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BANKING ACT OF 1935
THURSDAY, FEBRUARY 21, 1935
HOUSE OF REPRESENTATIVES,
C O M M IT T E E ON B A N K I N G AND C U R R E N C Y ,

D. C.
The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. Gentlemen, the committee will come to order,
please.
I have asked Mr. Crowley, of the Federal Deposit Insurance Cor
poration, to come before us this morning and discuss H. R. 5357. I
assume that he desires to address his remarks mainly to the provisions
of title I of the bill, which relates to the Federal Deposit Insurance
Corporation.
I am going to desist from making any preliminary statement myself
at this time, but if I have the opportunity, I should like to incor
porate in the hearings a short preliminary statement of my own.
In deference to a suggestion which Mr. Crowley has made to me,
and what I think might be in the interest of time and orderly pro
cedure, I am going to suggest to the committee that they permit
Mr. Crowley to make his statement and complete his discussion in a
general way before committeemen interrogate him.
You may proceed, Mr. Crowley, if you will.
STATEMENT OF LEO T. CROWLEY, CHAIRMAN OF THE BOARD,
FEDERAL DEPOSIT INSURANCE CORPORATION

Mr. CROWLEY. Gentlemen, we have prepared a digest of this bill,
together with our recommendations. If it is agreeable to the com
mittee we will pass to each one of you a copy of our report, in order
that you may follow the report with me. I f you will be kind
enough to let us follow through with it and answer your qestions
afterward, we would like to do that. We have a number of charts
thpt we would like to present to you. Is that agreeable to you, Mr.
Steagall!
The CHAIRMAN. Yes; that will be perfectly all right.
Mr.^ CROWLEY. Gentlemen, last year I appeared before you and
recommended that the provisions of the so-called " permanent insur
ance plan " be suspended for another year, and that the temporary
insurance fund be continued to July 1, 1935. At that time it was
stated that we need additional experience before the permanent
plan went into effect. We also suggested that, through the adminis-
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tration of the temporary fund, we might gain some knowledge which
would indicate desirable changes in the permanent plan. You have
asked me to appear before you today to discuss with you the results
of our 13 months' experience and study and to explain the reasons
behind the proposals which you have before you, and which comprise
title I of the Banking Act of 1935.
With your permission, I would like to outline to you in detail the
reasons which have motivated our suggestions for changes in the
permanent insurance plan. The charts and tables give a vivid pic
ture of the commercial banking structure of the United States.
These data cover all insured and noninsured banks, arranged accord
ing to total deposit liability size groupings.
They do not include mutual savings banks or private banks.
Ninety percent by number of all of the licensed commercial banks
in the United States have been admitted to the insurance fund.
Over 98 percent of the total deposits in commercial banks and trust
companies in the United States are in banks, the deposits of which
are insured. On October 1, 1934, there were only about 1,100 licensed
commercial banks, with deposits of slightly more than $500,000,000,
which were not insured, while insured commercial banks numbered
more than 14,000 on that date, and their deposits amounted to some
$36,000,000,000. Mutual savings banks have been excluded from
these figures. There are 68 of the 576 mutual savings banks in the
fund for mutuals.
We have in our fund 1,928 banks with deposits of $100,000 and
under; of banks with deposits of $100,000 to $250,000 we have 3,929;
with deposits of $250,000 to $500,000 we have 3,278; with deposits oi
$500,000 to $750,000, we have 1,531; with deposits of $750,000 to
$1,000,000 we have 970; with deposits of $1,000,000 to $2,000,000 we
have 1,664; with deposits of $2,000,000 to $5,000,000 we have 1,076;
with deposits of $5,000,000 to $50,000,000 we have 647; with deposits
of $50,000,000 and over we have 96 banks in our fund.
The banks are broken down in our chart into national banks,
State banks, and State member banks, and the insured and uninsured
nonmember banks.
For instance, out of 1,091 banks that are outside of the fund, 42H
of those have deposits of $100,000 and under, 349 have deposits of
$100,000 to $250,000, 169 have deposits of $250,000 to $500,000, 54
have deposits of $500,000 to $750,000, 27 have deposits of $750,000
to $1,000,000, 34 have deposits of $2,000,000 to $5,000,000, 16 have
deposits of $5,000,000 to $50,000,000, and 16 banks have deposits of
$50,000,000 and over, which make a total of 1,091 banks.
The CHAIRMAN. Does your statement disclose the total of the
deposits in each of these groups?
Mr. CROWLEY. Yes, sir.
**
The next chart that you have there shows that the banks with
deposits of $100,000 and under have a total deposit liability of $123,831,000. In other words, 1,900 banks have deposits of $123,831,000.
the banks with deposits of $100,000 to $250,000 have total deposits
of $664,493,000, and so on down. The $50,000,000 banks, and over,
have deposits of $18,942,000,000.

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

^AMtCB H A V I N G
DEPOStTSOF

NU M BE R OF BAN KS ( T H OUSA NDS )

3

50.000.00!
AND OVER
N U M B E R OF B A N K S ( T H O U S A N D S )

6

a

to

12

14

1935

5.000.00! TO
50.000.000

OF

/Rauradi)0R-H)6H)ber%HH^s

ACT

Mal/ona/
Stafe member baaira

BANKING

(The charts and tables referred to are as follows:)

NUMBER OP I NS U RE D AMD UN t NS UREDCOMMERCt AL RANKS,
OCT 1 , 1 9 3 4 C L A S S ! F ! E D BY SIZE OF BANKS

16

ALL BANKS

FEDERAL D E P O S IT iN S U B A N C n CORPORATION

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

D IV IS IO N OF RESEARCH AND STATISTICS

CO

DEPOSITS !N ! N S U R E D A N D UN! NSURED COMMERCfAL BANKS.
OCT. 1 , 1 9 3 4 , C L A S S i F ! E D BY S ! Z E OF BANKS

BAMkSHAVfME.

B tL U O M S O f DOLLAR S

10

PEPOStTSOF
tO 0.000 OR
LE S S
! 0 0 .0 0 ! TO
250.000

BANKING

2 5 0 .0 0 ! TO
500.000

ACT
OF
1935

B t L H O N S OF DOLLARS

!

r ......

i

i

t

i

1

L.

1

t

i . ,

i

ALL BAN KS

F EDERAL D E P O S IT IN S U R A N C E CORPORATION

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

i
%%%%^
!

D IV IS IO N OF R ESEARCH AND STATISTICS

5

BANKING ACT OF 1 9 3 5

att%

cZa^t^ed
All banks

Banks having deposits of—
$100,000 and under___________________
$100,001 to $250,000.................................
$250,001 to $500,000...................................
$500,001 to $750,000..................... .............
$750,001 to $1,000,000..............................
$1,000,001 to $2,000,000 ........................
$2,000,001 to $5,000,000............... .............
$5,000,001 to $50,000,000
......................
Total all groups

National
banks

^tze of

Oc^. .?,

Uninsured
Insured
State mem nonmember
nonmember
ber banks
banks
banks

1.928
3.929
3,278
1,531
970
1,664
1,076
647
96

94
834
1,261
741
506
923
659
380
52

22
119
186
97
67
142
153
141
39

1,386
2,627
1,662
639
370
565
348
110
5

426
349
169
54
27
34
16
16

i 15,119

5,450

966

7,612

1,091

^ Exclusive of 71 insured banks not reporting statistics and 31 uninsured banks for which no deposit
0gures were available.

JDepoaifs

aw%

co?nwerct^ &tnt^
Oc^. J, ^ 4

&y dize of

[000's omitted]

All banks

Banks having deposits of:
$100,000 and under....................................
$123,831
$100,000 to $250,000..................... .............
664,493
$250,001 to $300,000.............. .................... 1,167,228
$500,001 to $750,000....................................
936,016
$750,001 to $1,000,000......................... . . . .
836,608
$1^000,001 to $2,000,000............... ............. 2,324,922
3,242,721
$2,000,001 to $5,000,000............... .
$5,000,001 to $50,000,000............................ 8,250,016
$50,000,001 and over................................. 18,942,184
Total, all groups.... ..............- .......... .

! 36,488,019

Uninsured
Insured
nonmember nonmember
ban ks'

National
banks *

State

$7,265
152.705
460.706
455,702
437,095
1,300,832
1,982,864
4,691,139
10,582,628

$1,700
21,304
68,180
58,545
57,331
199,540
487,542
2.118.575
7.951.575

$90,750
435,381
579,700
388,983
318,940
778,427
723,051
1,216,797
407,981

$24,116
55,103
58,642
32,786
23,242
46,123
49,264
223,505

20,070,936

10,964,292

4,940,010

512,781

* T otal deposits reported to the corporation on Oct. 1,1934 diSer in some respects from those shown on
published statements.
* As reported in Rand-M cNally Bankers' Directory for July 1934.
' Exclusive of deposits of 71 insured banks not reporting statistics and 31 uninsured banks for which no
deposit figures were available.

Mr. CROWLEY. To arrive at a practical basis for estimating the
amount of funds necessary to cover the insurance liability of the
Corporation, our 6rst consideration has been the volume of losses
which depositors have borne during the past.
From July 1, 1864, the beginning of the national banking system,
to June $0,1934, about 16 thousand commercial banks, which include
national banks, State banks, loan and trust companies, stock savings
banks, and private banks for which there are data in the reports of
the Comptroller of the Currency, with deposits of nearly 9 billion
dollars, are known to have suspended operations. Losses to deposi
tors in these banks are estimated at 3 billion dollars over and aoove
all recoveries.
The estimates of losses to depositors in suspended commercial
banks are based upon available data, which clearly minimize the
facts. The figures for national banks are fairly complete and relia
ble, and are taken from reports of the Comptroller of the Currency.
The Rgures for other commercial banks, however, are incomplete,
particularly for the period prior to 1920. Since all failures have not
been recorded, bank depositors have suffered losses which have not
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been recorded. For example, many records of voluntary liquidation
by banks ignore the fact that depositors were not paid in full. Then,
again, bank reorganizations, in late years, have been based upon
the waiving of depositors' claims, while in other cases depositors
have voluntarily reduced their claims or made contributions to capi
tal as a means of absorbing losses.
Mr. KOPPLEMANN. Mr. Crowley, do you mean to say that even
today there are banks that fail without being reported, private banks
or any kind of a bank ?
Mr. CROWLEY. What we are talking about is during the last few
years.
Mr. KoppLEMANN. I know, but I wondered whether that situation
still exists.
Mr. CROWLEY. I think there are some States in which banks might
fai!, and we cannot get the information from them.
Mr. KoppLEMANN. There are still ?
Mr. CROWLEY. Yes.
The CHAIRMAN. Inasmuch as that question has been asked, what
information have you to support the statement that there have been
voluntary liquidations of State institutions, in which the depositors
are not paid in full? How do you get information like that?
Mr. Fox. Mr. Chairman, the source of the information is the Fed
eral Reserve Board. They make contacts with the State authorities
through their agents in the 12 Federal Reserve districts. I f the
State authorities inform the agents, we get the information. How
ever, if the State authorities have no control over the banks, as is the
case with some private banks, we would not get the information.
The CHAIRMAN. Would it not follow as a matter of course that
when a bank became insolvent, to the extent of wiping out its cap
ital structure, and leaving it with its depositors unprotected, there
would be a liquidation in the regular way of such an institution?
Mr. CROWLEY. What we are trying to bring out, Mr. Chairman,
is that there have been a lot of insolvent banks that have gone to
their depositors and made private deals with them, whereby they
wrote down their deposits liability in some instances as high as 40,
50, or 60 percent, and when they waived a portion of those deposits,
the portion that they waived was used for capital purposes.
Mr. CROSS. Did you get that through the Internal Revenue De
partment?
Mr. CROWLEY. No; there would be no reason for their reporting
to the Internal Revenue Department.
The CHAIRMAN. I was of the opinion that there would be no
report of that kind to the Commissioner.
Mr. CROWLEY. There would be no way to have it recorded. The
only place you could get it would be through the local bank com
missioner, and a lot of them do not keep complete records.
Mr. HANCOCK. What is your best estimate of the losses which
have occurred that are not accounted for?
Mr. CROWLEY. Have you any idea what that might amount to,
Mr. Fox?
Mr. Fox. No, sir.
Mr. CROWLEY. What we have been trying to do is to Rnd out from
the various State departments how much their depositors have lost
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through waivers, and it has been an almost impossible thing to de
termine, because they have kept no records of it, but we do know
it has been a very substantial sum.
Mr. REILLY. In the case of Wisconsin have you a record ?
Mr. CROWLEY. We have not been able to get that as yet.
Mr. Fox. We are getting a record for the past 4 years. We already
have records from 18 States.
Mr. GOLD8BOROUGH. Have you a record from Maryland?
Mr. Fox. Yes, sir.
The CHAIRMAN. Before you leave that, do you attempt to include
these estimated and unrecorded losses as a part of the total embraced
in your figures?
Mr. CROWLEY. No. As I understand it, Mr. Chairman, the $3,000,000,000 of loss has been determined from the actual liquidations; is
that correct, Mr. Fox?
Mr. Fox. Yes; from the actual Sgures.
The CHAIRMAN. Then there are no Sgures based on that, so it is
not so material.
Mr. CROWLEY. The charts which I will later Ale show, by years
from 1864 to 1934, the percentage of national and other commercial
banks suspending and the ratio of deposits in suspended banks to
deposits in active banks. The ratio of deposits in suspended banks
to total deposits in all active banks is smaller for national than for
other commercial institutions.
In other words, the loss from 1864 to 1934 was considerably less
in the national system than it was in the State system.
Our estimates indicate that about 1 billion dollars of the 9 billion
dollars which was on deposit in commercial banks that failed during
the 70-year period were secured by pledge of collateral or otherwise.
Of the remainder, some 6 billion dollars were in accounts of less
than $5,000 or constituted the first $5,000 of large accounts. In
other words, 6 billion dollars were within the $5,000 limit. Two
billion dollars represents the volume of these deposits which were in
accounts with balances above $5,000. The estimates of the amount
of funds representing balances in excess of $5,000 were made on the
basis of Sgures showing deposits classified by size of accounts in
national banks in 1918, in member banks of the Federal Reserve
System as of May 13, 1933, and in all insured commercial banks
as of October 1, 1934.
For every $100 of deposits in the entire commercial banking sys
tem, about 32 cents a year was lost. Of this figure, it is estimated
that 24 cents represents losses to depositors with balances not in
excess of $5,000, while the remaining 8 cents represents losses to
depositors having balances in excess of $5,000. For every $100 of
deposits in the national banking system, 21 cents per year was lost
as against 42 cents per $100 per year in the State system. The
following table summarizes the estimates of losses to depositors in
suspended national and other commercial banks during the 70 years
ending June 30, 1934.

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

8

BANKING ACT OF 19 3 5

(The table referred to is as follows:)
Losse# to depositor# tit y%#pe?M%€d ooMM?^ref%2

i,

19^
National
banks

Deposits in suspended banks (millions of dollars).................................

$8,778.00

$2,715.00

Secured.______________ _________________ ____________________
Unsecured over $5,000..........................................................................

1.033.00
5.762.00
1.983.00

184.00
1,675.00
856.00

SS8

Other com 
mercial

All commer
cial banks

Estimated losses (millions of dollars).......................................................

3,113.00

1,015.00

2,098.00

(')
2,301.00
812.00

(')
667.00
348.00

(')
1,634.00
464.00

.24
.08

.14
.07

Secured deposits - ............. .....
__________________________
Unsecured deposits under $5,000........................................................
Unsecured deposits over $5,000....................................................... .

$6,063.00

12

Average loss per year for each $100 of deposits in active banks...............
Unsecured deposits under $5,000.......................................................
Unsecured deposits over $5,000...........................................................

.33
.09

^ Negligible.

Mr. CROWLEY. Losses to depositors have been most severe during
the periods of business depression. Two-thirds of the losses during
this entire 70-year period resulted from bank suspensions occurring
during the 4 years ending June 30,1934. In other words, two-thirds
of the losses in the banking system in this country took place from
1929 to June 30,1934. For these 4 years losses to depositors are esti
mated at $1.32 per year for each $100 of deposits in the commercial
banking system. Comparable losses during the depression of the
18?0's amounted to 35 cents, and during the depression of the 1890's
amounted to 23 cents. The figures for the early periods understate
the losses, but it is apparent that the losses in these earlier periods
were not as great in proportion to total deposits as during the past
4 years. The data are summarized on the following tables. The
first shows the losses in commercial banks which suspended and did
not reopen during the three depression periods; the second compares
losses during the 14 years included by the three critical periods, with
the other 56 years since 1864.
(The tables referred to are as follows:)
Looses fo
m
during
o/
d id n o t reop ew
[Federal Deposit Insurance Corporation, Division of Research and Statistics]
All commercial banks *

Deposits in suspended banks (millions of dollars).... .................
Secured........................................................................................
Unsecured under $5,000.............................................................
Unsecured over $5,000...............................................................
Estimated losses in deposits (millions of dollars)..........—- ........
Secured deposits........................................................................
Unsecured deposits under $5,000.............................................
Unsecured deposits over $5,000................................................
Average loss per year for each $100 of deposits in active banks
Unsecured deposits under $5,000.............................................
Unsecured deposits over $5,000................................................

1873-78

1892-97

1931-34

$85.00
10.00
66,00
9.00
26.00
(')
23.00
3.00
.35
.31
.04

$134.00
13.00
103.00
18.00
43.00
(')
36.00
7.00
.23
.19
.04

$5,306.00
637.00
3.256.00
1.473.00
2.142.00

(')

I,47&00
664.00
'1 .2 8
.80
.40

i Periods beginning on July 1 and ending on June 30 of the years specified.
' Negligible.
' If losses of banks which subsequently reopened are included, the average loss per year for each $100
of deposits in active banks is raised to $1.32.
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[Federal Deposit Insurance Corporation, Division of Research and Statistics]
14 years Remain
70 years, during 3
ing 56
crisis
1864-1934
years
periods '
De osits in sus ended banks (millions of dollars)

$8,778
1,033
5,762
1,983
3.113
2, 301
812
.32
.24
.08

$6,084
716
3,738
1,630
2,269
1,578
691
1.17
.82
.36

$2,694
317
2,024
353
844
723
121
. 11
.09
.02

* Includes figures for banks suspending during period July 1, 1930, to Mar. 15,1933, which subsequently
reopened.

Mr. CROWLEY. The experience of the past 70 years indicates that
to repay losses suffered by all depositors in our suspended commercial
hanks, an assessment of 33 cents per $100 of total deposits, or onethird of 1 percent of total deposits in all open commercial banks,
would have been necessary. Excluding the losses incurred during
the three depression periods—1873-78, 1892-97, and 1931-34—and
confining ourselves to losses occurring during the balance of the
70 years, an assessment of one-eighth of 1 percent would have been
necessary.
In the past, the number, timing, and geographic concentrations of
bank suspensions have been chiefly due to fundamental weaknesses in
banking structure and the course of economic events. Suspension
of individual banks within the areas affected has reflected, in the
main, the quality of bank management. In the future, the magni
tude of losses which will result from bank failures will also depend
upon the trend of economic events, the changes which may occur
in the structure and functions of the commercial banking system,
the caliber of the individual bank management, the extent to which
the system is reinsured against defalcations, and the quality of the
supervision exercised over these banking institutions.
Of course, the future trend of economic events cannot be fore
cast.
Changing tendencies are now apparent in the structure and func
tions of commercial banking. On the one hand, the drastic reduction
in the number of banks during the past 14 years has greatly
relieved the overbanked condition in many communities. On the
other hand, new financial agencies, serving specialized needs, have
been created, and will compete, to some extent, with commercial
banks. The types of credit which may be extended by commercial
banks may be subject to varying degrees of risk.
The extent to which the caliber of bank management will improve
in the future, over what it has been in the past, cannot be estimated.
While it is hoped that a better quality of personnel will develop,
it must be recognized that there will continue to be poorly managed
banks and that such institutions will eventually succumb. We can
not foretell the extent to which the existence of deposit insurance
will influence bank management.
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To establish a fair rate of assessment which the banks shall pay
for Federal deposit insurance, the hopeful expectations of the future
must be tempered by a consideration of the realities of the past. Let
me repeat that a premium at the rate of one-third of 1 percent
of total deposits would have been necessary to cover all losses to
depositors during the past 70 years. A premium at the rate of oneeighth of 1 percent would have covered depositors' losses in all years
except those of severe depression.
We are concerned next with the basis of assessment and with the
ability of the banks to pay the required amount.
The existing permanent insurance law provides that all insured
banks may become liable for an uncertain number of successive as
sessments. It is not sound deliberately to subject an operating busi
ness to an unpredictable liability. The maximum rate and number
of assessments should be fixed so that an insured bank may know in
advance its potential liability to the Corporation. An annual pre
mium of a known maximum amount constitutes a sound basis for
insurance revenue, as it provides a specific payment to cover a clearly
defined risk for a definite period of time.
We also believe that payments made by insured banks should be in
the form of premiums, rather than through the purchase of stock.
As in the case of other insurance companies, receipts from premiums
should be added to the reserve funds of the Corporation. Such re
serve founds should not be considered an earning asset of the insured
banks. The interest received by the Corporation from the invest
ment of reserve funds should not be made on the basis of dividend
payments.
It is recommended that assessments be based upon total deposits
in insured banks, regardless of whether or not the insurance is limited
to $3,000 per depositor. To base assessments solely on the first
$5,000 of each depositor's account places an undue burden upon the
unaii banks, since most of the accounts of these institutions are less
than that amount. It does not necessarily follow, however, that the
greatest risk to the Corporation lies in these institutions. On the
contrary, it lias been demonstrated frequently in recent years that the
consequences of the failure of a large bank may be more disastrous
than the failure of a number of small institutions. The closing of a
large bank often brings in its wake the failure of correspondent
institutions.
The benefits of deposit insurance are not limited solely to the pro
tection of the individual depositor. The entire banking structure
of the country is so intimately interwoven that a disturbance in any
part of the system may cause repercussions of far-reaching propor
tions. The benefits which will accrue to the large city banks Decause
of great stability in the country banks are real and tangible.
AH banks, large and small, should be required to support the
insurance system. Banking is no longer merely a private Dusiness
proposition. It involves great social consequences. The stability of
the banking system affects the economic prosperity of the country.
The raising of a sufEcient revenue, solely through the levying of
premiums against the deposits of those receiving direct insurance
benefits will not be a fair distribution of the burden.
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Our analysis of the ability of the banks to pay assessments is con
fined solely to the national banks since adequate data for other insti
tutions are not available. The figures for earnings, profits, and divi
dends of national banks since 1870, as published by the Comptroller
of the Currency, have been used. I f the operating result of national
banks can be taxen as criteria, the banking system as a whole could
have paid its losses during the past 70 years without impairing its
stability or the payment of reasonable dividends to stockholders.
Operating profits of the banks have been below normal during
recent years. The condition is reflected not only in reductions in
gross earnings but also in unusually heavy write-offs made neces
sary by shrinkage in values. As we come out of the depression,
losses on existing credits will appear. Banks should charge off these
losses currently as they develop. They should not allow them to ac
cumulate as was frequently the case prior to the banking holiday of
1933. These losses may absorb a considerable part of the banks'
earnings over the next few years. To ask the banks to bear the en
tire cost of insurance at a rate comparable to the experience of losses
over the past 70 years would subject them to a heavy burden at the
present time.
It is probably true that after the period of adjustment has been
completed, the banks' earnings will enable them to pay an assess
ment adequate to cover losses at the rate shown for the past 70
years. To ask them to do so, however, without making some effort
to reduce the burden of losses seems to me to be unfair to the banks
and to the public, which must ultimately bear the cost. This factor
prompts us to ask for specific powers which will reduce these losses
so that the insurance plan can oe operated upon a reasonable assess
ment basis.
The following tab!e compares annual averages of earnings, ex
penses, losses, and profits of the national banks for the years 1918 to
1930 with similar figures for the 6 months' period ending December
31, 1933. I f charge-offs during the last half of 1933 had been no
heavier than the average for the years 1918 to 1930, the national banks
would have shown net profits o^ more than $1 for each $100 of total
deposits, or more than $7 for each $100 of invested capital.
(The table referred to is as follows:)
expenses, %osg<?%, c?M% pro/M# of naffina? tMMtRa averape# for J9.I8-3#,
compared i c M 6 monM# cud?*!# Dec.

.1933
Amounts per year per $100 of
total deposits

Items

Gross earnings plus recoveries
Net earnings plus recoveries_____________________________ ________
Losses on loans and investments....... .............. ................................. ......
Net additions to profits..... ...............................................................
.

months
Average 6ending
1918 to Dec. 31, Change
1930
1933*
$6.46
1.92
2.44
2.10
.81
1.29

$5.18
1.05
2.18
1.95
3.76
'1.81

-$1.28
-.8 7
-.2 6
-.1 5
-2 .95
-3 .1 0

! The figures for the 6 months have been adjusted to show a rate per year, rather than for 6 months only,
' Deficit.
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Mr. CROWLEY. It will be noted that the expenses of operating na
tional banks were considerably lower in 1933 than during the period
1918 to 1930. Most of this reduction was due to a decline in the
average rate of interest paid on deposits. About two-thirds of this
reduction in interest occurred before the Banking Act of 1933 became
effective and reflected the general decline in money rates. One-third
of the reduction took place after the passage of the act, reflecting
almost entirely the prohibition against the payment of interest on
demand deposits. The savings in interest on account of this change
in the law amounted to 26 cents for each $100 of total deposits, or
more than the premium necessary to cover losses on deposits insured
up to $5,000, as indicated by the experience of the past 70 years.
The cost of insurance will not be disproportionately heavy in rela
tion to earning power if paid by banks in proportion to their total
deposits. I f insurance be limited to $5,000 for each depositor and
the cost is distributed among the banks in proportion to their insured
deposits, the payments by smaller banks would be nearly double the
assessments distributed on the basis of total deposits. In other words,
we have over 13,000 banks that are insured 70 percent or greater;
and if you place your premium on the insured portion only, it is
going to very materially raise the assessment on those 13,000 smaller
banks.
We have recommended not only that subscriptions by insured
banks to capital stocks of the Corporation be eliminated but also that
the Corporation be given the right to allocate to surplus any portion
of the some $300,000,000 paid to it by the Treasury and the Federal
Reserve banks. I f the amounts paid in subscriptions to stock were
to be carried in full on the books of the Corporation as capital stock,
the Corporation would be unable to pay any losses except out of
income, over and above operating expenses, without impairment of
its capital. The Corporation would have no surplus; and while it
might legally be permitted to spend its capital in meeting its obliga
tions, a substantial capital impairment shown in its published re
ports would have a most adverse effect upon public confidence. We
are therefore recommending that the stock issued by the Corpora
tion to the Federal Reserve banks and the Treasury be without par
value, and that the balance be placed in a surplus or reserve account.
Until such time as the resources of the Corporation may be ade
quate to handle the volume of anticipated losses it would be very
unwise for the Corporation to pay dividends. We therefore recom
mend that the payment of dividends be eliminated.
It is important that the Corporation be given adequate means for
increasing the funds at its disposal during critical periods. It is
doubtful^ however, if at such times the Corporation could borrow
from private sources. The United States Treasury is the logical
purchaser of these obligations. The Government is vitally interested
in the maintenance of the country's banking system. We recommend
that the obligations of the Corporation be issued only with the ap
proval of the Secretary of the Treasury, so that any credit which the
Corporation may require shall not conflict with the financial policies
of the Government.
The success of deposit insurance depends upon the soundness of the
insured banks. In my opinion the two major objectives of those ad
ministering the affairs of the Federal Deposit Insurance Corpora
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tion should be, first, to assist in making the insured banks sound
financially and, second, to keep them in sound shape.
During the past year the activities of the Corporation have been
chiefly concerned with the first of these problems, that is, the rebuild
ing of the capital structures of insured banks. In the future, the
Corporation should devote a large part of its efforts to the main
tenance of sound conditions among the insured institutions.
To maintain sound conditions among all insured banks it is essen
tial that the Corporation have the power to control the admission of
banks to the insurance fund. We cannot return to the overbanked
condition of 1920 if we wish to have a sound banking structure-.
The growth of excessive banking facilities was one of the most de
structive influences which existed prior to the banking holiday
of 1933.
Since the banking holiday much effort has been expended in re
organizing and relicensing banks in order that the frozen funds
of the depositors might be released. The accompanying table indi
cates that more than 2,000 banks have been added to those which
withstood the shock of the banking crisis.
(The table referred to is as follows:)
propped according to

o? total deposes by cZ&sg of

J, .1933 to Dec. 3<?, .1934 *
[Deposit figures in thousands]
July 1, 1933 to Dec. 31,1934
Number of banks
National

State

Aggregate deposits *

Total

National

State

Total

Banks with deposits of—
$100,000 or under............................. ........
$100,001 to $153,000................................ .
$150,001 to $250,000.............................
$260,001 to $500,000........ ..........................

25
29
131
219

379
222
268
248

404
251
399
467

$2,070
3,624
25,862
78,988

$22,905
, 27,528
50,956
87,635

$24,975
31,152
76,818
166,623

$500,001 to $750,000...................................
$750,001 to $1,000,000.............................. .
$1,000,001 to $2,000,000........... ................
$2,000,001 to $5,000,000............................
$5,000,001 to $10,000,000...........................
$10,000,001 to $50,000,000.........................

404
110
58
76
44
16
5
6

1,117
90
42
65
35
6
3
88

1,621
200
100
141
79
22
8
94

110,544
67,346
50,765
104,282
131,970
113,573
91,414

189,024
55,735
36,665
88,732
102,133
35,067
51,860

299,568
123,081
87,430
193,014
234,103
148,640
143, 274

Total............................................... ......

719

1,446

2,165

669,894

659,216 91,229,110

i B y "n ew ly licensed" is meant existing banks reopened, banks reorganized, and primary organizations.
3 Deposit figures for the most part as reported in Rand-McNaUy Bankers' Directory for July 1934.
Source: Card records of newly licensed banks maintained b y the Division.

Mr. CROWLEY. Under present conditions, the Corporation insures
all newly licensed banks which apply for insurance, if they are found
to be solvent. Approximately 90 percent of the newly licensed insti
tutions, have become insured. The Corporation should be granted
the specific power to refuse the admission of new banks into the
insurance fund where such admission would weaken the banking
system. The Corporation should also be given the specific right to
require a higher standard than mere solvency for admission to the
insurance fund.
127297— 35------ 2
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It is my firm belief that every community which can produce a
sufEcient volume of deposits to support a bank should receive the
advantages of such facilities. There are many localities throughout
the United States, however, which can support only one or two
banks. To establish a second or third bank in such communities
leads to speculative and destructive practices in an effort to earn
sufRcient income to pay expenses. For the protection of the insured
institutions, the Corporation and the public welfare, the admission
of banks to the insurance fund should be carefully supervised.
You understand that under our bill all of the banks that are now
members, State banks and member banks, automatically come into
the permanent fund, without being certified over again. The fact
that they are now members automatically washes them into the fund,
so that the only thing you are dealing with is the banks that are
outside of the fun& or banks that may be chartered in the future.
The CHAIRMAN. It might be well to state in that connection that
under the act for the insurance of bank deposits all national banks
and State banks of the Federal Reserve system were automatically
admitted into membership or participation in the benefits of the
Deposit Insurance; were they not!
Mr. CROWLEY. That is correct.
It is for these reasons that we have recommended that the legis
lation incorporate specific standards to be met by future applicants
before admission to the benefits of deposit insurance. These stand
ards have already been recognized by Congress in other legislation.
In the latter part of 1933, banks were admitted to membership
in the insurance fund under exceptional conditions. The situation
existing at the close of 1933 was critical. The lack of real public
confidence in banks was unsettling. Congress, therefore, provided
that all solvent banks should be admitted to the insurance fund
even though their capital was impaired in a number of instances.
However, the Corporation immediately undertook to assist all banks
which needed it in rebuilding their capital structures and correcting
capital impairments which our examinations had disclosed.
The capital rehabilitation of banks was to be effected either
through local contributions or through the facilities of the Recon
struction Finance Corporation. The Insurance Corporation assisted
State nonmember banks to rebuild their capital structure. The re
sponsibility for the condition of national and State member banks
rests with the Comptroller of the Currency and the Federal Reserve
Board, respectively. The Comptroller of the Currency and the Fed
eral Reserve Board had the right to insist that banks under their
jurisdiction accept necessary aid. The Corporation, however, had
no such power. To accomplish the task of rebuilding the capital
of a nonmember State bank which had been admitted to the benefits
of insurance, the Corporation could only use the power of rational
appeal to the board oi directors or to the State banking authorities.
Without the cooperation of the State banking authorities the capi
tal structure of nonmember banks would not have been rebuilt.
State nonmember banks which could not obtain local capital con
tributions were assisted in securing aid from the Reconstruction
Finance Corporation. Banks which had already made applications
were assisted in complying with the conditions laid down by the
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Reconstruction Finance Corporation. The accompanying table re
veals the extent of the aid extended by the Reconstruction Finance
Corporation to the various classes of banks in this country. While
it is true that by the close of 1934 Federal Reserve member banks—
State and national—had received almost three times as much Re
construction Finance Corporation aid as had nonmember banks, in
proportion to total deposit liability the aid given nonmember banks
was twice as great as the assistance extended member banks.
(The table referred' to is as follows:)
Finance Corporation p-Mrc&ageg o /

of insured

&a?tRg

[In millions o f d-ollars]

National
banks

T otal deposits, June 30,1934 *............. ...................... ........
Capital surplus and undivided proRts, June 30,1934
Net R. F. C. contribution to capital to June 30,19341___
Ratio R. F. C. to total deposits (percent)........................
Ratio R. F. C. to total capital (percent). . .......................
R . F. C. cumulated disbursement to all banks, Feb. 1,
1935* ....................................
......................
Ratio of item 6 to item l (percent).........- ......................
Ratio of item. 6 to item 2 (percent)...................................

State
member
banks

Insured
nonmem
ber banks
(excluding
mutuals)

Total
insured
banks (ex
cluding
mutuals)

$19,896
2,843
384
1.9
13.5

$11,116
1,886
202
1.8
10.7

$4,746
1,005
184
3.9
18.3

$35,814
5,752
773
2.2
13.4

466
2.3
16.4

238
2.1
12.6

256
5.4
25.5

959
2,7
16.7

i Call Report of Insured Banks No. 1.
' As reported b y the R . F. C.

Mr. CROWLEY. In some instances the necessary capital reconstruc
tion had hardly been accomplished when applications were made by
the banks to retire the preferred stock or debentures purchased from
the Reconstruction Finance Corporation. As has been indicated, the
capital reconstruction program was carried out for the purpose of
protecting not only the banks but the Insurance Corporation. The
capital and surplus of banks constitute a guaranty fund to depositors.
They represent a cushion for the liability of the Corporation. When
this capital and surplus are exhausted through losses, the depositor
must turn to the Insurance Corporation for the payment of his de
posits. The Corporation is vitally concerned, therefore, with the
amount and condition of the capital and surplus of insured institu
tions. The reduction of this cushion of safety should be permitted
only after obtaining the approval of the Corporation. I f banks are
allowed to retire this new capital, the rehabilitation, which has been
so tediously accomplished, would be of no avail. The Corporation
should have the right to control any future reductions in capital by
insured banks.
The Corporation should have the right to review all mergers and
consolidations affecting insured banks. It is possible that banks
which have been refused admission to the insurance fund may be
absorbed by insured institutions, thus extending the liability of the
Corporation to depositors of the absorbed bank. Under the existing
conditions there is no way in which such a subterfuge could be
prevented.
In the interests of the depositor the Corporation should have the
right to refuse to give its stamp of approval to inequitable or unsound
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reorganizations. Last year the Corporation was called upon to
review more than TOOsuch plans. Many of those which we have seen
are inequitable. The Corporation should have the right to pass upon
the justice and soundness of reorganization plans. Depositors have
often made tremendous sacriHces without the comparable sacrihce by
stockholders and other special groups.
The Corporation now has the right to buy assets of closed Federal
Reserve member banks. We have recommended that this right to
purchase be extended to operating insured ban-ks until July 1, 1936,
whenever such action will avert an impending loss and facilitate a
merger or consolidation. It will be to the best interests of both
depositors and the Corporation if, through the absorption by the
Corporation of a comparatively small loss, a more serious loss will be
averted. Furthermore, such a procedure will offer both an incentive
and a method for completing the rehabilitation of all insured banks
prior to July 1, 1936. The right to purchase assets from operating
banks should not be exercised unless in conjunction with a merger or
consolidation and only for the purpose of averting loss.
Bank failures are frequently precipitated by defalcations. We,
therefore, recommend that the Corporation be given the right to
require adequate Rdelity and other insurance. Such insurance pro
vides protection to depositors, to bank executives, and to the Corpo
ration. Where a given institution does not carry suiEcient insurance,
the Corporation should be given the right to contract for such insur
ance and charge the bank therefor.
A method whereby nonmember banks may withdraw from the
insurance fund should be included in the legislation. Banks leav
ing the insurance fund should give adequate notice to the Corpora
tion and to their depositors. However, such withdrawals should not
expose the depositors to a sudden cancelation of the protection af
forded them, and the insurance beneRts should be extended to the
depositors for 2 years after the withdrawal of any bank.
We also believe that the Insurance Corporation should have the
right to terminate the insurance of any bank if, after a hearing and
after notice to depositors, such action is in the best interests of both
depositors and the Corporation. In establishing deposit insurance,
Congress has assumed not only a dehnite responsibility to bank
depositors but also a moral obligation for the sound management
of banks. I f the Corporation 6nds that an insured bank is engaged
in repeated practices detrimental to the depositors, the Corporation
should not be placed in the position of sanctioning such practices but
should be given the right to terminate the insurance of the bank's
deposits without jeopardizing the depositors. For the protection
of depositors, we have recommended that in such cases insurance
be extended for 2 years from the time that membership in the fund
is terminated.
The right of dismissal may seem to be somewhat drastic, but it is
hoped that the use of this power may seldom be necessary. As an
intermediate step and as a means of notifying the public, it is sug
gested that the Corporation be authorized to publish either all or
such portions of examination reports as it deems necessary. The
State supervisory authorities will be advised of the intention to
publish all or part of the examination report and only after adequate
notice has been served on the executives of the bank concerned will
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such action take place. This procedure is designed to allow suHicient time for the executives of the bank concerned to correct the
practices which jeopardize the safety of the depositors' funds* The
Comptroller of the Currency has this right in the case of national
banks.
Reports of condition now being issued to the public are confusing
because of their inadequacy and lack of uniformity. Considerable
efforts have been made to study this question. Conferences have
been held with the State and Federal supervisory agencies in an
effort to develop standard and uniform reports of condition. In
order that the public may be informed as to the status of the insti
tutions with which they do business, periodical statements of con
dition should be required of all banks.
Revision of the provisions of the law reciting the obligation of the
Corporation to pay the insured deposits of a closed insured bank
is necessary. As it now stands, the law requires the Corporation to
organize a new national bank to act as its instrumentality in paying
the insured deposits of every closed insured bank. This procedure
must be followed, even though there is not the slightest possibility
of the community being able to capitalize the new national bank.
Eleven insured banks have thus far closed, but in only one instance
were the local people in a position to capitalize the new bank.
This procedure for paying insured deposits has proved unsatisfac
tory, since it involves needless expense and many unnecessary account
ing problems which could be eliminated if the Corporation were
permitted to pay its obligations in the same manneT as other insur
ance companies engaged in the commercial Reid. Accordingly, it is
proposed that the organization of a new bank be at the discretion
of the Corporation.
Under the present law, where it pays the insured portion of a
deposit claim which is larger than $5,000, the Corporation becomes
subrogated to the entire amount of the depositors' claim until it is
reimbursed for the amount paid out to the depositor. This is mani
festly inequitable to the larger depositors. We believe that the
Corporation should be subrogated only to that portion of the claim
which it pays, the depositor retaining his claim for any insured
portion and receiving all dividends payable thereon directly from
the liquidating oiHcer. In the case of every closed bank there are
some depositors who can never be located by reason of death, dis
appearance, or change of residence. We believe claims which are not
filed within 1 year after an insured bank is closed should not be paid
bv the Corporation. This suggestion finds ample precedent and will
^enable the Corporation to close its books on each pay-off within a
reasonable period.
The bill before you includes suggestions for clarification of pro
visions of the existing law about which some doubt has arisen. The
adoption of these provisions will facilitate administration.
We recommend that the maximum limit of insurance to any one
depositor be retained at the present figure of $5,000. Congress, in
establishing deposit insurance, was presumably most concerned with
the mass of depositors with small accounts. Our reports cover
51,000,000 accounts, of which over 98 percent are fully insured with
the $5,000 limitation. Many of the accounts not fully covered are
interbank accounts, public funds, deposits of corporations, institu
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tions, and trust estates. The actual number of individuals with
deposits in excess of $5,000 is probably less than 1 percent of the
total number of depositors. Out of the 14,000 insured banks, over
9,600 have more than 80 percent of their deposits insured under the
$5,000 limitation. To raise the limit of insurance above $5,000
would materially increase the maximum possible liability of the
Corporation. I f all the deposits were insured, this would be more
than doubled. It would be increased from the present 16% to nearly
30 billion dollars by the permanent plan which now exists in the
statute. This tremendous increase in the maximum possible liability
of the Corporation would beneRt only one out of each hundred
bank depositors.
The Insurance Corporation's interest in the sound operation of
banks is more tangible and more vital than that of any supervisory
authority. Deposits in practically all commercial banks and trust
companies of the United States are insured by the Corporation.
Bank supervisory agencies have a responsibility to the depositing
public, and it is their duty to see to it that the bank laws are prop
erly enforced. The Corporation^ however, has a financial liability
to these depositors. Its interest m the sound operation of these in
stitutions is one of dollars and cents.
There are two courses open to the Insurance Corporation. It may
be a charitable institution which will pay for the mistakes, bad
banking, and dishonesty of bankers, in which case the cost of the
insurance must be set so high that it will be an injustice to every
sound bank. Or, by being placed on a sound basis, the Corporation
may be used as an instrument to improve the standards of bank
management and reduce the losses to depositors through bank fail
ures. The latter course, which I prefer, requires that the standard
of bank supervision throughout the country be improved, that the
Corporation be given the right to protect itself against excessive
risks, and, finally, that the Corporation be not handicapped by taking
into .the fund banks which are unsound or by continuing in the fund
banks which are mismanaged.
We have a number of charts, Mr. Chairman, and we would be
glad to answer any questions*
The CHAIRMAN. I would suggest, Mr. Crowley, that the charts
that are pertinent and connected with your statement might well
be appended as a part of your statement and published in the hear
ings at the proper place. Without objection, that will be done.
Mr. FoRD. I f a bank is put out of the fund, does the bank con
tinue to pay the assessment?
Mr. CROWLEY. Yes, sir. We collect the assessment for this reason:
The deposits of that bank remain insured for 2 years. I f we put a
bank out of the fund we have naturally got to go in there from time
to time to look after our interests, and they must pay the premium.
Mr. HoLLisTER. Even if the bank withdraws voluntarily?
Mr. CROWLEY. Even if the bank withdraws voluntarily, thev must
pay for 2 years. The reason for that is this: That you may put
some money in a bank, believing it to be insured, and if it withdraws
from the fund tomorrow you may be the victim of a misunderstand
ing. So we believe the depositors should be given a reasonable pro
tection before our liability ceases.
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Mr. H o L L i S T E R . Isn't it also a protection of the fund? Isn't it
true that some banks would like to withdraw from the fund in order
to escape responsibility for assessments ? That would be a great
weakening of the fund, would it not?
Mr. CROWLEY. Correct.
Here is another thing. Banks may come into the fund in order
to obtain the psychological effect of having insured deposits. As
they go along and 6nd that it is going to cost them a little some
thing they would like to get out. They might believe that they
can live outside of the fund. They would like to come in in bad
times and get out in good times and have the door swinging both
ways for them. That 13 very unsound. I think, for the sake of
the whole banking system, every bank in the United States should
be forced to be a member of the Federal Deposit Insurance Cor
poration. Then you would have uniformity all the way through.
Mr. REILLY. Don't you think there is going to be little opposition
amongst the banks, except the large banks?
Mr. CROWLEY. The cost o f the insurance that we have recom
mended to the small banks is very nominal. To 13,000 banks it is a
very nominal sum. There will be no excuse, in my opinion, for the
smaller banks getting out of the fund on account of the cost of this
insurance, because it is not excessive.
Mr. CROSS. It is the big banks, you think, that are asking to get
out ?
Mr. CROWLEY. I do not believe it is. I f this coiyoration were
properly set up and properly sold to the depositors, I do not think
many banks could live outside of this fund, and I think that is the
wav it should be.
Mr. KoppLEMANN. I am very much interested in what vou said a
moment ago, that every bank ought to be compelled to befong to the
Insurance Corporation. You know, of course, the difSculty we have
had in my State, Connecticut. Is there anything in this law which
would either compel the banks to come in, or make it so attractive
that they would come in?
Mr. CROWLEY. There are only 1,100 banks outside of this fund
now.
Mr. KoppLEMANN. I am speciScally interested in Connecticut, and
in the Nation as a whole, because of the diHiculty we have had.
Mr. CROWLEY. I think that whole question is going to be answered
when we get our permanent law. I f it is a law that we can all get
behind and support and sell to the depositors, and if the cost is not
excessive, I do not believe the banks of very many States can afford
to stay out of the system.
Mr. KoppLEMANN. Is not the real reason they did not want to
come in, this feature of examination, which they look upon as an
interference ?
Mr. CROWLEY. You do not get so much objection to the examina
tion from a good bank. Our experience indicates this, that the objec
tion to examination comes from the fellow who should be examined
often* Your better institutions do not object to regulation.
Mr. KoppLEMANN. What I am trying to get at is how we are going
to get these 1,100 banks in. Have you got anything in the law on
that!
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Mr. CROWLEY. No; but I think we have quite a few applications
before us now, have we not, Mr. Fox?
Mr. Fox. Yes; we have.
Mr. CROWLEY. We have been in operation 15 months, and we have
some 8,760 State banks which are insured. There are only 1,100
licensed banks outside of the entire system.
Mr. KoppLEMANN. I believe the depositors throughout the Nation
are 100 percent for this thing?, except those who have been told, as
they were in my State, that it is a terrible thing, and because they
do not have the facts, they believe that statement.
Mr. CROWLEY. We have had some opposition from the bankers, be
cause there were doubts in their minds. For instance, they had an
unlimited liability hanging over them. I think if that and some
other features were straightened out you would get the cooperation
of a great many of your hnancial institutions—especially if you give
to this Corporation some regulatory powers, so that it might have a
part in holding up your banking system.
Mr. GOLDSBOROUGH. I have noticed in several banks a sign reading,
" The deposits in this bank insured by the Federal Deposit Insur
ance Corporation." That creates the impression that all the deposits
are insured. Is there anything in this bill which would require those
signs, when they are put up, to show what the limitation is?
Mr. BiRDZELL. Yes. I think you may have an erroneous impres
sion of the effect of the present sign. The present sign that we have
adopted shows the amount right on the sign.
Mr. GOLDSBOROUGH. I did not mean that the sign of the Federal
Deposit Insurance Corporation was misleading, because I was talk
ing to a Congressman the other night, and he said that in his terri
tory the signs all disclose the amount of the insurance, but I want
to say that I have seen this misleading sign and it does not seem to
me that it ought to be allowed.
Mr. BiRDZELL. From the very beginning we have used the utmost
care to prevent advertising being put out that would be misleading
to the public in that respect.
Mr. HANCOCK. Mr. Crowley, what would be the annual return to
your insurance fund, based upon one-twelfth of 1 percent of the
total?
Mr. CROWLEY. About $30,000,000, Congressman Hancock, per year.
Mr. HANCOCK. What would the assessment amount to!
Mr. CROWLEY. About $30,000,000, and income from the investment
would amount to about $9,000,000.
Mr. HANCOCK. Under the proposed new bill, is the levying of that
assessment mandatory or discretionary ?
Mr. CROWLEY. We have the right to reduce it, but not below 50
percent. In other words, we have a refunding provision in there,
after we get our reserves built to a certain point.
Mr. HANCOCK. Is it your purpose and intention to levy an annual
assessment every year?
Mr. CROWLEY. Yes; and that would have to be, because you will
have to build your reserves for the future, in order to take care of
some unforseen obstacle. If you do not do that, but only try to
assess in times of difEculty, you are going to create additional hard
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ships when banks are already subjected to as great a load as they
can carry.
Mr. EfANcocK. I know that you have been making an exploratory
inquiry into this subject, and I am interested to know^ as a result
of the Sgures and reports you have got, whether it is true that
1 percent of the people in this country own and control 60 percent
of the deposits in the banks?
Mr. CROWLEY. I think that 800,000 individuals and corporations
control about 65 percent of the deposits.
Mr. REILLY. Corporations too!
Mr. CROWLEY. They are included in depositors.
Mr. GiFFORD. You said a good deal about the impairment of the
capital. When the R. F. C. provides & new capital structure, is it
easy for the banks to withdraw and repay the R. F. C ! Can you
explain to the committee what the conditions are they have to meet
before they are allowed to repay! Do you want to have something
to say about it!
Mr. CROWLEY. Yes. Let me say this: We have gone out in the
last year and have aided, with the help of the Reconstruction Fi
nance Corporation, in strengthening very nearly 3,500 out of some
7,800 State banks in this country not members of the Federal Re
serve System. The diiBculty is this, that we go out and we work
with the stockholders and directors and everyone, getting that money
in the bank. A lot of these banks seem to confuse liquidity with
capita^ position. In other words, because their deposits are increas
ing, although they may not have any capital to speak of, they feel
that they should be able to pay back the Reconstruction Finance
Corporation. What we want is this, that after doing this great job
that has been done, these banks should not be permitted to again
weaken their capital structures by repaying the R. F. C. unless
some local contribution is made, or unless earnings place the banks
in such a position that they will have suiEcient capital to form an
adequate cushion for the protection of the depositors and this Cop*
poration. These banks should not be allowed to undo the construc
tive work of the past 15 months.
Mr. GiFFORD. As I understand it, many banks have come and ap
plied to the R. F. C., in order to get this capital structure, because
they were forced to mark oR and mark down a considerable fund,
and to meet that contingency they felt it necessary to add to their
capital structure, but when that contingency seemed to have passed^
and the bank was in perhaps better shape, they desired to get rid
of the R. F. C., because the public at large felt that if they had to
apply to the R. F. C. they necessarily must be involved. When they
have gotten out of the condition that the examiner has forced them
to remedy, are you going to resist their dismissal of the R. F. C.t
Mr. CROWLEY. I do not think we would object, provided they really
have corrected that condition.
Mr. GiFFORD. Isn't it a case of resisting sometimes, because there
is another second examination, one by you and one by the national
bank examiner! Doesn't that defeat them!
Mr. CROWLEY. No. There is no duplication in Federal examina
tions. We do not examine a national bank, nor do we examine a
State member bank. We take the examination report of the Comp
troller and the Federal Reserve.
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Mr. GiFFORD. I had assumed that you did, and by this talk this
morning had suggested that you wanted the power to refuse. Are
you going to take another examiner's word for the condition %
Mr. CROWLEY. Are you talking about banks coming into the fund ?
Mr. GiFFORD. Yes.
Mr. CROWLEY. With regard to the requirement for banks coming
into the fund, the Comptroller and the Federal Reserve may use the
same yardstick as we are expecting the State banks to use, for admis
sion to this fund.
In putting the banks out of the fund, we notify the Comptroller
or the Federal Reserve or State supervisor of the condition that
exists, and we give him 90 days time in which to make the correction.
I f it is not made we serve notice on the bank and give the bank the
right of hearing.
As far as the capital-rebuilding program of the national banks is
concerned, that has been done exclusively by the Comptroller. We
have done it with the State nonmember banks only.
Mr. GiFFORD. Don't you realize that the public at large have the
feeling that when the R. F. C. comes to the rescue of a bank it as
sumes more than 51 percent of the control! You realize that!
Mr. CROWLEY. That is not true. I f you mean control of the in
dividual bank.
Mr. GiFFORD. Yes.
Mr. CROSS. On the question of examinations you said you always
accept the Comptroller's examination of a national bank and the
Federal Reserve s examination of a member bank.
Mr. CROWLEY. That is right.
Mr. CRoss. But in this bill you ask for authority to make an exam
ination, with the consent of the Comptroller and the consent of the
Federal Reserve.
Mr. CROWLEY. That is done for this reason, that we are asking for
the right to purchase assets in the case of consolidations and mergers.
Suppose you had a national bank that was in some diRiculty. We
want the right to go in with the Comptroller and see if there is
anything we might be able to do.
Mr. CRoss. You do not contemplate a general request to the Comp
troller and to the Federal Reserve for examination of the institutions!
Mr. CROWLEY. No, sir.
Mr. FoRD. Where the R. F. C. has purchased $100,000 of capital
stock of a bank, in order to strengthen its structure, and in the course
of 6 months they feel that they want to repay that, wouldn't it be a
good idea to permit them to repay it, when capital is secured in the
district to replace that sum!
Mr. CROWLEY. Let me say this to you gentlemen, that banks do
not improve their position materially m 6 months' time.
Mr. FoRD. Whatever the period would be.
Mr. CROWLEY. Oh, I agree with you—either through earnings or
an improvement in conditions, or local contributions. Does that
answer your question!
Mr. GiFFORD. Don't you understand that when there are three or
four banks in one community, and all receive assistance from the
R. F. C., but one is allowed to divest itself from the capital structure
of the R. F. C., the public then begins to think that that bank may
be a little bit stronger than the other two! Do you think that the
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public is very tender in its viewpoint of the strength of the local
!banks these days?
Mr. CROWLEY. That may be true, but, as a matter of fact, what are
you going to do if you have three banKs and the impairment of one
of them was less, and through its own local contributions or its own
earning capacity it put itself in shape so that it could go on by
itself? The Government can only stay in these banks until the
banks are able to carry on themselves.
Mr. GrFFORD. That is what I asked you in the first place, if you
were going to attempt to resist their repayment of the R. F. C.%
Mr. CROWLEY. No; I think Mr. Jones and everyone would be glad
if the banks could pay back a billion dollars tomorrow, without
weakening the banking structure, but we do not want them to pay
it back if it is going to mean a weakened situation*
Mr. HANCOCK. The chairman of the Federal Deposit Insurance
Corporation has made a very able, interesting, and comprehensive
statement here, and one that deserves the best thought and study of
our committee. I am wondering if he will be available to come back
to us from time to time*
The CHAIRMAN. Oh, yes.
Mr. CROWLEY. Surely.
Mr. HANCOCK. To discuss this report and statement after we have
had a chance to absorb it?
The CHAIRMAN. Surely.
Mr. DiRKSEN. The question is perhaps speculative, but here is a
thought that was suggested to me last summer, when we were liqui
dating one of our banks in East Peoria, that probably one of the best
insurances of good banking comes from the fact that the bankers
look after each other somewhat. In other words, they are just as
much interested to see that their neighbor indulges in good banking
practice, because if the losses entailed should appreciate year after
year it would mean that sometime or other your insurance premium
would have to go up.
Mr. CROWLEY. That is right.
Mr. DiRKSEN. However, the banks in Wisconsin in the aggregate
would have no way of looking after or having contact with the banks
in Illinois.
Mr. CROWLEY. That is right.
Mr. DiRKSEN. Suppose, as time goes on, you 6nd that a geographi
cal classification of these losses discloses that they are infinitely
higher in one State than in another. I have heard bankers raise
the point that they are heartily in favor of this insurance, but if
it should be developed that there were losses in other areas over
which they have no control or with which they had no contact, it
would constitute an unjust penalty upon them in that particular
area. Has it ever occurred to you that at some time or other it may
be necessary to think of classifying these insurance rates on the
basis of the geographical areas? It would involve a lot of work, I
know, but the equity involved must be considered.
Mr. CROWLEY. I do not think that would be a practical thing for
the corporation, at least until the whole banking system is almost fool
proof, for this reason, that the thing that is the best security for
the corporation now is the diversification of risk which is spread
over the entire country.
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For instance, if you put the Middle West in a class by itself, and
they have a drought like this last year, and they must stay on their
own, you are going to make insurance for those banks so expensive
that it is going to be almost prohibitory for them to belong to the
fund.
As I see this thing, the bankers have got to take this viewpoint,
that we had an almost complete collapse of the banking system in
March 1933. You can hear people say, " We were still able to stay
open " but the fact remains that the banking system, including the
New York banks and other Federal Reserve member banks, had, for
all practical purposes, broken down. The interest which the banks
should have in the Federal Deposit Insurance is to help it build
a banking system that will remain independent and sound. None of
us can justify a continuance of our kind of banking system, (and
I am an advocate of our present banking system) if we are to have
a reoccurrence in 10, 15, or 20 years of the situation which existed in
1933.
Mr. GOLDSBOROUGH. Why does it require a recurrence? Why
should you have to do it twice to prove it ?
Mr. CROWLEY. I believe that the Federal Deposit Insurance does
offer the vehicle for the correction of the banking system of this
country. I am not talking about monetary control; I am talking
purely of supervision.
Mr. GOLDSBOROUGH. In the last analysis, the Federal Deposit In
surance Corporation has access to no more money than the banking
system itself has access to, and the banking system itself only has
access to about $7,000,000,000, which is the entire capital, surplus,.
and undivided proBts of all the banks, so that in the last analysis the
Federal Deposit Insurance Corporation can do absolutely nothing
except act as one means of maintaining the confidence of the people
in the integrity of the banks, and thus avoid runs on the banks.
Mr. CROWLEY. Yes.
Mr. GOLDSBOROUGH:. That is the truth of the situation.
Mr. DiRKSEN. At the present time one who goes to a bank and
makes a time deposit can under no circumstances withdraw that
money, even though he may waive all interest thereon. I under
stand that is embodied in regulation Q.
A man went into a small bank in my district, and he wanted to
place $1,200 on time deposit, for 90 days. He said, "A contingency
may arise whereby I might need the money. Can I get it out before
that time in such a case?" They said, " No." He said, " Suppose I
waive the interest? " They said, " You cannot get your money any
way." He went across the street and put his money in Postal Sav
ings. He can put his money in the Postal Savings and if any portion
of the money is there up to the interest pay day, he can even get
interest, and get new certificates for the balance of his money. It
occurs to me that there is a disparity between the obligation imposed
by regulation Q and the practice of the Postal Savings System.
Mr. BiRDZELL. That is correct.
Mr. DiRKSEN. They ought to be brought into uniformity, because
it is affecting these small banks. And it is not necessarily the fact
that the bank loses income from the small deposit, but it is a fact
that a man goes out of that bank and he says, " There is something
wrong with this bank ", and he does not realize the implications of
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regulation Q, and once he gets to talking to his neighbors, he impairs
some of the local conhdence in the bank, because of that lack of
consistency in these systems at the present time.
Mr. CROWLEY. I do not think ours in inconsistent. I think ours is
consistent, and theirs is inconsistent.
Mr. DiRKSBN. You mean the Postal Savings?
Mr. CaowLEY. Yes.
Mr. DiRKSEN. I agree with you, but I agree with you also that
the practice ought to be uniform, and the Postal Savings should be
compelled to do precisely as you do.
Mr. BiRDZELL. There is a feature of the law that you may be
familiar with, which provides that where Postal Savings are per
mitted to be withdrawn without the service of the notioe required by
the Banking Act of 1933, no interest shall be paid except interest
accruing prior to the effective date of the banking act. But not
withstanding that, apparently they are paying interest up to the
date of withdrawal.
Mr. DiRKSEN. Precisely, and even if they did not pay interest it
would only remedy one-half the problem, because a man could still
go and deposit and withdraw the deposit, which he cannot do now
under regulation Q.
Mr. BiRDZELL. Your statement is correct, I believe. Attention
should be given to that matter, because there is some unfair com
petition between the Postal Savings and the banks. That is par
ticularly true now, when the banks are paying low rates of interest.
The CHAIRMAN. Of course, many people hold the view that if you
insure all deposits in private banKs the Government should not set
up and maintain a deposit institution in competition with them.
It is contrary to sound public policy, and the necessity for it has
heen removed, and there is no excuse for it. That is what we
attempted in the Banking Act of 1933, which has not been followed
as was contemplated by the framers of the act, to at least
require that the Government, insofar as it competed with the banks
in the matter of deposits, should maintain a purely savings system
and not regular checking accounts.
It might be well to state in that connection, I think, that we have
^uite a number of communities^ and you might say sections of the
country, where the banking facilities have been, for the time being
at least, swept away, so that the only depository left for the citizen
was the Postal Savings System. So that diiEculty confronts us in
undertaking to deal with that problem, but for my part I think we
should in some way legislate on that subject.
Mr. CnowMBY. It will help eventually to correct a part of your
banking trouble when the Postal Savings deposits are permitted to
go into your small banks. They would get that volume of business
that may be helpful to them, so that they may be able to make some
money.
Mr. DiRKSEN. May I make one observation on the table on page 16
of Mr. Crowley's report! I see that in the first column, from 1873
to 1878, the deposits were $85,000,000 and the losses $26,000,000, so
the loss was approximately 30 percent. From 1892 to 1897 the
deposits were $134,000,000 and the losses $43,000,000, which was 32
percent. Then the deposits from 1931 to 1934 were $5,356,000,000
and the losses $2,142,000,000, which was a loss of about 40 percent.
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I am merely remarking the facts, because at the bottom the average
loss per year for each $100 of deposits of $1*28 seems disproportion
ately so much lighter than 30 percent and 40 percent.
Mr. CAviccHiA. That is because it takes in a greater part of this.
M r . DiRKSEN. That is probably true.
Mr. WOLCOTT. I am given to understand that a man may have a
deposit guaranteed up to $5,000, and his wife may have a deposit
guaranteed up to $5,000, and there is no question about those. Is
the joint account, in addition to those guaranteed up to another
$5,000?
Mr. BiRDZELL. Yes.
Mr. WOLCOTT. Is a bona 6de trust account, as a part of that savings
division, subject to this insurance!
Mr. BntDZELL. That is an account held in another capacity.
Mr. WoLcoTT. I say "b o n a R d e " to distinguish it from a m ere
creation o f a trust fund to avoid the purposes o f the act.
Mr. BiRDZELL. Under the terms of the law, in paying off

a bank
we have to combine all of the deposits of the particular claimant
which he holds in the same capacity and the same right. If he holds
them in different capacities—for instance, you may maintain a bank
account in your bank in your private capacity, and you may be a
member of a partnership that also has a bank account in that same
bank.
Mr* WoLcoTT. I know, those are separate.
Mr. BiRDZELL* They are separate. If you and your wife hav&
a joint account, that is an account held in a different right. It may
be all collected by your wife, or may be all collected by you while the
bank is operating, and we have the problem of offsets, and the same
law that applies in solving the problem of offsets in the closing of
a bank must apply and work harmoniously with regard to the in
surance. We must treat each one separately.
Mr. WoLcoTr. Let us work that out in a practical way. Assume
that a man and his wife have $20,000 between them, and the man
has $20,000 in bank, in a joint account between himself and his wife,,
with the feeling that upon his death his wife will not have to ad
minister his estate, or probate his estate, but she can go down and
avoid any such probation by merely drawing that money out as a
joint depositor. Then comes along the F. D. I* C., and my under
standing is that they can take that account and divide it up, so that
the deposit will be divided $5,000 to the husband, $5,000 to the wife,
and $5,000 in a joint account, with the possibility of another $5,00&
in a trust account.
Mr. BiRDZELL. No; as lon g as the account is in the name o f the
husband and w ife, no m atter w hat the amount is, it is treated as
one deposit, but it w ill be treated separately from any other account
o f the husband.

Mr* WoLcoTT. My point is this: John Jones has $5,000 in the bank,
and John Jones and Mary Jones, his wife, have another $5,000 in a.
joint account. Are both of those accounts insured up to $5,000?
Mr. BiRDZELL. The Rrst being an individual account, and the other
being a joint account; yes.
Mr* WoLcoTT. The same thing follows if Mary Jones has another
$5,000 in her name ?
Mr. BiRDzELL* Exactly.
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Mr. WOLCOTT. So he can take this $20,000 that they had in the
original account, and split it up, $5,000 in his own name, $5,000 in
her name, $5,000 in their joint names, and then $5,000 in the bona
Sde trust account %
The CHAIRMAN. They could not do that after the bank had failed.
Mr. WoLcoTT. I am saying that in that manner it would be pos
sible for him to insure the total of his $20,000.
Mr. BiRDZELL. If it is done merely as a cover, so as to enable a
man to get more insurance on his own money, we would pay him
$5,000.
Mr. GOLDSBOROUGH. In that case the burden of proof would be on
the Deposit Insurance Corporation.
Mr. BiRnzELL. Yes.
Mr. WOLCOTT. I know all the intricacies of the chancery practice,
and I know you could split it up in different banks, but my point is
on the face of it are those accounts insured, or upon the failure of
that bank or the closing of that bank must the individual go into
chancery and by suit against the Insurance Corporation, or some
thing of that nature, prove that they were bona 8de separate accounts!
Mr. BiRDZELL. If the information we get, upon going in to pay off
the bank, indicates that there has been an attempt to increase our
insurance liability to one owner of a deposit, using simply a joint
account, or some other device to cover up his ownership, we would
investigate that before we would pay the claim, and if we found
enough evidence to satisfy us that there was a subterfuge for the
purpose of increasing the insurance of one depositor, we would decline
to pay it.
The CHAIRMAN. The law speciRcally makes the test the individual
ownership.
Mr. BiRDZELL. Individual ownership.
The CHAIRMAN. Without objection, we will take a recess until
10:30 o'clock tomorrow morning, and Mr. Crowley, we would like to
have you and Judge Birdzell back tomorrow morning at 10:30
o'clock.
(Whereupon, at 12:30 p. m., the committee adjourned until Friday,
Feb. 22,1935, at 10:30 a. m.)

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

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

BANKING ACT OF 1935
F R ID A Y , F E B R U A R Y 22, 1935
H O U S E OF REPR E SE N TA TIV E S,
C O M M IT T E E ON B A N K I N G AND C U R R E N C Y ,

Z7. C .

The committee met at 10:30 a. in., Hon. Henry B. Steagall (chair
man) presiding.
STATEMENTS OF LEO l ! CROWLEY, CHAIRMAN FEDERAL DEPOSIT
INSURANCE CORPORATION; AND L. E. BIRDZELL, GENERAL
COUNSEL FEDERAL DEPOSIT INSURANCE CORPORATION—
Continued

The CHAIRMAN. The committee will come to order. We will con
tinue the hearing on H. R. 5357.
Mr. Crowley, I would like to ask you two or three questions.
Did you give the figures showing the amount of insurance in banks
that have failed since the passage of the Deposit Insurance Art?
Mr. CROWLEY. We have that here, Mr. Chairman. Do you wish
the figures for each bank, or the total ?
The CHAIRMAN. I do not care about having it broken down.
Mr. CROWLEY. The deposits in 11 banks that have failed amounted
to $2,890,000, and of that amount the estimated net amount for which
depositors were insured was $1,765,000; the secured deposits, and
those subject to offset, amounted to $935,000. The uninsured bal
ance amounted to $190,000. In other words, of total deposits
amounting to $2,890,000 in failed insured banks, all but $190,000
were fully protected.
The CHAIRMAN. The amount of deposits insured for which your
corporation was responsible amounted to $1,765,000!
Mr. CROWLEY. Yes, sir.
The CHAIRMAN. How much would you say, of that amount, will
represent losses, if you can estimate it, by the Deposit Insurance
Corporation!
Mr. MARKHAM. We only have estimates of anticipated recoveries
on the nine insured banks which failed during 1934. These banks
had total deposit liabilities of $1,938,000. The estimated net loss to
the F. D. I. C. amounts to about $356,000.
The CHAIRMAN. Do you mean to say that you will disburse to
depositors to make good their losses, above what you will receive,
the sum of $356,000?
Mr. MARKHAM. Yes, sir.
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Mr. MARKHAM. Of the $2,890,000, the offsets and the amount of
the security that the depositor has pays everything but $190,000.
The CHAIRMAN. What will you pay to depositors? Your net dis
bursements, or what we might term your " final losses " in the Cor
poration down to date, amount to how much ?
Mr. CROWLEY. It is impossible for us to tell you that because all we
can do is to estimate.
The CHAIRMAN. That is what I am asking for, an estimate.
Mr. CROWLEY. We have estimated, I think, that in the case of the
nine banks that suspended during 1934 the net losses to the Federal
Deposit Insurance Corporation will be something like 40 percent.
The CHAIRMAN. I can understand you can only give us an estimate,
but that is what I want to get.
Mr. CROWLEY. I think that is about correct, that it is about 40percent loss that we anticipate.
Mr. CROWLEY. All of the claims of depositors in the 11 banks that
were closed, with the exception of about $460,000, have already been
paid. All but about $50,000 or $60,000 will .eventually be paid, ac
cording to our estimates.
'
The CHAIRMAN. They have been paid up to now !
Mr. CROWLEY. $2,430,000, including offsets settled and secured
claims paid.
The CHAIRMAN. All I want to ascertain is, first, the total amount
of deposits in banks insured that have closed down to date.
Mr. CROWLEY. That is $2,890,000.
The CHAIRMAN. What portion of that amount of deposits was
insured ?
Mr. CROWLEY. All except $190,000, when you add to our insur
ance offsets and secured deposits. The net insured deposits amounted
to $1,765,000.
The CHAIRMAN. That is the amount of deposits to be covered by
insurance?
Mr. CROWLEY. That is correct.
The CHAIRMAN. For which you were responsible. That is the total
of your actual liabilities?
Mr. CROWLEY. That is right.
The CHAIRMAN. And of that your estimate is that you will actu
ally lose 40 percent?
Mr. CROWLEY. We will recover 60 percent.
The CHAIRMAN. That is the same thing, is it not ?
Mr. CROWLEY. Y e s.
The CHAIRMAN. The losses will be 40 percent!
Mr. CROWLEY. Y e s.
The CHAIRMAN. That will be about what amount?
Mr. MARKHAM. $356,000 in nine of the banks.
The CHAIRMAN. There were 11 of them that failed ?
Mr. CROWLEY. That is right.
The CHAIRMAN. How many of those failures were normal or legiti
mate failures, and how many of those failures were due to defaults?
Mr. CROWLEY. I think six of them were due to defalcations.
The CHAIRMAN. Those figures are correct?
Mr. CROWLEY. That is right.
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The CHAIRMAN. So we have had five bank failures other than
those due to defalcations since the effective date of the Deposit In
surance Corporation Act?
Mr. CROWLEY. Let me say this: There are three banks that I
think will pay 100 cents on the dollar.
The CHAIRMAN. How many failed insured banks will not pay
100 cents on the dollar and were not closed on account of defal
cations ?
Mr. C R O W L E Y . There are four. For example, we have a little bank
with $40,000 deposits, which is so small that they put it in liquida
tion because they could not make any money.
The CHAIRMAN. Did you have any actual loss in that?
Mr. CROWLEY. Yes; I think we may have a small loss.
The CHAIRMAN. You have already accounted for three banks in
which you have no substantial loss.
Mr. CROWLEY. Take the bank in Pittsburgh that closed. They
had some $700,000 in Postal Savings accounts. They took collateral
that might be helpful to us, which was necessary to use for Postal
Savings. Those depositors were protected by collateral that was
taken from the assets of the bank. It weakened us to that degree.
Every time they post collateral for public funds, or what not,
they only weaken our position that much more.
The CHAIRMAN. I believe you said yesterday that your earnings
had amounted to about $9,000,000 down to this time; is that correct?
Mr. CROWLEY. They are running about 9 million, between 22 and
23 thousand dollars a day.
The CHAIRMAN. Taking your losses down to date, your net bal
ance will show a profit of something approaching 8% million
dollars ?
Mr. CROWLEY. No. They will before the overhead is deducted;
after the overhead is deducted, they will still show a substantial proBt.
This corporation could be wound up today and pay its losses and
return to the Federal Reserve bank and to the Government their
money plus a return on their investment.
The CHAIRMAN. And a substantial return ?
Mr. CROWLEY. That is correct, sir. You understand, there wen*
some suspensions outside of our fund; there were 47 banks that failea
outside of the fund.
The CHAIRMAN. You had made that statement yesterday, as I
recall, that there were 47 failures outside of the Insurance Corpo
ration.
Mr. CROWLEY. Yes.
The CHAIRMAN. In that connection, to make those figures clear,
you might state how many banks are uninsured.
Mr. CROWLEY. We have 1,100 banks that are operating in this
country today that are uninsured.
The CHAIRMAN. And out of the 1,100 banks you had 47 failures
outside of the Corporation, and of the total number inside the Cor
poration you had the number to which you had already testified!
Mr. CROWLEY. That is correct.
The CHAIRMAN. Mr. Crowley, I want to ask you what your present
resources are for the protection of depositors ?
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Mr. CROWLEY. We have $140,000,000 from the Federal Reserve
banks and $150,000,000 from the Treasury, which has been sub
scribed in the form of stock. We also have $41,000,000 from the banks
themselves. So we have approximately $330,000,000, and we have
that invested in Government securities, with the exception of about
$15,000,000 that we carry on hand for any normal expenses that we
might have.
The CHAIRMAN. You have the right and the privilege and the au
thority under the law to expand your capital three times ?
Mr. CROWLEY. By borrowing.
The CHAIRMAN. By issuing obligations?
Mr. CROWLEY. That is correct, Mr. Chairman.
The CHAIRMAN. So you have potential resources of about $900,000,000, which would give you four times the amount of your capital %
Mr. CROWLEY. That is correct.
The CHAIRMAN. Which would be 1,200 million dollars ?
Mr. CROWLEY. Yes.
The CHAIRMAN. In addition to that, under the act passed in 1934,
the amendatory act of last year, you have also the right to borrow
$250,000,000 from the Reconstruction Finance Corporation.
Mr. CROWLEY. That is correct, sir.
The CHAIRMAN. Summed up, it means that your Corporation is
equipped practically to the amount of a billion and a quarter dollars
at this time?
Mr. CROWLEY. There is a question, Mr. Chairman, whether the
$250,000,000 that we have the right to borrow from the Reconstruc
tion Finance Corporation should not be included in our borrowings
of three times the amount of our capital.
The CHAIRMAN. How do you get that ? The original act gave you
the right to expand your capital three times.
Mr. CROWLEY. That is right.
The CHAIRMAN. We attempted and I thought we had supplemented
that last year in the bill passed at that time giving you entirely sep
arate authority to borrow a quarter of a million dollars from the
Reconstruction Finance Corporation.
Mr. BiRDZELL. This is the situation, Mr. Chairman. The law under
which we are operating does not provide for a Government guarantee
of either the principal or the interest of our debentures which we
may issue to the extent of three times our capital.
The CHAIRMAN. I know that.
Mr. BiRDZELL. Because of that fact we suggested that that guar
anty be given. It was in the bill that was under consideration last
year and was stricken out in the Senate. When the bill was ulti
mately passed, however, it was not passed quite in the form that you
now have in mind, Mr. Chairman.
It was passed in this form, that as to the debentures that might
be issued by our Corporation, our Corporation could call upon the
Reconstruction Finance Corporation to purchase at par to the extent
of $250,000,000. That is a sort of substitute for Government guar
antee, to provide us with a par market for our debentures up to that
amount.
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I think if you will turn to the provision of the act where that is
found you will be impressed with the fact that the $250,000,000 is
part of the debenture authority of the board of directors, and not in
addition to that.
The CHAIRMAN. In any event, you have about twelve hundred
million dollars?
Mr. BiRDZELL. That is right.
Mr. CROWLEY. In our proposal we are asking for the right of
issuing three times the amount, which will give us $1,200,000,000.
We say nothing about the 250 million, but it is still available from
the Reconstruction Finance Corporation.
Mr. FoRD. I wanted to make one observation. The banks pay
this premium.
Mr. CROWLEY. That is right.
Mr. FoRD. As a matter o f fact, the depositors pay it.
Mr. CROWLEY. Of course, the depositors, like the consumers of any
thing, ultimately pay the expense.
Mr. FoRD. They have cut out the interest on the unused dollars,
and since they have quit paying interest that really make the depos
itor pay for his own protection.

Mr. CROWLEY. That does not affect the rank and file of the depos
itors. The average depositor never got anything on his demand
deposits.
Mr. KoppLEMANN. Further on the banks that the chairman was
talking about, what, under the present law, or under the bill proposed
that is before us, are you empowered to do about rehabilitating
many of these closed banks.
Mr. CROWLEY. There is the possibility that in the 1,100 licensed
uninsured banks a very substantial number of those may be brought
into our fund. There are some that are staying out because they
do not wish to join.
Mr. KoppLEMANN. But what I specifically would like to know is
whether or not under the old law, or under the new bill as proposed,
you have the power to help these banks get back on to their feet.
Mr. CROWLEY. No; we have no legal power to force them to do
anything. With the help of the Reconstruction Finance Corpora
tion we have been able to aid them.
Mr. KoppLEMANN. Have you done so?
Mr. CROWLEY. We have already rebuilt the capital structure, with
the help of the Reconstruction Finance Corporation, of about 3,500
insured State banks in this country.
Mr. KoppLEMANN. I mean after they are in trouble.
Mr. CROWLEY. They were in trouble when we got them.
Mr. KoppLEMANN. I am talking about 11 closed banks that were
insured.
Mr. CROWLEY. We have not any authority.
Mr. KoppLEMANN. No authority to keep them going. You see
what I am trying to bring out, whether or not this act even goes
further than merely guaranteeing deposits, whether it does not also
save the banks.

Mr. BiRDZELL. Under the existing law we could not, if we would,
purchase any assets or loan any money to a nonmember bank, and
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of the 11 banks that have closed there were only 2 member banks.
So we could not, if we would, go into those banks and rehabilitate
them ourselves, except as to member banks. In this bill provision
is made for something like that to be done.
Mr. DiRKSEN. Does the $41,000,000 that has been referred to repre
sent the income from the deposit fund ?
Mr. CROWLEY. No; it represents the assessment of one-fourth of 1
percent on insured deposits against the banks. The members of our
fund pay an assessment. They have paid us $41,000,000.
Mr. DiRKSEN. Under the original law, could you still issue stock
to the Federal Reserve bank?
Mr. CROWLEY. Yes; you could offer stock to the Treasury, or, under
the set-up that now exists, you could authorize-----Mr. DiRKSEN (interposing). The original law provided that the
Federal Reserve banks could subscribe to the extent of one-half of
their surplus, on the first of January 1933.
Mr. CROWLEY. They have done that.
Mr. DiRKSEN. Then you have discretionary power to require only
the payment of one-half of the subscription ?
Mr. CROWLEY. We have required the payment of the entire sub
scription.
Mr. DiRKSEN. It has been paid entirely?
Mr. CROWLEY. It has been paid entirely; yes, sir.
Mr. GiFFORD. You have used the expression recover immediately.
Mr. CROWLEY. We have started to pay off to depositors in closed
insured banks, Congressman, within 10 days from the time the bank
closed.
Mr. GiFFORD. You have made no new suggestions?
Mr. CROWLEY. We have made some suggestions that are purely
administrative.
Let me explain that to you. There is a little bank in Montana that
closed. They are way ofF in the country. We had to go way up in
the hills and bring the people down to get their money. Under the
present law we must carry on the expenses of continuing that bank,
and it may be that all the depositors except three or four were paid.
We are asking for the right to bring the balance of the affairs of
the bank into Washington so that we might complete the tag-end
of those payments from our oiHce here.
Mr. GiFFORD. Then I notice that you want some proof from depos
itors that a deposit in a bank that you may find is really one deposit,
is held for the benefit of one person.
In the future you may want written proof that a certain number
of deposits may be held for the benefit of one person, under different
names, unless it were proven to be a trust deposit.
Questions asked you yesterday related to deposits carried as trustee,
or in a joint account.
I thought I noticed a recommendation in reference to the matter
of determining whether there were not various deposits in a bank of
only one individual.
Mr. BiRDZELL. There is nothing speci6c on that further than this.
It provides for the claim agents of the Corporation being able to
take proof to determine the ownership of the different amounts of
money.
Mr. GiFFORD. My question was leading up to that.
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Mr. BiRDZELL. We will not find occasion to use that provision of
law in any great number of cases, because we get practically all our
information from the books in the banks* These proofs of claims are
made up and then the depositors are asked to come in and get their
money. All that remains to do is to reconcile with the depositor's
passbook.
Mr. GiFFORD. I am certain that there is a recommendation there
that seemed to be an attempt to prove that certain people might
divide their accounts in the same bank for the sake of being insured
under the $5,000 limit.
Mr. BiRDZELL. Would that be under the definition of insured de
posits ?
Mr. GiFFORD. I cannot recall.
Mr. GOLDSBOROUGH. How much in the way of income is derived
from one-twelfth of 1 percent?
Mr. CROWLEY. About $30,000,000.
Mr. GOLDSBOROUGH. As I understand it the law provides that the
assessment may be lowered, but there is no provision in the pro
posed act under which the assessment can be raised.
Mr. CROWLEY. That is correct.
Mr. G O L D S B O R O U G H . On what theory do you feel that it would not
be wise to place in the proposed act some provision permitting the
Insurance Corporation to raise that contribution from one-twelfth
of 1 percent to such amount as might be necessary?
Mr. CROWLEY. This is my own personal viewpoint about that. I
think that in building a fund the insurance of deposits, the first
responsibility is to correct some of the mistakes or weaknesses in
our banking system. In other words, I do not believe we are justi6ed in charging to the bank system of this country the mistakes of
the past. This Corporation should be given suHicient authority to
eliminate a great many of the past mistakes.
There is a question m my mind as to whether we are justified in
taking from a bank a large percentage of its income, or leaving it
liable to an assessment which might jeopardize the soundness of that
particular institution. To subject a bank to an additional assess
ment at a time when they are having about all the difRculties that
they can encounter themselves may not be a wise policy.
Mr. GOLDSBOROUGH. That is the time when the Insurance Corpora
tion can be of service to the depositors in banks.
Mr. CROWLEY. I think that the Government now has a direct re
sponsibility in connection with our banking system. I think it has
a responsibility to the Federal Deposit Insurance Corporation, and
to the depositors. I believe that if we are going to build this fund
over a period of years, that in addition to the income you get from
the banks, you must have a way to build up a sufRciently large re
serve. If we have a recurrence of the conditions that existed in
1907 or 1893, we will then have a cushion that we may fall back on
out of which to pay losses..
I am not disturbed particularly at the losses of this Corporation
in the next, 3, 4, or 5 years. Because of the rebuilding program and
will restore values, losses will not be
0 years this fund should build a sub
stantial reserve.
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Mr. GOLDSBOROUGH. You mean the act should be amended to pro
vide for a Government contribution?
Mr. CROWLEY. I do not care whether it is a Government contribu
tion or income from some other source.
Mr. GOLDSBOROUGH. I have no objection to it; I am just asking
the question.
Mr. CROWLEY. I think where we go into the field of insuring de
posits our Rrst responsibility is to keep this Corporation solvent
so that it can at all times meet its demands. Otherwise, I think
confidence in banking would be broken down entirely.
Mr. GOLDSBOROUGH. Personally, I have no fear about that for the
next 20 years.
But there is another consideration, and a very serious one, in my
mind. This Corporation, in the minds of the public, is a Federal
organization, a Federal deposit-insurance corporation; and unless it
has a dual responsibility, the title is just as misleading as the title
of the Bank of the United States in New York. It simply deceives
the public.
I personally see no objection whatever to amending this proposed
act so as to give the Corporation the right to raise this contribution
from the banks from one-twelfth of 1 percent to one-fourth of 1
percent.
For a long while the banks will be afraid to make loans; the
examinations are going to be rather strict; but we have given the
banks in the last few years $13,000,000,000, and we are continuing to
issue bonds and give them more billions of dollars.
As they wax strong and arrogant, and as business is resumed, and
as they begin to brush the examinations aside, as they will in time,
it will become necessary to fortify this Corporation and serve notice
on the banks that they have the bag to hold if they go too far, as I
see it.
I believe if the public knew that this is a one-twelfth of 1 percent
limitation, and that the limitation was absolute and the Corporation
could go no further, I think it would interfere very seriously with
the morale of the public. That is my opinion—that they are bound
to give way in a short time.
Mr. CROWLEY. Congressman Goldsborough, I think that for the
psychological effect on the depositors they must have confidence in
this Corporation. Depositors must have conHdence that the fund
is sufSciently large and that the Corporation is well managed. I f
they lose that confidence, that is where the difEculty will be. The
great contribution which we have made is the establishment of con
fidence in the minds of the depositors.
Mr. GOLDSBOROUGH. One other thing: When the time comes to sell
the debentures, aside from whatever the Reconstruction Finance
Corporation may think, what would be the justification in the mar
ket for those debentures ?
Mr. CROWLEY. I would say that if it got to the point where we
had to issue debentures up to three times the amount of our capital
there would be no open market for them at all. By the very nature
of things, if we had such a situation that we would have to issue
our debentures up to the limit, there is only one place where we
could go to get that aid, and that is from the Treasury.
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Mr. GOLDSBOROUGH. That is my opinion, and that is the reason I
asked you the question.
Mr. CLARK. I want to say one thing in regard to the first point that
Mr. Goldsborough made. I think it is a point well taken, that the
Corporation should have the administrative power to raise the rate.
I want to state right here that I think of all the "new deal"
agencies that have been set up this Corporation is the finest and has
been handled in the finest manner, administratively. In the 15
months you have been in existence you have done pretty nearly a
superhard job; and I for one would be willing to trust the admin
istration of this Corporation to them, and give them admin
istrative latitude, so that they could, if necessary, raise these pre
miums or assessments, and I think the public has more confidence in
the work you have done than in the work that has been done by
practically any other agency that has been set up in the last 2 years.
I am thoroughly convinced of that, both so far as the administra
tion is concerned and in the way you have done it.
I think, personally, I would like to have you consider whether
you think such an amendment as Mr. Goldsborough proposes would
have a bad effect, because it seems to me it would have a good e3ect
in giving you the administrative authority to raise the assessment,
if the times and conditions demanded it.
Mr. FoRD. The reason I asked the question as to whether or not
the depositors were actually paying the insurance was with the idea
of making a suggestion along the lines that Mr. Clark has made.
But it seems that the banks, of course, will tell you, " Of course, it
is all right to insure the deposits, but we pay the bill."
As a matter of fact, the bill is paid by the people whose money is
in the bank. Quite a number of those deposits did not draw inter
est at any time. But there are also quite a number of them that
did heretofore draw interest, and they have cut down on their nor
mal interest. Where they used to pay 4 percent, they have cut as
low as 2% percent; so that in the long run, if the banks are paying
the bill, I think the Deposit Insurance Corporation should have a
broader latitude in reference to that assessment, so that they can
raise it, instead of one-twelfth of 1 percent to one-sixth of 1 percent.
Mr. CROWLEY. You appreciate, of course, Mr. Congressman, that
we have changed the way of determining our assessments.
Mr. FoRD. Yes.
Mr. CROWLEY. We propose to assess on total deposits. A number
of your larger banks are only insured up to 26 percent, while a
vast majority are insured TO percent or more.
I think that if the Deposit Insurance Corporation is going to
bring about good banking, it is not going to do that through paying
out losses. I think that the protection that it is going to afford will
be brought about through studying and correcting a great many of
our ills. I can foresee that, over a number of years, with this Cor
poration properly conducted you would have a minimum number of
bank closings.
In other words, if we have the power to protect ourselves, there
are going to be very few forced liquidations in this country: and if
we are careful in the way we recharter banks—if we are careful in
the way we conduct ourselves—the Federal Deposit Insurance Cor
poration might become the greatest vehicle in the Government for
the rehabilitation of our whole banking system.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

38

BANKING ACT OF 1 9 3 5

The CHAIRMAN. Mr. Crowley, under the act now proposed, the
large banks will have, of course, to pay a premium of one-twelfth
of 1 percent, based on all their deposits now ?
Mr. CRowLET. That is correct.
The CHAIRMAN. So that, whether the general banking structure^ is
sound or not, these individual banks will realize that their liability
is limited; and they will have no incentive to try to keep the banking
structure on a legitimate basis.
On the other hand, if they realize that when they encourage
speculative activities, which are always unloaded on those who know
least about business, that their assessments are going to be increased,
it seems to me that it would be a great restraining influence on those
institutions.
Mr. CROWLEY. Well, I do not think----The CHAIRMAN. It would inSuence them to conduct themselves
in a very different way than they did in the period of 1925 to 1929.
Mr. CROWLEY. I do not think, Mr. Chairman, that the assessment
is going to be the thing that might prevent the recurrence of that
sort of thing, for this reason: Suppose that you double the assess
ment in some institutions, I do not believe that that would be a
sufficient disciplinary measure to prevent speculation.
The CHAIRMAN. Those institutions are the ones that have pre
vented a provision like that going into the law. There could not
have been any other reason why it has not become law. Is not
that correct?
Mr. CROWLEY. I think that is----The CHAIRMAN. They are the ones who do not want that provision
in the law.
Mr. CROWLEY. Well, I think this, Mr. Chairman, that your fund
must be kept sound. I think that the Deposit Insurance Corporation
must have sufRcient income to pay the losses.
The CHAIRMAN. That does not answer it.
Mr. CROWLEY. If it is necessary to give us the power to make the
additional assessments, if that becomes necessary in order to keep
the insurance fund sound, we should have authority to do that.
Mr. FoRD. But that assessment cannot be of any particular effect
in directly controlling an institution which wants to engage in
unsound practices.

The CHAIRMAN. I did not mean that, but they can have the banks
which are responsible, for speculations-----Mr. FoRD. Any form of insurance tends to remove much of the
incentive to observe sound practices.
The C H A I R M A N . Those banks, which are responsible for specula
tion, and which pass on their securities to the smaller banks, are the
banks who under this proposed law have the greatest amount of
insurance assessment to pay; and my theory is that if those banks
know that assessment is not going to be increased, and there is not
the tendency on their part to keep it straight. That is what I had
in mind.
Mr. JoNEs. But the general proposition is that wherever you give
insurance carelessness and speculation will actually increase, unless
have strict supervision. We have that exemplified in the automo
bile business. For instance, the man whose automobile is insured
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becomes careless, even if the rates are punitive, so that in my State
certain localities have to pay more than other localities. We do not
even have a flat rate.
The CHAIRMAN. Is not that the general principle? Upon your
theory we ought to abolish the Deposit Insurance Corporation
entirely.
Mr. FoRD. The rates have gone up comparatively; and in some
localities I think it is very difBcult to—let me discuss this off the
record.
Mr. HoLLiSTER. Might I ask a question? Following out this prin
ciple, the desire to certain banks to get this insurance and the objec
tion of certain other banks, is it not true that—or, let me ask you,
rather, what kind of banks, as a general rule, object to the principle, or
the possibiliy, of unlimited assessment ?
Mr. CRowLET. Well, I believe that all the banks, large and small,
object to the unlimited liability. I do not believe that you should
have an unlimited liability. I do not thing that Congressman Golds
borough, when he refers to unlimited liability, has in mind an entirely
unlimited liability but the right to call for a second assessment in the
event it becomes necessary.
Mr. HoLLisTER. Or a third or a fourth ?
Mr. CROWLEY. Then you would be getting into an unlimited lia
bility. Congressman Goldsborough only wants to give the Cor
poration the right to call for an additional assessment in any one
year.
Here are the types of bank from which you would get your ob
jections. There is the fellow who does not want any supervision
at all.
Then, there are the fellows who feel that they do not want to con
tribute anything to general banking recovery or the reestablishment
of confidence. In other words, they are willing that the other fellows
should reestablish this confidence and feel that they will benefit by it
as they have in the past. There are a great many business men who
will not join trade associations. They want the other man to rebuild
by his efforts and want to reap the benefits they have not helped to
bring about.
Other banks are afraid of the cost of this thing. They are not in
sympathy with the plan.
Now, my answer is this: The man who does not want it on account
of the supervision is the man whose depositors need the protection.
The man who is unwilling to come in and assist in rebuilding the
banking system should be compelled to do it.
And the larger banker, who believes that he can live by himself, if
he will only analyze what happened to him in 1933, will realize this:
When we have trouble in the Northwest, that disturbance will gradu
ally work east, and, at some time or other, may result in the break
down of the banking system.
So, I say, if we could pass a law that would compel every bank in
this country receiving deposits to become a member of the Federal
Deposit Insurance Corporation, that would be the greatest contribu
tion that you could make; and, when that was done, the Corporation
should be given powers that would enable them to protect themselves.
Mr. HOLLISTER. I agree with you 100 percent.
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Mr. CnowLEY. I f we can build up this thing and get the depositors
to take the position that they will only do business with a bank that
has deposit insurance, then we will have gone a long way toward
correcting the evils in our banking system.
Mr. GiFFORD. In line with what Mr. Hollister has said, there are,
in my section of the country especially, a very great number of mutual
savings banks, who are doing a very safe banking-deposit business,
and who look with a great deal of concern on this proposition that
they have got to insure the deposits in other sections of the country,
where the banking is weaker. They do not look with very much
feeling of happiness on the prospect that they will have to pay the
losses on weak and improperly managed banks in other sections.
Mr. CROWLEY. What State do you come from, Mr. Congressman ?
Mr. GiFFORD. It is my good fortune to come from the wonderful
State of Massachusetts.
Mr. CROWLEY. Well, you have had a pretty good banking system
in your State, but we have 47 other States; and I think it has been
proven in the past that no State can live by itself. We are trying
to take a national viewpoint.
Mr. GiFFORD. I am not opposing your viewpoint, but I am trying
to reflect to you the feeling of those bankers in the United States
who feel that they have a pretty good—let me discuss this a moment
oS the record.
Are the Massachusetts mutual savings banks under this ?
Mr. CROWLEY. No; they are not.
Mr. GiFFORD. Why are they not under it?
Mr. CROWLEY. They have a fund of their own.
Mr. GiFFORD. Do you say that is improper ?
Mr. CROWLEY. I do not believe that any State fund that we have
analyzed up to date is successful or sound. I think that under any
crisis it would not be a success.
Mr. GiFFORD. Will you explain to the committee, to save me from
having to explain it further, why it is that the mutual savings banks
of Massachusetts prefer to insure themselves rather than to come
under this Federal deposit-insurance plan? Tell the committee what
you found to be their condition.
Mr. CROWLEY. Well, in the first place, you have 2 State depositinsurance funds in the East. You have 1 in New York and you have
1 in Massachusetts. Now, neither one of those funds, in our estima
tion, are insurance funds at all, because of the fact that, by their very
nature, they are insuring in a limited area. If banks in those sys
tems had any loss of any great size, they would have to assess one
another. They have no capital structure to speak of and they would
have no way of paying out losses if they were to have any large
demand upon them.
Secondly, mutual savings banks have restricted withdrawals as
demands became heavy.
That is what has happened in your mutual savings bank systems,
and that is why your mutual savings bank losses are less than the
losses in the commercial field, because they restrict their withdrawals.
That is the reason why in Massachusetts they have a fund that they
call the insurance fund, but which, in realty, is not a fund that will
stand analysis as to its soundness.
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Mr. GiFFORD. Now, will you answer my question? What reason
have they given you for their refusal to join the Federal Deposit
Insurance Corporation ?
Mr. CROWLEY. The only reason we have from Massachusetts is
that they have a fund of their own.
Mr. GiFFORD. And you challenge that fund as not being a sound
fund?
Mr. CROWLEY. Correct.
We have made analyses of the funds set up in the past. The out
come of a great many of them has been disastrous, because you can
not have adequate insurance where the banks are going to insure
each other in such a limited area. It is just unsound.
The CHAIRMAN. Is not this the fact about it: Any insurance sys
tem for success depends upon a spread of the risk ?
Mr. CROWLEY. That is correct, Mr. Chairman, you must also have
an adequate capital structure.
The CHAIRMAN. Well, not necessarily a capital, because we have
mutual insurance systems, do we not? Mutual insurance is really
the cheapest system of all, is it not, for the simple reason that it
does not require any capital structure? They simply pay what
losses they have when they occur, and there is no waste. Is not that
the mutual plan ?
Mr. CROWLEY. That is correct; but I much prefer having a re
serve that you can fall back on. You should not have to fall back
upon special assessments for ordinary losses.
The CHAIRMAN. I am not speaking about that, but I am just
speaking about the principle of insurance; and the mutual insurance
is the cheapest insurance there is, if you acknowledge the liability
and propose to make good.
In connection with what Mr. Gilford has said, our history shows,
does it not, that the attempts to set up insurance systems for de
posits in the several States have failed ?
Mr. CROWLEY. Yes.
The CHAIRMAN. Because of the fact that the units were too small?
Mr. CROWLEY. That is right.
The CHAIRMAN. You do not have now an epidemic of yellow fever
all over the United States, like we used to have in certain centers.
The same principle is illustrated by the San Francisco 6re. Now,
in such cases the losses are absorbed by diversifying?
Mr. CROWLEY. That is correct.
The CHAIRMAN. And what you are doing with the banking system
under the Federal Insurance Deposit Corporation is for the pur
pose of protecting the depositors by spreading the risk throughout
the country?
Mr. CROWLEY. That is right.
The CHAIRMAN. This happened, did it not, Mr. Crowley, during
the period of distress: The mutual savings banks and the big banks
and everybody else ran to the Federal Government, with their hands
up for assistance?
Mr. CROWLEY. Except Massachusetts. The mutual savings banks
in Massachusetts did not.
Mr. GiFFORD. I want to challenge the chairman's argument. Massachuetts and New England claim that within themselves they have
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that greatly diversified situation, where they can invest in those di
versified things, while in those great agricultural areas they are
limited in the investments they can make to a certain kind of in
vestment only. So it does not mean solely geographical diversifica
tion.
Mr. CROWLEY. Mr. Congressman, let me say this to you: I am
awfully sorry this discussion has gotten down to districts or regions,
because it is rather embarrassing, but your Massachusetts and New
England mutual savings banks made the same mistakes, the same
proportion of mistakes, perhaps, as the banks in other parts of the
country.
Some of your New England banks went out into the Northwest and
Southwest for investment in mortgages. They were looking for
larger yields. They were looking for 8 or 10 percent returns on
farm mortgages; and, naturally, now they have a large percentage
of assets that-----The CHAIRMAN. They went into the Southeast and Southwest, too,
as well as the Northwest.
Mr. CROWLEY. A very large percentage of their bonds are not
productive of income.
Mr. GiFFORD. I challenge th at statem ent also.
The only trouble with our mutual savings banks in Massachusetts
was that they had over 7 percent, which was their legal limit; and I
will say to you, as to our mutual savings banks which were closed up,
that there was an edict went forth from Washington-----Mr. CROWLEY. Do you mean to say that the mutual savings banks
could have continued right on paying without any restrictions?
Mr. GiFFORD. Oh, no; they would have to go on for 3 months. In
fact, there was an order received by them to withhold deposits.
Mr. CROWLEY. I cannot go into the details of that; but let me say
this-----The CHAIRMAN. Let me interrupt you. It should be said right
here—and I do not say this in criticism or unkindness—the fact
remains that big banks, railroads, and even life-insurance companies,
finally came to the Federal Government for a place of refuge and
for assistance; and the Government had to open up the Treasury of
the United States in order to enable them to carry on. That is the
record, is it not ?
Mr. CROWLEY. I do not pretend to know much about insurance.
But I do know that, with very few exceptions, the banks, the mutual
savings banks, and all of them, were very happy to have the pressure
taken off on March 6, 1933; and that, perhaps, while they will not
directly say this, yet a lot of them have benefited more by having had
Federal deposit insurance than, perhaps, they will admit.
Furthermore, Mr. Congressman, in reference to the banks taking
aid from the Reconstruction Finance Corporation, it is true that in
the very beginning a few banks did take capital aid from the Recon
struction Finance Corporation to be helpful; but the vast majority
needed every dollar they could get from that source. If it had not
been for the R. F. C. and the F. D. I. C., your banking system never
could have recovered. There was nowhere else that the banks could
go to get the capital aid which was necessary.
And I may add a little off the record.
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Mr. FoRD. Would not this little couplet apply:
When the devil was sick, the devil a monk would b e ;
When the devil got weil, the devil a monk was he.
Mr* CROWLEY. Y es.

Mr. GiFFORD. That little pleasantry does not cure the situation.
Now, I ask sincerely, if the mutual savings bank does not join
the Federal Deposit Insurance Corporation, there is a reason for
not doing so and there must be a fear of the thing? New England
has a feeling that no matter what the Federal Government does, we
will pay very greatly in excess of what we ever get; and I think
it is right to bring out here that, if they have that fear, there is &
real foundation for it.
Mr. CROWLEY. Of course, Mr. Congressman, there are always
bound to be differences of opinion as to questions of that sort.
The CHAIRMAN. Mr. Crowley, I want to ask you another question.
You gave us yesterday an estimate of the burdens that would have
been necessary to meet to take care of the losses to depositors in com
mercial banks during the 70-year period since the passage of the
National Banking Act; and you gave us the comparative losses as
between national oanks and State banks.
The fact is that until recently there have not been many serious
efforts at strict regulation and supervision as to State banks!
Mr. CROWLEY. That is correct, sir.
The CHAIRMAN. It is a fact, however, that in most of the States
now we have developed systems of regulation and supervision that
represent marked improvement and progress.
Mr. CROWLEY. Well, I think that there has been considerable im
provement in the supervision of the State banking systems; but
in many respects there is still a long way to go.
The CHAIRMAN. That is what I am asking you. It is a very dif
ferent story from what it was during the first 50 or 60 years of our
banking experience; so that same condition would not be reflected in
the future ?
Mr. CROWLEY. I think that is correct, Mr. Chairman.
The CHAIRMAN. It could not be. Now, I want to ask you another
question. You estimated in that statement, as I remember it, that
one-third of 1 percent would have taken care of all the losses, for
banks of all types, during that 70-year period; and that one-eighth of
1 percent of the deposits would have covered all losses, exclusive
of periods of panic.
Mr. CROWLEY. That is right.
The CHAIRMAN. Those figures, of course, are based upon opera
tions which were, in the first place, without effective supervision—
certainly as to the State banks?
The CHAIRMAN. And without modernized regulation as to the
national banks?
Mr. CROWLEY. That is correct, Mr. Chairman.
The CHAIRMAN. And they also represent the experience of a period
during which there was no insurance of deposits.
Mr. CROWLEY. That is correct.
The CHAIRMAN. So that, for the future, great allowances should
be made for the improvements we have made in regulation and
supervision and. also, for the operation and effect of successive de
posit-insurance funds, should there not?
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Mr. CROWLEY. That is correct, Mr. Chairman.
The CHAIRMAN. Now, what is the percentage of losses since the
effective date of deposit insurance, as to banks that have been
insured 2
Mr. CROWLEY. To answer your question will take quite a little
figuring. We had some thirty-six billions in deposits and we have
had $2,847,000 of deposits in closed insured banks. It will take quite
a little figuring to get the exact percentage of loss in insured banks.
The CHAIRMAN. The looses will be $356,000, will they not?
Mr. CROWLEY. Yes.
Mr. REILLY. Well, certainly no one anticipated those losses, with
the exception of the activities of the Corporation, so that, as far as
I am concerned, the amount of the losses which have accrued up to
this time do not afford at all a basis for the actuarial experience
required in order to estimate what the assessments should be.
The CHAIRMAN. I agree fully with that.
Mr. RsiLLY. Let Mr. Crowley take just a minute on that question.
The CHAIRMAN. I want to ask you another question.
Mr. REILLY. I want him to answer my question.
Mr. CROWLEY. Mr. Congressman, perhaps I had better make sure
what you have in mind You asked me what question?
Mr. REILLY. I asked whether the amount of the losses that have
accrued up to this time, since the inauguration of the Federal
insurance system, afford any adequate basis for establishing the
actuarial experience required to estimate what assessments will be
required.
Mr. CROWLEY. I get it now.
It is quite true that we should not have had, and we have not had,
normal losses yet. But the success of this Corporation depended
upon the rebuilding of your banking system. If that had not been
done, you would have had no Federal Insurance Deposit Corporation,
because the demand would have been so great that the Corporation
would have become insolvent and you could not have reestablished
confidence.
Now, I do not believe that for some time the banking system of
this country has been in better shape than it is today, and that means
that we are starting out on quite a clear basis, Mr. Congressman.
I think that the income should be determined by our experience of
the past, so that we may build reasonable reserves for the future.
Mr. GOLDSBOROUGH. I am in accord with your statement, but, in
view of the fact that in these other estimates of percentages, which
we are undertaking to bring down to date, we have our experience
recorded in figures, I think that the picture should be completed by
giving the percentage of losses by totaling the deposits since the
Federal Insurance Deposit Corporation Act became effective. I f
you have not those figures now, you may insert them in the record.
I realize that they may require considerable calculation; but let
us complete the picture.
Mr. CROWLEY. Mr. Congressman, will you take my statement and
turn the pages to the chart entitled "All Commercial Banks, 18651934."
Mr. GOLDSBOROUGH. Let me make a suggestion. We have been over
all of that. All I want is that you take a pencil and figure out
this percentage of losses for the record, so that the figure will be
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available to us. You can do that. All I want is to have those
figures in the record to complete the picture.
Mr. CROWLEY. We will put that in the record for you.
(See p. 27 of hearings of Feb. 28.)
Mr. WILLIAMS. Is it not a fact that prior to the bank-failure epi
demic, prior to this panic, that bank losses were very nominal
throughout the history of this country?
Mr. CROWLEY. You mean after the washing-out of the weaker
institutions ?
Mr. W iLLiAM S. No; I mean beginning before this panic, that the
bank failures for a period of 25 or 30 years had been practically
nominal?
Mr. CROWLEY. They have always been reduced after such periods.
It is just like anything else; you wash out your weaker people; you
have losses and have destitute people in the community. That same
thing is true in the effect of the recent readjustments.
Mr. WILLIAMS. Do you have any figures of the losses to bank
depositors in national banks from the beginning?
Mr. CROWLEY. Will you please answer that, Mr. Thompson?
Mr. W iLLiAM S. I refer to the national-bank situation.
Mr. THOMPSON. We estimate that the losses to depositors will
amount to about $1,000,000,000. We can only give you a figure
that is partly estimated, inasmuch as the liquidation of the banks
that are still in the hands of receivers has not been completed. We
have had to take the value of the remaining assets and estimate
what the total recoveries will be.
Mr. W iLLiAM S. What proportion was the wash-out you spoke of,
of the banks that did not reopen? What percentage of the banks
closed have been allowed to reopen?
Mr. CROWLEY. Do you mean what percentage did not reopen, Mr.
Congressman ?
Mr. W iLLiAM S. You know, we have overdrawn this matter of bank
failures, stating that the banks immediately after that time should
make such a remarkably good showing and then, in the next breath,
saying that they were in an awful condition.
Mr. CROWLEY. The thing that has happened to your banking sys
tem has been the rebuilding of confidence and, also of capital struc
tures. For instance, the Reconstruction Finance Corporation has
invested $1,000,000,000 in the capital structures of banks and, in
addition to that, there has been, I presume, four or five hundred
million dollars in local contributions to capital structure.
Mr. W iLLiAM S. Oh, I know there has been a lot of this over
drawn—this scare that the banks were in such terrible condition.
Mr. CROWLEY. What was the capital structure of all the banks in
the country? About $6,000,000,000 on June 30, 1934. I think you
will find that, with everything that has been contributed, there has
been, perhaps, a billion and a half dollars, or over, put into the capi
tal of our banking system since 1933. This has been used chiefly to
write off losses rather than to increase the book capital of the banks.
Mr. WiLLiAMS. But weren't there a lot of these banks that, if they
had been let alone, could have worked themselves out?

Mr. CROWLEY. There are always banks which,
be able to work themselves out.
127297— 35— — 4
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Mr. GiFFORD. Now, we in New England, let alone, we are working
ourselves out.
Mr. CROWLEY. The assets are improving, Mr. Congressman, all the
time.
Mr. WiLLiAMS. Right in that connection, while they are talking,
Mr. Chairman, how many of these banks altogether opened up with
out any assistance? Most of them were able to open after what we
called the bank holiday. How many of them opened, what propor
tion of them at least, opened without help from some source!
Mr. CROWLEY. There were 15,000 banks, Mr. Williams, and between
five and six thousand have been given aid by the Federal Govern
ment; and that does not include some banks that have made their
own contributions to the reestablishment of capital structure.
Mr. WiLLiAMS. I was wondering if you had the figures of those
banks whose capital structure was built up by local capital, inde
pendently of the Government.
Mr. CROWLEY. I do not think we have that figure; but we are
assembling it and will have it soon.
Mr. WiLLiAMS. The question that I was interested in was from
the other end of it. You might say what was the number that were
able to reopen without any help.
Mr. CROWLEY. I would say possibly 50 percent, Mr. Congressman.
Mr. BiRDZELL. May I make this contribution, further, to complete
that thought? Many of the reorganized banks have been capitalized
quite largely by their depositors, through waivers of deposit liability
or the conversion of deposit liability into preferred stock, or some
thing of that kind, so that some of the banks that were reopened in
reorganized fashion really had depositors' losses included in their
capital.
Mr. WiLLiAMS. Yes; but that is the same thing as building up their
capital structure through local contributions.
Mr. GiFFORD. The banks in my section all reopened, but, after
the reopening they were forced to create a larger capital structure
simply to mark on temporary losses that represented merely tempo
rarily decreased values, and many of these 5,000 banks that they talk
about having had Government aid got money from the Reconstruc
tion Finance Corporation that they did not need at all, just to allay
the fears of the people.
Mr. CROWLEY. You mean by that, Mr. Congressman—what do you
mean when you refer to " temporary losses "?
Mr. GiFFORD. Well, our banks claim that the bank examiners were
so severe that they demanded mark-downs or charge-offs of so much
that they have to have a larger capital to offset that.
Mr. CROWLEY. Do you mean that they made them take out bond
depreciation and things of that nature?
Mr. GiFFORD. I know of particular real-estate matters where the
examiners required mark-downs for temporary losses.
Mr. WiLLiAMS. Let me ask this question in that connection: In
the temporary fund that is now established for nonmember banks,
what percentage of those banks that are in the fund were permitted to
come in without building up and strengthening their capital struc?
ture!
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Mr. CROWLEY. The national banks and State member banks, you
understand, came in automatically.
Mr. WiLLiAMS. That was not the question. I asked about the non
member banks. Were they permitted to come in without building up
or strengthening their capital structure!
Mr. CROWLEY. We have some 8,000 nonmember State banks, and we
have rebuilt or have in process of rebuilding close to 4,000 of these
banks.
Mr. WILLIAMS. In other words, only half of them were able to
come in without rebuilding tBeir capital structures 2
Mr. CROWLEY. That is right.
Mr. CLARK. Following out that line of inquiry: you said that 50
percent did not need help to reopen because of the confidence the
public had in them. Isn't that correct, that a large part of them
had to have help because confidence had to be reestablished, rather
than the financial structure! If everyone had reopened automatic
ally and the public had been in the frame of mind it was just before
the holiday, there is no way of knowing what percentage of the 50
percent could have withstood the shock!
Mr. CROWLEY. The first thing you had to do was to reestablish
confidence.
Mr. CLARK. And then, after you did that, 50 percent could reopen;
and in 1933 we had approximately 6 billions of capital in our banking
structure !
Mr. CROWLEY. That is correct.
Mr. CLARK. And there were approximately 31 billion dollars that
we set up in the form of liquid assets. That made a total col
lectible, assuming the capital was sound, of 37 billion dollars and
there were 57 billion dollars of deposit liabilities. That left 20
billion dollars actually frozen.
Now, had those banks at that time had the rediscount privilege,
of taking a large part of their frozen assets to some place where
they could have gotten money on them, as a matter of fact, we
would not have had much more than 5 billion dollars of frozen stuff
in the banking system.
Just roughly and approximately, how close is that to correct!
Mr. CROWLEY. Of course you would have been able to have post
poned this th in g by loaning the banks m oney.

When the Reconstruction Finance Corporation was originally set
up it was with the idea of lending money to the banks in order to
meet that withdrawal. But the way it worked out, on account of the
whole economic crash, it in reality only preferred one depositor over
the other. When the banks finally did have to close the assets of
many of them were pledged for bills payable, and the depositor
who was an unsuspecting individual was left with the frozen assets.
There is only one thing that rediscount is good for; that is, to
take the place of liquidity; but it can never take the place of sound
ness.
Mr. CLARK. I understand that; but the terrible crash might have
been held off.
Mr. CROWLEY. You might have carried it along for a while; but
throughout the whole economic system the values were shrunk so
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much that the assets in fact were not there. You might have had all
the rediscount privilege that you wanted; but, if you did not have
the values there, it would not have prevented the crash. At best you
would merely have deferred it.
Mr. WiLLiAMS. If they had had a chance to rediscount this paper
on real estate and other securities that ordinarily are good securities^
would not that have kept the values from shrinking, the fact that
they had that privilege?
Mr. CROWLEY. You mean the forced liquidation that forced values
down?
Mr. WiLLiAMS. Yes.
Mr. CROWLEY. That always has a tendency to force values down.
The CHAIRMAN. Gentlemen, we cannot Rnish today, and we
want to put other witnesses on the stand to go over the technical
features of the bill; and I have an idea that we might meet again
about Tuesday morning and resume this discussion, and unless there
is something to interfere with that we will adjourn.
Mr. BROWN. I would like to just get a little more information on
section 8.
In your statement, Mr. Crowley, you said that a rate of approxi
mately one-third of 1 percent would cover all losses that have oc
curred during the past 70 years to depositors. What I am inter
ested in is this: How do you arrive at one-twelfth of 1 percent as
being an adequate Rgure? I assume, of course, that you take into
consideration the fact that you are speaking of all losses on page
19 of your statement; whereas, in the bill, in your recommendation,
you are speaking of losses on deposits of $5,000 or under. But is a
rate of one-twelfth of 1 percent adequate in view of the experience
of the past 70 years?
Mr. CROWLEY. I do not think that the banking experience of the
past 70 years is necessarily a fair criterion, for the reason that I do
not believe this Government should assume the responsibility of the
supervision of the banks if our system should be the same as it was
throughout the last 70 years.
In other words, I do not believe that our banking system is correct
if we are going to have the same proportionate amount of losses as
in the past.
Now, we will not have those losses if we do not let our banking
system build back to that 30,000 banks again. One of the biggest
defects in our banking system has been that we have had too many
banks, and we have had a great many banks that could not employ
the proper kind of management.
We arrived at the one-twelfth of 1 percent in this way: we do not
believe that one-twelfth of 1 percent will build large enough reserves
for the Deposit Insurance Corporation for the future, but the earn
ing capacity of the banks right now is very low. We are interested,
8rst, in the banks having sufBcient income themselves so that they
may take their losses currently and so that they may build reserves
for the future. That is the greatest protection to the Deposit Insur
ance Corporation.
I would rather give up 50 percent of our income and have the
proper supervisory powers than to have $5,000,000 or $10,000,000
more income and not have the proper supervisory powers. I think
the success of this thing comes back to, Hrst, the proper safeguards
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for this corporation to protect itself. The banks must pay a fair
share of this income. A contribution from other sources to help to
build our reserves might be considered.
Mr. BROWN. Assuming that we are unable to improve the banking
system, then what, based upon the experience of the last 70 years,
should the rate be in order to be adequate? In other words, what
percentage would it have to be to cover losses up to $5,000 deposits,
on the basis of the experience of the past 70 years?
Mr. CROWLEY. Take out, if you will, those last 4 years.
Mr. BROWN. Yes; take those out.
That is, for all banks.
Mr. CROWLEY. One-eight of 1 percent will take care of all deposits
except those in banks which closed during the years of banking
crises.
Mr. BROWN. No. That is for all deposits. That is not for the
deposits of $5,000 and under.
Mr. CROWLEY. It is one-tenth of 1 percent for the deposits o f
$5,000 and under.
Mr. BROWN. That is one-tenth of 1 percent instead of one-twelfth
of 1 percent?
Mr. CROWLEY. That is right.
Mr. BROWN. It strikes me that your figures are very reasonable.
Mr. CLARK. I do not want to g( ' ' '
'igmal point, but
confer with his
I wish that Mr. Crowley would
associates and, when he comes back Tuesday, tell us if he would
have any objection to such an amendment as Mr. Goldsborough pro
posed and which was mentioned for discussion, whereby, in addition
to the fixed liability at one-twelfth of 1 percent, the Deposit Insur
ance Corporation might, at any time when, in its discretion, the Cor
poration decided that it was necessary, levy an additional assessment
of one-twelfth of 1 percent in any one year.
Frankly, I want to go along with the Corporation just as far as
I can, because of the views that I have expressed, and I would like
to know, at your next apnearance here, whether your Corporation
would or would not be interested in the amendment proposed by
Mr. Goldsborough.
(Thereupon, at 12:30 p. m., the committee adjourned until Tues
day, Feb. 26,1935.)
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BANKING ACT OF 1935
TUESDAY, FEBRUARY 26, 1935
H oU SH OF REPRESENTATIVES,
COMMITTEE ON B A N K IN G AND CURRENCY,

W<z#A^y%w, D. C.
The committee met at 10:30 a. m., Hon. T. Alan Goldsborough
presiding.
Mr. GOLDSBOROUGH. The committee will come to order. Judge
Birdzell, Mr. Steagall is out of the city this morning, which is the
reason why I am occupying the position that he usually occupies.
Judge Birdzell, you will proceed in your own way, please; and
it seems to me that it would be better for you to complete your
statement, and if it is agreeable to the members of the committee,
we will have it that way.
M r . WiLLiAMS. I think that that would be the m ost satisfactory
w ay o f handling it, the more orderly way.

Mr. GOLDSBOROUGH. All right, Judge.
STATEMENT OF L. E. BIRDZELL, GENERAL COUNSEL, FEDERAL
DEPOSIT INSURANCE CORPORATION

Mr. BiRDZRLL. Mr. Chairman and gentlemen of the committee, we
have reached a stage in the insurance of bank deposits where we
contemplate going onto a permanent basis, and we are at some ad
vantage now in planning for permanent deposit insurance because
we have had more than a year's experience with deposit insurance
under the provisions of existing law, which provided for temporary
insurance.
We thought that we would be remiss in our duty if we did not
bring to your committee all of the information that has become avail
able to us by reason of our experience with the temporary plan; and
we thought, too, that we would be remiss in our duty if we did not
bring to you gentlemen suggestions for legislation which in our
opinion will improve the plan for permanent deposit insurance as
outlined in the Banking Act of 1933.
In all of our consideration of the matter, we have been brought
repeatedly to the conclusion that Congress planned wisely in plan
ning for permanent insurance, and when you consider the conditions
in which the permanent insurance provisions of the Banking Act of
1933 had to be framed, frankly we marvel at the completeness of the
plan that was written into that law.
I have circulated to the members of the committee a parallel print
containing in one column the proposed act as contained in title I of
the proposed banking act of 1935, and in another column the provi
sions of the existing law.
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I f you have read that print carefully and made comparison, I
think you will be impressed with the fact that we have followed
very closely the plan of the existing law in outlining a plan for
permanent insurance in the proposed law. There are places where
it would seem that we had taken out of the existing law subsections
and completely rewritten them, but if you will follow the text in
the instances where that appears to have taken place, you will find
that, after all, we have followed very closely the ideas as they were
expressed in the existing law*
I want to tell you very briefly why we considered that it was
necessary to make the number of changes that are proposed to be
made in this proposed act. In the first place, when we consider
this legislation we must consider it from a historical standpoint.
The deposit-insurance features of the Banking Act of 1933 were
features that were written into a bill that was under consideration
prior to that time, known as the " deposit liquidation act" It
provided for a deposit liquidation-corporation, which was to be
capitalized by a Federal Government subscription, and also by sub
scriptions to the stock of that corporation by the banks which were
members of the Federal Reserve System, that corporation was to
be authorized to loan money upon the assets of closed banks, and to
purchase the assets of closed banks, the primary purpose being to
provide for the liquidation, and speedy liquidation, of those banks
in the interests of the depositors.
Upon that structure was really superimposed the provisions for
permanent deposit insurance. That act had contemplated applica
tion only to Federal Reserve member banks, and consequently when
the insurance features were added, it was at first contemplated that
only Federal Reserve member banks would be insured. Later the
provision was made for extending the insurance to nonmember banks
voluntarily; that is, they could come in by voluntary application.
It was contemplated that a deposit liquidation corporation could be
conservatively operated, and consequently it would be in a position to
make money—that is, it would make a fair return upon the capital
employed in that particular business. Consequently provision was
made that it should pay to the Federal Reserve member banks a
dividend on the capital thus employed.
'
I think, gentlemen, that you will probably agree that if you were
considering a corporation to insure deposits in banks generally, and
limited to that, at the expense of the banks, or at cost to the banks,
that you would not have had in mind any provision for dividends on
the stock that would be purchased by the banks in that same corpora
tion, because they would get the benefits of it automatically as the
costs were kept down.
So the dividend provisions of that act are not strictly applicable to
a corporation that limits its functions to the insurance of bank
deposits.
Since that act was intended to apply to banks which are members of
the Federal Reserve System, and since permanent insurance was pro
vided according to a certain schedule whereby all deposits would be
insured in some amount—you are familiar with the schedule; $10,000
insured 100 percent, up to $50,000 insured ?5 percent, and above
$50,000 insured 50 percent—provision was made in that law for sub-
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rogation rights of the corporation in case it went in and paid off a
closed bank, paying out to the depositors according to that schedule,
and that law provided that if the corporation paid off the depositors
in the closed banks, the corporation should succeed to all of the rights
of the depositor against the closed bank. .
So, you see, the corporation would enjoy the right to subrogation
to the extent of all of the claims of depositors against the closed
bank.
Now, during the progress of the.passage of that law there was
added to it, as you know, subsection (y), which provided for the
insurance of bank deposits in a temporary fund which should be
operative prior to the time when the permanent plan would become
operative, and that insurance was limited to $2,500, and subsequently
increased to $5,000.
There was no change made with respect to those provisions of law
embracing the rights of the corporation to be subrogated to the
rights of depositors upon paying off, but I think you will agree
with me that a subrogation provision that gives to the corporation
the right to be subrogated to the entire claim of the depositor against
the closed bank, where all of his deposit is insured to some extent, is
not appropriate and should not be. applied where we are only insur
ing his deposit to a limited extent, as $2,500 or $5,000.
So it was necessary to change the subrogation provision of the
existing law. In fact, you gentlemen may remember that in the
act passed last June, provision was made for changing that sub
rogation feature, and it was approved by the House, but, unfortu
nately, it was stricken out in the conference, and never became a
part of the law. I indicate that history to you, that we have deposit
insurance superimposed upon a corporation originally intended to
be a deposit liquidation corporation. I give you that history so
that we may better have in mind the necessity for some changes if
the functions of the corporation are to be limited to insurance, as we
think they should be.
You gentlemen may recall that last year, when the extension of
the temporary plan was under consideration, the Corporation was
pointedly asked by gentlemen on this committee why it had not
exercised its functions as a liquidation coijporation, because both
functions were expressed in subsection (a) o f that bill, and you will
recall that the Corporation presented to your committee, I think,
satisfactory evidence that the liquidation function, so far as the
banks were concerned, was being performed quite satisfactorily by
the Reconstruction Finance Corporation. All of the money was
being advanced on the strength of the assets that it was thought
could be advanced upon a sound basis, but to make assurance doubly
sure your committee recommended the amendment of the Recon
struction Finance Corporation Act, which would authorize that Cor
poration to proceed with liquidation loans upon a more liberal basis
than it had in the past, and the recommendations of your committee
became a part of the law.
So that the liquidation end, as applied to banks that had already
closed, is practically taken care of now by the Reconstruction Finance
Corporation, and for that reason subsection (a) has been changed
by the omission from it of that language which was especially ap
plicable to the function of loaning money to member and nonmember

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

54

BANKING ACT OF 19 3 5

banks that had closed for the purpose of making those funds
available to depositors.
Now, I do not know in what manner you gentlemen may desire
to consider this act; that is, whether you want now to take the
time to go through it section by section, but I can very brieSy, I
think, indicate to you the main changes that have been made, and
then I will be very much pleased if I might be of any further assist
ance to the committee by way of answering any questions that may
occur to you.
I just explained the reason for the omission in subsection (a) of the
provisions relating to the loans to member banks.
Mr. SissoN. What section is it you are referring to ?
Mr. BiRDZELL. That is on the first page, subsection (a).
The. next section deals with the management of the Corporation,
and is changed in one respect. Our Corporation is operated by a
board of three directors. The Comptroller of the Currency is one
director. The Chairman of the Corporation spends all of his time
directing the affairs oF the Corporation, and frequently the Comp
troller may be at some remote part of the country when it is neces
sary to have a meeting of the board; and in order to have a quorum,
it is sometimes necessary to wait until the Comptroller's return or,
possibly, call in the Deputy Comptroller.
Sometime ago I furnished to the board of directors an opinion to
the effect that in the absence of the Comptroller the Deputy Comp
troller could function, but that opinion is based upon inference, and
it ought to be provided expressly in the law that in the absence of
the Comptroller a Deputy Comptroller may function in his stead
as a member of our board.
The remainder of what material you find on page 4 and page 5
consists of definitions, and those definitions have been made with
a view to convenience in constructing the remainder of the act, to
remove any ambiguity, and so forth. I think it is not necessary to
point that out, except that that is all new matter, and it is there for
the purpose of facilitating the drafting of the remainder of the act.
I do want to call attention to paragraph 11 on page 5, where we
have defined the term " deposit":
The term " deposit" means the unpaid balance o f money or its equivalent
received by a bank in the usual course o f business and for which it has given
o r is obligated to give unconditional credit to a commercial, checking, savings,
time, or thrift account, or which is evidenced by its certiiicate of deposit, and
trust funds as provided in paragraph (5) of subsection (h ) of this section,
together with such other obligations o f a bank as the board o f directors shall
find and shall prescribe by its regulations to be deposit liabilities by general
usage.

Then there is a proviso which I am skipping here, and then it is
provided:
The board o f directors may by regulation further define the terms used in
this paragraph.

All that there is in the existing law by way of defining deposits is
simply the use of the term " deposit." We have questions arising, for
instance, as to whether or not the uncollected funds of a bank that
on a given reporting day may amount to many hundreds of thousands
o f dollars in the case of a large bank are a deposit.

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

BANKING ACT OF 1 9 3 5

55

You are familiar with the fact that as items are deposited in a
bank for collection they are deposited under an arrangement whereby,
while credit is immediately given, that credit cannot be drawn upon
until the item is completely collected. Is that a deposit as of that
time or is it only conditionally a deposit?
We have seen fit to clarify that in this expression here by con
sidering only the credits which have been made unconditionally.
Uncollected funds at any particular date are not a deposit lia
bility, although it may be more or less appropriate that reserves be
calculated on such funds.
For our purposes, the uncollected items are not considered de
posits, and we thought it well to have that definition in the Jaw,
but we think that Congress cannot, in an enactment of this char
acter, so define the term " deposits *' as to cover every conceivable
situation.
In the existing law we are referred to the definition of " deposits "
according to the Federal Reserve Board. The Federal Reserve
Board defines deposits for purposes of Rxing reserve requirements.
Under this provision, our definition of " deposits " may be inde
pendent of the definition of the Federal Reserve Board.
Take an item like cashiers' checks, for instance. I f we said that
a cashier's check is a deposit, maybe we would be imposing by
definition artiScially and arbitrarily on given types of transactions.
I f a bank issues its cashier's check to pay its rent, for instance, the
one to whom that check is issued may have no account in that bank at
all, and the account upon which it is drawn is the account of the bank
itself. There is no reason why a cashier's check given for a purpose
like that should be considered a deposit liability.
When it comes to paying off the deposits of a bank, a cashier's
check, however, may be purchased by a depositor and used by him
the same as he would if he had purchased a draft. In that event,
that type of cashier's check should be considered a deposit liability
upon the closing of the bank and also for purposes of assessment.
I give you that merely to show you that it is necessary to have some
leeway for the board of directors to define deposits within the terms
of the law, and it would be extremely difRcult to put all of the
definition into an act of this sort.
Mr. WOLCOTT. You say in this provision: " The board of directors
may by regulation further define the terms used in this paragraph."
Do you not think it would be better to qualify that to the extent
that you just mentioned?
Mr. GOLDSBOROUGH. Would it be feasible for you to defer that
inquiry until he gets through with his statement ?
Mr. BiRDzELL. Do you w ant m e to answer th a t?
Mr. WOLCOTT. No ^ go ahead.
Mr. BiRDZELL. The next change that I w ou ld call you r attention to
is the change that you w ill 6nd on page 8.
Under the existing law, it is the duty of the Comptroller of the
Currency, in the case of national banks and of the Federal Reserve
Board in the case of the Federal Reserve member banks, to cer
tify those banks as being solvent in order to qualify them for mem
bership in the permanent fund.
In view.of the work that has been done by way of building up cap
ital structures, and in view of the character of supervision of the
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banks in the national bank and Federal Reserve system, we have
thought that that provision is now altogether unnecessary. However
appropriate it might have been if this act had been put into effect a
short while after the banking holiday, we think it is no longer nec
essary, and so all banks which are members of the Federal Reserve
System now come into the fund without any further certificate on
the part of the Comptroller or on the part of the Federal Reserve
Board.
The State banks, nonmembers of the Federal Reserve System, that
are now members of the fund, likewise come in on the strength of the
examinations previously had and on the strength of their member
ship in the temporary fund.
Under the existing law, the nonmember banks, to qualify for
membership in the permanent funds, would have been required only
to have subscribed for stock. In the new set-up, since we are not
providing for any dividends on stock—we are not providing for
bank ownership of stock at all—they come into the permanent fund
automatically.
Then, with respect to banks coming in subsequently, if a bank
be not a member of the Federal Reserve System, if you will look on
pages 8 and 9 you will find that provision is made lor banks which
are not members of the system to come in, and as to national banks
which may not be members of the fund, they come in on the same
basis. National banks which are not members of the temporary
fund are national banks located in the Territories, for instance, in
Hawaii and Alaska. These are national banks which are not mem
bers of the Deposit Insurance Corporation and not members of the
Federal Reserve System.
Mr. HoLLisTER. Did you not skip new matter on page 6? You are
taking this up consecutively, are you not ?
Mr. BnmzELL. Yes.
Mr. HoLLisTER. You were discussing the definitions ending up on
page 5. Did you not skip all of that matter on page 6, with respect
to the capital stock ?
Mr. BiRDZELL. Did you have something that you wanted to inquire
about on that?
Mr. GOLDSBOROUGH. May I say that Judge Birdzell exlained that he
would just go over this in his own way.
Mr. BiRDZELL. I was only calling attention to some of the main
features.
Perhaps I should say a word with respect to that change in the
capital structure of a corporation.
M r . HoLLisTER. I do not w ant to interrupt your Row o f t h o u g h t
Mr. BiRDZELL. I think it is well to call that to your attention.
Mr. HoLLisTER. I th ou ght th at you m ig h t explain the whole th in g
as you w ent along.
Mr. BiRDZELL. Provision is made on page 6, at the bottom of the

page, for doing away with the dividends on the stock, and a capital
set-up is provided, whereby the capital stock of the corporation is
treated as consisting of the shares subscribed for prior to the effective
date. That includes the $150,000,000 subscription by the Federal
Government, and the $139,000,000 subscription by the Federal Reserve
banks. That stock is declared to be of nominal or no par value, and
provision is made for the exchange or reissue thereof, and the consid
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eration received for the capital stock may be allocated to capital and
to surplus in such amounts as the board of directors shall prescribe,
and such stocks shall have no vote and shall not be entitled to the
payment of dividends.
The class B stock, the stock for Federal Reserve banks, was not
entitled to dividends under the existing law, but the Government
stock, the $150,000,000, plus the class A stock which would be sub
scribed for by the banks upon becoming members of our corporation,
would be entitled to dividends, and those are the features that are
changed.
The provision made for the allocation of the capital to capital
and surplus is, we think, appropriate in view of the fact that these
funds are supplied for the use of the Corporation for insurance pur
poses, and if a time should come when it would be necessary to utilize
some of the surplus funds of the Corporation in meeting losses, we
would not want the Corporation to be operating with an impaired
capital, and that could be avoided through proper allocation.
Now, in making provision for the entry of new banks or newly
applying banks into the Deposit Insurance Corporation, provision is
made for the board of directors passing upon the qualifications of
those banks for membership in the Corporation. That, we think, is
a very necessary provision in the interest of having the Corporation
function upon a sound basis. Through that, of course, reasonable
protection ought to be given to the insurance funds of the Corpora
tion.
A different test is laid down in this law from that laid down in the
existing law. This law, as it will come into effect, we anticipate,
much more than a year after the temporary pian started in operation,
could appropriately provide that the banks have sound capital. The
test of solvency laid down in the emergency period in the original
act was a test of solvency for an emergency period where banks were
permitted to insure their deposits without regard to the existence of
a sound or legal capital structure.
If you will turn to page 9, in the middle of the page, paragraph 2,
you will find this language:
Before approving the application of any such State nonmember bank, the
board o f directors shall give consideration to the factors enumerated in subsec
tion (g ) o f this section and shall determine, upon the basis o f a thorough
examination o f such bank, that its assets in excess o f its capital requirements
are adequate to enable it to meet all o f its liabilities as shown by the books of
the bank to depositors and other creditors.

Likewise, the fore part of that deals with certiRcates by the Comp
troller with regard
a national bank, and he must likewise certify
to the Corporation with respect to a newly chartered national bank
and the same factors are to be enumerated in the certiBcate that is to
be given. These factors to be considered by the board of directors
and the Comptroller are the financial history and condition of the
bank, the adequacy of its capital structure, its future earnings pros
pects, fhe general character of its management, the convenience and
needs of the community to be served by the bank, and whether or not
its corporate powers are consistent with the purposes of this section.
That follows largely the provisions of the present national bank
law with respect to the chartering of new national banks by the
Comptroller of the Currency. Mr. Crowley has already explained
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in his statement the practical necessity for some such requirement as
that.
The next section, or, rather, the paragraph on page 10, deals with
the assessment. The assessment rate prescribed there is one-twelfth
of 1. percent upon the total amount of liability of the insured bank
for deposits, using the term deposits as used in the previous section,
which I read to you a moment ago. That is based on the average at
the close of business on the last d
" ^
i ^ - ithose dates are chosen by reason
a call by the Comptroller of the Currency on those two dates. It is
convenient, of course, to have the certificates to our Corporation based
upon those same calls.
The assessment plan provided in the existing law should be con
trasted with this. Under the existing law banks becoming mem
bers of our Corporation and insuring their deposits are required to
subscribe for stock in the amount of one-half of 1 percent of their
deposit liability. They must pay immediately one-half of that,
which makes one-fourth of 1 percent on their entire deposit liability.
Thereafter there are no stated payments to be made.
The obligation for further payments is expressed in this fashion:
As the banks close, it is the duty of the Corporation to set up on
its books an account wherein it will place the estimated debit bal
ances. When any bank closes the Corporation is required to make
an estimate of the ultimate amount of loss and that will be a debit
balance. There is provision for the adjustment of that debit bal
ance. Later on, if there is a greater loss than anticipated, more is
charged to it; if there is less, a credit is given, and when the aggre
gate of those debit balances reaches one-fourth of 1 percent of the
deposits in all of the banks that are insured, another assessment is
levied of one-fourth of 1 percent.
So that the successive assessments under the existing law cannot
be anticipated. An assessment would be made on the first of July
of this year, and there might not be another one for 2 years, or
there may be another one in 10 months.
Under this proposed plan an assessment is fixed at a certain figure.
It is due at a certain time and the payments are to be made at a
certain time.
Mr. DiRKSEN. Does the last portion of that subsection contemplate
a different rate for mutuals than for other banks ?
Mr. BiRDZELL. It contemplates giving to the Corporation the power
to prescribe a different rate for mutuals. You gentlemen who lis
tened so patiently during our hearings last year will remember that
very frequently the question of how this proposal or that would
aff&:t mutual savings banks, and their attitude, came up. I remem
ber that you listened very patiently one day to the president of
the National Association of Mutual Savings Banks, and 1 think that
we all became impressed at that time with the fact that mutual sav
ings banks did create more or less of a problem in relation to any
activity of this sort, and the problem is to deal with them in a way
that is fitting to their particular function.
To illustrate, in the Banking Act of 1933, you made mutual sav
ings banks eligible for membership in the Federal Reserve System,
and yet I think that there are no advantages to be gained by mem
bership in the Federal Reserve System that can be enjoyed by mu-
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tuai savings banks when they become members of the System. I
think that you gentlemen were generally impressed with that a year
ago.
Furthermore, the type of investments of mutual savings banks,
and the character of their supervision, have been such in this country
that it has been asserted—I am not an economist and I am not as
serting this in an authoritative way—but it is asserted by some that
on account of limitations as to investments and on account of the
character of supervision of mutual savings banks, and the type of
business that they do, they are a favored risk. I am not saying
that Congress ought to recognize that they are a favored risk from
an insurance standpoint, but possibly, in view of their characteris
tics, it is proper to allow them to be considered in a class by them
selves, separate and apart from commercial banks, and to give a
limited discretion to a board that is constantly confronted with the
problems presented from that particular group-----Mr. FoRD. Might I make an observation there ?
Mr. GOLDSBOROUGH. Mr. Ford, it was agreed when we began that
we would postpone the question until he had 6nished.
Mr. BiRDZELL. The thought is that there are limitations with re
spect to the character of their investments that do not obtain with
respect to commercial banks, and on account of that the mutual sav
ings banks have argued that they have a more favorable experience
than the commercial banks with respect to. failures. I am not ex
pressing any opinion as to whether or not the arguments of the
mutual savings banks in that respect are sound. That is for the
economists and the statisticians to consider.
There is one provision in that subsection dealing with the assess
ments that I want to speak of. That is on page 13 with regard
to trust funds. You may have noted earlier that in defining " de
posits " express reference was made to trust funds as elsewhere de
fined and provided for, and that reference is here on page 12.
We have found the banks quite concerned, and, of course, we
have been seriously concerned, with the problem as to the protection
of uninvested trust funds. Many national banks have trust depart
ments. Many trust companies do a trust business exclusively, and
some of the trust companies do both a trust business and a banking
business. In the transaction of their business, there will be on hand
at any given time a considerable volume of cash that will be unin
vested. They say that that cash is trust funds, and not a deposit,
but if a bank closes, I fear the situation would be the other way
from the standpoint of the patrons of that trust company.
From the beginning we have required banks to report as deposits
any amount o f trust funds that were on hand and uninvested, be
cause we felt that in the event of a closing we would be liable for
those deposits.
Now, among trust companies, in doing their ordinary business,
it is the practice of many of them to establish relations with com
mercial banks, so that they will deposit large amounts of money,
uninvested trust funds, in those commercial banks. That relation
ship is not like the ordinary correspondent relation of one bank
with another, one commercial bank with another, and, furthermore,
in the event of the closing of a bank, that fund cannot properly be
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treated; that is, that particular kind of deposit cannot properly be
treated as belonging to one depositor because it belongs to all of
those who are patrons of the trust company and who under their
various interests would be entitled to that cash.
So that we have provided here for the insurance on trust funds
in a way that we think meets that situation. If a trust company
be a member of our Corporation, and if in the transaction of its
trust business it has idle funds which it places with some bank, that
bank, being the bank where those funds are deposited, should report
the entire amount of those deposits, and in the event of anything
happening to the bank where such funds are deposited, we should
look to the trust company, likewise a member of our Corporation,
to establish a beneficial ownership of those various trust funds in
that individual bank. Provision is made for the bank paying the
assessment on those trust funds, and in event of the failure of a
bank containing such funds, we will look to the various trust estates
in the trust company to determine the ownership and extent of the
claim that may be made on the closed bank.
I could outline that more in detail, but I think that that is enough
to give you an idea.
Now, there is a discretionary power, or, rather, a power of a super
visory nature, expressed at the bottom of page 12, in paragraph 1
of subsection (i). It reads, in part:
Wherever the board o f directors shall Rnd that an insured bank or its di
rectors or trustees have continued unsafe or unsound practices in conducting
the business of such banks or have knowingly or negligently permitted any o f
its oHicers or agents to violate repeatedly any provision o f this section or o f
any regulation made thereunder, or of any law or regulation made pursuant
to law to which the insured bank is subject, the board o f directors shall Rrst
give to the Comptroller o f the Currency in the case o f a national bank or dis
trict bank, to the authority having supervision in case of a State bank, and
also to the Federal Reserve Board in case o f a State member bank, a statement
o f such violation by the bank for the purpose of securing a correction o f such
practices or conditions. Unless such correction shall be made within such
period o f time not exceeding 120 days as the Comptroller o f the Currency, the
State authority, or Federal Reserve Board, as the case may be, shall require,
the board of directors, if it shall determine to proceed further, shall give to
the bank not less than 30 days' written notice o f intention to terminate the
status o f the bank as an insured bank, Bxing a time and place for a hearing
before the board o f directors or before a person designated by it to conduct
such hearing, at which evidence may be produced—

and so forth.
I read that to you to show you how the board proposes to secure
corrections of dangerous practices in banks. In the first place, I
call your attention to the fact that we do not deal directly with the
bank. I f we have a complaint as to the practices of a State bank,
while we have a report of that bank, a report of the examination
upon which the complaint may be based, we take that up with the
State supervisory authority in an attempt to get a correction from
there, but we are not altogether dependent for our protection upou
the action of the State supervisory authority, for, obviously, if the
correction should not be made, the Corporation ought not to be sub
ject to the continuing hazard of the operation of that bank. So pro
vision is made whereby the Corporation, after ample time for cor
rection and after hearing, can terminate the relations of the bank
with the Corporation.
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Provision is made, of course, for the continuing protection of the
depositors, even after the bank shall have terminated.
Mr. DiRKSEN. Is not 2 years a rather long time for that ?
Mr. B nm zELL. Possibly it is; it may be a little longer time than
is needed, although we think we would rather err on the side of
having the time too long than too short, because any law of this
sort ought to be so constructed that it will deal absolutely fairly
with depositors, and we can conceive of cases where depositors might
not be able to obtain information with reference to the status of the
bank within any short period of time.
I think that we can pass those provisions, for our present purposes
at least, because this discussion is apt to become altogether too long.
There is one change that I would like to call attention to, on page
15, in the fourth paragraph, subsection (j). Provision is made
there that when suits of a. civil nature at common law or in equity
may be brought in which the Corporation shall be a party, they shall
be deemed to arise under the laws of the United States, and the
district courts of the United States shall have original jurisdiction of
all such suits; and the Corporation as defendant in any such suit
may, at any time before the trial thereof, remove such suit from a
State court, into the district court of the United States. That is
for the purpose of securing uniform interpretations of any provi
sion of this act of Congress.
There is a similar provision with respect to the Federal Reserve
banks.
Another feature that perhaps I should have mentioned earlier,
but it is appropriate to mention it here, is that the existing law was
constructed upon the principle that apparently did not contemplate
examinations of banks by the Corporation, because it was to be lim
ited in the Rrst instance to banks which are members of the Federal
Reserve System. When Congress provided for the temporary in
surance, in (y), it authorized the Corporation to examine the non
member banks in order to admit them into the temporary fund, and
it authorized them to examine those banks as often as it might deem
necessary for its own protection.
Now that we contemplate a permanent insurance extended to nonmember banks, it is of course appropriate that there be an express
provision in the permanent act authorizing the examination of banks,
so that is provided for in the eighth paragraph, which enumerates
the powers of the Corporation, where before it was contained in
subsection (y). There is jfurther provision made in paragraph 2,
below that, on page 16.
Then, on page 17, there is express provision for access by the Cor
poration to the examinations made by the Comptroller o f the Cur
rency, and also to the reports of examinations of any Federal Reserve
member bank.
There is one other provision that I w&nt to speak of, on page 18,
in subsection (1). I f yom mould , Head the existing subsection (1)
and the Rew subsection (1 ^ you would Rnd that they are practically
the same, although oa account of the other changes that had to be
made with reference to stock; for instance, there were frequent ref
erences to banks which are class A stockholders, and that reference
runs all through subsection (1), eliminating provisions for class A
stock made it necessary practically to rewrite subsection (1), but
127297— 35------5
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the present subsection (1) is to all intents and purposes the same
as the original. The language is much the same, with the exception
that the subrogation right which I explained a moment ago is ex
pressed differently in the proposed subsection (1). Upon paying the
insured deposit liability to a depositor, we are subrogated only to
that portion oi his rights against the bank which he would have had
by virtue oi the deposit which we paid to him.
An illustration would, of course, make that clear. I have a $10,000
deposit in a bank that has closed. This Corporation can only pay
me $5,000 on account of that deposit. What rights shall I give to
the Corporation in order that I may get my $5,000 insurance?
Shall I give the Corporation my rights arising on the whole $10,000?
or only with respect to the $5,000 ?
Under the terms of this act that we are suggesting, I give my
rights only to the extent of $5,000, and I retain the right to dividends
as to the remaining $5,000. Under the existing law, I would have
to give all of my rights to the Corporation in order to secure my
insurance.
Then one other significant change is made with reference to the
means of making available or the vehicle for making available the
insured deposit liability to the depositors. We use a term here that
we call a transferred deposit. We authorize a transferred deposit
credit to be set up either in a new national bank or in any other
insured bank in the locality, giving to the board of directors a dis
cretion to utilize an existing bank in the community rather than to
do the artificial thing of setting up a new national bank in the com
munity. If the board does set up a new national bank, it is operated
just the same as the new national bank would be operated under
the existing law, and the board has the same discretion with refer
ence to whether it shall receive deposits or not, with reference to
whether it shall be capitalized or not, that it has under the existing
law.
Now, the subrogation right that we speak of is expressed on the
top of page 20, if you are interested particularly in that.
One further feature with regard to the pay-off provisions gen
erally. Under the existing law, there is no limitation, apparently.
We may find it difRcult to find a depositor determined to make a
claim. In fact, we have had to advertise already for depositors to
come in in some instances and make their claims. We should not be
subjected to a continuing liability. We step in at the closing of the
bank, and we are ready and anxious to pay out the insured deposit
liability in that community so that the community will scarcely
realize that there has been a bank failure, but we ought not to be
subject to a continuing liability of those who do no come in within
a year's time and 61e claims with us.
So provision is made for a year's statute of limitations, and that
does not mean, of course, that the depositor loses all of his rights
if he does not come in and claim his share. He loses all of his right
to insurance, but he still has his claim against the bank, and if we
are the receiver of that bank, we will have to treat him the same as
other creditors are treated.
Now, it seems to me that I have covered all of the principal
changes.
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Do you think of anything more that I ought to touch on, Mr.
Crowley 2
Mr. CROWLEY. I think that you might explain to them a little
more in detail about this liquidation in pay-off, the reason we want
to bring it in here, to shut on that expense.
M r. BiRDZELL. Yes. M r. Crowley reminds me of one change in
connection with the pay-off feature that I should have commented
upon, but which I omitted to mention.
Where, under the existing law, we set up a new national bank, there
is just one thing that we can do with that bank, and that is to keep
it alive for 2 years. To keep it alive for 2 years may involve a lot
of useless expense. After that bank has served its purpose, and paid
off 90, 95, or 99 percent of the insured liabilities in that community,
we ought to be given discretion to fold it up and say to the people
that have not come in, " You may present your claim at the district
ofHce of the Federal Deposit Insurance Corporation ", because we
have offices in most of the Federal Reserve districts, or we ought
to be able to pay to them, " Present your proof to the head ofHce of
the Insurance Corporation." There is no need, in other words, of
requiring that this bank shall be kept in operation for 2 full years,
so provision is made here whereby as soon as the active period is
over in that locality, if there is no further need for that institution
there, we can deal with it in the manner that I have just indicated
in the interest of reasonable economy.
Mr. HANCOCK. Ip that what you propose in the new act?
Mr. BlRDZELL. Yes.
Mr. HANCOCK. I thought that you were asking Congress to relieve
you-----Mr. GOLDSBOROUGH. Let him finish his statement, please.
Mr. HANCOCK. I should not have asked that question now, but I
have such a different impression from him about that, that I thought
he might be mistaken about it.
Mr. BiRDZELL. I hope that I have made it clear that we may op
erate a pay-off in a particular case without setting up a new bank
at all.
Mr. HANCOCK. You did not make that clear.
Mr. BiRDZELL. I f I did not make it clear, I want to do so. When
I spoke of the transferred deposit, I said that the transferred deposit
may be set up either in a new bank or in an existing insured bank.
If, for instance, the community is one where there may be a desire
to set up a State bank, or where there may an existing, operating
State bank that is insured, we can set up in that existing, operating
State bank, or in a new State bank that may be at once capitalized
and become insured, transferred deposits to the credit of all of the
depositors in the old bank, and to the extent of the insured amount
of their deposits—that can be done, and that is a new feature. There
is one other feature that Mr. Crowley suggests.
The act as it is proposed will become effective upon its approval,
which will mean that immediately the permanent plan may be put
into effect; but provisions are inserted in the act that will enable
every bank, whether it desires to come into the permanent plan or
not, to have the benefit of insurance on its deposits until July 1st,
as provided in the existing law. In other words, while this act may
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become effective as a permanent insurance plan immediately upon
its approval, any bank that is not a member of the Federal Reserve
System that desires to withdraw may do so upon giving notice
within 30 days after approval, but its deposit will continue to be
insured until the 1st of July of this year.
One other provision with respect to Federal Reserve membership.
Provision is made in the existing law whereby nonmember banks
may enjoy the benefits of insurance in this Corporation until July 1,
1937, without becoming members of the Federal Reserve System.
Our experience up to date with insured banks is a strong indication
to us that two types of banks, at least, which we have in the fund,
will not Rnd it to their advantage, except for some wholly arti&cial
reason, to ever become members of the Federal Reserve System, and
those two types of banks are mutual savings banks and Morris Plan
or industrial banks.
So we propose in this act to amend the provision with respect to
Federal Reserve membership so as to exclude Morris Plan banks,
industrial banks, and mutual savings banks from that requirement;
and that will mean simply this, that commercial banks desiring to
continue insurance after July 1, 1937, will be required to join the
Federal Reserve System.
Mr. DiRKSEN. May I ask a question at that point?
Mr. GOLDSBOROUGH. I would like to proceed in accordance with
seniority, on one side and then the other. Mr. Hancock.
Mr. HANCOCK. I am not sure that he is through.
Mr. GOLDSBOROUGH. Are you through?
Mr. BiRDZELL. Perhaps I ought to compnent on this, that there is
one provision of law—it is paragraph 5 on page 32—under which
we can require banks to protect themselves against loss through insurance—fidelity insurance, burglary insurance, and that sort of
thing. It reads:
Each insured hank shall provide such protection and indemnity against bur
glary, Rdelity, and other similar insurable losses as the board o f directors, by
regulation, may require adequately to reimburse the bank for such losses.
Whenever any insured bank fails to comply with any such regulation the Cor
poration may contract for such protection and indemnity and add the cost
thereof to the assessment otherwise payable by such banks.

