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A meeting of the Board of Governors of the Federal Reserve

8Yetem was held in Washington on Friday, October 18, 1935, at 11:00

4. 44

PRESENT: Mr. Eccles, Chairman (first part of meeting)
Mr. Hamlin
Mr. Miller
Mr. James
Mr. Szymczak
Mr. O'Connor

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman

The Chairman stated that he had requested that memoranda be
Pre

Pared covering the recommendations made by the staff with respect

to the Principal suggestions made by the Federal reserve banks in

connection with the regulations of the Board now in course of prepara-

ti°43 and that it was his suggestion that an opportunity should be

PI'e ented to the governors of the Federal reserve banks while they

17ere in Washington next week in connection with meetings of the Fed-

ella.1 °Pen Market Committee and the Governors' Conference to discuss

the Dlenloranda. Mr. Eccles also said that copies of the letters of

ecs4lent and criticism received frou all of the banks had been sent to

eell Federal reserve bank in order that the banks may be familiar

\lith all of the suggestions offered in connection with the regulations,
11'4 that he felt that if the governors were given an opportunity to

clisellss Provons of the regulations on which there may be differ-

Of opinion, they will feel that they had a constructive part in

the final drafting of the regulations. There was a brief discussion

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



2102

10/18/35 
—2—

of the Chairman's suggestion, but no action was taken.

The Chairman then referred to Regul&tion T, "Extension and

Maintenance of Credit by Brokers, Dealers, and Members of National

Securities Exchanges", which was adopted by the Board on September 27,

1934) and to the fact that this regulation does not apply to the exten-

1 and maintenance of credit by banks for the purpose of purchasing

or carrying securities. He stated that a number of complaints had been

Ileceived that brokers and dealers were being discriminated against and

were 1c3sing business to the banks; that, while he felt these reports

were exaggerated, he believed the time had arrived when it was impor—
tant that 

the Board issue a regulation covering the extension and main—

tenance of credit by banks for the purpose of purchasing and carrying

securities and that Mr. Parry, Chief of the Division of Security Loans,

Was 
w°11king with the Legal Division in the preparation of such a regu—

lati
On which would be presented to the Board for consideration as soon

Ets
t'ussible. He added that the Division of Security Loans had done a

great deal of work in connection with, and had given considerable study
to t

he problem of security loans and in his opinion was much better

1Drepared to draft a regulation applying to security loans by banks than
it w„

-444 have been a year ago when the division had just been newly

el"eated.

The Chairman then reported that he had discussed with Mr. Parry
the

general question of the enforcement of regulations issued by the
130arA

`' Pursuant to the provisions of the Securities Exchange Act of 1934
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4nd that, at. his request, Mr. Parry had prepared a memorandum on this

matter which he (Mr. Eccles) would like to present to the governors

While 
they are in Washini;ton next week. The memorandum, which was

read by Mr. Eccles, was as follows:

"The Board is confronted with a problem of System
crganization which arises out of the responsibility imposed
O n the Board by the Securities Exchange Act of 1934 and re-
lates to the proper distribution, as between the Board and
the Reserve banks, of the responsibility for the adminis-
tration of this Act.

"Under the authority conferred by the Act, the Board
has promulgated regulations fixing margin requirements for
brokers and dealers in respect to their collateral loans
to customers, and expects to promulgate similar regulations
fixing margin requirements for banks in respect to such of
their security loans as are made for the purpose of pur-
chasing or carrying securities. It is in connection with
the development, administration, and enforcement of these
regulations governing brokers and banks that the System
problem arises.
. "In order to perform these functions properly, it is
vital for the Board to have contact, either directly or in-
directly, with the New York Stock Exchange and all the
Other stock exchanges that are subject to the Act, and with
brokers, dealers, and banks throughout the country. The
Proper conduct of these relations requires that the Board
Shall have, in addition to its staff in Washington, suitable
representation in a number of Federal Reserve bank and
branch cities throughout the country. This might be accom-
Plished either through delegation of certain responsibility
to the Federal Reserve banks, or by establishment in the
Federal Reserve banks of field offices manned by representa-
tives of the Board answerable directly to the Board -- ac-
cording to some arrangement similar to that which now pre-
vails for certain field offices of the Reconstruction Finance
Corporation.
. "For the Federal Reserve banks themselves to act as the
field agencies of the Board would seem to be the most natural
Procedure, the personnel of the local staff to be on the
Payroll of the Reserve bank and answerable to its officers.
Thls is in general outline the procedure which has been fol-
!-,?wed up to this time in the administration of the Securities
'4ohange Act, in accordance with established practice in

