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OPERATION OF THE NATIONAL AND FEDERAL RESERVE
BANKING SYSTEMS

MONDAY, MARCH 28, 1932

UNITED STATES SENATE,
CoMMITTEE ON BANEKING AND CURRENCY,
Washington, D. C.

The committee met, pursuant to adjournment on Friday, March
25, 1932, in Room 808, Senate Office Building, at 10.30 o’clock a. m.,
Senator Smith W. Brookhart presiding.

Present: Senators Brookhart (presiding), Walcott, Fletcher,
Glass, Wagner, Bulkley, Barkley, and Costigan.

Senator BROOKHART (%widinﬁ). The committee will come to
order. We will hear Mr. Rudolph Hecht as the first witness.

STATEMENT OF R. 8. HECHT, PRESIDENT HIBERNIA BARNK &
TRUST C0., NEW ORLEANS, CHAIRMAN ECONOMIC POLICY COM-
MISSION OF THE AMERICAN BANKERS' ASSOCIATION

Senator BrooxmArT (presiding). You may proceed whenever you
are ready, Mr, Hecht.

Mr. Hecrr, Mr. Chairman and gentlemen of the committee, on
behalf of the economic policy commission of the American Bankers’
Association, I, as its chairman, ask for ‘the privilege of filing with
your committee a brief official statement, and I shall then be glad to
give such further testimony as you may care to have me give in my
individual capacity as president of the Hibernia Bank & Trust Co.
of New Orleans. ‘ :

Senator Grass. Might I ask right here, has your American Bank-
ers’ Association met and passed on this as its official statement?

Mr. Hecrr. The commission has conferred on it, partly in person
and by wire, with those who. were not able to be present. But the
formal statement which I present expresses the views of the com-
mission. :

The functions of the economic policy commission are to “give
consideration to all questions involving money and currency, public
finance, and the economic policy of the Government, including the
economic aspects of laws and regulations governing the several
classes of banking organizations.” ‘ ‘ '

Accordingly, our commission has given careful study to the pro-
visions of Senate bill 4115 and- has attempted to analyze them not
from the selfish viewpoint of the banking interests, but from the
broader and more important viewpoint of the public interest and
the economic welfare of the country as a whole.

(4]
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296  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

We will, therefore, confine our comments to the more general as-
pects of the proposed legislation leaving it to others to point out
more in detail the objections to the bill from the standpoint of the
practical operations of the banks.

Banking, being a semipublic business, must necessarily be con-
trolled by strict ﬁtws governing its operations, Nevertheless, bank-
ing in its actual operations can not be conducted by statute, nor is
it feasible to substitute rigid rules enforced by public officials for
individual initiative and responsibility.

The human element must always remain a major part of bank-
ing operations and any attempt, to take important practical operat-
ing details out of the hands of individualg and have them function
automatically under rigid statutory formulas would be unworkable
and dangerous. o R

You can no more talke the human element out of banking by legis-
lation than you can put morality into people by mere statutory en-
actments. Of course, banking like all other lines of human endeavor
has -made many mistakes and has done things which—in the light
of recent events—have proven unwise and perhaps. indefensible.
Howerer, it seems safe to say that the bankers of this generation
have learned important:lessons from these events and are deter-
mined that banking shall benefit from them. No doubt some new
legislative enactments are desirable and bankers more than anyone
else want to cooperate to prevent a repetition of the disastrous ex-
periences of the past two and a half years. "It seems not likely, how-
ever, that the mere transfer of the resionsibility from one set of
human beings, that is, the officers of banks, to another set of human
beings, that is the officials in Washington, will prove a panacea for
our financial ills or be a guarantee against a reptition of the same
errors of human judgment in the future. :

" Admittedly the Federal reserve authorities should have broad
powers of supervision over, the general financial policies of banks
and to some extent over their practical operations. But it is ex-
tremely doubtful that the enactment of such a law as now proposed
which largely centeralize control over detailed operating functions
of banks in the hands of Government officials in Washington would
improve the situation.

fter all it must be remembered that not a few of our business
leaders and bankers have heretofore expressed the view that much
of the blame for the undue speculation and consequent later collapse
of 1929 attaches to the “ easy money ” policy of the Federal Reserve
Board then in office. It matters not whether we agree with that
criticism it is mentioned solely to.emphasize the fact that officials
in Washington are no less subject to errors of judgment than are
bankers in New York or elsewi‘lere, and consequently a further in-
crease of the power of Government officials over the banking struc-
ture is not necessarily a guarantee for better banking.

But granted that some changes are desirable in our existing laws
the present would hardly seem a propitious time for enacting new
and far-reaching provisions which in their very nature are highly
deflationary. The Federal reserve act which is admittedly a mas.
terpiece of financial legislation was evolved only after several years’
study and careful deliberation, and on the whole it has proved
sound and well adapted to the needs of the country.

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 227

It would be niost unifortunate if we were now to rush in and at-
‘temﬁt to cuie the evils of the past few years by means which even
if they proved helpful at some future time would inevitably add
‘to the length and depth of the present depression.

For over two yeirs we have been struggling with the most dif-
ficult and complicated business situation in our history.

Many important and necessary adjustments have had to be made,
and we are {ust emerging from an atmosphere of hysteria and fear,
which was the unavoidable consequence of this period.

More recently the passage of two relief measures, the Reconstruc-
tion Finance Corporation act and the Glass-Stea all bill, made pos-
sible by the broadminded nonpartisanship leadership of both parties,
has done much to restablish national confidence on the part of
bankers and the public. T :

. . The passage of this bill would undoubtedly destroy the most if not
all of tge good that has been accomplished along this line, and would
lead to further deflation of securities and. restriction of credit at a
time when just the opposite influenices are needed. - '

The: fact that three years ago. an unduly large amount of. credit
was extended to stock-market operators by member banks, nonmem-
ber banks, as well as corporations and individuals, over whom bank-
ers had no control, should not now cause us to go to the other
extreme and attempt to enact a law which would mxﬁte all the legiti-
mate investment business an ‘outlaw business by practicaily prevent-
ing banks from extending credit to those engaged in that line. Nor
to the fact that in the past a few banks went too deeply into the
security markets, bg now using that as an argument in favor of pro-
hibiting all banks from dealing in sound. investment bonds.

Let us take care that in trying to devise means to prevent a repeti-
tion of the old mistakes we do not commit new and greater errors
by destroying the machinery for the distribution of long-term securi-
t1es, which, after all, are an essential part of the Nation’s financial
business and therefore an important public service.

In aiming to penalize speculative credits in view of past instances’
we should not make all banks suffer by making them pay a higher
rate on their 15-day notes even when secured by Unite(F S}t’;ates Gov-
ernment obligations,

Such a provision would in turn force the United States Treas-
'ury to pay a correspondingly higher rate on its financing, with the
‘result that interest on all classes of bonds would go up and the market
‘price of existing securities would continue to go down.

_ During the period of war depression when the membership of the
Federal reserve system was largely limited to national banks, a
special committee was appointed to induce banks operating under
State charters to join the system. They were loath to do so because
they did not wish to surrender their charter rights and make them-
selves entirely subservient to the authority of the Comptroller of
the Currency and the Federal Reserve Board. But after many con-
ferences a satisfactory understanding was reached which assured
member banks operating under State charters such reasonable auton-
omgsand freedom of action as they felt was necessary.

. a result a large number of State-chartered institutions joined
the system, which they did largely as a patriotic measure, and to-day
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998  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

approximately 40 per cent of the reserve of the Federal reserve sys-
tem is contributed by such voluntary members. ) )

It stands to reason, however, that this situation will quickly change
if the Federal authority over all member banks is increased a good
deal and the normal operations of member banks are made subject
to further burdensome official dictation by the Federal Government.

In fact, the definite statement has been made to our commission
by some of the largest and best managed banks operating under
State charters that the passage of this bill in its present form
will lead to their prompt retirement from the system; and we think
there is a danger that even national banks mnay deem it advisable
to accomplish the same result by surrendering their national
charters.

Such a development would be deplorable because the Federal
reserve system has been a tower of strength since its very inception,
and nothing should now be done to wreck it by making either the
comgulsory membership of national banks or the voluntary mem-
bership of State-chartered institutions unduly burdensome and
unattractive through too much bureaucratic control in Washington.

On the subject of branch banking our association has gone offi-
cially on record, at its Cleveland convention in 1930, as favoring
a limited extension.

There exists some difference of opinion in our commission as to
the advisability of extending the privilege to cover an entire State.
However, we held unanimously to the view that the granting of
germission to national banks to establish branches in adjoining

tates, not over 50 miles distant, would constitute a species of trade
area branch banking which would give national banks an unfair
advantage over their State bank competitors whose State govern-
ments could not authorize them to establish branches beyond
their own jurisdiction,

We have previously expressed the belief that some control of
_group and chain banking will ultimately become necessary, but we
are not in sympathy with the extremely drastic provisions now
proposed by depriving groups from voting on directors of Federal
reserve banks, nor the retirement as to reserve and double liability,
which are practically impossible to carry out.

Some supervision over the activities of affiliates of member banks
is no doubt desirable, but many of the proposed provisions appear
to us entirely too drastic and as unnecessary for the purpose of
exercising reasonable control over their affairs.

The provision for segregating some of the best assets of a bank
for the benefit of one class of depositors; that is, time depositors,
would undoubtedly cause uneasiness on the part of demand deposi-
tors who would not be so secured. This would be particularly felt
by country banks where a large proportion of the deposits are time
dep(isits and where heavy withdrawals of demand deposits might
result.

e do not believe that past experience justifies the radical increase

roposed in the reserve requirement on time deposits. If enacted
into law the burden would fall heaviest on member banks located
in cities where there is no Federal reserve bank. The provision
would either force a reduction in interest paid on time deposits
or an increase in rates on loans,
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NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 220

Moreover, it would in no small measure increase the gold reserve
to be carried by Federal reserve banks and would largely counteract
the benefits of the Glass-Steagall bill, -

The various sections of the bill referring to real-estate loans
appear to us to be combersome, discriminatory, and unsound,
Moreover, we consider them impractical, of operation.

. We have on several previous occasions made similar recommenda-
tions as to the minimum requirements of capital for new banks, and
find ourselves in thorough sympathy with the proposals now made.

We are also in sympathy with the objects expressed in the bill to
Erowde some means for the prompt liquidation of assets of closed

anks. We feel that the burden proposed to be put upon member
banks to accomplish this purpose is too heavy, but we should like
to see Senator Glass introduce a separate bill designed to carry into
effect his general thoughts on that subject, so that it might receive
prompt and unbiased consideration on 1ts own merits, free from the
controversial questions connected with: the present bill.

“In conclusion we desire to repeat our introductory statement to
the effect that we consider the passage of this bill-in its present form
would be untimelK and inadvisable. We believe that it would de-
stroy much good that has recently been accomplished by the remedial
measures that have been adopted calculated to stop deflation; that
it would weaken rather than strengthen the present -banking situ-
ation. :

This is not meant to say, of course, that the subject of new banking
legislation should not be given due consideration.: We believe that
some changes in our banking laws that have been enacted are shown
by experience to be desirable. But we believe that just what those
cgnnges should be can be determined only by careful deliberation,
and we pledge our own services and we are confident bankers as a
whole will be glad to cooperate in working out a desirable solution
to the problems presented.

Senator BrookmaRT (presiding). Any question by any members
of the committee ? ‘

Senator Frercaer. Of what bank are you an officer ¢

Mr. Heorr. President of the Hibernia Bank & Trust Co. of New
Orleans.

Senator Frercher. Is that 8 member bank?

Mr. Hecar. Yes, sir. It was one of the earliest State banks to
join the Federal reserve system. We joined it in the very beginning.

Senator Frercaer. Have your demand deposits decreased or in-
creased within the last 12 months?

Mr. Hecar. They have been almost stationary. There has been
perhaps a slight decrease, but not more than 1 or 2 per cent at most.

Senator Frercaer. How has it been with regard to your time
depositsi

r. Hecnr. It was the matter of time deposits, wasn’ it, that
you are speaking about? Or did you refer to demand deposits?

Senator FLercuER. My first question referred to demand deposits.

Mr. Hecat. Oh, well. Our demand deposits have decreased dur-
ing the past 12 months something over 12 per cent.

genntor Frercuer. How about time deposits?

Mr. Hecar. Time deposits have changed very little. Ob, it might
be 1 per cent difference.
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230 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Senator Griss. Time deposits generally have greatly increased,
have they not?

Mr. Hecnr. In the last 12 months?

Senator Grass. Within the last four years.

Mr. Hecur. Oh, yes; within 4 years they have increased, but not
within the last 12 months.

Senator Gore. What was it that you said happened in the last
three or four years?

Mr. Hecmr. 1 think time deposits as a whole have increased in the
last four years.

Senator Grass. Say during the last six years, since we reduced
the rcser?ve to 3 per cent, they have very greatly increased, have
they not?

l\yIr. Hecnur. I would not have associated the fact——

Senator Grass (interposing). I am not assuming what you may
associate it with. But what about the fact?

Mr. Hecar. It would be very difficult for me to fix the time limit
or six years, or even four years. But time deposits for the last
number of years, excepting the last two years, have undoubtedly
shown a tendency to increase.

Senator Grass. They have not only shown a tendency to increase
but have, in fact, very largely increased, have the(aiy not # '

Mr. Hecar. I do not think they have increased very much out of
proportion to other deposits. Deposits of all banks have shown a
large increase over a number of years, but I have not before me
statistics that would enable me to very definitely answer your ques-
tion.

. Senator Frercuer. That does not apply to the last 12 months?

Mr. Hecar. Not to the last two amf a Ealf years.. )

1 Senatﬂ)‘r Frercuer. Have postal savings banks interfered with your
eposits

Mr. Hecar. I should not think they have interfered with deposits
in cities so much, but they have taken a great many deposits in the
smaller banks in the country, in neighborhoods where bank failures
have occurred. Whenever uneasiness develops over the failure of
one bank in a given country district there is the natural tendency of
persons to 1l‘)‘ut their money into the Postal Savings System.

Senator Frercuer. Have you had many failures-in New Orleans
during the last year? ,

Mr. Hecar. In New Orleans we have had no bank failure in 25
years.

Senator Frercuer. That is a pretty good record.

Mr. Hecur. But in Louisiana we have had a very few bank fail-
ures. But at that we have not had more than 10, I should say, in &
year. -

Senator Frercaer. Have your loans increased or decreased in the
last 12 months? ) ‘

Mr. Hecur. Well, they have not increased, and yet they have not
decreased as much as we would like to have them decrease. '

Senator FrLeTciier. You mean that you are devoting your atten-
tion to collecting sums due your bank rather than making new loans?

Mr. Hecat. Of course, a bank could hardly have a shrinkage of
12 per cent in its deposits and not make some efforts to collect in
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NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 231

some(:1 of its loans, because it could not meet its obligations if it did
not do so.

Senator Frercuer. What kind of securities do you outline in
the matter of your loans?

Mr. Hecar. Well, of course, in New Orleans, we being at a port
where is is quite natural that commodities would play a very im-
portant part in our activities, cotton, sugar, rice, all commodities
that pass through the port of New Orleans form a very considerable
percentage of our collaterally secured loans. But we are, of course,
In other respects the same as other banks in cities, we loan to com-
mercial institutions and we loan on good collateral of all kinds.

Senator Frercaer. Do you loan much on real estate?

Mr. Hecuar. Well, we do so more indirectly than directly. We
loan to country banks large sums of money, who in turn, of course,
are lending largely on the basis of real estate. We do not make a
large percentage of direct real-estate mortgage loans.

enator FLercHER: Do you not approve of one feature of this
bill that would tend to a separation of real banking from the mer-
chandising of securities? .

Mr. Hecar. I should say that the tendency to limit the activities
is_perfectly correct, but the unscrambling of affiliate corporations,
which over a period of the last 15 yearscim.ve been closely tied up
with banking institutions, appears to me to be very difficult and
in some respects a dangerous procedure.

Senator Grass. Do you think they should ever have become tied
up with commercial banking institutions? .

Mr. Hecur. Senator Glass, may I answer your question in this
way? If the bill presently under discussion were a bill that we
might all consider for the purpose of starting the ideal banking
system upon a fresh basis, then there would be a good many pro-
visions in it which I would strongly favor. Dut under existing con-
ditions, and because of the difficulty and the harm that would come
from their enforcement I am now opposed to them. In other words
it is one thing to have a theoretical opinion whether banks should
ever have gone into the investment business in the past, and it is
another question whether we should now, by one swoop of the law,
try to undo something that has grown up over 20 years of banking

ractice.
P Senator Frrrcuer. But if it is bad practice the sooner you quit
it the better.

Mr. Heciar. I am not prepared to say it is bad practice. I am
prepared only to admit that there has been cause for eriticism in
the operation of some security affiliates. I am not prepared to say
it is not a perfectly natural function. for banks to deal in high-
class investment securities, either through bond departments or
through security affiliates. It is only an abus¢ of the thing that is
bad ; it is not the thing itself that is bad as I see it.

Senator Frercuer. Have you any affiliate?

Mr. Hecur. Yes; we have. We have the Hibernia Securities Co.,
which is an affiliate converted from the bond department of the
bank as it had been previously operated. That was done some 14
or 15 years ago.
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932  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Senator Grass. Then, I assume your theory is, if an evil practice
of long standing has associated itself with the banking business,
it ought never to be corrected.

Mr. Hecur. No. I would not make any such statement or de-
mand. And I have not admitted that it is an evil practice. I have
stated that it is the abuse of the practice that has justified criticism
now being leveled at it, and that 1t requires perhaps some additional
legislative control.

enator Grass. Oh, now, I understood you to say at the outset

that you did not believe in statutory restrictions at all, that the

i)natber ought to be left to the judgment and management of the
anks.

Mr. Hecur. I beg your pardon, Senator Glass. You could hardl
put on my language any such meaning as that, because I starte
out to say that banks necessarily must be governed by strict laws
in their general operations, but that that does not mean all the
detailed transactions passing through a bank can or ought to be
governed by law and leaye nothing to the private initiative and
judgment of the banker who is running the bank.

Senator Grass. I understood, well down in your thesis, that you
said you were opposed to statutory regulations, or to supervision that
we might some of us say was severe, or that I would say was of a
vigilant character, by the board supervising control.

Mr. Hecnr. I made the statement that a bank being a semi-

ublic business must necessarily be controlled. by strict laws govern-
g its operations.

Senator Grass. Yes; but what else did you say?

Mr. Hecar., But there is a limit most assuredly. That is exactly
'my position. You can not govern every banking transaction by &
Jaw that is going to be controlled in Washington.

Senator Grass. Do you think this bill undertakes to govern every
banking transaction in Washington{

Mr. Hecar. No; but it attempts to govern a good many more
than are feasible, in my opinion.

Senator Grass. Do you think it confers any more important
authority upon the Federal Reserve Board, for example, or upon
‘Federal reserve banks, than they already possess?

Mr. Hecet. Yes; I certainly do, in many respects.

Senator BarxrLEY. When would you be willing to begin correcting
such evils as you admit exist in the present banking system?

Mr. Heorr. There are perhaps some that might be well corrected
rather promptly, but such important questions as the control of real
estate loans, control of loans on collateral security, and measures
of that kind, that are undoubtedly deflationary, will add to our
present troubles, which in my judgment should not be discussed or
at least enacted at this time, but should await a return, not to another
boom period but at least to a more normal period in banking, when
general confidence is not already shaken as badly as it is now.

Senator Grass. You do not think we ought to correct things that
have shaken public confidence.

Mr. Heorr. I do not think we should do anything that will
lengthen the present depression, that will continue or add to the
fear and hysteria on the part of the general public that already
exists.

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 233

Senator Grass. Doesn’t the existing law undertake to control the
volume of real estate loans made by institutions engaged in commer-
cial banking ?

Mr. Hecar. Not to anything like the extent that this bill now pro-
poses. Why, you would have to liquidate more real-estate loans un-
der this bill than you could possibly hope to liquidate in normal
times even in a good many years.

Senator Grass. But, of course, we do not think you would have
to liquidate any more such loans.

Senator Burkrey. Mr. Hecht, I should like to hear upon what
basis you malke that statement.

Mr. Hecar. Well, for instance, there is the question of real estate
owned by banks, and real estate owned by affiliates of banks, and the
calculation of what loans you could make on real estate when you
take into consideration, as this bill appears to do, the ownership of
the banks’ own buildings. It would just utterly make it impossible
within a 2-year period to comply with the provisions of this bill
without the sale of an enormous amount of real estate. ‘

Senator FrercHER. Do you object to the limitation as to amount
of loans on real estate being based on percentage of deposits?

Mr. Hecar. Well, I am objecting to it under its present form. I
am not prepared to say there should not be some limitation, and as
a matter of fact there are some limits now.

Senator BurLkrLey. What do you think would be the amount of
liq{lidation that would be required ?

Mr. Hecer. That is a pretty difficult question for any man to at-
tempt to answer and give a horseback opinion. _

Senator BuLkLey. Then you are prepared to say it would be dis-
astrous without having the slightest idea of what it would be in fact?

Mr. Hecur. No, but I would have to study the situation. I can
illustrate it by giving a few concrete examples of institutions I do
know something about, of banks that happen to have some build-
ings of their own, and have a certain amount of real-estate mortgage
business, that could not under any circumstances comply with the
provisions of this bill without forcing the sale of an enormous
amount of real estate, or else increasing the capital stock of their
banks by such an absurd amount as to make it just as impossible.

Senator BuLkrey. But I should like to get any specific informa-
tion you may be able to give us as to that fact. -

Mr. Hecrr. I do not know that I would care to mention the names
of any particular institutions, but I can repeat the statements I have
already made, that——

Senator Burkrey (interposing). Here is my trouble: I do not
want to criticize your intent in the matter, but a good many people
come in here and make criticisms in so vague a way that we can not
put our finger on them, and they come to conclusions that we do not
agree to, and then leave the matter so far up in the air that there
is nothing for us to go upon. I should like to have any other infor-
mation you may be able to give us in order that we may either say
vou are right, or else understand that you can not give us an intelli-
gent answer.

Mr. Hecrr. Well, Senator, the difficulty is that to be specific in
figures on what you are now asking me a man would have to be pre-
pared to get together some data and give you specific facts.
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Senator BuLkLey. But how can you possibly reach the conclusion
that you state without any knowledge of the figures?

Mr. Hecat. I do not admit that I do not have any knowledge.

Senator Burkrey. What knowledge have you? Let us get it on
the record. )

Mr. Hecur. I have already made the statement that I could name,
without giving the name of the institutions, any number of banks.

Senator Gore. Can you give a hypotheticai case that would paral-
lel one of those actual cases?

Mr. Hecur. Why, yes; very easily.

Senator Gore. Give us that. .

Mr., HecHr. You take g bank that may have $5,000,000 of capital
and surplus and it has a bank building that may be on its books for
three and a half or four million dolars. There are any number of
such cases as that. It might also have a certain amount of mortgage
business besides. But the bank of that magnitude would have a
good many real estate loans. Under this provision not only would
the Comptroller revalue the real estate which they are carrying,
which- to me appears to be an impossible task in times such as we
are living in now, because I do not know what the market value of
any. real estate is just mow, but in addition to that the real estate
owned- by that bank, plus the mortgage business that they may
normally do, plus the real estate that they may have money loaned
on more or less against their will that they may have taken as col-
lateral security after a loan was made, would certainly so far exceed
the limitations in this bill that that bank could not under any condi-
tion within two years put itself in shape to comply with the
provisions of the bill.

Now, how many times that case can be multiplied I am not pre-
pared to say, but I should say that there are hundreds of cases, to
be conservative, that would be in that class of cases.

Senator Burkiey. Is that an actual case, Mr. Hecht, that you
have just given?

Mr. HecHt. Yes.

Senator BuLgrLEY. You have given us actual facts?

Mr. Hecart. Yes. There are several cases where the figures are
almost identical where this description would fit.

Senator BuLgLEY. What is your opinion as a banker of the con-
dition of that bank as a commercial banking institution ?

Mr. Hecar. Senator, the question comes right back to what I
said 2 moment ago. If they were starting from scratch and were
trying to lay down laws of what is good business for a bank to do
in the .way of encouraging it to own its own bank building or
office building, I might be inclined to say that the bank was un-
wise in going that far. But at the same time, there were circum-
stances that make that a perfectly sound transaction. In the several
cases I have in mind I know the return is perfectly satisfactory,
and while it may not be what you and I would do if we started to-
day, still to undo that all over this country would do a great deal
of harm.

Senator BuLkrey. Now let us avoid the hypothetical question of
what we might do if we were starting all over again. I would like
to know your opinion about whether that is a good sound condition
to-day or whether it is a bad condition.
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: IMr. Hecar. It is not necessarily an unsound or .bad condition at
all.

Senator BurLkrey. You think that is all right for a commercial
bank to be in the position that you have just stated?

Mr. Hecmr. I think that the four or five banks that I have in
mind in what I am speaking about are perfectly sound, good banks.

Senator BuLkLEY. ![ do not mean to question that, but I am asking
iy)vou whether you think that is a good condition for a commercial

ank to be in. _

Mr. Hecar. I think it is a perfectly safe condition for the par-
ticular institutions to be in. I am not prepared to say that there
may not be some other banks where it is not a good condition.

enator BuLkrLey. We will have to nieasure the value of your con-
clusions in the light of that opinion expressed, that that is a sound
and proper condition for a bank to be in.

Mr. Hecer. Well. Senator, you have no right to put more in my
statement than I have put in it.

Senator BurxLey. I do not mean to put a bit more in it. I -want
to get your own statement: . .

Mr. Hecar. I think it is not possible to lay down & hard and fast
rule and say that a thing is sound or unsound, because circumstances
alter cases, and there are many good banks that are in that position
that are just as safe and safer than banks that have no bank buildings
at all; but I have no doubt that there are other banks that have gotten
themselves into a tight position as a result of such unwise investments.

Senator BarkLEY. Let us suppose that your hypothetical bank that
has $5,000,000 of capital and surplus has three and a half or four mil-
lion of it invested in a bank building, and let us suppose that the
value of that bank building has gone down to $2.000,000. You are
still valuing it on the books at three and a half or four—I don’t
mean you, but your bank. Supposing that the Comptroller of the
Currency shoulg take the same position with reference to that that he
has taken with reference to the deflation of the value of bonds. What
would be the result of that? Many banks have been closed because
of the deflation of the value of bonds in which the capital and sur-
Plus of the banks have been invested—that is true, is it not?

Mr. Hecar. Yes.

Senator Barkrey. Suppose the Comptroller of the Currency took
the same position with reference to the enormous decrease in the
value of real estate. What would be the result?

Mr. HecaT. Senator, there could only be one result.

Senator Bargrey. Yes.

Mr. Hecar. And that would be disaster.

Senator Baggrey. What is the difference, though, in the sound-
ness of the security?

Mr. Hecar. Senator, I do not believe the man lives who could go
over these United States to-day and tell you or me what the value,
the market value, on all the bank buildings is in the United States
to-day. I do not think anybody can do that.

Senator Barxrey. No; but we all know that there has been a con-
siderable deflation in real-estate values.

Mr. Heonr. That is true, and yet the rentals from these bank
buildings probably have not changed at all; but I admit if you tried
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to sell these buildings to-day you would unquestionably have to take
a very severe loss. . L. .

Senator Grass. Do you believe in the existing law and in the re-
quirements as to the judgment of the comptroller in writing off bad
loans?

Mr. Hecut. Why, yes; of course.

Senator Grass. Do you think if he were to do that now he would
not close about 60 per cent of the existing banks? _

Mr. Heont. I should hate to think that there was any such per-
centage as that, Senator, but no doubt that would close some banks.

Senator Grass. I have heard it put much higher than that by
experienced bankers.

fr. Heont. Well, of course, I would leave it to the comptroller
to make that estimate. I would not care to hazard a guess of that
kind. But I would not like to add to his difficulties.

Senator Grass. You do not think the law ought to be enforced,
then, do you?

Mr. Hecrar. No; I do not say that. I think the comptroller is
quite capable of reaching his own conclusions on that. I think he
is doing the right thing in the valuation of high-class bonds. I
think that has been a very sound practice on the part of the comp-
troller in not attempting, just because there are a few chalk marEs
that say a bond that is perfectly good and gives a good return and
is high eclass in every respect, that a bank should write down its
surplus because 5 or 10 bonds have sold at a certain price. I think
theli comptroller on the whole has pursued a very sane and sensible
policy. .

Senator Grass. I am not questioning that, but it is not a policy in
conformity with the practice in ordinary times, is it, under the law?

Mr. Heout. Well, he has undoubtedly made some modifications.
The one I have jélst spoken of is the best example. I do not happen
to be a national banker, and I am not perhaps in as close touch with
that as I might be.

Senator Grass. What more reason is there requiring a comptroller
to require banks to write off depreciated stocks and bonds that does.
not apply to real estate?

_Mr. HecoT. For the simple reason that I do not think it is pos-
sible to determine the value of real estate with anything like the
accuracy that you can determine the value of securities. I just do
not believe any real-estate agpraiser in the land is capable of that.

Senator Grass. Do you think the value of securities were very
accurately determined in 1928 and 1929% ’

Mr. HecHr. They were very accurately determined from the
standpoint of their salability. Too many of us made the mistake in
not selling them, but they were certainly salable at that time.

Senator BrooxHarr (presiding). Wasn’t that the time when this
hysteria that you talk so much about occurred?

Mr. Hecmr. It was another type of hysteria, Senator; yes. There
was just as much hysteria in 1929 on the bull side of it as there is
hysteria at the present time in fear and lack of confidence,

Senator Broormarr. This thing you call hysteria now simply is
cautiousness against the hysteria we had in 1928 and 1929%
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 Mr. Hecur. No, Senatoi; I would go a little further than that
I would say that, taking the value of securities in 1929, the question
of earnings or anything of that sort did not enter into it apparently.
Things were boomed up to an unreasonable point.

Senator Broogrart. That was all hysteria, was it not?

Mr. Heonr. That was hysteria; yes.

Senator BrooxHART. And the bankers had just as much in that
as anybody else?

Mr. Hecar. I am not excusing the bankers from making out any
better than the average man, But I say that now the same is true;
that earnings and general values have just as little to do with quoted
grices on the exchanges as they had in 1929, because they have gone

own just as much %elow their intrinsic value as they were above
their intrinsic value in 1929.

Senator Brooxuart. I have here an Alexander Hamilton Insti-
tute chart which shows the value of those bonds, 95 stocks, are still,
to-day, as high or perhaps slightly higher than they were in the war-
inflation period of 1919.

Mr. Hecur. Well, of course, I am not familiar with the chart that
you have or know anything about it, but the question of what stocks
are picked out there and all that would enter into it. I would not
care to discuss that without knowing what I was referring to.

Senator Broornart. There is another chart of the Federal Re-
serve Board, with all 337 of them, showing about the same condition
of the whole output of stocks.

Mr, Hecar. What do you call the inflationary period of the wart

Senator Brooxxarr. 1919 is what I am referring to here. That
is the high period until 1921.

Mr. HecraTt. Of course, I am not an expert on stocks, and I do not
pretend-to have any opinions on them; but just thinking in my own
terms of the large corporations in this country, and thinking of
their values to-day as compared with 12 or 14 years ago, I am sure
that they are selling far below their 1919 quotations to-day.

Senator BrookmarT. The Alexander Hamilton Institute would be
quite reliable?

Mr. Hecur. I should think it ought to be; but I repeat, I prefer
to stick to banking and not express opinions on stock exchange oper-
ations, because I lmow very little about that.

Senator Brooxmart. Well, but yon have come here before us and
want to maintain these affiliates with the banks that deal in stocks
and bonds.

Mr. Hecut. I am to begin with not thinking of affiliates in the
terms of dealing in stocks.

Senator BrookitarRT. You limit them to bonds altogether?

Mr. Hecur. Yes; I think the investment business 1s not a stock
business.

Senator BrooxHART. Bonds themselves are behind the stocks,
though, are they not?

Mr. Hecrr. They come ahead of them, not behind them.

Senator BRoOKHART. Well, ahead of them. They are part of the
same organization ?

Mr. Hecrr. But in quality they do vary materially from stocks.

Sten:lit?or BrooxHARrT. But 2 bond may be watered just as easily as-
a stock
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Mr. Hecnir. Most assuredly, yes; but it has security behind it.

Senator BrooxuarT. Were you in the National Credit Corpora-
tion that was organized by the banks?

Mr. Hecar. Yes, sir. -

Senator BrooxmArT. To help themselves and to take care of this
situation?

Mr. Hecar. We were.

Senator Brooxmart. And that did not get very far?

Mr. Hecar. We loaned out in our particular section in Louisiana
and Mississippi some eight or nine million dollars.

Senator Brooxmarr. And how much was altogether? You have
quit now, haven’t you? .

Mr. Hecat. About one hundred eighty million, if I am not mis-

taken.

Senator BrooxHarT. Out of the five hundred million that was sub-
scribed ¢ ]

Mr. Hecart, Yes, sir; approximately that. Some of it has been
paid back.

Senator GLass. You subscribed how much ¢

Mi'. Hecar. We subscribed to 10 per cent of our capital and
surplus.

enator BrookHarT. How much did you ever pay in?

- Mr. Heont. We paid in 30 per cent of that. In our case, with
five hundred fifty thousand subscription, we paid in 30 per cent
one hundred sixty-five thousand, of which 15 per cent is being pai
back to-day, the first payment.

Senator Grass. Do you regard that as a very great burden?

Mr. HecaT. Not under the circumstances.

Senator Grass. Why, then, do you regard this one-half of 1 per
cent, or really one-quarter of 1 per cent assessment, of this liquidat-
ing corporation burdensome?

Mr. Hecur. I think there is a little difference there, because what
we were doing in subscribing to that, we were helping out our own
immediate situation in Louisiana and Mississippi, which was of
course very close to our hearts. In this we woulg be a little further
removed from it, but I have indicated that so far as the provision of
the liquidating corporation was concerned, while I think that is a
little too high, I have no serious difference of opinion with you on
that whole plan,

Senator Grass. What percentage would you assess the banks?

Mr. Hecur. My objection to it, frankly, Senator, was more on the
proportion of the Federal reserve contribution who would have to
put in very little cash, and the banks who would have to put up a
proportionately large amount. Of course, you may say that was
offset, but my opinions on that are so nearly the same as yours that I
do not believe that if we had that bill under consideration by itself
it would be very difficult for me to agree with you, except that I still
might want to argue a little about the proportions, but I do not think
I would even want to oppose the bill itself on that ground.

Senator Grass. The proportion would be just as burdensome in a
separate bill as in this, would it not?

Mr. HecarT. Yes, it would be. I have only made the statement
that I thought the proportions might be adjusted to some extent, but
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I repeat, I have no such fixed opinion that I would not be glad to
-support the bill if it had to be on that ground.

But I would like to just come back and answer your question per-
haps a little more specifically whz I was more willing to put my
mone{) into the National Credit Corporation so freely and not in
here, because one was a strictly temporary measure ang we were all
.assured it would be temporary, and the other would be a rather
permanent thing.

Senator Grass. You had some other assurance, didn’t you, that
the Government was going to take it over?

Mr. Hecur. Well, we heard about the plans for the Reconstruction
Finance Corporation. '

Senator Grass. But Mr. Pope stated to us here the other day that
you were very definitely assured.

Mr. Hecar. I was not in Washington, so I am not prepared to
make the statement one way or the ot%ler. '

Senator Broormarr. You did understand there was some such
-assurance ?

Mr. Hecur. We had understood that the Reconstruction Finance
bill was under consideration and that its operations were to cover
this particular feature.

Senator Brooxnarr. You supported the Reconstruction Finance
‘Corporation ?

Mr. HecHr. Yes, sir.

Senator Brookuarr. You wanted the Government to step in and
take charge of things in that regard then?

Mr. Hecur. We were entirely in sympathy with the proposal that
was made.

Senator BrookHarT. Yes, but now you are opposed to the Govern-
ment taking any further steps to stop another inflation such as we
had in 1928 and 1929?

Mr. Hecar. No, I am not opposed to that at all. T am only asking
the Government not to try to do something that will get us deeper
into the depression than we are to-day, and that is exactly what is
:going to happen if this bill passes in its present form. .

Senator Brooxmarr. Supposing the Government would prohibit
banks from using their credit at all in speculation in any way. That
would be more drastic than this bill provides?

Mr. Hecnr. If such a thing were possible that would be very. fine,
but I do not know just how you are going to tell everybody—

_lSle?n.tor Broorkuarr (interposing). You do not think it is pos-
sible ¢

Mr. Hecar. No, sir. . .

_ Senator Brookrart. Are you familiar with any of the cooperative
banking systems of the world ?

Mr. Hecur. In a broad way.

Senator Brooxmarr. Do you know about the English ?

Mr. Hecnr. In a general way only.

Senator Brooxiarr, The German systems, Raiffeissen and Schulze
Delitzsch ? ,

Mr. Hecar. I know something about it; yes.

Senator Brooxmart. You know that the constitution of the or-
Zanization prohibits the use of credit for speculative purposes?
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Mr. Hecur. I am not prepared to say, though, that I would want:
the American banking system to come down to that, because you
might cure 1 evil and create 10 new ones. That is about what
would happen. :

Senator Brooxuarr. Yes; but you know thut any of those systems
is sounder and has not had the failures and shakeups of things and
val\;es or anything else that our system has in our country, do you
not %

Mr. Hecmr. Yes. On the other hand, they have not had either
the development or the Prosperity that this country has had.

Senator Brooxuarr. They were also hit a hundred times harder
by the war and more than we were?

Mr. Hecur, Yes; that is undoubtedly true.

Senator Brooxmarr. There is really no occasion for the great
shake-up and the number of failures in our Nation except bad man-
agement and very largely in the banking system ¢

Mr. Hecur. Overexpansion, and I am not attempting to defend
the bankers in their share of it, but, Senator, the public at large
takes matters into their own hands. When they want to speculate,
when a man comes into my bank and he has United States Govern-
ment bonds and borrows money on them, I can not ask him whether
he is going to loan it out on Wall Street or whether he is going to
buy stocks with it or what he is going to do.

enator Grass. Why can’t you? ’%hey do it in Canada. They do
it in Great Britain.

Mr. Hecrr. Do yon mean to say, Senator, in Canada the people
have not speculated in the markets as American business people have
speculated in the markets?

Senator Grass. Have they had any bank failures up there in this
whole period?

Mr. Hecur. That has nothing to do with the——o

Senator Grass (interposing). I mean to say this: I mean to say
if you were a business man in Canada and are accustomed to have a
line of credit with your bank, that that bank requires you at the be-
ginning of your fiscal year or before the beginning of your fiscal
year to bring in your statement and tell what you are going to do with
the money that Iyou borrow. Is that not a fact?

Mr. Hecur. 1 am not prepared to say it is or not, because I never
lived in Canada.

Senator Grass. To me it is a most amazing statement for anybody
to say that a bank has not any right to inquire of its borrowers what
they are going to do with the money.

Mr. Hecar. I have not said that we haven’t any right to ask, but
I said we had no control over what the man does when he gets the
money.

. Se;mtor BrookrART. You have control over letting him have the
oan¢

Mr. Hecur. Perfectly true.

Senator Brooxiart. And you do inquire, do you not, all the time
what he is using that money for?

Mr. Hecur. We certainly have in recent times, because we have
had good reasons for wanting to know,
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Senator Grass. You found no difficulty in disclosing these facts
in answering our questionnaires. Banks of the country gave a very
intimate, and we assume accurate, statement of what was done with
‘the money loaned.

Mr. HeonT. Well, if banks can give an accurate statement of what
‘their clients do with the money ﬁiey loan, speaking of it in broad
general terms, they are undertaking a great deal. ‘We know, of
-course, in many instances, but we can not pretend to—I would not
want to sign my name to a statement that told you exactly what
-every customer who borrowed from my bank did with the money,
because I just could not do it; I would not know.

Senator Frercaer. Do you figure, Mr.- Hecht, that the holders of
the class A stock, say, in the liquidating corporation would expect
any profit ¢ ‘

Mr. Heont. Senator, I do not know.

Senator Freromer. You have not gone into that?

Mr. Heomr. I do not know.

. Senator Frercrer. Do you think there is anything in that provi-
s10n that tends to protect depositors in banks?

Mr. Hecmr. It would certainly tend to assist them. I do not
Imow that it would protect them, but it- would be a beneficial thing
to do, because so much hardship results from closed banks that the
unfortunates that are caught in it sometimes have to wait so long

for ordinary liquidation that the purpose of that liquidation would
be defeated.

. Senator FLETcHER. You spoke about getting further time for con-
sideration. Senator Glass introduced this bill in 1930, the first bill.
Haven'’t the banks had time enough up to now to consider it?

Mr. Hecur. Yes; we have very definite opinions on it too, and
the bill has not changed much since we considered it 60 days ago,
and times have not changed much.

Senator Frercaer. Have you reached any view as to the cause of
‘the terrific decline in price levels, commodity prices?

Mr. Hecar. Only the opinion that the pendulum swings from one
-.ext;g;%e to the other. It went entirely too high and out of reason
in .

Senator Frercmer, You mean it did that with reference to ex-
-cesses in speculation and so forth producing the financial crisis, but
this depression reaches another stage, and that is the decline, unpre-
cedented decline, in commodity prices, price level. Is that due to
an absence of purchasing power !

Mr, Hecar. Well, of course ; speculation, Senator, is not limited to
securities. Speculation was just as strong in commodities at dif-
ferent times as it has been on’securities. But there is no doubt that
the purchasing power of people generally has been greatly reduced
and that the Iower prices are the effect of that reduced purchasing
power to some extent.

. Senator Freromer. Have you any theory about how to help that
situation ?

Mr. Hecur. No; I do not believe there is any panacea for the cur-
ing of that ill except a gradual, normal, steady return to prosperity,
and a reestablishment of confidence that will allow people to go
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about their business in a normal way and not be dominated by fear
and hysteria, as they have been dominated during the past year.

Senator Brooxmarr. Don’t you think it is quite as important that
they be no longer dominated by the hysteria of speculation?

Mr. Hecnrt. Yes; I do.

Senator Brooxmarr. Xsn’t that the thing we need to stop?

Mr. Hecar. Yes; I do. .

Senator Brookmarr. You mentioned that other countries did not
have the growth and development of the United States. What has.
been the develoPment.of the United States since 19281 )

Mr. Hecur. The same as all the rest of the world. It has just
had the same depression that has existed—or at least in 1929, of
course.

Senator Brookmarr. We had a national wealth value in 1928, ac-
cording to the National Industrial Conference Board estimate, of
360 billions. But it dropped to 829 billions in the same estimate in:
1930, and then in 1931 it has gone very much lower than that. So.
that means that we have not had growth and development in the-
United States, does it not? ,

Mr. HecrT. Quite certainly; but, if you compared the same figures:
that you are now giving me for the United States, with which I
am not familiar, with those of other countries, I imagine perhaps
the percentage of decline in this country was, to say the least, no
greater than anywhere elge.

Senator BroorrARr. Well, I am familiar with one other. I know
the Soviet Government has advanced a good deal more than we
have declined.

Mr. Hecar. That is probably correct. You have me at a disad-
vantage when you compare these figures, Senator. I am not familiar
with thein. :

Senator Grass. Mr. Hecht, in the course of your argument you
very severely decry the power of bureaucracy, and generally speak-
ing I am in sympathy with the criticism, if we really mean bureau-
cracy. But you had special reference to section 11 of the bill author-
izing banks to borrow on their direct promissory notes for a period of
15 days. You understand that under existing law the Federal Re-
serve Board has unrestricted power to fix the.rate of that sort of
borrowing, do you not ? ' T

Mr. HecaT. Yes; I do.

‘Senator Grass. You would deprive it of that right?

Mr. Hecrr. Noj; but you are depriving it of the right of fixing
a 1 per cent higher rate, o .

' Senator Grass: I am fixing a minimum. "The Federal Reserve
Board, for _examFle‘, in 1928 and 1929, knowing, if it did know, that
this provision of the law was being perverted to stock-speculative
purposes, had the right to fix that rate without limit, had it not?

Mr. Hecar. That is my nnderstanding. '

Senator Grass. An extraordinary power, is it not?’

Mr. Hecar. It has never been exercised in any way that has been
embarrassing to anyone, i}

_Senator Grsss. No; the failure to exercise it has been embarras-
sing to the whole country and has brought us to this state. That
is what we are talking about now.

Mr. Heonr. I do not see where you are going to cure that by
arbitrarily fixing a rate of 1 per cent on the best collateral that
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banks bring to the Federal reserve bank and fix a 1 per cent higher
rate than you do on other collateral. I do not see how that is
going to cure it. !

Senator Grass: Well, we think we know how it will cure it. It
will transfer the protection of the 15-day paper loan to eligible paper
required by the act instead of letting it rest wholly on bonds.

Mr. Hecar. Well, Senator, you mean

Senator Guass (interposing). Let me ask you this: When this
provision was put in the act two and a half years after the system
was in operation and for a specific purpose, I assume, being a well-
informed banker, you know what the purpose was. Suppose we had
never had a World War and the Government of the United States
had retired its bonded indebtedness, which, at the time this provision
was gut in, was less than a billion dollars, what would have hap-
pened with that provision?

Mr. Hecat. Senator, I do not think I would care to express any
opinion as to what would have happened if business conditions had
been as different as they probably would have been if we had not
had a World War.

Senator Grass. You could not have borrowed under that provision
under United States bonds, could you? ’

Mr. Hecur. We probably would not have needed to. Probably
we-would not have the scarcity of commercial paper that we have
to-day. Probably we would have had a period of mortgaging,
where people borrowed on commercial paper to finance themselves
on pregarred stock and otherwise, and so reduced the amount of
eligible paper that banks in many sections find extremly difficult
to have enough strictly eligible paper to keep themselves in com-
fortable position. '

Senator Grass. How many banks and in what sectionis?

Mr. Hecar. Why, a great many banks and in many sections,
outside perhaps of the financial centers of New York, Chicago, and
Philadelphia and a few other cities. I am not prepared to name
them all. But I should say that the scarcity of eligible paper is
-very general, and the percentage of eligible paper held by member
banks is to-day smaller than I believe it has ever been, or.certainly
it has been in many, many years. . ] .

Senator Guass. The chief of the bank operations of the Federal
Reserve Board supplied me with the official figures showing that
the banks had an aggregate of $3,069,000,000 of eligible paper at
that last report and $5,500,000,000 of United States bonds; that only
91 banks out of the 7,000 in the system were ivithout eligible
paper, and that at the time the banks-had $8,500,000,000 of usable
paper they were discounting to the extent of less than a half billion
dollars.

Mr. Hecur. Well, of course, when you put all of those figures
together they may sound as if there was a large supply of eligible
paper, but when you—-—

enator Grass (interposing). Well, there was $3,000,000,000 of it.

Mr. Hecut. All right, but 1t does not do a bank in New Orleans
or Birmingham or Nashville or in the West or anywhere else any
good to have a lot of eligible paper in the portfolios of the banks
of New York and Chicago, when in their own particular communities
the eligible paper is very limited.
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Senator BuLgrey. How many banks in the whole Atlanta district
are short of eli%ible paper? ) )

Mr. Hecur. 1 am not prepared to answer that question without
having statistics before me, but I should say that their percentage
of eligible paper in the Atlanta district, I should say I would be
very glad and it would be very interesting for me to do it, to furnish
you with that information, and I think it will bear out the statement
that I make that it is smaller to-day than it has been for many

ears.

y Senator Burkrey. I think maybe Senator Glass can furnish it to
you and that you will be surprised. ) .

Mr. Hecar. I would be véry interested. I happen to be a director
in the New Orleans branch.

Senator Grass. Would you be surprised that in the operations of
the Federal reserve system reported to me it shows that there were
‘two banks in the Atlanta district that had no eligible paper?

Mr. Hecar. Well, Senator, I am not speaking of banks that have
no eligible paper; I am speai{ing of the banks that have not a per-
centage of eligible paper that we in the past felt a well-run bank
should have. I am not talking about the banks that were in distress.

Senator Grass. But you were not using the paper that you had.

Mr. HecaT. You can not make that statement, Senator, without
having the facts before you.

Senator Grass. I do not make it without having the facts before
me. I am giving you the facts that were furnished me officially.

Mr. HecHT. Yesj but that still does not tell you that there may
not be & great many banks that are short in their percentage of
<ligible paper, and I repeat my statement, and I will furnish it
officially, that the percentage of eligible paper held in the Federal
reserve district that I know anything about is smaller to-day than
it ever has been or certainly has been in many years.

Senator Grass. And yet it was so great that $3,000,000,000 of it
were on hand unused?

Mr. Hecar. No; I am speaking of the Federal reserve district
that I know something about. You are taking figures there taking
in New York banks and Chicago banks and Philadelphia banks that
are in an entirely different class from the average city banks scat-
tered over the country.

Senator Grass. The report showed the distribution of eligible
paper over the whole country.

enator BuLkrey. I think Mr. Hecht will furnish for the record
that data of which he speaks as soon as he can.

Mr. Hecer. I want to say that I will do that, because I want to
really support my statement so far as my own Federal reserve dis-
trict is concerned. I am not prepared to discuss it on the others.

Senator Grass. Well, going back to section 11 of the bill relating
to stock speculative operations and the use made of Federal reserve
facilities to promote stock speculative operations: You do not think
that the Federal Reserve Board should have any means of enforcing
its orders in matters of that sort?

Mr. Hecar. I mean that raising the interest rate 1 per cent is not
going to have the slightest effect on it.
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Senator Grass. That is just one-half of one sentence of the provi-
sion. I am asking you now if you: think the Federal Reserve
Board ought to have authority to enforce that requirement. Elimi-
nating the 1 per cent altogether, it now has unrestricted right to fix
any rate it pleases. Suppose it should fix a rate of 1 per cent, 2 per
cent, 5 per cent. Do you think it ought to have any authority to
enforce its rate?

Mr. Hecur. Enforee its rate?

Senator Grass. Yes.

Mr. Hecur. Yes; I think so; most assuredly.

Senator Grass. What authority would you give them to enforce it

Mr. Hecur. Well, they have the authority now. -

Senator Grass. I know they have, but they have no means of
enforcing it. Don’t you recall that when the Federal Reserve Board
undertook what they called * direct action ” the board was flouted
and told to mind its own business and that a certain bank in New
York was going to do as it pleased about this? .

Mr. Hecnr. gYes; but that did not prevent the Federal Reserve
Board from raising its rate if it wanted to.

Senator Grass. No; it was attempting to operate by direct action.
You do not think then that we should authorize the Federal Reserve:
Board to suspend a bank. for a certain period as in its judgment it
should in order to enforce its decree?

Mr. Hecar. That is a grett broad question, Senator, that I think
the subject is so much a useg that I hesitate to say that it should
have that privilege. I think the Federal Reserve Board and the
banks have a good deal of control over their member banks in many
other ways without suspending them from the system. I believe
that if it ever came to that a bank would certainly resign from the
systém before it would permit itself to be suspended.

Senator Grass. Do you think they exercised that control-in 1928

and 1929? -
_ Mr. Hecar. No; I do not think they did, but that is just what I
am contending, that the Federal Reserve Board .is made up of so
many human beings, subject to just so many errors of judgment, the
same that bankers and business men everywhere else are subject
to errors of judgment, and it is always so easy two and three and
four years later to point out mistakes of others, when perhaps if we
had been in their place we might not have done any better.

Senator Grass. Congress is made up of so many human beings
whose judgments are subject to error and mistake. Upon that the-
ory, then, you would not permit Congress to embody anything in a
statute of a restrictive nature, would you? )

Mr. Heorr. Quite the contrary. have always believed in our
democratic form of government, and whenever the majority decides
what should be done, that satisfles me, but I also assert——

Senator Grass (interposing). Here in this provision we do more
than that: We require more than a majority. We require six out
of seven members of the Federal Reserve Board to enforce a pen-
alty. Is it not reasonable to suppose that if the six out of seven
members of the Federal Reserve Board should say to a bank in New
York or elsewhere, “ You are too greatly extended in your specula-
tive loans and we will not make you any further loans until you re-
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duce or decline to extend your speculative loans,” that would be in
accordance with your theory? . . .

_ Mr. Hecer. 1 should say if the directors in the Federal Reserve
bank in any given district made their report to that effect to the
Federal Reserve Board in Washington, and some one tried to defy
both the directors of the Federal reserve bank and the Federal Re-
serve Board, there would undoubtedly be mighty good cause for
some action.

Senator Grass. That is what this thing provides. After due
warning by a Federal reserve bank or board.

Mr. Hecrr. I am not speaking against that provision particularly.
It does not appeal to me as being a desirable one, but at the same
time I have no serious argument against that, so long as it comes up
through the Federal reserve bank in the district that would know
the circumstances better than they could be kmown at a distance.

.. Senator Grass. That is what the bill requires. It requires a warn-
ing from the Federal reserve bank or board.

Ir. HecHT. Personally, I can not conceive——

Senator Grass (interposing). Then I understand your objection
to t};at provision is confined to the minimum of 1 per cent increased
ratet

Mr. Hecar. Well, and its general limitation on collateral loans. I
am not now just clear what 1s in section 11, but I am not laying any
stress, in any event, upon the point that you make.

Senator Grass. It does not make a general limitation upon collat-
eral loans. It simply says to a bank that if it is far extended in its
collateral loans——

Mr. Heonr. Yes. )

Senator Grass. And is duly warned to desist by a Federal reserve
bank or board, it shall desist. :

Mr. Hecrr. Of course, you have that paragraph in your mind so
clealr and I have not, that it is a little hard for me to categorically
reply.

_ I repeat that a provision of that sort is not at all to my personal
hkin%. I can not conceive, speaking more personally as a director
that I could ever get myseff in a position where such a thing could
happen to me, but I have no Ii:xrticular argument against that unless
that power were abused, which I do not think it would be. I do not
see that any great harm could come from it.

Senator Grass. You said that you believed in democracy.

Mr. Hecur. Yes. ,

Senator Graiss. And the majority rule. This requires the con-
currence of six of the seven members of the board.

. Mr. Hecar. I repeat I can not conceive any bank putting itself
in such a position, but if it so defied that authority as a member
bank I suppose some such drastic action might well be justified.

Senator BuLrLEY. And you do agree with this then, the 1 per
cent penalty rate is a limitation of credit control rather than an
extension of it?

Mr. Hecar. No; I do not.

Senator BurLrrey. You do not ?

Mr. Hecar. No; I do not.
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Senator BuLkrey. I thought you agreed a few minutes ago that
‘the board had a right to fix any yate.

Mr. Hecmrr, Yes; but what 1 just say now, force them to do that.

Senator BoLkrey. That is what I am saying; I am saying that
you agree with me that their power is restricted and not enlarged.
b Mr. Hecrr. Yes; their power is restricted, but on an unfavorable
basis.

Senator BuLkrey. But that is another question.

Mr. Hecar. Yes.

Senator BuLkrLey. I just wanted to get the question of bureau-
-cratic control settled. ‘ . .ot

Senator BarkLEY. I want to ask this question, which is probably
4 ({)uestion broader than the scope of. this bill, but this man seems
to be a very intelligent banker, if not above the average intelligence
.even for bankers. _ . .
. Mr. Hecar. I do not know if .that is .a slam or a compliment,
Seunator. - . C

Senator Barkrry. It is intended as-a compliment.- I am very
much concerned—of course we all are—about a permanent solution
.of this banking question, not looking with any degree of pride
‘more than anybody else, perhaps, to the fact that last year twenty-
three hundred: and some odd American banks failed; whereas In
no other country in the world, or in all of them combined, were
there that many failures. So that there is something fundamentally
wrong with our banking system. While the larger number of ban
failures in that year can be attributed to the depression, in normal
‘times when we delude ourselves into the belief that we are pros-
perous, there are entirely too many bank failures.

Have you thought out a remedy for that situation that is perma-
nent? Would you be willing to suggest, if you have, what we can
do to prevent that sitnation from existing in this country?

Mr. HecHT. Senator, I am not going to be conceited enough to
believe that I have any remedy for that very deep-seated problem,
but T do not mind expressing at least some general views on the
subject. T think the bank-failure record is a most unfortunate one
for the last two years, but it has been due to abnormal conditions.
So, let us in answering your question come back to what you your-
self have pointed out, that even in normal times we have a good
many bank failures.

T would only say this: That I think that if you analyze the bank
failure record in normal times you will find that, while the number
has grown, it is usually among very small units; and my opinion is
that the tendency is going to have to be by an evolution of a process
-of the concentration into, not great, big units of having a dozen banks
in this country like they have in Canada, which I am very much op-
posed to, but at least the concentration of these extremely small
units, which can not under existing economic conditions be on a
profitable basis; and a bank that is not profitable is sooner or later
going to fail. Therefore, if we can gradually eliminate the ver
small unit by combinations, mergers, or other means, I think we shall
£0 a long way toward at least improving materially the bank failure
record of this country. Proper supervision over State and national
Institutions, of course, must also play a yvery important part in that.
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Senator Barerey. Do grou think our dual system of banking has
anything to do with that . . . .

Mr. Hecar. No,I do not. I am afraid I am, perhaps, a little prej-
udiced on that subject, Senator, being a State banker; but I do
believe that there is a piace in the banking structure of this country
for the dual banking system if the dual banking system is not used
to make unfair competition. I have fought many times, and I am.
prepared to fight now, against any discrimination that would make it.
difficult for a national bank to compete properly with a State bank,
I am in favor personally, and not speaking for my commission, of
the extension of branch banking on a state-wide basis. Where the
State banks are permitted to do it, I think it would be an unfair
disadvantage for a national bank not to have that same ¥rivilege. In
other words, I believe that there should be an equality of opportunity
for the two systems on a sound basis. I do not think there should be
competition to see how much more loosely one bank will be permit-
ted to do business than another, but I still believe that the dual bank-
ing system has its proper place in our scheme of things in this
country.

Senator Bargrey. That is a profound subject and too long to try
to enter into here.

Senator BrookHART. I do not want to close that without one sug-
gestion about these small unit banks. Is it not true in our country

or 55 years they got along quite as well as any units?

Mr. HeonT. Yes, that is true, Senator; and I do not want you to:
misunderstand me. What I am referring to is that the bank in the
county seat has its place and will always have its place, but the im-
provement of roads and the concentration of business into some one
community have made it well-nigh impossible for a lot of the country
banks that had not a $15,000 capital to get along.

Senator BrooxHART. The big banks in the country went into specu-
lative business and drew the little banks into it themselves. The
little banks do not have any particular trouble.

Mr. Hecar. Of course, I can not share your opinion on that be-
cause I think the trouble with little banks has been from the unfortu-
nate condition of agriculture. I think that anything we can do to
improve the agricultural situation will cure the evil of the country
bank that has the problem in being able to earn enough money.

Senator Frercrer. Do you think there ought to be a requirement
of more capital, both for the State banks and the national banks?

Mr. Heomr. Yes. I think very small banks are not going to be
able to operate profitably, and I think the limits for the establish-
mqntdof new banks, both State and National, should by all means be
raised.

Senator BrookmART. I shall have to close this now.

Senator WAGNER. I just want to ask one question. Mr. Hecht, you
stated previously that in your own State you had an unusual record
in the number of banks closed. In the city of New Orleans, I under-
stood you to say, there were none that failed.

Mr. HecaT. None over 20 years.

Ser}ator WaeNer. In the whole State during this period of de-
pression there were how many?
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Mr. Hecmr. What would you call the period of depression?
“T'welve months, or shall we go back further?

Senator Waaner. Two years.

Mr. HecaT. In two years I should estimate there were probably
not over 30. Maybe less, but I think 30 would be an outside figure.
Senator Waoner. How does that compare with other States?

Mr. HeceT. Very favorably.

Senator Waener. Do you attribute that to the fact that you have
not been hit as severely by the depression in your State?

Mr. Hecur. No.

Senator Waener. Or is it better supervision?

Mr. Hecar. I think our agricultural situation has been fully as
bad as it has been anywhere else with cotton and sugar and rice
having been at such low levels, but I think our bank supervision
on the whole has been very satisfactory and our record of failures
in our State over a long period of years has compared very favorably
with other States.

Senator BrooxHarT. You have had small unit banks at all times?

Mr., Hecer. We have a great many; yes. Senator, in our State
you can have county branch banking, and that is what has happened
down there in a good many instances where the very small bank
went in with the bank in the county seat.

Senator Grass. You know a large part of our trouble in legisla-
tion, Mr. Hecht, has been caused by the dual system of banking.
Whenever we tried to do something to make the national banking
system sounder than it is and to put it upon a high plane, we have
always been confronted by the objection that that puts a national
bank at a disadvantage with the State bank.

Mr. Hecar. That may be true, Senator. On the other hand the
48 States of the Union have their right and ﬂrivilege to govern
their own banking systein, and I do not see how they are going to get
away from that.

Senator Grass. I am pointing out the difficulties that we have in
apflyin sound legislation.

1Ir. I-ﬁ:cn'r. I realize that, and X have made the statement that the
thing I have always stood for was that the competition between the
two systems should be in respect to how good they can be made
and not how loose the methods can be under which they operate.

Senator Gore. Louisiana had an exceptionally good banking sys-
at the time of the Civil War.

Mr. Hecar. Yes. It dates back.:

Senator Gore. Prior to the banking act system. What are your
total deposits? ,

Mr. Hecar. In my own bank about forty to fifty million doliars.

Senator Gore. What is the percentage of time deposits?

Mr. Hecur. About 25 per cent of that, or a little more.

Senator Gore. What interest do you pay?

Mr. HecaT. A maximum of 3 per cent.

S_tzrsu?ltor Gore. What per cent do you pay on your demand de-
posi

Mr. Hecrrr. None at all on a good portion of it, and 2 maximum
of 114 per cent.

%nator Gore. What per centage of your demand deposits do you
pay :
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Mr. Hecur. I should say probably one-third; maybe a little bit
more than that.

Senator Gore. Could you estimate what percentage of vour de-
mand deposits result from the deposit of cash or cash items and
“what proportion from the loan discount operations?

Mr. Hecur. I think that is a very difficult question to answer. I
do not believe I could give you that per centage right off, Senator.
It would be a pure guess.

Senator Gore. You stated a minute ago in response to Senator
Barklev's question that a large part of the failures in this country
compared with other countries was due to the depression.

Mr. Hecnir, Not compared with other countries, because I do not
think we can compare our system in the number of failures with
that of any other country, for the reason there is not other country
that has anything like the banking system we have.

Senator éom:. That is true, but we have had the depression.

Mr. Hecur. But you know what has happened in the other coun-
tries except England and France. In France there have been a
good many substantial failures, but the banking was concentrated.
The Government and banking are closely affihated. In Germany
you know the Government has actually subscribed preferred stock
1n two of the large banks in order to save them from failing. They
“would have failed.

Senator Gore. What I was trying to get at is this: That that is
a condition that is universally applicable to all countrics, so we have
got to seck the weakness in our system of banking and find that to
account for the failures here.

Mr. Hecut. I am not prepared to admit that in percentage of
total resources the failures in this country would compare unfavor-
ably with what the failures might have been in Germany, for in-
stance, if the Government had not stepped in, or in Norway and
Sweden, where they had their banking troubles and the Government
stepped in.

Senator Grass. Our Government stepped in here to the extent of
$2,000,000,000 in one bill.

Mr. Heonr. $200,000,000 so far, Senator.

Senator Grass. I say, the Government has stepped in to the extent
of $2,000,000,000, has it not?

ch-l. Hecur. Well, it has not advanced the money yet. It is pre-
pared to.

Senator Grass. It is prepared to advance the money.

Mr. Hecirr. That is what has stopped failures.

Senator Gore. Neither did the other National Credit Corpora--
tion advance the money.

Mr. Hecar. That is why we have had almost no failures in March
and very few in February as compared with what we had in De--
cember and November and the months before.

Senator Grass. That is not altogether the reason. One reason is.
that so many banks have already failed that there are not many more-
left. [Laughter.]

Mr. Hecur. If it had not been for the National Credit Corpora-
tion and the Reconstruction Finance Corporation, the number would:
have been just as great or greater in these three months.

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 251

Senator Grass. That is a mere matter of opinion. I do not agree
with that statement.

Mr. HecHr. As chairman of the reconstruction committee in my
territory, and having also had a great deal to do with the National
-Credit Corporation, I am prepared to say that it is a little more
than just a horseback opinion that I am giving you.

Senator Gore. This National Credit Corporation, organized by
the bankers, did not advance very much money, did it ?

Mr. Hecar. $180,000,000 in all.

Senator Gore. Has not a great deal of that been advanced after it
became practically certain that this reconstruction bill would pass$

Mr. Hecur. No. I think only a small percentage of it.

Senator Gore. I had in mind-a big bank out on the Pacific Coast.

Mr. Hecrr. Of course, I should not, perhaps, talk in percentages,
because I do not know. I mean as to the time element.

Senator Brooxuarr. Thank you, Mr. Heclit.

Call Col. Leonard P. Ayres.

STATEMENT OF LEONARD P. AYRES, VICE PRESIDENT OF THE
CLEVELAND TRUST CO., CLEVELAND, 0HIO

Senator BrooxmART. You may proceed with your statement.

Mr. Ayres. Senator, I am vice president of the Cleveland Trust
Co. in Cleveland, Ohio, and also a member of the Economic Policies
Commission of the American Bankers’ Association.

My interest in this bill is general rather than relating to my own
institution. It happens that my own institution is not directly
affected by many of the provisions. It is a bank and trust com-
‘pany of some $250,000,000 deposits, doing a large savings business,
‘having, 1perhaps, some 440,000 depositors. It has no bond depart-
ment. It has no underwritings or originations. It has no active
securities affiliate, and never has had. It has no interest in any
group or chain, but it has some 57 branches at the present time.

o it 1s that my own interests in this bill become general rathe
than specifically applied to that institution.

Senator Gore. Are you a member of the Federal Reserve system?

Mr. Avres. Yes, sir. It seems to me, gentlemen, that the most
important thing that any of us have to think about and to deal with
in America to-day is this appalling depression in which we are,
in common with the other nations. We have in my own organiza-
tion a somewhat active statistical division which has done a good
deal of research work, and, among other things, it has in the past
two years succeeded in carrying back as accurately as may be an
account of the variations in business activity and industrial produc-
tion in this country ever since the beginnings of the Government. It
has carried it back month by month to 1790, with less accuracy,
clearly, in the earlier years, but with great pains, and as accurate as
the data make possible. The records show, I think, beyond any
question that this is the most serious depression that the country has
ever faced; that even the long and great depressions of the forties
and the seventies, about which we have such dreadful stories, were
less than this. Moreover, this depression is still getting worse. I
think it is true that, for example, the tons of railroad lf-'reight that
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the railroads of this country will originate this year will be not
over half, per capita of the Xopulation,-of what they were in 1913,
the year before the war, and that it will be less than in any year
since the depression of the nineties. It has a stoppage and cessa-
tion of business activity completely unparalleled in our history.
Probably business to-day is at something like from 40 to 50 per cent
below what might reasonably be termed as normal. Under those
conditions it seems to me that all of us must think of public ques-
tions and proposed actions in terms of their relationships to the
prospects and possibilities of business recovery; and so I have been
trying to think about this bill in those terms rather than in purely
technical terms.

Frankly, as I go through the numerous provisions and attempt to
analyze them, it seems to me that one can hardly pick out more than
o single provision embraced in two sections of the bill for which it
could fairly be claimed that it probably would be, if enacted into
law, an aflirmatively positive help in business recovery. The one
that I refer to is that provision in, I think, sections 21°and 22 that
would make possible the extension of branch banking for national
banks, thereby, perhaps, making it possible for some communities
to have stronger banks than they now have; and perhaps one might
say fairly that that would operate in positive fashion to facilitate
business recovery.

As for all the rest of the bill I should believe that the provisions
either would have no positive effect on business recovery, however
desirable they might be in other ways for general banking conditions,
or would have an adverse effect; and it seems to me that for most
of them the effect would inevitably be adverse in this particular
respect of thinking about business recovery. Without going into any
technical consideration of them, one would for example, say that the
matter of increased reserves for time deposits, provided by section
18, I believe, would require from the banks the locking up of cash
resources in Federal reserve banks in amounts that may be esti-
mated at something approximating $130,000,000 a year for five years.
Whatever that might do in the long run for the protection of time
deposits, clearly its immediate effect on business recovery would not
be helpf’ul but in so far as it took that money out of current credit
uses would be detrimental rather than beneficial.

Senator Burkrey. When you say “ current ” of course you recall
this is not effective at all until 1933.

Mr. Ayres. Yes, Senator; but we are still going to be in a de-
pression in 1933.

Senator Burkrey. I thought that might have some bearing on
your.use of the word * current.”

Mr. Avres, I think it would, and I think my use of the word “ ¢ur-
rent ” was misleading in that case. I was thinking of “ current ” as
of that time rather than as of now. ’

- Senator -Barkrry. You think it is going to be a long current
The current of this depression will last some time, to make a play on
the word ?

» Mr. A¥res. Senator, the sad fact is that no one can study the long
diagram that I referred to, that shows the fluctuations of Business
activity over the past 140 years and more, without realizing that in
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-depressions recovery has always been more slow than decline. Busi-
ness always has gone down faster than it has come back. If that be
true this time, it would mean.that we are not yet half way. through
this depression, because the depression is still continuing and business
is still declining. It has been doing so now for substantially two and
one-half years—not quite. Shoulf recovery. start now—and I think
there are a few symptoms of it—still we should:be more optimistic
than anything in our past history would justify if we thought we
should: get back to what the statistician and economist term normal
business, which is.a poor, unsatisfactory kind of business anyliow,
in another two and a half years; so that I think we can be quite
sadly confident that we have at least a long périod ahead of .us
before we shall see that measure of recovery. .

.. Senator Broognart. On that. proposition, Colonel, I have.here a
chart that I think was prepared by you, showing half a century of
American business. It ends with 1930. This chart shows 8 major
depressions in the last 50 years. There were about seven little ones
thrown in for good measure. .

Mr. Avkes. Yes. There are eight in here if you count the nineties
as two.

Senator BrookHART. And then the line of normal business along
through the middle there. I looked over that to find out how much
of the time we had been normal, and I could not find 80 minutes in
the whole 50 years. [Laughter.’]

Mr. Avres. No; I suppose one could not if you are thinking about
a business that fluctuates in long, irregular waves from depression
through recovery to prosperity, to decline, and back to depression.
Of course, the moments when it is passing the equator, so to speak,
are not even in the aggregate numerous.

Senator BrookHART, Is that a sound system of business? Is not
there something fundamentally wrong with the business that is
going up into inflation and then down into depression all the time?

Ir. Ayres. Yes. There is something fundamentally wrong,.

Senator Brooxmarr. Is not part of it due to the credit system of
banking$

Mr. Avres. I believe it is' myself. There is a great diversity of
opinion, _

. Senator BrooxHaRT. I .agree with you that we are not through
this depression. - That is the way it looks to me all the time. But
what are the things necessary now to bring us out of this depression
What could we do that would end the depression$

Mr. Avees. Right here the main thing we could do would be to
refrain from trying to change a very complicated credit and business
and banking situation and machinery, to disrupt it, to break it apart.

Senator FLercuer. You mean, then, that we should do nothing?

Mr. Ayres. In so far as this propose& legislation goes, I personally
should say that there is no feature of it that would be greatly hurt
by being postponed, even the best features, and I think there are
many; and that there are other features that would be harmful to
enact now. I think myself that this would be the most unfortunate
time in recent years to make a complete or a considerable readjust-
ment of our business of credit extension, except, perhaps, in .1918.
I think it would have been worse to remake our systems in 1918,

111161—32—pr 2—38
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but with that exception I should say this is the worst time in recent

yeaS?ﬁator Brooxmarr, Was the Reconstruction Finance Corpora-
tion a good thin 'n‘k
. AYRES, ink so. . e
lStlel;mtor Brooxmarr, It was a Government bolshevik institution
that we set up for the banks and the railroads mainly?

Mr. Avres. Yes; to prevent breakdowns.

Senator BrooxHARr, If it is 8 good thing for them& could not we
do something for agriculture along the same line and restore agri-
cultural prices? .

Mr. Ayres. We have not restored prices by means of that. -

Senator BrooxuaArT. And we are not going to, either, are wel

Mr. Avxnes. I should think not, althmllfh ere is some hope in it.

Senator Brooxnarr. You think it would be a good thing if we did
restore agricultural prices and restored the buying power of agri-
culture? .

Mr. Ayres. Yes; and general price levels, if we could do it.

Senator Brookiiarr. Could not that be done by a Treasury note
issue to pay the soldiers’ bonus, for instance, and to provide a billion
dollar or more revolving fund for the Farm Board to handle the
exportable surplus of agriculture, to take it from the domestic mar-
kets, so the price could rise{ . ]

Mr. Axxes. It could conceivably be possible by changing the value
of our own dollar. However, I have never been persuaded myself
that this Nation, acting. alone and by itself, could lift the world
levels of commodity prices. I think there is the difficulty.

Senator Brooxuart. You concede it has lifted the domestic level
of the protected industries, has it not, above the world level

Mr, Ayres. It can lift a single price, of course.

Senator Brooxuarr, Well, it can lift a long list of single prices,
and has done it by tariff protection, has it not ¢

Mr. Axres. Somewhat; and :yet it is astonishing how much the
commodity i)rices of the world move up and down together in these
long, irregular waves. -

enator Brooxmart. They move up and down, but the American
level stays all the time above the world level.

. Avres. Not on fundamental commodities. They have world
prices. Cotton has a world price.

Senator Brooxmant. But cotton goods are a different thing from
cotton in that respect.

Mr. Avges. Yes. But it is so if one take cotton and wheat and
rye and copper and tobacco, and so forth.

Senator BrooxmarT. All of those are things we export. There is
an exportable surplus.

Mr, Ayres. Yes.

Senator Brooxmarr. I am talking about the domestic things now
that we produce under the protective tariffs at home. Those main-
tain a higher price level than the world, do they not?

Mr. Ayres. Many manufactured goods do.

Senator Brookmasr. That is what I am talking about.

Mr. Aynes. Oh, yes.
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Senator Brooxmarr. We have maintained that right along by this
artificial process called a protective tariff system?

Mr, Ayres, In part; yes.

Senator BrooxmarT. Agriculture has had to pay that kind of a
price for the things it buys under that system. Is not agriculture
entitled to such governmental assistance as would give it that kind
of a price for its products?

Mr. Avmes. Senator, that last question is begond the thoughts
that I have been marshalling for this matter. I hardly want to say.

Senator Brooxmart. I suppose it is; but I would like to get you
thinking about it and see if 1t would not help get out of this depres-
sion.

Mr. Ayres. I am very glad to think about it. I think that every-
thing that relates to a possible way out ought to be thought about
by everybody that can do the thinkinli.

Senator Brooxuarr. If agricultural exports are less than 10 per
cent, on an average, of the production, the 90 per cent that is con-
sumed at home coufd, under our Federal power, be protected up to
a cost of production level, could it not?

Mr. Ayres. That is exceedinflg' difficult, sir.

Senator Brookmarr. It could be done, though?

Mr. Avxres. I should not say it could not be done or that, by that
and other measures, these prices might not be lifted.

Senator BrookHaRT. Since we maintain this artificial price level
for manufactured products in the country, is it not a foolish thing
to let the world fix a price of our agricultural products when there
is only on an average about 10 per cent of them that goes into the
world market?

Mr. Avres. Not over 17 per cent.

Senator Barxrey. Is it not true that there is a much larger per-
centage of the agricultural products that go into surplus than 10
per cent? You take cotton.

Senator BrookHART. No. I will give you those percentages if
you want them. There is a little over 50 per cent of cotton. That
1s the biggest item. About 20 per cent of wheat; 7 or 8 per cent
of livestoéi: products; less than 1 per cent of corn; less than 1 per
cent of oats.

Senator BarrrEY. Of course where we consume all of any product
we make, the world price would not have anything to do with it
except that it might regulate our imports to a certain extent; but
we can not lay down a hard and fast rule with reference to products
where we export and where our market and our prosperity depend
upon imports.

Mr. Ayres. No.

_Senator BrooxHART. But if we have only 1 per cent of corn, the
biggest of all agricultural products, exported, is it right that that
little 1 per cent should fix the price of the other 99 per cent here
at home, when the corn farmer must buy in a protected market of
a higher Ievel than the world ¢

Mr. Avnes. Well, one may answer that, Senator, in either way.
One, of course, might follow out his answers in the terms of attempt-
ing a complete protection, or in the other direction, in the terms
of eventual equalization i)y reducing the barriers for the other
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things, so that ‘we would have a very long discussion of the two
types of possibilities and-their ramifications. .

éenntor Brooxmarr. Our protective system is now so firmly estab-
lished that it would bring disaster on the country if y'eshould aban-
don it suddenly and go to world free trade, would it not #

Mr. Ayzes. Oh, quite so. We can not do any of those changes.
in a day.

Senn%’or BrooxsagT.: Regardless of whether you believe in this
original thing or not.

Mr. Ayres. Yes,

Senator Grass, Mr. Chairman, if I may venture and make a com-
ment: It seems to me that here we are doing what we habitually
do in the Senate and discussing matters that are not related to the
measure we have under consideration.

Senator BrooxHART. Senator, here is the greatest statistician, I
think, in the country at this time. .

Senator Grass. ?,know, and when you get to your cooperative
proposition it would be well to swunmon him in and have him help
You out.

Senator Brooxmart, We shall be glad to do it.

Senator Grass. We have only two days more of this hearing.

Mr. Ayres. One might go on. I know our time is short.

Senator BrooxHarT. I specifically want to get now what would
bring us out of this depression that you state we are in and goin
deeper still, and I want to see if there are not some things that coulﬁ
be done that would turn that tide.

Senator Gore. If you will suggest some way to do it, we will all
agree to elect you president.

Mr. Ayres. Gentlemen, I do not believe there is any short and
easily aippl}ed panacea by which we may emerge from the depres-
sion. I think it is going to be a matter of teamwork along very
many lines among very many kinds of people. I think we have done
quite a bit already.

Senator Brooxmarr. Teamwork we have not had in the past.

Mr. Ayzes. I would include the Glass-Steagall bill. I would in-
clude the reconstruction bill. Now, the Reconstruction and the Na-
tional Credit Corporations are things to avert brenkdowns rather
than constructively to build up, but they did avert some breakdowns.

_Senator Grass. Can you tell us what has been the volume of re-
discounts by the Federal reserve banks under the Glass-Steagall bill$

Mr. Ayges. I can not, in figures; no, sir. But I do know this: I
believe we can say that the banking erisis is by; not the difficulties
but the crisis; partly because of that and partly because of recon-
struction. Bank failures have stopped virtually. Credit is becom-
ing easier. The money that was hoarded is flowing back in. We
have not yet stoKII)led the shrmkngf of loans and deposits. That is
still go% on. And yet all over the world interest rates are coming
down. There is a better sentiment in banking, and T think it is fair
to say that the crisis, the banking crisis that was carrying us toward
a dangerous abyss, is by, and that that is the greatest victory so far
in the process that will ultimately lead us into business recovery.
of demand for credi o s he refaselof ths bk 1o e & Jack

or credit or 1s 1t the refusal o < i
in your opinion? the banks to extend credit,
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Mr, Axges. I do not think it is a lack of demand. I have tried to
look into that question. That is a very important question. I think
there is a fair demand for enough good borrowing so that we should
be greatly benefited if the banks now'were more generally extend-
ing credit. We have not really switched over to a period of credit

ansion, and that we ought to do. 1
exgennt-or Grass. We have heard it repeatedly stated in the publie
rints recently, and X imagine upon accurate information, that the
Eanks have refused to make loans to the railroads or to renew loansg
to the railroads. !

Mr. Avres. Well, I supliose that the banks, seeing that that was
the one kind of loan that they could, perhaps, transfer to an agency
constituted for the purpose, have felt that tiley could better serve
their commercial customers by turning over the railroad loan and
making loans for constructive purposes rather than carrying the
loans provided for by the Reconstruction Corporation. v

Senator Grass. The corporation was not instituted for that espe.
cial purpose.

Mr. Avres. No. .

Senator Grass. On the contrary, it predicated the power to loan
to the railroads upon, not the suggestion, but the explicit require-
‘ment that they could not get loans from the banks at a reasonable
rate of interest.

Mr. Avers. Yes.

Senator Grass. So that it was not the design of the corporation to
loan o great amount of its money unnecessarily to the railroads but
only if the banks refused.

Mr. Avres. Where the corporation has done the most good. I
think, is in constituting a place toward which the bank or the rail-
road or the other organization which qualifies may. turn in time
of need, and having a place to which it may turn, it usually does
not have to turn. I think that that is what has stopped the bank
failures—not that they have been borrowing much from the Recon-
struction Corporation, but because the banker and the customer
éknow that if pressure should come there is a place, and that has

one it. et

One might go on with the other matters: The real-estate loans;
However, we may interpret the act, I suppose that we should agree
that by bringing in the bank premises and bringing in loans, the
eventual safety of which depends upon real estate, there would be
involved at least some tightening of real-estate lending in any na:
tional bank already carrying loans up to the 50 per cent established
limit. So, without pressing that too far, I think 1 should still include
it with those other things that would not tend actively and now to
aid in recovery from depression, but with the things which would
have a tendency in the other direction. V

Senator Grass. Why was it, Colonel, that the national bank act
for a period of 50 years prohibited commercial banks and national
banks from making loans on real estate at all?

Mr. Axres. Of course, that was the way we did our banking busi.
ness when the ?lys’(em was established, and it represented at that
time an advanced kind of highly protected—when 1 say “ protected "
I mean safeguarded—banking procedure. Then in time it was
decided to modify it. The modification is in effect. I am not argu-
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ing against a modification of that modification; I am arguing that
we should do well to stop and consider' whether it ought to be put
into effect in 1932.

Senator Grass. Colonel, do you think it is particularly encour-
aging to see the picture that apparently has been presented here? To
me the most depressing thing, the most utterly discouraging thing
that has happened in recent months, is to have an organized effort
to make it appear that the banking business of the country has been
so abused a.ng misused that it has got into such a deplorable state
that it can not tolerate any suggestion of remedy.

Mr. Ayzes. I think it 1s always discouraging when one puts in
his best time and thought for a purpose which he conceives to be con-
structive and in the public interest and then a lot of other fellows
come in and find fault with it and criticize it. I do not share the
type of attitude that you have described as being entertained by
many, and I concede that you are ri%gt. I am still thinking along
narrow grooves, Senator. I am thinking about this matter of this
depression, and I have been thinking about the things that I think
{ou were thinking about in the drafting and developing of this bill.

went back and tried to study over a very long period of more than
a century what happened when we got into depressions and what
happened when we got out. I think there is in this bill the assump-
tion that we get into delpressions because of, or at least after, times of
overspeculation, and 1 think that the record supports that view.
There is in the history of these things a vast diversity of condi-
tions, but one condition that ap arentfy is always present when we
are Eomg into a depression—that is, in the prosperity preceding
the drop into the depression—is an overindulgence in speculation.

Now, that speculation is, however, very diverse in its forms. We
all know about 1929, but if we go back only 10 years we must realize
that we did not go into the depression of 1921 because of an over-
indulgence in general stock-market speculation. There was a bull
market, but it was a puny thing compared to this last one. What
we did that time was to speculate in commodities, and in those
days we all talked in the banks about frozen inventories. Nobody
talked about frozen loans. When we say “frozen loans” we may
mean the customer’s collateral loan, but in those days, 10 years ago,
it was otherwise. If one goes back to the great depression of the
forties, which was perhaps the worst depression previous to this one,
and which lasted six years and was utterly disastrous, one finds
that what preceded that was an unparalleled speculation in farm
lands quite as active as anything we had in stocks this last time.
In that period this country was the great wheat producer and ex-
porter, and it became so prosperous in that type of agriculture
that we came into the late thirties with the farmers swapping their
wheat lands around among themselves so actively, with exchanges
set u[l) in every town for doing it, that for several years they did
not plant the lands at all and we had to import wheat to feed the
ggop @ because the speculation in land was so great that the farmers

id not even cultivate it. We got along into the seventies, where our
great depression of six years again took place, and we find that the
speculation was a speculation in construction. The whole country
went wild on construction. They constructed railroads. They con-
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structed whole new towns, new mills, new houses, new bridges,
turnpikes—everything. There was not much stock speculation in
there. We came up to the depression of the nineties, and we had
a new era just like that last one. We used the phrase the new
era ” to describe it, and we had a great stock speculation ; but before
the depression of 1907 and 1908 it was rather a matter, if we can
again use the term, of a speculation in mergers, represented, it is
true, bf securities, but without any very great public participation
in it. It was the rich man’s period, so called, ancr they merged about
everything, until the thing crashed and we had the mass of undi-
gested securities.

Senator Wacexer. Was not the automobile industry the factor in
pulling us out of that depression primarily?

Mr. Ayres. We might say so. 1t was effective somewhat.

Senator WagNEer. I mean it helped to absorb?

Mr. Avres. It helped us a great deal. I think we overcredit it,
but it was %Vgreat help.

Senator WaeNER. 1t absorbed a great deal of the unemployment?

Mr. Avnes: Yes.

Senator Brookmarr. Does that all mean that these depressions
have been caused each time by general speculation of some kind?

Mr. Avres. Of some kind.

Senator Brookmarr. In 1840, when agriculture was the s)rincipnl
business of the country, if there occurred a general speculation in
that, that would bring on a general depression.

Mr. Avnes. Yes.

Senator BrookmarT. You say the automobile industry probably
ulled us out, but has not agriculture helped to pull us out of these
epressions in the last 50 years?.

r. AYres. Several times over,

Senator BrookHART.- And that was due to the gradual advance
in land values?

Mr. Ayees. In part, and in some cases——

Senator BrookHART. Since 1920, when land turned back, agricul-
ture has been unable to help pull us out of the depressiont

Mr. Ayres. Yes.

Senator Grass. The automobile business has pulled more people
into difficulties than it has ever pulled them out.

Senator Waener. It pulled us out in 1921,

Senator FrercEen. In reference to the seventies, you speak about
the depression there being of construction. Was not that the time
when Jay Cook went under$ . .

Mr. Avmes. Cook nearly went under four years before that.
Really the end of Cook’s important period was Black Friday in
1869, connected with the gold situation.

Senator Grass. Colonel, you have an intimate and accurate knowl-
edge of these matters. Let me ask you this question: Do you know
of any legislative reformation of the banking business in all these

ears that has not been suggested or prompted by financial disasters?

'ake the Federal reserve act for example.

Mr. Avres. I would put it the other way around and I would
say that people always want to reform the banking system in eve
big deprg:sion in this country and abroad, and have for a hundre
years past.
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Senator Grass. Has it been reformed in any other period of time?
Take the Federal reserve act for example. Was not that the product
of the 1907 and 1908 disaster? .

Mr. Avres. I would say so. More than any other one thing, yes.
Now, in the upturns from depressions—— .

Senator BargLex. I do not know whether you have admitted spe-
cific evils in our banking system or not. I do not think you have.

Mr. Avres. I could, but it would take me quite a long time.

Scnator BarrLEY. Assuming that there are specific evils that need
specific remedies, when are we going to begin to administer those
remedies?  When we are sick, or wait until we get well? When
we are well we become self-satisfied and we are afraid to do anything
lest we get back into the same sickness again.

Mr. Aymes. I wonld not do it either time, Senator. I would
do it on the recovery period. I do not think you can reform a bank-
ing system at the height of prosperity.

Senator Grass. You can not even enforce existing law under the
existing procedure. .

Mr. Avres. It is extremely difficult. And I think it is dangerous
to do it at the bottom of a really serious depression, but when the
tide has turned; and it is not so hard to know when that is and
when recovery is well enough under way so that it has momentum.
I think we ought to take the lessons of the periods through which
we have come to legislate to improve the maclI;inery.

Senator BarkrLey. Will not we be cautioned in such period against
doing anything for fear it slackens the momentum of recovery?

Mr. Avzres. I suppose you would if you tried to reform everything
at once. I think you might cut it up into small pieces.

Senator Gore. You say. that the speculation assumes different
forms but it always precedes a crisis and a depression—speculation
in some forms. Does not that rather tend to prove that this specula-
tion and these great depressions rather grew out of human nature
the tendency of men to buy on a rising market, as things would
go up to buy more and sell at a profit until you reach a limit where
somebody will not pay the price, they lose confidence, and they sell
on the falling market, driving the price down?

Mr, Ayres. Senator, I would not question at all that that is one
of lthe characteristics determining phenomena of these business
cycles.

Senator Gore. Is not that where the difficulty lies; you have got
to amend the law of human nature in order to stop that?

Mr. Ayzes. It is one of the difficulties; but, Senator, we have got
to move in that direction, because we can not stand many depressions
hké) this on&. Yes. Th

enator Gore. Yes. ey all have the same speci ions.
In other words, they repeat.y @ specific operations
. Mr. Ayres. When the recovery. period does get under way there
18 a certain uniformity, I think, that has a true%)earing on the ques-
tions that we are discussing here. Every depression that we have
had for a hundred years past has been followed by a business recov-
ery in which advancing prices and advancing volumes for long-term
securities took place before most other kinds of upturns occurred.
It is almost the singular, uniform phenomenon of business recovery.
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Senator Grass, Is not that because long-term paper went lower
in value than any other form of credit? _ L

Mr. Ayzes. I do not think there is any question that that has a
real bearing on the situation, and in the initial part of the move it
is a recovery of those prices from depths that daring people decided
were absurdly low.

Senator Goze. Until they stay at a low point long enough for
‘people to be convinced they are not going to go any lower ¢ L.

Mr. Avres. Yes; except daring people are trying it all the time.
Their first guesses are wrong, and finally they get right. But after
the upturn starts, then new issues come in, and there is where the
money comes from that finances the new construction, that buys the
new equipment, and that assembles the materials that put men to
work and starts production to expand. What I am afraid of here
is that if we too fully divorce the operations of the banking system
which accumulates these funds from the operations of that other
system which turns them into the long-term securities which finance
recoverg'—if we do it before that recovery has started and throw on
to our fabric of finance the job of an almost complete reorganization
of its-methods and its procedures, I am afraid that we shall find
that we have done it just too early; that we have done it a time
which makes it extremely difficult for that recovery mechanism
which always hes worked—and it is the only one we are sure about
that has worked without exception to operate effectively.

Senator Grass. Colonel, in order that you may be sure that mem-
bers of the subcommittee of the Banking and Currency Committee
did not proceed in a whimsical and arbitrary fashion to consider
these problems and to treat them in a legislative way, if you will
refer to the hearings that we had here—and the testimony was sup-
plemented by personal interviews with experienced bankers and

olitical economists who did not care to appear in public—you will

d that we had, as we regard it, authoritative adpvice that would
have caused us to abolish investment affiliates outright over a brief
period of years, long enough, as it was conceived, to enable them
to get at the business in an orderly way. Instead of doing that we
have simply proposed to regulate them, as we conceive, in a rational
way. . :

Mr. Avzes. It is a question of judgment, Senator. It seems to me
like revising the fundamental system of the tactics of an army dur-
ing a battle. This is almost a drawn battle and just being won,
and I would rather wait until I was sure'I was winning out before
I revised the tactics.

Senator Grass. We Flnn to wait. We give them three years, I
think, to detach themselves from the commercial-banking business or,
rather, to detach the commercial-banking business from its affiliates.

Mr. Avres. I hope that is going to be enough time, but I would
like to be sure before I put it 1n.

Senator Grass. You realize, I am sure, because you have, I see,
an intimate knowledge of such things—I will not say invariably, be-
cause I only have knowledge of particular instances—that when we
enacted the Federal reserve bill we were confronted with the same
kind of organized opposition, the same sort of bitter criticism, the
same sort of threats, to the effect that no national bank would enter
the system, and to the effect—a few days before the President ap-
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proved the act—that the Federal reserve system would destroy the
national-banking system. You recall those things?

Mr. Aynes. I remember something about those periods; yes.

Senator Brooxzart. Colonel, I would like to ask you a few ques-
tions about these cooperative systems of the world. Have they had
the ups and downs of these other systems . .

Mr. Avnes. Not in the same degree; no. There is a kind of
stability? bnilt into them. You mean the cooperative banking
systems
) Senator-Brookuarr. Yes; of the various countries that have them.

Mr. Avres, That has prevented that degree of fluctuation.

Senator BrookHART. Are the two things in those that make for
stablilli?ty, first, they never use the credit for speculation purposes
at a

Mr. Avres. They try not to.

Senator BrooxHarT. And, second, they fix a wage for capital,
an absolute wage and earning, so that there is no occasion for
speculation ¢

Mr. Aymes, Yes,

Senator Gore. I did not get that last statement, Mr. Senator.

Senator Brooxmarr. They fix a wage, an earning for capital,
definite and arbitrary and absolute, which stays, does not vary up
or down at all; and those things make for greater stability, do
they not ?

Mr. Axres. Yes; they do.

Senator FrercuEr. Referring to Senator Wagner’s inquiry about
loans, I am curious to know whether or not this bill would correct
that or not. We Jmssed the reconstruction act to help organize
them and we passed the Glass-Steagall bill to help them. Is it not
a fact that generally throughout the country the banks are refusing
to make loans and are calling in loans and meking collections$

Mr. Axres. I should hate to try to answer that question, because
I have been trying to find out the answer to it, and the testimony
is disinctly diverse. I suppose it must be true that conditions are
diverse in various localities. I do know that there has been, and
we all know there has been, a reluctance to lend in a great many
instances and a desire to get loans paid down. Now, that is slacken-
ing, that is leveling out, and I hope we have about come to the end
and shall travel in the other direction.

Senator Frrrcuer. 1 had a good many letters to that effect from
business people, complaining not only ti‘;nt banks are not granting
loans, but they are calling in the loans, and this other suggestion
came to me, whether or not, if you know that to be true, there is

ressure being brought to bear by the Treasury and by the Federal

cserve Board on the banks to subscribe for Treasury certificates
and help out the Treasury generally to take these securities, and that
that is one reason why the banks are calling in their loans, in order
to accommodate the demand of the Treasury. Do you know whether
or not that is so?

Mr. Avzes. I should not believe, Senator, that that would have
much weight behind it. I have never known of 2 case in which a
bank demanded payments on loans in order to accumulate funds to
buy Government securities.” I should really doubt it very much.
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Senator FrercHEr. Well, the banks constitute a very large market
for these Government securities.

Mr. Avres. Yes; very large.

Senator Grass. Have you any information to the effect that many
banks subscribe to the Government certificates with great reluctance?

Mr. Avres. I have heard bankers talk in that sense. I suppose
we all have.

Senator FrercHER. Then, in that degree, the Treasury largely
influences the banks, does it not?

Mr. Axres. The 'f‘reasury, I will say, is under almost an insuper-
able pressure. It has got to sell its issues. It must sell them.

Sem?),tor Freromer. It puts banks, then, under pressure, too, does
it not

Mr. Axres. Ishould not want to say that, but one might infer it.

Senator FLeErcHER. The latent intent of that observation was to
show that my judgment is not so far faulty when I want to divorce
the Treasury from the Federal Reserve System and not have it
dominated as it has done and is doing.
] “l’e are greatly obliged to you, Colonel, and I am sure the chairman
is also.

Senator BrooxHART. Yes, indeed. TWe will recess now until 3
g’clock at the Interstate Commerce committee room, upstairs, at the

enate.

S\Vhereupon at 12.55 o’clock p. m., a recess was taken until 3
o’clock p. m. of the same day.)

AFTER RECESS

The committee reconvened in the hearing room of the Committee
on Interstate Commerce in the Capitol, at 8 o’clock p. m., at the
expiration of the recess.

e CHamMAN. The committee will come to order. Mr. Wolfe,
you maﬁ come around to the committee table and take a seat op-
posite the reporter. Please give your name, address, and business,
and then you may proceed. But let me ask you first, how much
time do you want

Mr. Worre. It will not take me more than ten minutes to say
what I have to say; depending upon how many questions may be
propounded. .

e Cmamraman. That is a very reasonable request. We are in
a hurry to get along as well as we can. You may proceed.

STATEMENT OF 0. HOWARD WOLFE, CASHIER OF THE PHILADEL-
PHIA NATIONAL BANK, PHILADELPHIA, PA,; PRESIDENT OF
THE ASSOCIATION OF RESERVE CITY BANKERS, VICE PRESI-
DENT OF THE PENNSYLVANIA BANKERS’ ASSOCIATION, MEMBER
OF THE ECONOMIC POLIOCY COMMITTEE OF THE AMERICAN
BANKERS’' ASSOCIATION, AND MANAGER OF THE PHILADEL-
PHIA LOAN AGENCY OF THE RECONSTRUCTION FINANCE
CORPORATION

Mr. Worre. In addition to what I have said I will add that just
at the present time all of my time is taken up with the duties
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of the Philadelphia loan agency of the Reconstruction Finance
Corporation. . .

Senator Couzens. I wish we might ask ‘questions of the witness
on that subject. '

Mr. Woure. I shall be very glad to have you do so. In fact, I
will refer to it if you will let me, ' . .
" Senator Couzexs, I hardly think it is appropriate under this

ill, though. .

Mr. Woure. That may be. But I think I can show you how it is
operating.

Senator Couzens. Well, we will listen to you as you go along.

Mr. Worre. What I have to say, Senator Glass, is not the result
of any prearranged notes or statement or anything of that sort. I
have studied this bill very carefully, and this morning I listened
to the testimony given before you with a great deal of interest, and
1 came to some conelusions.

But before I mention these conclusions I have arrived at, in
regard to the bill, I should like, if possible, to have it apllwenr on
the record of your hearing that I was a friend of the Iederal
reserve act at a time when it needed friends. I had known Doctor
Willis for many .years, and during the time that bill was beinx
constructed I was a paid employee of the American Bankers’ Asso-
cintion and an oflicer of that association, and all the preliminary
organization committee work was done in our offices of the American
Bankers’ Association at New York at Doctor Willis’s request.

During that time I appeared before many of the bankers’ con-
ventions in different parts of the country in defense of the Federal
reserve system. I was being paid by the American Bankers’ Asso-
ciation at that time, which I think is rather conclusive evidence that
the American Bankers’ Association as such was not in any wa
opgosed to the Federal reserve act as seems to be the general belief.
. Senator Grass. It is not only the general belief but the absolute
record. And I should say that it was a very anomalous situation
that one of the paid officials of the American Bankers' Association
should be in favor of the Federal Reserve Act when the American
Bankers’ Association itself was against it.

Mr. Worre. Well, I will let Mr. Haas answer for that matter, but
I .do not think that is quite a correct statement.

Senator Grass. I think it is.

Mr. Worre. During that period X originated and developed the

gold settlement fund. That was my particular contribution to that
work, and I, therefore, feel somewhat embarrassed here to-day by
appearing in opposition to your bill. .
. Senator Grass. Get it out of your mind that this is my bill. It
is a bill made up by the Subcommittee of Banking and Currency of
the Senate. It was introduced by me by the unanimous instructions
of the subcommittee. -~

Mr. Wovrre. Well, I will proceed now with my statement.

The Cramaran. é_‘ro right ahead.

Mr. Worre, I think 1t was the Senator from Kentucky (Mr.
Barkley), perhaps, who asked Mr. Hecht the question whether in his
judgment, this bill corrected our present weaknesses in the banking
system. ft seems to me that it does not, which is the chief reason I
have at this time for offering, I might say, some criticism of it.
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If the Members of this Senate committee could sit with me in the
office of the Reconstruction Finance Corporation, at Philedalphia,
for a week and examine the banks as we are obliged to examine
them, I think they would agree with me that there is nothing in the
bill, so far as I can find, except one thing, and that is at the end of
the bill; that there is but one ?mvision in this whole bill that in
any way, in my judgment, would correct our troubles, and that is
the ver{ last paragraph of the bill,

The banks that are of the tﬁ'pe that have been failing for the
last two years are not at all touched by this bill, even remote%y.

The banks that to-day are coming to the Government, we will say
for assistance, coming to the Reconstruction Finance Corporation,
I mean, are suffering from a multiplicity of troubles they have
fallen heir to over the generations back to the days of free banking,
when any person was permitted to go into the banking business,
There is no restriction in the National Bank Act upon the directors,
except that they shall live in o certain place, and nothing on the
officers of any kind. That is the principal weakness in our banking
system to-day.

Senator Grass. And this would be a very opportune time to cor-
rect that.

Mr. Worre. I agree with you. You have done that in the last
paragraph of this bill where &ou have permitted the Comptroller of
the Currency to remove an officer for cause, which you could never
do before. That is the really constructive measure in this bill.

Senator Grass. I thought maybe that might be disastrous to the
banking situation at this time.

Mr. Worre. No; I think it is a fine thing. I think most bankers
would agree with my point of view in that matter, although I have
talked to but very few bankers upon it.

The CHAm3AN. You may proceed with your statement.

Mr. Wovrre. The' trouble with banks to-day is that they make
mort.%nge loans but the{ are not mortgages that are paid down at
all. In other words, they are not installment mortﬁges. Some
small banks are compbelled to buy high-intesert-bearing bonds. They
bought that class of bonds because they had to, to meet the expense,
They have in their portfolios so-called commercial loans that are
not commercial loans in fact; they are capital loans.

hlSe.n?o.tor Grass. Ought they to be permitted to do that sort of
thin,

Mr. Worre. No. .

hSenntor Grass. But this would be an unfortunate ‘time to correct
that.

Mr. Worre. I agree with you that—— . .

Senator Brooxuart (interposing). Out in our section of the coun-
try they bought those bonds because the bank examiner said it was
good banking. ]

Mr. Worre. That is true. But I am talking of the type of bond
paying 6, 614, and 7 per cent that we do not see so often; and they
were bought on that basis, not liquid bonds, not listed anywhere, but
6 per cent bonds. . . . .

Senator BrooxHart: If they were liquid, théy would be able to
sell them on the stock exchange.

Mr. Worre. No; very few of them are listed bonds.
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Senator Brookuarr. Those sold out in our section of the country
were.

Mr. Woure. Then they were better than those offered in Pennsyl-
vania. Lots of those bonds in the Pennsylvania banks are not listed.

Senator Grass, You do not think any statute ought to restrain a
bank from that sort of investment, do you?

Mr. Worre. You can not do it by statute. In other words, you
can not make a banker good by statute. You can not maks a i)an
strong by regulation.

Senator Grass. Therefore, you think there ought to be no statutory
restriction and no regulation for banks?

Mr. Woure. No, Senator Glass, that is not what I amn saying. I
am still talking on the last paragraph of the bill. I think we should
keep out of the banking business men not capable of running banks.
That is my first suggestion.

Senator Grass. But you think we ought not to do that right now?

Mr. Worre. It woul(z not do any harm to do that right now. That
is one thing you can do right now without doing any particular harm.

Senator Frercien. Can you do it by legislation$

Mr. Woure. Yes; and you are trying 1t right here in this para-
Fi'.m;xph’ this last paragraph of the bill, and very properly trying to do
it here.

Senator Grass. Would you repeal all the legislative restrictions in
the national bank act and in the Federal reserve act that under-
take to put a limitation upon the kinds of businesses that a national
bank may engage in?

Mr. Worre. Not at all. But I am stating this fact, that a good
bank needs no such legislation. For instance, you do not need to
tell our particular bank, if I may use it as an illustration, that it
must carry a reserve. \We do not have a single mortgage loan in
our shop. We do not think they are good for a bank to %ave.

Senator Grass. But there are some banks and some bankers who
do make those inadvisable loans.

Mr, Worre. Yes.

Senator Grass. And should not they be restrained by regulation
orlb 4 s{%tute? Th B

r. WoLFe. They are. But that does not necessarily make i
gogd bankin syste:él. v it e
enator Grass. But it would be a pretty poor bankin
without any restraints. pre¥y p g system
IgIr. Wouéz. Yes:.[f B
enator Grass, If we have a poor banking system in spite of
restraints, it would certainly be a poorer one %o l{ave no res?raints.

Mr. Worre. Yes. But, enator Glass, you do not get exactly
what I am trying to say. I say in spite of the regulations we have
had bank failures, and this present bill in my judgment does not go
to the root of the trouble. other words, the only kind of bnnis
this puts any further regulation or restraint on are the strong and
big banks that have not gone down, while the little banks that have
goix;. down qlxieln'?t toui(illle(}: by this bill directly at all.

, you will let me illustrate that point: It would s
theory that this bill is built up on (il:ldgm by the ‘llan?ull;"goul;: dt}::
the bill), that you should control co ateraf loans, and that is in the
very language of the bill; that such loans may be speculative, whereas
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unsecured commercial paper is not speculative, and yet the reverse
mifht be true.
think X can illustrate that to gou by saying—

Senator Grass (interposini). eculative In the sense that com-
mercial paper is not bought based on the minute or the hour. In
other words, a man who makes a loan on commercial paper does not
have to stand at o ticker and find out what is going to be the value
of it 15 minutes afterwards.

Mr. Worre. Let me illustrate what I mean: A man came to my
desk before I left the bank X am now with (X am with the Reconstruc-
tion Finance Corporation, temporarily loaned to that work) ; a man
came to my desk and wanted $10,000. I said to him: Let me see your
statement. He showed it to me. He owned $190,000 worth of good,
well-secured bonds, listed bonds. I said: “ We will loan you that
sum of money if you will give us some of the bonds for collateral.”
He put up the bonds and got the loan. That was not a speculation
on our part. Now, those bonds represented his surplus. He did
not want to sell them. He got his $10,000. He did not want to sell
those bonds at that time because the market had depreciated. Now,
if we had taken $10,000 of unsecured paper it would not be as good
as taking the collateral and——

Senator Grass (interposing). The safety of a loan is not all of

bankmﬁ;
Mr. Worre. But it is a good part of it.

Senator Grass. It is not all of it, however. Liquidity has a good
deal to do with it. Do you mean to say there is no distinction be-
tween commercial banking and investment banking{

Mr. Worre. There is a great deal of distinction. Commercial
banking is one thing, and investment banking is another thing.

.t?:enator Gurass. One would suppose they should be, but they are
not.

Mr. Wowre. They are in good, well-managed banks, of which. I
am glad to say we have a majority in this country.

Senator Grass. But we are trying to correct the evils of mis-
management of banks.

Mr. Worre. I do not think your bill does it.

Senator Grass. That is a difference of opinion.

Senator Frercmer. Mr. Wolfe, are you in favor of separating
banking in its proper sense from going around and peddling
securities?

Mr. Worre. Yes. And that has been done by some banks before
this. Some banks gave up their affiliates when they saw the tend-
ency. They did not need any law to make them do it. They did
it themselves, and that is a matter of record. They just voluntarily
gave over their affilintes.

Senator Grass. As a matter of statement; ﬁy& Some of these
bankers came before our subcommittee and testified that they thought
affilinte banking was a very vicious system of bankinﬁ, and accepting
the statement of banks to that effect, we have undertaken over a
genod of years by this bill to separate affiiliates from commercial

anks. Do you think that is a desirable thing to do?

Mr. Woure. That at the present time I am afraid will have a.
deflationary effect.- .
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Senator Grass. Well, we propose to give thém three years to put
their house in order. Do you think that is too limited-a time?

Mr. Worre. I£ we were in & higher market right now for bonds,
I should say you would not need three years. In fact, you would
not need three months. But there is no assurance that they will be
able to part with some of their securities within three years with-
out suffering a great loss and further depressing the market.

Senator Grass. And if we were in a higher market we would
be told not to interfere with pros%:nty. .

Mr. Worre. If I may go on with some concrete things that appear
ill advised ?

The Cramaan. Proceed.

Mr. WorrE. In the first place, I would suggest that that word
“ collateral ” where it appears at so many places in the bill should be
made more definite as to what it means. I have in mind
mﬁﬁl%ting— . . .

e CiamyaN (interposing). One question right there: Does
the word collateral” in common practice mean the same thing
in all sections. of the country now?

Mr. Worrke. I could not answer that question.

The Cramaan. Or do bankers in the different sections of the
country have different interpretations for it?

Mr. Worre. Let me read to you from the Reconstruction Finance
Corporation act [reading]:

All loans made under. the foregoing provisions shall be fully and adequately
gecured. The corporation, under such conditions a&s it shall prescribe, may
take over or provide for the administration and liquldation of any collateral
accepted by it as security for such loans. :

Now, what do we mean by collateral? [Reading:]

Such loans may be made directly upon promissory notes or by way of dis-
count or rediscount of obligations tendered for the purpose, or otherwise in
such form and in such amount and at such interest or discount rates as the
corporuntion may approve,

Now, we mean secured paper. What is secured paper? Mort-
gages, bonds, or anything put up as collateral under this act, and
that 1s the interpretation that most bankers put on it when one
says a loan is collaterally secured. .

Senator BuLrLey, Is that the definition stated in the act itself?

Mr. Worre. Noj; that is not the definition,

Senator BuLrLey. Where does that definition come from?