We can give you an illustration of a bank in operation today
wholly by reason of the fact that it does have burglary insurance.
A large amount of money was taken from that bank. The insur
ance company is contesting the claim. We looked into the claim,
and we think that it is a good one against the insurance company,
but the company contends that it is not liable for more than about
one-eighth of the loss. I f they are not liable for the loss, that bank
is insolvent today.
In view of the fact that its deposits are insured, and in view
of the fact that the bank's attorneys and we feel that that bank has
a fair prospect of recovering from the insurance company, that bank
is operating today.
We think that we are entitled to whatever protection can reason
ably be required of banks against losses that we know to be rather
of frequent occurrence—defalcations, burglary, and the like.
We have also made provision in here to protect State banks against
robbery, and so forth, where those banks are members of this Cor
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poration. You gentlemen would be surprised, perhaps, to know that
in a number of instances ofEcers operating State banks have written
in to us and suggested that some provision ought to be in the Federal
law which will operate as a deterrent to bank robbers, because they
say that their local authorities are absolutely at a loss to deal with
those situations and that bank robbers take advantage of that and
consequently rob the State banks, with almost immunity from
prosecution.
The experience is different with regard to the Federal Reserve
member banks, and the insured banks want to be given the same pro
tection that is accorded now to the Federal Reserve member banks,
so that the criminal features of the law in that respect have been
extended to cover insured banks.
Now, I would be glad, indeed, if I may assist the committee any
further by answering questions that might be based upon any feature
of the proposed act.
Mr. GOLDSBOROUGH. Mr. Hancock, have you any questions that you
want to ask at this time ?
Mr. HANCOCK. I do not know. What is the pleasure of the com
mittee as to proceeding? How much longer are we going to sit!
Mr. GOLDSBOROUGH. We will proceed to half past 12, I presume,
unless there is some objection on the part of the committee.
Mr. HANCOCK. There are two or three questions that I would like
to ask Judge Birdzell.
I am very frank to say that I have not given the time and thought
to this proposed legislation that I do intend to give to it ; but based
upon the statement made the other day by Mr. Crowley with respect
to the amount of assessment on the banks, as I understand the new
law, the Corporation would have the right to levy an annual premium
of one-twelfth of 1 percent on the total deposit liabilities. Is that
correct ?
Mr. BiRDZELL. The act itself does that.
Mr. HANCOCK. Is that discretionary with the Board ?
Mr. BiRDZELL. No; that is the assessment rate that is prescribed in
the law. There is provision, however, that would give the Board a
discretion to lower the assessment at some future time, if experience
seemed to warrant it.
Mr. HANCOCK. What do you mean, exactly, by lowering the assess
ment, Judge ?
Mr. BiRDZELL. Suppose, for instance, that we went on for 2 or 3
years and added very materially to our reserves through assessments
collected, and suppose that we had added, we will say, $75,000,000 to
our funds available to meet losses. Suppose further that we had had
favorable experience all the way through; and suppose that we
should come upon a day when the banks were not earning, so that
they might complain—this assessment would take substantially, you
see, 1 percent on the entire capital of the bank; and suppose that
they would say, " Your reserves are up; your experience is favorable;
it is a hardship for us to meet this; can you not reduce the assessment
for this particular year? " or for a particular 6 months' period. It
is collected in two installments.
Mr. HANCOCK. Under the law, how much could you reduced!
Mr. BiRDZELL. Not more than 50 percent.
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Mr. CROWLEY. Let me say something about that to Congressman
Hancock.
I do not think that this provision, where you might have a right
to reduce the assessment, could be hoped to be operative for a great
many years. The Corporation should build up its surplus. I do
not think that the board would look with favor toward reducing
the assessment in the event it got a surplus of only $75,000,000, be
cause I do not think that is adequate.
Mr. HANCOCK. The point that I am trying to bring out is that I
got the impression the other day, from the statement presented by
Mr. Crowley, that it was the judgment of the Corporation that the
banks should not be responsible for all of this insurance protection.
Mr. CROWLEY. I think that that is correct, Mr. Congressman.
Mr. HANCOCK. That is the phase of this that I want to discuss
with you, to And out how much protection you think should be fur
nished by the banks and what contingent liability you think should
exist against the Government.
Mr. CROWLEY. I think this, Mr. Congressman, we must correct
the evils of the past. If we are going to have the same loss ratio
that we have had in the last 12 years, then I do not believe that the
banks can carry that load themselves. I cannot conceive of this
Congress or any other Congress not recognizing the necessity of
correcting some of the abuses of the past. I f we can correct and
strengthen our banking system, then the amount that might have to
be asked from some other source may be a very nominal amount,
maybe nothing at all. If, however, we are to have a crisis again
like we had in 1933, this fund could not take care of the demands
upon it. I think that the losses of this fund will be nominal in the
Aext few years. In the meantime, the Corporation should continue
to build its surplus, so that in 10 or 20 or 25 years from now, if you
have trouble like we had, perhaps, with some of our smaller com
munities, our fund would be suScient to take care of the demands
without calling on the banks for an additional burden at a time
when they are under as heavy a load as they can carry.
Mr. HANCOCK. I , of course, appreciate the splendid purpose be
hind your viewpoint there, but what I am thinking about is this, that
your statistical department has evidently made exhaustive studies in
order to arrive at a fair assessment, and one that would be protec
tive, and it seems to me, from my recollection of your statement the
other day, that you said that to protect the depositors in all failures
that had occurred from 1864 to 1934, it would have required an as
sessment of one-third of 1 percent, and to eliminate from that period
what we might term the panic years, it would have required oneeighth of 1 percent.
Mr. CROWLEY. That is right.
Mr. HANCOCK. Now, you arrive at an assessment of one-twelfth
of 1 percent.
Mr. CROWLEY. As I understand it, if you eliminate the periods
of depression, I think that our figures show that one-tenth of 1 per
cent would take care of those losses on a $5,000 limit.
Mr. HANCOCK. I fully appreciate the wisdom and desirability of
keeping the rate as low as possible to prevent it from being burden
some to the banks, especially today, but now we are engaged in
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writing a peimanent law, and the suggestion has been made here
that it is not the purpose of the fund to protect the depositor. Am
I correct?
Mr. CROWLEY. I do not think that is correct, Mr. Congressman.
What I really said was this, that if we were to be given certain
supervisory powers we could protect ourselves. You might go back
to 1920, when you had 30,000 banks. We lost nearly 15,000 banks
from 1920 to 1933. A great many of our overbanked conditions
have been washed out.
If we do not make the same mistakes as before and do not let
this overbanked condition come back again, and if we can protect
ourselves by going into a weakened institution and perhaps buying
the assets or absorbing losses in order that mergers can be brought
about, we are going to get away with a much lower loss. If we are
given power to protect ourselves from loss, then I believe that this
corporation can get along with a reasonable income. On the other
hand, if we are just going to drift as in the last few years, then I
do not believe you can assess against the good banks sumcient money
to take care of the weaker banks without crippling the capacity of
the good banks to write off their losses currently.
When it is all said and done the strength of the fund depends
upon the banks being so well run and their earning capacity being
suRicient to allow them to take their losses currently in place of let
ting them accumulate. I think everyone will agree that a good
many banks permitted their losses to accumulate. Some of these
banks even paid dividends, whereas they should have written off
their losses.
I think that this fund should eventually build a suiEciently large
surplus so that in the ordinary regional depressions—not a depres
sion like 1933—this fund could pay its losses promptly without mak
ing an assessment against the Government or the banks.
Mr. HANCOCK. I notice that in the new act you propose to vest dis
cretion in the board of directors with respect to the allocation of
your capital fund—and I am just asking these questions in order
that we may have a record before us. I am wondering if, in making
that request, there is an implied suggestion that a situation might
arise whereby you would prefer to resort to that fund in paying your
losses rather than to levy an assessment ?
Mr. CROWLEY. No. Our assessment of one-tenth of 1 percent or
one-twelfth of 1 percent will bring us in from 30 to 39 million
dollars a year. Supposing that during the Rrst 2 years, before
you built up any surplus, you should have a serious failure. I f
we were to pay that loss, we would pay it out of capital and im
mediately have an impaired capital. I do not think it makes any
difference to the Government whether they have a no-par-value
stock or $100,000,000 capital and $200,000,000 surplus, or whether
they have that all in capital, because that money was given to us
for the purpose of aiding us in paying losses. Only to have the in
come from that money, while it is helpful, is not enough. In other
words, the psychological effect of our Corporation would be better
if eventually we had $100,000,000 capital and $500,000,000 sur
plus----Mr. HANCOCK. Yes; I understand that thoroughly.
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It was my impression that, to begin with, that capital fund was
not to be used to pay losses. Is that correct ?
Mr. CROWLEY. I do not know what else they gave it to us for, then.
Mr. HANCOCK. My understanding was that it was more or less for
back-log or reserve.
Mr. CROWLEY. It if was not a reserve for losses, what was the
purpose of giving it to us ?
Mr. HANCOCK. Under the original act, of course, you had the
right to expand three times the amount of the capital structure.
Mr. CROWLEY. Yes; but when you get to the point where you are
expanding and borrowing, that does not create confidence. That
you would only do in case of dire necessity.
Mr. HANCOCK. Surely the capital upon which you expand your
credit should be the last thing that you would touch.
Mr. CROWLEY. That is the reason why we are asking for a re
duction in the capital, so that we do not touch that capital. That is
the reason why we do not want to impair our capital.
Mr. HANCOCK. What is going to happen to the amount of $139,000,000 that we took away from the Federal Reserve banks and
allocated to your Insurance Corporation?
Mr. CROWLEY. Well, as I see it, it does not change their position
any. One hundred thousand dollars worth of stock in a corporation
that is worth $100,000, and that has no surplus, or $100,000 in a
corporation with $10,000 capital and $90,000 surplus, does not affect
the real value of our investment.
Mr. HANCOCK. You probably did not catch my point. I under
stood that a trade arrangement had been made whereby the Federal
Reserve System would sell its stock to the Treasury Department. Do
you know anything about that?
Mr. CROWLEY. I do not recall.
Mr. HANCOCK. Is it not a fact that the Federal Reserve System
has sold $20,000,000 of that stock to the Treasury!
Mr. CROWLEY. That is in your industrial loan act of last year.
Mr. HANCOCK. That was an indirect way that they had of doing it.
Just one other feature at this time, Mr. Crowley.
One of the most important and attractive features of this act to me.
to begin with, was when our chairman emphasized that under the law,
in event of a failure, the Corporation would immediately set up a new
institution, so that the business of the community could go along
smoothly. I recognize that there may be times when to do that
would be futile, when it would be improper, and when it would be
unwise, but I think that it would have a very serious effect if the
board here should decide, as a matter of policy, not to carry out the
original provision with respect to that section. Of course, there
would be no sentiment in a community to set up a new bank on the
failure of a bank, but in time every community would want the
assistance of this Corporation in building up a new banking struc
ture in that community, and I do hope that this board will not act
arbitrarily in that matter in worthy cases.
Mr. CROWLEY. I do not think there is any doubt but what the
board is sympathetic with the idea of giving to every community
a bank as long as that community needs that bank. Let me tell
you what our experience in the past has been. For instance, we paid
off at Pittsburgh. Pittsburgh already has a great number of banks.
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We have stayed there for several months now, and an expense is
accumulating against us every day. We went into Indiana and we
paid off an institution there. That community has sufHcient banks
all around it. There are a great many instances in the cities where
you have two or three banks and where two banks can take care of
that community well.
Mr. HANCOCK. I know that the board has been acting wisely and
has done splendid work, but can it not be assured in some way that
where there is only one bank in a community, the Corporation would
always replace the closed institution ?
Mr. CROWLEY. Let me say to you that I think you have to take
some of this on the faith of the Corporation. The Corporation now
has operated for some 15 months, and I think the great majority
of the small bankers feel that we have been very sympathetic with
them in trying to understand their problems. You men are here
every single year. If the Federal Deposit Insurance Corporation
gets too autocratic in some of these things, you men will immediately
put something in the law to stop that abuse.
Mr. HANCOCK. Nothing that I have said has suggested that I feel
that way.
Mr. CROWLEY. I understand that.
Mr. HANCOCK. Now, here is one other point that I want to clear
up, and then I am through.
Could not some arrangement be made with the insured member
banks whereby they would agree with the Corporation that the un
expended balances in trust funds were actual trust funds, and not
deposits ?
Mr. CROWLEY. Judge, that is your end of it.
Mr. HANCOCK. I have had a number of complaints from North
Carolina on that particular point. Why would it not be proper and
perfectly legal for the officers of a bank to enter into an agreement
with you which would clarify the question as to whether they actually
constituted deposits or not?
Mr. BiBDZELL. Then, if the bank should fail, and the owner of those
funds should come to make claim against the Corporation, what
would we say to the owners of the funds?
Mr. HANCOCK. You would just say what the bank ofRcers had said
to
Mr. HANCOCK. If they had enough confidence to put their money
in the bank that was manned by those ofRcers, they certainly ought to
be forced to rely on their agreement.
Mr. BiRDZELL. But it is not the agreement of the depositor. It
would be the agreement of the bank, and the depositor would be in
the position of having his claim unsatisfied. It would be hard for
him to distinguish between what he had coming from the bank in the
shape of uninvested trust funds and what he had coming from the
bank on his savings account. Furthermore, there would come a time
when it would have to be otherwise treated.
Take this situation: Say that it is a national bank that operates a
trust department. The trust funds may be deposited from the trust
department into the commercial department of the bank, and they
may be utilized just as all other funds of the bank are utilized, in
channels of commerce. Now, when the funds are placed at the dis
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position of the commercial department of the bank, or when they
might be deposited in another bank, certainly the persons that are
beneficially interested in those funds should be entitled to protection,
and certainly also they become deposits just like all other deposits in
the bank, and they are used as such.

Mr. HANCOCK. That is all.
Mr. GOLDSBOROUGH. Mr. Hollister.
Mr. HoLLisTER. With respect to the issue of notes and debentures
of the Corporation, the existing law provides that they may issue two
or three times the amount of the capital.
Mr. BiRDZELL. Yes.
Mr. HoLLisTER. They are not guaranteed by the Government,
although they are tax exempt.
Mr. BiRDZELL. Under the proposed law they would not be*
Mr. HoLLisTER. I s that in the proposed law?
Mr. BiRDZELL. Yes; that is in the proposed law, although I did not
cover it.
Mr. HoLLisTER. That is what I thought, that there is no guarantee
whatsoever of that kind, either in the existing law or in the new law.

Mr. BiRDZELL. But the Treasury is authorized to purchase them.
Mr. HoLLisTER. The Treasury is authorized to, but the Treasury
might not purchase them. But there is no guaranty by the Govern
ment of those debentures?
Mr. BiRDZELL. You are correct.
Mr. HoLLisTER. Under the existing law, where there is a provision
that three times the amount of capital may be issued in bonds and
debentures, those debentures can be sold to better advantage because
of the unlimited assessment provision, for as long as losses may be
assessed continually against the banks, there can always be built up
a protection in the Corporation for those who buy the debentures.

Mr. BiRDZELL. That is correct.
Mr. HoLLisTER. But under the proposed law, with a limitation of
one-twelfth of 1 percent a year, it is diiBcult for me to see the possible
market of those debentures outside of the Treasury. Here you have
a debenture that is not guaranteed by the Government, even though
it is nontaxable. Under a set of disastrous circumstances your capi
tal aud surplus might be completely wiped out.
Mr. BiRDZELL. There is a further market provided for those de
bentures, the Reconstruction Finance Corporation, to the extent of
$250,000,000.
Mr. HoLLisTER. Yes; but that would require action by the Govern
ment. I am not saying that it is wrong, but I am merely trying to
get at the change in the whole idea. The original idea was a de
benture which was a sound proposition for private capital, because
of the fact that it had behind it the whole banking system of the
country, under the unlimited assessment idea. Now you have a
debenture which it seems to me has no private market whatsoever,
but is solely valuable insofar as the Reconstruction Finance Corpo
ration or the Treasury would care to invest.
Is not that the case $
Mr. BiRDZELL. Yes.
Mr. HoLLisTER. It really ceases to be a private obligation to be
sold in the market.
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Mr. CnowLEY. It is true that if we had to issue debentures to
private borrowers up to three times the capital, undoubtedly the con
dition would be such that you could not find a ready market. It
might be-possible that you had $300,000,000 in securities and that
you might only want to borrow $50,000. Of course, you could sell
debentures on that kind of a collateral provision.
Mr. HoLLisTER. Of course, the theory in selling debentures would
be to get additional funds in order to satisfy the demands of the
Corporation, and if conditions should arise where it would appear
to be necessary for the Corporation to sell debentures, under the new
law it seems to me that the average private investor, when he would
realize that the only thing back of these debentures is the possibility
of collecting one-twelfth of 1 percent annually, would say, " Not
withstanding the nontaxable feature, that is hardly a thing that I
am interested in."
Mr. CROWLEY. That is true if you had a critical situation.
Mr. HoLLisTER. But would you be selling them unless you had a
critical situation?
Mr. CROWLEY. No; unless you would be doing it for some short
term borrowings. Suppose that you had $3,000,000 in securities and
the market might be temporarily down. That would not affect
your borrowing as long as you had adequate collateral. However,
if we got to a point where we had an emergency, and we had to issue
4 or 5 million dollars of debentures at that particular stage, I do
not believe that the open market would absorb those debentures un
less you had the Government guarantee. The fact that the Secre
tary of the Treasury would come to our rescue if we had that kind
of a condition, however, gives us some confidence.
Mr. HoLLisTER. I am not presenting the view that it is wrong. I
am merely trying to bring out that, after all, if such debentures
under the new law should be issued, some kind of governmental
agency, the R. F. C. or the Treasury, would have to take them.

Mr. CROWLEY. We have $250,000,000 that the R. F. C . have ear
marked for our corporation.
Mr. HoLUSTER. On page 5, in section 11, as to obligations payable
outside of the United States, that affects only a few banks and is put
in there because of the foreign competitive situation, is it?
Mr. BiRDZELL. It affects banks that have European branches, or
branches in outlying possessions, like Puerto Rico.
Mr. HoLLisTER. Was that not included in the bill that passed the
House last year, but which never got through the Senate ?
Mr. BiRDZELL. No; that is the old law.
Mr. HoLLisTER. Section 11, on page 5?

Mr.
Mr.

BiRDZELL. Where is the provision that you are referring
HoLLisTER. The proviso at the bottom, which reads:

to ?

.P!r<M77<%e<7, That any obligation o f a bank which is payable only at an oiRce o f
the bank located outside the States o f the United States, the District o f
Columbia, and the Territories of Hawaii and Alaska shall not be a deposit for
purposes o f this section or be included as a part of total deposits or o f an
insured deposit.

Mr. BiRDZELL. That was in the omnibus bill, which
through.
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Mr. HOLLISTER. And that is there because, if they had the cost oi
the insurance to add to their operating cost, they would be in a bad
competitive situation in a foreign country!
Mr. BiRDZELL. Yes; that is the purpose of that, if I understand
your question, and that provision there is consistent with the provi
sion in last year's omnibus bill.
Mr. GOLDSBOROUGH. Mr. Williams.
Mr. WiLLiAMS. To my mind, there are two very fundamental
things in this bill.
First, I am thinking about what you are going to do with some
8,000 nonmember banks that are not in the permanent insurance plan,
and which will not be under the provisions of this bill.
In the second place, there is the question of a limited liability.
Now, it is not contemplated, is it, that there will come a time when
these insurance deposits will not be paid in full?
Mr. CROWLEY. You mean that these funds will not be suHicient?
Mr. W iLL iAM S. Yes.
Mr. CROWLEY. It is my honest judgment that if you will give to
this Corporation the supervisory powers that we have asked for, that
this Corporation should be able to keep itself solvent, barring unfore
seen accidents.
I f this country cannot operate a banking system so that the depos
itors will not suffer losses that may break this Corporation, then
there is something distinctly wrong with your banking system and
your monetary system. That calls for a corrective measure far
beyond the powers of the Federal Deposit Insurance Corporation.
Now, I believe that this Corporation can operate and pay to depos
itors their losses with any kind of normal conditions.
Mr. W iLL iAM S. That is perhaps true.
Mr. CROWLEY. I hope it is true.
Mr W iLLiAM S. I am not so much concerned with the power of the
Board to reduce this assessment as I am with the power to raise it in
case it is necessary, in order to take care of the liabilities of the
Corporation.
Mr. CROWLEY. You understand that while the Corporation would
look with favor on all of the revenue that you can give us, neverthe
less you cannot have an unlimited liability or a liability so large
that in times of stress you may weaken your entire banking structure.
Mr W iLLiAM S. Then your whole system, at the very time that it
is needed the most by the depositors of the country, breaks down ?
Mr. CROWLEY. I think that is where supervision comes in—to pre
vent that.
Mr. W iLLiAM S. You have the supervision which will do it.
Mr. CROWLEY. Correct.
Mr. W iLL iAM S. But why not, if you say that you can administer
the law in such a way as to prevent those losses by the discretion and
the power that is in the Board, increases the assessment in case it is
necessary ?
Mr. CROWLEY. I think that there is a danger that deposit insurance
might break down the private initiative of men who are trying to
operate these institutions. We have a great many banks that we
are insuring almost 100 percent. Men operating these banks will
not have the same incentive as those which are operating banks only
5,10, or 15 percent insured.
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Mr. W iLLiAM S. Of course, you agree that we do not need any
insurance as long as there are no bank failures.
Mr. CROWLEY. I think that you will always have a certain number
of bank failures, but it is like anything else—like your hospitals or
your railroads or anything. If you have an epidemic in Washing
ton where everyone ini Washington is sick, your hospitals are not
large enough to care for them. You cannot build this fund large
enough to pay out 16 or 19 billion dollars overnight.
Mr. W iLLiAM S. Then it is based upon the idea that you may have
a condition where you could not pay out ?
Mr. CROWLEY. I think everyone will agree that we could not pay
out our entire liability at one time.
Mr. W iLLiAM S. What other contingent funds have you in mind if
the assessment fails ? What else would you do ?
Mr. CROWLEY. We have our right to borrow from the Treasury.
That is all we have.
Mr. W iLLiAM S. You are assuming, now-----Mr. GOLDSBOROUGH. You do not mean the right to borrow? You
mean that the Treasury is authorized to loan if necessary ?
Mr. W iLLiAM S. You mean that under this act the borrowing power
is confined to the Treasury Department alone?
Mr. CROWLEY. And to the $25,000,000 from the R. F. C.
Mr. W iLLiAM S. Under this act, are private individuals permitted
to lend you money on your debentures s
Mr. CROWLEY. Yes; they are permitted to do it.
Mr. W iLLiAM S. If they want to?
Mr. CROWLEY. Yes; if they want to!
Mr. W iLLiAM S. If there is a private field for the investment, they
are permitted under this law to invest in your debentures!
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. You have that power?
Mr. CROWLEY. That is right.
Mr. W iLLiAM S. What is the purpose of allocating the capital struc
ture of that institution to surplus ?
Mr. CROWLEY. I do not think that allocation of capital has any
thing to do with the right of borrowing.
Mr. W iLLiAM S. It is the intention to use that in case of need to pay
the losses!
Mr. CROWLEY. Yes. We may take-----Mr. W iLLiAM S. The idea back of it is that the money that is re
ceived from the Federal Reserve banks and from the Treasury should
be used as a reserve fund to pay these losses, rather than from the
banks themselves ?
Mr. CROWLEY. That is correct.
Mr. WILLIAMS. Now-----Mr. CROWLEY. Let me answer that. I think the Government, when
it licenses a bank and establishes a banking system, assumes a respon
sibility to the depositors, and when it created this Corporation I think
that it assumed a responsibility for the protection oi the depositors.
I do not believe that any man argues that we should continue to permit
losses to occur as has been the case in the last 12 years.
Mr. W iLLiAM S. Nobody will contend that, I think, but you expect,
by reason of your regulatory powers, and by reason of reports made to
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you, and your inspections, to regulate, within reasonable grounds, the
banking activities of the country and to prevent these failures?
Mr. CROWLEY. But, Congressman, we do not guarantee to prevent
failures entirely. We hope to reduce the number of failures.
Mr. W iLLiAM S. That is so, and the very purpose of all this insur
ance, according to my idea, should be to guarantee, in case of failure,
the payment of the depositors in full.
Mr. CROWLEY. I think that is correct, but I do not see any way in
the world that you can draft a bill or that you can give us sufficient
funds, so that you could say that at all times, regardless of whether
you have a complete collapse of your banking system, this Corpora
tion could pay the losses of all depositors.
Mr. W iLLiAM S. Could you conceive of a complete collapse in the
banking system of this country now, under the supervision of your
Corporation and of the Federal Reserve system?
Mr. CROWLEY. All that I can say to you is this: I believe that under
our rebuilding program, the banks as a whole are in the best shape
that they have been in a great many years* With the proper kind of
supervision we should not have the losses that we have had in the past.
Mr. W iLL iA M S. Now, merely to furnish a factual background, there
are about thirty-six billion and a half in deposits now, are there not?
Mr. CROWLEY. That is correct.
Mr. WiLLiAMS. W h a t part o f that is in tim e deposits?
Mr. GOLDSBOROUGH. Would it be agreeable for you gentlemen to
come back tomorrow morning?
I want to say to the members of the committee that there is a
gentleman here from California who has to go back tonight, and he
and Mr. Ford have both asked that he be allowed to put a statement
in the record.
Mr. Adams, will you come up here, please?
It is very important, Mr. Adams, that the members of the com
mittee get to the floor of the House as quickly as possible, and I am
wondering if you could limit your statement to 10 minutes, and then
give to the members of the committee the written statement which
you left with me the other day.
STATEMENT OF EDSON F. ADAMS, PRESIDENT FARMERS AND
MERCHANTS SAVINGS BANK, OAKLAND, CALIF.

Mr. ADAMS. I think that I would have to read the statement, Mr.
Chairman, in order to make it clear. I f I did not do that, I do not
think that they would grasp it.
Mr. GOLDSBOROUGH. You will proceed, then.
Mr. ADAMS. It appears quite necessary at this time that the Bank
ing Act of 1933 and Federal Deposit Insurance Act be amended
covering certain important matters as they now injuriously affect
banks doing a strictly savings bank business and, also, mutual sav
ings banks of the Middle Western and Pacific States which are
not numerous enough to protect themselves by establishing a savings-deposit guarantee under State authority, as has been done in
the State of New York.
Briefly, the main changes requested in the present laws are as
follows:
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First, savings banks, doing no commercial business, and mutual
savings banks should be placed in a class or group by themselves
instead of being required to join in guaranteeing deposits in banks
doing all types of banking.
Second, savings banks should be granted the right to obtain in
terest on deposits with approved commercial banks of reserves and
surplus funds awaiting the demand for savings bank loans*
Third, savings banks and mutual savings banks should not be
forced to join the Federal Reserve System to obtain insurance, since
they do no commercial business, and, therefore, are not able to avail
themselves of its facilities*
Fourth, savings banks in the West should be granted the right
to allow depositors to use checks against short-notice savings
accounts, in order to protect their term-savings accounts against
competitors. State savings banks in California have had this right
for many years.
As to savings banks guarantee of all types of deposits, if the
country is to have permanent-deposit insurance, the great criticism
of the present act is that all banks are put together in one group,
when their methods of business are, in many cases, diametrically
opposed, some pay interest on practically all of their deposits, while
others pay no interest on any deposits and therefore require entirely
different handling of their resources.
It appears there should be two or three Federal Deposit Insurance
Corporations, based on the actual liability involved, instead of one,
with separate oiBcers and garuanties for each corporation represent
ing each group of banks, and with provision for representation on its
board of directors; the commercial banks being placed in one group,
the departmental banks in one group, and the strictly savings banks
and mutual savings banks together in a separate group. In this way
each member of each group would be insuring its own type of business,
which would be the only fair way to handle it. Insurance for savings
banks would command a very low rate compared with commercial and
other types of banks. In California all savings-bank loans can be
made only on the highest type of security and the classes of security
and the conservative margins required are plainly stated in our bank
act.
It is neither fair nor just to mutual savings banks and strictly sav
ings banks, as operated under western conditions, to link them with
departmental banks, commercial banks, and trust companies, where
money is shunted from one department to the other, as the oppor
tunity offers to play with the savings of savings depositors. Nor is
this all. In many banks property taken in under foreclosure is
thrown into holding companies owned by the bank's stockholders and
manipulated so as to hide the fact that the bank is carrying property
taken for debt, thereby weakening the bank and deceiving the public.
Real savings banks, operated as such, are a boon to the man or
woman of small means. Conditions in the West are different from
those in the Eastern States, hence codes, rules, and regulations should
vary in each Federal Reserve district to conform to existing conditions
or customs not in conflict with good savings-bank practices.
This is so not only in banking but also in other lines of business:
For example, the Rrst N. R. A. chief in California found that codes
prepared to cover eastern conditions did not Rt those in the West.
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National banks under several administrations have been receiving
the individual savings of the people and issuing savings passbooks
showing deposits and the money so received credited to the depositor
as a savings deposit, but here it ends. In practice, from here on, the
money so received is put into and mingled with the other funds of the
national bank, a commercial institution.
In a national bank the people's savings deposits can be loaned on
notes of hand at will be the ofEcials of the bank, and, if they choose?
without any security whatsoever to protect the loan except the per*
sonal responsibility of the recipient of the loan.
In the interest of safety the money so deposited by savings depos
itors should be loaned without the borrower first putting up ample
approved security to secure the money so loaned. In California the
law governing State banks requires that no money received from
savings deposits be loaned either by strictly savings banks, mutual
savings banks, or by a savings department of a departmental bank
except on ample and approved security. These provisions are appar
ently entirely ignored in the National Bank Act.
Mr. GOLDSBOROUGH. I do not believe that it will be possible for the
members to stay, and each member has a copy of the statement that
you are reading, Mr. Adams, and I am going to suggest, sir—and I
want to be of every service that I can to you and your institution—
that you just insert your statement into the record. I can assure
you that every member of the committee will read it.
You have seen how they are leaving. I do not believe that you can
hold them.
Mr. W o L C O T T .-I am staying here merely out of courtesy to you,
and I would prefer to read this in my ofBce, if you are just going to
read it. I understood that you were going to comment on it as you
went along.
Mr. ADAMS. No; the comments are all in it, but I have some addi
tions, in regard to other things.
Mr. WoLcoTT. My opinion is that that which is written you could
put in the record without reading. We have some important legis
lation on the floor.

Mr. GOLDSBOROUGH. The members of the committee really do have
to go on the floor, and, of course, if you were in a position to wait,
we would be very happy to hear you in full. We are extending to
you this courtesy because you have to get back to California.
Mr. ADAMS. I can wait until the end of the week, if there is no
opportunity now.
Mr. GOLDSBOROUGH. I am not sure about it after Friday. On
Thursday we will have to have the home loan bill on the floor, and
I do not know what will happen.
I can assure you that you will receive just as much consideration
if you will just allow that statement to go into the record. This
committe is not going to overlook reading your statement.
Mr. ADAMS. I will tell you: I would like to submit copies of the
letter from Mr. Parker S. Maddux, who is the president of the San
Francisco bank-----Mr. GOLDSBOROUGH. Yes, sir; without objection, it will be inserted
in the record.
Mr. ADAMs. And also from Mr. Richard M. Tobin, who is the
president of the Hibernia Bank, San Francisco.
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Mr* GOLDSBOROUGH. Without objection, they may go into the record
at this point.
(The letters referred to are as follows:)
TH E SAN FRANCISCO BA N K ,

Rdit FraMCigco, CaMf., -February 6, J935.
EDSON F. ADAMS, Esq.,

President Farmers <%jMerc7Mnifs Raring
DEAR Ms* AD AM S: You have exhibited to me a statement which you propose
to submit to the chairman and members of the Banking Committee o f the
House of Representatives at Washington. In this statement you suggest four
main changes to be made in the present banking laws o f the United States.
The purpose of this letter is to assure you and the committee that this bank
is favorable to all o f the suggested changes.
Hoping that you have a pleasant and successful trip to Washington, I beg to
remain,
Very truly yours,
PARKER S. MADDUx, President.

H IBE R N IA B A N K ,

Ran FraMc/seo,

Fe6rtMM*y 4,

Mr. EDsoN F. ADAMS, President,
F a r m e r s <6 Jferc?Mt%fs S t m w # R an & , 0aA;2tMM%, C a W

DEAR MR. ADAMS: I have carefully read the draft o f your proposed " State
ment to the chairman and Members o f the Bank Committee."
The four objectives which you cite on the Rrst page are all excellent, and
I approve especially o f the Rrst three.
With best wishes for your success, I remain
Yours very truly,
RICHARD M. TOBIN.

Mr. ADAMS. I might say, in connection with these letters, that the
San Francisco Bank has savings deposits of $151,224,000, and total
resources of $167,847,098. They have 36,731 term savings accounts
and also special savings accounts with checking privileges, 5,800;
making total savings accounts 42,531.
The Hibernia Bank has savings deposits of $87,422,625, and the
total resources are $98,593,230. They have 69,889 savings accounts.
The bank of which I am president, the Farmers & Merchants
Savings Bank, has savings deposits of $7,877,094.96, and total re
sources of $8,385,636.68. We have 10,117 term savings accounts and
19,042 term school savings accounts and 2,317 special ordinary sav
ings accounts, with checking privileges, making total savings ac
counts 31,476. In this bank, the percentage of deposits covered by
Federal deposit insurance is 85 percent.
The Zion's Savings Bank & Trust Co. are also desirous of having
some relief, as is shown by their letter to Mr. Frank B. Lanham,
special representative, Federal Deposit Insurance Corporation, Wash
ington, D. C. Their savings deposits amount to $13,103,232.13.
Mr. CAviccHiA. May I suggest that the gentleman be given time to
hand to you any other communications that he wants inserted in the
record. If he does not have them now, he may hand them in later
in the day.
Mr. GOLDSBOROUGH. That will be entirely agreeable, if there is
anything else.
Mr. ADAMS. I would like to call your attention to this, that, of
course, I have some other things here which go to support my
proposition.
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Mr. GOLDSBOROUGH. I am inclined to think that the mutual banks
are going to be taken care of in this legislation. I do not believe
that you are going to find any fault with that.
Mr. ADAMS. I am not a mutual. We are a stock bank, you under
stand, and we have been left entirely out of this bill. The only
people that are referred to in this bill at all are the mutual savings
banks and nobody else, and that puts us in California and in the
West in a bad position. The Zion's Savings Bank & Trust Co., in
Salt Lake City, are, as I have just indicated, in the same position.
Mr. W iLLiAM S. Can you not come into the Federal Savings and
Loan Insurance Corporation?
Mr. ADAMS. No, sir; not unless we join the Federal Reserve Sys
tem, and we have no business in the Federal Reserve System. We
can do no business with them.
Mr. W iLLiAM S. I think that you are in error about that. The law
permits any institution that can qualify to come in.
Mr. ADAMS. We have already joined in the temporary deposit
insurance, you understand.
Mr. GOLDSBOROUGH. And you think that your assessment should
be reduced ?
Mr. ADAMS. Not necessarily, but we do not want to be made liable
for all classes of banking.
Mr. W iLL iAM S. I am talking about the Federal Savings and Loan
Insurance Corporation. I do not know whether you understood
me. The act passed last year by this Congress authorized building
and loan institutions and savings banks of the country to have an
insurance plan. What is the reason that the institution that you
represent cannot come into that plan if it wants to?
Mr. ADAMS. Because we are not a building and loan institution,
as their type of business is entirely different from that of a bank.
The business which we do is of the same character, exactly, as the
mutuals, only that we have stock instead of a mutual association.
Mr. W iLLiAM S. But it includes not only the building and loan
associations but the savings banks and mutual banks as well.
Mr. C A V iccH iA . As I understand it, Mr. Williams, the language of
the act that you are referring to states " and other financial insti
tutions ", which opens the door to this type.
Mr. W iLL iA M S. It not only does that, but it mentions the very
class of institution about which he is talking.
I think, Mr. Adams, that you will find that out upon investi
gation.
Mr. ADAMS. We have not been able to find that, and if we have
to be brought in the Federal Reserve System, then we have to be
come a departmental bank, and we do not want to.
Mr. GOLDSBOROUGH. Let me see if this suggestion will be helpful
to you: I f you will insert what you have there in the record, and
then have an amendment drawn up which meets with your views
and hand that to Mr. Ford, he can then offer it, and we will consider
it with other amendments.
Mr. ADAMS. I will do that, Mr. Chairman, but I wanted to say
this, that you talked of national banks today, and they have savings
deposits amounting to $6,053,020,000, and those savings deposits can
be loaned out on unsecured notes, and there is nothing to prevent
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that, not a thing, and they are doing it, and we do not want to be
tied to the tail of that kite, because we do not consider it a safe way
of handling of savings deposits.
I have been in business for 40 years, and I think I know something
about it.
Mr. GOLDSBOROUGH. Prior to today, I thought that your idea was
that your assessment should not be as great as the assessment of a
commercial bank.
Mr. ADAMS. It would not be under ordinary circumstances, if you
took the liability into consideration.
Mr. W iLLiAM S. As I understand you, you want Congress to set up
another corporation, or an insurance company, simply to take care
of the class of institutions that you represent!
Mr. ADAMS. No. This could be done by classifying us, possibly,
with the mutuals, the outside mutuals which you brought in in your
last amendment.
Mr. GOLDSBOROUGH. I f your bank is really in the same class with
the mutuals, insofar as your liabilities are concerned, I am certain
that this committee will deal very justly with any amendment which
may be offered, and I presume that you will want Mr. Ford to offer
it, because, as I understand it, you only have 3 or 4 of these institu
tions in the United States.
Mr. ADAMS. There would be a great many in the United States,
if they had the opportunity.
Mr. GOLDSBOROUGH. I understood you to tell me that there are two
in California and one in Utah.
Mr. ADAMS. What I said was that the two banks in California
had endorsed my propositions.
Mr. W oL coT T . Are y o u under State supervision!
Mr. ADAMS. Under State supervision.
Mr. C A v iccH iA . I think that that matter could be taken care of
by Mr. Ford, who is a member of this committee.
Mr. ADAMS. Yes. Shall I submit this!
Mr. GOLDSBOROUGH. Yes; and it will be inserted in the record and
printed, and your amendment should be prepared and introduced,
I presume, by Mr. Ford, from your State.
Mr. AnAMs. You mean these additional things!
Mr. GOLDSBOROUGH. Yes. They will be inserted in the record. Just
hand them to the reporter.
The remainder of the statement is as follows:
By combinations and other manipulations, banks incorporated
principally for commercial business have acquired the people's sav
ings deposits, sometimes in amounts almost double their commercial
deposits. In one instance, in a published statement, a national bank
has approximately 260 millions in commercial deposits and ap
proximately 460 millions in savings deposits, all dumped into the
same pot and these savings deposits can be handled and loaned
commercially, with all the attendant risks of commercial banking,
while mutual savings banks and savings banks doing no commercial
business, when loaning their deposits, must require ample security for
all loans made. This condition of facts shows very clearly that
banks having only saving deposits should be put in an independent
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group by themselves and not be forced to participate in guaranteeing
unsecured loans of commercial banks.
As to interest on reserves of savings banks in correspondent banks,
under the provisions of the Banking Act of 1983, mutual savings
banks are allowed to receive interest upon their deposits (sec* 11, par.
The Legislature of the State of California in 1933, with the ap
proval of the State superintendent of banks, amended the State bank
act. General provisions section 21 (1). This section practically
follows section 19 of the Federal Reserve Act but allows savings
banks to receive interest on their deposits with commercial banks.
SECTION 21. (1) No bank shall, directly or indirectly, by any device what
ever, pay any interest on any deposit which is payable on demand: Provided,
That nothing herein contained shall be construed as prohibiting the payment
o f interest in accordance with the terms o f any certificate o f deposit or other
contract heretofore entered into in good faith which is in force on the date
o f the enactment h ereof; but no such certiRcate o f deposit or other contract
shall be renewed or extended unless it shall be modiRed to conform herewith,
and every bank shall take such action as may be necessary to conform here
with as soon as possible consistently with its contractual obligations: jProvided,
That this section shall not apply to any deposit of such bank
which is payable only at an oRice thereof located in a foreign country, and
shall not apply to any deposit made by a savings bank, nor to any deposit of
public funds made by or on behalf of the State, or o f any county, city and
county, city, town, municipality or other public or municipal corporation of
the State o f California, with respect to which payment o f interest is required
under State law. * * *

There are 594 mutual savings banks in the United States, as of
June 30, 1932, and they are located in the following States;
New England States 379, total resources------- ----------------------------- $3, 711,220, 000
Eastern States 195, total resources---------------- --------------------------- 7,047,074,000
Middle Western States 16, total resources--------------------------------220,708, 000
PaciRc States 4, total resources__________________ ______________
155,140,000
T o ta l_____________________________________________________ 11,134,142,000

It will be noted that 574 are located in the New England and
Eastern States, with resources of $10,758,294,000, while the Middle
Western and Pacific States have only 20, with total resources of
$375,848,000, or approximately 3% percent of the total resources of
the mutual savings banks in the United States.
A law giving to the mutual savings banks of New England and
Eastern States special privileges by not allowing strictly savings
banks in the rest of the country to receive interest from commercial
banks upon their deposits is unjust and unsound. In order to oper
ate savings banks conservatively, so they will be able to pay with
drawals without affecting their loaning ability, it is very essential
that they maintain sufRcient balances in cash with banks duly author
ized by the State banking department, as depositories. Unless a
savings bank has the right to receive some interest from its deposi
tories, the tendency would be to operate with as little cash as possible,
in order to meet the interest to savings depositors, costs of operation^
and other demands of the savings bank business. Under certain
conditions of the money market, this might at times cause the hurried
investment in securities and possibly would encourage loaning on a
poorer type of real-estate security.
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As to savings banks as members of the Federal Reserve System,
the Federal Reserve System was inaugurated to develop the com
mercial banking resources of the country. Savings banks, properly
operated, have practically nothing in common with the Federal Re
serve System and it would be a great injustice to force them to join
that System. They are not able to discount their loans with the
Federal Reserve bank and therefore do not receive the main benefit
accruing to commercial banks which are members of the System.
As to savings banks' depositors being allowed the use of checks to
withdraw funds, the Federal Reserve bank, having in mind solely
commercial business, would probably classify checking accounts
against a certain class of savings accounts, on which checks are used
as a convenient form of withdrawal, as being commercial business
which would not be the case, as no commercial loans are made at all
by savings banks in the State of California. It has been found in
California, under western conditions, that a strictly savings bank, in
order to function properly, must have this type of account. These
accounts are opened principally for personal convenience by savings
depositors, who prefer to do all their banking in one place. They
are not of a type that require commercial accommodation. The bal
ances are moderate and the checking service has been found to be a
benefit to the depositor as well as to the savings bank. Also, fre
quently, people obtain loans from a savings bank, open checking
accounts, and some portion of the money remains with the bank for
a long period.
The savings bank of which I am president has over 2,286 accounts
of this type, aggregating over $780,000, of which only 21 are above
$5,000, and 275 between $500 and $5,000; 1,990 accounts are below
$500, which goes to show that these accounts are in no way commer
cial accounts, but are opened for the necessary personal accommoda
tion of our savings depositors; and it also shows that, in our western
country, the ability to allow a withdrawal by check is extremely im
portant and necessary to any savings bank doing only a savings-bank
business. This class of accounts has a provision for a 30 days'
notice, if the bank should require it.
Our State banking department for years has classified these ac
counts as savings accounts. Where there is strong competition by
departmental banks, savings deposits would be transferred from
strictly savings banks that do not have checking privileges, to other
banks, and would force savings banks to open commercial depart
ments at additional expense, without really wanting to do a commer
cial business, simply to accommodate and give personal checking
service to its savings depositors.
With over 40 years of experience in the savings-bank business, I
have observed that strictly savings bank operated by men versed in
savings-bank administration prosper and serve the public in a better
way than those left to be administered by highly specialized commer
cial bankers, whose main thought is the advancement of commercial
business.
I therefore urge that your committee amend the present acts at this
session of the Congress as outlined in the four changes enumerated,
so that savings banks may safely continue deposit insurance and at
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the same time have reasonable protection in operating under western
conditions.
Mr. CAViccHiA. May I remind you, Mr. Williams, that one ques
tion that you asked was not answered, and I hope you will have an
answer as to what will happen to those 8,000 banks ?
Mr. W iLLiAM S. Yes; I am going to go back to that. It is very
important.
Mr. GOLDSBOROUGH. The committee will adjourn until tomorrow
morning at 10:30.
(Thereupon, at 12:45 p. m., an adjournment was taken until
Wednesday morning, Feb. 27, 1935, at 10:30 o'clock.)
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W E D N E SD A Y ,

F E B R U A R Y 37, 1935
HOUSE OF REPRESENTATIVES,

COMMITTEE ON BANKING AND CURRENCY,

Z7. <7.
Hearings on the bill above referred to \vere resumed at 10:30
a. m., Hon. T. Alan Goldsborough presiding.
Mr. GOLDSBOROUGH. The committee will be in order.
Mr. Williams, will you resume your questioning where you left
off yesterday?
STATEMENTS OF LEO T. CROWLEY, CHAIRMAN, AND L. E. BIRD
ZELL, GENERAL COUNSEL, FEDERAL DEPOSIT INSURANCE
CORPORATION— Resumei

Mr. WiLLiAMS. I believe that we agreed that the amount of de
posits in the commercial banks of the country was practically 36%
billion dollars. The last question was, what part o f that is in time
deposits.

Mr. CROWLEY. I am told about one-third. That would be about
12 billions.
Mr. W iLLiAM S. What character of tinie deposits does that involve?
There are different kinds of time deposits*
Mr. CROWLEY. That includes, for instance, savings accounts and
certificates of deposit, where they are not subject to check.
Mr. WiLLiAMS. That means all of the accounts, does it, in which
notice is required before they can be withdrawn; or, in other words,
they are for a definite^ 6xed period and not subject to check at all?
Mr. CROWLEY. That is correct, where you have to give deSnite no
tice of withdrawal.
That does not include postal savings.
Mr. CAviccHiA. Do I understand th at your answer to Mr. Wil
liam s' question includes deposits in savings institutions?
Mr. CROWLEY. No, sir; it does not.
Mr. WiLLiAMS. They are not included ?
Mr. CROWLEY. Would you like some detail on that, Mr.

Williams!
We have some figures here, if you would like to have us read them*
Mr. WiLLiAMS. As fa r as I am concerned, n o ; unless someone else
on the comm ittee wants it more definitely than that.
Mr. CAviccHiA. Does that figure of 36% billions

that you gave
include sums deposited in savings banks and mutual banks?
Mr. CROWLEY. No; it does not; just commercial banks.
Mr. WiLLiAMS. During the last year, or after the passage of the
deposit insurance law and before the creation of this Corporation,
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as I understand it, there have been orders issued by the Federal Re
serve bank and by the Corporation as well concerning the interest
charges to be paid both on demand and time deposits in various banks
that are insured.
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. What have been the savings to the banks of the
country by reason of those orders and their following out the instruc
tions that were given to them with reference to paying no interest on
demand deposits and limiting the amount that they would pay on
time deposits ?
Mr. CROWLEY. I do not know that we can give that to you. That
is in our testimony, Mr. Congressman, and we will give it to you.
Mr. W iLLiAM S. Perhaps I have your statement on that, but let me
see if I understand it. Do I understand from your statement that by
reason of that action on the part of the banks in not paying interest
at all on demand deposits and cutting down the interest paid on time
deposits there has been a saving to the extent of 26 cents per $100
during the year 1934?
Mr. CROWLEY. As the banks became more liquid, and as the demand
for money became less, the banks themselves declined to pay interest
on daily balances. That was prior to the Banking Act of 1933
Then, Mr. Congressman, in the Banking Act of 1933 it was provided
they could not pay interest on demand deposits, and we then showed
a saving that had been brought about by not paying interest on de
mand deposits. A percentage of that saving was brought about by
the legislation in 1933.
Mr. W iLLiAM S. The fact remains that that was done, regardless
of the cause of it, and that the banks during the last year have saved
about one-fourth of 1 percent on their entire deposits by having cut
down the rate of interest paid to the depositors?
Mr. CROWLEY. That is correct.
Mr. Fox. Our Rgures are based on national banks, and the data is
available for the last half of 1933, the 6 months subsequent to the
passage of the act.
That shows that the savings to all national banks because of the
passage of the Banking Act of 1933, which reduced the interest on
time deposits and eliminated the interest on demand deposits, was
28 cents per $100 on deposits, 2 cents of which was due to a reduction
in the rate of interest on time deposits and 26 cents due to the elimi
nation of interest on demand deposits.
Mr. W iL L iA M S. Then, instead of 26 cents, it is 28 cents per $100?
Mr. Fox. That is correct.
Mr. W iLL iA M S. Which would be between a third and a fourth of
1 percent on all of the deposits in the banks, which in Rgures would
amount to how much ?
(At this point Mr. Crowley handed a paper to Mr. Williams.)
Mr. W iLL iA M S. I would like to have that in the record, to show how
much the banks of the country have served by reason of reductions
in the rates of interest paid during the last year.
Mr. REILLY. Have the banks been reporting how much money they
saved as interest on time and demand deposits?
Mr. CROWLEY. The banking law of 1933 forbids that.
Mr. REILLY. I know, but before that did not they make a speciBc
report of the amounts of money that they paid on demand deposits ?
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Mr. CROWLEY. Y es.
Mr. Fox. The national banks hied reports of earnings and divi
dends every 6 months, and in that report is the section which details
their expenses, and there are three items in that section.
Mr. GOLDSBOROUGH. Will you proceed, Mr. Williams?
Mr. W iLLiAM S. It would be a simple matter of calculation.
Mr. Fox. It is about $43,000,000 per year for national banks.
Mr. W iLLiAM S. $43,000,000 for national banks alone.
Have you any data showing the amount that has been saved by the
Federal Reserve members and the nonmember banks?
Mr. Fox. We could put the information in the record for the
Federal Reserve member banks. We did not until this year have
information on the nonmember State banks. Therefore, we could
not give you that information.
Mr. W iL LiAM S. Your statement of a saving of 28 cents per $100 is
based on the record of the national banks alone?
Mr. Fox. Hhat is correct.
Mr. W iLLiAM S. How does that compare with the State member
banks that you know of?
Mr. Fox. I will have to put that in the record later on.
Mr. W iLLiAM S. You will put that in the record for us?
Mr. Fox. Yes, sir.
Total savings in interest paid on deposits by State member banks
were at the rate of $30,000,000 per year. Expressed another way, the
savings in interest expense to State member banks amounted to 29
cents per year for each $100 of total deposits.
Mr. W iLLiAM S. And you have no information at all with refer
ence to the amount that the State member banks have saved on that
item?
Mr. Fox. No, sir. That is not available at all.
Mr. W iL LiAM S. And it is a fact, is it not, that the State nonmem
ber banks have followed the same policy as the member banks and
the national banks in that respect throughout the country?
Mr. Fox. I think so.
Mr. CROWLEY. I think that is generally true, Mr. Congressman*
In some States they have not.
Mr. W iL LiAM S. Now, it is also true, is it not, that you issued an
order—and I refer to your Corporation—limiting the interest on
time deposits to 3 percent, and then later on formulated, at least,
another order bringing it down to 2% percent?
Mr. CnowLEY. TTiat is correct.
Mr. W iLL iA M S. But that was never put into effect, was it? Some
controversy arose over the legality of it!
Mr. CROWLEY. That is correct. A year ago last December the
Federal Deposit Insurance Corporation and the Federal Reserve
Board fixed a 3-percent maximum. Then last December the Federal
Reserve Board fixed a rate of 2% percent, and we did likewise; and
then the controversy arose, and we withdrew our regulation.
Mr. W iLLiAM S. Then the practice that has heretofore prevailed
throughout the country of paying in certain cases interest on de
mand deposits is a thing of the past, is it not!
Mr. GOLDSBOROUGH. May I suggest to you, Mr. Williams, that in
my section, in the First Congressional District of Maryland, they
are still paying 2% percent!
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Mr. WiLLiAMS. But that is not a fact so far as the order of the
Board is concerned?
Mr. CROWLEY. The order of the Board was drawn, but a great
many of the banks, as the chairman says, have followed along on
the 2% percent.
Mr. W iLLiAM S. And they are following that not by your order
or direction but because of their own inclination and perhaps a de
sire to be uniform with the order of the Federal Reserve System?
Mr. FoRD. One big banking group on the coast did not do that
They offered 3 percent; and all of the other banks came to me and
asked me to come down to see you to change it, which I could not do.
Mr. CROWLEY. May I say this, on that matter of time deposits,
first, that I think that history will show that prior to the Federal Re
serve Board and prior to the Federal Deposit Insurance Corporation
issuing their regulations, in years gone by banks paid as high as 4,
5, and 6 percent for what we would term " time deposits." They
offered all kinds of premiums, like blankets and clocks and savings
banks, and the banks which perhaps should not have paid those
high interest rates were the ones that were the most apt to offer to
the depositor an interest rate that was not sound.
Now, the same thing was true of demand deposits. For instance,
a great many of your national corporations would have $25,000 or
$50,000 balances, and the banks would bid for that business; and in
reality in a great many instances it was not of any particular beneRt,
and that was considered as an unsound practice. That is the reason
why in the Banking Act of 1933 you eliminated that abuse, because
it was an unwise and unsafe practice.
Now, the same thing goes for interest on time deposits. What the
supervisory agencies wanted to bring about was that a bank not
only paid to these people a reasonable rate of interest but also gave
them back their principal, because in a great many instances where
the bank paid 4, 5, and 6 percent, the depositors lost a very large
percentage of their principal.
Mr. W iLLiAM S. Is it your idea now that your Corporation should
have the power to direct the members o f your Corporation not to
pay interest on demand deposits and to limit their payments on time
deposits to 2% percent?
Mr. CROWLEY. I think it would be a great contribution to your
banking system if we had that power. There might be given suffi
cient authority, perhaps, that we might take into consideration the
various districts of the United States in regulating that interest.
In other words, we might find that in the East they were able to
put in one rate of interest and in the West another, and under those
conditions the thing to do would be not to make it all uniform,
because in some parts of the country they get a little more money
for their loans.
Mr. W iLL iA M S. But that idea is not contained in this bill?
Mr. CROWLEY. No; it is not; but if you will read the entire Bank
ing Act of 1935, it does give that power to the Federal Reserve
Board.
Mr. W iLL iA M S. Undoubtedly. I think there is no question but
what the Federal Reserve Board has it.
Mr. CROWLEY. And it covers all insured banks in the new act that
has been presented to you.
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Mr. WiLLiAMS. Do you mean by that that the provision with refer
ence to the Federal Reserve Act will cover all insured banks ?
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. And that is on the theory that they will now have
to come into the Federal Reserve System ?
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. But on the theory that we are going, perhaps, to
have a lot of them insured that are not in the Federal Reserve System,
what will we do about them %
Mr. CROWLEY. I think that it would be very helpful to the bank
ing system if that were made a part of the permanent insurance act.
Mr. BiRDZELL. If you will turn to page 65 of your printed bill,
H. R. 5357, you will find a provision there relating to interest. Shall
I read it to you ?
Mr. W iLLiAM S. I think from what you have stated about it, it is
not necessary to read it.
The point that I am asking about it is that there are some 8,500
banks of this country that are not in the System; and it is at least my
view that they will not be in it, unless they want to be, and what
will we do with them with reference to this interest charge!
Mr. BiRDZELL. Do you understand, Mr. Congressman, that this
provision of the bill on page 65 that I have directed your attention
to will enable the Federal Reserve Board to regulate the interest
rate for that portion of those 8,500 banks that is insured ?
Mr. WiLLiAMS. I did not so understand it.

Mr. BiRDZELL. That is the provision of the bill.
Mr. W iLLiAM S. Regardless of whether they are in the Federal Re
serve System or not?
Mr. BiRDZELL. Yes, sir.
Mr. CROWLEY. As long as they are insured banks.
Mr. W iLLiAM S. The point that naturally arises in my mind is, why
should the Federal Reserve Board have that authority rather than
the Insurance Corporation, if they are not members of the Federal
Reserve System?
Mr. CROWLEY. It is only just a matter of uniformity; that is all.
You might have a situation where the Federal Reserve System
would have one rate for national banks, and the Federal Deposit
Insurance Corporation would have another one for State banks.
That was the reason, I believe, for putting it all under the Federal
Reserve Board.
However, our Corporation would welcome an opportunity to regu
late the interest rates of the nonmember State banks.
Mr. W iLLiAM S. Now, during the period of time since the banking
holiday, there have been a great many concerted efforts on the part
of your Corporation, the R. F. C., and others to recapitalize and
rebuild the capital structure of the various banks throughout the
country. I believe that we went into that to some extent the other day.
Mr. CROWLEY. Yes, Mr. Congressman.
Mr. W iLLiAM S. And we reached the conclusion that perhaps half
of them had been helped in that way.
Mr. CROWLEY. There have been pretty close to 6,000, and there are
some to be done yet, so you won't be far out of the way in saying that
close to 40 percent have been helped.
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Mr. WiLLiAMS. I would like to have in the record the Rgures show
ing the capital structure of those banks, say, as of March 1, 1933,
about the beginning of the bank holiday, and as it exists at the
present time.
Air. Fox. It will not be possible to give it for March 1, 1933, for
State nonmember banks. It will be possible to give the book capital
for State nonmember banks as of the 1st of January 1934, virtually
before most of the aid had been put into the banks. However, the
book capital will not necessarily reveal what has been accomplished.
Mr. W iLLiAM S. Unless we had the capital structure existing at the
time these processes were begun, you could not tell what had been
done in that connection.
Mr. CROWLEY. That is very dilRcult for this reason: Suppose that
you had a million dollars in deposits or in assets; you could not deter
mine the position that your capital structure was in just from the
books of your bank, because perhaps you had not taken out your
losses, and perhaps you had not set up any reserve for bonds or for
depreciation, and you really cannot tell that without an examination,
don't you see? In other words, we could not tell what condition the
banks were in in March 1933 until Rrst an examination was made of
them.
Mr. W iLL iAM S. I understand that, except that you could get it from
the books themselves; the capital is there stated, by the books.
Mr. CROWLEY. Yes; but that would be misleading.
Mr. W iLL iAM S. I understand that it may be, but I just wanted to
know what that was as shown by the books; in other words, what was
the capital of the banks of this country.
Mr. CROWLEY. I think the capital was about $6,000,000,000.
We could get that for June 30, and that would be satisfactory.
Mr. W iLLiAM S. Yes. What is it now?
Mr. CROWLEY. About 6 billion dollars.
Mr. W iLL iA M S. Do you mean by that that the capital structure
of the banks of the country has not improved any during the last
year and a half?
Mr. CROWLEY. Here is what happened: We might have had 6
billion dollars in March or June 1933, as far as their books were
concerned. Now, then, they may have had a billion and a half of
losses there that had not been deducted. When we came along with
our rebuilding program, we eliminated the undesirable assets, and
put capital back in.
Mr. W iLL iA M S. But did you not also, in the case of a great many
of the smaller banks, increase that capital?
Mr. CROWLEY. Yes; but we increased-----Mr. W iLLiAM S. I mean not only increased the physical assets, but
that you increased the book value? In other words, you raised the
capital in many cases from $50,000 to $100,000?
Mr. BiRDZELL. Just word with respect to that.
It has been quite a general practice where preferred stock has
been issued and sold to the Reconstruction Finance Corporation for
a bank that issued and sold that prefererd stock to make a correponding reduction of its common stock, so that while the new capi
tal has gone into the banks, the book capital remains substantially
the same as it was before. That is the reason why the present book
capital does not show much change from the book capital as it
might have been shown before the rehabilitation took place.
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Mr. WILLIAMS. Now, let us get at it from this angle. How much
in public funds from the Reconstruction Finance Corporation, and
how much in private funds have been put into the banks to rebuild
and strengthen the capital structure during the last 18 months, or
since the bank holiday?
Mr. Fox. Approximately 1 billion dollars has been put in by the
Reconstruction Finance Corporation for recapitalizing the banks,
and we are now estimating what the extent of the local funds that
have been raised was, and while we have only gotten replies from 30
States, it already amounts to about $300,000,000 additional.
Mr. WiLLiAMs. It will, perhaps, then amount to a billion and a
half?
Mr. Fox. At least.
Mr. CROWLEY. I would say much in excess of that, Mr. Congress
man. When you take into account your local contributions, reor
ganizations, and things like that, it will run far in excess of a billion
and a half dollars*
Mr. WILLIAMS. In other words, the capital structure of the bank
ing system of the entire country has been very materially and very
substantially strengthened during* the last 18 months?
Mr. CnowLEY. Pretty close to 50 percent of the banks, before we
get through, will be practically rebuilt.
You asked whether we aided in the increasing of capital. Where
we have rebuilt the capital structures of a great many of these banks,
we have tried through the Reconstruction Finance Corporation and
local contributions to build their capital so that they would have
a ratio between deposits and capital which was larger than the
ratio that they had before.
Mr. WiLMAMS. I was just going to ask you what has been your
policy with reference to trying to create capital and establish a
deBnite relationship between capital and deposits. I understood
you to say that you had been making an eifort to establish some kind
of a ratio between the capital and the deposits of an institution.
That has been your policy, has it?
Mr. CROWLEY. That has been our policy.
Mr. WiLLiAMS. What is the ratio?

Mr. CROWLEY. Where a bank has been able to go all the way
through, even though its ratio of capital to deposits might be less
than 10 to 1, we have not disturbed it. Those were banks that had
been able to carry themselves through, keep their capital intact, had
a good earning capacity, and could build reserves and surplus.
Where we rebuilt a bank we tried to rebuild on a 10-to-l basis.
Mr. WiLLiAMS. What I am trying to get is a general picture of
the bank situation in this country now as compared with what it
was during the 10 or 12 years preceding the bank holiday. When
did we reach the highest peak in the number of banks in this country?
I want to get what happened during that period.
Mr. CROWLEY. We reached it in 1920 or 1921.
Mr. WiLLiAMS. What was it in numbers?

Mr. CROWLEY. About 30,000 banks.
Mr. W iL L iA M S . At the present time there are h o w many?
Mr. CROWLEY. 15,000.
Mr. WiLLiAMS. In other words, we have half as many banks now
as we had in 1920—latep than that, was it not!

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

90

BANKING ACT OF 1 9 3 5

Mr. CROWLEY* About 1920 when your failures started.
Mr. Fox. 1921, exactly.
Mr. WiLLiAMS. Yes; 1921 and 1922. And at that time the bank
deposits were about 50 billions?
Mr. Fox. Thirty-eight and a half billions in 1921.
Mr. WILLIAMS. When they were at their peak?
Mr. Fox. When the number of banks was at the peak the deposits
were not at their peak.
Mr. W iLLiAM S. The bank deposits were at their peak about 1928
and 1929?
Mr. Fox. 1930; 59.6 billions.
Mr, W iLLiAM S. Now, during that period from 1922 to 1932 there
was the failure of some 11,000 or 12,000 banks, was there not?
Mr. CROWLEY. That is right.
Mr. W iLLiAM S. Of all kinds and characters, in all sections of the
country, I take it?
Mr. CROWLEY. More of them, Mr. Congressman, in the Northwest.
Your early failures Rrst came, I think, in South Dakota, and then
in northern Iowa—the whole Middle Western country.
Mr. W iLLiAM S. There were, of course, a number of causes for that.
Is it your opinion that we were overbanked; that we had entirely
too maiw of them?
Mr. CROWLEY. Yes; we had too many banks, Mr. Congressman,
that could not make a suiEcient return on their investments or could
not set up reserves to take care of their losses. In other words, a
bank that has a $6,000 gross income, from which it must pay its over
head and set up its reserves for losses, it remains very diSicult for
it, if it has a $2,000 or $3,000 loss in any particular year, to take it
currently.
Mr. W iLLiAM S. That was one thing; that there were too many
banks.
Mr. CROWLEY. And also later, from 1930 on, our banks suffered
terribly by bond depreciation and defaults.
Mr. W iLLiAM S. It was due to another reason, to the fact that they
had invested their money in securities of different kinds at inRated
values?
Mr. CROWLEY. That was a contributing factor to the banking
trouble, and, of course, your economic situation.
Mr. W iLL iA M S. Was it not due to the fact that there had been
rather loose supervisions on the part of the authorities of the State
and Government!
Mr. CROWLEY. You have in this country, under the State system,
48 different types of supervision. It is very diSicult to have State
supervision that will be as efScient as where it is a long way removed
from local pressure.
Mr. W iLL iAM S. And there were other contributing causes to the
enormous number of failures that we had during that time?
Mr. CROWLEY. I think that the large contributing cause, Mr. Con
gressman, was your economic collapse. For instance, in the Middle
West, when your banking trouble started in 1921, that was the begin*
ning of your agricultural trouble. You can say that as your agri
cultural trouble became more severe, your bank failures increased
very materially. Furthermore, they were frozen up in farm and
chattel mortgages and also in bonds that had depreciated to a point
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where they could not sell them without taking a severe loss, and
they had nothing to charge their losses to.
Mr. WILLIAMS. It is the hope and the intention now to eliminate
a great deal of that, is it not? This very act itself tries to furnish
a market for long-term rediscount paper ?
Mr. CROWLEY. That is correct.
Mr. WiLLiAMS. And to avoid that situation in the future, and also
by having supervisory control, regulatory control over these various
institutions by your examinations and your reports, it is the hope
to eliminate many of the bad practices that have existed before, is
it not?
Mr. CnowLEY. That is right.
Mr. W iLLiAM S. And, of course, it is also the intention further to
prevent the establishment of any more banks where they are not
needed ?
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. And by means of all of those things, you hope to
avoid the recurrence of this condition which has come upon us and
caused so many failures among these banks in the past?
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. Now, I want to get back to this question: What are
you going to do, if this act is passed as written, with the 8,500 banks
that are not members of the Federal Reserve System?
Mr. CROWLEY. You mean as to what we are goijig to do with them
in 1937?
Mr. W iLLiAM S. Yes.
Mr. CROWLEY. I hardly think that that is a fair question to
ask me.
Mr. W iLLiAM S. You do not think that that is fair?
Mr. CnowLEY. I do not mean that personally.

Mr. W iLLiAM S. The fact is that this law would provide for that,
would it not ?
Mr. CROWLEY. This law provides for them to join the Federal
Reserve System in 1937.
Mr. WiLLiAMS. W3 have had a Federal Reserve System in effect
for 20 years, have we not ?
Mr. CROWLEY. Yes.
Mr. W iLLiAM S. And we have now 8,500 banks in the country that
have not seen Rt to join it so far?
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. I notice that the expression is used throughout this
act, " insured banks ", and I understand that you have a definition of
an insured bank in your bill, but there is not any such thing as an
insured bank now, is there?
Mr. CROWLEY. I assumed that all banks that are insured are insured
banks.
Mr. W iLLiAM S. They are simply members of a temporary fund.
Mr. CROWLEY. That is correct.
Mr. W iLLiAM S. And there has not been a bank that has come in and
bought stock ?
Mr. CROWLEY. No, sir.
Mr. W iL LiAM S. And insured under the permanent policy!
Mr. CROWLEY. No, sir*
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Mr. WiLLiAMs. Now, when July 1, 1937, comes and this law is
enacted, all of these nonmember State institutions that are now in the
temporary fund will have to come into the Federal Reserve System or
get out of the insurance corporation ?
Mr. CROWLEY. That is the law.
Mr. WiLLiAMs. I am very much concerned myself about the 8,500
banks, because they are scattered from one end of the country to the
other, especially in the southern part of the country, and the rural
sections and small communities, and I, for one, have not reached the
conclusion yet that there is not a place in our system for a local
independent, unit bank. I do not believe that they ought to be re
quired, if they do not see Rt to do so, to come into the Federal Reserve
System. You have means provided in this very act by which you
could supervise them rather strictly, by which you can examine them,
and you have a provision by which you can put them out of the
System if they engage in any unfair or unsound banking practices of
any kind or character, but it does seem to me that we ought not to
place in this bill a provision requiring them against their wishes to
come into the Federal Reserve System in order to get the beneRt of
the insurance feature.
Mr. GOLDSBOROUGH. Mr. Cavicchia.
Mr. CAviccHiA. Pursuing the line of thought that Mr. Williams has
been following, I would like to ask this: Why force these 8,500 banks
into the Federal Reserve System if they do not wish to join ? Is it not
protection enough to the stockholders and to the depositors that they
are members of the insurance funds?
Mr. CROWLEY. I think the thought is, Mr. Congressman, that it
brings about a greater uniRcation of banking, and perhaps better
control of your monetary system, if you have them all in the Federal
Reserve System.
Mr. CAviccHiA. Will it cost these banks any more to become mem
bers of the Federal Reserve System than if they had stayed out!
Mr. CROWLEY. They will have to pay for their stock, but it will not
be a great burden.
Mr. CAViccHiA. To get back to the elimination of interest on de
mand deposits, many insurance companies, as well as municipal au
thorities, used to have large deposits on which they received through
out the East something like 2 percent on demand deposits. Has not
the fact that this interest has been terminated forced these people
to go into the bonding Reid raher than to have the money on deposit
on which they receive no interest?
Mr. CROWLEY. Well, of course, that is purely a matter of their own
judgment. If an insurance company has a million dollars of excess
reserves and it can Rnd a place to employ it, I presume that it is
good business for them to do it.
On the other hand, you cannot expect a bank to pay 1 or 2 percent
on daily balances when the money is only lying there idle.
Mr. UAviccHiA. Has there not been a great deal of complaint on
the part of municipal authorities because they have lost this 2 per
cent on demand deposits ?
Mr. CROWLEY. I think that that is correct, that there has been
complaint, but I do not think it is justiRable. I mean by that that
they might just as well wish for 4 percent as to wish for 2 percent
when the banks cannot pay out the 2 percent. There is no rime
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or reason why I should, if I were in the banking business, take a
$100,000 account from you and pay you 2 percent for it, and then
leave it in the vaults or in the Federal Reserve banks and not
employ it.
Mr. CAviccHiA. That is true, because of the conditions existing
now, but if a time should come when the banks can employ money
to advantage and get good returns for it, if you pass this law they
will not be able to pay any interest, because the law forbids it.
Mr. CROWLEY. Mr. Congressman, that is not in this law. That
law was passed in 1933.
Mr. CAviccHiA. But the fact is that we have that law.
Mr. CROWLEY. That is right.
Mr. BiRDZELL. One further suggestion there, Mr. Congressman.
In the Banking Act of 1933, which forbids the payment o f interest
on demand deposits, exception is made where, under local law, State
laws, interest is required to be paid on public deposits.
Mr. CAviccHiA. Now, to go back to that 29 cents per $100 that
has been saved through the law of 1933, does this 29 cents per $100
that the banks have saved in interest cover their costs of going into
the temporary insurance fund!
Mr. CROWLEY. It would more than cover their costs on one-twelfth
of 1 percent.
Mr. CAviccHiA. In other words, the banks do not have to meet an
unreasonable demand to join in your fund, inasmuch as they have
saved 26 or 27 cents on every $100!

Mr. CROWLEY. I do not think that we have presented anything in
which offers any great obstacle to the banking system of the country.
Mr. CAviccHiA. You mean, so far as the extra cost is involved!

Mr.

CROWLEY.

That

is

correct.

Mr. CAviccHiA. That is all.

Mr. GOLDSBOROUGH. Mr. Reilly, you were not here yesterday.
Mr. RmLLY. I do not have any questions.
Mr. GOLDSBOROUGH. Mr. Cross.
Mr. CROSS. Now, Mr. Crowley, going back to the questions put to
you by Mr. Williams, you said that the bank crash was started in
the Western States. That was caused by falling prices of the com
modities of the people who did business with those banks, was it not
and that caused falling prices in lands, did it not, and that reflected
finally on the eastern sections and caused a decline in the prices of
stocks, and that destroyed the purchasing power of the country and
brought on your bank crash!
Mr. CROWLEY. I think that is correct.
Mr. CROSS. Now, under title II you say that you can get a sound
banking situation, that tile II seems to be the key to the situation.
The question is to keep up your prices, and in order to control prices
that you should have a unified banking system. In other words, if
you have a whole bunch of banks that are uncontrolled in the credits
that they handle, if there are too many of them, they affect the
whole structure, and if they do not come into the system where they
can be regulated as to their credits, it directly affects price levels.
Do you see the point!
Mr. CROWLEY. I agree with you that your bank failures were
largely due to your economic collapse starting back in 1921.
Mr. CROSS. Surely.
127297— 35------ 7
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Mr. CROWLEY. However, there were other factors such as over
banking conditions, poor judgment, or not being able to foresee that
land values were too high, and things like that.
Mr. CROSS. Was not the overbanking situation brought about by
inflated credit, by abnormally high prices at that time of lands and
the things that securities were braced on, and the banks Sgured that
they could all make money, and everybody was taken into the bank
ing business ?
Mr CROWLEY. I think that is right.
Mr. CRoss. And, of course, when the crash came, prices went
down, securities went down, and they were all blown up.
In reference to the question of paying interest on checking or cash
deposits, you remember that we had that question up, as you say,
in 1933.
Mr. CROWLEY. Yes.
Mr. CRoss. And the fellows that had big checking deposits the
banks got competing for, and they were paying too much interest
on them, and the mass of the little fellows knew nothing about that,
and, in addition, the big fellows also knew what condition the banks
were in, and they pulled their money out, but the little fellow got
caught.
In other words, there was a vicious system brought about by the
banks bidding on the checking deposits of the big fellows.
Mr. CROWLEY. That is correct.
Let me say one thing here, so that you will understand my view
point on the banking system. I think that the Federal Deposit
Insurance Corporation must have these powers that we are talking
about, but I do not want to go on record as saying that the entire
State system should be eliminated. I think that your State system
ran be a very major factor in your banking system.
There are two types of banks in this country. You have your
larger banks, which by the very nature of their type of business!
cannot afford to make the type of loans that are made in the small
community, because it costs them too much money.
Your community bank does contribute to your local community a
type of credit that I think is very essential in your whole financial
picture, and I do not believe that it is necessary for us to eliminate
in a wholesale way that type of bank. I think the think that we
should be very careful about is that we do not get back to that
overbanked condition, but we should do everything we possibly can
to try to preserve the banks that we have now, as long as they have
an opportunity of serving the people of those communities.
In other words, let us take a bank of $250,000 or $500,000 in de
posits. To my mind, they can be a large factor in the local com
munity and lend a larger percentage of their money locally in the
future than they have in the past if they will only profit by their
experience in the past in making those loans so that on maturity
they will be reduced from time to time and not be permitted to
become frozen.
Mr. CRoss. Of course, those banks would not belong to the Fed
eral Reserve System, and the danger of that seems to be that the
Federal Reserve Board, not being able to control their credits or
the landings of those banks, could not bring about the situation
which you say is desirable.
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Could this deposit insurance feature here be so administered so
that at least your Corporation would have something to say about
their credit activities?
Mr. CnowLEY. I think that as long as you have the State system,
Mr. Cross, that the State authorities must have the primary respon
sibility for the supervision. Now, the only place where I see that
we are entitled to supervise is where that supervision is necessary
for the protection of our Corporation.
I do not like to get into the matter of the Federal Reserve, be
cause I think that is a matter for Mr. Eccles, and I much prefer
not to go into anything that would interfere with his end of this bill,
if you have no objection to it.
Mr. CRoss. Yes; I understand.
That is all.
Mr. GOLDSBOROUGH. Mr. Gifford.
Mr. GiFFORD. I want to pursue the line of inquiry with reference
to the part of this bill that deals with the examination of banks.
I wish I had with me letters that I have received, with respect
to the fact that the Comptroller was out making speeches all over
the country, calling on the banks to loosen up on their credit, whereas
before that we found that the examining department of the Comp
troller's ofEce had put a great deal of fear into the bankers, so that
they did not dare to loan.
The whole tenor of this bill is to get a pretty good grip on these
banks by examination, and this assessment of one-twelfth of 1 per
cent would be sufBcient so that you could control the conduct of the
banks, and you want to force them to carry burglary insurance and
other insurances, and, if they do not carry them, you order them and
charge them up to the bank.
Now, as I read this bill, and after having heard your statement,
you base a great deal of your possible success on your opportunity
to make examinations just as often as you like, so tliat you may make
the banks conform to anything that you may want them to do, and
that sort of thing. Is not that asking a good deal ?
Mr. CROWLEY. No; I do not think that there is a single thing in
our bill that goes too far.
Let me say this to you, that, in the 8rst place, the la,v. that
tvas passed said that we may take these banks in on a test of solvency.
Now, we all know that a bank that only has sufRcient assets to meet
its deposit liability on any kind of a forced liquidation could not
pay out its deposits. Furthermore, our whole trend of banking
in this country is based on the theory that first the stockholder shall
have ail equity in this bank, because it is a capitalistic system. So
that when we started in January 1934 after taking these 7,800 banks
in, we were faced with the problem of going out to determine their
position.
Now, our job, first, was to find out really what the condition was,
and in order to find out what the condition was, we had to try to
determine the value of their assets, and we were trying to do that,
of course, at a time when values were at perhaps a very low ebb.
and perhaps it was necessary sometimes to be pretty severe, but
my own judgment is that when we classify an asset, a good asset
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in the bad column, that we perhaps classiRed as many bad assets
in the good column.
Mr. GiFFORD. Do you understand that recently there has been a
tremendous change in attitude on the part of bank examiners in
the whole country, and instructions must have been given to them
to have a different viewpoint!
Mr. CROWLEY. As far as Federal Deposit Insurance is concerned?
there has been no change in the attitude of our examiners, because
our whole program has been based upon, Rrst, putting the banks in
a sound position as far as capital is concerned. After you once get
the banks in a sound capital position, then you may not have to
use as severe a yardstick m a wholesale way as you had to at Rrst.
Mr. GiFFORD. I am not criticizing your method of examination,
but national bank examinations in the last 2 or 3 years. Do you
not know that there has been a very great change in the method of
making bank examinations lately, where slow loans in a bank have
not been persecuted as formerly!
Mr. CROWLEY. I do not know what the policy of the Comptroller's
OfRce is.
Mr. GiiT'ORD. Did you not see an article in the newspapers, to the
effect that the President himself had severely criticized the strictness
o f bank examinations!
Mr. CROWLEY. Let me say this to you on the matter of the criticism
of slow loans. You may criticize a slow loan if the bank has too
large a percentage of them, or if the bank is badly frozen. The
easing up of the criticism of slow loans has been due largely to the
fact*——
Mr. GiFFORD. That is all I asked, and you agree.
Mr. CROWEEY. Wait a minute—if it has been done.
Mr. <jriFFORD. Has it been done!
Mr. CBOWMrr. I presume it has, at least in places where the banks
have such extreme liquidity that there is no necessity of forcing
liquidation.
Mr. GiFFORD. Do you think that you could still hold these banks as
members of your corporation if they are subjected to all of these
things!
Mr, CROWLEY. We have had in here 22 State commissioners for
conferences on the matter of examinations and related topics.
Let me say that in the matter of rebuilding capital, in the matter
o f local contributions, time after time we have had a State commis
sioner come to us and ask us to exert our influence, because on account
o f local conditions he could not do it, and he has asked the Federal
Deposit Insurance Corporation to exert pressure in order to put that
bank back in shape.
So far as that examining program is concerned, every State com
missioner who wants a good State banking system will agree that if
we are going to carry such a high percentage of liability we have to
have ways and means of protecting ourselves.
Let me say this to you: That in the large percentage of the State
banks we are insuring them better than 70 percent. I think that there
are some 9,600 that we are insuring up to 80 percent. That is a tre
mendous responsibility.
Now, on the matter of burglary insurance, the reason we asked for
that is that a good many of the States have no legislation at all that
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gives the Cofnmissioner the power to force a bank to carry a reason
able amount of insurance on its oiEcers or employees. Already, out of
the 11 banks where we have paid out, we have had a very unfortunate
experience. If they had had some adequate insurance, it would have
helped the stockholders very materially.
We do not propose, you understand, to do that in the case of a
wholesale majority and put an unnecessaiy burden on those banks.
We must be reasonable in all of our demands.
Mr. GiFFORD. I am wondering what the cost of those things will be
to the bank and what you insure them against!
Mr. CROWLEY. We certainly do not want to pay for all of their
mistakes without having any right to try to get them to correct them.
Mr. GiFFORD. Do you want them to insure themselves against every
conceivable thing, so that your corporation will not have any lia
bility!
Mr. CROWLEY. No; but where they have not suBicient burglary in
surance and protection and suHicient surety coverage on their em
ployees, I see no reason why they should not carry it as a matter
of protection to themselves and their own stockholders.
Mr. GiFFORD. Do you think that it is a fair treatment, and do you
think that it is a safe treatment of a bank to demand of it a certain
kind of report, and if it does not publish it in 5 days, to Rne them
$100 a day!

Mr. CROWLEY. I think that you are exaggerating that a little bit.
The purpose of the authority to publish reports is this, that a great
many of your bank statements in the past did not really show the
true conditions of the banks.
Mr. GiFFORD. Whose fault was that!
Mr. CROWLEY. I think it was the fault of the entire system.
Mr. GiFFORD. Do you mean to say that our present national bank
system is not sufficient to show the true condition of the banks!
Mr. CROWLEY. You take the old condensed statements gotten out
by national banks and State banks for years; they did not show the
market value of their bonds or the reasonable value of their loans.
Mr. GiFFORD. Did not they show the last demand of the bank
examiner in connection with the market value of those things!
Mr. CROWLEY. Oh, no; that has never been in a statement.
Let me say this to you. I think that you are starting out on a
different basis now. We are starting out anew, with the banking
system practically rebuilt and values way down.

Mr. GiFFORD. Do y o u n o t s e e t h a t y o u a r e a d d i n g c o n s i d e r a b l y t o
th e p r e s e n t b u r d e n o f th e b a n k s b y w a y o f th e s e e x a m in a tio n s , a n d ,
s e c o n d ly , th a t th ese e x a m in a tio n s m a y b e s o ir r it a t in g th a t m a n y
ban k s w o u ld ra th e r n o t b e lo n g !
Mr. CROWLEY. No. The great majority of the banks give to our
examiners every kind of cooperation, and do not seem to be irritable
because we are trying to get a true picture of their institutions.
Mr. GiFFORD. T h e n y o u r a n s w e r w o u l d b e t h a t t h e y w o u l d n o t
o b je c t t o th e s e t h in g s !
Mr. CROWLEY. A certain

percentage, yes, would object, but I do
not believe that that is the answer. Our corporation was set up for
the protection of depositors, not for the protection of the bankers.
We are trying to cut the losses to the depositors and of this cor
poration down to a minimum, and that is what our job it.
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Mr. GiFFORD. And, in order to protect the depositors, you want
to get control of the banks!
Mr. CROWLEY. You can call it control or what you please, but we
are insuring 80 percent of the deposits in 9,600 banks in this coun
try, and we have to do whatever is necessary to cut down their
losses, within reason, of course.
Mr. GiFFORD. My question is really friendly. I am simply asking
you if these irritating things that you are asking for are not lessen
ing the number of banks that might belong.
Mr. CROWLEY. I do not think so.
Mr. GiFFORD. Are your examiners under civil service ?
Mr. CROWLEY. No; they are not.
Mr. GiFFORD. Are the national-bank examiners under civil service!
Mr. CROWLEY. There are no bank examiners under civil service;
Mr. GiFFORD. Do you train them so that they all use about the
same methods, or do you tell them that they must not follow any
fixed rule but use their own judgment in the case of, say, a bank that
has too many slow loans in proportion to the assets!
Mr. CROWLEY. Let me say this to you, that bank examiners are
like any other human beings. Some are good, and some are
bad; and, as far as their classification is concerned, you understand
that after they make their classiScation, it is reviewed again in
supervising ofBce by a reviewing committee, and even the reviewing
committee may make a mistake.
Like any other persons who get some authority, there is always a
certain percentage of them that become autocratic, but we try to be
as sympathetic as we can.
Mr. GiFFORD. The Comptroller wrote me a letter stating that he had
had but one or two cases where a bank had been dissatisfied with
the examinations, and where it had asked for a reexamination. I
wonder if that is because the otBcials of that bank wanted so badly
to get rid of the examiner that they did not want to see him again!
Mr. CROWLEY. I do not know about that.
Mr. GiFFORD. Do you not think that when an examiner walks into
a bank, it is a very irritating thing to the ofRcials of that bank!
Mr. CROWLEY. No; I do not agree with you there. I think that
the average examiner during this entire depression has certainly been
very helpful to the bankers. However, as I say, there are exceptions
to all rules.
Mr. B i R D Z E L L . May I add one word in reference to examinations!
The Corporation is working on a program in which it has solicited
the cooperation of the banking departments in all of the States on
the matter of examinations for the very purpose of making the
examinations a matter of as little burden to the banks as possible.
The program that we are working on contemplates that where a
State law might require two examinations of a bank a year, that
the banking commissioner would be authorized to accept the report
our examination in lieu of one he might make himself, and also
that provision be made so that the Corporation might receive the
reports of examinations made by examiners of the State admin
istration.
Mr. GiFFORD. You think that any more than two examinations a
year would be irritating!
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Mr, BiRDZELL. We would have two wherever the State law requires
two.
Mr. GiFFQRD. But you think that any more than two would really
be an irritation?
Mr. BiRDZELL. I would think so.
Mr. CROWLEY. I think it would be unnecessary except in some un
usual conditions.
Mr. B i R D Z E L L . I might say that that suggestion is being very
favorably received in the various States.
Mr. GiFFORD. But you are asking us here for permission to make
examinations just as often as you want to.
Mr. CROWLEY. If you restrict us as to how many times we can go
in, there might be a condition where, in order to protect ourselves,
we might have to go in at some other time. We might Rnd a bank
in a bad condition this morning that we were in last week, and we
want to be able to go back and correct that. That is the reason why
we cannot limit it.
Mr. KoppLEMANx. In the light of what Mr. Gilford has been ques
tioning you about, perhaps it would be in order to ask Mr. Crow
ley----Mr. GOLDSBOROUOH. Mr. Koppelmann, we are attempting to take
the Members in regular order.
Mr. KoppLEMANN. I beg your pardon.
Mr. GOLDSBOROUGH. Mr. Spence.
Mr. SpENCE. When the banks joined the temporary fund, you lev
ied an assessment of one-fourth of 1 percent on the insured deposits,
did you not?
Mr. CROWLEY. That is corect.
Mr. SPENCE. And now the one-twelfth of 1 percent will be levied
on the entire deposit liability!
Mr. CROWLEY* That is correct.
Mr. SPENCE. What will be the difference in the amount realized
from the one-fourth of 1 percent on the insured deposits and onetwelfth of 1 percent on the entire deposit liability!
Mr. CROWLEY. We received about 38 or 39 million dollars under
the one-fourth of 1 percent, and we will receive about 30 million
dollars under the one-twelfth of 1 percent; but you understand, Mr
Spence, that we could only call, during the temporary period, foi
an additional one-fourth, whereas one-twelfth is an annual premium
payable each year, which must be charged to the bank's overhead.
Mr. SpENCE. You did levy the full assessment!
Mr. CROWLEY. No; only one-half of it. We never levied the other
one-half.
Mr. SPENCE. What percent of the amount of deposits is now
insured ?
Mr. CROWLEY. Forty-four percent in all, but I think that we ought
to read to you the insurance Agures by size groupings, because that is
very necessary for you to get the picture.
Mr. Fox. According to the total liability size groupings, banks
with $100,000 or less in total deposits, of which there are 1,500 now
insured, are insured up to 92 percent of their total deposits.
Banks in the next size grouping, from $100,000 to $250,000, of
which there are approximately 3,600, are insured up to 8? percent of
their total deposits.
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j3^nks in the next size group, $250,000 to $500,000, of which there
are approximately 3,100. are insured up to 83 percent of their total
hrthe next size grouping, $500,000 to $750,000, of which there are
approximately 1,500 banks, they are insured up to 80 percent.
From $750,000 to $1,000,000, of which there are 950, they are insured
up to 78 percent.
From $1,000,000 to $2,000,000, of which there are 1,600, they are
insured up to 75 percent.
From $2,00Q,000 to $5,000,000, of which there are about 1,100, they
are insured up to 70 percent of their total deposits.
From $5,000,000 to $15,000,000, of which there are only 630, they
ar§ insured up to 50 percent of their total deposits.
$50,000,000 or over, there are about 100, and all of those banks are
insured about 26 percent.
Mr. BiRDZEi*L. For the record, where Mr. Fox s a i d up t o a c e r t a in
percentage, the average is meant.
Mr. SPENCE. Since 1921, according to this statement, including
1934, thene have been 2,548 national banks suspended and 11,004 State
banks suspended.
What percentage of the national banks were suspended, and what
percentage of the State banks!
Mr. CROWLEY. Of course, &s you go down your ratio, your percent
age always changes.
Mr. SPENCE. Was a great number of the State bank failures caused
by ;pts;ulfBeiei;t supervision or because of the inherent weakness of the
bank !
Mr. CROWLEY. I would say it was undoubtedly both.
Mr. gpBNCE. In other words, there are a good many small com
munities where they have two or three banks and where they only
need one. Is not that true of the State banks!
Mr. CROWLEY. That is right.
Mr. jSpENpE. Did that not to 4 large extent cause the failure of those
banks more than insu&cient supervision!
Mr. CROWLEY. In a great many of your States, Mr. Spence, the
State supervisors did not examine their banks with any great regui^yity. I have known of some States that did not examine some
banks for 2 years, and possibly sometimes a little longer, and then
a great many of the State laws did not give the supervisors perhaps
sufficient authority over their banks, and in a great many instances,
on the matter of licensing new banks, the Commissioner would de
cline a charter and perhaps then they would go to some board and
the board would override the Commissioner and grant the charter
in a community such as you are talking about.
Mr. SPENCE. I have received some letters from some of the smaller
bankers, in State banks, and they say that they now see no advantage
in becoming members of the Federal Reserve System.
What is your opinion about that, outside of belonging to the in
surance fund!
Mr. CROWLEY. I think this, that if your Federal Reserve System
is liberalized to the point that farm mortgages may be discountable,
certainly there is going to be an advantage to bank in availing itself
of that opportunity. In other words, in the matter of seasonal bor
rowings, or where they perhaps have a temporary sloughing off of
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deposits, there is an advantage to a bank in having some place where
they may rediscount their long-term loans.
Mr. &PENCE. Do you think that that will overcome any of the
other disadvantages that might accrue to them by reason of being
a member?
Mr. C R O W L E Y . Mr. Spence, I do not like to get into a discussion on
the Federal Reserve provisions at this time* Mr. Eccles is coming
and he will present his information, and I am sure that we will ail
be together on it.
Mr. SPENCE. Did you give us the percentage of deposits in the
insured banks?
Mr. C R O W L E Y . We just read it to you.
Mr. SpENCE. In numbers?
Mr. CROWLEY. On your bank closings? Do you mean the de
positors ?
Mr. S p E N C E . Yes.
Mr. CROWLEY. It is over 98 percent. Almost 99 percent of all of
the depositors in the country, including all the banks, are insured
up to $5,000. In other words, their balances are under $5,000.
If you were to take all public funds out of your smaller banks
where they are insured 95 percent, I think you would 8nd perhaps
only one account in such a bank that was more than $5,000.
Mr. SpENCE. You think there is a justification for including all
of the deposit liability of the bank within the scope of this program ?
Mr. CROWLEY. Yes; for this reason, that I think that the respon
sibility of the Federal Deposit Insurance Corporation and their con
tribution, as I said many times here, cannot be the paying out of
that loss. People generally have lost confidence in the baiiking
system on account of the severe losses that they have had during
the last 12 years, and while the Federal Deposit Insurance Corpora
tion has had a psychological effect in the way o f restoring co&Rdence, we must not do anything that is going to destroy that con
fidence in the Corporation. Otherwise you are again going to have
losses and withdrawals from your Rnamcial institutions.
I think that Federal Deposit Insurance is the only vehicle in the
banking system that can help to correct this, and I think that it is a
long-term proposition over a period of a great many years, and that
the banks generally can well afford to make their contribution to it
for the beneSt of the entire banking system. I do not think that
it is unreasonable in any degree.
Mr. SpENCE. It not only insures the $5,000 liability, but it has an
effect upon all of the depositors in the banks!
Mr. C R O W L E Y . That is right.
Mr. SpENCE. Just one other question. On page 12 of your bill, in
reference to new banks, it says:
N o t w it h s t a n d in g a n y o th e r p r o v is io n o f la w , it s fr a n c h is e , p r o p e r t y , a n d
in c o m e s h a ll b e e x e m p t f r o m a l l t a x a t io n n o w a n d h e r e a f t e r im p o s e d b y t h e
U n it e d t S a t e s , o r b y a n y T e r r i t o r y , d e p e n d e n c y , o r p o s s e s s io n t h e r e o f —

and so forth.
That would exempt a bank building.
Mr. CROWLEY. No. That is where you set up a Federal deposit
bank during the time that the local stockholders are raising money
in your own community. Just as soon as the local stockholders come
in and take things over, then it becomes regular, taxable money.
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Mr. BiRDZELL. The term " new bank " is defined in the first section
of the act, and it is confined only to a new national bank set-up.
Mr. SpENCE. You do hot contemplate that that bank will lend
money on real estate! Is that your idea?
Mr. CROWLEY. It should not during our term of ofEce. We would
not buy any real estate. Ours is really a bank that carries on during
the interim in a community where they need banking facilities until
the local people can take its place.
Mr. BiRDZELL. It can make no investments except in Government
b on d s.

Mr. SPENCE. That is all.
Mr. GOLDSBOROUGH. Mr. Wolcott.
N
Mr. WOLCOTT. I notice that the proportion of the losses of banks
other than national banks seems to be materially less than the pro
portion of losses of national banks. Could that be due to the fact
that there are so many small units in State banks %
Mr. CROWLEY. You mean in the State system?
Mr. WoLcoTT. Yes.
Mr. CROWLEY. Yes. You take your number of failures, they are
largely in your small State system.
We have an analysis of that, if you would like to see it.
Mr. WOLCOTT. As I understood you, the trust deposits were divided
so that the trust company having deposits in a bank could have
insured up to $5,000 each of their accounts as they carried them on
their books.
Mr. BiRDZELL. I f the trust company were a member of the Insur
ance Corporation ?
Mr. WOLCOTT, Yes.
Mr. BiRDZELL. Yes.
Mr. WoLcoTT. With respect to public money, where a county or
municipality determines on a particular bank as a depositary for
its funds, that is usually kept in a lump-sum deposit?
Mr. BiRDZELL. Yes.
Mr. WOLCOTT. However, on their own books, they carry it *as
grades, highways, sewers, contingent, and so forth.
Would the municipality have this fund guaranteed as a lump sum,
or would it be guaranteed according to the manner in which it was
carried on the books!
Mr. BiRDZELL. According to the manner they are owned.
For instance, if a city carries its deposit in a bank, and it places
its funds divided, we will say, for general fund purposes or for
some specific purpose for which funds may be appropriated, so that
it keeps its books separately, so that it can keep account of deposits
withdrawn or deposited for particular purposes, nevertheless those
are city funds and they must be combined for the purpose of insur
ance ; but, on the other han& school funds may be deposited by the
same treasurer as deposits oi city funds, and yet the schools, being
a separate corporate entity, would separately own whatever funds
were deposited and the school corporation could make, a separate
claim.
Mr. WoLcoTT. Let us take, as an example, a county where they
have a general fund, and then they have a drainage fund, and they
have a highway fund and a school fund, and then a fund into which
go the collections made by the county treasury for the beneBt of
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the townships, where the county treasurer acts on the matter of de
linquent taxes as the agent of the township, your criterion is as to
whether these funds are held to the credit ot the distinct political
subdivision and political entities of that county!
Mr. BntDZEEL. Yes. It may be different in the case of your drain
age funds that you speak of, or your-----Mr. WOLCOTT. Irrigation district!
Mr. BiRDZELL. Irrigation district, or something of that sort, where
that is a special-assessment district and as such would be the pro
ceeds of special assessments levied. The same may be true of your
highways. In that case the drainage district or the highway district
would be considered a separate political entity.
Mr. WOLCOTT. Then, m order to get the full advantage of this
insurance, the municipal corporation or the State legislature should
provide tnat the school district and the drainage district or irriga
tion district, sidewalk district, or highway district should be con
sidered to all intents and purposes a political entity of the county!
Mr. B i R D Z E L L . It would depend on whether or not they are in
fact so. If they are, they are getting the beneiit of insurance now.
Mr. WOLCOTT. The average county or municipality makes a sep
arate levy for school purposes. They make a separate levy for high
way purposes and for all of these different purposes, and carry them
separately on their tax rolls.
Do you think that under that system they should be entities to the
extent that each of these funds would be insured up to $5,000!
Mr. ButDZELL. It depends upon whether the proceeds of the city
tax for school purposes belongs to the city, or whether they have a
separate corporate organization. If it be a separate organization,
and the tax was intended for that corporation, then that corporation
would own the deposits.
Mr. WOLCOTT. Of course, there is a great deal of overlapping there
in their prerogatives, and the municipality or city or county always
exercises a certain supervisory duty with respect to all of these other
entities, and while perhaps speciRcally these funds belong to the dis
trict, at the same time they belong to the county and the county is
made responsible for them.
Mr. B i R D Z E L L . The county might be merely the agent for collecting
the funds. That is true in many instances, and it might be that they
would employ one common treasurer who would have the control of
the deposits, but nevertheless the funds, when they go on deposit, are
certainly going on deposit to the credit of the particular municipality
that is authorized to expend them. That being the case, they would
belong to that municipality, and that municipality would be getting
the benefit of the insurance.
Mr. WOLCOTT. The criterion seems to be whether any part of this
fund which is deposited by the county or city treasurer is intended to
have been deposited in connection with the credit which he gives that
entity on his own books ?
Mr. B i R D Z E L L . Yes; that is correct. We have even gone to the
extent in some cases of giving assurance that sinking funds actually
belong under the peculiar law that they be rated under to the holders
of the bonds rather than to the municipality. There is one instance
that we have come across where the ownership of the sinking funds
is so deBnitely fixed by the State law under wTiich they are col!ected
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that it can be said definitely that they belong to the owners of the
bonds rather than to the municipality. It is a question of ownership
in the last analysis.
Mr. WoLcoTT. Carrying out that same thought a little further, when
the banks in Michigan closed an endeavor was made to interpret the
law in such a manner that the funds of correspondent banks would be
preferred. We found that under certain rulings of the State courts
and of the United States Supreme Court, as I recall, they had no
preferred status.
Mr. B in nzE L L . That is right.
Mr. WoLcoTT. Under the present law, or under these changes as
contemplated, a small bank having deposits with a larger bank would
only have $5,000 of its deposits insured?
Mr. BiRDZELL. Yes; that is correct.
Mr. CROWLEY. Do you mean $5,000 of public funds!
Mr. WoLCorr. No. I mean a small bank in a city, we will say,
of 30,000 or 35,000 in close proximity to a large city where there are
large banks, and frequently, to safeguard their funds, they have
amounts deposited with the larger banks. In my own case, it I may
use it, we are located about 60 miles fromi Detroit. When the crash
came, we found that our banks in Port Huron had deposited their
reserves and the money that they were not using daily in the large
banks in Detroit, so when the large banks in Detroit closed, all of
the ready cash that our banks had to do business was what they
needed to carry on their daily business, and their reserves were tied
up. We found instances where some of our banks had their reserves
in the Chicago banks, and I know of one instance where the cashier
of the bank went to Chicago and drew out $80,000 of reserves and
came back with them in his inside pocket.
Of course, that precipitated the national bank closing; no question
about it, and I wonder if it would be feasible to provide for the
isolation of those funds in some manner so that it would prevent the
recurrence of a situation such as we had in Michigan, where one or
two large banks are closed by arbitrary authority, and where it
would not necessarily compel the closing of 500 other banks.
Mr. CROWLEY. We went into the matter of the entire bank de
posits, and it is my honest judgment that that should not be touched
until we have had an opportunity to study that thing a little further.
There is a lot to what you have said, but we have only had 1 year's
experience here, and perhaps next year from our experience we can
make a recommendation to you that may correct that diHiculty. It
does increase our liabilities, as you know, tremendously, if we take
on the entire bank deposits.
Now, on the question of public funds, Mr. Wolcott, there has been
perhaps more damage done by banks taking on too large a per
centage of public funds. In your average size bank your large ac
count can give us more trouble than where you have a diversiBcation of deposits, where your withdrawals are more or less uniform.
I f you had, for instance, a bank of $250,000, and you have one ac
count of $750,000, you have really got to carry excessive reserves to
take care of that iarge account, because you do not know when it
will go out on you.
So there is a lot of danger in banks taking too large a percentage
of their deposits in large accounts, which accounts will always cause
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you trouble unless you have your investment in conformity with the
size of your accounts.
Mr. WoLcoTT. I brought that out merely because I wanted to
know whether, in the future, we could work out some plan so that
these fellows would not be isolated by the closing of a bank in one
case, which is always the case in connection with a branch-bank
system, but should not be the case with our present system, where it
affects 40 or 50 others in that locality.
Mr. CROWLEY. That is a matter that we have already given quite
A lot of thought to, and it should be studied for another year, I think.
Mr. WoLcoTT. When a corporation terminates its connection with
the Federal Deposit Insurance Corporation, there is a provision in
section 1 (5) on page 13 of your print that provides that the cor
poration may publish notice of such termination and the bank, mean
ing the assured institution, I assume, shall give notice of termination
to its depositors in such manner and at such time as the board of
directors may find necessary.
Of course, it is my thought in that particular that whenever a
bank withdraws from the fund, they are not going to rush out and
advertise the fact, and I wonder if we should not make this notice
mandatory, or specifically provide in this act the manner of the
notice and the time for giving notice by the bank which was with
drawing, rather than to leave it to the board of directors of these
banks as to whether or not they will give any effective notice.
Mr. BiRDZELL. You understand that the " board of directors " there
means our own Corporation, not the board of directors of the bank?
Mr. WOLCOTT. Possibly that clarifies that whole situation.
Mr. CROWLEY. Here is the reason why. On the matter of notify
ing depositors, we might have a bank, Mr. Wolcott, that we were
having considerable trouble with, and that we were going to expel
from the fund. We would notify the State supervisor, who would
notify the bank of the particular dif&culty. What we want to do
is to stop the bank from doing anything that may affect an innocent
depositor, because there are banks that are perfectly willing to stay
in here during this recovery program and which, after confidence
has been restored and we get on a normal condition again, will
perhaps want to get out because they do not want to have any part
in the whole banking system.
Mr. WOLCOTT. I think that perhaps my objection to that language
is answered by section 10 of your definition, which says:
T h e te rm

"b o a rd

o f d ir e c t o r s " m e a n s th e b o a r d o f d ir e c to r s o f th e C o r p o r a 

t io n .

One more question^ please. In the Federal Reserve Act, there is
a provision that national banks may loan on real estate up to 75
percent of the value. I wonder whether that does not affect some of
the effectiveness of the Federal Deposit Insurance Corporation!
Mr. Cuowi^Y. In the Federal Reserve provision, Mr. Wolcott,
there is a provision that those mortgages shall be eligible for re
discount, which, of course, puts a little different complexion on it.
Mr. WoLCorr. You think that that clause is adequate protection
so far as your fund is concerned! I know that that is out of your
scope.
Mr. CROWLEY. It is out of my scope a little bit, and I think that
the Comptroller should talk on his national banks. There is no
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question but what in the past, in your State systems, where they
were permitted to take mortgages, and where you had your shrink
age of values, it affected their conditions materially.
Mr. WOLCOTT. I understand that back in 1923 they amended the
National Banking Act to increase the amount that a national bank
could hold on real estate from 25 percent to 50 percent.. Now there
is a school of thought which lays all of our industrial ills on the
doorstep of that policy which allowed the banks to invest so heav
ily in real estate that they created a condition of insolvency on the
real-estate market, and I wonder if we are not just contributing to
the recurrence of a bank crash by increasing this still further from
50 percent to 75 percent, and, if so, of course we all are vitally in
terested in whether or not the Federal Deposit Insurance Corpora
tion would be in a position to meet such prices brought on by a
slump in the real-estate market
Mr. CROWLEY. I think there is a lot to what you say, and it all
depends, in my mind, as to what provisions you make in the Fed
eral Reserve Act for it. If they cannot rediscount those, there is
a great danger of a bank being frozen.
Mr. BROWN of Michigan. Even if they did rediscount those mort
gages, the primary loaning bank would still be responsible to the
Federal Reserve bank.
Mr. CROWLEY. Oh, yes; it would be bills payable.
Mr. BROWN of Michigan. I do not see that that would clear up
the situation that he is discussing.
Mr. CROWLEY. Here is what it would do: It would just place a
long-term loan in a position that they might borrow on it the same
as on their eligible paper. It does not place the same stigma against
a long-term loan if it is eligible for rediscount that it would have
if it were not eligible.
Mr. WoLcoTT. Here is another point in respect to that same ques
tion. There is no restriction made upon the funds which might be
used for investment in real estate at 75 percent of its value, and they
might take long-term real-estate paper and invest commercial funds
in it, and your commercial deposits are guaranteed under the fund.
Mr. CROWLEY. I think it does this: It means that they have to pay
off each year, reducing the principal, and that is the limit to the
amount of funds that they may employ in the mortgage Reid.
Mr. WoLcoTT. Yes; but we allow them to take 20-year commercial
paper up to 75 percent of the value of the real estate.
Mr. C R O W L E Y . Yes; but it must be amortized.
Mr. WoLcoTT. Nevertheless, it is a long-term investment.
Mr. CROWLEY. There is no question that it puts it in the same pe*ition as a bond.
Mr. BROWN of Michigan. I am a little bit disturbed about what
might be a duplication, or even a triplication, of the duties performed
by your corporation, the Comptroller's ofRce, and the Federal Re
serve Board.
Now, in your very clear statement which you gave to us on thb
first day, and of which we all have copies, you said on page 26—
I n t h e f u t u r e t h e C o i p o r a t i o n s h o u ld d e v o t e a i a r g e p a r t o f it s e f f o r t s
t h e m a in t e n a n c e o f s o u n d c o n d it io n s a m o n g t h e in s u r e d in s t it u t io n s .
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Now, it seems to me that that clearly defines just what the duty of
the Comptroller of the Currency now is. Am I right about that, or
wrong!
Mr. CROWLEY. Do you mean in the case of a national bank!
Mr. BROWN of Michigan^ Yes.
Mr. CROWLEY. The only authority that we have, Mr. Brown, over
a national bank or a State member bank is that we have the power
to put them out of the fund just the same as a State bank, after
notifying the Comptroller and the Federal Reserve Board, just as
we notify the State supervisor.
Mr. BROWN of Michigan. I think that your power is greater than
that. You not only have the power to put them out of the fund, but
upon your determination that they should be out of the fund, the
statute is mandatory that both a member of the Federal Reserve
System and a national bank shall then be suspended. Is not that
true?
Mr. BiRDZELL. That w o u ld be correct.
Mr. BROWN of Michigan. If you once determined that a bank can
not rem ain a m e m b er o f y o u r fu n d , then the Federal Reserve Board
must suspend that bank and the Comptroller must appoint you as
receiver.
Mr. BiRDzELL. No; the Federal Reserve Board must see that the
bank is no longer in the Federal Reserve System, and in the case
of a national bank, o i course it would result in liquidation.
Mr. CROWLEY. You understand, the Federal Reserve Board h a s
no authority to appoint a receiver for a State member bank.
Mr. BnowN of Michigan* I understand that. It will appoint
your Corporation, or, if you do not care to take it, some other suit
able person as receiver.
In other words, in the power that you have asked, you will have
absolute authority in your board of directors to suspend any bank
in the United States if it is a member of your Corporation.
Mr. CROWLEY. I do not think that there is any duplication there.
I think that we are the only ones that have that power.
Mr. BROWN of Michigan. Of course, the national bank department
has that power with respect to national banks.
Mr. CROWLEY. There is no particular reason why we should not
have the same control of putting a bank out of the fund, be it a
Federal Reserve member bank or a State bank, if they are not con
ducting themselves in a manner that is going to give to this Corpo
ration the usual safeguards.
Mr. BROWN of Michigan. Well, I think that is true, but I am say
ing that that gives you the same power that the Comptroller now
has over national banks and that the Federal Reserve Board now
has over Federal Reserve banks.
Mr. CROWLEY. N o; the only power that the Federal Reserve Board
has over a State bank is that if they do not conduct themselves
properly, they may put them out of the Federal Reserve System,
but there they stay.
Mr. BROWN of Michigan. That is right.
Mr. CROWLEY. Now, then, the power that we have over the State
banks is just the same as the Federal Reserve Board has oter the
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State banks, but we carry ours further, And we ask for the power
also over a national bank, that we may put them out of the fund.
Mr. BROWN of Michigan. But it does seem to me that we certainly
have a duplication there of power. In the temporary plan or the
permanent plan as it now exists, for instance, in the matter of exam
inations of Ibanks, you have to accept the examinations of the OHice
of the Comptroller.
Mr. CROWLEY. That is right.
Mr. BROWN of Michigan. And the only examinations which you
are empowered to make now under existing law are examinations
of nonmember banks.
Mr. CRowEHY. That is correct.
Mr. BROWN of Michigan. Now, on page 18 of the bill, I think it
is, you ask for the power to examine all banks----Mr. CROWLEY. No.
Mr. BROWN of Michigan (continuing). With the consent of the
Comptroller.
Mr. CROWLEY. May I explain that to you, Mr. Brown!
Mr. BROWN of Michigan. Yes.
Mr. CROWLEY. The reason for that is this. Supposing that the
Comptroller or the Federal Reserve Board has a bank which is in
dHHculty; under our law, we have asked you for the authority to
buy assets for the purpose of mergers. We may wish to go in with
the Comptroller or the Reserve Board and m^ke an examination to
know the position of the bank, in order to try to determine upon a
program that will prevent us from taking too great a loss. In other
words, we will go into a bank with a million dollars in deposits and
buy $250,000 of undesirable assets, and the Comptroller would merge
that with $750,000 in another bank, and that would save us the liqui*
dation of a million-dollar liability where we would be getting oif
with $250,000.
Do you get my point?
Mr. BROWN of Michigan. I get yoftr point, but----Mr. CROWLEY. In order to do that, we have to have the authority
to go into a national bank, and we are only asking for that where
the Comptroller is agreeable that we should go in with him on that
proposition.
Mr. BROWN of Michigan. But it seems to me that even at the
present time, under existing law, where we have a group of nationalbank examiners under jurisdiction of the Federal Reserve Board,
and a group of national-bank examiners under the jurisdiction of
the Comptroller, each having different duties, we must bear in mind
that we are here establishing a third group of national-bank exam
iners under your Control, with power, I grant you, only upon the
consent of the Comptroller, to examine national and member banks
of the Federal RegerVe System.
Now, my point is this, that it seems to me that the three depart
ments ought to get together to see if we cannot consolidate you all
into what seems to me to be a logical organization governing all the
national banks of the United States. I f we cannot do tha&, we at
least ought to consolidate these three boards or bureaus into one ex
amining division, that would have authority to examine for all three
of these governmental bureaus, and it just strikes me that the legis-
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lation is ill-conceived in that respect. We have that provision now
with respect to the Federal Reserve Board and the Comptroller's
ofEce.
Perhaps I ought to say that I think that your Corporation is an
illogical Government organization or bureau to undertake that work,
but it does seem to me that you are placing an unnecessary burden
upon national banks and member banks and forcing them to pay the
expenses of examinations which certainly will be more numerous
than they have been in the past. It seems to me that you are by
this act diversifying the power and authority that the Comptroller^
ofEce has over bank examiners.
Now, if this ofEce is not the right ofEce to handle the matter of the
examination of national banks, let us turn it over to you or to the
Federal Reserve Board, but let us not have three different groups
o f national-bank examiners.
Mr. CROWLEY. Mr. Brown----- Mr. BROWN of Michigan. I believe that it is illogical.
Mr. C a o w L E Y . I do not think that y o u would have any three groups
of national-bank examiners, to this extent, that we have examined
only State banks. Now, there is no way under the present law
that anyone else can examine a State bank except the Federal Deposit
Insurance Corporation and the State supervisor.
Mr. BBowN of Michigan. That is true; but let me interrupt you to
say that if the law is enacted as you and your Corporation want it to
be enacted, that is, with the elimination of nonmember State banks
from the Federal Reserve Corporation, then the argument that you
are just making would not apply?
Mr. CROWLEY. That is correct.
Let me say to you that there is no duplication of Federal examina
tion at this time. I mean by that that the Comptroller examines the
national banks, the Federal Reserve Board examines only the
Federal Reserve member banks, and we examine only the State banks.
Let me add, on this matter of examination, that the Federal
Deposit Insurance Corporation cannot be put off here all by itself
and not be permitted to use the usual precautions that will be neces
sary in order to keep this fund sound.
Mr. BROWN of Michigan. You have all of that authority under the
existing law.
Mr. CROWLEY. We have not the authority to do this. All of the
help that we have had so far has been in going into the banks and
working with the State commissioner and, by moral persuasion,
getting the banks to build their capital, make their application to
the Reconstruction Finance Corporation, and things like that.
Mr. BROWN of Michigan. When you made that statement I was
inclined to disagree with you. You made it in your opening state
ment. On page 13 of the original act it provides that such certifica
tion to the Corporation by the State hanking commissioner that the
bank is in a solvent condition shall, after examination by and with
the Corporation, be entitled " and so forth. I grant you that great
pressure was brought upon you to be liberal about that, but you had
no legal right under the law to admit any bank that was not solvent,
and, of course, that means solvent not only as to its deposit liability,
but solvent as to its capital.
127207— 35------ S
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Mr. B i R D Z E L L . The definition of solvency is given in the act, and
it says " whose assets are sufBcient to meet its liability to depositors
and other creditors."
If you will look further, that is the definition that we are revising
in this new draft.
Mr. BROWN of Michigan. You feel that until this serious question
of what is going to become of several thousand nonmember State
banks is solved, that we cannot very well set up a national bank
examining department ?
Mr. CROWLEY. I think this, Mr. Brown, that you have seen the
opposition to your State banks in joining the Federal Reserve
System-----Mr. BROWN of Michigan. Yes.
Mr. CROWLEY (continuing). And over a period of 20 years 960
have joined. Now, if you put the 7,800 State banks virtually under
a national examining supervision, I think that you would have the
same objection that was expressed to their joining the Federal
Reserve System.
I think that this whole matter must be taken step by step and
corrected each year until you finally get the system that you wish.
Mr. BROWN of Michigan. I may want to pursue that a little bit
further, but, before we close I would just like to call your attention
to one item on page 27 of the comparative print.
You will remember, Judge Birdzell, when the section of the law
which was called the Steagall amendment was attached to the
Federal Deposit Insurance law last spring, and that provided that
loans to closed banks were to be made through the Federal Deposit
Insurance Corporation.
Mr. B i R D Z E L L . Yes, sir; that is the way the House passed it.
Mr. BROWN of Michigan. And when it got to the Senate and came
back, our conferees agreed that it would go to the R. F. C.
Mr. BiRDZELL. Yes.
Mr. BROWN of Michigan. You will remember that either your de
partment or Judge Reed's department in the R. F. C. held that
under the wording of the statute, loans to closed banks or the assets
of closed banks could only be made on sale of all the assets. I do not
remember whether that was your ruling or the ruling of the R. F. C.
Mr. BiRDZELL. That ruling was not our ruling.
Mr. BROWN of Michigan. There was such a ruling, and I am sure
that the gentlemen on the committee remember that ruling.
Why not clarify this language here, which is identical, so that
you can make loans upon the qssets in whole or in part! Do you
not think that that amendment would be desirable!
Mr. BiRDZELL. There could not be any objection to that amend
ment at all.
Mr. BROWN of Michigan. Because that ruling was made, so thaf
you could loan on a part of the assets.
Mr. BiRDZELL. There would not be any objection to that kind o i
an amendment at all.
May I say, while we are on that subject, that that ruling was not
made during the pendency of that bill m Congress last year. It was
made subsequently, and it was not our ruling.
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Mr. BROWN of Michigan. I think that you are a little bit unfair
to the depositors when you require them to file a claim within 1 year.
It is readily conceivable that a great many people may be away on
trips, or something of that kind.
Mr. BiRDZELL. We have no objection at all to a longer period. The
reason 1 year was suggested is because that is a sort of a prevail
ing contract limitation in insurance contracts, generally.
Mr. BROWN of Michigan. I understand it is.
Mr. BiRDZELL. And it was generally thought to be reasonable, but
if the committee should think that a longer period should be pro
vided for, 18 months or 2 years, all right.
Mr. BROWN of Michigan. I thought that perhaps we could clear
it up by some language to this effect, that when the claim is clearly
meritorious and not contested by the bank itself, the amount should
be paid, but if it is a case where there is any contest about it, I
would not object to a limitation.
Mr. CROWLEY. You understand that in a great many banks they
accumulate a lot of very small balances, maybe of 38 cents or $1, or
$2, or $5, and sometime or other we ought to be able to eliminate
ourselves from that liability.
Mr. BROWN of Michigan. On page 27, in the matter of loans to
banks concerning which you spoke a short time ago, Mr. Crowley,
where you are going to bring about a consolidation in order to avert
disaster, why do you limit that to July 1, 1936!
Mr. CROWLEY. For this reason-----Mr. BROWN of Michigan. Why should it not be permanent?
Mr. CROWLEY. What we would like to do is to operate it for a
year, and then we will come back and give you the benefit of our
experience and then have you extend it if you believe that it has
been entirely successful. There is grave danger in paying the losses
of these banks too easily. It might cause the banks to become care
less ; that is the reason we limit it so we can have a little experience
to guide us in the future.
Mr. BROWN of Michigan. A little trial legislation?
Mr. CROWLEY. That is right.
Mr. BROWN of Michigan. I would very much like to see you give
consideration to that matter of seeing that we do not have too many
different groups of Federal examiners investigating these banks. I
think that that is a serious question.
The CHAIRMAN. I want to ask if anyone else desires to interrogate
Mr. Birdzell or Mr. Crowley?
Mr. D iR K SE N . Yes; I d o .
The CHAIRMAN. Then we will meet tomorrow morning and resume
this questioning at 10:30.
(Thereupon, at 12:45 p. m., an adjournment was taken until
Thursday morning, Feb. 28,1935, at 10:30.)
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BANKING ACT OF 1935
THURSDAY, FEBRUARY 28, 1935
HOUSE OF REPRESENTATIVES,
C O M M IT T E E

ON

B A N K IN G

AND

CURRENCY,

77. C.
Hearings on title I of the bill above referred to were resumed at
710:30 a. m., Hon. Henry B. Steagall (chairman) presiding.
The CHAIRMAN. The committee will be in order.
I do not have before me the list of those who have already ques
tioned the witnesses, but I believe that Mr. Dirksen indicated at
the close of yesterday's session that he wanted to ask some questions.
STATEMENTS OF LEO T. CROWLEY, CHAIRMAN, AND L. E. BIRDZELL, GENERAL COUNSEL, FEDERAL DEPOSIT INSURANCE
CORPORATION— Resumed

Mr. D iR K SE N . Mr. Crowley and Mr. Birdzell, in the comparative
print, on page 33, I want to direct your attention for a little bit to
the new language there, which states that no State nonmember bank,
other than a mutual savings bank, or a Morris Plan bank, or a bank
located in the Territories of Hawaii or Alaska, shall become or
continue an insured bank after July 1, 1937.
Now, a State nonmember bank, of course, is not a member of the
Federal Reserve System.
Mr. BntDZELL. That is correct.
Mr. DmKSEN. It means that these banks are going to be compelled
to become members of the Federal Reserve System, or else the socalled "State nonmember banks" can have no insurance after July
1, 1937.
Mr. BiRDZELL. That is correct.
Mr. D iR K SE N . That is the proper inference from that paragraph?
Mr. BmDzELL. That is correct.
Mr. D iR K SE N . First of all, the question arises in m y mind as to
why, if a State bank is solvent, and if it is sound, and it is so dis
closed to be upon your own examination, such a bank should not be
insured without having to become a member of the Federal Reserve
System.
Mr. BiRDZELL. Mr. Congressman, that provision is in here in the
form that it is because section 12 (b) as passed originally, in June
of 1933, contained a similar requirement, except that the date was
July 1, 1936; that is, nonmember banks were permitted to obtain
the benefits of the insurance until July 1, 1936, without joining the
Federal Reserve System. Then, when the temporary fund was
extended for a year, that date was also set ahead a year, so as to give
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the nonmember banks the benefits of the insurance until July 1, 1937,
instead of 1936.
Whatever the policy may be with respect to that question Congress
apparently considered at the time the Banking Act of 1933 was
under consideration here, and the Corporation has not suggested
any change in that respect, because it does not particularly affect
its operations. That is a matter of policy primarily for the con
sideration of Congress. There is an exception----The CHAIRMAN. Let me interrupt you for just a moment.
Mr. BiRDZELL. The exception relates to the mutual savings banks
and the Morris Plan banks. Our experience with regard to them
shows that there is no likelihood of those banks finding a place in
the Federal Reserve System, and we have suggested the amendment
which would enable those banks to continue insurance without join
ing the System.
Anything that Congress may do with respect to other banks is
something that we have no particular feeling about one way or the
other.
The CHAIRMAN. Let me say this in that connection, that the pro
vision in the Banking Act of 1933 requiring State nonmember
banks, in order to avail themselves of the benefits of participation in
the deposit insurance, to become members of the Federal Reserve
System after July 1, 1936, was stubbornly contested. The House
bill had no such provision, but provided for the admission of member
banks and State nonmember banks without discrimination, but the
Senate bill limited the insurance to member banks. The older mem
bers of the committee are familiar with the differences of opinion
that obtained among the members of the conference committee, and
I presume that you are, on that bill. This is the simple fact of the
matter, that we found ourselves with the adjournment of Congress
approaching, and the conferees deadlocked over two propositions, one
of which was the provision providing that national banks should be
permitted to have branches in all States where State laws permitted
such branches. That provision, and the provision requiring member
ship in the Federal Reserve System after July 1, 1936, in order to
participate in deposit insurance, were the two controversial points,
and we fought those out down to almost the hour of adjournment.
Rather than see the legislation embodied in the so-called " Glass
bill", which had been developed as a result of long hearings and
labor on the part of Senator Glass and his committee in the Senate,
defeated, and rather than to see the defeat of the insurance plan
which in a former session of Congress passed the House, and which
was embodied in the bill then under consideration, and which the
conferees for the House were exceedingly desirous of adopting, we
Rnally agreed to an amendment which would permit branch bank
ing and we yielded on the provision requiring membership in the
Federal Reserve System as a condition precedent to participation in
the benefits of deposit insurance by nonmember banks.
Last year when the act was passed extending the temporary in
surance, another compromise was reached respecting the privilege of
nonmember banks of participating in deposit insurance by postpon
ing until July 1, 1937, the date upon which they should be required
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to become members of the Federal Reserve System in order to par
ticipate in the insurance benefits of the Corporation.
Now, of course, all of those questions will arise again in this com
mittee and in the House, and probably in the conference when this
bill is to be passed upon later.
Mr. DiRKSEN. Mr. Chairman and Mr. Birdzell, let me point out
what is bound to happen under this provision, which you have to
read in connection with section 202 of this bill, in title II. Your
paramount interest for the moment is in title I, but I suppose that
every member of this committee has had the same experience that
I have had in the last 2 years, where I helped or sat in on the reor
ganization of 12 or 15 small banks out in tne central part of Illinois.
We had to go to the depositors and take waivers of anywhere from
15 to 50 percent, and when these banks were finally reorganized, they
had to issue in lieu of the amount of money that was waived by the
depositors, so-called " deferred certificates , which are payable out
of earnings, and there is not any other way to pay them.
Now, the Federal Reserve bank in Chicago maintains that those
deferred certificates are a contingent liability, and they will not ac
cept them, and they will not accept any bank which has those de
ferred or contingent liabilities outstanding.
You take a bank in a small town, say of 1,000 people, where they
had to waive 50 percent of the deposits and in lieu thereof issue
these certificates, which became a charge upon the earnings of the
bank if and when earned; certainly a great many of these banks
cannot even earn enough money between now and the 1st of July
1937 to get those certincates out of the bank. They are there as a
definite charge upon earnings.
If then the Federal Reserve System does not accept those banks
because these contingent liabilities exist, and if you do not give insur
ance to those banks because they are not members of the Federal
Reserve System, then there is only one thing for them to do, and
that is either to go out of business or otherwise try to get along with
out the benefits of insurance.
I might elaborate on that a little bit. You may remember that
41 percent of all of the banks in this country are in towns of under
1,000 people, and in section 202 of this bill you will notice-----Mr. BiRDZEiJ,. What page is that?
Mr. DiRKSEN. That is on page 41, that particular section—you
will notice that that section says that the Federal Reserve Board,
in order to facilitate the admission of these banks, has authority to
waive in whole or in part the requirements of this section relating
only to the capital requirements of a bank.
Now, we have 2,900 banks in this country that have a capital of
$25,000, and in those cases the Federal Reserve Board, under this
section, has a right to waive those requirements if it desires, but it
has no right to waive any requirement with respect to a contingent
liability, and you are going to put those banks out of business under
that section. Either they will have to become members of the Fed
eral Reserve System, or not get insurance, and it constitutes a club
which is ^oing to have two effects, to put some banks in the Federai
Reserve System that do not want to go in, and^ secondly, there are
some banks that will not be able to go in, and, if insurance is materia?
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to the stability, the soundness, and the continued operations of banks,
they will have to go out of business.
Mr. BiRDZELL. I think that there is merit in the Congressman's
suggestion, particularly with reference to the effect of the waivers
that he spoke of. We have come across a number of instances where
the depositors had waived a certain amount of their deposits and
released the bank from any obligations so far as that liability was
concerned, and that enabled the bank to reorganize.
The CHAIRMAN. Let me say a word right here in connection with
what Mr. Dirksen just said, in order to bring the history of this
transaction down to date.
It is not unfair to say that the conferees on the part of the House,
when this bill was under consideration, would never have yielded
in connection with this provision and permitted this provision to
be enacted requiring State nonmember banks after the 1st of July
1936, to become members of the Federal Reserve System if they were
to participate in the benefits of deposit insurance, if we had not felt
that the Congress could be trusted before that time to enact proper
legislation to extend the benefits of the Deposit Insurance Corpora
tion to the nonmember banks.
Mr. REiLLT. There will be two sessions of Congress after this one
before that will become effective.
Mr. DmKSEN. Before what!

Mr. R E IL L Y . Before the 1st of July 1937 will be here, and I think
that this discussion at this time is beside the issue, because Congress
will later be in a better position to determine what should be done
with State banks that do not come into the Federal Reserve System.
We might pass a law today, and it might be changed in 2 years.
Mr. D iR K SE N . But, on the other hand, we are writing a permanent
bill here now.
Mr. REILLY. It is permanent only until the next Congress sees Rt
to change it.
Mr. DiRKSEN. But it easier to try to get it right in the first place
than to have to come along later and change it.
Mr. W iL L iA M S . That is especially true when it should never have
been in there in the 6rst place.
Mr. D ntK S E N . Precisely.
Mr. BiRDZELL. If I may complete the statement that I started to
make a moment ago, I think that I can shed a little light on this mat
ter from the standpoint of its actual operation.
As the Congressman said in the case of those reorganized banks
where there are deposit waivers and the depositors have some kind
of a deferment certiScate, but no claim against the bank, only against
its earnings, we have reviewed in the legal department of the Deposit
Insurance Corporation many hundreds of reorganizations where
that element entered, and you will appreciate that such banks were
not eligible for membership in the Deposit Insurance Corporation
unless they were solvent. Whether deferment certificates of this type
constitute liabilities of the bank, has much to do with whether mat
bank is solvent and, consequently, eligible. Wherever we became
satisfied that the bank would not be liable for the amount of those
deferment certificates, we held that the bank was solvent, and in
sured it.
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Now, what attitude the Federal Reserve Board may take with
respect to that same question I cannot tell you. I do know that
there have been instances where banks have been reorganized on a
deposit-waiver basis, where the Federal Reserve Board has ques
tioned whether the banks had the unimpaired capital required under
section 9 of the Federal Reserve Act; so that that is one of the things
that is going to confront Congress in dealing with this question.
The Reconstruction Finance Corporation has taken very much the
same view of that matter that we have taken in the Federal Deposit
Insurance Corporation.
So the Congressman does raise a question that should be con
sidered whenever this matter of Federal Reserve membership re
quirement is under consideration, and particularly where the capital
requirements of section 9 are under consideration*
Mr. DiBKSEN. Then, Mr. Birdzell, as a general thing, is there
any reason why a sound and solvent bank should not have insurance
and continue to have it!
Mr. BiRDZELL. I do not want to suggest any reason why it is not
entitled to insurance.
Mr. DiRKSEN. We have about 3,000 banks in this country that
have been operated continuously for 50 years, a great many of
them being State banks, and when a bank has a record like that, is
there any reason why you should either force them into a system or
not give them insurance?
M r . FoR D . I f w e a r e g o i n g t o h a v e a u n i f i e d b a n k i n g s y s t e m , w h y
n ot have one !
Mr. DiRKSEN. Why compel State banks to surrender all of the

rights that they have, and crowd them into a system when probably
they will not derive any benefit from it!
There are two or three banks in Missouri that have not missed a
dividend for 20 years, and one of them a few years ago declared a
dividend of 50 percent, and they never had occasion to use the Fed
eral Reserve System. They do the banking business of their com
munity, and they have never rediscounted paper, and their services
have been adequate in their community.
Why force banks like that into the Federal Reserve Svstem,
when they do not want to go in, and it carries with it the additional
burden of further examinations!
Mr. F oR D . There are a good many things that a great many insti
tutions do not want to do, and they have been allowed to run along
in their own way, and as a result others have been the victims of
their action.
Mr. DiRKSEN. That is beside the point, because those banks that
you refer to cannot qualify for the benefits of the F. D. I. C. But
now you bring in this alternative proposal, of either shoving them
into the Federal Reserve System, or else they cannot get insurance.
Mr. F oR D . Of course, my view at the present time is-----Mr. DiRKSEN. And no case has been made out to show why they
cannot get it, if they can qualify.
Mr. FoR D . I would like to have this put into the record, on the
statement of somebody else, that there are supposed to be 8,500
State banks outside of the Federal Reserve System. Is that about
right!
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Mr* D iR K SE N . I t h i n k so*
Mr. F oR D . I would like to have a study made to see what percent
age of those banks and to what extent they were strengthened by
the R. F. C. in proportion to the banks that were in the Federal
Reserve System.
Do you get my point?
Mr. Fox* That is in the testimony.
Mr. BiRDZELL. That study has been made.
The CHAIRMAN. That is something that I have been wanting.
Mr. FoR D . I w a n t t h a t s t u d y m a d e i n a w a y s o t h a t w e c a n m a k e
3 n i n d e p e n d e n t s t u d y o f t h a t s it u a t io n .
The CH A IR M AN . iJet us have it as it is;

let us not let those figures
be played up in a way so that they do not depict the real situation.
Mr. Fox. They are on page 30 of Mr, Crowley's first statement.
Mr. D iR K SE N . I have one other question, and I think that I raised
this question a year or two ago, with respect to the provision start
ing at the bottom on page 12 of the comparative print, subsec
tion (i).
I understand from the full text of that section that banks whose
insurance has been terminated will be compelled to pay assessments
^or an additional 2-year period, and that that coverage for an addi
tional 2 years will be imposed upon them whether they will or not.
I think that that is quite long to require that period of 2 years,
because in that same section the Corporation is given the power to
require any kind of notice to be given, can give the notice itself or
compel the bank to give the notice. You can send the notices by
mail, or compel circulation of the notices in a newspaper for a month
or two, and I should say that 6 months would be an ample time and
that thereafter no further assessment should be required.
Mr. BntDZELL. Two years may be too long, but I believe that 6
months would be too short.
M r . D iR K SE N . P o s s i b l y s o .

Mr. BiRDZELL. We do not want to be open to the charge of not deal
ing in good faith with depositors of banks, and we would rather err
on the side of having that period too long than on the side of having
it too short. It is a matter of judgment.
Mr. DiRKSEN. Of course, in the metropolitan centers a little longer
time might be required, but in a community of 1,000 people, and
almost half of our banks are in towns of that sort, for all practical
purposes a week would be ample notice.
Mr. CROWLEY. I do not object to cutting it down from 2 years to
some extent, but it should be a long enough time so that there can
be no doubt in our minds but that the depositor has had plenty of
time in which to make up his mind as to whether or not he wants to
keep his money in that bank. Furthermore, if the bank is an insti
tution that has been doing things which caused us to put it out of
the fund, there is a question as to whether we should not give them
ample protection for a long period of time, to enable them to correct
their practices and again quality for insurance.
I do not think that the judge or any of us has any objection to
any compromise in that particular, but the time should be long
-enough. I do not see that it is any great hardship to the bank to
have a period of 2 years, and it is a great benefit to the depositor.
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Itiis also of great benefit to the Corporation. These banks that
are badly managed, these banks that should be put out of the fund,
should have some string on them until you know that the depositors
have had that opportunity to which I have referred.
The CHAIRMAN. Let me say this, please, in this connection, and
I do not want to prolong this discussion unnecessarily, that the De
posit Insurance Corporation was never established, nor was the
plan of insurance deposits designed, nor in my judgment should it
be used, for the purpose of settling any quarrel between the nonmem
ber bands and the member banks. Some believe that we should have
a unified banking system, and if that view has enough support to
express itself in legislation, let those who believe in a uniGed banking
system in this country devote their efforts to that purpose, but let
it be fought out on its own merits; and if we are not to go the whole
way and adopt a unified system, let us leave the matter of member
ship in the Federal Reserve System for State nonmember banks
to be determined by the nonmember banks themselves, as provided in
the Federal Reserve Act. I f a State bank wants to join the Federal
Reserve System and finds it desirable, if the inducements are such
that the State bank wants to come in, let it come, but with all of its
rights under its charter issued by the State in which it does business.
This question of insurance on bank deposits ought not to become
involved in any way with the permanent policy respecting a unified
or dual banking system. I have my views about that, but I do not
think that they have any proper place in legislation affecting bank
deposits.
What we are trying to do here is to protect the public against
-bank failures and against the horrors that have attended bank
failures heretofore, and let that legislation be dealt with on its own
merits, and leave this question of membership and nonmembership
in the Federal Reserve System to be fought out in a normal way,
on its own merits.
I believe in membership in the Federal Reserve System, but un
doubtedly there are banks that do not want to join the Federal
Reserve System, and certainly, as I see it, it is not necessary, and
surely not indispensable, that every bank in the country should be
long to it or be members on a definite date.
Mr. ReiLLY. Do you not think that the Congress of the United
States will be in a better position 2 years from this time to decide
the question whether we want a unified banking system, after we
have had 2 years more experience, than it is today? That matter
can well be deferred until 2 years from this time, when we can make
a better final decision on it.
Mr. DiRKSEN. I think you are right, but this section would have
to come out of the bill, because that is an instrument of compulsion
to force them in.
Mr. W iLL iA M S. And you ought not to wait until the last day to
do that. I think that you ought to take it up right now, and give
them at least 2 years' notice that we mean to make this a permanent
policy, and not compel these State nonmember banks to wait until 2
years from now to see what they are going to be up against.
Mr. CLARK. I just want briefly to supplement what you said, if
I may.
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As I said the other day, regardless of politics I think that the
Federal Deposit Insurance Corporation has the conSdence of the
people of this country. I know that it saved our West.
There has been some question as to whether or not the Federal
Reserve System, at least as it existed in 1929, did not break down.
There is a grave question in the minds of a lot of people in this
country as to the soundness at all of the Federal Reserve System.
Many of the small banks disapprove of it*
I do not believe that we should, under any circumstances, use a.
well-respected institution like this institution is, which has the con
fidence of the country, to club nonmember banks into a system which
may not have the confidence of the country.
I just wanted to make that one observation.
Mr. FARLEY. In the figures that you have submitted, is there any
thing that might be a guide as to how many of these banks could
not qualify, if this bill went through ?
Mr. CROWLEY. I think that 72 percent of the nonmember State
banks which are insured could qualify on their capital position now.
In other words, in the rebuilding program that has been taking
place, we have tried to base it so that they would have suSicient
capital to be eligible under the capital requirement.
Mr. FARLEY. I do not know that this question is germane to the
bill that we are considering here, but does your Corporation feel that
there are still too maiy banks!
Mr. CROWLEY. No; I do not think that that is generally true now,
Mr. Congressman. I think that the banks that have survived this
depression certainly showed themselves pretty well able to take care
of their situation. There may be certain isolated places where we
are overbanked, but I think that as a general proposition the country
can support the number of banks that we have now, if properly
located.
The big trouble is that you may go much further than the banks
that we have now, in extending new licenses.
Mr. FARLEY. Did this elimination of daily balances do the bank
ing business any good ?
Mr. CROWLEY. Do you mean the elimination of the interest on daily
balances!
Mr. FARLEY. Yes; the elimination of the interest on daily balances.
Mr. CROWLEY. Yes; Mr. Congressman, it did.
The banks were faced with the problem of reducing expenses in
proportion not only to their volume of business but also to the
reduced rate of earnings on the business that they had. As I ex
plained the other day, the elimination of interest on daily balances
subject to withdrawal on demand was an important factor in reduc
ing expenses.
Mr. FARLEY. Is there any demand that you know of on the part
of the large, central banks that that provision be restored, so that
they may pay interest on daily balances?
Mr. CROWLEY. I know of no demand from any source, either large
or small.
Mr. FARLEY. When we put that into the law, there was a great
deal of talk then along this line, that if we could hold this money in
the smaller banks and eliminate that 2 percent on the daily balances,.
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or any other percent, they would use the money at home instead of
using it in the larger centers.
Has that worked out that way ?
Mr. CROWLEY. Of course, that is a very hard question to answer,
because there has been a very limited demand for new credit on
account of your business depression. I do not know how that would
work in normal times. I think that under the theory of the insur
ance of deposits, as I said yesterday, the banks might employ a larger
percentage of tneir deposits in local loans, because I do not think
they have to have that extreme liquidity through fear of runs that
they might have had before.
Mr. FARLEY. I think that the intent of this bill—and I do not refer
to you gentlemen personally—is further to eliminate banks, to get
rid of a lot of banks that we now have. I am just wondering how
many would have to go if we did it. Today we would lose 28 percent
of them.
Mr. CROWLEY. In what way! Do you mean that we would elim
inate 28 percent on account of joining the Federal Reserve System!
Mr. FARLEY. I mean that they could not get through.
Mr. CROWLEY. I do not like to get into the controversy on Federal
Reserve membership, because that is another part of this bill; but I
might say that I have always had enough confidence in legislative
bodies, and I have enough confidence in you men to feel that when
the time comes, if there are 2,000 or 3,000 banks in this country that
cannot join the Federal Reserve System, certainly you are not going
to put those banks out of our insurance system. I do not b&ieve
that you are going to put into liquidation 2,000 or 3,000 banks. From
our own standpoint, all that we have to do is to be reasonable. If
you were going to put 2,000 or 3,000 banks into our laps for liqui
dation, we would be the first ones to tell you how impracticable
that was, because of the cost to ourselves. So I have a lot of conRedence that somewhere along the line that will be adjusted, so that
the great majority of the State banks are going to be cared for.
Mr. WiLLiAMS. There is one thing that I do not yet understand,
and I want to get the record straight on it. You say that there
are only 72 percent of these nonmember banks that can qualify!
Mr. CROWLEY. I mean by that, Mr. Congressman, that under the
present Federal Reserve Law, they must have a minimum capital,
and 72 percent of these banks already have sufficient capital to m e e t
that requirement.
Now, under part 2 of this bill, the Federal Reserve Board is ask
ing for authority so that they may waive that minimum requirement
of capital.
Mr. WiMJAMS. Let me ask you this, then: Have you not already
qualified more than 72 percent of them for admission .into the tem
porary fund!
Mr. CROWLEY. Do you mean by the temporary fund, the Federal
Deposit Insurance Corporation!
Mr. W iL L iA M S . Yes.
Mr. CROWLEY. Of course, there are 7,800 State nonmember banks.
You and I are talking about two different things. I say that there
are 72 percent, Mr. Congressman, that are members of our fund now
whose capital position is sufEcient to joint the Federal Reserve Sys
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tem with the old provision governing capital requirements for Fedr
eral Reserve members.
Mr. WiLLiAMS. I am not talking about the Federal Reserve. T
do not know whether Mr. Farley was or not.
Mr. FARLEY. Your answer was just what I wanted.
Mr. W iLLiAM S. I am talking about the number of nonmember
banks that can qualify under the law as it is now and come into the
temporary insurance fund, and automatically pass into the insured.
Mr. CROWLEY. There are only 1,100 banks, Mr. Williams, State
banks, that are outside of our fund today, and our law calls for the
7,800 banks now members of our fund to automatically become mem
bers of the permanent fund.
Mr. W iLLiAM S. They automatically pass in on the effective date
of this law?
Mr. CROWLEY. That is right.
Mr. W iLLiAM S. And that is more that 72 percent.
Mr. CROWLEY. Yes; but we are talking about two different things.
That is 90 percent.
M r . W iL L iA M S . N o w , y o u h a v e a l r e a d y q u a liR e d t h a t n u m b e r o f
b a n k s f o r th e t e m p o r a r y fu n d , a n d q u a lin e d th e m f o r th e p e r m a n e n t
f u n d ; t h a t is , u n t i l J u l y 1, 1987.
Mr. CROWLEY. That is correct.
Mr. W iLL iAM S. Is there any reason why they should not pass right

on into the permanent system after July 1, 1937?
Mr. CROWLEY. You mean, in our permanent system!
Mr. W iLLiAM S. Yes.
Mr. CROWLEY. They would go into our permanent system just as
soon as you pass this bill.
Mr. W iLLiAM S. But they go out on July 1,1937.
Mr. CROWLEY. My answer to that is this, Mr. Williams: As I said,
I have enough confidence in Congress to feel that they are not going
to force out of our insurance system 2,000 or 3,000 banks.
Mr. W iLLiAM S. You see what my point is, that you have already
qualified them, and they automatically pass into the system on the
effective date of this law and will be members of the system at least
until July 1, 1937, and my inquiry is why they cannot remain in the
system after that date.
Mr. REILLY. I might suggest that that will depend entirely upon
the judgment of Congress as to whether or not we shall have a unified
banking system.
Mr. W iLLiAM S. I am asking if there is any reason on the part of
this Corporation why that cannot be done. If there is, we would like
to have it, because that question will confront us from now on.
Mr. CROWLEY. I think this, that in dealing with that provision, you
have to take into consideration your capital requirements and the
advantages to your smaller banks of membership in the Federal
Reserve System. That, to my mind, is entirely a matter for Con
gress to determine. As I said, unless you change the Federal Reserve
law and liberalize it so that these banks can qualify, there will be at
least 2,000 of them that cannot come in unless we build their capital
structure up for them.
To put 2,000 banks out of the insurance fund would be a very
serious matter.
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Mr. REILLY. You said that about 1,500 nonmember banks are out
of the insurance system.
Mr. CROWLEY. About 1,100.
Mr* RsiLLY. Why are they unable to come in and qualify?
Mr. CROWLEY. A very small percentage of these banks felt that
they did not need it.
Mr. RsiLLY. What percentage of those banks that could come in
did not come in?
Mr. CROWLEY. We do not know, exactly.
The CHAIRMAN. Of course, there is no way on this earth by which
you can know how many banks failed to apply for participation in
the deposit fund because they felt that they do not need it, or for
other reasons. You do not know anything about those who did not
apply.
Mr. CnowLBT. We made the best analysis that we could, but, of
course, we cannot say that that is the reason.
The CHAIRMAN. You cannot analyze a bank that you never had
anything to do with.
Mr. CROWLEY. Taking the 1,100 banks outside of the fund, their
deposit liability only amounts to a little over $500,000,000, so, as a
whole, they are very small banks. But there are two or three reai
large ones.
M r . W iL L iA M s . B u t t h a t d o e s n o t m e a n t h a t t h e y d o n o t s e r v e a
u s e f u l p u r p o s e in t h e i r c o m m u n it ie s , a n d t h a t t h e y a r e n o t s o u n d ?

Mr. CROWLEY. That is correct.
I think this: That really the ambition of the Federal Deposit In
surance Corporation should be to get every bank in the Federal
Deposit Insurance system, for the protection of depositors, even
though they had to make some adjustments in order to get them in.
M r . W iL L iA M s . W h a t p e r c e n t a g e
in su ra n c e h a v e n o t b e e n a d m itt e d ?

o f th e b a n k s th a t a p p lie d

fo r

Mr. CROWLEY. We admitted to the temporary fund all except 200
banks that made application, but what we did was this; we took
them in. and then we rebuilt them afterward.
Mr. WiLLiAMs. Then there have been about 200 out of all of these
applications that have been definitely and finally rejected!
Mr. CROWLEY. Yes.
The CHAIRMAN. I want to ask something about that, Mr. Williams.
How many .State banks that are nonmember banks belong to the
Deposit Insurance Corporation and participate in the insurance!
Mr. CROWLEY. Seven thousand eight hundred, Mr. Chairman.
The CHAIRMAN. How many member banks, both national and State
member banks, participate in the deposit insurance fund!
Mr. CROWLEY. Six thousand three hundred; that is, State and na
tional member banks.
The CHAIRMAN. Now, you have 7,800 nonmember banks that par
ticipate in the Deposit Corporation!
Mr. CROWLEY. That is right.
The CHAIRMAN. Now, the Reconstruction Finance Corporation has
supplied to those 7,800 banks $184,000,000 to replenish tbeir capital,
has it not?
Mr. CROWLEY. $256,000,000 up to February 1, Mr. Chairman.
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: The CHAIRMAN. And you supplied to national banks $465,000,000
through the R. F. C. ?
Mr. CROWLEY. That is right.
The CHAIRMAN. And to your nonmember State banks, numbering
7,800, you have supplied $256,000,000?
Mr. CROWLEY. That is correct.
The CHAIRMAN. And, to your State member banks, numbering
about 900, you supplied $238,000,000?
Mr. CROWLEY. That is correct—960 such banks, instead of 900.
The CHAIRMAN. So that to your 7,800 nonmember banks that are
insured, the R. F. C. has extended $256,000,000, and to the member
banks $703,000,000. That does not seem to indicate that your State
banks involve any greater hazards or present any worse difHculties
than your national banks or member banks.
Mr. CROWLEY. Just let me answer t h a t off of th e record.
*
*
*
*
*
*
*
The CHAIRMAN. What is the amount of the deposits of your na
tional banks?
Mr. Fox. About 20 billions.
The CHAIRMAN. Is that for the national banks or for the members!
Mr. Fox. Just the nationals.
The CHAIRMAN. What is the amount of the deposits in your mem
ber banks ?
Mr. CROWLEY. You mean your State member banks.
Mr. Fox. Twelve billions.
The CHAIRMAN. So that you have 32 billions of dollars of deposits
in the banks that are members of the Federal Reserve System.
Mr. CROWLKY. That is correct.
The CHAIRMAN. What is the amount of the deposits in your non
member State banks!
Mr. Fox. About $4,800,000,000.
The CHAIRMAN. Those figures are not what I thought they would
be.
Mr. CROWLEY. Where you become confused a little bit is that we
are talking only about State banks that are commercial banks. If
you add the savings banks, that increases your total tremendously.
Mr. W iL L iA M S. Let me ask one other question, and then I think
I will be through.
In all of these Sgures respecting insured banks that we have be
fore us, I think your latest report ia as of last June. If we could
get those figure^ right up-to-date, I would appreciate it, and I think
that we ought to get them into the record.
What is the number of the national banks that are insured now,
and I would like to have your figures the same as they are in your
report, by classes.
Mr. FisH. May I ask a question!
The CH A IR M A N . I suggest that you supplement your statement by
the Sgures that Mr. Williams asked for, and if you do not have
them you can get them from the Comptroller's CMEce.
Mr. Fox. This is for January 31,1935.
Mr. W iL L iA M S. January 31 is all right.
Mr. Fox. Five thousand four hundred and sixty national banks.
Mr. W iLL iA M S. Now, your State banks that are members of the
Federal Reserve System!
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Mr. Fox. Nine hundred and seventy-five.
Mr. WiLLiAMS. And your State banks that are not members of the
Federal Reserve System?
Mr. Fox. Seven thousand seven hundred and thirty-five.
Mr. WiLLiAMS. And your Morris Plan banks?
Mr. Fox. That is included in that.
Mr. BiRDZELL. They are in the State nonmember bank figures.
Mr. W iLLiAM S. The total, if you have.it? Of course, that is just
a matter of figuring it up*
Mr. Fox. Fourteen thousand one hundred and seventy.
Mr. W iLLiAM S. Now, have you at this time the exact number of
State member banks, commercial banks, that are not in the system
at all?
Mr. Fox. One thousand and sixty-six.
Mr. FisH. This may already be in the record, but I have not at
tended the hearings regularly. If it is not in the record, I think it
should be.
I would like to know the total amount of deposits that have been
insured, and the percentage of the deposits that have been insured.
Mr. CROWLEY. In the entire banking system, or of the members of
our fund?
Mr. FisH. I should think both. Can you tell that percentage?

Mr. CROWLEY. 43.49. In other words, of the 38% billion dollars
in deposits in the entire system, they are insured 43.49 percent.
Mr. FiSH. Therefore, when you provide for An assessment of onetwelfth of 1 percent, it is one-twelfth of 1 percent of the total de
posits, and not of the insured deposits?

Mr. CROWLEY. That is correct.
Mr. FisH. So it really amounts to about one-sixth of 1 percent of
the deposits that are insured?

Mr. CROWLEY. That i s correct.
Mr. Fisn. I really wanted to clear that up in my own mind. I
figured that on the basis of one-twelfth of 1 percent on the insured
deposits, the assessment might be too low to take care of the situa
tion except during normal times, but as long as it covers all of the
deposits, it really amounts to one-sixth of 1 percent of the total
deposits.
Mr. CROWLEY. Of t h e i n s u r e d d e p o s it s .
Mr. F i s H . I would like to ask you this—and I hope that i t is
not an embarrassing question—whether you could tell the com
mittee who sponsored or wrote or originated title I?
Mr. CROWLEY. Well, I think that we can very safely say that it
was our legal department and our statistical division.
Mr. Fisn. And when you say " our legal department", you mean
of the F. D. I. C.?
Mr. CROWLEY. Of the F. D. I. C., and the board of directors,
and we did have some help from Mr. Ekern, who gave us some
ideas on this thing. He is an insurance man, an insurance lawyer.
Mr. Await and Mr. McGrath of the Comptroller's staff also gave
substantial assistance.
Mr. Fisn. Those are the facts that the committee ought to know.
So far as I am concerned, I want to congratulate you. You did a
very fine job.
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O f course, I want to make it clear that I am referring to title I,
and to title I only, in my commendation.
Mr. CROWLEY. I think that what I said about that was correct?
Mr. BiRDZELL. That is correct.
Mr. CROWLEY. May I put into the record here a statement as to
losses of insured banks and losses in uninsured banks during the
last year ?
The CHAIRMAN. Let that come in in connection with your state
ment touching the same matter, at the proper place.
(The statement referred to is as follows:)
caEetM&tr %/eor .19%

Item

Amounts per Percent of
$100 of total item to total
deposits in
deposits in
active banks active banks

Deposits in suspended banks:
10
.5

Ho
%00

Estimated losses in licensed banks suspending:
3.6
Losses to depositors:

*%000

3.5
^ .007
.1

*94.000
?ioo,ooo
H,ooo
]

i More than % of this loss represented losses to depositors with restricted deposits in 1 institution

Mr. BiRDZELL. During the hearing questions have been asked con
cerning paragraph 5 of subsection (h) of the proposed draft relating
to trust funds. That provision is new, and I am not surprised that
the members have shown some curiosity about it, and, furthermore,
it does deal with quite a technical matter.
Recently I had occasion to discuss the general subject of that sub
section with the trust section of the American Bankers Association
at their meeting in New York. The discussion is too lengthy, of
course, to be reproduced here for the purpose of listening to it, but
if the members would like to have the beneAt of that discussion I
would be glad to leave a copy of what I had to say with your reporter
so that it may be put into the hearings.

