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A meeting of the Federal Reserve Board with the Federal re-

8
hve agents and the governors of the Federal reserve banks was held

in

ke <
'hshlngton on Tuesday, June 26, 1934, at 10:20 a. m.

PRESENT: Mr. Black, Governor
lr. Hamlin
Mr. Miller
Mr. James
Ir. Thomas
lir., Szymczak
r. O'Connor

Mr. Morrill, Secretary

IIr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

IIr. Martin, Assistant to the Governor

IIr. Wyatt, General Counsel

Ilr. Smead, Chief of the Division of
Bank Operations

Mr. Goldenweiser, Director of the Divi-
sion of Research and Statistics

Mr. Vest, Assistant Counsel

Mr. Parry, Assistant Director of the
Division of Research and Statistics

ALSO PRESENT: Messrs. Curtiss, Case, Austin, Hoxton,
Newton, Stevens, Wood, Peyton, llcClure,
and Walsh, Federal Reserve Agents at the
Federal Reserve Banks of Boston, New York,
Philadelphia, Richmond, Atlanta, Chicago,
St. Louis, ilinneapolis, Kansas City, and
Dellas, respectively.

llessrs. Young, Norris, Fancher, Seay,
Schaller, lartin, Geery, Hamilton,
lMcKinney, and Calkins, Governors of the
Federal Reserve Banks of Boston, Phila-
delphia, Cleveland, Richmond, Chicago,
St. Louis, lMinneapolis, Kansas City,
Dallas, and Sen Francisco, respectively.

Mr. Johns, Acting Governor of the Federal
Reserve Bank of Atlanta.

lIr. Stewart, Secretary, Federal Reserve
Agents' Conference.

G Frideiee : - e
OVernor Norris, as chairman of the Securities Exchange Act Com-

mi‘tt 8

e
' Teported that, after considering the action talren at the Federal
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m*erVQ Apents' Conference on liay 7-9, 19343 the memorandum dated
June 9, 1934, prepared in the legal division regarding the provisions
*f the Securities Exchange Act of 1934 affecting the powers and duties
°f the Federal Reserve Board; the memorandum written by lirs Parry of
the Boarg'g Division of Research and Statistics and dated June 22,
193, Which reported on the preliminary work done by the Board's
e in connection with the Securities Exchange Act of 1934; and lir.
“Memmeiserts memorandum of June 22, 1934, which conteins e tentative
drm of Principles for administering the provisions of sections 7 and
Yok the Securities Exchange Act, the committee hed expressed the view
thAt’ ®xcept with certain minor changes in wording, Mre. Goldenweiser's
m°randmn constitutes an outline of principles with which the com=-
Mttee Was in hearty accord, and which will be helpful to the commit-
"8 168 further study of the subjects that, in view of the importance
orthe 8ubject and the amount of additional material information which
. ls desirable to secure and study, the cormittee felt that, before

it
" pe able to make definite recommendations, it will be necessary

by
Op it to ek g

& more thorough study of the subject; that to this end
by

" “®lthey wi1l undertaks to keep in close contact with Mr. Golden-
%:aer, 8nd desires that he continue to communicate with the committes;
‘cim:hat the members of the committee will make recormendations from
to time and submit a later report.
Governor Norris stated further that the committee was of the

Qpibign ‘

g hat the Federal Reserve Board should adopt only such regula-

oy
a
¥ the Present time as are necessary to carry out the purposes




°f the law and that it should carefully avoid in its regulations any
umlecessary restrictions cn an activity which if properly conducted is
anessen‘bial part of our economic system. He also stated that the com-
Tttee felt that, if it is the pleasure of the Board and the Federal
Toserye agents and governors, it might be desirasble for the cormittee
t°c°ntimle in existence for the purpose of meking a further study of
hesubject assigned to it.
It was understcod that the committee should con=-
tinue as long as may be necessary for & completion of
congideration of questions presented to it in connec~-

tion with the preperation of regulations pursuant to
the Securities Exchange Act of 1934.