Mr. Worre. The Chairman asked me what we considered to be
collateral in a bank.

The Crarrmax. I did not ask that question at all.

Mr. Worre. Well, I will say—— ,

Senator BuLkrey (interposing). Whose definition did you give
us just now? '

_ Mr. Worre. It is not a definition but a ruling of the Reconstruc-
tion Finance Corporation.

Senator FrLercuEr. In circular No. 11

Mr. Worre. I think it is No. 1.

_Senator Frercmer. And what do you see in this bill that is
different ?

Mr. Woure. Well. I will say that I read this reconstruction act
over Just once and I had a pretty clear grasp of it. But I have
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read this bill over six times and each time I find something new,
and I have had 83 years’ banking experience.

Senator FrercHER. Then you contend that we should define in
our bill something that is not defined in the other act?

Mr. WorrEe. I do not mean that exactly, but if you leave it as
it is here then very properly the Federal Reserve Board might
s; a warehouse receipt is a collateral which would fall under
this act.

Senator Frercaer. And I am inclined to agree with you on that

oint. . But I wanted to find out how the other act was so much

tter drafted.

Mr. Wowre. I would not say so much better drafted, but by col-
lateral we mean anything put up as a loan. :

Senator Grass. We have asked bankers appearing before the com-
mittee to supply us with a proper definition and they have declined
to undertake 1t. One witness, an exceptionally intelligent man from
Kansas City, made that objection and we asked him to furnish us
with language that would make it clearer and more explicit. And
although he "had been in the banking business for 40 years, five years
longer than you have, he said he could not do it. )

Mr. Worre. Very probably, judging léy that answer, he did not
know what you had in mind. I would have to know what you
have in mmdy in drafting it.

Senator Grass. I wanted him to indicate what he had in mind.
‘We knew what we had in mind all right.

Mr. Wourz. I think you mean stocks and bonds.

Senator Grass. Yes. We do not mean commodities and ware-
house receipts and things of that sort.

214}. Worre. I am afraid you will get in a jam if you do not make
it clear.

Senator Grass. We won’t get in any “ jam ” if the people who ad-
minister the law do not “jam ” the law. .

Mr. Worre. Now, there are just two or three other things and
then I will have finished with what seems to me ought to be given
consideration. One is a provision in the bill that——

Senator: FLETCHER (interposing?. Do you recommend that we
define the word “ collateral  there

Mr. Worre. Yes.

Senator. FLercEER. To mean what?

Mr. Worre. To mean just what you want it to mean.

Senator FrercHER. What would you say it should meant

Mr. Worre; I would not want you to put me in the position of
telling you what you mean, but I think you mean stocks and bonds.
But you have not said so.

Senator Frerceer. Do you mean all kinds of bonds$

‘Mr. Worre. Well, you take care of Government bonds in the
next sentence.

Senator Frercaer. You mean that we would have to define it if
we did not want to exclude them.

Mr. Worre. Yes.

, Senator Grass. ‘But we do exclude Government bonds.

" Mr. Worre. I would say that you mean other bonds than Govern-
ment bonds. .

‘Senator Grass. All right.
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Mr. Worre. You have a provision in this bill in which you legis-
late against the purchase and sole of excess reserves. Now, I have
been doing that in my own bank for a gfod many years. That
bas been my particular job for 15 years. I have been buying and
selling excess Federal reserve funds. In that ¥“rowsxon in attempt-
ing to fix the rate at which Federal Reserve funds should be sold
you are running counter to ordinary business, which depends upon
snpglv and demand. ) .

If I may illustrate the point: Qur particular bank is the fiscal
agent of the State of Pennsylvania. Not long ago the State of
Pennsylvania sold $20,000,000 worth of bonds, and they deposited
that $20,000,000 with us as of a certain date. Under the laws of
Pennsylvania, we are bound to begin paying interest on that deposit
at once.

Of course you may say that we do not have to be a fiscal agent.
I might go further and say, we do not have to be in the banking
business. But we took the money, and we had to make it earn
its way. The first thing to do was to get the State Treasurer to tell
us when he would take the $20,000,000. He said he could not tell
us, that it might be a longer or a shorter time. I was forced to
sell it day by day. In our own market I had to sell it at a lower
rate than the discount of the Federal reserve act. We had to take
care of it in that way until the Treasurer of the State of Pennsyl-
vania took the money away, and then we no longer had those
excess funds.

Senator Brooxmart. Who did you sell it to?

Mr. Wovrre. To our neighbors. We sold some of it to New York
but the most of it our neighbors. And they paid us by giving us
their cashier’s check.

Senator Grass. It has a tendency to put the reserves at a minimum.

Mr. Worre. Do you mean the rate?

Senator Grass. ich privilege has been badly abused.

Mr. Worre. Then why not legislate against some particular abuse
rather than have us all suffer. This is a perfectly legitimate busi-
ness. 1 do not see how you can stop it.

Senator Grass. Then, if we can not stop it, the provision of the
law will be inoperative.

Mr. Worre. Well, I did not menn to say that you can not stop it
but I do mean I do not see why you should stop it. Personally, T
have not seen any abuse of it in our State. There might have been
an abuse of it in other places, but if so I do not kmow of it.

Senator Grass. My information is that it has been badly abused.

Mr. Worrr. Could not you legislate against that particular abuse
without making all of us suffer? .

Senator Gr.ass. Well. we might, but the time is said to be inoppor-
tune; so we are advised not to legislate against any abuses.

Mr. Wovrre. I do not think you mean just that, Senator Glass.

The Cramnax. You may proceed.

Mr. Woure. Now, another matter here is this bill, and this is a
question that has been taken up so many times: You propose to per-
mit Federal reserve banks to loan at 1 per cent higher on 15-day
paper. I want to say, Senator Glass, that I listened to Mr. Hecht’s
testimony this morning in which you questioned him as to eligible
paper. And I want to say that it is a serious problem. Our own
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particular bank is one of the largest commercial banks in the country,
and has purchased for years more commercial paper than the average
institution. Yet, owing to the fact that we had to loan other ba

in order to keep them going some $40,000,000, we were running peril-
ously close to our limit. e loaned that money and we had $70,-
000,000 of Government bonds on which- to operate. If we had not
been permitted to do that we would have had to cut down our loans
to our correspondent banks right away in order to defend ourselves,

Senator Grass. It is a special privilege, you know.

Senator BuLrLry. Of course, this bill would not prevent you from
doing that.

Mr. Worre. It would cost us 1 per cent extra, and, therefore, we
would have had to put that much more cost onto the country banker.

Senator Grass. You might not have been forced to do it. You
could rediscount.

Mr. Worre. And we did up close to the limit of our commercial
fa er, and with no more available what could we have done? And

0 not know where we could have gotten more.

Senator BurkLey. How do you reconcile that statement with the
figures Senator Glass gave from the Federal Reserve Board?

Mr. Worre. I do not attempt to do it. But I question Senator
‘Glass’s figures.

Senator Grass. They are not my figures. They are figures fur-
nished me by the chief of banking operation of the Federal Reserve
Board.

Mr. Woure. I know that the commercial paper in the country has
‘been running down ever since 1918. That is a matter of record, too.

Senator BuLrLEY. But you do not question that there are more

- than three billions of dollars undiscounted now, do you?

Mr. Worre. I do not know about that. All I know is about our
.own bank, which is one of the largest commercial banks in the East.

Senator Burkiey. Do you mean to say whether there is any
.doubt about that statement being true?

Mr. Worre. Yes, I do; from my experience. I know where he got
‘those figures.

Senator Grass, If they are not correct, then they ought to get
.another chief of banking operations,

Mr. Worre. Let me say this to you—

Senator Grass (continuing). And they were made up from
reports of the member banks throughout the countrg'.

g[r. Worre. And a lot of those banks put down what paper they
"have and call it commercial paper. But they have attempted to put
that paper in at the Federal reserve bank and have been turned
-down, showing it was not commercial paper. I will say that my
-office happens to be in the Federal Reserve Bank of Philadelphia,
:and almost every day they bring paper up to me and say: We can
not take this paper. As a commercial bank vou can take it. These
-country banks list 1t as commercial paper, but when it goes in to
the Federal reserve bank they turn it down.

Senator Grass. Then the reports made to the Federal Reserve
‘Board are worthless, : . .

Mr. Worre. No. sir; I would not say that, but they must be taken
:at a considerable discount. ’

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



272 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Senator Frercurr. In other words, they may have that amount
of paper but it is not eligible. Cx e e ye s

Mr. Worre. Yes, sir; that is it. They think it is eligible paper,
but it is not.

Senator Brooxuarr. After they discount a good deal there would
still be a lot of it left.

Mr. Woure. It is in $5 and $10 lots. They loan. on notes and
say it is eligible, but the Federal reserve bank won’t take it. It is
too small.

Senator BrookHART. It is not because it is not eligible, but because
it is too small?

Mr. Worre. Yes, sir. And as a matter of fact, it is difficult to
determine its eligibility. Say a borrower wants to borrow $100,
and then the bank can not use that paper without a statement.

Senator Brookmarr. Then we will have to amend this bill in
order to treat the little fellows like the big ones.

Senator Grass. Has there been an effort to create a market for
commercial paper? Have the Federal reserve banks ever bought
a dollar of commercial paper in open-market transactions?t

Mr. Worre. I would not be prepared to answer that question. I
never worked in o Federal reserve bank. They discount a lot of
commercial paper, but I don’t think they buy it in the open market.

Senator Grass. Suppose this country had never entered the World
War and you did not have United States bonds to use for 15-day
loans, what would you do?

Mr. Worre. I think you would have to change the Federal reserve
act. I do not think there is enough commerciel paper to do_the
business we are doing. For instance, the merchant in the little
country district does not store up his shelves with goods like he
once did, on account of easy transportation.

Senator Grass. It is not simply a matter of transportation, but
the whole system of banking is bein’F changed because corporations
have come to be money lenders. They issue their securities and
put them on the stock exchange and thereby accentuate the oppor-
tunity for gambling in stock instead of going to the banks.

Mr. Worre. Very well; how will you stop t%xat?

Senator Grass., We are undertaking to do that in the matter of
loaﬁs t(‘)‘?thers.B h

r. WorrE. But the banks did that long ago.
Senator Grass. Not long ago. £ 18
]SSIr. TZOLC?:. As 'i%on %s 1'.htla1 abll)lse became ap;f)arent.
enator (xLAss. 6 abuse has been apparent .
3ir. Wours. Only sinco 1620 ppatern for years
enator Grass. Not in such stupendous pr i i p
Then the New York clearing housepbook act&x?,pfr:vlgl?’i ::ynl;egx:é
they saw it incorporated in a bill that I had drafted, but at any rate
the New York clearing house adopted a regulation, which might be
repealed to-morrow if they found it convenient,

Ar. Worre. The Phila elghin National Bank has always refused
to make loans for others, and has followed that practice consistent]

Senator Grass. I have no doubt there are good banks, But thelj:é
are 22,000 banks in this country that are going concerns now, and

when abuses enter the banking business, genertﬁly the only way we
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can correct it is by a general statute or a general regulation and
not by attempting to legislate for specific instances.

Mr. Worre. I think no one would say it is necessary to have a
further act to prevent loans for others. I think most bankers are
not engaging in that. '

Senator Couzens. If there is such a scarcity of commercial paper,
why do you have to rediscount it in the case of a commercial E:mkf

Mr. Worre. If there is such a scarcity of commercial paper, why
do we have to rediscount paper?

Senator Couzens. Yes.

Mr. Wowure. Well, I mentioned a while ago why we had—

Senator Couzens (interposing). But not at this time?

Mr. WoLre. We owed the ﬁederal Reserve Bank $40,000,000 a
while ago, which was because country banks with whom we do busi-
ness were sorely beset by depositors and were rushing out for help
and came to us.

Senator Grass. Why did they come to you?

Mr. Worre. Because there was nowhere else for them to go.

Senator Grass. Why didn’t they go to a Federal Reserve Banlk?

Mr. Worre. Because they were not members of the system. Some
are and some are not, but that was the situation.

Senator Couzexs., That does not answer my question. I am not
talking about abnormal times when banks ave closing and you have
to come to the relief of a bank in order to protect your interests.
Why, if commercial paper is going out, do you lay such stress on
rediscount privileges in the Federal reserve system?

Mr. Worre. It is the best secondary reserve we have.

Senator Couzexs. Why do you use a secondary reserve when there
is no great demand for commercial loans? '

Mr. Worre. Because no bank could run without a secondary re-
serve.

Senator Couzens. What kind of secondary reserve do you want
to uset

Mr. Worre. Only commercial paper. It is the best kind we have.
Bonds are-not the best because you have to find a market for them.

Senator Couzexs. But you say you can not get commercial paper
anK more. .

Ir. Worre. No; I did not say that. .

Senator Couzexs. Well, you said you could not get an adequate
supply.

Ir.y Worre. Yes; for the present need.

Senator Couzexns. If the whole banking system is changed so that
these commercial agencies that are benefited by the improved trans-
portation facilities that you have referred to d};) not need to borrow,
then just what do you miean that you want this money from a Fed-
eral reserve bank for?

Mr. Worre. I do not think I quite get your question, but we do
not to-day have need for borrowing from the Federal reserve bank
that we had six months ago. In the case of our own institution we
have owed the Federal reserve bank nothing since the Reconstruc-
tion Finance Corporation came into being. %[ am speaking now for
my own bank. But we always would like to have in our portfolio
plenty of commercial Faper 50 as to be prepared in case another need
came along, a seasonal need, if you please. It would be a secondary
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reserve that we could fall back on. I have not said there is not as
much commercial paper, but not as much as Senator Glass’s figures
would make you believe. . X

Senator Grass. Why do you speak of them as Senator Glass’s
figures ¥ when I have told you they are the official figures of the Fed-
eral Reserve Board{

Mr. Worre. Well, I beg your pardon, Senator Glass. I meant the
figures you presented this morning. )

Senafor Grass. I think they are accurate figures. I think they
have better facilities for learmni how much commercial paper there
is in the country than you could have.

Mr. WoLre. fthink,in our city the countr%banks use more paper
in borrowing to-day than they did before. But the thing they call
commercial paper is not commercial paper.

Senator FLETCHER. Are your loans increasing or decreasing?

Mr. Worre. Decreasing.

Senator Frercurr, How much?

Mr. Woure. They are going down a great deal. Deposits are
about stationary now, but they have been decreasing for a year or
a year and a half.

Senator Frercier. Time deposits or demand deposits?

Mr. Worre. Both.

Senator Grass. You say that the Reconstruction Finance Corpora-
tion has been a great help to your bank.

Mr. Worre. Yes, sir; not directly but indirectly.

Senator Grass. Does that mean that the Reconstruction Finance
Corporation is making loans to banks that you would not make?

Mr. Worre. No, sir. Well, it is making some loans that we would
not make. For instance, we will not loan on real estate mortgages
and they will.

Senator GLass. Why won’t you loan on real estate mortgages?

Mr. Worre. Because we are a commercial bank and want to keep
ourselves much more liquid than would be the case if we had a lot
of real estate mortgages.

_ Senator Grass. That is what we provide for here in this biil, but
it is inopportune to do that now, as I understand.

Mr. Worre. 1 would say so, sir.

1 The ?HAIBMAN. You do not object to that provision in the bill,
o you?

Mr. Woure. About mortgages?

The CHamrMaN. Yes.

Mr. Worre. I should like to say that it was a great mistake when
through force of circumstances you permitted national banks to
take on mortgage loans. 1 do not think they have any place in a
bank of deposit except it be an installment mortgage loan. That
is my personal opinion, however

Senator BroorHarT, As to this $3,000,000,000 of available com-
mercial paper, is that in member banks?

Senator Grass. Yes.

Senator Brooxsart. It does not include country banks.

Senator Grass. It includes all member banks of the system.

Senator BrooxHaxrT. Isn’t it true that country banks would add
2 good deal to it instead of subtracting from it?

Mr. Worre. Do you mean nonmember banks?
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Senator BROOKHART. Yes.

Mr. Worre. I imagine so, but they can not put it up in the Federal
reserve system.

Senator Grass. Well—

Senator Broormart (interposing). I understand, but there is this
much in the Federal reserve system,

Mr. Worre. It is so reported, which I question.

Senator BrooxmarT. Then there are more banks outside the IFed-
eral reserve system than there are in it.

Mr. Worre. In numbers, yes; but not in size.

Senator BrooxHArT. Those outside would have a good deal of
commercial paper.

Mr, Worre. But that is absolutely useless because the provisions of
the Federal reserve act %'eclude any bank loaning for some other.

b Sl?sl?tor Broornarr. Do you include that kind of paper in country
an

Mr. Worre. No; in member banks, which report .of commercial
paper I am afraid, as to a considerable amount of it at least, is not
really commercial paper. They so list it in their reports but an
actual test would show that it is not commercial paper.

Senator Grass. Well, of course I can not tell nor can this commit-
tee tell as to that. We are not charged with the business of discrim-
inating.

The Caamymaxn. I am very glad to have you clear up the point
that the figures do not include all banks.

Mr. WoLre. No; they do not.

The CramyaN. They just include member banks.

Mr. Worre. Yes, sir.

The Crammaxn, But your statement awhile ago was that it in-
cluded both?

Mr., Worre. No.

The CramyMaN. And you put emphasis on the nonmember banks{

Mr. Worre. No, sir.

The CuaamsraN. They are separate and apart?

Mr. WoLFE. Yes, sir.

The CaameyaN. In other words, it is a case of addition instead
of subtraction.

Mr. Worre. Yes, sir. All I want to say on that subject is that X
suspect, having seen the inside of a large number of country banks,
that a lot of the paper listed by the Comptroller of the Currency
as eligible is not eligible paper.

The Cuarrxan. All right. The eligible paper that Senator Glass
has given is what ﬁgureif

Senator Grass. It is $3,069,000,000.

The Cuamyman. And the rediscount is what?

Senator Grass. In addition to the $3,069,000,000 of commercial
aper, the report was that $5,500,000,000 of governments were usable
or rediscount purposes, and the total discounts of the Federal re-

flerve banks at that time was considerably less than half a billion
ollars. ,

The Caamaax. In other words, the figures, if he took a discount
at 50 per cent off the IYederel reserve, would still leave an astounding
asmount of available paper.
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Mr. Worre. What happened was this: VerK frequently, this coun-
try being so large, while the Southwest might have Elenty of com-
mercial paper, the eastern section of the country might not have it;
and you would have in total figures a tremendous amount available
and yet it is not in the right place, and there is no way to get it
there.

Senator Grass. The report of the chief of banking operations of
the Federal reserve system showed a pretty even distribution of
commercial paper.

_ Senator Frercuer. Do you regard the Federal reserve banks as
being very strict in their classification 6f what is eligible paper and
what is not?

Mr. Worre. The interpretation is put on rather by the individual
bank. In other words, paper comes to a Federal reserve bank for
rediscount and they say yes or no. Of course, the Federal Reserve
Board lays down broad general principles. f-Iuving sat in on the
intepretation of the act, T remember with what particular care Doc-
tor Willis tried to find out a satisfactory definition of eligible paper,
and am quite sure he was never able fully to satisfy himself on that
point. When paper is presented to Iederal reserve banks, they
decide without asking the board. I am confident that some banks
may be more strict than others. '

Senator Grass. If you think you wrote the Federal reserve act
then I have been laboring under a delusion for 18 years; and i
the American Bankers’ Association favored the Federal reserve
bank system, I wonder why on earth I took the whole legislative
committee of the American Bankers’ Association, compose(T of Sol
Wexall, George M. Reynolds, Festus Wood, Mr. Forgan, and four
or five others up to the White House to prevail upon the President
to have a good many of its features changed. I wonder also why
the American Bankers’ Association in its annual convention at New
Orleans unanimously, or I believe with one dissenting voice, in-
dorsed the Aldrich bill instead of the proposed Federal reserve bill.
And why the American Bankers’ Association in its group neetings
and in its convention at Boston just a few weeks before tﬁe Federal
reserve bill became a law, declared against it. I have been totally
misinformed about these events if your statement is correct; I have
just been deluded for the past 18 years,

. Mr. Worre. Senator Glass, I don’t think you quite want to get
it in the record that I said I wrote the Federal reserve act, do you$

Senator Grass. No.

Mr. Worre. Do you think it quite fair that it should go down
in the record that way?

Senator Grass. You certainly said here that the American Bank-
ers’ Association was in favor of it.

Mr. WourE. I did not say that. I said they were not unanimously
against it. Isaid I also happened to know about——

%enator Guass (interposing). Well, the record will show what I
said.

Mr. Worre. But the record won't show that you said what you
saiéi with aG smile. Mavb -

enator GGLass. Daybe not. Well, in that case I will try to adopt
a different type of smile. I have been accused of talklglg out gf
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one side of my mouth, but I didn’t know I was accused of talking
with a smile. I will see if I can adopt my smile to circumstances.

Mr. Worre. 1 have nothing further to say unless the members
of the commmittee want to ask me some questions.

The Cramaan. Mr. Wolfe, are we to understand that you have
no objection to the other provisions in the bill except what you
have said? ,

Mr. Woure. There are some minor: things, but I have enough
confidence in the intelligence of this body and in the intelligence
of the Senate to realize that you and they will correct some of the
little minor things I might call your attention to. It seemed to
me that the major thing was to do something to correct the weak
situation of the small country banks. That is our principal danger,
and it may be that you can do nothing to correct that situation.

The Cramman. I live in a country of weak country banks, and
when a bank went down I was told we could do nothing. But I now
see the same trouble has overtaken you people in the East, and now it
seems to be something different.

Mr. Worre. You will find in section 29 of the bill one constructive
thing to correct the situation, namely, to try so far as you can to
keep out of the banking business men not qualified to be in it.

The CramaraN. One of the most notorious failures we had was
a big bank for $200,000,000 in deposits.

M%‘. Worre. Yes; but that was only one out of thousands

The CuamraraN. It involved four times over the total money in
bank failures in certain States.

Mr. Worre. Yes; but the New York banking department could
not get those men out of business because they did not have this
kind of law.

The CHamsaN. But the big banks seem to go with the small
banks. That was a branch-banking system that 1s so highly recom-
mended now.

Senator BrookuART. I will say that I was in Louisville, Ky., when
the $57,000,000 National Bank of Kentucky went up.

Senator Grass. Let me read for the record and for your informa-
tion, if you are willing to believe it, Mr. Wolfe, the official state-
ment as of this month, March of 1932, from the Federal Reserve
Board, as appears in its official bulletin. [Reading:]

The need for this lezislation has not arizen from shortage in the aggregate
amount of the assets held@ by member banks. At the end of December they
reported they held $2,673,000,000 of eligible paper in addition to $4,694,000,000
of Government securities, or a total of nearly $7,300,000,000, exclusive of Govern-
ment bonds pledged as collateral for national bank notes. These figures would
seem to indicate that the amount of eligible assets in the possession of member
banks of the Federnl reserve system is nearly ten times as much as thelr aggre-
gate borrowings from Federal reserve banks. These eligible assets furthermore
are ‘fairly well distributed throughout the country among the member banks, s¢
that the number of individual banks that are not in a position to borrow to some
extent on eligible paper or Government securities is relatively small,

Of course, that report is three months later than the report I
referred to a while ago.

Senator Towxsexp. Mr. Wolfe, from your study of the provisions
of this bill, do you think it would help the Federal reserve banks,
that is, the country banks, to come into the Federal reserve system?

Mr. Woure. I am afraid it would have a tendency in the opposite
direction, but that is merely my opinion and I may be entirely
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wrong, and will hope that I am. As a matter of fact, I believe we
ought to force into the Federal reserve system, if we can, every bank
that does a commercial business, whether State or national bank.
But X do not see how we could do it.

Senator TowxseNDp. I was hopeful that the bill would so attract
the country banks that they would be anxious to come into the

system,

Mr. Worre. I am afraid not. I happen to know two State banks
that came in as a patriotic measure, but have never used the Federal
reserve at all. Both say they will go out under these circumstances.

Senator Grass. Nearly all national banks, for that matter, said
they would not come in; didn’t they? . .

Mr. Worre. A good many said that, but they did not mean it.

Senator Grass. %hl

Senator BurkrLey. Then we have to discount that a great deal
more than the figures Senator Glass gave.

Senator Grass. Yf I had the file of the Boston Transcript for
October of :1913, and I wish X had it here, I should like to read
to you the vicious statement made by Mr. Hepburn, the banking
scholar of the United States as of that time and chairman of the
legislative committee of the Ainerican Bankers’ Association, in which
he said that the adoption of the Federal reserve bill would wreck
the national-banking system, and yet in a little more than a month
afterwards the first letter of congratulation, almost extravagant in
its praise of me, was from Mr. Hepburn.

Mr, Worre. I will match that if I can: The then president of
our bank, who was on that commission, told me the gold settlement
fund would wreck the banks of the country. He was wrong.

Senator Grass. When gentlemen come here and threaten us with
a torrent of withdrawals from the banking system if we undertake
some conservative reformation of abuses, we ought to take their
threats with some degree of allowance.

Mr. Wourk. I should say so. I do not want to go into the record
that I am in any way opposed to the Federal reserve system or
that I ever was at any time,

Senator Grass. Well, I did not exactly identify you as the Ameri-
can Bankers’ Association.

Mr. Worre. You have scolded me about what they did.

Senator Grass. Well, I fear you got the wrong slant on my smile.

Mr. Worre. All right.

The CHamR3AN. Is that all?

Mr. Worre. Yes; Mr. Chairman, I thank you.

The CramyaN. We will now have Mr. MeQuaid, president of the
Barnett National Bank, of Jacksonville, Fla.

STATEMENT OF W. R. McQUAID, PRESIDENT OF THE BARNETT
NATIONAL BANK, JACKSONVILLE, FLA.

Mr. McQuarp. I expect I better begin by reading my memorandum
on this bill.

Senator FrercHer. You liave examined the bill, S, 4

Mr. McQuam. Yes, sir. ) 8. 41258

Senator FLETCHER. You may make any statement about it you like.

Mr. McQuarp. I might say that while the bank of which I am

president is in a reserve city, yet banks of our size are more or less
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considered country banks by the metropolitan banks. Further, I
will say that we have affiliate banks in the smaller towns in Floricia.;
and the same thing is true of the two other large national banks in
Jacksonville. Those banks were organized after the failure of
banks in other cities, in order to supply some banking facilities
where there were then no banking facilities at all in a good many
instances.

I should like to present here just the view of how some of the
rovisions of this bill would affect the smaller banks, and particu-
arly affect the communities which they serve.

We are all heartily in accord with constructive and sound pro-
visions that may improve the present banking laws. The bill we
have gone over 1s very drastic in a great many respects and would
result in far more harm than good and would ultimately force a
great many banks out of the national banking system. The subcom-
mittee apparently had two principal objectives in mind: to curb
loans by all banks on all classes of securities other than Government
and municipal bonds and to curb or restrict the operation of cor-
porations, which, under the definition in the bill are termed affiliates,
and in incorporating their ideas of the remedies in the bill they
have failed to realize the effect upon the general banking structure
of the country, and particularly the effect upon country banks out-
side of the cities in which security markets are maintained.

Now, as to investment securities: Under the provisions of section
15 a bank may purchase for its own account only such investment
securities as may be by regulation prescribed by the -Comptroller,
but in no event shall the total amounts held for its own account
exceed 13 per cent of that bank’s capital and 25 per cent of its
unimpaired surplus. It has been common practice for banks to
maintain a secondary reserve in Government bonds and high grade
investment securities. The fact that banks have had tremendous
losses due to depreciation in market values of such securities does
not mean that securities of the highest grade and of reasonably
short maturity are not still a sound investment for banks. Even
United States Government securities have declined within three
months as much as 16 points. The greatest security loss to banks
has resulted from the purchase of low-grade domestic and foreign
bonds, bought for the high return they gave or because of inex-

erience in the selection of securities. Restriction as to rating would

ave avoided the greatest part of this loss. The restriction as to
amount of investment securities that may be held is a very drastie
provision and will force banks into the investment in the less liquid
municipal bond in investing time deposits.

Senator BurLkLey. Might I ask what section you now refer to?
Mr. McQuaw. Section 15. A bank is limited to the amount

of investment securities it may purchase for its own account to
15 per cent of the capital and 25 per cent of the unimpaired surplus,
not including United States Government bonds.

Senator BuLkLer. You take that to mean that a bank could not
hold any more securities than that limit?

Mr. McQuam. That is right.

Senator BuLkiey. In the aggregate?

Mr. McQuam. Yes.
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Senator BuLkrey. I do not blame you for that misunderstanding,
but as a matter of fact this means that you can not hold more than
that amount in one issue. That would quite change the situation,
wouldn’t it ?

Mr. McQuap. The limitation of the total amount? .

Senator BuLkLEY, No; but to the totul amount of any one 1ssue.

Mr. McQuam. Well, I have no objection to that. .

Senator Burxrey. I thought you would not. I do not eriticize
your misunderstanding of the provision.

Senator Grass. Noj I think 1t needs to be clarified.

Mr. McQuam. Well, that was my understanding of it. .

The Cuaman. Well, you may now go to your second objection.
That objection we will meet satisfactorily when we come to write
the bill.

Mr. McQuaw. I thought it was the total or aggregate amount.

The Ciaman. You are not the only on¢ who misunderstood the
intent of that language.

Mr. McQuam. Now, as to savings deposits or time deposits: The
commercial banks outside of the larger cities almost invariably
maintain savings departments. In a great many States there are
but few strictly savings banks. Savings deposits and other time
deposits probably represent 85 to 40 per cent of the total deposits
of the national and State banks outside of the central reserve cities.

I have not the figures of the Comptroller of the Currency on
that. I think I saw some recent figures wherein the demand dep-
osits of member banks were approximately $15,000,000 and time
deposits of member banks were approximately $11,000,000, but 1
don’t know whether they are correct or not. However, that would
not be uniform throughout a great number of banks. A great many
banks do a very small business in savings deposits. Qur savings
deposits are not over 25 per cent of our total deposits.

Under the provisions of section 14 it is required that these deposits
be invested in certain kinds of loans or in certain kinds of securi-
ties and that the banks report these investments when such reports
are required by the comptroller. The investment of these time
funds in real-estate mortgage loans, in unsecured loans whose even-
tual safety depends upon the value of real estate, and the invest-
ment in bank premises is approved to a total amount not to exceed
half the bank’s total time deposits.

Particularly in the country districts & great many loans are made
to farmers and individuals whose wealth is largely represented by
real estate. In a great many instances these loans are not made upon
mortgage, since the borrower only needs the loan for a short period
of time and it is not intended the loans shall run for a year or
longer, but they must be considered under the terms of this act as
real-estate loans and be kept within the limitations. Due to the
automobile and good roads, the business life of the small city has
changed materially in the last 15 years. The amount of strictly
commercial paEe}' eligible for discount with the Federal reserve bank
which the bank in the small city can make is very limited.

The limitation on the amount of mortgage loans which may be
made is progerz since such loans run usually from one to five years,
but to include 1n this limitation open loans made for short periods
whose eventual safety depends upon real property will severely
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restrict the borrowing capacity of the community in which the smaller
bank operates, particularly in agricultural districts where farm lands
and other real estate in the principal basis of all loans. It should
be permissive and not mandatory that unsecured loans whose eventual
safety depends upon the value of real estate be counted for the
purposes of section 14 as real-estate loans. y

We have one bank that has not as much as $100,000 of time funds.
It has agricultural territory around it, and a great part of the
Joans it makes are advances to growers of citrus fruits, and other
advances for agricultural purposes. They may or may not take a
crop lien. The basis of those loans after all is real estate. There
are professional men in that community, and there is a university in
that community. Those men have definite incomes. They have
property of one or two classes: It is either real or personal prop-
erty. If they do not happen to have stocks or bonds it is real
property. .

ey may come in to borrow some money for a short period of
time, and the loan would be made based upon their income whether
from real property or from a profession, but because their main
estate is real estafe that has to be classified as a real-estate loan.
And if the bank should happen to have a small amount of time
deposits, the amount of such loans the bank could make under the
provision of this bill would be very limited, and the occasion will
.arise when some one will come in justified in expecting the bank to
make such a loan.

Senator Grass. What did vou do when the law prohibited the
making of any loans at all on renl estate?

Mr. McQuaip. We dont make them now.

Senator Grass. Well, then, how do the provisions of this bill affect
_you if you do not make them nowt

Mr. McQuaip. Because under the provisions of that section of the
bill, whether secured by real estate or not, if the ultimate safety of
‘the loan depends upon real-estate values, they are classified for the
purpose of that section as real-estate loans, and it says they shall not
-exceed 50 per centum of the time deposits.

I know of banks in a good many sections of the country that have
‘taken advantage of the provisions of the Federal Reserve Act which
permits them to loan money on real estate, but it has not been our
:policy to do that.

b S?nntor Towxsexp. Will you tell me where you find that in the
bill

i S]enator FreErcHEr, It says at line 17, page 33, of the bill [read-
:ing]:

Investments in bank premises and unsecured loans whose eventual safety
-depends upon the value of real estate shall be counted for the purposes of this
section as real-estate leans.

Senator Towxsexp. Now, you want to change the word “shall »
:to the word “ may.” .

Mr, McQuaip. Yes; to me that would be better,

The Crarryax. On what line is that?

Senator Frercuer. It is on line 19. Then it would read:

Investments in bank premises and unsecured loans whose eventual safety

-depends upon the value of real estate may be counted for the purposes of this
-section as real estate loans.
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The CHamaN. What would it mean if you changed the word
«shall ® to the word “may”? Who would have the discretion?

Senator Townsexp. The examiner or the Comptroller of the Cur-
rency. . <

Mi. McQuatp. No. The result would be that in reporting 1t
would permit the bank to report as loans made for account of savings
deposits up to 50 per cent of the time deposits, such unsecured loans
as would be considered real-estate loans under this section. .

The remairing 50 per cent of a bank’s time deposits shall be in-
vested under section 14 in securities in which savings banks of that
State may invest; or; in the absence of State law, in securities to be
specified by the Comptroller of the Currency. And because of my
misunderstanding of the aggregate amount covered by this bill, the
balance of my statement on that subject as I have it prepared would
be incorrect, and I will not read it. I thought we were limited to
the total amount and that that would force us then into the pur-
chase of a less liquid investment, that is, a municipal bond, which
has a very narrow market.

Now, as to loan restrictions: Section 8 provides that six members
of the Federal Reserve Board shall have power to fix the percentage
of each individual bank’s capital and surplus which may be repre-
sented in loans secured by collateral. The board is given power to
direct o bank to refrain from further increase in its security loans
for a period up to a year under penalty of suspension of its redis-
count privilege; and, under section 11, if member bank increases
its outstanding loans to any borrower, with or without collateral
security, for the purpose of carrying investment securities (except
United States Government bonds) during the time the member bank
is borrowing from the Federal Reserve Bank, its note immediately
becomes due and payable, and it shall be ineligible to borrow on its
15-day note at the Federal Reserve Bank,

Shall six members of a board in Washington be permitted to
set an arbitrary precentage of capital and surplus which may be
loaned on collateral irrespective of the location of the bank and
local conditions; to apply to all sections of the country or even to
districts? There are over 7,000 national banks and Stafe banks that
are members of the Federal reserve system to which this would
apply. It would be impossible for any board to know the purely
local requirements for such loans in individual localities. Shall an
individual borrower be denied a loan for legitimate purposes when
he may have owned the securities outright for years, or the bank
be denied the right to take any collateral and even the most market-
able collateral for a loan for legitimate purposes or purely local
needs and having no bearing upon speculation, just because the
bank is then a borrower at the Federal reserve bank or its total
loans secured by collateral of all kinds have reached & limit fixed
for it by a board? TWhat bank would not take collateral, when they
can get it, in preference to making open loans? How it is possible
for any board to differentiate between many loans made by an
individual bank for {)erfectly legitimate business needs secured by
market collateral and tliose made for purely speculative purposes?
Shall we unduly restrict legitimate loans for fear a few speculative
ones will slip through?
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The term “ collateral ” there would apply to other things than
market collateral. While we are not in the cotton section, yet we
are in the naval stores section where such products as turpentine
and resin will be stored in warehouses at the port, and the banks
loan against those commodities. Furthermore, banks loan against
anotlier agricultural commodity, canned grapefruit, in my section
of the country. We may loan against several other kinds of com-
modities, but these are all collateral loans to which this section
would apply.

The CPBAmMAN. I should like to ask this witness a question the
other witness did not answer: Is there a different meaning given to
the word “collateral” in different sections of the country? In
other words, would bankers have exactly the same thing in mind in
reference to the word “collateral ” in Jacksonville as they would
have in New York?

Mr. McQuamw. In some places I think the word collateral”
should be more definitely defined.

The Cmammax. It is not a definitely understood word at the
present time, is that it?

Mr. AMcQuaip. Yes.

Senator Grass. You would not call tomatoes or canned goods
or citrus fruits collateral, would you, in the general accepted par-
lance of the banking business{ )

Mr. McQuam. Well, Senator Glass, it says if you Increase your
loans on collateral.

Senator Grass. I say, you would not call these commodities col-
lateral?

Mr. McQuam. Yes; while you are borrowing at the Federal re-
serve bank on 15-day loans.

Senator Burkrey. Well, would you consider canned grapefruit
or tomatoes as collateral ¢

Mr. McQuam. Yes; if they are put in a warehouse the receipts
are collateral.

The Cuarrman. But it may not be so considered in every section
of the country; is that your understanding?

Mr. McQuam. Generally, it is so considered. And they loan on
receipts for wheat. That is collateral. They loan on warehouse
receipts for cotton. That is collateral.

The CHAmRMAN. Are you afraid the way this bill is drawn it
would exclude that?

Mr. McQuam. It would prevent it at a time when we are bor-
rowing from the Federal reserve bank, when we are making any
additional loans on any form of collateral if we had reached the
limit set by the board in Washington. Then the banks in our section
of the country would have to turn down such loans or be subject
to the penalty of being unable to use the rediscount privilege of the
Federal Reserve Board.

Senator TowxsexND. In the Tri-States it is very generally accepted
that canned goods will be taken as collateral, or tﬁat receipts there-
for are accepted. i . .

Sehator Gurass. I would call it security, but I would not call it
collateral security. . .

Senator BroogHArT. That is a matter that can be easily corrected
in the bill if it is found desirable to do.
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Mr. McQuamw. I think it goes a little. bit beyond that. For in-
stance, it comes right back to the same thing 1 mentioned a while
ago in reference to the limitation of loans; that the man not in
commercial business may have some temporary. need for money. He
carries a good account at the bank; he has some bonds; instead of
accumulating real property he is accumulating some personal prop-
erty in either stocks or bonds, and he comes in and wants to borrow
money on those bonds. The same thing would apply to that. We
do not want to turn him down, but we would have to, We would
liave to say to him, “ No; we have reached the limit that the Federal
Reserve Board says we can lend on collateral, and you can not get it.”

So he will go over to the State bank and negotiate.

The Cramraax, You may proceed.

Mr. McQuam. What really created a dangerous situation during
the market boom was the large amount of money loaned by banks
in the cities where security exchanges are operated to brokers for
the account of “others.” Money of corporations and individuals in
all parts of the country.

The provision that a bank shall not act as agent of a nonbanking
corporation in making loans secured by market collateral for their
account is ample safeguard against large sums being loaned in the
future for speculative purposes..

Very few banks will borrow or rediscount at the Federal reserve
bank to carry what are known as  street loans,” or loans to a non-
customer of the bank, usually a broker, to carry market securities.

There were some violations of that during the 1929 market con-
ditions, but I think they were comparatively few; that as a rule the
banks would not borrow from the Federal reserve bank in order
to loan that money on the Street.

Senator Grass. There is nothing in this bill that prohibits the
bank from loaning the money on the street. It can loan every
dollar of its depositors’ on the street, but there is an inhibition
against coming to the Federal reserve bank and recouping itself
after it shall have done that, particularly if it persists in extending
loans of that kind.

_Mr. _MCQUAID. Yes; but you see, Senator, when you put that
limitation on there about increasing your loans on collateral, col-
lateral of whatever nature, while the intention there is to prevent
you from using the Federal reserve funds that you get and loan
them for specufatlve purposes, in actual practice it is going to hit at
your local loaning of that money.

Senator BuLkLey. Suppose the word “ collateral ” in there is to
be read to mean what Senator Glass says it means: Then you do not
have the same objection to it, do you?

Mr. McQuam. It will not apply quite as harshly.

Senator BurnkrEx. Regardless of that, is it not a sound restric-
tion? There are lots of restrictions that are not entirely convenient
to the party restricted, but they are nevertheless sound and whole-
some in the long run.

Mr. McQuam. The point I was making, Senator, was this:
Suppose vou were not in commercial business and a bank was bor-
rowing from the Federal reserve bank on its 15-day note and you
had bonds that you wanted to offer to the bank and you were not

borrowing the money for speculative purposes at all, bonds in which
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you invested your money some time ago. That bank could not loan
you that money under those conditions.

Senator Grass. Yes; it could, unless it appeared that the bank
was loaning for speculative purposes, and loaning excessively.
Thereupon that bank would be warned by the Federafreserve bank
or board that its loans on speculative collateral were excessive and
that if they continued to expand loans on speculative papers it
could not get rediscounts at the Federal reserve bank on its 15-day
notes. Is there anything unreasonable about that?

Mr. McQuam. Well, %ut, Senator, you first say in the bill that
that board shall fix the percentage.

Senator Guass. It has the unlimited right now, has it not, to fix
the percentage? You are talking about investing the board with

ower.
P Mr. McQuaim. Yes.

Senator Grass.Under the existing law it has an unlimited power
to fix the percentage at anything it pleases, has it not?{

Mr. McQuaip. Fix the percentage of loans that we may make on
collateral ?

Senator Grass. No, the percentage; you are speaking now of the
1 per cent?

Ir. McQuamw. No, no.

Senator BuLkirLEy. Percentage of loans on collateral ?

Mr. McQuaip. Yes.

Senator Grass. No.

Mr. McQuaip. This bill gives them the right to fix the percentage
of the loans which we may make on collatertﬁ, you see.

Senator Grass. Oh, yes.

Mr. McQuam. You come in then with your bonds.

Senator BuLkrLEY. Yes.

Mr. McQuam. I say, “I have got to turn you down. You have
carried an account with me for years, carried a good account.”

Senator BurkLry. I do not see anything very bad about that, if
you haven’t got any money to lend. : A

Mr. McQuam. I think it has been a sound banking principle,
and that is what the Federal reserve bank was put here for; that it
was for the accommodation of business, commerce— .

Senator Burxirey. Yes, within sound limits; but it has not ‘been
for the purpose of giving you money to go ahead and loan more
than you should.

Mr. McQuam. If it is necessary to accommodate your local cus-
tomers for legitimate needs, that you should use the Federal reserve
bank for that purpose.

Senator BuLkLey. Not when you have got limitations on making
loans that are not for such legitimate needs.

Senator Couzens. Would you say that any specific amount could
be fixed to regulate that?

Mr. McQuoamw. The Federal Reserve Board fixes that amount;
I do not know what amount is going to be fixed. '

Senator Couzens. Would you prefer the Congress to fix that
amount rather than leave it to the board?

Mr. McQuat. I do not believe an amount should be fixed.

Senator Couzexs. You do not believe any amount should be fixed ?

Mr. McQuai. No.
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Senator Couzens. You think you should lénd all your money on
that security then at the Federal réserve? .

Mi. McQuam. How can the board determine for me and 7,000
other banks what our particular local needs are, irrespective of any
speculative conditions ? .

Senator Couzens. Then your theory is that the bank can loan all
its money on stock exchange collateral and to these brokers and
investment houses without any restrictions at all¥ Is that your
iden? .

Mr. McQuam. I do not think any limit should be fixed. But the
banks are not going to do that. . L.

Senator Couzexs. 1f they are not going to do it, just tell us where
they are going to stoF at. . L

Mr. McQuamw. Well, Senator, I do not believe that any legislation
should just so closely define what a bank shall and shall not do as to
fet that entirely take the place of management and judgment in the
operation of a bank.’

Senator Couzexs. No.

Senator GLass. Haven’t they done it 40 times in the national bank
act and here in the Federal reserve act

Mr, McQuam. You have put certain broad limitations on, Senator.

Senator Grass. We have put many specific limitations upon it.

No member bank shall accept, whether in a foreign or domestic transaction,
for any one person, company, firm or corporation, to an amount equal at any

time in aggregate more than 10 per cent of its pald up and unimpaired
capltal stock and surplus—

And so forth.

The Federal Reserve Board under such general regulations as it may pre-
scribe, which shall apply to all banks allke, regardless of the amount of capital
stock and surplus, may authorize any member bank to accept such bills to an
amount not exceeding at any time in the aggregate 100 per cent of its
paid up and unimpalred capital stock and surplus—

And so on and so forth, all through the act, limitations occur
and authorizations occur.

The Federal Reserve Board and Federal reserve banks are em-

powered by general regulation to put limitations upon certain
classes of loans in stated percentages. You would strip the board
of all that power, would you? ‘
. Mr. MCQI:um. Senator, is there any place in there now where there
is a limitation on the total aggregate amount of loans of any class
that a bank may take except real-estate mortgage loans?
. Senator Grass. No; and that is the reason. we are trying to put
it in now. But I am speaking of the relative authority of the board.
There have been protests against confiding certain authority to a
central board here, and we have over and over and over again, both
in the national bank act and in the. Federal reserve act, confided
such authority either to the Comptroller of the Currency or to the
Federal Reserve Bank or Board.

Mr. McQuam. Of course, this is only one kind of loan. A bank
may make a classification of its loans for its own purpose to see
that it gets a proper distribution of loans.

. Senator Gpass. Gan you. cite us to any abuses of authority in
circumscribing loans of which a Federal reserve bank or Federal
Reserve Board have been guilty ¢
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My, McQuam. Not yet; no. _

Senator Grass. I can cite you to some expansion of loans where
they have been very guilty. _

Mr. McQuaimn. They have been liberal in their views, I understand,
sometimes.

Senator Grass, I think that is what is the matter with the country
to-day. You see, you require six members of the board to agree.
Do you think it is reasonable to suppose. that you could get six
members of the Federal Reserve Bonr]j to adopt a regulation that
would operate harshly upon a great many banks? The board, we
naturally assume, wants to facilitate business transactions, wants
to see- them expand legitimately in an unrestricted sense. Do you
think it would be reasonable to suppose that you could get six out
of the seven members of the board to adopt a regulation that would
work a great hardshipupon any number of banks?

Mr. McQumn. Why, I suppose that the board you would have
in the future would be just as good as the board you have had in
the past, and thsat they would all be reasonable men. At the same
time, can you fix a percentage for collateral loans to be made in
all sections of the country, all banks? There may be different
requirements in different sections at different times of the year.

Senator Gr.ass. My guess is that if they were to exercise that au.
thority they woilld. exercise it in a rather too liberal way than in a
restrictive sense. That would be my guess.

Mr. McQuamp. Well, you see the importance of at least more par-
ticularly defining the word “ collateral.”

Senator Grass. I think it might be more comprehensively defined,
though I confess I would not know exactly how to do it, and some
very experienced bankers who have testified here have said they
would not know how to do it. I know just exactly in what sense
we use the term there, and I do not think it relates to such transac-
tions as you have enumerated.

Mr. McQuamw. Reserve requirements: The present legal reserve
required to be carried with the Federal reserve bank is onlﬁ' a part
of the cash a bank has to have to conduct its business. This legal
reserve ‘with cash in value and in balance with correspondent banks
will run on an average 20 to 25 per cent of its deposits. This is
unproductive of any revenue except the small amount of interest. it
receives on the balances with correspondent banks in reserve cities.
The bill increases the reserves required on time deposits to a fixed
rate. After a study of a year by the Federal Reserve Board, s far
better method of reserve requirements has been suggested, which
would automatically increase the reserve requirements in times of
increasing activity occasioned by either speculative or business boomn
conditions and thus act as a brake on excesses.

Senator (Grass. You are for the immediate adoption of the velocity
system, then, are you?

Mr. MoQuamw. Yes, sir.

Senator Grass. Do you think it would be thoroughly understood
throughout the banking community in the United States?

Mr. MoQuatp. They have to learn it.

Senator Grass. We do not want. to-do anything now that anybody
has got to learn.
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Mr. McQuam. There will not be much change in the velocity for
a while to come yet.

Senator Grass. The suggestion that we make here is a pretty slow
process. It extends over a period of five years and merely restores
the reserves to where they were when we reduced them last. So
I do not think there will be much velocity in the system for some
time to come, certainly not if anybody will read the hearings we have
had here in the last three or four days.

Mr. McQuoam. Liquidation Corporation: Section 12 “B " pro-
vides for a corporation which may Furchase the good assets of a
closed bank in order to give quick relief to de‘positors and provides
that member banks shall subscribe to Class “A” stock of the cor-
Porntion equal to one half of one per cent of their total deposits.
This corporation is plainly not to make any profit on the assets
of a closed bank. The interest the corporation receives on its in-
vested capital funds and the liquidation fee will hardly do more
than pay its operating expenses, and the member banks may expect
no dividend on their Class “A” stock. Why should we be forced to
contribute to the capital of such a corporation? The member banks
now, by the reserves they carry with the Federal reserve banks
without any interest, and their subscription to its stock, supply the
funds with which the Federal reserve banks make their profits.
The profits of the Federal reserve banks above dividend require-
ments alone should be used for this purpose, supplemented by that
part of the appropriation made to Reconstruction Finance Corpora-
tion for the same purpose.

Senator Grass. Did your bank contribute to the National Credit
Corporation ¢

Mr. McQuam. We are already contributing through the Federal
reserve bank. Now we are asked to take in addition to that stock——

Senator Grass (interposing). Noj; but I say, did you contribute to
the National Credit Corporation?

Mr. McQuarp. No, sir; we did not.

Senator Grass. Did not want to, did you?

Mr. McQuam. Didn’t think well of it.

Senator Grass. You had not been apprised of the. fact that the
people who were engineering it had been promised here in Wash-
ington that it would be taken over at the expense of the taxpayers
of the country, did you?

Mr. McQuam. I did not know there was any promise made to
that effect.

Senator Grass. Well, it is of record here that there was.

Mr. McQuaip. In the first place, we felt that——

Sgg:;tor Frercuier (presiding). At any rate, you did not sub-
scribe?

Mr. McQuaip. No. We had our troubles down there two years
before, and we had not had the country come to our help particularly.

Senator Grass. We thought in this provision thatwe were giving
member banks an opportunity to sécure additional profits out of
their investments in the Federal reserve system. We thought this
would be one of the most attractive things that we had in the bill.
It is so attractive that many people want us to take it out alto-
gether and pass it anyhow.
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Mr. McQuaip. Senator, if it were not for the reserves that we
carry with the Federal reserve bank, the Federal reserve bank would
not pay dividends, could not pay expenses.

Senator Grass. Then, wouBl you not be willing to concede that
if it were not for the Federal reserve system, that insurance against
a currency panic, many banks in this country wonld be in a frightful
situation ?

Mr. McQuamp. I am heartily in favor of it and putting in that
part of my insurance. ,

Senator Grass. Do you think that without the Federal reserve
system we could have survived the shock of the World War?

Mr. McQuam. I agree with you.

Senator Grass. Do you think that without the Federal reserve
ssystem? we could have survived the shock of 1928 and 1929 on Wall

treet

Mr. McQuatp. We had to have something of that kind.

b Sle(x;ntor Grass. Is not insurance worth anything to a member
ank ?

Mr. McQuaip. This corporation is not an insurance corporation,
Senator; this is a liquidation corporation, Senator.

Senator Grass. I know, but we think it will make money, and if
it does, 30 per cent of its profits will go to the member banks.

Mr. McQuarp. I would rather forego my chance of getting profits.

Senator Grass. Well, of course that is a question of judgment.

Mr. McQuam. I say that the Federal reserve system in its capi-
tal would not make any money.

Senator Grass. Neither could the capital of your bank make any
morey.

Mr. McQuaip. How is that?

Senator Grass. I say, neither could the capital of your bank make
any money. You make the money on your deposits.

Mr. McQuaiw. Noj that is right,

Senator Grass. Although one witness made the amazing state-
ment to me and to the committee that he made more money out of
capital of his bank than he made out of the hundreds of millions
of deposits. I do not know exactly how he managed it.

Senator Warcorr. Would you rather have this provision tempo-
rarily existing during a period of crisis, for instance, or extreme
deflation or (Tepression, or would: you rather have it permanent?
If you are going to have it at all and if yon got it so that it would
suit yon in its provisions, would you rather have it a temporary,
emergency thing, or would vou rather have it permanent?

Mr. McQuaip. Are vou speaking of the bill as a whole?

Senator- Warcorr. No: I am speaking of this liquidation corpo-
ration that we are now discussing.

Mr. McQuaw. Oh, I think this liguidation corporation is in-
tended to be 2 permanent corporation.

Senator Warcort. It is in this bill, but I sny, does it help it any
in your mind if it should be transformed into an emergency measure?

Mr. McQuar. I think that makes little difference.

Senator Warcorr. Makes little difference?

Mr. McQuaip. If they are going to form a liquidation corpora-
tion, why, it might just as well be permanent as temporary.
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Senator Grass. One part of that provision, though, you know, is
temporary, that which relates to nonmember banks.

Mr. McQuai. Yes. _

Affiliates and branch banking: I think there should be stricken
out of lines 21 and 22 of section 21:

“If such establishment and operation are at the time permitted
to State banks by the law of the State in question.”

Senator Grass. You think we ought to go into the States, whether
they want us or not, with national banks?

Mr. McQuam. Yes, sir.

Holding companies were created because Federal law did not, and

many States do not, permit state-wide branch banking.
_As a bank having sffiliated banks in our State we would welcome
the opportunity to convert these separate affiliated banks into
branches and feel that other banks having affiliated banks would
do likewise. There would not be any need for any regulation of
any holding corporation so far as we are concerned if you are able
to do that.

Senator Grass. You know, one witness only to-day protested
against the invasion of State’s rights to the extent of 50 miles across
the border from the bank.

Mr. McQuam. My preference, Senator, would be to confine it to
State limits,

Senator Grass. Whether the State law permits or not

Mr. McQuam. Whether they permit it or not. Why should
the Federal law, enacted to give a national, uniform system of bank-
mg, be modified and hampered by laws of any one of 48 States,
or the national banks of 1 State denied the facilities or rights given
national banks in another State?

Senator Grass. I am not disagreeing with you if you could get
an assurance that you could get the branch banking through Con-
gress. I do not think this committee would largely disagree with

you.
" Mr. McQuamw. That would eliminate to a very considerable extent
some of these difficulties about holding corporations.

Senator Grass. I would like you to have the job of managing
a bill like that through Congress. It took us 16 months to get the
small measure of branch banking in cities and counties.

Mr, McQuain. The provision in section 2, paragraph 2, that any
corporation, regardless of whether it is a corporation whose prin-
cipal purpose is holding bank stocks or is a corporation handling
investment securities, is termed an affiliate if the shareholders own-
ing a majority of the bank’s shares control the corporation or if a
majority of the directing officers of the corporation are directors
of the bank, is entirely too drastie, as is also the provision in section
18 that no. director, officer, or employee of a member'bank shall en-
gage or be an officer of a corporation which engages in the business
of making loans on collateral regardless of whether they are pri-
marily dealing in investment securities. This will disqualify direc-
ors who are In no way connected with the investment banking
business.

I mentioned the naval stores business. We have a director who is
president of one of the large naval stores corporations. They make
advances to the naval stores operators. Under the terms of this bill
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that director would have to resign. We would lose two other di-
rectors for similar reasons, because their compaunies loan money
on collateral. We have always thought that it was very desirable
that a director represent the different business interests in that
community, get the benefits of the advice of people in different lines
of business. I think still that is desirable, and I hate to see anything
of that kind curtailed, which this will do.

Senator Grass. You were opposed to the Clayton Act, were you?

Mr. McQuam. Sir?

Senator Grass. Were you opposed to the Clayton Act, that pro-
vision of it relating to interlocking directorates?

Mr. McQuam, 1t did not bother me much. I did not pay much
attention to it. We have gotten permission from the comptroller’s
office under the Clayton Act to have officers of our bank act as officers
of our affiliate banks. We are not bothered very much about that.
Incidentally, we have another corporation thit this would apply to.
I suppose we would have to liquidate the corporation. It is organ-
ized for the purpose of handling real estate mortgage loans, because
we do not believe in the bank making such loans; but under the
terms of this bill we would have to close it up, I expect, and get out
of that business. I do not know whether it is necessary for us to
go that far or not, but they are supplying a need to the community:
there that it seems to me is very necessary. DBut I say, I thin
generally under the terms of this bill it looks to me as though that
would be the result so far as we are concerned. It is broad enough
to cover that.

Further, the bank is prohibited from receiving deposits from such
corporations, firms, or individuals loaning money on collateral.
Smﬁx drastic provisions are entirely unnecessary and will prohibit
the bank from doing business with many depositors who are in no
Waly connected with dealings in investment securities.

s the investment bankmg business so discreditable that banks
must disassociate themselves from those engaged in it in every way?
While in the opinon of some it may be desirable that banks no
longer engage in the distribution of investment securities, the invest-
ment banking business is lawful and an honorable business. Those
associated in it are desirable as directors of a bank and as cus-
tomers and depositors.

Under the provisions of section 19 no corporation or partnership
owning more than 10 per cent of the capital stock of a bank is

ermitted to vote the stock unless a permit is received from the

omptroller of the Currency, even though the ownership by the
corporation or partnership is incidental to their real business, and
sucE permit will not be given if they engage in the distribution
of securities, and unless, among other things, reports be given period-
ically to the comptroller and permission be given to an examination
by national bank examiners.

‘While it may be desirable to require reports and permit examina-
tion of affiliate holding companies of banks owning control of af-
fillate banks—I have no objection at all to that—these restrictions
in other corporations owning more than 10 per cent of a bank’s
stock are unnecessarily severe, at the most they should only be
required to satisfy the Comptroller of the Currency that they had
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sufficient other assets to meet any stock assessment that might be
levied upon bank stocks held. i .

I am perfectly in accord with the idea of regulating the affiliate
holding company such as ours is. We have a _corporation whose
stock 1s indorsed upon the stock of our bank. It holds only bank
stocks, banks that we are interested in. I am perfectly willing that
that corporation be examined as many times as the comptroller
wants to examine it, and I am willing to comply with all the regula-
tions you have provided in there, because that is strictly a holding
company of bank stocks. I am- perfectly willing to create other as-
sets that are sufficient to cover the par value of bank stocks. As
a matter of fact, we have cash now for almost the par value of the
bank stocks held in that corporation.

But when it comes to other corporations where they own bank
stock and their ownership is incidental, I think that is pretty severe.
Other lines of business are not going to permit examination by
Federal examiners.

Some of the radical changes and restrictions proposed in the
present bill, to.which only brief reference can be made here, can
work tremendous harm to the banking and business interests of
our country. Changes should be made only after careful consider-
ation, both from the standpoint of actual practice and experience
us well as theory.

Senator Grass. What would you call careful consideration, sir?
We have been working on this bill since February of last year.

Mr. McQuain. Well, Senator, the first thing 1 knew about this
bill was about a month ago.

Senator Grass, The fundamental features of it were contained
in a bill that I introduced in the Senate on the 7th of June, 1930.

Mr. McQuaip. I doubt if there are very many banks in this coun-
try that have analyzed this bill.

Senator Grass. So do I, sir. _And do not-mistake my smile when
I say that. Therefore, T wonder that they should have been in-
duced to wire their respective Senators very definitely against the
bill, if they have not unc{erstood and seen it, ’

Mr, McQuamw. I think instead of wiring they would have been
here had they read the bill. That is the reason I came.

Senator Grass. They are here, are they not?

Mr. McQuamw. Understand, I am heartily in accord with con-
structive legislation, but I do not like to see something done that is
going to hamper the operation of a bank in a local community, that
1s going to make the Federal reserve system less attractive to the
banks, Decause I think one of the things that you ought to try to do
is to make it more attractive and get more banks into it.

Senator Grass. Well, so do we.

Mr. McQuam. Part of our troubles is very largely because there
are 48 system outside of the Federal reserve system, different kinds
of regulation. The failure of those smaller banks surrounding the
national banks have had the effect upon all of us.

Senator Grass. If you can devise a provision of this bill or devise
a bill that will enable the constitution of it to create a uniform
slvl'stem of deposit banking, we will be obliged to you. We find that
the Attorney General of the United States can not do it.

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 293

Mr. McQuai. Do you think, Senator, that the Congress can not
pass a provision in there that you can provide for state-wide bank-
Ing irrespective of State laws?y

enator Grass. Oh, that has been determined by the courts; yes
we can do that. But I am talking about a uniform system o
banking.

My EICQUAID. ‘Well, I think the other will come.

Senator Grass. Maybe so.

Mr. McQuam. By a process of elimination.

Senator Grass. We have not ingenuity enough to devise a pro-
vision that would be considered constitutional.

Mr. McQuam. Make it attractive to:the banks that do come into
the system.

Senator Grass. I mean it would make it so attractive that there
would not be any State banks left, provided we let them in the
system, if we could do that.

Mr. McQuam. The small, independent State bank is going to have
a hard time, then.

Senator FLeTCHER (Fresiding). Mr. McQuaid, how many affilintes
has the Barnett Bank?

Mr. McQuam. Four banks.

Senator Frercuer. And how many has the Florida National at
Jacksonville?

Mr. McQuam. Outside of Jacksonville they have, I think, six.

Senator Frercrer. And how may has the Atlantic Bank?

Mr. McQamn. They have five outside of Jacksonville. I am not
counting the suburban banks.

Senator Grass. That would mean that they would all become
branches under the state-wide banking: system, would they not?

Mr. McQuam. I am only speaking for myself, but I am satisfied
the other two would. And then there is Mr. Romph’s bank, the
First National Bank of Miami, that has affiliated banks, and they,
I think, would all welcome the opportunity of assimilating those
banks with the parent bank and operating as branches.

Senator Frercmer (presiding). Any other questions of Mr,
McQuaid? That is all, then, Mr. McQuaid. We are much obliged
to you.

L:)Ir. Edward V. Lane, who is chairman of the board of the At-
lantic National Bank of Jacksonville, has been unable to come, and
he writes this note (reading):

The bearer, Mr. Edward Ball, of du Pont-Ball Co., who is the controlling
spirit in the Florida National Bank of Jacksonville, has been requested by
me to represent the Atlantic National Bauk of Jacksonville, and its afiilinted
banks in the Atlantic group, in opposing the objectionable features of the Glass
bill, particularly the group banking provision.

We trust the committee will recognize his representation of us.

Very truly yours,.
E. W. LANE,
Chairman of the Board.

STATEMENT OF EDWARD BALL, REPRESENTING DU PONT-BALL
C0. AND ATLANTIC NATIORAL BANK, JACKSONVILLE, FLA.

Senator FrercHer (presiding). So Mr. Ball, will you speak now
for Mr. Lane and tell us your views about this bill ?
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Mr. Bawr. Mr. Chairman, I am' not a technical banker. I trust
that the members of the committee will bear with me when I do
not follow them on technical points.

The Florida National group, which I represent—and Mr. Lane
has asked me to represent the Atlantic National Bank—is also
opposed to the provision that the company owning more than 10
per cent of the stock is to be subject to examination by the Comp-
troller of the Currency’s examiners. Our bank stock is only in-
cidental in our business, though we operate seven banks in the State
of Florida. It is a very small percentage of the business of the
corporation, and we certainly do not expect to have the comptroller’s
office examining the books of our corporation four .times a year.

Scnator FrercHer. What is your corporation ?

Mr. Barn. The Almours Securities (Inc.). We are certainly op-
gosed to the provision in this bill that will require the member

anks to subscribe a certain per cent of their capital to a liquidating
corporation. We believe that when we are operating a line of busi-
ness, we should try to make a profit, not to absorb the losses of some
people. who' are not fortunate enough to be able to operate on a
profitable basis.

. Senéltor Burkrer. You understand that that is intended to absorb
osses
. I(\ifr. BauL. It is my belief that that is exactly what it will have
o do.

Senator Burkrey. Why so?

Mr. Bavvr. If a bank had such poor receivables that it closes up,
how can anyone make money out of liquidating some of those
receivables? -

Senator BuLkrEy. Does it not depend on what it gets out of them
when it liquidates them ?

Mr. Barw. Perhaps so, Senator.

Senator BuLrLEY. Why perhaps? Does it not depend on that?

Mr. Barr, Yes, sir; and the comptroller’s office apparently insists
on getting your last dime for the depositors of the closed bank,
and he docs not seem to be interested in the success of the bank
who buys those.

Senator BuLkrer. The liquidation corporation is not obliged to
buy at anybody else’s price? '

Mr. Baur. That is true, Senator. We have had to purchase some
assets of closed banks in our own experience to be able to get a
charter.

Senator BuLkLex. That is different from the li uidating corpo-
ration. It does not have to buy any assets of closed banks.

Mr. Barr. Senator, would you suggest even that the liquidating
corporation is going to sell assets for fess than their value? VWould
that be fair to the depositors of the closed bank?

Senator Burrrey. I suggest that they are not going to buy th
for any more than their value from the Zlosed b:mi(.)mg 0 buy them

Mr. Barr. . If they pay them their full value, how can they make
a profit, Senator ¢

enator BuLkLey. If they pay them their fair value they have
the profit of closing them out, of course. Of course, in buying they
allow for the probable expense of selling them, and they buy at a
price that they presume they can make money on; and they are pre-
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sumed to buy at so much less than a price that they can make money
at that it is actually provided that they have to give back any excess
over and above a reasonable fee for closing out. Certainly 1t is not
contemplated that they are going to buy them for any exhorbitant
price or even their fair price. - The whole contemplation of the act is
that they shall buy them for less than they can sell them for, and for
substantially less than they can sell them for.

Mr. Barr. Would not the receiver of that bank be guilty of de-
frauding the depositors in the defunct bank if he sold them for less
than they were worth?

Senator BuLkrLey. Why, certainly not, because any excess that is
realized from their liquidation comes back to them.

Mr. Bawr. Comes back to the receiver?

Senator BuLKLEY, Yes. A

Mr. Bawn, Then, Senator, how can the liquidating corporation
make any profit other than its liquidating expenses?

Senator BuLkrey. It makes the 6 per cent.
~ Mr. Bawr. If a bank can only make 6 per cent on its capital,
Senator, do you think it could continue in business long?

Senator BurkLey. That is not what it is figured on; 6 per cent
of the amount realized. Have you read it at all2

Mr. Bawn. Yes, sir.

Senator BuLrLEy. Isn’t that what is in it?

Mr. Barr. I read it in the press,

Senator BuLkiey. It hasn’t anything to do with 6 per cent of the
capital, has it? It'is 6 per cent of the amount realized?

Mr, Barr. Six per cent of the amount realized.

Senator BuLgLEY. Then why are you talking about the 6 per cent
on the capital?

Mr, Bawn. I gather, Senator, that you could only make 6 per cent
on your capital.

enator BuLkrey. Not at all. There is no limit.

Mr. Bawr, I thought it might be like the interstate commerce,

Senator BuLkrey. Not at all. We expect the liquidating corpora-
tion to make much more than 6 per cent on its capital,

Senator BrooxmarT. Does not all capital in the United States
make less than 4 per cent?

Mr. Barv., Senator, I am convinced of that fact.

Senator BrooEHART. You do not want the banks to have a special
privilege of making more than anybody else, do you?

Mr, Barn, At the present time, Senator, I think that most eapital
makes less than 2 per cent.

Senator BrookHarT. It has made less than nothing since 1928.

Mr. Bawn, Yes, sir.. It would seem that this bill is an attempt to
regulate management into banks. Now, if it is desirable to regulate
management into banks, why is it not desirable to regulate manage-
ment for the grain %rowers, the cattle growers, the canneries, and
every other industry

Senator Gore. The Farm Board is doing that for the grain and
cotton people.

Senator BrookHART. Now let us talk about that just a minute.

Mr. Barr. But, Senator, they appear not to have been successful
for the grower.
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Senator Brooxmarr. The Farm Board has regulated us into
trouble, there is no doubt about that. But take the banks; the coop-
erative banking systems all over the world have a regulation first
fixing the earming of capital, wage of capital, just like you fix wages
for men; and second, they have a regulation absolutely prohibiting
the use of any credit for speculative purposes at all. Tt is arbitrary,
absolute ; there is not any condition or ifs and ands about it. If you
are familiar with those you will find that those cooperative systems
in any country where they exist are sounder and safer and better
to-day than any of your competitive banking systems. So those are
very drastic regulations, are they not?

Mr. BarL. Which countries have the cooperative banking systems?

Senator Brooxmarr. Well, Great Britain and France has it devel-
oped since the war, and Germany, the Raiffeisen and Schulze-
Delitzsch, went through the war and through the deflation and came
out sound, when everything else blew up until the Government
helped it out, and Denmark hag a magnificent system. Czechoslo-
vakia has one that is almost perfect, and Bolshevik Russia has a
magnificent system.

Senator Grass. When did you come to the conclusion, sir, that
there should be no regulation of banks and- banking management
beyond that akin to the regulation of other enterprisea? '

Mr. Bawr. Senator, I did not assume that banking was essentially
different from other enterprises, and I do believe—

Senator Grass (interposing). You did not?

Mr. Barn. Not necessarily; no. And I do believe that this coun-
try was built up on individual initiative and individual management
ofy business and not in regulation from Washington.

Senator Brookxnarr. Now let us talk about that a minute. Take
a corporation. Does the individual vote-at all in any corporation
in this individual country of ours? It is not the capital, the stock
that votes, and not the individual ?

Mr. Barr. That is true, Senator.

Senator Brooxnarr. Where is your individuality, then, under a
system that Wl:FeS out all individuality %

Mr. Bawr. There is an individual management there,

Senator Brooxmarr. Under your cooperative system one man
has one vote, regardless of how much stock hé has, and those are
sound systems in the world, even in this world of depression. But
your so-called individuality is a misnomer in the United States.

Mr. Barr. Senator, I believe you are going back to—was it not
Danie]l Webster’s question as to whether the mule or man voted,
he had to have at least a mule before he could vote?

Senator Brooxnarr. They used to have such a rule as that in
his days.

Senator Grass. It looks to me as if you are going back to the
primitive system before the organization of banks when you say
that institutions that control all of the credits and practically all
of the deposits, that issue all of the currency with which we trans-
act business, ought not to have any supervision or regulation.

Mr. BavL. Senator, do they not have a regulation to-day, and
supervision ?

enator Grass. Yes; but you are not in favor of it.
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Mr. Barx. I had not advocated intentionally—if I had advocated
doing away with the regulation and supervision that they have
to-day, it was unintentional,

Senator Gore. How did they decide? Who did they decide voted,
the man or the mule?

Mr. Bacn. I have forgotten which.

Senator Frercuer (presiding). That would depend on who had
charge of the election. In .some precincts where Peter Jones came
up. on a mule, when they asked Peter Jones how he wanted to: vote,
he says, “I am voting the Republican ticket.” “How did you
come, Peter?” “I came on a mule.” “Well, put Peter Jones down
voting the Republican ticket and Mr. A. Mule voting the Demo-
cratic ticket.” [Laughter.]

Go ahead, Mr. Ball.

Mr. Barx. If it is desirable to hive banks subscribing to a liquid-
ating corporation to close out the defunct banks, why would it not
be equally as desirable to have all corporations which own news-
papers. subscribe a pro rata amount of their capital to liquidate
the failed newspapers and make such profit as there were in liquid-
ating them or absorb such losses as there might be—or any other
line of business? ’

Senator Frrercuer. Do you recognize the banking business as a
quasi-public business, Mr. Ball{

er. ?BALL. Yes, sir; Senator. Are not most businesses quasi-

ublic
P Before we had quite so much regulation it appears that the banks
did not fail as frequently as they have failed since we have had
some of this regulation.

Senator Grass. I am not smiling at that; I am laughing outright.

Mr. Barn. That is what I thought, Senator, and. I have here a
newspaper clipping from .a newspaper for the 10 years, 1911 to 1920,
both inclusive, showing that there were 762 banks failed in the
United States. For the 10 years, from 1921 to 1930, inclusive, there
were 6,477 banks that failed in the United States.

Senator Grass. All due to regulation, was it?

Mr. Barr. I would not suggest, Senator; I would not presume to
suggest what caused the increased failures.

enator BroOKHART. There was too much of this individuality
that you were talking about.

Mr. BarL. Senator, I believe individuality has been repressed con-
ssiderably since 1920 in banking, as in other activities in the United

tates.

Senator BrookHART. Been repressed more and inore, ever since the
first corporation was ever organized, the British Fast India Co.
That is the first one, X believe.

Mr. Barr. Well, Senator, I am not familiar with how much in-
dividuality there was at the time of the British East India Co., but
it certainly seems that there is less room for individuality each year
under our increase in the number of bureaus in the United States,
and it is a fact that the cost of government per capita in the United
States has been increasing tremendously in the last few years.

Senator BrookHART. Yes; I heard about that. I also heard that
Mr. Grace of the Bethlehem Steel Co. drew down a $12,000 salary
and $1,625,000 bonus, which is more than all.the salaries of all the
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Senators in the United States, and their secretaries included. - I am
in favor of reducing those salaries.

Senator Grass. If you would let Mr. Grace answer, he would say
he is worth more than all the Senators of the United States.

Senator FrercHER. Is there any other point in the bill you want
to allude to, Mr. Ball, any further provision?

Mr. BaLL. Senator, there is one point in the bill on branch bank-
ing that we do favor., We believe branch banking would be a good
thing, either within the State or throughout the United States. The
Senator here spoke just a moment ago of the British system, which
is a branch-banking system. _

Senator Broormarr. I was not talking about the branch-bankin,
system; I was talking about the cooperative system. I am oppose
to branch banking. .

Mr. BaLr. Senator, I thought in the British Isles they had branch
banking.

Senator Brooxurarr. You know they had a cooperative system
with $4,000,000,000 in it, cooperative, not any of your competitive
system, where they let one man vote regardless of how much stock
‘he owns and where the earnings of the capital were absolutely-fixed
and where the use of credit for speculation is absolutely prohibited.
You did not know about that system at all?

Mr. BarL. Senator, don’t we have a competitive system in the
Dominion of Canada which is strictly a-branch-banking system, and
where they have had so few bank failures since that system was
installed ¢

Senator BrooEHART. We just checked that over. They had 11
banks. Of course, they Liave many more branches, and they have
had 16 failures; so it was about 140 per cent in failures in Canada
in their system since it started. So I do not know as they are any
better off on that than your individuality.

Senator FrLercaEer. Is there anything more, Mr, Ball?

Mr. Barr. There is only one thing, Senator. I was just going
to remark to Senator Brookhart that under the individual system of
banking in Florida.we have to-day, I was told by one -of the mem-
bers of the Comptroller of the Currency’s staff, that the banks in the
State of Florida were the most liquid banks in the United States,
ganks that. are in stronger position financially than in any other

tate. . :

Senator BrookmarT. I noticed a long list of them that failed
down there a little while back.

Mr. Barr. That is true.

Senator BrookHART. And I noticed somebody trying to get there
with some money in an airplane to save them and did not get there
in time. oo

Mr. Barr. There were a lot of them that failed, biit I do not think
there were nearly as many of them that failed in Florida in the
(liq?it year, possibly, as they did in Iowa.- OQurs failed before yours

id. .

Senator Brookmarr. There was 55 years' that we did not have
many failures in Iowa to amount to anything. o :
Mr. Baut. We hope not to have any failures in Florida in the
next 55 years. '
. Senator Brooxmarr Then, whenever you get too much of this
individuality you will have plenty of them.
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STATEMENT OF SPENCER S. MARSH, VICE PRESIDENT AND
CASHIER NATIONAL NEWARK & ESSEX BANKING C0., NEW-
ARK, N. J.

Mr. Marsu. I am here at the request of the New Jersey Bankers
Association. While I have no written thesis I want to present to
your committee, sir, if I can,what we think in New Jersey this bill
will do to banks of our class, banks that run from fifty to one hun-
dred millon dollars worth of assets, that have been serving an indus-
trial and manufacturing community, that have not been actively
practicing investment banking or interested in stock-market prob-
lems except as they have been using their funds in purchasing high:
grade bonds as a secondary reserve. While I have been listening
to the various gentlemen who have appeared before you, I find that
a number of them have taken some of my thunder, and I hesitate
to bring up subjects that have been discussed by them.

Senator %“Lm'cm. Are your banks nonmember banks?

Mr. Marsa. No, sir. Ours is a national bank. There are both
in New Jersey. There are a great number of them.

Senator Frercaer. You are speaking for the national banks -or
the member banks? . .

Mr. Marsn. I am speaking for the New Jersey Banking Associa-
tion, which has both members. Our bank is a national bank and
has been ever since national banks existed. We are 128 years old.

My first memorandum is that as a class our various institutions
that I have been in communication with do not like to have to
contribute to your liquidating corporationr stock. In our own in-
stance it means that we have to contribute $350,000 for that purpose,
and we feel that it is too large an amount for medium-sized banks
to contribute as an insurance fund, if we could use that term.
Souxr;le of you Senators did use that term, I think, while we were
talking. .

Senator Grass. What is the total volume of your deposits?

Mr. Marsu. $35,000,000. Total assets of $41,000,000.

Senator FrLercHER. Do you-have any affiliates?

Mr. Marsnu. Well, we have a securities corporation that is' an
affiliate, that is only used as an affiliate to buy customers’ stocks or
investments, bonds, and investments which they want. They do not

0 in it as a business. We have a real estate affiliate that owns the
uilding we are in, so we are not disturbed about those features of
the bill. We would rather use our $350,000 in the banking business,
and would rather have this liquidating corporation divesteg from the
Federal reserve act. S i )

One of the features in your bill ‘that disturbs us as much as any-
thing or more than anything is the restrictions on the 15-day loan.
That has come to be a very useful means for financing institutions
such as we are. There are a large group of them in the State—
institutions that are practically all commercial banks with small
amounts of savings deposits whose depositors carry large amounts,
and they fluctuate. It means that it is easier for us to take Govern-
ment securities to our Federal reserve bank and use that method of
borrowing, rather than commercial paper. Commercial paper has
disappeared, so far as we are concerned, in a very large measure,
and it has disappeared because a large number of -our customers
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who were. corporations, ‘during the easy money of 1928 and 1929
financed their needs by issuing stocks and bonds, and got out of the
necessity for issuing commercial paper with which to finance them-
selves, In our particular case, our commercial paper has shrunk
from a volume of $20,000,000 down to $10,000,000. Our commercial

aper before that time ran in large pieces, and was used by manu-
acturers. to finance themselves. Th& ease with which they sold
their securities took them right out of that market, and now it is
much easier for us. We have about 8 to 10 billion dollars’ worth
of commercial paper.

Senator Brooxnarr. Is not that enough for your rediscount de-
mands? .

Mr. MarsH, Yes; plenty;. but it is much easier for us and easier
for the Federal resérve bank to send them some Government securi-
ties ‘and borrow on that. The reason for it is—one of the Senators,
I believe, asked that question—the reason for it is that there are
times when the large accounts drop quickly and we are short a tem-
porary time, until we get our money and pay it off again, in the next
30 days, probably.

Senator Frercuek. These corporations issue stocks and bonds and
relieve themselves in that way, unloading those on the public?

- Mr. MarsH. Yes; in a good many cases.
* Senator FLETCHER, Ang most of them have depreciated?

Mr. Marsn. Obh; yes. They helped supply a large amount of the
stocks that depreciated.

. Senator Brookuart. Have. the banks unloaded on the public?
. Mr. Marsmi. No, sir. Some of them may have, but I do not know
of any bank that did.

.Senator FLrrcHER.: Your bank does not engage in distribution of
securities ? _ ’

- Mr. MarsH. No, sir; not at all. FRTaS

Senator BrookHART. It was the bank affiliates that did that? .

Mr. MarsH. I know of no bank in Newark that did it, and I do
not know any in New Jersey that did it. Although New. Jersey
is right under the influence of the metropolitan practices, they ‘have
never distributed that class of securities as banks. The objection
we have to that, Mr. Chairman, is that by putting the rate 1 per
cent higher than the rediscount rate, it puts a penalty on that
operation and prevents us from making loans, as one of the witnesses
said; and I would like dyou gentlemen .to get this picture. We are
a sort of self-contained community with a good many securities
and a large number of comparatively small people who have securi-
ties that they come to the bank and borrow on. We have about
$6,000,000 worth of demand loans that are made up of loans on
collateral, and, I think, it is not touched by.anything that is in
your bill; but if we wanted to make some of those loans while we
were borrowing we could not do it.

- Senator Townsenp. What is the collateral?

Mr. MarsH. Some of it is stock-exchange collateral. Some of it
is local stocks, and some bonds.

Senator Towxsexp. Why would it not be covered in this bill?

Mr. Magsn. Because you say in there, in the bill, that while we
are borrowing on a 15-day loan we can not make collateral loans.
That goes back to your definition of “ collateral,” I.suppose.
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Senator Grass. But we do not exactly say that..

Senator TownNsexp. No.

Senator Gurass. We say that when your bank is put upon notice
by the Federal reserve bank that you are already too far extended
in stock-exchange loans you can not make use of the facilities of
i:he Federal reserve bank 1f yvou persist in still further extending the

oans,

Mr., Marsu. As I read it, Senator, I read it as prohibiting that
class of loans. If that is true, I would like to know it.

Senator Grass. No.

Mr. Marsu., My other objection is, I think that class of borrow-
ing which definitely serves a definite purpose and, I think, a legiti-
mate purpose should not be penalized with the 1 per cent higher rate.

Senator Grass. That may be. That is a matter for further con-
sideration, although it has had very serious consideration. Sup-
pose that should be abated or eliminated, although you understand
the Federal reserve bank now has the unrestricted right to make
that percentage whatever it may please.

Mr., MarsH. Yes.

. Senator Grass. And you are assuming because it has not done it
it never will do it, ang I think your assumption is correct; I am
sorry to say.

Mr. MarsH. I hope it will. ,

Senator Grass. With that eliminated, what objection would you
have to that provision? ' ‘

Mr. MarsH, I do not think I would have any:

Senator Grass, Very well.

Mr. MarsH. The increase of reserves is my next topic. There is
another item I want to take up before that, if I may, and that is the
question of real-estate loans. The bill provides that we can make
a total of 50 per cent of our time deposits; that in figuring the total
of loans it must take in all of those loans that depend for their final
base on real estate. In New Jersey we have, unfortunately, a build-
ing-loan situation. The banks of New Jersey are loaning building
loans at the present time, some $63,000,000, and we are trying to
adjust things so that we can all go along as we should. If it is
necessary to figure the total of those loans in our real-estate loans
it is going to throw us way above the 50 per cent and will work a
very clear hardship on the building loans, and they are in bad
enough situation right now. _

The Cuamraran. They are getting relief under this Reconstruction
Finance Corporation ¢

Mr. Magsu. Yes; some of them are getting it. That has helped
conditions very materially. Both the Reconstruction Corporation
and the Glass-Steagall bill are helping the conditions there very
materially. But this real-estate feature would work a very real
hardship- at the moment because of the inability to. get rid of our
mortgages. There is no mortgage market under the conditions that
exist to-day, and there is no real-estate market. ‘That is one of the
reasons and back of the reason why we feel thdt the bill should not
be passed at this time. '

senator GLass.” You know that relates to loans hereafter? You
observed that? '

Mr. MarsH. Not to those that we have?

111161—32—pr1 2-—6
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Senator Grass. No,

Mr. Marsn. 1 read it as though it referred to the present time.

Senator Grass. No; I suggest you read it over again.

Mr. Magsa.. I will. .

The se%'egation of the time deposits: A large number of the
banks in New Jersey have small amounts of time deposits. Some
of them have a larger percentage of time deposits than they. have
demand deposits. We feel that it would discriminate against our
gemand deposits and would promote the withdrawal of those demand

eposits. )

he qll)lestion of reserves, which I have here, would work a hard-
ship on banks that are at the present time struggling to make profits.
New Jersey suffered, I think as some of the rest of the country
did, by an overproduction of banks, both national and State banks,
and at the present time they are trying to have that adjusted. A
good many of the banks are not making any money. 1f you put
a_burden of this kind on, although it is graduated and does not
all become operative, we feel that 1t is going to be-a little-heavy—
too heavy for the banks to make proper profits, because, after all,
banking, as everything else, must make money or it can not exist.

Senator Grass. . How do you figure, sir, that one-fourth of 1 per
cent on $3%,000,000 of deposits would require you to pay $350,000¢%

Mr. Maxrss. One-fourth of 1 per cent?’

Senator Grass. Yes.

Mr. Magrsm. I thought it was 1 per cent.

Senator Grass. No. , ’

Senator Townsexp. $87,500, I think.

Senator Grass. Yes.- - .

Mr. Marsm. . I figured 1 per cent, $350,000. That is what I fig-
ured on. Whatever it is, we do not want to invest it. We would
rather have our

Senator Grass. Of course, not. You would like to have all the
profit of the operation.

‘Mr. Marsn. No; we are wiling to give the other fellow a break,
but what, we want to do is to invest it in our banking business.

Senator Brooxmart. Would it not help your banking business to
open its closed banks? = '
_ Mr. Marsa. Our experience in New Jersey has been that almost
in every case where a bank: is closed there has been bad banking
behind it. There may be somewhere that has not been so; but it
has not been only the one thing; it is a combination of a couple
of things: Bad banking somewhere in the past and the present
crisis_has brought it to 2 head. I may be wrong but I think it
Woulddbe a very healthy thing .for some of those banks not to be
opened.. ‘

Senator Brooxmart. You do not think these 8,000 banks have
failed in the United States because of bad banking, do you?

Mr. Marsa. No. I have not enough knowledge of those, really,
Senator, to have a definite opinion, but I have enough knowledge of
the New Jersey situation to know what happened in a good many
of those cases: Not all bad banking—I do not say that—but I said
In a great many instances it was predicated on bad banking and
the present situation brought it to a head. °
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Senator Grass. Did not bad banking bring about the present
situation ?

Mr. Marsa. Yes. I think it did.

Senator BrookHART. In big places and big banks that reached out
over the whole country? . '

Mr. Marsm. Yes; I think it did.

Senator BroOKHART. And they ruined our little banks and
bankers.

Mr. Marss. My feeling, Senator, is that there was an overpro-
duction of banks, both national and State banks, all over the country.

Senator Broormarr. I think there was an overproduction of
speculation.

“Mr. Marsu. I agree with you there, too. « It seems to me that
the bill in aiming to curtail the practices of large metropolitan
banks, particularly in security centers, penalizing banks such
as I have tried to describe, which are honestly trying to meet their
responsibilities in industrial communities. I am not trying to paint
an ideal situation, and I do not believe that all bankers such as I
described are without some fault, but I do feel that in trying to
reach this control of affiliates, there are penalties and restrictions
in the bill that will react on banks, such as I have described, and
make it harder for us to operate.

Senator Grass. What happened, sir, was that some of the experi-
enced bankers who testified before the committee and upon whose
testimony the bill was drafted, were divided in their expressions
of judgment between the abolition of affiliates altogether, their
separation from commercial banks, and more or less severe over-
sight. of them. We tried to strike a happy medium and did not
abolish them but proposed to regulate them.

Mr. Marsu. Well, we have no objection to the regulation of
affiliates. That, I submit, is justified. YWe do not object to that.

Senator Grass. You, neither in your New Jersey banks, nor in any
other banks for that matter, are penalized along with banks in many
centers. unless they follow the vicious practices which those banks
followed in making excessive and alarmingly dangerous loans upon
collateral security.. : ,

Mr. Marsa. We are penalized if we can not go into this 15-day
practice as we have been. We think we are, at any rate.

Senator Grass. On the 1 per cent proposition ?

Mr. Marsa. Yes. )

Senator Grass. That is a special privilege, though.

Mr. Marsa., Well, it has got to be a necessity as well as a special
privilege.

Senator Grass. It has come to be far beyond the intent of the
people who put it in the law. S

Mr. Marsa. Of course, the intent, Senator, was to take over com-
mercial paper. Now, take-our own case,-and I think it is only
indicative of a great many others. The commercial paper would
mean that to cover a loan of $1,000,000—which 1s what we
get usually sometimes once a month, or twice a month—it would
mean we would have to take over 200 or 250 pieces of paper when
we have the Government bonds right in our portfolio. It would be
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a nuisance to the Federal reserve bank and a nuisance to us. So it is
following the line of least resistance, ) .

Senator Grass. I grant you that it is a medium of facility. In
other words it makes more convenient and more expeditious legiti-
mate transactions, and if it were used only for that purpose nobody
would ever raise any particular objection excépt that to the extent
that it is used it carries you back to a bond secured currency that you
gentlemen for 50 years sought to escape from; but you can very
readily see that it was not intended for that purpose, because at the
time it was embodied in the act, two years and a half after the system
had been in effect, there were less than $100,000,000 of United States
securities that might be used for that purpose, whereas 10 banks
in New York over a limited period borrowed nearly a billion dollars.

Mr. MarsH. Yes.

Senator GrLass. Under that provision of the bill.

Mr. Marsn. To use in the market?

Senator Grass. Yes.

Mr. Massa. One of the features of the bill—and I would like to
know whether I am right in feeling this would touch it—is a situa-
tion that exists in some of these small towns. An individual is a
dealer in investment securities, distributing mostly municipal loans.
Now, I read the bill to say we could not go on and loan that indi-
vidual money while we were borrowing on this 13-day note. That is
a distinet hardship.

Senator Grass. Oh, no; it does not exclude you at all unless you
are borrowing excessively on speculation and have had warning.

Mr. MansH. One of my friends has just asked me to speak of tele-
phone loans; that is, loans from the Federal reserve bank. We do
that right along. We have our securities with the Federal reserve
bank and telephone in and get a loan, und send the note in. I do not
see that that stops that practice at all.

Senator Grass. No; but if a telephone is run on the dial system
I hope it may stop it. [Laughter.]

Mr. Marsa. I have covered the main features on my memoran-
dum, Mr. Chairman.

Senator Grass. We are very much obliged to you.

The Cuairaran. We thank you.

STATEMENT OF CHARLES F. ZIMMERMAN, PRESIDENT OF THE
FIRST NATIONAL BANK OF HUNTINGDON, PA.,, AND PRESIDENT
OF THE STATE BANKERS' ASSOCIATION OF PENNSYLVANIA

Tl;e Cramrman. Will you state your name, residence, and occupa-
tion ¢

Mr. ZivmerMAN. Charles F. Zimmerman; president of the First
National Bank at Huntingdon, Pa. I am also secretary of the
Pennsylvania Bankers’ Association.

I come before the committee with a good deal of diffidence because
of representing an interest that seems rapidly to be vanishing in this
country, known as the country banker; and I certainly do not wish
to create an inference that I speak with authority or finality. I do
feel, however, that it is quite pertinent that the viewpoint of the
country banker, which I believe in some considerable degree I repre-
sent, might be expressed with regard to the provisions of this bill.

The CramaaN, We will be very happy to hear it, sir.
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Mr. ZistsreryanN. First of all, I should like to say that amoug the
ardent supporters of the Federal reserve system there are none
more marked than the country banker. There is a very high regard
for the administration of the Federal reserve system, particularly as
it comes out of the Federal Reserve Board at Washington, and I
am numbered among those who believe that for the good of bank-
ing in this country it is entirely right and proper that more authority
should be lodged in the Federal Reserve I;joard than heretofore. I
say this because of what little experience I have had in business and
in connection with the business of a bank and the granting of credits.
A house divided against itself can not stand, whether in the matter
of a unit bank or whether in the matter of establishing credit on a
broad basis affecting the whole country.

Therefore, I am entirely in sympathy with the provisions of the
bill that have to do with centering more authority in the Federal
Reserve Board. More than tllat,i am entirely in sympathy with
the provision in the bill that seeks to correct the abuse of short-
term credit granted by the Federal reserve system to large banks.
That there has been abuse, no one who has been observant would
attempt to deny. I believe that it has had a very vital effect upon
the difficulties that have developed in this country; and with a plan
o coordinate the finer judgment of the bankers of America with the
judgment of the Federal Reserve Board in respect to the furtherance
of til ose restrictions, I am sure the entire country would be in sym-

athy.

P I }{’ad not particularly wished to take your time to discuss any of
these provisions at length. I wish to say, however, that in the bill,
as I view it, there are many excellent provisions. The subjects
treated upon throughout the hearings to-day, have been largely by
way of pointing out objections to provisions in the bill, and I do
feel that with respect to certain parts of the bill, there should be
a great deal of caution used so far as further deflation of our-credit
position in this country is concerned. I share fully. the sense of
anxiety that Colonel Ayers expressed, and I think that due regard
should be had for his point of view.

The particular clause which arouses my interest, and I might say,
amazement, being a country banker in the State of Pennsylvania,
which represents approximately one-tenth of the banking resources
of the United States, is the section that has to do with branch bank-
ing. In connection with my remarks on that section I should like
to say that the bane of our banking systein as we have seen it develop
during that last six or seven years can be predicated upon the word
“ promotion.” If we had not been given to bank promotion in this
country as we had, there would not be so much difficulty in respect
to banking, nor would there be so much perplexity facing those who
wish to straighten out these difficulties. More than that, the burden
of the promotional side of banking, as I have viewed it, has fallen
tremendously upon the country banf{er, so much so that his interests
have been assailed-on every hand, his position as an economic factor
has been belittled; and now it'seems that those who have scrambled
the eggs of what we have heretofore considered sound banking and
sound %anking methods, are asking to be defended by new legisla-
tion rather than reckoned with in respect to the restoration of those
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methods which have been time tested during our entire previous
history.

I cl;yme here without any Iirejudice in respect to the specific ques-
tions hinging upon the development of a certain branch, group, or
chain types of banking. I do come here feeling that it is a mistake
that Congress should in any way scek to cater to what I choose to
call the go-getter spirit in bank promotion, and that we ought to
the best of our ability, right about face in respect to the reestablish-
ment of unit banking so far as that may be done. I have listened
to the remarks that have been mide before this committee by those
who have, on their own initiative and, perhaps, in violation of the
more conservative standards in banking, gone ahead and built up
these banking structures. I have been impressed with this fact,
that they have not been bankers in essence or to the extent which
would disallow the injection of other than high banking ideals in
our banking system. They now seek to hold the %round gained
through the sacrifice of those standards and wish to have it become
part and parcel of our thought about Federal legislation. To that
extent that we yield, it seems to me, more and more we are going
to be led into a maze of difficulty from which we might all seek to be
relieved in time to come. I have read the hearings that have been
held by the Senate subcommittee in respect to the suggestions to be
embodied in the Glass bill, and I could not help but feel that very,
very little attention was paid to the viewpoint of those who have
ardently sought to preserve the best standards in the conduct of
the business of banking. : )

. With regard to this question of State’s rights, I am simply
astounded to think that Congress would seriously consider the pro-
posal to grant the right for a national bank to cross State lines in
so-called trade areas. I am at a loss to know where any substantial
demand of that sort should arise so far as the practical administra-
tion of banking is concerned and so far as the service of banking
to its constituency is concerned, except as it relates itself to the pro-
motional idea in banking. Now, I have not a wide experience. I
have & wide acquaintanceship with many bankers, not only through-
out the ‘State of Pennsylvania but, I should say, throughout the
Nation, and I am at a loss to discover where any economic need
exists for the Federal Government to grant any branch bankin,

rivilege which contravenes the autonomy of our State banking
aws.

Senator Grass. Mr. Zimmerman, I suppose, of course, you have
read the report of the Comptroller of the Currency on that program?$

" Mr. ZisrmermaN. I have read all of them. '

Senator Grass. You will have noted there that he does not want
to confine us to state-wide branch banking, and he does not want to
confine us to Federal reserve zones. He wants us to have branc
banking in what he indefinitely defines as trade areas.’ :

Mr. Znusteryan. Senator Glass, I try to be open-minded on these
questions, but I am just as far—after all of my reading and inves:
tigation, from believing that proper ground ias been established
by the éomptrolle_r of the Currency in his various arguments or by
any other agency interested in that question—as I have ever been.
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Senator Grass. Would you advocate state-wide branch banking
Ey Illiagional banks in those States that are permitted to have State

anks?

Mr. ZinveryaN, I am a believer in the equalization of the rights
and prerogatives of national banks with State banking systems no
matter what they may be.

Senator Grass. But you would oppose giving the right to national
banks to have branches in States which do not permit branch banking
in the State system?

Mr., Zipyeryan. Unquestionably,

Senator Grass. I may say to you, as to your suggested opposi-
tion to crossing State lines, if you will read the bill you will note that
that may be done only in extraordinary circumstances. - The case is
cited to thie committee of banks located in cities, that there are very
few of them in this country that cross State lines, and to banks lo-
cated so near the border as that their main business may be across
the border. So it is not the thought of the committee that that
provision of the bill would be very. largely availed of. The text of
the bill is that it may be done only in extraordinary circumstances.

Mr. ZizesmeryaN. Senator, the provisions in the bill may be harm-
less enough, but its significance only comes out in respect to what
results from its application. I have a very clear idea as to what
would happen with respect to Pennsylvania if such a privilege were
to be granted. “For instance—not that I think it is even remotely
thought of by any bank—in Philadelphia there would have to be
necessarily some compensating privilege granted to the State in-
stitution, otherwise, the natural inclination, if there were at least
any rivalry between two of the leading institutions in the city,
would be to leave the State system, and go into the national system.
But the compensating advantage would probably be along the lines
of extending branch banking and weakening the regulation of the
State bank. That is where I feel the danger lies.

Now, we are talking in terms in this country of strengthening
administrative practices of banks and the supervisory processes
as between the State and national systems.  The only basis on which
they can be properly coordinated is the common basis on which
they operate. To-whatever extent through Federal law you draw
a distinction between that parity, you ruin the highest standards,
it seems to me, that those of us who try to think sanely on banking
questions, have, namely the coordination. more and more of-the two
types of systems and the eventual bringing about of conditions
which will induce every State chartered .institution, to become a
member of the Federal reserve system. -

Senator Grass. Does Pennsylvania permit branch banking at all?

Mr. Ziaryreratan. Oh, no; not beyond city limits.

Senator Grass. Then how could this bill affect you?

Mr. ZiaryerMaN. In respect to a possible extension of the right
of a Philadelphia bank to establish a branch in New Jersey.

Senator Grass. Do you think that is very likely under the terms
of this bill? What would be the extraordinary circumstances?

Mr. ZosaeryaN, I fully grasp the significance of your thought;
but, Senator, if the experience of recent years have taught us {_mg-
thing, it is that through concentration qf banking capital the weight
of influence possessed by large banks inevitably brings concussions
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and, perhaps, dbuses that never -were originally thought of when
the law was drafted. And so I think if we have learned anything
we must get away from the appearance of evil in respect to the
extension of the branch banking privilege.

Senator Grass. Yes. That has been startlingly illustrated in the
15-day provision of the Federal reserve act.

Mr. Zaierman. Quite so.

Senator Grass. I must confess I can not see how under the text
of this bill any Philadelphia bank would be permitted to establish
a branch in New Jersey.

Mr. Zinmeryax. I think the right is certainly conceded if the
pressure were sufficiently strong to persuade the Federal Reserve
Board that it was an extraordinary case.

The Cmammax. In other words, it could only be done by the
Bank of the State of New Jersey that has made you feel the need
of such an extension ¢

Mr. ZisrmensaxN. I have no such thought.

Senator Guass. Should not it be done?

Mr. Zooermax, The branch-banking privilege accorded a na-
tional bank should be upon a parity with that accorded to the
State bank, without a single exception or deviation of any kind.

Senator Brooxuart. I was consiuderably impressed with what you
said about this promotion proposition of banking. Did the comp-
troller and his examiners examining the national banks in Penn-
sylvania approve investients in listed bonds on the stock exchange?
Did he approve that kind of investment as liquid -assets ?

. Mr. Zosiseryan. Oh, yes. I have no thought that in any single
institution in Pennsylvania the comptroller would have taken strong
exception to the method of conducting the bank except in so far
as it might have invested in weak assets. In other words, the finer
details of banking, as I think of them, have characterized every
banking institution. Now, if you make mistakes—— )

Senator BrookHart. He might describe those bonds as secondary
reserves and recommend them as strongly as that.

Mr. Ziaoyersax, Oh, yes; theré has been a good deal of that;
but I would not attribute to the comptroller’s office any supposed
managément of a local bank through the recommendation of par-
ticular types of securities. T '

. Senator Brooxmarr. Has not that system .of banking made thé
litt-le?country banks sustain these big New York promotions all the
time

Mr. Ziyymeraiax. I have not a great deal of understanding of ‘the
cffect of that intimately within banks, but my discussion with
baukers, unit bankers particularly in Pennsylvania, leads me to be-
lieve that many of their securities were bought for the purpose of
secondary reserves due to their confidence in the big bank responsible
for issuing them.. B

Senator Brookmart. In -other ‘words, they greatly depreciated
those same securities? BT )l

Mr. ZianrerataN. That is quite true.

Senator BrookrarT. And I find in‘the West that-the banks were
everywhere loaded up with those stock-exchange securities and now
:Il:ey are. frozen up worse than the farmers’ loans were preceding
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Mr. ZyyeraaN. That is true.

Senator BrooxHART. Is not that a nation-wide system of watered
stocks and bonds that is very detrimental to the banking system?

Mr. Zinmersan, Not only that, but international.

Senator BrooxHART. Yes, I agree with you; internationally; and
the comptroller, who used every opportunity he had to put out
statements for branch banking, was the same comptroller who loaded
up these banks with these securities all over the country, is he not?

Mr. ZiarmermaN. I shall not admit that he loaded them up, Sen-
ator. I do not know anything about his official policies or actions.

Senator BrooxuArT, You know, his bank examiners said that was
good banking, to buy those securities.

Mr. ZnoiermaN, I do not think any of them ever said ‘it to me
in our bank, but they may have elsewhere. I should like to offer
this as a closing thought 1n respect to branch banking: I feel that
the mnere mention of state-wide branch banking in that clause is a
threat more or less to the future of unit banking. I do not feel
that state-wide branch banking has proved its case in America. I
believe I could produce—— )

The Crnamman. And it will take several years to find out?

Mr. Zianieraan. Quite so. And I believe I could produce evi-
dence that would be corroborative of that viewpoint, which I would
not care to do; but the mere mention of state-wide branch banking
as though it were an ideal for the national bank system, is uncalled
for. If that whole clause were amnended simply to say in respect
to branch banking, as was pronounced in the resolution adopted by
the American Bankers’ Association, that the autonomy og State
banking laws should be upheld, I feel that Congress has answered
the question so far as the need for preserving the soundness -of
branch banking methods in America is concerned. I see no reason
to depart from it, Senator.

Senator Grass. Suppose we were to omit froth that provision
the authorization with respect to crossing the State line in unusual
cirenmstances. What would be the objection to the provision then?

Mr. ZianieraraN, I think there is no inherent objection except the
one that I have in my mind as to the inference that state-wide branch
banking in itself is a tested system and that national banks are ready
to go along in any State that might think it was right.

Senator Grass. Well, do you not think national banks should be
permitted to go along in any State that authorizes State banks to.
have branches?

Mr. ZioneryMan. I do. Now, Senator, you realize, perhaps, very
much more than I do, that the mere mention of a type of banking.
in a bill oftentiines results in the layman getting the wrong idea
about the whole thing. I think we need to avoid even the appear-
ance of danger if we can do it satisfactorily by the wording of the
clause.

Senator Grass. I have noticed bankers get perverted ideas as well
as laymen,

Mr. ZaerMaN, Yes.

The CHamryaN. You are an officer in the Pennsylvania- Bankers’
Association? .

Mr. ZoyoreraaN, Yes, sir.

The CrarraaN. What position do you hold ?
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Mr. ZovErsan. Secretary. I should like to say, in line with
your suggestion, Senator Glass, that after a little more than 31 years
of experience. in banking, I sometimes wonder whether I have yet
understood anything about it, so that I can forgive a layman if he
is unable to get it right. .

Senator Grass. I have been induced, almost, to believe to-day that
I have not only not understood anything about it but have not had
anything to do with it. [Laughter.]

fr. ZoarseraanN, May I say in response to that, Senator, I have
followed your work with the Federal reserve system and financial
legislation from .its very.beginning. :You speak of the opposition.
we will say for the sake of a milder word, of the American Bankers’
Association. If you have not:learned yet where it happened that
the bankers had a change of heart, I will tell you. It was at Rich-
mond after you spoke to them.

Senator Grass. Well, that is gratifying.

The CuHAamrax. We have two more witnesses here. I want you
to finish. I am just saying this for the members of the committee.
We want to hear Governor Platt, and Mr. Ottley, of Atlanta, will
be the next witness, and that will conclude our hearing to-day. . I do
not want to close until you are through.

Mr. ZimaermaN, I am quite through. I thank you very much.

The Cuamman. I thank you.

Senator Grass. I do, sir.

The CHarryaN. Governor Platt.

STATEMENT OF EDMUND S. PLATT, NEW YORK CITY, VICE PRESI-
DENT OF THE MARINE MIDLAND CORFPORATION OF BUFFALQ,
N. Y.

Governor Pratr. I was moved to remark, in answer to Mr. Zim-
merman, that I Wondered how the city of Philadelphia has managed
to survive all these years with a branch or two located in it across
State lines. The Camden National Bank of Camden, N. J., has
had a branch in Philadelphia for almost 120 years, and Philadelphia
is still there. That branch was established in the old days when
crops used to be moved from the lower part of New Jersey into
Philadelphia and was established about 1813 to help move the crops,
and it has been there all these years. It was a State bank originally.

Senator BrookmaxT. Do you think the idea was that Philadel-
phia would like to get even with Camden?

Governor Pratr. As a mattter of actual fact, branch banking is
not a cormorant and does not grow half as fast as its opponents
think it will. Maryland, Virginia, North Carolina, and a number
of other States have had state-wide branch banking for years, and
no bank in Baltimore has got a branch outside the city except in
the immediate locality, if I remember right, Senator Glass.

1 believe that the only way to stop bank failures is to allow banks
to consolidate. Why should they be restricted from consolidating
if they do not happen to be located within the same limits? The
national bank act curiously provides that banks may consolidate
within county limits, but if you do consolidate them within county
limits and they do not happen to be within the same municipal
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limits, one of them has to be closed, and T do not see any sense
in that at all,

Senator BrookHArT. Out in my country they consolidated, and
both of them failed afterwards. |Laughter.]

Governor Pratr. I know when I was on the Federal Reserve
Board we agreed to a consolidation of two banks that were 80 miles
apart—in South Dakota, I think—and it was said that there was
a good road between the two towns, and therefore there was no rea-
son why the other town should have a bank. It would seem to me
20 miles is quite a long way to go. I have talked a good deal about
branch banking at various times, and I now want to say a few
words about the Federal reserve parts of the bill. .

The bill restricts the sale of Federal funds. Several witnesses
have spoken about that. I do not know what the -objection to Fed-
eral funds is. Senator Glass, you said it has been abused. I know
about the rather amusing shooting of funds across the country in
regard to time. Chicago banks close an-hour later than New York
banks, and the Denver banks close an hour later .than the Chicago
banks, and the San Francisco banks another hour later. When the
banks in New York have funds left over at the close of the day they
have sometimes transferred them to the Western cities when the
difference of time leaves the banks still open. It does not do any
harm. It tends to spread the lower rates of New York through-
out the country to some extent, and while it is a little amnusing as
an example of sharp pencil work on the {Jart of bank managers, it
seems to me it is a good thing. It equalizes reserves to a certain
small extent. Of course, the actual volume of Federal funds that
are transferred is rather small, but so far as they go these are not
harmful, but helpful. There have been cases where Federal funds
have been furnished to another town in time of stress that were
sufficiently large to be of real service. And it enables, I think, Fed-
eral reserve policy to be a little better carried out, because, take a
city like Chicago; it naturally should have a Federal reserve rate a
little higher than the New York rate.

It is gretty hard to make a Federal reserve rate that is right for
the big banks that compete with the New York banks and is right for
the country banks, and if you can spread New York funds a little
bit, even in small amounts to the large banks in the city, the Federal
Reserve Bank of Chicago can fix its rate more fairly with reference
to its whole district, I think, So I .do not see that there is any
reason for regulating or hampering the sale of Federal funds.

Since I have been in New York, I have watched the market for
Federal funds every day, through the Marine Midland vice president
in charge of the bank’s reserve. Last summer, for several months,
Federal funds sold for one-eighth of 1 per cent—practically noth-
ing. At that rate, if you sell a million dollars you get only about
$25 profit.

Senator Grass. It is of so little consequence that I am not ac-
quainted with it.