The CHAIRMAN. Let me suggest, Judge Birdzell, that you incor
porate so much of your statement on that occasion as you regard as
helpful to the committee.
Mr. BiRDZELL. I think that it would be helpful. I could boil it
down some-----The CHAIRMAN. You be the judge of that.
Mr. BiRDZELL. I will leave it with the reporter.
(The remarks o f Mr. Birdzell referred to are as follows:)
ADDRESS OF H ON . L . E . BIRDZELL, GENERAL COUNSEL FEDERAL DEPOSIT INSURANCE
CORPORATION, ON FEDERAL INSURANCE OF TRUST DEPOSITS, AT THE MIDW INTER
TRUST CONFERENCE OF THE AMERICAN BANKERS* ASSOCIATION, N EW YORK C lT Y ,
FEBRUARY 13, 1935

I am indeed grateful for the opportunity to participate in this conference o f
the trust division o f the American Bankers* Association.
It is always a privilege for one who is daily concerned with problems that
affeet any group of his fellow citizens to he permitted to present the diRiculties
with which he is confronted and to gain from the group the viewpoint o f those
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effected by the same problems and whose experiences are gained from a some
what different angle.
One of the finest characteristics of our basic system o f jurisprudence— the
common law— has always seemed to me to be that it was founded upon cus
tom, and that it has been sufficiently elastic to yield to the changing customs
o f society. I f this be a virtue in our legal system, as I believe it to be, the
virtue is emphasized with respect to that branch of our law which is broadly
embraced within the term " law m erchant/' Much of that law, particularly
that dealing with the rights, duties, and obligations o f parties to negotiable
instruments, was incorporated directly into our legal precedents by the defi
nition and determination o f established customs in the market places by those
whose contacts and experiences were most immediate and reliable.
I f in the formative stages o f the law merchant Lord Mansfield was lead to
right conclusions by empaneling juries made up of merchants and tradesmen,
perhaps it is not too much to expect that even in this day we may proceed
with greater assurance in dealing with questions peculiarly aRecting a highly
specialized branch o f business if we seek the counsel apd guidance of those
who are most fam iliar with its processes. It is with this hope in mind that I
venture to lay before you some of the problems that arise in the administration
o f the insurance provisions o f the Banking Act o f 1933 as they relate to the
Insurance of trust funds.
By way o f introducing the discussion, it may be well to refer briefly to some
purely elementary matters because o f their bearing upon the main questions
o f interest and because of the principles that rest upon fundamental practices.
In this presence it is not necessary, of course, to speak o f the history and
development of trust business, nor to trace in detail its connection with com
mercial banking business. It is sufBcient to observe that the banking func
tions and the trust functions o f modern trust companies are and should be kept
separate and distinct and to keep in mind at all times that there are certain
advantages in combining the two functions under one corporate organization.
The clients o f a trust company find it convenient to avail themselves of services
which can only be furnished by the banking department and, conversely, bankihg clients find it convenient to avail themselves o f the trust facilities o f their
bank. These advantages have been recognized by the provisions of section 11
o f the Federal Reserve Act, which authorize national banks to operate trust
departments under the permission o f the Federal Reserve Board.
The proper observance of the relations between the bank and its clients
and the trust department and its clients requires, however, that the bank
shall at all times function as a bank with respect to all funds coming to it in
that capacity, while the trust department shall equally observe the fiduciary
relation with respect to all funds coming to its trusts.
Under the Reserve Act and under laws existing in many o f the States, a na
tional bank or fiduciary company, by complying with stated requirements, may
iD effect become a debtor to its own trust department without entirely losing
its character as a fiduciary. W e have, then, one corporate entity sustaining
a dual legal relationship with respect to a single account with a single client.
But the act and the Federal Reserve Board in administering it have due
regard fo r the different relationships. The Reserve Board in Axing reserve
requirements has provided in regulation D that a bank exercising trust powers
need not maintain reserves against trust funds which it keeps segregated and
apart from its general assets or which it places on deposit in another institution
to its credit as trustee or as fiduciary. But if such funds are mingled with the
general assets o f the bank, under the authority o f the Federal Reserve Act, it
is provided that deposit liability thereby arises against which reserves must be
maintained. This liability is classified as individual deposit liability rather
than as bank deposits.
Assuming, in the language o f the Federal Reserve regulation D, that the
Rduciary keeps its trust funds segregated and apart from its general assets or
that it deposits them in another institution, some might question whether the
trust status is strictly maintained. Unless in addition to segregating them the
funds o f each trust be kept separate and be not mingled with the funds o f any
other trust, it could be plausibly contended in light o f ample trust precedent,
that a breach o f trust had been committed fo r which the trustee could ]be
charged. But any such requirement is so foreign to accepted methods fo r the
proper handling o f uninvested funds that it would be highly artificial to exact
it. A story is told, however, o f a trust ofScer in recent years exhibiting to an
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examiner his uninvested balances in cash, Rled away in the vault, the funds
c f each trust being kept separate and apart in an effort to comply with the law.
It may as well be expected that a warehouseman, in the case of grain or other
fungible goods, would provide separate bins for the accommodation of each o f
his storage customers. It is to the credit, I believe, o f the courts of New York
that this latter artiRciality was abolished many years ago.
Let us look now to some o f the speciRc problems which arise out of the trust
and banking relation as we seek to apply the insurance provisions o f the
Banking Act. Surely in the light o f the provisions of the Reserve Act which
facilitates the Row of trust funds into ordinary banking channels, there can
be no serious question that funds thus legally entering the channels o f com
merce are deposits within the terms of the la w ! They are called deposits
under the regulations o f the Federal Reserve Board and under the existing
law which provides for permanent insurance such regulations are controlling.
These funds have been regarded as deposits during the temporary period. W ith
this as a premise, how shall we answer the question as to the extent of the
liability o f the Federal Deposit Insurance Corporation for trust funds which
are deposited in the commercial side of the same institution? Shall w e regard
the company as one depositor and say that the insurance protection extends
only to $5,000 or, using the records of the insured institution as a guide, shall
we say that each beneRciary is an owner within the terms o f the law, and conse
quently, insured to the extent o f $5,000?
Let us look to the law. After prescribing the percentages o f insurance cover
age based upon the net amount due an owner from a closed bank (and the
same language applies to the limited amount insured under the temporary
fu nd), the act says, "P fw idetZ, That in determining the amount due to such
owner for the purpose of Rxing such percentage, there shall be added together
all net amounts due to such owner in the same capacity or the same right, on
account o f deposits, regardless o f whether such deposits be maintained in his
name or in the names o f others fo r his beneRt." From this it would seem that
if the account be maintained in the banking department in the name o f the
institution or o f its trust department as trustee that it is maintained for the
beneRt o f those who appear upon the books and records o f the insured institu
tion to be the ultimate owners, and it is believed that the Insurance Corporation
is so liable to each o f such owners. The command seems to be clear that we
shall determine the amount due, regardless o f whether the deposit be main
tained in the name o f the owner or in the name o f another fo r his beneRt and
where the records o f the institution show for whose beneRt the account is main
tained the legal measure o f insurance protection for each cannot be withheld.
Let us take a second hypothesis: Suppose an insured trust company should
deposit uninvested trust funds in another insured institution, the records o f
the latter will not reRect the beneRcial ownership of the funds deposited as in
the instance above noted. This would seem to be a single deposit account to
be insured as such in the depositee bank. The realization o f this situation has
led to a great many interested inquiries concerning the extent of the insurance
coverage on such a deposit, and it has led further to speciRc requests that the
coverage be extended to meet the practical requirements o f the situation.
Trust companies making such deposits and desiring to be insured to the same
extent as where a similar deposit would be made in its own banking department
have made a variety o f suggestions. They have offered to pay the assessment
upon the additional amount o f insurance coverage which would result from
a break down of the deposit according to the interests as they appear upon
their own books. (B ear in mind that the assessment is on the insured amount
only and not on total deposit liability.) They have demanded, in some instances,
that the bank open separate accounts for each trust or each beneRciary. They
have offered to Rle schedules identifying the beneRciaries and showing the
extent o f their interests, if only they may be assured o f corresponding protec
tion. I think we can all agree that there are all but insuperable objections,
either from a legal or a practical standpoint, to each of these proposals. Yet,
it would seem that if both the initial trust company and the depositee bank
be members o f the fund, protection should be accorded in this case in the same
measure as is given where the deposit be made by the trust company in its own
banking department.
Recognizing the reasonableness o f such oft repeated requests, the Insurance
Corporation offers a solution during the period o f the temporary fund based
upon this prin cip le: that where a fund member trust company made such a
deposit in another insured institution, it would be recognized that the deposit
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was maintained by it for the beneRt of those appearing upon its books and
records to be the owners. This gives substantially the same protection to the
initial trust company and its patrons as where a deposit is made in the bank
ing department o f the same institution. Concerning the assessment, in such
case, it was recognized that while two insured institutions were interested there
was in fact but one risk; consequently, provision was made for substantially
one assessment. Some additional reasons for this w ill be mentioned later.
Time does not permit a discussion here o f the minor details o f this arrange
ment— details which are concerned with the manner o f apportioning the in^
terests o f the various beneRciaries where deposits are made in several institu
tions and of the difference which results from exclusive allocation o f the
funds o f each particular trust to one of several general trust accounts as dis
tinguished from depositing uninvested trust funds in general trust accounts
without such exclusive allocation— but an effort was made which has been
attended with considerable degree of success to make appropriate provision
for accommodation to the different methods o f handling such transactions.
It was necessary to recognize two fundamentally different methods of handling
such trust deposits. Where it was the practice of trust companies to group
uninvested funds or unexpended balances belonging to certain trust estates,
and to deposit each group balance in one of several banks in which the trust
company maintains general trust accounts the records of the company would
be a sufRcient guide in determining the beneRcia! interests represented in such
deposits; but where deposits o f trust funds might be made by the trust company
without exclusive allocation according to groups o f trust estates the interest
o f a beneficiary in any such deposits in a particular bank would be subject
to determination only by applying a formula designed to allocate on a propor
tional basis. This explains why, in carrying out the general plan for the
insurance o f trust deposits, under the temporary fund it has been necessary
to provide optional plans in order to determine the extent o f the insurance
coverage on such deposits.
I f 1 may tax your patience suSiciently to enumerate some o f the minor fac
tors involved in our consideration o f the general problem presented, let me
suggest the follow ing:
Filing a schedule o f beneficiaries with the depositee bank would involve dis
closure o f confidential information. This, in some instances, would involve
violation o f law and it would be objectionable also from a purely business
viewpoint. Owing to the constant shifting o f interests, the account will be
maintained actually for the benefit o f persons not named in the schedule and
the records o f the depositee bank would not identify the owners nor the
extent o f their interests in the deposit. W here limited insurance is provided,
with the depositor as the insured unit, the coverage should not be increased
by introducing undisclosed beneRciaries.
Opening separate accounts for separate beneficiaries or trusts involves
prohibitory service charges. The depositee bank many properly decline to
accept the schedule or to open numerous small accounts.
The furnishing o f schedules and certified statements o f insured amounts
involves examination o f numerous trust instruments and a determination o f
difBcuIt questions concerning vested and contingent interests and the like.
It would seem that any solution o f the problem o f protection o f trust de
posits made in the general circumstances outlined above should have regard
to these factors to the end that the whole matter may be simplified and be
brought into accord with rational practice.
It is believed that the proposed act which is now pending in Congress w ill
acceptably meet this situation. It is there provided that "tr u s t funds held
by an insured bank in a Rduciary capacity whether held in its trust or deposited
in any other department or in another bank shall be insured subject to a $5,000
limit for each trust estate and when deposited by the fiduciary bank in another
insured bank, shall be similarly insured to the fiduciary bank according to the
trust estates represented. N otw ith stan d in g any other provision o f this sec
tion, such insurance shall be separate from and additional to that covering
other deposits o f the owners o f such trust funds or beneRciaries o f such trust
estates: Provide#, That where the Rduciary bank deposits any o f such trust
funds in other insured banks, the amount so held by other insured banks on
deposit on the last day o f the month preceding the Rling o f the certiRed state
ment required by paragraph two o f subsection (h ) o f this Section for the
purpose o f such statement shall not be considered to be a deposit lability of
the Rduciary bank, but shall be considered a deposit liability o f tht* bank in
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which such funds are so deposited by such Rduciary bank. The board of
directors shall have power by regulation to prescribe the manner of reporting
and o f depositing such funds."
Let us brieRy note the salient features of this provision:
First, the doubt in the existing law as to whether trust funds while held by
an insured Rduciary in its trust department should be considered as deposits
is removed. It so considers them. To this extent it is open to the criticism
that it is somewhat artificial. But there is no hardship in this because trust
companies do not as a rule hold any substantial amount of trust funds for
any length o f time in a Rduciary capacity. They are either invested or properly
utilized as bank funds. Besides, in the event o f the closing of an insured trust
company the Insurance Corporation could not otherwise give satisfactory
answer to the demands of patrons who would have had no means of knowing
whether their funds were in one department or another of the institution or
deposited elsewhere.
Second, it treats each trust estate as a unit and obviates the necessity for any
further break-down.
Third, it preserves the Rduciary status o f the depositing trust company by
expressly permitting it to be the claimant against the insured bank.
Fourth, it further preserves and recognizes the Rduciary relation and the
rightful control of the trust company over the account by treating the insurance
of such a deposit as separate from all other insurance for the trust company
or for any beneRciary of the trust estates. The amount of the insurance is
not affected by the circumstance that beneRciaries may likewise have accounts
in the insured bank.
Fifth, in the event of a deposit by an insured Rduciary bank in another
insured bank, it recognizes the singleness of the risk. The Rduciary bank is
not required to report the amount of such deposit for assessment purposes,
this being reported only by the depositee bank.
Sixth, further provision is made to enable the Insurance Corporation to know
the extent o f its liability.
I am not presenting to you statistics which will show what we all know to
be the fact, that a very high percentage o f trust funds consisting o f uninvested
cash and unexpended trust balances and Rduciary accounts generally go into
the banking departments o f trust companies and into commercial banks to be
utilized in the channels o f commerce to the same extent as other deposits.
These funds, therefore, are properly to be regarded as deposits in any plan
which has for its aim deposit protection. They have some characteristics,
however, which are not shared by other deposits generally.
In certain circumstances security of one kind or another may be required
at the point where they cease to be trust funds and become deposits, but not
in all circumstances. Furthermore, they are deposited, as indicated by regu
lation D of the Federal Reserve Board, not as bank deposits but as individual
deposits. By this it is meant to say that a trust company in its trust capacity
does not deposit in a bank primarily to promote its trust business or perform
its trust function. It does not establish a correspondent relation to facilitate
its trust business in the sense that a commercial bank utilizes correspondents
to facilitate the transaction o f its banking business. Yet such deposits, except
to the extent that they may be otherwise secured, are, in common with all
other deposits, subject to the hazard which insurance is designed to cover.
It is believed that the characteristics just referred to as peculiar to this
class o f business warrants the special provisions in the law which have been
set out above— provisions which are consistent with existing law and regula
tions concerning such deposits.
It has been suggested that in view of the security requirements such as are
contained in section 11 of the Federal Reserve Act and which are designed to
protect transfers o f funds from the trust to the commercial side o f a banking
institution, such deposits might well be excepted from deposit insurance. Simi
lar suggestions have been made from time to time with respect to deposits that
are required to be otherwise secured— public funds and the like. The insur
ance provisions o f the Banking A ct are clearly intended to apply to all de
posits, regardless o f whether they be otherwise secured. But from the begin
ning Congress recognized that other security requirements might properly be
relaxed to the extent insurance coverage was effected in the Federal Deposit
Insurance Corporation, for it provided that deposits o f Postal Savings funds In
the banks need not be protected by collateral to the extent they were so In
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sured. In follow ing out the policy thus expressed in the Banking Act o f 1933
some of the States are likewise relaxing the requirement for other security
for public deposits and bills are pending in Congress to this effect with respect
to funds other than Postal Savings funds.
It may well be questioned whether it accords with sound policy for banks
to be permitted or required to give collateral security for particular types of
deposits. The Supreme Court o f the United States last year decided that the
power to thus secure deposits generally was not an implied charter power of
a national bank, and there are like decisions in a number o f States applicable
to State banks. Such arrangements, in the event o f the closing o f a bank,
operate to create a privileged class of depositors and in the case o f an insured
bank they necessarily have an adverse effect upon the Insurance Corporation
in that they cut down the amount to be recovered through subrogation to the
claims o f the insured depositors. W holly aside from these considerations, how
ever, it must be borne in mind that under the prevailing practice trust com
panies and trust departments End it advantageous to establish deposit rela
tions with other banks which do not and perhaps which cannot offer security
for the deposits, and it would seem to be preferable to establish a uniform rule
for insurance coverage rather than engraft a more or less artificial exception.
It is believed that such deposits should not be excepted from the insurance
provisions of the law.
Trust companies which are not members o f the temporary fund o f the Fed*
eral Deposit Insurance Corporation, which are not members o f the Federal
Reserve System, and which confine their activities to trust business have like
wise exhibited an interest in i n s u r a n c e coverage for such of their funds as are
deposited in commercial banks. The problem with respect to these institutions
is substantially the same as with respect to institutions which are members
of the fund. They desire like coverage, but since they are not members of
the fund the powers o f the Corporation with respect to examination do not
extend to them, and for this reason they are, with regard to their deposits, in
the same position as any other depositor. Hence, the Corporation is not able
to say to such a trust company that it is maintaining its deposit in a particular
bank for the benefit of any specified beneficiary or beneficiaries, and to recog
nize such undisclosed beneficiaries would involve the introduction o f undisclosed
owners for the purpose o f increasing the insurance coverage.
These companies are all, it is believed, eligible for membership in the fund,
and eligible for membership in the Federal Reserve System, and as they may
become members they will, of course, share in the benefits o f the insurance
These companies are all, it is believed, eligible for membership in the fund,
the existing law. Until such time, however, the only arrangement for insurance
protection with regard to them, which the Corporation has been able to suggest,
has been that they are insured as one depositor within the limit fixed for one
depositor, or if they should find it feasible to so arrange their deposit trans
actions that they may open separate accounts as trustee for a named beneficiary
or for a group o f beneficiaries, each separate account would be insured up to
the limit o f $5,000.
May I leave with you one final word with respect to the Federal Deposit
Insurance? I think we can all agree that insurance o f bank deposits came
into the Federal law at a time when there was the greatest need fo r restor
ation o f public confidence in the banking structure o f our country. I think, too,
that we can agree that the general acceptance o f the principle has operated
to restore and maintain that confidence. W e are engaged in an effort to w o!^
constructively toward the end that there may never be in our country a repeti
tion o f the financial catastrophe that has accompanied the late persistent
depression* W e can work toward this end and succeed only, in my judgment,
with the cooperation o f all who are immediately concerned with the m ajor
problems presented.
I am glad to be able to express to you this morning the appreciation o f the
ofBcers o f the Federal Deposit Insurance Corporation fo r the attitude o f help
fulness and for the constructive criticism which we have always had from
the members o f your group. I am personally and particularly grateful for the
patience and Rne spirit which was manifested by your president, Leon H .
Little, on an occasion some months ago when he was good enough to respond
to a request fo r a conference in Washington. I f w e go forw ard in this spirit
it is our hope that we may all have a part in a great constructive enterprise.
I thank you.
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Mr. CROWLEY. Are there any other questions?
Mr. SissoN. How are we proceeding, in order or out of order, if
you will pardon this inquiry?

The CHAIRMAN. You are in order right now.
Mr. SissoN. We started out 3 or 4 days ago with the idea that we
would make the rounds and give each member of the committee an
opportunity to question the witnesses, but the way we are proceeding
now, the younger member of the committee will be gotten to on the
next Fourth of July.
The CHAIRMAN. As you know, I have been away, and when I came
in yesterday morning, I thought that the hearings had been pretty
well concluded. But let me say to you that everybody on the com
mittee will be glad to hear you right now.
Mr. SissoN. T am not speaking for myself alone, nor in criticism
of you.
One of the questions that has been raised here and discussed at
considerable length this morning is the question whether the State
banks should be required to come into the Federal Reserve System
in order to be eligible to membership in the insurance fund, and
whether the present provision of law as to when they shall come in,
which is, I believe, July 1, 1937, should be changed in this particular
bill at this time.
I want it understood, Mr. Chairman, that in anything I say I am
not taking any position; I mean by that that I feel that it is not
necessary from my point of view to take a position at this time. I
do not know whether I have any deSnite opinion on the matter now
or not, but it occurs '
^
^
i
^ ^ suggestion,
considerable merit.
that the statement
There will be two more sessions of Congress before that question
becomes imminent, and perhaps we would be in a better position to
pass on that after having had a greater fund of experience either at
the next session of Congress or the second session of Congress from
now, and for the reason stated by Mr. Reilly, I think that my posi
tion would be that at the present time we leave that as it is.
However, I appreciate that there are others who have different
views and who probably have very sound reasons for them. How
ever, it seems to me that possibly there is an additional reason, one
in addition to the reason stated by Mr. Reilly, why that is perhaps
academic now, that is, that it is academic for us to decide now
whether they shall or they shall not be required to come into the
Federal Reserve System in order to get into the insurance fund, and
that is that if the Congress should decide that that requirement ap
plies, that they should come in, there is pretty good reason, is there
not, why that should be in the law at the present time? In other
words, that gives them 2 years' notice or more, and by " them " I
refer to the nonmember banks.
Now, I want to ask either Mr. Crowley or Judge Birdzell a ques
tion with reference to the provision regarding the limiting of insur
ance on a single deposit of a trust fund, which I believe appears in
subsection (h) of paragraph 5. You nx that limit at $5,000, Is
that because of your assumption that the limit of insurance on a
single trust-fund deposit is in the permanent writing of this law to
be $5,000?
Mr. BiRDZELL. Yes.
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Mr. Slssox. I was wondering if there was any confusion in your
answers. When you answered Mr. Williams in regard to the qualiBcation of banks to go into the permanent fund, were you assuming
that the permanent fund would contain that limitation of $5,0001
Mr. BiRDZELL. Yes.
Mr. SissoN*. Of course, under the present law, if we do not change
it, there will be a $10,000 limit up to 100 percent, and then---- Mr. BiRDZELL. Up to $50,000 it is 75 percent, and beyond $50,000
it is 50 percent insured.
Mr. Sissox. Now, regarding another question that was raised
yesterday, about the examinations and whether they were irritating
and irksome, do you have a practice at the present time of combin
ing in certain circumstances your examination with the examination
made by the Comptroller of the Currency ?
Mr. BiRDZELL. Not with the Comptroller, but we do with some
of the States.
Mr. CROWLEY. You understand, we make no examinations of na
tional banks.
Mr. SissoN. I just want to make this further comment with re
gard to some questions raised yesterday by Mr. Gifford about the
examination of banks and the suggestion—and this is not a question
addressed to you; I presume it is not in your province—that the
exactions of the Comptroller of the Currency are so great as made
through his examiners with respect to liquidity that it is slowing up
and retarding our credit.
I presume, Mr. Chairman, that Mr. O'Connor is going to be here
before the committee some time.
I would like to call the attention of the committee to this, that
perhaps 2 or 3 months ago the Comptroller of the Currency made
a speech at an association of bankers, I think in Nebraska, in which
he, in my opinion, gave facts which pretty conclusively disproved
the statement or the suggestion made by Mr. Gifford, and he gave
the figures which were secured by his examinations and a classifi
cation of loans, as to whether they are in the slow column, or doubt
ful, and so forth, and that address of the Comptroller is incorpo
rated in an appendix to the Record some time in January, I believe.
I f it is not, I make the suggestion, Mr. Chairman, or perhaps the
request, with the approval of Mr. O'Conper, of course, that that be
incorporated in these hearings. I think it pretty conclusively estab
lishes—at least it does to my mind—that the oft-repeated statement
that the Comptroller's examination of banks is the reason why the
banks are not lending money as they ought to is merely an alibi on
the part of the banks.
The CHAIRMAN. I am sure that the statement of the Comptroller
would be valuable in connection with these hearings; I will be glad
to have that incorporated in the hearings.
Mr. SissoN. I have one further suggestion, and then I am through.
I think that everything else has been covered in which I am inter
ested.
Now, I assume that there will not be any foreclosure on the question
as to whether the amount of deposit insurance is going to remain
permanently at $5,000, or whether it will be increased to $10,000,
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and I want to say that the statement of the chairman as to the history
of this legislation, on whether State banks should be required to
come into the Federal Reserve System in order to participate in
this fund, to my recollection is an absolutely correct and accurate
statement of it.
But going back to this other question for just a moment, the chair
man and those of us who were on the committee when the Banking
Act of 1933 was passed containing the provision for deposit insur
ance will recall that many of the big banks took a very decided and
positive position against deposit insurance in general and deposit
insurance in any amount, and, in fact, the American Bankers Associa
tion—and, of course, the chairman is more familiar with this than,
I think, anybody else, because he probably had more to do with
deposit insurance than any of the rest of us—met in convention
very shortly after the adjournment of Congress, and very solemnly
passed a resolution calling upon the President not to put this act
into effect.
The CHAIRMAN. That is quite true, and they predicted dire con^
sequences to the economic structure of the country, and then last
year they were insisting that the amount of insurance on individual
deposits should remain at $2,500 in the permanent law. This year
I am not sure, but I think they are now insisting that we make it
$5,000 in the permanent law.
In that connection, and not to be critical, but merely because we
are dealing with a little history, the American Bankers' Association
met here last fall, and that was 1 year from the date of the Chicago
meeting to which Mr. Sisson referred, in which they passed a reso
lution condemning the bank-deposit-insurance law as dangerous to
banking institutions and to the general condition of the country; and
the first meeting after that was held here last fall.
The first 6 months of operation under the temporary-insurance
fund had shown not a single bank failure among the banks that were
participating in the fund, and down to the time of the meeting last
fall, I think six or seven banks represented the total number o f fail
ures, and it showed that the Federal Deposit Insurance Corpora
tion, instead of having encountered an insurmountable loss, was
operating at a profit, and the country for the first time in the his
tory of any man at that meeting had had a year of experience prac
tically free from bank failures.
But no mention whatever was made of those developments by any
man at the meeting of the American Bankers' Association last fall.
They forgot it*
Mr. MEEKS. I want to ask Mr. Sisson this question : The address
of the Comptroller of the Currency to which he made reference was
delivered in Iowa, was it not!
Mr. SissoN. I think it was in Nebraska.
Mr. MEEKS. There was one delivered in Iowa, and he sent copies
of the address to the Members of Congress and invited comment.
That is the address that I have reference to. Was that delivered in
Iowa!
Mr. BmazELL. In Nebraska.
Mr. MEEKS. Thank you; I just wanted to get clear on that.
Mr. FoRD. Now, in connection with these examinations, there have
been repeated charges made that there were three classes of exam
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inations made of banks. First they said that the F. D. I* C. made
them, and then that the Comptroller made them, and then that the
R. F. C. made them, and that each one of the examinations called for
a different standard as to the classiRcation of assets, and that they
never knew where they were.
I w o u l d j u s t l i k e t o a s k , is t h e r e a n y b a s is f o r t h a t c h a r g e ?

Mr. CROWLEY. Let me say to you that we have never examined a
national bank and have no authority to do so. The law specifically
says that we shall accept the Comptroller's examination.
I believe that we have attempted, in the entire Federal Service,
to try to classify assets as nearly uniformly as possible. The R. F. C.,
on the matter of State banks, has always taken the examination
of the Federal Deposit Insurance Corporation. The only time that
they have ever sent a man in was where there had been some difRculty arising, where perhaps they already had an investment, or
where, when we made our examination and found that perhaps the
bank needed additional aid, or something like that, they have gone
in with us and tried to work outjthat situation. There has been no
harassing by duplicate examinations of the Federal Deposit Insur
ance Corporation and the R. F. C. The R. F. C., except in those
unusual cases, has taken the examination of the Federal Deposit
Insurance Corporation.
Mr. FoRD. I was very certain that that was the case, but I wanted
to get that in the record.

Mr. BiRDZELL. May I just add to that one thing that is just a n
impression with me, but I am quite certain that I am correct in
asserting it.
I think that about 2 months ago the Reconstruction Finance Cor
poration announced that it would no longer examine banks, but
would take the examinations of our Corporation, of the Federal
Reserve Board, and of the Comptroller.
Is not that true?
Mr. CROWLEY. They have been doing it.
Mr. BiRDZELL. I think that they made a formal announcement
of that. That is an impression that I have, and we can all check it.
Mr. CROWLEY. Except this, that they do reserve the right to pro
tect their investments.
Mr. SissoN. You mean that they have taken the Comptroller's
examination ?
Mr. BntDZELL. If they go into a national bank, they take the
Comptroller's examination, and if they go into a State bank that we
are interested in, they take ours. They did that with the idea that
it would remove the criticism with respect to examinations so far
as they were concerned.
Mr. W iL L iA M S . Has t h a t b e e n t h e p o l i c y a l l t h e t i m e ?
Mr. BiRDZELL. It has been the policy quite largely.
Mr. W iL L iA M S . I mean, in a case where the R. F. C. was advanc
ing money for capital structure purposes, have they not gone in and
made an examination of the bank to determine whether or not they
would make that advance ?
Mr. CROWLEY. No; except perhaps where there was a condition
there where they did not agree with our examinations, or in connec
tion with something that they wanted particularly to verify. In
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the capital rebuilding program, in better than 90 percent of the
cases, they have always taken our examination.
Mr. BiRDZELL. A year and a half ago, they were then engaged
in the work of capital rehabilitation, and they might have had to
consider banks beiore we had gotten around to examining them at
all, and in that case they would have had to make examinations on
their own account,
Mr. WiLLiAMS. I have heard that complaint.
Mr. BiRDZELL. A great deal is being done to eliminate the basis
for it.
The CHAIRMAN. I am not complaining, exactly, but we should re
member in this connection that the R. F. C. act as originally passed
contained a provision for loans to banks, and also for loans upon
the assets of closed banks, and at that time the F. D. I. C. was not
even in existence.
Mr. BiRDZELL. That is correct.
The CHAIRMAN. And the country was in an unprecedented eco
nomic upheaval.
Mr. BiRDZELL. That is right.
The CHAIRMAN. And the R. F. C. was acting under a law that
required them to take full and adequate security, so that when they
began their operations they, of course, were more particular in look
ing over the assets of banks upon which they were to make loans than
they were later on, in the light of later developments.
Mr. CROWLEY. There hasoeen a lot of criticism of the examination
of banks. A great deal of that criticism is very unwarranted. You
understand that bankers have been under a great strain. They have
seen the sloughing away of a lot of values. They have seen a lot
of men who under normal times could take care oi their obligations
promptly unable any longer to do so.
Now, you go in and try to determine the position of a bank, in
order that you may try to rebuild its capital position and put it on
a sound basis. By the very nature of the trials and tribulations that
they have had, if they have not sufRcient reserves to absorb their
losses and have to write down their capital, naturally there is a feel
ing of resentment.
But, after the job is all done, it is like the person who has an
operation; they feel very good about it.
I know that there are a great many banks that take the examina
tion of the Comptroller's ofEce and of our ofRce and use them as a
sort of a club for collections, which is a very unfair thing. They
take out the report and say to the borrower. " Don't you see, we have
to call this, because the examiner classified it as slow."
Now, there is no criticism on the part of the examining body of a
slow asset. The classification of a, slow asset only means that the
asset is good, but that it cannot be paid at maturity, that it must
be spread over a period of time to give the borrower an opportunity
to pay it gradually. As long as your banks are sufficiently liquid,
it does not particularly mean that they are in hazardous position if
a percentage of their loans is in a slow classification; but, as you went
into the depression, with your depositors demanding money day by
day, it was necessary that the banks, to protect themselves; iforce
this liquidation, and that is the reason why you got your criticism
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o f your slow loans. The depositors were demanding their money
more rapidly than the banks could liquidate the loans to furnish it
to them. When we have completed our capital rebuilding program,
the recovery from the assets that perhaps have been charged off as
doubtful and loss may mean considerable in the taking of losses
that we have not yet found in our institutions. As we come out
of this depression, our banks are again going to have some losses that
they will have to face which do not show up on the surface today.
A great many borrowers who are struggling today, hoping against
hope that they may be able to pay their debts and maintain their
businesses, will become discouraged and have to throw it up.
I think that a lot of this criticism is unfair. We will all grant
that certain examiners become too oSicious, and when they get an
assignment, they become autocratic; but, as a whole, I think that
the examiners have tried to be sympathetic in taking into considera
tion the mental state of a great many of these bankers.
The CHAIRMAN. Now, if there is anybody else who desires to pro
pound further inquiries to these gentlemen, I will be glad for you
to proceed.
Mr. CROWLEY. Before we close, I would like to express our thanks
for your kind consideration. Your questions have been most con
structive, and if there is any additional information that we may
furnish, we shall be very happy to do so.
The CHAIRMAN. If no one else has any more inquiries to make,
I will say that we have finished with Mr. Crowley and Mr. Birdzell,
and we will meet again tomorrow morning at 10:30, and I will try
to advise the members of the committee this afternoon just what the
program will be tomorrow. Before doing that, I want to talk to the
comptroller, to Mr. Eccles, and to the members of the committee.
(Ordered inserted in hearing)
SPECIAL REPORT OF PUBLIC OPINION AS GATHERED BY TH E NATIONAL EMERGENCY
COUNCIL ON THE ACTIVITIES OF THE FEDERAL DEPOSIT INSURANCE CORPORATION
ALABAMA

26, ^935.— Never any criticism o f this activity.
9,
— Stands highest in pubiic opinion o f ail emergency measures;
has restored conRdence in banks and resulted in greatly increased deposits.
ARIZONA

9,
— Apparently pubiic very favorable to Federal Deposit Insurance
Corporation. This agency has restored conRdence in ali banks and undoubtedly
exerted considerable inRuence in abolishing hoarding on the part o f the people
who had previously felt that banks were unsafe and that they should keep
their money in cash at home. Every bank in this State except one is a mem
ber. Information at hand indicates that the citizens o f the district where this
bank is located are very dissatisRed and are not depositing their funds in this
bank due to the fact that it does not have deposit insurance. Considerable
interest expressed by public in the announcement that deposits in building and
loan associations might be insured. General summary would be that the public
is very much interested in continuation o f deposit insurance and that it is a
very determining factor in restoring and maintaining conRdence in the banking
institutions.
ARKANSAS

ApW? 9,
— Representative bankers advise that pubiic reaction to Federal
Deposit Insurance Corporation is 100 percent favorable. Great m ajority of
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backers also favorable, but believe present limit might wisely be reduced to
$2,500. Two bankers state they are strongly opposed to plan in principle.
None interviewed has ever heard criticism o f insured deposits by customers.
OAMFOBNIA

A pr^ 9, 7935.— Public opinion strongly back o f Federal Deposit Insurance
Corporation, despite objections o f some larger banks to paying premiums.
COLORADO

Apr% 9, 1935.— Public opinion here practically unanimous in favor o f Federal
Deposit Insurance Corporation.
CONNECTICUT

AprM 9, 1935.— Public seems entirely indifferent to present Federal Deposit
Insurance law. Some 12 or 13 banks in Connecticut have not subscribed to
plan and their deposits have not been affected. Some depositors inquired o f
their banks about this insurance when it became effective, but none has men
tioned it to the H artford banks in months. There is no demand here for increas
ing amount o f insurance above $5,000, as 95 percent of all accounts are fully pro
tected under present law. No Connecticut savings banks subscribed to plan
because o f adverse opinion o f State attorney general. I can and no objection
by savings bank depositors. State director personally feels that the present
$5,000 limit is sufBcient in Connecticut. This State has been particularly for
tunate in having very few bank failures.

AprM 9, 1935.— Due to fact that no bank failures occurred in Delaware, the
public has shown little interest in Federal Deposit Insurance Corporation.
Contacts made are all favorable.
FLORIDA

ApW% 9, 1935.— Have contacted 20 various business houses. Everyone heart
ily endorses the Federal Deposit Insurance Corporation. Believe this senti
ment universal in Florida.
GEORGIA

AprM 9,1935.— Federal Deposit Insurance Corporation was welcomed by great
mass o f people. Has been important factor in restoring conRdence in banks,
particularly smaller institutions. Regarded by many as one o f the most con
structive steps in present national administration. Increased savings deposits
in many banks believed traceable to insurance plan. W hile activities not sub
ject to general discussion now, individuals and business, especially smaller
business, Rnding satisfaction in safety provided by its operation.
IDAHO

Fe&fMwy 19, 1935.— Deposit insurance remains the cornerstone of public
confidence in our banks.
.March 26, 1935.— Remains cornerstone of public conRdence in banks. Bankers
admit Federal Deposit Insurance Corporation has produced solid public con
Rdence in banks.
AprH 9, 1935.— Public opinion overwhelmingly favorable and conRdence in
banks remains solid with deposits increasing.
INDIANA

ApW? 9, 1935.— Has restored conRdence in banks, but has not resulted__for
some reason— in a relaxation o f bank credit.
IOWA

AprtE 9, 1935.— Public reaction to Federal Deposit Insurance Corporation on
bank deposits deRnitely favorable. Small depositor, which includes savings
depositor, is very favorable to insurance of deposits. Best evidence o f this is
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literally hundreds o f cases reported to us o f money taken from Postal Savings,
from hoardings, and from larger banks in border States and deposited in Iowa
banks after inception o f Federal Deposit Insurance Corporation. There is
some disposition to the belief that insurance is so satisfactory to the depositor
that he does not seek other investments. Large commercial accounts do not
emphasize insurance on their deposits, except as it tends to restore conRdence
in the bank and thereby stabilizes banking conditions and satisRes small de
positor, who as a rule is a cause of runs on banks. Public is grateful and
happy fo r beneRts of Federal Deposit Insurance Corporation.
KANSAS

Jfarca J, 1935.— Banks now beginning to fully appreciate the value o f this
activity with the result that an increasing number are subscribing, however,
many banks still remain without insurance.
9, Jf935.— Although many banks remain without insurance, it has
greatly increased conRdence in Rnancial institutions.
KENTUCKY

9, 1935.— Much appreciated by public generally. Resulted in growing
Increase of deposits in all banks. Smaller banks quite enthusiastic. Some
larger institutions feel their independence, objecting to expense o f operation.
Some suggest annual assessments o f service; others suggest limitation o f
amount of insurance to $5,000. These objections made some months ago but
little protest at present time. Unquestionable demand for retention o f act.
MAINE

Aprii 9, 1935.—Public sentiment favorable to Federal Deposit Insurance Cor
poration. Maine commercial banks favor this. State savings banks have
centrally managed liquidity fund.
MARYLAND

Jfaroh 26, 1935.— Activities progressing quietly.
MICHIGAN

April 9, 1935.— From every source I get only favorable public reaction to
Federal Deposit Insurance Corporation. Belief quite general that this agency
is reestablishing faith in banks. Increased deposits in Michigan banks best
proof o f renewed conRdence.
MINNESOTA

5, 1935.— Agency has done outstanding work and 95 percent o f banks
in this State are insured. Public well inform ed and very favorable toward
this activity.
26, 1935.—Agency 100 percent eSicient and popular with both public
and banks.
9, J935.— Exceedingly popular and has produced great public conRdence
in banks.
MISSISSIPPI

AprM 9, j?935.— Public opinion appears entirely favorable because o f Federal
protection.
MISSOURI

9, 1935.— Reaction o f public and State banking department to Federal
Deposit Insurance Corporation is universally favorable. Deposits substan
tially increased. More than 500 State banks have voluntarily come under Fed
eral Deposit Insurance Corporation and only 40 have not. Most o f these 40
are small or fam ily banks and expense is deterring factor. The favorable
public reaction is general over entire State and also the four-State area. It is
recognized as an essential part o f the banking system.
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MONTANA

^6, ^935.— Has greatly restored conRdence and receives almost unani
mous acclaim.
NEBRASKA

^9, ^935 .^ A gen cy has made a Rne record in this State with a
high percentage of deposits now insured.
NEVADA

ApWE 9, ^935.— After experience o f last 3 years when banks were blowing up
like firecrackers in Nevada, depositors unequivocally approve deposit-insurance
plan. They are not interested in howl of big banks, who may have to carry
premiums for some o f their weaker brethren. They feel this latter w ill be an
incentive to insist on good banking practices and will insure national super
vision and inspection.
NEW HAMPSHIRE

AprH 9, .?935.— About 1 out of 50 know anything about it. New Hampshire
Bankers Association report public neither informed nor interested. Reaction
nil.
NEW JERSEY

Jfarc& 5, J935.— There is little comment concerning this agency, but it is
believed that this activity has full public support.
JH&roh 26,
— There is little said about this agency, its activities being
accepted as a matter o f course.
NEW MEXICO

, jlpriZ 9, ^935.— Have heard o f no comments either pro or con in New Mexico.
NEW YORK

^4prf% 9, .?935.— Public reaction to Federal Deposit Insurance Corporation not
wide-spread, but generally favorable. Larger banks in Manhattan protest
method o f assessment, claiming only insurable amounts o f deposits should be
taxed. Otherwise not opposed, although unenthusiastic.
NORTH CAROLINA

9, i9#5.— General public reaction most favorable. Find in contacting
number o f bankers^ who w ill eventually help mold public opinion, in vast m ajor
ity think $5,000 coverage sufficient and favor definite premium sufBcient to
cover, but to be lowered if justified later. M ajority same parties favor pre
mium on insured deposits only. Five thousand limit covers 95 percent de
positors banks this State.NORTH DAKOTA

Fe&rKary ^9, .1935.— Public attitude and editorial comment uniformly favor
able.
26, J935.— Has restored public confidence in banks and is now accepted
as a matter o f course.
,4pW% 9, .?935.— Agency has restored conSdence in banks and public opinion
remains wholly favorable.
OHIO

JMarch 26, J935.— Program has been exceptionally beneficial and remains least
criticized o f all emergency activities.
ApW% 9, J9&5.— Is least criticized o f all emergency agencies.
OKLAHOMA

AprM 9, jf93J.— Public reaction reveals this is one Government program with
which general public w ill go all the way. No derogatory comment to Federal
Deposit Insurance Corporation was made in interviews with large number o f
Oklahoma business men and individual depositors. Editors and newspaper
Upping bureaus report Statewide approval Of program as reflected in press.
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Increased deposits indicative o f restored confidence. Group 4 of Oklahoma
bankers' association in convention at Ardmore yesterday passed resolution rec
ommending titles 1 and 3 of Congressional Banking Act o f 1935 and commending
work o f Federal Deposit Insurance Corporation. Group 5 in Tulsa today
expected to pass similar resolution according to secretary o f association. These
group meetings represent approximately 450 eastern Oklahoma bankers. State
banking commission reports only tw o failures in State banks since inception
of Federal Deposit Insurance Corporation. Continuance o f Federal Deposit
Insurance Corporation under competent management felt essential to continued
faith in banking system.
OREGON

Fe&rMary 79, 7935.— Haa produced desirable feeling o f security o f average
citizen in his bank account.
PENNSYLVANIA

.March 26, 7935.— Has functioned very successfully and restored confidence.
9, 7935.— Has greatly strengthened banking system, although many small
ban^s, due tp limited capital, criticize the provision compelling them to join
the Federal Reserve System by July 1, 19$7, in order to maintain their insured
status.
RHODE ISLAND

AprM 5, 7935.— Banking situation here unusually strong, therefore, except
fo r added confidence due to Federal Deposit Insurance Corporation, difficult to
determine public reaction.
SOUTH CAROLINA

79, 7935.— Has restored confidence in banks. Comment is frequently
expressed that this program is one of the most important in " new deal."
26, 7935.— Public has great faith in this activity.
9, 7935.— Most beneficial.
SOUTH DAKOTA

Fe&t'Mary 79, 7935.— Comment wholly favorable, with the exception o f A
very few bankers who are opposed to the principle o f this activity.
Jf&rch 5, 7935.— There is little comment concerning this agency, but it is
believed that this activity has fu ll public support.
TENNESSEE

Af&rch 5, 7935.— It is suggested that means be provided to inform the public
of a bank's insured status by means other than the notices on tellers' windows^
Jfarc&. 26, 7935.— Has restored public confidence in banks.
TEXAS

Jf&rch 26, 7935.— Well-staffed and functioning effectively.
9, 7935.— Continues to function effectively.
UTAH

T^e&n/ar?/ 79, 7935.— Public opinion generally favorable.
26, 7935.— Public unanimously for Federal Deposit Insurance Cor
poration, although some bankers and financial interests remain skeptical.
VERMONT

9, 7935.— Public reaction to Federal Deposit Insurance Corporation
quiet but favorable. About h alf the banks use their participation in their
advertising. Bank public apparently take it as an accomplished fact and rely
upon it, although not particularly outspoken in their comment.
WASHINGTON

26, 7935.— Has resulted in vastly improved banking conditions and a
general increase in deposits.
127597— 35------ 10
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,ApW% 3, ^935.— Has resulted in improved banking conditions, although need
is seen fo r means to enforce provisions o f Federal Deposit Insurance Cor
poration.
WEST VIRGINIA

jipriX 9, ^935.— Public reaction to
quite sympathetic and guaranteeing
banking institutions. Deposits have
Are opposed to proposed amendments

Federal Deposit Insurance Corporation
o f deposits has stimulated conRdence in
materially increased. Bankers, however,
to existing law now pending in Congress.

WISCONSIN

9, J9#5.— Don't hear about it. Deposits on increase. Only through
restatement o f fact that money is in circulation, do w e know about its worka.
Banks favorable.
WYOMING

9,

— Banks noncooperative tow ard this activity.

(Thereupon-at 12:45 p. m., an adjournment was taken until Fri
day morning, Mar. 1, 1935, at 10:30 o'clock.)
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BANKING ACT OF 1935
F R ID A Y , M A R C H 1, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

Z7. C.

The committee met at 10:80 a. m., Hon. Henry B. Steagall, chairtman, presiding.
The CH A IRM AN . All right, gentlemen, we have with us this morn
ing Mr. O'Connor, Comptroller of the Currency, and he will discuss
the bill. I am going to suggest that Mr. O'Connor be permitted to
proceed in his own way, without interruption, until he shall have
Imished his preliminary statement, if that is agreeable with the
committee.
We will be glad to have you proceed without interruption, until
such time as you desire to be interrogated, Mr. O'Connor.
STATEMENT OF J. F. T. O'CONNOR, COMPTROLLER OF THE
CURRENCY

Mr. O 'C O N N O R. Mr. Chairman and gentlemen, I assume that, from
the inquires I ha,ve received from the members of this committee and
others in Congress, that they have a very especial interest in the
national-banking situation, inasmuch as Congress is more directly
3tnd largely responsible for the national banks, and I, of course, have
most to do with that possibly as Comptroller, and also as a member
of the board of the Federal Deposit Insurance Corporation, and I
would like to discuss the general situation as well as the bill.
The CH AIRM AN . Mr. O'Connor, if you permit me, I am going to
suggest that you address yourself, first, to title I of the bill, as we
have had that solely under discussion down to this time. After you
shall have finished with that, we will then decide as to when we
will take up the other parts of the bill, if that is agreeable to you.
Mr. O 'C O N N O R . Yes; thank you. Unless the committee desires it,
or unless they do not desire it, I would like to bring you up to date
with a brief picture of the national banking situation as it is today,
from the ofRce of the Comptroller, with reference to these closed
banks and unlicensed banks that we started with after the termi
nation of the banking holiday of 1933.
At the close of the banking holiday in March, we had 1,417 na
tional unlicensed banks, and these banks had in deposits $1,971,960,000. The question naturally arises before us this morning as to
what has been done with those banks and those deposits, and I am
giving you the figures of my ofBce up to the first of February, as we
release a montMy report at the end of every month.
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We have reorganized 1,091 of these banks with deposits of $1,805,622,000. Thirty-one of these banks decided to go out of business,,
and they paid their depositors in full, $11,513,000.
There was placed in receivership 292, with deposits of $151,540,000
Now, that accounts for 1,414, leaving 3 unlicensed national banks
at the beginning of the present month, or the beginning of Febru
ary, rather, and those 3 had $3,280,000 in deposits.
Let us now take up the problem of these banks in receivership.
We have paid to depositors in those particular banks, $51,084,265*
and we have plans approved for reopening four of these receivership
banks, which will release an additional sum of $1,427,000.
That is the complete picture, gentlemen, from March 1933 to the
first of February of the present year, and you will notice that all
that remains of approximately $2,000,000,000 in the receivership
banks is approximately 5 percent of that amount.
That is, briefly, the story of the unlicensed national banks after
the holiday.
During the same period, from March 16, 1933, there has been
distributed to depositors in all banks, those closed before the bank
holiday and since the holiday, $621,920,917; and, roughly, I believe
that represents, gentlemen, about 54 percent of the total in the na
tional banks; and please bear in mind that I am only referring to
the national banks in this statement.
The total number of receiverships accumulated over the yeara
up to the present time, including those that I mentioned of unlicensed
banks, was 1,547, and they had deposits, at the time of the closing, of
$1,880,710,184, and there has been paid to depositors to date of Feb
ruary 1, 1935, $1,016,836,666.
In addition to that work, the Comptroller's of&ce has been very
much interested in the sale of preferred stock in the national banks?
to do two things: First, to strengthen, the capital of the national
banks; and, secondly, to make more money available for credit,
and also to relieve the banks from compelling debtors to pay who
are not able to pay at present, but had good, going businesses, and if
permitted to go along, could, in time, pay. That was the object
of purchasing preferred stock in national banks.
I have received this morning from the Reconstruction Finance
Corporation the purchases of preferred stock and capital notes and
debentured outstanding, and also loans on preferred stock outstand
ing, divided, first, national banks and, secondly, State member banks,
and third, nonmember banks.
In national banks the loans on preferred stock outstanding were
$9,624,716.30; purchases of preferred stock $437,577,064.65, a total of
$448,444,001.09.
In State member banks the loans on preferred stock outstanding—
and that probably would be also debentures or notes where they were
not permitted by State law to issue preferred stock—$1,064,618.44;
and purchases of preferred stock, capital notes, and debentures out
standing, $174,943,610.25, or a total of $176,008,228.69.
With reference to nonmember banks and other State banks that
are not members of the Federal Reserve System, loans on preferred
stock outstanding, $8,797,658.20; purchases of preferred stock, capital

.
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notes, and debentures outstanding, $242,213,311, or a total of
$249,768,749.06.
Now, that makes a total of the loans by the Reconstruction Finance
-Corporation on these three classes of banks of $19,486,992.94; and
purchases in the capital structure of $854,733,985.90, and a grand
total of $874,220,978.84.
I think you will be interested in knowing that there was purchased,
locally, of the preferred stock in national banks, $73,366,655.
I think you will be interested in having pointed out, so we will
have the record clear, what we mean by loans on preferred stock or
capital debentures by the Reconstruction Finance Corporation and
the figure I have just given you, the Hgures with reference to pur
chases locally; it is the policy of the Reconstruction Finance Cor
poration that when a bank, whether State or national, needs capital
strengthening, first an effort is made to get the people in that com
munity to buy the stock. That seems to be the agreed and very
sound policy, that we all feel that we would much rather have the
people in the community own these banks, of course, than the Gov
ernment; the Government, as I take it, being only a temporary
expedient in the emergency, and that the stock should be purchased
by stockholders and others locally.
Now, another plan that has been worked out, which is also sound,
is that when local interests are willing to make purchases of the
capital stock to strengthen the bank, preferred stock or debentures of
capital notes, who are not able to pay for them in cash, which, of
course, must be done, the Reconstruction Finance Corporation will
take that stock and other collateral and lend against it, so that it
gives the purchasing party an opportunity to finally buy his stock
and own the bank.
Just for the record, because you gentlemen, of course, thoroughly
understand it, but so someone else reading the record will have it
clear, when we speak in the same breath about preferred stock and
capital notes and debentures, the reason for that is that Congress
permitted national banks to sell preferred stock, Congress having
exclusive jurisdiction over the national banks.
Most of the State laws, however, do not permit the sale of pre
ferred stock in State banks; and, therefore, Congress worked out
the problem for them of permitting them to sell debentures, or sell
capital notes; and the interpretation of all of the banking depart
ments of the Government is, that those notes and debentures are
considered the same as preferred stock in the capital structure of the
banks, some States permitting notes and some permitting debentures
to be sold. I thought that ought to be cleared up, but it does not
need to be cleared up for you gentlemen, but someone else who might
read it.
I would like, with your permission, Mr. Chairman, to read my
recommendations with reference to title I, which is the bill under
consideration, which is found on pages 14 and 15 of the annual report
o f the Comptroller of the Currency, for the year ending October 31,
1934:
Consideration should be given to strengthening the provisions o f the law
governing the Federal Deposit Insurance Corporation. In view o f the protec
tion afforded depositors, no doubt many o f the States will follow the precedent
established by Congress in eliminating the double liabilities on shares o f stock.
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Relieving shares of stock from the double liability, and the insurance o f bank:
deposits offer added encouragement to the establishment o f new banks. Great
caution should be exercised in the future in the establishment o f either State
or national banks, or branches o f either, in order to prevent a repetition o f thefailures o f a few years ago. Under the present law, if a bank's assets are
sufEcient to pay its liabilities, the Federal Deposit Insurance Corporation
must accept it as a member, although it may have no capital structure.
The Comptroller's OfBce, under existing law, is in a position to require na
tional banks to maintain adequate sound capital, and also to prevent the
organization of a new national bank unless it has adequate, sound capital, and.
unless there is need for additional banking facilities in the location chosen,
and a reasonable prospect that the bank will operate successfully. The Comp
troller's Office is thus able to protect the interests of the Federal Deposit Insur
ance Corporation in those respects with reference to national banks, particularly
since the Comptroller is a member o f the board of the Corporation. There is,
however, no such safeguard as to State banks and it is believed that the law
governing the Federal Deposit Insurance Corporation should be amended to
make a State bank's admission to the fund conditional upon the approval o f
its capital structure by the Corporation; and in the case o f a new State bank,,
the board should be required to pass upon the need for additional banking
facilities in the place selected and upon the reasonable prospect o f the bank's
successful operation.
It would be well to consider whether the law should not be further amended,
to permit the Corporation, under proper limitations, to purchase assets o f
an insured bank for the purpose o f assisting in merging such a bank with
another, or o f reorganizing when it becomes apparent that a loss to the Cor
poration is impending. In this manner, losses may be limited or minimized.
Under the present law, the Corporation may do nothing until a bank is closed
and after that its recovery is dependent upon liquidation. Recoveries through,
liquidation are certain to be less than the values which may be placed upon
the same assets by a going institution.
The law should be amended to provide for examination by the Corporationof State nonmember banks which become members o f the fund. An express
provision should be made for reports o f condition by all insured banks not now
reporting to a Federal agency at intervals o f not oftener than twice a year,
such report to be as o f the same date as a call report made by national banks
to the Comptroller o f the Currency.
The Banking Act o f 1933 in section 11, subsection (d ) makes specific pro
vision that security for deposits of postal savings funds in banks shall not be
required to the extent that such deposits are insured. A general statutory
provision should be enacted so that no security shall be required under Federah
statutes for any deposits in banks to the extent that deposits referred to in
such statutes are insured under section 12 (b ) o f the Federal Reserve Act, as
amended.
It is believed that Congress might well consider the advisability o f levying
an annual assessment under the permanent plan in lieu o f an assessment
merely to repair insurance losses, and that it might make provision for carry
ing a portion o f the assessment in a reserve which could ultimately operate
to decrease such annual assessment. In banking, as in other businesses, it is
desirable when practicable to anticipate the fixed charges, and so far as pos
sible, the cost o f insurance should be made a fixed charge subject to reduction
through economical and efEcient operation.
Miscellaneous incidental matters affecting the Federal Deposit Insurance
Corporation should be provided fo r as fo llo w s:
Extend criminal provisions applicable to officers o f member banks to ofRcers
o f all insured banks. Eliminate reference to par value of Federal Deposit
Insurance Corporation stock in subsection E o f section 13 (b ) o f the Federal
Reserve A ct by substituting therefor the amount paid for said stock; extend
the prohibition in the present law against gratuities to Federal examiners to
examiners o f all insured banks and their ofBcers and likewise extend to same
the prohibition against disclosure of confidential inform ation; give the Federal
courts jurisdiction o f actions against the Corporation; extend to the Corpora
tion the protection now given to other Federal institutions against misleading
use of their nam es; and extend to all insured banks the present law making
robbery o f member banks a Federal offense,
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Mr. Chairman, I am ready now for questions.
The CHAIRMAN. I am going to suggest that we begin with Mr*
Reilly.
Mr. REILLY* I have received quite a few letters recently, Mr.
O'Connor, from old national banks, inquiring as to the possibility
of relief from that double liability of assessment through an act o f
Congress, or some other method. What is your view as to the ad
visability or necessity or wisdom of any act by Congress at this
time?
Mr. O'CONNOR. I covered that in my annual report, and if you
will permit me, I will give you that. On page 12 of the annual re
port of the Comptroller of the Currency for 1934, in answer to Mr.
Reilly's question, I make this statement:
Section 22 o f the Banking Act of 1933 relieves shareholders o f national
banks from the additional liability imposed by Revised Statutes 5151, as
amended, and section 23 o f the Federal Reserve Act, as amended, with re
spect to shares issued after the date of enactment o f the act. Bills were
presented in the last session o f Congress to extend this relief to all outstanding^
shares o f stock o f national banking associations, regardless o f date of issue.
In the event it is determined to completely eliminate this assessment liability
o f shareholders, it is suggested that serious consideration be given to pro
viding for increasing the surplus o f national banking associations until same
equals the amount o f its common capital stock, thereby restoring to the bank's
creditors the protection now given by the potential assessment liability of the
shareholders and maintaining a sound banking structure.

Let me say, in that connection, that is a matter that our oBice,
Mr. Congressman, has given very serious consideration to. We
must at once appreciate the fact that, by eliminating the double
liability on all national banks, we have tremendously weakened the
banking structure of the nation. That must be clearly kept in
mind. Therefore, I have suggested that, if the Congress decides to
eliminate the double liability on all old national banks, the banks
should be required to build up, out of their profits, some substantial
amounts which shall go into a surplus fund of the banks.
Thereby, you will have in a bank and behind the capital structure,,
really, in time, the double liability and then relieve the stockholders
of it I appreciate that many people object to relieving the stock
holders of this double liability in banks, but those, I think, ought to
consider this: First, that banking investments are greatly discrimi
nated against, because of that double liability, investors not wishing
to put their money into a corporation upon which they may btf
called upon later to pay double the amount, or the same amount they
have already contributed ; and particularly those who make invest
ments feeling that, not during their lifetime, but it might happen
that, at their deaths, they have unloaded onto their widows and
children liabilities that might wipe out the whole assets and whole
savings of that man during his lifetime, which has happened in
some instances, unfortunately.
And, again, I think it ought to be pointed out to those who criti
cize Congress for doing this, that you levy the assessment at the
very time when either the holder ot the stock or his family is less
able to pay it, because in good times you do not need it, and it is only
when we get into a period such as we have been going through that
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we put this extra burden and hazard upon people who are less able
to bear it.
It has been the policy of our oiBce to look into every case indi
vidually, because we have the duty imposed upon us by Congress to
^collect these assessments, and when people are perfectly able to pay
we require them to pay; we have no option, we cannot give away
money.
When people who have property and are not attempting to trans
fer it to defeat this assessment, or to sell i t come to us and tell us
that they are attempting to secure it, but they need time, in every
instance we have worked out a satisfactory arrangement with people
in those circumstances, and we have not had any particular complaint
that we have been unduly harsh in that respect.
Now, directly to the Congressmen, I have given you my view of
that, and have tried to answer the criticism.
Mr. REILLY. Your view would be that any legislation by Congress
waiving the double liability in the old national banks should be
limited to those institutions that have built up a reserve equal to
their capital stock ?
Mr. 0'CoNNon. That is not quite correct. I would abolish the
'double liability on all banks and provide for the building of the
surplus to 100 percent of capital in the future.
Mr. REILLY* I wonder whether any of that kind of legislation
would be constitutional. Has Congress any right to declare, by law,
that the depositors in a bank, say of $500,000 capital stock, shall be
denied the right to levy to the extent of that capital stock, in case
the bank should go into insolvency ?
Mr. O'CONNOR. Mr. Congressman, you have raised a very impor
tant question, and if I have retained any law since I got into the
banking business, I do not believe that Congress could pass a law
effectively today that would relieve the shareholders from double
liability as to depositors and creditors who have entered into a
contract with the bank at that time, when their rights were Sxed;
and their rights are Bxed and their contractual relationship with the
bank does exist, and I do not think Congress can destroy it.
The only thing Congress can do would be to throw the operating
period into the future a sufScient length of time, so that the existing
-creditors would not be affected, and that would be a contract—because
^very depositor has a contract between the depositor and the bank—
they would then come under the terms of the new law.
I think you have raised a ver yimportant question.
Mr. REiLLY. Or give them time to take their money out of the
bank and put into some other bank?
Mr. O'CONNOR. Yes.
Mr. REiLLY. Right on that point, on that question, what difHculties do the banks encounter when they attempt to reorganize and
come under a new law ? Suppose you had a national bank of $500,000 capital stock and it wants to get away from its double liability,
is there any diRiculty in reorganizing and getting a new charter l)y
changing some word in its title?
Mr. O'CONNOR. No; it can do that. Any corporation has that
right, but there is a great many procedural diSiculties in it.
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In the first place, they have got to get the consent of all of their
stockholders and explain to them why they are doing it, and bankers
rather hesitate to take all of these issues and explain them and get
consent from several hundreds or thousands of stockholders and,
frankly, since the law has been in effect, we have not had that
question presented. There are probably one or two cases that I am
not familiar with, in no number that would affect the attention of
anybody.
That is my best answer, and I believe bankers have the feeling
that it is difficult to do it.

Now, under the present law, Mr. Congressman, you have this:
We have in national banks some stock that is subject to double
liability, and in the same bank we have stock that is not subject to
the double liability.
Mr. REILLY. How does that happen?
Mr. 0'CoNNon. Because all the new issued stock is not subject,
as you provided in the act, to the double liability.

The CHAIRMAN. Right there, let me trace the history of thi&
legislation. I might say I am responsible for the amendment to the
law, the purpose of which was to remove the double liability of the
stockholders. The bill as it passed the house, applied to the need
to something constantly requiring—I mean the bill as reported by
the committee to the House had that language, and the bill was
amended in the House in language that I cannot just at the moment
recall. I asked Mr. Await, a moment ago, if he remembered, but
he does not recall the exact language, but in conference the pro
vision was rewritten, and I suggested to Senator Bulkley—the fact
was that the Senators in Congress were hesitant about agreeing ta
it and I suggested to Senator Bulkley, who is an able lawyer, that
he rewrite the language so as to make sure of the accomplishment
of the purpose in mind.
It was my thought that the language employed by the House in
the passage of the bill was not adequate to accomplish the purpose,
and Senator Bulkley suggested a new idea which made it apply to
stock thereafter issued.
I, at least, and I cannot speak for the other members of the con
ference committee, but for myself, I proceeded upon the idea that
all stock repurchased or resold had to be reissued and that, therefore,
the language making the relief applicable to stock thereafter issued
would cover all old stock, if transferred.
So that the Comptroller's ofBce—and I am not questioning the
soundness of the decision—conclude the act to apply to stock there
after authorized to be issued; or in other words, applicable only to
new issues of stock. The construction was not in line with my own
idea. However, that is not important now.
I understood you to say that, in order to make such a provision
applicable to the existing stock, or to old stock, it would be necessary
to make the effective date at some future time as would remove all
question of the contractual relationship between the stockholder
and the depositor, or any other creditor of the bank.
I am wondering if you are not slightly in error about that, for
this reason: That under the original law, any stockholder of capital
in a national bank might transfer his stock and relieve himself of all
further liability by meeting the requirements of the existing law.
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which fixes a definite time within which the statute of limitations
would operate against a stockholder who had transferred his stock
in good faith, and the period, as I remember it, was 60 days, as I
remember, Mr. Await.
Mr. AwALT. That is correct.
The CHAIRMAN. So that, in any event, any stockholder could
have relieved himself, under the original law, completely from any
liability to assessment, if he transferred his stock in good faith
60 days before the failure of the bank, or the period of liquidation;
is that true?
Mr. O'CONNOR. Then, Mr. Chairman, the man to whom he trans
ferred it would be liable.
The CHAIRMAN. What was that?
Mr. O'CONNOR. The stock is still liable. The man to whom he
transferred it would then be liable.
The CHAIRMAN. Yes, that is quite true.
Mr. O'CONNOR. You have not, you see, eliminated-----The CHAIRMAN. I am speaking now of the contractual relation
ship of the man in the first place. That man could relieve himself
of the contractual relationship after a period of 60 days, if he trans
ferred his stock in good faith?
Mr. O'CONNOR. To make it clear, we had better talk about the
liability attached to the share of stock, rather than to the individual,
and that you cannot abrogate by act of Congress.
The CHAIRMAN. Let me ask you this question: Do you know how
many States have laws providing double liability on the capital
of banks—State banks?
Mr. O'CONNOR. My recollection is, nearly all of them.
The CHAIRMAN. Nearly all of them?
Mr. O'CONNOR. Nearly all of them. That is my recollection.
The CHAIRMAN. I am a little surprised to hear that. Although
I have never seen the figures.
Mr. O'CONNOR. I think we can get a very clear picture if we ask
each member of the committee what his State holds, and you can
then get a cross section of the whole country.
The CHAIRMAN. It was my impression that only a few States
provided for the double liability.
Mr. O'CONNOR. The members of the committee could tell us
quickly what State has not got it.
The CHAIRMAN. Let me ask you this question, in that connection:
What would you think of a provision that would go the whole way
in the limitation of contractual obligations and existing difficulties
in relieving stockholders in national banks, in all States where no
double liability attaches to the stockholder, or to stock issued by a
State bank?
Mr. O'CONNOR. I can say, Mr. Chairman, and I am just giving
my opinion from my experience as a lawyer, my answer would be
that it would not avoid the constitutional objection that Congressman
Reilly has mentioned.
The CHAIRMAN. I don't think you quite got my question. I mean
aside from those difEculties, insofar as you might do so—I am
speaking now of the policy of duplicating the same law as to the
liability of stockholders.
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Mr. 0'CoNNon. That is A matter of policy entirely within the
discretion of Congress, with the limitation that I previously stated
to the committee with reference to the constitutional objection. It
ivas placed, as I believe, in the future a sutEcient length of time-----The CHAIRMAN. My question contemplated the removal of those
diiBculties.
Mr. O'CONNOR. Oh, I see.

Mr. CRoss. Let me ask a question right there, Mr. Chairman.
The CHAIRMAN. Certainly, Mr. Cross.
Mr. CRoss. See if this would not eliminate the situation: I under
stand, of course, about making a deposit in a bank, and that at
the time I do it the stockholders are subject to double liability. I
assume, of course, that I have a contract with them, or when I put
it in the bank, they are liable, and that gives me better security
to get my money back. But suppose you were to put a clause in
the law that all deposits hereafter, the new deposits that go in a
bank, shall not have the double liability, so that when I put in
money in it, in that bank, after that—any money that I put in
there before that, I can take it out, all right, but that money that I
put in after that is no longer put in there under a contract that I
can reap the double liability on the stockholders, so why not put
in a clause like that relieving those stockholders of that double
liability only in reference to all new deposits?
Mr. O'CONNOR. Mr. Congressman, I mink you are absolutely cor
rect, because whenever you do that, you establish a new contractual
relationship. Could I suggest probably that some diiEculty would
be that of administration, of segregation of the amounts, the deter
mination of the dates of the deposits, and then waive the assess
ment for depositors who are under the double liability and segregated
from those that are not?
Mr. CRoss. Suppose I had $10,000 in a bank today in my checking
account—of course, I am putting money in the bank and drawing
money out, and my checking account will add up to $10,000. Now,
when my checking account adds up to that, then the stockholders
are not liable for the penalty, for the double liability?
Mr. O'CONNOR. You are absolutely correct. Mr. Congressman, may
I call your attention to page 53 of H. R. 5357, section 304, which
ireads:
Section 22 o f the Banking Act of 1933, as amended, is amended by adding at
the end thereof the follow ing sentence: " Such additional liability shall be
on July 1, 1937, with respect to shares issued prior to June 17, 1933, by any
association which shall be transacting the business of banking on July 1, 1937/'

I just call your attention to that because that is the section that
you would operate on, if I might use that wordy if you decide on
what you are discussing.
Mr. HoLLiSTER. Mr. O'Connor, your idea is that, even with respect
to the deposits which have been incurred, or which have been made
obligations of the bank, incurred prior to the enactment of this act,
i f enacted—if a certain length of time, 2 years or something more is
given, that notwithstanding the obligation that exists at the time
the deposit was made, which would give them ample opportunity and
they would be charged with knowledge of the change m the act, no
depositor could claim it after that time!
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Mr. O'CONNOR. Now, you are probably a better lawyer than I
am----Mr. HoLLisTER. I d ou b t it.
Mr. 0'CoNNon. This is very important, Mr. Congressman. Of
course, as lawyers, we both agree that any individual charged with
notice of the law, that he is bound by it, so far as it affects his rights.
You have raised the question that, if he continues during that
period with the same contractual relation that he had with the
bank as to those amounts, it is doubtful if the bank could abrogate
that contract. There is no doubt about a newi contract, as the
Congressman has suggested. In view of the law, there would be
no question about relieving them.
Mr. HoLLisTER. Would it not be a very simple matter with respect
to that- because the bank coud really notify all of its depostors to*
that enect, or to the effect that, on such and such a date, the law
would come into effect, and that any depositor will have a right to
withdraw his deposit? It will be assumed that, if a depositor does
not withdraw his deposits, that he will consent to making that new
deposit on that date, and thus change the contractual reationship^
between the depositor and the bank.
Mr. O'CONNOR. I think, Mr. Hollister, you are absoutely correct.
Mr. HoLLisTER. It seems to me that woud be a perfectly easy
way of obviating constitutional questions which might otherwise
arise.
Mr. O'CONNOR. In other words, this contractual relationship you
talk about can be terminated by either party, because the bank: haa
the right to say to a depositor, "W e don't want your money."
Mr* HoLLisTER. A depositor has no vested right in making a,
deposit, and if a bank cares to notify a depositor that, at a certain
date, the relationship between them will be changed, giving him
plenty of time to withdraw, it seems to me you are more than liberal
m 2 years. You can make it 6 months, and if a bank wanted to notify
all of its depositors and give them plenty of time to withdraw their
savings as well as demand deposits, that constitutional diiEculty
will be obviated.
Mr. O'CONNOR. I am inclined to agree with you.

The CHAIRMAN. I was going to propound that very inquiry.
Mr, O'CONNOR. You are too late.
The CHAIRMAN. That is just what I was going to ask.
Mr. O'CONNOR. You are too late.
The CHAIRMAN. What would be the difference between terminating
your liability at the end of 60 days, or at the end of 2 years or more ?
The principle would be the same, of course. Under the amendment,,
you are going to terminate those obligations arbitrarily, or by on&
party to the transaction, and if you are, you could do it just as welL
at the end of 60 days, if you met the same requirements.
Mr. O'CONNOR. Mr. Congressman, may I make this rather broacH
and rather challenging comment on why this should not be done at
the present time, in my judgment? You may not follow it, at ally
but looking at the picture now and not from a local angle but from
a national angle, I have given to this committee the work of the Gov
ernment in strengthening the capital structure of these banks. We
have gotten them all in very good condition today. I am inclined

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

BANKING ACT OF 19 3 5

153

to believe that we were able to do this job a good deal because of the
double liability that was on the shareholders.
Now, let me make that very particular: Here is a bank that has
an impairment of its capital, and the Comptroller says, "Y ou have
got to repair that capital and put up $100,000, or $1,000,000", and
if there is no double liability, those directors and shareholders are
not as interested in repairing that capital and working out the prob
lems of that bank as if there was no double liability, because they are
just apt to say, " Take it ; it is yours ", and walk out of the picture.
Now, while we are working out this problem, it is their problem
as well as ours, and the Government has gone a long way with these
banks in strengthening the capital structure of them, in getting local
contributions, so that ultimately they will be owned in the com
munities ; and when they realize the fact that, if we close them, they
will pay one hundred cents on the dollar of the liabilities, they are
going to hesitate a long time before they will permit that to be done.
Therefore, I believe that, until we get it worked out further, that
that is the controlling influence in saving a great deal of the banking
situation of this country, and that is why I would not like to see
it interfered with.
The CHAIRMAN. Mr. Comptroller, there is a great deal of force in
what you say, and I think I can appreciate it. The fact is, if I
may take time to say so, that I am not so enthusiastic about the
change in the law as I was at one time, because my attitude grew
out of the deep sympathy that I felt for so many innocent stock
holders, many of them citizens who, out of public spirit and for
the promotion of the community, had purchased stock in banks that
were under the control of others, with no part in the management,
themselves, and who had suffered finally by the imposition of the
double liability; and as you suggested a little while ago, many
instances have occurred of widows and children who found them
selves in the attitude of having inherited a serious liability, rather
than an asset. Those conditions were accentuated a year or two
But let me ask you this, in connection with your statement a few
moments ago: Is is not true that great difHculty was encountered,
in many instances, in reorganizing banks that had been temporarily
closed, because of the dread of the investors putting their money in
institutions where they incurred liability of reassessment equal to
their original investment? Would that not, in many instances, inter
fere with the reorganization of banks?
Mr. O'CONNOR. No; because that was the reason for passing the
law limiting double liability in new banks.
The CHAIRMAN. I am not talking about that; I am talking about
old institutions, who had a chance to replenish their capital and go
forward under the same ownership or organization and-----Mr. REiLLY. The new stock issued has no double liability?
The CHAIRMAN. That is true.
Mr. O'CONNOR. It was all new stock, because it wiped out the
other stock.
The CHAIRMAN. You had many cases of this kind, where stock
holders would come to the rescue of a weakening institution, by put
ting in new investments, and all that sort of thing, did you not?
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Mr. O'CONNOR. They took new stock, which was not subject to the
liability.
The CHAIRMAN. They could take^he existing stock, as well as the
new stock----Mr* O'CONNOR. You mean to issue new stock?
The CHAIRMAN. No; strengthen the existing stock was what I
referred to.
Mr. O'CONNOR. Yes; they have done that, Mr. Chairman, but not
in a great many cases.
The CHAIRMAN. Let me ask you one other question: I believe you
suggested that stock in an existing institution is to be relieved o f
double liability—that when it is to be relieved of double liability, it
shall be a requirement that a surplus should be built up equal to the
amount of capital. Would you apply tha,t to a newly organized
institution ?
Mr. O'CONNOR. Absolutely. There is no reason why they should
be exempted from it. We would, under the terms of the bill, require
20 percent to start and gradually build up to 100 percent.
The CHAIRMAN. I was wondering, if they did not, why not. They
would be, of course, better protected, and it may be better business—
I would not say it would not—than the old plan of putting up onehalf and being liable for the other.
Mr. O'CONNOR. That is better. Mr. Congressman, can I make one
more comment?
The CHAIRMAN. Certainly, go ahead.
Mr. O'CONNOR. Do you not see how much it is going to also
assist the Federal Deposit Insurance Corporation, of course, if we
can keep that system strengthened and----The CHAIRMAN. It would, of course, make for a sounder system*
I think anybody can appreciate the contention that a bank should
not be permitted to pay out dividends to the point of weakening its
position.
Mr. REiLLY. Mr. O'Connor, with the exception of the interest
that the Federal Deposit Insurance Corporation would have in the
subject, and the interest of the depositors above the insurance liabil
ity, is not that academic, as far as the great mass of depositors
are concerned—that you are going to get this money, whether you get
it from the stockholders or from the insurance corporation! So^
relatively speaking, they are only a small fraction of the depositors
in our banks today, and only about 2 or 3 percent of them having
any financial interest in the question of whether or not that double
liability will be wiped out or left in, they are going to be paid jpst
the same, are they not ?
Mr. O'CONNOR. You are absolutely right, Mr. Congressman, keep
ing in mind the distinction between depositors and deposits in a
national bank, and that 42 percent of the deposits are insured under
$5,000.
Mr. REiLLY. The great majority?
Mr. O'CONNOR. Yes.
Mr. ReiLLY. You would really think that the Insurance Deposit
Corporation—if all of the depositors in a bank which was above
the insured limitation, would sign a request that the liability be
wiped out, there would be no reason why it should not and could
not be wiped out or eliminated ?
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Mr. FoRD. Might I make a suggestion!
The CHAIRMAN. Yes.
Mr. FoRD. Would it not be wise to have it printed on the bank
pass book, that on and after such and such a date there was no
double liability on the part of the stockholders, and give every
depositor ample notice, and print it in the part of the rules in that
pass book! Why not, in a commercial bank, have it brought to
the attention of the depositor, by being printed on his pass book!
Mr. O'CONNOR. I think, Mr. Congressman, that is a very sound
suggestion. Mr. Hollister has the same suggestion, without being
specific. Mr. Hollister suggested that that would eliminate the
constitutional objection, by notification to the depositor, and you
suggest a specific method, and that method by you brings the direct
knowledge to the depositor, and he would not be injured, because
I think we have all agreed that it is a contractual relationship that
can be terminated and there is no injury done, because that depositor
can do as he likes.
The CHAIRMAN. I am not sure—I do not mean to put my judg
ment in the matter against that of lawyers competent to pass on it;
but I am not sure that any party to a contract can abrogate it merely
by notifying the other party that he is not going to live up to it.
Mr. O CONNOR. Can I answer that, Mr. Congressman!
The CHAIRMAN. Yes.
Mr. O'CONNOR. You can, if it is a contract that can be terminated
by either party on notice, and that is what this kind of contract is.
The CHAIRMAN. All right, Mr. Cross.
Mr. CRoss. I want to make this suggestion, or ask him a question:
Two methods have been suggested by which that could be done, that
contractual relationship could be terminated, but if you notified all
of the stockholders—I am speaking now from the psychological
standpoint and expediency—that, at a certain date, the double liabil
ity of the stockholders will end, or if you put in the pass book that
notice, would not that have a tendency to frighten the average citizen,
because he does not know anything about that! He would say that
the bank is in bad shape, or it is weakening. But you could put
that in the law and nobody would know anything about it, and that
would settle the whole thing, and it would go along smoothly, with
out any difEculty at all.
Mr. O'CONNOR. Mr. Congressman, I do not think it is possible to
frighten depositors today, with Federal Deposit Insurance Cor'
poration.
Mr. CRoss. Well, some of them have more than $5,000 in the bank.
Mr. O'CONNOR. Well, we just covered the point of the amount
which is involved. In the national banks, we have got 98 percent
of the number, so that the people that have the large deposits—I
think they probably are in a better position to know.
Mr. CROSS. A little more intelligent than the other fellow would be !
Mr. SissoN. Mr. O'Connor, I would like to get this information, if
you have it at hand.
Mr. O'CONNOR. Yes, Mr. Sisson.
Mr. SissoN. When you proceed to collect double liability, and in
case that you have to go to court, what is the percentage that you
collect, what do you get out of it, after it is all done!
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Mr. 0'CoNNon. I can give you that very accurately, as it is in the
annual report. It is 49.78, and that is for a period of 70 years,
Mr. Congressman.
Mr. SissoN. There is one other thing about this: I suppose your
department had no other resource but to proceed to collect?
Mr. 0'CoNNon. No.
Mr. SissoN. But it is a terrible thing to happen to a community,
to have to do that. It is just too bad that a situation of that kind
has to come up, where the whole community interest may be de
stroyed. You are very familiar with what I have in mind. I am
thinking of a city in my own district right now.
Now, what I am particulary interested in is this: If this H. R.
5357 becomes the law, what is it going to do with the State banking
system?
Mr. O'CONNOR. I f what, Mr. Congressman?
Mr. SissoN. If this bill which we have under consideration right
now, H. R. 5357, becomes law, what is going to happen to the State
banking situation?
Mr. O'CONNOR. You are asking a question on this title?
Mr. SissoN. We practically forced the State banks into the Fed
eral Reserve System, or do it in the next 2 years, and I want to know
what we are going to do for those State banks, to make it easy for
them to get in: or how many of these banks are we going to put
out of business?
Mr. O'CONNOR. I can only answer that in a general way: I have
taken this position, and it is also one of the recommendations in
my annual report, that we ask the Congress to liberalize the assets
that are in these State banks, what we call under here "noncon
forming assets", so as to permit State banks to more easily
become members of the Federal Reserve System. In other words,
if we are going to compel the State banks to do something, we have
got to be careful that we do not do an injustice to those institutions;
and if a certain institution has got sound assets that are not con
forming, I feel that the Congress should give the Comptroller per
mission to permit those banks to qualify, or permit them to come
into the Federal Reserve System, and permit the Federal Reserve
System to accept them, which it could not do today under the exist
ing laws, because of the assets being as we say, " nonconforming." I
believe with you, Mr. Congressman, if we compel then—if we compel
that to be done, we have got to be exceedingly liberal in permitting
State banks—nobody wants a bank that is not sound, but we have
got to be liberal in permitting them to join. When you, by an act,
compel them to do that, you have got to be careful that you do not
do them a great injustice.
Mr. SissoN. Do you think that could be written into the law, do
you think that would be possible ?
Mr. O'CONNOR. You have got to write—you would have to change
the law, because you have nxed certain standards of membership,
and they must have what we call " conforming " assets. You would
have to change that, and we will be very glad, at the proper time,
to go in and analyze that section with you, and check up on it.
Mr. WoLcoTT. May I suggest that the Federal Reserve System
waive, in whole or in part, the capital requirements of nonmember
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banks, as an inducement to get them in; and if that were true, I
assume the Board would be liberal in its interpretation of the law
and liberal in its requirements.
The CHAIRMAN. Mr. O'Connor, have you any further matter that
you would like to discuss relating to title I? If you have, I would
suggest that you do so, because we will be glad to hear you, and
then will resume our questions.
Mr. 0'CONNOH. Well, I have given my general approval, Mr.
Chairman, to this bill* I feel that it has been very carefully worked
out, and I think that the fundamental parts of it are very important
in looking forward to the successful operations of the Federal
Deposit Insurance Corporation.
This bill has been passed by the Banking Committee of the Treasury^ and I want to say that I think it is in veiy excellent shape.
I did tell the committee that one provision of it I thought was not
just in harmony with my ideas, but the committee thought other
wise. That is with reference to receiverships.
I feel that the present system should be continued. The Comp
troller should appoint the receivers of all national banks, particularly
based on the record of the oiBce of 70 years, without any reference
to myself, because I think we have done a good job in years past,
and I hope in the present, when we have returned, out of every
dollar collected, 93 cents to the depositors, and we have only taken
7 cents out of any dollar for expenses of salaries of the receivers,
and attorneys' fees and rent, and eveiy other item that you can
possibly conceive of, which has been included in the 7 cents, and we
have returned 93 cents to the depositors.
I doubt the wisdom of setting up two insolvent divisions in Wash
ington. The Comptroller's Omce has handled nearly Cfteen hundred
and I believe that, particularly in view of the fact that only 42
percent of the deposits in national banks are protected by the In
surance Corporation—still, the Comptroller is responsible for the
administration properly of the balance of nearly 60 percent and-----Mr. HOLLISTER. Fourteen hundred since the oSice was established!
Mr. O'CONNOR. Yes. It would probably be just as well for it to
continue without duplication. I am very much opposed to the use
of duplication in Government or private business.
I wanted to make that clear, and then say that the bill before
you has the endorsement of the committee and I have their com*
mentsohit.
There is one other section of the bill that I, frankly, have not
discussed with anybody, because I just ran across it yesterday, but
I believe-----The CHAIRMAN. Before you leave that, Mr. Comptroller, it might
be well to call attention to the faet that, under the existing law and
Under the original Deposit Insurance Corporation law, the Deposit
Insurance Corporation eould take over any national bank that was
closed and operate it as a clearing house for a period of 2 years;
meanwhile giving an opportunity for the reorganizing, or for the
organizing of a national bank.
The thought back of that was not so much to secure the wise
administration of the assets of the closed banks, but to permit the
corporation to continue to operate the bank, and to avoid paying the
actual cash to the depositors, by being authorized to issue new deposit
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receipts by the new institution operated by the Deposit Insurance
Corporation.
Mr. O'CONNOR. When banks fail because of lack of business, I
think it is unwise to attempt to establish another bank on the ashes
of the old.
Only one national bank went into receivership in 1934, and it was
in Montana, with a deposit liability of approximately $30,000. For
several years there were no rains and the surrounding country, the
country surrounding it practically dried up, as illustrated by the fact
that it only had $30,000 in deposits. The community just could not
sustain another bank.
The CHAIRMAN. Then you think it would be uneconomical and un
wise to require the Deposit Insurance Corporation to continue to
operate a bank, even in a limited way, in that community ?
Mr. O'CONNOR. Absolutely.
The CHAIRMAN. But any such institution should at once be placed
in liquidation?
Mr. O'CONNOR. Yes. Now, we have a right whereby we may,
under this law, establish a national bank, but we do not do it, because
I am so anxious to avoid establishing banks which will only result
in distress to investors and depositors in the community.
Now, so far this year, we have had only one and----The CHAIRMAN. In the instance to which you have referred, or to
the particular case to which you have referred, that was not a case
where there would have been a national bank organized, or would
have been required to operate the bank for 2 years, but there would
have been no likelihood of reorganizing it ?
Mr. O'CONNOR. That is correct. Now, Mr. Chairman, following
that out, we only had one national bank fail this year, and they did
not fail because of the lack of business or of the lack of necessity for
a bank in the community. I would rather not give the State, because
that is not necessary, but it was due, unfortunately, to the fact that
one of the oScers had embezzled some $70,000, and who later confessed
the embezzlement. That is something that cannot be avoided. There
is need for a bank there and we have set up a bank and made excellent
progress, or are making excellent progress in the sale of the old bank
to the new bank and the sale of the stock to the people of that com
munity, because they must have banking facilities there, and that
gives them the option to do it.
Those are the only two, Mr. Chairman, in the national banking
system last year and this year that failed.
The CHAIRMAN. So that, as a matter of fact, you have had, la^t
year and this year, only two national bank failures?
Mr. O'CONNOR. That is right.
The CHAIRMAN. The insurance of deposits under the temporary
plan of $2,500, and under the $5,000 limitation provided in the act
last year, was not very harmful to the national banking system in
this country, was it?
Mr. O'CONNOR. I think it is one of the things that has reestab
lished confidence all over the country, Mr. Chairman, and I think
it is one of the justifications for the contribution on the part of the
large banks to sustain the banking system of the country^ because
when the banks started to crack up, outside of New York, they im-^
mediately drew out the reserves from the large centers, and the large
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banks immediately drew upon the market stocks, in order to meet the
cash withdrawals, and we thereby started a vicious cycle of depres
sion; and if we can secure or reestablish the conRdence of the de
positors of the country, so that will not happen, we have saved the
banking situation. The big banks that suffered by that did not close,
but they suffered in those trades, and they should be willing to go a
long way to prevent that again.
The CHAIRMAN. The fact is that a good many big banks actually
closed before the holiday ?
Mr. O'CONNOR. I am talking about the big centers, where the big
cash reserves are kept, like New York and the other centers; but
some very large ones did close, Mr. Chairman, which started the with
drawals from these centers, which, in turn, shut the banks. I am
talking about the effects on the good banks, how they suffered, even
though they said, "Y ou can't close i t " ; but they suffered just the
same, and the whole country suffered by the throwing of hundreds of
millions of dollars worth of securities on the market, in order to
realize cash to take care of their customers in the country.
Mr. GiFFORD. Mr. O'Connor, I want to ask a question. I think
you have made a very good report here relating to the examination
of your banks, but as I recall, even the White House, itself, issued a
warning last fall that the bank examiners were still rather too strict,
and that they could not expect money to be loaned as long as the
banks were worried about collecting their slow loans and liquidating
their loans.
I remember your speeches over the country, and I think perhaps
you may recall that I may have written you a letter regarding your
own viewpoint, and you seem to agree, m those addresses, that the
banks should loosen up.
But in my section, whenever I visited the banks, and I visited a
great many, there existed a fear of your examiners, especially re
lating to slow loans. Now, you are claiming in your report that
you gave your examiners no instructions relating to the demanding
payment of the slow loans, but simply marked them " slow." That,
naturally, was effective on the hanks and the people who owned that
money, by marking them " slow loans." As I think the White House
expressed it, there were two branches of the Government, the Re
construction Finance Corporation and yourself arguing with the
banks that they should loosen up, and another branch, which is the
examination branch, frightening the banks so they did not dare make
loans.
I f I may pursue that, I realize that most of the banks—the chief
thing they had in mind was to reduce the slow loans, and they did not
want to get into any more trouble. You acknowledge in your re
port, if you are not quite ready to answer-----Mr. O'CONNOR. Yes, I am.
Mr. GiFFORD. You say here that there has been considerable con
troversy and misunderstanding with reference to the examination
of banks; that they may have been harassed by the Reconstruction
Finance Corporation's examinations, by the Federal Deposit Insur
ance examinations, though you examine but twice a year, but, while
they were only supervisory examinations, they probably did in
timidate and perhaps harass some banks by so many of these
examinations.
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Mr. O'CONNOR. First, Mr. Gifford-----Mr. GiFFORD. Comment on that, please, on the slow loans.
Mr. O'CONNOR. There is no harassment of banks by several exam
inations. No national-bank ofScer in the United States, at no time
and at no place, has made criticism of a duplication of examinations,
because no such thing exists. The only man who has authority to
step into a national bank to examine it is an examiner from the
Comptroller's ofBce, and you have provided by law that we must
make at least two examinations a year. No other examiner from
the Federal Government ever goes into a national bank, with one
exception: When a national bank asks the Reconstruction Finance
Corporation to become a partner—because that is what they are
when they buy preferred stock in a bank—when they ask the R. F. C.
to become a partner, the banker and the Reconstruction Finance
Corporation sit down and agree on how the deal shall be made, and
in that deal the R. F. C. and the bank may agree that a R. F. C.
man may come in at a certain time and look over their assets or
check up certain matters, which is a matter entirely between the
bank and the R. F. C. The bank does not have to do that, or the
bank may yield to it, just in the deal between themselves.
The bank has a right to ask that an independent auditing firm
make audits—and many of them do that—aside from our examina
tions. Many of the larger and better banks have independent audits
made by some of the large auditing firms to be sure that they have
completely checked up on that bank. That disposes of the point
of harassment of diHerent examinations.
Now, I want to direct myself to the instructions that were sent out
in October 1933 to the national-bank examiners, and then I want to
show you the results that followed those instructions.
Mr. SissoN. May I suggest, Mr. O'Connor, that you give Mr. Gif
ford the figures as to the way you have classified the loans which
were placed in the loss column and the loans which were placed in
the doubtful column!
Mr. GiFFORD. I have read that, Mr. Sisson. There are very few in
the loss column. That is why I limited my question to the slow loans.
Mr. O'CONNOR. I was coming to it, Mr. Gifford, but I have to lay
the foundation to get the figures, if I might be permitted to do that.
Mr. GiFFORB. Yes; but I wanted to tell Mr. Sisson that I under
stand those Bgures, but I limited it to the slow loans.
Mr. HoLMSTER. Might I ask a question, Mr. Chairman ?
The CHAIRMAN. Yes.
Mr. H oLM ST E R . Mr. O'Connor, to go back, temporarily, to that
question of the taking of debentures in place of preferred stock, is it
not true that, in a great many cases, debentures were taken by the
Reconstruction Finance Corporation rather than preferred stock in
some States, because the laws of the State did not permit the issuing
of preferred stock, but also because, in some States where the pre
ferred stock might have been issued, it would have covered double
liability and the Reconstruction Finance Corporation did not want
to take stock that carried double liability!
Mr. O'CONNOR. Yes; I think that is true.
Mr. HoLMSTER. To show you what I am leading to, whether you
take preferred stock or notes or debentures of banks, it is exactly the
same, and it was merely to get additional capital!
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Mr. O'CONNOR. Yes.
Mr. HoLLiSTER. That brings me to the question I am going to ask
you, not that it has anything particularly to do with this bill, but
I believe it ought to be brought out, and this is a good opportunity:
Is it not true that, at the present time, for income-tax purposes, a
bank which has notes and debentures outstanding, may deduct the
obligation of paying interest on those notes or debentures from its
income, and thereby pay less income tax; whereas a bank that has
preferred stock outstanding is not so permitted to deduct it, but the
amount which is ultimately paid out upon preferred stock must be
paid by the bank for income tax purposes; is that not the case!
Mr. O'CONNOR. You are absolutely correct, Mr. Congressman.
Mr. HoLLiSTER. So, would it not be proper to have—I realize you
have come from the Ways and Means Committee—would it not be
proper to have some sort of legislation passed, which would permit
the deduction by the bank of what it has to pay out, the same way
that the other banks that have debentures outstanding may deduct
the interest on those debentures?
Mr. O'CONNOR. On page 7 of my report to Congress, I make this
statement:
Section 23 of the Revenue Act o f 1934, paragraph (b ), provides for certain
deductions from gross income. It is understood that State banks which have
sold capital notes or debentures to the Reconstruction Finance Corporation may
under this paragraph deduct interest paid thereon in computing their net in
come for taxable purposes.
National banks in strengthening their capital structure have issued pre
ferred stock to the Reconstruction Finance Corporation, paying dividends
thereon, which payment o f dividends is substantially equivalent to the pay
ment o f interest made by State banks on capital notes sold by them to the
Reconstruction Finance Corporation.

You used my language.
Mr. HoMJSTER. I knew that was in the report, but I thought it
well to bring it out. Can you tell the committee whether your olRce
is suggesting to the Ways and Means Committee that they take up
that matter I
Mr. O'CONNOR. Yes, we have submitted it
The CHAIRMAN. Mr. O'Connor, let me suggest that you conclude
your discussion of the matter of examinations.
Mr. O'CONNOR. Oh, yes; thank you.
The CHAIRMAN. As I understand, you had not finished.
Mr. SissoN. Mr. Chairman, may I interrupt!
The CH A IR M A N . Yes.
Mr. SissoN. Mr. O'Connor, you spoke, a short time ago, about the
fact that—or you mentioned the Act that 97.5 percent, I believe,
of the total number of deposits were—I assume you were referring
then to the member banks, or just to the national banks?
Mr. O'CONNOR. National banks.
Mr. SissoN. Were covered by deposit insurance. I am not sure
whether Mr. Crowley testiRed—he testified yesterday quite fully on
that, but I am not sure whether he gave the aggregate amount, in
dollars, of the deposits that were covered. I f you have that con
veniently, I think it might be well to have that in the record at
this point.
Mr. 0'CONXOR. National banks, 5,450, insured deposits, $8,488,554,000, uninsured deposits, $11,583,949,000, and total deposits, at
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this time, or on October 1, were $20,072,503,000, which shows that
42.29 percent of the deposits are insured by the Federal Deposit In
surance Corporation, insuring $25,972,035,000 deposits, and 405,811
deposits are partly insured, which makes a total of 26,377,846 deposi
tors, and 98.46 percent of the depositors are insured; and in State
banks, which are members of the Federal Reserve, we have 969 banks,
with insured deposits of $3,582,449,000, and uninsured $7,382,986,000,
making a total of $10,965,435,000, which shows that 32.67 percent of
the total deposits are insured, with 9,361,278 depositors, and 119,082
partly insured, with a total number of depositors of 9,560,360, and the
percentage of depositors insured is 97.92 percent; and State banks,
which are not members of the Federal Reserve, exclusive of the mutual
savings banks, number 7,638, with insured deposits of $3,580,803,000;
uninsured deposits of $1,363,262,000, and total deposits of $4,944,065,000; and the ratio of insured to the total deposits is 72.43 per
cent; and the depositors fully insured are 13,687,403; and depositors
partly insured, 142,947, making a total number of depositors of
13,812,350, or 99.10 percent of the number of depositors in State
banks are insured.
The CHAIRMAN. As State nonmember banks?
Mr. O'CoNNOR. Yes; that gives us a total there which is rather
interesting in these three divisions: 14,057 banks with insured depos
its of $15,651,806,000; uninsured, $20,330,197,000, with total deposits
of $35,982,003,000, with the ratio of insured to total deposits of 43.50
percent; and depositors fully insured, 49,020,716; depositors partly
insured, 729,840; and total number of depositors, 49,750,556; and
the total number of depositors insured in the three classes, under
the $5,000, is 98.53 percent.
Mr. SissoN. That gives the complete picture there.
Now, may I say, in a preliminary way to one question that I want
to ask, and I am not indicating any opinion that I have, because I
do not know whether I have any positive conviction about the advis
ability o f increasing the maximum of insurance deposits, but I just
wanted to ask you, before you pass from it, if you are going to dis
cuss it at some later date before the committee, that is, as to your
opinion of the advisability of increasing the maximum limit of
deposits, insured deposits ? If you do, I do not care to ask you to go
into it now, because that is perhaps breaking up the continuity of
your statement.
Mr. O'CONNOR. Well, Mr. Sisson, I feel that we have presented
all of the statistics and figures, and the amount is a matter that ought
to be a matter of policy of this committee.
Mr. SissoN. Yes, sir; but guiding the committee, unless the major
ity of the committee have decided already that there will be no
increase, the committee probably before voting upon or deciding upon
it, would like your opinion.
Mr. O'CONNOR. Then, may I put it this way?
Mr. SissoN. I am not asking you to give it now.
Mr. O'CONNOR. I f the committee agrees to it, or gets to that point,
I will be very glad to give you my opinion.
The CHAIRMAN. Mr. O'Connor, have you given any thought in
that connection? I am asking this question: Have you given any
thought to the difficulties that the banks will find themselves in,
in relation to their obligations to other banks, when they fail;
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what that picture would disclose, if we should have any considerable
number of bank failures in the country ?
Mr. O'CONNOR. Yes, we have thought a good deal about that, and
it is pretty complicated.
The CHAIRMAN* I am wondering how much , noise we will hear
around here about the amount of deposit insurance after the banks
gather some experience and they Rnd they are not insured against
one another. That thought is reconciling me somewhat to the idea
of limiting this insurance, for the time being. I have the idea that
the banks will take care of the matter of increases, as soon as they
gather some experience, in case we have a large bank failure. I
would like to be here when that happens.
Mr. GiFFORD. Mr. Chairman, do you want me to continue on the
examination ?
The CHAIRMAN. Gentlemen, if nobody objects, let me suggest that
Mr. O'Connor conclude his discussion of this matter of examinations,
if he desires to say anything further.
Mr. O'CONNOR. I started, several times, and there is just two
pages, and as a foundation, I would like very much to put this in
the record and be subject to any questions.
The CHAIRMAN. There will be no objection to your incorporating
that in the record. You may do so right now, and if you desire to
say anything further, we will be glad to hear you.
(Here followed discussion oH the record.)
Mr. O'CONNOR. Mr. Chairman, I would rather that speech would
stand, because it is so knit together.
The CHAIRMAN. We will be glad to have it.
Mr. O'CONNOR. But at this time I would like very much to call
the committee's attention, for the purpose of laying the foundation
for future questions on a very important matter that the country
has been greatly interested in, and which has been considerably mis
represented until this was given to the country, and I would be glad
to give some reactions that I got after this speech was made by
depositors as well as bankers and others.
The Comptroller o f the Currency sent, on October 26, 1933, to each o f the
12 chief national-bank examiners in the United States instructions to this
e ffect:
"A fter the * Bank H o lid a y n a tio n a l-b a n k examiners were largely engaged
in the examination of banks which did not receive a license for the purpose
o f reorganization. It appears that some examiners in making examinations o f
licensed national banks have become what might be termed *Reorganization
M inded' and have lost sight of the President's recovery program and its rela
tion to licensed banks. It is the administration's desire that credit channels
be opened through licensed banks, and this policy cannot be accomplished if
examiners follow a delation policy in examinations. W e are all concerned
in having solvent banks, but there is a wide distinction between the potential
and intrinsic value o f assets of a going institution, and liquidating values.
Examiners in appraising and classifying assets o f licensed banks will not
apply liquidating values but w ill appraise on the basis o f fair values on a
recovery basis.
"A s an example— in dealing with bank buildings, the examiner must realize
that a bank building o f a going bank has an intrinsic value, as distinguished
from present depressed values, which, combined with the element o f recovery,
may fully substantiate the carrying value given to it by the bank. The same
is true o f mortgages, and in this connection the examiners should fam iliarize
themselves with the instructions given with respect to real-estate mortgages
by the Federal Deposit Insurance Corporation to its examiners.
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*' You will advise examiners who are examining licensed banks o f this
policy and see that it is carried out. Any examination now in process, or any
future examination, will be governed by these instructions and where an
examination has been completed, the examiner making the report will review
the report on the above basis and rewrite such report if found necessary. I f
the examiner is not now available it may be necessary to make a new exami
nation on the proper basis."
Again on March 13, 1934, the following instruction was sent to all chief
national-bank exam iners:
"R ep orts o f examinations received by this office recently clearly indicate
that some few o f the examiners throughout the country have not fully grasped
the meaning o f instructions communicated to the chief examiners under date
of October 26, 1933, and are making more drastic classiRcation o f assets of the
banks examined by them than is necessary under the circumstances and more
severe than is contemplated by the instructions contained in oiRce letter
referred to above.
" I f there are in your Federal Reserve district any examiners who, in your
opinion, are making unnecessarily drastic classifications o f assets, please
confer with them promptly, looking towards having their classiRcations as
lenience as circustances in each case w ill permit and in order that they will
be in accord with the policies o f this oiRce.
"W h ile you are fam iliar with the character o f examinations made by your
examiners, it is suggested that in determining whether or not any o f them are
too severe in their classiHcations, you give particular attention to their ap
praisals o f banking houses, furniture and Rxturea, and loans secured by real

estate."

No system is perfect because men are not perfect. Here and there isolated
cases appear where examiners have been too harsh. These instances are some
times called to the attention o f the proper o& cials; but where examiners are
too lenient, that fact seldom appears. The instructions which I have cited have
never before been made public. However, I believe the time has come to clarify
a criticism which is unfair. The question naturally arises— what were the
results obtained under the instructions? Again, for the Rrst time, I w ill give
you a complete picture o f the examinations made by the national bank exami
ners as shown by 1934 reports o f examination. As is well known to bankers,
examiners classify loans under three headings— slow, doubtful, and loss. There
is little room for argument when assets are placed in the loss column and very
little question arises in the doubtful column. The slow column attracts the
most attention and controversy. An examination o f the reports Bled with the
OiBee o f the Comptroller of the Currency in each o f 5,275 banks reveals the
follow ing interesting Rgures: The total amount of loans was $7,740,596,000.
The examiners placed 2.88 percent o f these loans in the loss column and 4.19
percent in the doubtful column and 27.05 percent in the slow column. The
country has been advised o f the definition o f slow paper as fo llo w s:
" The examiners when classifying loans as slow should state brieRy the rea
sons for such classiHcations, but should bear in mind that the responsibility for
determining and taking such action as may be necessary to place such slow
loans in proper bankable shape rests entirely with the bankers. The examiners
therefore, should refrain from instructing the bankers as to what course they
should pursue with their customers whose paper is classiRed as slow.'*

Now, I want to answer specifically, Mr. Congressman, the question
you raised with reference to the reaction to the slow column or classi
fication. My general experience is that bank directors, aside now
from the operating ofHcials of banks, are very anxious that we retain
in our reports these slow columns. The purpose of that is to direct
the attention of the directors to what our examiners Rnd in the banks,
so that a bank will not gradually Bnd itself in a very frozen condition.
We merely point out certain paper to be slow; it is good, it is
sound or it would not be in that column; and by specific directions.
We say to our examiners, " You shall not tell that banker what he
shall do with that paper." Now, we say, " You are to make com
ments to us." Everyone will agree that a bank should not have an
undue amount of slow paper, and without giving places, which I
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trust you will not ask me for, because it is not necessary for tht?
purpose of discussion, two most serious cases that arose in this coun
try, and in one where the greatest distress was found because of the
lack of dividends to depositors, was due to the fact that the bank
became frozen with slow paper, which should not have happened.
Therefore, it seems to be the common opinion among directors, and
in most instances now they are much more careful than they were
before, and they asked to have read and in the directors' minutes,
and our reports are read to them, and they are generally discussed,
and if they find the amount of the slow paper the directors them
selves can make inquiry of the ofRcer as to that particular paper,
what it is, and make some investigation of it; and we find, Mr. Con
gressman, notwithstanding the fact that there has been some discus
sion as to the elimination of the slow classification, my judgment is
it would be a serious thing to do.
Mr. GiFFORD. Mr. O'Connor, I think you fully understand why I
am asking the question. The public at large is interested, because
they thought there were two branches of the Government, one work
ing against the other; and when I got your report as to the slow
loans, I thought you did not even imply that putting them into that
column meant that they ought to be paid.
Our bankers say, "W e run our banks. We must pay 6 percent to
get this paper renewed." They have an abundance of property or
assets, and we have to harrass them. But those slow loans—I got
notice from the banks that the examiners had criticized their loans,
and when they put them in that column it was implied criticism,
although not an implied order that they must be collected.
Mr. O 'C O N N O R . The banker who said that was dishonest. The
banker who made that statement was dishonest with the borrower,
unless he accompanied it with the instructions that we sent to the
banker and to the examiners.
Mr. GiFFORD. If the banker had told you it was put into the slo w
column and is must be made an active account, something must be
paid on it, what would you thing about it? Of course, I could
bring up specific instances now, but I just do not want to. I could
give you several that I am sure you would agree to, I think, from
your letters to me, which I believe show your viewpoint.
Mr. O'CcNNOR. Yes, I know. I appreciate that very much.
Mr. GiFFORD. You acknowledge, yourself, your second letter to
your examiners, that in matters of real estate, they have been too
strict. Of course, there had been many cases where they were
marked off as a complete loss, certain real estate loans, that might
later prove of some value; and in many cases, the bank claimed the
loss, so they had to go to the R. F. C.
All of my questioning is specifically founded upon the fact, in this
article, or m this title I, you ask the banks to furnish burglar in
surance, and a whole lot of things, and that they be subject to further
examination. I f the examinations have been an irritating factor
to a sufEcient degree, to have caused the banks, in the last 2 years
to be unwilling to loan money, and that has been their chief----Mr. 0'C oN xoR . Alibi?
Mr. GiFFORD. You agree with that!
Mr. O 'C O N N O R . An a l i b i !
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Mr. GiFFORD. Yes; call it an alibi, if you wish.
Mr. O'CONNOR. Which is not true.
Mr. GiFFORD. I doubt if it is true, myself, but we have been faced
with it by men who wanted to borrow money and-----Mr. SissoN. Mr. Chairman, if the committee will pardon a personal
allusion, I used to manage a baseball team and I fully realize how an
alibi can be used, because when a player, when he missed a ball, he
said that the field was uneven and the ball did not bounce right.
I think the most interesting alibi the bankers have had is, that they
have laid the blame upon the Comptroller's examinations.
That is what I have been trying to bring out before this committee.
The CHAIRMAN. The truth is, that the Comptroller's OfEce, for
several years, has been criticized because of its liberality^ and it risked
a great deal in going as far as it did in liberalizing the policy of
examinations, to try to deal constructively with the difHculties we
have had in the past years, and I commend you and your prede
cessors for what you have done, and I believe the people who under
stand it feel the same way.
Mr. GiFFORD. Mr. Chairman, I am trying to bring out the facts
that the banks have not loaned money me last 2 years, call it alibi
or anything else you like; they have not done it, and there has been
no reason for it.
The CHAIRMAN. When you call it alibi, I agfee with you.
Mr. GiFFORD. I am allowing that word to go in, but some deSnite
reason has been back of it for 2 years.
The CHAIRMAN. They are scared to death.
Gentlemen, let me ask if there are any other questions from Mr.
O'Connor; and if there are not, I am going to suggest we excuse him
and conclude with his statement on title I, and the committee will
not meet again until Monday.
Mr. WOLCOTT. Just a moment, please, let me ask you a question:
The Federal Reserve System, I am given to understand, have about
$2,400,000,000 of excess reserves. What is your opinion, Mr. O'Con
nor, as to why that money has not been loaned!
Mr. O'CONNOR. Well, Mr. Congressman, a rather careful analysis
was made of that in Dr. Viner's report, which he made sometime
ago, a few weeks ago, or probably a month ago, and he sent some
very efBcient men, I believe, and compared very carefully the rea
sons—now, I am just giving you what I think about it, not having
anything to do with it, but I believe that he sent men to foUow
through the loans of the banks that were rejected and get an analysis
of why the people were not borrowing and why the loans were re
jected, and I believe the Doctor concluded that there was not such
a demand for loans. He concluded that the demand was not there
for legitimate loans that the people thought.
Now, I am just stating that, because I read the report very briefly
and hurriedly, but the report is available and that was his conclu
sion, and I think that the report—I would rather refer to it and
refresh my memory about it than to give you an offhand opinion,
without any facts.
Mr. WOLCOTT. That would seem to be true, in view of the fact
that the Reconstruction Finance Corporation, I understand, has had
demands made upon them for only about $100,000,000 of the money
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we made available for loans to small industries, and have paid out
actually less than $7 000.000.
Mr. O'CoNNOR. That is right.
Mr. WoLcoTT. What I am getting at is an expression of my own
personal feeling in that connection, that undoubtedly the lack of de
mand on the part of borrowers is due to the uncertainty of the eco
nomic future of the country; and possibly we might be able to over
come that by maintaining—by establishing and maintaining definite
policies concerning our money and our attitude towards business.
Do you not think that might help some ?
Mr. O'CoNNOR. As I say, that report, Mr. Congressman, is some
thing new, and it is a particular question that I have not gone into,
and I would have to refresh my memory; but he actually went into
the Held and made an investigation. The only way we can get at
these things is by the actual facts, and whatever they are, let us have
the facts. If it is a fact, let us look at it. Dr. Viner did send his
men out, made a very careful analysis, and got reports back of A
number of applications and why they were rejected and the amount
of them, and he follows great detail in it and made his conclusion in
that report: and I would like awfully well to refer you to that report.
Mr. WoLcoTT. Yes; I will read it with a great deal of interest. I
assume, from your statement, that he came to the conclusion it is
due to a lack of demand for the money?
Mr. O'CoNNOR. I think that is one of his conclusions. Well, put
it in another way, I think my impression from the report was, that
there was not as great demand as some people believed.
Mr. WoLcoTT. Following that through, the panacea for all of this

seems to be to create a condition of confidence, in which business will
get started to borrowing money from the banks and demanding
money from the banks for constructive purposes. I will not expect
you to answer that, Mr. O'Connor.
Mr. O'CONNOR. I do not know. I am only referring you to the
only authentic report that I know of.
Mr. FoRD. Could you not send copies of the report to the members
of the committee!
Mr. O'CONNOR. It is a very voluminous report.
Mr. WoLcoTT. What is it, a very long report!
Mr. O'CONNOR. Yes, sir.

Mr. HoLLiSTER. You have only to read about two pages of it, which
is a summary oi the thing.
The CHAIRMAN. Do you desire to say anything further right now!
Mr. O'CONNOR. Yes, there was one other section that I thought we
ought to give some discussion to, and I want to briefly state that, in
our banking law—and as I said, I had not given it consideration
until yesterday, but I feel we should not go along without at least
one comment on it, and that will conclude my troubles. On page 34,
section 18, the bill provides, in title I, the following:
The board o f directors, from time to time, shall gather information and data
and shall make investigations and reports upon the organization, operation,
closing, reopening, reorganization, and consolidation o f banks, banking practices
and management, and the security of depositors and adequacy o f service to
borrowers. The board of directors, in any annual or special report to Congress,
shaU report its Endings and make such recommendations and requests as it
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shall And necessary and appropriate for the purpose o f carrying out the
purposes o f this section and fully provided for all of the obligations o f the
corporation.

I find some objection, Mr. Chairman, I am sorry to say, to this
section, because the Comptroller of the Currency makes a report
to Congress, the Federal Reserve Board makes a report to Congress,
and this is mandatory upon the Board, and I do not think that we
can justify an expense of as much as $50,000 or $100,000 to get that
additional information, which is now available through the Federal
Reserve and the Comptroller of the Currency, all of which is worked
in connection with our board, and I do not believe that section is
necessary and I think it would be a useless expenditure of money.
The CHAIRMAN. Mr. O'Connor, before you conclude^ there is one
matter I would like to draw your attention to for a brief discussion
by you, and that is the provision respecting the payment of interest
on deposits.
Mr. O'CONNOR. Have you special reference to the act which pro
vides for the elimination of interest on demand deposits ?
The CHAIRMAN, Yes.
Mr. O'CONNOR. Now, that is very important, Mr. Chairman, and
I am glad you mentioned it. There has been a great deal of discus
sion about the assessment on banks for the purpose of the Federal
Deposit Insurance Corporation. In the Glass-Steagall Act of 1933,
you provided that no longer should banks pay interest on demand
deposits. I believe that was one of the very serious matters in our
banking structure, and I think was a wrong system of banking.
The little depositor never got anything, anyway, and it mured
entirely to the benefit of the very large depositor, and it led to such
competition between banks for the large banks in their rates of
interest.
So you eliminated that by the act of 1933, and I called attention
to what that sum amounted to in my address before the American
Bankers in Chicago in September 1933, and discussed rather fully
that and other provisions of the insurance corporation, and I would
like to call attention to that particular point, Mr. Chairman, if you
will permit me to put that address in the record.
The CHAIRMAN. We will be very glad to have you do so.
Mr. O'CONNOR. On page 6 of the printed address, I said:
The elimination of interest on demand deposits will save the banks many
billions of dollars. The total amount paid during the past 5 years by member
banks on demand deposits was $1,230,242,000, making an average of $246,048,500 per annum.

And I believe out of the amount we collected from the banks upon
the levies of assessments we made—we levied the assessment and they
collected one-half of the levies—and I believe it was around $70,000,
and here we have just the member banks, because we do not have
available the figures on all banks, that the banks have paid out
approximately $250,000,000 a year that you prevented them from
paying out, is not considered by Congress as good banking. Now,
I think that is rather a striking statement.
The CHAIRMAN. Well, if we were to leave the assessments against
the member banks, which would amount to $250,000,000 annually to
support the deposit insurance fund, we would not have added that
burden upon the banks; is that a sound conclusion!
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Mr. GiFFORD. What are you going to do with that amount of
money!
Mr. HoLLiSTER. That is the total ?
The CHAIRMAN. Yes; that is the total.
Mr. REILLY. Mr. O'Connor, have you got any report upon any
banks in recent years on the service charges that they did not charge
some years ago!
Mr. O'CONNOR. No, sir; we have not.
Mr. REILLY. Can you get that report ?
Mr. O'CONNOR. I am glad you asked that question, because we
have had a great many letters, Mr. Congresman, asking about those
matters, and we have no jurisdiction in the Comptroller's oHice
to regulate or to 6x in any way those charges. That is a matter
entirely at the present with the banks themselves.
Mr. REILLY. Do they not report their income items !
Mr. O'CONNOR. Yes.
Mr. ReiLLY. Have you not got any idea what they collect for
service charges!
Mr. O'CONNOR. Not a separate item, Mr. Congressman; no, not
the separate items.
Mr. RsiLLY. Some of the banks are making some awful charges
for handling accounts.
Mr. WOLCOTT. When they are prohibited from paying interest on
demand deposits, that likewise carries with it the fact that those
funds are more or less static and not being used by the banks for
the purpose of making money, yet I do not Rnd any restriction in
the act which protects those depositors against their use for long-term
investments. Do you not think that would be in keeping with the
act, that they do not pay interest on them, but they collect a service
charge for handling the accounts, that they maintain a little higher
degree of liquidity with reference to demand deposits than they do
with respect to time deposits and-----Mr. CMCONNOR. I think that is sound, Mr. Congressman.
Mr. WOLCOTT. In other words, it has been considered unsound
banking to invest commercial fund& in long-time paper, has it not!
Mr. FoRD. Mr. Chairman-----The CHAIRMAN. Just a moment, until Mr. Wolcott gets through,
please.
Mr. O'CONNOR* Would you read the Congressman's question!
(Thereupon the reporter read the pending question of Mr. Wol
cott.)
Mr. WOLCOTT. Perhaps I should say it should be considered un
sound banking to do that.
Mr. O'CONNOR. Yes, that is correct.
Mr. FoRD. At the opening of this hearing, Mr. Crowley was in
the chair, and I made this statement, and I think that this discussion
verifies it, that as a matter of fact, the banks are not paying the
insurance premium on the insuring of deposits, but the depositors
were paying it, because they have been relieved of paying interest on
time or demand deposits.
Mr. RniLLY. Mr. Ford, those were the big depositors, not the
great mass of depositors.
Mr. FoRD. Well, big or little, that is the situation just the same
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Mr. SissoN. Mr. Chairman, if Mr. O'Connor is not coming back
here for several days, I think perhaps it might be proper to have
him state the witness to whom we may ask these questions, because
there is a question I am rather ashamed to ask, but frankly, I have
had, I think, four letters from bankers in my district, and they
were men in charge, you might say, of the administration of the
banks, but they were rather small banks, and I told them that, if
they wished to I thought the chairman would give them permission
to appear here, and they asked me to bring this to the attention of
the committee, in the passage of the act, which is perhaps a more
complete revision of the Banking Act, than anything for a long
time.
They object to the prohibition against borrowing money by mem
bers of a bank, his own bank, because, if they wished to borrow any
thing, they could go to some other ank and borrow, but because it
places them in the category, or a category that seems to them to rather
reflect upon them.
The CHAIRMAN. Mr. Sisson, that is a matter of wide interest
throughout the country, and of course of interest to the community.
Let me suggest to you that there is a provision entitled " I I I " in
this bill dealing with that particular matter, and it will come up for
discussion when we reach it; and I might say, in that connection,
you might advise your friends that we are attempting, and we
expect, if the legislation passes, to liberalize that provision of the
law.
Now^entlemen, I am going to suggest, if you are through with
Mr. O'Connor, we will meet again at 10:30, Monday morning, and
Mr. Eccles will appear before the committee at that time.
Mr. MEEKS. Mr. Chairman, may I ask a question ?
The CHAIRMAN. Yes.
Mr. MEEKS. Mr. O'Connor, are you putting your Chicago speech
in the record?
Mr. O'CONNOR. Yes, I can do so.
Mr. MEEKS. I wonder if you have copies available that you can
pass to the members? I would very much like to have a copy in
advance, because we may not get to see it soon.
Mr. O'CONNOR. Thank you, Mr. Meeks.
(The address of Mr. O'Connor is as follows:)
ADDRESS BY J. F. T. O'CONNOR, COMPTROLLER OF THE CURRENCY, BEFORE THE
CONVENTION OF THE AMERICAN BANKERS ASSOCIATION, AT CHICAGO, ILL.,
SEPTEMBER 7, 1933
Our common purpose justices the acceptance o f your gracious invitation. In
this my initial appearance before the American Bankers Association, i f some
slight suggestion can be made to strengthen the Rnancial structure o f the Nation,
my eKort will be fu lly compensated. At your last annual convention had any
one predicted that every banking institution would be closed fo r several days,
tredit paralyzed, and tickers silenced, ridicule, sharp criticism, and condemna
tion would have greeted the suggestion. It happened. The old order had com*
pletely broken down. W ill such a condition reoccur?
No Bner example o f patience and self-restraint can be found in our history
than was exhibited by our people in these black days of March. W ith the storm
raging in mad fury, with destructive waves breaking over the deck, a Arm hand
grasped the wheei, changed the course, substituted hope fo r despair, and arrived
safely in the harbor. Other storms will come, no one w ill deny. Possibly we
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cannot prevent the storm, but we can build a ship the elements cannot destroy.
The challenge is yours. The thrill o f the opportunity appeals to us all.
Probably no provisions in the Banking Act o f 1933, sometimes called the
Glass-Steagall Act, have attracted so much attention as the insurance provisions.
It is my sincere belief that the future o f American banking rests in a large
measure on proper and courageous management and the adoption of sound
policies in the administration of the insurance provisions o f the act. Fully
realizing the magnitude o f the operations involved, the pitfalls which must be
avoided, and the nondiverging path which must be followed, as one member of
the board o f the Corporation, I approach the task humbly but with a grim
determination o f success.
The principle of guaranteed deposits is not new. Our Government established
this on June 25, 1910, when President William Howard Taft advocated and
secured the passage o f the Postal Savings bill. Some deny this is an insurance
or a guarantee. Let us not quibble about words. No one denies that the full
faith and credit o f the United States is pledged to the return o f every dollar
in the Postal Savings banks. Today our Government guarantees, or insures
or promises, to return approximately $1,184,948,200. No one questions the
ability of the Government to pay these deposits. The growth o f these deposits
during the past 2 years is interesting, if not alarming. Let me give them :
June 30, 1931____________________________________________________ $347,416,749
June 30, 1932____________________________________________________
784, 819, 402
April 30, 1933____________________________________________________ 1,159, 794,016
As already noted, the estimate for June 30, 1933, indicates an increase over
April 30, 1933, o f $25,154,184. No comment to bankers is necessary on these
figures. Even a lawyer appreciates their significance. The Government re
quires security from the banks to insure these deposits. In this manner the
banks guarantee their safe return. The postal depositor becomes a preferred
creditor. The ordinary depositor in the bank is merely a creditor. Unlike a
story I heard some time a g o : A creditor called the president of a large corpora
tion and said, " I see we re in the bosom of a receiver." The president cor
rected him saying, " You mean the hands." " Well, I do not know about such
things/* " Oh, don't worry, you are a preferred creditor." "A preferred credi
tor, am I? W hat does that mean?" " I t means you know now you won't get
anything while the common creditor won't know for a year or more."
No individual is permitted to deposit over $2,500 in the Postal Savings bank.
There has been a growing demand from all parts o f the country to permit un
limited deposits. I f nearly $1,190,000,000 has been deposited in Postal Savings
under a $2,500 limit, what would the deposit be if the individual deposit were
unrestricted? When the insurance feature o f the Glass-Steagall bill becomes
operative, most o f this huge sum should find its way back into the banks.
Indeed, Congress would be justified in repealing the law entirely.
Let me brieBy outline n few o f the main provisions o f the Banking Act of
1933 on this su bject:
1. The Corporation has three directors: The Comptroller o f the Currency
and tw o directors, appointed by the President, who shall not be o f the same
political faith.
2. A " temporary Federal deposit insurance fund " w ill become operative on
January 1, 1934, which will insure deposits in each member of the fund up to
$2,500. Members o f the fund will be all member banks licensed before January
1, 1934, by the Secretary o f the Treasury and nonmember State banks with the
approval o f the State supervising authority, after certification to the Corpora
tion o f solvency and examination and approval by the Corporation. Both
member and nonmember banks must pay to the Corporation an amount equal
to one-half o f 1 percent o f the insured deposits certified as of the 15th o f the
month preceding the month they were admitted to the fund. One half o f this
payment will be made upon admission and the other half upon call by the
directors of the Corporation.
3. The permanent insurance is effective on July 1, 1934, as to all national
banks certified by the Comptroller of the Currency and all State member banks
certified by the Federal Reserve Board upon such banks becoming class A stock
holders in the Corporation, and nonmember banks have the benefit of such
insurance until July 1, 1936, by becoming class A stockholders o f the Corpora
tion in compliance with the terms o f the act.
4. In becoming class A stockholders, the banks must apply to the Corporation
for class A stock in an amount equal to one-half o f 1 percent of its total deposits
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as computed in accordance with regulations o f the Federal Reserve Board, with
certain exceptions in the case o f banks organized after July 1, 1934. One-half
o f the amount due for the stock shall be paid into the Corporation upon
admission and one-half upon call by the directors of the Corporation.
5.
Under the permanent insurance features o f the act, net deposits are
insured as follow s:
One hundred percent not exceeding $10,000.
Seventy-five percent of the amount exceeding $10,000 but not exceeding
$50,000, and
F ifty percent o f the amount exceeding $50,000.
You will be interested in the progress made to date:
The Government, through the cooperation o f the Federal Reserve banks,
the Comptroller's OfRce, and the Reconstruction Finance Corporation, is making
a survey o f all the banks in the United States. The President called the at
tention of the governors of the various States to the provisions of the Banking
A ct of 1933 in a letter dated July 6. The letter was as follo w s:
MY DEAR GOVERNOR: You have no doubt given serious consideration to the
provisions o f the Glaes-Steagall bill, known as the "B an kin g A ct o f 1933'*,
which was approved by me on June 16, 1933.
This act contains far-reaching provisions with reference to State banks. In
a very short time, to wit, January 1, 1934, certain State banks which secure
a certificate o f solvency from the proper State banking authority, and which
after examination are found satisfactory to the Federal Deposit Insurance
Corporation, w ill be admitted to the benefits o f the insurance fund.
In order that State banks may receive the benefits o f the act, it w ill be
necessary in many States for additional legislation; in others, amendments to
existing laws, and in others, constitutional changes. You wilt appreciate the
necessity o f immediate action in order that the benefits of this act w ill be as
widely distributed as possible.
May I suggest to you that you call together representatives o f your State
banking department, together with leading State bankers, to discuss with
you the necessary legislative changes or constitutionai amendments to bring
about the desired effect.
I call your particular attention to the follow ing paragraph o f the Banking
Act o f 1933, which is found under subsection (y ) o f section 8 (last para*
graph), which reads as follow s:
" It is not the purpose of this section to discriminate, in any manner,
against State nonmember and in favor o f National or member banks; but the
purpose is to provide all banks with the same opportunity to obtain and enjoy
the benefits o f this title. No bank shall be discriminated against because its
capital stock is less than the amount required fo r eligibility for admission
into the Federal Reserve System/*
Thanking you for prompt consideration o f this matter, I beg to remain,
FRAN KLIN D. ROOSEVELT,

President.

The general outline o f the set-up o f the Corporation has been tentatively
approved by the President. I am in possession o f the names o f over 1,500
qualified men who are available to make examinations. These names have
been submitted by the State banking commissioners and others, and they are
qualified examiners who have had 5 years or more banking experience and
who known the values in the States. Arrangements have been made with the
Treasury fo r the necessary funds to carry out the preliminary work o f the
Corporation. Our Rrst task is the examination o f approximately 8,000 State
nonmember banks which are on an unrestricted basis. I shall make the fo l
lowing suggestions to the Board immediately upon reorganization:
First, that each bank applying for insurance be furnished with blank form s
to be completed by the banks setting forth each asset under a proper heading
and the amount o f its deposit liabilities and obligations to other creditors
This will save much time and the examiner w ill then check the item and ap
praise the same.
Secondly, that an examiner who knows the values in the particular State,
with necessary assistants, be assigned to each State capital to work with the
hanking commissioner and all examiners in the State clear through the exam
iner at the capital. In this way the work will be decentralized. It is my
belief that whenever a piece o f work can be done in a State just as well as at
the National Capital, it should be done in that State.
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Thirdly, that the names of the banks insured and their location be given
simultaneously.
There has recently been sent out to many of the banks of the country a
letter in reference to the Federal Deposit Insurance Corporation from which
I quote two sentences as follows:
" In the parlance of the street, the independent bank is to be *ironed out.'"
" Powerful influences are at work to wipe out the small banks and the inde
pendent banker has been placed on the defensive."
I know of no more vicious, unwarranted, and untruthful propaganda. The
present administration has demonstrated its policy of protection for the little
fellow, whether individual or corporate. At a conference with the President
on Tuesday afternoon, he authorized me to say to you, and through you to the
country, that the object of the insurance provisions of the new bank act was
to insure as many nonmember banks as possib!e. He discussed the details of
the act with an amazing knowledge of its provisions* He discussed real values,
appraised values, and liquidating values with a Rne discrimination. " Injus
tice must be avoided." In that sentence, the Chief Executive summarized all
his comment and direction.
No greater demand came from the people during the past session of Congress
than that some form of guarantee or insurance for deposits be passed. The
fact that the bill passed the House with but six dissenting votes and passed
the Senate without a dissenting vote is evidence of the demand. It could not
be ignored. Whether we favored the provision or opposed it, bank insurance is
part of the Federal law. Let us examine some of the higher grounds which
possibly justify its existence:
First, every depositor in theory has a right to his money. This law makes
the theory a fact.
Second, it will banish the fear in every banker's mind of runs upon his bank.
We should not again witness the very serious crisis which developed with the
beginning of 1983 and which produced grave runs on practically every bank
in the country, culminating on March 4 with currency demands amounting alto
gether to $1,030,000,000. This huge sum was withdrawn in cash by panicstricken depositors.
Third, it will obviate the necessity for a postal savings bank and return to
the banks over a billion in deposits.
Fourth, it will permit an extension of credit and a modiRcation of cash re
serves. This will particularly beneRt small country banks and their customers.
Liquidity means immediate marketability. The average town or small city has
sound values but not a high degree of liquidity. Probably nothing in banking
parlance has been so much misunderstood as the term "liquidity." The law
provides that a certain percentage of a bank's assets shall be in cash and sound
banking requires other assets to be liquid. Some well-meaning individuals and
other demagogic persons have aroused communities because banks with frozen
assets have not been permitted to reopen. They say while certain securities are
not wOirth much toda# they will be worth face value in 5 or 10 years. If the
depositor would accept this viewpoint and take a mortgage or a bond worth $600
for his deposit of $1,000 on the theory that the security would be worth $1,000 in
a few years, our problem would be simple. The depositor may rightly demand
his entire deposit in cash.
Fifth, the elimination of interest on demand deposits will save the banks many
millions of dollars. The total amount paid during the past 5 years by member
banks on demand deposits was $1,230,242,000, making an average of $346,048,500
per annum. Again the Federal Reserve Board axes the rate of interest paid by
member banks on time deposits. Is there any depositor who would not accept
one-half of 1 percent less interest and know his deposit was insured, if such a
step were necessary to save the insurance provision? Would any nonmember
bank not cooperate to this extent? No depositor would object to paying two and
one-half or up to Rve dollars to insure a $1,000 deposit. Besides, the United
States Government is contributing $130,000,000, and approximately $139,000,000
will be contributed by the Federal Reserve banks, in addition to the one-half of
1 percent by the banks.
Sixth, now a point not generally discussed and offered here as a matter of
opinion. It is my Rrm opinion that the insurance features of the law will save
millions to our people. The high pressure and not ton scrupulous salesman
often plants the seed of suspicion as to a bank's solvency in the prospective pur
chaser's mind. The life savings of men and women have been withdrawn and
invested in worthless securities or enterprises because of this fear. When the
127297— 35------- 12
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suspicions becomes a belief, the conHdential relation between the banker and the
depositor is destroyed. The very fact that the honest, highly trained, conserva
tive banker has made errors in making investments is proof o f the great danger
o f loss by those not trained in making investments.
The insurance feature of the bill differs from laws heretofore passed in two
main respects, Rrst, the participation of the United States Government in mak
ing a substantial investment in the capital structure, and secondly, in recog
nizing the sound insurance feature that risks should be spread over a large
territory and not localized.
The test o f admission of a bank to the insurance fund is determined upon
its ability to pay all o f its liabilities to depositors and other creditors, as shown
by the books of the bank. In other words, the assets must be suiHcient to
accomplish this purpose (sec. 1 2 B (e )).
Information gathered from 4,836
national banks at the close o f business on May 13, 1933, showed that 96.76
percent of the total depositors in national banks had deposits o f under $2,500.
The survey further showed that the average deposit was $183.17, and that these
96.76 percent, totaling 21,748,754 depositors, had 26.72 percent of the total
deposits in the national banks as o f that date, while 0.13 percent o f depositors,
totaling 28,356, had deposits of over $50,000, or 40.29 percent o f the total deposits,
which represented an average deposit of $211,820.85. It must be remembered
that the deposits o f over $50,000 represent deposits of State governments and
their subdivisions as well as the large corporations of the Nation. No effort
was made to distinguish between individual and corporate deposits.
The President has authorized me to give you the names of the men he has
selected as directors o f the Federal Deposit Insurance Corporation. The law
requires that one o f these members be a Democrat and one a Republican. T&e
Comptroller of the Currency is named by law as the third member o f the
Board.
As the Democratic member, the President has selected Walter Joseph Cum
mings, o f Chicago. Mr. Cummings is at present executive assistant to the
Secretary of the Treasury of the United States. He was appointed by Secre
tary W illiam H. W oodin on April 8, 1933. JE^e was born in Chicago, 111., on
June 24, 1879, and is the son o f W alter J. Cummings and Mary Cummingp, o f
Chicago. He attended the Chicago public schools and Loyola University. In
1902 he entered the plant of the Cummings Car & Coach Co. at Chicago, 111.,
for the manufacture of cars and trucks, acting as secretary and treasurer.
In 1907 he became vice president o f the company, and in 1918 was elected
president o f the Cummings Car & Coach Co. He also holds many important
directorships, including the American Car & Foundry Motors Co., o f 3?ew Y ork ;
J. G. B rill Co., o f Philadelphia; and is president o f the Chicago & W est Towns
R ailw ay Co., o f Chicago; the Chicago & Calumet District Transit Co., of;C h i
ca g o; and the Des Moines Railw ay Co., o f Des Moines. Mr. Cup?pi^ng& was
appointed by the Governor o f Illinois in January 1933 as commissioner o f
Lincoln Park, Chicago. H e has been identified with and acted in many civic
organizations of Chicago, and at the present time is a trustee o f Loyola Uni
versity, a member o f the executive committee o f the Associated Charities of
Chicago, and has taken a deep interest in the civic betterment <?f the city. H**
had conferred upon him the honorary degree o f doctor of laws by Loyola
University.
The delay in making the appointments on this Board was no dou&t cauped by
the selection o f the next member. As I have stated, the law requires that one
o f the members shall be a Republican, and the President had considerable
diiRculty in Rnding a Republican. Mr. E. G. Bennett, o f Ogden, Utah^ has
been appointed by the President.
Mr. Bennett was bom in York, Nebr., on April 23, 188& He received his
early training under Judge George W . Post, who controlled 12 banks in eastern
Nebraska now operated by the McLeod interests. He was employed fo r 8 years
oy J. S. & W . S. Kuhn, Inc., who built irrigation, power, and other projects
in the Snake River Valley o f Idaho, and then became vice president and gen
eral manager o f the First National Bank o f Jerome, Idaho, and the Jerome
Loan & Trust Co. During this period he made loans for Holland interests,
loaning approximately $1,500,000 on irrigated farms in Snake River Valley.
He acted as secretary of the Idaho agency o f the W ar Finance Corporation,
loaning $6,000,000 on livestock without loss. During the past 6 years and at
the present time, Mr. Bennett has devoted his time to the Eccles and Browning
interests in the capacity o f vice president and general manager. These inter
ests own and operate 28 banks in Utah, Idaho, and Wyoming, all but 3 o f which
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are State banks. For the 4 years from 1924 to 1928, Mr. Bennett was a member
o f the executive council o f the American Bankers Association, representing
Idaho. In 1923 he was appointed by the Governor o f Idaho with two others
to the Bank Code Commission. The code prepared by the commission was
adopted by the legislature in 1925. In the preparation o f this code iiii ex
haustive study was made o f all the banking laws o f all the States.
Some o f Mr. Bennett's other connections are— president o f J. M. & S. M.
Browning C o.; president Browning Arms Co.; president Lindsay Land &
Livestock Co., which company owns a 130,000-acre ranch (18,000 ewes and
4,000 cattle) ; president Lion Coal Corporation operating mines in Utah and
W yom ing; president Eleventh Regional Agricultural Credit Corporation (Utnh,
Nevada, Arizona, and California).
Mr. Bennett's companies do not owe any money to anyone. His banks and
companies are in excellent Rnancial condition. No man knows better the
problems o f the State banker than Mr. Bennett. He will bring to the Board
a sympathetic understanding o f all those bankers who have assisted in building
the West. No man has a better knowledge of the present banking situation in
the country than Walter J. Cummings. For 5 months he has devoted his time
at great personal loss to assist in rehabilitating the banking structure. He
was drafted into the service by his close personal friend and business associate,
Hon. William H. Woodin, Secretary o f the Treasury. His experience in hand
ling large financial problems makes him a valuable member o f the Board. He
knows the Treasury and all of its departments. This insures us that there will
he no delay in getting the machinery in motion. These two sound and success
ful business men the President has called to a diRicult task. All we ask is a
fair trial.
There are several features of the Banking Act o f 1933 which have raised
innumerable questions of interpretation and of administration in which you may
be interested. First and foremost are the problems which have arisen in
connection with aRiliates as deRnied by the Banking Act of 1933. The deRnition o f aRiliates o f member banks as laid down by the act is very broad and
technical and a literal interpretation o f the iaw may lead to many situations
which could not be foreseen and which I doubt the framers o f the act meant
to bring about. Let me give you a few illustrations:
W e have a national bank, 96 percent <?f the stock o f which is owned by a
packing company* The packing company is a holding company aRiliate. This
corporation in turn owns or controls 200 other corporations scattered throughout
the world. Is each one, o f these 200 corporations also an aRiliate o f a national
bank? The national bank is required under the act to furnish report o f its
aRHiates and to publish the reports o f its aRiliates under the same conditions
as govern its own condition reports. I venture to state that the depositors of
this national bank w ill be somewhat mystiRed by the publication o f the reports
o f the 200 corporations.
The m ajority o f stock o f another national bank is owned by a church, a
corporation sole. The church is an aRiliate. It in turn has furnished all or
part o f the funds for other church buildings, a hospital, orphans' home, and
other charitable institutions in a particular State, all incorporated and con
trolled by the Rrst church. Are aU o f these institutions aRiliates o f the bank?
Must the bank furnish the statements o f these institutions and publish them?
A bank had as collateral to a loan the m ajority o f stock o f a hosiery
corporation and foreclosed on the collateral to protect itself, thus becoming
the owner o f the stock. Is the hosiery corporation an aRiliate? I f it is,
the bank cannot make a loan to it except on collateral which the corporation
does not have and since the corporation is unable to borrow from other
sources, the bank cannot protect itself.
There are but three illustrations o f the thousands o f problems which arise
in connection with aRiliates, and the Attorney General o f the United States
has been asked for his opinion with respect to some o f these problems.
The Banking Act o f 1933 provides in p a rt:
" No executive otRcer o f any member bank shall borrow from or otherwise
become indebted to any member bank o f which he is an executive officer/'
Violation o f the prohibition is a criminal offense. No deRnition o f " executive
oR icer" is given in the act. The question o f what is an "ex ecu tive oRicer"
immediately faced the banks and the examiners. No ruling on a criminal
statute by my Department would protect the banks. The opinion o f the
Attorney General was requested. He has advised th a t: " It is not the
designation under which one is known, but the nature o f his duties which
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characterizes him as an " executive officer."
v.
Pregg, 225 N. Y. S.
141, 142/'
He further stated: " It is the duty of the banks and of all officers who by
any possibility might be afYected to keep within the statute and to weigh care
fully all the facts and circumstances (peculiarly within their provision)
before acting/'
He refers with approval to the statement in .Ar&aMsag ^wmgewteMt Corporation
v. Xempner (33 S. W. (2d) 42) to the effect that:
"An executive officer or employee is one who assumes command or control
and directs the course of the business, or some part thereof, and who outlines
the duties and directs the work of subordinate employees, as usually provider
for in the articles of association, the bylaws, or a resolution of the directors/
The practical administration of this section of the Banking Act of 1933 from
an examining standpoint requires the Comptroller's Office to take the position
that the following officials of a bank will de deemed, prima facie, to be " execu
tive ofRcers " for the purposes of said section, it being understood that such pre
sumption may be rebutted on a sufficient showing: The president, a vice presi
dent, the cashier, an assistant cashier.
The facts in any given case may, as indicted by the opinion of the Attorney
General, constitute other officers or employees, " executive officers " within the
scope of the act.
It, of course, would be more satisfactory to have the definition of " executive
officer " laid down by Congress, especially when, in weighing facts, one has a
penal statute involved.
The section of the Banking Act with respect to extension of branch banking
for national banking associations outside of the limits of the city, town, or
village in which the association is situated, has raised some problems, partic
ularly the language: " *
* * If such establishment and operation are at
the time authorized to State banks by the statute law of the State in question
by language specifically granting such authority affirmatively and not merely
by implication or recognition, and subject to the restrictions as to location im
posed by the law of the State on State banks."
Under the wording of this provision of the Banking Act, national banks are
not permitted to have branches outside of the city, town, or village in which
they are located in some States where State banks are permitted to establish
such branches. Two outstanding cases are those of Maryland and South
Carolina, where nonmember State banks may establish branches, but mem
ber banks, whether National or State, may not establish branches under the
wording of this particular statute. In connection with the establishment of
branches, it was of course, stated before the act was passed by many that
there would be a great rush for branches and they would be established rapidly.
The statute became effective on June 16 of this year; practically 3 months have
elapsed since its enactment. Only 37 branches of national banks have been
established under its provisions. Of this total, 9 branches were established
in communities which were without banking facilities, 2 branches were estab
lished for the purpose of taking over banking institutions in the hands of con
servators, 12 were established to take over going institutions, and 8 were estab
lished to replace 8 branches of State banks taken over by a national bank. Ac
cordingly, only 9 branches represented new banking faciHties.
There is not time to go into all of the various problems which have arisen
under the Banking Act of 1933, but I have given , you a few illustrations which
should be of interest.
There seems to be a great deal of misunderstanding by banks and the public
generally with respect to receiverships of national banks. These statements
are being made repeatedly:
'*1. Receivership means all assets thrown on the market at once—forced
liquidation/'
In the first place it is obviously impossible to throw the assets on the market
at once and, even could it be done, it would be poor policy. The Comptroller
acts in a trustee capacity and his duty is to realize as much as possible for
creditors. The average time required to fully liquidate a receivership is 5%
years.
'*2. Receivers get commissions—expenses are heavy and eat up the trust/'
The facts are that receivers of national banks are not paid any commission
but a flat salary and the average salary is around $350 per month, varying
as to the size of the receivership; and since one receiver in many cases handles
more than one bank, the average saiary per bank is about $1,713 per annum.
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The total average cost of liquidation last year was but 3.2 percent of actual col
lections and the average for fully liquidating all banks in the past has been
3.9 percent of book value and 6.65 of actual collections.
I desire to touch for a few minutes upon the growth and work of the
Comptroller's OiHce, as now constituted, as compared with the past. It is
interesting to note from the Rrst report of the Comptroller of the Currency to
Congress, dated November 28, 1863, that there were 134 national banks and
that the personnel of the Comptroller's bureau consisted of 8 persons, including
the Comptroller. In 1865 the Comptroller reported 1,601 national banks with
the personnel of the bureau 77 in number. It may be rightly said that those
were the good old days with few problems. Let us see the condition in 1893—
a panic year. Quoting from The Romance and Tragedy of Banking, by T. P.
I^ane, former Deputy Comptroller of the Currency:
" Every hour of the day and late into the night telegram after telegram was
received announcing additional suspensions of banks or new complications
which had to be promptly met As many as 30 suspensions occurred in a
single day, and for a time it looked as if every national bank in the system
would succumb."
The Comptroller of the Currency that year in his report to Congress stated
that 154 national banks suspended, receivers being appointed for 65. Prob
lems? Yes, but today we face trust departments, savings departments, bond
departments, affiliates, preferred stock, organizations, reorganizations, bond
depreciation, other real estate, banks in conservatorship, and 1,123 banks in
the hands of receivers. In touching on these 1,123 receiverships, the old story
of the borrower who asked the banker if he had ever been in the pants business
and, upon receiving the answer " N o", stated: " Well, you are in it now ",
is certainly applicable to banks in receivership. I Rad that among the enter
prises the Comptroller of the Currency is directing are: Hotels; coal mines;
quarries; lumber manufacturing; vineyards; apartment houses; of&ce build
ings; farming; raising sheep and cattle; growing cotton, pecans, and citrus
fruits; operating pickle factories, cold-storage plants, motor freight terminals,
and a railroad. Incidentally, the railroad is operating at a proRt.
At the present time in the Comptroller of the Currency's OiBce there are 216
national examiners, 297 assistant examiners, and 156 other employees; in the
Reorganization and Conservators Division there are approximately 305 em
ployees; and 271 employees in the Insolvent Division, not including receivers,
conservators, their employees, or their attorneys. Besides using all available
space in the Treasury Building, it has been necessary to secure the major part
of a large modern oRlce building opposite the Treasury.
A picture of what has been achieved in giving re!ief to depositors by the
various governmental agencies is presented by the following figures:
On December 31, 1932, deposits in national banks amounted to approximately
$18,500,000,000. On March 16, 1933, the frozen deposits in unlicensed national
banks amounted to $2,200,774,000, representing approximately 12 percent of
the aggregate amount of deposits on December 31, 1932. On September 5,
1963, frozen deposits in unlicensed national banks amounted to $746,731,000,
representing 4 percent of deposits as of December 31, 1932. If we deduct the
amount of frozen deposits of $440,099,000 which will be released immediately
upon the consummation of the approved plans, the total amount of frozen
deposits in unlicensed national banks will be $306,632,000, or 1.66 percent of
the total amount on deposit on December 31, 1932.
On March 4, 1933, there were 5,938 operating national banks in the United
States. Of this number, 4,509 were licensed to resume normal banking func
tions on March 13, 14, and 15, leaving 1,429 national banks unlicensed as of
the beginning of busmen March 16. Within 174 days there have been 423 old
banks licensed, 100 new banks chartered, and 372 plans of reorganization
approved.
I desire to reafBrm what I stated in my address over the National Broad
casting System from Washington on July 19:
"N o discrimination has been made between Republican dollars and Demo*
cratic dollars in closed banks. My department has assumed that the Republican
depositor, although probably much less in need of his money than his Demo
cratic friend, is just as anxious to get his share of the remaining 5 percent
now in closed national banks. Of the many hundreds of depositors, creditors,
stockholders, and of&cers with whom I have discussed plans of reopening, I
have never inquired and do not know the politics of any. Let me say definitely
and positively that the Comptroller of the Currency is interested in your plans
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for reopening of your bank and giving relief to the depositors and not in your
politics. There have been some Rne illustrations of self-sacriRce and true
Americanism by ofBcers and stockholders of many banks. Men and women
have come forward and volunteered their 100 percent assessment, waived their
deposits, subscribed for new capital, in order that the depositors should not lose
a single dollar. I mention this because some are prone to mention only those
connected with the banks who have tried to evade their legal and moral
responsibility and have been compelled by legal proceedings to make their just
contribution."
In conclusion, let me say that as politics have never entered into the con
sideration of any plan for reorganizing or reopening or the establishment of
any bank or branch in any of the divisions of the Comptroller's OiRce, can I ask
you to bear with me in the solution of difRcult problems in the same spirit. In
the great divine scheme of life, as individuals we play our part and pass on. Our
places can be Riled without the slightest interruption in the march of progress.
My purpose is to serve a great country with my limited ability. If uncounted
hours in the day and long into the night will bring forth a better understanding
between my Department and the people, will make for a more permanent bank
ing structure, the effort will not be counted In vain. Let us bring cold figures
to life. Let us put a heart back into banking and let profits be subservient to
service. Let us bring a great profession back to the leadership it once enjoyed.
Let the inspiration of the names of great bankers of the past—men who tossed
their fortunes into their country's exchequer to save Its credit and win its
wars—touch the inner recesses of our souls that we may imitate and serve.

(Thereupon, a recess was taken in the hearing until Monday
Mar. 4, 1935, at 10:30 a. m.)
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BANKING ACT OF 1935
M O N D AY , M A R C H 4, 1935
H O U S E OF REPRESENTATIVES,

COMMITTEE ON BANKING AND CURRENCY,

Z7. C.
The committee met at 10:80 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. Gentlemen, we have with us this morning Gov
ernor Eccles of the Federal Reserve Board, who will discuss title II
of H. B. 5357, and I think Governor Eccles would like to proceed
without interruption until he shall have concluded a preliminary
discussion of the bill, after which, of course, he will be glad to
answer any questions and furnish any information that may be
desired by members of the committee.
Governor Eccles, we shall be glad to have you proceed in your
own way for such time as you desire, without being interrupted.
STATEMENT OF GOV. MARRINER S. ECCLES, OF THE FEDERAL
RESERVE BOARD

Mr. EccLES. I am sorry that I do not feel entirely up to par today.
I have been laboring under a rather heavy cold* I had thought, at
Erst, to make a rather extended verbal statement with reference to
the legislation. I decided, however, on account of the way I feel,
to make a brief written statement of the general outline of the legis
lation* I beiieve this will in a general way cover the philosophy
underlying section 2 of the bill.

