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BOARD DF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence r>ate March sif IQ
To rrovernor Pansom Subject: Revised draft of banking b i l l

From Mr. Wyft-ht, flenera.1 Counsel

On March 15th, I gave you a tentative draft of a proposed
banking bill based upon the specifications which were furnished to
this office on March 9th»

Since then Mr# Vest has worked diligently and has produced
a revised draft (dated March 25th) which I have reviewed carefully
and believe to be in form suitable for introduction in Congress (ex-
cept that the ttspecifications" and catchlines should be omitted), if
it should be decided to recommend legislation in accordance with the
specifications of March 9th•

If anything further is needed in this connection at a time
when I am not available, Mr# Vest would be the best person in this
office to supply it, because he has worked closely with me on this
subject and is most familiar with it.

Respectfully,

Walter Wyatt,
General Counsel.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



COHFIDENTIAL

DRAFT OF PROPOSED BANKING BILL PREPARED
OS THE BASIS OF SPECIFICATIONS FURNISHED
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SPECIFICATIONS FURNISHED TO COUNSEL
UNDER DATE OF
MARCH 9, 1938

1* Formulate a mandate as to objectives of Federal
Reserve policy together with instructions to the Board to
submit recommendations to the President or to Congress as
to matters requiring executive or legislative action out-
side the powers of the Board.

2. Eliminate ownership by member banks of stock of
the Federal Reserve banks and substitute ownership by indi-
vidual members of the public in each district. Limit number
of shares that each stockholder may own and limit to not
exceeding 4% the rate of dividends, making them cumulative•

3. Reduce boards of directors of Federal Reserve banks
from nine to seven members each, none of whom shall be a director,
officer or employee of any bank. Retain three-year terms but
limit service to not exceeding two consecutive terms.

(a) Retain present provisions for grouping member
banks into three groups, Classes A, B and C, but, instead of per-
mitting member banks to elect any directors, provide for submission
of two names annually to the stockholders (each class of member
banks nominating two persons every three years) of whom one shall
be elected by the stockholders to serve for a term of three years,
so that the stockholders will elect one director every year and
be represented by a total of three directors on the board of each
bank. Voting in person or by ballot through the mails to be per-
mitted, but not by proxy.

(b) Board of Governors to appoint annually one di-
rector of each bank for a term of three years so that the Board
of Governors will select a total of three directors at each bank
with the present qualifications of Class C directors.

(c) The State Banking Superintendents or Commissions
of States within the territory of each Federal Reserve bank to
elect one director of each Federal Reserve bank for a term of three
years•

4. Separate the offices of Chairman and Federal Reserve
Agent, authorizing the Board to desig^te one of the directors of
each Federal Reserve bank as Chairman and to appoint a different
person who need not be a director to serve as Federal Reserve Agent.
The Board of Governors also to designate one of the directors as
Deputy Chairman.
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5. The board of directors of each Federal Reserve bank
to nominate to the Board of Governors for a term of three years
a President and a First Vice President -whose nomination as well
as salary shall be subject to the Board's approval.

6. Provide that the Presidents of the Federal Reserve
banks shall constitute the membership of the Federal Advisory
Council and that the First Vice President shall be their alter-
nates*

7. Transfer to the Board of Governors all functions
of the Federal Open Market Committee.

8. Provide that the Chairman of the Federal Deposit
Insurance Corporation shall be a member ex officio of the Board
of Governors (with provision for representation by another di-
rector of the Federal Deposit Insurance Corporation designated
by the Chairman of the Corporation as his alternate for the pur-
pose) and that the Chairman of the Board of Governors (with
similar provision as to alternate representation) shall be a
member ex officio of the Board of Directors of the Federal De-
posit Insurance Corporation. Provide for assignment of space
by Board of Governors in its building or annex to be constructed
for personnel of Federal Deposit Insurance Corporation, with re-
imbursement for proportionate share of cost of such space.

9. Provide that the Chairman of the Board of Governors
may be appointed from any part of the country, making his term
of office end at the same time as that of the President of the
United States by whom he is appointed, except that he may con-
tinue to serve until his successor is appointed, and provide that
upon the termination of his membership he will not be subject to
restrictions as to subsequent employment.

10. Change the terms of the remaining five members as
hereafter appointed to ten years, one term to expire each two
years, without restriction upon reappointment, but service in
any event to terminate not later than the age of 70, and permit
members of the Board to be members of the Federal Reserve Retire-
ment System. (Ex officio member?)

11. Abolish the office of the Comptroller of the Cur-
rency, transferring all currency functions to the Treasurer of
the United States and all other functions to the Board of Gov-
ernors of the Federal Reserve System.
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12* Draft provision for permitting national banks
to establish branches anywhere within territory of Federal Re-
serve branch or head office in which national bank is located
as well as anywhere within same State, if such State extends
over territory of two or more branches or head offices. (For
further limitations, see proposal formulated for consideration
in connection with Banking Act of 1935).

13. Draft program as to bank holding companies (to
be co-related with foregoing proposal as to branch banking).

14. Authorize Board of Governors to assign performance
of specific duties and functions, other than determination of
national or system policies and power to make regulations, to
individual members, to members of its staff, and to Federal
Reserve banks*

15. Decentralize administrative matters, other than
determination of national or system policy or the adoption of
regulations, by authorizing Federal Reserve banks in each dis-
trict to issue charters, permit the exercise of trust powers,
approve the establishment of branches, carry on section 30 pro-
ceedings, admit banks to membership, and handle other matters
of a local character affecting banks in their district, within
such restrictions as the Board of Governors may prescribe and
subject to appeal to, or review by, the Board of Governors
under regulations made by it.

16. Move up to 1939 the provision of existing law
requiring banks having deposits of $1,000,000 or more to be-
come members of the Federal Reserve System.

17. Permit only banks having deposits of less than
#1,000,000, whether members of the Federal Reserve System or
non-member insured banks, to absorb exchange and collection
charges for other banks•

18. Strike out all present provisions of sections
13 and 13a of the Federal Reserve Act relating to eligibility
of paper for discount and substitute provisions of section
10(b) without the requirement as to a penalty rate.
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A BILL

To provide a better banking system for the United

States, to state the objectives of policies to be pursued by

the Federal Reserve System, to amend the Federal Reserve Act

and the National Bank Act, and for other purposes.
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1. OBJECTIVES OF FEEERAJL EESERVE POLICY

Specifications

1. Formulate a mandate as to objectives of Federal Re-
serve policy together with instructions to the Board to submit
recommendations to the President or to Congress as to matters re-
quiring executive or legislative action outside the powers of the
Board•

Tentative Draft of Amendment

Be it enacted by the Senate and House of Representatives

of the United States of America in Congress assembled, That sec-

tion 10 of the Federal Reserve Act, as amended, is amended by add-

ing at the end thereof the following5

t!The objectives of policies pursued by the Federal

Reserve System shall be to use the powers conferred

upon it by Congress to maintain sound banking and credit

conditions and to contribute to the restoration and

maintenance of full and sustained employment of labor

and of the productive resources of the nation*

wIt shall be the duty of the Board of Governors of

the Federal Reserve System from time to time to recom-

mend to the President of the United States or to the

Congress such administrative actions or such legisla-

tion as, in the judgment of the Board, Trill contribute

to the attainment of these objectives•"
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2. STOCK OF FEDERM, RESER\TE BANKS

Specifications

Eliminate oraiership by member banks of stock of the Fed-
eral Reserve banks and substitute ownership by individual members
of the public in each district. Limit number of shares that each
stockholder may own and limit to not exceeding 4$> the rate of divi-
dends, making them cumulative •

Tentative Draft of Amendment

Sec. 2. (a) Section 2 of the Federal Reserve Act is

amended by striking out the third, fifth, eighth, ninth, tenth,

eleventh, and twelfth paragraphs thereof and by inserting in lieu

of the third paragraph thereof the following*

w0n or before June 30, 1939, the stock held by

each member bank in a Federal Reserve bank shall be

canceled by said Federal Reserve bank, and the member

bank shall be paid therefor a sum equal to its cash-

paid subscriptions on the shares canceled and l/2 of

1 per centum per month from the period of the last

dividend, after due provision has been made, if deemed

necessary in the discretion of the Federal Reserve

bank, for any indebtedness due or to become due to the

Federal Reserve bank. Thereupon such Federal Reserve

bank shall be completely discharged from all liability
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or claims of any kind upon or by reason of stock

theretofore issued to such member bank. On or be-

fore the aforesaid date each Federal Reserve bank

shall offer at par for public subscription by natural

persons shares of i t s stock in an amount not exceeding

i t s paid-in capital stock on January 1, 1959, and may

in addition thereto from time to time, with the ap-

proval of the Board of Governors of the Federal Reserve

System, offer at par for public subscription by natural

persons shares of i t s stock in an additional aggregate

amount not exceeding i t s paid-in capital stock on

January 1, 1939* Shares subscribed by the public

shall be fully paid in within thirty days after sub-

scription, and if not so paid by the subscriber may be

offered to others. After June 30, 1939, no bank or

other financing institution and no corporation, associa-

t ion , partnership, or business trust shall subscribe to

or hold any shares of stock in any Federal Reserve bank

or any rights or benefits by virtue thereof. No natural

person shall own shares of stock in a Federal Reserve

bank situated in a distr ict other than that in which such

person resides, nor shall any natural person own shares

of stock in any Federal Reserve bank in an amount ex-

ceeding $ In no case shall any one

natural person own shares of stock in more than one
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Federal Reserve bank. Subject to the specific

