
1289

A meeting of the Board of Governors of the Federal Reserve

System was held in Washington on Tuesday, October 17, 1939, at 10:15

a. m.

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

Mr. Morrill, Secretary

The Chairman reported that he talked to the Secretary of the

Treasury this morning about the proposal to establish certain accounts

at the Federal Reserve Bank of New York for the Governments of England

and France. In this connection, he called attention to the fact that,

after the discussion at the last executive session of the memorandum

Which he was to hand to the Secretary of the Treasury, he thought it

would be desirable to add a sentence which appeared in the final form

Of the memorandum and which he then proceeded to read to the other

Members of the Board, explaining that it was in accordance with as-

aurances which the Secretary had given him and that he felt that it

Was desirable to incorporate the idea in this memorandum. The Chairman

went on to say that he told the Secretary that he had taken up the

matter with the Board and Mr. Dreibelbis, who had discussed it with

Mr. Foley, that the Board had asked Mr. Harrison and Mr. Logan to

come down to Washington for the purpose of canvassing the whole situa-

tion as thoroughly as possible, in view of the fact that the matter

had been brought to the attention of the Board, even though there 
had

been no request for action by it, and that, as the Board had 
been
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1nformed regarding the matter, the members felt that it should not

be treated in a perfanctory manner and therefore spent considerable

time in analyzing the questions involved from every point of view.

The Chairman also said that he told the Secretary that in the light

Of the discussions which had taken place it was thought desirable

by the members of the Board to put down on paper the views which

they shared and which they felt should be communicated to the Secre-

tary with the understanding that the Chairman would handle the mat-

ter in a purely informal way and that, notwithstanding the fact that

these views had been put upon paper, they were to be treated inform-

ally. The Chairman added that the Secretary was entirely agreeable

to this manner of considering the matter and asked for a copy, which

the Chairman left with him.

The Chairman said that he read the memorandum to the Secre-

tary and that, when he reached the conclusion of the sentence to the

effect that the accounts with the Banks of England and France need

be no less confidential than Governmental accounts which might be

opened by the Federal Reserve bank acting as fiscal agent of the

United States, the Secretary said that he had not understood that to

be the case. The Chairman made the further statement that after he

had completed the reading of the memorandum he called the attention

Of the Secretary to the fact that openinq the accounts under the

fiscal agency provision would not prevent either the board of di-

rectors at New York or the Board of Governors from calling for
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information regarding them if they Should insist upon doing so under

their general supervisory powers and that they would not be relieved

Of their general responsibility under the law but that, as a practical

matter, no member of the Board of Governors, and he felt sure no mem-

ber of the board of directors in New would insist upon being

informed as to confidential transactions passim- through these ac-

counts, and that this view was shared by Mr. Harrison with respect to

the directors of his bank. The Chairman also said that he added that

therefore it would seem that nothing would be gained by establishing

these accounts under the fiscal agency provisions, which seemed to be

surprise to the Secretary as he had not understood that point of

view, and that the Secretary expressed a desire to have Mr. Harrison

came down for a farther discussion, stating that he would like to

have Chairman Eccles participate in such discussion.

The Chairman then said that he talked to Mr. Harrison this

Morning, who stated that it would be agreeable to him to come down.

The Chairman went on to say that the Secretary said that he realized

f llY the possible implications of the proposed plan and for that

reason he had discussed it with the President and would wish to dis-

cuss it with the President again after conferring further with Mr.

/larrison and Chairman Eccles. It was understood that this discus-

Would take place at 11:00 o'clock on Thursday morning. The

Secretary said, the Chairman reported, that he appreciated the ap-

Pl'oach of the Board to this matter and the cooperation that had been
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shown by it, and that he felt that all that any one wished to do was

to try to accomplish the same thing in the most desirable way. The

Chairman said he told the Secretary that this was the only objective

Of the Board.

