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A meeting of the Board of Governors of the Federal Reserve

Vstem

Was held in Washington on Friday, October 29, 1937, at 11:30
a
. m‘

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. McKee 1
Mr. Davis :

Mr. Morrill, Secretary i
Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistent to the Chairman

C
°nsid91‘ation was given to each of the matters hereinafter re-

fsrr
*d %o ang the actio

B n stated with respect thereto was taken by the
ard: ’

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

Foq

8

"8 Reserve System held on October 28, 1957 d i

%usl ystem he on October 28, , were approved unani-
y.

T
®legrams to Mr. Kimball, Secretary of the Federal Reserve Bank

°f Ne ;
W Yo
Tk, Mr, Austin, Chairman of the Federal Reserve Bank of Phila- )

Qe
Phig
a » M, Taylor, Secretary pro tem of the Federal Reserve Bank of ;
X Mr. Thomas, Chairmen of the Federal Reserve Bank of
Ny ty, Stating that the Board approves the establishment with-
¢

. ® by the New York and Kansas City banks on October 28, 1937,

¥ th
U g 5 Philadelphia and Cleveland banks today, of the rates of
Co

unt
fnd Purchase in their existing schedules.

Approved unanimously.

M
Worandum dated October 26, 1937, from Mr. Morrill recormend-
ihg th
8]

t
Misg Helen Lavelle, stenographer, who has been assisting in
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Per 80nn
el and voucher work, be assigned full time to the personnel '
Sectioy :
» With no change in her present salary at the rate of $1,500
D er anny 3
"M that Mr. Frank H. Grimes, Jr., assistant index clerk, be

apPOim;
e :
4 assistant voucher clerk, with salary at the rate of $2,000
Per ann
Um ; ;
» that Mr, Bertram C. Dedman, page, be appointed assistant ;

ndex cl
e
g Tk, with no change in his present salary at the rate of

1,080
e
e annum, all effective November 1, 1937; and that Mr. William

S'Fl
Smi
&, III, ve appointed as a page in the Office of the Secre-

ta
a:y'“dth salary at the rate of $1,080 per annum, effective as of the i
hav:n:pon Which he enters upon the performance of his duties after
Passeq satisfactorily the usual physical examination.
Approved unanimously.
Memorendun gated October 27, 1937, from Mr. Goldenweiser,

Teetq
T o
T the Division of Research and Statistics, recommending that

. GeOr
e
55 8¢ P. Hitchings, en intern at the National Institute of Public
b .
' € appointed on a temporary basis for a period of seven months

ag
an Gcgnomie {
$50 assistant in the Division, with salary at the rate of ;

8 ,

> 0 pe
3 :
the Tonth, effective as of the date upon which he enters upon

Dery,
“TMmance of his duties.

Approved unanimously.

Le y
tter to Mr. Drinnen, First Vice President of the Federal Re-

Serv
© By
nk
°f Philadelphia, reading as follows:

n
ernOrBReferrinS to your October 18 letter, the Board of Gov-
8pPproves the action of the board of directors of your
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n
83;g§ on Friday, October 15, 1957, in deciding to make a :
amoun:mental contribution to the Retirement Fund in an
muiy tSUfficient to provide Mr. David Finlaw, head of the b
Mg 2 ed Currency division in the Currency Department of .
";Pk. with a retirement allowance of $100 per month.
Necess e have been advised by the Retirement Office that the
8ry supplemental contribution for this purpose will

e
h S appr°3imately $5,100 for retirement of Mr. Finlaw on ’
mlary l’ 1938'" b

Approved unanimously.

