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Early 1n January, 1938, Secretary Morgenthau asked 

Mr. Upham to g i ve him hi e statement or the practices 

followed by the Comptroller or the Currency, the Board 

or Governors of the Federal Reserve System, and the 

Board of the Federal Deposit Insurance Corporati on with 

respect to 

(1) The securities which banks may 
purchase 

( 2) The t r eatment of realized appre-
elati on in securities portfolios 

(3) The treatment of unrealized 
appreci ation in aecurities 
portfolios 

(4) The amortization of securities 
purchased at a premium 

(5) The treatment or depreciat i on 1n 
securities portfolios. 

The attached table was made up as a result of that 

roque at. 

• 
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Informal discussions and inter- agency communications 

continued with respect to 

(1} The "Slow" column in bank 
examinations; 

(2) The appraisal or bonds and 
treatment or depreciation 1n 
them by bank examiners; 

(3) The treatment accorded securi­
ties profits; and 

(4} A revision of the investment 
regulation of the Comptroller 
of the Currency. 

These were brought to a head by the President ' s 

message to Congress , dated April 14th , copy of which 

is attached, 1n which he said, "As a part of better 

administra tion I hope that federal banking supervision 

can be bettor coordinated. " 

• 
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BOLD 7<11 Rl!UASE 

April 1• , 1938 

CONFmi!Nl'IAL: To be bold in STRICT CONJ'm!NCE 

and no portion , avnopais , or 1nt11111lt1on t o be 

publlahad or sinn out until the l!EADD«> or tho 

President •s lloe•a'l• h .. e begun In t he senote or 

the Houee of Representat tvoe. l!xtre""' care must 

therefore be exeretood to avoid premature pub­

licat ion . 

-------

3'1'll"!tl< ZAALY 
Secretary to the ?resident 

TO 'lll!l CO!lCRESS 01 '!'liE Ul:ITED ST«'l'E:l: 

T!le prosperity or tile United .:ltatee Is or necosa!ty 

a primary con corn or Covernmect . Current even to, If allo""d 

to run und isturbed , will continue to threaten t ile security 

ot our peopl e and tho stcbll!ty or 0:.11' oconoll11c urs . T!le 

Natlonel ~intat~t!on has ~rOmised never to stAnd idly by 

and watch its people, Its business syst em und I t a nat !ona.l 

llte d !a Integrate . It is bec~ll30 the course or our econo:nica 

has run cdv~rsely tor b.."llt a yee:r t!lst tie QW'e it to ou.rsolves 

to turn lt in ~he otnor direction btttore the situation becomes 

more definit ely serious. 

When tats i\dmlniatra.tton took ott1ee it round bustn.esa, 

credit and agr!c\llture In collapse . T!lo collapee had followed 

on tne heel s or over-speculotion in and over-production ot 

practically nary artlole or instN:J~ent ueed b7 """'· DllrlnS 

tho processes or oYer-speculation and over-production -- in 

the twenties -- mill ions or people hD.d been put to work, but 

the prdducts or t heir hands had excoeded the pllrChasing power 

ot their pocketbook s , w!tb the rseuH that huge suryluaoa , 

net only ot crops but llleo or bu1ldln~a an~ goods or evory 

kind , overbllDS the marke t . Under t'le <.noxoroblc 1.., or supply 

and demll4 , supplies 110 ovornn dc..and which 110\lld oey that pro­

duction wes compelled to stop . Une"'1)loymnt am closed factories 

resulted. 'l{enco the t""agte v'l6rs rro., 1929 to 1()~-... 

Starting tn t~reh , lQ?:\, t"'e Congress end the Adl:rlnta­

trutton 4ovoted. thomaolves unooaa• ng1 y, not only to reeetab­

l!ah!ng reservoirs or eredlt , but to put ting purchasing 

power in tbe hands or the ocno=lnS public and aetually aocurlng 

a more equitable distribution or tho national 1neo~ . Thus 

t he downward ap!rsl woe stoppod - - end not mer ely etoppod , but 

Started On 3D Upr.ml CO\lrS6 -- 6 trund lasting t hro\lSh rollr 

JO"rs end a halt . 

In 1928 the natlonol incomo ~• oigbty billion dollar s; 

In 1932 It had t~llen to leao than forty b llllon dollo.re . 

Slnco tba low po int or 1932, oocb yeer lncl\ld!ng 1937, 

has sbOW1I a atoady !ncroeSd In the lncooe which tbe lla\lon 

pl"'duced ' rerlocttrd in increo.aed wages lind aul.t:lriea J in 

tncreaaod d1v1donds, interest nnd 1n41viduetl 'o income. In 

1937 ~bo tot al or O\lr c1tlzona • !nco""' !lad rison to alxtJ-elgbt 

billion dollars. 

At t ho end ot 1936 tbe ot torto ot t he Cover<1111ant to 

aid In 1ncreas1a& tho lle.Uon•a purohaoU>& power And 1n atiJDu.lot-

111& bua lnaaa bod beCOIH ao well rooo8J2iZod tllllt both t he 

buatn~aa eommun1ty Gnd tho OoY&r~nt te lt thnt u lnrsu 

oeosure ot tho Oo'YernCJDnt•s s cndlnc •ct i'f' ittea could 'b• 

mnter!all7 reduced. 
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But the very vigor of tho rooovtry in both durable 
goodo Ol'ld oonoW!lero • good& brought into the picture early in 
1937 ooruin hiply undesirable proctioeo, which were 1n large 
port reoponoibl~ for tile economic decline 'IIIIich ber;an 1n the 
later 100ntho of th&t year. At,ain rroduotion outran tile abil­
ity to buy. 

There were many r euons tor thia over-production. 
one was fear -- fear of ~ar abroad, fear of lnflation, fear of 
nat ion-wide ctrikes . None ot those fear a hi.ve been borne out. 
There \'tor o other eau.ses of over-production, and theso causes 
differed in ••ch industry. 

The net r esult of these oauaea and' ill-advl5ed prac­
tioea 'tl&l a repet.ltion, on a. am&ll acalo , oi' Whet had heappened 
in 1927, 1928 ond 1929 on a much larger ocale. In other words , 
production in ~y icportant linoo of sood• outran the ability 
of tho public to purchase thel:l · For f"ll&mplo, through the 
winter and spr ing of 1937 cotton f&ctoriea in hundreds of caaea 
were runnin£ on a three- shift basis , piling up cotton goods in 
the factory and in the lwldo or middle ""'" .. nd rfttailers. f'or 
exa=ple, al1o, autc=obllc canufacturerl not only turned out a 
norrlAl incron.ae of flnis}.ed cars , but encouraged tho nonul 
inorea1e t.o r-un into a.bnonu.l figurea, u11ng every knc:nm 
method to push their s~les. Tnis meant, or courBe. that the 
eteel mills of tho Nation l"&n on a twenty-foul" hour basis, 
and the tire coMpanies and cotton f•ctoi"iee epe~ded up to meet 
tho ume type or o.bnorr.ally otlmulatod demand. The buying 
power or tho U.tion lagged behind. 

Thus by the Autumn or 19~7 tho Nation again bad stocks 
on hand which the consuming pub) ic 00\.lld not buy because the 
purohllaing po¥-'er of the oonstm'l.ing, public had not kept p&&.ee with 
tho production . 

Durint; the same period prior to lo.at Autumn, the prices 
of m&%\Y vital products hu.d r isen faa1;or thiln wu warr·CIJlted . 
For ex~ple, copper - - ~\ich undoubtedly can be produced at a 
profit in this country for fro:. ten to t ·w;elve eenla a pound - ­
waa puehed up and up to seventeen centl a pound . The price of 
ateol rrodt.aCta of ~Y kirlds was inore•eed far core than as 
Juat.ified by t.he inereased wage• or stool worar:era. In the ease 
ot un.y ooliiii'IO<l1tiea the .toriee to the conaumer wa1 ralaed well 
above tho Inflationary boom pricoo ot 1929. In &any lines of 
goode and materials, priees got ao hi&h that b~yera and builders 
oeaaed t o buy or to bu.ild. 

Once more, as in 1929, the economic proceaa of getting 
out tho raw Qaterials, potting th~ through the manufacturing 
and finishing processes , sell ing them to the reta i lers, selling 
them to tho consumer, and finally uain& thom , sot completely 
out o1' balance. !'he Government of tho United Stat.es te&Lring 
juat auoh an ovont had issued warninga in April, 1937, a&ainat 
thoao prt.etloea of over-production. and high pt"ioss. The Federal 
Roaorvo Syat·ea ou.rtailed ba.nkin' ocod.tt. and the Treatury com­
aenoed to •ater111ze" ~ld u a. 1\trther brake on what it wu 
teared aiGnt tu.rn tnto a run-&way infl ation . 

The aiaple tact h that tbot 1-.y'inC ott or workers came 
upon u.t laat .ll.ltt.IDI:2; aad haa bMn oonticulnc a t au.oh a pace eYer 
atnoe t.hat a ll or ua, OoYenwent &cd b anlr lo' and b\aeiD .. • aD4 
workers, and thole raced with deat l tution , reoocoiao ~he need 
tor aoUon. 
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It ahould bO noted in tatrnoaa thftt ainc• J'anuary 1, 
1937, \ ht Preelclon\ hee nc...-:~decl to tho CODoJ'OU on]J tour 
uaaurea or cajor tcportenee to the buelneaa or the cou.ntry: 

1 . IAf'ielaUon \O etabiU~a egrlculwre. A •-­
prehor..al ,.., lew wa eppro•ed by • two aoa.the 

2. 

•w:>· 
Legislation to end aerioua 
peraonal 1DOOrJ8 tax len. 
lea t SU!II:l8r. 

loopholee In our 
Tbia wea enacte-d 

3 . L6g1alation to put a floor under •sea !Uld a 
coiling over hours of lebor in lnduatry, ond 

4. Tax leglnletlon to r~ovo inoqultloa trom the 
undlatrtbut ed profits t sx, ospeclall y ea they 
ertect the smaller type ot bustnaaa . Doth 
tbll meesure and t he third are et1ll under 
conatdere.tion by the co~ae. 

The reeord a""ea."'::a to= 1 t11elt. t:o other me.uurea 
attectl~g buatnoaa haYe been proposed . 

All tbo ene:rg148 o: Co.,err.:;ent cnl l:N81D""81 c:a.uu. be 
direct~ to tncreealn.r; the national lneaoc; to pu\.•taa ec re 
people tnto private joba; to g1YiQF aeeurity end the teellug 
ot aecurl ty to all peo!)le 1n all wAlks or ure. 

I bolleve th&t trnprovaoent tn Oovorncect ao4 business 
praaticea zmaat go hand ln hand w1 tb recovery -· that they should 
be, and will be , a definite &id t o recovery. Whllo I do not 
~ah 1n thia t~eeage to over-empbeatze a~e or tho needs , I do 
want to eoy that I believe that we must be dot1n1toly aware ot 
cortoin ot thom ·- the eltmination ot future tax exeMPt bends 
ot all kinde or Oo•crru'lent agencies; t he aubjoct1ntl ot Oovorn· 
oont aalarioa and wages ot all kinds to Federal ond State 
income taxoe; o eerioue undertaking to solve tho railroad 
problem and the probleos of oonopolietic practieoe and ~rico 
fixing. Tbeeo ere no non subjects; nor hftvo I anythina to add 
to them except the atet~nt tb8t tbeir solution will be~p and 
not burt buelceoa. 

At tho ~ tl~e, I =uat re)'at what I believe the 
overwhel.&1ag meJori ty or both Rouses of the Conar••• will ll&J"S& 
to - "'"' \ho Congress Cl1c1 •he Chlet Exa.:uU• c c•n IU-atforcl 
to weaken or deatro.v greet reforms wbicb, durit\8. the peat rive 
year1 , h've h~on effected on behelt or the Aooricon people. 
In OW' .rehab1Utatlon or tho be.nld..ne; stru.etu_re and of e&J'l­
culturo , in our provisions tor edeq,u~t~ and cbec.pcr orftdlt for 
all typel ot busincaa , in our aeceptonce ot aotionel re1pon1i· 
b111t7 tor unemployment relt~r, ia our etrengthening ot tbo 
credit or atato and local go~e~ent , ln our onoouregemont ot 
boueing, ttlwn cleare.ncr. end hort4a 0\>.n orehip , in our auperTi siou 
ot tltook oxohttn~:oa 6nd public utility holdtus oomptm10s end the 
ieauance of new ao,uritlos, to our provision ror eooie.l accurlty, 
the el~ctor~te or Americr. wcnta no boekwr.rd ettpo tokt n. 

Wo haYo recoenizod th~ rt~t of l~bor t o tree oraen1~­
t1on, to collocttvo bergr.ining; Md l!lnChin6ry t or the hlndliQ6 
ot l ebor ~l~t1ona la now in exiat~nee . Tho princlplce ere 
eatr.bUihod OYeft -chough we cen el-l r.da1t thr'C throu&h tho 
eTOlu'\1on ot t ine a4111ni•·tr·r~t1on end prootice• OIU\ be l.mpro-.K . 
Such illpl"'Y-.nt C.NI coco obO-ut CIIO!'t qa_ickl7 M4 aoet po~o&tu.lly 
'\brOU.Ib elnoeN e'1'ona to u.Dd.ars\to--Dd. aD4 caei at oc th• pr____n 
ot lebor leAd.IH rmd. ec;ploJOr3 ell:t.o. 

Tho Mvar--co:&I1-D& oTOlutlon or buM.D aoot. oty wi ll 
40\l.bt lea• brtna tortb on problecs which wi ll ~ire u w 
ocSJvltCI*fttl . OU.r ia»dlnt o Vtak la to oout~oUdato M4 Clfttnte.ha 
tho gotn• ocbte•ed. Regraded Uclassified



In thle altuation the~ l s no reason end no occae1on 
tor any American to allow bie teara to be aroused or bia energy 
and enterpri .. to be paralyzed by doubt or uncerta inty. 

our altuatlon Ia vaot}¥ di f ferent n- tha t wllloh 
we roced tho yeara "40• Let ua uao tbl tools a lJ'Oo4y f o raed 
and laid out on tba bancb . 

At tbJa t.raeclla t o t ile wo a urr er n- a ratlW'O or 
cona.-r cl•uncl . Tba hoped for roMplOYJII Dt or tbla SpriJ>& 
1e not pro~edla.c teet enough to create an econcaio u,pturn .. 

Therefore tho probl em calla tor a ction both by t bo 
sover DIDOnt and by tho people . 

I t cannot be d isputed t hat the neUooal income which 
waa t hlrty-olsht bll llono In 1932 , a1xty-e lsht bllliont In 1937 
is now ruMing at the leeser r ate of a bout tltty-slx billi ons. 
It it con be tnGreesed to eighty bill ion do l lars i n thl course 
ot the next year or two the whole economi c picture will be 
ell N'oront. Hundred• or t houui!Dds mor e people will bo ... ployecl 
in private 1011\aetry, hWldreda or t hou sends t e ... 'Or 'fill be i n need 
or relief 1 end oona\l."ler demand tor goods will br IJ~fttly atimulated. 
I do not oot olgllty billion dollars as th• national l~oeJDO goal . 
It o~ht to riM in t he oext d.ecade to 1110r~ than ooe buadred billions . 
I waDt to r.ako it clev tho.t we cio not belieTe t hat we oan get o.a 
adequate rtae in national inCCCte ilerely by lnveeuns, ~ndin& or 
speMi.ns public tu.oda . It is ease.uttal in our aeon~ that pri Tate 
rtmde be put to work and all or us r ecognl u that auc.b fund a are 
onti tlocl to a rat r protH. 

Ae citizen i.ncocr.e rises, let us not forget that gOYeraaent 
expendttu.rea will go down and government t u recelptl wtll 
go up. 

How eod where ca.n an-d should t ht Oo"mment belp tO s t art 
an upward eplral? 

I propose to the Congreas t hree groupe or ceaau.rea: 

1. In tho flrot cat egory I pl ace additional appro­
priations ror tho tlooal yoar l>esinntns J'u1y 1938. Tbeoo 
will not put mro aon.y i n tbe hands of the consu.ain.g public 
than we are apendlng in the current tlscal year , but they 
will prevent JIID and wccen t'rce belna: tbrown out ot work 
on JUly 1. Tboy will atop the spiral tr0111 eontlnulns 1 to 
downward courae: 

(o) I ro~nd 61> appropriation or ono billion 
- hunclr<~cl and fifty ailllon dollars tor tho llorko 
Prog:re11 Mz:litlletraUon, to be used during t ho t1rat 
aeven ~nthe or the nex-t tleeal year . SUch a sran t 
1a UUIW:IlUon ot tbe h1s.bes t grade r or a ttack on . 
receaalon.. It will not greatl r i ncreaae the preaent 
rate ot ex PtJnditure , but ousht t o be aut tiotont to 
care tor thu adcH ti on&l· men and wo.nen who bo.• o 00111e or 
ere c011ing to an end of their unemplo)'ri'ICint inaura.nca 
payment e . 

(b ) ror the .Fa.na Se curit y Ad.m.in1Str a tion aD 
appropriation ot one hun.d.red. and aeventy .. f1Ye 11J lUon 
4ollara tor t be nex-t tiacal year . 

(c) For t he National Youth A4a1allt ret.1oo tbt 
.,. of' MftDt7-t'i.,.. ai.lUon dol..lA.ra t.o OOTer 'tbl t'\lll 
t 1a 0&1 ,..v . 

( 4 ) l'or tile Ch'Uian CollHZ'fttiOD Corpa tile 
•• or f'lf'1.7 ltU.Uoa. dollar• ad41tto.nel to - lzat&l.A U. 
e d a t 1Aa D .... r Ot' ~PI D01J lD OJII;Ntloa. 

I oell 70\&1" • \ t.eauoD \ o t te teet that tbe .. a.pp.roprieUoaa 
will ... n t .bl 1&7t.ac ott ot Pl'ople aow r eoe1n..a.t ea.et ekllce 
troa , .,. hdlrel ao .. "-a t . 
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ID tbh o~ eategory or at.opptag \.be donward 
aptr&l, 1 alao place t~~ eutborlzatlon riCIDtly &i~IQ for 
Uw ltDdlnc or DOney to bu.iDia:t enterpriHI by tbl fle .. 
coutrunton rtn&nc.a Corpo.raUOA. I do eo Moauu ttw 
pater part. or auch 1Cl111!1.1 will eo to bu1Dil•••• wb1ch 
en in p-ew d.e.nger or abutU.aa 4own atJ.d throwia& ptople 
wt or IIIPlOJ'Dint. Sora or tte aoney, but, 1A -.11 
probobllltr oc}J' tho ....Uer part ot lho lO&DO, •IU 
aoable buabeaees to lt.:.;)lo7 cora people or at.an: DIW 
ent.arprl•••· 

2. In the second cuteaory, t.be ~lntatratton 
propolta 1ccocHat41,y to 131:\ke &dd1tton&l bull: reeoureea 
a~ailable tor tho credit noada or t.ba oouot.ry. Thtl can 
'be d.oM '-'ithout fegUlotion. It will be doni throvgb tbe 
dt•lttrtl1Z6t1on of approximately or.e blllton tour 
bwu1red m.1ll10D dollars ot Treasury 8Qld, IOCOII'Q)anilcl 
by ClOUOn on thu part or tha F•deral fhtaarre Bonr4 to reduce 
roeorvo ru~u1MJ:!IIBnto by about t hree-quar torlt or e bUllon 
dol.Laro. Tb.o Federal neaorvo Board in.fOI'QI me t hn they 
are w1lltfl6 to do eo . Tnose I!J!asurea will Cl&kt;~ moro 
abundant the aupply or tunds tor cCX~DDrc.e . tnduetry 
an4 ecrtculture. BY tbenselna, bQt-;ever, oonetary 
ueae\ll"\\a o.re 1n.auf'1'1ctent to start u.1 on a IUit•ined 
upuard ao.,ecen t. 

.. ~ a part ot b&.ttt.or odntnlatratlon 1 bOpe 
• ......._ tbat t14oral be.n.k:i.ng s upeor-wls ton ocm be bet.t.or oo­

ol"d.tna~ . lD addl"ton . 1 01:1 ru-q,UtJeUue tbo.t. the 
s.eurlt h:l'l D:chtu'l&o ~&don con.a1dwr aucb 
etJQpUrtcatlon or rugulations u •111 ueUt. e4 
oxp.41tAJ th1t rt.nrutc!.ng, pcrttcululy. or &CDll 
bustneae ooterpriso&. 

3 . I ccme , t harotore , to tho third on•s:ory 
whlcb I conaldor to b-.t vital. Th8 rtr·at two 
oatugorhe -- malntCinanee or rt~liat o.n4 tbe 
~;~xpuna1o:' ot crodt t r.Ucbt prcvu eu.rttc1ont --
but 1n rt:1 Jud&''lUDt oth.. r wosur-1.1 are vl3intllll. 
You and I cannot afford to equip oura~l~u• with 
two rounclt'l or oununltion whore tl't..rue roundo or.;~ 
n4;1C0¥CUry. Jf \18 :, tO' At relief entl ONdit* ,., 
ocy t1Dd ours.alv€$8 without EDll.l.nitiOD b.Jtoro tho 
~o~nfQY 11 routed. U' 11:0 or .. tully oqu.tppud with 
t.bJ tt.lrcl I'Ouad or e:.nunitioo, \,. ct.end to w1o 
t~ bPttlo &SLinat edYur&ity. 

Thll third proposal rulotca sololy to 4~t1D1to atdltlona 
to t.bv pu.rot.oaiag pcJ\<,.r or tb.. Ue.-tlo.n b7 pro~ldlq xww work: 

(a) I os!: tor e...rt61.n COiondu.tDt l to t bu 
UD1t.ot. Stc.t,.)a Sous1Qb J,u.tborlty Act to 
poraJ.t th.d. undortclc:!og or th~ itl..ledlct.u 
oon.atn~ctton ur cbout. ~.000,000 of' 
od4hlonel. proJect s . Tblt l't.iderol Jtouaina 
Ad.D.inht.rt.~tion 18 ph.!p.a.N4 to tncruoav the 
olrdody oounttna YOl~ ot bono &Dd 
aput:.ont oonstn~cttoo. 

{b) I ask ror e r en'\rnol or Public \lorl<:a 
proJuot:e. I b"'Ut~~v(l tbCit bY ttw .expundUUN 
or .,.00,000,000, and t h.l graottna ot o.u­
thority t o lonn \.tP to $1-,ooo,ooo.ooo to 
ate.tea t!lld thoir sub-c11~1atona, o ~cat 
nurtb.2r ot -.11 t hought out, M~edod c.ad 
PCI'I'IIC.Mnt public lapl"'~«.»nta C•,'D tHt 
UDdortcJatn tb1a 8\la:lor and eutua1. I b.tU•·•• 
tbct u... eJ.d or tbi:. fbciere.l QcnoJ"QDtDt ehou.ld 
"- ~' to opt1o.a.cl rona - .utwr u.., •xht1Dc 
t•tbo4 o'f ·~ &retl~ end: ~ looat o r tbe 64-
ncola& of' t~ •bolo sua' • loon.a to notes 
&t.Hl tlx..t.r •u~4..h1a1ona wttbout lAWI"J St. 
Utadl.r au.cb • Pl.Q t.bb hderc.l Oo'f~rlllllnt 
would. ca~Nla tbu ~Dt ot l.ntoi'Ga\ tin-4 U. 
boJ'T'OWl.nG t..U\..bo:-it7 '»ul4 ea~~U~;W tbt. po.yt~tnt 
ot tb£, prlnciP'.l '>7 t:::aorthat:S.OJl or nntal. 

' 

·. 
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• Onder either method the ul.t laatt oolt to 
tM Federal GovernDClnt and to 6. atatn and 
their aub-dhitiona b a~proaU.ttl)' tho ,.,... 

It la ~ tho~t th~t the total ultt..te 
out ot pocket eoat to the Feder'$} 0o¥ermlll0t 
by etcher or both cethod• ahould be 11&1\.e d 
to one billion dollaJ"s, t.Dd 1\art.henrort ~at 
DO low.na or cranta .Oov.ld bo ude on M1 atate 
or local projects wh.leh oa.onot be ltarted 
within ab months ot \.be datt or the enablln& 
le,talation. &nd completed wlthln a y~r or a 
year and • half trOJD the co~~Denotaont or work. 

(o) I reoomi!'AUld the appropriation or 
$ l " O,OCO,OOO to the Ourut.l.l oi' fu,~lio Roach 
for hi&}lwa.ys in exoeu of the &mOUnt l tave 
prevloual)' recor:-.mendod in the budget tor the 
f'itot.l yca.r 1939, but 1 requelt that thia 
addltlo~l -=ount be uaod only tor projeota 
whioh c~ be definitely atarted thl• calendar 
year. 

(d) I reeoc:;end a.n appropriation ot t :S?,OOO.OOO 
o•or N).d above oati.E:at.ea tor the l&aecHat• under­
t a lrin& or tlood control and reol&Mtlon worts to 
be oaper.ded on project• alrea4y a ut.horh•4 by 
thls or tor=er Contr•••••· 

(e) 1 rec~n4 th~ appropriation or 126,000,000 
additional for Federal buildings. 

A sum=ary of those reeo~ndat1Dnl !alll lnto t•o 
cate&orlea, 

1. Bxpondltures fr~ tho Troa•ury for work• 

Works f'rogren A4m1nht.ration ••...•.•••• n,2150,000,000 
ParD Security Ad~nlstratlon .......... .. 76,000,000 
National Youth A~nlatratlon ........... 75,000,000 
Clvillan Conservation Corp• ··••••••••••• 50,000,000 
P\ibl1o Works Adm1.DiJtrat1on........ ..... 450,000,000 
Hl&)lways ....... . ...... ...... ....... ,..... 100,000:000 
Flood Control .... ........ ... ......... ,... 31,000,000 
Federal Bulldin&•··· ····· •••••••••• •• ••• 25,000~000 

t 2,062.600,000 

2. Loans f'rliD the Treasury tor -ork1 

Far- Security Adminittratlon •••••••••••• 
Public Works AdglnlstratloD············· 
U'DlUd States Houain& Ada1nittra t1on ••• • 

100,000,000 
650,000,000 

It should be noted tl\at state and looal public works 
v.rutortaken on a loa.n buis lnate&d pf a loan a..nd &r&J2t baaia 
wUl reduce tho ltOI!t in the t1r1t olault"loa\.lon uut t.r~ocn••••• 

th• ito= in tho second classification . 

Let ua unanimou•l~ rooocni&o ~he taot that the Federal 
d•bt, •hother lt be t wenty- five bllllona or forty billlonl , o~ 
only be pald 1t the Nation obtains a vattly lnor.e••td oltl&on 
lnooae. I repeat that 1t thia oiti&en iMOtiiO oan be rdaed to 
•l&hty bllllon dollar• a ye&r the national Go••roaect and the 
:-.•r.nelaln& ma,jority ot state •od looal IJO'UraatOte will be 
wt or the rri. • The h1i,.her the aatloa.l lncoa• so•• the 

tan .,. • ill .. be llhh to reduce the total ot F•deral ud. ata.to 
aA4 louJ, de~s. 'flcwed froa e'W•T')* aocJ.• today'l pl.f'ChaliD& 
power ·- t.'b. <~lt.ite.na • 1Dcoae o1' tode.y ·- • 1e oot autticicmt to 
drh• t.he .. ,-.to ayat- at. h..1pw epe.s. a .. ponalbU Uy or 
... ... ...-.~ r .cr.a..tr.e u• a t tb1• tl•• to euppl..-t the ao~ 
pl"'OeUee Ul4 1a. ao avppl t.1D th U4ltlOD U a~ __, . & - to ate eu.re U.t th• v.,..,.. UOl1De la .._~1 11• -.aat • tart. &pin oo a lon& atea.d:y 

ObU laco ... 
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I M•• ac\ aJ bo,., rq aia on atabUl~ed roeoYery 
tbrougb a ste:a4y A:)UDU . .aa ot our olt tze:J.s' 1nCOM oDd our 
cltt~oa' wo~tb . An4 ln tbnt process, Whlch I ~lle.e la 
r eady t? stnrt, let ue o~14 tho plttn.Ua ot the ~at - t bo 
oYer-produetl~n . t~• OYti r-epecul~tl~ and tndeod ftll tho 
extro111&S whi ch we did nc't. eucooe4 tn ttvfllditut in 1929 . tn 
all qt this, @Q•ernmont cannnt n~ ah~uld not net olone . 
DualneAa must hel9 . I nn aure buAinosa will ~el~. 

'Ko need MI'IT'O than tho ~tor4ala C\t :r&c~nrv. Wo ooed II\ 

unlto4 n~tt~n&1 •ttl . 

Ve noe4 t."' r..cop•z.e nlt.t\""ttlt7 t :tat the d~a nr no 
fP'OUP, bO!'ff:!TI:'r •uat . c t .n be aattar' o1 unlen: t!le.t group 18 pre· 
p.or<.d to shere ia thwUCf; a n 7 t;:, prdd:l.lce tho tncoe~~ trc= W'b.lch 
they Qnd all other aroupa ccn ~paid . Ucjuat cl~t .. 4ete~t 
th~~lYes. Y~u. ua the Consr-sa, I, os t~e ~rue tdent, mu.st 
by vlrtuu ot our ottlc~e , ao~k the national goo4 by p~Jurvlng 
th.o b..llanee betwc.en ull eroupt .Jlld ull &~:~etions. 

f.!e hnvu a t our dhposul the nc.tlonol roeou.rcoa , t be 
~110noy , tho skill or hund nnd """.., to rnist~ our 6COniJfllto 
l evol •• our citizvne' tneo~ . Our cupocity 14 limlt~d unly by 
ou.r ub1l1ty to work t osac.llor . ·lh~t 1o n.ced .. d ia C.ht will. 

The t~ h~l ooc. to bring thot will into dCtloD with 
ave ry d rhln.c; rorco at. our co=::~~UDd . And I ~ dour=Jnod to 
d~ :::q sh'lre . 

T!'la ru:>pone1bUlty r~r QQking this z:ott.mcl will 
ett ... ctiViiJ NSU c.n -.~very LDdhldU!ll wbetbor 1D the IO'Yarn=.ont 
o r in indust ry, or 111 rt·u.ncl), or in l cbor. or In th• pro­
t oe,iJoal tiolds . ETJ ry oan a~d women tn the Un1to4 Stntoa 
hoe tho gre:1t pr1vil08.) Jt Mkin& thi~r .. wtll pr"'duct.lvo . And 
tho boncficiury \'I ill ba tho \Jh.11e " t the J..maricH\n peoplo . 