restrictions of this section such stock may be sold

or the ownership thereof otherwise transferred. The

Board of Governors of the Federal Reserve System may

prescribe regulations not inconsistent with law re-

garding the subscription for, issuance of, payment

for, and transfer of, stock of Federal Reserve banks

pursuant to this section. The capital stock of each

Federal Reserve bank shall be divided into shares of

|100 each. Such shares shall not be entitled to vote

except as provided In section 4 of this Act.tt

(b) The sixth paragraph of section 2 of the Federal

Reserve Act is amended to read as follows*

"All national banks located in any of the States

of the United States or the District of Columbia

shall be members of the Federal Reserve System. No

newly organized national bank shall be authorized to

commence business until it has deposited with the Fed-

eral Reserve bank of the district in which its head

office is located the reserve balances required by

section 19 of this Act. Should any national bank

which is a member of the Federal Reserve System fail

to comply with any of the provisions of this Act
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applicable thereto, all of the rights, privileges, and

franchises of such bank granted to it under the National

Bank Act, or under the provisions of this Act, shall be

thereby forfeited. Any noncompliance with or violation

of this Act shall, however, be determined and adjudged

by any court of the United States of competent juris-

diction in a suit brought for that purpose in the

district or territory in which the head office of such

bank is located by the Board of Governors of the Federal

Reserve System in its own name before the association

shall be declared dissolved. In cases of such nonoom-

pliance or violation, every director who participated

in or assented to the same shall be held liable in his

personal or individual capacity for all damages which

said bank, its shareholders, or any other person shall

have sustained in consequence of such violation."

(c) The Federal Reserve Act, as amended, is amended by

striking out all of section 5 thereof.

(d) The first paragraph of section 6 of the Federal

Reserve Act, as amended, is amended to read as followst

nSec. 6. If any member bank shall (l) be de-

clared insolvent, (2) be placed in the hands of a

receiver or conservator or any other official having
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similar authority, or (3) go into voluntary liquida-

tion, its membership in the Federal Reserve System

shall thereupon be terminated, and, after provision

has been made for any indebtedness due or to become

due to the Federal Reserve bank, it shall be entitled

to repayment of its deposits in the Federal Reserve

bank and of any other balance due from the Federal

Reserve bank."

(e) The second paragraph of section 6 of the Federal

Reserve Act, as amended, is amended by striking out the second

sentence thereof*

(f) The first sentence of section 7 of the Federal Re-

serve Act, as amended, is amended to read as follows:

nSec. 7. After all necessary expenses of a

Federal Reserve bank shall have been paid or pro-

vided for, the stockholders shall be entitled to

receive an annual dividend of 4 per centum on the

paid-in capital stock, which dividend shall be

cumulative•*

(g) The first paragraph of section 9 of the Federal

Reserve Act, as amended, is amended to read as followsi

"Sec. 9. Any bank incorporated by special law

of any State, or organized under the general laws

of any State or of the United States, including
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Morris Plan banks and other incorporated banking

institutions engaged in similar business, may make

application to the Board of Governors of the Federal

Reserve System, under such rules and regulations as

it may prescribe, for membership in the Federal Re-

serve System. The Board of Governors of the Federal

Reserve System, subject to the provisions of this Act

and to such conditions as it may prescribe pursuant

thereto may permit the applying bank to become a mem-

ber of the Federal Reserve System. When the applica-

tion of such bank has been approved, it has accepted

the conditions of membership prescribed by the Board,

and it has deposited with the Federal Reserve bank of

the district in which its head office is located the

reserve balances required by section 19 of this Act,

it shall thereupon be a member bank**

(h) The second paragraph of section 9 of the Federal

Reserve Act, as amended, is amended by striking out the words na

stockholder of such Federal reserve bank; but no such State bank

may retain or acquire stock in a Federal reserve bank" and by in-

serting in lieu thereof the words "a member of the Federal Reserve

System; but no such State bank may remain or become a member of

the Federal Reserve System".

(i) Section 9 of the Federal Reserve Act, as amended, is

amended by striking out the fourth paragraph thereof •
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(j) The eighth paragraph of section 9 of the Federal

Reserve Act, as amended, is amended by striking out the words

"require such bank to surrender its stock in the Federal reserve

bank and to forfeit all rights and privileges of membership" and

by inserting in lieu thereof the words "forfeit the membership

of such bank in the Federal Reserve System".

(k) The ninth paragraph of section 9 of the Federal

Reserve Act, as amended, is amended to read as follows!

"Any State bank or trust company desiring to

withdraw from membership in the Federal Reserve

System may do so, after six months' written notice

shall have been filed with the Board of Governors

of the Federal Reserve Systems Provided, That the

Board of Governors of the Federal Reserve System,

in its discretion and subject to such conditions

as it may prescribe, may umive such six months1 no-

tice in individual cases and may permit any such

State bank or trust company to withdraw from member-

ship prior to the expiration of six months from the

date of the written notice of its intention to with-

draw. All such applications shall be dealt with in

the order in which they are filed with the Board of

Governors of the Federal Reserve System. 1/ifhenever

a member bank shall surrender its membership in the
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Federal Reserve System, or shall be ordered to do so

by the Board of Governors of the Federal Reserve

System, under authority of law, all of its rights

and privileges as a member bank shall thereupon

terminate, and, after provision has been made for

any indebtedness due or to become due to the Federal

Reserve bank, it shall be entitled to repayment of

its deposits in the Federal Reserve bank and of any

other balance due from the Federal Reserve bank."

(l) The fifteenth paragraph of section 9 of the

Federal Reserve Act, as amended, is amended to read as follows:

"Any mutual savings bank having no capital stock

(including any other banking institution the capital

of which consists of weekly or other time deposits

which are segregated from all other deposits and are

regarded as capital stock for the purposes of taxa-

tion and the declaration of dividends), but having

surplus and undivided profits not less than the

amount of capital required for the organization

of a national bank in the same place, may apply

for and be admitted to membership in the Federal

Reserve System in the same manner and subject to

the same provisions of law as State banks and

trust companies. Each such mutual savings bank
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shall comply with all the provisions of law ap-

plicable to State member banks and trust companies,

with the regulations of the Board of Governors of

the Federal Reserve System, and with the conditions

of membership prescribed for such savings bank at

the time of admission to membership."

(m) The paragraph of section 19 of the Federal Re-

serve Act, as amended, beginning with the words "National banks,

or banks organized under local laws11 is amended by striking out

the words Hake stock11 and the comma following such words and

also the coma following the words "maintain reserves".

(n) The second paragraph of section 21 of the Federal

Reserve Act, as amended, is amended by striking out the words

"stockholders in any Federal reserve bank" and by inserting in

lieu thereof the words "members of the Federal Reserve System"•
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3. DIRECTORS OF FEDERAL RESERVE BAKKS

Specifications

Reduce boards of directors of Federal Reserve banks
from nine to seven members each, none of whom shall be a direc-
tor, officer or employee of any bank. Retain three-year terms
but limit service to not exceeding two consecutive terms •

(a) Retain present provisions for grouping member
banks into three groups, Classes A, B and C, but, instead of
permitting member banks to elect any directors, provide for sub-
mission of two names annually to the stockholders (each class of
member banks nominating two persons every three years) of whom
one shall be elected by the stockholders to serve for a term of
three years, so that the stockholders will elect one director
every year and be represented by a total of three directors on
the board of each bank* Voting in person or by ballot through
the mails to be permitted, but not by proxy.

(b) Board of Governors to appoint annually one direc-
tor of each bank for a term of three years so that the Board of
Governors will select a total of three directors at each bank
with the present qualifications of Class C directors.

(c) The State Banking Superintendents or Commissions
of States within the territory of each Federal Reserve bank to
elect one director of each Federal Reserve bank for a term of
three years.

Tentative Draft of Amendment

Section 5* (a) Section 4 of the Federal Reserve Act,

as amended, is amended by striking out the paragraph which begins

with the words *1Such board of directors shall be selected as here-

inafter specifiedt1, and all subsequent paragraphs in said section

down to and including the paragraph which ends with the words wAn
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immediate report of election shall be deolared", and by inserting

in lieu thereof the folio-wing*

"Such board of directors shall be selected

as hereinafter specified and shall consist of

seven members holding office for three years and

divided into three classes, designated as Classes

A, B and C.

"Class A shall consist of one member who shall

be elected by bank supervisory officials of the

States any part of which is included in the ter-

ritory of the Federal Reserve district served by

such Federal Reserve bank or any of its branches,

as hereinafter provided. One such official from

each such State shall be entitled to vote in such

election and he shall be the chairman or chief of-

ficer of the State board or commission charged by

law with the examination and supervision of banks;

or, if there be no such board or commission, the

State superintendent of banks; or, if there be no

such board or commission or superintendent of banks,

some other State official having supervisory duties

in connection with banks as may be designated from

time to time by the Governor of such State.
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wClass B shall consist of three members to be

eleoted by the stockholders of the Federal Reserve

bank from candidates who shall be nominated by the

member banks, as hereinafter provided.

wClass C shall consist of three members ap-

pointed by the Board of Governors of the Federal

Reserve System*

MNo Senator or Representative in Congress shall

be a member of the Board of Governors of the Federal

Reserve System or a director, officer, or employee

of a Federal Reserve bank.

