :
bank ¢y “hat you endeavor, in cooperation with the chief nationa

ex 8T of your district, to bring about a strengthening of the

Yo :ﬁﬁnent and a correction of the conditions which have given rise

Sub"li: SXaminer: g criticisms. The Board also suggests that, whentigu
Your Tecommendations as a result of your annual review of s
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"
aiermit, you report fully as to the progress made in bringing about
1mPT°Vement in the management and condition of this bank."

Approved .
Letter 4o an applicant for a permit under the Clayton Act, advising

of g
Ppro .
Vel of his application as follows:
Mr. C‘ W.
2 dil‘ector

Springs
of

Stewart, for permission to serve at the same time as
of The Ameriean National Bank of Union Springs, Union
» Alabama, and as a director and officer of The National
Opelika, Opelika, Alabama.

Approved.

Th
ere were then presented the following applications for changes

sto
: ¢k of Federal reserve banks:
lieat PREEoR
io
) gistrict Tk ORIGINAL Stock: S
tiZena .« 5,

N
Berkele;tional Bank of Berkeley Springs,

i) SPrings, Vest Virginia 36 36
Dioeatio
Ti:t;‘ict Nor o SURRENDER of Stock:
8 ——
Sev:§nvva11eys National Bank,
alleys, Pennsylvania 27 27
Approved.
Thereupon the meeting adjourned.

%Dmveq- Setretary.

b . o
Governoy.






