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A meeting of the Board of Governors of the Federal Reserve

SY8tem was held in Washington on Saturday, October 23, 1937, at 11:00

a. m.

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

Mr. Morrill, Secretary
111-. 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

8Q1ard:

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

4deral 
Reserve System held on October 22, 1937, were approved unani-

raOttely.

Telegrams to Messrs. Kimball, Clark and Young, Secretaries of
the pederai 

Reserve Banks of New York, Atlanta and Chicago, stating

th" the Board approves the establishment without change by the New

c'rk bank on October 21, and by the Atlanta and Chicago banks on Oc-

tober 22, 
1937, of the rates of discount and purchase in their exist-

Approved unanimously.

Letter to the board of directors of "The Auburn State Bank",

1411411'4' Indiana, stating that, subject to the conditions of membership

Iltzzbered 
to 6 contained in the Board's Regulation H and the follow-
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ing ePecial conditions, the Board approves the bank's application for

itiszbership in the Federal Reserve System and for the appropriate amount

of stock in the Federal Reserve Bank of Chicago:

ttri.

"8.

119.

Such bank shall make adequate provision for depre-

ciation in its banking house.

As soon as practicable, such bank shall dispose of
any loans which may be secured in whole or in part
by its own stock, or obtain the substitution of
Other adequate security for each such loan.

Prior to admission to membership such bank, if it
has not already done so, shall charge off or other-
wise eliminate net depreciation of *4,001.81 in
securities and estimated losses of 0,550.41 in
Other assets, all as shown in the report of examina-
tion of such bank as of September 27, 1937, made
by an examiner for the Federal Reserve Bank of

Chicago."

Approved unanimously, together with

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
a Proves the application of 'The Auburn State Bank', Auburn,Ina.

for membership in the Federal Reserve System, sub-
1.),,I:ct to the conditions prescribed in the inclosed letter

tore 
You are requested to forward to the board of direc-

i-re of the institution. Two copies of such letter are also

one of which is for your files and the other of
'ch You are requested to forward to the Director of the
)aPertment of Financial Institutions for the State of Indiana
-")r his information.

"It has been noted that, while the bank has full trustPowe
rs, it has availed itself thereof only to a limited ex-

:exit; that the management is reported to be desirous of dis-

crtinuing the trust business; that no effort is made to se-
new business; and that the largest trust, the receiver-

th P Of a bank, will be shortly closed out. According to
e report of examination, the by-laws of the bank contain
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no provisions with respect to a trust department, its offi-
cers and duties, or a trust committee. The report of exam-
ination also contains several criticisms of the operations
Of the department. Acceptance of any trust business, no
matter how mall, entails serious responsibilities, and the
management should be advised that it y.ill be expected to
take proper steps to bring its trust activities, so long
as it has any trust accounts, into conformity with approved
Practices.

"It will be noted that the eliminations required by
condition of membership numbered 9 include, in addition to
the estimated losses as shown in the report of examination,
the amount of depreciation in group 2 securities less ap-
Preciation in group 1 securities. Such requirement is in
accordance with the policy outlined in the Board's letterof 

December 9, 1933, (X-7705).
"The report of examination lists two savings accounts

which do not conform to the definition of savings depositsas 
contained in the Board's regulations and it is assumed,Of 
course, that the bank will be acquainted with the provi-

:Igns of such regulations and that, if admitted to member-
arm Y accounts which may not be considered as savings

'ePosits under the regulations will be carried in some other
manner.

It is understood that the laws of the State of Indiana
Ptrohibit the bank from pledging its assets as security for

trust
funds deposited in its banking department and that

Just runda so deposited are preferred claims in event of
_ lquidation of the bank. Standard condition of membership
numbered 6, however, has been prescribed in order that its
Provisions may be invoked at any time in the future if neces-
iti'Y' You are, of course, authorized to waive compliance
With the condition until further notice in accordance withthe general authorization previously granted by the Board
with which you are familiar.
el "The papers submitted with the application did not in-
e Ude a copy of a certificate from the State authorities

tn1.1°PiZ1ng the bank to commence business. If such a cer-
tillcate was required in connection with the reincorpora-.