!tNo director of a Federal Reserve bank shall be

an officer, director, or employee of any bank. No di-

rector of a Federal Reserve bank who has served con-

tinuously for two or more consecutive terms or parts

of terms shall again serve as a director pursuant to

a new election or appointment until after an inter-

vening period of not less than, three years •

tfOne Class A director shall be elected every

three years and one Class B director elected annually.

The chairman of the board of directors shall call a

meeting of the stockholders of the Federal Reserve

bank annually for the purpose of consummating the
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election of such directors and if desired for other

purposes. The date and time of such meeting shall

be so fixed as to provide reasonable time for con-

sideration of and casting ballots by mail as herein

provided•

directors of Class A shall be chosen in the

following manner: Each bank supervisory official

designated as hereinbefore provided shall be given

reasonable opportunity by the chairman of the board

of directors to nominate a candidate for Class A

director. He shall be given a reasonable time in

ishich to cast his vote on a ballot furnished for

the purpose by the chairman containing a list of

candidates so nominated. Said list shall not con-

tain the name of any candidate -who, in the opinion

of the chairman, is ineligible to serve as a direc-

tor under the provisions of this section. In order

to be valid and counted in the election any such

ballot must be (a) signed by the designated official

and (b) presented at the meeting of the stockholders

of the Federal Reserve bank called as above provided

or sent through the mails and received by the chair-

man on or before the date and time prescribed for

such meeting* In case of the absence or disability
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or a vacancy in the office of any such bank super-

visory official, a nomination may be made or vote cast

by the official -who under State law is authorized to

perform the duties of such bank supervisory official

in such circumstances•

"Directors of Class B shall be chosen in the fol-

lowing manner:

MThe Board of Governors of the Federal Reserve

System shall classify the member banks of the district

into three general groups or divisions, designating

each group by number. Each group shall consist as

nearly as may be of banks of similar capitalization

and shall nominate two candidates from -whom the stock-

holders of the Federal Reserve bank shall elect one

of the three Class B directors. Bach member bank shall

be permitted to suggest to the chairman of the board

of directors of the Federal Reserve bank of the dis-

trict one candidate for director of Class B. The can-

didates so suggested shall be listed by the chairman,

indicating by whom suggested, and a copy of said list

shall, within fifteen days after its completion, be

furnished by the chairman to each member bank. The

said list shall not contain the name of any suggested

candidate who, in the opinion of the chairman of the
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board of directors, is ineligible to serve as a di-

rector under the provisions of this seotion. Each

msmber bank by a resolution of its board of directors

or by an amendment to its by-laws shall authorize its

president, cashier, or some other officer to cast the

vote of the member bank in the nominations of Class B

directors: Provided, That whenever any two or more

member banks within the same Federal Reserve district

are subsidiaries of the same bank holding company,

participation by such member banks in any such nomina-

tion procedure shall be confined to one of such banks,

which may be designated for the purpose by such bank

holding company.

Within fifteen days after receipt of the list of

suggested candidates, the duly authorized officer of

a member bank may vote for two of the suggested candi-

dates as his choices for nominees for director of

Class B upon a form of ballot furnished by the chairman,

but such officer shall not cast more than one of such

votes for any one suggested candidate•

MThe two suggested candidates who have the highest

number of votes shall be declared nominated. In case

a tie prevents a determination of which two have the highest

number of votes, a renomination shall be held. Within a
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reasonable time after such nominations have been com-

pleted a ballot listing the names of the two nominees

shall be sent to each stockholder of the Federal Re-

serve bank by mail addressed to such stockholder at

the address shorn on the records of the Federal Re-

serve bank. Such ballot shall contain a statement as

to the number of shares of stock outstanding in the

name of the stockholder to whom it is sent on the

date such nominations are completed, and the casting

of any such ballot shall be considered as the cast-

ing of a number of votes equivalent to the number of

shares specified thereon. In order to be valid and

counted in the election any such ballot must be (a)

signed by the stockholder or his duly authorized agent

representing no other stockholder and (b) presented at

the meeting of the stockholders by the voting stock-

holder or a duly authorized agent representing no other

stockholder or sent through the mails and received by

the chairman on or before the date and time prescribed

for such meeting.

"The Board of Governors of the Federal Reserve

System may prescribe regulations not inconsistent with

law regarding the time and manner of and procedure for

making nominations and holding elections of Class A and
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Class B directors and regulations by which the chair-

man of each Federal Reserve bank may determine whether

a bank supervisory official or a stockholder is proper-

ly entitled to vote and whether votes are otherwise

validly cast in accordance with the provisions of this

section. The chairman of the board of directors of the

Federal Reserve bank shall be charged with the duty of

arranging for such nominations and holding such elec-

tions in accordance with the law and the regulations

prescribed by the said Board of Governors, and he shall

declare the results of any such election. In case of

a tie vote in any such election, the chairman shall de-

clare that no election has resulted and shall proceed

as promptly as possible to have nominations made again

and to hold another election/*

(b) Section 4 of the Federal Reserve Act, as amended,

is amended by striking out the last paragraph thereof and by in-

serting in lieu thereof the following*

"At the first meeting of the full board of di-

rectors of each Federal Reserve bank after elections

and appointments have been completed under this sec-

tion as amended, it shall be the duty of the directors

of Classes B and C, respectively, to designate one of

the members of each class whose term of office shall
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expire in one year from the first of January nearest

to the date of such meeting, one whose term of office

shall expire at the end of two years from the first

of said January, and one "whose term of office shall

expire at the end of three years from the first of

said January; and the term of the Class A director

first hereafter elected shall expire at the end of

three years from the first of said January. There-

after every director of a Federal Reserve bank shall

hold office for a term of three years from the ex-

piration of the term of his predecessor* Vacancies

that may occur in the several classes of directors

of Federal Reserve banks may be filled in the manner

provided for the original selection of such directors,

those selected to fill vacancies to hold office for

the unexpired term of their predecessors.11
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4. CHAIMAN OF BOARD AMD FEDERAL RESERVE AGENT

Specifications

4. Separate the offices of Chairman and Federal Reserve
Agent, authorizing the Board to designate one of the directors of
each Federal Reserve bank as Chairman and to appoint a different
person who need not be a director to serve as Federal Reserve
Agent. The Board of Governors also to designate one of the di-
rectors as Deputy Chairman.

Tentative Draft of Amendment

Sec. 4. (a) Section 4 of the Federal Reserve Act, as

amended, is amended by striking out the paragraph thereof -which

commences -with the words nClass C directors shall be appointed by

the Boardn and by inserting in lieu thereof the followings

"Class C directors shall be appointed by the Board

of Governors of the Federal Reserve System. They shall

have been for at least two years residents of the dis-

trict for which they are appointed, and one of them

shall be designated by said Board of Governors as chair-

man of the board of directors of the Federal Reserve

bank. In addition to his duties as director and other

duties specifically given him by statute, he shall pre-

side at meetings of the board of directors. Another of

the Class C directors shall be appointed by the said

Board of Governors as deputy chairman to exercise the
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powers of the chairman of the board -when necessary• In

case of the absence or disability or a vacancy in the

office of both the chairman and the deputy chairman,

the third Class C director shall exercise the powers

of the chairman.

nThe Board of Governors of the Federal Reserve

System shall appoint a Federal Reserve Agent to serve

at each Federal Reserve bank, who may or may not be

the chairman of the board of directors or other direc-

tor of the Federal Reserve bank. The Federal Reserve

Agent shall be a person of tested banking experience

and shall be required to maintain, under regulations

to be established by the Board of Governors of the

Federal Reserve System, a local office of said Board

of Governors on the premises of the Federal Reserve

bank. He shall receive an annual compensation to be

fixed by the said Board of Governors and paid monthly

by the Federal Reserve bank to which he is designated.

He shall make regular reports to the said Board of

Governors and shall act as its official representative

for the performance of the functions conferred upon it

by this Act, provided that the duties prescribed by this

sentence may in the discretion of the said Board of
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Governors be performed by the chairman of the said board

of directors, by the Federal Reserve Agent, or by the

Federal Reserve bank/1

(b) Section 4 of the Federal Reserve Act, as amended

(U«S«C, title 12, sec. 306), is amended by striking out the fol-

lowing sentence:

nSuch assistants, -who shall be persons of tested

banking experience, shall assist the Federal reserve

agent in the performance of his duties and shall also

have power to act in his name and stead during his ab-

sence or disability.11

and by inserting in lieu thereof the following sentence:

"Such assistants shall assist the Federal Reserve

Agent in the performance of his duties and shall also

have power to act in his name and stead during his ab-

sence or disability or, subject to the directions of

the Board of Governors, during a vacancy in his office•'*
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5. NOMINATION AND APPROVAL OF PRESIDENT AND FIRST VICE PRESIDENT

Specifications

5* The board of directors of each Federal Reserve bank
to nominate to the Board of Governors for a term of three years a
President and a First Vice President -whose nomination as well as
salary shall be subject to the Board's approval.