The CHAIRMAN. Title II ?
Mr. EccLES. Title II of the bill. So that I will just proceed to
read this statement, if I may.
In recommending banking legislation at this time, it is recog
nized that the Congress has before it an unusual number of urgent
matters that are engaging its attention, and that legislation in order
to deserve your consideration at this session must not only be im
portant in general but must also be urgent at this particular time.
We are not unmindful of the fact that within the past 2 years
you have passed the Emergency Banking Act, the Banking Act of
1933, the Securities Exchange Act, and other important pieces of
legislation dealing with banks. One purpose of this legislation
has been to meet emergency conditions, and it is now proposed to
incorporate into permanent legislation the features of the emergency
laws that have proved to be valuable.
Another purpose of recent banking legislation, and particularly
of the banking bill of 1933 and of the portions of the Securities
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Exchange Act that deal with powers of the Federal Reserve Board,
has been to prevent the recurrence of speculative excesses which pre
ceded the recent break-down of our banking machinery and were
partly responsible for this collapse. These bills were largely in
spired by the difEculties that came to a head in 1928 and 1929, and
it is gratifying to know that we now have on our statute books meas
ures that will go far toward preventing the recurrence of conditions
such as prevailed during the speculative orgy of these years.
At the present time, however, there appears to be no immediate
danger of excessive speculation. The present need is to so modify
our banking law as to encourage the banking system to give a full
measure of cooperation to efforts at economic recovery. It is even
more important from the longer time point of view to so modify
our banking structure and administration as to have it become an in
fluence toward the moderation of fluctuations in employment, trade,
and business. This would tend not only to avoid the particular evils
that came to a head in 1928 and 1929, but to so regulate underlying
conditions as to diminish the possibility of a speculative boom get
ting under way. For when speculation is once under way it ig
extremely difEcult to control, and the only means of preventing
excesses is to combat conditions that are favorable to their inception
And early development.
In order to accomplish this it is necessary to improve our machinery
of monetary control, which is the principal objective of title H of
the proposed bill.
More specifically these objectives are to increase the ability of the
banking system to promote stability of employment and business
insofar as this is possible within the scope of monetary action; as
a necessary step in that direction, to concentrate the authority and
responsibility tor the formulation of national monetary policies in a
body representing the Nation; to modify the structure of the Federal
Reserve System to the extent necessary for the accomplishment oi
these purposes, but without interfering with regional autonomy in
matters of local concern; and finally to relieve the banks of the
country of unnecessary restrictions that handicap them in the proper
performance of their functions and thus to enable them to contribute
more effectively to the acceleration of recovery.
In my opening remarks I wish to direct your attention particu
larly to four proposals incorporated in title II of the bill. Other,
provisions of the bill I wish to leave for your consideration, with
the understanding that I shall be glad to answer any questions that
you may wish to ask about them.
The four questions which I wish to discuss this morning are:
(1) The proposal to combine the ofBces of chairman of the board of
directors and governor of the Federal Reserve banks, and to have the
appointments to this combined olBce subject to approval by the Fed
eral Reserve Board (sec. 201 (1), pp. 3&-41); (2) modification of
the machinery for determining open-market policies of the Federal
Reserve System (sec. 205, pp. 43-44); (3) transfer of the determina
tion o f eligibility requirements from the statute to the Federal Re
serve Board (sec. 206, pp. 45-46); and (4) liberalization of provi
sions relating to real-estate loans (sec. 210, pp. 49-51).
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I . COMBINING GOVERNORS AND CHAIRMEN

As you know, the present law provides that the Federal Reserve
Board appoint 3 directors of each Federal Reserve bank and that 1
of the directors appointed by the Board be the chairman of the board
of directors. It appears to have been the intention of the framers
of the Federal Reserve Act that the chairman of the board of direc
tors be the principal executive ofRcer of each bank and the law makes
him also the oiRcial representative of the Federal Reserve Board at
the bank. In practice, however, it has developed that the directors
appoint an executive oiEcer for whom they have adopted the title
of governor of the Federal Reserve bank, a title that is not mentioned
in the law, and that these governors have become the active heads
of the Federal Reserve banks.
The proposal in the bill is to recognize the existing situation by
giving the governor of a Reserve bank a status in the law and to com
bine his omce with that of the chairman of the board of directors.
It is, of course, essential that the holders of these combined of&ces
be approved by the Federal Reserve Board. The Board, you will
note, will no longer appoint a chairman of the board, but will merely
have the power to approve or disapprove the appointment of the
governor, who will also be chairman of the board. In this proposal
there is no encroachment on the autonomy of the individual Reserve
banks. It merely reestablishes the original principle of the Federal
Reserve Act that the Federal Reserve Board, which has responsibility
for national policies and for general supervision over the Reserve
banks, shall be a party to the selection of the active heads of the 12
Reserve banks. This change will work towards smoother coopera
tion between the Board and the banks and will establish within
the banks a greater unity of administrative control than now exists.
It will also result in considerable saving through the elimination of
one of the two highest oRicers in each Federal Reserve bank.
2. OPEN-MARKET OPERATIONS

From the long-time point of view the recommendations dealing
with changes in the machinery for determining and carrying out
the open-market policies of the Federal Reserve System are essen
tial. Opep-market operations are the most important single instru
ment of control over the volume and the cost of credit in this
country. When I say credit in this connection I mean money,
'because by far the largest part of money in use by the people of
this country is in the form of bank credit, or bank deposits. When
the Federal Reserve banks buy bills or securities in the open market,
they increase the volume of the people's money and lower its cost;
and when they sell in the open market, they decrease the volume
of money and increase its cost. Authority over these operations,
which anect the welfare of the people as a whole, must be vested
in a body representing the national interest.
Under existing law open-market operations must be initiated by
a committee consisting of representatives of the 12 Federal Reserve
banks, that is, by persons representing primarily local interests.
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They must be submitted for approval or disapproval to the Federal
Reserve Board, and after they have been approved by the Federal
Reserve Board, the boards of directors of the Federal Reserve banks
have the power to decide whether or not they wish to participate
in the operations. We have, therefore, on this vital matter a set-up
by which the body which initiates the policies is not in a position
to ratify them; and the body which ratines them is not in a position
to initiate them or to insist on their being carried out after they are
ratified; and still a third group has the power to nullify policies
that have been initiated and ratified by the other two bodies. In
this matter, therefore, which requires prompt and immediate action
and the responsibility for which should be centralized so as to be
inescapable, the existing law requires the participation of 12 gov
ernors, 8 members of the Federal Reserve Board, and 108 directors
scattered all over the country before a policy can be put into
operation.
It requires no further explanation to show that the existing
machinery is better adapted to delay and obstruction than it is to
effective operation, and that it results in a diffusion of responsibility
which prevents the necessary feeling of complete authority and
responsibility by a small group of men who can be held accountable
by the Congress and the Nation for the conduct of this matter that
is of national importance.
The proposal in the bill is to set up a committee of
of whom
shall be members of the Federal Reserve Board and 2 governors
of Federal Reserve banks. This proposal would have the advantage
of creating a smair committee with undivided responsibility. It is
not clear, however, that this arrangement is the best that can be
devised for the desired purpose. The Federal Reserve Board, which
is appointed by the President and approved by the Senate for the
purpose of having general responsibility for the formulation of
monetary policies, would under this proposal have to delegate its
principal function to a committee, on which members of the Board
would have a bare majority, while governors of the banks would
have 2 out of 5 members.
From the point of view of the Board the disadvantages of this
arrangement are that a minority of the Board could adopt a policy
that would be opposed to one favored by the majority. It would
even be possible for one member of the Board by joiiim^ with the
two governors to adopt a policy that would be objectionable to
the seven other members of the Board.
The placing of this authority in such a cbmpiittee would also
have the disadvantage of giving one important power, the power
of open-market operations, to the open-market committee, while
other fundamental powers are vested m the Board. These powers
could be utilized to nullify the actions of the open-market com
mittee. For example, the committee might adopt a policy of easing
credit, while the Federal Reserve Board would be m a position to
tighten credit, either by raising discount and bill rates or by in
creasing member-bank reserve requirements. Also the Board,
through its power of prescribing regulations for open-market opera
tions, could conceivably interfere with the carrying out of the poli
cies of the committee. While it is not contemplated that such
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extreme situations would occur, it does not seem desirable to
amend the law in a manner that might result in such unreasonable
developments.
Upon further study it would appear that the best way in which to
handle this proposal would be to place the responsibility for openmarket operations in the Federal Reserve Board as a whole and to
provide for a committee of five governors of Federal Reserve banks
to advise with the Board in this matter. The Board should be re
quired to obtain the views of this committee of governors before
adopting a policy for open-market operations, discount rates, or
changes in reserve requirements.
Such an arrangement would result in the power to initiate openmarket operations by either a committee of the governors or by the
Board, but would place the ultimate responsibility upon the Fed
eral Reserve Board, which is created for that purpose. In this con
nection I should like to quote President Woodrow Wilson, who in his
address to the joint session of Congress on June 23, 1913, said:
The control o f the system of banking and of issue * * * must be vested
in the Government itself, so that the banks may be the instruments, not the
masters, o f business and o f individual enterprise and initiative.
3 . E LIGIBILITY OF PAPER

It is proposed to give the Federal Reserve Board authority by
regulation to determine the character of paper that may be eligible
as a basis of borrowing at the Federal Reserve banks. This is par
ticularly important at this time because it would encourage member
banks to pay less attention to the form and maturity of paper that is
offered by would-be borrowers and to concentrate their attention on
the soundness of such paper. At present many banks are unwilling
to extend loans to borrowers who have assets that are unquestionably
sound because they lack the assurance that in case of a withdrawal
of deposits they would be able to liquefy these assets at the Federal
Reserve banks.
In times of emergency it has been necessary to remove existing
restrictions and to give discretion in the matter to the Federal Re
serve authorities, as was done under the Glass-Steagall Act of 1932.
This act, however, was passed after a great many banks had gone to
the wall at least partly because of lack of eligible paper and its pro
visions insofar as they relate to borrowing from the Reserve banks,
have now expired* I think they expired yesterday*
What is proposed is not, as- has been sometimes alleged, a policy
of opening the doors of the Federal Reserve banks to all kinds of
paper, regardless of its soundness. On the contrary, it is proposed
to place emphasis on soundness rather than on the technical form of
the paper that is presented.
Experience under emergency laws shows that the Federal Reserve
banks and the Federal Reserve Board have exercised caution and,
though they have extended credit on ineligible assets to the extent or
$300,000,000, all but $1,500,000 of this has been paid back and the
banks have suffered no considerable losses. It would appear safe,
therefore, to intrust discretion in the matter to the Federal Reserve
Board, which is always in session and, therefore, in a position to con
sider emergencies promptly without being under the necessity of
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proclaiming them by an appeal to Congress and thereby aggravating
the situation, and being obliged to wait for Congress to be in session
and to act on the matter.
Another phase of this problem is that the total volume of jpaper
eligible for discount held by member banks at the present time is
only about $2,000,000,000, or less than 8 percent of the resources of
the banks, and even in 1929 it was only about $4,000,000,000, or a
little more than 12 percent. While this amount is sufRcient in the
aggregate to provide access to the Federal Reserve banks, there were
many individual banks that did not possess suihcient eligible paper.
Even more important than that, is the fact that in a period of timid
ity the banks tend to refrain from making loans, except on paper
eligible for discount at Federal Reserve banks. This is even now a
factor causing liquidation in many communities and preventing
adequate expansion of credit in others.
A bank that would conduct its business on the theory of having
only such assets as can be disposed of at will in times of crisis, when
the national income has been cut in two, cannot serve its community
adequately. Such a bank would coniine its operations to the pur
chase of the most liquid open-market paper, with the consequence
that it would neglect its local responsibilities and would neverthe
less Rnd it diHicult to earn enough from the low returns on such
paper to cover expenses and dividends. The banks should be in a
position to meet the needs of their communities for all kinds of
accommodation, both short and long term, so long as the credits are
sound, and they ought to have the assurance that all sound assets
can be liquefied at the Federal Reserve bank in case of an emergency.
4. REAL-ESTATE LOANS

Closely allied to this matter of eligibility is the proposal that the
limitations on real-estate loans be modified so as to permit member
banks better to supply the needs of their communities for mortgage
loans. This proposal does not introduce a new character of loan, it
merely relaxes existing limitations on real-estate loans which
national banks have made for 20 years. What the bill proposes is
to modify the requirements so as to make them more realistic and
to enable the member banks better to serve their communities*
Coupled with the provisions in regard to eligibility, these proposals
ought to result in greater willingness of member banks to lend on
real estate and, therefore, to an improvement in the mortgage market
and a stimulation of construction which is essential to business
recoveiy.
Member banks hold about $10,000,000,000 of the people's savings,
and it is therefore proper and necessary that they invest a part of
their funds in long-time undertakings. The separation of com
mercial banking from savings banking may be theoretically desir
able, but it cannot be accomplished in this country without
disrupting existing machinery, while the need for increased activity
in building is urgent. Member banks are suCering from the com
petition o f many Government and other agencies that are entering
the Reid of real-estate loans, and it is a matter of self-preservation
for the banks to be able to hold and expand their activities in this
6e!d.
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The details of the bill as proposed may have to be modified. The
problem is a difEcult one because the laying down of specific per
centages of value presents many perplexities* In some regions, and
at some times, a 75-percent loan on real estate is conservative, while
At other times a 50-percent loan may be too liberal. It may be best
in this matter, as in others, to vest discretion in the Federal Reserve
Board to prescribe such rules and regulations about real-estate loans
as in its judgment would operate most effectively in the public
interest.
OTHER PROPOSALS IN TITLE II

Other sections of title II of the bill which I have not discussed
may be briefly enumerated: Provision that directors of the Federal
Reserve banks shall not serve for more than 6 consecutive years.
This would prevent crystallization of any one interest in the man
agement of a Reserve bank. A change in the qualifications of
members of the Federal Reserve Board to make these qualiRcatdons
more descriptive of the functions of the Board. An increase in
salary of future appointive members of the Board and provision
for pensions. Grant of power to the Board to assign specific duties
so as to be relieved of detail. Placing of obligations guaranteed by
the United States Government on the same basis as direct obliga
tions of the Government. Repeal of collateral requirements against
Federal Reserve notes. These requirements serve no useful purpose
and have been sources of serious trouble at critical times. Clarifica
tion of the authority of the Board to raise or lower reserve require
ments—the bill as introduced authorizes changes in reserve require
ments for different districts or classes of cities. It might be mod
ified by eliminating changes by districts and classifying cities into
two groups— (1) Reserve and Central Reserve cities and (2) other
cities./ Authority for the Federal Reserve Board to waive capital
requirements for admission of insured banks into the system prior
to July 1, 1937, when all banks, in order to be insured, must be
members of the Federal Reserve System. This might be broadened
so as to authorize the Board to waive not only capital but all
requirements and to permit existing banks to continue permanently
with their present capital, provided it is adequate in relation to
their liabilities.
TECHNICAL PROVISIONS

Title III of the bill contains a number of sections proposed by
the Comptroller of the Currency and by the Federal Deposit Insur
ance Corporation. Sections in which the Federal Reserve Board
is interested are in the nature of technical improvements of a noncontroversial nature of the same general character as those con
tained in the so-called " omnibus banking b ill" which was reported
favorably by the Banking and Currency Committees of both Houses
of Congress in June 1934, but failed of enactment in the closing
days of the Seventy-third Congress.
For example, a provision that a holding-company affiliate, which
is a holding company by accident and is not engaged in the busi
ness of holding bank stock, shall be exempted from the require
ment of obtaining a voting permit. Another example is the pro
vision that member b a n k s for the purpose of calculating reserve
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requirements phall be allowed to deduct from gross deposits the
amounts that are due them from other banks rather than be allowed
to deduct these amounts only from the deposits they hold for other
banks. The existing provision has resulted in injustice to country
banks, which hold no deposits for other banks, and are, therefore,
unable to get the beneRt of the deduction which city banks can
make. There 13 also a proposal intended to simplify the provisions
of the Clayton Antitrust Act in regard to interlocking bank direc
torates and to facilitate the administration of these provisions by
the Federal Reserve Board.
Provisions in title III, as well as in title II, are still being studied
and improvements and modifications in technique and in phrase
ology are being developed. I shall, therefore, appreciate an oppor
tunity to submit to the committee for its consideration a number o f
amendments to the bill before Rnal action is taken. It would also
be helpful if the committee would permit the Board's counsel to
cooperate with the committee's counsel in the Rnal perfecting of
the phraseology of the bill.
Thank you.
The CHAIRMAN. Gentlemen, in view of the physical dilBcultiep
under which Governor Eccles is laboring this morning, I have
assured him that we would excuse him, when he had Rnished his
general statement. Governor Eccles, if you desire that we do so,
we shall be glad to let you go on tomorrow morning, and the com
mittee will meet at 10:30 o'clock.
(Whereupon the committee adjourned until 10:30 a. m., Tuesday,
Mar. 5,1935.)
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FRIDAY, MARCH 5, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

Z7. <7.
The committee met at 10:30 a. m., Hon. Henry B. Steagall
(chairman) presiding.
The CHAIRMAN. Gentlemen, we will come to order. Governor
Eccles, the committee will be glad to have you resume your discussion
of title II of the bill. You may proceed as far as you desire without
interruption.
STATIMENT OF HON. MARRINER S. ECCLES, GOVERNOR,
FEDERAL RESERVE BOARD— Resumed

Mr. EccLEs. I made a general statement yesterday, and it oc
curred to me that it might be helpful to the members of the com
mittee if I discussed, more or less informally and possibly in more
detail, some of the features of the bill.

It is proposed to combine the ofEce of the chairman of the board
of directors and the Governor of the Federal Reserve bank. At the
present time each df the 19 Reserve banks has 9 directors. Six of
those directors are elected by the stockholders of the banks, that is,
the member banks; three of them are appointed by the Federal
Reserve Board.
These directors are appointed for 3-year terms. Of the 6 direc
tors appointed or elected by the member banks, 3 are bankers, known
as " class A " directors; 3 must be selected from commerce, agricul
ture, or industry, and are known as " class B " directors. One of
the three directors appointed by the Federal Reserve Board, known
as " class C " directors?, is selected or appointed as chairman of the
board of directors of each Federal Reserve bank. He is also the
Federal Reserve ag3^t.' He is a full-time, highly paid olBcial; and
originally it was*ednceived that he would be the executive head of
each Federal Reserve bank.
The governors of the Federal Reserve hanks are not mentioned
m the Federal Reserve Act. The act provides that the directors
of the bank shall select such ofBcers and employees as are necessary
to conduct the affairs of the bank.
The title of "governor" was given by the nine directors to the
person selected by them as the operating head of the bank. In
practice, the position of the governor has become an outstanding
and important position, and in nearly every instance he has become
the head of the bank. He is not a director of the bank; he is
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elected by the board of directors; the nine members of the board
of directors.
The Federal Reserve Board has no legal relationship with the
governor of the bank, has no responsibility in his selection except
that it passes on his salary. Its oRicial relationship with the bank
is through the chairman and Federal Reserve agent, whom the
law designates as the Board's oRicial representative at the Federal
Reserve bank.
It is proposed, in this legislation, as a matter of elEciency, coordi
nation, and good organization, to do away with this dual relation
ship and to combine the ofEce of governor with that of chairman,
making the governor and the chairman a class C director. The
board of directors of each Federal Reserve bank will select the
governor and the chairman; but this selection must be subject to
the approval of the Federal Reserve Board.
You will observe that the Federal Reserve Board will not have
the power of appointment of the chairman, which will be given to
the local board and combined with the o5i(^ of governor; the ap
pointment will be subject to the approval of the Federal Reserve
Board.
This will make for better coordination and economy, will do away
with the possibility of cleavage, by reason of the dual organization
of the chairman, appointed by the Board in Washington, and the
governor, selected by the local board.
Although the directors of the banks are appointed for a period
of 3 years only, in practice many of the directors have served since
the beginning of the Federal Reserve System. It is thought ad
visable to limit the term of oRice of all of the directors to two con
secutive terms, totaling a period of 6 years. This is proposed to
avoid the crystallization ot control or authority in any one group
or combination.
It is felt that, in each Federal Reserve district, there are many
able men to represent the bank members and also commerce and
industry, as well as the Board at Washington, which appoints the
three class C directors; and that the public nature of the Reserve
System is such that it would be to the interest of the System to have
a limit upon the terms of the directors.
It is recognized that there may be a loss of some very able men
as the result of this restriction, but it is believed that there will be
more gained as a result of this policy than will be lost.
It is interesting to note that two, and I believe three, o ft h e
Federal Reserve banks have adopted the policy, .without it being
prescribed by law, of limiting the terms o f their class A and class
B directors, that is, the directors elected by the member banks, to
3 years. The New York bank and the Dallas bank, and I think
the Atlanta bank, rotate the ofSces of their class A and B directors.
They And this in the interest of harmony among their member
banks; and it is felt that, if it is in the public interest to do that
in the case of those banks, it would be well to do it in the case of
all banks and to place the limitation to 6 years in the law.
Since this proposal was made, there has been considerable discus
sion, and I nnd that, almost universally, it is looked upon with a
great deal of favor by the banks throughout the country. I 6nd
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that there is considerable feeling among many of them that there has
been a certain amount of crystallization of control in small groups.
I met with a group of bankers on Friday, and without exception,
they were all very favorable to that restriction.
Admission of insured nonmember banks: I am discussing this
briefly, in the order in which the proposals appear in the bill—the
Admission of insured nonmember banks is in section 202. It is recog
nized that many of the nonmember banks could not readily quality
as members of the Reserve System, and that a very great hardship
and injustice would be imposed upon them, if they were required to
become members of the Federal Reserve System under the present
legislation, and under the rules and regulations for membership. It
is, therefore, proposed that the Federal Reserve Board should have
authority to waive the capital requirements.
I suggested yesterday, in connection with this particular feature
of the bill, that the authority for the Federal Reserve Board to waive
the capital requirements for admission of insured banks into the
.System, prior to July 1, 1937, when State banks are required to be
members of the Reserve System in order to be insured, might be
broadened, so as to authorize the Board to waive not only the capital
requirements, but all requirements, and to permit existing banks to
continue permanently with their present capital, provided it is ade
quate in relation to their liabilities.
I think it is desirable to have unification of the banking system,
and I recognize that possibly the most likely way of getting it is
through all banks becoming members of the Federal Reserve System.
In many instances, the capital of nonmember banks, is less than
the minimum amount required—$50,000, and their volume of busi
ness is such that they do not require and cannot possibly use and
support a capital of $50,000 with an adequate surplus, which is also
desirable.
It is also recognized that certain of the rules and regulations for
membership would make it very difEcult for many banks to qualify
under those rules and regulations; and it is, therefore, the desire of
the Federal Reserve Board to so modify the law and its rules and
regulations as to make it possible, under reasonable conditions, for
nonmember banks to get the benefits of membership. I believe those
beneSts are very real. Particularly would that be true if the present
law is amended in some of the particulars as provided for in the pro
posed bill. I refer to the change in the present eligibility features;
also the recognition of the desirability of using the savings and time
funds in longer term lending, or in the real estate loan Beld. These
provisions would give to many of the nonmember State banks the
support that otherwise would not be available to them, if it were
possible for them to continue to operate as nonmember banks.
In section 203, it is recognized that it would be desirable to change
the present language with reference to the qualifications for mem
bership on the Board, as a recognition of the fact that the functions
and duties of the Federal Reserve Board are such as to make it a
tody representing the Nation, rather than any group or combination
o f groups. In recognition of that, it is provided in the bill that fu
ture appointive members of the Board shall be men who are qualiBed
127297— 35------ 13
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by education or experience or both to participate in the formulation
of economic and monetary policies, which seems to me to be the
central and most important function of the Federal Reserve Board.
It is recognized that membership on the Federal Reserve Board is
one of the most important, responsible, and powerful positions of
the Nation. It is, therefore, believed that the position should attract,
by reason of its importance and responsibility, the best qualiRed men
in the Nation to deal with these monetary and economic problems.
It is felt that the men on the Board should be independent and,
therefore, it is recognized that their compensation should be such as
to enable them, without having to have an independent, private in
come, to live in Washington in the manner that their position would
require. It is proposed that the compensation for future appointive
members be increased to $15,000 per year, the salary now received
by members of the Cabinet. Their salary was originally equal to
that of Cabinet members, but later the Cabinet salaries were in
creased* The proposal is to reestablish this equality. It is also pro
posed that there be a pension or retirement provision, so that mem
bers of the Board who have severed their outside connections and
serve in this position, will not feel a dependency that otherwise
they may feel.
I do not believe the pension provision in the bill fully and ade
quately meets the situation. It provides that any of the present
members may retire at the age of 70, and that future appointive
members must retire at the age of 70. It also provides that, upon
retirement, they will receive a pension of $12,000 per year, when
they have served the full period of 12 years, or more, and a propor
tionate amount when they have served not less than 5 years. It
would seem to me that, in order to attract the ablest men obtainable
for this position, to make them willing to accept positions on this
Board as careers, and to sever all other connections, a pension should
be provided for future appointive members, irrespective of the age
at which their terms may expire.
It seems to me that this would have the effect of inducing these
men to accept positions of this sort during the most active and
remunerative period of their ^ives; otherwise, they might not be
willing to accept.
It does not seem fair to ask a person, of the caliber that Board
members should be, to accept a position and serve for a 12-year
term—we will say from the ages of 48 to 60—and at the end of the
period of 12 years, if not reappointed, to be obliged to go out and
undertake to reestablish connections, which were severed and neg
lected for a period of 12 years.
It would seem to me that, in the public interest, it would be well
to provide that, if a member is not reappointed, he would receive
the full pensio^ if he has served a full term or longer; but if he is
offered a reappointment and prefers not to serve, of course he should
not be given a pension. I believe that would make for greater
independence on the part of the members of the Board.
As to the term of the oRice of Governor of the Board: There has
been a good deal said about the provision in the proposed legislation
that the term of the Governor as a member of the Board shall expire
'then he is no longer designated as the Governor by the President.
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The present law provides that the Governor shall be detonated by
the President to serve at his pleasure, the designation being from
among the Federal Reserve Board members. As a practical matter,
when the Governor is no )onger designated as Governor by the
President, it is because the President is desirous of having someone
else serve as Governor.
Mr. GOLDSBOROUGH. As I understand it, you approve of that
provision ?
Mr. EccLES. What is that?
Mr. GOLDSBOROUGH. You approve the provision allowing the Presi
dent to remove the Governor, whenever he sees fit?
Mr. EccLES. Well, I have no objection to it. I think that, as a
practical matter, it is reasonable. In some of the other central banks
there are similar provisions with reference to the executive heads
of the banks.
It seems to me that an administration is charged, when it goes into
power, with the economic and social problems of the Nation. Pol
itics are nothing more or less than dealing with economic and social
problems. It seems to me that it would be extremely dif&cult for any
administration to be able to succeed and intelligently deal with them
entirely apart from the money system. There must be a liaison
between the administration and the money system—a responsive rela
tionship. That does not necessarily mean political control in the
sense that it is often thought of.
Does that answer your question, Mr. Goldsborough?
Mr. GOLDSBOROUGH. Yes; from your standpoint, I think it does.
Mr. EccLES. Referring again to the term of ofRce-----The CHAIRMAN. Suppose you let me ask a question right there:
Is not the practical situation such that the administration has that
power and may exercise it, but under this bill there will be a tech
nical recognition of that power and a definite fixing of responsibility,
at least within limitations!
Mr. EccLES. Well, the only change—I do not think it will be ma
terial, but the only change in this MU over the present legislation is
that when the Governor is no longer designated as Governor by the
President, his term as a member of the Board will expire, whereas,
at the present, when he is no longer designated as Governor, his term
as a member does not expire. This means that if he is no longer
designated as Governor and he does not resign as a member, there
will be no vacancy on the Board to which the President could appoint
the person he desires to designate as Governor, unless he designates
an existing member of the Board. There is this disadvantage under
the existing law: When a member is no longer designated as Gov
ernor and resigns as a member—which is the only thing that a Gov
ernor could do, and a person who would not do that would certainly
not be a proper person to act as Governor—he is precluded for a
period of 2 years from entering the banking 6eld. That is a deter
rent in the present law to a man accepting that ofEce. I f he is taken
from the banking 8eld, he is required to sever all connections with
the banking business for an indefinite time, that is, for as long as
he is designated as Governor, and that may be for 2 or 3 or 4 yenrs.
When he is no longer designated as Governor^ he resigns as a mem
ber; and, if he has not served out his term as a member, he is pre
cluded for 2 years afterward from entering the banking 6eld again.
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If he has served out his term as member, he may immediately enter
the private Reid.
Now, what I should like to propose here is that the Governor's
term as a member do not expire when he is no longer designated as
Governor; that is, leave the law as it is with reference to his term
as a member, but provide that, if he chooses to resign as a member
when he is no longer designated as Governor, his term as a member
be considered to have been fulRlled.
Mr. HoLLisTER. That is not what this new statute says, is it?
Mr. EccLES. No; I am oifering this as a suggested change: Whereas
th^ bill provides that he shall automatically cease to be a member
of the Board when he is no longer designated as Governor, I am
suggesting that it be changed <so as to provide that, if he does not
choose to continue to serve as a member when he is no longer desig
nated as Governor, he would be free to enter the banking Reid, with
out taking a 2-year vacation.
Mr. GOLDSBOROUGH. Your view is that they should resign volun
tarily, and the 2-year application should apply; but if they are
removed as Governor and they see Rt-----Mr. EccLES. It should not apply.
Mr. GOLDSBOROUGH. It should not apply!
Mr. EccLES. That is right.
Mr. GOLDSBOROUGH. That seems to me to be sound.
Mr. EccLEs. It seems to be fair and will remove a deterrent; and
it seems to me that it will accomplish the object of making it a more
attractive position in the future man it has been in the past.
Mr. HoLMSTER. Would it not also attract something else, or accom
plish something else! This is drafted to give the President the
opportunity, if he cares to do so, to make a clean sweep, to com
pletely clean up the whole Federal Reserve Board in a few days, does
it not!
Mr. EccLES. Well, of course, I think that if we are going to con
ceive of a President that would resort to what would be considered
sharp practice, he would possibly have more direct ways of cleaning
it up than that. I think a President that would resort to that sort of
thing would possibly have other ways of meeting the situation.
Mr. HoLMSTER. Presidents have in the past, unfortunately, done
things that some of us would not back up; but, as a matter of fact,
as the bill is drafted, it permits the President, if he cares to, to re
move successively every member of the Federal Reserve Board,
appoint him as Governor, and undesighate him; whereupon, he imme
diately retires from the Board!
Mr. EccLES. Yes; that is correct.
Mr. HoLLisTER. So the suggestion you make would at least elimi
nate the possibility of that happening, when we had a man in the
White House that might adopt such sharp practices!
Mr. EccLES. Yes.
Mr. CROSS. Mr. Chairman, may I make a suggestion as a member
of the committee?
The CHAIRMAN. Certainly.
Mr. CROSS. I would like to make this suggestion: That Mr. Eccles
be permitted to go ahead and Rnish his statement; and then that he
submit the amendments that he would suggest; and then when he
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gets through with his statement, just as Mr. Goldsborough suggested
the other day, each member of the committee be given a chance to
ask questions, because every member has many questions, or a num
ber of questions, on this section that they would like to ask. I am
afraid that, if we start like this, we will never Rnish or get anywhere.
That is my suggestion.
The CHAIRMAN. Well, I certainly expect that every member of the
committee will have the opportunity you refer to, and I will recog
nize members in an orderly way, so that every member will be
allowed to ask questions.
Mr. CROSS. The point is, we will not have a coordinated idea of
this by going in and out, and I think it is much better to let him
finish, and then later on let him bring his proposed amendments to
the bill, and then we can take up those amendments and let him
discuss those amendments in a much more uniform way, and every
member will get a grasp of the bill. That seems to me to be the
best way to proceed.
The CHAIRMAN. All right, Mr. Eccles, you may proceed.
Mr. EccLEs. Assignment of duties: There is no controversy over
that question. It is just a practical way of enabling the Board to
meet the problems of increased responsibility that are placed upon
them by delegating to others many of the routine duties, so long as
they do not involve questions of policy.
Open-market operations: Inasmuch as this was covered quite fully
in my statement yesterday, I do not believe that I can add very much
to it. There will likely be a good many questions that will develop
in connection with that, because, under that heading, the whole
question of monetary control heads up.
I explained yesterday the way the open-market operation is now
organized, the manner in which the bill provides for it to be oper
ated, and the amendments suggested to the proposals in the bill.
Eligibility for discount: The eligibility requirements of the pres
ent law do not seem to me to meet the changed conditions that we
now have in the Nation, compared with the conditions that existed
at the time the Federal Reserve was established. The amount of
eligible paper available now held by banks is a very small part of
the total resources of the banks. Even in 1929 it was only slightly
over 12 percent of their loans and investments, and today I under
stand it is less than 8 percent. Approximately $2,000,000,000 is the
total amount of the paper which would be considered eligible by
the banks themselves. It was found, when the depression com
menced and as it continued, that the banks did not have eligible
paper to meet their shrinking deposits, brought about by the general
liquidation of bank loans and by hoarding; and that, in order to
avoid closing they were forced to sell such bonds as they had upon
the market. These bonds were considered, at one time, to be sec
ondary reserves, because they were listed. Banks also brought pres
sure upon all loans which came due during the period, and were
forced to refuse new credit, feeling, of course, that they had to have
as large cash reserves as possible and be as liquid as possible. They
were bringing pressure to collect loans that came due, and to sell the
securities that they had, wherever they could do so without taking
too large a loss. That attitude on the part of the banks throughout
the Nation was largely due, it seems to me, to the fact that they did
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not have eligible paper in sufRcient quantities to meet the demand
and could not get help at the Federal Reserve banks unless the
paper was eligible.
Therefore, m an effort and under pressure to get liquidity, they
froze themselves so completely that they finally closed the entire
banking structure. So it was found out that, in the Snal analysis,
in a depression, there is no liquidity, except that liquidity which can
be created by the Federal Reserve or the central bank through its
power of issue.
This was finally recognized when great damage had been done,
when thousands of banks had been closed unnecessarily, when
millions of individuals and institutions had been forced to the wall
through the lack of available credit, or through pressure to pay
existing debts* Millions of depositors lost hundreds of millions of
dollars as the result of those closings.
We finally recognized that we did not have to have eligible paper
and we did not have to back our currency with gold or eligible paper
or even with Government bonds. We finally recognized that, in
order to get the banks open, we could take any sound asset into the
Reserve bank and issue Federal Reserve bank notes. When that
happened nobody wanted their money, the runs stopped, and liqui
dation stopped to a very great extent. Certainly, the pressure was
very greatly relieved.
Now it seems to me that it is only being a realist to recognize that
the Reserve banks, subject to rules and regulations made by the
Reserve Board, should have the power to meet emergencies, should
have the power to loan to member banks upon sound assets, rather
than see the banks close, or rather than see unnecessarily drastic
liquidation forced upon the community.
This provision does not mean inflation. Before the banks today,
as a whole, would have any occasion to use the Reserve System, they
would have to extend billions and billions and billions of dollars of
credit, because of the excess reserve position that they now occupy.
But, ijf the provision is there, it will make the banks feel altogether
different about extending credit today. It will make them recognize
that they do not have to have 90-day or 6-month paper in order to
make loans, when that type of demand for credit does not exist to
more than a very limited extent.
This, to my mind, is one of the most important features of the leg
islation at the present time. It will tend to do more toward inducing
recovery through credit expansion than any other feature of the bill.
The banking system must be made, to provide the money and credit
required, if it is going to justify its existence. At the present time,
that is largely provided by the Government. The banking system,
the commercial banking system-----Mr. GOLDSBOROUGH. You say it is being provided by the Govern
ment?
Mr. EccLES. To a very large extent.
Mr. GOLDSBOROUGH. We were under the impression that the Gov
ernment borrowed the money that it is now providing, from the
banks; is that not correct!
Mr. EccLES. That is very true. The banks are willing to extend
credit on Government bonds.
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Mr. GOLDSBOROUQH. We have provided the banks with $13,000,000,000, about, have we not?
Mr. EccLES. Well, I do not know the exact amount, but----- Mr. GOLDSBOROUGH. That is an approximation.
Mr. EccLES. But whatever amount of Government bonds the
banks have purchased—it is not $13,000,000,000, but, including what
the Federal Reserve System has, I think it is nearly $13,000,000,000—
the Government is doing the lending through the various Govern
ment lending agencies, such as the Home Owners' Loan Corporation,
the Farm Credit Administration, and the Reconstruction Finance
Corporation. Those are the three most important agencies and, of
course, we know they have put out billions and billions of dollars,
and the banks have largely taken Government bonds and bonds guar
anteed by the Government, and the Government, in substitution, has
taken the loans of the individual and the corporations. So that it
has been a process of the banks liquidating their private loans, and
the Government taking them over, and the banks providing the
funds to take Government bonds or bonds guaranteed by the Govern
ment. And, of course, if continued, it seems to me that the banks
are going to have very great dif&culty in justifying their existence.
Mr. GOLDSBOROUGH. When they can only live by the Government
furnishing nearly one billion dollars a year in interest, which they
do not earn, it seems to me your statement is worthy of very serious
consideration.
Mr. EccLEs. I recognize that, and I have also told many of the
banks that the provisions of this legislation with reference to this
eligibility feature, and with reference to this real-estate loan feature,
are to give them an opportunity to utilize their funds in the direct
Eeld o f lending and get the Government out. Otherwise they will
End that the Government will have taken over the banking business,
not because the Government wanted to, but because the banks forced
it to.
Purchase of United States guaranteed obligations: It is provided
that obligations guaranteed by the United States Government should
be put on the same basis as direct obligations. There seems to me to
be no justification for discrimination; that they should be eligible
for purchase by the Reserve banks without regard to their maturity,
in the same manner that direct obligations of the Government are
eligible for purchase by the Federal Reserve banks.
Collateral for Federal Reserve notes: It is provided that the position
of Federal Reserve agent as such shall be eliminated and that the
position of chairman of the Federal Reserve bank shall be combined
with that of the governor. The Federal Reserve agent acts as a
trustee, holding the collateral against which Federal Reserve notes
are issued, at least 40 percent in gold certificates and the balance in
eligible paper or Government bonds, or both. It was thought, origi
nally, that the amount of currency outstanding at any time was influ
enced or regulated by the amount of commercial paper, which repre
sents the activity or the volume of trade or business. It has been found
that there is very little relationship between the volume of Federal
Reserve notes and the volume of commercial borrowing. Of course,
that is due to the fact that currency, as such, plays so small a part in
our money system and that bank credit or deposit currency plays a
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major role. The amount of currency or Federal Reserve notes out
standing will depend upon the demand for currency by member
banks. The member banks discount or borrow from the Reserve
banks in order to maintain their required reserve balances with the
Reserve banks* Member banks draw currency to meet the demands
of their customers. It is not felt that the collateral put up back of
the Reserve notes in any way restricts the use of currency. It is
not felt that collateral adds anything to their security. They are
now guaranteed by the United States Government; they are a first
lien on all the assets of the Reserve banks. Whenever notes are
issued or deposits created by the Reserve banks, there are assets to
offset the liabilities of the Reserve banks, whether the liabilities
consist of notes or of deposits of their member banks.
There would seem to be no more reason to secure notes which they
issue than to secure deposit liabilities to their member banks. The
Reserve banks are required to hold gold certificates equal to not less
than 40 percent of their notes outstanding, and gold certificates or
lawful money of not less than 35 percent of their deposit liability
and-----Mr. WoLcoTT. Gold certificates!
Mr. EccLEs. Well, of course, they have no gold. There is no pro
posal to change that. The assets of the banks, on the other side,
consist of gold certificates and other money that they may hold,
and Government bonds and bills or rediscounts.
Mr. HANCOCK. Could you properly call those notes " asset cur
rency "?
Mr. EccLES. What is that?
Mr. HANCOCK. Could you properly call those notes "asset cur
rency"!
Mr. EccLES. I do not just understand what you mean.
Mr. HANCOCK. I do not want to begin questioning you, but right
on that point you made the statement that it was not necessary that
notes have any particular banking value.
Mr. Eccuss. Yes.
Mr. HANCOCK. In that they constitute a lien against all of the
assets of the banks.
Mr. EccLEs. That is right.
Mr. HANCOCK. Now, would you consider such notes as asset cur
rency ?
Mr. EccLEs. Well, they are the obligations of the banks that issue
them and are guaranteed by the United States Government. They
are not asset currency, in that they are not backed specifically by
this or that particular asset or assets, except to the extent that there
is at least 40 percent of gold certificates held, and there would be
other certificates back of them. The liabilities of the bank would
be offset by its assets. So, to that extent, there are assets in the form
of gold certificates, Government bonds, or loans and discounts, back
of all the notes issued, just as there are back of all of the deposits
of the bank. The value back of the Federal Reserve notes is deter
mined by the assets of the Reserve banks. In 1932 it was found im
practical to restrict the issue of these notes as they were restricted,
when gold was leaving the country very rapidly and when the banks
held very limited amounts of commercial paper. The requirements
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of the law had to be suspended in 1932, and Government bonds had
to be accepted as substitutes for commercial paper as the basis for
issuing notes, in order to release the excess amount of gold that had
to be held in the absence of commercial paper. So it was found
that the restriction imposed at the time, and the only time when the
provisions of the law were tested at all, they had to be suspended.
The CHAIRMAN. It might be well to remember definitely the date
of that action.
Mr. EccLES. Well, you probably remember it. It was in 1932,
February 27, 1932.
Reserve requirements: The Federal Reserve Act, as amended by
the act of May 12,1933, provides that, with the consent of the Presi
dent, when an emergency is declared to exist, the Federal Reserve
Board has power to change the reserve requirements of member
banks. It is proposed to recognize this emergency provision as a
permanent provision and to give to the Board the power to change
reserve requirements, without declaring that an emergency exists and
without the approval of the President. This is a function of mon
etary control almost equal in importance to open-market operations,,
and it is felt to be necessary that the Board have this power, par
ticularly in order to control an inflationary condition, should one
develop.
It is conceivable that the reserves of the member banks may be
greatly in excess of the amount of Government bonds and paper
held by the Reserve banks. The sale of those securities in the
market would not be sufRcient to absorb the excess reserves; and
therefore, the increase of reserve requirements would come into use
as a means of controlling an inflation of credit. It would be ex
pected to be used only as a method secondary to open-market oper
ations. Changes in reserve requirements would be used at a time
when open-market operations failed to meet the situation.
Mr. CROSS. I might suggest that I remember the conditions that
existed in the worm, the speculation on the stock exchange; do you
think it would be wise to have a provision so that you could desig
nate certain particular banks, where they had increased their reserve,
rather than apply to all banks, everywhere, at any time?
Mr. EccLES. I do not believe so. I think money is too much like
water; it seeks a place where it can-----Mr. FoRD. Seeks it own level?
Mr. EccLES. Yes; it seeks a level, and of course that level is based
upon the return it can get.

We have proposed here that changes in reserve requirements might
be a pplied to two classes of cities: Central reserve and reserve cities
in one class and country banking areas in the other. It is conceiv
able that different reserve requirements could be applied to the
reserve cities, i f that is where speculation was going on and where
the excess of reserve was, which is usually the case. There is an
element of time in money seeking its level. Just what it is, I do
not know that anybody can say. But increases in reserves might
be applied first to the reserve cities and then later to the other areas,
if it seems to be necessary, rather than to apply them at the same
time universally. I do not believe that you could consider it beyond
that. I do not believe it would be practicable to apply it to indi*
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vidual banks. The Federal Reserve Board has the power now to
regulate margin requirements on collateral and brokers' loans, which
is one of the most effective instruments of speculation control, I
think, now available. I believe that, had it been available in 1928
and 1929, it would hpve possibly been helpful in controlling or
restricting the speculative orgy that we went through.
The CHAIRMAN. Governor Eccles, the House has been in session
for a little while, and there are matters that require the attendance
of Members, and I am sure you will be glad to desist until tomorrow,
anyway. We will adjourn until 10.30 o'clock tomorrow morning,
and we expect to have the pleasure of having you back again with us.
(Whereupon the committee recessed until 10.30 a. m., tomorrow,
Wednesday, March 6, 1935.)
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H O U S E OF REPRESEN TATIVES,

COMMITTEE ON BANKING AND CURRENCY,

D. (7., TFe<%%ey<%ay,
The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. Gentlemen, we will come to order. Some of us
have to appear before the Committee on Rules this morning, and I
have to leave in a few minutes. I am going to suggest that, unless
Governor Eccles decides to proceed further without interruption,
that the committee will now proceed to discuss with him title II or
the bill. If you desire further time without interruption, we shall
be glad for you to have it. We do not want to hurry you in the
least. It is our desire to permit you to have ample time to express
your views, in your own way, fully, after which the committee, o f
course, will desire to interrogate you.
Mr. ECCLES. I have Rnished my principal statement.
Mr. KoppLEMANN. May I ask a question ?
The CHAIRMAN. Certainly.
Mr. KoppLEMANN. There may be some questions that I want to
ask on title II, but I am not prepared to do that today. I suppose
that Governor Eccles will be here tomorrow?
The CH A IR M A N . Yes; you will have ample opportunity to do that.
I am taking it for granted, of course, that that will be done, if it is
necessary to meet your convenience.
Mr. EccLES. I finished the discussion yesterday of the proposals,
with the exception of the one relative to the real-estate loans.
The CHAIRMAN. The committee will be glad to hear you further
on that provision, or any other, without interruption, if you so
desire.
Mr. EccLES. I Rnished them all with the exception o f that yes
terday, and it seems to me to be one of the important issues, and it
might save time to say something about that.

The proposal is to amend the act to permit the national banks,
as well as other member banks, to make nrst-mortgage loans on im
proved real estate for a period up to 20 years; that is, if the loans
are amortized so that they would be paid off over that period of
time; to reduce the period from 5 years to 3 years in cases where
the loans are not amortized, and to increase the amount that they
can loan from 50 to 60 percent of the value of the real estate.
It is also proposed to increase the amount, the total amount of
bank funds that can be loaned, from 50 percent of time funds of a
bank up to 60 percent, including in the amount loaned, however,
other real estate excepting the banking houses.
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You recall that I suggested yesterday that the proposed bill be
amended, if we think it advisable to amend it, so as to give the
Federal Reserve Board the power to determine the conditions of
real-estate loans by regulation, the reason for this being that to
try to put into the statute a limitation of 60 percent of the amount
of savings will work a very great hardship on many State banks.
We Rnd that some of the State member banks and many of the
State nonmember banks already have in excess of 60 percent of
their time funds in real-estate loans. It would seem, therefore, that
they would be required to cease making real-estate loans and to
liquidate the loans they had as they fell due.
Also, it seems that to try to Rx in a bill or in a statute a provision
permitting 75 percent of the appraised value of property might not
be desirable. It is felt that the situation would be better met if the
Board had the power to Rx the rules and regulations to meet this
matter; that it would make it much more flexible than if it is put in
the statute.
The member banks of the country have about $10,000,000,000 of
savings or time funds. The New England area and the New York
area are largely served by mutual savings banks. More than 50 per
cent of the deposits of the banks, outside of that area, consist of sav
ings deposits. These funds are equivalent to the funds that the
mutual savings banks are receiving from the people in the area that
they serve. The banks are required to pay interest on these time
funds. The maximum rate of interest at the present time is fixed at
2% percent. It is impossible for these banks to pay that interest and
to loan these funds on short-time paper.
In the first place, there is not available a sufEcient amount of shorttime commercial loans to utilize more than a fraction of the demand
deposits, much less the savings deposits; and as a result the banks
hold a very large volume of idle funds.
There lias been no restriction imposed upon banks with reference
to their investments in long-term bonds. They have been permitted
not only to invest all of their savings funds but as much of their
commercial funds as they desire, in long-term bonds, railroad bonds,
utility bonds, foreign bonds, and industrial bonds. I cannot see that
it is so much more desirable to permit banks to invest in long-term
listed bonds than it is to loan their funds on improved real estate on
an amortized basis in their local communities.
The fact that bonds were listed and, therefore, supposed to be
marketable, was considered a justiRcation for the investment of
funds in bonds as compared with the investment in real estate. The
depression proved that the ready market for bonds was only there
at prices that bankrupted the banks, if they were forced to sell in
the market that existed. More banks became insolvent as a result of
the depreciation of their bond accounts than as the result of their
real-estate loans. The fact that bonds were listed and were greatly
depreciated put the banks, when the examiners came into a condi
tion of insolvency, because of the difference between the quoted
market price and the cost of the bonds; whereas in the case of realestate loans it was not expected that there should be a ready market
for them, and so long as they were not in default, they were consid
ered to have the value of the amount of the loan. It was the
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depreciation shown on the be Is and stocks, because of the quoted
market, that impaired and in uany cases wiped out the capital of
the banks.
It seems to me that, if we want to be so restrictive in the matter
of real-estate loans, because they are long-term investments of funds
which are likely to be drawn out on demand, we should also be
restrictive with reference to the investment of funds in long-term
bonds. I believe that the banks should be permitted to invest their
funds in long-term bonds aiid in long-term amortized mortgages.
Particularly is that true with reference to their savings or time
funds. The reason is that otherwise they have no way to use their
funds, except to buy Government bonds, or bonds guaranteed by
the Government.
Mr. GOLDSBOROUGH. You mean you think it is the duty of society
to support the banks!
Mr. ECCLES. No; I am not saying that. I am talking about the
condition that exists.
Mr. GOLDSBOROUGH. As far as society is concerned, it is interested
in banks only insofar as the banks are useful to society?
Mr. EccLES. That is correct. Either the banks holding these
$10,000,000,000 of time funds must be prepared to lose those funds
to the savings and loan associations, to mutual savings banks, or
to others, or they must be put in a position to use the time funds
in the long-term investment Reid.
I am convinced that it is not possible for the majority of banks
in this country to operate with demand deposits alone. The volume
of these funds is not adequate for profitable operation except in
the larger institutions, and to take time deposits away from the
banking system would reduce the size of many banks to the point
where they would be unable to exist.
I f our private banking system is expected to provide credit in
other ways besides buying Government obligations or obligations
guaranteed by the Government, then it seems to me that some of
the provisions of this proposed legislation are essential, the one
with reference to eligibility and the one with reference to realestate loans.
There is nothing new about national banks loaning on real estate,
since they have made such loans for 20 years. They have loaned,
however, for a limited period of 5 years on a. straight mortgage,
which makes for a much more unsound loan than a longer-term
amortized loan.
I believe that covers what I have to say, Mr. Goldsborough, and
I will be glad to answer any questions.
Air. GOLDSBOROUGH. Suppose we begin the regular examination.
Mr. Cavicchia has a question.
Mr. CAviccHiA. Mr. Chairman, I think this would be the proper
place in the record for the Governor to tell us, if he knows, to what
amount the mortgages of national banks are held or were held in
1933 or today, if he knows.
Mr. EccLES. I do not know off-hand, but I have it here. On
October 17, 1934, under the law in effect, the national banks had
authority to lend up to $3,400,000,000. Under the new proposal the
limit would be about $4,400,000,000 for national banks and about
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$6,800,000,000 for all banks. The total amount of actual loans on
real estate by all member banks at the end of 1934 was
$2,273,000,000.
Mr. GOLDSBOROUGH. Governor Eccles, you wanted to say some
thing else!

Mr. EccLEs. I was going to say that in connection with my dis
cussion of the provisions of the bill I have suggested certain pro
posed amendments or revisions for your consideration. I would
like, in closing, to call those to your attention in the order in which
they were suggested.

Mr. GOLDSBOROUGH. As this hearing naturally will be protracted,
we are not going to hurry you, and you may do so.
Mr. EccLES. In section 201, the Hrst section discussed, it was sug
gested that the governors and chairmen of the Federal Reserve
banks be approved by the Federal Reserve Board every 3 years
rather than annually so that their terms as governors and chairmen
would coincide with their terms as class C directors.
Mr. GOLDSBOROUGH. What page is that on, please!
Mr. E ccL E S. That is section 201. That is the one with reference
to combining the ofRces of chairman and governor.
Mr. WiLLiAMS. On page 39 of the bill.
Mr. EccLES. This, as you will notice, is a slight modi&cation, and
it is just offered as a suggestion.

There has been some criticism about the necessity of approving
the appointment of the governors each year, whereas they will be
appointed as class C directors for 3 years. I personally can see no
necessity of approving their appointments every year and feel that
it is well to consider the suggestion that they be approved every 3
years instead.
Section 202: On the question of admitting insured nonmember
banks to the Federal Reserve System, the suggestion is that the
Board have authority to waive not only the capital requirements but
all other requirements for admission, and that the Board be per
mitted to admit existing banks to permanent membership, without
requiring an increase in capital, provided that their capital funds
are adequate in relation to their liabilities.
Mr. GOLDSBOROUGH. When you refer to the capital, you mean the
capital and surplus combined!
Mr. EccLES. What is that!
Mr. GOLDSBOROUGH. You mean the capital and surplus combined!
Mr. EccLES. The law requires $50,000 capital at the present time,
and many banks----Mr. GOLDSBOROUGH. I know, but I think you say, " Providing its
capital is adequate "?
Mr. EccLES. No; I would think you should take the capital and
surplus in determining the adequacy.
Section 303: The suggested modification of the pension provision
is for the purpose of giving Board members a greater degree of
independence. It has been suggested that each member of the Board,
regardless of age, who has served as long as 5 years, whose term
expires and who is not reappointed, shall be entitled to a pension
on the same basis as though he were retiring at the age of 70. I
discussed that to some extent yesterday.
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Section 203: It has been suggested also that a Governor of the
Federal Reserve Board, who is not redesignated by the President
may, if he chooses, continue his membership on the Federal Reserve
Board. That is the way the law is now, and the new bill that is
being considered, as you will recall, provides that his term as mem
ber of the Board shall cease when he is no longer designated as
Governor. It has been suggested that, as a result of that, the Presi
dent could designate each member of the Board and then no longer
designate him, and finally create a new Board completely. So, in
order to eliminate that criticism, this is the suggested amendment :
That the Governor could continue as a member of the Board even
if he is not designated as Governor; but that if he resigns from the
Board upon not being redesignated, it would be considered that he
had served out his term and he would not be precluded, by reason of
having resigned under those circumstances, from entering business
for a period of 2 years.
In section 205, it is suggested that authority over open-market
operations be vested in the Federal Reserve Board, but that there
be created a committee of 5 governors of the Federal Reserve banks
selected by the 12 governors of the Federal Reserve banks, and that
the Board be required to consult this committee before adopting an
open-market policy, a change in the discount rates, or a change in
member bank reserve requirements.
Mr. GOLDSBOROUGH. Is there any interpretation in your suggested
amendment as to what the consultation would consist o f ! Express
ing it another way, would the Board be bound to accept the sugges
tion of these five men, or any one of them?
Mr. Eccuss. No. It is a question of giving the governors a hear
ing and making a record before the Board can act; but the Board
would have the final responsibility for the action.
Mr. GOLDSBOROUGH. That is the intent, but I am not sure it is
entirely clear. Of course, that can be clari6ed.
Mr. Eccms. Yes; that is the intent. The Board would be charged
with the responsibility and they would have the power to initiate,
but before taking action they would be required to advise with and
get an expression of the views of the committee of the governors,
or the governors could initiate and come to the Board and make
their recommendations for the consideration of the Board.
Mr. FoRD. Should there be a time limitation on how long you have
to wait for that consultation!
Mr. EccMR. Well, I would provide that, of course, the Board
should be able to make rules with reference to that.
Section 209: It is suggested that the Board should not have the
power to change the reserve requirements by Federal Reserve dis
tricts. I discussed that, I think, to some extent yesterday. It has
been suggested, further, that the member banks be classined in the
two groups, one comprising member banks in the central reserve
and reserve cities, and the other all other member banks. Changes
in the reserve requirements, therefore, would have to be either for
the country as a whole, or for the financial centers, as against the
country districts.
Section 210: Real-estate loans: It has been suggested that the
conditions on which real-estate loans may be granted by member
banks be left to the discretion of the Federal Reserve Board, to be
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determined by regulations. I see no objection to accepting also some
geographical limitation as to where loans could be made, that is?
some specified distance from the banking houses. Of course, there
is no limitation as to the Reid where banks can loan funds on bonds?
but there seems to be a good deal of opposition to the elimination
of the geographical limitation on real-estate loans. I do not believe
it is of sumcient importance to have any disagreement over.
Well, now, those are the suggested modiRcations.
Mr. FoRD. Just one word on that geographical limitation: In cities
where the Federal Reserve banks to whom the various banks have to
go for these loans, if the geographical limitation is put in there?
very often there is very keen competition between cities and the city
in which the Board is located, and if it were limited, it might
mitigate against another city that did not have a bank, as to the
character of loans that they would be willing to discount. With
the geographical limitation, I think, in many instances, it might
have a very bad effect.
Mr. EccLES. You mean in the case of real-estate loans?
Mr. FoRD. Yes, sir.
Mr. EccLES. Well, I do not just get the point of your question.
Mr. FoRD. Let me illustrate it in another way: Let us say that the
main branch of the Federal Reserve is at San Francisco. Well, now,
the geographical limitation, for instance, leaves the city of San
Diego out of that limitation; and if there were some loans coming in
from there, and there happened to be competition, for instance, in
water transportation between those two points, and somebody on
that Board was anxious to work a little against San Diego, it might
be possible and something like that might come up, because it has
come up in other things.
Mr. Ecci*ES. Well, in the case of San Diego, in that case San Diego
would discount with the Los Angeles branch.
Mr. FoRD. That limitation would not touch the branches?
Mr. EccLES. The limitation is a mileage limitation from the bank
that makes the loan, the idea being that the bank in an area should
loan funds in the area in which it is acquainted, where the ofEcers
can personally be informed as to the property upon which they are
lending; whereas, if there is no geographical limitation, the funds
may be loaned in far-removed areas, a. thousand or two thousand
miles away, as the case may be.
Mr. FonD. If it applies to branches, that is all right.
Mr. EccLES. The advantage of taking the limitation off is this:
That in an area that has a surplus of funds beyond the demand for
real-estate loans, it could invest those funds through some corre
spondent institution where there is a shortage of real-estate money,,
just as our insurance companies in New Y oA and other points loan
money over the United States and building and loan companies have
loaned in a more or less wide area, and as the mutual banks loan in
far-removed areas.
Mr. GOLDSBOROUGH. Mr. Hancock, you may proceed, if you desire.
Mr. HANCOCK. Mr. Chairman, I have listened with intense interest
to the very abie and enlightening statement made by the Governor of
the Federal Reserve Board with respect to the purpose and phil
osophy of this important measure, and to his detailed explanation of
its mechanics. It occurs to me, however, that since it is such an
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impoitant and far-reaching measure and is somewhat intricate, that
the committee should arrange immediately to have the Governor's
testimony reduced to writing so that we may have a chance to fully
analyze and digest it before we go into the questioning of the Gov
ernor. I hope the clerk will arrange to have this done at once.
I am not so much concerned with the mechanics as I am the pur
pose and philosophy of the bill. How it will be administered is, of
course, vitally important.
I want to ask the Governor what is the difference between this
measure and an outright central bank?
Mr. EccLES. Well, 1 do not know just what you mean by " central
bank." You mean by that a bank that is owned by the Government,
and a bank with branches?
Mr. HANCOCK. I would like to have an explanation of that, and
then I will ask you another question.
Mr. EccLES. There are a good many different kinds of central
banks and-----Mr. HANCOCK. Well, let me ask you this, Governor: What would
be the practical difference between the system proposed herein and
the Federal monetary authority that the committee last year studied,
conducted hearings on, and considered?
Mr. EccLES. I am not familiar with what the committee worked
on last year. I could not give you a comparison between Federal
Reserve operations and what was proposed under that bill, because
I am not familiar with it.
Mr. HANCOCK. Well, briefly, here is what the Federal monetary
authority undertook to do: It undertook to set up what you might
term a supreme court of finance insulated against political and com
mercial banking domination, and vested in that supreme court of
finance or authority the sole note-issuing power of the Nation. It
would have owned and controlled all of the gold, all of the metallic
base; and it would have had the right to control the open-market
operations through the sale and purchase of Governments, the con
trol of the rediscount rate, and other essential powers to control or
regulate the volume and cost of money for the national welfare.
Mr. E c c t E s . Speaking of the central bank, the Federal Reserve
System has always been expected to perform certain functions of a
central bank. It was set up on the basis of a certain regional auton
omy, due, I suppose, in part, to the opposition to centralization in
this country at the time the Federal Reserve System was set up, and
due, also, in part, to the size of the country and the different economic
conditions that existed in the different regions. The Reserve Board
was set up as a coordinating agency for these 12 banks, which have
25 branches.
The proposed bill in no way changes the physical structure. The
ownership of the Federal Reserve bank is left with the member
banks. In most of the countries of the world, the central bank is a
privately owned institution. Instead of being owned by the member
banks, it is owned by the public.
There is no change being made in the number of directors, 9 direc
tors, and the majority of them are selected by the stockholders of
the member banks—6 of the 9. A limitation is being put, however,
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upon the terms of these directors. The general structure of the bank
is not being changed.
It is proposed, however, that the appointments of governors should
be approved by the Board. That is so that they would be in a more
direct relationship, a more responsive relationship to the Federal
Reserve Board, so that the Board's coordination of the system would
be through the governor, rather than through the chairman and
agent. This is the reason for the proposed combination of the ofEces
of Governor and Chairman. Such coordination would be further
effected through the Board's control over open-market operations and
discount rates. The Board today approves the discount rates.
There is no change in the matter of the discount rates proposed in
the bilL but there is a change regarding the open-market operations.
Mr. HANCOCK. And that is the heart of the bill, is it not?
Mr. EccLES. Well, it is the most important feature and----Mr. HANCOCK. That is the main method or means by which you
control the supply of money?
Mr. ECCLES. Well, the question of reserve requirements is also a
feature secondary------

Mr. HANCOCK. Secondary!
Mr. EccLES. I think secondary to the other features.

Mr. HANCOCK. But the open-market operation is the primary and
most effective feature!
Mr. EccLES. That is right. The other is secondary. The open
market is the primary feature.
Mr. HANCOCK. And under the terms of this bill, the open-market
operations are vested entirely in a Government board ?
Mr. EccLES. No; vested in the Federal Reserve Board under this
bill if changed in the manner which has been suggested.
Mr. HANCOCK. Yes, but under this bill, that Board is appointed
by the President and confirmed by the Senate!
Mr. EccLES. That is right, for terms of 12 years, and the openmarket power is vested in the Board. Today the Board has a veto
power over open-market policy. The governors have an openmarket committee. The 12 governors elect a committee of 5, and
that committee is a committee charged with the responsibility for
the initiation of open-market operations. The Federal R&erve
Board either approves or disapproves or induces them to modify
their program; but the Board cannot initiate. And then, if the
policy is initiated by the open-market committee and is approved
by the Board, the Board is not in position to require that the
banks carry out the policy. So it is proposed in this bill to place
the authority and responsibility in a small body, and the Board----Mr. HANCOCK. Under the bill proposed you can initiate the policy
and then enforce its execution, can you not ?
Mr. E ccL E S . That is right.
Mr. HANCOCK. So it really gives you complete control over the
money supply!
Mr. EccLES. That is right. Now, to that extent, it is centralizing
that function to a greater extent than it has ever been centralized.
Responsibiliy is always felt more keenly when it becomes a personal
responsibility, and it seems to me it is desirable to place that re
sponsibility m a small body, either in the Board or somewhere e!se.
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The responsibility for the exercise of these important functions of
monetary control should be in one body, either the Board or some
other body. It should not, to my mind, be divided to such an ex
tent that it can result in obstruction, lack of action, lack of coordi
nation, and lack of a feeling of responsibility.
There are many important functions the Reserve banks have out
side of the open-market operations, and there is no idea of taking
away from the regional banks all of the functions which they now
have. As a matter of fact, if the Board is given the authority it is
requesting here in the bill, to delegate some of its authority, I believe
that there are some of the duties that the'Board could delegate to
the regional banks beyond the responsibilities the banks now have.
The regional banks carry the reserves of the member banks. The
regional banks pass upon the credits to the member banks. It is
through the regional banks that the Board operates in the approv
ing of banks ior membership, in the issuing of voting permits, in
the examinations of banks, m the matter of reduction of capital
structure, or in the matter of consolidations. All of the important
relationships with all of the banks and the public in the area where
the Reserve banks are, are handled by the management and directors
of those banks; and there is no idea of taking away any part of
this, or attempting to centralize those functions here in the Federal
Reserve Board.
Mr. HANCOCK. In effect, Governor, does not this bill undertake
to bring back home the sovereign power vested in the Congress to
coin money and regulate the value of it!
Mr. EccLEs. Well, it brings to the Federal Reserve Board the
power, and, o f course——
Mr* HANCOCK. And through that Board back to Congress!
Mr. EccLES. That is right, because----Mr. HANCOCK. Is it not an unpleasant fact, Governor, that this
power has been farmed out to private interests for years and years!
Mr. EccLEB. Well, the power really has not been exercised to any
great extent. Up until 1922 there was not any recognition of the fact
that, by the open-market operations, you affected the supply of money.
There was no special machinery for open-market operations in the
original Federal Reserve Act. In 1922, during a period when some
of the banks were buying securities as investments, it was observed
that it influenced the situation in New York, and they began to realize
that these 12 Reserve banks, acting independently, in buying and sell
ing for their own investment account, irom a purely earning stand
point—in other words, operating as commercial banks would—had a
real influence and effect on the money market. The result of that was
a self-appointed committee of governors to work together, so as to
have a coordinated program of buying and selling; and I believe it
was not until 1938 that the open-market committee was recognized in
the law.
Mr. HANCOCK. Governor, based on your statement yesterday, would
it be unfair to interpret this bill as the last clear chance to save the
autonomy of private banks of America!
Mr. EccLES. Will you state that question again!

Mr. HANCOCK. I said, would it be fair to interpret this bill as the
last clear chance to save the private commercial banks in America
from their own destruction!
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Mr. EccLEs. Well, that would be a question rather difficult for me
to answer.
Mr. HANCOCK. I am asking you the question, Governor, in the light
of what you said yesterday.
Mr. EccLES. I think this bill will certainly tend to make it possible
for the private banking system to function in a much more satisfactory
and adequate manner than it has in the past.
Mr. HANCOCK. Nothing could be more desirable.
To use the expression that you used before the Senate committee
in 1932, this measure, idealistically speaking, is designed to bring the
money world back into relations with the real world, is it not!
Mr. EocLES. Well, it is designed to create a condition of stability,
stable business, we will say, so far as it can be done through monetary
policy. The important thing today is not so much, as so many people
believe, to increase the quantity or volume of money, as it is to increase
the velocity of money that is already in existence.
Mr. HANCOCK. I believe you take the position as I do that the veloc
ity of money has a greater effect upon business activity than the quan
tity or volume ?
Mr. Eccles. The volume of money is a very important element, and
I think that, in a, period of great business activity and full employ
ment, or reasonably full employment, to reduce the quantity of money
is very effective in controlling inflation. A small reduction in the
quantity of money, through open-market operations, in certain pe
riods, would be very effective.
Mr. HANCOCK. It always, however, tends to decrease business
activity?
Mr. EccLES. That is right, and it is—well, it would tend to decrease
business activity, and possible excess reserves would be wiped out.
That would force the banks into borrowing, and that would materially
restrict credits and raise rates, and tend to slow up the volume of busi
ness. However, when you permit a condition to develop, such as has
developed during the past 4 or 5 years, when you 6rst had a great
period of deflation, of loans held by the banks, and bills held by the
Reserve banks were allowed to run off, the volume of money was being
extinguished at a terrifically rapid rate. From 1929 to the period of
the bank holiday, about one-third of our total bank deposit money was
extinguished, largely, through the liquidation of bank credit. This
liquidation was forced upon the banks in part by their inability to go
to the Federal Reserve banks with assets and meet the withdrawals of
depositors, who were hoarding their funds, because of banks failing.
Mr. HANCOCK. It was an emergency situation and the very time the
banks should have stepped in boldly as a rescuer or savior ? Of
course they were no able to go as far as they could go if this bill is
passed.
Mr. EccLES. Well, two things seem to me to have been necessary.

Mr. HANCOCK. In other words, the Reserve banks were affected
by the same emotional disease that the member banks were; is that
not correct!
Mr. EccLES. They were increasingly restrictive in the kind of
paper on which they would extend credit, and, of course, the law put
limitations on the type they could take. Now, as to whether or not,
by acting sooner or acting more vigorously in the open market, they
could have stopped the period of deflation, that is, of course, a debate
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able question. Some will argue that had they acted more vigorously
and sooner than they did, wnen there was a tremendous shortage of
funds due to hoarding and due to the gold that was pulled out of the
country and went abroad, that it would have turned the tide of
deflation.
Mr. HANCOCK. There was never, during that period, coordinated
action on the part of the Federal Reserve System as a whole, was
there! Were not some banks operating at cross purposes with
others!
M r . E ccL E S . I d o n o t k n o w .

I d o n o t k n o w e x a c tly w h a t y o u m ea n

by " c o o r d i n a t e d . "
Mr. HANCOCK. I mean this: That some of their actions were not
in unison or accord with a national policy, looking to unified opera
tions for the good of the entire country!
Mr. E c c iiE s . Well, I think the governors met and discussed the
problem, and I think they also met here in Washington with the
board and-----Mr. HANCOCK. I do not think there is any question about their
having met, but what unified effective policy did they agree on!
Mr. E ccL E S . Well, they reduced the discount rate, and they bought
securities in the market, beginning with the autumn of 1929, but
more vigorously after the passage of the Glass-Steagall Act in
February 1932.
Mr. GOLDSBOROUGH. I will say that they continued that until the
danger of the passage of the Goldsborough bill was over, and then
it immediately stopped.
Mr. HANCOCK. Governor, what constructive thing did the Federal
Reserve Sytem do, after delation was halted, to aid in bringing
about recovery! Would you mind telling this committee that!
Mr. EccLEs. Well, of course, in view of the fact that the entire
banking structure collapsed and had to completely close, it is difficult
to imagine how anything very much worse could have happened.
Mr. HANCOCK. Well, I believe in your statement made before the
Senate committee in 1932-----Mr. EccLES. 1933; in February of 1933.
Mr. HANCOCK. You referred to the fact that you considered the
Federal Reserve System an emergency system; is that correct!
Mr. E ccL E S . Well, I do not think so. I would not consider the
Federal Reserve System an emergency system; it is a system that cer
tainly should be able to regulate the volume of money. I f the banks
and the money system under capitalism cannot meet the emergency,
the Federal Reserve System is the only agency we now have to do it.
In other words, through the Federal Reserve System, we say that
we succeeded in financing* a war; and we know now this contributed
very greatly toward the nnancing of the extraordinary expenditures
of, the war, in the absence of putting on taxes high enough to do that.
The Reserve System has, of course, been very helpful in the clear
ing of checks, and it has been a very great improvement over the
system that was employed prior to the Federal Reserve System. It
has speeded up immensely, immeasurably, the clearing of Snancial
transactions throughout the country.
Mr. HANCOCK. Governor, if we had put on sufRcient taxes during
the war period, a large part of our present financial difficulties would
have been avoided, would they not!
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Mr. EccLES. Well, I do not know that I could agree to that. I do
not think that the financial troubles of the present are due to the
war. We do not lack and did not lack in 1929 any material and
physical thing that we had before the war and after the war. We
had an increase in our total man power and in our capital production
facilities.
The CHAIRMAN. Let me interrupt. Did not we experience our
greatest period of prosperity in all of our history subsequent to the
war and prior to this panic!
Mr. EccLES. We had replaced every physical loss, and even the loss
of man power as the result of the war by a very great amount from
the end of the war up to 1929.
Mr. HANCOCK. Well, Governor, is it not a fact that our present
war debts largely represent profits made during and out of the war?
Mr. EccLES. Well, certainly, during the period of the war, we did
not consume and use, as a nation, more than we produced. As a
matter of fact, during that----Mr. HANCOCK. Ana in that way, we did not impoverish ourselves?
Mr. EccLES. We did not impoverish ourselves at all, because we
used much less than we produced, because we furnished the Alli6S a
tremendous amount of goods, which created the interallied war
debts; so there was no occasion for a huge war debt, if the popula
tion had all been put upon a basis whereby there would.have been
no advantages to any group or class, and there would have been no
profits as a result of that operation.
In other words, if the resources of the Nation had been mobilized
in the interests oi the Nation, for war purposes, we would not have
needed any inflation, we would not have needed the credit that was
extended. Our present situation indicates we are just as able now,
in this country, to meet the problems of the depression as we would
be to meet the problems of war. No one would question the fact that
our ability to fight a war would depend upon the men and materials
and our capital facilities in the form o f our factories, systems of
transportation, and so on. The question of money would not be the
measure of our ability to fight a war in this economy of abundance.
Neither is our ability to nght the depression in this economy of
abundance a problem of money.
Mr. HANCOCK. It is a question of distribution!
Mr. E ccL E S . Yes; it is a question of distribution. The depression,
to my mind, was not brought about through a shortage in the vol
ume ; and by an increase in the volume of money after 1929 it would
not have been possible to have avoided the depression. It might have
deferred it or delayed it; but so long as we had such an inequitable
distribution of wealth production as currently produced, so that our
capital production facilities were all out of balance with the buying
power of the people, the velocity was sure to slow up and a depres
sion was inevitable.
Mr. HANCOCK. Governor, with respect to the question of debt—
and then I will get to this bill again—I want to ask you this ques
tion, do you think a nation can impoverish itself by employing its
men and materials in improving its equipment ana resources!
Mr. E ccL E S . No; I cannot see how a nation can impoverish itself
by adding to or producing wealth. In my opinion, we might im
poverish certain individuals if we do not distribute the wealth that
I* nmdiiced through giving employment.
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Mr. HANCOCK. Then all we need today in this country of rich
resources is, for our money to go to work; is that correct!
Mr. EccLES. That is correct*
Mr. HANCOCK. Will this new bill help to restore conRdence and
put it to work?
Mr. EccLES. Well, I cannot answer that; I can only express an
opinion. It is my belief that it will; it is one of the factors that
will help; it will make it possible for the banks to lend funds in
Belds in which they have been unwilling and unable to lend before.
Whether or not they will Rnd borrowers is another question. There
is a great absence 01 people who are willing to borrow, even on long
terms, or on any terms.
In connection with what I said, in order that I may not be mis
understood, I happened to read the other day an account of the
last report of the Brookings Institute, which 6nds that the excessive
savings went into speculation: Too much thrift held slump cause. It
seems to me that has a very important bearing upon this question
of the volume and quantity of money and the velocity of money.
Mr. HANCOCK. Said in a different way, you mean that too much
labor went into capital ^oods?
Mr. Ecci*Es. That is right. [Reading:]
The institution, in the third o f a series o f investigations to ascertain whether
maldistribution o f income is a primary cause o f the depression, found that
the Rrst need is for greater spending for goods rather than more savings.
Money going into savings, the report made public last night points out, la
not immediately spent for consumption, and the rapid growth o f savings in the
twenties resulted in too much money going into speculation and not into
actual buying o f goods.
The report disputed several traditional economic concepts. Theoretically,
according to one school o f thought, savings go into the expansion o f plant and
other physical facilities, but the institution found that so much money was
saved that there was a plethora.
Instead of going into either consumption goods or capital goods, it went into
speculation which served to inRate the prices o f securities and to produce
financial instability.
In announcing the report, the institution cautioned that it did not suggest
the individual o f moderate means should, as a matter o f policy, save less,
but that "t h e problem is one o f aggregate savings in proportions to aggregate
consumption."
The phenomenon of an excessive supply o f savings is, the report said, some
thing new. In the past there has usually been a dearth o f savings, with
resulting difaculties in expanding the Nation's productive facilities.
The report further disputed the theory that business expansion begins with
expansion o f capital goods, holding rather that such expansion begins after
people begin to buy.
The report noted that " a large part o f the savings o f individuals and
business corporations has gone to Rnance Government deR cits" since the
depression.

The same institution, as I recall, gave the Sgures ofthe distribu
tion o^ the national income—I think it was in 1929—showing that
one-tenth of 1 percent of the families at the top of the list received
the same income as 42 percent of the families at the bottom of the
list; or in other words, the average income, per family, at the top,
was equivalent to the average income of 420 families at the bottom*
Mr. HANCOCK. In the peak year, Governor, in 1929-----Mr. HoLUSTER. Pardon me, but I want to ask what report that is
that he is quoting from!
Mr. E ccL E s. That is the report of the Brookings Institute, The
Capacity to Consume.
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Mr. Cr0LDSB0R0UGH. And that is the 42 percent the Brookings
Institute wants to spend ?
Mr. EcoLES. Well, the thing that they find is that that 42 percent
was not responsible for very much saving. The one-tenth of 1 per
cent, of course, were unable to use their income in consumers' perish
able and durable goods; and they, therefore, had to find an outlet
in the investment field, or in the Reid of capital or producers' goods,
until we reached a point where our capacity to produce was all out
of relationship to our ability to consume but not our capacity to con
sume and----Mr. HANCOCK. Which is a whale of a difference ?
Mr. EccLES. Yes; our problem is no longer one of production,
which it has been for generations, while we were building the coun
try, while we were a debtor Nation, and when we had a rapidly in
creasing population.
Our problem is one of distribution. By distribution we mean not
the distribution of the existing wealth but the distribution of the
wealth production as it is currently produced; and the most effec
tive day to do that, in times of prosperity, is through the incometax system. One of the greatest mistakes, I think, that was ever
made during a period of prosperity was to reduce income taxes
rather than to maintain them at the high war point and use the
funds collected to reduce the Federal debt; and then when unem
ployment developed to use the Federal credit to take care of un
employment.
Mr. HANCOCK. Governor, I think that same report to which you
referred just now also showed this startling information: That in
the peak year, 1929, 68.9 percent of the American families had gross
incomes of less than $1,500.
Mr. FoRD. May I make an observation there, Mr. Chairman!
The CHAIRMAN. Yes, Mr. Ford.

Mr. FoRD. In 1929 there were 22,000,000 people in the United
States, at the peak of our prosperity, who were living at or below
the subsistence line; there were 45,000,000 people that were just get
ting by; there were 25,000,000 that were fairly well off; there were
15,000,000 that were rich; and there were 10,000,000 wallowing in
wealth; and those are figures which were gotten out by a responsible
organization.
Mr. FiSH. And what is the subsistence line!
Mr. FoRD. It is just being able to live by a little help from the
country or relatives or somebody else; just getting by.
Mr. FiSH. On the basis of income, it depends on the cost of living,
but what is a subsistence income!
Mr. FoRD. Well, I do not know what it is, because it depends on
the section. It might be $15 in one part of the country and might be
$25 in another and $40 in another, depending on what part of the
country you live in.
Mr. HANCOCK. Governor, do you subscribe to the thought or belief
that the control of a nation depends upon the control of its credit!
Mr. EccLES. I do not know that I understand your question.
Mr. HANCOCK. By that question I mean that unless the Nation,
through its central Government, controls the credit or note-issuing
power of the Nation the Nation cannot be used for the protection
and welfare of all of the people!
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Mr. EccLES. Well, I think there must be a control over the money
system.
Mr. HANCOCK. That means credit, does it not!
Mr. EccLES. It is not necessary to control the credit relationships
of individuals among themselves, nor the credit corporations extend
on accounts, and so forth.
Mr. HANCOCK. Of course not; but our money system is 90 percent
credit or check currency. You made that statement before the com
mittee.
Mr. EccLBS. Well, 90 percent of our payments are made by checks
on deposits, which is credit money; and it is necessary for a nation
to exercise control in the public interest over the money system.
Mr. HANCOCK. Well, now, this bill is designed to insure control of
the credit of the Nation in the interest of the Nation as a whole, is
it not, and without interference with the normal functioning of the
banks ?
Mr. Ecci^s. That is correct.
Mr. FoRD. Otherwise, socialize it?
Mr. EccLES. Well, it depends on what you mean by " socialize."
Of course, I read yesterday a statement oi Woodrow Wilson's con
ception of the Federal System, and I do not need to go beyond the
statement of the President in whose administration the organization
of this System was set up.
Mr. HOLUSTER. What is the purpose of that statement, Governor?
Mr. EccLES. It is the purpose of setting up the System. He said:
The control o f the system of banking and issue must be vested in the Govern
ment itself, so that the banks may be the instruments, and not the masters, o f
business and of individual enterprise and initiative.

Mr. HomsTER. Did anybody ever suggest that the Government
should have the control of issue!
Mr. Ecci^s. He has suggested the control of issue-----Mr. H oLLiSTER. Did anybody else ever set up the contention that
the Government was only for issue!
Mr. EccLES. The theory was that these banks would control the
issue.

Mr. H oLLiSTER. It was not the Government. The banks were not
identical with the Government, and nobody ever suggested that, did
they!
Mr. ECCLES. That is true, but the thought was, that the Federal
Reserve Board and the chairmen of these banks, wno were appointed,
were the representatives of the Government, or the people through
the Government.
Mr. HoLLiSTER. The Federal Reserve Board was, but not the Fed
eral Reserve System!
Mr. EccLEs. The chairman of the Federal Reserve banks was
appointed by the Federal Reserve Board, and was at that time
looked upon as the executive head of the banks.
Mr. HoLLiSTER. And the chairman appointed by the Board was
to completely control the individual Federal Reserve banks?
Mr. EccLES. No; the Federal Reserve banks, of course, were to be
controlled by their board of directors.
Mr. H oLLiSTER. Who were not Government appointees?
Mr. ECCLES. That is right.
Mr. H o u J S T E R . Except certain o f them!
Mr. EcCLES. That is correct.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

214

BANKING AC'^ <JF 19 35

Mr. HANCOCK. Governor, I wanted to ask you one more question.
Do you think that the legitimate consumer demand or requirements
for credit in this country can and will be met, as long as banking
is a career ?
Mr. EccLES. Why, yes; I think so.
Mr. HANCOCK. I asKed you that question because I understood you
to refer to the fact that by providing independence or competence
for Federal Reserve Board directors they could take hold of such
positions and make careers of them and not have to look to outside
income.
Mr. E ccL E S. That is right.
Mr. HANCOCK. It is my thought that banking should never have
been a career but always a profession. I hope you understand what
I mean.
Mr. E ccL E S. Are you speaking of the private commercial bank, or
are you speaking of the Federal Reserve bank?
Mr. HANCOCK. I am speaking of ail kinds where the public is in
volved and their welfare at stake.
Mr. Chairman, they are all the questions I care to ask at this time,
but I reserve, of course, the right to discuss with the Governor the
various sections of the bill. In your absence I made a request that
the hearings up to now be printed, because it is humanly impossible
for any man to digest all of the statements and suggestions made
by the Governor, without having a written statement oefore him.
Mr. EccLES. Let me answer Mr. Hollister's question about the
control of issue because my associate has brought to my attention
this statement in the law:
The Board shall have the right, acting through the Federal Reserve agent, to
grant in whole or in part, or to reject entirely, the application of any Federal
Reserve bank for Federal Reserve notes.

Mr. HoLLiSTER. In other words, the Federal Reserve Board may
limit the issue of notes, but may not increase the issue of notes at
will ?
Mr. E ccL E S . That is right.
The CHAIRMAN. Gentlemen, it is probable that the H. 0. L. C. bill
will be taken up in the House tomorrow. I am not in a position to
say deSnitely about that, but I will know in a little w hile. I thought
we would not have any meeting of the committee tomorrow, and we
appeared before the Rules Committee and asked for a rule, and we
asked that we be given 1 day for debate of something like 4 hours
on the bill. We are hoping that request will be granted. As soon
as I can see the Speaker I can ascertain whether the bill will come
up tomorrow or not. If it does, I wish you gentlemen would help
me give information about it. If the bill comes up tomorrow, I sug
gest that the committee hold a meeting tomorrow afternoon at
3 o'clock, and just as soon as I can get that information I will have
it telephoned to your oSice.
Suppose we say that we will meet at 3:30 this afternoon if the
bill comes up.
Mr. HANCOCK. If the bill does not come up tomorrow, Governor
Eccles will come back. Is that correct?
The CHAIRMAN. If the bill does not come up, Governor Eccles will
come back; yes.
(Thereupon, the hearing in the above-entitled matter was ad
journed temporarily.)
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M O N D AY , M A R C H 11, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

Z7. (7.
The committee met at 10:30 a. m., Hon. Henry B. Steagall
presiding.
The CHAIRMAN. Gentlemen, we have Governor Eccles with us this
morning to resume the discussion of this bill, H. R. 5357, and it is
Mr. Williams' time to ask questions, if you desire, Mr. Williams.
Mr. W iLLiAM S. All right. Governor Eccles, I understand the
main purpose of title II of this act is to enlarge and further central
ize the powers of the Federal Reserve Board, in order that it may
have increased influence and power over the expansion and contrac
tion of credit of this country. That is to be done mainly through the
open-market committee, fixing discount rates and controlling the
resgyjves of the member banks. TIiose arc the agencies through
which it is to operate. Am I cdrrect in that assumption!
Mr. EccLEs. That is correct.
Mr. WiLLiAMS. Now, to what extent by the operation or by the
use of these agencies by the Federal Reserve Board, can the general
commodity price levels in this country be controlled, in your judg
ment!
Mr. EccLES. It is impossible to say. The proposal to give to the
Federal Reserve Board, with the advice of the Governors commit
tee, the responsibility for the use of these monetary controls, the
discount rate, the reserve requirements, and the open-market opera
tion is for tile purpose of maintaining stable business conditions,
insofar as this is possible by monetary means. A stable price level
does not necessarily mean stable business conditions.
It seems to me that we are far more interested in full employ
ment than we are in stable prices. If stable prices at some given
index figure would leave an army of unemployed, it does not seem
to me that this is the objective that would satisfy this country.
Mr. W iLLiAM S. Well, you will agree, will you not, that it is very
desirable, as far as possible, to have stable prices!
Mr. Eccms. Yes; I agree to that.
Mr. WiLLiAMS. And that the purchasing power be the same yes
terday, today, and forever, you might say, so far as we can make
them so !
M r . E ccL E S . I a g r e e t h a t w i d e a n d r a p i d S u c t u a t io n s i n p r i c e s a r e
in fla tio n a r y a n d d e fla tio n a r y a n d te n d t o cre a te c o n d it io n s th a t a re
u n f a v o r a b l e t o b u s in e s s s t a b i l i t y .
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Mr. WiLLiAMs. I judge you are not in favor of Sxing certain com
modity price levels as the goal toward which the Board should strive
in its expansion and contraction policy?
Mr. EccLES. I would prefer that it be not made the central objec
tive of the banking bill.
Mr. WiLLiAMs. Do you think it is practicable to do that?
Mr. EccLEs. I do not think it is.

Mr. WiLHAM S. On the other hand, there is considerable criticism
in the country of the policy which places, entirely without any limi
tation, the matter in the hands of a few men, or the Board, this
great authority; do you think there is any danger along that line ?
Mr. EccLES. The control over the volume of money and credit
that the Federal Reserve Board can exercise through its use of three
instruments of monetary control, would not necessarily tend to
expand the amount of money in use in a depression such as we
have at the present time.
Mr. WiLLiAMs. Right in that connection, in the use of this word
"m oney", what do you mean?

Mr. E ccL E S. I mean demand deposits and currency.
Mr. WiLLiAMs. Bank credit?
Mr. EccLES. Yes; bank credit, deposits in commercial banks and
currency. More precisely it is deposits subject to check, exclusive
of bank float and interbank deposits, plus United States Government
deposits.
Mr. W iL L iA M s. Bank d e m a n d d e p o s it s ?
Mr. EccLBs. That is right.
Mr. W iL L iA M s. And currency?
Mr. EccLES. Yes; that is right.
Mr. WiLLiAMs. Is that what we mean when we talk about money
now?

Mr. EccLES* That is right.
Mr. W iL L iA M s. I w a n t t o h a v e
Mr. EccLES. That is correct.

t h a t u n d e r s t a n d in g a s w e g o a lo n g .

Mr. WiLLiAMs. Now, you say it would not necessarily result in
expansion, that the policy should not or might not result in expan
sion during a period of depression ?
Mr. EccLEs. You may create excess reserves through your open-

market policy, but unless the borrowers are willing to borrow from
the banks, and the banks are willing to lend to borrowers, you would
not create a further increase in your money supply. You would
increase the reserves of member banks, which would make for an
inducement for the banks to lend and tend to result in a reduction
in rates of interest, making for cheap money; but you must have
borrowers who are willing and able to borrow before you can create
additional money.
Mr. W iL L iA M s. Is there no relation between the quantity of money
and the volume of business that the country does!
Mr. EccLES. No cxact relation. The volume of money is an impor
tant factor, but the use of that money is an equally important factor
in determining the amount of business.
Mr. WiLLiAMs. Well, now, going back, for instance, to 1928, with
a certain volume of money at that time and amount of business, how
does that compare, we will say, with 1933?
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Mr. EccuBS. In 1928 it was estimated that the national income
was about $83,000,000,000. According to the Department of Com
merce's figures, in 1933 the national income was about $47,000,000,000.
The money supply in June 1928 was $26,400,000,000 and in 1933 it
was $19,900,000,000. The ratio of the national income to the volume
of money was 3.12 in 1928 and 2.35 in 1933. That brings out the
point that I think you have in mind. I would estimate that in 1934,
with a national income somewhere between $50,000,000,000 and $55,000,000,Q0Q, .with an average volume of money of around $23,000,000,000, the number of times that your volume of money turned over
was very little over two times. At the same rate of velocity that
existed in 1928 and 1929, with the present volume of money, the
national income should now exceed $75,000,000,000, which indicates
that simply increasing the volume of money does not increase the
national income proportionally. It seems to me that the reason for
that is quite obvious.
The distribution of the ownership of money determines whether or
not it is going to be put into use. Money is put into use by corpora
tions and individual investors, who are led to believe that there is a
proRt in the investment or use of funds.
Mr. WiLLiAMS. Well, then, did the increase in the volume of money
build up reserves in the banks of the country! Would that not stim
ulate business itself, to the extent that it would make more money
available, and would lead the banks, by reason of the unusual and
unnecessary amount of money on hand, to try to get it out into the
Held of action ? In other words, it would not be earning them any
thing, and it would furnish them an incentive to lend on more rea
sonable and better terms, would it not!
Mr. EccLES. It has caused a very great reduction in interest rates,
which is an inducement to the borrower, to the extent that the bor
rower can use the money profitably. Money is created by debt. Our
banking system creates money-----The CHAIRMAN. Right there. Governor Eccles, you say money is
created by debt: you mean by that, bank credit!
Mr. EccLBS. Yes; that is right. I mean that the banking system,
the process of loaning money, extending credit, increases hank de
posits. In the absence of individuals and corporations who are will
ing and able to borrow, the banks have created additional funds by
purchasing Government bonds. The purchase of Government boncis
nas increased bank deposits.
Mr. W iL M A M S . Well, the volume of money times the velocity rep
resents the national income, does it not, but they have both got to
be there-----Mr. E ccL B S . They have both got to be there; yes.
Mr. W iL L tA M S . Y o u h a v e g o t t o h a v e v o l u m e a n d v e l o c i t y li k e y o u
h a v e in p h y s ic s t o h a v e m o m e n t u m !

Mr. EccLBS. That is right. You cannot have velocity of the means
of payment unless you nrst create a means of payment. You may
create a means of payment and if it is in the hands of those who are
unwilling to spend it, you do not create business activity.
Mr. WILLIAMS. Now, Governor, let us go to the question in this
second title here of issue by the Federal Reserve banks. This act, as
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I understand it, removes the necessity for any specific collateral back
of any particular issue?
Mr. E ccL E S . That is right.
Mr. WiLLiAMS. And simply permits the banks to issue upon their
assets? Of course, all of that is to be done under the rules and regu
lations of the board, I assume, the Federal Reserve Board? Now, in
other words, who is going to control how much they issue?
Mr. EccLES. The volume of notes issued depends in the Srst in
stance on the demand for cash by the public and more remotely on the
amount of deposits the Federal Reserve banks have created i!or their
member banks, either by extending loans to them or by open-market
operations.

Mr. WiLLiAMS. Who is going to determine whether an issue has
back of it sound assets, or not?
Mr. EccLBS. The Federal Reserve banks' credit departments will
determine that by the type of loans or type of credit which they ex
tend to the member banks.
Mr. WiLLiAMS. Now, let me see that I understand. The policy that
has been heretofore followed has been that the Federal Reserve agent
has had charge of that, has he not, or a representative of the Board !
Mr. EccLES. The Federal Reserve agent holds the collateral, con

sisting of gold certificates, eligible paper, and Government bonds.
Originally it had to consist of gold and eligible paper. The GlassSteagall Act of 1932 permitted Federal Reserve notes to be backed
by Government bonds in the absence of a sufficient amount of com
mercial paper.
Mr. WiLLiAMS. The application fo? issue is made to the Federal
Reserve agent?
Mr. EccLES. That is right.
Mr. WiLLiAMS. And he was required to have suf5cient assets, in
his judgment, back of that issue ; that is, they were required to put
up with him particular assets on a particular issue that they called
for; is that correct?
Mr. EccLES. It was figured as a whole, the total amount of notes
that each Federal Reserve bank had outstanding, backed by gold
certificates and bonds and other collateral that was deposited with
the Federal Reserve agent. But it seems to me that, in order to
understand what is back of the Federal Reserve notes, we must
consider the balance sheet of the Federal Reserve bank. The lia
bilities of the Federal Reserve bank to the public consist chieRy of
deposits of the member banks and of Federal Reserve notes.
Against these liabilities the Reserve banks hold assets, consisting
of investments in bills, Government securities, discounts to its mem
ber banks, and gold certificates.
It is impossible to issue Federal Reserve notes as liabilities with
out either an offsetting decrease in deposits or an offsetting increase
in assets, in the form of gold certiScates, Government bonds, eligible
bills, or loans to member banks; and the only question that could
arise regarding the security back of Federal Reserve notes would
be in connection with loans which the Federal Reserve bank made
to the member banks. If they made loans which were bad, whether
eligible paper or whether loans secured bv what would be considered
as sound assets, and the losses on those loans were in excess of the
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capital and surplus of the reserve bank, then in theory the United
States Government would have to be called upon to make good the
guaranty of the Federal Reserve notes outstanding. But that is
the only way in which there could be any question as to the backing
of the Federal Reserve notes. At all of the central banks, except
the Federal Reserve System and the Bank of England, notes are
issued without any specific backing.
Mr. W iLLiAM S. Now, Governor, I want this clear in my mind-----Mr. HoLLiSTER. May I ask one question right there, Mr. Williams?
Mr. W iLLiAM S. Yes.
Mr. HoLLi&TER. Is it not true, however, that there is a statutory
limit in most of the countries as to the amount of that issue ?
Mr. EccLES. Well, I could not say.

Dr. Goldenweiser advised me there is no such statutory limit.
Mr. W iLLiAM S. Let me ask you this question: In the application
of a reserve bank under our present system, to the Federal Reserve
agent for an issue, has that application ever been denied ?
Mr. EccLES. I do not think so.
Mr. WiLLiAMS. When an application is made, who passes on it?

Mr. EccLES. That is a formal matter; it is almost an automatic
operation. The amount of notes that any Reserve bank requires to
meet tHe demands of its deposits would be turned over to it by the
Federal Reserve agent in exchange for the necessary collateral lodged
with the Federal Reserve agent.
Mr. W iLLiAM S. Now, are you saying that would be left entirely
to the Federal Reserve banks?
Mr. EccLES. The amount of issue will be determined by the call
which the member banks make for currency, and when they make
a call for currency they must have deposits with the Reserve bank,
just as an individual who wants currency must have funds in a
commercial bank to be able to draw down that currency.
Mr. W iLLiAM S. The part I am trying to get at is whether or not
the central Board, the one that has control or the one you want to
place more power in—whether or not they have control over the
amount of issue of each one of these Federal Reserve banks!
Mr. EccLES. The Federal Reserve Board has technical control over
the amount of issue under the present law, but it has found that it
is useless to control note issue after the member banks have acquired
deposits, and under the proposed law the Federal Reserve Board
would not have this purely technical or theoretical control. The
reason that the control is only theoretical is that, when member
banks wish to withdraw their deposits in cash, no Reserve bank can
refuse to pay out the cash, and the Federal Reserve Board cannot
take the responsibility for preventing it.
Mr. W iLLiAM S. Then, the Federal Reserve aigent simply is an ad
ministrative ofBcer; he has no discretion about it, but he is simply
a trustee with these funds in his hands!
Mr. EccLES. The Federal Reserve bank would have to close if the
member banks asked for currency in lieu of their accounts and were
refused.
There is no more justification for requiring specific collateral back
of Federal Reserve notes, which are the liabilities of the Reserve
banks, than there is for requiring speciRc security to be pledged
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against the deposits of the Federal Reserve bank. Why should
Federal Reserve notes outstanding be given a preferred status over
the deposit liability of the Reserve banks !
Mr. WiLMAMS. Then, do you think it is a sound policy for the
Government to guarantee these notes and at the same time have no
control over their issue at all %
Mr. E ccL E S. I do not think that a controlled issue would be a
particle different than an issue that is not controlled, because the
Reserve banks are required to issue currency whenever member banks
have deposits and desire to draw down those deposits in currency.
It is in the determination of the volume of credit extended to member
banks for the purpose of creating the deposits that the real control
of the note issue lies. They cannot draw down currency unless they
have established balances with the Reserve bank, and have put up
acceptable assets, in which case they can drawn down their deposits
in currency in the same manner that any individual depositor of a
commercial bank is able to draw his deposits in currency. Whenever
a bank is unable to pay out the deposits in currency, that bank
must close.
Mr. WiMJAMs. They are turning out currency on what they call
" acceptable assets " as security!
Mr. E ccL E S . Who is!
Mr. W iL LiA M S. The Federal Reserve bank! If a member bank
wants to borrow money, how do they get it!
Mr. E ccL E S . They put up collateral.
Mr. W iL LiA M S. Who passes on that collateral!
Mr. E ccL E S . The Federal Reserve banks.
Mr. W iL LiA M S. And they get money for it! That is, the member
banks get money for it!
Mr. EccLES. Yes; they get credit.
Mr. W iL LiA M S. And that is guaranteed by the United States
Government!
Mr. EccLEs. They get deposit credit for it.
Mr. WiLLiAMS. Of course, that is money!
Mr. EccLES. Yes; that is right
Mr. W iL L iA M S. And the Government itself is back of it, and still
it is simply the deposit of eligible security in the judgment of the
Federal Reserve bank!
Mr. EccLES. That is right.
Mr. W iL LiA M S. And they have entire control and jurisdiction
over it!
Mr. EccLBs. Over the assets which they will take, yes.
Mr. W iL LiA M S. And pass on the question as to whether they are
good or bad!
Mr. EccLES. That is right.

Mr. W iL LiA M S. All right.
The CHAIRMAN. Governor Eccles, do you mean that they have
entire control over the kind of assets they accept! They pass upon
the acceptability of assets entered as collateral as to solvency and
technical eligibility, but when it comes to Sxing the rules of eligibil
ity under the present law, they are governed by the rules laid down
in the act, are they not!
Mr. EccLES. That is correct. They have discretion as to the ac
ceptability of assets or as tf the type of paper which they will take
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from member banks, subject at the present time to the eligibility
requirements of the Federal Reserve Act.
In the future, if the present eligibility features of the act are
removed and discretion given to the Federal Reserve Board to deter
mine the eligibility requirements, the Reserve banks would have
discretion within the rules and regulations laid down by the Federal
Reserve Board. However, it would not be mandatory and it is not
mandatory in the present law, that the Federal Reserve banks loan
to member banks. They simply have authority to loan to member
banks upon what is considered eligible paper.
The proposed amendment would give the Federal Reserve banks
the power to loan to member banks on paper submitted to them,
provided it met the requirements laid down by the Federal Reserve
Board.
Mr. WiLLiAMS. Yes; I understand the only difference in the exist
ing law and the proposed law in that respect is, as it is now it is a
part of the statutory limitation, and the other is to leave it to the
rules and regulations of the Board as to what is eligible!
The CHAIRMAN. Let me ask you a question right there now: This
might happen, technically speaking, that under the new law the
Board could make regulations denning the eligible paper which
would be more restrictive than the rules fixed in the present law, or
if the Board saw fit, it could liberalize those rules, but it could work
either way?
Mr. EccLEs. I think so.
*
The CHAIRMAN. So it does not work arbitrarily in either direction?
Mr. EccLES. That is right.
The CHAIRMAN. Under the new bill, that is correct !
Mr. E ccL E S . That is correct, yes.
Mr. WiLLiAMS. What, in your opinion, should be the policy in
that respect, liberalized or made more restrictive?
Mr. EccLES. I think it would depend a great deal upon the condi
tions that confronted the country. In 1930 and 1931 it would have
been in the interests of the banking system and in the interest of the
entire country if the Federal Reserve banks had been permitted to
loan to member banks on any sound assets, when many of them had
very little or no commercial paper. The failure of the member
banks to be able to borrow from the Federal Reserve banks forced a
condition of great deflation. It forced the banks to refuse to extend
loans as they fell due, and forced them to sell their bonds, their secure
ities on the market. It resulted in liquidating or extinguishing,
through credit contraction, about $20,000,000,000 o f our total bank
deposits, including time deposits. A good deal of that, of course,
was the result of tying up deposits in closed institutions; but the
total volume of deposits was greatly reduced, partly because of the
inability of the member banks to get relief by proing to the Federal
Reserve bank, until we finally liquidated our banking structure to
such a point that it became entirely frozen and closed.
And in getting it open, we finally had to recognize, as an emer
gency matter, that the Federal Reserve banks could loan to their
member banks on all sound assets and that the Federal Reserve banks
could issue notes secured by any sound assets, without resort to gold,
Government bonds, or eligible paper.
127297— 35------ 15
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The CHAIRMAN. Now, let me interrupt you with something that
should be said right here. It not only went to the extent that you
have pointed out, but as an emergency measure we provided that
such loans might be made to nonmember banks and currency issued
to nonmember banks on the same rules and regulations; is that not
what happened ?
Mr. EocLES. That is correct.
The CHAIRMAN. So we were forced to do that in the hour of dis
tress, instead of having anticipated and provided for it in advance?
Mr. EccLES. Yes; Mr. Chairman, that is correct.
Mr. WiLLiAMs. Right in that connection, to what extent has it
worked 2

Mr. EccLES. When people can get their money, they do not want
it. I think the law was very effective, because it stopped banks from
closing. Instead of the Federal Reserve being required to make
loans to meet the demand, money which had gone into hoarding to
the extent of anywhere from $1,500,000,000 to $2,000,000,000 in cur
rency that was drawn from the banks beyond what was the normal
use or need of currency, tended to come back into the banks. That
enabled the banks to pay off the Federal Reserve banks, so that the
amount of borrowing by the member banks from the Reserve banks
today is practically negligible; whereas, in 1933, it was very large.
Mr. W iLLiAM s. Then instead of increasing the necessity for bor
rowing has actually decreased it?
Mr. EccLES. The requirements; yes.
Mr. W iLLiAM s. That has actually decreased!
Mr. EcOLES. That is right.
Mr. W iLLiAM s. There has been no demand upon the Federal Re
serve Board since the passage of this act, I take it, from what you
say, to borrow upon these general assets, I will say, which were not
heretofore eligible, such as real-estate securities, long-term bonds,
and things of that kind; there have not been any of them offered as
security to the Federal Reserve banks for the purpose of obtaining
loans?
Mr. EccLES. I think it is section 10 (b) of the Federal Reserve Act,
as amended by the Emergency Banking Act, which says that, under
exigent circumstances, member banks are permitted to borrow from
Reserve banks on their time or demand note secured to the satisfac
tion of the boards of directors of the Reserve banks. There was
some use made of that provision, but not very much, because it put
a bank in a position, where it applied for credit under the terms of
that provision, of admitting that it was in great distress and exigent
circumstances that it required special treatment by the board of the
Federal Reserve bank, which meant that a bank would only resort
to that, would only use the borrowing right, as the very last resort.
Mr. WiLLiAMs. To what extent are real-estate loans used for the
purpose of acquiring loans from the Federal Reserve?
Mr. EcCLES. I could not say to whab extent, but there has been
some borrowing from Reserve banks on bills payable backed by realestate mortgages, and other collateral put up to secure the notes of
the banks.

Mr. WiLLiAMs. It is the intention of this bill, as I understand it,
to so amortize real-estate loans as to make them eligible for discount!
Mr. EccLES. Not for discount.
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Mr. WiLLiAMS. Well, for loans?
Mr. E ccL E S . Yes.
Mr. W iL L iA M S . As security for loans?
Mr. E ccL E S . Yes; the bill provides that the act be amended to au
thorize Federal Reserve banks, subject to the regulations of the
board, to discount for a member bank all commercial, industrial, or
agricultural paper, and to make advances to a member bank on its
promissory notes secured by any sound assets.
Mr. W iL L iA M S . And that includes real-estate loans, of course?
Mr. EccLES. Collateral loans, bonds, or any other sound assets.
Mr. W iL L iA M S . And the purpose of this—not of this section, but
of the real-estate section—is to so liberalize real-estate loans, by
amortizing them over a long period of time, as to make them eligible
as a permanent policy, to encourage additional loans by national
banks and member banks on real estate^ in order that they can, if
necessary, dispose of those in time of distress and get money from
the Federal Reserve banks?
Mr. ECCLES. So long as the commercial banking system is per
mitted to take savings deposits, I see no reason why those savings
funds cannot be loaned on amortized real-estate loans in the 'com
munity of the bank.
Mr. W iL L iA M S . I agree with that, myself. I absolutely agree with
that, but the purpose is, as far as it can be done, to liquefy realestate loans?
Mr. E ccL E S . Yes.
Mr. W iL L iA M S . I think we all agree that that cannot be done as
a policy, but as far as it can be done-----Mr. E c c L E s . In a depression, only the Federal Reserve can liquefy
assets. Real-estate loans are no different than any other type of
paper in a great deBation.
Mr. W iL L iA M S . Of course, they have been, for the reason that
there has been no place to discount them.
Mr. EccLES. In a great depression there is no other place to go.
And they do not have to be real-estate loans. They may be loans
on collateral, or they may be investments in bonds. When the market
is depressed, as it was for a period of several years, that meant bank
ruptcy for any bank that liquidated its assets on the existing market,
and that condition tended to close many banks.
Mr. W iL L iA M S . Is it the thought of the Federal Reserve Board
that there should be no limitation at all, upon these amortized realestate mortgages?
Mr. EccLES. You mean no limitation as to the percentage-----Mr. W iL L iA M S . No; I do not mean on the percentage of valuation,
but on the amount of the loan on each individual property.
Mr. E ccL E S . There is no limitation now, under the real-estate pro
vision of the National Banking Act under which they have operated
for 20 years, with the exception of the limitation of 10 percent of
the capital and surplus on any one loan.
Mr. W iL L iA M S . Real-estate loans have not heretofore been eligible
for discount with the Federal Reserve bank, except as an emergency
measure ?
Mr. EccLBs. There is over $2,000,000,000 of real-estate loans in
member banks.
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Mr. WiLLiAMS. Have they been able to put those loans up with
the Federal Reserve bank?
Mr. EccLES. Only when an emergency was created and then they
were permitted as an emergency matter to do that.
Mr. WiLLiAMS. That is exactly what I say, except as an emergency
measure, they never have been eligible for loans?
Mr. EccLES. That is right.
Mr. WiLLiAMS. This act proposes to make them eligible?
Mr. EccLES. That is right.
Mr. WiLLiAMS. And it is not thought to place any limitation, at
all, upon them?
Mr. EccLES. You mean limitation as to----Mr. WiLLiAMS. As to the amount? Here is an apartment house
or hotel, or some other business institution, on which they want to
make a loan of $100,000,000, for example----Mr. EccLES. One bank is limited in the amount of a loan they can
make to any one borrower to 10 percent of its capital and surplus.
So it has that limitation on it*

Mr. WiLLiAMS. There is to be an increase under this act?
Mf. EccLES. No; there is no change in it, at all.
Mr. BROWN of Michigan. As a matter of fact, it is a decrease, that
is, 10 percent of the time deposits ?
Mr, EccLES. No; any bank can loan any borrower up to a total
of 10 percent of its capital and surplus.
The CHAIRMAN. You mean that a loan can be made on any col
lateral or without collateral?
Mr. EccLES. That is right. That has always been a provision of
the Banking Act.
Mr. WiLLiAMS. There is a provision in here, is there not, limiting
it as applied to real estate?
Mr. EccLES. No; the limitation is 50 percent of the time deposits
and 50 percent of the appraised value of the property, which is
the only limitation in the present act with reference to real estate.
Mr. WiLLiAMS. It is expanded to what it was, in effect?
Mr. EccLES. It is proposed to increase it from 50 to 60 percent,
but the 60 percent also includes other real estate which is not in
cluded in the 50 percent in the present law.
Mr. WiLLiAMS. Then loans to each institution heretofore have
been limited to 25 percent of the capital and surplus on real estate?
Mr. EccLES. Or 50 percent of its time deposits, whichever was
greater.
Mr. WiLLiAMS. What I am trying to get at is, it is expanded and
enlarged, or is it not?
Mr. EcoLBs. Yes; from 50 to 60 percent and up to 100 percent of
its capital and surplus, whichever is greater.
Mr. WiLLiAMS. Instead of 25 percent, it is now extended to the
full amount of its capital and surplus!
Mr. EccLES. Yes.
Mr. WiLLiAMS. Or 60 percent----Mr. EccLES. Of its time deposits.
Mr. W iLLiAM S. Of its time deposits!
Mr. EccLES. Right. I suggested that those limitations be taken
out of the act and the Federal Reserve be charged with the responsi
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bility of determining regulations with reference to the real-estate
loans.
Mr. WiLLiAMS* Do you think there ought to be no limitation in
that respect in it, except the regulations and rules of the Board %
Mr. EccLES. That is right.
Mr. WiLLiAMS. Or whatever limitation they saw fit to place?
Mr. EccLEs. That is right.
Mr. WiLLiAMS. It ought not to be made a statutory provision!

Mr. EccLES. That is right.
Mr. WiLLiAMS. For the reason that it would give them more flexi
bility in the local communities, in the different localities, and at
different times, under differing conditions!
Mr. EccLEs. Many of the nonmember State banks have, at the
present time, more than 60 percent of their time deposits in realestate loans, and some of the member State banks have more than
60 percent. That would mean that those banks would be required
to liquidate their real-estate loans, in order to comply with the 60percent requirement. Many State banks are not limited in the
amount of their deposits that they can loan upon real estate.
Mr. WiLLiAMS. I am very much concerned about this provision
regarding real-estate loans, because I have been under the impres
sion, by reason of the fact that these loans were short-term loans,
not amortized loans, the banks were not able to handle them at
all in a period of depression.

Mr. EccLES. You mean under the present bill!
Mr. WiLLiAMS. Yes; under the present act, the law as it is now!
Mr. EccLEs. That is correct.
Mr. WiLLiAMS. And this act proposes to amortize them over a
period of years and make them eligible for discount and furnish a
market, somewhat, for them when the time comes when the banks
have to have their money. I think, myself, it is a very wise pro
vision in the law.

I believe that is all I care to ask at this time.
Mr. Fomi. Might I ask a question, Mr. Chairman, just a question!
The CHAIRMAN. Yes; indeed.
Mr. FoRD. Suppose the Federal Reserve has taken considerable
volume of real-estate loans, what provision is there for the Federal
Reserve bank, itself, to dispose of them, should they want to?
Mr. EccLEs. There would be no occasion for the Federal Reserve
bank to dispose of them, so long as the member bank that borrowed
the money was solvent. The member bank would owe the Federal
Reserve on its bills payable, secured by mortgages which it had taken.
Mr. FoRD. Suppose a member bank failed?
Mr. EccLES. The Federal Reserve bank would be required to
liquidate that mortgage or collect it or sell it, just as any other asset
Mr. FoRD. It could sell it, though!
Mr. EccLEs. Yes; it could sell it.
Mr. FoRD. It is not just put in there and held static!
Mr. EccLES. No; it would liquidate any asset or loan of the mem
ber bank which it held ^ust the same as the member bank would
undertake to liquidate the loan of an individual or corporation
borrower.
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Mr. WiLLiAMs. Governor, there is this question that I want to ask
you before I Bnally quit: Under our present system, or under the
system proposed in this bill, what do the Federal Reserve banks pay
for the privilege of issuing money?
Mr. EccLES. They do not pay anything.

Mr. WiLLiAMs, Do not pay anything?
Mr. EccLES. No.

Mr. WiLLiAMs. Now, as you know, there is considerable agitation,
a good deal of comment in the country, about the Government own
ing these institutions. What would be the difference in effect if
the Government did own them?
Mr. EccLEs. The individual member banks are the owners today.
However, they are limited to 6 percent dividends on their stock.
The earnings of the Reserve System in excess of 6 percent are held
by the Reserve banks, and at one time----Mr. WiLLiAMs. Right in that connection, do they not belong to
the stockholders ?
Mr. EccLEs. Not under the law, not beyond the 6-percent divi
dends.

My. WiLLiAMs, Of course, I understand we had, by legislation, to
take it away from them. They were claiming to own it, were they
not?
Mr. EccLES. Yes; I think that there possibly was some claim to
that effect. Personally, I would see no objection to requiring that
the earnings of the Federal Reserve banks, beyond the limitation
of 6-percent dividends to member banks, should be turned over to
the Government when the surplus of the Reserve banks has reached
an amount equal to its capital.
Mr. WiLLiAMs. If the Government, however, can own and operate
them as successfully as private institutions have done, why not give
the 6 percent to the Government rather than to the private banks, as
well as the reserves and the surplus?
Mr. EccLEs. It is now provided in the law that, in case of liquida
tion, any surplus remaining, after the payment of all debts, divi
dend requirements, and the par value of the stock, shall be paid to
and become the property of the United States. I see no advantage
in the Government taking over the stock of the Reserve banks.
Mr. WiLLiAMs. It would not cost the Government anything to do
that, would it?
Mr. EccLES. I think it would; yes. The Government could not
take over the stock without paying the member banks, any more than
the Government could purchase any other asset without it costing it
anything.
Mr. WiLLiAMs. The purchase of the stock is already in the Federal
Reserve banks, the purchase price of it?
Mr. EccLES. That is right.
Mr. WiLLiAMs. And if you took it over, it would simply own it
instead of the Federal Reserve System owning it; the funds then
with which the stock was paid for would be in the hands of the Gov
ernment, would they not?
Mr. EccLES. No; the United States Treasury would have to make
payment to each member bank for its stock in the Reserve System,
and the stock would be transferred from the ownership of the indi
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vidual member banks, which own stock in the respective Federal
Reserve banks----Mr. WiLLiAMS. Then, in taking over the System, we would get the
assets that belong to the bank, that were paid in there by the member
bank, would we not, for their stock?
Mr. EocLES. When you bought the stock held by a member bank
in the Federal Reserve System, you would naturally have—that is,
the Government would naturally have the assets represented by stock
which it purchased. That is correct.
Mr. WiLLiAMS. And that isisound, really, after all; it would not
cost the Government anything?
Mr. EccLES. It might be—it would not cost it in the sense
that it would be paying out funds without getting an equivalent
asset; it would be an investment, rather than an expense, but it would
cost the same-----Mr. WiLLiAMS. They would get the stock?
Mr. EcoLES. That is right.
Mr. WiLLiAMS. The stock the member banks now own? Now, I
believe I asked a question awhile ago, that if the Government can
own and operate the banks and issue money, instead of private insti
tutions, why not do that and save the 6 percent that we are now
paying.
Mr. EccLES. You would not save 6 percent. For the Government
to buy the stock, it would be required to raise the money that is used
to purchase the stock, and in raising that money it would borrow it.
I f it borrowed it or raised it as they raised funds for other purposes,
it would be required to pay whatever interest the Government debt
was required to bear, in order to Hoat the funds to get the money to
buy the stock.
Xt the present time, the last offerings of Government securities
bore a rate of 2% percent; so in that case, you would save 3% per
cent, the difference between 6 percent and 2% percent.
Mr. WiLLiAMS. Even so, why not save it?
Mr. EccLEs. The answer is, perhaps, that there is no more reason
for the Government to invest in this business* so long as it controls
the money supply, than in any other business.
Mr. HoLLisTER. Might I as& one question there ?
Mr. WiLLiAMS. Yes; go ahead.
Mr. HoLLisTER. That would be on the theory that you could neces
sarily buy the stock at par. There is nothing, is there, in the law
which would permit the Government, unless it is some new theory
of confiscation hitherto unannounced—there is nothing by which the
Government could expressly pay the member bank which owns a
particular amount of stock in a particular Federal Reserve bank—
there is nothing by which the Government could compel that bank
to sell its stock at par if it chose to put a price on it of $200 or $300
or $400, is there ?
Mr. E c c L E s . That is a legal question that I do not feel I am pre
pared to answer.
The CHAIRMAN. Let me suggest that if you answer that question
you also tell us what you would do about the stock oi the State bank
that is a member of the Federal Reserve System.
Mr. HoLLisTER. I am assuming that the Government is trying to
buy stock in a Federal Reserve bank owned by individual member
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banks. That would be a matter of contract between the Government
and each individual stockholder bank as to what the Government
would be willing to pay and what the member bank would be willing
to surrender its stock for.
Mr. EccLEs. That would seem to be the situation, and that is a
legal question.
Mr. HoLLiSTER. If you are not prepared to answer the question, I
would rather not interfere with Mr. Williams. I do not want that
to remain open without some comment, but I will refer to it later.
Mr. WoLcoTT. May I ask a question, Mr. Williams?
Mr. WiLLiAMS. Well, yes.
Mr. WoLcoTT. Do I understand there is about $450,000,000 in that
fund which has been turned over to the Federal Treasury over and
above this 6 percent that was used—or we used one-third of it, did
we not, in subscribing for stock?
Mr. EccLEs. The Federal Deposit Insurance Corporation? That
was $140,000,000----Mr. WoLcoTT. Was it not one-third of that fund?
Mr. EccLES. No; it was more than one-third. The Treasury put
$150,000,000 and the Reserve System----Mr. WoLcoTT. $149,000,000?
Mr. EccLES. I think it was $140,000,000.
Mr. WoLcoTT. $189,000,000, I think it was.
Mr. EccLES. It made a total of $290,000,000 that was supplied by
the Reserve banks and the Treasury.
Mr. WoLcoTT. Out of this Reserve System ?
Mr. EccLES. Out of the surplus of the Federal Reserve bank.
Mr. WoLCorr. That could be used in payment of interest on these
bonds, and after that the full 6 percent and all over and above that
would go to the Government ?
Mr. EccLES. You mean, then----Mr. WoLcoTT. This reserve that is already in it----Mr. EccLES. Yes; but that money was paid out by the Reserve
banks to the Federal Deposit Insurance Corporation, and therefore
the Reserve banks no. longer have those funds. Those funds are
owned by the Federal Deposit Insurance Corporation and----The CHAIRMAN. Let me correct you just a moment.
Mr. WoLcoTT. We reimbursed the Federal Reserve bank for that,
did we not ?
The CHAIRMAN. We did not give any money to the Federal De
posit Insurance Corporation, but we merely subscribed to its capital
stock.
Mr. EccLEs. Yes.
Mr. WoLcoTT. Indirect loans------

Mr. EccLES. You do not think that the capital stock has very
much value, then, do you? The law provides that the stock of the
Federal Reserve banks can receive no dividends.
The CH AIRM AN. Tim will tell that.
Mr. EccLES. The first banking bill----The CHAIRMAN. It has made pretty good profit up to now.

Mr. EoCLES. Title I of the banking bill provides mat the Federal
Deposit Insurance Corporation's capital of $290,000,000 can be re
duced to a nominal amount, and the balance put to surplus, so there
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would not be an impairment of capital, if it became necessary to
put up these funds.
Mr. WiLLiAMS. I would like to remark, in that connection, that
so far as I am concerned, that will not be done, because I believe
the banks themselves ought to bear that burden.
Now, coming back to the original proposition, Governor, whether
Or not the Government, as a practical proposition, can own and
operate the Federal Reserve banks on as sound a financial basis, and
render the same service and save these expenses, in the long run, if
you have dividends that are being paid to the banks on the stock—
if that can be done, why should it not be done ?
Mr. EccLES. I believe that the ownership of the stock by the
Government would not necessarily be of any particular benefit or
value in the operation of the Federal Reserve System. I believe
that through the adoption of the provisions of this bill, the control
would be effective and the responsibility fixed, and it should be just
as effective in operating the system in the public interest as it could
be operated if the Government owned the stock. It gets down to a
matter of human intelligence. The management of the banks or
the management of the System would have to be directed in some
manner by some means. I see no reason why a management selected
with the Government owning the stock would insure the System
being operated in the public interest anymore than would be the case
with the members of the Federal Reserve Board being appointed by
the President of the United States, as is now provided, and the
governors and chairmen of the individual banks selected by the local
directors of the bank, subject to the approval of the Federal Reserve
Board. There is a great advantage in keeping regional ownership
and interest in the Reserve banks.
Most of the central banks of the world are privately owned. The
bank which is just being set up in Canada, after a good deal of
investigation and study and consideration, is owned by the public. I
understand the stockholders elect the directors, but the Governor of
the bank must be approved by the finance minister, and he has very
great power and responsibility.
It is not so much who owns the bank as it is the way the bank
is set up and the responsibility with which it is charged.
Mr. WiLLiAMS. Is it your thought that Government-owned central
banks can operate as economically and as efficiently and as much in
the interest of the people of the country as our present system ?
Mr. E ccL E S . I do not think that the fact that it may be Govern
ment-owned, in and of itself, should make any difference. It may
be operated as efBciently and it may not be operated efficiently.
That, as I say, gets to the human problem, after all.
Mr. WiLLiAMS. The ownership of it, in that respect would make
no difference?

Mr. E ccL E S . I do not think so, not necessarily. I f the manage
ment of the banks, the personnel of the board consisted of efficient
men who would feel independent to use their best judgment and
thought in carrying out the affairs of the institution, the ownership
would make no difference. If, on the other hand, people were ap
pointed to operate the system for purely political reasons, rather
than with reference to their qualifications, and they were made to
feel subservient to the point where their best judgment was not
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exercised, then of course the system, under those conditions, would
be badly and inefficiently and ineffectively operated.
Mr. WiLLiAMS. Of course, the central idea in this legislation here?
as is stated at the very beginning, is to try to increase and centralize
the power in the Federal Reserve Board over the System, and I
think properly so because I think that the Government and Con
gress and the administration should have control of the monetary
system. It is a national system, of course, and there should be some
central authority and central power responsible for it. The pur
pose of the bill is to create centralized authority, with complete
management of the corporation or system.
Mr. EccL E S. With the board, which would be charged with re
sponsibility for the monetary policy, working with and under the
advice of the Governors' committee. There are many functions that
would be carried out by the individual regional reserve banks, under
the direction of their boards of nine directors.
Mr. W iL LiA M S. But nothing that would influence the national
monetary policy, without the consent of the central board!
Mr. EccLES. That is right, except that the Governors would in
fluence the policies of the board, as a result of their counsel and
advice.
Mr. W iL LiA M S. And that would be true whether they were repre
senting the system governmentally owned or individually ownedy
would it not? Right in that connection the counsel that you propose
of five----Mr. E ccL E S . Representing the 12 Governors.
Mr. W iL LiA M S. What function does the advisory counsel now per
form! Why could it not do the work proposed by the five?
Mr. E ccL E s . I think it is more proper to have the executive heads
of each of the 12 banks select their committee for the purpose of
advising with reference to the policies, than to have the council
advise. The Governors are in much closer touch with monetary
problems. The members of the council are appointed, one from each
Federal Reserve bank district by the Federal Reserve banks, and
I think they consist entirely of commercial bankers from the Fed
eral Reserve districts. They are in touch with the individual prob
lems of their particular banks and their particular communities but
I do not believe would be as able or as qualified----Mr. W iL L iA M S. They perform a very valuable function; that is,
do they or do they not?
Mr. E ccL E S . I have not been on the Federal Reserve Board except
for a few months, and I have only had occasion to meet with the
advisory council on two occasions. It would, therefore, be difficult
for me to judge as to just how important the functions of that body
have been over the life of the System.
Mr. FoRD. Might I make a comment, Mr. Williams, please?
Mr. W iL L iA M S. Yes.
Mr. FoRD. Mr. Eccles, does not the demand for more complete
control on the part of the Government indicate that the heretofore
private control has not proved satisfactory to the Congress or the
country!
Mr. ECCLES. I would not say that we had had private control.
I think one of the principal di&culties of the money system has been
that we had not placed the responsibility definitely upon any one
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body and given it the power and authority to carry out the responsi
bility that was imposed upon it.
Mr. FpRD. It is too wide-spread, and they have been forced to
operate and do what the Board wanted to do-----Mr. EccLES. We did not have a statutory open-market committee
until the Banking Act of 1933 created one of 12 Governors, and
charged that body with responsibility for the initiation of the openmarket operations and gave to the Board the power of approving
or disapproving the recommendations of the Governors. But even
then if the Board approved of recommendations of the Governors,
one or all of the 12 banks could refuse to participate in the operation.
Mr. WiLLiAMS. Has not the Board had that open-market policy
through the years!
Mr. EccLES. The Board was not charged by law with the duty of
formulating an open-market policy.

Mr. WiLLiAMS. None at all? Have they not intended to control,
in any way, the expansion and contraction of money through openmarket operation, through their advice and instruction to the member
banks, and through their own operations ?
Mr. EccLES. The Board has acted in all these matters, but without
a clear mandate of law.

Mr. WiLLiAMS. They made no effort—do I understand that the
Board itself has never made any effort at all along that line until
the open-market committee of 1933 ?
Mr. EccLES. The Board has attempted to influence the money mar
ket through changes in discount rates—that is, its right to approve
of the discount rates—and it has even changed discount rates on its
own motion. The need of the open-market operation was recognized
in 1922, and a voluntary committee of governors was organized to
carry out the open-market policy or program.
Mr. WiLLiAMS. They had that policy then?

Mr. EccLES. The open-market committee of the governors had the
responsibility for that program. The Board itself has not been
charged specifically with the responsibility for the open-market
policy.
Mr. WiLLiAMS. I understand, as a matter of law, but they have
actually adopted the policy, have they not !
Mr. EccLES. To what extent I cannot say. I am not as familiar
possibly as I should be with the detailed history of the operation of
the Board.
Mr. Csoss. May I ask a question just on that ?
Mr. WiLLiAMS. Yes.
Mr. CROSS. Now, is it not a fact that the Board, in April 1923 or
May 1924, brought its pressure on the open-market committee and
had them to buy $510,000,000 of Government securities and reduced
the rediscount rate from 4% percent to 3 percent, and, as a result, put
the wholesale commodity price level up to 11 percent, and the agri
cultural products up to 20 percent, and this action was repeated a
number of times, and brought about the beneficial effect when they
did it!
Air. EccLES. I do not know to what extent the open-market pur
chases and reductions in the rediscount rates had an effect upon
the price !evel. It is true, I think, that, under certain conditions, to
reduce the interest rates and increase the supply of money would be
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effective in increasing business activity, just as to increase the in
terest rates and reduce the quantity of money would tend to restrict
business activities, and slow up borrowing, and possibly start &
process of liquidation.
I do not believe that anyone can say to what extent open-market
policy can be responsible for recovery or for depression.
The Swedish money management is one of the most interesting,
I think, that we have in the world today and possibly has been as
successful, or looked upon as being as successful as that of any
other country, and the governors of the Swedish bank, in February
1932, made this statement :
It follows that when forming its policy in view of fluctuations in the price
level the Riksbank cannot but take into account the causes of such changes
prices. For it is essential to determine whether price movements are caused,
e. g., by increased tariffs, altered exchange rates, or a tendency to inRation
on the domestic market which may be looked upon as primary in relation to
exchange rates. In any such analysis of price conditions, naturally other
price indexes besides the Riksbank's own index of consumers' prices will also
be taken into consideration. Obviously, in their endeavor to create as stable
economic conditions as possible, the governors are also taking into account
other factors than mere changes in the price level, particularly conditions
affecting productivity and stocks in various industries.

The CHAIRMAN. Gentlemen, it is evident that we cannot continue
much longer, in view of the business in the House. I am going to
suggest that we adjourn until tomorrow morning at 10:30, and
resume with Governor Eccles.
(Thereupon a recess was taken in the hearing until 10:30 a. m.,
Tuesday, March 12, 1935.)
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TU E SD AY, M A R C H 12, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE OX BANKING AND CURRENCY,

A

C.

The committee met at 10:45 a. m., pursuant to adjournment, Hon.
Henry B. Steagall (chairman) presiding.
The CHAIRMAN. The committee will please come to order.
Mr. Eccles, you may proceed now. Mr. Williams, do you have
further questions ?
Mr. WiLLiAMS. I think not, Mr. Chairman.
The CH A IRM AN . All right, Mr. Cross.
STATEMENT OF MARRINER S. ECCLES, GOVERNOR OF FEDERAL
RESERVE BOARD— Continued

Mr. CROSS. Governor, you agree with the proposition that it is the
duty of Congress to regulate the value of money, don't you; that is,
Congress, acting through its agency which it sets up, shall do it!
Of course, Congress itself does not do it.
Governor EccLEs. I think that is a sovereign power given to Con
gress.
Mr. CRoss. In the Constitution.
Governor EccLES. In the Constitution.
Mr. CRoss. Now if that is the duty of Congress through its agency
which it sets up, which of course, is the Federal Reserve System,
don't you think that that agency ought to be independent of any
outside infhience or interests!
Governor EccLEs. The agency should represent the Nation as a
whole and should not be under the domination or control of any
group or groups.
Mr. CRoss. Should not the agency they set up, they being respon
sible and having the duty to perform, which they have delegated to
that agency, should not that agency be independent of any outside
agencies that come in with a different purpose in view!
Governor E ccL E S . It is my view that the Federal Reserve Board
should be as independent as it is possible to create a body of that
sort, charged with the responsibility of monetary policy in the public
interest.
Mr. CROSS. Now, Governor, isn't it a fact that the member banks
of the Federal Reserve System are constantly wanting to go out in
an opposite direction to what a wise policy would dictate, and that
they are constantly wanting to inflate when they should not, and
constantly wanting to deflate when they should not!
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Governor E ccL E S . Well, of course, there are a good many thou
sands of member banks, and I don't believe there is any uniformity
of opinion. Inflation is brought about by creating a condition of
easy money, expressed in low rates and excessive reserves, in a pe
riod when there is great business activity and hence a willingness to
borrow.
Mr. CRoss. Yes. But now the point I am driving at is this, isn't
it a fact that the member banks, and I am asking this just to get your
reaction on this, are inflating when they should not be, and are de
flating when they should be inSating ? Here is what Governor Har
rison of the New York Federal Reserve Bank said in the hearing in
1932, page 53:
It is almost inevitable that the Federal Reserve System, or any central bank,
will always have to go contrary to what the banks are doing. When they are
debating, we have to put pressure on them, and when they are deflating we
have to boost things up. I think that is what we should do.

Isn't it a fact that the member banks, when they are trying to make
money for their stockholders, in times when prices are high, they
want, of course, to keep extending credit, credit, credit, and inflating,
and naturally their class A directors—and class B directors, who are
largely under the control of class A directors—wish to keep going
forward and expanding, and don't you think that is a conflicting
interest contrary to what the Federal Reserve System is intended
to do?
Governor E ccL E S . Of course, all I have is the record. From 1926
up to 1930, there was a very small variation in the supply of money.
There was no inflation in the volume or the quantity of money from
1926 to-----Mr. CRoss. You refer there to all money—credit money?
Governor E ccL E S . That is right; I refer to all money. I include
in that demand deposits of member banks and of nonmember banks,
and the currency outside the banks, in a word the entire circulating
medium.
Mr. CRoss. That is over what period ?
Governor EccLEs. That covers the period from 1926 to 1930.
Mr. CRoss. Will you please answer for me this question: There
was a vast difference in velocity in those years!
Governor EccLES. Yes; that is correct.

Mr. CRoss. And the Federal Reserve System can step in and con
trol velocity, can it not?
Governor E ccL E S . I don't think that the system has as much influ
ence or velocity as it has on volume of money. I think the velocity
of money is influenced more by the tax system than by monetary
policy. Velocity slows up as business activity declines, or as defla
tion develops.
With the national income in 1929 estimated at beyond 82 billions,
with the money volume at that time 264 billions, there was a velocity
of 3.12; that is, each dollar on the average turned over 3.12 times
in the course of the year in the process of making up the income of
the community.
Whereas, in 1933, with the national income diminished from 82
billions to 46 billions, and the volume of money reduced from 26.4
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billions to 19.9 billions, income velocity had declined in that period
to two and a third.
Mr. CROSS. Yes; I understand, that Governor.
Now Governor, isn't it a fact that in order to control the situation
you must still have a Axed policy and step in in time? "A stitch m
time is worth nine ", as one of the governors explained here in his
testimony.
In 1929, Governor Harrison was insisting that something be done
to stop the inflation, but it delayed too long, until the crash came,
and of course then when that happened it was almost impossible to
do anything. But it is shown by the record before that they would
go out, putting out more securities, putting out more credit, more
money, when the commodity prices rose, and then when they would
stop that and sell, the reverse was true, because when you sell y^ou
take from the member banks their reserves, and that of necessity
causes them to rediscount which they don't like to do, and that has
the effect, of course, of steadying things, and slowing matters u p keeping them from rediscounting so much.
In order that I may get your reaction on some of these things, I
will quote from the testimony of Dr. Sprague who appeared before
the committee, I believe, in 1923:
There would be, I think, an advantage from the passage o f the bill. I
probably agree with you that the defects in the operation of the Federal R e
serve System are not so much errors o f judgment they have made, but rather
in the hesitating manner in which at times policies have been decided upon
and then executed.

Without a goal to go to, and the boards come and go, the present
Board may be gone in a short while, and with no goal to go to, the
individuals differ and hesitate, and don't you think that is one oi the
great troubles, not having any goal to go to ?
Governor EccLEs. You mean without a specific provision or objec
tive required ?
Mr. CRoss. Yes.
Governor EccLES. You mean required as a part of the law?

Mr. CROSS. Yes; for Congress to set down the purpose, and have
it the purpose of Congress, rather than to just turn the Board loose
and let them go ahead as they did in 1928, as my recollection of the
testimony shows, or 1924. when the Presidential election was coming
on and they determined they should have prosperity. So, therefore,
they got out and they bought Government securities, $510,000,000,
shooting the price level up 11 percent, the farm products 20 percent,
and built up commodity prices. Then, after that, they reversed the
process, but no election was then coming on.
Now if you have a goal to go to, so they can't just shoot things up
and down for some ulterior motive, they are fastened to an anchor,
and don't you think it would be wise to have such a provision in the
law !
Mr. WiLLiAMS. You mean a price level, do you, Mr. Cross?
Mr. CROSS. Yes.
Governor EccLES. I don't think there should be a mandatory pro
vision to reach a certain price level. It may be of interest in that
connection to consider the preamble of the recent law creating the
Bank of Canada. It is short and might be considered as a basis for
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Our own. It doesn't definitely fix a price level, but it does fix an
objective:
Whereas it is desirable to establish a central bank in Canada to regulate
credit and currency in the best interests of the economic life of the nation,
to control and protect the external value of the national monetary unit, and to
mitigate by its influence fluctuations in thes general level o f production, trade,
prices, and employment, so far as may be passible within the scope of monetary
action, and generally to promote the economic and financial welfare o f the
Dominion.

Mr. CROSS. They will all say that, of course. Everybody agrees
to that, but isn't it a fact that our system is such, as I suggested, we
go out and do a thing when a Presidential election is coming on,
without any guide as to what the purchasing power of a dollar
should be, no relation to the commodity-price level, and then turn
them loose? They not only hesitate, but when they do jump, they
will jump because of some purpose that is actuating them like a
Presidential election.
For instance, let us take Dr. Sprague, who said in his testimony,
" I have reached the conclusion that a stabilization amendment might
prove serviceable."
Now, that was his testimony during that same time, in 1928.
Don't you think experience has shown those people that they
couldn't have a stable policy under those conditions ?
Now, I want to get your reaction on some more of his testimony.
Now,Dr. Miller, in the hearings in the Senate, in 1931, said:
It was my opinion expressed several times, in discussions at Federal Reserve
meetings in the opening months of the year 1929, that the Federal Reserve
System was drifting, that it was in the midst of a perilous situation without a
policy—

and won't that, in your opinion, continue to be the case unless you
have got a goal to go to ?
Governor ECCLES. I think there should be a goal, but the goal
shouldn't be a 6xed-price level. I think the goal should be stable
business conditions because if you have a goal of-----Mr. CROSS. Who is to determine what stable business conditions
are? The Board? They differ here.
Governor EccLES. Yes; it has got to be left up to the Board, which
should not be considered a political body. The law makes the
Board a nonpartisan body, on which political parties as such are
not represented and appointments to which are for periods of 12
years.
Mr. CROSS. That is true, but you know human nature doesn't
change, and it is just like the
&%%%
in the Supreme Court.
People don't change. And what we want to do, it is my idea that we
get something here where they are anchored to something.
For instance, now, here is the testimony of Governor Harding:
The American monetary system is a good deal like a ship at sea without
adequate equipment o f rudders and compass to guide it.

Don't you think they need something to guide them, something to
go to?

Governor EccLES. I don't believe that a Sxed-price level is a guide
that we should have. We might have a stable price level on the
basis of some index, and yet have a great deal of unemployment.
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Nobody would be satisfied if you reached a 1926 price level and
continued to have a national income of 50 billion dollars instead of
80, and 10 million people unemployed.
Mr. CROSS. Yes, but Governor, the question of unemployment de
pends upon profits, doesn't it!
Governor EccLES. Not altogether----Mr. Cposs. I won't run my factory unless I make a profit, will I !
Governor EccLES. That is true.
Mr. CROSS. I f I make profits, I employ people.
Governor EccLES. That is right.
Mr. CRoss. And when I employ people that increases purchasing
power.
Governor EccLES. That is right.
Mr. CRoss. And when they have that increased purchasing power
they are going to buy, and I will continue to produce, but if you let
matters run wide open and I keep expanding, then there is bound
to be a reaction, and I throw a lot of people out of employment and
I destroy purchasing power.

Don't you think it is better to have a stable purchasing power in
relation to a wholesale price level!
Governor EccLEs. This is an interesting chart here that Dr. Goldenweiser gives me. It shows that the price level in England was
very stable from 1931 to 1934, but the amount of their unemployment
fluctuated considerably.
Mr. CRoss. Yes; I have seen some of the charts.
Governor EccLES. But I mean----Mr. CROSS. But, now, Governor, in reference to England, did you

read the book by Sir Charles Morgan Webb, in which he in substance
says that they regulated gold from 1823 on down to 1914 because they
were the only creditor nation of the world and they were carrying
the commerce of the world, and that it benefited them as a creditor
nation! Did you read that work!
Governor EccLES. N o; I didn't. It seems to me that the Federal
Reserve System can control to quite a large extent, not entirely, how
ever, the volume of money, by its power over discount rates and its
open-market policy.
Changes in the volume of money in the hands of the people, how
ever, depend also upon the willingness of people to borrow and
the willingness of banks to lend.
Mr. CRoss. Yes, Governor; but what I am trying to get at now
is to try to show you how confused the Federal Reserve Board has
been in the past. Now, for instance, here Dr. Miller testi6ed in
1928, and he says:
It is my opinion that the Federal Reserve mind at the present time is more
perplexed than it has been since the troublesome period o f 1920 to 1924; that
it is in a state o f mental confusion.

Why was that and what is there to keep it from remaining in a
state of mental confusion unless you have some goal to go to?
'
Governor EccLEs. I think there should be a goal, but I don't think
the question of prices-----Mr. CRoss. Well, name the goal you think is the proper one.
127297— 35------ 16
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Governor Eccues. The goal is stable business conditions and full
employment.
Mr. CROSS. All right, they had that all the time, didn't they ? It
is Just the same as the goal m the law now, isn't it ?
Governor Eccms. In the existing law the Federal Reserve Board
is not charged with the responsibility of creating a condition either
of stable prices or of full employment.
As I understand it, the responsibility of the Federal Reserve Sys
tem is to supply the credit needs of commerce, agriculture, and
industry.
Mr. CROSS. All right, now let us go back to Congress. It is the
duty of Congress under the Constitution to furnish money, adequate
money, a medium of exchange, and regulate its value.
Governor EccLES. That is right.
Mr. CROSS. How can Congress regulate that value unless it fixes
the price level?
Governor EccLES. I don't say that prices are not part of the con
sideration. I think that every effort should be made to maintain
stable prices, but stable prices should not be the sole and paramount
objective, so that the Board would be directed to maintain stable
prices and not to consider total production and employment at all.
Mr. Caoss. Yes; but you take the wholesale index of prices in
the market, which are arrived at by taking the mean price, where
some may go way up and some way below, but you hold a mean level
of prices. Now, if you don't use that, you have got no measure of
value, have you ? Unless you use that, what other measure of value
could you figure for money ?
Governor Ecci^s. I am not sure that I can say. Gold, of course,
hasn't proven to be a very satisfactory measure oi value and the buy
ing power of money, measured in goods and services, of course, is
the value that the people are interested in.
Mr. CROSS. Governor, I want to ask you this question, You don't
think we are helpless in the midst of plenty to feed and clothe, with
man power to produce—that we are helpless and these things come
on and then there is no help for it? Do you think that?
Governor EccLES. I stated the other day that I don't believe that
any monetary policy alone will result in stable business. Simply
dealing with the volume of money, so far as it is possible to influ
ence or affect the volume of money through the controls that the
Reserve System has, cannot give you full prosperity. This is be
cause distribution of wealth production----Mr. CROSS. Yes.
Governor EccLES. Is a very important element, and that gets back
to the problem of the tax system. The banking system can influence
the volume of money----Mr. CROSS. Now, Governor, I understand that.
Governor EccLES. And the tax system, it seems to me, must in' Huence the velocity of money.
Mr. CRoss. Well, now, Governor, let me get this. Of course, I

don't think the tax system is so important that we are ever going
to get anywhere with it except to stop enormous fortunes by higher
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taxes in the upper brakets. But now suppose you have got a small
community such as they had in the early days, when people would
come in to the fairs and exchange their products, their things; and
they followed the law of supply and demand perfectly, did they not!
Governor EccLES. Yes.

Mr. CROSS. Now, the dollar or the monetary unit of a country
is supposed to reflect as a mirror the workings in that country of
the law of supply and demand for things; so if the country has
plenty of everything, if that law of supply and demand were fol
lowed just like they would come together and exchange what they
have, everybody would have plenty and would not be hungry and
distressed and ruined and broke. Now, don't you think the mon
etary unit ought to perform that function!
Governor EccLES. The monetary unit ought to; but the monetary
unit can't be made to perform that function simply through mon
etary policy. Placing the means of payment in the hands of people
who will spend is the thing that determines employment, business
activity, and price levels.
The ownership of the money is an important element in the use
of the means of payment. I f there are corporations, owning large
unused balances of funds, which cannot find a profitable place to
use or invest those funds, those funds don't go into circulation.
Mr. CRoss. That is true, but if you had prices at the point where
they could invest and make some profits-----Governor EccLES. But the-----Mr. CRoss (continuing). They would invest.
Governor EccLEs. The prices would not induce them to invest.
It is the profit opportunity that induces them to invest, and where
you already have a great unutilized capacity because the people as
a whole lack the buying power to purchase the goods produced, there
is no incentive to invest in further capital goods.
Mr. CRoss. Governor, don't you think the whole theory is that
we are helpless—and so far as the Federal Board is concerned we
needn't look to that for relief, not for much relief—that there are
all kinds of things out yonder that you can't reach and touch, and
therefore we just have to follow along?
Governor EccLES. No; I think that the monetary factor is 1 of
the 3—1 of the 3 important control measures of our capitalistic sys
tem. The volume of money can largely be controlled through a
banking system.
The distribution of funds which is a factor in their velocity must
be controlled through the income-tax system, and employment must
be regulated through a public-works system.
When the volume of money is adequate to support a certain price
level for a given volume of production, and unemployment begins
to develop, and as a result prices begin to decline, it is likely to be
because productive facilities are out of balance with the consumers'
buying power, and velocity of money is declining.
Mr. CRoss. Yes; but you don't want to let it get to where that
happens. I f you are going to let contractions take place, and as a
result all over the country where bonds have been issued for school
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districts, road districts, municipalities—and you say that the dollar
today or next month will double in purchasing power, so that that
individual must pay twice in real value because there is no value in
money so far as keeping and clothing is concerned—he must pay
twice as much in real value to pay the taxes and to pay the interest
on his mortgage if he has one—it becomes an impossibility. It
means a general liquidation and discontent and trouble and threat
ened bankruptcy.
Governor EccLES. It does, if you let the national income decline.
The purpose of our tax system and the public-works system is to
keep up production when private business fails to keep up full em
ployment. The loss to the Nation, when the national income declines
through unemployment, is a loss we cannot afford.
Mr. CROSS. And your idea is to do it through public works, public
enterprises ?
Governor EccLES. That is right.
Mr. CRoss. Each time you do that you borrow a good many bil
lions bf dollars, don't you ?
Governor EccLES. You wouldn't have very much to do if you did
it at the right time, before you allowed deflation to proceed very
far. The amount that it would require at the beginning----Mr. CRoss. That is, more or less, just a guess, isn't it? If you
keep on running these billions up, who is paying that tax but the
public? And if you get 50 billions and a hundred billions, the
fellow who pays it has got to collect it back off the people. There
are bonds which they have got to collect off the people in taxes.
Governor EccLES. Who pays the difference between the 85 billion
of national income and the less than 50 billions of national income—
who pays that 85 billions?
Mr. CRoss. The fellow who has got the loans on his land. The
people who have the loans foreclose the mortgages and get the land,
and they keep it until they can resell it to these fellows again, those
who can buy. They have to take that loss. But my idea is to get
a stable purchasing power in your monetary unit, so that it can't
happen that if a man goes out and puts up a factory and has to
borrow money, and he borrows this money and builds the factory
and expands it, and the first thing he knows the purchasing power
of that dollar doubles and trebles, and he is sunk.
Governor EccLES. You may 6x a stable purchasing power as a
requirement of the monetary policy of the Federal Reserve Board,
or any other Board, but I don't know what methods they could use
to maintain or to reach that objective.
Mr. CRoss. Don't you think it could be kept by using the redis
count rates? In other words, using the reserves—the reserves in
the banks—couldn't you use the open-market operations?
Governor EccLES. No monetary policy alone by simply attempting
to regulate the volume of money will maintain a stable national in
come or------

Mr. CRoss. I don't say " volume " alone. I mean volume and
velocity. Can't you control it through the rates, loaning of the
reserves, and rediscount rates and open-market operations—wouldn't
that have an effect on the velocity as well as the volume ?
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Governor EccLES. To the extent that a reduction of rates and an
increase in the supply of money would tend to stimulate velocity;
yes. But so long as there is an inequitable distribution of wealth
production which results in excessive saving we will have depres
sions.
Only by pulling back that part of our savings that we cannot
profitably use in new capital goods and using those funds to give
employment to those who become unemployed can we maintain a
balance.
The Government must be the compensatory agent in our economy
through the money system, through the tax system, and through a
public works system*
Mr. REILLY. I think the committee will have to go now. The com
mittee will adjourn now.
(Whereupon, at 11:25 a. m,, an adjournment was taken until
Wednesday, Mar. 13, 1935, at 10: 30 a. m.)
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BANKING ACT OF 1935
WEDNESDAY, MARCH 13, 193S
HOTJSE OF REPRESENTATIVES,
C O M M IT T E E O N B A N K I N G

AND CURRENCY,

Z?. C.

The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. The committee will come to order. Mr. Cross,
you may continue with your examination of Governor Eccles.
STATEMENT OF MABRINER S. ECCLES, GOVERNOR FEDERAL
RESERVE BOARD— Continued

Mr. CROSS. Governor, you may have thought, from my questions,
that I am in a critical mood. I want to say I think this bill pro
vides for a tremendous improvement over what we have, and I think
you are a big improvement over governors we have had heretofore;
so do not think I am criticizing you.
Check money, for all practical purposes, performs the functions
of legal tender money, does it not?
Governor EccLEs. Yes; it does.
Mr. CRoss. The easier credit is, the greater the volume of credit,
and the greater the number of check dollars, the less the dollar will
buy; is not that so? When credit is easy there are plenty of check
dollars, check money, and that means prices are up, does it not, and
therefore the purchasing power of the dollar is down, is it not?
Governor EccLES. That would be expected to follow. The easy
money-----Mr. CRoss (interposing). That is almost axiomatic, is it not?
Governor EccLES. Easy money, through the banking system, by
creating low interest rates----Mr. CROSS (interposing). That is a fact, is it not, that it is axio
matic; that when credit is easy there is a large volume of credit, and
that inevitably means that times are good and prices are up, and
proSts are up, and people are borrowing, and there is a supply of
check money like there was in 1928 and 1929 ?
Governor EccLES. Of course, your general prices go up when means
of payment in the hands of people who will spend increase faster
than production.
Mr. CROSS. Is the proposition I put to you true or not?
Governor EccLES. I think that is generally the case, but it cer

tainly is net always so. Witness the present situation.
Mr. CROSS. Then the tighter credit is, the less credit there is, the
fewer number of check dollars there are; that is true, is it hot ?

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

243

244

BANKING ACT OF 19 3 5

Governor EccLES. Yes; I think that is true.
Mr. CROSS. That being the case, then the more the dollar will buy,
will it not?
In other words, as credit dries up, check money, the purchasing
power of the dollar increases, does it not?
Governor EccLEs. Not always.
Mr. CROSS. Now, Governor, do you not think the velocity theory
of money is more or less a meaningless fiction?
Governor EccLES. No.
Mr. CROSS. Now, along in 1928 and 1929 we had a situation where
our credit money, our check money did about 90 percent of the
trafEc duty of the country, did it not?
Governor EccLEs. I think those were the estimated figures. I do
not know how accurate they are, but that would be approximately
correct.
Mr. CROSS. That is what they put it at, about 90 percent?
Governor EccLES. Yes.
Mr. CROSS. Now, if all of that check money had vanished or dried
up, 90 percent of the money had dried up, the trafEc of the country
had vanished, had it not ?
Governor EccLEs. Unless the deposits were drawn out in currency.
Mr. CROSS. If you have 5% billion in currency, we will say, and
we are talking about the check part of it, and practically 90 percent
of it was gone, then you had left your legal-tender money, which was
about 5 billion, we will say ?
Governor Eccles. Yes.
Mr. CRoss. Now, if nine-tenths of that money was check money;
that is, 90 percent, and you had 45 billions in check and 5 billions in
legal-tender money, and the 45 billion had vanished, it is not to be
assumed that it did not all go out ?
Governor EccLES. I do not know that I understand your point.

Mr. CROSS. If your check money had vanished like the mist—it is
a kind of phatom money, but it does the work of the country in all
its functions. Say that 90 percent of the trafEc was done through
check money, and we will say that is nine-tenths of the total, and
one-tenth of the business was done, we will say, with legal-tender
money, there being nine times as much check money as legal-tender
money, and the check money disappears, and you have only left your
legal-tender money, of course, then 45 billion in check money would
have vanished, would it not!
Governor EccLEs. If it disappeared, that would be the case.
Mr. CROSS. If your credit dried up like the mist, then it would
disappear, would it not ?
Governor EcOLES. Yes.
Mr. CRoss. And if you then had 5 billion in legal-tender money,
and then that 5 billion had kept on performing the duty of trans
ferring the property and the goods of the country at the same speed
at which it was traveling when you had your 45 billion of credit
money, it would have been doing only one-tenth of the amount of
trafEc duty that was being done by the whole amount of credit money
plus the currency or legal-tender money, would it not?
Governor EccLEs. If the total amount of money is reduced by ninetenths, then that one-tenth or the remaining money would be
doing-----
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Mr. CROSS (interposing). Traveling as fast as it always had been,
it would have been one-tenth, would it not!
Governor EccLEs. I do not know whether it would have been
traveling that fast.

Mr. (Stoss. Assuming that it would be traveling as fast as it was
in 1928 and 1929, with the 45 billion gone, it was doing only onetenth of the work; if it was doing the same amount of work after
the crash as before the crash, is not that true ?
Governor EccLES. I f the velocity of the funds does not change, if
the volume is reduced nine times, of course, your volume times
your velocity would be one-tenth of what it was.

Mr. CROSS. Surely; that is simple mathematics.
Governor EccLES. Yes.
Mr. CROSS. Now, is it not a fact that in figuring velocity you
give credit to the work being done by the credit money when times
are good, and the legal-tender money, in fact, is not going any
faster than afterward, except that the credit money vanishes and
you no longer can figure what the credit money is doing to the legaltender money? In other words, you give credit to the legal-tender
money, and when times are good you say the currency amounted
to 5 billions, and it was going at such and such a speed; but you
are giving credit to the legal-tender money for all that is being done
by 45 billions of credit money, are you not? Is not that the way you
count velocity?
Governor EccLES. No; it is not.
Mr. CROSS. How do you count it! You cannot tell how often it
swaps hands.
Governor EccLES. The national income is the number of times
that your volume of money-----Mr. CROSS. Of what money!
Governor EccLEs. All money.
Mr. CROSS. All right.
Governor EccLES. There is no distinction so far as the working
of the money is concerned between currency and checking accounts;
they both perform the same function in the money system. I men
tioned yesterday the difference in the velocity figures.
Mr. CROSS. Let me get this concretely, if I can, so I can under
stand it.
Take, for instance, the situation in 1929. At what velocity do
you say money was traveling at that time ?
Governor EccLEs. What would be termed as the income velocity;
that is, the relationship of money to the national income-----Mr. CROSS (interposing). What was the velocity of money at that
time ? Say we had 50 billion, counting the credit money and the
legal-tender money, what was the velocity at which all of the 50
billion was traveling?
Governor E cci.E S . We had, in 1929, 26.4 billions----Mr. CROSS (interposing). Of all money?
Governor EccLES. Of all money.
Mr. CROSS. Checking-----Governor EccLES (interposing). And currency; that is right. That

eliminates, of course, your interbank deposits. These are the figures
I got from the Federal Reserve statistical division.
Mr. GOLDSBOROUGH. That does not include savings money %
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Governor EccLEs. No; you cannot include savings money any more
than building and loan money.
Mr. CRoss. The checking accounts, plus the legal tender, amounted
to 26 billions ?
Governor EccLES. That is right. The national income was 82 bil
lions, according to the Department of Commerce figures, or, to be
exact, 82 billion 300 million.
Mr. CRoss. What do you understand as the national income %
Governor EccuES. It represents, as I understand it, the income
received in the production of all goods and services*
Mr. CRoss. What do you count as goods?
Governor EccLES. It would be capital goods as well as perishable
goods, buildings, factories------

Mr. CROSS (interposing). And lands?
Governor EccLES. Equipment; no land.
Mr. CRoss. Just buildings?
Governor EccLES. Buildings—factories and equipment; all kinds
of goods. The total volume of bank debits was estimated to be
between 1,000 and 1,200 billion. In other words, the actual turn
over of money was about 40 times a year, I think.
Mr. CRoss. Governor, now you say capital goods, and then you
say the income was 80 billion. Where do you get the income at
80 billion ? What do you mean by that ?
Governor EccLEs. the money value.
Mr. CRoss. Of all capital goods, buildings, and so forth?
Governor EccLES. The money value of what was produced in any
particular year. If in the year 1929 the value of all foods, clothing,
and capital equipment of all kinds produced in that year was a cer
tain amount, that would be income, after the elimination of dupli
cations—for instance, if you start to figure the value of wheat that
is sold to the miller, then the miller sells to the wholesaler and the
wholesaler sells to the retailer. When you take the total check trans
actions, they run between a thousand billion and twelve hundred
billion, and it takes into account all of those relationships. But
the national income only takes into account what is produced, and
by considering it once, and not in the various transactions through
the methods of production and distribution. That is the national
income.
Mr. CRoss. I am getting at the question of velocity. You say you
had 26 billion of all kinds of money. Upon what basis do you
figure the velocity of the 26 billion ?
Governor EccLES. With that amount of money, with 26 billion,
we had a national income of 82 billion, 300 million; or we had there
what is termed an income velocity of 3.12. In other words, the total
volume of our currency and checking account went into the total
national income that year 3.12 times.
Now, we come down to 1933, when the national income was 46
billion, 800 million, and our money had diminished from 26 billion.
400 million to 19 billion, 900 million.
Mr. GOLDSBOROUGH. When was that, 1933!
Governor EccLES. Yes.
Mr. GOLDSBOROUGH. The other year was 1928 ?
Governor EccLEs. The other year was 1929. There was very little
difference between the 1928 and 1929 figures. And with the income
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o f 46 billions, 800 millions and the deposits and currency in exist
ence during that year of 19 billion 900 million, the income velocity
was 2.35. We have not the figures for 1934, but that is expected to
show a decrease. We know that the volume of deposit currency has
been very substantially increased as the result of three factors—the
budgetary deficit, gold imports, and the reduction of currency in
circulation as the result of the dehoarding.
Mr. CRoss. Your gold is all stabilized, is it not?
Governor EccLES. That is right. But the gold comes in from

abroad to take care of the unfavorable trade balances of Europe and
the rest of the world. The only way they have been able to take
care of their unfavorable trade balances is to pay us in gold. There
has been about 1 billion 300 million of gold coming into the country
in 1934. Those three factors increase your deposits. There would
have been a greater increase than that had there not been a shrinkage
of loans and investments of banks, outside of Government bonds.
As I recall the figure, it was around 6 or 7 hundred million dollars.
The result was an increase in deposits and currency by about $4,000,000,000, as I recall the figures.
Mr. CROSS. You say an increase in currency?
Governor EccLES. In deposits.
crease in currency.

I do not think there was any in

Mr. CROSS. As to this billion dollars of gold that comes in here, do
you mean to say that would make an increase of a billion dollars of
backbone or pocket money?
Governor EccLES. An increase in bank deposits in that amount;
yes, sir.