n of the bank in 1924, it will be appreciated if you will
Obtain and forward a copy thereof to the Board for its rec-ords.“

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

" Atiante) reading as follows:
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"This refers to your letter of October 11, 1937, with
reference to whether the Lake Charles Bank and Trust Corn-
Pan, Lake Charles, Louisiana, and the Rapides Bank & Trust
CamPenY in Alexandria, Louisiana, should deposit trust funds
n°1v carried in their banking departments in other banks
Pending the passage of legislation which would authorize
the" and other banks in Louisiana to pledge securities to
secure trust funds carried in their banking departments.

"In view of the active steps which you advise are be-
ing taken to obtain the enactment of legislation of the
kind referred to at the next session of the Louisiana Leg-
islature in May 1938 and the fact that it appears from the
eports of examination which are available here that the
canks referred to are in good condition and under capable
Management, the Board will not insist at this time that
these banks carry funds of trusts which they administer in
other banks in order to comply with the condition of member-
shiP to which the banks are subject.

Loui<i 
"In connection with the proposed amendment to the

'lena statutes, it has been noted that the duty would
!pe Placed on a trustee bank to obtain collateral when carry-

funds with an affiliate or in its own banking de-
Pieltment 'unless dispensed from doing so by specific words
_n the trust instrument'. The question is raised for your
cons

ideration as to whether, in a case where a trust instru-
TTnt relieved a bank from the duty of obtaining collateral,

to 
would have authority to require such collateral in order
coMply with the Board's condition of membership. It is

luggested that if you have not already done so you have your
`junsel review the proposed legislation in order to be en-
Posecertain that, if enacted, it will accomplish the pur-

for which it is intended.

le "Please advise the Board whether or not the proposed
gislat ion is enacted into law at the next session of the

;Tli eiana Legislature and if in the meantime there should
p:z; enY substantial change which might affect the Board's

tion with regard to the handling of trust funds by the
T"e Charles Bank and Trust Company and the Rapides Bank &

attst 
Company in Alexandria, please call the facts to the

ention of the Board for consideration."

Approved unanimously.

Letter to Mr. William Prentiss, Jr., Deputy Comptroller of the

°Ill'reriQlr, reading as follows:
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"This refers to your letter of June 5, 19:37, and in-
closures, requesting the Board's views upon the question
Whether the amounts carried in a 'Construction Loan Account'
by the Manufacturers National Bank, Detroit, Michigan, should
be considered as deposits for the purpose of computing thebankt 

s required reserves.
"It is understood that it is the practice of the bank

to require the applicant for a construction loan to execute
a note and mortgage for the full amount of the loan and also
an agreement authorizing the bank to make advances on behalfOf the borrower as the construction of the building progresses.
The 

agreement provides that no part of the amount representedby the note shell be considered as loaned until actually ad-
vanced to or on behalf of the borrower; that interest shall
be 

Paid by the borrower only on the amounts actually advanced;
end that at no time shall the unadvanced portion of the com-
mitment be considered as money or credits owing to theborrower.
m "It is also understood that as soon as the note and
°rtgage are executed and recorded the full amount of the

rte is set up as an asset in the bank's report of condition
,d the unadvanced portion of the amount of the note is
5 ahsferred to an account entitled 'Construction Loan Ac-Count? 

which is shown in the condition report under the
headingt 'Other Liabilities'. The bank has indicated that
tv_ a,Purpose of the above arrangement is to insure that theu 

dvanced portion of the amount of the note shall not be
silbiedt to garnishment or levy in suits against the bor-rower.

ti "In view of the fact that the agreement executed at the
n me the note and mortgage are given expressly provides that
8!P rt of the amount represented by the note shall be con-
Idaered as loaned until actually advanced and that no in-
terest shall be paid on the unadvanced portion thereof, it
e the view of the Board of Governors that prior to the ad-.v
faneament of the entire proceeds of the loan it is improper
cc,Itha bank to include the full amount of the note in the
'ltion report es an asset and to list the unadvanced por-tion 

thereof under the heading of 'Other Liabilities'. It
as believed that this method of reporting reflects the trans-
i:ti°n inaccurately. On the basis of the facts stated above,
7 ePPears that only the amount which has actually been ad-

need should be shown as an asset in the condition report
that sach report should not include under the headingti l,a
bilities' the difference between the face of the note

°I the amount actually advanced.
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"If the bank should make the changes outlined above
in the method of reporting the transaction in its condition
report, it is the opinion of the Board of Governors that,
on the basis of the facts stated herein, the unadvanced por-

ti°n of the amount of the note would not represent a lia-ility against which it is necessary to maintain reserves."