Tentative Draft of Amendment

Sec. 5. The paragraph of section 4 of the Federal Re-

serve Act, as amended, which commences with the word wFifth* is

amended by striking out the second sentence thereof beginning with

the words !fThe president11 and the third sentence thereof, and by

inserting in lieu of said sentences the following:

flThe president shall be appointed by the board

of directors for a term of three years, but a reason-

able time before making such appointment the board of

directors shall nominate to the Board of Governors of

the Federal Reserve System the person it desires to ap-

point, and no person shall be appointed president unless

his nomination has been approved by the Board of Governors

within a period of forty days prior to such appointment.

The president shall be the chief executive officer of

the bank and all other executive officers and all employees
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of the bank shall be directly responsible to hinu

The first vice president of the bank shall be nominated

and appointed in the same manner, subject to the same

conditions, and for the same term as the president,

and shall, in the absence or disability of the presi-

dent or during a vacancy in the office of president,

serve as chief executive officer of the bank/1
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6. FEDERAL ADVISORY COUNCIL

Specifications

Provide that the Presidents of the Federal Reserve
banks shall constitute the membership of the Federal Advisory-
Council and that the First Vice Presidents shall be their
alternates.

Tentative Draft of Amendment

Sec. 6. Section 12 of the Federal Reserve Act is

amended to read as follows:

"Sec. 12. There is hereby created a Federal

Advisory Council, -which shall consist of the presi-

dents of all Federal Reserve banks. During the ab-

sence or disability or during a vaoancy in the office

of the president of any Federal Reserve bank, the first

vice president of such bank may serve as an alternate*

The meetings of said Advisory Council shall be held at

Washington, District of Columbia, at least four times

each year, and oftener if called by the Board of Gov-

ernors of the Federal Reserve System. The Council may

in addition to the meetings above provided for hold

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- so -

such other meetings in Washington as it may deem neces-

sary, may select its own officers and adopt its own

methods of procedure, and a majority of its members

shall constitute a quorum for the transaction of busi-

ness*

"The Federal Advisory Council shall have power,

by itself or through its officers, (l) to confer direct-

ly with the Board of Governors of the Federal Reserve

System on general business conditions; (2) to make

oral or written representations concerning matters

within the jurisdiction of said board; (3) to call

for information and to make recommendations in regard

to the operations and general affairs of the Federal

Reserve banks and the Federal Reserve System and con-

ditions in the various districts.n
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7. OPEN MARKET OPERATIONS

Specifications

Transfer to the Board of Governors all functions of the
Federal Open Market Conmittee.

Tentative Draft of Amendment

Sec. 7. Section 12A of the Federal Reserve Act, as

amended, is amended to read as followst

wSec. 12A. The Board of Governors of the Federal

Reserve System shall from time to time formulate and

prescribe the open-market policy of the Federal Reserve

System and shall direct the Federal Reserve banks to

take such actions as may be necessary to carry out such

policy. The Board of Governors shall also promulgate

and transmit to the Federal Reserve banks regulations

governing open-market operations of such banks.

MNo Federal Reserve bank shall purchase, sell,

or exchange bankers1 acceptances, bills of exchange,

obligations of the United States, or other obligations

of the kinds and maturities made eligible for purchase

or sale under the provisions of section 14 of this Act,

all of which are hereinafter referred to as 'open-market
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obligations1, except in accordance with the regulations

and directions of the Board of Governors, and each

Federal Reserve bank shall purchase, sell, or exchange

open-market obligations in accordance with such regula-

tions and directions and shall in all respects comply

with such regulations and directions •

nIn order to facilitate the open-market operations

of the Federal Reserve System, the Board of Governors

may require all open-market obligations acquired or held

by or on behalf of any or all of the Federal Reserve

banks to be held in one or more System Open Market Ac-

counts with participations in such account or accounts

allocated to the respective Federal Reserve banks•

The Board from time to time may allocate and reallocate

among the respective Federal Reserve banks, upon such

fair and equitable basis as it may determine, the ob-

ligations or participations therein held in the System

Open Market Account or purchased, sold, or exchanged

for the System Open Market Account, and all income,

expenses, profits, and losses arising out of trans-

actions in such account, and may prescribe a reasonable

method of determining the price at which securities in

such account shall be transferred from one Federal Re-

serve bank to another in order to effectuate such
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allocations and reallocations upon a fair and equitable

basis*

wThe Board of Governors may designate one or more

Federal Reserve banks as an agent or agents to act on

behalf of all Federal Reserve banks in making purchases,

sales, and exchanges of open-market obligations, in

holding custody of such obligations, in managing the

operation of the System Open Market Account, and in

performing any other detailed services -which the Board

may deem necessary or advisable in connection with the

conduct of open-market operations or the System Open

Market Account, in accordance with the regulations of

the Board.n
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8, 9, 10. CHANGES IN MEMBERSHIP OF BOARD OF GOVERNORS, ETC.

Specifications

8. Provide that the Chairman of the Federal Deposit
Insurance Corporation shall be a member ex officio of the Board
of Governors (with provision for representation by another
director of the Federal Deposit Insurance Corporation designated
by the Chairman of the Corporation as his alternate for the pur-
pose) and that the Chairman of the Board of Governors (with
similar provision as to alternate representation) shall be a
member ex officio of the Board of Directors of the Federal Deposit
Insurance Corporation. Provide for assignment of space by Board
of Governors in its building or annex to be constructed for per-
sonnel of Federal Deposit Insurance Corporation, with reimburse-
ment for proportionate share of cost of such space.

9. Provide that the Chairman of the Board of Governors
may be appointed from any part of the country, making his term of
office end at the same time as that of the President of the United
States by whom he is appointed, except that he may continue to
serve until his successor is appointed, and provide that upon the
termination of his membership he will not be subject to restric-
tions as to subsequent employment.

10. Change the terms of the remaining five members as
hereafter appointed to ten years, one term to expire each two years,
without restriction upon reappointment, but service in any event to
terminate not later than the age of 70, and permit members of the
Board to be members of the Federal Reserve Retirement System.

Tentative Draft of Ajnendments

Sec. 8. The first two paragraphs of section 10 of the

Federal Reserve Act, as amended, are stricken out and the follow-

ing is substituted in lieu thereof:
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"Sec. 10. The Board of Governors of the Federal

Reserve System shall consist of seven members, including

a Chairman appointed by the President by and -with the

advice and consent of the Senate for a term ending at

the same time as the term of the President by whom he

was appointed, the Chairman of the Board of Directors

of the Federal Deposit Insurance Corporation as a mem-

ber ex officio, and five other members, hereinafter

referred to as f appointive members', who shall be ap-

pointed by the President by and with the advice and

consent of the Senate for terms of ten years, except

as hereinafter provided. The Chairman and the appointive

members of the Board shall devote their entire time to

the business of the Board and shall each receive an an-

nual salary of f15,000, payable monthly, together with

actual necessary traveling expenses.

t!In selecting the appointive members of the Board,

not more than one of ndiom shall be selected from aay

one Federal Reserve district, the President shall have

due regard to a fair representation of the financial,

agricultural, industrial, and commercial interests, and

geographical divisions of the country. They shall be
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ineligible during the time they are in office and for

two years thereafter to hold any office, position, or

employment in any member bank, except that this restric-

tion shall not apply to a member who has served the full

term for which he was appointed. The chairman and each

appointive member in office on the date of the enactment

of this Act shall continue to serve as such for the term

for which he was appointed and until his respective suc-

cessor is appointed and has qualified, and thereafter

each appointive member shall hold office for a term of

ten years from the expiration of the tern of his predeces-

sor and until his successor is appointed and has quali-

fied, unless sooner removed by the President for mis-

feasance or malfeasance in office. Each member of the

Eoard shall within fifteen days after notice of appoint-

ment make and subscribe to the oath of office«

wThe Chairman of the Board of Directors of the

Federal Deposit Insurance Corporation shall receive

from the Board of Governors of the Federal Reserve System

a salary of 15,000 per annum, payable monthly, for his

services as an ex officio member, in addition to the

salary which he receives frcm the Federal Deposit In-

surance Corporation. The other appointive member of
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the Board of Directors of the Federal Deposit

Insurance Corporation shall be the alternate

of the Chairman *of such Board of Directors on the

Board of Governors of the Federal Reserve System

and shall be entitled to attend and vote at meet-

ings of the said Board of Governors in place of

the Chairman of the Federal Deposit Insurance Cor-

poration during the absence, disability, or vacancy

in the office of the Chairman of the Federal De-

posit Insurance Corporation. The said Board of

Governors may provide space for the Federal Deposit

Insurance Corporation in the building of the former

or in an annex or additional building constructed,

furnished, equipped and maintained, and on a site

acquired, under the same terms and conditions as

those provided in this section of this Act with

respect to the existing building and site of the

said Board of Governors. In such event, the Federal

Deposit Insurance Corporation shall periodically re-

imburse the said Board of GoTOrnors for the pro rata

cost of the space so provided. In determining the

amount of such rental for the property of the said

Board of Governors, consideration shall be given to

the amount of its original investment therein as well

as the cost of maintenance*
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"The Chairman of the Board, subject to its

supervision, shall be its active executive officer*

The President shall designate one of the appointive

members of the Board as Vice Chairman and he shall

discharge the duties of the Chairman during a vacancy

in the office of Chairman, during the absence of the

Chairman, and during any inability of the Chairman to

serve for whatever cause. The Vice Chairman shall be

designated as such for a term coterminous with that of

the Chairman and, upon the expiration of such designa-

tion, he shall continue to serve as Yice Chairman until

redesignated or until a successor Vice Chairman has been

designated: Provided: That the designation or redesig-

nation of a member as Vice Chairman or the expiration

of his term as such shall not affect his term as a mem-

ber of the Board.11

Sec. 9. Section 10 of the Federal Reserve Act, as

amended, is amended by striking out the last sentence of the fourth

paragraph thereof and by inserting in lieu thereof the following:

