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A meeting of the Board of Governors of the Federal Reserve

SYetem was held. in Washington on Friday, Novamber 4, 1938, at 10:30

a. m.

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

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman

Mr. Thurston, Special Assistant to the
Chairman

Mr. Wyatt, General Counsel
Mr. Paulger, Chief of the Division of

Examinations
Mr. Parry, Chief of the Division of

Security Loans
Mr. Dreibelbis, Assistant General Counsel

Mr. Vest, Assistant General Counsel

Mr. Cagle, Assistant Chief of the Division

of Examinations
Mr. Chase, Assistant Counsel

Mr. Crays, Federal Reserve Examiner

Reference was made to the action taken by the Board at its meet-

in
g 
°11 August 3, 1938, when it was determined that a letter should be

to all Federal reserve bnnks stating that the Board saw no reason

r" extending the time fixed by Congress for the termination of certain

tliterlocking bank directorates which, in the absence of action by the

11°4114P Viould be prohibited after February 1, 1939, and to the action

teicen at the meeting on August 31 in amending subsection 3(a) of Regu-

lation L, Interlocking Bank Directorates Under the Clayton Act, to
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tenni nate as of February 1, 1939, the permission granted by the sub-

section to a private banker or a director, officer or employee of a

Ineillber bank to serve at the sane time as a director, officer or employee

a Morris Plan bank.

There followed a discussion of the requests which had been re-

ceived by the Board that Regulation L be amended so as to permit a

director, officer or employee of a member bank who was lawfully serv-

ing es a director, officer or employee of one or more other banks

On August 23, 1935 (date of approval of the Banking Act of 1935) to

c
ontinue to serve such member bank and not more than one of the other

be-loks after February 1, 1939. DALI. McKee stated that a number of

bankers who would be affected by the amendment of subsection 3(a) of

Re
gulation L adopted on August 31, 1938, had presented reasons why

they felt it was desirable that the effective date of the amendment

be- extended in order that interlocking bank directorates involving

MOrri-
rlan banks might be adjusted to conform to the amended regula-

ti°11. In this connection Mr. McKee referred to a letter presented

Ilider date of October 31, 1938, by representatives of the Morris Plan

Bank
ers Association urging the amendment of Regulation L to permit

cill'ect°r, officer or employee of a member bank to serve also as a

di
l'ec'top, officer or employee of one Morris Plan bank.

The two suggested amendments had been discussed informally

tembers of the Board and the staff and the problem had been re-

'viewed with the representatives of the Federal reserve banks who

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



11/4/38
-3-

attended the Examiners' Conference on October 31, 1938. In these di-

clIssiorls it was recognized that the provisions of Section 8 of the

Clayton Act did not apply uniformly to all banks and resulted in dis-

crimination against member banks.

At this meeting the suggestion was made that the matter be taken

UP with the Reconstruction Finance Corporation, the Federal Deposit

Insurance Corporation, and the Comptroller of the Currency to ascertain

Whether they have any information to present to the Board which would

hair
e a bearing on the question whether or not action should be taken.

There was also a discussion of the legislative history of the 1935

.1°Iendjment to Section 8 of the Clayton Act and of the general theory

4nderlying the Act and the

tension beyond February 1,
a of the Clayton Act would

The further suggestion was

L sas to effect an

question was raised whether a further ex-

1939, of relationships prohibited by Section

be in accordance with the spirit of the Act.

made that the Board might amend Regulation

extension with a view to bringing to the attention

Congress the fact that the Act in its present form discriminates

against member banks and therefore is a deterrent to membership in

the 
F

_ederal Reserve System and that the amendment was being adopted

in "der to permit the continuance of existing relationships in so

r" as the Board had authority to do so until Congress could give the

121"ter further consideration. It was suggested that if such action

Were 
taken the permission granted by the amended Regulation L might
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be for a period of six months or possibly until the adjournment of the

text session of Congress.

Chainnan Eccles suggested that the staff be requested to analyze

this proposal and to prepare a memorandum setting forth the proposed

action and the reasons for and against it.

Chairman Eccles' suggestion was ap-
proved with the understanding that the
study made by the staff would be prepared,
if possible, in time for consideration
at a meeting of the Board to be held on
Monday, November 7, at 10:30 a.m.

