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

teal was held in Washington on Friday, June 5, 1936, at 11:30 a. m.

ferred
tOarci:

PRESENT: Mr. Broderick
Mr. McKee

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

Consideration was given to each of the matters hereinafter re-

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

Telegrams to Mr. Kimball, Secretary of the Federal Reserve Bank

°f New York, and to Messrs. Martin and Thomas, Chairmen of the Federal

Res.
-rve Banks of Atlanta and Kansas City, respectively, stating that

the B°ard approves the establishment without change by the New York bank

on 'Tune 40 and by the Atlanta and KEMBEIS City banks today, of the rates

discount and purchase in their existing schedules.

Approved unanimously.

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

Bank of Dallas, reading as follows:

"Reference is made to your letter of May 1 in which
You express a desire to be advised as to the duties to be per-
formed by you as Chairman and Federal Reserve Agent on an
honorary basis for the period from May 1 to December 31, 1936.
It is assumed that you refer to duties and responsibilities
Other than those of a director with which the Chairman is
charged in common with other directors and those which ordi-
xlarily attach to the position of presiding officer.

As you know, there is in process of development 8 plan
for the transfer from the Agent's department to the operating
department of the Federal reserve bank of the functions which
4re not required by law to be performed by the Chairman and
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"Federal Reserve Agent. As soon as such a plan becomes opera-
tive with the approval of the Board of Governors the responsi-
bility for the operation of the functions transferred will be
Shifted to the President of the bank and the Federal Reserve
Agent will be relieved thereof. In view of this plan and the
fact that the Banking Act of 1935 specifically provides that
the President shall be the chief executive officer of the
bank, the Board does not contemplate asking the Chairman and
Federal Reserve Agent to assume responsibilities not placed
Upon him by statute although there may be occasionally some
special matters as to which the Board will desire his coopera-
tion and assistance.

"The duties for which the Chairman and Federal Reserve
Agent will continue to be responsible under the law are sub-
stantially as follows:

1. The Federal Reserve Act requires the Federal
Reserve Agent to act as the official representative of
the Board of Governors of the Federal Reserve System for
the performance of the functions conferred upon it by
the Federal Reserve Act, to make regular reports to the
Board of Governors, and to maintain a local office of
the Board on the premises of the Federal reserve bank.
In this connection, as you know, he is specifically au-
thorized, subject to the approval of the Board of Gover-
nors of the Federal Reserve System, to appoint one or
more assistants.

2. Section 30 of the Banking Act of 1933 provides
for the issuance by the Federal Reserve Agent of warnings
to directors or officers of State member banks to discon-
tinue violations of law or unsafe or unsound practices
and for his certifying the facts in such cases to the
Board of Governors.

5. The Federal Reserve Act charges the Federal Re-
serve Agent with responsibility for the issuance and re-
tirement of Federal reserve notes and Federal reserve
bank notes and the custody of collateral therefor. In
addition, he may also be required by the Treasury Depart-
ment to act as joint custodian with the Federal reserve
bank of money and bullion.

4. The Federal Reserve Act requires each Federal
reserve bank to keep itself informed of the general charac-
ter and amount of the loans and investments of its member
banks with a view to ascertaining whether undue use is
being made of bank credit for certain purposes; and the
Chairman is required to report to the Board of Governors
any such undue use of bank credit, together with his
recommendation.
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"5. The Chairman is also charged by the Federal
Reserve Act with the responsibility for the conduct of
the nominations and elections of Class A and Class B
directors of the Federal Reserve Bank.
"The customary requirements of the Board with respect

to the furnishing of surety bonds by Federal reserve agents
Will continue in effect.

"As you will recall the Board has expressed the view in
connection with the by-laws of the Federal reserve banks that
the Chairman of the Board should also be a member of the ex-
ecutive committee of the Reserve bank, which should be composed
exclusively of directors. The Board is also of the opinion
that the board of directors should require that reports of all
audits of the bank be submitted to it and presumably this wouldbe done through the Chairman.

"The Federal Reserve Agent will be expected, of course,
to exercise such general supervision over the operations of
the department as may be necessary to satisfy himself that
they are being performed properly, but it will be necessary
for him to give his personal attention only to matters of
unusual importance. As a practical matter the ministerial
duties of the Federal Reserve Agent, such as those which re-
l.-ate to the issuance of Federal Reserve currency and the hold-

in custody of collateral therefor, will be performed by
or under the direction of an Assistant Federal Reserve Agent
who should be a careful and conscientious person of unques-
tioned integrity.