Letter to Mr. Young, Vice President of the Federal Reserve Bank
of C '
hicago, Teading as follows:
Your Ii: 8ccordance with the recommendation contained in |
Dentg g ter of October 25, the Board approves the appoint-
of 8 examiners for the Federal Reserve Bank of Chicago
Who ar:St H. Anderson, Wilbur D. Esser and Hugh J. Helmer, ,
" Dow serving as assistant examiners.
1933 ofs you know, the original appointment in November
ard yig + Esser as assistant exsminer was approved by the
Datic n b the understanding that he would continue syste-
oy 1°ductions in his indebtedness to a national bank,
%2'000 ggebtedness at that time amounted to approximately i
Singe 1 % which, according to reports on Form B-208, has ,
ok one:n materially reduced. If there is an unpaid bal- f
Boapg o he indebtedness at this time, the approval by the f
is likew¢Mr° Esser's appointment to the position of examiner -
being 8@ with the understanding that such balance is .
Teduceq Systematically and that final liquidation |

able 1, TSMaining balance will be effected within a reason-
€ time,n

Approved unanimously.
1
Stter to.Mr, Day, President of the Federal Reserve Bank of San !

* Teading as follows:

"The Bog

atj rd approves the changes in the personnel clas-

Sifie

ang itg gn Plan of the Federal Reserve Bank of San Franecisco

ag ing Tanches requested in your letter of October 7, 1937,
" cated by the revised Form A pages inclosed therewith.

Covepg L regard to Page 55a of the Los Angeles branch plan

tive 1€ the Position of Federal Reserve Agent's Representa-
i 1s felt that this page should be allowed to remain
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"in the branch plan even though the employee who has been
€lven the assigiment is carried on the payroll of the Head
ot ice. It is requested, however, that a new page 55a be ¢
furnished the Board on which the words 'Work performed by
®deral Reserve Examiner stationed at the Branch but

tarrieq op the head office payroll' be substituted for the

aximyp salary of $6,000 shown on the Form A page inclosed

"th your 0ctober 7 letter. The employees' salary list of f
Angeles branch to be submitted to the Board as of
Jannary 1, 1938, need not include Mr. Swengel, &s F?deral
ReBerVe Agent's Representative, since the employees' salary
Ust of the Head Office will include Mr. Swengel classified
38 an €Xaminer, A note indicating that Mr. Swengel is also :
z:e Federal Reserve Agent's Representative at the Los Angeles ;

anch

Should be included in the Head Office salary list."

the Los

Approved unanimously. j

Letter 4o Mr. Stewart, Chairman of the Federsl Reserve Bank of
S&n Fr :
Meisco, reading as follows:

d "The Board of Governors of the Federal Reserve System

arvasd Some time ago that surveys should be made of the
Feqe. Xelination and Auditing Departments at all of the

D Reserve Banks. There is attached a copy of a re-
2°rt of the survey of the Auditing Department of the Fed- ;
tial ReServe Bank of Sen Framcisco recently conducted by
ofe 8rd's Exeminers Jones end Cagle. An additional copy
bhe repory is inclosed for President Day.
ti "While tne survey indicates that the auditing func- 5
1s°n % the Federal Reserve Bank of Sen Francisco in generd |
arq ®i0g performed in substantial confonn?ty'with the ;tgn -
er, . recommended by the Conference of Auditors of the Fed-
°S6rve Banks held in Weshington in November 1936,

bep onclusiong set forth by the examiners indicate a num-
1 Matters which merit consideration.

twiny be appreciated if you and any of your direc-
Yhom yoy may designate snd President Day will review
Yoy Teport of survey and give the Board the benefit of
Othr Teactions to the matters referred to above end any :
VOu:rv:tatements concerning which you would like to expres

ews,

tOrs

thig

ti "The footnote of the letter transmitting the recommepda—
o the Conference of Auditors to Mr. George L. Harri-
* Chaimmap op the Conference of Presidents of the Federal

Son
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"Reserve Banks, called attention to the confidential nature ;
of the material contained in that report and other informa-
tlon relative to the suditing activities at the Federal Re-
“eIVe Banks, as the inclosed report refers frequently to
the A“ditOTS' recommendations and also contains other infor-
Tation or 5 confidential nature concerning the activities
: of the Auditing Department of your bank, it will be appre-
| giated 1f the report itself is not made available to the
: : 's employees and the officers directly in charge of the
treTating departments. Of course, the Board sees no objec-
°1°n Yo the Treport, or parts thereof, being sutmitted to,
* discusseq with, your directors snd such of the bank's

Officers 88 you and President Day deem advisable.™

Approved unanimously.

Letter o Mr. Martin, President of the Federal Reserve Bank of .

