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

was held in Washington on Friday, April 24, 1936, at 10:30 a. m.

PRESENT: Mr. Eccles, Chairman
Mr. Broderick
Mr. McKee

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

Chairman
Mr. Wyatt, General Counsel
Mr. Smead, Chief of the Division of Bank

Operations
Mr. Goldenweiser, Director of the Division

of Research and Statistics
Mr. Parry, Chief of the Division of Security

Loans
Mr. Bradley, Assistant Chief of the Division

of Security Loans
Mr. Dreibelbis, Assistant General Counsel
Mr. Benedict, Assistant Counsel

There was presented a memorandum prepared by Mr. Parry under

(late of April 24 transmitting a revised draft of an amendment to subsec-

tion 3(f) of Regulation "U", Loans by Banks for the Purpose of Purchas-

ing or Carrying Stocks Registered on a National Securities Exchange,

which had been prepared in collaboration with counsel following the

fleet'
ng of the Board yesterday afternoon. The proposed amendment read

aS 
follows:

. "Without prejudice to the legal effect of any general
lien created by a loan agreement or otherwise, a loan need
not be treated as being secured for the purposes of this
regulation by collateral which is held by the bank only in
the capacity of custodian, depositary or trustee, or under
similar circumstances; and the regulation does not restrict
Withdrawals or substitutions of any collateral specifically
allocated by the bank to a loan which is not for the purpose
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"specified in section 1, or which is excepted by the provi-
sions of section 2, or which was made prior to May 1, 1936:
Provided, That the collateral so held or so allocated has not
been treated by the bank, in making any loan subject to this
regulation or in permitting withdrawals or substitutions of
collateral specifically allocated thereto, as having loan
value for the purposes of the regulation."

Mr. Parry's memorandum stated that the amendment in its appli-

cation to collateral supporting an unregulated loan would permit no

Withdrawals that were not permitted by Regulation NJ" in its present

f°rm except in a case in which the maximum loan value of collateral

sPecifically allocated to a regulated loan had decreased to an amount

less than the amount required by the regulation; the regulation in its

Present form requiring the bank to retain in such case so much of the

c°11ateral behind the unregulated loan as might be necessary to cover

the deficiency in the collateral supporting the regulated loan, while

the 
amendment would relieve the bank of this requirement. The memo-

also stated that the regulation with or without the amendment

would permit a bank, if disposed to disregard the spirit of the regu-

lation and adhere only to its letter, to make a regulated loan solely

O 
Partly on the basis of collateral already held to support an unregu-

llited loan and that it was believed, when the regulation was adopted,

that 
60 
4._

make such a provision in the regulation was justified because

(1) •it was preferable to the alternative of complicating the regulation

with elaborate provisions regarding old loans and their collateral,

(2) the banks, generally speaking, may fairly be expected to observe

the sPirit of the regulation, and (3) the Board could ascertain by
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means of of current or occasional reports whether or not this expectation

had been fulfilled, and, if necessary, take action to amend the regula-

tion.

During a discussion of the proposed amendment, Mr. Parry stated

that he had discussed the matter with Chairman Landis of the Securities

and Exchange Commission who had advised that he regarded it as a bank-

ing problem and one in which the Securities and Exchange Commission

waS not particularly interested.

The proposed amendment was discussed at length and the sugges-

tion was made that the Federal Reserve Agent at New York be requested

to advise the members of the subcommittee of the American Bankers Asso-

ciation that, after giving careful consideration to the advisability of

amending Regulation "U" as requested by the subcommittee, the Board had

reached the conclusion that it would be undesirable to adopt any amend-

ments to the regulation at this time; that in reaching this conclusion

the Board was not entirely unsympathetic to the amendments proposed by

the subcommittee but had in mind that the regulation, which was adopted

after careful consideration and conferences with the representative bankers

and brokers, should be llowed to go into effect in the form adopted by

the Board; and that, in the absence of unforeseen circumstances, considera-

ti°n should be given to amendments to the regulation only after it had

been in effect a sufficient period of time to enable the Board to determine

the basis of experience what amendments should be made.

Mr. Broderick called attention to the fact that the Board had
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adopted the regulation on March 24, 1936, to become effective on May 1,

1936, in order that banks and other interested parties might become

thoroughly familiar with its provisions and present such questions as

might arise to the Board for rulings or amendments prior to that date.