"The Board trusts that the foregoing outline will answer
Your question satisfactorily and greatly appreciates your
Willingness to remain in the capacity of Chairman and Federal
Reserve Agent for the remainder of the year."

Approved unanimously.

Letter to the Federal reserve agents at all Federal reserve

el transmitting forms and instructions in connection with the next

for condition reports of State member banks.

Approved unanimously.

Letter to Mr. Geery, Federal Reserve Agent at the Federal Reserve
tar,l,

f Minneapolis, reading as follows:

"Reference is made to your letter of May 22, 1936, in-
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t'closing a copy of a letter addressed to you by Mr. Edgar L.
Mattson, President of the Midland National Bank & Trust Com-
pany, Minneapolis, making certain inquiries with respect to
the provisions of Regulation U.

"The first inquiry is addressed to a hypothetical case
in which a borrower who has borrowed $1,000 without security
from a bank for a purpose other than purchasing or carrying
a registered stock applied to the bank after May 1, 1936, for
a further loan of $900 which is for the designated purpose
and otherwise subject to Regulation U2 to be secured by stocks
having a market value of $2,000. Since, in connection with
the second loan, the borrower in the hypothetical case pro-
vides additional collateral having a maximum loan value equal
to the amount of the loan, it can be made under the provi-
sions of the last paragraph of section 1 of the regulation
and this would be true even if the first loan were for the
Purpose of purchasing or carrying registered stocks.

"The second inquiry is addressed to a hypothetical case
in which a borrower who has received a loan subject to Regu-
lation U in the amount of $900 for which he has deposited as
collateral stocks having a market value of $2,000 applies to
the bank after May 12 1936, for a further loan of $1,000 to
be used in his business and not subject to the regulation.
Since the provisions of Regulation U restricting the making
of loans apply only to loans for the purpose of purchasing or
?arrying stocks registered on a national securities exchange,
the second loan, in so far as Regulation U is applicable,
could be made without the deposit of additional collateral.

"The third inquiry is addressed to a hypothetical case
in which a borrower who has received a loan of $1,000 for busi-
ness purposes and not subject to Regulation U, but which is
secured by stocks having a market value of $2,000 applies after
kEy 1, 1936, for a further $900 loan subject to the provi-
sions of Regulation U. Under the provisions of Regulation U
a loan subject to the regulation may be made in an amount not
exceeding the maximum loan value of the collateral which se-
cures it and loans previously made which are not subject to
the regulation need not be combined with this loan in esti-
mating the total amount of the loan subject to the regula-
tion. Accordingly, without discussing the case from the stand-
Point of good banking practices, it follows that the second
loan would be permissible without additional collateral, since
the maximum loan value of the stocks which secure it, assuming
that the loan agreement of the bank would have the effect of
subjecting the collateral to the lien of the second loan as
well as the first, is equal to the amount of the $900 loan
applied for. However, all of the collateral securing it would
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"become subject to the restrictions upon withdrawals and sub-
stitutions of collateral as provided in the third paragraph
of section 1.fl

Approved unanimously.

Letter to Mr. Wheeler, Assistant Federal Reserve Agent at the

Federal Reserve Bank of San Francisco, reading as follows:

"Reference is made to your letter of May 11, 1956, en-
closing a copy of a letter from the Crocker First National
Bank of San Francisco dated May 9, 1966, and to your letter
of May 16, 1936, enclosing a copy of a letter from the National
Bank of Commerce, Seattle, Washington, dated May 13, 1936, all
relating to the meaning of section 2(c) of Regulation U, which
excepts from the limitations prescribed in section 1 of the
regulation 'any loan to a dealer, or to two or more dealers,
to aid in the financing of the distribution of securities to
customers not through the medium of a national securities ex-
changer.

Me understand the question of the Crocker First National
Bank to be whether the following loan would come within the
description contained in section 2(c): The borrower is a deal-
er, a part of whose business consists of 'making a market'
in a stock registered on a national securities exchange. In
this business he purchases this stock from time to time for
his own account on the exchange, or 'over the counter' from or
through members of a national securities exchange or brokers
or dealers who transact a business in securities through the
medium of such members. In this business he also sells this
stock from time to time for his own account on the exchange,
but more often he sells the stock 'over the counter' to his
customers or to other persons, his sales in either case being
ou a cash basis. The loan to this dealer is secured by this
stock, and is for the purpose of enabling him to purchase the
stock and to carry it pending its sale.