respect to other acts for whose administration the Board is
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"resDonsible; and the arrangement is understood to have
been working very well in respect to some of the Federal
Reserve banks. In some cases, however, the present arrange-
ment does not seem to be working properly, on account of
lack of qualified personnel, lack of interest by senior
Officers, or other adverse conditions. Burdens that should
Properly rest on the field office are consequently thrown
back upon the Board and its Washington staff, thus present-
ing to the Board the problem of how to cope with the situa-
tion, whether by enlargement of its own staff or otherwise.

"It is suggested that the Governors Conference may wish
to give consideration to this matter and make suggestions
to the Board as to haw it may best be handled."

Mr. Miller expressed the opinion that more effective control by

the 
Board of undue use of credit in speculative securities dealings will

be brought about by the control of the extension of credit by banks

than merely 
by the control of the extension of credit by brokers, dealers

44a banks to their customers for the purpose of purchasing or carrying

Of securities; that regulation by the latter means may require consid-

ble Policing by the Board and an organization which is bound to be

ra°1'e or less offensive; and that he felt the matter should be given con-

er4b1e study before an organization is built up which would under-

take
the a enforcement of the regulations issued under the Securities

4c11ange Act.

Mr. Szymczak suggested that, before the matter above referred to
is a

eelded, a decision should be reached as to the activities and re-

sPonsibilities ahich in the future are to be placed in the agents' de-

ments at the various Federal reserve banks, after which a decision

434 be reached as to whether the enforcement of the Board's regulations
a

Co

sourity loans would be made a responsibility of the Federal reserve
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There followed a discussion of the status of the chairmen and

Federal reserve agents at the Federal reserve banks as affected by the

13anking Act of 1935 and of the means that might be used in enforcing

c°111P11ance with the Board's regulations on security loans.

At the conclusion of the dis-
cussion, Mr. Szymczak moved that the
Chairman be authorized to discuss
the problem referred to in Mr. Parry's
memorandum with the Governors while
they are in Washington next week.

Carried unanimously.

The Chairman presented a letter received by the Board under

dat 
e of October 10, 1935, from Mr. Stevens, Chairman of the Federal Re-

serve Agents' Conference, requesting approval by the Board of his

a conference of the chairmen and Federal reserve agents at an

l'uPrlate date, perhaps sometime in early November, and stating that

he wo
lad appreciate the suggestion of the Board as to such date as

w°111d be convenient to it. The letter was discussed briefly and the

°1)illion expressed by the members present that, because of vacancies in

the ,
(4-rice of chairman and Federal reserve agent at four of the Fed-

erea
reserve banks, the possibility of changes in Federal reserve

elite at other Federal reserve banks, and the pending reorganization

c't thp
Board on February 1, 1936, no useful purpose would be accom-

Plish
eQ at the present time by a Federal Reserve Agents' Conference.

At the conclusion of the
discussion, the Secretary was re-
quested to prepare a letter to Mr.
Stevens in accordance with the
opinion referred to above.
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Mr, Miller raised the question as to the action to be taken by

tIleBoard in connection with filling vacancies existing in the office of

elielralan and Federal reserve agent at certain Federal reserve banks and

the
P°1icY to be followed in the appointment of chairmen and agents for

the Conling year. The matter was discussed and, while no action was

t41411' it was agreed that the problem should be studied by each member of

the Board.

The Chairman

meating on May 22, 1955, to the appointment of a Class C director of
th
el'acieral Reserve Bank of Philadelphia for the unexpired portion of the

term

RA
- stated that on August 2, 1935, the Committee on District No. 3 (Messrs.

referred to the consideration given by the Board at

ending December 31, 1936, to succeed Mr. A. B. Johnson, deceased.

