A meeting of the Board of Governors of the Federal Reserve Sys-
1
®ll was held in Washington on Tuesday, November 23, 1943, at 2:30 p.m.
PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. McKee
Mr. Draper
Mr. Evans
Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Mr. Thurston, Special Assistant to the
Chairman
Mr. Dreibelbis, General Attorney
Mr. Vest, Assistent General Attorney
Mr, McKee stated that lMr. Aldrich, Chairman of The Chase National
B
Ak called him on the telephone today to say that the bank might wish to
0
Pen g branch in Cairo, Egypt, for the purpose of furnishing banking fa-
ci ;
lities to American servicemen in that area, with the thought that the
Ty
cilities might be expanded subsequently to Sicily or Italy, that ap-
Dy
rently Secretary of the Treasury Morgentheu originally had opposed such
2 bpe
branch but since his return from North Africa was in favor of the pro-
Do
Sal, ang that Mr. Aldrich was presenting the matter to the Board infor-
Iy
Uy 4o ascertein what its position might be.
Some of the members of the Board suggested that the matter should
be
taken up with the War and State Departments and that, if these depart-
g
Uts were in favor of the establishment of the branch, the Board should
Qo \
X Object thereto. It was also suggested that at the proper time the

iy
ter would have to be discussed with the Federal Reserve Bank of New

YOrk.

for FRASER




; W/23/,3 -2~
! Mr. Rsnsom stated that the question of taxation of the Board's
building had been.raised again and that he would like to have MNr.
DTeibelbis meke a statement with respect to the matter.

Mr. Dreibelbis! statement was substantially as follows:

We have just received enother formel notice from the Dis-
trict of Columbia that the taxes on the Board's building are
in arrears. Following the action of the Board at its meeting
on July 23, 1943, at which I was authorized to discuss with
Mr, Xeech, Corporation Counsel for the District of Columbia,
the execution by the Federal Reserve Banks of a disclaimer
of any right, title, or interest in or to the Board's build-
ing, I called Mr. Keech on the telephone and told him that
Ubon my return from California I would get in touch with him.
When T dig so, he was planning to leave town and said that
UPon his return he would call me and that until he did so
Nothing further need be done about the matter.

Last week he called to say that his people were prod-
Uing him to take some action and that November 23 was the
day when the notice of delinquent texes would be released
to the press. I had lunch with him last week and told him
that,While the Board might find it necessary to seek legis-

ation on other matters, it did not want to open the subject
°f taxation of the building because of the possibility of
its raising other questions that the Board did not want to
€ into at this time. So far as a lawsuit was concerned I
Yold Mr. Keech that I aid not see how a suit could be brought,
that Since he had stated that the District was not interested
1n the income itself but in the broader questions involved I
2 d tried to figure out a wey of solving the problem, and
hat 1 thought it could be done through the medium of the dis-
®laimer, a copy of which I left with him. I emphasized the
fact that while T had discussed the matter with members of
® Board our conversation wes at the staff level.
a Today he celleéd me on the telephone and read a memoran-
J hgm which he proposed to send to the Commission, and after
? riaring the memorandum I told him that I thought it was all
€t but that I would like to read it to the Board.

Mr. Dreibelbis then read the draft of memorandum to which he had
Tefe
Tred, in which the statement was made that if the proposed disclaimer
Sre
SXecuted by the Federal Reserve Banks the position of the District

of 00
Limbie that the building wes subjsct to texation would be untenabls.
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e also stated that, if agreeable to the Board, he would inform Mr.
Eeech that the Board had no objection to his submitting the memorasndum
¥ith the understanding that the Board's building would not be included
in the Public list of delinquent taxes and that, upon receipt of word
Trom 1y, Keech that the Board of Commissioners was agreeable to the
pr°°edure, the Board of Governors would endeavor to have the disclaimer
Secuteq by the 12 Federal Reserve Banks.
Upon motion by Mr. Szymczak, the
procedure outlined by lir. Dreibelbis was
approved by unanimous vote.
Mr. Ransom stated that in a recent telephone conversation Presi-

Qent MeLarin of the Federal Reserve Bank of Atlante reised the questions
) ¥hether the ruling published by the Board in the September Bulletin
s Tespect to the absorption of exchange and collection charges was
applicable %o such absorption for the purpose of retaining existing bal-
Hhoes g Well as obtaining new balances and (2) as to the procedure to
be f°llowed in connection with banks which ordinarily would not be ex-
“Mneq for some time but which it was believed were absorbing exchange
*lerges 1y Violation of the Board's Regulation Q. He seid that he end

T Uokee hed been working on & draft of a telegrephic reply, which it

® ®mbicipateq would also be sent to the other Federsl Reserve Banks

ang th
® Comptroller of the Currency end that it was desirable that the

I‘epl
Y b
® sent ag promptly as possible.

