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A meeting of the Board of Governors of the Federal Reserve

SYatem was held in Washington on Friday, September 4, 1937, at 11:00

a. m.

PRESENT: Mr. Ransom, Vice Chairman

Mr. Broderick
Mr. S7ymczak
Mr. McKee
Mr. Davis

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. Goldenweiser, Director of the Division

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

Loans
Mr. Dreibelbis, Assistant General Counsel
Mr. Bradley, Assistant Chief of the Division

of Security Loans

Further reference was made to the question whether, in the light

of xisting conditions in the stock market and the present economic

elld business situation, the Board of Governors should take action to

reduce the margin requirements prescribed in Regulation T, Extension

end Maintenance of Credit by Brokers, Dealers, and Members of National

Securities Exchanges, and in Regulation U, Loans by Banks for the Pur-

ID°se of Purchasing or Carrying Stocks Registered on a National Securi-

ties 
Exchange. There was a discussion, particularly of the question

Whether the present downward trend in the stock market and the thin-

ness of that market was the result of the regulations issued by the

4/srd and the Securities and Exchange Commission or whether the condi-

tiot was due to the unfavorable reaction of other factors on the market.
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In this connection it was pointed out that the London market was re-

acting at the present time in a manner similar to the domestic markets

and the opinion was expressed that the latter markets had turned down-

ward because of certain fundamentally adverse factors such as uncer-

tainty as to the future, the war situation in Europe and the Far East,

kad the present hesitation in the progress of recovery which some

Observers feel may develop into a business recession. It was also

felt by some that it was questionable whether action by the Board at

this time would have a beneficial effect on the capital markets or

Whether action would be interpreted as an evidence of concern on the

part of the Board as to the condition of the stock market and produce

adverse results. The suggestion was made that if action were taken by

the Board at this time to reduce margin requirements it should not be

because of the current weakness in the stock market but because of the

business and credit situation in which signs of inflation heretofore

evident have disappeared and in which there are indications of a reces-

sion which would justify the use of a reduction in margin requirements

" one of the credit instruments available to the Board for the stimula-

tion of business activity.

Mr. McKee suggested that one of the most essential things to a

I'Llrther advance of recovery was a restoration of the capital markets

4'ad that, with a view to stimulating activity in these markets, Regulation

V
4'

4M4
ght be amended to prescribe substantially lower margin requirements

()II loans made by banks to bona-fide investors for the purpose of financ-

iag the purchase of registered stocks, with the view of complete
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ownership, provided that in each case the loan is required to be

amortized regularly.

It was agreed that Messrs. Parry and
Wyatt would draft such an amendment, for
consideration by the senior staff prior to
presentation to the Board.

At 1:00 p.m. the meeting recessed and reconvened at 2:45 p.m.

with the same attendance as at the morning session with the exception

of Mr. Bradley who was not present.

The discussion of the question whether a change should be made

it the margin requirements prescribed in Regulations T and U was re-

sumed but no decision was reached.

There was presented a draft of a statement for release to the

Press with respect to Regulation A, Discounts for and Advances to Men-

her Banks by Federal Reserve Banks, which was approved and adopted by

the Board at the meeting on September 14, 1937, to become effective on

October 1, 1937.

After discussion, upon motion by

Mr. Broderick, the statement was approved

unanimously in the following form for re-

lease in the morning papers of September

27, 1937:

"The Board of Governors of the Federal Reserve System
has issued, effective October 1, 1937, a general revision

of Regulation A, governing discounts and advances for member
banks by Federal Reserve banks. The revision formally in-

corporates into the Board's regulation various legislative

provisions enacted by Congress since the previous revision

lhas issued in 1930.
"Revision of Regulation A has been considered by the

Board since the passage of the Banking Act of 1935 which
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"liberalized and made permanent the emergency provisions of

the law permitting advances to member banks on any sound as-

sets. Under these provisions of the law, Federal Reserve

banks are given authority to make advances upon any sound

assets of member banks for the purpose of enabling them to

meet seasonal or other requirements of commerce, industry

and agriculture which are consistent with the maintenance

of sound credit conditions.
"The issuance of the revised regulation at this time is

an appropriate sequence of the System's recent reduction of

discount rates. The Regulation further implements the Sys-

tem's policy of monetary ease by liberalizing and consoli-

dating the rules and methods affecting the lending function

of the Federal Reserve System.

