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A meeting of the Board of Governmors of the Federal Reserve

Sys
YStem was held in Washington on Monday, February 27, 1939, at 10:30
a, m,

PRESENT: Mr. Eccles, Chaimman
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
Exeminations

Mr. Smead, Chief of the Division of Bank
Operations

Mr. Goldenweiser, Director of the Division
of Research and Statistics

Mr. Parry, Chief of the Division of
Security Loans

Mr. Vest, Assistant General Counsel

Mr. Wingfield, Assistant General Counsel

Mr. Leonard, Assistent Chief of the
Division of Examinations

Mr. Thomas, Assistant Director of the
Diviecion of Research and Statistics

Mr. Brown, Speciel Assistsnt in the
Division of Security Loans

Mr. Williems, Assistant Counsel

Mr, Ransom referred to a memorandum addressed to the Board

unde
r
date or February 25, 1939, by Mr. Vest relating to the provi-
Siop
8
of Bi1] H.R. 4425, a bill to provide for reorgenizing agencies

of
e
Government, end for other purposes, end at Mr. Rensom's request,
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Mr, vest outlined briefly the provisions of the bill and the respects
n Yhich it 4iffered from the reorgenization bill considered by
Congress at the last session. Mr. Vest called attention to the fact
that he Board of Governors was not specifically exempted from the
P™Visions of the bill end thet, while the Board of Governors might
Dot pe Subject to the Budget and Accounting Act of 1921, the intention
b A
Mr. Willisms stated that in a conversation yesterday with

eprasentative Cochran, Chairman of the Select Committee on Govern-
Weny, Organization, the latter said that.it was the intention of the
O e that the Board of Governors should not be exempted from

i Provisions of the bill and that it should be made subject to the
Budget and Accounting Act of 1921. He also requested, Mr. Willisms

8

taid’ Yhat copies of the Board's annual report for 1938 be sent to
uhe Teubers of the Select Committee on Govermment Organization for
% in Connection with the consideration of a suggestion that the
Westiop of desirable banking legislation be made a matter for sep-
"t Consideration.

Upon motion by Mr. McKee, it
was agreed unanimously that copies
of the reprint from the Board's annual
report should be sent to each member
of the Select Committee on Govermment
Organization with a letter of trans-
mittal stating that the copies were
being sent at the request of Repre-
sentative Cochran.

SER
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At this point Messrs. Vest and Williams left the meeting.

Chaiman Eccles stated that the Secretary of the Treasury
g Téquested from the Board of Governors and from the Federal Re-
YeTve Bank of New York memoranda with respect to the desirability
oF the TreaSury reducing its weekly offering of Treasury bills to

$50
»000, 000 and, at the time of the March financing, issuing addi-

tion&l long-term securities. He said that the report of the New

York bank in which the action was not favored was now in the hands

°f the Secretary and that a draft of a report to be made by the Board
8 begp Prepared by the Division of Research and Statistics and was
Teagy for consideration by the Board. At Chairman Eccles' request

Ve,
GoldeIIWeiser outlined briefly the reasons set forth in the report

Y
he Proposed action was not desirable.

At the conclusion of a discussion
of various points covered by the report
its transmission to the Secretary of the
Treasury by messenger was approved unani-
mously.

In accordance with the action taken at the meeting of the
4:1"1 °n February 27, 1939, a revised draft of report on Senate Bill
0 " “Bown &g the Trust Indenture Bill, had been prepared and copies
* the draft had been furnished to the members of the Board on Feb-
ey 23, 1939, A further revision of the draft hed been prepared

0
"Ng infomal aiscussions on February 25 and copies of this

SER
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TeVision were distributed emong the members of the Board at this meet-
ing,
Mr, Draper stated that at the request of members of the Board
¢ haq inquired of Senator Wagner whether it would be satisfactory
'f the Board's report on the bill reached the Senate Committee on
“king ang Currency by March 1, 1939, and that Senator Wagner had
Teplieq that, while he would like to have the report as promptly as
possiblev it would be agreeable if it was in his hands not later than
aren 1, 1959,
The last draft of report was read following which Mr. Ransom
Polnteq out that it appeared that the broad purpose of the bill was
9 Take Corporate trustees more active in protecting the interest of
security holders issued under trust indentures.
; There followed a general discussion of various provisions of
:le P11 g well as of the proposed report during which Mr. Ransom
:ated that he had advised Chairmen Douglas of the Securities and Ex-
oh&ngg Commi ss1.0n that the Board had received a request for a report
p: the Y11l and thet Chairmen Douglas had stated that he would be
T to have representatives of the Board discuss with Commissioner
“her o¢ the Securities and Exchange Commission any report that the
"™ Qecided o make o the Senate Cammittes on Banking and Carrency.