41114-
and Thomas) advised him that they proposed to submit a recommenda-

tic%
that the Board appoint Mr. J. David Stern of Philadelphia as a Class

0

1:)-1'ect°1' of the Federal Reserve Dank of Philadelphia, but that, before
doiri

So, they desired him to ascertain from Mr. Stern whether he would

be willing to accept the appointment if tendered; that at the time Mr.
Stf)/,,,
c: was in Europe and before his return to the United States he (Mr.

°8) left for the West; and that therefore the matter had not received
kttezit

Collt

11111Cated with Mr. Stern regarding the matter

4cl'rleed that

until his return to Washington. He said that he had recently

and that Mr. Stern had

he would be glad to accept the appointment if tendered.

Mr. Hamlin moved that Mr. J. David
Stern be appointed a Class C director of the
Federal Reserve Bank of Philadelphia for the
unexpired portion of the term ending December
31, 1936.
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Carried unanimously.

The Chairman referred to memoranda which had been addressed to

hi by Mr. Paulger, Chief of the Division of Examinations, and Mr.

Vest, Assistant General Counsel, with regard to certain actions of Mr.

P. w. 
sponable, a director of two national banks in Kansas and a Class A

director of the Federal Reserve Bank of Kansas City, and with regard

to the question of his removal as a Class A director of the Federal re-

serve bank.

After a brief discussion, it
was requested that the file be pre-
sented to Mr. Thomas as Chairman of
the Committee on District No. 10,
for a definite recommendation from

the committee as to the action to be

taken.

There was then presented a letter dated October 7, 1935, from

G°Ifernor Fleming of the Federal Reserve Bank of Cleveland, reading as

follows:

"By action of the Board of this bank at a meeting
held, on Friday, October 4, 1935, pursuant to the provisions
°I section 206(b) of the Banking Act of 1965, amending sub-
section d of section 14 of the Federal Reserve Act, as
amended, rates of discount and purchase were established
Or a period of 14 days, commencing October 5, 1935, and on

uctober 4 you were advised by telegraph that the rates es-
tablished were in accordance with the existing schedule ex-
Pt that a rate of 2 1/2% per annum on advances to member

tanks under section 10(b) of the Federal Reserve Act, as
amended, was established by this bank.

"On the morning of October 52 not having received a
response to our message of October 4, we traced our telegram
and Mr. Carpenter, Assistant Secretary of the Board of Gover-

n°rs, called Mr. Strater on the telephone advising that the
Feview and determination of the rates fixed, as stated above
fly. the board of this bank, had not been had by you. Mr.
trater advised Mr. Carpenter that in view of the provisions
of the amendment of sub-section d of section 14 of the Federal
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"Reserve Act, as amended, effected by sub-section b of section
206 of the Banking Act of 1955, this bank had been advised
by its counsel that it was at least open to question whether
rates for discount and purchase were operative for this bank
after expiry of the term of their operation under the resolu-
tion passed by the Executive Committee of the Board of this
bank on September 20, 1955, for a period of 14 days, which
expired on October 4, and until the rates fixed by this board
at its meeting on October 4, 1935, had been reviewed and de-
termined by you as provided in sub-section d of section 14 of
the Federal Reserve Act as now amended and we had received
advice of your approval thereof.

"It happens that no applications for discount or pur-
chase have been received by this bank since October 4. How-
ever, in view of our counsel's advice that there is a possi-
bility that a question may be raised as to the existence of a
rate under the circumstances stated above, we respectfully
Invite your consideration to the importance of establishing
a Procedure whereby there will be advice to this bank from
You on the date of receipt by you of information from this
bank as to the rates fixed for a future period by the board of
this bank or its executive committee in order that there shall
be at all times rates of discount and purchase for this bank
3° as to enable it to function in such transactions without
.L5r possibility of question as to the validity of the rates
in effect."

rla: consideration of the letter, various suggestions were made as
t
"e Procedure that should be adopted in connection with the approval

bY the
- -oard of rates fixed by the Federal Reserve banks. The opinion

14s expressed that the Board should not commit itself to act on the

clate ,„
- vice of action by the respective boards of directors is received,

441 that the Board should take the position that while under the law
ea* ,

t rederal reserve bank must establish its rates not less often than
ever

fourteen days, such rates are subject to the Board's review and

ctio,
- immediately upon receipt of advice of the establishment of rates,

'4d th4t therefore it is the view of the Board that rates fixed by the

Ilination, and the Board may not in all cases be prepared to take
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13411ks which are in effect with the approval of the Board will remain

in effect until further action is taken by the Board.