"In a preface to the regulation, the Board states that

the guiding principle underlying the discount policy of the

Federal Reserve banks is the advancement of the public in-

terest and recognizes that the lending function of the Fed-

eral Reserve banks is not automatic but is an instrumentality

Of the System's general credit policy.

"The regulation makes few changes in the technical rules

for eligibility which have prevailed since the System was es-

tablished. It does, however, make eligible for discount a

large amount of paper of commission merchants and finance

companies, including paper drawn to finance installment

sales of a commercial character.

"The regulation lists specifically the following classes

of assets which may be accepted as collateral for advances

by Federal Reserve banks: Securities defined by the Comp-

troller of the Currency as eligible for investment by na-

tional banks, loans on stocks made in compliance with the

Board's Regulation U, mortgages and loans insured under

Titles I or II of the National Housing Act, debentures and

bonds issued by Federal Home Loan banks or under authority

of the Federal Farm Loan Act, bills, notes, and revenue bonds

and warrants issued by States or other political subdivi-

sions, obligations issued or drawn for the purpose of financ-

ing real estate, and obligations issued for the purpose of

financing the sale of goods on an installment basis.

"In addition to the specified classes of assets, the

regulation provides further that, when in the judgment of a

Federal Reserve bank circumstances make it advisable to do

SO, the banks may accept as security for an advance any

assets satisfactory to the Federal Reserve bank. The regu-

lation, therefore, bars no class of paper from use as
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"collateral for advances but merely indicates a preferred list
of paper which covers all the principal fields of financing.

"In order to encourage member banks to have their real

estate loans and installment paper acceptable as a basis for

advances at the Reserve banks, the Board in an appendix to
the regulation recommends certain minimum standards for ob-

servance in making such loans. In establishing rules which
in effect make all sound assets of member banks eligible as
a basis for advances by the Federal Reserve banks the Board

had in mind the fact recognized by Congress in the Banking

Act of 1935, that under our banking system member banks

carry time deposits as well as demand deposits, and since

these banks are custodians of the funds representing the

savings or capital accumulation of the people, they properly

invest a part of their funds in long-time paper. Conse-

quently, provision should be made whereby such paper may be

used in case of need as a basis for advances from the Fed-

eral Reserve banks.
"The principles underlying the new regulation are the

same as those underlying recent modification of the Federal

Reserve Act. Experience has demonstrated that the solvency

of banks is better safeguarded by careful regard to the

quality of the paper which they acquire than by strict ob-

servance of the form that this paper takes, and that greater

emphasis on soundness and less emphasis on form is a sound

banking principle. The Board was also guided in its de-

termination of eligibility requirements by the recognition

of the fact that at a time of a deflationary development

it is important for the Federal Reserve System to lend with
the greatest freedom consistent with safety. At such times

technical limitations on the character of eligible paper

endanger rather than protect the safety of the banking

structure.
"By describing in the regulation the character of paper

that will have first claim for advances the Board hopes to

encourage better and safer banking practices. At the same

time the Board believes that the assurance of support in

case of need given to member banks whose lending and invest-

ment practices comply with the minimum standards laid down
by the Board will encourage the banks to give their communi-

ties the financial services that they require."

At this point Messrs. Thurston, Wyatt, Goldenweiser, Parry and

breibelbis left the meeting and consideration was then given to each of

the matters hereinafter referred to and the action stated with respect
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thereto was taken by,the Board:

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

Federal Reserve System held on September 23, 1937, were approved unani-

mously.

