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INTERPRETATION OF LAW OR REGULATION 

(Copies to be sent to all Federal Reserve Banks) 

August 1, 19-41 

Mr. , Vice President, 
Federal Reserve Bank of , 

Dear Mr. : 

Reference is made to your letter of June 19, 1941 regard-
ing a question raised ty The National Bank of under 
section 8(a) of the Securities Exchange Act of 1934, which reads in 
part as follows: 

"SEC. 8. It shall be unlawful for any member of a 
national securities exchange, or any broker or dealer who 
transacts a business in securities through the medium of 
any such member, directly or indirectly — 

"(a) To borrow in the ordinary course of business 
as a broker or dealer on any security (other than an ex-
empted security) registered on a national securities ex-
change except (1) from or through a member bank of the 
Federal Reserve System, (2) from any nonmember bank which 
shall have filed with the Federal Reserve Board an agree-
ment, which is still in force and which is in the form 
prescribed by the Board, undertaking to comply with all 
provisions of this Act, the Federal Reserve Act, as 
amended, and the Banking Act of 1933, which are applica-
ble to member banks and. which relate to the use of cred-
it to finance transactions in securities, and with such 
rules and regulations as may be prescribed pursuant to 
such provisions of law or for the purpose of preventing 
evasions thereof, or (3) in accordance with such rules 
and regulations as the Federal Reserve Board may pre-
scribe to permit loans between such members and/or brok-
ers and/or dealers, or to permit loans to meet emergency 
needs. ..." 

The question is, in effect, whether a broker subject to the 
provision may borrow from a nonmember bank that has not signed the 
specified agreement if the loan is not obtained directly from the non-
member bank but is made by a member bank acting as agent for the non-
member bank. 
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As you indicate in your letter, the Board has previously 
considered the question and in a letter dated December 4> 1934> to 
Mr. , Federal Reserve Agent at , the Board has ex-
pressed the opinion that such borrowing was not authorized under 
section 8(a). You have indicated, however, that you are inclined 
to agree with the contrary view which is urged by The National 
Bank. The question has accordingly been carefully reconsidered in 
the light of your letter and the views of the Board on the matter 
are indicated in some detail below. 

It is the view of the Board that section 8(a)(2) states 
the general rule for borrowings, of the specified type, from non-
member banks. It is true that under clause (3) the Board is au-
thorized "to permit loans to meet emergency needs", and that under 
this authority the Board might conceivably authorize such emergency 
loans even ty nonmember banks that have not filed the specified 
agreement. Such emergency authorization, however, would not alter 
the fact that ordinary dey-to-day borrowings from nonmember banks 
are covered by clause (2). 

Similarly, the Board feels that the provision in clause 
(1) for borrowings "from or through a member bank of the Federal 
Reserve System" should not be construed to authorize a broker to 
do indirectly what the law clearly forbids him to do directly. 
Such a construction of the provision would, in the opinion of the 
Board, extend the meaning of the word "through" considerably beyond 
that which it might reasonably be expected to have in the context. 

It is perhaps not entirely clear why the word "through" 
was included in clause (1), or why it was omitted in clause (2). 
However, it may have been included to authorize, or to clarify, 
borrowings by a broker from a member bank when the member bank is 
acting as agent for another member bank cr for a nonmember bank 
that has signed the agreement. Such a construction would seem to 
be more in conformity with the general purpose and tenor oi the 
section than would the suggested extension of the term. 

The Committee reports on the legislation and the drafts 
of the provision in the bills that preceded the final statute have 
been carefully examined for any light they might throw on the ques-
tion, and the Board is unable to see how these conflict with the 
views expressed above. In fact, they seem to reinforce the conclu-
sion. 

As originally introduced ty Senator Fletcher on February 
9, 1934 (S. 2693) and Congressman Rayburn on February 10, 1934 
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(H.R. 7852) the provision on the point in both bills entirely ex-
cluded borrowings from nonmernber banks and did it in a form somewhat 
different from that of later drafts. The identical provision in 
both these bills provided that it would be unlawful for the speci-
fied persons: 

"(a) To borrow on any security registered on a na-
tional securities exchange from any person other than a 
momber bank of the Federal Reserve System;" 

The word "through" first appeared in H.R. 8720, introduced 
by Congressman Rayburn on March 19, 193-4. . Section 7(a) of that bill 
prohibited the specified borrowing: 

".... except (1) from or through a member bank of 
the Federal Reserve 7̂stern, or (2) in accordance with 
such rules and regulations as the Federal Reserve Board 
may prescribe to permit limited loans between members 
and/or brokers or dealers who transact a business in se-
curities through the medium of a member, or to permit 
loans from or through others than member banks in local-
ities where there are no member banks, or to meet emer-
gency needs." 

Section 8(a) of S. 3420, introduced ty Senator Fletcher 
on April 20, 1934 and reported out by the Senate Banking and Currency 
Committee on the same day, contained substantially the same provision 
The Committee report on the bill strongly negatives any thought that 
the word "through" was intended to have the meaning suggested by The 

National Bank. Instead, it rather indicates that the word 
was used more or less as a synonym for "from" and was intended to 
add very little to that term. The report at page 7 says that the 
provision: 

".... prohibits brokers and dealers from borrowing 
except through a member bank of the Federal Reserve Sys-
tem or in accordance with regulations of the Commission". 

•And on page 16 the report states that the provision confines the spec 
ified borrowings to; 

".... loans from member banks of the Federal Reserve 
System and loans from other sources made in accordance with 
such rules -as the Commission may prescribe, either in gen-
eral or under particular conditions." 

It seems clear that the terms "from" and "through" were considered to 
be more or less synonymous and interchangeable. 
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Section 7(a) of H.R. 9323, introduced by Congressman 
Rayburn on April 25, 1934 and reported out on April 27, 1934 the 
House Committee on Interstate and Foreign Commerce, contained a pro-
vision identical with section 8(a) of the final Act. The Committee 
report on this bill, like that on the Senate bill, gives every in-
dication that "from or through" was intended to refer only to the 
usual direct banking relations, and that the word "through" was not 
intended to have the extended meaning now suggested by The 
National Bank. On page 7 the report states that: 

"Borrowings by brokers to finance their customers 
are confined to borrowings from or through member banks 
of the Federal Reserve System or those nonmeraber banks 
which apply for a license from the Board." 

Far from giving the suggested broad meaning to the word 
"through", the Committee did not even draw any distinction between 
clause (1), where the word "through" is used in authorizing borrow-
ings from member banks, and clause (2), where the word, is entirely 
omitted in authorizing borrowings from nonaember banks. The same is 
true when the provision is described in more detail on pages 19-20, 
as follows: 

"By subsection (a), borrowing on registered securi-
ties (other than exempted securities) ly members, brokers, 
and dealers who do a business through members is confined 
to loans from member banks of the Federal Reserve System 
or from nonmember banks which agree to comply with the 
provisions of this act, the Federal Reserve Act, and the 
Banking Act of 1933, insofar as they relate to the use of 
credit to finance transactions in •securities. This, how-
ever, is subject to certain exceptions in case of trans-
actions between members, brokers, and dealers and in 
emergency cases." (Underscoring added) 

In view of these considerations, which have been set forth 
at some length because of the novelty of the question and the Board's 
reexamination of the matter, the Board believes that section 8(a) 
does not authorize ordinary borrowings from a noniaeiaber bank which 
has not filed the specified agreement and that this is not altered try 
the fact that the loan is made by a member bank acting as agent for 
the nonmember bank. 

Very truly yours, 

(Signed) L. P. Bethea 

L. P..Bethea, 
Assistant Secretary. 
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