Mr. GOLDSBOROUGH. You said the amount in 1933 was forty-six bil
lion, eight hundred million. Have you the amount in 1934?
Governor EccLES. No; I have not. It is estimated as over fifty
billion, but the ratio of the national income to deposit money will
show up considerably less than it was in 1933, showing that with the
increase in the volume of money there has been a decrease in the
velocity of money; that the increased volume has not increased the
national income in proportion.
Mr. CRoss. What is the increase for 1934 over 1933 ?
Governor Ecci*ES. I have not the exact figures.
Mr. CRoss. In the volume of money?
Governor EccLES. It would just be an estimate. But I think it is

around four billions. That is the increase of 1934 over 1933.
Mr. CROSS. What is the difference between the check money of
1929 and the check money of 1933 ?
Governor EccLES. I do not know just what you mean. You mean
in amount, the actual amount of check money in 1929 as compared
with the check money in 1933?
Mr. CROSS. Yes.
Governor EccLES. There was a difference of 7% billion between
1929 and 1933.
The CHAIRMAN. Let me ask you a question right there, to make
sure I understand it. Do you mean to give the total figures for the
entire country? Are your figures predicated on calculations that
embrace all of our banks?
Governor EccLES. Oh, yes.
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The CHAIRMAN. That is what I understood, but I wanted to make
it clear.
Governor EccLES. Yes; the member and nonmember banks.
Mr. CROSS. You do admit that the dollar as it is today, untied to
any price level, is no measure of value, do you not? In other words,
its purchasing power is constantly expanding and contracting!
Governor EccLES. That has always been true.
Mr. CROSS. You have an exact measure of length, for instance, in
the linear foot; and you have an exact measure of weight in the
pound. You also have an exact measure of volume in a cubic foot.
But you cannot measure volume by weight. You might have two
cubes of exactly the same dimensions, one made of cork and one of
lead, but if you attempt to measure them by weight you would not
get any idea about it at all, would you ? That is a simple question,
it seems to me. I am talking about the simple question of measure.
You could not get any idea as to the size of those two cubes by using
the measure of weight, per pound, could you!
Governor EccLES. No.
Mr. CROSS. One would probably weigh a hundred or a thousand
pounds more than the other.
Now, you attempt to measure the value by the pure unit of weight,
do you not, with so many grains of gold, for instance?
Governor EccLES. I do not think that a Sxed gold content results
in stable prices.
Mr. CROSS. I do not think it does either.

Governor Ecci^s. It never has in the past.
Mr. CROSS. I do not think so, but we put the price at $35 an ounce,
whereas it used to be $20.67.
Governor EccLES. That is right.

Mr. CRoss. So it is no measure of value, is it!
Governor EccMBS. I do not think so.
Mr. CROSS. Now, the only wav to get a measure of value is by a
price level; do you not think so f Do you have any other suggestion
as to a measure of value outside of a price level ?
Governor EccLES. Do you mean by some index Bgure?
Mr. CRoss. Yes; or some wholesale commodity price level.
Governor EccLES. That gives you a measure of value, but it is not
what you want.
Mr. CRoss. It does give a measure of value, does it not?
Governor EccLES. Yes; it does give a measure of value.
Mr. CROSS. Now, if you would tie your monetary unit of the dollar,
as we call it in this country, to the price level, you would get a
measure of value, would you not?
Governor EccLES. I do not know just how you would tie a mone
tary unit to the price level.
Mr. CROSS. I say, if you do do it.

Governor EccLES. Yes; if you can.
Mr. CRoss. I am saying, if you can you would get a measure of
value. As it is, you have not any measure of value. Do you know
of any other method by which you could approach a measure of
value %
Governor EccLES. I think that a stable price level is a desirable
objective.
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Mr. CRoss. I know; we are talking about the price level. What
other way is there!
Governor EccLES. I should not say that I know of a way to get a
stable price level, and at the same time get a stable business condi
tion, which is a condition of full employment and prosperity.
Mr. CRoss. O f course, that is what we all want to do, if we can.

Let me ask you this question: As the result of this instability,
fluctuation, expanding, and contracting in the purchasing power of
the dollar, and consequently affecting the earning power of a dol
lar, credit, or credit money, or check money is very sensitive, timid,
and easily affected by any economic disturbance, is it not!
Governor EccLES. I do not think that check money is more sensi
tive than any other money.
Mr. CRoss. All right. Any kind of money is sensitive, is it not;

any other money, like legal tender!
Governor E ccL E S . Yes; that is right.
Mr. CRoss. I f you can stabilize it on a price level, it will become
a dependable measure of value and relieve credit from the insta
bility and constant fear to which it is now subject, will it not!

That is, if a man knows that he will know that he will have a
dollar to spend in the aggregate, and would take into consideration
the figures you use in determining the wholesale commodity price
level, and he knows it will hold up the purchasing power and the
value, would not that tend to stabilize and give confidence?
Governor EccLES. I think it would.

Mr. CROSS. The only method by which we know how t o d o that
are the levers you have in this bill, rediscount and open-market
operations.
Governor E cci*E S . Open-market operations, yes; that is right.
Mr. CRoss. Now, with those three levers, do you not think you
could approximate holding the purchasing power of the dollar stable
with the price level!

Governor EccLBS. Insofar as that can be done through monetary
action, I think you could accomplish that.
Mr. CRoss. We know of no other action----Governor EccLEs. In that connection let me read a short state
ment I have here which seems to me to cover this question.

Professor Olin, a Swedish authority—and they have possibly had
more experience in this question of managed currency-----Mr. CRoss. He has not had a long experience because this just
started recently.
Governor Eccn:s. That is true of the entire world. As a, mat
ter of fact, as to the problem of central banking and money manage
ment, there is plenty to learn about it. There is no country which
has had any experience for any great length of time.
Mr. GOLDSBOROUGH. There is plenty to unlearn about it, is there
not!
Governor Eccuss. About the question of managed money!
Mr. GOLDSBOROUGH. About the way to handle central banks. Can
you answer that!
Governor E ccL E S . I do not know enough about the history of
central bank operations. Of course an automatic gold standard has
been a guide in the operation of the world's banking system in the
past, up to the time of the war.
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Mr. CRoss. Controlled banking, was it not ?
Governor EccLES. Very largely.
Mr. CRoss. I wish you would read that book written by an
Englishman.
Governor Ecci^s. This man says, after surveying the Swedish
experiment in an article in index, volume 8, that—
A business cycle policy that aims at as full and regular a utilization o f the
productive forces as possible, that is a maximization of the real national income
per head of the population over a long period, is bound to take many other
factors into account besides the development of prices; that is to say, it can
not be based on the idea of stabilizing any particular price level, especially if
the latter has been brought by an immediately preceding depression, but of
equilibrium with the other parts of the price system.

Mr. GOLDSBOROUGH. Which means that there are two factors: One
is the factor of a scientific monetary system and the other is the
factor of distribution of production. That is what he is talking
about, is it not ?
Governor Ecci^s. That is right; I agree with that.
Mr. CRoss. My idea is that this bill is all right, except that there
are two amendments we ought to have.
I think it is up to Congress to provide for the regulation of the
value of money, through our agent, which is the Federal Reserve
Board.
And since, as I think I showed here yesterday, the member banks
are in the business of making money, and the 12 Federal Reserve
banks have that idea, too, and as Governor Harrison, of the New
York Federal Reserve Bank, said, the very time the Federal Reserve
Board wants to hold down inflation or credit, the banks insist on
expanding it, and the very time the Federal Reserve Board wants to
boost credit, the banks tend to shrink and contract it. As long as
they own the stock of thp Federal Reserve banks, with their class A
and class B directors, with all those influences working, I am afraid
there will be cross-purposes, and I think they should be in a posi
tion, without any outside influence, to act for the whole people all the
time. That is why I believe that the stock should be taken over and
owned by the Government in those Federal Reserve banks.
Another amendment which I think should be adopted is this: I
think we ought to give them a goal to work to. It is the best we
have got; it might not be a perfect compass, and no doubt is not by
any means; yet I think we ought to have some kind of a price level,
whether you take 50 or 100 commodities, or 784, or use the economists'
index, we ought to have some goal set for them to anchor on. We
can try it, and if it does not work we can change it.
I notice that England has let the pound slide down, no doubt with
the idea of getting constantly under our dollar, giving her the advan
tage. I think we ought to take 20 percent above the wholesale com
modity price level of 1926. If we take that and go very little below
that, I think we should do it,-because if England or any other country
is constantly trying to slide under us and cheapen their money to
give them an advantage in the export trade, I think we should Se in
a position where we can follow along with them.
But I am sold on the question of tying the dollar to the price
level within a certain latitude.
Then I will tell you another thing I think about this bill, at least in
connection with the psychological effect. You have 40 cents on the
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dollar back of the Federal Reserve note, and I think if you would
make it, say, 35, and provide, say, for 10 cents in silver certincates, you
would be taking a wise step.

I realize if you can have stabilized and controlled currency you do
not need any metal at all, except as a matter of foreign trafRc. But as
long as the balance of trade is in our favor we do not even need that
because they have to be constantly buying money to pay for our goods*
Of course, if we become an importing nation and the balance of
trade is against us, we would have to use a different currency.
Governor EccLBS. As to this question of fixing the price level in the
bill, I personally would not like to see that. I would suggest that, in
lieu of a fixed price level ^something of this sort might be put in the
bill, as indicating the direction or objective to which the Federal
Reserve Board would be required to reach:
It shall be the duty o f the Federal Reserve Board to exercise such powers as
it possesses to promote conditions making for business stability and to mitigate
by its influence unstabilizing fluctuations in the general level o f production,
trade, prices, and employment, so far as may be possible within the scope of
monetary action.

Mr. CROSS. That is a lot better than what we have in there now.
Mr. CroLDSBOROUGH. Would you feel like including in that a state
ment indicating that the Board should also direct its attention toward
using its power in such a manner as to absorb the unemployment?
You have done that in a way, but it is not quite clear.
You know there are experts who I think are worthy of attention
who claim that you can use monetary powers in such a way as to
absorb unemployment to a certain point, and that when you do that
you then have notice that you have raised your price level to the
proper position.
I am wondering if you could put some sort of legislative direction
as that in what you have said. I think myself you have done very,
very well in what you just pointed out as a possible amendment.
Governor EccLEs. I am trying to avoid a rigid requirement in the
law that may be impossible of accomplishment, and nence may cause
embarassment. I would like to see enough Hexibility in the law; be
cause I do not believe that we can deal with our money, economic and
social problems, and they are all interrelated, as an exact science.
You have too many emotional factors to contend with, and when you
talk about the problems of business stability, stable prices, full em
ployment, and so forth, you have to take into account factors other
than purely the mathematical or mechanical factors of money.

Mr. GOLDSBOROUQH. Will you read that proposed provision again ?
Governor Seems. It says:
It shall be the duty o f the Federal Reserve Board to exercise such powers
possesses to promote conditions making for business stability and to miti
gate by its influence unstabilizing fluctuations in the general level of produc
tion, trade, prices, and employment, so far as may be possible within the
scope o f monetary action.

as it

Mr. GOLDSBOROUQH. You are stating the objectives.
Governor EccLES. That is right.
The CHAIRMAN. The present law was designed, of course, to pro
mote sound business conditions and laid down a guiding rule of pol
icy somewhat along the line of your suggestion, although not so
comprehensive.
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Under the present law the language is:
The board o f directors shall administer the affairs impartially—

And so forth—
and extend accommodations such as may be safely and reasonably made, with
due regard to the claims and demands o f other banks, and to the requirements
c f industry, commerce, and agriculture.

It is not so comprehensive, but it is in the law, and to a certain
extent it is a recognition of the ends to be desired.
Personally, my view is that you have expressed the true policy,
and that is to take the general results that would be desired as the
guide and standard of activities.
In connection with Mr. Cross' inquiries, what is the relation be
tween actual currency, or Government currency, or Government
money, and check money and its velocity?
Governor Ecci^s. So far as their functioning and purchasing
power are concerned, there is no difference. They serve the same
purposes as a means of payment. Currency is used largely as a
matter of convenience in meeting pay rolls, in retail buying by the
man with a small income, where the checking account is too ex
pensive, or is not wanted. Even in cases where checking accounts
are used, particularly is it true now with service charges and the
check tax, people will cash checks for a larger amount and pay bills
with currency rather than pay all bills with small checks. The use
of the check has been greatly diminished.
The CHAIRMAN. What I am undertaking to develop is the neces
sary part that must be played by actual money in the present scheme.
Governor EccLES. I do not know that I quite understand you, Mr.
SteagaH.
The CHAIRMAN. We cannot get away entirely from the use of
actual money, even though we do 90 percent of our business by the
use of bank checks.
Governor ECCLES. That is right. We possibly use the bank check
more than any other country.
The CHAIRMAN. As we cannot rest our banking structure entirely
on air, we have to have a basis for that. What I am directing your
attention to and asking you to discuss is the proper basis, and the
necessity for it; how far the development of a sound bank-check
currency must rest upon the use of actual currency and the oppor
tunity to redeem the bank check in actual currency.
Governor EccLEa. Of course, a bank has to be in a position to
pay its deposits in currency. At one time it was required to pay it
in gold, and of course we know what trouble that got us into. The
bank is required to pay the deposit in currency. We found that,
while banks were closing and the great deflation was going on, that a
great many people and corporations wanted their deposits in cur
rency, to such an extent that the amount of currency outstanding
passed the all-time record of the use of currency, even when busi
ness was very active. It exceeded over seven billions of dollars, at
a time when our business activity was about 50 percent of what
it normally is, showing that a very substantial amount of that cur^
rency was not drawn out for current or immediate use but was
drawn out for fear of loss through bank failures, to be held in safe
keeping. We must prevent bank failures so far as is humanly
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possible. When people found they could get their money if they
wanted it, confidence was reestablished in the banking system, and
the amount of currency outstanding greatly diminished.
The CHAIRMAN. You say we got into trouble under the system
under which we had to redeem everything in gold. Just what do
you mean by that!
Governor EccLEs. I mean that when people demanded payment in
gold, since gold was used as a reserve for our money system, it did
not take the withdrawal of very much gold to force a suspension of
gold payments and to put an embargo on gold.
The CHAIRMAN. Let me ask you this question, " Were we forced
to suspend gold payments? "
Governor EccLES. Yes; I think we were, not only because of with
drawals but also because of our price and debt structure and the
measures that were absolutely necessary to correct it*
Mr. CRoss. Gold was leaving the country very rapidly, was it not!
Governor EccLES. Yes; it was leaving the country very rapidly;
not only that, but it was being drawn out by corporations ana indi
viduals at a rapid rate.
The CHAIRMAN. When we suspended payment we had an un
precedented amount of gold on hand, did we not!
Governor Eccn:s. At the time we suspended we had lost a great
deal of gold.
The CHAIRMAN. We had lost a great deal of gold, but we still had
more than half of the world's gold, did we not!
Governor EccLES. No; we had about 40 percent of it.
The CHAIRMAN. But we had certainly something like a third—an
undue proportion of the world supply.
Governor EccLES. But at the rate at which it was being drawn out
it was evident that we might soon reach a position where it would
be necessary to dispense with gold payments and put an embargo
on, and therefore, why permit a preierence to those people and cor*
porations who demanded payment in gold!
The CHAIRMAN. Had we not always been able, by the use of Gov
ernment credit, to get our hands on all the gold we needed to redeem
the outstanding gold obHgations! I do notmean it was a desirable
thing to do; far from it; that is not my view of i t I am simply
stating the facts.
Governor EccLES. We had panics in the past where we could not
even pay in currency, up until the time we got the Federal Reserve
System set-up, I remember the panic of 19W, when they suspended
pa
'
"
* -house certificates.
difficulty in redeeming the
currency m gold, was there? Of course, we have always had occa
sion when quite a number of banks could not pay out any kind of
money because they could not get it. But there never was anv time
in those situations when there was any difficulty about exchanging
currency for gold, if you wanted it!
Mr. GOLDSBOROUGH. In the panic of 1873 the gold reserve was
depleted.
Mr. CRoss. And there is always a vast difference between dollars
and commodities. The whole world was trying to get back, and the
whole world was scrambling for it.
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The CHAIRMAN* I am speaking about what did happen when Mr.
Cleveland was unable to get gold.
Governor EccLES. I think he negotiated a loan with Mr. Morgan.
The CHAIRMAN. As a matter of fact, we maintained our gold
standard with $150,000,000, did we not ? That leads to this question:
I am not one of those who think that our gold-standard system was
ideal; that is one of the things I think it might be said we had to
unlearn. Whether we have learned anything or not, I will not at
tempt to say.
But I think it will be agreed that is one of the things we have
unlearned.
But I was going to ask you this question: Why was it we could not
redeem in gold? Why could we not go along with that system?
Why was it not safe to continue it? That is what I am talking
about.
Governor EccLES. For the reason that----The CHAIRMAN. Is not this the fact, Governor, that the trouble
was there was not enough gold ?
Governor EccLES. Oi course, there was not a fraction of enough
gold in this country or in the world to meet the gold obligations.
The CHAIRMAN. We did not have enough gold.
Governor EccLEs. Not a fraction of enough to meet the obliga
tions, but that is always the condition. It works all right so long
as no questions are raised about redemption but in case of panic there
is not enough gold and payments have to be suspended.
The CHAIRMAN. Let me ask you another question. Was not that
the chief difficulty with the banks when they found themselves in
the situation where they could not meet their obligations in currency,
that the currency was too scarce ?
Governor EccLES. No; the currency was not scarce, because the
banks had assets with which they could go to the Federal Reserve
System and get credit, and they could have drawn down currency.
There was no shortage in the amount of currency available to a
bank, if the bank had assets acceptable to the Federal Reserve bank.
The CHAIRMAN. That is the point. The fact was they had de
posits, as you have said, I think, amounting to 26 billion, or say
25 billion in round figures, that were in the nature of demand obli
gations. But they had only a trivial amount in comparison to their
deposit obligations of assets upon which they could apply for and
obtain actual currency; is not that right?
Governor EccLES. That is right.
The CHAIRMAN. And the fact was^ as against 25 billion dollars
of demand-deposit obligations for which the banks were responsible,
they had only in the country something like 5 billion dollars in
which to meet that responsibility. And for all their cash o b l a 
tions in the Nation they had only such a portion of actual eash that
they could have paid, plus their discountable or rediscountable
paper, and the amount of rediscountable paper had gotten to the
point where it was trivial as compared with the amount of obliga
tions they had.
Governor EccLEs. Oh, yes; and the amount of rediscountable
paper, even in 1928 or 1929, was only a fraction of the total deposit
liability.
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* The CHAIRMAN. As a matter of fact, the banks now owe deposit
obligations that I believe you say amount to about 25 billion.
Governor E ccL E S . That is , demand obligations*
The CHAIRMAN. The amount has increased from 19 billion to 25
billion of demand obligations outstanding against the banks!
Governor E ccL E S . That is right.
* The CHAIRMAN. And they have available today to meet those
demands something like three-quarters of a billion dollars of actual
money; is not that about right %
Dr. GoLDENWEISER. You mean cash in vaults!
The CHAIRMAN. Yes.
Dn GoLDENWEisER. That is about right.

The CHAIRMAN. That is what I am talking about. That is a
fair way to state that position, is it not!
Dr. GOLDENWEISER. No.
The CHAIRMAN. Of course, they have in addition to the cash
available to them their privilege of obtaining currency on their
assets, which is still limited to a certain quality of assets.
Governor E ccL E S . Besides the cash value which they have in their
vaults, they have their balances in the Reserve banks, which are the
equivalent of cash, the reason being that they can draw down cur
rency against those balances with the reserve banks, and those bal
ances today are over 4 billion dollars.
The CHAIRMAN. Then they would be entitled to have Federal Re
serve notes issued.
Governor E ccL E S . That is right; against those balances.
The CHAIRMAN. That is, their excess balances ?
Governor EccLES. They are required, of course, to carry a min
imum balance.

The CHAIRMAN. But they could not utilize that.
Governor E ccL E S . They could draw down their currency against
their excess balances, but they would be penalized if their balances
were below the legal requirements.
The CHAIRMAN. Which, of course, means that the legal require
ments could not be utilized, as a practical proposition.
Governor E ccL E S . Yes. It could be utilized subject to the pay
ment of a penalty for any deficiency in reserves.
The CHAIRMAN. So they would be limited to their excess balances
and their cash on hand, and such paper as they would have upon
which they might obtain currency.
Governor EccLES. That is right.
The CHAIRMAN. Does it not follow that the banks found them
selves in diSiculties in undertaking to meet their demand obligations
growing out of the scant supply of actual currency, as compared with
the demand upon that supply, not alone by the banks but demands
from various sources in the Nation!
Governor EccLES. The banks found that they were unable to meet
their deposit liabilities in currency because of the lack of assets
which the Reserve banks would accept. That reduced the amount
of currency that they were able to pay out, and the very fact that
many of them were unable to meet that demand caused the whole
Nation to want to convert their deposits into currency.
As soon as the people found that they could get their deposits in
currency, as the result of the emergency banking act of 1933 per
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mitting the banks, not only the member but also the nonmember
banks, to get credit, and hence currency from the Reserve banks
upon all of their sound assets, the people of the country did not want
their deposits in currency. The reverse action developed and the
currency which they had wanted when they thought they could not
get it began to come back into the banks and increased the deposits
of the banks by an amount of from a billion and a half to two
billion dollars.
So that it seems to me that the lesson that that experience should
have taught is that the Federal Reserve Board should have some
discretionary power in the making of rules and regulations that
will permit the Federal Reserve banks to accept the sound assets
of banks and thus stop what otherwise would be a repetition of
what we have had in the way of a credit contraction and the re
duction of our deposit money.
The CHAIRMAN. Governor, it is unquestionably true that we have,
to a large extent, restored conRdence in the banks, and money in
hoarding, and no doubt considerable sums that have been with
drawn for legitimate uses, because of the distrust of the banks, has
been returned to the banks.
But does not that result mainly from the insurance of bank
deposits %
Governor EccLBS. I think that is a very important fact.
The CHAIRMAN. Let me ask you another question.
Governor Ecci^s. I think that is particularly— ^
The CHAIRMAN. We will not have accomplished much, no matter
how fully we accomplish that, if we only succeed in restoring con
Rdence in banks so that the public will leave its funds in banks
That would ^e a thing to be desired, and it seems to me a thing
which the public has a right to expect, but that would be a long
way from accomplishing what we need in this country, to bring
about a revival and recovery of normal business conditions; is not
that right?
Governor EccLES. Yes; that is right.
The CHAIRMAN. It is a fact, is it not, that we did Rnd the banks
in a condition where their demand obligations were so great that
they had no way on earth, with the limited amount of cash or cur
rency available to them, to meet their demand obligations. Even
though a bank might be solvent, the practical situation was that
there was no way for the bank to get enough currency to meet its
demand obligations. That was the situation that existed in many
cases, was it not!
Governor Ecci^s. That is right.
The CHAIRMAN. That is the situation that confronts us and for
which we must Rnd a remedy if we are going to make it possible to
bring about business recovery and the normal use of banking credit
to support business in the United States; is not that right!
Governor EccLES. That is right.
The CHAIRMAN. And this is also true, is it not, that the emergency
plans embodied in the emergency legislation which we passed in
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1932 have certainly failed to accomplish those desirable results, have
they not ?
Governor EccLES. I think that is the only conclusion one could
reach, from the present evidence.

The CHAIRMAN. Those provisions are so hedged about, even though
under the law, under the act of 1933, as it was finally written by
an amendment that extended to nonmember banks the privilege of
having their sound assets treated as eligible for advances by the
Federal Reserve banks, and as a basis for the issuance of currency,
the rules and regulations were so hedged about, the law being a
temporary measure, and being tried out as an emergency measure,
was not enough to reassure the banks that they were free to go ahead
and use their credit facilities freely for the support of business
and to promote recovery.
Governor EccLES. An abundance of excess credit is available in
the banking system. Excess reserves are sufficient at the present
time for the banking system, as a whole, to extend credit to an
amount in excess of 20 billion dollars, without the banking system
as a whole having to use its rediscount facilities with the Reserve
System. Interest rates are at possibly an all-time low level. The
discount rates of the Reserve banks have been steadily reduced until
at the present time none of the banks have a rate in excess of 2 or 2%
percent.
The amount of the excess reserves held by the banks, the low dis
count rate, and hence the low rates that are prevailing for commer
cial paper, for high-grade bonds, industrial and municipal, and for
Government securities, are indicative of the excess supply of money
and credit in relation to the demand for it, on a basis largely of
short-term credit.
In order to expand the use of money which is necessary for
recovery, either those holding deposits in banks must be willing to
spend their funds, which would increase the velocity of the total
existing deposits, or borrowers who can command bank credit must
be willing to go to the banks and borrow funds which they will
spend, or a combination of both is necessary.
If, in the first instance, owners of funds spend their funds, yon
would get an improvement in business through an increase in the
velocity of the existing deposits. If new loans are made you would
then get an increase in the volume of money as well as an increase
in the velocity of money. In the absence of an increase in the
velocity of the funds held by the banks, or an increase in the volume
o f private credit extended by the banks, the Government has been
required to inject into our system through using its credit an in
creased How of funds. Government spending has the same effect
as private spending. It is somebody's income. Every one's spend
ing is somebody else's income.
The CHAIRMAN. Let me ask you a question right there. Do you
think Government spending has the same effect as private spending!
Do you think you want to adhere to that statement upon rejection?
Governor EccLES. From the purely monetary standpoint-----The CHAIRMAN. As far as the actual transaction is concerned;
but as far as the psychological effect is concerned, and the effect
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upon a lot of men who want the money spread into their business,
it would be a different matter would it not?
Governor EccLES. It may be. It is, of course, desirable to have
private spending instead of having Government deficits.
The CHAIRMAN. In that connection, let me ask you this question:
In reference to the matter of farm-land values, we have put a certain
amount of support under farm-land values by the assistance that
has been extended by the Government. But the average citizen who
might have some idle cash and might want to invest it for his
children does not know how long that policy will continue, or when
that support will be withdrawn, and in such an event, what effect
it would have on bank values. But if this support was given in a
normal way so a citizen would expect it to be maintained and to
endure, he would have a different mental attitude toward the situa
tion, it seems to me.
Mr. CRoss. The difference, as I see it, is that money put up by the
Government in enterprises that would not come in conflict with the
activities of private business would cause those who receive wages
from that activity with the Government to spend money with the
merchants and others, but it does not affect the feeling or help the
condition. Everybody feels like the Government has to quit some
time somewhere, and therefore they remain nervous.
I f private enterprise should take up this unemployment people
will feel as if that is natural and normal. If you could get prices to
where private enterprise could make a profit, I do not see how the
credit you are talking about will be used, because neither the fellow
will borrow, nor would the bank be foolish enough to loan; but you
have to get prices to where a man can get a loan and can sell his
products and make a pro6t and pay it back. Of course, that means
the employment of labor, and that means spending power.
I know we are in a jam^ and it is hard to get out. Of course, we
can dig and dig, and get right back to where we 6nd ourselves in the
mud. But I do believe if we could get prices back we will be going
ahead.
Governor E ccuE S . The only way you could get prices back is
through increasing the means of payment in the hands of the people
who will spend faster than you increase production. To get them
back any other way means to get them badk through an artificial re
striction of production or the fixation of prices, which are not de
sirable ways to get prices up. In other words, to raise prices and
reduce production does not add anything to the national wealth.
Mr. CRoss. We are in this situation. You have a fixed indebted
ness on the people. You say that Tom, Dick, and Harry own these
buildings in this city. They do not. In the courthouse you will see
a paper title in their names. But there is a mortgage against it, and
under present prices, with the taxes they have to pay, they do not
own anything. They are mere interest-paying tenants. That is all
they are, struggling like the dickens to pay their rent to the fellow
who owns the mortgage.
The dollar has so increased in its purchasing power that it takes
twice as much for him to get the necessities and comforts that he has
than he had to pay before, and with the taxes he has to pay now
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he is up against it. Unless we can get it to where he can pay back
with the same kind of dollar that he borrowed, I do not see anything
ahead but a general liquidation, and possibly a revolution.
Governor E c c L E S . Of course, there are two ways out of depressions,
it seems to me. One is through the process of liquidation and
bankruptcy.
Mr. CROSS. Then there may be a revolution.
Governor EccLBS. The other is through an inflationary process.
We went through a period of liquidation and bankruptcy as a result
of allowing nature to take its course until we had extinguished a
third of our deposit-money supply and until we had 15 or 16 million
people out of employment, and until the quoted values of the
resources of America were less than the debt. In other words, we
liquidated down to a point where we had created a condition of
general insolvency as measured by the ability of the people through
the national income to support the debt structure.
The deflation was finally stopped because of the unrest and because
of the suffering caused thereby and because it not only was affecting
the debtor but the creditor was equally affected. The corner of
completing the job of deflation was so hot that it could not be
turned, and there was only one other course open. In order to save
the system of capitalism and to maintain order, the Government was
forced to step in, even under Mr. Hoover.
The first effort was made through the organization of the Recon
struction Finance Corporation, not for the purpose of directly reliev
ing unemployment but for the purpose of using Government credit
to support, through further debt, the railroad system, the banking
system and the insurance structure, all of which was very necessary
to support.
That action did not meet the problem of unemployment. It was
an effort to support the private credit structure through the use of
Government credit.
That action, plus similar actions by the Government through other
credit agencies which have been set up and have not been inflation
ary—I mean the Home Owners' Loan Corporation, the Farm Credit
organization, and the Reconstruction Finance Corporation—stopped
deflation. The greatest portion of Government credit which has
been used during the depression is not of an inflationary nature, be
cause it is simply a question of transferring the debt from where it
is to a Government agency.
The CHAIRMAN. And by that process it did stop deflation!
Governor EccLES. Yes; that process stopped, or at least checked
deflation. The condition of inflation has to come about through the
increase in the volume and velocity of money either by Government
spending or by private spending, or by a combination of both.
Mr. FoRD. Would not ^reflation " be a better term!
Governor Ecci*ES. Yes. The difficulty is that so many people,
when you say " inflation ", think it is something unsound; they think
of worthless money. What I mean is that a rise in the general price
level, in employment, and improvement in the business situation,
from wherever it is, would be inflation, no matter how small the
extent.
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The CHAIRMAN. Let me suggest that you just use the word politely
and call it " expansion."
Mr. CRoss. They debated until they got into this condition. Now,
if you go back to where we were, would we not simply be relating,
or expanding?
Governor EccLES. " Expanding " or " relating "—I do not care
what the term is. I think it is a question of what is meant.
Mr. CROSS. It ought to be controlled ?
Governor EccLES. Absolutely; it is very important, of course, that
it be controlled, and with the private banking system, with the excess
reserves now available, if the credit expansion should commence and
continue with the use of the present existing reserves, you could
get a business activity and a price level substantially higher, I think,
than we had in 1926, 1927, 1928 or 1929. You would have an in
crease in your total deposit money; or, in other words, your total
deposit money would be increased beyond any amount that we ever
had before.
Mr. CRoss. We know that, Governor; but do you not think that
by these levers that have been put in this bill, as you have it, jby
your control over the reserves, the rediscount rate, and so forth, you
could take the situation in hand any time so that you could control it!
Then, too, is it not much easier to control inflation, to stop things
from going up, than to stop deflation after it has once started ? As
one of the Governors who testiBed here before told us, whenever you
attempt to stop deflation, it is the hardest problem with which you
have to deal.
Governor EccLES. I think that the control of inflation is a far less
difficult problem than the control of deSation. We have had a good
deal of talk for a year or two about the fear of inflation. If mere
was any real fear of inflation, it would be evidenced by an increase
in equities. Stocks would be going up instead of down, high-grade
bonds would be going down instead of up, and the interest that
would be paid on long-term municipal, Government, and other se
curities would be increasing rather than decreasing. Likewise, realestate values would be rapidly increasing, and rents would be
going up.
In other words, if there were a fear o f inflation that we hear so
much talk about, money would be shifting from deposits into things,
and there would soon come a demand for increased credit, because
it would be profitable, with things going up, to use credit to buy
things.
Mr. CRoss. Every time a statement is given out, purporting to
come from the White House, that there is or will be no inflation,
down drops the stock market and everything else.
I f you nave any influence over there, I wish you would stop them
from doing that. [Laughter.]
Mr. FoRD. Is not the situation that you are describing there one
of fear on the one hand and cupidity on the other! In a deflation*
ary period, everybody is shivering; and in a boom period, every
body is overconfident and wants to get more. As I said, you have
cupidity on the one side and fear on the other. You step from one
stage to the other, do you not!
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I am not criticizing that cupidity; that is human nature; but
that is what it amounts to.
Governor EccLES. You have, of course^ a lack of conRdence on
the part of a good many people, and a timidity; but on the other
hand, if they feel sure of inflation, that these things are going up,
the natural result is that they would buy things in order to make a
proRt.
The CHAIRMAN. It is 12: 30, and I think that this would be a good
time to recess.
Governor EccLES. I would be glad to have the Federal Reserve
furnish to the members of the committee mimeographed copies of
the Rrst 3 days' hearings.
The CHAIRMAN. That will be very helpful. We will appreciate it.
Governor E c c L E s . And also, when I have Rnished here, or the
hearings have been Rnished, I will be glad to furnish the members
of the committee with a complete brief, just as I have it here, of
every phase of this legislation.
The CHAIRMAN. All right.
We will meet at 10:30 tomorrow morning.
(Thereupon, at 12:80 p. m., a recess was taken until Thursday
morning, Mar. 14,1935, at 10:30 a. m.)
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BANKING ACT OF 1935
TH U R SD A Y , M A R C H 14, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

Z7. C.

The committee met at 10:30 a. m., Hon. Henry B. Steagall
(chairman) presiding.
The CHAIRMAN. The committee will come to order. Mr. Eccles,
you may continue your statement. Mr. Cavicchia desires to ask you
some questions.
STATEMENT OF MARRINER S. ECCLES, GOVERNOR FEDERAL
RESERVE BOARD— Continued

Mr. CAviccHiA. Governor, I think the other day I asked you to tell
me the amount of mortgages held by member banks. I understand
that amount has already been inserted in the record, namely,

$2,270,000,000.
Governor Ecci^s. Yes; that is right.
Mr. CAVICCHIA. The bill before us, as I understand it, authorizes
the national banks to lend on amortized mortgages up to 75 percent
of the appraised value; am I correct ?
Governor ECCLES. That is the limitation put in the bill; but I
made the recommendation that the Federal Reserve Board be given
the power to make rules and regulations governing mortgages to be
t&ken by member banks, in lieu of the 75 percent and 60 percent
limitations in the bill.
Mr. CAVICCHIA. What do you mean by 75 percent and 60 percent!
Governor EccLES. Seventy-Bve percent of the appraised value of
the property and 60 percent of the amount of the time deposits.

Mr. CAViccHiA. One of the reasons given for the banks' inability
to meet the demands of the depositors, Governor, in this crisis we
have been going through in the last 5 or 6 years, was the fact that
they had so much of frozen assets on hand. Do you not think that
if you give authority to the banks to lend on mortgages on a higher
percentage than they have been loaning on heretofore that you will
make it still harder for them to meet the demands for payments in
case we should have another crisis!
Governor E ccL E S . I feel that the liberalization of the mortgage
provision should be considered in connection with the modiRcation
of the eligibility changes in the legislation. It seems to me that
nnless the eligibility provision be liberalized, permitting the Federal
Reserve banks to loan on sound assets in order to meet conditions
of delation, then the banks should be prohibited from loaning on
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5-year 50-percent mortgages. They should be prohibited from loan
ing on or purchasing any bonds the maturity of which runs beyond
6 months or a year.
Mr. CAviccHiA. You think that it is the short-term mortgages that
add to a feeling of fear?
Governor EccLES. No; what I think is this, that the banks, having
only 12 percent of their loans and investments eligible in 1929, and
those eligible assets not equally distributed throughout the banking
system were not able to meet a substantial contraction of credit with
out many of them being forced to the wall and without forcing the
payment of loans as they fell due.

There should be no more objection to the long-term amortized
mortgage as proposed in the bill than to the 5-year straight 50percent mortgage, which has been permitted for a period of 20
years, or to the investment in securities of all kinds without regard
to maturity.
It is interesting to note as to the banks which closed throughout
the country, and I understand that it has been shown by investiga
tion, that the greater number of bank failures was in the area—
and this is according to Federal Reserve districts—where the small
est amount of real-estate mortgages were held by the banks. The
area where the larger percentage of real-estate mortgages was held
by the banks was where the percentage of bank failures was the
smallest.
It is found that the investment in securities—in bonds—has a
very close relationship to bank failures.
Mr. CAviccHiA. That leads me to ask you this question: I think
you will agree with me that the decline in the value of real estate
has amounted to perhaps 25 percent or more during this crisis as
compared with what it was in 1923, 1924, and 1926. Do you agree
with me on that!
Governor EccLES. Yes; I think there is an average delation of

real estate of at least 25 percent.
Mr. CAviccHiA. So that if a bank loans up to 75 percent of the
appraised value on a mortgage, and then there should be a depression,
that 25 percent equity would be wiped out overnight, would it not?
Governor EccLES. It would be wiped out over the period that it

took to bring about a delation of that amount.
Mr. CAVACCHiA. It will not be as good a security as a mortgage
based on 50 percent, because if there is that difference there will
still be a leeway there.
Governor EccLES. I think that is correct, with this exception:
That in the case of the 50-percent straight mortgage, which is now
permitted, the owner-----Mr. CAviccHiA. What do you mean when you say " which is now
permitted "?

Governor EccLES. The law now permits a mortgage of 50 percent
of the appraised value—up to 50 percent of the time funds.
Mr. CAviccHiA. Is that in the law now!
Governor EccLES. That is in the law now, and it has been there
for 20 years.
Mr. CAviccHiA. You say "tim e funds"?
Governor ECCLES. That is right.
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Mr. GOLDSBOROUQH. I think you are mistaken about the 20 years.
I know that Mr. Steagall and I fought the inclusion of a more
liberal provision in the banking act for years and years, and I have
only been on the Banking and Currency Committee for 15 years.
The CHAIRMAN. We liberalized the provision in the McFadden Act
of 1927.
Governor EccLES. You might have liberalized it, but they have
been making real-estate mortgages for 20 years. I was incorrect in
stating that the present provision has been there for 20 years.
Mr. GOLDSBOROUGH. They were not allowed to carry real-estate
mortgages before 1926.
Governor Eccuss. There is a provision in the original Federal
Reserve Act.
Here is the provision of the original Federal Reserve A ct:
See. 24. Any national banking association not situated in a central reserve
city may make loans secured by improved and unencumbered farm land, situ
ated within its Federal Reserve district, but no such loan shall be made for a
longer time than Rve years, nor for an amount exceeding Rfty per centum o f the
actual value o f the property offered as security. Any such bank may make
such loans in an aggregate sum equal to twenty-Rve per centum of its capital
and surplus or to one-third o f its time deposits and such banks may continue
hereafter as heretofore to receive time deposits and to pay interest on the same.
The Federal Reserve Board shall have power from time to time to add to
the list o f cities in which national banks shall not be permitted to make loans
secured upon real estate in the manner described in this section.

Mr. CAviccHiA. That was confined to farm lands, as you read it.
Governor EccLES. Yes.
The CHAIRMAN. Just a moment. This seems to be chasing niceties
rather than principles. Dr. Goldenweiser, can you give us off-hand
the history 6f this legislation?
Dr. GoLDENWEisER. I think Mr. Wyatt can answer that question.
Mr. WYATT. I cannot give you the details off-hand, but that sec
tion has been amended a number of times and all the amendments
were in the direction of greater liberality. The last extension of it
was in the McFadden Act of February 25, 1927.
Mr. GOLDSBOROUGH. My memory is that Mr. Steagall and I fought
that for years and years and years, and finally we were steam
rollered in 1927. I also know that this Congress has spent a large
part of its time in the last 2 years bailing out the banks that accu
mulated these real-estate mortgages over our protest.
Mr. WYATT. That section was amended twice: Once by the act of
September 7, 1916, which was in the direction of greater liberality,
and authorized loans on city real estate as well as farm land. It was
amended again by the McFadden Act of February 25, 1927 which
authorized loans on city real estate for 5 years, instead of 1 year,
removed the prohibition against banks in certain reserve cities mak
ing any real-estate loans, and increased the aggregate amount of realestate loans which might be made by any national bank from onehalf of its time deposits to one-third of the savings deposits.
Mr. CAviccHiA. When we talk of 1-year mortgages, it does not
mean that they will be called in at the end of 1 year. I f the people
will pay their interest and the property is kept up, the mortgage is
permitted to run along; am I correct or not!
Governor EccLES. I think that is true.
Mr. CAviccHiA. That is the general practice, is it not ?
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Governor EccLEs. That is the general practice, in connection with
most loans, whether real estate or otherwise.
Mr. CAViccHiA. I am only cognizant of what takes place in my
own State. I know of savings institutions-----Governor EccLES. The borrower usually pays a commission, how
ever, each time the loan is renewed, and he is always in the position
of never knowing-----Mr. CAviccHiA. That is not true in New Jersey. The savings in
stitutions make their mortgages for 1 year. They never pay a
bonus for getting the money. The mortgage is never renewed.
Under our law it may continue, even though it is for a 1-year period.
You will find mortgages that have been on some pieces of property
for 15, 20, or 25 years. As long as the people pay their interest, they
run on. They do not have to be renewed.
It does not cost them a nickle, except in the case of some mort
gage companies, where some 5 or 6 years ago they got into the habit
of writing short-term mortgages for 3, 4, or 5 years. When those
mortgages expired, they did have to be renewed, which caused extra
cost to the borrower, and sometimes a great deal of trouble in having
them refinanced.
Let me ask you one more question in connection with the mortgages.
I take it that the reason you are liberalizing the mortgage clause
in this banking bill is that you are hoping to be able to provide
mortgage money, which has been very scarce during the last 6 years.
Am I correct about that ?
Governor EcCLES. That is partly true. We had this in mind.
The commercial banking system has over 10 billion of time funds.
Those time funds, or savings funds, in the commercial banking
system are the equivalent, so far as the people are concerned, of funds
held by the mutual savings banks in the New England and New
York areas.
Either the banks are going to use those time funds in the long
term lending Reid, either long-term bonds of various kinds, or long
term mortgages, or long-term Government financing, or they are
going to have to stop paying interest and give up those time funds.
I f a bank is confined to its loans to eligible paper^ in order to be
liquid, then the only other avenue for investment of its funds would
be Government bonds. That would mean at the present time that
8 percent of the total loans and investments of the banks would be
commercial paper, and the 92 percent would be Government secu
rities. This would mean that the Government, through its agencies,
would be doing the lending business, furnishing long-term credit,
which it is largely doing today, and the banks which hold the
funds of the people would be furnishing the Government the funds
by purchasing Government bonds or bonds guaranteed by the Gov
ernment. That is the trend today.
As a matter of fact, 44 percent of the assets of the banks are now
Government bonds, or bonds guaranteed by the Government, and I
see no-----Mr. CRoss. Long-term deposits!
Governor EccLES. Forty-four percent of the loans and discounts;
that is, the investments of the banks represent Government bonds.
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What I am trying to do is to put the banking sytem in a position
where it can furnish long-term credit to the communities, just as
the mutual savings banks and savings and loan associations do with
the time-funds vmich they have.
I f banks are not to be in a position to compete in that Beld for
loans and investments of that sort, then it seems to me that they
are put up against the problem of the use of these funds, which
they hold and which are greatly needed to bring about an improve
ment in business conditions.
As I indicated yesterday, the income velocity of our existing funds
was about two, whereas in 1926, 1927, 1928, and 1929 it was over
three. Of if we had the same velocity of our deposit money that we
had during that period, our national income would be at least from
20 to 25 billions more than it is.
But it is the stagnation of credit, the stagnation of funds, that
continues, it seems to me, to retard business recovery. As to the
extent to which an easing of credit by the use of long-term mort
gages or on the amortized basis, and the liberalizing of eligibility
requirements would bring about the use of that credit, nobody, I
think, is in a position to say.
Mr. CAviccHiA. I think you will agree with me when I say that
whether they be national banks or State banks, or mutual savings
banks, they have a lot of money on hand at the present time and are
not loaning it; am I correct?
Governor EccLES. That is right; they have excess reserves.

Mr. CAviccHiA. The savings banks or the mutual banks which are
Row permitted under State laws to loan money on mortgages up to

50 percent of die appraised value are not loaning any, or very little,
money at the present time.
Do you think, if this act were passed, that the national banks
would do what the mutual banks are not doing now—lend money
on mortgages?
Governor EccuEa. The mutual banks are lending money on mort
gages in certain sections. The insurance companies are lending on
mortgages, and one of the first things this act would do would be to
enable the banks which now hold over 2 billion of mortgages, many
of which are in excess of 50 percent of the appraised value-----Mr. CAviccHiA. That is because of the drop in the market?

-Governor Ecci^s. That is right. Therefore, they are forced to
collect on the mortgages, and Congress is appropriating money for
the Home Owners' Loan Corporation, the Federal Farm Mortgage
Corporation, and the R. F. C., to take up these mortgages.
The banks are not in a position to nold many of the mortgages
that they may have for the reason that their mortgages are in excess
of 50 percent, and they are due.
I would like to see the banks required to hold the mortgages they
have and refund them on a long-term basis, requiring amortized pay
ments with reduced interest. Instead of going through the process
of changing the form of the obligations they hold, they have to sub
stitute for their own loans obligations guaranteed by the Government.
Not only that, there are many State nonmember banks which, if
they should come into the Federal Reserve System, would have more
than 50 or 60 percent of their time funds in mortgages. In many
sections the banks are permitted to loan in excess of 50 percent; and,
if there is a liberalization of the mortgage feature, the bill will make
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it less difEcult for the nonmember banks to come into the Reserve
System.
If we are going to proceed on the assumption that we are going
to have great cyclical booms and depressions, depressions that can
extinguish 30 percent of our deposit currency and can reduce the
national income by one-half, then I say that there is no way you
can set up a banking system that will serve the money needs of the
country and at the same time be prepared to meet that kind of a
catastrophe. Liquidity in deflation can only be provided by the
Federal Reserve System.
Mr. GOLDSBOROUGH. You mean as long as we are on this fractional
reserve basis of 10 percent? Is that what you mean!
Governor Eccms. Yes.
Mr. GOLDSBOROUGH. Of course, when you have an accordion and
just blow the air in and out, you are right, but you do not have to
have that system.
Governor EccLES. Of course, it seems to me we do not have any
alternative at this particular time without a very revolutionary
change in the whole banking set-up. The 100-percent reserve idea
would, of course, eliminate the 10 to 1 ratio. But that is another
story.
Mr. CAviccHiA. Governor, am I right in saying that one of the main
reasons why this provision is in the law is to encourage the banks to
hold onto the mortgages that they have now, because otherwise they
would have to resort to foreclosure, because their mortgages are no
longer on a 50-percent basis on account of the big drop in values!
Governor EccLES. I would say that is true in some cases, and I
would say that is one of the constructive effects. The other construc
tive effect would be that the banks are put in a position to do what
the R. F. C. and other Government agencies are now doing.
There apparently is no demand for short-term commercial credit.
The business of this country is largely done by concerns with an ade
quate working capital. But there does seem to be some demand for
longer-term credit, and there is no prospect of getting any building
activity without providing long-term credit at low interest.
The English have provided 30-year credit for home construction
on 80 percent of the value of the property at 4%-percent interest, and
that is done by the private savings institutions.
The most unsound type of mortgage credit is the straight loan that
we have had in this country. It means that the borrower, the builder,
will get a straight 50-percent loan from the banks and insurance
companies, and then a second-mortgage loan will be financed else
where at ruinous rates, until the cost of the mortgage money, consider
ing the first-mortgage cost and the second-mortgage cost, has made
the financing cost of the property ruinous to the home builder and
the home owner. The amortizing payments were to be made over a
period of time on the second mortgage. The first mortgage became
due and it was expected, of course, that the full amount would be
renewed.
Mr. CAviccHiA. Governor Eccles, I appreciate the fact that there
are many definitions as to what constitutes centralized banking* One
of the charges made about the bill that is before us now is that it tends
to centralize banking.
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Is this so, or is it merely regulatory in the sense that this bill tends
to do away with the great disparity heretofore prevailing between the
national and State banks?
Governor Ecci*Es. Which part of the bill are you referring to?
Title II does not deal, it seems to me, with the problems of national
and State banks, except by giving the Board the right to waive the
present legal requirements for membership of nonmember State
banks.
Mr. CAviccHiA. I mean in the strict sense that centralized bank
ing is used. This is not a bill aimed to centralize authority in the
Federal Reserve Board, is it?
Governor EccLES. It centralizes some authority in the Federal Re
serve Board. The authority that is being centralized through this
in the Federal Reserve Board is the authority over open-market
operations.
The Board at the present time has authority over the discount
rate, and subject to the approval of the President, under the emer
gency act, has the authority to change reserve requirements by
declaring an emergency.
This bill is proposed to place in the Board, with the advice of the
governors, the third function of monetary control, that of openmarket operations, which, at the present time, is in the committee
of governors, subject to the approval of the Board, and then sub
ject, finally, to the decision of the twelve Federal Reserve banks as
to whether or nqt they will participate in the program recom
mended by the governors and approved by the Board.
Mr. CAviccHiA. Does that leave the different Federal Reserve
banks in different districts to operate independently, if they wish?
Governor EccLES. It leaves them to operate independently; and
that is not changed. The question of extending credit to member
banks is left with the credit division of each Federal Reserve bank.
It has been stated that the changing of eligibility requirements
would cause the Federal Reserve banks to be loaded up with long
term mortgages. It seems to be assumed that the Reserve banks
would discount these mortgages or any slow assets that they may
choose to take, during the lire of such assets.
In the first place, whether or not credit will be extended to a
member bank, and upon what basis, will be determined by the
regional Federal Reserve banks, which are responsible for the credits
extended to member banks. The Board will only make the rules
and regulations governing the basis upon which credit can be ex
tended, and it is proposed here to give the Board power to liberalize
the basis upon which the Reserve banks can extend credit to the
member banks. The occasion for the extension of credit arises
when the reserves of the banks get below the legal requirement, and
they find it necessary to borrow to build up the iyserves.
Mr. CAviccmA. The other day you showed the members of this
committee a chart, showing the conditions in England. This chart
seems to show that there is no relation between the price level and
the increase or decrease in employment; am I correct about that ?
Governor Eccijas. That is correct.
Mr. CAVICCHIA. Although we have been proceeding on the theory
in this country that if the price level goes up wages will increase
and unemployment will decrease; am I correct in that?

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

270

BANKING ACT OF 19 3 5

Governor EccLEs. You say we have been proceeding on that
theory? I do not know what you mean by " we.'
Mr. CAviccHiA. There are certain economists; everything that
this Administration has done in the past 2 years—and I am not
criticizing the Administration; I do not intend to be partisan; but
it has proceeded on the theory that if the price levels went up wages
would go up and unemployment would decrease. But the chart
showing conditions in England seems to negative that assumption.
Governor EccLES. That is correct.
Mr. CAviccHiA. Governor Eccles, the Canadian banks, I am told,
are not permitted to make mortgage loans, and in depression times
they are not met with the problem of frozen assets. Is this one of
the reasons why they have had no bank failures in Canada during
this depression!
Governor EccLES. I do not accept the assumption that a mortgage
is any more of A frozen asset during deflation than nearly any other
asset of the bank. The assets become frozen when every banking
institution wants to dispose of its assets to meet the demands of its
customers for money. The only liquidity that can be provided for
a banking system is through the central bank.
The Canadian banking system is a very different structure than
the American banking system. In the first place, they have very
few very large banks, and the creditor area—the eastern section of
Canada supplies the credit to the debtors of the interior provinces of
Canada. I have been told that the interior sections of Canada, had
they not been tied into the creditor or eastern section of Canada,
would have had the same kind of bank trouble that we have had in
this country; that it was the eastern section which was really furnish
ing the funds to develop the interior areas that enabled the system to
carry through.
The Canadian system had only a fraction of the credit contrac
tion that we had in this country. Had our credit contraction been
13 percent, as it was in Canada, we would not have had the banking
collapse that we had.
The credit contraction in the British banks during the depression
was practically negligible. The total amount of deposit money and
currency outstanding all during the period of the depression in
Great Britain remained almost uniform. Things might have been
diHerent here also, had our Federal Reserve System been in a posi
tion to loan against sound assets. The demand for money would
have ceased—that is, the demand for currency—because we know
that when people were able to get their currency after the bank
holiday they did not want it, and currency came back into the banks
instead of continuing to go out of the banks.
Mr. HoLLiSTER. You said Canada had very, very few very large
banks. You mean she only has a few very large ones.
Governor EccLEs. That is right.
Mr. HoLLiSTER. It sounded as if you meant there were a lot of
little ones.
Governor Ecc&ES. I mean that they have few very large banks,
but they have a large number of branch banks.
Mr. HoLLiSTER. I thought you might want to clear that up.
Governor EccLES. Yes; I thank you.
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Mr. CROSS. You say that in Engiand they did not have trouble
with currency to take care of their deposits. Are the assets upon
which those banks loaned money broader than ours? Can they loan
upon any sound paper, where we are limited in that respect ?
Governor EccLES. Are you referring to central banks—that is, the
new Canadian Bank and the Bank of England—or are you referring
to the commercial banks ?
Mr. CRoss. I am just referring to your statement that they could
loan on sound security, and that if we had been in their position
we would not have had the crash that we had. The question I am
trying to get at is, Could they loan upon different assets than we
loaned upon, because it is sound paper and ours is sound, but we are
not under our law permitted to loan on that paper or discount that
paper ?
Governor EccLES. In the Rrst place, the Canadian banks, as 1
understand it—and I am not an authority by any means on that
subject; it is just what I have been told and hear—that the Canadian
banks and the British banks do not loan on real estate. The banking
structure, as I said, is entirely different; it is differently constituted.
The savings funds in Britain are largely built up, as I understand
it, in the savings and loan associations, the mutual savings and
loan associations, which carry the real-estate credit.
If our banking system was a large branch banking system such
as the Canadian system or the British system, it would be a much
easier problem to segregate investments or savings funds from the
commercial banking system. But so long as we have unit banks
operated under the laws of 48 different States and the National
Bank Act, these unit banks have two functions: The function of pro
viding the check money through their deposits, and the function of
investing the community's savings or investment funds.
Demand deposits representing our deposit currency should be in
vested in short-term paper, so far a$ possible, and m Government
Securities. But when it comes to investment funds, interest-bearing
funds, it seems to me that we have another problem, and it is entirely
different from the problem in Canada or the problem in Britain, or
in any other country.
If we are going to avoid a banking collapse and the extinguishing
of a large part (3 our money supply in the future, it is going to be
necessary to make it possible^ when contraction starts, for our Fed
eral Reserve System, which is our central bank and bears the same
relation to our banking structure as the Bank of England does to the
English banks, to loan on sound assets to prevent a continuation of
credit contraction and bank failures.
Mr. CAviccHiA. You need not answer this next question if you
feel that you ought not to, Governor. This is the question: In your
opinion, should we have a metallic base for our money, such as gold,
or is that an exploded theory!
Governor EccLES. A " yes-or-no " answer could be misunderstood.
That is a question which, in order to answer it, would need consid
erable explaining.
Mr. CAviccHiA. The reason I asked it is this: Some people still
hold to the theory that we should have a metallic base, and that that
should be gold. Others say it has been tried and it as failed. That
is why I asked the question.
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It is a problem upon which many opinions are expressed; but I
do not think it has been answered. The fact that the important
countries of the world have been wedded to gold by experience and
habit for so long a time makes it a very di&cult matter to divorce
money from gold.
Mr. CAviccHiA. Governor, it is a moot question whether or not
the United States is still on a gold basis just now. What do you
say about this?
Governor EccLES. Our currency and our deposits in the Federal
Reserve still require the same gold reserve that they always have,
of 40 and 35 percent. To the extent that gold is not being paid out,
we might say that we are not on gold. To the extent that we are
requiring the same gold reserves, we can say we are on gold. We
permit the export of gold under license, so that internationally we
are on gold.
Mr. CAvicoHiA. So far as our imports are concerned, we are on
gold, are we not!
Governor EccLEs. The dollar has been Rxed at a certain price at

the present time in relation to gold.
Mr. HANCOCK. It has been stated that we are today on a discre
tionary international limping gold-reserve standard. What do you
think about that!
Governor EccLES. I would prefer npt to discuss that question. I
do not believe that has verv much relation to title II of tbe banking
bill.
Mr. HANCOCK. Well, it is not irrelevant.
Mr. CAviccHiA. Under our present system, fear and conRdence
have a lot to do with the banking question, have they not; and is
that not also true in relation to business in general!
Governor EccLES. Not as much as I think is sometimes claimed.
What is conRdence with one group would be lack of conRdence with
another.
An etfort to balance the Budget would give conRdence to a group
of people who feel that, if it is not balanced, their taxes are going
to be higher; but it would put fear and consternation in the minds
of the group of people who are dependent upon what the Govern
ment appropriates for relief.
Therefore, when we speak of conRdence, it does not have an equal
application to all our citizens.
Mr. GiFFORD. Governor, I question the necessity of title H . Mr.
Hancock questioned you and vou answered that that is really the
primary feature of the bill, while the secondary feature is in refer
ence to the reserve of banJas. I want to ask you a few questions
leading up to the necessity of it.
What is the total debt of the Nation, having in mind the present
expenditures and authorized expenditures! In the Presidents: mes
sage, was it 31 billion of authorized expenditure that faced us up to
that moment?
Governor E ccL E S . I would not be certain. As I recall, I know it
is over 30 billion, but I do not remember the exact Rgures.
Mr. GiFFORD. It is 31 billion and some fraction, I think.
Governor Ecci^s. I think that is approximately correct.
Mr. GiFFORD. Having in mind what has been done, we passed the
H. O. L. C. bill, carrying one and seven-tenths billion!
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Governor EccLES. That is right.

Mr. GiFFORD* And if we pass the bonus bill that will be two and
three-tenths billions additional, will it not ?
Governor EccLES. It depends on which bill passes.
Mr. GiFFORD. It is two billion three hundred million, is it not!
Governor EccLES. It will depend on which bill passes.

Mr. GiFFORD. You are following these probable expenditures with
the idea in mind of the necessity for this law!
Governor EocLES. No; that is not correct. This law has no rela
tionship to that. I f the Government were to balance its Budget,
we would propose the same law.
Mr. GiFFORD. I think my vote, so far as the necessity of this is
concerned, would be guided by the actual necessity presented.
Governor EccLES. I think there has been-----Mr. GiFFORD. If the Public Works bill now pending in the Senate,
carrying $4,800,000,000 passes, and we provide for 1 billion to take
care of social problems, as suggested, and if another billion should
be required for farm-credit loans, we would get into the realm of a
national indebtedness of 42 billion dollars, should these things
transpire. You may subtract from your total, 3 billion, if you want
to, and take into consideration the $1,800,000,000 profit from gold,
but you would still have a debt of some 36 billion dollars. How
much did you say there were in deposits in the banks!
Governor EocLES. About 25 billion, eliminating interbank deposits.
That represents the demand deposits.
Mr. GiFFORD. There are 38 billion in currency and deposits in the
banks of the country. Do you recall the President's warning about
the danger of the banks having to absorb the deficiencies in 1932,
causing a very dangerous situation—that is, the deficiency caused by
the operations of the R. F. C !
Governor EccLES. I do not recall that statement, but, of course, I
would not feel there was any danger in that.

Mr. GiFFORD. The President spoke very strongly, and I wish you
would read what he said, of the great danger of the banks having
to absorb that deficiency caused before March 4, 1933, and since
then we have added this large amount.
The purpose of this legislation is to control the privately owned
banks, which would still be privately owned, by a Government board
in Washington, so far as open-market operations are concerned!
Governor Eccuas. You mean control the investments that are
made by the Reserve banks!
Mr. GiFFORD. To control open-market operations.
Governor Ecci^s. Yes; to control open-market operations by the
Reserve Board in Washington rather than by the banks themselves.
Mr. GiFFORD. They will still be privately owned, but they will be
Government controlled.
Governor EccLES. That is right.
Mr. GiFFORD. You mean the Government as constituted at the
moment.
Governor EccLES. I would say they are publicly controlled, rather^
than government ally controlled. The control of open-market opera
tions is proposed to be placed in the Federal Reserve Board.
Mr. GiFFORD. Exactly; and that policy will be dictated by this new
board.
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Governor EccLEs. It will be carried out by the Federal Reserve
Board*
Mr. GiFFORD. So far as the Government as at present constituted is
concerned, that means just that, does it not, inasmuch as a provision
for refusal to reappoint was included in your bill 2
Governor EccLES. I do not think that has anything to do with the
political relationship.
Mr. GiFFORD. Oh, no; there is nothing political in this bill.
Governor Ecci^s. The fact is that the Governor has always been
appointed by the President, at his pleasure.
Mr. GiFFORD. This bill specifically indicates the method by which
the Governor might not be reappointed.
Governor EccLES. That is entirely incorrect. The bill provides that
the Governor shall be—that his term as a member shall expire when
he no longer-----Mr. GiFFORD. I am talking about the members of this new Boards
Governor EccLES. It is not a new Board; there is no difference^----Mr. GiFFORD. The present Federal Reserve Board-----Governor EccLES. There is no change whatever proposed in that
Board.
Mr. GiFFORD. But they retire at 70, under a pension, after a term
of years, and there are many changes.
Governor EccLES. Rertirement at 70 will be compulsory only fox
future appointive members.
Mr. GiFFORD. My point is, should another government come in,
otherwise constituted^could they get control of this Board!
Governor EccLES. In what way could they get control?
Mr. GiFFORD. I am asking you.
Governor EccLES. No; they cannot, not unless their terms expire,
and the President chooses to appoint some one other than a member
whose term expires.
Mr. GiFFORD. By that method could not the new President get
control?
Governor EccLES. By what method?
M r . GiFFORD. B y t h e r e f u s a l t o r e a p p o i n t .

Governor EccLEs. He could, if the terms expired* But a member
is appointed for a 12-year term.
Mr. GiFFORD. There is no way of getting rid of them!
Governor EccLES. There is no way of getting rid of them except
for cause. That has always been in the bill. There is no proposal
to put in the bill any change in the method of appointing members
of the Board, or as to their terms.
Mr. GiFFORD. That reminds me of the lady who insured her home.
There was a fire, and when the agent came to the house he said he
would look into the cause of the fire. Then she said, " I thought
there would be a catch in it."
Governor EccLEs. That has always been in the law; we are not
presenting any change.
Mr. GiFFORD. Then the banker who wrote this letter to me was
misinformed when he said that nothing short of a revolution could
ever change the condition that will be brought about by the enact
ment of this bill; is that correct!
Governor EccLEs. When the Federal Reserve Act was passed in
the beginning, what did the bankers say!
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Mr. GiFFORD. Getting back to the necessity of it, it is not quite as
tight as the United States Supreme Court, is it ? It is not quite as
tight, is it, so far as the appointments are concerned? Would you
be willing to provide for the appointments in that way, to have these
men appointed in the same way that members of the Supreme Court
are appointed ?
Governor EccLES. They are appointed in the same way, by the
President of the United States, with the advice and consent of the
Senate.
Mr. GiFFORD. I think that has been challenged. But you claim it
is exactly the same ?
Governor ECCLES. It is the same, so far as the appointment and
confirmation is concerned. The term of the members is 12 years,
in the case of the Federal Reserve Board, whereas the term of a
Justice of the Supreme Court is for life. I believe he may be
removed for cause.
Mr. GiFFORD. For what cause may a Justice be removed? What
would be the cause in this case ?
Governor EccLES. I suppose for dishonesty or improper conduct.
Mr. GiFFORD. Or unwillingness to cooperate with the Government;
would that be a cause?
Governor EccLEs. I am not in a position to say what the cause
would be. All I know is that during the life of the Federal Reserve
Board of over 20 years no member of the Board has ever been
removed for cause. Their terms have expired or they have resigned
voluntarily.
Mr. GiFFORD. I think if they made it hot enough for them they
would get out, if they did not cooperate.
Now, coming back to the necessity for this bill: Faced with a
debt of 38 billion or 42 billion, do you want to make the assets of
the member banks sound assets, available for the issuing of cur
rency ; is that it!
Governor EccLES. No; that is not the purpose of it. The law is
not being drawn with that idea, of assisting in the financing of the
Government.
The Government is having no difficulty with its financing. Its
interest rate has been going down steadily. The desire of the banks
to purchase Government bonds is so great that whereas at the end
of Mr. Hoover's term the interest rate was nearly 4 percent, it is
now less than 2% percent.
Mr. GiFFORD. Of the present indebtedness of the Nation, how much
of it is in short-term loans?
Governor EccLES. Do you remember, Dr. Goldenwesier, what the
exact amount is?
Dr. GoLDENWESiER. I can look that up and let you know presently.
Mr. GiFFORD. You have not been offering many loans to the public
on long-timepaper, have you!
Governor EccLES. They have been doing a good deal of refunding.
They have just called one billion eight hundred million of the fourth
4 % -percent Liberty loan, and they offered in exchange a 25-year
bond at 2% percent.
Mr. GiFFORD. They did that in other countries, based partly on the
ground of patriotism.
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Governor EccLEs. As a matter of fact, the bonds held by the banks
of this country are less in proportion than the Government bonds held
by the English banks. Thirty-nine percent of the assets of the mem
ber banks are invested in Government obligations, whereas 41 per
cent of the assets of English banks are so held.
Mr. GiFFORD. You said this morning it was 44 percent.
Governor EccLEs. Forty-four percent of the total outstanding
bonds; 44 percent of the amount of Government bonds outstanding
are in the member and Reserve banks and 39 percent of the assets of
the member banks are invested in Government bonds; whereas 15
percent of the total bonds outstanding in Britain are held by the
London clearing banks and the Bank of England, but that represents
41 percent of the resources of the British commercial banks.
It takes 5% percent of the national income of Great Britain to pay
the interest on the British national debt.
Mr. GiFFORD. Suppose we had to have an indebtedness of $40,000,000,000, and $9,000,000,000 was to be absorbed in the next year and a
half, what proportion would the banks probably hold?
Governor EccLEs. What proportion of their resources in bonds!
Mr. GiFFORD. Yes.
Governor EccLES. Of course, if the banks took 9 billion of bonds,
the banks would increase their deposits by 9 billion.
Mr. GiFFORD. The term " deposits " is a rather tricky term. I sup
pose if I owed you $100,000, and you should be able to discount that,
you would get some more currency and loan me another $100,000, ana
then take my second note and discount that, and still loan me still
another 100 thousand, and that process could go on inde6nitely, could
it not ?
Governor Ecci*ES. As a matter of fact, the banks could extend $20,000,000,000 of credit without rediscounting anything. The trouble
today is not the need of the banks to rediscount; the trouble is the
banks are unable to loan the funds that they now hold.
Mr. GiFFORD. We know that is a temporary situation. Idle money
is glad to get something to invest in. There have not been many
long-term offerings made in these times. They are all anxious to
get something. You do not consider that that condition will be
regular, do you!
Governor EccuES. I think—and this, of course, is my opinion
only—that for a long time to come there are not going to be in this
country short-term loans of sufScient quantity to create the money
that is required to carry our business structure.
Mr. GiFFORD. Why has not the Government—knowing that this
indebtedness cannot be paid oR for many years—why has not the
Treasury offered long-term paper or bonds?
Governor EccLBS. Why have they not!
Mr. GiFFORD. Yes.
Governor EccLES. That is a question I would prefer you ask the
Treasury. I would not want to answer that question for them.
Mr. GiFFORD. You have said money was plentiful.
Governor EccLES. Money is extremely plentiful. But if the
Treasury had offered long-term bonds a year ago or 2 years ago, they
would have paid a rate of maybe a half or three-quarters of a percent
more than they are paying now. So long as the Treasury can bor
row at a fraction of 1 percent, and the interest rate on long-term
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financing is going down, would it not appear advisable to finance
on the cheapest basis of short-term credit, so long as the long-term
market is going down? It has been profitable up to date to defer
long-term financing.
Mr. GiFFORD. If they could sell these long-term securities at 2%
percent they would sell them, would they not?
Governor EccLES. I f they could, you say ?

Mr. GiFFORD. Yes; they would oner them if they could be sold,
would they not?
Governor EccLEs. I do not know whether they would or not.
Personally, I think you will see less than a 2% percent rate on long
term financing.
Mr. GiFFORD. Then you think there will continue to be plenty of
idle money and that business will not get busy and need this money ?
Governor EccuES. I cannot conceive of business using 20 billion
dollars of commercial credit, when in 1929 they only used 4 billion.
Mr. GiFFORD. You do not care to answer as to why the Treasury
does not now, when money is plentiful and rates are low, offer
long-term paper, that must, necessarily, be refinanced, a lot of it,
with short-term paper?
Governor Eccms. I f they can borrow later at 2 or 2% percent,
would it seem advisable now to borrow at 2% percent?
Mr. GiFFORD. Let us put it the other way. I f business recovers
and needs money, and money is at a higher rate, has not that been
the fear, that when these short-term securities are forced to be
refinanced by long-term securities that the rate will be very high?
Governor ECCLES. That has been the fear, but it has been unjusti
fiable, and the reverse has been true.
Mr. GiFFORD. I hope you w i l l prove to be a prophet, and a correct
prophet, so far as the next 5 years are concerned.
You have no fear, so far as the Government using the method of
issuing currency to banks with sound assets is concerned, that they
will not always have plenty of money to buy the issues put out by
the Government, and that this Government, under this plan of
banking, could go into that practically to any amount?
Governor E c c L E $ . The amount of the Government debt that can
be supported depends upon the national income, and a 40-billiondollar debt here with an 80-billion income, is 6 months of the national
income.
Mr. GiFFORD. We had a 90-billion-dollar income once, but what
is it now ?
Governor EccLEs. I think when Mr. Roosevelt came into ofEce it
was around about 38 or 40 billion. It is now some 50 billion.
Mr. GiFFORD. Our capital structure was 38 billion, that being the
amount on deposit, available money and credits in the banks?
Governor E ccL E S . No; it was 26 billion 400 million in 1929. That
was the amount of demand deposits plus currency.
Mr. GiFFORD. There are two other questions I want to ask you,
which you may be willing to answer.
You have no particular fear of a 40-billion-dollar national debt in
this country?
Governor EccLES. I have no fear of a 40-billion-dollar national
debt.

Mr.

GiFFORD.

Your answer staggers me.
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Governor EccLES. I can give you my reasons for not having it.

Mr. GiFFORD. Personally, I wish you would. With the present
national income you have no dread or fear of the consequences of a
40-billion-dollar debt?
Governor E ccL E S . I am concerned about the present national in
come, but you do not increase the present national income by di
minishing Government expenditures. It is the total expenditures
of the Nation that create the national income, and when the com
munity, as individuals and corporations, do not spend, then the
Government must.
Mr. GiFFORD. I am looking at it from the standpoint of my cor
porate interest. If I owed a hundred thousand dollars to you and
you discounted my note and loaned me another hundred thousand,
you could then go to the bank and discount my second note and loan
me still another hundred thousand, and keep that up indefinitely.
But then what happens to me, finally ! How long do you think that
a person, an individual, or corporation, can keep that up, and how
long can the Government keep that kind of thing up! The appli
cation is the same.
Governor E ccL E S . That is just where the mistake is usually made.
Government credit is considered in the same way as we consider
individual or corporate credit, whereas when the Nation borrows
it is a question of the Nation borrowing from itself, so long as it is
a creditor Nation. Therefore, when it borrows from itseli, that is
the-----Mr. GiFFORD. I f t h e c i t i z e n o w e d e n o u g h t a x e s , t h a t is s o u n d . But
t h e w h o l e r e v e n u e is b a s e d o n t a x a t i o n , is i t n o t ?
Governor E c c L E s . Taxes are the basis of the Government's

income.
I f by Government spending you increase the national income, you
increase the ability to pay taxes.
Mr. GiFFORD. Exactly. Then you have answered the question, that
a 40-billion-dollar debt can only be paid by taxes.
Governor E ccL E S . But the taxes will not be paid out of the present
national income. I believe in the Government spending to a point
that could prime the pump. I f you increase that spending, in that
way you increase the demands for goods.
M r . GiFFORD. Did y o u e v e r t r y t o p r i m e a p u m p a n d y o u d i d n o t
g e t q u it e e n o u g h w a t e r ?

Governor EccLES. That has just been the case.
Mr. GiFFORD. That being the case-----Governor E c c L E s . It is the c a s e t o d a y .
Mr. GiFFORD. Does anybody know the exact measure of water t o
be poured in before you catch ?
Governor E c c L E S . The measure would be when you get your un
employment problem rapidly diminishing and with private business
being required to employ those who are unemployed to meet the de
mand for goods, by reason of increasing purchasing power and
spending.
Mr. GiFFORD. Your statement about the 40-billion-dollar debt will
probably be of great comfort to those who vote for the soldiers'
bonus; it will probably be of great comfort to those who want social
legislation, that is, your statement that you have no fear of a 40billion-dollar debt. Do you realize the importance of that state
ment!
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 5

279

Governor EccLES. Forty billion dollars in relation to the debt of
Australia and in relation to the debt of Great Britain and other
countries that we look upon as having met all the problems of the
depression possibly as successfully as anybody else-----Mr. GiFFORD. So far as a comparison of our banking system is
concerned it is no comparison to compare that with the system of
other countries, if you can prove that our indebtedness is nothing
to be worried about, in comparison with other countries.
Governor EccLES. When we speak of a future debt of 40 billion,
it seems to me it is only fair to deduct from the 40 billion the assets
which the Government has taken in lieu of the debt. We cannot say
that the loans which the R. F. C. has made are entirely uncollectible,
and we should also take into account the balance in the Treasury in
considering the net debt.
Mr. GiFFORD. And the gold profit !
G o v e r n o r E ccL E S . I t h i n k a n y o t h e r c o u n t r y w o u l d t a k e t h e gold
p r o fit in to a cco u n t.
It is th e r e .
So that the debt is less than 23 billion today when you consider
the Treasury balance/and without considering the gold profit, but
when you consider the assets that you can use to offset the debt.
That is less than 4 months of the normal national income of this
country.
The indebtedness of Great Britain is 35 billion, and it takes 5%
percent of the national income to support the British debt. That is,
what is considered the present national income, which is between 19
and 20 billion.
Mr. GiFFORD. You do not want us to fall into their company, do
you!
Governor EccLEs. Our situation would require less than 1 per
cent of the normal national income to support the Federal debt.
Mr. CAviccHiA. What percent!
Governor EccLES. Less than 1 percent of the normal national in
come to support the present Federal debt.
Mr. GiFFORD. The national income!
Governor EccLES. I said the normal national income.

Mr. GiFFORD. What is that!
Governor EccLES. Eighty-two billion was the national income in
1929.
I am as anxious as anyone to see the Budget balanced. The
Budget can only be balanced, however, out of the national income.
The national income can only be increased by employment.
Mr. GiFFORD. May I say, before I go any further, Governor Eccles,
I may appear to be almost brutally fran& in my questions, but that
is my mannerism. I am the most harmless man on the committee.
I have letters from 25 commercial bankers in my district, all
fine bankers and upright men, who are opposed to this legislation,
and I want to find out about their opposition.
Governor EccLES. I appreciate the opportunity for giving my
answers. I have met with the bankers, with the representatives of
the American Bankers' Association, and with many other bankers,
and I find that their opposition to the bill has been largely the
result of a misunderstanding. They do not understand what is
in the present law, and the opposition they raise to this bill is the
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same opposition which might be raised to the present law, in a
great many instances.

Mr. GiFFORD. I am a new member of the committee, and know
little about the problems.
Governor E ccL E S . I have now the Rgures of the Government
debt as of January 31, 1935, the total interest-bearing debt being
$27,952,000,000; due within a year, $5,606,000,000; from 1 to 5 years,
$8,792,000,000; and over 5 years, $13,554,000,000.
The CHAIRMAN. Let me suggest that in your statement you incor
porate the figures showing the holdings of the Government against
those obligations, in order to make the story complete.
Governor Eccms. Yes; I will do that.
Mr. HANCOCK. You mean the credit balances in the general fund
of the Treasury?
Governor EccLES. The general fund balance is somewhere be
tween a billion and a, half and two billion. We will have to insert
in the record the exact figures.

The CHAIRMAN. That is what I said, that you should do that to
complete the statement, showing the holdings in the R. F. C. and
other organizations inuring to the benefit of the Government.
and Met asset# o f the

Rtate#,

3.1, .1935

[In m illions o f dollars]

Gross public debt_______________________________________________________ 28,476
Net balance in general fund (excluding balance o f increment resulting
from reduction in weight o f the gold d o lla r)_________________________ 1,519
Net d e b t----------------------------------------------------------------------------------------- 26,95?
Proprietary interest o f the United States in governmental corporations
and credit agencies:
I. Financed wholly from Government fu nds:
Reconstruction Finance Corporation___________________________
Commercial Credit Corporation________________________________
Export-Import Bank___________________________________________
Public W orks Administration__________________________________
Regional Agricultural Credit Corporation_____________________
Products-Credit Corporation____________________________________
All other______________________ ________________________________

2,321
41
14
269
90
113
506

Total----------------------------------------------------------------------------------------II. Financed partly from Government funds______________________

3,354
1,120

Total----------------------------------------------------------------------------------------------Increment from reduction in weight o f the gold dollar_________________

4, 474
2,812

Mr. GiFFORD. We have your Treasury statement every day on our
desks. I am speaking this morning of the probable billions to be
added. We have that fact staring us in the Ace every day.
I want to bring out the fact that with this continual Snancing by
the Government of Federal indebtedness we need this sort of protec
tion.
Governor E c cL E S . The budget of any government must be bal
anced over a period of time; there is not any question about that.
Mr. GiFFORD. Would you suggest a time—possibly 5 years!
Governor E c c L E s . I would say it might be desirable over a 5-year
period, but I do not think it necessarily need be fatal if it i s only
balanced over a 10-year period. A war condition could create an
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unbalanced budget for a considerable period of time, if sufEcient
taxes were not imposed to pay as it was carried on.
Mr. GiFFORD. Would you advise my creditors to carry me along
for 5 years ? If so, I wish you would send me a letter.
Governor Ecci*ES. It has been my philosophy that the amount and
the rapidity with which the Government spends will reduce—that
is, if the amount and the rapidity are sufRciently great—they will
reduce the total amount that the Government may be required to
spend. To do that we have had a 40-billion-dollar deficiency in
national income and a 3-billion priming process last year; that is
about what it was.
I do not consider the transfer of the existing debt from where it is
to the Government as a priming process. It stops deflation, but the
actual amount of the budgetary deficit as a result of the Government
spending and the Government lending for new structures that in
creases the buying power of our people has not been sufRcient to stop
the process of deflation and to give the momentum necessary when
you consider the size of the pump.
By that I mean that with 10 or 12 million unemployed the buying
power cannot be sufRciently increased by a 3-billion-dollar spending
to utilize our existing productive capacity.
Mr. GiFFORD. That is a 6ne statement you are making, but I am
sure that the priming process must reach down far enough to give
constructive money that not only feeds and clothes people, but begins
to construct something out of which people can get an income.
I f the Government had spent this money and it was being used by
people who were constructing something which was employing labor,
that would be different than simply feeding and clothing people and
building beautiful roads or race tracks, and ornamental things in the
country which, in the end, does not keep very many people at work
bringing in an income. That does not keep many people at work for
any length of time bringing in an income, does it!
G o v e r n o r E ccL E S . I t h i n k s o . I t h i n k t o s p e n d m o n e y , o r in c r e a s e
p r o d u c tiv e c a p a c it y w h e n y o u a lr e a d y h a v e a n e x ce s s o f p r o d u c tiv e
c a p a c i t y , is j u s t t h e p l a c e w h e r e y o u d o n o t w a n t t o s p e n d it .
Mr. GiFFORD. In my section, they want to spend money on public

works, or on race tracks and beautiful roads through the woods, and
after they spend that money how much of an income will that
produce !
Governor EccEES. After all, income has to come from spending.

Mr. GiFFORD. But if that spending is simply for feeding and clo
thing people and putting up ornamental unnecessary things, that will
not help them any in the future, so far as any income in the future
is concerned.
Governor EccLES. Of course, I do not believe that Government
spending should be in a field of competition with private enterprise,
where Government spending will be expected to return an income.
Mr. GiFFORD. You do not believe in the Government loaning to help
private business, do you!

Governor EccLES. I would prefer that the lending should be done
by the private-credit system, but when you reach an emergency such
as we had in 1932, and set up the R. F. C., it became necessary to save
the credit structure and lend money.
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Mr. GiFFORD. Would you prefer that the $4,800,000,000 in the bill
pending in the Senate be loaned to private industry, the whole o f
it, rather than have it expended in the method suggested ?
Governor EccLEs. I would prefer that no part of it be loaned;
that every part of it be used as a grant, as leverage, so as to induce
private borrowing and spending.

Mr. GiFFORD. Would it be possible to make such a grant to private
industry by any such process without favoritism?
Governor EccLEs. It is possible to make grants to cities, counties,
and States for noncompetitive public works, and induce leverage
through that process.
It is possible, through a subsidy to home owners, to induce the
construction of new homes, and the subsidy will be the difference
between the cost and rents.
Mr. GiFFORD. Do you prefer non-Federal projects?
Governor Ecci,Es. When it is a pure Federal project there is no
multiplying. If the funds are used as a leverage, as a subsidy, we
will say, to cities, counties, and States, you get an increased spend
ing or a leverage added to the spending by the home owner. We
have a differential between costs and rents today which is retarding
private construction.
Mr. GiFFORD. You mean, do you not, if you grant 30 percent to
municipalities and the municipalities are putting up 70 percent,
therefore you get three times as much work done ?
Governor EccLEs. Yes.
Mr. GiFFORD. Exactly.
Governor EccLEs. But instead of the Government loaning 70 per
cent, let the municipalities arrange their own credit. I think 30 is
possibly not sufBcient.
Mr. HANCOCK. I am very much interested in the statement you
made with respect to subsidizing the private home owner to mduce
him to build a new home. I f such a program as that were carried
out by the Federal Government, would it not have a tendency to
stagnate every private lending institution in this country?
Governor EccLBs. It would stimulate them greatly if the subsidy
represented the difference between costs and rents.
Mr. HANCOCK. Are you explaining the proposal that the news
papers carried not long ago, to the enect that you advocated or sug
gested a plan whereby the Government would make a grant or a gift
to a prospective home owner up to, say, 20 percent of the cost of
construction ?
Governor EccLEs. I am not sponsoring any plan. The question
was with reference to the spending of the $4,800,000,000, whether I
would prefer that to be spent by the Government or used as a loan.
In answer to that I am simply making some observations here, or
some suggestions as to what would be my own personal view, in order
to get the most out of the proposed appropriation.
Mr. GiFFORD. I think you have answered my question sufSciently.
Mr. (^Ross. It seems to me we are going far aReld from this bin,
and that we have taken in all of the theories of loaning, most of
which have nothing whatever to do with this bill, and if We con
tinue along that line we will never get through with this hearing.
Mr. GiFFORD. Mr. Cross want very far aReld.
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Mr. HANCOCK. I think the gentleman's questions have been inter
esting and pertinent.
Mr. GiFFORD. I will be through in 2 minutes, if you will give me 2
minutes longer. I want to make two remarks.
I believe thoroughly in non-Federal grants, where the Government
itself pays only 30 percent and the municipality puts up 70.
I want to say simply in connection with this matter of priming
the pump, the answer seems to be suggested to me that we have poured
in the water, but the well is frozen. Lack of conRdence has frozen
the well, and it does not amount to very much.
(Thereupon, the committee took a recess until 3 p. m. this day.)
AFTERNOON SESSION

The CHAIRMAN. All right, gentlemen. I believe we Rnished with
Mr. Cavicchia. Now, does anybody on this side want to interrogate
Governor Eccles?
Mr. SPENCE. I want to ask him some questions.
Mr. DiRKSEN. I w o u ld lik e to ask so m e qu estion s.
The CHAIRMAN. All right, proceed. Let us get along.
Mr. DiRKSEN. Governor, I shall try to be brief. Perhaps I ought
to restate the question Mr. Gifford had in mind this morning, I
think, namely, that the President has authority to designate one
man to the Board as Governor of the Federal Reserve Board; is
that a Presidential designation ?
Governor E ccL E S . That is right.
Mr. DiRKSEN. And when a man ceases to be designated by the
President, he is no longer a member of the Board ?
Governor E c c L E s . No; he i s no longer Governor, but he is a mem
ber of the Board.
Mr. D iR K sB N . He remains a member of the Board?
Governor Ecci^s. Yes; unless he resigns, which is usually the
case if he is no longer designated as Governor.
Mr. DntKSEN. I got the impression from reading your observations
on the bill that, when the President ceased to designate him as
Governor, he automatically divorces his membership as a member of
the Federal Reserve Board.
Governor E c c L E s . The present Federal Reserve Act requires that
the President designate a member of the Board to serve as Governor
at his pleasure.
M r . DiRKSEN. I think I see, and it will not take very long to state
the question. Now, with respect to the government of the Federal
Reserve bank, I think the residence requirement has been taken out
of the old act, has it not? In the new provision there is a state
ment to the effect that the Governor no longer has to be a resident
of the Federal Reserve district or Board on which he should serve.
Governor E ccL E S . That is right.
Mr. D iRK SB N . I am wondering whether it would be possible, under
this provision, to take a man from New York, for instance, and by
virtue of the fact that the power of approval is vested in the Federal
Reserve Board, insofar as the class C directors are concerned—if it
would be possible to transplant such a man to the seventh Federal
Reserve in Chicago, and by either the giving or withholding of the
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power of approval, you could make him a member of the Board?
Do you think that is possible, if not probable ?
Governor EccLES. Yes; it is possible to transfer a man from any
other reserve districts, and the proposal simply applies the same
and class C director. At present the Governor may be chosen from
other reserve districts, and the proposal simply applies the same
principle to the chairman and class C director, which is necessary in
combining the oHices of governor, chairman, and class C director.
Mr. D iR K SE N . It w o u l d b e p o s s i b l e t h e n , t o t a k e s o m e b o d y f r o m
a n o th e r s e c tio n
p la c e ?

of

th e

cou n try

and

tra n sp o rt

h im

to

som e oth er

Governor EccLES. Yes. The idea of that was to promote able
men in the Reserve System by moving them from one bank to an
other bank, creating a career system. The selection of the Governor,
however, must be made by the local board of the reserve bank.
Mr. DiRKSEN. However, you have the power to approve?
Governor EccLEs. That is right.
Mr. DiRKSEN. And you could approve, or you could disapprove
anybody that you desired to disapprove? in other words, you
could prevent a man from becoming a combination governor, chair
man, and Federal Reserve agent by simply giving your disapproval
to his selection ?
Governor EccLEs. They would have to submit some other name.
Mr. DiRKSEN. So really you would have the power to control?
Governor EccLEs. Well, whether the power of approval is the
power to control may be open to debate. It would become necessary
for the board of the Reserve bank and the Board here—at least a
majority of the board of the Reserve bank and the majority of the
Board here to agree upon a man that would be the executive head
of the bank.
Mr. DiRKSEN. I think the matter is important, for this reason, and
this is not very familiar to me and may not be familiar to you, but
in 1927,1 think, the rediscount rate was reduced for the purpose of
stimulating the investment interests and also stop the Row of gold
toward Europe, and the directorate of the Chicago Federal Reserve
Bank was rather opposed to it, because they saw a possibility of the
Row of capital from every agricultural bank. They resisted the
idea, but it was done anyway; and I am not so sure but what, in
the light of hindsight, that was right, after all. So if it depends on
somebody out there who is absolutely sympathetic with all of the
things that are done, that might prejudice the interests of the par
ticular area. That brings up, of course, this question: I was inter
ested in your observations that it was seeking to make them respon
sive to the national interest. That was the idea I think that you
enlarged upon in the course of your remarks some days ago.
Governor EccLES. Make who responsive?
Mr. DiRKSEN. Well, your Federal Reserve Board, and I suppose
your open-market committee; they would be responsive to the large
public interest, rather than to the sectional or local interest.

Governor ECCLES. Yes; that is right.
Mr. DiRKSEN. That would, of course, eliminate the checks and
balances that did exist between the open-market committee and the
Federal Reserve Board and the directors of the respective Federal
Reserve banks. In the light of that experience back in 1927 I am
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just wondering whether it would be wise to eliminate that check,
because, in that instance it would have had a most salutary effect
upon the country, if the directors of a particular Federal Reserve
bank had prevailed, and that probably had been able to carry out
their own policies with respect to that Reserve bank district.
Governor EccLES. Well, of course, if each of the 12 Reserve banks
is going to be permitted to operate independently of the interests of
the country as a, whole, with reference to their monetary policies, it
seems to me you would be sure to have great confusion.
Mr. Dm KSEN. If carried to the extreme?
- Governor E ccL E S . So long as you have 12 banks without a Federal
Reserve board, without coordination and the power to deal with the
problems of national interest, I cannot imagine how you could have
a monetary policy that would be effective in meeting a situation that
the Nation might be confmnted with. No other country, so far as
I know, has a divided responsibility with reference to the monetary
policy that would be comparable to a policy made by the 12 different
Federal Reserve banks.
Mr. DiRKSEN. You know, section 205 of this bill, in speaking, for
instance, of the open-market committee, contains this language: It
says that you are to deal, instead of through the Federal Reserve
Board, with the Federal Reserve banks, and then the language is,
" and the Federal Reserve banks shall conform their open-market
operations to the provisions hereof." So, you are going to estab
lish, after all, complete control at a time that might be disadvan
tageous to the interests of a particular geographical section. For
instance, I suppose in Atlanta and Dallas you have certain cotton
interests, in Minneapolis you have the grain interests, in Chicago
you have not only grain but industrial interests; and that very
question came up in 1927, and I am not so sure that, if it had pre
vailed, we might not have been infinitely better off. Of course, that
is a speculative thing, I admit, but that was one instance where it
proved out.
Governor EccLES. I feel that monetary policies must be dealt with
on a, national basis, and that for each Reserve bank to act inde
pendently with reference to open-market policy or discount rates
would cause great confusion. Money is like water—it seeks a, level;
and to raise rates in one section would cause the funds to How to
the section where the rates were raised from the section where the
rates were low, which would act to increase the excess reserves in
one area substantially and, therefore, make for expansion of credit
and cheap money, and have the opposite effect in another area.
Mr. DiRKSEN. But I think you will admit that was practiced in
one Federal Reserve district, and we might have had a 2 percent
rediscount, and in another place 2% percent, and another place
possibly 3 percent, because that seemed to fit the conditions of that
Federal Reserve district at that particular time.
Governor E ccL E S . I do not believe it is necessary to have a uniform
discount rate at all the Reserve banks and, as a matter of fact, there
has rarely been uniformity in the discount rates. The discount rate
is proposed by the Reserve banks and approved by the Federal
Reserve Bohrd, as a general rule.
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Mr. DiRKSEN. But, examining the maximum possibilities of the
bill with respect to the open-market committee, it is quite possible
that the Federal Reserve directorate in any particular district would
not have anything to say about it. the System insisting that they
conform to whatever regulation is laid down about it ?
Governor EccLEs. That is correct. If the committee felt it was in
the national interest to raise rates to prevent undue expansion and
speculation, they would do -so; and, if they felt on the other hand
that there was an unnecessary contraction, they would want to re
duce the rates and the reserve requirements in an effort to stop the
deflationary process, so far as they could. It seems to me that must
be done in the interests of the Nation, because we have found that
every part of the country is very interdependent with every other
part of the country, and that money has a very rapid Row and is
movable and transferable almost instantaneously.
Mr. DiRKSEN. When Mr. Crowley was before the committee, I
asked him about the section entitled I, which provides that mutual
savings banks and other banks may become member banks, or in
sured banks, after July 1, 1937. In other word, you would have to
become a member of the Federal Reserve or otherwise have no Fed
eral Deposit Insurance. I presume you are familiar with that ?
Governor EcCLES. Yes; I am.
Mr. DiRKSEN. That, in the light of section 202 entitled " I I " of
the bill, which provides that the Federal Reserve, in order to facili
tate their entry into the System, can waive the capital requirements.
You enlarged on that somewhat in your observations and said, " and
any other requirements that may be necessary." Now, you are fa
miliar with the facts, also, that in organizing many of these State
banks, you had to give deferred certificates in lieu of deposits, and
I think you have answered that that is a contingent liability charged
against the capital and, therefore, you cannot take those banks into
the System.
What would you do about those banks, particularly in cases where
most of the deposit liability was made up by deferred certificates,
and there may be in small banks, as much as $30,000 or $40,000 out
standing of those certificates, and it may take 10 years to earn
enough money to pay them off ?
G o v e r n o r EccLES. I a m fa m ilia r w ith th a t ru le a n d I d o n ot k n o w
th a t I . p e r s o n a lly , a g ree w ith it.
Mr. DiRKSEN. The rule does exist, however?

Governor EccLEs. Yes; it was the opinion of counsel at the time
the question came up, that in the light of the present banking legis
lation, by reason of those deferred certificates which the banks had
issued, although they were secondary to the depositors' claims, still
the bank was unable to qualify for membership. Now, one of the
reasons for this provision which you just read is, to permit the mem
bership of the banks of the class that you referred to.
Mr. DiRKSEN. Well, now, the corollary of that is this: What will
the present members of the Federal Reserve System say if by whole
sale, you should take in these banks? They might object to the
fact that you are cutting corners in order to get them into the
System, might they not?
Governor E c c L E S . I cannot see that the other members of the Re
serve System could be, in any way, affected by that, except favor
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ably. It would be to the interest of all of the member banks of the
System to have all of the nonmember banks members of the System,
for the purpose of uniformity in carrying out the bunking practices
and procedure, and so forth. Admitting those banks into the System
does not, in any way, place any liability upon the present member
banks.
Mr. DiRKSEX. Well, if this is a fair question, would you care to
say, categorically, whether you favor ail banks coming into the Fed
eral Reserve System at this time?
Governor EccLKs. I think that it is in the interest of the banking
situation as a whole, nonmember banks as well as member banks, to
have all banking institutions, which have the power to create money,
members of the Federal Reserve System.
I think that the period of 1937 is helpful, in that it gives to the
banks an element of time in adjusting their aifairs to any extent that
they may desire to, before applying for membership; and I think
that, if this proposed legislation is passed, permitting the Board it*
waive the requirements that the nonmember banks are unabie tf?
meet, and providing the eligibility features that this bill carries, it
will be a great source of strength to the Federal Deposit Insurance
Corporation and to the banking system as a whole, through all
banks being members of the Federal Reserve System.
Mr. DiRKSEN. Well, now, Governor, if I remember the figures, I
think 41 percent of all of the banks in the United States are in
towns of 1,000 in population. I am just wondering what distinct
advantage will accrue to a bank in a small town which is simply
subserving the money and borrowing interests of that community
to buy 6 percent of the stock of the Federal Reserve, on which they
will get no interest and discount benefits and privileges, which they
probably would not use.
Governor EccLES. They get 6 percent on the stock which they buy,
which is a very prohtable investment right now. Six percent is
what they get on the Federal Reserve bank stock which they buy
at the present time. Furthermore, the opportunity of rediscounting
or borrowing from the Reserve bank for seasonal requirements or
for emergency requirements should be a great source of help to the
local community and would tend to prevent bank failures which
otherwise might develop.
Mr. DiRKSEN. Well, now, if all of these banks come into the Fed
eral Reserve System, manifestly, you are first destroying the banking
authority of your State, and that would be possibly, or would pos
sibly have the effect of superseding the laws of the State with refer
ence to branch banking, and you might have an extension and de
velopment of branch banking; is that possible ?
Governor ECCLES. I have not said very much about branch bank-

ing----

Mr. DiRKSEN. Will you allow me to interpose and tell you that my
interest is aroused in the matter because of Senate bill 1926, which
was introduced recently by Senator Fletcher, a very short bill, and
the last phrase provides that—
Any national banking association may, with the approval of the Federal
Reserve Board, consolidate with or purchase the assets of, and thereafter
operate as a branch or branches thereof, and national or State banks, or banks,
located in the same State, with which such national bank association was on
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January 1, 1935, and still is aSiliated, or shares or m ajority o f shares of
which were, on January 3, 1935, and still are owned by an aSiliate o f such
national banking institution.

Mr. GOLDSBOROUGH. I am putting the committee on notice of the
fact that the bill is before us now, and there seems to be a trend
toward unification of the banking system. The extent of the branch
banking would be easier than it is at the present time, when you still
have checks and safeguards of some State law.
Governor E ccL E S . Of course, there has been a rapid development
of branch banking in the last few years.
The CHAIRMAN. Since the passage of the act that was to restrict
branch banking.
Governor ECCLES. The National Banking Act or the Federal Re
serve Act permits State-wide branch banking in those States where
branch banking is permitted by State law.
Mr. GOLDSBOROUGH. Just to give the historical fact, we let the
branch-banking features slip by with the express assurance on the
part of those who wanted it that they would stand by the permanent
insurance plan, and as soon as the law passed they began to Rght the
permanent insurance plan; we have had that Rght on our hands ever
since. Our theory was that it would be impossible to make any
branch-banking law effective, because the independent banks would
be so strong under the permanent insurance plan that they could
preserve themselves. That is the history of that legislation. The
branch-banking features would not have passed had we not had the
assurance that the permanent insurance plan would be allowed to
stand.
The CHAIRMAN. Governor, in connection with what Mr. Golds
borough said, the remark I made a moment ago had reference to
the McFadden bill, which dealt with the matter of branch banking.
Governor E c< 3LES. The development of branch banking has been
brought about by the action of the various State legislatures, and
I understand that at the present time about one half of the States
permit branch banking, either on a State-wide basis or in some form;
and, of course, the national banks are permitted to carry on the
branch-banking business to the extent that is permitted in the States
in which they operate.
Now, there is nothing in this proposed legislation that in any way
changes the present laws with reference to branch banking, and
there is nothing that interferes, or encroaches upon, the State bank
ing organizations. The provision that requires insured nonmember
banks to become members in 1937 is not in this legislation, but in the
legislation that was passed last year. So there is nothing in this
legislation that is being considered now that in any way changes
the relationship of the State banking authority with reference to the
banking structure.
Mr. DiRKSEN. I quite agree. What I was getting at, of course,
is that, if a little later, it was all set up it would be made inRnitely
easier to extend the branch banks.
Now, getting over to section 206, there is a section there that
provides that any sound assets may be discounted, that any Federal
Reserve bank may discount any commercial, agricultural, or indus
trial paper and may make advances to any certain member bank on
its promissory notes secured by any sound assets of such member
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bank. I presume an asset may be sound and still be " ill-liquid "
rather than liquid, can it not ? In other words, it might be good
security behind it, but still not liquid?
Governor E ccL E S . Yes. Many of the assets which are considered
to be eligible and held to be liquid were less sound than many of the
assets held by banks which could not qualify for rediscount or
security for borrowing from the Reserve banks.
The CHAIRMAN. Mr. Dirksen, let me ask him a question right
there, please.
If you have not already stated it, what percentage of the invest
ments of the banks, exclusive of Government securities, is eligible
for rediscount with the Federal Reserve bank?
Governor EccLES. Well, at the present time, I do not know the
exact percentage, but I understand it is less than 8 percent of the
total loans and investments of the banks that are eligible; and that
is according to the classifications made by the banks themselves and
not according to the classiRcation made by the Reserve banks. I
think, upon experience, the banks would find. if it were necessary to
use all the paper which they considered eligible, that some of it
would not be so considered by the Reserve banks. So that the Bgure
given, which is as I say, less than 8 percent, is the maximum.
Mr. DiRKSEN. I see section 207 provides that guaranteed obliga
tions of the United States may be bought and sold without regard
to maturity. Those are such bonds as Home Owners' Loan Cor
poration----Governor E ccL E S . And Federal farm mortgages, and so on.
Mr. DiRKSEN. Well, now, I suppose that has to be considered in
the light of the provision in the bill which calls for the repeal of
the collateral requirements. Is there any notion of policy that some
thing else should be substituted for 50 percent of the eligible paper
and collateral in addition to the 40-percent gold reserve ?
Governor E ccL E S . No. You see, this is providing for the elimina
tion of the collateral requirements against the Federal Reserve notes.
The reason for the provision that you have just read is that it is
felt that there should not be discrimination between Government
bonds and bonds guaranteed by the Government. The fact that the
Reserve banks may buy direct obligations of the Government, and
the fact that they may not buy long-term guaranteed obligations of
the Government is an unjustifiable discrimination between the guar
anteed bonds and direct obligations.
Of course, at the time the law providing for the purchase of direct
obligations was originally passed, there were no guaranteed obliga
tions; and I feel that, had there been guaranteed obligations at
that time the law would very likely have included both direct and
guaranteed obligations.
Mr. DiRKSEN. Well, now, heretofore, of course, the note-issuing
power was used largely commensurate with the rise and fall of
business in that area; and if there had to be a 40 percent gold re
serve and 60 percent of eligible paper, there had to be commercial
transactions behind all of that paper. And so as there was a fixed
volume of business, the chances of any demand on the Federal Re
serve agent for more Federal Reserve notes, or less, depended on
whether the tide of business was high or low.
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Now, that collateral requirement is to be repealed and you are
authorized to buy and sell in the market, and these guaranteed obli
gations of the Government—that is what is called elasticity, which
does not mean a great deal to me—however, it is taken away, and
from then on the amount of notes that will be issued will bear no
definite relationship to the amount of business in the 12 Reserve
districts, or it may be a very arbitrary amount.
Governor EccLBS. That was the theory upon which the collateral
requirements for note issue were based, but that is proving to be
inapplicable to the facts in the case. The greatest requirements for
notes in any year in this country happened when the business volume
was at its lowest, showing that the demand for currency does not
necessarily follow the fluctuations of business. The Buctuation of
bank lending on short-term eligible paper reHects to some extent
the activity of business. The call for Federal Reserve notes in the
United States, a country where 90 percent of the business of the
country is done by check, has very little relationship to the volume
of business.
As I stated a few days ago in discussing this question, the Re
serve banks have two classes of liabilities: One is the deposits to
the member banks and the other is the notes outstanding.

The CHAIRMAN. Will you not add to that, the capital held by the
other banks ?
Governor EccLEs. That is a liability to the stockholders, of
course; and the surplus is a liability to the Government. In
liquidation, the assets of the Reserve bank consist of the gold cer
tificates, and the investments that the Reserve banks make in gov
ernments, and loans and discounts which they make to member
banks.
I see no reason for putting up 40 percent gold certificates back
of notes and then putting up eligible paper to the extent of 60 per
cent. As a matter of fact, it would be perfectly impossible to cover
the note requirements of the banks by 60 percent of commercial
paper; because the banks do not have the paper to cover that pro
portion of the note requirements. Therefore there would not be
sufHcient Federal Reserve notes to meet the requirements, if the
Reserve banks were required to secure notes, as originally contem
plated in the act, by 60 percent of the commercial paper.
There is no difference between note liability and deposit liability.
They are both liabilities of the bank and there would seem no more
occasion for the securing of notes than it would for the securing
of deposits. All of the assets of the Reserve banks are back of
all of the liabilities of the Reserve banks. The type of assets that
the Reserve banks hold—outside of the Government bonds which
they buy and the gold certiBcates which they hold—is determined
by each Reserve bank, when that Reserve bank extends credit to
member banks.
Mr. DiRKSEN. Well. Governor, if you have more than 40 percent
gold reserves, that means that the Federal Reserve bank has got
to issue $2.50 for every gold certificate dollar that it has; is that
correct 2
Governor EcCLES. What is that?
Mr. DiRKSEN. I f you have that 40-percent gold reserve behind
every dollar of Federal Reserve notes issued, you will have issued
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2% times for every gold certificate that the Federal Reserve banks
may have?
(Governor EccLEs. That would be right.

Mr. DiRKSEN. Then in the light of the fact that you could buy
and sell without limit, virtually, all of the outstanding contingent
obligations of the Government, or those that are guaranteed, you
could retire most of them today if you so chose, and if that was
going to be the policy, by rather copious note issue; that would be
entirely possible under the bill, would it not ?
Governor E ccL E S . As I understand it, the bill would not change
that situation, at all.
Mr. DiRKSEN. But I would think that would be possible, would
it not?
Governor EccLES. The present law permits notes to be secured
by Government bonds and gold certincates. That is not in the
present law, it was in the Emergency Banking Act of 1932.
Mr. DiRKSEN. You could, instead of just securing them, retire
them altogether?
Governor E ccL E S . What is that?
Mr. DiRKSEN. I say, instead o f securing them, you could retire
them altogether ?
Governor E ccL E S . Retire what?
Mr. DiRKSEN. Retire these bonds that had been guaranteed as to
principal and interest, being nothing more than a note issue-----Governor E ocL E S . You mean that the Reserve Bank, through openmarket operations, could purchase all of the outstanding, or as many
of the outstanding Government bonds and guaranteed bonds as they
chose to do?
Mr. DiRKSEN. Yes; as far as there were gold certificates available
that would be possible, would it not?
Governor E ccL E S . Yes; but, of course, that would increase the
reserves of the members by the amount of bonds which were pur
chased, and the excess reserves of the members today are something
over $2,000,000,000. To extend that reserve, banks purchase addi
tional Government bonds or bonds guaranteed by the Government—
they would increase the reserves of the member banks.
Mr. DiRKSEN. I think this morning, or yesterday, you made the
observation that the relationship of income to the deposit currency
was as 3 to 1, or substantially so?
Governor EccLES. In 1928, and 1929 it was 3.12. That was about
the average, as I recall, of the deposits and currency to the national
income. In 1933 the relationship, or what is spoken of as the income
velocity, was about 2%. At the present time, it would be substan
tially less than that. That increase of money, deposits plus cur
rency, has been much more rapid than the increase in income, and
hence, the velocity has been reduced.
Mr. DiRKSEN. Has that relationship of 3-to-l between the income
and deposit currency existed for a longer period than since 1929 ?
Governor Ecci^s. No; it has been steadily going down.
Mr. DiRKSEN. It has been going down since that time, but I mean
anterior to that period. I do not know where I got that figure,
but-----Mr. GOLDSBOROUGH* Does income mean the same as production?

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

292

BANKING ACT OF 19 3 5

Governor EccLES. Yes; it is spoken of as the national income. Dr.
Currie says the figure was very stable from 1923 to 1929.

Mr. DiRKSEN. At 3-to-l ?
Governor EccLEs. Yes.
Mr. DiRKSEN. And before that time, what was it?
Governor EccLES^ I do not have the figure on it. Of course, during
the war period and during the period of depression in 1920 and 1921,
I imagine there would be some changes in ratio.
Mr. HANCOCK. May I ask a question ?
Mr. DiRKSEN. Yes.
Mr. HANCOCK. Governor, what do you mean by " national income?"
Governor EccLES. What I understand to be the basis for
the national income is the price of all goods, whether consumer &
goods or capital goods, that are produced in any one year.
Mr. HoLLiSTER. For ultimate sale?
Governor EccLES. Would that be sale?
Dr. C u R R i E . It is the wages, profits, dividends, of all the money
actually received by the income receivers.
Governor EccLES. It is supposed to represent all the goods bought
and sold.
Mr. HoLLiSTER. That is, the ultimate sales ?
Governor EccLES. The ultimate sales, yes; otherwise you get dupli
cation. That is right, the ultimate sales.
Mr. HoLLiSTER. Dr. Townsend refers to $1,200,000^000,000, and I
wanted to be sure about it.
Governor EccLEs. No, you have $900,000,000,000 to $1,000,000,*
000,000 of bank debits, which, based upon the amount of demand
deposits would possibly give a velocity of deposit currency turn-over
of over 50 times in the period of 1928 and 1929.
Mr. HANCOCK. At what rate is the national income running today!
Governor EccLEs. Well, I do not know. I do not know that there
are any figures at all on it.
Mr. HANCOCK. What was the national income in 1934, as defined
rnor EccLES. Do you have the figures of the Department o f
Commerce ?
Dr. CuRRiB. No; not for 1934.
Governor EccLEs. I have heard it variously estimated from $50^
000,000,000 to $50,000,000,000, but you would really have to have the
complete figures for 1934.
Mr. DiRKSEN. At any event, that ratio is invariable and goes back
to 1923 ?
Governor EccLEs. It was relatively constant.
Mr. DiRKSEN. And for any increase of $1,000,000,000 in deposit cur
rency, you would get an increase of $3,000,000,000 in national income !
Governor EcctEa. Well, theoretically, but that has not been the
case from 1929 to 1934.
Mr. DiRKSEN. But if it were invariable, there would be a great
incentive then to increase the amount of deposit currency, in the hope
of increasing the national income by just exactly three times that
amount and all the good that we could do with that amount o f money ?
Governor EccLEs. It would be fine—there is no question about
that—if we could do that by an increase of our volume of money,
without regard to who owns the money, and thus regulate our
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national income. I do not believe that is possible. I do feel, as I
have said before, that of course the volume of money is an important
factor; and, certainly, with high interest rates and shortage of
reserves today, you could expect no credit expansion, and such a
situation would be very deflationary. Excess reserves, such as we
have today, which bring down the rate of interest, should ultimately
lead toward creating credit expansion—whether we can do that
and recover time alone can tell. That is one of the factors and one
of the elements that will help make for recovery, if private credit
expansion can induce recovery.
Mr. DRiscoLL. Governor, I am not entirely clear in my mind as to
the expression " national income"; does that mean the price of
<every taxable article that is produced in the United States per year!
Governor EccLES. It is the income received from the production
o f all goods.
Mr. DRiscoLL. We will say all of the hay, tobacco, textiles, wool
that is sold 2
Governor EccLES. No; you would get duplication then.

Mr. D R is co L L . Not if you sell it only once?
Governor E o c L E s . That is right. For instance, you would sell
wheat to the miller, and the miller would sell the flour to the whole
saler and so on, and you would get, of course, a duplication, because
that would be the flour sold to the consumer-----Mr. DRiscoLL. And not the wheat sold by the farmer!
Governor E ccL E S . No.
Mr. SissoN. In other words, there is a great distinction between
the national income and the total turnover of business.
Governor E ccL E S . A very great distinction.
Mr. SissoN. Many times?
Governor EccLES. A very great distinction, but the national in
come determines the actual wealth produced, which determines the
well-being of the people if it is properly distributed.
Mr. FoRD. Might I suggest that my interpretation of "national

income", is all wages, interest, dividends, ultimate sale prices of
goods. Does not that fairly well cover it!
Governor EccLES. I think that is the rule.

Mr. SissoN. That would not include the lawyers' income, who are
not productive members of society, as a part of the national income!
Governor E ccL E S . Yes; it includes a lawyers' income.
Mr. W iL L iA M S . How about wages!
Governor E ccL E S . The same thing applies.
Mr. H oLLiSTER. Would not the real test be not the national income
in dollars, but the units of articles sold in respect to these other
particular years! I f your prices are quite different, your national
income may look different, but it is the units of things that happen
to be sold in a particular year, with reference to the other year!
Governor E ccL E S . Yes, the production; that is right.
Mr. D R is c o L L . Governor, I see that section 209 of this bill con
fers upon the Reserve Board the authority by regulation to change
the requirement as to the reserves to be maintained against demand
or time deposits. As I understand the percentage on demand is now
13 for Chicago and New York, and 10 for other eastern cities, and
? for the country banks, and 3 percent on time deposits!
Governor EccLES. That is right.
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Mr. DiRKSEN. Now, at one time, I think when the Federal Reserve
was raising prices, it was up to 25, 18, and 15, was it not? Was it
not much higher, and mounting higher when the Federal Reserve
was first enacted ?
Governor EccLES. It was higher than it was in 1925; it was 18 and
down below 18.
Mr. DiRKSEN. It has been reduced ?
Governor EccLES. Yes. Dr. Goldenweiser, I wonder if you know
the reason for the drop in the Reserve requirements, from those
higher percentages to the percentage that applies at the present
time?
Dr. GoLDENWEiSER. The reason requirements were reduced at the
time was that it was the theory that the cash held in the bank
vaults amounted to about that much. When this cash in the vaults
held by the banks was excluded from the legal reserve, there was an
allowance made for it.
Mr. DiRKSEN. You do not require any cash in vault now, do you?
Dr. GoLDENWEiSER. No. When they would not let it count as
reserves any longer they reduced the requirement.
Mr. DiRKSEN. No; actually, there is no cash in the vault at the
present time, only of course these reserves against the deposits that
are deposited with the Federal Reserve bank?
Governor EccLES. There is cash in the vault, and these reserve
requirements of 7,10, and 13, as I understand Dr. Goldenweiser, were
reduced because previously the cash held was considered as a part
of the reserve requirements, and the cash now held by the banks is
not considered a part of the reserve. There is no legal cash require
ment, but banks have to hold suiBcient cash to be able to meet the
cash requirements of their customers, and those requirements fluc
tuate from day to day.
They have to ship money, from the Reserve bank to their bank and
the amount of cash required by a bank that is not in a Reserve
center, that is, in centers where there is no Reserve bank or branch
of a Reserve bank, is relatively higher than the percentage of cash
that is carried in a bank where there is a Federal Reserve branch
bank or Reserve bank.
Mr. DiRKSEN. What reserves do the Bank of England and the
Bank of France require, as compared to these requirements here?
Governor EccLES. I am unable to say.
Mr. DiRKSEN. Dr. Goldenweiser, what can you say about that?
Dr. GoLDENWEisER. There are no legal requirements about the
Reserves of commercial banks.
Mr. DiRKSEN. In practice, what do they maintain?
Governor EccLES. Well, in England, somewhere around 10 per
cent, as a rule.
Mr. DiRKSEN. Yes; both the demand and time deposits?
Dr. GoLDENWEiSER. Yes; against their deposits.
Mr. DiRKSEN. Against all deposits?
Dr. GoLDENWEiSER. Yes; and in France I do not know, because in
France they hold so much of it in actual notes and the ratio varies,
but it is not very greatly different from the English system.
Mr. DiRKSEN. Weil, now Governor, section 209. of course, would
confer upon the Federal Reserve Board the power to raise or lower
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those reserve requirements; in other words, instead of 13. 10, and 7,
you could reduce them to 10, 7, and 3, and you might reduce the
reserve against the time deposits to 2 percent or even 1 percent. In
practice, how much of that reserve deposit do the Reserve banks, as
a general thing, carry?
Governor EccLES. You mean the member banks?
Mr. D i R K S E N . No; of the deposits that are carried by member
banks in the Federal Reserve bank, do they keep all of the 13 percent
or 10 percent or 7 percent on hand, or do they use it ?
Governor. EccLES. The Reserve banks.
Mr. DlRKSEN. Yes.
Governor EccLES. The Reserve banks do not invest their money—
that is, their deposit money—from the standpoint of keeping their
money operating at a profit. It is their business to invest their money
in open-market purchases as a regulatory measure of the monetary
system.
Mr. DiRKSEN. Well, the purpose, apparently, of that section is to
give greater flexibility and give the Federal Reserve Board the
authority to raise or lower their reserve requirements, and----Governor EccLES. That provision with reference to the reserve re
quirement is now in the law. The Thomas amendment to the act of
May 12,1933, added to the Federal Reserve Act a provision giving the
Federal Reserve Board the power, by declaring an emergency, to raise
the reserve requirements, with the consent of the President. That
was put in there as a supplemental monetary control to open-market
operations. It is a control against inflation.
Mr. D i R K S E N . Against inflation ?
Governor EccLES. Yes; that would be the purpose of that—a con
trol against inflation. For instance, assuming that the excess reserves
of member banks greatly exceeded the amount of Government bonds
which the Reserve banks held and the bills which they held, there
would be no way of controlling through open-market operations an
inSationary credit expansion on the part of member banks. There
would be no way of reducing or wiping out their excess reserves upon
which credit inflation is built. For instance, if the authority now
granted to issue $3,000,000,000 of greenback currency was exercised,
and if the $2,000,000,000 of gold profit now in the stabilization fund
were used, $5,000,000,000 additional bank deposits would be created.
Mr. GOLDSBOROUGH. Right there, if that money were used to retire
Government bonds, the deposits would not be increased but the
reserves would be increased ?
Governor EccLES. That is right. In that case it would increase the
reserves by that amount, but it would increase deposits to the extent
that it retired Government bonds not held by the banks. If the
money was used to retire Government bonds held by individuals, it
would increase deposits and increase reserves; to the extent that it
was used to buy Government bonds held only by the bankers, to that
extent it would increase the reserves alone without increasing
deposits.
It is possible with the use, we will say, of the $5,000,000,000 referred
to, to increase the reserves by that amount. Additional gold may con
tinue to come into the country, which would also tend to increase the
reserves. So that the banking system could build up excess reserves
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from the $2,300,000,000, approximately, that they hold now to $7,300,000,000 plus any increased gold that comes in. You would have a
potential agency for bank-credit inflation that would simply be ter
rific and no open-market operation could control it. An increase of
reserve requirements would have the same effect in extinguishing the
excess reserves as a sale of securities, and that is why this proposal is
made.
Mr. DiRKSEN. That is the sense of the 20 percent in this bill ?
Governor EccLES. Yes.
Mr. DiRKSEN. Ultimately to extinguish the reserve requirements, if
necessary 2
Governor EccLES. Yes.
Mr. DiRKSEN. I think I have only one more question, and that is
with reference to section 210, dealing with real-estate loans. I was
much interested in the discussion this morning, and I wondered
whether, after all, we could not keep the banks on a commercial
basis and keep them liquid by letting the building and loan associa
tions handle the amortized real-estate mortgages up to 20 years, and
pursue the policy of greater leniency with respect to bank loans, to
such thrift agencies that now operate, I say that for this reason—
the building and loan associations are equipped to handle the amor
tized loans, and if the banks were going to handle them in any
quantity, they would have to set up separate establishments and take
on additional personnel to do that.
Mr. CAViccHiA. May I say this, Mr. Dirksen ?
Mr. DiRKSEX. Yes.
Mr. CAviccHiA. The great trouble was that many building and
loan associations were running businesses in opposition to the banks.
They got in the habit of going to the banks to borrow money on
notes and pay, say, 5 percent on the money that they borrowed irom
the national bank or trust company; and they would proceed to lend
it to me, or the man who wanted to buy himself a home; and they
would get 3 percent or 4 percent or 5 percent bonus; and if they
started to sell preferred shares to depositors and some of these com
panies borrowed—they did not borrow, but they took on deposit
money on which they guaranteed as much as 7 percent per annum,
which no bank could afford to pay. I f the building and loans had
not gone to that field, they would not have suffered as much as they
did when the crash came in 1929.
Mr. DiRKSEN. Well, let me say there are probably 700 or 800 Fed
eral savings and loan associations that have been established now;
and, of course, their sole mission is to deal in amortized loans.
Governor EccLEs. Well, I may answer that by stating that the
Federal savings and loan associations are members of the home-loan
banks.
Mr. DiR KSEX. And those are rediscount institutions?
Governor EccLES. Yes; and those institutions can borrow money
from the home-loan banks at 3 percent. Therefore I do not know
how commercial banks owning substantial savings funds upon which
they pay 2% percent could compete with the home-loan banks in
providing funds to savings and loan associations.
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Mr. D i R K S E N . It could, but for one thing, and do you know what
it is? It is the bank examiners. There are lots of buildings and
loans that would go to the banks and make their notes signed by
all of the directors, get the money, and pour it into the development
of building and construction in their communities: but I doubt very
much whether the examiners would permit that at the present time.
Governor EccLES. The only thing is that a bank, in order to pay
2%-percent interest on time funds, which it will likely have to pay
toliold the funds against the competition of the 3- and 3%-percent
rates paid by savings and loan associations, must lend those time
funds on a basis to yield them not less than 5 percent.
A building and loan association, as a member of the home-loan
bank, would not be willing and could not afford to pay the banks
5 percent for funds which they in turn would have to loan out at
8 percent; and in borrowing from the banks, they would borrow on
a short-term basis and would be loaning in the community on homes
on a long-term basis. Therefore I do not think it is practicable to
expect the building and loan companies to borrow from the savings
or time funds of commercial banks.
Mr. D i R K S E N . There is one statement in here, one proviso in the
section dealing with real-estate loans, section 210, that says:
N o t h i n g c o n t a i n e d in t h i s s e c t i o n s h a l l p r e v e n t a n y n a t i o n a l b a n k i n g a s s o c i a 
t i o n f r o m a c q u i r i n g , a s a d d i t i o n a l s e c u r i t y f o r lo a n s , p r e v i o u s l y m a d e in g o o d
f a it h , s e c o n d o r s u b s e q u e n t lie n s o n r e a l e s t a t e o r s h a r e s o r p a r t ic ip a t io n s in
su ch

lie n s .

Those are junior liens, or they would not be second mortgages?
G o v e r n o r E ccL E S . T h a t is r i g h t .

Mr. D i R K S E N . There would not be anything to prevent a bank from
taking a $2,000 first mortgage on a $10,000 property, and then step
ping in a little bit later and taking another junior mortgage for
$1,000, and making a junior lien against the first mortgage against
the property, if they so desired. I believe you stated this morning
you thought that was rather poor financing to even indulge in junior
liens, if it could be avoided.
Mr. Ecci*ES. A bank should be prohibited, in the first instance,
from taking a junior lien—from making a loan secured by a junior
lien; but if a bank has a loan, and even though it may be an unse
cured commercial loan or a collateral secured loan, the bank is justiRed in taking a second lien, for additional security, if conditions de
velop where the loan, which was adequately and properly secured,
or a loan which was made to a concern which had ample resources,
gets into a position where it becomes a doubtful loan. In such cases
Sie bank may take a second mortgage or take any other security
that it can get; and banks have always done that, in fact. They
have always been doing that.
Mr. D i R K S E N . The only requirement, however, in that language, is
the faith of the bank, " previously made in good faith."
G o v e r n o r E ccL E S . I t h i n k p o s s i b l y t h e o n l y r e a s o n f o r t h a t l a n 
g u a g e t h e r e is t h i s : T h e b a n k s , w e k n o w , h a v e a l w a y s t a k e n , a n d
th e re h as b een n o p r o h ib it io n u p o n b a n k s ta k in g , f o r d e b ts p r e v i
o u s ly c o n tr a c t e d , s e c o n d m o r tg a g e s o r a n y o th e r c o lla t e r a l.
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DiRKSEN.

Have they that authority

now ?

Governor EccLEs. Yes.

Mr. D i R K S E N . To take second mortgages?
Governor E ccL E s. Yes; they have always done that.
Mr. C A v ic c iiiA . Is there not some contusion here, Mr. Dirksen?
I think you mentioned about a bank lending their $10,000, and sub
sequently he wants to borrow another $1,000 on the same piece of
real estate. That is perfectly legitimate, because it is considered
practically one mortgage loan—is it not—whether it is made in one
loan or two loans; am I correct, Governor ?
Governor EccLES. It would seem to me that it would be consid
ered a first and second mortgage, because the first mortgage might
be sold without recourse, and certainly the $1,000 mortgage would
then be a second mortgage. So long as both pieces of paper are held
by the same institution, they wouldoe, for all practical purposes, the
equivalent of a first mortgage.

Mr. C A v ic c m A . I had in mind the building and loan practice,
where a^ man has $5,000 mortgage, and a year or two later wants
another $1,000; in all respects, that is considered as one mortgage.
Now, a second mortgage is never taken by a building and loan—by a
member bank unless it wants to secure some loan that it had already
made; is that correct?
Governor E ccL E S . That is right.
Mr. HANCOCK. Mr. Dirksen, may I ask one question?
Mr. DiRKSEN. Y e s .
Mr. HANCOCK. In addition to the fact that there is such a s m a l l
amount of eligible commercial paper available for rediscount, did I
understand you to say the other day that one of the reasons why you
were suggesting that 20-year amortized real-estate mortgages shouM
be made eligible for borrowing was the fact that unless the banks
did handle this type of paper, these loans would continue to gravitate
to the home-building and thrift institutions ?
Governor EccLES. We are not proposing that 20-year mortgages,
as such, be eligible for rediscount. The proposal is that the banks
be permitted to make amortized real-estate loans on improved prop
erty up to the maximum period of 20 years, up to a certain percentage
of their time funds.
Mr. HANCOCK. Sixty percent, is it not?
Governor EccL E S. Yes. Now, with reference to the question of
eligibility, there is nothing said at all about the right to rediscount
those mortgages. The wording of the eligibility provision is to the
effect that the Federal Reserve Act would be amended to authorize
the Federal Reserve banks, subject to regulations of the Board, to
discount for member banks any commercial, agricultural, or indus
trial paper, and to make advances to member banks on promissory
notes, secured by any sound asset.
Mr. HANCOCK. I understand. This is something that was recog
nized in the Emergency Banking Act, that the member banks be per
mitted on their bills payable or promissory notes, secured by sound
assets, to borrow from a Reserve bank, and the credit department of
each Reserve bank would determine the terms upon which the mem
ber bank could borrow.
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Let us see if we understand each other right there for a minute.
Under that provision, would the member bank be able to endorse,
without recourse, a Arst-mortgage note to a Federal Reserve bank?
Governor EccLES. A member bank now cannot endorse without
recourse any paper to a Reserve bank. All borrowing from the Fed
eral Reserve bank is done on eligible paper, on the discount basis,
with recourse, and all the bill does is to broaden the borrowing privi
lege so as to give to the Reserve banks the power to lend to member
banks on the member bank's note for a period of 3, 6, or 9 months,
according to' the regulations that the Board may make, those notes to
be secured by bonds, mortgages, or loans secured by collateral, with
such margin as the Reserve banks may consider adequate to make the
loans safe and sound to the Reserve bank.
Mr. HANCOCK. I think I understand that now; you see if I do.
In other words, the member banks, under this provision, would not
be able to rediscount a 20-year amortized mortgage with the Federal
Reserve System, but use the mortgage as collateral for a loan.
Governor EccLES. That's correct.

Mr. HANCOCK. But it could give its own note, secured by the 20year amortized mortgage, and secure a loan from the Federal Reserve
bank, if that was a sound asset ?
Governor EccLES. The Reserve bank would determine what mar
gin might be required, and would also determine whether the loan
would be made for 3 months or 6 months, or a longer period.
Mr. HANCOCK. But that would enable the member bank to be in a
position, in time of emergency, to take that paper and use it for the
purpose of liquidity ?
Governor EccLEs. The same as it could with eligible paper; that
is right.

Mr. HANCOCK. In other words, you mean put real-estate mort
gages on parity, as they should always have been, so far as eligibil
ity is concerned, with bonds?
Governor EccLEs. Government bonds, you mean?
Mr. HANCOCK. Yes; Government bonds?
Governor EccLES. Yes; so far as being able to borrow money from
the Reserve bank is concerned.
Mr. CA ViccH iA. Is this inflation, Governor?
Governor EccLES. This is not inflation, because no member bank
is going to borrow from the Reserve bank as long as it has excess
reserves. Now, when the borrowings of member banks reach the
point where you can get credit inflation, just as we have had in this
country in the past, it was said to be the duty of the Reserve Board
and the Reserve banks to raise the discount rates and to discourage
future credit expansion.
Inflation can only be brought about by the willingness of the
people and corporations to borrow money, and that is one thing we
are trying to get; we are trying to induce the borrowing and lend
ing of money upon which recovery is based. We are talking about
the fear of inflation or reflation, when, as a matter of fact, that is
what we want.
Mr. DiRKSEN. Governor, I have one more question, and that is
predicated on the question asked by the chairman of the committee
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last week, when, off the record, he observed something about the
condition of one of the Federal Reserve banks. Was that early
in 1933?
The CHAIRMAN. I am not sure that I remember the remark you
refer to.
Mr. DiRKSEN. Well, I got the impression at that time that it was
the Federal Reserve banks that had lost their liquidity; is that
possible 2
Governor EccLEs. The Reserve bank lose its liquidity?
Mr. D i R K S E N . Yes.
Governor EccLES. I never heard of that.

Mr. D i R K S E N . I got that impression at the time, but that is neither
here nor there. I am just wondering if, carried to its logical con
clusion, there is plenty of demand for this money; and, as you say,
the assets can still be sound and still not be liquid, but if those were
infiltrated to the Federal Reserve banks, you may have another
flurry similar to the one we went through.
Governor EccLEs. An asset that may be considered sound and
liquid with business activity and a high rate of employment and
national income becomes frozen and unsound when the -national
income diminishes. Soundness is not determined only by the sub
stance of a loan or asset at the time the asset is purchased or the loan
is made; it depends upon the state of trade and business which fol
lows, and it is up to the banking system to maintain a state of trade
and business that will preserve soundness, if soundness existed when
the credit was created, in so far as it is possible.
When certain foreign bonds were purchased, German bonds, prior
to the war, we considered those the best in the world, and they were
sound assets. When wheat was selling at $2 a bushel, it would have
been considered perfectly sound, and the paper would have been
eligible to have been loaned upon, and it would have been proper to
have loaned upon that wheat with a 25-percent margin, on the warehouse-receipt basis. The same thing is true in any other commodity.
I remember when sugar was selling at around $21 a bag, and
within a 6-month period it fell below $5 a bag. I am not arguing
that a loan of 80 percent of the value of $21 sugar would have been
sound.
I remember when sheep were selling at $16 a head, when within
a 6-month period you could not sell them at $4 a head, yet a loan
made on sheep at $16 for 9 months—that is, on the basis of 50 per**
cent of $16—say, $8 a head for 6 months was eligible; whereas be^
fore that loan came due that security was not selling for one-half
of the amount of the loan.
The point I am trying to make is that the question of liquidity and
the question of soundness depends upon the state of trade and the
state of business; and to the extent that forced deflation through
forced credit contraction is obviated through making available the
rediscount facilities of the Reserve banks—to that extent you pro
vide liquidity. The only liquidity that really exists in a serious de
pression is the liquidity that is provided through the money-issuing
agency, the Reserve System. Even Government bonds cease to hav&
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liquidity at the price at which corporations can sell them without
going bankrupt.

The price of Government bonds in 1932 was down, the 3's, I think,
to $83. A bank holding any substantial amount of those bonds—
to have sold them at that market—and if any substantial amount
had been sold, the market possibly would have gone to $50, and the
bank would have been ruined. The banks, however, could go to the
Federal Reserve banks and borrow on those Government bonds, and
that was a protection to the market, and also a protection to the
banks, which would not have existed if the banks had been forced
to sell those bonds to get money to meet the demands, instead of
going to the Reserve bank and getting the money.
Mr. HANCOCK. Mr. Dirksen, may I ask one other question?
Mr. DiRKSEN. Yes.
Mr. HANCOCK. Now, deposits you have already written oif.
Mr. DiRKSEN. I think if the Governor wanted to, in the light o f
the fact that it was related to the bonus, he might make a further
observation.
Governor EccLES. I do not care to express an opinion on matters
of that kind, because I feel it is entirely outside of my ofRcial posi
tion. I have my personal opinion, but I think it is outside oi my
oSicial position.

Mr. DiRKSEN. I have just one observation to make with refer
ence to this last section of title II, and it is this: Whether or not
the time deposits will be drained off in the form of real estate
amortized loans to any appreciable extent, will depend entirely upon
the public demand?
Governor EccLES. Entirely.

Mr. DiRKSEN. The public demand must necessarily be occasioned
upon the purchasing power?
Governor EccLES. There is no question about that.
Mr. DiRKSEN. If you have not got the purchasing power, they
might demand until they are blue m the face, and it would not do
any good; and that, in turn, is conditioned upon the state of employ
ment in the country!
Governor E c c L E s . That is correct.
Mr. DiRKSEN. The question that comes up to us is: Which is the
6rst, the hen or the egg? And I question whether it is going to do
any good.
Governor EccLES. I f you get demand for long-term credit for home
construction or for other construction, and the facilities for providing
it do not exist, that would be most unfortunate.

Now, I feel that, with low interest, and abundance of excess funds,
that the need and desire of institutions with those funds should be
to put them to work, and that may tend to create some construc
tion. I do not believe that the demand, today, throughout the
country as a whole, for long-term, amortized loans is entirely being
met. What you say about the hen and the egg is true, and I am not
claiming for the eligibility feature of this legislation and the realestate feature, one of which is the corollary to the other, that it will
bring about recovery; but it would create the machinery upon which,
recovery can be brought about.
127297— 35------ 20
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I might say this: That the increase in private expenditures for
equipment and construction await upon the increased demands for
products of industry. The increased demand depends upon the in
creased incomes, as a whole. Increased incomes await upon in
creased expenditures in construction. There is your circle.
Now, the impasse can be broken in the first instance, I believe, only
by the various Government activities, and if the impasse is broken,
then you have created here the machinery with which to help carry
forward, just as you are creating in the case of the Home Owners'
Loan Act and providing funds for your home-loan banks to loan to
the members of the home-loan banks. That is the agency that will
help in the mortgage Reid as well.
Mr. HANCOCK. That is what you said in 1933, is it not?
Governor EccLES. Something like that.
Mr. D i R K S E N . That is all I have to ask, Mr. Chairman.
The CHAIRMAN. All right. Mr. Wolcott, have you any questions ?
Mr. HANCOCK. Let us adjourn now until in the morning, Mr. Chair
man.
Mr. FoRD. May I make one observation before we adjourn?

The CHAIRMAN. Pardon me just a minute.
record.
(Here follows discussion off the record.)

Let this be off the

Mr. SissoN. As I understand it, this bill makes no change in the
law with respect to the liability of the banks that are members of the
permanent insurance fund for assessment; that is, in other words,
the assessment is still based upon the total amount of the deposits;
that is correct, is it not, whether insured or not ?

The CHAIRMAN. That will be the situation under the new law, but
it is not the basis on which the assessments are made under the law as
is stands now.
Mr. SissoN. I know, but it was contemplated as a permanent fund?

The CHAIRMAN. Well, under the permanent plan, there would be
an assessment of one-fourth of 1 percent, to be repeated in case of
necessity. The necessity depends upon whether or not the total fund
on hand equals one-fourth of 1 percent of the amount of the total
deposits of insured banks.
Mr. SissoN. Well, what I am getting at, Mr. Chairman, is this:
You all know that was one of the points at issue last year, and that
is going to be one of the points in controversy this year. We are
getting some letters from certain banks to the eSect that that is
inequitable; that is, when the total amount of the deposits that are
insured are a relatively small percentage of their total deposits, as
compared with their uninsured deposits, they are making the claim
that there should be a change made.
I am not taking any position. In fact, if I were to take any posi
tion now, I wouid be opposed to that contention.
The CHAIRMAN. I think you will Rnd, Mr. Sisson, in Mr. Crowley's
testimony, and in Mr. O'Connors' testimony that that phase of the
legislation is fully covered, not only as to the changes made and the
systems being employed, but all Reids that enter into the calculation
are covered.
Mr. HANCOCK. Mr. Chairman, may I respond to my good friend
from New York?
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I had occasion, today, Mr. Sisson, to go into a case affecting an
institution in my own State. I received a letter recent]y criticizing
the method proposed under title I of the new bill, whereby the pro
posed assessment of not more than one-twelfth of 1 percent would
be levied against the total deposits in any one institution, annually.
This institution that I have in mind, under the present law, insured
$20,700,000 of its total deposit liability of $58,000,000, and the present
cost to that institution is approximately $51,000 a year. Under the
provisions of the new act, whereby the assessments apply to the total
deposits of $58,000,000—on the basis of not in excess of one-twelfth
of 1 percent, the cost of insurance to this institution is actually re
duced $3,000, to $48,000 a year; and 13,000 institutions that are in
sured today would carry this insurance at a lesser amount under the
new act than they do under the temporary plan at the present time.
Mr. WiLLiAM S. The fact is, there is no insuring under the perma
nent system and----Mr. HANCOCK. No; I say, under the temporary plan.
The CHAIRMAN. Well, gentlemen, have we decided to adjourn for
the afternoon? We will meet at 10:30 in the morning, and I hope
we shall Rnish with Governor Eccles tomorrow.
(Thereupon, a recess was taken in the hearing until 10:30 a. m.,
Friday, Mar. 15, 1935.)
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BANKING ACT OF 1935
F R ID A Y , M A R C H 15, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

i7. C.
The committe met at 10:30 a. m., Hon. Henry C. Steagall (chair
man) presiding.
The CHAIRMAN. All right, gentlemen, there is nothing in the
House to interfere with our meeting today.
We will resume with Governor Eccles. Mr. Ford, have you some
thing?
Mr. FoRD. Mr. Spence is next.
The CHAIRMAN. That is all right. Mr. Spence, if you have any
questions, you may proceed.
Mr. SPENCE. Governor Eccles, what will be the practical effect of
waiving the collateral requirements for the issuing of Federal Re
serve notes! In other words, is there any limitation, or will there
be any limitation on the issuance of notes ?
Governor EccLES. There is no limitation now, for all practical
purposes. What determines the use of currency is not the Federal
Reserve banks, nor the member banks, but the people of the country
who have claims on the deposits in the banks. They have the right
to request a bank to pay them in currency. The bank, in order to
be able to pay them such currency as they request, goes to the Fed
eral Reserve bank to get the currency. The bank, in order to get
the currency from the Federal Reserve, must have a balance with
the Federal Reserve, just as an individual depositor with a bank
must have a balance with the bank. Therefore, the only limitation
upon the issuance of currency is the demand for currency by the
people of the country that have bank deposits, and the collateral
requirements in no way affect or change the amount of the currency.
Mr. SPENCE. What was the philosophy of the original act which
so meticulously made the requirements for collateral?
Governor EccLEs. I do not know that I can say. I could only
surmise what was in the minds of the framers ot the act at that
time. The theory apparently was that the demand for currency
would fluctuate directly with the volume of activity of business, and
as business increased m activity, it would increase its borrowings
on eligible paper, which, together with the gold, would supply the
necessary collateral for the Federal Reserve not^s; and, as business
activity slackened or decreased, the volume of eligible paper held by
the banks would be reduced, and hence the volume of currency would
be reduced.
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It has been found, however, that there is nothing in the history
of the Federal Reserve System to warrant such a conclusion. This is
the only country where there is a central banking system, outside of
Great Britain, which requires collateral to be held back of the note
issue of the central bank. All of the new central banks which have
been established in recent years recognize that, in essentially a checkusing country, there is no necessary relationship between the use of
currency and the volume of business.
We heard a great deal of talk about issuing currency with the
idea that, if that currency is issued in greater quantity than is now
outstanding, it would improve or help business. The direct spend
ing by the Government of currency, from the standpoint of the actual
money in circulation, and the business activity created thereby, would
be no different than the same amount of money spent by the Govern
ment as the result of its present method of financing; because you
cannot keep out in circulation more currency than is required by the
country to meet its convenience in doing business. The currency
comes right back to the banJks and from the banks goes to the Fed
eral Reserve banks and is destroyed. We have noticed that, from
the time of the bank holiday up until the present time, the amount
of currency in circulation has been reduced by about $2,000,000,000.
Mr. SrENCE. What is the total amount of gold held by the Federal
Reserve, Governor?
Governor EccLES. I do not recall the figures. Do you have that.
Dr. Goldenweiser ?
Dr. GoLDENWEISER. Gold certificates held by the Reserve banks
amount to $5,400,000,000.
Mr. FoBD. $7,866,000,000 in 1934.
Governor EccLEs. That would probably include the gold held by
the Treasury as well. The Federal Reserve would not have that.
Mr. SPENCE. The amount of gold reserves upon which the circu
lation is based; what would that be?
Governor EccLES. The law requires a 40-percent reserve against
Federal Reserve notes in circulation. Those gold certificates, plus
the Government bonds or commercial paper, or both, are held by the
Federal Reserve agent as collateral. In the absence of commercial
paper, it was necessary to accept Government bonds to make up the
60-percent difference between the 40-percent gold and the total of
notes outstanding.
Mr. SPENCE. And this act is that 40 percent of the gold reserve
is the sole basis of the circulation?
Governor ^CCLES. Yes; 40-percent gold reserve is the only limita
tion. There is also a reserve required against the deposits of the
Reserve banks, which is 35 percent in gold or lawful money.
Mr. SPENCE. And the circulation, based upon the gold now held,
would be two and one-half times that?
Governor EccLES. So far as ^old is concerned-----Mr. SfENCEL So far as gold is concerned?
Governor EccLEs. Yes; there is almost sufBcient gold now to back
up the outstanding currency 100 percent.
Mr. SPENCE. As I understand, the Federal agent was the agent of
the Federal Reserve Board in its dealings with the Federal Reserve
banks ?
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Governor EccLES. The Federal Reserve agent is the chairman of
the board of directors, and is appointed by the Federal Reserve
Board and not by the banks, and he is the person at the bank through
whom the Federal Reserve Board deals.
Mr. SPENCE. He, in a sense, represents the Federal Reserve Board
in dealings with the Federal Reserve bank; is not that the philosophy
of it?
Governor EccLES. That is right.
Mr. SpENCE. And he saw that the Federal Reserve banks complied
with the requirements of the Federal Reserve Board. How will
those functions be performed now?
Governor EccLES. Through the Governor and the chairman, who
will be one and the same. Instead of having a dual organization,
which creates cleavage and which is bad administration, it is pro
posed to combine the two oiRces. That is one proposal in the bill
to which there has been practically no opposition from any source.
The bill will save, in the operation of the Federal Reserve System,
about $400,000 a year.
Mr. SrENCE. But the functions that were performed by the Fed
eral Reserve agent are still being performed, but the Board will
select the person to perform them?
Governor EccLES. One of the principal functions of the agent was
to hold the collateral as a sort of trustee against the notes which were
issued. He was responsible at all times to see to it that these gold
certificates and these Government bonds or commercial paper were
deposited with him in sufHcient amount to meet the legal require
ments for the issue of notes.
Mr. SrENCE. Under the law, one Federal Reserve bank may redis
count—it says under the orders of the Board and regulations pre
scribed by the Board, may rediscount its paper in other Federal
Reserve banks. To what extent has that been taken advantage of ^
Mr. EccLES. I could not tell you just to what extent. I under
stand, however, that in 1920 anJ 1921 there was some of that done,
when the reserves of the Reserve banks got down to practically the
legal limit and they were unable to extend further accommodations
and, at the same time, have suHicient gold to meet the legal require
ments for deposit and note-coverage. Do you remember to what
extent that was, Dr. Goldenweiser?
Dr. GoLDENWEisER. In 1920, from memory, about $250,000,000.
Mr. EccLES. How many banks were involved in the rediscount?
Dr. GOLDENWEISER. There were 11.
Mr. SrENCE. That provision, really, in effect, makes the Federal
Reserve bank a central bank, does it not?
Governor EccLES. It does so only to the extent of making the re
sources of the system available for the beneRt of all the member
banks, and that is all.
Mr. SPENCE. There is one other thing: I believe you said that you
thought that some policy ought to be prescribed with reference to
the administration of the bill, and you made a suggestion, or you
suggested an amendment. Will you tell us what that amendment
was, again ?
Governor EccLEs. I suggested that I thought that fixing the price
level as an objective would not be desirable, and as an alternative
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I suggested that something like this might be better as a definition
of objective:
I t s h a ll b e th e d u ty o f t h e F e d e r a l R e s e r v e H o a r d to e x e r c is e su ch p o w e r s
a s i t p o s s e s s e s t o p r o m o t e c o n d i t i o n s m a k i n g f o r b u s in e s s s t a b i l i t y a n d t o m i t i 
g a t e , b y i t s i n f lu e n c e , u n s t a b i l i z i n g f l u c t u a t i o n s in t h e g e n e r a l l e v e l o f p r o d u c 
t io n , t r a d e , p r ic e s , a n d e m p l o y m e n t , s o f a r a s m a y b e p o s s i b l e w i t h i n t h e s c o p e
o f m o n e t a r y a c t io n .

That is better, I feel.
Mr. WiLLiAMS. That would be their duty even if you did not put
it in there, would it not 2
Governor EccLES. The present law does not give them such a duty,
at all. The present law only provides for------

Mr. WiLLiAMS. Ought it not to be their duty 2
Governor EccLES. I do not know. The law has looked upon the
Federal Reserve banks as agencies to provide credit for agriculture,
commerce, and industry. The original act never contemplated the
Federal Reserve bank as a monetary factor, as I understand it.
Mr. Cnoss. May I interject right there, that the testimony of the
members of the Reserve Board and some of the governors—they
testified that it was not their duty and they did not consider they
had anything to do with it.
Governor EccLES. I think it was thought that, if credit was pro
vided for commerce, agriculture, and industry, that is all that could
be done toward creating business stability.

Mr. WiLMAMS. You think they made no effort along that line, at
All?
Governor EccLES. What is that ?
Mr. W iLL iAM S. You think they have paid no attention to the objec
tive that you set out there, heretofore ?
Governor EccLEs. I would not say that. Of course^ the powers
of the Board have been limited, their authority and their duties-----Mr. WiLLiAMS. And they made no effort, at all, to stabilize business
conditions and mitigate the evil effect of fluctuating prices and
unemployment, and things of that kind ?
Governor EccL E S. I have only been on the Board, as you know,
for a very short time, and what the Board may have done is a matter
of record, and it would appear in the record, from the condition of
unemployment, the fluctuations of business activity, that whatever
may have been done was a long way from creating stable conditions.
Whether a condition of business stability can be brought about by
monetary policy, only time can determine; and, as I stated the other
day, monetary action has its limitations and has to be considered in
connection with the tax program and Government expenditures.
Mr. WiLLiAMS. I do not mean to be understood to be opposed to
the suggestion you made here. I had had the impression that was
their duty all right, and I still think, if it has not been their duty,
we ought to make it their duty.
Governor EccLES. I do not believe that under the existing law they
Are required to carry out or to perform that function.

The CHAIRMAN. Well, the fact is, is it not, Governor Eccles, that
there was an attempt to incorporate specific directions of that type
in the original Federal Reserve Act, and finally, it was left out of
the bill*
Mr. FARLEY. Mr. Chairman, may I have an opportunity-----Digitized for FRASER
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The CHAIRMAN. Mr. Spence, will you yield to Mr. Farley?
Mr. SPENCE. I just want to ask a question. Governor Eccles, do
you consider that this bill, if passed, will be an attempt by the Con
gress to exercise its constitutional legislative function to regulate
the value of money ?
Mr. EccLES. I should say that it would be a case of Congress dele
gating to a body that power and that responsibility, as defined in this
statement that I just read. We often think of regulating the value
of money as having reference to gold.

Mr. SpENCE. Well, as a corollary to that, that would be regulating
the price levels, too, would it not?
Governor EccLEs. It would be an attempt to regulate the price
level. If these instructions or requirements are prescribed for the Fed
eral Reserve Board the price level will be one of the objectives, but
not the only objective. Others will be stable production and employ
ment.
Mr. SpENCE. Well, how far do you think you could go in obtaining
some definite objective as to the regulation of price levels?
Governor E ccL E S . The controlling of production and the fixation
of prices can tend to create whatever price level is desired.
By the operation of the National Recovery Act and the Agricul
tural Adjustment Administration you can restrict production and
bring about a rise in prices; but it seems to me that the thing
that we are most interested in is to get a maximum of production in
the country as a whole and a maximum of consumption. That is far
more important than the price level.
In order to be able to get a maximum of production, it is necessary
to get a proper distribution, and the question of price naturally has
to enter into the problem. I do not know that I could add anything
to what I said when Mr. Cross was examining me with reference to
the problem of prices.
Mr. CRoss. May I ask a question ?

Mr. SPENCE. Go right ahead.
Mr. C R o s s . Governor, you said that three factors come in there r
The question of price and production and employment. If you
check the price level when the country was prosperous and when i t s
indebtedness was created, much of it fixed by bonds and taxes, and
the cheap dollar compared to the present dollar that existed—if you.
get a price level that is comparable to the price level then in that
period, is not that the very thing upon which depends both produc
tion and employment? In other words, to get employment you
have got to get the price to where the producer makes a proRt—a
probable profit, because not everybody makes a profit, of course, but
under good management, he can make a profit, and when he can do
that, he employs labor and in turn labor is given a purchasing
power and the country can function as a result of that, and you get
rid of your unemployment and you keep a stable product and you
keep a stable price level on the standard you take of some prosperous
year.
Governor EccLES. You know, from 1923 up to about 1929, we had
a fairly stable price level. Now, why was it that that stable price
level became an unstable price level and we got into the depression
we did!
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Mr. CROSS. If you will let me answer that, if you put that as a
question——
Governor EccLES. I think maybe asking a question is the best way
for me to answer it.
Mr. CROss. I would say the Federal Reserve Board fell down in

its duty, or fell down under the law as it existed—I could not say
it was a duty. But in addition to that, we did not have then the
securities act to control the wild speculative gambling that took
place throughout the country on the stock exchanges. Now, we have
controlled it largely through the laws enacted in the Seventy-second
Congress.
Governor EccLEs. You assume that, if the volume of money in
relation to total production is kept at a certain ratio, you would
thereby maintain a uniform or fixed price.
Mr. CROSS. Not a fixed price of anything?
Governor EccLES. No, I know; I mean a fixed index, uniform
prices according to some index. And you overlook, it seems to me,
the income velocity, which is an element as important in our economy
as is the quantity of money. As I indicated the other day in reading
the quotations from the Brookings Institution report on our ca
pacity to consume, there must be a more equitable distribution of
income than existed in 1928 and 1929, in order to keep up income
velocity and to prevent production capacity getting all out of bal
ance or relationship with consumer buying power.
Mr. FonD. In other words, Governor, if you have a national in
come of $100,000,000,000, but if it was confined to a small percentage
of the people in the country, it would not accomplish the result of
wide-spread purchasing power, would it?
Governor EccLES. It would only so long as those receiving this
income continued to spend or invest those funds, but you reach a
point where----Mr. FoRD. A saturation point, in other words?
Governor EccLES. They no longer invest.

Mr. FARLET. Mr. Chairman, may I ask the Governor a few ques
tions about the bill itself?
Mr. SPENCE. When I get through; yes.
The CHAIRMAN. When Mr. Spence gets through, I will recognize
you immediately, Mr. Farley.
Mr. SPENCE. Governor, the maintenance of a stable dollar is some
thing that is very greatly to be desired, is it not, because if the
dollar would raise 10 percent in value and buying power, the wealth
of the Nation would be raised that much. For instance, if there
was $400,000,000,000 of wealth in the Nation and the dollar raised
its buying power, or was increased 10 percent, that would reduce the
money value of the wealth of the Nation $40,000,000,000, would it
not ?
Governor EccLEs. A stable price level is very desirable. If I
knew of some way to maintain stable prices, and at the same time
maximum production, naturally I would be very much in favor
of pursuing that method. But prices are influenced by so many
factors, crop failures, for instance, prices of imported goods as they
are influenced by the variation in the exchanges—those are two
factors that we may have very little or no control over, and they all
^nter into the price structure.
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Mr. SPENCE. Now, in this bill we state a new policy, or new
standards, or new criterions, or new objectives to be attained. The
provision here in regard to the open-market committee says it shall
set forth policies that, in the judgment of the committee, should
be followed with respect to the open-market operation of the Federal
Reserve bank. Now, if this is a delegation of constituted legislative
power to regulate money, would it not be necessary for the Congress,
in making that delegation to state some objective to be attained %
I have not gone into that, but I want to read a paragraph from a
decision of the Supreme Court in P<27^7M
%%.
v.
^
—one of the " hot-oil " cases:
The Constitution provides that " all legislative powers herein granted shall
be vested in a Congress of the United States, which shall consist oi a Senate
and House o f Representatives" (a r t I. sec. 1). And the Congress is em
powered " to make all laws which shall be necessary and proper to carry into
execution" it general powers art. I, sec. 8, par. 18). The Congress mani
festly is not permited to abdicate, or to transfer to others, the essential legis
lative functions with which it is thus vested. Undoubtedly legislation must
often be adapted to complex conditions involving a host of details with which
the national legislative cannot deal directly. The Constitution has never been
regarded as denying to the Congress the necessary resources of Rexibility and
practicality, which will enable it to perform its function in laying down
policies and establishing standards, while leaving to selected instrumentalities
the making of subordinate rules within prescribed limits and the determination
o f facts to which the policy as declared by the legislature is to apply. Without
capacity to give authorizations of that sort we should have the anomaly o f a
legislative power when in many circumstances calling for its exertion would be
but a futility. But the constant recognition of the necessity and validity of
such provisions, and the wide range o f administrative authority which has been
developed by means of them, cannot be allowed to obscure the limitations o f the
authority to delegate, if our constitutional system is to be maintained.

I have not gone into that question, but do vou not think there
ought to be some objective, dennite objective pfaced in the law?
Governor EccLES. You mean as to price?

Mr. SPENCE. As to price level, the purchasing power of the
dollar?
Governor EccLES. By purchasing power of the dollar you mean
the price level?

Mr. SPENCE. The price level; yes.
Governor EccLES. I f the price level is placed in the law as an
objective for the Board to reach as a result of monetary action, and
the other factors are left out, we may get the result of having a
stable price level and not getting any of the other factors which we
want. I believe that the price level is less important than employ
ment. I think the most important element, after all, is total pro
duction, because that is the real measure of wealth. I do not
know what monetary policy could possibly be pursued to bring
about a fixed price level and maintain it; I do not know how that
would be possible.