II
* R
"Msom also said that the Comptroller of the Currency had advised
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tha
t he had received a request for a report on the bill and that he

Wwo
Wld 1ike an opportunity to discuss the matter with members of the
Boarg,

In connection with the aebove matter, Mr. Ransom called atten=-
TG 0l s £ ol vad Thiat b Onslinibn o s SeRats Conibttas oh
&nking and Currency this morning requesting a report on an amendment
% the trmst indenture bill introduced on February 23, 1939, on behalf
® Senatopg Herring and Townsend and referred to the Committee on
king ang Currency. Mr. Wyatt read a draft of the last paragraph

©® Proposed report on the bill which had been revised to include

¢
TMent Oon the amendment.

At the conclusion of the discus-
sion, it was agreed unanimously that the
members of the Board would give to Mr.
Wyatt not later than this afternoon any
suggestions that they might have to make
with respect to changes in the draft of
report on the trust indenture bill, that
Mr. Wyatt would revise the report as
promptly as possible on the basis of
these suggestions and the discussion at
this meeting, thet Mr. Ransom would dis-
cuss with Commissioner Eicher and the
Comptroller of the Currency separately
tomorrow morning the nature of the report
proposed to be made by the Board, and
that the revised report would be sent to
the Chaimman of the Senate Committee on
Banking and Currency not later than the
morning of March 1, 1939.

In accordance with the decision reached at the meeting on
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February 24, 1939, copies of the draft of the annual report of the
Federay Reserve Bank of New York to its stockholders for the year
1938 nag been furnished to the members of the Board with the under-
*Y8ding that the draft would be comsidered at this meeting. Chairman
SCles Stated that President Harrison of the Federal Reserve Bank of
New Yor had advised that he had discussed the draft of the report
"th My, Goldenweiser when the latter was in New York last week and
8 stateq to Mr. Goldenweiser that the draft as submitted was a pre-
1m1nary draft which President Harrison had read only hastily and that
3 Mumber, of substantial changes in addition to those mentioned by Mr.
ldenWSiser were being made in the report.

The question raised in Mr. Goldenweiser's memorandum of Feb-
iy oy whether the New York Bank should continue to issue a report
de&ling With national problems was discussed in the light of the Board's
telegmm of January 6, 1937, to all Federal Reserve banks with respect
b the issuance of anmual reports by the banks.

At 1:10 p.m. the meeting recessed and reconvened at 2:30 p.m.
T the same attendance as at the opening of the morning session
“Xoepy that Messrs. Paulger, Leonard, Vest, Wingfield, Willisams and
From, Were not present.

There followed a discussion of the present practices of the

Ty
deral Reserve banks in issuing annual reports and of the reasons
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®0 by the Federal Reserve Bank of New York for desiring to issue

L Treport covering the developments during the year in the mone-
tery 8nd banking field. It was pointed out that prior to 1935 the
TeROTt of Federal Reserve Bank of New York, as well as the re-
Porg op each of the other Federsl Reserve banks, was addressed to
He Boarq o Governors and signed by the Chairman and Federal Reserve
Seent of the bank and that as a result of the Board's telegram of
"Mary 6, 1937, the other Federal Reserve banks had made routine
TeRort 5 Of operations to their stockholders, but that the Federal
®%8TVe Bank of New York had converted the report which it pre-
Viously made to the Board of Governors into a report to its stock-
*lders in which it continued to discuss matters of policy and na-
*onay interest, its annuel reports for the years 1936 and 1937

}lav
ing been in this form.

At the conclusion of the discussion,
upon motion by Mr. Ransom, Messrs. Davis,
Szymezak and Goldenweiser were reguested
to discuss the revised draft of the report
of the New York Bank with President Harrison
while he is in Washington during this week
and, if they have no objection to the re-
vort in its final form, to advise President
Harrison that there would be no objection
on the part of the Board to its publication,
or, if there are questions still remaining
which they feel should be considered by
the Board, to refer the matter to the Board.
In taking this action it was understood
that any member of the Board of Governors
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would be free to present to Messrs. Davis
and Szymczak any suggestions that they may
have to make with respect to the draft of
report.

In accordance with the action taken at the meeting of the
Bog
*d on February 17, 1939, there had been distributed to the members
of 1
he Board a revision of the memorandum prepared by Messrs. Wyatt

ang .
Go1denwe1ser relating to proposals to maintain prices at fixed
levels.