The Secretary was requested
to prepare a letter to the Federal
Reserve Bank of Cleveland in accord-
ance with the opinion referred to
above.

During the discussion of the above matter, Mr. Miller suggested

tilat, because of the many important matters which undoubtedly will be

Presented to the Board for consideration in the future, the Board

sh°111d arrange to have at least two regular meetings each week for dis-

cussion of these matters.

Attention was directed to a memorandum addressed to the Board

114der date of September 12, 1955, by Mr. Morrill with regard to the

Pt'°cedure to be followed by the Board in keeping the records required
to "e 

prepared in compliance with the provisions of the last paragraph

°f section 10 of the Federal Reserve Act, as amended by the Banking

Act
of 1965. The memorandum read, in part, as follows:

"As a basis for the discussion of the procedure to be
followed in compliance with this provision of law it should
be observed that it provides for three records, as follows:

"(1) A complete record of the actions taken by the
Board of Governors of the Federal Reserve System upon all
questions of policy relating to open market operations and
with respect to all other questions of policy determined by

Board. This record is required to be kept of all ac-
ta.ons taken by the Board on questions of policy determined
since the enactment of the Banking Act of 1965.

"(2) A complete record of the actions taken by therlFo
-eral Open Market Committee as constituted until March 1,

upon all questions of policy relating to open market
operations. This record is required to be kept by the Board

to all actions taken by the committee after the enactment
°I the Banking Act of 1965, notwithstanding the fact that the
members of the Board are not members of the committee.
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• "(3) A complete record of the actions taken by the
Federal Open Market Committee which is to come into exis-
tence 611 March 1, 1936, under the terms of the Banking Act
of 1955, upon all questions of policy relating to open
market operations. This record is required to be kept by
the Board of all actions on questions of policy taken by
the committee, notwithstanding the fact that the actions
taken will be those of the Committee as such and not of
the Board as such.

It was pointed out that it will be necessary for the Board,

prior to the meeting of the Federal Open Market Committee next week,

to
reach a conclusion as to the procedure it will follow in obtaining

a. record of any action taken by the Federal Open Market Committee and

Particularly the underlying reasons for such action.

Mr. James moved that Mr. Miller
and Mr. Morrill be appointed a com-
mittee to formulate a procedure to be
followed in connection with the two
meetings of the Federal Open Market
Committee which will be held this year,
and that the recommendation be considered
at a meeting of the Board to be held
on Monday, October 21.

Carried unanimously.

Mr. Morrill pointed out that it will be necessary for the

44rd to reach a conclusion as to the procedure which will be fol-

lcswed in connection with the record to be kept pursuant to the pro-

'418i°48 of section 10 of the Federal Reserve Act of actions by the

11°41'cl on all questions of policy, and that as such a record must be

111446 of actions taken beginning August 25, 19350 a decision should

Of
be long delayed. There was a brief discussion of the matter and

kr.
Miller and the Chairman expressed the opinion that the purpose of

the ,
-kaat paragraph of section 10 would be achieved if the record kept
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Pursuant thereto were confined to important questions of policy

which affect the public interest, rather than detailed administrative

matters.

Mr. Hamlin referred to a draft of letter prepared by him to

the Comptroller of the Currency, with regard to the question of the

1e8uance of voting permits to Transamerica Corporation and Trans-

erica Bank Holding Company (now Inter-America Corporation) to vote

the stock which they own or control in the Bank of America National

Trust & Savings Association, the First National Bank of Portland, and

the 
1 
v.
'. rst National Bank of Reno. Copies of the draft had been sent

to eac,
" appointive member of the Board prior to this meeting. The

Pr°Posed letter requested information from the Comptroller as fol-

"1. As to the effect, in your judgment, based upon
Y?ur examinations, upon the national bank in question, of
tne relations growing out of the ownership or control of
the stock of said national bank by its holding company
affiliates.

