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A meeting of the Board of Governors of the Federal Reserve

SYstem was held in Washington on Tuesday, August 16, 1938, at 10:30

a.m.

PRESENT: Mr. Ransom, Vice Chairman

Mr. McKee
Mr. Davis
Mr. Draper

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary

Mr. Thurston, Special Assistant to the

Chairman
Mr. Thomas, Assistant Director of the

Division of Research and Statistics

Messrs. Garfield, Piser and Longstreet,

and Mrs. Susan Burr Litchfield,

Senior Economists in the Division of
Research and Statistics

Mr. Ransom stated for the information of the other members of

tile Board that President Harrison of the Federal Reserve Bank of New

York,
In a telephone conversation, had advised that Governor G. F. Towers

or the Bank of Canada, had invited him (President Harrison) to visit the

13allk of Canada during the week of August 22,

t11.1) merely for the purpose of returning one

t0 the Federal Reserve Bank of New York, and

()Ill'tesY call at the bank as a correspondent

()t New York during which no official matters

cial business transacted.

At this point Mr. Gardner, Senior Economist in the Division of

'urch and Statistics, joined the meeting.

At the request of the members of the Board, the members of the

that he planned to make the

of Governor Towers' visits

that the visit would be a

of the Federal Reserve Bank

would be discussed or offi-
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of the Division of Research and Statistics who were present dis-

cussed the current business outlook as affected by domestic and foreign

con
ditions.

At this point Messrs. Thurston, Thomas, Garfield, Piser, Long-

*sib:•e*t and Gardner and Mrs. Susan Burr Litchfield left the meeting.

Thereupon the action stated with respect to each of the matters

hereinafter referred to was taken by the Board.

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

ed.-a,
Reserve System held on

Letter to Mr. Sargent,

of San Francisco, reading

August 15, 1938, were approved unanimously.

Vice President of the Federal Reserve

as follows:

"This refers to Mr. Sonnets letter of August 2, 1958,
with which there were inclosed copies of correspondence
with American Investment Corporation, Ogden, Utah, regard-
ing the question as to whether the corporation should file
4 report as of June 30, 1958.
1.044. "It appears from American Investment Corporation's
--.er ofJuly - 29, 1958 that, although its holdings ofElt"k of the Commercial Security Bank, Ogden, Utah, had

been decreased and it was expected that such holdings
!ould be further reduced within the next sixty days, the
orporation was still a holding company affiliate of thebr‘ank, It is noted also that the letter indicated that the

Z?rporation had not complied with the requirements of sec-
5144 Revised Statutes, regarding the possession of

readily marketable assets other than bank stock.
"Although the Board does not wish to place any unnec-

!is_sary burden upon holding company affiliates in obtaining
;Ile reports as of June 30, 1938, it is desired to have such
\reports from all holding company affiliates which hold general
n„°'ing permits. Since the American Investment Corporation
'rc'ul) includes only a small number of organizations, it does

Zt?t seem that the preparation of a full report by the corpora-
at this time would entail any great amount of work.

."In view of all the circumstances, it is desired that
3',;e Ikmerican Investment Corporation file a report as of June

0
t 
1938, on the forms provided in connection with the Board's

jter of June 23, 1959 (R-267). Please advise the corpora-
-,on accordingly.
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"It will be appreciated if you will keep the Board in-
formed regarding further developments in connection with the
corporation's plans to terminate its status as a holding
company affiliate."

Approved unanimously.

Letter to Mr. Wood, lace President of the Federal Reserve Bank

of St. Louis, reading as follows:

"Reference is made to your letter of August 6, 1938,
regarding two questions under Regulation U.

"The first question relates to a situation in which
a bank makes a loan to a broker or dealer who is a mem-
ber of a national securities exchange or who transacts
business through the medium of such a member, for the pur-
Pose of enabling such broker or dealer to purchase certain
registered stocks directly from individual or other in-
vestors. It is understood that such securities would be
Purchased directly from the owners, who are neither mem-
bers of a national securities exchange nor brokers or
dealers who transact a business in securities through the
medium of any such member. In other words, such sellers
are of the general public and there is no question of
their having any direct or indirect connection with any
member, broker or dealer.