A discussion followed, during which a question wes raised as

to the

Status under section 7(e) of the Securities Exchange Act of
34
: bethen now and October 1, 1934, of loans or extensions of
® made prior to the approvel of the Act, end to the question of

€ e
Ifect, of the Act on loans made by banks secured by stock exchange
e
°11&tera1,

and it was understood that these questions would be given
¢

0
i s
dera’Clon by the committee and a further report submitted.

Governor McKinney, as chairmen of the Industrial Credit Com-

mitt
og
* 8tated that Governor Black had submitted to the committee a

Sn
at
ive qrart of a proposed agreement between the Treasury Depart-

%nt

mmu%and the respective Federal reserve banks with regard to the
r :

: 10 which the funds to be paid to the banks by the Tressury

!
p(u'*:‘“an*c b
Pursuant to the provisions of section 13b of the Federal

b » which agreement contemplated payment to the Federal re-
Tve

b
ks by the Treesury, as loans are mede by the banks pursuent
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¥ the Provisions of section 13b, of the emount of the loans made up
% the total of the respective banks' subscriptions to the stock of
the Federa) Deposit Insurence Corporation; and that, while the commit~
teg Undergtands the agreement is subject to further negotiation with
the Tressury Department, it is of the opinion that the matter should
beleft in the hends of the Federal Reserve Board, with the hope that
te 88reement in its present form will be mede effectives
Governor Black steted that he had a further conference with
’ Secretary of the Treasury this morning regarding this metter, at
"o the latter had egreed that he would be willing to exocute the
:@Wement in its present form subject to an informel understending
i the Ireasury Depertment will pay to the Federal reserve banks an
T €qual to the emount of the loans made by them up to $10,000,000,
rOlowing Which the funds for the next $10,000,000 of loans will be
"hlsheq by gy benks, end that this dure will conti ti1
s procedure will continue unti
Bnoyny; equal in the aggregate to the amount invested by the Federal

Qaer
ve
& banks iy the stock of the Federal Deposit Insurance Corpora-

log
hg
® been paiq by the Treasury Department to the banks.

Governor MeKinney then read the following letter received

B i June 22, 1934, from Mr. Jesse Jones, Chairmen of the
r .
“tion Finance Corporation, by Governor Black, end by him re-

Tog
© the Industriel Credit Committee for consideration:
"
duﬂtr'l beg to enclose herewith copy of our regulations for in-
ﬁ%l loans. These cen be altered if and es required.
the proC 56ems to me that as far es is practical under the law,

3°intlc and Federnl Reserve Banks should consider these loans
* 1le e. Federal Reserve Industrial representetives and
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"RFC Loan Committeemen sitting as a joint Loan Committee in con-
sidering industriel loens, inviting the cooperation of banks,
a0d especially the bank having the account of the applicant. In
thig vay, greeter speed will be accomplished, with each agency
taking such perticipation in the loan as may be agreed upon at
Jf:he time of making the loan. By this procedure a greater spread
10 the credit risk would also be obteined.

"Inasmuch as our offices, with few exceptions, are in Fed-
°ral Reserve Bank buildings, industrisl loan applicants could be
directeq to a common office for 'Industriel Loans'; the Advisory

an Committee, composed of representatives of the RFC and the
ederal Reserve Bank, determining whether the loan would be rec-
smmended, end if so, what agency would make it, or how it would
N Participated in; Federal Reserve Bank management, as well as
® RFC Bonrd, necessarily reserving the right to adopt, alter,
5€, modify, or reject recommendations of the Loan Committee.

"There will undoubtedly be loans which Federal Reserve Bank

8gement will be villing to make, in cooperation with banks,
d in which the RFC will have no part. On the other hand,
Yhere w311 probably be loans in which the Federal Reserve and
he Rrg will participate in connection with benks.

