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X-7837 

INTERPRETATION OF BANKING ACT OF 1933 
t 

(Copies to be sent to all Federal reserve banks) 

March 27, 1934. 

Mr. Eugene M. Stevens 
Federal Reserve Agent, 
Federal Reserve Bank of Chicago, 
Chicago, Illinois. 

Dear Mr. Stevens: 

Your letter of January 19, 1934, and the previous correspondence 

regarding the application of Mr. under Section 32 of the 

Banking Act of 1953, raises primarily the question -whether the carry-

ing of -what are commonly known as margin accounts by brokers involves 

the making of "loans secured by stock or bond collateral" within the 

meaning of Section 8A of the Clayton Act. 

As you state in your letter, if the relationship covered by Mr. 

____________ application is prohibited by Section 8A of the Clayton Act, 

a permit issued under Section 32 of the Banking Act of 1933 would 

serve no useful purpose. See the Board's letter of December 22, 

1933 (X-7734). 

It appears from your letter and the enclosures, including a 

copy of the letter of the General Counsel of your bank, and of the 

forms used in connection with such transactions by the brokerage 

firm in which Mr. is a partner, that the margin accounts are 

carried in substantially the following manner: 

The customer deposits with the broker margin in the form of 

cash or securities, and orders the broker to purchase or sell certain 
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securities for him# The broker executes the order and furnishes 

the balance required for the execution of the order. The securities 

are acquired or sold by the broker for the account and risk of the 

customer, but all securities in the account are held by the broker# 

The customer authorizes the broker to pledge, as collateral for any 

indebtedness of the broker, all securities thus held by the broker, 

and such pledge may be for a greater sum than the amount which the 

customer owes to the broker. The broker usually avails himself of 

this right, in whole or in part, in order to supply himself with 

funds with which to carry out the orders thus received from his 

customer# The broker has the right to close the customer* s account 

by sale or purchase, as the case may be, whenever he deems it neces-

sary to protect himself from loss on the customer's obligation. Since 

the securities are purchased or sold for the account and risk of the 

customer, he is liable to the broker for any deficiency remaining 

after the closing of the account. Likewise, any appreciation in the 

value of the securities bought and any income therefrom during the 

life of the account are the property of the customer. Securities 

thus held by the broker for the account of the customer, except those 

issued in bearer form, are usually issued in the name of a broker 

and indorsed in blank in order to facilitate handling. 

After careful consideration, the Federal Reserve Board has 

reached the conclusion that the opinion of your counsel is correct 

that, in carrying margin accounts in which are held stocks or bonds 

in the manner described above, the broker makes loans to his customers 
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"secured by stock or bond collateral" within the meaning of Section 

8A of the Clayton Act, and that therefore that section will be ap-

plicable to the service of Mr. _ _ _ _ _ as a director of the national 

bank and as a partner in the brokerage firm. 

Additional support for this view is furnished by the legislative 

history of the Banking Act of 1933 and of Section 33 of that Act, 

which added Section 8A to the Clayton Act, since it appears that one 

of the primary purposes of that Act was to check the excessive diver-

sion of credit from commerce and industry to speculative uses on 

stock exchanges. Margin accounts, and the brokers' loans by which 

they were financed to a large extent, constituted some of the prin-

cipal ways in which credit was made available for such speculation; 

and therefore an interpretation of Section 8A based on the conclusion 

that the carrying of margin accounts does not involve the making of 

loans secured by stock or bond collateral within the meaning of that 

section would defeat, in a large measure, its purpose. 

Although the Board is authorized to issue permits under certain 

circumstances covering relationships otherwise prohibited by any pro-

vision of the Clayton Act, the provision of Section 8 which authorizes 

the Board to issue permits refers only to banking institutions of 

certain classes, with the result that, unless the brokerage firm of . 

which Mr. is a partner is such an institution, the Board would 

have no authority to issue such a permit. 

Very truly yours, 

(Signed) Chester Morrill 

Chester Morrill, 
Secretary. 
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