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

Of New York, Mr. Austin, Chairman of the Federal Reserve Bank of Phila-

delphia, and Messrs. Clark and Young, Secretaries of the Federal Re-

carve Banks of Atlanta and Chicago, and Mr. Thomas, Chairman of the

Federal Reserve Bank of Kansas City, stating that the Board approves

the establishment without change by the New York and Kansas City banks

on September 23, 1937, and by the Philadelphia, Atlanta and Chicago

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

schedules.

Approved unanimously.

Memorandum dated September 23, 1937, from Mr. Bethea, Assistant

Secretary, recommending, for the reasons stated in the memorandum, that

Gordon P. Johnson and Robert H. Jones, colored messengers, be assigned

to the mimeograph and mailing sections respectively, and that Messrs.

Walter E. Paul and James C. Kolinski be appointed as pages in the Of-

fice of the Secretary, each with salary at the rate of $1,080 per an-

ram, effective as of the date upon which they enter upon the perfor-

Mance of their duties after having passed satisfactorily the usual

PhYsical examination.

Approved unanimously.
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Memorandum dated September 22, 1937, from Mr. Goldenweiser,

Director of the Division of Research and Statistics, submitting the

resignation of Mrs. Edith B. Ruch as a clerk in the Division, and recam-

tending that the Board accept the resignation effective at the expira-

tion of her Annual leave.

Bank“,

Approved unanimously.

Letter to the board of directors of "The Routt County State

Steamboat Springs, Colorado, stating that, subject to the con-

ditions of membership numbered 1 to 3 contained in the Board's Regula-

tion H and the following special condition, the Board approves the

bank's application for membership in the Federal Reserve System and

for the appropriate amount of stock in the Federal Reserve Bank of

Xansas City:

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

preciation in its banking house and furniture

and fixtures."

Approved unanimously, together with a

letter to Mr. Hamilton, President of the

Federal Reserve Bank of Kansas City, read-

ing as follows:

"The Board of Governors of the Federal Reserve System

approves the application of 'The Routt County State Bank',

Steamboat Springs, Colorado, 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 inclosed, one of which is for your files

and the other of which you are requested to forward to the

State Bank Commissioner of the State of Colorado for his

Information.
"It is noted that the bank is receiving deposits from

various individuals through the Craig Exchange Agency, the
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"Oak Creek Exchange Agency, and through merchants in other

surrounding towns. From the information submitted with the

application for membership, it is understood that neither

the bank nor its stockholders, directors, officers or em-

ployees have any connection with, or are able to exercise

any control over, such agencies; that the agencies act as

agents for the individuals making the deposits and not as

agents for the bank; that the bank is under no liability

with respect to deposits forwarded from these sources until

the deposits have been received by it and its own receipt

issued therefor; that the agencies forward deposits to other

banks if directed to do so by the depositors; and that the

Attorney General for the State of Colorado has ruled that

such activities of the agencies do not constitute engaging

in the business of banking under the laws of that State.

In the circumstances, while it is not entirely clear, it

is assumed that the agencies do not loan money or cash

checks on behalf of the bank; that no fees, salaries or

commissions are paid to the agencies by the bank; that the

bank has in no way solicited deposits through such agencies

or advertised any connection therewith; and that such

agencies were not established at the instance of the bank.

"On the basis of this understanding of the facts, it

would not appear that such agencies constitute branches of

the bank within the meaning of the term 'branch' as it is

used in section 9 of the Federal Reserve Act. However,

if there should be any change in the facts with regard to

this matter, or if the operations of such agencies should

not be carried out in accordance with the Board's under-

standing of the facts as stated above, the question whether

branches are being operated would be one for further con-

sideration, and it is suggested that this matter be fol-

lowed closely.

