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A meeting of the Board of Governors of the Federal Reserve

S
Y8tem was held in Washington on Tuesday, August 30, 1938, at 11:30
a. n.

PRESENT: Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. McKee
Mr. Davis
Mr. Draper

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary

The action stated with respect to each of the matters herein-
a
Tter referrea to was taken by the Board:

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

Fe
deral Reserve System held on August 26, 1938, were approved unani-
m°uSly,

Memorandum dated August 29, 1938, from Mr. Smead, Chief of

the Division of Bank Operations, sutmitting a letter dated August 19
fron Mr. Rounds, Vice President of the Federal Reserve Bank of New
York' Whi ch requested approval by the Board of changes in the personnel
classification plan of the bank to provide for the creation of the

w POsition of "Assistant Chief" in the Foreign Accounts Division

"0 the Foreign Exchange Division, respectively, of the Foreign De-

Py
™Mment of the bank. The memorandum recommended that, in view of

th
® Circumstances set forth in Mr. Rounds' letter, the proposed changes

Ve 8Dproved.

Approved unanimously.
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Letter to the board of directors of "The Patchogue Citizens

condi
Rditions of membership numbered 1 to 4 and 6 contained in the

Bo
&rd's Regulation H, end the following additional conditions, the

Bo
8rd approves the bank's application for membership in the Federal

Re 4
8erve System and for the appropriate emount of stock in the Federal

{

i

l

| B

l 0k & Trust Company", Patchogue, New York, stating that, subject to
| R

l ®8erve Bank of New York:

|

"S. Such bank, except as permitted in the case of na-
tional banks exercising fiduciary powers, shall not
invest collectively funds held by the bank as fidu-
ciary and shall keep the securities and investments
of each trust separate from those of all other
trusts and separate also from the properties of
the bank itself.

"?. Such bank shall make adequate provision for depre-
ciation in its banking house and furniture and
fixtures.

"8. Prior to admission to membership, such bank shall
revise its capital structure substantially in the
manner proposed by the board of directors at a meet-
ing held on June 9, 1938, and eas outlined in a
letter from the bank dated June 10, 1938, addressed
to the Federal Reserve Bank of New York.

"9. Prior to admission to membership, such bank, if it
has not already done so, shall charge off or other-
wise eliminate estimated losses of $253,849 as
shown in the report of examination of such bank as
of April 27, 1938, made by an examiner for the Fed-
eral Reserve Bank of New York, an itemized list of
whieh will be furnished you by the Federal Reserve
Bank of New York, and in addition shall establish
a valuation reserve of not less than $67,000 against
the bank's advance to the Aidit Corporation.

FRASER
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"10. As soon as practicable, such bank shall dispose
of any shares of its own stock held in its in-
vestment account and likewise 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."

The letter also contained the fol-
lowing special comments:

"Recent reports of examination of the bank have in-
dicated a lack of harmony among the board of directors
and have referred to the lack of cooperation by certain
of the members of the board with the executive menagement
of the bank in the working out of many of the institu-
tion's problem cases. While whole-hearted cooperation
among those charged with the responsibility for the op-
eration of any bank is important, it is essential where
8 bank is faced with serious problems and where skill
and constant attention of the executive management and
i the active and loyal support of the directors are neces-
sary to avert substential losses and to salvage values.
It will be expected, therefore, that each member of the
board and each officer of the bank will recognize the
grave responsibilities of his position and cooperate to
the fullest extent in the discharge thereof for the good
of the bank."

Approved unanimously, together with
a letter to Mr. Harrison, President of
the Federal Reserve Bank of New York,
reading as follows:

"The Board of Governors of the Federal Reserve System
approves the application of 'The Patchogue Citizens Bank
& Trust Compeny', Patchogue, New York, 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 Superintendent of Banks for the State
of New York for his information.

"Tt has been noted from the report of examination as
of April 27, 1938, that the bank does not have an officially

4 g FRASER
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"designated trust officer. It is assumed that you will
Suggest to the directors of the bank that they take the
Necessary action to correct this situation as soon as
DPossible.

"It has been noted from the presentation memorandum
accompanying the application that, in the event the bank
Completes its membership, you will call attention to the
Necessity of transferring from savings deposits certain
accounts which do not conform to the provisions of the
Board's Regulation Q.

"You will observe that condition of membership num-
bered 9 contains the statement that your bank will furnish
the applicant bank with an itemized list of the estimated
losses to be eliminated. This statement was. deemed ad-
Visable in view of the fact that, as recommended by your
bank. the condition does not require the applicant bank
%o eliminate the emount of $30,000 which the examiner in
his report sets up as a loss because of mortgages sold
by the bank to its own trust department.

