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A meeting of the Board of Governors of the Federal Reserve

was' held in Washington on Friday, September 3,193?, at 2:30

PRESENT: Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. Davis

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

Consideration was given to each of the matters hereinafter re-

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

130Etra:

Telegrams to Mr. Sanford, Assistant Secretary of the Federal

4se--"a Bank of New York, and Mr. Taylor, Cashier of the Federal Re-

)1''re Sank of Cleveland, stating that the Board approves the establish-

et Without change by the New York bank on September 2, 1937, and by

1-
then,

'aveland bank today, of the rates of discount and purchase in their

418ti-116 schedules.

Approved unanimously.

Tel egram dated September 3, 1937, from Mr. Austin, Chairman

c)rthe 
Federal. Reserve Bank of Philadelphia, stating that the board

or
actors of the bank, at its meeting today, voted to establish a

dlian
'011/1t rate of 1.;1 percent per annum on rediscounts of eligible paper

ro
r PN
—Hier banks and advances to member banks under the provisions of

etin
13 and 13a of the Federal Reserve Act and a rate of 2 per-

et
On advances to member banks under the provisions of Section 10(b)

th0 
Federal Reserve Act, effective the first business day following
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that on which approved by the Board of Governors. In a telephone con-

Mr. Austin had advised Mr. Bethea that the directors also had

7°ted to establish without change the other rates of discount and pur-

chase in the bank's existing schedule.

The discount rate of 1-:k percent and

the rate of 2 percent on advances under

Section 10(b) of the Federal Reserve Act,

established by the board of directors of

the Federal Reserve Bank of Philadelphia

were approved unanimously, effective Sep-

tember 4, 1937.

The establishment by the bank without

change of the other rates of discount and

purchase in its existing schedule was also

approved unanimously.

The reasons for approval by the Board

of the reduced rates were the same as stated

by the Board in connection with its approval

on August 20, 1937, of rate reductions by the

Federal Reserve Banks of Atlanta and Chicago.

In connection with the above matter there was presented a tele-

LIrl just received from Mr. Broderick stating that he approved the re-

Itcecl rates fixed by the board of directors of the Philadelphia bank

the continuation at the Cleveland bank of a discount rate of per-

411t
cna rediscounts of eligible paper for, and advances to, member

bEltks

under the provisions of Sections 13 and 13a of the Federal Reserve

Act.
-uring the meeting Mr. Ransom talked over the telephone with

ChEtilta 
an Eccles who was in Utah and who stated that he favored the con-

ti4llation at the Federal Reserve Bank of Cleveland of the discount

l'4te °1c percent.

Letter to the board of directors of the "Macomb County Savings

) Richmond, Michigan, stating that, subject to the conditions of
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.etubershiP numbered 1 to 3 contained in the Board's Regulation H, and

the f
ollowing special condition, the Board approves the bank's applies-

tic  for membership in the Federal Reserve System and for the appro-

Pllet e amount of stock in the Federal Reserve Bank of Chicago:

t14.
Such bank shall make adequate provision for de-

predation in its banking house and furniture
and fixtures."

Approved unanimously, together with
a letter to Mr. Schaller, President of
the Federal Reserve Bank of Chicago, read-

ing as follows:

"The Board of Governors of the Federal Reserve Sys-
tem approves the application of the 'Macomb County Savings
cank t, Richmond (Lenox Post Office), Michigan, for member-
'91-P in the Federal Reserve System, subject to the condi-
t1°11s prescribed in the inclosed letter which you are re-
guested to forward to the board of directors of the insti-
tUtion. TWO copies of such letter are also inclosed, one
Of Which is for your files and the other of which you are
liequasted to forward to the Commissioner of the Banking De-
Partment for the State of Michigan for his information.

"In view of the fact that the examiner has reported
tl!st the estimated losses shown in the report of examina-
tIon were charged off during the examination, the usual
condition of membership regarding the elimination of esti-
'Mated losses has not been prescribed.

"It has been noted from the presentation memorandum
!ee°mPanying the application that you will request the bank
60 reduce its balance with a nonmember bank to an amount
Ilat exceeding 10% of capital and surplus, and that you will
call the bank's attention to the two accounts which do not

alelify as savings accounts under the provisions of the
'Qerd's Regulation Q."

