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A meeting of the Board of Governors of the Federal Reserve Sys-

was held in Washington on Friday, January 17, 1936, at 11:30 e. m.

PRESENT: Mr. Eccles, Chairman
Mr. Thomas, Vice Chairman
Mr. Hnmlin
Mr. Miller
Mr. James
Mr. Szymczak

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary

Consideration was given to each of the matters hereinafter re-

ferred to and the action stated with respect thereto was taken by the

Board:

Letter to Mr. Austin, Chairman of the Federal Reserve Bank of

Philadelphia, stating that the Board approves the establishment with-

out change by the bank on January 15, 1936, of the rates of discount

and purchase in its existing schedule.

Approved unanimously.

Letter to Mr. Sargent, Secretary of the Federal Reserve Bank of

San Francisco, reading as follows;

"Receipt is acknowledged of your telegram of December
27 and your letter of December 28, 1935, advising of the ap-
pointment of directors of branches of your bank, each for a
term of two years beginning January 1, 1936.

"The reappointment of Mr. G. H. Greenwood, President of
the Pacific National Bank of Seattle, Washington, as a direc-
tor of your Seattle branch, results in all of the directors
of that branch appointed by the Federal reserve bank continu-
ing to reside in Seattle. In accordance with action taken
Previously, the Board waives the provision of the regulations
contained in its letter of January 9, 1935 (X-9083), regard-
ing the appointment of directors of branches of Federal re-
serve banks, which requires that at least one director ap-
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"pointed by the bank shall reside outside of the city in which
the branch is located. Also, the Board has no objection to
the by-laws of the Seattle branch being amended temporarily
so as to eliminate this requirement during 1936, but requests
that when the appointment by the bank of a director of the
branch for the term beginning January 1, 1937, is taken up,
consideration be given to the selection of a director who will
meet in all respects the requirements of the regulations
above referred to."

Approved unanimously.

Letter to Mr. Sargent, Secretary of the Federal Reserve Bank of

Francisco, reading as follows:

"The Board of Governors of the Federal Reserve System has
received your letter of January 10, 1936, and approves the com-
pensation and allowance fixed by the board of directors of your
bank, at its meeting on January 9, of 050 for each meeting of
the Federal Advisory Council in Washington attended by Mr. M. A.
Arnold, who has been selected as a member of the Council to
represent the Twelfth Federal Reserve District during the current
year."

Approved unanimously.

Letter to the "Carthage National Exchange Bank", Carthage, New York,

reading as follows:

"The Board of Governors of the Federal Reserve Systeu
has given consideration to your application for permission to
exercise fiduciary powers, and grants you authority to act,
when not in contravention of State or local law, as trustee,
executor, administrator, registrar of stocks and bonds, guard-
ian of estates, assignee, receiver, committee of estates of
lunatics, or in any other fiduciary capacity in which State
banks, trust companies or other corporations which come into
competition with national banks are permitted to act under
the laws of the State of New York, the exercise of all such
rights to be subject to the provisions of the Federal Reserve
Act and the regulations of the Board of Governors of the Fed-
eral Reserve System.

"This letter will be your authority to exercise the fidu-
ciary powers granted by the Board pending the preparation of
a formal certificate covering such authorization, which will
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"be forwarded to you in due course."

Approved unanimously.

Letter to Mr. 'IcAdams, Assistant Federal Reserve Agent at the Fed-

Reserve Bank of Kansas City, reading as follows:era].

"Reference is made to your letter of January 7, 1936,
transmitting the request of 'The Farmers State Bank of Worland',
Worland, Wyoming, for permission in accordance with the pro-
visions of membership condition numbered 8 to purchase the
Z12,750 in trustees' certificates outstanding against the bank
building, which transaction is part of a proposed plan which
provides for a net increase in the carrying value of bank
premises from e22,259.25 to 50521.35. The report of condi-
tion as of November 1, 1935, indicates that the bank has out-
standing capital stock of ;725,000.