"You are authorized on behalf of the Board, and with-
out reference of the matter to the Board, to waive compliance
by the bank with the requirements of condition of membership
Dumbered 6 under the same terms and conditions as are

gOntained in the Board's letter of July 17, 1935, to Mr.
ase,"

The following letter to Mr. Gidney,
Vice President of the Federal Reserve
Bank of New York, in connection with
the above matter, was also approved
unanimously:

) "Reference is made to your letter of July 25, 1938,
citing further instances of the lack of cooperation be-
tween certain of the directors and the president of 'The
Patchogue Citizens Bank & Trust Company', Patchogue, New
York, the application for membership of which has today
been approved by the Board, and in which you suggest
that, if consistent with the Board's policy in matters
of this kind, a condition of membership be prescribed
to the effect that at the close of the current year the
Present chairman of the bank be not reelected to that
Position.

"While the Board has no fixed policy in a matter of

4 gL FRASER
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"this nature, each case being considered on the basis

Of all the circumstances involved, it is felt that the
matter might best be handled by the Federal Reserve bank
and the State Banking Department. Accordingly, the sug-
g€ested condition has not been prescribed. It will be
Noted, however, that a comment has been made in the let-
ter to the bank to the effect that full cooperation be-
tWeen the directors and the executive management will be
e€Xpected and it is assumed that your office will follow
the situation closely with the view to taking any action
in connection therewith that you may deem appropriate in
View of the circumstences."

Letter to Mr. Fletcher, Vice President of the Federal Reserve

By
Tk of Cleveland, reading as follows:

"This refers to your letter of August 9, 1938, re-
lating to the Board's letter of August 3, 1938, containing
8 determination by the Board with respect to Leurel Land
and Investment Company, Uniontown, Pennsylvania, which
Tesults in it not being a holding company affiliate for
any purposes other then those of section 23A of the Fed-
eral Reserve Act.

"The inquiry received from Mr. Breakwell, cashier
Of the subsidiary bank, did not indicate that he had
Written to you also and, since it appeared from the avail-
able information that the determination was justified,
the Board, in accordance with its practice in other cases,
Made the determination and trensmitted advice thereof
through your bank in order that you might heve an op-
POrtunity to call to the Board's attention any facts
Which, in your opinion, would warrant reconsideration
of the matter.

"The facts with respect to the character of the sub-
8idiary bank's management, to which you direct attention,
héve been reviewed carefully in the light of the informa-
tion that all of the stock of the Laurel Land and Invest-
ment Company is owned by the bank's president end a smell
group apparently connected closely with him. It is noted,
howeVer, that the bank had been reported as being com-
Pletely dominated by its president, the criticized of-
ficer, before the Laurel Land and Investment Company
acquired a large portion of its stock. Moreover, it is
ot apparent that use of the company was essential in

4 g FRASER
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"the acquisition of a controlling interest in the bank
by the president and his associates or that the situa-
tion differs materially from that which would exist if
the bank's stock were owned by them directly instead of
through the company. It is also noted that, as a prac-
t1Calmatter, the holding company affiliate relationship
might be terminated at the next election of directors of
the bank or thet, without awaiting such election, the
company might terminate the relationship by disposing

of a very few shares of the bank's stock.

"In these circumstances, end in view of the fact
that the company does not own any stock of, or manage oT
control, any bank other than The Second Nationel Bank of
Masontown and apparently group banking is not involved
in any manner, the Board believes that its previous de-
termination should stand and, therefore, it will be ap-
Preciated if you will transmit to Mr. Breskwell its
letter of August 3, 1928, unless in the meentime addi-
tional facts of a substantial character should come to
Your attention which in the opinion of yourself and your
Counsel would justify reconsideration of the Board's
decision,

"For the Board's files, it will be appreciated if
you will furnish to it copies of your correspondence with
Mr, Breakwell concerning this matter."

Approved unanimously.
: Telegram to Mr. HFemilton, President of the Federal Reserve
Ba,
Tk of Kensas City, reading as follows:

"Referring your wvire August 29 relating to proposed
&mendment to Regulation F, suggest that if possible ex-
Pression of your views and views of State authorities be
tranamitted to Board not leter then September 20."

Approved unanimously.
Letter dated August 29, 1938, to Mr. Dillerd, Vice President
of
the Federal Reserve Bank of Chicego, reading as follows:

"Receipt is acknovledged of your letter of August
<0, 1928, enclosing & summary of the extensions of time

g FRASER
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"granted by the Chicago Stock Exchange from July 18 to
August 18, 1928 under the provisions of the Board's Reg-
ulation T,

"In your letter you refer to a comment made by Mr.
Kemneth 1. Smith, Acting Secretary of the Exchange, in
his letter to you regarding this summery. The Board egrees
with Mr. Smith's view that the customer's absence from
the city on the last day of the period within which ac-
tion is to be taken is not such an exceptional circumstence
&8s would, taken by itself, warrant the extension of the
bPeriod. Fven absence from the city during the whole of
the period may in some cases be insufficient ground for
the extension.

"It would, of course, be impossible for the Board to
Outline all of the cases in which extensions might be
warrented. FEach case presents a different problem to be
Viewed in the light of 2ll the circumstances and the pur-
Poses of the regulation's provisions. It is principally
Tor this reason that authority to grant extensions of
time has been given to the appropriate committees of the
national securities exchanges.