"Any member of the Board may at his option become

a member of the Retirement System of the Federal Reserve

Banks on the same terms and conditions as employees of

the Board except that any member of the Board may serve
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as such during his term of office until he reaches

the age of seventy years• Thereafter he shall not

serve as a member of the Board whether or not he is

a member of the Retirement System, and his office

shall be vacant. Whenever a vacancy shall occur,

other than by expiration of term, among the appointive

members of the Board, a successor shall be appointed

by the President, by and with the advice and consent

of the Senate, to fill such vacancy, and when appointed

he shall hold office for the unexpired term of his

predecessor* Whenever a vacancy shall occur in the

office of Chairman a successor shall be appointed by

the President, by and with the advice and consent of

the Senate for a term ending at the same time as the

term of the President by whom he was appointed.tf

Sec. 10. Subsection (b) of section 12B of the Federal

Reserve Act, as amended, is amended to read as follows $

H(b) The management of the Corporation shall

be vested in a board of directors consisting of three

members, one of whom shall be the Chairman of the Board

of Governors of the Federal Reserve System, and two of

whom shall be citizens of the United States to be ap-

pointed by the President, by and with the advioe ard

consent of the Senate. One of the appointive members
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shall be designated chairman of the board of directors

of the Corporation and not more than two of the mem-

bers of such board of directors shall be members of

the same political party. Each such appointive member

shall hold office for a term of six years and shall re-

ceive compensation at the rate of $10,000 per annum,

payable monthly out of the funds of the Corporation,

but the Chairman of the Board of Governors of the

Federal Reserve System shall not receive additional

compensation for his services as such member. In the

event of a vacancy in the office of the Chairman of the

Board of Governors of the Federal Reserve System, and

pending the appointment of his successor, or during his

absence or inability to attend meetings of the Board

of Directors, the Yice Chairman of the Board of Governors

of the Federal Reserve System shall be a member of the

board of directors in the place and stead of the Chair-

man of the Board of Governors of the Federal Reserve

System. In the event of a vacancy in the office of

the chairman of the board of directors, and pending the

appointment of his successor, the Chairman of the Board

of Governors of the Federal Reserve System shall act as

chairman. The appointive members of the board of directors
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shall be ineligible during the time they are in offi.ce

and for two years thereafter to hold any office, po-

sition, or employment in any insured bank, except that

this restriction shall not apply to any appointive mem-

ber who has served the full term for which he was ap-

pointed. No member of the board of directors shall be

an officer or director of any bank, banking institution,

trust company, or Federal Reserve bank or hold stock in

any bank, banking institution, or trust companyj and

before entering upon his duties as a member of the board

of directors he shall certify under oath that he has can-

plied with this requirement and such certification shall

be filed with the secretary of the board of directors.

No member of the board of directors serving on the board

of directors on the effective date shall be subject to

any of the provisions of the two preceding sentences

until the expiration of his present term of office.11
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11. COMPTROLLER OF THE CURRENCY

Specifications

11. Abolish the office of the Comptroller of the Currency,
transferring all currency functions to the Treasurer of the United
States and all other functions to the Board of Governors of the
Federal Reserve System^

Tentative Draft of Amendment

Section 11# Section 17 of the Federal Reserve Act, as

amended, is amended by inserting at the end thereof the following

additional paragraph:

"The Bureau of the Comptroller of the Currency

and the offices of the Comptroller of the Currency

and of the Deputy Comptrollers of the Currency are

hereby abolished* All powers, functions, and duties

of the Bureau, of the Comptroller of the Currency,

and of the Deputy Comptrollers of the Currency which

relate to the printing, engraving, custody, issue,

retirement, redemption, and destruction of national

bank notes, Federal Reserve notes, Federal Reserve

bank notes, United States notes and other forms of

currency, and all personnel and books, records, office

equipment, and all other property of the Bureau of

the Comptroller of the Currency pertaining to or now
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being employed or used in connection with the per-

formance of such powers, functions, and duties are

hereby transferred to the Treasurer of the United

States•

MA11 other powers, functions, and duties of the

Comptroller of the Currency and all of the other per-

sonnel and other books, records, office equipment,

and all other property of the Bureau of the Comptrol-

ler of the Currency are hereby transferred to the

Board of Governors of the Federal Reserve System*

The provisions of law applicable to other employees

of the said Board shall in all respects govern the

personnel so transferred to the said Board# Unex-

pended balances of appropriations available for use

by the Bureau of the Comptroller of the Currency in

connection with the performance of the powers, func-

tions, and duties of the Bureau relating to currency

are hereby made available for the same purposes to

the Treasurer of the United States#
w
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12. BRANCHES OF NATIONAL BANKS

Specifications

12. Draft provision for permitting national banks to
establish branches anywhere within territory of Federal Reserve
branch or head office in which national bank is located as well
as anywhere within same State, if such State extends over terri-
tory of two or more branches or head offices. (For further limi-
tations, see proposal formulated for consideration in connection
with Banking Act of 1935.)

Tentative Draft of Amendment

Section 12. Section 5155 of the Revised Statutes of

the United States, as amended, is amended in the following respects %

(1) By striking out the words "Comptroller of the Cur-

rency11 wherever they occur in such section and inserting in lieu

thereof the words "Federal Reserve bank of its district"; and

(2) By adding at the end thereof a new subsection to

read as follows:

"(i) A national banking association may, with the

approval of the Federal Reserve bank of the district

in -which its head office is located, establish and

operate one or more new branches at any point or points

within the State in which the head office of the as-

sociation is located or at any point or points within

the territory in which the head office of such association
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is located and -which is assigned to a Federal Reserve

branch bank or the territory in which the head office

of such association is located and which is assigned

to the head office of a Federal Reserve bank, as the

case may be: Provided, That no such branch shall be

established pursuant to the provisions of this sub-

section except (a) "within the limits of a city, town,

or village having a population of more than fifty

thousand inhabitants, or (b) within the limits of a

city, town or village, in which there is no unit bank

or head office of any bank, or (c) with the consent

of all banks existing on the date of such establish-

ment within the limits of the city, town, or village

in which such branch may be established, or (d) in

lieu of a bank existing on the date of such establish-

ment, or of a then existing branch thereof, a sub-

stantial portion of whose assets and liabilities are

acquired by such association through consolidation,

merger, purchase, or otherwise, including a bank

which shall have been placed in the hands of a con-

servator or receiver or may otherwise be in process

of liquidation but whose assets and liabilities shall

not have been fully liquidated, but not including any

bank organized after the date of the enactment of this

subsection until five years after the date upon which

it shall have been authorized to commence business•

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 46 -

The authority of a national banking association to

establish a branch or branches pursuant to the pro-

visions of this subsection shall not be subject to

the provisions of subsection (c) and subsection (d)

of this section. The authority contained in this sub-

section, however, shall be in addition to the authority

contained in existing law for the establishment and

operation of branches by national banking associations

and nothing in this subsection contained shall be con-

strued as limiting, restricting, or affecting the right

of such an association to retain, establish, or operate

branches in accordance with the provisions ofrexisting

law."
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15. BMK HOLDING

Specifications

13. Draft program as to bank holding companies <

Tentative Draft of Amendment

Sec. 13. (a) The Federal Reserve Act, as amended, is

amended by inserting therein bet-ween section 4 and section 6 there-

of a new section reading as follows:

wSec. 5. For the purposes of this section —

"The terms •Board1, 'bank', and 'member bank1 shall

have the meanings assigned to them in section 1.

wThe term 'insured bank' shall have the meaning as-

signed to it in section 12B.

!tThe term 'company' shall mean any corporation,

business trust, association, or other similar organiza-

tion, not wholly owned by the United States•

"The term 'subsidiary' of a specified company shall

mean ~

w(l) Any company 20 per cent or more of whose

outstanding voting shares (excluding shares owned

solely by an organization wholly owned by the United

States) are owned by the specified company; or
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"(2) Any company the management or policies

of *which, after notice and a reasonable opportunity

for hearing, the Board determines to be subject to a

controlling influence by the specified company.

"Shares of a company shall be deemed to be o-wned by

a specified company ~

"(l) If they are owned by any subsidiary of

the specified company;

"(2) If they are held by trustees for the bene-

fit of the specified company or its shareholdersi or

"(3) If their transfer is conditioned upon the

transfer of voting shares of the specified company.

"Shares of a company shall not be deemed to be o*wned

by a specified company if they are held by the latter in

trust and neither it nor its shareholders have a bene-

ficial interest therein.