Cotl"t,,tn p"alth·u roquiromonts :ae~tiO to mo t"' noc.ompea.ny 
the ~ill ·- it we h~vo th~t will . 

Thorc is t>l•.ce:J "'n ell .. ~ us tho dutv .,r .. lr·r .. t M1nt . 
we still rcl• ~~ p~ra~rnl rer~~-sthtl•tv -- n ~~ ... ~• tbtlity 
IO!'Uided bye e-·"7':"n C""-ae•'\-,ec . 'l"t .. t ts t.,~ ~ia~t;>lhe ~r a 
d~'creev. £¥cry U'-tr1 ~'.•e e . ,zen ~~s~ s'~ t .. 't~aolt ~r 

horoolr. th""t t~~r,.te at""t~nt. r.o'P"!-.'.s t ... t)re · uc!•ee , 
tho ert.c.t.t~n .,r un'·t~neu. e--e "l.tt'e"!e~s r:""\ attf':.tna'\ ~n t.n­
dividutl or to1ivtduela. ~ut ~rrense9 ~r ' nst t'• wh~lo 
p-,pul'lti"n ()~ t he United Jtt.toe. 

Use f':.t p..wor by a ny ,.r~up , n.:.wovur sit.U'oted, to r orcc 
ita intorus~ or t.~ uao it1 otrut egtc po31tt~n tn urdor t o 
Ncoivo toor4 tl"'l'oa tho ce~rD:m t'u.Dc' th·.m ita contrtbuttun t o 
the Cl)~n r-und: Just.it1ee , 11 .1D ..stt~ck f!""lnat Un4DOt no 
utd t o our n~tlunol lito . 

S.U'-N•'""'D" blpU.•• ru.-trcoint. by r.J'"\ic~a\.o pu_blic 
oplai.Jn. tnlin~ cod iiC.lc&\llab t eet tro::a to.laobood. tNlDtd 
to believe tb~t bltt•rn•11 le ce~r G us~~l lcetru=ent ln 
p1.&blle affairs. '!'biN c:.n be DO dlcta.t:»ra:up by AD 1r-.4hi4.U!ll 
nr by c. group 1n th11 llotloc. -.ave tb.rouF dhlsion roatt.lrt4 
by M.t o . 9Jcb dhilloJD thore muet' never b •• 

Amid th~ v~tcea wblcb now seck t o Oi • lde &roup trom 
croup . occupation r roa oJceu,patla n, section rr~11 sl)ctlo..n, Lb ink­
ing A:nericClDs must lne iet on eo1200n ettort ln u conneD 
ondu.,,,r ancl a C)lflr.)D rattb ln neb ~ther. Lot ov• ry buaincn 
=an •~t out t , ueo hia et,.ncth nr mind and boart and bia 
o~nt'ldenee in hla toll:-• man eod bis e'Juntry. Lot • • •ry' lcbor 
le~~r find n"lt b.1w work oon be at:»pped but hew lt con be I:IOCJe 
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to proceed tm>Ooth ly, continuously and fairly, Let every public 
o1'1'1eial conalder tllat hie task Is to uee hla authority so 
that tbe service be renders Is adapted to curbing abuses and 
helping honest etrort , Let every one ot us mrk ~~:>getber to 
move tb& 111'e o1' the lllltion forward. 

We , a aucceut\11 diii!IOcrecy , face a troubled world. 
Elae'ldlere scboola o1' thougbt contend tlla t democracy Ia doomed 
to taillll'$, They tell us tba t tree speech and tbe hee exchange 
ot vtsws wlll destroy democracies. l.!y conviction on the 
contrary Is that the Ubit ed States ret11inlng tree epeecb and 
a tree exchange o1' views con turnish a dyn&mlc e~yls ot suoeess­
tul gover!llll8nt, proVided the llation can unite In practlc<>l 
measures .. -nen the times call for unl ted ae t1on. The dri Vlng 
terce of a Nation lies in Its spirituel purpose , muds effective 
by tree, tolerant but unremitting national will , 

In tbe Wee torn Hemisphere the good net !#I bcr poliey 
'bas so strengthened the American Re!>ublics that a apirl tual 
unity in our rehtlons now prevails. Can tb·tt I!Pod ne l !#lbcr 
moseage be accepted and practised In our ~tlonol life? 

It "" accept tbat higll and spler..Ud road this free 
democracy will give IIUCC88Sful anS'Ifllr tO the feBrS and quest1on-
1ngs •~1cb today trouble the minds and souls or men and women 
the world over. 

'!HE m!ITE HOUSE, 

April 14, 1938, 

I 
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The President asked secretary Morgenthau to get the 

interested agencies toget her and secure an agreement on 

~hatever uniformity and coordination could be attained 

without legislation . 

The first meeting was held on April 25th, a summary 

or which ia attached. 
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leaialatt..D. .. ......... u.a• s• ,,_.. -- wlwhl• \e u.• 
the 41tti••US.a aa4 ... eat el~Ja' M 4 ... -... the-. •• 

nyeeH& tt.t the et•wu.- N. -.~ ,.._ ,.._ ll\u4feli* 

e1 a.-lllt abol'k&•• 

Mr. CNW14fF eal4 \be' t beft WN .... lela .. Qed ..... 

•1'141• u t be ..... • _,..._. et .all -.,_ .. -· .. 

.... •• - .... le .......... - Sa ,r,_ .... .all ... ._ 

- an4 wa &1._ a 1M fl ....._ 11114 -.. ........ t'MllJ 

p lMe.t ..... -.17 UlNe •• te~ let\en -· et Ute • ..., .... 

UJ Nfe._ to lte JQoo ONWl.,. Mi4 ._,be '-14-- \be 

t•••• 41411 •t ........ Ute steeSe ~t ... 1'1 .... • 1t Sa Ute 

PNM Nlaue, te .tlieb be ae,elP NPllM \bet t.be PNM ,_.. 

1t "" 11D4111r• 
lllPe Cnel., aal4 that t.ak -!Mtla la pl'l8ar~ .. 

proteat depoelteN fi'Ca loee wt ' he' beallaN bnW .... U. 

-lnen u a tlhs.Pia& ,.., tw ..._, ,..... tile e...at 

Nl..._.. '"" wt fl (1) the abMk fl lJUJ (a) u. tMt 

\bet ........... llY!al - ....,,.. ......... -lPib .......... 

aDd aN "' et ,,..,. • 1- _. .-•• _,.. fl wk­
_.,, _. (8) u.. , .. , ttct lllllak ._,..,. 1 n, - ,._. 
Sa liM _. U. Sa lNOII etata& --.. 11114 .a.• • 1M fl 

U .. 1fetla ...-lW .r-~ MSq » I& ad e.f •s 'wo 
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.. 3 ...... bSa ,,, •• Ttl .. -·- a.. .. ··~ "' .... 
..-s.a ...... ~ .... ~~ ..... -u. ...... 
eftlllaUm '-' aet .. 11: II U. ......... et '-* e ,., .... 

lie ret...- te \M •1...,- •• ,, .. ._. ._, ,.... _.. pte. 

ta till IDIOo 

Ill'• bT11ir nt.,.... u tiM •nus.- et ,._ 'el.elt eluel­

tt .. ,._ fl 111M ... tM fMUa£ tut ~ .. 1 ...... ul'J 

t• It - tbQ aU bllek ...... aN ell&lla1li t.. II uau 'o 

a. abe ...rw: .. te U~e n1N wl~ ....... ,toe~ 11141• 

ll'o .. , .. na&edM tbat h'o h}cer abaa~ 11ft Ute ...._ 

..,._., _. bldol')' et tM llMnllaaU. et Mall 'mtla 

11b1u MP" _..,. C_,...U.I' Pell:o Wro !&7~ .._ • .,. ... te 

.a1 t~aet • nmld , ... 1.1 ..- a. •••· ; ,._ ._, • ....,... 
Ia ...... 1-u.. .~. .... ~ ..u -· "' ... 
enm et s.aaenns- te ·'n•n r .. tlllle te es.e. tlaan 
bacS beea ••tap apt.t a ._ arltl•l atttU'IIde. He •" 

tMt at ._ ..... , tS. .. ,...!Mia m O..aa• •• D4 b~ 

..... PDII'Il --- ebli&latlme Ia MUa 'P I llo ll'o ...... 

...... •• al'lUeS. ~- -.. .._ rw- tile ,...u.. _. -. 
hlaer .... - .... "' .,..,. U$Ue el•t -· tMN .... -­
... ln "MJ ub•' ~· .. •M ttet PI'-~· 
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... u1 .. 1 et bantr ._. ...... 

Mr. o-le, u14 ~t 1t Uae ..-al eoD4S&le ot a 

"-1r 1e w. •"'"" *-"14 1Mk aleM17 a\ Uae MMoe Ul4 

1• papu ot ~· -- ... lb.uld - t ~ -~ w buk 

• oaaru•• Do .. EM aaW \a a.lw u • *''II to _.... at 

be .-14 8e7 be tbJab tbet tba -••tS.. Mft Mlh• Mea 

tab \a a-Nl bq11t .. a or to tba a\ .. kbel ller .. Sa tba 

pv.blS. laH..... tboi'O bu bMil a 4ia&1 t:rpo et QWIM\1011 

ot •••1'7 U.UhU.-. ~ o1a•1t1oaU.- et ,.,.. boz ..._ 

w. aft4 tba appras.-1 ot boad8 bu b.ao '*~• Ia Mprsrt.ea. 
~ llep ... latta Sa bOD4 aoo..-o bu ...... a dTSIIW'ec et 

t hO ..,.naal_ ... ..UJaa ot 1..-.. .. aaa.M .tl7 bciiiM 

ahoul4 be orl\S.S... ..,.. _, DOtoa. Bo thl•h aU aao .. o 

at.al4 be ....... aua.. Ill' .... ~ aaS4 \bat tba .... 

tS.. Sa tbe 1.- J*'UolS. .......... Sa \be -fMtla 

"-' aU beD4a ON 1S.W ut U..llt ..net prS.O 11-. .. 

r .. la tbla 1e ba4. ... o ... l., .. w ...._ ·abMa14 be utt:t. 

Ol'ltleS. et a woU p4 Mak lNt ·- a baalr 1e Sa .. 

wt ot tbl ........ U 1W 10\ .._ blft tbe pNfU • tba 

.. atM. 1W ~--- --· .., .... s.,s..- tba-- aiM. 

' 
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h'• !lollM H14 that 1t it U a &Mil -=It, he ..... 

.. ro wl'.d tbe7 do wUb tba -J'MUft'1111 pNtU. •r• l'ebela 

HfoJ"''eel to a bank wlta :2lau.u. .. ot ~lu tbat lwl bll4 

a ~ a1.llloa t.-w 1a thell" pofttoU.o 1a o:a.o- _._ 

a.ne t»vl~ at IIlla t~ b6n01ocl Qeoe>.ooo t• tba puJ'pOOO• 

x,., F•r .. t.,rocl t o rt.hW' B~ or ln4'-Pol1a •• oa 

1U'I)IItl"&tle ot bow tbo CCIIIO)trolleP'O C>rtlM bean 4ea Oil 

'-n~ra • l-.o opu.,at. ill Oe'Ye~t bi8loe lllPe Dl&P ..U 

... ...... aettln& 111"' ot..s.a or •• ntng;e or .... eDCl .. u 
that Ito taTo.,... a1ttia.6 d- IID4 • orllLGt; out a pi"'ttJ'UU Oil 

alow ola .. 1.t'1oatloll Ull1 a \111.1tom PJ'Oii'OII eA bGat. ~pi'M1a= 

latUP Oil a bao1a ot •dNa ~ UU.ro • a. thou~ 
tbS.. abcnal.cl bo twaAl.- q~alokly wt~t llll7 ball7boo· 

too tbot he tbt,._ a J'Qblla atat-' wul4 

ttr. 1>1aeo aak04 llha t t he opJ.DioD woo • • to tlllothOI' ~ ... 

ahoul d be • olow ool- Ol' 'Idle~ 1t lhould ban o.- other 

-· IIJ'. O.'YS. N14 lt ._ u bo ~ - 7 111th. ar, 
• c!!M .. 14 tbo Mak ab4rul.d bo told abou* alew loeM boa* U.7 

ebould Dot bo UWlat.Me ttw ... oblNl4 bo 1110 .......... _. 

ao total "' llbftl4 •"17 '"' lS.W. r.r o,..lal au..-s.. 
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.... ~ • ztWN Me .tt•• ...... Me eaJ4 t:aua• COWl 

~ • .,. t11 llli'OOWIN s. _.,... u -. ... •W u.er .. ,. o1MN4 

aU tboll' ·-1-· .... '*7181> .... theft dSll --

oS.lllaS .,. \a M ••ubed ~ ... .,.,, .. • '--.a 
ala5111tS..tS..e .. u' sl .... Peltln' M \aU abed,._. • 

.... Pel&• MY ._, .... SMUa 1111 fll U. ...n..e 
!l\ahMo •U-1 ...-. ... _,. aU ••••bs. us•U1ee. 

,. ..... Me.., 1• "' .. .....us.. Ia ....... ~ -­
t'-1 -.. t a baft ~ Mea ....._..._ fit l?; .. otatt• 

a..•••z, ..t Ia •se•t ~ baw _. Mea 

ab6wa.tar: 1 a au loU• Ia tiNt c te -...... • ~ fll 

' 
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app ... latS. 1e pend."-le J)ep_le,S. OD bellda 1e lael .... 

1n arridftl at net •\IJid Mpltal. .. hu .. ..,... that u­

preota tiGn OD tho flftt thi'M hl~"' nt• ~ r.ID4 aU 

Oo .. rr.-nto be oUa1ute4 1n aft"lYlai at •t Mlllllll Mplhle 

a!Jo. tlaYS.. add he e.,ld ... 110 ... _ tw t ... uas boa4ll 

41ttONiltJ.7 t.- ~. .. aaS4 that T• ..,.,.. olaM a -

1Ma u &Oo4 aDd 70t orit1oS..o lu bCIIId bnlwH et tbe 

prioe. ar. ~ 84YarMiad \he •S.W that oau tbere 

•PIIIat pJ'loe OD 'bordll aJad no •r•t prS... OD louie* 

tn... S. •- realS... to taJU.Aa tbe •ra&~tt prS..o oa 

aooot tor wh loh thoN S.. a Ml'bt pJ'1Me 

lb- . C'lro•l•7 r - r•4 that attar aU ooaur1Uoo are a 

aoooll4aJ7 ..... ..,. aQd are ~ad to be 11aed 'botoro loane 

a t • s- Into. At thla point Mr. Crowlq aolcl4 ~~r. \'Danr 

to roe4 \be podtloD ta~ b7 thO Cor.>oratt..n CID trca~ 

or bon.S. . 

~. YoJ.&or roa4 SJut-tt.Da Wll1oll bo hu pi'Opo~~ad to 

Otnlt to 110\1-1 bank OXM'IlOINe 

.wr. OI'Dwl~ aDd llr. De•t. tbouabt prorua "' aoloo et 

ooourit1M llb1Nl4 bo aopoop.- sa a opeelal a.-t and 110\ 

u.od t• 41Yl4eado. Ill'• Crowl07 ooi4 Uaat t ho balllllra baft 
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been l1Ying on bone!, protltl and aerYioe ohargea and han 
! 

gotten eott and ·-won't make •11:1 loana. Jlr, Touker ea14 that 

• 11:1 other rule than aegregation ot bank protite enoouragea 

ba nk epeoula tion. llr. Polger said he doean •t ... how you 

oan tell a bank what to do with 1D4iY1dual prot ita. Be 

aa14 the 1D and outera ahould be d .. lt with and ~h1ng 

beJoDd that goea prett7 tar. 

llr. lloiee apon tor tha bll1141na 1)p ot a reaern ot 

20 per oent ot corporate ilauea. llr. orowle7 aa14 he op­

anJ liberaliaation ot bank ex..inat!on beoauae h e 

12\e bank a:uinere hen not been atr1ot enough. 

llr. Polger aaked llr. lloJ: .. it the ~deral Reeern benka 

41aregar4 the market price on bonds when theJ are ot-

•• oollater&1. 

Jlr. orowleJ -de the point that there reall7 1a no 

dUplication ot bank exa•'n•tlon. 

I 
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Attached is an agenda for the mseting of 

bank agency heads on April 26th. 
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OIIZ»1Ueo tbeJ ~ piiMheMt 

Bo ._ 1111=]4 -v1Uaa lie Yalucl 'bJ toM •-'"1' -
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Do Sboul4 ~ apaalal nablaUono lie plaoad OD pofiU 
~ \be .ala ot ...... 1\laat 
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Mr. Folger, Chief National Bank Examiner, 

Mr. Paulger, Chief, Di vision of Examinations of 

the Federal Reserve System, and Ur, Nichols , Chief, 

Division of SXam1nation of the Federal Deposit 

Insurance Corporation, met with Mr. Upham for 

several daya and reached the majority and minority 

positions, aa attached. 
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Apr1l 28, 1938 

The majorit7 ag~ement with respect to the claaa1tication 

lo~ 1a that the three columna in the exam1natl.on report 

now known as slow, doubtrul, and loss will be continued. 

present form, and that of t h e instructions to examiners 

the type of loan to be included in each of the three 

columna , wUl remain the same as at present . I t is proposed 

these three oolwnna by th.e roman nUIIlerala I , II and 

At the top of each page upon which thi.s tabulati on 

loccu:r~ , there will appear the roman numeral I and following 

a "definition of the type" of loan which 1s inc l uded 1n 

column; there will also appear roman numeral II followed 

the single word "doubtrul"; and there will also appear the 

roman numeral III followed b7 the eingle word "loss . • 

Where there i s a recapitulat i on of tho columns now known 

slaw, doubtful and loss , tho same device will be used, 

i . e ., the use of the three roman nUIIUirala as symbols with the 

accompanying explanation ot what is included under each. Aa 

now, on the recap itulation pag e only the totals in colUIIIIla I I 

and III will be included 1n figuring the net sound capital ot 

(It should be noted that this agreement would 
result 1n the complete el1m1nat1on ot the 
word •slow" trom loan claaa1t1cat1ons . ) 

• 
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April 28, 19SS 

The minority position with respeot to the classification 

loana in the examination report 18 that the column now 

"alow" should be el1m1nated rrom the pagea upon 

now appears and tbat proviaion be made elaewbare 

report, under a heading" "Loana L1ated ror IDroJIIIation 

• or other suitable heading, ror listing, with 

comment , not totaled and not included in a~ 

suoh loans aa the examiner £eels should be 

ror the in£ormation or the directors and proper 

of'f'icers or the ben k, with the clear understanding that 

such loana are not being claaaitied as dou))ttul or lose and 
.. 

are not necessarily to b e regarded ll8 criticised aaaeta . 
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April 30, 1938 

The majority agreement with respect to t he appraisal or 

1e 

(l) That depreciation in stock and detaulted 
bonds be classified aa loss and that 
securities 1n these groups (III and IV) 
be listed and griced 1n tho report of 
examination . ('!be zr.inority does not 
disagree on this point . ) 

(2) That depreciation on securities 1n 
group II and i .n the fourth grade of 
general market obligations 1n group 
I be deducted 1n tho report 1n com­
puting the net sound capitol of the 
bank, and that securities 1n these 
classifications be listed and priced 
in the report or examination. 

(3) That depreciation 1n all group I 
securities except the four~h grade 
of general market oglibations be 
disregarded and that these securi ­
ties not be priced 1n the report 
of examination. 

(4) That unrealized appreciation be not 
a llowed. 

(5) That a premium on bonds purchased at 
a premium be amortized. 
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April 30, 1938 

The mLnority position with respect to the appraisal 

i s 

(l) That only depreciation 1n stocks and 
defaulted bonds be cla asified as es­
timated loas, and that securities 1n 
these groups be l i ated' and priced 1n 
the report of exami nation. (This is 
1n accordance wit h the views of tb& 
majority. ) ._ . -- . 

(2) That securities 1n groups I and II be 
not priced, and preferably be not 
l i sted, in the report of examination . 
A complete list of all s ecurities , 
however , should be attached to the 
report of examination sent to the 
Supervisor,- authorities. 

(3) That deprecia t i on , other than 1n stockll 
and defaulted bonds, should not be taken 
into consideration 1n computing "Net 
sound capita l . " Ontbe other band, 1t 
cannot be affirDkt ively stated that 
depreciation in any securities const i ­
tutes sound capital. Therefore , tbe 
minority feels that the schedule showing 
a computation of net sound capital be 
eliminated from the reports or examina­
t ion . 

(4) That unrealized appreciation be not 
allowed. 

(5) That a premium on bonds pu.robased at 
a pl'ellllium be aaort1sed. 

• 
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The majority agreement with r espect to the tr,atment 

or net profits from t he aale of securities 1s that until 

adequate reserves against the securi ties account have been 

built up, all such profits should be impounded and be 

unavailable for anr purpose other than to take care of 

losses resulting from t he sale of securities . 

May 2 , 1938 

Regraded Uclassified



With respect to the treatment of profits from 

the sale of securities 

1. Betimated losaea should be charged 
orr. 

2. Banke llhould be required to eatabl1ah 
and maintain adequate reserves, in­
cluding reserves against the secur1t1ee 
account . 

3. Until loases have b een written off 
and adeqUate reserves established, bond 
profits should be unavailable for any 
other purpose. 

4. Speculation should be criticized and 
penalized. 
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April 28, 1938 

In 1934 with total loans 1n 5 , 275 national banks 

of $7 ,740 , 596 , 000, national bank examiners classified 

27 per cent in the slow colu,mn . 

In t he last half of 1937 with total loans 1n 

5 , 267 na t ional banks of $8, 933, 216, 400, national ban.k 

examiners classified only 9 .81 per cent 1n the slow 

column. 

,. 

Year Slow Doubtful Loa 

1934 27% 4% 2 . 9% 

1935 16~ 2% .a% 

First half of 1937 10. 68% 1 . 14% .65 

Laet half of 1937 9. 81% 1 . 06% .49 
. 

I 
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Mr. Morgenthau invited a few bankers to meet 

with him on May 4th and give him the benefit of 

their advice . 

The majority and minorit7 agreements were 

given to tbie group of bankers together with the 

attached questions . 

• 
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1 . Should the use or the word "slow• as a class ification 
of l oans by bank examiners be abandoned? 

2 . Should loans of the char acter aescribed in the 
instructions to national bank examiners i n 1934 
be listed i n a column parallel to the doubtful 
and loss col umna ; or would it be pref e r able to 
e liminate this column and list such l oans on a 
separate page? 

~, ... 
3 . Is it objec~nable to total the criti c i sed loans, 

other than doubtful and loss , and show them on 
the r ecapitulation page? 

4 . Should the loans described i n t he 1934 instructions 
to national bank examiners be sub jected to criticism 
at all? • 

5 . Vlould good bankers be deterred from maki ng good 
border line loans by t he inclusion of the s low 
column , r enamed? 

6 . Are bank directors alarmed by the slow classi­
fication practice and i s i t a deflat i onary in­
fluence? 

l.!ay 3, 1938 
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1 . Should the list of securities 1n,a bank's portfolio 
be listed by examiners 1n the examination report? 

2 . Should all or a part or the aeouritiea liat be 
priced 1n the report? 

3 . Should all or a part or the depreciation 1n securi­
ties be deduc ted 1n canput1ng the net sound capital 
of the bank? 

4. Should the net sound capital or the bank be computed 
in the report? 

J.!ay 3 , 1938 
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1. Should the law which requires that securi ties 
purohaaed by national banks and state member 
banks of the Federal Reserve System be "mar ket­
able" be changed? 

2. Should tbe text in the Comptroller's Regula t i on 
tha t securi ties purchased by national banks and 
s t ate member banks of the Federal Reserve System 
be not "predominantly speculative" be changed? 

3. Should the list oi securities eligi ble for pur­
chase be expanded or contracted? 

\ 

May 3, 1938 
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1 . Should banks be required to establish and maintain 
a01 particular percentage reserveagalnst fUture 
losses 1n the securities accountt 

2 . Should reserves be pe rmitted against estimated 
losses in the securities account, or shoul d such 
estimated losses be written off? 

3 . Should banks be required to impound th~ profits 
on sales of securities in a reserve account 
against future losses 1n the securities account, 
or should all profits be treated alike •nd the 
general condition of the bank be the teat as to 
the r eserves r e quired? 

4 . Vlould a r equirement that all profits from the 
sale of securities be impounded 1n a special 
reserve account 

(a) Affect the bond market adversely? 

(b) Discourage speculation and in- and­
out trading? 

lolay 3 , 1938 

' 
• 
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It is the belief ot the majority that bank examiners , 

generally speaking, put too few rather than too many l~na 

into the column now known as "slow. • It is their belief 

that a good many loans wh ich are not properly classifiable 

as doubtfUl or loss should, nevertheless , be criticised. 

They reel t hat bankers expect and want the opinion of the 

examiner on this type of loan . They feel that bankers 

expect and want a recapitulation of the loans now in­

cluded in the slow column . They do not believe that good 

bankers object to this classification practice (ot her than 

t he use of the word "slow") and they do not feel that 

bankers are deterred from making good loens by thi s clad1-

fication practice . 

llay 2, 1938 
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The minorit~ view is that bankers are deterred 

from making man~ acceptable loans b~ reason of the 

practice of bank examiners in classifying loans aa 

s low. They teal that the totaling of this classi­

fication and ita recapitulation alarms bank directors 

unduly. The~ feel that since all aaaeta or the bank 

are redia countable with the Federal Reserve banks , 

no loans other than doubtful and loss should be 

crit icised. They reel that the inclusion of the 

slow column and ita recapitulation are deflat i onary 

influences . 

lla~ 2' 1938 
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The majority feels that requiring banks to 

impound security profits in a reserve account 

will discourage security speculation and in- and-

May 2, 1938 
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The m1nor1t7 feela that it 1a 1mposaible to entoroe 

a regulation requJ.ring the impounding of' aecurit7 profi ts 

1n a s pecial reserve account , that a ttempting to do so 

borders upon management of the bank b7 the aupervisor7 

authorities, and that such a regulation would not die­

courage &peculative trading. 

The feeling of the bank examination supervisory heada 

wi t h respect to t he r egulat i on of' the Comptroller of the 

Currency as to what securities bank a can buy is somewhllt 

aa fo llO*s: 

Folger: No changes of materia l consequence can be 

made without legisla tion . The insistence upon marketa­

bility and upon the avoidance of' securities which are 

p redom1nantl7 s peculative are minima and should not be 

changed. 

Nichola: The securi ties elig i ble for purchase are 

too inclusive. Banks should be held t.o more rigid re­

quirements . 

Paulger: The securities elig i ble f'or purchase are 

not inchJS ive enough. Banks should be given a greater 

freedom in the acquis i t ion of securiti es . 

May 2 , 1938 
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Attached ia a SUlllll81'7 ot the meeting with 

the bankers on Kay 4th. 
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lla)' 4 , 19:58 

A group who had been invited b)' Secretarr Morgenthau 

met with him in the morning and in the at'ternoon to discuaa 

proposals looking t oward the unification of certai n bank 

examination practices and policies . Those present included: 

Joseph A. Broderick of New York 
T. J . Coolidge of Boston 
Thomas J . Broom of l'laah1ngton, D. C, 
Robert M. Hanes of .~ inston-Salem, North Carolina 
George L, Harrison of New York 
Tom K. Smith of St . Louis, Missouri 
William R. White of New York 

The statement s of majori t)' agreement and minori ty 

pos iti on on the matters of loan classificat i on, bond ap­

praisal, and treatment of bond profits were placed before 

the group and the enclosed l i st of ques tions was us ed as 

a basis of determining sentiment toward the proposals now 

under discussion . 

While there was considerable discussion and not 

complete unanimity of views on all t he matters discus sed, 

the consensus was 

(l) That the ase of the word "slow" as a classifica­

tion of loans by bank examiners might well be abandoned. 
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( 2) That the three parallel columns now appearing 

in the examination report be retained. A suggested defi ­

nition for Column I was •not presently doubtful but re-

quirlng constant attention.• 

(3) No one was violently opposed to totaling and 

r ecapitula t ing the three columns if the new des i gnat ion 

and definition of Column I are adopted . (There were some· ..,.,,,;;· · 

o rof erences expressed for Column I loans being carried 

separ ately nnd not to t a l ed or recapitulated.) 

(4) Good bankers would not be deterred from making 

border-line loans by the inclusion of Column I . (Th ere were 

so~:~~~ dissents to this . ) 

(5) Bank directors are disturbed by the slow column 

and probably should be. (The view was expressed that regard­

l ess of t he 1934 instructions as t o what loans should be 

included in the slow column, bank examiners continue to list 

loans that are s low in fact even though good as to quality. ) 

(6) The entire list of securities in a bank's port­

folio should be l isted ln the examination report . 

(7) The entire l i st of securities in a bank's port-

f olio should be priced i n the examination report. 
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(8 ) The net sound c apital ot a bank should be 

computed in t he examiner's report . 

(9) Jus t wha t depr eciation in the portfolio should 

be deducted i n .canputing the ne t sound capital ot a bank 

was left ~ omewhat i ndefinite . I t was suggested by Mr. ~hite 

that if t he net depreciation in Group II securities, plus 

Baa bonds , is to be deducted in computing net sound cap ital 

(end appreciat ion in Group I securitie.s, exclusive of Baa's, 

1s to be ignored) , the basis for figuring depreciation in 

t his group should be worked out along the linea of the so­

called "convention values " used by insurance companies 

reoresenting, pe rhaps , the average price of the s ecurity 

over a period of a year or more past . It was suggested 

that if and when Group I securities show a ne t depreciation, 

perhaps the situat i on will have to be surveyed a ga in. There 

were e xpressions that the inclus i on of net depreciation in 

the l ower grade securi t i e s without any benefit from appre­

c i a tion in higher grade securities was a little unfair. 

(lO) ·:lh1le no definite consensus was obt ained on 

the treatment of bond profits, I think it ia f air to say 

t hat the group favored the crea tion of adequate r eserves 

' 
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agains t losses, but were doubtful about the success of 

enforcen~nt of a rule that securities profits be impounded 

in a special reserve account. 