"2. Whether, as the result of conclusions which you
1?.a.Y have formed as to the effect of such relations, you
nave any suggestions to offer as to the advisability of
granting the permit.

"3. What suggestions or recommendations you have
made or contemplate making, with regard to the criticized
matters referred to in the attached summary, on the basis
°f the examinations of the Bank of America N. T. St S. A.,
and what progress is being made toward the removal of the
causes of said criticisms."

Mr. Hamlin stated that, while he agreed that the issuance of

°0tilig permits

or 
u 

G,,
vernors of the Federal Reserve System, he felt that the Board

was exclusively within the jurisdiction of the Board
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should not take action on the two applications in question without

the advice of the Comptroller of the Currency on the three points

referred to in the proposed letter.

The ensuing discussion indicated that there was a misunder-

etandirig as to the present status of the applications of Transamerica

C°rPc irat'on and Inter erica Corporation for voting permits and it

was recluested that copies of the excerpt from the minutes of the meet-

0f the Board on July 12, 1935, on which date the matter was last

discussed at a meeting, as well as of the letter proposed by Mr.

in, be given to all of the members of the Board for review prior to

4 further consideration of the letter at a later meeting.

Mr. Miller stated that yesterday he met with the architect

f°r the Board's new building and discussed with him certain matters

ill connection with the building program which should be decided by the

BOP1,.a.
-'" lie stated that the first question to be considered was whether

the B
°ard would let a contract after competitive bidding for the erec-

tio,
" of the building on a lump sum basis or on a management fee basis,

4hd th
€1- he had reached the conclusion that the course which should be

44°Pted Would be to let the contract on a lump sum contract basis with

e°111Petit3ve bidding.

The

Mr.

All of the members present ex-
pressed agreement with the conclus-
ion stated by Mr. Miller.

Chairman withdrew from the meeting at this point.

Miller stated that he was inclined to the view that it

C desirable to employ a "clerk of the works" or superintendent
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Of construction who would act, as determined later by the Board, either

indePendently of the architect or in connection with the architect's

°trice. Mr. Miller said that the reason for this suggestion is that

it would be very advantageous for the Board to have the services of

such an individual during the preparation of the final drawings and be-

ore 
the contract for the building is let, and suggested that authority

be granted to negotiate for such a person with salary at a rate not to

exce
ek. 0,200 per annum.

Upon motion by Mr. James, Mr.
Miller was authorized to negotiate
for the employment of a "clerk of
the works" or superintendent of con-
struction, at a salary not to exceed
0,200 per annum.

Mr. Miller then presented a drawing showing the architect's

latest study of the landscaping development and suggested that it be

4Pr'cved in order that the plan may be submitted to the National

CaPital Park and Planning Commission for approval at a meeting which

will be

the

held tomorrow for that purpose.

Upon motion by Mr. Hamlin, the
landscaping development as shown on
the drawing was approved nnAnimously.

Mr. Miller referred to the possibility of the erection by

°ard on some future date of a building on the north side of

0 —Street and stated that, if later it should be desired that a tunnel

be —
'eoted under C Street connecting such a building with the Board's

riew
building, it will be necessary to provide properly for access to

8110,
' a tunnel at the time the new building is erected in order that
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suitab1e elevator and stairway facilities may be available to serve the

tunnel entrance. He stated that the architect had stated definitely

that the tunnel entrance area could be effectively water-proofed and

that the cost would be approximately $25,000; that because of sewer

lines running along C Street, it would be necessary to place the tunnel

4 distance equivalent to approximately two stories below the ground

floor; and that, while he was inclined to feel that he would not use

the tunnel, it might be found to be a considerable advantage in handling

ta 
telegrams, freight, furniture, equipment, etc., and perhaps also

t0 the staff personnel. The matter was discussed briefly and some of the

Zembers of the Board indicated that there was a question in their minds

as to whether the tunnel would justify the expense involved, and in this

connection Mr. Miller pointed out that if a tunnel is not provided for

whell the new building is erected it will not be accessible from an

elevator if constructed later.

