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A meeting of the Board of Governors of the Federal Reserve

System 1as held in Washington on .;ednesday, April 5, 19401 at 11:30 a.m.

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

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

The action stated with respect to each of the matters herein-

after referred to was taken by the Board:

The minutes of the meetings of the Board of Governors of the

Federal Reserve System held on March 29, April 1 and 21 19400 were

approved unanimously.

Letter to Mr. Curtiss, Chairman of the Federal Reserve Bank of

Boston, prepared in accordance with the action taken at the meeting of

the Board yesterday, and reading as follows:

"Your letter of April 1 with respect to the
proposal that Dr. C. C. Balderston of the University
of Pennsylvania be employed to make a study of
officers' salaries at the Federal Reserve banks
was received yesterday while the Board was in
session and was immediately brought to its atten-
tion. The Board appreciated the full statement of
your directors' views and requested that I advise
you of the Board's understanding of the situation
as it now stands and its attitude on the matter.

"You will recall that the question of sal-
aries of officers of Federal Reserve banks was
the subject of considerable discussion at the
meeting of the Chairmen in Washington on Decem-
ber 5-61 19391 and that at that time the sugges-
tion was made by the Chairman of one Federal
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"Reserve bank, and concurred in by the others,
that the Chairmen had a number of problems
facing them (one of which was the question of
officers' salaries) and that it was essential that
an executive committee be appointed for the pur-
pose of attempting to crystallize the essentials
of these problems into a program for discussion
at the next Chairmen's Conference.

"A committee consisting of yourself,
Messrs. Lassiter and McCabe was appointed in
accordance with this suggestion and at the first
meeting of the committee on January 12 it was de-
cided that the best approach to the subject of
salaries could be made by having a study made by
some outstanding man from the industrial or edu-
cational field who had made similar studies for
either industrial concerns or Governmental agen-
cies. Mr. McCabe, as Chairman of the Executive
Committee, was asked to survey the field and rec-
ommend a man at the next meeting of the Executive
Committee.

"Following the consideration of Mr. McCabe's
report at the meeting of the Executive Committee
on February 29 it was decided by the Committee
that either Professor John C. Baker of Harvard
or Dr. C. C. Balderston of the University of
Pennsylvania Should be selected, the final de-
cision as to which of the two men would be
selected to be made by the Chairman of the
Executive Committee. It is understood that a
recomiaendation with respect to the employment
of Dr. Balderston will be made by Mr. McCabe
at the forthcoming mceting at Sea Island and
that up to the present time no final commitment
has been made to Dr. Balderston on the matter.

"The Board does not share the feeling indi-
cated by your letter that the proposal to make
such a study would be in any way inconsistent
with the responsibilities of the respective
boards of directors of the Federal Reserve banks
or that it should be considered as a proposal to
review the past actions of the boards of directors.
Rather, the Board feels that the proposal should
be looked upon as one having a construction pur-
pose of aiding the boards of directors by
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"disinterested analysis and report on the
problems involved from an independent point
of view, which might be of assistance to the
directors as well as to the Board of Governois
in the discharge of their respective responsi-
bilities.

"The Board understands that it is not con-
templated that the study would be made by or

under the direction of the Board of Governors
but that if approved by the Chairmen it would
be carried on under their sponsorship. The
Board has not attempted and does not wish to

attempt to influence in any way the conclusion
to be reached by the Chairmen, as it believes
that the question is primarily one for their
decision. However, if they decide thrt such
a study should be helpful to the directors of
the Federal Reserve banks in the discharge of
their responsibilities for fixing salaries of
officers of Federal Reserve banks, the Board
will have no objection thereto and is willing
to approve the proposed expenditure for the
study. If requested by the Chairmen, it is
willing to assume the cost thereof.

"It is assumed that you have already sent
a copy of your letter to Mr. McCabe and the
Board is sending to him a copy of this reply."

Approved unanimously.

Letter to Mr. Hale, Secretary of the Federal Reserve Bank of

San Francisco, reading as follows:

"Referring to your letter of March 25, 1940,
the Board of Governors approves the payment of a
salary at the rate of 1:3,900 per annum to Mr.
Charles H. Mercer, AssistPnt General Auditor.
Please advise the Board the date Mr. Mercer's
appointment becomes effective.