At this point Mr. Davis read aloud the memorandum from be-

ginning to end and all the members of the Board expressed their sat-

isfaction with the memorandum and their gratification at the way the

matter was progressing.

The Chairman then stated that he had received word that Mr.

Harrison would bring Mr. Knoke down with him and also that Mr. Harrison

had raised the question whether, in view of the fact that the direc-

tors of the New York bank would be meeting Thursday, it would be

equally satisfactory to the Secretary to meet on Friday morning in-

stead of Thursday. The Chairman said that he would make inquiry of

the Secretary as to whether this change would be agreeable.

At this point Messrs. Bethea, Assistant Secretary; Carpenter,

Assistant Secretary; Clayton, Assistant to the Chairman; Thurston,

Spacial Assistant to the Chairman; Paulger, Chief of the Division of

Examinations; Smead, Chief of the Division of Bank Operations; Golden-

Weiser, Director of the Division of Research and Statistics; Dreibelbis,

Assistant General Counsel; Cagle, Assistant Chief of the Division of

the Division of Exnminations; Chase, Assistant Counsel; and Crays,

Federal Reserve Examiner, entered the roam.

Reference was made to a letter received under date of 
October 9,
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1939, from Senator Theodore Francis Green with respect to his appear-

ance before the Board on January 18, 1939, in connection with the

sPplication of Section 8 of the Clayton Act to the Morris Plan Com-

Pany of Rhode Island, Providence, Rhode Island. The letter stated

that, as a result of the veto by the President of the amendment to

Section 8 of the Clayton Act adopted by Congress, the Morris Plan

Company was faced by the same question as that discussed by Senator

Green when he appeared before the Board, that the next meeting of

the executive committee of the Company would be held on October 20,

1939, when a nominating committee for officers for 1940 would be ap-

Pointed, that a decision by the Board before that date as to the ap-

Plication of the Clayton Act to the Company would be most helpful,

and that it was hoped that the Board would render a decision promptly.

Following receipt of Senator Green's letter copies thereof were sent

to the members of the Board and, attar. McKee's request, Mr. Dreibelbis

discussed the matter with Senator Green and Mr. Crays went to Providence

for the purpose of making an investigation of the organization and

type of business conducted by the Morris Plan Company with a view to

assisting the Board in reaching a conclusion on the question whether

the institution should be regarded as a bank within the provisions of

Section 8 of the Clayton Act.

Mr. McKee stated that, notwithstanding the fact that the Board

had previously ruled that the Morris Plan Company of Rhode Island was

a bank for the purposes of Section 22(g) of the Federal Reserve Act
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and for the purpose of determining whether a director of the company

could serve as a Class C director of a Federal Reserve bank and that

the Board had also ruled that institutions operating under similar

statutes in Minnesota and California were banks within the meaning

of Section 8 of the Clayton Act, he felt that inasmuch as the Morris

Plan Company of Rhode Island had adhered closely to the original

plan under which Morris Plan companies were organized and had not

departed from that plan for the purpose of accepting deposits and

making commercial loans, the Board could now take the position that

the Morris Plan Company of Rhode Island is not a bank within the mean-

'r P: of Section 8 of the Clayton Act. In taking this position Mr.

McKee said it would be understood that any other institution which

felt that it was in a position similar to that of the Morris Plan

Company of Rhode Island would be permitted to present its case to the

Board for determination whether the institution was a bank within the

meaning of the Clayton Act.

At the request of Mr. McKee for a statement of his opinion,

M. Crays said that as a result of his investigation he was of the

()Pinion that the Company was not a bank but should be regarded as a

loan company and that apparently it was so regarded by people in

Providence. He made the further statement that his discussions with

the Bank Commissioner of Rhode Island and others in Providence, in-

cluding the General Manager and other representatives of the Company,

suPPerted this opinion. Mr. Crays then reviewed briefly the procedure
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followed by the Morris Plan Company in issuing its fully paid and

installment investment certificates and in the withdrawal of payments

by customers on such certificates.

