A meeting of the Board of Governors of the Federal Reserve
¥stem was held in Washington on Saturday, February 21, 1942, at
u:BO a.m.

PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. McKee
Mr. Draper
Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
The action stated with respect to each of the matters herein-
a
fter referred to was taken by the Board:
The minutes of the meeting of the Board of Governors of the
P
®deral Reserve System held on February 20, 1942, were approved unani-
tously,
Letter to the board of directors of the "Bank of Menomonie",
U8
n°m°nie, Wisconsin, stating that, subject to conditions of member-
8
hip Numbered 1 to 6 contained in the Board's Regulation H and the
o
ll°Wing special conditions, the Board approves the bank's applica-
131
°n for membership in the Federal Reserve System and for the appropri~

at
® amount, of stock in the Federal Reserve Bank of Minneapolis:

"7. On or before June 30, 1942, such bank shall charge off
not less than $5,000 on its furniture and fixtures.

"8. At the time of admission of such bank to membership its
paid-up and unimpaired capital shall be not less than
$100,000,"
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Approved unanimously, together with a
letter to Mr. Peyton, President of the Fed-
eral Reserve Bank of Minneapolis, reading
as follows:

"The Board of Governors of the Federal Reserve System ap-
Proves the application of the 'Bank of Menomonie', Menomonie,
Wisconsin, for membership in the Federal Reserve System, sub-
Ject to the conditions prescribed in the enclosed letter which
You are requested to forward 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 re-
quested to forward to the Commissioner of Banking for the State
of Wisconsin for his information.

"No depreciation has been taken on furniture and fixtures
since 1933, the present carrying value, at $12,000, is ad-
Mmittedly high and the bank has agreed to charge off $5,000 on
the account during this year. Therefore, except possibly for
the time element, condition of membership numbered 7 is in line
With the bank's plans. It would be preferable, of course, if
the charge-off were made prior to admission of the bank to mem-
berShip, and it is hoped that that can be done. Additional
time, however, is being granted to be availed of if necessary
because of the limited amount in the capital account available
for charge-offs.,

"Sybstantial progress has evidently been made during the
Past few years in improving the asset condition of the bank,
the managing officer is reported to be well qualified and he is
apparently intent on placing the affairs of the institution in
Satisfactory condition. However, as brought out in the report
of examination for membership and the presentation memorandum,
there are still some sizable problems to be worked out and it
1s assumed that the Reserve Bank will follow the situation
Closely until ultimate solution of the problem matters is more
definitely assured."

Letter to Mr. Fletcher, Vice President of the Federal Reserve
of Cleveland, reading as follows:

"This refers to your letter of February 10, 1942, to Mr.
PaUlger, relating to the purchase by The Union Trust Company
of Pittsburgh, Pittsburgh, Pennsylvania, of additional shares
of stock of The Union Savings Bank of Pittsburgh and The
Mellon National Bank, both affiliates of the trust company.
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"It is noted that prior to the purchase of the stock on
December 22, 1941, The Union Trust Company of Pittsburgh was
advised by its counsel that, despite the provisions of sec-
tion 9 of the Federal Reserve Act and section 5136 of the Re-
Vised Statutes prohibiting generally the purchase of corporate
Stocks by State member banks, the proposed purchase was le-
gally permissible. In expressing this opinion, counsel for
the trust company construed section 23A of the Federal Reserve
Act as impliedly authorizing investments in stocks of affili-
ates within the limitations prescribed by that section.

"Despite the fact that you had advised the trust company
in 1939 that the Board did not so construe the law, the trust
Company proceeded with the purchase without consulting you
again. Upon inquiry concerning its action, the trust company
forwarded to you a copy of its counsel's opinion and suggested
that the Board might be willing at this time to reconsider the
Question,

"The opinion of counsel for the trust company contains no

arguments which have not been heretofore thoroughly considered
by the Board; the Board believes that the conclusion previously
&Xpressed by it concerning this question is clearly correct.
As you know, the basis for the Board's conclusion is indicated
by its letters of November 21, 1938 (S-129) and July 21, 1934
(enclosure with S-129), which appear as item #7087 of the Fed-
€ral Reserve Loose-Leaf Service.