There were then presented telegrams to Messrs. Kimball, Post,

Ibling and Stewart, Secretaries of the Federal Reserve Banks of New

1611k, Philadelphia, Chicago and St. Louis, respectively, Mr. Thomas,

Chirman of the Federal Reserve Bank of Kansas City, and Mr. Holden,

tePlitY Chairman of the Federal Reserve Bsnk of San Francisco, stating

that the Board approves the establishment without change by the Federal

Reserve Bank of Kansas City on October 29, by the Federal Reserve

844ke Of St. Louis and San Francisco on November 1, by the Federal

Rese
rye Banks of New York, Chicago and San Francisco on November 3,

1938, and by the Federal Reserve BAnk of Philadelphia today, of the

rat
es of discount and purchase in their existing schedules.

Approved unanimously.

At this point Mr. Crays left the meeting.

There was then presented a draft of letter to the Presidents

Of ell Federal reserve banks, reading as follows:
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"Enclosed for your comments and suggestions are several
coPies of tao proposed amendments to Regulation T, Exten-
sion and Maintenance of Credit by Brokers, Dealers, and
Members of National Securities Exchanges, which have been
prepared by the staff but not yet passed upon by the Board.
Your comments should reach the Board of Governors if pos-
sible by Saturday, November 19, 1938. You should feel at
liberty to consult confidentially with respect to these
Ealendments anyone whom you may choose to consult, includ-
irv‘3 any representatives of national securities exchanges
or security dealers' associations.

"The principal purpose of the proposed amendments is
to Airther clarify and liberalize certain provisions of
the regulation which relate to transactions other than
margin transactions. They would amend sections 4(c)

_cash account and 4( f) Special miscellaneous ac-
count

"_i_z_n es in section 4(c) -- This section provides for
handling without margin, on certain conditions, certain
transactions which are defined as bona fide cash transac-
tions. By the proposed amendment to this section, the
broker who has sold securities for a customer (or the
dealer who has bought securities from a customer) in a
Special cash account would no loner be required by the
regulation to obtain the securities within a prescribed
Period. This change is coupled with the inclusion of a
Provision which makes it clear that to effect short sales
for customers in the special cash account, instead of in
Et margin account, is not permissible.

"In addition, the broker who has bought securities
for (or the dealer who has sold securities to) a bank, in-
surance company or other customer on terms such as are com-
mon in the trade with respect to bona fide cash transactions
for or with institutional customers — 'prompt delivery
and Payment on delivery' -- would be exempted from the
requirement that he shall /7et payment, and consequently
131,eke delivery, within a prescribed period. The safeguard
Inta respect to such transactions, in lieu of a prescribed
time limit, would be the proposed description of the trans-
actions, which has been designed, after considerable study,
.10 exclude all transactions which are not readily identi-
fiable as 'bona fide cash transactions' in the fullest
sense of the term.

"After these two changes, the specific time limit
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"prescribed by section 4(c) would apply only to cases in
Which the customer is buying securities, and only to a
limited class of these cases, with the consequence that
many firms which do most of their business with institu-
tions, carry no margin accounts, and extend very little
credit, would no longer be much affected by Regulation T.

"Another change in section 4(c) would require that
the understanding or agreement for prompt payment that
must underly any purchase by the customer that is to be
made in the special cash account shall contain a reasonable
safeguard against the customer's reselling the security
without his first having paid for it, and still another
would make it clear that the prescribed time limit does
not apply to transactions in exempted securities.

na.82142_1.11...§.9.2Iion 4(f) -- One of the proposed new
clauses to be added to section 4(f) would permit, under
certain safeguards and with the approval of an appropriate
committee of a national securities exchange, so-called
capital contribution loans'. The other new clause would

Permit without restriction cash transactions, and certain
Other transactions of similar nature, between one broker 

1 _-L .and another. This would assume that such
transactions need not be subjected, as they may be under
the existing regulation, to the same restrictions as re-
lations between each broker or dealer and his ordinary
customers: for example, in case broker A (acting for
clic customer) makes a sale to broker B (acting for another
customer), and B must obtain an extension of time within
Which to settle with his customer, A should not be re-
quired to get in addition an authorized extension of time
for settling with B.

"You will understand that the foregoing explanations,
catholic,'.0.11 available for use by you in consulting with others,
are not for publication."