"The Board has noted your comments with respect to the

question of the applicability of the statutory limitations

to the liability of the Securities Credit Corporation, Denver,

Colorado, which is reported to be in excess of such limita-

tions. It appears that you have advised the bank that, in

the absence of a definite ruling by the Bank Commissioner

of Colorado, it will be necessary to consider the liability

of the corporation as an excess loan. In view of the cir-

cumstances and the further fact that the paper indorsed by

the corporation is regarded as a heavy concentration of

credit, it is suggested that you advise the bank that an

orderly reduction in the liability of the corporation will

be expected.
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"With reference to the four accounts listed in the re-

port of examination as being improperly carried as savings

deposits, it is assumed that, if the bank completes its mem-

bership, you will call the management's attention to the

fact that such accounts should be carried in some other

manner."

Letter to Mr. Gilbert, First Vice President of the Federal Re-

serve Bank of Dallas, reading as follows:

"This refers to Mr. Coleman's letter of August 26,

1937, and to your letter of September 17, 1937, with ref-

erence to what steps your bank should take looking to the

cancellation of the Federal Reserve bank stock outstand-

ing in the name of The Consolidated National Bank, Tucson,

Arizona, which was absorbed by The Valley National Bank,

Phoenix, Arizona, on February 11, 1935, but has not yet

been placed in voluntary liquidation.

"Prior to your letter of September 17, this matter

had been taken up informally with the office of the Comp-

troller of the Currency and it was understood that Mr. W.

R. Btmson, President of The Valley National Bank, advised

the Comptroller's office, under date of August 31, that a

special meeting of the stockholders of The Consolidated Na-

tional Bank, for the purpose of placing it in liquidation,

had been deferred because of the effect that such a step

might have on pending litigation; but that since they had

lost the case and were appealing it to a higher court he

doubted whether the holding of such a meeting at this time

would have any unfavorable effect. It appears from the in-

closure with your letter of September 17 that Mr.. Bimson

has now indicated that it may be practicable to call a

special meeting of the shareholders of The Consolidated

National Bank in the very near future for the purpose of

placing the bank in voluntary liquidation.

"As you know, under the present law there is no way

that Federal Reserve bank stock outstanding in the name of

a closed national bank may be canceled unless the bank is

placed either in voluntary liquidation or receivership.

In view of the consideration which is being given to placing

the bank in liquidation, it does not appear necessary for

your bank to take any action in the matter at this time.

However, if prompt steps to place the bank in liquidation

are not taken you may wish to consider the desirability of
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"making a definite recommendation to the Comptroller of

the Currency, as provided in section 8 of Regulation I,

with respect to whether a receiver should be appointed for

the subject bank."

Approved unanimously.

Telegram to Mr. Rounds, Vice President of the Federal Reserve

Bank of New York, reading as follows:

"Referring your letter September 14 regarding effect

under Regulation T of stamping of Convertible 6.50 Cumula-

tive Preferred Stock of Minneapolis-Moline Power Implement

Company.
"Board requested opinion of Securities and Exchange

Commission on one phase of question and has been advised
by Mr. Neff, Director of Commission's Forms and Regulations

Division that he is of opinion that stamping of stock here
in question does not cause the stock to become a different

security, that the stock does become different security when
the exchange offer becomes finally effective, but that the

different security would then have a special exemption under
Rule AN19.

"Board sees no reason to differ with these views. Ac-

cordingly, the Board is of the opinion that a customer with
a restricted account containing the stock in question may
be permitted, without the deposit of additional margin, to
have such stock stamped to indicate the acceptance of the

exchange offer. The Board is also of the opinion that in
the circumstances the consummation of the proposal by ac-

cepting the new 0.50 Prior Preferred Stock in exchange for
the stamped stock would not require the obtaining of additional
margin regardless of whether or not the new Prior Preferred
Stock is registered.

"This telegram is to expedite your advice to company.

Letter forwarding copy of Mr. Neff's letter follows."

Approved unanimously.

Thereupon the meeting ad ourned.

/

Assistant Secretary.

Vice Chairman.
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