Mr. SPENCE. Well, the price level does have a very great relation
to the production, does it not ?
Governor E ccL E S . It may or may not The thing that, after all,
has relation to production is the buying power of the people of the
country as a whole. When the national income is increasing faster
than production, prices rise and production is stimulated thereby;
and when the national income is diminishing, prices decline, and
production is diminished thereby.
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Therefore, it seems to me that the problem of the national income
is a determining factor with reference to prices and production. So?
rather than an arbitrary fixation of prices, if we could get an in
crease in the national income, we would get an increase in pro
duction and an increase in prices; and that is why in 1929, after
we had had a period from 1923 to 1929 of stable prices—because
we had had reasonably full employment during that period—and
then our national income started to diminish and we got into a
cyclical depression, prices went down and production went down.
Mr. SpENCE. Do you think the changing price level comes from
conditions over which we have no control ?
Governor E c c L E s . Over which we do not have anything like
complete control. We possibly can exercise some control through
monetary action; but I do not think that we can exercise absolute
control, unless we undertake to fix prices, by legislation, and attempt
to regulate production accordingly. Even then, I doubt that we
could maintain stability of the price structure a s a whole.
Mr. SPENCE. The power given to the Congress, in the Constitu
tion, to regulate the value of money is a power you do not think
can be exercised?
Governor EccLES. I do not think it can be exercised to the extent
of maintaining a uniform price level, and at the same time keeping
up maximum production.

Mr. SPENCE. Well, a good many of our ills have resulted from
changing the value of the dollar and the fluctuating price level.
Governor EccLES. Oh, yes; but the changing value, as I say, has
been brought about primarily through the decrease in the national
income, which was brought about through the inequitable distribu
tion of income. That is where the trouble commenced very largely.

Mr. SPENCE. How far do you think legislation can go to stabilize
the value of the dollar? Suppose we set the objective that we might
not hit, but could we come anywhere near it!
Governor EccLES. I do not know how. Certainly, interest rates
could not be very much lower than they are now. The volume of
money that is not in use is very great, and to increase it, it seems to
me, would accomplish nothing toward either price raising or increas
ing business activity.
We have a potential increase of $20,000,000,000 in the supply of
money. The excess reserves provide that. True, if Government
spending were greatly increased, you would get an increase in the
price level, because you would get an increase m the national income?
and you would get an inflationary or reflationary effect as the result
of that increased spending.
Mr. SpENCE. That would be an artificial condition?
Governor EccLES. It would bring about the same result as an
equal volume of spending by our people of their own funds, or their
being willing to borrow and spend a like amount. That would in
ject into the circulation an increased amount of money and increase
the velocity of money and raise the price level, and the buying power
of the people would increase through that spending, and production
would then have to increase to meet the increased buying power, and
with the general increases, prices should tend upward.
Mr. CRoss. May I ask a question ?
The CHAIRMAN. Mr. Farley is next.
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Mr. SpENCE. There is one question more. I have gotten so many
letters from State banks—there is a provision in the iaw that you
can waive the capital requirements of the State banks and then give
them such additional time to conform to the requirements as the
Board may, by regulations, prescribe. A good many of them feel
that they ought to know just how long they have to comply with
these requirements, when they become members of the Federal Re
serve System, with the ultimate purpose of remaining in.
Governor EccLES. I suggested an amendment to that the other
day that would give the Board the power not only to waive the capi
tal requirements, but all other requirements, and also to permit banks
to continue with less than $50,000 capital, if it is adequate in rela
tion to their liabilities. So there would be no time limit if a bank
with $25,000 capital did not need a greater capital in relation to its
deposit liability.
Mr. SpENCE. Well, I suppose it works both ways.
Governor E c c L E s . That was the suggested amendment to liberal
ize that section.
The CHAIRMAN. All right, Mr. Farley.
Mr. FARLEY. That is right in line, gentlemen, with what I had in
mind. In section 202 you provide-----Governor E ccL E S . Where?
Mr. FARLEY. Section 202, that the time in which this shall become
effective is July 1, 1937. But why is there any objection to writing
into the law 1940, for instance ?
Governor E ccL E S . That is not in the banking bill of 1935. As I
understand it, that is in the banking act which was passed in 1933.
Personally, I see no reason for an extension of time in lieu of the
provisions that are being made, in order to make it possible to admit
all the State nonmember banks which are insured. I believe that it
would be in the interest of those banks and the System as a whole to
be members of the Federal Reserve System, if this legislation broad
ening the eligibility features is passed.
Mr. FARLEY. I wanted to ask this, because in the State of Indiana we
have, in round numbers, 420 banks, and only six now are in the Federal
Reserve, and I have the fear that, if they are compelled to qualify by
July 1, 1937, there will be many of them left out. Do you not think
that, if the insurance feature is withdrawn from these banks, because
they have not qualified, it is just the same as closing the banks!
Governor E ccL E S . Why do you think they cannot qualify!
Mr. FARLEY. Well, they might be able to qualify m a little addi
tional time, but if the rules governing the examination of these banks
continue as rigid as they have been for some months past, they prob
ably would not be able to qualify, because they have a lot of frozen
assets yet.
Governor E ccL E S . I am sure that, so far as the present Federal Re
serve Board is concerned, they realize fully that situation, and it is
their expectation to take into the System all, or practically all, banks
which are insured. It is for that reason that we are proposing this
amendment to the Federal Reserve Act.
It is true that, as a condition of admission to membership, the Fed
eral Reserve Board has rather rigid regulations, which are not require
ments of law. They require banks to charge off all paper that is
classified as a loss, b^ t&e reserve examiners, and all depreciation on
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bonds except those in the four highest classifications. However, the
Federal Reserve Board, under this provision, would be expected to
give the same consideration to the bond accounts of these banks that
is now given to the bond accounts of existing member banks both by
the Reserve Board and by the Comptroller's ofHce.
Mr. FARLEY. Well, the inference, then, is that you mean to under
take to liberalize them: and I do not mind saying that, from the
impression I have of you and your public work, I should not be much
afraid that would not be done.
Why object to writing it into the law and making it 1940? I have
in mind a case where I tried, a year and a half ago, to get a bank into
the Federal Reserve System, and they were declined, because they had
something like $360,000 of what they counted doubtful paper. Now,
even in these hard times, that bank has been able to reduce that now
over $200,000, and collect-----Governor EccL E s. When was that, you say?
Mr. FARLEY. About a year and a half ago.
Governor EccLEs. With the guaranteeing of bank deposits by the
Federal Deposit Insurance Corporation and with help from the Re
construction Finance Corporation, with reference to capital struc
tures, providing funds at 3^ percent for preferred stock, the banking
problem is very different than it was. As a practical matter, it seems
to me that the banks which are insured by the Deposit Insurance Cor
poration should be admitted to membership in the Reserve System.
There would be no point in making requirements upon those banks
which would exclude them from the Reserve System, and thus exclude
them from the benefits of the Deposit Insurance Corporation, and
possibly close them. That would be a foolhardy thing to do.
So long as the depositor is protected by the Federal Deposit Insur
ance, there should be an effort made to get all of the banks into the
System, so as to have unification of the banking system and thus be
able more effectively to carry out a monetary policy; and by that
means, also, greatly to assist in dealing with deflation as well as
inflation.
It is true that by far the greatest decline, both as to the percentages
of deposits and as to total deposits, was in nonmember State banks,
practically twice as great as it was in the member banks.
Mr. GOLDSBOROUGH. I did not catch that.
Governor EccLES. I said the shrinkage in deposits of nonmember
banks, the deflation in nonmembers banks from the peak of their
highest deposits down to their lowest deposits—in other words, the
deflation of nonmember State banks—was almost twice as great as
the deflation in the deposits of member banks.
That was a very great hardship on the communities which those
banks served, and the bank failures were far greater in the case of
nonmember State banks than in the case of member banks, both State
and national, and that of course-----Mr. GOLDSBOROUGH. I would like to inject that that was not the
condition in the State of Maryland; it was the failure of the large
member banks in the important cities which carried the reserves of
the country banks which burst the nonmember country banks.
Governor EccLES. I think there are exceptions all over the United
States; but what I am speaking of is the United States as a whole.
I am taking the entire country.
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The CHAIRMAN. Somebody in the Senate. Governor Eccles, and I
believe it was Senator Norbcck—I never ran it down like I should
possibly have done—gave the figures, as I remember, for the year
1931, which show that the deposits, the casting up of accounts, showed
that there were as many deposits tied up in the failed national banks
as there were in the State banks; that I think the figures would show
that, in 1931. there were more deposits tied up in failed national
banks in the State of New York and in the State of Pennsylvania
than there were in the State banks. I would not say that I could not
be mistaken in those figures, because I am not an authority, but that
is my recollection.
But let me ask you this question: What happened was that the
failures first took place among the smaller banks; and of course that
involved, at least in number, the State banks more than the national
banks, and the nonmember banks probably more than the member
banks; but when the fire spread from the back aUeys and side streets
to the mansion on the front and to the important centers, and began
to involve the large banks, they were not helpless; they did not stand
by and let the fire ruin them, but they came to Congress and had us
open the Treasury of the United States to them.
So that it seems to me that an appraisal of that situation should
be taken in the light of the fact that the processes w^ere started by
resort to the Federal Treasury, and never allowed to reach that end.
So we do not know what the complete picture might have shown.
Mr. GOLHSBOROUGH. I think it ought to be stated here, as well as
any other time, that another direct cause of the failure of the small
banks was the fact that the large national member banks in the great
centers, through the years immediately preceding 1929, unloaded se
curities on those banks, practically all of which securities afterward
were shown to be sour.
Governor EccLES. I have pointed out the effect of the bond acount
when I was upholding the real-estate loan provision.
With reference to the chairman's remarks, I am not here making
any odious comparisons between member and nonmember banks, for
the purpose of putting the nonmember banks to any disadvantage. I
am only trying to argue for the need of all banks to be members of
the Reserve System and have available to them borrowing and redis
count facilities of that System, as well as of deposit insurance, so
that we may avoid Ares starting in the back alleys, et cetera; because,
after ail, the net result of the conflagration of the bank failures is
finally to burn down the System, if it is not stopped; and in the
process it is not only the bankers and the stockholders of the banks
that we are directly or particularly interested in, but it seems to me
we are interested in this problem as the duty of Congress and as the
dutv of ofEcials who are responsible for our money situation.
Air. GOLDSBOROUGH. Mr. Eccles, right there. Yesterday, I think,
you stated that the stockholders in the Federal Reserve System
receive 6 percent on their investments?
Governor EccLES. That is right.
Mr. GOLDSBOROUGH. But the Federal Reserve System, in turn does
not redeposit those funds in th
'
banks; so that, in
case of an investment which
Federal Reserve
System, they only get interest once; whereas on the ordinary in
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vestment, where they get a redeposit, they may lend the same
money 10 times. Is not that the reason why they object to coming
into the Federal Reserve System, because they do not get the bene8t of the deposits which they can reloan?
Governor Ecci^s. As I understand it, most State laws provide
that State banks—whether members or nonmembers they are sub
ject to State laws—are required to maintain reserves, either in
money or in balances with other banks, or both, of a certain per
centage of their deposits. Now, I know the requirement for State
banks in two of the Western States that I am familiar with is 15
percent of demand deposits and 10 percent of time deposits, which
must be carried in cash or with other banks.
Mr. GOLDSBOROUGH. Yes; but that does not answer my question.
I do not know whether you want to direct your attention to my ques
tion, but what I asked was, whether or not, as a matter of fact,
when one of these small country banks enters the Federal Reserve
System and gets its 6 percent, that is all the interest it gets on
that particular investment. The investment is not redeposited with
them so they can loan it over again, as the ordinary investment is
which they make.
For instance, if they loan me $5,000, they expect me to simply
take a bank book from them, so they can reloan that same money.
Governor Ecci.ES, When you buy a Government bond, the pro
ceeds are not reinvested, or when they buy other bonds that are
marketable, we will say, or listed on the New York Exchange, or
when they buy Canadian bonds or other bonds, those funds are not
redeposited with them.
Mr. GOLDSBOROUGH. They are not redeposited with the country
bank, but they are redeposited with some bank?
Governor EccLES. That is correct.
Mr, GOLDSBOROUGH. But the small banks are not loaded up with
Government bonds.
Governor EccLES. Their percentage of Government bonds is pretty
high; it is much higher than it was, because there was no other
place-----Mr. GOLDSBOROUGH. When one of these national banks buys
$100,000 worth of bonds, all the Government gets is an entry by
some $25-a-week clerk to the effect that the Government has depos
ited or has a deposit in that bank of $100,000. That is what
happens.
The CHAIRMAN. Just one moment, in connection with what has
been said, I think it might be well to call attention to the situation:
It means more to the small bank, the bank of small capital, to tie
up 6 percent of its stock in the Federal Reserve bank than it does
for the large institution to carry that burden, it would seem to me.
The little banks, under the old order, were permitted to carry their
reserves in a correspondent bank, upon which they were accustomed
to draw interest, which was no little thing to small banks. That
operated in this way: In the South, for instance, or in the West,
the demand for credit is seasonal. When marketing time came and
collections came in, the bank had a plan by which it could use its
surplus funds, to put them to earning, by carrying them to the
city bank; and that, in turn, gave them a large borrowing priviDigitized for FRASER
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lege during seasons when the demand for loans was accentuated.
So that was an advantage that they enjoyed.
In addition to that, the small banks, members of the system, had
to surrender their right to charge for the services rendered in re
mitting checks, and that is, of course, a big item to any small bank
where the problem of overhead is great, and where the volume of
business is small, and, of course, that requirement kept many banks
from joining the Federal Reserve System. And those banks that
were automatically taken into the Federal Reserve System—the na
tional banks—conducted a war against the efForts of the Federal
Reserve Board to take away such earnings, as long as they were able
to carry on the Hght. They Anally lost through legislative action and
processes that I will not take the time now to review, but which were
not altogether justifiable, in my view of the matter.
You may resume, Mr. Spence.
Mr. SPENCE. I want to address----Mr. FARLEY. There is one other question I want to ask, in connec
tion with your statement of the wide diiference between the assets
of the nonmember banks and the member banks. Was that arrived
at by the same committee's examination!
Governor EccLES. I do not just understand your question.
Mr. FARLEY. You said, a few moments ago, that the nonmember
banks had a much larger amount of worthless assets than the member
banks. Did the same group examine the nonmember banks, or Arrive
at the same conclusion!
Governor EccLES. You must have misunderstood me. I did not
make a comparison between the assets of the member and nonmember
banks.
Mr. FARLEY. Then I misunderstood you.
Mr. EccLBS. I made ho comparison between the assets, because I
am not familiar with the condition of the assets of the nonmember
banks.
Mr. FARLEY. I thought you said that the losses were greater in the
nonmember banks than in the member banks, or their portfolios were
not so good.
Governor EccLES. No; what I said was, that the shrinkage in de
posits and the liquidation at nonmember banks was far greater than
that at member oanks; that! the deposit delation, as the result of
bank closings and credit contraction in the nonmember banks----Mr. FARLEY. I get the idea.
Governor EccLES. Was about twice as great as that in the member
banks, in proportion to the total deposits of each group of banks.
Mr. FARLEY. I have a letter in which the Indiana Bankers' Asso
ciation makes this very emphatic statement:
The Indiana Bankers* Association is unalterably opposed to centra! banking
in any form, and especially to a central banking system in which credit grant
ing and management will be vested in any political body.

That gets back to the question of control. You thought, the other
day, there was no danger of anything of that kind happening.
Governor EccLBS. I see no reason to expect the Federal Reserve
System, under this bill, to be any more subject to political control
than has been the case in the past under existing legislation.
Mr. FARLEY. I remember your answer. There is another item I
would like to get a little information on. I have read your speech
127297— 35------ 21
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at Columbus over several times, and it is a very excellent presentation
of the subject.
I personally think you never can have a price level until you con
trol all products of every kind and description, from the farmer to
the market, or to the consumer. I do not ask you to say whether you
do or not concur in that suggestion. But now, about this provision by
which you are going out and loan on all types of real estate, making
provision for the rediscount of those securities at the Federal Reserve
bank, and then permit the Federal Reserve itself to issue currency
against all securities. It seems to me that the wildest inflationist in
the world could not have had a better term than that. When you
take on anything and issue securities—and issue currency against
those securities, it seems to me it is just like Germany did at the end
of the war. Is there anything in that ?
Governor EccLES. I though I had answered that point. That
question has been asked a number of times. I will try to answer it
very briefly and cover the subject. Three phases of this legislation
have a bearing on this matter: Changing eligibility requirements,
permitting long-term real-estate loans, and eliminating collateral
requirements for Federal Reserve notes.
In the Srst place, I think that you will probably agree that the
amount o f Federal Reserve notes that go into circulation has no
relationship to the collateral requirements. I attempted this morn
ing, and yesterday, and I think the day before yesterday, to explain
why that is the case.
Mr. FARLEY. I f that is already in the record, Governor, it is not
necessary to repeat it.
Governor EccLES. With reference to the question of eligibility,
what we are proposing is to permit the banks, subject to rules and
regulations by the Board, not only to discount eligible paper, but
also to make advances to member banks on notes of the member
banks, secured by any of their sound assets. That does not mean
that the Reserve bank would have the power to discount a 20-year
mortgage. What it does mean is this: That the Board could, by
regulation, permit the Reserve banks to loan to member banks on
bills payable of the member banks, for such-----Mr. GOLDSBOROUGH. A promissory note; that is what you mean?
Governor EccLES. That is right, a promissory note, secured by
bonds, mortgages, collateral loans, on a basis to be determined by
each Reserve bank to be a sound basis for the loan.
Those loans would be made for periods of 90 days or 6 months,
according to the regulations that the Reserve Board may make with
reference to maturities. The member banks in the aggregate do not
borrow for the purpose of reloaning. What is usually done is that
the banks borrow to meet a shrinkage of deposits, the shifting of
funds back and forth, which always happens seasonally under normal
conditions, and it is usually seasonal borrowing.
I f an emergency situation developed, the only way that the fire
of deflation and bank closing can be stopped is by the banks being
able to meet the demands of their depositors, and when they are able
to do that, the depositors do not want their money. But when the
depositors find banks are unable to meet the demands and banks
start to close, it is a progressive condition of deflation that develops;
<md, therefore, this eligibility feature becomes effective.
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By the way, I believe that the governors of the Federal Reserve
banks and most of the member banks favor that requirement and
recognize the advantage of it in protecting the banking system. The
banking system, as a whole, would have to expand its credit by
$20,000,000,000 before there would be any occasion to do any borrow
ing from the Reserve System, on the basis of present excess reserves.
The amount of real-estate loans to be made is not determined by
the member bank's ability to borrow from the Federal Reserve bank,
but by the percentage of time deposits, which, in itself, puts a limi
tation upon the expansion of real-estate loans.
I do not know that I answered your question-----Mr. FARLEY. Well, I have 2 or 3 other little questions I want
to get a little light on. Does the practice still prevail of buying
foreign bonds?
Governor EccLES. I do not know to what extent. I would think,
however, that if experience is any teacher, there would not be any
great traiBc today m foreign bonds. There are, however, certain
foreign bonds, such as the Canadian issues, if that could be consid
ered foreign, and Australian issues, and British bonds, and I think
the bonds of Finland, and Poland, and Scandinavian bonds, which
maintain their strength, their marketability, and have a very much
better record than many domestic bonds of our cities, and counties,
and States.
Generally speaking, foreign bond accounts of banks have been
disastrous to them, particularly some of the South American issues
and some of the European issues.
Mr. FARLEY. Would you care to state whether they need the Postal
Savings System now. Governor?
Governor EccLES. You mean is it a necessity!
Mr. FARLEY. Well, is it a good business proposition?
Governor EoCLES. For the Government?
Mr. FARLEY. Yes; for the Government?
Governor EccLES. It is a good business proposition to the extent
that they have been able to get money for 2 percent. I do not think
that it is necessary for the Government for its own interests. I think
the Postal Savings System has operated for the convenience and
beneRt and security of citizens who prefer to deposit up to $2,500
with the Government through the Postal System.
Mr. FARLEY. Well, would the guaranteed bank-deposit proposi
tion----Mr. EccLES. It is less needed.
Mr. FARLEY. I think it is obsolete and ought to be put in the place
where the interest that would be collected would be so low that
nobody would even tiy it.
Governor EccLES. 1 know that bankers, generally speaking, feel
that there is a competitive relationship, and I think many of them
would like to see the Postal Savings System eliminated, and feel
that it is unnecessary in view of the Federal Deposit Insurance Cor
poration insuring $5,000 accounts. I do not believe it is very im
portant, however, because the total funds in the Postal Savings Sys
tem I think are somewhere around $1,000,000,000, and that is a com
paratively small percentage of the total deposits of the banking
system.
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Mr. FARLEY. On page 69 of this act, in paragraph (g), we wrote
into the law in 1933 that bank directors could not borrow from their
own banks. Has any good purpose been served by that act? In
other words, do you not think that it is time that we liberalized
that?
Governor EccLES. It is not bank directors, it is bank ofRcers.
Mr. FARLEY. Well, bank ofRcers.
Mr. EccLES. Yes. I think it is a very constructive piece of legis
lation. There is not any question that, in principle, ofRcers of a
bank should not be in position to loan to themselves funds of the
bank. It may be very difRcult for an ofRcer to be impartial in deal
ing with himself.
However, to the extent that ofRcers of banks have loans in banks,
which were made prior to the passage of the legislation, those loans
should be treated, it seems to me, with due regard to the ability of
the borrower to meet the obligations. There is a time limitation
provided in the law, which I think is July 1935.
Mr. FARLEY. June 16, 1935.
Governor EccLEs. June 16, 1935, and, of course, there are many
ofRcers' loans in banks that it has been impossible, during this period
of depression, shrinkage of values, and lack of market for securities
to meet by June 16, and it is proposed in section 3 of this bill that
that time be extended for 3 years.
Mr. FARLEY. Three years from June 16, 1935?
Governor EccLES. Yes.
Mr. FARLEY. Now, would it not be infinitesimally better to pro
hibit bank olHcers from borrowing outside of their own bank, and
thus compel an ofRcer to do his borrowing from the bank with which
he is connected, and if desirable and with the approval of the
majority of the board, to the end that his board may be able at all
times to know what he is doing, and also place some responsibility
on the board. Is not there this danger, that to permit the executive
ofRcers to borrow outside of their own banks could prove very dan
gerous ? There is nothing to prevent an ofRcer from an inland bank
to borrow excessively from a large and distant city bank, for which
he may furnish proper security, but which might involve him beyond
the point where his directors would consider it safe for him to go!
Governor EccLES. There is in the law a provision that requires
ofRcers who borrow outside of their own banks to report those loans
to the chairman of the board, or the president of the bank; and if it
happens to be the president or chairman himself, he is required to
report to the board of directors.
I feel that ofRcers should be prohibited from borrowing from their
own banks, and I feel that they should also be required, if they
borrow outside, to report their borrowings, as now provided in
the law.
Bank ofRcers in the past have always been required to report their
loans within their own bank to the board of directors, because it is
the duty of the board of directors of a bank to approve all loans,
and, therefore, ofRcers' loans in their own banks have been reported
to the boards of directors; but we have found that not only ofBcers'
loans but many loans to directors have, in instances, created real
banking difRcuities, and I cannot help but feel that, in view of the rec
ord of the past, the prohibition now imposed should be continued,
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with the extension of 3 years for those oiRcers' loans which cannot be
paid at the expiration of the period on June 16 of this year.
Mr. FARLEY. Have you already put in the record whether you
think we have money enough in circulation or not ?
Governor EccLES. If I have not, I am willing to.
Mr. FARLEY. In your speech at Columbus, you stated there were
$24,000,000,000 in circulation. Do you think it would be a good
thing if we increased that circulation?
Governor EccLEs. How is it possible to increase it?
Mr. FARLEY. Why do we not use the authority we gave the execu
tive department to issue $3,000,000,000, to take up some of these
bonds bearing interest?
Governor EccLES. How would that increase circulation?
Mr. FARLEY. Well, it would give these banks the actual cash
instead of bonds.
Governor EccLES. What would they do with the cash? They
would immediately send it back to the Federal Reserve bank and
it would be in the Reserve banks as their excess reserves, and actual
circulation would not change. The banks would have, in lieu of
Government bonds, $3,000,000,000 additional excess reserves.
Mr. FARLEY. I was in a bank not so long ago and the banker made
this statement, and he said he wanted to sell $50,000 worth of bonds,
and he could get immediate credit without any trouble if he called
Chicago and New York, but he could not dispose of them. He
wanted the money on the bonds he had in his safe-----Governor EccLES. You mean Government bonds?
Mr. FARLEY. Yes.
Governor EccLES. You mean he could not sell Government bonds!
Mr. FARLEY. That is the statement that he made—that is, without
a little sacrifice at that time.
Governor EccLEs. He is misaken. He could have gone to the
Federal Reserve bank and borrowed par on those bonds and possibly
at a discount rate of 2 percent. I f they were 3-percent bonds he
would have gotton more than the interest on his loan. He could
have borrowed the funds at par from the Reserve bank.
Mr. FARLEY. In your judgment, we do not need any more circulat
ing medium right now!
Governor EccLES. In my judgment, you cannot possibly force out
and keep in circulation more currency than you have now. You
may substitute-^—
Mr. CROSS. Right there, may I ask a question?
Governor, if that be true that this money would go right back—
if that be true—and if you were to take the $3,000,000,000 that he
refers to and buys bonds with it and you could not keep that money
in circulation, it would go right back out of circulation ?
Governor EccLES. That is right.
Mr. CRoss. That is unquestionably true, is it?
Governor EccLEs. There is no question about it.
Mr. CRoss. Why not pay off all of the Government bonds and get
rid of paying any interest—because that would be inflation itself!
Governor EccLES. Here is what would happen: We have out
standing some twenty-odd billions of dollars and Mr. Cross asked
the question, why do we not do that, and I think I should explain
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that such action would simply increase the reserves of the banking
system by the amount of Government bonds which were purchased
with currency. The currency would go out, if it was $10,000,000,000 or $20,000,000,000 or $3,000,000,000, whatever amount the Govern
ment paid out in currency to retire its bonds; but the currency would
immediately go into the "banks and from the banks into the Federal
Reserve banks and be destroyed, and you would just have additional
reserves, additional excess reserves.
The CHAIRMAN. Do you not think this bill rests upon the theory
that it is necessary to control the excess reserves, because of the
fact that it would have a bearing on the circulation ?
Governor EccLEs. Yes. You get to the point of increasing the
reserve requirements a sufBcient amount to extinguish the excess
reserves created by the amount of the Government bonds retired.
Mr. GOLDSBOROUGH. That is when the banks really begin to fight,
is it not ?
Governor EccLEs. Now, let me follow that point through and see
what the situation would be. In the first place-----Mr. GOLDSBOROUGH. Can I just carry out the question so you can
answer this too? Have we not actually given the banks over
$13,000,000,000, and if we undertake to pay the bonds off in the way
indicated by Mr. Cross we would simply be taking away from them
what we have already given them ?
Governor EccLEs. The thought is that you are giving the banks
an interest payment that is unnecessary and is therefore a subsidy;
and that, by the Government paying its bonds in currency and thus
increasing the reserves of the banks by the amount of Government
bonds retired, it would be necessary to increase the reserve require
ments by that amount in order to extinguish the reserves; otherwise
this operation could carry possibility of credit inflation to almost
unknown heights.
The CHAIRMAN. You mean by that that the release of that cur
rency would tend to bring about inflation, but there would be under
this bill the power in the Board to control that tendency or defeat it?
Governor EccLEs. It would have to get started first. Of course,
the $2,000,000,000 that we now have in the excess reserves should
tend to do that, and it has not done it. But following out the ex
tinguishing of these reserves, that would close thousands of banks
for this reason: About 39 percent of the total loans and investments
of banks is represented by Government bonds. Therefore, if the
bonds, we will say, which are held by the banks are retired, it would
mean that the reserve requirements would be increased by the amount
of Government bonds that are retired. Some banks have only 10
percent, and that is particularly true of nonmember State banks;
and, of course, if this only applied to the member banks, you would
destroy the Reserve System, because they would all leave it and
become nonmember State banks. That is one thing that it would do.
If all the banks were members of the Reserve System, and the
principle of increasing the reserve requirements by the amount of
total bonds that were retired through currency were put into elfect,
a bank that had 10 percent of its assets in Government bonds would
be required to increase its reserve requirements, we will say, by 39
percent. That would mean that that bank would have to liquidate
the difference between the 39 percent and its Government bonds,
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unless you simply would say to the bank that its reserve requirement
increases only by the amount of the Government bonds taken up with
currency; in that case the bank that had the largest amount of Gov
ernment bonds would suffer the greatest loss of earning assets and
would have the largest increase in reserve requirements. This would
be thoroughly unworkable.
For the time being, it does not seem to me that is the alternative
at all, because it would create a condition that would do anything
but make for recovery. It would create a condition that would be
terribly deflationary. It would put the banking system in the posi
tion that you do not want to put it in. After all, whether we like
the system or not, we have it today; and to make a change of this
sort would be so revolutionary that it would bring about, as I said,
a condition of great deflation.
Mr. H oLLiSTER. Would it not, incidentally, scare every sound busi
ness man to death!
Governor EccLES. I say, without question, that it would bring
about a condition that would be almost as bad as the bank holiday.
Mr. Hou^iSTER. Which would be reflected immediately in decreas
ing employment, would it not!
Governor EccLEs. It would close up thousands of banks, because
there is not any question that you cannot take away from the banking
system 39 percent of its present investments, when we all know that
they are not operating today very profitably-----^fr. Caoss. Governor, if that should happen-----Mr. HoLLiSTER. Let him finish, please.
Governor EccLEs. We have not taken a most important feature
into account, and that is the service which the bank renders. I f a
bank has to carry reserves equal to its demand deposits, why on
earth would a bank take demand deposits and become the book
keeper for the community funds, for every individual that carries an
account, and act as a collection agency for the purpose of clearing
and facilitating individual business transactions from all over the
Nation, unless that institution made up by service charges, what it
lost through having to carry increased reserves by the amount of
Government bonds retired with currency? This would be anything
but popular with the people of this country.
Mr. GOLDSBOROUGH. The service charge would be assumed by so
ciety, of course. The Government would assume the service charge!
Governor EccLEs. O f course, and that is exactly what is being
done today through the Government paying this interest on its
bonds. That means that the service charge is being assumed by
society.
Mr. GOLDSBOROUGH. In other words, you agree that bonds—it is
not necessary for the Government to issue bonds; in other words, to
borrow money, it is just the same as the Government issuing a circu
lation medium, is it not!
Governor EccLES. As a mechanical proposition, yes. But after
all, we have established a method of financing, not only in this
country, but in every other country—Russia is the only excep
tion-----Mr. GOLDSBOROUGH. Well, we do not have to do things that are
wrong simply because somebody else does it.
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Governor EccLES. Whether it is wrong or not, is a question. I am
pointing out what are the customs, what are the practices, and to
make a change, as proposed, which is revolutionary, would destroy
confidence and so delay and retard recovery that I do not think it is
desirable, and I do not believe that there are any particular advan
tages or arguments for the retirement of Government bonds by the
issuing of currency.
It may be interesting to see just what the Government is paying
the banks. There have been some very exaggerated statements
made with reference to this subject, and it has been claimed that
the banks were getting as much as $1,000,000,000 a year subsidy in
the form of bond interest.
Mr. GOLDSBOROUGH. You are the'only one that ever has called that
by its true name, subsidy. We have never heard that before. You
cannot find a metropolitan daily in the country that has the guts
to call it a subsidy. You are the only one who has ever had nerve
enough to call it by its right name.
Governor EccLES. Society, then, is paying the banking system
for a service—and you admitted that it was necessary that society
should pay for the service which the banking system renders the
people and communities-----Mr. GOLDSBOROTJGH, Yes; but they should pay it directly and not
by the banking system. That is the bunk, and if the public under
stood what the banking system was, if the public knew that the
banks were allowed to loan the same money 10 times, they would
not exist 24 hours, because Congress would be forced to change
the law.
Governor EccLES. I do not know that the banking business has
been the most desirable or profitable, even with all of the subsidies
and privileges you claim it gets.
Mr. GOLDSBOROUGH. Your reasoning is that, when deflation starts
there is no way on earth to stop it?
Governor EccLEs. I would not go that far.
Mr. GOLDSBOROUGH. I f you are on a 100-percent basis, you could
not have deflation, because the money would always be in existence.
Governor EccLES. I think that, mechanically, inflation is far more
easy to control than is deflation.
Mr. GOLDSBOROUGH. You cannot control deflation under our system,
and you cannot do it for this reason: That the creation of money
amounts simply to the extension of credit, and whenever the banks
start—when the banking system starts to collect its debts, it imme
diately decreases the circulation medium, it immediately causes a
fall in all values, and it immediately causes the calling in of other
debts. You just cannot stop it when you once start it under our
system of fractional reserves.
Can I illustrate that in this way? In 1920 a very distinguished
Member of this House, who is now on one of the boards down town,
came to speak for me in my district. He said he had just had a
talk with Mr. W. P. G. Harding, who was then Governor of the
Federal Reserve Board. Cotton was then 30 cents a pound. He
said Harding had told him they were going to bring the price of
cotton down to 25 cents and stabilize it. I said, " My God! I f you
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ever start that? you can't stop it." And cotton did not stop until it
got down to 5 cents a pound. That is what happened^
Mr. FoRD. Mr. Chairman, the Governor was going to read some
thing that I ain very much interested in----The CHAIRMAN. Yes; we are all interested in that.
Governor EccLES. I had a memorandum on this subject, because I
had anticipated that that question might be discussed. With refer
ence to the general opinion that banks are being paid $1,000,000,000
a year by the Government in interest, that is a greatly exaggerated
statement. The total interest paid on the national debt during the
calendar year 1934 was $817,000,000. Now, the banks, under the
most generous estimate that you can figure, taking the bonds that
they had, received about $260,000,000. And these are member banks.
Figuring all banks, $320,000,000 is the maximum.
If the refunding operations of the Government continued until
the holdings of the banks were converted into securities, bearing
the current average yields, the interest received would fall to
$180,000,000.
Now, it must be remembered that there are expenses in connection
with the issuance of currency and keeping it in circulation; and it
may be interesting to note that the cost of keeping the greenbacks
and notes of the United States in circulation today is more per
annum than the present rate that the Government is paying on its
180-day bills.
Mr. GOLDSBOROUGH. If they are entitled to some further consider
ation, do you not think it is a shame that we are refunding and
giving them less interest?
Governor EccLES. I am not arguing for consideration. I am
pointing out the diHiculties with no advantages of making the . ad
justments which you propose and which would be revolutionary, of
the whole banking and monetary system, and I think, at this time,
it would be disastrous.

Mr. HANCOCK. Will the cost of keeping the greenbacks out com
pare with the cost of issuing the 180-day bills ?
Governor EccLEs. It is estimated here about fifteen-hundredths of
1 percent per annum on the greenbacks, and the 180-day bills were
on the basis of eleven-hundredths of 1 percent, about one-tenth of
1 percent, which is less than the cost of keeping the greenbacks out.

Mr. HANCOCK. Where is the cost in keeping the greenbacks out?
Governor EccLES. The destruction is rather rapid and they have
to be reprinted, and the cost of shipping them out and shipping
them back is something. Then there are insurance charges and ex
press charges and there is personnel accounting, and other expenses.
Mr. HANCOCK. Does that same cost ratio apply to the Federal
Reserve notes?
Governor EccLEs. I do not know what that cost ratio is. Do you?
Doctor ?
Mr. GoLDENWEisER. It is less than that, because of the fact that
the denominations are large. In the Federal Reserve notes there
are no $1 bills.
Mr. FARiiET. Mr. Chairman, I read into the record a while ago a
rather emphatic protest from the State Bankers Association of In
diana, and just for the Governor's benefit I want to read just a little
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paragraph from the second largest national bank in the State of
Indiana, and which, by your grace, survived all of the storms and
is still a wonderful institution:
We might say we have given the whole bill very careful consideration. In
fact, we discussed it for nearly 2 hours in our directors* meeting yesterday,
and we believe that the bill, on the whole, is pretty good and meets the
present needs.

That is a national bank's attitude.

Governor EccLEs. I am interested, of course, to get that reaction,
and I have found, whenever I have had an opportunity to sit down
and meet the arguments and questions with reference to the legisla
tion, invariably the bankers feel that this bill is not what it has
been reported to be by many of our Bnancial writers and economists.
Most of the criticism directed at the bill could be directed toward
the act that we have been operating under for the last 20 years.
The CHAIRMAN. Mr. Williams, did you say you have a question
to ask?
Mr. WiLLiAMS. Yes. Governor, in connection with the interest
that is being paid by the Government to the banks—there has been
a good deal said about the interest that has been paid on bonds
in the national banks and Federal Reserve System, and keeping or
using those same bonds as the basis for issuing and lending out
money which they get on account of that issue, and getting interest
on it. Of course, in other words, that would be double interest, in
terest on the bonds which they deposit, or which they sell for the
purpose of securing the issue, and the currency which they lend out,
so they would get double interest on it, would they not ?
Governor EccLBs. You are speaking of national bank notes?
Mr. WiLLiAMS. National and Federal Reserve notes.
Governor EccLEs. The Federal Reserve member banks, of course,
do not deposit bonds and issue Federal Reserve notes, but the na
tional banks have the privilege of issuing national bank notes,
which right has now been eliminated.
Mr. WiLLiAMS. Here is the question. How much, in number of
bonds, is used as the basis of the currency issue ?

Governor EccLEs. There is about $800,000,000 of national-bank
notes outstanding. They are the only cases where the bonds are
used by banks for the purpose of issuing currency.
Mr. WiLUAMS. What about the Federal Reserve bank notes?

Governor EccLEs. The Federal Reserve banks have paid off their
liability on Federal Reserve bank notes.
Mr. WiLLiAMS. That is right recently, is it not!
Governor EccLEs. Yes; recently. There was never more than
about $150,000,000 issued, and that was issued right after the bank
holiday ; and those Federal Reserve bank notes were put out on the
basis of sound assets other than Government bonds and other than
gold.
Mr. WiLLiAMS. Well, now, I see a statement that the Treasury pro
poses also to retire bonds upon which the national banks issue notes.
Governor EccLEs. That is right.
Mr. WiLLiAMS. When that is done, that activity will be removed
from the picture!
Governor E ccLEs. That is right.
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Mr. WiLLiAMS. In other words, there will be no cost of Govern
ment interest upon its bonds!
Mr. EccLES. There are greenbacks which, of course, have been
out for a good many years, about $300,000,000-----Dr. GoLDENWEiSER. $346,000,000.
Governor EccLES. $346,000,000, with a certain amount of gold held
back of those greenbacks.
Mr. WiLLiAM S. And there is the argument that is being made by
a great many people, that the Government has favored the banks
by permitting them to deposit bonds----Governor EccLES. And issu in g currency.
Mr. WiLLiAMS. Andj {issuing currency, receiving currency, and
lending it out and securing interest on it, and at the same time secur
ing interest on the bonds which they deposit for that purpose. Now,
as I understand, that is a thing of the past?
Governor EccLES. The Treasury last Monday announced that they
were calling the 2-percent consols and 2-percent Panama's as of
July 1, approximately $675,000,000 in total, and on July 1 the cir
culation privilege which was given to other Government bonds ex
pires.
Mr. WiLLiAMS. Have there been none of them used for the pur
pose of Federal Reserve note issue?
Governor EccLES. No; not used by the Reserve banks. The Fed
eral Reserve banks are required to deposit with the Federal Reserve
agent gold equivalent to 40 percent of the notes outstanding, and
the balance of 60 percent may be made up of eligible paper or
Government bonds.
Mr. WiLLiAMS. That is what I am getting at. Those bonds have
been deposited, have they?
Governor EccLES. Only by the Federal Reserve banks, from one
department of the bank to another. In other words, the bank has
been required to deposit with the Federal Reserve agent, who is the
chairman, gold certificates and bonds, or gold certificates, bonds, and
eligible paper.
We are proposing to eliminate the collateral requirement for the
Federal Reserve notes; because it serves no purpose, it only adds
additional expense, and has no relationship to the amount of cur
rency in circulation, and is not required in any other central bank
that has been recently set up anywhere in the world.
Mr. WiLLiAMS. In other words, you propose to abolish the prin
ciple that has heretofore been followed of issuing currency based
upon Government bonds?
Governor EoCLEs. Yes.
Mr. SPENCE. Have all of the banks that had that privilege that
availed themselves of it been national banks?
Governor EccLES. Yes; no other banks had that privilege.
The CHAIRMAN. They are using about $150,000,000 extended under
the relief act and----Dr. GOLDENWEISER. That was in the Home Loan Act of 1932.
Mr. SPENCE. What proportion of them have not availed them
selves of the privilege? Have you any figures on that subject,
Governor!
Governor ECCLES. Mr. Smead could get that. What percentage
of the national banks have not availed themselves of that privilege!
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Mr. SMEAD. Of the 5,422 reporting licensed national banks on
June 80, 1934, there were 4,600 banks issuing circulating notes, and
822 banks which did not exercise the circulation privilege.
The CHAIRMAN. Well, there will be no more notes issued by the
national banks, based upon Government bonds!
Governor EccLES. That is right.

Mr. CRoss. Governor, I want to go back to where we were awhile
ago, when I asked you about the $3,000,000,000. As I understood
your first statement, it was that if you were to take that $8,000,000,000 and buy bonds with it, call it in or buy that much bonds,
it would not cause any inflation to come back; but, as a secondary
proposition, there would be inflation through the banks, because they
would have more business; is that correct ?
Governor EccLEs. There would be a possibility of inflation
through the banks, by reason of the increased reserves from-----Mr. Cnoss. The $3,000,000,000?
Governor EccLES. You have a potential inflation, but you would
have to use the existing $2,000,000,000 of excess reserves before the

$3,000,000,000 would have any effect.
Mr. CRoss. Now, we realize one thing, and this is what is disturb
ing me: As I get your attitude, we cannot get a measure of value—
that is, we cannot make the dollar the measure of value, and I do
not know why the atmosphere seems to be so surcharged with the
idea of expanding the currency. Everybody is talking about infla
tion, yet we have inSation until we are as flat as a Bounder in the
mud.
Now, we certainly cannot come back until we reflate, and I should
say that, if we started reflating, we can get back to the normal situa
tion ; that we are helpless, or we must go ahead and start on a wild
spree of inflation until we explode and plunge back and down into
the mud again.
Governor EccLEs. I do not think that is necessary.
Mr. CRoss. That is what I am contending, that it is not necessary.
My idea is that, with the levers you have, you ought to be able to
agree on a price level that would give you a measure of value in dol
lars, but if we have these things recurring and are helpless, that is
a tremendous indictment of our intelligence.
My idea is that we should certainly be able to get a measure of
value. In other words, just to illustrate the proposition, that A
borrows from B a certain amount of money, and the present price
of the dollar, we will say, is money covering one particle of all of the
things that are necessary to feed and clothe and supply the comforts
and luxuries of life. Now, the next year, when he wishes to pay it
off, because there is no value in the dollar, he has got to pay back
two particles of that commodity that will buy the necessities and
comforts of life, and it appears to me it is just as much within the
law robbing the poor devil as if I had loaned you $100 and I met
you on the street next year, when it was due, and took out a 6-shooter
and said, " Give me that $200 you have in your pocket", because I
am taking it from you, and it will supply me with twice the things
that the $100 I let you have would supply me with. In other words,
if $1 will take care of me all of my life, i do not need but $1.
Governor EccLES. Yes; what you say is true, that it is an injustice
for a debtor to have to pay back debts m goods and services that have
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substantially less value when he pays his loan than it had when he
received it.
Assuming that a dollar a bushel is fixed for the price of wheat,
and the total wheat production at $1 is 400,000,000 bushels, are the
farmers, as a whole, any better off than they would be with 800,000,000 bushels of wheat selling at 75 cents a bushel? In one case the
income from the wheat would probably be $600,000,000 and in the
other case it would be $400,000,000.
Mr. CROSS. I do not think you can take any one commodity.
Governor EccLES. The point I am making is, it is production we
are interested in. No one can pay his debts in terms of the price
level. Higher prices do not help a business that only has one-half
of the volume of business with which to pay its debts. You need
to maintain not only the price level but also production.
Mr. CRoss. I understand. You said that a number of times; but
do you think it is possible to get a measure of value or have the
dollar come to where it would be the true measure of value ?
Governor Ecci^s. I do not think that is possible.
Mr. CRoss. Then we are helpless.
Governor E ccL E S . No; I do not think we are helpless.
Mr. SPENCE. The Federal Reserve can exercise their power to
regulate the rate of interest paid by banks to depositors on time
deposits and savings deposits?
Governor EccLES. That is right.
Mr. SPENCE. I think that is a very beneficial thing, because they
have been the victims of competition or of the depression. Now,
there is no authority in any national agency to regulate the rates
paid by State banks, is there, at this time ?
Governor Ecci^s. Nonmember?
Mr. SPENCE. Yes.
Governor EccLEs. There is no authority, unless the Federal Deposit
Insurance Corporation has it.
Mr. SPENCE. I do not think the Federal Deposit Insurance Cor
poration ought to have that power.
Governor EccLEs. That is taken care of in the Banking Act of
1935.

Mr. SPENCE. I think that would be welcomed by the banks, because
they are the victims of their own competition.
Governor EccLES. It is absolutely essential that member banks
should not be subject to competition of nonmember banks by a limita
tion of the maximum interest that the member banks can pay and
have the nonmember banka benefited and protected by the Deposit
Insurance, and at the same time permitted to pay any rate of interest,
whether it is a sound rate or not, that they wish to pay.
Mr. SPENCE. It would be very much better, if they could all do
that and-----Governor EcciJES. The Banking Act of 1935 provides for that in
section 323 (c), page 67, lines 1 to 7.
Mr. SPENCE. Have they exercised that power?
Governor Ecci^s. The act has not been passed.
Mr. SPENCE. This act, you mean ?
Governor EccLES. Yes.
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Mr. FoRD. Let me make an observation there. The banks are
Rxing the amount of interest that they can pay for deposits, are they
not!
Governor EccLES. We Ax the maximum only. There are a great
many cases where they pay much less.
Mr. FoRD. Would there not be a good deal—there is no attempt
made to Rx the maximum interest they might charge when they
Joan that money !
Governor EccLES. Most States have usury laws.
Mr. FoRD. I understand, but they are pretty liberal. We make
the price, we will say, to the miller, of wheat at $1 a bushel, but
he can charge $10 a barrel for the Rour, if he can get it, and that
is a competitive matter and I do not think can be Rxed. You
could not say any maximum rate of interest that the bank would
charge, because it was getting money from its depositors at 2 percent,
because the demand for that money and the volume of it would
determine what rate it would get!
Governor EccLES. It will bring the rates down, and it is bringing
the rates down.
Mr. FoRD. But it is a Rxed thing, is it not!
Governor EccLES. Fixing the maximum rate of interest on de
posits tends to bring down the rate on loans. That is the effect.
Mr. WiLLiAMs. Governor, in order that we might have this clear,
did I understand you to say that there is in the proposed law a
provision which authorizes the Insurance Corporation to Rx rates
that could be paid by any member bank!
Governor EccLES. Requires them to Rx the rate! It is Rxed by
the Reserve Board for the member banks.
Mr. WiLLiAMs. Where is that!
Governor EccLEs. Pages 66 and 67. We have not gone into that,
because that is in title III of the bill. That is in title III.
Mr. FoRD. What page!
Governor EccLEs. Pages 66 and 67.
Mr. WiLLiAMs. Does that apply to the nonmember banks!
Governor EccLES. Yes, that is what it does apply to.
The CHAIRMAN. The purpose of that is to prevent one bank inside
of the Federal Deposit Insurance Corporation Rghting against an
other bank!
Governor EccLES. That is right.
The CHAIRMAN. And taking an undue advantage of it!
Governor EccLEs. That is right.
The CHAIRMAN. Gentlemen, may we not quit until 3 o'clock! I
think we had better adjourn, until 3 o'clock.
(Thereupon, a recess was taken in the hearing until 3 p. m.)
AFTERNOON SESSION

The CHAIRMAN. Governor Eccles, I believe Mr. Ford desires to
make some inquiries.
Mr. FoRD. Governor, I am not going to take you into the backalley Rnance in my statement. I am just simply going to say, in a
very short statement, that it is my reasoned conviction that the pres
ent biH, while not perfect as to all of its details, and undoubtedly
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 5

331

requiring some minor technical amendments, seeks, on the whole, to
accomplish the following desirable results:
First, by broadening the eligibility requirements of the Federal
Reserve bank discounts, to uncover a great reservoir of potential
credit, which will be made available. Is that true!
Governor Ecci*ES. There is ample credit today, but, without change
in the eligibility features, there will be great hesitancy on the part of
the banks to loan on other than short-term commercial paper or
Government bonds.
Mr. FoRD. All right. We will change that to make it " available
so far as the borrower is concerned."
Governor EccLEs. It makes it available, not because they need to
borrow funds to do it^ but it makes it available because they would
be willing to loan existing funds, if they could get borrowers, on
longer time loans, that, otherwise, they would feel unsafe in making.
Mr. FoRD. My second point is that, by placing in the hands of the
Federal Reserve Board the authority to initiate open-market opera
tions, we give them the power to regulate in a material degree or to
stabilize in a material degree business operations. Would it do that!
Governor EccLEs. The three powers of monetary control—open
market, discount rate, and reserve requirements—put into the hands
of the Federal Reserve Board a power to control inflation. And
they also put into their hands the power to prevent deflation, so far
as can be done by the creation of excess reserves and by the reduction
of interest rates.
There is no action that the Board itself can take that will induce
people to borrow, induce corporations to borrow, the excess funds
which the banks may have as a result of the Board's action in creat
ing excess funds.
Mr. FoRD. But it is an effective check on the impulse for inflation,
on the one hand, and credit deflation, on the other hand, is it not?
Governor EccLEs. I think so. I think the eligibility changes and
the control over the supply of money would certainly tend toward a
prevention of deflation.
Mr. FoRD. In addition to that, in the third place, does it not add two
other desirable things: By broadening the eligibility requirements of
the Federal Reserve Board, each member bank witn sound but long
term paper could, under emergency conditions, take this paper to the
Federal Reserve bank and get currency and thus better serve the needs
of its community or meet a sudden emergency ? Would that be a clear
statement!
Governor EccLEs. The Reserve banks will have the power to loan
to member banks on sound assets, which would enable the member
banks to meet the demands of their depositors.
Mr. FoRD. Certainly.
Governor EccLEs. Which otherwise they might be able to meet only
by forcing a contraction of credit or by selling securities; or it might
be that they would be unable to meet the demand and thus be forced to
close.
Mr. FoRD. Now, if I understood you correctly when you were mak
ing your various statements, you said that the Federal Reserve banks
today had at least $10,000,000,000 that seeks profitable investment.
Governor EccLEs. No, sir. I said that the commercial banks had
$10,000,000,000 of time deposits.
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Mr. FoRD. I mean the member banks of the banking system had
excess funds.
Governor EccLES. No. The banking system has excess funds seek
ing investment of over $2,000,000,000.
Mr. FoRD. What was that 10-billion-dollar figure that you used:
Governor EccLEs. I said that the time funds or saving funds held
by the commercial banks amounted to more than $10,000,000,000.
Mr. FoRD. But that would be seeking profitable investment, would
it not?
Governor EccLES. A good deal of those fupds are loaned already
in various types of loans. A great deal of those funds are no doubt
invested in Government bonds and other securities and bonds guaran
teed by the Government. The excess reserves of the banks, which are
in excess of $2,000,000,000, are suiEcient in amount to enable the bank
ing system as a whole to extend new loans or to purchase additional
bonds to the extent of more than $20,000,000,000 without the banking
system as a whole being required to borrow from the Federal Reserve
System.
The banking system creates money through its loans and invest
ments. A bank making a loan of $1,000 to a customer creates $1,000
of deposits. However, for every $1,000 increase in the deposits of
the bank the excess reserve decreases by 10 percent of the amount
of that deposit increase, so that a loan of $1,000 increases the assets
of the bank by $1,000 and the liabilities, in the form of deposits, by
a thousand, and the reserve requirement by $100, approximately.
You see, this increase in deposits would increase reserve require
ments by 10 percent of that amount.
Therefore, 2 billion dollars of reserves in the System as a whole
are a sufEcient amount to enable the banks, on the basis of 10 for 1,
to extend credit to the extent of 20 billion dollars, without having to
go to the Reserve banks and discount or borrow money.
Excess reserve can be increased or decreased by open-market oper
ations or by a change of reserve requirements? That is where you
get your monetary control.
Mr. FoRD. Now, then, at the presept time we have a potential
credit reservoir of about 20 billion dollars.
Governor Eccles. That is right.
Mr. FoRD. I f paper eligible for rediscount came along, the banks
would be free to make those loans, wouldn't they, knowing that they
could take that paper, in an emergency, to the Federal Reserve banks,
if they got into trouble?
Governor EccLES. They would be. It would be very proRtable to
make those loans if they were available.
Mr. FoRD. In comparison with the 2% percent to the banks on
long-term Government bonds, you are holding out an inducement
to the banks, through this bill, to exercise their functions as banks
and make every possible loan that they can----Governor Ecci^s (interposing). With safety.
Mr. FoRD. I did not mean that they should go out and go crazy.
But, when people come in wanting money, they would be in a posi
tion to loan it to them.
That is a thing that has always bothered me. I do not know
whether I have got the explanation of it or not.
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Now, I note that since 1922 the volume of commercial paper in
the United States—the normal commercial paper, under the old law,
the 90-day paper, has been greatly diminished. Now, my under
standing or my belief is that the reason for that diminution in that
commercial paper was that many corporations, both large and small,
instead of going, as they used to do, to their banks and getting their
short-term requirements, have found that, through the investment
bankers, they could issue securities and get that money all in a lump.
And in many cases much of that money, after they had gotten it,
did not go to their own bank, but went to New York, to be used for
other loans, for speculation. Is not that true?
Governor E ccL E S . Partly. It seems to me that the transition that
has taken place in our business and banking systems during the
life of the Federal Reserve System has been that our business sys
tem has become more concentrated, into larger and larger units;
and that there is today a greater concentration of corporate opera
tions in the country, in fewer companies, than we have ever had
before. The trend is in that direction, as evidenced by the chainstore development and the developments in almost every Reid of
manufacturing activity.
Mr. FoRD. Steel and all others.
Governor E ccL E S . We see a drift toward consolidation and merg
ers, making for bigness and a greater concentration of control.
That has tended to concentrate commercial deposits to a greater
extent than formerly in the centers where the headquarters of the
various companies are located; and it has also, in cases where there
has been borrowing, largely concentrated all borrowing, at very low
rates, on the commercial-paper basis, in the money market; so that
the average small bank, or the banks in the towns of 10,000 people
or even 25,000 people, and less, have not had the demand, and have
not had even during the period of our great activity, in the twen
ties, the commercial loans to their local business concerns that they
had prior to the developments to which I have referred.
It is true that many of the consolidations and mergers were
brought about through Rotations of securities, bonds, and stocks,
and the effect of those Rotations was that the banks that formerly
carried commercial loans and short-term loans for the carrying on
of business transactions, furnished the money through the pur
chase of bonds, or through loaning to customers, who purchased bonds
or stock. So that there was a substitution, to, no doubt, quite an
extent, of bonds and collateral loans in banks; whereas, formerly,
particularly before the war, commercial paper was used to a far
greater extent.
And, of course, in the case of farmer financing, that has been taken
away from the local banks to quite an extent through the Produc
tion Credit Corporation. The Production Credit Corporations,
which are a part of the Farm Credit Administration, get most of
their funds by the sale of 6-month and 9-month debentures, outside
of their capital, which has been furnished to them by the Gov
ernment.
These debentures are sold in the market and the present rate is
somewhere on the basis o f 1% percent per annum. The big banks,
in the centers, with the surplus funds, are the purchasers, largely, of
127297— 35------ 22
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these debentures, thus providing the funds to the Production Credit
Corporation, and the Production Credit Corporation supplies the
funds to the farmers, through the local communities. So, it means
that the banks in the centers, through the Production Credit Corpora
tion, are financing agricultural production; and that, of course, takes
away from the banks in the agricultural areas the eligible agricultural
paper.
Mr. Fomx I note that in 1929 the commercial paper; that is, the
commercial loans made by banks, were only $4,396,000,000, and that
was at the peak of our so-called " prosperity ", and that in 1934 that
sum had dropped to $2,144,000,000; so that there has been a gradual
diminution or gradual disappearance of commercial paper as a source
of business to these banks, and there is very little likelihood of any
substantial increase in that.
Governor EccLES. For the reason that, if you will examine the
statements of most of our business concerns, it will be found that they
have an excessive working capital. One of the difEculties today is
that they are the owners of huge pools of deposit money now in the
banking system, which they are not using and are not able to utilize;
so that, even with an improvement of business the most that could be
expected from many of our business concerns would be that they would
put into use the funds that they now have, and under no circumstance
would they be required to borrow.
Now, I am speaking of our business concerns in very general terms.
In number there may be, and no doubt are, a great many business con
cerns that would be required to borrow; but, measured in the volume
of the business which they do, which, of course, is the important ele
ment, there would be a small percentage.
Mr. FoRD. Well now, that being the case, if the reason for the exist
ence of our banks is continued, then we have got to afford them some
additional opportunity, where their funds can be employed; and it
seems to me that the long-term real-estate loan is about the only out
let that appears on the horizon at the present time to any great
volume.

Is that an admissible statement ?
Governor Ecci<ES. There is no prohibition now against banks
making collateral loans which are not eligible; and there is no prohibi
tion against banks buying long-term bonds. So long, then, as there
is no prohibition now against the banks investing depositors' money
in those Reids, which are likely, in the event of depression, to be just
as frozen as real-estate loans, there should be some liberalization with
reference to the power of the member banks to make long-term realestate loans. To what extent that will be utilized by borrowers it is
impossible to say.
Mr. FoRD. Oh, I realize that. But we all know, if we read our
correspondence, and I know from my particular experience, that it
is almost impossible, or it has been up to quite recently, to get a
real-estate loan from any bank. Now, the reason the banks gave
for that was that that was an unliquid paper, and if they put their
money in there it would stay there, and they would have no way of
getting it out if they had a call.
Governor EcctEs. They had been made to feel that a real-estate
loan is a slow and an undesirable asset to have. And inasmuch as
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the banks have most of the loanable funds, and mortgage companies
and the savings and loan associations, as a whole, have very little,
and in most o f the communities have no funds to loan, but are in the
process of reducing and bringing pressure to bear, it would seem
that the situation would be helped and relieved by permitting and
encouraging the banks to make long-term, sound, real-estate loans.
Mr. Fom>. Not with the idea, Governor Eccles, of making the loan
today and taking it to the bank tomorrow and getting a discount,
getting the money and coming back to make another loan; but with
the idea of making a loan that was a proRtable loan—and in our
country the rate is 7 percent, which is quite different from 2% per
cent—they could put that money into that market. Then, should
there be a sudden demand on them for more money, they could
always take those securities to the Federal Reserve bank and get the
money for them, could they not, under this law ?
Governor EccLES. The Federal Reserve banks would have the
power legally to loan to member banks on the notes of the member
banks, secured by mortgages or other collateral, with such margin
as they thought was advisable to make the loan sound. Certainly
member banks would not loan money on mortgages and then borrow
from the Reserve banks so long as the member banks had excess
funds to loan. It could be expected that the member banks would
be willing to pay interest on borrowed money from the Federal
Reserve banks only when a condition was reached by any member
bank that made it necessary for it to borrow to meet its shrinking
deposits.
It has never been a policy of the Federal Reserve System to per
mit its member banks to borrow continuously or to borrow for the
purpose of reloaning because there was a pront between the discount
rate at the Reserve banks and the loaning rate of the member banks.
Mr. FoRD. They were only there for the purpose of the bank get
ting the money when it actually had to have it and for a proper
purpose ?
G o v e r n o r E ccL E S . T o m e e t t h e c u r r e n t d e m a n d .

Mr. FoRD. Now, Governor Eccles, there is just one other observa
tion I want to make.
There seems to be some apprehension in the minds of some of
my correspondents as to this bill being an inflationary measure.
We have had that out here before, but I just want to make an
observation on it. We discussed this morning the question of Bxing
a price level.
Now, my conception of the possibilities lying dormant in this
bill, and which can be developed if it is passed, for credit, is this:
It will make available—and when I say available I do not mean
that it does not now exist—but it will make it a little easier and
more attractive for the banks to go into the business of loaning
money, for the purpose of bringing our production up to a maxi
mum. If we could do that we would bring our unemployment down
to a minimum. The result would be a large pool of money poured
out over the country and that would give purchasing power to the
consumers of the country generally, and that would tend not only
to stabilize business but to bring a gradual increase in the price
level, up to some point where there might be an attempt made to
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peg it, within certain limits. Would not that be one of the ways of
doing it!

Governor EccLEs. I do not know that I understand what you
mean when you say, " Would not that be one of the ways of doing
i t "? Do you mean the bill as now drawn?

Mr. FoRD. I am talking about bringing our production up to a
maximum.
At every meeting that this committee has had there have been
people who said, "Now, industry cannot get money; and, when in
dustry cannot get money, it cannot produce; and the reason it
cannot get money is that the banks are afraid to loan."
Now, the loaning of money of real estate might conceivably have
a tremendous influence on industry, because it would put men to
work. Now, if you could create conditions so that money could
be easily gotten by industry, with a prospect of getting it back and
getting a proBt, that would immediately create a wage pool, and
it would give an increase of income to the country and, with the
increase of income to the country—and the wide-spread of the
purchasing power that goes to the men that do the work is one of
the factors—it would naturally put purchasing power in the country,
and, with an increased demand for goods, the price level of all
goods would come up, would it not?
Governor EccLEs. Yes.
Mr. FoRD. And if there was a tendency on the part of prices to
go up wildly, could not the Reserve Board, under this bill, put
an appreciable brake or check on that?
Governor E ccL E S . Yes; a general increase means an inflation;
and that can be, in my opinion, controlled through the powers that
this bill provides to be given to the Federal Reserve Board.
Mr. FoRD. Well now, taking the questions that I have asked and
the picture that I have painted, I ask if this bill tends to make that
possible? Do you think it does?
Governor E c c L E s . I do.
Mr. FoRD. All right. That is why I say in the beginning, that I
believe this is the measure that the country needs and that I am
going to feel very comfortable in supporting this bill in the House.
The CHAIRMAN. All right.
Does anybody else on this side have any questions?
Mr. CLARK. It will take only a minute for my questions, Mr.
Chairman.
I do not think that Mr. Cross, Governor, is very much satisfied
with our helplessness in this situation.
In the amendment that you have proposed three objectives are
tentatively stated: First, stable business conditions; second, full em
ployment ; and, third, a more or less stable price level.
I believe that you stated that, if this bill were passed, it would
give the Federal Reserve Board a control over the volume of money.
That is right, is it not!
Governor E ccL E S . I think it gives the Board a control of the vol
ume of money on the up side. It does not give it such a complete
control of the volume of money on the down side.
Mr. CLARK. No; but it tends to give the Board a more nearly
complete control of the volume of money than it has had heretofore.
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Governor EccLES. Oh, yes; through monetary control plus the
eligibility features.

Mr. CLARK. But you stated, however, that in order to achieve
these desirable results—stable business conditions, full employment,
and a more or less stable price level—that in addition to the con
trol of the volume of money, there would necessarily have to be more
control of the velocity of money—by the velocity of money meaning
the ratio between the volume and the national income.
That is right, is it not ?
Governor E c c L E s . That is r i g h t .
Mr. CLARK. And you stated—I believe this is of fair inference from
your testimony—that monetary action alone could control only re
motely the velocity of the money; that is, by making the money
available ?
Governor EccLES. That is, to the extent that low interest rates and
abundant supply will induce its use; only to that extent.

Mr. CLARK. Then that is where Mr. Cross, I believe, stopped; that
is to say, that is where the matter was let drop. However, I believe
that, earlier in your testimony, you stated that there were two other
factors which, if added to the control of the volume of money, might
tend, in your opinion, to have a control over the velocity of money,
namely, a tax system and a program of Government spending. Am I
correct in that?
Governor EccLES. Those are the other two elements which, it seems
to me, in our capitalistic economy, must be taken into account to bring
about a suSiciently equitable distribution of the national income, to
keep up a full employment, full production, and keep the productive
facilities adjusted in relationship to the buying power of the Nation.
Mr. CLARK. Yes; that is right. In other words, we have got, in
your opinion, a three-legged stool; and this bill is one leg of the stool.
Governor EccLES. That is right.
Mr. CLARK. This bill is designed to give control over the volume of
money.
Governor EccLEs. That is right.
Mr. CLARK. Now, in order to make our stool stand up and in order
to get out of that helpless condition in which Mr. Cross assumed we
are—as we are—it is desirabb, in your judgment, not only to pass a
bill of this kind, or something of this kind, in order to build up this
legs but we should do more. Let us take the second leg of the stool—
and I do not want to lead you astray, Governor Eccles, but it ties in.
We are going to try to get somewhere and we want to get to a stable
basis. Mr. Cross thinks it is an indictment of the human intelligence
if we do not get somewhere, and I agree with him.
You say we need a tax system, and by that, I assume, you mean
regulation of income taxes to the extent that when times are getting
better and the price level is increasing and the full employment is
reached the income taxes would be raised, as, I believe, you said they
should have been raised in 1928, instead of having been lowered. So
that is the second leg of the stool.
And then your third leg is a fixed national policy of Government
spending, which would be controllable as conditions fluctuated.
By using those three things: first, monetary control, as proposed
by this bill; secondly, shifting the income-tax rates; and, thirdly,
increasing and diminishing the Government expenditures, not ^s an
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emergency proposition only, but as a Rxed national policy; those
factors would tend, in your opinion, to achieve this desirable state of
stable business conditions, full employment, and reasonably stable
prices, within limits.
Does that state it thoroughly ?
Governor EccLEs. You have stated the case, I think, very com
pletely.
Capitalism, sooner or later, has got to pay whatever it may cost?
through the tax bill, to provide employment for people who are
employable, and to provide an adequate, decent living for those who*
are unemployable, when the private employer fails to give employ
ment on a sufficient scale to utilize our available labor.
That is the cost that we have to pay for capitalism; and the sooner
we begin to recognize it when unemployment develops, the less the
cost will be.
We have never questioned the duty of the Government to protect
its citizens, no matter what the cost, against the encroachment of a
foreign enemy. We have no more reason to question the obligation
of the Government to protect the citizens, through insuring them
employment, when private capitalism fails to insure that.
Mr. F oR D . That is it.
Mr. CLARK. I think that is all. I really wanted to get that picture,
because this is the first step along those lines.
Mr. S is s o N . By Government spending, Governor Eccles, the third
leg o f the stool of which Mr. Clark spoke, am I right in assuming
that what you mean is what might be called and what has been
termed a long-range or long-term plan of public works, to be car
ried on when employment shows signs of becoming slack; and that
kind of public work or that kind of Government spending to be car
ried on largely-----Governor EccLES (interposing). To keep up the national income.
Mr. SissoN. Yes; and such as will least come into competition with
private industry, with private business.
Governor EccLEs. I believe that, under capitalism, Government
cannot compete with private business without the socialization of
whatever field of private business it undertakes to compete in; and
that Government spending should be in the fields of socially bene
ficial, public^ noncompetitive activities, either directly or through
grants to cities, counties, and States, for use in the same Reid.
I have no brief to offer against Government entering those fields
which may be better handled in the public interest if owned and
operated by the Government than if operated privately. But I
do believe that when the Government steps in beyond the exercise
of its regulatory powers, as a competitor, the natural effect is that
all investment in that Reid, all private investment, stops; and that the
Reid then must be absorbed and monopolized, sooner or later, bv the
Government.
Does that answer your question?
Mr. SissoN. Yes.
Mr. HANCOCK. Governor Eccles, is there any way of intelligently
estimating what percent of short-time paper is usually renewed!
Governor EccLES. You mean commercial or business paper held
by the banks?
Mr. HANCOCK. Yes.
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Governor Ecci*ES. I think it would be practically impossible to
do that.

The loan is paid in one bank out of the proceeds of a loan gotten
in another bank. That is the way commercial paper is usually
handled.
We will take, for instance, a concern is borrowing $10,000,000 on
90-day commercial paper. A number of banks buy that paper and,
at the expiration of the 90-day period, the loans are paid. You will
Rnd that the borrower on that paper has possibly only reduced the
amount outstanding, or may even have increased it, by borrowing,
by offering paper in the market, and another group of banks, or
the same banks, will purchase their 90-day bills, just as the Gov
ernment now does in its short-time Bnancing. It is offering 182day bills; and the purchasers of that paper have short-time paper;
but it is only paid by a refunding operation for 182 days, or for two
hundred-and-some-odd days by selling new bills—maybe not to the
same institutions, but in the market.
Mr. HANCOCK. Well, the reason that is permitted, and the bankers
up to now have been seeking short-term paper, has been due to the
fact that, if it ran beyond a certain period, it would not be eligible
for rediscount.
Governor EccLES. Under the law, it would not be eligible except
as 90-day commercial paper or 9-month agricultural or livestock
paper.

Mr. HANCOCK. But, under this bill, there is no time limit with
respect to the eligible paper!
Governor E c o L E s . You mean there is no time limit as to maturity
of the paper that is used to secure advances!
Mr. HANCOCK. Yes.
Governor EccLEs. No; there is no time limit.

Mr. HANCOCK. That would be left to the rules and regulations of
the Federal Reserve Board or to the rules and regulations of the
individual Federal Reserve banks?
Governor E ccL E S . It would be left to the rules and regulations of
the Reserve Board, yes, sir; as to the terms upon which advances
could be made by Reserve banks to members on sound assets.
Mr. HANCOCK. Governor, there is no limit to the maturity of the
paper that could be discounted, is there, under the bill!
Governor E ccL E S . What?
Mr. HANCOCK. There is no limit as to the maturity paper which
could be rediscounted, is there!
Governor E ccL E S . Except as the Board may make rules and regu
lations.
Mr. HANCOCK. I mean under the proposed law.
Governor E ccL E S . No.
Mr. HANCOCK. Is it not a fact, Governor Eccles, that the banks
have usually made most of their profits and earnings on so-called
"slow paper"!
Governor ECCLES. I think that, without question, the greatest part
of the banks' income would be on paper that is not eligible, because
over 80 percent of all the paper o f the banks, even in 1929, was not
eligible.
Mr.

HANCOCK.
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This morning, you made a comparison as to the cost, between keep
ing greenbacks out andt the cost on 182-day paper. With respect
to the 182-daybills, is there any actual money passed in that trans
action? Is it not just a sheer bookkeeping transaction! Is it not
as I asked just a matter of bookkeeping? No real money is passed
or put out.
Governor EccuES. That is true of any loan, any loan a bank makes.
It is a bookkeeping entry, and the money does not pass until the
borrower wants to draw it out in currency or check against it; and
the check has the same effect as currency. The money is passed then
as the account is checked against or as currency is drawn out and
used. And the same is true with the Government borrowing. The
banks take the bills or bonds and they credit the account of the Treas
ury and they debit the assets account of their loans and investments;
and the Treasury draws against those funds as and when it desires to,
just like any other depositor.
Mr. HANCOCK. How much money does the Government carry on
deposit with the banks today!
Governor EccuBs. I do not know exactly. I would say around a
billion and a half.
Mr. HANCOCK. And what interest do they receive on those deposits ?
Governor E c c L E s . They do not receive any.
Mr. HANCOCK. No interest return whatever!
G o v e r n o r E c c L E s . N o , s ir .

Mr. HANCOCK. Of course, the banks that carry those large deposits
would naturally buy this short-term paper at a very low rate of
interest. Its really the Government's money they are lending to the
owner.
Governor EccLEs. The deposits that they have are of absolutely
no value to them, because they carry those deposits to the Federal
Reserve at no interest. So there is really a loss in the handling
of them under the present circumstances.
As a matter of fact the Government deposits of a billion and a
half, upon which the banks pay no interest to the Government, and
which the banks must secure by Government bonds, are not proRtable for the banks at this time when they have large excess reserves.
Taking the banking system as a whole, it carries with the Federal
Reserve banks more deposits in excess of what is required than the
Government carries with the banks. Therefore, the entire Govern
ment deposits could be moved to the Reserve banks; and thereby the
excess reserves of the member banks would be reduced from some
thing over $2,000,000,000—whatever it is today—by the amount of
the transfer of those Government funds. For that reason, so long
as the banks have excess reserves larger than their Government de
posits, the Government deposits are of no value; there is no proBt
to the banks.
Mr. HANCOCK. Governor, let me get this straight in my mind.
Did I understand you to say this morning that the policy of this
administration and the Government from now on would be not to
issue any more currency against Government bonds!
Governor EccLEs. I have no way of knowing what the future
policy may be. All I know is that the action which was taken by
the Treasury to call, as of July 1, the bonds which were used to
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secure circulation, means that it eliminates from the national banks
the right to issue national bank notes. Now, unless legislation is
passed which again permits the national banks to issue currency
against bonds which they deposit with the Treasury, that privilege
will not exist.
Mr. HANCOCK. I may be misinformed about it; but I was under
the impression that, under the present act, the President had the
right to extend the time within which that process could be carried
on: and that he had recently extended that time for another 2-year
period.
Governor EccLES. No. It may be that you are referring to the
extension of the right of the Federal Reserve banks to issue Federal
Reserve notes, secured by Government bonds, in lieu of commercial
paper.
Mr. HANCOCK. I was probably confused about that. That right
still exists ?
Governor Ecci^s. That was extended a short time ago.
Mr. HANCOCK. Were any other bonds originally issued to the
national banks to support their circulation other than the Consols
and Panamas ?
Governor EccLES. All of the bonds yielding 3% percent or less.
That right expires some time in July, and it cannot be extended
without legislation, which means that any currency of the national
banks that has been issued on a basis of the 3%-percent bonds, or
bonds yielding a lesser amount, will have to be taken up.
Mr. HANCOCK. Well, I am glad to get that information from you,
because I had wondered, in my own mind, why the Treasury was
calling in the 2-percent Consols and 2-percent Panamas while leav
ing out the 3%-percent bonds if the purpose was to lighten the
interest burden on the people.
G o v e r n o r E ccL E S . T h e y a r e n o t c a l l i n g i n t h e b o n d s , b u t t h e b o n d s
l o s e t h e ir c i r c u l a t i o n p r i v i l e g e , w h i c h w a s c o n f e r r e d u p o n t h e m f o r
3 y e a r s ------

Mr. HANCOCK (interposing). The circulating privilege?
Governor EccLES. The circulation privilege, which will make it
necessary for the banks which have used that circulation privilege to
pay to the Treasury the amount of money representing the notes
which they have used.
Mr. WoLcoiT. Governor Eccles, I have a very few questions to
ask. I think all the questions that I had have been quite fully cov
ered, with the exception of one or two.
There has been a feeling on the part of many economists that there
should be very little aHiliation between the currency of the country
and the national debt. I presume that they have in mind that if we
are called upon to manipulate the currency as our national debt in
creases or decreases, that that tends to an unstable currency.
In reading this bill I can see some aSiliation between the action
of the Federal Reserve Board and the national debt, inasmuch as
they have the right, in the open-market operations, to help the Gov
ernment in maintaining its credit, by at least retiring that part of
the national debt which matures within the current year. Do you
think that is rather a dangerous practice!
Governor Ecci*ES. It seems to me that the Government spends
only those funds which the Congress appropriates. The Congress
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that has the power to appropriate money also has the power to cre
ate a means of providing that money, if it is not done through the
existing banking system. Therefore, I do not feel that to make it
impossible for the Government to finance the appropriations which
Congress makes is necessarily going to defer what the Government
spends, but it is likely to jeopardize the existing banking and credit
structure. For that reason, it is desirable and necessary that there
should be a relationship existing between the banking system and
the Government in the interest, it seems to me, of the preservation
of the existing banking system.
Mr. W o L C o r r . And would you say, also, the maintenance o f the
national credit by the use of the banking system of the country %
Governor EccLEs. The national credit is not dependent upon the
willingness of the banks to supply it.
Mr. W o L c o T T . Now, in that connection, I assume that those openmarket operations—that the Federal Reserve Board can, by adopt
ing a policy which I understand to be mandatory in its operations
upon the member banks, compel the member banks to invest in Gov
ernment securities, so that, if we came to a time when, as I under
stand now, a great deal of our Government indebtedness is in the
form of short-term paper?
Governor EccLEs. About $18,000,000,000.
Mr. WOLCOTT. About half of our national debt is in the form of
short-term paper!
Governor E ccL E S . Under 5 years.
Mr. WoLcoTT. And there was an endeavor on the part of the banks
to unload that for the purpose of making more remunerative invest
ments in industry, then, the Federal Reserve Board, through its
open-market committee, could control that situation. So I see a
direct relationship between the national debt and the possible amount
of currency which is in circulation and the volume of currency which
is in circulation.
G o v e r n o r E ccL E S . D o y o u m e a n b y c u r r e n c y , deposit m o n e y a s
w e ll ?

Mr. WoLcorr. I think we can confine it to Federal Reserve notes,
because, if I understand this bill, together with the policy of the
administration, our trend is toward a single currency.
Governor E c c L E s . Yes;,but I think there is absolutely no relation
ship between the Government debt and the amount of Federal Re
serve notes in circulation. There may be absolutely no Government
debt, and there still may be, and likely would be, the same amount
of currency in circulation. There is no relationship between the two.
And it was interesting to note, in looking over some charts of other
countries, where the debts have greatly increased—in Japan, partic
ularly, I noticed the amount of its currency did not vary 5 percent.
And the same thing would show here, that, as a matter of fact, our
debt has increased during the last 2 years, and the amount of cur
rency outstanding has come down as the debt has gone up.
Mr. WoLcoTT. Surely it has not increased in proportion to the
debt!
Governor EccLEs. It has decreased.
Mr. WoLcoTT. When the debt was about $20,000,000,000, we had
$4,250,000,000 of currency, or something like that, and at the present
time we have $5,600,000,000.
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Governor EccLES. Something like $5,500,000,000 in currency at the
present time.
M r . W o L c o T T . W h e n y o u s a y t h a t i t h a s d e c r e a s e d --------

Governor EccLEs (interposing). Decreased in comparison with
what it was 2 years ago.
Mr. WoLcoTT. It has increased about $1,000,000,000 in the last
4 years. It has not increased in the last 2 years, but in the last 4
years.
Governor EccLES. Yes, I think that is right; and that is due to two
causes largely: One is the decreased use of checking accounts, due
to the service charges and check tax, and also due to reduced in
comes of people, which caused many of them to carry currency
instead of using the checking account. There has also been a reduc
tion in the number of small banks throughout the country, and thus
there are many small communities which formerly supported banks
and which today do not and cannot possibly support banks, thus
requiring the use of currency in those communities. I think that is
largely responsible for the increased use of currency. There is also
some hoarding, I suppose, but I do not know how much of a factor
that is now.
Mr, W o L c o T T . In o t h e r w o r d s , in s t e a d o f a m a n w h o o w e d s e v e r a l
p e o p l e an a g g r e g a t e o f $ 1 0 0 , d r a w i n g a s m a n y c h e c k s a s h e h a s
d e b t o r s , h e w o u l d e it h e r d r a w o n e c h e c k o r g o t o t h e b a n k a n d d r a w
i t o u t in c a s h , a n d , f o r t h a t r e a s o n , t h e r e h a s b e e n m o r e d e m a n d f o r
ca sh .

Governor Ecci^s. That is right. There have been less checks and
more currency in circulation.
Mr. WoLcoTT. So that you claim there is no relativity between the
amount of the national debt and the amount of currency in circula
tion?
Governor E c c t E S . That is right.
M r . W o L c o T T . Getting b a c k to t h e question w h i c h w a s a s k e d a
f e w m in u t e s a g o , a b o u t t h e u s e of s o m e of t h i s g o l d p r o f i t t o r e t i r e
th e s e C o n s o l s , u p o n w h i c h t h e n a t i o n a l b a n k s b a s e d t h e i r c i r c u l a t i o n ,
I a s s u m e from t h a t a n d from t h is b i l l t h a t i t is t h e p o l i c y of t h e
Government to e v e n t u a l l y c r e a t e a situation where we h a v e a single
c u r r e n c y , w h i c h w i l l b e w h a t e v e r s i l v e r is n e e d e d for c h a n g e a n d t h e
F e d e r a l R e s e r v e b a n k n otes.

Governor EccLES. This action will reduce the currency to the silver
certificates which, from all present indications, may be a permanent
part of our currency, and the greenbacks, which are $346,000,000.
Outside of those two currencies, the Federal Reserve notes will be
the only other currency in use; and, of course, the Federal Reserve
currency will represent the great percentage of the currency in use.
Mr. WoLCorr. So that the Congress, in the adoption of that policy,
by passing this bill, would further contribute to the criticism of the
(jongress as having delegated its authority to coin money. I am
not criticizing that policy. I am merely asking for the information.
If there has been criticism of our having delegated heretofore to
the Federal Reserve banks the prerogative of Congress to regulate
the currency, there is a likelihood of a further criticism of our
having centered the control of the volume of money in the Federal
Reserve System, is there not!
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Governor E ccL E S . Reaction of Congress in taking away from the
national banks this right to create money does not seem to me that it
should subject Congress to criticism. It has not deprived the Con
gress of any of its power to regulate money.
Mr. WOLCOTT. Well, it surely cannot be considered as a recapture
of any of the prerogatives of Congress, which they have under the
Constitution, to issue currency, can it?
Governor E ccL E S . I do not think that it either takes away from
or gives to the Congress any powers.
M r . W oL coT T . W e ll , I lis te n e d w it h a g r e a t d e a l o f in te r e s t t o a
r a d io a d d ress b y F a th e r C o u g h lin , w h o m y o u h a v e n o d o u b t h e a rd .
Governor E ccL E S . I have not. I have never heard Father Cough

lin. I have heard of him a plenty.
Mr. W o L c o T T . I will not attempt to quote him exactly, of course,
but, in the course of his discussion, which was, I believe, the night
that it was announced that $642,000,000 of the gold profits would be
used for the purpose of retiring these consols, he at least expressed
some pleasure at the fact that, at last, the administration was using
some part of this fund as a base for the issuance of currency. Now,
if I understand that operation correctly, we merely retired national
bank currency and substituted therefor Federal Reserve notes. Is
that right?
Governor E ccL E S . That is right. The calling of the consols,
$675,000,000, by the use of the gold profit, resulted in reducing the
national debt out of the profits that were created through devalua
tion, to the extent of $675,000,000.
Mr. GOLDSBOROUGH. It was a deflationary gesture, too, wasn't it?
Governor ECCLES. The national-bank notes outstanding, which
were secured by the consols which were called, were naturally re
tired.
Mr. W o L c o T T . Well, then, by retiring the consols, the Panama con
sols and these other consols—and there is another consol. What is
the other?
Governor E ccL E S . The Panamas and the consols.
M r . W oL coT T . B y re a so n o f h a v in g r e t ir e d th o se c o n so ls, o f co u rse ,
i t is n e c e s s a r y t o r e t i r e a l i k e a m o u n t o f t h e c u r r e n c y t h a t w a s
s ta rte d b y th o s e c o n s o ls .
Governor E ccL E S . That is right.
Mr. W o L c o T T . So that, unless we issued Federal Reserve notes to

replace them, the volume of money we have outstanding will be
$642,000,000 less, provided that was the money out against the con
sols?
Governor E ccL E S . That is right.
Mr. W o L c o T T . So that, instead of being inflationary, instead of
using any part of the gold profit for the purpose of increasing the
amount o f money outstanding, it takes out of circulation the
national-bank currency in that amount ?
Governor E c cL E S . No. There is no difference in the amount of
money. Federal Reserve notes will be substituted for the nationalbank currency; and it will be done unconsciously, because people
holding national-bank notes will use them in the course of business,
just the same as they would use Federal Reserve notes or silver cer
tificates. There is no distinction made in the use of the currency.
Now, as the national-bank notes become mutilated, the banks will
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send in the currency, as it comes in through the deposit windows and
is sorted—and, as tne old notes are sent in to the Reserve banks, new
Federal Reserve notes will be sent to the member banks in place of
those notes, to meet the demands of the customers. The Federal
Reserve banks will send in these mutilated national-bank notes to the
Treasury and the Treasury will destroy them; whereas, in the past,
they would issue new notes, keeping up the Bow.
Now, the national-bank notes will just gradually pass out of exis
tence as they become mutilated and, as they pass out of existence,
Federal Reserve notes will take their place. It might take a year
before the whole process is worked out.
Mr. W o L c o T T . It was on that that I predicated my previous ques
tion concerning the concentration of the circulating medium in the—
or the regulation of the volume of the currency in the Federal
Reserve System, taking from the national banks the money outstand
ing against these consols, and the Federal Reserve System issuing
in place Federal Reserve notes.
Governor EccLEs. That is right.

Mr. WoLcorr. There are two provisions in the bill on which I have
had a great deal of correspondence. I do not know whether you are
acquainted with one of them, Governor; that is, the provision with
respect to the examination of private banks. Now, in the bill which
we passed in 1933, we provided that within 1 year after the operation
of the act all private banks which were not inspected by a State
examiner, must, in order to continue to receive deposits, submit to
examination by either a Federal Reserve examiner or a national-bank
examiner. They had their choice as to which they would elect to
be examined by.
Now, I notice that in this bill the law is to be amended some
what ; and I wondered what the reason for that was. It is amended
in subsection (b) of section 303, page 52 of the bill. It is an amend
ment to paragraph 2 of subsection (a) of section 21 of the Banking
Act of 1933 and it provides that:
The expense o f the examinations required hereunder shall be assessed against
and paid by, the institution subject to examination in the manner and with
the same effect as provided by section 5240 o f the Revised Statutes, as
amended.

What would you say was the purpose of that ?
Governor E ccL E S . That is under title III of the bill; and there
are, of course, a good many phases that the Federal Reserve are in
terested in under title III, that have not come up or been discussed
here. It was mv understanding that the discussion at this time
would be confined to title II of the bill.
Mr. W o L c o T T . Well, this directly affects the Federal Reserve Sys
tem.
Governor E c c u E S . Well, there are quite a number of-----Mr. WOLCOTT (interposing). I do not quite understand it. I am
not very well acquainted with this and it is something that you might
not be acquainted with, because it is a matter of detail, and these
are a few isolated cases.
Governor E ccL E S . Title III is composed largely of the legislation
that was in the omnibus banking bill of the last Congress. There
are some additions and some modiRcations and the particular section
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referred to is a section that is recommended by the Comptroller of
the Currency. Under title III there are, I think, some 32 provisions.
Thirteen of the provisions, of the total of 32, are provisions that the
Federal Reserve System recommended and was interested in. The
other sections were proposed by the Comptroller of the Currency
and the Federal Deposit Insurance Corporation. They are largely
of a technical nature.
Mr. WOLCOTT. Then, you are not in a position,
coming from
the Federal Reserve Board, to say what the purpose of those was?
Governor E c c L E s . No; I am not; because that was developed by
the Comptroller of the Currency.
Mr. WoLcoTT. Would that be true also of the prohibition against
bank oRicers and executives borrowing from their banks ?
Governor EccLEs. That prohibition is already in the existing law.
Mr. W oLCO TT. But, there is a change. I have introduced a bill,
at the suggestion of the Treasury, and Senator Copeland introduced
the bill. It was suggested that I introduce it in the House; and I
understand that they have used the language of it here in this bill.
I wanted to ask some questions on that. This bill gives bank oiRcers
and executives 2 years in which to retire their investments.
Governor E c c L E s . Three more years in which to retire loans made
before the enactment of the Banking Act of 1933.
Mr. WOLCOTT. I wondered if any thought had been given to plac
ing a limit upon the amount that they could borrow after that or
at the present time.
Governor E c c L E s . There w a s no consideration given to that by the
ofEcials of the administration who considered that particular legisla
tion. And the Federal Reserve Board and, also, the OIRce of the
Comptroller of the Currency have felt, as I stated here this morning,
that bank oiEcers should be prohibited from borrowing from their
own institutions; and that, m cases where they have loans, they
should be given an extension of 3 years.
Mr. WOLCOTT. I was interested in the matter only to the extent
that several have written me about it; and it seems to me that the
prohibition would work an injustice in small cities, where there is
only one bank. And they think that they should be permitted to
make emergency loans^ up to $1,000 or $1,500, or something like that.
I am not particularly interested in the section, but I am inquiring.
Governor EccLEs. We are not recommending that bank olRcers be
permitted to borrow from their own banks under any circumstances;
and it is my personal view that it would be a mistake to permit bank
oBicials to borrow under any conditions from their own institutions.
Mr. WOLCOTT. I appreciate the purposes of this legislation. Yes
terday, I think, Congressman GiRord was questioning you, and you
remarked that the British national debt is only 7 percent of the
national income.
Governor E c c L E s . That the servicing, the interest, on the British
debt is a little over 5 percent of the national income.
Mr. W o L c o T T . And that the interest on the United States national
debt is about 1 percent of the national income.
Governor E c c L E s . That is right.
Mr. WoLcoTT. In arriving at that conclusion did you take into
consideration the internal, municipal debt of the United States!
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Governor Eccuas. No; only the national debt. I think I have the
figures on the other debt in my mind. The British municipal debt
is, of course, much smaller in proportion than the American debt.
M r . W oL coT T . T h e y h a v e a m o r e c e n tr a liz e d g o v e r n m e n t ?
Governor E c c L E s . That is right. I think that the total

public
debt of Great Britain, so far as the figures are available—and it is
difficult to get very accurate Rgures—is about $48,000,000,000. That,
of course, is figuring the pound on the old parity basis of $4.85, and
the American debt—in considering the Federal debt, as I said yes
terday, the question of what we deduct from it by way of assets
which are held in the form of loans that are made by the Recon
struction Finance Corporation, or other loans that are made by other
Government agencies, should be given consideration.
Mr. WoLcoTT. After those deductions were made, I believe you
said it was about $25,000,000,000?
Governor EccLES. I said it was less than $25,000,000,000, without
deducting the gold profit, which now makes up the stabilization
fund—say, $22,000,000,000. I think the municipal debt would be
around $17,000,000,000 to $18,000,000,000.
Mr. WoLcoTT. So that our total public debt would be in the
neighborhood of $40,000,000,000?
Governor EccLEs. That is right, as against the British debt of
about $40,000,000,000, whereas our national income----Mr. WOLCOTT (interposing)* Governor, for my purposes, probably
we can shorten this up by saying that the public debt of the United
States, based upon your previous statement, is something less than
2 percent of the national income?
Governor EccLES. No. The public debt of the United States, in
total, would be about 50 percent of the annual national income—the
normal national income.
Mr. WoLcoTT. I should not have said that. I should say the
carrying charges—the interest—for the total public debt.
Governor E ccL E S . The ratio between interest on the public debt
and national income depends, of course, upon what income you
figure—whether you figure on the present income or whether you
figure on what you term a normal national income.
Mf. CROSS. W h a t is a n o r m a l n a t i o n a l i n c o m e !
Mr. W O LC O T T . Based on the normal national income.
Governor ECCLES. It would be less than 2 percent of the normal
national income. Our normal national income, if we can figure
1927,1928, and 1929 as normal, was about $83,000,000,000.
Mr. WoLcoTT. Do you know what the normal national income of
Great Britain has been ?
Governor EccLES. Last year it was about $18,000,000,000, and $20,000,000,000 is about as high as it has been.
Mr. WoLcoTT. Does public debt, in the sense that you are using it,
include the debts of municipalities, counties, towns, and villages!
Governor EccLES. That is right. It is between $17,000,000,000 and
$18,000,000,000, in addition to the Federal public debt, making a
total of around, say, $46,000,000,000 of public debt.
Mr. SissoN. Do you use the term national debt" in the same
sense!
Governor Ecci*ES. No.
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Mr. WOLCOTT. No. At least I am distinguishing between the na
tional debt of the United States Government itself and the internal
public debt of the States, counties, cities, townships, and so forth.
And that public debt, other than the national debt, is between
$17,000,000,000 and $18,000,000,000; and the national debt of the
United States Government, according to the testimony, is, in round
figures, $22,000,000,000.
Governor ECCLES. The national debt, as I stated, depends on what
you deduct by way of the gold profit and the assets.
Mr. SissoN. The guaranteed obligations of the Home Owners'
Loan Corporation was not included in the national debt?
Governor EccLEs. No.
Mr. S isso N . They are not a direct part of the debt, are they ?
Governor E ccL E S . No. I am not including those as a direct part
of the debt.
Mr. CRoss. When you said a little less than 2 percent, you meant
that the national debt, plus the other debts of the municipalities, and
so forth, required a little less than 2 percent to service the interest
charges?
Governor E cci*E S . Yes.
Mr. CRoss. Do you include in public debts, national debts, munici
pal, State, and other local governmental debts!
Governor E ccL E S . The questions of Congressman Wolcott called
for making a comparison between the total public debt, which in
cluded the State, county, and city debts, plus the Federal debt, as
between the United States and Great Britain.
Mr. CRoss. Yes; I understand that; but I wanted to get it stated
in the record so that those statements would show clearly that when
you said public debt you meant by that the public debts, Federal,
State, county, municipal, and so forth.
Governor EccLES. That is right.
Mr. WoLcoTT. Then, inasmuch as we have not taken into consid
eration the contingent debt of Great Britain, but have taken into
consideration the contingent debt of the United States Government,
our total national debt at the present time, without making these
deductions, is $31,000,000,000, and our State, county, and municipal
debts are $17,000,000,000. That would make a gross public debt of
$48,000,000,000, would it not?
Governor E ccL E S . That is right.
Mr. WoLcoTT. Or within $1,000,000,000 or $2,000,000,000 of the
total British debt?
Governor E ccL E S . I think the gross national debt now is $27,000,000,000 plus. It is not $31,000,000,000. It would be $45,000,000,000,
if we included State and municipal debts without deducting the
balances on hand or the advances which will be repaid, or the gold
profits.
Mr. F oR D . Governor, do the obligations include any of the obliga
tions of the Reconstruction Finance Corporation!
Governor E c cL E S . Yes; that is included.
Mr. F oR D . That includes their obligations?
Governor E c c L E s . Yes.
Mr. F oR D . And f r o m that should be deducted their a s s e t s ?
Governor EccLES. Most of the increase in the Government debt is
not due to spending but to lending. For instance, $1,000,000,000 of
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the increase in the Government debt went to the purchase of pre
ferred stock and debentures of the banks and $800,000,000 have gone
to the receivers of closed banks as loans against their assets, in order
to hasten their liquidation. There are other loans which have gone
to the insurance companies, the railroad companies, the mortgage
companies, and so forth. In fact, the entire Reconstruction Finance
Corporation operation is a huge credit-expending operation, and
the amounts will largely be recoverable.
Mr. SissoN. Are you taking into consideration at all the matter
which Mr. Ford referred to ? I would assume that what be meant
by the assets of the Reconstruction Finance Corporation was the re
payments. You cannot tell exactly what those repayments are
going to be.
Governor E ccL E S . That is right.
Mr. SissoN. You are not deducting, then, from the national debt
the probable repayments, are you ?
Governor EccLES. Not in figuring the $27,000,000,000. There was
no deduction. That was the total outstanding debt; and, from that
you would have to deduct the balances on hand, which were over
$1,500,000,000, as well as all of these assets; and, of course, there
are also the commodity credit loans that have been made, running
up to $600,000,000 or $700,000,000. There is also, as I say, the
$2,000,000,000 in the stabilization fund. That is not taken into
account.
Mr. SissoN. In this comparison which was made between the na
tional debt of this country and the national debt of Great Britain,
did your figures contain any comparison which would show what
the debt of this country is per capita, as compared with the British
debt per capita and what our income is per capita as compared with
the British income per capita?
^
Governor EccuBs. I do not recall just what those figures are. Of
course, it would be a very easy matter to get those figures.
Mr. SissoN. I remember reading them, getting them from other
sources; but I thought that, before basing any conclusions on those
figures, we ought to have them authoritatively. I know that our
debt is very much less in proportion than the British debt and that
our debt is very much less per capita than the British debt.
Governor EccLEs. Oh, yes. I f the committee is willing, I think it
may be well, in this connection, and I would like to insert in the
record a coordinated, connected statement covering this comparison.
The CHAIRMAN. There is no objection to that. We shall be glad to
have it.
STATEMENT BY GOVERNOR ECCLES ON THE PUBLIC DEBTS OF THE UNITED STATES
AND THE UNITED KINGDOM

The kind o f comparison most frequently made between public debts o f tw o
countries is in terms o f debt per capita. The most recent authoritative Rgures
o f this kind were prepared by the Treasury fo r the Joint Committee on Internal
Revenue Taxation. For national debt per capita— that is, the debt o f t&e cen
tral government alone— the figures originating from that source are $850 for
the United Kingdom and $215 for the United States. The debt per capita for
all public bodies, including central governments, counties, municipalities, school
districts, etc., is $991 in the United Kingdom and $370 in the United States, or
about two and a half times as much in the United Kingdom as in the United
States. Only very tentative estimates can be made o f the national incom e in
127297— 35---- -2 3
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the tw o countries for the year 1934, but such information as we possess indi
cates that the national income in the United Kingdom was about $430 per
capita as against $400 per capita in the United States. In all these compari
sons the rate used to convert the British into the American monetary unit is
$5 to the pound.
Because of the very difScult questions connected with selecting the proper
rate o f exchange between two currencies in making comparisons o f this kind,
and because the income of a country is more important than its population in
considering questions as to the burden of its public debts, per capita Rgures of
the kind just given may be misleading. For this reason the figures below on
the relation of interest on public debt, public debt, and national income are
presented. National income as used here means the total money incomes ac
tually paid to all the inhabitants o f a country.
Net central government debt, after deduction o f Treasury balances, stabiliza
tion funds and other assets, is 38 percent of national income in the United
States and 158 percent in the United Kingdom, or about four times as much
of the national income in the United Kingdom as in the United States.
The debt o f all public bodies— that is, the net central government debt plus
the debts o f all other civil divisions— is 74 percent o f national income in the
United States and 194 percent in the United Kingdom, or about two and onehaif times as much o f the national income in the United Kingdom as in the
United States. In round numbers, the net debt o f all public bodies in the
United States is $37,000,000,000. I f it was as large in relation to our national
income as the British public debt, it would be $97,000,000,000.
Interest on the central government debt is 1.6 percent of the national income
In the United States and 5.4 percent in the United Kingdom. Interest on the
debt o f all public bodies is 3.3 percent o f the national income in the United
States and 8 percent in the United Kingdom.
The follow ing are the Rgures on which these comparisons are ba sed:
As of 1034

Gross central government debt____________________________________________
Net central government debt (after deduction of treasury balances, stabilization

United
States

United
Kingdom

BMions of
(M/cra
27.9

Bit/ion* o/
pOMMds
t 6.9

19.4
17.6
45.5
37.0
50.0

6.3
1.4
8.4
7.7
4.0

817
844
1,661

AfMHom of
povmda
215
105
320

i Excluding war debt.

The CHAIRMAN. Governor Eccles, I want to suggest to you that it
would be instructive if you would at some place in the record explain
what eligible paper is, or what may be eligible paper under the exist
ing law. I will not ask you to do that now. Just put it in the record.
Governor Ecci^s. All right.
The CHAIRMAN. I f there is no objection, the committee will meet
again Monday morning at 10:30. Governor Eccles, we want you
back here at that time, please.
Thereupon the committee adjourned until Monday, Mar. 18, 1935*
at 10:30 a. m.)
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MONDAY, MARCH 18, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

Z*. C.
The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN, Gentlemen, we are ready to resume the discussion
with Governor Eccles. Mr. Hollister, if you wish, you may have
the discussion this morning.
Mr. HoLLiSTER. Governor Eccles, I would like to ask you a few
preliminary questions before going into the actual gist of the bill
itself.
Would you mind telling the committee—and these questions are
with respect to title II, because with respect to title I and title III,
I think there will be very little discussion. Would you mind telling
the committee how this title II was prepared, who wrote it chieRy,
and how it was drafted!
Governor EccLES. The members of the legal, economic, and oper
ating staff of the Federal Board, together with myself, were ap
pointed a committee by the board, to prepare Federal Reserve
legislation to be considered by what is known as the " Interdepart
mental Loan Committee", which the President had asked to con
sider all legislation dealing with Snancial matters. That in general
is the way the legislation was prepared. Of course, it was-----Mr. HoLMSTER (interposing). That was initiated by the Federal
Reserve Board?
Governor Eccles. What is that?
Mr. HotMSTER. Was that initialed by the Federal Reserve Board,
did I understand you to say?
Governor EcctLES. The Federal Reserve Board appointed, at my
request, a committee to develop this legislation.
Mr. HoLLiSTER. And who was that committee!
Governor Ecc^ES. The committee were members of the staff. I
was the chairman of the committee. The other members of the com
mittee were Dr. Goldenweiser, who has been with the Federal Re
serve Board for about 15 years, Mr. Wyatt, general counsel, who
has been with the Board for nearly 18 years, Mr. Morrill, the secre
tary, who has been with the Federal Reserve Board for 4 or 5 years
and prior to that was with the Federal Farm Loan Board, and Dr.
Currie, who is Dr. Goldenweiser's assistant. That was the immedi
ate committee.
They were assisted, of course, by other members of the sta#, such
as Mr. Smead, chief of the Division of Bank Operations, and Mr.
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Paulger, chief of the Division of Examinations. Those men have
been with the Federal Reserve Board for a good many years.
This committee worked with me in the development of legislation
which was considered necessary and advisable. The proposed legis
lation was, in turn, cleared with a subcommittee of the Interdepart
mental Loan Committee, which reviewed it and suggested modiScations and changes. Mr. Morgenthau was appointed by the Presi
dent as chairman of the Interdepartmental Loan Committee.
Mr. HoLLiSTER. May I ask you there, was not that Interdepart
mental Loan Committee appointed some time ago as a clearing house
for the various departments' financial requirements?
Governor E c c L E s . No; not altogether. It was appointed to clear
any legislation that was coming up from certain departments. All
legislation that was to come up from nine departments, including
the Federal Deposit Insurance Corporation, the Federal Reserve
Board, the Reconstruction Finance Corporation, the Home Owners
Loan Corporation$ and the Farm Credit Administration, was to be
cleared through this committee or a subcommittee. That commit
tee was to-----Mr. HoLusTER (interposing). It was to clear legislation as well as
to coordinate finance?
Governor EccLES. Largely to clear legislation.
Mr. HoLLiSTER. This draft went before a subcommittee for con
sideration?
Governor E ccL E S . Yes, sir.
Mr. HoLLiSTER. Who w ere th e m em b ers of th a t su b co m m ittee, if
you rem em b er ?
Governor E c c L E s . Yes. There was Mr. Coolidge, the Under Sec
retary of the Treasury, Mr. Oliphant, general counsel of the Treas
ury, Mr. Jesse H. Jones, Mr. Lynn P. Talley, who was formerly
governor of the Federal Reserve Bank of Dallas and is now assistant
to the directors of the Reconstruction Finance Corporation, and
Mr. Leo T. Crowley. I think, Mr J. F. T. O'Connor, Comptroller of
the Currency, was in at one or two meetings, at the last. But most
of the work on title II was gone over and discussed by Mr. Coolidge,
Mr. Oliphant, and myself, and——
Mr. HoLLiSTER (interposing). Title II, then, as it was drafted and
presented in this bill, was the result of the preliminary draft which
the committee appointed by the Federal Reserve Board had pre
pared, after it had been checked over by the subcommittee of the
Interdepartmental Loan Committee?
Governor E ccL E S . That is r i g h t .
Mr. HoLLiSTER. Was that discussed at all with, or was the beneRt
of the advice received of, any of the governors or the directors or
oRicers of anv of the Federal Reserve banks?
Governor lEccLES. No; not the governors. The matter was not
discussed with them.
Mr. HoLLiSTER. This was a presentation, it might be said, from
the point of view of the present Federal Reserve Board?
Governor E ccL E S . That is right.
Mr. HoLLiSTER. Was this draft, before being presented to Congress,
approved by the Federal Reserve Board?
Governor E ccL E S . No. The Board was not asked to approve it.
The Board was kept advised of the legislation.
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Mr. HoMJSTER. The Board did not give any Snal approval of the
legislation?
Governor E c c L E s . In fact, they felt that it would be better to take
no olBcial action in the matter; but they were constanly advised as
to the development of the legislation, and individually they were
invited to express themselves about it, which they did.
Mr. HoLMSTER. But, prior to the introduction of this bill, there
was no consultation whatsoever with any of the individual bankers
of the country?
Governor E c c L E s . Oh, yes.
Mr. HoLMSTER. Federal Reserve or otherwise!
Governor E c c L E s . Of5cials of the American Bankers Association.
Mr. Rudolph S. Hecht, president, Mr. Robert V. Fleming, Rrst vice
president, and Mr. Tom K. Smith, second vice president, of the
American Bankers Association, were advised with—particularly Mr.
Smith.
Mr. HoLLiSTER. While the bill was being drafted!
Governor E c c L E s . Yes; and the report in the press as to the atti
tude of the American Bankers Association is entirely untrue. I
think that, as a matter of fact, they have been cooperative and
constructive.
Mr. HoLLiSTER. I do not know what that report in the press is
that you refer to.
Governor E c c L E s . I j u s t s a w a report that represented t h e Amer
ican Bankers Association as being opposed to title II of the bill. I
think it appeared along with an account of the Liberty League's
opposition, which, of course, was not-----Mr. HoLLiSTER (interposing). There was consultation, then, with
some of the oRicers of the American Bankers Association?
Governor E c c L E s . Oh, yes.
Mr. HoLLiSTER. But not with any of the governors of the Federal
Reserve banks!
Governor EccuR. Not speciRcally with reference to this particular
bill; but I discussed banking legislation with Governor Harrison, in
a general way, but not the specific provisions of this bill.
The proposal to broaden the eligibility requirements has been gen
erally recognized by all the bankers as desirable for some time. The
proposed combination of the positions of chairmen and governors is
desirable to the governors. It is undesirable to the chairmen, if they
are to be eliminated^or it is undesirable to the governors if they are
to be eliminated. But the principle of the combination of those
olBcers----Mr. HoMJSTER (interposing). I do not want at the present time
to go into that in detail.
Governor EccLEs. Yes.
Mr. HoMJSTER. What I was trying to get was the preliminary pic
ture and how much consultation there was with those who were to be
very substantially affected by the bill, if it were to go into effect in
its present form.
Governor EccuBS. Yes.
Mr. H0LU8TER. You have submitted to us a memorandum contain
ing some eight modiScations, which you suggest.
Governor Ecctns. There is one of them which is not important,
and I prefer to withdraw it That is the one that suggested-----Digitized for FRASER
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Mr. HoLLiSTER (interposing). N o . 6 , you mean, the suggestion as
to the authority over open-market operations being vested in the
Federal Reserve Board ?
Governor Ecci^s. It is the one which suggested that two members
on the Federal Reserve Board be selected from Federal Reserve
banks, men who have had experience as officers or directors of Fed
eral Reserve banks.
Mr. HoLLiSTER. Well, I do not seem to find such a provision on this
memorandum.
Governor E ccL E S . Well, anyway, I don't think that is very im
portant.
Mr. HoLLiSTER. Well, these modifications that you have suggested
to us, have they been checked up in the same way in which the original
bill was drafted? Were they prepared by your committee of the
Federal Reserve Board and checked with the Interdepartmental Loan
Committee ?
Governor E ccL E S . No. They have been checked only with some of
the individual members of the committee, not as official committee
action. They were, of course, checked very thoroughly with our own
committee and were also checked with the officials of the American
Bankers Association.
Mr. HoLLiSTER. Now, as I understand it, there is still another
change suggested—that is, the withdrawal of one of these sug
gestions ?
Governor E c c L E s . Well, I do not think it is very important one
way or the other. It was not mandatory but simply a suggestion
that, in selecting the members of the Federal Reserve Board, the
President considered the advisability of including at least two mem
bers who shall have had experience as ofEcers of the Federal Reserve
banks. The difHculty I see about that is that it is practically im
possible to get any officials from a Federal Reserve bank to go on
the Federal Reserve Board; because the compensation paid the of
ficials of the Federal Reserve banks is two or three times the com
pensation paid the members of the Federal Reserve Board.
Mr. HoLLiSTER. Is it probable that, as we go along, there will be
still further suggestions made to change the draft of the bill as
presented ?
Governor E ccL E S . You mean by me?
Mr. HoLLiSTER. By you or those representing the Interdepart
mental Committee or the Federal Reserve Board.
G o v e r n o r E ccL E S . I d o n o t t h i n k t h e r e w i l l b e any. Of c o u r s e , I
ca n n ot say.

I c a n n o t s p e a k f o r o th e rs.

Mr. HoLLiSTER. I realize that.
Governor E c c L E s . There may be.
Mr. HoLLiSTER. What I am trying to get at, of course, is to what
extent the draft of the bill presented to us is a kind of rough draft,
which is perhaps quite controversial at points, and how much it is
the well-considered judgment, as you might say, of all the financial
interests of the administration. Of course, if it is to be submitted
in one form and suggestions made for changes by, perhaps, first one
branch and then another ranch, perhaps the committee would have
a little different feeling about it than if it was in one form, wihich
could be finally agreed upon and considered the united suggestions
of all the financial branches of the administration.
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Governor EccLES. All except one of these suggested changes were
very minor modifications. For instance, the approval of the ap
pointment of governors by the Board each 3 years, instead of
annually.
Mr. HoLLisTER. That is rather a major change.
Governor E ccL E S . Some may consider it major, but, at least, it is
not fundamental. It is extending the period of approval only.
When we prepared the legislation we expected, certainly, that modi
fications would be suggested or made, as is true in all legislation.
Mr. HoLLisTER. Perhaps we might discuss section 201, then, right
off. Of course, a Federal Reserve bank is a private bank, which is
owned by private capital, the individual banks having the capital
stock in that Federal Reserve bank.
Governor E ccL E S . It is quite different from the ownership of most
private corporations, since the member banks are limited to a 6-per
cent return on their capital under every circumstance. The board
of directors of a Reserve bank must get the approval of the Federal
Reserve Board with reference to expenditures and so forth. It is
quite different from the average private bank.
Mr. HoLLisTER. It is not exactly the same, of course.
G o v e r n o r E ccL E S . N o .
Mr. HoLLisTER. But the

fact is that it is the money of private
banks which goes to buy the stock of the Federal Reserve banks;
and the theory of the Federal Reserve banks was that the private
banks, which have the stock, would control the boards.
Governor E ccL E S . Of the Federal Reserve Board ?
Mr. HoLUSTER. Of th e in d iv id u a l b a n k s. Now, y o u have
stated -------Mr. BROWN

(interposing). May I interrupt a moment!
Mr. HoLLisTER. Yes.
Mr. BROWN. I have not seen a discussion of it yet, but the law still
provides for the issuance of stock to the Government of the United
States. I do not think any was ever taken.
Mr. HoLLisTER. But, at the present time, all of the stock is owned
by the private banks.
Mr. BROWN. That is the fact, is it not, Dr. Goldenweiser !
Dr. GoLDENWEiSER. Mr. Wyatt says there is such a provision. I
had forgotten it.
Mr. BROWN. It was in the original Federal Reserve Act.
Governor E ccL E S . The purpose of that provision was to enable the
Government to provide capital for the Federal Reserve banks if the
banks failed to subscribe for sufBcient stock; but they did not fail
to do so.
Mr. BROWN. It was not put in the alternative, like that, was it!
Governor EccuR. Yes; I think it was.
Mr. HoLLisTER. It was similar to the method by which the Gov
ernment had to establish a number of these organizations which are
private organizations; to start them by Government backing. It
was similar to the home-loan banks, for instance.
You have stated that you did not consider that the change sug
gested (as to the approval of the Governor) from 1 year to every
3 years, was a major change!
Governor EccLES. Nothing fundamental. It in no way changes
the operation of the system.
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Mr. HoLMSTER. It is true, is it not, that the right of the Federal
Reserve Board to approve every year the appointment of the chief
executive olRcer—the governor—of the regional banks, makes it
possible, of course, for the Federal Reserve Board to insist on some
one who is absolutely satisfactory to the Board, and to do it every
year.
Governor E ccL E S . Well, of course, the right of approval would
make it necessary that the Governor be satisfactory to the Federal
Reserve Board.
Mr. HoLLisTER. And i f that is changed to 8 years, just to that
extent the power of the central board over the chief executive of the
regional bank is weakened.
Governor Eccles. It was intended in the original Federal Reserve
Act that the chief executives of the regional banks should be the
chairmen.
Mr. HoLMSTER. Theoretically, but not as a matter of fact.
Governor EccLES. Yes; but I think they could possibly be made
to be.
Mr. H oLM STER . Under existing l a w ?
Governor E cctE S . Oh, yes. The law has not been changed in
regard to the chairmen at all.
M r . H oL L isT E R . I k n o w t h a t .
B u t I k n o w o f n o s it u a t io n , i n a n y
c o r p o r a t io n , w h e r e th e b o a r d o f d ir e c to r s m ig h t n o t d e s ig n a te p o w e r s
i n s u c h a w a y a s t o m a k e e it h e r t h e c h a i r m a n o f t h e b o a r d o r t h e
p r e s i d e n t c h i e f e x e c u t i v e o ffic e r . I n s o m e c o r p o r a t i o n s t h e c h a i r m a n
o f t h e b o a r d is t h e c h i e f e x e c u t i v e o fE c e r a n d t h e p r e s i d e n t h a s v e r y
l i t t l e a u t h o r i t y , a n d i n s o m e c o r p o r a t i o n s t h e p r e s i d e n t is t h e c h i e f
e x e c u t i v e o f fic e r a n d t h e c h a i r m a n o f t h e b o a r d is m e r e l y a f i g u r e 
head.

Governor EccuEs. It depends largely on the strength of the men
the respective ofEces of governor and chairman. The governors have
usually exercised more influence than the chairmen. I f it was their
purpose, the board might make the chairman the chief executive of
the bank.
Mr. H o u jS T E R . But in the ordinary corporation, if it came to a
conflict between two executive ofRcers, the one that would get the
power would be the one that the board of directors backed up, would
he not!
Governor EccLES. I suppose he would. That is one of the reasons,
if you are going to operate a unified Federal Reserve System; that
it is very necessary and desirable that such conflicts should not exist
and that there be cooperation throughout the entire system. Other
wise the function of a central bank cannot be successfully carried out.
Mr. HoLMSTER. Well, there is a difference, of course, between coop
eration, coordination, and control. What I am trying to get at is
whether section 201 does not really take away the control of the
regional banks from those who are duly appointed to handle their
anairs; that is, their directors, two-thircfs or whom are appointed by
the banks who own the stock, and actually vest that control in the
Federal Reserve Board.
Governor EccLES* You are not vesting it in the Federal Reserve
Board because the Federal Reserve Board would not designate the
governor.
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M r . HoLLiSTER. They can throw him out at the end of the year if
they do not like him. It is rather a strong weapon to hold over his
head.
Governor E ccL E S . They can only disapprove of the person selected
by the board of directors of the bank. The proposal is that the head
of the bank be acceptable to the Federal Reserve Board and to the
board of directors of the bank, which is certainly necessary if you
are going to have coordination. It would not be good organization
3!or a local board to elect or appoint a governor who is also to be a
^lass C director and chairman of the board of directors, under this
provision, if that appointee were not acceptable to the Federal Reserve
Board.
Mr. HoLLiSTER. Is the governor at the present time a class C
-director ?
Governor EccLES. No; he is not a class C director. He cannot be.
Under the present law the Federal Reserve Board appoints all three
class C directors and designates one of them as chairman. Under
this bill the Board is giving up its power or right to appoint one of
the class C directors and to designate a person of its own selection as
chairman.
Mr. HoLLiSTER. There is no necessity of that if this other suggestion
is not effected. There is no particular need of making the governor
a class C director.
Governor EccLEs. If he is going to be chairman he would have to be
a class C director.
Mr. HoLLiSTER. Yes; if he is chairman he would have to be a class C
director; but could you not provide for a governor and not change the
law with respect to class C director!
Governor E ccL E S . The legislation could be left just as it is and you
would continue to have a chairman and governor, just as you now
have.

Mr. HoLLiSTER. You could abolish the chairmanship and still leave
the governor, the chief executive ofEcer, appointed by the board of the
bank itself.

Governor E ccL E S . And have no chairman!
Mr. HoELiSTER. And have no chairman.
Governor ECCLES. The chairman of the board is always a director.
Mr. HoLLiSTER. Yes'but the governor could be appointed from one
of the class A or class B directors.
Governor EccLES. That would require that the banks give up their
selection of one of the six directors they now select.
Mr. H oLLiSTER. I s h o u l d i m a g i n e t h a t i n o r d e r to keep t h e i r c o n t r o l ,
by h a v i n g a g o v e r n o r w h o w o u l d n o t be r e m o v a b l e each year, they
w o u l d be w i l l i n g to g i v e that up.
Governor E ccL E S . I find that the combination of the ofHces of gov
ernor and chairman is universally looked upon as desirable.
Mr. HoujSTBR. And I agree with that. The thing I am doubtful
about, very frankly, is the increase in the control of the Federal
Reserve Board over the powers of the individual banks.
Governor EccLES. With this change to a 3-year period, the Ameri
can Bankers Association is very favorable to this feature. The only
opposition comes from one source, and that is New York. Every
other place except New York agrees to that change.
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Mr. HoLMSTER. The question is whether the independent banks
ought not to have the right to name their own chief executive officers
without any interference by the Reserve Board.
Governor Eccuas. They cannot do that without at the same time
depriving the Federal Reserve Board of the power of appointing or
approving of the officers. In that case you might as well do away
with the Federal Reserve Board. The Board has no purpose if you
are going to make 12 separate banks, to operate as separate banks.
Why have a Board if you do that! I do not know what the desire of
Congress may be in that regard, but certainly if you want to have 12
independent banks, then there is no reason or no purpose for having a
Federal Reserve Board. But if you are going to have a Federal
Reserve Board, then it has to be charged with responsibility and it has
to be given some authority.
Mr. H oL L isT E R . But you have today a Federal Reserve Board that
is charged with responsibility, and no one would deny that the Fed
eral Reserve Board today has enormous power, enormous authority,
and enormous responsibility; and also that, to all intents and pur
poses, there are 12 banks which have considerable—not considerable,
but some— independence; not as much as they used to have. I am
not asking that they have more, but I just dread taking away what
that have left.
Governor Ecci^s. I do not believe that we are taking it away,
because you are giving to them the right to select a chairman and
class C director, which they do not now have; and as a consideration
for that the Federal Reserve Board would be given the right to
approve of the appointment every 3 years. You would have any
thing but a satisfactory bank situation if the executive head of each
of these 12 banks were entirely unsatisfactory to and uncooperative
with the Federal Reserve Board.
Mr. HoLMSTER. Well, just to be more specific, at the present time,
under the present set-up, what are the unsatisfactory conditions that
arise out of the fact that governors of the regional banks are not
subject to removal each year or at the end of any specified time by
the Federal Reserve Board! I do not mean exactly removal, but
they will be in such a position that they may be unapproved at the
end of a certain specific time. What are the conditions that arise-----Governor Ecci^s (interposing). You mean with the present law!
Mr. HoLLisTER. At the present time in operation.
Governor EccL E S. All the legal relationship of the Board with
the bank is through the chairman. The governors, as I stated a
while ago, are not directors of the banks. It seems to me that it is
& bad organization and that no one would set up a private organiza
tion on such a basis.
Mr. HouJSTER. Well, I understand there are certain mechanics
that have to be ironed out, but what I am trying to get at is this:
What are the objections under the present operation to having the
chief executive omcer, who is appointed by the regional bank's board
itself-----Governor Ecci^s (interposing). The regional banks will appoint
their chief executive olEcers.
Mr. HoLLisTER. Yes: I know. But he can be disapproved at the
end of a year. He could be disapproved at the time he is appointed,
and if he does not act the way----Digitized for FRASER
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Governor EccLES (interposing). He can be d isa p p rov e d at the end
j f 3 years/
Mr. HoLUSTER. That is under the suggested changes ?
Governor EccLES. That is under the suggested changes. He could
be disapproved at the end of 3 years, whi<m, I think, is very necessary
and desirable in order to avoid friction and to have cooperation and
coordination.
Mr. HoLUSTER. Can you point out instances of where governors
of the regional banks have conducted themselves in such a way that
the Federal Reserve Board has disapproved, and to what extent
and what are the nature of such actions! What I would like to get
before the committee, if there are such things, is what action these
governors take which the Federal Reserve Board feels it should
have the right to disapprove. If it is merely a question of making
one man both the governor and the technical chairman of the
board—that is, of course, easy to settle. What I am trying to get at
is, what is the purpose of giving the Federal Reserve Board the right
to say to a regional bank, " You cannot appoint the man you want",
or. at the end of the year, " You cannot reappoint the man you
want"?
Governor EccLns. Do you not think that there are enough good
men so that it is possible to get a man that would be agreeable both
to the Federal Reserve Board and to the regional bank board? Do
you think it is necessary to have as the head of one of the Reserve
banks a man who is unacceptable, because of ineiRciency, we may
say, of because of incapacity, and yet have him retained because of
the personal relationship existing between the managers of these
banks, or the governors, and the local boards? There is a senti
mental relationship and friendship that is built up due to very close
contacts, and a director of a bank, who personally has no stock
ownership in a bank, and only goes to a meeting once every week or
so, or every month, is not likely to oppose the reappointment of a
governor, even though he may ireel that he could be improved upop,
or that he may not be entirely desirable.
Mr. HouJSTER. I can answer that very easily by saying that such
a man should not be a director.
Governor EccLBS. That is very true. But, after all, the directors
are not stockholders. You must realize that.

Mr. HouJSTER. Would not your objection be met by a suggestion
that the governor could be removed for cause, just as you pointed
out the other day that the members of the Federal Reserve Board
may be removed for cause, or the Governor of the Federal Reserve
Board?
Governor EccLEs. I think they already have that power now—to
remove for cause.

Mr. H o u j s T E R . What d i d y o u s a y ?
Governor EccLES. They aiready have that power—to remove for
cause.
Mr. H oL U ST E R . The governor or one of the directors of one of the
regional banks?
Governor EccLES. Yes.

Mr. H o ijg S T E R . Well, then, there would be no necessity for this.
If a man is ineHicient or incapable, he can be removed, so that this
legislation is not needed for that purpose.
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Governor EccLES. The legislation, I think, is very greatly needed.
The matter of ineiHciency or inability is a very diBicult thing to
prove. A man may be Riling a position that somebody else could
fill more satisfactorily. Questions of ability or efEciency are mat
ters of degree and you would have a very difficult problem if yqu
should attempt to remove a man for cause unless there were some
glaring lack of capacity or some personal act that would justify the
removal.
Mr. HoLLiSTER. Well, it really comes down to this, then: that you
believe that, as between the relative eiEciency or ineiBciency of sev
eral men, the power of designating one of such men to conduct that
regional bank should be in the Federal Reserve Board rather than
in the board of directors, the majority of whom have been elected by
those whose money is invested in the stock of the regional bank.
Governor EccLEs. I think that, in the interest of the System, it is
very necessary that the Federal Reserve Board have the approval
of these governors who are selected by the directors of the Reserve
banks; and, as I stated, it would seem to me that there should be a
suCicient number of able men to permit appointments that are de
sirable to both the Federal Reserve Board and the local board. The
governors are the liaison oiBcers under this relationship between the
12 Federal Reserve banks and the Federal Reserve Board; and, for
this reason, it seems to me, the Federal Reserve Board should have
the approval. Any governor who objects and any board that objects
to this Board approving would be actuated by the desire to retain
ofBce, even though their retention was unsatisfactory and unaccept
able to the Federal Reserve Board.
Mr. H oLLiSTE R. Of course that is a question as to whom the heads
of the regional banks should be acceptable. I had understood that
the theory of the Federal Reserve organization was that high-class
bankers, of independent judgment, should have some say in the con
duct of the System. Now it would seem to me to be fairly clear
that, if the head of each regional bank must completely follow what
the Federal Reserve Board indicates at all times, he ceases to be a
banker of independent judgment. Of course, if that is the desire of
Congress, that settles it; but that was not the original plan of the
Federal Reserve System.
Governor EccLES. There is no thought or expectation that such a
thing will happen. In practice, I am certain that the banks will be
run under this hill very largely, so far as everything except monetary
policy is concerned, by the local boards of directors and by the gov
ernors of the banks. There is nothing in this bill that provides
that the Federal Reserve Board shall select or force on a bank a
governor who is unacceptable to the board of the bank.
Mr. H oL U S T E R . No; they could not force anybody on the bank who
was unacceptable to them; but they could keep refusing to appoint
people who might be acceptable to the board of the regional bank,
indeRnitely.
Governor EccLEs. Why should not the governor be acceptable to
both boards? If you want good organization, is it not better to
have the governor acceptable to both boards!
Mr. H oLLiSTE R . You have had enough experience to know that if
you have a situation of that character, where something must be ac
ceptable to people, absolutely, that they would have the control.
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Governor EccLEs. The F a r m Credit Adminstration operates in
that way, in the question of the appointment of land-bank oRicers.
They are appointed by the local boards, subject to the approval of
the Farm Credit Administration, and the banks are owned by the
local farm associations, which is private ownership, so that you have
an example and it has worked out very well.
Mr. HoLLisTER. Of course their functions are somewhat different
from those of the Federal Reserve System.
Governor Ecci*ES. Yes.
Mr. HoLLisTER. Now. moving to section 203, and raising again this
(mestion of independence: In the draft of the bill at the present time
Hie Governor of the Federal Reserve Board cannot be very inde
pendent if he can be removed by the President at will. He cannot
be particularly independent from the Executive's desire.
Governor EccLES. You mean in the present legislation?
Mr. H oL L isT E R . T h e p r o p o s e d l e g i s l a t i o n .
Governor EccLES. That is true in the present legislation. There
is nothing in the proposed legislation with reference to that.
Mr. HoLMBTER. What is the exact wording of the present legisla
tion with respect to the removal of the governor ?
Governor EccLES. Do you have that, Mr. Wyatt!
Mr. H o tM S T E R . What section is that?
Mr. WYATT. Section 10, page 26, of the 1933 edition of the Federal
Reserve Act.
Mr. HpMJSTER. Would you read that into the record!
Mr. WYATT (reading:)
Of the 6 persons thus appointed, 1 sh^ll be designated by the President as
Governor and 1 as Vice Governor o f the Federal Reserve Board. The Governor
o f the Federal Reeerve Board, subject to its supervision, shaU be its active
executive oiBcer.

Mr. HotMSTER. Is that all there is!
Governor EcoEES. Is that all you have on that!
Mr. HoLLisTER. Is there anything in that which permits the Pres
ident to remove the Governor of the Federal Reserve Board!
Mr. WYATT. It has been interpreted in practice that it does.
Mr. HoujgTER. I realize that it is so stated, and it has been stated
in this room a number of times. It has been stated in the papers,
but I have never yet been able to find where the President of the
United States has the power to remove the Governor of the Federal
Reserve Board.
Mr. SissoN. Is it not true, Mr. Hollister, that these oiHcers are
executive or administrative omcers, and is it not true that any exec
utive or administrative ofBcer may be removed arbitrarily by the
President!
Mr. HouJSTER. I think it has been settled by the United States
Supreme Court.
Governor EccLEs. Yes, sir.
Mr. SissoN. It has been settled, I think.
Mr. HoLLisTER. Let us not get into a discussion of that. I do not
want to get into a discussion with any members of the committee,
although I think I can point out to Mr. Sisson that he is incorrect
in his interpretation of the decision.
Let me ask you a question right in that connection. The Comp
troller of the Currency is appointed for how many years!
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Governor EccLEs. Five years.

Mr. HoLLiSTER. Can the Comptroller of the Currency be removed
by the President?
Governor EccLEs. I do not think so.
provided under the statute.

The term of his office is

Mr. HoMJSTER. Is the term of ofBce of the Governor of the Fed
eral Reserve Board provided by the statute?
Governor EccLEs. Not as Governor. His term as member is pro
vided for.
Mr. HoLLiSTER. It is a 12-year term as director?
Governor EccLEs. That is right.

Mr.

HoLLiSTER.

Then he is appointed Governor?

Governor EccLES. Yes.

Mr.

H oLLiSTE R.

So,

t h e o r e t ic a lly ,

he

is

Governor up

u n t i l h e is

removed ?

Governor EccLEs. Up until the time Governor Meyer was ap
pointed the President designated the Governor each year. It had
been the custom from the beginning of the Federal Reserve System
for the President to designate the Governor from year to year.
Mr. HoLLiSTER. And the fact remains that at the present time it
is provided that the Governor shall be appointed, and there is no
statement as to how he can be removed. It is also true that the
change from the existing statute to the proposed statute is that, in
the existing statute, there is a provision for the appointment of the
Governor, with no provision as to removing him from oiRce; whereas
in the proposed statute it is specifically provided that he shall serve
solely at the will of the President That is the case, is it not ?
Governor EccLEs. That is correct. It seems to me that it is a mat
ter that should be clari8ed and that, if it is not the wish of Congress
that the Executive shall have the right to appoint a Governor and
remove him, the term of ofEce as Governor should be made specific,
and the interpretation that has always been placed upon it should be
clarified.
Mr. HoLLiSTER. I agree with you fully. I am merely trying to
bring out by questioning what this bill does. Naturally, the Con
gress must make the decision as to what they want. I want to make
it perfectly clear what the provision of the proposed law will bring
about; and it is also true, is it not, that if the changes which you
have suggested in your memorandum are not made effective, as I
think you have stated earlier in the hearing, it would be possible,
always assuming that an Executive desires to do it, for the President
to change completely the personnel of the Federal Reserve Board by
designating each member of the Board Governor in turn and
removing him the next day.
Governor EccLEs. I do not believe that is possible.
Mr. HoLMSTER. I think it is highly improbable, but it is possible.
Governor EccLEs. If a member of the Reserve Board desired to
retain his position on the Board, he would refuse to accept the posi
tion of Governor, knowing that he would go out the next day or the
next week. If, on the other hand, he did not choose to stay on the
Board if the President desired to remove him, he very likely would
resign without going through the formality of being appointed as
Governor.
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Mr. HoLLisTER. I think that is highly probable. What I am trying
to get at is—I do not like to be influenced into legislation which
would make make possible the arising of a dangerous condition,
when some irresponsible person might be in the position of Chief
Executive, and when such legislation is not necessary. I believe,
to that extent, the suggestions for amendment which you have made
are excellent.
Governor EccLEs. The possibility of a President resorting to sharp
practice of that sort in order to change the Board, of course, did
not occur to me, or, I think, anybody else who had anything to do
with this legislation. The reason for providing that a Governor's
term as a member shall expire when he is no longer designated
as Governor was not to give to the President additional power but
to make it possible for a Governor who was no longer designated
as " Governor " to resume business without waiting for a period of
2 years.
Mr. HoLMSTER. Of course, that could be done by other phraseology.
Governor EccLEs. That is what is proposed. In other words, the
same thing has been accomplished, for all practical purposes, by the
suggested change; and because of the objection that was raised,
that you mention now, the amendment was proposed.
Mr. HoLLisTER. Do you consider it wise that the President should
have complete control over the Governor of the Federal Reserve
Board %
Governor EccLES. I think so. It is my feeling that the President
should have the right of appointment of the Governor of the Fed
eral Reserve Board. That is true in practically every country in
the world.
Mr. H oL L isT E R . He s h o u l d h a v e t h e r i g h t of a p p o i n t m e n t ; but I
am t a l k i n g a b o u t the r i g h t o f r e m o v a l .
Governor Eccms. That is right. He should have, it seems to me,
the right of appointing the Governor to serve at his pleasure. I
think that is in the interest of the Federal Reserve System. I think
it is very necessary that there be a very close relationship and liaison
between the banking system and the administration in power; and
I think that the Governor of the Federal Reserve Board is the
channel through which that relationship should develop, in the inter
est of the banking business.
Mr. H oL L isT E R . Can y o u not c o n c e i v e of a s i t u a t i o n w h e r e p o l i t i c a l
e x i g e n c i e s m i g h t b e i n d i r e c t c o n f l i c t w i t h w i s e b a n k i n g p o l i c y and
w is e c r e d it p o l i c y !

Governor EcoLES. All I can say is that, if you have such exigen
cies—war is a case in point and depression is a case in point—then
I think it would be very unfortunate if the administration was unable
to carry out its program. I stated, I think, when I Rrst testified,
that the responsibility of any administration in power is largely
a social and an economic one. Practically all political questions
relate to social and economic problems. An administration cannot
be charged, when it comes into power, with dealing with those
problems separately, free, apart, and divorced from the money
system.
Mr. H oM JST E R . You believe that even though from the point of
view of wise banking and a wise handling of the Bnancial business
of the country a certain policy would be desirable, that if an admin
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istration decided that it should pursue a policy which might b&
otherwise, it should be in a position to control the banking and credit
systems, to force it along with its policy, irrespective of what the best
minds of independent banking might think?
Governor EccLES. Of course, we have an independent banking;
system, to an extent; and I do not believe that anybody would feel
that for the system to be more independent would be in the best in
terests of the bankers----Mr. HoLLisTER. I do not want to interrupt you. I believe there is
a great deal in what you say. I do not believe we can answer present
questions by referring to the improper actions of the past. I am
just asking the question of whether or not it is unwise to put the com
plete control into the hands of the Executive; and I am generalizing
entirely, with reference to no particular executive and no particular
condition of the country. Beiore you answer, let me put it a little
more specifically. In our democracy, every so often the party in
power must appeal to the country, once every 4 years for Presidential
elections and jonce every 2 years ior congressional elections. It is a
definite time at which such things have to be done, unfortunately.
Is it not very unwise to give the power of manipulation to the Execu
tive entirely when it comes to the credit situation and the bankings
situation? Would it not be probable that the greatest man imagin
able, with an election coming on, would try to take advantage o f
every possible facility to see that that election is assured, and would it
not be possible for him to control the banking and credit system,
of the country for that purpose ?
Governor Ecci^s. There is nothing in this bill that proposes that^
Mr. HoLLisTER. But it gives the President a much greater control
over the credit and banking facilities of the country!
Governor EccLES. In what way, except as the Federal Reserve
Board has increased power ?
Mr. H oL L isT E R . It gives the Federal Reserve Board increased
p ow er.

Governor EccLES. That is right.
Mr. HoLLisTER. It gives the President greater power over th&
Board?
Governor Ecci*ES. No. The President has no different power over
the Board.
Mr. HoLLisTER. Well, the President has greater power over the
Governor, who is the Chief of the Board.
Governor Ecci^s. Not unless you construe the proposal to mean
that it gives the President greater power than he now has. Of
course, there has never been a legal test as to the power of the Presi
dent to remove the Governor; but as I say, in practice it has always
been accepted as giving him that power.
Mr. HoLLisTER. I f it does not give any more power than at present,,
there is no need of the change.
Governor EccLES. N o; there is no proposal to make the change,
except------

Mr. HoLLisTER (interposing). As to the ability o f the Governor
to go back into business?
Governor EccLES. That is the sole purpose of it; and there was
no purpose or expectation that this was giving to the President addi
tional Dower.
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Mr. H oLLiSTER. Then y o u w o u l d b e p e r f e c t l y w i l l i n g t o s t r i k e o u t
th e p r o v i s i o n f o r r e m o v a l ?
Governor EccLEs. I do not see a particle of objection to it, be
cause, in practice, that is what happens and will happen.

Mr. HoLLi&TER. You say you see no objection to striking it out?
Governor E c c L E S . The whole purpose of getting that into the legis
lation was to make it easier to get someone to act as Governor; in
other words, to make it easier to get a man to accept.
Mr. GOLDSBOROUGH. May I interrupt? In that connection, Gov
ernor Eccles, if there is in fact any legal obstacle to putting into
effect the practice that now obtains, you would favor a change m the
language which would legalize and carry forward the practice!
Governor EccLES. Yes; I think it is desirable in the interest of
banking and in the public interest that the administration in power
designate the governor and that the governor serve during the pleas
ure of that administration. That has been true in most other
countries.
Mr. HoLLiSTER. That is not true in England.
Governor EccLES. England is about the only exception. It is
true in practically every other country. It has been recognized, in
the establishment of all the central banks, within recent years,
that it is very necessary and desirable that the administration in
power have that responsibility and that authority.
Mr. HoLLiSTER. Now, with respect to those banks, of course, you
have one central bank, where the board is privately elected or ap
pointed, and the chief executive, governmentally appointed, who, of
course, cannot exceed what the board will let him do. The board
itself controls the executive oHicers, even in the Bank of France—
or in most of the great countries, outside of Italy and Russia. In
all those cases the board itself, which ultimately controls the chief
executive oSicer, is privately elected or appointed.
Governor EccLES. There are differences in the various organiza
tions. The Bank of Canada is the most recent; and in Canada the
board is really an advisory board and the governor can veto an
action of his board. He does not have to follow their recommenda
tions or their authorizations, as I understand it.
Mr. HoLMSTER. In the Canadian bank a board of seven directors
is elected from diversified occupations by the shareholders.
Governor EccLES. That is right.
Mr. HoMJSTER. The Canadian bank has a governor, a deputy
governor, and an assistant deputy governor, who have to be ap
pointed for 7 years by the Governor General in council.
Governor EccLES. The board does not control the governor there
to the extent------

Mr. HoLLiSTER (interposing). But, after the Rrst term, however,
these of&cials shall be selected by the directors, subject to the ap
proval of the Governor in council.
So that still puts the control of the central bank pretty well in
the hands of the private shareholders.
Governor EccLES. It puts it in the hands of the Governor in Can
ada, practically. Of course, there is this difference. In every other
country except this country, the commercial banks are not the share
holders, but the public are the shareholders.
Mr. HoLLiSTER. That is so in England.
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Governor EccLES. It is so in Canada, too. I think it is so in
France, and it i*s so in practically all the countries. I believe this is
the only coutnry where the banks control the central banking system
through their stock ownership and the majority of the board of
directors.
Mr. H oLM STER. But the public o w n s the stock in the banks, which,
in turn, own the stock in the Federal Reserve banks.
Governor Eccu5S. There is a great difference between----Mr. HoLUSTER (interposing). The governors----Governor EccLEs (interposing). In fact, in some of the countries
the banks are directly prohibited from owning any stock whatever
in the central banks, and the bankers are prohibited from being rep
resented on central banks.
Mr. HoLEisTER. Well, of course, under our system, with our re
gional banks, we have only half of the directors that can be appointed
by the member banks.
Governor EccLES. No. Two-thirds of them are appointed by the
member banks.
Mr. HoLUSTER. Yes; but half of these are drawn from industry,
and only half may be bankers.
Governor ECCLES. Yes; but they are appointed by the banks. Twothirds of the board are appointed by the banks, and the stock is
owned ty the banks.
Mr. RoMJSTER. I want to bring out the change in control this bill
will make, so I will take up for a few minutes section 205, which pro
vides for the open-market committee, a committee of 6ve, which is
to be appointed and will consist, first, of the Governor of the Federal
Reserve Board, who, in turn, serves at the pleasure of the President;
next, two members of the Federal Reserve Board; and, next, two
governors of the Federal Reserve banks, who, in turn, if the provi
sions of this bill should become effective, may fail of approval by the
Federal Reserve Board at the end of a year, in the event, we will
say, that they are unwililng to go along with what the Federal
Reserve Board desires. That, of course, places the open-market
committee and its operations entirely in the control of the Federal
Reserve Board, does it not?
Governor EccLBS. You are discussing the provisions of the bill
with reference to the operation of the open-market committee, as pro
vided in the bill.

In my opening statement, if you will recall, I stated that that
provision of the legislation was not satisfactory, and that openmarket operations should be placed with the same body that had the
authority to fix discount rates and reserve requirements; that they
were three functions of monetary control that should be together, in
the same body, and that I felt that the Federal Reserve Board was
the body charged with the public interest; and that it should, there
fore, have that power and authority, subject, however, to securing the
advice of a committee of 5 governors selected by the 12 banks. I
made that suggestion in my opening statement. I suggested that,
rather than having an indirect way of putting the Federal Reserve
Board in complete control.
Mr. HoLMSTER. Your theory is that it might just as well take the
whole thing right over and have no control whatever by the regional
banks!
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Governor EccLES. I feel that the authority over open-market policy
must be placed in a body that is charged with the responsibility that
the present legislation gives to the governors, who are not even
directors of the banks, the right to make open-market policies. The
Board approves or disapproves of the policy, and then the 12 banks
can either participate in the adopted program or they can refuse to
do so, so that you have----Mr. HoLLiSTER (interposing). You say all of the 12 banks or each
of them?
Governor EccuBS. Each or any.
Mr. H oLLiSTER. And a n y o f t h e m m i g h t n u l l i f y w h a t t h e o t h e r s
d id .

Governor EccLEs. And what this proposed legislation is doing is
putting the responsibility and the authority for open-market policy,
discount rates, and reserve requirements, which are three instruments
of monetary control, in the Federal Reserve Board.
Mr. HoMJSTEB. You feel, then, that, notwithstanding how clear
it might be, we will say, to practically all the bankers in one par
ticular locality of the country, Dallas, San Francisco, or wherever
it might be, they should not participate in the open-market opera
tions. The Federal Reserve Board should have complete power, and
no matter how much the bankers might disapprove they should be
compelled to take participation!
Governor EccLES. Absolutely. The question of monetary policy
is a national matter, and it cannot be dealt with regionally without
having such situations as we have had in the past. I think openmarket policy, discount rates, and reserve requirements should be
controlled by the Federal Reserve Board, while making it mandatory
that the Board advise with the committee of governors before any
action is taken with respect to any one of the three instruments of
monetary policy that the Board controls.
Mr. HoLUSTER. That, however, is not in the draft as presented.
Governor EocLEs. No. That is the recommended provision.
Mr. H oLM STER. Just a few questions on the matter of the col
lateral behind the Federal Reserve notes. In discussing this ques
tion on the days you have been before us you have stated that you
did not see the collateral added anything to the value of the notes.
Governor Eocuss. That is right.
Mr. H oLLiSTER. Do you f e e l t h a t t h e g o l d p r o v i s i o n d o e s ?
Governor EocKEs. It certainly does not under present circum
stances. And under past circumstances, when there was not sufEcient gold, or we felt there was not, to back up notes which were
secured and issued, the requirement was suspended, as an emergency
matter. In other words, when we get into an emergency, these
rigid requirements are suspended. So long as everything goes nor
mally and there is no difficulty in carrying out the requirement, they
seem to operate all right.
Mr. HoLLiSTER. Well, of course, there are those who do not quite
agree with the wisdom of suspending such requirements, who do not
believe that the emergency justified the suspension. But I am try
ing to get at your viewpoint. You say that the collateral does not
add anything, neither does the gold. Query: Do you go the whole
way, that we should remove all provision for some kind of collateral
behind Federal Reserve notes!
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Governor Ecci*ES. No. Personally I think it is very desirable to
leave the gold-reserve requirement back of the Reserve notes, and
also back of the deposits. The law provides that 35 percent of gold
should be held back of the deposits.
Mr. HoLLiSTER. Gold or lawful money!
Governor EccLEs. Gold or lawful money; and, of course, our law
ful money now is----Mr. HoLMSTER (interposing). Not gold.
Governor EccLEs. Gold certiRcates and other forms of currency.
The CHAIRMAN. That provision was written into the law when
the law was that the legal money was gold!
Governor EccLEs. Yes.
Mr. HoLUSTER. What is the advantage of that gold behind the
notes! Is it the limitation on the amount of notes that might be
issued!
Governer EccLEs. That is the effect it might have, I suppose.

Mr. HoLUSTER. So that there is some upstairs limit, beyond which
you cannot go ?
Governor EccuB. If you have a bank run, and banks closing, just
as we did have, and you permit demands in gold again, and you per
mit the exportation of gold freely, then, through that action you
precipitate financial troubles and bring about a suspension of the
requirement. Now, if the payment of gold against deposits and the
free exportation of gold should be suspended, and serious banking
dilRculties develop again, we would possibly go off the gold standard,
and then these restrictions would be suspended.
Mr. HoLLiSTER. Oh, we are off it today, of course, aren't we! But
I don't want to get into a long discussion of that. Some people say
there is a gold standard, simply because we can ship gold to settle
international obligations.
The CHAIRMAN. Nobody can get gold.
Governor EccLEs. We have a price for gold now.

Mr. HoMJSTER. You believe there should be a gold reserve behind
the Federal Reserve notes that should be maintained!
Governor EccLEs. I think it is. desirable that it should be.
Mr. HoLLiSTER. What is the reason for it! Is it to give conRdence
to the holder of the note that there is something behind it, or what
is it!
Governor EccLEs. I think that there is no necessity of making the
change. There would be nothing particularly to be gained by it.
Without that requirement of holding so much gold back of deposits
and back of currency, you would have, I suppose, no restriction of
any kind. I think, psychologically, it would have a very bad effect
upon the country, and it is unnecessary. It would, of course, leave
our money a completely managed currency without any relationship
to gold. *
Mr. HoLLiSTER. In other words, it would shake people's conRdence
in the pieces of paper that they carried around in their pockets!
Governor EccLEs. I think it would. Whether justiRable or not,
that is the effect it would have.
Mr. HoLMSTER. And the shaking of that conRdence would imme
diately be inRation of a kind, would it not!
Governor EccLEs. I doubt that. It has seemed difRcult to get
inRation.
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Mr. H0MJ8TER. What I am trying to get at is, if the gold reserve
o f the Federal Reserve notes were entirely removed, you say it would
have a bad psychological effect and it would shake the people's con
fidence in some way?
Governor EccLES. Yes*
Mr* HomcsTER. What would be the result of that, stagnation of
business and increasing unemployment!
Governor EccLES. If you eliminate any gold requirement for Fed
eral Reserve notes and for Federal Reserve deposits, then you would
be completely divorced from gold. Your currency would be purely
and completely a managed currency, without any regard whatever
to a metallic base. It would be a complete divorcement. Now, if
it is desirable completely to abandon gold now, to make all the gold
we have serve only as a commercial commodity, then, of course, it
would be desirable to abandon all Reserve requirements for Federal
Reserve notes. Otherwise, it is desirable to keep them, because it is
the only recognition we have of the use of gold as a base for money*
Mr. HoLMSTER. You see, what I am trying to get at is the advan
tage of collateral behind notes*
Governor EccLES. That is a very different matter, the question
of gold and that of collateral.
Mr. HoLLisTER. Both are some assurance of value.
Governor EocLES. Why not have collateral back of deposits? Gold
is held as a reserve against both deposits and notes. Now, other
countries have gold requirements back of their notes, but most have
no collateral requirements back of them. They have gold require
ments back of their deposits, but they do not have collateral require
ments^----Mr. HoLMSTER. But we do not have.
Governor EocLES. Oh, yes.
Mr. H0LM8TER. It does not require gold.
Governor EocLES. Or lawful money.
Mr. HoMJsmam. Yes.
Governor EccLES. But, of course, that was based upon the require
ment that lawful money was redeemable in gold*

Mr. H oM JST E R . Y o u think that there is an advantage in retaining
that!
Governor EccLES. I think at this time there is, until it is deter
mined what is likely to develop in the future, with reference to the
gold standard, and whether other means of stabilizing exchanges can
be developed. To divorce completely our money from gold at this
time would seem to me to be rather a costly thing for us to do,
while we own 40 percent of the world's gold supply.
Mr. H o a u s T E R . You feel, as I understand you to say, that there is
gome advantage in limiting the total amount of Federal Reserve
notes that may be issued by the keeping of the gold requirement!
Governor Eccuss. The keeping of the gold requirement does not
put a limits in and of itself, on Federal Reserve notes. As I ex
plained the other day, the notes which the Federal Reserve System
issues are the notes which the customers, the depositors? of the com
mercial banks require to conduct the business 01 the country. Only
when unlimited hoarding is permitted would there be any possi
bility of the need of suspending specie payments and gold exports.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

370

BANKING ACT OF 1 9 3 5

The amount of gold, of course, which is held, without regard to
the gold held by the Treasury, is considerably more than 100 per
cent of the amount of notes outstanding. The amount of notes
outstanding is as great as we have ever normally used in our busi
ness operations.
Mr. HoLLisTER. But the existence of the gold requirement does
make a decided limit, beyond which Federal Reserve notes could not
be issued ?
Governor EccLES. It is a limit beyond which Federal Reserve
notes could not be issued. You would have terrible inflation long
before you reached the limit.
Mr. HoLLisTER. Unless further devaluation occurred, in which
event you would have still more?
Governor EccLEs. That is right.
Mr. HoLLisTER. Still more gold, against which you could issue
more Federal Reserve notes?
Governor EccLEs. Yes.
Mr. HoLLisTER. I would like to ask this question: Is there any
thing in the existing situation, or what anybody could reasonably
predict, that makes this legislation a matter of great present
urgency ?
Governor EcOLEs. I think it is very desirable and necessary that
it be passed. I think it is several years late. I think that if legis
lation of this sort had been passed 4 or 5 or 6 years ago we might
have avoided most of the banking difRculties that the country went
through.
Mr. HoLLisTER. One of the chief purposes to be accomplished that
you see, is the power of checking speculation under the powers
granted by this proposed legislation?
Governor EccLEs. Control of speculation is one of the important
features. Another is to make a better coordination of the system
through the changes in the relationship of the Board to the banks
and the governors, combining the governors' positions with those
of the chairmen. The eligibility feature is a very necessary and
important change in the legislation, in order to make banks feel
more free to extend long-term credit.
Mr. HoLLisTER. There are many of the provisions of the Federal
Reserve Act, are there not, that ought to be revamped, gone over,
and studied pretty thoroughly ?
Governor Ecc^ES. There are quite a number of provisions pro
posed in title III of the bill.
M r . H oL L isT E R . I r e a l i z e t h a t .