"It is the view of the Board that a loan by a bank
to enable the borrower to purchase stocks in the circum-
stances described would be exempt from Regulation U under
section 2(e) of the regulation which exempts:

'Any loan for the purpose of purchasing a
stock from or through a person who is not a mem-
ber of a national securities exchange and is not
a broker or dealer who transacts a business in
securities through the medium of any such member,
or for the purpose of carrying a stock so pur-
chased;'
"For your confidential information it should be added

that the Board recognizes that this exemption, like certain
Other provisions of the regulation, contains possibilities
Of abuse which might in time require appropriate amendments;
and any information of this nature that may develop from
uime to time naturally is of interest to the Board.

"While the answer to the first question would not de-
Pend upon whether or not the security purchased had been
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"called for retirement, in the second case this is an im-
portant consideration. In this case a broker or dealer pur-
chases certain shares of a registered preferred stock after
the stock has been called for retirement. A bank, acting
for the broker or dealer, takes up the stocks, pays for them,
and delivers them to the issuer for retirement. The question
is whether an advance made for the broker or dealer by the
bank in taking up the securities would be covered by section
2(f) which exempts:

'Any temporary advance to finance the pur-
chase or sale of securities for prompt delivery
Which is to be repaid in the ordinary course of
business upon completion of the transaction;'
"The Board is of the opinion that if the call for re-

tirement has already been issued when the securities are
Purchased, and in addition the securities are promptly de-
livered to the issuer for such retirement, a loan of the
type described would come within the exemption. On the
Other hand, if the stocks have not been called for retire-
ment when they are purchased, or if they are not promptly
delivered to the issuer for retirement, the exemption
would not apply, unless, of course, the transaction quali-
fies as an ordinary cash purchase under the conditions
described in section 2(f).

"It does not appear that any other exception specified
in section 2 would apply to the facts stated in your let-
ter although, as you indicate, the loans detailed on the
Page accompanying your letter may have involved a 'mistake
made in good faith' as described in section 3(h).
. "It is to be noted that in connection with the exemp-

tions mentioned above, as at other points in the regula-
tion, it is necessary to distinguish between the purposeOf a loan and the collateral for a loan. The exceptions
in section 2(e) and 2(f) relate to purpose. Thus they
exempt loans of the types described, but they do not in-
crease the loan value to which securities of the type de-
scribed are entitled when they are collateral for a loan
that is subject to the regulation."

Approved unanimously.

Telegram to Mr. Parker, First Vice President of the Federal Re-

8"ve Bank of Atlanta, reading as follows:

"Your letter August 13th. We have no suggestions
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"regarding proposed letter to Secretary of the Treasury
Of Cuba or proposed letter to Havana Branch of National
City Bank of New York and it is noted that a letter in
sinilar form will be addressed to all the banks which are
members of the Havana Clearing House and to main offices
of the American and Canadian banks whose branches are so
notified, We agree with your view that it would be pref-
erable not to include the paragraph quoted in your letter
regarding the furnishing of currency through your main
office or its Jacksonville Branch. It is noted that a
statement to the newspapers will be made at a later date
in connection with or shortly prior to the actual closing
of the Agency and it is understood that the proposed
Press statement will be submitted to the Board for con-
sideration in advance. Your letter to the President of
the Export-Import Bank has been dated today and trans-
mitted, but there is no objection to the handling by the
Havana •4geney of shipments of coined pesos which are
made at an enrly date, if necessary in order to accom-
modate the Export-Import Bank pending the making of other
arrangements by the latter. It is understood that any
such shipments would be handled by the Havana Agency un-
der arrangements similar to those which have been fol-
lowed in the past."

Approved unanimously.

Thereupon the meeting adjourned.

Vic Chairman,
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