(11) There were expressions of opinion to the effect 

that the defini tion of marketability contained 1n the Regu­

lat ion of the Comptroller of the Currency interpretative of 

Sect i on 5136 Revised Statutes should b e revised. 
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A second meetlzl8 ot the h eada or the agencies was 

called tor Kay 9th at which the following were present: 

14r. 14orgenthau 
llr . Taylor llr. McKee 
llr . O..atOD llr . Davia 
Mr. Upham 14r. Paulger 

llr. Crowley J.!r. Diggs 
Mr. Nichola Wr. Folger 

Mr. S=:yth 

At that meeting it was felt that a tow more days 

of discussion would bring unanimous agreement. The con­

ferees adjourned to the Office of the Acting Comptroller 

of the Currency and continued their discussion for a time; 

they then agreed that Meaare . Folger, Paulger, Nichola 

and Upham should continue the conference. 

In the interim Secretary J.!orgenthau had asked that 

the revision ot the investment regulation of the Comp­

troller of the Currency be included a§ an item of group 

diacuaaion. In addition to the meetings with the c hi e f 

exam1nere, the legal atatf ot the ott1ce ·of the Comptroller 

aDd ot the Board ot Governors of the Federal Reserve 

System were consulted and there was received frCID t he Board 

ot Governors a suggested revieion ot the regulation. Their 

ausaaste d revision h attached, 
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SECTION 1. AUTHORITY FOR Alii> SCOP! OF R!:GULATION, 

Thia resulation ia iaaued wnder a uthority ot the pro-

Yioiona of aeotion 51~8 or tbt Obited State a Re•iaed Statutea and 
f 

section 9 or the Federal ReaerYe Aot, the pertinent proTiaiODa ot 

Which ore publiohed in the Appendix hereto. The resulation embodiea 

all of the 11Jilit&tiona and Cllllditiona 111de by or purauant to aection 

51!6 of the United Stat .. Ruhed Statutu wlth reapect to tbt pur-

eh&ac of inveatment aecuritiea. 

Exoept as pro~ided in section 9 hereof, ••err purchaae 

or aecuritiea tor ita own account by a national bank or a State 

,.,,.,bar bank muat contenD to the pro?biono or thh rep;ulation. 

SECTION 2. NATIJRE Of' SI!:OUl<ITIES \'II IC!! MAY BE PURCHASED, 

ln order that a aeourity ~ be purchaaed by a national 

banl< or a State member bank, it muat bo an "1nveatment aeour1ty", 

which ia defined 11 a aecurity that moota tho toll.winr; requireaenta a 

(a) It muat be an obligation evidanoing 1ndebtedneaa 

or a peraon, oopartncrahip, aaaooiat ion or corooration1 

(b) It muat be in the tom ot a bond, note or debeoture 

or th!l type • ..,.only known aa 1nn at.ent aeourit1oa1 
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(o) It muat be ...,.keta ble, i.o. , aalable IIDII.e r ord l.oary 

oiro..,.tanoea with reu..-ble prCIIptMII at tair Yal•• • 

(d ) It 111111t not han dhtblotl7 or pre-1Dentl7 

opooulati .. oharaoteriatioaa 

(e) It must not bo 111 detault e i t her aa to principal 

or inte r eata alld 

(r) If it ie iaauod unde r a truet acreoaont , the agree -

01ent muat pro .. ide t or o. truotoe 111dependcnt of. .J:ho obllcor , 
-··~ 

and 0110h tr11atee muet be a bank or truat oca~. 

SECTIOtl :1. IIIFORMATIOO WITH RESPECT TO n:VES'III!ll'l' SBCURITISS PURCHASED. 

In making any purchaae of 1nveatment ae our1tiea1 a national 

bnnk or Et Str.te mombor bank shall oxeroiae tho aame degree ot care 

t h• t sound bonking practice requ1rea for lllking loena. Before making 

purohesea and thoroalter while it holda in .. a ataont aeouritiea, tho benk 

ahall obtain and record auoh illt01'11!1lt1on with reapeot to tho oeouritle o 

ao ahell be n eoeaaor, to ahow that it hal exeroiaod appropria t e care 

Ill to the puroh<lso 1\nd retention of auoh aeouritleo . It ahall nat 

our chase any seourit i oa oonoerllin g wh ioh it doo o not obtain adequate 

lnformt ion. 

S!CTICII 4. A».ORTIZAUCII (11 PRJIIIlll, 

If an 111Yoataont aoourit7 1a purohuod at " prioo exoood-

(e) ProYido tor tho r egular emorti&ation of the premi ua 

1111 thll o-atiOD, ettentiaa 11 direated to the atate•nt 
of pr111oi plea p11blhbed 111 t he Appendix to thh reculatiOD• 
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paid, ao that the pr •i..., ahall be entirely oxtiDCI'ilhed at 

or b6f or o the u.tvity or th• eeour it:r , ed the aeourity ( 111-

cludin& premiua) ehall at no time be car r i ed at an amount 1D 

OXOell Of thAt &t ... lob the Obli&Or ~ then }Oplly rede .. 

euoh eeou~ltyt or 

(b ) Set up a re aer .. aooount 1n order to &Mortiao the 

prc m1Unt, aaid o.oco1111t to be credited poriodioally with 111 

amount not len than the o.mou.nt required tor t.morth atloo 

under ( a ) abon. 

SEC 'rial 5. PURCHASE OF STOCit. 

lio national bank or State -ber bank eball puroba .. 

f or Its aon account o.n:r aharea of atook or an:r corpor ation except 

1n the casoa r otorrod to 1n aeotion 9 here• t or aa otherwiae por ­

o i ttcd by t lv prorlaione ot the etatutea ot the lhlited State e. 2
 

No national bani< or State •lllber benl< ahAll purcb&ao an;r 

aoourity which is con•ertib l e int o atoolt at t he optioa ot the ilauar. 

Securities whioh ere oonvertiblo into etook nt tho option nt the 

holder end aoouritiee with ~took purohaao wnrro.nta or ri&bt• ~ 

be puroh:u~od by a natioad bank or State member bank onl;r it 

t he price paid fairly ro l'lecta tho lDveotmont on.lU<t at the aoourit i ee 

2UD4or the atatutoa at the United Statea, it 1e por­

aiaa ibld tor a Dlltioaal bnnl< or State 110111bor bank, aubjoot t o oer­

t>io lillitatioaa, to pvollaae atook LD a Federal Reaonoe book, LD 

ocr oorctiona or&o.nhod to carry oa a uto deposit buaineaa , in oor­

ooro.tiona or&e.nhed uD<Ier Stoto or Federal l o.w to onr&• in inte r ­

national or tor ei&n bo.nkin&o in ocrpor otione holdin& tho promi aee 

ot euoh bnnk, and 1n atook ot national acrioultural orodit oorpora­

t iona. 

. . 
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independently of tho ooD'Vertion ri&}>t or ot the atook purchase 

·~rrMts or ri&ht•. llo natioDAl bank or State 10&aber baJ>Ic ahall 

ocnvort ~ny seourity held by it into atoolc or purohue atock pur• 

su3nt to any warrant or right attaohed to or issued In connection 

wit h any security he ld by it. 

SECTION 6. UNDERWRITING OR OBALING. 

No n3tiona l bank or State membor bank shall underwrite 

or dulll In securit ies or atoolc, except in the eaaea r eferred to in 

seoti on 9 horoor . 

SECT lOll 7 . REPURCHASE AND RES AI.'! AGRED!EJITS, 

Sut:jeot to tho a ppUoable prOYialona ot the law and th11 

resul~tion, a n~tionr.l bank or State member bank may purohaao or 

sell investment eeouritioa under an asroement providi.ns for ~pur­

ch~•~ or reaal~ , only under tho following oircumatanoea• 

Repuroht\IO by t lw aollor. - A nntlonal bank or State 

a-OI:ll>er bank ..ay purchase inveatment aeourl ties under an agren ent 

Whe r~by th• bonk has nn option or an abaolut ~ right t o require the 

sol l or of t he securi ties t o ruourchaae them from tho baok at ~ 

atnt ed pr ioe or 3t ~ prioe aubject to d~tonaination under the t e raa 

or tho • grcement, but in no •••• leas thon the market voluo nt tho 

t ir.lo of repurohuo frcm the bank. But a national bank or State mem­

bor bnnk may not purchoae acourltles 1t th• ac ller hal a right t o 

r·JtWl r" th.; banlc to rdsell them under ony o iroumatanoo a, whothor or 

not tho bank hal ~ right to requ i r e the aellcr to reourohaae them. 

Regraded Uclassified



• 

- & • • •• 

A natio.,.l bUlk or State _.ber bo.llk •Y puroh&ee tm.at­

meut oeourit ie• under an ..,...._at wt.reby the ••ller or o. t hird 

pnrty ~;uaranteee tbe bUlk &gainet lou on ruo.le of the eeourltiee, 

Roso.le by the bgrer. - A mtional bUilt or State member 

bank J:JAY aoll invoatlaont aoouritio e undor an t.groomont 'lfhereby tho 

ban!< hoe an option or an abaolute right to .ropuroh&eo the Houri-

tics from t ho b~or llt a price etatod or at a prioo IUbjeot to do­

t ermination unde r tho t ol'll18 ot tbP agroomont, but in no oaoo 1n oxoou 

or tho tonrltot w luo at tho tiloo of ropurohllso by tbo bGIIk. But o. 

nat ional bank or State ~ber bo.nk ma;y not Hll securities under an 

asreemont by whioh tbe seller ho.a a right to require tbe bUlk to re­

purchase them under aey o1roiJIUtt.noea , whether or not tbe bt.llk baa 

a right to require the purch&Mr to rooell tham, 

Sl!CTIOI! 8 , LIIIITAUO!IS, 

Tho total amount ot invoatmont ooouritios or ~ one ob­

l i{;;or or 1!\&kor, including aoouritioo guaranteed by ouoh obligor or 

calcor, hold by a Mtional bt.nlc or State -bor bank for ito own o.o­

oount shall not nt aey ti1110 oxooed 10 por oont ot i to pnid in o.nd 

unimpaired capital atoolt aDd of ito uni>:lpllired ourplue tund, o.a do­

t orminod by tho pnr or i.'aoo ..alue ot tho ooouritioo hold. 

Thia l l..,.tation 4Pea not require •n¥ bt.nlc to diapooe oi.' ~ 

ooouritiu lawfully held by it on J.u&uot 23 , 19!5, 
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S&CTIO!f 9 , EXC!PTIOIIS . 

Tbie rapl ation doee DOt apply too 

(a) A:rl:f ot tba f ollowt.as -llrl tS.a' 

(1) Obl1ptloa.a of tbl 1Jnite4 Stataa1 

... 

(2) Obl1ptioa.a tully~ u to pr1noip&l 

an4 i nteran by tbl United state11 

(~) Oaer d obligati ooe ot ~ state or ot ~ 

pol1tio&l INb41rtdOIL tbeNOfJ 

( 4) Obli&atiOILI ieeued ua4ar alltborit)< of tbl 

Federal h.no Loan J.ot; 

(5) Obligatioa.a iaeued by tbl Facleral ~ !Dan 

Banke or the ROM Owners' Loan Corporation! 

(6) ObUptiona 1naured by the Federal Rouainc 

Adl81nistrator punuant to .. ction 207 ot t ile latiollltJ. 

Boueinc Aot , i t t bl clebeDturoa to be iuue4 1n pqment 

of auoh 1naura4 obligation& are paro.nt-4 •• to prin­

oip&l &D4 interest by the United 8tatea1 or 

(7) Obli gatiooa of-national mortgage aaaooiat iona1 

(b) Seouritha or &took purohaaed or aold w1 tbout r.­

oourae aolaly upon tbl Cl'<ler and tor tbl aooount ot oueto•r•1 

(c) SacuritS.a or stool< acqui rad UDcler tile tollowinc 

oirCI&at&nce a' 

(l) Through forMloaure on oollater&lJ 

( 2) In good r..itb by ~ ot ooap1'0111aa or aattla­

Mnt ot a ola1a or 11abil1~ l or 
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(ll) ID cood t&ltb to awrt u apl)"btD4e4 lou 

1n oonnoootioD with a dellt prniOWily oODtraotedJ 

(d) AZliJ oeouri ty or otook wl\lob wao lawtully aoquire<l 

by a State meoi>or bank prior to the date co wl\iob it boo ... 

or bOOOIDDI a ,.mber ot tbt Podoral a ... "" Syot.. 

5/18/SB 
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Investment Princi ples 

Proper administration of a bank•a in,.stment aocount re­

quires fire adhorenoe to sound prlnoiplea. The followin& ia a brie f 

otatea~J't of solll8 of the illport.lnt prinoipleo . 

J. The oh~eotive of a bnnk•a investment polioy aho.,ld be 

reoflon&ble inoomo oompetlble with safoty of principal, not apeoula­

tiTO or tradl~ proflto • 
• 

2. The purohaae of investment ceourities by a bank should 

be in aooordnnoe with ftn in?Oatment policy established by the board 

n f dlrootors or aue~ ~nk to oontrol the purohaoe , retention, and 

onlo of aeouri tius and •E~ oompoaltlon of the bank's portfolio of 

•couri tios, wh1oh policy aho 11L_be rovl.O'!Pd from t11118 to time and r e­

~fflrm :d or modified, aa oiroumaia~&&ibwarrant. 

3. In es tablhhin& and r eviowin& auoh a pol1oy, lDOl.,dinr; 

t he dot•mninl\tion or the abo of tho invoatmont aeoount, the direc­

tor s sho.,ld tako into oonsld" ratlont 

(a) 'l'ho lli!IO\Int of tho bank's oapital aooounta ln 

rbl~tion to ita linbilitioa nnd other corporate re­

sponoib1Utino; 

(b) The l'll\turo of its a .. e ta and the proportion 

of fixed naaota; and 

(c) Tho chl\raotar of ita huainaaa , inoludl,. poo­

siblo r..turo dorr.nds for • xtunsion of credit o.nd pey­

ment of dopoaita . 

~. Tho policy shoold be fo.,..lntod and carried out with 

~ vivw to obt<. \ninr; 1 

(o.) Soouritioa of sound qunl1ty, 

(b) Aduquate dlvursifiontlon as to olaooes ot 

•••nur\ti os nnd " " to indhidunl laauos1 and 

(c) Propur diltribution o.nd apeoinr; of •turi­

tion . 

~ . Proci~ on All eecurit1oa , whothor or not exo=pt 

l'ro:> thu provialons of aoctlon 5136 of tho tlnited Statea ReYI.oed 

Str.tut,oe, aho.,ld bo r egularly atQOrthod. 
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6. Adoqunt e reeorooe should be maintAined for pooeible 

·~turo lossoa . Until a reserve hea boon eotabliahod in an amount 

eufriolent to prorlde reaaonablo protection in tho 11S)tt of paat ex­

ne rionoo and the char&ot er of the inwetlllent account, all prorito on 

tho •~lu of aoouritiee should be transferred to tho rooerve account. 

Statutory ProYiaiona 

Par&&r aph •suvonth" of eootion 6136 of the Unit ed Statoo 

• .. visod Stetuws r oads aa followas 

"Seventh. To cxeroioe by its board of director s or duly 

authorhod ofticor a or a~:onte , subject to law, all euoh inoi­

dontnl powero &I shall ba neoosenr y to car ry on tho business 

of banking; by discountinr; and no~:otiatiDf> promiaaory notes, 

drafts, bills of exchange, and other evidences of debt; by 

roocivinc deposits; by huying and selling oxohan&e, coin , and 

bullion; by loaning money on personal security ; and by obtain­

inc, issuing, and circulat\nr; notes accordiDf> to tho provi­

aiono of this titl e . Tho business of dealing in aocurit iea 

end stock by tho auociation shall be Hmitad to purohaein& 

ond selling such s courit\oe and stock without rooourac , solely 

upon the order, and for tho account ot , cuatomore , and 1n no 

caao for ita own account, and tho aaaooiAtion shall not undo r ­

write any i sauo of eeouri t iea or stocks Prorldod, That tho 

nasocintion may purchase for ita own account i nvestment securi­

ties under such limitations and restrictions as the Comptrolle r 

of tho CUrrency 'IIIIAY by n>S'Ilation rroaoribo . In no nont ahall 

the total amount of tho investment aoourit ioo of any one obli­

sor or Bftker, hel d by tho neaooi~tion for it1 own aooo~nt, ex­

ceed at 1\ny timo 10 per centum of ito cr-pitlll stock 1>otually 

pAid in nnd uninpnirod nnd 10 po r centum of ita .un1mpa1red our­

plus fund , oxcopt that thia 11aitntion shAll not requi re any 

nseocintion to dispose of any oeour ities l nwtully held by 1t 

on the dnto of onnotment of tho Bnnking Aot of 19S5. As used 

in this ooction th" tons •in-.eatmont eeouritiea' ahal l mean 

marketnblo obligations oY1dono1ng indobtodnoas ot any person, 

oopnrtnorehip , nssoointion , or oorpornticn in tho fora ot 

bends , notes nnd/or dobontur oe o~nly known ae invootment 

soouritioo undur ouch turthor detinltion of t ho te rm • in.oat­

mont ououritios• ne mny by re~ulation bo proscribed by the 

Cot!ptroller ot tho Curronoy. Except " " heroin&ttor proYidod 

or othorwiso pormittod by law, nothinr; heroin contained ohall 

nuthorito the purohnao by tho naoooiation for ita own account 

ot nny alr.res of atook or &ny corporAtion. Tha liJdtatione 

nnd r oatrictions herein contained no to denlin~ i n, undorwrit­

tnr, nnd pur ohno1nf> tor ito own account , inYOat.ont securities 

• 
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sh,.ll not apply to obligo.tions of tho United Stnt e a or general 

oblit;r,tions or any St.~\ to or or any political oubcli rlaion the root, 

or obli go.tiono issued und•r authority of the Yodol"lll Fftr. Loan 

Act, At ~nded , or iuauod by the Podornl Home Lonn Bnnko or 

th·· """"' Ownero• Lo<>n Corporntlon, or obUptioM which are in­

sured by the Yodoral Houaint Adlldniatrator pursucurt to eeotion 

207 of t ho N~tlonnl Houoinc Aot , if the debontureo to be iaaue d 

in po.yncnt or ouoh iMured obl1t;at1ono nre guan mtecd no to 

princi p\1 ~nd lnt oreat by the United Statee, or obliptiona of 

n· tionr.l l!'.ortpce r.uoo1nt1onas J'Torlded , 'rhnt in onr ryin£ on 

tho b\10 i noas commonly known o.a tho an fe-deposit buainess the 

t>sooo l nt1<•n ohn ll not invoat in the capital otock of t. corpora• 

tion org~•~d under tho l~w of any Stoto to oooduot a eate­

dep~sit businoo a in nn amount 1n exooss of 15 per centum of the 

o~pit•1l stock of the nosoci• tion o.otunlly ptlid in nnd unimpair ed 

r nd lfi por contwo of' i t s unimJ"'lrod surplus." 

Secti on 9 of the Fodo~l Rosorvo Act roods in pArt o.o fol-

"St nt o momber bnnks shnll be aubjoct to tho soma limi· 

tat iona nnd conditions with respect to the plrohnoint;, eellint;, 

undorwritin£ , nnd holding of in...,staont aeouritioa end atook 

a s a ro npplionble in t ho cnoo of n.ntional banks under po. ragraph 

•suvonth• or ouetion 6136 or th& Re vised Stotutao, aa nmended." 

• 
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lD SeCitiCD I , otrilol ovt all pro•tbione otter the tirat 

tw_o porap;raphl and inurt in lieu thereof the tollowil!l• 

"The term '•ratable' moano tbat the oeourltieo in 

queotion must be oalnble under ordinary oi r ou.wtanoes with 

reasonable promptness at fair values , 

"It a security which ia purobased io iaaued under a 

truat nsreemept , the nsreoiiiOtlt .... t provide tor a trustee 

independent ot the obHr;or, and auoh truatao .... t be a 
bank or truot CCIIIpGD¥, 

"FUrtioulnr attention ia called to the statutory pro­

vision thnt the investment aeouritiea which may be purQhaaed, 

-..at be 'in the fora ot bonda , noteo , and/or debenturea , 

commonly known ao iareat.ent aeourltieo , • It an obliso tion 

ia in the form ot o aeourity, it ta10t comply with theae resu­

l otiona 01 to 1mnrkatobil ity 1 no a oondition to the bonk1 o 

ri(lbt to purohoae the aaM, 

"Tho purohc.ae of ony aeouri ty which toile to comply 

with the lnw and theoe resulationo ia not permiaaible, even 

tboush the bank trents the troDOaotion oo boin& a lonn 

rother than n purohnae ct 'imeotmont oeouritieo' , exoept 

whoro such aeourity ovidonoos ,..,nl eatnta lo6na mde purou• 

ant to Section 2* ot tho l'cdornl Roaorvo Aot, (a) whoro tho 

oblisoti ono notually rop,..,aont nn initinl loon by the bnnk, 

or (b) whoro tbo oblir;ntione woro pw-ohc.ood purouont to odd 

aootion, in whioh oooo tho bonk 1e roquirod tho,..,by to pur• 

abase the entire ieaue. • 

lD Section II , trab the tollorill£ oJw.nr•• 

Stria out the exiotins paropph nud>ered (S) and the 

footnote thereto aDd in lieu thereot i111ert the tollowin& pare-

"(S) The purolw.oe of aeourities wbiob heft diotiftlltly 

or predolllinat ely opeoulative oJw.raotoriotice or wbioh are 

in default either ao to principal or intereat 1o prohibited. 

' 

Regraded Uclassified



••• 

"(t ) In akiDc arq pw'obue ot lllnet.at aeaurltSN• 

the be.nk thall exeros .. 11ba tut 4e&rM ot oan tbat oo.S 

tJe.nkinc praotSoe requiftt tor •kille 1-. Beton •kille 
purobaMt u4 ~r wbUa 111 boldt s-~ ..-t­
t i oa , tba bUlk alall obtelA Nlll reoord aaoh w-'iOD 

with reapeot to 11ha aeounu .. •• alall be -•tal'7 1lo 

ahow tbat it baa euroS.od appropriete oaro. It tball DOt 

pw-oh .. o arq aoo\II'Stioa oonoerninc wtdoh lt doet DGt obtelA 

adoquato intoratlon. • 

... 

• In thla -otliOD atteatlon 1a Ureotltd to tha ata._. 

ot prinolplea polblltlltd 1n 11M Appndlx to thS. repla'iDD. 
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J.PPBIDIX 

laYeat.eat Pr1Do1plea 

Proper acbdn1atrat10'D of a bank• a I.IITeatllleat account re­

quires fin> adbereoce to aoiDI4 pr1nc1plea. The follmrinc 1a a br ief 

1 tat010out of aoae of the impol"taat prinoiploa, 

1. The object1n of a bank'• innn-t poUey aboulcl be 

reasonable inca.e compatible with a&tety of principal, not apooula­

tive or traclinc prof1ta, 

2. Tho purobaae of I.IITeatuat aeourit1oa by a bank aboald 

bo 1n aooordanoe with an iDYeatmont pol1oy eatabliahed by tho board 

of dirootora of auoh bank to control the purobaae, retention, and aale 

ot seouritioa and the ooii()Oait1on of the bank'a portfolio of aoouri­

tics , whiob polioy ahould be rOTiewed f'l-o• tU.e to tiM and r ec>ffinled 

or modified, oa oiroumatanooa warrant. 

s. In eatabliahinc ancl rGYimrinc auoh a policy, inelucli~ 

tho determination of tho aiao of tho invoatwent aooount, the cli.rootore 

ohould toke into oona1clorat1on• 

(o) Tho amount of the bonk's capital aooounta in re­

lation to ita liob!litioa and other oorporoto roaponaibil-

1ticoJ 

(b) Tho nature or ita aaaete and tho proportion or 

fixed oaoetaJ and 

(o) Tho ohoraotor of ita buainoaa, inoludi~ poaaiblo 

futuro dOlOilnda tor oxtonaion of oredit CIDcl po,yment of de­

pos i ta . 

4. Tho policy should bo formulated and carried out with o 

viow to obtoin1nc• 

{a) Soouritioa of sound qualityJ 

(b) Adoquo.to divoraitiootic .,. to tho olaasea of ao­

ourit1oa nne! aa to indh'iduc.l iasuoaJ ancl 

(o) Propor distribution and opooing of mnturitioa . 

6. Prom.iUIU on all aoouritiol, whether or net ex~~~~~pt t'l-011 

tho provisions of aootion 51S8 u.s.R.S., should bo ro,ulorly omortiaod. 

6. Adoquato r ohrvoa should be .ointoined tor poaaiblo future 

losses . Until a reaerve bllS been eat<>bliohecl in on ...ouat autrioieat 

to providO r ec.aonoble proteotion in tho U'ht Of post OxperiODOO and 

tho ohllraoter of the invoatmont aooount , all profits on the IIlla of ae­

ouritiu should bo trC~Daforrocl to the reaorvo llooouat. 

• 

Regraded Uclassified



• 

Regraded Uclassified



In the i nterim also the Federal Advisory 

Council of the Federal Reserve System met in 

Washington and adopted a resolution on the 

matters under discussion. The resolution is 

attached. 

, 

• 
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COPY CONFIDENTIAL 

THE FIRST t!ATI ONAL BANK AND TRUST COMPAnY 
OF 

MD' HAVEll 
CONliECTICUT 

TO THE BOARD OF GOVERNORS 
OF THE 

FEDERAL RESERVE SYSTEM, 

".':AS HillGTOII , D. ·C. 

Gen tlemen: 

May 18, 1938 

Ow1ng.to the unavoidable absence of fhe Secretary 

of the Federa.l Advisory Council during the latter part or 

the f i nal day of ita recent sessions , the undersigned as 

Acting Secretary was instructed to send to the Board a copy 

of a Resolution unanimously adopted by those present on 

the afternoon c.f Tuesday, May 17 , 1938. 

The Resolution was as· follows: 

The Federal Advi sory Council has 
given caroful consideration to the 
views of the BOARD OF GOVERNORS on 
the subject of the classification ot 
loans 1n reports of Se.nk Examiners 
and the treatment of investment port­
folios i n such reports . 

It is the sense of the Council 
that the general plan as to the classi­
ficat i on or loans which is now followed 
shoul d be continued; that the heading 
"Slow" should be altered, but that 1n 

Column 1 t here should be brought to­
get her loans not presently considered 
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doubtfUl or losses , but of a type Which a 
bank wo~ld not a nd should not currently 
mAke , ~n d that the total of such loans 
should be broug)lt together 1n t he Recap itu­
l at i on Sheet . "Doubt fUl" and "Loss" col=a 
should be continued as at present. 

The Council also believes that the entiro 
investment portfolio of all banks should be 
listed, p riced, and totalled and t hat this 
information is neces sary if t he directors of 
banks generally are t o have an adequate pic­
ture of the bank ' s condition . This l s 
pa rticularly t l"\:e since at t he present t lme 
the investment portfolio of the average bank 
re?resents a large percentage of ita total 
assets . 

The Council also feels that t he difference 
between market va lue a nd carrying value in the 
case of all defaul ted bonds; stocks , and non­
defaulted bonds of low gr ade should be set up 
as l oss or doubtful . Unless the marke t value 
of t he t ota l inves t ment portfolio is in excess 
of carrying value, t he bank s hould be r equired 
either to set up adequate r eserves to cover 
depreci ation on such ite~s , or to charge it off . 

The Council does not believe that market 
depreciation in securities of h ig)l gr ade should 
be set up as "loss" or "doubtful " by t he exam­
iners . It does believe, however, tha t where 
such market deprec iation exists , that unless 
t he tota l ma rke t value of t he investment port­
fo lio is ln excess of its ca rrying value, the 
examiners shoul d use their influence to have 
the bark set up reserves su!'ficient to b ting 
t he carry1r~ value of the investme nt portfolio 
d own to at least market value . The bank shoul d 
be given amply reasonable t i me to create such 
reserves . 

The Cou,noil believes t ha t the Comptrolle r 'a 
regulations regarding marketability and char­
acter of investment securit ies which a bank can 
purchase should be liberalized and t hat all 
reference to classification by manuals should 
be omitted therefrom. 
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The Council would further favor an amendment 
of the law so as to remove the r equ1I-.ment ot 
marketabll1ty from investment aecur1t1ea which 
a bank could purchase . The Council believes 
that the examiners could and should see that 
banks in making investments do not acqUire an 
undue percentage of non-marketable investments 
in relation to their total assets and oap1tal 
funds . 

The Council aska the Board to consider that 

it was not made aware of the Board's memorandum until the 

final day of 1ts seaa1ona, and the time for ooi'IS1derstion 

was necessarlly limited. If, in the circumstances, the Board 

wishes the Council to diacuaa the subject f'urther, 1t will 

be glad to appoint a coiiiDittee to confer with t he Board for 

t h is purpose. 

(Signed) 

Very respectfully, 

Thomas M. Steele 
ACTI NG SECRE'l'.~RY 

• 
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The attached revision of the Comptroller ' s 

1nveatment regulation was recommended to the 

Secretary by Mr. Diggs, Acting Comptroller of 

tho Currency. It was referred by Wr. Morgonthau 

to Mr. Oli phant who was to confer with the 

counsel for the three banking agencies to be 

sure t h at it was 1n proper legal form . 
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:B;r Tirtue of the aut horlt;y vetted in the Compt roller of the 0Urrenc7 

b1 ~ograph Sevent h of Section 5136 of the Beviaed Statutaa, the f ollow­

!~~ r~ntiona are promulgat ed: 

SJmiQII 

An obligation of indebtecl.nou which ""'¥ bo pu.rchaaed for lta own ac­

count ..,). a Mti onal bank or a State member b&llk of tho J ederal Be•erve 

Syotoo, i n orc1or t o como within t he claaai!icat ion of 1 inveatcent aecuri ­

tloa• withi~ the meaning of tho Seventh per86raph of Sect ion 5136, muot be 

a car:.:et l\!>le eecuri ty aa doal&nated b7 the expreae le.nguage of eald per a­

Graph Md can bo purcbe.eod for t he bank1a own account only under the 

l~itationa and roatrictiona provided 1n enid pnragraph and the proviaiona 

of these reu~tiona . 

!'he tcl'l!l •mnrketablo• moans that tho aecurltiee in queatlon wat be 

anlablo under ordinary circ~tancea with reaaoneble prompt neaa at !air 

valuea . 