"If some such procedure as this is not agreeable to the Fed-
°*al Reserve Board and the several Federal Reserve Banks, the RFC
Wi, at all events, cooperate with Federal Reserve and other

fa 8 énd lending agencies, with a view to facilitating such
ang "

Governor licKinney steted that, after careful consideration of

q)
the factg involved, the committee felt that the filing of applica-

ong v
With the Federsl reserve barks under section 13b of the Federal

Sger
T® Aot should be free from unnecessary restrictions; that their
%o

i .

, derutlon by the Industrial Advisory Committees and the Federal

Sger
Vi

% © bankg should be expedited as much as possible; thet the intro-
et

0 .
3 T in this procedure of other agencies and requirements which are
0

Qon
i templ&ted by section 13b of the Act would tend to create confu-
oq

an
d misunderstanding and thereby hemper the Federel reserve banks

°°ea 4
Barllys that it was the unanimous opinion of the committee thet

“bl Cdure Proposed by lLir. Jones would not be desirable or practi-
¢

e
Bpe°i&11y in view of the materiel differences in the statutory

BASER

aro/
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requirements under which the Federal reserve banks and the Reconstruc-
tioxlFinance Corporetion, respectively, must operate; and that the
:dopti‘m of such a procedure would not be in accordance with the inten-

o op Congress or the express terms of the lawe

Governor Bleck referred to the question raised by the legis=

; ive history of the industrial credit sct as to whether the Recon=

hmtion Finance Corporation may make advences under the act before
rlappliCation made by the borrower to the Federal reserve bank has

Sen Tas
®lected, and he suggested that this point be considered by the
m&gting.

3

My, iy .

% on the question presented by lMr. Jones' letter as to whether
S F

Opinions were expressed on the question reised by Governor

e

N dera] reserve banks should act jointly with the Reconstruction
%09
Corporation in considering applications for loans, or whether

the
V sh
%uld consider such applications independently. During this

SCuges
8
o *On Governor Harrison of the Federal Reserve Bank of New York

the neeting.

Governor Young moved that it be expressed as the
desire of the governors and Federal reserve agents that
the law be construed to mean that it is not necessary
for an applicant for & loan under the industrial credit
8¢t to submit his epplication to a Federal reserve bank
‘efore making application to the Reconstruction Finance
Corporation.

Tt vag suggested by lre Thomas that, before acting on Governor

%wﬁ'a

thy Ttion, it might be well to invite lir. Jones to the meeting for
e 0
- PO%e of meking & statement as to his attitude on the two questions
r
M
Msideration.

This suggestion wes approved, ond lir. Jones was

A FRASER
ed org/
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invited by telephone to join the meeting for the
purpose stated.

While awaiting the arrival of Mr. Jones, Mr. Harrison, as
°MQrman of the Recovery Program Committee, stated that his committee
hadnmt Yesterday afternoon, and inasmuch as it was understood that
he ®ommittee was to be a continuing one, it had discussed topics of

® Chargoter which it was thought should come before the committee
" g Under its constant observation, and that the committee was

a2 g

at t
% meeting Yesterday with regard to the importance to the Federal

US in its agreement with the suggestion made by Governor Black

RQSS
Ve System of doing everything possible under existing laws to
upgy,

or Tecovery. On this basis, Governor Harrison said, the commit-
" tog it is very importent that a committee or commission be ap-
pﬁmted'tO consider what further laws are necessary to the protection
i bettﬂl’ment of the banking system of the country as a whole and
Tolationg between the System and the Treasury; that this problem
N, ¢ e Studied to a conclusion by a departmental study which must
i Tleteq by October 1; that the President might request the Board

G
R Treasury, or both, to eppoint a joint committee to make a
hor Ough

]
%ttﬁe
§

Study of the subject; and that, if the eppointment of such a

1s not thought to be wise at this time, the Federal Reserve

Tty
i
Uy Shoulg appoint an independent committee of its owm to make such
t
sty ¥ ®lthough the committee feels such a study would not be fully
ve

