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A meeting of the Board of Governors of the Federal Reserve

System wag held in Washington on Thursday, December 26, 1935, at
11!55 &. m,

PRESENT: Mr, Eccles, Chairman
Mr. Thomas, Vice Chairman
Mr. Hamlin
Mr. Miller
Mr, James
Mr. Szymczak
Mr. O'Connor

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Vr. Carpenter, Assistant Secretary

Mr, Clayton, Assistant to the Chairman

Mr. Paulger, Chief of the Division of
Examinations

There was presented a letter dated December 16, 1935, from
Seh
ator Carter Glass, reading as follows:

"Thank you for taking the trouble to send me the addi-
tionay printed regulations of the Board of Governors of the
feder&l Reserve System, which I hope to get time to examine be-
d°re the convening of Congress. However, as stated to you some
Q;YS 8g0 over the 'phone, if the regulaticns other than those

fecting the payment of interest on deposits are as completely
defiance of the plain purpose of Congress as the deposits
g ul&tions, I would think Congress would desire to teke very
®finite action on the subject.
M "Few things in connection with the Banking Act of 1935 were
mere thoroughly discussed than the provision relating to the pay-
thnt of interest on time and savings deposits. The fact that

© Banking Act of 193% governing this matter was so altered as
2 ®liminate the authorization to fix a general maximum rate;
thech&nge the word 'may' to 'shall;' and, especially, to insert
Son Tequirement with respect to having interest payments vary
actording,to discount rates, would indicate to anybody, not

ually stupid, that the Corgress intended that interest pay-

ﬁggts on time and savings deposits should be differentiated and

X‘eg

of made uniform. Had it been intended to confine the action

he Board to the least important of all the requirements,
as that of maturity, there would have been no necessity of
ing the Act of 1933, In fact, the alterations which I have

altep
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"pointed out would have been senseless., I decline to think that
€ Board of Governors could have supposed anything else; hence,

: feel convinced that its action and the advice of its attorney
®re in deliberate disregard of the action of Congress. This

CS a0t alone my opinion, but that of other members of the Semate

Ommittee, the nature, if not the measure, of whose resentment

8 Quite comparable to my own."

There followed a detailed discussion of the letter and the
Qonsi
der&tions which prompted the Board in prescribing the maximum rates

of in
terest on time and savings deposits contained in the supplement to

Reguy
ation ngn approved by the Board effective as of January 1, 1936,

ng
Sy,
88estions were made as to the nature of the reply that the Board

Shg
d make 4 the letter.

Messrs, Morrill and Wyatt were
requested to prepare, for the considera-
tion of the Board, a draft of a reply to
the letter from Senator Glass.

Chairman Eccles then presented a letter dated December 14, 1935,

on Govy,
®TN0r Harrison of the Federal Reserve Bank of New York inclosing

q o
Py
°f & letter dated November 29, 1955, from Mr. Hjalmar Schacht,

esident of
‘di the German Reichsbank, in which he advised that Mr. Puhl,

rEQt
OF of the Reichsbank who directs all transactions in foreign ex-

Qh&hg
€ at
% the bank ang deals with questions connected with the control of
®ign
e
otey XChange, the stand-still agreement, etc., intends to meke an un-
oq

trip o the United States in January for the purpose of obtain-

al)

th

g ® Information available concerning questions of currency, money,
8¢

Ong
1mbr ic Conditions prevailing in the United States and to give such
LT

0
1 88 might be asked for about similar problems in Germeny, and
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"*questeq that Governor Harrison give Mr. Puhl the necessary assistance

0 thg Connection. There was also inclosed with Governor Harrison's

letter o Copy of a reply to the letter from Mr. Schacht which stated that

the New yory bank would be glad to give Mr. Puhl vhatever assistance it
i p o b e e R ady eratd PyTog X0 v
*rnor Harrison to receive a visit from a member of the board of directors

°f the bank. During the ensuing discussion there was read the letter address-
o by the Boarg under date of November 9, 1935, to Governor Harrison with

Tegarg
to the visit to the United States of Mr. Catterns of the Bank of
England £

Upon motion by Mr. Hemlin, it was u-
renimously voted that the Secretary be re-
quested to prepare for consideration a
letter to Governor Harrison acknowledging
receipt of his letter; advising that the
Board has no objection to the reply made
by him to the letter from Mr. Schacht; and
requesting that he advise Mr. Puhl that
if he should come to Washington during his
visit the members of the Board would be
pleased to see him.

dat The Chairman called attention to a letter addressed to him under
&

Chic
Ho

of
December 16, 1935, by the Chairman of the Federal Reserve Bank of

820 §
U which was quoted a resolution adopted by the St. Louis Clearing

Uge A
st ati

. uis
My that they select as their representative on the Federal Open
et

on recommending to the Federal Reserve Banks of Chicago and

Co
g 4 Mittee after March 1, 1936, a man of wide experience in business

Nang
ial affairg who is not an officer of either bank, It was stated
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that, Copies of the resolution had been left with the Board by Governors
Schaller and Martin while they were in Washington recently in connection
With the meeting of the Federal Open Market Committee.