4 security, t o be mar:O:ot able, must ceot t he folloorlns oinimum requtr .. 

c ent a: 

4, Tlhcre the aecurity ia iuuod under a trust fi(IJ'e.,.ent, tho a&re .. 

mont muet provido for a t ruatoe independent o! the obliaor , and 

BUCh trustee =et be n bank or trust c~: 

B, (1) 4 public distribut i on o! the aeouritiea muat hl\ve been provided 

tor or made 1n a manner t o protect or lnaura t he marketability of 

the ieeue, or other exiatina aecurit i aa ot the obligor ~t have 

• aucb a publi c dlatribution aa to pro•eot or i .naure the marketabil­

ity of the haue under conaideratlOD; or 
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(2) - 1n the caae of aocuriiiea for wb1ch the public diatribution 

required t o be proYided or made b;y Bubaection (1) hereof cam~ot be 

eo prOYided or ao made and w!Uch are iuued b;y eatabliahed c~ 

cial , marcantile or !llallufacturi~~g buaineuea that can demonatrate 

the abilit;v to eervice auch aoouritiea, - the debt eYideneed 

therob;y cuat caturo oot later than ten ;veara after the date of 

iaaUMce thereof Md muet be tull;v and adeq~tel;v eecured: and auch 

socuritiea ~t, ~ their terma, pro.ide for the regular amorti~ 

tion of t he debt evidenced t hareb;y eo that it will b e oxtillguiahed 

by ita maturit;v date t hrough oqual periodic J)a11Denta thereon: Pro­

vided , 'l'bat no amortiution need be required for the period of the 

fir at ye!U' after the date of hauance of euch eecuritiea. ~ 

total anount of eecuritiea held under authorU;v of tb1a Bubaection 

(2) b:v a national bank or b;y a Stato meober bank for ita own account 

ehall not i n an:v evont exceed twent;y-five porcent um of the capital 

stock of auch bllllk: actuall;v paid 1n and unimpaired and twent7- fi ve 

percentum of ita unimpaired aurplue. 

Particular attention ia called to the atatutor:v proviaion that tha 

invoetmont aecurit1oa wb1ch a.:~ be purchaeed, cllt be 1 1n the form of bonda, 

not ea, and/or dabanturaa, cCII:DOnl)' known aa inYeat mant aeeuritiea.• lt an 

obligation 1e i n t he form of a aacurit;y, it IIIUIIt coazpl)' with thaaa recul&­

tiona aa to ·~kotabilit)" aa a condition t o the bank'• right to 1nweat 

theroin. 
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AJ1¥ such aecur1t7 which !aile to COIIIP17 with the law and theae recul .. 

Uona, will not be da-d lop.llT acquired, enn thoueh the bulc conaider1 

tbo traneeetion ae being a loan rather than a purcbaee of 1 1nYeatment lecuri­

tioa•, except wbero .uch 1ecurit7 evideocea real eetate loan1 made pureuant 

to Section 24 of the Jedoral ReeerYe Act, (a) where the obll.&ationt actuall7 

ropreoent an initial loan b7 the bank, or (b) where t he obUgationl ware 

purchased purauant to aaid eection, in which caae the bank ie required 

thereby to purchase the entire i1eue. 

SIQ'l'IOll II 

(1) .Ut~ tho bank 1e pGrmitted to purebaee 1 inYeatment aocurit1u1 

for ita own account for purpoao1 of investment under tho proviaione of R. s. 

5136 and this regulation, tho bank ie not permitted othorwiee to participate 

as a principal in the marketing of eocurlt1ee. 

(2) '1'be etatutory limitation on tho azoount of the lnveot mant 1ecurit1ea 

of any one obligor or makor whioh mAT be held b7 the bank, i1 to be deter­

minod on the baaia of tho par or face value of the eecuritiel, and not on 

their market value. 

(3) !be purcl:lneo of •tnveetmont 1ecuritiea1 1n which the ln•ut10ent 

cbnractariatica are dlotioctly or predominantly apeculative, or the purcba1e 

ot aecuritiel which are in default, eithor ne to principal or interoet, 11 

prohibitod. 

( 4) Purcba1e of an •tnn1tm.nt 1ocur1t7" at a price exceeding per 11 

Probibitod, unloll the bank lball: 
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(A) Provido for the regular amortisation of the premium 

paid ao that the promium shall be entirely exti116uished at or 

botoro the JMturity of tho aocurity and the eecurity (includ-­

ing promium) shall at no intervening date be carried at an 

"""""'t in exceaa of thet at which the oblisor 111a1 legally 

redeem ouch security; or 

(b) Set up a reserve account in order t o amortise the 

preol.um, said account to be credited poriodically with an 

amount not loss than the amount r equirod tor amortisat ion 

undor (o) above. 

(5) Purchese of securities convortible into atock at the optio.n of the 

iaausr 1a prohibited. 

(6) Purebaee of securities convor\ ible into otock at the option of the 

bolder or with atock purcb&ae warriUlta attached h prohibited 1f the price 

paid tor auch securit;r 18 in exce .. of the inYOatoant value of the aecurit;r 

!taol f, cona idered independent of t he stock purcbaao warrants or converaion 

fe11tura . If it 1o clOlU'ly opjllll'&nt that t he price paid for an otherwhe 

alig!blo aocurity fairly roflecta tho inveatmont value of the aecurit;r itaelf 

and dooa not include an;r epeculative value baaed upon the preaance of the 

stock purcbaaa warrante or convaraion t ... ture the purchase of such a aecurit;r 

lo not prohibited. 

( ?) 4a to pg.rcbaae of securi tiea under repurcbaee agreement, eubJect t o 

tho l!Qitationa and restrictions aat forth in the ~ and tbeae regulations: 

• 
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(a) It ia permlaaible tor the bank to purchaae "iDYeatment 

aecuritiea• trOCI another under an ~CTe .. ent whereby the bank baa 

an option or an abeolute right to require the taller of the aecu.­

ritieo to repurchue them trom the ba:>k at a price atated or at 

a price aubJect to determination under the terma of the agreement, 

but in no case leea than the market Talue at the time ot repurchaae. 

(b) It ia permissible tor the bank t o parchaae 0 inTeeteent 

aecaritiea• from another under an agreement whereby the teller or 

a third party JU&l'&nteea the bank against lose on reaale of the 

aocuritiea. 

(c) It ia not permlaeible !or the bank to purchala 0 inTeatment 

aocuri tie a• troc another under on egreemont whereby the aeller r&­

eervoa t he abeolute right or the option to repurchaea laid .. curi ­

tiea itoolt or through ite nominee at a price atated or at a price 

au~oct to determination under the torma of the agreement, notwith­

etanding the fact that the bank ra:t &leo, under auch ~CTeeent, 

hove the abaolute right or option to compel the aoller to repurchala 

tho securities at a price atated or at a price IUbJect to date~~ 

t ion under the terma of the egreeant. 

(8) .U to aalea of oocuritiea Uildar repurchale agreecent, 

(a) It ie percieeible for the bank to aell aacuritiee to 

another under an llt."~'IICltnt whereby the bank hal an option or an 

abaolute ri.;:ht t o ropurcha .. tho aecuritiea trOD the buyer at a 

price stated or at a price aubject to detormlnation under the term• 

ot the ear a-nt, but in no caae in axca .. of the market Talue at 
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t ho time of repurohaee. 

(b) It ie not perodaaible tor the bank to aell aecuritiea to 

anothor under an 8l;1'e8Cient wherob7 tho purchuor rooervee tho abao­

lut e right or the option t o require t he bank to repurchue eaid 

secur1t1ee at a price etated or at a price eubJect to determtn&­

tion under tho torma of the ~eCXIIent, notwi t hatandillf> t he tact 

that t he baolt ~ aho, under euoh a&rMment, heve the option or 

obeolute right t o r opurchaae t he aecuritiee from the bUJer at a 

prico et atod or at a price .obJect t o determination under the te~ 

of tho 86reecont. 

In view of tho tact that eome banl<e ~ havo bought or aold .. curit iea 

under a f orm of ~eeaont abO'fo indicated ae prohibited, the bank ahould 

eit her torminoto or modit7 eame eo a• to conform t o t hese rloJUlatione, 

•bore such action ·~ l""t\lllT be taken. :CXhtill& agreomenh of the 

prohibited type ll!Uit not be ronewod. 

IXCI!"l'l Ql! 

The reetricUone and limtationa of thel8 rOI!;Ulatione do not applT to 

aocuritiee acquired through torecloaure on collateral, or acquired in good 

!~ith by way ot cocpr ombe of a doub\t\ll claim or t o avert an apprehended 

lou in connection with a debt proviouelT contracted. 

\ 
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A revised statement of the majority agreement 

reached by the re9resentativee of the Comptroller 

of the Currency and the Federal Deposit Insurance 

Corporation was given on .line 6t h to the Secretary 

by Ur. Upham as his report . The representative 

of the Federal Reserve agreed to only one of these-­

t hat with respect to the treatment of securities 

prof its. Mr. Morgenthau was also given two other 

statements , one entitled "Securities El i gible for 

Purchase by Banks , " giving briefly the changes in 

the investment regulation; and another giving 

br i efly t he reasons for all of the changes proposed 

both 1n the majority agreement on bank examination 

and in the revision of the Comptroller's regulation. 
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'J'M classification of Loans 1n Bank &xam1nat1ona 

Tbe 9resent captions of the classification units, namely, 
"Slow," "Doubtful," and "Loss" are to be abandoned) 

The classification unit s hereafter will be designated 
numericnlly nnd the following definitions t hereof 
Ylill be printed in examination reports: 

1. Loans or porti ons t hereof the repayment of Which 
appears reasonably assured. These loans are not 
classified in the examination report . 

I I . Loans or portions t~ereof which appear to involve 
a substantial and unreasonable degree of risk to the 
bank ~y reason of certain unfavorable trends and other 
unsatisfactory characteristics noted in t he examiner's 
comments . Tnere exists in au~ loans the possibility 
ot future loss t o t he bank unless they receive the 
careful and continued attention of the bank's manage­
men t . No loan is so classified if ultimate repayment 
seems reasonably assured in view of tho sound net worth 
ot the maker or endorser, his earning capaci ty and 
character, or the protection of collateral or other 
security of sound intrinsic value . 

III. Loans or oortiona t hereof the ultimate collection 
of which is doubtful and in which a substantial loss 1a 
probable but not yet defini tely ascertainable in amount . 
Loans so classified ahould receive the vigorous atten­
t ion of the management with a view to salvaging whatever 
value may remain . 

IV. Loans or portions t hereof regarded by the examiner 
for reasons set forth 1n his comments as uncollectible 
and as estimated losses . Amounts so classified should 
be promptly charged off , 

Present practice will be continued under which the totals ot 
II, III, and I V above are included 1n t he recapituls tion or 
SUJ:mlary of examine rs 1 classifications . 

!'resent practice will be continued under llbich the totals of 
I!I and IV above are deducted 1n computing the ne t sDund 
capital of tbe bank • 
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The appraisal ot Bonde 1n Bank Examinations 

Neither appreciation nor depreolation in Group I 
aecuritiee (except the fourth grade of general ma~et 
obligat.lone) will be shown 1n the report. Neither wUl 
be taken into acco=t 1n figuring net sound capital of 
the bank. 

Net depreciat ion ln the securities ln Group II 
and in the fourth grade of general arket obligations 
will be deducte d ln computing tho net sound capital of 
the ban,k. 

Present practice will be continued unde r which 
depreciation ln the securities ln Group III and Group IV 
defaulted lesuee and stocks -- are claellfied ae loss. 

Present practice will be continued under wbloh 
prem1Ul'll4 on aeouritlee purchased at a premium muat be 
amortized. 

Present practice of llatlng and pricing all aecuri­
tlea will be continued. 

' 
... 
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The Treatment ot Securities Protita 1n Bank Bx•m1ne.ticna 

until loaaea have been written ott and adequate reaervea 
established, the uae ot protita trotll the aale ot securities 
tor any purpose other than thoee, wUl not be approved. 

Present practice will be continued under which ••;= .. ed liif 
losaea must be charged ott . ' · 

Present practice wUl be continued under which the 
eatabl1ahment and maintenance ot adequate reaervea, including 
reserves against the aecuritiea account, are encouraged. 

Present practice wUl be continued under which specu­
lation in securities ia criticised and penalized. 
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securities Elisible ror Purchase bJ 8&nka 

The definition or "marketability" and the Dl1n11'11um requiraJDenta 
to be met 1n aatabl1.sh1ng that a security 1e "JD&rketable" 
have been changed. 

1. Instead of requiring that a security to be 
"marketable" must have "such a market aa to 
render sales at intrinsic values readily availa­
ble " it will be required the. t they "be salable 
under ordinary circumstances with reasonable 
proDtptness at fair values.• 

2. Requir8Diant that the " i ssue be of a suf­
ficiently large total to Dl&ke marketability 
possible" has bean eliminated. 

3. Requireant with respect to registration 
of the issue with the Seourities and Bxohange 
ComMission has been el1DI1natad. 

4. The absolut e requi.reDisnt that there Dtuat 
have bean a public diatribution has bean Dl&da 
subject to an exception 1n the case of certain 
securities issued by "establiahad comDterclal, 
mercantile or manuracturing businesses that 
can deDtonstrate the ability to service such 
securities ." 

Tbe reference to the use or rating manuals as evidence that 
securities are eligible for purchase has been el1DI1nated. 

Tho rule with respect to the purchase of securities convertible 
into stock or with stock purchase warrants attached ie 
broadened. 

• 
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Claaaitication of Loana 

1. s,. the complete elimination of the word "Slow" tr0111 the 
olWllne rs ' claaaif'ica tion of lo~a and by emphaaia upon the 
definition of the t;ype of loan wbich, although neither a 

probable nor a n almost certain loss, nevortholeaa should be 
carefully watched by the management of the back, we meet the 
criticism, whet her juatitied or not , that clasa1ficat1on of 
loans as "Slow" by bank exam1nera is an important contribution 

to the alleged reluctance on the part of bankers 1;o make loans . 

Appraisal of Securities 

2. By completely disregarding appreciation and depreciation 
in Group I securities, the importance of market price 1a 

minimi zed and bank:s are given an incentive for purchasing 
h1Sh grade securities for true investment. 

Treatment of Saouritiea Profits 

:s. By disapproving the use of bond protita tor dividends, 
bonuses , and the like until and unless losses are written 
off and adequate reserves maintained, the speculative 

shifting of securities and in- and- out trading is discouraged. 

Securities Eligible for Purchase by Banks 

4. By broadening the definition of marketability we make 
possible a greater flexibility 1n permissible purchases and 

so meet t he criticism that sound small issues cannot quality. 

5. By elim.inat1ng the reference to rating agencies as a 

source of evidence as to the investment quality of a bond 
we meet the criticism that we have delegated to the rating 
agencies the right to determine which bonds banks can buy 

and which they cannot buy. 

• 
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On June 9th llr. Upham told Vice Chainun 

Ransom of the Federal Reserve that 1n hie opinion 

the Board of Governors was making a mistake in. 

not going along with the majority agreement , making 

it unanimous . He told Mr. Ransom that be thought 

they were not only being unfair to th~ 3ecretary 

of the Treasury and the President of the United 

St ates but, moreover, that the:r were putting 

t hemselves in the undesirable positi on of being 

the agency which blocked uniformit;r. Mr. Ransom 

called Secretary Morgenthau and told him that be 

waa going to step into the picture and aee if be 

couldn't bring the Board of Governors into line . 

Statement of the issues prepared by Mr. Upham st 

lo!.r. Ransom's request and given to b.1m on June 

11th is attached. 
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Cla aaitioation or Loana 

but not name £our classes 

Designate t h em b;y nume1'1cal 

List classes II, III and 

(mlch would include the same 

as a re now included as Slow, 

~·ht.r••l and Loss) . The three 

listed will be totaled 1n 

clasai-

'!OSLtioona, and the totals or III 

IV will be deducted in figuring 

net sound capital of the bank. 

111norit7 

Bl11111nate the slow column £rom 

the pages where it now appears. 

List elee'tlbere 1n the report 

under some such heading as 

"Loans l isted £or 1n£ormat1on 

or oOII!Dient• loans £itt1ng that 

description. (These would 

probabl;y not be those now 

called Slow, some or which 

would be thrown over into 

Doubtrul, and some not criti­

cised at all. ) This claaa 

of loana would not be totaled 

1n an: recapitulation. 

Bl11111nate computation o£ net 

sound capital £rom report. 

The change 1n name; including (by reference) unc1'1tio1aed 

; t hree columna or two with a separate l1at; recapitulating "Slow" 

t1e,ur1ng net sound capital 1n the report. Undoubtedl;y abo there 

a difference or opinion ae to what loans are critioiaable. 
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.. Appra1aal of Bonde 

deprecation 1n 

1 aecuritiea (except the fourth 

ot gcno:ral market obligat 1ona) 

report nor 

into account 1n tigurinA net a0111Dd 

That the net depreciation 1n .. 
aaouritiea (including ~ 

general DBrket oblig­

in Group I) be deducted 1n 

• 

M1noritJ 

Do •t lht or price 

aecuritiea 1n Group I 1n 

the report. 

Do not liat or price 

aecuritiea 1n Group II 1n 

the report • 

Do not compute net sound 

capital. 

Attach to the report tor 

.. 

net sound capital. That 

securities be lhted and priced. 

tranamiaaion to the auper­

viao~ authorities a complete 

l 1et of aecur1tiea. 

pricing aecuritiea i .n the r4!P o rt l cOJDput1ng net 

sound capital 1n the report; 11' computed, deducting net deprec1etion 

1n Group II aecurit1ea (plue tnat in the fourth grade of general 

11!8rket obl1ptioM,) 
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Treatment of Bond Profits 

I th1nk we have a unanimous agreement that {1) Estimated 

l osses should b e charged off ; {2) Banke should be required 

to establish and mai ntain adequate reserves, including reaervoa 

against tho securities account ; {3) Until losses have been 

~~r1tten off a nd adequate reserves e s tablish e d , bond profits 

-
should b e unavailable for any other purpose; and {4) Speculation 

should b e criticised and penalized. 

The main issue here was whether bond profits should b e 

required to be actually impounded 1n a specia l reserve account 

and no other uae of them permitted . 
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On June 16th t h ere appeared 1n t he Con­

gr essional Record the at t ached letter ! rom 

Chairman Eccles to Senator Vandenberg. 

I 
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1une 14, 1938. 

Lear Senator Vandenberg: 

Your letter ot Mny 17 i s of much interest to me and to 

the other m•mbars ot tbe Boerd ot Governors, tor i t raises tuode­

eentol questions or public int~reet. I appreciate , as I know my 

colloegues do, your interest ln having a correct atetemant of t he 

facta wltb .,.bleb to meet misleading and damaging propaganda that 

jeoperdi~~s not merely our ban.~s but our entire economic structure 

end , in the final ftDalysis, our democratic institutions. 

You atato tbat in your part of the country tbere is 

~ltetion to aboliah the Federal Reserve System and to substitute 

IJreenbacku r or bonds , and that the advocates or t his course make 

two ~In pOinte: first , tbct , although the Const itution gives 

Co~ress the power to •coin money ond regulate the vulue thereof", 

Congr6ss hoe abdicated this power; end, aacond , t hut in conse­

quence or this nbd!cotion, private bonklnr, , operating through tbe 

r.cd1um of tho Fode~ Reaerve System, i s tbo actual controller of 

coinage nnd values end thereby takes o profit to itself through 

the exercise of this power. 

We are constantly bombarded, as you ere , by those who 

I""'Sine thn all t~e complicated problE!l!ls or our econo1n1c Ute 

con be solved by monetary magic. Unfort unately, tbe probl...,. are 

not 80 s1m;>le. Tho rallure on t ba port or MOllY groups to undor­

s tnnd how our oconomie oystem tunctiona Increases the difficulty 

ot f1no1ng practical solutions to tho vltel probl<as tbot confront 

US , 

One of t be most conspicuous end arresting facts of tbe 

situation as i t exists now and bas existed sln~e the banking boli-

6oy is that we bave an abundance, not a ecarcity, or money and or 

funds seeking investment in prot! tabla and ~;roouctlve outlets. It 

WOtdc be aupnoaed tb3t In t he oreaenoe of tb19 tao t tbose .. to imaglno 

t he t a m~re increase 1 n tbe volume or money would as sura tull e:aploy­

ment and prosperity woulc at least reexamine their arguments. I 

doubt ~betbar In all history there bas over been such a convincing 

domons t rotion or tbe falsity or t he theory that mere creation of a 

•azt ~oluoo or tunda will of 1tsel f produeo or mnlntein pros poroua 

"Jndit. t.ona . 
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Tbe vi tal po1Dt "Nbicb Ia so atrengel y overlooked by the 

quont ity of money theorists ia that 1n ordor to bavo prosperity we 

~•t not only bave an ede~uate supply of money but it must be put 

to active uae t or productive enterprlaoa . 

Tbe greet need no.., , as has been tbe c.ase nor a1Deo the 

!de twontlea and, \ndoed, throughout much or the so-called pros­

?')rouo are ia to draw upon our extatins human and aateriel ro-

• ourcos end put tbem t o product ive use. Our probl em is not end baa 

not been in any aenso one of btt inedequete aupply of aonoy end credit. 

~ •• n~vu todo,y, for exa:nplo , as y<l\1 ar e oW&re, a lnrger volumo or 

.:urrcncy end benk duposl ta tb~n wo bad nt tbe penlc of tbe boom i n 

1929. Int ereot retoo bovo btion and continuo to be at uopr.cedantedly 

l ox levols. This would not bo the coso if thero were o scarcity of 

~on~y . It ia c scar c ity or money, togother wttb dcmGDd ror it, tbat 

=ok~s Interest rcteo rise. 

Excess re3oMes or t he biiDl<ing ayatem &re nnd have been 

vory much srout er than thoy wore throughout the period of tbu 

Wont1ao . At proeent they exceed $2,500,000,000, nnd by t ho end of 

tho yeor thoy ere likely to axceud t3,SOO,OOO,OOO, Whi ch Is greeter 

then they evur have boen in oll history. txcea3 r uaervea represent 

idlo eoney. In their prosont proportions, t hey represent credit ro­

sourct~s on which buaincso could dr:~.,. prcct tcelly wt thout liai t i t 

bus iness were cblo or willing to use these resources for productive 

purposes . 

In my judgMent, one renaon why bo~ credit is not flowing 

-.deque.tcly Into productive bus !neeo chll.Mule 16 bec~use tho bc.nks 

ore undr,r too so\'ero rcstrtctiona in tbeir lendtng 110d tnvesUng 

operations . Thia I s due oot h to Federal nnd St ate benk eualnntion 

polici es end to the Rcguletioo of the Comptroller or t ho Currency 

sovarnh&& inveotmonto by mombor bonl<s . Ao to l oons, lle.D1 would-be 

borro•era ~ot ~et deserved accommod•tion by the bonks, not be­

cnuoe the bonkerM ere necossnrily ot fLult, but beceuao or tho re­

strictions 1aposed upo:> th9 • 1<111le lurger units of busineaa ecn 

obtain tl'lpl e bank eredi t, th~ro Gro n=orouo eoaea wbero sound l ocel 

businesses no~~ wcrking cepitnl or f ixed capitol on longor teras thcn 

the benko can aske without being cri tici~~ by aost bLnk exnm1oera 

•:he havo been tl'1\ined 1D tbo uohool vlbich l.dontifiea liquidity with 

soundneee. Similar l y, tho Comptroller' • ~egulntion i n etfect con­

rices pormlasiblo ~ tovestmenta to regiaterad soeur1ttoa that ere 

giveo approved rr.tl.n8a by recognizud ratl.n8 fil'lla nod tb~t havo n 

"ide end coti vo lllel'ket. Thuo meny l oct!l industries or 8:11:11 110d 

• 
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ll!edlum s1Zo, which cannot stand the costa or re&1sterlng and 1fN1n& 

socurlt\ea for general public otter1na but which are perfectly sound 

r i sks , are denied oecees to that tyPe or credit which ls available 

to larger bus lneao uni to through the put•cbese or t heir secur i \los by 

banks. l:t tbout questioning the neoeasi ty for rO«Ulotions in the 

r twld of lnvesteent £ecuritieo, I em confident that It Is e mistake 

to probl bl t member banks frot11 purchasing sound socurl t1es or loc:al 

buslnoo~es . I have urged t hat the Comptroller' s Regulation be r e­

•lsod 3.) that bank lendl"S tilld investment policy can meet changed 

conditions and present dey requiroaonts or bualnsss end industry. 

In a r econt addroos, I s tated: "Benkers collllot justly be held r c­

spcnolblu tor auch r estrictive govoromentol bonking policies as eon­

ruse soundness with liquidity or true worth with current depressed 

r:\o z·kot velues . I r,.vor mod~rnize.tion or theso prncttcos nnd rogu­

l ut lons, t~ encourcge the henkers to mobt changed crodlt conditione 

end needs wi thin their o~ COEmUDities, &nd thus to discourbge tbs 

clternotlve which is mul tiplication of governmentul ngenc1ea set up 

to provide credit eccommodotion tbot tho bhnklng community could end 

should In nornal tlcda be adapted to extend to tbe public.• 

Thus while tbe actunl ~nd potential supply of funds Is un­

precooanted , und tbe trouble Is by no monns a lnck or such resources, 

monut~ry pol\cto;a which hove el.nled at providing this abundance of 

money • r c fruatrotod when, nt t ho awme tlmo, exnmlnotion c~d lnvest­

nent policy rcmnln reatrtctlve end, indeed, ere oxnctly contrary to 

monetary policy. It 1G for this rooeon tllrot I b.£ve likowlas con­

tended tbet bc:nk exomlnatlon r•nd Investment policies must be closely 

coordl~tod with monetary policy. Otherwise, the result Is likely t o 

be tho s tclemete tbet now exists In t he eoae of many aound but small 

business men wbo would obtein credit end put It to productive use, CUld 

t o t:tom tho bonkors would melee loons, but tor tho f<cot tbet the Govern­

sect's underlyinG policy or craatlng ample credit at reasonable rates 

t cr the encouragement or leglt imeto buslnoss Ia balked, In tho ccaos I 

hove indicated by restrictive rulaa and regulntions. 

I bavo digNaeed from discussion or t he specific points 

rol~ed In your letter since I felt It necessary to empbasizo thet 

even In the f ield of credit control, whl ch is gcnernlly entrusted 

to tho f ederal Reeel've author\ ties, 1mprov81!lent and coordinatlon of 

tho nct l vities or diffar ent brnnchoa of tba Government IS nooeesory. 

Thla sl tu~tl~ indlcctea tbQ urgent need tor aocndmenta to the bcnk-

10J3 l n11s to insure corrolc tl.:>n of pol\cioa czong the vnrloua banltln& 

~n ~ other finenolnl aupervtacry outhorltios. 

• 
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9ut, aside froe ·the obstacles just described to tbe flow 

of money into produc tive enterprise , the principal re&aon why tbia 

now is held back ia that business and irduatry 1(8Derall7 see DO way 

to usa funds profitably. Tiley are not sure of t1rd111(P: a profitable 

roarket t or their products. .And thla cordition camot be relledied 

until con&WDers have ouftieient incomes to buy those products. 

Lock or r ecognition of this fact lies behJrd auch of tho 

monetary agitation, perticularl.J' that diNOcted agai.Mt the banking 

~,ystem em a gainst the mothods or financing t he requireunts or the 

~~ent. 

Our benkinc system bas d.eveloped its present pattern since 

the beginning or the Republic and while no one familiar with 1 t 

would conterd thot it luis attained perfection or bas yet approached 

the ideal, it bas been adsptcd, step by step, in accor~nco with 

~merican principles ard traditions or de.ocratic ~overnoont and t o 

avoid too great o concentration of or en abuse of power. So IOaJl7 

l<!fegue.rds ageinat tbese evils b&Ye been establlabcd over the years 

t s to pr esent other diff1cultie3, such as t~ose arising trao divided 

responsibilities, Yet, with ell o! t~e odmltted !cults, tbe system 

is lntinitoly proterable to one which complotely eberdona the beaic 

principloa upon •bleb d&mocrc.tic govCtrliiDents were long ago eatebllahed 

r nd hevo since beon ~~&intcinod . Similer ly, the procedure wherebr the 

Gowl'tlllent issues ita securities, peya interest upon them, srd repeye 

tbc111 ot lll£turlty, hes be~n eateblished out ot long experience. 

The Government represent s all ot our people. I ta debts 

&re the debts or ell of our people. When we as • people , acting 

thr ough our collective modi1111 of gover111111nt, borrow 110ney, we are 

borrowing frooo ourselYea, srd when we pay interest on or pay back 

tho principal of the debt thus created, we are pertnr ouraelYee. 

~o 100noy roquirod to pay t he interest and to pay beck tho principal 

1s raised by taxation lovied br011dly on the besJa of ability to pay • 

fllult ia t o be gained b)' doing away with this established 

process? rr the Govar,..nt is not to pay interest, then it can no 

longer borrow f roon i ts c1 thens. Certain17 they cannot be asked to 

lerd t 'w>ir savings w1 thout &1'0' return whlltsoeYer-not it • o ere to 

preserve a democratic syste• of printe capital. The Go......-st 

.,.,uld b&Ye to fall beck, then, upon issuing currency. Currency 1a 

used only for a emnll pert, not 110rc than 10 per cent, of our howi­

nesc transectlona. The heart of our system ia the extension ard eon­

traction or credit in aocordnnce wi t b tbe requireaenta or ca.aer ce, 

' 
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t r¥lustry o!¥i agriculture. But let ua suppose that the 00'f8MIII'Bnt 

•ere to issue ...,.. -and aore currenc7 in order to meat i te current 

obllget iono am also to pay gff \ ta bonded debt entl rely, aa soae 

or t he advocates to whoe J OU refe.r have proposed. The recipients 

of t ho currenc7 , if thoy are on the relief rolla , tor exa.plo , would 

sP'nd t he mone7 aa they do tho cash the7 receive now, but ul timetal7 

1 t would f i nd i ts way into tho banda ot soae aercbant or producer 

...,o would dcposi t it i n hie bank, and the bank in turn would forward 

the cash to t he Federal Reaorve bank where it would add to excess r e­

serves , Or , ' i t the reciplont i a the holder or a Oovernaent bond 

which be i s obl.igod to exchange tor currency, he l:igbt possibly 

spend some o( the currency, or be aight endeavor to buy soma other 

securi ty which would return a yield on his capital, or be aigbt de­

posit t~e currency in his bank, which in turn would forward it to 

t he Foder&l Roscrvs bank, but i n every easo tho currency ultiaately 

would find its wa,y to the Federal Reserve b&nlca ond adu to oxeeaa 

roserves. 