Wless it is a Joint committee or commission of the kind
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Governor Harrison stated further that such a study will take
B et d v, ada e ecnittEtes Pa1t That 14 the meddtise ho
Yodera) Roserve System should do everything it cen under existing law
® further recovery; that the Federal Reserve Board should be as ef-
fective &nd as expeditious as possible in its action under the Securi-
b Exchange Act of 1934; and that the Federal reserve banks should
bring to the attention of their member banks the importence of the
\mnking Community doing its share toward recovery. The difficulty in
°mMmction with the latter question, Governor Harrison said, is that,
hile the banks may desire to make loeans, if they make the kind of
" thist gre aveilable now, they will be criticized by the banking

Quty,
Tities; that, in view of this situation, the committee feels it

*hoyy
? 8tudy the possibility of bringing sbout & situstion in which

?m Sani may be more liberal in making loans without feeling that
" ous "1l be criticized by examiners; and that this matter is one
“oh TSquires immediate study.

. Governor Harrison reported that another matter considered by
*Ommi tteq as an importent one was that there should be teken such

ion
N 88 is Possible under the present law to open up the capital
ket

LU

08 ' f0d unless that market is opened so as to relieve the burden

my .
% plOyment, the budgetary program of the Govermment during the
Qeee

8 18 year will be an extremely difficult one. It was felt,

°\")"1‘1101-
l“l‘g

b

Hal‘I‘J'.zson said, that it is very importent, especially in the
er Qitiea’

ty that a study be made by Federal reserve banks of the
A1
n

8 regards the capitael market.
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Governor Harrison also seid that his committee had voted to
“Ogiger further the matters referred to above and submit a later re-
p°”5thereon to the Board and the Federal reserve agents and governors.

Governor Herrison then stated that at the meeting of the Execu-
ive Committee of the Federsl Open larket Committee on lay 23, 1934,
“*Oussion wes had with regard to the use of the stebilization fund
fw.the Purpose of purchesing Govermnment securities, and that the
"etary of the Treasury had stated that the resources of the fund
g hot be used for that purpose prior to Jume 16, 1934. He also
stated that, in a recent conference with the Secretery, the latier had
am;horized him, as chairman of the Federal Open larket Committee, to
‘d\rise the committee that the Treasury Department has no present inten~-
GOn of u'tilizing the stabilization fund for the purpose of purchasing
;hmrnment securities, and that the Department will not use the fund
;? that Purpose without first advising Governor Harrison as chairman
: the Federel Open Market Committee and giving the committec en op-

W%unity to express an opinion with regard to any proposed action.
. Governor Harrison then reported that he had also discussed
x the Secretary of the Treasury another question which had been
cseussed et the executive committee meeting of the Federal Open liarket
Mitte, o4, bhe ibility of using the stebilization fund to
43 ’ possibility of using the s
8¢ some op the Govermment securities held in the System open

Targ
et
8Ccount, and he stated that he felt the Secretary had about

g
“heq the : :

ey conclusion thet it would be wise for the Treasury Depart-
t,

r
8ther than to purchase securities in the open market, to
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(o
@
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purch&Se them from the Federsl reserve banks on the theory (1) that
i Would reduce the interest payments of the Govermment, (2) that
. "ould decrease the total amount of securities held in the System
awm“nﬁ: (3) that it would utilize some of the stabilization fund
thoyt increasing excess reserves measursbly, and (4) that it would
o the Federal reserve benks in a better position to accept longer
ik Sécurities in exchange for maturing issues. The Secretary had
g, Governor Herrison stated, that he would take this matter up
&&ﬁm_upon his return to Washington after the first of August.