Letter to the board of directors of "The Commercial Bank",

°II) Wisconsin, stating that, subject to the conditions of member-

1111mbered 1 to 3 contained in the Board's Regulation El, and the
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condition, the Board approves the bank's application

the Federal Reserve System and for the appropriate

the Federal Reserve Bank of Chicago:

"4. Such bank shall make adequate provision for depre-

ciation in its banking house and furniture and

fixtures."

Approved unanimously, together with
a letter to Mr. Schaller, President of
the Federal Reserve Bank of Chicago, read-
ing as follows:

"The Board of Governors of the Federal Reserve System
81)Proves the application of 'The Commercial Bank', Chilton,
Wisconsin, for membership in the Federal Reserve System,
subject to the conditions prescribed in the inclosed letter
which you are requested to forward to the board of directors
of the institution. Two copies of such letter are also in-
closed, one of which is for your files and the other of which
You are requested to forward to the Commissioner of Banking
for the State of Wisconsin for his information.

"It has been noted from the presentation memorandum ac-
the application that in the event the bank com-

Pletes its membership it will be requested to write down to
call price all bonds carried in excess thereof, and that the
i!lanagement's attention will be called to the fact that say-

accounts which do not qualify as such under the provi-
elons of the Board's regulations should be carried in some
Other manner and to the situation regarding Director
Schmidlkofer who is apparently disqualified to serve as
Et director of the bank by reason of the hypothecation of
all of his bank stock.

"According to the report of examination made in connec-
tion with the application for membership, the bank has ex-
tended credit to the brewing company and the malting company
Which apparently will become affiliates of the bank upon ad-
Illission to membership. It is assumed that the bank has been,
Or will be, acquainted with the provisions of section 23A
°f the Federal Reserve Act which pertain to such loans.
. "From the data given on page 19-B of the report of ex-
!I:al-nation, it appears that recently the bank reimbursed the

4
11-ilton Malting Company in the amount of approximately

*,4-,700 for a loss which the company sustained on a mortgage
801d to it by the bank. It is assumed that this matter has
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"had consideration and that you are satisfied that the bank
has no further obligations of this nature which might prove
e
mbarrassing."

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

Of 
York, reading as follows:

"In accordance with the recommendation contained in
Your letter of August 27, 1937, the Board approves the ap-
Pointments of

Campbell, Edward B., Jr.
Good, Harold F.
Warner, Darr W.

as assistant examiners for the Federal Reserve Bank of New
York on a permanent basis. Please advise as to the dates
the appointments became effective."

Approved unanimously.

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

Of
ktitInta, reading as follows:

"In accordance with the recommendation contained in
Your letter of August 30, 1937, the Board approves the ap-

Pointment of Mr. Robert M. Stephenson as an assistant ex-
erraner for the Federal Reserve Bank of Atlanta on a per-
Mezent basis. It is noted that you have recommended that
Mr. Stephenson's salary be fixed at the rate of $2,1.00,
Which is within the maximum provided for the position un-
'der the present personnel classification plan of your bank.

"Please advise as to the date the appointment becomes
effective."

Approved unanimously.

Telegram to Mr. Stewart, Secretary of the Federal Reserve Bank
Or 

St . Louis, reading as follows:

"Referring your September 2 wire no change will be made
this year in group classifications for election of Class A
and B directors in your district."

Approved unanimously.
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Letter to Kenefick, Cooke, Mitchell, Bass & Letchworth, Buffalo,

New 
York, reading as follows:

"This refers to your letter of July 13, 1937 and to
the Board's letter of July 22, 1937 regardinx, the question

Whether member banks in the State of New York may pay in-
terest after August 23, 1937 on demand deposits of trust

i'llnds under the provisions of subdivision 11 of section

188 (now section 100-b, subdivision 4) of the Banking Law

New York, as amended by chapter 679 of the Laws of New
York of 1937, effective ,Tune 30, 1937.

"This matter has been referred by the Board to the

Federal Reserve Bank of New York which will communicate with
You regarding the matter.
. "In the interest of orderly procedure, the Board de-

sires that questions arising under the Federal Reserve Act
and the Board's regulations be considered in the first in-
stance by the Federal Reserve bank of the district and, ac-
corditgly, it will be appreciated if future inquiries of
this nature be submitted directly to the Federal Reserve
Bank of New York rather than to the Board."