Mr. Ransom then moved that he and
Mr. McKee be authorized to send the tele-
gram in a form satisfactory to them.
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This motion was put by the Chair and
carried unanimously.

The telegram sent to Mr. McLarin in
accordance with this authority, with copies
to the Presidents of the other Federal Re-
serve Banks and the Comptroller of the Cur-
rency, was as follows:

"Two questions raised by you in telephone conversation with
Mr. Ransom on November 18 with respect to absorption of ex-
Change charges ere answered by Board of Governors as follows:
(1) Ruling of Board published in September Bul-
letin is applicable regardless of whether ab-
sorption is for purpose of retaining existing
balances or acquiring new balances.
(2) 1In interest of uniform enforcement of Regulation
Q, Federsl Reserve Bank, in any case where it
has reason to believe from information available
from all sources that a State member bank is ab-
sorbing exchenge charges in violation of regula-
tion, should proceed as promptly as practicable
without weiting for next regular examination to
make such investigation at the bank as may be
necessary to establish material facts. In event
it appears to the examiner that bank's practices
with respect to absorption of exchange charges
are contrary to September ruling, Federal Re-
serve Bank through examiner or otherwise should
so inform member bank snd endeavor to obtain cor-
rection. Any case in which there is a question
whether practice of State member bank is in vio-
lation of regulation should be forwarded to Board
for ruling. .
In making en investigation examiner should meke
such record of facts disclosed by investigation
as may be necessary to support his opinion and
to enable Board of Governors to reach conclusion."

At this point Messrs. Thurston, Dreibelbis, and Vest withdrew
Tron the meeting, and the action stated with respect to each of the mat-
ters lereinafter referred to was then taken by the Board:

The minutes of the meeting of the Board of Governors of the Fed-

Ay
L Reserve System held on November 22, 1943, were approved unanimously.
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Memorandum dated November 16, 1943, from Lir. Thomas, Assist-

8t Director of the Division of Research end Statistics, recommending
that Arthur C. Bunce be appointed in the Domestic Business Conditions
Section of thet Division, with basic salary at the rate of $5,600 per
Numm, effective as of the date upon which he enters upon the perform-
fce of his duties after having passed satisfactorily the usual physical
examination.
Approved unanimously.
Memorandum of this date from Mr. liorrill, recommending, for

t
be Teason stated in the memorendum, that the employment of J. B. Bell

a
S & laborer in the Secretery's Office be terminated at the close of
by
Siness on November 15, 1943.
Approved unanimously.

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

Kq
U888 City, reading as follows:

"The Board of Governors approves the payment of salary
%o ¥r. Charles 0. Hardy, Vice President, at the rate of
$12,000 per ennum, for the period ending May 31, 1944, which
is the rate fixed by your directors as reported in your let-
ter of November 16, 1943.

"The Board is pleased to learn of this appointment as
bart of your progrem for the development of the work of the
Researcn Department.

"Please advise us as to the date Mr. Hardy's appoint-

? lent becomes effective."

Approved unanimously.
Letter prepared for the signature of Mr. Dreibelbis to United
ta
tes Senator Charles 0. Andrews, reading as follows:

"This is in response to your letter of November 12,
1943, enclosing letters from iir. Edwin Colean, Vice President,

L for FRASER
gulisfed.org/




172
| W2z —b-

"St. Lucie County Bank, Fort Pierce, Florida, and lir. Fred C.
Allen, President, The Beach Bank, Jacksonville Beach, Florida.

"The ruling to vhich the letters refer appeared in the
September 1943 issue of the Federzl Reserve Bulletin at page
8l7. It de=lt with a specific case which had been referred to
the Board by the Comptroller of the Currency with a request
for an interpretetion.