"Tt seems unnecessary to add anything thereto, except to
Point out that the Board's construction of the law does not,
as syggested by counsel for the trust company, render meaning-
ie§s the words, 'invest any of its funds in the gapital stock

* % of any such affiliate', contained in the first paragraph
of section 23A. Under the Board's construction, this reference
to investments in stocks of affiliates, considered with other
Provisions of the statute, has the effect of requiring any such
investments held by a member bank to be included in determining
Whether the limits upon extensions of credit and investments
Prescribed by section 23A have been reached. For example, take
the case of a State member bank which had purchased a majority
of the shares of stock of a corporation prior to June 16, 1933,
and held the stock on that date, the investment in the stock
€qualling at least ten per cent of the bank's capital stock and
Surplus. Under the Federal law, the purchase of the stock prior
to June 16, 1933, was not prohibited and stock held on that date
legally might be retained. The corporation being an affiliate
of the bank, section 23A of the Federal Reserve Act would have
Prohibited the bank from making a loan to the corporation after

for FRASER
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"June 16, 1933, because it already had an investment in the
Sstock of the corporation equalling or exceeding the limitation
Prescribed by that section (assuming that none of the excep-
tions contained in the last paragraph of section 23A were ap-
Plicable). However, if the words quoted above had been omitted
from section 23A, the bank could have made a loan to the corpo-
ration despite the fact that it already had the investment in
the corporation's stock. Thus, these words serve a definite
Purpose, without giving them the effect erroneously attributed
to them by counsel for The Union Trust Company of Pittsburgh.

"Please advise The Union Trust Company of Pittsburgh con-
Cerning the Board's views and request prompt advice as to steps
taken to correct the violation.™

Approved unanimously.
Letter to Mr. Clerk, First Vice President of the Federal Reserve
B
%k of San Francisco, reading as follows:

"This refers to your letter of August 8, 1941, with en-
Closures, requesting the Board's opinion as to whether the
balance in a 'differential account! set up in connection with
Certain proposed contracts for the purchase of instalment
Paper by the Bank of America National Trust and Savings Asso-
clation, gives rise to a deposit liability against which re-
Serves must be carried with the Federal Reserve Bank. As you
know, since the receipt of your letter, this matter has been
the subject of correspondence between Mr. Wyatt, the Board's
General Counsel, and Mr. Agnew, General Counsel for your bank,
Who has given it careful consideration in consultation with
representatives of the Bank of America.

"While the four proposed forms of contracts enclosed with
the bank's letter of July 29, 1941, vary somewhat in language
becayse of their different subject matter, it is understoad
that all of such contracts may be regarded as having the same
effect in so far as the present question is concerned. It ap-

~ Pears that under these contracts the bank would purchase in-

" Stalment paper at a price less than the face amount of the
Paper and that at the time of the purchase the dealer would be
Credited with the amount of the purchase price and full title
to the paper would pass to the bank. Under the agreement, no
further amounts would be credited to the dealer until 'an
amount in excess of the purchase price, plus % per annum
Computed monthly of the unpaid balance of the amount paid by
the bank for such paper, is realized by the bank'; and any ex-
Cess so realized would be applied first to satisfy any past due




Gt

2/2l/h2 -

"indebtedness of the dealer to the bank arising under the con-
tract or otherwise, and any balance then remaining would be
Paid or credited to the dealer.

"In practice, it is understood that the transaction is
handled in the following manner. At the time of the purchase,
in order to maintain a record of payments, the bank sets up
what is termed a 'differential account' representing the dif-
ference between the face amount of the paper and the purchase
Price. As monthly collections are made on the face amount of
the paper, any amount realized in excess of the proportionate
monthly part of the purchase price (plus the agreed interest
or discount) is paid over to the dealer; and at the same time
the differential account is reduced by the amount of such ad-
ditional payment. As a result, the differential account at all

imes represents a certain percentage of the unpaid balance.

"As you know, the Board had under consideration in 1938 a
case involving somewhat similar facts. In that case it ap-
Peared that a national bank, in connection with its purchase of
instalment paper from dealers, required each dealer to set aside
out of the proceeds of the paper and carry with the bank in a
'special reserve account' a certain percentage of the face amount
of the paper or of the unpaid balance thereon. The bank was au-
thorized to charge this account with any losses sustained in the
Collection of the paper discounted for the dealer or as the re-
Sult of any other indebtedness incurred by the dealer. 1In a
letter dated March 22, 1938 (S-81; F.R.L.S., #5978), the Board
Truled that the amounts held in such a special reserve account,
Not being segregated from the other assets of the bank, should
be regarded as deposits against which reserves must be carried
With the Federal Reserve Bank.