"As you know, section 24A of the Federal Reserve Act as
amended provides, among other things, that the aggregate amount
of the investment in bank premises of a State member bank shall
not, without the approval of the Board, exceed the capital
stock of such bank. Under the provisions of section 24A of
the Federal Reserve Act, the Board approves the proposed pur-
chase of 0.2,750 trustees' certificates in accordance with the
plan outlined in the inclosures transmitted with your letter
of January 7, 1936. Such approval also constitutes compliance
With condition of membership numbered 8.

"It is suggested that you acquaint the bank with the
Board's views which are known to your office with respect to
making adequate provision for depreciation in banking quarters
owned."

Approved unanimously.

Letter to Mr. Curtiss, Federal Reserve Agent at the Federal Re-

serve Bank of Boston, reading as follows:

"In reviewing the report of examination of the trust de-
partment of 'The Union Trust Company of Boston, Boston, Massa-
chusetts, made as of August 10, 1935, it has been noted that
the examiner for your bank has indicated that the member bank,
by depositing 'in its own bank' funds of agency, safekeeping
and corporate accounts received in its trust department, with-
out pledging security to the trust department, possibly has
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"violated condition of membership numbered 16 to which it
is subject. The examiner has stated that the Commissioner
of Banks of the State of Massachusetts 'does not require the
pledging of securities to cover deposits of trust department
cash in its own bank unless such deposits are of estate, court
or voluntary trust cash' and does not deem funds belonging to
agency, safekeeping and corporate accounts to be 'trust cash'.

"The question whether all deposits made by a bank's trust
department in its commercial or savings department should be
protected by a pledge of collateral to the trust department
depends upon the facts and circumstances involved in each case.
As you know, it is a fundamental principle that funds received
or held in a trust capacity by a national bank, or by a State
member bank subject to condition of membership numbered 18,
must not be used by the bank in the conduct of its business
unless the required collateral is deposited with the trust de-
partment to secure such use of the trust funds. However, it
is the Board's view that, even though agency, safekeeping or
corporate accounts are handled in the bank's trust department,
funds belonging to such accounts need not be secured if they
are used by the bank in the conduct of its business, provided
the accounts do not involve a fiduciary relationship. (See
Federal Reserve Bulletins for 1921 and 1922, pages 1435 and
572, respectively, and Board's letter of October 8, 1935, re-
garding The Southington Bank and Trust Company, Southington,
Connecticut.)

"On the other hand, where doubt exists as to the status of
any account of this nature and funds of any such account are
used in the commercial or savings department of the bank, such
funds should be protected by the required security, the presump-
tion being that, if an account is handled through the bank's
trust department, it involves a fiduciary relationship. Hence,
if such protection is not afforded, it should be clearly shown
that a fiduciary relationship is not involved."

Approved unanimously.

Letter to Mr. Pett, Manager of the Division of Research and Sta-

tistics of the Federal Reserve Bank of Chicago, reading as follows:

"This refers to your letter of December 21, 1935, with
regard to the reports of the Continental Illinois National
Bank and Trust Company of Chicago.

"In the last paragraph of the letter you stated that the
amounts classified under 'Deposits not subject to reserve',
totaling 0_1656,000.00 on November 20, represent funds of cer-
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"tain listed corporations which are wholly owned affiliates of
the Continental Illinois National Bank and Trust Company and
that in the opinion of your member bank reserve department
such amounts constitute a proper deduction from deposits sub-

ject to reserve.
"It is understood that the amounts in question constitute

deposits which have been made by the affiliated corporations
with the Continental Illinois National Bank and Trust Company
and the latter is under the same liability to repay these
amounts to depositors as it is to repay any other amounts re-
ceived on deposit. Notwithstanding the fact that all of the
stock of these various corporations is owned by the Continental

Illinois National Bank and Trust Company, they are nevertheless
separate entities and legally distinct from the bank. Accord-
ingly, there appears to be no justification for exempting de-
posits of such affiliated corporations from the reserve require-
ments to which other deposits are subject under the law, and
the amounts in question should, therefore, be treated as de-
posits subject to reserve and classified accordingly."

Approved unanimously.