- Governor Prarr. That was, of course, an exceptionally low rate
due chiefly to Federal reserve policy.. The reserve system was put-
ting funds in the market through purchase of Government secur-
ities, making money redundant as there was little business demand.
My belief is that the-Federal reserve system, generally speaking,
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ought to regulate the volume of credit in the country through chang-
ing reserve rates and not so much through open-market operations,
and not through these little mechanical devices provided in this
bill. That is, devices giving the Federal Reserve Board power to fix

ercentages of collateral loans, and so forth. The result of these

evices would be to give the board an opportunity to avoid respon-
sibility in relation to rates, and you can regulate the whole thing,
I believe, mostly by means of rates.

Senator Grass. You were in disagreement with your conferees on
the board in 1929 as to that proposition.

Governor Prarr. I was, very strongly. .

Senator Grass. And with me, too, f)(;r that matter, although I
voted to raise the rates on one occasion,

The CraryaN. You were a member of the Federal Reserve Board
how long?

Governor Prarr. I was a member of the Federal Reserve Board
a little more than 10 years.

The CuamyMaN. You are now connected with what is called the
Marine Midland Corporation?

Governor PraTr. I am vice president of the Marine Midland Cor-
poration, with an office in New York. But I am not. speaking for
the Marine Midland Corporation. Mr. Rand will be here to speak
for the Marine Midland Corporation.

The Cuamarax. We have had two requests from the Marine Mid-
land Bank to hear Mr. Letchworth and Mr. Rand. I am thinkin
that the committee has so short a time that we can only hear one o
them and will have to limit him somewhat if we are going to get
through with our hearings in the time agreed upon; but, I am not
saying that with any suggestion of curtailing the subject you are on.
You go ahead, Governor.

Governor Pratr. I have said all I wanted to say.

., Senator BRoOEHART. Just a minute about that failure proposi--
tion. Out in the agricultural States, if the farmers had received
the cost of production for their products, there would not have been
any bank failures.

Governor Prarr. Well, the failure of no one industry ought to
affect the banks. They ought to be on a broad enough base so that
what was lost in one neighborhood or industry would be made in
another.

Senator Brooxmart. In other words, although a State is pre-
dominantly agricultural, the agricultural industry ought not to be
able to make it prosperous?

Governor Pratr. Well, certainly when agriculture goes down, and
the price of agricultural products goes down, the farmers are hard
enough hit then. Their banks will fail a year or two later and take
the rest of their money. That is what happens right along. Agri-
cultural prices declined greatly in 1920 and 1921. "The banks began
to fail in 1922 and 1923 and took the rest of the farmers’ money,
and there is no good reason for bank failures,

The CrarMaN. I agree with you that the farmers took the ex-
pert advice, and those that did not lose their money in the banks, if
they bought securities, they are getting smaller dividends on them
than if they had deposits in good ‘banks,

Governor Prarr. I do not know about that.
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The CrarmryaN. I will admit it is not very simple mathematics.

Governor Prarr. After all, with any kind of judgment, they have
still got their securities, and most of them are paying them some-
thing. A good many of them are not. But we know in our best
years we have had as many as 40 bank failures during the last 25
or 30 years; and somebody said the other day with that, during our
best month in 1929, there were 17 bank failures. I think it is a
disgrace to have any.

The Cramnan. I saw a magnzine article here that was written
on the Canadian banking system. Their records show they only had
16 failures in 62 years.

Governor Prarr. They have not had a bank failure in 10 years,
and we had 10,000.

The CramryraN. That is exactly it. In the 62 years they have
had more failures than they have had banks. They have 11 banks
in their set-up.

Governor Prarr. I think so. If you go back into the Dark Ages
62 years, you can find that a good many things have happened.

The CrAmmMAN. The trouble is, when you have a failure, you can
not just call it one with 400 branches.

Governor Prarr. The last bank failure in Canada was in August,
1922, That was the Home Bank of Toronto. It had about 62
branches. You can call that 62 failures. It does not compare with
the number we had in one year ourselves.

The CrAmRMAN. I am not contending they have the same number
of failures we do. But if the only thing we do with branch banks
is to recommend them as safe. there is not much we do. The
postal deposit will take care of the safety. I am assuming the bank
has a function of doing something besides taking care of the safety
of the deposits. Thatis my attitude, but you and I would not agree
on that.

Governor Prarr. I am afraid we would not.

The CHamdan. I am not going into that argument any more.

Governor Pratr. I do not think that we need to have nation-wide
branch banking. TUntil recently there was o very nice little bank
in Saskatchewan with 25 branches, all in one Province, Saskat-
chewan, the Weyburn Security Bank. All of the agricultural ter-
ritory was hard hit. They did not fail. They are in an agricul-
tural territory, but good management or some additional spread of
risk through branches in different communities kept them from
failure.

‘The Crammax. You know there are banks in agricultural sec-
tions of this country that have not failed.

Governor Pratr. Yes. They could have been run so as not to fail.

The CHamryaN. But there are a lot of them that have not failed.

Governor Prarr. Yes.. There are a good many of them that have
not failed. They are the ones, (}ferhaps, that were a little bit hard-
boiled or considered hard-boiled among the people that they were
serving,

Sengtor Broogmart. It was the hard-boiled ones that broke down
the farmers’ values and finally destroyed his credit, and finally de-
stroyed the banks.

Governor Prarr. I hope we shall some day have a banking system
that will not fail.
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The Crmamarax. Let us get this: You say Canada appropriated
money to pay their depositors?

Governor Prarr. That was with relation to the Home Bank failure
of 1922. The depositors were paid. I understand an act of Parlia-
ment or of one OF the Provinces was passed to pay the deposits.

The Ciramrazan. All I know about it was I was in Canada and
saw the newspaper item to the effect that one department of the
Canadian Government had voted an appropriation.

Governor Pratr. I have heard that such an appropriation was
made, but I think the liquidation worked out so that the deposits
were covered and the government funds paid back.

The CuamMaN. It was a very unusual thing.

Governor Prarr. Yes. May I add that the Home Bank failure
was not due to branch banking in any sense, but to outside invest-
ments.

Senator Brooxmart. In the agricultural sections, when the banks
made loans to farmers that were not liquid because they could not
produce anything in six months or nine months, if they were buying
these New York bonds, that would injure agricultural credit and
agricultural values, would it not?

Governor Prarr. Not necessarily. The banks in agricultural sec-
tions have always sent a lot of money to New York. For instance,
in your territory in the fall, when the crops come in, if everything
goes right the farmers will pay their notes off in the fall,

Senator Brooxuart. If they can get the price to pay them.

Governor Prarr. I say when everything goes well, when they have
good crops and good prices, they will pay their notes off. With
that money the banks either buy commercial paper or send funds
to New York to lend. They can not lend this témporary surplus
at home safely—not at that scason. If they do they become tied
up in real estate or something. Many of them have tried that,-and
that is one of the causes of bank failures in that country. The only
thing they can safely do is to send the funds to New York or lend
that money out at low rates on commercial paper, so that they can
get the money back when needed. They generally buy paper in.the
open market or buy New York bonds.

Senator Brookmarr. If the New York bonds were not liquid, the
farmers’ loans were not.

Governor Prarr. The farmer would not want to borrow in the
winter, and he would have no reason for borrowing at the time when
the banks had this money.

Senator Brookmart. Oh, yes; he does. He buys his cattle and
feeds them through the winter on his credit.

Governor Prarr. That is in the cattle-feeding territory; yes.

Senator Brooxmart. That is the territory I mean.

Governor Pratr. There is always a surplus of money in the West
in the fall, after the crops are in, when things go. right. .

Senator- Brooxmarr. There are certain crops there now. Thank
you.

~The Cramuax. Mr. Ottley is the last witness to-day. -
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STATEMENT OF JOHN K. OTTLEY, PRESIDENT OF THE FIRST
NATIONAL BANK OF ATLANTA, GA.

The Cmamyax, Tell us something about ‘your bankin% connec-
tions, besides being president of the Ifirst National Bank of Atlanta.
You are connected with more than one bank, I understand?

Mr. Orr1Ey. Yes, sir. I have that all in my statement.

The Crnamaax. You are telling your own business connections in
the statement you are about to make?

Mr. Orriey. Yes, sir.

During a lifetime devoted exclusively to the banking business,
I have always believed in national banks, and am still of the opinion
that they should continue to furnish the soundest banking service to
the country. I am in favor of every regulation that promotes their
safety and stability without impairing their usefulness. I have
always been an advocate of the. gederal reserve system. So great
was my interest and faith in the measure that chame to Wash-
ington to hear President Wilson deliver his message to Congress
on the subject. In addition to aiding in its establishment I served
for two terms as a director of the Federal Reserve Bank of Atlanta;
am at present a member of the advisory council to the Federal
Reserve Board, and have at all times aided in securing new mem-
bers and in endeavoring to extend the usefulness of the system.
This statement is made in no spirit of egotism but merely for the
purpose of assuring the committee, who do not know me, that I
appear here as a friend of the system you are endeavoring to perfect,
and as one who desires earnestly to be permitted to round out his
banking career within the Federal reserve system.

It is not my purpose to discuss this bill in its general application;
but merely to show you how it affects the institutions with which
I am associated, and it is, therefore, proper that I should describe
them. The First National Bank of Atlanta has furnished sound
and conservative banking service to.its city and section for more than
65 years. It is the.oldest national bank in the cotton States and
the largest bank south of Philadelphia, Indorsed upon the certifi-
cates held by the shareholders of this bank is the usual clause
evidencing their pro rata beneficial interest in the trusteed stock of
the Trust Co. of Georgia.

This trust company has been a member of the Federal reserve sys-
tem for a great many years. It was one of the first trust companies
established in our part of the South, and by its conservative man-
agement has acquired o valuable good will. Its capital stock is
$2,000,000. Its surplus is $2,000,000. It has more than a million
dollars of undivided groﬁts, and it is administering estates and
trusts or has wills on file representing something like $100,000,000.

The First National Associates is. a corporation organized under
the laws of Georgia, all of whose capital stock is held by the Trust
Co. of Georgia. None of it is held by the public. :

This company owns the majority of the capital stock of the fol--
lowing national banks, located in'the five largest cities in Georgia,
outside of Atlanta: National Exchange Bank, Augusta, Ga.; Fourth
National Bank, Columbus,-Ga.; First. National Bank & Trust Co.,
Macon, Ga.; First National Bank, Rome, Ga.; Liberty National
Bank & Trust Co., Savannah, Ga. ' '
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The First National Associates is the owner of a large quantity of
other property, but is strictly a holding company and does not engage
in any active business whatever.

Under the various definitions of affiliates in section 2 of the act,
it would appear that the First National Bank of Atlanta, the Trust
Co. of Georgia, and the First National Associates are each affiliates
of the other and of the national banks located in Augusta, Columbus,
Macon, Rome, and Savannah. Surely it was not the intention to
include member banks as affiliates. This would apparently follow
from the fact that affiliates are required to make statements and sub-
mit to examinations which would be quite unnecessary if affiliates are
member banks. The act can be made clear, if this is the intention, by
limiting the term * affiliate ” to trust companies, finance companies,
securities companies, discount and acceptance companies, investment
trusts, or other similar institutions or corporations not members of
the Federal reserve system (top of page 2.) I submit for your
consideration a proposed amendment to this effect.

Amendments to S. 4115: Page 2, line 1, after the words * trust
company ” insert the words  other than a member bank.”

Page 2, line 4, after the word “corporation” insert the words “not
a member bank.”

Indorsements on stock certificates: The act, if passed, would com-
pel us to do away with the indorsement on the present certificates of
the stock of the First National Bank evidencing the ownership of the
holders in a pro rata amount of the stock of the Trust Co. of Georgia,
thereby completely divorcing the twa institutions. (Sec. 17, p.
38, line 17.) Granting the power of Congress to do so, it seems to me
that the power should not, under the circumstances, be exercised
unless the necessity is compelling.

At the time this arrangement was made between the bank and the
trust company it was entirely legal and in accordance with a long-
established precedent which had at least the silent approval of Con-
gress. For approximately 20 years such indorsement had been
commonly used before it was adopted by our companies, and Con-
gress had not sought to prohibit it. Rights had grown up under it,
investments had been made on account of it, and the obligations of
these contracts should not be lightly violated. A large amount of
trust business which might have come to the bank has been turned
o;'er ti) the trust company, and these trusteeships can not now be
altered.

If I may be permitted I would like to say at this point, I assume
that it is probably known to all members of this committee that there
have been court decisions, one in Massachusetts, and one in Georgia
holding that a consolidated bank does not succeed to trust powers.
We had a State bank in Georgia doing a trust business and a na-
tional bank, and we consolidated them, and immediately following
the consolidation of those two under the national-bank charter, the
national bank was enjoined from succeeding to the trust business of
the State bank, and it was carried by us to the Supreme Court and
the Supreme Court of Georgia affirmed the decision. That is what
I mean by that.

“ Tl’}e CHatryMax. In other words, you were sustained in your posi-
ion?

Mr. OrTLEY. Yes, sir; that the trusteeships can not be ¢hanged.
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I would like further to defend the practice itself. Instead of be-
ing a detriment to sound banking, it is, as we use it, in the interest of
sound banking. Practically all the powers of the Trust Co. of
Georgia are incidental powers of banking which the First National -
Bank has the right to exercise. Instead of having all these activities
of a purely trust nature, carried on by the bank, they are exercised by
a trust company of substantial character with a long-established
reputation, itself a member of the Federal reserve system. The
bank is thereby left free to devote all of its energies and capital to
purley banking functions, which is, to my notion, in the interest of
sound banking practice. At the very least an exception should be
made of banks and trust companies which are members of the Federal
reserve system and subject to the regulations of the board.

Group banks: The act would, in my opinion, have a disastrous
effect on the group of banks in Georgia aftiliated with the First Na-
tional Bank of Atlanta. This group was organized in. accordance
with the law, and rights have grown up which could not be pro-
tected under the Federal reserve system if this act is passed. Kach
bank in this group is unquestionably stronger.and able to afford
better service to the public as a member of the group than it would
be if operated independently. )

"As between group banking and branch banking under proper regu-
lations, I have no hesitation in saying that I advocate the latter.
Section 21 of the act, page 45, is an approval of branch banking, but
it does not go far enough to save the groups already organized since
it is limited to those Sgtates which permit branch banking by State
law. Georgia permits branches but under such limitations and re-
strictions as would not be applicable to our group. The legislature
of the State is not scheduled to meet for more than a year and we
could not, therefore, reasonably expect to secure the necessary legisla-
tion in time to save our group unless this act is amended by per-
mitting groups already organized to be converted into one bank:
;vith granches at the places where the established banks are now

ocated.

All members of our group are national banks and, therefore, mem-
bers of the Federal reserve system. They are operated by independ-
ent officers, and in every instance care has been exercised to retain
the local boards of directors primarily interested in the welfare of
their commaunities and the accommodation of commerce, industry,
and agriculture in the contiguous territory. In addition to sub-
scribing their full quota to the National Credit Corporation and
aiding in every legitimte way the other financial institutions in
Georgia, these banks have retained the confidence of the public and
have been able during the depression through which we have passed
to afford adequate banking facilities to their respective localities.

Having been organized in full comnpliance with the laws of both
of State and Nation, valid contracts have been made and relationships
have been established affecting extensive property rights. Having
done no wrong and having committed no crime, I respectfully submit
that we should not be punished because some &ne else has broken faith
or abused a privilege. The many provisions of the act aimed at
group banking would affect seriously not only our banks, which repre-
sent 30 per cent of the banking capital and deposits of Georgia, but
also another sound and well-organized group 1n the same territory.

111161—32—p1 2 T
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These two groups furnish to the commerce, industry, and agriculture
of Georgia moré than half of its banking accommodations.

Senator TowxsEnp. You are speaking of the whole State now?

Mr. Orriey. Yes, sir; the whole State.

The Cramrman. Did I understand you to say this group furnishes
the bauking facilities for more than half the State?

Mr. Orriey. I say the group that I represent furnishes more than
30 per cent of the banking capital and resources of the State. There
is another well-managed, sound, strong group, which, together with
our group, furnishes more'than 50 per cent of the banking capital and
more than 50 per cent of banking credit of the entire State.

The CuamrmanN. Inasmuch as you speak of capital and credits I
will ask you, how many units does your group operate?

Mr. Orriey. Our group has the First National Bank in Atlanta
and five units out in the State; in the five largest cities in the State
outside of Atlanta.

The CeamaaN., You have six of the largest banks in the State?

Mr. OrTeEY. Yes.

The CHamrMAN. And they furnish about 30 per cent of the bank-
ing capital?

Mr. Orriey. The other group has a larger number of units, even,
than we have, though the total capital and deposits are not quite 8o
large as in the group that I represent.

The Crarmiax. They have about how many units, as an estimate!

Mr. Orreey. I would say that they have approximately a dozen.

The Cmamrax. Are they organized on the same basis that you
are?! Is the set-up the same?

Mr. Orreey. I am glad you asked me that question. The other
group is the Citizens & Soutliern National Bank with headquarters
at Savannah, and they have branches in Atlanta and Augusta and
Macon and Athens. Then, in addition to that:

The CmatryraN. Are they branches under the State law?

Mr. Orrey. Yes, sir. They took those branches when they were
a State bank and the laws of the State of Georgia permitted branch
banking. Then, when they joined the Federal reserve system, they
retained those branches, but they got those branches under the
State law.

Branches are not now permitted in Georgia outside the cities
because somebody put in a rider on a bill in the Georgia Legislature
one night after 12 o’clock. I was up there at the legislature until
about 12 o’clock listening to the bank bill. It looked as if it was
settled and everything, and then somebody after 12 o’clock stuck in
a rider limiting the Ii‘f’)ranch banking in Georgia. Since that time
the other group, the Citizens & Southern National Bank, have estab-
lished affiliates just the same as we have, ’

The CramyaN. Who are the holders of the stock, then? Have
they a holding company that is the holder of the stock of those
'aﬁi\liiat%? T h

Mr. Orrrey. That is the way it is done in the State rgia.
They must be held by a holdinsé' company, of Georgla

The Cmamuax. How many of these affiliate banks have the
abg}lt? T ' ok

r. Orreey. They have, for instance, established an affiliate at
Dublin, which, I think, was the first one. That is a good-sized town
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in which every bank in the town had failed, and upon the popular
request of the people they went down to that place and established
an affiliate.

The Cramrmax. Which affiliate has a national bank charter or a
State bank charter?

Mr. Orrrey. That one has a State bank charter. Then they have
an affiliate at Thomaston. That is a State bank. Then they have an
affiliate at La Grange, Ga., and that is a national bank. Part of
their affiliates are national banks and part of them are State banks,

The CaairaanN. Their total number of units would not be over
15 or 20 branches and affiliates?

Mr. Orriey. No.

The Cmairmax. That is what I am trying to get at. I was not
sure that I understood your set-up. I understand a number of large
banks have the stock held in a holding company there.

Mr. Orreey. The stock is held by our holding company; yes, sir.

The CHamuax. All right. I thank you. You may proceed.

Mr. Orreey. These two groups furnish to the commerce and indus-
try of Georgia more than half of its banking accommodations. A
way ount should be left open, and this is through branch banks.
Groups already organized should be permitted to retain as branches
the banks they now have, notwithstanding the State law.

b Ef{limtor Gurass. I understood you to say Georgia permitted branch
anking.

Mr. Orreey. Senator, I said that at one time Georgia permitted
state-wide branch banking. It now permits branch banking but in
a limited way and so limited, in fact, that it would not cover the case
of either the First National group or the Citizens & Southern.

Loans on collateral security: T%e term “loans on collateral se-
curity ” used in many places in the act should, in my opinion, be
clearly defined and limited. Loans on warehouse receipts, compress
receipts, bills of lading, and paper that stands for commodities of all
gorts are loans on collateral security. Banking accommodations can
not be afforded to the commerce, industry, and agriculture of the
country without loans on collateral security.

Under section 18 of the act, page 39, line 16, no national bank or
member bank can perform the functions of a correspondent bank or
have as its correspondent any corporation that makes loans on col-
lateral security. %ince all member banks make loans on collateral
security, none of these could act as correspondents for any other or
have any other act for it, and this prohibition would apply to the
Federal reserve banks themselves since they likewise maﬁe loans on
collateral security. I am sure this was not intended, but there is no
escape from the plain language of the act. If a certain kind of col-
lateral security was intended this should be defined and all other
collateral loans excluded. _

One hundred dollars par value: Section 17 of the act, page 38,
restores immediately the par value of all national-bank shares to
$100 each, but gives to banks having shares of less than $100 par
two years within which to issue new certificates. While I have no
objection to this change if it can be brought about without affecting
the present rights of stockholders, I call attention to the fact that all
persons having less than $100 par value of stock are automatically
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disfranchised. If the par value at present is $10 a share and a share-
holder has less than 10 shares, he could not vote and there would be
no way to issue him a certificate. Under those circumstances what
would become of his double liability? If the banks must issue new
$100 par certificates it is only fair that the act should provide a
method by which it can be legally accomplished.

Unobjectionable provisions: 'f'here are many provisions of the act
to which I personally have no objection, among them the open-market
committee and the requirements as to reports and examinations of
affiliates. The more frequent and the more searching you make the
examinations of the institutions in which I am interested the better
pleased I will be.

I heartily indorse the provision of section 28 for the removal of an
officor or director for the continuance of unsafe and unsound prac-
tices, and I believe that the enforcement of this provision would
strengthen the banking system of the county. I can not emphasizc
that section too strongly, because it is familiar to every member- of
this committee that banks have gone along with mismanagement and
the public has known about it, and the Comptroller of the Currency
has known about it, and the superintendents of State banks have
known about it and they have criticized it. But the way to get them
out has not been ({)lain, and I think that a way ought to be made to
get them out; and so far as I am concerned as a banker, I willingly
and heartily indorse that section.

Senator Brooxmarr. I would like to apply that to the Federal
Reserve Board itself.

Mr. Orriey. If I do not do right I am ready to let any three
people vote on me. . ‘

The Cuarryan. I think you want to go ahead without much inter-
ruption. It is getting late and I hope you will be permitted to.’

Mr, Orreey. I am nearly through.

While I have no particular interest in the restrictions sought to be
placed on 15-day loans, section 11, page 25, I am of the opinion that
the effect will be to limit a facility wﬁich is much needed to deprive
the Federal reserve banks of a profitable business, and to lessen the
value of Government securities,

Real-estate loans: Attention has been called by others to the prac-
tical difficulties involved in the enforcement of the provisions of
section 14 of the act, page 33, relative to the revaluation of all real-
estate loans and the adjustment of the loans to the revised valuations.
I indorse the testimony already given by others on this subject, and
would merely add that in my opinion this provision would prevent
national banks from making form loans, and would give to the
insurance and loan companies a monopoly of this business.

Increased reserves, section 13, beginning on page 27: I have
devoted my exclusive attention to banking during my entire business
life, and I give it as my deliberate opinion that character of assets
and not lack of reserves has been the cause of bank failures. The
increase of reserves at the present time is unwarranted, uncalled for,
contrary to the best interests of the banking system of America, and
lessens the ability of the banks to accommodate commerce, industry,
and agriculture.

The Federal reserve banks do not need these additional funds.
The member banks do need them. The First National Bank of
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Atlanta alone has $28,000,000 in time deposits, mostly in the savings
department. The additional reserve on this sum would amount to
$1,960,000. In other words, my bank would have just that much
less to lend its customers and just that much less to stimulate the
commerce, agriculture, and industry of the section in which it
operates.

As o banker I would estimate this money as having an annual
earning value of 5 per cent or $98,000. Our bank has reduced its
dividend rate 25 per cent. Twice the salaries of its officers and em-
ployees, beginning at the top, have been reduced. Other necessary
economies in operation have been put into effect, aud, in the face of
all this, to suffer the loss of $98,000 a year in revenue is more than we
should be asked to bear. The fact that we are given five years to
accumulate this additional reserve affords little comfort since the
obligation is immediately established.

Under the proposed reserves a nonmember State bank in Georgia
with the same déposits as the First National Bank of Atlanta would
have a possible advantage of $225,000 a year in earnings, since the
reserves of a member bank must be carried in the Federal reserve
bank without interest, while a nonmember bank could invest its
reserves in United States or State bonds.

Investment and segregation of time deposits, section 14, page
82: Section 14 makes it mandatory for national banks to invest all
time deposits not loaned upon the security of real estate in an eligible
list of securities set up under the State law in which savings banks
may invest, or where there is no such law, in such property and
securities as may be specified by the Comptroller of the Currency.
(P. 33, line 22.

The section further provides that all the property of any insolvent
national bank acquired under this section shall be applied by the
receiver thereof in the first place to the payment in full of its time
deposits. (P. 34, line 11.)

gince real estate loans are made impractical under the provision
for revaluations and readjustments, it will mean that all time de-
posits must be invested in securities approved by the State for the
investment of savings bank funds, or in such property and securities
as may be s%peciﬁe by the comptroller, and they will thereby be
withdrawn from the available bank credits to commerce, industry,
and agriculture. This in my opinion is the exact reverse of what
should happen. We need in this country more liquid bank credits.
There are enough frozen assets already. We need money to handle
the crops, to hold them, if necessary, for better markets, and to
carry on the general legitimate business enterprises of the country.
In my own bank we have agproximntely $75,000,000 of deposits,
of which $28,000,000 is classified as time deposits.” If this act be-
comes effective, none of this money—which means $28,000,000—can
be used for commercial banking purposes or the accommodation of
commerce, industry, and agriculture. YWhen the average depositor
Jearns that his time deposits are additionally secured, we may con-
fidently expect that he will resort more and more to time deposits,
leaving only a necessary balance in his checking account so that the
time deposits may soon come to exceed by far the demand deposits
in national banks. This provision of the act applies only to national
banks. By reason of the lien given time depositors, the demand
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deposits will become to that extent more insecure. Since depositors
in State banks in Georgia and probably in most of the other States
stand on an equal footing, it becomes apparent that time deposits
will enjoy the greater security in national banks and demand de-
posits in State banks. The inevitable tendency will be to encourage
the use of State institutions for commercial banking and to trans-
form national banks into savings associations.

The Cmairman. I am not sure that I understood: Is there a
double liability in the stock held in your holding company ¢

Mr. OrreeEy. There is not a double liability; no, sir. But, as I
stated, we have a large amount of property other than bank stocks.

The Cuamman. I am simply trying to find out how many of
these bank groups retain the double liability feature of the wunit
bank. I thank you.

The committee will meet at 10.30 o’clock to-morrow morning in
the regular committee room.

(Whereupon, at 640 o’clock p. m., an adjournment was taken
until Tuesday, March 29, 1932, at 10.80 o’clock a. m.)
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OPERATION OF THE NATIONAL AND FEDERAL
RESERVE BANKING SYSTEM

TUESDAY, MARCH 29, 1032

UNITED STATES SENATE,
Coxpirrree oN Banking ANp CuURRENCY,
Washington, D. C.

The committee met at 10.30 o’clock a. m. in room 303 Senate
Office Building, pursuant to adjournment on yesterday, Senator
Smith W. Brookhart residing.

Present: Senators Erookhart (presiding), Townsend, Fletcher,
Glass, Wagner, and Bulkley. . .

Senator Brooxmarr (presiding). The committee will come to
order. We will hear Mr. IE’reston first.

STATEMENT OF THOMAS R. PRESTON, CHATTANOOGA, TENN,
PRESIDENT OF THE HAMILTON NATIONAL BANK

Mr. Prestox. Mr. Chairman and gentlemen of the committee,
I have not prepared a statement although I have a few notes of
what I hope to say. I shall attempt to make clear to the committee
how this bill would affect our institution, and I think what will affect
one would affect all.

I am not going to attempt to speak except on two or three points:
And I do wish to say that I believe the bill has many constructive
features. .

First, I am going to attempt to explain to you how the proposed
reserve on time deposits would affect our institution. We have
normally about $20,000,000 of deposits, which are about 50-50; that
is, half time deposits and the other half checking or demand deposits.

Our normal reserve is about $1,000,000. In addition our deferred
credits will amount to about $500,000 more. So we have in reserve
account and in the deferred credit account with the Federal reserve
on the average about $1,500,000 all the time.

Now, if the reserve is to be moved up on time deposits from 3
to 7 per cent it will mean that we will have to have $400,000
additional.

In addition to that I will say that we are not in a reserve city, and
we require a good deal of vault cash for pay rolls and other purposes.
Our vault cash now is just about in the same proportion it was
before the establishment of the Federal reserve system. So in
reality with a bank no larger than ours one would have to have a
reserve account of $1,400,000 and deferred credits of $500,000.

Now, if we may say that money is worth 6 per cent, and that
is the legal rate in Tennessee, it would cost our bank $24,000 per
annum additional.
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I appreciate the fact that the Federal reserve system is rather an
expensive thing. It has many advantages, of course, and this thing
of switching deposits from demand to time will be an expense to us,
too, which will be more than we could gain. ) .

For instanee, when we pay interest on demand deposits at all it
is at the rate of 114 per cent, and on savings we pay 3145 per cent.
So there is a difference of 2 per cent, and all that we would save
would be the difference between $30 on each $1,000 and $70. So in-
stead of being an advantage to us it would be an expense.

I will say that we have rarely ever switched checking accounts to
savings accounts.

Senator Brookuarr. How about the case of other banks; would
that be an expense to them if they did that?

Mr. PresroN. It would be the same probably to all banks.

Senator Brooxnaxr. Then why do tgey do that switching?

Mr. Prestox. In our section of the country they do not do it to
any extent. Of course I can not speak for other sections, and I can
not speak for the other fellow, but I will say that we have never
done 1t to any extent. QOccasionally we have had temporary deposits
that we have switched, but it is very seldom the case. In fact, at
this time I can not recall a single account that we have of that kind.

.Another thing about the Federal reserve system, the people are
not sold on the system. A sign up on a bank that it is a member
of the Federal reserve system, to the public, does not mean what
it should mean. In other words, I do not think we have many, if
any, customers who do business with us because we are a member
of tthe Federal reserve system, or who would quit us if we were
not,

To put this additional burden on us would right at this time be
a hardship. We have reduced dividends. We have reduced ex-
penses. We have reduced the pay of everybody from the porter up.
And this would mean to us in the matter of reserve an expense of
$24,000 per annum.

Senator BrooxHarr. On that switching business I can see if they
switch from demand to time accounts, which would mean that they
would only pay the demand rate, where they would gain an advan-
tage by reducing the reserve.

Mr. PrestoN. You take these bank examiners, and they would be
pretty apt to find that out and report it.. I do not know that many
banks do that, because the difference between the time rate and the
demand rate is quite considerable. On lots of accounts we do not
pag anything at all,

Senator BrooxHArt. Is there any way that it could be stopped
without increasing the time reserve?

Mr. Prestox. Yes. I think the bank examiners could stop that.

Senator Grass. But the bank examiners do not seem to have
ifopped many things that went on in Tennessee and Kentucky some

ime ago.

Mr. Preston. Well, that is true.

Senator BrookHART. You may proceed with your statement.

Mr. PrestoN. Another thing, eligible paper in banks is growing
less all the time. There are many reasons for that situation, but
one reason is that the average Federal reserve bank is rather drastic
in their consideration of what is eligible paper. And then, too,

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 325

improved transportation facilities has had a good deal to do with
reducing the amount of eligible paper.

We, as a rule, are & nonborrowing bank. We seldom use eligible
paper, and do not believe much in rediscounts and bills payable
except for temporary purposes and emergencies.

Now, you take this liquidation corporation that has been proposed,
and I think upon the whole it is a good thing. I think it would
inspire confidence to some extent in the public. If the bill is enacted
as drawn our subscription to the stock of such a corporation would
be $100,000, and I am very doubtful if that stock would ever pay us
anything in the shape of dividends.

Usually a bank exhausts its good assets before it fails. In liquida-
tion there is very great depreciation. Now, that contribution coupled
with the excess reserve would cost our institution $30,000 a year
figuring money at 6 per cent, and about a like amount for the banks
that we are associated with or in a measure own. So upon the whole
it would cost us and our associates, and I will come to that in a
minute, $60,000 per annum, which would be a very great hardship
at this particular time.

Now, in a sense the subseription to this proposed liquidating cor-
poration means you will be doubling on the banks in a way. You
make them put up one-half of one per cent on their deposits, and
then the Federal Reserve System contributes to it. The Federal
reserve makes very little money except upon the accounts the banks
keep and the stock.

ow, I will say that we have a subsidiary which has a capitali-
zation of $500,000, which was created by dividends. The certificate
of the Hamilton National Bank carries with it a proportionate in-
terest in this subsidiary. This bill would completely put that institu-
tion out of business and force us to lignidate what we have.

And why should that be done? We think we have been construc-
tive along that line.. We handle municipal bonds, a few industrials,
and some preferred stocks. I can cite one instance in which I think
we have been helpful through that subsidiary to our community:
Our city water company, which is not publicly owned, wanted to
extend their mains. In connection with another institution in our
town we underwrote $500,000 of preferred stock of the water com-
pany and sold it to the publie, and thus the water company extended
their mains. And that is one stock which this depression has not
depreciated to any extent. It is being redeemed as agreed, and the
interest is promptly paid.

As I view the situation, people will always invest in securities,
I think a subsidiary of a bank as a rule is as responsible as the aver-
age individual broker. Some in our town are 1'esFonsible and others
are not, and to those the investing public would be driven.

Senator Brookmarr. Do you invest in listed bonds on the stock
exchange in your bank? )

Mr. PrestoN. To some extent but to a very limited extent.

Senator Towxsenp. Do you favor the same examination for your
affiliate? . .

Mr. Prestox. Yes, sir, I see no reason against it. As a matter
of fact we have an examination now of the affiliate the same as of
the bank. An examiner has just completed an examination of our
institution, and he examined the affiliate the same as the bank.
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Senator TownseEnD. Referring back to the matter of the reserve,
do you feel that the present reserve is adequate?

Mr. Prestox. I think so. I do not see why it is not, I do not see
why the Federal reserve system needs any more money, and it
lessens the lending power of a bank when you increase the reserve,
there is no question about that.

Senator BrooxmarT. You may continue your statement.

Mr. PrestoN. Now, as to these 15-day loans: We sometimes use
that 15-day privilege but I do not recall many instances when we
have used it, and it has not always been on Government securities.
And it is quite an advantage to us. While that is not important, I
mean that extra 1 per cent, still it would be a hardship on us and
a hardship on the community.

Rediscounts and bills payable in our section of Tennessee have
never been popular,

Now, as to the rate of interest on loans: Our rate in Tennessee is
6 per cent, and, in this bill it says that the rate of interest must never
exceed the legal rate. In my judgment that will do harm to the
very people it is intended to benefit, and they are the small borrower
at the country bank. A man in Tennessee who borrows $50 from a
small country bank, which is one of these character loans we talk
about, would be charged under this bill 25 cents. As a result they
won’t make any loans.

Now, the industrial loan people, the Morris Plan Bank and others,
in our community charge 16 per cent, and I think they are doing a
very constructive and helpfu}l) work. If a man borrows $100 they
charge him 8 per cent and give him $92, and give him 12 months
in which to pay it, in 12 equal installments. By that plan he
keeps all the money an average of six months which is 16 per cent.

That is the lowest of those rates I know anything about in our
community.

If you eliminate the little follow from the making of character
]oan]s‘,s you will drive him to the industrial banks or to the loan
sharks.

Senator Grass. Mr. Preston, it seems to me you have an amazing
misconception of that provision of this bill,

Mr. Prestoxn. I may misunderstand it.

Senator Grass. You are not permitted now to charge more than
the legal rate of interest, are you?

Mr. PrestoN. Yes, we charge the legal rate of interest.

Senator Grass. That is what I say. The purpose of that section
of this bill was to——

Mrs. Preston (continuing). But it is not enforced. But the most
of our loans are at the rate of 6 per cent.

Senator Grass. I do not think any restraining statutes about bank-
ing are enforced: That is the trouble. But I am saying that you
have the legal limitation now.

Mr. PrestoN. Yes.

Senator Grass. The sole purpose of this bill was to allow you to
charge above that legal rate when the Federal reserve bank raises its
discount rate, so that you will not be precluded altogether from trans-
acting business in such times. For example, in 1920 the rate at three
Federal reserve banks was raised to 7 per cent. It was raised to 7T
per cent in those territories where a majority of the States had a
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legal Iimitation of 6 per cent. Your bank in those circumstances
could do no rediscounting at all except.at a loss of 1 per cent.

Mr. Presron. We could not. .

Senator Grass, Well, the whole purpose of that section would be
to enable a bank to do it in those circumstances.

Mr. Preston. Well, I did not so understand the provision.

Senator Grass. I see you did not.

Mr. PrestoN. I am glad to know it. I thought it limited a bank’s
character loans to the legal rate.

Senator Grass. It enables a bank in such circumstances as I have
described to increase its interest charge, and that was the whole
purpose of the provision.

r. PrestoN. Thank you.

Senator Brooxuarr. You may continue your statement.

Mr. PrestoN. Now, we have a small group, and under the terms
-of this bill—well, I will first describe the group: We have a group
-only in our immediate territory. The parent bank is one and there
are 16 others. Our total deposits normally are about $40,000,000.
There are 4 groups in Tennessee, 2 in Nashville, 1 in Chatta-
nooga, and 1 in West Tennessee, composed wholly of country
‘banks. Not a single one of those banks has had any trouble during

this depression, and I will say that I have been in the banking busi-
ness & good many years, and have gone through five depressions, but
I have never seen values melt as they have ﬁuring this time, The
-depression of 1893 was bad, but not as bad as this. None of these
banks has failed or taken the 60 days’ withdrawal notice, and I think
all of them have done constructive work, and they have saved a good
many weak banks. We have ourselves taken over six in the past year
and a half, and some of those I know would have failed.

Another thing we have found, and I think it is true of all sections
.of our State: The public are not against branch or group banks.
They like to do business with a large and sound bank,

Senator Grass. Well, they are not the same thing, Mr. Preston.

Mr. PrestoN. I know they are not the same thing.

Senator Grass. Theﬁ are not the same thing by any means.

Mr. Preston. But the public have no objection to either kind so
far as I have been able to ascertain. _

Senator Grass. We have been urged to abolish group banking
altogether.

Mr. PrestoN. Well, I think it is.all right to abelish-group banking
if we had some place to go.

. Senator Grass. Well, we have tried to provide you a place in this
bill to go, in the matter of branch banking.

Mr. PrestoN. Branch banking would be all right. The bill pro-
vides that we can go to branch banking only when the State laws
allow the same privilege to State banks. As an example, you gentle-
.men would follow the Tennessee Legislature, and it looks to me like
it would be fairer for the Tennessee Legislature to follow Congress.
b ﬁlerrimtogr TowxseExp. Doesn’t the State of Tennessee permit branch,

anking ?

Mr. Presron. Only within city limits.

Senator Grass. If it permits it at all under this bill a national
bank would not be confined to a State. We do not require that.
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Mr. Prestox. You permit only state-wide branch banking or area-
wide branch banking when the State permits it.

Senator Grass. Yes.

Mr. PrestoN. Then some national banks in some States would
have a state-wide privilege, while in Tennessee they would not have
it. It may be all right, but I don’t just quite understand the
provision.

Senator Grass. That might put you to the necessity of going to
the Tennessee Legislature and getting them to legislate on a sound
basis for branch T)anking.

Mr. Preston. It would.

Senator Grass. But if you can assure us that Congress will make
it otherwise we will be very glad for you to do it.

Mr., Preston. It looks to me like these limits could be put on
branch banking. For instance, you could have the groups covert
their units into branches and stop there, or you could permit them
to extend their branch banking when they bought out an older
institution and allow them to go on.

I think the unit bank has served a great purpose, and that it
should be preserved and protected. I do not believe that a large
bank should be allowed to put up a branch in any community at
‘will. They might buy an old bank or something like that or absorb
one and create a branch. .

Senator Grass. Did you ever hear of a borrower at a bank, a busi-
ness man or merchant, who wanted credit at a bank, who objected to
branch banking?

Mr. PrestoN. In few instances I have.

Senator Guass. I never have.

Mr. Preston. In fact, most complaints come from the borrower.

Senator Grass. Well, I have been in Congress 30 years, and I
have sat in at many bank hearings, and I have never known a man
who wanted credit, who was a borrower at a bank, to object to branch
banking. ’

Mr. Preston. It is seldom the case, that is true.

Senator Brooxsart. I can bring you some that will make very
emphatic objections out of their own experience.

enator Grass. They might be major stockholders in some bank
who wanted to monopolize the community.

Senator Brooxnart, No; they are not bankers at all.

Mr. Prestox. I think the key to this whole business is the branch
banking feature if it is extended and you allow these groups to
convert. I think that will do as much to stabilize the financial situa-
tion as_anything else, and probably more than anything else I
know of.

Senator Brookxuart. In branch banking doesn’t it often turn out
that the local branch has to get authority from a higher place?

Mr. Prestox. Sometimes that is true, but that depends upon
managers.

Senator Brooxmarr. And it is very detrimental to the local
community. o

Mr. PrestoN. Sometimes that is'true. And sometimes it would
be better if it were true more frequently, to have at least a confer-
ence about loans. :

Senator Brookxmarr. You may proceed with your statement.
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Mr. Preston. Well, that is about all T have to say, gentlemen of
the committee.

Senator BrookHarT. Any more questions? (A ' pause, without
response.) We thank you, Mr. Preston.

Mr. Prestox. I thank you gentlemen for hearing me,

Senator BrookHART. YWe will now hear Mr. Payne.

STATEMENT OF WILLIAM K. PAYNE, CHAIRMAN OF THE
BOARD, AUBURN-CAYUGA NATIONAL BANK & TRUST CO,
AUBURN, N. Y.

Mr. Payne. Gentlemen of the committee, I come here as a small-
town banker in‘a small city in the State of New York, in the heart
of the agricultural section, where a good deal of our business is
dependent upon agriculture and the success of agriculture. A good
deal of our business is done with farmers.

Senator BrooxHarT. Is that in northern New York?

.. Mr. Payxe. Noj it is in central New York, west of the central part
of New York State.

Our bank is a merger of two banks, one of which had served the
community for 115 years and the other for 99 years.

We have been through a great many depressions, and we hope and
expect to get successfully through this depression.

I appreciate that this committee has been enga%fed in a long and
exhaustive study of the banking situation, and I think you are enti-
tled to the gratitude of all bankers for your work, and I certainly do
not want to come down here to Washington with any captious
criticism of any of the features of this bill,

But I, as well as other bankers in my section, are seriously alarmed
because of the very earnest belief that any attempt to change mate-
rially existing banking and commercail practices at this time will
tremendously handicap the recovery of business and the prosperity
of our people up there.

During the last 10 years I have had considerable to do with the
so-called banker-farmer movement up in our section of the country,
and I think I know considerable about the attitude of the small-
town banks in relation to our agricultural community and what their
troubles are. And I might add that we are havin? a very real strug-
gle to keep the people there going, and we feel that they want and
need all the help we can give them.

Senator BrooxHART. Do you have many abandoned farms in your
section of the country?

Mr. Payne. A considerable number. We have a reforestation
project up there that is going to take care of many of those farms.
It will cost a good deal of money, but ultimately I think it will solve
some of our farm problems up in that whole section of the State,

As a small-town banker ] have little immedinte interest in the
so-called affilintes. Many of them seem to be serving a useful pur-
pose, and some of them seem to have been operated not entirely for
the public gzood. The sort of banks I am speaking for are not bank-
ers for stock exchange brokers or investment banking houses. At the
same time, we do feel with a strong conviction that an attempt at
this time to * reform drastically,” if you please, this branch of our
financial system, in the manner proposed by this bill, would so
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inevitably and seriously affect security values that many of our small
country banks, which have so far successfully weathered the storm,.
would not be able to survive.

Senator Brooxuakrr. Do you mean by that statement that coun-
try banks buy a good many of these securities? :

Mr. PaynE. Yes; altogether more than we wish they had.

Senator BuLkrey. What provision of this bill will hit securities?

Mr. Payne. By disturbing or throwing out of gear this system
of marketing and carrying securities through the banking system.

Senator BurLkireY. I do not quite follow you yet. What will do
that?

Mr, Payxe. This idea of cutting off from the facilities of com-
mercial banks those people that are engaged in investment bank-
ing or stock exchange houses, it would Inevitably throw on the
market in a very chaotic way a lot of securities.

Senator BuLkrey. Your understanding is that the bill cuts them
off from the facilities of banks?

Mr. Payne. I think it would severely hamper the existing system.

Senator Brooxmarr. That ought to have been done before those
country banks bought those securities.

Mr. Payne. Possibly so. I am not particularly interested in how
they do business, but I am very much interested that the present
system shall not be disturbed, certainly not at the present time,
speaking from a selfish standpoint, for I believe it would affect our
own securities.

Senator Brooxmart. If it is wrong, it seems to me we have got
to get rid of it. :

Mr. Pay~e. What was that?

Senator Brooxmarr. I say, if it is wrong at some time we have
got to get rid of it.

Mr, PAxse. Yes. And of course there are a great many changes
that could be made 'in the law at the proper time. But we are in
a situation now where we are very much alarmed at the idea of
these things being done, just at the present time.

_ Senator Burkiry. I do not think you have made clear how this
is going to hurt that situation any. .

enator Towwsexp. Is it your feeling that any bill passed now
gvdouled be dangerous to the situation you have described; is that your
idea?

,Mr. Payxe, Yes. Any bill that markedly changes the existing
situation, a situation which has grown up, of course, through an
experience of years, would materially affect us in these present
times. And the situation to-day is so delicate that any little thing,
such as the suicide of Mr. Ivar Krueger in Paris, will have a bad-
effect. That had a tremendous effect. I know a bank that has some
of Si:hose se%lrities. H

Senator BuLkLEy. How much influence in the matter of
points of depreciation did that suicide have? actual

Mr. Paynve. How was that?

-Senator BurkLey. How much effect did it have?

Mr, Payne. Well, I know of one bank that had quite a lot of their
securities, that they have wanted to get rid of for a long time but
have not had the courage to take the loss, and they are seriously
contemplating whether they will not have to close.
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Sgga;or Boukrey, What does that have to do with the fact of the
suicide

Mr. Paxne. Well, the market went down.

Senator Burrrey. How much$

Mr. Paxne. I can not quote you the figures.

S'enéztor BurLkLey. Very little, wasn’t it, and it came right back
again?

ng. Payne It was quite a lot.

Senator TowxseExp. The Krueger and Toll securities were affected
tremendously.

Senator BuLkirey. In the matter of their securities, yes; but I
thought Mr. Payne was talking about the general market situation,

Mr, Paxzne, I say that one thing disturbed that section of the mar-
ket, and there is one bank I know of that will quite likely have to
close by reason of it. And if there is another general disturbance,
or other disturbances of the market at the present time, it will add
to the troubles of the banks.

Senator BuLkLEy. I do no see that you have pointed out any dis-
turbance that would be created by this bill.

Mr, Paxne. Well, I think it is quite evident that if the provisions-
of this bill drastically change the banking situation at this time, that
will be the result. :

Senator BuLkLEy. What do you mean is so drastic? What point
about this bill is drastic?

Mr. Payne. It would affect banks in many ways. You are cut-.
ting them off from the use of commercial banks. I mean people en-
gaged in financing securities.

Senator BuLkLey. What provision of this bill cuts any person off ¥

Mr. Payne. You are providing, for instance, that investments in-
banks on time money shall be limited to certain real estate and sav-
ings bank securities.

Senator BurgLeEy. What provision of the bill are you referring to
now? I am not quite sure that we are talking about the same thing?

Mr. PaynE. It is section 14, I think. [Reading:]

Every such bank may apply the moneys deposited therein as time deposits to
the loans herein authorized, and the balance of such time deposits—

Senator Burkrey (interposing). On what page of the bill do
vou find that?

Mr. Payne. Page 33, at the bottom of the page.

[Continuing reading:]
and the balance of such time deposits shall be invested in property and securi-
ties in which sivings banks may invest under the law of the State where such
national bank Is situated. B

Now, there are——

Senator Buxrey (interposing). Mow much difference does that
make in the case of your bank now? :

Mr. Payne. To my own bank very little, but I know of a bank,
that has securities and they are just holding on by their toes.

Senator BuLgLeY. You are speaking now about real estate securi-
ties.

Mr. Parne. Noj; X am speaking about the same securities that they
have now, but they are not savings-bank securities.

Senator Grass. Ought they to have them?
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‘Mr. Pay~e. No. But this is a time when they are alnost dead,
and I do not think you should suffocate them. )

Senator Grass. When will we stop it with the bad kind of bank?

Mr. Payne. When the situation gets so there is a real market for
securities, founded on their intrinsic value, and not when prices are
founded .on panic values, such as we have now. i

Senator Grass. Then won’t the bankers come here and say: Don’t
tonch anything now. You will freeze this remakable prosperity we
are enjoying.

Mr. Pay~e. I will not, Senator Glass, because I think it ought to
be done then,

. Senator Brooxmarr. I have a chart made by the Alexander
Hamilton Institute which shows that stock values are right now as
high as they were at the time of the 1919 war inflation.

Mr. Payxe. Of course, our bank has no stocks. We are not doing
a stock business. '

Senator Brooxmart. Well, bonds would be inflated along with
stocks, or at least they always are.

Mr. PayNe. Well, we have a good many bonds in our bank that
certainly are not inflated.

q Se{mtor BrooxHarr. There are a good many bonds that are de-
ated.

Mr. Pay~E. What was that?

Senator Brooxmart. Isn’t the trouble with bonds that the banks
have purchased, they were inflated bonds and they are now depre-
ciated in value?

Mr. Pay~E. Yes; perhaps that is so in.some cases.

Senator BrooxHarT. And if their value is less, somebody has got
to take the loss. Should we give them the opportunity to pass that
loss off on to innocent people

Mr. Pay~e. I think at this time, Senator, if we should do that
if we should close these banks by ‘that action, it would do more
harm to the investor than any possible harm that could be done
by holding on to them until we get back to fairly normal conditions.
In a small town if there is a bank failure it is a tremendous thing
to the community, as you know,

Senator BrookHaRT. I know that perfectly well. I have been in
two of them myself, so that I know from experience.

Mr. Pax~Ee. Well, right around my section we have not had any,
and we certainly don’t want any.

Senator Wae~ER. Mr. Payne, has there been a shrinkage in the
amount of loans made by your bank covering, say, the last 12
months?

Mr. Pax~E. Yes. Of course we are not lending anything for the
purpose of investment. Where people want to get into the market
we don’t belp them. But people who have business loans, of course
they have shrunk because they have not the use for the money.
Many of our industries are not operating.

Senator Waoxer. That is the point I want to come to nest. Is
that due to the refusal of the bank to make loans? ’

Mr. Payxe. Oh, no.

Senator WacxEr. Or is it simply the reduced demand for credits?

Mr. Paxse. We would be very glad to make some good loans.
We are loaning. ' ‘ '
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Senator. Waexer. That is due to business activity?

Mr. Payne. Yes. We are now loaning to some of our farmers
who are looking ahead for their swnmer requirements, and even
I think, we are making some loans I do not-like to make but I feel
we have got to do it to help them along.

Senator Waexer. Are they dairy farmers?

Mr. Pay~e. There are diiry farmers. We are a very diversified
agricultural industry. We are on the edge of the fruit belt. We
made a loan the other day to a man who has a large apple orchard
as well as other things. We have diversity of products. Our coun-
try used to be the largest timothy hay county in the United States
before Mr. Ford put the Lorses out of business. - They have changed
into dairying and raising of alfalfa and diversified crops.

Senator Wacxer. Do the farmers yon are in touch with ‘include
the territory around Orleans County

Mr. Payxe. No. That is quite a little west of us. We are just
26 miles west of Syracuse.

Senator Waener, There were a nuinber of bank closings in the
Orleans district, were there not?

Mr. Payne. Yes; I think so. I am not very familiar with the de-
tails of it, but I know they "had troubles up through there. They
had some trouble in the frnit section. When' the joint stock land
banks started they made some very liberal loans up through there
and got the farmers very badly in debt, and they have had a lot
of trouble. We have had very little of that in our section.

Senator Waaxer. Some of the farmers up in that section now feel
there are not enough banking facilities there for their purposes?

Mr. Paxne. They may not have for the immediate time, but I
think one of the things we are suffering from is they had too much
credit. They were encouraged to borrow too much money some
years ago. 5 '

Senator Burkiey. I would like to understand further ihat you
think is drastic about this. As I understand it, you are reading
from section 14 as an example of a drastic change. Do you mean
that it is a drastic change in the existing law to have this limita-
tion on loans on real estate? )

Mr. Payxe. No; I do not think, Senator, that you understand me.

Senator BuLkrey. Just what is drastic about that? I would like
to understand you.

Mr. PaynE. I stated that thing would cause trouble to some of
our banks. What I meant was——

Senator Burkrey. What sentence in it would cause trouble?

Mr. Pay~e. It was not that paragraph that I referred to as a
drastic change in industrial machinery. What I referred to par-
ticularly was the provisions in here. I have gone over this.

Senator BuLkrey. What was your. purpose in referring. to this
paragraph? Do yoii object to it at all? . )

Mr. Pay~e. Yes. That a good many of our banks if they are
limited to savings-bank investments suddenly will have to——

Senator Brrkiey. Limited to what? Limited to 50 per cent of
their time deposits on real estate? °

Mr. Pay~e. Limited to thé balance that they may have in other
than real-estate loans, to savings banks, to legals. It will compel’
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them to throw out of their banks at a very low price some securities
that they have to hold on to in order to weather this thing.

Senator Buukrey. You noticed how long a time they are given to
complete by this section, did you?

Mr. Payne. Yes. If we knew when this recovery was coming,
and how fast, we might not be so thoroughly alarmed; but in my
opinion, and, I think, the opinion of most bankers, it is going to
be very, very slow.

Sen?ator émss. Suppose we advance the time from two to five

ears
¥ Mr. Payxe. I think that would help very much.

Senator Burxiey. I am inclined to think you are right about
that. What did you mean by a drastic provision?

Mr. PayNE. As I went over the bill I was impressed very much
with the idea that it was going to very seriously cripple the——

Senator- BuLkLey That is very interesting, because quite a num-
ber of witnesses here have made the statement that some provisions
of the bill are very drastic, and always when I ask them just what
the drastic provisions are, we have this same long pause, which is
not always shown in the record. I was wondering if you were going
to be more successful than some of those.

Mr. Payxe. That is all very proper criticism, Senator; but I con-
fess that I was focusing my attention more on certain specific things
here. I am not intimately interested in this stock exchange branch
of banking; but going over the bill, without specifically making
notes on just what they are, the impression was very strong on 1ne
it was going to interfere seriously with that business.

Senator Burkrey. My theory is some of you gentlemen have
had certain very drastic language suggested to you and you have
adopted it without analyzing 1t for yourselves.

Mr. Payxe. I have had no langnage suggested to me.

Senator Guass. Either that or there is a coincidence of opinion
and criticism that is rather extraordinary.

Mr. Payne. Well, it may be some of both. I do not know.

Senator Grass. Some people have gone to night schools.

Senator BuLkLeY. Just to get it fairly stated: Do you really mean
that there is anything drastic in it, or was that just a general
statement ?

Mr. Pay~e. That was the impression made on me very strongly.

Senator Burkrey. If it made that impression it surely ought to
be justified by some one or more things in the bill.

Mr. Payne. It certainly should, and I confess that just at the
;lnoment I cannot put my finger on them. I am quite sure they are

ere.

Senator FrLercHER. The expression “ a drastic provision ” is a very
general expression. What do you mean by “a drastic provision *?
Restrictions or lack of restrictions, or what do you mean?

Mr. PAYNE. I mean a rather drastic interpretation of the methods
of doing certain forms of business which have grown up for years
and any change in which would be sharp for the time being, and that
this is not the time to do anything of that sort. )

. tsengtor Frercuer. You refer to the general effect of the legis-
ation

Mr. Payne. Yes.
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Senator TowxsenD. Is there a general opinion among the bankers
in your section that any legislation now, whether drastic or mild,
would affect the situation?

Mr. Payne. I talked with several of them before I came down.
here, and they all felt about the way I do, that this was no time to
do it. We are under a severe strain, and we feel that anything that
adds to that strain now simply should not be.

Senator Grass. Then you think it would be deplorable for Con-
gress to pursue this proposed investigation of the stock exchange
right now, do you not? .

r. Pay~Ne. I do not know as it would be, no. I do not think an
investigation would do any harm—a constructive investigation.

Senator Grass. Do not you think that would be rather disturbing
right now?

r. Payne, Well, we have had so much, if it is not followed by
a threat of immediate action, I doubt if it would have a serious effect.
I am not an expert on stock exchange procedure and my opinion is
worth very little on that subject, Senator, if anything.

Senator Grass. But you seem rather disturbed over what you
think is some drastic interference with that.

" Mr. Pay~e. I mean as it affects us as small country bankers. As
far as the large bankers are concerned, that is their grief. I do
not want to speak for them. I do not know about their situation.

Senator BurLkrey. It is not too late, if we can find something
that is really drastic in the bill, to correct it, but if you can not
guide us to it and we can not think of anything ourselves, it is pretty
hard to make it less drastic.

Mr. Pay~ne. I got in here dyesterday and heard some of the ad-
dresses here, and 1 have read some of the newspaper reports, and
it seems to me that—-

Senator Burkrer. Have you heard anything more than just a
vague generality about how drastic it is?

Mr. Payne. I think I have. I do not know what you mean by
a vague generality. When a person comes in here and says that cer-
tain provisions of the bill which they point out will do this and
that ? .

Senator Burkrey. If you would name the provision certainly I
would withdraw the charge of vague generality. That is what I
am inviting you to do. .

Senator Grass. Yesterday perhaps you heard an experienced and
apparently very intelligent banker, speaking for the whole banking
association of his State, say that the requirements of the liquidation
corporation would exact a contribution of $350,000 from his bank,
whereas the actual computation showed that the contribution would
only be $87,500. '

Mr. Pay~e. I did not hear that statement. I was not here all
the time.

Senator BurkiEy. I had a further purpose in asking you that
question, because I think there is some lnnguav_e in this bill which
certain bankers have misinterpreted, and think that their mis-
interpretation is pretty readily understandable. = Two or three
bankers: have criticized one part of this bill and have promptly
withdrawn the criticism when it was explained to them what the

0y
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section really meant; and I was wondering if you were one of those
that had been deceived in that way.

Mr. Pay~xe. What provision is that?

Senator Grass. The provision about “the purchasing and selling
hereafter.”

Senator Towxnsexp. Section 13,

Senator BurkiEy. Concerning the amount of securities which
banks may purchase and hold for their own account.

Mr. Payxe. T am frank to say that, on my first reading, I think
vour langunge seems to be rather vague, but I did not interpret.it
the way I heard it in some— _

Senator BurkLey. You do not think there is anything to be
alarmed about that, do you?

Mr. Payxe. No; I do not.

Senator Burkrey. It has generally been agreed that it is not
alarming when they understand what it means, -

Mr. Paxyne. Yes. Of course, I would rather see the bill become
a law with a little more specific explanation about that.

Senator BurLkLEy. I quite agree with you that the language would
have to be clarified.

Senator Grass. Yes. Ve have repeatedly stated to witnesses we
are glad to clarify any of the language there that seems to be mis-
understood; but that does not seem to make any impression on
suceeeding witnesses, They devote themselves to identical criticisms.

Senator BurkLry. Some of them have not heard the other
witnesses.

Mr. Payxe. I assume that is largely the purpose of these hearings,
to bring out those defects, so we may explain what seems to be a
defect is not really a defect.

Senator Grass. Most of them stick to the curriculum.

The Crammax. Have you any further statement?

Mr. Payne. Yes. There are one or two other things I would like
to say if I do not trespass too much on your tine.

On the questioon of the branch bank business: Many of our coun-
try banks have long given their community satisfactory service under
the unit banking system and view with some apprehension a further
extension of chain and branch banking. My own opinion is that this
system will grow as, if, and when it suits the business needs. It is
a slow and evolutionary growth, and its final form will come through
the trial and error system. Whatever legislation is enacted will not
be perfect; there will be defects in it, and during that time of ex-

erimentation it will be costly to the banking system, but I think
1t has got to come.

Senator Grass. What has got to come?

Mr. Payxe. Experiments as to what is the ultimate form of our
banking system. But it seems to me that this is not the time to go
through those experiments. If you gentlemen feel at all the way I
feel about the serious situation we are in now, it seems to me you can
agree with me that anything in the nature of experimental ‘legisla-
tion looking to a change or to new forms of the machinery of business
should not be undertaken at the present time.

Senator Grass. But we have had witness after witness to tell us
that we not only should have branch banking but that we should
go into States regardless of State laws.
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Mr. Pax~e. That mai,' be so, Senator. I do not think any of us
can predict what the ultimate form is going to evolve out of this
system. I think there are going to be changes as there are in prac-
tically every other form of business activity, retailing and other
things, but it seemns to mie this is not the time to nbcgin those
exgeriments.

enator Grass. Do you favor general banking or group banking?

Mr. Payxe. Do I favor it?

Senator Grass. Yes.

Mr. Pay~e. Frankly, I do not know what the solution is. We
have grown up under a unit system and we like it. I do not think
it is going to continue. Of course, it is not now the only system,
We are going through an evolution, and what the ultimate outcome
is I do not know. I wish I did.

Senator Brooxmamrr. You are not familiar with cooperative
banking ¢

Mr. Payxe. Only by some reading on the subject. That is a
very interesting experimentation. It might possibly be the ultimate
solution of the thing.

Senator BrooxHaxr. It is not an experiment any more in the
countries that have tried it. It is the oldest and best established
system, the cooperative.

Mr. Payxe. Of course, opinions may differ on that. I think it
is going through some experimentation yet. I may be wrong.

genator BrooguArT, That is in countries that have not tried it
or are just beginning. .

Mr. Payne. I do not .think any form of business machinery is
statie.

Senator Frercuer. Do you mean to say that the present banking
laws as they stand now are satisfactory and ought to be let alone,
or do you feel that——

Mr. Paxxe. Not entirely, Senator.

Senator FrercHER. Or do you think there ought to be some changes
and improvements on the present banking laws? .

Mr. Payne. I think we can always improve our machinery.

Senator Frercaer. Then why not do it?

Mr. Payxe. But I do not think at a time when our Nation is
so sick—and it has affected a great many towns, and whether a cer-
tain town is going to have a bank failure is a serious question from
week to week—I do not think that is the time to do it. That is the
one time when we should have a rest. That is my general attitude.

Now, there are just one or two specific provisions here——

Senator. Grass. Many of them have gone to their eternal rest,
have they not?

Mr. Payne. I know they have, and I want to save some others
from going through if T can. .

There are two or three provisions of the bill which I believe are
particularly disturbing to banks in agricultural communities. I
would like to call to your attention section 11, penalizing the use
‘of other than eligible paper in borrowing from the Federal reserve
banks. Many country banks in small communities often have little
eligible paper (in spite of the figures you have on the whole amount)
at the time they need to borrow in order to make needed loans to
their neighbors. These loans are based largely, not on tangible

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



338 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

security, but on the intimate knowledge of the banker of the char-
acter, habits, and earning ability of the borrower. We loan a great
many farmers on our knowledge of the fact that for 50 years, per-
haps, he has on the whole successfully conducted his business. It
does not create eligible paper, and in the small community we get
very little eligible paper, comparatively speaking, to what we used
to get from our merchants and our small manufacturers.
enator Grass. Do you make farmers’ loans for 15 days?

Mr. Payne. Loans to farmers, do you mean?

Senator Grass, For 15 days; yes.

Mr. Paxxe. Oh, no.

Senator Grass. What is it you are talking about? What par-
ticular provision do you say you are talking about? Section 11 of
the bill?

Mr. Payne. Section 11; yes,

Senator Grass. How does that interfere with the loans to farmers?
My, Payxe. Well, I say if we are fpenalized for using somethin,
besides eligible paper to get money from the Federal reserve bank
when we need it

Senator Grass. On 15-day paper?

Mr, Pay~ne Yes.

Senator Grass. You make loans to farmers for 15 days, do you!?

Mr. Payxe. Oh, no.

Senator Grass. I do not exactly understand.

Mr. Payxe. We borrow from time to time when we need it, in
the peak loads.

Senator BuLrLey. How often do you use this facility of borrow-
ing on the 15-day note?

. Mr. Payne. I should say we are in and out of the bank perhaps
20 per cent of the year. We borrow for a few days, build up a re-
serve, and carry the peak and are out again,

Senator BurkrLEY. Most of it you carry?

Mr. Payne. Practically all. We very seldom rediscount. We
carry $1,000,000 of Government securities.

Senator BurLkrey. You find it the more convenient way of bor-
rowing? Even if you have the eligible paper you are likely to use
the Government securities?

Mr. Pay~ye. Yes. It is very seldom we borrow by rediscounting.

Senator BuLkLEY. You find it more convenient to complete the
transaction ?

Mr. Pay~e. It seems to me a waste of time in the Federal reserve
bank. We send down our note and that is all there is to it. There
is no question of getting together a lot of statements and scrutinizin
notes, perhaps throwing out some and substituting others. We ﬁng
it much more convenient.

Senator BureLEY. You are speaking for your own bank?

Mr. PAaY~E. Yes.

Senator BuLkrLey. Do you think that is true generally of some
other banks?

Mr. Pay~E. I do not know, of course, the intimate practices of
a great many of the other banks, but I know some of the banks
of our character that have the same experience. Just how universal
it is I could not tell you.
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Section 18 increases the reserves on time deposits in country banks
to 7 per cent. Most of the country banks, especially in towns where
thre are no savings banks, have a large percentage of their deposits
on time. These are the banks, in my opinion, that at this time
need every dollar of profits they can legitimate’ly enrn, and there-
fore I think that this is no time to bring that in, if it i1s desirable,
Personally I can not see any desirability of doing that.” I do not
think the Federal reserve banks need those reserves, and it seems
to me it is just taxing, cutting down the earnings of our banks.
T can not see any particular reason for doing it.

Senator Burkiey. It is generally agreed by expert opinion that
reserves are not too low.

Mr. Payxe. No. I do not think they are too low.

Senator BurLxLEr. We have plenty of testimony on that.

Mr. Payxe. You do think so? OQur own experience is that when
the reserve limit was cut down before it changed our cash reserves
very little. In other words, the lower the amount we had in the
reserve bank, the more we kept in our own till or with our New
York correspondent. We know from time to time about how much
cash reserves we need and we keep them,

One other proposition——

The Cuamax. Your time expired quite a while ago. We have
one more witness to hear before noon, so we might as well close it up.

Senator BurrLey. I think it is largely my %ault.

Mr. Pay~e. Section 14 provides for segregation of time deposits
and limits their investment to real estate loans and securities legal
for savings banks. In my section of the country such a limitation
would deprive many communities, I believe, of the opportunity to
-borrow from the bank the funds to which they are legitimately
entitled. :

Senator Townsexp. What are the total deposits of your bank?

Mr. Payne. - About $7,000,000 now.

Senator Townsexp. How are they divided?

Mr. Payxe. A little more than $4,000,000 in time deposits and
the rest in demand deposits. We have two good savings banks in
our town. They have a large proportion of savings accounts in some
of our surroundings banks, and they do all the savings business there.
A very large proportion of their deposits are savings deposits. I
do not know how they are going to finance their little community
and the surrounding country unless they can use those funds for it.
They are the funds gathered into the community for the purpose of
the use of the community, and I believe they ought to be available
for loaning.

That is all I have, and I thank you very much, sir.

Senator Wac~ER. I would like to say if there is anything further
you want to communicate to the committee, will you send it to me?

Mr. PayNe. Thank you, Senator. I shall be glad to send it to you.

The Cuamatan. Mr. Wakefield.

STATEMENT OF L. E. WAKEFIELD, PRESIDENT OF THE FIRST
NATIONAL BANK OF MINNEAPOLIS, MINN,

. Mr. WaKEFIELD. Mr. Chairman and gentlemen: The First Na-
tional Bank of Minneapolis, of which I am president, is a member
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of a group system operating in the ninth Federal reserve district
and prinmpaﬁvy in the four States of Minnesota, North and South
Dakota, and Montana. ,

I shall confine my remarks to the effect of this bill in its present
form on group banking as it exists in the Northwest. I believe that
the purpose of the bill is constructive and contains great possibilities
for goog, but after careful study we in the Northwest are convinced
that it should be altered in several particulars to avoid a harmful
result which outweighs helpful features.

By way of introduction I would like to state in a word what group
banking, with us, means. Most of the banks of our group are
national banks. The stock of these banks is owned by a holding
company and for the most part was acquired by exchanging the
stock of the holding company for the stock of the banks, so that
each original stockholder in an individual bank continues to be a
stockholder but with his stock interests spread over a number of
banks instead of being confined to one single bank. The result of
this exchange amounts, in practical effect, to the creation of a
partnership, in which all the partners obtain the benefit of diversity
of assets, increased efliciency of management, and economy through
standardization of banking methods. gInasmuch as the two cities of
Minneapolis and St. Paul predominate enormously in population
over the rest of our territory, which is largely rural, this partnership
is in reality a partnership existing between the cities and the country.

Up to the present time the partnership has turned out to be a
poor one for the cities and a correspondingly advantageous one for
the country, because the extreme depression in agriculture and agri-
cultural values, resulting in heavy losses to the country banks and
a great increase in their frozen assets, has not only made it impos-
sible for these banks to produce their share of the earnings of the
partnership, but has made it necessary- for the holding companies
to supply them with large sums of money to restore their impaired
capital and reserves and keep them in a sound and safe condition,
However expensive this has been for the cities, it has in fact proved
of inestimable value to the district as a whole. We have had nu-
‘merous failures of small independent banks, but we have had no big
bank failures. In spite of the disappearance of farm land values,
in spite of drastic reductions in- the price of farm products, cattle,
etc., and in spite of drought and grasshoppers, we have succeeded in
maintaining a sound banking structure for the people of our section,
and this success can only be attributed to the strength which is
inherent in the group system of banking.

We did not, as in the case of our friends in Michigan, remain
within the borders of one State, for the simple reason that, with the
possible exception of Minnesota, there is no one State in our territory
which of itself affords sufficient diversity of resources to make group
banking, thus limited, either profitable or safe. The development
of the past two years makes it clear that any group banking system
which had attempted to operate in Montana alone or in North
D_akotu alone or in South Dakota alone would have had the most
disastrous experience and would probably have involved any one of
those states in a complete collapse of its banking structure.

Our task is by no means completed. We are willing to accept
the responsibility for completing it and hope to do so without asﬂ-
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ing any financial assistance from the Reconstruction Finance Cor-
poration, the National Credit Corporation, or any other agency.
We only ask that we be not hampered or hindered by the enactment
of legislation which would make our task any more onerous than
it already is.

Naturally that portion of this bill which is of paramount and
absolutely vital importance to us is section 20, which prescribes that
group bank holding companies shall maintain certain reserves in
assets other than bank stocks for the purpose of protecting any
future stockholders’ liability. The enactment of this section as
written would completely put us out of business, or at least force
us out of the Federal reserve system. This is not a threat; it is a
plain statement of fact. We do not want to abandon the Federal
reserve system, but we are physically unable to comply with these
requirements. The assets which would have enabled us to maintain
these required reserves have been depleted by contributions to our
country banks for the purpose of restoring their capital and reserves.
Even if this were not so, we think the reserve requirements are alto-
gether too severe and that they are particularly unwise in that.the
require the holding company to maintain them in a frozen condi-
tion and only permits their use after a bank has failed rather than
allowing them to be used to prevent such failure.

I understand that an amendment is before the committee which
reduces these reserve requirements and makes them available b
way of prevention before failure.as well as a cure afterwards.. If
this amendment is .adopted, it will remove our objections to
section .20. . . .

The other provision of the section, requiring reports and examina-
tions of the holding company and its affiliates, have our hearty ap-
proval and support.

The next subject of great interest to us as group bankers, and of
even greater importance to the communities we serve, is the matter
of branch banking, section 21 of the bill. As this section is now
drawn, with the limits as to State law included, it accomplishes
nothing so far as the Northwest is concerned. If this limitation were
removed, it is almost impossible to exaggerate what it would ac-
complish in our territory. I recognize that in advocating state-wide
branch banking at this time, I am departing from opinions I ex-
pressed in my testimony before the subcommittee a year ago. I admit
that frankly. We have learned by our experience of the last three
years how much more effective branch banking would be than group
banking. I do not think that a year ago the people in the country
districts were ready to'accept branch banking, but this sentiment has
undergone a great change, and I am certain that the ma{grity of
these people are not only no longer opposed to branch banking but
anxiously hoping that it will be accomplished with least possible
delay.

Ag,ide from the correction of faults and abuses which have de
veloped in the banking business during the last few years, it is essen-
tial that any banking legislation should be directed toward relieving
the emergency which exists at present in the banks of the country,
by preservation of the deposits in existing banks, the restoration of
confidence by the prevention of further bank failures, and the estab-
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lishment of a sound banking structure as the prime requisite to
revival of general business.

At this time there are a large number of banks open and operat-
ing where the capital and surplus have been impaired through de-

reciation in the value of securities held and losses on loans caused

y the general depression. In addition to this, there are many places
which formerly had banking facilities, but which are not now being
served by any bank. I believe that the only thing that can even par-
tially save or correct this situation is a law which will authorize
state-wide branch banking by national banks immediately and with-
out waiting for the State legislatures to meet. I make this state-
ment for the following reasons:

At the present time it is not possible to raise capital for the pur-
pose ((l)f establishing small banks in communities which are not now
served.

The public anthorities, the comptroller’s office, and the various
superintendents of banks, in their anxiety to hold our banking system
intact so far as possible, are at present carrying on with a large num-
ber of banks whose capital and surplus have been impaired by both
depreciation and losses. They are doing this in the hope that bank-
ing legislation will provide some means whereby the deposits in these
banks can be rescued and taken over into sound banking institutions
and be preserved as live deposits instead of turned into the obliga-
tions of a closed bank. There are a large number of these institutions
which could furnish a sufficient amount of sound assets so that their
deposit liabilities could be assumed by another bank as a branch
office. The local stockholder has, to a large extent, suffered business
reverses; he has paid in additional capital to his bank in the past
and is no longer able to supply the founds necessary for recapital-
ization at this time. )

For these reasons it seems to me imperative that-if there is any
desire on the part of Congress to preserve the greatest amount of
our present bank deposits, Congress should recognize this situation
and %rovide a means immediately which will make this preservation
possible.

The suggestion is made that Congress is loath to legislate arbi-
trarily in this matter, preferring to leave the ultimate decision to
the legislatures of the various States. To me this is inconsistent
with the principles underlying the national banking system. This
system was established by Congress without regard to State law,
und Congress has jealously retained all rights and .supervision over
it, so that any amendment to the national bank act could not be
legitimately considered as an interference with the sovereign rights
of any State. Furthermore, if the matter is left to the States, and
national banks are granted the same branch banking privileges as are
granted to State banks, we shall have the national banks of the
country operating under 48 different branch banking laws.

Just as a matter of interest I would like to refer to the fact
that the Reconstruction Finance Corporation is experiencing the

reatest difficulty in confusion on account of its having to adopt
itself to these various State laws—48 different systems, each one
having its own regulations and of a very peculiar nature; and the
provision authorizing national banks to operate branch banks, as
provided by State law, would simply mean the bringing of that same
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confusion of regulation and privilege into the national banking
system, which now prevails among the 48 States, and it seems to me
to be 2 very undesirable thing to do.

The advantage of having the entire system operating under one
standard law is too obvious for argument. Aside from all this, how-
ever, the controlling factor is time. If this matter is delayed for the
time necessary to secure State legislative action, the various banking
departments will not be able to put off taking the steps necessary to
remedy the present condition, which can only result in a great
increase in the number of closed institutions. year’s delay would
be fatal. Every bank which closes between now and next year
represents a local tragedy. Each one which might have been pre-
vented by branch banking at this time will forever stand as a
reproach to the legislative body that might have saved it by the
exercise of political courage when it was most needed.

The CHalrMAN. Would you be willing to take over all the banks
out there if you could ?

Mr. Wakerierp., That would have to be done under regulations
that would permit it.

lSTl;e CHaestan. Would you take over the solvent and the insolvent
also

Mr. Wakerrerp, As far as it would make possible negotiations.
Not all of them by any means.

The CrARMAN. I suspect, when this would come as a remedy, you
would find three classes of banks: First, those you could not buy;
second, those you would not buy, and the third, the ones you would
dicker for.

Mr. Waxkerrerp. I think it is the most favorable time, if there is
ever going to be a time, to permit branch banking for this reason

The Crarryax. I do not care to go into my argument on that
Mr. Wakefield, but I thought your statement was too broad, holding
out the hope that branch banking will save the situation, the trouble
of ours which has an underlying cause. If you advocated a better
price for the farm products up there, the banking situation would
respond to something of that kind. Our trouble is agricultural,
rather than banking. That is my view.

Mr. WagerreLp. Yes; you are correct. In the meantime there is a
large portion of those existing banks which could be rescued.

The CramryaN. You know how it is. It is like salvation. Some
want to be rescued and some do not want to be rescued. You can
only buy those that will sell to you, and you would only buy those
that you thought were sound.

Mr. WakerieLp. You certainly would not step in and assume a
large loss for the sake of protecting some deposits.

The CaamaraN. That is exactly so.

er. Waxrrrerp. Although we have in the past assumed our share
of it.

The CmatrmaN. You heard Mr. Decker’s statement down at the
Willard Hotel a month ago, did you not?

Mr. WagerFrerp. Yes. I remember that.

The CramyaN. He said the small banks have got to go.

Mr. Wakeriewp. I do not agree with the statement that small
banks have got to go, but a great many of them have gone.
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The CuamrmaN. And so have some of the big ones, and the big
ones have been yelping around here all winter for help, We passed
a $2,000,000,000 finance corporation bill mainly to help the big banks.

Senator Grass. One of them alone got $40,000,000.

The CuarrmaN. Yes. So I can not see the point that there is
strength in bulk only.

Mr. Waxerterp. There is not.

The CHarraran. No.

Mr. Waxermerp. No one has intimated it. I have not intended to
intimate it. )

The CrarryraN. I did not mean to interrupt you so long.

Mr. WaRerFELD. I am only seeking to point out the only spot that
I know of which we know could be created, which would make pos-
sible at this time the rescue and maintenance of a substantial portion
of now live deposits and continuing them in that shape.

There is probably no man on this committee who does not believe
that branch banking in some form, and at least state-wide, is inevi-
table sooner or later. If so, no time could be selected when it would
do more good than at present. It has been suggested that group
banks be permitted to convert their present units into branches,
restricted by State boundaries. If for political reasons it is impos-
sible to obtain branch banking at this time, the alternative would, of
course, be welcome. It would be of enormous help to us in carrying
out the difficult work we are now engaged in, but there is no denying
the fact that it would not supply the needs of the rural communities
which I have mentioned. It would not enable us to prevent further
failures of small banks, nor would it enable us to furnish banking
service to communities which now have none.

We would respectfully urge that section 21 be amended by striking
out from page 45, lines 21 and 22, the clause: “If such establishment
and operation are at the time permitted to State banks by the law
of the State in question.”

The third subject matter of this bill of great importance to us is
section 18, which increases the reserve requirements for national
banks. This provision would crucify the country banks in the North-
western States. The principal disease which those banks are suffer-
ing from is lack of earnings, hence the thing which would hit them
the hardest is anything which would further reduce their earning
power. Loans from the National Credit Corporation or the Recon-
struction Finance Corporation can not cure this evil. They are only
palliatives. Those loans must be repaid by the borrowing banks.

I would like to show the committee what this section would do
to the four Northwest States of Montana, North, and South Dakota,
and Minnesota. Based on the call statement for December 31, 1931,
the total reserve requirements when the 5-year plan is fully in
effect would be increased as follows: Montana, $1,370,000; North
Dakota, $1,800,000; South Dakota, $972,000; Minnesota (rural),
$5,200,00; Minnesota (Twin Cities), $9,000,000; total, $17,842,000.

Assuming an average earning power of 5 per cent this means a
loss of income to the national banks of these States in the annual
sum of $892,000. This would perhaps not be considered a large
amount of money in any of the large eastern States, but it is a very
large amount for us in the Northwest. Under present conditions
and under conditions as they will probably continue for a number
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of years, the banking structure of the Northwest can not afford
this loss.

Senator Grass. How many banks in the Northwest failed before
the reduction of the reserve requirement? How many of them
were crucified ?

Mr. Wakeriewn. Of course, those conditions are past and we are
operating under conditions prevailing to-day, where losses are great
and earnings are hard to make,

Senator Grass. You do not agree with Mr. Jefferson, then, that
experience is worth anything? :

Ir. WagerieLp. I have no knowledge of any bank having failed
on account of not having enough reserve.

Senator Grass. But they were not crucified before we reduced the
reserve from 7 per cent to 8 per cent, were they?

Mr. Waxertern. No; but they were then operating on a different
basis of relationship to their customers, and if you now change it
so that their earnings are reduced, they have got to work through
a period of readjusting their relationships and regulating incomes
in some way.

Senator Guass. In what way are the relationships different now
than the relationships formerly ?

Mr. Wargerrerp. They have extended the services and changed the
rates on loans, and they are operating on a different relationship.
Those things are bound to come.

Senator Grass, I would like to get hold of a bank that has changed
its loans, that is, if it has reduced its discount rate.

Mr. WaxerreLb. You ought to go up in the Northwest, where we
have real competition.

I understand that it has been suggested that the so-called “ activity
reserve ” be substituted as an alternative for this section of this bill,
The chief difficulty with the activity method is that in agricultural
sections it increases the reserve requirements during the crop-moving

eriods at just the time when the banks’ resources are most needed

y their customers. However, there is no question but that the
activity method would be far more ncceptable to us than the section
as it is now written. It would increase our reserves substantially
but nowhere near as much as under this bill.

So far as I know, there is no necessity for increasing the total
reserve requirements of national banks at the present time, either as
a measure of safety or for supplying additional funds to the Federal
reserve. It seems that this section as written was inspired by the
misbehavior and abuse of some banks in so juggling their deposit
accounts as to get the benefit of the lower reserve rate on deposits
which for all practical purposes were, in fact, demand deposits.

Senator Grass. You know, our information was—and, I think,
very definite and authentic—that that was being largely done by
the banking community.

Mr. WakEerIeLp. It is an experience that I know nothing about.

Senator Grass. And the increase in the shift from savings de-
posits to time deposits would indicate that that was true.

Mr. WakereLp. Of course there has been a very large increase in
time deposits during the last few years, due to the unemployment
of large corporate funds and the fact that they are carrying certifi-
cates instead of borrowing money. That is true to-day.
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Senator Grass. We were told a good deal of it was due to the fact
that banks shift from demand deposits to time deposits in order to
avail themselves of the 3 per cent requirement.

Mr. WakereLp, The difficulty there, Senator Glass, is that a
shift in savings banks costs too much money. In our case we could
not afford to shift but very few demand deposits to time deposits.
The savings in the reserve would have been eaten up a couple of
times by the increased rate of interest. So it would not work with
us at all.

Seuator Grass. It mnay not have worked with you, but it seems
to have worked with some of them.

Senator Frerciier. What interest do you pay?

Mr. WakerieLp, Three per cent on time deposits.

Senator Frerciier. How much on the demand?

My, WakerIELp. One per cent of the demand deposits. I imagine
it would put us all out of kilter to do that. We could not.

If this is so, it would seem more appropriate to enact legislation
which would prevent the continuance of these abuses rather than
penalize all of the banks of the country, including the innocent with
the guilty. However, if this is not practical, and it is felt that the
temptation to juggle accounts should be eliminated by abolishing
all distinction between the two classes of deposits and fixing one
rate for both, then such rate ought to be fixed at a point between
the present rate on demand deposits and the present rate on time
deposits, so that the rotal reserves required shall not in the aggre-
gate be any greater than they now are. For example, again based
on the call statement for December 81, 1931, this method would re-
sult in the following reserve requirements: Central reserve cities,
11.6 per cent; reserve cities, 6.7 per cent; nonreserve cities, 4.7 per
cent.

These figures are only based on one call rather than a study of an
average over a period of time, and hence are used only as an illus-
tration. The principle I am suggesting, however, would entirely
remove the criticism nade by Senator Glass, would not in the ag-
gregate place a greater burden on the banks than they are now
under, would remove all controversies as to when a time deposit is
not a time deposit, and would greatly simplify the administration
of the law.

GlSen;xtor Grass. Why do you say the criticism made by Senator
ass?

Mr. Waxerierp. Perhaps I am wrong in that, Senator Glass. It
is your committee that has made it.

enator Grass. Well, it is based upon criticism made at the very
prolonged and searching hearings that we had last year.

Mr. Wagrerierp. T am willing to amend it to say it is criticism
which developed in the hearings.

., Senator Grass. If it is being done I am unhesitatingly criticizing
it as a species of dishonesty. It ought to be penalized. Go ahead.

Mr. Wakertern. There is one other provision of the bill to which
we object strongly. That is section 14. T can see no possible good
that would be accomplished by this section, but on the contrary a
great deal of harm. It would be ruinous to the country districts.
In Montana and South Dakota savings deposits are 50 per cent of
the total in the national banks. In North Dakota they are 60 per

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 347

cent. In rural Minnesota they are in excess of 60 per cent. Even
in the city of St. Paul they are more than 50 per cent and in Minne.
apolis more than 40 per cent. In other words, more than half the
deposits available for the business needs of the cominunity would be
withdrawn under this section. Instead of encouraging the making
of real estate loans, it would practically terminate them altogether.
The loss of earnings which would result in investing all this mony in
Government bonds, municipals, and the other low-rate types of se-
curities permitted hy State law, would be disastrous. The prefer-
ence created in favor of time deposits in event of bank failure would
further stimulate the increase of time deposits even beyond their
present high proportions.

Senator Graiss. What becomes of State banks under the require-
ments of State law as to the investment of time deposits?

Mr. Waxkerierp.. Only savings banks in Minnesota. The State
banks have the same requirements that national banks do as to
investment. There is no segregation in Minnesota.

Senator FrLercuer, What change is it you are afraid of?

Mr, WakerieLp, Demanding segregated time deposits and stipu-
lating an arbitrary class of securities in which they shall be invested.

Senator Grass. Your State laws do not do that, do they?

Mr. Wakeriewp. No, they do not, a bank down in Austin has 75
per cent of their deposits 1n time deposits, and yet there is a con-
siderable demand there for good loans. It is quite a town, a town
of 12,000 people. It would result in our having to withdraw our
loans from the community down there—the people that are doing
business, the business people in town, and the farmers that come in—
and comply with the legal type of investment, just as a savings bank.
We have a savings bank law in Minnesota, and this would place us
under the savings bank law, which would mean that we would have
to buy municipals and certain specified types of sccurities, all of
which are of very high grade and bear a low rate of interest.

b Seﬁator Grass. That is very much better than many that have been
ought.

Mr. Waxerierp., The peculiar thing about that, Senator Glass, is
that it is the very type of securities that we are not interested in
getting into at the moment. .

Senator Grass. It is better than these $12,000,000,000 of farm loans
that have been unloaded on the banks of the country, at any rate.

Mr. Waxerrerp. I think that would be as a class very true; yes.

Senator BuLeLEY. Do you refer to this provision restricting in-
vestment to property and securities in which savings banks may
im?'est under the law of the State? Is that what you were referring
to

Mr. WakerieLp. Yes. It is that definite segregation of your sav-
ings deposits. Tor instance, there is another thing about that. You
take in the city of Minneapolis.to-day, you know. that the grain busi-
ness is using no money because there is no business. Our grain
people are all of them long on money and they are carrying a lot of
money on time deposits. That increases our time deposits very
materially. That would mean that we would have to try to buy
savings bank securities for those deposits. We could not use them
in any other way, knowing that in 9 months, when a crop starts, we
do not know what day or what period, in 80, 60, 90, or 120 days, or
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a year, those funds are goinﬁ to be out, and there,you have that
money temporarily that you know is time deposits but you can not
use it.

Senator Grass. Can you recover your funds from investments in
real estate any more readily than you can from these?

Mr. Wagkerterp. No.

Seu;ltor BurkLey. You are not objecting to the limitation on real
estate '

Mr. Waxerierp. No. I do not care about that.

Senator BUuLKLEY. You are objecting-to the limitation as to the
use of other funds?

Mr. Wakerielo, Yes. I am objecting to the attempt to segregate
and put into one class a private, arbitrary type of investment for all
time deposits. ‘

Senator BuLkrey. I do not quite understand your use of the term
“segregate.” TWhat additional segregation is there?

Mer. WakerieLp. That would mean we would have to run our books
on the basis of our investments. e would have to set out our total
savings deposits and we would have to use those deposits with an
entirely different class of investment than the general business of
the bank. That is, if some man came in and wanted to borrow half
a million dollars on wheat receipts in the elevator and we had noth-
ing but time money available at the time, we would have to go to the
Federal reserve bank. Even though we had funds to loan we would
have to go and borrow the money to loan to that fellow. It isa con-
dition that just makes almost an impossible bank transaction, and it
penalizes the bank very materially.

The Cuamyax. Would it be apt to meet the situation in your city
bank as it would in country banks?

Mr. WaxkerFrerp. I think we would meet it much more in the city
bank than we can in the country, becnuse they just have not any

lncf to go. It would be very diflicult when it comes to the country
ank.

The Crammax. In other words, their main difficulty from this
provision would come with the smaller banks?

Mr. WaxkrrieLp. Yes, it would,

Senator BurLkLey. Your thought is you ought not to be pre-
cluded from making commercial loans out of the time deposits?

Mr. WaxerieLp, That is exactly it. My thought is it is all right
to specify what percentages you can have in real-estate loans. I
think it is very desirable that it be done, but any attempt to fix
an arbitrary regulation as to how the balance of those funds should
be used from time deposits creates a hardship which I think will
penalize the public doing business with the bank very severely.

Senator FLETCHER. at precise language compels that?

Mr. Wargerierp. It is in section 14.

Senator BurrLeY. Page 33, line 20,

Senator FrercHER (reading). “ Every such bank may apply the
moneys deposited therein as time deposits—-> !

Mr. WagerIeLp. Then it tells you just how they can.

Senator BuLkLEY (reading) :  To the loans herein authorized—.”
That refers to real-estate loans. Then it goes on further: “ and the
balance of such time deposits shall be Invested in property and
securities in which savings banks may invest——" )
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Mr. WagerieLp. That is the place from which almost the bulk
of your objection to this thing in the country will originate, It
is very serious with them.

I have a telegram right here which came from the secretary of
the Minnesota Bankers’ Association. May I read it? He asked me
to. He says [reading]:

The rural independent and group bankers uunanimously agree that provi-
sion In the Glass bill segregating deposits is very detrimental to rural com-
munities. Rural deposits mostly time money. The Glass blil prevents invest-
ing funds locally. Agricultural sections should not be restrained from their
investments. Many rural banks prove that local conservative loans are even
superior to savings-bank loans, therefore offers no further protection to sav-
ings depositors. 'T'o comply with this provision within the time llmit would
close most of our national banks.

They all join in the feeling that they could not convert their
present loans, get them out, and get into this other type within any
reasonable time and do it safely. '

It says further [reading]:

Increased reserve requlreménts would reduce earnings and result in weaker
bunks suffering. Our independent rural national banks would be forced into
the State system because of the above and other provisions. Rural bankers

ask you to present thelr case before the bank committees in Minnesota
delegation in Congress.

GEORGE SUSAN,
Secretary AMinnesota Bankers Assooiation.
Senator FFLeroHER. Do you have savings bank laws in your State?
Mr. WAREFIELD. Yes.
Senator FrLerceer. This reads:

where there is no such law relating to investments by savings banks, in such
property and securities as may be specified by the Comptroller of the Currency.

Mr. Waxerierp. They would be obliged in those cases where
there are no savings bank laws to set up, that is, the natural liberty
would be to set up a list of securities that do comply with the general
savings bank requirement. In view of the fact that it has been said
definitely to meet the savings bank requirements of the various
States that have them—and most of them do—I do not think that the
comptroller would feel that he had any liberty to set up a different
type of security for those States not having it.

I_éenator Burkrey. I think you are justified in that. It says,
“ property and securities,” and therefore would not permit com-
mercial or agricultural loans.

Mr. WagerieLp. No.

Senator BuLkLEY. I think you are right.

Mr. WakerELD. You see, it classifies them and limits it completely
to those legal investments, which is a serious matter.

The banking system of the country can not be strengthened by
reducing the banks’ normal earning power. Such measures have
just the opposite effect. The condition in the Northwest is such
that very properly we might have asked Congress for legislation
which would increase the earning power of banks, particularly of
country banks. We have not done that but do ask that this earning
power be not decreased any lower than it is.

The unfortunate feature of both section 13 and section 14 is that
they fall with the greatest force upon the banks in the agricultural
communities, who are least able to withstand the blow. In my
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opinion, the bill should be amended by striking out section 14
altogether. . ] . .
There are two other provisions which I would like to mention.
‘Section 10 requires national banks to contribute a substantial
amount of capital to the Federal liquidating corporation, in whose
management, however, they are given no voice. This seems a par-
ticular hardship on the group of banks of the Northwest.

Senator Grass. Why do you think they are given no vote?

Mr. WaserreLp, They have no vote.

Senator Grass. Well, the banks do have a vote.

Mr. Wakerierp. How?

Senator Grass. They elect six out of every nine directors of the
Federal Reserve.

Mr. Wakeriewn. No; you have disfranchised us from electing
any directors in our district.

Senator Grass. We ought to disfranchise you if you are operating
under a system that enables a holding company to control the entire
Federal reserve banking system of the zone.

Mr, WakerieLp. We do not want to do that.

Senator Grass. Your remark there was not directed to your par-
ticular system of group banking; it was directed to the whole propo-
sition. The meinber banks select six of the nine directors of the Fed-
eral reserve bauk, and therefore the matter is in their control. If the
manager of this liquidating corporation selected by the Minneapolis
bank is not satisfactory to the member banks of that zone they can
select somebody else; so that altogether it is in the hands of the
member banks to manage.

Mr. Wareriern., That is, the foreign and open market committee
that became the directors of the liquidation corporation?

Senator Grass. Yes.

Mr. Waxerierp. We feel that we would have some control over
who those people were.

Senator Grass. You would have complete control.

Senator BurkLey. The banks would.

Mr. Waxkerierp. Your other question about the voting of group
banks is an entirely different question. I did not intend to inject
that at this point because I was thinking the same as Senator
Glass was.

Senator Burrrey. I think if you were not injecting that, you did
not state it correctly at all.

Mr. Waxkerern. I wonder whether that control, though, is close
e_nm_lgh so that we could have any effect upon the action of the
liquidating corporation in what they did or what they decided to
do with our money after they got it.

_ Senator Grass. Well, the member banks select the members of the
liquidating corporation from the respective Federal reserve districts.

Mr. WagerreLp. But there is a combined purpose in the selection.
He is the open-market committee man and, incidentally, a director
of the liquidating corporation. Now, I can say the thing that
puzzled me is

Senator Grass. The member banks are the onl people who profit
by the liquidating corporation except that the depositors in failed
banks get the money sooner than they otherwise would do. But
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in the distribution of profits you are the only people that really
get the profit.

Nf[ir. WaxkerteLp. I was wondering how they are going to get

rofits.

P Senator Grass. Well, in our conception they would get profits.
The corporation would make money and the member banks would
get 80 per cent of it. .

Mr. Wakererp, The fear that I have in connection with that is
that without some direct means of the banks being represented and!
controlling its management, after having put up the money, they
subject themselves to the extreme possibility of loss due to attempts:
to regulate things and liquidate things that can not be liquidatedl.)

Senator Grass. You could not.have individual banks represented
on that committee?

Mr. WaxkerieLp. No. '

Senator Grass. There would be 7,000 members of the committee
if we went to them all.

Mr. WakereLp. This seems a particular hardship on the group
banks of the Northwest, because we have already drained our re-
sources to clean up banks which would otherwise be candidates for
the benefits of this very section, and hence we have in effect already
contributed many times over our share of the burden. In order to
accomplish this we have cut our salaries from the top down, and
in spite of the possible effect upon 18,000 stockholders we have cut
our dividend in two. We have also subscribed to the National
Credit Corporation. Having made these sacrifices which will save
the Federal liquidating corporation many times the amount ef our
subscription, it seems to us unfair that we should be now compelled
to cripple ourselves further by coming to the assistance of other
banks when we have all we can do to take care of our own.

Senator BrooxkmART. On that proposition: Is it not true the
failures of those very banks injure your banks? Will it not be a
benefit to your bank if other funds can be distributed earlier?

Mr. Waxerierp. It would be, Senator Brookhart. We have tried
to do this in a way. The President sent out a letter some months
ago suggesting that one of the most favorable things which could
occur would be some provision by the going banks in the community
for making loans on or liquidating the assets of the closed banks.
We took that in good faith, at the request of the Federal reserve
‘bank in our district, and we got together with the State Department
and with the Comptroller’s office and worked out with the lawyers a
legal scheme of doing that, which was quite a complicated affair, and
then we went into the country where banks had closed and tried to
find a chance to use it, and the real facts are that the bank that has
closed as a general rule has.dranined itself down of every possible
liquid. thing 1t has until when it closes there really is not anything
le(}t there to go on.

Senator Broogxuarr, But there are some of those present assets
that are going to and will come around. They will be made liquid
by those processes.

Mr., Waxkrererp, You would find a good many of those put up as
collateral for loans that they had already secured.

Senator BrooxmarT. You think, then, it can be done?
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Mr. Waxkerrerp, I do not think it will be nearly as effective as I
think it might be in October and before the Reconstruction Finance
Corporation was formed. I think that to-day—and I am only ex-
pressing my opinion from what I know of closed banks—that on that
particuﬁu' factor it is over emphasized as to what its benefits
would be. .

Senator Brookmart. Do you think the Reconstruction Finance
Corporation is doing any good by liquidating the closed banks?

Mr. Waxsrierp. It is only recently that they have started making
loans to closed banks, nnd%ﬁ would be very curious to see how far
they can go in it because of these difficulties that exist in finding
anything to really loan on; but the Reconstruction Finance Corpora-
tion has unquestionably done a great deal of good in stopping‘the
closing of banks.

Senator Brooxmarr. Yes; but it has done that by lending money,
and when the money comes due some of these days you think they
will collect on 3-cent hogs and 25-cent corn? o

Mr. Wakeriep. We are going to have better than 3-cent hogs.

Senator Brooxuarr. You are not getting any better yet.

Mr. Wakerrero, No, but everything is going to get better.

Senator Brooxuart. The representative of a great organization
yesterday said that we were not at the bottom yet and it tn’f;es longer
to get out of this thing than it does to get in.

Mr. “Wagererp. It always takes longer to get out than it takes
to get in.

enator Grass. And always the time is inopportune to do any-
thing to keep you from getting in.

Mr. Wakerewp. That is true. No one wants to let go of any-
thing. I could make you a long speech about that if I had time.

Senator Grass, YWe have had them made to us. [Laughter.] X
think the most depressing thing that has ever happened in this
country is the testimony we have had around this tag{,e.

Mr. WaxerELp. I am sorry to have been a contributor to that
depressing testimony.

enator Grass. Only to a very limited extent you have.
[Laughter.]

Mr. Wakerierp. Just one other matter I wish to mention, and
that is the much argued question of security-company affiliates. To
whatever estent these affiliates are allowed to continue under this
bill, either as now drawn or in its final form, we feel that the law
should be universal in its application and that all national banks
should enjoy the same l;Ju‘ivilege, or lack of privilege, as the case may
be. There is no possible reason why national banks should be dis-
criminated against simply because they belong to o group system.
This bill does discriminate against them in section 20 (e) and this
subsection should be eliminated. If, in the last analysis, the com-
mittee decides that security-company affiliates should be abolished
altogether, we shall make no complaint, but to whatever extent they
are permitted to continue to exist, we ask only that our national
banks be given the same privilege as the other national banks of
the country.

Senator Grass. If we should have state-wide branch banking you
would be in favor of abolishing affiliates, would you not$
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Mr. WagerieLp. I do not think it could be done, Senator Glass;
not within the limit of a good many years.

Senator Grass. Well, of course we will not close them up instantly.
We will give them time to liquidate.

Mr. WagermeLp, For instance, we have what we call the Agricul-
tural Credit Corporation, which you may have heard of.

Senator Grass. I thought you wanted to get rid of your affiliates
and make branches of them.

Mr. WaxerieLp, Yes, but you can not make branches of a concern .
organized to permit farmers to buy stock and get them on a 5-year
payment plan and put them out on their farm. We would have to
liquidate that corporation and go out of business. We are willing
to do all of that if it is required, but I think it would work a great
hardship.

Senator FrercHER. How many affiliates have you?

Mr. WakzerieLp, We have about 107 banks.

Senator FrercHer. In what States?

Mr. WakerieLp, Montana, North and South Dakota, and Minne-.
sota. Four in the upper peninsula and two in the ninth district.

Senator FLerceer. Most of them in Minnesota?

Mr. WakereLp. No. There are about 50 per cent in Montana,
North and South Dakota, and northern Michigan.

Senator FrercHer. You would be willing to transfer them into
branches? ’

Mr. Wakererp. Yes. We could very easily.

Senator Fuercaer. Do all those States allow branch banks?

Mr. WakErFELD. None.

Senator FLETcHER. None of them?

Mr. WakereLp. No; we have no branch banking.

As to the advisability or inadvisability of abolishing security com-
pany affiliates, I make no argument, but simply the suggestion that
the committee would do a greater service to the country by retaining
and regulating the security business through the power which Con-
gress has over national banks than by driving that business into
less responsible hands over which Congress has no power of
regulation.

There are a number of minor errors, or what we conceive to be
errors, or phraseology in the bill where the actual language used
does not express what we believe to have been the intent of the
author. I will prepare a list of items with the snggestions for the
appropriate changes and hand it to the chairman.

That is all of my statement, sir.

Senator FrercHER. That is a very good statement.

The Crairman, I would like to present for the record a letter by
the South Dakota Superintendent of Banks, together with a brief
against branch banking, also a letter from Mr. Don W. DeVay, an
independent banker of West Port, S. Dak. I would like to have
them printed following this reference, if there is no objection on the
part of any member of the committee.
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(The matter referred to by the chairman is here printed in the
record in full, as follows:)

DEPARTMENT OF BANKING ANXD FINANCE,
Pierre, 8. Dak., March 22, 1932,
Senator PeTER NORBECK,
United States Senate, Washington, D, O.

Dear SEsaTor: 1 sincerely appreciate receiving your letter of March 19 with
reference to the Glass banking bill. I also received a copy of the bill which
you were kind enough to send me.

I have read the bill but I am frank to say that I do not fully understand it.
T infer from the bill that no national bank can establish branches unless the
parent bank has a paid-up capital of not less than $5600,000. This would pre-
clude any of the present banks in South Dakota, unless their capital is in-
creased, to establish branches. This restriction may be desirable but it would
appear to me that if State laws were enacted in harmony with this require-
ment that the banking business woild eventually be controlled by Institutions
and individuals In the larger places. In my opinion, one of the most objection-
able features of this bill is found in section 21 of the blll which provides that
even though our State did not enact laws permitting State banks to have
branches, a banking institution in an adjacent State, but not beyond a distance
of 50 miles from the seat of the parent bank, eould establish branches. Just
as an illustration, Sioux City, because of its location and prominence, would
be an ideal location for a parent bank to be located and reach into southenstern
South Dakota with branches In competition with our own banks,

It does not seem to me that this is the proper tlme to undertake to pass
bank legislation for the reason that legislation of this kind passed during these
chaotic times might be i1l considered and not prove workable during normal
times. It seems to me that certain Interests are attempting to take advantage
of our uncerinin financial condition nnd promote legislation s0 as to further
centralize the control of our banking system. The fact of the matter 1s that, so
far as South Dakota is concerned, confidence is being restored in the banks,
which Is evldenced by the fact that we have had only three bank closings slnce
November 2, and these three closings were some of the very smallest banks we
bad in South Dakota ; viz, State Bank of Scenie, with deposits of about $30,000;
Midland State Bank, deposits about $54,000; and the Farmers State Bank of
Lesterville, with total deposits of about $62,000, the total deposits in the three
banks being less than $150,000. The criticism has been that-there were too
many banks, but I believe that this condition has adjusted itself or will, at
least, adjust itself through consolidations and voluntary liquidations. I infer
from your letter that you and I are quite in accord with preserving our State
banking system and the unit banks.

Some time ago I was urged by representatives of the American Bankers
Assoclation to go to Washington to protest against a bill introduced by yourself
pertaining to the taxation of national banks. I refused to do this for the rea-
son that I feit that I was a representatlve of the public rather than of the
banks, and especially in view of the fact that the biil had been introduced by
yourself 1 did not feel it proper either to embarrass you or to take a stand with
the banks agajnst the public in this matter of taxation.

I sincerely appreciate the invitation you extended to me through Governor
Green to appear before the subcommittee on the Glass bill, and I had fully
intended coming to Washington pursuant to your invitation but first wanted to
obtain the consensus of opinion among the unit banks in South Dakota. I did
not realize at the time that this bill wouid be reported out so soon, otherwise
I would have tried to arrange matters so that I could have made the trip with-
out delay, but I was busy at the time in ironing out a matter with one of our
former examiners in charge that needed immedinte attention, hence my failure
to respond as quickly as I should have done. If it should develop at any time
that I could be of any assistance in furnishing information with reference to
matters affecting the banking situation in South Dakota, I shall be only too
glad to come to Washington.

Sincerely yours,
E. A. RupErx,

P. ST incl Superintendent of Banks.

. 5.—1 inclose copy of an article that was sent to me and which apparentl
was printed in the American Banker In the January 15 issue. Mggbe yog
have seen this article but in any event it is interesting reading.
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AND SOME CALL IT “ BETTER”
[American Banker, January 135, 1932]

Sundry short-sighted gentlemen of the press and of banking point to our
2,300 bank suspensions in 1031 as a convincing “ argument” that branch bank-
ing is a better system.

But the last four months has utterly exploded the validity of their argument.

Branch banking as practiced in England and carrled on in Canada has faults
,{)nor{: glaring and dangerous than any which can be charged against unit

anking.

If anything, the branch system is even further than unit banking from that
ideal of perfect bank responsibility, so desirable, yet, like other dreams of
human perfectibility, probably equally unattainable, )

We have our bank closings. The figures tell the story. But branch-bank-
ing systems, instead of suspending indlvidually when they are faced with a
run, pull the monetary standard of their countries crashingly down when they
face the crisis of deflation.

Branch-banking systems are “too blg” to fail or to be permitted to fail.
‘They can not suspend to liquidate, as do our American banks, making way
for the reorganization of a sound bank or the organization of a new bank.
. Their liguidation can not be compartmentized and absorbed locally where
‘their credits were spent.

Every Britisher is paying to-day with 80 per cent of his deposits for the
“‘gafety” of his branch banking system. Every Capadian is paying for
“ gafety " of his branch-banking system with 20 per cent of his deposits. True,
‘the Britisher and the Canadian have as many pounds sterling or Dominion
dollars in the accounts as they had before the crash. However, 20 to 30 per
cent of their value has been taken from them by the loss of purchasing power
.of their funds. True, also, they hope to get full value back. But so do Ameri-
can beneficiaries of individual closed banks, with better reasons, as we see it.

Perhaps you can fool the British and Canadian people into thinking that
such a system of mass confiscation of their banked we:ulth is hetter. Concen-
‘trate the money of a Nation into a few large banks through branch banking
if you like, Ignore, if you can, the fact that credit adminlstration is thereby

~taken from sympathetic local hands and put in thie hands of distant clty money-

market manlpulators. Forget, if you can, the fact that another field of the
individualistic enterprises to which we owe our American progress is thus
handed to a monopoly. Ignore such social and economie implicatlons of branch
banking, if you can. But you can not escape the truth that mismanagement
of big banks is possible, and when it comes its very momentum is likely to be
more costly thun we have found it under unit-banking systems. DMistakes can
be made by branch bankers. They were made in France, where, after some of
the smailer branch banks failed, the government was forced to pour billions of
flat francs into the remaining branch-banking systems to keep them alive.
French depositors’ demands for gold came simultaneously with this govern-
ment subsldy. The situation in Germany before the moratorium was com-
plicated with branch-bank failures which could only be solved by the use of
.government guaranties and freezing of deposits. Not only has branch bank-
ing given a poor account of itself to its depositors, but countries which have
depended upon it have fared badly. ‘ ’

But do we need to look abroad to see the danger which {s inherent in the
branch bank idea? Our own Government has had to pledge both money and
.credit to support at least one branch banking situation where poor manage-
ment policies in the boom had led to weakened depositors’ confidence in the
depression. Mistakes in banking are being made. And they are bigger and
more dangerous in geometric proportion to the scope and size of the banking
organizations making them. The fact that the error may hinge upon Govern-
-ment fiscal policy as well as banking, only emphasizes the fact that bigness of
‘banks is a liability to governments rather than an asset in times of crisis.

