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tern was

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

held in Washington on Friday, July 10, 1936, at 11:00 a. m.

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. McKee
Mr. Ransom
Mr. Davis

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-

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

Board:

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

Federal Reserve System held on July 9, 1936, were approved unanimously.

Telegrams to Messrs. Kimball, Strater and Young, Secretaries

of the Federal Reserve Banks of New York, Cleveland and Chicago, re-

spectively, stating that the Board approves the establishment without

change by the New York bank on July 9, and by the Cleveland and Chicago

bariks today, of the rates of discount and purchase in their existing

s
chedules.

Approved unanimously.

Letter to Mr. Wood, Vice President of the Federal Reserve Bank

of St. Louis, reading as follows:

"This refers to your letters dated May 20, 1956, and
June 18, 1936, regarding the report of examination of the
'Franklin County Bank', Washington, Missouri, at the close
of business on April 14, 1936.
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"On page 21 of the report, the examiner makes the fol-
lowing statement:
. 'The account which the Bank of Washington, Wash-
ington, Missouri, carries with this institution repre-
sents a pro rata share of Franklin County funds. While
the account is carried in the name of the Bank of Wash-
ington, deposits are designated as being for the ac-
count of the Treasurer of Franklin County. Interest
is paid on the deposit at the rate of 1/4% per annum,
payable monthly and, in discussing the condition,
management expressed the definite opinion that the
matter does not constitute a violation of Section 19
of the Federal Reserve Act or the Board's Regulation
Q.'
"In the copy of the letter dated June 10, 1936, from

the Board of Directors of the Franklin County Bank to the
State Finance Commissioner of Missouri, which was inclosedin your letter of June 18, 1936, the following statement ap-
pears:

'We are of the definite opinion that the deposit
of the Bank of Washington representing a courtesy de-
posit of a portion of Franklin County funds on which
we pay 1/4% interest per annum monthly does not consti-
tute a violation of Section 19 of the Federal Reserve
Act or the Board's Pegulation Q. However, our agree-
ment with said bank expires on July 10, 1937, and if
there is still doubt about the deposit, we shall deal
directly with the County Treasurer, or pay the bank
in full.'
"Although the facts relating to the deposit of the Bank

of Washington in the Franklin County Bank are not entirely
Clear, it appears that the deposit is payable on demand and
consists of funds which at the time of deposit belonged to the
Bank of Washington rather than to Franklin County. On the
basis of this understanding of the facts, it is the view of
the Board that the Franklin County Bank may not pay interest
on such demand deposit. Accordingly, it appears that the

County Bank should either accept the deposit directly
from Franklin County or, if it continues to hold the depositof the Bank of Washington, should cease to pay interest then,-
°n- Even if the deposit is made directly by the county inthe Franklin County Bank, the bank could not, of course, pay
Interest on such demand deposit unless the payment of interest
thereon is required by State law."

Approved unanimously.
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Letter to the Federal reserve agents at all Federal reserve banks,

reading as follows:

"The Board has been informed that in a number of in-
stances State nonmember banks have been insured by the Fed-
eral Deposit Insurance Corporation subject to certain condi-
tions to be complied with at a subsequent date. Mr. Crowley,
Chairman of the Federal Deposit Insurance Corporation, has
advised the Board that the Corporation will be glad to fur-
nish the Federal reserve banks upon request information re-
garding conditions imposed by the Federal Deposit Insurance
Corporation precedent to the extension of Federal deposit in-
surance which have not been complied with by an insured bank
applying for membership in the System. In addition to pre-
scribing conditions in connection with extension of deposit
insurance to some banks, the Federal Deposit Insurance Corpora-
tion, as you know, has been endeavoring in other cases to ob-
tain corrections of various matters or the adoption of a pro-
gram for strengthening a given situation.

"It is reported that in some instances insured nonmember
banks may have endeavored to seek or are contemplating seeking
admission to membership in the System with the hope of avoid-
ing either compliance with conditions prescribed by the Federal
Deposit Insurance Corporation in connection with the granting
of insurance or completion of programs urged by the Federal
Deposit Insurance Corporation for strengthening the situation.