"We understand the question of the National Bank of Com-
merce to be whether the following loan would come within the
description contained in section 2(c) of Regulation U: The
borrower is a dealer who is a member of a national securities
exchange. A part of his business consists of purchasing on
the exchange stocks registered thereon and of selling them on
a cash basis to his customers or to other persons 'over the
counter'. The loan is for the purpose of enabling the dealer
to purchase these stocks and to carry them pending their sale.
The loan might be expected to be outstanding for several months
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"and to be reduced or increased several times during its life.
"On the basis of the facts as stated above, neither of

these loans comes within the description of a loan contained
in section 2(c) of Regulation U, because neither loan is a loan
to aid in the financing of the distribution of securities with-
in the meaning of the term 'distribution' as used in such sec-
tion.

"Although neither of these loans is within the exception
expressed in section 2(c), the Board is granted power by sec-
tion 7(d) of the Securities Exchange Act of 1954 to exempt
loans of this nature if it deems it necessary or appropriate
in.the public interest oribr the protection of investors. If
neither of the banks which presented the inquiries, or the deal-
ers involved, regard such an additional exemption as necessary
or desirable their recommendations will be given careful con-
sideration by the Board, with such consultation with the Securi-
ties and Exchange Commission as may be necessary."

Approved unanimously.

Letter to Mr. James Cheston, 3rd, Vice President and Treasurer,

The Pennsylvania Company for Insurances on Lives and Granting Annuities,

Phil„
'uelphia, Pennsylvania, reading as follows:

"Reference is made to your letters of May 22 and May 26.
"We understand the case presented by your letters to be

the following one:
Prior to May 1, 1936, you made a loan to a customer

secured by stocks for a purpose other than purchasing or
carrying a stock registered on a national securities ex-
change. After May 1, 1936 some bonds securing the loan
were redeemed, and you applied the proceeds of the redemp-
tion to the reduction of the loan. The customer subsequently
advised you that she had not wished to reduce the loan,
but had wished to substitute for the bonds a registered
stock which she had wished you to purchase for her ac-
count.
"We understand your question to be whether Regulation U

Permits you to proceed in a manner which would effect the same
result as would have been effected if you had complied with
the wishes of the customer as now expressed.

"You might have complied with the wishes of the customer
had you done so at the time of the redemption, because the
loan at that time was not subject to any of the provisions of
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"Regulation U. Furthermore, if your action in reducing the
loan was a bona fide mistake you may now, in order to carry
out the borrower's original wishes, make the requested pur-
chase and reinstate the loan to its originnl amount, treating
the transaction as the rectification of a mistake rather than
as making a new loan subject to Regulation U."

Ranisey,

Approved unanimously.

Letter to Mr. J. E. Easterday, Cashier, The Ramsey National Bank,

Illinois, reading as follows:

"Referring to your letter of May 27, 3_966, the Board is
always glad to receive constructive suggestions from member
banks, and is glad to have this opportunity to explain to you
why it desires to have member banks fill in all columns on
the 'Report of reserve required against net deposits', submit-
ted to the Federal Reserve bank semi-monthly.

"It is appreciated that your bank at a time like the present
When it has substantial excess reserves is not interested in
taking advantage of the allowable deductions, called for in
columns 2a and 2b, from demand deposits in order to determine
actual required reserves. The Board of Governors, however,
18 interested in these items particularly because of its desire
to follow closely the amount of excess reserves member banks
are carrying with the Federal Reserve banks, and particularly
the location and type of banks by which the excess reserves
are held.

"As you know, paragraph 6 of Section 19 of the Federal Re-
serve Act authorizes the Board of Governors, tin order to pre-
vent injurious credit expansion or contraction', to change the
requirements as to reserves to be maintained by member banks
against demand or time deposits, or both. In order that the
Board may be in possession of the necessary information to
enable it to intelligently comply with the law it is necessary
that it have available information with respect to the amount
of excess reserves held by each member bank and for all mem-
ber banks combined. I am sure that you will appreciate the un-
desirability of the Board's taking any action with respect to
reserve requirements without first obtaining such information
as is necessary for a complete understanding of the effect
of existing reserves on the volume and character of credit in
use. While it is appreciated that the Board does at times ask
for considerable information from member banks, it is careful
not to ask for any information which it feels is not required
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"by law or necessary to a proper understanding of changes which
are constantly taking place in banking institutions.