London made such a mistake. It was a banking and credit blunder. Every
‘moneyed person in the British Empire is to-day paying the prlce of that mis-
take. The folly was too big to be absorbed in the reorganization or Hquidation
of one or more banks. Closing even one big branch bank would have precipi-
tated a national smash., Instead, the British Government and bankers have
charged the cost of their mistakes to the entire weaith of the country. The
‘banks simply went off the gold standard. TUnit banking can not exist without
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the implication that some banks will be run better than others. But unit
bankers can look forward to the hope that through the cooperative effort to-
ward better bank management as expressed in American Bankers Association
work, in Federal reserve membership, local clearing-house associations, and the
like, the percentaze of mismanagement and the percentage of victims of Gov-
ernment mismanagement can be reduced to a smalier and smaller figure,

Branch banking systems can not be operated without faclng the danger that
mistakes at headquarters will plunge the whole country disastrously off its
gold base.

Only n fool can delude himself into the bellef that any guaranty of bank
depogits is possible.

‘His folly is no less if he worships the guaranty of deposits idea under the
guise of branch banking,

FARMERS STATE BAFRK,
Westport, S. Dak., March 26, 1932.
Hon. PETER NORBECK,
United States Scnate, Washington, D, C.

DreaRr Mg, NorBECK : The provision in the Glass blll restricting branch bank-
ing to those States that permit State branch banking should be sustained.
There is going to be a fight on this restriction—the branch, chain, and group
banking interests in the country are going to bring their influence to bear
against this restrictfon in the hope that it will provide another wedge into the
dream of national branch banking over the entire country.

States rights should be held inviolate; the people in each State should have
the power to say whether they want branch banking. The big argument in favor
and which is being stressed by those interested is In safety, but the record
of failures of branch and chain banking in this country the past few years
amply demonstrates the fallacy of that theory. Unit banks can be and many
are just as safe as a bank should be; they have the interest of their owm
communities at heart. Witness this bank which in the 12 years under my
control has been one of the few in the country that has never had to borrow
any money, and to-day we are taking care of the legitilnate requirements of
our customers.

Branch banking in the final analysis will bring on economic stagnation, stifle
individual enterprise, and throttle the * little fellows,” the farmers and small
tradespeople. Why all this howl about losses to bank depositors? The per-
centage of loss has been less than to most any other class of investor. Let's
take, for sake of argument, the cases of, say, four people, who three years ago
each had $5,000 to invest. One put his money into a farm, one into what he
had been led to believe were sound bonds, one into a first-class farm or city
mortgage, and last put his into a bank. We will say the bank failed. Yho
was the worst off? The record will show that the man who put his money into
the bank sustained, in the mnjority of cases, the least loss of any.

The big banking interests of the country are simply using the present eco-
nomie chaos into which the whole world finds itself as an excuse to sieze con-
trol of the banking business, to centralize the money power in-the East for
the benefit of so-called big business and to the exclusion and disregnrd of the
agricultural sections of the country. If this succeeds it will mean ruin to
millions of people and the stifling of individual enterprise. If you have any
doubt of this you might take a trip into Canada, as I have on two different
occasions, and talk with people in that country—a country that is just as
wealthy in national resources as we are—you can come to but one conclusion,
and that Is that their whole economic and individual development has been
permanently impalred—due, for the most part, to their system of branch
banking. The small trndesman, the merchant, and the farmer simply hasn't a
chance. If, finglly, we have nation-wide branch banking in this country, then
we are coming to the same condition—just as surely as the sun rises in the
morning, and nation-wide branch banking is what we are coming to unless the
people wake up in time. There have been losses under our present form of
banking—losses which no system of banking can entirely overcome-but rather
those losses than the loss of our individuad initiative and economic progress
that Is bound to follow the abolition of * independent ’ banking.

I am going to watch with much interest the scrap that is bound to come up
over the restriction in the Glass bill to which I have referred.

Yours very truly,

Dox W. Dz VeY.
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The CramyaN, We will adjourn to meet at 2.30 in the Interstate
Commerce Committee Room in the Capitol, Senator Couzens’s room,
where we met yesterday afternoon,and the first witness will be Mr.
Eugene Meyer, governor of the Federal Reserve Board.

Accordingly, at 12.25 o’clock p. m., the committee was in recess
until 2.30 o’clock p. m. of the same day.)

AFTER RECESS

The committee reconvened at 2.30 o’clock p. m. in the hearing roon
of the Interstate Commerce Committee in the Capitol, at the expira-
tion of the recess, Senator Peter Norbeck presiding.

The CHAmMAN, The committee will come to order. Mr. Meyer,
you may take a seat at the committee table opposite the committee
reporter.

STATEMENT OF EUGENE MEYER, GOVERNOR FEDERAL RESERVE
BOARD, WASHINGTON, D. C.

Mr. Meyer. Mr. Chairman and gentlemen of the committee, if I
may, I should like to have the opportunity to present the matters
that I have here without interruption, and then I will be ready to
answer questions so far as I can.

The Cuaman. I think the members of the committee will be
perfectly willing to have you do that.

Mr. I&En:n. “might add that I have a special reason for making
this request, because I shall be reading from a letter to the chairman
of this committee and from the memorandum attached to the letter,
expressions which are the unanimous views of the members of the
Federal Reserve Board, and if I were answering questions during
the reading of these communications I might not be able to spenﬁ
for the Board.

The CHAIRMAN. But you are perfectly willing to answer questions
propounded by the members of the committee afterwards?

I Mr. Mexer. I shall be perfectly willing to answer any questions
can,

The Cuaairaran. You will proceed then. ,

Mr. MeyEr. I shall first read a letter I am sending to you to-day
on behalf of the Federal Reserve Board. [Reading.]

MancH 29, 1932,
Hon. PETER NORBECK,
Chairman Commitiee on Banking and Currency,
United States Senate, Washington, D, C.

DEaR SENATOR NOoRBECKE: On March 17, 1932, 1 received a letter from Senator
Glass inclosing copies of Senate Bill 4115, and stating that the Banking and
Currency Committee would be glad to have the Federal Reserve Board muke
any comments or suggestions that in its judgment would secm: desirable. Ae-
cordingly, there is inclosed herewith for the consideration of your committee
a memorandum containing the board's comments and recommendations.

The subjects dealt with in the bill may be classified under three general
heads: (1) Those relating more directly to the Federal Reserve Board and the
reserve banks; (2) those concerning primarlly member banks, and (3) those
dealing with affiliates of member banks.

The Federal Reserve Board is in sympathy with the purpose of the biil to
strengthen the supervision of the Federal reserve system over general credit
conditions and to invest the Federal reserve authorities with certain dis-
ciplinary powers in relation to banks that pursue unsafe and unsound policies
or abuse the privileges of membership. The board’s recommendations on this
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subject are incorporated in its proposed revision of sections 3 and 29 of the
bill.

1ith respect to the section of the bill denling with open-market operations,.
the board calls attention to the fact that there is already in exlstence an open-
market committee on which each of the Federal reserve banks has representa-
tion. This has come about as the result of natural development. The board
believes that it would be inadvisable to disturb this development by crystal-
izing into law any particular procedure. The board believes that nothing
further is necessary or advlsable at this time than an amendment clarifying
its power of supervision over open-market operations of the Federal reserve
banks and their relationships with foreign banks, as set out in the-
memorandum attached. '

The board is not in sympathy with the provislons of-the bill discriminating
against member bank collateral notes. Experience shows that the particular
instrument on which Federal reserve credit is obtained is not an adequate
test of the use to be made by the member zank of the proceeds of the credit
and that an attempt to control speculation through restrictions on member
bank collateral notes would not be effective in accomplishing the purpose of
this section of the bill. Indeed, it probably wounld interfere seriously with
the convenient and economical operation of the system. In this connection,
the Federal Reserve Board desires to renew the recommendation made in
its annuai reports for several years, that the maturity for which advances
may be made to member banks on their promissory notes secured by paper
which is eligible for discount be increased from 15 to 80 days. Such an
amendment would be especially helpful to country banks.

The board is of the opinlon that the adoption of a system of reserves
based on velocity of accounts as well as on thelr volume, as recommended by
the System’s Committee on Reserves, would be an important step in strengthen-
ing the influence that the Federal Reserve System could exert in the direction
of sound credit conditions. The section of the bill dealing with reserves
would accentuate rather than reduce the inequalities that have grown up im
the distribution of reserves between different classes of member banks. The
board also believes it should not be overlooked that this section of the bill
would exert a tightening influence on credit conditions at times when it would:
be contrary to the public interest.

The board is in favor of establishing a liquidating corporation, but proposes-
to limit the scope of its operations to member banks and suggests a different
method of financing it, together with certain changes in the provisions for
its administration.

If the section on branch banking is enacted in the form proposed in the
blll, it is suggested that certain scctions of existing law be modified so as to-
1l;flllng them into harmony with the purposes indicated in thls section of the

With respect to affillates, the board believes that important reforms to be
accomplished at the present time are the granting of power to the supervisory
authorities to obtain reports and to make examinations of all affillates of
member banks and the prescribing of limitations on the loans that a member
bank may make to its affiliates, The board realizes that many evils have
developed through the operation of affiliates connected with member banks,
particularly affiliates dealing in securitles. The attached memorandum con--
tains a draft of a provision for the separation of such afflliates after a lapse
of three years.

The board takes the view that legislation further materially restricting
the character of member bank loans and investments is not desirable at a
time when the country’s banking system is going through a period of severe
readjustment. Some of the provisions of the proposed bill would have a
tendency to bring about further contraction of credit and thus retard the-
recovery of business. It is for these reasons that changes in a number of
sections of the bill are suggested.

It should be recognized that effective supervision of banking in this country
has been seriously hampered by the competition between member and nonmem-
ber bapnks, and that the establishment of a unifled system of banking under
national supervision Is essential to fundeamental banking reform.

Coples of this letter and the inclosed memorandum are being sent to Senator
Glass, and the board will be glad to supply you with copies for the convenience:
of each member of your committee.

Very truly yours,
EUGENE MEYER, Govemior.
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Mr. Mexer. The memorandum which I have here, and of which the
members of the committee will receive copies for their convenience
while sitting here at the table, contains detailed comments and sug-
gestions of amendment of the form of the bill, some of which I
should like to read to the committee. Concerning somc of these
matters I shall perhaps wish to make some additional comments as I
go along. As to others, I shall not take up the time of the committee
to read or discuss them but shall merely submit them as a part of the
memorandum.

Senator Couzens. As you conclude each paragraph do you mind
questions, I mean after the paragraph has been concluded?

Mr. Mexer. No. But, having in mind that this is the unanimous
recommendation of the board, and that when I answer questions L
can not always anticipate what replies the board would make, you
will understand that I can only answer in my personal capacity.

Senator Couzexs. But after you conclude each section that you
intend to discuss here, it seems to me the members of the committee
would perhaps like some amplification.

Senator Warcorr. You mean, Senator Couzens, after each section
that he discusses.

Senator Couzexns. Yes.

Mr. Mever. This is not a complete comment on each section of the
bill S. 4115, you will understand, Senator Couzens. This is a memo-
randum of particular points upon which the board desired to express
its views.

Senator Couzens. Then are we to understand that as to those
paragraphs of the bill you do not comment on they are satisfactory
to the board?

Mr. Mexer. Well, there are some that you might describe as satis-
factory, and there are others on which the board did not, for one
reason or another, undertake to express its views.

Senator Couzexs. Then I understand that where you do not com-
ment on a section or paragraph of the bill, the board does not desire
to express its views, 1s that correct?

Mr. Meyver. That is correct, as the memorandum expresses the
unanimous opinion of the board, and I think almost all of the im-
portant sections of the bill are discussed.

The CHAIRMAN. You may proceed, Governor Meyer.

Mr. Meyer. These are comments and recommendations regarding
the bill S. 4115, and all references are to sections, pages, and lines in
the form in which the bill was introduced on March 14 (cilendar
day, March 17), 1982. A

Section 2: This section defines affiliates and upon its scope depends
in a large measure the scope and effect of all provisions of the bill
relating to affilintes.

While the definition contained in the bill mentions certain specific
types of institutions which are frequently affiliated with member
banks, the words “or a corgoration,"’ in line 4, on page 2, make it
applicable to corporations of any character which are affiliated with
member banks in any of the ways described in the succeeding para-
graphs of the definition. . )

It is believed that the most satisfactory solution of this gilioblem is
to make the definition very broad but, in dealing with affiliates, to
observe the following principles: (15 To require them to make
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reports and to submit to examination at the discretion of the board
or the comptroller; (2) to limit the loans that can be extended to an
affiliate by a member bank; (8) to prohibit the tying up of capital
stock of an affiliate with the capital stock of a member bank. In
favoring these limitations, the board has in mind that it may not be
desirable to abolish all the existing relationships between member
banks and their affiliates, but that it is desirable to protect the
operations of the member banks from being unduly influenced by
their affiliates. Recent experience has demonstrated that operations
of the affiliates at times have unfavorable effects on the condition of
member banks.

With these principles in mind, it is recommended that the defini-
tion of “affiliates  be broadened zby eliminating from paragraph (b)
in lines 1 to 4, page 2, all references to specific types of corporations,
and by inserting other words which would muake the definition
applicable not only to corporations but to business trusts, associa-
tions, or other similiar organizations, regardless of the type of
business in which they are engaged.

Senator TowxsenDp. Governor Meyer, do you suggest any language
in there?

Mr. Mever. The memorandum farther down contains a suggestion
of the language.

Senator Towxnsexp. All right.

Mr. Mevzr. This question of course is one of the most important
and interesting in the bill. There are certain possible affiliates of
banks which are now provided for by Federal law, such as national
agricultural corporations, to the capital of which the banks are
expressly authorized to subscribe; and there are several other cate-
gories of affiliates which may be considered entirely legitimate and

roper.

P Slénator Couzens. Will you name one for our information ¢

Mr. Mever. Well, I wou%d suggest, for instance——

Senator FreTcuer (interposing). Looking at your memorandum,
Governor Meyer, would you mind reading your substitute in that
connection?

Mr. Meyer. All right. Certain other changes in the phraseology
of the definition are also suggested for the purpose o? clarifying
them. The changes suggested are as follows: .

1. On page 2, change lies 1 to 4, inclusive, to read as follows:

(b) The term * affiliate” includes any corporation, business trust, associa-
tion or other similar organization—

2. In lines 9, 11, and 22 on page 2, strike out the words “ managing
officers” and substitute in lieu thereof the words “ persons exercis-
ing similar functions.”

3. In lines 9 and 18 on page 2, and in line 3 on page 3, strike out
the words “ annual meeting ” and substitute in lieu thereof the word
“ election.”

There are other references to the question of affiliates further on
in this memorandum, and if it is agreeable to the committee perhaps
we can discuss that question again:inter.

The CrardaN. Very well. You may proceed.

Mr. Meyer. Section 3: The Federal Reserve Board understands
that the principles underlying section 3 of the bill are (1) that dis-
counting at the Federal reserve banks is a privilege and not a right;
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(2) that the Federal reserve system has the responsibility of keep-
ing itself informed about the use of bank credit; (3) that the power
of Federal reserve banks to withhold credit accommodations should
be used to discourage unsound banking practices; and (4) that the
Federal Reserve Board should have power to suspend a member bank
from the use of Federal reserve credit facilities. The board is in
sympathy with these principles.

For the purpose of accomplishing these ohjectives, a substitnte for
section 3 is suggested. This substitute includes a revision of the
paragraph of section 4 of the Federal reserve act which now reads as
follows: '

Said board shall administer the affairs of said bank fairly and impartially
and without discrimination in favor of or agalnst any member bank or bauks
and shall, subject to the provisions of law and the orders of the Federal Reserve
Board, extend to each member bank such discounts, advancements, and accom-
modations as may be safely and reasonably made with due regard for the claim
and demands of other member banks.

In this revision the word “may” is substituted for “shall ” and
the remaining language of the section is made somewhat more gen.
eral than in the hill.

Member banks as a rule do not borrow to relend, but to make up
deficiencies in reserves arising from withdrawals of deposits or from
other causes. It is, therefore, usually impossible to say that a loan
to a member bank is granted for this or that specific purpose. How-
ever, it would be possible to determine whether the loan and invest-
ment policies of a bank.are inconsistent with the purposes of the
Federal reserve act, and, if so, to refuse accommodation to such bank
or in aggravated cases to suspend it from the privilege of using the
system’s credit facilities. In this connection attention is invited to
the fact that section 4 of the Federal reserve act requires the chair-
man and Federal reserve agent at each Federal reserve bank to
“ make regular reports to the Federal Reserve Board ” and to “act
as its official representative for the performance of the functions con-
ferred upon it by ”’ the Féderal reserve act.

It is recommended that section 8 of the bill be changed to read as
follows:

Seo. 3. The paragraph of section 4 of the Federal reserve act, as amended,
which begins with the words, “ Said board shall administer the affairs of
said bank fairly and impartially,” is amended and reenacted to read as follows:

* Snid board of directors shall administer the affairs of said bank fairly and
impartially and without diserimination in favor of or agninst any member
bank or banks and may, subject to the provisions of law and the orders of the
Federal Reserve Board, extend to each member bank such discounts, advance-
ments, and nccommodations as may be safely and reasonably made with due re-
gard for the claims and demands of other member banks, the maintenance, of
sound credit conditions and the accommodation of commerce, industry, and
agriculture. The Federal Reserve Board may preseribe regulations further
defining within the limitations of this act the conditions under which dis-
counts, advancements, and fccommodations may be extended to member banks,
Each Federal reserve bank shall keep itself Informed of the general char-
acter and amount of the loans and investments of its member banks with a
view to ascertaining whether undue use is being made of bank ecredit for the
speculative carrying of or trading in securities, real estate, or commodities, or
for any other purpose inconsistent with the maintenance of sound credit ¢on-
Wlitions; and, in determining whether to grant or refuse advances, rediscounts,
or other credit accommodations, the Federal reserve bank shall give eonsid-
eration to such information. The chairman of the Federal reserve bank ghall
report to the Federal Reserve Board any such undue use of bank credit by
any member bank, together with his recommendation. Yhenever, in the judg-
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ment of the Federal Reserve Board, any member bank is making such undue
use of bank credit, the board may, in its discretion, after reasonable notice and
an opportunity for a hearing, suspend such bank from the use of the credit
facilities of the Federal reserve system and may terminate such suspension
or may renew it from time to time.”

Sec. 4. It is recommended that this section be omitted. It pro-
hibits banks that belong to a group or a chain from voting for Fed-
eral reserve bank directors. The wording of the section 1s such as
not to confine the prohibition to group and chain banks, however,
but to include all banks that are not controlled entirely by locally
resident stockholders. Since the stock of many important banks is
widely owned throughout the country, this might restrict the votin,
privilege to smaller and less important banks that are owned by loca.
stockholders. It is to be feared that this section would bar from par-
ticipation in the selection of Federal reserve directors many of the
better managed banks.

Sec. 5. This section would amend the first paragraph of section
7 of the Federal reserve act so that, after the payment of expenses
and dividends, all of the net earnings of a Federal reserve bank over
and above any amounts necessary to restore its surplus to the amount
on December 31, 1931, would be paid to the Federal liquidating cor-
poration. The amendment is also worded in such- a way as to pre-
vent the payment of any dividends out of surplus and to prevent the
payment of dividends whenever the surplus of a Federal reserve
bank is less than it was on December 31, 1931,

A different method of financing the liquidating corporation is
proposed and will be discussed under the appropriate section. For
this reason a modification of section 5 is suggested which would not
<hange the provisions of the present law in regard to the surplus of
the Federal reserve banks, but would authorize the Secretary of the
Treasury to use the franchise tax received from the Federal reserve
banks for the purpose of supplementing the funds of the corpora-
tion.

As changed, section 5 of the bill would read as follows:

Sec. 5. The second paragraph of section 7 of the Federal reserve act, as
amended, is amended to read as follows:

“ The net earnings derived by the United States from Federal reserve banks
shall, in the discretion of the Secretary of the Treasury, (1) be used to sup-
plement the gold reserve held agalnst outstanding United States notes, or (2)
be applied to the reduction of the outstanding bonded indebtedness of the
United States under regulations to be prescribed by the Secretury of the
Treasury, or (3) be invested in debentures or other such obligations of the
Federal Liquidating Corporation. Should a Federal reserve bank be dissolved
or go into liquidation, any surplus remalning, after the payment of all debts,
dividend requirements as hereinbefore provided, and the par value of the
stock, shall be paid to and become the property of the United States and shall
be slmilarly applied.”

Section 6: In order that reports of affiliates of State member
banks may be required only when deemed necessary by the Federal
Reserve Board and also in order that suitable provision may be
made for the examination of affiliates of State member banks when
deemed necessary, it is recommended that section 6 of the bill be
changed to read as follows:

Sec. 6, Sectlon 9 of the Federal reserve act, as amended, is further amended
by adding at the end thereof two paragraphs reading as follows:

“ Whenever it shall be deemed necessary in order to obtain adequate Infor-
mation regarding the relations between any bank admitted to membership
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aunder the provisions of this section and Its affiliates or the effect of such
relations upon the management or condition of such bank, it may be required
under rules and regulations prescribed by the Federal Reserve Board to obtain
and furnish such reports as to any or all of its affilintes as may be called for.
‘Each such report shall contain such information and shall be submitted at
such time as may be specified in the call therefor. Any member bank which
fails to furnish any report of an affilinte when and as required shall be subject
to a penalty of $100 for each day during which such faiiure continues. Such
penalty may be assessed by the Federal Reserve Board, in Its discretion, and,
‘when assessed, may be collected by the Federal reserve bank by suit or
-otherwise.

“Any examiner selected or approved by the Federal Reserve Board may
examine any affiliate of any bank admitted to membership under the pro-
the Federal Reserve Board or the Federal reserve bank of the relations of
visions of this section when it shall be deemed necessary in order to inform
the Federal Reserve Board or the Federal reserve bank of the relations of
such affiliate with such member bank or of the effect of such relations upon
the management or condition of such member bank. The examiner making
the examination of any such affiliate shall have power to make a thorough
examination of all the affairs of the affiliate, and im doing so he shall have
power to adminlster oaths and to examine any of the officers, directors, em-
ployees, and agents thereof under oath, and to make a report of his findings
to the Federal Reserve Board or to the Federal reserve bank. The expenses of
any examination made under the provisions of this paragraph may, In the
discretion of the Federal Reserve Board, be assessed against the affiliate
-examined and, when so assessed, shall be pald by the uffiliate examined. If
such affiliate shall refuse to pay such expenses or shall fail to do so within
sixty days after the date of such assessment, then such expenses may be
assessed against the affiliated member bank and, when so assessed, shall be
paid by such member bank: Provided, however, That, if the affilintion is with
two or more member banks, such expenses may be assessed against, and col-
lected from, any or all of such member banks in such proportious as the
JFederal Reserve Board may prescribe. If any affiliate of a bank admitted
to membership under the provisions of this section shall refuse to permit an
«xaminer to make an examination of such aflfillate or refuse to give any infor-
mation required in the course of any such examination, the member bank with
which it is affilinted shall be subject to. a penalty of not more than $100 for
each day that any such refuosal shall continue. Such penalty may be assessed
by the Federal Reserve Board in its discretion and, when so assessed, may
be collected by the Federal reserve bank by sult or otherwise.”

Section 7. If this section is adopted in its present form, certain
«changes should be made in the text for the purpose of clarification
and of providing for certain matters not now covered in the bill
which will be referred to at the appropriate places.

For the purpose of clarification, it is suggested that subsection
.(b) be amended as follows: )

1. In lines 6, 11, and 12, on page 8, it is suggested that the word
# appointive ” be inserted before the word “ member.” .

2. In line 13, on page 8, it is suggested that after the words
4 twelve years” there be inserted the words * from the expiration
of the term of his predecessor.”

In order that the domicile of the board may be fixed for legal
reasons, and in order that grovmon may be made for a chairman
of the i)oard, it is suggested that the following be inserted at the
beginning of line 23, on page 8:

The principal offices of the board shall be in the District of Columbia. At
meetings of the board, the governor shall preside as chairman, and, i his
absence, the vice governor shall preside. In the absence of both the governor
and the vice governor, the board shall elect a member to act as chairman
‘pro tem.

If the authority of the Secretary of the Treasury to assign quar-
ters to the Federal Reserve Board is repealed, it would seem that
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the board should be authorized to purchase or construct a building
for its own use and that, in the interest of convenience and efficiency,
space should be provided in such building for the Comptroller of
the Currency and his staff and for the proposed Federal liquidating
corporation. For this purpose, it is suggested that the following
be added at the end of section 7 of the bill:

(d) Section 10 of the Federal reserve act, as amended, is further
amended by adding at the end thereof a new paragraph reading as
follows:

The Federal Reserve Board is authorized and empowered to acqulre by
purchase, condemnation or otherwise, a building located in the District of
Columbia which will provide suitable and adequate offices wherein the func-
tions of the board and the Comptroller of the Currency may be carried on,
or to acquire by purchase, condemnation or otherwise, such site located in
the District of Columbla as it may deem necessary and to cause to be con-
structed thereon a buildlng which will provide suitable and adequate offices
for the purposes of the Federal Reserve Board and the Comptroller of the
Currency, and to maintain, repair, enlarge or remodel any building so acquired
or constructed. The Federal Reserve Board may assign offices In_any such
bullding for the use of the Comptroller of the Currency and the Federal
liquidating corporation wlthout making any charge for the use of such offices,
and nothing contained in the act of June 3, 1864, or in section 831 of the
Revised Statutes (title 12, sec. 13, U. 8, C.), or in any other provision
of law, shali be construed as preventing the Comptroller of the Currency
from making full use of any offices so assigned and from keeping therein
the records and all other vanluable things belonging to his department. The
Federal Reserve Board may levy upon the Federal reserve banks, in proportion
to their capital stock and surplus, assessments sufficient to defray all costs and
expenses incurred under the provisions of this paragraph.

Whether the Secretary of the Treasury should continue to serve
ex officio as & member and chairman of the board, is a question that
the board, I think, in general is inclined to feel should be decided
primarily by the committee and the Congress. I think the board
feels it might be a little out of place for it to make any suggestions
concerning its own composition. . . o

I will say, however, that it is a rather interesting question. I
think the board feels there are somie definite advantages in having
the secretary present at meetings and, on the other hand, there would
be perhaps some advantages in his absence. I had a little discussion
with Senator Glass on the subject when he asked me some months
ago how I felt about it, and I stated that I had no strong feelings.
As a matter of fact, during the time I have been governor of the
board, I have found nothing to object to in the presence of the Sec-
retary of the Treasury as a member of the board. On the other
hand, it is easy enough to see that the board, having as its chair-
man ex officio a man as powerful and as important as the Secretary
of the Treasury, might be suspected of being unduly influenced by
him; and yet I know, gentlemen of the committee——

Senator Grass (interposing). Of course it is never so.

_Mr. Mever. Well, I know 1t is so, because I know you said you
did it. But it has not been so in the last year and a half.

Senator Grass. Not since you have been governor, no. [Great
laughter in the room.]

Mr. Mever. Well, I just have this thought about it from the point
of view of public policy: I can see all the disadvantages of having
such an important official of the Government as chairman ex officio.
On the other hand, if the board, with its power over the banking
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and financial situation of the country, did not have in its nembership
the kind of representation that the Secretary of the Treasury is
intended to provide, it is possible that, when some policy that was
unpopular but perhaps very sound was in process of being enforced,
the criticism would be made that this was a board of merely bureau-
cratic officials, set aside in the Government and indf:f)endently exer-
cising arbitrary power, with no one on the board reflecting the
public point of view that an official such as the Secretary of the
Treasury might be expected to have. In other words, while it is
easy to see a ?iisadvantage in the existing state of affairs, I think you
have to consider all of the possibilities that might arise under new
conditions.

Senator Grass. Well, you will recall that when the Federal re-
serve bill was enacted into law one of the most vehement objections
to it was by the American Bankers’ Association, and particularly to
that provision that put the Secretary of the Treasury on the board.
They called it a political board, and some of them do now.

Mr. Meyer. Well, that is the disadvantage of the presence of the
Secretary, and, laying aside any personalities as affecting the late
Secretary or the present Secretary or any present member on the
board, I can see great advantages in a separation. But I want to
say this, that while the Secretary’s membership is always thought
of in the terms of the Secretary of the Treasury having access to
the board’s counsels, and having the ability to influence its policy
in a direction advantageous to Government finance, I see, too, that
direct contact with the Secretary of the Treasury, on behalf of the
board’s interest from a banking point of- view in the Treasury’s
policies, is a considerable advantage. I do not think it is a one-sided
matter. I should say that we feel as free to express the banking

oint of view on Treasury policies when the Secretary is present
in the board meetings as the Secretary does to express his views
fr(ign. the Government’s financial point of view about banking
policies.

Senator Grass. I am glad that that has been so radically changed
since I was Secretary of the Treasury.

Mr. Meyer. Well, you can see that there is some point to that
possibility, because after all the banks of the country have a very
direct interest in the policies of Government finance.

I was wondering whether on this particular subject you would care
to consider perhaps an intermediate course, for instance, perhaps to
make the Secretary of the Treasury an ex officio member of the
board without a vote and eliminate him from the chairmanship.
That would provide a normal and natural means for regular con-
ferences, without, I should say, the suspicion of undue influence.
However, that is merely a suggestion for your consideration. I think
there is considerable advantage from the banking point of view in
having the Secretary on the T)oard, and I am not thinking of any
advantage to the Secretary of the Treasury as head of the Govern-
ment’s financial department.

Senator Frerceer. There is no difficulty about the board being in
frequen% conference and contact with the Secretary of the Treasury,
is there . :

Mr. MEever. Well, of course, if this bill were enacted and the board
moved out of the building, if we wanted to have a conference, should
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we send for the Secretary of the Treasury to come over to see us?
Or should we ask for an appointment with the Secretary when we
might be allowed to see him? It might be a rather embarrassing
matter, whereas if he were an ex officio member without a vote he
would attend when pending matters were interesting to him, and
when he had the time, and he would be available in the normal way.
In other words, there would not be any discussion about how to
arrange meetings, .

Senator Frercaer. It seems to me that is a mere matter of location
of the oflices.

Mr. Mevex. It is more than that. I do not think the Secretary of
the Treasury, who is a very important officer in the Government,
would care to be sent for by the various boards and bureaus of the
Government around Washington.

Senator Grass. No, and I sent for the board.

Mr. Mever. And you were the Secretary of the Treasury then.
But I am saying if the Secretary of the Treasury were not a member
of the board he might not send for the board, because the board
might not feel particularly responsive to his calls. I do not know
that the board would respond to a call from the Secretary of the
Treasury if he were not a member of the board and had no official
relationship with it.

Senator Grass. You make yourself very skillfully persona grata.

Mr. Meyer. Well, I am only trying to throw a little light on the
discussion. I have not thought very much about this, although it is
interesting, I admit.

Senator FrLercmer. It seems to e if we are going to put him on
the board we should do so and not as a figurehead.

Mr. Meyer. Well, not as a figurehead, but by following that sug-
gestion he would have a natural way for conference.

Senator Grass. What about the Comptroller of the Currency?

Mr. Mever. This report does not discuss that, and your bill did
not refer to it, so we did not comment on it. Personally I think it
is fair to say that a good many members of the board, although I
would not say all, because we have not taken a vote on it, have the
feeling that there is no need of, and no great benefit in, the presence
of the Comptroller of the Currency on the board. He is such a busy
individual that he has very little time to give to the affairs of the
board, excegt at meetings which he attends only occasionally, and
then probably for only a part of the meetings.

Senator Grass. How many times in the year would your minutes
il;owdghe Secretary of the Treasury attended the meetings of the

ar

Mr. Mever. Do you mean in the last year?

Senator Grass. Well, in any one year.

Mr. Mever. Over what period do you mean$

Senator Grass. In a year.

Mr. Mever. Well, I have only been there for a year and a half.
Mr. Mellon only attended meetings as a rule when we asked him
to for the purpose of making up a quorum. Since Mr. Mills has
been Secretary of the Treasury, he has frequently attended and is
interested in the discussions. He attends whenever he can—I should
say, whenever he has the time.
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Senator Grass. Of course you know that we have discussed this
matter for quite a period of time.

Mr. . How do you mean?

Senator Grass. I mean that we have not sprung it on an unsuspect-
ing public. .

Mr. Mever. No, but the idea had not come to me previously that
%he Secretary of the Treasury might be a nonvoting member of the

oard.

Senator Grass. Do you mean unoflicial observer?

Mr. Mever. Well, as an ex officio member of the board without a
vote, but eliminating him from the chairmanship as you propose.
I am not urging it. I am not recommending it, and the board did
not discuss that in this report, and therefore it is merely a suggestion
made now for your consideration.

Senator Grass. Well, the subcommittee did not regard it as vital.

Mr. Mever. How was that?

Senator Grass. I say, the subcommittee did not regard it as vital.

Mr. Meyer. No, I so understand.

The CHatrMaN, You may continue your statement, Mr. Meyer.

Mr. Mexer. Section 8: The purpose of this section is to prevent the
undue use of bank loans for speculation in securities. It is believed
‘that this is sufficiently covered in section 3 and, therefore, the omis-
sion of section 8 is recommended.

Section 9. In accordance with the principles indicated in the dis-
cussion of section 2, it is recommended that section 9 of the bill be
changed to read as follows:

% Sec. 9. The Federal reserve act, as amended, is amended by in-
serting between sections 23 and 24 thereof the following new section:

“ Skc. 23(a). No national banking association and no State mem-
ber bank shall (1) make any loan or any extension of credit to, or
purchase securities under repurchase agreement from, any of its
affiliates, or (2) invest any of its funds in the capital stock, bonds, or
other obiigatlon of any such affiliate, or (3) accept the capital stock,
bonds, or other obligations of any such affiliate as collateral security
for advances made to any individual, partnership, association, or
.corporation ; if, in the case of any such n&linte, the aggregate amouut
-of such loans or extensions of credit, repurchase agreements, invest-
ments, and advances against such collateral security will exceed 10
per centum of the capital stock and surplus of such national banking
association or State member bank; or if, in the case of all such affili-
ates, the aggregate amount of such loans, extensions of credit, invest-
ments, and advances against such collateral security will exceed 20
per centum of the capital stock and surplus of such national banking
association or State member bank: Provided, however, That nothing
in this section, or in any section of the banking act of 1932, shall be
-construed as authorizing member banks to invest their funds in stock
-otherwise than as specifically authorized by existing law.

“¢ Each loan or extension of credit to an affiliate within the fore-
going limitations shall be secured by collateral having a market
value at the time of making the loan or extension of credit of at least
20 per centum more than the-amount of such loan: Provided, That
-this requirement shall not apply to loans or extensions of credit on
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the security of obligations of the United States Government, Re-
construction Finance Corporation, Federal Intermediate Credit
Banks, or Federal land banks, or on the security of notes, drafts, bills
of exchange, or acceptances eligible for discount or purchase by Fed-
eral reserve banks: And provided further, That when any loan is.
made on the security of obligations of an State or political subdivi-
sion or agency thereof such obligations shall have a market value at
the time of making the loan of at least 10 per centum more than the
amount of such loan. A loan or extension of credit to a director,
officer, clerk, or other employee or any representative of any such
affiliate shall be deemed a loan to the affiliate to the extent that the
proceeds of such loan are used for the benefit of, or transferred to,
the affiliate.

% ¢The provisions of this section shall not apply to any affiliate of
such national banking association or State member bank, (1) the sole
function of which is to hold its banking house or houses and the site
or sites thereof, %2) the sole function of which is to conduct a safe
deposit business, (8) in the capital stock of which such bank has been
authorized to invest pursuant to section 25 of the Federal reserve
act, (4) organized under section 25(a) of the Federal reserve act,
or (5) transacting only the business of an agricultural credit corpo-
ration or live stock loan company; but as to such affiliates member
banks shall continue subject to the provisions of existing law limit-
ing the amounts which they may lend to, or invest in the stock or
other obligations of, such corporations’.”

Seo. 10. This section of the bill deals with two separate and dis-
tinct subjects, (1) open market operations of the Federal reserve
banks, and (2) the proposed Federal liquidating corporation. For
convenience, these subjects, will be discussed separately.

Open market operations: The first part of Section 10 would estab-
lish 2 Federal open market committee along the lines of the existing:
open market policy conference which functions as a piece of admin-
istrative machinery without specific legal status.

The statement in paragraph (b) of section 10 which says that, “ No
Federal reserve bank shall engage in open market operations, except
after approval and authorization by the committee,” appears to be
too rigid. It deprives an individual reserve bank of all authority
to make purchases in the open market except after obtaining the
consent of both the board and the committee. The open market com-
mittee would have no authority to act without approval of the board
and the board would have no authority to act without approval of
the committee. This would result in the possibility of obstruction
of any system program and would tend to make the operation of the
Federal reserve system less timely and less efficient.

_ Lines 19 to 28 in paragraph (c) on page 12 of this section would
incorporate into law a principle which the Federal Reserve Board
has adopted in practice.

. The following substitute for the first part of section 10 of the bill
is suggested :

Sec. 10. Sectlon 14 of the Federal reserve act, as amended, is further
amended by striking out the words ‘ Bvery Federal reserve bank shall have
power;’ and inserting in Ilieu thereof the following:

“ Subject to such regulations, Hmitations, restrictions and procedure as the

Federal"Reserve Board may prescribe, every Federal reserve bank shall have
power:
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“ Section 14 of the Federal reserve act, as amended, is further amended by
audding at the end thereof a new paragraph reading as follows:

*'The tiuie, character and volume of all purchases and sales in the open
mirrke: under this section shall be governed with a view to accommodating
commerce and business and with regard to their bearing upon the general
-credit situntion of the country.’”

Senator Grass. Governor, wouldn’t that proposed amendment
abrogate the right of a Federal reserve bank to initiate the discount
rate and transfer it to the Federal Reserve Board?

Mr. Mever. I think not, Senator Glass. After looking at it again
I would say it concerns open market operations: I do not think it
would, but I should like to ask our counsel.

Mr, Wyarr. I do not think it would.

Mr. Meyer. Our counsel is sitting here behind me, and he tells me
it would not.

Senator Grass. I am very much of opinion it would, and that is a
bitterly contested proposition.

Mr. Mever. You want to maintain the initiative in the banks?

Senator Grass. Yes.

Mr. Meyzer. It has been our })olicy to do that. I have attended
meetings where the directors of banks have been discussing rates,
and never had anything to say about it at all. -

Senator Grass. But you know it was a bitterly controverted prop-
osition.

Mr. Mever. Yes.

Senator Grass. And that it created quite a sensational dispute?*

Mr. Mever. I am in entire sympathy with your view on that, Sena-
tor Glass, and am quite sure that we were not in the slightest degree
intending that there should be any change. And our counsel advises
me that he thinks it does not change that proposition.

Senator Grass. Well, I was so certain of it that the technician of
this committes having embodied that in the bill I had it stricken
out. ’

Mr. Meyer, Well, of course it is worth studying from that point
of view, but I think it is perfectly innocuous in that respect.
should like to have it looked into a little more fully by our counsel,
and will write you a memorandum on that, for the benefit of the
committee, if you and they so desire.

Senator Grass. I am willing to be convinced.

Mr. Mever. All right, Senator Glass, we will try to furnish you a
basis for a sound conviction.

MThe Caamaran. You may continue your statement, Governor
eyer.

Mr. Mexer. Federal liquidating corporation: The other part of
section 10 deals with the propose% Federal liquidating corporation,
and there is submitted a proposed substitute for the section as drafted
in the bill. The substitute would confine the benefits of the liquidat-
ing corporation to member banks., Provision is made for assistance
to nonmember banks in the Reconstruction Finance Corporation act,
and it would render membership in the system more attractive if the
benefits of the corporation were confined to member banks. In the
substitute it is proposed that $100,000,000 of the capital of the
liquidating corporation be subscribed by the Treasury. This sub-
scription to capital may be considered as being derived from the
franchise tax previously paid to the Treasury by the reserve banks.
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In addition, it is proposed that the corporation be authorized to-
issue debentures up to twice the amount of its subscribed capital
and that the Federal reserve banks be given authority to purchase:
those debentures up to one-fourth of their surplus. This is not a.
propitious time to ask the member banks to contribute to the liqui-
dating corporation. The banks are going through a very difficult
eriod and to tax them for this purpose would be a considerable:
1ardship on them.

In order to make the operations of the corporation more easily
manageable, it is proposed that the directorate be comprised of 5
members instead of 14 as proposed in the bill.

For the reasons which have been stated the following separate
section on the Federal liquidating corporation has been drafted:

Seo. SA. The Federal reserve act, as nmended, is further amended by insert-
ing between sections 28 and 29 thereof the following new section:

Seo. 28A. (a) There 1s hereby created a Federal liquidating corporation.®
(hereafter referred to as the * corporation”) for the purpose of making loans
on, or purchasing and liquidating as hereinafter provided, all ov any part of
the assets of any member bank for which a receiver has been appointed. The
term “ receiver” as . used in this section shall mean a receiver of a national.
bank, and a recelver, liquidating uagent, commission, person, or other agency’
charged by State law with the responsibility and the duty of winding up the-
affairs of an insolvent State member bank.

(b) The management of the corporation shall be vested in a board of
directors consisting of five members, one of whom shall be the Comptroller of’
the Cutrrency, one a member of the Federal Reserve Board deslgnated by the-
board for the purpose, and three selected annually by the governors of the
12 Federal reserve banks under such procedure as may be prescribed by the
Federal Reserve Board.

(c) The corporation shall have a capital stock of $100,000,000, alt of which.
shall be subscribed by the United States of Americu and payment for which
shall be subject to call in whole or in part by the board of directors of the-
corporation.

There is hereby authorized to be appropriated out of any mouney in the
Treasury not otherwise appropriated the sum of $100,000,000 for the purpose-
of making payments upon such subscription. Recelpts for payments by the
United States for or on account of such stock shall be issued by the corpora-
tion to the Secretary of the Treasury and shall be evidence of the stock-
ownership of the United States.

Any Federal reserve bank may purchase and hold any debentures or other
such obligations of the corporation in an amount not exceeding one-fourth.
of the amount of its surplus fund.

(d) The corporation shall have power—

First. To adopt, alter, and use a corporate seal.

Second. To have perpetual succession from the date of enactment hereof,.
unless it is sooner dissolved by an act of Congress. '

Third. To make contracts; to purchase, lease, and hold or dispose of such
real estate or personal property as may be necessary or convenient for the:
transaction of its business.

Fourth. To sue and be sued, complain and defend in any court of competent:
Jurisdiction.

Fifth. To appoint, employ, and fix the compensation of such officers, em-
Dloyees, attorneys, and agents as shali be necessary for the transaction of the:
business of the corporation, without regnrd to the provisions of other laws
applleable to the employment and ecompensation of officers or employees of the
United Statex. to define their authority and duties, to require bonds of them
and fix the penalty thereof and to dismiss them at pleasure, Nothing in thig
or any other act shall lge construed to prevent the appointment and c¢ompen-
sation as a dlrector,_ oflicer, or employee of the corporation of any ottlcer or
employee of the United States In any hoard, commission, independent
establishment, or executive department thereof,

Sixth. To prescribe, amend, and repeal by its board of directors by-lnws and’
rules and regulations not inconsistent with law governing the manner in which
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its general business may be conducted and the privileges granted to it by law
may be exercised and enjoyed.

Seventh, To exercise such incidental powers as shall be reasonably necessary
to carry out the powers so granted.

(e) The board of directors of the corporation shall determine and prescribe
the manner in which its obligations shall be incurred and its expenses ullowed
and paid. The corporation shall be entitled to the free use of the United Stutes
mails in the same manner as the executive departments of the Government.
The corporation with the consent of any Federal reserve bank or of any board,
commission, independent establishment, or executive department of the Govern-
ment, including any field service thereof, may avail itself of the use of informa-
tion, services, and facilities thereof in carrying out the provisions of this
act.

(f) Upon the application of the receiver of any member bank, the cor-
poration may in its discretion purchase the assets of such bank, in whole ur
in part, or make loans to the receiver on the security of such assets or any
portion thereof, on such terms and conditions as shall be agreed upon between
the corporation and the receiver, subject to the approval of (1) the Comp-
troller of the Currency in the case of any national bank, or (2) the person
or agency designated by State law in the case of any State bank; except that,
in no case shall the corporation make any loan or pulchase any assets in
an amount which in the opinion of the corporation shall not fully pretect
such corporation and no such loan or purchase shall be made in the case of
State member banks unless expressly authorized by the law of the State in
which the bank is located. Receivers of national banks are hereby authorized
and empowered with the approval of the Comptroller of the Currency to bor-
row on, or sell, assets of banks of which they are receivers, and the proceeds
of every such sale or loan shall be utifized for the same purposes und in the
same manner as other funds realized from the liquidation of the assets of such
banks. The Comptroller of the Currency may, in his discretion, pay dividends
on proved claims at any time after the expiration of the period of advertise-
ment made pursuant to section 5235 of the Revised Statutes, and no liability
shall attach to the Comptroller of the Currency or to the receiver of any
national bank by reason of any such payment for fallure to pay dividends to
a claimant whose claim is not proved at the time of any such payment. If
the amount realized from any assets acquired by the corporation under the
provisions of this section exceeds the sum paid therefor or loaned thereon,
the corporation shall make an additional payment to the receiver of the bank
equal to the amount of such excess, if any, after deducting the expenses of
liguidating such assets and an amount equal to interest at the rate of -6
per cent per annum., All loans made by the corporation to receivers shall
bear interest at the rate of 6 per cent per annum.

(g) Money of the corporation not otherwise employed shall be invested in
securities of the Government of the United States, except that for temporary
periods, in the discretion of the board of directors, funds of the corporation
may be deposited subject to check in any Federal reserve bank or with the
Treasurer of the United States. When designated for that purpose by the
Secretary of the Treasury, the corporation shall be a depositary of public
moneys, except receipts from customs, under such regulations as may be pre-
seribed by the said Secretary, and may also be employed as a financial agent
of the Government. It shall perform all such reasonable duties as deposi-
tary of public moneys and flnancial agent of the Government asx may be
required of it.

(h) The corporation is authorized and empowered to Issue and to have
outstanding at any one time in an amount aggregating not more than twice
the amount of its capital, notes, debentures, bonds, or other such obligutions,
to be redeemable at the option of the corporation before maturity in such
manner as may be stipulated in such obligations, to bear such rate or rates
of interest, and to mature at such time or times as may be determined by
the corporation: Provided, That the corporation may sell on a discount basis
short-term obligations payable at maturity without interest. Obligations of
the corporation may be secured by assets of the corporation in such manncr
as shall be prescribed by the board of directors. Such oblizations may be
offered for sale at such g;'lce or prices as the corporation may determine. The
said obligations shall fully and unconditionally guaranteed both as tae
interest and principal by the United States and such guaranty shall be ex-
pressed on the face thereof. In the event that the corporation shall be unable
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to pay upon demand, when due, the principal of or interest on notes, deben-
tures, bonds, or other such obligations issued by it, the Secretary of the
Treasury shall pay the amount thereof, which Is hereby authorized to be ap-
propriated, out of any moneys in the Treasury not otherwise appropriated, and
thereupon to the extent of the amounts so paid the Secretary of the Treasury
shall succeed to all the rights of the holders of such notes, debentures, bonds,
or other such obligations,

(i) All obligations issued by the corporation shall be exempt. both ns to
-principal and interest, from nll taxation (except estate or inheritance taxes)
now or hereafter imposed by the United States, by any Territory, dependency
or possession thereof, or by any State, county, municipality, or local taxing
authority. The corporation, including its franchise, its capltal, regerves, and
surplus, and its income, shall be exempt from all taxation now or hereafter
fmposed by the United States, by any Territory, dependency, or possession
‘thereof, or by any State, county, municipality, or local taxing authority, except
that any real property of the corporation shall be subject to State, county,
.municipal, or local taxntion to the same extent according to its value as other
real property is taxed.

() In order that the corporation may be supplied with such forms of
.obligations as it may nced for issuance under this act, the Secretary of the
‘Treasury is authorized to prepare such forms as shall be sultable and approved
by the corporation, to be held in the Treasury subject to delivery, upon order
.of the corporation. The engraved plates, dies, bed pieces, and other material
executed in connection .therewith shall remain in the custody of the Secretary
of the Treasury. The corporation shall reimburse the Secretary of the
Treasury for any expenses incurred in the preparation, custody, and delivery
-of such obligations.

(k) The corporation shall annually make a report of its operations to
the Congress as soon as practicable after the 1st day of January in each year.

(1) Whoever, for the purpose of obtaining any loan from the corporation,
-or any extension or renewal thereof, or the acceptance, release, or substi-
tution of security therefor, or for the purpose of inducing the corporation to
purchase any assets, or for the purpose of influencing in any way the action
of the corporation under this act, makes any statement, knowing it to be
false, or wlilfully overvalues any security, stall be punished by a fine of not
more than $5,000, or by imprisonment for not more than two years, or both,

(m) Whoever (1) falsely makes, forges, or counterfeits any obligation or
.coupon, in imlitation of or purporting to be an obligation or coupon, issued by
the corporation, or (2) passes, utters, or publishes, or attempts to pass, utter,
-or publish, any false, forged or counterfeit obligntion or coupon, purporting to
‘have been issued by the corporation, knoswing the same to be false, forged or
-counterfeited, or (3) falsely alters any.obligation, or coupon, issued or pur-
porting to have been issued by the corporation, or (4) passes, utters, or pub-
lishes or attempts to pass, utter, or publish as true, any falsely altered or
spurious obligatlon or coupon, issued or purporting to have been issued by the
.corporation, knowing the same to be falsely altered or spurious, shall be
punished by a fine of not more than $10,000 or by imprisonment for not more
than flve years, or both,

(n) Whoever, being connected in any capaclty with the corporation., (1)
embezzles, abstracts, purloins, or wilfully misapplies any moneys, funds, securi-
ties, or other things of value, whether belonging to it or pledged, or otherwise
-entrusted to it, or (2) with intent to defraud the corporation or any other
body, politic or corporate, or any individual, or to deceive any officer, anditor, or
examiner of the corporation, makes any false entry in any book, report, or
statement of or to the ¢orporation, or without being duly authorized draws any
order or issues, puts forth or assigns any note, debenture, bond, or other such
-obtigatlon, or draft, bill of exchange, mortgagre, judzment, or decree thereof,
shall be punished by a fine of not more than $10,000 or by imprisonment for
‘not more than five years, or both,

(0) No individual, nssoclation. partuership, or corporation shall use the
words “Federal Liquldating Corporation,” or a combination of these three
words, as the name or u part thereof under which he or it shall do business.
Brery individuai, partnership, association, or corporation vlolating this sub-
-division shall be punished by a fine of not exceeding $1,000, or by imprison-
ment not exceeding one year, or both,

(p) The provisions of sections 112, 113, 114, 115, 116, and 117 of the Criminal
‘Code of the Unlted States (U. 8. C., title 18, ch. 5, secs. 202 to 207, inclusive),
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insofar as applicable, are extended to apply to contracts or agreements with
the corporation under this act, which for the purposes hercof shall be held to
include loans, advances, extensions and renewals thereof, nnd acceptances,
releases, and substitutions of security therefor, purchases or sales of assets,
and all contracts and agreements pertaining to the same.

(q) The Secret Service Division of the Treasury Department is authorized to
detect, arrest, and deliver into the custody of the United States marshal having
jurisdiction any person committing any of the offenses punishable under this
section,

Senator Grass. Governor, was it your judgment that it was all
right for the banks to contribute four times us much to the National
Credit Corporation? .

Mr. Mever. That was a temporary contribution, Senator Glass.
Tt was only intended to be so, and I think it will prove to be so.

Senator Grass. This contribution is a single contribution and
only a contribution.

Mr. Mever. Yes; but I think it is expected that the National
Credit Corporation will be able to return all of its capital.

Senator (Grass. The whole proposition is whether this is a propi-
tious time to require the banks of the country to contribute four
times as much to the National Credit Corporation as to this corpora-
tion,

Mr. Mever. All banks did not do it, only about half of them.

Senator Grass. And they were coerced into doing it?

Mr. Meyer. Some of them, perhaps.

Senator Grass. We had testimony the other day that they only
did it then after they were assured by high authority that the Gov-
ernment through the taxpayers was going to take it over.

Mr. Mever. Well, I think that the $100,000,000 capital for the
corporation, which is less than you suggested in the bill should
come from the Government, and that, with $200,000,000 borrowing
capacity, would enable the corporation to take care of the need for
advances to facilitate payments to depositors of closed banks.

Senator Guass. Has the Government ever contributed a dollar
to the maintenance of the Federal reserve system?

Mr. Meyer. I know they have not in the last year and 2 half.

Senator Grass. And you know they have never done it, either.

Mr. Meyer. Well, I will say that I think they have not, but you
understand I can not speak on that from personal knowledge.

Senator Grass. And why should it ever do it? It is not a Gov-
ernment institution.

Mr. Mever. No.

Senator Grass. The Government does not own one dollar of pro-
rietary interest in the Federal reserve system, and I for one have
een intent on keeping it that way. I don’t think the Government

shouldl have anything to do with it except by way of supervisory
control.

Senz;t?or Frercuer. How about nonmember banks being taken
care 0

Mr. Mever. There are a good many States which do not authorize
receivers of closed banks to borrow. ~Some of the States are amend-
ing their laws, but some are not. Virginia amended its law.

Senator FLercHER. The point I am making is, that the Recon-
struction Finance Corporation itself is a temporary corporation.

Mr. Mever. Yes.
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Senator Frercaer. Whereas we are trying to write here a per-
manent law,

Mr. MexEr. Yes.

Senator Frercmer. So the Reconstruction Finance Corporation
can not take care of the needs of these nonmember banks very well.

Mr. Mever. Yes, but——

Senator Grass (interposing). The provision in this bill with
respect to nonmember banks is a temporary arrangement. I must
confess that I had no particular partiality for it, and I have been
trying to ascertain from the Reconstruction Finance Corporation
within the last three or four days whether or not it thinks there is
any need for that temporary relief. In other words, whether the
$200,000,000 already appropriated is not sufficient to meet that issue.

Mr. Mever. It is hard to answer that question. If some States
which have no laws authorizin, borrowilxzﬁ{s by receivers, should
amend their laws and authorize them, I think there might be a con-
siderable volume of applications for this purpose. But in the imme-
diate present there is not, because most States have no laws which
permit borrowings by receivers of State banks.

Senator Grass. This provision would expire by limitation before
many States could take advantage of it.

Mr. Mever. It depends on how long that corporation functions.
1f for only one year, which I hope may be the case, that would be so,
but its life might bé extended.

Senator Grass. This particular provision expires in two years.

Mr. Meyen., Yes, sir.

Senator Wavrcorr. Governor Meyer, would your proposed amend-
ment make this an emergency measure or a permanent measure ?

Mr. MEYER. Permanent.

Senator Warcorr. The same as this bill?

Mr. Mexer. Yes; but for member banks.

Senator WaLcorr. For member banks only?

M. Meyzr. Yes, sir.

. Senator Grass. I should like to recapture from the Govermment
the whole of the $147,000,000 it has taken over from the Federal
reserve bank earnings and to which it was never entitled in my judg-
ment.

Mr. Mever. Well, this would recapture $100,000,000 as it is pro-
posed here.

Senator Grass. ,But it does not appear in the form of a recapture.

Mr. Mexer. I have the feeling, Senator Glass, that to take a large
part of the surplus of the Federal reserve banks and put it in the cor-
poration would be a mistake.

Senator Grass. The Federal reserve banks have more than 100 per
cent greater surplus than they asked the Congress to give them.

Mr. Mexer. Well, it is a great element of strength in the banks,
and adds to the confidence of the people in the Federal reserve sys-
tem. The surplus of any bank is as important to its capital structure
as its capital. The mere fact that it is called surplus does not mean
that it can be taken out without detriment.

Senator Grass. We are not divorcing it. We are putting it to the
use of the member banks of the system. :

Mr. Mever. Yes. In an acute situation when.the real test of
confidence in strength develops the large surplus as well as the capi-
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tal of the Federnl reserve system is a very important element, and
it never was more so than it was within the past year, and, if that
surplus had been invested, even well invested, in slow assets of
closed banks, I should say it would not have been as much in the
public interest as it was to keep it in reasonably liquid form.

Senator Grass. And instead of that it was invested largely in
slow assets of foreign banks in foreign countries.

Mr. Meyzer. Not very extensively.

Senator Grass. But quite extensively.

Mr. Meyer. These advances have been repaid in large part.

Senator ‘Grass. Nevertheless, the investment was very extensive.

Mr. Mever. It was not very prolonged. That not all of it was
slow hias been proven by the fact that a considerable part has already
been retived.

Senator Grass. But it never ought to have been done at all.

Mr. Mever. Shall I now proceed, Mr. Chairman?

"The Cramarax. Proceed with your statement,

Mr. Meyer. I will take up section 11: Section 11 imposes a dis-
-<criminatory rate against member-bank collateral notes. It also pre-
.seribes limitations on the use of such notes by banks that may be
1making loans on stock-exchange collateral. It is believed that the
‘purposes of this section are accomplished by the proposed revision
of section 8 and that no further limitations along tgis ine are desir-
able. - The theory underlying this section, namely, that there is a
more direct connection between inember-bank collateral notes and
the use of reserve credit for speculative activity than between other
borrowings and this activity 1s unfounded. Member banks borrow
on 15-day notes, because of the greater convenience both to them and
‘to the Federal reserve bank; and, if this form of borrowing were
‘prohibited or made more expensive, they would merely substitute
‘the procedure of rediscounting eligible paper without any change
in the use of the proceeds. IFor these reasons, it is believed that
‘this section would make the operation of the Federal reserve banks
Jess efficient and more expensive.

The recommendation has been made by the Federal Reserve Board
‘in its annual reports for several years that the maturity for which
-advances may be made to member banks on their promissory notes
:secured by paper which is eligible for discount be increased from
15 to 90 days. Such an amendment would be especially helpful to
-country banks, and it is recommended that the following be substi-
‘tuted for section 11 of the bill:

Sec. 11. The seventh paragraph of section 13 of the Federal reserve act, as
.amended, is amended and reenacted to read as follows:

Any Federal reserve bank may make advances for perlods not exceeding
15 days to its member banks on their promissory notes secured by the
deposit or pledge of bonds, notes, certificates of indebtedness or treasury bilis
-of the United States; and any Federal reserve bank may make advances for
periods not exceeding 90 days to its member banks on their promissory
notes secured by such notes, drafts, bills of exchange or bankers’ acceptances
as are eligible for rediscount or for purchase by Federal reserve banks under
the provisions of this act. All such advances shall be made at rates to be
established by such Federal reserve banks, subject to the review and de-
termination of the Federal Reserve Board.

Section 12: Section 12 deals with relations of Federal reserve

‘banks with foreign banks. It is recommended that the words * sub-
ject to the powers conveyed to and bestowed upon the Federal open
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market committee by section 12A of this act” be omitted. From
the middle of line 18 on page 26 through the word * writing ” in
line 11 on page 27, the section is acceptable, but the omission of the
words “ and control ” in line 19 on page 26 is suggested, in order to
preserve the distinction between supervision and operation.

It is recommended, therefore, that section 12 of the bill be amended
as follows:

(1) Strike out the following language in lines 16, 17, and 18 on
page 26:

(g) Subject to the powers conveyed to and bestowed upon the Federal open
market committee by Section 12A of this Act;

((12) Strike out the words “ and control ” in line 19 on page 26;
an
(8) On page 27, line 11, insert a period after the word * writing ”
and strike out everything in line 11 after that word and all of lines
12, 13, 14, and 15.

Senator Grass. What you read back there furnishes more fuel to
the fire, doesn’t it?

Mr. Mexyer. I think not, Senator Glass. I find in country districts.
of the Federal reserve banks a very great desire to use bills payable
as n matter of convenience. It is not confined to large cities or large
money markets.

Senator Grass. But it is principally used there, isn’t it?

Mr. MeYER. Of course those banks are larger and they use every-
thing more ; and abuse everything more sometimes. I think you will
agree with me on that, won’t you?

Senator Grass. Yes, but if I could get you to agree with me I
would feel more comfortable. [Laughter in the room.]

Mr. Mever. Well, Senator Glass, in reading a comment of this
kind I think it is well to bear in mind that it consists of a list of
inatters where there are differences of opinion and suggestions for
amendments. It does not, of course, undertake to recite a large
number of matters and the many points on which the board is in
thorough agreement with you and in sympathy with your point of
view. It appears from reading a document of this kind: that it
enumerates only the differences, because that is all there is any use
in enumerating, and therefore it appears perhaps to be nothing but
disagreement. However, as stated in the covering letter which I
read, the board is in sympathy with the general purpose and point of
view of the bill; and I think you will agree with me that substan-
tially there is a great deal in common between your point of view
and the poiut of view of the board.

Senator Grass. Oh, yes. I think the most of the changes are
changes of phraseology.

Mr. MevER. A good many of them at least.

Senator Grass. Let me ask you this: The bank now has un-
restrained power, subject to the review and determination of the
Federal Reserve Board, to make the rate anything it chooses on
15-day paper, doesn’t it?

Mr. MEYER. Yes.

Senator Grass. It has great power, hasn’t it?

Mr. MEevER. Yes.

Senator Grass. Why do you suppose it was put in there?

Mr. Mexer. To be used in case of need.
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Senator Grass. And perhaps never to be used. There was no
need for it in 1928 and 1929, was there ?

Ltf’llll' tL’IEYER. Senator Glass, I would not say, for I can not testify
on that.

Senator Grass. Oh, now! Well, you know what happened at
least in 1928 and 1929. !

Mr. MevYEr. I am not a good witness on 1928 and 1929. I should
like to be able to testify on 1928 and 1929; but, I prefer to refrain
from posing as knowing very much about operations in that year
because I know no more than anyone else on the outside.

Senator Grass. Oh, well, now!

Mr. Meyer. I amn not afraid to answer your questions, as you
know, Senator Glass, and I should like to do it; but I do not like
to testify on things I do not know about.

Senator Grass. Well, Governor Meyer, you are a philosopher and
I am a layman. Let me ask you a direct question if you can under-
stand it. [Laughter.] Should we eliminate the 1 per cent pen-
alty and leave the board free to impose any })ennlty it might },)lense,
would you then object to the balance of the section? %)o
think a Federal reserve bank and the board should have the right
to warn a stock-gambling bank, which is using the facilities of the
Federal reserve—well, I did not ask that question of your counsel.

Mr. Mever. I have already answered it, because you will find that
we are trying in section 3 to cover exactly what you had in mind,
in the amendment to that section that we propose.

Senator Grass. Exactly. But I think you come far from doing it.
That is what I am asking you now. If you will eliminate the
minimum penalty and leave the board and the bank free to impose
any penalty it may please, which it never has done, is there any
further objection to that provision of the bill

Mr. Mexer. Yes; because I think it violates the general principle
of what I think is good administration. That is, to f)lace the matter
in the hands of administrative officers and then hold them respon-
sible rather than to try to legislate in the matter of administration.

Senator Grass. We did that, and they told you to go to a warmer
place than this room supplies.

Mr. Mever. They did not tell me anything of the kind, Senator.
I was not there.

Senator Grass. Oh, I know that you were not there. "

Mr. Mever. I have the feeling that the ¥ederal reserve is a very
young system, with no great tradition and history behind it. The
banking system in this country as established in the last 20 years
has not the background of history and tradition such as has guided
other banking systems, where they made just as bad and even worse
mistakes than have been made in this system, as is shown by their
history. If you will read the history of the Bank of England,
which is now more governed by tradition than by law, you will find
numerous mistakes that they made, as great as any you can well
imagine.

Sgﬁtor Grass. Oh, Governor Meyer, I never thought you would
play the baby act in extenuation for the affront put upon the Federal
reserve banks and the Federal Reserve Board in 1929.
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Mr. Mever, I am not doing that, Senator Glass. And I again feel
that I ought not to be asked to be responsible for the conduct of
officers in that period.

Senator Grass. Oh, well, I would say if you remain as Governor
of the Federal Reserve Board interminably we will not have a
repetition of that maybe, but that is not to be supposed.

Mr. Meyer. I am glad that you feel that way, Senator Glass. I
do not want to pride myself on being able to do better than other
men, but we do learn by experience and I hope are bringing ubout:
better practices. The administration of any system will depend upon. .
the men the Government is able to command for public service. The:
problem is to get men to discharge the responsibilities that you lay
upon them and that you properly expect from them when you enact &
law. You can not, in my opinion, enact into administration things
that you can only get from wisdom, and above all things, moral
courage, the lack of which is what you were complaining of as I see
it. How you can legislate moral courage I have not been able to see.

Senator Grass. We have not tried to do that.

Mr. Mever. That is what it takes.

Senator Grass. We have simply tried to avert a tradition that
I do not want to see persist. If the tradition of 1928 and 1929 is.
going to be the guide of the bank and the board it would be a pretty

ad situation.

Mr. Mever, There are many things to consider. The system grew
up in the war period, Senator Glass; it struggled with the post-war:
conditions and abnormal situations until the middle twenties, and.
almost before the war and the post-war crises had ended it was in.
the inflation period. I think it is quite easy to see the mistakes, but.
1t is also possible to understand why those mistakes were made, and
while I do not think they ought to be condoned, I think we ought to-
try to understand what produced them and avoid them in the future.
I do not think you can insure sound administration and courageous.
administration by legislation alone.

Senator Grass. You think your proposed amendment to section 3.
will accomplish the same purpose as section 11%

Mr. Meyer. I think it does.

Senator Grass. It is just a little more polite?

Mr. Mever. Yes; I think it is a little better, and the board does,
and it is the unanimous opinion of the board. I am speaking on that
for the board.

Now may I read section 13%

The Cmamyan. Yes. You may go ahead.

Mr., Mever. Section 13: The principal feature of this section is.
that it discontinues the distinction between time deposits and de-
mand deposits in so far as reserve requirements are concerned. The
distinction between these two types of deposits has led to man
abuses and has been a factor in making possible a growth of ban]‘;
credit without a corresponding growth in reserves. The proposal
which would raise the requirements on time deposits to the level of
those on demand deposits would increase reserve requirements by
$132,000,000 a year for five years with an ultimate increase of
$660,000,000.

‘Without proceeding to read that through I will say that the idea,.
of course, is one with which the members of the committee are thor-
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0111ghlyf familiar. The board feels justified in recommending the
plan o

Senator Grass. (interposing). Your velocity system.

Mr. Mever. The velocity system, and it has confidence that it will
serve the public interest better than the existing reserve law and
regulations, and better than the plan proposed in the report of the
committee.

Senator Grass. I agree with the board; but I do not think the
board nor I nor anybody else can convince the banks of that fact.

Mr. Meyer. There were several witnesses, and I have not read the
testimony of many of them, but I think there were a good many who
testified 1n favor of the report of the committee on bank reserves of
the Federal reserve system. It has been thoroughly investigated by
many outside the committee that evolved the plan, and I will add
that it has been favorably commecnted on by foreign experts.
Recently I read an article favoring it, in the Economic Journal of
London, by a man who is an expert on monetary matters.

Senator Grass, And he has been as often mistaken as anybody
else in some matters. And New York banks bitterly criticized it.

Myr. Meyer. Well, Senator Glass, sometimes you consider that an
argument in its favor and sometimes not. .

Senator Grass. Is that why you favor it—because they opposed it?

Mr. Mexver. No. I favor it because, after studying it, and not
only studying the report itself, but studying the methods by which
the committee arrived at the result, it seemed all right. The work
of that committee represents a very careful scientific study and a
conscientious effort to arrive at a plan of reserves which would work
soundly and constructively. It would relax credit in depressions
and require an increasing volume of reserves in an expansion period.
They would have caught all these outside loans which were so dis-
astrous in 1929 by this method. And they have convinced the board
I think, as well as many outside students of the problem, of the
soundness of their recommendation, b{ the thoroughness with which
they have applied tests of the proposal to past conditions over a long
period of years.

Senator Grass. I did not dissent at all and the subcommittee
generally did not dissent from the views you express now. But do
you think now is the opportune time to introduce anything of a
revolutionary nature into the banking business?

Mr. Mexer. This gives a six months’ period for member banks to
study it, and that ought to be all they need. If six months won’t
teach them to understand it then six years won’t. F¥rom the financial
point of view, I should say there is nothing to fear in it, and that it
i1s not revolutionary. It does not radically change the aggregate
amount of reserves required, and it is not a thing that needs to be
feared.

Senator Grass. Would you advocate either a maximum or a mini-
mum or both?

Mr. Mever. Well, there is ¢ minimum. The minimum is 5 per
cent for all classes of deposits. I want to express the greatest
sympathy with your point of view about time deposits and the
afllllses that have developed in that connection, and the report of the
committee is designed to do the same thing that you have in mind
there. '
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Senator Grass. I am glad to get a little sympathy.

Senator BurkrLey. Do I understand that the recommendation of
the board is the same as the report of the technical committee we had
several months ago?

Mr. Mzver. I have not compared the two. There are some cases
for which it seemed desirable to make special provision as suggested
in this draft, in addition to the suggestions made in the report, for
instance, where banks have a very heavy turnover.

Senator BuLkrey. Is that the exception, for pay rolls and divi-
dends?

Mr. Mever. I think that is covered, and one or two other forins
of exceptions.

Senator BuLxrey, And you do recommmend those exceptions?

Mr. Mever. Yes; to the extent provided for in the proposed sub-
stitute for section 18 of the bill.

Senator Warcorr. Do you include the maximum as well as the
minimum provision?

Mr, MeYEr. I think the maximum is 15 per cent.

Senator BuLgLEY. Do you think that maximum would still be
necessary if you make an exception for disbursements?

Mr. MeyEr. I think so. I see no harm in it. A reserve of 15 per
cent of gross deposits would be enough.

Senator Warcorr. If the committee should use that would you
have it active a little later?

Mr. Mever. At the end of six months, as suggested in the proposed
amendment. I have heard no criticism of the plan proposed by the
committee on reserves. The only feeling I have perhaps is that we
can not tell how it*will work until it is put into effect. We tried to
apply everﬁ ossible test, and particularly the committee studied
how it mig t%e evaded, if at all, so that banks would be able to get
by with less reserves than intended and than would be sound and
safe. There has been no great difficulty or objection found in our
experience which would justify our being afraid to recommend it.

And now I wish to read you the remainder of the memorandum in
regard to section 18 of the bill:

Unless there were a contraction in the amount of member bank deposits,
this increase would result in an addition of about $230,000,000 to the gold
requirements of the Federal reserve banks, It would be an influence in the
direction of credit contraction without regard to the course of business and
credit and would be particularly undesirable at this time. Furthermore, the
increase would fall heaviest on banks outside of the prinecipal financial centers,
which have been discriminated agninst under the existing reserve requirements
both because, owing to their distance from the cash facilities of the Federal
reserve bank, they are required to carry relatively large amounts of cash in
vault, which under existing law does not count as reserve, and because they
g;go;gg in a position to tnke advantage of deductions in determining net

The proposal, therefore, would both increase the burden of reserves and
increase the inequalities in their present distribution.

Any thorough-going revision of section 19 of the Federal reserve act should
base required reserves, in so far as practicable, upon the activity of the business
handled through each bank, rather than on an arbitrary classification of banks
according to location. A proposal submitted in the report of the committee
on bank reserves of the Federal reserve system embodies a method of calculat-
Ing reserves which Is believed to be sound in principle and which would make
fluctuations in the volume of required reserves exert an influence in the direc-

tion of sound credit conditions and would also eliminate many inequitable and
unfair features of the present law.,
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There is submitted a proposed substitute for section 13 of the bill which
incorporates the proposals of the committee on bank rescrves of the Federal
reserve system with slight modifications.

Section 13 includes two subjects not directly related to bank reserves and
not covered in the report of the reserve committee, namely, a prohibition
against brokers’ loans for the account of others and a provision subjecting
the market for Federal funds to regulation by the Federal Reserve Board.

The purpose sought to be accomplished by paragraph (d) is desirable, but
it is believed that the language used 1s too far reaching. It is suggested that
the paragraph be changed so as to prohibit a member bank from acting as a
medium or agent of a nonbanking corporation or individual in making loans
on the security of stocks, bonds, and other investment securities to brokers
or dealers in such securities. 'This suggestion is incorporated in paragraph
(n) of the proposed revision of section 13 of the bill. It is not thought that
&/ provislon prohibiting a member bank from making loans to any corporation
or individual if the proceeds of such transaction are to be used directly or in-
directly for the purpose of making loans protected by collateral security in favor
of any investment banker, broker, or member of any stock exchange or any
dealer in securities, would be enforceable us it is impossible to follow the pro-
ceeds of loans once they have been granted.

Paragraphs (f) and (g) of the bill seek to control the market for Federal
funds by placing limitations on the use of balances standing to the credit of
member banks upon the books of the Federal reserve banks, It Is not believed
that regulation of the market for Federal funds by law is desirable. It is
better to have these liquid funds move freely where they are most needed
than to have them thrown on the call market. The Federal reserve banks
keep in close touch with transactions in Federal funds and a ruling of the
Federal Reserve Board now requires member banks to report purchases of
Federal funds as borrowed money.

The proposed substitute for section 13 of the bill is as follows:

“ Seo. 13. Section 19 of the Federal reserve act (U. 8. C,, title 12, sec. 461~
466, incl., and sec. 374), as amended, 18 further amended and reenacted to
read as follows:

“‘ RESERVES OF MEMBER BANKS

“¢Seo. 19, (a) Each member bank shall establish and maintain reserves
equal to five per centum of the amount of its net deposits, plus fifty per centum
of the amount of its average daily debits to deposit accounts: Provided, That
any member bank, at its option for any period not less than 90 days, may omit
any specific deposit account or accounts from such computation of its reserve
requirements if such account or accounts are reported scparately to the Fed-
eral reserve bank and if a reserve of 50 per centum is maintained against
such account or accouuts: Provided, however, That in no event shall the ag-
gregate reserves required to be maintained by any member bank exceed 15
per centum of its gross deposits.

“¢(b) Each member bank located in the vicinity of a Federal reserve hank
or branch thereof shall maintain not less than four-fifths of its total required
reserves in the form of a reserve halance on deposit with the Federal reserve
bank and every other member bank shall maintain not less than two-fifths of
its total required reserves in the form of a reserve balance on deposit with the
Federal reserve bank. The remainder of the total required reserves of each
member bank, over and above the amount required to be maintained in the
form of a reserve balance on deposit with the Federal reserve bank, may, at
the option of such member banlk, consist of a reserve balance on deposit with
the Federanl reserve bank, or of cash owned by such member bank either in its
actunl possession ov in transit between such member bank and the Federal
reserve bank: Provided, That when, in its judgment the publie interest so re-
quires, the Federal Reserve Board may limit to an amount less than that per-
mitted hercunder the amount of cash which any member bank or hanks may
count as reserve: Provided, howerer, That, in preseribing such limitations,
the Federal Reserve Board shall be guided by the general principle that mem-
ber banks should be permitted to count as reserve, within the limfitations of
this section, as much cash as they reasonably need in view of the character of
their business and their degree of accessibility to the currency facilities of
the Federal reserve banks.

“¢(e) The term “ gross deposits.” within the meaning of this section, shall
include all deposit linbilities of any member bank whether or not immedintely
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available for withdrawal by the depositor, all liabilities for certified checks,
cashiers’, treasurers’, and other officers’ checks, cash letters of credit, trav-
elers’ checks, and all other similar labilities, s further defined and specified
by the X¥ederul Reserve Board: Provided, hotever, That, in computing the
amoult of * gross deposits” (1) amounts shown on the books of any member
bank as liabilities of such bank payable to a branch of such bank loeated in a
foreign country or in n dependency or possession of the United States, and
(2) liabllities payable only at such a branch, shall be treated as though said
liabilities were due to or payable at a nonmember bank.

“*(d) The term *net deposils,” as used in this section, shall mean the
amount of the gross deposits of any member bunk, as above defined and as
further defined by the Ifedernl Reserve Board, minus the sum of (1) all bal-
ances dte to such member- bank from other member banks and their branches
in the United States nnd (2) checks aud other cash items in process of collec-
tion which are payuble immedintely upon presentation in the United States,
x};-xtlmll the meaning of these terms as further defined by the Federal Reserve

0L

. “*(e) The term * nverage daily debits to deposit accounts,” as used in this
section, shall mean the averange daily amount of checks, drafts, and other
items debited or charged by any member:bank-to any and all accounts included
in gross deposits as above defined nnd as further defined by the Federal Re-
serve Board, except charges resultlng from the payment of certiﬂed checks
and cashiers treasurers’, and other officers’ checks. . ..

“*(f) The term *cash” within ‘the. meaning of :this sectlon shall ‘include
all kinds of currency and coin ibsued or-.coined under nuthority of the laws
of the United States.

**(g) The term * reserve balances ” as used ‘In this sectlon, shall mean a
member bank’s actunl net balance on.the hooks of the Federal reserve bank
representing funds available for reserve pumoses under regulntions prescribed
by the Federal Reserve Board. -

- #4(h) The term. *“vicinity of a chernl reserve bank or branch thereof » as
used- in thig section, shall mean the city-in which a .Federal reserve bank
or branch thereof is located, until such term is otherwise defined by the Federal
Reserve Board: Provided, That, with respect to each Federal reserve bank
and each branch thereof, the Federal Reserve Board, from time to time, in
its discretion, may either (1) define a specific geographic urea as comprising
the vieinity of such Federal reserve bank or branch thereof, within the mean-
ing of this section, or (2) compile a list of member banks which shall be deemed
to be located in the vicinity of such Federal reserve bank or branch thereof,
within the meaning of this sectlon, and add banks to, or remove banks from,
such list, from time to time: Provided,. however, That, in defining such areas
and complling such lists, the Federal Reserve Board shall be gulded by the
general principle indlcated in subsection (b) hereof. N

“4(i) With respect to enich member bank, the term * Federal reserve bank,”
as used in this seetion, shall mean the Federal reserve bank of the district in
which such member bank is located.

“*(J) The Federal Reserve Board is authorized and empowered to pre-
seribe regulations defining further the various termns used in this act, fixing
periods over which reserve requirements and actual reserves may be averagzed,
determining the methods by which reserve requirements and actual reserves
shall be computed, and prescribing penalties for deficiencies in reserves. Such
regulations and all other regulations of the Federal Reserve Board shall
have the force and effect of law and the courts shall take judicinl notice
of them.

“¢(k) Subject to such regulations and penalties as may be prescribed by
the Federnl Reserve Board, any member bank may draw against or other-
wise utilize its reserves for the purpose of meeting existing liabilities: Provided,
however, That, whenever the reserves of any member bank bave been con-
tinuously deficient for fourteen consecutive calendar days, the Federal reserve
agent or assistant Federal reserve agent of the district in swhich such member
bauk is located shall send to each director of such bank, by registered mail,
2 letter advising him of such deficiency and calling attention to the provisions
of this subsection; and each director of such bank who after receipt of such
a letter, assents to or acquiesces in the making of additional loans or invest-
ments by such bank before the reserves of such bank shall have been restored
to the amount required by this section, shall be held liable in his personal or
individual cupacity for any and all losses Sustained by such bank on any such
loans or investments,
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#¢(1)All penalties for deficlencies in reserves incurred under regulatlons
prescribed by the Federal Reserve Board pursuant to the provislong of this
Act shall be paid to the Federal rescrve bauk by the member bank ngainst
which they are assessed.

#4(m) No member bank shall kecp on deposit with any State bank or trust
company which is not a member bank a sum in exeess of ten per cenfuiln of
it own paid-up capital and surplns. No member bank shall act as the mediun:
or agent of a nonmember bank in applying for or receiving discounts from a
Federal reserve bank under the provisions of this aet, except by permission of
the Federal Rceserve Board.

“¢(n) No member bank shall act as the medium or agent of any nonbanking
corporition, partnership, assoclation, business trust or individual in making
loans on the security of stocks, bonds, aud other investmnent sccurities to
brokers or dealers in stocks, bonds, and other investinent securitics. Every viola-
tion of this provision by any member bauk shall be punishable by a fine of not
moure than $100 per day during the continuance of such violation; and such fine
may be collected, by suit or otherwxse, by the Federal reserve bank of the
district in which such member bank is located.

**(0) Natioual banks or banks organized under local laws, located i
Alaskf or in a dependency or insular possession or any part of the United
States outside the continental United States, may remaln nonmember banks,
and shall in that event maintain reserves and comply with all the conditions
10w provided by law.regulating.them; or said -banks may, with the consent
of the Federal Reserve Board, become member baunks of any oue of the Federal
reserve districts, und shall in that event take stock, maintain reserves, and
be subject to all the other proviwions of this act.

-4 ¢(p) “All' acts -or parts of acty in ‘conflict with this sectlon are hereby re-
penled only in so. far as they are in conflict with the provisions of this section.’

* There -are hereby repcaled: the provisions of section 7 of the first Liberty
bond act, approved April .24, 1017, section 8 of the second Liberty bond act,
approved September 24, 191'7 and section 8- of the third Liberty bond act,
approved April 4, 1918 (U. S. C,, title 81, sec. 771), which read as follows:
_“<“That the provisions:of section- ﬁtty-one hundred: and ninety-vne of the
Revised Statutes, as amended by the Federal reserve act, und the amend-
ments thereof, with reference to the reserves required to be kept by national
banking assoeiations and other member banks of the Federal reserve system,
shall not apply to deposits of public moneys by the United States in desxguated
depositaries.’

“ This section shall -become effective on the first day of the seventh calemlar
month followlng the enactment of this act.”

Mr, MexYER., As to section 14, it is suggested that there should be some hmit
put upon the amount a bank may Invest in bank premises, and an amendment
is suggested.

The first portion of this section down to line 4 on page 83 is existing law.
The sentence in lines 4 to 8, inclusive, is new and would interfere greatly with
the financing of real-estate transactions. When a time loan has been made
there appears to be no warraut, in the absence of default, for revising the
valuations on which the loan is based; and this provision, together with that
in lines 4 to 9 on page 34, would require the real estate on which cach such
loan is based to be revalued at least five times each year. It could not reason-
ably be expected that real-estate loans would be made or applied for under
such conditions.

The sentence in lines 17 to 20 on page 83 would classify as real-estate loans
all unsecured loans whose eventual safety depends upon the value of real
estate, thereby subjecting all such loans to all the limitations or restrictions
in this section. This would produce confuslon and uncertainty in a large
volume of loans and would interfere with the extension of adequate' credit,
particularly in the agricultural sections of the country.

The remaining amendments in this section make what appear to be unnecces-
sary changes in the proportion of the real-estute loans permitted and propose,
wthout segregation, to give time depositors a preferred claim on all real-estate
loans and other assets of the bank acquired under this section. Such a pro-
vision would be difficult to admiunister and would be unfair to. the other
depositors,
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The sentence in lines 15 to 22 on page 34 is existing law and is
inconsistent with section 24 of the bﬁl, which will be discussed
later.,

It would seem desirable to limit the amount which banks may
invest in bank premises, but it is suggested that this be accom-
plished directly 1nstead of indirectly.

It is recommended, therefore, that section 14 of the bill be stricken
out and that the following new section be substituted :

SEC. 14. The Federal reserve act, as amended, is amended by inserting be
tween section 24 and section 25 thereof the following new section:

See. 24 (a). Except with the permission of the Cowptroller of the Currency,
no vativnal bank, and except with the permisslon of the Federal Reserve
Board, no State member bank, shall hereafter fnvest in bunk premises or in the
stock or obligations of, or in loans to, any corporation owning or holding its
bank premises 2 sum exceeding the amount of the capltal stock of such bank.”

Referring to section 14 I think, gentlemen of the committee, it is
fair to say that the board is not confident about the soundness of the
idea of segregating assets for each class of deposits in the same
bank. As a matter of fact, in the various States there are different
laws and different conditions prevail. But I heard the superintendent
of banks of one important State say that if a large commercial
bank having time deposits on a considerable scale were to give no-
tice or avail itself of the right to delay payment, he would close the
bank on the ground that it created a preference in favor of demand
depositors. So that segregation of securities for special classes
of deposits is not necessarily sound. . y

Senator Grass. You say the limitation on the use of time deposits
is rather too great there?

Mr. MEyer. I did not catch that question.

Senator Grass. I understand you to say that the limitation on
lIoans on real estate was too rigid.

Mr. Meyer. Well, as to the matter of appraisals——:

Senator Grass (interposing).'I am not talking about appraisals.

Mr. Mever. Well, all unsecured loans which are in a measure
based upon real estate should not be considered as real-estate loans.

Senator Grass. I am talking about the restriction of real-estate
loans to 15 per cent.

Mr. Mever. That is not what I was discussing here.

The Cramyan. You may proceed.

Senator Warcorr. What is the nature of that amendment?

Senator Grass. Not'more than the total of the capital.

Mr. MevEr. I think that is enough. ‘ .

Senator Frerceer. It hns been suggested by one witness that in
the matter of investments in bank premises and unsecured loans
whose eventual safety depends upon the value of real estate may
be counted ” for the purposes of this section as real estate loans,
g}fltead of “shall be counted ” as contained in that section of the

ill.

The Caamyan. He recommends that we change the word “ shall ”
to the word “may.” ,

Senator FLercHER. Yes. In other words, instead of making it
mandatory that it would be permissive.

Mr. Mever. What section 1s that?

Senator FLercHER. Section 14 of the bill, page 33, line 19.
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‘Mr. Meyer. I do not believe it is the proper thing to incorporate

that idea into law. Let me read it [reading]:

. Investments in ‘bank premises and unsccured loans whose cventual sufety
depends upon the value of real estate shall be counted for the purposes of this
section as real-estate loans.

It is a matter of opinion and judgment. Any farmer who had
an unencumbered farm might borrow money for farming operations
and the banker would have the knowledge from his financial state-
ment that, while he was borrowing to grow a crop, if he did not
make a profit or if the crop failed, or there was a loss, his back-
ground of strength would Le his ownership of the unencumbered
land. I do not think that makes it a real-estate loan. I do not
think it ought to be considered so. I do not think anybody ought
to have the right to call that a real-estate loan.

Senator Frercrer. You think we onght to strike that out entirely?

Mr. Mever. That is what we recommend. As a matter of fact,
the land values of the country are back of so much of the loans
that if we started to get back to the land you would end up with
almost every loan a real-estate loan.

The CitatrMaAN. You may continue, Governor Meyer.

- Mr. Meyer. As to section 15: This section would make it neces-
sary for member banks to dispose of a large amount of securities
at this time which would be very unfortunate. Since it is aimed
generally at investments in securities, it is believed that its purpose
i? c%velalred sufficiently by the proposed substitute for section 3 of
the bill. :

Senator (Couzexns. What portion of that section do you think
would malke banks dispose of their sccurities? I can not find any.

Senator Grass. No; and the subcommittee could find nothing of
the kind.,

Mr. Meyer. But I think a large number of people have.

Senator Couzexs. But I can not find it.

Senator Grass. That was a part of the curriculum, Governor
Meyer. [Laughter.]

Mr. Mever. I will read from the bill [reading]:

But in no event shall the total amount of such investment securities of uny
one obligor or maker held by such association exceed 10 per centum of the
total amount of such issue outstanding, nor shall the total amount of the
securities so purchased and held for its own account at any time exceed
15 per centum of the amount of the capital stock of such aszsociation actually
paid in and unimpaired and 25 per centum of its unimpaired xurplus fuinl.

Senator Couzexs. This only applies to one oblizor as you will
notice on line 12. But perhaps the word * obligor ” should be put
lower down.

Mr. Mever. But it says [reading]:

Nor shall the total amount of the securities so purchised and held.

Senator Grass. But all in the case of one obligor.

Mr. Meyer. You are talking about the purchase of securities in
this section? o

Senator BuLkirey. It is the purchase of securities, but it means
the purchase of a security of any one obligor.

Mr. Mever. I see,

Senator Couzens. There can not be any deflationary provision in
that section if you understand it only applies to only one obligor.
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Senator Wacrcorr. How would that affect a total issue, for
instance?

Senator Couzixs. I should say that a bank should not be permitted
to take an entire issue. That was the intent of the section as I
understand it.

Senator Gr.ass. You will not permit a borrower engaged in com-
merce to borrow any more of a bank’s funds than that, and why
sliould you permit it in the case of real estate?

Mr. Mever. I have not considered this section with that meaning,.
I have considered it as relating to investinents in the aggregate.
would have to study that further to say what it would mean. I
would not like to express an opinion it that is the intent of the
language.

Senator Coozexs, I think that is important, because the most of
the public opinion that has been developed along the lines that this
is a deflationary measure is based on that section.

Mr. Mexer. That was one of them; yes.

Senator Covzexs. Is there any other section of the bill which is
deflationary?

Mr. Mexkr. I think some of them might be called that. But that
undoubtedly was one of them, and peﬁmps the most far-reaching.

Senator Covzexs. And so far as you can see that was the main
one which caused the public to think that?

Mr. Mexer. The language certainly lends itself to the interpreta-
tion put on it, because so many people have read it that way.

Senator Grass. The strange thing to me is that we have had to
explain over and over again to every witness that that is not what is
meant. But they have their lesson by rote and they just come in
and give it to us.

Mr. Mexver. Well, I got it from reading the bill.

Senator Grass. Oh, yes; I know that you did not have to go to
night school.

Ir. Mryer. I will now continue with section 15.

Senator Warcorr. Tt seemns to me we should not pass over that but
cught to try to settle it. This is one of the most controversial points
in the whole bill. Every witness has dwelt on that to great length.
If that language needs clarifying, let us do it.

Senator Grass. Oh, we have indicated over and over again that
we will do it, and we have told witness after witness what it means,
and yet the very next witness comes along and makes the same
statement. '

Senator Couzens. We have told the witnesses that the word “obli-
gor” means what we have said,

Mr. Meyer. Well, I did not draft the bill.

Senator Warcorr. Will you suggest language to us?

Mr. Mevee. If the committee desires a suggestion as to a draft to
cover the intent as expressed by the committee we will be glad to
make a suggestion. . o

Senator FrLercHER. Do you comment on that in dealing with
section 151 _

Senator Couzexs. I think if you would.put on line 15 after the
word “ securities ¥ the words “ of any one obligor,” it would clarify
it. :

Senator Grass. That is what we have written into the bill.
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Senator Couzens. But perhaps that would clarify it.

Mr. Mever. I will be glad to offer a suggestion in writing on it
if you desire.

enator Grass, We would be glad to have you do it. You have
here innumerable suggestions in writing.

Mr. Mever. Well, it seems to be quite clear that it is not clear to
the public.

Senator Couzexs. I think we left out a necessary word.

The Cmamman. You may continue, Governor Meyer.

Mr, Mexyer. Further, in regard to section 15: The clause com-
mencing in line 19 on page 35 apparently is intended to enable
national banks to compete more eEectively with State banks, Its
tendency would be to lower the standards of banking in the national
banking system to the standard of the State banks, where more
liberal powers are granted to State banks by State law.

The definition of investment securities which is contained in the
law, as amended by the act of February 25, 1927, would be stricken
out and apparently the comptroller would be given unlimited power
to prescribe his own definition except that stocks could not be in-
cluded. This modification is undesirable.

For the reason stated, it is recommended that this section be
omitted entirely.

But with the other idea as to the intent, which you have discussed
ger;, I should like to ask our counsel to make a suggestion as to a

raft.

Section 16: This amendment is believed to be desirable; but it is
recommended that it be strengthened and that a means of evasion
be eliminated by striking out the exception in lines 17 to 21, in-
clusive, on page 37, which would permit the organization of national
banks with a capital of $25,000 in certain circumstances.

Section 17: The modification of the units in which bank stocks
can be issued would create unnecessary complications; and it is rec-
ommended that all of section 17 be omitted, with the exception of
the sentence in lines 17 to 28 on page 88, which should be made
effective not less than three years after enactment.

As modified, section 17 would read as follows:

Sec: 17. Section 5139 of the Revised Statutes, as umemied, is amended by
adding at the end thereof a new paragraph reading as follows:

“ After three years from the date of the enactment of this act no certificate
representing the stock of any such association shall represent the stock of any
other corporation, nor shall the ownershlp, sale or transfer of any certificate
representing the stock of any such association be eomditioned in any manner
whatsoever upon the ownership, sale, or transfer of a certilicate representing
the stock of any other corporation.”

Section 18: The first part of this section would prohibit any di-
rector, officer, or employee of any member bank from acting as a
director, officer, or employee of certain other specified clacses of busi-
ness enterprises. It would be capable of easy evasion and would
become ineffective in many cases. The latter part of the section
would prohibit any member bank from clearing checks or doing the
ordinary banking business of a correspondent for any of the types of
business enterprises mentioned in this section. The language of the
section is so broad that it would include banks within the classes of
business enterprises to which the prohibitions of the section would
apply. For example, all interlocking bank directorates now expressly
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authorized by law or permitted under certain conditions would be
prohibited, and onc bank would be prohibited from acting as a cor-
respondent of another bank. It is therefore recommended that this
eutire section be omitted. L

It has been clearly demonstrated that affiliations between member
banks and security companies have contributed to undesirable bank-
ing developments. There are, however, difficulties in the way of
accomplishing a complete divorce of member banks from their affili-
ates arising from the fact that a law intended for that purpose is
likely to be susceptible of evasion or else to apply to many cases to
which it is not intended to apply. Therefore, the board is not pre-
pared at this time to muke a definite recommendation, but submits,
for the consideration of the Committee on Banking and Currency, a
substitute for section 18 which is designed to provide for the divorce
of security afliliates from member banks after three years:

Sec. 18. From and after three years from the date of the enncinient of this
act, no member bank shinll be aflilinted in any manner deseribed in sectlon 2 (b)
hercof with any corporation, association, business trust, or other similar organ-
ization engaged prineipaily in the ssue, tlotation, underwriting, public sale, or
distribution at wholesale or retall, of stocks, bonds, debentures, notes, or other
securlties.

For every violation of this section the member bank involved shull be subject
to a penalty not exceeding $£1,000 per day for each day during whieh such vio-
Iation continues. Such penalty may be assessed by the Federal Reserve Board.
in its diseretion, and, when so assessed, may be collected by the Federal reserve
bank by suit or otherwlse.

If auy such violation shall econtinue for six calendar months after the member
bank shall have bheen warned by the Federal Reserve Board to discontinue
the same, (n) in the case of a natlonal bank, all the rights, privileges and fran-
chises granted to it under the national bank act may be forfeited.in the manner
prescribed in section 5239 of the Revised Statutes, or, (b) in the case of a State
member bank, all of its rights and privileges of membership in the Federal
reserve system mity be forfeited in the manner preseribed in section 9 of the
Federal reserve act.

It is fair to say that, while the board is in agreement on the views
stated, there has been a good deal of discussion of the thought that
the question of divorce of affilintes ml%_)t perhaps be better deferred,
instead of acting at this time to be effective three years from now,
and in the meantime to get reports and make examinations and then
enact a law later. However, the suggestion here was agreed upon as
the best we could think of at the present time in the light of existing
information, or I mI%ht say in the absence of full information on the
subject. We do not feel, in the absence of more definite information,
any too %reat confidence in any recommendation that we or anyone
else could make. But this is a _suggestion for your consideration,
which was the best we could evolve in the board with the assistance
of our experts.

If the bill is enacted into law and reports flow to the Federal Re-
serve Board from affiliates, and information is developed that would
throw nevw light on it, I hope the board and the committee would feel
free to exchange views in the light of the information obtained and
the Congress could make any amendment that seemed necessary in
the provision offered at the prsent time for affiliate separation.

Sections 19 and 20: It is recommended that section 19 of the bill
be combined with section 20 in the manner lhereinafter proposed:
that the combined section be known as section 19; and that a new
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section applicable to holding companies which own or control State
member banks be substituted for section 20.

Under the definition of “ affiliate ” contained in section 2 and under
the provisions of sections 6, 27, and 28 of the bill, if amended in ac-
cordance with the recommendations contained in this report, all hold-
ing companies which control member banks and all banks owned or
controlled by such holding companies will be affiliates of such member
banks and will be required to make reports and submit to examina-
tions whenever deemed necessary or advisable by the Comptroller of
the Currency, the Federal Reserve Board or examiners appointed by
them; and, therefore, it is suggested that the provisions regardin,
examinations and condition reports of holding companies be omitte
from this section and from the corresponding sections regarding
holding companies which own or control State member banks.

It is also suggested that there be inserted in section 19 and in the
proposed new section 20 certain additional provisions providing for
the regulation and supervision of holding companies and requiring
all eligible State banks controlled by them to be members of the
Federal reserve system.

It is, therefore, recommended that section 19 of the bill be changed
to read as follows:

Seo. 19, Section 5144 of the Revised Statutes, as amended, is amended to
read as follows:

“ Sec. 6144 In all elections of directors, and in declding all questions at
meetings of shareholders, each shareholder shall be entitled to one vote on
each share of stock held by him, except that shares of its own stock held by
any national bank as trustee shall not be voted, and shares owned or con-
trolled by any affiliate, as defined by the banking act of 1932, or by any
officer, director, employee, proxy, nominee, or representative or agent thereof,
shall not be voted unless such affiliate shall have filed with the Comptroller
of the Currency an agreement 1n such form as may be prescribed by him
accepting, and agreeing to submit to and comply with, all of the provisions
of this section, and such-agreement shall not have been terminated. Share-
holders may vote by proxies duly authorized in writing; but no officer, clerk,
teller, or bookkeeper of such association shall act as proxy; and no shareholder
whose llability is past due and unpald shall be allowed to vote.

“ Within a period of one year from the date of any such agreement, each
nonmember State bank owned or controlled by such affiliate which is eligible
for membership in the Federal reserve system shall apply for membership
therein in the manner prescribed by, and subject to the terms of, section 9
of the Federal reserve act. If such application is approved by the Federal
Reserve Board, such bank shall beconie a member of the Federal reserve
system and shall comply with all of the provisions of law applicable to member
banks. If such application is not approved by the Federal Reserve Board,
or if any such bank shall fail to become, or shall cease to be, a member of
the Federal reserve system at any time while such agreement remains in
effect, such affiliate shall divest itself of all stock ownership or other interest
in, or control of, such bank, .

.* Except as otherwise provided herein, every such affilinte, (1) on January
1, 1934, and at all times thereafter while such agreement remains in effect,
shall possess, free and clear of any lien, pledge or hypotheeation of any
nature, readily marketable assets other than bank stock. which shall not
amount to less than 15 per centum of the aggregate par value of bank stocks
held or owned by such affiliate, and (2) shall reinvest in readily marketable
assets other than bank stock all net earnings over and above 6 per centum
per annum on the book value of. its own shares outstanding, until its readily
marketable assets other than bank stocks shall amount to 25 per centum of
the aggregate par value of bank shares held or owned by it; Provided, hotcever,
That, in computing the amount of readily marketable assets, other than bank
stock, which any such affiliate is required to possess at any given time, credit
shall be given to such affiliate for all contributlons .which it has made during
the preceding three years to banks owned or contralled by it at the time such
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computation is made. The -term ‘contribution,’ as herein used, shall include
all such gifts of money. assets or othér things of value to any such bank,
all such amounts paid for worthless or doubtful assets purchased from any
such bank, and -all such other similar amounts as the Comptroller of the
Currency, in his discretion, may permit to be treated as contributions.

“ If any such affilinte shall fail to comply with the provisions of this section
or with the provisions of any agreement with the Comptroller of the Currency
made pursuant thereto, the Comptroller, in his discretion, may terminate such
agreement.

“Any officer, director, agent, or employee of any .such affiliate, which has
entered into an agreement with the Comptroller of the Currency in accordance
with the provisions of this section, who shall make any false entry in any
book, report or statement of such affilinte with intent In any case to injure
or defranud such affiliate, any member bank or any other company, body
politic or corporate, or any individual person, or with intent to deceive any
officer of such afliliate or of any member bank, or the Comptroller of the
Currency, or any agent or examiner appointed to examine the affairs of such
affilinte, shall be deened guilty of a misdemeanor and upon conviction.thereof
in any district court of the United States shall be fined not more than $3,0600
or shull be lmprisoned 1or-not more than five years, or both, in.the discretion
of the court. ) ) *

“ No mnational bank shall (1) make any loan on the stock of any affiliate
which owns or coutrols such national bank divectly or indirectly, (2) make
any loan to any aflilate which owns or controls such national bauk, dlrectly
or indlrectly, on the security of any shares of stock of any corporation owned
or controlled by such affllinte, or (3) be the purchaser or holder of the stock
of such afliliate, unless such securlty or purchase shall be necessary to prevent
loss upon a debt previously contracted in good faith; and any stock so pur-
chased or acquired shall be sold or disposed of at public or private sale within
two years from the date of its acquisition.

“ Uuless there is in effect at the time an agreement filed with the Comp-
troller of the Currency pursuunt to the terms of this section, any person, firm,
corporation, association, businesx trust. or other organization. which shall
vote, or canse, direct, authorize, or permit to he voted, the stock of any national
bank owned or controlled by any afliliate, or by any officer, dlrector, employee,
proxy, nominee or representative or agent thereof, shall be deemed guilty of
& misdemeanor and, upon conviction thereof in any dlstrict court of the United
States, shall be fined not more than $£5,000 for each such offense. Each vote
cast shall constitute a separate offense within the meaning of this paragraph.”

It is recommended that, in lieu of section 20, there be inserted a
new section 20 making similar requirements regarding holding com-
panies which own or control State member banks of the Federal
reserve system; and it is recommended that such new section 20 read
as follows:

Sec. 20. The Federn} reserve aet, as amended, is further amended by insert-
ing therein immediately after section 9 thereof a new section reading as follows:

“* 8ec. PA. No State bank shall be permitted to become a member of the
Federul reserve system unless any affiliate of such State bank or trust com-
pany, as defined in the banking aet of 1032, which owns or controls such mem-
ber bank directly or indirectly shall have filed with the Federal Reserve Board
an agreement in such form as may be prescribed by such board accepting, and
agreeing to submit to and comply with, all ot the provisions of this section;
and no State bank shall remain a member of the Federal reserve system after
one year from the dute of the enactment of thly act unless any afliliate of
such State bank which owns or controls such member bank directly or in-
directly shall have filed such an agreement with the Federal Reserve Board.

“Within a period of one year from the date of any such agreement, each
nonmember State bank owned or controlled by such aftlliate which is cligible
for membership in the Federul reserve system shall apply for membership
thereln in the manner prescribed by, and subject to the terms of, section 9
of this ‘act. If such application is approved by the Federal Reserve Board,
such bank shall become a member of the Federal reserve system and shall
comply with all of the provisions of law applicable to member banks. If such
application is not approved by the Federal Reserve Board, or if any such
bank shall fafl to hecome, or cease to be, a member of the Federal reserve
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system ut any time while such agreement remains in effect, such ufliliate shall
divest itself of alt of the stock ownership or otheér interest in. or control of,
such hank, ' .

“ Bxcept as provided herein, every such affilinte (1) onr January 1, 1934,
and at all timnes thereafter Auring the membership in the I"ederal reserve system.
of any state bank owned or controlled by it, shall possess, free and clear of
any lien, pledge, or hypothecation of any nature, readily marketable assets
other than bank stock, which shall not, amount to lesg than 15 per centum of
the aggregate par value of bank stocks held or owned by such afliliate; and
(2) shall reinvest in readily marketuble assets other than bank stock all net
earnings over and above 6 per centum per annumn on the book value of its own
shares outstanding, until its readily marketable assets, other than bank stocks,
shall amount to 25 per centum of the aggregate pur value of buank shares held
or owned by it: Provided, however, That, in computing the amount of readily
marketuble assets, other than bank stock., whieh any such afliliate is required
to possess at any given time. credit shall be given to such aflllinte for all con-
tributions which it has made during the preceding three years to banks owned
or controlled by it at the time such computation is made. ‘Che term °‘contribu-
tion,’ as herein used. ghall include all such gifts of money, assety or other things
of value to any such bank, all such amounts paid for worthless or doubtfnl
assets purchased from any such bank, and all such other similar amounts as
the Federal Reserve Board, in its discretion, may permit to be treated as
contributions.

“ If any such affifate shall fail to comply with the provisions of this scetion
or with the provisions of any agreement with the Fedcral Rescrve Board made
pursuant thereto, the said board, in its diseretion, may require any stiate mem-
ber bank owned or controlled by such afilliate to surrender. its stock in the
Federal reserve bank and to forfeit all rights and privileges of membership in
the Federal reserve system as provided in section 9 of this Act,

“Any officer, director, ngent, or employee of any such afiliate which has filed
an agreement with the Federal Reserve Board. as provided in this section,
who shall make any false entry in any book, report or statement of such affilinte
with intent in any case to injure or defraud such aflilinte, any member bank
or any other company, body politic or corperate. or any individual person, or
with intent to deceive any oflicer of such affiliate or of any member bank, or
the Federal Reserve Board, or any agent or examiner appointed to exmmine
the affairs of such affilinte, 'shall be deemed guilty of a misdemeanor, and upon
conviction thereof in any district court of the United States, shall he fined
not more than $5,000 or shail be imprisoned for not more than five years, or
both, in the discretion of the court. ) :

“ No State member bank shall (1) make any loan on the stock of auy fliliate
which owns or controls such State member bank directly or indirectly, (2) muke
any loan to any- uflliiate which owns or controls such Stute member hank,
directly or indirectly, on the security of any shares of stock of any corporution
owned or controlled by such affiliate, or (3) be the purchaser or holder of the
stock of such affiliate, unless such security or purchase shall be necessary to
prevent loss upon a debt previously contracted in good faith; and any stock
s0 purchased or acquired shall be sold or disposed of at public or private sale
within two years from the date of its acquisition.”

Senator Grass. From your own experience do yeu see any neces-
sity for affiliates?. '

Mr. Mever. Yes sir; there are a number of affiliates which you in
the Congress authorized.

"Senator Grass. I mean those unauthorized by law.

My, MeveR. Yes,

Senator Grass. We are not talking about these little inconsequen-
tia] form matters. .

Senator Couzexs. I should like to ask about affiliates built up
outside of the law.

Mr. Mzeyer. Well, there are 15 different kinds of affiliates.

Senator Couzens. I mean all those not authorized by law.

Mr. Mever. There are realty companies, holding companies, bank
building companies, mortgage companies, liquidating companies, agri-
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cultural loan companies, personal or small loan companies, invest-
ment trusts, building and loan associations, insurance companies,
finance and acceptance corporations, title and mortgage companies,
and so on, I have a list here, as follows:

Number of nonbanking subsidiaries of nalional banks

Mode of control
- : - Btock
Kind of afliliate Stock Stock S‘:%%‘a owned !
owned o by bank | Total
by bank trusteed | by other stock-
v offiliate | yoigers

Securities companies... 4 126 17 45 ! 102
Realty companies. .. 4 33 8 110 165
1lolding companies.._... 4 28 |- 7 31 70
Bank building companies. . 42 3 1 3 51
Safe deposit cOMPANIES_ . oovrrencocaacaccceccccccaean 33 4 3 4 4
Mortgage companies..... 2 11 6 18 37
Liquidating companies. ....... [} 3 26 35
Agricultural loan companies.. . oooooeooeomccomomoocccnfaciccaaaas (] 3 26 35
Porsonal or sruall loan companies. oo ooomceeeenomaoaan 1 10 folomimans 16 b4
Investment trusts.___. 3 ———- 1 1 7 8 17
Building and loan iations aven 1 1 14 1 16
Insurance agencies__ .. ecemeoiciennnn - 2 3 10 : 15
Finance and acceptance corporations. .o cceverovocccacfenncacanan 2 2 3 7
"Title and mortgage gunranty companies. 2 1 4, 7
TForeign banks...... 3 |-ceemmnean b 3 F—. ! [}
Joigt stock land banks......... 2 1 3 6
Title and mortgage companies. -..cooueicecmecenamoman 1 2 3
Investment houses, €tC. -~ .ceuenn- 1 1
Life or casualty fnsurance corupanies. .. 1 1
Discellaneous.. leeeen 3 8 13 21 45

‘Total . 08 245 81 346 770

Senator Grass. How many associations have ever been formed
under the Edge Act?

Mr. Meyer. Not very many.

Senator Grass. Only a few, and about all of those went out of
business.

Mr. Meyer. Well, real estate holding companies for bank premises
might be proper.

enator Couzens. The most objectionable one on the list is the

investment affiliate.

Mr. MeYER. Yes, sir; and they are getting rid of those.

Senator Couzens. Do you think we coulg eliminate those invest-
ment affiliates more promptly than to give them a 3-year period$

Mr. Mexer. I would rather hesitate to advise it, because I do not
know what it would mean. I would hesitate to recommend too short
a period. As a matter of fact if a period is set, or even if it is not,
if information is being furnished in reports, I think the progress in
the gradual and continuous elimination of undesirabllz affiliates
would go right on. I see no disposition to acquire new affiliates for
the handling of securities and, on the the other hand, I see a good
deal of progress in the matter of elimination of them.
't ;I‘he HAIRMAN. You would have no objection if we abolished
i ;
. Senator Grass. We have had testimony here that if we eliminate
Just those affiliates that are doing that wretchedly bad business, it
will result in a great deal of deflafion.
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Mr. Mexer. Well, it is impossible to classify absolutely all affil-
iates that deal in securities as wicked and vicious.