Approved unanimously.

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

serve Bank
of New York, reading as follows:

"Receipt isacknowledged of your letter of October
19, 1937, together with inclosures relating to the temporary
V-"ing of the Shanghai Branch of the National City Bank of
"ew York. The Board is in accord with your view that the
Ftilliran:nts of Regulation 'M' seem to have been complied

While there appears to be no necessity for request-
." further information at this time, the Board will appre-

ziate advice of any developments which may came to your at-ention in the future."

Approved unanimously.

Letter to Mr. Knoke, Vice President of the Federal Reserve
Denk of N.

ew York, reading as follows:

1,5 "Receipt is acknowledged of your letter of October

1937, inclosing copies of certain correspondence of
cc; 4Jenk for International Settlements, together with a

°r your proposed reply to their letter of August 18,1937.

"In 
Xent 

reply, you are advised that the Board is in agree-

/ 
--th the views expressed in the second paragraph of

cr Ilr letter relating to the authority of your bank to pur-
e:4Se eligible dollar bankers acceptances and has no aug-
f,!tion to offer regarding the proposed reply to the Bank"r International Settlements."

Approved unanimously.

The proposed reply to the letter re-
ceived by the New York bank from the Bank
for International Settlements under date
of August 18, 197, reed as follows:

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



1436

10/23/37
-7-

"We have for acknowledgment your letter of August 18,
1937, bringing to our notice certain points in connection
with Your operations in this market, and wish to refer to
our separate letter of today quoting our revised terms and
conditions which will henceforth substantially apply to all
foreign accounts on our books.

"Dea1in,7 with the suggestions as submitted in your let-
ter for our consideration, we offer the following comments:

"You make reference to the old repurchase agreement
covering bankers acceptances purchased through us, as con-
tained in our letter of May 12, 1930, and suggest that we
consider either inserting in our new terms a similar agree-
11.1ent to cover bankers acceptances not purchased through ourintermediary or else granting to you in this domain the
Same facilities as to a member bank. As you will note from
°Ilr new terms and conditions (II. INVESTMKNITS) we no longer
°ffer our correspondents a firm agreement covering the re-
Purchase by us of bankers acceotances originally bought
''r°ugh us. With reference to other facilities which are
1,7')a11ab1e to a member bank, we have, in our letter of July

Gn,,e 
' 1937, informed you that, although under the terms of

Federal Reserve Act a Federal reserve bank is authorized
tor 

, 

rediscount' bankers acceptances at its official discount

Under
for member banks, such rediscount facilities are,

':Tler the law, not available to any foreign bank. We canL!-- course purchase acceptances from banks and others in)the market but it is not our practice to make commitments

ht 
future purchase. It is, however, our practice,

01,4,11 t prior commitment, to purchase bankers acceptances

then 
to us at our current buying rate provided we are

ai;en in the market to buy such acceptances and provided theye ifl all respects satisfactory from the standpoint of
in,g'LbilitY, negotiability, acceptability as to credit stand-