"On pages 312-314 of the May 1936 Federal Reserve Bulletin,
a copy of which is inclosed, you will find a number of para-
graphs with respect to the amount and distribution of excess
reserves of member banks during the first half of March 1936."

Approved unanimously.

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

Reserve Bank of Chicago, reading as follows:

"This refers to your telegram dated May 27, 1936, present-
ing the question whether the statements of the Comptroller
cf the Currency in his address before the California Bankers
Association at Sacramento, California, on May 22, 1936, af-
fected the Comptroller's previous ruling, stated in X-9539-d,
that the provisions of section II(5) of the regulations regard-

investment securities were not intended to prohibit member
banks from purchasing bonds convertible into stock only at the
Option of the holder.

"As stated in the Board's telegram to you dated May 28,
1936, your inquiry was submitted to the Comptroller's office
in order to obtain a formal ruling upon this question. There
is inclosed herewith a copy of a letter dated May 29, 1936,
from Mr. Gibbs Lyons, Deputy Comptroller, answering the in-
quiry contained in your telegram."

Approved unanimously, together with a
letter to the Federal reserve agents at all
Federal reserve banks, reading as follows:

"There is inclosed herewith a copy of a telegram received
1101n the Assistant Federal Reserve Agent at Chicago present-
ing the question whether the statements of the Comptroller of
ti.le Currency in his address before the California Bankers Asso-
ciation at Sacramento, California, on May 22, 1936, affected
the Comptroller's previous ruling, stated in X-9539-d, that the
Provisions of section II(5) of the regulations were not intended
to prohibit member banks from purchasing bonds convertible into
st:ock only at the option of the holder. This question was sub-
Tatted to the Comptroller of the Currency and a copy of his reply
ls inclosed herewith."

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

Reserve Bank of Minneapolis, reading as follows:
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"This refers to your letter dated May 27, 1936, present-
ing an inquiry submitted by the First State Bank of Rushmore,
Rushmore, Minnesota, a State member bank, as to whether such
a bank may purchase for its own account bonds convertible into
stock, or bonds accompanied by stock purchase warrants.

"As you know, section II(5) of the regulations of the
COmp troller of the Currency regarding investment securities pro-
vides that the purchase of securities convertible into stock at
the option of the issuer is prohibited. In a letter to the
Board, copies of which were sent to all Federal Reserve agents
under date of April 4, 1936, (X-9539-d), the Comptroller stated
that it was not intended that such provision of the regulations
should operate to prohibit the purchase of securities convertible
Only at the option of the holder.

"It is understood that the Comptroller's office has taken
the position that the purchase of securities accompanied by
stock purchase warrants or rights is not permitted by the regu-
lations since such securities are considered as speculative and,
in addition, constitute a prohibited investment in stocks be-
cause the price paid by the bank involves a premium which in
part reflects the conjectural value of the stock right.

"The above position regarding securities accompanied by
stock purchase warrants or rights was expressed by the Comp-
troller in his address before the California Bankers Associa-
tion at Sacremento, California, on May 22, 1936. In a tele-
gram from the Assistant Federal Reserve Agent at Chicago, a
COPY of which is inclosed, the question was raised as to whether
the Comptroller's address before the California Bankers Asso-
ciation affected the former ruling that the regulations were
not intended to prohibit the purchase of securities convertible
into stock only at the option of the holder. This question was
submitted to the Comptroller, and a copy of his reply to such
inquiry is inclosed herewith. It is believed that this infor-
mation will enable the State member bank to determine whether
or not the bonds referred to in its letter comply with the pro-
visions of the Comptroller's regulations dated February 15,
1936.

"You state that all of the bonds in question were pur-
chased by the First State Bank of Rushmore since February 15,
1956, except the bonds of one issue, which were purchased
Prior to February 15, 1936. In this connection, you are ad-
vised that the regulations of the Comptroller were promulgated
under date of February 15, 1936, but State member banks did
not receive copies of the regulations until several days later.
In -view of this fact, the Board will not offer objection to the
continued holding by a State member bank of securities which
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"were lawfully acquired under the provisions of the law and
the previous regulations of the Comptroller prior to the date
the bank received notice of the new regulations.'

Approved unanimously.

Thereupon the meeting adjourned.
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Secretary.

App

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