At this point, lr. Jesse Jones, éhairman of the Reconstruction
: “oe Corporation, Jjoined the meeting and Governor Black stated, for

5
nfornation, that the meeting had under consideration the ques-

1o

8, (1) whether Section 5d of the Reconstruction Finence Corpora-
tiOn Act
pl‘et

> a8 amended by the industrial credit act, should be inter-
°d ag requiring that applications for loans be made to a Federal

!’QSQP
h Ve bank before being made to the Reconstruction Finance Corpora-
i

On, ang 3
i (2) whether, as suggested in Mr. Jomes' letter of June 22,

o * there should be Joint action by the Federal reserve benks and
8

e
\ onstruction Finance Corporetion in handling applications for
Oay

8
Wnder the industrial credit act, and, if so, to what extent, and

t
. he Meeting would appreciate having a statement from lir. Jones
44

0 hs
his &@ttitude on the questions.
¥rs Jones stated that he felt that, on the basis of his experi-
Co at
& the Reconstruction Finance Corporation, the number of loans

oy,
¢
"2 be made under the industrial credit act is going to be a

&L FRASER
aated.org/
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diaaPPOintm.en.'t to the banks, the Reconstruction Finance Corporeation,
the Public, and the people who will expect to get loans. In answer
® the second question as stated by Governor Black, he said it seems
%o be highly desirable and practical that the Reconstruction Finance
CMT°P&tion end the Federal reserve banks consider these loans joint-
s 88 generally the offices of the local agencies of the Reconstruc-
imlFinance Corporation and the banks are in the seme building and
ﬂmre is no reason why there should be two loan departments in any
Sdera) reserve bank. An applicant should be alle to go to one depart-
et ®d file his application, end it would be desirable for the ad-
'Y committees of the Reconstruction Finsnce Corporation and the
bmm:t° 8dvise with each other on applications for loans, following
Mlon the benk mansgement would determine whether it wanted any part
s the loan, He did not think the Reconstruction Finance Corporation
‘tuld be willing to delegate any authority to its agencies to make
ez loans, but the board of directors will act on the applications

ag

a
; t as it cen. If & joint committee were established to consider
he

1
i 8N, it would not be necessary to consider the question whether
h

plerderal reserve bank should refuse to make a loan before the ap-
&iQant Could apply to the Reconstruction Finance Corporation, and the
]:ziicant need not know, when filing his applitation, whether the loan
be granted by the Federal reserve bank, the Reconstruction Fi-
atee C°rP°ration, or the local bank. Certainly, he said, the Recon-
Wetion p

& inance Corporation desires the Federal reserve banks and

locey b :
anks to make the loans if they will, as the board of

).

) o5 R
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dire""“‘m‘s of the Corporation wants the Corporation to get out of the
lending bugsiness as soon as possible and to get that activity back

lnto Privete hends. He added that there must be accord as to purpose
% thig respect, and the Corporation wents to cooperate in every way

1t Can,

As to whether the law should be interpreted as requiring ap-
Plicants for loans first to meke application to a Federasl reserve bank
Slore going to the Reconstruction Finsnce Corporation, lre. Jones
“alq the Corporation would like to construe the law, and probably
" tonstrue it, as not requiring that application be made to a Fed-
. Teserve bank, as the Corporation would like to be in a position

to :
ks loans without requiring that the applications first be denied

T Fedel‘&1 reserve bank. Counsel for the Corporation, lire. Jones
aaid

* had adviseq that such a position mey be taken, but that he felt
the

OrPOration and the Federal reserve banks can cooperate so that
the

Testion will not arise. Mr. Jones then said that he wms going
2%

Mk over the radio tonight, and would appreciate it if he could

be

a L3

dvised today of the decision reached on the two questions referred
to

. n
¥OVernop Black advised Mre Jones that he would commmicate to him

8y
80
N ag Possible the decisions reached.

Mrs Jones then withdrew from the meeting.

The discussion of Govermor Young's motion was resumed, and
G°Vern
N 37 Harrigon raised the question as to whether, in view of the
Ty

8
long of the law as finally enacted, it would serve any useful

© %ake any action at this time with regard to the question
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PEONATTEed by the motion. and whether it would not be to the advantage
*f the Federal reserve banks not to have any fixed construction of
M8 law h this question at this times

Governor Harrison moved that Governor
Young's motion be laid on the table.