There ensued a discussion of the basis upon which an institu-

tion might be held to be a bank and it was stated again that the

Morris Plan Company of Rhode Island was not regarded by the State

Banking Department of Rhode Island as being a bank, that the

ureau of Internal Revenue had held that it was not a bank for tax

Purposes, and that the Federal Deposit Insurance Corporation had held

that the funds received by the Company were not deposits which could

be insured by the Federal Deposit Insurance Corporation. It was also

Pointed out that the State statute does not permit the Company to use

the word "b nk" in its title or to receive "deposits" as such.

During the discussion Mr. Dreibelbis stated that nine of the

C°mPeny's 36 directors would be affected if the institution were held

to be a bank within the meaning of the Clayton Act. In response to

8'n inquiry as to his opinion Mr. Dreibelbis reviewed the principal con-

siderations that might be advanced for holding that the institution

was a bank or was not a bank.

There was a further discussion of the matter in the light of

the Purposes of the Clayton Act and Mr. McKee stated that the Board

meet the situation by (1) amending its regulation to make it

lnaPplicable to Morris Plan companies which are prohibited by State

1" from receiving deposits or from using the word "bank" in their
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title or (2) by making a ruling on this particular case.

Dreibelbis stated that it would be his preference to fol-

low the latter course with the understandinp: that the ruling thus es-

tablished would be a precedent in other similar cases, but that MX.

Chase favored the amendment of the regulation. Messrs. Paulger and

Cagle were of the opinion that a ruling that the Morris Plan Company

Of Rhode Island is not a bank would be preferable to an amendment to

the Regulation.

At the conclusion of the discussion,

Mr. McKee moved that the Board rule that

the Morris Plan Company of Rhode Island is

not a bank for the purposes of Section 8

of the Clayton Act and the Board's Regula-

tion L, that the reasons for the ruling be

set forth fully in a letter to the Morris
Plan Company of Rhode Island, which would

be prepared by the Division of Examinations

and the Legal Division for consideration

by the Board, that the question whether
the ruling Should be published be left for

later consideration, but that a copy of the

letter to the Morris Plan Company be sent

to the Presidents of all Federal Reserve

bapks.
Mr. McKee's motion was put by the chair

and carried unanimously.

Messrs. Paulger, Cagle, Chase and Crays left the meeting at

this point and Mr. Wingfield, Assistant General Counsel, entered the

room.

There was presented a draft of reply to a letter dated September

151 1939, from Mr. Neely, Chairman of the Federal Reserve Bank of

Atlanta, requesting the views of the Board with respect to the desir-
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ability of uniform discount rates at all of the Federal Reserve banks.

The draft of reply to Mr. Neely's letter had been circulated among the

members of the Board for consideration at this meeting.

The matter was discussed in the light of the consideration

Which had been given by the Board to the discount rates at the Federal

Reserve banks during recent months and Mr. Davis suggested that the

question was one which might well be discussed at the next meeting of

Chairmen of the Federal Reserve banks.

Mr. Davis' suggestion was agreed to
and the Secretary was requested to address

a letter to Mr. Neely advising him that

the question presented in his letter had

been under consideration by the Board for

some time and that it was one which the

Board felt might well be considered by

the Chairmen of the Federal Reserve banks

at the time of their next conference in

Washington.

In connection with the above matter,

the Secretary was also requested to ad-

dress a letter to the Chairmen of all Fed-

eral Reserve banks inquiring whether De-

cember 4, 1939, would be a convenient

date for the next conference of Chairmen.