At the conclusion of a discussion,
upon motion by Mr. Szymczak, the draft of
statement was referred to Messrs. Davis
and Ececles for further consideration in
consultation with senior members of the
staff, with the understanding that when
approved by Messrs. Davis and Eccles the
statement would be sent to the Senate
Committee on Agriculture and Forestry in
response to a request received from that
committee for a report on S. 1057, a bill
for the reguletion and stabilization of
agricultural and commodity prices through
the regulation and stabilization of the
value of the dollsr. It was also under-
stood that the statement would be used as
a basis for replies to other communica-
tions received by the Board relating to
price stabilization.

At thisg point Chairman Eccles left the meeting and upon his
I‘etu
T
0 stateq that Seeretary of the Treasury Morgenthau had just ad-
vi Sed 14
him over the telephone that at his press conference at 4:00

D
Om.
t°day he proposed to state that the Treasury would not ask for
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an
Y neW'money in comnection vith the March 15 financing but would

0ffe
T new securities in exchange for Treasury notes maturing on June

15
» 1929, This progrem, Chairman Eccles said, meant that there would

€ no Teduction in the emount of Treasury bills now outstanding.
Under date of February 21, 19%9, there was sent to each mem-
Der of the Board & memorandum covering the matters discussed at the
EEeting Of Chairmen of Federal Reserve Banks held in the Board's
Mfices 1y Washington on January 30, 1929, end the memorandum wes
Maceq o the docket for consideration at this meeting.

The memorandum was referred to Messrs.
Davig and Szymczek for recommendation to
the Board s to action to be taken by the
Board in connection therewith.

Reference was also made to the recommendations submitted by

the ¥
ederal Advisory Council at the meeting with the Board on Februery

14
5y 19n
: 969' and question was rasised as to what further action should be

tak
€n
by the Board on the recommendations.

Upon motion by Mr. Davis, Messrs.
McKee and Draper were requested to con-
sider the recommendations and to suggest
to the Board what further action should
be taken by it thereon.

There was then presented a memorandum dated Jamuery 26, 1939,

fmmer-

Wyatt relating to the history of Section 8 of the Clayton
Aot

a
1a 8 suggested revision of that section. The memorandum hed
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been Circulated among the members of the Board preparatory to consid-
*f8tlon at a meeting of the Boerd of the question what, if sny, further
eomnmhication should be sent by the Board to Congress with respect to
the qMendment of the Clayton Act. During the ensuing discussion refer-
*uce wag made to the statement made by Mr. Hanes at the meeting of the
Board yq 4y the Federal Advisory Council on February 14, 1939, that the
1egisl&tive committee of the American Bankers Association was preparing
TRk i senetent b0 s Clayton Act which would suthorize the
continu&tion of existing interlocking directorates affecting insured
lahks but woulg prohibit the creation of additional interlocking re-
ati°n8hips. All of the members of the Board indicated that they
i have no objection to this solution of the matter.
At the conclusion of the discussion

Mr. Wyatt's memorandum was referred to

Messrs. McKee and Draper for further con-

sideration and recommendation to the Board.

In accordance with the action taken at the meeting of the

arq
5 on January 10, 1939, the memorandum which was prepared by Mr.

e
Under date of Decamber 9, 1938, on the subject of the Govern-
ment

S N
ec“rlty market and the system open market asccount was brought
p -
Consideration at this meeting and it was agreed that it should
b lage
the Special order of business at an early meeting of the Board

t whl
i
°h all members are present.

Upon recommendation of the Personnel
Committee, the Committee was authorized to
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tender to Mr. Alfred H, Williams, Dean of
the Wharton School of Finance, University
of Pennsylvania, Philadelphia, Pennsylvania,
appointment as a Class C director of the
Federal Reserve Bank of Philadelphia for
the unexpired portion of the three-year
termm ending December 31, 194l.

At this point Messrs. Thurston, Wyatt, Smead, Goldenweiser,
Parn
and Thomas left the meeting and the action stated with respect

eq
¢h of the matters hereinafter referred to was then taken by the
B°&rd.