"With regard to your in-Iuiry as to whether
the position 'Assistant General Auditor' should
be classified as an official one, only two other
Federal Reserve banks now have more than one
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"person in the Auditing Department who is des-
ignated as an officer, and it is understood that

at one of these banks the two official designa-

tions are due to special circumstances which

will be changed within the course of the next

year or so. We note that in your annual report

to stockholders the former auditor of the bank

was not shown as an officer although he was in-

cluded as such in reports to the Board. In the.

circumstances, and if it is agreeable to you, we

will consider the position of Assistant General

Auditor at your bank as nonofficial, in which

case the position should be provided for in the

bank's personnel classification plan."

Approved unanimously.

Memorandum dated April 2, 1240, from Mr. Smead, Chief of the

Division of Bank Operations, submitting a letter dated March 22 from

Mr. Clerk, First Vice President of the Federal Reserve Bank of San

Francisco, which requested approval by the Board of changes in the

personnel classification plans of the San Francisco bank and its

Portland, Salt Lake City, and Seattle Branches to provide for the

creation of four new positions in the Custodian Denartment, one in

the Spokane Custodian Department and one in the Accounting and Dis-

count Department, all at the Seattle Branch; for increases in the

maximum salaries for the positions of Head of Custodian Department

and Utility Clerk in the Service Department, both at the Portland

Branch, Utility Clerk in the Chief Clerk's Department at the Salt

Lake City Branch, and Head of Spokane Custodian Department and Utility
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Clerk in in the Service Department at the Seattle Branch; for the discon-

tinuence of the positions of Carpenter in the Building Upkeep Department

and Head of Filing Department, both at the head office; and for a number

of changes involving only the transfer of positions from one department

to another, nage numbers, title of departments, title of positions, and

the description of work. The memorandum stated that the proposed changes

had been reviewed and recommended that they be approved.

Approved unanimously.

Letter to the board of directors of "The Bank of Crane", Crane,

Missouri, stating that, subject to conditions of membership numbered

1 to 3 contained in the Board's Regulation H and the following special

condition, the Board approves the bank's application for membership in

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

the Federal Reserve Bank of St. Louis;

"4. Such bank shall make adequate provision for
depreciation in its banking house."

Approved unanimously for trans-
mission through the Federal Reserve
Bank of St. Louis.

Letter to the board of directors of the "Spur Security Bank",

SPur, Texas, stating that, subject to conditions )f membership num-

bered 1 to 3 contained in the Board's Regulation H and the following

Special condition, the Board approves the bank's application for mem-

bership in the Federal Reserve System and for the appropriate amount

of stock in the Federal Reserve Bank of Dallas;
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"4. Such bank shall make adequate provision for
depreciation in its banking house and furni-
ture and fixtures."

Approved unanimously, together with
a letter to Mr. Gilbert, President nf
the Federal Reserve Bank of Dallas, read-
ing as follows:

"The Board of Governors of the Federal Reserve
System approves the application of the 'Spur Security

Bank', Spur, Texas, for membership in the Federal Re-
serve System, subject to the conditions preScribed in
the enclosed letter which you are requested to for-
ward to the Board of Directors of the institution.
Two copies of such letter are also enclosed, one of
which is for your files and the other of which you
are requested to forward to the Commissioner of Bank-
ing for the State of Texas for his information.

"It has been noted that during the examination
the bank charged off a substantial portion of the es-
timated losses classified in the report and assured
the examiner that the remainder would be charged off
as soon as the amount of the loss in connection with
each item is definitely determined. In view of the

action taken, and since the amount of the remaining

losses is not large, the usual condition regarding
the elimination of losses has not been prescribed."

446

Letter to Mr. Frederic P. Benedict, New York, New York, reading

follows:

"Reference is made to your letter of March 20
addressed to Dr.'Parry in Which you request a ruling
on a question relating to Regulation T.

"You describe a case in which a customer plans
to deliver certain registered nonexempted stocks to
a broker with the understanding that the broker will

offer to lend this stock in the 'loan crowd' on a
national securities exchange. Questions are presented
as to how the transaction must be handled under the
regulation, including the question of what restrictions
the regulation imposes on the customer's later with-
drawal of the shares..
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"You state that the customer has no intent
to use this stock as collateral for brokerage
transactions. In view of this fact it should.
be stated at the outset that the regulation would

permit the broker to receive the securities in a

special miscellaneous account under the provisions
of section 4(f)(6) if the customer desires
merely to deposit the stock with the creditor
for lending purposes and also is willing to leave

with the broker the funds received by the broker

on lending the stock. Such an arrangement in

which the stockholder received no funds as a re-

sult of depositing the stock with the broker

would clearly be authorized under section 4(f)(6),

which provides that in a special miscellaneous

account a creditor may '(subject to any other

applicable provisions of law) receive from or
for any customer, and pay out or deliver to or
for any customer, any money or securities'. If

such procedure were followed, the regulation
would permit the stock to be freely withdrawn
at any time.