"In the case now under consideration it appears that the so-
Called differential account constitutes merely a current record
of the excess of the unpaid balance of the face amount of the
Paper over the unpaid balance of the agreed purchase price. Un-
der the terms of the contract, the bank is under no liability to
the dealer for the amounts credited to the differential account
until actually collected. In the case considered by the Board
In 1938, it was understood that the bank at the time it acquired
he notes gave the dealer credit for the full face amount there-
of but set aside an agreed percentage of this amount as a spe-
cial reserve fund which was not available to the dealer until
after full payment of the paper. In this respect, therefore, it
1s believed that the present case may be distinguished from the
Case above mentioned.

d for FRASER
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"On the basis of the facts as outlined above, and without
undertaking to approve specific forms of contracts, the Board
has reached the following conclusions:

"1, If the purchase price of the paper is credited to the
dealer's account, the resulting credit obviously is a deposit
against which reserves must be maintained.

"2, The uncollected difference between the purchase price
and the face amount of the paper is in practical effect a poten-
tial margin of security and does not constitute a deposit against
Which reserves must be maintained.

"3, Where, however, an instalment payment has been received
and a portion of such payment (say 90 per cent) has been credited
against the purchase price and the remainder (say 10 per cent) has
Not been credited against the purchase price, the 90 per cent of
the payment which has been applied against the purchase price does
Not constitute a deposit balance, but the remaining 10 per cent
of the payment does constitute a deposit unless and until it is
Paid over to the dealer or applied against his indebtedness.

"L. Whenever the payments received on any paper purchased
aggregate an amount in excess of the purchase price plus interest
Or discount, any such excess which is not paid over to the dealer
Or credited against his indebtedness likewise constitutes a de-
Posit against which reserves must be maintained."

Approved unanimously.

Memorandum dated February 20, 1942, from Mr. Vest, Assistant Gen-
el C°unsel, stating that the replies received from the Federal Reserve
Banks to the telegram which was sent to the Presidents of the Banks fol-
ng the meeting of the Board on February 17, 1942, indicated that all
Ofthe Reserve Banks were in favor of an amendment to Regulation D which
wmud Permit member banks in central reserve and reserve cities to compute

&ip Tequired reserves on a weekly basis.

The following resolution was adopted
by unanimous vote:

L "RESOLVED, That Regulation D, Reserves of Member Banks,
§ hereby amended in the following respects, effective with
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"the reserve computation period beginning February 28, 1942:
"1, Subsection (a) of section 3 of Regulation D is
amended to read as follows:
"1 (a) Computation of deficiencies.
m1 (1) Deficiencies in reserve balances of mem-
ber banks in central reserve cities and in reserve
cities shall be computed on the basis of average
daily net deposit balances covering weekly periods.
Deficiencies in reserve balances of other member
banks shall be computed on the basis of average daily
net deposit balances covering semimonthly periods.
n1(2) In computing such deficiencies the re-
quired reserve balance of each member bank at the
close of business each day shall be based upon its
net deposit balences at the opening of business on
the same day; and the weekly and semimonthly pericds
referred to in paragraph (1) hereof shall end at the
close of business on days to be fixed by the Federal
Reserve banks with the approval of the Board of Gov-
ernors of the Federal Reserve System.'
"2, Section 4 of Regulation D is amended to read as
follows:
"WI1SECTION 4. LOANS AND DIVIDENDS VWHILE RESERVES
ARE DEFICIENT
"It is unlawful for any member bank the re-
serves of which are deficient to make any new loans
or pay any dividends unless and until the total re-
serves required by law are fully restored, and the
payment of penalties for deficiencies in reserves
does not exempt member banks from this prohibition
of law. As provided in section 3 of this regulation,
penalties for deficiencies in reserves are computed
on the basis of the average reserve balances for
weekly or semimonthly periods; but this prohibition
of law applies whenever the reserves are deficient
for one day or more, regardless of whether or not the
average reserve balences for the weekly or semimonthly
period are deficient.'"

e ——.

"'§/ Deficiencies in reserve balances of member banks in out-
ing sections of centrzl reserve and reserve cities which
ave been authorized by the Board of Governors of the Federal

Reserve System, under the provisions of subsection (a) of

Section 2 of this regulation, to maintain seven per cent re-

Serves sgainst demand deposits, will also be computed on the
asis of average daily net deposit balances covering semi-

Ronthly periods.'"