Suppose t hat t.be enti re national debt were to be pai d ott 

i n t ole fe::hion. About U.,OOO,OOO,OOO of the Goverment debt ie 

roprasented by Treasury securi ties held by banks , insurance eoapanJ.ea 

and other corpol'ate ond i .ndi vi duel investors . To replace these se­

curit i es wit h cash would aean that the cash would now into the Fed­

eral Reserve banke and build up excess reserves by $M,OOO,OOO,OOO , 

or to a prospective grand t otal of aore than $S7, 000,000, 000. There 

i a no way i n which any such dol ugo of excess reserves could be kapt 

within control t o prevent thea trOll being used as a basi& f or a reck­

loss i nflation. Under our syst em of so-called tracti onal r eserves, 

for every dollar of excess reservee they have tba banks can le!¥i 

appr oximately oevon dollars . Thuo , ·~7, 000,000,000 of oxeeaa re­

soMas, if used as a basis tor l oans , would bo capable ot exp<inding 

int o some • 250 ,000, 000,000 of bank l oans, an aatronoeical f i gure 

that, it ever r ealised , would Mean the wildaot inflation iuainable. 

Yet t he fi cure servos to illustrate the abs urdity of the proposal to 

P"Y off the GoVGr,.ent ' a debt in cash. 

Asauaing that the banks would not indulge in 0111 ouch 

orgy of inflation--end, co I !love pointed out, there would ba no 

wny to control the situation-then all that would be eccoapliebed by 

t he proposal , 1a thet the holders ot Governaent securities, whether 

they be i ndividual a or ioaur&nee coape.niea , or savings 11nd other 

bnnko, would receive cash for their Goven81nt aeeuritiea nnd this 

Co3h they would try t o tavost in soae other intereat-be&ring obli ­

gct i on, presumably one ieaued by 11 prln te corporation, end if they 

• 
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railed to find a eatiafact ory inveat.ent they would deposit tha cub 

in the banl<. In aey 8'fent, the currene;y would tinall;y find i t a - 1 

back t o the banking s;yatem, because no more currency will relain in 

etreulation thtm the public nuds for pocket, payroll and a few 

other purpoges.• The heart of the American financi ng s;yatoa is 

credit-not coins or paper aone;y. They aro the saall change. The 

gree t bulk of business is done b;y banl< checka. 

Afte r t~s money was deposited in the bank it would prcbebly 

be adJ ed to tho alread;y redundant nount of funds that t'a.il to find a 

setiSfoctory investment outlet. The effect would ba to bid up to 

larger and larger preaiums the existing suppl y of such investments, 

which aro even now at extromel;y low yields. 

The creation of moro idle funds would not create 110re 

rcsl wealth. It would not l ead industry to pr oduce more or the 

nocossnriea and colllforts of Ute which our people need 01; want. 

I t would not help to distribute among the people of the country 

t ho nneded and wanted thin11s, housing, clothing, food, end all the 

infinite variety of other products, which our econ~ could and 

should produce . 

furthermore, ~~e use of the printing press b;y tbe Govern­

ment would re110ve aU restraint on public expenditures. llben the 

Govern:nent printe money aoiiM!one has to pe;y for what it bu;ys. Pro­

duction does not increase and in the exchange of goods some group 

in the population IIUSt bear the coat of uncoapenaated acquiaitiona 

by the Government. Who pe;ys in the firs t t nstanee depends on cir­

cumstances, but ultiutely it is paid for by those l east able to 

bear the cost. For i nflation i nevi tabl;y f ollows this course , and 

the burden of inflation, through loss of bu;ying power or money, 

falls beaviost on the poor who spend all their earnings to .. et the 

cost of living. It is far cheaper and more equitable t o pa;y for 

Government expenditures out of taxes , to which contributions are in 

accordance with ebili t;y to pe;y, than to pay for them by inflation, 

which destro;ys tho value or the pay envelope, the savings account, 

nnd tho inaurence policy. 

<The reesons f or this are explntned in more detail in "The Currency 

Function of the Federal Reservo Banks", copy of which is attached. 

• 
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There is no question whatever as ~o the sovereign right 

or the Government to abandon tried end tested principles end to 

Issue greenbacks. Wbat is at issue, is not the risbt or the Oovern­

~on t to do vlrtuallJ whet It pleases with i ts currency. Tbe issue 

Ia whether the Government shall adhere to principlea establiehed 

tbroush long end often bitter experience or throw those principlee 

to tho wind in favor or t he printing proae methods that we as a 

rAt ion hove dis csrcled, but tbat have led oome countries to financial 

N i n . 

As I have indicated, the bseic fallacy or the groups to 

whom you refer appears to be that or mistaking money t or reel wealth. 

Tho Ccvernment ~igbt , end certainly conatituttonelly could , flood 

the not ion wl t h paper currency, unbacked by anything other than the 

ol r wo brvothe, and limited only by tho abil ity or the presses to 

turn out t.he printed monoy. Yet that would not adci one dollar to 

our r~ul wenlth. It would not better the lot of our peopl e . It 

would servo onl y to engult all or us in a ruinous inflation and col­

l apse. Possibly a taw ehrewcl speculators might benefit by thet , but 

to' t he great mass or our people it woula be utterly disastrous, 

Stripped or tho spoclouo profundities about the conati­

tut!onol ri3ht or the GoYe~ent to coin money, the argument t or 

•bandonmunt of the establlshod principles on which this Government 

bs always stood leads to t ho SWIIO end ns the bolder, franker cry 

for on unlimited inflation. Thot woul d bo tbe ines~~po~l• eutcoee, 

unless it bd argued that tha Government would be> as likely or more 

llktly to oTOid tho p1tfnlls ol' r ocklees , l nrlnt1onary iaauance or 

its non- Interest b~ar1Dg obligations , then is the caoe today wben 

it Is co3n1 tted to pay the interest and principal on its debt, Ex­

per ience disproves that argwr.ent , Governmonts have too often been 

tozptod to travel this potb to national bankruptcy when all re­

straints were removed . That iG why the proponents of groenbecke 

al so .. ould abolish the Federal Reserve System, which was created 

nearl y a quart or or a century ago as a 110ent< or assuring elast1ci ty 

of our money systom and at the snme t ime to prevent abuses and to 

impcan res traints against rocklesa inflation and apoculotion. I t 

l3 not surprising thnt tboso who went ~reenbaeks also wont to re­

aova c~en such l t=ited r estraints agoinst Inflation as Congress has 

~lven to the Roaorvo System, 

Tt ls baclcgrouncl serves to Indica te the answer t o tbe two 

propooition~ you oat tortb aa cberactoristic of cu~nt monetary 

,,;ltetlon: f i rst , the orguaent that Coneross bos abdicated ita con­

atltu~lon~l right to coin money ~d rssula te the value thereof; and , 

• 
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second, t.he contention, tbat as a result or tbla abdication~ tbe 

private banking ll)'stea reepe large proti te. Both cont81 tions 

are false. 

Under the division of powers between the Legblathe, 

EX~cuti vo and Judicl&l branches ot' the Oovel"llliCnt provided for 

1n our Constitution, it 1a not the tunction or Congress to ex­

ecute the laws. It ie the tunction or Congreae to make the laws 

lllld tho fUnction or the Executive branch ot the Goverruaent to 

execute tbell. 

lhen t ho authors of tbe Constitution provided that 

Congress should be ve power to coin .,ney and regulate the value 

theroof , the;y did not mean that Congrees should set up mints and 

printing presses in the Capitol and operate tho• itee lf. Tbe;y 

11eant tba t Congress should pass laws regarding tbe coinage or 

money nnd regulating tho vnluo thereof and leave i t to the Execu­

tive branch or the Goverruaent to execute these laws, and this ie 

exactly llhat CongroSB baa done. 

The right of Congress to entrust to adlliniatrative 

agoncies t he execution or the lewa wblcb it enacts i a as old as 

the Republic. It has never boen aeriousl;y questioned. It hils 

been so loog recosnized and establishod by tbe courts oe to be 

bt:yond serious controvor111. Si.Uuly, the Congress has a right 

to aasign execution of its will to "hatcver agency 1t cares to 

select or create. In so doing, t.he Congress f'l'equentl;y selects 

an executi vo agency o r tbe Federol Govcrruaent, aucb ae tbe State, 

War, Navy <>r Agriculture Departments. Or it roey select an inde­

pendent agency, t or wh~ac operations it appropriates the necessary 

t\inds , II'JCh ns the Federal Trade Coa!ssion or the Interstete C:>ll­

merce Coar.~heion. Congress assigns the execution 01' its power to 

co1o I'IVIIe;y, tor instance, to tbe Treasury Depe.rtaent, sod, in re­

cent years , hes given the President a 11111 ted au tbority to deteral.ne 

the gol d value of the dollnr. In all such cases, Congress has not 

abdicated lta power. C~ngress baa onl;y done what it ccnati tution­

ally hila tho r4ht to do: It 11\s sot up or used oxiating adlllnl.­

s trative agenci es to oxooute its will, •·blle reteining the power to 

l.<lke b11ck the authority or to place that authori t;;y olaewhere. .t.b­

dication or a power means i ta surrender. CM!greas surrenders n:me 

or its power to coin money o.od fix tbe value thereof. It si11pl;y 

desi gnates the Trensury as tbe instruaent of ite wlll and power to 

coin racne;y. 

• 
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In exactly the same w~, Congreea baa est4bUaMd the 

Federal Reserve Systaa aa an independoot agency to carry out ita 

'llllldote 1n connecti on with tho teno11 end conditions upon lhlcb 

!llomber bnnks mllY create crcdH CIUTency. The only illlportant point 

of d ifference between creation of the Resorvo System and creation 

of Lbe Interstate Co-rce Co-.i11aion aa independent aaenciea to 

cn.rry out the will of Congrees is that the expense a of the fol'lllcr 

are paid out of the oorninga of the System, while t he expenaea or 

th• latt"" ore po.id out or the Treaawy. Congress ordail!ed that 

t hia differomcc should exist 1n reepect t4 tbe Resene Syst.ell as 

a fUrther safeguard ot its independence ot action 1n the exercise 

of the dolegatcd authority of Congress. .t.t the aAJOe tt.ae, Congress 

hila the power to abolish the Syst4m, to chango it, t o require that 

its expenoes be paid in some other manner, and to appropriate the 

earnings and surplus of tho Syste. In fact, Congre~a baa exer­

cised thh power by appropriating to the Federel DepoaH In8W'ellce 

Corporation fUnd appro.ximtely tl40, 000 , ()()') fro11 the aurplus of tho 

Reserve Sy&te~ built up out or eDrnings. By no stretch of the 

~g1nat.icn can this be called an abdication or surrender of a con­

stitutional ~wcr by the Congress . It ia, as in innumerable otber 

oases, M assignment by Congress or the execution of an unquestioned 

and fully rctnlned constitutional power. 

As for the question of the profi ts or the banking system, 

so far aa the Federal Reserve Syst• is concerned, it h not and 

never hc.e been operated with a view to uldng profits, and in this 

reepect differs fundamentally from t he ueual commercial bank. Such 

profl ts aa have accruecl to the Systca through ita operations, Croa 

which reserves have bam established to cover contingencies, troa 

which expooaes of tho System ho.vo been peld, on which Cranchiae 

tAxes lnve been levied .. t tilles by Cong.ress , and wh.ich have been 

&ppropric tod by Congress as in the case or the Federal Depoait In­

suro.nce Corporation fund, have been der ived as an incident of and 

not as a re&Ult of the obJective of the Systeo~ 1 a operation&. 

The System's operations are intended to serve the "general 

public welfare. Such operations are a part of the financial mecha­

nisa necesse.ry in ell lll!ldern govermoents. To abolish the S711t• 

would not do any with tbe necessity tor creating &OM s1111lar aecba­

nism to perform the credit and supervisory rune tiona which Ccngreas 

hr.a deput.hed the Systs to pcrfora. Opinlona 1141 differ aa to 

whet ber aome other IDIICb&niam aight be better, but the right or the 

Congress to crea te t he Reserve System as the agency for the per­

ror.ance of theao essential tunctiona cannot be ser1cualy challenged. 
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Accordingly, there 1a no substance whatever to the 

userUon that Congress bas abdicated ita constitutional powers 

by author lzing the Reserve Syotem to carry out its will, and, by 

t ho sa.'llo token, the ugument that thereby private banking ill­

properly derives a profit fa.lle to the ground. Tho aeSWDption 

that t!x Reserve System, created tr.r and existing at the will of 

Congress , 1a a privatoly-owned Syetell springs f'r<lll a aisconception 

of the recta . The ujor oonc t&ry, credit and supervisory powers 

of tho Syst&m are oxorc1sed by a Board ot Governors , nominated by 

the Preaident ond confirmed by the United Sta tes Senate. .Ul 

1t nl!tional bt.nks are required by law to be ~~~e~~bers of the Syste .. , 

ilL • banks arc admitted to ~:~e-mbers hip under specified con-

ditions laid down by the Congress. All of these noe~aber banks are 

required by law to subscribe a proportional amount of their capital 

to the F'ederal Reserve banks in their respective districts, on 

w!d.c!l subscription a rate of return, fi.xed by Congress and change­

abl e a t the will of Congress, io paid . llhe.t is, in fact, a coa­

pulsory contribution tr.r the me.ber bonks is t~d a purchase of 

otock, but this designation is misleading since no member bank ts 
ptTmitted by J.aw to trade in tho stock or to enjoy various other 

privileges which ero usually associated with stock ownership. 

In en.y case, regarclleas of whether the ~~~ellher hanks are 

required by lo.w to subscribe to this unprivileged stock ar whether 

some ot her device bo substituted for the subscription, the matter 

is relatively un!Qportent, for it would l!lllke no r eal difference to 

th<. proper f'unctirning of our econolllic systee it this detail were 

chonged . The effort of agitotors t o raise this bugaboo obscures 

lhe true meaning -,r their attacks, lhich , if successful , would 

undernine the f ounduti<>ns of our economic institutions. 

They would deatrcy to no purpose the established first 

principles upon which our Govert111100t and ill solvent govern10ents 

have oporntcd for centuries. They •'Ould do away with the Reserve 

System crentad cut of long experience ond adapted, stop by step, 

over the p<ost qllllrter of a cm t.ury. ret doing a"e.y w1 th it would 

n<>t do '"way with tho necessit;y for a s1.81lar medius to perfona 

essential tuncti nns for the Government and the public at large . 

They w<Juld, in the end, destroy our banks, our savings , insurance, 

Md other fiduciary inati tutions, f or the da,y the t the Go vernn~ent 
nbo.ndonod 1ntorest-pe¥ing and turned to tho printing press would 

"'llrk thu beginning of the md of' the baaic principles upon which 

our CC·>no:aic lnsti tut.ions ere founded. 
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Penolt .. to •••• a&eiD 1117 appreclatioo or the 
splri t in which you wri.te uif JOIIZ' dellin to help tbe plblic 
t.o distinguish betwee eoWid pr!Dciplea ot C~~"~t 8DCI ot 
cconoeics that hawe b- eatobllebed bT centuria• or experloace 
-.ld propcsals which could 0~ brill& dt.uter to the areat -
or our people. 

Sineerel;y yours, 

(Signod) 11. s. lecloa 

11 . s. leclea, 
Cba1rull. 

Honorcble ArthUr H. Vandenberg, 
Uhited States Somte, 

Washington, D. C. 

• 

• 
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14r. Bcolee end 16r. Ransom were at lunch 

on June 14th and were given an additional week 

in ~ich to bring about a unanimous agreem.ent . 
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On June 17th l&r . Diggs, )lr. Crowley and 

Mr. Upham were guests of Mr . Eccles at lunch 

and spent the afternoon goi ng over the ques ­

tions under d1eousa1on. Mr . Eccles read the 

attached memorandum. He also referred t o the 

attached •statement ~ Support or Rov1s1on of 

t ho Comptroller 's Regulat ion on Investment 

Secur1t 1e s ." 
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~eelCipftlgp pf Lp•p• ip )•Dk 1JP'lpttlqpa% 

1. Objeotine of tlw ~he4 Prooedun. 

a. To elimi.Date firJJ' preuure whtoh baDk eDIII.Datloa 

procedun ~ exert t owal'da tlw l1qu14at1oa of ecrud 

lOMe. 

'b. to ellllliaate a:D31natioa procedure ae a reaaoa or 

exeuae for a bank refralAlD& froa ••lr1114 eo'llllll. loaaa . 

c . to el1a1Date tlw "dOW" cleultlcatioa which bao 'beoa 

a aouree of lrrltatloa &Dd a cauoe for alouaderot&DdlQs. 

d. To lspro ... and ol.Olpll t:Y tlw oobeduloo of clessU'led 

loaao. 

.. 
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propoot4 Pl.., 1lep~ Cla .. iticaUoa of LoMe in 1le:»rt• of 
b&:liDAUOn, ae hb<lit\e4 'b7 l!r. Upbalo1 

1. lbMdolllllont of the pruent caption of olauified l oene: 

na'1101.7 , dow, doubtful , lo ... 

2. Continuat ion of 3 colUNne of claeeified loano , ouch col~• 

t o be deaicnahd b7 the 1lo...,. nmerale II, III, IV, with 

tho definition• of the claeeifi catione to be prillteil ill 

tbA exa,~tion report• la effect, ill accorduce rltb tho 
s 
4efillifion .ub~itted, tbie would aliA 3 col~• of criticised 

a taete wh ich C~igbt be briefly deeor1be4 11 "SO<Rewhot doubtful", 

·~ore doubttul•, •toee•. 
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1. latantioa of tbe claaaifioatioaa 0 4oabttul• &D4 • loaa• . 

2. lll.aiutioa of tbe •alow" clauitloation. 

3. Inolueion of a acbedule OD a aepareta pace entitled • Loua 
' . ' 

Uated for apeo1Dl coaeat• , in whiob aobedule abould ba 

liated with appropriate ~'IDt auch loaaa aa tbo examiner 

faela abould be aet ~t for tho 1DtorMDt1oa of the director• 

&D4 proper offlcara at the hale. 8'GCh l.oana ahould not ba 

totaled DDd abould not be included in .., rooap1tDlat1oa of 

claaaified or cr1t1eiood aoaota. 

q,tagna fgr JOtrA'• Poeitign: 

l. Iunuoh aa all are apparently ~ed that tha • olow• cla10i-

f1oat1on abould be eliminated, i t 1a not conalderod neceao&rJ 

to cih rauona at tbia tile for auch allaiution. 

2. Jro. tbe au.por'fiaorr polat of 'fiow, it 1a baliend thot it 

would ba -ro effocthe t o be•o tho dotiDitolJ cr1t1ched 

l oana, 1. e. , • do'lll>t1'ul0 &Dd • eotiD~hd lou• , abown en oM 

pace, and loans Which are not ao claaa1f1od but 11oted for 

conant abowD oeperatolJ· 

3. l lcsic&l baoia for claaa1f1cat1on of loena ln report• 

of axamiD&tlOD ia froo the poiat of •lew of whether payment 

will be oollacted 1D full or 'l'bether •- loaa will be auatalaed. 

'fbia •••• to be M.aquatelJ oonred 117 elaaoltlcatiou of 
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~tgtippe t o tbt Qgyo PmPOeall 

1. I t 1a 1J>a4•1o&ble to pri.Dt 111 the report• of e:mai.JiaUon de­

tail ed definition• of t he claoeificationo &I auch matter• 

obould be co.ered by inatruotione to examiner• which ohould 

be obaJ~t:ed fror> Use to t tsa, ao they ban 1n the paot, 1n 

accordance with econo:dc cond1t1ono. 

2 . The terlll ' doubtful' 8nd •Loll' tu•o re..Uly UDderstandable 

and ooae part of the effectiTeneoo of .uah cl&aa1!1cat1ono 

may be loot tbroueb deo1~t1on ao Cleao III or Claso IV. 

3. ~he neceuity of adv1oab111ty of dhidln/: the 'doubtful' 

cleoa1f1cat1on into two degreeo of doubtfulneae 1a not clear 

or , 1! auch d1v1o1cn io neoeooery or advioable , wbt t wo 

aubd1v1o1one ere euff1c1ent and not 3 or 4, ouch ae •potentially 

doubtful', •Uneed with doubt' , •doubtful', •very doubtful'. 

It hal been conteDded that loan a cla111f1ed aa • olo_. ar e not 

criticised loan•· !be Group II loano ao defi.D•d are definltel)' 

cr1t1c1oable losns· I t euat b• eXPected, howe•er, that re«ar!­

leao of the lnotructiODo, for a conoidorable tioe , at least , 

many loan• which were formerly claoa1f1od ao •alow' will be 

cle111fied a• GrouP II. :to the extent that ouch loane are 

doubtful , t hey abould be oo cle111t1ed; to the extent , bo•enr, 

that loBDI oo clau1f1ed are not doubtful, .uah claea1f1caUon 

will defeat one of the purpooea of the revio1on. 

\ 
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s.ou.ritioao 

l• Objeotine ot reTieecl prooeclUNe 

a. •oourac--t ot tollll4 i lrf'tn...t polloi" 111th ..,..h 

upon reEUhrlty ot 1zao ... u4 eatet)' ot priDoi pal u4 

to-rd the 411oouragact of epeoul&ti n polioieo booed 

oa tr&4iJig proti to • 

'be to got ·~ tra: tluctu&tiDg .arll:et quotetioao to &0 v•t 

&D extent ao pouible. rogardleu ot 'llhother eeourity 

prioee 'bo higll or low. all4 to place the ... ph&oia upOD 

~ty of 1D41T141al iuu .. all4 pronaio11 of adequoto 

reaervee. 

o. to m1.111Jn1••• except mo.ro 11ooeuary • tho offoot of b&llk 

n•lnatiOD o.n4 oupernoory pol1o1oo aa o.n illtlue~~oe tor 

the l1qu1d&t1oll of oecuritioa a t a tilll.e wbc ouch l1qu1d&­

t1oa aooentuateo detlat1oD&ry tendeaoieo. 

Regraded Uclassified



2. Propo .. 4 plan tor tr.ata.t ot oocnaritha in raporto ot 
o:a&inati on• •• ou1:81 ttocl by llr. Up!IM. 

a . Cont:11111.14 l iltint; &D.d prioinc ot &11 ooourlti••• 

b. Cluoitiot.tion ot d.oprooiatiOD. in Group UI &D.d Group IV 

oecu.:-itieo (dotaultad iooueo and atoolr:o) &I aoti,..tld 

loa a. 

o. Dlduotian ot not dopree>iatiOD. ill Groap II aocn•ritill 

(thia ille>ludea t;meral •rlcot obUe;at iOD.a not ill detault 

' but wbioh ara ratld below tho 4o h1gb81t rating• &a uald 

by the reoophld ratint; agmoi .. ) and ill tho fourth 

t;rt.de ot &•oral ..rlcot obllt;atiana (Baa. &1/. B&&. 

Ito. ) ill o<111puting n"t oound oo.pi tal of the bt.Dko 

d. D1ooODt1nUt.Doo ot ahowint; o.ppreoit.tion or depreoio.tion 

in Group I aoour1ti•• ( acopt the tourth grade ot general 

.rut obUptiona) and d1oraprd of auoll appreoiat:ian 

or dapreoiat1on ill oO.puting the net oound oapital ot 

tho bank. 
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a. Objootiono to above propcaal. 

"• CoDti DUecl a.pbaeia of aarket quotetioDa. 

b . The diarego.rd ot o.ppreoio.tion in Group I oeourit1eo in 

computing net oouod oapitol while deduoting depreciation 

in other oeouritiu will t.o4 to for o• .... leo in order 

to r ... lhe proti te to provide tor Ght.rge-otte of depre­

ciation in lower grade oeourltleo. 

o. The dropping in affeot of tho tourtb grade ot r;eneral 

•rlcet obUptiono (Baa, 81/, 888, oto . aa rat ed by tloe 

rat1nr; agcoieo) trao Gr oup I to Group ll . nlia is a 

reat rictive measure which io proper but ebould be made 

o.t a t ime 'Ohen security prioee o.re at a higher level, 

i . e •• "' year or two &go. or atter recovery bAa developed. 
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~. The Board '• proposal. 

a. Olaaaif1oation of depreciation in defaultod bonds and 

atooka aa eetimated losa , othor eeouritiea in ~eneral 

beine allowed at amortized book value . 

b . Inaia tenoe upon provision of adequate reurvea and upon 

tho r equire=t that until adequate reservoa against the 

imee_t:z>ent account have been proTided , all net profits 

-----" tro"' the ':'lie of aeourit1ea be l.apounded , thus preventin& 

the treatment of auoh prof'i to aa res ular , rather than 

non-reourrin&, inooae available tor re;ular operatins 

expenses . 

o. Inaiatenoe upon the conservo.tion of oarnillf>S so lo~~g as 

the be.nlc is faoed with aaoet problem.s , v.bether in seouritioa 

or otherwise. 

d. Ella1nat1on of the sohedule Ueti n& all seouritiea , aub-

atitutill(l therefor a achedllle of atooka and defaulted 

bonds and a schedule of any other aeour1t1as listed as 

exceptions for appropriate c>om:oont. 

(A conplete list of all securities , h~Never , should be 

a ttaohed to the r aport of examination sent to the super -

viaory authorities . ) 

' 
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5, Reaaotol for the Doard '• propooal . 

a . Repor tl of examin&ti on are not dett.iled inventories of all 

aneta but to a. great extent a.re baeed upon exoeptiona , It 

il inooosistent with the general aoheme , therefor e , to incor­

porate in a report of' sxam!.nati on a detailed list of all se­

curities , including those not oubjeot to ~ adyerse oocment 

or oriticiam, The inolnoion or ouoh a Uat, eapecially it 

the bonds are prioed, tenda to onr- e:ophuhe the illoportenoe 

or rluotua.ting quota.tiona . 

b . I t ie desirable to minimize the eophuil upon market quote-

tiona . 

1 , Experience ha.e shown that Market quotations do not 

refl&ot a.ctual priooe w!lioh ro&y be reoeived or pt.id 

with reapect to salea o.nd purohuea on a aubstantial 

eoa.le. 

2 , The aale of compa.rathely fflff boll9 may result in a. 

marked, though tcpora.ry , c!eolioe in -.rket quota.ti ons 

ot such isaue. QJota.tiona ao oata.bliahed, hCI"over , OTIIIl 

on f orced sale• a.nd dopreued marl<ota , control the ap­

pra.ised value of all bonds of that iaauo held by bank& 

exa.mined u of that date • 

3, I t 1• illo~ioal to uae u a toat in determinillll the aol­

Tenoy or aoUDdneoa ot a bank urlcet quot,.tions perhapo 

r epreaentins toroed aal•• on d11treaaed .,.,.keto when the 

biiDk 11 in ,., n eed ot .. 1uac 1 to bondl , or i .t oalled upon 

to diapo .. ot the bonoll , hU DO uaurance tbllt ..,..., an 

' 
' 
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appro~tion ot the market ~otatiano oould be obtained. 

• • :Qnphuil on market quotation~ tenda to etillulate tradinc 

and opeoulatin aoth'ity. 

&. liaphaoie on market quotationo tellda to inopil'e oalea on 

a deoli.ning market whioh in turn aooeleratll the extent 

ot the deoUne . thuo otartin& a 'f'ioiouo oil'ole. 
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~t Solllld Capi tala 

fM a\lilsutecl prograa •• aulllllittecl bJ lor Upbaa prOYlcleo tllr a 

aoMdulo 1n r oporta ot exulnatlon ohowiJlr; 1141t oOUDcl oapital , whloh 1o 

0oaputod by deduotinr; from total oapital aoooW~t all eatt.ted 101111, 

doubtful auoto , and a oertaln aaount ot depreoi ation 1n H ourltlllo 

(Tllo present roporta of exulnation ot both tho Co.ptroller ot tho cur­

ttncY and the F. D.I. C. lnolude auob a aohodule 1n whi oh a ll dopreolation 

in 11ouritieo io doduoted,) 

Board '• pooition. The Board taYoro the eli.aination ot ouoh a eoMdule 

tor the i'ollowiJlr; ,..aoonaa 

1. IJ>.y good whiob may be aooompliohod by not olaeoitylnr; dep..--

oiation 1n oeouritiea ao • atimated loao or doubtful i a ottoet 

to a oonoiderablo extent, at leaat, by ahowing it ao a deduotion 

1n the OOIIPUtation or net oound oapital, 

2. It i o 1noono1otent tor the o011putation to inolude aa a 

deduotion de preoi ation whioh io not ebown in the reoapitllla-

tion ot a oaeta , tbe aounciDoao ot whioh 1o quaatiolllld, 

5, I t too1111o attention on depreciation baaed upon tluotuating 

.arkat quotationo. 

t . ID aooordauoe rith tbe purpo11 of llliniJii&inS dopreo1ation 1n 

hl.r;hor r;rade IIOuritieo, tbe pror;ru pro.-ideo that ouoh depr•­

oiation be not deduoted 1n ocaputine uet eolllld oapi t&lo It 

oannot be oaid, bowo ... r , thot depreoiation in &Q)' oeour1t1•• 

oonotitute t oOUIId oapital &114 it io felt that ouoh ioplioation 

ohollld be aYoicled, 

6, The oODOept ot • ... t ooUDcl oa pit&l0 -y ha ... different -anill£• 

• 
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a cl.lthNid oi.ro--...o. Por o:u.plo, ... •-011w 

uw.t....t ill bonlr1•c ~ or lup bol41Ace ot nbor 

real eota11e, owa talo1!cb II.CIII olaae1t1o4 u .. t1M11e4 lo01 

or cloo'bttlll, tro~l.T attori 11\:tl.o Fotoot1ca k 4opoo-

1tore or • r.D.IoCo IUIIl, it h OQCpe11e4, 4o II.CIII ........at 

tM 4 .. 1pat1ca ot 8 ooaol Ollp1tal8 ... II. lr)' blplloati-. 
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Stat-...t 
in aupport ot 

Rniaicm ot Ccmptroller•a Rel"lat1on 
OD 

InYeat>Mnt Seou.ritiee 

mule the quution ot the dee1rabil1ty ot aaend1nt~ the 

comptroller' I Re&Ul&tiOD ... lJ>Teltzoent Seouri tiel -~ diiOUUed 

1D recent oonter•e>el at the Treasury reapeot~ bank euainatlon 

polloy, the probl- h not one ot exaaiD&tion policy but ot bank 

1Dveat...ent polioy. !lor hal the preble only recently arhen, a a 

it has been apparent tor eo.,. two, certainly tor a y ... r or 1110re, 

that one aopeot ot the oml&tid'o.otory buaineu aituat1on •• the 

lack or bank innat...ent in e>erta.in cypea Of MOuritiea. i!Dwnr 

the probl• ot bank i nnaboenta lhould not be approached 1olely 

aa e. probl .. or bank oarninge, important .. thnt 1a with bank 

ntvenuoo dool1nin& due to low inter oat r ates and relat1nl;y h1tJ> 

liqui dity in the bank~ ay•-· 'lhe aoro vital upeot ot the 

problea 1a t h e relationahip ot bank innaboenta to the buain .. a 

world and in pnrtioular to the tino.noinl requir•enta ot o-ro• 

IUld induatry. Ylh&t 11 the 1\motion, or rat her , -t ia the DONal 

function ot bank innetaanta o.e related to bueineae tin&Doet 

Bo.nk iDnlboenta han &l•ya been an indiepenaeble tao­

t or in the O&plt&l ..... ket. laport&Dt lJait..tiODI upOD IUO~ in­

... I>Dentl htl.ft been imposed ainoe the •2011 e.nd. theae reetriotioDI 

hove not been inherently quo.litatift but b&Te taken the tono ot o. 

limitation ot bank in ..... ~. to repatered luuea or the tour 

higbeat p-adea o.1 Mteno!M4 'b7 reoopiaed rat~ aerrloee. 'ftle 

' 
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result of tbia reetr1ot1on bu bMD a 'Oirtut.l ~ ot the 

no.,.l tlow of capital to aall buai».eu &lid a oer1011e el0111JIC-

up ot auch fiow to -.11--aised bllaiMaa. There ia -· .,_plai».t 

that cepital tor larger buaillaea llllita doea ».ot flow aa rree~y ae 

it ahould because of OYerragulation in the e».tire field ot ,_,_ 

1t1ea, but tbia dhouaeiOD will not oonoem itaelt With that pheae 

of the probl•• 

Allother taoto. ,.; the a1tuat:10JL 11 the pn>h1bi tion ar;l'inat 

the .mderwritill& of aeourity iuuea by banke of d eposit. Opi.nio». 1a 

divide~ no to the merit of tbi a re&triotion and m~ informed people, 

'IIIIo pr evi cully a ppro.,.,., of the OQilplot e pn>h1b1tion, now faTor ,..,. 

rola.ut ion under proper oafeguarde . Lenving aside tho pro a and cone 

of undol"'lrtting by bo.nJta, that pn>cell -· 8 IIOChaniiiO for proTiding 

o•·odit: aDd capital tor buaineu 'llhich 1a not now aT&ilable. l'llrthor-

D!Or o, during tho period llhan 'benlte wro llllderwri ting, there •• no 

requirement ot rel;iatration and the coat ot underwriting t.Dd dia­

tributing ..,..11 iiiiiAII we conaequODtly moderate 'llheroaa, unde.r exiet­

ing rol;i etrat1on requir•ODta, u - aball 11e, tho coat of tunde 

raiaeJ through ..... u 1aauea ia diaproport1onately h15h 1t not pro­

h1bit1.... We can eately conclude, therefore, tbet the outlamng 

of undol'l'lri ting b)" b&Dka baa burt ..... u buaineu aora than large 

buaina... Tbia 1a a turtbor 1nd1oatio». ot the need ot encouraging 

investment by banta in oecuritiaa of aoall buailllea. 