St, LQuis

» Teading as follows:
ang "Inclosed herewith are copies of letters of August 26,
Villseptember 15, 1937, from Mr. William W. Crawford, Louis-
(b) < KentuekY, relating to the application of subsections
Unitand (e) of section 5144 of the Revised Statute§ of the
eneeed States to '"Trustees Under Trust Agreement With Refer-
anq oto Stock of The First National Bank of Louisville, Ky.
caly ther Corporations, Dated July 1, 1925' (hereinafter |
& ¢d the '"Trust'), a holding company affiliate which holds \
&enere) Voting permit. Alsc inclosed are copies of the
Miiid's letter of August 31, 1937, to Crawford, Middleton,
forder Seelbech and its letter of this date to Mr. Craw-
My, é t will be appreciated if you will communicate with
deey ., ¥ford, furnishing him with such advice as you may
Board?rOPGr in the premises. For your information, the

we. V18Ws concerning the inquiry are set forth below.
to ¢y Tou wily note that Mr. Crawford states that, pursuant
of She B&nking Act of 1935, the so-called double liability
hag b, R0lders of The First Nationsl Bank of Louisville
Tacy ®l terminated and suggests that, by reason of such

Plie;bizbsecti°n5 (b) and (c) of section 5144 are not ap-

Whi o %o the Trust.. No reference is made to the stocks
"the Trust owns or controls of other banks.
be g S @ condition upon which all voting permits shall
granted, Subsection (b) prescribes certain requirements
O readily marketable assets, other than bank stocks,
OSsessed or acquired by holding compeny affilisates.

Te
to ting ¢




1469

10/29/2y it
"AS an
dirp

he

exception to subsection (b), subsection (;;ifizzgribes
erent Tequirements for any holding company adividually
Shareholders or members of which shall bebin ddsatly
S€Verally liable in proportion to the number o S
°f such holding company affiliate held by them resg e :
¥ 8ddition 4o amounts invested therein, for all s ab o
liability imposed on such holding company affilia%; Zﬁount
°On of 1tg control of shares of stock of banks. e oL
= Teadily marketable assets required under either s: o
bion is dependent upon the amount of bank stocks contr

¥ the holqj company affiliate.

"Under 2§bsec£iogs (b) and (e¢), as originallgazﬁagzsgks
in 1933, it quite clearly was immaterial whether Aty
controlled by a holding company affiliate carried dou ik
li&bility end this fact was recognized by the Banking

gf 1925 which emended subsection (c) by adding the follow-
ng:

Yok ok oy d the provisions of this subsection, in-
Steaq Ofagubszct?on (b), shall apply to all holging
L MPENY affilietes with respect to any shares gi h
Stock owned or controlled by them as to :h e
is no statutory liability imposed upon e
lolders op such bank stock.'
By thig

tig fendment, substituting t?g)r:qniiim:§:2n:ft§2:8:°-
2 {e) for those of subsection o .
i:lging Company affiliate otherwise subgecz t:hzgz ﬁngi:e
i Subsection (b) controls bank stocks
ts
: Try doubl e liability, Congress specifically confizﬁzgl;
ntenti°n to require holding company affiliates tot e
i ¢ertain Tequirements concerning readily marke go o
P though the bank stocks controlled by them i
s doub) ¢ liability. It is noteworthy that thistgi h
leng %as a papt of the same Act which provided fork i
gi?ﬂtion of double 1iability on national bank stoc
°F Yo June 16, 1933, .
Sl e e
: h respect to the stock of The
2f I'ouiSVille ahich the Trust controls, the law reqzirzs(c)
che Trust ¢4 comply with the requirements of subsecWiZe ,
bpnCeTning readily marketeble assets. This is 115; hup.
tiﬁe s Tespect to any other bank stocks controlle
e

there

ble liability. Since it
:ppea;gSEHY?izgdehzgtaE;rzg ng bank stocks controlled ?g
eie St carry double liability, the Board has Eotcgggs
4 ed the Question whether, if any such bank stoc sb) i
s liabilitY, the requirements of subsection (b),




1470

10/29/3, s
"
tthose of subsection (e) , would be applicable with respect
tl(; Such stocks. This question of course would turn upon