Senator Grass. We are not classifying all of them and we are
not intending to reach all of them. There are some things that
-ought to be geﬂated. Stock gambling is one of them, and unload-
ing on the portfolios of banks $12,000,000 as foreign investment
loans and things of that sort ought to be deflated; and any time 1s
opportune to deflate them, in my judgment.

Mr. Mever. I think we shall not disagree on that, Senator. But
in reply to the Senator’s direct question I am not prepared to say,
because I do not know enough about that. .

Senator CouzeNs, As a matter of fact, practically all of these
affiliates were developed by smart attorneys to evade the banking
lavs,

Mr. MeveR. Yes. _

Senator Couzens. Why should they be encouraged to be allowed
to continue?

Mr. Mever. I can not say, except that they were allowed to con-
tinue, and the Congress of the United States knew as well as any-
body else that they were developed to evade the law.

Senator Grass. Now, when we want to put a stop to them, we are
told that the time is inopportune.

Mr. Mever. A practice that has grown up with the semblance
of legality, even though primarily designed to evade a law, because
the authorities and the Congress of the United States did not object
to it, although they knew all about it, gains a certain right to be
treated with some consideration.

Senator Couzexs. It is one of those things that is allowed to
go on when no trouble develops, and as soon as trouble develops,
of course, everybody is wise.

Mr. Mever. That is the way. . .

Senator Couzens. The same thing happens, too, with your rail-
road holding companies. '

Mr. Mever. That is quite true. But, of course, these affiliates have
been for the most part organized under State charters and differ
fundamentally. ‘ ,

Senator Grass. We can not interfere with that except when the
afiiliates of national banks do wrong we can step in and have some-
thing to say.

Mr. Meyer. The first of these security affiliates was, I believe,
organized in 1908, Senator. Do you mean-interference by the
authorities or the éongress? '

Senator Grass. It has only in recent years come to the attention of
Congress that they had been guilty of gross abuses and have created
a great deal of distress in the country. .

Ir. Mever. Mind you, Senator, I quite agree, and the board does,
with the general purpose and expresses sympathy with your attitude.
In this particular case I think “when ” may be important, although X
do not know, because we have not the information. I am in hearty
sympathy personally, I may say, Senator, with your desire to sepa-
rate commercial banking from investment banking. That is what
you really have in mind.
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Scnator Grass. Some of the most experienced and reputable bank-
ers in the United States came here and told us it ought to be done,
that they were for abolishing them. ' . .

Senator Cotzexs. Not only that; but the banks are carrying public
advertisements now claiming they do not have affiliates in insurance
companies.

Mr. Mexyer. Some of them do. i

Senator Couzexs. So it has got to be a discretionary practice; that
when you have institutions merely merchandising securities, they are
not to be called banks, are not to do a banking business. '

Mr. Meyer. In section 21 there-is nothing I wanted to comment
on. I would leave it to the members of the committee to read.

Senator Towxsexp. You recommend that scction 19 be combined
with section 20% .

Mr. Meyer. Yes; in the way suggested in the niemorandum.

Section 21, If the Comuiittee on Banking and Currency decides
to recommend the enactment of section 21 of the bill in substaritially
its present form, it is suggested that paragraph (d{ of section 5155
of the Revised Statutes, (which forbids the establishment. of any
branch in a place with 2 population of less than 25,000) be amended
in order that small communitiés may not be denied the bankin,
facilities which otherwise might be provided under. this section. It
is also suggested that the second paragraph of section 9 of “the
Federal reserve act be amended so as to place State member banks on
the same basis as national banks with respect to branches, either in
this country or in foreign countries.

. The sentence commencing in line 7 on page 46 of the bill might be
substituted for paragraph (d) of section 5155 of the Revised Statutes;
and the following might be added at the end of the second paragraph
of section 9 of the Federnl reserve act. N

Then follows the suggestion for the amendment to be considered
by the committee. '

I will now turn to section 24 with the permission of the committee.

Senator Grass. Does the board favor branch banking

Mr. MevEr. The board did not take a vote on branch banking,
because it is such a big subject and we did. not have very much time
for it. We had our experts analyzing the bill and explaining it to
'us for the best Part of a week, and we just had two sessions of about
three hours each and we did not get around to a thorough discussion
of banking. . A

Senator Grass. I have had this analysis of your experts on my
table for a month.

Mr. Mexer. That was another analysis.

Senator Grass. I have not observed any difference in it.

*Mr. Mexer. On the subject of branch banking I should say the
board would not be able to reach a unanimous expression Senator.
There are some differences of opinion. Some forms of branch
banking might be favored by some of us. 'We were not able in this
document, which is unanimous on the points which are discussed, to
express an opinion.

enator Grass. You want to put the entire responsibility of the
solution of this unhappy problem on us, do you$

Mr. Meyer. You do not seem to worry about responsibility, and
we feel you are amply equipped to handle it.
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Senator Grass. I have not done anything but worry for 14 months.
[Laughter.]

Mr. Mexer. We feel the responsibility is on sturdy shoulders,
Senator. ' '

Senator Grass. You do not seem to have much regard for the
shoulders. [Laughter.]

Mr.-Mexer. Of course, I will call your attention to this, Senator:
As indicated in the letter transmitting the memorandum, it should
be recognized that effective superyision of banking in this country
has been seriously affected by the competition between member and
nonmember banks. I think branch banking, under a unified bankin
system, would meet with a great deal of support. I know it woulg
from me.

Senator Grass. Can you suggest to ug a constitutional method of
creating a unified banking system in this country?

Mr. Meyer. Well, I do not know how to do that, but I believe
it can be done by taxation or some other method. I do not think
there is any doubt about the ability to do it. The principal thing
about being able to do something is to want to do it. '

Senator Grass. We have wanted to do it.

Mr. Mever. Do you want to bring about unified banking{

Senator Grass. Why, undoubtedly; yes.

Mr. Mexer. I will be glad to help you. _

Senator Grass. I think the curse of the banking business of this
country is the dual system.

Mr. Mever. Then the board is entirely in sympathy with the
committee on that subject.

Senator Grass. Then let us get your recommendation.

Mr. Mexer. We will try to prepare one for you.

Senator Grass. Let us get it quickly, then, if you please. .

4 Mr.-Mexer. We saw no evidence in the bill that there was such a
esire,

Senator Grass. I do not suppose that I violate any confidence
when I said that the board went to the extent of trying to obtain
and did obtain an opinion from the Attorney General of the United
States, and he could not suggest to us any method of doing it.

Mr. Mever. I do not know whether the opinion was in reply to

uestions which covered all the possible ways of doing it. I certainly
think it can be done, although {) am' not a lawyer. I do know, how-
ever, that competition between the State and National banking sys-
tems has resulted in weakening both steadily.

Senator Grass. I say so, yes; and I have not been afraid when we
come to tackle a question of that sort. There are more State banks
than there are national banks, and vexz likely more State bankers
would vote against me than national bankers would vote for me.
But that does not bother me the least in the world. If you will
simply suggest a constitutional way of doing the thing I will try to
put it through. . ]

Senator TéALCO’I'l‘. Governor, while we are on that: T do not think
it is betraying any confidence to say the members of the subcommit-
tee would go even as far as the districts of the Federal reserve
system in making 85 branch districts, but we never could get it
through Congress. The subcommittee, I think, would unanimously
go as far as States with an exception on border-line towns within a
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radius of 50 or a hundred miles such as the bill provides for. There
have been witnesses here that have been familiar with and have been
very active in the group banking business that have testified unless
they could have some provision for branch banking at least state-
wide, irrespective of State lines, that it would be the doom of the
group system; they must have an escape from the group banking.

The Cramryax. The Scnator will recall that some of the witnesses
of the group system a year ago had the opposite view.

Senator Warcort. Yes.

The Cuamraan. And appeared before this same committee on this
same bill,

Senator Warcorr. Exactly.

The Cuamryax. In other words, they told us that 40 years of ex-
perience led to a judgment against branch banks. Now they say
they have had 41 and they have changed their minds. [Laughter.]

Senator Warcorr. And they emphasized by saying that they must
have the branches.

The CuamaraxN. In other words, they want to abandon experience
for a theory. They want to try a theory.

Mr. Meyer. The next is section 24. I shall not detain you much
longer. You have been very patient.

Senator FrrrcHER., Before you turn away from section 21. In the
testimony this morning before this committee Mr. Wakefield par-
ticularly recommended line 21 on page 45, that you strike out the
words “if such establishment and operation are at the time per-
mitted to State banks by the law of the State in question.”

Mr. Mexer. If you strike that out, of course, the chances are that
immediately every one of those States would pass a law that would
authorize State branch banking, would they not?

Senator Wavrcort. It might be a sound law, though.

Senator Frercrer. I see that it might. I think it would have
that effect and might be a good thing.

Mr. Mever. I am not prepared to give an offhand opinion on that.

Senator FLercrER. He suggests that as an amendment to this bill.
I should like to get something out of what we have before us. I
would like an opinion as to whether that would cure the situation or
would be beneficial or helpful.

Mr. Mever. If you get a sound banking foundation, you can dis-
cuss the details of superstructure. I am more interested in the pos-
sibility ‘of the committee going into a plan for unified banking, be-
cause 1t would simplify many of those questions which you are now
discussing.-

Senator Grass. You have your experts.

Mr. Mever. I will see if we can do anything for you. May I then
go on with the views of the board?

Section 24: While it is recognized that certain evils arise from the competitive
bidding for deposits through the payment of unduly high rates, it is believed
that it is undesirable to further regulate by law the rates of interest, which
may be pnid on deposits, especially since to do so would place member banks
at a disadvantage in competition with nonmember banks. It is, therefore, rec-
ommended that this section be omitted.

That is just an illustration of the inability to put sound regulations
in force on account of the competition that has to be met all the time.
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Section 26: It is recommended that this section be omitted entirely.

It would apply to all loans on * collateral security ” regardless of the nature
of the securlty, and would nullify certain provisions of section 5200 of the
Revised Statutes, including those permltting national banks te make loans (1)
in amounts not exceeding 25 per cent of their capital and surplus on the
security of shipping documents or chattel mortgages on live stock, and (2) in
amounts not exceeding 50 per cent of their eapital and surplus on the security
of shipping documents.

Senator Frercaer. We have had a great deal of difficulty about
that word “ collateral.” :

Mr. Mever. We feel that the words “ collateral security ¥ would
include a great deal that you do not intend.

Senator Glass. What do you suppose they meant by it when they
used it over and over again in these proposed amendments?

Mr. Mever. They do not mean exclusively “ collateral ” loans, It
is used in the vernacular to mean what you use it to mean in this bill;
but its legal meaning is not confined to that, in the opinion of our
experts.

enator Frercrer. What does “ collateral * mean?

Mr. Mexer. It means in addition to and on the side. [Laughter.]
In other words, you could get your money on an unsecured note but
somebody else would have to put up collateral security in addition
to his note.

Senator Guass. What do you experts mean by the use of the
words here—and this is one of a dozen instances? [Reading:]

No natlonal banking associntion and no member bank shall (1) make any
loan or any extension of credit to any affiillate organized and existing for
the purpose of buying and selling stocks, bonds, real estate, or real-estate
mortgnges, or for the purpose of holding title to any such property, or (2)
invest any of its funds in the capital stock, bonds, or other obligations of any
such affiliate, or (3) accept the capital stock, bonds, or other obligations of
any such affiliate as collaternl sceurlty to protect loans made to any person.

And so forth and so on. And further down:

Investments and advances ngainst such collateral security which will exceed
10 per centum.

Mr. Mgyer. It mentions speciﬁ;:ally there what the collateral
security is. .

Senator Grass. No.

Mr. MEexyer. Oh, yes.

Senator Grass (reading):

Agreements. invesiments, and advances against collateral security which
will exceed 10 per centum of the eapital stock,

And so forth. Those are just two of a dozen instances in which
the term * collateral security * is used.

Mr. MEever. In talking to-day on this very point with a gentleman
from Chicago, he said that in Chicago collateral security was more
usually warehouse receipts for grain than anything else. It is a
question of what the words mean. - ’

Senator Grass. I know. The question is what sense we have
used them in. We use them to indicate stocks, and bonds.

Mr. Meyer. Senator, you know since I saw a decision of the
Supreme Court that Congress meant one thing while the chairman
and members of the committee told me that they meant another
thing, I have not been able to feel that the intent of the committee

111161—32—pr 2—12
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was conclusive when it came to the courts; and I think the language
ought to be clear if you do not want to do harm. .
Senator Grass. If it is in one provision and in another provision,
T do not see the difference. ,
Mr. Mever. I think it would cover many things besides stocks
and bonds as collateral security.
Senator Grass. You know very well what we intended to cover.
Mr. Mever. Surely.

Section 29: Sectlon 29 provides for the removal of officers or directors of na-
tional banks under certain circumstances. It is believed that there should
be some means by which In extreme cases unsatisfactory management could
be corrected through the removal of officers and directors responsible therefor.

It is believed, lhowever, that the power of removal should be vested in the
Federal Reserve Board as a whole ratlier than in a special committee consisting
of three officlals, one of whom is the person bringing the charges against the
accused ofticer or director; and, in order to afford adequate additional protec-
tion to the interests of the banks and their officers and directors, certain other
changes in this section should be made. It is, therefore, recommended that
section 29 be amended to read as follows:

And suggestions are made as to the changes which the board thinks
are advisable and necessary for their protection.

Senator Grass: Getting back to the proposition, Governor, that
you said you were going to have a provision—I have not observed
that you have come to it at all—about the deflationary nature of the
provision of this bill with respect to real-estate loans. You said
that the limitation was too severe, and I observe here that you make
it more severe. [Reading:]

Any such bank may make such loans in an aggregate sum including in such
aggregate any such loans on which it is liable as indorser or guarantor or
otherwise equal to 15 per centum of the amount of capital stock of such asso-
ciation actually paid in and unimpaired and 15 per centum of its unimpaired
surplus fund. ’

That is just exactly what you testified. And then you go on to

T . : . . 5
say: “ Or to one-third of its savings deposits.

hat was one-half. It seems to me that your proposition is more
deflationary than ours. o

Mr. Meyer. 1 think the phraseology there was concerned with the
appraisals which we felt—

Senator Grass. Oh, no. ,

Mr. Meyer. Senator, are you reading from the Burgess-Golden-
weiser report?

Senator Grass. Yes. I am reading from the bill that these gen-
tlemen sent up here—your experts.

Mr. Mever. Well, Senator, this is a new report that I am making
for the board. _

Senator Grass. I have not observed much change.

. Mr. Mever. I think there are quite a lot of changes and some addi-
tions, and I do not think we have followed that report in all details.
I am sure that we did not in the matter that you are reading.

Senator Warcorr. What section is that?

Senator Grass. We will come to that. .

Mr, Meyzr. I am not recommending that, Senator.

Senator Grass. We will come to that, .

IS\Ir. %IEY&:R. We did not recommend tl.le section which you quote.

enator Grass. That is one case in which you changed your mind.
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Mr. Mever, The Burgess-Goldenweiser report is not a report of
the board and was only seen by the board after it had been deliv-
ered to the subcommittee. _

.Senator Grass. The board and Doctors Burgess and Goldenweiser
seem to have had one mind. : '

Mr. Mever. Not entirely.. That is proven by your quotation.

Senator Grass. There are some inconsequential differences, I note.

The Caairyax, Have you finished ?

Mr. Mexer. Yes, Mr. Chairman. I thank you for your patience.

The Cmairstax. I asked you that in order that the members of
the committee may be informed. I am sure some of them have re-
frained from asking questions since You made that request.

Mr. Mever. I am very much obliged to you for that courtesy.

The Crairman. They will have their chance to ask you questions
IIOW,

Senator Grass. I.do not want to ask him any,

The Cuarraax, Any further questions?

Mr. Meyer. I would like to ask, Mr. Chairman, if the memo-
randum which I have presented on behaif of the board, along with
the letter, may be introduced into the record in complete form. X
read most of the important sections.

The Caairman. Without objection that will be, but do you not
want it in connection with your testimony and your side remarks?

Mr. Mexer. I would; yes. '

Senator Warcorr. Do you want your comments printed
separately? : '

The Cramnax. They will be out of line unless they go together
as your testimony.

Mr. Mzyer. Yes; but I would like the letter and the complete
xélemgrandum without the conversation and my comment intro-

uced.

The CHAmdaN. Also printed in a separate place?

Mr. Mever. Complete, and. as an exhibit to the hearings, if it is
agreeable. :

The CHAIRMAN. Any objections?

Senator BrookrART. Do you think this bill ought to pass?

Mr. Meyer. I think the board feels that the bill with the sug-
gested amendments would be good legislation and ought to pass.

Senator BrooxHART. And if the amendments are not adopted,
then what? : ‘

Mr. Mexer. We have not canvassed the board on that point.

Senator Grass. You deal with many important problems, quite as
many as the subcommittee has dealt with. Do you think that now
is an inopportune time to make any of these alterations in the bank-
ing structure?

%Ir. Meyer. I think that when the board sends a memorandum
suggesting changes in a piece of legislation and expressing general
sympathy with the purpose of the bill, it has taken a position in
support of the measure in a general way, subject, of course, to its
views as to particular clauses.

Senator GLass; The board suggests certain amendments to the pro-
posed bill. What I am asking you is whether you think or whether
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the board thinks this is an opportune tine to consider those amend-
ments dealing with extremely vital and important bank matters or to
legislate at all?

Ir. Mexer, I think any legislation, Senator, to be considered at
this time ought to be most carefully considered from the viewpoint
of its time relation to the present economic and financial conditions.
I think it is a difficult time to legislate and the greatest care should
be used that any bill which is passed should not be restrictive of
credit and that it should not be disturbing to confidence. I am frank
to say that I think the reserve provisions in the bill as written would
be disturbing on account of the increase in the reserves provided for
in the bill. T think it is not a question whether a bill is a good thing
to pass at this time. I do not think that is a fair question.

onator Grass. Of course, any bill affecting the banking business
of the country ought to be seriously considered, and I am sure you do
not mean to imply that this subcommittee has not seriously considered
all of these problems over a long period of time and has not endeav-
ored to the fullest extent to get the intelligent and uninfluenced judg-
ment of men who are competent to speak.

Mr, Mever. No; I am quite sure that the committee has worked
very industriously over a long period, but I still would not like to
say that a bill would be a goo%l thing to pass because I do not think
it is a proper guestion. The question is whether a particular bill
would be a good bill to pass at any particular time.

Senator GGrass, That is exactly what I am asking. If we should
adopt the amendments proposed by the Federal Reserve Board, do

ou think the bill thus amended, dealing with these vital problems of

anking, should be now passed?

Mr. Mexee. I think it could be passed without danger and with a
good deal of benefit. )

Senator Grass. I am not even saying that it could be passed at all.
I am asking you whether you think it should be passed at this time.

Mr. MeyEr. Yes; I think it should. As amended, I would wel-
come its passage. There has, of course, to be borne in mind the fact
that the question as to separation of aﬂiliates, in our minds, is in the
realm of the unknown to a certain extent, because of the absence of
full information, and. the board offers no strong recommendation
although it submits a suggestion. But on the other measures I think
the board would welcome the passage of the bill with the amend-
ments. :

The CHairyaN. T begin to think this Federal Reserve Board and
this banking commitiee are not so far apart.

Mr. Mever. Who said we were, Senator?

Senator Grass. I do. [Laughter.]

Mr. Mever. I was wondering. You thiuk we are so far apart,
Senator? .

Senator Grass. You express some considerable sympathy with our
point of view of things.

Mr. Mever. Yes. T think we are not far apart. - I think there is,
in principle, no great divergence. .

_Senator Grass. Speaking of the affiliate problem, I had a real good
nice rest last night for the first time in a long time after reading:
over twice and scrutinizing very carefully the affiliate provision
drafted by your experts. It1is so akin to the one that we had in here,.
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with, possibly, the exception of definitions, that I felt very much
encouraged to think that we had such good authority on the subject.

Mr. Mever. Well, Senator, I am glad you slept well. I can not
say that as to myself after I got notice late yesterday afternoon that
I had to appear here.

Senator Grass. I have not observed you had that language in your
statement.

Mr. Mever. It is a long section there.

Senator Grass. You just did not read it?

Mr. MEYER. Yes.

Senator GLass. It is a pretty good one, I think.

Mr. Mever. I do not know that ours is identical.

Senator Grass. I do not say “identical.” I said * akin.”

Mr. Meyer. It is a rather hard thing to define. It is one of the
most difficult definitions.

Senator Grass. It is a hard thin% to define, and we have been
trying to get somebody to define it for us; that is, the meaning of
“collateral security.” One of the distinguished and long-experienced
bankers who has testified at these hearings after a little bantering
agreed to attempt to give us his definition, and we will give it due
consideration. .

Mr. Meyer. The subject that you have been working out in your
committee—better banking—is, I think, the most important public
question before the country, and the board sincerely desires to co-
operate with this committee in every way, and has always been de-
sirous of doing so, and we are glad to be able to offer you an expres-
sion of the board which, so far as it goes, is the joint and unanimous
-expression of all of the members of the board.

enator BrooxHART. In 1928 and 1929 that great deflation was the
cause of our present reaction and depression, was it not?

Mr. Mever. The great inflation all over the world was perhaps
the principal cause of the present collapse and depression all over the
world.

Senator BrookHarT. Investment bankers and others had sold these
inflated bonds of foreign countries and also domestic bonds to our
people everywhere, had they not?

Mr. Meyer. No doubt. Of course.

Senator Brookmarr. Did the policy of the Federal Reserve Board
have anything to do with that? _

Mr. Meyer. I was not a member of the board at that time, Senator.

Senator Brooxuart. You know what the board did?

Mr. Meyze. I do not know what they did. Senator, I can not
testify on what the board did in 1928 or did not do. I know that I
expressed my opinion of a great many of these securities to such
officials as I met when I had an opportunity, and I even sought the
opportunity. I did that, however, in my personal and private capac-
ity, and I had no official relation to the problem.

Senator BrookmarT. You noticed there was a problem, did you
not, at that time?

Mr. Mever. I think a great many people did, Senator.

Senator Brooxuart. Did not you pay any attention to the policy
of the Federal Reserve Board in reference to that problem?
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Mr. Mexer. That is four years ago, Senator. I would not like to
testify about what I did in 1928 on matters with which I had no
official connection. .

Senator BrookEART. How many bank failures have there been in
the United States since you have been governor of the board?

Mr. Mever. A great many.

Senator BrooxHART. More than usual ¢

Mr. MEYeR. Yes.

Senator BrooxmarT. Was that becruse you were governor?
[Laughter.] Or was it because—— .

Mr. Mever. Well, I will say that in the month of March the num-
ber of banks closed was equalled by the :number of banks. opened,
substantially, and that the resources of the banks opened were
larger than the resources of banks closed; and that is the best record
that has been made in four years in the United States which include
two and one half years when I was not governor.

Senator BrooxHarT. -‘That is what happened in one month there?

Mr. Meyer. Well, that is the present condition.

Senator BroogkmarT. What I was interested in was whether or not
the policy of the board had anything to do with the bringing on of
the inflation.

Mr. Meyer. You mean in 1928 and 1929%

Senator Brooxwmarr. Yes.

Mr. Meyer. 1 can not testify back of September, 1930. There
has been no inflation since then. I am sorry to say there has been
too much deflation, but when these forces once get under way they are
hard to stop.

Senator _%nooxnum You think this bill would stop that kind of
performance in the future ¢

Mr. Mever. I think it would help to do so and make for better
banking, especially if you can find a way to bring about unified
baiking in the country.

Senator Grass. You are going to do that for us.

4 I\.Itr. Mever. The first thing 1s to find out whether you want to

0 it,

Senator Grass. I told you that we do.

Mr. Mever. I heard it to-day for the first time.

. Senator BrookHarr. I am willing to do it on a cooperative prin-
ciple. [Laughter.]
APPENDIX
Hon, PETER NORBECK, AfAxCH 29, 1082.
Chairman, Committce on LBanking and Currency,
United States Senate, Washington, D. C.

Dear SENATOR NokBECK: On Murch 17, 1932, I received @ letter from Senator
Glass inclosing copies of Senate bill 4115, and stating that the Banking and
Currency Committee would be giad to have the Federal Reserve Board make
any commeits or suggestions that in its judgment would seem desirable. Ae-
cordingly, there Is inciosed herewith for the consideration of your cominittee
a2 memorandum containing the board’s comments and recommendations,

The subjects dealt with in the bill may be classified under three general
heads: (1) Those relating more directly to the Federal Reserve Board and
the reserve banks, (2) those concerning primarily member banks, and {3) those
dealing with affiliates of member banks. '

The Federal Reserve Board is In sympathy with the purpose of the bill to
strengthen the supervision of the Federal reserve system over general credit
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conditions and to invest the Federal reserve authorities with eertain diseiplinary
powers In relation to banks that pursue unsafe and unsound policies or abuse
the privileges of membership. -The board’s recommendations on this subject
are incorporated 1n its proposed revision of sections 3 and 29 of the bill.

With respect to the section of the bill dealing with open market operations,
the board calls attention to the fact that there is already in existence an open
mirket committee on which each of the Federal reserve banks has representa-
tion. This has come about as the result of natural development. The board
believes that it would be inadvisable to disturb this development by crystaliz-
ing into law any particular procedure.. The board believes that nothing further
is necessary or advisable at this time than an amendment clarifying its. power
of supervision over open market operations of the Federal reserve banks and
their relationships with foreign banks, as set out in the memorandum attached.

The board is not in sympathy with the provisions: of the bill discriminating
against member hank collateral notes. -Experience shows that the particular
instrument on which Federal reserve credit is obtained is not an adequate test of
the use to be made by the member bank.of the proceeds of the credit and. that
an attempt to control speculation through restrictions on member bank collateral
notes would not be effective in accomplishing the purpose of this section of
the bill. Indeed, it probably would interfere seriously with the convenient and
economical operation of the system. In tlils connection, the Federal Reserve
Board desires to renew the recommendation made in its annual reports for
several years, that the maturity for which advances may be made to member
banks on their promissory notes secured by paper which is eligible for discount
be increased from 15 to 90 days. Such an amendment would be especially
helpful to country banks.

The hoard is of the opinion that the adoption of a system of reserves based
on velocity of accounts as well as on their volume, as recommended by the
system’s committee on reserves, would be an important step in.strengthening
the influence that the ¥Federal reserve system could exert in the ‘direction of
sound credit conditions. The section of the hill dealing with reserves would
accentuate rather than reduce the -inequalities that have grown up in the
distribution of reserves between different classes of member banks, The board
also helieves it should not be overlooked that this section of the bill would exert
a tightening influence on credit conditions at times when it would be contrary
to the public interest.

‘ The board is in favor of establishing a liquidating corporation, but proposes
to limit the scope of its operations to member banks and suggests a different
method of financing it, together with certain changes in the provizions for its
administration.

If the section on branch banking is enacted in the form proposed in the bill,
it is suggested that certain sections of existing law be modified =0 as to bring
them into harmony with the purposes Indicated in' this section of the bill.

With respect to affiliates. the board believes that important reforms to be
accomplished at the present time are the granting.of power to the supervisory
authorities to obtain reports and to make examinations of all affiliates of
member banks and the prescribing of limitations on the loans that a member
bank may make to its affilintes. The board realizes that many evils have
developed through the operation: of affiliates connected with member banks,
particularly affiliates dealing in securities. The attached memornndum contuins
a draft of a provision for the separation of such afliliates after a lapse of
three Yyears.

The board takes the view that legislation further materially restrictlng the
character of member bapnk loans and investments is not desirable at a time
when the country’s banking system is golng -through a period of severe read-
justment. Some of the provislons of the proposed bill would have a tendency
to bring about further contraction of credit and thus retard the recovery of
business. It Is for these reasons that changes in a number of sectlons of the
bill are suggested.

It should be recognized that effective supervision of banking in this country
has been seriously hampeved by the competition between member and non-
member banks, and that the establishment of a unified system of banking under
national supervision is essential to fundamental banking reform.

Copies of this letter and the inclosed memorandum are being sent to Seuntor
Glass, and the board will be glad to supply you with copies for the convenience-
of each member of your comunittee.

Very truly yours
¥ vy ’ EvuceNE MEYER, Governor.

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



404  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

COMMENTS AND RECOMMENDATIONS RECAEDING SENATE BILL 41156

{All references are to sections, paiesi and lines of S. 4115 in the form ir which it was
introduced on March 14 (calendar day, March 17), 1032]

Section 2: This section defines affiliates and upon its scope depends in a large
measure the scope and effect of all provisions of the bill relating to affilintes.

While the definition contained in the bill mentions certain specific types of
institutions which are frequently affiliated with member banks, the words “ or a
corporation ” in line 4, on page 2, make it applicable to corporations of any char-
acter which are affiliated with member banks in any of the ways described in
the succeeding paragraphs of the definition. )

It is believed that the most satisfactory solution of this problem is to mnke
the definftion very broad but, in dealing with affiliates, to observe the following
principles: (1) To require them to make reports and to submit to examination
at the discretion of the board or the comptroller; (2) to limit the loans that
can be extended to an affiliate by a member bank; and (3) to prohibit the
tying up of capital stock of an affiliate with the capital stock of a member
bank. In favoring these limitations, the board has in mind that it may not be
desirable to abolish all the existing relationships between member banks and
their affiliates, but that it is desirable to protect the operations of the member
banks from being unduly infiluenced by their affiliates. Recent experience has
demonstrated that operations of the affiliates at times have untavorable effects
on the condition of member banks.

With these prineciples in mind, it is recommended that the definition of affiliates
be broadened by eliminating from paragrapl (b) in lines 1 to 4, page 2, all
references to speeific types of corporations, and by Inserting other words which
‘would make the definition applicable not only to corporations but to business
trusts, associutions, or other similar organizations, regardless of the type
of business in which they are engaged. Certain other changes in the phrase-
ology of the definition are also suggested for the purpose of clarifying them.,
The changes suggested are as follows:

1. On page 2, change lines 1 to 4, inclusive, to read as follows:

“(b) The term ‘affiliate’ includes any corporation, business trust, association
or other similar organization.” '

2. In lines 9, 11, and 22, on page 2, strike out the words ‘ managing officers ”
-and substitute in lieu thereof the words * persons exerclsing similar functions.”

3. In lines 9 and 18 on page 2, and in line 3 on page 3, strike out the words
“ annual meeting ” and substitute in lieu thereof the word * election.”

Seetion 3: The Federal Reserve Board understands that the principles
underlying section 3 of the bill are (1) that discounting at the Federal reserve
banks is a privilege and not a right; (2) that the Federal reserve system has
the responsibility of keeping itself informed about the use of bank credit;
(3) that the power of Federal reserve hanks to withhold eredit accommodations
should be used to dlscourage unsound baunking practices; and (4) that the
Federal Reserve Bo:ird shouid have power to suspend a member bank from
‘the use of Federal reserve credit facilities. The board is in sympathy with
thexe principles.

For the purpose of accomplishing these objectives, a substitute for section
8 Is suggested. This substitute includes a revision of the paragraph of section
-4 of the Federal reserve act which now reads as follows:

* Suid board shall administer the affairs of suid bank fairly nnd im-
partially and without discrimination in favor of or against any member bank
or banks and shall, subject to the provisious of iaw and the orders of the
Federal Reserve Board, extend to each member bank such discounts, advance-
ments, and accommeodations as may be safely and reasonably made with due
regard for the claims and demands of other member bunks.”

In this revision the word “may ” is substituted for * shall” and the remain-
ing language of the section is made somewhat more general than in the bill.

Member bunks as a rule do not borrow to relend, but to make up deficiencies
In reserves arising from withdrawals of deposits or from other causes. It is,
therefore, usually impossible to say that a loan to a member bank is grunted
‘for this or that specific purpose. However, it would De possible to detévmnlne
whether the lonn uand investment policles of a bank are inconsistent with the
‘purposes of the Federal reserve act, and. if so, to refuse .accommodation to
such bank or in aguravated cases to suspend it from the privilege of using
‘the system’s credit facilities. In this connection attention is invited to the fact
that section 4 of the Federal reserve act requires the chairman and Federal
‘reserve ngent at each Federal reserve bank to * make regular reports to the
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Federal Reserve::Board” and to “act as its. officiul representative for the
performance of the functions conferred upon .it-by " the:Federal reserve act. .
It is recommended that section 3 of the bill be changed to read as follows:
**8Ec. 3. The paragraph of section 4 of the Federal reserve act, as amended,
which begins with the words, ‘ Said board shall administer the affairs of sald
bank fairly and impartially,’ is amended and reenacted to read as follows:

¢ Said board of directors shnll administer the affairs of said bank fairly
and impartially and without discrimination in favor of or against any mem-
ber bank or banks and muy, subject to the provisions of law uand the orders of
the I"ederal Reserve Doard, extend to each member bank such discounts,
advancements and accommodations as may be safely and reasonably made
with due regard for the claims and demands of other member banks, the main-
tenance of sound credit conditions and the accommeodation of comnmerce, indus-
try, and agriculture. The Federal Reserve Board may prescribe regulations
further defining within the limitations of this act the conditions under which
discounts, advancements and nccommodations may be extended to member
banks. Each Federal reserve hank shall keep itself informéd of the general
character and amount of the loans mud investments of its member bauks wlth
a view to ascertalning whether undue use is being made of hank credit for the
speculative carrying of or trading in sectirities, real estate or commodities, or
for any other purpose inconsistent with the maintenance of sound credit eon-
ditions; and, in determining wlhether to grant or refuse advances, rediscounts
or other credit accommodations, the Federal reserve hank shall give consid-
eration to sucb information. The chairman of the Federal reserve bank shall
report to the Federal Reserve Board any such undue use of bank credit by
any member bank, together with his recommmendation. Whenever, in the judg-
ment of the Federal Reserve Board, any member bank is making such undue
use of bank credit, the board may, In its discretion, after reasonable notice:
and an opportunity for a hearing, suspend such bank from the use of the credit
facilitles of the Federal reserve system nnd may terminate such suspension
or may renew it from tlme to time.'” -

Section 4: It is recommended that this section he omitted, It prohibits.
banks that belong to a group or a chain from voting for Federal reserve bank
directors, The wording of the section is such as not to confine the prohi-
bition to group and chain banks. however, but to include all banks that are
not controlled entirely by locally resident stockholders. Since the stock of
many imnportant banks is widely owned throughout the country, this might
restrict the voting privilege to smaller and less important banks that are owned
by local stockholders. It is to he feared that this section would bar from
participation in the selection of Federal reserve directors many of the better-
managed banks, .

Scction 5: This section would amend the first paragraph of section 7 of
the Federal reserve act so that, after the payment of expenses and dividends,
all of the net earnings of n Federal reserve bank over and ahove any amounts
necessary to restore its surplus to the amount on December 31. 1931. would
be paid to the Federal liquidating corporation. The amendment is also worded
in such a way as to prevent the payment of any dividends out of surplus and
to prevent the payment of dividends whenever the surplus of a Federal reserve-
bank is less than it was on December 31, 1931,

A different method of financing the liquidating corporation is proposed and
will be discussed under the appropriate section. For this renson a modiflea-
tion of section 5 is suggested which would not change the provisions of the
present law in regard to the surplus of the Federal reserve banks, but would
authorize the Secretary of the Treasury to use the franchise tax received from
the Federal reserve banks for the purpose of supplementing the funds of the
corporation.

As changed, section 5 of the bill would read as follows:

“ Sec. 5. The second paragraph of section 7 of the Federal Reserve act, as
amended, is amended to read as follnws:

“¢The net earnings derived by the United States from Federal reserve
banks shall, in the discretion of the Secretary of the Treasury, (1) be used
to supplement the gold reserve held against outstanding United States notes,
or (2) be applied to the reduction of the outstanding bonded indebtedness of
the United States under regulations to be prescribed by the Secretary of the
Treasury. or (3) be invested in debentures or other such obligations of the
Federal liquidating corporation. Should a Federal reserve bank be dissolved
or go into liguidation, any surplus remaining, after the payment of all debts,
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dividend requirements as hereinbefore provided, and the par value of the
stock, shall be paid to and become the property of the United States and shall
be slmilarly applied.’”

Section 6: In order that reports of affiliates of State member banks may
Ybe required only when deemed necessary by the Federal Reserve Board and
also in order that sultable provision may be made for the examinatlon of
affiliates of State member banks when deemed necessary, it Is recommended
that section 6 of the bill be changed to read as follows:

“ SEc. 6. Section 9 of the Federal reserve act, as amended, is further amended
by adding at the end thereof two new paragraphs reading as follows:

“iYWhenever it shall be deemed necessary in order to gobtain adequate

information regarding the relations between any bank adinitted to membership
under the provisions of this section and its affiliates or the effect of such rela-
tions upon the management or condition of such bank, it may be required under
rules and regulations preseribed by the Federal Reserve Board to obtain and
furnish such reports as to any or all of its affiliates as may be ealled for.
EBach such report shail contain such information and shall be submitted at
such time as may be specified In the call therefor. Any member bank which
falls to furnish any report of an affiliate when and as required shall be subject
to a penalty of $100 for each day during which such failure contlnues. Such
penalty may be assessed by the Federal Reserve Board, in its discretion, and,
when assessed, may be collected by the Federal reserve bank by suit or other-
wise, .
“¢‘ Any examiner selected or approved by the Federal Reserve Board may
examine any aflilinte of any bank admitted to membership under the provi-
sions of this section when it shall be deemed necessary in order to inform the
Federal Reserve Board or the Federal reserve bank of the relations of such
affiliate with such member bank or of the effect of such reiations upon the
management or condition of such member bank. The examiner making the
-examination of any such affiliate shall have power to make a thorough exami-
nation of all the affairs of the afilliate, and in doing so he shall have power
to administer oaths and to examine any of the officers, directors, employees,
and agents thereof under oath, and to make a report of his findings to the
Federal Reserve Board or to the Federal reserve bank. The expenses of any
-examination made under the provisions of this paragraph may, in the discre-
tion -of the Feder:il Reserve Board, be assessed against the affiliate examined
and, when so assessed, shall be paid by the affiliate exnmined. If such affi-
liate shall refuse to pay such expenses or shall fail to do so within sixty days
after the date of such assessment, then such expenses may be assessed against
the affiliated member bank and, when so assessed, shall be paid by such mem-
ber bank; Provided, however, That if the affilintion is with two or more mem:
ber banks, such expenses may be assessed against, and coliected .from, any
or all of such member banks in such proportions as the Federal Reserve Board
may prescribe, If any affilinte of a bank admitted to membership under the
provisions of this section shall refuse to permit an examiner to muke an
examination of such affilinte or refuse to give any information required in the
course of any such examination, the member bank with which it is afiilinted
shall be subject to a penalty of not more than $100 for each day that any
such refusal shall continue, Such penalty may be assessed by the Federal Re-
serve Board in its discretion, ahd, when so assessed, may be collected by the
Federal reserve bank by suit or otherwise.’” '

Scetion 7: If this section is adopted In its present form, certaln changes
should be’' made in the text for the purpose of clarification and of providing
for certain matters not now covered in the bill which will be referred to at the
appropriate places. ’

For the purposes of clarification, it is sugyested that subsection (b) be
amended as follows: v

1. In lines G, 11, and 12, on page 8, it is suggested that the word “ appointive ”
be inserted before the word * member.” X

2. In line 13, on page 8, it is sugwested thut after the words “ 12 years™
there })e inserted the words “from the expiration of the term of his prede-
-€essor.” . ' i o :

In order that the domielle of tiie board may be fixed for legal rensons, and in
order that provision may be made for a chairman of the board, it is suggested
that the following be inserted at the beginning of line 23 on page 8:

" The principal oftices of the board shall be in the District, of Columbia. At
meetings of the board, the governor shall preside as chairman, and, in his
-absence, the vice governor shall preside. In the absence of both the governor
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and the vice governor, the board shall elect a member to act as chairman
pro tempore.

If the authority of the Secretary of the Treusury to assign quarters to the
Federal Reserve Board is repealed, it would seem that the bourd should be
authorized to purchase or construet a building for its own use and that, in
the interest of convenience and efiiclency, space should be provided in such
building for the Comptroller of the Currency and his stoff and for the proposed
Federal liquidating corporation. For this purpose, it is suggested that the
following be added at the end of section 7 of the bill:

“(d) Section 10 of the Federal reserve act, as amended, is further amended
by adding at the end thereof a new paragraph reading as follows:

“¢The Federal Reserve Board is authorized and empowered to acquire by
purchase, condemnation, or otherwise, a building located in the District of
Columbia which will provide suitable and adequate oftices wherein the functions
of the board and the Comptroller of the Currency may be carried on, or to acs
quire by purchase, condemnation, or otherwise, such site located in the Distrlct
-of Columbia as it may deem necessary and to ciuse to be constructed thereon a
bnilding which will provide suitable and adequate offices for the purposes of
the Federal Reserve Board and the Comptroller of the Currency, and to main-
tain, repair, enlarge, or remodel any building so acquired or constructed. The
Federal Reserve Board may assign offices in any such building for the use of
the Comptroller of the Currency and the Federal liquidating corporation with-
out making any charge for the use of such offices, and nothing contained in the
act of June 8, 1864, or in section 331 of the Revised Statutes (title 12, sec. 13,
U. 8. C.), or in any other provision of law, shall be construed as preventing
the Comptroller of the Currency from making full use of any offices so as-
signed and from keeping therein the records and all other valunble things be-
longing to hls department. The Federal Reserve Bourd may levy upon the
Federal reserve banks, in proportion to tlelr capital stock and surplus, assess-
ments sufficient to defray all costs and expenses incurred under the provisions
of this paragraph.'”

Section 8. The purpose of this section is to prevent the undue use of bank
loans for speculation in securities. It is believed that this is sufficiently cov-
ered in section 3, and, therefore, the omission of section 8 is reccommended.

Section 9: In accordance with the principles indicated in the discussion of
.ieftlon 2, it is recommended that section 9 of thie bill be changed to read as
ollows:

“Sec. 9. The Federal reserve act, as amended, is amended by inserting be-
tween sections 23 and 24 thereof the following lnew section:

“¢8ec. 23 (a). No natlonal banking association and no State member bank
shall (1) make any loan or any extension of credit to, or purchase securlties
under repurchase agreement from, any of its affilintes; or (2) invest any of its
funds in thie capital stock, bonds, or other obligatlon of any such afliliate; or (3)
aceept the capital stock, bonds, or other obligations of any such affillate as
collateral security for advances made to any individual, partnership, assocla-
tion, or corporation; if, in the case of any such affiliate, the aggregate amount
of such loans or extenslons of credit, repurchase agreements, investments, and
advances against such collateral security will exceed 10 per centum of the
capital stock and surplus of such national banking assoclation or State member
ank, or if, in the case of all such affilintes, the aggregate amount of such loans,
extensions of credit, investments, and advances against such coliateral security
will exceed 20 per centum of the capital stock and surplus of such national
banking association or State member bank: Provided, howcrer, That nothing in
thig section, or in any section of the banking act of 1932, shall be construed as
authorizing member banks to invest their funds in stock otherwise than as
specifically authorized by existingz law.

“ ¢ Each loan or extension of credit to an affiliate within the foregoing liwmita-
tions shall be secured by collaterai having a market value at the time of making
the loan or extension of credit of at least 20 per centum more thau the amount
of such loan: Protvided, That this requirement shail not apply to loans or ex-
tensions of credit on the sccurity of obligations of the United States Govern-
ment; Reconstruction Finance Corporation, Federal intermediate credit banks,
or Federal iand banks, or on the security of notes, drafts, bills of exchange, or
acceptances eligible for discount or purehase by Federal reserve hanks: .ind
provided further, That when sny loan iz marle on the security of obligatlons
of any State or political subdivision or agency thereot such obligations shall
have # market value at the time of making the loan of at least 10 per centum
more than the amount of such loan. A loan or extension of credit to a director,
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officer; clerk, or other employee or uny representative of any such affiliate shalk
be decmed a loan to the affiliate to the extent that the proceeds of such loan
are used for the benefit of, or transferred to, the affiliate.

“+The provislons of this section shall not apply to any aflllinte of such
national banking assoclation or State member bank (1) the sole function of
which is to hold its banking house or houses und the site or sites thereof, (2)
the sole function of which is to conduct a safe deposit business, (8) in the
capital stock of which such bank has been muthorized to invest pursuant to
section 25 of the Federal reserve act, (4) organized under section 25 (a) of -
the Federal reserve act, or (5) transucting only the business of an agricultural
credit corporation or livestock loan company; but as to such affilintes member
banks shall continue subject to the provisions of existing law limiting the
amounts which they may lend to, or invest in the stock or other obligations of,
such corporations.””

Section 10: This section of the bill denls with two separate and distinct sub-
jects—(1) open market operations of the lederal reserve banks ,and (2) The
proposed Federal liguidating corporation. Tor convenience, these subjeets will
be discussed separately.

OPEN-MARKET OPERATIONS

The first part of section 10 would estiblish a Federal open-market cominittee
along the lines of the existing open-market polley conference which functions
as a plece of administrative machinery without specifie legal status,

The statement in paragraph (b) of section 10 which says that “ No Federal
reserve hank sball engage in open-market operations, except after approval and
authorization by the committee,” appears to be too rigid. It deprives an indi-
vidual reserve bank of all authority to make purchases in the open market
except after obtaining the consent of both the board and the committee, The
open-market committee would have no authority to act without approval of the
board and the board would have no suthority to act without: approval of the
commlttee, . This would result in the possibllity of obstruction of any system
program and would tend to make the operation of the Federal rescrve system
less timely and less efficient.

“..Lines 19 to 23 in paragraph (¢) on page 12 of this section would incorpurate
into law a principle which the Federal Reserve Doard has adopted in practice,

The followinyg substitute for the first part of section 10 of the bill is suggested :

“ Sec, 10, Section 14 of the Federal reserve act, as amended, is further
amended by striking out the worils ‘ Every Federal reserve bapk shall have
power ‘; and inserting in lieu thereof the following:

“¢ Subject to such regulations, limlitutions, restrietions, and procedure us the
Federal Reserve Board may prescribe, every Federal reserve bank shall have
power.’

“Section 14 of the Federal reserve act, as amended, is further :mended
by adding at the end thereof n new paragraph reading as follows:

“*The time, character, and volume of all purchases and sales in the open
market under this section shall be governed with a view to accommuidlating

_commerce and business and with regard to their bearing upon the geueral
credit situation of the country.’ ”

FEDERAL LIQUIDATING CORPORATION

The other part of section 10 deals with the proposed ederal Hyuldating cor-
poration, and there is submitted a proposed substitute for the section as dratted
in the bill. The substitute would confine the benefits of the liquidating cor-
poration to member banks. Provislon is made for assistance to nonmember
banks in the Reconstruction Finance Covporation act, and it would render
membership in the system more attractive if the benefits of the corporation
were confined to member banks. In the substitute it is proposed that $100,-
000,000 of the capital of the liguidating corporation be subscribed by the Treas-
ury. This subscription to capital may be considered as being derived from
the .fg'nnchise tax previously paid to the I'reasury by the reserve bunks. Im
addition, it is proposed that the corporation be authorized to issue debentures
up to twice the amount of its subscribed capital and that the Federal reserve
ban}:s be given authority to purchase tliose debentures up to ome-fourth of
their surplus. This is not 4 propitious time to ask the member bunks to con-
tribute to the liquidating corporation. The bauks are going through u very
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difficult perjod and to tax them for this purpose would he a considerable hard-
ship on them.

In order to make the operations of the corporation more easily manageable,
it is proposed that the directorate be comprised of five members instead of
fourteen as proposed in the bill.

For the reasons which have been stated the following separate section on
the Federal liguidating corporation has been drafted:

“Src, 5 A, The Federal reserve act, as amended, is further amended by
inserting between sections 28 and 29 thereof the following new section:

“48ec. 28 A, (a) There is hereby created a Itederal liquidating corporation
(hereafter referred to as the * corporation”) for the purpose of making loans
.on, or purchasing and liquidating as hereinafter provided, all or any part of
the assets of any member baik for which a receiver has been appointed. The
term “ receiver” as used in this section shall mean a receiver of a nuational
bank, and a recelver, liquidating agent, commission, person, or other agency
charged by State Iaw with the responsibility and the duty of winding up the
affairs of an insolvent State member bank.

“¢(b) The management of the corporation shall be vested in a board of
directors consisting of five members, one of whom shall be the Comptroller of
the Currency, one a member of the Federal Reserve Board designated by the
board for the purpose, and three selected ammually by the governors of the
twelve Federnl reserve banks under sueh procedure as may be prescribed by
the Federal Reserve Board.

“* (¢) The corporation shall have a capital stock of $100,000,000, all of which
shall be subscribed by the United States of America and payment for which
shall be subject to call in whole or in part by the board of directors of the
corporation.

“ ¢ There is hereby authorized to be appropriated out of any money in the
“Prensury not otherwise appropriated the sum of $100,000,000 for the purpose
.of making payments upon such subscription. Recelpts for payments by the
United States for or on account of such stock shall be issued by the corporation
to the Secretary of the Treasury and shall be evidence of the stock ownership of
‘the United States.

“¢ Any Federal reserve bank may purchase and hold any debentures or other
such obligations of the corporation in ap amount not exceeding one-fourth o
the amount of its surplus fund. :

“t(d) The corporaticn shall have power—

“ ¢ First. To adopt, alter, and use a corporate seal.

‘¢ Second. To have perpetual succession from the date of enactment hereof,
wunless it is sooner (issolved by an act of Congress.

“‘Third. To make contracts; to purchase, lease, and hold or dispose of such
real estate or personal property as may be necessary or convenient for the
transaction of its business.

“¢ Fourth. To sue and be sued, complain and defend in any court of competent
Jjurisdiction. .

* ¢ Fifth. To appoint, employ, and fix the compensation of such officers, em-
ployees, attorneys, and agents as shall be necessary for the transaction of the
business of the corporation, without regard to the provisions of other laws ap-
plicable to the employment and compensation of officers or employees of the
United States, to define their authority and duties, to require bonds of them
and fix the penalty thereof and to dismiss them at pleasure. Nothing in this
or any other act shall be construed to prevent the appointment and compensa-
tion as a dirvector, officer, or employee of the corporation of any officer or em-
ployee of the United States in any board, eominission, independent establish-
ment, or executive department thereof.

“¢Sixth, To prescribe, amend, and repeal by its board of directors by-laws
and rules and regulations not inconsistent with law governing the manner in
which its general business may be conducted and the privileges granted to it by
low may be exercised @nd enjoyed.

« ¢ Saventll. To exercise such inecidental powers as shall be reasonably neces-
sary to carry out the powers so granted.

¢ (e) The board of directors of the corporation shall determine and pre-
scribe the manner in which its obligations shall be incurred und its expenses
ailowed and paid. The corporation shall be entitled to the free use of the United
States mails in the same manner as the executive departments of the Govern-
ment. The corporation with the consent of any Federal reserve bunk or of
.any board, commission, independent establishment, or executive department of
the Government, including any field service thereof, may avail itself of the use

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



410  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

cf information, services, and facillties thereof in carrying out the provisions of
this act.

“¢(f) Upon the application of the receiver of any member bauk, the cor-
poration may in its discretivn purchase the assets of such bank, in whole or
in part, or make loaus to the receiver on the security of such assets or any
portion thereof, on such terms and conditions as shall be agreed upon between
the corporation and the receiver, subject to the approval of (1) the Comptroller

of the Currency in the case of any national bank, or (2) the person or agency
designated by State law in the cuse of any State bank; except that, in no
case shall the corporution make any loan or purchase any assets in an amount
which in the opinion of the corporation gshall not fully protect such corporation
and no such loan or purchase shall be made in the case of State member banks
unless expressiy authorized by the law of the State in which the bank is
located. Receivers of national bunks are hereby authorized and empowered
with the approval of the Comptroller of the Currency to borrow on, or sell,
assets of banks of which they are receivers, and the proceeds of every such sale
or loan shall be utilized for the same purposes and in the same manner as other
funds realized from the liquidation of the assets of such banks. The Comp-
troller of the Currency may, in his discretion, pay dividends on proved clzims
at any time after the expiration of the period of advertizement made pursuant
to section 5235 of the Revised Statutes, and no liability shall attuch to the
Camptroller of the Currency or to the receiver of any national bank by reason
of any such payment for failure to pay dividends to a claimant whose claim is
not proved at the time of any such payment. If the umount realized from any
-assets acquired by the corporation under the provisions of this section exceeds
the sum paid therefor or loaned thereon, the corporation shall make au addi-
tional payment to the receiver of the bank equai to the amount of such excess,
if any, after deducting the expenses of liquidating such assets and an amount
equal: to interest.at the rate of 6 per centum per annum. All loans made by
the corporation to receivers shall bear interest at the rate of 6 per centuin
per annum, i ’

“¢(g) Money of the corporation -not otherwise employed shall be invested in
securities of the Government of the United States, except that for temporary
‘periods, in the discretion uvf the board of directors, funds of the curporation
‘may be deposited subject to check In any Federal reserve bank or with the
Treasurer of the United States. YWhen designated for that purpose by the
Secretary of the Treasury, the corporatlon shall be a depositary of public
moneys, except receipts from customs, under such regulations as may be pre-
scribed by the said Secretary, and may also be employed as a finuncial agent
of the Government. It shall perform ull such reasonable duties as depositary
of public meneys and financial agent of the Government as may be required
of it. '

“¢(h) 'The corporation is authorized and empowered to issue and to have
outstanding at any one time in an amount aggreguting not more than twice
the amount of its eapital, notes. debentures, bonds, or other such obligations,
to be redecmable at the option of the corporation hefore maturity in such
manner as may be stipulated in such obligations, to bear such rate or rates of
interest, and to mature at such time or times as may be determined by the
corporation ;: Provided, That the corporation may sell on a discount basis short-
term obligations payable at maturity without interest. Obligations of the
corporation may be secured by assets of tlie corporation in such manner as
shall be prescribed by the board of directors, Such obligations may be offered
for sale at such price or prices as the corporation may determine. ‘The said
obligations shall be fully and unconditionally guaranteed both as to interest
and principal by the United States and such guaranty shall be expressed on
the fuce thereof. In the event that the corporation shall be unable to pay
upon demand, when due, the principal of or interest on notes, debentures, bonds,.
or other such obligations issued by it, the Secretary of the 'Treasury shall pay
the amount thereof, which is hereby authorized to be appropriated, out of any
moneys in the Treasury not otherwise appropriated, and thereupon to the
extent of the amounts go paid the Secretary of the Treasury shall succeed to
all the rights of the holders of such notes, debentures, bonds, or other such
oblizations,

“¢(1) Al obligations Issued by the corporation shall be exempt, both as to.
principal and interest, from all taxation (except estate or inheritunce taxes)
now or hercafter imposed by the Unrited States, by any Territory, dependency,
or possession thereof, or by any State, county, munlcipality, or local taxing.
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uuthority. The corporation, including its franchise, its capital, reserves, and
surplus, and its income, shall be exempt from all taxation mow or hereafter
imposed by the United States, by any Territory, dependency, or possession
thereof, or by any State, county, municipality, or local taxing authority, except
that any real property of the corporation shall be subject to State, county,
municipal, or local taxation to the sume extent according to its value as other
real property is taxed.

“*(j) In order that the corporation may be supplied with such forms of
obligations as it may need for issuance under this act, the Secretary of the
Treasury s authorized to prepare such forms as shall be suitable and approved
by the corporation, fo be beld in the Treasury subject to delivery, upon order
ot the corporation. The engraved plates, dies, bed pieces, and other material
executed in connection therewith shall remain in the custody of the Secretary
ot the Treasury., The corporation shall reimburse the Secretary of the Treasury
for any expenses incurred in the preparation, custody, and dellvery of such
obligations.

“ (k) The corporation shall annually make a report of its operations to the
Congress as soon as practicuble after the 1st day of January in each year.

“ ‘(1) Whoever, for the purpose of obtaining any loan from the corporation,
or any extension or renewal thereof, or the ucceptance, relense, or substitution
of security therefore, or for the purpose of inducing the corporation to purchase
any assets, or for the purpose of influeucing in any way the action of the cor-
poration under this act, makes any statement, knowing it to be false, or willfully
overvalues any security, sbali be punished by a fine of not more than $5,000,
or by imprisomment for not more than {wo years, or both. L T

“‘(m) Whoever (1) falsely makes, forges, or counterfeits any obligation or
coupon, In imitation of or purporting to be an obligation or coupon, issued by
the corporation, or (2) passes, utters, or publishes, or attempts to pass, utter,
or publish, any false, forged, or counterfeited obligation or coupen, purporting
to have been issued by the coporution, knowing the same to be false, forged
or counterfeited, or (3) falsely alters any obligation, or coupon, issued or pur-
porting to have been issued by the corporation, or (4) passes, utters, or pub-
lishes, or attempts to pass, utter, or publish as true, any falsely altered or
spurious obllgation or coupon, issued or purporting to have been issued by the
corporittion, knowing the same to be falsely altered or spurious, shall be pun-
ished by a fine of not more than $10,000 or by imprisonment for not more than
five years, or both. ’ ’

*f(n) Whoever, being connected in any capacity with the corporation, (1)
cmbezzles, abstruacts, purloins, or willfully misapplies any moneys, funds, se-
curities, or other things of value, whether belonging to it or pledged, or other-
wise entrusted to it, or (2) with intent to defraud the corporation or any other
body, politic or corporate, or any individual, or to decelve any officer, auditor,
or examiner of the corporation, makes any false entry in any book, report, or
statement of or to the corporation, or without being duly autborized draws any
order or issues, puts forth, or assigns any note, debenture, bond, or other such
obligatiou, or draft, bill of exchange, mortgage, judgment, or decree thereof,
shall be punished by a fine of not more than $10,000 or by imprisonment for not
more than five years, or both.

“¢(0) No individual, association, partnership, or corporation shali use the
words “ Federal Liquidating Corporation”, or a combination of these three
words, as the name or a part thereof under which he or it shall do business.
Every individual, partnership, association, or corporation violating thls sub-
division shall be punished by a fine of not exceeding $1000, or by imprison-
ment not exceeding one year, or botl.

“‘(p) The provisions of sections 112, 113, 114, 115, 116, and 117 of the
Criminal Code of the United States (U.S.C, title 18, ch. b, secs. 202 to 207,
inclusive), in so far as applicable, are extended to apply to contracts or agree-
ments with the corporation under this act, which for the purposes hercof shall
be held to include loans, advances, extensions and renewals thereof, and ac-
ceptances, releases, and substitations of security therefor, purchases or sales
of assets, and all contracts und agreements pertaining to the same,

“¢(q) The Sceret Service Division of the Treasury Department is authorized
to detect, arrest, and deliver into the custody of the United Stutes marshal hav-
ing jurisdiction any person committing any of the offenses punishable under
this section.’” .

Section 11: Section 11 imposes a discriminatory rate against member bank
collateral notes. It also prescribes limitations on the use of such notes by
banks that may be making loans on stock exchange collateral. It is believed
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that the purposes of this section are accomplished by the proposed revision
of section 8 and that no further limitations along this line are desirable. ‘The
theory underlying this section, namely, that there is a more direct.connection
between member bank collateral notes and the use of reserve credit for specu-
lative activity than between other borrowings and this activity is unfounded.
Member banks borrow on 15-day notes, because of the greater convenience both
to them and to the Federal reserve bank; and, if this form of borrowing were
prohibited or made more expensive, they would merely substitute the procedure
of rediscounting eligible paper without any change in the use of the proceeds.
For these reasonms, it is believed that this section would make the operation
of the Federal reserve banks less eflicient and more expensive,

The recommendation has been made by the Federal Reserve Board in its
annnal reports for several years that the maturity for which advances may be
made to member banks on their promissory notes secured by paper which is
eligible for discount be increased from 15 to 90 days. Such an amendment
would be especially helpful to country banks, and it is recommended that the
following be substituted for section 11 of the bill:

“ SEC. 11. The seventh paragraph of section 13 of the Federal reserve act,
-a5 amended, is amended and reenacted to read as follows:

“¢ Any Federal reserve bank may make advances for periods not exceeding
fifteen days to its member banks on their promissory notes secured by the
deposit or pledge of bonds, notes, certiticates of indebtedness or treasury bills
of the United States; and any Federal reserve bank may make advances for
periods not exceedlng ninety days to its member banks on their promissory
notes secured by such notes, drafts, bills of exchange or bankers’ acceptances
as are eligible for rediscount or for purchase by Federal reserve banks under
the provisions of this act. All such advances shall be made at rates to be
established by such Federal reserve banks, subject to the review and determina-
tion of the Federal Reserve Board.’”

Section 12. Section 12 denls with relations of Federal reserve banks with
foreign banks. Xt Is recommended that the words *subject to the powers
conveyed to and bestowed upon the Federal open market committee by section
12 A of this act” be omitted. From the middle of line 18 on page 26 thirough
the word * writing” in line 11 on page 27, the section is acceptable, but the
omission of the words “ and control” in line 19 on page 26 Is suggested, In
order to preserve the distinction between supervision and operation.

. lIlt is recommended, therefore, that section 12 of the bill be amended as
'ollows :

(1) Strike out the following language in lines 16, 17, and 18 on page 26:

“(g) Subject to the powers conveyed to and bestowed upon the Federal open
market committee by section 12 A of this act”;

(2) Strike out the words “and control” in lme 19 on page 206; and

(3) On page 27, line 11, insert a period after the word “ writing.” and strike
out everything In line 11 after that word and all of lines 12, 13, 14, and 16.

Section 13: The principal feature of this sectlon is that it discontlnues the
distinction between time deposits and demand deposits in so far as reserve
requirements are concerned. The distinction between these two types of
deposits has led to many abuses and has been a factor in making possible a
growth of Dbank ecredit without a corresponding growth in reserves, The
proposal which would raise thie requirements on time deposits to the level
of those on demand deposits would increase reserve requirements by $182,-
000,000 a year for five years with an ultimaite increase of $660,000,000. Unless
there were a contraction in the amount of member bank deposits, this increase
would result in an addition of about $230,000,000 to the gold requirements
of the Federal reserve banks. It would be an influence in the direction of
eredit contraction without regard to the course of business and credit and
would be particularly undesirable at this time. Furthermore, the increase
would fall heaviest on baunks outside of the principal financial centers, which
have been discriminated against under the existing reserve requirements both
because, owing to their distance from the cash facllities of the Federal reserve
banks, they. are required to carry relatively large amounts of cash in vault.
which under existing law does not count as reserve, and beecause they are not
in a position to take advantage of deductions in determining net deposits.

The proposal, therefore, would both increase the burden of reserves ani
increase the inequatities in their present distribution.

Any thorough-going revision ot section 19 of the Federal reserve act should
base required reserves, in so far as practicable, upon the activity of the busi-
ness handled through each bank, rather than on an arbitrary classification of
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banks according to location. A proposal submitted in the Report of the
Committee on Bank Reserves of the Federal Reserve System embodies a
method of calculating required reserves which is believed to be sound in
principle and which would make fluctuations in the volume of required re-
serves exert an influence in the direction of sound credit conditions and would
also eliminate many inequitable and unfair features of the present law.

There is submitted a proposed substitute for section 13 of the blll which
incorporates the proposals of the committee on bank reserves of the Federal
reserve system with slight modifications. '

Sectlon 13 includes two subjects not directly related to bank reserves and not
covered in the report of the reserve committee, namely, a prohibition against
brokers’ loans for the account of others and a provision subjecting the niarket
for Federal funds to regulation by the Federal Reserve Board. ]

The purpose sought to be accomplished by paragraph (d) is deslrable, but
it is believed that the language used is too far reaching. It {s suggested that
the paragraph be changed so as to prohibit a member bank from acting as
8 medium or agent of a nonbanking corporation’ or individual in making loans
on the security of stocks, bonds, and other investment securities to brokers or
dealers in such securities. This suggestion is incorporated in paragraph (n)
of the proposed revision of section 13 of the bill. It is not thought that a
provision prohibiting a member bank from making loans to any corporation
or individual if the proceeds of such transaction are to be used directly or
indirectly for the purpose of making loans protected by collateral security in
favor of any investment banker, broker, or member of any stock exchange or
any dealer in securities, would be enforceable as it is impossible to follow the
proceeds of loans once they have been granted.

Paragraphs (f) and (g) of the bill seek to control the market for Federal
funds by placing limitatlons on the use of balances standing to the credit
of member banks upon the books of the Federal reserve banks. It is not
believed that regulation of the market for Federal funds by law is desirable.
It is better to have these liquid funds move freely where they are most needed
than to have them thrown on the call market. The Federal reserve banks
keep in close touch with transactions in Federal funds and a ruling of the
Federal Reserve Board now requires member banks to report purchases of
Federal funds as borrowed money. .

The proposed substitute for section 13 of the bill is as follows:

¢+ Seo, 13. Section 19 of the Federal reserve act (U. 8. C,, title 12, secs. 461
to 466, inclusive, and sec. 374), as amended, is further amended and reenacted
to read as follows:

# ! BESERVES OF MEMBER BANKS

“¢‘Spc. 19. (a) Bach member bank shall establish and maintain re-
serves equal to § per centum of the amount of its net deposits, plus 50 per
centum of the amount of its average daily debits to deposit accounts: Pro-
pided, That any member bank, at its option, for any period not less than ninety
days, may, omit any specific deposit account or accounts from such computation
of its reserve requirements if such aceount or accounts are reported separately
to the Federal reserve bank and if a reserve of 50 per centum is maintained
agalnst such account or accounts: Provided, however, That, in no event, shall
the aggregate reserves required to be maintained by any member bank exceed
fifteen per centuin of its gross deposits,

“¢(b) Each member bank located in the vicinity of a Federal reserve bank
or branch thereof shall maintain not less than four-fifths of its total required
reserves in the form of a reserve balance on deposit with the ¥ederal reserve
bank, and every other member bank shall maintain not less than two-fifths
of Its total required reserves in the form of n reserve balance on deposit with
the Federal reserve bank. The remainder of the total required reserves of
each member bank, over and above the ‘amount required to be maintained in
the form of a reserve balance on deposit with the Federal reserve bank, may,
at the option of such- member bank, conslst of a reserve balance on deposit
with the Federal reserve bank, or of cash owned by such member bank either
in its actual possession or in transit between such member bank and the Fed-
eral reserve bank: Provided, That when, in its judgment the public interest so
requires, the Federal Reserve Board may limit to an amount less than that
permitted hereunder the amount of cash which any member bank or banks
may count as reserve: Provided, however, That, in preseribing such limitations,
the Federal Reserve Board shall be guided by the general principle that mem-
ber banks should be permitted to count as reserve, within the limitations of
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this section, as much cash as they reasonably need in view of the character
of their business and thelr degree of accessibillty to the currency facilities-
of the Federal reserve banks.

“i(e) The term *gross deposits,” within the meaning of this section, shall
include all deposit llabillties of any member bank whether or not immediately
available for wlthdrawal by the depositor, all liabilities for certified checks;
cashiers’, treasurers’, and other officers’ checks ; cash letters of credit; travelers’
checks; and all other similar linbilities, as further defined and specified by the-
Federal Reserve Board: Provided, however, That, In computing the amount of~
“ gross deposits,” (1) amounts shown on the books of any member bank as
Habillties of such bank payable to a branch of such bank located in a foreign
country or in a dependency or possession of the United States, and (2) liablli-
ties payable only at such a branch, shall be treated as though said liabilities.
were due to or payable at a nonmember bank.

“¢(d) The term “mnet deposlits,” as used In this sectlon, shall mean the
amount of the gross deposits of any member bank, as above defined and as fur-
ther defined by the Federal Reserve Bourd, minus the sum of (1) all balances
due to such member bank from other member banks and their branches in the
United States, and (2) checks and other cash items in process of collection
which are payable immediately upon presentation in the United States, wlthin
the meaning of these terms as further defined by the Federal Reserve Board.

“¢(e) The term “ average daily debits to deposit accounts,” as used in this.
section, shall mean the average daily amount of checks, drafts, and other items
debited or charged by any nmember bank to any and all accounts included in
groes deposits as above deflned and as further defined by the Federal Reserve
Board, except charges resulting from the payment of certified checks and
cashiers’, treasurers’, and other officers’ checks.

“#¢(£) The term *“ cash,” within the meaning of this sectlon, shall include all
kinds of currency and coin issued or coined under the authority of the laws
of the United States.

“¢(g) The term * reserve balances,” as used in this section, shall mean a
member bank’s actunl net balunce on the books of the Federal reserve bank
representing funds available for reserve purposes under regulations prescribed
by the Federal Reserve Board,

“‘(h) The term * vicinity of an Federal reserve bank or branch thereof,” as
used in this section, shall mean the city in which 8 Federal reserve bank or
branch thereof is located, until such term is otherwise defined by the Federal
Reserve Board: Provided, That, with respect to each Federal reserve bank and
each branch thereof, the Federal Reserve Board, from time to time, in its dis-
cretion, may either (1) define a specific geographic area as comprising the
vicinity of such Federal reserve bank or branch thereof, within the meaning of
this section, or (2) compile a list of member banks which shall be deewmed to
be located In the vicinity of such Federal reserve bank or branch thereof,
within the meaning of this section, and add banks to, or remove banks from,
such list, from time to time: Provided, however, That, in defining such areas
and compiling such lists, the Federal Reserve Board shall be gulded, by the
general principle Indicated in subsection (b) hereof.

* ‘(1) With respect to each member bank, the term “ Federal reserve bank,”
as used in thls section, shall mean the Federal reserve bank of the district iu
which such member bank is located.

“*(]) The Federal Reserve Board is authorized and empowered to prescribe
regulations defining further the various terms used in this act, fixing periods
over which reserve requirements and actual reserves may be averaged, deter-
mining the methods by which reserve requlrements and actual reserves shall
be computed, and prescribing penalties for deficlencies in reserves. Such regu-
lations and all other regulations of the Federal Reserve Board shall have the
force and effect of law and the courts shall take judicial notice of them.

“‘(k) Subject to such regulations and penalties as may be prescribed by the
Federal Reserve Board, any member bank may draw against or otherwise
utilize its reserves for the purpose of meeting existing liabilities: Provided,
however, That, whenever the reserves of any member bank have been con:
tinuously deficient for fourteen consecutive calendar days, the Federal reserve.
agent or assistant Federal reserve agent of the district in which sueh member
bank is located shall send to each director of such bank, by registered malfi, a-
letter advising him of such deficlency and calling attention to the provisl(;ns
of this subsection; and each director of sueh bank who after receipt of such a
letter, nssents to or acquiesces in the making of addltional loans or investments
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by such bank before the reserves of such bank shall have been restored to the
amount required by this section, shall be held liable in his personal or indlvidual
capacity for any and all losses sustained by such bank on any such loauns or
investments.

“¢ (1) All penulties for deficiencies in .reserves incurred under regulations
prescribed by the Federal Reserve Board pursuant to the provisions of this
act shall be paid to the Federal reserve bank by the member bank against
which they are assessed.

**(m) No member bank shall keep on deposit with any State bank or trust
company which is not a member bank a sum in excess of ten per centum of
its own paid-up capital and surplus. No member bank shall auct as the
medium or agent of 8 nonmember bank in applying for or receiving discounts
from a Federal reserve bank under the provisions of this act, except by per-
mission of the Federal Reserve Board.

“‘(n) No member bank shali act as the medium or agent of any nonbanking
corporation, partnership, association, business trust, or individual in aking
loans on the security of stocks, bonds, and other investment securities to brokers
or dealers in stocks, bonds, and other investment securities. Every violation
of this provision by any member bank shall be puunishable by a tine of mnot
more than $100 per day during the continuance of such violation; and such
fine may be collected, by suit or otherwise, by the Federal reserve bank of the -
district in which such member bank is loeated.

‘“*(0) National bauks or banks organized under local laws, located in
Alaska, or in a dependency or insular possession or any part of the United
States outside the continental United States, may remain nonmember banks,
and shall in that event maintain reserves and comnply with all the conditions
now provided by law regulating them; or said banks may, with the consent of
the Federal Reserve Board, become member banks of any one of the Federal
reserve districts, and shall in that event take stock, maintain reserves, and
be subject to all the other provisions of this act.

“¢(p) All acts or parts of acts in conflict with this section are hereby repealed
only in so far as they are in conflict with the provisions of this section.

* There are hereby repeunled the provisions of section 7 of the first liberty
bond act, approved April 24, 1917, section 8 of the second liberty bond aect,
approved September 24, 1917, and section 8 of the third liberty bond act,
approved April 4, 1918 (U. 8. O, title 31, sec. 771) which read as follows:

“‘That the provisions of section 5191 of the Revised Statutes, as amended
by the Federal reserve act, and the amendments thereof, with reference to
the reserves required to be kept by nutional banking associations and other
member banks of the Federal reserve system, shall not apply to deposits of pub-
lie moneys by the United States in deslgnated depositaries.’

“This section shall become effective on the first day of the seventh calendar
month following the enactment of this act.”

Section 14: The first portion of this section down to line 4 on page 83
is existing law. The sentence in lines 4 to 8, inclusive, is new and would
interfere greatly with the financing of real estate transactions. When a time
loan has been made there appears to be no warrant, in the absence of default,
for revising the valuations on which the loan is based: and this provision,
together with that in iines 4 to 9 on page 34, would require the real estate on
which each such loan is based to be revalued at least five times each year.
It could not reasonably be expected that real estate loans would he made or
applied for under such conditions.

The sentence in lines 17 to 20 on page 33 would classify as real estate loans
all unsecured loans whose eventual safety depends upon the value of real
estate, thereby subjecting all such loans to all the limitations or restrictions
in this section. This would produce confusion and uncertainty in a large
volume of loans and would interfere with the extension of adeqguate credit,
particularly in the agricultural sections of the country.

The remaining amendments in this section make what appear to be unneces-
sary changes in the proportion of the real estate loans permitted and proposed.
without segregation, to give time depositors a preferred claim on all real estate
loans and other assets of the bank acquired under this section. Such a pro-
vision would be difficult to administer and would be unfair to the other
depositors.

The sentence in lines 15 to 22 on page 84 Is existing law and is inconsistent
with section 24 of the bill, which will he disrnseed Inter.
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It would seem desirable to limit the amount whiclt banks may Invest in bank
premises, but It is suggested that this be accomplished directly instead of
indirectly.

It 1s recommended, therefore, that section 14 of the bill be- stricken out and
that the following new seetion be substituted:

“8ro0. 14. The Federal reserve act, as amended, is amended by inserting
between section 24 and section 25 thercof the following new section:

“ SEc. 24 (a). Except with the permission of the Comptroller of the Currency,
no national bank, and except with the permission of thie Federal Reserve
Board, no State member bank, shall hereafter invest in bank premises or in
the stock or obligations of, or in loans to, any corporation owning or holding
its bank premises a sum exceeding the amount of the capital stock of such
bank,’”

Section 15: This section would make it necessary for member banks to dis-
pose of & large amount of securities at this time which would be very unfortu-
nate. Since it Is aimed generally at investments in securities, it is believed
thatl Its iIl)iurpose is covered sufficiently by the proposed substitute for section 3
of the bili.

The clause commencing in line 19 on page 35 apparently is intended to
enable national banks to compete more effectively with State banks. Its tend-

-ency would be to lower the standards of banking in the national baunking
system to the standard of thie State banks, where more liberal powers are
granted to Stnte banks by State law.

The definition of investinent securities which Is contained in the law, as
amended by the act of February 25, 1917, would be stricken out and apparently
the comptroller would be given unlimited power to prescribe his own defini-
tion except that stoeks could not he included. This modification is undesirable.

For the reasons stated, It Is recommended that this sectionm be omitted
entirely.

Section 16: This amendment Is helieved to be desirable; hut it is recom-
mended that it be strengthened and that o means of evasion be eliminated
by striking out the exception in lines 17 to 21, inclusive, on page 37, which
would permit the organization of national banks with a capitnl of $25,000 in
certain cirenmstances.

Section 17: The modificntion of the units in which hank stocks can be issued
would create unnecessary complications; and it is recommended that all of
section 17 be omitted, with the exception of tlie sentence in lines 17 to 23
on page 38, which should be made effective not less than three years after
enactment, .

As modified, section 17 would read as follows:

* Sec. 17. Section 5139 of the Revised Statutes, as amended, is nmended by
by adding at the end thereof a new paragraph reading as follows:

“* After three years from the date of the enactment of this act, no certificate
representing the stock of any such association shall represent the stock of any
other corporation, nor shall the ownership, sale or transfer of any certificate
representing the stock of any such assoclation be conditioned in any manner
whatsoever upon the ownership, sale, or transfer of a certificate representing
the stock of any other corporation.’ * '

Section 18: The first part of this section would prohibit any director, officer,
or employee of any member bank from acting as a direetor, oflicer, or employee
of certain other specified classes of business enterprises. It wonld be capable
of easy evasion and would become ineffective in many cases. The latter part
of the section would prohibit any member bank from clearing checks or doing
the ordinary banking business of a correspondent for any of the types of busi-
ness enterprises mentioned in this section. The language of the section is so
broad that it would include banks within the classes of business enterprises
to which the prohibitions of the section would apply. For example, all
Interlocking bunk directorates now expressly authorized by law or permitted
under certain conditious would be prohibited, and one bank would be pro-
hibited from acting as a correspondent of another bank, It is, therefore,
recommended that this entire sectlon be omitted. :

It has been clearly demonstrated that affiliations between member banks
and security companies have contributed to undesirable bankiug developments.
There are, however, dlfliculties in the way of accomplishing a complete .divorce
of member banks from their afflliates arising from the fact that a law in-
tended for that purpose is likely to be susceptible of evasion or else to apply
to many cases to which it is not intended to apply. Therefore, the board is
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not prepared at this time to make a definite recommendation, but submits, for
the consideration of the Committee on Banking and Currency, a substitute for
section 18 which is- designed to provide for the divorce of security afiiliates
from member banks after three years:

‘ 8ro. 18. From and after three years from the date of the enactment of this
act, no member bank shall be affiliated in any manner described In seetion 2
(b) hereof with any corporation, association, business trust, or other similar
organization engaged principally in the issue, flotation, underwriting, public
sale, or distribution at wholesale or retail, of stocks, bonds, debentures, notes,
or other securities.

. “For every violation of this section, the member bank involved shall be sub-
ject to a penalty not exceeding $1,000 per day for each day during which such
violation continues. Such penalty may be assessed by the Federal Reserve
Board, in its discretion, and, when so assessed, may be collected by the Federal
resel've bank by suit or otherwise.

“If any such violaiion shall continue for six calendar months after the
member bank shall have been warned by the Federal Reserve Board to discon-
tinue the same, (a) in the case of a national bank, all the rights, privileges, and
franchises granted to it under the national bank act may be forfelted in the
manner prescribed in section 5239 of the Revised Statutes, or, (b) in the case
of a State member bank, all of its rights and privileges of membership in the
Federal reserve system may be forfeited in the manner preseribed in section 9
of the Federal reserve act.,”

Sections 19 and 20: It is recommended that section 19 of the bill be com-
bined with section 20 in the manner hereinafter proposed; that the combined
section be known as section 19; and that a new section applicable to holding
gompanies which own or control State member banks be substituted for section
U, .
Under the definition of * affilinte ”” contained in sectlon 2 and under the pro-
visions of sections 6, 27, and 28 of the blll, if amended in accordance with the
recommendations contained in this report, all holding companies whlch con-
trol member banks and all banks owned or controlled by such holding com-
panies will be affiliates of such member banks and will be required to make re-
ports and submit to examinations whenever decmed necessary or advisable by
the Comptroller of the Currency, the Federal Reserve Board or examiners ap-
pointed by them; and, therefore, it is suggested that the provisions regarding
examinations and con:lition reports of holding companies be omitted from this
section and from the corresponding sections regarding holding comnpanies which
¢wn or control State member banks.

It is also suggested that there be inserted in section 19 and in the proposed
new section 20 certain additional provisions providing for the regulation and
supervision of holding companies and requiring all eligible State banks con-
trolled by them to be members of the Federal reserve systenl.

It is, therefore, recommended that section 19 of the bill be changed to read
as follows:

“ Skc. 19. Section 6144 of the Revised Statutes, as amended, is amendwd to
read as follows:

“ ¢ Se0. 5144. In all elections of directors and in deciding all questions at meet-
ings of shareholders, each shareholder shall be entitled to one vote on each share
of stock held by him, except that shares of its own stock held by any national
bank as trustee shall not be voted, and shares owued or controlled by any
affiliate, as detined by the banking act of 1932, or by any officer, director,
employee, proxy, nominee, or representative, or agent thereof, shall not be voted
unless such affilinte shall have filed with the Comptroller of the Currency an
agreement in such form as may be prescribed by him accepting, and agreeing to
submit to and comply with, all of the provisions of this sectlon, and such agree-
ment shall not have been terminated. Shareholders may vote by proxies duly
authorized in writing; but no officer, clerk, teller, or bookkeeper of such associ-
ation shall act as proxy; and no shareholder whose liability is past due and
unpaid shall be allowed to vote,.

“Within a period of one year from the date of any such agreement, each
nonmember State bank owned or controlled by such affilinte which is eligible
for membership in the Federal reserve system shall apply for membership
therein in the manner prescribed by, and subject to the terms ‘of, section 9
of the Federal reserve act. If such application is approved by the Federal
Reserve Board, such hank shall become & member of the Federal reserve system
and shall comply with all of the provislons of law applicable to member banks.
If such applicatlon is not approved by the Federal Reserve Board, or if any
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such bank shall fail to become, or shall ccase to be, a member of the Federal
reserve system at any tlme while such agreement remalns in effect, such
afiiliate shall divest itself of all stock ownership or other Interest im, or
control of, sucli bank,

“ Bxcept as otherwise provided herein, every such affiliate, (1) on January 1,
1934, and at all times thereafter whlle such ngreement remalns in effect, shall
possess, free and clear of any llen, pledge, or hypothecation of any nature,
readily marketable assets other than bank stock, which shall not amount to
less than 13 per centum of the nggregate par value of bank stocks held or owned
by such affillate, and (2) shall reinvest in readily marketable assets other
than bank stock all net earnings over and above 6 per centum per annum on the
book value of its own shares outstanding, nutli its readily marketable assets
other than bank stocks shall amount to 25 per centum of the aggregate par
value of bank shares held or owned by it; Provided, howcver, That, in comput-
ing the amount of readily muarketable assets, other than bank stoek, which
any such aflilinte is required to pewssess at any given tlme, credit shall be
given to such affilinte for all contributions which it has made during the
preceding three years to banks owned or countrolled by it at the time such
computation 1s made. ‘“The term  contribution,” as hereln used, shall include
all such glfts of money, assets or other things of value to any such bank, all
such amounts paid for worthless or doubtful assets purchased from any such
bank, and all such other similar amounts as the Comptroller of the Currency,
in his diseretion, may permit to he treated as contributions,

“ If any such afllliate shall faii to comply with the provisions of this section
or with the provisions of any agreement with the Comptroller of the Currency
made pursuant thereto, the Comptroller, in his diseretion, may terminate =uch
agreement.

“Any officer, dircctor, agent, or employee of any such afliliate, which has
enterced Into an azrcement with the Comptroller of the Currency in accordance
with the provixions of this sectlon, who shall mnake any fulse eniry lu any
book, report or statement of such aflilinte with intent in any case to injure
or defraud such affillute, any member bank or any other company, body politic
or corporate, or any individnal person, or with intent to deceive any officer of
such affiliate or of any member bank, or the Comptroller of the Currency. or
any agent or examiner appointed to exnmine the affairs of such affilinte, shall
be decmed gullty of a misdemennor and upon conviction thercof In any district
court of the United States shall be fined not more than $§5,000 or shall bhe
imprisened for not more than five years, or both, in the discretion of the
court.

* No National bank shall (1) mnanke any loan on the stock of any affiliate
which owns ur eoutrols such Nationai bank directly or indirectiy, (2) make
any loan to any uaffiliate which owns or controls such National bank, dlrectly
or indirectly, on the security of any shares of stock of any corporatlon ownerd
or controlled by such affiliate, or (3) be the purchaser or holder of tlie stock
of such afliliate. unless such security or purchase shall be necessary to prevent
loss upon a debt previously contracted in good faith; and any stock so
purchased or acquired shall be sold or disposed of at public or private sale
within two years from the date of its acquisltlon. '

* ¢ Unless there Is in effect at the time an agreement filed with the Comptroller
of the Curreney pursuant to the terms of this section, any person, firm, corpora-
tion, anssoclation, business trust, ot other organization, which shall vote, or
cause, direct, authorize, or permit to be voted, the stock of any national bank
owned or eontrolled by any affiliate, or by any officer, director, employee, proxy,
nominee or representative or agent thereof, shall be deemed guilty of a mis-
demeanor and, upon conviction thereof in any district conrt of the United States,
shall be flned not more than $5,000 for each such offense. Each vote cast shall
censtitute a separate offense within the meaning of this paragraph.’”

It is rccom.mendevl that, in lien of section 20, there be inserted a new seetion
20 making similar requivements regarding holding companies which own or
control State member banks of the Federal reserve system; and it is recom- .
mended that such new section 20 rend as follows:

* 8ec. 20. The Federal reserve aet, as amended, Is further amended by insert-
ing therefn immedl:tely after section 9 thereof a new section reading as follows:

“¢“Rec. 9A. No State bank shall be permitted to hecome a member of the Fed-
eral reserve system unless any affilinte of such State bank or trust company, as
defined in the banking act of 1942, which owns or controls such member bank,
‘directly or Indireetly. shall have filed with the Federal Reserve Board ap agree-
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ment in such form as may be prescribed by such board accepting, and agree-
ing to submit to and comply with, all of the provisions of this section; and no
State bank shall remain a member of the Federal reserve system after one year
from the date of the enactment of this act unless any afBiliate of such State
bank which owns or controls such member bank, directly or Indirectly, shail
have filed such an agreement with the Federal Reserve Board,

“*¢Within a period of one year from the date of any such agreement, each
nonmember State bank owned or controlled by such affilinte which is cligible
for membership in the Federal reserve system shall apply for membership
therein in the manner prescribed by, and subject to the terms of, section 9 of
this act. If such application is approved by the Federal Reserve Board, -such
bank shall become a member of the Federal reserve system and shall compiy
with all of the provisions of law applicable to member banks. If such applica-
tion 18 not approved by the Federal Reserve Board, or If any such bank shall
fail to become, or cease to be, a member of the Federnl reserve system at any
time while such agreement remalns in effect, such afliliate shall divest itself
of all of the stock ownership or other interest in, or control of, such bank,

“‘Except as provided herein, every such affiliate (1) on January 1, 1934,
and at all times thereafter during the membership In the Federal reserve
system of any State bank owned or controlled by it, shall possess, free and
clear of any lien, pledge or hypothecation of any nature, readily marketuble
assets other than bank stock, which shall not amount to less than 15 per centum
of the aggregate par value of bank stocks held or owned by such afflliate, and
(2) shall relnvest in readily marketable assets other than bank stock all net
earnings over and above 6 per centum per annum on the book value of its own
shares outstanding, until its readily marketable assets, other than bank stocks,
shall amount to 25 per centum of the aggregate par value of bank shares
held or owned by it: Provided, however, That, in computing the amount of
readily marketable assets, other than bank stock, which any such afflliate is
required to possess at any given time, credlt shall be glven to such aftiliate for
all contributions which it has made during the preceding three years to bunks
owned or controlled by it at the time such computation is made. The term
* contribution,” as berein used, shall include all such gifts of money, assets
or other things of value to any such bank, all such amounts paid for worthless
or doubtful assets purchased from any such bank, and ail such other similar
amounts as the Federnl Reserve Board, in its discretion, may permit to be
treated as contributions.

#*If any such affiliate shall fail to comply with the provisions of this section
or with the provisions of any agreement with the Federnl Reserve Board made
pursuant thereto, the sald board, in its discretion, may require any State
member bank owned or controlled by such afliliate to surrender its stock in
the Federal reserve bank and to forfeit all rights and privileges of member-
ship In the Federal reserve system as provided in section 9 of this act.

“‘Any officer, director, agent, or employee of any such affilinte which has
filed an agreement with the Federal Reserve Board. as provided in this sec-
tion, who shall make any false entry in any book, report, or statement of
such affillate with intent in any case to Injure or defraud such afillinte, any
member bank or any other company, body politic or corporate. or any indi-
vidual person, or with intent to deceive any officer of such aflilinte or of any
member bank, or the Federal Reserve Board, or any agent or examiner ap-
pointed to examine the affairs of such afliliate, shall be dcemed guilty of a
misdemcanor, and upon conviction thereof in any district court of the United
States, shall be fined not more than $35.000 or shall be imprisoned for not more
than five years, or both, in the discretion of the court.

“’No State member bank shall (1) make any loan on the stock of any
affiliate which owns or controls such State member bank directly or indirectly,
(2) make any loan to any affillate which owns or controls such State member
bank, directly or indirectly, on the security of any shares of stock of any cor-
poration owned or controlled by such afliliate, or (3) be the purchaser or
holder of the stock of such affilinte, nunless sucli securlty or purchiase shall be
necessary to prevent loss upon a debt previously contracted In good faith;
and any stock so purchased or acquired shall be sold or disposed of-at publlc
or private sale within two years from the date of its acquisition.”

Section 21: If the Committee on Banklng and Currency decides to recom-
mend the enactment of section 21 of the bill in substantially its present form,
it is suggested that paragraph (d) of section 5155 of the Revised Statutes
(which forbids the establishment of any branch in a place with a population
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of less than 25,000) be amended in order that small communities may not be
denied the banking facilities which otherwise might be provided under this
section. It Is also suggested that the second paragraph of section 9 of the
Federal reserve act be amended so as to place State member banks on the
same basis as national banks with respect to branches either in this country
or in foreign countries.

The sentence commencing in line 7 on page 46 of the bill might be substi-
tuted for paragraph (d) of section 5165 of the Revised Statutes; and the
following might be added at the end of the second paragraph of section 9 of
the Federal reserve act:

“ Provided, howcver, That nothing herein contained shail prevent any State
member bank from establishing and operating branches in the United States
or any dependency or insular possession tlereof or in any forcign country,
on the same terms and condltions and subject to the same limitations and
;est;lc,t,lons as are applicable to the establishment of branches by national

anks.

Section 23: This sectlon is desirable; but, in view of the fact that the
Federal reserve act authorizes different rates of discount for different classes
of paper, it is recommended that this section be amended by striking out the
word “of” in’'line 2 on page 47 and inserting in lieu thereof the words “on
90-day commercial paper in effect at.”

Section 24: While it is recognized that certain evils arise from the com-
petitive bldding for deposits through the payment of unduly high rates, it
is believed that it Is undesiruable to further regulate by law the rates of
Interest, which may be paid on deposits, especially since to do so would place
member banks at a disadvantage In competition with nonmember banks. It
is, therefore, recommended that thls section be omlitted.

Sectlon 25: In the interests of clarity, it is recommended that subsection
(a) of section 25 of the bill be amended by striking out the period at the end
thereof (i. e., at the end of line 8 on page 48) and inserting the following:
“in which such corporation owns or controls a majorlty interest.”

It Is recommended that the remainder of section 25 of the biil (p. 48, lines
0-25 and p. 49, lines 1-21) be omitted entirely.

The first part of paragraph (b) (lines 9 to 18, inclusive, on page 48) would
seem to be unnecessary because the exceptions in section 5200 are not applicable
to borrowers of the kind described, except the eighth exception which applies
only to loans secured by Government securities.

In so far as the remainder of paragraph (b) and the provisions of paragraph
{¢) relate to affiliates of national banking associations, the exact meaning
of the restrictions is not clear; but these provisions appear to be in conflict
with those of section 9 of the biil, and the limitations on loans which may
be made by national banking associations to their affiliates are covered ade-
quately by the proposed substitute for section 9. 'This substitute contains a
limitation on loans that may be made to one affilinte and a separate
limitation on the aggregate amount of loans that may be made to all affiliates
of the same member bank.

In the comments upon the definition of the term * affiliate” in section 2 of
the bill certain principles were indicated which have been applied in the
recommendations with respect to various sections of ‘the bill relating to
affiliates; and it is believed that these recommendations are sufficient.

Section 26: It is recommended that this section be omitted entirely.

It would apply to ali loans on “ coliateral security ” regardless of the nature
of the security, and would nullify certain provisions of section 6200 of the
Revised Statutes, Including those permitting national banks to make loans
(1) in amounts not exceeding 25 per cent of their capital and surplus on the
security of shipping documents or chattel mortgages on-live stock, and (2) in
amounts not exceeding 50 per cent of ‘thelr capital and surplus on the security
of shipping documents, warehouse receipts, or other such documents covering
readily marketable, nonperishable staples. It would greatly curtail the amount
of credit which could be extended by banks in agricultural communities to
farmers, cattlemen, and dealers in cotton, grain, and other agricultural
commodities.

Section 27: In order that reports of nffiliates of national banks may be re-
quired only when deemed necessary and to clarify the provisions of the bill
with respect to such reports, it is recommended that section 27 of the bill be
amended to read as follows:

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS  42]

“ Sec. 27. Section 5211 of the Revised Statutes of the United States, as
amended, is further amended, by adding at the end thereof the following new
paragraph:

“‘YWhenever it shall be deemed necessary in order to obtain adequate infor-
mation regarding the relations between any national bank and its affiliates, or
the effect of such relations upon the management or condition of such bank, it
may be required under rules and regulations prescribed by the Comptroller of
the Currency to obtain and furnish such reports as to any or all of its affilintes
as may be called for. Each such report shall contain such information and
shall be submitted at such time as may be specified in the call therefor.’”

Section 28: Section 28 of thie bill purports to authorize examinations of affili-
ates of both national banks and State member banks; but it is doubtful whether
it would accomplish this purpose as to State member banks, because it amends
the first paragraph of section 5240 of the Revised Statutes so as to provide for
such examinations to be made by examiners acting under the jurisdiction of
the Comptroller of the Currency, whereas section 9 of the Federal reserve act,
as amended by the act of June 21, 1917, exempts State member banks from
examination by the Comptroller of the Currency under the provisions of the first
two paragraphs of section 56240 of the RRevised Statutes. It has been recom-
mended above that section 6 of the bill be amended so as to provide for exami-
nations of affilintes of State member banks; and it is recommended that section
28 of the bill be amended to read as follows:

“ Sec. 28. Section 5240 of the Revised Statutes of the United States, as
amended, Is further amended by adding at the end thereof a new paragraph
reading as follows:

‘¢ Bxaminers appointed under the provisions of the first paragraph of this
section may examine any affiliate of a national bank whenever it shall be
deemed necessary in order to obtain adequate information concerning the rela-
tions of such affiliate with such national bank or the effect of such relations
upon the management or condition of such national bank, The examiner mak-
ing the examination of any affiliate of a national bank shall have power to
make a thorough examination of all the affairs of the affiliate, and in doing so
he shall have power to administer oaths and to examine any of the officers and
agents thereof under oath and to make a report of his findings to the Comp-
troller of the Currency. The expense of examinations provided for in this
paragraph may be assessed by the Comptroller-of the Currency upon the affili.
ates examined in proportion to assets or resources held by the affiliates upon
the dates of examination of the varlous affiliates.. If any such affiliates shall
refuse to pay such expenses or shall fail to do so within sixty days after the
date of such assessment, then such expenses may be assessed against the affili-
ated national bank and, when 8o assessed, shall be paid by such national bank:
Provided, however, That, if the affiliation is with two or more national banks,
such expenses may be assessed against, and collected from, any or all of such
national banks in such proportions as the Comptroller of the Currency may
prescribe, If any affiliate of a national bank shall refuse to permit an examiner
to make an examination of the affillate or shall refuse to give any information
required in the course of any such examination, the national bank with which
it is affilinted shall be subject to a penalty of not more than $100 for each day
that any such refusal shall continue.. Such penalty may be assessed by the
-Federal Reserve Board, in its discretion, and, when assessed, may be collected
by the Federal reserve bank by suit or otherwise.””

Bection 29. Section 29 provides for the removal of officers or directors of
national banks under certain circumstances. It is believed that there should
be some means by which In extreme cases unsatisfactory management could
be corrected through the removal of officers and directors responsible therefor,

It is believed, however, that the power of removal should be vested in the
Federal Reserve Board as 8 whole rather than in a spectal committee consist-
ing of three officials, one of whom Is the person bringing the charges aganinst
the nccused officer or director; and, in order to afford adequate additional
protection to the interests of the banks and their officers and directors, certaln
other changes in this section should be made. It Is, therefore, recommended
that section 29 .be amended to read as follows:

% Sgc. 20. Whenerver, in the opinion of the Comptroller of the Currency, any
director or officer of a national banl, or of a bank or trust company doing
business in the District of Columbla, or whenever, in the opinion of a Federal
reserve agent, any director or officer of a State member bank in his distriet,
shall have continued to violate any law relating to such bank or shall have
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continued unsafe or unsound practices in conducting the business of such bank
after having been warned by the Comptroller of the Currency or the IFederal
reserve agent, as the case may be, to discontinue such violations of law or such
unsafe or unsound practices, the Comptroller of the Curreney or the Federal
reserve agent, as the case may be, may certify the facts to the Federal Lteserve
Board. In any such case, the Federal Reserve Board may cause notice to be
served upon such director or officer to appear before such board to show cause
why he should not be removed from oilice. A copy of such order shall be sent
to each director of the bank affected by registered mnll, If, after granting
the accused director or officer a reasonable opportunity to be heard, the IFed-
eral Reserve Board finds that he has coutinued to violate any law relating to
such bank or has continued unsafe or unsound practices in conducting the
bnsiness of such bank after having been warned by the Comptroller of the
Currency or tlie Federal rcserve agent to discontinue such violation- of law
or such unsafe or unsound practlces, the Federal Reserve Board, in its dis-
cretion, may order that he 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 of which he is a director or officer, whereupon such direc-
tor or oflicer shall ceanse to be an officer or director of such bank: Provided,.
however, That such order and the findings of fact upon which it is based shall
not be made public or disclosed to any one except to the officer or director
involved and the directors of the hank involved, and no such finding or order
nor the evidence upon which it is based shall be produced in any court of
law except as evidence to punish violations of law under this section. Any such
director or officer upon whom any such order has been served as herein provlded
and who thereafter participates in any manner in the management of such bank
shall be flned not more than $5,000 or imprisoned for not more than five years,.
or hoth, in the discretion of the court.”

Mr, Meyer, Thank you, Mr. Chairman.

The Cmamyax. The next witness is Mr. Pole, the Comptroller
of the Currency.

STATEMENT OF J. W. POLE, COMPTROLLER OF THE CURRENCY,
TREASURY DEPARTMENT, WASHINGTON, D. C.

Mr. Pore. Mr. Chairman and members of the Banking and Cur-
rency Committee; with the permission of the committee, I should
like to confine by remarks to those provisions of the bill which affect
the office of the Comptroller of the Currency with respect to the
responsibilities imposed upon him by law, both in connection with
the operation of the national banks and the maintenance of the sys-
tem of national banks as an instrumentality of the Federal Govern-
ment. I shall, therefore, pass over without comment those provisions
of the bill relating to the Federal reserve system and the use of the
facilities of that system by member banks. Although I am a
member of the Federal Reserve Board, my responsibﬁity in that’
connection is shared by the other members. These questions I leave
to the board. They have already been discussed by the governor.

I am in sympathy with what I conceive to be the general purpose
of this bill, namely, the establishment of a high standard of com-
mercial banking within the Federal reserve system. It seems to me,
however, that there are fundamental practical difficulties in the reali-
zation of this objective so long as Congress has legislative control
over only a portion of the institutions which are engaged in the
general banking business. The Federal Government .exercises no
control whatever over State banks and trust companies operating on
the outside of the Federal reserve system. It has control over the
banking operations of State member banks of the Federal reserve
system only to the extent that it may set up conditions of member-
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ship in that system. It may restrict the operation of such member
banks, but Congress can not confer upon them charter powers to
bring them within a national operating standard, nor can the Fed-
eral Government enforce the State laws against such member banks.
The third class of banks are the national banks which are wholly
under the jurisdiction and control of the Federal Government and.
are instrumentalities thereof.

Let us assume for the sake of argument that a high standard of
banking in the United States would require commercial banks to
divorce themselves from all connections with the securities business,
the savings bank business, and the trust company business—and I
take it that this is, in part, one of the underlying purposes of the bill,
particularly with reference to securities: How can Congress make
any such standard fully effective if the standards set up for the
national banks are more severe than can be enforced upon the State
member banks in the Federal reserve system? A national bank can
easily escape the higher standard by taking out a State charter and
still remain in the Federal reserve system. If Congress attempts to
bring the State member bank standard up to the national bank
standard through the imposition of conditions upon membership in
the Federal reserve system, such State member banks can escape that
standard by choosing to operate as State banks on the outside of the
Federal reserve system.

In this connection I wish to direct the attention of the committee
to the fact that whereas the national banks at one time controlled
nearly all of the commeretal banking resources of the conntry, to-day
they hold less than half of it. Within the last few years we have
witnessed one large banik after another giving up its national charter
and taking out a State charter. The motive for thus removing them--
selves from the direct supervision and control by the Federal Gov-
ernment was undoubtedly to gain, from the standpoint of the bank
more favorable operating conditions. It is true they have remaine
within the Federal reserve system. New restrictions by Congress:
applicable solely to national banks must inevitably accentuate this
movement from national to State bank charters.

Under such conditions we have to face the question of a  Federal
Reserve system composed solely of State member banks, with Con-
gress limited in its control over banking operations to setting up
conditions of membership in the Federal reserve system. This
method of control is too wenk to furnish the basis for a national
policy in banking. There are two methods of setting up a stand-
ard of banking: One is negative by prohibitions upoen the exercise
of certain powers, and the other is positive by conferring upon
hanks the appropriate powers to conduct a sound banking business,
As to national banks, Congress can legislate with respect to both
of these elements, but as to State member banks it is limited to
the former and must leave to the State legislatures to confer the
positive powers of banking.

Looking at banking from the standpoint of a national question,

articularly its essentinl connection with commerce and industry,
it seems to me that the conclusion is inescapable that Congress
should, if it can possibly do so, have complete control over the char-
ter powers and the Federal Government complete supervision over
the operations of all members of the Federal reserve system, and
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should prohibit commercial banking by banks outside of that sys-
tem. If that be impossible or impracticable of realization, a bill
of this character, that is to say, a bill which attempts to raise the
standard of banking for national banks alone, will fall short of
its purpose because its eProvisions can be evaded by banks who
choose to remove themselves from the jurisdiction of the Federal
Government. .

There are many sections of this bill which impose what may be
regarded as burdens upon national banks but not upon State mem-
ber banks. This is particularly true of those sections which amend
the national bank act, such as restrictions on voting national bank
stock, holding company control over national banks, and the divorce
of national bank affiliates through prohibition of indorsement on
stock certificates of national banks.

Without attempting to submit a complete analysis of the bill, I
should like to discuss some of its provisions. In section 14, which
amends the law respecting loans upon the security of real estate,
there is a provision which makes 1t mandatory upon the Comp-
troller of the Currency at the time of each examination of a na-
tional bank to revise the appraisal or valuation of all of the real
estate upon the security of which a bank may have made loans.
Furthermore, the comptroller is given the power to order changes
in these loans and to require adjustments to such revised appraisals.
Apart from the question of the Lagality of reducing the amount of a
loan after it is made and before it is due, theoretically, this may be
considered a sound procedure in that it apparently attempts to pro-
vide that such loans shall at all times be properly secureg.

The practical difficulty, however, of reappraising twice a year
the vast amount of real estate offered as security %or loans made
lg national banks seems to me impossible of realization, since the

omptroller of the Currency has no facilities for making such ap-
praisals and the mere physical performance of the daties imposed by
this provision of examining the various parcels of real estate in
question could not be achieved during the course of examination
of a bank.

Senator Grass. Apart from the practical operation of a provision
of that sort that is precisely what the comptroller does, and every
examination with respect to collateral loans, is it not?

Mr. Pore. That is true with regard to collateral loans, sir, except
as such collateral may consist of real estate loans.

Senator Grass. I myself think that the question of practicability
is largely involved there, :

My, Pore. I think so.

There is another clause in this section which classifies as real estate
those “ unsecured loans whose eventual safety depends upon the value
of real estate.” The Comptroller of the Currency would have ex-
treme difficulty in attempting to enforce this provision. In my opin-
ion, the language is not susceptible of application to concerte situa-
tions and would lead the examiner into all sorts of difficulties, in ad-
dition to which the words “ whose eventual safety * do not appear to
have any definite, technical, legal meaning; but, if I understand the
thought, certainly almost any unsecured loan in an agricultural com-
munity might eventually depend on real estate. This provision
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would unquestionably cause contraction of credit in the agricultural
districts.

In view of the fact that in many States there is no savings bank law
and national banks in these States receive time deposits it will be
necessary for the Comgtroller of the Currency under this section of
the bill to set up an eligible list of property and securities for in-
vestment by national banks of their time deposits. This procedure
would put upon the Comptroller of the Currency a considerable bur-
den of responsibility since it necessarily assumes the ability of the
comptroller to make a selection which will be safe and sound for in-
vestment s which deserve the highest protection—an undertaking
which at the present moment seems almost too difficult.

There is a provision at the end of section 14 which requires both
nutional and State member banks to comply fully with the provi-
sions of this section. If this compliance as to State member banks is
applicable only to that clause of the section requiring such member
banks to report their investments to the Federal Reserve Board, then
all of the other limitations in the section operate against national
banks alone. That is to say, State member banks would not be re-
quired to segregate their time deposits and to invest them in real
estate and other property and securities listed by the Comptroller of
the Currency; but if on the other hand all of the provisions of this
section are intended to be made applicable to State member banks,
there would seem to be fundamental difficulties in enforcing those
provisions which imply supervision by the Comptroller of the Cur-
rencg, such as reappraisement of real estate and setting up an eligible
List for investment of time deposits. VWhatever the intention of the
section as now drafted, it would seem unfair to national banks to im-
pose limitations upon national banks which can not be and are not
imposed upon State member banks.

Section 15 contains a clause which auhorizes national banks to en-
gage in all forms of banking business and undertaking all types of
banking transactions which the laws of the State in which the na-
tional bank is situated permits to State banks, except in so far as
there may be a conflict with the Federal statute.

This provision, while apparently designed to enlarge the powers
of national banks in order that they may be able to compete with
State banking institutions in each State, would not, it seems to me,
give to the national banks any advantage worthy of consideration,
but, on the other hand, it might -permit them to engage in certain
inferior phases of banking which would not be desirable. What
I have in mind is that the standard of the national banks is, as a
rule, higher than that of the State banks, and all of the legitimate
forms of banking operations. are dealt with in the national banking
laws. There is, therefore, nothing left in the field of State bank
operations which would be desirable for national banks to have.
It is my view that this clause is based upon the wrong principle.
It would be in the direction of lowering the standard of the national
banks to that of the State banks.

X wish to direct attention also to the great difficulty in supervision
the enactment of this provision would cause. In each of the 48
State bank jurisdictions it would be necessary for the Comptroller
of the Currency specifically to inform himself of all of those pro-
visions of the State banking law which are not in conflict with the
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national bank act, the Federal reserve act, or other Federal statutes
and to catalogue them as a part of the national banking fpowers in
each State. It would be necessary for the Comptroller of the Cur-
rency to go further and to inform himself accurately of the rules
and reguTntions of the State banking departments interpreting,
construing, and applying those laws, and in addition to familarize
himself with the decisions of the State courts to the same effect,
otherwise he would not know the exact character and extent of the
charter powers of the banks under his supervision. I am not quali-
fied to pass on the purely legal criticism of this provision, but it
seems to me that these State Inws which may thus be applicable to
national banks become, in effect, provisions of the Federal statutes,
otherwise how could the Comptroller of ‘the Currency enforce them
against the national banks in cuse of violation? e, therefore
would have, it seems to me, the confusion of enforcing in the Federal
courts what were designed by the State legislatures to be applicable .
only to the local institutions. I see endless complications if this
provision becomes a law. There should be no twilight zone in the
supervision of the national banks.

There is a provision in this section which repeals the existing law
which permits national banks to have bond departments which sell
bonds to their customers. This provision, as I understand the bill,
is applicable to national banks alone. The repeal of this charter
power without a corresponding restriction upon State member banks
might cause some national banks to give up their charters in favor of
State charters.

I approve of the increase in capital for national banks to a min-
imum of $50,000.

Senator Grass. Why does a national bank ever give up its charter
to take a State bank charter?

Mr. PorLe. So that it may have, perhaps, greater ease of operation.