"The term 'voting share1 shall mean a share -which

entitles the holder thereof to vote for the election of

directors, trustees, or other persons exercising similar

functions.

"The term 'dividend1 shall mean any distribution of

assets other than bank shares by a company to its share-

holders •

"The term fbank holding company1 shall mean any
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company of which two or more banks are subsidiaries,

provided that one of such banks is an insured bank.

wIt shall be unlawful for a company which is not

a bank holding company on the date of enactment of this

section to become a bank holding company except as the

result of a determination or determinations by the Board

pursuant to this section.

ftIt shall be unlawful for any bank holding company

to become the owner of voting shares of any bank:

Provided, however, That a bank holding company may be-

come the owner of shares of a bank which is a subsidiary

of the bank holding company and was a subsidiary thereof

on January 1, 1938, if it first obtains the Boardfs per-

mission. Such permission shall be granted by the Board

in its discretion as the public interest may require.

nIf any bank becomes a subsidiary of a bank holding

company as the result of a determination by the Board

pursuant to this section, the bank holding company shall

take the action necessary to bring about the termination

of such relationship within one year after the date of

such determination unless the Board at the time of such

determination finds that the management or policies of

the bank were subject to a controlling influence by the

bank holding company on January 1, 1938.
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nIt shall be unlawful for any bank which is a sub-

sidiary of a bank holding company to establish or operate

any branch which was not being operated by it on the date

of enactment of this section or the date the bank becomes

a subsidiary, whichever is later•

"Any bank which is a subsidiary of a bank holding

company shall become a member bank within six months

after the date of enactment of this section or the date

the bank becomes a subsidiary, whichever is later. In

order to facilitate the admission to membership of any

such bank, the Board may waive in whole or in part the

requirements of section 9 of this Act relating to the

admission of such bank to membership.

nAfter two years after the date of enactment of

this section, no bank holding company and no subsidiary

of a bank holding company shall engage principally in

the issue, flotation, underwriting, public sale, or

distribution, at wholesale or retail or through syndicate

participation, of stocks, bonds, debentures, notes, or

other securities, or, directly or indirectly, have any

interest in, or participate in the management or direction

of, any company which is so engaged*

^Within three months after the date of enactment

of thi$ section or after it becomes a bank holding
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company, whichever is later, each bank holding company

shall file with the Board a notification of registra-

tion which shall be in the form prescribed by the Board

and shall set forth the name, address, and nature of

business of each subsidiary of the bank holding company,

the number of shares of each subsidiary owned by the

bank holding company, and the manner in which such shares

are owned*

nEach bank holding company and each subsidiary

thereof shall be subject to such examinations by

examiners appointed or approved by the Board, and shall

furnish to the Board such reports and information, as

shall be necessary to enable the Board to inform itself

concerning the condition of the subsidiary banks, the

effect of the relationships between such companies

upon the affairs of the subsidiary banks, and any failure

to comply with the provisions of this section. The ex-

penses of any such examination may be assessed by the

Board against the bank holding company and when so as-

sessed shall be paid by it#

nEach bank holding company shall take such action

within its power as may be necessary to cause each of

its subsidiary banks to pursue safe and sound banking

practices and maintain a sound financial condition and

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 52 - *

to cause the net capital and surplus funds of each such

subsidiary bank to be adequate in relation to the

character and condition of its assets and to the deposit

liabilities or other corporate responsibilities of such

subsidiary^

n After December 31, 1959, each bank holding company

shall use, to the extent necessary, its net earnings over

and above 6 per centum of the book value of its OTOL shares

to create and maintain a fund of cash or readily market-

able assets, other than bank shares, in an amount equal

to (l) 25 per centum of the aggregate par value of bank

shares ovmed by it as to *which statutory liability is

imposed upon the holders of such bank shares, plus

(2) 12 per centum of the aggregate par value of all

other bank shares owned by it. A bank holding company

shall allocate additional amounts to such fund as it

shall see fit or as shall be necessary in order to com-

ply with other provisions of this section. Except as

hereinafter provided, after December 31, 1939, such

fund shall contain assets in an amount not less than

12 per centum of the aggregate par value of all bank

shares owned by the bank holding company as to "which

statutory liability is imposed upon the holders of such

bank shares, and such amount shall be increased by not
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less than 2 per centum per annum of such aggregate par

value until it is equal to 25 per centum thereof. As-

sets comprising such fund described shall be so identi-

fied in an appropriate manner and shall be kept separate

and apart from other assets of the bank holding company.

Such assets shall be free and clear of any lien, pledge,

or hypothecation of any kind or nature. Such assets

may be used by the bank holding company to replace

capital of its subsidiary banks and to eliminate losses

and depreciation from the assets of such banks but

shall not be used for any other purpose. Any amounts

so used shall be made up within such period as the Board

shall by regulation prescribe.

"For the purposes of this section, bank shares

shall not be deemed to be owned by a bank holding com-

pany if they are also owned by a subsidiary of such

bank holding company which is also a bank holding com-

pany.

11 If, after granting him a reasonable opportunity to

be heard, the Board finds that any director or officer

of a bank holding company has participated in or assented

to the violation by such bank holding company of any

provisions of this Act or of any rules, regulations,
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or orders of the Board pursuant thereto, the Board may

order that such director or officer be removed from

office. A copy of such order shall be served upon

such director or officer* A copy of such order shall

also be served upon the bank holding company of which

he is an officer or director, whereupon such officer

or director shall cease to be an officer or director of

such bank holding company. Any such officer or director

removed from office as herein provided #10 thereafter

participates in any manner in the management of such

bank, holding company shall be fined not more than

|5,000 or imprisoned for not more than five years, or

both, in the discretion of the court.

nIf, after notifying it and granting it a reason-

able opportunity to be heard, the Board finds that a

bank holding company or any of its subsidiaries has

violated any of the provisions of this Act, or rules,

regulations, or orders of the Board pursuant thereto,

the Board may issue an order that, during such period

as is fixed by the order or pending further order by

the Board,--

11 (l) The bank holding company shall not pay

dividends to its shareholders;

n(2) Bo insured bank of which the bank

holding company owns any shares shall pay divi-

dends on such shares or pay or become liable to
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pay to the bank holding company or any of its

subsidiaries any compensation for supervision or

other services; or

n(3) Shares of insured banks owned by the

bank holding company shall not be voted and the

bank holding company shall not in any manner par-

ticipate, directly or indirectly, in the manage-

ment of any insured bank*

"Such an order may contain any one or more of the

foregoing numbered provisions.

nIn the event of the failure to comply with any such

order, the Board may direct the Federal Deposit Insurance

Corporation to terminate the insurance of the deposits of

any or all banks of which shares are owned by the bank

holding company against which the order is entered, and,

upon being so directed, the Federal Deposit Insurance

Corporation shall promptly terminate such insurance•

nNo bank shall (l) make any loan or extension of

credit to, or purchase securities under repurchase

agreement from, any bank holding company of which it is

a subsidiary or any company which is a subsidiary of a

bank holding company of which such bank is a subsidiary

or any company which is an affiliate of such bank with-

in the meaning of section 2(b) of the Banking Act of 1933;
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or (2) invest any of its funds in the capital stock,

bonds, debentures, or other such obligations of any

such company; or (3) accept the capital stock, bonds,

debentures or other such obligations of any such com-

pany as collateral security for advances made to any

person, partnership, association or corporation: Pro-

vided, however, that the foregoing provisions shall not

apply in any case in which the company (l) is engaged

solely in conducting a safe deposit businessi or (2) is

organized under section 25(a) of this Act*

"The Board shall have the authority to make, issue,

amend and rescind such rules, regulations, and orders as

it may deem necessary or appropriate to carry out the pro-

visions of this section/1

(b) Subsection (c) of section 2 of the Backing Act of

1933, as amended, is repealed.

(c) Section 9 of the Federal Reserve Act, as amended, is

amended by striking out the paragraph commencing with the words

"Each State member bank affiliated with a holding company affiliate."

(d) Section 5144 of the Revised Statutes, as amended, is

amended to read as follows s

"Sec* 5144. In all elections of directors, each

shareholder shall have the right to vote the number of

shares owned by him for as many persons as there are

directors to be elected, or to cumulate such shares and
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give one candidate as many votes as the number of di-

rectors multiplied by the number of his shares shall

equal, or to distribute them on the same principle

among as many candidates as he shall think fit; and

in deciding all other questions at meetings of share-

holders, each shareholder shall be entitled to one vote

on each share of stock held by him; except that (l) this

shall not be construed as limiting the voting rights of

holders of preferred stock under the terms and provisions

of articles of association, or amendments thereto, adopted

pursuant to the provisions of section 302(a) of the

Emergency Banking and Bank Conservation Act, approved

March 9, 1933, as amended, (2) in the election of di-

rectors, shares of its OWL stock held by a national bank

as sole trustee, whether registered in its own name as

such trustee or in the name of its nominee, shall not be

voted by the registered owner unless under the terms of

the trust the manner in which such shares shall be voted

may be determined by a donor or beneficiary of the trust

and unless such donor or beneficiary actually directs

how such shares shall be voted, and (3) shares of its

own stock held by a national bank and one or more per-

sons as trustees may be voted by such other person or
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persons, as trustees, in the same manner as if he or

they were the sole trustee. Shareholders may vote by

proxies duly authorized in -writing; but no officer,

clerk, teller, or bookkeeper of such bank shall act as

proxy; and no shareholder whose liability is past due

and unpaid shall be allowed to vote. Whenever shares

of stock cannot be voted by reason of being held by the

bank as sole trustee, such shares shall.be excluded in

determining whether matters voted upon by the share-

holders were adopted by the requisite percentage of

shares."