°r Parties liable thereon, and otherwise. In this con-

that 
we wish to repeat, as frequently stated in the past,

ac: it is our policy to purchase only prime commercial bills
d ePte -Y a bank and endorsed by another bank or by a

re

i„s_egnized dealer. In the ordinary course, therefore, if

Z1 should offer acceptances to us and if such acceptances
wh,e in all respects satisfactory to us, we know of no reason
cu; we would not be willing to purchase such acceptances at
to buyrent buying rate provided we are then in the market
me  such acceptances; but we do not make advance commit-

t° do so,
You next inquire whether we 'would consider the Possi-

"Y of granting us a favored position as regards the
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"distribution among your correspondents of bankers accep-
tances at your disposal so as to assist Us in the plan for
concentrating central bank reserves with the Bank for Inter-
national Settlements'. Bearing in mind that, with the ex-

book
caPti°n of your account, all other foreign accounts on our

are those of foreigncentral banks, it would hardly

.113eatft stri 
r 

 
d equitable for us to discriminate against the
your favor. We have always made it a point to

execute orders in the order in which they are received, which,
it seems to us, is the only proper method to apply. We are,

course, fully aware that under prevailing conditions, invie
of the present great scarcity of bills, this may be a

greater hardship for you than for some of our other foreign
°,1"reePondents; we like, however, to think that with a

i'3,f her improvement of international trade the supply of
QIIKers acceptances will again became more plentiful and

slIfficient to execute a larger portion of the foreign orders
now reaching us.

a red:
ll tili r,ge us to reconsider the possibility of making

In your case, of the commission of 1/81/4 per

TIntim 

e

in connection with the purchase by us for your ac-
24" of bankers acceptances, which you say now appears
'omewhat high in relation to the rate of discount at pres-

rt prevailing in our market. This and similar questions
i ve, es you state, been raised on a number of occasions

the Past by your former President, Mr. Leon Fraser.

ha 
en reviewing this part of our terms and conditions we

0,1, in mind Mr. Fraser's previous suggestions of a rebate of
87 commissions in the event of the repurchase by us of any
,1111h acceptances or the sale thereof in the market prior to
IZVritY, and decided to provide for a rebate. (See II.

olo iNTS, A, Bankers Acceptances, second paragraph of
sor-,,ne! terms.) This, we believe, should simplify at least
ti-' Of Your problems and certainly help to remedy the situa-
m2n described by Mr. Fraser to us in November, 1934. To

4'17 Etn exception in your case alone and to reduce our rate
meyfq 1/870 Per annum would, we feel, hardly be fair to the

To fOrei gn central banks which carry accounts with us.
04:lake a general reduction of this commission would,, in

Pinion, not be sound because the charge of 1/8/0 for
pe-'11tee of payment must be considered a reasonable com-
e:sation for the responsibility assumed by us, which, of
pr-eree) remains the same irrespective of the rate of discount

ailing and of the bank to which the facility is ex-tended.

"Finally, you inquire whether 'If at any time you were
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"to grant special conditions on the above mentioned points
to the central banks in countries which have subscribed to
the Multipartite Agreement, such privileges would also be
extended to us?' Although it is, of course, a little dif-
,icult for us to deal in specific terms with developments
Which the future may hold, we can say that as regards the
abovs-,mentioned points our new conditions for transactions
Which we, as a bank of issue, handle for a foreign central
8'nk, as a bank of issue, are identical in all cases and
that these terms are also quoted to the Bank for Interna-
tional Settlements. While not related to the points you men-
tion there have been cases, however, where special arrange-
ments have been made by our Treasury with the Treasuries of
Other countries and where we have been asked, as fiscal
agents of the United States, to enter into special arrange-
ilfients with foreign central banks acting as fiscal agents
! their Treasury Departments. We are not,of course, at
liberty to grant such special conditions to others in cases
where no special arrangements have been made with our Tree-
8-4/7 Department."

Letter to Mr. Wm. H. Bush, Asbury Park, New Jersey, reading as

r°110Ws:

"Your letter of October 8, addressed to the Federal
Advisorys Council, has been received by the Board of Gayer-
fl 
4?I's of the Federal Reserve System, for whom, it is assumed,

was intended.

With 
respect 

Board of Governors has been vested with no powers
, t21 respect to the manipulation of security prices and
'1(1301erstands that all of such powers as have been given by
,_11ress to federal government agencies have been given
o the Securities and Exchange Commission.
or "It 18 noted that you have already taken up the subject

YoUr letter with the Commission."

Approved unanimously.

Thereupon the meeting adjourned.

S cretary,
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