Senator Grass. And engrrnge in unsafe banking ¢

Mr. Pore. Well, I would perhaps say more liberal banking in a
good many instances.

Senator Grass. You said that there is nothing in the State bank-
ing requirements that is soundly available to the national bank.

Ir. Pore. I know of nothing that is desirable in the State law that
is not embodied in the national banking law.

Senator Grass. Then, why should 2 national bank give up its
charter and go into the State bank business?

Mr. Pore. Greater liberality of powers, sound or unsound.

Senator Grass. And chiefly unsound, do you think?

Mr. Pore. X would not say so, Senator. -

Senator Grass. I know; but you think so, do you not#

Mr. Pore. I can not think out loud, sir. tLaughter.]

The Crmarrarax. I might ask at this time: You say quite a number
of national banks take State charters. Is the reverse true in a good
many instances?

Mr. Pore. Not comparable at all to the number of banks which
have gone out of the system over the period of recent years.

Senator FLETCHER. You mean more have gone out than have
come in. , .

Mr. PorLe. Many more have gone out than have come in.
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Senator Wavrcorr. Have you any idea of the flight of capital from
the Federal reserve system to the member systems? °

Mr. Pore. It has increased, Senator, but I have not the figures
here. If you would like to have them I would be glad to put them
in the record.

Senator Wavrcorr. It would be an interesting exhibit to put in the
record, going back over a period of five years by years.

Mr. Pore. Five years by years, giving the amount of capital in-
crease in member banks,

Senator WaLcorr. At the expense of the Federal reserve system.
That gives the amount of capital that has disappeared, flown from
the Federal reserve S{vstem and taken up State charters.

Senator BULKRLEY. You mean national banking system, do you not?

Senator Wavrcorr. Yes.

Mr. Pore. From the national banking system, yes.

Senator Warcorr, That is the Federal reserve system.

Senator Grass, There are many State banks that are in the Fed-
eral reserve system.

Senator Warcorr. I am not talking about the national banks; I am
talking about the Federal reserve system,

Mr. Pore. Yes.

Senator WarLcorr. That is what you are talking about; you are
talking about the national?

Mr. Pore. I am talking about the national system, yes.

Mr. Warcorr. I am anxious to know how many banks have escaped
from the Federal reserve system. You have that, do you?

Mr. Pore. Yes.

Senator Warcort. I would like that, and then I would like also
the banks that have gone out of the national and become State banks.

Mr. PoLe. State member banks?

Senator Warcorr. State member banks; yes, sir.

Mr. Pore. And State nonmember banks, Yes, I will furnish that.

Senator Grass. Ten years ago, as I recall, approximately the total
assets of the banks in the Federal reserve system, not simply the
national banks, but the banks in the Federal reserve system, were
about 70 per cent of the total banking assets of the country, as
against about 30 per cent in the State banking system. But that has
been quite much changed in recent years.

Mr. Pore. Yes, it has, Senator.

Senator Warcorr. Has there been any movement, do you think,
from nonmember to member banks, any increase in membership ?

Mr. Pore. Some slight movement.

Senator Warcorr. Very slight?

Mr, Pore. Yes.

Senator Warcorr. But more than there have been withdrawals?

Mr. Pore. Banks which have gone out of the system?

Senator WaLcorT. Yes.

Mr, Pore. I should think not, Senator.

Senator Warcorr. That is what I want to see.

Mr. Pore. Yes. I will say that the Federal reserve system is not
losing net resources.

Senator Warcorr. That is the picture that I want to get
accurately.
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(Thereafter Mr. Pole submitted for the record the following data
and tables:)

CoMPTROLLER OF THE CURRENCY,
Washington, D. 0., April 1}, 1932,
Hon. PETER NORBEUK,
Ohgirman Banking and Currency Oommiittee,
United States Senate, Washington, D. C.

DEeAR Me. CHATRMAX: In accordance with request of the committee, I am
sending you herewith:

(1) A table showing, by years, for the 10-year period beginning November
1, 1921, and ending October 31, 1931, the number of national banks, with
capital, which have entered the State banking systems,

(2) A table showing for the 10-year period given in Table No. 1, by number
and capital, the State banks which had converted into national banks.

(8) A table showing by names, capital and total resources, 152 natlonal
banks, with resources of over $5,000,000 each, which have left the national
banking system for the 12-year period beginning 1020,

Informsation with respect to the State banks which have become State mem-
bers of the Federal reserve system or have withdrawn as State members is
not available.

Very truly yours,
J. W. PoLE, Comptroller,

TaBLE No. 1L.—Number and capital of national banks which iwwent into voluntary
liquidation and converted into State banks in the 10 years ended October

31, 1931
Number | Authorized Number { Authorized
ofbanks | capital of banks | capital
Year ended OQct. 31: Year ended Oct. 31—Con
1922 77 | $12, 590, 000 1928_ - 21, 835, 000
73 | 30,070, 000 01, 672, 500
96 | 24, 185 000 28, 622, 900
71| 10,053,000 28, 945, 000
92 | 18,923,300
% | 28 170,000 293, 048, 700.

TABLe No. 2.—XNumber and capital of national banks chartered achich iwere
conversions of State banks in the 10 years ended October 31, 1931

Number | Authorized Number | Authorlzed
of banks | capital of banks | capital
Year ended Oct. 31~ er ended Oct. 31—Cun.
19! 129 | $13, 815, 800 25 | 11,260,000
69 | 11,192 500 2 7, 620, 000
20 6, 055, 000 a1 3, 040, 00
88 | 10,235,000 6 700, 000
29 9, 380, 000
30| 28,310,000 457 | 101, 608, 300

List of 152 large national banks wiich have twithin the past 12 years given up
their national charters for the purpose of operating under Stute charters

Name and Jocation of bank State i Capital Resources
Year ended Oct. 81, 1927 .
American Exchmge-Pacmc Nuional Bank of New York...| New York._.._.] $7, 500; 000 212, 000
Flrst National Bank of Albany._..._ do. & %L‘m 32?;', 1542.000
West Branch National Bank o( Williamsport.. ___ ... Pennsylvania__.| 500,000 9, 857, 000
Citizens National Bank & Trust Co of mclnnati ......... Ohi0.eeemccanen .2, 000, 000 20, 330, 000
Fifth-third National Bank of Cincinnat Q0 iana. 3§, 000, 000 53, 527, 000
Merchants & Manufacturers National Bank of Newark.....| New Jersey.....| 1, 350, 000 20, 458, 000
Commetcial National Trust & Savings Bank of Los Angeles.; California...._.. 2,000, 000 23, 116, 000
Griswold National Bank of Detroit, Michigan 2, 000, 000 22,733, 000
American National Bank of Newark. New Jersey._....| 500, 000 17, 662, 00
Franklin National Bank of New York. New York.._....| 800, 000 ;. 263, 000
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List of 152 large national banks which have within the past 12 years given up
their national charters for the purpose of operating under State charters—

Continued.
Name and location of bank State Capital Resources
Year ended Oct. 81, 1528
Union National Bank of Philadelphia._......... P .-.| Pennsylvania._..| $1, 000,000 $23, 044, 000
City Natlonal Bank of Holyoke. . Massachusetts. . 500, 000 5, 803, 000
National Bank of Commerce in Chi i Hlinols 800, 000 7,717, 000
Natlonal Bank of Commerce in Philadelphia,..ceacee... ..-| Pennsylvania... 500, 000 10,732, 000
Hamilton National Bank of New York._._.oe.__. ——— o--| New York...... 1, 500, 000 19, 216, 000
Bronx National Bank of the City of New York L 300, 000 , 936,
First National Bank of Bangor. Maine..... P 400, 000 8,305,
Liberty National Bank of Covington Kentucky.......| 350,000 5, 876, 000
First National Bank of Columbus Ohio 500, 000 14,071,000
Massasoit-Pocasset National Bank of Fall River....._.._.| Massachusetts. . 650, 000 6, 752, 000
United Capitol National Bank & Trust Co. of New York_.| New York.._.._| 8,000,000 53, 144, 000
Flushing National Bank, Flushing. SR 7. S, 200, 000 5, 070, 000
Natiopal Bank of Rochester. 0_... 1, 200, 000 , 558, 000
Broad Street National Bank of Philadelphin..eeovnveeamean| Pennsylvania. .. 500, 000 12, 203, 000
Natlona] Bank of North Philadelphia. .. do.... 700, 000 872,
National City Bank of Los Angeles California.....-. 1, 000, 000 10, 898, 000
Year ended Oct. 31, 1929
Flrst National Bank of Brooklyn New York._.._.] 1,000,000 23, 025, 000
Seventh National Bank of New York do.... 1, 500, 000 4, 524, 000
American National Bank of Richmond Yirginia 2, 000, 000 21,774, 000
Mlerchants National Trust & Savings Bank of Los Angeles_| California.......| 4,000,000 164, 645, 000
Northern National Bank of Philadelphia. ..... O, Pennsylvania. .. 400, 000 10, 256, 000
National Union Bank of Maryland at Baltimore...........- Maryland...... .| 1,000,000 11, 052, 600
Mercantile National Bank in Dallas 'exas 1, 000, 000 13, 950, 000
First National Bank of Long Beach..oooaooaee vmmme———— California....... 200, 000 6,916, 000
National Bank of Commerce in New York New York..... -] 25, 000, 000 884, 456, 000
First National Trust & Savings Bank of Whittier... California 250, 000 5, 639, 000
Bloomfield National Bank, Bloomfield..ccneeemene-a meenn--| NOW Jersey...-- 300, 000 7, 457, 000
0Old National Bank of Grand Rapids. . Michj ———- 800, 000 16, 666, 000
Nanover National Bank of the City of New York.......... New York.._._.. 10, 000, 000 200, 026, 000
Third National Bank of Syracuse. do... 300, 000 5, 503, 000
Liberty National Bank & Trust Co. of Syracuse. do 400, 000 5,002, 000
Chemiecal National Bank of New York. . .do... @, 000, 000 233, 708, 000
Chapman National Bank of Portland. Maine. 400, 000 9, 750, 000
Louisville National Bank & Trust Co., Louisville..........| Kentucky...-... 750, 000 14, 679, 000
Merchants National Bank of Detroit Michigan 2, 000, 000 286, 780, 000
Arcadia Nationsl Bank & Trust Co. of Newark...cceeee-..| NoW Yorkeom.-- 200, 000 5, 466, 000
Seaboard National Bank of the City of New York ..do.. 11, 0600, 000 , 954, 000
Merchants-Laclede National Bank of St. Louls...... weann--| Missourieeoeaaali 1,700, 23, 751, 000
State National Bank of £t. Louis do. 2, 000, 21, 667, 000
‘Tenth National Bank of Philadelphia. Pennsylvania...; 31,000,000 10, 7486, 000
Communijty National Bank of Buflal New York 1, 000, 000 , 596,
Fordham National Bank In New York. 500, 000 5, 816, GO0
Thamet National Bank, Norwich. . 000, 000 5, 218, 000
Norwood National Bank 200, 000 5, 157, 000
City Nsational Bank of San Antonio, .oecoecoaaaeo.- 000 14, 040, 000
Natlonal City Bank of Akron. . 000 15, 461, 000
National Bank of Niagara & Trust Co., 000 13, 492, 600
Citizens National Bank of Raleigh.. - 750, 000 , 679, 000
Murchison National Bank of Wilmin 1, 000, 000 , 253, 000
American National Bank & Trust Co. of Greensboro.._.....|-.... d0.cacccnan| 1,000,000 1, 207, 000
City National Bank & Trust Co. of Bridgeport. C ticut. 1, 000, 000 351, 000
Year ended Oct. 81, 1920
Third Natfonal Bank of Atlanta Georgia. 1,000, 000 2%, 053, 000
Afarchants National Bank of the City of New York........ New York.-....{ 3,000,000 , 842, 000
Security National Bank of Los Angeles_..._ o eenmmmnn California.......| 600,000 8,358, 000
Farmers Natjonal Bank of Fresno. do.... 300, 000 6, 983, 000
Mercantile National Bank of San Francisco Q0cncneaaac| 2, 000,000 20, 224, 000
Year ended Oct. 31, 1981
National Reserve Bank of Kansas City. Missouri 1, 000, 000 11, 534, 000
Midwest Nstional Bank & Trust Co, of Kapsas City. do. 1, 000, 000 12, 542, 000
Lineoln National Bank of Rochester. New York_.....| 1,000,000 22, 272, 000
First National Bank of Cleveland.- tho. 2, 500, 000 101, 524, 000
Union National Bank of Newark New Jersey.-....| 1,500, 000 31,372, 000
Union Commerce Natianal Bapk of Cleveland.._......_...| [0} | 4,000,000 78,323, 000
Canal-Commercial National Bank of New Orleans_._....__. 500, 000 11, 843, 000
Natlonal Bank of Commerce of Toledo. Ohf 1, 000, 000 16, 781, 000
Central Xational Bank of St. Louis. 1, 000, 000 27,629, 000
National Commercial Bank of Cleveland 1, 500, 000 14, 765, 000
Liberty National Bank of New York, 5, 000, 000 121, 642, 000
4, 000, 000 88, 613, 000
d 375, 000 5, 404, 000
Ridgewood National Bank, Ridgewood, 300, 000 9, 224, 000
Natiopal Bagk & Trust Co. of Pasadena, - 300, 000 5, 490, 000
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List of 152 large national banks which have within the past 12 years given up
their national charters for the purpose of operating under State oharters—

Continued.
Namo and location of bank 8tate Capital Resources
Year ended Oct. 81, 1922
First National Bank of Fresno._. California....... $500, 000 $9, 771, 000
First National Bank of Berkeley. do. 300, 000 6, 717, 000
First National Bank of Bakersfield : do.. 400, 000 7, 127, 000
Atlantic National Bank of the City of New York._...._..._ New York...... 1, 000, 000 21, 776, 000
Bank of New York National Banking A iation do. 2, 000, 000 76, 135, 000
National State & City Bank of Richmond.. ... Virginia........ 1, 000, 000 15, 854, 000
Year ended Oct. 81, 1923
Merchants National Bank of San Diego.. California 250, 000 5, 108, 000
Lowry National Bank of Atlanta Georgia.._. , 000, 000 21, 350, 000
[rving National Bank, New York._.. New York. 2, 500, 000 297, 935, 000
Bank of North America, Philadelphia. Pennyslvan 2, 000, 000 31, 480, 000
Merchants Natfonal Bank of San Frane California.......| 1,500,000 15, 032, 000
First-Second National Bank of Akron. . Obio 1, 500, 000 232, 603, 000
Importers and Traders National Bank of New York_....... New York..._.. 1, 500, 000 43, 550, 000
Merchants National Bank of Raleigh North Carolina.| 300, 000 5, 576, 000
Luzerne Coum?' National Bank of Wilkes-Barre............ Pennsylvania... 400, 000 5, 018: 000
Battery Park National Bank of New York...ooo.___... .-| New York_.._.. 1, 500, 000 12, 982
d + ) A s 982, 000
American National Bank of San Francisco. California.___._. 2, 000, 000 25, 623, 000
Ninth National Bank of Philadelphia._ .« e coaooooo.0 Pennsylvania.. | 500, 000 14, 527: 000
Year ended Oct, 31, 192}
Fourth National Bank of Cineinnatl. ... oveoeeeccancocaann Ohio......ceunea.e 500, 000 12, 118, 000
Wells Fargo National Bank of San Franciso. - o-—-—-cn._| California....... .| 6,000,000 93, 806, 000
National Exchange Bank of Baltimore Maryland 1, 500, 000 17, 532, 000
Lafayette National Bank of Buflalo New York..-... 1, 000, 000 , 128, 000
Continental National Bank & Trust Co. of Kansas City-..| Missourieeacn...| 500, 000 8, 499, 000
Northern National Bank of Toledo Ohio 1, 000, 000 15, 692, 000
Long Beach National Bank, Long Beach California........ 200, 000 7,112,000
Second National Bank of Toledo. . Ohio. 1,000,000 | 16,477,000
Corn Exchange National Bank of Chilcago. Illinols. &, 000, 000 302:
Year ended Oct. 31, 1925
First National Bank of Oakland Californla_._.... 1,000,
Fifth National Bank of the City of New York........... T NawSore T 1000 |  an 200, 000
Gotham National Bank of New Yori do 1,500,000 | 19,371,000
National Union Bank of Boston Massachusetts.| 1,000,000 | 17,129, 000
Year ended Oct, 81, 1028 o
Manufacturers & Traders National Bank of Buffalo........]| New York...... 5
Coal & Iron National Bank of the City of New York. o %% &98 %: 3331 %
First National Bank of Hammond Indiang,........ 250, 000 5, 433, 000
Planters National Bank of Richmond Virginis.........| 1,000,000 17, 547, 000
Norwood National Bank of Greenville........... e South Oarolina..| ' 250, 000 ’ 035, 000
National Exchange Bank of Providence Rhode Island...] 1,250,000 | 20,871 000
First National Bank of Jamaica., New York......| 200,000 ) 862,
City Natfonat Bank of Plainfield. NowJersey---| 160,000 | 7 195 009
State Natfonal Bank of North T\ d New York.._...| 600,000 ! 507 ooa
Phoenix Nationa! Bank of Hartford._......oooooooooooooos Connecticut 1L000,00| 17,904 09
Natlonal Exchange Bank of Lockport. . New York ’ 300, 000 » 114,000
Second National Bank of Hoboken *| New Jersey 00,000 655, 000
First National Bank & Trast Co. of Utioa PR New York..oo| 1,230,000| 19 250 oo
National American Bank of New York Q0uememneneea] 1000000 12 . 00
N’:igizléal Butchers & Drovers Bank of the City of New do. z' 000, 000 1 ﬁ?"m
OTK, »
Year ended Oct. 31, 1930
Textile National Bank of Philadelphia___._....... i
Peoples-First National Bank of Cl?nrleston- R gggﬂgﬁx&i-" 1 00598' %09 . 515, oo
City Natlonal Bank & Trust Co. of Dayton Ohio 001 10,513,000
Exchango National Bank of Little Rock = Arkanses1 1003 o] 1as0.0m
zlsg%?gﬁtﬁalgfﬂ?xgl l?_ank & Trust Co. of Kalamazoo______ Michigan, 500'888 g' g'zg' %
< of Baltimore. ... _____________._____ 1 Marvland. ... q , meg’
North Ward National Bank of Newark ... ;’ivgnvl;y}ansg.: - 1,500,000 20, 756, 000
National City Bank of St. Louis....o._ ... -27°7" Miss ersey- 400, 000 14,404, 000
‘Central National Bank of the City of New York. . A\ew(’;!r l'k ;’ 200, 000 12,900, 000
Dtien National Bank & Trust Co, o Utien...-._.- D e oIk oot I ot
ational Security Bank & Trust Co. i a |"Pennsyivanin. - ‘ ? o160’
Columbia Natim)ml Bank of Columb 'O{_P biladelphis. ... 533{‘,?’3"‘%!"“' g 13,040, 000
American National Bank & Trust Co, of Moot Veraon. . | New Yore Poter] R
Peoples National 3 i ==-| Now Xork.. 500, 000 8,730, 000
D) 1 Bank of Elizabeth__.___ __.. New J 3
Farmers & Merchants National Bank, noTo. ..o ot Y A e 300, 000 8, 171, 000
Drovers & Mechanics Natfonal Bank, Baltimore......... e oot IR 650, 000 9, 806, 000
(}}lx;oadwasj Natlonal Bank & Trust Co, of New York.......| New York. 2:888' %g 23: ﬂtl)' %
Shester National Bank of Chester. . Pennsylvania___| " 300,000 5,437, 000

-
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List of 152 lurge national banks wchich have within the past 12 years given up
thelr national charters for the purpose of operating under State charters—
Continued.

Name and Jocation of hank State Capital Resources
Year ended N:t, 31, 1631
Dallas Natioual Bank of Dallas.___ $500, 000 $5, 388, 000
First National Bank of Davenport...... 400, 000 5,583, 000
Seward National Bank & Trust Co. of New York- , 000, 000 - 7,378, 000
American National Bank of Jamestown .. o coueeae- 300, 000 6,005, 000
Straus National Bank & Trust Co, of New Yeork. _ 2,000,000 13, 570,000
National Bank of the Republie of Chicago.. ... --| 11,000,000 137, 356, 000
Engincers National Bank of Cleveland .. .o vooooimanoocn Ohi 1, 000, 000 10,864, 000
. . . " Num-
Recapitulation by years of 152 banks ber Capital Resources
5 €4, 000, 000 $112, 562, 000
15 21,975, 538, 973, 000
, 200, 137, 350, 000
12 24,950,000 , 794, 000
] 16, 700. 000 310, 956, 000
4 4, 700, 000 73, 755, 000
15 13, 480, C00 241, 582, 000
10 250, 000 156, 112, 000
16 14, 100, 000 230, 000
35 82, 850, 000 1, 866, 789, 000
18 14, 850, 0G0 195, £04, 000
17, 200, 106, 184, 000
152 | 247, 225, 000 4, 952, 836, 0600

Mr. Pore. Yes. Shall I go ont

The Cuairaran. These interruptions are only by your permission.

Mr. Poue. That is all right, Senator. I am very glad to have
you conduct the hearing in any way you want to.

In the matter of the divorce of security affiliates of national banks
by making unlawful the indorsement on the national bank certificate
and unlawful also the trust agreement conditioning the sale, it seems
to me that a distinction should be made between affiliates engaged
in the business of buying and selling investment securities and other
corporations not primarily concerned at all in the securities business.
The attention of the committee is directed to the fact that this
provision is a restriction upon the affiliates of national banks alone
and has no application to State member banks. '

Section 18: This section so far as national banks are concerned
is supplementary to section 17 in that it prevents an interlocking of
personnel with an affiliate. It is, however, applicable to both
national and State member banks. In my opinmion, the language,
especially of subsection “C?” where the term “a corporation
organized for any purpose whatsoever ” appears, is too broad. It
would apparently embrace banks and trust companies, which, I
feel sure, 1s not intended by the bill.

Section 19: This section denies the right of a shareholder of a
national bank to vote unless he actually owns the stock and has
acquired it through bona fide purchase, gift or inheritance. There
may be other ways of becoming a bona fide owner of bank stock,
such as by exchange or by stock dividends, in which case such a
‘shareholder could not vote under this bill. This section also denies
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the right to any owner of more than 10 per cent of any national
bank stock to vote the same at all unless he be an individual or
complies with the provisions of section 20 of the bill. The com-
mittee doubtless has given consideration to the disfranchisement of’
stockholders of national banks which happen to be corporations,
associations, or partnerships, but which have no interest in operating'
a chain of a group of banks,

Senator Grass. Why haven’t they an interest if they own con-
siderable stock in the bank?

Mr. Pore. Senator, there might be stockholders who are steel and
industrial corporations, trust companies, banks, and all manner of
colx;p:ﬁ'\ations which might own more than a 10 per cent interest in
a bank.

Senator Grass. They are interested in the operation of the banlk?

Mr. PoLE. Yes; but they can not vote if they have more than 10
per cent of the stock unless they comply with a number of the pro-
visions which are set out in section 20 of the bill.

Senator Grass. That is a rare incident in banking business?

Mr. Pore. Not at all, Senator. Not rare; not so rare,

Senator Grass. You mean the steel corporations and the other
corporations are acquiring ownership of banks?

Mr. Pore. And a great many savings banks,

Senator Grass. All right; go ahead.

Mr. Pore. Attention is particularly directed to the fact that this
section is a restriction upon national bank members of the Federal
reserve system only and does not apply to State member banks.
This is true also of section 20, which places restrictive regulations.
and reserve requirements upon group bank holding companies which
have national banks in their groups. These two sections as they
stand would undoubtedly lead to the withdrawal of the great vol-.
ume of resources now held by national banks in group bank organ-
izations from the national system for the simple reason that any-
such group organization can escape these burdens by becoming a
State bank and still remain within the Federal reserve system.

Senator Grass. You think that group banking is a wholesome:
system of banking then, do you?

Mr. Pore. I have never been in favor of it, Senator, except that,.
as I have said, before it is legislated against, some provision should
be made for that large amount of capital which is invested in group
banking, and that group banking has been extremely beneficial in
a number of sections of this country.

Section 21 contains the branch banking provisions of the bill, but
permits national banks to establish branches only in those States.
where the State law permits it and only to the extent permitted by-
such State law except for the proviso for a 50-mile extension beyond
State lines in certain cases. In my judgment, this section will ac-
complish little or nothing in the way of branch banking, since only a
few States permit state-wide brancﬁ banking, The particular need
for branch banking by national banks is in those States which do-
not permit branch banking to the State banks, There is a crying
need for banking facilities which can be given b strong city banks
in the rural communities of the United S%:xtes. { know of no other-
sound solution of the rural bank question.
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I need not dwell upon this matter since I have expressed my
views at length both before this committee and before the House
Committes "on Banking and Currency, but I may add that subse-
-quent events have only confirmed me in the recommendations I made
for wider branch-banking facilities, in my reports to Congress for
‘the vears 1929, 1930, and 1931.

I wish to call the attention of the committee to the fact that the
provisions in section 25 amending section 5200 of the Revised Stat-
utes restricting loans to securities dealers, and so forth, apply as
restrictions only upon national banks and do not restrict State
member banks.

With respect to the provisions of section 27 which provides for
an examination by the Comptroller of the Currency of affiliates of
national banks, attention is directed to the requirement for publi-
cation of the portfolio of such affiliate as a penalty for excessive
borrowing from any bank but no corresponding requirement for
publication is contained in section 9 requiring the report of the
affiliates of State member banks to the Federal Reserve Board.

I most heartily approve of section 29, which provides for the re-
moval of bank officers for persistént violation of law o1~ continued
unsound banking practices. I think the mere granting of this power
to the reserve system and the Comptroller of the Currency will be
sufficient to make unnecessary the exercise of it and will have a
wholesome effect upon the whole field’ of governmental supervision
over members of the Iederal reserve system.

That councludes my statement, Mr. Chairman.

The Cmamyax. Thank you, Mr. Pole. Do any members of the
committee want to ask any questions?

Senator Grass. I do not.

Senator Brooxuarr. Yes; I do. You mentioned the matter of
credit in the agricultural districts. I found in my State and in Illi-
nois and Indiana and several other States, in the agricultural sec-
tions, that the national-bank examiners for many years have been
cautioning banks against loans to farmers; said to them, “ They are
not liquid.” Was that a general policy of your department?

Mr. Pore. I would say by no means, Senator. We must always
remember that a bank has two classes of customers, depositors and
borrowers. The depositors, for the most part, put their money in
banks on demand, and if that money is loaned out on slow assets, and
unusnal demands are made it becomes impossible for the banks to
liquidate their loans fast enough to meet that demand. Therefore, it
is necessary that a bank should confine certain of its investments to
more liquid securities than farm loans.

Senator BrooxHART. Then you did caution against the agricul-
tural loans in that way, some of your bank examiners?

Mr. Pore. No. The examiners have that general knowledge that
a bank must have a certain ratio of liquidity ; no general instructions
to that effect.

Senator BroounArt. Well, there was a general caution against
loans to farmers; that is, for production purposes also?

Mr. Pore. I know of nothing like that, Senator. I do not think
you can have any concrete evidence of the existence of any such
regulation as that,
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Scnator Brooxuarr, T can bring you some concrete evidence of it,
and plenty of it, that it was done by the examiners and quite gener-
ally. For instance, one of the best known bankers of my State was
cautioned by the national bank examiner against loans to farmers to
such an extent that he finally told the examiner to go to hell, and at
the same time went ahead with his farm loans., All the time the bank
examiner was approving the investment in these listed bonds from
New York—that was good banking. He bought about $125,000 of
these bonds, which was not much for his bank, considering the size
of it. But after he bought thesec bonds they depreciated, as all the
othier bonds did, more than the farmers’ paper did. Then the bank
examiners came around demanding that he charge off those bonds
or set up a reserve against them, and he told them to go to hell again.
Now, 1 ?{now that mstance.

Senator Grass. He inust have gone to school with that New York
banker that told the Federal Reserve Board to go to hell.

Senator Brooxnarr. That is only one of many instances that were
brought to my attention. And how many banks failed with frozen
farmers’ assets?

er. Pore. Well, of course, all the country banks have more or less
of it.

Senator Brooxuarr. Four or five thousand of them?

My, Pore. Yes.

Senator Brooxirawr. And then later the frozen assets were these
listed bonds.

Mr. Pore. That is perfectly true.

Senator Brooxuarr. And for a time banks were closed on that.

Mr. Pore. A great many bunks have been affected through the
depreciation in bonds,

Senator BrooxmArr. Then you did approve the investment in
those listed bonds everywhere ?

Mr. Pore, Well, Congress did that, not we.

Senator Brooxiart, %Vhat did Congress say about it? What law
was that?

Mr. PoLe. Section 2136, in giving natjonal banks the right to invest
in securities of a certain character,

Senator BrooxHarr. Congress did not express any preference for
those over loans to farmers, though, did it?

Mr, Pore. No.

Senator Gr.ass, That was the amendment in the McFadden bill to
section 5136?

Mr. PorE. Yes.

Senator Grass, It is right interesting to me that the State of the
Senator who was most vehement in favor of that suffered almost the
entire collapse of its banking system.

The Cramyan. May I ask what was your attitude, the attitude of
your department, toward that legislation when it was pending, the
MecFadden bill?

Mr. Pore. We were in favor of it. As a matter of fact, it was
really legalizing something which had already been engaged in.

Senator Grass. Legalizing a bad practice that had nTready leen
engaged in, was it not ?

Mr. Pore. That practice, Senator.
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The CuamMaN. As I recall, a good many Members of the Senate
voted for the bill because they thought yon recommended it; I mean
your department.

Mr. Porr, I do not know whether our department had very much
to do with that. ‘

Senator Grass. And hundreds of banks have failed because of it,
have they not, recently, in the last two years?

Mr, Pore. Hundreds of banks, Senator, have been very materially
affected by it.

Senator Grass. Yes.

Senator BrooKHART. Now, the destruction of these banks because
of frozen farmers’ paper creates this demand for branch banks that
you recommend in those communities ? '
" Mr. Pore. Not at all. X should say that the branch banks would
probably made more judicious loans, but not necessarily more re-
strictive where credit was warranted.

Senator Brookmarr. Has not this restrictive policy had about as
much to do as anything else with reducing farm prices and land
values and bringing about agricultural depression long ahead of
the other depression? ,

Mr. Pore. You are assuming something that does not exist, Sen-
ator, when you speak of restrictive 'golicy. There is no restrictive
policy by the comptroller’s office. There has been a mdst lenient
policy, probably too lenient in a great many instances.

Senator Grass. Certainly so, is it not?

Mr. Pore. That is certainly so.

Senator Brooxmarr. I would like to see what you call restrictive
then, see what it would look like. There was 55 years when there
was not any of these restrictions or troubles for farmers to get loans.
Farmers’ paper was the best the banks could get.

Mr. Pore. Yes. '

Senator BrooxmArT. And then this lenient policy of yours came
along and the farmer can not get anything ant}) five thousand of his
banks have been closed because of his frozen paper.

Mr. Pore. Senator, I can assure you that the comptroller’s office
has gone just as far in that direction as it can with safety, having in
mind the interests of the creditors of the banks. We must not
forget them.

enator Brooxmaxrr. Well, you have ruined the depositors in the
banks by closing the banks too. If the farmers had been able to
pay, why, there would have been no trouble with the depositors
getting their money.

Mr, Pore. Senator, I will have to differ with you on that. We
closed very few banks. They closed themselves. The depositors
closed them, Very few banks the comptroller’s office closed. We
encourage them in every way and do nnﬁthing we can to keep them
from closing, even to going up to the Reconstruction Corporation.

Senator BrooxmarT. That is a new thing, the Reconstruction Cor-
poration. '

Mr. Porx. That is a new thing; but when the Reconstruction Cor-
poration was not there, we went to the Federal Reserve Bank with
them or to their correspondents. We acted as doctors and wet nurses
for them.

Senator BrooxHART. But they closed just the same?
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Mr. Pore. They closed themselves. .

Senator TownsEND. I recall some of the witnesses who testified
here and indicated that any legislation of this time might be detri-
mental to the banking interests of the country. What is your judg-
ment on that? .

Mr. Pore. I think decidedly to the contrary; that it would be
extremely helpful at this time. In fact, I should say that if Congress
would amend this provision of Section 21, I think it is, which has
to do with branch banking, leaving the section just as it is, with
the amendment * regardless of whether or not the States permit it,”
it would enable the strong banks to give relief and extend their
facilities to the rural communities, which would be of invaluable
assistance to the country.

Senator Grass. Are you satisfied, Mr, Pole, that the decisions of
the courts certainly make that constitutional?

Mr. Pore. I have been so advised, Senator.

Senator Grass. I put into the record when we had the prolonged
hearings last year a summary of court decisions prepared and given
to me by Mr. Collins, formerly deputy comptroller, and I would
judge from this summary that it would be entirely within the prov-
ince of Congress to authorize state-wide branch banking regardless
of the lnws of the States.

Mr. Pore. I have been advised so by what I regard as first-class
authority.

Senator Grass. But you can not give us any guarantee that Con-
gress would accept our view of it, can you?

Mr. Pore. I am afraid I can not do that. I think we could make
an effort, however.

Senator Grass. As well organized as the effort has been to tear
this bill down?

Mr. Pors. I think there is a lot of support for that kind of legis-
lation, because there are a great many thinking people who realize
that something has to be done for the banking system, something
more than this. 'We have to protect the rural communities. That is
what we are not doing now.

Senator Grass. I am very sorry you were not a tutor at the night
school, because all of the testimony that we have heard here except
Governor Meyer today has been to the effect that it would be a fear-
ful thing to enact any legislation at all at this particular time.

Mr. Pore. I think it would be a very good thing. I am not saying
there should be any disturbing or drastic legislation, but I do say
legislation of proper character would be immensely helpful. ;

Senator Towxsexp. Do you agree with the recommendations as
made by Governor Meyer?

Mr. Pore. There were no recommendations made with respect to
branch banking in that bill, Senator.

Senator Towxsexp. With the recommendations that he made here?

My, Pore. I am a member of the board and subscribed to those
recommendations.

Senator Grass. Then it is no use to catechize you on any particular
one of them?

Mr. Pore. No. Those recommendations represent, my_ views.

Senator Grass. You had some differences in the board and rec-
onciled them?
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Mr. Pore. Yes. There was much argument. .

The CHalrRMAN. A pretty good conclusion reached in most of it?

Mr. Pore. In the main I was quite satisfied. That is the kind of
night school we have been to.

bThe CuammaN. It is a different one from the one that we heard
about.

Mr. Pore. A little different, I imagine.

Senator Grass. You did not decide one hour that you did not
understand the bill at all and the next hour were so confident that
you thoroughly understood it that you deluged the country with
telegrams to kill it, did you?

Mr. Pore. No; we did not send out many telegrams, Senator ; not
any, in fact. We thought there was enough interest in the bill.

he Cmamman, If you have concluded your statement and there
are no further questions to be asked by members of the committee
we will conclude the hearings for the day and meet in the room of
the Banking and Currency Committee to-morrow we will conclude
the hearings on this bill. :

(Accordingly, at 5:30 o’clock p. m., the committee adjourned, to
meet at 10.30 o’clock a. m. of the next day, Wednesday, March 30,
1932, in committee room, 303 Senate Office Building.)
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OPERATION OF THE NATIONAL AND FEDERAL
RESERVE BANKING SYSTEM

WEDNESDAY, MARCH 80, 1932

UNiTED STATES SENATE,
ConrmirrEE 0N BaxNxiNe anp CURRENCY,
Washington, D. C.

The committee met at 10.30 o’clock -a. m. in room 303, Senate Office
Building, pursu'mt to adjournment on yesterday, Senator Peter -
Norbeck, presiding.

Present: Senators Norbeck (chairman), Brookhart, Goldsbor-
ough, Townsend, Walcott, Fletcher, Glass, \Varrner Barkley,
Bulkiey, and Costxgan.

The Crmairyman. The committee will come to order.

Senator GorLpssoroGen. Mr. Chairman, if it is in order, I should
like to present for the record at this time the followmg telegram
[reading]:

Barriyorg, Mp.,, March 22, 1932,
Parturs LEE Gol.DSROROUGH,
Senate Office Building:

At a meeting held this date of all members of Federal reserve system in
Baltimore, it wuas the unanimous opinion that the enactment of the proposed
Glass bill is most inadvisable and highly undesirable at this time.

CHARLES E. RIEMAN,
President Baltimore Clearing House.

Also a letter from Charles E. Rieman, president of the Western
National Bank of Baltimore [readingl:

MaircH 22, 1932,
Senator PHILLIPS LEE GGOLDSBOROUGH, i
United States Senate, Washington, D, C,

DEAR SENATOR GoOLDSBOROUGH: There is so much iu the bill introduced by
Senator Glass, of Virginia, as a revised edition of his earlier bill Senate 4115
that it is impossible to thoroughiy trace out its econszequences if enacted, so
I ean only attempt to present some of the salient features for your consid-
eration.

1 wish to s:ly however, thut this afternoon I called a meeting of the banks
in Baltimore, which are members of the Federal reserve system, and the
provisions of the bill were reviewed, with the result that, by unnnimous opinion,
At was held that it would be 1l advised and undesirable to enact the bill at
this time. I am inclosing you a copy of the resolution.

Every phase of banking is sensitive enough now withont imposing regula-
tion by statute on banking Dpractices, which are part of our national develop-
ment and sound if not overdone or ahused, but, when entirely prohibited by
law, destroys the exercise of good judgment so needed to extricate the banking
situation from lts present condition. I refer to the new llmitations on louns
to the publlc and accommodations from the reserve hanks; and, further, the
drive in the bill against loans secured by stocks and bonds wﬂl surely depress
the market for securities, if it becomes law. No matter what the ultimate
aim of the provisions of the blll may be, values and credits are too sensitive
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now to attempt radlcal regulations in our banking practlces. (Thls does not
preclude constructive legislation.)

To refer specifically to the bill, I wish to say first that I have always ad-
mired Senator Glass in his determined stand for protection of the Federal
reserve system, but he now offers numerous asmendments to the Federal reserve
act to use the Federal reserve system to correct evils which have been practiced
by some member banks, but muny huve not. The bill containg no provisions to
encourage membership in the Federal reserve system or check the tendencies
which lead to loss in membershlp. Irom March, 1929, to December 31, 1931,
the system lost 1,509 member banks, and if I am not greatly mlstaken some of
the regulations in the proposed act will accelerate the loss in membership and
resources. .

All that part of the bill deuling with afliliates appears very complete to rer-
der them harmless, but it may be better simply to prohibit member banks from
having atlilintes at sone futnre date when the country emerges from this present
depression.

The amendment to the Federal reserve act by inserting the new sectlon 12-B,
which creates the Federal tiquldating corporation, 1 believe to be a very unwise
provision. Such a corporation as it creates should not be incorporated iuto the
Federal reserve system, and there are many provisions in connection with this
that certainly are very undesirable on the part of well managed member banks.

Section 24 regulates the amount uf interest to be paid on deposits and this
will absolutely work agalnst the best interests of member banks. While the
rates allowed appear to be ample at this time, yet the competition between
State bank institutions and member banks have savings departments which
pay over 3 per cent interest, and it the rate were cut to 3 per cent, millions of
deposlts may be expected to go over to the State nonmewnber banks, and this
is no time for wholesale shifting of deposits; besides, the rate of Interest on
depoiits s largely un administrative matter and not one to be incorporated
into law.

The amendment to seciion 24 of the Federul reserve act In reference to real-
estate loans and controlling the amount of investment in the banking premises,
of course, has its merit for the future, but there are member banks at this time
which would be very much embarrassed by this umendment, owing tu the amount
invested In their banking premilses, amd the effect would be very disastrous, as
there is a very thin market everywhere in the country now for real estate
of any size.

The amendment to national bank aet, section 5138, requiving nationai banks
to place thelr shares on $100 par value within the period of two years is un-
called for now. While I believe the practice of splitting the par value of
shares up for the purpose of advancing prices is wrong, yet the damage has been
done In this respect, and the umendment should only prohibit reducing the par
value of shares below $100 in the future. There are many nationnl bunks
having shares of a par value of $10, $20, $30, and $40 whick have been out-
standing for over 50 years, and it would be very disturbing to the stockholders
of these banks to make an adjustment, and many would be forced to sell their
small holdings. .

The amendment to section 13 of the Federul reserve act discriminating against
15-_dny loans of member banl.:s will be a great hardship on member bunks for
quick short-time loans for daily settlements, and it will also handicap the banks
in participating in future Government issues.

The amendment to section 19 of the Federal reserve aet altering the rate of
reserves against deposits certainly is one which deserves more study, and the
regulation affecting the transfer of credits with reserve banks may serve a
purpose at certain times and in certain localities, but ordinarily to handicap a
bank lp the free use of its excess funds at the seserve banks will wquestlon-
ably disrupt long-established practice between banks in settling thefr debits
and the accommodation to their customers.

The amendment to natlonal bank act, section 5255, in reference to branch
banking does not go far enough. If it is desirable that national bunks can
have state-wide branch banking In one State, it applies to all States, and it
there ever was a need for branch banking it 1s now, which should be developed
under Federal laws and not under State luws. This is the one item in the whole
bill that is in the nature of constructive legislation but falls short of nation-
wide benefit.

All of the nbove points will go a long way to discourage membership in the
Federal reserve system, and all those requirements in respect to loans secured
by stocks and bonds will Lhave a serious effect, as stuted above, on the market
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value of the securities. (The mere consideration of this bill has, no doubt,
had an effect on the market.) The enactment of the regulations in this bill-
would cause such a disturbance in the banking relations at this time, when
everything is at a high tension, that the effect would be very unfortunate.

The inclosed resolution shows you how the Baltimore bankers regard the
enactment of this bill at this time, and I trust that you wlll use your utmost
efforts to prevent its passage.

Yery truly yours,
CrarLes E. RIEMAN, President,

BaLTiMoRrg, Mb., March 22, 1932,
At a meeting held this date of all members of Federal reserve system in
Baltimore it was resolved that it was the unanimous opinlon that the enactment
of the proposed Glass bill is most inadvisable and highly undesirable at this

time. )
CHARLES B, RIEMAN,
I'resident Baltimore Clearing House,
Acting Chairman.

Banks present : National Central Bunk, National Marine Bank, First National
Bank. Western Natloni#l Bank, Balto-Commercial Bank, Baltimore Trust Co.,
Maryiand Trust Co.

Also a letter from Mr. Waldo Neweomer, of Baltimore [reading]:

MarcH 21, 1032,
Hon., P. L. GOLSBUROUGH, :
Unlted States Senate, Washington, D. C.
DEeAR SExaTOR GoLskoroucH: I thank you for the copy of the revised Glass
bill, which I have read and think it is an improvement over the original.

I would, however, like to call your attention to a few detalls, which may
be all right in the bill, but I think should be checked.

Page 7, lines 24 and 25: Should the words “or aflilinte” be added?

Page D, line 1: Should the words * or afliliate ” be added?

Page 31, line 3, section (f): What effect will this huve on the practice in
Baltimore where banks who are members both of the elearing house and of the
Federal reserve clear for nonmembers of the clearlng house and for clearing
house members who ave not members of the Federal reserve system?

Page 32, lines 10 to 20: It looks to me like this provision was extremely
wide. It would allow a Baltimore bank to make loans on real estate in South
Carolina. Was this intended?

“Very truly yours,
Warno NEWCOMER.

The CaammaN. Our first witness this morning will be Mr. James
Francis Burke, general counsel of the Pittsburgh Clearing House
Association and a former member of the House Committee on
Banking and Currency.

STATEMENT OF JAMES FRANCIS RURKE, GENERAL COUNSEL OF
THE PITTSBURGH CLEARING HOUSE ASSOCIATION, PITTSBURGH,
PA.,, AND A FORMER MEMBER OF THE COMMITTEE ON BANKING
AND CURRENCY OF THE HOUSE OF REPRESENTATIVES

Mr. Brrie. Mr. Chairman and gentlemen of the committee, I
wish first to present the formal resolution adopted by the Pittsburgh
Clearing House Association on Monday,_ March 28, 1932, and ask
that it be made a part of the record [reading] :

Resolved, That we convey to the Banking and Currency Committee of the
United States Sennte and to the Members of the Senate and House of Repre-
sentatives our earnest protest against the approval and enactment of Senate
bill 4115, known as the Glass banking bill, upon which hearings are now
being held by said committee. . : : :

For the followingz and mauy. other reasons we regard its enactment at any
time, and particularly at thls time, as unwise and unnecessary:
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First. The present agitalion or enactment of legislation based upon the
theory that our banking system is so defective in structure or so weak In
resources ns to justify the radical changes proposed in this bill, is certain
to create apprehensgion at a time when uassurunce and encouragement ure
most needed. }

Second. The dissemination of any such disturbing theory during the present
perlod of earnest effort upon the part of the Government and the business
world to reestablish stability and coufidence can not fafl to nullify to a
large extent the beneficlal results of recent legislation brought about by the
commendable cooperation of the executive and legislative branches of the
Government and both politienl parties in the Congress and its prompt ac-
ceptance and approval by the banking and business world generally,

Third. One of the fundamental purposes of the Federal reserve system being
to decentralize authorlty and Impose regional responsibilities upon those whose
duty it is prudently to administer the banking business throughout the coun-
try, we belleve it unwise to deprive the directors in the various Federal
reserve districts of discretion and responsibility to the extent that this bill
would do so.

Fourth, We are convinced alsv that the unprecedented centralization of au-
thority in the Federal Reserve Board at Washington is certain to weiken,
rather than strengthen, the banking structure, in additlon to being in direct
conflict with the constantly increasing opposition of the American people
to the further absorption of local powers and the assumption of purely local
responsibilitles by the Federal Government.

Fifth. We believe that the curtallment of the present privileges of banks
to use their funds in conmection with transactions in securities is not only
in conflict with normal and well-established methods of sound banking but
will inevitably affect the marketability and value of Government securlties
and ultimately compel banks, in order to subsist, to resort to higher rates of
interest ‘on loans and lower rates of Interest on deposits, and thus adversely
affect business generally.

Sixth. We believe that the restrictions made possible under the provislons
of this bill, in the matter of ownership of securities by member banks, re-
gardless of the time Hmit within wlich divestment must be made, creates
such apprehension and uncertainty as inevitably to compel the sale of large
volumes of securltles at a time when further enforced deflation would seri-
ously retard business recovery.

Seventh. The result of increasing the reserves of member banks beyond their
normally safe requiretnents, while adding nothing to the socundness of member:
banks, can not fail to be detrimental to business generally,

Elghth. To abruptly enforce complete separation of affilintes by member
banks would result in widespread liquidation of securities at a time when:
the market is not prepared to absorb them., Thils, in turn, would impose un--
necessury losses upon holders of securitfes throughout the country.

Ninth. Furthermore, t0 enact a law which would create uncertainty as to.
when such separation might be required would have a tendency to undermine-
confidence among member banks and inevitably induce them to divest them-
selves of securities lest they be suddenly called upon to do so at a more.
inopportune time.

Tenth. The 1imitation of the right of national banks to own real estate or-
make real-estate loans, would not only bar many member banks from making
many legitimate and safe loans on renl-estate securities, but where banks are-
underecapltalized or carry a small volume of time deposits, it would compel.
calling in the logns now outstanding, and in some cases actually require banks
to sell their bank premises and acquire or rent others. This would work.
hardship upon stockholders and borrowers allke and induce further disastrous.
deflation of renl-estate and security values generally,

Resolved, That a copy of these resolutious he presented to the Banking and.
Currency Committee without delay.

Mr. Burke. Inasmuch as this resolution practically traverses the-
points that have been made here by various witnesses who have pre-
ceded me I will not trespass upon the time of the committee for any-
extended statement, but for a moment I should like to say a word-
on two phases of this proposed legislation:

First, on the question of the necessity for any such legislation; and .

Second, on the question of its timeliness.
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I have a very deep-seated interest in the Federal reserve systemn.
I have just as deep-seated an interest in the reputation and distin-
guished record of Senator Glass, with whom I had the pleasure to
serve for man%years on the Banking and Currency Committee of
the House of Representatives and during the time when we were
fléag}i]x_)g the Federal reserve law; likewise with Senator Bulkley,
o io.

Senator Grass. And incidentally you opposed it.

Mr. Burke. I did not incidentally oppose it. I opposed it as a
main fact. I did oppose the original Xederal reserve bill that was
sent to us as members of the Banking and Currency Committee of
the House and upon which we held on hearings in the cominittee.

Senator Grass. Oh, we held hearings for three months.

Mr. Burke. Yes; of course, subsequently we did hold hearings.
But I opposed it at that time because there were vital features of
the bill which I regarded as not constructive, not helpful to the
banking interests or the business interests of the country.

Senator Grass. And which were written into the bill and were
never changed.

Mr. Borke. Senator Glass, it is very true that there were many
features of the original bill which were retained. At the same timme
there were many features of the original bill that were stricken out
and I will say that that bill was seriously modified as a result of
hearings held in this very room.

Senator Grass. There were not many changes made. There were
some dotting of i’s and crossing of t’s, but not a fundamental provi-
sion of the bill was changed.

Mr. Burge. Well, of course that is a matter of opinion, and you
are entitled to your opinion, and I have great respect for it.

Senator Grass. Noj; that is a fact. It is not a matter of opinion,
but a matter of record.

Mr. Burke. Be that as it may, the Federal reserve system has been
in vogue now for a period of 19 years.

Now, as to the question of necessity. To my mind it has grown-
to be the most efficient banking structure in the world. At the issu-
ance of the last statement it had $5,342,000,000 of reserves. And now
taking your statement alone, Senator Glass, that it was given very
mature consideration by the Senate and the House at tﬁl time of
its original enactment, let me say that the bill subsequently was re-
written in certain measures in 1916, when the 15-day rule was written
into it, and it was subsequently amended

Senator Grass (interposing). You do not mean that it was rewrit-
ten but that it was amended.

Mr. Burke. Well, let us call it that; and it was amended in
1917, when additional changes were made, with the result that the
Federal reserve act of to-day is not the outgrowth of the single
impulse and the limited thougllllt that was given to the original
measure, but is the result of the experience of years, and of the
devoted study of gentlemen like yourself.

Now, in -addition to that, I will saﬁ that the Federal reserve
system has justified its existence. It has been a matter of open
boast before the public of this country by your friends, Senator
Glass, that it piloted us through the World War, that it rendered
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the greatest service to the people of this country and to the people
of the world that any banking structure of any nation had done.

Now, that being the case it seems to me that after 19 years of
a record of that kind, it is a very serious question whether or not
it is necessary to modify in any material feature an act of that
character and with that record at a time like this.

Senator BrooxuarT. Mr. Burke, on that question about its high
efficieucy let me ask you, or rather I will state first, that it has
got into the hands of stock gamblers, and did it have anythin,
to do with the deflation of 1920 and the subsequent inflation, an
then the deflation of 1929¢ . .

Mr. Burke. Not any more, Senator Brookhart, than any other
unit in our economic structure.

Senator Brooxmarr. If it was so tremendously efficient why
shouldn’t the Federal Reserve Board have laid its hand on that
situation and stopped it? ]

Mr. Burke. It was efficient in a great emergency. Its business,
however, was not to control your impulse or mine. The American
people would never have tolerated any banking system that placed
in the hands of any set of men the power to say how they should
invest their money, or, if you will, squander their money.

Senator Brooxmart. But their business was to keep it out of the
hands of speculators and gamblers. ’

Mr. BurgE. I must most respectfully differ with you about that,
Senator Brookhart. The purpose of the Federal reserve structure
was to as far as possible decentralize the banking authority, to place
upon the bankers of this country regional responsibility in order that
they might apply in the administration of that structure the wisdom
that had come to them as the result of years of experience.

Senator Brooxuart. There is another point that occurs to me in
the matter of efficiency. How about the inflation that went on pre-
ceding and during 1928 and 1929, and the deflation that has followed
and seems to be continuing? Did it permit that? And is that what
you call its efficiency ?

Mr. Buree. My answer to that observation and question is this:
There was not a single unit in our whole economic structure, there
was not a single class of people in this country, that did not con-
tribute to the inflation of 1928 and 1929. And no one knows that
better than you do, Senator Brookhart, because it ran throuch the
agricultural regions of the country. °

Senator BrookuarT. Oh, yes; but was the administration of the
Federal reserve act efficient in helping that along ?

Mr. Borke. No. But I do want to say that——

Senator Brooxmart (interposing). W’Zﬂ, I want to find out if I
can what you think about the character of its efficiency.

Mr. Burxe. Oh, I would not say affirmatively it did that. But I
do want to say that the people who had investments in the banks of
the country had the right to withdraw them and invest them as they
saw fit. That was not the difficulty. If the Federal reserve banks
had prohibited people to withdraw their money and use it ag they
saw fit long before 1928 the people would have l}(')st confidence in the
system. They wanted their money available for whatever purpose
they saw fit to use it.
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Senator Brooxmakr. The system was not very eflicient in stopping
deflation in late 1920:and in 1921, nor in permitting the inflation of
1928 and 1929. Did it have anything to do with the failure of some
8,000. banks as a result.of that mflation and defiation? ST

Mr. Burke. If you'mean by that question to intimate that it had
an affirmative influence in bringing that situation about I would
answer no. To apply any such reasoning to the situation would be
an indietment of the bankers of this country, the directors of the
glrio(llls Federal reserve districts and in turn the Federal -Reserve

oard. :

"Senator BrooxHaxr, Well, I would not hestitate to bring such an
indictment against them.

Senator ‘FrercHER, But, let me ask you, did the Federal reserve
banks do what they might have done to check the inflation of 1928
and 1929?

Mr. Borke. That is a matter of serious discussion and always
will be. It was a question of applying the wisdom in the minds of
the people at that time. Some thought this was a wise policy and
some thought the other was a wise policy. That -will always be
the subject of debate. And yet I do not gainsay the fact that
Senator Brookhart has suggested, as to what happened, and yet I
say: ,

Senator BrookHanr (interposing). Mr. Burke, have you ever
studied the cooperative banking system of Great Britain?

Mr. Burke. kot very minutely. _

Senator BrooxHarr. Have you ever compared its efficiency with
the ups and downs that we have had in the I(),Jnited States?

Mr. Burke. Noj; I have niot. In fact, I have been too busy since the
panic came on to study any foreign banking system.

Senator BrooxmarT. Then you are not in'a position to say that
this banking system we have in the United States is the most.effi-
cient in the world. .

Mr. Burke. I do not know of any bankirg system in the world
that has stood the test better. We are one country that is still
on a.gold.basis and we are going along and meeting situations as
they arise; and if that' does not spell the success and efficiency of the
system I do not know what would.

Senator Brooxmarr. We first had the greatest production of any
country in the world, and then the people suffered 'the greatest losses
of- apy country in the world, and we have had more bankruptcies
than almost any country in the world.

Mr. Burke. That may be, but what has the Federal reserve system
to do with it? The situation that developed was of foreign origin.
The panic did not start in this country. .

Senator BrookHART. I think it is-directly chargeable to the infla-
tion that was permitted prior to 1928 and the deflution that followed.

Mr. Burke: Well, Senator Brookhart, you are entitled to your
belief. That is'a question of opinion on which people differ.

Senator BrooxHarT. I object to a system that is so administered
that permits both inflation and defation in that way. '

‘Mr. Burke. We could discuss that subject interminably and still
have an honest difference of opinion. And I will say. Senator
Brookhart, that T have very great respect for your opinion.

111161—32—pr 2 15
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Now, there is another phase of this subject that.I should like to
address myself to. There is no question about the fact that in the
minds of the people of this country there is the feeling that we need
at this moment a liberalization of credit; a banishment of the fear
and apprehension that exists in the minds of all classes of people
and has existed for the past year.

And in proof of that I will say that the very gentleman who
fathered the Federal reserve system, whose name stands out in bank-
ing legislation in this country, Senator Glass, rendered a great
service to the people of this country in his teamwork with the Chief
Executive of this country and other members of both parties in
Congress, when he sponsored the Glass-Steagall bill for the purpose
of liberalizing credit and giving the people a chance .to breathe.
And yet in the face of that

Senator BrookHART (interposing). On that proposition I wish to
remind you that when Senator Glass presented this bill to Congress
he stated that one of its great purposes was to stop the use of sur-
plus credit of the country in speculation over in New York.

Mr. Burke. I understand that, but——

Senator Brookmsrr (continuing). And. he has adhered consist-
ently to that proposition in all his record, and yet there has been
no man who has criticized the administration of this law more than
he has because that principle has been violated all along.

Mr. Burxe. That may be. I am not discussing that. But the
Senator has confessed to the American people that what we need
at this time is a liberalization of credit. And just when we were
beginning to stand erect and breathe a little bit of freedom this
bill is introduced which, to my mind, would undo in large degree
the good that was done as a result of the Glass-Steagall bill and the
creation of the Reconstruction Finance Corporation.

Senator Grass. And it does not interfere with a sentence of it.

Mr. Burge. You may not think so, but——

Senator Grass (interposing). Well, I don’t think so, and I am
quite sure of it. .

Mr. Burke. I am speaking now of the state of the public mind.
And while on that point I wish to add: On yesterday a very re-
markable statement was made, one of the most dramatic statements
ever made in the House of Representatives, made by Speaker Gar-
ner. This is what he said:

As sure as I stand in the well of this house I belleve with all my soul that
if the Congress to-day should decline to levy a tax bill there would not be a
bank in existence in the United States in 60 days, that could meet its de-
positors.

What did he mean by that? That as a result of a single vote
on a single section of the tax bill last week there was practically a
Banic in the minds of the people of this country, and the dollar

escended in value in every market of the world. What John N.
Garner meant there was, that regardless of the merits or demerits
of the tax-raising measure the refusal of the House of Representa-
tives to act promptly on a great economic measure at this time was
going to carry terror to the banking and business interests of the
country and do untold damage.

SenatorBrooxHART. In spite of all this efficiency you have been
talking about we have had to create the Reconstruction Finance Cor-
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poration with $2,000,000,000 taken from the Treasury, and -have
had to have a tax bill that would levy more taxes upon the common
people of the country, in order to save us from the worst disaster
that ever came along.

Mr. Burke. Exactly. And in addition to that you failed to men-.
tion the National Credit Corporation that went to therescue of
1,100 banks, and to the defense of:

Senator BrookHART (interposing). Oh, yes; that is the one that
started out and threw up its hands.

Mr. Burke. Even so that does not prove that any other banking
system would have left a better condition in this country.

Senator BrooxmArT. I think my suggested cooperative banking
system would have left the conditions in the country better and not
worse.

Senator Grass. I want to go on record again as saying that I do
not know of anything that happened anywhere in this country
that has contributed more to intensify the fear of the people than
the largest part of the testimony that has been given around this
table by the witnesses who have appeared before us.

Mr. Burke. In answer to that may I ask you this question in turn:
This is bankin% legislation and who is demanding it? Since these
hearings opened you have had before you bankers from all sections
of the country, and every one of them has appeared in unanimous
protest against this bill. '

Senator Grass. Yes; and they were brought here in an organized
protest, just as I think you were.

Mr. Burke. Suppose they were, yet the fact remains——

Senator Grass (Ii)nterposing). Oh! Didn’t we have the same sort
of protest, and didn’t we have resolutions akin to the one you have
brought here from the Pittsburgh ‘people, when we passed the Fed-
eral reserve act? : '

Mr. Borge. Exactly. And isn’t it a fact

Senator Grass (interposing). Undoubtedly we did.

Mr. Burke. Exactly, -with reference to the original Federal re-
serve bill.

Senator Grass. That shows just how much importance is to be
attached to similar propaganda. '

Mr. Buree. And right there I will say, Senator Glass, that I think
you do yourself an injustice, and I am sure that you do bankers
an injustice.. The doctrine never has obtained in this country and
I hope never will when bankers and business men may not have
the right to come here and petition Congress and make known their
views as to legislation.

Senator Grass. Nobody questions that.

Mr. Buree. And you can not impeach them on the theory that
they are dragged here. I say they are coming here voluntarily be-
cause 'l:he{l are the men who have the confidence of their communi-
ties, and they are the people who have conserved the resources of this
country. ' '

Senator Grass. We are not simply guessing but we know why
thethere brought here, and we have suggested it to them after they
got here. -

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



448  XNATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Mr. Burke. Do you find fault with their coming here? Do you
deny- their right to come here and present their views?

Senator Grass. No.

Mr. Burke. Then there can be no complaint of their. coming.

Senator Grass. I do not adinit that you have the right to question
my opinion as to why they were brought here, nor what was done
after they got here.

Mr. Bounke. Certainly not. But you made the statement, and
while I am not questioning at all your right to make it, I am trying
to answer it.

The Cmamrnax. Let the witness proceed.

Senator Barkrey. Mr. Burke, do you condemn this whole bill or
do vou admit that there are any features of it that are constructive?

Mr. Burge. There are features of it that have been repeatedly ap-
proved by gentlemen who have been before you, or at least they have
said that they have merit. But after all, to my mind the question
at this time 15, whether or not a measure that has survived for- 19
years and rendered good service is in such a precarious condition, is
such a weak structure, so weak either in structure or resources, that
it calls for a drastic modification at a time when the public mind is
in its present state.

Senator BarkrLey. Why is it in that state? We have been sitting
here for two and a half years watching bank after bank go to the
wall and Congress has done nothing about it, no legislation that
has been passed as yet has done anything about it fundamentally;
perhaps there has been a temporary remedy to keep the patient alive
until nature can take its course, but shall we sit here and do nothing
when the people are demanding something that will give the bank-
ing system' strength and influence?

Mr. Borke. Senator Barkley, if your premise were correct your
theory would be that you can correct the present condition by legis-
lation. I do not believe you can. I do not think you can refill the
empty tills of the banks of this country by mere legislative fiat.-

enator Barxrey, No; but we owe the duty to the public to keep
any more from failing.

‘Mr. Borge. And you owe a duty to the public to do nothing that
will cause further deflation and greater destruction.

Senator BarrLey. I agree with that but T am somewhat like the
old colored preacher who was dismissed from his pastorate because
he could not tell the people wherein; he could not tell the people
wherein although he could ¢ argufy and sputify  on every subject.
Now, Mr. Burke, wherein -will we injure the people by enacting this
bill into law?

Mr. Borke. May I bring home this thought to you?

Senator BARKLEY. And% am intensely in earnest about it.

Mr. Burre: No doubt you are.

Senator Barkiey: I am not committed to any single provision of
this bill, but I do want to know, in view of the duty of Congress and
the people’s suspicion in this whole situation that has been brought
about by somebody and I am not charging anybody with it, but we
certainly ought not to permit if we can help it a condition to be
perpetuated In_this country that will make it possible for any
disaster like this to overcome the country. The question is whether
we are going to try to remedy it while we are sick and know what
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the trouble is, if we do, or wait until we get well, and then maybe
the doctors will decide that we can not afford to do it while we are
well because it might make us sick again. That is a homely sort of
philosophy but it 1s one that appeals to me.

Mr. Burke. It'is very sound from your viewpoint. But why'in
the world would these men who are the trustees of their communities
back home under this regional banking 'system that we established
for the deliberate purpose -of decentrn%izmg’ banking authority of
this country; I say why would they come here from all parts of
the country and say to you that this legislation would damage the
banking structure, and that it would be inimical to the general in-
terests of the American people? Can you gainsay for a moment their
interest ? _

Senator BarsLEY. No; and I do not. I do not impeach their in-
terest, their integrity, their good purpose, or their right to come
here. And as far as I am concerned I have welcomed. their testi-
mony in the sense that I want light on this subject.

Mr. Borke. All right.

Senator BarkrLey. But after all it seeins to me a mistake to take
the position that Congress does not owe some duty even in a crisis to
try to protect the people against a recurrence of it if we can do it.
Maybe this bill does not do it, but if it does not I shounld like for
somebody to offer a constructive measure that will.

Mr. Burke.. We agree witli you on that.

Senator Barxrey, We have all floundered around for lack of lead-
ership, and it has been just as true of banking matters as of politics.

Mr. Bunke. I fully agree with you, Senator Barkley, that Con-
gress should do all in its power to lead the American people out of
this dilemma. There is no difference of opinion about that. What
I am questioning is, the wisdom and necessity of enacting this par-
ticular measure at this time.

Now let us look at the situation from a practical legislative stand-

oint. You have n congested calendar both in the Senate and the

ouse. You are going to have an interminable debate on the tax
bill. You are going to have great difficulty concluding this session
of Congress by June 10 if you gentlemen should decide to adjourn
about that time' for the national conventions; you will have great
difficulty in passing even the appropriation bills- and other out-
standing measures without any regard whatsoever to this measure.

And what will be the result if you press this measure? You will
inject into the arena of debate a measure that has given rise to very
serious differences of opinion up to this precious moment, and that.
will continue for the next six or nine months. The people want to
breathe freely, the people want to be out of an atmosphere of appre-
hension as it were, to go about their business. These bankers here
to-day ought to be back home attending to their business, trying
to revive and restore confidence in their communities. '

Senator Grass. I agree with you on that thoroughly.

Mr. Burxe. But as 2 result of your measure, Senator Glass, it is
necessary for them to be here in an effort to protect their own inter-
ests and those of their communities.

Senator Griss. Point out to us any provisions of this bill that
would do all these disastrous things you talk about. You don’t
need to talk to us about legislative strategy or procedure. We as
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Members of Congress know those things quite as well and.perhaps a
little better than you do. ,

Mr. Burke. Nobody has denied that, but I have attempted to
point out the situation as I see it.: :

Senator Grass. Just address yourself to the provisions of the
pending bill.

Senator Frercuer. You have alluded to drastic provisions of this
blill. ?\Vhat are those provisions and what are your objections to
them .

Mr. Burke. The Comptroller of the Currency and the governor
of the Federal Reserve Board on yesterday pointed out in detail
where they differed with you on the measure.

Senator Grass. Didn’t you hear the Comptroller of the Currency
say that he thought legislation at the present time was imperative?

Mr. Burke. No; not imperative. ,

Senator Grass. You did not hear him say that?

Mr. Berke. No; not that it was imperative.

Senator Grass. But he did.

Mr. Burke. I beg your pardon.

Senator Grass. He did say that, and the governor of the Federal
Reserve Board said he thought it very desirable, and that that was
the reason he made these recommendations. :

Mr. Burke. But I am talking about this bill. Before he made
that statement he spent an hour and a half dissecting the bill and
pointing out its evils.

Senator Grass. As a matter of fact he didn’t do anything of the
kind. But if you will simply take the proposals he made and tell
me the difference between his proposals and the provisions of this
bill you will do a service to this committee.

Mr. Burke. You understand that—

Senator Grass (intergosing). Just point them out.

Mr. Burke. Senator Glass, you, of course, understand the English
language and—

Senator Grass (interposing). I certainly do.

Mr. Burse. Well, I will say—— _

Senator Grass (interposing). Just point out to us the difference
between the proposals of the IFederal Reserve Board and the provi-
sions of this bill.

Mr. Burke. You said on yesterday——

Senator Grass (interposing). Oh, let us come down to concrete
things. Take a section of the bill and tell me the difference between
the proposal of the Federal Reserve Board and that section.

Mr. Burse. Well, I will say—

Senator Grass (interposing). Just take up the bill and pick out
any section of it and tell me wherein there is a difference between
lt)l'lﬁ proposal of the Federal Reserve Board and that section of the

ill,

Mr. Burge. Do you want me to go into an analysis of the bill?

Senator Grass, Yes. i

Mr. Burke. If you want me to take up the bill section by section
I can doit, ) , '

Senator Grass. All right, and tell me the difference.

Mr. Burke. I can do it at great length, but keep this in mind,
that the last thing you said on yesterday to Governor Meyer was
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Senator Grass (interposing). Just point out to us the difference.

Mr. Burke. You said to Governor Meyer that you did not agree
with his theories or his amendments. ' '

Senator Grass. You just go:'ahead now and point out to us the
differences’ between the proposals of the Federal Reserve Board
and the provisions of this bill as you claim. As a matter of fact
I agree with a good many of those suggestions. ,

Mr. Burke. I understand, but on yesterday you made the blankét
statement that you disagreed with t]'}x'em as a general proposition,

Senator Grasss. Noj T did not make any blanket statement,

nM}'. }?URKE. Then if you and Governor Meyer are in accord. it is
all right. _

Senator Grass. But you and Governor Meyer are not in accord.
He says this should be done and you say not.

Mr. Burge. No. What I say is—

Senator Grass (interposing). The Comptroller of the Currency
said legislation was extremely desirable.

Mr. Burke. But this is what Governor Meyer said——

Senator Grass (interposing). Let us not get off on that. Let
us stick to the matter of comparison, )

Mr. Borke. He said legislation such as he suggested here would
be timely at this time.

Senator Grass. Take section 8 of the bill and let me know the
difference between the proposal of the Federal Reserve Board and
what is contained in that provision of the bill. '

Mr. Burke. Senator Glass, I have page after page here on all sec-
tions of the bill.

Senator BagkrEy. Mr. Burke, what is that document the pages of
which you are turning over?

Mr. Burke. This is an analysis made in Pittsburgh by our clear-
ing house association. : ‘

enator Grass. I am not talking about the Pittsburgh Clearin
House Association but the suggestion of the Federal Reserve Board.

Mr. Burke. Very well. :

Senator Grass. Tell me the difference.

Mr. Burke. I was going to tell you:

Senator Grass (interposing). Tge,Pittsburgh Clearing House As-
sociation could not have passed on that recommendation made by the
Federal Reserve Board because it was only made on yesterday.

Mr. Burge. Oh, no; but I am not talking about that at all

Senator Grass. Go ahead and tell me the differences.

Mr. Burke. You were asking about section 3 of the bill.

Senator Grass. All right. Go ahead.

Mr. Burge. And you were speaking about you and.the governor
of the Federal Reserve Board being in accord. Yhen you said the
governor stated it was advisable to enact this legislation, and when
you stated that Comptroller Pole said that the passage of this legis-
lation was imperative, I am quite certain, Senator élass, that your
memory was at fault.

Senator Grass. Oh, no. But you are here saying nothing should
be done at all. .

Mr. Burge. No; I did not say that.

Senator Grass, Well, let the shorthand reporter read his notes of
what you said.
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Mr. Burke. No; I did not say that. ‘

Senator Grass. Let us have the shorthand reporter read his.notes
of what you said and see if you did not say that,

Mr. Burke. What I said was this: That legislation of this nature
at this time was untimely. And I said I believed the Federal re-
serve structure was so inherently strong, and for the reasons that I
pointed out, it was not necessary to inject amendments at this time
and bring about a discussion of this delicate matter during present
economic conditions. That is what I said..

Senator Grass, Well, the record will show. - v

Mr. Burke. All right. But, of course, Senator Glass, I have a
high regard for your opinion. ]

.. %enator BarrLey. Mr. Burke, let me ask you this: Our banking
history in the last two and a half years has been very unfavorable
when compared to the banking history of other countries. What-
ever may be the differences we might not find it profitable to go into
them now. But we have had a deplorable accumulation of bank
failures and there is more or less lack of confidence on the part of
the people in our banking system. What is your remedy for that?

Mr. Burxe. Senator Barkley, the remedy for that is the chasdise-
ment and wisdom that comes from experience. You can not legis-
late it into the minds of bankers. The bankers of this country have
had their lesson; and as a result of what transpired in 1927, 1928, and
1929 the bankers of this country have learned & great lesson.

Senator Bark1ey. But are they going to profit by it?

Mr. Burke. Yes; and they will profit by it without legislation.

Seuator Barkrer. How do you know?

Mr. Burke. It is the history of the human race.

Senator BarRkLEY. Not always.

Mr. Borke. It is their history.

Senator BARRLEY. Your idea is that we ought not to do anythin
as a result of the experience we have had in the last two years ang
a half, and that if there are weak places in our banking system they
ought not to be strengthened at this time. ’

Mr. Burke. Well, I think it-is unnecessary at this time. I think
the system as a central structure should be allowed to exist without
any repairs at the present time. I think the country will be better
off if this bill were eliminated from the field of discussion for the
time being. ' -

Senator BARKLEY. Do I understand that your attitude is purely
as a representative of the Pittsburgh Clearing House Association
and not as general attorney for the Republican National Committee?

Mr. Burke. The Republican National Committee has nothing to
do with me in this matter. It is my own personal view. I should
like to be in accord with you, Senator Barkley, and I hope when
you sound the keynote in the Democratic National Convention you
and I will be in perfect accord.

Senator -Barkrey. Well, I will be willing to receive suggestions
from you.

" Senator BuLkLEY. Then am I.to understand that these are your
personal views and that you are not representing the Pittsburgh
Clearing House Association?

Mr. Burke. These views.I am expressing now I would say are my

own personal views as an individual, as a national bank director,
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and as one who has. liad somewhat to do with legislation of: this
character. My associations with you, Senatoyr, have been very-pleas-
ant and profitable.

Senator BULELEY: ‘As to that resolution from the Pittsburgh
Clearing House Association, was that.in line with what- you have
been saying?

Mr. Burr®. As to the general objections to the bill; yes,

Senator BuLkrey. Does it generally take the position that the Fed-
eral reserve law is-now so good it ought not to be tampered with ¢

Mr. Burke: If takes the view that it-is sufficiently strong to survive
the present emergency, and that it would be.wiser not to tamper
with it 'at this time:

Senator BuLrrey. Do you contend that there is anything in this
Glass bill that is in'any way a modification of the intent of the
original Federal reserve act?

Mr. Burke. That is a-matter, Senator, of debate. It is in the state
of mind, whether it is a fact or not. I am-dealing with the thing
that Speaker Garner dealt with yesterday on the floor of the House.
You can not escape it. '

Senator BurkirEy. You can not put this in any such class as to
say that-it is equivalent to failing to balance the Budget. That
would just make you ridiculous. You do not say that, do you?

Mr. Borge. No; I do not say that is ridiculous,

Senator BuLxizy, Of course you do not.

Mr. Burke. No; but—

Senator Burkrey (interposing). Let us forget about it.

Mr. Burke. But it bears the general relation to the same subject
Senator. It has to do with the creation and the promulgation o
uneasiness. That is what it has to do. .

Senator Burkrey. Yes; you have said that, but I want to go one
step further now and I want you to show me how a measure that is
designed to carry-oitt the purpose and intent of the Federal reserve
act, which you so highly praised, is going to create so much.uneasi-
ness. If you do not agree that it tﬁms carry out the purpose and
intent of the Federal reserve act, show me wherein there is a differ-
ence in principle.

Mr. Burke., Well, your curtailment—you curtailed credits. There
is no question about that. You modified the matter of administra-
tion.- You centralized authority. There is no feeling in this country
growing stronger day by day. .

Senator BuLkLEY., You are not telling us anything that is a de-
parture from the principles of the Federal reserve act. If you say
the act is so ‘good, why shouldn’t its principles be enforced and
tiglhtened up? ,

Mr. Burge. Senator, you have.increased the powers of the Fed-
eral Reserve Board as compared with those that existed previously.

Senator BuLKLEY. In some respects we increased them and In
some respects we did not increase them, but diminished them. Some
of the principal criticism is that we diminished the power of the
Federal Resérve Board in some respects.

Mvr. Burke. My crititcism would be that your enhancement of the
powers of the Federal Reserve Board is detrimental to the country.

Senator BuLkrey. You would not criticize that 1 per cent pen-
alty rate, then?

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



454 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Mr. Burke. I do not see any necessity for it.

Senator BurLkrey. That is a restriction on the powers of the
Federal Reserve Board. L . .

Mr. Burke. That may all be, but at the same time, it is an imposi-
tion and an additional burden on the borrowing banks. ‘

Senator Burkrey. I would like to have you get back and answer
the question as to wherein we depart from the principles of the
Federal reserve act. .

Mr. Burke. The word “ principles” is a very broad proposition.
You might state & detail here and there and say it is still within
the general principles. .

Senator BuLkLey. Yes; but you say there are very drastic changes.
‘What are they?

Mr. Burke, Well, the power you give to the Federal Reserve
Board themselves to determine the percentages within which invest-
ments can be made by banks in various. regions. You. are takin,
away from the various regional directors the power that was lodge
in them as a result of the protest at the time the Federal reserve act
was passed against a central bank. That was repugnant to you, to
your associates, and to other people in the country. For that reason
you divested them of these powers and distributed them through the
various sections of the country. Your tendency now is, according
to my immpression, to deprive the local authorities of their powers
and vest them in the Federal Reserve Board.

Senator Brrkrey. Tell me how much that is done. What are
the several things that we take away from a local bank ?

Mr. Bourke. That one thing, for instance.

Senator BurkrLey. That is one.

Mr. Borge. That is an illustration.

Senator BurkLey. What else is there altogether?

Mr. Burke. Now, I could go through that, Senator, at some
length; but, as I say, that is an illustration of it, and your open
market

Senator BuLkreEy (interposing). Your implication is, of course,
that they run all the way through the bill, and yet you can not name
another instance of it.

Mr. Burke. Oh, yes. Yes, there are other instances.

Senator BuLsLey. Well, I said you could not name them.

Mr. Burke. How many sections are there in the bill? There are
21 sections, and every one of them is a modification.

Senator BurkLeyr. Of the principles of the Federal reserve act?

Mr. Burke. Well, no; they are a modification of the Federal
reserve act. You might call it a principle. You may say that they
are alterations of the act, but not alterations of the principles; and
other people believe that it is an alteration, and the bankers of the
country think that.

Senator Burxrey. They are alterations to enforce the law as
originally intended.

Mr. Bourke. There is no necessity for reenforcing it as enacted.
It was enacted and enforced for 19 years, and enforced successfully
and admirably.

Senator BourkrLey. There has been plenty of necessity; more than
the world ever saw.

Mr. Burse. That may be true. It is a matter of opinion.
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Senator WaaNer. Mr. Burke, if we were not in a disturbed eco-
nomic state, as you say, would you still oppose the major provisions
of this bill} ,

Mr. Borge. From my standpoint I do not know that I would.
1 am not sure about that. But because I am dealing solely from my
viewpoint with the timeliness of this matter, it might be; I might
modify my views about the intensity of the evil.that would follow
this legislation. I might not. I might adhere toit. I do not know,
Senator.

Senator WaaxNer. You are not determined in your own mind——

Mr. Burke. No. _ )

Senator WacenEr. As to whether any of these provisions would
improve the system?

Mr. Burke. No. I determine in my own mind that they are
unnecessary. '

Senator Waaxer. Under any circumstances ?

Mr. Borke. I think you have got a great structure and I think it
is a great monument to Senator Glass and Senator Bulkley and his
associates.

Senator Grass. For the record, in order that it may be determined
who is accurate and who is not, the witness does not think there
should be any legislation at this time, and suggested that neither the
Federal Reserve Board nor the Comptroller of the Currency thought
there should be any legislation at this time; I have here the hearing
of yesterday in which I asked the Comptroller of the Currency if
he was fearful of legislation at this particular time, and he said: -

I think legislation would be a very good thing. I am not saying that there
should be any disturbing or drastic legislation, but I do say legislation of that
character—
speaking of the most controverted provision of the bill, branch
banking— '

would be immensely helpful.

And so on.

Governor Meyer, being on the stand, was asked by me if he thought
there should be legislation immediately along the line.suggested by
the Federal Reserve Board. ' ’ ’

Mr. MeyYER. Yes; I think it should. I am not afraid to say that as amended
I would welcome the passage of the bill. '

So that the board did not engage in an idle gesture when it sent
up to the committee some proposed amendments to this bill, most of
which did not disagree in essential and substantive provisions from
the bill itself. They really want us to incorporate those amendments
to the bill and pass it. A

Senator FLercHER. He further said that he agreed generally in the
purpose of the bill; had no objection to the bill itself. ,

Senator Grass. Yes: and he proposes—the board unanimously,
vou understand, something that I venture -to believe has not hap-
pened since the foundation of the system, agreed .that these amend-
ments should be made to the bill, many of which I am sure the com-
mittee will accept without dispute or much discussion, others of
which are not in disagreement with the substantial purpose of the
bill, and not much in disagreement with the text of the bill, and the
board wants us to incorporate those amendments in the bill and
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pass it at once. So that by that record it may be determined who-is
accurate and who is inaccurate.

Mr. Burxe. Thank you, Senator.

The Craratax. The next witness is Mr, Bruce, of Baltimore.

STATEMENT OF HOWARD BRUCE, CHATRMAN OF THE BOARD OF
THE BALTIMORE TRUST C0., BALTIMORE, MD.

The Cuamax. State your full name and address and business
connections to the reporter, Mr. Bruce. .

Mr. Bruce. My name is Howard Bruce, Baltimore, Md. ; chairman
of the board of the Baltimore Trust Co.

Mr. Chairman, I have prepared a statement, and might I be per-
mitted to read that statement first and then try to answer any ques-
tions?

The Cnamyax. If agreeable to the committee. That requires
unanimous consent.

Senator Towxsexp. That is agreeable to me,

The Cuairsran. If you would rather do that, I think we would all
agree to it.

Mr. Brouck. I start with the theory that there is nothing sacresanct
about the Federal reserve system. Like every other system in the
process of .evolution, it is going to be chapged; and unquestionabl
there are changes that are needed in this system. I approach it
more with a definite feeling about the changes that are proposed to
be made by this bill at this time and their ﬁearing on what I think
is the condition of business and finance in this country.

I fcel that at the present tine when we are in the depths of the
greatest depression which this country has ever experienced, no legis-
Iation should be proposed that is even open to the suspicion of retard-
ing our recovery from the present business stagnation, following the
violent deflation through which this country has gone during the
past two and one-half years. '

The formation of a liquidating corporation is clear of any such
suspicion. There may be wide differences of opinion as to the source
from which its capital should be derived, and as to the machinery
set up for its operation; but there is an almost unanimous indorse-
ment of the creation of an agency that will return to the channels
of trade the assets now frozen in closed banks,

Affiliates: There is unquestionably the need of normal regulation
and control of banking affiliates. However, in the present situation
the drastic regulating provisions contained in the bill can not fail
to have an unfortunate effect upon existing conditions, even if such
effect is to some extent in the form of a feeling of uncertainty and
unrest.

Section 9 limits the sum which a parent bank may loan to an affili-
ate to 10 per cent of the capital and surplus of the parent bank, and
such loans must be secured by 120 per cent of listed exchange securi-
ties or 100 per cent of either eligible paper or savings banks securi-
ties, neither of which would be for the most part in the possession of
an_affiliate unless it happened to be a banking institution. The
enforcement of this provision will mean radical liquidation in the
case of many affiliates,
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The provision of section 25, page 49, paragraph 2, I interpret as
meaning that at the end of a 3-year period the affiliate must be
completely divorced from its parent company. This appeals to-me
as a most drastic provision, as it is certainly possible to regulate and
control undesirable activities without abolishing an agency of great
importance ‘in the distribution of securities and other. necessary
functions.

Increase of reserves: Section 13 provides for increasing reserves
against time deposits over a 3-year period to a figure equal to the
present reserve on demand deposits. The Federal reserve system does
not need this fund, as it has been and is now able to meet all demands
upon it for credit. The depositors-are not further protected, as their
protection is measured more by the character of assets of the banks
than by the amount of their reserve. The banks’ loaning power and
earning capacitg are both reduced.

The worst of its effects will be borne by the outlying banks in
rural communities holding a larger proportion of time deposits
than the city banks.

Segregation of assets back of time deposits: Much might be said
on the provisions of this section, but the most important considera-
tion, to my mind, is that, even though its action is spread over a
period of 2 years, it is bound to bring about a disruption of the
credit structure of the country. Many banks, particularly those in
rural communities, have a large percentage ofl their time deposits
tied up in loans for the benefit of commerce and agriculture in their
surrounding territory. Such banks would be compelled to liquidate
a large proportion of these loans and invest the funds so obtained
in real estate or specified securities. _

Limitation of interest on deposits: Section 24 limits the rate
of interest that may be paid on. deposits. This seems to place the
member bank at a disadvantage in competition with nonmember
banks. Money is certainly a commodity, and I see no reason why
member banks should not be free to pay the rates necessary to hold
their deposits. :

Control of collateral loans and security holdings of member banks:
The provisions undertaking to control the holding by member banks
o}f stla)cllllrities, either as investments or collateral, run all through
this bill. . :

Section 8 gives authority to six members of the Federal Reserve
Board to fix the percentage of capital and surplus of any member
bank that may be represented by loans on collateral securities, taking
out of the hands of the board of directors one of its principal
functions .

Section 8 places the discretion in the hands of the Federal Reserve
Board as to what constitutes undue or improper use of credit facili-
ties and gives abritrary power to the board to suspend a member
from use of the credit facilities of the Federal reserve system.

Section 11 establishes an incressed rate upon 15-day borrowing
and places the power in the Federal Reserve Board to suspend a
memger bank as a.borrower from the Federal reserve bank, 1f such
member bank should increase his outstandingRloans on collateral
security, despite a warning from the District Reserve Bank or the
Federal Reserve Board.
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Section 15 restricts the amount of investment securities of any
oiie obligor that may be held by a national bank to 10 per cent of
the total amount of the issue outstanding,.and further restricts the
aggregate amount of securities which may be owned. Both of
these provisions will bring about a forced liquidation of national
banll{{ oldings. and will have a further depressing effect.upon the
market.

This bill throughout its numerous provisions seems to attempt by
edict to outlaw the owning of securities, the trading in securities,
and the loaning of money upon securities, and to further assume
that the blame for the present situation in this country is due to
the loaning of money upon collateral securities.

It seeins to me impossible to segregate the speculative loan upon
collateral from the normal business loan of this character, or to
restrict the credit on collateral and at the same time maintain a free-
dom of credit on short-time paper or Government securities. The
whole structure of business o? this country has been built up by the
wide distribution of securities. The effort to drastically restrict
and to control speculation, it seems to me, will result in evils of vastly
greater weight. The funds of savings banks, insurance companies,
and, in fact, a great part of the wealth of the country, is invested in
securities. Any action aimed at the speculative which restricts
the free marketing of securities, and depresses their value, will in
one way or another affect every man, woman, and child in this
country.

A prerequisite to emergence from the present depression is an
atmosphere of public confidence, and not one of uneasiness or un-
certainty. As I see it, there is nothing in this bill other than the
provision for a liquidating corporation, and a few minor provisions,
that will not result in creating an atmosphere of uncertainty and
unrest, and consequently, if the bill is enacted into a law, or if the
possibility of its enactment hangs over the country for any length
of time, a further depression of security values will follow. People
buy marketable securities for the income to be derived and for the
reason that they believe they are readily marketable and in time of
need they can readily borrow money upon them as collateral. A de-
nial of this right, in an effort to reach the speculator, is grossly
unjust. What I am interested in primarily, and what every other
thinking man in this country is interested in at the present moment,
is to aid and assist in .the emergence from the frightful condition
of depression and unemployment from which -we are suffering.

If legislation is necessary or desirable to limit any future riots
of speculation, such as culminated in the year 1929, I am sorry to
say ? believe we have a considerable lapse of time ahead of us be-
fore we will meet the next such issue, and I can see no possible
justification, in a period such .as the present, to hurry through
drastic provisions which in my opinion will bring on a further
deflation of securities and proling the period of depression.

Senator Frercuer. Mr. Bruce, you said it was very important to
preserve this free distribution of securities.

Mr. Bruce. Yes. -

Senator FrercHer. And ‘that adds to the prosperity generally.
It is not a fact that, prior to 1931, 1929, and 1930, there was a dis-
tribution of about 70,000,000,000 of securities in this country, stocks,
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bonds, foreign and domestic, unloaded on the public, and:in prac-
tically every instance the public losing everything they put in?
Do you think that is a good thing to do?

Mr. Brouce. No; but I do not think at the present time, with the
provisions of this bill, that you are going to-aid that situation.

Senator Frercaer. One of the effects you said was to check this
distribution of securities.

Mr. -Bruce: Well, you limit the owning of securities by an asso-
ciation, )

Senator BuLkrEx. Mr. Bruce, are you referring there to page
86 when you say we limit that?

Mr: Bruce. That is the one that limits to 10 per cent the amount
of any one issue held by a national bank.

Senator Bunrrey. Yes.

Mr. Bruce. And further limits the total security.

Senator Burkrey. That is what it does not do, and I thought you
probably misunderstood that. I do not blame you for the misunder-
standing.

Mr. Broce. It certainly reads that way.

Senator BurkLey. Yes; I do not blame you for the misunderstand-
ing, but I think your criticism ought to be withdrawn in the light
of what is really meant. That has been the custom, those who have
misunderstood that and had it explained to them have usually
withdrawn the criticism.

Mr. Bruce. What does it mean?

Senator BurLxrey. It means of any one issue.

Mr. Bruce. Well, 10 per cent—that would prevent a bank from
taking an issue to cover a bad loan,

Senator Burkxiey. Yes; it would prevent taking more than 10
per cent of that issue.

Mr. Bruck. There are constantly instances where a bank will take
a mortgage or something in the form of a security issue to cover a
frozen loan.

Senator BuLkrLey. Yes; it does that. It does prevent that.

Senator Grass. Can you loan more than 10 per cent to a merchant?

Mr. Bruce. This is 10.per cent upon one issue, Senator.

Senator Grass.. I understand that: yes.

Senator BuLkrey. Ten per cent of any one issue,

Mr. Bruce.. Any one issue. -

Senator BuLrLey. That is right.

Mr. Broce. Banks frequently in the normal course. of lines of
credit get into a position where a loan is frozen, and, in an effort to
protect a loan, they take a mortgage or some issue of securities as
protection. . .

Senator Grass. What percentage would you prescribe as a limit?
Do you think a bank ought to be allowed to take the whole issue of
a corporation?

Mr. Bruce. I think the general clause that Governor Meyer sug-
gested as a substitute for seetion 3, section 8, section 11, and section
15, the general clause giving authority to the Federal Reserve Board,
covers that. I think they have the authority now in a moral way,
if not a legal way, to control. . )

Senator Grass. In other words, you would not limit the authority

by statute or even suggest it by statute?
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Mr. Bruce. No.

Senator Grass. But you would give the Federal Reserve Board
unlimited authority to deal with a matter of that sort, would you?

Mr. Bruce. I do not know whether you have got to write it into
the law or let the present unwritten power act—the power lies
there now. I do not want to go under cross-examination on the
English system, because I am not an expert, but my impression is
that most of the English system and the working of it is based
on custom that has gradually grown up. I think the Federal Re-
serve Board has the power now.,

Senator Grass. I think so, too, Mr. Bruce, but the board does not
exactly think so. There has been a great division of opinion on that
question, and the matter has been litigated in the courts.

Mr. Bruce. I have no objection to that clause suggested by Mr.

Meyer.
’ S);nator Guass. And two decisions have been rendered to the effect
that the board has that power. I think undoubtedly it has always
had that power, and we intended to give it that power; but around
this table there has been-a great (%iscussidn .and a bitter attack
upon this bill upon the score that it gives the Federal Reserve
Board too much power, and now you say that you want their pro-
posed section 3, and I am not objecting to it. But you must under-
stand that their proposed section 3:confers in this respect unlimited
power on the board.

Mr. Bruce. Yes.

Senator BuLxrey. I take it Mr. Bruce disagrees with Mr. Burke
on that subject.

Senator Grass. He disagrees with many of the others.

Mr. Brouce. I was busy studying my own notes and I can not
say that I followed Mr. Burke’s testimony.

Senator Warcorr. Mr. Bruce, I understand you to say now that
you approve of the suggestion made by Governor Meyer before with
respect to section 3¢

Mr. Broce. I think I do.- All I could say about Mr. Meyer’s
‘suggestion is based upon what I have read in the limited time while
I was motoring to Washington from my home this morning.

Senator Grass. Most of it is contained in this bill, the text.

Mr. Bruce. Noj there is a difference. It does not apply this power
only to collateral loans. It spreads it out to all other loans.

Senator Grass. And to that extent still enlarges the power of the
Federal Reserve Board ? '

Mr. Bruce. Yes; I think it makes it sounder.

Senator Wavcorr. But you approve of that?

Mr. Bruce. Yes; I have no objection. But your section 3 treated
only collateral loans.

Senator Grass. Noj; this extends it to commodity loans.

Mr. Broce. All right.

Senator Grass. The point I make is that you disagree with these
various other witnesses when they assailed the bill upon that section
or upon the power that it gives to the Federal Reserve Board. You
do not agree with that, do you?

Mr. Bruck. I do not agree with that so far as Governor Meyer’s
section 3, as I understand it, goes.

Senator Grass. Yes; I understand.
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Sendtor BuLkLeY, Now, Mr. Bruce, I would like to get back here
to section 15.. You have made a criticism which is perfectly clear cut
and which can stand without argument at the moment, that this
section would prevent a bank from taking over a whole issue, whether
for the purpose of clearing up a bad loan or any other purpose.

Mr. Bruce. Yes.

Senator Burkiey. That is true.

Mr. Bruce. Yes.

Senator BuLkLey. Now, that is an understandable criticism.. But
you did say in your prepared statement that what follows there
would cause an increased Liquidation. Of course, that is not so, is it?

Mr. Bruce. Yes; it is so, because I think many national banks hold
at the present time more than 10 per cent of individual issues.

Senator BurkLey. Yes, but this only provides that they shall not
acquire it hereafter.

Mr. Broce. Is not the word “ holding ”-in that section ?

B Senator BuLkrey. Yes. I will not defend the wording of it, Mr.
ruce.

Mr. Broce. I am discussing what it says.

Senator Burkrey. I am not trying to put you in a hole. I am
trying to arrive at the truth, and I agree with you that the wording
is not appropriate to express the intent. But the intent of it 1s that
the bank shall not hereafter acquire for holding more than these
limits of any one security. It is subject to the criticism you made
for whatever merit it has;, but the other criticism, because of too
much liquidation, does not stand, does it?

Mr. Bruce. Yes; as it is worded it stands. Might I ask one other
thing: Is it the intention of that act that they should not hold in
any form.of security more than 15 per cent of their capital and 25
per cent of their surplus? That is the way it reads to me.

Senator BuLkrey. Of any one security.

Mr. Bruce. No, no; as I read it. It 1s involved, and as I see re-
stricts total holdings of all securities.

Senator WaceNEr. We have agreed that that should be amended.

Mr. Bruce. It is involved, and I believe it covers all issues.

Senator BULkLEY. Yes; I agree with you that the wording is
unfortunate, but I want you to take our statement of what is the
intent of it. ,

Senator Gr.ass. We have explained to witness after witness, at
least a score of them—well, I won’t say at least a score of them, but
more than a dozen of them—just what the intent was. We have
agreed that the language is involved and needs clarifieation, and
yet each succeeding witness comes back to the same criticism.

Mr. Bruce. Well, I have tried to study this particular bill, Sen-
ator. I have not read any other testimony, and I have tried my
best to study this bill, and I have had a difficult job.

The CramrmaN. There seems to be no disagreement on that point.
Suppose we proceed to something else.

Mr. Bruce. I think that the section 3 proposed by Governor
Meyer gives ample control, and I question the advisability of put-
ting a rigid limit into this bill. I question it. L .

genator WacexER. In other words, Mr. Bruce, even. if it applied
to only future issues—— L

Mr. Bruce -(interposing). I question it.

111161—32—r1 2—16

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




462  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Senator WaceNer, You still oppose the 10 per cent limitation ?

Mr. Bruck. Absolutely, the 10 per cent; and I question that
whole thing. I think the criticism of the Federal Reserve Board,
if anything, is for not exercising power rather than for not having

ower.

P Senator Gurass. Well, undoubtedly; and what assurance have we,
Mr. Bruce, that it is going to exercise it herenfter? Take section
11 of this bill: That is the 13-day period. FExisting law there pro-
vides that the Federal Reserve Board may have unrestrained power
to control the rate of 15-day paper, which is a special privilege, not
oirginally designed and not originally incorporated in the act.
Why would you say we gave the board the right, the unrestricted
right, to make a rate on that transaction?

1Ir. Bruce. You stipulated that it must be at least 1 per cent
higher.

enator Grass. I am not talking about that now; I am talkin
about why we gave that right. That is a limitation upon the board,
a restriction upon the board rather than an extension of its power.
The 15-day provision of the bill, which has been in there for 16
years, you will admit, gives the board unrestricted power?

Mr. Brouce. Absolutely.

Senator Grass. To levy a special rate on these transactions, does
‘it not ?

Mr. Bruce. Yes.

Senator Grass. It has never been exercised?

Mr. Bruce. No.

Senator Grass. Don’t you think it might have been exercised in
1928, 1929, and 1930?

Mr. Broce. Senator Glass, I was not a banker in that time. I
was an observer, and I would not—-

Senator Grass (interposing). Well; I am not a banker at all at
any -time. I am an observer. Don’t you think the board might
very well have applied that authority then?

Mr. Broce. I think they had powers that might ‘have to advan-
tage been ngplied in those years that were not applied.

enator Grass. Then what assurance have we that hereafter they
will be applied ?

Mr. Brock. Senator, I do not believe you can substitute legisla-
tion for discretionary power in as definite a way as that. It seems
also to be aimed particularly at the—"

Senator Grass (interposing). Stock gambling?

Mr. Bruce. Investments in stocks. Haven’t you got to have some
discretion in somebody? You can not set down and predict condi-
tions that are going to exist for all time.

Senator Grass, Nobody seems to have exercised the discretion at
the imperative moment when it should have been severely exercised,
and it was because of that default that the country is in such con-
dition as it is to-day, and what we are trying to do is to avert a
‘repetition of that. ‘ :

The CramrymaN. The Senator from Virginia will recall that we
had members of the Federal Reserve Board here before this com-
mittee in the spring of 1928,

Senator Grass. Yes.

The Cramsan. And they did not see the need of any action then.
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Senator Grass. Now, Mr. Bruce, all right, sir; I think you and
the committee are in agreement as to the desirability of doing some
things. You make the%.road statement that a person buys securities
for the purpose of collecting the interest on the investment. - Would
vou-apply that statement to conditions in 1928 and 1929 on the New
York Stock Exchange?

Mr. Bruce. To a tremendous number, yes; to a tremendous number.

Senator Grass. You do not agree then with that New York paper
‘which takes pride in saying that it represents the vested interests of
the country and which has said that at least 90 per cent of the trans-
actions of the previous week on the stock exchange constituted as
much? gambling as betting on the point of an arrow at a roulette
table?

Mr. Bruce. Well, I do not know about that statement, but there
was no question but that there was a Feriod toward the height of
that speculative period—and I think that the conditions were un-
sound—and could not definitely stay so. Where people Ipaid 10 per
cent for money to buy securities yielding 2 per cent. It could not
go on. They knew they were gambling, of course, but everybody
thought he was smart enough to get out ahead of the other fellow.

Senator Grass. I had a chart prepared some time ago to indicate
the period of time in which stocks passed on the New York Stock
Exchange were held. The investigation disclosed that 12 years
ago,'the period was 67 days; that in recent years it had dropped to
22 days. Do you think people ordinarily invest their funds for
292 days?

Mr. Bruce. No. I would hardly call that investment.

Senator Grass. Nor I either.

Mr. Bruce. But you seem to me to be trying by legislation to
.change human nature. I do not believe you could do it.

Senator Grass., I would like to change some human nature, particu-
larly my own.

Mr. Bruce. So do all of us, but we can not.

Senator Grass. We may restrain human nature, though, particu-
larly the excesses of human nature.

Senator Burkiey. Mr. Bruce, I think perhaps that goes a- little
too far. I think it may be difficult to change human nature, but is
it not practical to restrict the use of Federal reserve funds? Isn’t
that what we are driving at?. Isn’t that what we should drive at?

Mr. Broee. I do not believe that you can segregate one part of
the credit structure and put that off to one side and control that and
leave the rest open. It is like a pool of water; you can not shove
down one corner. It will come right up. You can go on now and
try to restrict this class of loan and leave open the channels for
borrowing money on other characters of security——

Senator BuLkLEY (interposing). Yes.

Mr. Brouce. And the money will find its way out and thru some
-channel will get back to be loaned on these same outlawed securi-
ties, if the public want to borrow on them.

Senator BuLkLEY. We believe that we can restrict the use of
Federal Reserve money for carrying speculative accounts, and we
certainly intend to do so.
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Mr. Bruce. You can. The board can. It can increase its rates
on all loans, and with the powers in that article 8, where a bank is
going too far, where a bank is carrying too much of one security
or carrying too many loans backed by one form of security, the
Board can stop it, and they can do it quietly and the club will never
have to be used as long as they have the club. I think they have the
club now. _

Senator Burkiey. I think that would rather disprove the theory
that it never has to be used as long as they have 1it, because there
were certainly great abuses while the power still existed.

Mr. Broce. If they swing the club.

Senator Burkrey. That 1s a pretty big “if.” We never can be
safe at that.

Mr. Broce. Well, can you? No matter what you do, can you?

Senator BurkiLey.- We can do better than we have done.

The Caarmyax. We will have to, or we will not survive.

Senator Grass. Mr. Bruce, I have here in my hand six pages con-
taining 47 different paragraphs enumerating the powers of the Fed-
ern] Reserve Board over member banks, and particularly the re-
straining power of the Federal Reserve Board over member banks.
I am having prepared a paper showing the legislative restraints
contained in the national bank act, which I apprehend will cover
the same number of Paragraphs, and I propose to put these in the
record to show that this outery against the centralization of author-
ity to the Federal Reserve Board and restrictions upon what a2 mem-
ber bank may do are not as valid as they would seem on the face
of them, ‘

(Thereafter Senator Glass submitted the following material for the
record :)

CoNTROL OVER NATIONAL BANKS UNDER REVISED STATUTES AND OTHER PROVISIONS
oF Law

Revised Statutes sectivns 5133 to 5176, both inclusive, regulate the organiza-
tion of and cunfer certain powers on national banking assoclations.

Section 5136 enumerates the principal powers of national banks and confers
power on the Comptroller of the Currency to redefine by regulation the term
“ investment securitles,”

Act of May 1, 1886, sectlon 2: Change of name and place of business to be
made only with the approval of the comptroller and not until comptroller has
issued a certificate of approval.

Section 5137 limits the power of national bunks to hold real property.

Sectlon 5138 fixes the amount of cupitul necessary for the organization of a
national bank and vests certain discretionary powers In regard to the matter in
the comptroller. ) .

Sections 5139 to 5143, both inclusive, embody provisions relating to the
capitai stock of national banks, the par value and transfer of shares, how they
are to be pald for, how and under what conditions the amount may be increased
or decreuased, ete. )

Act of October 13, 1914, the Clayton Act, sections 8 and 11, prohibit the
existence under certain conditions of interlocking directorates between natfonal
banks, between a national bank and other member banks, and between national
banks and any other banking association, and -provide for the enforcement of
the same, '

Section 5151 imposes individual Habflity on the shareholders of national
banks, and confers upon the comptroller the power to ortler closed any national
bank whose surplus falls below 20 per cent of its eapital.

Section 5155 provides for the retalning, establishment, and removal of
branches of national banks, and confers upon the comptroller certain discre-
tionary powers in the matter.
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Sections 5157 to 5189, both inclusive, regulate the obtaining and issuing by
national banks of circulating notes, and confers certain broad powers on the
comptroller in the administration of such provisions and regulations.

Sections 5190 to 5219, both inclusive, provide regulations for the conduct.of
the banking business by national banks. .

Section 5197 provides limitations on the rate of interest which national banks
may receive or charge on loans or discounts, and section 5198 provides penalties
for the violation of section 5197.

Section 5199 regulates tie amount of dlvidends that may be declared by
national banks.

Section 5200 limits the amount of loans that may be made to any one per-
son, partnership, association, or-corporation.

Section 5201 prohibits loaning on, or the purchasing of, shares of its own
capital stock by a national babk.

Section 5202 imposes upon national banks a definlte limit of the amount of
indebtedness that may be incurred by them over and above certain excepted
types of obligations. :

Section 5203 restricts the use of circulating notes by national banks,

Section 5204 prohlbits the withdrawal of any portion of capital by nationul
banks during the continuance of banking business, and the payment of unearned
dividends.

Section 5205 requires assessment upon shareholders of a national bank, upon
notice by comptroller, in the case of a deficiency in capital stock.

Section 5206 prohibits the putting in circulation by any national bank of the
uncurrent notes of any bank.

Section 5207 probibits the holding of United States notes or national bank
notes as collateral security. .

Section 5208 makes unlawful the certification by any member bank of the
check of any person, firm, or corporation, unless the druwer has on deposit with
such bank an amount not less than that specified in the check, and providing
penalties therefor, '

Section 5209 provides penalties for embezzleinent, wisapplication, ete., of
funds or credits of a Federal reserve bank or member bank by any officer,
director, agent, or employer thereof.

Act of Junuary 26, 1907, Prohibits contributions by national banks in con-
nection with elections to political offices.

Section 5210 requires keeping of list of shareholders of a nationnl bank open
to inspection by the shareholders and ereditors of the bank, and by the State
tax Asgessors.

Section 5211 requires the making of reports by national banks to the comp-
troller and specifies the informution to be contained therein, under oath or
affirmation of an appropriate officer of the-bank. )

Section 5212 requires reports by national banks to the comptroller of the
amount of any dividend declared, within 10 days after the declaration thereof.
" Section 5213 provides penalties for failure to make the reports required under
Revized Statutes, sections 5211 and 5212, ’

Section §214. and act of March 14, 1900, section 13, require tnxes to be pald
to the Treasurer of the United States by national banks.

Sections 5215 and 5216 require semiannual returns for the purpose of
assessing taxes made by national banks of the amounts of notes in circulation,
and provides penalties for failure to do so.

" Sections 5217 and 5218 provide for the enforcement of taxes and refunding
of excess tuxes,

Section 5219 allows State taxation of shares of national banks.

Sections 5220 and 5242, both inclusive, contain provisions governing the pro-
cedure on dissolution of national banking associations,

Section 5220 provides for a vote of the shareholders owning two-thirds of the
stock of a national bank in order to effect 2 voluntary tiquidation,

Section 5228 requires a nationul bank to cense the husiness of banking on
failure to pay any of its circulating notes as ascertained by the comptroller.

Section /234 gives broad discretionary powers to the comptroller in the
appointment of receivers to take over the affnirs of national banks which are
in default. and prescribex the duties of such receivers, which are to be exercised
under the direction of the comptroller.

Section 5236 regulates the distribution of the assets of an insolvent bank
by the comptroller,

The acts of June 30, 1878, and March 29, 1886, both contain regulatory
provisions of a simlilar nature.
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Act. of November 7, 1918, regulates the consolidation of. nationul banking
assoclations. . ) . )

Act of February 25, 1927, Section 1, regulates the consolidation of Stute baunks
with national banks, .

CONTROL OVER NATIONAL BANKS UNDER THE FEDERAL RESERVE ACT AND THE
NATIONAL BANK Acr

FEDERAL RESERVE ACT

Section 2: Nuational banks reguired to subscribe for capital stock of reserve
banks up to 6 per centum of their paid-up capital and surplus.

Section 4: Discounts, advancements and accommodations to be extended to
member banks by Federal reserve banks “subject to the provisions of law
and the orders of the Federal Reserve Board.”

Section §: Additional subscriptions to capital stock of Federal reserve banks
required of member banks when they increage thelr capital stock and surplus,

Shares of stock of reserve banks held by member banks not to be trunsferred
or hypothecated.

Member banks required (1) to surrender proportionate amotmt of stock of
reserve banks when the capitnl stock of mentber banks Is reduced, and (2) to
surrender all of their holdings of such stock when they voluntarily liquidate.

Payment for stock so surrendered to be made under regulations of Federal
Reserve Board.

Section 6: Where receivers are appointed for national banks the stock held
by them in reserve banks to be pald for under regulations of the Federal
Reserve Board,

Section 11: Federal Reserve Board authorized—

(1) To cxamine member banks and to require such statements and reports
as it may deem necessary,

(2) To suspend reserve requirements for 30 days with renewals of 15 days,
and to fix a graduated tax upon the amounts by which such requirements are
permitted to fall below specifled levels, ) ]

(3) To add to the number of reserve and centrul reserve cities.

(4) To grant special permits to national banks to act as trustees, executors,
and administrators and in other fiduciary capaclties.

FFunds deposited or held in trust by the bank awaiting lnvestment not to be
used unless securities approved by the Federal Reserve Board are first set aside
in the trust department of the bank,

Surrender of fidueiary powers of a national bank is subject to approval of
Federal Reserve Board.

Federal Reserve Board is authorized to make such regulations as it deems
necessary with respect to the exercise by national bunks of their fiduciary
powers. .

Federal Reserve Board was given power for temporary perlod (untll October
31, 1921), upon the vote of not less than five members, to increase the amount
of paper indorsed by any one borrower which Federal reserve banks could
discount for any mewmber bank,

Sec. 13. Reasonable charges by member banks for collection or payment of
checks, drafts, etc., “to be determined and regulated by the Federal Reserve
Board but in no case to exceed 10 cents per $100 or fraction thereof.”