Mr. Parry discussed briefly the reasons for the proposed amend-

The draft of letter was approved

unanimously with the understanding that
when the letter is sent copies of the

amendments will also be submitted to the

Securities and Exchange Commission with
a letter of transmittal requesting that
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the Commission consider the draft in
confidence and submit to the Board in
writing any comments, criticisms and
suggestions that the Commission might
care to present.

Reference was made to memoranda dated September 26 and October

10' 1938, Prepared pursuant to action taken by the Board on August 5

with respect to providing compensation insurance covering employees

Of the Board of Governors. The memorandum of October 10 stated that

it the Board should desire to purchase a compensation insurance policy

it was the recommendation of the staff that the policy be obtained from

the Liberty Mutual Insurance Company, Boston, Massachusetts, on con-

dition that a mutually satisfactory form of policy be worked out. The

Illanorandum of September 26, 1938, stated that, if the Board should

WISh to go further with negotiations for group life insurance for its

er11131°Yeaa, the next step would be the selection of a company so that

4 definite plan could be submitted to the employees in order to find

(14t whether the requisite 75 per cent of all employees would desire

the insurance.

Mr. Davis moved that the memoranda
be referred to the Personnel Committee
with power to act.

Carried unanimously.

Under date of August 26, 1938, President Harrison of the Fed-

"el Reserve Bank of New York, addressed a letter to Mr. Ransom with

Ivilich was inclosed a memorandum prepared at the bank containing a
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review of the rearrangement of Germany's foreign debt service. The

letter contained a statement to the effect that President Harrison

was sending a copy of the memorandum to the Secretary of State call-

ing his attention in particular to London newspaper editorials quoted

in the memorandum. The letter had been circulated among the members

or the Board and Mr. Ransom had attached a memorandum requesting that

atter the file had been circulated to all of the members of the Board

it be placed on the docket for the purpose of discussing whether Presi-

de" Harrison's attention should be called to the Board's letter of

j'alularY 24, 1938, (5-69) which requested that matters which it was

telt should be taken up with a department or agency of the Government

be first brought to the attention of the Board.

disoUssion it was agreed that while it was clear

During the ensuing

that President Harri-

8°11 had disregarded the request contained in the Board's letter in

sending a copy of the memorandum directly to the Secretary of State,

the Particular incident involved was not an important one and that,

itkaalluich as considerable time had elapsed since it occurred, no action

should be taken at this time.

There was also presented a memorandum dated September 16,

1938* from Mr. Ransom to which was attached a memorandum dated September

15' 1938, froinlar. Cagle listing loans, made by member banks to direc-

tors 
of Federal reserve banks and branches, which had been specially

raention,:„A
In reports of examinations of member banks. Mr. Cagle's
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memorandum listed loans to S. B. Sutphin, a director of the Cincinnati

Branch of the Federal Reserve Bsnk of Cleveland, A. 0. Stewart, Class

C Director of the Federal Reserve Bank of San Francisco (since re-

signed), and A. E. Fngbretsen, a director of the Portland Branch of

t40 Federal Reserve Bank of San Francisco. Mr. Ransam's memorandum

raised the question whether there should be a review of loans to di-

rectors of Federal reserve banks and branches appointed by the Board

in addition to the loans referred to above. The mmoranda had been

circulated -among the members of the Board at the request of Mr. Ransom

'with the understanding that the matter would be considered at a meet-

14 or the Board.

During the course of a discussion it appeared that there Was

gelleral agreement that in considering the qualifications of a proposed

aPPointee the nature and extent of his obligations should be taken

° account with a view to determining whether there were obligations

°r relations of a character which might impair his usefulness to the

?lidera,
-4- reserve bank or branch in his capacity as a director, the

th°43at being expressed that the question whether an appointment should
be 

made 'would depend upon all the cirammstances of each individual
CEusee

At this point Messrs. Thurston, Wyatt, Paulger, Parry, Dreibelbis,
Vest, 

Cagle, and Chase left the meeting.
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The action stated with respect to each of the matters herein-

after referred to was taken by the Board:

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

Federal Reserve System held on November 2, 1938, were approved unani-

Moil ay.

Memorandum dated November 2, 1938, from Mr. Noell, Assistant

Sec 
retarY, recommending, with the concurrence of Mr. Morrill, that

effective as of November 16, 1938, Miss Lida B. Sloan be appointed

a Permanent basis as a stenographer in the Office of the Secretary,

'Ifith AI R---ary at the rate of 0.,560 per annum, subject to her passing

sati
sfactorily the usual physical examination.