S effect of the provisions of the trust agreement, one of
holgh Mr. Crawford quotes, relating to the liability of the
€TS of the trustee's certificates.
the hoyas Crawford urges that there is no reason to require
Sets 0lding compeny affiliate to retain any part of its as-
by In any particular form where the bank stocks controlled
Thi: holding company affiliate do not carry double liability.
decidi-s & question for Congress, rather than the Board, to
&bili:. However’ it may be suggested that the ability or in-
sidy ¥ of holding company affiliates to assist their sub-
ment&ry banks in time of need, regardless of legesl require-
Stro. DAY materislly affect the strength of the banking
cture

N

Approved unanimously.
Bey Telegram to Mr. Sargent, Vice President of the Federal Reserve
k

0

T San F1‘*1111<>1s,c:o, reading as follows:
latio;Re your wire October 21 and letter October 18 re Regu-
Cust oy T+ It is understood that question is whether, if &
the p ®r substitutes exempted securities for a portion of

egisterea nonexempted securities in a restricted ac-

3 © broker may treat the exempted securities as hav-
© Maximuy 1gan value not greater than they would have
Subseey Were registered nonexempted securities, and at some
Witho&:ent Period when the account is still restricted may,
Secury ¢ demanding additional margin, permit the exempted :
tleg ofies %o be replaced by registered nonexempted securi-
®qual market velue.
of g ssection 2(h) of Regulation defines 'maximum loan velue'
tendedecurity as maximum esmount of credit which may be ex-
Sectiq °n the security in conformity with section 3. Under
ent, D 3(e) this maximum for exempted securities in pres-
Althou © Would be not more than their current market value.
Poseg broker may fix lower loan values for his own pur-
Dogeg S would not affect 'maximum loan value' for pur-
Snpt the regulation. Accordingly, replacement of ex-
®quay Securities with registered nonexempted securities of
deby ¢ T@rket velue would increasse the excess of the adjusted
loay 4lance of the restricted sccount over the maximum

Ue of the securities in the account and could not

Co
111&
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"b
® Permitted unless broker demanded additional margin.”
Approved unanimously.

Letter 4o Mr. Gidney, Vice President of the Federal Reserve Bank

of Ng
W York, reading as follows:

"Re

regardy ference is made to your letter of October 18, 1937,

"Ige Regulation U.
8ge £y is understood thet a bank mede a loan to & broker-
Whep Sha Pursuant to Regulation U and that subsequently,
Whi o i hmarket value of the collateral declined below that
8 own € bank customarily requires to be maintained for
althoug Protection, the bank issued a demasnd for margin,
Since h 8uch margin was not required by the regulation.
Urday ang brokerage firm received the margin call on Sat-
TOuting it was customary with the firm to eliminate the
Securiti‘;?erations incident to entering vaults to obtain
Securi es on Saturdays when deliveries and clearasnces of
1t pe Pe 8 are not usually effected, the firm proposed that
anpo;l:ﬂlitted to deposit & certified check on Saturday
P MaI‘Y satisfaction of the demand for margin, and
8ok wi, Bd8Y it be permitted to replace the certified
With stocks.

%o the he certified check would be made for an smount equal
Tathep Surrent market value of the securities to be deposited
a certifiag the maximum loan value of such securities, since
Securqt e: Check limited to the maximum loan value of the
® Becuritmght not afford the bank as much protection as
Cedype ies. The question presented is whether this pro-
"Amay be fOllowed.
Augygy g indicated in the Board's letters S-26 and S-32 of
Tled o ;nd September 3, 1937, the withdrewal of & certi-
cks o:-d against the deposit of an equal market value of
f the 1, inarily would not be permissible when the emount
Sinee 4 8n exceeds the maximum loan value of the collateral,
T the ce Substitution would reduce the maximum loan value
Pearg Ollateral and thus increase the deficiency. It ap-
teq the present case, however, that margin would be de-
O satisfy the bank's maintenance requirements rather
8ctig, Y Tequirement of Regulation U, that the entire trans-
pal‘ativeluld be completed within what amounts to only a com-
1'0110 e ¥ few business hours, that the procedure would be
ev&ding tin entire good faith and not for the purpose of
he regulation, snd that the net effect of the pro-

that
¢h
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"eedure, which would facilitate the usual operations of the
“Tokerage firm, would be the same as if the securities had
griginally been deposited on Saturday or the margin call

34 10t been met until Monday.