Carried unenimously.
During a further discussion of the question, it wms indicated

"8 the feeling of all but three of the Federal reserve agents and
gmmrnors Present that, from a practical standpoint, the law should
i be interpreted to require that applications of borrowers be sub-

Feq first to the Federal reserve banks before being made to the
eoonstruc‘tion Finance Corporation.
A Governor lMcKinney then resumed his report on the action taken
Y the Industrial Credit Committee, and stated that, after a careful
consideration of the tentative draft of Regulation S prepared by the

Sog
rd
* the committee had approved the regulation with the following

pl‘o
Dosed fmendments:

3 (1) Amend Section IV(a) to provide that thoe In-
Ustrial Advisory Cormittee in each Federal reserve
district shall consist of five members.

8 (2) Strike out the proposed paragraph (a) of
®Ction V which limits the aggregate amount of loans
And advances by a Federal reserve bank to any one in-

Ustry or commercial business.

(3) Amend paragraph (¢) of Section V to provide

for g limitation of six months on commitments instead
°f one year.

e %overnor MoKinney stated thet the first two smerdments had
n

&ppr
Proyeq by the committee unanimously and that the third had been
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PProved on g mejority vote.

A discussion of the last amendment proposed by the committee
dev°1°P6d the congensus of the Federal reserve agents and governars
that the Paragraph in the Regulation with regard to limitations on com-
mimmnts should be eliminated altogether from the Regulation.

It was then moved that the Regulation, amended
in accordance with the first two suggestions of the
Industrial Credit Committee and so as to eliminate
entirely the paragraph on limitations on commitments,
be approved by the Federal reserve agents and
governors.

Carried.

Governor Harrison referred to Section VI of the tentative

Urag

Eiog Regulation 8, with regard to rates of interest and discount,
d pas

*@ised the question whether & Federal reserve benk may submit to

8 F :
Sdera] Reserve Board, and the Board epprove, a spread of rates
to

5 Charged on advances made by the banks under the industrial credit

8ot

Reference vms made again to the question whether the Federal
Pese
Ve bankg should act jointly with the Reconstruction Finance Cor-

R
. 0 in handl ing applications for loans under the industrial credit
et

3
% "d the opinion was expressed by several of the agents and gover-
T3 t
Y ot 1 would be desirable to leave the matter for the determina-
on ga
the verious Federal reserve banks.

At the conclusion of the discussion, Governor Har-
Tison moved that it be expressed as the opinion of the
Conference that the Federal reserve banks cannot waive

he duties or obligations imposed by law on any form of
Collateral agreement, that, however, the Federal reserve




i
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banks will find many ways in which they and the Re-
construction Finance Corporation agencies can be of
mutual help by cooperating in exchanging information
and expeditiously handling the applications that
will come under the new legislation, and that, to a
considerable extent, cooperation between the Federal
reserve banks and the Reconstruction Finance Corpor-
ation already exists in fact and such further work-
ing arrangements as may be necessary or desirable
will be developed most speedily and satisfactorily
as the work progresses in each bank.
Carried.
Governor Black stated that the Secretary of the Treasury had
®
Presseq & desire to be present at one of the meetings while the
ed
°ral reserve agents and governors are in Washington and that he
-
*Wvited him to be present at the meeting tomorrow morning.
He also stated that Senator Glass had advised him on the tele-
Phong 4.
® this morning that, while he regretted it very much, he would
e
Wable 4 attend the meeting today.

Governor Black said the Board would be glad to give prompt
consideration to any recommendations that the Federal reserve banks
: ¥ have to make while the agents and governors are in Washington with
*Barg to appointments to the Industrial Advisory Committees to be
" up in the respective Federal reserve districts pursuant to the

ing
UStrial oredit acte

e Thereupon, the meeting adjourned, with the understanding that

0
SOVernors would attend a meeting of the Federal Open llarket Com=

8¢
e ®0d that the Federal reserve agents would hold a meeting of

Fg
dera] Reserve Agents' Conference for the purpose of considering

por FRASER
ifed.org/



Mtters of interest to them.

@Qﬂw Mp\pLQQ

Secretary.

-
Ul
e,

Governor.