Tbe OllJTellt d iaouaoiOD ot the ueed of oapit&l aid tor 

~all and modi\lll-ahed buai.neoa baa brou,ght forth JII&DY euggeet1ona 
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1noludint; ftriouo typoo of lot;lolat ion to oet up ,..,. moobaDiao 

tor prondillg capital o.ll4 o'""it tor buob .. ao. Thooo ouu;ootiono 

aotll to ip10ro the .r.ot that there io at present in tile banldJIC 

oyot"" " hugo reservoir of i'lmdo c ... ilablo for the direot ouppl;y 

or credit &lid capital. If new ""'chlllliao IU'O oot up, tho tlmdo 

lo&nod would be provided b:y tho oale of honda or debenturoe in 

tho IIUlrkot, \ohioh moo.na th£.t the idle i'lm4• in the b&Jllcing ayet• 

would be t apped on l y 1ndireotl;y b;y the et.lo of t huae obl1gationo 

inotoad of directly ao ... tho case in the •zo•o. Tho net result 

or such a eoheme 1e the oettin& up of additional governmctal or 

quui- gonrDDmto.l. organisation~ and a turthar diversion of tho 

brunkin& o:yatem from ito normal function of a diroot suppl i er of 

orodit. Suoh a di.,.r eion hu already taken place to an important 

oxtont ill tho agricultural field through the Farm Cr edit A<bini­

atrat ion, tho heme morts-&• field through tho llcmo Loan Dank Syat• 

and the Federal SaviJ1&o and Loan Syat•, and in the field of oon-

8\llllor inotalmont financing through other financing organi&ationo. 

In tho paet, the banking eyot• hu bo0111 the ohiof aupplior of 

copitnl and credit for the buoines s community and thoro would eeem 

to be no t;ood reason tor taking tho banko out ot thio nol"'llnl field 

ct direct fiMnCin(; and leavinll th .. only tho indirect tunotion or 

purohaoin& hondo or dobontureo of other f inancial agonoioo to supply 

thoao funds . The bank1n& oyata io i n need of oxpo.noion ot ito 

credit outlot and only o.rtitioial barrioro o.ro preventing the flow 

or idle bank tundo to 1ndultl7 and ·-reo. 'lhooo barrier• haft 

token tho fora ot a l 1a1ta t i on of bank infts1zonto t o regiotorod 
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1o111es or the t<Nr h1e;)>eat poadea, u dete~ bJ ratiJit; orcaa­

iutiona, and tor 11hioh oontiDuoua a&rlr.et quouticma an a~l.Ablo 

and, ther efore, automaticall y exoludo the obl1sat10DI ot ..all or 

l ocal bua111eu entorpr1aea regardleaa ot qll&lity. The Hl1a1ble 

thin& 11 to r...,vo t.heoe barriera rather tb&n to t'untiah - . 

elaborate and upenai ... a oobaniaa to II}'Phooll the idle 'l>"nlr1ng 

1\lnds onr the oxiating b&rr1era. 

lleeded reform i n the d11tribut1on of aeouritiea baaed 

upon abuses 111 the '2<>'• baa been carried oo tar that ~l &D.d 

c:.edi...,_ai&ed bua111oaa baa been lett without adequate ae&D.a ot 

ooquir111s oapiul and credit . llo 0111 todt.:y queationa the wiadalt 

ot tho separation of aeouritiea attiliatea tram banka or dopoait. 

There io &110 >mi Teraal aupport tor the principle Of tho resta­

tretion ot eecurit)' ia.,.a d1atr1butod by >mdenrrl.tera and dodera 

to t he publlo. But 111 th1a su eral ratora r:IO..-Dt there baa bee 

litt le att•pt to aeparate t ho ahaop frao the soeta &D.d no proviai OD 

l.ae been lett tor financing amaller buainosa throush t he purchase 

by bo.nka ot loot.l aeourity 1sauea, aa in the •:W•a. At that tine, 

&ll,y local buoilleaa neoding traa $100 to $200 thoul&l1d up to U 

1111111on _,uld approt.Gb a l ocal. Ulldorwr1ter or banker and without 

m~cb dola y or axpenae a group ot tho loo&l bt.nka 110uld conalder tll1 

iuue ot bolide, dobc turea ::. .. nctoa, and i t to>md attreoti.,. the 

Ctiro 11.,. -.14 bo plaoocl 1~1)'• At preaoat the 1Di.erwr1tor 

cannot toQoh ncb &11 iaaue unloaa it ia roststorocl, DOr Ctll1 tho 

local bt.nka purobaae all or part ot auoh &11 1uue IIDleaa i t ia not 

only restatere4 IN' abo widely 4ht ribated and bir,llly n.tod. Aai4e 
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tr011 t he time el-ect which 1a Uiportaat, the coat ot oapi tal 

obtoinod t hrough the iaou.e of regh tered aeourt tie a 1n ~1 

amo•mte 1e prohlbiti..... Fl'<llll a a t&tlltio&l 1\IJ'fty b)' the 

securities ~nd Exchange Commiaaion of the oatL.At ed ooata ln­

•olvod !.11 the ieauaDce of new soouritiea (bocda , notea and de-

bollturo• ) troa Juwary 1 , 19S6, to Juue SO, 19~7, t he followl"' 

parceDte.r;ea of ooat u a gainst g:roaa cub rea1hat1oD trca the 

aecurit i ea illuat rate the heavier burd111 on the •al1er loeuea, 

pcrtlou1*'1Y tboae under one million doll araa 

tliider 1200:: !SOO: 1760- ¥1 ,000- h ,ooo- $lO, ooo-
! Ill t hcuaanda 2 f260 499 749 999 41898 9, 999 24 ,999 

5~~:.ber of 1eeuea •• • 11 8 8 s 60 11 37 
~oelon and dia-
count ( por cant) • • 6 .4 6o2 s.z 4 . 2 ~ .. 2 .~ 2. 2 

Other expeneea 
(per CeDt) •• , •••• , 2 . 2 2 . 0 2 . 6 2. 0 1 . 4 1 . 1 0 . 9 
l'Gt&l ((>er cmt) . s.e 8 . 2 1. 1 e.z •·e 3. 4 ~ .1 

The total coat of d1&tr1but1011 i noludi"' r e,;1atre.t1on 

AD! rnti"' 'lll&)f not aorioual:; hamper tho marketing ot ~r;e iuuea 

but t ho veat1y hltJ:aer coat of diatributJ.nc ocaller iaeueo under 

the exil tlng statutory and r ogulatory reat riot iona axplalna the 

financial s t rangulati on of aa11er bualneaaea and baa t hua or~ted 

an UDJuat diacrimlnati on t.&ainat th•• In thil -or, theae d ... 

ai rnblo and needed refo~, tbrout;b a look ot proTiaion tor proper 

OXIIOptlona tor looal or ~~ iaauea, ban teetered bipaa and 

Prca the torer;olnr; it 11 ob'Oioua thet both the Seouritlea 

Act o t 1833 and tbe Ccaptroller'• Regulation on ID•ntunt Seourltiea 

h5, 000 
or .ore 

35 ' 
' 2.1 

o.e 
2. 7 
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constitute e rteoti'"' barriers between --.11 t.Dd medi...,- ai&ed 

buoino• • and tho ..,..1l.ablo aupply of eapi tal tuDela. And w1 th 

tho oankiD& oyot .. loe.ded with idle 1'\mde it muat be equall7 

ol enr t het if theoe barriere were removed or at loaat groatl7 

loqrecl, oapi tal i'lmda would again i'low to amall t.Dd medi ... -

d <ed buoinea~ . Thi• di aeuaeion will not OODOOI'II i toeli' with 

•UGwentiono for ...adaent of the Socuritiee Act of 19~3 or for 

liberalbation ot the regulation• and J'UliDc• of the SliC pur­

auant to thet J.ot. The Soouritiea t.Dd Exchange C~aeion haa 

reoor;ni &ed the need ot liberall&ation ot ito regulation by ita 

liUIOUJloecent or J,pril 22 ot tbia year aoocm~ng the prCIIUl­

gation or a new rule deaigned to broad011 the exemption tor 

houoo or leeo then $100,000 and to reduce tha 0110\IDt of t1-

nancla1 ini'ormat ion requi red in the regiatre.tlon atatementa 

for l uuea ot amall eet.abllohed enterpriiOI• The announc ... ont 

C<n+:ained t he further lntonr.ation that tho SEX: woul d continue 

otudiea aa to the a dnae.bility ot turther libere.li&&tlon. '!'he 

dl acuaei oa whi ch follow- will point out what 1a beli..,..d to be 

a rcuonable and intelligent b&aia tor '111'11dl nr; the Cccptroller•a 

Regulation . 'l'hia would aloo autoooatio&lly ohenr;e an iloport.ant 

rulin& of the Ccmptroller baaed upOD the exiatinr; Re&~~l.atlon. 

'nte Comptroller'• Regul.ation 11 of rather reoent 

ortr;tn. It 11 baaed upon aeotion 61311, tii&Ctod by Conr;reaa in 

192&, which reoopiaod a praotloe already in effect, ,_17 t he 

invoataoent by naticmal banl<a in aeouritiea in the - azmer 

aa euch 1anataeata -r• beinr; .ada by St.at e banl<a. 'l'he ot.atut.a, 

• 
• 
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boiled dom to ito e soentiala , requireo only that the uouritieo 

bo "i n the to,.. ot obl1gat1ono ouoh aa bondo, notoo am/or de­

bonturoa" , thAt the oeouritieo be marketable , and authoriaoa tho 

Comptroller to further dotino tho t orao " i nvootaont aoour1 tieo• 

t.nd 0 1111\rkotablo" • Under the oonoeption prevt.il~ at the tine 

in the benking world that liquidity 1a oyno~ouo w1tb quality, 

it •• only nntur&l that the tir at rer;ulation defined "aarketablo" 

ao • road11Y. marketable" and thereby plaoed .,pbaoia upon cla1ly 

quotl\tiona and aoti ve t rading. llo important obanr;e waa JD&de in 

tho ro.;ulation until the 19:!6 rev1a1on lilen tho tel'lll "readily 

~· rkotable" wao further defin ed ae inYOlv:l.nt w1de d1at r1bution 

and in offoot r aquired both r egistration and rat ing. It would be 

hord to illl&gino a 010re effective way to prevent Gmllll bua ineu 

fro;-. obtnl.n1n ~; oapital through the 1oauo ot aoouritiea. Thia 

definition i n itaolt virtually eliminated tho purobaae ot aound 

unre~iaterod oeouritiea by banka, 1nolud1nr; looal aoour1t1ea. 

~ere would have rGAined, ho""ver . d1reot lot.lla traa banko to 

bueineu or induatr1al enterpriaoa ropreaented or aeoured by hondo, 

notoa or debenture a, 11h1oh type ot traneaotion had been tradition­

ally regarded ae a ~ rather than a purobaae of the p!lpar ovi­

danoi"t!; tho obligation. Even thia ti•· honored lending 111eoban1• 

''"' prnented by o. ruling ot tho CoJiptroller baood upon tho reviled 

~e.;ulati on. Under thia ruling a bank 11 prohibited fl'OI:I aoquir inr; 

•n obli t;ation i n the~ ot a aeourity OT<>D thour;h i n good faith 

tho bank treato the t ranoaotion aa a loan. Sinoo the otetute 

eo~ra cm1y the •purohAae• of ooour1 tie a by a bank, 1 t 1a going a 

• 
• 
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loll& -.y to 18'/ tbat a baDlt oe.mot loan ~ ...,c woh loan 11 

avidenoed b)' an obl1pti01l i n the tora ot a • aoour1ty" . I t woul d 

,..,. that e'ftaion of thl pDOral ~oeo ot the Cc:.ptrollar •a 

Ra~lation oould be prennted by lil!litillC the reatr1ot1on to the 

acquisiticn of paper in the form ot aecurit1ea 1t purohaoed t r aa 

others t han the obligor . Suoh a rulinc would perait one or more 

bollks to loan oap1tsl ,tuDda di~tly to looal induatrial enter-

priaes agoinat th41.t-~ .nqj;ea or debentureo, wbi oh io the moat 

convenient form in whioh a group of banlca oan 1'urn1oh ouoh capital 

tlmda o 

'!he auu;eeted rertaion nt the Cc:.ptroller • a RoculatiOD 

attaohed hereto -.et a the foregoing ditt1oultiea and, without 

breeJdnc down the general prinoiple ot quali tst1.,. selection of 

oecurity in.,.otacto by banlcl, would penoit autt1o1ct lee~ to 

enable banlcl to oupply oapi tal i'undo to -11 and medi~~a-abod 

bus1neaaeo. The ouggeoted revision liberalisee the definition of 

the term "laarltetabl e" aa uaed in the otstute, r_,.,., ozq reterenoe 

quirGont that in...,otaent oeouri ties be registered. In add! tion, 

tho Regulat ion onunciatoo a principle of bank innataent polioy in 

oto.ting tbllt a bank eubjoot to the Rer;ulation "ahall ex-ill the 

....,. der;roe of Gare that oound MnHnr; praot101 reqllil'la t or .1c1,, 
lcc.na• and puto the p rinci ple into practioal uee b)' requlr1nr; that 

tho bank obtain a.nd ..tntab -h pertilllllt into . .-tiOII with H-

opeot to i ta inw11t mt 110urit1e• •u ahal l be uo•••ry to lhow 

' 
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tll&t it baa euroi...S appropri&te ove &a to the pun~~&" 11114 

,..t...tion ot auoh aeouri t:iea• • Aa &pp&diz to the a u""ated 

rovia1on oont&ina & a t &t •ct ot a cou ot the 1Joport&nt 1nvaat­

m0Jlt pr1no1plea whl.oh han dneloped out ot t he beet preotioe 

followed by ~ •• 

l'lhl.le it would be poa&ible to brine &bout the deai.Nd 

o~• 1D the exiatlD& l!.ecuJ.&tiOD b)' 't'al'ioua apeoitio ••==ta, 
tor the a&ke ot abopl1o11:)- aDd ol&r11:)- the oCDpleta rniaiOD ot 

the Rocul&t10D 1a alag&eatedo 
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June 20 , 1938 

s ecretary Morgentbau invited to hie home at 8:30 p . m. 

Mr. Jones, Mr . Crowley, Mr . Di ggs , Mr. Oliphant , Mr. Gaston , 

and IJr. Upham , 

The suggested rev isi on of the investment secu rities 

~gulat1on of the Comptroller of the Currency, particularly 

that eoction d ealing with securities 'llbich do not have a 

public dietribut ion (probably thoug)lt of ae eecurit1e s of 

small l ocal concerns) was under consideration for same 

time. 

Mr. Jones urged that the maturity of such securit i es 

be a maximum of f ifteen years . Mr . Diggs was not willing 

to go beyond ton years . Mr . Jones urged that the maximum 

ll.!D1t of 25 per centum of capital stock and surplus whiCh 

a1g)lt be represented b7 loans of this c haracter be eliminated . 

~r . Diggs agreed to this . 

Mr. Jones urged that the wording •established commer-
• 

eial , mercantile and manufacturing bua1neeaea" be changed 

for the sake of uniformity to t he language employed in the 

Reconstruction Fi.nanoe corpora t1on 1\ct for industrial loans 

"established c aameroial or industrial bue1neeaea or enter­

Prices . " Mr. Diggs agreed t o that • 
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It was urged that instead of requiring that the 

securities be "fully and adequately secured," that they 

be "of such sound valu e or so secured as reasonably to 

assure i ts payment . • This was agreed to. 

I t •~a u rged that complete amortization by maturity 

date be not required . lolr . Diggs agreed to a 75 per cent 

aoort1zat1on . 

Upm 

Regraded Uclassified



Regraded Uclassified



• 

On June 21st at 2 : 30 p . m. Messrs . Eccles , 

hansom, McKee, Szymczak and Davia of the Federal 

Reserve, Jones of the RFC , Crowle1 of the FDIC, 

Diggs of the Comptrol ler ' s Office and Oli phant, 

Gaston and Upham 

Mr. Morgenthau . 

of the Treeaury met with - ~-

The~iaion of the investment 

securities regulation of the Comptroller of the 

Currency was agreed to without change . I t is 

at tache d . • 

There was considerable discussion of the 

agr eement as to bank examination orocedure and 

some changes were agreed to . The acreement , as 

r ' vised , is attached. 

A second mee ting, attended by all of the . 
above except Mr. Ransom, was held on June 23rd 

to clear up a few details and make sure that the 

agreement was unanimous. 
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lllitt-~ 
aUl .., ........ tile 
C L ts ' 1 • f/6 Oa:aaa;r 

IftEfiLWf IIICOBI'riiS D:RIL.U'IOII 

I a.....S liT the ec.ptroller <:4 t he Cttrreaq 

liT 'ri.rt.ue or the· aut.hor1t.7 •..tad in the ec.ptrollar o! the 

CUrrcCT liT Jlai'IIII'AIIIl ~-ill or 8aot10D SlJ6 ot t.h.e llniaacl st.at.ut.ea, 

the toll<*'inl ncalat.iGD 1a .,...lpt.aclt 

!!lllTT9! I 

(1) a obllpt.ica or Sadebt.acla ... 1lh1ah .aT ba parch .. acl !or 

ib .,. uc 1at. 11r a eau-1 '-It or st.at.e ..-.bulk or the )l'adenl • • 

llellr'YI aTat.•, 1a em~&' to - wit.hia the oJ.aaait1oet.1Cil ot "im'eat.at. 

eiCUI'I.t.t•• withia the w='•• or parac:raJh ~cth ot aa14 .Bect.l• Sl36, 

-.t ba a WI'IDit.Ule ohJ1 pt.iGD, i.e., it. ~ ba aehlol • ..-.r ardiJIAI')' 

c~ with rea_.,...,. Ji a'-• at. a tail' YalueJ ...S with raapeor\ 

to the part.1oQl.ar aaaarit.T, t.hare ~ ba ..,.._, ODe or 1101'1 ot the 

t~~· 

(a) A pabao ~ ot t.h• _.-it.l .. ~ '-" 

baa JI&'Ciri.decl fer ... _.. 1a a -• t.o prot.eot. or ,..._ 

the WI'IDit.UUit.T fll t.ha u.-1 or, 

(b) ou-r~ ~u. ot t.h• ob1.1pl' an'-" 

ndl a JUlio ~s.a • t.o prot.eot. or 1ual'l the 

-..btuilit;T ot t.ha s.a- __. -•'"-t.i•J or, 

(o) Ja ta.e - fll ww• t. ..-rlt.iea tor *1.eb a 

Regraded Uclassified



-2-

p.~bllc cl.1nri'bllUOD .. •-' forth in (a) or (b) abcwa caD 

not be eo prorided, or 10 ...S.., aD4 tlb.1eb are 1llw.d bT 

osta~ed e.-.rc1al or ~t.rial. ~waaaa or ctel'prt.a1 

that can d..aaatrate the abWtT to 101"t'iea ouch 10eur1t1oe, 

tlla debt t'rldane~d therobT ..... t Mture not later than too TO&rl 

after tho date ot 188\laneo ot tho eoeur1 tT end IIUIIt be ot 8Ueb 

aOUDd nluo or eo 1aeured as rauODablT to .. sure ita ~t; 

aod euc:b eaeuritioa ....t, bT their teru, pr<I'Tido tor the uorti­

zatiOD ot the debt t'rld&Dcod therebT eo that at lout 75% ot tho 

principal will be extinguiehed bT tho •turi t7 date by eubat~~ntial 

periodic pe;yliBDtll Provided, !hat DO uortisation oeod be required • 

for the period of tho tirat ,....- attar the date ot i..-nco ot such 

aeellritiae. 

(2) .,are the eaeuritT 1ll 1llaued W>dar a truet aare-ot, tba 

tgro011ent ,..,..t prcrrida t or a trustee 1D4apmdmt or tba obligor, and 

aueh truetee ~~~~~at be a 'banll: or truet c .. p&nT • 

(3) All purc:buoe ot iaTeetMDt 10eurit1ee by national and State 

:eaber benJas t or their a.a account ..... t be of aoeur1tiae •in the tona 

of bCIIlda, ootee, and/or dabeoturae, c.-ool.T lcnOIIII u invoatlaot aaeur1-

tiea•; and ~~rary traoaactioo tlb.1ab 1B in fact such a purch&l• ...,t, r ... 

gardloae ot ita ton, c .. pl7 with this regulation. 

l!l!lTIO!fll 

(1) AlthCIIlgb tho bank 1e peraitted to JW'Ch&l• •invo.t.Mot ucuri­

tiee• tor ita 01111 acOOUDt tor papoe•• of inTalrtaeDt lllldar tho prorlaiCiltl 
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ot R. s. S136 and tbb rqul&Uoa, the balt 18 not pen!tted otberriae 

to part1cipate aa e prln.c.ipal ill the .... utill& <4 aeouritiN. 

(2) The etetut017 llait.etioa oa the -t or t he •mNteent ae­

curitiee• or UJ7 oae obl.i«or or Mker -'deb ~ he beld b)' the balt, u 

to be deterained oa the bub or the par or race Yelue or the eecuritiee, 

.,d aot oa their .... ltet Yalue. 

{3) Tbe purchase or •meetaent eecuritiee• ill which the meet­

aeat charaatarietioe are diatillctq or predomnentl7 apeculat1Ye, or 

the purchase or eeouritiee which are ill default, either u to principal 

or iatereat, 1e prohibited. 

(4) Purobaee ot an illYeataant aeeurit.T at a price axoaedill& par 11 

prcbibited, unleea the balt ehall.s 

'(a) Pr<Wida tor the refl\llar uortbation or the prflliws 

paid eo that tba pr.m~ua ahall. be .. tireq extiago.1ahed at or 

before the Mturit.T or the aeouritT and the 1eouritT (illcludin& 

proaiua) ehall. at ao illtarYcill& date be carried. at an ._,.,t 

ill uceea or that at eicb the obligor -.q lepll;r red- euch 

eecurit.T; or 

{b) Set up a r-rn accouat to uortiae the ):&'.-ita, aaid 

account to be CNdited period1cal.l7 with aa ~ not leae thaD 

the -t required tor _.tbatioa Ulldar {a) ~·· 

(S) Purcbue or .-n.u .. -artibla into atock at the opUoa <4 

t.b• ia....r 18 probib1te4. 

{6) Purabue or aeouriU.. -•rUble into Pock at the opUoa or 

t.ba bolder or with Pock JIIU'GbUe warNDte attached ie prohibited 1t the 

• 
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prtee paid tor INCh aectll'i tT u in excaaa ot the imeat.rlt nl.ua ot 

the aecurit.Y itael.t, conaidared indepelldentl7 ot the atoclc purcheae 

nrruta or coDTereion r .. ture. It it 1a apparent that the price 

paid tor an otherwiae allcible aeourit7 fairl.T retl.eota the imaat.eot 

,..lue ot the aaeurit7 itael.t and does not include 107 apecul.ati,.. 

Yalue baaed upon the preaeoce ot a atock purchaae warrant or coaYaraioo 

option the purchaae of euch a aecurit7 1a not prddbitad. 

(7) IJJ to purchaae of securities UDder repurchaae acreeaent, 

aubj act to the l.ildlatiOIIIJ aDd reatrictiooa eat forth 1o tha law aDd 

t.bia regul..atioou 

(a) It 1a peraiaaible tor the bank to pu.rchaae •imeataent 

aecuritiea• troa another under an acre•ant llberebT the baok 

haa an option or ' a ril!ht to require the sellar or the aecur1-

t 1es to repurchaaa thea troa the baok at a price statad or at 

• price aubjaet to detarsination UDder the teru of the acree­

-t, but 1o oo caee leas than the Talue at the tile or repur­

chue. 

(b) It 1a permaaible tor the baok to pachaae •imeat.eot 

aacurithe• troa uother Ullder an acreeiMIIt llberebT the aell.er 

or a third pe.rtT cuaruteea the bank acaton loll 011 reaale of 

the aeouritiN. 

(c) It 1a not penaiaaible tor the bull< to purobaae •iln'Mt­

llat aaouritiM• troa uother under u acr• nt merebT the 

a.u..r r.an'M the r~t or the option to repurcllale eaid a.-
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curitiea itaell or tb.rough ita nomnee at a price stat.d or 

at a price aubject to datendnatioo llDder the teru ot the 

agreement, notwitbataoding the fact that the baolc u:r also, under 

8llCb agreeaaot , han the riCht or optioo to coepel the ealler to 

r apurchaee the secllrities at a price stated or at a price subJect 

to daterail}atioo llDder the taru ot the agreeaent. 

(8) All t o repurchase agre•ents accom~g eales of seCilrities, 

(a) It 1e penliasibla for the bank selling seCilrities to another 

to agree that the bank shall have an option or ril!bt to repurchase 

t!la UCilri ties trca the !IuTer at a price stated or a t a price sub­

Ject to determioatioo llQder the terms of the agree~~~ent , but in no 

case in excess of the lllll'lcet Talua a t the tiae ot r epurcheee. 

(b) I t i s not permissible for the bank selling saCilritiea to 

""other to 8411'ee tha t the purchaaer &hall h .. e the rlibt or the 

option to reqllire the bank t o repurchase said secllritias at a 

price etated or at a price subject to detenlinatiOD UDder the 

t erms of the agr-nt, notwit.betanding t he tact t hat t he bank 

...:r &leo, under INCh agreement, h..-e the r1iht or option to repur­

chase the aecllritiaa froe the !JuTer a t a price stated or at a 

In Tin of t he fact that s.- banks u:r h..-e l>ou&ht or sold s&Cilritiea 

under a fora of agre .. ant -.bich ia prohibited b7 tbia regnlation, the baolc 

ebOI&ld either tenlin&te or JIOd1tT - so u to conform to thie ragulatiOD, 

'lhero such aotiOil a:r ~ be t&Qn. !xiating agr-ants of the ~ 
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hibited t;rpe JIWit not be reaewed . 

EXCEPriQH 

The reetrictione and l.i.aitetioae ot tb.ie regulation do not aP!>17 

to atcW'itiee acquired tbrough toreeloaure on collateral, or acquired 

1D sood taltll b7 '""" _: ~ot:•·ct..• doubt tuJ. cl&1a or to uert aa 

" &~ended loee in CODDeCtiOD with a debt P"'fioualT CCIItraeted, or t o 

real .. tete securities acquired pursuant to S.ctioa 24 or the Federal 

Reaerve Act, as amaaded. 

Tbie regulation supersedes prior regulatioae sOYemiDS the pu'Chaae 

or • iDT .. tloent e ecuritiee• and ie ettecti ... troll and attar July 1, 19.38· 

Sisned aad proaul.pted this 28th da1 or Jlme , 19.38 

Actin£ Coaptroller ot t he eurrenc7 

• 
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The attached 1e a suggested explanatory 

sts tement prepared by the FDIC and the Comp­

troller or the Currenoy . 

-.. 

• 
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luo 10, 1938 

a&bJeots 'e!!r !!p!yt1oa r·roqw 

'l'l1e O.ptroller ot t ho 0..l'ftliCJ7 ud t he l..Sanl Depaal\ Inwruoe 

Corporation, to&o~er with ~. h-un c-ut .. ot t he liaUonal Aaeooie\lon 

ot aaperneora ot Stata a...ke, baft agnc;.cl oa a pro- or llllit om atandud1 

ia -eouoa wi~ \lie a ppratMl and alauttioatlon or l oana and -nuoa 

Ia btU e~uUou. 'l'lloM atudarda !left b.- adopted wUh 1 Yin to pro­

oouq • 'lbole-• -T•J'Y and proYidtD& poraan•t hii!h atandarda in but 
~Datioaa and beak auporrtaioa. 