Mr. Szymczak stated that during his recent trip he had discussed
¥ith the governors of some of the Federal reserve banks the questions
hich had arisen as to the procedure to be followed in connection with
the Selection of the banks' representatives on the Federal Open Market
Commtteq

Chairman Fccles stated that he felt that it would not be advis- i
®le o have on the Committee as representatives of the Federal reserve
banikg Individuals who were not officially conmnected with the banks; that
the bankg? appointees should be represemtative of the public interest
Tather than private interests; and that officials of the Federal reserve

ks wou1g be more likely to have a better conception of the problems
i the Federal Open Market Committee and a broader viewpoint with regard
ther°t°o He raised the question whether there would be any objection to
e Boarg Sending a letter to the Federal reserve banks advising that,
"l 1t haq no authority in the matter, it felt that the representatives
:e **%d by the banks should be officially connected with one of the
Sderay Teserve banks by which they are selected.
Y W ey
Rty ¥. Thomasg suggested that it might be advisable for the Board
Volunteer its opinion unless requested by one or more of the Fed-

e
o
®8erve banks, Mr. 0'Connor agreed with this suggestion.

M. Mil1er raised the question as to whether a person not
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0
fficially comnected with the Federal reserve banks would be truly

r
SPresentative of the Federal reserve banks by which he would be se-
lected,

Mr. Miller moved that there be prepared
for the consideration of the Board a draft
of a letter to Mr, Stevens, with a copy to
the Chairman of the Federal Reserve Bank of
St. Louis, expressing the opinion of the Board
that the banks' representative on the Federal
Open Market Committee should be officially
connected with one of the banks by which he :
will be selected.

Carried unanimously.
There was then presented a memorandum dated December 17, 1935,
fron Ne, James, as the Committee on Salaries and Expenditures, in which
® Stateq that the Committee had reviewed the informal recommendations,
“uitteq by Mr. Simpson on behalf of the directors of the Federal Re-
® Bank of Chicago, with regard to changes in salaries of officers
:t the bank for the coming year, and that the Committee found no reason
ro disagree with the recommendations and suggested that the directors be
*Mesteqg to transmit to the Board formal recommendations for approval.
Chalrman Eccles stated that there was some question in his mind

a3 to
the increases recommended for the Controller and the Assistant

Sdepg

; 1 Reserve Agent, and, while these appeared to be meritorious cases,
® el that p
defin

'fith

efore these increases were approved the Board should have

1t
® information as to the action that is to be taken in commection

ot
hey officers of the bank whose salaries were not justified.




=

12/26/35 <G
Mr. Szymczak stated that he understood that, while it was pro-
Posed to appoint Mr. Schaller as President of the bank, it would be with
the Understanding that he would resign at the end of six months. Mr.
Hl1er stated that, when Mr. Simpson was in Washington recently, he and
Chairman Eccles had discussed the situation with regard to Governor
sch&ller, and that Mr, Simpson had stated that it was proposed to ap-
Point Mr. Schaller as President of the bank with the understanding that
Be wouig resign at a later date. Mr. Eccles said that he had advised
o Simpson that such an arrangement would be for the consideration of
the ney Board and that all the present Board could do, should it desire
% do 80, would be to leave a recommendation regarding the matter for
the onsideration of the new Board.
¥r. James suggested that the salary of the governor and senior
deputy €0Vernors of the banks should not be approved beyond February 29,
19, “hich actlon would be consistent with the Board's position in ap-
inting Chairmen and Federal reserve agents for the period ending with
that, date,
The Chairman suggested that he would like to defer action on
Propogeq increases for Mr. Snyder, Controller, and Mr. Young, Assis-
s Federal Reserve Agent, until it is determined what the division of
ties "111 be between the Federal reserve agent's department and the
0
perating department of the bank.

Mr. James stated that the salary recommendations referred to in

hig

memorandum were submitted informally by the bank with the understanding
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that the Board would advise whether or not they are satisfactory, fol-
1°Wing which formal recommendations would be made, and that the bank was
S*Pecting some kind of a reply from the Board.

¥r, Szymezak suggested that the Board take no action on the recom-
"hdations at this time, and that the benk be advised accordingly.