(e) Section 5211 of the Revised Statutes, as amended, is

amended by striking out the following sentence: "For the purpose

of this section the term 'affiliate1 shall include holding company

affiliates as well as other affiliates."

(f) Section 9 of the Federal Reserve Act, as amended, is

amended by striking out the following sentence: "For the purposes

of this paragraph and the two preceding paragraphs of this section,

the term 'affiliateT shall include holding company affiliates as

well as other affiliates."

(g) The first sentence of the third paragraph of section

23A of the Federal Reserve Act, as amended, is amended by striking

out the words "For the purpose of this section, the term 'affiliate1

shall include holding-company affiliates as well as other affiliates,

and", so that such sentence will commence with the words "The pro-

visions of this section" •
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(h) Subsection (d) of section 26 of the Revenue Act of

1956, as amended, is amended to read as follows:

n(d) Bank Holding Companies. - In the case of a

bank holding company (as defined in section 5 of the

Federal Reserve Act), the amount of the earnings or

profits -which the Board of Governors of the Federal

Reserve System certifies to the Commissioner has! been

devoted by such company during the taxable year to the

acquisition of cash or readily marketable assets, other

than bank stock, in compliance with section 5 of the

Federal Reserve Act. The aggregate of the credits allow-

able under this subsection for all taxable years shall

not exceed the amount required to be devoted under such

section 5 to such purposes.11

(i) Subdivision (l)(C) of subsection (a) of section 14

of the Revenue Act of 1936, as amended, is amended to read as follows:

!I(C) In the case of a bank holding company (as de-

fined in section 5 of the Federal Reserve Act), the

amount allowed as a credit under section 26(d).n

(j) Subdivision (l)(D) of subsection (c) of section 102

of the Revenue Act of 1936, as amended, is amended to read as follows:

"(D) In the case of a bank holding company (as

defined in section 5 of the Federal Reserve Act), the

amount allowed as a credit under section 26(d).w
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14. ASSIGNMENT OF DUTIES

Specifications

14» Authorize Board of Governors to assign performance
of specific duties and functions, other than determination of na-
tional or system policies and power to make regulations, to indi-
vidual members, to members of its staff, and the Federal Reserve
banks *

Tentative Draft of Amendment

Section 14« Section 11 of the Federal Reserve Act, as

amended, is amended by adding at the end thereof the following

new subsection:

"(o) The Board of Governors of the Federal

Reserve System may assign to one or more of its

members, to one or more officers or representatives

of the Board, or to the respective Federal Reserve

banks, under rules and regulations prescribed by

the Board, the performance of any of its duties,

functions, or services; but no such assignment shall

include the determination of any national or System

policy or any power to make rules and regulations or

any power which under the terms of this Act is re-

quired to be exercised by a specified number of mem-

bers of the Board #H
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15. DECENTRALIZATION OF ADMINISTRATIVE MATTERS

Specifications

15» Decentralize administrative matters, other than de-
termination of national or system policy or the adoption of regu-
lations, by authorizing Federal Reserve banks in each district to
issue charters, permit the exercise of trust powers, approve the
establishment of branches, carry on section 30 proceedings, admit
banks to membership, and handle other matters of a local charac-
ter affecting banks in their district, within such restrictions
as the Board of Governors may prescribe and subject to appeal to,
or review by, the Board of Governors under regulations made by it«

Tentative Draft of Amendment

Section 15• (a) Section 11 of the Federal Reserve Act,

as amended, is amended by adding at the end thereof a new subsec-

tion reading as follows:

n(p)» The Board of Governors of the Federal

Reserve System, under regulations and general in-

structions issued by it, may authorize or require

the Federal Reserve banks to exercise and adminis-

ter, with respect to national banks having their

head offices in the respective districts of the

Federal Reserve banks, any or all of the powers,

duties, and functions heretofore exercised by the

Comptroller of the Currency and the Deputy Comp-

trollers of the Currency with respect to the organ-

ization, reorganization, consolidation, receiver-

ship, conservatorship, liquidation, and supervision
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of national banking associations, the establishment

of branches by such associations, the examination

of and receipt of condition reports from such asso-

ciations, and other similar matters affecting in-

dividual banks• Under similar regulations and gen-

eral instructions issued by it, the Board may author-

ize or require the Federal Reserve banks to exercise

and administer, with respect to individual member banks

having their head offices in the respective districts

of the Federal Reserve banks, any or all of the powers,

duties, and functions of the Board with respect to the

following: the admission of banks to membership in the

System, the withdrawal or expulsion from membership,

and the restoration of membership; the prescribing of

conditions of membership; the waiver of requirements

for admission to membership of any State bank which is

required to become a member bank in order to become or

continue to be an insured bank; the requirement that

such State banks admitted to membership with inadequate

capital and surplus increase their capital and surplus;

the certification of member banks to the Federal Deposit

Insurance Corporation pursuant to section 12B(e)(2) of

the Federal Reserve Act; the examination of and receipt

of condition reports from member banks and their affil-

iates; tfaa administration and enforcement of the provi-
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sions of this Act relating to bank holding companies;

the suspension of member banks from the use of the

credit facilities of the System for making undue use

of bank credit for speculative purposes or for any

purpose inconsistent with the maintenance of sound

credit conditions; authority to direct a member bank

to refrain from further increase of its loans secured

by stock or bond collateral; the granting and surrender

of permits for national banks to act in fiduciary ca-

pacities; limitations on the amount of acceptances made

by member banks; the establishment of domestic or for-

eign branches by member banks; the granting and revoca-

tion of permission to member banks to invest in the

stock of banks or corporations engaged in international

or foreign banking; the examination of and receipt of

information and condition reports from member banlc3

regarding their foreign branches and the banks or cor-

porations engaged in international or foreign banking

in which such member banks have invested; the super-

vision of# examination of# and receipt of condition

reports from, banks and corporations operating under

the provisions of section 25 or section 25(a) of the

Federal Reserve Act and the appointment of receivers

of such corporations operating under section 25(a);

and all other similar powers, duties and functions
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conferred by law upon the Board now or hereafter*

whether or not expressly mentioned or fully des-

cribed herein, relating to the organization, reor-

ganization, consolidation, merger, receivership,

liquidation, membership, and supervision of individ-

ual banks, corporations, and persons•

"It is the purpose of this subsection to permit

the exercise and administration by Federal Reserve

banks of the powers, duties, and functions enumerated

herein in respect to their application to individual

banks, corporations, and other persons in particular

cases, with a view to decentralizing in so far as

practicable the administration of local matters, but

not to authorize Federal Reserve banks to prescribe

or formulate national or System policies or to exer-

cise any power of the Board pertaining to the promul-

gation of general rules or regulations; and the regu-

lations and instructions of the Board authorized by

this subsection shall be formulated with a view to

effectuating this purpose• Such regulations and in-

structions shall, among other things, provide a reason-

able opportunity for appeal by interested parties to

the Board of Governors, or review by the Board of

Governors upon its own motion, in any and all cases

in which a Federal Reserve bank exercises authority

pursuant to this subsection**1
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(b) Section 30 of the Banking Act of 1933 is amended

to read as follows:

"Sec* 30# "Whenever, in the opinion of the Presi-

dent or a Vice President of a Federal Reserve bank,

any director or officer of a member bank located in

the district of such Federal Reserve bank shall have

continued to violate any law relating to such member

bank or shall have continued unsafe or unsound prac-

tices in conducting the business of suoh bank, after

having been warned by the President or a Vice Presi-

dent of such Reserve bank to discontinue such viola-

tions of law or such unsafe or unsound practices,

such President or Vice President may certify the

facts to the Board of Directors of such Federal Re-

serve bank» In any such case, the Board of Directors

of the Federal Reserve bank may cause notice to be

served upon such director or officer to appear before

such Board of Directors to show cause why he should

not be removed from office• A copy of such order

shall be sent to each director of the member bank

affected, by registered mail» If, after granting

the accused director or officer a reasonable oppor-

tunity to be heard, the Board of Directors of the

Federal Reserve bank finds that he has continued to

violate any law relating to such member bank or has
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continued unsafe or unsound practices in conducting