'1'11111 pro;poaa, llhtoh 1a tho reaul t or oaretul 1tutl7 u d ot oonterono .. 

m•41D& our a Jllriod ot MYoftl -~•• 1a e w b-Ual otop t o:rward to­
o\W&in;; a hip 4-sr- ot ualtonaUy ill l'llwre oxaiuUou or bulte ot all 

UIIHI. A bettor -rdtzletiOD ot but INJIIrYiatoD and a a:reater do- or 

pro\eoUoa to \be lllilltoae ot depooi tore lD the nation'• buu are t horo by aasuNd. 

AD lJqoortant -..pee\ ot \be proefta il tbe propaeld abelldozuaent ot tbe 

tera "Slo.- ill o-eouon with tbo ole .. trhatloD o r lou• i n bonk uainaUoae. 

'ibe ooctlta1.D& Da\ure ot tho toft • Sllnr" i e ertd811cl4 by the preeeat re~lll~t 

or the J'edanl J.ceaoUo tllet • ~ .Jio\lld not be so alue1tl14 it U1 lllU•te 

npqa.,t to na-bl7 111111rl4, 1n11 though ~~ loan 1a olow 1n a l Uonl --· 
Tbo adoption ot D\&11'10&1 oepUone tor t ho l oaD olauitioUion Ull1 u , w1 th .. ob 

tlulltication llllltonaly aDd olMJ'ly dati ned , eboul d do muob \0 eliminate \hie 

OODt\111011. 

It Ilea 1oac bee reooptsed \bat tbe 1 ..,4111& ot tUilde t o eoUild u4 

ooh"'t borro .. re, ....U and laJo8e, tor , .. ..,.able Jllriob, 11 a leaJU .. te 

flmUJOll Of 0. -rolal bul<, prottd..S t bere il proper prottliOD for the O-!T 

or ul.Uaete pe.J~~et ot w.oh loco. :Bellltero ehould b• w1ll1D& \0 u-. :rea-bl• 

rhb and ebollld no' be ort tldsed ror eo doiD&· lio loe abollld be oltaoitied 

h I bent *b•ln•UOD it the ~ il IOWld 1D Yin or tbl nluable aet .. rtll ot 

tllo lllker or edoreor, hie MJ'DiD& oeJIIoi ty and oherooter, or tbe proteoUoa 

ot oollatoral ot IOWld utrtnoio nlue . All or tb .. o atep1 add up \0 aore 

reliable ad \Nitwor\h;r Mal< uaino.Uona . 

'!!Je abado __ , or ~~~Phalli llpOD qQ0\14 aaae• priO .. U a bea11 tor 

ftl~iD& 1Dne-.t .-.r1ti .. il eaother 00111truoUft &IIJICa\ or \lie pro~. 
Botb appreoia\iOD u d depreolattoa in eoourtu .. ot \bil quality are to be 41~ 
.._.rdld. 'l'!lo liM ot aaaat nluH bee Dot proTI4 eaUetaa\01'1 • • a ••~ ot 

•ppra1a1as hi&h cnh bolide. ...,,.lliDite!T 8lll' ot tbe aeourtu .. pre-t!T 

~ b7 bu.ka are or un•-' quality , aad e pprataal at ooot will P " 
"-lllltloa to \ he pr1ao1ph \lie\ •ob MOUr1Uaa are 1nY .. taOGta aad are DOt 

latoad..S to be eoaUJmallT \lifted onr i n \be a ut<et. 
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wu .. ~ 11 r 1•Uw c-Utr, u~ .. , de.t-.lw, ..,_. 

...,., 1M e.t IMP .. u .... Oaul..._Uoa at .n 4 ..... iaUoa u t~a.- ..n-
UM 1.a ._.. ....... • -.a•r 1Mt ,.auoa h ...... .,. lt \1M rtlb taftlftd 

Ia ..-.laUft -riUM ... ta M .,...prtaklT nt'lMW. w.l.W ..._ 

_. noet• .... ~pftdaklT Ill' -' toW '111M wa ... -..1 .. , ••PJ-..tau .. ta 

...- ~tin h oa M\lMW 1.-.a IliUM ....U M •a I ' aft, fta ,.._, 

p,...UII trlU lie -UINN •4el'llllllell ,_._ oa -:rSU .. pouoaba ... ..n 
11e -rtlaMo 

...,..._, lap01'1all\ pan or u. PI'O,P'a rala- to u. ,_.._,at 
,..ttu r- tile ala at •~'1 ... Vll\11 lo- baw Moe Wll'lttoa atr •• 

...._-. ,......,. • ..-.~&....,, \be uea e.t p...rtu r- tho ala at -:rtu .. 
tor_, otllolr JUPe- will aot M apl)ftftd. fM , ,..._, piUUM wUl M 

.. u..- ,...,. Willa \be _bU._, ... aaiat== .. or Me<paata rea ,. .. , 
luJ. .. laa ~ ._uaat \be -nu .. ._,, an to be ._,...... 

'rhla u.a-.t at protth h • -• p.....-.re lllllloll _, ..u.,_ 
.0 lla?O 11aoa toU"'d .. tor - U.. paet. It lllU t-.4 111 - -

1o dJ~ eptr tauw 1r n1 a.\ \I'IMiq 1r U. boed aaft:et CIJU h a 

,_u .. to be ol'lt1li1M4 •• ~.... 'roo _, Mak•n bow '11 .... \bo1r 

..,.. bol4111P aot &a 1oea-..u Ia\ trlth a 'lift to allta1111na .,_laUw 

,.rtu r- touDo...r llll4 Wr ...Stloa ~ -utllla\ed to tho 11Mta11Wt)' 

•t u.. llou aanet. ~"• u. • aallrol prortu r- -nv al .. 

an la 110111 ......... aot aow.l protHr Ill&\ M;nlJ wrt'-Ja 111 bliOII wllae. 

'11111 I'OIIW." r- \be fM\ \be\ a -.&ar, 1r 41rpoli111C at 8_,1'1 tier d a 

p10flt0 ~UT ~ at appJO:date11 the - prt .. laftlr. 

lr -uoa w1 til U. a.plaUoa of \be ac.ptnUv e.t \1M o.an.q 
~IIi pu.nMaN ~ -rUha _, -bUt ~· of the Fa4aftl IIHan. e,rta, 
,......_ ot loMll-• ~ lll.a all'r41\ CIU&l1V w!U be pa•1Ur4, pre'l14r4 

\~~aft ue _. lft'lilll.oaa tar U. raptu -nuattoo of ..au.- • \Ito 

ow,.r, _. Pftft4r4 tla:rtbal' tlla\ .- lllllllH ue ao\ bald 1r _all!..,. 
_, •• 'ftaa Jrolaftl »a,oau Ia•,.._ CorporaUoo w!ll aooUtw• ua , ... _, 

PI'MUoa IIIiA la ta 11M 11t til \Ito a 110ft. 

'1'111a ,,..,_, '11 .... ar a wiiDlo, h kl1"'"" - • •• liiNtDllll•· 

'fill uuoa•a •nttq ~· ... 1• • li\IWOI faatol' 111 \be pre-• ·•-tt• ... 
~ •rt\rol _,.._..at \loa 4a,oauaa pullllo 1a tllla 111••• auat be pre-

-· Tille lldlft\rol ..t14- -· H pra .. J"N4 lldlloae baaJ< lllpOftiiii.OD 

II~ oa4 rMlta\lao 
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The attached i a Mr. Upham's draft ot statement 

for possible use by President in connection with 

a r elease. 

• 
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June 22 , l93B 

A greater degree of uni formity i .n bank examination 

procedure by examining agencies of the Federal Government 

and of the state governments has been made possibl.e through 

an a greement reached by the Comptroller or the Currency, 

the Board of Governors of the Federal Reserve System, and 

tho Boord of the Peden_.;. W1;':>1t Insurance Corporst ion, 

and concurred in by the National Association of Supervisors 

of State Banks . 

Coordinated with this agreement as t o bank exam­

i nat ion practice i s a revision of t he investment regula­

tion which g ovema the security purchases wh ich may be 

made by national banks and state banks which are members 

of the Federal Reserve System. 

The program of coordination which has been agreed upon 

concerns itself with the loans and investments which banks 

may make and their treatment in bank examination and super­

vis ion. 

It is believed that the interest of depositors will b e 

orotected as in the past and that the sound banks that were 

o,ened following the banking holiday of 1933 will continue 

to be soundly conducted and adequately supervised in the 
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public interest . At t he same time it ill hoped that some 

l.mpetus will be given to the flow of bank credit into 

business and industry 1n the interest of economic recovery 

tor with a permanent and enduring pr os peri ty will come an 

added ass uran ce and safety for bank depositors . 

It has been said f requently in t he past few years 

that the pr actice of c l assifying certa in loans made by 

banks as "Slow" has deterred banks from making sound and 

profitabl e advances to business. The agreement which hs a 

been reached completely eliminates tho word "Slow• from 

t he loan classificat i ons by examiners and clearly defines 

the types of loans wh ich are subject to c r i tic1am. 

The agreement minimizes t he import ance of marlet 

9rice o r day-by- day fluctuation i n t he quoted value of 

investment securities in the portfoli o of the bank and 

thus encou.rages the acquisition of securiti es or invest­

ment grade for continued retention unt i l ma turity, and 

discourages s peculati on in aecurit iea. The treatment or 

pr ofit s from appreci ated securities will be such as to 

fur t her give encouragement to sound investment practices 

by banks . 

' 
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The revision of the investment regulation governing 

purchase of i nvestment securities by national banks and 

etate banks which are member s of the Federal Rese rve 

System will make possi ble an expansion or bank credit 

in the field of sound local security issues . It i s 

believod also that elimination in this regulation or 

reference to the ratings or securi ties will bring about 

an improved practice 1n the testing ot the quality or 

bonds in the banke . 

' 
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Attached 1a Mr. Bcclea 1 atatement to the 

President, 

• 
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Den lleiU'fl 

·-WD OJ' OCJRIUIOU ottllil 
~L Jlllll!tn ITSftll 

Waahin&'ae 

In acccrdanoe w1th mr underetandlns 

with ,.ou, I - aen41ns ,.ou herewith a 

oopJ ot the atat-nt Wh1ch I han eent 

to the Preddent • 

flonoreble Benrr •orsenthau, Jr., 
SMreMI'J ot ~ 'rN .. UJ'f 1 

Waah1Dston, D• o. 

• 
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In ~ Mnage ~0 OODift.. 01a Apl'11 U, I ann,..,.e4 

the 4 .. ter111aatloa ot appi'OIXS.aahl7 t1,.oo,ooo,ooo ot 

!ftallll')' sol4, aooo_,anle4 b7 aoUcm on tbl part ot ~o 

redorsl Rooo ... o 8o&J'4 ~0 reclueo HOOI"f'O N~~· bJ' 

abou~ tlu'oo-~"" ot •. b1ll1on 4olloJ'I, tor tbo pur-

.:::::t"~ 

polO ot M ldng 0441 ~s-1 b onk NOO\INOI a't'Oilob lo 

lalo41a~o1JI tor tho oi'041t no'o4. ot tho ooun~J')'• At tho 

·- tiM I ezproooe4 ~ho hope tblt hdorsl biDirills wpo?-o 

1'111on ooul4 be bettor ooord.illlte4, wlth o Ylow to 

tao1l1to~1na tho t1ow ot ondl~ tor •-~'~~•• 1D4UIItl')" 

&114 oal'ioulture. 

!be SMNUJ')' ot taw 'l"J'oOIN'J'7 1n1t1at o4 a 101'100 ot 

00n1'0J'IDDOO With repNIODtotlYOI ot tho Podonl Dopollt 

lniiiNDOO 00I'PO'J'at1oa, tho Otfioo ot t h o 001q)t'J'Ollor t4 

tho Cllft'Cq1 &114 ~bl 8oa'J'4 ot OO'tOJ'nO'J'O ot tho Podonl 

ROioftO S71U. tor tho purpooo ot NY1owlng tho po11o1o• 

11111 N&U).o ~ 1ona ot tho hdol'll banking aupol"f100J')" au­

t hor1Uoo 0J14 4otoalnln& 11hon1n thq asp\ bo illpi'DYed 

and bettor ooor41nate4 1n tul'thoNDOo ot tblo objootlft, 

001111lteat wltb .-.4 ballkln& pJ'lnolplOI• 
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fMJ haYI -s-.~ aci'M4 "POID 11114 ~"ell h 

. .. a pros~ whlab ffllr the nnt tS.. bl'iJic• ab011t •­

plate \IDltoNl\7 1D tba rulu aDd NplaUou .to be 

tollond b7 the P..S.nl apDOlu 1D thell' ah'"'ltNtlon 

ot all beAk •-1DaUaca V.Dder tbell' NapeoUn jul'1e-

41otlona. 'l'hie 11 an illpOI'tant foi'Wird atep 1D ~iDa 

froa t be f1el4 cl bank lupii"Y1e101l IO'IIJ'ell ot oontU.ot 

cd of lnltatlOil tbat do not •k• for the Uflollnt 

t\1Dot1oo1ng of tM b&llk~ ,,., •• 

a-rood th1e• llowner. tba pro&ftll adopted a~ould be 

ot benefit both now aDd 1D the tutul'l 1D two illpol'tant 

l'llpiOhJ fll'lt* b7 O»IDSJI8 thl ft7 IIPI01e117 tor tba 

-.11 and ae4l-a1ee4 bualnau oonoel'lll to obtain nel4acl 

oN41t f~ tM belal• and. '"'ad• b7 rellnlns Pl'll• 

aurea that tlll4 to N4uoe outatandlns ol'ldlt or prevent 

utenal011 of rww eN4lt to aoUDIS borroware. 

!be prosna 1Dolu4" a bJ"Md J'IY1alon of the a.su­

~atlon ot the C.-ptroller of the Cur'NI1§7 goni'DlDs bellk 
,, 
lnnat•nt po11e7• It Al"1dN that .-1111' banlal of tbe 

hderel K• .. "• a,at• .q pal'Obeae 1nnat.ant awuiU•• 

of wob. aOUD4 nla.e or ao ael\l.l'e4 aa _.onablf to aal\ll'e 

PIJillnt• lane4 b7 eatabll.awcl •-N1el or 1114uati'Sal 

bualnaaaea or •terpl'1eM tbet eaa 4~tl'lte tbe allll!Q' 
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to urv1oe euoh .. ounu .. , without requ1r1Da that tha 

IICUritiae be ottond. t or publ1o d1etr1but1oo or tbat 

th11 met be ned1l7 •rtcetablo, Pl'0"14e4, holrner, tbat 

theJ atun not letor t han 10 ,. ..... otter tho d.de ot 

iuuanao one!. that 'II per oant ot tho pl'1nos.p.l bo uort1•ad 

at uturlt7 b7 aubatant1al, per1o41o paJmeat., none ot 

wh1oh wculd. be requ1l'e4 c!u,r1Dg t ho t1rat Jaar. 

'!'he progna p ro"ldoa, with reapeot to bank aaa1nat1on 

Nporta, that what hoa bean co..onl)' oallod. tho •ala-• 

col- will be aboltobod. altoaothor. In plaoa ot t h1a, 

and ot tho oolu.w heretofore hoe4e4 °4oubtf ul• and. 

aet1aatod. 0 loao•, t haN will bo aubat1tutod. the d.ea1g· 

nat1ooa, II, III, and. IV 1 which are to bo d.ot1nad roapoo­

thelJ t or the l1otln8 ot loana that are eooowhat doubtt'\11, 

lllO l'O doubttul, and 1D 11h1oh l~a 1a eats-toeS. Tbe •a1ow• 

col~ baa 1001 bean a alon-r and a oauaa of ooapla1nt • 

'1'he ~l'tant taot, tuPRgor, 1a not tho d.oeli!JI&tlOD 

or the ool-, but 1:M olear rooognlt1.on that 1n .Ulna 

loana, whether tor woJtt111g oap1tal or tUe4 oap1tal pur­

poaea, tho banlr:a ahoul4 be onoouraae4 to place tha -.phaaia 

upon aound.n"e rather tban upoo ll4\l.141t7 or quS..II: •turlt)'• 
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Sbi11&1'1J • tbe NYUed .._1naU.Oil PI'MMUN oloulJ 

reooSJ2UOo tho pr1Dolple that bulk 1D'Not•Dh abCN14 be 

oonddorod 1n the llatlt or tbeb 111hel'ellt IOMM,.oo Ntbor 

" 
t11an o11 a baou or da7 to da7 .uat n'lllllltutlOila or· 

11qu14at lllg ftluo. !'be oftlldnou or tbe bmklll8 17at• 

depdo 1ll tbe laot ~7ola uplift tho •OIIMD••• or tbe 

oounti'J '• bu81Do .. all4 s.zwtu.trlol olltol'prlooo. It ohoal4 

not bo ~~eaourod b7 the Pl'OOAI'louo JOI'datlok ot t lour 

quotat101la -.h1oh onm nnHt opeoulatl,.. Uld not truo 

appre.loalo ot llltl'llla1o wol'th. Ill tha11' pmoeha11 ot 

IOOUJ'1tlao tho ballke llibould ba IIIOOUJ'Cod to lll .... lt1 llOt 

to apeoulato. 

Aooo1'4111117• tbe ra•loed pi'OOodUN broodlJ dlddoo 

aaounUao l!*o tbooo ot ln•••taoat quell tJ md tboao ot 

apooulat1n or 1ub-otmdaN ahar.otor. !be t'os-r wUl 

bo Uotod 1J1 OI'GQ I• tho lattor 1n Orwp 11. Dot'aultod 

boDda alliS a toekl rill be lloted 1ll OJ'CIQO Ill md IV • 

raapoothOlJ• 

It 1o ootSallted tbat IPPI'O&laatolJ 110 per _, of 

the total OHUI'Ulel bel4 b7 tbo lllllko aN of lllwo ..... 

qualltJ 11D4 rill bo oa1'rle4 1ll OI"CNP le Ill IODfo.-1_,. wltb 

tho prlao1~ fill -..uta~ neb .. ev1uoa b7 lllno..._. 
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and not b7 tluotuatlq Ml'ket atandel'da. daU7 quotetlona 

will not be teken into aooount 1n ••h•tlon report•• 

• hlob will require tbllt aueh aeourl.U .. be ah OWD at tbalr 

book n lue whether tbe7 be l1ate4 or unl1ate4 eeour1t1 ... 

117 t bue anerlq benk 1n9eataent t~ tbe Uoar. banq 

dll be encouraged to purohaae tbe aeour1t1aa or aOWIId 

AJDer1can b ua lneaa and 1Dduatrlal concern.. whether larp 

or a•ll• tor their t rue - rtb abd not tor ,_.culatlft 

&a1na. 

Sub-etandal'd or apeculat19e aecurltle•• to be carried 

in Oroup II, era eatU.te4 to cc.prlae not 1110re than 15 per 

cen t ot tb8 banu ' holding•• and wUl be ahown 1n eX&IIlna­

tion reporte at tbelr enrage II&J'kiat price tor the 18 

aontha preoadlq tba enehwtldn~ • method which would 

more accuntel7 ratlect 1ntr1na1c waluee 1n tb1a &J'OUP• 

Unl lated eecur1t1 .. 1n tble group will be ahown a t eetl­

•tad n lue. In tbe oa~e ot Group Ill and IV eeour1t1 ... 

net depreciation wil l continue to be claee1t1a4 •• loee. 

In eets-tlns the net aol:IDd capital or banJu. tbe 

t otal or 1- cl ... lt'--d •• loee, •• well •• the total 

depreciation 1n defaulted boDda and • toolla will be deducted. 

In addl.tlon• 150 per -t or the -re doul>ttul loana• u 

eho.a 1n Claaa UI and 150 per eeDt ot the net depreciation 
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of the 1ub-•taDdaN bolld1 11••• 1n PJ!CIUP II, will be 

deducted. PreY10U.lJ', the tot.l or all ot the l­

ola111t1ed 111 doubtful haa been dlllbloted, b\lt u:perlenee 

h11 ehown that not aore than hilt rea\llt 1n loea. LUr:e­

wiee, 1n the put deduct1one haYe been .. de tor all or 

the Mt depl'lolatlcm •• renected b)' OUI"I'IIIt .. rk'lt 

quotat ion• tor t he tntll'l 1nYut:men.t portfolio. 

A PJ'C.Wai'J' pUI'pOII ot the PI'OSNa 11 t o en.OOUI'ISe 

tba prlnte banld.JIS •7•t- or the oountrr to adapt ltl 

lenc11n& and 1DYe•taent tunotlone to pre•ent·da7 require• 

meata ot oo-•roe, 1n4Uiti'J' and a~loultUI'e. It wlll 

atto:rd the belle a bJ'Oeder oppol'tlmltJ' for ••nloe to 

tba o mlt7 and tor pr~1table outlet tor ·- ottthUr 

abundant 1 141• tund1 • 
:'(,. 

It the baaltl wW aY11l thoNelYII 

ot that oppo:rt11n1t7, ~ ...... 1t,. wUl be d1a1n1elled tor 

creat ion or goYernDIDt • genole• to turn1•h oredit tao111t111 

•h10h the banka 1hould p2'0Y1dl• I t1rlt ltep l n •topp1JI& 

deflltlon nqulrel th•t oredlt con.traotlon 1n tbl benldiiC 

,,.tn be &!Tilted• 2!111 1a e11111t11l 1n o:rdl'l' t o proYldl 

• bub upon wh loh neoe•••I'J' upendon oa be brou~t ab .. t• 

'nlb p ros rsa lhoul4 ... ut 11: haltlac prlYaw oredlt ooa­

t l'lotloa alliS IDOOU'S&ill& prlnte el'edlt l'l:peMUD 'llh1eh 

• 
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. '-
111 t ur n WS.ll 1 ... -. ~ nM4 for re1S&Dea ,.._ pd>Uo 

oredlt• ~nbJ 1t oan oonhlhto to aononl oonwto 

health upon wh l.Oh tu •ltu• ot ~ pbllo •• •U •• 

ot tbt blllkor an4 bank 4epooltor 4opeD4o. .u ~ ..­

tillt, thlt pl'OIJ'aa 4ooo not •an \IIUIOilll4 'ballldn&• t'tM 

b~~nka dll bo "~'\Et\ ;a.. -t~ UM p ... eat praou .. 

or obartln8 ott lo .... aDil ot ootab118blnl on4 •1DtafA• 

1.ns a4oquat o ro .. n•• aplnat 4oubttul. u4 opooulatlYO 

lo.no alld "ourltle .. 
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Attached is Secretary1 a letter to President 

of June 24th submitting the agreement on bank exam-

1nation an d the r eviaed text of t he Comptroller's 

regulation . There 111 &lao attached a -morandum 

showing the old and new provisions. 

' 
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June 24, 1938 

My dea r IJr . President: 

In your message to the Congress of the United 
3t ntes , on April 14 , 1938 , you sai d "As s part of 
better administrati on I hooe that federal banking 
su ~ervision can be bettor coord inated. " 

You asked me to bring this about t hrough 
getting an a greement by the Comptroller of the 
Currency, the Board of Governors of the Federal 
!\eserve Sys t om and t he Board of the Federal Deposit 
Insurance Corporat i on f or uniformit y in bank exam­
i nnt 1ons an:l. revi s i on of the regulation governing 
puchase of securities by banks . 

I am plaased to be able t o report to you t hat 
after t wo months of conferring, we are able t o send 
yo~ a unanimous report . 1 am attaching hereto the 
following : 

1 . Agreement on classification of 
loans in bank examinations. 

2. Agreement on the appraisal of 
bonds in bank examinat i ons. 

3 . Agr eement on the t reatment of 
securities profits 1n bank axam­
inations . 

4. Revision of the inves tment ae­
cur1ties regulation of the 
Coms>trolle r of t he currency . 

The agreements and the revised regulation meet 
with the approval of the chsinnsn of the Reconstruction 
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Finance Corporat ion and the National Association or 
supe rvtsors oJ: State Ben las . 

I feel that th ie ia a constructive step and 
should be moat helpt'ul 1n carrying out your recovery 
program. 

• 

Tho President, 

The l'lhite House. 

Yours respectfully, 

Henry Morgenthau , Jr., 
Secretary of t he Treasury 
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Unused memor andum by Mr. Upham for information 

of the press . 
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IIIIIORAh'lAAI - lllot for publ1cnt1~n in whclo or in p.'U't 
ne 4 Tronoury e tnt omont . 

June 23, 1938 

(1) The Government which charters a bank pe~to it to accept 
deposita, and to invoat such deposita in loans and aocuritleo. 

(2) The Governnont requires those who oporate a bank to 
provide a capitol cushion na a protection to other poopl os ' monoy 
dopositod with i t. 

(3) Tho Govcrm.ent atlpulatoa aomo ccncrol ruloa with 'Ohich 

n b<lllk must comply in llltlld.ng loans and beying accu.ritloa. Theao 
rule s nro oleo lliD.do for tho protection of tho depositor. 

(4) Btlnlca try to mllko loono thot will bo r opnid. If i t 
becomoa protty ccrta.in thot one will not bo pa.id, it io cl:lssod 

ns n •loae. • (As of tho ond of 1937 t l-.o 0 lo,a• clulificntion 
for no.tionnl bo."lks includod one hnlf of ono por cont of tboir tot.U 
loons. ) To roplnco t hie loss an oquivolont =ount muat bo tcl<on 

awey from tho otr.1or of t ho bt.nk (c.'lpitnl) n:1d nddod to t ho nsaota 
bold for account of dopooitors. 

I f it booor.~os ve ry doubtful thot a lonn uill bo pnid (but not 
cortc.in t hot it flill not bo) , it i a clnssed as 0 d'>Ubtf'Ul• and bank 
oxcmincr e no11 require tho b.'lnk to ;>ley IS!Jfo by ::>lao t rldng on 
cquivolont amount nmJ;/ from tho om~or (cnpitnl) for t!>o benefit of 

tho dopoaitors . (All of tl10 ond of 1937 tho "doubtfUl• classiticntion 
for nntionnl banks includod clightly ovor one per cont of t heir t nt nl 
loons. ) Loaoos thus fnll Nl ti10 b"J\lc 0\mors-:~ot on tho dopesitoro. 

O:lo of t!lo c bo."1G(l s o'lCo u:1dor tho C&t'OO:Jent Junt 
roncbod is t ? roquiro t~.t 'Jn4· fifty por c ent 
( rntllcr t!l:ln nll) of t!'.o coount of t!lo lonna , 
r op01r.JOI1t of 11h1ch i o very doubtfUl , be tro."lo­
forred froo capitol account to depositor account. 
Sooe of thou mey p rove to bo c;ood. 

Til<lro nrc s~= otl:or lo!'.:>o L"\ llt>:>ko r~hich cortnlnl;r cannot bo 

classed as lou, ond t!>o ~'l"'.cnt of ':l'hich 1s not.. •vor.r doubt fUl, • 
but 11h1cll tor ono roGOon or nnt>thor <U'O of sccc,:u.t interior qunli~ 
c.nd 11lliCh QrO likely to bocone "doubtfUl" u."lloso 171\tCbod. Thoso 

l oons hnvo cOClo to bo knn:m ns "alo11•-gcnornlly n&r eed to bo o 
misnomer, for tho toot oi n br.nk loo.:1 ohoulc'. bo ito qu.'llit:; rotbor 
th.'Ul i ts liqui dity or Mturit;r. (A:> of tho ond of 1937 t ho • s l o·.7• 

clcas1f1cot1on for no.tlonnl bonks 1:'1Cludod sl1g;,t ly under ton par 

eont of t heir t ot :>l lonna. ) 

I 
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Except in epecial cases no limite are placed on the period of 
t irue f or which a bcnk ms:r lllllke a lotlll. It 1e bank in;! custom which 
hnB made the commercial bank loan a relntivel1 short extensi on of 
credit. 

One of the cbsngOs made under the agreomont just 
r oached i e to nbo.ndon COG!Pl ot ely the use of the 
110rd •slow• by bank olUllll1nora. Thoro will bo no 
•slow• lonna. This clnsaiticntion na woll as 
those of •Doubtful" and 1 Loaa1 will bo replaced 
b7 t he uu:nor1cal dos1,.at1ons of II, 'III, and IV. 
Those lotllls dosignntod aa IV will bo tho ones 
,.bleb ore prot t7 corto.in not to bo paid. 'l'hoso 
loans designated ns III will bo tho onos rep~t 
of which ie doubtful. Thoao lonna dosi gnntod as 
II ~11 be tho onos which for ono rooson or 
another oro somewhnt interior 1n quolity and nro 
likoly to becano doubtful u:~looo ""tcbod. Lonna 
doaignntod Cl8 I "ill not bo liotod i n tho roport 
of examination nt nll , a1nco they oro not 1n IJ¥l:l 
"01/ subject to cr1t1c1om from o. credit stnndpo1nt . 
(As of tho end of 1937 thie olo.ss1f1cnt1on for 
national banks included nlmoot ninoty per cent 
of tboir total loo.ns.) 

This chango should moot t ho cbo.rgo aomotimos 
ao.de tbot banker& c.ro dotorrod from III01dng 
scnmd loan• with rolntivol1 long = turltioe 
for foor they rill bo clo.aaU'iod o.a •Slo,. b7 
OXliOinCrB o 

(5) Bnnke tey t o purcho.so 1noroatoont aocuritioa wb1cb ~11 
not go into dnf<>Ult ns to intoreot or principal nnd vhicb can bo 
oold prior t o maturity it nood nriaos. Nntionol banks end at<>to oocbar 
banks oro limited in thoir purcbnaos t o C(ll1cot nble obl1pt1ona 
11hioh nro not d1atinctl1 or predominantly apoculntivo 1n cbnrllCtor. 

Ono of tho cbnngos mo.d.o undor tho r&roanont just 
roached is a broadening of tho dofinition of 
invoatcont socuri ties eo tbot thoro , ul bo grantor 
lat itude for banks t o ncquiro sound socuritioa 
issued by BCilll locol buainoasos, "bothor or not 
listed on n sccuritioa oxcbongo, or retod ns t o 
quolitT by n rating ogoncy. or registered with 
t ho SEC, or vidol;r distribut ed t o t ho public. 
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llnotber cballge made \mder the ogre- nt just 
roached is t o el iminnt a tbo reouirocnent that 
the non-spoculo.tive charactor of 1L aecuri t :y 
mat bo auyportod b:y r atinc• of r ating Q&On­
cioe. 