He stated that he felt the proposed amendment was a desirable one from

the standpoint of simplifying the operating procedure at the banks, that

it would not affect adversely the general objective of the regulation,

and that the change should be made before the banks had set up a pro-

cedure in accordance with the provisions of the regulation.

date of

Thereupon, Mr. Broderick moved that the
proposed amendment submitted with Mr. Parry's
memorandum be approved and adopted to become
effective on May 1, 1936.

Mr. Broderick's motion was put by the
Chair and lost, Messrs. Eccles and McKee vot-
ing "no".

Mr. McKee moved that the Secretary be re-
quested to send a telegram to the Federal Re-
serve Agent at New York requesting that he ad-
vise the members of the subcommittee of the
American Bankers Association in accordance
with the suggestion referred to above that
the Board had reached the conclusion that it
would be undesirable to adopt any amendments
to the regulation at this time.

Carried unanimously, with the understand-
ing that a letter would also be sent to Mr.
Fleming, President of the American Bankers As-
sociation, advising of the Board's action.

There was also presented a memorandum prepared by Mr. Parry under

April 24, 1936, transmitting a draft of a ruling interpreting

Regulation "U", prepared in collaboration with counsel's office. The
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raling read as follows:

"Rulingjo. 1 interpreting Regulation In response to
an inquiry from certain banks in New York City concerning sec-
tion ge) of Regulation U, the Board of Governors of the Fed-
eral Reserve System rules as follows:

"A bank may accept the transfer of a loan from another
lender, provided the loan is not increased and the collateral
for the loan is not changed, even though the 'maximum loan value'
of the collateral be less than the amount of the loan, but may
not thereafter permit at any time withdrawals or substitutions
of collateral that would increase the deficiency at such time."

The memorandum stated that the ruling, which was of special in-

terest to banks in New York City, provided in effect that while a bank

'night take over from another lender a loan that was at the time under-

margined without requiring the borrower to make up the required margin

the bank thereafter might permit only such withdrawals or substitutions

°f collateral as could be permitted on a loan which at its inception

was properly margined. The memorandum pointed out that the principal

effect of the ruling would be to make it clear that a broker having a

1°a at a given bank made prior to May 1, 1936, on which the margin was

less than would be required on a new loan made on or after May 1, might

after that date transfer the loan to another bank without having to fur-

nish margin in the amount required by the regulation, but that if such

a transfer be effected the loan would thereafter lose its status as an

Old loan and would become subject to the maintenance provisions of the

l'egulation. The memorandum stated also that consideration had been

given to providing in the ruling for a case in which the broker had

borl*owed, through a metropolitan bank, from some out-of-town bank and
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the loan was called by the out-of-town bank, but that it had been found

that special provision for such a case would require an amendment to the

regulation and that such an amendment would not seem to be justified.

After a brief discussion, upon motion by
Mr. McKee, the ruling was approved unanimously.

Chairman Eccles read a letter received by him under date of April

20, 1936, from President Peyton of the Federal Reserve Bank of Minneapo-

lis, stating that a plan for the reorganization of the Minneapolis bank

had been completed and submitted to Mr. Broderick and that it would be

Put into effect upon receipt of approval by the Board of Governors of

the Federal Reserve System. The letter stated also that Mr. Peyton was

Plalaling to leave for Europe immediately after the reorganization plan

had been approved and that he would like to be advised if the Board

had anything in mind that would make it inexpedient for him to complete

his plans to be absent from the bank for a period of from six weeks to

two months.

The Secretary was requested to advise
Mr. Peyton that the Board had no objection
to his arranging to be absent from the bank
for the period stated.

In connection with the above matter, Mr. Broderick stated that

he hoped to present to the Board for consideration on April 28, 1936,

the report prepared by Mr. Peyton covering the proposed reorganization

°f the Federal Reserve Bank of Minneapolis.

The minutes of the meetings of the Board of Governors of the

Federal Reserve System held on April 18 and 20, 1936, were approved
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unanimously.

The minutes of the meeting of the Board of Governors of the

Federal Reserve System held on April 17, 1936, were approved unanimous-

and the actions recorded therein were ratified unanimously.

Messrs. Thurston, Wyatt, Smead, Goldenweiser, Parry, Bradley,

Dreibelbis and Benedict left the meeting at this point and considera-

tion was then given to each of the matters hereinafter referred to and

the action stated with respect thereto was taken by the Board:

Telegrams to Mr. Kimball, Secretary of the Federal Reserve

sank of New York, and Mr. Martin, Chairman of the Federal Reserve

Bank of Atlanta, stating that the Board approves the establishment

Without change by the New York bank on April 23, 1936, and by the At-

lanta bank today of the rates of discount and purchase in their exist-

ing schedules.