"The Board sppreciates being furnished these period-
ical summaries of extensions of time grented by the Chicago
Stock Exchenge and is pleased to note the constructive
interest which the Exchange takes in the problems in-
Volved,"

Approved unanimously.
Letter dated August 29, 1938, to Mr. Sargent, Vice President
of .
the Federal Reserve Bank of San Francisco, reading as follows:

"Receipt is acknowledged of your letter of August
22, 1978, stating that the San Francisco Stock Exchenge
Plans to introduce semi-weekly settlements of stock trans-
8ctions beginning September 1, 19Z8.

"It is the opinion of the Board that the new method
of gettlement will not affect the application of Regula-
tion T to the relations between creditors end their cus-
tomers, end that it will not alter the time within which
margin must be obtained for margin transactions or set-
tlemente completed in speciel cesh eccounts, although
1t is poscible thet there may be greater need for ex-
tensions of time in the case of some cash transactions.

p g FRASER
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"It cannot be said in advence of experience, how-
e¥er, that the new method will not meke amendments of the
regulation eventually desirable. Your letter refers to
the auditing difficulty which may result from the altered
Settlements. Advice would be eppreciated, therefore, es
to how greet this difficulty turns out to be in practice
and as to whether any change in the reguletion for this
Or any other reason connected with the new method of
Settlement would in your opinion be desirable.”

Approved unanimously.
Letter to Mr. Walter Lichtenstein, Secretary of the Federal
Ory Council, reading as follows:

"Your letter of August 18, 1938, edvising that the
Next meeting of the Federal Advisory Council will be held
in Washington on September 19 and 20, 1938, end request-
ing a 1ist of the topics which the Board desires the
Council to discuss et thet time, has been brought to the
attention of the Board of Governors.

"Recently the Committee on Mortgage Investment Funds
of the Pennsylvania Bankers Association, Trust Compeny
Section, submitted a memorandum to the Board proposing
the adoption of en esmendment to Regulation F, Trust Powers
of National Banks, to provide for common trust funds com-
Posed principally of real estate mortgages. Thirteen
copies of a printed pamphlet containing the memorandum
are being sent to you under separate cover. In addition
to the matter referred to in my letter of August 3, 19E8,
the Board would appreciate it if the Council at its next
meeting with the Board would sutmit & recommendation as
to the advicability of edopting such an emendment end
any comments or suggestions that the Council might wish
to make relative to the details of the proposed emend-
ment, "

Approved unanimously.

Letter to Mr. Day, President of the Federal Reserve Bank of

8
Al Fr&ncisco, reading as follows:

gr FRASER
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"The Board has considered end concurs in the recom-
Mendation of the board of directors of your bank, contained
in your letter of August 9, that the Spokane Branch be
disestablished, and that the reserve accounts of the three
ember banks located in the city of Spokane be transferred
to the Seattle Branch. Please advise the Board the date
the branch is to be disestablished as soon as the date is
fixed by your board of directors.

"The Board will be glad to consider any recommenda-
tion you may wish to meke regarding the transfer of some
Member banks in the southeastern section of Washington
8nd the adjacent section of Idaho from the Seattle Branch
%o the Portlsnd Branch. The suggestion that eppointments
to fill forthcoming vacancies on branch directorates might
be made from eastern Washington, so that banks formerly
in the Spokene area would have representation on the
boards at Seattle and Portland, will be taken into con-
8ideration when future appointments are made by the
Boarg,

"Should the member banks in the city of Spokane, sub-
Sequent to the disestablishment of the Spokane Branch,
Tequest that the reserve city designation of Spokane be
teminated, the Board will be glad to give consideration
Yo the request."”

Approved unanimously.

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

8¢
TVe Bank of Dallas, reading as follows:

FRASER

ed.

"Receipt is acknowledged of your letter of August
23, 1928, regarding the applicability of section 8 of
the Clayton Aet to Mr. T. C. Frost end Mr. J. H. Frost,
Who are directors of the Frost National Bank of San
gntonio, Texas, snd of the San Antonio Joint Stock Land

ank,

"When section 8 was emended by the Banking Act of
1935, it was changed so that a director of & member bank
is now prohibited from serving another bank only if the
latter ig 'organized under the National Benk Act or or-
ga8nized under the laws of any State or of the District
of Columbia'. This wording does not cover & bank or-
ganized under any Federal statute other than the National

org/
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"Bank Act. In other words, it does not prohibit a di-
Tector of a member bank from serving as a director of

& Federal Reserve bank, & Joint Stock Land bank or eny
Other bank orgenized under a Federal statute, except the
Fational Bank Act. This point is explained in footnote
9, on page 6 of Regulation L.

"Accordingly, section 8 of the Clayton Act does not
Prohibit Messrs. T. C. and J. H. Frost from serving at
the seme time as directors of the national bank and the
Joint Stock Lend bank nemed above."

Approved unanimously.

Thereupon the meeting adjourned.

O s, D) oM»q?

Secretary

Appl‘oved e T )
Glf%Ll-JL@L/CxQ31¢\
\\\ Vice Chairman.
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