"'While the responsibility of determining whether the con-
dition of a nonmember State bank is such as to justify admis-
sion to membership rests with the Federal reserve banks and
the Board of Governors, and there is no intention or desire
to escape such responsibility, nevertheless, it is most de-

sirable that the Federal Deposit Insurance Corporation, on the
one hand, and the Federal reserve banks and Board of Governors,
on the other, supplement each other?s efforts in the interests

of a sound banking system, and that the respective agencies
not be placed in a position of appearing to work at cross
Purposes, In particular, it is believed that a situation should
not be permitted to develop where nonmember banks will seek ad-

mission to the System in order to escape their obligations to
the Federal Deposit Insurance Corporation or to avoid reasonable

requests of that Corporation made to promote sound banking.

"It is requested, therefore, that, in connection with each

application of an insured nonmember bank for membership in the

System, representatives of the Reserve bank communicate with
the supervising examiner of the Federal Deposit Insurance
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"Corporation in the district where the applicant bank is
located for the purpose of determining whether the applicant
is subject to any conditions imposed by the Federal Deposit
Insurance Corporation which have not been complied with and
whether the Federal Deposit Insurance Corporation is endeavor-
ing to obtain corrections or adoption of a program for strength-
ening the bank's condition. In case an applicant has not com-
plied with the conditions imposed by the Federal Deposit In-
surance Corporation or the Corporation has been unable to ob-
tain the major corrections which it considers necessary, the
Board should be fully advised of all of the facts in connec-
tion therewith when the bank's application is forwarded to the
Board.

"It is suggested, also, that it would prove helpful if
the representatives of the Reserve bank, before seriously dis-
cussing with an insured nonmember bank the filing of an appli-
cation for membership, obtain from the Federal Deposit Insur-
ance Corporation's supervising examiner information regarding
any conditions imposed by the Corporation upon the bank and
any corrective measures the Corporation is endeavoring to
obtain."

Approved unanimously.

Letter to Mr. D. B. Farris, Vice President, Hamilton National

&Inky Chattanooga, Tennessee, reading as follows:

"This refers to your letter dated June 16, 1956, ad-
dressed to Mr. Ransom, regarding the question whether paper
of Electric Home Pz Farm Authority may be discounted by Fed-
eral Reserve banks.

"You state that your bank extends loans on the direct
note of the Electric Home & Farm Authority and that the funds
so borrowed are used for the purpose of financing electrical

aPPliance dealers' paper. The eligibility for rediscount
1?Y Federal Reserve banks of paper of the kind described above

is a subject which has been considered by the Board at various
times in the past and it has been the uniform opinion of the

Board's counsel that such paper is not eligible for redis-

count under the terms of the Federal Reserve Act.

"However, your attention is invited to the fact that
under the provisions of section 10(b) of the Federal Reserve
Act, any Federal Reserve bank may make advances to any member

hank on its time or demand notes which have maturities of not

more than 4 months and which are secured to the satisfaction
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"of such Federal Reserve bank; provided that each such note
shall bear interest at a rate not less than 1/2 of 1 per cent
per annum higher than the rate at which such Federal Reserve
bank discounts commercial paper for member banks. Paper of
the Electric Home & Farm Authority may be used as collateral
for advances by a Federal Reserve bank to a member bank under
the provisions of the above section when such advances are
secured to the satisfaction of the Federal Reserve bank. If
you should have any further questions regarding this matter
or any similar matter, it is believed that you may find it
more convenient to communicate with the Federal Reserve Bank
of Atlanta, which will be glrd to answer your inquiries.

"Mr. Ransom has just returned to the office and is in
much better health. However, because of the accumulation of
work on his desk, this reply has been prepared in order to
expedite an answer to the question which you presented. Your
letter will, of course, be brought to Mr. Ransom's attention."

Approved unanimously.

Thereupon the meeting adjourned.

0-11,A,4 
Secretary.

Chairman.
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