Approved unanimously.

Telegram to Mr. Sargent, Assistant Federal Reserve Agent at the

Reserve Bank of San Francisco, reading as follows:

"In accordance with recommendation contained in your
telegram of April 22, 1936, and upon basis of information
contained therein, Board interposes no objection to assump-
tion of deposit liabilities and purchase of certain assets
Of 'The First National Bank of Toppenish', Toppenish, Wash-
ington, by 'The Traders Bank', Toppenish, Washington, with
the understanding that transaction has approval of State
Supervisory authorities, that your counsel is satisfied asto legal aspects of case and that national bank will be
Placed in voluntary liquidation as soon as it is practicable
to do so. Please furnish Board with copies of any agreements
or contracts pertaining to the transaction."

Approved unanimously.
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Letter to Mr. Sargent, Assistant Federal Reserve Agent at the

Federal Reserve Bank of San Francisco, reading as follows:

"Receipt is acknowledged of your letter of March 25,
1936, with inclosures, advising of the retirement of $10,000
of preferred stock by J. N. Ireland & Company, Bankers,
Malad, Idaho, and of the increase in its common capital in
a corresponding amount, with the result that the bank now
has preferred stock of $10,000 and common stock of $30,000.

"It has been noted that such adjustments in capital
were effected by the bank's board of directors under the
authority contained in its amended articles of incorpora-
tion. In this connection, your counsel has pointed out that,
under the laws of the State of Idaho, the minimum capital
required for a barik in a place the size of Malad is $25,000
and that, since the retirement of preferred stock in the
amount of $10,000 did not reduce the outstanding capital of
J. N. Ireland & Company, Bankers, below the minimum required
by the State law, a question might be raised as to whether
the provisions of its articles of incorporation are broad
enough to authorize the board of directors to increase the
common stock by an amount necessary to maintain the aggre-
gate capital at a figure in excess of the minimum required
by the State statute. Your counsel has also indicated that
the legality of the increase in common stock may depend on
the question whether, under the provisions of the Federal
Reserve Act, the bank's capital is required to be main-
tained at not less than $40,000, and, in this connection,
your attention is called to the position of the Board as
stated in its letter of January 31, 1936 (X-9475). However,
Your counsel has expressed no opinion with reference to the
regularity of the proceedings taken for the increase of
capital.

"The Board is not in a position to determine whether
Proceedings of this kind are regular in all respects, since
this is a matter which depends, in part, upon the require-
ments of the State laws applicable to the particular sit-
uation, and in any such case the Board must rely on coun-
sel for the Federal Reserve bank to reach a definite opin-
ion regarding such a matter. In the circumstances, you are
requested to have your counsel again consider the matter
referred to above and to advise the Board of the decision
reached by him with regard thereto. Your counsel may wish
to confer with the appropriate authorities of the State
of Idaho, and, if so, he may also feel that it is desirable
to obtain advice from such authorities as to whether the
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"laws of that State permit a change in the number of shares
of each class of stock, such as has been made in the present
case, without amending the articles of incorporation."

Approved unanimously.

Memorandum dated April 9, 1936, from Mr. Paulger, Chief of the

Division of Examinations, stating that, in accordance with the action

ta-'4en by the Board at its meeting on January 4, 1936, a draft of letter

was Prepared to the Federal reserve agents at all Federal reserve banks

instructirv: them to send copies of all examination reports of State mem-

ber banks to the Board's Division of Examinations as soon as they were

available and that whenever a report of examination made by them showed

NAtal Impairment or other serious condition, the question what action

h°41d be taken be submitted to the Board for consideration before the

l'ePort ipas transmitted to the member bank; that the draft of letter had
hot 

been acted upon by the Board; and that it as recommended, for the

l'eas°ns stated in the memorandum, that the proposed letter be not sent.
The _e

m morandum submitted for approval, however, a draft of letter proposed
to b

e sent by the Division of Examinations to all Federal reserve agents,

l'eacling as follows:

"It will be appreciated if reports of examinations of
.state member banks made by your examiners and the analyses
'thereof, with the recommendation as to what action, if any,
should be taken by the Board of Governors on the basis of
the condition of the bank as reflected in the report of
examination, are forwarded to the Board as soon as they areavailable.