"If the stockholder wishes to receive funds

from the broker as a result of depositing the

shares, further queetions arise. He could re-

ceive the standard maximum loan value of the

stock, now 60 per cent of current market value,

in a general account. Assuming no other trans-

actions in the account which cause any demand

for margin under the regulation to be outstand-

ing, the stock could be withdrawn at any time
by depositing in the account the then maximum

loan value of the shares withdrawn, or enough
to reduce the adjusted debit balance 6f the ac-

count to the maximum loan value of the securities

in the account, ,whichever deposit would be

smaller. The regulation does not permit any
less restrictive arrangement if the stockholder

wishes to obtain funds for the general purpose
of purchasing or carrying or trading in securities.

"However, section 4(f)(8) and its related

provision, section 7(c), provide that:
'4(f) Special miscellaneous account. -

In a special miscellanous account, a creditor
may--
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"(8) Extend and maintain credit
to or for any customer without collateral or
on any collateral whatever for any purpose
other than purchasing or carrying or trading
in securities.'

* * * *

"17(c) Declaration as tosurpose 
of loan. - Every extension of credit on a
registered security (other than an exempted
security) shall be deemed to be for the pur-
pose of purchasing or carrying or trading
in securities, unless the customer shall file
with the creditor a written declaration signed
by the customer which shall state the use to
be made of such credit and which shall state
specifically that such credit is neither for
the purpose of purchasing or carrying or trad-
ing in securities nor for the purpose of
evading or circumventing the provisions of
this regulation. In connection with ahy ex-
tension of credit, a creditor may rely upon
such a written declaration unless he knows
the statement to be false or has information
which would put a prudent man upon inquiry
and if investigated with reasonable diligence
would lead to the discovery of the falsity of
the statement.'

"Under these provisions the broker could
receive the stock in a special miseellaneous
account and could advance to the customer all
or any part of the funds the broker received in
lending the stock, but in such event the ad-
vance to the customer could not be for the pur-

pose of purchasing or carrying or trading in
securities, and since the securities are regis-
tered and nonexempted the broker would have to
obtain an appropriate declaration in accordance
with section 7(c).

"The question whether a particular loan is
for the purpose of purchasing or carrying or

trading in securities and whether the broker is
justified in accepting a declaration under sec-
tion 7(c) in a particular case is necessarily a
question of fact that must turn on all the rele-
vant circumstances involved in the case.
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"It appears that although the present cus-
tomer might as a matter of policy prefer not to
leave the funds with the broker, he qeverthelcss
might not wish to use the funds for any purpose
except to withdraw them and put them in safekeep-
ing pending the return of the stock. If such is
the case and the customer keeps the funds in a
safe deposit box, special deposit, or other similar
form until the return of the shares, the broker
would clearly be justified in accepting a declara-
tion under section 7(c).

"If, on the other hand, the customer does not
treat the funds in this manner and also purchases
or carries or trades in securities near the time
of the loan, it would seem that as a general prop-
osition the broker should assume the loan to be
for such purpose. While it is of course conceiv-
able that in some such circumstances the loan
might not be for the purpose, there is a very
strong likelihood that it is, and it should be
carefully scrutinized as probably being unable to
qualify under sections 4(f)(8) and 7(c).

"You suggest in your letter the possibility
that the loan of the stock might be regarded as
a sale and the return of the stock as a purchase
by the customer, so that the entire transaction
might be handled by the broker in a special cash
account subject to the provisions of section 4(c)
of Regulation T. In the opinion of the Board,
however, such a use of a special cash account is
not permitted by the regulation.

"It is understood that the national securities
exchange on which the stock is registered has re-
quested the issuing corporation, of which the cus-
tomer is a substantial stockholder, to use its
best efforts to make reasonable amounts of the
stock 

::aitlhaeblr:sfulrt 

purposes,

:dist:tett:he
customer's placing of the stock with the broker
would 
however, does not seem to affect the views expressed
above."

Approved unanimously.
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Letter to Mr. Parker, President of the Federal Reserve Bank of

- Atlanta, reading as follows:

"Reference is made to your letters of February
29 and ;arch 14, 1940, and enclosures, regarding
the applicability of the Clayton Act to Mr. T. M.
Cunningham, who is serving The Liberty National
Bank & Trust Company and the Chatham Savings &
Loan Company, both of Savannah, Georgia.