& "In the circumstances, the Board is of the opinion thet
e Substitution of the securities for the certified check
need not be separated from the other portions of the trans-

:ction and that the entire transaction may be considered
Seording o its net results and be treated for the pur-
2085 of the reguletion as if the securities had been de-
Positeq On Saturday or the margin call had not been met
ke onday. The Board believes the transaction would be
g;rmigSible on this basis although, of course, an entirely

Iferent Situation might be presented if any of the cir-
eumstances were altered.

it { In view of the discussion above, it is believed that

to ts not Necessary at this time to express any opinion"as
he Other considerations referred to in your letter.

Approved unanimously.
Letter 4o Mr. Sam H. Boefer, President, The Bankers Association
af ;
ayette"RaY Counties, Missouri, Higginsville, Missouri, prepared

n ace
t °rdence wity the action taken at the meeting of the Board on Oc-
Obep o

2, 1937, ang reading as follows:

°°unt;Up°n Teceipt of the petitions of banks in thirteen

erredes D Missouri requesting that such counties be trans-

Di st g from the jurisdiction of the Eighth Federal Reserve

Whi o °% t0 that of the Tenth Federal Reserve District,

16 lgwere forwarded to the Board with your letter of July

th; a 57, the Board forwarded copies of your letter and of

era) SCompenying petitions to the Presidents of the Fed-

Tequeg. orVe Banks of Kansas City and St. Louis, with the

the dft that the petitions be brought to the attention of

that Tectors and officers of their respective banks end

wity ..¢ Board be furnished with a statement of their views
no8Pect to the merits of the proposal.

g e Yer giving careful consideration to the petitions

SPect :iewing all of the information submitted with re-

Trom tho he proposed transfer, including that obtained

the R, Federal Reserve banks of Kansas City and St. Louis,
“rd has concluded that it would not be warrented in
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n
rtransferring the thirteen counties from which petitions were
°Celved from the jurisdiction of the Eighth Federal Reserve i
Strict to that of the Tenth Federal Reserve District. It f
of be appreciated if you will advise the petitioning banks
the Board's decision in this matter."

Approved unenimously. £

-~

Letter to the Presidents of all Federal reserve banks, reading as
folyg
LH

POrat:It appears that since the Reconstruction Finance Cor- }
any On, in accordance with its program, may not grant :
not further commitments to make industrial advances and may
mentzake any more industrial advances, except under commit-
celve heretofore granted, the Federal Reserve banks may re- i
Yance & much larger number of requests for industrial ad- i
N § or commitments to meke such advances than has been
ns:gse in the recent past. The Board hopes that sympathetic
Yecei eération will be given to such applications as are
°0nsived and that advances will be made where the banks can
Boa ?tently do so under the provisions of the law and the
S regulations.
Your 1 T'. Szymczak has already talked with an official of
&rd'ank over the telephone and acquainted him with the
Wit Ws Position in this matter; he has also been in touch
Corpg ashington officials of the Reconstruction Finance
a T8tion and he requested the representative of your
With whom he talked to get in touch with the local f
g BStruction Finance Corporation agency with a view of work- i
refe::t & procedure by which all worthy applicants will be
"gd to the Federal Reserve bank.
able atOr Obvious reasons the Board does not think it desir-
but Vi this time to conduct a campaign on this subject,
agay hopes that particular pains will be teken to guard .
Reo. 28% the public getting the impression that the Federal :
System has also discontinued making industriesl ad- !
ta) In this connection you may think it desiresble to
to 4 With representative bankers in your district from time -
the ;me with respect to the facilities in this field which {
ederal Reserve banks have to offer." ‘

co

e T

g

NPT ———

Recq

Approved unanimously. )

Letter to Mr. Evans, Vice President of the Federal Reserve Bank
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of ‘
Dallas» reading as follows:
{
15 "This refers to your letter of October 18, 1937 request- f
g !