There was some further discussion and
Mr, Szymczak moved that the salary recom-
mendations of the Chicago bank be held
pending receipt of the recommendations from
the other Federal reserve banks and deter-
mination of a policy by the Board with re-
gard to all of the banks.

Mr. James stated that it was satisfactory to him to handle the
Maty
®T &8s proposed by Mr. Szymczak.

Mr. Szymczak'!s motion was put by the
chair and carried unanimously, with the
understanding that Mr. Szymczak would ad-
vise the Chicago bank informally of the
Board's action.

The Chairman then stated that it had been ascertained early this
Week t
A hat, the Federal Deposit Insurance Corporation had approved, but
&dno
t iSsued, a regulation with regard to the payment of interest on

depo

si

X 'S by insureq nonmember banks, which did not prohibit such banks
*

Ng exchange or collection charges as an indirect payment of

Tbape
8
: b on deposits., He said that upon receipt of this advice he had
Qlled Vr c

- Cro

ty wley, Chairman of the Federal Deposit Insurance Corpora-

On, o
n

. the telephone and had addressed a letter to him in which the
uggesthn 452

ny made that the Corporation's regulation be not issued
1

ar‘ (&)
PPortunity had been given to discuss it in the light of
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the Boarg'g Regulation "Q" with regard to the payment of interest on
dePOSits. Chairman Eccles added that he had advised Mr. Crowley over
the telephone that he felt the issuance of the regulation in the form
Proposeq would give nonmember banks a substantial competitive advantage
Over Member banks, that no part of the Board's regulation had been given
tore careful consideration than the provision with regard to the absorp-
lon of eXxchange or collection charges, that it was felt that the Cor-
Poration hag authority to prescribe regulations prohibiting the absorp-
lon of exchange or collection charges by nonmember banks as an indirect
Payment, of interest, and that if a regulation containing such a prohibi-
lon Were not issued by the Corporation the Board would be faced with

be nechsity of amending its regulation to meet the situation. Wr,

Cleg Stated further Mr. Crowley had advised him that the regulation
S M0t be issued until he had had an opportunity to go Into the mat-
ter rurther,

There followed a discussion of the authority of the Federal De-
Posiy Insurance Corporation to lssus a regulation prohibiting the absorp-

5!

%, ,,
0! Connoy. stated that the matter had been gone into by the Corporation
g

on
of ®Xchange or collection charges by insured nonmember banks, and

the decision reached that, while the Board's authority under the law
WQu

q ; : .
8 PETBAL 3t to 1seue such a regulation, it was the definite opinion

Co
Unge) for the Federal Deposit Insurance Corporation that the Cor-
PBo

rqti
°0 had no gyen authority. He added that the situation was of
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Particular concern te him as Comptroller of the Currency because it was
Te8Wlting in national banks surrendering their cherters and organizing
%8 insured nommember banks.

Mr. Morrill pointed out that if only direct payments of interest
¥ere Prohibited and indirect payments through the absorption of exchange
ang ollection charges were allowed, the regulation and the law upon
"hich 1t wag based would be nullified,

There was also a discussion of the reasons underlying the pro-
Hslong of the Federal Reserve Act limiting the payment of interest on
depoaits, which concluded with a statement by the Cheirman that if the

Sdera) Deposit Insurance Corporation did not issue a regulation which
*onforneq Substantially with the regulation issued by the Board, he be-
Ueveq the Board should amend 1ts regulation or, if necessary, request
c°n€ress to amend the law in such manner as would insure uniform limita-

long op the payment of interest by member banks and insured nonmember
banks' He added that he would discuss the matter further with lr. Crowley
by the latter returned to Washington.

Messrs, 0'Connor and Paulger withdrew from the meeting at this
Polnt &nd the Board acted upon the following matters:

Letter to the board of directors of the "Bank of Sheboygan™,

she‘bo
Jgan, Fisconsin, stating that, subject to the conditions prescribed

in t
h
s letter, the Board approves the bank's application for membership

e
i Federay Reserve System and for the appropriate amount of stock
the

Federay Reserve Bank of Chicago.

Approved unanimously, together with
a letter to Mr. Stevens, Federal Reserve




=848

Agent at the Federal Reserve Bank
of Chicago, reading as follows:

"The Board of Governors of the Federal Reserve System
approves the application of the 'Bank of Sheboygan!, Sheboygan,
iSConsin, for membership in the Federal Reserve System, sub-
Jeet to the conditions prescribed in the inclosed letter which

Jou are requested to forward to the board of directors of the
1n8titution. Two copies of such letter are also inclosed, one
°f which is for your files and the other of which you are re-
duested to forward to the Commissioner of Banking for the State
of Wisconsin for his information.