Approved unanimously, together
with the following letter to Mr. Harri-

son, President of the Federal Reserve

Bank of New York:

"This refers to Mr. Trtmble's letter of August 6, 1937,
with refereance to a letter from Kenefick, Cooke, Mitchell,

lass &Letchworth, Buffalo, New York, regarding the payment
uY member banks in the State of New York of interest ac-
cruing after August 23, 1937 on demand deposits of trust

!'4171-ds pursuant to subdivision 11 of section 188 (now section
100-b, subdivision 4) of the Banking Law of New York, as
elulended by chapter 679 of the Laws of New York of 1937.

"The Board of Governors is in accord with the views
expressed in Mr. Trimble's letter and agrees with the sug-

astion that it would be helpful to Kenefick, Cooke, Mitchell,
'bass & Letchworth if their attention were called to the sub-
stance of the Board's letter of April 3, 1937 (X-9861) and
tO the action taken by the Corporate Fiduciaries Association
°f New York City. It will be appreciated if your bank will

swer the letter of July 13, 1937 from Kenefick, Cooke,
'Iltchell, Bass &Letchworth, a copy of which ras inclosed

111 our letter of July 22, 1937. However, before undertaking

'0 answer such letter please satisfy yourself that Kenefick,
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"Cooke, Mitchell, Bass & Letchworth has submitted this ques-
tion on behalf of a member bank client or that it has such
Other substantial interest in the matter as to justify the
request for a ruling. A copy of the letter which the Board
is today sending to Kenefick, Cooke, Mitchell, Bass & Letch-
worth is inclosed herewith."

Letter to Mr. Sihler, Assistant Vice President of the Federal

Reserve Bank of Chicago, reading as follows:

"Reference is made to your letter of August 25, 1937
forwarding a copy of a letter regarding Regulation U from
Mr. Robert H. Garrett, Assistant Cashier, The Northern Trust
CoMPany, Chicago.

"It is understood that Mr. Garrett is interested in a
loen which was made prior to May 1, 1936 but which is subject
to Regulation U since Amendment No. 3 became effective on
September 1, 1937. Certain cashier's checks are held as
Collateral for the loan, but when the cashier's checks are
given a maximum loan value of 100 per cent of their face
the maximum loan value of the collateral is less than the
elaount of the loan. Mr. Garrett wishes to know whether
the Board agrees with his view that in such circumstances
the reinvestment of the cashier's checks in an equal market
value of stocks would be forbidden as a substitution that
would increase the deficiency in the maximum loan value.

"The Board's letters (X-9655, S-26) of July 20, 1936
and August 5, 1937 are to the effect that it is permissible
to hold cashier's checks as collateral for a loan subject
to Regulation U. As indicated in the last paragraph of
S-26, however, cashier's checks held as such collateral would
have a higher maximum loan value than stocks. The replace-
Ment of cashier's checks by stocks having an equal market
Value would, of course, be a substitution of collateral,
elld such a substitution necessarily would reduce the maxi-
111141 loan value of the collateral for the loan. If such a
reduction caused the maximum loan value of the collateral
tO be less than the amount of the loan, or increased an ex-
isting deficiency, the substitution would be forbidden by
the last paragraph of section 1 of the regulation.

"In the present case there is an existing deficiency
Which would be increased by the substitution here in ques-
tion and, therefore, the substitution would not be per-
Isissible. It is to be noted, of course, that the regulation
Would not forbid the purchase of the securities desired by
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"the borrower if the borrower deposits, either in the form
or cash or additional collateral, sufficient margin to cover
such a purchase."

Approved unanimously.

Letter to Mr. Fleming, President of the Federal Reserve Bank of

Cl"eletd, reading as follows:

"In your letter, of August 24 you refer to a pamphlet
°I1 System operations recently put out by one of the Federal
Reserve banks and state that you are considering the de-
sirability of issuing a similar pamphlet, but before doing
80 Would appreciate having the views of the Board on the
subject.

"During recent months the Board's staff has been de-
nting considerable study to various banking problems and
'es published in the Bulletin certain statistical data re-
alliting from these studies. It is also preparing certain
descriptive and explanatory material with respect to the
8Ysten and its operations which it expects to publish
!tither in the Bulletin or in pamphlet form. In view of
his fact, it would not appear necessary for the individual

'ederal Reserve banks to undertake the preparation and
11)11blications of similar material on their own account un-
csa they particularly wish to do so."

