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A-meeting of the Board of Governors of the Federal Reserve
Syst,
€0 was held in Washington on Saturday, October 23, 1937, at 11:00

8 m,

PRESENT: Mr. Eccles, Chairman
Mr. Szymczek
Mr. McKee
Mr. Davis
Mr. Morrill, Secretary -
Mr. Rethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairmen
C°nsideration was given to each of the matters hereinafter re-
rel‘red
%0 and the action stated with respect thereto was taken by the
BO&rd:
. The minutes of the meeting of the Board of Governors of the
ederal
Reserve System held on October 22, 1937, were approved unani-
mouBly.
" Telegr&ms to Messrs. Kimball, Clark and Young, Secretaries of
€ Feq
: °ral Reserve Banks of New York, Atlanta and Chicego, stating
h
y € Board approves the establishment without change by the New
Ork b
&nk op October 21, and by the Atlanta and Chicago banks on Oc-

tobe
T 22
» 1937, of the rates of discount and purchase in their exist-

i
Approved unanimousgly.
Letter o the board of directors of "The Auburn State Bank",
I
; Indi&na, stating that, subject to the conditions of membership

Ty g,
Tegd
1 to 6 contained in the Board's Regulation H and the follow-
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g Special conditions, the Board approves the bank's application for

ebership 1n tne Federal Reserve System and for the appropriate amount

°f stock in the Federasl Reserve Bank of Chicago:

"7+ Such bank shall make adequate provision for depre-
ciation in its banking house.

"8. As soon as practicaeble, 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.

"9‘

Prior to edmission 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 $3,550.41 in
other assets, all as shown in the report of examina-
tion of such bank as of September 27, 1937, made

by an exsminer for the Federal Reserve Bank of
Chicago."

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 Federel Reserve System
8PProves tpe application of 'The Auburn State Bank', Auburn,
Indian&a for membership in the Federal Reserve System, sub-
et to the conditions prescribed in the inclosed letter
h you are requested to forward to the board of direc-

8 of the institution. Two copies of such letter are also
1¢losed, one of which is for your files and the other of

You are requested to forward to the Director of the.
*Partment of Finencial Institutions for the State of Indiana
% HLE Antormation.

"It has been noted that, while the bank has full trust

8, it has aveiled itself thereof only to a limited ex-

that the menagement is reported to be desirous of dis-

Muing the trust business; that no effort is made to se-

sh © new business; and that the largest trust, the receiver-
P of a bank, will be shortly closed out. According to

i Teéport of examination, the by-lews of the bank contain

tor

poWer
tent;

Conty
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"no Provisions with respect to a trust department, its offi-
°ers ang duties, or a trust committee. The report of exam-
lnation also contains several criticisms of the operations
Of the department. Acceptence of any trust.bgsiness, no
Datter how emall, entails serious responsibilities, and the
"Anagement should be advised that it will be expected to

© Proper steps to bring its trust activities, so long :
88 it hag any trust accounts, into conformity with approve
Practiceg,

"It will be noted that the eliminations required by
sondition of membership numbered 9 include, in addition to
© estimated losses as shown in the report of examination,
€ amount of depreciation in group 2 securities less ap-
Precietiop in group 1 securities. Such requirem?nt is in
3¢ordance with the policy outlined in the Boerd's letter
°T December 9, 1933, (X-7705).

"The report of examination lists two savings accougts
Which go not conform to the definition of savings deposits
28 contained in the Board's regulations and it is assumed,
of tourse, that the bank will be acquainted with the provi-
Slons of gyen regulaetions and that, if admitted to member-
Ship, 8ny accounts which may not be considered as savings
deposits under the regulations will be carried in some other
mannen,