"The two questions presented are whether the
Chatham Savings & Loan Company is a 'bar, banking
association, savings bank, or trust company' within
the meaning of the Clayton Pet, and, if so, whether
it is engaged in a 'class or classes of business'
in which the national bank is engaged. These two
questions are thoroughly discussed in the letters
which you have sent to us.

"In the first place, as you point out, the
fact than an institution is or is not a bank within
the meaning of a State statute is not controlling in
determining whether or not that institution is a
bank within the meaning of a Federal statute. In
fact, it is conceivable that an institution might
be a bank within the meaning of one State statute
and not a bank within the meaning of another statute
of the same State.

"The Attorney General of the United States held
that Joint Stock Land banks were 'banks' within the
meaning of the Clayton Act because they were author-
ized to receive deposits. (35 Op. Atty. Gen. 172,
182.) The Chatham Savings & Loar Company issues
certificates of deposit evidencing time deposits
and receives savings deposits whicb are payable only
by check of the depositor accompanied by his pass
book under a plan substantially the same as that
usually employed by banks receiving savings deposits,
and it makes loans secured by real estate. In the
circumstances, the Board ts of the opinion that the
Company is a 'bank' within the meaning of the stat-
ute.

"As you know, under section 8 of the Clayton
Act, prior to 1928, the Board was authorized to
issue I2rmits for interlocking relationships be-
tween banks which were not in 'substantial compe-
tition'. After 1928 the Board was authorized to

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



4/3/40 -11-

"issue such permits if, in the Board's
judgment, it would not be 'incompatible
with the public interest.' In 1935 the
statute was amended so as to take away
the Board's authority to issue permits,
and the statute now provides that a di-
rector, officer or employee of a member
bank may not serve another bank except in
certain classes of cases specified in the
statute, the Board being given authority
to make additional exceptions by regula-
tions of general applicability. The stat-
ute does not now refer to 'competition',
and the question whether a director may
serve depends simply upon whether his rela-
tionships come within one of the exceptions.

"One of these exceptions applies where
the member bank is not engaged in a 'class
or classes of business' in which the other
institution is engaged. In footnote 9,
Regulation LI which you quoted in your
letter to 11r. Cunningham, the Board inter-
prets this phrase as referring to 'the vari-
ous types of business engaged in by such in-
stitutions involving relationships with cus-
tomers, such as (1) receiving commercial
deposits, (2) receiving savings deposits,
* * * 1. In his letter of March 8 to you,
a copy of which you enclosed, Mr. Cunningham
states that the national bank is subject to
certain restrictions in receiving savings
deposits, and is insured by the Federal De-
posit Insurance Corporation, whereas the
Chatham Savings & Loan Company is not sub-
ject to these restrictions and is not insured
by the Federal Deposit Insurance Corporation.
However, in view of the fact that they both
receive savings deposits, the fact that one
is subject to some restrictions to which the
other is not subject is not material in this
connection, and the Board is of the opinion
that they are engaged to this extent in the
same 'class' of business within the meaning
of the statute.

"Accordingly, the Board sees no reason
to differ with you on either of the two ques-
tions presented."

Approved unanimously.
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Letter to Honorable Bruce Barton, House of Representatives,

reading as follows:

"Receipt is asknowledged of your letter
of March 15, 1040, requesting information re-
garding questionnaires mailed out by the Board.

"While the Board has not sent out anything
in the past twelve months that we think of as
a questionnaire, there are reports procured
regularly from banks and others that might be
considered as in that category. These reports
are as follows:

"Call report  of condition (Forms F.R. 105,
105b, 105h, 220, and 220a)

"Earnings and dividend reoort (Form F.R.107)
"Weekly statement of reporting banks in

101 cities (Form F.R. 416)
"Bank debit report (Form not prescribed by

the Board)
"Report of rates of interest and discount

charged (iorm F.R. 467)
"Report of net deposits (Form not pre-

scribed by the Board)
"These reports are described in the following

paragraphs:
"Call report of condition: All state banks

that are members of the Federal Reserve System
submit reports (Form F. R. 105) of their condition
to the Federal Reserve banks as required by law,
usually four times a year. Duplicate copies of
these reports are sent to the Board by the Federal
Reserve banks. These reports are similar to those
called for by the Comptroller of the Currency for
national banks. The face side of each report is
published for the information of the public in a
newspaper in the community in which the bank sub-
mitting it is situated. These reports are also
a source of banking statistics essential for the
information of banking authorities, business, and
commerce. The figures are compiled and published
in the aggregate for all member banks, and also
by classes of banks, by States, and by Federal
Reserve districts.
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"With each condition report, state bank
members are roquired to sul)mit a schedule show-
ing loans to and investments in obligations of
affiliates (Form F.R. 105b), and unless waived
by the Board of Governors a report of each af-
filiate (Form F.R. 220). The face side of the
affiliate report must be published in a local
newspaper under the same conditions as the
bank's condition report. Duplicate copies of
this schedule and report are sent by the Fed-
eral Reserve banks to the Board of Governors.