The mimites of the meeting of the Board of Governors of the

Feq

e

al Reserve System held on February 24, 1939, were approved unani-
Tously,

Letter dated February 25, 1929, to the board of directors of

the n
F
irst-Peoples State Bank", Traverse City, Michigan, stating that,

Subje

¢t to conditions of membership numbered 1 to 4 and 6 contained
nth

® Board's Regulation H and the following additional conditions,

th
® Boarg approves the bank's appli i ip i !
pplication for membership in the Fed-
Sral

R o
Sserve System and for the appropriate amount of stock in the

8de
™81 Reserve Bank of Chicago:
n
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
fiduciary and shall keep the securities and invest-
ments of each trust separate from those of all
other trusts and separate also from the properties
of the bank itself.
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"7+ Such bank shall meke adequate provision for de-
Preclation in its banking house and furniture and
fixtures.

"8.

Prior to admission to membership, such bank, if it
has not already done so, shall charge off or other-
wise eliminate estimated losses of $5,000, as shown
in the report of examination of such bank as of
January 30, 1939, made by an examiner for the Fed-
eral Reserve Bank of Chicago."

The letter also contained the follow-
ing special comments:

% "The report of examination for membership contains
theerous criticisms of the operations and supervision of
dig trusg department which the exasminer reports were fully
QCC“SSBd with the officers and directors of the bank.
bil:itance of trust business entails serious responsi-
e ies, and if the First-Peoples State Bank becomes a
Btop., 22k, 1t will be expected to taeke the necessary
briis to give the Trust Department proper attention and
Pracsithe trust activities into conformity with approved

. Ces. Attention is invited to the fact that should
fiducink at any time in the future desire to exercise
ming 8ry powers in addition to those of executor, ad-
1t Strator, guardian and testementary trustee, which
shOuidHOW authorized to exercise, permission to do so

be obtained from the Board in accordance with the
8lons of condition of membership numbered 1."

Approved unanimously, together with
a letter to Mr. Schaller, President of
the Federal Reserve Bank of Chicago, read-
ing as follows:
tem "The Board of Governors of the Federal Reserve Sys-
Bank?PPrOVes the application of the 'First-Peoples State
erey Traverse City, Michigan, for membership in the Fed-
in N e8erve System, subject to the conditions prescribed
to the enclosed letter which you are requested to forward
of ..© Board of Directors of the institution. Two copies
Sue letter are also enclosed, one of which is for your
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"files and the other of which you are requested to for-
Ward to the Commissioner of the Banking Department for
the State of Michigan for his information.

"The securities investment schedule in the report
Shows that certain securities are carried by the bank in
€XCess of their call prices. While the excess carrying
Value 1g not large it is suggested that you request the

to reduce the carrying values to call price in ac-
®ordance with the standards regarding emortization of
Premium set forth in the Comptroller's regulation regard-
1ag tne purchase of investment securities.

b "The examiner reports that while the applicant has
®€N authorized to act only in certasin fiduciary capaci-
es, Damely, as executor, administrator, guardian, and
*Stementary trustee, it was also acting, epparently
Out proper authorization, in three cases as trustee
\Ber agreement and in one case as depositary for a bond-
h°lders committee. It is understood, however, that these
gccOunts were taken over from the predecessor national
. Some years ago and that the State Banking Department
PParently has offered no objection to the bank handling
°Se accounts. It is assumed that you have satisfied
Yourge) that the bank has incurred no material liabili-
‘ aigs- Y reason of the exercise of such unauthorized powers
l
)
1

p 1t is suggested that, if you have not already done

O+ the matter be aiscussed with the benk end the State
0 Department with a view to regularizing the situa-
88 soon as practicable."

‘ Letter to the Federal Deposit Insurance Corporation, reading
‘ )

\ 8 r°110ws:

1

[

Feq "Pursuant to the provisions of section 12B of the

3 of °ral Reserve Act, as amended, the Board of Governors

‘ ve. the Federal Reserve System hereby certifies that the

&y T8 Bank & Trust Company', Elmira, New York, beceame
1933nber of the Federal Reserve System on February 25,
%, and ig now a member of the System. The Board of
ee;:rHOrs of the Federal Reserve System further hereby

b ifies that, in connection with the admission of such
SiderZO membership in the Federal Reserve System, con-

on was given to the following factors enumerated
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n
Aig‘subsection (g) of section 12B of the Federal Reserve

1. The financial history and condition of the

bank,

The adequacy of its capital structure,

Its future earnings prospects,

The general character of its management,

The convenience and needs of the community
to be served by the bank, and

Whether or not its corporate powers are
consistent with the purpose of section
12B of the Federal Reserve Act."

(O 00 @~ lAV)
e e o o

(o2}
.

Approved unanimously.