in Tan opinion upon the question whether State member banks
of €Xxas may lawfully purchase for their own account shares
Stock of Federal Savings and Loan Associations insured by |
st:tFederal Savings and Loan Insurance Corporation. You (
membe that such inquiries have been made by a number of State
Stater banks because of the recent enactment of a Texas
b Ute authorizing State banks to buy and sell shares insured
V the Federal Savings and Loan Insurance Corporation.
"In view of the provisions of section 5136 of the Re- g
Statutes and section 9 of the Federal Reserve Act {
meke it unlawful for a State member bank to purchase f
8 own account shares of stock of any corporation, :
of appears to be no reason to differ from the opinion
Jour offijcers that no Stete member bank may purchase ;
8T'es of stock of Federal Savings and Loan Associations. J
. 1s believed that the exemptions stated in section 5136 |
ASSEOt cover shares of stock of Federal Savings and Loan
can Ciations and that the provisions of the Texas statute
sin°t operate to exempt State member banks from the pro-
O0s of the Federal statute."

Vised
Which
for i4
there

e

Approved unanimously.
Mem°r&ndum dated October 12, 1937, from Mr. Smead, Chief of the
8ig
1 of Bank Operations, steting that an informal request had been

®d from Mr. Fred L. Garlock, Semior Agriculturel Economist in

the
By
Teau of Agriculturel Economies, for certain date showing the ex-

to
Whi ch member banks in Wisconsin restricted or deferred pay-

e g <Py el g e i . e

ment

of
o deposits, obtained waivers from depositors, or employed mea-
S s for e

19&) habilitating their capitel structures during the period |
‘ 5
i ~19

t e The memorandum recommended, for the reasons stated therein,

e

that the 2

{ ard authorize Mr. Garlock to compile the desired data cover-

~  ——

hgs
ta
o te lember banks from exemination reports on file at the Board's
e
eg 3 ] : 3
* Provided that arrengements were made to compile similar in- i

Dj RLSER
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fomaty o at the office of the Comptroller of the.Currency with re-
"ect to hational banks, and that, if the Comptroller's office does
b fing i3 Practicable to have the desired compilation covering nation-

benks mage 1 Washington but is willing thet the Federal Reserve
&ums of Chicago and Minneapolis compile the data from copies of exam-
1nati°n Teports on file there, the Board authorize Mr. Smead to re-
Hest the two Federal reserve banks to make the compilations covering
bonln&tional and State member banks in Wisconsin.

Approved unanimously.

Letter to Mr. Harrison, Chairmen of the Presidents' Conference,

rea
Uing 88 follows:

o "Receipt is acknowledged of your letter of October

i Stating that at a recent meeting of the Conference of

fresidents you were requested to appoint representatives

FFOm the Chicago, Kansas City, San Francisco and New York
edera) Reserve Banks, and such member of the staff of the

t 88 the Board might select, to constitute a subcommlt:

&ge'of the Leased Wire Committee, and requesting the Board's
Vice as to the person whom it wishes to represent it on

el suboommi ttee,

"It is understood that the function of such subcommit-

§ to make such recormendations to the Leased Wire Com-

€ relative to the revision of the Leased Wire Code

and to any other matters of policy or practice in con-

On with the operations of the Leased Wire System as it
advisable. £

t "In response to your inguiry, the Board would be gla

° have Mr. S. R. Carpenter, Assistant Secretary of the

ard, serve as its representative on such subcommittee.”

tee 1
Mitte

necti
Semg

Approved unanimously.

b There was submitted a recommendation, which had been approved
v th
» PerSOHnel Committee, that the Board authorize the purchase of

e SER

———

e T

e ————y

v Y e
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iah“s, @luminum trays, and cups for feet of desks and tables, and the
ecording of President Roosevelt's address at the ceremonies in connec-

lgon Yith the official opening of the Board's building on October 20,
%, as listed in purchase orders Numbered 2375, 2383, 2384, and 2402, 5

&ta
botal cost op $111.17.

Approved unanimously.

Thereupon the meeting adjourned.

T

“;Secretarﬁ.

RTLrT, 2

o e

Chairman.

s T

S

e

Dig RLSER