There was then presented a draft of letter to the Presidents

of all Federal Reserve banks rhich had been prepared by Messrs. Draper

cind Smead and circulated among the members of the Board for considera-

tion at this meeting. The draft of letter read as follows:

"During recent weeks there has been an increase in

certain types of business activity and if present trends

continue it is quite likely that some business enterprises

may find themselves in need of additional working capital
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"to finance expanding operations, while others affected

less favorably by current developments may be in urgent
need of additional funds to keep their personnel employed

and meet current financial obligations.
"The Board of Governors believes that the entire

System should be keenly alive to the changed conditions
and be ready to render prompt and efficient service where-

ever practicable. With this in mind the Board hopes that

the Federal Reserve banks will make special efforts to

expedite the handling of all applications for advances

for working capital purposes, whether received direct or

through financing institutions. It is important, es-

pecially at this time, that applications for working cap-

ital advances be considered sympathetically and that sin-

cere efforts be made to grant the credit applied for
whenever it can be done on a reasonable and sound basis,
as required by statute. In acting upon applications it
is important that substance, rather than technicalities
be given paramount consideration.

"In order that the Board may be kept informed as to

developments in this field, it will be appreciated if you

will furnish it with a brief statement with respect to
each industrial loan application filed with your bank as

soon as final action has been taken thereon. It would be

helpful if this statement would include the date the ap-

plication is filed, the name, address, and type of busi-

ness of the applicant, the date the application was con-

sidered by (a) the Industrial Advisory Comittee, and (b)

the Federal Reserve bank, and if the application was de-

clined, the reasons therefor."

Upon motion by Mr. Draper the letter
was approved unanimously.

Reference was then made to the action taken at the meeting of

the Board on March 22, 1939, in authorizing the Federal Reserve Bank

of New to make advances of not to exceed 420,000,000 outstanding

at any one time to the Bark for International Settlements secured by

eold actually in transit to New York, this action having been taken

With the understanding that, while no time limit would be placed on

the authority, the matter would be given farther consideration by the

BOard at a later date. It was also stated that no advances had been
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made by the Federal Reserve Bank of New York under this authority.

At the conclusion of a discussion,
the Secretary was requested to prepare
a letter to the Federal Reserve Bank of
New York, for consideration by the Board,
which would state that unless there were
reasons for the continuation of the au-
thority it would be terminated with the
understanding that if any further negotia-
tions were opened by the Bank for Inter-
national Settlements for such advances
the matter would be considered by the New
York Bank and the Board on the basis of
the then existing conditions.

At this point Messrs. Thurston, amead, Goldenweiser, Dreibelbis,

aId Wingfield left the meeting and the action stated with respect to

each of the matters hereinafter referred to was then taken by the Board:

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

Federal Reserve System held on October 16, 1939, were approved unani-

mously.

Memorandum dated October 13, 1939, from Mr. amead, Chief of

the Division of Bank Operations, submitting a letter dated October 11

from Mr. Preston, First Vice President of the Federal Reserve Bank of

Chicago, which requested approval by the Board of changes in the per-

sonnel classification plan of the bank to provide for increases in

the maximum salaries for the positions of "Chief" and "Supervisor",

including the Supervisor of the night force, in the Check Department

°I' the bank. The memorandum stated that the proposed changes had been

reviewed and recommended that they be approved.

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

Banking Company", Monroeville, Ohio, stating that, subject to condi-

tions of membership numbered 1 to 3 contained in the Board's Regulation

H and the following special condition, the Board approves the bank's

ePplication for membership in the Federal Reserve System and for the

ePpropriate amount of stock in the Federal Reserve Bank of Cleveland.

"4. Such bank shall make adequate provision for de-
preciation in its banking house and furniture and
fixtures."

Approved unanimously for transmis-
sion through the Federal Reserve Bank of
Cleveland.

Memorandum dated October 16, 1939, from. Mr. Wingfield, Assis-

tant General Counsel, recommending that there be published in the

November issue of the Federal Reserve Bulletin statements in the form

attached to the memorandum with respect to the following subjects:

Broker or Dealer Who Transacts a Business
in Securities Through the Medium of a
Member.

Regulations of the President Concerning
Credits to Belligerents.

Approved unanimously.

Thereupon the meeting adjourned.

APProved:
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