"In 1933 Congress decided to prohibit member banks from
Paying interest on their demand deposits. This was accom-
Plished by amending section 19 of the Federzl hkeserve Act so
88 to provide that no member benk 'shall, directly or indi-
X8ctly, by any device whatsoever, pey any interest on any de-
Posit which is payeble on demand.' (Underscoring supplied)

In 1935 the statute was further amended to authorize the Board
%0 determine what shall be deemed to be a payment of interest
Within the meening of the statute. This statute, as you will
Note, applies to member banks, that is to say, to national
anks and State banks which are members of the Federal Reserve
?Ystem. Neither the St. Lucie County Bank nor The Beach Bank
18 a member bank but it would appear from the correspondence
that they maintain demand deposit accounts with one or more
Nember banks similar to the ordinary balances meintained by
Other corporations or individuals. The juestion is whether
Such member banks, by meeans of the practice referred to in
Whe correspondence, 'directly or indirectly, by any device
&tsoever, pay any interest! on such deposit balances.
in "The Board has never exercised the authority granted it
o 1935 to define the term 'interest' beyond the ordinary
itaging of thet term under general principles of law. In 1935
'id revise its Regulation Q, 'Payment of Interest on Depos-
thz » end included in it a definition of interest under which
b absorption of exchsnge and collection charges by & member
8s compensation for the maintenance of a deposit would
degz been expressly defined as a peyment of interest on such
defiiit; but the effective date was later deferred and the
Ul&t{ tion never became effective. In 1937 the Board's Reg-
POsiton Q and the corresponding regulation of the Federel De-
o Insurance Corporation were smended by providing that for
p&ymguiposes of such regulations 'interest! should mean 'any
for tﬁ to or for the account of any depositor es compenseation
anad ef: use of funds constituting & deposit.!' The purpose
s 'iect of this amendment were to rest the meaning of the
s andnterest' squarely on its meaning as a matter 9f general
the pq tto deal with specific cases as they might arise upon

"; S involved in such cases.
in he facts of the case reported in the Board's September
membef :ere developed in connection with an examination of a
& int ank and were submitted to the Board with a request for

Dterpretation. Applying general principles of law to the
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"facts of the specific case, the Board expressed the opinion
that the practice followed by the bank in question came within
the scope of the statutory prohibition. The background of the
Tuling is set out in more detail in the enclosed mimeographed
Statement which was transmitted to the Presidents of the Fed-
eral Reserve Banks for their informetion. It is to be ex-
Pected that the precedent established by the ruling will be
followed in future cases in which the precedent is in point.
"The Board, of course, is not informed as to the identity
Of the member banks referred to in Mr. Allen's and Mr. Coleen's
Tespective letters. However, we understand Mr. Colean's let-
ter to say that the bank meinteining a balance for his bank
has followed a practice similar to that described in the Board's
Tuling. It seems equelly clear that the depositary bank has
Made substantial payments as compensation for the use of the
funds deposited with it by lr. Colean's bank. These payments,
W8 think practicelly all lawyers would agree, asre 'interest!
Within the meeaning of the statutory prohibition whatever the
Parties might term them. :
"In conclusion, we think it is fair to raise the cquestion
Of whether the losses of income to which Mr. Colean refers need
Ve as substential as he indicates. Obviously, the benks which
Ve been employing the funds of his bank and contributing to
¥s income heve done so only because they believed they in
Yurn could reslize more income on the balances than the pay-
Teénts which they were meking for their maintenance. Noreover,
t cannot be argued that his bank's opportunity to invest its
ds is more limited if, as reported to the Board, it is a
fact that most benks which follow the described practice also
iillow & practice of investing the funds in Government obliga-
ons,
"I trust that this letter with the enclosures will give
JOU the information which you request. However, Governor
8nsom, who gives this subject his particuler attention, has
asked that I advice you of his willingness for either or both
°f us to discuss the whole subject with you and to come to your
% Office for this purpose. The originals of the letters for-
g Warded to the Board with your letter are returned herewith."

Approved unanimously.

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

ey,
York, Teading as follows:

"Reference is made to your letters of November 4 and 5,
with enclosures, requesting reconsideration of the Board's

1943,
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"ruling, as stated in its letter of September 24, 1943, to
the effect that, under the terms of the inscription now
Placed upon reports of examination of State member banks,
Such reports may not be made available to representatives
Of the New York Clearing House Association.

"The Board has reviewed the matter in the light of the
Tepresentetions mede and the information submitted. While
he purposes of the Clearing House Association are fully
8Ppreciated, the Board feels that no chenge should be made
in the position taken in its letter of September 24, 1943.
It is felt that it is essential, and in keeping with the
agreement between the three Federal supervisory agencies,
that the terms of the inscription now pleced upon reports
of examination made by such esgencies be adhered to rigidly
&nd without exception.

"Copies of this letter are being forwerded to the Comp-
troller of the Currency and the Federal Deposit Insurance
Corporeation.n

Approved unanimously.

Thereupon the meeting adjourned.

" Secretary.

yod

Chairman.