Approved unanimously.

Letter torlr. Gidney, Vice President of the Federal Reserve Bank

elv York, reading as follows:

"Further reference is made to your letter of July 22,
1937 regarding the question whether Mr. Charles U. Bay may
!ontinue his service at the same time as a director of The
-qrst National Bank and Trust Company of Bridgeport, Bridge-
Port, Connecticut, and as a special partner in the firm of

M. Kidder & Co., New York, New York, in view of the pro-
'91si0118 of section 32 of the Banking Act of 1933.

"The question is whether the firm is 'primarily engaged
in the issue, flotation, underwriting, Public sale, or dis-
:ribution, at wholesale or retail, or through syndicate par-
6icipation, of stocks, bonds, or other similar securities,'
'within the meaning of section 32. The memorandum opinion
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ft
of counsel to your bank which you inclosed states that the
grO8 s income of the firm from transactions of this type
averaged only 1.5 per cent of total gross income for the
Period January 1934 to March 1937, inclusive.

"In addition, the firm acted as principal in other
transactions in purchasing and selling securities, but none
of the securities involved were new issues. Four-fifths of
these transactions were with dealers and brokers, and the
Famainder produced only 5.4 per cent of the firm's gross
income. Moreover, this remainder included some purchases
Of stocks for which the firm already had received orders.
The balance of the income of the firm, aside from a small
amount of interest, was derived from transactions in which
the firm acted as broker, executing orders for the purchase
ana sale of securities on behalf of others in the open mar-
ket.

"The conclusion reached by counsel to your bank, with
which you agree, is that A. M. Kidder & Co. should not be
regarded as primarily engaged in the types of business
Specified in section 32 and accordingly that Mr. Bay may
legally continue in the relationships described in the first
P,ragraph of this letter. You are advised that the Board be-
lieves that this conclusion is correct."

Approved unanimously.

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

chmond, reading as follows:

"Further reference is made to your letter of August 7,
1937 regarding the applicability of section 32 of the Bank-
ing Act of 1933 to the services of Mr. S. L. Edler as Cashier
(1'' the Citizens National Bank of Berkeley Springs, West
!1:rginia, and as a representative of Investors Syndicate,

wanneapolis, Minnesota.
"It appears that Mr. Edler will act as salesman on a

commission basis, selling the 'investment contract' issued
bY Investors Syndicate. Section 32 applies to interlocking
relationships between member banks and organizations 'pri-
rfly engaged in the issue, flotation, underwriting, pub-

Sale, or distribution, at wholesale or retail, or through
eYndicate participation, of stocks, bonds, or other similar
6eaurities,' and counsel to your bank is of the opinion
that the contracts in question are not 'stocks, bonds, or
Other similar securities' within the meaning of this pro-
718ion.
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"The copy of the contract which you inclosed shows that
it resambles in many particulars an endowment insurance pol-
icY. It provides for the payment of a fixed sum annually
tO the company for 15 years, at the end of which time the
company will repay a stated sum. There are provisions re-
garding optional settlements in the event of the death or
disability of the purchaser, provisions regarding non-for-
faiture in the event of default in payment of installments,

".d provisions for surrender and settlement at specified

amounts at the end of any year prior to maturity. The con-
tract is transferable only with the consent of the company
11Pon payment of a transfer fee of 0..00 and upon the submis-
31on of a transfer order on a form furnished by the Com-
Pany,

"On the basis of the information submitted, and assum-
inZ that none of the other activities of Investors Syndicate
are of the kind described in section 32, the Board agrees
with the conclusion reached by your counsel and is of the
()Pinion that section 32 is not applicable to the relation-
ships described in the first paragraph of this letter."

Approved unanimously.

There was submitted a recommendation, which had been approved

the 
Personnel Committee, that the Board authorize the payment of

%I
-tellers totaling 154.92, covering straw holders and duplicating sup-

tor use in the Board's new building, as called for in purchase

I's Nos. 1872, 1874, 1875, 1982 and 1990.

Approved unanimously.

Thereupon the meeting adjourned.

Assistant Secretary.

A, ArlAtti. 41011•414
Vice C eirman.
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