"The Board also approves the application of the Bank of
Sheboygan for permission, after admission to membership, to
OPerate the branch at Haven, Wisconsin. Inclosed is a letter
:pproving such application which you are requested to forward
1° the board of directors of the institution. A copy of the

®tter is also inclosed for your files.

"The report of examination as of October 21, 1935, indi-
ates that the bank is carrying a substantiel amount of other
'eal estate in loans and discounts and it is requested that
§Ou advise the bank that it should transfer to its 'Other Real

State! account all assets which should properly be carried in
atat account, The report indicates also that the bank carries
$20,000 in the account 'Banking House', store buildings no
Part of which appears to be occupied by the bank. It appears
fat Such property should be carried as Other Real Estate, and,
tha:uCh be the case, it is requested that you advise the bank
the property should be transferred to that account.
that "It has been noted that the president of the bank believes
nectithe 138 shares of its own stock which were acquired in con-
ent, On with debts previously contracted and which are at pres-
tarried as a nonbook asset can be disposed of in the near

th?ure’ and it is assumed that you will satisfy yourself that
§ 1s done,n

Telegram to Mr. Stevens, Federal Reserve Agent at the Federal
Bank of Chicago, reading as follows:

£ "Refer Young's letter December 21, 1935, Board extends

(S Sbruary 1, 1936, the time within which 'Citizens Trust and

bershgs Bank of South Bend, Indiana', may accomplish its mem-
ip in the System. Please advise the bank sccordingly.”

Approved unanimously.
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Letter to Mr. Moore, Deputy Chairman of the Federsl Reserve

Ba
ok of gan Francisco, reading as follows:

"The Board of Governors of the Federal Reserve Systen

has received your letter of December 12, 1935, requesting
& copy of that part of the recent hearing on the perding
&pplication of Transamerica Corporation for a general voting
Permit which contains references to any director or officer
of the Federal Reserve Bank of San Francisco, The Board is
gleased to forward with this letter, for the confidentiel
nformation of the directors and senior officers of your

nk, & copy of the complete transcript of the hearing."

Approved unanimously.
Letter to the Federal reserve agents at all Federal reserve
tks, Teading as follows:

= "In order that the information furnished to the Board
slov respect to indebtedness incurred by officers and em-
oreyees in the Federal Reserve Agent's departments may be
i ?ared on a uniform besis by all Federal Reserve Agents,
FormSBquuested that in the future reports be submitted on
Bep ~%08,. a supply of which is being forwarded to you un-
ratiep&rate cover. A specimen copy of Form B-208 illues-

% &tgg the manner in which the report should be pr?pared
PeportaChed for your informetion. Please include with your
Cangs & statement indicating whether in your opinion any
i require speciasl attention, and if so, the action teken

prgposed to be taken in each case.
°utsidAs 1t.is desirable that the information in regard to
he F g business affiliations of officers and employees of
ent? eral Reserve Bank, including the Federsl Reserve
of Aprildgpartment, requested in the Board's letter X-7425
N oo ©8, 1935, be received by the Board at stated inter-
tiMe’tht 1s requested that you report thereon at the came
Cerg 4 8t statements are furnished on indebtedness of offi-
"0d employees in your department.
OetobeAt Ehe Governors' conference held in Fiashington on
% r 23, 1935, it was brought out that at & number of

® Federal negerve Banks &t least it is the practice to

ta on the indebtedness of officers and employees

nk annually and the Governors recommended that the
OVering indebtedness of officers and employees in

Prepay
of thee da

remrts ¢
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"the Federal Reserve Agent's department be also prepared
and submitted annually instead of semi-annually as at pres-
ent, The Board concurs in the Governors' recommerdation,

&nd requests that such reports be submitted as of July 1 of

gachlyear in time to reach the Board rot later than Septem-
er 15 n

Approved unanimcusly.

Memorandum dated December 13, 1935, from Nr. Smead, Chief of
the Division of Bank Operations, recommending that, in order that the
"eekly member bank condition report (Form B-21) may contimue to con-
forn to the call report form, the former be revised in accordance with

e Copy Submitted with the memorandum. The memorandum outlined the
pr°POsed Changes and stated that, if the revised form of weekly report
She 8dopted, no changes in the form of the weekly member bank press

;tatemth Would be necessary, other than to change the caption "Due
Tom domest e banks" to "Balances with domestic banks",

Approved unanimously, together with
& letter to the Federal reserve agents at
all Federal reserve banks, reading as fol-
lows:

Reser";In view of the revision of the Board's Regulation D,
g €8 of Member Banks, effective January 1, 1936, and of
% meagt that the deposit schedules in the forms to be used
confom er banks on the next call for condition reports will
tion TMm to the new regulation, the weekly member bank condi-
s sreport form (B-21) has been revised and a copy of the
; ed form ig Inclosed, together with a copy of Schedules
diti;nand K of the form to be used on the next call for con-
Teports of member banks, The changes in Form B-21

ar
fai i:rgely in the classification of deposits, which, in so
thay, inter-bank balances are concerned, is somewhat simpler
€ present classification., As a result the mumber of
to be reported by member banks has been reduced by four.

temg
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"It is requested that reports be submitted on the new
form beginning with VWednesday, January 8, 1936, In view of
the fact, however, that the forms for the next call report
Will not be distributed to member banks until arourd the end
of the year, and, in order that the weekly reports may be
Tendered on the present form by all reporting benks up to
and Including the last report date of the present year, it
1s suggested that a supply of revised form B-21 be not dis-
tributed before January 2, 19%6.

"It will be appreciated if you will ask each reporting
Member bank to advise you, when it submits its first report
°n the new form, what part of the amount shown in its report
for December %1, 1935 as 'Due from banks and trust companies
in the United Stetes' (Item ¢ of the present Form B-21)
Tepresented demand and time balances on deposit with private

8nks and American branches of foreign banks and time bal-
&nces on deposit with other banks in the United States., Please
irdicate in your telegraphic and mail reports to the Board

he total amount of such balances included in item G of the
Teports rendered as of December 31, 1935."

Memorandum dated December 24, 1935, from Mr. Vest, Assistant
General Counsel, recommending that there be published in the next issue
°f the Federal Reserve Bulletin a statement, in the form attached to

x memorandum, with respect to the Board's recent ruling on the ques-
'S0 ¥hather the dtsteibution of coln bemks by member banks of the
Sderq) Reserve System to their depositors for the purpose of encourag-
‘g the 8Ccumulation of savings is to be considered a payment of in-
tereBt.

Approved unanimously.

F Telegram eddressed to Governors Schaller and NcKinney of the
ederal Reserve B

oy anks of Chicago and Dallas, respectively, reading as
gy
CH

"Availeble information indicates that weekly reserve




"computation periods for reserve city banke end on Friday
in all tut three Federal Reserve districts, and in one of
those the Reserve bank has recommended s change to Friday.
In the circumstances please advise whether your bank would
€ agreeable to a change in the weekly reserve computation
Peried in your district so that it would end on Friday.
A1l semi-weekly periods now end on Tuesdays and Fridays."

Approved unanimously.
Letter to Mr. W. A. Van Duzer, Director of Vehicles and
Tr
=11, District of Columbia, reading as follows:

"Reference is made to the letter of the Board of Gov-
STnors of the Federal Reserve System dated December 11,
85, and your reply of December 16, 1935, regarding the
ard's request for an order prohibiting parking on the
vest side of 20th Street and the east side of 2lst Street
etween Constitution Avenue and C Street, and on the north
g de of Constitution Avernue and on the south side of C
treet between 20th and 21st Streets after Jamery 1, 1936,
= 1s Tequest was the subject of a conversation between your-
AEIf and a representative of the Board on December 19, 1935,
ogfg result of that conversation, it is understood that your
seriee Proposes to prohibit parking in the places above de-
joribed during the progress of the demolition of the exist-
tgg building located between those streets and the construc-
R of the Board's new building; and it will be appreciated
You will confirm this understanding by letter.
hals "It is proposed to begin the demolition of the western
erq por the existing bullding on January 2, 1936. The east-
ang half of the building will still be occupied at that time,
x ithe demolition of that portion of the building will not
thg n until January 15, 1936, Accordingly, it is believed
hibit{‘r om January 2 to January 14, inclusive, the order pro-
Rlst 2“8 parking need be applicable only to the east side of
west Street between Constitution Avenue and C Street, and the
21ster“ half of the south side of C Street between 20th and
to 5, otTeets; and that the order need not be made applicable
thig i remaining places described in the first paragraph of
"etter until January 15, 1936.
new 1, t is understood that upon the completion of the Board's
uilding, consideration will be given to the adoption of

. Permg '
nent regulation of the kind requested in the Board's

2852
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"letter of December 11, 1935."

Approved unanimously,

Thereupon the meeting adjourned.

Len. ./ Y YA O
* Secretary.

//’

/

A
S 4
Approved: \_//’//Z/ (,’/ /b(

i’ / /(j/ [/ / /{_," % ,’,’v ’7 p /i
St f//{_‘&/_/t/ / A F

Chairman.