the business of such bank after having been warned

by the President or a Vice President of the Federal

Reserve bank to discontinue such violation of law or

such unsafe or unsound practices, the Board of Di-

rectors of the Federal Reserve bank, in its discretion,

may order that such director or officer be removed from

office. A copy of such order shall be served upon such

director or officer* A copy shall also be served upon

the bank of which he is a director or officer, where-

upon such director or officer shall cease to be a di-

rector or officer of such bank#

!tAny director or officer of a member bank who

has been removed from office by the Board of Directors

of a Federal Reserve bank pursuant to the provisions

of this section may, within ninety days after the date

upon which notice of such removal was served upon such

bank, appeal to the Board of Governors of the Federal

Reserve System for a review of the proceedings and a

reconsideration of the decision of the Board of Di-

rectors of the Federal Reserve bank# Such appeal and

review shall be upon the basis of the written record

of the proceedings before the Federal Reserve bank and

the procedure therefor shall be prescribed by regula-

tions of the Board of Governors of the Federal Reserve

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 67 -

System and shall afford the appellant a reasonable

opportunity to appear before such Board in person

or by counsel and to present oral or written argu-

ments • After reviewing the transcript of the writ-

ten record of the proceedings and after granting

the appellant a reasonable opportunity to be heard,

the Board of Governors may issue an order affirm-

ing, reversing, or modifying the findings and order

of the Federal Reserve bank or may remand the case

to the Federal Reserve banks for further proceedings•

11 In any proceedings conducted pursuant to this

section, Federal Reserve banks or the Board of Gov-

ernors of the Federal Reserve System may appoint and

use trial examiners; and any member of the Board of

Governors and any trial examiner or officer of such Board

or of a Federal Reserve bank duly designated for such

purpose shall have power to require by subpoena the

attendance and testimony of witnesses and the pro-

duction of documentary evidence, to administer oaths

and affirmations, to examine witnesses, and to receive

evidence• In case of disobedience to a subpoena, or

failure or refusal to testify or to produoe evidence,

the Federal Reserve banks or the Board of Governors

may invoke the aid of any court of the TJaited States

in requiring the attendance and testimony of witnesses

and the production of documentary evidence• No person
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shall be excused from attending and testifying or

from producing documentary evidence on the ground

that the testimony or evidence, documentary or other-

wise, required of him may tend to incriminate him or

subject him to a penalty or forfeiture; but no person

shall be prosecuted or subjected to any penalty or

forfeiture for or on account of any transaction, mat-

ter, or thing concerning which he is compelled, after

having claimed his privilege against self-incrimina-

tion, to testify or produce evidence, documentary or

otherwise, except that he shall not be exempt from

prosecution and punishment for perjury committed in

so testifying*

lfAll proceedings under this section shall be con-

ducted in accordance with regulations issued by the

Board of Governors, which regulations shall make ade-

quate provision for the maintenance of written records

of all such proceedings to be preserved by the Federal

Reserve bank* Heither the written records, the order,

the findings of fact, nor any other matter relating

to the proceedings conducted pursuant to this section

shall be disclosed to anyone except the director or

officer involved and the directors of the bank involved,

otherwise than in connection with proceedings for a

violation of this section or as herein provided*
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tfAny such director or officer removed from

office as herein provided who thereafter partici-

pates in any manner in the management of such bank,

unless and until the order issued by the Federal

Reserve bank removing him from office has been final-

ly reversed by the Board of Governors of the Federal

Reserve System or by the Federal Reserve bank in the

event the case is remanded to the Federal Reserve

bank, shall be fined not more than $5,000 or im-

prisoned for not more than five years, or both, in

the discretion of the court#
n

For the purposes of this section only, the term "member

bank" shall be deemed to include every bank or trust company doing

business in the District of Columbia*
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16 # COMPULSORY MEMBERSHIP OP INSURED BATIKS

Specifications

16• Move up to 1939 the provision of existing law
requiring banks having deposits of $1,000,000 or more to become
members of the Federal Reserve System*

Tentative Draft of Amendment

Section 16 • Paragraph (l) of subsection (y) of section

1EB of the Federal Reserve Act, as amended, is amended by striking

out "1941" and substituting in lieu thereof "1939%
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17 • EXCHANGE CHARGES

Specifications

17• Permit only banks having deposits of less than
11,000,000, whether members of the Federal Reserve System or
nonmember insured banks, to absorb exchange and collection
charges for other banks•

Tentative Draft of Amendment

Sec. 17# Section 19 of the Federal Reserve Act, as

amended, is amended by adding thereto a new paragraph reading

as follows:

"Notwithstanding any other provision of law,

any bank having deposits of $1,000,000 or less may

make charges, commonly known as tfexchange charges",

for or in connection with the payment of checks or

other instruments drawn upon it, whether or not pre-

sented by or through any Federal Reserve bank; and

any such charge made by such a bank need not be

passed back, but may be absorbed, by any other bank

which has handled such check. Within the meaning of

this paragraph the term "deposits11 shall include de-

posits of all kinds and the amount thereof shall be

determined by the average amount of such deposits

shown in the reports of condition of such bank made

pursuant to Federal law during the preceding calendar

year*"
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DISCOUNTS AID ADVANCES BY FEDERAL KESERVE BASKS

Specifications

18* Strike out all present provisions of sections 13
and 13a of the Federal Reserve Act relating to eligibility of paper
for discount and substitute provisions of section 10(b) without the
requirement as to a penalty rate#

Tentative Draft of Amendment

Section 18. (a) Section 10(a) and section 10(b) of the

Federal Reserve Act, as amended, are hereby repealed*

(b) The second paragraph of section 13 of the Federal

Reserve Act, as amended, is amended to read as follows:

"Subject to such regulations as to maturities

and other matters as the Board of Governors of the

Federal Reserve System may prescribe, any Federal

Reserve bank may make advances to any xaember bank on

its promissory notes secured to the satisfaction of

such Federal Reserve bank/1

(c) The third paragraph of section 13 of the Federal

Reserve Act, as amended, is amended to read as follows:

"In unusual and exigent circumstances, the Board

of Governors of the Federal Reserve System may author-

ize any Federal Reserve bank, during such periods as

the said Board may determine, to make advances to any
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individual, partnership, or corporation on its or

his promissory notes secured to the satisfaction

of such Federal Reserve bank: Provided, That before

making such an advance the Federal Reserve bank

shall obtain evidence that such individual, part-

nership, or corporation is unable to secure adequate

credit accommodations from other banking institu-

tions » All such advances to individuals, partner-

ships, or corporations shall be subject to such

limitations, restrictions, and regulations as the

Board of Governors of the Federal Reserve System

may prescribe#tt

(d) The fifth and sixth paragraphs of said section 13 of

the Federal Reserve Act, as amended, and the ninth paragraph of

said section 13 (which provides that Section 5202 of the Revised

Statutes of the United States is amended to read as there set

forth) are hereby repealed, but this shall not be construed as re-

pealing or affecting in any way the provisions of Section 5202 of

the Revised Statutes, as amended and existing on the date of enact-

ment of this Act*

(e) The eighth paragraph of said section 13 of the Fed-

eral Reserve Act, as amended, is amended to read as follows:

"All advances under this section shall be made

at rates to be established by such Federal Reserve

banks, such rates to be subject to the review and de-
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termination of the Board of Governors of the Fed-

eral Reserve System. If any menber bank to which

any advance under this section has been made shall,

during the life or continuance of such advance, and

despite an official warning of the Reserve bank of

the district or of the Board of Governors to the con-

trary, increase its outstanding loans secured by col-

lateral in the form of stocks, bonds, debentures, or

other such obligations, or loans made to members of

any organized stock exchange, investment house, or

dealer in securities, upon any obligation, note, or

bill, secured or unsecured, for the purpose of pur-

chasing and/or carrying stocks, bonds, or other in-

vestment securities (except obligations of the "United

States) such advance shall be deemed immediately due

and payable, and such member bank shall be ineligible

as a borrower at the Reserve bank of the district

under the provisions of this section for such period

as the Board of Governors shall determine: Provided,

That no temporary carrying or clearance loans made

solely for the purpose of facilitating the purchase or

delivery of securities offered for public subscription

shall be included in the loans referred to in this

paragraph*ft
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(f) The tenth paragraph of section 13 of the Federal

Reserve Act, as amended, is amended to read as followst

"All advances, discounts, purchases, and sales

by any Federal Reserve bank under the provisions of

this Act shall be subject to such restrictions, limi-

tations, and regulations as may be imposed by the

Board of Governors of the Federal Reserve System*"

(g) Section 13a of the Federal Reserve Act, as amended,

is amended to read as follows:

nSec# 13a» Subject to such regulations as to

maturities and other matters as the Board of Gover-

nors of the Federal Reserve System may prescribe,

any Federal Reserve bank may make advances to any

Federal Intermediate Credit Bank on its promissory

notes secured to the satisfaction of such Federal Re-

serve bank*

"Any Federal Reserve bank may also buy and sell

debentures and other such obligations issued by a

Federal Intermediate Credit Bank or by a National

Agricultural Credit Corporation, but only to the

same extent as and subject to the same limitations

as those upon which it may buy and sell bonds issued

under Title I of the Federal Farm Loan Act*11

(h) The first paragraph of section 14 of the Federal

Reserve Act, as amended, is amended by striking out the words

"cable transfers and bankers1 acceptances and bills of exchange
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of the kinds and maturities by this Act made eligible for rediscount,11

and by inserting in lieu thereof the words "cable transfers, bankers1

acceptances, and bills of exchange of such kinds and maturities as

may be prescribed by the Board of Governors of the Federal Reserve

System•"

(i) The paragraph of section 9 of the Federal Reserve

Act, as amended, which commences with the words "Banks becoming

members of the Federal Reserve System" is amended by changing the

colon before the words "Provided, however" to a period and by strik-

ing out all of the remainder of said paragraphs
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