Letter to the governors of all Federal reserve banks, reading as

follows:

"In planning the study of closed banks which has recently
been undertaken as a WPA project, it was proposed that the
general supervision, analysis and publication of significant
findings be undertaken by the Board and the placement and super-
vision of workers be undertaken by the Federal Reserve banks.
This was done in order to ensure efficient supervision and
also to meet the requirement that ninety percent of total ex-
penditures would be for labor from relief rolls. This re-
quirement precludes the possibility of meeting the cost of
supervision from the amount allocated to the study by the
President, since the rent of space, machines and equipment
for the tabulating center will absorb the remaining ten per-
cent of expenditures. While the Reserve banks have been
cooperating in the preparatory work incident to the initia-
tion of the project, the allocation of the cost of supervision
has not yet been determined beyond instructions that a separate
record of expenses be maintained.

"The Board now proposes that the cost of supervision, ex-
clusive of supervision provided by the Board, be prorated among
the Reserve banks according to their capital and surplus. There
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"are several considerations which prompt the suggestion.
"In the first place, this would be in harmony with the

procedure adopted in connection with the studies on member
bank reserves and on branch, group and chain banking.

"Secondly, the burden of supervision is unevenly distrib-
uted. In selecting the closed banks for study an effort was
made to include all national banks which had suspended from
1931 to 1933, inclusive, in towns with a population of 25,000
or over and with deposits of 10000,000 or over. It was felt
that small banks in places with a population of less than
25,000 would not have adequate space nor have their records
in good shape. Moreover, it would be difficult to secure
white-collar workers in small places. In addition to the na-
tional banks, certain state banks were included where the
cooperation of the State Superintendent of Banking could be
obtained.

"As a consequence of this method of selection the number
of closed banks to be supervised is very unevenly distributed
geographically, as is shown in the accompanying table. There
are no banks in the Ninth and Tenth Districts, and only one
in the Eleventh District. On the other hand, almost half the
number of banks is concentrated in the Fourth and Seventh
Districts.

"Finally, the findings of the study should be equally
valuable to all the Reserve banks. The Works Relief Program
offers a unique opportunity to secure the transcription and
tabulation of the itemized assets and liabilities of a sub-
stantial number of banks for some years preceding their sus-
pension. Such data would be of great help in studying the
weakness in our banking structure disclosed by the depression.
In a few years, when the receiverships are closed, records
from which such a study could be made will have been destroyed.
The value of the study, moreover, is not purely historical in
nature. Anything that can be done to make banks conscious of
the necessity of correlating their loan and investment policies
to the particular composition of their deposits would be a
contribution to the improvement of banking practice.

"The magnitude of the work of transcribing and tabulating
the necessary data would have precluded the System from under-
taking the study at its own expense. Since, however, the Presi-
dent has allocated upwards of 4';600,000 for the study the only
cost to the Reserve banks will be that of supervision.

"In view of the foregoing the Board hopes that its sugges-
tion that any costs incident to supervision should be borne by
the System as a whole in an equitable manner, will receive
Your favorable consideration."

Approved unanimously.
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Letter to Mr. Peyton R. Evans, General Counsel, Farm Credit Ad-

ministration, reading as follows:

"The Board is in receipt of your letter of January 14,
1936, together with a copy of a letter written to you by
Harry D. Reed, General Counsel for the Federal Land Bank of
Columbia, dated January 6, 1936, both of which relate to the
availability of Mr. C. E. Cagle, Assistant Chief, Division of
Examinations, Board of Governors of the Federal Reserve Sys-
tem, as a witness in connection with the case of Macklin v.
Federal Intermediate Credit Bank of Columbia, which has been
set for trial on or about March 23, 1936, before United States
District Judge J. Lyles Glenn. It is observed that Yr. Cagle's
presence is desired in Columbia at least a week prior to March
230 1936.

"At present Mr. Cagle is in Porto Rico, on official
business for the Board, but it is expected that he will return
prior to the date of the trial. The Board will be glad to co-
operate in the matter of mnking Mr. Cagle's services available
as a witness and understands that Mr. Cagle's compensation and
expenses will be handled on the same basis and in the same
manner that they were handled on his trip to Columbia in 1935."

Approved unanimously.

Thereupon the meeting adjourned.

"-• • 16-1

Secretary.

Chairman.
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