{6) The bonk o=inor b!l8 to put a vclue on t bo aaaots of tho 
1>1\l'..l< 1! bo ia to dot ermino wb::t bor tbo full voluo of the dc.pooitn 
1G 1:\toct without rosort to tho copi t al to moko &eod tl-.o o\Uforonco, 
~>."ld detoraaiDo bo;, !l:UCb of tho copital mat bo tr~~naforrod fr.c tbo 
bo:>IC' ownoro t o depositors nccount. lib haYo e"en be• he v:>lucs tho 
loano. ~t vllluo shall bo plt>.eo on t ho aecuriticst Is ;,c to voluo 
tho111 c.a of tbo mtU'I<ot quot ction on tbo dey of cl<tl<lina.tion, or on 
a-r.o o.vorQ&O baaia , or r.t por , or coot , or ~t1 

Undor tllC agr ocoont juet ro:>ehod tho O:\rkct 
p rieo of socuritioa of invoabaont grodo will 
bo diarognrdod comploto~ end t!loy 111ll bo 
va lued ns c::ll'r iod ,n t ho boolcG of tl10 bnnl<­
ot coat, "ith promi'llllla <WOrtizod. 'Bonde 
"bleb nro spocul utivo i n chl>rnctor or bolo" 
bOJll: inve<1tt1ont grade 1Till bo voluod at t heir 
nvorQ&O quot:\tion over t ho oi4;htoon c~>ntho 
J?rlor t o tho em,.,i nnti'>n . ll'i!t:y por cent 
(retbor t~~ nll ) of ~ not 4c?rocio.t ion 
in t boao spcculetivo ooeuritioo bol o-. book 
value will bo tr:>nofcrred froa copitcl occount 
t o depositors <>Ccou:>t. 

{7) :Btlnk c=incra dtscour~>&O cpoculetion ln accurltlcs. 
Securitioa ohould be b~t b:y b~o f '>r invoateont. 

To discourage epoculntion it hl>o boon S&NOd 
t bct there 1s to bo ctrictor odhoNncO to t bo 
principle tb.."\t profits r oault1Q& !roo tho oolo 
of aocuritios bo devot od t o n!foot ting looooa 
ond to buildi n& up (ldoqUQto rooorvos , o.nd not 
uood tor dtvid.ond.o , bonusoo, 1\114 t ho lllco. 

--

. -
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Preaa release on bank examination am the 

Comptroller's investment aecur1t1e• regulation 

1saued on JUne 2Stb to be used 1n Jun• 27th papers . 
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7or llolCX\aO t o llornin& IOW'PMOro of llo""'"'. J 27 1938 
&/26/38. - - - W10 • • 

BJVtSIOI 07 PBJCEDUll! Ill :ulll UAllt!IA'rlOIIS AJ5 AGJ1X!:D 'rO :sr 
'1'111: ROI!I'Ullf 0'1 '1'1!£ 'l'WSURY, '1'111: :SOA!ID OJ COVIIIIIORS 07 Till 
l'IDJIIUL l!ISJ:ltB SY&'l'JX, i'BI Dil!IO'l'OliS 07 Till nill1lAL DIPOSI'l' 
INSUiWIOS OORPORI.TIOll, Alii> TIIZ COIIPTROLLD 0'1 'l'BI OUIUlDOY. 

Tho Olaea1ficnt1on of Lonna in :Benlc J:xooi nationa 

The pr oaont captions of the claaaific~tion unite. nnouly, 1 Slow, • 
"Doubtful , • and •Loaa" ore to be abandoned: 

Tho clneaif1cat1on uni ta horeattarwill bo duignatod nunericnllJ 
end the following defin1 tiona thereof will be printed in 
exacinntion reportao 

1 . Lonna c r portiona theroof tho r opo,yuont of which appcnra 
nuurod. These laM& nro not clnnifiod i n tbc e:mo1nation 

ropcrt. 

11. Loans or port iona t hereof which appear to involve e 
aubatcntiol cnd unronaonnblo dcsroe of risk to the bonk by 
ronaon of en unfnvornblo r occrd or ot her unantiafnctory 
chornctoriatics noted in tho exoninor 1a coauonta . Thera 
oxiote in euch lonna tho poeaibility of futuro loss to the 
bonk unloes thoy r~ccive tho cnrotul and continued attention 
of t ho bonk' • Olln£l&OCMt.· No l oon ia eo claaeit'ied if \llti­
oot o r opeyoon t aoooa r eaaonnbly a811ur od in vi ow of tho aound 
not wor th of tioo l:llllcer or ondoraer, hie enrning cepaci t7 and 
cbaractor, or t ho protection of col!, t orol or othor aocurity 

of aound intr insic voluo. 

til. Locna or portion• ther eof the ult ioote collection of 
which ia doubttul o:u1 in which a oubatcntial lou h pro'bablo 
'bu.t no t yet definitely aecortainnblo in III>Ount. LoN>• ao 
clo.uifiod ahollld r ocaivo t ho vi~&orcuo attont hn of the nnn­
agouont with a viow t o a~vecinS whlltovor veluo 'DlJ/1 r onain. 

IV. Loon• or portion• thereof rosarded by t he cxnoinor fer 
roaaone act forth in hie eoocont e aa uncollectible and no 
cat1cntod looses. .Az:lounto eo clnoo1fiod should be prooptly 

cloor .;od off, 

Present prcctiee will bo continued undor which tho total• of tl. Ill , 
and IV obovo nro included in t ho rocepi t ulo.Uon or suor.ar7 of e:oo-

aninere ' cle.aaificationo. 

Jift;r per cent of the t otol of 111 above tu>d all of IV o.bo•e will 
be detuctod in 

00
cputi!IC tho net oound eapitnl of the 'tanJ<. 
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;>ho Apprniao.l of l!onda in Bgnlc Ewinntions 

}loitho:- Ol>prociQtion nor doprocic.tion in Group I 
eocuritioa ..111 bo sllgfln in tho roport . lloitbor \?ill 
bo t :ll<on into <>Ccount in fi,.~ring net eound copito.l of 
tho bank. 

Group I eocuritios aro =rkotnblo obli&<>tiona 
in "'hich the invcst::lont choMcteriatica QrO 

not distinctly or prodocinnntly epoculntive. 
Tbie emup includan &Q!lllr·J. .,Ql'\:ot obli&ntfons 
in tl:o four hig:,Ost gTcdco !l!ld unr<>te.! aocuri­
tieo of equivalent vnlue. 

The securities in GroUJ> II ~rill bo vo.lued nt the 
o.vorogo mo.rkot :rr ice for oichtoen months just procoding 
o~inntion and fifty por cant of tho not doprocio.tion 
f!ill bo doc!uctod in cocputing the not eound cnpitnl. 

Gr01J.p II sccuritiee c.ro t hoeo in 11hich the 
invont mont c~~ctcriotioa nrc dietinctly or 
prodomin:mt}J spooul<ltivo. Thio &rou:> includes 
gonor.:U. m..-u-l<:ot obll.j;ntione in ~P"o.do• bclov tllo 
four hl;;;llost, and unr"tod aocuri U oo of oquiva­
lont vnluo. 

Pronont practice will be cont inuod und.or ':Thlch net 
deproci<\tion i:J. the socurities in Group III ond Group IV 
o.ro clnaoifiod na loss. 

Group III socuriti oo: Socuritioa in default . 

Group IV eocurl ties: Stoc:co. 

Proeont p r actice Ttill bo continued un'ior Tlhich promiur.ta 
Ol\ eoouritioo purchased "t o. !'remiun J:1\lst be =rti:od. 

Prosont pract i ce of 11otin6 o.ll aocuri.tiea o.nd oho171nl: 
tho1r book •to.ll>D· rr1ll bo ccnt illuod. 

' 
• 
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The TTee.tment of Secwititf Prot1tts 1n Jerk !wipatioP, 

until loaaes baYe been written ott and adecruate re­
aervea eate.blisbed, the use of pro!i ta from the ·sale of 
aeeurit1ea tor ·&It1 purpose other tbon tbote, •111 not be 

approved. 

Present practice wiil be continuod undar which 
eatimlited loases muat bo charced oft. 

Present pro.etiee will bo contl.wed Wider which 
the establ1sb:cent and maintenallCe o! adoquato resorves, 
includ1ng r eserve• against tha ooeur1t1ea aecount, aro 

on(\oura&od. 

Present practice will bo oontinuod under which 
opoculation in uocurit ioo ia crit1ciaed and ponal1zo~ 

•. 

• 

• 
• 

. -· 
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'l'RBAsmrt DBPAR'DlllN'l' 
C<lalptroller or tl>e CUrrency 

WAS!!DIOl'OII 

INV!Sl\IElrl' SI!CURIJI ES RI!XlULA'riON 

IosU&d by the Comptroller ot the Curnncy 

By Tirtue or the authority veeted in tho Comptro11or or the 

CUrrency by paragraph Seventh or Section 513& or the Revised Statutee, 

the rol1o·dng regulation is pra:~t~lgated: 

SECTI<II I 

(1) An obligation or i ndabt odneea which may be purcbaaed tor 

ita own accowit by a national bD.Ilk or Stnte momber bnnlt or tbe Fodord 

Reserve System, in order to cooc within tho clnsaification or "invest-

ment soc uri ties" within the meaning or porap,ru?b Seventh or said Sec­

tion 5136, must bG a mnrketnbls obligation, 1.o. it must be snloble 

• 

under ordinary circumstonces with rensonnble promotooss ct n tair value; 

and with reepect to the particular security, tb!>ro must be present on• 

or more or tl>e following characteristics: 

(a) .t. public distribution or the securities must have been 

provided tor or mAde i n a !liADIIar to protect or insure tbe market-

ability or tho issue; or, 

(b) Otber sxioting aecuritioo or tho obligor must have such o 

public distri bution ns to protect or insure tho mnrkstobility or 

the 1aaue under eonaidarntion; or, 

(c) I n the cnse or investm~nt securities ror which a public 

• 
• 

Regraded Uclassified



- 2 -

41atr1bution &a sat torth in (6) or (b) above can not bo eo ~ro­

vided, or ao made , end which ore ioaued by eatrbliebed commercial 

or 1nduatr1•1 bunineasoa or ontor~riaoe , thr.t can demonstrate tho 

nb111ty to aorvice such securitiea, tho debt ovidoncad t horaby 

must muture not loter than ten yanra nrter the doto or ls&u•nce 

or tho aecurl ty and lllllBt be or ouch eound vc.luu or so s<>cured na 

re3aonnbly to ossura lta ~ayment; and eucb aocuritlas must, by 

thea~.._ ~vrda tor the amort1~ot1ou ot the debt avidencocl 

thoHby eo thct nt lanst 7'J/, ot tlw "Princi~nl will be extioguisbod 

by tho maturity dote by aubBtnntiel ~or1od1o ~nyments : Provided, 

Thnt GO omortizution need b& r&quirod tor tho ~oriod or tho t l r at 

yonr otter the date of i saunnc~ or such aoour1t1os. 

(2) Whora tho security is lesuad under • trust ngreem, nt, the 

cgroamant must provida tor o trt~tea indo~ondant ot tho obligor, 

and auch trustee must be c bc.nk or trust compcny. 

(~) All ~urchasos ot 1nvoatment aacurltlaa by notional r~ Stota 

member btmlte tor tbeil- :>wn account ,....t be or securities • tn the 

torm ot bonds , note&, CJJIJ/or dabanturoa , OOIDII:IDly known r.a inveat• 

mant accur1t1ea• ; ~nd evory trnnanotlon wblcb le i n teet ouch a 

~urchaee must, regurdloss or its to~, comply with tbls regu! ·tion. 

SEcriON II 

(l) .llthouah tho bonk 1a permitted to purchoeo "investment 

eecurit tea• t or 1 ts own account t or -pur~aea :>t lnvaatment under 
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t he pr01'1a1ona of .R . S. 5136 t.nd t b ia r.gultlti~n , the bllllk 1s not 

!)Omit t ed o the rwise to particip at e oa o princip·ol in thl mo.rl:stlna of 

aecurl t ioa . 

(2 ) The a tlitutory l1mt totion on tho lllru>Ullt or th~ "lo..-u trnent 

aacuritioa" or ony ~ne obligor or maker which mny be nor~ by·th• bnnk, 

is t o be d ete rmined on the basis ~r t b, pnr or fncG v~u• or the sa-

curltie a , and net on t he ir ~rket value . 

(3) Tbe purchnso : r " invastment aocurl tiea• in ~bleb the i nves t-

mont cb:lr cc\ar lstles l\l'o di stinctly or pr od<'m.in'lntlY sJ)Ocul • tive, or 

t he purchas e ~r securit ies "bleb r;ru iu dut :.ult , e l tbor ns t o princlpt\l 

or lnt or o at , i s pr~hibit&d. 

( 4 ) Purchase of .on i nvos tmont aoourity r.t n price exceeding par 

i e p~hibited , unless " th~ brnk nhell: 

(a) PrOvide r~r t h!i r•g~~inr amortizoti: :o or t bo pr amiwn 

pai d so t hr.t t he prAllilll'l ,31\oll bo, ontl rc.ly extinguis hed ot or 

bofor o t he ~tcrity ~ r t he aaeurl t y ond t ho aocarlty ( i nclud i ng 

premium) shall :~t n., htervenlog d ~u be cJ>rriod ot Cll -~unt 

in •~ceas or t~~t nt whtcb t bJ ~bllRPr n..y legclly rsdooo aucb 

aoourity; or 

(b ) set up n rosn ve e oc.ouut tc> o.mortlze t hs prsmiU!l, sold 

o.ccount t o be credited '(>8r1od 1coll.Y fll tt. nn """'unt not lese t Un 

' 

the o.mount re quir ed for m>~rt1zo.t1on un4ur (n) nbove . 

Convertible into s t o ck ot t ho option 
Purchnse of s ocurltloe ( 5) 

ot t ho ieauor i s prohibi t ed . 

(6 ) Purchase ~r s~curit i~a conver tible i nt o s tock nt t he opti on 

ot t he holder or n th stock l"ll'cbc.ao ,.nrr,.nt s ot tc.ched is pr:biblt ad 
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it the price poid f or auch aaeurity ia i n exceaa or the intee~ont value 

or tho aaour1ty itself , e~naiderad independently or t be at~ck purohoaa 

warr ants or oonversi~n feature . It it is apparent tbnt tho prioa paid 

t or on otherwise eligible security fairly rafleota tba inTestmont vnluo 

ot tbe aeeurity itnelt and does not inoludo any apoeulntive vnlue b•aad 

upon the prooe'lcs ot a stock purchcae warr ant or convorsicn option the 

purohaae or such o security is not prohibi ted. 

(7) .U t o purcheae of aecuritioa undor repurcbcaa agree,.,nt, 

sub ject to the limitation& on1 reatricti~na aet r orth in t he le~ and 

this resulation: 

(o) It is permissibl e ror t be bonk to purchase • tnvsstment 

aeouritios" from anot her undor on ogroemont wboroby the bonk 

boo an option cr o right t<> roquire t he setlor of tbe seouritioa 

t o ropurcho.ae t bsm tr<>m t ha benlc nt G prico a t nted or at a price 

aubjoot t o det orminetion under t he to~ or t he ngroomdnt, but 

in no cMo leas th$n tbe vclu> ct t b') t l.ma or ropurcill!sa. 

(b) It is pe~asible r~r th~ bonk t o curebose "investment 

aecur1tiea• tr'r.l nnot ber under on , groam&nt wher eby the sellar 

or 0 third party guorr.ntoes t ho bonk o.gninst loas on roaolo or 

t ho securities. 

(o) It is not permissible t or t~a bo.~ t o purcbose " inYeat-

mont aacuritie~• trom anoth~r under on ngra~nsnt •~eroby tbn 

t~- r•-• t or t b. • option t o r apurchoae &Bid ea­
aeller reaerveo - ..,.. 

\ 
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curitiee i t aolr or through its n~i~~e •t • ~ " \)rice atot&d ~r 

ut n prico subject t :. dutel'!llinrti ~n t•~1er • •• th• tJrns or tho 

ogreum.ant , notwi t hstnvHnD the t eet th•t o ~ t !:o ban..lt m.'y :U.so , 

under ouch ~ao~nt, hove tho right or opt i on to c~pel tho 

sollor to re\)urc~nso tl~ securities nt ~ price st~tod ~r r.t 

n prica subject to dota~iuotion un~or t ho to~s or tho 

ngreornent . 

(8) As t o re\)urchas• ngra!llt•nte ccc:,-'ll):.'IJing ... ~,.. or socuritioa, 

( n) It is ,arr.issib~o t or th. bonk aelli~R securities to 

another to agree tt:t the bcnk al~ ll bcva ~n : \)ti,n or r\~~t to 

ropurchooe the secur1t i9s rro'l t he buy9r nt n vricb st~ta1 or ct 

o \)rice oubject t <. dotel-niur.tion under tt..J t oms or t he ::Qe...,.nt , 

but in no cuse in oxccss >f tho J.u. rK~t 'IGluo "t the timo or 

rol)urcbase . 

(b) It is n:>t .-e • ...--l.seible r . r t he brnk solli ng sucuritioa 

t o anothu to ogreb t t.ot t hL "uror · a>r ol.o.ll !lnv• t~> right or the 

option tc require tb3 b·~k t • re~urot.•se sei~ securities at a 

price atuted ~r nt n ~rice aubj•ct t~ 1etorcJ~tion unior t t• terca 

or too agreel".ent , n<-tf/ithstr.n<\111& t~o f!lct tt.c.t the br.nk :MY rJ.ao , 

un1 or such agreement, ~~ve tbe rlght ~r Ceti >n to repurchoco the 

soouritiea fr?m t he buyer at n prtos atot~ or ot a uric~ subjact 

In v1 Ctw or tha tG.ct thv.t s~m.e bo..nku r:Vt)' t.ovo bought -:r s : l d aocuri tit~ I 

unl\a r a t orm or ngreecent which is prohibited by t bls regulr•ti . n, t he bonk 

sboul<l ai tb&r tomill!\te or =--!U'y ao<Jo ae •• t~ conter:o t" t!Us regulet1on, 

• 
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hlblh1. tne 1m1at 1>0t be reue...cl. 

'l'bo restrict! ' na and llrnitntiono ot t hh roll\1lr.t1on do not oppl.y 

to aacurltloa ocquiro1 through t oreoloaure on collntarnl , cr Lcquired 

in good t el tb by wny -:t col:l'l)ra:!he of 4 doubtful clnlrn or t o nYnt on 

apllrahen1ad l:>es in e:>nneetion with n debt llNYiouaJ.y contrnete1, or to 

real eatota aecurit ies &cqu1ra1 pureunnt to Sect ion 24 of tha Fe~orol 

Reaorve let , ca amende1 . 

'l'bis regulntion supersedes pri or ragulotiona governing the nurchoee 

ot "i nvestment securit19s• ond is etroettve rrcn oni otter July 1 , 1938. 

I 
SiSDed nnd 'Procwlgoteoi t!Jie 27tb 1oy ot June, 1938. 

IWISIIALL R. DIGGS 
Ac Unc Co"J)troller of the Curronc7 
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. attached is printed COPJ of Comptroller's 

Investment Securiti es Regula tion. 
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TREASURY DEPARTMENT 

COMPTROLLER OF TH~ CUARKHCV 

WASHINGTON 

INVESTMEI\'T SECURmES REGULATION 

l)y_ \'if~Ul' or thr autho~ity ,·e~tcd in chc Comptroller of the Currency by r,arag.roph St!\'Cnlb 

of S<tt1on ol36 of the Revt>i<d Statut .. , the following r<CUlation iJ promulpted: 

SECTION I 

(!) An obligation or indtbtedntM whieh may bt pun:ha...J lor ill! o~-. at<OUnt by a national 

bnn~ or St1~.to ntcmbcr bank. ~f ,the. F~dcral Rese~''C System, in order to come wilhln the class:i­

firauon or JD\'tstmcnt set.Urll!e! I ~\'Jth~n the meamng or pnrngraph_Sc,·en~l or said &ction 5 136, 

mtu-l bt a marketable obh,atton, l.t., 1t mwt be t alable undtr ordmary ('ITCUt.ll!tantu -..·ith rta­

~nnblc promptnC$1 at a fa1r value; ftnd with re!ptet to the particular ieeurity there must be 

1•n-..:nt one or more of the following charaetcritt t..ic8: ' 

(a) A public di>tribution of the aeeuritiea mu>t ha•·e been provided lor or =de in a 

mnnner to protect or insure the marketability of the itt~ue; or, 

(b) Other existing &ecuritiea of the obligor must hn\'t' such ~~ public dia-tribution Rlf to 

proted or insure the marketability of the issue under con!ideration; or, 

(e) In the case of inve~Stmt'nt securities for which ft public distribution a.s 1t't forth in 

(n) or (b) above can not be 80 provided, or so mAde, nnd which are iuued by eatabliehed 

rommcrtial or indUt~trial butines...'"CS or entt.rpri!C!, that. C"An demonstrate the ability to 

ecr•ict such securities, the debt evidenced thereby must maturt not later than lett year.! 

Mter tho date or i5!Sunnce of tho security nnd ntust be of i!.uch eound value or 10 acturttl u 

rca.sonably to auure itt payment ; and such seeuritiet mu! t , by t heir tcrma, provide for the 

•mortiutioo O( the debt evidtnee<f thtn:by ao that At lrL<t 7ol' of the principal ~·ill bt 

exting\lished by the ml\turity date by aubstantial periodic paymentt: Pro,·idtd, that no 

Amortization need be required fOr t.hc JlCriod o£ the fint. )'Cftr after the date of iSSUI\Oee o( lUCb 

!e<:uriliH. 

(2) Whert the eceurity is issued under a trust agreement, the Agrt'tment must pro\·ide for a 

tru1tec indepcnd~nl of the obligor, and liUCh t rustee must be A bank or trust oompany. 

(3) All purchaees of investment 5eCUritit'! by national and State member bank• £or thtir 

own aceount must be of aeeurities 11in the form or bonds. nott$, and/or dtbtntum. rommonly 

known as invcsteutnt securities'' ; Rnd every transnction which is in fact aueh a purchase mu~l. 

r<:gAnlleu of its form, eomply ~·ill• tbis regulation. 

S&CTJON It 

(J) Although the bank is )X'tmiltro t~ .purchase 'rinvcsuncnt fl~(uritic~fl" .ror itfl own ~~~·~unt 

for purpcJi~iet or invtatment under lht pro\'1110111: or R.S. 5136 •n<! thu! regula.u?n, the bank IB not 

permitted otherwise to participate u a Jlrineipal in the marketm& of JMUrlllf'!.. 

(2) Tht atatutory limitation on the amount or the "investment steuritict" or any one obligor 

or maker whieh may bt held by the ba~k, it to bt detennin<d on the baaiJ or the par or fact 

\'a lue or the securities , and not on thcu market ''alue. • 

. (3) The purehue of Hinvest!fle:nt sec"Uriti~" in which th~ i.nvCii~ H.ICDl chn!actcrietiel!i a.re dis­

tinctly or prtdominantly a:peculauve, or the pun-hue of steunue~ "luda are 1.0 ddaull, "htther 

aa to principal or interest , ia prohibittd. 

(.a) Purt'.ha!C or an iDVCStmcnt. tc:eurity ot a prj('(' t'XtCCding lll\r i! prohibited, unlc!l the 

bank mall: 
• . 

(a) Provide for the regular amortbation of the pre:miuan pa1d iO that. the !>~m1u1n abAIJ 
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)IAfV..IIAIJ.. It Ul(;t::S, 
.\ct111t1 C..•~t.Crw.lffno vltlw 4..~· 

• 
STATUTORY PIIO\"ISIO!\S 

,... ,..rr~~~-"'" k· ... ....... .t -~lad(~:;,;.. .... .. _ __. ..... - ............. 
.,. ,.,..,-.p~~~ll.tSm;..SIJteltW~ S&a•~_,~ l.-...~• ......... 
.tt.idt ,..nanph ... ,..a. .. l.t ...... u 

~ta... To Pl«ft.c by N ~ e( cliroedor.o • d.ty a....,_....,...,.. • .....,. ,...,... 
10 la-w. all fiW'b Uwidt•tal po'Kn'" ...... u be- __,- w n.N)' ... llt ....,._ ""' .,..... ... ,,., 
diecounti•1 Ull.l llf'll'l'-111111 fJNIII~ notb. dn~f"-. bdb .t ~ • .... _..,... """"""'" li 
debt; by mri\ i"4 •~l~r_ _by bt.l)'i"l and ,.,..hn1 t'.ltWv. ~. aM .,.... .,. '-'ut~IC ~••~~~~~"~' 
on Jlft'KIM.I «'f'Un,y: a«MI 171' tlbt•lt~lnJ., i-;.,. Mid cirn~lat• IIOC'ft' ~Mil'"' ''""'t.w•"" 
of thM titlr. 11•e btltiMM vf t.lcal ua~ i" M'Mlnt~ a01l "((lo(k tw til. ~.:. .l!.aJ !'- l"uuott 
to punh.uinl an•l ~Ulna tlKl• '"'""'hand .t4Vdt ••itbwt ~,,...,., oOltfy ...,. ""' +lrooil'l' 1n11 
(Of the atMIIII of, eu.tv•m"• and in nu tii.M' fur itf (I"'" aCNQtll, aM dw .-:•••• -11••11 1!11• 1 

underwrite 1111)' i'*tte~ t1f M"Mn llkt llf ft(lt'k: Prot•Mtll. TAif.t IAr llu«to~~l- _, ,..,._.~- 1,,. ;,. 
OU'll ltr«<tl"l llll't"fllllf"lll lofrlmlk..1 ... ,ftr AWA li,lllffti.o"~ 1t11t/ U•lmf._ ._. t4.. I ,.,_,,_,j4,1f 
of U,~ (;W"fi"IU'If lltlllf !111 rtflrJtiiNHf prtlftribt. In flo t'\'t'hl ~ha ll IIW' loOtal ~ tel \litr U''""ot.­
IIICI1t. IMlt'ILrilk-- o( 1111)' Ollt l)bll«tlf Of llilktr, llt•llf by Ill(' ~atl0111 f~ h ... ~ tHo,_.~ ...--1 
al a.rty tlo14! 10 I~' e<•nhut'l of ll• c•l•llAI tHI(k IW'Icallv pa.Jd h• ••I ~~~~~""' •• ••• ll"!fl 
t"l'nlUUl of it• 'UI1mJ•Irtd IIIU'])fUJ ft~~nd , t'JI:(t'IIC tl11.t th.ii Jit~,itatioa ~t.alt '* ~ .. , ..,_ltrli~ 
ti~,~~r~ «'' di,.KMfl ut an)' lll'f'lltilit- I•• tullY l1dd b)' it Clll tlw dau· Gl dw- raatt-•1 .t t1ot a. .. ILIIC 
.\l'l of 1!111.\. A• tuM,,. tA• Mdioll t11f l«M 'iaa'4"N•t-' «('tlliltt•" .lwtJI _..,. -t.rt_.et.. ....,. .. 
,..,.o..., t.,.., .. _..,.,,., •'•tlrWI'd11t" o/ ••r ~""-"'"'· ~po,tltffdip, ll...onat-. • ,..,_.,_ • -.. 
/M• o/ boll"'•· .utlfl, •tt4J• "*-''"t"4. tw•••lr I•~ &o rfi !Yorl....-l!l •,_,tw• _.,, ---N 
/wtkt' MI.•",_ •I ,., ,,.. '"''""'''""' «:.ntrit~' .. -• fir,....,..,.,..,. ew ,...,~.,.., • c._,,.,,, •I ~~ ~. E:&«pt u hmul•rtt'r Jlf'l'rldtd • .-t.'"""" ,.-~w..t .,_ .. " 
1141(111 ... brrrill t'IOft.w..ci ......... ~~orue ... ~by l..lw ....U.•- I« It• .... ...._..<II 
uy-.-. ellllodc tl uy .,..Cio&. 1'lflt ~UOM ... rN~- twrn. ~ • 11t 

... ~;.. ...,......., ... ~ .. ilt .... lltfttUM • .....,.,._.....,.,.,.. ........... Me~ 

to aW!ipl ... ol tl.tl'•.._.. Mal8., cw ~ ~ tl ..,. :i:tlk • J M.1 ,.,..... ..... 
d~ lhtftof. • ..,....,..., ......, _.., ~ ... ., ai.r Ff'drn;l r ...... r... \ft- ... 
........._ cw ~ ., tlrltt Ftdtnl 11.-r 1..,.. 8lllb « 1111tr H..r (.._.... 1- '~n.tt..• 
• ClblipU.. • Wdl 8ft'~ '7. '""' t•f'OirraJ n-...; A....-..n••· ,_....,.. w .-rt.­
:'01 411 tk Naooul 11-...c Att. •f tlltr drtdt'ulw te ,_ ........ • ,., _... .t ~ ...,. ... 
oWicat-.. ue ptnktd .. te Driwclal l8d ~ ~ clw- t •unt $4•'"" • ~ ., 
aatioul 111011.pp ...orie.t*'- Prvridtd, ,.,.., • tarYYieJ • t.k ~ ~ , ..,... 
u the ,.r~ll bcw•~ , .. ...odltioe tllaU IIIOC ian-.4. • . Lfw. ~p~ral ••ott •II • .,."'1.,._,_ 
~.WP•i.ud .. .,..,., tilt &lw .,r any fllat«: ttt ~~ • ... rMifw,.,..M t.u.- "' a.n -...~ "' n....., 
ur 13 ewr f't'alllnl of 11141 fal)llal •tt~ttk vftl~~e ..oti.fltiuls act.aally rUirn anol •"'"ll'fll""l ~~~~ot IJ 
lll'f" t~tll\IIU uf J~ Wliiii.'IIJft!:l aUrpl~~ot.'" 

Settion 9 o.f •h• t' " lor:n l He.ene Ac.t. M ••e.ll!dcd. rtovid'" in pari .. (n i t.~·· 

":;tate nl«:nibtr l)anlu 1h11ll be ,..bjccl to> the IIUit«:' 1itnitlllio.u• aftll f'lwulilk••" •hl1 ""'~ lu 
tile' f)UI"flllotfn& litlllnJ 111'1\ktwtltlnll IUitlfu)lding of iiWt'l'llllt'lll ~ltiCM .. lltl•l tl•lf'k a• II~ llJIJ' II• 
nblo in the c~ of ,;"llo11-11l ba•,lu' 11t1drT pnragn•J•b '!)t•\ 't'tlth' or ~~~~~' M311 or tl•c ltc:' •Kf1 
Statute., !If amended," 
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