Federal Reserve Board given the power to * determine or define the character
of the paper thus eligible for discount within the meuning of this net.”

The discounting or purchase of certain bills of exchange payable ut sight or
on demand to be “subject to regulations and limitations to be prescrlbed by
the Federal Reserve Board.”

Acceptance powers of member banks are limlted generally (1) to an amount
equal to 10 per cent of its pald-up and unimpaired eapital stock and surplus
for any one person, company, firm, or corporation, and (2) to a total amount
equal to 50 per cent of Its paid-up and unimpaired capital stock and surplus.
The Fe(lern} Reserve Board, however, *under such general regulations as it
may prescribe” may authorize any member bunk to accept to an amount ot
excecding 100 per cent of its paid-up and unimpalred capitnl stock and surplus,

Advances to niember banks on 15 day paper to be at rates established by
the reserve banks, “subject to the review and determination of the Federal
Reserve Board.”

Section 6202 of the Revised Statutes fixes the limit of the indebtedness of
national banks at any time (except on account of demands of certain speclfied
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kinds) at an amount not to exceed the amount of their capital stock actually
paid in and remaining undiminished by losses or otherwise.

The discount and rediscount and the purchase and sale by reserve banks
of bills receivable, domestic and foreign bills of exchange, and acceptances
“ shall be subject to such restrictions, limitations, and regulations as may be
imposed by the Federal Reserve Board.” ]

National banks may act as agents for insurance ompanies in certain cases
“under such rules and regulations as may be prescribed by the Comptroller
of the Currency.”

Aember banks may accept drafts or bills of exchange having not more .than
three months’ sight to run, drawn * under regulations to be prescribed by the
Federal Reserve Board ” by certain banks for the purpose of furnishing dollar
exchange. Such drafts or bills may be acquired by the reserve banks *in
such amounts and subject to such regulations, restrictions, and limitations as
may be prescribed by the Federal Reserve Board.” The maximum limits of the
acceptance powers of member banks are also specified.

Section 13a: The discounting by reserve banks  of agricultural paper In-
dorsed by member banks is * subject to regulations and limitations to be pre-
scribed by the Federal Reserve Board.”

The board may also, by regulation, limit to a percentage of the assets of a
reserve bank the amount of paper which may be dlscounted and rediscounted
by the reserve bank,

Section 14: Open market transnctions of the reserve banks are subject to
rules and regulations prescribed by the Federal Reserve Board.

The rates of discount to be charged by the reserve banks for each class of
pnpe:'] are also “subject to review and determinuation of the Federal Reserve
Boar

Section 16: “ The Federal Rescrve Board shall, by rule, fix the charges to be
collected by the member banks from its pntrons whose checks are cleared
through the Federal rcserve bank * *

Section 18: Retirement of clreuluting notes of member banks is under the
supervision of the Federal Reserve Board.

Section 19: Reserve requirements of member banks in the outlying districts
of reserve and central reserve clties may be changed upon the vote of five
membetrs of the Federal Reserve Board.

Reserve balances of member banks may be checked against and withdrawn
for the purpose of meeting existing liablhties, ‘ under the regulations and sub-
Ject to such penalties as may be prescribed by the Federal Reserve Board,”
but no bank shall make any new loans or pay any dividends unless and until
the totnl balanee required by law is fully restored.

Section 21: National banks to be examined at least twice each year “and
oftener if considered necessary” by examiners appointed by the Cowmptroller
of the Currency.

Expense of examinations to be assessed against the banks examined.

Special examinations of member banks by Federal reserve banks, with the
approval of the Federal reserve agent or the Federal Reserve Board. Expenses
of such examiantions may, in the discretion of the Federal Reserve Board, be
assessed against the banks examined.

Section 22: Prohibitions ngninst loans by member banks to bank examiners,
against purchases from or sales to their directors except in the regular.course
of business, ete,

Federal Reserve Board is given power by regulation to require full disclosure
of the facts with respect to all sales of securities to a member bank by any of
its directors or by a firm in which auy such director is a member.

Section 24: Limitations are imposed by this section upon real estate loans by
national banks and upon the interest rate they may pay upon time and savings
deposits.

Section 25: The establishment of foreign branches by national banks must
be approved by the Federal Reserve Board, which is also given wide discre-
tion in connection with the examlnation and operation of the foreign branches
which it authorlzes. The board may also authorize interlocking directorates
in such cases without regard to the Clayton Act.

Section 25 (a): Limitations are placed upon the amount of stock which
national banks may hold in corporations formed by engaging in international
or foreign banking in dependencies or insular possessions of the United States.

Officers of member banks may serve as officers of such corporations with
the approval of the Federal Reserve Board without regard to the Clayton Act.
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Section 27: National banks are taxed upom their circulating notes secured
otherwise than by bonds of the United States. :

Section 28 (amending section 6143 of the Revised Statutes): Reduction of
eapital stock of national banks must be approved by the Comptroller of the
Carrency and the Federal Reserve Board. ’

Mr. Bruce. Senator, may I say

Senator Grass (interposing). Anything yom please. - s

Mr. Bruce. It scems to me & lot of your oﬂjectives throughout this
bill might become more practical if you had control of all the banks
of all the banking facilities. But you have such a large amount o
banks outside of your system that you do not control, and if you
restrict too much the member band and not those outside credit
just runs around the corner to find its level. If there is cheap
money anywhere on any collateral it will find its own level, no
innttel' what you say to the member banks about special collateral

oans.

Senator Barkrey. Haven’t you put your finger on one of the
fundamental difficultics in our banking system?

Mr. Bruce. I think so. You control only a part of the banking
system.

Senator BarkrLey. What can we do about it ? .

Senator Grass. We thoroughly realize that. Can you suggest
to us what we can do?

Mr. Bruce. No, sir. That is why I asked your permission to
make that observation.

Seuator Warcorr. You have made a study of unified banking?

Mr, Broce. Yes; I would like to see them all in the same boat.
You have restriction here that I mentioned, such as the restriction
on interest. Right across the street is a bank that pays 314 per
cen@i ?You restrict me to 3 per cent. Who is going to get the de-
posits
_ Senator Grass. There are innumerable statutory restrictions on
interest, are there not? Does not the State of Maryland put a limi-
tation upon your charges for discounting?

Mr. Broce. I am talking about interest on deposits.

Senator Grass. I know you are talking about your restraining
power and you are talking about the other.

Mr. Broce. I know, but I am talking about the one that hurts.
I am not talking about the other. I am saying that this would
limit us to 3 per cent, and I think up to just a few months ago we
were paying 314, everybody was paying 315.

ls\fnngn' GLASN%_. Ought you to!

r. Bruce. Now, if you would stop the savings banks and sto
the State banks, I am all for it, yes, stlljrely. g . : P

Senator Warcorr. You are giving us arguments for a unified
banking law, which, of course, we need very badly. '

Senator BarrLEY. But how are we going to get it?

Senator Townsend. Mr. Bruce, what effect do you think this bill
would have one the national bank system, the Federal system?

Mr. Bruce. There is no use of saying you are going to break up
the system, because you are not. kanow of one right large trust
company that was seriously considering, and even I might say ne-

otiating, to come into the system, and since this bill has been intro-
uced it certainly has backed away. Now that is just an illustration,
I think that some situations will be such that some banks will have
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to get out of the system. There is.no doubt about it, There is a
handicap if this bill does stand as drawn. It seems to me- there is a
handicap to the free competition with a nonmember bank. That,
means, I think, you will stop accretions to the system and you will
have some leakage from it and you will have to stop thosé leakages,
and you will right the ship by repeal of legislation and you - will
bring it back again to the present equilibrium. It certainly is not
going to make membership more desirable.

Senator Grass. That is. what we have it designed to do, to make
it more desirable.

Senator Towxnsenp. It was certainly considered by every mem-
ber of the committee, I think, that the bill should make it more
desirable to bring in banks that are not now in the system.

Mr. Bruce. Well, you take the segregation of assets back of
savings deposits; that is going to hurt, particularly where the
savings of borrowing banks run to a high percentage. I heard of
an instance in the last few days where a bank had 80 per cent of
its money on time and it was loaning it around to farmers and
generally local business about the neighborhood. What are they
going to do here. They have got to call those loans and go back
and Invest it in real estate or savings bank securities that you
specify. That certainly is going to be a handicap to that member.

The Cramyan. May I ask you: Will that provision affect the
larger banks less than it will the smaller banks?

Mr. Broce. Yes. Yes, very much. The particular bank I am
connected with I do not think will be affected seriously. I think
it is a very big debatable question about that segregation of assets:
I mean I can make quite an argument on either side. Riglit now
I just picked out the thing that I think is bad, the thing that .is
going to upset credit. I know what you are: after, and in some
ways there 1s considerable of it, but right now it is going to be had,
and particularly to the little bank that has got a lot of money on
time. What is he going to do? He is going to call the loan. He
is going to .or get out of the system.

) l;e CramMaN. You have the same view as Mr. Meyer had on
that ..

Mr. Bruce. My examination of his statement was hurried, in a
car this morning, so I do not know it thoroughly.

Senator BarkrLey. Mr. Bruce, what per cent of the deposits in
the eountry banks, in your judgment, are time deposits?

Mr. Bruce. I do nof know. I know some instances. I have been
told: instances where they run up to 70 and 80 per cent.. I know
instances where they are 50 or 60 per cent.

Senator Barxrey. As much as 75 per cent?

Mr. Bruce: I do not know myself. ,

Senator Grass. Mr. Bruce, how many banks, if any, of the 4,000
that have failed in the last two years, would you say failed because
of the present condition of their portfolios? '

Mr. Bruce. I do not know. That is why they failed. They
were frozen. They would keep on paying if they were solvent.

Senator Grass. They failed because of the investments in un-
liquid securities?

Ir. Bruce. Well

Senator Grass. Largely in real estate, was it not ?
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Mr. Broce. Their investments in securities depreciated to such a
point that the sale of them did not give them enough money to
pay their depositors in many instances.

genator Grass. Did they not have many on hand they could not
sell at all?

Mr. Bruce. The market got to such a point that a good many
securities fell into that classification.

Senator Grass. Do you think it is good banking to fill a bank’s
portfolio with investment securities that can not be realized on in an
emergency ? '

Mr. Bruce. Senator, you have gone thought a situation on which
I do not believe you can draw conclusions for all time. I sat with
a group of bankers on October 5, I think it was, one night until
about 11 or 12 o’clock. My bank was in pretty good shape, but
we all felt that if something did not happen this whole credit situa-
tion was going to close up, the way things were going. You could
not sell anything. There was no price on anything. There was dif-
ference of opinion between us, whether it was going to happen in
two days or four days. And then they brought out the National
Credit Association, which gave everybody hope, and it started up
again.

Senator Grass. For 48 hours; yes.

Mr. Broce. Well, it lasted about four or five weeks and then
down it went; and then you brought out the Glass-Steagall bill
and the reconstruction act, and everybody took more hope. Now,
if this proposed bill is going to unsettle matters and bring about
uncertainty and make holders sell these securities to get inside the
Rrovlsions of this law, you are going to depress all securities.

Nobody can say what causes that depression except fear.

Senator BrookmarT. Is not the real trouble the fact that those
securities are still inflated, still too high?

Mr. Bruce. Well, if they are, I hope they will be a little more so
for a while, [Laughter.]

q Senator Brookmart. The psychology of this thing is more in-
ation.

Mr. Broce. It is all psychology. There is nothing in the world
}ihat would do this country more good right now than a little in-

ation. ’

Senator BrooxHarT. It is that question of making folks believe
there is a value when there is no real value. I have a chart of the
Federal Reserve Board that shows those securities up to date to be
some 30 or 40 per cent hitfher than they were in 1914, and that was
33 Eer cent over the preceding level. That was too high. Now, com-
modities have gone way down below the 1914 level, but your securi-
ties are still up in the air. Is that a sound condition, or have we
got to squeeze all the water and wind out of those securities before
we get to a sound basis?

I\fr. Broree. I do not know. I can discuss at length how we got
where we are, but when you talk to me about how yvou get out of
it, I say I have not seen anybody yet who can say; but I do know
the first thing is to create an atmosphere of confidence. There is a
tremendous amount of psychology .about it.

Senator BrooxHart. About getting out, what would you say to

this: If we would provide a set-up of a couple of billion doflars
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or so, it would give the farmers a cost-of-production price for their
products, they being a third of the buying power of the American
people, and 1t would employ. these seven or eight million people
that are out of jobs. Would not that start things upward on a
substantial basis?

Mr. Broce. I do not believe there is any substitute for the law
of supply and demand. If there are more farm products than
there is demand for them, their prices will be low. I do not be
lieve you can pick yourself up by your bootstraps. :

Senator BrookHarT. Do you not know that there is really no
surplus of farm products at all; there is an underconsumption ¥

Mr. Bruce. Well, that is what I mean. What is the difference
between underconsumption and overproduction?

Senator Brookxxarr. Would not that plan remedy the situation?

Mr. Bruce. I do not know.

Senator BrookHart. If we put these men to work?

Mr. Broce. I do not think so.

Senator Brookxart. And remedy this thing at the bottom instead
of at the top? :

Mr. Broee. If we can change the atmosphere and let people once
get the idea we are at the bottom of this thing, that it has spent
itself, and there is some hope—then you will pick up.

Senator BrooxHart. In other words, you want people to again
believe in securities that are still enormously inﬁatec{)?

Mr. Bruce. I do not admit they are still enormously inflated.

Senator Grass. At all events, I am very glad that you believe in
the Federal Reserve Board’s proposed substitution for section 3.

Mr. Brock. It has that power now.

Senator Grass. I think so, too, Mr. Bruce, but it has never
exercised it. :

Senator Frercuer. Is not what is really needed an increased
purchasing power of the people?

Mr. Broce. Of course it is.

Stla{nator WaeNer. The way to do that is to put people back to
work.

Mr. Bruce. Yes. _

Senator Frercurr. It might be offensive to the bankers to suggest
whether or not to do that might increase the supply of primary
money.

Mr?, Broee. I am not primarily a banker, but I know of a good
many instances of corporations with which I am affiliated whose
managements have said, “ How much longer is this going to last?”
They have opportunities for spending money for improvements,
They are not doing it. They are afraid to do it. But the moment
you get a feeling that this deflation has spent itself and that we are
at the bottom, everything will begin to emerge.

Senator Grass. Do you think 1t is good psychology to have bank-
ers sit around a table and tell you that if you legislate at this time
at all'the whole banking system of the country will be wrecked?

Mr. Brouce. I do not think it is good psychology, but I do not
know what else they can say when they feel that the enactment of
this is going to injure the interests they represent.
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Senator Grass. It is not simply that. Most of them have said
that any legislation at this time will create. such despair in the
country that the banking system will be wrecked.

Myr. Bruce. It may not be good psychology, but I do not blame
them if they felt that wayv. '

Senator Brovkuarr, You said we have to restore the buyin
power of the people. The farniers make up more than a third o
the American people. There is no way to restore -their buyin,
power but to give them a better price for their products, is there?

Mr. Bruce. 1 did not say anything -about buying power. :

Senator Brooxnarr, Yes; that was one of the comments in answer
to Senator Fletcher.

Mr. Broce. That. is true.

Senator Brooxsart. There is no way to give these seven or eight
million unemployed men buying power but to give them jobs, is
there?

Mr. Bruce. No.

Senator Morurisox, There is no way to give themn jobs except to
make the industries they have been employed in more profitable.

Mr. Bruoce. Give them confidence that they are not going broke
and they begin to spend money and move out again,

Senator Morrisox. Yon think we could more likely give employ-
ment to the unemployed by muking industry profitable iustead of
doing it with Government donations, do you not?

Mr. Broce. Absolutely. I am not going into that.

-Senator Monnisox. I know. I just thought I would ask you.

Mr. Bruce. I do not want to go into that.

Senator Brovxmarr. Industry itself has made itself unprofitable
in these methods., It has brought this thing on. The farmers and
t}le laaborer and the people did not bring that on. You do not eluim
that?

Mr. Bruce. No; but punishment is not going to bring them out
of it. They have got to come out of it. _

Senator Brooknarr. We passed a Bolshevik bil} here with $2,000,-
000,000 for the use of the banks and railroads. If we were to do as
much as that for the farmers and the laboring people and restore
their buying power, would not that have a substantial effect, whereas
this other stuff is still psychology?

Mr. Bruck. I would rather not go into that field. I have tried to
study this bill and its effeet, but I'am getting right far afield.

The CrairMaXN. If you have finished we will ¢all the next witness.
We lare getting behind our schedule a good deal. I thank you very
much.
¢ ?enator Morrisox. Mr. Chairman, I would like to ask a question
if I may.

The Cramyax. Pardon me. Go ahead.

Senator MorrisoxN. Mr. Bruce, as you interpret this bill it will
give the Federal Reserve Board puwers to control the administration
of the assets of the banks belonging to the system further than they
now have, will it not?

Mr, Bruce. I would answer both yes and no. I think that they
have hidden away in the provisions of the law a tremendous amount
of power that they have not exercised. It has increased their
power; yes. I would say it has.

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 478

Senator Morrisox. It makes clear that, in-addition to the paper
eligible for rediscount, they may say before they rediscount -that
vou must do so and so about securities other.than eligible paper, and
they will control it more than they do now.

My, Bruce. Yes.

Senator Morrisox. This -additional power is not confined to stock-
exchange collateral alone, is it? o

Mr. Bruoe. Well; it is pointed more definitely at stock-exchange
securities. In general terms it says so. )

Senator Morrisox. The Federal Reserve Board in section 3 says:
may prescribe regulations further defining and regulating the use of the credit
facilitles of the Federal reserve system within the limitations of this act. Such
facllities shall not -be extended to member banks for the purpose of making
or carrying loans and other investments -or facilitating the carrying of or
trading In stocks, bonds, or other investinent securities.

Just how do you define that expression, " investment securities?”
What does that mean?

Mr, Brock. I think actually it is a very -broad term.

Senator Morrison. “ Investment security?”

Mr. Bruce. If you get back to the dictionary I' think you will
find that is a very broad term. In one section of the country it is
interpreted to mean stocks and bonds, and in another section it
covers warehouse certificates, and in another. mortgages.

Senator Morrisox. Mortgages on real estate? '

Mr. Broce. Mortgages on all sorts of things.

Senator Grass. Mr. Bruce, are you aware of the fact that that has
been in the law for 19 years?

Mr. Bruce. No, I am not. I have not touched.on that. I do not
dispute it. I just do not know it. .

Senator Grass. I say, you are aware of the fact that that require-
‘ment has been in the law?

Mr. Bruce. I will admit it.

Senator Grass. It has been in the act for nearly 19 years.

Senator Morrrson. Mr. Chairman, I do not want to collide with
the Senator: It is not a very safe thing to do. But I was not
through with the witness, and I would like to continue.

Senator Grass. It does not make much. difference if you collide
with me. I just do not want anybody to collide with the law.

Senator MorrisonN. I do not see, if it is in there, why you say
that the fourth paragraph after paragraph 8 of section 4 of the
Federal reserve act, as amended, is amended “ by inserting before
the petiod at the end thereof a comma ” and so forth. It%_ooks‘ to
me as though it is already in there, and it would not do any good
to put it in again.

enator Grass. If the Senator will examine section 18 of the Fed-
eral reserve act, on page 29 of the latest print, he will see that the
Federal reserve bank is not permitted to rediscount for any purpose
except in the interest of agriculture, industry, and commerce.

Senator MorrisoN. I am heartily in favor of that.

Senator Grass. Let me finish, please.

‘Senator Morrrson., All right.

Senator Gass. And that the board is very definitely denied the
right in its definition of eligible paper to include notes, drafts, or
bills covering merely investments issued or drawn for the purpose
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of carrying on or trading in stocks, bonds, or other investment secur-
ities.

Senator MorrisoN. I understand that; but now, before they redis-
count this paper, which alone is subject to rediscount, you are giving
them the power to say to that bank what they shall do with their
funds, as I understand the law, and I think it is very clever, and
you give them the power.

Senator Grass. We are simply saying what a Federal reserve bank
shall do.

Senator Morrison. Yes, sir; but the law you read defines what
notes they may rediscount, and I subscribe to that. That is all right.
But I do not want, if I can help it, to give them the power to say,
* Before we will discount that paper properly eligible, you shall run
your bank as we tell you to with reference to other investments.”
I want to ask the witness to tell me if, in banking life, nearly all
securities which are good and not short-term paper in business process
is looked upon as investment paper.

Mr. Bruce. Yes; if there is anything you can invest in.

Senator MorrisoN. Would not this act, under the language I have
read, give the Federal reserve system the power to say to any bank
that belonged to the system, “ Before we will rediscount your eligible
notes, we direct that you rearrange your loans and put a greater
proportion of them in paper other than investment paper 1

Mr. Bruce. That is the intent, sir.

Senator Morrisox. If it is not, what is it? If that is not what it
does, what does it do? Do you think that is a wise power to give
this central board?

Mr. Bruck. I think in effect it has that power in broad terms
now.

Senator MorrisoN. Fortunately for the country they have not
thought so. They only used moral suasion.

Mr. Brouce. By moral suasion, one way or another, they could
come to a bank and the examiner would say to a bank, “ You are
loaninE too much money on that particular security. Before we
come back for our next examination, we want you to shift that
around and get a more diversified list of collateral back of that
loan.” That is what they do.

Senator Guass. The courts have decided the board has that right
now.

Mr. Brucke. I did not know that, but I know they do it, and T
know we do it, too, when they tell us to, if we can.

Senator MorrisoN. Yes; and if they have that power now=——o

Mr. Broce. I do not know whether 1t is legal or not.

Senator MorrisoN. Can you point out to me what law it is under?

Mr. Broce. I do not know. I said it may be moral power. I
can not answer you. I can not stand examination on the Federal
reserve law.

3 Senator MorrisoN. My information is, they do it and have been
oing 1it.

Mr. Bruce. They do it.

Senator Monn;sox. Thtgt_is one of the biggest troubles of this
country to-day, in my opinion. What percentage, generally speak-
ing, would you say of the banks of this country were eligible for
discount under that law?
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Mr. Bruce. It has decreased very much. I do not know the per-
centage. It is very small. It has been decreasing in the past 10
%ears, because the method of doing business has been -changing.

he companies, that used to do business by seasonal -borrowing,
during the period of prosperity have been able to issue securities and
supply themselves with money, they they are not borrowing. There-
for the amount of eligible paper has decreased from this cause.
And then, of course, in this time of depression there is not the same
activity of business. It has gone down. I do not know what it is.
I know it has decreased. ‘ ,

Senator MorrisoN. Could you form an opinion satisfactory to
yourself, an esitmate, of the percentage of the whole banking?

Mr. Bruce. No. I do not know. ‘

Senator Morrison. Well, it is small, is it not, the country over?

Mr. Bruce. I just do not know. I think it is small; yes.

Senator MorrisoN. Do you not think there is danger of attaching
too much importance to this small percentage of the small types
of credit in the country and too little to the larger types? .

Mzr. Bruce. I think that credit is credit and it is fluid. I do not
believe you can crucify one end of it, constrict one end, for it will
slip up and come around on the other side, particularly when you
have a lot of banks that are not in the Federal reserve system.

Senator MorrisoN. You could not run the banks in this country
on only eligible paper?

Mr. Bruce. Oh, no. What are you going to do with your money?
You hayve got to put your money somewhere. What are you going
to do with 1t%

Senator MorrisoN. Do you think that banks could invest it as
wisely as Government officials could tell them to invest it?

Mr. Bruck. I think the bank ought to have just as much autonomy
as it is possible to leave with them without wrecking somebody else.

Senator MorrisoN. That is all I have to ask.

Senator Grass. Do you think the Federal reserve system in’its
administration has deprived the banks of autonomy ¢ '
"~ Mr. Bruce. No.

Senator Grass. Do you see any difference, Mr. Bruce, between
commercial banking which requires always liquid assets to pursue
its activities and investment banking?

Mr. Bruce. Do I see a difference

Senator Grass. Yes.

Mr. Bruce. Of a degree,

Senator Grass. Well, I say a difference,

Mr. Bruce. Yes. A difference of degree; yes.

Senator Grass. What I am trying to get at is whether you think
the requirements of existing law are too restrictive as to the eligi-
bility of paper for discount at Federal reserve banks.

Mr. Bruce. Senator—

Senator Grass. In other words, would you freeze up the port-
folios of the Federal reserve banks just as the portfolios of thou-
sands of banks throughout the country are frozen up?

Mr. Bruce. No. We want the security back of our currency as
liquid as possible in normal times.. Right now we are in a posi-
tion—we will not go into that.

Senator Grass. I anticipated your answer.
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Senator Frercuer. How do your time deposits compare with
your demand deposits, Mr. Bruce? A

Mr. Bruce. I think our time deposits are a little less than half.
About 40 per cent. o

‘Senator Barkrey. Has there been any falling off in the time de-
posits over a period of, say, two years due to the widespread fear
among a lot of our people about our banking situation?

Mr. Bruoce. Oh, yes.

Senator Barkiey. They hesitate to tie up their funds in long-
time deposits when they might want to get-them out to-morrow.

Mr. Broce, Yes. There 1s a lot of money tied up to-day. If
they liad a little assurance they would go right over in time de-
posits.

Senator Barkrey. Let me ask you this: This is not assumin
anything that the committee will do, but assuming’ that it shoul
look with favor on the suggestions of the Governor of the Federal
Reserve Board with reference to amendments to this bill, would
you still say it would be unwise to enact legislation now?

Mr. Bruce. I have said right clearly, I think, I do not want to
see anything enacted if it is open to the suspicion of causing more
lquidation of securities. I think you can pick out different things
in this bill that are all right; but I think the things that change
the present flow of credit and the present holdings of securities,
that are going to shift them around, are going to have a disturb-
ing effect and are going to retard what I am looking for, and that
is a feeling of confdence.

Senator Grass, If they really do that.

Mr. Bruce. Well—

Senator BarsLEY. If we may assume that there are some funda-
mental defects which we found out from experience in our present
‘banking situation, we can attempt to remedy them.

Mr. Bruce. Oftentimes a patient is right sick, you know, and he
needs some violent medicine, but you have to build up his constitu-
tion before you can administer it; and if you can telf me how long
the depression is going to last, then I can approach it. We are still
sliding and there is not yet any stabilization or turning up of busi-
ness. I think it is a bad time for applying strong medicine.’

Senator Grass. Mr. Bruce, you are a well-informed man.

Mr. Bruce. Thank you.

Senator Grass. Can you tell us when, if ever, a bank reform
measure has ever been passed except after a financial debacle?

Mr. Bruce. Senator, I think I am right. The Federal reserve
bank act came into being as a result of the panic of 1907.

Senator Grass. And 19087

Mr. Bruce. And 1908. That started, I think, the movement for
the formation of the Federal reserve system, and seven years
elapsed before we passed it.

enator Grass. Oh, no; not seven.

Mr. Beoce In 1914,

Senator Grass. 19132

Mr. Bruce. 1913. December 23, 1913.

Senator Griss. Yes. But all that time we were trying to do
something.
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Mr. Bruce. All right, keep on trying. That is all right. Let us
kee(? on. But let us not do it right now. Let us not do it in the
middle of this depression.

Senator Grass. As a somewhat experienced legislator over a pe-
riod of 30 years in Congress, my conclusion is unless you do it now
you will wait to have another such lesson as we have had recently
to ever do it. )

Mr. Broce. Senator, we start from one different premise. I think
this depression is unprecedented in the history of the world. It is
something that people who usually are able to find a logical reason
and reach a conclusion do not know. I think this depression is
different.

Senator Grass. The Comptroller of the Currency, for example,
thinks the adoption of branch banking would do something.

Mr. Brouce. That is all right. I have no objection to that.

“Senator Grass. That is important legislation and is a bitterly
controverted proposition.

Mr. Bruce. I limit my objection to just those parts that are open
to the suspicion of causing more liquidation and disturbance.

Senator Grass. Of course, if we could be convinced—as some of
us have been—that any provision of this bill causes that, we would
modify or eliminate it.

Mr. Bruce. You tell an afliliate his parent bank can not loan more
than 10 per cent of its capital stock and surplus. A lot of them
have more than that. What is he going to do? He is going to sell
to get within the law. ’

Senator Grass. You mean affiliates?

Mr. Bruce. Yes.

Senator Grass. We had pretty high authority for the abolition
altogether of affiliates of national banks, We brought here some of
the most experienced and enlightened practical bankers in the
United States, who advocated abolition of them, and two of these
bankers told us they had already abolished their affiliates.

Mr. Bruce. Senator, I am not Foing to argue with you about
that at all. T know that affiliates have sprung up like mushrooms
during the last 10 J'ears, for all kinds of purposes. It is a back
door to banking, and I think they ought to be controlled. But I am
not going to argue with you. M{xybe some of them ought to be pro-
hibited. I do think right now is a right bad time to break up the
equilibrium,

Senator Grass. How about three years from now?

Mr. Bruce. If you will tell e how long the depression will last,
I will give you an opinion. I do not know.

Senator Grass. If you will tell us how long, we will adapt our-
selves to that.

Mr. Bruce. You are still in session. You come back here every

ear.

v Senator Wagxer. What has been the experience of your bank
during the last 12 months? Has there been a shrinkage in the
amount of loans made by your bank?

Mr. Broce. I came into a ank only about six months ago and I
came in at the end of a right strenuous period, and since that time,
by hook or crook, we maintained a stability of our deposits. I am
not a banker in any sense.
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Senator Waexer. What I had in mind was whether there was
1 demand for credit facilities now, or whether the demand had
deceased.

Mr. Bruce. The demand for commercial notes has decreased with
the decrease in the activity of commercial transactions. It has de-
creased a great deal,

Senator Wacxer. It is a controversial question as to whether the
shrinkage in outstanding louans has been caused by a lack of demand
for eredit or by a refusal of the bankers to extend it.

Mr. Bruce. In my bank, in repeated instances, the line of credit
which we give to various enterprises has, with the consent or at the
siggestion of the borrower, been reduced because they do not need
it.. I mean the demand, of course, for money has decreased with
the decrease in the amount of money in current assets of the going
concern. As that decreases, the money tied up decreases. 1t has
decreased.

Senator MorrisoN. Mr, Bruce, there has not been very much
trouble at any time about loans by the banks on sound paper eligible
for rediscount, hag there, because they could use that?

Mr. Bruce. I do not think there has been any trouble to obtain
such loans,

Senator Morrisox. Has there ever been any trouble?

Mr. Bruce. No; I don’t think there has been with that.

Senator Morrisox. And the trouble with the country was that as
the depression grew, good paper did not have a resort for rediscount
orivileges, and that 15 why the demand for the Glass-Steagall bill
came—that there might in an emergency be enlarged power?

Mr. Bruck. Yes.

Senator Morrisox. Do you not think that legislation has tre-
neendously helped the country?

Mr. Bruce. Obh, absolutely: yes. I do not know what would have
happened to us without that.

Senator Mornrsox, Exactly; because we increase the rediscount
power of the Federal Reserve Board. :

Mr. Bruce. Yes.

Senator Morrisox. And did not that tend to stop collections and
foreclosures by the banks of noneligible paper?

Mr. Bruce. It loosened up the whole credit. Absolutely.

Senator Morrisox. To let them realize there was a resort?

Mr. Beuce. A hope.

. Sex;ator Morrisox. And prior to that they had to make collec-
tions?

Mr. Breck. Yes,

Senator MorrisoN. And make their banks more liquid?

Mr. Bruce. Yes.

Senator Morrisox. And that has, at least to some extent, increased
throughout the country?

Mr. Brrce. A very considerable extent,

Senator Frercer. Have you any affiliates, Mr. Bruce?

Mr. Brocr. Yes, sir.

The Crammyax. We wonld like to hear the next witness, because
we have the afternoon full. Mr. Rand, will you come forward?

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 47§

STATEMENT OF GEORGE F. RAND, PRESIDENT OF THE MARINE
TRUST CO., OF BUFFALQ, N. Y.

The Cramryax. I suggest to the members of the committee if we
are going to get through with our hearing in proper time they let
the witness finish his statement first and then ask questions after-
wards.

Senator Grass. I will agree in advunce.

The CraryMAX. You may proceed.

Mr. Raxp. There has been so much discussion of the general pro-
visions of the proposed bill that I am going to confine myself to
the portions that would affect our group 0% banks in New York
State, feeling that that could help the committee more than if T dis-
f)u;sed the general legislation, which has been so ably discussed .

efore.

Senator Frercuer. Will you state what you represent?

Mr. Raxp. I represent the Marine Trust Co. of Buffalo and the
Marine Midland Corporation.

Marine Midland Corporation is a parent or holding company,.
organized under the laws of Delaware with an authorized capital
of 10,000,000 shares of the par value of $10 each, of which 5,550,768
shares are issued and outstanding. Of these, 1,000,000 shares were
issned for cash at $60 a share, less underwriting commissions, upon:
the organization of the corporation in QOctober, 1929. The corpora-
tion, therefore, commenced business with $57,285,236 in cash, of
which it still holds upwards of $19,000,000, the balance having been:
used in the acquisition of additional bank stock upon original acqui-
sitions and upon recapitalization of several of the banks for the-
purpose of strengthening their condition; $19.287,591.49 of this
amount has been invested in Marine Midland banks as additious te-
their capital and surplus since the organization of the corporation..
The corporation has no liabilities,

The remaining shares of Marine Midland Corporation stock, other
than the 1,000,000 so sold for cash, were issued in exchange for shares-
of stock of the constituent banks and trust companies,

The group consists at the present time of 20 banks and trust com=
panies, over 98 per cent of the stock of each of which, excluding di-
rectors’ qualifying shares, is owned by Marine Midland Corporation..

The group also includes two security affiliates, Security Properties:
Co. (Inc.), 96.5 per cent of the stock of which is owned by Marine:
Midland Corporation and which is operated in connection with the-
bank at Troy, N. Y.; and Fitrust Corporation, 45.49 per.cent of’
the stock of which is owned by Marine Midland Trust Co. of New:
York and 54.29 per cent by Marine Midland Corporation. Both of’
these companies are being liquidated and it is part of the plan on-
which the group is organized that they shall be dissolved as soon as:
conditions warrant.

Marine Midland Group (Ine.) is the service corporation. This was:
organized under the laws of New York with a nominal capital stock-
which iz owned by the various banks in the group. Its officers fur--
nish service and advice to the member banks through central audit--
ing staff, céntral credit file, standardization of forms and accounting-
practices, bond investment advice, publicity, advertising, and new-
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business, and so forth, In this corporation all of the activities of
the group as such are centered, the Marine Midland Corporation be-
ing merely a passive holding company, practically the sole business of
which consists in receiving dividends on the bank stocks owned by.
it and interest on its bank balances and paying out its earnings in
dividends. It has no liabilities.

Statements as of December 31, 1931, with map, showing location
of the banks and statements of their condition on that date, to-
gether with combined statement of all the banks as of that date and
lists of oflicers and directors, and copies of the annual report to
stockholiders covering the year 1931 are submitted hevewith.

The past two years have seen the organization of the Marine Mid-
land Corporation fully justified. Its organization has materially
strengthened the banking structure throughout central and western
New York., Through the medium of the cash resources, which it
possessedl, it has been enabled to contribute large sums of money and
management to the banks in its group, which might otherwise have
had great difficulty in raising additional capital.

The Marine Midland Corporation has also been very effective in
its assistance to banks outside of the Marine Midland Group in
working out their problems and in assisting them during this period.

In the management of the National Credit Association group No.
1, western New York, the Marine Midland group tock a prominent
part and its officers worked unselfishly in helping solve the problemns
of banks throughout the territory.

It is an interesting thing to me that so many group banking organ-
izations, with practically no knowledge of each other, sprang up
almost simultaneously in different sections of the country as the
result of a distinet need for this type of banking. The northwest
<r011p, the Michigan group, Atlanta group, our group in western
New York developed along very much the same lines, although en-
tirely independent of each other and with no conferences and with
no working together in any way. It seems to me that they fill a
distinet need in our banking structure. Group banking, during the
past two years, has been one of the most constructive features in
our whole banking situation.

In the provisions of the new Glass bill we hope that the splendid
work done by group organizations will be given recognition and
encouragement und will not be penalized by burdensome restrictions.

I arrived last evening and had the privilege of reading Mr. Wake-
field’s statement to your committee yesterday. Mr. Wakefield’s
statement represents my views in many respects. I concur in his
recommendations regarding section 20 in reference to the reserves
in assets other than bank stocks to be accumulated by holding com-
panies, in reference to branch banking contained in section 21, in
reference to the reserve requirements for national and member banks
contained in section 13, in reference to limitation of investments of
time deposits contained in section 14.

The provisions regarding the reserves against time deposits would
require approximately $12,000,000 increased reserves to be carired
by the member and national banks in our group; 5 per cent on this
would be $600,000 a year additional cost to us. This is a terrific
burden of additional cost at this time. However, I do not think the
additional cost should be the controlling feature, but I do feel that
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the banks have operated on the present reserves and I do not think
the reserve requirements are the cause of our bauking difficulties.

The aggregate amonnt of time deposits in the national and mem-
ber banks in our group December 31, 1931, was $166,000,000.

In passing, I wish to point out that the provision governing the
ﬁrantxng of a permit to vote stock of national banks held by a

olding company shonld be amended so as to allow such a permit to
apply to an officer, director or employee of such company and to

rovide that it shall include the right to vote the stock of national
anks at all meetings of the shareholders and for all purposes
rather than being limited as in the present bill to voting for directors.

Also, it is not provided in the bill how a national bank can operate
and carry on its corporate existence if a majority of its stock is not
allowed to vote. Many statutory provisions require the consent of
a majority or two-thirds of stock and the effect of the prohibition
would be to cause confusion in the corporate affairs of the bank.

In any event it is my opinion that the Federal Reserve Board
should not be given arbitrary power to withhold or revoke such a
permit. If the holding company complies with the conditions and
provisions set forth in section 20 it should as a matter of right be
allowed to vote the stock of national banks held by it.

Limitation of the right to declare dividends to the * actual net
earnings ” as determined by the comptroller might give rvise to
serious differences of opinion. It would seem to take away the
discretionary power properly lodged in the.board of directors.

I wish to call attention to one other provisien, section 18 of the
bill, which in my opinion has a much more far-reaching effect than

opularly supposed. Under this provision, if literally construed,
¢1 directors now serving on the boards of our various banks would
be disqualified, among whom are many of our wmost valuable
directors, .

In closing, I agnin refer to the constructive work done by our

roup in western and central New York, and in illustration I would
fike to cite two concrete instances. In Albion, N. Y., in Orleans
County, 11 banks had closed their doors in 27 days. within a radins
of 20 mijles, including the Citizens National Bank of Albion, leaving
our Orleans County Trust Co. the only operating bank in this
vicinity, Within 2 months and 11 days of clusing of the Citizens
National Bank, we had made arrangements with the national bauk-
ing department and had given immediate credit of 50 per cent to the
depositors of the closed bank, which set a record for speed in liquida-
tion in our territory. At the present time we are planning to open a
new bank in Medina, a village of 6,000 population, wheve both banks
have failed, and at the request of the banking department, we are
organizing a new bank there, which will be (){)ened abont April 4,
and will take over certain assets of the closed banks and give de-

ositors of the closed banks credit for a proportion of their deposits.
f cite these two instances, and these are typical, to show the con-
structive work we are doing, and I might say that rural New York
State does not present essentially different problems from the other
groups in the West and South.

In conclusion, I submit that the record made by i_'_roup banks
throughout the country, during the past two years, has demonstrated
beyon% doubt, the economic soundness of the principle upon which
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they have been ovganized, and their right to recognition and en-
couragement in any new legislation. ‘

Senator Frrrcuzr. Would you be pleased to have all your afliliates
branches instead of affiliatest
" Mr. Raxp. Yes.

Senator Warcorr. Mr. Rand, have you had the opportunity of
studying the recominendations of yesterday? Have you seen them?
Mr. Raxp. Of the Federal Seserve Board? XNoj; I have not.
read it in the morning paper, but I have not had an opportunity to

study it carefully.

Senator Warcorr. Going back to branch banking versus group
banking: Would you put a system of branch banking in States
regardless of State laws?

Mr. Raxn. Yes.

Senator Warcorr. That is the only way to get started, is it not}

Mr. Raxp, I do not think the national banking system should
cater to each separate State. I should think they would have a
uniform system of branches irrespective of State laws.

Senator Grass. If we should do that, Mr. Rand, will you and
these other gentlemen who have been here come down’ here and help
us get it through?

Mr. Raxp. Senator Glass, I will if T ean. If I can be of any
Jielp I will be glad to do so. I can not answer for the other gentle-
wen. but I will.

The Cramyax. I was just going to suggest that the witness
says we might ignore State Iaws in banking. I might add to that
that-the Federal reserve law seems to have been pretty much ignored
in the banking also. Go ahead, Senator Wagner. You were going
to ask a question.

Senator Waexer. I was going to ask about a local sitnation in
Albion, where you say your group opened a bank.

Mr. Raxn. We did not open a new bank. We had a bank at
Albion, N. Y., a small bank, and within a period of a few weeks
practically every bank in several counties was closed, and the other
bank in Albion has closed. We immediately, as soon as we were
able to do so. made an arrangement with the national banking de-
»artment and gave immediate credit to the depositors of the closed
*mnk to the amount of 50 per cent of their deposits with the closed
bank in our bank, which was the only other bank in the town.

Senator WaexEr. Those credits were mostly agricultural, were
they not?

Mr. Raxp. No. We took over their bond account. We took
over certain loans that they had that we thought were good. e
took enough of the closed bank’s assets to protect us for the advance
we made.

Senator Grass. Did they let you have them at the market price?

Mr. Raxp. We took them' at the market price, Senator.

Sc?:nntor Gr.ass. You made money on the transactions, did you
not

Mr. Raxp. We sold the securities right out. We did not gamble
on the securities. We sold them out the day we got them except
{or 520 Government bonds and the New York State and municipal

onas, :
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Senator WaGxNER. Is not there a need for more banks in that
particular section?

Mr. Raxp. The section had too many banks, as a matter of fact.

Senator Wacxer, Have they now?

Mr. Raxp. I am not prepared to say that. At one time in Me-
dina, a town of six or seven thousand people, they had no banks
'a{ld .lwe are opening a new bank there around the 4th or 5th of
April.

pSenntor Barxrey. Do you have any bank in your own city?

Mr, Raxp. In our own city we have one, the Marine Trust Co.

Senator Barkrey. Your group is largely country banks?

AMr. Raxp. No. Our group is built up around the Marine Trust
‘Co. of Buffalo, which is a $250,000,000 bank, and we have a large
bank in Rochester and a large bank in New York City, the Marine
Midland Trust Co., which is a member of the New York Clearing
‘House Association.

Senator Grass. Mr. Rand, in a sense, then, and in a degree do
we not have nation-wide branch banking in this country now?

Mr. Raxp. Do we not have nation-wide branch banking?

Senator Grass. In a sense and in a degree, through correspondent
banks? In other words, does a bank in Chicago and various banks
in New York have as many as 4,000 or 5,000 correspondent banks
throughout the country? Is not that in a sense and in a degree
‘branch banking?

Mr. Raxp, ﬁo, I do not see, Senator Glass, how it is. It may
be in some sense, in some degree.

Senator Grass. That is what I am saying. In other words, the
correspondent bank, usually the little country bank that has its
correspondent in New York City or in Chicago or in St. Louis, is
‘in a sense subservient to its big bank, is it not?

Mr. Raxp. No; I would not say that, Senator Glass.

Senator Grass. I know you would not, but I would.

Mr. Raxp: The difference is that the New York bank has no
jurisdiction over its investments.

Senator Grass. It has not statutory f'urisdiction over it, but it
-extends its privileges, does it not, for which it is duly thankful, or
gives it advice, does it not, which it usually follows?

Mr. Raxp. I would not say that. It wall if it is asked for, prob-
ably. It depends on the local situation. But where a New ]York
‘bank has several thousand correspondents, I do not see how it can
take very much interest in the internal affairs of any one of those
-correspondents.

Senator Grass. It does not extend privileges without knowing
.something about their business, does it?

Mr. Raxp. I did not understand that question.

Senator Frercuer. They do not really extend privileges; they
'rﬁquire t%xe correspondent bank to put up the money with them, do
they not

L}I'r. Raxp. I am not qualified to answer on that.

Senator Grass. I know, but the reason they put up the money is
that they expect the privileges to be extended, and they are extended,
and the little bank feels under obligation to the big bank.
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Senator Brooxizaxr. There are times when the big bank allots
investment issucs to the little banks, and they usually take their
allotnent.

The Ciramaax. In confirmation of the statement of Senator
Glass, I will say I have noticed that our small bankers in South
Dakota, in conversation, will state, “ I have just been down to Sioux
City and talked with the big bankers, and so and s0.” When I am in
Sioux City, they say, * We have just been to Chicago and we saw
the Chicago banker.” He says he has just been to New York City.
Now, it scems where our banks were londed with poor securities
and we have talked to them, they suy, ®* Why, yes. The Sioux City
people say it is all right.” The Sioux City people say they have
talked with Chieago, and Chicago said it was all right. The Chi-
cago people say they have taiked with New York, and New York
says it is all nght. So I quite agree with Senator Glass that we
have a branch banking system now, and, in my opinion, too much
o%’ it, and I think the condition of our banks in the country is proof
of it.

Mr. Raxn! I think we have the very opposite of that. The New
York banks or the large city correspondents have no control over
the purchase of securities or the investments of the smaller banks;
and there are so many other agencies that are selling securities to
the small bank that I think you will find the proportion of the
securities sold to the correspondent banks by their New York bank
correspondents is not high but very small.

The Caamsrax. We got information about certain ones that really
had to buy securities. That is a different thing from buying volun-
tavily. They had allotments of other banks which were pushed out
on them. At the time it seemed to be good. Now they know it is
not good.

Senator Grass. They may not have borrowed from the parent
bank but from its affiliate,

Senator Brooxiranr. Yes, that is the point.

The Crramaiax. May I ask one or two questions? I am not sure I
understand your set-up clearly. How many banking units have you?

Mr. Raxp., We have 20 banks.

The Crramyax, TIs their stock held by a holding company ?

Mr. Raxp. Their stock is held by a holding company.

The Cuammax. Nearly all of that banl stock is held?

Mr. Raxp. About 93 per cent and upward.

The Cuairax. Do you retain the double Hability on the holding
compuny stock?

AMr. Raxp. No, we do not. We are not against double liability.
When we formed our company we raised 850,000,000 in cash, which
was more than the total double liability would be.

The Cramax. You are carrying your reserve in the holding
company as a protection?

Mr, Raxp. At the present time we have $19,000,000 in cash in our
holding company. ’

The Ciranexrax. What is the total capital of vour banks?

Mre. Raxp. About $32.000,000. )

The Craryax. Thank you.
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If there is no objection, the reporter will place in the record com-
ments on the Glass bill submitted by the Wilmington Trust Co. of
Wilmington, Del.

Winauxarox Trust Co,,
Wilmington, Del., March 28, 1932,
Hon, Joux G. ToWNSEND, Jr.,

Unitcd States Senate, Washington, D. C.

Dean StxaTor Townsenp: I shall inclose herewith comments upon the Gluss
bill. Its proposed trentment of securities and collateral loans is- extremely
objectionable to us in the Wilmington Trust Co. I hope you agree with me,

Yours truly,
Hexgy P. Scorr, President.

THE REVISED GLASS BILL, 8. 4115, INTRODUCED MARCH 17

This is little better than the first Glass bill. It will force extreme deflation; .
vestrict the Independence of the Federal reserve banks and subject them to
political control and to an opeun-market committee; discriminate against col-
lateral loans further than now; discriminate against 16-day notes, the prin-
cipal instrument of member bank borrowing; hamper the Treasury of the
United States in financing its great requirements by charging discriminatory
rates for loans to banks on Government securities; require increased reserves
by member banks against tlme deposits; and require member banks to write
down their real-cstute assets and loans to present market values.

FEDERAL RESERVE BANKS

The Glass bill Umits the powers of the Federal reserve banks and aggran-
dizes the Federal Reserve Board in Washington. This is probably in the long
run the most dangerous feature of the bill, because it derogates from the auton-
omy of the banks and subfects them to political controi. To say this is no
reflection on the present Federal Reserve Board or the present exceptionally
able governor thereof. It Is a matter of prineiple that the Federal reserve
banks should be autonomous bhanks, run by local bankers and supervised, hut
not operated by a board in Washington appointed by the President and con<
firmed by the Senate. Section 12 for instance provides that the Federal
Reserve Board shall exercise specinl supervision and control over all relation-
ships of any Federal reserve bunk with any foreign bank or banker. This is
only an instance. The bill bristles with Infringements upon the autonomy
of the Federal reserve banks.

KNEUTRALIZING THE GLASS-STEAGALL BILL

Equally dangerous and perhaps more disheartening at this moment is the
provision of section 10 to subordinate the open-market powers of the Federal
reserve bank to an open-market committee, consisting of the Governor of the
Federal Reserve Board and representatives of the 12 Federul reserve banks,
acting at meetings to ‘De held in Washington at least four times a year, by
formal resolution, and subject to the approval of the Federal Reserve Board,
This seems hopelessly cumbersome and dflatory procedure. The principal con-
structive significance of the recently enacted Glass-Steagall bill, upon which
such high hopes were built, lay in the authority (a) to member banks having
a capital less than §5,000,000 to horrow on collateral security from the Federal
reserve banks, and (b) in the authority of the Federal reserve banks to secure
TFederal reserve notes by United States Govermwment obligations purchased in
the open market., The revised Glass bill would overcome the constructive
features of the Glass-Steagall bill by discriminating more than ever against
coliateral loans and by putting the Federal reserve banks' open-market powers
into commission in such & way as to be unusable. The country thought it was
to be saved from depression and deflation by the Glass-Steagall bill. Is the
original Glass bill now to be revised to the end that depression and deflation
shall continue in the land?
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HAMPERING TREASURY 'FINANCE

In a period when the treasury of the United States has an unusually heavy
volume of necessary financing, and after two fallures of Treasury issues last
fall, section 11 imposzes « rate 1 per cent higher than the discount rate upon
any bank that ventures to borrow on 15-day notes. This will imperil Treasury
finnncing and depress bond prices. It is important to remember that memnber
banks as a matter of convenience and a atter of course during 15 years
have maintained a large holding of short Government paper as furnishing
the most convenient kind of eligible paper und that there is a scarclty of
other ecligible paper in this depression period.

THE UXSOUND THEORY OF THE BILL

The theory of the revised Glass bill, like that held by the Federal Reserve
Board in 1920, is that monetary control should be had, not by ruising and
lowering the discount rate, mt by digcrimination between borrowers or
“direct action.” Now, it is axiomatic tlnt the function of s bank of issue
is to control the price and volume of credit and that the ecredit which it
creates will flow along natural channels where it is wunted to the highest
bidder. Credit is lilke water, or. even more, like quicksilver, and it follows
its natural course. However, the Federal Reserve Bonrd in Washington
during the infintion period held the contrary view and attempted to put it
into practice. It prevented the Federal reserve banks from raising the dis-
count rate and attempted to ration credit to the stock exchanges and call
money market, with what disastrous results we know. .

It will be recnlled that the comsequence was that the call-money market
was obliged to pay very high rates for money. and that these very high rates
attracted loans “ fromn others™ and from all over the world. They dil not
discourage but rather stimulated speculation. The bull market contlnued
unabated, and, indeed. activity wus exaggerated all through the first half of
the year 1920 and until after, in August, 1929, the Federal reserve banks were
finally permitted by the Federal Rescrve Board to increase their discount rates.
That stopped it instantly.

This was to.be expected. It is not possible to inflate business and agri-
culture with cheap money and cheap credit and at the same time to induce
people, by admonition or restriction or rationing, not to buy securlties which
the inflation is mnking attractive. The orthodox remedy for inflation is to
ruixe the discount rate, mot to deny ecredit to lonest borrowers on good
security.

But the reviseld Glass bill praceeds on the unsound und vieious principle of
“direct netion” advocated and tested by the Federal Reserve Board in 1028
and 1929 with such dizastrous consequencex to the country. The bill attempts
to outlaw investment xecuritles, the ownets of them, dealers in them and
banks that lend on them. The eountry as n whole is to be punished for the
Inflatlonury excesses of 1927 to 1920 by being subjected in 19382 to a further
drastic deflation of securities and of credit.

:l‘he bill undertakes to provide that the boom, which ended in September;

1029, shall never happen nguin, So preoccupled is the bill with preventing the
reoccurence of the boom that is has set up machinery well devised to perpetuate
nml‘ aggravate the depression.
) ’lllq Federnl rescrve act never hias, until the Glass-Steagall bill, permltted
the Federal reserve banks to lend money to member banks on investment
securities or oi other sccurities than on eligible paper, and governments.
Hoywever, it is the bill's purpose to go further and, so fur as practicable, con-
trol all the assets of every member bank and restrict their use in collateral
loans. So far as practicable, the entlre resources of all the bunks are to be
controlled by the Federal Reserve Board to suit the theory that stocks and
bouds are bad, that people who borrow on them are bad, that banks that lend
on them are bad, and that Congress, by law, can control the use of the whole:
of the assets of the banks to suit this theory.

Thus a principal feature of the bill is to force banks to discriminate against
collateral loans on stocks and bonds. Through control of the lending power

of the Federal reserve banks it is proposed to control I 0!
lent by them, but also all the assets of thl:eognember banks, not only the money
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PRUVISIONS AGAINST OWNERS OF INVESTMENT SECURITIES AND DEALERS IN THEM
AXD BANKR THAT LEND ON THEXM

Section 8 authorizes the Federal Reserve Bonrrd in Washington to prescribe
legislation further defining and regulating the use of the credit facllities of
the Federnl reserve system. The section provides that such facilitics shall
not be extended to memnber banks for the purpose of making or carrying louns
covering investments, or facilitating the carrying of, or trading in, stocks, bonds,
or other investment securities other than obligations of the Goveriment of the
United States. Each Federal reserve bank shall keep itself informed of the
loan and Investment practices of its member banks and the uses macde by them
of the credit facilities of the Federnl Reserve System. The chairman, who is
the agent of tbe Washington board (not the governor, who Is the heid of the
loenl bank) of each IFederal reserve bank, shall report to the Federal Reserve
Bourd any undue, unauthorized, or improper use of such credit facilities, to-
gether with his recommendutlon for remedial actlon in the matter. The
Federal Reserve Board may, in its discretion, suspend for not more than one
Year from the use of the credit facilities of the Federal reserve system any
member bank mnking undue, unauthorized, or improper use of such facilitles.
Thus the Wushington board. not the loeal Xederal reserve bank, is to be
policeman to the member banks.

Section 8 provides that the Federal Reserve Board (not the Federal reserve
bank) shall have power to fix for any member bank the percentuge of its
capital and surplus, which may be represented by loans on collateral security,
and that the board shall liave power to direct any member bank to refraln
from increasing its security loans,

15-DAY NOTES AGAIN

Section 11 provides that member banks’ beorrowings on 13-day notes shall
bear u rate 1 per cent higher than the rediscount rate, and that any member
bank which, after warning. shall lend money on stocks nnd bonds or to stock-
exchange members, investment houses, or dealers in securities, for the purpose
of purchasing or carrying investment securities, exeept obligation of the United
States, shall have its loan called and shall be ineligible as a borrower at the
reserve bank on 13-day paper for a perlod to be determine:d Ly the Federal
Re=erve Board.

NATIONAL BANKS TO UNLOAD BONDS

Section 15 repeals the authority heretofore given national hanks to buy and
sell marketable obligations for their own asccount, except as prescribed by the
cuomptroller; but in no event shall the total amount of investment securities
of any obligor or maker exceed 10 per cent of tiw issue, nor shall the total
amount of all sccurities held exceed 15 per cent of the capital stock of the
bank and 23 per cent of its surplus. It furbids them absolutely to underwrite
the issue of securities. The limitatlon to 10 per cent of the issue is new, The
present limitation is that the total securities of uny one obligor shall not exceed
25 per cent of capital amd surplus, The Hmitation on the total holdings of
investment securities is also new, These requirements will force nutional
Lisnks to dump their bonds in a period when it 1s difficult indeed to xcll invest-
ment securities of even the highest grade to investors, for the bill prohibits
Luuks from holding as well as purchasing for their own account investment
securitles except ag preseribed. This ig vne of the worst sections, Tt will
gravely depress security pricesx and so impair the capital aud surplus of many
bhanks and trust compunles, even though they are not directly subject to the
gection,

Section 25 amends section 5203 of the Revised Stututes so that subsidlaries’
oblizations are figured in the amount a& national bank may lend to one bLor
rower; and that no oblization of a broker or member of a stock excvhange or
shinilar organization. nor of uny finance company, securities company, invest-
ment trust or similar institntion, or of any atliliate shall be subjeet to the
exceptions in favor of bills of exchange, acceptunces, ete., provided under sec.
tion 5200; and that all such obligatlons shall in every ease be subject to the
limitation of 10 per ceut.

Section 26 also overrules these exceptions to sectfon §5200 with regard te
all collateral loans.
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Sectlon 18 prohibits banks from acting as correspepdeuts of brokers, leaders,
and investment builkers, and vice versa, and prohibits any of the latter from
recelving deposits or being directors of national banks and member bunks,

PUNISHMENT OF ALL BORROWELS OX COLLATERAL SECURITY

'hrougout the bill, the piirnse, “loang protected by collateral security,” Is
repeiated as the blanket deflnition of the kind of louns member banks are not
to muke with Federal reserve credit. Dad as it is to penalize loans on col-
Iateral to brokers, securitles dealers, investment bankers, etc., It is doubly bad
to punlsh many borrowers ou collateral whom there is no intention to punish.

ven if, for the sake of argument, one were to accept the theory that it is
sound and proper to penalize and diseriminate against call loans on the New
York Stock Exchange aund those banks that make them, even then it is hard
to see how Congress could go so far as to outlaw all stocks and bonds and
louns upon them and investients in them. Most people invest their savings
in stocks and bonds, and if they borrow on them at all do so for business or
domestic needs in these hard times. Must they be punished too so thaut no
wicked speculator shall by chance escape?

INCREASE RESERVE AGAINST TIME DEPOSITS AND REPURCHASE AGREEMENTS

Sectlon 13 requires a gradual fncrease over five years in the reserves curried
against time deposits from 3 to 18 per cent in central reserve eitles, to 10 per
cent in reserve cities, and 7 per cent in other citles. Thls clause alone should
guurnutee for a 5-year period bank fallures und detiation.

In clause (@) 1t prohlbits leans “for others.,” In clauses (f) and (g) it
restricts or suspends the sale of reserve balances, and provides that, in com-
puting required reserve balances, the liability created by cevery repurchuase or
other similar agreement shall be added to net deposits.

WRITE DOWN UNEAL ESTATE

Sectlon 14 requires the comptroller at every examination to revalue real
estate security for national-banic loans, which under present conditions would
probably mean that ail the loans secured by real estate are undersecured. It
reduces the amount of real-estate loans which a bnuk may have from 25 to
15 per cent of its capital stock und surplus. It authorlzes national banks to
invest the amount of thelr time deposits in real-estate loans and savings bank
securlties, and members banks must report such iuvestments at market value,
It i provided that all the property of any insolvent national bank which is
aciulred under this section is to be applied by the receiver firgt to the payment
of tlme deposits. Nationanl bunks and mewber banks are required to comply
with the terms of this section within two years.

CHAIN BANKS AND AFFILIATES

Section 4 disfranclhises chain banks from electing Federal reserve directors,

Section 8 reyuires reports from aflillates.

Sectlon 8 limits member-bank loans to and investnent in and Joans upon the
securities of aflilintes to 10 per cent of the capital and surplus of the bank,
and under sectlon 25 such ioans to national bank aflilintes shall also not exceed
the affiliate’s paid-in capital, All sueh louns must be secured by 120 per cent
listed securities or 100 per cent eligible puper or savings-bank investments,

Seetion 17 requires national bunks to separate the stock certificates of the
bank from the stock certificates of the afliliate within two years.

Scction 1) amends section 5144 of the Itevised Statutes to prohibit anyone
but the true owner voting on natfonal-hank stoek and prohibits anybody vot-
ing more than 10 per cent of the stock of a nutional bank, except under condi-
tions specified in scetion 20, requiring an ufiilinte to make reports and
submit to examinations by the comptrolier, to hold United States obllga-
tions equal to 10 per cent and other assets equal to on adilitional 15 per cent
of the cupltal stock owned by it in the national bank to cover its stockholders
lability, ete.

. Sectlon 25 nmends gection 5200 further so that the aggregate amount of the
oblizntlons, including repurchase agreements, ot all the wfliliates of a national
bank shall not exceed 1) per cent of the capital stock of the bank and surpius,
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except loans secured by obligations of the United States Government, of the
State in which the bank is issued, or a political subdivision of the State, it
actually owned by the borrower from the bank, Within three years every
national bunk afillinte shall be capitalized through the sile of its own stock
and not from cash or stock dividends.

Section 27 amends section $211 of the Revised Statutes by providing for
reports of affilintes.

Every national bank affiiiate indebted in excess of § per cent of the capital
and surplus of the parent bank shall publish its portfoliv.

Section 28 provides for thelr examination.

AIBCELLANEOUS

Section 7 removes the Secretary of the Treasury fromn the Federal Reserve
Board and removes the Board from the Treasury building.

Section 10 (12 B) provides for a liquidating corporation and section i turns
over the net earnings of the Federal reserve banks to the liquidating corporation.

Section 21 contains an excellent provigion permitting statewide branch bank-
ing, and permitting such branch banking beyond State lines in special circum-
stances,

Section 23 contains an excellent modification of the usury law, affecting

national banks.
. Section 24 limits the rate of interest which the banks may pay to depositors
to one-half the statutory rate, and in the cnse of interbank deposits to the
discount rate of the Federal reserve bank or 214 per cent which ever shall be
smaller.

Section 29 provides for the removal of directors or ofticers of member banks
who have misbehaved.

To summarize, the revised Glass bill is well devised to force further and
greater deflation and to prolong and deepen the depressiou. It would (a) force
the liquidatlon of loans on stocks and bonds and investments in stock and
bonds; (b) force the separation of national bank afliliates; (¢) impose u rate
one per cent nbove the discount rate on member banks’ 15-day notes, and thus
contract credit, jeopardize the Government's financing and depress all honds;
(d) force member banks gradually to increase their reserves agalnst time
deposits from 3 per cent to 13 per cent in central reserve cities, to 10 in reserve
cities, and to 7 per cent In other cities; (¢) force member banks to write down
their real estnte and real-estate loans; (f) prohibits members banks from act-
ing as correspondents for, or making deposits with, bankers, brokers, und
others engaged in the business of buying and selling securities; (y) deprive
the Feleral reserve banks of their autonomy and subordinate them further
to the board in Washington and to an open-market committee; (h) destroy
the expected good effects of the Glass-Steagall bil.

STATEMENT OF BR. M. HANES, REPRESENTING THE WATCHOVIA
BANK & TRUST C0., WINSTON-SALEM, N. C.

Mr, Haxes. I would like to comment on one or two features of the
bill as it affects us in North Carolina.

Mr. Chairman and Senator Glass, we have had in North Carolina
a severe upheaval in banking over the past two years. Starting with
December, 1930, we lost from 50 to 75 Eanks, and then, starting with
September of last year, up until the 1st of February of this year,
we lost something like 100 to 150 banks. e have lost only 2 banks,
I believe, since the ist of February.

We are very anxious in North Carolina, if possible, that nothing
be done, no drastic legislation be had at this time to do what we
think would probably upset the situation again. It is quiet now.
I think the public hysteria is over. Our people are satisfied that the
banks that have gone through are good, and we are very anxious
that nothing drastic be done, if possible.

Senator (GLass. What caused the failure of the 200 banks?
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Mr. Haxes. I think public hysteria to a great extent, sir. A great
many very good banks, that should be going to-day, closed because
of the hysteria. Depositors became frightened, went on to the banks,
and asked for their money, and the banks could not liquidate their
investment holdings fast enough to pay them,

Senator Grass. They were largely frozen?

Mr, Haxes, Yes, sir; largely frozen.

Senator Brooxuant. Members of the Federal reserve system?

Mr. Haxes. No, sir. We only have five State banks left in North
Carolina, members of the Federal reserve system. .

Senator BrookHarT. Some of the State banks failed?

Mr. Haxes, Yes, sir.  Some national banks, too.

Senator Brooruanrr. Of course, they would be members.

Mr. Haxes. Yes.

We think that section 11 of the bill is detrimental, and we would
like to see it either modified tremendously or left out. We think a
1 per cent penalty for borrowing on 15-day paper is bad; and we
also object to the Federal Reserve Board saying how we shall invest
our money. We think that should be left to the discretion of the
banker, and we do not believe that legislation is going to make good
bankers of poor ones. We also object to the liquidating clause. In
the case of the bank I represent, for instance, we would have to put
up $265,000 of our funds to give back to the depositors of the closed
banks their funds.

Senator Grass. What are your deposits?

Mr. HaxEes. About forty-two or forty-three million dollars, sir.

Senator Grass. How do you figure the $265,0007

Mr. Haxrs. As T understand the bill, it is one-half of 1 per cent,

Senator Gr.ass, One-fourth of 1 per cent is the first call.- The total
is one-half of 1 per cent.

Mr. Haxes. Yes; but I understand one-half of 1 per cent is
the amount we would be liable for if called on.

Senator Gr.ass. You anticipate there would be more than one call?

Mr. Haxes., A lot of these things we have not anticipated, Sena-
tor, in the past two years that have come on us.

Senator Grass. Has the full capitalization of the Federal reserve
banks which have been in existence nearly 19 years been called? -

Mr. Haxes. - No, sir; I do not think so.

The Cuairyan, Would you have a different attitude toward
that if it were deferred a little longer?

Mr. Haxes. No, sir; I do not think we would.

The Ciamoarax. Do you think there is any need?

Mr. Haxes. I do not think private funds and stockholders’ funds
should be put up to help banks in distress. We do not think that
is fair or right. We do not think we have a right to take our stock-
holders’ funds and prejudice their rights for other stockholders or
other depositors.

Senator Guass. Did you subscribe to the capital of the National
Credit Corporation?

Mr. Haxgs. Yes, sir,

Senator Grass. That was 2 per cent, was it not?

Mr. Haxes. Yes, sir.

Senator Grass, Do i’ou think it was all right to subscribe your
depositors’ money to that and all wrong to subscribe it to this?
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Mr. Hangs. Yes, sir; because that was the thing we had direct
control of or part of the control of and did it purely as an emer-
gency measure. It was not done to be strung out over a period of
Years. Our directors felt the same way about that. It was a ques-
tion of self-protection to them in a case of emergency.

Senator Grass. Is not this a question of protection, and is it not
a profitable investment ¢

Ir. Hanes, I think the difference, sir, is we were protecting our
banks in North Carolina and not banks all over the United States,
to a great extent, and we were more intimately connected with them.

Senator Grass. How many member banks failed ¢

Mr. HaNes. I do not know the exact number, sir. There are only
five now. ) .

Senator Grass. Do you not think the depositors of those member
banks would like to get what is coming to them rather than to wait
over an extended period of years to have it doled out to them by a
receiver? .

Mr, Haxes. Yes: I think they would. -

Senator Grass. That is what this bill provides.

Mr. Haxes. It is only a question of whether the stockholders of
our banks should give up their funds to help the depositors of
another bank. We do not think that it quite fair.

Senator Frercnier. The run on the one bank and the failure of
that one had a bad effect on all the banks, did it not?

Mr. Haxes, Yes, sir. It multiplied the intensity of the trouble,
of course.

Senator FreErcHEr. So if you can prevent a bank from failing
it hel{)s the whole system, helps the confidence of the depositors in
the whole system. In other words, there ought to be a hittle spirit
of cooperation between banks.

Mr. Hanes. Yes, sir. I think that is quite true, sir. I think
that has been shown by the National Credit Corporation. The co-
operation they brought about did a tremendous good.

Senator Grass. Why would not this do a tremendous good?

Mr. Hanes, I think it probably would, sir, if it was wisely handled
and properly handled. .

Senator Grass. If it was wisely handled it was the thought of the
committee it would show a profit on your investment. You wounld
get 80 per cent of the earnings of the corporation.

Mr. Haxes. Of course, it depends on the management altogether,
as to whether there is going to be any 30 per cent. .

Senator Grass. It depends upon the management of the National
Credit Corporation whether there would be any per cent, too.

Mr. Hanes. Yes, sir. But X tried to.make it clear that that was
a purely emergency thing, where the bankers were largely interested
and their full time was put in in seeing that it was properly man.
aged. I donot believe that that would be possible with a corporation
that is run over a period of years. .

Senator Frercuer. The Federal Reserve Board passed a substi-
tute for your section 11. Have you seen their substitute and ex-
amined it to see whether that would be satisfactory? . .

Mr. Hanes. Yes, sir; I just looked at it hurriedly this morning.
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Senator Grass. You think it is all right, then, to take the tax-
payers’ money and sccure the deposits of failed banks? That you
think is all right?

Mr. Hanes. I think it much fairer, sir, than taking the weli-
managed funds of stockholders to pay losses of badly-managed
banks with. Bank solvency is a question of public good. The pub-
lic as a whole are depositors in banks.

Senator Grass. The taxpayers do not derive any profit from the
operation of this proposed liquidating corporation. That is a liqui-
dnting corporation proposed by the Federal Reserve Board. Why
should I, as o taxpayer, be taxed to do this thing when I have no
interest in it?

b B{{r. Haxes. You have the interest, sir, as a- depositor in some

ank.,

Senator Grass. How do you know{

The Cuaman. It is a very small part of the population that
are depositors, is it not ¢

Mr. Hanges. Certainly a larger percentage are depositors than
are stockholders. I ain not proposing to take the taxpayers’ money.
I am simply saying—— i

The CuamMaN. If we talk about taking the taxpayers’ money
for the protection of depositors, we get a very involved question.

Mr. Haxes. I do not know, sir. We are taking it for a lot of
purposes,

Senator BrooxHart. If you are taking the taxpayers’ money to
substitute for this National Credit Corporation or Reconstruction
Finance Corporation, I guess it finally comes back to the taxpayer,
does it not?

Mr. Haxges. Yes, sir; I should think so.

Senator Gurass. AsI concede, we have taken the taxpayers’ money
for a good many purposes. :

The CuamryaN. We have been taking it to help the big banks,
have we not?

Senator Grass. We took $40,000,000 of it to help one bank.

Senator FrercHEr. You mention section 11, TWhat other section
do you wish to criticize?

The Cmarrsrax. We took that in the hope of preventing a disaster.

Mr. Haxwres. They were the two principal sections that we objected
to. The other is section 12 B,

Senator Grass. If we should eliminate the 1 per cent penalty,
what would be the objection to the section?

Mr. Haxes. I think the objection still holds, sir, that the Federal
Reserve Board would say to us how much of our funds we could
put in security loans, which we object to. We think we can handie
that ourselves better than they can tell us to. I hope so. ’

Senator Grass. Have they not that authority now?

_ Mr. Haxes. It is not as definitely prescribed as it is in here, as I
!J%n.demtand it. This makes it obligatory upon them. I do not think
it is now.

Senator Grass. They have, undeér that provision of existing law,
unlimited authority to make any assessment against 15-day paper
they please, have they not?

Mr, Haxes, Yes, sir.
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Senator Grass. So when it comes to be a question of authority,
this is a restriction of authority rather than an expansionf

Mr. Hawnes. I think this makes it obligatory to say to a bank
“You shall carry only so much in security loans,” as I understand
the bill, sir.

Senator Grass, No. It simply authorizes the board to say that
if a bank is jeopardizing its business and depriving agricultural,
commercial, and industrial enterprise of its opportunity to get
credit on reasonable terms, it shall not extend that character of

oans,

Mr. Haxes. Yes, sir,

Senator Grass. 1t does not say it shall not make them.

Mr. Haxes, I think that would have the effect, sir, of this, as I
read the law and as the Federal reserve law now exists: We can
loan any amount of money on open paper, that is, one-name or two-
name or three-name paper. We might have some one come in who
would want to borrow ten, fifteen, or: twenti'-ﬁve thousand dollars
who would offer perfectly good and liquid collateral. 'We would say,
% No, we are prohibited from taking that, but we will take your open
note and the money will go to the sume cause.”

Senator Grass. You will not be prohibited from taking it unless,
upon examination, the Federal reserve bank at Richmond reaches
the conclusion that your extension on speculative loans is so great
as to jeopardize the business of your bank or to deprive legitimate
commerce of accommodation.

Mr. Haxes. That is just the question, sir; whether these loans are
sgeculative or not. They are loans on security, but a great many of
them go right into commerce and industry.

Senator Grass. That would be determined by the board of di-
rectors of the Federal reserve bank,

Mr. Haxes. It is a very hard thing to determine, sir.

. The CaamaraN. Whether they would probably be slow or active.

Senator Grass. Unhappily there is no imperative reason to sup-
pose that the Federal reserve bank would ever do that. It is per-
mitted to exercise the authority it already has, and it has unlimited
gutho.rgty to fix the rate of interest on 15-day loans and never has

one it.

Mr, Haxes, Yes.

Senator Frercuer. I did not quite catch whether you approved
of the Federal Reserve Board’s substitute for that section 11 or not.

Mr. Haxes. Well, as I read it very hurriedly this morning, I think
fhe Federal reserve substitute leaves the law just as it is on 15-day

oans, ‘

Senator Grass. I know, but they covered that whole proposition in
section 8. Do you approve of their section 8¢

Mr. Haxes. I do not know what their section 8 is. I read it just
this morning in the paper and very hurriedly. I have not had
opportunity to study it at all.

enator Grass. Their section 3 gives unrestrained, unlimited
power to the Federal Reserve Board to fix a percentage of loans, not
only on speculative paper but on real estate and on commodity paper.
Dciirou approve of that?.
r. HaxEs. I do not think the Federal Reserve Board has ever
abused its power so far, and I do not think it would in the future.
111161—82—pr 2—-18
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Senator Grass. Why do you think it would as to section 11¢

Mr. Haxes. I think section 11 is very specific and very definite but
almost obligatory on them.

Senator Grass. Oh, no. It leaves it entirely in their discretion.
In other words, under that section the national bank, for example,
may loan $30,000,000 on speculative security or $100,000,000, for
that matter, but only after it has extended loans on paper of that
character.

Mr. Haxes. What borrowing we can do we do not do on eligible

aper. We borrow on Government securities altogether, because
1t 1s much easier to go to the Federal reserve bank and get money
for two or three dayseby simply sending a note in and use it. Other-
wise we would have to go through the files, get out the eligible paper
and have it all worked up into proper sheets and sent to Richmond
and then have it sent back to us as it matures. It is quite a lot of
trouble to do that. :

Senator Grass. Suppose there were no Government bonds. What
would you do?

Mr. Haxes. Then we would have to do just what we could do. If
there - were no Government bonds we would have fo buy other
securities.

Senator Grass. When that provision was inserted in the Act there
were no Government bonds available for 15-day loans in appreciable
amounts.

Mr. Haxzs. There are a lot available now.

Senator Grass. When we drafted the law there were none avail-
able. We never would have authorized the use of them, because the
Federal reserve system is a commercial system; it is not an invest-
ment banking system; and so far from being a speculative banking
system that we very definitely precluded speculative paper from the
eligibility clause of the bill.

Ir. Hangs. Yes.

Senator MornrisoN. Were you through, Senator?

Senator Grass. Yes,

Senator MorrisoN. I noticed in your reference to section 8 a while
ago you did not seem to think it was as mandatory as section 11.
I want to call your attention to line 18 on page 8, section 8, where
it says:

Such fucilities shall not be extended to thember banks for the purpose of
making or currying loans covering investments or- facilitating the carrying
of or trading in stocks, bonds, or other Investment securities other than
obligutions of the Governtnent of the United States.’

Do you not think that is pretty mandatory?

Mr. Haxes. Yes, sir; I think it is. '

Senator MornisoN. Do you understand that to be the law now?

Mr. Haxes. No, sir; I do not.

Senator Grass. What do dyou understand by this?

Mr. Haxrs, I understand the law, as it is now, is permissive en-
tirely; but this, as I read it, is obligatory. -

Senator Grass. The law, as it exists, is absolutely negative. It says
that the Federal Reserve Board, in its definition of eligible paper
shall not include notes, drafts, or bills covering investments.

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 495

‘Mr. Haxes. That is simply the rediscount privilege. That does
not say you can not hold these in your portfolio and still rediscount.
This bill does, as I understand it.

Senator Grass. No; not what has been read there, does it What
has been read there says that—

The Federal reserve bank shall not permit its facilities to be used for pur-
chasing or carrying or trading in investment securlties or notes, drafis, or
bills issned or drawn for the purpose of carying or trading in stocks, bonds—

And so forth,

My, Hangs. Yes..

Senator Grass. Is not that the exact language of section 8 as we
have it in the bill?

Mr. Haxes. It is, sir; but, as I know the Federal reserve act now,
that simply applies to rediscounting. That does not say you shall
not carry that in your own portfolio if you want to.

Senator Grass. Neither does the section that Senator Morrison
has read.

Senator Morrisox. Senator Glass, right there, that is a very im-
portant matter to me. I thought it did, and I interpreted it that
way. If X am wrong I would like to be convinced of it.

Senator Grass. It applies to the ¥ederal resorve bank, not the
member bank. It does not forbid the member bank to extend its
facilities for investment.

Senator Morrisox. The objection I see, as I read it, is they may
pass regulations regulating their member bank.

Senator Grass, No; regulating the Federal reserve bank; that the
facilities of the Federal reserve bank, its rediscount facilities, shall
not be used for that purpose.

Senator MonnisoN. For a bank that it has made rules govern-
ing, and if it breaks them it may punish them by not letting them
have any accommodations for 12 months.

Senator Grass. No.

Senator Morrisox. I can talk to vou privately. That is my
chief objection.

Senator Grass. I think I can point out to you privately, as I
could publicly, that that is not the meaning of it at allL
likSenntor Morrisox. That is the way it reads to a country lawyer

e me.

Senator Grass. That is simply a transfer of the text of the
existing provision of law to that section of the bill, with the pro-
posed amendment by the Federal Reserve Board. It is just com-
mending itself to the bankers and enlarges the power of the Fed-
eral Reserve Board in that respect.

Senator Morrison. It goes on to say:

Only it such discounts, advances, and accommodations areé intended for the
accommodation of commerce, industry, and agriculture, nnd the ¥Federal
Reserve Board may prescribe regulations further detining and regulating the
use of the credit facilities of the Federal reserve system.

Senator Grass. Of the Federal reserve bank, not of the mem-
ber bank. .

Senator Mogrisox. Yes; but the member bank, of course, gets
it from the Federal reserve bank.
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Senator Grass, Yes; but the existing law, Senator, for 19 years.
has made that provision, '

Senator Morrison. When they ask for the discount it must be-
for that purpose, and with that I heartily agree with you as much
as anybody.

Senator Grass, That is all there is to it.

Senator Morrtsox. When it comes to their saying, “ But I won’t
discount it for you because you have got too much of your securi--
ties in other things——"

Senator Grass. It does not say that. .

Senator Morrisox. That will get rid of a heap of trouble.

Mr. Hanges. Section 11, page 25, does say that, does it not,
Senator?

Senator Morrisox. That is with reference to the 15-day loans.

Senator Grass. Section 11 with respect to that authorizes the:
Federal Reserve Board, if it conceives a bank has overextended in
speculative transactions, to warn it not to further extend its loans,.
and if it should disobey the warning, it may be suspended. That
is covered in the proposed amendment to section 3 of the bill recom-
mended unanimously by the Federal Reserve Board.

The Cuaman. Do you not think the danger of trouble from.
that source is pretty remote ¢

Senator MonrisoN. I think they have been doing it morally, like-
that witness said this morning. T know they have been in my sec-
tion of the country trying to regulate them all the time.

Senator Grass, In other words, they made a mighty feeble
attempt.

Senator MorrisoN. They wrecked a great many people by it.

Senator Grass. And that provision of the bill was inspired by a
notable episode. The Federal Reserve Board here at \$ashingtom
undertook, under its authority as expressed in the act, to mildly re-
monstrate with a speculative {ank, a tremendously speculative Z:mk
in New York, against the extension of its loans for stock gamblin
Eurposes. That is the plain fact. That speculative bank, as

ave said, figuratively told the Federal Reserve Board to go to hell;
it was going to do as it pleased in the matter, and that it was going-
to the very next day rediscount to the extent of $25,000,000 and
loan it on the market. The fpressident of that bank, who was also-
a director, a sworn officer, of the Federal reserve system, took the-
position that his obligation was to the stock market rather than to
the Federal reserve bank. Now, that provision is simply intended'
to say that if a thing of that sort should occur again, that bank
could be suspended from the use of the Federal reserve facilities.

Senator MorrisoN. Senator, I think that is the intention. But at
the same time, in great sincerity, I think it goes to the extent of’
gmng them the power to undertake directly, and it is made man-

atory, to control and regulate all of their investments; and I do-
not think they ought to have it.

As to the evil that you are striking at there—this is all aside—
I have a profound .sympathy with your view, May I ask you this,
Mr. Haines, I do not want to ask you if you mind telling, there may
be some business reason why yon would not like to tell, but may I ask.
what percentage of your loans are now eligible for discount?

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 497

Mr. Hanes. About 15 per cent, sir. We have about $3,500,000 of
-eligible paper.

genator 1.asS. And generally speaking, as a business practice, the
percentage of éligible paper in our section of the best banks as re-
lated to the whole sum of their credits is small, is it not ?

Mr. Haxes. Yes, very small.

Senator Grass. Has the Federal reserve bank, as you understand
it, any legal power now to dictate to you except in a moral way
what you shall invest in so far as your bank is concerned?

Mr, Haxes, I think they dprobably have under the act as it is
now if th:f should want to do it, but it never has been customary.
T d(ilnot hink they could go as far as they could under this act
at all, :

Senator Grass. According to my interpretation of it, it is made
mandatory, is it not?

Mr. Hanes. That is the way I read it, sir.

Senator Grass. They shall do it under the above sections. You
would not want to see that done, would you?

Mr. I:x1s. No, sir; I would rather not.

Senator Grass. Well, would it not endanger the whole fabric of
-our business life to have to restrict those credits and collect them
and reinvest them, at this time especiallg?

Mr. Haves. Yes, sir; I think it would.

Senator Frercrer. You did not point out what objection to sec-
tion 12B you had. You said you objected to it. ’

Mr. Haxes. That is the liquidating corporation provision.

Senator FrercHER., You object to that whole plan?

Mr, Hanes, Yes, sir.

The CHAIRMAN. T thank you very much,

§1’Vhereupon, at 1.10 o’clock p. m., a recess was taken until 2.30
©o’clock p. m.)

AFTERNOON SESSION

Pursuant to the expiration of the recess, the committee recon.
vened in the Interstate Commerce Committee room in the Capitol
at 2.30 o’clock p. m.

The CratrMAN, The committee will come to order. The first wit-
ness is Mr. Burgess. He wanted to appear for a few minutes.

STATEMENT OF W. RANDOLPH BURGESS, DEPUTY GOVERNOR OF
THE FEDERAL RESERVE BANK IN NEW YORK CITY

‘The CrARMAN. You may take a seat, Mr. Burgess, and give your
full name and address and your business connections and whom
you represent.

Mr, Boreess. W. Randolph Burgess, deputy governor of the Fed-
-eral reserve bank in New York, New York City.

Mr. Chairman, I am appearing in behalf of Governor Harrison.
‘Governor Harrison was scheduled to appear before this committee
this afternoon at 2.30. Unfortunately, his brother lies very criti-
cally ill, and I am afraid at the point of death, and so he is not
going to be able to be here and asked me to come and express to you

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



4908 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

personally his regrets and not being able to fulfill his appointment
and to ask if there is any possible way in which the committee could
arrange to hear him at a later time. I realize the difticulties in
that. The New York bank, of course, is very closely concerned
with the substance of this bill; our directors are most anxious that
Governor Harrison should be heard, and if there is any convenient
way in which that could be arranged, he and they would certainly
appreciate it.

Senator Wavrcorr, Mr. Chairman, may I suggest that we ask
Doctor Burgess if it would not be just as convenient for Mr. Harri-
son, and equally good for us, if he submitted written comments as
part of the record, rather than to extend our hearings?

The CHAmMAN. The Chair suggests that after hearirigs are closed
we go into executive session and take up those matters. I am glad
to have your explanation.

Senator Grass. I would like to go u]ﬁm the record here, in order
that it may not appear that Governor Harrison has no opportunity
to comment upon the provisions of this bill, that Governor Harrison
has complete knowledge of, I might say, every provision of the bill
except one, and has had for three wecks.

I want to say, furthermore, that I personally called Governor
Harrison on the phone, as members of the subcommittee will recall,
by direction of the subcommittee,

The CHAm3AN. Some time ago?

Senator Grass. Yes, sir.

The CramMAN. A month or more ago?

Senator Warcorr. About two weeks ago.

Senator Grass. And said to him that the committee would give
him public hearing if he desired it, and he very explicitly, I may
say emphatically, stated that he did not want to be heard. I say
that, Mr. Burgess, in order that the impression may not get abroad
that we have done anything in a corner and have not given everybody
an opportunity to be heard. o

Tltle Citamratan. Go ahead and make any further statement you
want.

_Mr. Buneess. Mr. Chairman, I must just say that Governor Har-
rison reported the conversation to me and I think his understanding
of it was that hie did not care whether the hearing would be public or
private, but his negative response was to the question of whether
he desired a public hearing; that he did, however, desire a private
heq‘nng, a hearing of some kind, whether public or private.

. Senator Grass. Well, of course, you know we gave Governor Har-
rison repeated frequent private hearings.

Senator Couzexs. Mr. Chairman, I move that Governor Harrison
be permitted to file a statement with the committee.

Senator Grass. I can see no objection in the world to that.

The Crmamstan. If there are no objections, the matter will be dis-
posed of now in that way and he will be given permission to file a
written statement,
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LETTER oF GRORGE L. HARRISON, GOVERNOR FEDERAL RESERVE BANK oF NEW YoRK

FEDERAL RESERVE BANK OF NEw YORK,
April 7, 1932,
The attached letter of Governor Harrison, dated April 7, has been read
and unanimously approved by the directors of the Federal Iteserve Dank of
New York present at their meeting on April 7, 1032.

J. Herperr Casg, D. C. WARNER,
THEO. F, WHITMARSH, OWEN D,
Youxe, AwserT H. Wicary, C. M.
Woorrey, W. H. Woonly, SaML.
W. REYBURN.

FeDERAL RESERVE BANK oF New YORK,
April 1, 1932,
Hon. PETER NORBECK,
Chalrman Committee on Banking and Ourrenocy,
United States Senate, Washington, D, O.

Dpar MR. SENATOR: I am sorry that my brother’s death prevented me from
appearing personally before your committee on Tuesday, March 29, the day
on which an opportunity was given to me to express my views with respeet to
the provisions of Senate bill 4115 now before your committee, However, I
very much appreciate the action of the committee In giving me this opportunity
to present to it a memorandum of our views with respect to this important bill.

Of course, it would be the wish of the commlittee and of all connected with
the Federal reserve system, to do everything properly within our power to ac-
complish two objects: First, to check the present depression in business and
trude, and second, to prepare the means for avoiding, as far as may be possible
to do so by legislative or administrative action, a repetition of conditions which
may have contributed to the depression. We all have the sume interest and
the same objectives. The task before us, however, is how to devise the wmeans
of accomplishing these two purposes.

It is our opinion that Senate bill 4115 is directed more toward the second
objective, that s, a control of possible future intintion or abuses of credit, than.
it is towara the first and at the moment the more important objective, that is,
a restoration of more normal business conditions. Apart from the relatlvely
few provisions in the bill, such as those relating to branch banking and pos-
sibly the liquidating corporation, the great majority of its substantial sections
appear to us to be deflutionary or restrictive in thelr effect. To the exteunt
that the pending bill endeavors at this time to prevent possible future excesses,
it would operate as a restraint upon, and would probahly require a drastic read-
justment of, the banking and investment machinery of the country. This
would be a deterrent, both actual and psychologieal, to the recovery from the
present depression, which is one of the most severe in our history. That de-
pression affects all classes of production, industry, agriculture, and trade. It
has been accompanied by an extremely rapid deflation in commodity prices and
in the genecral price level. It has resulted in unemployment never before ex-
ceeded In our history. It has been accompanied by recelverships and defaults,.
and in the closing of many banks throughout the country. As time goes on
prices, wages, and incomes are being reduced and unemployment is not
decreasing.

Regardless of the causes, we are now confronted with an economic crisis
which s the iinmediate and prime concern of every one of us.

With these conditions in ming, our views with respect to the proposcd legls-
Iation may, for the purposes of this discussion, be summarized by the follow-
ing general statement of principles which we believe to be important:

First. The bill, through many of its provisions, tends further to ceutralize
in the Federal Reserve Board the control of operations of the Federal Reserve
banks and the member banks. We belleve in the basic principle of the Federal
reserve act that the public interest will best be served by leaving to the boards
of directors of the several Federal reserve hanks autonomous powers of opera-
tion' within the terms of the law, and by leaving to the Federal Reserve Board
general and broad powers of supervision as was always contemplated by the
framers of the Federal reserve act. All the more important is it, in our judg-
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ment, that the operations of the member banks within the terms of the law
should be left to the management of the respective boards of directors.

Sccond, The Federal reserve banks, as any bank of lssue, should endeavor to
control unnecessary expansion or excessive uses of credit by the use of the
discount rate, supplemented by appropriate open-market operations, rather than
by arbitrary or dictatorial “direct actlon,” It is not possible, nor would we
deem it wise If possible, for the Federal reserve banks or the Federal Reserve
Board ol any one group of persons to control the uses to which the credit of
the country shall be put once it is let loose. It Is one thing for Federal reserve
banks, through the discount rate and through open-market operations, to infiu-
ence the total volume and the price of credit. It is a very different and, we
believe, an unwise tbhing for the Federal reserve banks or the Federal Reserve
Board, through so-called * direct action,” to attempt to control or dictate the
loan or investment policles of many individual banking institutions of the
country,

Third. The danger of speculative excesses is not necessarily inherent in
granting bank loans based upon collateral security, or in Investing bank funds
in capital secarlties. A large proportion of bank credit in the United States
has always been based upon the obligations of or equities in American industry
or business institutions. That is a necessary means of extending credit to
many classes of legitimate borrowers whose other credit alone is not adequate
to support a bank loan.

These are our gencral observations with regard to certain broad questions of
principle raised by the proposed bill. It is dilicult in the space of u letter
to offer detailed comments as to specific provisions of the Dill, There are,
however, certain general comments which we think should be made with
reference to some provisions of the bill which {nvolves some of the points oat-
lined above.

The first, and perhaps the most important, question arising now in connecc-
tion with this blil is the question of timeliness, Just as in time of war, the
interests and the energies of this country are now concentrated on the single
problem of recovery from depression, of restoring work to several million
uncmployed, of raising commeodity prices to a point where debtors may meet
their debts, of removing want, distress, and fear, A beginning has been made
in curing the basic causes of the depression, in reducing bank failures, in restor-
ing confldence, and in making credit more freely available, It would be most
unfortunate should anything now be done to Interfere with or retard the forces
of recovery. We trast, therefore, that in Its consideration of the pending bill
the committee will give most careful consideration to the probable cffects on
public sentiment and the credit situation which may arise from its action on this
bill. A threat of credit restrictlon or dislocation of the financial machinery
may at this time prove a seriously disturbing factor.

Even were it not for the present critical situation 1t must he recognized that
a fundamental revision of the banking law, going to the very roots of the
principles of central banking, is necessarily a large undertaking, and one which
should only be carried through on the busls of a considerable concensus of
opinion as to the major features. While the Senate committee has been work-
ing for more than a year, the definite proposals in the present bill have heen
before the country omly a limited number of weeks, at o time when men’s
minds have been largely diverted to other matters and when men’s emotions
are greatly stirred. It is doubtful whether legislution of this sort should ever
be hurried unless there is some pressing public need for It. The evidence before
Your committee tends to indlcate that there 18 no sneh need just now. On the
contrary might not haste be particularly unfortunate at a time like the present?

As indicated in our prelimlnary suninary, it seems to us that the pending
bill _ls based upon questionable principles in at least three particulars.

First, one basic principle of the Federal reserve system is that the system
should constitute n democracy of credit with a large measure of local autonomy.
As we Interpret many of its provisions the question arises in our minds whether
the bill might not do much to defeat this fundamental princlple, It would
incregse to a great extent the powers of a Government board, not only over
the l-eqernl reserve banks but over the mewber banks as well, and it would
give this board no sinall measure of responsibility for the management and
policles of individual banks,

Second, the bill proposes to check speculation by Incrensing Federal reserve
powers of restriction and prohibition upon the operations of individual banks.
This is the method of *direet actlon” which has its uses as a method for
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dealing with individual banks which may be using more than their share of
Federal reserve credit, but it is not an effective or suitable method for general
control of credit or the uses to which credit will be put. The proper and most
effective instruments of ¢redit poliey are open-market operations and discount
rates, and the influence exerted by a reserve bhank on the loan and investment
pollcy of individual member banks ordinarily has but limited eflect on ecredit
conditions as a whole, Not only is the type of * direct action ” which this bill
embodies in law usually ineffective as an intluence on geuneral credit conditions,
but it involves the assumption by the Federal reserve system of a responsibility
for the manugement of individual member banks which could not effectively be
fulfilled. For proper and effective control of credit conditions the traditional
methods of influencing the volume and cost of credlt by the dlscount rate and
open-market operations must be relied .upon. The proposals in sections 8, 8,
and 11, of the bill before you would, we believe, prove both inmeflective and
seriously embarrassing and detrimental to the Federal reserve system and the
mewber banks.

Third, the bill attempts In considerable measure to divorce the banking
system from the capital market, and would do much to dlsturb the mechanism
of the capltal market, the free functioning of which is now so important to a
recovery from existing business conditions,

There are really two bunking systems in the Unlted States. the organized
system of incorporated banks under State and National charter, and in addi-
tion an unincorpornted, less organized system, generally kuown as the capital
market. This second banking system, this capital market. is the channel
through which the investors of this country plike in the hands of American
business each year two or three times as muech money as is placed through
the incorporated banks.

Buslness in the United States is even more dependent upon this eapital
market than upon the banks. Without the capital inirket new enterprises
would he curtailed. old businessex would be kept frum expansion. The capital
market is particularly fmportant at timeg like the present when business is
struggllng to revive from depression. The almost complete lack of issues
of new secnrities in recent months hag heen an important canse of deprexslon,
and the gradual revival of new fssues will be one of the first slgns of husi-
ness recovery,

Admitting certain past defects and the nced for the prevention of possible
future abuses of the capital market, we believe that any material dlsorgani-
zation of that market would now be most unfortunate.

At a number of points thesc two banklng systems are related. The banks
partieipate in one way or another in the origination and distribution of new
issues. A substantial part of the securities sold In the United States is sold
through banks., Banks themselves are large buyers of bonds., The bill before
this commniittce proposes in some measure to disturb these relationshlps. and
at nllany points provides for a divorce of the banking system aud the eapital
marlet, .

The brond question to be determined iz the extent to which the eapltal
market should e dlvoirced from the banking systomr and removed from all
supervision, or whether its relations with the banking sy~stem should be main-
tnined and placed under appropriante supervison. It is an invelved and
difficuit problem, but the divorce proposzed in this bill appears to be cerninly
unwise at the present time when business recovery is so dependent ou the
proper functioning of the capital market. As a permaunent maiter the capl-
tal market is necessarily dependent on the banks for uid in the intermediate
stage between the origination and distribution of an issme and for entirely

~ proper credit to legitimate borrowers offering sceurities as collateral,

Your commlttee Las before it a most comprehenxive and lhuninating report
upon Scnate bill 4115 presented to you with the unanimons concurrence of the
Federal Rteserve Bourd. This report reviews the bill geetion by section and
suggests many changes designed to bring the bill futo eonformity with sound
banking princlples. We are in substantial agreement with many of those
recommendations. especlally in so far as they are purposed to eliminate cer-
tain deilationary or resirictive aspects of the bill. Dut we regret 1hat we must
differ with some features of the board’s report which we feel still leave the
bill open to certuin fundamental objections of principle discussed above.
Section 8 of the bill even as amended by the Fuwleral Reserve Board gives
the Federal reserve system and particularly the Pederul Reserve Doard ex-
tensive and direct powers over the operations of individual member bunks.
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Section 12 even as amended by the board prescribes detafled rules of opera-
tion in foreign transactions, almost sure to prove unnecessary obstacles to the
proper handling of those operations, Sections 17 and 18 ag amended by the
Board go further in a teutative suggestion of divorecing the banks and the
capital market than we should think wise at the moment.

In conciusion, there do not appear to us to be any parts of the bill for which
there is imperative need for immediate passage, although two sections of the
‘bill are, indeed, of a character which might be expccted to be helpful in the
present emergency. They are the propoxal for a lquidating corporation, sec-
tion 10 (B), and the proposal for a wider extension of branch banking, section
21, If the liquidating corporation is to prove helpful, however, it would seem
to us to be essential that the amendment suggested by the Federal Reserve
Board be adopted, since a number of features of the proposal in the pending
‘bill might well be unnecessarily disturbing, The branch-bank proposal would be
lelpful and useful in providing u mechanism for reorganizing and revitalizing
many small banks not now ablé to render adequate banking service in thelr
communitles.

As I stated when I appeared before your committee in January, 1931, and
as I reiterated to Senntor Glass, chalrman of the subcommittee of the Senate
Committee on DBanking and Curreney, in my letter of February ¢, 1932—n
copy of which I would like to attach—much of the banking trouble which we
have experienced in the past has been due not o much to violations of law as
to mismanagement within or abuse of the privileges afforded by the law. Com-
petition bhetween the State and National Governments in the grantlng of char-
ters and in the llberalzation of the banking laws has gone further and further
to make these legalized abuses possible. Limitations and restrictions in the
law Intended as safeguurds against bad banking are too often regarded as
Invitations to unwise banking within the law. e fear thnt no matter lLiow
well a law may be couceived and drafted, that dangrer will-always be present
anless the mansgement of individunl banks ix of the highest type. If, there-
fore, it is not possible at this time, cither for practical or political reasons, to
provide for one banking system which would include all commercial banks. as
we would favor, then it seems to us that one of the most important contribu.
‘tions that may be made to the banking situation would be the adeption of such
amendments to the law as might insure better and better manazement of indi-
vidual banks, and not the centralization of managerial or dictatorlal powers
In the Federal reserve banks or the Federal Reserve Doard. No law, however
perfect in itself. can serve as a substitute for management of individual insti-
tations, and with a dual competitive banking system legislative restrictions
-often prove Inoperative in any cvent. If too strict in one system, banks shift
to the other. If too lenient becanse of the competition for membership, they
sanctlon bad banking. TUltimately, therefore, the protection of bank ercditors
and the community must depend largely upon the character and experience of
bank management.

Muny of the views which we have expressed in this letter as to various ques-
tions of priueiple are but a recapitulation of more detalled views which we
have already presented to your committee under date of February 25, 1931, in
response to the questionnaire which. your committee submitted to all Federal
‘Teserve banks. -

In case the committee may be interested, I am glad to inclose a memorandum
which contains very brief comments regarding each individual section of Senate
-bill 4115 and the Federal Reserve Board’s suggested amendments thereto.

Very trnly yours,
GEORGE L. FIARRISON, Gorernor,

SECTION BY SECTION COMMENT OF SENATE BILL 4115

Sect}on 2. Deflnitions—goes with section on afiiliates:

We agree with board amendments.

Section 3. Defining conditions of discounts:

We are not in agreement with either the bill or the board’s amendment, be-
lieving that the powers thercby given to the reserve banks and the Reserve
Board would be ineffective to necomplish the implied purpose and would involve
responsibilities for the management and operation of individual banks which it
would be impossible for the reserve banks or the Reserve Board to fulfill and
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the assumption of which would be harmful to the reserve system as a whole
and to the individual member banks.
Section 4. Denying votes at reserve bank elections to group and chain banks:

We agree with the board’s recommendation. Undesirable at any time,
Secﬁt?n 5. Disposition of reserve bank earnings—goes with liquidating corpora-

on:

We agree with board’s amendment. .

Section 6. Reports and examination of State member bank afiiliates:

We agree with board's amendment, Desirable at sgome timne, in amended
form sugzgested by board, bnt not necessary now.

Section 7. Changes in Reserve Board composition and terms:

We agree with board’s amendment. Desirable some time, in amended form
suggested by board, but not necessary now.
Section 8. Limiting collateral loans:

We agree with board's recommendation. Undesirable at any time and
disturbing now,

Section 9. Limiting loans to affiliates:

In substance we agree with board’s amendment. Deslrable at some time, not
1eCcessury now.

Section 10. Open market operations:

We ngree with board’s amendment. No ohjection to adoption some time,
in amended form suggested hy board, but not necessary now.
Section 10, Liquidatine corporation:

We sg.ce with board’s amendment. Prompt enactment might be helpful,
Section: 11, DRare aird control of horrowing on 15-day advances:

We agree with board’s recommendation that this section of bill be eliminated.
Undesirable at any time, disturbing now.

We favor board’s suggested substitute about maturity of advances—decsirable
some time, but not necessary now,

Section 12, Supervision of foreign operations:

We disngree with the board’s amendment, which preseribes a procedure
which is unnecessarily cumbersome and in some respects unworkable. We
believe the development of this procedure could more wisely be left to
experience:

Section 13. Reserve requirements:

The proposnl involves a wholly new method for computing reserves making
considerable changes for individual hanks. Time should be given for n more
genernl understanding of the proposal with further study as to its effect on
Individual accounts and institutions,

Section 14. Control of renl-estate loans, etc.:

We agree with bourd’s recommendation—undesirable at any time and dis-
turbing now.

We favor hoard’s suggested substitute limiting the cost of bank buildings,
Desirable some time, in amended form suggested by board, but not necessary
now.

Section 15. Limiting bank investments and security operations:

We agree with board’s recommendation. This pnrticalar proposal undersir-
able at any time and disturbing now—though some legislation on this subject
warrants later consideration,

Section 16. Increasing capital of new nationnl banks:

We prefer the proposal in the bifl to the board’s amendment—desirable some
time Dut not neecessary nos.

Section 17. Stock units and separation of bank and afliliate stock:

We agree with boarl’s recommendation on first half but favor omitting the
entire section as likely to be disturblng now. The proposal to separate bank
and asiilinte stock may wisely be cousidered later though its desirability at any
time iz doubtful.

Section 18, Divorce of aflilintes:

We agree with bonrd’s recemmendatlons opposing section 18 of the bill,
Tndesirable at uny time. The board's tentative substitute we believe would
be seriously disturbing now, but might wisely he considered at a later time,
though its desirability at any time is doubtful.

Sections 19-20. Supervision of holding companies:

We ugree with bonrd’s amendments. Deslrable some time, in amended form

suggested by board, but not necessary now,
Section 21. Branch banking:
We agree with board’s amendments. Prompt enactment might prove helpful.
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Section 22. Verbal changes caused by 21:
‘Section 23. Extends limit on interest rates on loans:

YWe agree with board’s amendment. Desirable some time in amended form
suggested by board, but not necessary now.
Section 24. Limits interest rates on deposits: )

We agree with board’s recommendation. Undesirable as long as we have
a dual banking system-—would be disturbing now.
Sectlon 25. Limits national-bank loans: .

We agree with board’s recommendation, Undesirable and disturbing.
Section 26. Repeals exceptions to section 5200:

We agree with board’s recommendntion. Undesirable and disturbing.
Section 27. Reports of national-bank affiliates:

We agree with board’s amendment. Desirable some time, in amenied form
suggested by board, but not necessary now.,
Section 28, Examination of national-bank affilintes:

We agree with bonrd’s amendment. Desirable some time, in amended form
suggested by board, but not necessary now,
Section 29. Removal of officers and directors:

We agree with board’s amendment. Desirable some time, in amended form
suggested by board, but not necessary now.

FEDERAL RESERVE BANK OF NEwW YOEK,
February 6, 1932.
Hon. CARTER GLASS,
United States Bcnate, Washington, D. C.

My DeAr Mg, SENATOR: A week ago Tuesday, when I was in your office, you
or some of the members of your committee were good enough to suggest that I
send to you my comments and suggestions regarding the provisions of Senate
bill 8215, I said that I would try to have those comments before you by the
following Monday. In the meantime, however, that is, on the intervening
Thursday, I was informed of a change in the procedure, to which I understood
you and Senator Walcott had agreed, that is, that you and he reconsider the
provisions of your hill with Doctor Goldenwelser, of the Federal Reserve Board,
and Mr, Burgess, of this hank. In view of this new set-up and the fact that
Doctor Goldenweiser and Mr, Burgess were to submit their comments and
suggestions as independent experts, I felt, and Senator Walcott agreed, that it
would he premnature for me to write your committee regarding the provisions
of the original bill, since this new procedure would no douht result in modifl-
eations in the published draft in any event.

I now understand that Doctor Goldenweiser and Mr. Burgess are to submlit
o report to you early next week, and while I do not now want to make any
specific comments or suggestions regarding the original draft of the bill, I hope
it will not be inappropriate for me to make a few general observations.

During the past two years we have suffered one of the most severe depres-
sions in history. There is no need In this letter to enlarge upon our d:fiicul-
ties. Suffice it to say that production. manufacture, and trade have suffered
severely., The general price level has declined approximately 23 per cent;
wholesnle prices 82 per cent; wage rates perhaps 10 per cent; and weekly
income of wage earners about 20 per cent. Unemployment is greater than ever
before in history. ’

Coincident with these things, and partly beenuse of them, we have experi-
enced a wave of bank failures that has cnused great distress and alarm through-
out the connfry; over 2,000 of them, or approximately 10 per cent, in the last
yenr alone, Bank credit has declined over $6,000,000,000 in two years; $4,000,-
000.000 in the year 1981; and over $2,000,000,000 in the last quarter of 1981
alone. The rate of decline has not been checked {n the first four or five weeks
of this year. This rate of @eflation can not continue if we expect our financial
and business structure to weather the storm.

As a result of the Innumerable bank failures, bank depositors throughout the
country, nervous and alarmed, have withdrawn their deposits from their banks
at a rapid rate, in many cases solely for the purpose of hoarding. 'We estimate
that- over $1,000,000,000 of currency was withdrawn for this purpose in 1931.
Unfortunately, it is still continulng, Furthermore, this panic is not confined
solely to domestic depositors. '
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Shortly after England abandoned the gold standard there were wlld rumors
all over Europe and the rest of the world regarding the banking situation in
the United Stutes and the possibility of our abandoning the gold staundard, As
a result of foreign withdrawals, over $700,000,000 of gold was withdrawn from
the Federal reserve banks for export or earmark in a period of six weeks
during September and October. While those withdrawals were then checked,
they were revived about the middie of January, and we are now in process
of losing gold again.

Thus you will see that the reserves of the Federal reserve system are
being pressed both from within and without. It was with this In mind
that in recent weeks I had several talks with you, hopeful that you might
seo fit to include in your bill, not then published, some liberalization of
our so-called free-gold position. Because of existing collateral requirements
we were in the somewhat paradoxical positlon of having $1,800,000,000 of
gold in exeess of our minimun reserve requirements, but in fact having only
approximately $450,000,000 of free gold. This margin, it scemed to me, was
entirely too low, in face of the eontinmed withdruwals of currency by do-
mestic depositors and the continued withdrawals of gold for foreign account.

During one of my talks with you, you were good enough to suggest that
I try my my hand at drafting an amendment which would enlarge our col-
lateral provisions, and I-later submitted to you a proposal which I belleve
to be most important in the cmergency with which we are now confrunted,
This proposal, while simple enough In its terms, is so complex and technlcal
in its nature that it would require too mueh space adequately to dizcuss it
in this letter. I shall therefore try to prepare for you a supplementary
memorandum on that subject alone. I am not at all unmindful of the
need of protecting the currency of the country from the risk of unnecessary
or arbitrary expansion, and do not belleve that the proposal I have given
you will of itself run that risk. On the contrary, I believe the proposed
amendment might well tend to defeat other.much more radical proposals
from an ever increasing number of influtionlsts. .

Evidently, however, you concluded that it was not wise or practicable to
include in your original bill a proposal along the lines which I submitted,
80 that that bill not only dves not provide for the much needed liberalizing
of the collaternl requirements, but in fact, as published, it would, if ap-
plied to our present holdings of discounted paper and bankers’ acceptances
purchased in the open market, more than wipe out the existing $1,300,000,000
of excess gold reserve.