"It is understood that the laws of the Stete of Indiena
prohibit the bank from pledging its assets as security for
brust funds deposited in its benking department and that
Vrust funds so deposited are preferred claims in event of
Uuidetion of the bemk. Stemdard condition of membership
Sred 6, however, has been prescribed in order thaﬁ its :
1sions may be invoked at any time in the future if neces
sary, You are, of course, authorized to waive compliance
"1%h the condition until further notice in accordance with
Hie &eneral suthorization previously granted by the Board
With Which you are femiliar. : LT
"The Papers submitted with the epplication di .ng
& copy of a certificate from the State authorities
izing the bank to commence business. If such a cer-

cate wag required in connection with the reincorpora;lill
Ot:niof the bank in 1924, it will be apprecieted if you
8

ord L and forward a copy thereof to the Board for its rec-
rdg,n

Droy

Cluge
Quthop

Letter 40 Mr. Clark, Vice President of the Federal Reserve Bank

Of Atl&nta

» Teading as follows:
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"This refers to your letter of October 11, 1937, with
Teference to whether the Lake Charles Bank and Trust Com-
Peny, Leke Charles, Louisiena, and the Rapides Bank & Trust

ompany in Alexandria, Louisiana, should deposit trust funds
1OW carried in their banking departments in other banks
Pending the passage of legislation which would authorize
these and other banks in Louisiana o pledge securities to
Sécure trust funds carried in their banking departments.

"In view of the active steps which you advise are be-

ing teken 4o obtain the enactment of legislation of the
Bd referred to at the next session of the Louisiena Leg-
lelature 44 May 1938 end the fact that it appears from the
TePOTts of exemination which are available here that the
anks referred to are in good condition and under capable
TeNagement, the Board will not insiet at this time that
hese banks carry funds of trusts which they administer in
Other banks in order to comply with the condition of member-
hiD %o whicen the benks are subject.
L "In connection with the proposed emendment to the
Oulsiang statutes, it has been noted that the duty would
ie Placed on g trustee bank to obtain collateral when carry-
U8 trust funds with en affiliste or in its own banking de-
?:Ttment 'unless dispensed from doing so by specific words
o the trygst instrument'. The question is raised for your
U8lderation ag to whether, in a case where a trust instru-
18% relfeved @ benk from the duty of obtaining collatersl,
Would have authority to require such collateral in order
Bsg°°mply with the Board's condition of membership. It is

oa €ested that if you have not already done so you have your
U0Sel review the proposed legislation in order to be en-
tirely

Certain that, if enacted, it will accomplish the pur-
"°T which it is intended.
legs .. 1e8se advise the Board whether or not the proposed
8lslation 1s enacted into law at the next session of the
MUlsiang Legislature and if in the meantime there should
p: SNy substantial change which might affect the Board's
Sition With regard to the handling of trust funds by the
© Charles Bank and Trust Compeany end the Rapides Bank &
a::Bt Company in Alexandria, please call the facts to the
®0%ion of the Board for consideration."

Poge ¢

Approved unanimously.

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

c“rTEney

* Teading as follows:
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"This refers to your letter of June 5, 1937, and in-
Cloeures’ requesting the Board's views upon the question
Whether the amounts carried in a 'Construction Loan Account'

Y the Manufacturers National Bank, Detroit, Michigan, should
€ considered ag deposits for the purpose of computing the
bank' g Tequired reserves.
"It is understood that it is the practice of the bank
quire the applicant for a construction loan to execute
8 note ang mortgage for the full amount of the loen and also
8greement authorizing the bank to make advances on behalf

Of the borrower as the construction of the building progresses.
€ agreement provides that no part of the amount represented
by the note shall be considered as loaned until actually ad-
vanced o oy on behalf of the borrower; that interest shall
55 paig by the borrower only on the smounts actually advanced;
0 that at no time shall the unadvanced portion of the com-

Witment be considered as money or credits owing to the
Orrower,

to re

"It is also understood that as soon as the note and
mOrtgage are executed and recorded the full amount of the
NObs 13 Set up as an asset in the bank's report of condition
:pd the unadvanced portion of the amount of the note is
cransferred to an account entitled 'Construction Loan Ac-
hounb' Which is shown in the condition report under thg