Governor EccLEs. That go quite a way toward correcting and
toward clarifying the existing Federal Reserve legislation. I do not
believe that we will ever reach a point in this country where we
will have perfection in our banking legislation. We are. of course,
in a changing economy and, looking over the past hundred years,
we have found that no one has been able to develop a perfect system
of money and banking; and I do not believe that this proposed
legislation means that we have reached the millenium in banking
and in dealing with our banking and money problems.
Mr. HoLLisTER. It comes down to the individuals who are running
the thing, finally.
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Governor EccLES. What is that!
Mr. HoLMSTER. I say, it comes down to the individuals who are
running the thing, finally.
Governor EccLEs. The individuals who are managing the enter
prise are certainly a very important element in any private or public
neld of activity. The administration can go a long way toward
either wrecking or making successful what is done under any
legislation.
Mr. HoLLiSTER. I asked that because there is a difference in
philosophy of government. Some people say there is no need of
checks and balances, if you can secure a race of supermen to run
things properly. But there is no indication that we are going to
have supermen running the banking system any more than in the
past, no matter in whose hands it is put.
The CHAIRMAN. You mean there is no such thing as a benevolent
despotism!
Mr. HoLLiSTER. I think that is very well put. I think that ques
tion really answers itself.
With respect to the raising of rediscount rates, the strengthening
of reserve requirements, and entering the open market, it has been
stated by you and others, with a great deal of justice, that our
trouble in the past has been that our so-called " great bankers " have
not been equal to the emergency and have not foreseen what was to
happen, or, if they did, they did not have the strength to take ad
vantage of the machinery which was available to stop the inflation
and boom. Realizing that these men were theoretically the best
bankers of their time, are we going to be in any better position bv
placing the matter entirely in the hands of a Federal Reserve Board,
appointed by the Chief Executive! What is there to indicate that
the men so appointed, having these supreme powers, would be able
to handle them any better than they were handled by the so-called
" great bankers" of the past!
Governor EccLES. There is a great difference between thousands
of banks acting independently and a small board charged with the
responsibility of monetary control. In the first place, the bankers
acting independently have no way of expanding money, and they
had no way of stopping the contraction of money, even had they so
desired, because they did not have control over the issuance of
money, such as is held by the Federal Reserve System. In other
words, the independent, private, commercial bank is not a central
bank charged with or having central-bank functions, neither has
the Federal Reserve Board in the past been charged with the duty
of creating business stability. I feel that certainly a board, if
given the authority and charged with the responsibility for our
monetary policy, is more likely to feel personally that great re
sponsibility and to discharge its obligations and its duty in the
public interest than we have had any reason to expect in the past
of the banking system, as it has been constituted.
Mr. HoLLiSTER. Do you not fear that—and this is a repetition of
the question that I asked you a little earlier—that in the event the
situation were to create a condition of continued deficits, a time
arising when the floating of Government bonds became more and
more difHcult—would it not be almost impossible for the Federal
Reserve Board, constituted as it would be under this bill, to refuse
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to cooperate with the Treasury in continuing a financial policy which
independent bankers might deem was unwise?
Governor EocLES. I think it would be extremely unfortunate for
the bankers if a situation was reached where the Government, hav
ing a continuous budgetary deficit, was unable to get the coopera
tion and support necessary from the Reserve banks and the bankers;
for the reason that it would probably mean, under those circum
stances, the issuance of currency rather than bonds to pay for the
budgetary deficits. It would mean the possibility of the Govern
ment taking over the banking system. As I stated the other day,
it seems to me that a Congress that can appropriate money to carry
out emergency needs, which create deScits, also has the power to
create the means of providing that money, in case the existing pri
vate system fails to do it. Certainly we would not question that, if
we were in war, and the private system failed to meet the demands
o f Congress in the emergency, the means would be provided other
wise. I think that, in the interest of the banking system, it is im
portant and it is necessaiy that you have this cooperation in helping
to finance the program of the administration in power.
Mr. HoLMSTER. You have just stated that Congress, of course,
would have to use its various powers. That is admitted.
Governor EccLEs. Yes.
Mr. HoLMSTER. This bill, however, asks Congress to give to the
Federal Reserve Board these powers, which is quite a different prop
osition; and I ask you whether it is wise to give these powers to a
board which undoubtedly would have to be, to a great extent, con
trolled by the Executive. The question is whether we could afford
to give these powers to follow a certain procedure which might be
very unwise, from a banking point of view. If Congress were re
taining its power, that would be quite a different matter, but it is not.
Governor EccLES. If I understand your question, it is whether or
not I think it is desirable that the Federal Reserve Board, or the
Federal Reserve System should be in a position where it could
Unance a continuing budgetary deficit.
Mr. HoLLiSTER. No matter how unwise it might appear.
Governor EccLBS. Yes.
Mr. HoLLiSTER. That is, you understand the question?
Governor EccLEs, Yes.
Mr. HoLLiSTER. Your answer to that is yes!
Governor EccLES. Yes.
Mr. H oLLiSTE R . I m e a n t t o f o l l o w u p t h e q u e s t io n a s k e d y o u a
lit t le w h ile a g o .
I f th e fa t e o f a n y sy s te m d e p e n d s u ltim a te ly u p o n
m e n , w h e t h e r o r n o t i t w a s n o t w is e r t o i n c l u d e c h e c k s a n d b a la n c e s !

Has consideration been given to the fact that legislation might be
so drafted that, in the event of a rise of a certain percentage in
commodity prices or an expansion of deposits over and above com
mercial loans by certain proportion, or of stock prices^ or of capital
exports, that then there should be, automatically, rediscount raises,
and the reserve requirements strengthened, and open market opera
tions, so that the discretion is not as broad as this bill would give—
almost unlimited discretion!
Governor EccEEs. It is not unlimited. The proposal which was
made the other day as to what should be the objective confines the
responsibilities of the Federal Reserve Board and places upon it a
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very deRnite obligation. The proposal was that it should be the
duty of the Federal Reserve Board to exercise such powers as it
possesses to promote conditions making for business stability.
Mr. HoLLisTER. Exactly. I understand that. But the very point
I am raising is that, because of the frailty of human nature, the
Board either would not perform its duty or would not be able to do
it, and is it not wiser to put some checks and balances in there!
Would the Board be gifted with such insight that they would be
able to tell-----Governor EccLES (interposing). In the past, the Board had neither
the authority nor the responsibility. That has been the trouble in
the past.
Mr. HoLMSTER. The trouble in the past was not the lack of au
thority or responsibility. The trouble in the past was that they did
not see what was coming. No one has intimated that the failure to
check the boom was due to lack of authority or responsibility.
Governor Ecci^s. I do not know; but certainly there were a good
many people who thought they knew what was coming.
Mr. HoLMSTER. They were voices crying in the wilderness.
Governor EccLES. However, I personally think it would be a great
mistake to put into this bill rigid mandatory requirements that may
be impossible of accomplishment; and, even if they are possible, they
may not be desirable. Even if the attainment of certain mandatory
requirements were desirable at the moment it may be that the condi
tions and circumstances would be such in a year or in 2 years or 3
years that these automatic controls would not be desirable at all.
Mr. HoLMSTER. I note that there has been stricken out in the pro
posed act subsection (c), section 12A of the Federal Reserve Act,
which provides that:
The time, character, and volume of all purchases and sales of paper de
scribed in section 14 of this act as eligible for open-market operations shall be
governed with a view to accommodating commerce and business and with re
gard to their bearing upon the general credit situation of the country.

What was the purpose of taking that out!
Governor EccLEs. Because we do not think that should be the ob
jective of monetary policy. The provision that we are proposing to
substitute for it, ana which I think is much more desirable, as ex*
pressing what should be the objective, is the promotion of conditions
conducive to business stability and the mitigation of unstabilizing
influences in the general level of production, trade, prices, and em
ployment, so far as may be possible within the scope of monetary
action.
Mr. HoLLisTER. That is a pretty big order.
Governor EccLES. I know. But simply to attempt to provide
credit for agriculture, commerce, and industry does not meet the
problem at all. Credit is now provided for agriculture, commerce,
and industry.
Mr. HoLLisTER. I f these powers are granted, if the bill should go
through approximately in its present form, what powers of a cen
tral bank will the Federal Reserve Board not have, outside of its
ownership of gold, or the right to change its value, of course !
Governor Ecci^s. It will exercise all the powers of a central bank,
so far as monetary policy is concerned, which is very desirable and
very necessary.
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Mr. HoLMSTER. That is what I am getting at. This bill really
makes an entirely Government-controlled central bank.
Governor EccLEs. No; not an entirely Government-controlled cen
tral bank. The Federal Reserve System is not a Government-controlled system.
Mr. BfoLLiSTER. When this bill becomes effective, what powers are
there, which the Federal Reserve Board, which is appointed by the
President, and the Governor, who is subject to removal by the Presi
dent—what power hasn't it got?—You say it has the power but is
not govemmentally controlled?
Governor EccLES. No; it is not govemmentally controlled.
Mr. H oLLiSTER. You say it is not govemmentally controlled?
Governor EccLEs. The members are appointed lor 12 years.

Mr. H oLLiSTER. It will be more govemmentally controlled than it
is at the present time.
Governor EccLES. The Board will not be more govemmentally
controlled. The Board will be given more power. What I am con
tending for is not a govemmentally controlled central bank at all.
What I am contending for is a central body, charged with responsi
bility for monetary control, in the public interest. Now, whether
it is the Federal Reserve Board or some other board is a thing for
Congress to decide. But what I am advocating is that the power
and the responsibility for monetary policy be placed in a central
body that is charged with the public interest, and if it is felt that
the Federal Reserve Board is a political board and will be dominated
by political expediency, let us say, rather than public interest, in
monetary policy, then, certainly, there should be some changes.
But I do not think that the Federal Reserve Board under this legis
lation should be considered a body that will act in connection with
its monetary policies, by reason of political expediency rather than
m the public interest.
Mr. HoLLiSTER. Is it not true, as a matter of fact, however, that,
as a general rule, boards with limited terms, appointed by the Execu
tive, are to a great extent under Executive control, particularly
when the chief oRicer can be removed at will!
Governor EccLEs. I do not think that that is necessarily true.
Twelve years is rather a long period for board members. I have
suggested, in order to make the board members even more inde
pendent, that there be an increase in compensation for future ap
pointive members, and that pensions apply to all .members, if they
are not reappointed. I think that would give them a degree of inde
pendence, under the provision which is suggested or provided for
m this legislation.
Mr. H ou JST E R . That is all.
The CHAIRMAN. Well, gentlemen, it is 20 minutes to 1. I suggest
that we meet again at 3 o'clock.
Mr. GOLDSBOROUGH. Just one moment. This is not a question of
mine, but one of the members called my attention to it. On page 46
of the bill, at the bottom of the page, the second paragraph of sec
tion 16, it is said:
Every Federal Reserve bank shall maintain reserves in lawful money (other
than Federal Reserve notes or Federal Reserve bank notes) of not less than
35 percent—

And so forth.
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At this time, what is that lawful money—what does it consist o f!
Do you remember ?
Governor EccLEs. There is, Rrst, the national-bank notes, which
have just been called; and then there are the greenbacks, $346,000,000;
and there are silver certificates. And there is coin, of course, the
silver dollar and smaller coins.
Mr. BROWN* Gold certiBcates could be used also for that purpose.
Mr. Goi*DSBOROUGH. D o y o u r e m e m b e r h o w m u c h t h a t a m o u n t s t o —
h o w m u ch th a t re se rv e c o u ld a m o u n t to ?

Governor Ecci*ES. Well, of course, the national-bank notes will soon
be out.
Mr. GOLDSBOROUGH. Yes; I know that.
Dr. GOLDENWEISER. I can give you an answer in a few minutes.
Mr. GotBSBOROUQH. Will you give us that later?
(Recess, 12:45 p. m. to 3 p. m.)
AFTERNOON SESSION

The committee reconvened at 3:15 p. m., Hon. Henry B. Steagall
(chairman) presiding.
The CH AIRM AN. Tell us about the amount of money in circulation.
Governor EccLEs. According to Doctor Goldenweiser, the amount
o f lawful money outside of Federal notes was approximately
$2,400,000,000.
The CHAIRMAN. This language excludes Federal Reserve notes and
Federal Reserve bank notes ?
Governor EccLEs. With the retirement of the national-bank notes,
which have now been recalled, the amount of lawful money will be re
duced to approximately $1,500,000,000.
The C H AIRM AN . Of what would that consist ?
Governor EccLEs. Silver certiRcates----The CHAIRMAN. How much ?
Governor EccLEs. $702,000,000 the 6rst of the year; silver dollars,
$32,000,000; subsidiary silver, $309,000,000; and minor coin, $130,000,000; United States notes, $346,000,000. The national-bank notes,
on January 1, amounted to $888,000,000, and Federal Reserve notes
Amounted to $3,520,000,000.
The CHAIRMAN. Federal Reserve notes are excluded?
Governor EccLEs. Yes. After the call of the national-bank notes,
there will be $1,500,000,000 lawful money outside of Federal Reserve
notes.
Mr. SissoN. I should like to clear up or correct a statement that
I made this morning which has reference to an observation of Mr.
Hollister. He made the statement, in substance, that it was well
settled by the Supreme Court of the United States that the President
has the power arbitrarily to remove any administrative or executive
officer appointed by him. I want to modify that in this way: It is
my understanding that in every instance where the question has been
raised as to the power of the President arbitrarily to remove any
executive or administrative olBcer appointed by him, where that
question has been decided by the Supreme Court the Court has upheld
the power o f the President so to do. Mr. Hollister, very likely with
some reason, says that is not settled. There is, of course, as we
know, a case before the United States Supreme Court involving that
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

376

BANKING ACT OF 1 9 3 5

question, which case has not been decided. My own opinion is that
at any time that question is decided by the United States Supreme
Court that power of the President will be upheld. In view, however,
of the fact, that it is not entirely conceded, at least it seems to me,
as the chairman this morning suggested, that it becomes of some
importance to the committee to decide whether the language recom
mended by Governor Eccles in this bill should be contained in the
bill. Therefore, that question does become of some importance
here. It appears to me, aside from the reason that the chairman
advanced, that it becomes of some importance to have it in the act,
so that, in the light of experience, it might obviate a contest in the
future. I think that any limitation upon the power of the Presi
dent in this regard would be unconstitutional—that is, if we at
tempted to say that he shall not have the power—but for the reason
stated by the chairman and also in the interest of clarity, as Gover
nor Eccles has said, and also that it might obviate any question being
raised about it in the courts, if we believe that this should be a
national body in which there should be some unity of purpose
between the administration and the body in control of the monetary
policy, it seems to me that at least this committee should decide it
while considering the bill. I myself favor the language recom
mended by Governor Eccles.
I think that is all I have to say.
The CHAIRMAN. Mr. Brown, do you desire to ask questions?
Mr. BROWN. I should like to ask Governor Eccles what the present
policy of the Federal Reserve Board is relative to open-market
operations.
Governor EccLES. The open-market committee is composed of the
12 governors. The law recognizes it as their responsibility to inti&te
a policy and to submit recommendations to the Board for its
approval, disapproval, or suggestions; so that the law as now con
stituted does not require the Federal Reserve Board as such to adopt
an open-market policy; except, as I understand it, in giving their
approval or disapproval to the policy initiated by the governors'
committee, they are required to take into account the credit needs
of agriculture, commerce, and industry.
Mr. BROWN. Under the present section B of 12-A you are given
practical control of open-market operations, are you not!
Governor EccMBs. In the present law!
Mr. BROWN. Under present la w .
Governor EccLEs. Under proposed amendments!
Mr. BROWN. No; under present law. Section B of 12-A provides
that—
No Federal Reserve bank shall engage in open-market operations under sec
tion 14 of this Act except in accordance with regulations adopted by the
Federal Reserve Board. The Board committee from time to time shall con*
stitute, adopt, and transmit to the committee and to the several Federal
Reserve banks regulations relating to the open-market transactions of such
banks and the relations of the Federal Reserve System with foreign-controlled
or foreign banks.

It seems to me that the power to regulate there is the power to con
trol. I addressed my question having in mind that you are asking
us to vest complete authority which will be largely, I think to a
greater extent than at present, under the control of the Federal
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Reserve Board; and I think it would be interesting to Members of
Congress, and particularly to this committee, to know what your
policy would be under present conditions. I assume it is the same
policy we have at the present time.
Governor EccLES. I cannot speak for the Federal Reserve Board
as to what the policy of the Board would be if this legislation is
enacted. That would naturally be a matter that the Board would
have to determine,
Mr. BROWN. Do you not think it is fair for us to ask what you
would do if given this power under present conditions! It seems
to me that we ought to know, that Congress ought to know your
attitude as chairman of the Board.
Governor EccijBS. I can speak only for myself with reference to
the matter. I cannot speak for other members of the Board, who
would be just as independent in exercising their judgment as I
would try to be.
Mr. BROWN. When I say " your " I am referring directly to you.
Governor EccMK. Yes; I understand. Under present circum
stances there is very little, if anything, that can be done.
Mr. G0M)SB0R0rcreH. You mean you cannot push a string.
Governor EccLES. That is a good way to put it, one cannot push
a string. We are in the depths of a depression and, as I have said
several times before this committee, beyond creating an easy money
situation through reduction of discount rates and through the crea
tion of excess reserves, there is very little, if anything that the re
serve organization can do toward bringing about recovery. I
believe that in a condition of great business activity that is develop
ing to a point of credit inflation monetary action can very effectvely
curb undue expansion.
Mr. BROWN. That is a case of pulling the string.
Governor EccLEs. Yes. Through reduction of discount rates, mak
ing cheap money and creating excess reserves, there is also a possibil
ity of stopping delation, particularly if that power is used combined
with this broadening of eligibility requirement.
Mr. BROWN. Does not a Federal Reserve bank have two main
functions! Eliminating the temporary loans we provided for last
year and other various forms of aid to all banks and industries, are
not the main functions of a Federal Reserve bank, first, rediscount
ing of paper turned in by the member banks!
Governor EccLes. Eligible paper.
Mr. BROWN. And, secondly, to engage in open market transactions,
which, as I understand, relates to the buying of warehouse certifi
cates and other evidences of property back of indebtedness through
out the country as a whole and not confined to the particular Federal
Reserve district!
Governor EocLES. It is largely the purchase of Government bonds.
Mr. BROWN. Do you not engage in the purchase of warehouse cer
tificates!
Governor EocLES. Bankers' acceptances.
Mr. BROWN. Sometimes you do and sometimes you do not. Is
not that a, question which the open-market committee decides
whether you shall engage or not in that line of work!
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Governor EccLES. The open market committee determines whether
or not it shall purchase or sell Government bonds and bankers'
acceptances.
Mr. BROWN. Under section D of 12-A of the present law you
cannot compel a particular Federal Reserve bank to engage through
your open-market committee or Federal Reserve Board in openmarket operations, can you?
Governor EccLES. That is right.
Mr. BROWN. Under the proposed bill is it your idea that such
authority will vest in the open-market committee?
Governor EccLES. That is right.
Mr. BROWN. In other words, you feel that it is proper for the
Federal Reserve Board to say to a Federal Reserve bank that it
shall engage in the purchase of Government bonds and bankers'
acceptances ?
Governor EccLEs. That is right. The way it is done is through
the system account. The holdings are largely prorated to the banks
in relation to their size and their own reserve situations.
Mr. BROWN. Under the second portion of the present bill, section
12-A, it really does not seem to me that it gives you authority to
compel banks to engage in open-market operations. I do not find
anything in there requiring them to do so. It says that " they shall
conform open market operations to the provision hereof." I do not
think it provides that they shall engage in open-market operations
against the wishes of their own board of directors.
Do I understand that you have proposed an amendment to section
205?
Governor EccLES. Do you mean additional amendments to the bill
that was introduced?
Mr. BROWN. Yes.
Governor EccLES. Yes.
Mr. BROWN. Is there any language in your amendments that makes
it obligatory upon the Federal Reserve banks to engage in openmarket operations if they do not want to do so.
Governor E ccL E S. It was expected in the original legislation that,
where there was a committee of 6ve proposed, the governor and two
other members of the board, and two governors of reserve banks, the
reserve banks would be required to participate in the purchase of
securities or bills as determined by the open-market committee.
Mr. BROWN. Does your general counsel think that the language of
the act as you propose is sulEciently broad to enable the Board to so
command the Federal Reserve banks? It does not seem so to me.
I f it is desirable that such an authority should be effected, I think
the language of the bill should be broader.
Governor EccLES. It was intended to be; whether it is or not I do
not know.
Mr. WYATT. The bill as introduced contains this language, on page
45, lines 3 to 9: " The committee from time to time shall consider,
adopt, and transmit to the Federal Reserve banks resolutions setting
forth policies which, in the judgment of the committee, should l)e
followed with respect to open-market operations of the Federal Re
serve banks, and the Federal Reserve banks shall conform their openmarket operations to the provisions thereof." That means that the
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Federal Reserve banks must conform their open-market operations
to the provisions of the resolutions adopted by the committee.
Mr. BROWN. Suppose the bank says, "W e have only suHicient
funds, in our judgment, to take care of the necessary rediscounting
of our own member banks and we do not desire to engage in openmarket operations." Is there anything in that law to compel them
to so engage in open market operations !
Mr. WYATT. Suppose that the committee adopts a resolution direct
ing that the banks shall purchase a billion dollars worth of Gov
ernment bonds and that each bank shall buy its pro rata share of such
bonds. How can they conform to the provisions of that resolution
without each bank buying its pro rata share!
Mr. BROWN. By simply refusing to engage in open-market opera
tions and confining their business to rediscounting with its own mem
ber banks. That is a logical conclusion, I believe.
Mr. WYATT. I think the point you raise is a good one and that
the bill should be clarified so as to eliminate any doubt on the point.
Governor EocLES. The intention is to make it mandatory, other
wise it would be impossible effectively to carry out any monetary
policy.
Mr. BROWN. I do not mean to say that I approve the policy, be
cause I am inclined to agree with some things Mr. Hollister indicated
this morning, among them being that such control of Federal banks
and district banks is more than we ought to give. I want to point
out that it did not seem to me that your statement at the beginning o f
these hearings said it was desirable.
Governor EocLES. It seems to me that when we speak of central
izing control outside of the banks we fail to recognize the peculiar
structure of our Federal Reserve banking system as contrasted with
central banks elsewhere in the world. If we had here, which may
have been the more desirable arrangement, one bank with 12 branches,
or as many branches as may be necessary to serve the country, then
the board of directors would be charged with the responsibility of the
monetary policy as well as the responsibility of providing credit to
business, agriculture, and industry.
Mr. BROWN. Instead o f that kind o f system we have 12 separate,
distinct banks.
Governor Ecci^s. Yes.
Mr. BROWN. With 12 different capital set-ups varying in amounts
of surplus.
Governor E ccL E S. Capital and surplus do not determine the ability
to lend or to participate.
M r. BROWN. I t determines the amount o f m oney th ey have avail
able.
Governor EccLES. N o ; they create money.

Mr. BROWN. Only based upon the assets?
Governor EccLES. Only based upon the gold limits.
Mr. BROWN. So that you are attempting here to give such control
to the Federal Reserve Board similar in authority to that of A
board of directors over one bank with 12 branches!
Governor EccLES. But, actually, so far as open-market policy is
concerned, if we recognize the need of a monetary policy, it must
be carried out in the public interest. It cannot oe left to the 13
banks, acting independently.
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Mr. BROWN. I grant that. But I do not agree with you that your
control relates only to open-market operations. You are establishing
under this law, or, at least, you are given the right to establish,
general rules for the eligibility of paper for discount.
Governor EccLES. That is correct; but that does not mean that
the Federal Reserve Board has anything to do with the passing upon
the loans which are made. The Board has only the responsibility
of making rules and regulations with reference to the conditions
under which Federal Reserve banks can rediscount for or lend to
member banks; and its power is strictly limited, according to the
present statutes, to permit loans only upon certain specific types of
paper, of which there is very little in existence.
I f the Board were given more discretion, the system would become
more flexible. The proposed amendment in no way gives the Board
power to compel the Reserve banks to make the loans. It is expected
that the Reserve banks will be just as independent as they have been
with reference to their autonomy in matters of regional interest.
Mr. BROWN. Principally rediscounting!
Governor EccLES. Not only in rediscounting, but also in all rela
tions with member banks. The examinations are all conducted
through the Reserve banks. The Federal Reserve Board depends
upon the Reserve banks to carry on all of the relationships with the
member banks and with the communities. We are only providing
here for the placing of responsibility in a comparatively small body
that can be charged with the public interest, to deal with monetary
policy. That seems to me to be absolutely essential, if we expect to
avoid in this country the dangers inherent in a purely banker control
over the creation and the extinguishing of credit. We have had ex
perience with that, and we know that it does not work very satisfac
torily. Whether it will work any differently under the proposed ar
rangement, time alone will determine. But it does seem to me that
to deal with the monetary needs of a Nation on other than a national
basis and with any other purpose than that of serving the public
interest is to invite disaster.
Mr. BROWN. In that connection, I note that by section 208 of the
pending bill, you repeal the provisions of the banking law, I think,
of 1938, by which we authorized the issuance of Federal Reserve
notes based upon the eligible paper that had been turned over to the
Federal Reserve banks by the member banks. And it was under the
authority of that section that the President recently extended the
right so to do from March 3, 1935, on for 2 years. That was done
2 or 3 weeks ago, was it not!
Governor EccLEs. That is right

Mr. BROWN. Now you are repealing that provision of the law!
Governor EccLES. That is right

Mr. BROWN. And you propose to substitute section 16 of the law,
I presume, where the Federal Reserve Board have practically com
plete control of that matter of the issuance of new money. Is that
right!
Governor EccLES. As I understand what you mean, the Emergency
Banking Act referred to permitted the Federal Reserve banns to
secure Federal Reserve notes with Government bonds, in addition
to commercial paper. The period of time during which that could
be done was extended, very recently, for a period of 2 years.
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Mr. BROWN. That is right. Governor Eccles, not only Govern
ment bonds, but notes, bills of exchange, and acceptances were eligi*
bla as collateral for the issue of Federal Reserve notes, were they not!
Governor EccLES. Yes; that is right.
Mr. BROWN. Now we are repealing that section of the law.
Governor ECCLES. Because we are making it unnecessary to put up
any collateral with the Federal Reserve agent for the purpose of
securing Federal Reserve notes. It adds nothing whatever to the
value of the notes, as I have explained here on several occasions;
and it is an unnecessary requirement. No central bank requires it
except that it is still adhered to in the Bank of England; but no
other bank in the world requires it, and the amount of Federal Re*
serve notes that are used has no relationship whatever to the col
lateral requirement. Federal Reserve notes may be required in great
amount when there are practically no discounts. The amount o f the
rediscounts by member hanks with the Reserve banks has no direct
relationship to the amount of Federal Reserve notes required. Only
the people of the country can determine the amount of currency is
required by the drawing of currency instead of checks.
Mr. BROWN. It seems to me that there is a considerable disagree^
ment upon that matter of policy. We specified in the Banking Act
of 1933 certain types of commercial paper that were eligible as
collateral for the issue of Federal Reserve notes, the issue of new
money. Now, you repealed that, and, under section 16, you cover it
all by one sentence: "Federal Reserve notes shall be issued and
retired under such rules and regulations as the Federal Reserve
Board may prescribe and shall be legal tender for all purposes."
Now^ is it not a fact that when people borrow mon^y from banks
it'^hows that they are engaging in business, that they need credit!
Their notes are turned over to the Federal Reserve banks and money
issued.
Governor EccLES. No.
Mr. BROWN. It v?as under the Banking Act of 1933.
Governor EccLES. No currency is issued as a result of that trans
action at all.
Mr. BROWN. I am glad to hear that, because we have heard a great
deal over in the House about money oeing issued. You say thdre is
none issued!
Governor EccLES. No. The borrowing by a member bank from
the Federal Reserve bank does not determine the amount of cur
rency that the member bank or the banks as a whole or the public
as a whole may require or use.
Mr. BROWN. Well, was not that law passed for the purpose of
supplying the need of banks for currency to pay their depositors
when they demand it!
Governor EccuES. No; 40 percent of the amount of note$ outstand
ing must be secured by gold certiRcates and 60 percent was required
to be secured by commercial paper. As a matter of fact, there was
so little commercial paper that it was impossible to provide the 60
percent; and therefore at one time there was over a billion dollars
of gold, in addition to the 40 percent gold reserve, that had to be
used as a substitute for the lacking commercial paper. In other
words, it was used to help make up the 60 percent; because there
127297— 36------ 25
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was not sufBcient commercial paper available. There is not the
quantity of commercial paper in the country upon which to-----Mr. BROWN (interposing). How about the individual banks? Let
us take a bank with a capital of a million dollars and a deposit lia
bility of 10 million dollars, and it has commercial paper that would
be eligible under this section of the Banking Act of 193B. I think
this committee supposed that if that bank wanted to convert that
commercial paper into cash it would be able to do so.
Governor EccLES. It still can do it under this. There is no change
in the law proposed that prevents that. That bank can still go to
the Reserve bank and can take that commercial paper and can get
credit in its reserve account with the Reserve bank and can draw
down currency to the extent that it needs----Mr. BROWN. That is, by rediscounting its notes !
Governor EccLEs. Or, as we are proposing here, if it has not the
eligible paper and it has other sound assets.
Mr. BROWN. I may be dense on this, but it seems to me that you are
throwing out the basis for the issue of currency by issuing currency
upon the resolution of the Federal Reserve Board instead^of basing
the issue upon the assets that are in the vaults of the member banks
of the country and the demand for money on the part of the depositing
public.
Governor EccLEs. Let me explain that again.
The Federal Reserve banks have two kinds of liabilities—three with
their capital and surplus: Deposit liability, note liability, and the
capital and surplus liability. Loans and discounts and investments,
lawful money, and gold certificates are the assets of the Reserve banks.
The member banks which carry their reserves with the Reserve
banks ask the Reserve banks for currency only to the extent that they
have deposits with the Reserve banks. They must maintain a miMmum reserve balance with the Federal Reserve banks, and when they
want currency they must acquire additional balances to which they
can charge the currency withdrawn. In order to get that, they may
send paper to be discounted with the Reserve banks.
the member banks supply currency to their customers, to their
depositors, when the depositors want to draw out their deposits, or a
portion of them, in currency; and if a bank reaches a position where
the customers have called upon the bank for currency and it is unable
to meet that call, that bank closes. Many of the banks in this country
were unable to meet that call, not because they were not sound but
because they did not have the eligible paper with which to go to the
Reserve bank and get credit; and therefore, because of the fact that
the banks were unable to do that, those banks were compelled to close.
As the number of banks closing increased, the demand for currency
increased, not because of the activity of business but because of hoard
ing ; and the very fact that the banks were unable to go to the Reserve
banks with sound assets to meet the demands of these depositors meant
finally a banking collapse. Had the banks been able to pay their
depositors in currency, the depositors would not have wanted the
currency, as was demonstrated after the bank holiday.
Mr. BROwx. Does it not come down then to this question, or to this
situation: That the reason for the collapse of the banks that were
Actually solvent, but that had so-called ^frozen assets" or "frozen
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Governor EccLES (interposing). Delation created a frozen con
dition.
Mr. BROWN. But it was a lack of liberality in regard to the eligibil
ity of paper for rediscounting that caused a good deal of the distress.
And, by your next section, 206, you seek to liberalize those redis
counting rules?
Governor EccLEs. That is right.
Mr. BROWN. Now, that brings me to the meat of my discourse,
What are those rules going to be? That is the same question I asked
you regarding the open market operations. I think this committee
and this Congress ought to know what your own idea, Governor
Eccles, is and what those rules of eligibility are going to be. I
recognize that the law sets a standard as to real-estate loans.
Before you make your answer let me get one of my favorite objec
tions to Government practice in the past with regard to those notes
stated on the record. I am thinking of a small national bank in the
country. Now, the Comptroller's oCice has a rule by which certain
collateral listed on the New York Stock Exchange, or other large ex
change, is recognized as collateral and the paper which that collateral
secures is eligible for loans. We have tens of thousands of small
manufacturing concerns, whose securities are good, but which are not
listed upon the New York Stock Exchange or the Detroit Stock
Exchange or the Chicago Stock Exchange, or any other large ex
change. Their statements show them to nave plenty of cash assets
back of those securities. But, because of the rules of the Comptrol
ler's OCice—and I am not very familiar with the examination made by
the Federal Reserve banks, but I presume they are the same—the col
lateral of those small concerns does not stand nearly as well for loans
as does the stock of large concerns. Now, it seems to me that that
condition is unfortunate for the small banks and the small businesses;
and I am wondering, with respect to that situation, whether or not
there is going to be any liberalization regarding the eligibility of
that type of paper as collateral for loans rediscounted with the
Federal Reserve banks.
Governor Ecci*ES. The matter that you refer to has reference to
the treatment of certain types of loans in banks by the Comptroller's
ofEce.
Mr. BROWN. Well, and bv the Federal Reserve Board's examiners.
Governor EccLES. The Federal Reserve Board's examiners accept
the Comptroller's examinations for all national banks. They make
no independent examinations. That would be only a duplication*
The Comptroller's examinations are accepted by the Federal Reserve
banks.
^[r. BROWN. That would apply to thousands of member State
banks.
Governor EccLEs. There are only 900 State banks, and these are
examined by the Reserve banks. $ut there is no prohibition either
under the law or in the regulations, to my knowledge, against banks
making loans secured by other than listed collateral, either stocks or
bonds.
Mr. BROWN. You say there is none?
Governor EccLES. There is no prohibition either in the regulation?
or in the law apainst them.
Mr. BROWN. There is in the practice.
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Governor EccLES. No; not in practice.

Mr. BROWN. I disagree with you.
Governor Eccuss. There is none in practice. The question is, of
course, to establish values back of loans which are secured by un
listed collateral. Now, if collateral is listed it becomes much easier
to establish whether or not that particular loan is adequately secured
than is the case where the loan is secured by some local security that
it is very closely held and has no market ability. It becomes dilBcult for an examiner to determine whether or not a loan is adequately
and safely secured foi* that reason, but----Mr. BROWN (interposing). Governor Eccles, don't you know it to
be a fact that, with regard to the bonds of concerns throughout the
country, the Comptroller's otHce has refused to approve bonds that
are not listed on the New York Exchange or some other large ex
change so as to be readily marketable!
Governor EccLES. Refused to accept them for what?
Mr. BROWN. As loans.
Governor EccLES. To secure loans!
Mr. Bnow N . Yes.
'
Governor EccLES. There is no prohibition in the law.
Mr. BROWN. There is no prohibition in the law, but the practice
is to decline to approve such loans.
Governor EccLES. There is no such

requirement.
Mr. BROWN. What I am wondering is if you are going to be &
little more liberal on this?
Governor EccLES. I know that there are literally thousands of bond
issues, municipal issues, all kinds of issues, which are held by banks;
and, so long as those bonds are not in default, and their payments
are being met----Mr. BROWN (interposing). I will except municipal bonds.
Governor EccLEs. There is no restriction or prohibition against
the holding of those bonds. It is true that the examiners make an
effort to establish the value back of them, in the absence of a quoted
market, which is very desirable and necessary, in order to determine
whether or not the loan which the bonds or stocks secure, or the bonds
which are held directly, are worth what they purport to be worth.
Now, in the case of a local stock issue or local bond issue, there
is, naturally, the problem of attempting to determine the value of
that security.
I know, in my own banking experience, over a period of 20 years,
that we have had no trouble with the Comptrollers olEce with refer
ence to matters of that sort; and many loans have been made on
local securities, and various bond issues have been purchased that
were not listed. The main thing is to have available and be able
to give to the examiner information with reference to the local
company whose stock is put up as collateral or whose bonds are put
up as collateral. Such information is necessary to establish the
value of the collateral which secures the note in question.
I And that most of the trouble is that in accepting local securities,
stocks or bonds, banks fail to provide sulBcient information to enable
the examiners to substantiate the value of the securities which they
have taken. It is lack of information.
Mr. BROWN. I want to say to you that it is my judgment, then,
that the attitude of the Comptroller's olRce has been very much more
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severe in the Chicago district than it has been in the San Francisco
district or the Salt Lake City district, because that rule was enforced
when the banks were reorganizing in Michigan and Ohio in 1933 and
1934; and they did insist that those bonds be listed bonds.
I am glad that you have stated in the record what I think is a
more liberal policy regarding local stocks as collateral, as well as
local bonds.
I have two or three other questions, but I would like a little fur
ther answer to my question as to what other classes of paper, in
your judgment, the Federal Reserve Board should determine to be
eligible paper, for rediscount in the Federal Reserve banks.
Governor EccLEs. It would be my personal opinion—I cannot
speak for the Board—that very broad rules and regulations should
be made with reference to this subject and that a broad discretion
should be left to the Federal Reserve banks. I think that, in matters
of local credit concerning each Federal Reserve district, if they are
given discretionary power, the Federal Reserve banks can be relied
upon to make only sound loans; and I do not think, as a practical
matter, that there should be a lot of limitations and restrictions with
reference to what may be considered sound paper.
Mr. BROWN. Well, for instance, as I understand it, 3-months'
paper has been rediscounted, one renewal allowed, and after that it
was taken out of the class of commercial paper that was eligible for
discount. That was a general rule in the Minneapolis and Chicago
districts and always enforced. Now, that was a general rule,
whereas there are a great many businesses that take a year for a turn
over ; and they were limited there to 6 months' credit. Now, would
your own personal disposition be to so liberalize the rule, if what I
say is true of that, so that paper for 9 months or 12 months could
be taken?
Governor EccLES. I would not like to say, under normal condi
tions, that paper should be taken on a bills-payable basis, for longer
than a 6-months' period, because it is always an easy matter to renew
the paper.
Mr. BROWN. Well, what would you say?
Governor EccLES. That would be up to the Reserve banks, the
question of renewal would be up to them. Certainly it would be bad
for the banking system as a whole to permit continuous borrowing
from the Reserve banks by the member banks. Continuous borrow
ing from the Reserve banks by the member banks could only mean
that the member banks were lending money and rediscounting or
borrowing because of the difference in the rate that they paid the
Reserve banks and the rate at which they were able to loan. How
ever, I can well imagine a situation where you would have a crop
failure, drought conditions, catastrophes, and so forth, where it
would be very necessary for the Reserve banks in those areas not to
expect liquidation in that particular area; and it would be desirable
to carry the loans over for an additional time. Past experience and
the attitude of member banks toward borrowing indicate that we
can be assured that member banks are not going to borrow from the
Reserve banks except for short, seasonal periods of time, unless an
emergency develops, which may require that they borrow for longer
periods of time: and that is the purpose of this legislation.
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Mr. BROWN. But I am talking about the small business man now.
It happens that in my district, in one of the large resorts of Michi
gan, the practice in the merchandising business there is for a mer
chant to buy his goods in December. If he can pay for them then
he gets a substantial discount. He will not get his return on the
bulk of those goods until the following August. Now, it seems to
me that it is just as legitimate for that purpose to get a 9 months'
loan, in that type of business, as it is in certain other types of busi
ness, where the turnover is made in 8 months, as it is in the grocery
business; and that he should be accommodated for the 9 months'
period. Now, do you have in contemplation, when you lay down
these rules and regulations for eligibility, such a situation, and that
the normal course of a business of that character should be accom
modated?
Governor EccLES. There is nothing to prevent the individual banks
from making loans of that sort today.
Mr. BROWN. I am talking about rediscounts.
Governor ECCLER. Of course, there is not any rediscounting today.
There are excess reserves of tremendous amounts.
Mr. BROWN. There is, of course, in some banks.
Governor Ecci^s. That is true of the country as a whole. There
is practically no borrowing from the Reserve banks, and most banks
have excess reserves. In addition to that, if they had to borrow,
they would borrow on their Government bonds ; because they would
be the easiest assets upon which to borrow.
Mr. B R O W N . Well, I take it that, on all these questions, you are
very much adverse to stating what, in your judgment, the policy
of the Federal Reserve Board will be in regard to the rediscounting
of paper.
Governor EccLES. I think-----Mr. BROWN (interposing). But, with the utmost good humor, I
do not think you have told me yet of any particular liberalization
that you propose to make in the rediscounting rules.
Governor EccLES. Rediscounting rules today are not made by the
Board.
Mr. BROWN. But they will be under this bill, if it becomes a law.
Governor EccLES. Yes; but the law today states that only certain
epecihc types of paper, which are known now as eligible, short-term,
self-liquidating paper, are eligible. Now, this proposed legislation
broadens the power to a point where the Reserve Board is able to
make rules and regulations which will permit Reserve banks to
make advances against any sound assets.
Mr. BROWN. What I am trying to Bnd out is, what is your idea as
to what they should do ?
Governor EccLES. I would leave that up to the Reserve banks. I
would favor broad enough rules to leave discretion to the Reserve
banks in passing upon credit. You might put a limitation of 6
months advances on a bills-payable basis. To make rules and regu
lations in Washington as to what would be adequate security for
advances to member banks would be rather a complicated procedure
and would certainly be inadvisable and unnecessary.
Mr. BROWN. But the banks are given the authority, under the law,
to make those rules and regulations.
Governor EccLEs Which banks?
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Mr. BROWN. The Federal Reserve banks and the Federal Reserve
Board are given that authority.
Governor EccLES. That is right.
Mr. BROWN. To determine the maturities and other matters.
Governor EccLES. That is right.
Mr. BROWN. Now, what I am trying to find out is what your pres
ent attitude is toward the eligibility of the various classes of paper.
Governor EccLEs. I am just saying that I would permit the Reserve
banks to loan on any and all assets, real-estate mortgages, collateral
loans, bonds, or other assets, which they considered sound, on such a
basis as they considered sound.
Mr. BROWN. And with what maturities?
Governor EccLES. My personal opinion, without giving any
thought or study particularly to the problem, would be that 6 months
advances on a bills-payable basis should be adequate. That does not
necessarily mean that a bank, at the end of 6 months, could not renew
for another 3 months or 6 months. But I do not believe that, on a
bills-payable basis, for advances, that 6 months would be working
any hardship upon the banks.
But in case of a rediscount, you would have maturity based upon
what would be considered the period of natural liquidation. For
instance, agricultural and livestock loans are 9 months, as it is con
sidered that the underlying transactions take that length of time.
Those are rediscountable now. Collateral loans, loans which are not
considered rediscountable and are not self-liquidating, through the
completion of business transactions, such as loans against mortgages
or loans against bonds, would likely only be made m cases of emer
gency, in cases of deflationary situations, and they would not be
made in the natural course of business except to a very limited extent.
Certainly, the Reserve bank should be given the power to enable &
bank that has an unusual shrinkage of its deposits, and yet has sound
assets, to get credit on them until it can carry out a normal process of
liquidation, without closing and without bringing about an undue
deflation. That is the purpose of this legislation.
The CHAIRMAN. And you mean sound assets made within the limi
tation of the law establishing the rules under which those loans
should be made ?
Governor EccLEs. Yes.
The CHAIRMAN. In other words, if the borrowing bank had made
those loans within the law?
Governor EccLES. That is right*
Mr. BROWN. Now, getting back to commercial paper—expressed in
my poor way—should not the rule be that the discount should be
permitted for such length of time as would cover the normal period
from production to sale of the goods!
Governor EccLES. I think that is what is contemplated under the
law now.

Mr. BROWN. Personally, I would like to have you say that you
feel that way about it yourself. In other words, that you feel that
that is the kind of rediscounting that you, as a member of the Board,
would favor.
Governor EccLES. You mean in case the Board is making rules
with reference to rediscounting!
Mr. BROWN. Yes.
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Governor EccLES. What do you have in mind, what particular
item?
Mr. BROWN. Let us take something that you and I know something
about. Suppose we did not have the system of handling sugar by
warehouse receipt. It takes from September, generally, to August,
in Michigan, to bring about the cycle from payment to the farmer
for the production of sugar beets, to the final payment for the sugar
and collection. Now, it seems to me that the period of discounts
should be that length of time and that notes for that period should
be eligible for rediscount.
Governor Eccuss. Do you mean on a straight bills-payable basis!
Mr. BROWN. Straight bills-payable basis; yes.
Governor EccLES. As a general rule, manufacturing companies,
such as sugar companies and other companies, borrowing from the
banks, seldom want to borrow for a period longer than 6 months, or,
maybe, even 90 days, because they are constantly reducing the out
standing loans.
Mr. BROWN. That is right.
Governor EccLEs. And they do not know exactly by what amount
they are going to be able to reduce it ; and, hence, they do not want
to rediscount up to the maximum amount of the financial require
ments for a period of 9 months, because it may be that they can pay
a substantial amount in 3 months and renew the balance. I believe
that, even if a 9-month rediscount were permitted in that type of
transaction, there would be very few that would use it.
Mr. BROWN. But you might find one fellow that would want to
do it*
Governor Ecci*ES. I see no objection to that, if the condition of the
company is such that an open line of credit is desirable, and they
were willing to borrow for 9 months, and the bank should take 9
months' paper. There would be no reason for the Reserve bank not
taking such paper as quickly as they would take livestock paper.
Mr. BxowN. In other words, you feel that no such rule should be
established by the Federal Reserve Board as would prevent the tak
ing of paper having such maturity or length of time as would cover
the normal period from production to final consumption, sale, and
collection.
Governor EccLES. It would seem to me that that should be per
mitted. If a borrower wanted to borrow for that length of time and
the credit was good credit, and the member bank was willing to
accept that type of credit as being self-liquidating commercial credit,
there should be no objection and the Reserve bank should be per
mitted to take that type of loan from the member bank.
Mr. FORD. Governor Eccles, you used the phrase there " good
credit." Now, is not the Federal Reserve bank in a district, when
a member bank comes to the Reserve bank with its assets, going to be
reasonably certain that the assets offered are sound ?
Governor EccLES. I think there is no question about it.
Mr. FoRD. Then, I think that the question that Mr. Brown brings
up is largely a matter of local prestige, based on the actual knowl
edge of the member bank that makes the original loan, of the sound
ness of the person who makes the loan, and it can back him up if it
has to go to the Federal Reserve bank.
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Mr. BROWN. Up to the present time they have held them down to
the 3-months' period, which I think is too short.
Governor EccLEs. I think that is largely due to the member banks,
rather than to the Reserve banks. The member banks prefer 90-day
paper, because they have seen in the past the very wide fluctuation in
the value of commodities against which they loan. In loaning for
a period of 9 months on any commodity, there is room for very wide
fluctuations in prices; and it is my belief that the member bank
passing on the credit, for its own protection, will adhere to 90-day
paper, and renew; because, after all, even if it borrows from the
Reserve bank, it is responsible for the obligation, and the Reserve
bank is not making the loan directly to the original borrower.
Mr. FoRD. Would there be anything wrong with this type, or
would there likely be a refusal to discount this type of paper: A
man borrows $20,000 for 90 days; at the end of 90 days he pays
$8,000 back; there is still $12,000 left. An emergency arises, where
the local bank has to go to the Federal Reserve bank to rediscount;
would there be anything against that remaining $12,000, if it were
sound, if it is part of the renewal note?
Governor EccLES. Not the fact that it is a renewal note.
Mr. FoRD. Does it not give it the status of the original?
Governor EccLES. Yes. In fact, that is what is usually done
with commercial paper. It is paid off by renewals.

Mr. BROWN. The rule has been in me Minneapolis district, at
least, that they would allow one renewal, and at the end of 6 months
you would have to pay back.
Governor EccLES. The member banks did that.

Mr. BROWN. The member banks would.
I want to discuss with you just a moment a subject that I took
up with Mr. Crowley, Chairman of the Federal Deposit Insurance
Corporation, this matter of bank examinations. It seems to me that
we have too many governmental authorities examining banks. We
have 3 at the present time, and 4 if we include the Reconstruction
Finance Corporation, which, I grant, is a temporary organization.
We have the Federal Reserve banks, the Comptroller's CMBce; the
Federal Deposit Insurance Corporation has now asked for authority,
in the present bill, to examine national and member State banks.
I want to ask first if the Federal Reserve Board has followed
the policy of appointing only such examiners as are designated by
the Comptroller of the Currency? Now, I will explain that. Under
the first section of the law on bank examinations, it appears to have
been the policy of the act to require that Federal Reserve bank
examiners should be designated by the Comptroller of the Currency.
Then, under a section or so later, it is provided that the Federal
Reserve authorities themselves may designate examiners.
Now, what I am wondering is whether the general practice has
been to get examiners designated by the Comptroller of the Cur
rency or to use the authority conferred in the second portion of the
law, which is section 483 of the United States Code, annotated. The
first section I referred to is section 481.
Governor EccLES. I cannot speak as to what the Reserve Board
may have done in the past. I am not familiar with it. But it is
my understanding that the Federal Reserve Board chooses its own
examiners entirely. The Examining Division of the Federal Re
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serve Board deals, of course, with the member State banks.
Comptroller's examinations are accepted for national banks.
Mr. BROWN (interposing). For the national banks?

The

Governor EccLES. There is no point, of course, to duplications
o f examinations.

Mr. BROWN. Well, am I right in assuming, then, that the Comp
troller is not examining member banks of the Federal Reserve Sys
tem who are not national banks ?
Governor EccLEs. That is correct. They are not examining them,
and the Federal Reserve Board is not examining the national banks.
Mr. BROWN. No.
Governor EccLES. Th6 examination reports are available and are
given to the Federal Reserve banks, so that they can get any and
all information that they desire from the Comptroller's ofRce, with
reference to national banks, which, of course, are members.
Mr. BROWN. The statute says that the Comptroller of the Cur
rency shall appoint examiners who shall examine every member
bank. Evidently the law is not being followed in that respect. I
do not have any objection to it.
Governor EccLES. Do you know whether that question has ever
come up, Walter?
Mr. W ?ATT. The original Federal Reserve Act required the Comp
troller to examine all members banks; but section 9 was amended
by the act of June 21, 1917, so as to say that State member banks
shall not be subject to examination by the Comptroller of the Cur
rency but shall be subject to examination by examiners selected or
approved by the Federal Reserve Board.
Mr. BROWN. You will find, two sections later, that special exam
inations are provided for by the Federal Reserve Board, but I do
not believe that the first section was ever repealed. But that is an
academic question; I am not particularly interested in that. But
I believe mat the examinations should be conducted by 1 bureau
of the Government and not by 3.
Governor EccLEs. So do I.
M r. BROWN. And I think it is a good time to change the law in
that respect. The expense of the Government examination of the
bank is borne by the bank?
Governor EccLES. It is.

Mr. BROWN. Not only the examination by the Federal Reserve
Board but the examination by the Comptroller's ofBce?
Governor EccLEs. That is right
Mr. B R O W N . Take a community having 3 banks, 1 a national bank
and 2 member State banks, and you have a great deal heavier expense
upon that bank by reason of a trip by the national bank examiner
and then a subsequent trip for the examination of the other 2 banks
by the Federal Reserve bank examiner; and it seems to me that it
is an unjust and unnecessary expense upon the banks.
Now, the Federal Deposit Insurance Corporation is the only allinclusive bureau with respect to the examination of banks in the
Government, is it not ?
Governor EccLES. I do not understand that the Federal Deposit
Insurance Corporation was given the power to examine national
banks.
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Mr. BROWN. Yes; it is under this bill. They may, with the con
sent of the Comptroller of the Currency and with the consent of
the Federal Reserve Board, examine any bank.
Governor EccLES. Yes.
Mr. BROWN. National banks or member State banks.
Governor EccLBS. Yes.
Mr. BROWN. I say " an all-inclusive bureau ", with respect to the
examination of banks, because of the fact that they, of course, in
clude all national banks, all member banks in the Federal Reserve
System, and a great many nonmember banks; in fact, all nonmember banks which are in the Federal Deposit Insurance Corpo
ration. That is a fact, is it not—that they cover them all ?
Governor EccLES. They cover them all.
Mr. BROWN. And the only banks in the country that they do not
cover are the uninsured banks, which are very few in number ?
Governor EccLES. That is correct.

Mr. BROWN. I think I will close that part of the discussion by
this: I understand that you, yourself, feel that it would be best if
we could have one examining authority to examine all the banks
of the country.
Governor E ccL E S . Let me first state that the existing duplication is
not as serious as it appears on the face of things. The Reconstruc
tion Finance Corporation make no examinations, as a regular thing.
The examinations they made were in connection with subscriptions
to preferred stocks and debentures; and those examinations were
made only once, at the time they were determining their invest
ment in the capital stock of the particular bank.
Mr. BROWN. And, to be perfectly fair, I understand now that they
are not making even that examination. They are accepting the
other examinations.
Governor EccLES. That is right; and they have always accepted
the other examinations, except in very important instances, where a
great deal of money was involved and there was a good deal of
question about the bank.
The Federal Reserve Board only examines the member State
banks. Their examinations are usually made along with the State
banking examinations, so as to avoid duplication. The Comptroller's
oHice examines all national banks. No other agency examines na
tional banks. The Federal Deposit Insurance Corporation makes
no examination of national banks and makes no examination of
State member banks but examines the nonmember State banks, along
with the State banking departments, so as to avoid duplication
there, so that there is really not the duplication in actual examina
tions that would appear on the face of things.
However, there is, of course, a division of the examining author
ity between the 48 State banking departments, with reference to
State banks, and the Comptrollers ofRce with reference to the na
tional banks, and the Federal Reserve with reference to the State
member banks, and the Federal Deposit Insurance Corporation with
reference to all banks. There is not any question that you would
get a much more general unification of the policy in making exami
nations if the examining were all done under the direction of one
organization.
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Mr. BROWN. You certainly would eliminate the duplication of
organizations.
Governor EccLES. That is right. You would eliminate the dupli
cation of organizations, more than duplication of examinations.

Mr. BROWN. Or, we might say, triplication of organizations.
Governor EccLES. Yes, sir; you would do that; and you would
make, probably, for a greater unity of examination policy, which
has been very sadly lacking. However, there has been a great
amount of work done in the past 6 months with reference to im
proving the matter of unifying the policy as to examinations. The
Comptroller's OSice, the Federal Deposit Insurance Corporation,
and the Federal Reserve have had a great many meetings, and much
progress has been made toward the development of unification of
examinations.
The CHAIRMAN. Let me ask you a question. What is the purpose
of the examinations?
Governor EccLES. To determine the condition of the banks.

The CHAIRMAN. What I want to develop in asking you the ques
tion is this: Is not one of the purposes of the examination of the
banks to develop and disclose bad practice and any fraud that is
being perpetrated by those in charge?
Governor EccLES. It is to see that the bank; is carrying out the
provisions of the law.
The CHAIRMAN. One purpose of conducting the examination is to
make sure there is no criminal violation or mispropriation of funds?
Governor EccLES. That is one reason.
The CHAIRMAN. Do you think that one system of examination,
under one standard, is more likely to uncover or disclose fraud in
the conduct of a bank than two examinations ?
Governor EccLEs. As a matter of fact, there is only one system
in eifect now. As I explained^ the Federal Reserve accepts the
Comptroller's examinations of national banks. I f the banks were
required to pay the examination expense of all these independent
agencies, they could be constantly harassed and bothered with two
examinations a year from each one of them; and I cannot see how
they could endure it. As it is today, the banks are pretty well
harassed with examinations and with the various reports that they
are required to make to the various agencies, which is a great
expense to them.
The CHAIRMAN. Are not the reports worse than the examinations?
Governor EccLBs. They are both bad enough, but necessary.
The CHAIRMAN. From what I have heard, it would appear that
the reports are worse than the examinations.
Governor EccLES. In most countries they have no examinations.
In Canada there are no bank examinations whatever; and there
never have been any bank examinations whatever. They have never
had them.
The CHAIRMAN. Of course, they enforce criminal law in Canada,
you know.
Governor EccLES. They have reports. As I understand it; in
Canada they have complete monthly reports. That is correct, is it
not?
Dr. CuRRiE. Yes, sir; but they also have examinations now.
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Governor Ecci^s. No; not examiners going out into the banks.
What they do is this, they get the monthly reports into the head
office; and there are two examiners that go over those reports in the
head olRce. What I meant was that there are no examiners who go
out into the banks and carry out the examinations.
Mr. FoRD. Unless they Rnd something wrong with the report!
Governor Ecci^s. They make an inquiry. But, you see, those
banks have numerous hranches, and the banks themselves have their
own examiners. That is the way the British banks operate, in the
same manner; they have their own examiners*
It is not expected that this proposed legislation will create a per
fect banking system by any manner of means. We will still have
plenty to consider, looking into the future.
The CHAIRMAN. Mr. Brown, have you Rnished!
Mr. BROWN. There is nothing in there to abolish the human equa
tion.
Mr. CRoss. I was wondering how to abolish these glass eyes.
The CHAIRMAN. Well, gentlemen, we will ask Governor Eccles to
come back in the morning, at 10:30.
(Thereupon the committee adjourned until tomorrow, Tuesday,
Mar. 19, 1935, at 10:30 a. m.)
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TU E SD AY , M A R C H 19, 1935

HOUSE OF REPRESENTATIVES) j
COMMITTEE ON BANKING AND CURRENCY?

C.
The committee met at 10:30 ajm ,H on. Henry B. Steagall (chair
man) presiding.
;
The CHAIRMAN. Governor Eccles, Mr. Goldsborough desires to ask
you some questions.
STATEMENT OF MARRINER 8. ECCLES, GOVERNOR FEDERAL
RESERVE BOARD-^—Resumed

Mr. GOLDSBOROUGH. Governor, you liave been here for some time
now and have been exceedingly patient, and I will not take very
long, I am sure.
During the discussion of this bill, and, practically every bill the
committee considers, the question of inflation is raised. I do not
want to get outside of the issue, and I do not think I am. I have
made, so far as I am able, a very careful study of so-called ^ infla
tion." I understand it means an increase in the volume of mohey
to the point where its value is either worthless or partially worthless.
I am unable to find in history any single instance where, under a
stable government there has ever been that sort of inflation, and I
am wondering if you are able to cite a case where there has beem
any inflation under a stable government.
Governor EccLES. I am not much of an authority on the subject
of what has happened throughout the history of the world with
reference to the matter of inflation. What study I have givento it
applies more to recent developments, particularly since the war.
The conditions in this country at the present time are in no way,
to my mind, parallel with the conditions m those countries that have
had more or less inflation.
Mr. GOLDSBOROUGH. Generally, the cases that are cited by those
who are sometimes called reactionaries^—and I do not want to be
offensive, but that is the best I can do—the caseg cited by them are
the continental money, the French assignats and the German money
after the war. Of course, the Continental money was issued at a
time when nobody knew in this country whether we were going td
be under a king or under a president, or what the government was
going to be. Conditions were almost absolutely chaotic.
The same thing existed when the assignats were issued in France,
and insofar as Germany was concerned, that inflation was deliber
ately created for the purpose of destroying the internal debts.
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I remember not very long ago, Mr. Bernard Baruch had an article
on inflation in the Saturday Evening Post—you may have seen it—
which was propagandized by pictures, some 3 or 4 pictures or cuts
were in the article depicting the printing presses in Germany during
the immediate post-war period, which seemed to me to be so utterly
unfair and inappropriate as to make the article absolutely valueless.
In this bill which we are considering, the banking system is allowed
to remain in exactly the same position that it has been for a great
many years. We have in all the banks, State and national, capital,
surplus, and undivided profits of less than $7,000,000j000. The de
posits of those banka hav&been as high, I think, as $57,000,000,000
during 1929.
Governor EccLBs. Including time deposits.

Mr. GOLDSBOROUGH. Including time deposits. Do you care to ex
press your opinion as to that sort of a system, or do you think that
is outside the inquiry!
Governor Ecci^s. What was the question!
Mr. GOLDSBOROUGH. I am asking you if you care to express your
Opinion about a monetary system which is not the creation of society,
but is the creation of a private institution, and which is based on
debt.
As I said before, that may be, in your opinion, so far afield that
you do not care to discuss it.
Governor EccLES. I do not believe that it is practical at this time
to abandon the present system of creating money by bank credit.

Mr. GOLDSBOROUGH. By bank debt.
Governor EccLES. Bank credit means a debt of somebody.
Mr. GOLDSBOROUGH. It is better to use the word debt, because that
is what you are speaking about.
Governor EccLES. I da not know that we have any alternative.
It is my view that we should attempt through this legislation to make
the existing system of banking more responsive to the needs of the
country than it has been, and also to exercise a greater degree of
conscious control over the creation and the extinguishing of money,
and thereby attempt to create a greater degree of business stability
than we have had m the past.

Mr, GOLDSBOROUGH. You agree with me, do you not, that permanent
prosperity cannot be basect on debt! You cannot have debt, which
is increasing all the time^ and have any sort of permanent pros
perity^ can you!
Governor EccLEs. I do not agree that it is no$ possible to have
permanent prosperity with
existing, banking system, if, in con
nection with its operation, a taxing system is recognized as an ad
junct in helping to bring about a more equitable distribution of
income during periods o f prosperity.
Mr. GOLDSBOROUGH. We never have had any such tax system, have
we!
Governor EccLES. No ; we never have, and we have never had very
much control over the banking system.
Mr. GOLDSBOROUGH. Do you or not agree with me that under the
present set-up, insofar as banking is concerned and currency is
concerned and taxation is concerned, we can only have pseudo pros
perity which will collapse from time to time—do you think that
is true ?
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Governor EccLBS. In our past history we have had periods of
prosperity by the process of building up debt and then periods o f
depression by the process of bankruptcy and the extinguishing of
debt. That nas been true of all capitalistic countries.

Mr. GOLDSBOROUGH. That has not been the condition in France,
has it, where the banks only have about a 50-percent reserve?
France has never had these recurring periods of collapse.
Governor EccLBs. It is more or less true of every country, I think.
Possibly it may be less true in France than it has been here, and
I think it is possibly less true in Britain than it has been here
because in recent years they have exercised, I think, a better control
over their money system than we have.
The volume of money in Great Britain during the period of our
depression did not decline. It remained very stable.
The wiping out of a third of our deposit money by bank liquida
tion of debt, and by bank closings, accentuated the depression.
Mr. GOLDSBOROUGH. Now I am old enough to remember that part
of the deflation period from 1886 to 1896, and I, of course, remember
the much better economic condition existing between 1898 and 1914.
I think it is thoroughly understood and agreed by everybody that
it was the want of money which caused the depression in 1879 and
1896, which culminated m the Bryan free-silver campaign. After
that time gold was discovered in South Africa, in the Klondike, and
in Australia—we were on the gold standard, with a continually
increasing supply of money—so that from about 1898 to the opening
of the World War this country had what can be termed, at least
relatively speaking, " considerable prosperity."
It was not the banking system, or fractional reserve system, that
gave us that prosperity. It was the fact that we were able to put
into the market a continuously greater supply of money. I do not
believe anybody disputes that. Let us see what happened to our
debt structure during this period about which I have just spoken,
from 1896 to 1914, and up until 1920.
After 1920 our supply of gold was of such a character that we
could not put it in me market as fast as our production wanted to
increase, so our production did not increase, but our debt increased
and our speculation increased.
Take, for instance, the period from 1913 to 1921. Our real estate,
Government, State, and local jdebts increased from $38,000,000,000 to
$75,000,000,000, and $15,000,000,000 of that was the war debt.
So that, as a matter of fact, our debt increased, outside of the war
debt, 60 percent, and our income increased 83 percent. Our national
wealth increased 67 percent.
In the period from 1922 to 1929 which is spoken of as a period of
prosperity—and I never could see any prosperity during that period
and I have never been able to see any since; it was a period of
speculation—during that period our debt, that is, our real-estate
debt, our Government debt, and our State and local debts increased
from $75,000,000,000 to $126,000,000,000. The increase was 68
percent.
Our wealth only increased 20 percent; that is, from 321 billions to
385 billions. Our income only increased 29 percent, from 66 billions
127297^35------ 20
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to 85 billions. We liquidated during that period $4,000,000,000 of
long-term debts, and we took on $55,000,000,000 of other debts.
That was a period in which our present monetary system, as
handled by bankers, was in full sway, but a period in which our
money supply, based on the gold standard, was not increasing. It
ended up in collapse.
I have never seen anybody who could, but if you can, I wish you
would give us your view as to how, loaded up with all this debt,
we are going to get out of this depression under the present system,
with what amounts on the average, to a 10-percent bank reserve.
How can it possibly be done, unless we have complete deflation and
wipe out the debts by bankruptcy.
Governor EccLES. There are two ways of doing it. One is the
way you have just stated, that is^ continuing a process of deflation
and wiping out a large part of existing debts through the process of
bankruptcy, because the national income at the present time is not
sufEcient to support the existing debt structure.
And that is one reason we are possibly not getting recovery today,
because liquidation and the pressure of debt is very^ very great, and
it acts as a millstone around the neck of the economic system.
The other way to get recovery, the only other way I can think of,
is by a process of reflation.
Mr. GrOLDSBOROUQH. Under our present system we cannot have any
reflation without an accumulation of more debts, you know.
Governor EccLES. I believe it has been very genereally recognized,
certainly since March 1933, when the banking structure collapsed
and closed, that it was not practical or possible, without involving
very great political and social upheavals, to continue the process of
deflation. The situation had reached the limit of human endurance,
beyond what the people were willing to stand by way of deflation,
which creates unemployment and all of the other attendant ills, and
reflation was desired and was expected.
The only way that that can be brought about is by increasing the
means of payment, either currency or bank deposits, in the hands of
those who will spend faster than production increases.
Mr. GOLDSBOROUOH. Can you spend faster than you accumulate
debt, under our present system? That is the dilEculty, the debt is
always ahead of the spending.
Governor EccLES. Interest is a very important element in connec
tion with the creation of money by debt. Very low interest, it seems
to me, creates a far less dangerous situation than debt created on a
basis of very high interest.
Mr. GOLDSBOROUOH. That is true, but of course the banks ordi
narily now charge the same interest as they always have been charg
ing*
Governor Ecci^s. Not generally. Most of the debt today is at a
much lower rate than it was. I would say the average interest in
come of the banks today is 40 percent less than it was in 1928 and
1929.
Mr. GOLDSBOROUOH. That is because they have accumulated long
term Government obligations.
Governor EccLES. And other Government obligations.
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Mr. GOLDSBOROUGH. When they loan to their customers they do
charge a large rate. In our State it is 6 percent. They have not
reduced it, certainly within the range of my observation.
Governor E ccLEs. I think that is true more in the country banks
than in the city banks, where they are largely influenced and affected
by the money market. And the rate of lending goes up and down
in pretty close relationship with the general supply of money, and
you get an excess of money as yon have now, when the rates are at a
ridiculously low figure for certain short-term eligible paper.
Now, to get back to the question of creating prosperity out of debt.
It is true that the bulk of the means of payment under the present
system is created by an expansion of bank credit.
Mr. GOLDSBOROUGH. In other words, you create more debt to p a y
the present debt.
Governor EccLES. A part of the debt of the country is not bank
debt. The debt that the banks create in creating money is, in fact,
only a small part of the total debt.
Mr. GOLDSBOROUGH. That is true.
Governor EccLES. And it is not by any means the burdensome part
of the total debt.
Money is created in our present system by banks loaning to cor
porations, to individuals, and to the Government. During the past
2 years there has been no increase in the supply of money as the
result of the banks lending to individuals or to corporations. As
a matter of fact, the money supply would have been actually dimin
ished since 1933 had it not been for the Government not only making
up the deSciency, but greatly exceeding it by its borrowing and
spending. Had it not been for the Government's budgetary deficit,
I do not believe the deflationary processes would have stopped.
The credits which the banks have extended to others than the
Government are less now by several hundred millions than they
were right after the bank holiday.
The Government has been forced to supply the money deficiency
by reason of the other creditors being either unable or unwilling
to supply it. I believe I made a statement yesterday in connection
with the Government supplying money by borrowing from the banks
that might have been misunderstood. I am sure it was misunder
stood by many of the press comments that were made. That is,
the question oi the Government paying the banks a subsidy.
Mr. GOLDSBOROUGH. I probably made the mistake of accentuating
that too much myself. I am at fault probably more than anybody
else.
Governor EccLES. I would like, for the purpose of the record, to
make an explanation of my understanding of the question of the
Government interest paid to the banks.
In purchasing offerings of Government bonds, the banking system
as a whole creates new money, or bank deposits. When the banks
buy a billion dollars of Government bonds as they are offered—and
you have to consider the banking system as a whole, as a unit—the
t)anks credit the deposit account of the Treasury, with a billion
dollars. They debit their Government bond account a billion dol
lars, or they actually create, by a bookkeeping entry, a billion dollars.
Mr. GOLDSBOROUGH. By a sort of magic or necromancy.
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Governor EccLES. The Government in turn draws out those de
posits and disburses them in the payment of all of its obligations and
various appropriations*
Mr* GOLDSBOROUGH. These payments, of course, go in the banks.
Governor EccLEs. Yes; these payments of the Government, of
course, immediately go right back into the banks, and therefore the
total deposits of the banks are not changed; but the ownership of
the deposits is transferred from the Government to individuals and
corporations, who can spend it or use it to reduce their debts to
banks.
Mr. Goldsborough brought out the point that the Government,
because of its sovereign power, is able, if Congress so wills, to Rnance
its operations by payment of currency for its obligations, and that
it could go so far as to take up its bonds by paying out currency.
The result of that operation, insofar as the bonds were purchased
from others than banks, would be that bank deposits would increase.
Mr. GOLDSBOROUGH. Bank reserves, not deposits.
Governor EccLES. Deposits. I f the Government paid its bills in
currency, that currency would be disbursed, the money would come
into the banks to the credit of individuals and corporations, and thus
the deposits would be increased in exactly the same way.
Mr. GOLDSBOROUGH. I wish you would speak about that for a while.
The deposit would not increase, but the reserves would increase.
Governor EccLES. Both would increase, both the reserves and the
deposits would increase. To the extent that the bonds were pur
chased from banks, reserves would increase and deposits would not.
To the extent that bonds were purchased from others both deposits
and reserves would increase.
The proposal was that, when you substituted currency for bonds,
the reserves would be greatly in excess of what they now are;
because the banks would not have the deposits invested in Govern
ment bonds, but would be carrying those deposits as excess reserves,
and to the extent that present holdings of governments by the banks
were taken up by currency, the reserves of the banks would increase
by about 11 or 12 billions of dollars. Thus, you would have excess
reserves of, say, 13 or 14 billions including the more than 2 billions
now held by simply taking up the existing holdings of Government
bonds.
That, of course, would be a means of potential inflation of a
tremendous amount.
Mr. CRoss. Could you not raise the reserves of the banks so as to
check that ?
Governor EccLES. I was just going to say, it was suggested that
the reserves of the banks would be increased by the amount of the
Government bonds that were taken up, as the result of the issuance
of currency in payment for them, and the currency would come right
back into the banks as a deposit.
The point I raised was that the banks would under no circum
stance be willing to handle the deposits which would be created
without/getting a return, without being able to invest them at in
terest. But, if reserve requirements were increased by the amount of
the increase in reserves, the banks would be unable to perform the
services which they do perform in the handling of the business of
the community, of their customers, of the clearing of financial trans
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 5

401

actions and the keeping of the individual and corporation accounts
without making service charges that would compensate them for
their loss of income or interest, as a result of depriving them of
interest on the Government obligations.
Mr. Goldsborough stated the other day that that charge could be
socialized and I stated that the best way to socialize it was to do as is
being done now, by permitting them to get interest on Government
bonds*
Instead of the interest on Government bonds being a subsidy to
the banks, it seems to me it is a payment for services which they are
rendering in handling the deposit accounts which are created as a
result of the Government deficit.
Mr. GOLDSBOROUGH. Now, Governor, it seems to me, now, and has
always seemed to me that the real way to do a thing is to do it
directly, instead of going through the pretense of issuing bonds to
the banks that have not anything to loan, except what their book
keepers can put on their books.
The banks have nothing except their capital and surplus, which
amounts to less than 7 billion dollars, and they have used that up
long ago in loaning to individuals.
Governor EccLES. Except their time-deposit funds.
Mr. GOLDSBOROUGH. Except their time-deposit funds.
Governor EccLES. That represents half of the deposits of the
banking system.
Mr. GOLDSBOROUGH. But long before that they come to the Govern
ment for help. They have used up all they have.
We go through the racket—and that is all I am able to see that it
is—of issuing to the banks, sending to the banks bonds, and they
put a money credit on their bank books in favor of the United
States Government. The United States Government by depositing
that money as it does, when it gets the money credit, lends the money
back to the banks and proceeds to pay them interest on it. That is
a racket.
If we owe the banks for that service they render, and we do,
there is no doubt about that, they render service outside of their
lending service and they should be compensated for that; they will
have to be compensated for that to live.
But there is created in the public mind the idea, and it is done
deliberately by the class which controls the money of the country—
there is created in the public mind the idea that there is some eco
nomic impropriety in the Government furnishing its own medium
of exchange, that it has to do it through borrowing money from
the banks that the banks do not have.
Society has everything; the banks have nothing, and yet we go
through this farce of borrowing money from the bank and creating
the impression that it is inflationary for society itself to issue the
necessary medium of exchange with which to conduct the country's
business.
What I am getting to is this. I am not suggesting any immediate
revolution. But we could pay these bonds as they are callable; we
could pay these bonds when they come due with money issued on
the credit of the Government of the United States. And if the
public knew that would be done it would have two effects, Rrst it
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would reconcile them to this debt, which is having a terribly de
pressing effect on their minds and on their psychology. It would do
that.
And the second thing it would do would be to have them under
stand, to make them understand, that society is not dependent upon
a banking system for its currency. Our currency system in this
country was not the creation of society; it was the creation of the
banks.
Last year about this time a subcommittee of this committee con
sidered what was called a monetary authority bill. The goal of that
proposed legislation—whether it could be reached or not—the goal
of the proposed legislation was to separate the profession of bank
ing from the issuing of the money of society. It placed the issuing
and the control of the money which society uses in the hands of an
independent authority, which would have no selfish interest in mak
ing the medium of exchange as scarce as possible and as high as
possible.
I am wondering if something of that same idea is not involved
in this present bill, which undertakes to take from the Federal Re
serve banks and place in the hands of the Federal Reserve Board the
control of the open-market operations of the Federal Reserve System.
Governor EcCLES. Discount rates and reserve requirements.
Mr. GOLDSBOROUGH. Discount rates and reserve requirements. Is
that so ?
G o v e r n o r EccLES. It is c o n te m p la te d to cen tra lize th e r e sp o n 
s ib ility a n d th e a u th o r ity f o r co n tro l o v er the v o lu m e o f m o n e y .

As I have stated upon several occasions, so long as most of our
money supply is created by the willingness of private citizens and
corporations to borrow from banks, the control of deflation is much
more difficult than that of inflation. If there is too much borrowing
from banks and, as a result of that operation, the creation of infla
tion, when the means of payment is increasing faster than the raising
of discount rates and the selling of securities in the market would dis
courage further expansion of private borrowing from the banks and
would act as a means of retarding the inflationary process.
On the down side, the reverse action, the reduction of rates and
the creation of excess reserves, would tend to slow up liquidation and
would tend to encourage the use of credit.
In our present money system I know of no other means within the
banking system itself of influencing or effecting a control over the
supply of money.
I have stated that we should seek to use these controls which I have
just mentioned to combat deflation, which means unemployment, and
unemployment means reduction in national income, in wealth pro
duction, and wealth consumption.
That is where the problem must be met, and it must be met. it seems
to me, by society as a whole, through government.
The tax system—our in ome tax system—must be worked in and
timed with the money system. When private credit is expanding and
there is a budgetary surplus, the Government debt should be reduced.
The reduction of the Government at a time when there is a rapid
expansion of private debt tends to offset the inflationary effect of the
expansion of private debt. That is where the contraction comes, as
result of the banks reducing their holdings of Government bonds.
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It is very important that the problem of income taxation and the
operation of a central banking monetary policy should be coordinated
and properly timed. A substantial increase in taxes at the present
time, if they would pull into the Treasury money which would other
wise be spent and thus reduce private spending, would be of no par
ticular help in our economic as a whole. The time to increase income
taxes, of course, is when incomes are such that income taxes would
produce substantial revenue; in other words, in the upswing.
I believe that there is only one way by which we will get out of
the depression, and that is through the process of budgetary deficits
until such time as private credit and private spending expands. The
expansion of private credit depends upon the will and ability of
private interests to borrow and spend. Until private borrowing and
spending expands, and puts people to work, the Government must
do the borrowing and spending.
Mr. GOLDSBOROUGH. Governor, going back to the subject of infla
tion, it seems to me that the fear of so-called " inflation " is the
thing which makes it increasingly difficult to improve our monetary
system.
I have been following this whole matter through for a great many
years, and I remember very distinctly that back in 1931—I do not
want to go too far back—but I remember that in 1931 we were told
that if we adopted the policy of buying Government bonds that would
cause violent inflation. That was when the original so-called
" Goldsborough bill " was passed through the House.
During that period, and before that period, if anybody had sug
gested that it was possible for the Government to raise any money
except by borrowing it from the banks, he was immediately cast
into outer darkness; he was not even thought fit to sit in the room
with intelligent people. That was the exact condition.
We went off the gold standard and nothing happened. We passed
the so-called " inflationary bill" in 1933 and nothing happened.
And it is the feeling, I am sure, of a great many Members of Con
gress—it is certainly my own feeling—that one of the things we
need in this country is more real money and less false money in
circulation.
If, as a matter of fact, we could get to the point where the money
we use was real money and could not be contracted by the payment
of debt, then you could not have any violent delation; we could not
have any violent inflation; you could not have either one.
Governor Ecci^s. It depends upon the distribution of that money
and the willingness of people to put it in circulation.
Mr. GOLDSBOROUGH. I know that it would be very much more diffi
cult than it is now to have deflation, or inflation, either.
Governor EccLES. I agree with you that all of this inflation talk
we have heard for 3 years has been largely imaginary.

It is true that, based upon existing excess reserves of the banks,,
there is a possible means of creating a tremendous credit inflation.
That, of course, does not necessarily mean that you are going to get
that inflation.
In the first place, in order to get it, we have to get people willing
to use the bank credit. It cannot be gotten in any other way.
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Then it alao would be necessary that there be no control exercised
after private credit began to expand to a point where prices were
going up rapidly and production had reached a peak.
I do not believe that it is going to be so easy to get inflation.
Certainly efforts have been made now for several years to get it;
but from all indications, we are as far from it now as we were 2 or
3 years ago. There is not the slightest indication of inflation.
Unless the people in this country have money and jobs or are
put in possession of money through jobs or without jobs, so that the
means of payments increases, and unless those people and corpo
rations with money will spend the money that they have, we can
not get inflation.
It cannot be obtained merely by changing the gold content, or
by silver legislation, unless the result of such changes will actually
put money in the hands of people to spend, and unless it induces
the holders of existing money to spend. Otherwise you do not
increase the volume of money and you do not increase the velocity
o f money, both of which are necessary in order to get inflation.
Mr. KoppLEMANN. Mr. Eccles, with reference to section 210, page
49, in regard to making loans on mortgages, you know about that!
Governor

EccLES.

Yes.

Mr. KoppLEMANN. As I understand it, it authorizes commercial
banks to make loans on real estate for a period of 3 years, and
repayment is to be made in full at one time or up to 20 years to be
amortized. It puts commercial banks and investment banks in the
building and loan business.
Governor EccLES. They are already in.
Mr. KoppLEMANN. But this bill is intended to put them into it fur
ther than ever.
Governor EccLES. No. The bill is not for the purpose of putting
them into any particular business that they are not already in.
They are in the investment business and in the mortgage business
and have been to a very large extent for a great many years. They
are in the investment business in that there is no limitation as to
the amount of long-term bonds of all kinds that they are permitted
to buy. There is a limitation with respect to making Brst realestate mortgages on improved properties. That limitation is 50
percent of the time deposits and up to 50 percent of the appraised
value of the property, and up to a period of 5 years; and the bank
ing system today holds over $2,000000,000 of those mortgages.
Therefore, they are not being put into any business that they are
not already in. What we are attempting to do in this case is to
permit them in the making of real-estate loans to make loans on an
amortized basis over the life of the loans or over a period of time
which would give to the borrowers some assurance of being able
to pay. The straight 5-year mortgage has proven to be a very bad
form of instrument, both for the banks and for the borrowers, and
also for the building and loan companies engaged in making mort
gage loans and a few insurance companies and mutual savings
institutions engaged in that type of mortgage lending.
I have said, and I repeat, that either the banks in this country will
have to give up their time deposits or they will have to be permitted
to invest or loan those deposits in the same field where the mutual
savings banks, the insurance companies, and the savings and loan
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institutions, loan their deposits; because the time deposits of the
banking system are of the same type and represent the same type
of money as the funds which the mutual savings banks and the
building and loan companies loan and invest.
Mr. KoppLEMANN. It was the bad practice of the banks which
caused the debacle.
Governor EccLES. I do not agree with that
Mr. KoppLEMANN. Did not the banks themselves claim that it was
their long-time loans which were the chief cause of their dilBculty!
Governor E ccL E S. I do not think so.
Mr. KOPPLEMANN. Is it not commonly so stated !
Governor EccLES. It is commonly stated; but it is not the fact.
Mr. KoppLEMANN. I might digress for a moment and ask you if
you can in a single statement, without taking too much time of this
committee, let me have what is your opinion of the cause of the
difSculty of the banks !
Governor EccLES. I think the record of my answers to the ques
tions that have been asked quite a number of times shows it; but
I can state it very very brieHy. One of the principal troubles or
difEculties that brought about the depression was not the shortage in
the supply of money altogether, but it was due in part to the in
equitable distribution of income which contributed to a speculative
situation in the security markets and to an expansion of productive
capacity out of relationship to the ability of the people of the
country to consume under the existing distribution of income.
That condition was not created by the banking system. Long-term
credits were not responsible for the depression; they only became
unsound when the national income shrank. A perfectly good credit
over a short term or a long term may become a very bad credit if
business conditions change. Short-term credit is not necessarily a
sounder loan than long-term credit. Most of the short-term bonds
which were held by the banks that became due during the depression
could not be paid but had to be refunded.
Mr. KoiTLEMANN. Supposing that I ask you this further question.
Governor EccLES. In order to obviate that situation of forced de
flation, this bill proposes that Reserve banks be legally permitted to
make advances to member banks against sound assets. The only
place where liquidity can be created is through the Reserve System
and that would permit the Reserve System to stop forced credit de
flation and bank failures so long as banks had assets upon which
they could secure credit.
Mr. KoppLEMANN. In part you anticipated the question I was
about to put to you, which is: Are loans made on real estate ex
pected to be rediscounted by the Federal Reserve!
Governor EccLES. They are expected to be available as security
for advances to be made by the Reserve banks. The credit depart
ments of the Reserve banks will pass upon credit extended to member
banks in the future as they have always done in the past, except
that in the past they have been limited by statute to a certain type
of what is known as eligible paper which today is small in volume,
Mr. KoppLEMANN. Where in this bill does it provide that such dis
counting, or in eRect rediscounting, can be done!
Governor EccLEs. It provides in section 206 that section 13 of the
Reserve Act is to be amended so as to authorize the Federal Reserve
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banks, subject to the regulations of the Federal Reserve Board, to
discount for member banks any commercial, agricultural, or indus
trial paper and to make advances to member banks on their promis
sory notes secured by any sound assets.
Let me say this in connection with extending credit against mort
gages. That does not mean that Reserve banks will discount a 20year mortgage for 20 years. It means that the Reserve banks can
make advances to the member banks for such periods as reasonable
banking practice permits, which would be 90 days or possibly 6
months, secured by mortgages, collateral loans, or bonds with such
margin as the credit divisions of the Reserve banks may deem
necessary to protect the Reserve banks.
Mr. KoppLEMANN. Then it does not compel the Federal Reserve
to rediscount these loans?
Governor EccLES. No.
Mr. KoppLEMANN. Now, supposing I go to you as a banker and ask
for a loan upon my property in the form of a mortgage and the
hanker knows that he cannot rediscount, what will be the effect upon
your mind if I ask for a loan of you as a banker?
Governor EccLES. The banks today will not make such loans. In
the first place, they cannot make real-estate loans for more than 5
years. That precludes people from borrowing. Nobody today that
can secure a long-term, amortized loan will go to a bank and borrow
on a straight loan for a period of 5 years. They want longer-term
credit on mortgage loans.
Mr. KoppLEMANN. I am trying vary hard not to take any more
of your time than possible. Now, if section 210 should succeed in
encouraging banks to make long-time loans, they cannot be rediscountedF
Governor EccLES. But they can be borrowed against.
Mr. KoppLEMANN. Yes. What becomes the bank's liquidity which,
after all, as you and I know, is the foundation of the safety of a
commercial banking system?
Governor EccLES. th e liquidity of the banking system depends
upon the Reserve System as I have indicated.
M r . KoppLEMANN. W h a t I am t r y in g to b r in g o u t is th is.
I am
n o t o p p o s in g th e b ill n o r d o I w a n t to a p p e a r u n d u ly c r itic a l.
W h a t I a m t r y in g to b r in g o u t is t h a t th e e ^ e c t o f section 2 1 0 is
m o re a p p a re n t th a n real*
I t seem s to m e th a t it c o n tain s la n g u a g e
ra th e r th a n a rea l a n d effectiv e m e th o d o f g iv i n g p r o p e r ty o w n ers
a ch an ce to o b ta in m o r t g a g e lo a n s.

Governor EccLEs. That will depend entirely upon the willingness
-of the banks themselves to extend mortgage credit. In the absence
o f any field for investment of the excess funds of the banks, it seems
to me that there will be a willingness, not only a willingness but a de
sire, of bankers to invest those funds where a substantial portion of
the deposit money is represented by time money upon which they
are paying 2 to 2% percent.

Mr. KoppLEMANN. Right there may I ask you this question? You
talk about time loans. Are not time deposits in reality nothing more
than demand deposits?
Governor ECCLES. Only in case of bank runs. The time deposits
in a bank remain stable unless banks are permitted to fail.
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Air. KOPPLEMANN, That answers my question. Only in time of
bank runs.
Governor EccLEs. That is right. At other times time deposits
fluctuate very little and, as a matter of fact, usually, or at least dur
ing the past, they have shown a gradual increase over a long period
of years.
Mr. KoppLEMANN. What effect will such loans have upon building
and loan associations and do you interpret that commercial banks
are to compete with them ?
Governor EccLES. I think there is a field for both. It seems to me
that we might ask what effect will it have upon insurance companies
and mutual savings banks.

Mr. KoppLEMANN. That is right.
Governor EccLES. The more agencies we have for extending credit
the more likely the borrower is to get favorable terms for his credit;
and I think that, in the interest of recovery, long-term low rates are
necessary.

Mr. KoppLEMANN. Yet under section 210 all of this is quite im
probable of happening insofar as banks making loans due to the fact
that they cannot rediscount excepting on short time, as you say, 90
days, perhaps 6 months.
Governor ECCLES. That is very true; but that will not deter the
banks from making long-time loans. The banks today can only bor
row on Government bonds on a 15-day basis but they can renew.
Banks are certainly not expected to make real-estate loans and sell
them to the Federal Reserve banks and then take the funds and make
additional loans, because that would create credit inflation. Banks
should not loan beyond the amount of their available funds and the
rediscounting facilities of the Reserve banks are for the purpose of
enabling the bank system to meet temporary fluctuations in their
deposits and to meet withdrawals due to unusual conditions that may
develop.
Mr. KoppLEMANN. I agree with you that commercial banks should
do a safe and sound business, and that under section 210 of this bill,
it would be bad business to make these mortgage loans. That is all.
Thank you.
The CHAIRMAN. Would you like to come back this afternoon or
tomorrow morning?
Governor EccLEs. I would appreciate it if I could come back in
the morning.

The CHAIRMAN. We will ask you to come back tomorrow morning
at 10:30. Mr. Goldsborough and Mr. Cross and Mr. Williams would
like to ask you some questions and with that we hope to conclude.
(Thereupon, at 12:05 p. m., the committee adjourned to meet
again at 10:30 a. m., Wednesday, Mar. 20, 1935.)
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WEDNESDAY, MARCH 20, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

TFaFA%%7%<??!', Z7. (7.

The committee met at 10:30 a. m., Honorable Henry B. Steagall
(chairman) presiding.
The CHAIRMAN. Mr. Cross, do you desire to interrogate Mr. Eccles
at this time!
STATEMENT OF MARRINER S. ECCLES, GOVERNOR FEDERAL
RESERVE BOARD— Resumed

Mr. CROSS. Governor Eccles, you know, I am very much disturbed
about your testimony as it has been given. You have testified that
with the levers you have in this bill you feel that you could con
trol inflation, but that the question of deflation was another story.
In other words, you have a string with which to pull down inflation,
but you have no string with which to pull up deflation.
And you also testmed as to the depression, as I recall your tes
timony, that deflation meant depression, and as long as you have
deflation you will have depression.
What is troubling me is how to get some means by which we can
lift deflation*
Also, in your testimony you stated that you thought the incometax question would have to be worked into the monetary system
somehow.
I introduced a bill—I do not suppose you ever heard of it, or
have ever read it—in an attempt to control the whole commodity
price level through the system of the income tax. That bill pro
vided that when the wholesale commodity price level was below the
purchasing power of a dollar; say that the purchasing power was
up to twice what it was in 1926 and 1927, for the sake of argument,
that the Government, or some agency of the Congress be permitted
to lower the income tax, to pay the running expenses of the Gov
ernment, the salaries of the civil-service employees, and the Army
and the Navy, and other governmental expenses, and pay off the
bonds and other obligations as they fall due by simple currency,
having it printed, until the prices of things rise, or the purchasing
power of the dollar fell, whatever it was, taking it in the year
that you are taking as a standard.
Now, if the prices rise more than 2 percent, as was provided in
the bill, above where they were in the year taken as a standard,
you are going to be laying on income taxes and taking currency
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out of circulation; in other words, performing the same function
as the open-market transactions, and you would take currency out
of circulation the same as you would if you were to sell bonds and
take it out) or you put currency in circulation by paying the expenses
off, doing it in one or the other way.
Do you not think that by means of the currency you could get
a string to lift up your depression ?
G o v e r n o r E ccL E S . I d o n o t k n o w t h a t I c a n a d d a n y t h i n g t o w h a t
I h a v e a lr e a d y s a id o n t h a t s u b je c t .

Mr. CROSS. It is very patent that we cannot get out of this de
pression, depending upon credit, as long as the conditions remain
as they are. You can reduce the rediscount rate to nothing, and
you can put the reserves of the banks down to nil, but as long as con
ditions are such that a man cannot produce his goods and sell them
for what they cost him, as long as there is no purchasing power
among the people he cannot get a price that will enable him to pay
the expenses of operating his factory or his farm, or whatever he
is operating, because the banks could not loan him anything. If I
was a banker, or if you were a banker, you could not afford to loan
him any money; he could not borrow that money to produce the
goods and pay the money back because he has to have buyers, and
that means purchasing power, and upon that depends credit.
I do not see any way in the world to bring the country out of this
depression unless we get it out by deflation.
It is not a question of the income tax taking money out of circu
lation; it will have the same effect as if you sold bonds and took
them out of circulation. It is the same thing, is it not ?
G o v e r n o r E ccL E S . I
n o t th e in c o m e t a x .

d o n o t see w h a t y o u m e a n .

Y ou

s a y i t is

Mr. GOLDSBOROUGH. Mr. Chairman and Mr. Cross, I was examin
ing the witness yesterday when I yielded to Mr. Kopplemann, and
now I have yielded to Mr. Cross. I had under discussion with Gov
ernor Eccles yesterday the discussion of a major subject.
Mr. CROSS. You go ahead; I thought you were through.
Mr. GOLDSBOROUGH. You have started on a major operation.
Mr. CROSS. You go ahead.
Mr. GOLDSBOROUGH. Governor Eccles, at a meeting of economists
the other day, and also on the Roor of the House, I made the state
ment that, under our present banking system, if every man in the
United States had the Rnancial genius of the senior Morgan and
the inventive genius of an Edison or a Ford, and the energy of a
North German farmer, we could not have any permanent prosperity
in the United States because of the fact that just as soon as they
began to show their ability and pay off this load of debt it would
immediately cause another deRation, and prosperity would there
fore defeat itself.
What is your criticism of that statement!
Governor EccLES. That goes into the whole su bject of the way
money is created and extinguished.
Mr. GOLDSBOROUGH. I mean under our system.
Governor EccLES. I feel that it is possible to have prosperity
under our system, if we have the intelligence to manage our bank
ing and our monev yvstems. and our tax system in conjunction there
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with, and our public spending, so as to insure employment; that you
can have prosperity under the system whereby money is created
through bank credit, and is extinguished by the paying off of the
bank credit. Whether there are other ways of getting it or not, I
do not know that I am prepared to say. It is difRcult to make
changes; we found that out.
People are prone to change their habits, their customs, and their
belief very, very slowly; and changes largely come about as the
result of social and economic pressure.
Mr. GOLDSBOROUGH. I will put it in another way.
Summer before last, at the Century of Progress Fair, a very noted
statistician made a speech in which he said that the country owed
in debts about $200,000,000,000, but that if we all got good and were
thrifty, and saved our money and kept out of saloons, and things
of that kind, we could pay off $25,000,000,000 of the debt a year,
and in 8 years we would not owe any money at all.
I knew him very well, and I wrote him a letter and asked him
what, under our system, we would use for money, when that happy
condition arose. He wrote back and said he nad not thought of
that. When the debts were all paid off we would not have any
money with which to do business.
Governor EccLES. When the community begins to pay its debt
to the banks, it extinguishes money, deposits currency, and if that
process of deflation gets under way it is more or less self-generating
and it is very difRcult to stop it.
You can reduce rates through the operations of the Federal Re
serve System; you can create excess reserves; you can broaden the
eligibility requirements so as to make it unnecessary for banks to
bring pressure to collect debt.
When the community's volume of money is rapidly contracting,
it means that unemployment is developing; and the compensating
factor is the budgetary deficit, which keeps up the volume of money,
and those funds are used to give employment when unemployment
develops.
That is what I meant when I said that the money system and the
tax system, Government borrowing and paying must be worked in
with our banking system as the compensatory agency. Otherwise,
it seems to me what you say is likely to be what will happen. It is
what has happened in the past, to a very large extent.
Mr. GOLDSBOROUGH. Of course, what I have in mind—and I do not
know that you should be questioned particularly about it, in view of
the fact that it does not bear directly on any item in the bill—but
what I have in mind is that society should begin to bear in mind
the fact that our present banking system is an artificial one, built
up by the bankers themselves for the purpose of controlling money.
That society should begin immediately to endeavor to take that
control out of the hands of any one class and place it back where it
belongs, in society itself, and that one way to begin that is to inject
money into business. As an example, by reduction of Government
debt, paying off Government debt with currency.
Governor EccLES. I think that this discussion came up the other
day, and I stated my objection to paying off the Government bonds
in currency, which would result in the creation of very large excess
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reserves by the banking system, unless the reserve requirements were
increased accordingly.
Mr. GOLDSBOROUGH. Of course, that could be done by legislation,
and that very thing is contemplated by the bill we are now discussI have never had in mind, and I have never introduced in Con
gress any bill which would require the national debt to be paid im
mediately. There is only about 5 billion dollars of bonds which are
callable now. It seems to me that to start a system of teaching
society that banking is one thing, and the issuance of currency an en
tirely different thing, would not only relieve society of a tremendous
burden of interest, but would be a great educator, because in my
opinion we are never going to do anything by creating more debt
except to create a pseudo prosperity which will carry us along a
few years longer and then, as by building up capital goods and
selling on the installment plan with the use of more credit, have a
greater collapse than we have now.
Governor E ccL E s. I do not think the change in the system that you
propose would put money into the hands of people that do not
have it.
Mr. GOLDSBOROUGH. When you reduce taxes you declare a national
discount, do you not? You are speaking of income taxes, but that
would apply to any kind of taxes, any sort of taxes?
Governor EccLES. Yes; when you reduce taxes that is true.
Mr. GOLDSBOROUGH. It is fair to suppose, is it not, that society
would get the benefit of that discount:
Governor Ecci^s* If you reduce income taxes it should be kept in
mind that they are paid by a very small percentage of the total
population—it would mean that the funds saved by the class that
received the benefit of the reduction----Mr. GOLDSBOROUGH. You do not think the ultimate consumer would
get any benefit at all?
Governor EccLES. They would possibly get some benefit; but it
would tend to go into the capital held, and get productive facilities
out of relationship to consumer buying power.
I do not like the idea, personally, of paying off the Government
debt through currency; because it seems to me that it gives to a great
many people the idea of expecting benefits that they will not get.
The paying off of the debt by currency would simply increase the
bank reserves by the amount of Government bonds that they hold.
When the reserves are increased by that amount, you have created
a very difHcult problem, unless you increase the reserves by the
amount of the Government bonds that have been retired. Other
wise you have huge excess reserves.
I f you retire the Government bonds with currency, that currency
is the property of the banks and they will immediately send it into
the Reserve banks; so it would not go into circulation at all. It
would simply become a credit to the member bank on the Reserve
bank's books; and, as I said, would make for an increase in the
excess reserves by the amount of the bonds retired with currency.
Let us see what problems that creates. In the 8rst place, you
would have to increase the reserve requirements then by the amount
of bonds which you retired, which would be today about 40 percent
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 5

413

of the banks' loans and discounts. Government bonds are about 40
percent of the total loans and discounts.
Mr. GOLDSBOROUGH. If you retired them all at once.
G o v e r n o r E c c L E s . Of c o u r s e ; o r y o u w o u l d in c r e a s e i t a s y o u
r e t i r e d th e m .

You have a short-term financing of about 13 billion dollars, so
that there are more short-term maturities than the total holdings
of the banks. So in the course of a year or two the whole amount
could be retired, because of the very large amount of short-term
financing.
Let us assume, then, that you increase the banks' reserves by the
amount of the bonds which you retire, or, we will say, 40 percent.
Some banks only hold 10 percent of their resources in Government
bonds, and if a 40-percent increase in reserves were imposed upon
them they would have to reduce the credit they are now carrying
by 30 percent in order to meet the reserve.
Mr. GOLDSBOROUGH. Could not that be controlled by a system of
rediscounts between the banks?
Governor E ccL E S . Reserves would have to be uniform among the
banks; you could not have every one of the banks with a different
reserve requirement. If you made a uniform reserve requirement
in the banking system, with a bank holding 10 percent in bonds,
when the reserve requirement is 40 percent, it would either have
to go into the Federal Reserve System and borrow 30 percent, which
was the deficiency, or it would have to collect loans and discounts
to the extent of the 30 percent, in order to build up its reserves.
Most of the banks in small communities hold Government bonds
in the small amounts, and the deflation would come in those areas.
In the reserve cities the percentage of bonds held by banks, I
think, is in excess of 40 percent, on the average. That is one problem
it creates.
Another thing is that the State nonmember banks, which would
not be influenced by the increase in the reserve requirements made
by the Reserve System-----Mr. GOLDSBOROUGH. Yes; they would be.
Governor E c c L E s . They are not members of the Reserve System.
Mr. GOLDSBOROUGH. That does not make any difference, you can
put a check tax on them which will make them amenable.
Governor E c c L E s . And force them into the Reserve System?
Mr. GOLDSBOROUGH. No; but force them to abide by the Reserve
Board's dictum in the matter of raising and lowering reserves, under
penalty of having their checks taxed.
Governor E ccL E S . Then we get back to this problem. The retire
ment of these bonds through currency, or through giving the banks
credit on the reserve bank books, would not, of course, in any way
reduce the total deposits of the banks. It is 12 or 13 billions of
the Government bonds issued.
Mr. GOLDSBOROUGH. You said yesterday it would increase the de
posits. I agree it would not decrease them.
Governor E ccL E S . It would increase deposits if the Government's
expenses and its future deBcits were paid with currency. That
would increase the deposits by the amount of the deficit. But if
you simply retire the bonds now held by the banks, it would in no
way change their deposits.
127297— 35------ 27
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Mr. GOLDSBOROUGH. That was our discussion yesterday, in refer
ence to the retiring of bonds.
Governor E ccL E S . That in no way would change the deposits.
Mr. GOLDSBOROUGH. In other words, we agree on that.
Governor B ccL E S . The deposits would just remain the same.
Mr. GOLDSBOROUGH. Correct.
Governor E ccL E S . But those deposits are not the deposits of the
Government now. Twelve or thirteen billions of Government bonds
held by the banking system represent money which the Government
has spent. It has gone into circulation, ana it has become the prop
erty of the individuals and corporations, and the banks have the re
sponsibility of managing it and serving those customers in the hand
ling of their business, m their deposit accounts. Unless they can
invest those deposits which the Government has created as the re
sult of its borrowings, at an interest return, they would have no
object at all in handling the deposits. If they had to carry reserves
equal to the amount of the deposits which are created, there would
be no interest in the banks handling the accounts. Therefore, I
think, as you stated the other day, the cost of handling that busi
ness should be socialized, and I stated that it was being socialized
through the interest which was being paid on the bonds which the
banks hold.
Mr. GOLDSBOROUGH. You think that is the proper way to so
cialize it!
Governor E ccL E S . I think it is, and I do not think it is an unjust
way to socialize it for the reason that the banking system as a whole
has never been more remunerative than the average business, and
there is no indication at the present time that it is particularly at
tractive. Bank stocks have possibly suffered as much or more than
any other kind of an investment security, and based on my own
experience in the banking business as well as in various other lines
of business, I would say that from an investment standpoint the
banking business is the least attractive.
Mr. GOLDSBOROUGH. My dear sir, before the war the banks were
extremely prosperous, and there were practically no bonds out at
that time.
Governor EcctEB. Before the war we were in a rapidly growing,
new country; we were a debtor nation.
Mr. GOLDSBOROUGH. Being a debtor nation does not create prosperity.
Governor E ccL E S . Being a debtor nation creates a degree of pros
perity for the banks; I mean, in part, because of the shortage of
capital, and the high interest rates that were generally being paid.
The banks, like every other business, have had periods of pros
perity and pro6ts, and then they have had reverses. But outside
of the banks in the large centers, the average banks throughout
the country have certainly not been overpaid for the services which
they render, and if any revolutionary change is made in the method
of creating money, and if we should take all the Government bonds
up from the banks, as you propose, by currency and other methods,
how would they be compensated for the very necessary and the very
valuable and the very useful services which they render the com
munity in the clearing and handling of the transactions which they
are required to handle!
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 193 5

415

Mr. GOLDSBOROUGH. But now an artificial institution, our present
banking system, creates the necessity of rediscounts, intermediate
credit banks, and the army of bank examiners, and divides the
country into simply a creditor and a debtor class.
It is this artificial system that has created all this trouble, and
you cannot cure that by making additional paper or additional col
lateral eligible for rediscount; you are simply prolonging the final
debacle.
You have to get some real money into circulation in this country,
in my opinion.
Governor EccLES. I do not know how, under capitalism, you are
going to avoid the debtor and creditor relationship. Communism or
socialism, of course, would not-----Mr. GOLDSBOROUGH. I did not even suggest communism or social
ism. I did not intimate any such thing as that.
What I am suggesting is that in a country as rich as this is we
ought to be stocMiolders and not bondholders, and we ought to
get rid of the enormous creditor element and creditor complex and
manipulation which is going on in this country.
That is what I am talking about, and in my judgment, unless it
is done, we are. ultimately destroyed; the debtor is a slave to the
creditor, and the tremendous banking forces of this country abso
lutely run the country. Either that class has got to take its normal
position in society, or else it is going to swallow us all up, and for
this reason:
In this machine age where, as a matter of fact, labor is constantly
being released from industry, you have got to get some system
whereby you can declare a national dividend, either by a direct
dividend or by a discount system. It cannot be done in any other
way, in my opinion.
I am not suggesting for one minute that we shall revolutionize the
banking system in one stroke, but it does seem to me that we are not
helping matters any to be saying, " It is not time now; let us wait
until next week, or next month, or next year." We have been saying
that for 200 years.
Governor E ccL E S . I think this bill is taking a very great step
forward, and I believe that it is as far as we should go at this time
with reference to the matter of control of our system of money.
Mr. GOLDSBOROUGH. Just along that line—and I only have one or
two more suggestions I want to throw out—let me say this: During
all of the ages the battle of the people has been for a government of
laws and not of men; and all of my investigations during a period
of 35 years have taught me the truth of a saying of one of the
Rothschilds, " I f you give me control of the credit and money of a
country, I will control everything in it."
So, it seems to me that a legislative direction ought to be directly
injected into the monetary system, and that too much discretion,
except insofar as the mechanics and the technical phases of the law
are concerned should not be left to the administrator. It seems to
me it is the duty of Congress to lay down the policy on behalf of
the people, that policy to be carried out by technical experts.
Under this bill, members of the Federal Reserve Board—that is,
under the bill as amended—who are not necessarily benevolent
despots, and who are certainly not immortal, have almost the eoo*
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nomic destiny of the American people under their control, without
control. Do you think that is a good thing!
Governor E ccL E s . I am proposing it . The Board is in session all
of the time; Congress is in session part of the time. There is noth
ing to prevent Congress at any time it is in session giving such
instructions by congressional action as it chooses to give to the
Reserve Board, which is appointed by the President, and is required
to operate in accordance with the Federal Reserve legislation p a s s e d ,
and amended from time to time, by Congress.
I cannot see how it is possible for Congress to operate a money
system except through a body such as the Federal Reserve Board, or
some other board that they may create for the purposes of carrying
out the wishes of Congress, as provided in legislation which Congress
passed.
I do not think the proposed legislation in any way takes away
from Congress the sovereign power which they have and should have
and should retain. It is simply delegating to a body which should
represent the Nation and the interests of the Nation, the carrying
out of the mandates of Congress.
Mr. GOLDSBOROUGH. Of course, if we are going to assume that
Congress has no wisdom in this country, I agree with you.
Governor E ccL E S . I am not assuming that.
Mr. GOLDSBOROUGH. But if you are going to assume that Congress
has the wisdom it is supposed to have, then it certainly is fair to
say that Congress should give legislative direction to those who are
to carry out the law.
Governor EccLEs. I think that is being done here.
Mr. GOLDSBOROUGH. It is a declaration of policy.
Governor Ecci*E S. Yes.
Mr. GOLDSBOROUGH. Which, in the case of a cynical board, would
simply amount to a stump speech.
Governor EccLEs. The question of how to make rigid requirements
that will better represent the best interests of the people is a ques
tion I do not know how to answer, and I doubt if anybody else does.
Mr. GOLDSBOROUGH. I am going to conclude bv saying this, that
in mjr judgment what you have proposed is innnitely better than
anything we have ever had before.
Governor Ecci*ES. I thank you.
Mr. CRoss. Governor Eccles, what disturbs me is that it seems
that this system upon which you rest, judged by your statement, is
that debt is a good thing, and the more debts the better off we are.
I cannot Rgure that out.
You say you think the Budget ought not to be balanced and we
should keep going in debt
Governor Ecci^s. No; I did not say that.
Mr. CRoss. In substance.
Governor EccLES. The Budget must be balanced over a period of
time; but I think we should not look at the question of Budget bal
ancing purely on the basis of a year.
Mr. CROSS. No; the more debt you have the more money you
create; that is, the more money the banks can create.
As you said a while ago, the banks are prosperous when there are
a lot of debts, with high rates of interest. But does that make people
prosperous!
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Governor EccLEs. The intimation is that all debts are created and
carried by banks, and that if we in some way can create money
without bank credit we have prevented people from getting in debt.
As a matter of fact, the money which we create as the result of
bank debt is not very much more than 10 percent of the debts of
the country.
Then, what about the insurance companies of this country ! One
class of people save and pay into an insurance company, and an
other class make it possible for the savings to return something to
their posterity, because somebody goes in debt.
The whole system of capitalism is built up oh a basis of debtor
and creditor relationship, and the debt that the banks create, or the
money they create, is a very small part of the debt. You have not
taken the people out of the bondage of debt that you refer to by
simply changing the banking system and hnding some other method
of creating money.
Mr. FoRD. If it were possible to create money by a Government
just making the money, and if it should just go on paying its bills
and making money, would it be necessary for the Government ever to
go in debt, on the theory that it can just print the money and hand
it out!
Governor EccLES. The Government is a sovereign power, and it has
the power to create such money as the Congress appropriates. There
is no question about that. It does not have to depend upon the
banking system, as I have stated upon several occasions, to provide
credit for it. But it is my feeling that that is the most desirable
way.
Mr. FoRD. If the Government could make all the money it needed,
it would not have to go into debt, would it !
Governor EccLEs. You mean if it could collect in taxes what was
spent!
Mr. FoRD. No; I am talking about this idea of running printing
presses. If the Government could print all the money it needed,
it never would need to go in debt, would it!
Governor EccLEs. It could do that, but if it did it to a, suSicient
extent it would certainly make an inflationary condition which would
destroy the value of all money.
Mr. FoRD. It would break it down some.
Governor EccLES. Of course.

Mr. CROSS. You have to have controlled currency, if you are not
going to stick to a metallic base.
Governor EccLES. You have to have a managed currency, and
I believe that the present system, through the banking system, with
the public interest represented through the Federal Reserve Board,
is as desirable a way of controlling the value of money as has been
devised in capitalistic economies.
Mr. CROSS. The proposition is to devise something more than has
been devised, if possible, because under the very system we are talk
ing about you may create debt and prices may rise and you create
more debt, and it is inevitable that the crash will come directly,
and we go right back into the condition in which we And ourselves
now.
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Suppose we have a severe crisis, and people commit suicide, or
go into bankruptcy, and then finally come out again. Then the
same cycle starts over, and you keep going and coming back.
It seems to me we ought to have, if possible, more of what might
be called backbone money, or development money or credit-creating
money. If we can, we ought to get something that is more sub
stantial than currency, or money that will fade out over night,
pocketbook money.
It seems to me our trouble is that when prices begin to fall, this
credit money, or check book money, all vanishes and leaves us help
less, and ruins us.
Governor EccLES. It would be very fine if we could 6nd some
method of avoiding these cyclical changes and always have com
plete and full employment and business stability. But I do not
know of any rule whereby we can accomplish that. We can make
that an objective.
Mr. CRoss. You will agree with me on this, will you not? Sup*
pose there was no money; as long as crops were good and people
raised plenty, it would be a golden era, would it not ?
And if you had currency that would reflect the real exchange
values of those things which society needs; if you could get a cur
rency that would reAect the real values of those things in response
to the law of supply and demand, we still ought to be in the heyday
of prosperity, ought we not?
Governor E c c L E s . It depends on whether or not the currency is
distributed so that people could spend. If you still had inequitable
distribution to the point where a great majority of the people had
no money to spend, it would not make any difference whether you
used a currency system or some other system. The buying power
has to be in the hands of people, no matter what kind of money
system you use.
Mr. CRoss. When you trap a lot of people into debt and distress
them and they want to eat something, thin what would be the
result?

Governor EccLES. But the banking system, as I have indicated,
is not responsible for trapping the people into debt. This system of
Government loaning agencies, the Howe Owners' Loan Corporation,
the Farm Credit Administration, and the Reconstruction Finance
Corporation, are three of the greatest credit-extending agencies or
creators of debt that we have in the Nation today.
Mr. CRoss. Really, it is just postponing the day of execution, is it
not, to shift that from private concerns to the Government? If
the Government insists on foreclosing later on it is just postponing
the day of execution, is it not?
Governor EccLES. There is not any question about it; but a debt
can be supported when the national income is suRicient to support it.
The trouble was that our national income went down in a hurry, and
it was going in that direction through the process of bankruptcy
and foreclosure. But debt was adjusting itself through that process
so that it could be supported by the national income.
Mr. CRoss. What I am trying to get at is this, if it can be done, to
evolve a system that is not fatalistic. I believe that if we continue
in this helpless condition, in substance, it will get in time where it
means the end of capitalism.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 19 35

419

Mr. FoRD. Governor Eccles, is not the plan you have in mind of
creating debt on the part of the Government for the purpose of
priming the pump, and when the pump catches and the Ruid begins
to Sow, then let the Government, through its taxing power, wipe
out that deRcit, and therefore have self-liquidating recovery. Is
that not what you want to do!
Governor EccLES. When you correct the causes for the deficit and
the deRcit disappears, with an increase in employment and an in
crease in the national income, the Government's revenues would in
crease and you would no longer have a deRcit.
As private-bank credit expands, and the velocity of existing funds
held by corporations and people in banks increases, you would ]ikely
have a condition of pretty full employment. At that time income
taxes should be increased and not decreased, and Government obliga
tions should be reduced as the community's obligations are increas
ing. Thus you would be creating a compensatory condition in the
money system which would help to iron out the difRculties, if it is
done with proper timing. If it is done in that way it would help to
iron out the tremendous cyclical depressions which create booms and
collapses, which create huge armies of unemployed and the terrible
loss of national income.
Mr. FoRD. We have that condition now, and we are trying to
prime the pump, and by priming the pump create increased busi
ness and increased national income, and when the income increases,
then the plan, in substance, is self-liquidating, is it not!
Governor E ccL E S . Yes.
Mr. WiLLiAMS. Governor, I do not know that I have anything
additional to ask you about, but there is a feeling among some people,
as has already been indicated here, that we should substitute cur
rency for Government bonds, retiring them as they become due, not
only what the banks hold, but the entire amount that the Government
has outstanding. What would be the result of that!
Governor EcOLES. In the case of the bonds that the banks have,
it would increase their reserves by that amount.
Mr. WiLLiAMS. What percentage of the bonds outstanding do the
banks own!
Governor EccLES. Oh, I think, of the total outstanding it is some
where around 44 to 45 percent.
Mr. WiLLiAMS. Almost half. What would happen to the rest of
them, to the other 55 percent?
Governor EccLES. Insurance companies are very large holders of
those bonds, and the savings banks are very large holders, and the
trusts of various kinds, hospitals, educational institutions, and chari
table organizations of various kinds, as well as private or individual
trust estates——
Mr. WiLLiAMS. Would not that release their holdings in bonds and
give them currency that might be invested in other securities!
Governor EccLES. Where other securities are available for such
investment. I f they were available the excess reserves of the member
banks would go into those securities; but what that would create
would be an inflation of the security markets, because the volume of
money available in relation to the volume of investment securities
would cause the bidding up of the stocks and other securities*
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Mr. WiLLiAMS. Then finally the currency would all come into the

banks ?
Governor EccLES. Yes; it would go into the banks immediately.

"Mr. WiLLiAM S. And in the case of these other institutions that
have no use for it for investment purposes, what would they do
with it?
Governor EccLES. They, of course, would deposit the currency in
the banks, which would increase the banks' deposits by the amount
of the 55 percent of the Government bonds they hold.
As to the bonds held by the banks, it would increase their excess
reserves by the amount of Government bonds they held but would
not change their deposits.
Mr. W iLLiAM S. It would possibly result in the entire amount of
Government bonds going into currency being deposited in the banks,
increasing their reserves ?
Governor EcCLEs. That is exactly what it would do.
Mr. W iLLiAM S. That would create either one of two conditions.
It would present a situation of unlimited inflation, unless----Governor EccLES. Unless the reserve requirements were raised
by that amount.
Mr. WiLLiAM S. It would raise the reserve by that amount, but you
would not necessarily have to raise it to the full amount, would you ?
Governor EccLES. You have already over 2 billion excess reserves.
You have enough excess reserves now to give you a large inflation;
and, if you did not raise reserve requirements by the Rill amount,
you would have additional excess reserves over the 2 billion now
held.

Mr. W iLLiAM S. Would the fact that the reserves were increased,
we will say, to 5 billion, tend to create an inflationary condition!
Would that help to make money more easy and induce people or
institutions to borrow?
Governor EcCLEs. I doubt that it would have any such effect. The
rates now on bankers' acceptances and commerciai paper, and short
term, high-grade bonds, and Government bonds are almost at the
vanishing point, lower than at any time, I suppose, in the history
of the country.
But I do not believe that increased reserves, beyond the present
excess, would induce any more borrowing or any more lending.
If we begin to get recovery and private credit begins to expand,
and the banks increase their investments in securities, and the funds
go into the capital markets for building new capital facilities, by the
time the banking system had used up their present excess reserves
of 2 billion dollars, you would have a volume of money far in excess
of anything that the banking system has ever had, and with that
volume, with the income velocity that we had in 1927, 1928, and
1929, it seems to me you could have a great inflation, without using
any of the increase in the reserves. I mean without using any of the
increase in the reserves which would be brought about by retiring
Governments through issuing currency.
Mr. W iLLiAM S. In other words, the credit expansion potentialities,
at least, are as great as you think they ought to be now?
Governor EccLES. Yes; they are sufRciently great right now, I
think, and it would be necessary to carry out open-market operations,
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or to raise the reserve requirements, before the present excess require
ments were entirely used up.
Mr. W iLLiAM S. I would like now to get down to section 202 of this
bill, with reference to the admission of nonmember banks into the
Federal Reserve System, about which you talked a great deal.
In the first place, the bill itself as proposed here provides that
the Federal Reserve Board may waive the capital requirements for
admission, with the understanding that within the time specified by
them the bank admitted into the System makes up those require
ments.
Governor EccLEs. That is right.
Mr. W iLLiAM S. That is the provision of the bill.
Governor EccLEs. That is right.
Mr. WiLLiAMS. As I understand it, the amendment offered by
you—I did not understand that you presented any definite language.
Governor EccLEs. We have definite language. I did not submit
it here, but I submitted this statement before the committee, and I
will read it, if you desire.

Mr. WiLLiAM S. I did not understand that you submitted definite
language.
Governor EccLEs. Not here, but we are prepared to submit to
the committee suggested language, if they desire us to do so.

Mr. W iLLiAM S. That is exactly what I wanted to ask you about.
I understood your general statement to be that they may waive
this requirement and other requirements.
Governor EccLES. This is what that meant. This provision with
reference to the admission of insured nonmember hanks is very
short. It provides—
On the admission of insured nonmember banks, the Board shall have author
ity to waive not only capital requirements, but all other requirements for
admission, and the Board shall be permitted to admit existing banks to mem
bership permanently with capital below that required for the organization
o f national banks in the same places, provided that their capital is adequate,
or is built up within a reasonable time to be adequate, in relation to lia
bilities to depositors and other creditors.

Your question was in relation to capital and all other requirements
for admission.
Mr. W iLLiAM S. What is meant by the waiving of all other require
ments ?
Governor EccLEs. I have in mind one particular situation. Quite
a number of banks that closed during the bank holiday and wanted
to reopen found it necessary to get waivers of a certain percentage
of their deposits from their depositors. In getting those waivers
the banks issued to the depositors certificates of claims for the
amounts of the deposits which they waived, which were, of course,
secondary to the deposits of the reopened banks, but senior to the
stockholders' interest in the banks.
It has been construed by the counsel of the Federal Reserve Board
that, under our present Federal Reserve Act, that claim of the
depositors is a liability of the bank, and therefore that they cannot
figure they have any sound capital so long as those claims exist,
whereas those claims are secondary to the depositors' rights.
For all practical purposes, the depositors are as fully protected
under that arrangement as they would be if the claim did not exist,

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

422

BANKING ACT OF 1 9 3 5

and they are given that protection. That is the only case I have
in mind at the moment; there may be others.
But we felt that we wanted the language of the bill broad enough
to give the Reserve Board the power to get nonmember banks into
the system; whereas if conditions were imposed that they could not
meet, it would be undesirable, and that was not what the reserve
organization felt should be done.
Mr. WiLLiAMs. Is it your thought that these capital requirements
should be waived permanently, or that they should be required to
make them up after they get in ?
Governor EccLEs. No, sir; it is our thought that they should be
waived permanently, if the capital and surplus which they have is
adequate in relation to the bank's liabilities.
Mr. W iLLiA M s. And you would consider them solvent?
Governor EccLEs. Yes. For instance, a bank with $40,000 of
capital and surplus combined and with a deposit liability of $250,000
has adequate protection for its deposit liability. That is as much
protection, on the average, as the deposits have throughout the
banking system, as a whole.
Mr. W iLM AM S. The thing that has disturbed me, and has disturbed
me very much, is what we are going to do with, the 8,500 nonmember
banks.
Governor EccLES. Seven thousand.
Mr. WiLLiAMs. That is, the banks which during all these years
have not seen Rt to come into the Federal Reserve System, and now
compelling them to come in if they are going to enjoy any of the
beneRts of the Insurance Corporation.
Governor EccLES. Of course, that is not a provision of this
legislation.
Mr. WiLLiAMs. I understand that, but we are legislating on that
subject.
Governor EccLES. We are simply making it possible to liberalize
the Federal Reserve requirements so that the legislation requiring
their membership which was passed last year can be complied with
without hardship to the nonmember banks.
Mr. WiLMAMS. You understand how it was passed?
Governor EccLEs. It was passed and is in the law; and of course I,
personally, am very much in favor of it. I feel that this whole
banking policy cannot be successfully carried out so long as you
have a substantial part of your banking system not under the Fed
eral Reserve System. The control over your reserves and the con
trol over your money is reduced just to the extent that a substantial
part of your banking system is entirely out of the Reserve System.
And, since the nonmember State banks came to the Federal Gov
ernment in an emergency, the same as the banks under the direction
of the Reserve System and/or the Comptroller of the Currency, and
requested the beneSts of the Reserve System and the Reserve System
was rquired to lend to the nonmember State banks at the time of the
bank holiday, I believe that in the interest of the nonmember State
banks the legislation passed last year, with the amendment proposed,
is very necessary and a very constructive thing to require.
I have met with a lot of nonmember State bankers, and I know
that they feel that it is against their best interests to be members
of the Federal Reserve System. That may have been true in the
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past, to the extent that they could carry their reserve balances in
the city banks and get 2 percent interest, I think, or 1% percent
interest.
Today they get no interest whatever on their reserves in the city
banks, and they would be just as well off to have those balances in
the Reserve banks now as to carry them in the city banks, whereas
that was not true until the time of the Banking Act of 1933.
Another advantage in becoming a member of the Federal Reserve
System, that will exist if this legislation passes and that did not for
merly exist, is that by the broadening of the eligibility features, it
will give them a protection that they did not have before.
The CHAIRMAN. May I interrupt you right there? That means,
of course, with the inducements that are offered to the nonmember
banks to join the Federal Reserve System. There is not a nonmem
ber bank in the United States that will object to entering into the
Federal Reserve System that tends to induce them to come m. Some
of them do not want to be forced in, and I do not think you have
given all the reasons for it yet.
For instance, one is in connection with the matter of their right to
charge for service rendered.
Governor EccnES. Exchange.
The CHAIRMAN. Which, in the case of a small community bank
with a small capital, goes a long way toward meeting their overhead.
And there is another reason. Nonmember banks come in contact
with member banks, or the ofRcials of nonmember banks come in con
tact with the ofRcials of member banks, and they get from those
contacts, in addition to what they gather otherwise, impressions as
to the desirability of membership in the Federal Reserve System,
and there has been unfortunately an accumulation of complaints on
the part of national banks that were automatically taken into the
Fgderal Reserve System.
This question here, if I may say so, comes back to this proposi
tion. It seems to me it must be considered separate and apart from
the fundamental thought that enters into the policy that should be
Rnally deermined as to the uniRcation of the entire banking system;
that is, our efforts to deal with the emergency that confronts us.
If we attempt to set up requirements of nonmember banks which
they cannot meet—if such a provision is put into eRect—they can
have the beneRt of deposit insurance; and I think it is generally con
ceded that would result in disaster, as a general rule, to small non
member banks.
Governor EccLES. It would be suicide for the Reserve Board to
set up requirements that the small nonmember State banks could not
meet, and thus force them out of the deposit insurance and force
them to close. There would be nothing constructive accomplished
by any such action as that.
The CHAIRMAN. I here and now register my complete acquittal
of you as to any fear of that kind. But we cannot have you in
control always. I wish you would live a hundred years, but you
cannot.
Governor EccLES. I do not wish that.
The CHAIRMAN. We do not know who will be Governor of the
Federal Reserve Board 5 years from now.
Governor EccLES. Or next month.
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The CHAIRMAN. Or possibly next month.
What happened when we were faced with the complete collapse,
or at least the complete closing—I guess it is fair to call it a col
lapse—of the entire banking system of the Nation in 1933! The
bankers were desirous then of having Congress meet, and for once
they were willing to meet with Congressmen and confer, and we did
confer. We passed the Emergency Banking Act. You know how
it was written, I assume.
Governor EccLES. I read Huey Long's speech after he had voted
for it.
The CHAIRMAN. Huey Long was not the only one who felt that
way. The entire administration thought that way, and what hap
pened was this—and that is what I was about to call attention to—
that the controlling voice in framing that legislation did not come
from nonmember State banks in the United States; and the result
was that when member banks found they could not get currency
enough to pay their depositors and keep their doors open, they
arranged for currency to be printed on their assets and supplied to
them.
Governor EccLEs. Clearing-house certificates.
The CHAIRMAN. Under the Emergency Banking Act of 1933, as
originally passed, we provided for the issuance of Federal Reserve
bank notes to member banks, but nonmember banks were not per
mitted to have that privilege under that act.
Under that legislation, a town of 10,000 or 20,000 population might
have two banks, half of the business activity and life of the com
munity being centered in one bank on one corner and the other half
in the other bank.
With this situation affecting the Nation under that bill we pro
vided relief for half of that community and its interest and its
deposits in the member banks of the Federal Reserve System. And
we said to the member bank, " Here is the way you may print
money or get currency to take care of your deposits "; and we said
to the people of the community interested in nonmember banks,
" You take care of yourselves." Of course, that was finally cor
rected, but it took a struggle to do it.
They have that recollection before them; and there are a lot of
just such experiences, not just exactly like that but experiences of
that kind that influenced the nonmember bankers; and if we attempt
to set up arbitrary standards to force them into the Federal Reserve
System, I am not sure that we will not get into difSculties.
Governor EccLES. If we had a unified banking system at the time
you refer to, the question as to whether or not a bank could get the
benefits of advances from the Federal Reserve bank and receiving
therefor Federal Reserve bank notes would not have come up.
The question came up, because here was a system set up for mem
ber banks, and all banks had been invited to join the Reserve Sys
tem from its very beginning. An emergency developed after a
period of 20 years, and those banks that had not taken advantage
of the opportunity to join wanted in the emergency, the beneBts of
a system of which they were not members.
I recognize that it was in the public interest to do just what was
done.
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The CHAIRMAN. What was finally done, but not what was done
so long as we were moving under the counsel of one class of bankers.
Governor EccLES. But I do think that the possibility of the re
currence of such a condition should be prevented by getting a uni
fication of the banking system. I believe you will never have in
this country a banking system that can withstand the pressure of
periods of financial distress, and we will never have a sound, de
pendable banking system until we get a unified banking system.
And neither do I think it will be possible to exercise through mone
tary policy the same control over the money system when a sub
stantial number of banks which create money just the same as the
member banks are subject in no way to the regulation or control of
the authority that is responsible for monetary action*
I have been in the banking business for a period since 1913, a
period of 22 years, up until the time I came over here a little more
than a year ago.
My first banking connection was with about a million-dollar bank
which joined the Federal Reserve System shortly after the Federal
Reserve System was organized. It is a State bank. From that
period a banking organization of over $55,000,000 was built up, op
erating over 25 banks, national and State, member and nonmember.
I found, as the result of experience, that it is in the interest of a
bank to be a member of the Federal Reserve System, whether it be a
small country bank or a substantial sized city bank; and I am
stating here my honest conviction of what, as a result of experience
and as a result of study for a period of years, I feel is in the public
interest and in the bankers' interest.
nonmember State
ba__ , _____„
^
,
e induced, in their
own interest, to become members. I have found in talking, as I
have upon many occasions, to nonmember State bankers, that invari
ably they can be sold upon the idea, and the difRculty today with
very many of them is a lack of understanding and lack of informa
tion with reference to the problem.
The CHAIRMAN. I think one reason why they have not wanted to
come in was because they did understand. When a bank becomes a
member of the Federal Reserve System its other connections are
practically terminated.
Governor EccLES. You mean its other banking connections.
The CHAIRMAN. Yes; its other banking connections. So far as
obtaining relief in an hour of need is c&ncemed, those connections
are terminated, and any small bank, a member of the Federal
Reserve System, would be dependent upon its Federal Reserve bank
for relief in the hour of difBculty, as a general proposition. I think
that is undeniably true.
Governor Ec&JBS. Not altogether, because every bank carries
usually an account or two with a city correspondent.
The CHAIRMAN. Sometimes they do, but they do not always do
that.
I can point you to instances in my own district where a bank in
a town of not over 20,000 population was allowed to close. I know
the history of it.
I know that there were criticisms and faults to be found with the
management, and its papers were not all desirable. But the bank
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came very near liquidating 100 percent to its depositors during this
depression. The Federal Reserve turned them down and abandoned
them.
That very institution, if it had not been a member of the Federal
Reserve System, and had kept up the other connections that would
have existed, in ail human probability would have been able some
where to have secured relief to tide them over their difRculties.
Of course, that is one instance that happened many times.
I want to say in that connection that I think the story would have
been different if we had then the experience we have gathered since
that time and had had the legislation now proposed and had it
administered with some degree of common sense.
Governor EcCLBS. I think that there was a lack of power for the
Federal Reserve banks to extend the relief that they should have
been able to extend; there is not any question about that.
The CHAIRMAN. In connection with what I said, I want to add
this, that I have not the slightest doubt that this legislation^ if it
is administered as I think it will be, and I believe it will be m the
light of our experience, with a more liberalized view of the situation
to be reflected in the administration of the Federal Reserve System,
will induce many State nonmember banks to join the Federal Reserve
System voluntarily.
Governor EccLES. There is not any question that the Reserve banks
were extremely rigid in their credit extension, in their interpretation
of eligible paper. As the depression proceeded and as deflation con
tinued, the attitude and the action of the Reserve banks, based upon
my experience, and I know upon the experience of thousands* of
other bankers, was to the effect that the Reserve banks became more
rather than less restrictive.
I think the experience of the past has been a very salutary one,
and I agree with Mr. Steagall that, if this legislation is passed and
is administered with understanding and in the spirit that has moti
vated the legislation, a repetition of the banking catastrophes that we
have had in the past would be impossible.
Mr. CAviccHiA. The other day, Governor, I asked you if this bill
aimed at a centralized banking system, or whether it was merely
regulatory.
I notice this morning you used the word " unification." As I
understand it, this bill aims at unifying the National and State
banking systems under the Federal Reserve System; am I correct!
Governor EccLES. No; this bill does not deal with that problem
at all. That matter was covered by the legislation which was passed
in 1933.
Mr. CAViccHiA. In what sense did you use the word unification?
Governor EccLES. I was simply stating that I thought a unifica
tion of the banking system was necessary, and according to the leg
islation that Congress passed in 1933 unification will be brought
about by 1937, when the nonmember State banks will be required to
become members of the Federal Reserve System in order to get
deposit insurance.
Mr. CAViccHiA. And your program is to unify the banking sys
tems!
Governor EccLES. No; that is the program which was passed, and
which I am favorable to.
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Mr. CAViccHiA. The aim of the legislation we passed and that
which we are now considering it to unify the banking systems,
whether it be National or State?
Governor ECCLBS. That is correct.
The CHAIRMAN. You mean this legislation was not designed to
accomplish that purpose, but its purpose was of another nature, and
you merely accepted the existing law with reference to unification.
Mr. CAviccHiA. You still have the two systems.
Governor EccLEs. This legislation only facilitates the carrying
out of the legislation which has been passed, without imposing un
necessary hardships on the nonmember State banks.
The CHAIRMAN. You might state your views to be that a proper
interpretation and understanding of the proposed legislation is
that it really liberalizes the requirements heretofore imposed in the
act of 1933.
Governor EccLES. Yes.
Mr. WiLLiAMS. I want to ask whether or not you think that State
legislation authorizing the creation of State banks ought to be en
tirely abolished, making it one system, sure enough.
Governor EccLES. It is my personal belief that that may be
desirable, but it is impracticable at the present time.

In practically every other country m the world they have one
banking system; and, as the result of that, they have, I believe,
avoided many of the banking troubles which we have had. But
we are young, and I do not believe that we can make changes in
our methods and habits too rapidly. We cannot go faster than the
people of the country are willing to have us go.
Mr. WiLLiAMS. It seems to me we are inevitably going to that, and
I have the view in reference to the general philosophy of the legis
lation that we are certainly going in that direction.

I f it is desirable, as you think—and I am not controverting that
here—to have the entire system under a central control, so far as
the monetary policy is concerned-----Governor EccLEs. That is what this would do, without eliminating
the State banking departments.
Mr. WiLMAMs. Undoubtedly; but it brings them into the picture,
subject to that policy.
Governor EccLES. Not so far as the examination of banks is con
cerned, and not so far as the chartering of banks is concerned; but
it does unify the System by placing State banks under the influence
of monetary policy of changes in Reserve requirements and changes
in discount rates.
Mr. WiLLiAMS. I f we are going to bring them into one system, I
can see no reason at all for the imrther existence o f State banks. I
cannot see the necessity of having a separate examination of them.
Governor EccLES. There is not any question but what there are

many improvements that can be made in the banking system that the
proposed legislation has not provided for. But I believe that bank*
mg legislation must be evolutionary and not revolutionary. We can
not expect in one session of Congress to get all the banking legisla
tion we want, when we take into account the size of the country
and the habits of the country, the adverse and diverse opinions.
Therefore, what has been proposed here, it seems to me, is about
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as far as we could expect to go at this time with reference to bank
ing legislation, and the question of other problems of banking legis
lation which have been discussed from time to time, such as the
matter of unification, the examining problem which you raised, Mr.
Williams, and the question of branch banking has come up a good
many times here and it has come up in many State legislatures. All
of those problems are problems which will come up from time to
time for consideration. There is not any question about that.
Mr. CLARK. The Federal Reserve System as it has existed and has
been administered, as Mr. Steagall pointed out, has not been sold for
some reason or other to thousands of banks throughout the country
that did not want to join, whether they understood the facts or not.
In title II of this proposed legislation, if it is passed, I think,
personally, you have an article that will sell the System, if properly
administered.
But why do you think it is necessary to use the F. D. I. C. as a
club to force the sale of an article that ought to sell on its own
merits!
Governor EccLEs. I think that membership in the F. D. I. C.
should be confined in the future to member banks. In 1933 it was
found that the Federal Reserve System was the only agency that
could provide liquidity to the banking system and thus enable the
banks of the country both member and nonmember banks, to re
open and to make available the depositors' money. This had to be
done at that time by the Federal Government, even though it had
nothing whatever to do with the chertering or the supervision of non
member banks. The Government had the responsibility through the
Reserve System of giving them the benefits and the protection of that
system in the same manner in which it was accorded to member banks.
Now, I do believe that, in the public interest, after a reasonable
time—and 1937 is a reasonable time—and after providing a liber
alization of the requirements of membership, any bank which is
being insured by the Federal Deposit Insurance Corporation should
be required to become a member of the Federal Reserve System for
better protection to the Federal Deposit Insurance Corporation.
Although it is a bank mutual insurance plan, at the same time the
moral obligation of the Federal Government is there; because the
public looks to the United States Government to make that insur
ance company solvent if the banks cannot or do not.
Mr. CLARK. You think, that the insurance features of the F. D. I. C.
are so closely involved with the entire banking system that it is good
practice in this instance, whereas ordinarily it would not be, to use
one agency as a club to force membership into another agency;
that they are so interrelated and tied up that it is a fair thing to do.
Governor EccLES. I agree with you. I do not like the use of a
club at all in dealing with human problems. The F. D. I. C. and the
Federal Reserve System are so closely interwoven that it is neces
sary in the public interest to require membership of insured banks;
but I do not like to look upon the use of the F. D. I. C. as a club.
Mr. CLARK. That has been suggested several times while we were
discussing title I, and that is why I used the term. I merely wanted
to get your statement in the record because numerous State banks
have written members of the committee raising that very question,
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stating, in effect, that they were being clubbed by a desirable institu
tion into joining the System, which, as presently constituted, they
do not like.
That is one reason why I wanted to get your views in the record
so that we might have the entire picture.
Mr. HoLUSTER. With respect to section 210, which pertains to the
lending power of national banks, are you going to mention that?
Governor EccLEs. That is just what I was going to refer to.
M r. HoLUSTER. I was ju st g o in g to b rin g that out.
G o v e r n o r E ccL E S . I w a n t e d t o p u t in t h e r e c o r d a s u g g e s t i o n w i t h
r e f e r e n c e t o s e c t i o n 2 1 0 , w h i c h is t h e p r o v i s i o n d e a l i n g w i t h r e a le s ta te lo a n s , a s e c t io n t h a t h a s p o s s i b l y b e e n m i s u n d e r s t o o d a s m u c h
o r m o r e th a n a n y o th e r s e ctio n , a n d a s e c tio n w h ic h h a s b e e n d is 
cu ssed h ere, p o s s ib ly , as m u ch as a n y o th e r s e c tio n .

I recommended before this committee that, instead of providing in
the bill a specific maximum amount based on appraisal that could
be loaned, a specific maximum period, and a maximum amount of
time funds, that there should be more flexibility, and that the Re
serve Board should be required to make rules and regulations govern
ing the making of real-estate loans by member banks.
There are many reasons for that which I do not think it is neces
sary to review here. It has been suggested that it would be desir
able, and that the proposal would be far more acceptable to the
bankers in general, if there were a limitation of 60 percent instead
of the 75-percent limitation placed in the legislation; that is, to
permit the Board to make rules and regulations with reference to
real-estate loans, with the limitation that no loan made after the
passage of this legislation or after the promulgation of the Board's
rules and regulations could exceed 60 percent of the appraised value
of the property.
I see no objection to that. I do not believe the banks would loan
more than 60 percent on the appraised value in any case.
My purpose in suggesting the 75 percent was not with the expec
tation that the banks in the future would loan 75 percent of the
appraised value of the property; but it would enable them to carry
the more than 2 billion of real-estate loans which they have, which,
due to depreciation values, are in excess or 50 percent in many cases,
possibly as high as 65, 70, or 75 percent in some cases. It would
permit them to carry the loans they have and extend them over a
long period with an amortized basis of payment, rather than to bring
pressure on the borrowers because the examiners bring pressure upon
the banks, to reduce these loans to the 50-percent limit, which would
force the borrowers on to the Government, through the Home
Owners' Loan and the Farm Credit Administration.
I would like to see the banks able to carry the real-estate loans
they have, even though they are in excess of 50, or 60, or 70 percent,
and to refund those loans.
But I think a 60-percent limitation is desirable in the case of
making new loans in the future. I have no objection to it, and
would like to recommend that, in connection with giving the Federal
Reserve Board the authority to make rules and regulations, such
a limitation be put upon that authority.
127297— 35------ 28
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The CHAIRMAN. We have concluded with Governor Eccles, and
I want to thank you, in behalf of the committee for your faithful
ness in attending these hearings, and for the very able presentation
you have made of this legislation. All of the committee, f am sure,
cannot agree with everything you have said, but we agree with you.
G o v e r n o r EccLES. I a p p r e c ia te y o u r c o u rte s y a n d th e p a tie n c e
w h ic h th e m e m b e rs o f th e c o m m it te e h a v e a c c o r d e d m e.
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MODIFICATION IN THE BANKING BlLL OF 1935 PROPOSED BY GOVERNOR ECCLES IN
HlB TESTIMONY BEFORE THE HOUSE BANKING AND CURRENCY COMMITTEE
1. SEC. 201. The governors and chairmen and vice governors of the Federal
Reserve banks shall be approved by the Federal Reserve Board every three
years rather than annually, so that their terms as governors would coincide
with their terms as class C directors.
2. SEC. 202. On the admission of insured nonmember banks, the Board shall
have authority to waive not only capital requirements, but all other require
ments for admission, and that the Board be permitted to admit existing banks
to membership permanently without requiring an increase in capital, provided
their capital is adequate in relation to their liabilities.
3. SEC. 203. The pension provision shall be modiRed so that any member of the
Board, regardless of age, who has served as long as Bve years, whose term
expires and who is not reappointed, shall be entitled to a pension on the same
basis as though he were retired at seventy. That is, he is to receive a pension
of $1,000 for each year of service up to twelve.
See. 205. Authority over open-market operations shall be vested in the Fed
eral Reserve Board, but that there be created a committee of Bve governors
>f Federal Reserve banks, selected by the twelve governors of the Federal
Reserve banks, and the Board shall be required to consult this committee
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before adopting an open-market policy, a change in discount rates, or a change
in member-bank reserve requirements.
5. SEC. 209. The Board shall not have the power to change reserve require
ments by Federal Reserve districts, but only by classes o f cities. For this
purpose banks shall be classified into two groups: one comprising member
banks in central reserve and reserve cities, and the other all other member
banks. Changes in reserve requirements, therefore, would have to be either for
the country as a whole or for the Rnancial centers, or for the country districts,
6. SEC. 210. The conditions on which real-estate loans may be granted 'by
member banks shall be left to the discretion of the Federal Reserve Board to
be determined by regulation. No real-estate loan hereafter made shali exceed
60 percentum o f the appraised value of the property; but this shall not prevent
the renewal or extension o f loans heretofore made.
T. It shall be the duty o f the Federal Reserve Board to exercise such powers
as it possesses to promote conditions making for business stabiUty and to miti
gate by its inRuence unstabilizing Ructuations in the general level o f production,
trade, prices, and employment, so far as may be possible within the scope o f
monetary action.

(Thereupon, the committee took a recess until 3 p. m., this day.)
AFTERNOON SESSION

The CnAntMAN* Dr. Goldenweiser, you have heard the discussion
that has taken place in connection with this bill, H. R. 5357. The
committee would like to have you discuss the legislation, and I assume
that it is to be desired that you give us the benefit of your judgment
in the way of explanation of the legislation embodied in title II,
in its technical aspects^ so that all o f us may have a clearer under
standing of its mechanics.
Mr. GOLDSBOROUGH. Mr. Chairman, I do not know whether this
suggestion is desired by Dr. Goldenweiser, but on various and pre
vious occasions he stated that, in view of the fact that he was on
the staff, he preferred not to give his opinion as to matters of policy.
The CHAIRMAN. I undertook to intimate to him that it is not
desired to lead him into that Reid, but that he give us the benefit
of his explanations of the mechanics and the technical part of this
bill.
STATEMENT OF DR, E. A. GOLDENWEISER

Dr. GOLDENWEISER. Mr. Chairman, 1 would like to make a brief
statement before you ask me questions, if I may. I have not pre
pared a written statement. One reason that Governor Eccles thought
it would be desirable for me to testify was that I could make it some
what clearer how the provisions of this proposed legislation have been
developed out of the experience of the Federal Reserve System under
the provisions as they are in the law today, and it is along that line
that I should like to make my opening remarks.
I want to state for the record that anything that I say that is not
purely factual expresses my own personal opinion, and I am not
speaking for the Federal Reserve Board. In my opinion, this bill
accomplishes two important purposes: One is to clarify and fix
more definitely the responsibility involved in the administration of
the Federal Reserve System; and the other is to improve the admin
istration of the credit machinery that the System sets up.
The proposals do not involve as much change from existing law
as has been intimated, chiefly in the comments and the general im
pression in the discussion of the bill outside of this room.
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I should like, with your permission, to discuss in some detail a
few of the sections of the bill on which I can, perhaps, add a little
light, and then leave it to you to ask me such questions as you may
desire.
The first section of the bill—and I am speaking entirely of title
II of this bill, H. R. 5357—the Rrst section is one that arranges for
combining the ofEces of governor and chairman of the Federal Re
serve banks, and to make the appointment of the person to occupy
the position subject to the approval of the Federal Reserve Board*
It has been explained to you just why it is necessary that the Board
be consulted, and I shall not discuss that phase of it, but I would
like to say a few words about the effect of this dual organization
under which we have been functioning for 20 years, which has, in
part, not proved entirely satisfactory, either to the banks or to the
Board. In many cases it has worked very well. In the final analy
sis, it is all a question of personalities, but you are setting up a charter
for the bank, and you ought to provide against the possibility of
undesirable contingencies developing, rather than to depend on
human qualities to be such as to result in smooth administration,
even though the machinery be calculated to produce the reverse.
I do not want you to get the impression that in numerous cases
it has worked in an unsatisfactory manner, but still there have been
cases where it has worked in an unsatisfactory manner.
Under existing law and practice the Federal Reserve bank has
two heads: The chairman of the board, appointed by the Federal
Reserve Board, who is also a class C director and is also the Reserve
agent and the Federal Reserve Board's local representative in the
banks; and then it has the governor, who is appointed by the
directors and is responsible entirely to them, except that his salary
is subject to approval by the Federal Reserve Board and he is
subject to removal for cause.
In most cases it has worked out that the governor has been the
principal executive ofBcer of the bank, although there have been
cases where, as a matter of personal equation, the chairman has been
the principal executive officer. It has been a question of personali
ties, as to which one has been dominant. It seems clear that it ought
to be made perfectly plain in the law just who is going to run the
banks, whether it is going to be the chairman or the governor, and
the only way to do that, without deSning their duties in very great
detail, is to combine the ofHces.
We have had cases where the chairman and the governor did
not get along, where the chairman might have used his preroga
tives as chairman to try to keep the governor out of the meetings
of the board of directors, which seems absurd, and there ought to
be no legal possibility for such a situation. We have had cases
where of two men one was first governor and then chairman, and
then they reversed themselves and the one that had been chairman
became governor, and vice versa, and they continued to be at cross
purposes. Usually the Federal Reserve Board feels that it is de
sirable for it to communicate with the banks through the chairman
of the board of directors, who is the Federal Reserve Board's repre
sentative on the premises. As it has worked in practice, in some
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cases it has been merely a matter of routing the maii to the gov
ernor, who is the executive head of the bank, through the chairman.
In some cases, however, where the chairman happened to be jealous
of the prerogatives of the governor, it has sometimes resulted in
the Board's addressing the chairman and the information not reach
ing the governor, who has the responsibility for the running of the
bank.
It has particularly happened in cases where the governor might
be away and the deputy governor, while actively in charge of the
bank, would not receive the information coming from the Board to
the chairman, and yet the deputy would be the man whose responsi
bility it was to run the bank.
Now, those things will happen. They are bound to happen so long
as we have a set-up where you have two heads responsible and per
forming different functions. It cannot be expected in all exigencies
of daily life and personal equations for them always to be the kind
who will talk it over and get along smoothly in their operations.
In most cases, they have done that, but there have been cases where
they have not.
This proposal will do away with this difficulty and, at the same
time, will save the system a considerable operating expense, and will
result, I think, within the banks, in smoother operation and also in
smoother cooperation between the banks and the board*
The agent's department or the chairman's department in the bank
has had several functions of the bank under its charge. It has had
the examination division, and the bank-relations division, and the
economic services, and while that has worked very well in many
cases—you will forgive me for taking a particular interest in tlie
economic services, with which I am connected, myself—the fact that
they are connected with the chairman, who is not the executive head
of the bank, has been an additional handicap in making those divi
sions function in a way so as to have the information that they col
lect, and the material which they assemble, finding its way into the
hands of the operating officials, who would use it in formulating
policies.
The only purpose of the economic sendees of the Federal Reserve
System is to give the operating officials of the banks and their boards
the kind of information that they require for their work, and any
thing in the nature of a hurdle between the economic services and
the bank ofEcials is a handicap to the effective working of the eco
nomic services, and I think it has seen that to some extent.
Those are the reasons, as I see them, for combining the ofSces.
Those are the reasons that appeal to me, and the fact, as I said, that
the combined officer needs to be approved by the Federal Reserve
Board, it seems to me, almost goes without saying, because the Board
is given the power to appoint the chairman, and it must naturally
have the power of approval of the joint ofRcer.
I have not anything to comment upon in the section that deals with
the admission of insured banks into the Federal Reserve System. It
seems to me that the Governor covered all of that, all that I can
think of on the section.
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In connection with the qualifications of the Federal Reserve Board,
which this bill provides for, the principal thing in the way of their
qualifications is, that instead of having it stated that they should be
appointed with due regard to agricultural, industrial, and geographi
cal interests, there is substituted a statement that they should be per
sons, who by training or experience or both, are qualined to formulate
economic and monetary policies. It seems to me that that substitu
tion is a very good one, because it states the qualifications of the
members of the Federal Reserve Board in terms of the principal
function which they have to perform, and because it does away
with the idea that the board should consist of representatives of
different groups of the population, this man representing agricul
ture, this man banking, this man trade, and so on. It is better that
each member of the Reserve Board, as a matter of law, should feel
that he represents the country as a whole, and the interests of the
country as a whole, and his job on the Board is to be engaged in
the formulation of national credit and monetary policies.
I think that the insertion of that qualification into the text of
the law is recognition of the growing conviction on the part of the
country that the Federal Reserve System's functions are much
broader than was clearly understood at the time the Federal Reserve
Board was organized. At that time, it was largely conceived that
the Board should be a representative Board and that it should repre
sent the different sections of the population, so that none of them
would fail to receive equal consideration. Of course, that is im
portant, and it will continue, but an explicit provision for a national,
nonpartisan board, that has the sole objection of serving the interests
of the people as a whole, with particular reference to those duties
that deal with the quantity and cost of money is an advantage.
It is along the same line as the proposal which Governor Eccles
has read to you, stating the objectives of the Federal Reserve System
in terms of maintaining the stability of various elements of the
business structure, that is, to have men on the Board who will devote
their energy to maintaining that stability insofar as it can be main
tained by monetary means, and men who should be qualified to
formulate national policies.
I would like to say, in this connection, that the idea that the Fed
eral Reserve Board has broader responsibilities than the mere accom
modation of commerce and business and the serving of agriculture,
trade, and industry, is an idea which has been forced upon the
Federal Reserve System by actual experience and which has been
gradually developed in the System.
The accommodation of commerce and business, which is the only
objective that was mentioned in the Federal Reserve Act, is a vague
phrase, and has all of the attributes of a statesmanlike pronounce
ment. It is vague, it is a glittering generality like the Declaration
of Independence, and its content can be changed as circumstances
change. It has, therefore, not served any very useful purpose, but
has not done any particular harm.
It is now time, in the light of 20 years' experience, to substitute a
more clearly deSned objective than this vague phrase, which, to my
way of thinking, held the place for a more definite objective through
out these years.
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As I say, the objective which has been suggested by Governor
Eccles and the one that you have clearly in mind, is on<5 that has
been gradually evolving. You know, Mr. Chairman, and the other
members of the committee, that you have had a great many hearings
on various bills for a number of years, and I remember particularly
the hearings in 1928, when Congressman Strong, of Kansas, was
recommending price stability as the objective of the Federal Reserve
System.
The Federal Reserve System, at that time, opposed that particular
objective, largely on the same grounds that Governor Eccles stated
here he would oppose it as the sole objective now. At that time,
former Governor Hamlin, of the Federal Reserve Board, submitted
to the committee his alternative for that proposal, which, with your
permission, I would like to read. What he suggested was this:
The Federal Reserve System shall use all of the powers and authority now
or hereafter possessed by it to maintain a stable gold standard and shaU
furnish credit facilities commensurate with the requirements of credit stability
of agriculture, industry, employment, and the purchasing power o f the dollar,
so fa r as such purpose can be accomplished by monetary and credit policy.

I think, with some allowance for changes in fashions as to term
inology and for the fact that, at that time, the gold standard was
taken more or less for granted, that the objective that Governor
Hamlin proposed in 1928 is very similar to the one that Governor
Eccles is proposing now.
I call this to your attention in order to indicate that the proposals
presented before you now have definite roots in the history of the
Federal Reserve System; that they have been developed as part of
the System's experience, and, for that reason they are hoped to be
and expected to be well adapted to the more effective carrying on
of those purposes for which the Federal Reserve System was
organized.
The next section on which I should like to make a word of com*
ment is the one that has to do with the open-market operations, and
**^that is entirely in line with what I have been saying on the other
sections.
The necessity of having a national body control changes in the cost
a^nd volume of money is almost too obvious to require explanation, or
to need emphasis, because so far as I can gather, this committee is
convinced of the necessity of national responsibility for this national
function. The Federal Reserve Act, at the present time, provides
that the Federal Reserve Board have power over the discount rate,
and over reserve requirements, with the approval of the President.
So that two of the powers of monetary control, or monetary regula
tion, are in the Federal Reserve Board, and it seems only logical
tliat the third power should be vested in the same authority.
* I might say a word here about the legal phase of it, on which I
feel a little reticence, because I am not a lawyer, but it appears to
me, after some consultation that the Federal Reserve Act, as origi
nally drawn, was intended to give the Federal Reserve Board the
power to initiate open-market operations. It did not say so anywEere in so many words, because, at the time it was written, openmarket operations were a, relatively minor matter ; there were prac
tically no Government securities outstanding^ except those that were
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in back of the national-bank notes, and the open-market idea had
not yet developed.
But the Board has the power to 8x the discount rates. It has been
argued by counsel that under the original act the Federal Reserve
Board probably had implied power to order open market operations.
The Board's having authority over the discount rate has been ques
tioned. The law says that the rates shall be established by the Fed
eral Reserve banks, subject to the review and determination of the
Federal Reserve Board, but the Attorney General of the United
States held in 1919 that that meant that the FederaLReserve Board
could establish the discount rate, and on one occasion, at least, the
Federal Reserve Board has done so.
Mr. HohUSTER. May I interrupt! I know that is not your regu
lar way of doing it, but do I understand you to say that the counsel
of the Federal Reserve Board raised a law question as to the law
giving it the right to compel all of the regional banks to enter the
open market operations!
Dr. GoLDENWEisER. I do not like to speak for the counsel. If you
will wait one second, I think I will make that clear. I meant to
say that under the original Federal Reserve Act, prior to the Bank
ing Act of 1933 it could be argued that the Board had the power.
I think that when the Banking Act of 1933 was being formulated,
the intention was to strengthen the Board's authority, because that
is indicated in more details that you would care to take the time to
consider now. But they put in a separate section (12a), andJLhey
put this clause there^ that no Federal Reserve bank shall engage iii
open market operations, except subject to the regulations of the
Federal Reserve Board, the same language more or less which ap
peared in another section.
Similar things were done very frequently in the Banking Act of
1933, where the same powers are mentioned over again, in order to
emphasize the will of Congress that they should be exercised, and
I think it is a fair construction to say that it was intended to in
crease the powers of the Federal Reserve Board over open-markef
operation. But when that act was passed there was established #
statutory open-market committee, which had previously been a vol
untary committee, without any legal sanction^ and it was given spe
cial powers over the open market, and then there was put m a sepa
rate section, which says that the Federal Reserve banks shall have
authority to decide whether they shall participate or not. As a con
sequence, I think that there can be no question whatsoever that, under
the law as it stands today, the Federal Reserve Board does not hav§
authority to initiate open-market operations, or to see to it that they
are carried out, even after the committee Has recommended them and
the Board has approved them.
It is proposed here to go back to the original Federal Reserve Act
and to go a little further in clarifying what was probably author
ized, and putting it into perfectly clear language, and placing per
fectly clear-cut authority and responsibility on a national body,
the Federal Reserve Board.
I suggest that, if you modify that and give actual voting power
tolha. representatives of the Federal Reserve banks in the committee*
that is going to determine the open-market policy, in my opinion,
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you will not be restricting new, additional powers requested by the
J3oard, but would be giving the regional banks more power in this
^natter than they have had since the establishment of the System;
because, even under the existing law, the committee cannot move
without the approval of the Board.
If the committee makes a recommendation and the Board disap
proves it, they cannot carry it out, and the Governors have no vote
on the Board in passing on these recommendations of the committee.
So that, as a matter of fact, the committee that is actually proposed
in this bill, which the Governor has suggested to modify, would give
the Governors of the Federal Reserve banks more power in the de
termination of open-market policies than they have ever had. Rather
than the Board getting more power by this proposal that is now
before you, the proposal that is now before you would only clarify
and make perfectly plain and clear the power which probably ex
isted in the Federal Reserve Act prior to the Banking Act of 1933.
Whereas a committee in which the governors participated in voting,
would give them more power than they have ever had before.
The CHAIRMAN. Give them more power in the inauguration of
policies?
Dr. GoLDENWEisER. Yes.
The CHAIRMAN. But that would take away from them the power
to nullify the policies that had been inaugurated and later approved
by the Board?
Dr. GoLDENWEiSER. That is correct; yes.
Hr. HoLLisTER. Is there such a difference between an afSrmative
right and a negative right?
Dr. GoLDENWEiSER. Yes; I think so.
Mr. HoLMSTER. This, for the Rrst time, makes it perfectly clear
that the regional bank may be compelled willy-nilly to participate
in the open-market operations!
Dr. GoLDENWEiSER. The clear-cut statement of the power is new;
prior to that, it was an implied power and was not clear. I think,
since 1933, the power has not existed, and I think now it is pro
posed to restore it and make it perfectly clear.
Whether you wish to do it or not is not for me to discuss, but
I was trying to make clear that the alternative suggestions are in
the nature of giving the governors more power than they have ever
had before.
Mr. HANCOCK. May I ask you one question right there!
Dr. GoLDENWEiSER. Yes.
Mr. HANCOCK. Do I understand that your suggested amendment
to the act, as proposed by Governor Eccles, and discussed by him,
that is, the open-market committee of the governors, would have any
authority as far as formulating the policies is concerned ?
Dr. GoLDENWEiSER. The committee of the governors would be a
consultative committee—*—
Mr. HANCOCK. In my understanding, from what he said, was
that, under his amendment, this committee would be an advisory
committee!
Dr. GoLDENWEiSER. It would have no powers, other than to make
recommendations to the Board. However, the Board would, under
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that amendment be required to obtain that advice before it took
action, either open market or----Mr. HANCOCK. And they would obtain advice on a policy which
they had formulated, rather to receive, in the first instance, a policy
formulated by the committee; is not that correct!
Dr. GOLDENWEISER. That is correct, except there is nothing to
prevent that committee from recommending policies, if it chooses.
It has no power to initiate them, but it has the power of recom
mendation and----Mr. HoLLisTER. It has not any power at all?
Dr. GOLDENWEISER. The power of recommendation is the power
that anyone may have to suggest something, but it has no statutory
power other than to make recommendations.
M r. HoLLisTER. There is no power except the power o f su ggestion !