This would be accomplished by two changes in thie law proposed in your
bill; the first no longer permitting gold held as security for Federal reserve
notes to be counted as part of the 40 per cent gold reserve agninst out-
standing Federal reserve notes (this of itself would reduce our excess gold
te $250,000,000) ; and the second ellminating from eligible collateral for Fed-
eral reserve notes member-bank 15-day ud\nnces secured by Government
securities and nlso eliminating certain types of bankers’ acceptnnces which
we purchase in the open market. These two provisions alone would, in
my judgment, render the Federal reserve system inenpable of supporting con-
tinued withdrawals of currency and gold and would make it impossible for
us effectively to carry on, pending a change in conditions or semtiment which
would check withdrawals of deposits both by domestic and foreign depositors.

One other subject that we have discussed from time to time in the past
is the possibility of enlarging the ellgibility provisions so that member
banks would be entitled in cases of need to Dborrow on assets not now
technically eligible. The last time we talked about this in your office, prior
t0o the publication of your bill, you mentioned to me quite privately that
you had incorporated a provision which would enabie groups of banks in
an emergency, through some sort of combined liability, to seek accommoda-
Iton from the Federal reserve banks. I sald then that I felt that that pro-
vision would be most helpful in emergencies involving entire communities.
I did not feel, however, that it would be of much practicable help to the
individual bank, especlally those located in the smaller communities, which
has been subject to large withdrawals of deposits, which has already wused
up all of its eligible assets and which needs still further accommodation.
Any small bank in this position in an isolated community would find it
difficult, if not impossible, to form an associativn of 10 banks without run-
ning either the risk of too great delay or the risk of closing the bank be-
cause of advertising the very emergency which forced it to seek the or-
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ganizatlon of the group. But, even with this limitation, I felt at that time
that your proposal for group borruwing would be helpful and as supplemented
by the then proposed Iecoustruction Finunce Corporatfon, wouid prob:bly
be adequate.

1 still feel that with your provision regarding group borrowing somewhat
modified, to statisfy practical requirements, and with the facilities which the
Reconstruction Finance Corporation will afford, there is not nearly the same
pressing need now for an extension of the eligibility provisions of the act as
there was at the time I flrst discussed this subject with you Even so, I can
not avoid the convietion that there should be somne provislon in the law which
would make it possible for a Federal reserve bank, under appropriate restric-
tion and regulation by the Federal Reserve Board and during temporary periods
when the public interest requlres, to extend accommodution to Individual
member banks, in case of need, upon assets not now technieally eliglble and at
rates of discount at least 1 per cent higher than the prevailing discount rate on
eligible paper. I think that such an emergency provision would do much,
especially at a time such as the present, to relieve the minds of both banker and
depositor and that it might be adequately sufegunarded so as to avoid abuse.

This covers the two principal matters about which I have been most con-
cerned in the past and on which I have felt it, was importanc to have some early
legislation.

Regarding the various and particular provisions of your bill I would prefer
not to muke any specific or detalled suggestions at this time or until you and
Senator Walcott have proceeded further with Doctor Goldenweiser and Alr.
Burgess. Most of the provisions on which I might wish to comment now will,
no doubt, be discussed with them and possibly modified or ellminated, so that
my comments at this time would be premature. But it (loes scem to me that,
apart from the many drastically defintionary features in yomr bill which I
have already briefly discussed with you and your committee, there is one
broader subject that in the long run may become a matter of great significance
to the system and to the country at large.

It 15 cvident that many provisions of the bill are designed further to limit
the autonomy of the fndividual Federial reserve banks and to concentrate more
and more power in the Federal Reserve Board. I can not but belleve that the
purpose of the original Federal reserve act to create 12 autonomous Federnl
reserve banks, each munaged by its own board of directors through oftcers ap-
pointed by those directors and subject only to general supervision of the Fed-
eral Reserve Board, was wise and sound. Any substantial departure from that
fundamental principle might, I believe, ultimately result in seriously impairing
the usefulness of the system.

Now, it is no doubt true that because of the fact that the New York Federal
Reserve Bank is located In the nmost densely populated area in the country—an
aren in which are. concentrated approximately one-third of the banking re-
gsources of the country—and because it has its principal oflice in the chief
money center of the country, it will of necessity perform a disproportionate
share of the work and bear a disproportionate purt of the responsibility in
connection with certain phases of the system’s operations.

This is particularly true, of course, as to the handling of accounts with and
from foreign central banks of issue, as well as to open-market operations in
both Government securitles and bankers’ acceptances.

As to the foreign accounts, it should be polnted out, howerver, that the Fed-
eral Reserve Bauk of New York has never sought or solicited the opening of
any account from any foreign bank or banker. No such account has ever been
opened with us nor has a reciprocal account been opened by us abroad without
the affirmative approval of the Federal Reserve Bonrd. Furthermore, the
terms and conditions on which we do business with all foreign banks have
been specifically approved by the Federal Reserve Board in advance of our
opeuing any account. In addition to this general approval we have always and
without exceptlon submitted to the Federal Reserve Board for ity approval
every credit arrangement which we have entered into with any central bank.
All accounts and all credit arrangements which we have opened or entered into
with the approval of the Federal Reserve Board have been participated in by
each of the other Federal reserve banks of their own cholce.

Thus, all of our foreign transactions, even the day-to-lay routine transactions,
have heen in accordance with agreements previously approved by the Federal
Reserve Board, and every speclul engagement or arrangement has had the
specific approval of the Federal Reserve Board, to which the fullest informue
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tion is forwarded currcutly about all of our operations with or for foreigu
account. This is as it should be. More than this, however, I do not believe
to be practicable or feasible. )

Foreign central bank operations, especlally exchange operations, are difficult
and technical operations, and must be handled promptly and expeditiously by
men trained in foreign exchange and international bunking business. 1f they
are made subject to any greater or more dlrect control of the Federal Reserve
Board or to the supervision of the open-market committee, ns provided in your
bill, our handling of those accounts will become practically so diflicuit and so
cumbersome that they will in all likelihood be forced to private buanking insti-
tutions in New York, outside the Federal reserve bank, where we will lose
all the very real advantages of the preseut contacts and the value of the infor-
mation afforded by those contacts. I can not overemphasize the importunce
of those advantages to the proper functioning of the reserve hank in the
princlpal money center of the country,

So also I believe that the provisions of your bill relating to the open-market
committece which is given jurisdiction over operations in Dbills as well as
Government securities, are so cumbersome as to be inimieal to the best interests
of Federal reserve operations. A general clause leaving these matters subject
to rules and regulations to be imposed by the Federal Reserve Board is, I
believe, all that is necessary or wise. But the terms of your bili relating to
open-maurket operations in Government securities and bankers' bills practically
make expeditious and effective operatlons by the Federal reserve banks im-
possible in these two fields of action. The Dbill requlres approval not only of
the Federal Reserve Board but of n commitice of 12 representitives of the
several Federal reserve bunks. It takes from each Federal reserve bank any
Individual powers, thwarts initiative, and leaves to the Federal reserve banks
only the powers of obstruction. Under the proposed bill no operation in securi-
ties or bankers’ bilis, even the duy-to-day tran=actions, ¢an be effected, even in
cases of emergeucey, without approval of the commlttee composed of representa-
tives of the 12 reserve banks and of the Federal Reserve Board, and this
approval must then be submitted to the Federal Reserve Board for its approval,
and later to each Federal reserve bank as to its own participation. The
powers of the directors of any individual reserve bank are thus reduced to the
most insignificant proportions. Even the selection of the representative ap-
pointed by any individnal Federal reserve bank to the open-market committee
must be confirmed by the Federal Reserve Board.

I can not avold the belief that ultimately the greatest protection which. the
system will have ngainst political control or abuse is the maintenance of a
fair measure of autonomy in cach of tlie Federal reserve bunks. To the extent
that your bill further shifts power and authority from the Federal reserve
banks to the Federal Reserve Board, to that extent, I believe it aims toward
centralized operation und control through a politieally constituted body in
Washington. While I feel gure that the Board has not been dominated by
political infiuences in the past, that danger is unavoidably an ever present
one and would be materially accentuated by many of the proposals in your
bill. .

Thé best safegunrd against possible politleal control, which I Dbelleve the
Federal reserve act wax originally designed above all else to avoid, is in the
board of Qirectors of the several Federal reserve banks. At the present time
service on the board of directors is regurded as a privilege and an honor.
Each reserve bank s In a position to cull npon the meost outstunding men in
this community. But if they are to he merely conduit pipes through which
recommendations of the Federal reserve bank officers will go to the Federal
Reserve Board in Washington for advance approval. we can not expect, over
a period of time. to be able to call for the service of the types of men who
should be the directors of a Federal reserve bank, . -

For that reason, if for no other. I think the provisions of the Dhill. which
further and further centralizes authority in Washington, will nltimately risk
fwpatring the full usefulness of the system., To my mind, they are fraught
with the gruvest risk to the system. The bill eliminates the Secretary of the
Treasury from ex officio membership on the Federal Reserve Bourd. That,
no doubt, was purposed primarily to remove the TFederal Reserve System
from the possible taint of political pressure. Bnt s¢ many other provisions
of the bill aim tu increase the power und authority of the Federal Reserve
Bonrd, composed entirely of members who are politicnl appolntees, that it
might well result potentinlly, at least, In a far greater centralized political
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influence than is possible at the present time, even with the Secretary of the
Treasury a member of the Board,

One more comment I wouid like to make and that is this: As I think X
stated before your committee about a year ago, much of the banking troubie
which we are now experiencing is due not so much to violations of law as to
mismanngement within or abuse of privileges afforded by the law, Competi-
tion between the State and National Governments to liberalize the banking
laws lias gone further and further to make these legallzed abuses possible,
Limitations and restrictions in the law intended as safeguuards against bad
banking are too often regarded ans invitations to unwise banking within the
law. I am afraid that no matter how well a law may be counceived and
drafted, that dunger will always be present unless the manigement of indi-
vidual banks is of the highest type. If, therefore, it 1s not possible at this
time, either for practical or political reasons, to provide for one banking
gystem which would include all commerclal banks, as I would favor, then it
seems to me that one of the most important contributions the proposed biil
can make will be to insure better and better management. -

With this {n view might it not be appropriute for your committee further
to consider sone modification designed to insure better manngement in fact
quite apart from legislative limitations and restrictions, such, for instance,
as (@) reducing the number of directors on each bank So as to concentrate
responsibility and to encouvage supervision and management through ex-
perienced directors; (b) provision, under adequate safeguards, for the re-
moval of iIncompetent bank officers after thorough investigntion by disin-
terested authorities, and possibly (c¢) restrictlon upon the right of bunk
gliilrcers to borrow except with the approval of the appropriate comunittee of

ectors.

These and possibly other suggestions might be considered as a means of
insuring a more conservative and effective management of banks within the
limitations provided by law. No law, however perfect In itself, can serve
as a substitute for management of individual institutions. And with a dual
competitive banking systein the legislative restrictions often prove inoperative
in any event. If too strict in one system, bunks shift to the other. If too
lenient becuuse of the competition for membership, they sanction bad bank-
ing. Ultimately, therefore, the protection of bank creditors and the. com-
mueity must depend largely upon the character and experience of bank
manugement,

Very truly yours, *
Geonge L. HARBISOX.

The next witness is Mr. Xent.

STATEMENT OF FRED I. KENT, DIRECTOR OF THE BANKERS
TRUST CO., SCARSDALE, N. Y.

Mr. Kext. Mr, Chairman, may I ask your indulgence until I get
this machine up? [Referring to hearing device.] I have to listen
by ’Iproxg. I think I will be able to hear you now without difficulty.

he Cramya~. Give your full name and your address to the
reporter and state whom you represent, as well as whom you are
connected with.

- Mr. Kent. My name is Fred I Kent. My nddress’is Scarsdale,
N.Y. Ihave,ina statement which I have prepared, mentioned at
the start the few inatters with which I am connected that I think you
would like to have.

%‘Il;e (f{x;:x:xim. Yofu are an oﬁl;cer off some banking institution?

NT. 1 was for a number of years.
director of the Bankers Trust Co. y AS present I om a

The Caamyan. Of New York?
Mr. Kext. Of New York; yes.
%}he IQHAIR}B.\'._ You may proceed.
r. AENT. During recent years I have not been en i i
banking, although I am a director of the Bankersga ;cllstm(?g.t IX;
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New York, but have given my time largely to the study of matters
having to do with the welfare of onr people and particularly those
things upon which they depend for their better living, that have to
do with industry. trade, and agriculture, and the processes, financial
and otherwise, under which they are carried out. Such studies have
been aided through my connection with many organizations which
have afforded me the opportunity to keep in touch with the growing
movements of business.

For a number of years I have been chairman of the commerce
and marine commission of the American Bankers Association, a
member of the executive committee of the National Industrial Con-
ference Board, the finunce department of the Chamber of Cominerce
of the United States, and a member of the executive committee of
the American section of the International Chamber of Commerce.

The business of merchants I have followed through the Merchants
Association of New York and my membership on the banking and
currency committee of that. organization. Between all of these
organizations and others in which I have membership, I have been
ab%e to follow closely developments having to do with industry, trade,
and agriculture in the United States, with international develop-
ments of a similar character, and with financial operations. This
beinﬁ true, I have endeavored to measure the Glass bill from the
standpoint of my general experience and my belief based upon such
experience as to such values as it might have if it were enacted into
law. Other witnesses here have gone into the detail of the bill at
great length, and it would not seem necessary for me to do so.-

uch values as I can carry in its consideration should have greater
bearing upon the general effect of the passage of such a bill than
upon its detail, and X will therefore confine myself to such con-
sideration. ,

In view of the fact that I am opposed to the bill and must take a
position against it on that account, I would like to-say that in doing
so, my critcism is based entirely upon the provisions in the bill an
the effect that they can be expected to have upon conditions as they
exist at the moment, and not upon the intent of the sponsor for
whom I have the utmost respect.

It would seem necessary, if we are going to meet intelligently the

roblems of the future, that we weigh carefully the effect of any leg-
islation that might be under consideration, particularly as it may
have a bearing upon the banking system of the country with possible
unfavorable repercussions upon industry and trade.

The Glass bill, if it proved to be deflationary as I and so many
others believe would be the case, would, if enacted into law, tend
to add to the depth and duration of the depression and probably to
an extent that might create further unemployment of a devastating
character.

Regardless, therefore, of whether the Glass bill is sound in prin-
ciple, it clearly is against the interest of the whole people of the

nited States to have it enacted into law before thére has been a
very substantial recovery from present conditions and a period of
normal stabilit{ has been attained. :

. Baut is the bill sound in principle? Would it carry into our bank-
ing system a force for good even if its enactment were postponed
until:industry and trade were again upon solid ground?
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There would seem only one answer to such a_question, and that is
that it would not. Back of its provisions which haye to do with its
apparent principal purpose, it 1gnores our industrial financial sys-
tem as it has been built up and as it exists and as it must be carried
on until we have some better system, if one can be devised to take
its place. ' .

oes the Glass bill even attempt to provide a better system? No.
It would merely destroy in part our present system and provides
nothing in its place. .

Let us analyze this statement and see why it is so: .

Present-day industry and trade are financed in two parts, by capi-
tal or capital issues, and by bank borrowings. Capital financing is
utilized to provide for plant, for required long-time turnover, con-
tinuing inventories of raw materials and of processed goods and for
margin of safety.

Bank borrowing is resorted to for seasonal requirements, pur-
chases of raw materials which quickly move into finished goods, fin-
ished goods on short-time carries, raw materials, and finished goods
in transit from buyer to'seller, and for other short-time purposes.

The general and ordinary financial structure of industry is there-
foré in the form of securities—stocks and/or bonds, or cash or other
securities, and commercial paper; that is, trade paper, or book ac-
counts between business houses, and notes to banks.

There are five classes of bank deposits: Two from cash, demand
and time, or saving; and three from credit: Loans, rediscounts or
sale ef paper taking time to collect. .

.The security structure of industry and trade, as it is built up, is
exchanged for cash which is received from a multiple of savin
and time deposits when banks become holders except, for their
capital investment account, and from cash or demand deposits
when individuals, firms, or corporations become holders.

. Industry and trade can not, however, find those who may be will-
Ing or anxious to become holders of their securities unless they de-
g:rt from their regular business and enter into the business of
ancing. " This they could not do except at enormous expense for
an occasional issue, nor would they be able to assure themselves of
round sums so esséntial at times for needed expansion of plant or
other facilities if they would hold or create markets for goods.
. 'The banker, therefore, becomes necessary to industry and trade
in placing securities as well as in loaning funds for seasonable
purposes.

Placing securities requires underwriting in part and, most im-
portant of all, & market in which buyers may sell in case of need
or desire. Vithout such a market, inding buyers would bs worse
than trying to carry on world trade under barter.

But 2 market for securities requires capital and it also requires
both buyers and sellers who operate to distribute and not to hold.
Such persons handle securities as merchants do commodities. Those
who buy do so with the expectation of selling at a profit commen-
surate with the risk. Those who sell long or short do so with the
expectation of buying again at a profit commensurate with the risk.
The farmer plants and grows his products hoping to sell at a profit
and he does so at a risk; the manufacturer buys raw materials
pays for labor, and produces goods for which he hopes to get proﬁt:
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but he does so at a risk. Buyers and sellers of sccurities and com-
modities operate knowing that there is risk.

As commodity and security prices rise, the profit to those who in
their business buy or create first becomes greater with the same turn-
over, But as such prices reach abnormal heights, risks increase
and borrowing for purchase of land, commodities, or securities, be-
comes fraught with growing danger.

As prices fall after the turn from high prices, those who buy
first on judgment or necessity lose margins of r&roﬁt expected or
planned for in the same proportion, or make further losses if price
movements are rapidly downward.

But mankind must live whether prices are going up or down and
:9 production and distribution of many things are going on at all

imes. , .

The normal %rowth of production has been found over a period
of years to be about 8 per cent annually. The destruction of capital
due to the vicissitudes of business operation, caused by errors in
judgment, catastrophe, invention, discovery, or changes in the habits
and customs of the people, togetfler with the 8 per cent in increased
need, requires the issuance of new securities for capital used in
substantial sums year in and year out.

If the facilities which have been created through banking opera-
tion for such issues were to be unduly restricted Pecause a wave of
extravagance fmssed over the nations and affected those in every
walk of life, that is, in Government, in finance, in industry, and in
and out of all business, we will pay the penalty through continued
unemployment. , ,

‘Discrediting securities as collateral because prices are down during
a depression that is partly cyclical but whose depth and duration
are now largely due to unfortunate world political forces, is not only
unwise but would be positively suicidal.

Shall. we say that all government is. evil because men in govern-
ment office have made mistakes? Shall we strike at all industry be-
cause men in industry have made mistakes? Shall we unduly curtail
forms of banking, upon which both government and industry depend
for their ability to derive income, because some bankers have made
mistakes? All men were under the same pressure during the period

receding November, 1929, and judgments were hard to render.

his, however, had nothing to do with the normal values of sound
securities. Neither did the fact that men and women in all walks
of life were speculating in real estate, commodities, production, or
securities, because human nature would have it so.

Industry and trade require, and will continue to require, funds
from securities and funds from banks. The proportions must be
sound. Federal reserve examinations ave intended to insure the
maintenance of such soundness on the part of those who borrow from
the banks in the system and in the asset structure of the banks
themselves.

No group of men has the intelligence to measure in legislation
what is going to be the satisfactory and most effective use of bank-
ing capital month in and month out during the coming years. The
judgment of banking men must be allowed to prevail within reason

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



512 NATIONAL AND FEDERAL RFSERVE BANKING SYSTEMS

currently with regard to the operating needs and policies of the
moment. Bankers are human beings and they have made mistakes
the same as other men, but they have done nothing to warrant the
abuse that has been heaped upon them recently to the great detriment
of our whole people. They l{ave had to bear the burden of the most
trying conditions that bankers have ever faced and lived through
and they are ready in tremendous Eroportion to meet the needs o
industry as they may arise durins the reconstruction period that all
business is hoping will be allowed to set in by governments.

As proof of the statement of the needs of industry for corporate
issues we only need to refer to the amounts of new capital issues in
the United States for such purposes during recent years. For the
five years from 1919 to 1923, inclusive, the average issues per year
were $2,300,000,000. For the five years 1924-1928, inclusive, they
were $4,600,000,000. In 1929 they were $8,639,000,000, in 1930, $4,-
944,000,000, in 1931, $1,763,000,000. The falling off from 1929 to
1930 and from 1930 to 1931 clearly tells the story of reduced produc-
tion and reduced business activity.

These new capital issues were to meet the needs of the railroads,
the iron, steel, coal, and copper industries, equiEment manufacturers,
motor, and accessories, rubber, and a few other producers’ goods,
and d[s)ublic utilities, and many other lines of consumers’ goods. The
funds were needed to carr{ on the trade and industry of the count
with the same force that bank loans and rediscounts were required.

January 1, 1929, the average quotation of all American bonds on
the New York Stock Exchange was 98 per cent. March 1, 1932,
the average was 82 per cent. The market value of these securities
on January 1, 1929, was $29,177,875,514, and on March 1, 1932, $27,-
318,668,028. In addition to American bonds there was outstandin
in market values in March, 1932, on stock issues $27,383,969,237 an
in foreign bonds, $12,028,382,077. This mass of securities represent-
ing’ altogether $67,000,000,000 in round figures, even under present
conditions, is evidence of the value to the holders of a positive se-
curity market,

It 18 not conceivable that such a market could exist if every nitural
channel through which funds are applied to maintain it was stopped
up or curtailed through legislation. The securities listed carry in-
come to the people, to partnerships and corporations. Industry and
trade in sufhcient volume to meet the living needs and further the
desires of our 120,000,000 people have only %een possible because of
the placing of these securities. Dealing in them carries neither dis-
grace nor should it carry criticism under normal conditions. The
protection of onr security market, the utilization of the funds which
go into it and the buyers and sellers who take part in it are essential
activities in connection with the other processes, financial and other-
wise, of industry and trade.

So-called banking affiliates were created to meet an actual need
and for the double purpose of furthering the security business for
the benefit of industry on one side and of investors on the other, and
at the same time provide sound channels through which securities
could flow clearly separated from wild-cat issues. The fact that
security values, together with all other values as expressed in money,
have fallen because of the depression, and that reduced earning
power due to the depression in business, has vitally affected the
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standing of many securities, does not offer grounds for criticism
of those engaged in the security business. At the moment we are
all vitally concerned, in Government and out, in the reestablishment
of business on a basis that will absorb the unemployed and restore
normal values to all- of those things which represent wealth and
tokens of wealth. If such reestablishment is to proceed with sufki-
cient movement to protect our people, it is essential that the izsuance
of securities and the security markets be protected aud regardless of
whether following the return of normal times, it may be found
desirable to make some changes in methods of handling securities,
there would not scem to be the slightest doubt but that it would
be a great mistake to undertake anything of the kind at the momeut.

For many years Senator Glass fms been striving to find ways to
E;'event times of excessive speculation from developing that might

harmful to the people. Bankers thronghout the country, almost
without exception, have recognized the earnestness of his desire and
the fine intent back of it. But the problem is one of human nature
and reaches throughout mankind almost from the cradle to the grave.
The small boy loves to speculate in the little ways that opportunity
offers. Almost every act of man has a speculative side and its con-
trol is at times seemingly beyond power,

If there is 2 way to prevent the recurrence of the conditions which
prevailed during and since 1929 by legislation or otherwise, it should
be found. But there would seem grave doubt. based on the experi-
ence of mankind, to what degree it is possible to provide sound
corrective legislation during a period of strain and stress with all the
forces that are brought to bear upon legislators by those enduring
hardship.

Regardless of any other point of view, therefore, it would seem
unwise to attempt any corrective legislation attacking the funda-
mentals of business and financial operations as they now exist until
the present depression has run its course,

The Cunamyax. Do any members of the committee want to ask
any questions?

Senator Grass. I do not.

Senator Brooxmarr., Mr. Chairman, I believe I do. I notice in
your statement that you say the wealth increase of the country is
about 3 per cent.

Mr. Kext. Noj; the production.

Senator BrookHarr, The wealth production?

Mr. Kexr. I was referring particularly to the physical produc-
tion. It increnses about 3 per cent. :

Senator Brooxuarr. That is 3 per cent upon what was in existence
at the beginning of the year?

Mr. KexT. Yes.

Senator Brooknarr. And you add 3 per cent more to it at the
end of the year?.

Mr. Kext, Yes, sir.

S?enutor BrookHART. Does that represent the history of the coun-
tr

glr. Kext. It was measured by oue of the statistic companies.
They cover a period of several years. I think it was something
like 10. They came to the conclusion from their figures that that
was about the average movement.
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Senator Brooxmart. In the course of a period of 10 years it would
depend a good deal on which 10 years you would select. From 1912
to 1922 the census shows about 514 per cent.

Mr. KeNT. Per year? L

Senator BrooxHarT. Yes. But from 1912 to 1928 it is cut down
to about 414 per cent.

Mr. Kext. Yes; that is true. .

Senator BrooxmarT. And from 1912 up to date it is cut down
probably to your 8 per cent.

Mr. Kext. Yes.

Senator Brooxmart. From a long study of it I have figured out
slightly less than 4 per cent.

Mr. {'{nxr. Well, I have seen it stated as 4 per cent. I happened
to use the figures of the standard statistics because I thought we
might just as well be conservative. I have seen it stated 4 per cent.

Senator Brooxnarr. That means, then, that the net income of
our country over all operating expenses, living expenses, and waste
of competition, and all that stuff, is about, we will say, 4 per cent{

Mr. KenT. This percentage is not based upon income; it is based
upon physical production.

Senator Brooxmant. I understand, but income is the dphysical
production. That is all there is to it, when you simmer it down.

4 {\lfr. Kexr. It is a little different percentage when translated into
ollars,

Senator BrooxHART. I mean the income now of the whole people,
all labor, all capital, all everything that goes to make it up.

Mr. Kext. The income of the whole Yeoplo has changed very
.materially. It was figured out very carefully as being $71,000,000,000
in 1930 and $60,000,000,000 in 1931.

Senator Brookmarr. Yes; but out of that must come living
expenses.

Mr. Kext. Yes.

Senator BrooxHaRT. And operating expenses.

Mr. KexT. Yes; exactllg.

Senator Brookmart. And waste of competition, which is a tre-
mendous item; and that leaves when we get down to it this 3 per
cent that you figure it, and I figure it something less than 4 per cent.

Mr. KexT. Over a period of five years, including 1928, the amount
of income that went into securities averaged about $600,000,000 a
month; that is, into securities and also savings accounts, which
meant that there was that amount left after all of these other things
you speak of were carried out. .

Senator Brooxmarr. Yes; I understand that went on the books,
but were not those securities necessarily watered and inflated in
order to render—

. Mr. Kexr (interposing). No; not necessarily. The idea of water
in securities is not entirely clear from the standpoint of what actu-
ally happens when securities are issued. Suppose a concern issues
new capital and receives a million dollars for it. It receives a
million dollars for capital, and it has that in cash. It utilizes that
capital to increase its plant or to increase its facilities to process or
to distribute, and so forth. Now there is no question of water there.
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Senator Brooxnarr. No; but supposing it would issue $2,000,000
gﬁ stock and a million dollars of bonds then against it. That would

water.

Mr. Kexr. It makes no difference. Noj; there is necessarily no
water there.

Senator BrooxumarT. That is what I call water, anyway.

Mr. KexT. It depends upon what you utilize it for, or whether you
carry it out in such a way that you have a full return, a hundred
per cent return for your investment.

Senator BrooxmarT. Now, then, coming down to this proposition:
If capital got all the wealth it possessed in the country it could not,
on your figures, on a broad distribution, get over but about 3 per
cent, could it?

Mr. Kexr. Well, no, not exactly; because that 8 per cent to which
I referred was not 8 per cent in dollars, but I think if you will look
at it in this way, Senator Brookhart, there is a great deal of capital.
destroyed every year, for the reasons which I stated, the vicissitudes
of business, catastrophe, change.

Senator BrooxmART. Waste of competition?

Mr. KeNT. Yes. Well, from all the reasons that develop.
Changes in the habits and customs of people make tremendous
differences, and new inventions and discoveries destroy certain lines
of business.

Senator BrooxmAkT. It has been estimated by Senator Pepper
that 92 Iier cent of American business ultimately fails. Do you
agree with that?

Mr. Kexrt. Well, ¢ ultimately ” is a long time.

Senator BrooxuarT. The average is less than 10 years. That is
not so long. .

Mr. KexT. That is pretty hard to say, because there are consolida-
tions and changes going on in business. An invention will come in
and a man will change his business from doing that which he is
doing to something else. That business disappears. That may be
part of your 92 per cent. but it may be perfectly sound.

Senator Brooxmarr. That would not be listed in the 92 per cent;
that would be in the 8 per cent.

Mr. KexT. I am not so sure that it is possible, with statistics as
they are, to make any such differentiation.

enator BrookmaRT. You mentioned novw, and your line of argu-
ment is, that nothing ought to be done to disturb this sound system
of business of ours. Colonel Ayers in here the other day showed
that we had had 8 major depressions in the last 50 years. e have
been at no time at all in a normal line. We were either going up in
inflation or coming down in deflation.

Mr, KexT. Well, that comes about on account of human nature,
which seems to be unavoidable. _

Senator BrooxuarT. Now, let us see about human nature, that
phase of it. You concede that this stock gambling and betting on
‘stocks has somethin§ to do with this up and down business in our
country, do you not '

Mr.r&ax'r. It would occur anyway in commodity prices.

Senator BrooxmarT. The stock exchange could not operate unless
it could use the mails and telegraph, could it

Mr. XexT. I think that is pro alz)ly right. They would have to
operate on the ground.
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Senator Brooxmart. That is one element of human nature we
could take out entirely by law?

Mr. Kext. If you wanted to destroy industry; ves.

Senator BrookHART. If we wanted to destroy gambling, the specu-
lation there.

Mr., Kext. I do not think you can destroy gambling while any
of us live.

Senator BrookHART. Another way: We could levy a tax on these
speculative sales where they were reselling within 60 days high
enough to stop them.

Mr. Kext. And even then, you might destroy business. Now, the
reason I say that, Senator——

Senator BrooxHART (interposing). Your idea is that this business
must fluctuate up and down; that we can not get along without the
gambling feature of it?

Mr. Kent. If you say that a man who buys goods and puts them
in his store at a certain Frice expecting to sell them for a higher
price is gambling, I would say yes.

Senator Grass. You do not differentiate that from standing at 2
;:lickel?- and betting what will be the state of the market in a half an

our

Mr. Kext. It is different. Standing in front of the ticker is done
on a different character of thought than I have in mind. But what
I mean is this, Senator: It is necessary that there be a market for
securities, because if there is no market for securities, the capital
structure of industry can not obtain the funds that it needs and
bankers would not able to loan to industry unless its capital
structure was sufficient to act as a margin of safety.

Senator Grass. Nobody denies that proposition.

Mr. KexT. So you must have a market for your securities.

Senator Grass. I say nobody denies that proposition.

Mr. KexT. Yes. Well, then, it means that you must have a market
for your securities, and in the market for securities you have men
who buy securities, no matter whether they want to keep them or
not, because they are hoping that the trend of conditions is such
that they will be able to sell them at a higher price. That is exactly
what the merchant does.

Now, you know, as I do, that in commodities and merchandise as
well as in stocks times occur when those engaged in the business
load up when they should not. You will find that many merchants
buy things and put them on their shelves at prices that are so high
they can not turn them over, and they buy large quantities when
they think that there is going to be a rising-price period. That is
the natural way that happens when they buy large amounts.

Senator Grass. You think that there can be no definite distinction
between “investment ” and “ gambling ”{

Mr. KexT. No definite—no; I do not say that. I do not call it
gambling. You and I have possibly a different idea of gambling.
I do not consider that every man in this United States who buys
something before he sells it, whether it may be goods or whether it
may be raw materials to manufacture, or whether it may be labor
to apply to that manufacture, or whether it may be securities, is

gambling.
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Senator Grass. He sometimes affects to buy things which he does
not l;uy, and many times sells things that he does not own; isn’t that
true

Mr. Kext. There is no difference. Youn must have short selling
in order to have a market that will make it possible for those who
have securities to sell their securities upon need at any moment, a.
situation that carries a free market; nn!l when men sell stocks that
they have not, they borrow those stocks and they owe those stocks
to the people from whom they borrow, exactly as a merchant would
borrow money from a bank to buy commodities.

Senator Grass. Mr. Kent, I hope you do not think I have ever
been, simple enough to s:];‘)pose that I could put a stop to gambling.

Mr. Kext. Noj I think you have a very ‘ﬁgh purpose 1n trying
to control it in so far as is possible.

Senator Grass. But I have judged from your statement so far
that you think we made a grave mistake, if not in a moral sense,
certainly in an economic sense, to have ever instituted the Federal
reserve system. You think we mande a grave mistake in withdraw-
‘ing the reserve funds of the country from the stock speculative
market ¢ .

Mr. Kext, I think the Federal reserve system is a wonderful
system, very finely conceived, and I think it 1s of tremendous value
to the people of the United States. I think it is of value to the
whole world as a stabilizing influence. .

Senator Grass. If you think stock speculation, as you call it, and
stock gambling as I call it, is essential to the prosperity of the country
and the sound conduct of the banking business, why should we have
ever withdrawn the reservé funds of the country from the finuncial
centers and impounded them in 12 KFederal reserve banks and
textually by law precluded their use for stock-speculative pulxi"poses?

Mr. Kext. That purpose, as it was carried out in the Federal
reserve systemn was not, as I saw it, in 1913, when the Federal reserve
bank was being worked out, the main purpose. The situation as it
-existed before the Federal reserve system was organized was that
banks throughont the United States had: funds, we will say, in New
York banks that they placed there at the time of year when they
could not utilize them in their own part of the country, in their own
localities. Those funds were accumulated in the New York banks.
New York banks, in order to Kny interest. upon them and give the
return. to the country banks that the country banks desived, were
obliged to loan those funds somewhere. What did they. do with
them? Some of them they loaned against collateral security, stock
exchange security, and they never lost a dollar on the stock exchange
securities.

Senator Grass. I am not talking about the security.-

Mr. Kext. No;.I know. Some other funds were carried to other
countries and were loaned in England and in France and in Ger-
many. Then, when the fall movement came on and the country
banks desired their funds, they would send to New York for those
funds and New York in turn would send for them to London and
import gold in order to be in position to protect the banks out in
the country, and it was found that at times there would be such a
demand upon the New York banks for funds all at once that it made
it very difficult or impossible for them to meet those demands in a
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way that was advisable in order to protect the country, and we had
the development in 1907 when the banks throughout the count
began to be fearful about their reserves and they withdrew the bal-
ances that they had in New York, not because of their fear of New
York banks, but because .of their fear that so many might be asking
for money at the same time as to result in strain and so they began
to withdraw theirs.

Now, what happened? As I recall it, I saw these figures in Decem-
ber, 1918, the banks in Georgia had 180 per cent in cash more than
their reserve required, and the banks in other States throughout the
South and the Middle West had a tremendous amount of cash above
their reserve requirements, and they not only withdrew their balances
from the New York banks, but they borrowed money from the New
York banks in addition, which they withdrew in cas also, and built
up cash reserves in their own banks for self-protection; that made it
;ery difficult and the New York banks had to go on a clearing-house

asis.

Now, that was not a sound situation to have developed. The Fed-
eral reserve system organized as it is now, has done away with the
menace of that situation. It has made it possible for the bankers
in the country to obtain funds when they need them, regardless of
how investments were carried out,

Senator Grass. That is simply the historical technique of the
organization. That has not been the only purpose of the Federal
reserve banking system. Why, do you think, when we delegated to
the Federal Reserve Board the exclusive right to define eligible paper
affirmatively for agricultural, commercial, and industrial purposes,
and then negatively prohibited such definition to comprehend specu-
lative investments, stocks and bonds, notes and bills drawn for spec-
ulative purposes—why do you think we did that when we drafted
the Federal reserve act?

Mr. Kent., At that time I remember there were many speeches
made against the use of the funds of the country on the New York
Stock ﬁxchange, and that undoubtedly was in the minds of many
Congressinen when the bill was passed.

Senator Grass. The law provides that to-day, does it not?

Mr. Kext. The law provided it. But the eligible paper has

roved to be insufficient, and the Glass-Steagall bill has recently
been passed in order to make it possible for the country to save
itself against this depression, and the conditions which have devel-
oped uilder it, because there is not sufficient eligible paper at the
moment,

Senator Grass. I put into the record here on yesterday, I think,
the latest report from the Federal Reserve Bonr(f, itself, which defi’
nitely stated that there is ample eligible paper for rediscounting,
giving the volume at approximately $3,000,000,000. ’

glr. tha Yes.s

enator Grass. Somewhat under that amount, and added a state-
ment that it was fairly distributed throughout ’the count .a, fate

Mr. Kexr., Well, it might be fairly we%l distributed tu:—g yet not
be in the hands of those who need it most. But, of course you have
another situation there that has developed because of the depres-
sion that has made the banking situation much more difficult.
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Senator Grass. But aside from that, no matter what has been the
change in the situation, the banks have not any right to violate the
law, have they?

Mr. Kexr. No; they have not,

Senator Grass. If the law is unwise—— )

Mr. Kext (interposing). I do not know that the banks have vio-
lated the law.

Senator Grass. If the law is unwise it ought to be changed.

Mr. Kext. If unwise, there ought to be a change. But T do not
know of the banks having violated the law.

Senator Grass. There is nothing in this bill that prevents banks
from gambling away or speculating away, as you would prefer to
sn{, every dollar of its deposits, is there? .

Mr. Kext. A bank can do that regardless of law or anything else
if a banker is in the mood to do it. You can not prevent that.

hSenintor Grass. I say, there is nothing in this bill to prevent it, is
there

Mr. Kext. To prevent their doing it?

Senator Grass. Yes.

Mr. Kexr. In what way?

Senator Grass. Well, just standing up at the ticker and betting
on margin.

Mr. Kext. Of course, they can not buy stocks. The national
banks can not buy stocks. Some State banks can, but that has
nothing to do with this bill.

Senator Grass. I say that has nothing to do with this bill?

Mr. KexT. Noj that has nothing to do with this bill.

Senator Grass. There is nothing in this bill that prevents a bank
from doing anything it pleases with its own money, is there?

Mr. KexT. It would seem to me there are many cases that might
develop where a bank could not do as it pleases in this bill.

Senator Grass. There are many cases developed where a bank
should not do as it pleases, are there not?

Mr. KexT. There are many more where a bank should be able to
do as it pleases.

Senator Grass. Well, perhaps so.

Mr. Kext. It is quite impossible to legislate either judgment or
knowledge into n banker. He has to carry his business on based on
his experience and in connection with the law as it exists. He
should be given every opportunity to utilize his judgment in the
wavs that are necessary in order to further business.

enator Grass. Well, in the lnst analysis, then, you would believe,
Mr. Kent, that there should be no legislative or regulatory restric-
tions upon the operations of a bank?

Mr. Kext. No, sir; I would not say that. As a matter of fact, I
stated specifically here that if there is any way, through legislation
or otherwise, to develop a situation following this depression that
would have a tendency to prevent or would be helpful in preventing
a new development in the future like that which occurred in 1929,
that we should put it in force. We should study to find out what
it is and then put it in force. But I do not believe that we should
do anything at this moment that would be deflationary in character
or might be deflationary in actual practice, when we are all striving
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with every force that we can bring to bear to get out of this difficult
situation. '

Senator Grass. Well, of course, there is a difference of opinion
as to— ) .

Mr. Kexr (interposing). Oh, there would be, naturally. I realize
that. :

Senator Grass. Whether there is anything of a deflationary char-
acter in the bill. But what I am trying to elicit from you, Mr. Kent,
is whether you think it was unwise to set up the Federal reserve
system and primarily in the beginning and to this day to have pre-
served the reserve funds of the country for the use of agriculture,
commerce, and industr{.

Mr. Kext, No; I think not, although I can easily see that in
addition to that it might be of tremendous value to have in the law
as a continning force something that lies within the terms of the
Glass-Steagall bill that would enable the Federal reserve board in
case of emergency for the time that would seem necessary to meet
that emergency to carry out the operations all through the Federal
reserve banks that are covered in the Glass-Steagall bill.

Senator Grass. We have that now. That is permanent law.

Mr. KxT. Yes.'

Senator Grass. Yes; we have that now. Nobody is particularly
objecting to that. '

Mr. KexT. I think it covers the question thoroughly.

Senator Grass. I say, nobody is particalarly objecting to that,
though I very much doubt whether it has been largefy availed of.

Mr. KexT. The ability to avail of it is the immportant thing, be-
cause that relieves the banker who is in a difficult position because
of the drop in price of securities.

Senator Grass. Another case of getting along with psychology.

Mr. Kexrt, Yes. And very positively, Senator Glass. You take
these country banks and the banks in small towns, and they have
been put in a very difficult position where they have had cash drawn
out for hoarding and the value of their securities has gone down and
the margin of safety in between has become very small, aud the
were fearful to make loans even if they had opportunities, but this
Glass-Steagall bill gives them a freedom fromn that fear.

Senator Grass. Yes; we understood that.

Mr. KexT. Beeaunse if they sell the securities now and the markets
are down, they will have to take the loss, whereas if they can carry
those securities. until we get a turnabout, then they will not have to
take a loss.

Senator Grass. Yes; we understood that. That is why we drafted
the so-called Glass-Steagall bill. Well, I am through, Mr. Chair-
man. Some of my colleagues rather deplore my combative tend-
encies anyhow. But when I hear and find presented and see what I
think is rather glaring lack of logic. why, I just can not help but
point it out. But I am through.

Senator Brooxmarr. Mr. Kent, I wanted to ask vou a little more
about those security issues. You gave a total, I believe, listed on
t-ht; ;;toclk exch':i‘xllge én 1929 ?h
_ Mr. Kext. The figures that I gave you, yves; I gav 99
think, and 1932, & give you, yes; 1 gave for 1929, I

Senator Brooxnarr. What is the total, do you remember?
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Mr. Kext. The figures that amounted to the sixty-seven billion
represented the value in March of this year on the stock exchange,
the quoted values.

Senator Brookuartr. What was the value in 1920, then, August
or September?

Mr. Kent. The value in 1929, August and September—twenty-nine
billion in the case of the bonds on the New York Stock Exchange,
the domestic bonds. Xt was sixteen billion for the foreign bonds——

Senator BrookHarr (interposing). The total is what I called for.

Mr. Kent. I do not recall that I have seen the total valuation
of the stocks separately. But those two bond figures would have
been forty-five billion. That would leave the balance for the stocks,
which was very much:higher. .

Senator BrooxuarT.. Some bonds increased in value from forty-
five up to sixty-seven billion ? -

Mr. Kext, No; the sixty-seven billion includes the stocks in March,
1932. I did not give you the stocks in 1929. I may be able to think
of those figures a little later, but I can not quite recall them at
the moment. I do not know that I noticed them particularly.

Senator BrookHaARrT. The total of the whole thing was very much
more than sixty-seven billion ?

Mr. Kext, 1 am not so sure that it was not eighty-nine billion
for the stocks at that time, in 1929, :

b S::lxsu?ltor BrookHart. And then about forty-five billion for the
on

AMr. Kext. That is including domestic and foreign; yes.

Senator Brooxuarr., They were worth more than twice as much
on the market then in 1929 as they were in——

Mr. Kext (interposing). No. Oh, no. The figures were 89 per
cent on the American bonds in value in 1929 and 82 per cent in
March, 1932. The foreign bonds were 96 in 1929 and they were
63 in 1932, .

Senator Griass. Now, that I have made my speech, I suggest that
we get on, Senutor.

Senator BrookHant.-You say this 89 represents the whole value
of stocks, bonds, and everything? A

Mr. Kext., No; only stocks and I would not give you that figure
as l;)e2ing positive, because you are asking me the value of stocks
in 1929,

Senator Brooxmakr. If you don’t remember it, we will not go
into it.

Mr. KenT. My recollection is that their value was eighty-nine
billion, and I know the values of the bonds. I am sure of that.
The bonds themselves were twenty-nine billion and sixteen billion.

Senator BrookHarr. We will drop that, if you do not remember
the total. How much did the stock exchange sell each day in
August, 19292

Mr. Kext. Inshares? That ran up into many millions of shares
on some days but that was a turnover back and forth.

Senator BrookHART. And all of these issues that you described,
these new issues, were sold to the public at large?

Mr. Kext. Yes.© That is, they were distriﬁated to the public, if
you want to include some bankers all over the country as a part
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of the public. Many institutions bought them, life insurance com-
panies and others. .

Senator BrooxmarT. And they passed them on to the public?

Mr. Kenr. Oh, no. Many of the bankers put them into their
investment accounts,

Senator Grass. They wish now they had passed them on to the
public, do they not?

Mr. Kext, How is that?

Senator Grass. I say, they wish now they had passed them on
the public, do they not

LE*. Kext., Everybody wishes that everything that they have
which is worth less now that it was when they bought it had been
sold or that they had not bought it. But that does not change
the value of those securities, Senator Glass. We are in a depres-
sion, and everything is down, and when we get out of this situation
and commodity prices begin to move up and earnings begin to come
back(,ithen you will find that these securities are going to be rein-
stated.

Senator Grass. When is that going to be?

Mr. KexT. It went up two points only last month.

Senator Grass. When is that going to be?

Mr. Kext. Why, I have not fixed the date yet. That is what we
want to have you do.

Senator BrooxHarT. You say they are going to be reinstated.
Don’t you mean under this system they are going to be reinflated ¢

Mr. Kent. No; I do not see that it makes any difference what
Iw)'ou call it. The point is that their intrinsic values are coming

ack. DMuany of these securities are quoted way under their intrin-
sic values.

Senator BrookuART. Many of them are still above their intrinsic
values, too? ) ’

Mr. Kext. Well, you may know as to that. I do not.

Senator BrookHART. I have a chart of the Federal Reserve Board
which shows them about 40 per cent above the 1914 level of values.

Mr. Kext. But that does not measure intrinsic values.

Senator Brookuarr. That was about 33 per cent above the next
preceding level in 1904,

Mr. Kent. That does not measure intrinsic values.

Senator BurLkiLey. What are “intrinsic values ?? .

Mr. KenT. Intrinsic values—-sugpose you have a bond that repre-
sents a first mortgage on a railroad that has 22,000 miles of trackage
and the total value of the bonds outstanding on that particular issue
that particular first mortgage, is such, that the intrinsic value would
represent a certain value per mile.

enator BuLkLeEY. What is “ intrinsic value ”%

Mr. Kexrt. “ Intrinsic value ” is what you might call the wealth
price, I should think. .

Senator BuLkLEY. That does not make it any more clear to me.

Mr. Kext. Well, suppose you take~—

Senator Couzexs. Take the Wabash Railroad, for instance.

.. Mr. Kext, Well, take a corporation. Suppose a corporation
issues bonds and with the proceeds of those bonds it puts up build-
ings that cost a certain amount. Those bulldmgiez are kept in order
and they have certain values. "They could be sold for those values.
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The bonds are entirely upon those buildings. Now, the intrinsic
value of those bonds, 1f they cover the buildings and nothing else,
are the first lien upon those buildings, the intrinsic value would be
the value of ‘

Senator Couzexs. What is the value of the building?

Mr. Kext. The value of the building would not always be the
same of course, the intrinsic value of the building might have been
different some years ago or possibly some years hence. The value
of the building depenas upon what the people are willing to pay
for it partly, and part%y what they get from it.

Senator Covzexs. YWhat would have been the intrinsic value of a
brewery or distillery when the prohibition law went into effect?

Mr. Kext. Why, they may have utilized it to manufacture dif-
ferent things.

Senator Couzexs. But the intrinsic value before prohibition is
different from what it is after prohibition, is it not?

Mr. Kent, Well, certainly.

S%nutor Couzexs. You can not define * intrinsic value ” then, can

ou
J Mr. Kext. Now, wait a minute. You say it was different. It was
different based on an earning power from the manufacture of liquor,
but the earning power from the manufacture of something else that
the buildingh might have been utilized for, might have been even
more than the .return they got from mmufnctuﬁng liquor.

Senator Couzexs. Yes; but let us take a railroad, for instance,
that was built prior to the advent of the increase of the motor vehicle.

Mr. KenT. Yes.

Senator Covzens. Is the intrinsic value the same now as it was
then when it was built ? :

Mr. Kext. I should say not; but I do not think it is so much the
motor vehicle as it is the expenditures of the Government for water-
ways that go into taxes and the taxes that are collected from the
railroads and many things of that sort that have developed. I
thing that is more the trouble with the railroads.

Senator Couzexs. So the further you go on the less you are able
to define “intrinsic value ”?

Mr. Kext. Well, it means something. There is no question about

it.
Senator Grass. Mr. Kent, you have tempted me to break in again.
The CHamMaN. Senator Brookhart has quit. So it is your turn.
Senator Grass. At one period of stock-market operations in New
York in 1929, as I recall, though I will not be definite as to the fig-
ures, loans for others amounted to approximately seven billions of
dollars, .

Mr. Kext. Oh, no; three billion nine hundred million. I think
that was the largest amount.

Senator Grass. That figure will suit my purpose just as well as
seven billions. How much of that money would you be willing to
say was loaned discriminatingly and intelligently upon the intrinsic
value of the stock? .

Mr. Kext. Why, I would say that events since would prove that
better than any opinion I might have. The total loans at that time
was six billion.  Now they are about five hundred and.fifty million.
They have all been paid without the loss of a dollar. .
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Senator Grass. I am not talking about losses.

Mr. Kent. Yes; but the loans from others went to the stock
exchange.

The Cuamtan. He means the banks did not lose that.

Senator Grass. I know; I am not talking about what the banks
lost; I am talking about the people who sent that money there to
be bet on the stock market. How much of it was put up upon an
intelligent understanding and discrimination of the intrinsic values
of the particular stocks that it was levied against?

Mr. Kext. It was put up in two or three ways. You must under-
stand I have never dealt in stocks, so that I have not the full details
of the way they handle those things, except that I know this: Those
who ure requested to buy stocks by people who want to invest are
told in large percentnge what stocks they are to purchase, and they
act as brokers and make the purchases for the people. Then, there
are some cases where peop\le confer with their brokers as to what
stocks they should buy. Now, the brokers, in their own interest,
prefer to have their clients make money. They do not want to put
them into securities where they will lose if they can help it. But,
unfortunately, in 1929 or previous to that, we had the capital gain
tax, which was largely responsible for the high point to which the
stock market went, for the reason that thousands and thousands of
men did not take care of their investment securities properly and
study them- all the time and change them from this and that and
the other security to try and keep their investment portfolios sound
because they saw if they sold they would take a loss, in the fixing o
an income-tax obligation, and the result was they held their stock.
They kept millions of shares of stock out of the market, so that,
when people tried to buy stocks, there were fewer shares for them
to buy. It made the market go up.

Then, another thing was that the Government received from the
capitnl;i;ain tax large sums at that time which it never should have
received, because that induces Government extravagance, and they
were sums that did not re{)resent real profit. If you buy a lot of
stocks to-day and the whole stock market goes up 10 per cent and
you sell them and then buy some other stocﬁs, you have not made a
profit, because the other stocks you buy are purchased on the same
level as the ones that you sell. There is not any question of doubt
but that the eapital-gain tax was at the bottom of the high level
that was reached in 1929. :

Senator Grass. Well, I simply despair of getting you to answer
my direct question. If it is as difficult to answer it as it has seemed
to be ensy not to answer it, it can not be answered. What I want to
know is, how many of these people outside of the metropolitan dis-
tricts, who send their money there to be invested on the stock ex-
change, have any actual knowledge of the intrinsic value of the
stocks they are dealing in on the stock exchange.

Mr. Kext. The intrinsic value of any stock, if you want: to use
the .word—I know you do not like the word, but I do not know as
it makes so much difference what word you use—
mSenator Burkrey. T like it, but I would like to know what it
.means. . g

Mr. Ke~t. I should say that the value would change. . It must

change, because the earning power of any corporation changes with

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 525

the developments in the commodity price level, and therefore what
is back of the securities, that is, actual wealth, changes in the
amount that you can sell it for, but if you are willing to accept your
intrinsic values as fluctuating with those conditions, you might just
as well call that intrinsic as anything else, I should think.

Senator Grass. I am a countryman and my neighbor, another
countryman, knowing not any more about it than I, would snggest
tCo me 1n 1929 that if I would make a marginal purchase of American

an——

Mr. Kexr (interposing). What was it, 1437

Senator Grass. You will have to ask my Bishop about that. I
do not know. [Uproarious laughter.] Now, to get back to the

oint, were he to suggest to me that buy on margin a thousand dol-
ﬁu's of American Can; upon the supposition. that I had a thousand
dollars, do I know anything about the intrinsic value of that
property?

Mr. KenT. Not if you were willing to say, yes; you would like
to buy it, without looking it up, but you could have looked up—

Senator Grass (interposingg. Well, how many do you think look
it up? :

Ml:'. KenTt. Well, whose fault is that?

Senator Grass. Oh, well; now.

Mr. Kext. There are opportunities existing to look it up.

Senator GrLass. I give it up.

Senator FLercuer. Mr. Kent, may I ask you if this whole $67,000,-
000,000 of stock issues, of capital issues as you call it——

Mr. KenT. Yes.

Senator FrLercuer. Was unloaded on the public in the country?

Mr. Kext. Why, I would not say unloaded on the public, because
that is more or less of a wrong way to put it. You have got to
take things as they are. .

Senator Frercuex. Well, distributed to the public.

.Mr. Kext. What happens is this: An industry, for instance, wants
funds. They study their .capital structure. They study their
plant. They study their needs for expansion, and they see that if
they can obtain a million dollars, we will say, that they can utilize
it to increase their business on what seems a sound basis in connec-
tion with the price commodity level at the time and the demand for
goods, they therefore make an arrangement with the banker under
which the banker sells for them, we will say, a million dollars of
bonds or preferred stocks or whatever you choose, and the banker
advertises that issue and he also ordinarily gives a picture of the
business, shows the statement, shows what the earnings have been
over a period of years back, and so forth.

Now if that security appeals to those who study those advertise-
ments and it is sound, based on the statement of the company,

eople buy it. That is not unloading them on anybody. It is tell-
ing thein the facts, and then they can use their own judgment.
Every individual in this world has got to use his own judgment in
the things that he does himself. We can not change that,

Senator Frercuer. I know that, but is that the method by which
this $67,000,000,000 of securities was distributed?- Is that the method,
usually through the banks, and the banks recommend it?

111161—82—p1 2 20
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Mr. Kent. Not always through the banks. Sometimes it is done
through stock exchange houses, who are renllf bankers in a sense.

Senator FrErcHER. The result of all that is how much loss to the
public? Didn’t that withdraw cash from people’s homes and their
possession to an enormous extent? Was not that partly the cause of
this depression, the unloading of these securities of $67,000,000,000
on the public, all of which have been pretty nearly lost

Mr. r. Not necessarily. If a person had to sell to-day, stock
bought in 1929, there would be a loss. If they carry that stock,
and they are able to, and it is in a sound company and a good busi-
ness, there is no necessity why it may be a loss.

Senator Frercmer. All right.

Myr. Kext. The market goes up and down. That is based largely
upon the movement of business, and of commodity prices. For
instance, take commodity prices as they are to-day; we can robavlv)‘livl
anticipate that the time is going to come some day when there wi
be = little motion in those commodity prices, that is a little rising
motion. Why? Because goods are desired i)y the people and the
retailers who ordinarily carry those goods will find that their
shelves are bare. They put an order upon the wholesaler. The
wholesaler orders from the manufacturer. The manufacturer orders
from the raw-material man. And so it goes on back to the beginning
snd théare becomes a little movement in commodity prices, a little

emand.

Then as others who manufacture see that that demand is causing
a little rise in prices they will begin to buy more of the goods which
they require for ;l)rocessing than they have been buying and that will
-add to and accelerate somewhat the movement of the commodity

rices of this and that and the other thing. As that gathers force
from a multitude of operations of that kind, then the Sesire to buy
early goes from those who are manufacturing through the whole-
salers, and the retailers begin to load up their shelves beyond what
they actually require at the moment, for fear that they are going to
have to pay higher prices if they wait.

And so you have a moving commodity price level that gets higher
and higher and higher, and the banks arc obliged to loan more money
in order to allow a client to Brocess the same amount of goods, be-
cause the prices of goods are higher, and so it goes on up.

Senator Frercuer. I understand that.

Mr. Kent. Now, the profits of nearly everybody then become
greaters because if they buy on a rising commodity price basis some
time before they can sell, they must have a wider profit, because of
the movement of the commodity price.

That means that taxes that the Government gets are higher on the
same base of taxation and the Government gets more money than it
has been getting without changing its base of taxation, and the Gov-
ernment then begins to spend that money and the Government de-
velops then a budget that reaches a point where, when the com-
modity prices turn and go the other way and profits are not as great
and its income falls off, it has a momentum of expenditure that it
can not stop without a great deal of difficulty.

That is true in this whole world at the moment, and that is the
thing that we are trying to get out from under.
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The business man and the individual from all over the world have
been cutting their expenditures because they have had to. Govern-
ments have not done it, not because they have not wanted to always,
but because it is tremendously difficult because of the momentum of
expenditures that have come about on the upward turn, and that is
one thing that we all have to learn. If governments will learn to
stop their expenditures as commodity prices reach a normal level
ami: begin to go above it, then you wilf nd it will be very helpful to
this world in preventing such things as happened in 1929.

Senator FLercEER. How does that all apply to agricultural prod-
ucts? You are speaking about commodity prices.

Mr. Kent. The agricultural policy

Senator FLETcHER. Agricultural products.

Mr. Kexr, Well, agricultural products have fallen more than
others. As I recall it, from 1930 to 1931 in December all commeodity
prices, the average fell 15 per cent. Of that the agricultural prices
fell 22 per-cent, and the nonagricultural prices 10 per cent. 1t has
made a very difficult situation for the agriculturists, and I think it
would interest you very much if you carried it into the thought of
what these foreign governments have to do in order to pay off their
loans. Their situation is very much more difficult than is the situa-
tion of those in this country, for instance, who had to borrow.

Now we know the difficulties that New York, Chicago, and other
cities are having in meeting their obligations, but they are in dollars,
and those obligations are in the money that they receive from taxes.
But you take the countries of South America, for instance: They
have obligations in dollars. The income that they receive is in their
own monies, and how do they receive dollars? They obtain dollars
through the exports of certain agricultural commodities in large
proportion.

_ So that the Peruvian Government, for instance, depended upon
the exports of cotton and sugar and of copper and of oil for the
foreign exchange that they nsed to meet their debt charges. The
prices of those commodities have gone down tremendously. Conse-
uently Peru does not receive at the moment the number of units in
dollars that it did receive before the commodity price level fell.
That has been a tremendous loss to Peru.

Senator BrooxHART. Doesn’t that mean that we ought to change
the gold standard so as to give them a square deal?

Mr. Kenr. Oh, no; the gold standard has nothing to do with it.
There is no motion in the gold standard, absolutely no motion in
the gold standard. The gold standard is merely a measure of com-
modities, particularly as between each other.

’ll‘lwa Cramyax, May I ask just a few questions on this intrinsic
value?

Mr. KexT, Yes,

The Cramyax. I notice you did not mention replacement cost
as one of the bases. Do you consider that important or do you not?

Mr. Kexr. Intrinsic value—I do not think so, because it must be a
fluctuating value based upon commodity prices, together with an
earning capacity of the corporations which may have issued securi-
ties. '
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The Cramaran. But I notice when apartment houses cost more
:;:?1 put up they can borrow more money than when they can be built

eaper.

' le'). KenT. Yes, but of course you have to bear in mind that when
men are oll)erating on any particular commodity price base that is
the thing they see. They have the present sense of the moment, but
they have no positive sense of the future. They have a feeling,
maybe, that commodity prices may be going up or may be going
dl(:wn, but they have no certainty. They have no positive knowledge
about it.

The Cmamdraxn. No, but is it not a fact that many commodity

rices on much of the building, that the replacement cost of that
Se ends on the wage scale and that as that goes up or down the
values of the whole thing change!?

Mr. Kext, Well, the wage. scale ordinarily in the production of
the avernge manufuacture, I think, is 27 per cent of the total cost.

The CHairmax. And you will ‘agree with me, pretty nearly a
hundred per cent on farin products?

Mr, Kext. On farm products?

The CrairyaN. Yes; the labor that goes into it.

Mr, Kext. The farm products proposition is a very difficult one,
of conrse.

The CuairmaN, But I notice this; at the moment the wages get
up, the railroads begin to pay more for their ties and their rails, as
well as having a higher pay roll.

Mr. Kext. The rails have been the same price for many years.

The CHairMAaN. In our-region they are not. They were cheaper
at one time than they are now.

Mr. Kext, They are not since the depression.

The CHalraN. No; it seems to be a controlled comimnodity that
does not respond to something else.

Mr. KenT. It was based on long-terin arrangements for price that
covered labor on a certain basis, of conrse, and raw materials and
everything of that character.

Senator BrooxHarr. It is $43. just the same as it was in the high
war period?

Mr. Kenr. Yes. _

The CHAmrMAN. I am not sure that I understand you on the
$67,000,000.

Mr. Kent. Yes. That is the market value of the domestic bonds,
the foreign bonds, and the stocks on the stock exchange at the
moment.

The CuamymaN. How much of those are marketed annually in this
country !

Mr. KexT. I gave those figures. They showed 2,300,000,000 in
five years up to 1924, when it ran up to 4,600,000,000, and in 1929 it
was 8,600,000,000, and it dropped off in 1980 to a_less sum. I have
those figures here. It was very much less than in 1931.

The CramrMmax, If they are in your statement I do not care to
have you repeat them. I was simply trying to figure out what part
of the national earning goes into those investments.

Mr. Kent. I should say pretty close to 7 per cent, if you figure
national earnings on the basis that has been worked out. ey were
figured to be 71,000,000,000 in 1930. They were 83,000,000,000 in
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1929. It is felt that it will show something very close to 60,000,000
in 1931. But the figures are not available yet in their enti'ret{. Of
course, you can see the taxation against that is very terrible. In
1930 the taxation in the United States was 13,000,000, including that
needed by the Federal Government, the States and municipalities,
and that represented a very high proportion of the national income.

When that happens what reale occurs is that those supposed to be
wealthy pay with dollars and the poor man pays with his job.
That is the result of excessive taxation. ‘The poor man does not see
that he is paying with his job when you have excessive taxation, but
it has developed so clearly in Great Britain, Germany, Australia, and
other countries, that looking back over their picture you can see
actually that that has happened.

The Cuamdax. Now then, on taxation, is not the tax dollar soime-
thing that also responds to the price level?

‘Mr. Kent. Yes; in so far as the receipts of Governmnent change.
They fell with the commodity price level.

Tﬂe Cramraax. And only part of the tax is due to liberal expen-
ditures?

Mr. KenT. Noj; government goes on and expends the same amount,
and then it ranises taxes in order to get it. Government does not
hold the same base of taxation when you get a fall in commodity
prices. If it did, it wounld not be so difficnlt to pay.

The Caammax. If the Goverment must pay more than that when
we have a lower wage scale, it means an increased tax, even though
you do not have any more clerks?

Mr. Kext. Well, it works this way: If you hold your base of tax-
ation the same——

The Cmarryax Sinterposing). You can not do that unless yon
hold the salaries and the wages the same, can youf ’

Mr. Kexr. No.

The CmarraraN. And commodity prices the same?

Mr. Kexr. Of course, but they do not move in conjunction or pro-
portionately. They move in this and that and the ot{ler spot. That
1S quite necessary, because of the dispersion of prices. A price level
is not a movement of the same percentage in proportion to every
commodity. If the commodities cross each other up and down based
on supp(l;y and demand, there is a great dispersion.

The  Cramyan. For instance, the national earnings during the
perioc} from 1914 up to 1918 had an enormons rise compared to other
years

Mr. KexT. Yes.

The CrammaN. And that national income was largely the result
of an inflation of commodity prices and higher wages, was it not?

Mr. Ke~t. Yes; because the majority——

T?he Caarryax (interposing). Therefore, it was a correct meas-
ure

Mr. Kext. The majority buy before they sell. If commodity
prices are rising between the timne that they buy and the time that
they sell, their margin of profit is wider. That is what causes the
greater profit, and on the same basis of taxation it means that Gov-
ernment gets more. ) :

The CrarrMAN. To take an illustration close to home: A school-
teacher used to teach school for twenty-five to thirty-five dollars a
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month. -Since the higher wage scale became effective, she receives
a hundred dollars a month, country teaching. That school tax is
bound to be three or four times as high, even though you have the
same teacher and no additional schools.

Mr. KenT. Of course.

The Cramyan, And we are told it is extravagance,

Mr. Kent. That is on the other side of it.

The CramstaN. Yes; but it is one side of it.

Mr. Kexr. It is a very important side of it.

The CuammaN. Yes. 'In other words, it is not all extravagance.
Much of it is part of the changing conditions under which we are
operating.

Mr. Kenr. Oh, that is true. That is true. And it is very difficult
to make adjustments that can be considered fair, because everything
does not move proportionately the same.

. The Cramuan. After all, is not the main question whether we are
to be on a higher level or on a lower level ¢
- Mr. Kext. No; we must be on a fluctuating level.

The CuammaN. How is that?

Mr. Kent. There must be a situation where we are on a fluctuat-
ing level. What we must strive to do and what I hope we can do
in this country is to find a means to determine more closely to the
current moment the progress and the relation between production
and consumption. For instance, November, 1929, was really the
first time we knew that the business of those engaged in many com-
modities had begun to fall off in May, 1929. Iif we had been aware
of that very promptly in May it would have been possible for those
whose business was getting in bad shape to have protected them-
selves a little better. That is what we are striving to do through
the National Industrial Conference Board. We are trying to bring
closer to the present moment knowledge of what is happening and
when this, that, and the other industry is going down. Then when
tx;glh.:ve that we are going to try to determine the cause and con-

it.

. There are many things that enter into changing business. New
inventions, changes in the habits and customs of people, new dis-
coveries or conditions that show there is going to Ee a turn in the
whole commodity price level. That is going to take time. When
we get that character of information, except as waves of extrava-
gance go over the people of the world—and they seem to go in spite
of us—it would then mean that we would keep the movement lower
at the high part and_higher at the lower part of the curve, which
would make less hardship for the people. That, of course, is what
we are striving for.

The CrammaN. In other words, a more uniform level on which
to do business?

Mr. Kext. Yes.

The CramnaN. Less subject to fluctuation ?

Mr. Kenrt. Yes. But there must be fluctuation, because the
human mind works that way, and do not think, Senator Brookhart,
that there is any motor or any self-starter or any mechanical brain
in a bar of gold. Gold is inanimate.
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Senator BrookHART. And it fluctuates in intrinsic value the same
as anything else, and when it goes up everything else goes down
because of the deflation?

Mr. Kexr. But that is not the reason; that has not been the reason
during the depression. Gold has nothing to do with this depres-
sion, 1n my opinion.

Senator BrooxHarT. Let me ask you another question: I am a
subscriber for your National Industrial Conference Board, and I
think it is very valuable. Your latest estimate shows that our
national income last year in dollars was $57,000,000,000; that is 1931.

Mr. KenT. 1980 was seventy-one billion.

Senator BrooxmnarT. Yes; seventy-one billion for 1930, but fifty-
seven billion for 1981. :

Mr. Kent. Well, yes. :

Senator BrooxrART. That would be $2,210 for each average fam-
ily of five. It seems to me that would be enough to keep things
prosperous if it were distributed.

Mr. Kent. That is enough to keep a vast amount of production
going ‘on, but this is & tremendous world, and the number of units
of production that are necessary to provide during ordinary times
that are not purchased during times like this is so great that it
mealr:is a great fall in the utilization of the productive capacity of the
world.

Senator Brookmart. If a few big corporations get that income
and discharge their men to protect their profits, I can see where that
would bring on trouble and remove buying power and all of that.
But if this %2,210 were distributed, everybody would have something
to buy with and prosperity would go on.

Mr. Kent. You can only distribute money effectively when some-
thing is given in return for it, and the problem of developing a situ-
ation of that kind is very hard.

Senator BrooxHART. You are familiar with the cooperative organ-
izations in various countries?

Mr. Kent. Yes.

Senator BrookrarT, They do not depend on that. They fix the
wage of capital to start with right away, just as they do for the men.
The English cooperatives pay about 8145 per cent, and they are more
prosperous than the competitive business in England and have gone

%lﬂ:. along even ever since the war.
. Kent. Well, of course, they carry things that are, you might
c(:lalll, the commodities of life that people are able to buy from the
ole.

Senator Brookmarr. Yes: but so do other people. They have to

buﬁt just the same as they do in any other country, for that matter.
. knm Yes; certain things.

Senator BrooxHaRT. And they have had no bank failures over
there with their cooperative banks.

Mr. Kext. That is a very different institution from ours. They
have a certain special purpose.

Senator BrooxaagT. They have a couple of hundred factories doing
everything in human civilization. They have not had any failures,

oing right along, because they fixed the wage of capital al{ the time,
o0 is that not a sounder system of business than this of ours?
Mr. Kenr. I did not quite get that. I am sorry.
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*Senator Brooxmarr. I say, is that not a sounder system of busi-
ness than ours? )

Mr. Kext. No; that only applies to some certain character of
business. :

Senator Brookmarr. You do not understand it them, hecause I
could not find anything that anybody else was doing in England that
they were not doing. They were into everything, and business every-
where, all around the world. .

Here is another thing: If 3 per cent is all we produce in this coun-
try, if that is all the wealth production we have——

[r. Kext (interposing). That is an increase.

Senator Brooxmarr. 1 understand ; the wealth increase—if that is
all we have, if we organize corporations and send them out in banks
or railroads or anything else to fight for 534 or 10 or 40 of 100 per
cent, are we not in a state of economnic warfare that is going to pro-
duce these ups and downs all the time? ‘

Mr. KexT. But we do not do that.

Senator Brookmarr. We do not? Why, we gave the railroads a
right to fight for 534 per cent by law, and they get that $7,000,000,000
watered value besides,

Mr, Ke~xT. Yes; but you went on up to 100 per cent.

Senator BrooxHarr. The Standard Oil Co. got as much as 600
per cent at one time.

Mr. Ke~T. In a turnover you can get most any per cent, but that
has nothing to do with the interest on money.

Senator Brookirart. There is only 3 per cent left for distribu-
tion. That is all we got finally over our living and operating ex-
penses and wage, and if somebody is dipping out to 100 per cent,
why, someboc}iy else has got to lose. That is all there is about it.
And that is figuring everything to capital alone, not to anything
glsq. Capital 1s getting all the wealth increase on that 3 per cent

asis.

So, are we not organized on an unsound basis to start with, that
is going to continue to produce these inflations and deflations and
requiring first one psychology and then another to get along?

Mr. Kest. That one psychology and another comes from actual
operations in commodities, based on supply and demand and the
opinion of men as to what that is going to be.

The CHatryaN. I wanted to ask—your statement of 27 per cent
of wages applies to what?

Mr. Kent. Twenty-seven per cent of the cost of a certain block
of production goes into wages.

he CaalrmAX. I know the statement has been made that in the
construction of highways only 15 per cent goes into wages. The
cement that is used is mostly wage cost, is it not? The steel that is
used is largely wage.. The machinery that goes into it is largely
wage. The transportation that goes into it is largely wage. Woul
not the actual wage, if you followed it clear down, be 90 per cent?

Mr, Kext. It might seem so, ns we think about it; but actually,
when you get all the figures together, they came to 27 per cent. I
}yill try and see if I can get those figures. I think I can find them

or yoil. :

The Crammax. It is either one thing or another. It is either
wages or earnings on capital, is it not?{ :

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 533

My, KenT. It is wages and raw materials.

The Coamrua~. But raw materials are wages.

Mr. Kext. Oh, you are figuring raw materials in wages?

The Cramaras. Well, it takes labor to produce raw material as
well as finished products.

Mr. KenT. Yes. I would separate them. There are wages and
raw materials and distribution expenses,

The CrAIRMAN. In other words, you get the 27 per cent by cutting
off at a certain place instead of following it clear through?

Mr. KeNT. Yes; I was talking about direct wages.

The CrarryaN. That part was the basis of my remark that most
values were a reflection of the wage scale and the labor costs, and
that replacement values are often largely a question of what the
géage(si are. Buijldings cost one price at $3 a day and another one at

@ day.

Mr. Kext. I will try and remember to send you the report of the
National Industrial g)nference Board that showed the percentage
of cost that wages take.

The Cuamrsrax. But this much we are agreed on; that it did not
go the whole way through?

Mr. KexT. Oh, no.

The Crairyax, That is all I wanted.

Senator BrookmuarT. I will give you some figures on that the whole
way through. In 1926 I believe was the year—it was about that—
manufactured products had a total of $60,000,000. The total wages
paid, all wages, all labor, all producing, all raw materials, and every-
thing else, was $11,000,000 out of sixty.

The Cuairuax. Then the rest was profit. .

Senator BrooxHarT. The rest was profit, yes; and doubling up
of cost of raw material.

Senator FrLercuEr (presiding). Have you finished with Mr. Kent.

Senator Grass. I do not see that I expedited these proceedings by
leaving the room for a half an hour.

Senator Frercuer (presiding). We are much obliged to you. I
believe that is all now.

Mr. Kext. Thank you, gentlemen. I appreciated the opportunity
to talk with you.

"(Thereafter Mr. Kent submitted the following letter, which was
ordered to be made a part of the record:)

New Youk, March 31, 1932,
Hon. PETER NORBECK,

Chairman Committee on Banking and Currency,
) Unlited States Senate, Washington, D, C.

DEAR SExAaTOR NorbBECK: Severul times at the hearing yesterday it was in
my mind to state specitically in answer to some of Senator Glass's questions that
my reference to stuck exchange operntions were confined entirely to the ordt-
nary regular and sound dealings that represent its normal bhuxiness.

There i& in my opinion a vust difference between such eperations and what
is called “stock gambling,” and I hold uno brief for the lutter. It does seem
to me most unfortunate that because there ure those who may engage in stock
gambling that a reputable, sound, and much-needed financinl process shounld
be so unfairly criticized as is the New York Stock Exchange.

As questions came back at me quickly the several times when I was about
to express my disapproval of so-called stock gambling, as separated from the
regular stock exchange husiness, I did not have an opportunity to clarify my
opinion before the committee in connectlon with this phase of the matter.
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It is my firm belief that the oflicers responsible for the running of the New
York Stock Exchange exercise to the highest degree intelligence and integrity
in the control of stock exchange operations. It Is inconceivable to me that
the exchange could he in better hands from the standpoint of business safety
and good citizenship. Further I feel very sure that such abures as occur are
in tremendous percentage due to the acts of individuals who are not members
of, nor associated directly with, the stock exchange itself.

It really seems most unfortunate that the stock exchange market which is
80 necessary to our financial structure is so consistently ignored in connection
with its real purpose and uses and that the accent is placed upon the opportu-
nity offered to gamble which is inherent in almost all the actlvities of mankind,

Whether you would consider it orderly to file this letter with the testimony
I do not know, but in any event I was anxlous to have you and Senator Glass,
to whom I am sending a copy of this letter, realize through positive statement
that my expressions of approval of the upholding of a market for securlties
upon the stock exchange had reference to the legitimute, normal, and ordinary
business that 18 carried on, and did not refer to mere stock gambling any more
than my reference to the businesses of banking, industry, or trade referred to
the abuses of n simllar character which are possible to them as well as to
every form of business endeavor,

Please allow me to accept this opportunlty to express my appreciation of
the courtesy extended me by you and the members of the Banking and Cur-
rency Committee of the United States Senate before whom I had the honor
to appear yesterday.

Sincerely yours,
Frep I. KEST.

Senator Frercuer (presiding). Mr. P. D. Houston.

STATEMENT OF P, D. HOUSTON, CHAIRMAN OF THE BOARD OF
THE AMERICAN NATIONAL BANK, NASHVILLE, TENN.

Senator FLETCHER. (Bresiding). Mr. Houston, you may state your
name and address and business connections for the record, please.

Mr, Houston. P. D. Houston; chairman of the board of the Amer-
ican National Bank, Nashville, Tenn.

Senator Frercuer. Mr. Houston, you have examined this bill,
have you, S. 4115%

Mr. HoustoN. I have read it several times.

Senator Frercuer. Just tell us what you think about it.

Mr. HoustoN. I am going to be very brief with you, because I
think you must be more tired than I am, and X have beéen here all day.

This bill under normal conditions would not be especially objec-
tionable; but at this time, when the entire country is emerging from
the greatest depression and resultant deflation in history, it would
be to the best interest of recovery to normalcy not to require such
drastic changes in banking operations. Confidence in banks and
business is more composed since the passage and functioning of the
Reconstruction Finance Cor%oration, because in my opinion it will
assist in enablinﬁ all solvent banks to meet their obligations. Banks
are simply public institutions and must be controlled under well-
defined laws governing their operation, but not to the extent that the
human element will be crowded out or be too much restricted. Bank-
ing as well as credit is based largely upon confidence, and psycholo
playstgn qu&n:n&.gnétﬁ To uxlxaal_:e such radical changes in ba.
operations just a e would in my opinion retard
normalcy of banking and business. v op ar¢ recovery to

In section 8, which deals with collateral loans by member banks,
this bill in mgi opinion discriminates against collateral loans, the
proceeds of which not infrequently find their way into commercial
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transactions. X do not think that any of us will disagree that credit
once issued can not be controlled. A bank is always just as good as
its management. A commercial banker to-day recog:uzes his respon-
sibility and endeavors to the best of his ability to keep his bank in
such condition as he can always find a resting place in the Federal
Teserve.

Whenever he invests largely in collateral loans, to that extent he
impairs his abilit{ to take care of his demands from time to time as
his customers make calls. Now, normally a banlk can operate on a
very small cash position, but in times such as we passed through
during the past several months a bank is compelled to be in a strong
position in order to maintain the confidence of the people with whom
it is privileged to do business.

Senator Grass. Were f}t'ou here yesterday?

Mr. HousroN. Only after 4 o’clock. I heard just about 10 minutes
of the Federal reserve governor’s report. .

Senator Grass. You did not hear the board’s progosed amendment,
unanimously approved by the board, to section 8 of the bill?

Mr. Houstow. I did not, Senator.

I am going to pass on to section 8, which deals with the Federal
Reserve Board’s power to control loans to member banks. This sec-
tion would be most disastrous to the majority of banks, as their funds
could not be profitably invested or loaned on paper eligible for dis-
count by the Federal reserve bank. The amount or percentage of
eligible paper in portfolios of banks has steadily declined for several

ears, due to the issuance of n]l)referred stocks, bonds, and debentures

y commercial and industrial corporations on the accumulation of
earnings over a long period of prosperous times, rendering it uneces-
sary to use bank credit. These corporations were the largest lenders
to brokeps on the stock-exchange collateral during the recent past.
To restrict suth loans by such a severe penalty would at least be very
unjust and would also bring about a liquidation of security loans that
would cause further deflation and lowering of commodity prices.
Many, if not a majority, of the banks have more than their capital
and surplus invested in collateral loans at this time.

Section 9 deals with the limitation of member banks’ loans to
affiliates, and the ownershixhof the capital stock, bonds, or other
obligations of an affiliate. This section practically does away with
affiliated trust companies, security companies, and mortgage loan
companies, as the provisions of this section would render it impos-
sible to continue these operations profitably. I am familiar with
institutions engaged in the mortgage loan business and having cor-
respondent relations with large insurance companies, giving them.
an outlet for their loans, but which, for good reasons, have accumu-
lIated loans necessitating borrowing from the parent bank in excess
of 10 per cent of the capital and surplus. 1n some instances the
loans were held to accommodate the parent bank, but when not
the case, the excess was for only a short time. Some insurance com-
panies also give commitments in the form of acceptances, but their
correspondents agreeing that on a certain date 30 days, 60 days, or
90 days hence that they will purchase a certain specified loan.
Those obligations have always proven to be the most desirable and
certain bank investments, because they are always taken up promptly
as they mature. To exclude the collateral as set forth in this sec-
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tion on loans would be unreasonable and not necessary to the safety
of the bank or the affiliated institution.

Section 10 deals with the Federal open market committee and the
Federal liquidation corporation. The present open-market policy
of the Federal reserve banks has been successful so far as I have
observed, and I do not believe the creation of an open market com-
mittee is necessary or in justice to the autonomy of the Federal
reserve bank of each district.

Section 10 also provides for the ‘creation of a Federal liquidating
corporation and defines the organization, its functions, and so forth.
The provision with respect to member banks’ contribution to capital
stock seems to be too great a percentage of the total capital, and
restricts the return on same to 6 per cent, to be paid out of 30 per
cent on the net earnings of the corporation. It is not clear to me
how there will be any profits except from iuterest accrued and
collected on assets bought; and it is my observation that paper of
defunct banks is more difficult to realize on than that of going
institutions; and with a 6 per cent liquidating charge, some portion
of the interest collected would be absorbed in expensive operation.
Then, too, I have wondered why the G per cent paid to member
banks was restricted to 30 per cent of net earnings, and what dispo-
sition would be made of the remaining 70 per cent. This provision
entails a large responsibility on the governing board which will be
an arm of the Federal Reserve Board, and it is my thought that this
section is of such importance that it would be best stricken from
this Act and introduced as a separate and distinct measure.

Section 11 deals with the rate and the limitation on member
banks borrowing on 15-day bills payable. This section is consistent
with the basic purpose of this act, to curb speculation by the aid
of Federal reserve credit. The penalty prescribed on 15-day bor-
rowing by member banks will prove more expensive to the United
States Government in its financing than it will to member banks,
as the rate of interest charged by menber banks can be and will be
adjusted to the cost of credit. This provision should, in the gen-
eral interest, be omitted.

Section 13 dpuls with new reserve requirements, sale of funds,
and so on. This section defines demand and time deposits and pro-
vides an increase in reserves on time deposits to equal those on
demand deposits. Reserves are primarily for providing the Federal
reserve banks with loanable funds and gold to support Federal re-
serve notes; 10 or 13 per cent of deposits in cash will not pay 100

er cent deposit liability. The increasing of the reserve on time
- deposits will reduce the loanable funds of member banks and will
be most hurtful in the agricultural districts, as well as impose an
added burden upon member banks. In my own bank this provision
would increase the reserve approximately $1,000,000. It would,
therefore, not only deprive us of revenue or income on $1 000,000,
but it would reduce our loaning funds to that extent. T

Senator Grass. What are the deposits of your bank?

Mr. HoustoN. Our deposits are $40,000,000,

Gentlemen, since I have been here to-day, I have heard so much
of this discussion that I do not know whether I am going or com-
ing, but I really feel that this matter is one that ought to be con-
sidered purely from a practical standpoint, and I know that you
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gentlemen want to consider it for the best interests of the whole
country. You do not want to consider it from the standpoint of
any class; not for the banks, but for the business people as a whole.
I, frankly, do not feel that the laws of this country make a dis-
honest man honest. I will admit that the laws do curb a man and
keep him within the straight and narrow road to some extent, but
any business is just as good as its management, and if you have
a bank that is not officered by men who appreciate their obliga-
tion and the trust that is reposed in them, you are not going to have
ah sound institution no matter what kind of laws you put around
them.

The Federal reserve banks have done a wonderful thing for the
business of this country. I have had pretty intimate contact with
the Federal Reserve Board. I have been a member of the advisory
council. I have been in pretty close touch with the operations of
the bank of our district since its organization, and I do know
that while they have their limitations prescribed in the act, the
management of our bank-—and I think I can say that pretty
well of the banks over the country—has tried to consider the inter-
ests of the public and has tried to make the law apply as the exigen-
cies of the occasion demanded. I have heard it mentioned Eere
to-day that probably the Federal Reserve Board and other Govern-
ment officials in charge of the conduct or supervision of banks have
been too lax. Now, 1t is mighty easy for us to criticize people for
things that are past. I believe that the Federal Reserve Board and
I believe that the comptroller’s office have tried to serve the best
interests of this country at all times. I suspect they would admit
now they made many mistakes, but the problem that you have
before you to-day is passing legislation that will strengthen the
business structure of this country of ours; and I will say as a banker
that I welcome any legislation that will not imi)ose a hardship, that
will not require a change of policy which would further aggravate
the conditions that obtain to-day.

I want to be a little bit more personal. I am chairman of a board
of a bank where, during the period of November 15 or 16 or some-
thing like that date in 1930, the firm of Caldwell & Co., located in
my town, became involved. We tried to pass it on to the public
by degrees. We first met aronnd the table, not in night sessions—
this was daytime—and we decided that rather than to break the
news very abruptly, we would advise the public that the bankers’
committee had taken charge of Caldwell & Co. The bankers’ com-
mittee was appointed and did take charge of Caldwell & Co., but it
was inevitable that the institution was not able to go along, result-
ing in embarrissment to the First National Bank, which was closely
allied with Caldwell & Co. o

They began to suffer a loss of deposits. Our institution furnished
them $1,500,000 the first day after the closing of Caldwell & Co..
£500.000 another time, and $1,000,000 another time, Finally we had
furnished approximately $4,000.000 to that institution. In addi-
tion, it aided them in borrowing money from correspondents of
ours until they had involved themselves to the extent of $15.000,000
in about four or five days.

The Cuarryax, Then what?
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Mr. Houstoxn. Our institution, then, had to commence to take
them over; not from choice, but, gentlemen, as I said in my remarks
a while ago, it is very seldom that a bank which becomes so depleted
in resources that it has to close its doors finds its remaining paper
of such character and kind that one can put a value upon it with
anything like a degree of certainty.

Now, after we took over that institution, within 75 days we cleared
the lial)ility of $15,000,000. We did it mainly from the assets of
the American National Bank, because we were prepared for just
what came. We had paper that was of the eligible character and
paper that was self-liquidating. But the time has passed and we
have had a lot of changes in the past six or eight months. Since
the turn of the year 1931 there has been the most drastic decline
in values of all kinds, not only in the stocks and bonds, but real
estate, commodity prices, and everything has shown such a decline
that we have never been able to determine whether we have reached
the bottom even now. That being the case, it has been the biggest
task that a banker has ever had in my time to determine just what
was for the best interests of his community and his client; whether
or not to force him on the market, sell him out when. the banker
had the feeling that this was not a normal market. It was brought
about by a fancied situation. The security appeared, from analysis
that was.made, worth far more than the then market value. -So
a banker has a difficult problem to determine whether he shall sell
out and thereby further aggravate the conditions. -

In our Partlculur case we have had this difficulty in commoditﬁ

rices.: We have had declines in security prices. e have ha
olshevik tendency. e have had people tlll)ut were broke due to
overspeculation. ‘ ) . :

Senator Brooruarr. The Bolsheviks are the only ones that have
not had any difficulty. [Laughter.]

Mr. HoustoN. They were down already.

Senator BrooxHART. They have gone up faster than we have
gone down.

Mr. Housrox. Well, that might not have been the proper term.
But there are a lot of people that we want to sympathize with,
people that were financially down, and they seeme?to get pleasure
out of involving others. There have been all kinds of rumors
throughout our section of the State. We have had a good many
bank failures in Tennessee; not so many as in the majority of
other States, but we have had far too many.

The CmamyaN. May I ask there: Is the fundamental thing a
decline in the earnings of people and the shrinkage in values
. Mr. HousroN. No. The main trouble, Senator, with the people
in our section is that they forgot themselves and went wild on buy-
ing something without regard to whether it was worth the price
th%lwere paying for it.

le ?CHAIRMAN. They represent the city people or the country
people

. HousTtoN. Everybody; count le, cit le, pre
doctors. [Laughi:er.']ry yi 7 People, city people, preachers,

The Crxameman. The presidents of the American Bankers' As-
sociation made out, a%purently, a4 very strong case here against
the farmers, because the price of farm land had doubled uring
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a certain %eriod_. Before we got through with him he admitted
that what he said about the farmer’s product applied to all other
commodities.

Mr. Houstox. I am a farmer. You are talking my language now.

The CramaaN. But you had that decline in earnings?

Mr. Houston. We surely did have it.

The Cramr3raN. And you say it cut no ﬁgure?

Mr. Housron. The decline of the farmer’s earnings?

The Cramax. Yes.

My. Houston. Why, certainly.

The CramaaxN, I thought you were basing it all on extravagance,

Mr. HoustoN. Not altogether.

The CraRMAN. You can not say whether the fundamental thin,
was the decline of earnings and tKe shrinkaﬁgn property values

Mr. Houstox. I am talking about this banking situation now. I
was not talking about general business. )

The Cramarax, No; but is not the banking situation quite respon-
sive to the business conditions of the country?

Mr. Houstox. Absolutely; but it depends upon purchasing power;
and in the Southland, Senator, agriculture is our principal source of
new wealth. . -

The CHAmMAN. Then we can understand your banking situation
without any further explanation.

Mr. HoustoN. I understand it, too; but it is not altogether agri-
culture. It is overspeculation. It -is exactly what you gentlemen

. have in your mind to-day that you want to curb.

1 S(elx;ntor Grass. You do not mean to say any preachers have specu-
ate .

Mr. Houstox. Absolutely. Methodist preachers, too, and one
bishop. [Laughter.] He talks about it in the pulpit.

Senator Grass. I am horrified.

Mr. Houstox. Yes, sir. A good fellow, too.

Senator Brooxmarr. I was at Louisville when the National Bank
of Kentucky failed. That was connected with this Caldwell enter-
prise, was it not?

Mr. Houstox. Yes. As I was staying a moment ago, I am in
favor of any legislation that you gentlemen can devise that will
improve the business structure and the banking structure of this
country. However, I do not think that it would be wise to force
my bank, for instance, to restrict its security account to the amount
wﬂich would be permitted under this act. We have $3,000,000 capital
and $3,000,000 surplus, and, as I figured it out, we could carry only
$1,225,000 of securities, TWe could not buy of any one issue more
than 10 per cent of the amount of that issue.

Senator BurkLey. That is the same trouble we have had right
along. The wording is very unfortunate. It does not mean at all
what you said.

Mr. Housrox. I have it in my own digest.

The CuamryaN. We plead guilty to some things.

Senator BuLkrEey. That language is quite bad,  You are not to be
criticized for misunderstanding that. It just does not mean that
at all.

The Cramaax. We did not intend it to mean what it seemed to
mean.
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Senator BuLkLEy. There is no such meaning.

The Crtamax. We did not mean to-put such restrictions on as
many bankers have read into it on a reading of the bill.

Mr. Housrox. I can not believe that you Senators would do that,
because you have got to consider this from a practical standpoint.
Now, as to whether or not you make this retroactive, As to the
future, that would be different. But when anything is Ganging over
it is just like the Farin Board buying up wheat. That wheat is
known to the conswming ﬁublic and it is going to continue to have
an influence upon the markets.

Senator Griss. You are p farmer?

Mr. Housrox. Certainly.

Senator Grass. Would not you regard yourself as impious to
undertake to criticize the Farm Board in 1its surplus?

Mr. Hotsrox. No, sir. I am the treasurer of the Farm Loan—
Federal Farm—I won't try to say it; some kind of an association.
[Laughter.] ’

Senator Grass. You do not want the banks to be managed like
that do yout

Mr. Housron. No.

Senator Grass. You know what you are in the bank, do you not?

Mr. Hovusron. Yes. [Laughter.

The Cramaan. May I ask: You stated that your main industry
in Tennessee is agriculture?

Mr. Housron. That is right.

The CramyMan, Could you give us some figures of the value of
your ﬂﬁpﬂ for a series of years

Mr. Housrox. I could not do it, Senator. I am sorry.

The CramyaN. Would you be willing to look that up and add it
to your remarks?

Mr. Housrox. Surely. I can tell you something about one crop.

The Cramyan. Let me ask you this: Have you a State census
in 1925 of your State?

Mr. Houstox. A State census?

The CHamMaN. Yes.

Mr. Hovstox. Do _they have that anywhere else?

The Cuamyax, Yes; they do in most States. [Laughter.] In
between the Federal census.

Mr. Hovsrox. We have everything anybody else has.

The Caamymax. In giving the value of farm lands I would like
to have you put two figures in: The Federal census, that shows the
value of your farm land in 1920——

Mr. Hotsroy. You want the value of farm crops?

The Cramsray. I want all of that, too; but with that I want your
‘State census in 1925 of the value of farm land, giving the compara-
tive strength of your farm lands, and you will see where vour se-
curity went, ’

Senator Brookuarr. I think you will get all that in the agricul-
tural yearbooks. i =
19:}{? Housrox. You want me to furnish you the State census of

43

The Cnamoiay. On land values in your State and the corre-
sponding Federal figures in the Federal census of 1920: and T would
like the value of your crops going along, say, from 1918 down, or

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



NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 541

back as far as you like—the total value of the crops produced in
your State, .

Mr. HoustuN. Do you want them classified §

The Crarryan, Not necessarily.

Mr. Housrox. The value of crops from, say, 19201

The CHamyan. Well, say from 1915 down to the present day, as
near as you can get it. I would like to get some comparison. You
are E.oing to find it very enlightening in your troubles. '

Mr. Houstox. I will have the president of my farm association
give you the information.

(Thereafter the witness submitted the following information for
the use of the Committee:)

ADMERICAN NaTioNAL BAKRK,

Hon. PETER P. NOBBECK, YNashville, Tenn., April 11, 1932.

Washington, D. O.

Dgar SENATOR NoRBECK: You will reeall while I was a witness at the bearing
on the Glass bill the latter part of March, you asked that I furnish you with
information as to the land values in Tennessee for 1920 and 1930, also the
value of crops.

I made a request of Mr. J. F. Porter, president of the Tennessee Farm
Bureau Federation, for this information and am to-day in receipt of lis
reply, and which I am pleased to inclose bherewith.

I hope that this letter will give you at least some of the information you
desired, However, if you will write me further, should there be any special
matter which is not sufliciently included in Mr. Porter’s letter, I will en-
deavor to procure same.

Awalting your further favors, I am

Cordially yours, P. D. Housrox.

TeENNESSEE FarM Buneav Feperartiox (Inc.),
Columbie, Tenn., April 9, 1932,
Mr, P. D. HovsTox,
Chairman Board of -Dircctors, Americun National Bank,
. Nashville, Tenn.

Dear Mr. HoustoN: Answering your request for value of farm lands, etc.,
in Tennessee, I find, from the 1920 census, assessed land values to be $1,024,-
979,804 ; in 1925, $750,426,372 ; 1930, $743,222 368,

This, as I understand, includes land and property outside incorporated
towns,

I was unable to find in the census report the value of crops, but in the Inter-
national Yearbook for 1925, I find that crops valued as follows:

Corn $56, 284, 000
Cotton

Hay 23, 518, 000
Tobacco 16, 045, 000
Potatoes 4, 040, 000
Sweetpotatocs 4, 536, 000
Wheat 7, 616, 000
Oaty . 3, 112, 000

Just why cotton is not given I do not know. From the United States Year-
book of 1928 we have just found cotton for 1925 vaiued at $39,905,460 and the
seed at $5,839,500, giving a grand total of farm crops in Tennessee for 1023 of
$160,895,900. :

The census for 1930 gives 245,857 farms containing 18,003,241 acres,

I do not understand so heavy a slump In land values from 1920 te 1025 as
compared with so small a decrease from 1925 to 1930. .

If you wish further information, about the best piace to find it in Nashville
is nt the State library.

Trusting this will be of some value to you, and with best wishes, I am,

Yours truly,
J. F. PorTER.
111161—32—pr 2——21
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The Crmamyay, I did not intend to interrupt you. Have you
completed your statement? ]

. HoustoN. I could talk to you all afternoon on this bill, but I
have mentioned the matters that I think are of the most importance
{rom a practical standpoint, and I am glad to be of any assistance

can.

The Cramyax., We thank you for coming here. It is helpful to
have things pointed out so we know how different provisions will af-
fect different sections of the country and different interests. There
has been no desire on the part of this conunittee to do this hastily.
The proof of it is that a bill very similar to this was introduced by
the genator from Virginia nearly two years ago and it has been
pending ever since, and this committee has conducted hearings for
more than a year. X mean the subcommittee did. And then it was
decided to conduct another hearing in the last two weeks, and we
have been doing that so as to give everyone a chance. I think it has
all been very helpful and I appreciate you coming here. Mr. Hous-
ton, I am very glad to have heard you.

Mr. Houstox. Thank you, sir.

The CramraaN. That concludes the hearings.

(Whereupon, at 4.30 o’clock p. m., hearings on S. 4115 were
concluded.)

(After the conclusion of this hearing, the committee granted per-
mission to the representative of the California Bankers Association
to submit a statement for the record, which is as follows:)

STATEMENT IN BEBALF OF COMMITTEE ON LEGISLATION AND TAXATION CALIFORNIA
BANKERS ASSUCIATION

{Presented by Edward Elliott, vlce president, Security-First National Bank of
Los Angeles, Calif.,, chairman; W. R. Williams, vice president Bank of
America National Trust & Savings Associntion, San Franclsco, Calif., vice

-chairman)
WasHINGTON, D. C,, April 4, 1032,
COMMITTEE 0N BAXKING AXD CURREXCY,

United States Senate, Washington, D. 0.

GeNTLEAMEN : In presenting this statement regarding Senate bill 4115 intro-
duced in the Senate March 14 (calendar day March 17), 1932, we deem it
desirable to take up in order the various provisions which we find objectionable,
stating our reasons for the objections in each instance.

(1) Section 2 of the bill contnins definitions of various types of affiliates.

A reading of the bili would seem to indicate a broad objection to the affill-
ate as a holding company, and a more specific objection to the affiliate that
is an underwriter and dealer in securities. We do not wish to express any
opposition to a policy which would lend to the eventual segregation of invest-
ment affiliates from banks, though we do feel that such a segregation should
be carried out only over a period of years and not abruptiy. While not oppos-
ing such segregation we respectfully suggest that more detailed information
with respect to the relationship of banks and such investment affilintes would
be helpful in determining final policy.

We do wish to object to so broad a definition of affiliates as would include,
for example, o company organized solely for the purpose of holding the real
estate used by the bank for banking premises, or one organized to perform
the functions of a purchasing agent, or formed for the purpose of taking out of
a bank delinquent real estate loans, or real estate acquired for debt, particularly
agricultural properties.

In the last-nnmed Instance, better and more efficient managament of these
properties can be secured, while the bank is relieved of unsatisfactory assets.

There are a number of other affiliate institutions, some of them authorized
by law, which might well be excluded from the breadth of the definition.
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(2) Bection 8 of the bill, page 3, beginning with line 9: In our view the idea
underlying thils section seems to be that it is possible to determine the purpose
for which credit is to be used. We believe this idea is erroncous becnuse of
the varying character of rediscounts on the part of the individual bank and the
impossibility of determining whether or not the bank ls rediscounting for the
purpose .of making or carrying security loans. This section we belleve should
be omitted. In our judgment the Federal reserve authorities alrendy have
sufficient authorization to restrain undue stock speculation so far as that is
effected by Federal reserve credit.

(3) Section 4 of the bill, page 4, lines 18 to 22: We belicve the iden of pre-
venting a bank from voting for a Federal reserve director when fits stock is
owned by other corporations to be unsound. Heretofore, ownership of stock
in member banks has been permitted under conditions which, if this section
becomes law, would arbitrarily and immediately deprive banks to which it is
S{npll:nlgle, of any voice whatever in the selection of Federal reserve bank

rectors.

(4) Section 8 of the bill, page §: We approve of proper examination of and
reports on the part of all affiliates,

(8) Section 8 of the bill, page 9, beginning with line 15: It impresses us as
wholly beyond the ability of the Federal Reserve Board to know the individual
situatlon of the thousands of member banks sufficiently well to be able to
determine for each one the percentage of its capital and surplus which, from
time to time, may properly be represented by loans protected by collateral
security. The exerclse of such a far-renching and detailed power of control
over individual member banks must inevitably result in arbitrary and unjust
administration. No bank whose loaning capacity would thus be subject to
change upon 10 days’ notice in the sole discretion of the Federal Reserve Board
could possibly function wlth any degree of certainty. The utmost limit to which
a regulatory agency, such as the Federal Reserve Board, should be permitted
to go in such matters as this should be the adoption of general regulations
which may be known and ascertnlnable by all institutions falling within the
elass to which such regulations apply.

(6) Sectlon 9 of the bill, page 10: While we do not object to proper restric-
tions upon loaus to and investments in thelr affillates by banks. we do most par-
ticularly urge that any loan or contract of purchase and sale, when made to
an afiilinte for the purpose of taking real estate out of the bank, should under
no conditions be regarded as an objectlonable loan, There should be no pro-
hibltion against such transactions as they are always in the interest of the
liquidity of the bank. Loans to other affilintes may be entirely proper. Cer-
tainly, afliates nonfinancial In character, such as real-estate holding corpora-
tions, would be unable to secure their loans by the kind of colluteral called for
by this section.

(7) Section 10 of the bill, page 18, line 9, following: We do not belleve that
banks should be called upon to contribute anything to the stock of the liquidating
corporation. At this particular time to require a bank to subscribe an amount
‘equal to one-half of 1 per cent of its total net outstanding time and demand
deposits on the last call date in the year 1931 would be a distinct hardshlp. It
would mean a loss of earnings at a time when banks are sorely in need of them
to take care of unusual losses finevitably Incurred during any period of
depression. ’

(8) Section 11 of the bill, page 23, line 4, following: The penalty of 1 per
cent higher rediscount rate for member bank 15-day notes seems ill-advised, as
this method of borrowing on the part of banks is the most convenient and
economical, both for them and for the reserve banks. The further restrictlons
in the section upon security loans by member banks are so drastic as to seem
fll-advised and extremely difficult, if not impossible, of enforcement.

(9) Sectlon 18 of the blil, page 27. line 18 following: The tremendous In-
crease- in the reserves required by the provisions of this Dili would create a
great hardship for the banks through thelr lessened earning ability. Equally
fmportant would be the curtailment of credit necessitated by this great in-
crease in reserves, as lonns equal to the incrense in reserves woull have to be
called. As an illustration of the effect of such additional reserve requlre-
ments, we cite the cases of two of the banks in Californin: For bunk of
Ameriea, Natlonnl Trust & Savings Assoclation, over the 5-year peried, on
the basis of present deposits, the incrense would be over $34,000.000, and for
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Security First National Bank over $22,000,000; for the first year the increase
in reserves for Bank of America would be over $0,000,000, and for Security
First National about $4,500,000.

Subdivisions (d), (£), and (g) of section 13, pages 30 and 31 of the bill,
we think could not accomplish any good purpose. Under subdivision (d) it
is practically impossible to determine whether the proceeds of such a trans-
action as indicated are to be used directly or indlrectly for the purpose of
making loans protected by collateral security. The mere difficulty of trying to
determine would very much hamper legitimate activity on the part of the
banks and doubtless the provision could be readily evaded. The dealing in
Federal reserve balances instead of being improper as seems to be indicated
by this bill, we regard as a very proper function in creating fluidity of reserve
credit, and it is our understanding that the Federal Reserve Board already
has set up machinery for securing all necessary information with respect to
such transactions,

(10) Section 14 of the bill, page 33, lines 4 to 8: The revaluation by the
Comptroiler of the Currency of all renl-estate loans at every examlnation would
put an impossible burden upon the comptroller’s office and an exorbitant charge
upon banks. Moreover, there seems to be no sound reason why a real-estate
loan made on an appraised basis for a perfod of three to five years should be
adjusted every six months. The loan could not be called, as the bank, so
far as the borrower is concerned, would be powerless to take any action untll
the lonn was due. If there should happen to be a deflation in real-estate
values meanwhile, a bank could under the application of this provision be
rendered bankrupt, although its loans be substantially sound; the appraisal
might not be twice the amount of the loan, although the value of the property
remains adequate for safety.

Lines 17 to 20, page 33, contain the provision that investments in bank
premises and uusecured loans whose eventual safety depends upon the value
of real estate shall be couuted as real estiute louns. So far as Investment in
bank premises is concerned, it seems to us that a much better way of handling
the matter would be to place a limit upon the amount which the bank may
expeid in bank premises. In our State, California, a bank may not invest
more than one-half of its capital and surplus in bank premises without previ-
ous written consent of the superintendent of banks. Regarding unsecured loans,
it would be utterly impossible to determine each individual case whether or
not the loan depended for its uitimate payment upon the value of real estate.
and in many cases where it could be so determined the ioan, nevertheless, under
no sound theory could be classed as a real estate loan. For example, take
the cnse of an unsecured loan made to a rancher who owns lhis ranch free
and clear, but who needs money for fertilizer, labor and material, fumigation
of his trees, harvesting and marketing his crop, etc. Such loans for operative
purposes are not real estate loans, and yet the banker may feel that eventual
payment may be relied upon by the fact that the rancher owns his property
free and unencumbered.

Page 33, llne 20 following: The regulation of the investment of those tlme
deposits, not invested in real estate, and thelr segregation for the benefit of
time depositors, are such a departure that in our judgment they shouid not
be undertaken at least without more careful prescription in the statute of the
character of investments to be made, the extent of the segregation of these
investments and perhaps also the establishment of a savings department with
its own segregated capital.

In the California bouk act there is such a segregntion and allocation of
capital and assets and a rigid prescription for the investment of savings deposits.
While such a system is advantageous for the savings depositor in the event
of the faflure of a bank, the wisdom of introducing it into the national banking
ss"srtﬁzn mnylrlze ertlously quesgimﬁe;l. dto 9 ’ .

: requirement on page es 4 to 9, that a bank n

report the investments in which it time deposits are pl::gd :te ;e‘v‘.?{mﬁ:

which shall not exceed the market value at the time of the reports to the

%’;ﬁt;gggg ﬁ‘;‘:_:‘w n;‘ter!; upon l?t’ thﬂe corll:ptroner at such times a8 these

enormous fluctuationg

¢1°I§"i"8 gi Tanygg}”}nﬁs' , the price of bonds, lead to the
a0 ine ollowing, and page 85: It occu:

set forth in the bill should be adopted, it woulcll\s bt: ::tthlnt {t e oY islons

attempt t uir 1ia erly impracticable to
D " 20 require compliance with the provisions of this section within the

space of two years, as the results commanded could not be accomplished,
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{(11) Section 17 of the bill, page 38, llnes 17 to 23: Here again we would
call attention to the need of defining affiliates more narrowly than is the case
in the definition of affiliates in sectlon 2 of the bill or in this section with
respect to the certificate of stock of natlonal banks representing the stock of
any other corporation. * Other corporation” seems too broad, as we have
previously indicated several different types of corporations which might
properly be affiliated with banks.

This restriction should not apply to those corporations whose principal pur-
pose of existence is to relieve the bank of assets, acquired through the normal
conduct of business and which assets it is not wise for the bank to retain.

(12) Bection 18, page 89, line 12 following: The language contained in sub-
division (c) is so sweeplng as to warrant in our judgment the view that it
may include banks within the category of those businesses toward which the
prohibitions are dlrected. We feel that the provisions of this section go too
far in the attempt to regulate buslness relationships of banks. We sympathize
with the purpose of restricting funds available for stock exchange loans, but
these provisions, if adopted, would restrict member banks, while leaving non-
member banks and private individuals free to engage in the business of handling
stock exchange loans defined as * loans for others.”

(18) Sections 19 and 20 of the bill, page 89 following: We believe that
sections 19 and 20 should be combined into one section. We have no objection
to the requirements set forth in section 20, but instead of the sweeping prohi-
bitlon now contained in section 19 there should be no restrictions upon the
voting of shares of stock by an affilinte where the requirements now contained
in section 20 are complied with,

We have no objection to the requirements expressed in section 20 belng made
a statutory condition upon the right of affiliates to vote, but we believe that,
such statutory limitations belng complled with, the Federal Reserve Board
should not have any discretionary power to withhold or to revoke any permit.

(14) Section 24 of the bill, page 47, line 16 following. We do not belleve
that it is wise or necessary to regulate further by-iaw the rate of interest
that may be pald upon deposits. From the standpoint of competition of member
banks with nonmember banks, the former would be put at a decided disad-
vantage, with such regulations in force.

(156) Section 25, paragraph (c), page 49, lnes 11 to 18. The requirement
that each afiillinte shall be capitalized through the sale of its own stock is too
sweeping, for numerous afiiliates have already been so capitalized. Such afii-
Hates have not been capitalized through cash or stock dividend declarations
on the part of the banks, but their stock' has been subscribed and paid for,
wholly or in part, by the individual stockholders. The proposed provisions of
the bill would require, first, that the corporation should be liquidated and its
capital assets returned to the stockholders, and second, that the stockholders
should repurchase the stock of the reconstituted corporation.

We wish to reiterate our previous statements with respect to the need of
restricting the definition of affiliates more narrowly than Is the present defini-
tlon in section 2,

(16) Section 26, pnge 49, llne 22 following: Tiis section is subject to the
same objectllons n;)t:‘(llie ttoa.:sec:tlon 8 of the bill,

espectfully submitte

R Iy Eowarp Ertrorr, Chairman.

W. R. Wnrraxs, Vice Chairman.
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