At the conclusion of the discussion,
Mr. Miller was authorized to determine
whether or not the tunnel should be pro-
vided for and if so what provision should
be made in the foundation for access to
it.

Drawings were then presented showing detailed studies of the

14411 entrance to the building, the Board room, the conference room ad-

Joihi
--ng the Board room, the chairman's office, and a Board member's

ce. Mr. Miller stated that the architects had made a number of

ntildies of the Board room and had offered the one shown oA the drawing

141111ced "Scheme A" on the study designated "SK-84" as the most ap-
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propriate and satisfactory for the purposes of the Board. He added

that it follows very closely the style of the 1820 period of archi-

tecture. He pointed out, however, certain minor changes that would

barnacle in it. He said also that it had occurred to him that it might

be desirable to make provision in the conference room on the north

side of the Boardts section for the shelving of between 1,000 and

2,000 books in order that a nearby reference library might be readily

e'vailable for the members of the Board, and thus make the room suitable

for both purposes.

The designs as shown on the
drawings submitted by Mr. Miller
and his suggestion that one of the
conference rooms be used as a library
for the Board members, were approved
unanimously by the members present.

The minutes of the meetings of the Executive Committee of the

44rd of Governors of the Federal Reserve System held on August 26, 28,

29' 302 September 3, 4, and 11, 1935, were approved and the actions

lleccrded therein were ratified unanimously.

The minutes of the meetings of the Executive Committee (interim)

of the Board of Governors of the Federal Reserve System held on Sep-
tftb„

'r 7, and 9, 1935, were approved and the actions recorded therein

were ratified unanimously.

The Board then acted upon the following matters:

Renewal bond in the amount of $50,000, executed on October 9,

1941 bY Mr. J. B. Anderson as Assistant Federal Reserve Agent at the

"el Reserve Bank of Cleveland.

Approved unanimously.
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Telegram to Mr. Strater, Secretary of the Federal Reserve Bank

of 
Cleveland, reading as follows:

"Your telegram. Board approves for your bank rate of
2% per annum on advances to member banks under section
10(b) of Federal Reserve Act as amended by Banking Act of
1935, effective October 19, and notes with approval the
establishment without change of the other rates of dis-
count and purchase in effect at your bank."

Approved unanimously.

Letter dated October 17, 1935, approved by four members of the

• 04.rd, to Mr. R. D. W. Connor, Archivist, The National Archives, Wash-

illgto; D. C., reading as follows:

"Reference is made to your letter of September 23,
1935, with regard to the filing of certain documents pur-
suant to the provisions of the Federal Register Act which
wa.s approved on July 26, 1935.

"The Board of Governors of the Federal Reserve System
notes your statement that it is the view of your office
that, because of the failure of the appropriations au-
thorized by section 9 of the Federal Register Act, the pub-
lication of the Federal Register is not required to be com-
menced, and section 2 of the Act does not become effective,
Until such appropriations have been made, but that section
11, requiring the compilation and filing with the Adminis-
trative Committee of documents referred to in that section,
became effective on July 260 1935.

"In accordance with the provisions of section 11 of
the Act, and the request contained in your letter, the com-
Pilation of documents of the Board of Governors of the
Federal Reserve System of the character contempl&ted by the
eeotion will be prepared and filed with the Administrative
Committee as promptly as possible.

"With regard to the last paragraph of your letter, you
are advised that there are no bureaus or agencies under the
jurisdiction of the Board of Governors of the Federal Reserve
Y'stem which are authorized or empowered to issue or promul-
gate documents of the class or classes required to be filed
under section 11 of the Federal Register Act. In the cir-
cumstances, it is suggested that the Director of the Division
cr the Federal Register communicate with the Secretary
cr the Board regarding any matter relating to the administra-
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"tion of the Federal Register Act in which the Board may
be concerned."

Approved unanimously.

Thereupon the meeting adjourned.

Chairman.
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