313
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Unanimous approval was also given to a
telegram to the Presidents of all Federal
Reserve Banks, reading as follows, it being
understood that the text of the resolution
as set forth above would be sent to the Fed-
eral Reserve Banks in a separate letter:

"Board has today amended its Regulation D, effective with
the reserve computation period beginning February 28, 1942 so
as to provide that deficiencies in reserve balances of member
banks in all central reserve and reserve cities shall be com-
Puted on the basis of average daily net deposit balances cov-
ering weekly periods. Letter containing text of amendment will
follow., Board is today issuing the following ammouncement for
immediate release to the press regarding this amendment:

"Under Regulation D of the Board of Governors of the Fed-
eral Reserve System, deficiencies' in reserve balances of member
banks in cities where Federal Reserve Banks or branches thereof
are located and in a few other reserve cities are at present
Computed on the basis of average daily net deposit balances
Covering semiweekly periods. Such computations by member banks
in other reserve cities are made on a weekly basis,

"The Board has amended Regulation D, effective with the
reserve computation period beginning February 28, 1942, so as
to provide that member banks in all central reserve and reserve
Cities shall make such computations on a weekly basis. This
Change places banks in all these cities, including those in
Which Federal Reserve Banks or branches are located, on the
Same basis in this respect and has been made for the convenience
zi member banks in these cities in adjusting their reserve prosi-

ons,

"Country banks, i.e., those located outside of central re-
Serve or reserve cities, will continue as heretofore to compute
deficiencies in reserve balances on a semimonthly basis."

Telegram to Mr. Austin, Assistant Cashier of the Federal Reserve
of Dallas, reading as follows:
"Reference your telegram February 19 Board is of the
Opinion that a two-way radio transmitting and receiving unit
for use on an aeroplane is not included as a radio receiving

Set in Group C-10 of the Supplement."

Approved unanimously.

d for FRASER




315

%/21/)2 -9-

Letter to Honorable D. W. Bell, Under Secretary of the Treasury,
T
®ading as follows:

"A comparison of insurance premiums paid by the Federal
Reserve Banks since the establishment of the Federal Reserve
System with losses sustained indicates that the Federal Re-
Serve Banks might save substantizl amounts by entering into
agreements with each other to share losses on certain types
of risks, particularly those covered by registered mail and
eXpress insurance and the bankers' blanket bond.

"However, before reaching a conclusion as to whether
the System should discontinue the purchase of insurance cov-
ering specified risks, it was thought desirable to approach
the insurence companies for the purpose of determining whether
any further reductions in insurance rates could be obtained.
FOllowing a discussion of this question with the insurance com-
Panies, they have agreed to reductions in the premium rates on
the blanket bond and on registered mail and express shipments,
€Xcept shipments of currency from Washington, of around 25 per
Cent, On currency shipments from Washington to Federal Reserve
Banks and Branches, the insurance companies agreed to a reduc-
tion from 2 cents to 1-3/4 cents per thousand dollars. We did
Dot think this to be an adequate reduction and we are now in-
formed that the insurance companies are willing to reduce the
Tate further to 1-1/2 cents per thousand dollars, provided re-
imbursement is not claimed for any shipment of Federal Reserve
Notes from Washington to a Federal Reserve Bank or Branch where
total destruction of the shipment occurs.

"If both the Treasury Department and the Board of Gover-
Nors were fully convinced that a shipment of Federal Reserve
Notes from Washington to a Federal Reserve Bank or Branch had

€en completely destroyed en route, and consequently that there
Was no possibility that any of the notes would ever be pre-
Sented for redemption, it would seem that such notes should be
treated as if they had never been issued.

"If you concur in this viewpoint, it will be appreciated
1f you will write the Board that where it is proved to the sat-
isfaction of the Treasury Department and the Board of Governors
that Federzl Reserve notes shipped to a Federal Reserve Bank or

ranch have been completely destroyed in transit and that there
is no possibility that any of them would ever be presented for
Tedemption, the charge to the Federal Reserve Bank will be re-
Versed and the notes replaced with no charge to the Federal
eserve Bank except for printing. Upon receipt of such a let-
ter from you, it would be our purpose to negotiate with the
NSurance companies for a further reduction in the insurance
Tate on shipments of currency from Washington to Federal
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"Reserve Banks and Branches."
Approved unanimously.

Memorandum dated February 17, 1942, from Mr. Wingfield, Assist-
it General Counsel, recommending that there be published in the March
tssue of the Federal Reserve Bulletin statements in the form attached
to the memorandum with respect to the following subjects:

Consumer Credit
Interpretations of Regulation W; and

Foreign Funds Control

General License and Public Circulars
Issued by the Secretary of the Treas-

ury.

Approved unanimously.

Thereupon the meeting adjourned.

(OFeaan }‘YLMM

k\\_} P 4 Secretary.
7 / )
DDI‘OVed; / 1)
/ > .'/‘/ { i 4
~ Chairman.
d for FRASER

louisfed.org/