"Once a year each state bank member opera-
ting one or more branches submits to its Fed-
eral Reserve bank a supplementary report (Form F.R.
105h) covering each of its branches. Duplicate
copies of these branch reports are sent to the
Board of Governors.

"It should also be pointed out in this gen-
eral connection, that state member banks are sub-
ject to examination as are all national banks.
For your information on this and related points,
we enclose a copy bf a reprint from the Board's
1938 report to Congress, in which the relation-
ship of various supervisory igencies in the bank-
ing field to one another is discussed.

"Earnings and dividend report: These re-
ports (Form F.R. 107) are submitted twice a year
to the Federal Reserve banks by state member
banks, duplicate copies being furnished to the
Board. They correspond to reports on the same
subject submitted by national banks to the Comp-
troller of the Currency. They are used for
supervisory and statistical purposes.

"Weekly statement of rep2rting banks in 101
es: About 400 member banks (national and

state), situated in 101 leading cities throughout
the United States, send to their respective Fed-
eral Reserve banks every week reports (Form F.R.
416) of principal assets and liabilities such as
deposits, loans and investments, reserves, etc.
The Federal Reserve banks furnish transcripts of
these reports to the Board and, after being sum-
marized, they are published in the aggregate and
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"by districts. They are highly useful in follow-
ing the current trend in banking conditions. As
of April 19, 1039, information was obtained /-.om
the foregoing banks as to their term loans to
commercial and industrial concerns. A discussion
of the information received was published in the
Federal Reserve Bulletin for July 1939 (pages560-
562), a copy of which is enclosed.

"Report of bank debits: The amount of debits
to deposit accounts (other than interbank accounts)
is reported weekly by about 1,350 banks in 274
leading cities to the managers of their local clear-
ing houses. The totals for each city are trans-
mitted to the Federal Reserve banks for summary.
The city totals are tabulated by the Reserve banks'
and sent to the Board of Governors. The Board
makes a compilation of the figures and releases
them in the form of weekly and monthly press state-
ments. A sample copy of the form of report used
by banks in Washington, D. C., for this purpose is
enclosed.

"Report of rates of interest and discount 
charged: Four times a year 82 banks in 19 leading
cities submit a report (Form F. R. 467) showing
rates of interest and discount charged by them on
commercial and industrial loans. This information
is compiled and published by the Board.

"Report of net deposits: Every member bank
of the Federal Reserve System is required to submit
to its Federal Reserve bank, semiweekly, weekly or
semimonthly, depending on its location, a report
showing the amount of its deposit liabilities. This
report is for the purpose of enabling the Federal
Reserve bank to determine whether or not the member
bank is maintaining the reserve balances required
by law. A copy of the semimonthly form of report
rendered to the Federal Reserve Bank of Philadelphia
is enclosed. While this report is rendered prima-
rily because of the requirements of law pertaining
to reserves, some of the data are summarized by the
Federal Reserve banks and furnished to the Board of
Governors for statistical purposes.

"All of the foregoing reports are submitted by
banks. In addition, the Federal Reserve banks send
inquiries to department stores and some other estab-
lishments in retail trade and industry for the purpose
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"of obtaining current information on regional
business conditions. These data, which to a.
considerable extent are collected at the request
of business men, are used in preparing the
monthly reviews and trade releases published
by the Reserve banks and are also the basis for
the Board's national indexes of department store
sales and stocks. We do not have extra copies
of these forms but we shall be glad to obtain
samples from the Federal Reserve banks if you
desire.

"While we do not know whether the enclosures
sent you herewith fall in the class of the docu-
ments which you have in mind, we nevertheless
submit them to you for your full information.
If, however, we can be of further assistance, we
will be glad to have you call upon us.

"During recent months the Board has reported
to the Central Statistical Board on all Federal
Reserve System forms in accordance with the pro-
gram being worked out by that organization. You
may wish to consider the present material in
connection with that already assembled by the
Central Statistical Board."

Approved unanimously.

Thereupon the meeting adjourned.

Chairman.
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