Telegrem to Mr. Merritt, Federal Reserve Agent at the Federal
feserve Bank of Dallas, stating that, subject to the conditions set
S;:?lin the telegram, the Board of Govérnors of the Federal Reserve

o~ ®thorizes the issuance of a general voting permit, under the

si
oS of section 5144 of the Revised Statutes of the United

Stat
es
' $0 the "Republic National Bank of Dsllas", Dallas, Texas,

in
€ such organization to vote the stock which it owns or con-

£
8 op "The Libe

& rty State Bank", Dallas, Texas, at all meetings of

a
reholders ob . \
. such bank. The conditions contained in the telegram

On Whi
Rh the Permit was authorized were as follows:
N

?rior to issuance of general voting permit author-
1zed herein, applicant shall execute and deliver to
you in duplicate an agreement in form accompanying
ard's letter X-9385, except that (a) paragraph
Mmbered 7 shall be modified in the manner stated
D Board's letter X-9540, (b) paragraphs numbered
» 2, 4, and 5 shall be omitted and remaining num-
®red paragraphs appropriately renumbered, (c) the
following shall be inserted as an additional num-
ered paragraph:
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"'4, That the granting of a general voting
permit to the undersigned does not con-
stitute approval by the Board of Governors
of the Federal Reserve System of reten-
tion of bank stocks by the undersigned
and the retention of such stocks shall
be subject to any requirements made by
the Comptroller of the Currency in his
supervision of the undersigned as though
such permit were not granted.',
and (d) all lettered paragraphs and introductory
Sentence immediately preceding them shall be omitted.
n
2 Prior to or simultaneously with the issuance of general
Voting permit authorized herein, The Liberty State Bank

Shall be admitted to membership in the Federal Reserve
System.n

Approved unanimously.
n Letter dateq February 25, 1939, to Mr. Clerk, First Vice

en
: Y Of the Federal Reserve Bank of San Francisco, reading as
°1low

83

reqna!i?is refers to your letter of Jamuary 51, 1939,
&ffiliatng a ruling with respect to the holding company
0 € status of American Investment Corporation,
gden, Ut&h.
COrposzgf Board understands that American Investment

On owns or controls 1319.21 of the 3000 out-
Ogden ng Sshares of stock of Commercial Security Bank,
Sueh o, tah, and that the shares owned or controlled by
torg ofrPOration were not voted at the election of direc-
Of tpoc the bank held on January 10, 1939. On the basis
nvestme facts, the Board is of the opinion that American
filiateent Corporation is not now a holding company af-

of Commercial Security Bank."

Approved unanimously.

L
Stter to Mr. Eaward C. Romfh, President, The First National
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ot Miami, Miemi, Florida, reading as follows:

"Reference is made to your letter of February 16,
1939, in regard to the condition of currency received
5 your bank from the Jacksonville Branch of the Federal
Reserve Benk of Atlanta.
"As you know, silver certificates are issued in
the $1 ang $5 denominations and to a limited extent in
the §10 denomination, and United States notes in the
& 8nd $5 denominations. All Federal Reserve banks sort
Such Notes received from banks and the public according
° & standard of fitness prescribed by the United States
Treasury, and the same standard of fitness has been
adopt eg by the Federal Reserve banks in respect to Fed-
°Tel Reserve motes. Insofar as Treasury currency is con-
Serneq, the Federal Reserve banks are not permitted to
;:turn %o the Treasury for redemption currency thet is .
¥ for further circulation and, consequently, they must
Pay ouy a3 currency received which conforms to the Trea-
::ry's Standard of fitness. It would, of course, add
r enendOUSly to the printing and shipping costs on cur-
M0y both for the Treasury and the Federal Reserve banks,
We t Currency received by the Federal Reserve banks
T8 N0t paig out by them.
Ren "In Paying out new and fit currency, the Federal
“dtzrve banks endeavor to comply so far as practicable
Tequests of member banks. If, however, currency is
of o 18ed for circulation purposes until, on the basis
Orstand&rds set up by the Treasury, it is no longer fit
musteirculation, the Federal Reserve banks and branches
equs Utilize fit currency along with new currency, in
table Proportions, in filling currency requests of
in Mfr banks. In fact the records show that the banks
sha i have been receiving more than their proportionate
Te of pney currency.
Feder the circumstances, it does not appear tpat the
vy Reserve Bank of Atlants and its Jacksonville
Miamfh would be justified in furnishing the banks in
"ith a larger proportion of new currency."

"In

Approved unanimously.
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Thereupon the meeting adjourned.

| LR 1 o100

' Secretary.
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