*8ding *Other Liabilities'. The bank has indicated that
® Purpoge of the above arrangement is to insure that the
advanced portion of the emount of the mote shall not be
Subject g garni shment or levy in suits against the bor-
rOWer,
tim "In view of the fact that the agreement executed at the
o ® the note and mortgage are given expressly provides that
sidpart of the amount represented by the note shall be con-
p °red as loaned until actually advanced and that no in-
isrest shall be paid on the unadvanced portion thereof, it
Vanthe View of the Board of Governors that pr?or to the ad-
fOrcement of the entire proceeds of the loan it is improper
e *he bank to include the full amount of the note in the
Ndition report as an asset and to 1list the unadvanced por-
{s piBereof under the heading of 'Other Liabilities'. It
act ®lieved that this method of reporting reflects the trans-
lon inaceurately. On the basis of the facts stated above,
v aPPears that only the amount which has actually been ad-
¢ed shoulg be shown as an asset in the condition report
"Li hat syen report should not include under the heading
ilities' the difference betwsen the face of the note
® amount actually advanced.
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¢ "If the bank should meke the changes outlined above
rn the m§thod of reporting the transaction in its condition
o:p:rt’ it is the opinion of the Board of Governors that,
i he basis of the facts stated herein, the unadvanced por-
bil? of the amount of the note would not represent a lia-

¥y against which it is necessary to maintain reserves."

Approved unanimously.

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

Seme
Bank of New York, reading as follows:

36 l;Receipt is acknowledged of your letter of October
Sobt 7, together with inclosures relating to the temporary
1€ of the Shanghai Branch of the National City Bank of
requzbrk. The Board is in accord with your view that the
h Tellents of Regulation 'M' seem to have been complied
ing f:nd, while there appears to be no necessity for regquest-
alate Tther information at this time, the Board will appre-
tents advice of any developments which may come to your at-
°n in the future."

Approved unanimously.
Letter 4o Mr. Knoke, Vice President of the Federal Reserve

of
New York, reading as follows:

13, 1;§§ceipt is acknowledged of your letter of October
the » inclosing copies of certain correspondence of
°opy op for International Settlements, together with a
l9ay = YOUT proposed reply to their letter of August 18,
lent, :in Teply, you are advised that the Board is in agree-
your ¢ the views expressed in the second paragraph of
Chage tter relating to the authority of your bank to pur-
eestioeligible dollar bankers acceptences and has no sug-
for Tnyo o Offer regarding the proposed reply to the Bank
ernational 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, 1927, read as follows:
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"We have for acknowledgment your letter of August 18,
bl dringing to our notice certain points in connection
1 your operations in this market, and wish to refer to
i Separate letter of today quoting our revised terms and
2onditions which will hemceforth substantially epply to all
°reign accounts on our books.
& "Dealing with the suggestions as submitted in your let-
or for our consideration, we offer the following comments:
"You nmake reference to the old repurchase agreement
:°?ering bankers acceptances purchased through us, as con-
calned in our letter of May 12, 1930, and suggest that we
manider either inserting in our new terms a similar agree-
1n:t Y0 cover bankers acceptances not purchased through our
‘Miediary or else grenting to you in this domain the
i facilities as to a member bank. As you will note from
er 08w terms and conditions (II. INVESTMENTS) we no longer
°T our correspondents a firm agreement covering the re-
Tirchase by us of bankers acceptances originally bought
atrou&h Us. With reference to other facilities which are
allable to g member bank, we have, in our letter of July
» 1937, informed you that, although under the temms of
oe' ®deral Reserve Act a Federal reserve bank is authorized
ra Tediscount® bankers acceptances at its official discount
unde' for member banks, such rediscount facilities are,
of °F the law, not available to any foreign bank. We can
Ny eeourse burchase acceptances from banks and othe?s in
Lok Market but it is not our practice to make commitments
Withsuch future purchase. It is, however, our practice,
Ofreout Prior commitment, to purchase bankers acceptances
henred %0 us at our current buying rate provided we are
are In the market to buy such acceptances and pr9vided they
elig1§ all respects satisfactory from the standpoint of
in llity, negotiability, acceptability as to cred%t stand-
i Parties liable thereon, and otherwise. In this con-
that 4 wish to repeat, as frequently stated in the past,
Acce tt 1s our policy to purchase only prime commercial bills
recop ®d by a bank and endorsed by another bank or by a
you Eﬁized dealer. In the ordinary course, therefore, if
Werg iould offer acceptances to us and if such acceptances
Why 0 all respects satisfactory to us, we know of no reason
up " would not be willing to purchase such acceptances at
0 bSUrrent buying rate provided we are then in the market
mentsytgugh acceptances; but we do not make advance commit-
0 80,
bilit"Ybu 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-
aNces at your disposal so as to assist us in the plan for
‘oncentrating central bank reserves with the Bank for Inter-
18tlonal Settlements'. Bearing in mind that, with the ex-
geption of your account, all other foreign accounts on our
bOOks are those of foreign central banks, it would hardly
€ fair ang equitable for us to discriminate against the
latter 5 your favor. We have always made it a point to
SXecute orders in the order in which they are received, which,
of Seems to us, is the only proper method to epply. We are,
i fourse, fully aware that under prevailing conditioms, in
SW of the present great scarcity of bills, this may be a
Ereater hardship for you than for some of our other foreign
eorresPondents; we like, however, to think that with a
her improvement of international trade the supply of
®T'8 acceptances will again become more plentiful and
Zﬁfficient to execute a larger portion of the foreign orders
W re&ching us.
8 "You urge us to reconsider the possibility of making
reduction, in your case, of the commission of 1/8% per
eou;? in connection with the purchase by us for your ac-
Some of bankers acceptances, which you say now appears
ent "hat high in relation to the rate of discount at pres-
Prevailing in our market. This and similar questions
$ :ﬂ 88 you state, been raised on a number of occasions
€ Past by your former President, Mr. Leon Fraser.
h gn Teviewing this part of our terms and conditions we
oup A mind Mr. Fraser's previous suggestions of a rebate of
sueh°°mM1Ssions in the event of the repurchase by us of any
maty 8cceptances or the sale thereof in the market prior to
INVEEity’ and decided to provide for a rebate. (See II.
TMENPS. A, Bankers Acceptances, second paragraph of
W terms.) This, we believe, should simplify at least
T your problems and certainly help to remedy the situa-
escribed by Mr. Fraser to us in November, 1934. To
bel: an eXception in your case alone and to reduc? our rate
map w1l/8% per annum would, we feel, hardly be fair to the
To z foreign central banks which carry accounts with us.
oup ake & general reduction of this commission would, in
a Opinlon’ not be sound because the charge of 1/8% for
penzﬂntee of payment must be considered a reasonable com-
con_2tion for the responsibility assumed by us, which, of
il Teémains the same irrespective of the rate of discount