"It is requested, also, that in cases there the exam-in •ation discloses a critical situation, by reason of a
.!erious capital impairment or otherwise, the Division of
4xaminations be advised as to the general situation as soon
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"as practicable without waiting for the submission of the com-
plete report."

Approved unanimously.

Telegram dated April 24, 1936, to Mr. Sargent, Assistant Federal

Reserve Agent at the Federal Reserve Bank of San Francisco, stating that

the Board interposes no objection to his informing the various State

banking authorities in his district with regard to some potentially

dangerous tendencies which are developing in the third Federal reserve

district through the efforts of some security dealers to induce banks

to obtain disproportionate amounts of Postal Savings deposits and to

sell to the banks as collateral therefor bonds lacking in proper invest-

ment characteristics.

San

Approved unanimously.

Letter to the board of directors of the Federal Reserve Bank of

Francisco, prepared in accordance with the action taken at the meet-

1-14g of the Board on April 21, 1956, and reading as follows:

"Your letter of April 16, regarding the salaries fixed
for President Day and Vice President Hale, has received the
careful consideration of the Board of Governors of the Fed-
eral Reserve System.

"The Board recognizes fully the responsibility devolving
Upon you in administering the affairs of the Federal Reserve
Bank of San Francisco and is conscious of the fact that your
action in fixing the salaries of Messrs. Day and Hale at
$30,000 and $15,000 per annum, respectively, represents your
considered judgment in the matter. However, a separate and
distinct responsibility is imposed upon the Board by section
4 of the Federal Reserve Act for the approval of salaries
Of officers and employees of the Federal reserve banks. In
discharging this responsibility under the law, the Board
naturally relies to a large extent upon the recommendations
of the board of directors of the Federal reserve bank con-
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"cerned. On the other hand, the Board must also give due
consideration to action taken under similar circumstances in
Other cases and to the interests of the public and the Sys-
tem as a whole. In certain other instances the Board recently
has had occasion to consider salaries fixed by boards of direc-
tors of Federal reserve banks for presidents and first vice
presidents who were promoted from lower paid positions in the
operating departments of the banks and took the position that
they should not receive at once the same salaries as their
Predecessors merely by reason of their promotions, and the
salaries approved in such instances were considerably less.
This position does not prevent the reconsideration of the
question of appropriate salaries when sufficient time has
elapsed to make an adequate appraisal of the manner in which
the new appointees have met their responsibilities in the
light of existing conditions.

"The Board feels that the position it has taken in this
connection is in no way inconsistent with Mr. Eccles' letter
Of February 2, 1935, to which reference is made in your let-
ter and which reiterated a previously announced policy that
no increases should be made in salaries of officers and em-
ployees receiving more than $5,000 per annum unless there was
involved a change from one position to another of greater
duties and responsibilities, since, es you know, the Board in
its telegram to Mr. Moore of April 3, 1936, stated that the
Board approves for Messrs. Day and Hale salaries at rates
of $23,000 and $14,000 per annum, respectively, if fixed by
Your directors at those rates, which in both instances repre-
sented substantial increases over the salaries which they
had been receiving as deputy governor and cashier, respectively.
It may be added in this connection that it is the understand-
14; of the Board of Governors that your bank has not been en-
tirely in sympathy with the proposal to transfer the non-statu-
tory duties performed in the Federal Reserve Agent's Depart-
ment to the operating side of the bank. If that should prove
to be the position of your Board with respect to the matter,
the Board of Governors might find itself confronted with the
necessity of appointing a full time Chairman and Federal Re-
serve Agent to fill the existing vacancy at your bank. The
Proposal has been received with general approval in the Board's
discussions of the matter with the Presidents of the other
Federal reserve banks and in taking action with respect to
the salaries of the chief executive officers at other banks
the Board has had in mind this added responsibility.

"Moreover, the Board concurs in the views expressed in
Mr. Eccles' letter of February 2, regarding the comparison
of salaries paid by Federal reserve banks and commercial
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"banks and with respect to the development of a career system
which would serve to attract and retain capable and experienced
men in the organization.

"After reviewing the entire situation, the Board is not
disposed to modify at this time the position outlined in its
telegram of April 5."

Approved unanimously, with the under-
standing that the letter would be trans-
mitted through Mr. Sargent, Secretary of
the Federal Reserve Bank of San Francisco.

Thereupon the meeting adjourned.

APPrOved:
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