Approved unanimously.

Letter to the board of directors of "The Farmers State Bank

Of Fort Morgan, Colorado", Fort Morgan, Colorado, stating that, sub-

ieet to 
conditions of membership numbered 1 to 3 contained in the

8°4rd's Regulation H and the following special conditions, the Board

al5Pr"06 the bank's application for membership in the Federal Reserve

SYstem and for the appropriate amount of stock in the Federal Reserve

13e3qk of Kansas City:

115.

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

Prior to adnission to membership, such bank, if it
has not already done so, shall charge off or other-
wise eliminate estimated losses in loans and discounts
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"aggregating 0,656.35, as shown in the report of
examination of such bank as of September 13, 1938,
made by an examiner for the Federal Reserve Bank of
Kansas City."

Approved unanimously, together with
a letter to Mr. Hamilton, President of the
Federal Reserve Bank of Kansas City, read-
ing as follows:

1147

"The Board of Governors of the Federal Reserve System
aPProves the application of 'The Farmers State Bank of
Fort Morgan, Colorado', Fort Morgan, Colorado, for member-
ship in the Federal Reserve System, subject to the condi-
tions 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 State Bank Commissioner
for the State of Colorado for his information.
. "It has been noted that the 4,400 securities depre-
ciation included in classification IV in the report of
examination represented depreciation based on market values
Of certain Group 2 securities. Such classification, even
tho ue:h the bank agreed to charge off the depreciation upon
receipt of instructions of the State Banking Department,
which participated in the examination, is inconsistent with
the uniform agreement regarding examination procedure and
accordingly the elimination of the 44,400 depreciation,
even though classified as estimated loss in the report of
examination, has not been required as a condition of mem-
b
ership."

Letter dated November 3, 1938, to Mr. Leo T. Crowley, Chairman

" the Federal Deposit Insurance Corporation, reading as follows:

"Your letter to the Board of Governors of the Federal
Reserve System dated October 20, 1938, enclosing a copy of
a letter under the same date addressed to the Commissioner
O r Banking and Insurance for the State of New Jersey re-
garding the present condition of The New Jersey Title
Guarantee and Trust Company, Jersey City, New Jersey, was
received on October 31, 1938.
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"The situation with respect to the bank has been a
matter of concern for same time and has been the subject
Of discussion between representatives of the Board and
of the Federal Reserve Bank of New York and also between
representatives of the Board and the Federal Reserve Bank
and representatives of your Corporation. An examination
Of the bank was started last October 17 by the State Bank-
lug Department and examiners for the Federal Reserve Bank
are participating in the examination.

"The Board appreciates your courtesy in supplying a
Copy of the letter to the Commissioner. In accordance
with your request for any cannents and suggestions as to
the situation, the Board will be pleased to submit such
comments and suggestions after a review of the situation
and the current developments."

Approved unanimously.

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

of New York, reading as follows:

"There is inclosed herewith a copy of a letter dated
October 21, 1938, from the First National Bank of Morris-
tot, Morristown, New Jersey, presenting the question whether
a deposit of the Seeing Eye, Inc. may properly be classi-
fied by the national bank as a savings deposit under the
Board's Regulation Q.

"It is our understanding that the Seeing Eye, Inc. is
a non-profit charitable organization which depends largely
uPon donations and contributions for its funds. We also
understand that this organization furnishes Seeing Eye
dogs to blind persons at a snail fraction of the cost of
the dogs and their training.
. "On the basis of the above understanding, it is our
view that the Seeing Eye, Inc. may be considered as a

Philanthropic or charitable organization not operated for
Profit and that a deposit of such organization may be
classified as a savings deposit if it conforms to the
Other requirements of section 1(e) of Regulation C,6.

"Unless you know of some reason why the above ruling
should not be made, it will be appreciated if you will

advise the national bank that a deposit of the Seeing Eye,
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"Inc. may be considered as a deposit of a philanthropic
or charitable orgnni zation not operated for profit and
may be classified as a savings deposit provided it com-
plies with the other requirements of the definition in
Regule.tion "

Approved unanimously.

Thereupon the meeting adjourned.
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