Pr
tovelling and of the bank to which the facility is ex-
®ndeq, :

Some 0
10!1 d

"F1n311Y, you inquire whether 'If at any time you were
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t;otﬁrant special conditions on the above mentioned points
N Me C?ntral banks in countries which have subscribed to
oxt ultipartite Agreement, such privileges would also be
ﬂmiilded to us?' Although it is, of course, a little dif-
it ht for us to deal in specific terms with developments
&boz the future may hold, we can say that as regards the
1 e-mentioned points our new conditions for transactions
ch We, as a bank of issue, handle for a foreign central
that’ 88 a bank of issue, are identical in all cases and
tionthese terms are also quoted to the Bank for Interna-
Settlements. While not related to the points you men-
megt there have been cases, however, where special arrange-
Othes have been made by our Treasury with the Treasuries of
T countries and where we have been asked, as fiscal
;Eg:ts of the United States, to enter into special arrange-
s :hWith foreign central banks acting as fiscal agents
1 berteir Treasury Departments. We are not,of course, at
where Y to grant such special conditions to others in cases
N0 special arrangements have been made with our Trea-
Sfury Department. "

Letter to Mr. ¥Wm. H. Bush, Asbury Park, New Jersey, reading as
t°}10ws:

"Your letter of October 8, addressed to the Federal
SOTy Council, has been received by the Board of Gover-
Of the Federal Reserve System, for whom, it is assumed,
%8s intended.
wi th "The Board of Governors has been vested with no powers
underrzspect to the manipulation of security prices and
°ngrz ands that all of such powers as have been given by
o th 88 to federal government agencies have been given
3 Securities and Exchange Commission.
of y It is noted that you have already taken up the subject
oUr letter with the Commission."”

Advy
Norg

Approved unanimously.
Thereupon the meeting adjourned.
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retary.

Appl‘OVed: \\%/
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