Dr. GOLDENWEISER. That is right. I would like, on the subject of
open-market operations, to say one or two other things in line with
what the chairman mentioned, their mechanics.
We have had this system operating in the open market on a con
siderable scale for 13 or 14 years. When the system was first organ
ized, it met the war emergency, and that was merely a matter of
supporting the Government, and it was a matter of discounting
paper secured by Government obligations in order to enable the
Government to finance its war needs.
After the early period and after the liquidation of 1920 and 1921,
the Federal Reserve banks found themselves with a very small
volume of earning assets. There was in the market a large amount
of Government securities, and so, quite naturally, in 1922, the Fed
eral Reserve banks began to buy Government securities for the
purpose of having enough earning assets to meet their expenses.
That did not last very many weeks before it began to cause dif&culties for this reason: That the market for Government securities
and all securities, essentially, is in New York. So that when the
Federal Reserve Bank of Kansas City—I am using that as an
example—would, for instance, want to buy $10,000,000 of securities
in the New York market, what it would do would be to draw a check
in favor of a New York broker, the New York broker would deposit
the check in a New York bank, and the New York bank would then
get that much more gold through the gold settlement fund, put it
to its account at the New YoA Federal Reserve Bank, and this
bank would use that balance to extinguish that much of its
indebtedness.
So that the consequence of the banks in the interior buying Gov
ernment securities was to reduce the earning assets of the New York
Federal Reserve Bank which was not, of course, particularly pleasing
to the Federal Reserve Bank of New York, and which did not change
the total earning assets of the Federal Reserve System. So that one
bank would be increasing its holdings at the expense of another bank,
and the aggregate earning assets would remain constant.
Furthermore, these purchases by the banks, the uncoordinated 12
Federal Reserve banks, were creating considerable disturbance in the
Government bond market, and Parker Gilbert, who was Under
Secretary at that time, was disturbed about that. It was not long
before it was decided that open-market operations must be coordi
nated.
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A committee of Rve Governors was appointed to coordinate those
purchases. That committee, with rather narrow and limited pur
poses. one of which was to see that purchases do not unduly upset
the Government bond market, functioned for about a year, and
during that time the Federal Reserve System did a lot of hard
thinking and saw a lot of things developing with which they had
not had experience before. They noted that the purchases of Gov
ernment securities resulted in decreased discounts and in no increase
in the total earning assets of the Federal Reserve banks. The Fed*
eral Reserve Board suggested in the spring of 1923, and it was agreed,
to reorganize the committee, and to create a Federal Reserve System
Open Market Investment Committee, which would have the duty to
make recommendations in regard to open-market policies; and at
that time, the policy was established that those purchases should not
be made with a view to earnings because the Federal Reserve System
could not afford, and the country could not afford to have the
Federal Reserve System run with the view to maintaining its earn
ing capacity.
The Federal Reserve System's duties are entirely different; they
relate to monetary control, and it is not their business to worry about
earnings; they have to disregard them as a principle of their opera
tion.
Now, in 1928, this open-market committee that was set up estab
lished the principle that the open-market policy should be on the
same principle as the discount-rate policy, which at that time was
the phrase which I referred to before, the accommodation of com
merce and business, and with ref ernce to the general credit situation.
This language clearly had in mind the exercise of the right kind of
influence on the business situation. The fact that they meant that
is entirely clear from the kind of information on which decisions
were based.
From 1928 and until 1930 or so, that committee functioned, and
during that period the Federal Reserve engaged in a large volume
of open-market operations. Those operations were undertaken in
the light of information, in the collection and compilation and or
ganization of which the Federal Reserve System had been the
pioneer, and had collected the kind of information which had not
been available anywhere before. That information was along lines
of keeping track of the physical volume of industrial production, the
movement of goods through the channels of trade to consumers, the
movement of imports and exports, employment, pay rolls, commodity
prices, retail prices, stock-market securities; all of those factors, in
addition to changes in deposits and loans and investments, and the
different kinds of loans and investments of the different banks, and
also foreign exchanges and gold movements.
In other words, the Federal Reserve System based its decisions
in open-market policies on a whole array of economic factors that
were available, and that were made available by the efforts of the
Federal Reserve System, to serve as a basis for these decisions.
The sort of information that the Federal Reserve System uses
is indicated in this book of charts, of which every member of the
Federal Reserve Board always has one on his desk, and which covers
the subjects that I have just enumerated.
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The reason I bring that out is to show that the policies and ob
jectives and ideas, which are now incorporated in the objective that
Governor Eccles proposed, are the same policies, the same objectives,
and based on the same general factual material as that which has
been gradually evolved in the Federal Reserve System through
actual experience. In the securing of this information, the Federal
Reserve System has played a pioneering part.
This committee functioned from 1923 to about 1930, and then in
1930 it was decided to modify it by including all of the governors
of the Federal Reserve banks rather than just five. Instead of hav
ing a committee of Rve representing the governors' conference, it
was decided that the matter was of sufEcient importance, and one
the repercussions of which were felt throughout the country su3iciently, so it would be desirable for the committee to bring together
all of the governors into a committee called the " Open Market Pol
icy Conference "; and that is the committee which, in the Banking
Act of 1933 was made a statutory committee, under a somewhat
changed name, " Federal Open Market Committee ", a committee
of 12 governors.
It does not say, in the law, that they have to be Governors, but it
says they have to be representatives of the Federal Reserve banks.
But, as a matter of fact, the Governors were selected.
When we speak about the period from 1923, say, to 1933, during
which the Open Market Committee functioned, Rrst, as a voluntary,
and later as a statutory committee, I should like to say to you that
the Federal Reserve System did pioneering work not only in obtain
ing the information and working out the relationships between these
dinerent economic factors in the situation—it did pioneering work
also in the magnitude and boldness of its operations.
There has never been a banking system that did more in the way
of carrying out the objectives which it is now proposed to write into
the act than the Federal Reserve System did during that period.
The purchases which they engaged in, in 1924, were on a large
scale partly for the purpose of moderating the business recession,
but partly for the purpose of helping the establishment of stable
money conditions throughout the world.
The same thing was done in 1927. Then, in 1928, when specula
tive expansion was so great that the Federal Reserve System pro
ceeded to a policy of restraint through discount rates and openmarket operations on a larger scale than had been done before.
When business broke in 1929, the Federal Reserve System stepped in
and bought a large volume of securities—not large in the sense we
have gotten accustomed to thinking of now, but large in the light of
what appeared in 1929 to be large—then in 1930, they bought
$100,000,000 or more of securities, but they did not proceed as vig
orously as may now seem to have been desired in the light of subse
quent developments.
In 1931, the world went through a terrible contortion, with Rrst
one country and then another being subjected to runs, and, Rnally,
in the autumn, England went off the gold standard. At that time,
the United States lost, in a matter of 6 weeks, $700,000,000 of gold.
We had very large foreign balances in this country which were
subject to withdrawal on demand; and the Federal Reserve System,
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in order to protect itself against continuous drains, followed the
orthodox practice of raising its rates, and holding them at a higher
level. It seems, in retrospect, that those rates were kept high longer
than was desirable, and that is particularly true of the bill rates,
which were held above the market rates for 3 or 4 months, during
which time there was a rapid run-off of bills.
This should be viewed, however, in the light of the fact that, at
that time, we still had a very large volume of foreign obligations
subject to withdrawal on demand, and that the legislation under
which the Federal Reserve System was functioning was such that
the amount of gold, free gold, was beginning to be low. I would
like to discuss that matter of free gold a little more, in connection
with collateral requirements.
However, when the Glass-Steagall Act was passed, on February
27, 1932, and the Federal Reserve System's gold became available,
the system began open-market operations on a scale that is very im
pressive. First, they decided to purchase securities for awhile at a
rate of $25,000,000 a week, and then at a rate of $100,000,000 a week,
so that the system's holdings of open-market securities increased
from $750,000,000 to $1,850,000,000 in the course of a few months and
they were held steady at that, except for seasonal fluctuations; and
then, in 1933 they purchased another $600,000,000, so their total
holdings now are more than $2,400,000,000. The chart shows this.
The reason I am emphasizing those facts is that I am a little
restive under the wide-spread allegation that the Federal Reserve
System sat supine and did nothing to combat the forces of the de
pression. It may be that the Federal Reserve System did not know,
in 1929 and 1930 and 1931, as much of the magnitude of the catas
trophe that the world was facing as it knows today; it may be that
they did not have adequate information; and it is also unquestionably
true that the system did not have the necessary legal authority which
it has since acquired and which is going to be further increased, if
this bill becomes a law. But in considering all of that----Mr. GOLDSBOROUGH. And they did not ask for any increase of
authority. They did not show any knowledge that any increase
in authority was necessary.
Dr. GoLDENWEisER. Not until the early months of 1932, when they
asked for the Glass-Steagall Act.
Mr. GOLDSBOROUGH. Up until 1932, we were told by the Secretary
of the Treasury and the Governors of the Federal Reserve Board
that they were doing everything that could be done by the Federal
Reserve System.
Dr. GoLDENWEiSER. Yes; and I think----Mr. GOLDSBOROUGH. And they insisted that we stay on a rigid gold
standard and no expansion should take place, and if it did, the coun
try would go off like Germany. There was nothing indicated
whatever that there was any vision on the part of the Secretary
o f the Treasury's ofHce, or the Governors of the Federal Reserve
Board, as to what was going on in the world, at all.
Dr. GoLDENWEiSER. I do not wish to contradict that, but all I wish
1# say is-----Mr. GOLDSBOROUGH. No; but you did contradict it a few moments
ago.
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Dr. GOLDENWEISER. No; excuse me. I did not contradict it. I
simpiy said it is a record of a great many things having been done:
and as soon as it obtained, under the Glass-Steagall Act, the au
thority to release our gold, the Federal Reserve System engaged in
open-market operations on an exceedingly large scale.
Mr. GOLDSBOROUGH. I will tell you what this committee, or a great
part of it, thinks about the open-market operations that took place:
This committee thinks that the Federal Reserve System did not
want the Goldsborough bill passed, and for that reason it started
only buying $25,000,000 a week, and they proceeded; and when the
bill was about to pass the House, to increase the purchases, they
did buy $100,000,000 a week, in order to indicate that this legisla
tion was not necessary. We were told, time and time again, it was
not necessary; and then just as soon as the Glass substitute to the
Goldsborough bills was adopted by the Senate, the purchases were
immediately stopped. It looked as if the purchases were tactical,
instead of being economical.
Dr. GOLDENWEISER. I think, Mr. Goldsborough, that is a matter
of opinion. My opinion is that you are all wrong about that; that
there was nothing tactical in these purchases. I was in the Federal
Reserve System in the fall of 1931^ and in January and February
1932, when the question of the possibility of purchasing and reliev
ing the situation was constantly under discussion, and when we were
running up against the diiHculty of the shortage of gold, and we
went to Congress and got the authority and purchased $1,100,000,000
of Government securities in 6 months.
I think that this did represent economic convictions. The GlassSteagall Act was passed on February 27, 1932, and after that the
purchases were $1,100,000,000, and the Banking Act of 1933 was not
passed until a year later.
Mr. GOLDSBOROUGH. I want you to understand that what I said
is not intended as a criticism oi you.
Dr. GOLDENWEISER. I understand that it is not personal, of course.
Mr. GOLDSBOROUGH. You were not engaged in formulating the
policies of the Federal Reserve System, so it is no criticism of you.
Dr. GOLDENWEISER. I did not assume that. I think it simply is
not the correct interpretation of the facts of the Federal Reserve
System. If you have, on the subject, information that is not avail
able to me, that is where the matter has to rest.
Mr. GOLDSBOROUGH. We have information given by the Secretary
of the Treasury and the Governor of the Federal Reserve Board,
who took the position that we should do absolutely nothing but allow
conditions to remain the same and worry through the situation.
That is what we were told.
Dr. GOLDENWEISER. I would like to say a few words, Mr. Chair
man, on the matter of eligibliity. I know----The CHAIRMAN. In that connection, I wish you would deSne to
the committee what paper is eligible under the present law, so we
may have a clearer idea of what we have been operating under here
tofore and what would be involved in the change contemplated in
the bill now under consideration.
Dr. GOLDENWEISER. Yes; Mr. Chairman.
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Mr. HoLLisTER. Just one question before we leave the open-market
operations.
Dr. GoLDENWEiSER. Yes.
Mr. HoLLisTER. N o w , if the acquisition by the Federal Reserve
banks of Government obligations are directly from the Government,
would that be a part of the open-market operations ?
Dr. GoLDENWEiSER. That comes under section 14 o f the Federal
Reserve Act, which is the open-market section.
Mr. HoLLisTER. What I am getting at is this: In the event that this
bill becomes a law, so that the various Federal Reserve banks may
be compelled to enter the open-market operation, may they then be
compelled, against their will, to continue buying Government obli
gations directly from the Government—if not in the open-market—
but directly from the Government!
Dr. GoLDENWEiSER. I am not a lawyer.
Mr. H oLL isT E R . I t h i n k t h a t is a very n a t u r a l t h i n g w h ic h t h e
c o m m it t e e o u g h t t o k n o w .

Dr. GoLDENWEiSER. Yes; and perhaps it would be better if you
asked the counsel of the Board that question. As a matter of fact,
that is a question which we have not discussed or considered at all.
Mr. HoLLisTER. That is very material—I mean the opinion that
some of us have of this power, that it might be used by the Ad
ministrative Control Board to compel banks, very much against their
will, to put their resources back to the continuous acquisition of
Government bonds, even though it were clear that the Government
had gone far beyond the necessity of demands of the case in issuing
bonds.
Mr. WYATT. I am not prepared to render a de6nite opinion on
this question, because it is something I have not thought about. The
question was not raised or discussed while the bill was b§ing drafted;
but my off-hand view is that, under the bill as introduced, the OpenMarket Committee could not compel the Federal Reserve banks to
purchase bonds directly from the Government, because the commit
tee is only given power over open-market operations.
Mr. HoLLisTER. You w o u ld not c o n s id e r t h a t o p e n m a r k e t th e n ?
Mr. WYATT. OH hand, I would not say so; but I would like to
call your attention to the fact that, under the Thomas amendment,
there is already a speciSc provision for the direct purchase of $3,000,000,000 of Government bonds by the Federal Reserve banks from
the Treasury. Moreover, the Thomas amendment provides means
of coercing the banks to do so.
Mr. HoLLisTER. Y e s ; I know that.
Dr. GoLDENWEiSER. Of course, Mr. Hollister^ it is true that the
Federal Reserve banks buy Government securities directly from the
Government.
Mr. HoLMSTER. I realize that; but they are not compelled to, at
the present time, however*
Dr. GoLDENWEiSER. No; but they have authority, and usually they
are short-term day-to-day certificates.
M r . HoLMSTER. I u n d e rsta n d th a t , b u t w h a t w o rrie s m e is th e
c o m p u lso ry en d o f it.
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Dr. GOLDENWEISER. I say the power of purchase does exist at this
time, under the authority of section 14, which is the open-operation
section, so that would be a question of legal interpretation.
Mr. HoLMSTER. In other words, if they are proceeding under any
vague authorization whatsoever today, if they are not exceeding
their powers in acquiring Government obligations, then the same
provision of the law which says they are not exceeding those powers
also makes it compulsory on them, in the future, to acquire Govern
ment securities, in the event that the Federal Reserve Board orders
them to?
Dr. GOLDENWEISER. Yes; that would be my opinion, and I should
think it would make very little difference, Mr. Hollister, whether
they bought directly from the Treasury, or whether the Treasury
first had to go through the form of selling them to some individual
or some bank before passing them on to the Federal Reserve bank.
The fundamental question you are interested in would not be really
affected by it, substantially.
Mr. HoLLiSTER. Except as a question of amount—I mean the open
market might not provide the amounts and they would be compelled
to take directly from the Government.
Dr. GOLDENWEISER. There are enormous amounts on the market,
you know.
The CHAIRMAN. Before you leave that, the purchases shown by
the chart you have just shown the committee, do not represent ac
tion directly as a matter of Government policy, but they represent
the independent action of the different banks who are free to do as
they please, and buy where they please, and decline to buy where
they do not please!
Dr. GOLDENWEISER. I am very glad you brought that question up,
Mr. Chairman, because I think----Mr. SPENCE. A little louder.
Dr. GOLDENWEISER. I do not think that is an accurate statement,
Mr. Chairman, because they did work through the open-market com
mittee.
The CHAIRMAN. As long as they wanted to!
Dr. GOLDENWEISER. And the purchases were through the openmarket committee.
The CHAIRMAN. I am not interested in how the purchases were
made. My inquiry was this: Whether or not the purchases made by
the banks represented the free action of the banks, or whether they
represented the actions carried out as governmental policy!
Dr. GoLDENWEiSER. I cannot answer that " yes " or " no."
The CHAIRMAN. The record is quite complete to the effect that the
banks were free to act as they pleased.
Dr. GOLDENWEISER. Yes; that is correct; but I would like to add
the statement that, while they had freedom to buy or not to buy, they
agreed to act jointly through the open-market policy conference.
The CHAIRMAN. That is the very thing I am talking about. They
agreed, and what they did represented an agreement on their part,
but none of it was necessarily the result of governmental policy!
Dr. GOLDENWEISER. None of it was; no.
The CHAIRMAN. Nor did any governmental authorities have the
power to direct and compel these actions!
Dr. GoLDENWEisER. None of it was compulsory.
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The CHAIRMAN. And they opposed any move for governmental
authority to require such action!
Dr. GOLDENWEISER. That is probably true, also.
The CHAIRMAN. I think the record will show that.
Dr. GOLDENWEISER. But the fact is, also, that the Federal Reserve
Board, especially the governors of the Federal Reserve Board, were
in constant touch with the members of the open-market committee,
and the policies pursued were agreed upon by all of the participants.
The CHAIRMAN. This would, of course, be true—and I did not, of
course, intend to invite you into a question of policy, but this is neces
sarily true, also, is it not: That, insofar as it affects general condi
tions, in putting into effect a particular policy of the Federal Re
serve banks, the psychological effect would enter into the calcula
tion, as well as the actual transaction!
Dr. GoLDENWEiSER. That is correct.
The CHAIRMAN. And such effect would be quite different in the
case of action by banks in their independent capacity, which repre
sented simply the purposes of the banks, one at a time, putting in
effect their own judgment, and what it would be if the action taken
were known to the world to be the expression of policy on the part
of the Government, which would be followed up consistently?
Dr. GOLDENWEISER. I think that is correct; absolutely. By " Gov
ernment " you mean the Federal Reserve Board?
The CHAIRMAN. Oh, yes.
Dr. GoLDENWEiSER. I th in k p e rh a p s it is im p o r ta n t to m ak e the
d istin ctio n .

The CHAIRMAN. Of course, I mean that, because that is the only
authority at the time that could do it.
Dr. GOLDENWEISER. I th in k I h a v e sa id ----The CHAIRMAN. I suggested that you define eligible paper under
the existing law? so we may have in this record a cle^r definition of
it, and thereby be enabled to know what we are doing by the changes
involved in this bill.
Dr. GOLDENWEISER. The de6nition of eligible paper is a complex
matter; it covers many pages of law and many pages of regulations,
but I should like to have the privilege of reading a paragraph or
two of an article that discusses that subject, which appeared in the
Bulletin of July 1930, and, if the chairman pleases, I should like
to insert these three or four pages into the record.
The CHAIRMAN. That is tak en o u t o f the law!
Dr. GOLDENWEISER. That is taken out of the Bulletin—the Federal
Reserve Bulletin—and it is stated in terms understandable to the
ordinary business man.
The ^HAiRMAN. In other words, this will embody the information
that I suggested!
Dr. GOLDENWEISER. I would like, however, if you wish, at this
time, to read a paragraph of it.
The CHAIRMAN. Certainly.
Dr. GoLDENWEiSER (reading) :
Eligible paper is a term applied to credit instruments that are eligible for
discount at the Federal Reserve banks under the terms o f the Federal Reserve
Aet and the rulings o f the Federal Reserve Board. The general principles of
eligibility are clearly defined by the act and the rulings, but tbeir application
in particular cases is not always a simple matter.
127297— 35— — 29
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In view of the fact that the Federal Reserve System was established for the
purpose, among others, of creating an agency from which member banks can
obtain credit for seasonal or emergency needs, the Federal Reserve Act provides
in a general way that so-called " commercial paper" be eligibie for discount
with the Reserve banks.

The CHAIRMAN. I suggest you read all of it.
Dr. GoLDENWEiSER (continuing reading):
Paper created in the process of financing the Row of commodities in produc
tion and trade arises out of loans that are ordinarily liquidated by the
borrower with funds received in the natural course of events from the sale of
goods underlying the transaction. In the majority of cases the rules and
regulations relating to eligibility are consequently devoted to defining eligible
paper by reference to the nature of the underlying transactions. The first
question to ask, therefore, in the process of testing any piece of paper for
eligibility, is: Did it arise from, or are the proceeds to be used for, the
proper sort of transaction? Other questions, which are equally essential but
comparatively easy to determine, are as follows: Is the maturity within the
law and regulations? Does the paper meet the physical formalities prescribed?
Has the legal limit of the aggregate of paper rediscountable for the particular
obligor been reached?
In order to be eligible, paper must arise out of a transaction related to an
agricultural, industrial, or commercial purpose; the paper must have been
drawn or the proceeds used for producing, purchasing, carrying, or marketing
goods. Paper is not eligible if the proceeds are used to finance fixed invest
ments of any kind, or any investments of a purely speculative character, or
carrying or trading in stocks and bonds except obligations of the United States,
or to finance relending operations except relending by cooperative marketing
associations and factors.
Because of the longer maturities for which agricultural paper may be redis
counted, it needs to be distinguished from other eligible paper. Agricultural
paper arises out of activities of growers in connection with production, mar
keting, and carrying of agricultural products, including the breeding, raising,
fattening, or marketing of livestock. In classifying paper, the purpose of
original negotiation is determining throughout its life.
Some special points should be kept in mind with relation to bankers' ac
ceptances. In respect to this type of paper, the law and regulations are some
what more specific as to the purpose of negotiation or nature of transaction.
Purposes specifically enumerated are shipment of goods, including export and
import, storage of readily marketable staples, and the creation of dollar
exchange.
FMyi&iMiy i?ers%g
—The Federal Reserve Act, the regulations
of the Federal Reserve Board, and the rulings of the Board define the testa
that paper must meet in order to be eligible for rediscount The Federal
Reserve banks must observe these tests when taking paper, but to them is left
the matter of passing on the desirability of paper from a credit standpoint,
paper may meet the technical tests of eligibility and yet fail to meet the credit
requirements of any particular Federal Reserve back. Moreover, each Federal
Reserve bank is charged by the act in extending accommodation to any par
ticular member bank to have "due regard for the claims and demands of
other member banks/'
Mew&er
coHatera! notes.—Member banks, in addition to raising funds
from Federal Reserve banks by rediscounting, may borrow for 15 days on their
own notes secured by obligations of the United States or for 90 days on notes
secured by paper eligible for rediscount.
Indeed, more use has been made in recent years of this method of borrowing
than of rediscounting; on December 31, 1929, for example, member banks were
borrowing at the reserve banks $454,000,000 on their collateral notes, and their
rediscounts at the reserve banks amounted to $193,000,000.
RHTHWMMiy
The following pages give a tabular array of the chief
points that need to be taken into consideration in testing any particular piece
of paper as to its eligibility for rediscount. There are also included, by way
of illustration, digests of rulings in connection with the eligibility of paper
arising out of specific transactions.

These are the principles, and then the article proceeds to tabulate
the* kind rtf cases that come under these rnlas.
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The CHAmMAN. I suggest you insert that in your statement.
Dr. GOLDENWEISER. Yes.
(The matter referred to is as follows:)
SUMMARY OF ELIGIBILITY REQUIREMENTS FOB REDISCOUNT AT FEDERAL RESERVE
B A N K S, JULY 30

[Excerpt from Federal Reserve Bulletin for July 1930, pp. 401-406]

What nature o f transactions give rise to notes, drafts, and bills o f exchange
eligible for rediscount at a Federal Reserve bank?
Eligible paper arises if drawn for or proceeds used for producing, purchasing,
carrying, marketing goods in agriculture, industry, or com m erce/
Ineligible pape arises if drawn for or proceeds used for fixed investments or
capital purposes o f any kin d;* relending* except for agricultural purposes by a
coperative association* or by a factor exclusively to producers o f agricultural
products in their raw state: ' investments of a purely speculative character; *
carrying or trading in stocks and bonds except obligations of the United States/
Specific transactions giving rise to eligible and ineligible paper according to
published rulings o f the Federal Reserve B oa rd :
ELIGIBLE PAPER

INELIGIBLE PAPER

paper
Given by owner to contractor in
actual payment for material and
services/
Given by motor transport corpora
tion to the seller o f trucks/
Given by farmer for tractor— agri
cultural paper on the ground that a
tractor is used for a current agricul
tural purpose/*
Given by farmer—proceeds to be
used for draining farm lands when
drainage is incidental to cultivation.**
Given by water works company— the
proceeds of which to be used for pay
roll, purchases of coal, etc., if state
ment o f borrower shows excess of
quick assets over current liabilities.**
Drawn by factor the proceeds used
for making advances exclusively to
producers o f staple agricultural prod
ucts in their raw state (maturities up
to 90 d a y s .)"
Given by agricultural cooperative
marketing associations (with maturi
ties up to 9 months), when the pro-

*P.
*P. 227
130
*P. 232

Made by owner—proceeds o f which
to be used by owner to pay for work
o f developing or building/
Made by motor transport corpora
tion— proceeds to be used fo r purchase
o f trucks/
C h en by farmer for purchase of
silo/*

Given by public-service corporation,
if cannot be liquidated within a short
time out o f current earnings.**

ReteMdiwp or

paper

Drawn by a finance company to Rnance another/*

Given by Federal land bank or jointstock land bank, secured by farm loan
bonds— proceeds used fo r relending.**

226 (act, sec. 13); p. 129 (Reg. A, sec.
p. I130 (Beg. A, aec. 11 (a)).
(act, sec. 13 ): p. 130 (Reg. A, sec. II (C ))
(Reg. A, sec. II (b)).
(act, sec. 13a) ; p. 133 (Reg. A, sec. VI (b)).
*P.
- ^) ); p. 134 (Reg. A, aec. VIII).
'P . 226 (act, sec. IS) : p. 129 (Reg. A, sec. *I (b
'P . 130 (Reg. A, B ee . II (d)).
? P. 227 (act. sec. 13 — see also act of June 17, 1929; p. 12& (Re& A, sec. I (c) ).
'P . 40 (ruling no. 331).
(ruling no. 501).
M
)P* 44
32 (ruling no. 211).
33 (ruling no. 2141.
**p!
HP. 44 (ruling no. 500).
" P . 37 (ruling no. 314).
1* P. 37 (ruling no. 318).
* P . 226 (act, sec. 13) : p. 129 (Reg. A, sec. I ( b ) ) ; p. 134 (Reg. A, sec. VIII).
" P . 88 (ruling no. 324).
" P . 39 (ruling no. 330).
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ceeds are to be advanced by the asso
ciation to any of its members for an
agricultural purpose."
Made by a manufacturer of pig iron
secured by pig iron already manufac
tured, held waiting delivery under con
tract of saie. The sale has been made
and the carrying of the material is
not for speculative purposes."*

Paper (Zraicw /or wuegtmeMfg of a
purely
character
Note, proceeds of which are used for
holding grain for a higher price.**

AGRICULTURAL OB COMMERCIAL PAPER

^yrfcHMMra! or MwsfocA; 0M<% eMptMe
Given by a farmer for purchase of
agricultural implements ( replaceable
in a comparatively short time).**
Drawn by a dealer on farmer in
payment for agricultural implements."
Given by farmer to an irrigation
company for water used for crops.**
Given by a farmer to raise funds
for fattening cattle.^
Made by farmer in payment for
mules.^
Made by agricultural cooperative
matketing associations for the purpose of obtaining funds with which
to make payments to members, or to
Rnance marketing of agricultural
products.^

(7<WM%ercMi%
Given by a dealer for agricultural
implements to resell to a farmer.**
Given to a farmer in payment for
agricultural products grown by him.**
Given by an irrigation company, in
its business of furnishing water to
farmers.**
Given by a packing company—the
proceeds used to purchase livestock."
Made by mule and cattle dealer."
Covering such food products as
butter, cheese, eggs, poultry, frozen
Ash in cold storage under negotiable
warehouse receipts."

WHAT MATURITY MAY REDISCOUNTABLE PAPER HAVE?

Ninety days in general, including factors' paper created to make advances to
certain agricultural producers.*"
Nine months in case of agricultural paper including livestock paper."
Indefinite maturities are ineligible except for sight bills which grow out of
the domestic shipment or exportation of nonperishable, readily marketable
agricultural or other staples and secured by shipping documents. Such bills
may not be held for the account of a Federal Reserve bank for more than 90
days."
HOW MUCH PAPER OF ONE BORROWER MAY BB REDISCOUNTED BY A MEMBER BANK
WITH A RESERVE BANK?

An amount not in excess of that which may be loaned by a national bank
to one person; i. e., 10 percent of such bank's capital and surplus subject to a
number of important exceptions."
1? P. 232 (act, sec. 13a) j p. 133 (Reg. A, sec. VI ( b ) ) .
" P . 35 (ruling no. 302).
* P . 36 (ruling no. 312).
z* P. 31 (ruling no. 204).
** P. 33 (ruling no. 216).
s* P. 27 (ruling no. 100).
**P. 40 (ruling no. 333).
asp. 32 (ruling no. 208).
" P . 32 (ruling no. 209).
*? P. 31 (ruling no. 203).
* P. 232
sec. 13a) ; p. 133 (R^g. A, sec. VI (b )).
* P . 38 (ruling no. 821).
s°P. 227 (act, sec. 1 3 ): p. 129 (Reg, A, aec. I (a )).
" P. 231 (act, sec. 1 3 a ); p. 129 (Reg. A, sec. I (a )).
*=P X27 (act. sec. 13) : p. 129 (Reg. A, sec. I (a )) ; p. 134 (Reg. A, sec. V I I ; see also
amendment o f May 29, 1928.
" P . 227 (act, sec. 13)— see also amendment of sec. 13 by act <*f Apr. 12, 1930; p.
352 (sec. 5200 o f U. 8. R. S.).
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WHAT TECHNICAL FORMALITIES MUST THE PAPER MEET?

Must be promissory note, draft, or biil o f exchange, including bankers' and
trade acceptances.**
Must be negotiable.*
Must be endorsed by a member bank."
The name o f one o f the parties to underlying transaction must appear upon
it as majer, drawer, acceptor, or endorser."
May be secured by the pledge o f goods or collateral o f any nature, provided
the paper is otherwise eligible."
W HAT PHYSICAL EVIDENCE OF ELIGIBILITY MUST SB SUPPLIED BY DISCOUNTING
MEMBER BAN K?

Application for discount must certify—
Member bank's belief in eligibility."
Paper, not acquired from nonmember bank, unless member has permission to
rediscount for nonmember banks."
I f offering bank is a State bank, that borrower is not obligated fo r more
than he could be to a similar national bank."
I f paper is a promissory note, whether a financial statement o f borrower is
on Rle, A Federal Reserve bank may in any case require the Rnancial state
ment o f the borrower to be Rled with it. Such statement must be on file if
the note was discounted for a nonmember bank or a nondepositor, and in all
other cases unless secured by warehouse receipt, prior lien on livestock, or
obligations o f the United States; or the aggregate obligations of borrower
offered for discount is less than 10 percent o f capital of bank and is less
than $5,000.**
A draft, bill o f exchange, or acceptance should be drawn so as to evidence
the character of the underlying transaction. A stamp or certiHcate may
accomplish this.**
BANKERS' ACCNTTANCma

(Certain respects in which the law and the regulations governing eligibility
are more speciRc with reference to bankers' acceptances than with reference
to other types of paper are detailed below.)
Nature of transactions giving rise to eligible acceptances:
Shipment of goods in foreign trade, including shipments between tw o foreign
countries.
Shipment o f goods within the United States—shipping documents must be
attached at time o f acceptance.
Storage in the United States or in any foreign country o f readily marketable
staples, must be secured at time o f acceptance by warehouse receipt and accep
tor must be secured through life of acceptance.
Creation o f dollar exchange."
Maturity o f eligibile acceptances: Ninety days in general," 6 months, if
drawn for agricultural purposes and if secured at time o f acceptance by ware
house receipts covering readily marketable s t a p l e s 3 months if arising from
the creation o f dollar exchange."
Aggregate o f acceptances o f one customer rediscountable for a particular
member bank: Ten percent of capital and surplus o f accepting bank, unless
acceptance is secured throughout life by documents growing out o f same
transaction."
**P . 220 (act, aec. 13) ;jp. 228 (act, sec. 1 3 ).

"P. 130 (Reg. A, sec. II ( a ) ) .
*p. 226 (act, aec. 13) ; p. 231 (act, aec. 13a) ; p.
"P. 130 (Reg. A, see. II ( a ) ) .
"P. 130 (Reg. A, sec. II ( e ) ) .
* P . 131 (Reg. A , aec. I I I ) ) .
*p. 217 (act, sec. 9 ) ; p. 131 (Reg. A, aec. I I I ) .
*tp. 1 3 1 (R e g . A, aec. I V ( b ) ) .

129 (Reg. A , aec. ( e ) ) .

<2 P. 132 (Reg. A, aec. V (b )) ; p. 137 (Reg. A, aec. X I I I ) .
135 (Reg. A, aec. X I ) .
" P . 228 (act, aec. 1 3 ) ; p. 137 (Reg. A, Bee. X ! I ) .
* P . 230 (act, aec. 13) : r . 187 (Reg. A, aec. X I ') .
" P . 136 (Reg. A. aec.

**P .
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Nors.—Unconditional promise, in writing, signed by the maker, to pay in
the United States, at a Axed or determinable future time, a sum certain in
dollars to order or to bearer.'*
Draft or MM of ea?c&3%pe.—Unconditional order, in writing, addressed by one
person to another, signed by the person giving it, requiring the person to
whom it is addressed to pay in the United States, at a fixed or determinable
future time, a sum certain in dollars to the order of a specified person.**
Trade accepcwce.—A draft or bill of exchange, drawn by the seller on the
purchaser of goods sold, and accepted by such purchaser.**
#%M&ers' acceptance.—A draft or bill of exchange, whether payable in the
United States or abroad and whether payable in dollars or some other money,
of which the acceptor is a bank or trust company, or a Arm, person, company,
or corporation engaged generally in the business of granting bankers* accept
ance credits."
Ayric%?tMra% paper.—Note, draft, or bill of exchange issued or drawn, or the
proceeds of which have been or are to be used for agricultural purposes, includ
ing the production of agricultural products, the marketing of agricultural prod
ucts by the growers thereof, or the carrying of agricultural products by the
growers thereof pending orderly marketing, and the breeding, raising, fattening,
or marketing of livestock.""
Goo%s.— Include goods, wares, merchandise, or agricultural products, includ
ing livestock.^
marTcefaMe #fap%e.—An article of commerce, agriculture, or industry
of such uses as to make it the subject of constant dealings in ready markets
with such frequent quotations of price as to make (a) the price easily and
definitely ascertainable and (&) the stable itself easy to realize upon by sale
at any time.*
?MM?e
Meae fo
read%% war&efc&^ staples.—Cotton yams,
Hour, cotton, potatoes, cattle, sugar in bond, wool, coal, cottonseed. These have
been held not to be such marketable staples: Automobiles, automobile tires,
whisky, or sacramental wine in bond "
NOTES

The foregoing article is based on the Federal Reserve Act and on the rulings
and regulations of the Federal Reserve Board as published from time to time
in the Federal Reserve Bulletin, and summarized in the so-called " Digest of
Rulings " (described on p. 401). The numbered citations refer, except as indi
cated below, to pages of the digest, with parenthetical reference to the act
(by sections), to the regulation (by letter and section), and to the rulings
(by number, all numbers cited being those of rulings given in the digest under
the general heading X III-C ).

Mr. BROWN of Michigan. You have just mentioned 90-day
paper----Dr. GOLDENWEISER. Yes.
Mr. BROWN of Michigan. There are cases that are running 9
months, at the present time; are they eligible!
Dr. GOLDENWEISER. Yes; but 90 days is the limit on member banks'
collateral notes, unless they are renewed. Eligible paper, that is,
rediscounted paper, Mr. Brown, may run 9 months for agricultural
or livestock paper, but when a bank borrows on its own promissory
note, the limit is 90 days.
" P . 131 (R e g . A , sec. I V

*P .
<*P.
"P .
*P .
"P .
*P .

(a )).

132 (Reg. A, see. V (a )).
135 (Reg. A, sec. X ).
132 (Reg. A, sec. VI (a )).
130 (Reg. A, see. II (a ), footnote).
136 (Reg. A, wee. XI, footnote).
74 (ruling X III-E , no. 460).
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Mr. BROWN of Michigan. As far as time is concerned you have
your 90-day paper, your 6-months paper, and your 9-montns paper,
but those are the maximums ?
Dr. GoLDENWEiSER. Yes, sir.
Mr. BROWN of Michigan. You do limit them to one renewal, do
you not!
Dr. GoLDENWEiSER. I think that is a matter of practice. There
is no regulation about one renewal. I think that is a matter for
the individual bank----The CHAIRMAN. If there is, it never was followed, I do not
suppose ?
Dr. GoLDENWEiSER. No, sir; there is no absolute rule, Mr. Brown.
I do not think I need to say anything about eligibility, except
that it has been suggested, in discussing this bill—I do not know
whether it is in this room or in the press—that it would result in
looseness of operation, or inflationary danger.
I think, myself, that the proposed bill introduces into the Fed
eral Reserve Act, for the first time, the term " sound assets." As
the law stands now, eligibility is defined by technical requirements,
maturity, the nature of the underlying transactions, and other rigid
rules, which the Federal Reserve Board had no authority to dis
regard in formulating its regulations, and the Federal Reserve banks
have no authority to disregard in making their loans or advances to
member banks. But there is nothing said in the Federal Reserve
Act about the fact that assets must be sound.
Of course, that is something that any bank understands, and I do
not mean to imply that the assets that the Federal Reserve banks
have acquired were not sound, but I mean to say that the proposed
bill substitutes for the rigid technicalities the fundamental principle
that the assets must be sound, and beyond that leaves the actual reg
ulations to the Federal Reserve Board, so that they can be adapted
to different conditions that prevail in the country, and to different
developments that arise at a time when Congress, perhaps, may not
be in session.
That is what happened in 1932. We had banks failing very
rapidly. There was a large number of banks that did not have
eligible paper to present to the Reserve banks. The banks may have
had sound assets and the Federal Reserve was unable to help them,
and the banks were unable to get help from the Federal Reserve
until the emergency bill was passed, which authorized them, under
certain restrictions, to obtain relief from the Federal Reserve banks
on other than technically eligible paper.
The CHAIRMAN. Did not that act employ the language " sound " ?
Dr. GoLDENWEiSER. No; it said any security satisfactory to the
Federal Reserve banks.
The CHAIRMAN. And we even went to the extent of making it a
form of emergency relief available to the nonmember banks!
Dr. GoLDENWEiSER. Yes: y o u d id , a b o u t a y e a r la te r -----The CHAIRMAN. No; I beg your pardon, it was not a year later.
Dr. GoLDENWEiSER. The Glass-Steagall Act was passed in Febru
ary 1932, and the other provision was in the Emergency Banking
Act passed in March 1933.
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The CHAIRMAN, Yes; you are quite correct. What we did was to
amend immediately, 6rst, the Federal Reserve Act as to the privilege
of obtaining currency.
D r. GOLDENWEISER. Yes; y ou d id that.
The CHAIRMAN. On Federal Reserve bank notes, and then to
extend that privilege to nonmember banks.
Dr. GOLDENWEISER. Yes.
Mr. HANCOCK. In that connection, what is the total amount of
discounts held by the Reserve System today, and what are the classes
involved ?
Dr. GOLDENWEISER. Mr. Hancock, the total discounts of the Fed
eral Reserve, held today, are $6,000,000, and in view of the fact that
it is a small figure, I do not know what it consists of.
Mr. HANCOCK. I do not think it is very important.
Dr. GoLDENWEiSER. Y o u see, with excess reserves o f $2,000,000,000
the banks are not borrowing from the Federal Reserve banks.
The CHAIRMAN. What proportion of the present holdings of the
banks is regulated by paper that might be classed as eligible?
Dr. GOLDENWEISER. You mean what is held by the member banks,
themselves ?
The CHAIRMAN. Yes, sir; that is what I mean.
Dr. GoLDENWEiSER. About $2,000,000,000.
The CHAIRMAN. That might be classiSed as eligible!
Dr. GoLDENWEisER. That is classified as eligible, by their own
classification.
The CHAIRMAN. What portion of their investments does that
cover?
Dr. GoLDENwEisER. That is about 8 percent.
Mr. HANCOCK. What are the total assets of the Federal Reserve
banks today, about $7,500,000?
Dr. GoLDENWEisER. They total $8,700,000,000.
Mr. BROWN of Michigan. Following the chairman's question, it
seems to me that we ought to know what changes are contemplated
by the addition of the new paragraph at the end of the present sec
tion 13, giving power to the Board to establish regulations for the
rediscounting of commercial, agricultural, and industrial paper.
What can you do under that provision that you cannot already do
under the present section 13; what classes of paper will you add ?
Dr. GOLDENWEISER. What we will add I do not know. That is a
matter for the Board to decide. You questioned Governor Eccles
about his opinion on this subject. My opinion would not be worth
anything.
Mr. BROWN of Michigan. I am sure this committee thinks it
would be.
Dr. GoLDENWEiSER. The Federal Reserve Board would have au
thority to admit as collateral for member bank notes any asset that
was sound, whether it was a commercial loan or bond or stock or real
estate or farmer's paper, for the purchase of machinery. All of
those long-term loans are completely barred, as the law stands today
here, but would be made Admissible under the new law.
The CHAIRMAN. And all of those same loans, which are now ad
missible because of their maturity, would also be Admissible under
the change!
Dr. GoLDENWEisER. Yes, sir.
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Mr. BROWN of Michigan. That does not change the present status
any?
The CHAIRMAN. That is what I am talking about.
Mr. BROWN of Michigan. The present statute remains as it is, and
there are additional paragraphs giving the Board additional powers
to make loans.
Dr. GOLDENWEISER. Mr. Brown, I think that is a matter of drafts
manship, and I think that the proper way to handle that is when
this law is actually being drafted by your drafting forces to repeal
all of those sections of the law and substitute this one section.
Mr. BROWN of Michigan. Might I say that if every limitation
that we have heretofore had as to the time for which paper may be
rediscounted is still in the law----Dr. GoLDENWEisER. But that is repealed, Mr. Brown, by the pro
posed amendment, but I think it would be more elective to repeal it
in so many words.

The CHAIRMAN. Well, the repeal would be conditioned upon the
rules and regulations promulgated in order to put the change into
effect?
Dr. GOLDENWEISER. That is right.
The CHAIRMAN. Otherwise they would proceed as they do now!
Dr. GOLDENWEISER. That is right.
The CHAIRMAN. That we do not know; but, if I understand the
situation right, it is that you will continue to operate just as you
are operating now, and if conditions were to improve and business
got better and it was no longer deemed necessary to inaugurate new
methods of meeting the situation, we might continue to operate as
we are; but we are giving authority to liberalize 2
Dr. GOLDENWEISER. Yes, sir.
Mr. HANCOCK. Under the present language of the act that we
have before us now, as I understand it, you could not—the Federal
Reserve System could not rediscount any paper with security longer
than 9 months?
Dr. GOLDENWEISER. You mean under the proposed amendment!
Mr. HANCOCK. Yes; that is what I mean.
Dr. GOLDENWEISER. I think you are mistaken about that. I think,
under the proposed amendment, the Federal Reserve banks could
discount any paper that was sound. Is that not so!
Mr. BROWN of Michigan. I agree with Mr. Hancock to a certain
extent. I think the authority is somewhat clouded, unless section 13
was repealed, as Dr. Goldenweiser suggested, in its entirety, and
section 206 of the proposed bill substituted for section 13 of the law.
Dr. GOLDENWEISER. The counsel, I believe, has drafted a form by
which that will be accomplished, and my personal recommendation
would be that it should go into the law, because I know, positively,
that it is the intention of the proponents of this bill that it should,
in effect, take the place of existing section 13—I mean the parts of
it dealing with eligibility.
Mr. BROWN of Michigan. Do you not think that the authority is
somewhat clouded if section 13 remains as it now is?
Mr. WYATT. No; I do not think so. I think the broad authority
given by the later statute, which would be construed as repealing by
implication the restrictions contained in the old law. Certainly,
there would be nothing in this statute that would prevent making
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advances on any sound assets. That is distinct from rediscounting.
They could make advances on any sound assets, subject only to such
regulations as the Board might prescribe. As a matter of fact, that
is the way the banks would do it. They prefer to borrow on their
own promissory notes secured by collateral, because that is less
trouble than rediscounting.
Mr. HANCOCK. Under that language, it seems to me you could
make advances on any sound assets for longer than 9 months;
whereas if you discounted the paper, you would have to limit it to
9 months.
Mr. WYATT. That is not important, because if this goes through,
the chances are that nearly all of the borrowing would be done on a
promissory-note basis.
Mr. BROWN of Michigan. But your new section 206 speaks of
assets—speaks of discounts as well as advances, and it seems to me
there will be some complication between the paragraph we added this
bill and the present law. Have you an amendment drafted to take
the place of section 206?
Mr. WYATT. Yes. You cannot repeal all of section 13, because
there are some other things in that section. What you really have
to do in order to repeal the provisions which would be made obsolete
by this amendment, is to repeal all of section 10 (a), all of section
10 (b), several paragraphs of section 13, several paragraphs of
section 13 (a), and then amend several of the other paragraphs in
sections 13 and 13 (a). We have it written out, and it takes 5%
typewritten pages to do it; but we can give it to you, if you want it.
Dr. GoLDENWEiSEE. Mr. Chairman, there is only one other subject
on which I should like to have just a word to say, and that is the
proposed repeal of the collateral requirements against the Federal
Reserve notes. That is a technical subject and one that has given
rise to a good deal of misunderstanding.
I would like to say, in the Rrst place, that there is nothing in this
proposed amendment that would, in any way, change the security
back of the Federal Reserve notes.
The Federal Reserve bank holds certain assets, and against these
assets it has its liabilities, principally the liabilities to the public in
the form of notes and deposits.
There is one reservoir of assets and there are two kinds of claims
against it. The present law provides that you take that reservoir
of assets and pick certain ones out that are made eligible for that
specific purpose by law, and put them in another box and call it
collateral for Federal Reserve notes, and leave the rest as security
against the deposits. All this bill proposes to do is to do away with
that separate box and call the entire box of assets security against
all of the liabilities. You are not changing the quality of the secur
ity in any way, you are simply doing away with an expensive and
unnecessary segregation; and since Federal Reserve notes, by the
terms of law, are prior liens and continue to be prior Hens, they have
as security the best part of the assets, so that the note holders "would
have to be satis8ed before the claims of the deposit holders could be
satisfied.
There is absolutely nothing in this proposal that changes the
quality of Federal Reserve notes in any way whatsoever, it does
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not repeal the reserve requirements; it does not change the quality
of the assets back of them; it merely does away with the segrega
tion. I think that very simple point is one that has been very
frequently overlooked.
There are just a few more things about this collateral that I would
like to say.
Mr. WiMJAMS. Right in that connection, if I may, under the
present law, there is a certain part of the assets that are segregated;
is that correct!
Dr. GoLDENWEiSER. That is correct; yes.
M r . W iLLiAM S. And back of each note issue!
Dr. GoLDENWEiSER. No; against all of the notes. They are not
earmarked for any particular note issue.
Mr. W iLLiAM S. Under this law, do not the banks, in case they
need notes, make application to the Federal Reserve agent!
Dr. GOLDENWEISER. Yes.
Mr. W iLLiAM S. And offer certain classes of assets, and he receives
them, and they are placed in a separate box, as you say, or a sepa
rate place, as the paramount security on any notes that are issued
at that time!
Dr. GoLDENWEiSER. The Federal Reserve agent holds all of the
assets that have been pledged with him. The Federal Reserve agent
gets collateral for all of the notes that he pays out to the Federal
Reserve bank, but I do not think he holds any particular batch
against any particular batch of notes.
Mr. W iLLiAM S. Is not there also a provision in there which au
thorizes a bank to take down and substitute other ones for ones
which have already been put up ?
Dr. GoLDENWEiSER. That is right.
Mr. W iLLiAM S. And is there not also a further provision which
permits the board to require a bank to put up additional security!
Dr. GoLDENWEiSER. Yes; all that is correct, out all that applies to
the entire collateral that the agent holds against the entire note
issue, and not any particular note issue*

Mr. W iLLiAM S. I was under the impression it was the other way.
Dr. GoLDENWEiSER. Excuse me. That is correct, is it not, Mr.
Smead!
Mr. SMEAD. That is correct.

Mr. W iLLiAM S. That was not my understanding of the way the
language reads.
Dr. GoLDENWEiSER. That is the way it has always read, Mr. Wil
liams. For instance, they have never taken a particular batch of
Government securities and held them against those particular notes,
because it would be almost impossible to do that. I f the bank re*
turns notes and wants to have a corresponding amount of collateral
released, it asks for the collateral it wants.
Mr. W iLLiAM S. In that event, that makes the assets of the bank be
prime and paramount lien as to the payment of the notes!
Dr. GoLDENWEiSER. They continue to be under the proposed law.
Mr. W iLLiAM S. And they are now, and in that respect the law is
not changed!
Dr. GoLDENWEiSER. That is correct.
Mr. W iLLiAM S. In other words, the redemption of the notes would
come jSrst, over the depositors of the bank!
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Dr. GOLDENWEISER. Yes.
Mr. WiLLiAMS. They are the Srst paramount liens?
Dr. GOLDENWEISER. Yes; that is right, and that is continued in
the law.
Mr. WiLLiAMS. Now, while I am asking questions, may I con
tinue on another subject!
Dr. GoLDENWEisER. Yes.
Mr. WiLLiAMS. The question oi reserves, as I understand, the re
serves under the present law, are Rxed at a certain percent?
Dr. GOLDENWEISER. Which reserves do you mean, of the member
banks ?
Mr. WiLLiAMS. Yes; depending upon their locality?
Dr. GOLDENWEISER. That is correct.
Mr. WiLLiAMS. I also understand that is still left in the law ?
Dr. GoLDENWEisER. Yes, sir.
Mr. WiLLiAMS. Well, in addition to that, we have this provision
in this new law, which gives the Federal Reserve Board complete
and entire authority and jurisdiction over the fixing of those
reserves ?
Dr. GOLDENWEISER. Yes; it gives them authority to change them.
Mr. WiLLiAMS. Well, now, if we are going to have that, why not
repeal this Sxed limitation in the law ?
Dr. GOLDENWEISER. I think the theory of that is, Mr. Williams,
that the reserves shall not be disturbed, and shall continue as they
are, but if there is danger of expansion—I do not remember exactly
what the language is—injurious expansion or contraction, and a
change becomes desirable, the Federal Reserve Board can act and
change it, but otherwise the reserve requirements continue as they
are; and the banks must continue to keep their reserves at a certain
ratio, unless action is taken by the Federal Reserve Board.
Mr. WiLLiAMS. That is the law now, is it not?
Dr. GOLDENWEISER. But at the present time, the Federal Reserve
Board has no authority to raise the requirements.
Mr. WiLLiAMS. That is in case of emergency?
Dr. GoLDENWEiSER. No, sir; they cannot raise them. They may
suspend them, but they cannot raise them.

Mr. HANCOCK. You can only do that with the consent of the
President?
Dr. GoLDENWEiSER. Excuse me. What I meant to say is, that
under the original Federal Reserve Act they had no power to change
reserve requirements. This particular amendment in the bill does
not do anything more than to clarify the section that was in the
so-called "Thomas amendment", passed in 1933, which does give
the Board, with the President's approval, authority to make the
change. I was talking about the original Federal Reserve Act at
the moment. This proposed amendment simply clarifies the existing
amendment and extends it somewhat.
The CHAIRMAN. What was the language of the Thomas amend
ment!
Dr. GOLDENWEISER. The language of the Thomas amendment, quot
ing from memory, is that in case of emergency----Mr. WTAiT. Would you like for me to read it?
The CHAIRMAN. Yes.
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Mr. WYAiT. The Thomas amendment added this paragraph to sec
tion 19 of the Federal Reserve A ct:
Notwithstanding the provisions of this section, the Federal Reserve Board,
upon the aiHrmative vote of not less than Rve o f its members and with the
approval of the President, may declare that an emergency exists by reason of
credit expansion and may, by regulation during such emergency, increase or
decrease from time to time, in its discretion, the reserve balances required to
be maintained against either demand o r time deposits.

Mr. WiLLiAMs. The power is there!
Dr. GoLDENWEiSER. That emergency power exists, but it is quite
illogically worded, because it says the Board could either increase
or decrease the reserve requirements, if an emergency arises because
of credit expansion. Now, you would not want to decrease the
requirements if an emergency arose from credit expansion, so that,
literally, you could never decrease them, because of the way the
provision is worded. The bill proposes a clarification and extension
o f that power, and removes H-om the President the necessity of
approval and the requirements of a vote by Rve members of the
Board.
Mr. W iLLiAM s. This simply gives the board power to change
when they think it is necessary?
Dr. GoLDENWEiSER. That is right, sir.
Mr. WiLLiAMs. In order to prevent undue expansion or contrac
tion of currency, to regulate the reserve requirement?

Dr. GoLDENWEiSER. That is true.
Mr. HANCOCK. And under the act, it could be done, without
declaring such an emergency exists?
Dr. GoLDENWEiSER. Without declaring there is an emergency, yes;]
and it also gives them the power to do that for financial centers^
alone, or for the country districts, alone, or for the country as
whole, depending upon the circumstances, which the present amende
ment does not give.
Mr. WiLLiAMs. I just wanted to clear that up in my mind.
Dr. GoLDENWEiSER. I was not trying to mislead y o u for a mo
ment. My mind slipped.
Now, if I may make a few more remarks about the collateral
requirements, I would like that to conclude my statement.
I think I made it clear that Federal Reserve notes continue to
be prior liens, that there is nothing in the law that, in any way,
weakens the Federal Reserve note whatsoever. At the same time,
the existence of those collateral requirements is not merely a matter
of economy that we are asking you for, although it is economical,
but it also has created many complications. The fact that we re
quired that collateral made it necessary to have assistant Federal
Reserve agents, or else have a lot of issued notes in the hands of
the branches, and that created a lot of diCiculty, because nobody
could issue notes except the Federal Reserve agent, or his assistant,
and you would have a large supply of issued notes and collateral,
which would not be necessary, because they were not in the home
ofEce where there was an agent, you had to carry them as issued
notes, or else you had to have an assistant agent, and have a high
corresponding salary, to be on the job in the branch.
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So that it has created a whole lot of unnecessary, purposeless
difRculty and expenditures. In addition to that, it has created, some
times, a very bad situation.
In the early months of 1932, a very large amount of gold had
Bowed out of the country. The Federal Reserve banks had bought
a good many Government securities, because there was an awful
deflation going on and it was necessary to keep down the indebted
ness of the member banks to the Federal Reserve bank, in order to
stop the delation. And so the eligible paper in the hands of the
Reserve banks was relatively small in amount. Since they had to
put up against their Federal Reserve notes outstanding enough
eligible paper or gold to make up 100 percent, and since the eligible
paper was in a small amount, they had to put up a whole lot of
gold, with the consequence that, at that time, the Federal Reserve
banks, though they had $1,400,000,000 of gold in excess of their
reserve requirements of 40 percent against notes, and 35 percent
against deposits, had to put up $1,000,000,000 of that $1,400,000,000
as collateral against the Federal Reserve notes, where it could not
be gotten out except by selling Government securities, and putting
the banks in debt again. And they only had about $400,000,000 of
" free gold " available to meet a foreign demand.
A liberal open-market policy could, therefore, not be undertaken
until Government securities could be substituted for the eligible
paper or gold with the Federal Reserve agent.
So we came to you, gentlemen, and asked you to give us that au
thority, and that authority was given, and has since been extended,
and the President has now extended it for 2 more years.
That is the kind of thing that happened and, in logic, is apt to
happen again, because when we want to exercise immediate restraint
that is usually the time when the banks are heavily in debt, and going
further in debt, and at that time there will be plenty of collateral,
so it will not act as a restraining influence at a time when you want
to restrain, but at a time when business is going flat and contraction
is going on, if you buy Government securities in order to help out
the banks, that is the time when you are going to be short of col
lateral and you 6nd that your collateral requirements will be
pinching.
This requirement always works against the interests o^ the coun
try, and against the interests of the credit policy pursued by the
Federal Reserve System. In 1932 we were up against it, with noth
ing but $400,000,000 available, with $1,000,000,000 or more of foreign
short-term bonds in this country that could be withdrawn on demand
in gold, when the Federal Reserve System was unable to pursue a
policy of monetary ease, which was clearly indicated by all of the
elements of the situation. Congress then passed an emergency meas
ure to relieve the situation.
Now, it is requested and proposed that you do away with this
obsolete and useless, expensive and dangerous provision altogether.
There is just one other thing I would like to say, and that has not
any direct bearing on the collateral, but it has an indirect bearing
on it, and that is, the question of demand for currency and the ability
of the Federal Reserve banks to issue currency without any collateral,
which question has been raised.
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I have gone through the problem of what is back of the notes
already, and Governor Eccles has discussed that in some detail, but
I would like to make it clear that, in our banking and credit system,
currency is the small change of business. Currency is not a big
element in our means of payment.
Currency fluctuates in response to certain influences. In normal
times, it fluctuates chieHy in response to certain parts of our economy
that are still handled by cash payments, principally retail trade and
pay rolls.
During a long period there was a trend, gradually, from year to
year, for a decline in the amount of currency, because more and more
business corporations were adopting the policy of paying their pay
rolls by check, partly for the purpose of avoiding hold-ups, and!
partly because it is more convenient, and the habit of depositing
checks was spreading throughout the country.
That particular trend has been reversed recently, because of the
tax on checks, because of the service charges, because of the fact
that communities are left without banks in many cases. But in gen
eral, the level of money, cash money, has remained reasonably steadyy
except for seasonal fluctuations. Its elasticity is indicated by the
fact that it goes up $100,000,000 over the Fourth of July, and goes
up again over Labor Day. Whenever people go away trom home,
they get a little more currency, and currency goes up for a few days,
but then goes right down again.
Mr. HANCOCK. It goes up around Christmas time?
Dr. GOLDENWEISER. Yes; but it goes back down again in January.
But those are seasonal fluctuations, and the year-to-year fluctuations
are relatively minor.
The fluctuating element in our banking system is not cash but
deposits. The reason I put it that way is that the elasticity of our
currency rests on the habits of the people and the customs of the
banking system. No one carries in his pocket more money than is
needed for such small cash payments as he is in the habit or making.
Possibly he pays for his gasoline in cash, he may pay for his lunch
in cash, and carfares, and a few things like that. People are in the
habit of keeping in cash a certain amount of money out of their
pay checks, and the rest of it they deposit in the banks.
When they deposit it in the banks, the banks do not keep it in
their vaults, either, because it is a dead asset in their vaults and
involves unnecessary risk from burglars. So they immediately take
it to the Federal Reserve bank, where it is added to their reserve
and gives them a basis of expansion.
Mr. HANCOCK. How much money is in circulation, in pocket
change, so to speak!
Dr. GOLDENWEISER. I could not tell you how much is actually
in pocket change, but I think the amount that is outside of the
banks, the Treasury, and the Federal Reserve banks is around
$5,000,000,000.
Mr. HANCOCK. I mean the amount that is outstanding usually
and not in the Federal Reserve or member banks or any bank.
Dr. GOLDENWEISER. About $5,000,000,000. Now, I would like to
add this: That is the usual relationship between the seasonal fluc
tuation in currency, with no sensational changes, And with gradual
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declines occasionally. When the banking system began to crack, all
this changed, because people began to want money, cash money, not
for change but as a matter of safety. They lost their confidence in
banks. There is one other chart here that I should like to show
you, if you will bear with me. This shows the amount of money in
circulation—and that is a technical term—I mean outside of the
Treasury and the Federal Reserve.
Mr. WnJJAMS. Right there I want to ask a question: What do
you mean by money m circulation?
Dr. GOLDENWEISER. I mean all of the money issued, outside of the
Federal Reserve bank and the Treasury. That does include the
banks' money, the money in the vaults of the member banks----Mr. HANCOCK. You say it does include that?
Dr. GOLDENWEISER. It does include that; yes.
Mr. HANCOCK. And does it deal with money in the nonmember
banks?
Dr. GOLDENWEISER. This includes all of the money outside of the
Treasury and the Federal Reserve banks. I want to show you—
here is 1929, a year of great prosperity, and money in circulation is
$4,800,000,000.
Then in 1930 came along a time when the pay rolls went down
and prices went down, and currency went down a little in the early
part, a little more than seasonal; you can see it was moving below
, 1929, until about November, when the Bank of the United States
m New York and the Bank of Kentucky failed, and hoarding began,
and it shot up. That was the first appearance of hoarding on a
large scale.
Then in 1931, Srst we had the seasonal liquidation, and then
things continued fairly evenly. Then in the latter part of 1931,
when all of these events all over the world were happening—first
the run on Germany, then the one on England—and our banks were
failing, we had a tremendous increase in hoarding.
Then in 1932 that level was the same, no particular increase in
hoarding and no decrease until the middle of the year, and then
there was another lot of bank failures in the Chicago district; and
it rose again, and stayed at that level. That is the way we ended
in 1933.
Then when the panic began, the currency in circulation shot up
a couple of weeks by $2,000,000,000, to $7,500,000,000.
Mr. HANCOCK, That was in February?
Dr. GoLDENWEiSER. That was in February, toward the very end o f
February 1933 and early in March.
Mr. HANCOCK. We were experiencing a money boom!
Dr. GoLDENWEisER. Yes; you can call it that if you wish. There
was a terrible panic. And then when the President ordered the
banks reopened and said that only sound banks would reopen,
people's conRdence was restored, and as soon as the banking bill was
passed and the banks reopened, the people found they could have
their money, and they did not want it, and the money came right
back in the course of a few months, and we were getting back to the
level at the beginning of the panic. But even yet, even right now,
in 1935, there is still a whole lot more currency outstanding than
there was in 1929, because when money finds its way into hoards,
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being hidden away under mattresses and in tin cans, it is likely to
take it some time to come back.
And while those things that Governor Eccles mentioned about
service charges, taxes on checks and communities without banks, are
all factors in the situation, there is also a very considerable amount
of hoarding, because we 8nd that it is the very large denominations
that are held out, and large denominations are not used by people
in paying their bills*
The CHAIRMAN. I note that your chart makes no reference to
postal savings, but postal savings are exclusive of the funds in the
banks and in the Treasury!
Dr. GoLDENWEiSER. This is exclusive o f that; yes. Postal savings
also went up.
The CHAIRMAN. How do you classify postal savings?
Dr. GoLDENWEisER. That is just the cash, the currency. This is
not the deposits.
The CHAIRMAN. You do not 6gure the postal savings in this, at
all?
Dr. GoLDENWEisER. No, s i r ; t h a t w a s a n o th e r m e t h o d o f p r o t e c t 
i n g t h e m s e lv e s , a n d i t w e n t up f r o m $300,000,000 t o a b o v e $1,000,000,000.
Mr. HANCOCK. I understand it went up to almost $700,000,000.
How much money was there in existence at that time ?
Dr. GoLDENWEisER. The amount of money in existence does not
mean anything, because the reserve banks could print any amount
they wanted to. There was any amount printed available to pay out,
if there was any demand. The amount of money in existence----Mr. WiLLiAMS. I understood you to say this represented all the
money, except what was in the Treasury and the Federal Reserve
bank?
Dr. GoLDENWEisER. Yes; but the Federal Reserve bank had many
billions of money available in case the panic continued and people
wanted more.
Mr. W iLLiAM S. But they did not issue it?
Dr. GoLDENWEisER. No, sir.
Mr. W iLLiAM S. What I meant was, What was the outstanding
issue of money?
Dr. GoLDENWEisER. That is all that was issued, because what is in
the Federal Reserve banks and the Treasury is more or less like a
book of blank checks; it does not mean anything. The only money
that means anything is in your pocket, or money that has been paid
out. The money that the Federal Reserve banks have printed is
kept in case somebody wants it—it does not become money until it is
paid out. The money that was available—I could not give you the
exact amount, but it was billions of dollars of cash money that had
been printed and was available in case it was needed.
Mr. W iLLiAM S. Undoubtedly so, but does that represent all of the
money that was issued at that time!
Dr. GoLDENWEisER. I d o n o t quite get your point, Mr. Williams.
Mr. WiULiAMS. I want to know whether it represents all of the
money there was?
127297— 35-------30
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Dr. GoLDENWEiSER. It represents all of the money that had been
paid out; yes.
Mr. WiLLiAMS. When it was down here to $5,000,000,000, for in
stance, where was the balance of that money then?
Dr. GoLDENWEiSER. Some of it may not have been printed, and
what had been printed was lying in the Treasury or Federal Reserve
banks. I get word from the Chief of the Division of Banking Op
erations that the Federal Reserve banks at that time had $5,000,000,000 of money printed, ready to issue in case the public wanted it.
I am trying to explain exactly what the situation was.
Mr. WiLLiAMS. I am trying to Rnd out the money that was issued
at that time.

Dr. GoLDENWEiSER. This is all of the money that was issued at
that time.
Mr. WiLLiAMS. Does that line represent—whatever it is, whether
it is $7,000,000,000 or $5,000,000,000-—the amount of money that was
issued at that time?

Dr. GoLDENWEiSER. That is all of the money that has been issued
and has not been retired; yes.
Mr. KoppLEMANN. If money is put in a country bank, is it retired ?
Dr. GoLDENWEiSER. Not at that stage; but the country bank is
likely to send it to a Federal Reserve bank, and it will then be
retired. All the money outside of the Reserve banks and the Treas
ury is on this chart.
Mr. W iL L iA M S . Then it i s a l l on t h e r e .
Dr. GoLDENWEiSER. All of the money—that is, the actual cur
rency—is in there; ves.
The CHAIRMAN. How much was that!
Dr. GoLDENWEiSER. $7,500,000,000.
Mr. WiLLiAMS. That represents all of it! I did not have that
impression.

Dr. GoLDENWEiSER. That is all of it; yes.
Mr. WiLLiAMS. What is the low ebb of it!
Dr. GoLDENWEiSER. It gets as low as $4,400,000,000.
Mr. WiLLiAMS. That represents all of the money that was issued
at that time!
Dr. GoLDENWEiSER. All of the cash money.

Mr. WiLLiAMS. And when it got up to $7,500,000,000 it represented
all of the money that was issued at that particular time!
Dr. GoLDENWEiSER. Yes.
Mr. FoRD. And suppose the Patman bill passes, what would hap
pen to that chart?

Dr. GoLDENWEiSER. That chart would not change, except for a
very short time. You would pay out $2,000,000,000 of currency, but
it would be immediately redeposited in the Federal Reserve banks,
and the so-called " money " in circulation would not change. All
of that money----Mr. HoLLisTER. The only change would be in its purchasing value?
Dr. GoLDENWEiSER. Weil, its purchasing power—it is a complex
question whether it would change or not. The only time that money
in circulation would be likely to increase very rapidly would l)e
when the people again lose confidence in the banks. That is the
only thing that makes it go out.
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Mr. KoppLEMANx. Then what is the relationship between money
and wealth?
Dr. GOLDENWEISER. You mean cash money? If you mean cash
money, there is no relationship.
Air. KorPLEMANX. No relationship?
Dr. GoLDENWEisER. No relationship whatsoever. Mr. Chairman,
that is all I wish to say, on my part, and if you wish to ask ques
tions----Mr. HANCOCK. On the question Air. Hollister asked you, it does not
follow as a point of logic that the purchasing power of the dollar
would be changed, does it?
Dr, GoLDENwEiSER. Not necessarily.
Mr. HANCOCK. If funds were released of currency----Dr. GoLDENWEisER. Not necessarily, unless that action resulted in
the people losing confidence in currency, or losing confidence in the
Government, in which case the repercussions are very difficult to deal
with*
Mr. HANCOCK. The obligations of the Government would be the
same %
Dr. GOLDENWEISER. The Government would have outstanding a
large amount of non-interest-bearing debt, instead of interest-bearing
debt.
Mr. HANCOCK. Which would have to be redeemed at some time ?
Dr. GoLDENWESiER. That raises a question of redemption, which at
the present time, is in abeyance.
Mr. HANCOCK. Both of which would have to be paid off at some
time ?
Dr. GOLDENWEISER. Not necessarily.
Mr. HoLLisTER. How are you going to pay olf the non-interestbearing paper, behind which there is nothing?
Mr. HANCOCK. There is only one way you can pay any obligation
of the Government, and that is through taxation, is it not ?
Dr. GOLDENWEISER. Actually, the Government can reduce its in
debtedness by one of three ways, but your answer is really exactly
right; the only real way is taxation. Another way is repudiation,
and the third way is what I recently more or less facetiously called
" evaporation." That is what happened in Germany when diey did
not repudiate it, and they did not raise taxes, but they made the
mark so completely worthless that it just evaporated.
Mr. HANCOCK. I am speaking of honest obligations!
Dr. GOLDENWEISER. Yes; you are right.
Mr. W iL M A M S . What d i d y o u c a l l the German system, Doctor!
Dr. GOLDENWEISER. I do not really think it is fit to repeat.
The CHAIRMAN. All right, gentlemen, Mr. Hancock moves that
we adjourn.
We thank you very much, Dr. Goldenweiser.
We will meet again tomorrow at 10:30 o'clock.
(Thereupon, a recess was taken in the hearing until 10:30 a. m.
Thursday, Mar. 21, 1935.)
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THURSDAY, MARCH 21, 1935
H O U S E OF R EPR E SE N T A TIV E S,

COMMITTEE ON B A N K IN G AND CURRENCY,

Z?. (7.

The committee met at 10: 30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. Gentlemen, we have with us this morning, Mr.
Coolidge, the Under Secretary of the Treasury, who will discuss
the bill H. R. 5357.
Mr. Coolidge has prepared a brief statement which he would like
to read to the committee, after which he will be glad to answer any
questions members of the committee may desire to propound.
Mr. Coolidge, you may proceed.
STATEMENT OF T. JEFFERSON COOLIDGE, UNDER SECRETARY OF
THE TREASURY

Mr. CooLiDGE. Mr. Chairman, I have a, brief statement covering
only title II of the bill.

The CHAIRMAN. I presume you desire to address yourself to title
II of the bill, and that is really what the committee would like to
hear you about.
Mr. CooLmGE. Title II is the part of the bill which is of most
interest to the Treasury Department, because in that portion of the
bill it is proposed to amend the Federal Reserve Act.
When the Federal Reserve System was formed conditions were
very'different from those of today. There were practically no Gov
ernment securities in the market. The reserve requirements of the
System were based on the amount of gold that was in the country
and there was no insurance of bank deposits by any agency. The
adjustment of money rates was largely automatic and only par
tially a matter of judgment. Should gold leave the country it be
came necessary for the banks to borrow to replenish their reserves.
The same was true when there was a demand for currency or for
an extension of loans. When either of these situations arose it was
almost axiomatic to raise the rediscount rates to discourage further
borrowing or to replenish the gold stock.
These conditions are very dinerent today. The gold in the country
is in excess of any normal legal reserve requirements; Government
securities are obtainable for liquidity in large quantities, whereas
commercial paper is small in amount compared with previous times,,
and bank deposits have largely been insured by the Federal Deposit
Insurance Corporation. The proposed bill attempts to adjust the
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banking laws so that these new conditions can be met in a suitable
manner.
In that portion of the bill covering amendments to the Federal
Reserve Act, I want to take up the proposed change in the method
of appointing the governors and vice governors of the individual
Federal Reserve banks; the proposed change in collateral require
ments for loans from the Reserve banks; the proposed change in
restrictions on real-estate loans; and the proposed method of openmarket operations together with the power of the Fedral Reserve
Board to change reserve requirements.
It seems incongruous to have a governor appointed by the directors
of the local bank and a chairman of the board by the Federal Re
serve Board at Washington. Under the bill, the directors of the
local Federal Reserve bank choose a governor who shall be chairman
of the board and a class C director, and their choice is subject to
the approval of the Reserve Board at Washington. The approval
of the Board should, I believe, make for harmonious relations be
tween the banks and the Federal Reserve Board, while at the same
time not deprive the local directors of any of their proper respon
sibility in the choice of the oSicers.
At present the Federal Reserve banks are restricted in their loans
to member banks, being able to loan only on specified types of assets.
This bill will permit them in their discretion to loan a member
bank on any of its sound assets when in their judgment it is a wise
thing to do. At the present time this may seem unnecessary as the
member banks have great quantities of funds; nevertheless, should
there be an unwarranted Row of funds from an individual bank or
from certain parts of the country, the banks under the bill could
be given proper support by the Federal Reserve banks should their
general condition justify it and unnecessary liquidation be prevented.
It is proposed that the existing restrictions on real-estate loans
be somewhat liberalized. I personally believe that banks should be
permitted to work out their old loans without restriction, while in
the case of new loans 60 percent of an appraised value should be high
enough. The Federal Reserve Board could properly be given further
authority to make regulations within this limit of 60 percent.
Our control of money rates has passed from the automatic stage,
because of the great amount of excess reserves, into a condition
where automatic standards cannot, I believe, be improvised which
can be expected to work under the conditions of the present or
immediate future. It would seem that this control must be en
trusted to a group of men, and, presumably, will be exercised by
open-market operations in Government securities, by a change in
the reserve requirements ,&ad in rediscount rates, or by a combina
tion of the three.
I would like to state that there are no important conflicting in
terests in regard to the proper rate for short-time money. Every
one's interest is best served by the proper rate to help make business
stable and prosperous. There may be differences of opinion between
men or groups of men as to what is the rate most suitable under
the conditions of the time, and the best methods of obtaining the
desired results. The Treasury has, of course, great powers in influ
encing the rates for money and it is most important that it coop-
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erate with those to whom like powers are committed. It is not
important to choose men from any particular group to perform
this important function, but it is essential that wise men experienced
in the effect of money policies be chosen and that they not be influ
enced by unwise demands of special groups.
For this purpose the bill sets up an open-market committee, three
to be chosen by the Federal Reserve Board from their members and
two to be chosen by and from the governors of the Reserve banks.
It is contemplated that these five men have the responsibility of the
difficult and delicate job of buying and selling acceptances and
Government securities with Reserve bank money for the purpose
of furnishing to the country a proper supply of funds at proper
rates _to the extent that it is advisable to use this method for the
purpose. With conditions as uncertain as they are and with the
vast amount of gold in the country this power of buying and sell
ing acceptances and Governments may be insufficient to insure
proper co^irol and in ths bill the Federal Reserve Board is
given power to change legal reserve requirements of member banks.
A raise of legal reserves would impound the idle money of the
member banks, thfis raising rates; or a reduction of reserve require
ments would give the member banks additional funds. These two
methods used in combination will equip the Federal Reserve System
with supplemental control devices to be available for use when re
quired, although it is to be expected that the need to change legal
reserves will occur very seldom.
The CiiAiRMAN. Mr. Coolidge, the Treasury favors the enactment
of this bill?
Mr. CooMDGE. The Treasury favors the enactment of this bill and
the purpose for which it is intended. The question of changes that
may be made, or the methods of accomplishing the purposes is en
tirely a question for this committee, and there is no reason why the
bill should not be considerably modified to carry out the purpose for
which it is submitted, so far as the Treasury is concerned.
Mr. GOLDSBOROUGH. The Treasury is in favor of the bill; is that
correct ?
M r. CooLiDGE. T h at is correct.

The CHAIRMAN. That is what I wanted to ask you.
Mr. GOLDSBOROUGH. Under the bill, the directors of the Federal
Reserve banks would still elect their governors, subject to the ap
proval of the Federal Reserve Board, and the majority, that is, 6 of.
the 9 directors are bankers?
M r. CooMDGE. T h a t is note quite correct. Six o f the nine are
elected b y the stockholders w ho are the banks, but only three m ay be
bankers. I think I am correct in that Statement. So the other
three would not be bankers.

Mr. HANCOCK. The three appointed by the Federal Reserve Board
must be bankers, which would mean----Mr. GOLDSBOROUGH. I mean the six would either be bankers or
would be members appointed by bankers, which, in my judgment,
amounts to the same thing.
Mr. HoLMSTER. You have stated that the bill in its present form
is satisfactory to the Treasury. Are you aware of the suggested
changes that Mr. Eccles presented to the committee in his testimony!
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Mr. CooMDGE. When you say in the suggested form, I would like
to make clear that the purposes and general form of the'bill are
favored by the Treasury. The exact form is not of particular con
sequence, or the particular business of the Treasury,
Mr* HoLLiSTER. Of course, in a sm u ch as the b ill its e lf does n ot state
w h a t is p u rp oses are, som e p eo p le m ig h t read d iiferen t p urp oses in
th e b ill th a n oth ers.

Mr. CooMDGE. My only point is that I do not want to approve
every dot on every " i " and every cross on every " t." I do not feel
that I am in a proper position to do that, because I have not spent
the time that Governor Eccles has spent on the subject.
Mr. HoLLiSTER. You have not looked over the memorandum of
several pages which Governor Eccles submitted to the committee?
Mr. CooMDGE. I have seen the changes proposed, but I am not
prepared to state that the Treasury is back or is not back of those
changes. I will be glad to have you enumerate the changes and to
say what I feel about them.
Mr. HoLLiSTER. I have not that memorandum before me, but there
are several of the changes that I can remember.
One, particularly, is this. As I understand it, Mr. Eccles has
changed his views with respect to this open-market committee of
five, and suggestsjthat it would be much better that the Federal
Reserve Board have complete control over the open-market opera
tions, with a committee consisting of the governors of the various
regional banks, with which a member would be compelled to ^dnise
prior to taking any action.
Mr. CooLiDGE. I do not think I would be personally prepared to
back that particular recommendation. I think the committee should
be composed of a combination of the two.

Mr. FoRD. Was that the testimony given before the committee by
Mr. Eccles! I do not remember that that was brought up before
the committee; I thought it was suggested that it be composed of
two from the Federal Reserve banks and three from the Board.
Mr. HoLMSTER. That is in the bill, and as I understood Mr.
Eccles' suggestion, he thought it would be much better to have the
Federal Reserve Board have complete control.
I questioned Dr. Goldenweiser yesterday when he was before the
committee concerning the statement that the power was left in the
regional banks to control in some way the open-market operations,
and he finally admitted that the only power given was the power to
advise; that there was absolutely no power whatsoever either to
initiate or to cgmpel action, or to veto. The full power, under Mr.
Eccles' suggestion, would be in the Federal Reserve Board to comgel the Federal Reserve banks to enter upon open-market operations.
Mr. HANCOCK. I think Mr. Coolidge should be informed about the
suggested amendment before he undertakes to answer that question.
Mr. CoouDGE. I have scon the suggested amendment, and what I
say is----The CHAIRMAN. He thinks that the provision of the bill is more
desirable.
Mr. HANCOCK. Mr. Hollister failed to state that under the Gov
ernor's suggestion, an advisory committee would be appointed from
the governors to advise with the Federal Reserve Board before
any such power became elective.
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Mr. CooLiDGE. I understand that, and I do not wish to make a
great point of it. But my personal feeling is that the money is owned
by the Reserve banks, and that some Reserve bank governors should
Re on the committee investing those funds.
Mr. HoLLisTER. There are two purposes, I suppose^ for which openmarket operations can be carried on. One is the easing or tightening
of credit or money. That is the chief purpose, so far as I understand
it, of the whole theory of open-market operations.
Is it not also true that if full compulsory powers are given with
respect to open-market operations, we will say to the Federal Reserve
Board, or even to a committee which the Federal Reserve Board
controls, that also this power might very well be used to compel the
Federal Reserve banks to acquire securities directly from the Gov
ernment, in the event that the Government has the securities it wishes
to sell, and there is no other way of selling them %
M r . CooLiDGE. T h a t , p r e s u m a b ly , w o u ld b e w ith in th e p o w e r o f
th e p r o p o s e d co m m itte e i f th e y so w is h e d t o use it.

Mr. HoLLisTER. That is something new in the law?
M r . CooLiDGE. The sa m e p o w e r s can n o w be e x e rcise d , o n ly in a
m o r e c o m p lic a t e d m a n n e r . The co m m itte e a n d th e R e s e rv e B o a r d
c o m b in e d h a v e th e use o f th e sam e p o w e r s th a t is n o w p r o p o s e d t o
C o n ce n tra te in th is co m m itte e .
M r. HoLLisTER. B u t at th e p r e se n t tim e n o reserv e b a n k m a y be
c o m p e lle d t o e n te r o p e n -m a r k e t o p e r a t io n s i f it d e c id e s it d oes n o t
w a n t to .

Mr. CooLiDGE. I think that is true.
Mr. HoLLisTER. Whereas under this bill, if it is passed, the Fed
eral Reserve banks could be compelled by whatever body we decide
upon, whether the committee or the Federal Reserve Board, after
Consultation with the advisory committee, to acquire bonds.
M r . CoouD GE. T o b o th b u y a n d s e ll; th a t is th e in te n t.

Mr. HoLLisTER. The thing that worries me chiefly about the bill
is the cpmpulsory feature, the fact that the credit resources of the
country might be compelled, notwithstanding what the great majority^jof good bankers might think as to the advisability of it—the
great credit resources might be compelled to be used in the handling
of bond issues, in the event that the Government continued to pile
up deficits, and I would like to ask you whether you think that is
a wise^ power to put in any board which is, to some extent, if not
entirely, under administration control.
M r . CoouD GE. I w o u ld lik e to a n s w e r t h a t v e r y d ir e c t ly . I th in k
th e BSRKpr is g o i n g t o e x is t s o m e w h e re . I t h in k it is r a th e r u n f o r 
tu n a te t o h a v e th e p o w e r w ie ld e d b y 12 s e p a ra te b a n k s.

I think the power should exist in a board, and that the board
should be very carefully selected. The power is going to be some
where.
Mr. HoLLisTER. The alBrmative power to compel the regional
banks to cooperate in acquiring, and you say also in selling—and
I am worried about the acquiring end of it—in acquiring Govern
ment securities.
M r . CoouD GE. It seem s t o m e , o th e r w is e a r e g io n a l b a n k m a y a c t
o n its o w n a n d in t e r fe r e w it h th e a c tio n o f o th e r s , a n d th e n y o u
h a v e th e p ic t u r e o f 12 r e g io n a l b a n k s , e a c h w it h th e p o w e r t o d o
w h a t y o u s a y y o u d o n o t lik e t o see co n c e n tr a te d .
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Mr. HoLMSTER. Of course, if a majority vote of the regional banks
could settle it, that would be one thing. But here would be the
power in a board outside of the regional banks, and even if the
regional banks unanimously thought that was a mistake, under this
power they could be compelled to go into these open-market opera
tions.
Mr. CooLiDGE. Your s u g g e s t io n w o u ld b e th a t th e r e g io n a l b a n k s
b e g iv e n a v e t o o v e r th e o p e n -m a r k e t o p e r a t io n s --------

Mr. HoLLisTER. Yes; or a majority of the committee.
Mr. CoonD G E ( c o n t i n u i n g ) . Of th e co m m itte e .
Mr. HoLLisTER. W h a t th e o p e n -m a r k e t co m m itte e p r o p o s e s

th a t
m ig h t n o t b e w is e , a n d it seem s to m e th e re s h o u ld b e som e w a y in
w h i c h th e m a ss o p in io n o f th e b a n k e r s o f th e c o u n t r y m ig h t b e a b le
to c h e c k w h a t th e y m i g h t c o n s id e r as d a n g e r o u s a d m in is t r a t io n
p o lic ie s .
Mr. CooLiDGE. You h a v e th e re a q u e s tio n as to th e b est m e t h o d t o
a tta in th e e n d .

Mr. HoLLisTER. Yes.
Mr. CooLiDGE. I am not prepared to recommend any method as
the best possible.
The CHAIRMAN. As a matter of fact, Mr. Coolidge, under the
present plan 11 of the banks might agree upon a policy which
might be approved by the Board, and the entire 11 banks might
desire to carry it out; but it would be in the power of one bank, if
it was suHiciently strong in resources, practically to nullify a policy
that might be desired and determined upon by all the other banks
of the System.
Mr. (jooiJDGE. That is the present situation.
The CHAIRMAN. That is the situation now.
Mr. CooMDGE. It is t h a t s itu a tio n t h a t w e d e s ir e t o c o r r e c t.
The CHAIRMAN. And the truth is, as the matter now stands, in
stead of having control in the 12 banks; we have control in a, very
small minority of the banks in number. That is the practical situa
tion. The whole truth is, the power is in one bank to dictate the
policy of the Reserve System.
Perhaps you do not care to say that, and I will put it in the
form of a statement instead of a question. That seems to be the
situation.
Mr. HoLMSTER. I do not consider the present situation satisfactory
at all, and I only feel we are going too far in this bill in taking ail
powers whatsoever away from the regional banks except the
advisory power.
Mr. HANCOCK. Mr. Coolidge, I assume that both your position and
the attitude of the Treasury Department is that, since you are to a
large degree charged with the responsibility of furnishing the
Nation with an adequate supply of money at fair cost, the present law
should be ch a n g ed so that you mav have the control or power
necessary to c a r r y out that responsibility.
Mr. (jooMDGE. I see a situation which is proposed under this bill
with great powers of control vested in the open-market committee
and the Reserve Board and other types of control in the Treasury,
and I see a great need of cooperation between those two. But they
are independent parties; one is not dominated by the other.
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Mr. HANCOCK. Under the open-market plan suggested in the bill,
would it not be possible, under certain circumstances, for the will of
tiie Ppderal Reserve Board to be thwarted in the event that one
member of the Federal Reserve Board out of 8 members serving oh
this committee, together with 2 of the governors, also serving on this
committee, should agree on a policy contrary to the known or ex
pressed view of the entire Federal Reserve Board? I hope I make
myself clear. .
Mr. CoouD G E . I do not quite follow that. The Federal Reserve
Board can elect 3 members, although 1 must be the Governor. They
can choose which three members they desire to sit on the openmarket committee. I do not vision an alignment where special
parties are going to line up against other parties. I visualize them
as a group of men who meet to discuss conditions, and I do not think
there are 2 against 3 in the matter.
Mr. HANCOCK. I am just wondering whether that situation might
not exist, in view of the fact that there have been conflicts hereto
fore due to the lack qf coordinated effort on the part of all the parties
interested. That suggestion was made by Mr. Eccles, I think, as
the basis for the suggested change in one of his amendments. He
recommended that the powers should vest in the Board as a whole
rather than in a joint committee as the bill provides.
But if you do not care to make any further expression on that
point, it is all right. It is vitally important, however, in my
judgment.
Mr. C oouD G E . I t h in k t h a t is a m a t te r o f o p in io n . I p e r s o n a lly
f e e l t h a t th e r e s h o u ld b e g o v e r n o r s o f R e s e r v e b a n k s o n t h e o p e n jp a rk g f; c o m m it te e .

Mr. HANCOCK. In Mr. Eccles* statement before the committee he
referred to certain language used bv President Woodrow Wilson in
his address to the joint session of Congress on June 23, 1913. I am
wondering whether you subscribe to Mr. Wilson's idea and con
ception of the control of banks. Here is what he said:
The control of the'system of banks of issue must be vested in the Govern
ment itself so that the banks may be the instruments, not the masters, o f
hnshaggs and o f individual enterprise and initiative.
I s th a t y o u r c o n c e p tio n !

Mr. CoociDGB. I want to be rather certain; I am not quite sure of
the meaning of his conception. He set up the Reserve System, a n d
whether that was his idea of control by Government, thinking of
the Federal Reserve Board as exercising that control, would be a
question. I certainly feel the Reserve System is an instrument, not
a necessity, of business.
Mr. HANCOCK. Of course, I do not know exactly what was in his
mind, but it is my own personal idea that he would have been dis
appointed in the operations of the Federal Reserve, based upon my
interpretation of his conception of the right kind of banking system
that would function in all conditions for the welfare of the Nation,
rather than for a few small parts of it.
Mr. C oouD G E . T h e c o n t r o l h a s t o ex^st s o m e w h e r e , a n d th e c o n 
t r o l s h o u ld e x is t , in m y o p in io n , in s o m e r a t h e r in d e p e n d e n t b o d y
of m en .
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Mr. HANCOCK. Do you think it would be better to vest control in
the Government, or vest control of the note issuing power of the
Nation in an independent body, which might be called the " supreme
court of finance", that would be insulated against direct Govern
ment or political influence and commercial banking influence at the
same time?
Mr. CoouDGB. I think that the banking system grows rather
slowly. I do not see, of-hand—I am not an expert on these things—
I do not see a final solution. I see this bill tending toward certain
concentration of power, and I do not feel qualified to state what is
the final solution of our banking situation, but I believe it is a long
way distant.
Mr. HANCOCK. Mr. Coolidge, I assume you have read in the papers
about the number of suggestions from the different organizations
that seem to oppose very vehemently title II (and perhaps sincerely),
and as a result of their attitude they are suggesting that a compre
hensive study of banking and monetary matters by a national com
mission of appropriate character should be undertaken, rather than
for Congress to proceed further with the consideration of this bill.
Is it the attitude of the Treasury that a commission of that char
acter is necessary at this time ?
Mr. CooLiDGE. I do not think I can express the Treasury attitude
on that very well. I do not think the Treasury has taken any atti
tude on that question.
Mr. HANCOCK. But you say the Treasury does favor the main
purposes of this bill and want them enacted into law, is that correct ?
Mr. CooLiDGE. Yes.
Mr. GiFFORD. You have said that the Treasury favors this bill.
Is not that because of the necessities of the situation, in connection
with the financial deficits of the Government!
Mr. CooLiDGE. I personally favor it, to give some control over the
money market. In my opinion the control does not exist today in
proper form.
The Treasury is able to finance at very low rates, and I do not see
that we need this in order to finance the Treasury operations.
Mr. GiFFORD. The Treasury does not attempt to advise Congress
as to its expenditures, perhaps; but you think now that the banks
are holding an undue amount of Government securities ?
Mr. C oouD G E . I do not say fhat. The banks have the Govern
ment securities because they wished to have their earning power.
Mr. GiFFORD. Is that not a rather temporary situation ?
Mr. CooLiDGE. It may be temporary; someone else may buy them
later. I feel that the whole situation is a very involved one, and it
is difBcult to forecast.
Mr. GiFFORD. Have you made a survey of the probable deficits
that are going to be created by this Congress?
Mr. C oouD G E . I h a v e not.
Mr. GiFFORD. Is not that a matter of great concern to the Treasury,
if they have to finance those deficits ?
Mr. C oouD G E . The problem o f the Budget is important to the
Treasury.
Mr. GiFFORD. After Congress passes these measures, bringing th e
deScits up to 10 or 12 billion dollars, does not it follow then that
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the Treasury will be quite interested as to how they are going to
finance them!
If you were the treasurer of an organization^ as a rule, you would
be glad to inform the members of the organization, and even the
president of the organization, of the situation regarding the treas
ury and the dangers, perhaps, involved in making great expendi
tures. That would be the ordinary procedure, would it not!
Mr. CooMDGB. I think you have really gotten me a little bit out
of my depth. The President has submitted a Budget, and that is
before Congress.
Mr. GiFFORD. What I am getting at is this: The Treasury does not
feel that they should advise the President of the dangers of the
financial situation or the financial deficits, or even advise Congress
of the danger of the financial deficits. Is it not the duty of the
Treasury to suggest that they may have dilKculty in financing the
deficits, if they go over a certain amount?
Mr. C oonDGE. The Treasury has expressed its views in the Budget,
and what Congress will do is a matter of your knowledge rather
than mine.
Mr. GiFFORD. The Treasury does not feel like even suggesting to
Congress that it is all right to spend 10 or 12 billion dollars this
year above ordinary expenses, and that you can handle it all right?
M r . CooLiDGE. I t h in k I w o u l d r e a lly r a t h e r h a v e y o u ask th e S e c 
r e t a r y q u e s tio n s o n m a tte r s o f g e n e r a l p o l i c y . I tr u s t th e re w ill b e
n o s u ch d e ficit.

Mr. GiFFORD. I do not know whether you want to express any
personal opinions, but you are here representing the Treasury.
Somebody must represent the Treasury when they come here, and
I think we are entitled to the views of the Treasury Department re
lating to the dangers and difEculties of financing deficits.
You and I come from a section) of the country where we once
heard a voice say this, which illustrates what I have in mind, that
if the bankers lend too much money to their Government they will
not have enough left to lend to the people.
Under this theory of financing, there would not be any limit to
the amount that the member banks are allowed to rediscount all
the time and loan back again.
I am getting back to this point, which I would like to impress
upon you, and that is this: Do not the necessities of the times in
connection with these vast expenditures of the Government, bring
about the actual necessity of this legislation, and is not that the
purpose of it?
Mr. CooLiDGE. I cannot agree with that. This legislation, in my
mind, is to control the rate for money. From the point of view
of Treasury financing, we do not need this legislation m the least.
Mr. GiFFORD. Not if we appropriate $12,000,000,000 in Congress
this year ?

Mr. COOMDOE. The effect may be very bad, but from the point of
view of Treasury financing I do not feel that we need this legislation
in the least.
Mr. GiFFORD. Temporarily, not. But suppose business should de
cide to go ahead; will not business need this money ?
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Mr. CooMDGE. To my mind, the money available, without chang
ing the law, is of an enormous amount, ample for business as well
as for proper expenses of Government.

Mr. GiFFORD. That is because of the amount of gold we have in
the Treasury.
M r . CooLiDGE. Yes; and fro m the poin t o f view o f Treasury Rnancin g I can see no need fo r this bill.
Mr. GiFFORD. You can take care of the $12,000,000,000 deficit this
year?
M r . CooLiDGE. I am not prepared fo r one m om ent to say that.
Mr. GiFFORD. You will have to be prepared, will you, if we pass

appropriations causing a $12,000,000,000 deRcit, appropriations call
ing for that amount of money?
Mr. CooLiDGE. That is a subject which is beyond this banking bill,
it seems to me, and it is a broad subject.
Mr. GiFFORD. It is so broad that it seems that it is desired to pass
this political bill.
Mr. CooMDGE. I do n ot fo llo w that.
Mr. GiFFORD. Is not this bill going to give the Government con
trol over the banking system of the country?
M r . CooMDGE. I do not see th at it gives it any m ore than it has
today.
Frankly, I do not see the need of this bill for financing the Treas
ury. There is no need of it from that point of view, in my opinion.
Mr. GiFFORD. You encourage Congress to spend any amount of
money, and if I should follow that out I might as well vote for
the soldiers' bonus tomorrow.
Mr. CooMDGE. I am not encouraging Congress. S o far as I am
concerned, the question of the Budget, to my mind, is entirely aside
from the question of this banking bill.
Mr. GiFFORD. It is not entirely aside from it when you have to
find the money with which to pay it.
Mr. RussELL. Would it not be appropriate to suggest that Mr.
Gifford confine his questions to the bill before us instead of going
into the question of the appropriations which Congress may make?
Mr. GiFFORD. Mr. Chairman, because my friend has suggested
that, I will be glad to do that. But the amount, in all probability,
will be 12 billion, and my idea was that there should be somewhere
some power that might say to Congress that it looks probable that
you will spend $12,000,000,000, and I have named $12,000,000,000 here
without anyone contending that that is not true.
I would rather protect you, Mr. Coolidge^ than embarrass you, and
I will withdraw from any further questioning.
Mr. HANCOCK. Mr. Coolidge, in your own mind there is nothing
political about this banking bill, is there? It is designed to help
the entire country rather than any particular class or group.
Mr. CocuDGE. Yes; it is designed to improve the banking situa
tion.
Mr. HANCOCK. It would be used for the welfare of all, regardless
of politics, would it not? And any suggestion to the contrary is
unwarranted and absurd.
M r . CooLiDGE. I feel so.

Mr. BROWN of Michigan. Is not the main purpose of the bill to
increase the power of the Federal Reserve banks to rediscount paper
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for member banks in the Federal Reserve? Is not that one of the
main purposes of the bill?
Mr. CooLiDGE. The question of whether it is the main purpose, I
think, would be open to some argument.

Mr. BROWN of Michigan. One of the main purposes?
Mr. CooLiDGE. Opinion would differ on that. But the bill does
enable the Federal Reserve banks to loan on any sound assets rather
than on certain specified types. The bill leaves it to the judgment
o f the individual bank whether they desire to make these loans.
Mr. BROWN of Michigan. But when the individual banks know
they can borrow on any sound asset, as expressed in section 13 of
the Federal Reserve Act, as amended, they are more likely to be
more liberal in their loaning attitude toward business generally,
when they know they can rediscount that paper, or borrow upon it
at the Federal Reserve bank ? When they know that they are going
to be less harsh than they have been in the past. Is not that true?
Mr. CooLiDGE. It prevents the past preferences for certain types o f
assets that are rediscountable. All assets are on the same basis
instead of there being a preferred class for certain assets.
Mr. BROWN of Michigan. But the effect of the amendment would
be to l.beralize, as far as the Federal Reserve System can do it, the
loaning policy of the member banks?
Mr. CooLiDGE. I should think so.

Mr. BROWN of Michigan. When they know they can turn over
their sound assets and get assistance from the Federal Reserve banks,
they will be more willing to loosen up and make loans; is not that a
fact ?
Mr. CooLmcE. I should think so. I feel it will be of use in time of
trouble, but, on the other hand, it may lead to some careless lending
in good times.

Mr. BROWN of Michigan. I want to say, in commenting upon your
statement, I am pleased to find you recommend the reduction from
75 to 60 percent as the basis for real-estate loans.
Governor Eccles expressed somewhat the same attitude; and I
think, personally, that it is a little dangerous to go as high as 75 per
cent on long-term real-estate loans on the part of commercial banks,
and I want to commend your view in that respect.
Mr. HANCOCK. On the point about which Mr. Brown questioned
you, as to changing the law so far as eligibility is concerned, under
the provisions of this bill an honest effort is being made to insure
liquidity for all sound assets; is not that correct!
Mr. CooLiDGE. I think that is correct. I would rather phrase it a
little differently myself^ I would rather say that the banks were
given power to borrow from the Reserve banks when the Reserve
banks desire to loan, and not just when there are certain specified
assets in their possession.
Mr. HANCOCK. Under the old system, do you not think that the
opinion or obsession of a great many bankers, which was perhaps
natural under the system, that everything in their bank had to be
liquid, had more to do with destroying real values than almost any
other thing! This was particularly true with reference to real estate
and local securities.
Mr. CooLiDGE. That is a hard question for me to answer. It is a
matter of op in ion .
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Mr. HANCOCK. You do not think, do you, that the value of an asset,
so far as its eligibility for discount alone is concerned, should depend
on its quoted value on an exchange ? Is that a fair or always honest
test?
M r . C o o u D G E . I t h i n k t h a t s h o u ld b e t a k e n i n t o a c c o u n t ; I w i l l n o t
s a y " d e p e n d " ; I t h in k it s h o u ld b e ta k e n in to a cco u n t.

Of course, at the present time there is no borrowing, and the sur
plus of funds is such that that provision is of little use. It is of use
only in times of trouble.
Mr. HANCOCK. Do you not think that back in the bank panic days,
the fact that bankers looked to the exchange quotations rather than
to the intrinsic value of the assets in their bank had much to do
with the failure of many banks and was in some instances a curse ?
M r . C o o u D G E . I t h a d s o m e t h i n g t o d o w i t h it .

Mr. HANCOCK. Do you not know that that system for years and
years operated against sound real-estate assets and almost made
them worthless?
M r . C o o u D G E . I t h i n k i t c a u s e d a g r e a t d e s t r u c t io n o f s o u n d a s se ts
d u r in g th e p a n ic .
I d o n o t t h i n k it o p e r a t e d a g a i n s t t h e m u n t il t h e
d e p r e s s io n c a m e o n .

Mr. HANCOCK. Do you think that values should be determined by
the price you can get for the property within 24 hours, or by the
ticker service?
M r . C o o u D G E . N o ; a n d I a g r e e w i t h y o u e n t i r e l y o n t h a t , a t le a s t
i n t i m e s o f g r e a t p a n i c , b u t t h e w h o l e p r o b l e m is d ilR c u lt .

Mr. Fonp. Mr. Coolidge, I would like to make not so much a ques
tion as a statement, and ask you if you agree with me: Under the
Federal Reserve Act as at present constituted was it not the idea,
in a period of expansion, that it supplied money in a large measure
and made it easy to get money for going concerns for going ahead ?
Was that not true?
Mr. C o o u D G E . Yes; that is true.
M r . F oR D . T h e n w e c a m e t o a p e r i o d o f — i t w a s a ll r i g h t f o r e x 
p a n s io n , b u t w h e n w e ca m e t o a p e r io d o f c o n t r a c t io n th e c h a r a c te r
o r c la s s o f a s se ts h e l d b y a b a n k t h a t w e r e r e d i s c o u n t e d in a n e m e r 
g e n c y w a s s o r e s t r i c t i v e t h a t i t d i d n o t f u r n i s h a c u s h io n t o t a k e
s u d d e n r e a c t i o n a r y o r s u d d e n d r o p p i n g ; is n o t t h a t t r u e ?
Mr. CooLiDG E. That is s o .
Mr. F oR D . Now, then, this measure undertakes t o broaden the basis

of the assets in the banks on which loans can be made ?
M r . CooLiDGE. Yes; t h a t is c o r r e c t .
Mr. FoR D . So that in a period of emergency a bank can take its
sound assets to the Federal Reserve bank and, for temporary pur
poses, get sufficient currency to meet its demands ?
Mr. C o o u D G E . I agree.
Mr. Fomx Therefore, by giving people the money that they are
clamoring for, you stop the clamor?
Mr. CooLiD G E. I a g r e e ; b u t t h e b a n k h a s t o b e s o u n d , a n d m a n y
w ere n o t.

Mr. FoRD. There has been an attempt made in this committee by
the minority to show that the sole purpose of this measure was to
make it easier for the United States Government to borrow from
the banks. That has been the purpose of the minority right through,
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and they have left out any possible good that was contained in the
bill for the purpose of using it, the banking system, as a national
institution as against a particular institution that was particularly
framed for the facility of just a limited class.
Mr. CooLiDGE. I stated already that I saw no possible need of this
biM! from the point of the Government financing, as far as that is
concerned.

Mr. FORD. This bill does not cover that; in other words, they are
going on and doing the financing without it, and it will not even
facilitate your financing!
Mr. CooEtME. I do not see that it facilitates? financing. We Rave
always sold our bonds to people who wanted to buy, and expect to
continue so
Mr. FoRD. And the attempt to show that this is simply a bill for
the pur^se ofenabling the Treasury Department to SnaRce its needs
S r CooMDQE. In my opinion, there is no need for the bill for that
purpose.
Mr. HAN39CK. You are pulling your rate o f interest down practi
cally every new issue, are you not !

Mr. CoOMDG#. Yes: interest rates &re running lower and lower and
we are selling a lot 01 bonds atloWer rates.
Mr. HANCOCK. I have no other questions, Mr. Chairman.
The CHAIRMAN. Any questions by anybody!
Well, Mr. Coolidge, this is not Hnportaat, but I think there was
one slight unintentional inaccuracy in your statement as to the
make-up df the committee. I understood you to say that there would
be three members of the Federal Reserve Board to be elected to the
Board. As I understand the provisions of the bill before us, it is
that the G*ovemor wouM be a member* and two others would be
elected ? is that correct!
Mr. CooMDQE. That is correct. I was cafeleSs id that statement.
Mr.
I would like td ask one question on the theory
whi^h is, perhaps, too broad and you would not like to answer it;
bat if that is so, you are at perfect liberty to say so. As I stated
before, it is the compulsion that Worries me in this bill, chieny wor
ries me. When the situation gets such that it is compulsory, in the
very nature of things, to take the bonds, that ig the Brst gtep, of
course, in credit contraction. That is, I suppose, axiomatic, is it not!
Mr. COOMDOE. I do not quite follow " compulsion " in it.
Mr. HoMJSTBR. You say, of course, it would not be compulsory,
but if it were compulsory and compelling upon the banks of the
country to take Government bonds against their better judgment—
I suppose when that time comes, it is really compulsory, is it not!
Mr. Coou&GE. That is a very bad time; yes.

Mr. HoaiRSTER. In other words, when it comes to Snancing by any
government^ the difference in financing the Government's expendi
tures by the issue of bonds—which is, of course, borrowing from the
accumulated resources of the country—rand financing by the issuing
of currency, the difference in the two is that the issue of bonds is a
voluntary matter; it is a question of bargaining between the parties,
of the seller on the one hand and the buyer, being a willing buyer,
127297— 35-------31
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on the other hand; but when a government once reaches a situation
where it decides to do its financing merely by running the printing
presses, the difference is that they are compelling a person who would
ordinarily be a buyer—compelling that person to take the piece of
paper, which is the promise of the government, and really against
his will—then, of course, the value of that paper goes down, because
the person does not want what he is compelled to take.
Therefore, if the situation should ever come about where bonds
must be taken, where there is a compulsion placed upon the credit
resources of the country to take the bonds, there is not much differ
ence between the sale of bonds and the issue of currency, is there?
Mr. CooLiDGE. Yes; that sounds pretty logical.
Mr. HoLLiSTER. And I simply wanted to bring that put for th&
record, wherein a central board, as long as it is not constituted by the
people, or on which they might not have majority control, or at
least the veto power—that is the situation which is dealt with in this.
bill.
Mr. HANCOCK. Mr. Coolidge, apropos of what my good friend,.
Mr. Hollister, has just said, it is also true, is it not, that the Gov
ernment should have the right, at all times, to use any profit which
it might have in the Treasury for the payment of its obligations^
without resorting to he further issuance of bonds!
Mr. CooMDGE. Well, that seems perfectly logical.
(Here follows discussion off the record.)
^ ^
*
through, Mr. Hancock?
Mr. CROSS. Mr. Coolidge, what do you think, what is yowar ide*
about the open-market operations, having the effect of being able to
raise or lower the wholesale commodity prices ?
Mr. CoouDGE. I do n o t p o se as m u c h o f a n ec o n o m ist o n th a t su b 
je c t. I sh ou ld s a y the effect w a s a slo w one, a n d o n ly one o f m a n y
fo r c e s a ffe ctin g p ric e le v e ls.

Mr. CROSS. You remember—or were you with the Department in
1923 and 1924, and through there—^1 think it was in 1924, or 1923,
that they had an open-market committee, and their open-market com
mittee bought $510,000,000 of bonds, and almost immediately the
wholesale commodity price level rose 11 percent, and agricultural
commodities rose 20 percent. Do you remember that occurrence!
Mr. CoouDGE. I am sorry to say I do not. I remember it^ but not
in detail sufEcient to help you.

Mr. Cnoss. Anyway, the theory is that, when you buy bonds, you
tend to lift the price level and whpn you sell bonds you take the cur
rency out of circulation and tend to lower the price level, and that
is one of the levers you expect to use along that line!
Mr. CoouDGE. That is a lever. I feel that is one of many other
forces. If you look back to the war time, when we entered the war,,
the Federal Reserve banks had pretty high money rates, but under
of the force of spending money, and so on, prices were driven to
very high levels. So I would not feel that the rate for money
caused by open market operations is more than one of several forces
that operate on the commodity price levels.
Mr. CROSS. How long have you been in the Treasury Department t
Mr. CooLiDGE. Just under a year.
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Mr. CROSS. Have you discussed the question of there being put
in the law a goal to which the Board should seek to go, for instance,
something along the lines suggested by Governor Eccles, that you
attempt to reach the price levels, for instance, in 1926 or some such
period through there? Did you discuss that with them? What is
your idea ?
Mr. CoouDGE. I did a little, and tried to apply it to different per
iods of the past. Now, if it were applied in 1917, when we entered
the war, the Board would have been almost under a duty to stop
the Government spending money to fight the war, because that would
have been their only method of keeping the price levels where they
were. When we get to 1932, we all knew the price levels were too low,
yet that language seemed to tell the Board to keep the price levels
stable and not permit a rise.
Mr. CROSS. Are you familiar with the system that Sweden has
put in force ?
Mr. CoouDGE. Not sufRciently to discuss it.
Mr. CRoss. I believe that is all.

Mr. HANCOCK. Mr. Chairman, I would like to ask one more
question. Go ahead, however, Mr. Williams.
Mr. WiLMAMS. I have in mind one or two questions to ask you
about this board. You have perhaps answered it while I was out,
but as I understood you, beiore I left, you were of the opinion
that open-market operations should be centered in one particular
board, for the reason that it was a national policy, and it should
not be interfered with, or have divided authority by each bank or
each group of banks being permitted to pursue their own course
along that line.
Now, it is desirable, is it not—that is true, I think, myself, as a
general policy—that the board should be brought in contact with,
and kept in close touch with the representatives of the various
individual banks throughout the country, in order to get a true
picture of the situation that exists at any particular time through
out the country?
Mr. CoouDGE. I agree entirely.
Mr. WiLLiAMS. Now, under the present set-up as it has been
from the beginning, the Secretary of the Treasury has been *
member of the Board. Has there been any thought given to setting
up &board without him on it?
Mr. CooLiDGE. I have heard that discussed by different people.
I think I would rather have him answer that question.
Mr. WiLLiAMS. Well, no; I do not mean to be personal at ally
not because of this particular Treasurer, but what is the idea back
of any of the Treasurers being a member of the Board?
Mr. CooMDQE. I do not see that it is of any particular importance.

Mr. WiLLiAMS. No particular importance! Well, then, what is
the idea of having the Comptroller of the Currency being a member;
is there any reason at all for that?
Mr. CoouDGE. I would rather leave that to him. I do not know
his duties and----Mr.

WiLLiAMS.

I mean to say, any reason------

Mr. CooLiDGE. I am not sufficiently familiar with the connection
of his duties with the Reserve Board, the bank examiners, and so
on, to answer that. I would really prefer not to go into that subject.
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Mr. WiLLiAMs. I do not mind saying, myself, that I do not see
any reason for the existence of his oHice at all, much less for him
to be a member of the Board.
Mr. CooLiDGE. Both of those are questions I would rather have
addressed to them, or to the particular or appropriate persons
involved.
Mr. W iLLiAM s. I thought perhaps, in framing this legislation,
the need of membership on die Board of the Comptroller of the
Currency and the Secretary of the Treasury had been considered.
Mr. CooLiDGE. It was decided not to recommend changes in the
Reserve Board.
Mr. WiLLiAMs. Well, unless there is some good reason why they
should be there, I do not know why they Aould be members of
the Board, and I was just inquiring as to what the reason was.

Mr. CooLiDGE. We decided not to go into the composition of the
Reserve Board.
Mr. WiLLiAMs. You have gone into the composition of it, in
submitting this bill, have you not!
Mr. CooLiDGE. We did not change the composition of the Reserve
Board.

Mr. W iL L iA M s. Of th e Reserve Board, b u t you d id ch an g e so m e
w h a t th e ir fu n c tio n s in th e o p e n -m a r k e t o p era tio n s.
Mr.

CooLiDGE.

Yes.

Mr. WiLLiAMs. I believe that is all.

Mr. HANCOCK. Mr. Coolidge, just one further question: From the
statements made by the different members of the committee and the
discussion which has taken place here for the pa^t 10 days, it seems
that there is a fear being planted in the minds of some people that,
under this measure, the Government might be in position to compel
or force banks, against their will, with respect to the open-market
operations. Do you not believe that it is necessary that there should
be some central control, so far as open-market operations are con
cerned, and especially when we review what happened back in 1929!
In other words, do you not believe that there might come a time
when the compulsory powers contained in this bill, if you care to
call them that, would be absolutely necessary, and especially if the
country should be off again op a wild speculative "jamboree
and
if you had those powers, you would be able to enforce uniformity
by all of the banks, in order to serve the country, and save the coun
try from the sort of crash like we experienced in 1929, 1930, and
1931; and then, by the reverse use of those powers, in a period of
great depression and deflation and dislocation, the Government
could and should employ those powers in the interest of all of the
people, goin^ so far if necessary of forcing banks to purchase Gov
ernment obligations, to sustain and protect the Government in its
duty to enable people to live and not starve ?
The CHAIRMAN. Well, have you finished?
Mr. HANCOCK. Let him answer that question, Mr. Chairman.
Mr. CooLiDGB. Excuse me. I agree with you. I think that the
power should be concentrated, and I think the open-market com
mittee should act to prevent excessive speculation and furnish money
in times of deflation.
Mr. HANCOCK. And that is the main purpose why these changes
are put in this bill, is it not!
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Mr. CooLiDGB. That is the purpose that I see in it.
Mr. HANCOCK. That is all, Mr. Chairman.
The CHAIRMAN. Well, gentlemen, if there are no further questions,
we will excuse Mr. Coolidge. We thank you for your able and in
formative statement.
Mr. CooLiDGE. Thank you, Mr. Chairman.
The CHAIRMAN. We will adjourn and meet tomorrow at 10:30,
gentlemen.
(Thereupon a recess was taken in the hearing until 10:30 a. m..
Friday, Mar. 22, 1935.)
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BANKING ACT OF 1935
F R ID A Y , M ARC H 38, 1935
H O U S E O F R E P R E S E N T A T IV E S ,
C O M M IT T E E O N B A N K I N G

AND

CURRENCY,

Z7. C.
The committee met at 10:80 a. m., Hon. Henry B. Steagall (chair?nan) presiding.
:
The CHAIRMAN. The committee will be in order.
We have with us this morning Mr. Robert Hemphill, who was the
Rrst credit manager of the Atlanta Federal Reserve Bank and is well
known as an authority on money and banking and as a Rnancial
writer contributing to the Hearst newspapers and to Rnancial maga
zines. He will discuss this bill, and I am going to suggest that he
be permitted to make his statement without interruption, after which
members of the committee may propound any questions that they
may desire.
STATEMENT OF ROBERT H. HEMPHILL, WASHINGTON, D. C.,
REPRESENTING THE NATIONAL MONETARY CONFERENCE

Mr. HEMPHILL. Mr. Chairman and gentlemen of the Committee
on Banking and Currency, I am not an orator; I have been in busi
ness all my life, so I am going to get down to business as rapidly
as possible.
This banking bill which is offered, in my opinion, crystallizes in
a large measure, and perpetuates and exaggerates what is today the
worst monetary banking system in the world.
In the founding of our country the patriots who had vision enough
to protect us from tyranny and to imagine a society composed of
intelligent individuals who would be permitted to carve their own
destinies, saw that the control of money would control the total
amount of business transactions, and that the total amount of goods
and services people can produce and exchange with each oth6r marks
the measure of civilization.
That is all there is to civilization, creating and exchanging the
facilities for a higher standard of living. That is all there is to it.
Necessarily, in our system, we cannot directly exchange our goods
tmd services; we have to Rrst convert them into money. Money is
the intermediate commodity, if you wish to call it that, into which
we have to exchange everything we produce.
So this subject, Mr. Chairman and gentlemen, is necessarily as
important, just as important as all of the rest of the subjects which
a civilized people has to consider. I thi^k that point is worth getting clearly in your minds.
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To exchange those goods and services there must necessarily be
in existence an available quantity of money which is equal to all of
the goods and services in process of exchange. That is a self evident
proposition. We cannot exchange in any other way.
If you diminish that quantity of money, you are going to restrict
the exchange of goods and services, and restricting the exchange of
goods and services means that you lower your standard of living,
and that means that you destroy civilization to that extent.
That is a principle that has been recognized by eveiy philosopher
of ancient and modern times. But there has been ^or 200 years,
since one certain man came into power as a financial genius, Mayer
Anselm Rothschild, who was bom in 1790—since he came into power
there has been a constant, organized, shrewd conspiracy to convince
the people of the world that this is not true, to convince men against
their own judgment, against a thing which is self-evident. And
that conspiracy has involved the press, it has involved the pulpit,
it has involved our schools, a. conspiracy to mislead people about
the importance of a very simple thing—money.
The interests who promote this confusion proSt by retaining for
themselves the monopoly of manufacturing our money.
I f you will pardon me a bit, I will read you a little fable at this
point which illustrates how our private banking system originated.
Sometimes these things get home the central idea a little clearer
than by technical explanation.
This is the fable of the Temple of the Thirteen Suns, a very
ancient fable.
Opce upop a time to the Temple o f the Thirteen Suns came the rich and
powerful <?hief, Oomah the Third, who said to the goldsmith o f the temple,
Hansen L. Roschab, " I have much gold and am about to depart fo r a far
country. W ilt keep this gold safely fo r me against my return a year hence?
I win pay thee weH."
The w ily Hansen coughed loudly and covered his countenance with a cloth
lest the rich Oomah the Third observe his joy to have this treasure in his
possession. When he was calm and could look serious he said unto Oomah,
" It is a very great responsibility and risk but I w ill undertake it for a tithe
which shall be 1 shekel in every 10."
Then said the Chief Oomah, " it is a d e a l", and forthwith his slaves de^
livered many bags containing in all a thousand shekels o f gold for which
Hansen L. Roschab, the goldsmith, gave the chief a parchmept deposit writing
payable to whomsoever, and thereupon Chief Oomah departed happily upon
his journey.
As soon as he was well out o f the copntiy the shrewd Hansen called his conRdential scribe and hade him thus, " Go thee now to the merchants whom I
tell thee o f and secretly say to each that thy master hath a little gold for hire
upon good security ", and the servant departed swittiy.
Soon there came to him a great merchant, who aaid, " Hansen, you old crook,
I am in a jam for a few shekels o f gold. W ilt lend me? " and Hansen repHed,
" Mogey is very tight these days, but it mtght be so arranged. What is thy
need/?"
The merchant answered, " T w o hundred shekels."
Then said Hansen, " It is much w p e y . What security eepldst thou pledge
fo r so great a su m ?"
Then the merchant shewed H&nsen a writing o f his possessions o f merchan
dise to the amount o f a thousand shekels. Hansen said, "T t is not enough ;
thou ycwt also pledge thy dweUing and thy slates and thy Taiment", where
upon the merchant, after pmeh pBot^st, plet^ed aH hip ^ases^ipcis,BYWtah;a
inneripoet raiment.
Then said he to Hansen, "T have no place to store so much gold—te e p It
safe fo r me and give me a writing which I may deMvei* to Whomsoever Y W & ",
and Hqpaen did even so.
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The next day came another merchant, and another, and still another, and
to each Hansen loaned a portion of the gold of Chief Oomah the Th{rd, taking
from each as security his entire possessions, including his innermost personal
raiment, and gave to each a writing upon parchment shewing that each had on
deposit the gold he had borrowed, until upon the tenth day he had given parch
ment deposit writings for the whole of the thousand shekels; but he still had
all the gold.
Hansen rejected much upon this curious state o f affairs, and said to him
self, " These birds know not how much gold I possess. They do not want the
actual gold itself— what they really want is credit, some deposit writing which
thpy may page from hand to hand as money. I have one grand idea/'
On the next day came another merchant, and another, and still another,
and to each Hansen shewed the great store of gold of Oomah the Third, and to
each he pretended to loan a portion, although he had previously loaned it all
to the Rrst ones Ivho came.
And it came to pass that at the end of another 10 days Hansen had pre
tended to loan to many more merchants and had given writings of deposit for
a second thousand shekels, making 2,000 shekels in all, although he had only
the 1,000 shekels o f Oomah the Third,
And still he had all the gold.
Whereupon Hansen rejected to himself, " What a leaden-pipe cinch. I
wonder I did not think o f this before. I can collect just as much usury for
the phony deposit writings as for the genuine— verily I am a financial wizard."
Thereupon Hansen caused it to be noised about that he possessed a vast
store of gold for hire, and many more merchants came to borrow, and to each
Hansen delivered writings of deposit and collected generous usury and de
manded pledges from each of all his possessions even unto his innermost per
sonal raiment, until he had issued writings of deposit for 10,000 shekels and
held mortgages on substantially the whole city.
Then went Hansen to the wise man o f the city and said unto him, " Verily
I have discovered the greatest racket o f all time. I have learned the magic of
making gold out o f "b a lo n e y "; and if I can keep my formula secret fo r a
few years, I will collect a fortune that will make Solomon's treasure look like
a second-hand clothing store. Tell me how I may keep secret this bonanza for
mine own proSt."
Then said the wise man, " Look wise and say little and only upon little known
matters afar og. Obtain the ear o f the town crier. Engage him to spread the
impression that money is a mysterious subject which no one understands save
thee alone. Be M endly with the king's councilors and grant their favors that
the king may smile upon thee."
And Hansen did as he was bid and collected much usury from his phoney
loan deposits and bnllt for himself a mansion, collected works o f art, and
clothed his wives and concubines with tine linen and jewels, and when his
business had grown to many times its humble beginnings, he took over the
entire temple and by Way o f a sly joke called it the Afst Rational bank, the same
being from an obscure language and meaning ** Place o f imaginary money."
And that is the reason all banks have great marble pillars and bronze doora,
so that they may resemble outside as well as internally the " place o f im a g e r y
money " which Hansen L. Roachab builded upon the gold o f Oomah the Tliird
in the Temple o f the Thirteen Suns.
'.

I have read this fable because sometimes a little foolish parable
like that will give one a very much clearer idea of what we use for
money than a whole book of economics.
When this country was founded and the Constitution was framed,
it Wag unquestionably the idea of die patriots who founded thi$
country that Congress should issue all the money necessary to ex
change the goods and services of this Nation. To get what passed
in those men s minds we would have to go back andpicture the situa
tion at the organization of the United, States, the Thirteen Colonies,
who wei% not so sure of their own governments, and were hot so sure
of this federation that they we^ ^rinwg.
They were afraid to delegate very mi;ch authority but they did
de^gat# to the Congress of the United States the sole power to issue
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money, and took it away from the States, prohibiting the States from
issuing it. But they failed to provide a system by which Congress
would issue the money. They failed to visualize the rate at which
the commerce and industry of this country would grow, and to pro
vide some system which would be under the direction of Congress^
which would keep pace with the growth of industry and commerce
and provide a suHicient quantity of money and keep it in circulation,
to enable the exchange of goods and services.
Private banks were formed, and the pressure for more money
than there was in circulation was so great that these banks began
issuing their own money, wildcat bank notes, we call them, and it
was an important service. It was an unsafe and an unsound service,
but it was an important service, because that money was greatly
needed.
They say that there is in use in the United States today a very
considerable sum of counterfeit money which is passing from hand
to hand, and making it possible to exchange goods and services.
I do not know how much there is; I have heard some people esti
mate there is half a billion dollars constantly in circulation, per
forming just as important service as the money which is issued by
the United States Government.
Now, we go further and 6nd that these banks which issued this
wildcat money, one after another failed, and created enormous dis
turbances. One bank failure back there in the early eighteen hun
dreds was a matter of very great importance in the United States.
At that time we were a country of small population and commerce,
so that one bank failure was a tremendous event and created a panic,
and we had a succession of those panics.
Finally, the Government prohibited the issuance of these private
bank notes. And again, Congress failed to supplant that mech
anism with some other adequate mechanism. Congress failed in
its duty to provide for the issuance of enough money to sustain our
rapidly expanding industry and commerce, and another disastrous
depression ensued.
The pressure for more money than Congress has ever furnished
has built up another system, which is just as wild, just as uncon
trolled, and just as uncontrollable as the wildest bank-note system^
and that is our present wildcat bank-credit system.
In every particular, and in every effect the issuance of bank credits
by the commercial banks today is exactly the same thing that we
prohibited back there in the sixties, and it is just as dangerous.
I have no quarrel with the bankers; the bankers are doing wonder
fully well with the most imperfect system, the most unsound system
which could possibly be devised.
There is no business man anywhere who would operate a com
mercial bank today. I know; I am talking as a banker to you, al
though I am now out of the banking business. But, there is nobusiness man who would operate a commercial bank.
There is no business man who would operate an institution so
inherently unsound as a commercial bank. There is no mai^ who
would take hold of a business which had demand liabilities 10,15, or
20 times its currency and liquid assets.
It is a preposterous thing, when we look at it in a cold, calm, dis
passionate way. It is the most preposterous institution in the civil*
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ized world today, and yet we are absolutely dependent upon that
unsound, preposterous institution to issue the money with which to
transact our business, our exchange of goods and services.
Congress has consistently failed, or declined to study this mone
tary question and devise some instrument which would e&ciently exe
cute the power that was conferred upon it in the Constitution.
Do not blame the banker; he is simply Riling an essential need,
a facility which civilization must have, m the only way he can do
it, in the creation of bank credits, just as this fabulous character I
have read about this morning issued phoney deposit writings.
The banks are still doing the same thing. They are creating imag
inary money because commerce and industry has to have money of
some kind. If Congress continues to fail in its most important chity,
some private device must supply the deficiency. But I do want to
make it clear that we have got to have a quantity of money which
is absolutely, mathematically related to the amount of goods and
services which we are in process of exchanging. The speed with
which they can move from one transaction to another is determined
by the facilities of our present state of civilization, facilities used
in our trade such as transportation, and that sort of thing, and the
method of clearing checks. All these elements are Rxed and move
only so fast.
So, the amount of money which is in circulation, of some kind,
some usable medium of exchange, necessarily determines the total
amount of our exchange of goods and services.
That is the central proposition in this whole money question. That
is the central proposition to which we have got to give consideration;
I do not care whether you are monetary students or not, you can cer
tainly understand that one thing, that you have got to have in cir
culation a quantity of money equal to the total amount of goods and
services you are going to exchange, because you have to Rrst convert
them into money to exchange them. They have all got to be con
verted into money Rrst. That is the central and controlling propo
sition.
It is only in recent times that we have collected enough data to get
some fairly dependable idea of that relation; not because we could
not have collected it 50 or 100 years ago, but because there has been
a constant effort, as I told you a while ago, on the part of inter
ested parties, to talk about anything in the world except money.
Therefore, we have all grown up and accepted money as a matter
of course, and nobody makes any inquiry about it until it stops
coming in.
When it seems as if the common source of our money is drying
up, as it has been for the last 5 or 6 years, then people begin to think
about money. Then they are told, through the daily press, that it
is a mysterious subject which no one can understand. But that is
" baloney."
There is nothing at all about money or Rnance, or about banking,
that a 12-year-old boy clearly grasp and understand.
Banking is simply a private system of creating the money that
commerce and industry has got to have, because Congress has failed
to issue it. That is all there is to it.
Today, in the situation which has developed since this depression
started, we have almost completely reversed the intention of the
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men who founded this Nation. It was intended then that the
Government should issue the money, all of it that we should use,
and that the banks should receive that money and care for it and
loan the idle surplus of their customers, their time deposits, and
their savings. Today the banks are creating the money and the
Government is lending it. We have the Government in the banking
business and the banks in the Government business. That is the
present situation.
This bill that is before you gentlemen is designed to make no
fundamental change in the banking business. It is designed to bring
under control of one body of men, who may be good, bad, or in
different, and who may be ethical or who may not be, and who may
be impressed with a duty to the public, or who may be impressed
with a duty to some private interest, the control 01 the monetary
system of the United States. And when I say that, I am going to
tell you that it puts into the hands of those men the control of your
business and mine, because those men will control the total volume
of money, and you and I can get our share, and that is all we can get,
of the total amount. If they double the amount in circulation, we
can get our share of the increase, and if we compete properly, our
share will be twice as great as it is now.
You can take the contraction in demand deposits, subject to check,
today as compared to 1928-29 and figure the gross income of your
own business, whatever business you are in, if you have a business,
and you will find that the contraction in your business is almost
identical with the contraction of demand deposits. The contraction
of the business of the Nation is almost identical. In fact, it is so
close that it is absolutely astonishing, because it is figuring on a rule
of thumb formula, and we have available for our calculations the
total amount of money represented in these demand deposits for 1
day only in the year, 1 day only, and we now nothing about what
the average is. Assuming that these total figures for 1 day, June
30, is the average for the whole year, which certainly cannot possi
bly be more than an approximation, we find that the national income
is invariably about 3 to 1.
If we had some accurate Sgures for every day in the year and
had an actual average, I am convinced—and when I say that, gentle
men, I want you to understand I have given this particular subject
profound study for 20 years and have made extensive researches—
I am convinced that it would always be within 10 percent of 3 to 1
of our national income, under all circumstances, in good times and
bad, that is to say that the total income of this Nation in prosperity
or depression is within 10 percent of three times the total amount of
the medium of exchange in circulation.
Mr. Cnoss. Do you include check money and all the backbone
money ?
Mr. HEMPHILL. Yes; money—checking accounts and cash.
I have prepared some figures here which are rough figures; I want
that understood. I simply took them out of the Comptroller of the
Currency's statements and took the income 6gures from the Depart
ment of Commerce, without any adjustment for " Boat" or without
any other adjustments, but simply compared those figures as t h e y
run. I have done that as far back as I could get accurate Bg&res,
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and they invariably run very close to 3 to 1, showing that there is
no great difference in the velocity of our total money from one year
to another.
Billions of dollars

1929..........................................................................
1930..................................................................................................................
1931.................................................................................................................
1932..................................................................................................................
1933 ................................................................................................................
1934^.........................................................................

deposits

National
income

24.3
24
21.3
16.4
15.2
* 17.6

81
7&4
63.3
48.9
46.8
52.8

Ratio
3.3
3.1
3
3
3
3

* Estimated.

Now, then, there has been some increase in. the national income,
and while the figures are not yet available, the 1934 figures ought to
be about the estimated amount shown on this sheet, 52 billion, but the
general price level which has been forced up by the Government's
artificial price-raising activities more than offsets this increase in
income. Normally increasing the amount of money in circulation
should produce a greater income through greater activity until we
reached full production before there would be any substantial rise
in the average level of prices. After that if we continued to in
crease the money in circulation prices would rise exactly in pro
portion to this increase. As long as we are operating below full
production because of a scarcity of money increasing the money in
circulation increases the volume of business but not prices. Profits
increase because costs decrease when the volume increases, and
wages also increase with the volume of business without increasing
prices. In fact, profits and wages may increase very substantially
if the volume of business increases greatly and at the same time
prices may decrease.
A great many of our economists who talk about the wide variation
in vdocity of demand deposits are confused because they include in
their calculations the money employed in speculation, and at times
there is a great deal of money employed in speculation. There was
a great sum in 1929. For instance, brokers' loans, I think, ran up
to 7 or 8 billion dollars at one time. I do not think they were all
entirely employed in speculation, but there was at least $5,000,000,000
at the peak in 1929. A large amount of deposits which should have
been, classed as demand deposits in 1928 and 1929 were classed as
time deposits, and so forth.
These factors eliminate any very Rne calculation for that year,
any very accurate calculation; for instancy if you wanted to get
the Rgures down to four or Rve decimal points you would have to
take the money employed in speculation into consideration* But this
sheet which I have here does not go into the matter to that extent.
I think, however, it is dependable as a rough-and-tumble calculation.
This brings your problem, gentlemen, to a*very definite objective—
that of putting into circulation approximately 8 billions of dollars
in such a manner that it will permanently increase our individual
demand deposits that amounts—to restore the status quo ante this
depression*
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Now then, the banker has the privilege today of issuing our money,
practically all of it. The amount of currency and coin in circula
tion actually transacts, I believe, less than one-half of 1 percent of
our total business. I do not believe that statement has ever been
made before.
That does not mean that the proportion of actual money to bank
credit should be one-half of 1 percent But it does mean that you
can almost disregard money in your banking calculations, not only
because the total of transactions performed with currency are small
but also for another reason. The money that we have in our pockets
was drawn out of a bank by ourselves or somebody who had a deposit
and who drew a check for it, and we ordinarily use it for one trans
action only while it is outside the bank. That is, we buy cigars, or
pay off the grocer, or pay for some other thing, and it goes directly
back into the bank. It does not circulate through several trans
actions as in our early history before the days of the check book.
Say there is a check for $100 on which you drew out the money
you have in your purse. This check has no direct effect on com
merce, but you spend this money in several transactions whose total
is $100 so that in your total of checks you have automatically all of
your cash transactions. But you do not have to bother with the
cash at all in your calculations.
Currency and coin in circulation has very little effect on any cal
culation in which you are trying to determine the velocity of money.
As I see it, the problem before Congress is one of refurnishing this
Nation with a sumcient quantity of money of some kind, not guess
ing at it, and not leaving it to expand or contract by accident—not
leaving it entirely to a mechanism that is operated entirely by emo
tion or two kinds, optimism and fear. Those are the two controlling
factors in the operation of the banking system today, optimism and
fear, and under this absurd system these two emotions are responsi
ble for our recurring periods of inflation and depression.
When things go aiong good our banks, prudently and properly,
in order to make money for their stockholders, expand this credit
money until their reserve is so thin that it looks like cellophane.
And as far as our State banking system is concerned, it can go be
yond that; it can borrow book credit from another bank and use it
as a reserve, so they have no reserve at all. And they loan some more
on that bank credit reserve, hoping to God that nothing will happen,
and the banker goes around all day in nervous apprehension hoping
that nothing will happen. He is out on a limb, clear out on the
outermost twig of a limb. And then something does happen. It
may be in Russia, it may be at the North Foie, but the banker is
trying to operate a machine which requires such a delicate balance
of income and outgo that its preservation depends upon the succes
sion of a series of improbable accidents and when something hap
pens, real or imaginary, he gets frantic to get on a safe basis. He
begins calling every loan, destroying our active medium of exchange^
and industry and commerce are shot as innocent bystanders.
That is the picture of our monetary system today. That is the
absurd, impossible system which we, an intelligent and resourceful
Nation, are trying to create and exchange wealth with.
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,New then, gentlemen, I calculate that since 1929 it has cost this
Nation in loss of property values and loss of income $400,000,000,000
to preserve the sensitive feelings of a few men and to preserve a
$3,000,000,000 investment in the bank stocks of this country. That
is what it has cost us. That is what it has cost this Nation, $400,000,000,000 in material loss, to say nothing of the total of human
suffering and misery and despair, to preserve a $3,000,000,000 insti
tution, and we need not necessarily have destroyed the $3,000,000,000.
New, gentlemen, really, you know, we ought to be approaching the
point in intelligence when that sort of thing is no longer possible.
We ought to be getting nearly to the place where we could under
stand this situation and where we, as a Nation, could have some
reliable medium of exchange to do business with.
We all know what the banking system is; let us be frank about
it* If we could get one week's open honest discussion in America,
a perfectly frank discussion, unlimited or uninfluenced by prejudice
or selfish interests, we would have a monetary system through the
operation of which this country would soon rule the world. We have
the resources, and we have a surplus of inventive genius and a very
extraordinary capacity for organization in this country. The other
nations do not seem to have it. We have the natural resources, and
there is no computing, there is no imagination sufBciently active to
fully picture what this country could be if we had a sound and ade
quate monetary system which would permit us to operate at full
capacity. We have everything else. We have the resources, we have
the productive facilities, we have the machinery for distribution, but
we have not got the money to make the transfers that we ought to
have. That is all that matters with us today. Eight billions of our
demand bank deposits which were in active use—one-third of our
active medium of exchange, has been withdrawn from circulation.
That is the only reason all of these alphabetical monstrosities are
being created daily by people who have a cloud over their imagina
tions, who apparently cannot distinguish between cause and effect,
but who are trying to remedy, by some obscure means, a glaring
thing which is right out before us where everybody can see it, simply
the lack of sufEcient money to effect the transfer ot goods and services
we can create. That is all we lack and all we have lacked.
We do not have to promote the interests of any groups, gentlemen,
to balance production and consumption. Under the capitalistic sys
tem and with a sufEcient amount of money in circulation to transfer
the things that we produce, we will continue to produce and exchange
more until we are at the limit of our producing capacity, until every
man in the country is producing all he can, to get all he can in return.
We do not have to protect labor, because when we reach that situa
tion—and I have seen that situation many times in various sections
of our country—labor is at a premium.
Your total capacity for production depends upon the labor you can
secure, and when labor is at a premium the employer, in competition
with other employers, forces automatically and will force without an
organized labor effort a fair division of the gross income for labor.
We have had in this country, sometimes for 4 or 5 years at a time,
a condition in which we had that perfectly balanced situation. Every
time we have reached it some selfish interest strong enough to influence
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Congress has opened our immigration doors, getting in a lot of cheap
labor, or something of that sort, or has shut on the money and created
a panic.
Now, then, Mr. Chairman and gentlemen, my objection to this bill
is that it does not amount to anything positive and certain. You have
not done anything deRnite and fixed. You have made no real prog
ress at all in monetary science. You have come no nearer supplying
this Nation with a stable, adequate, and permanent supply of money
when you have passed this bill than we have now. But you have
created the machinery, gentlemen, by which selRsh interests could take
hold of this central organization and in a very short time own what
little of the country they do not already own.
I am afraid of such a device, tremendously afraid of it.
I mean to cast no rejection on Mr. Eccles or the other members of
the Federal Reserve Board. They apparently are unable to imagine
any system other than the present one. They unquestionably have
done in this bill what they could to help make usable the machinery
which they propose to control. I believe their intention to use the
power they seek for the public good is sincere. But what about future
bodies of men you are going to turn this machinery over to, who you
cannot control? What are they going to do with it?
Suppose Mr. Eccles passes out of the picture tomorrow and we
get somebody out of Wall Street, or some of the partners of Roths
childs in Europe—and we have some of them here in America, and
they are the most powerful influence in America today.
Ordinarily, they run our Government as certainly as though they
owned it. Suppose you give them this mechanism? That is some
thing to think about, because they are going to be in power again.
They may be out of power temporarily, but they will not be for long.
You are creating a mechanism, exactly the mechanism that they
have tried to put into operation in this country since the Declaration
of Independence* It has no brakes on it anywhere. It just simply
creates the mechanism and the power and puts it in these men's
hands and says, do what you dam please with it and with this Na
tion. There are no safety devices; there are no mandates from this
Congress, which has the power to say, under the Constitution what
they shall do with the volume and value of out money, which con
trols our destiny.
I think it is the most dangerous piece of legislation that has been
offered in the United States Congress for many, many years.
I think it could be amended. I think the objectives of the men
who have designed this bill are all right. I think they are moving
toward giving this country enough money, but it is for this Congress
to put in this bill deSnite mandates which will compel these men
to attain their objectives.
Some time ago there was a call issued by one of the Senators and
some men who are devoting their lives to a study of this question for
a conference here in Washington of the representatives of a large
number of independent organizations, all of whom have made their
own independent study and cotic'uded that our present situation is
purely a monetary phenomenon. They met here in Washington, and
it was called the National Monetary Conference.
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I was present at that conference as an independent monetary stu
dent, representing nobody but myself. Men were called upon to ex
press their views as I was, and I expressed my views there, and at
the conclusion of the meeting certain resolutions were drawn up.
I was appointed chairman of the committee to draft the legislation
contemplated by those resolutions*
On that committee is also former Senator Robert L. Owen, who
designed the Federal Reserve law and, as you all know, is one of
the profound monetary students of the country, and who has devoted
the major part of a lifetime to this study.
On this committee is also Prof. Irving Fisher, who, I will say, is
unquestionably the outstanding monetary authority in this country,
and who has devoted at least 20 years to intensive monetary study
under circumstances which have given him the opportunity, the
extraordinary opportunity, for arriving at correct conclusions. As
I say, he was on that committee.
Mr. Robert Bruce Brougham, who has also—in recent years at
least-devoted considerable time to this study; Mr. Ward, who is
an attorney associated with Father Coughlin, and who was quite
prominent in this discussion, and myself were on the committee.
The conclusions of this committee do not represent any personal
idea's that these men have. Three of these men are students, real
students, not for the purpose of promoting some pet idea but for
the purpose of assembling and digesting all of the knowledge that
is reliable and available anywhere in the world, and all of the con
clusions of all other outstanding men who have studied this monetary
question extensively and concentrating for their own guidance, as
clearly as possible a summary of the most enlightenod thought and
investigation and conclusion upon this monetary question, in addi
tion to their own extensive experience and knowledge.
Those men also know this Nation; they know the United States,
and I believe are able to distinguish between the necessities of this
country and that of other countries in so important a movement as
improving our monetary system.
Some things which we need would not Rt Europe at all. Some
things which they require would not Rt us at alL
So we cannot simply take the English banking system or the
French banking system, or some other foreign system, and apply it
here, because it would not work, for a great many very simple rea
sons. But some of the foreign systems do have some good features
which are abundantly proven by long satisfactory use.
We have drawn up a bill ana intended to attempt to interest some
of the Members of Congress here who have made a particular study
of this question, when this bill which you are now considering came
on from the Treasury Department. This bill, which was drawn by
Mr. Eccles and by Mr. Morgenthau, or perhaps Mr. Coolidge, the
Under Secretary of the Treasury, and the man who is at the head
of the Federal Deposit Insurance Corporation, Mr. Crowley. They
were the principal parties, as I understand it, in drawing the admin
istration oill. How much advice they took from other people, or
how much study they made of the question, I do not know.
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I do not think the bill is very adroitly drawn.
it seems to me to be very amateurish.

In some respects

I perhaps ought not to say that, but it does not seem to me like &
Rninshed bill, even for what they want to accomplish. However, it
is what it is.
We decided—and I am speaking now not as an independent mone
tary student, but as the representative of the monetary conference—
we decided that the cause would be more swiftly aavanced if we
joined in with the progressive sentiment in Congress which was
unquestionably for monetary reform, to see if we could not get
all of our ideas together and amend this bill, instead of promoting
the measure we had prepared.
I prepared a little statement, which I have here, which presents
the concensus of our opinion as to the amendments necessary to make
the administration bill constructive, practical, and safe.
I would like to say in reference to these suggestions that there
are three proposals here, and they are to a large extent already
anticipated, perhaps in other proposed legislation, which has been
discussed for the past 3 or 4 years.
The most important proposal, it seems to me, is to create a Fed
eral Monetary Authority. This, proposal was first advocated by
Mr. Frank Vanderlip, who is perhaps our ablest commercial banker
with a full and useful lifetime of experience, and Mr. Goldsborough
of your committee, who is regarded as one of your outstanding
monetary students.
Mr. SissoN. Do you expect to answer questions asked by mem
bers of the committee at some point in your statements ?
Mr. HEMPHILL. Yes.

Mr. SissoN. Would it interrupt you now if I asked you one or
two questions!
Mr. HEMPHILL. May I read this recommendation Rrst, and then
we will have it on the Rre.
Mr. SissoN. Yes.

Mr. HEMPHILL. It is recommended that the bill now being con
sidered be amended by striking out title II and substituting there
for three paragraphs in appropriate language which will, Rrst,
establish the Treasury of the United States and its branches as the
sole depository for all bank reserve funds.
Second, require all banking institutions in the United States and
the Territories—and the United States post oHices in certain rural
districts—to carry checking-account deposits as trust funds in cash
in their vaults or deposited in the United States Treasury, or in
vested in United States Government bonds; and all banks to main
tain a 5-percent cash reserve against all time, savings, or other than
checking-account deposits.
Third, create a politically independent Federal monetary author
ity which would exercise, under deSnite congressional mandates,
the constitutional monetary powers of Congress.
As to the last provision I want to say that owing to Congress
man Goldsborough's activities you have had before you for 2 years,
I think, a monetary bill, or a bill to establish a monetary commis
sion, which is what we have in mind here.

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

BANKING ACT OF 1 9 3 5

495

I think it is greatly to the credit of Congress and it is a great
compliment to the intelligence and the sincerity of this House of
Representatives that you gave that bill such an enormous vote.
Mr. GOLDSBOROUGH. We had a bill passed in 1932 which would
simply declare a policy, which was a different bill from the monetary
authority bill.
Mr. HEMPHILL. But it had the same objective. You have that
principle in all the bills you have introduced here, have you not?
Mr. GOLDSBOROUGH. Yes.
Mr. HEMPHILL. Now, this recommendation further suggests that
the mandates should require (a) that the Federal Montary Authority
purchase for cash or credit upon the books of the Treasury of the
United States all United States bonds not held by banks as of some
past date, preferably June 30, 1934, or so many of same as may be
necessary to restore full employment at a satisfactory price level,
and thereafter to keep the price level stable by, first, the purchase or
sale of United States bonds; and, second, the issue of currency or
assessment of taxes.
(&) That the Federal Montary Authority liquidate all Govern
ment financing organizations as rapidly as possible by transfer of
their business and assets to commercial and savings banks of the
Nation.
In other words, let us take the Federal Government out of bank
ing business entirely.
These additional recommendations are suggested: Repeal the Fed
eral Reserve Act, as amended; repeal the National Bank Act, as
amended; and let our banks go back to the supervision of the States,
all of them.
The program I have read, which is suggested, would put in circu
lation approximately 15 billions of additional currency and would
restore full employment in the Nation, and elevate prices, wages,
and property vaues to about the 1928-29 level. It would increase
the national income by 45 billions. Thereafter, the payment of
normal Federal Government expenses would be substantially the
correct amount to preserve full employment without elevation of the
price level.
Thereafter the wealth of the Nation would increase as fast as our
productive capacity increased.
Attention is called to the fact that it was no doubt the intention
of the founders of this democracy that the Government should issue
all the money necessary for our exchange of goods and services and
that the banks of the Nation should care for it and loan our savings
and surplus profits. That situation is now precisely reversed. The
private banks of the Nation are creating the money and the Govern
ment is loaning it to agriculture, commerce, and industry.
The program proposed is merely a return to the status originally
contemplated.
It is also designed to end the present period of wildcat-bankcredit issue, which in effect is but a continuation of the wildcat-banknote period of the first half of the nineteenth century.
I do not believe, gentlemen, there ever has been a time in our his
tory when the opportunity was so favorable to create for this Nation
for the Brst time, and, in fact, for the first time in civilized history.
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a real monetary system. We have none today. We have no mone
tary system.
We have to borrow every dollar that we have in circulation, cash
or credit.
I f you will examine the consolidated statements of all the banks
you will see—we took all the money that the Government issued and
bought bank stock with it, and when we finished doing that we had
neither money nor bank credit and since that time the individuals in
this Nation have been obliged to borrow from their banks every dol
lar of cash or credit there is in circulation. That may be a startling
statement to you, but that is true.
Every dollar you have in your pocket, every dollar of credit you
have in your bank account, was borrowed by somebody from some
bank. It may have been borrowed by the man who gave you a check
for it, or it may have come to him through several different trans
actions. But if you will go back far enough you will find it was
borrowed from somebody, and you are lucky that you have it. I f
someone, in the chain of transactions between the borrower and you
had been compelled to pay a note to the bank, you would not have
your bank account today. That will show you how absolutely we are
dependent upon a system which is essentially unsound. I f we had
a system which did not have to destroy commerce and industry to
preserve itself, every few years, nobody would kick about it. f am
not kicking about the interest we pay; that is a small matter. It is
unnecessary, but I am not kicking about that.
But this institution, for its own preservation, has periodically to
almost destroy this Nation in order to preserve itself.
Those are the considerations which I think that this Congress of
the United States ought to think about. You gentlemen are here
representing the people of this Nation and not a few banks in Wall
Street or elsewhere; and not just a few subsidized newspapers.
You are here to pass as few laws as possible to preserve individual
freedom in this country.
We are slaves today; we are the absolute slaves of an impossible,
unsound, unworkable system which creates what we call "business
cycles." When things are going good they will go along, but they
almost immediately get out on ^ limb and when everything happens
they are compelled to contract the currency we are using to exchange
our goods and services and we have & depression and we call these
recurrent periods of bank credit expansion and contraction " business
cycles."
I think, Mr. Chairman, that I ha,ve said all the mean things I can
think about for a while, and I will be glad to answer any questions
the members of the committee may desire to ask.
The CHAIRMAN. Your objection, as I understand you, to the bill
before us is that it continues and emphasizes the present condition;
it does not enlarge the absolute control of any limited number of men
in charge of the Federal Reserve System or the business life of this
country!
Mr. HEMPHILL. Yes, sir.
The CHAIRMAN. As I understand you, the thing you advocate is
to set up a similar body with similar powers and similar authority
and similar possibilities!
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Mr. HEMPHILL. No, sir. We propose to set up a body which will
operate strictly within the lines prescribed by this Congress^ who will
be nothing but oRice boys, nothing but clerks, with nothing to do
except to carry out the specific provisions in the law.
The CHAIRMAN. Are you sure that your statement is entirely ac
curate, in the light of the program which you have just read or the
resolutions which you have just read to the committee!
I f I caught the reading of those resolutions, you would have a
monetary authority with the power, and whose duty it would be, to
establish a satisfactory price level. Could that be accomplished auto
matically?
Mr. HEMPHILL. Yes, sir.
The CHAIRMAN. Who would determine whether it was satisfactory!
Mr. HEMPHILL. I think Congress should determine that—put it
in the law.
The CHAIRMAN. You do not say that Congress shall determine
what the satisfactory price level shall be. You provide that Con
gress shall set up a body who shall conduct their operations and exer
cise their powers to the end that they may establish a satisfactory
price level which, of course, would be determined by them, would it
not?
Mr. HEMPHILL. I am glad you mentioned that point, because I
want to make that very clear. Our proposal as I have read it here
is merely a statement of objectives in general terms—you understand
it is not in any way a bill.
The CHAIRMAN. I understand that you have not put it in the form
of a bill, but to the extent I have pointed out you have been speciRc.
Mr. GOLDSBOROUGH. May I interrupt for a moment! If you will
remember, in the monetary authority bill considered in the last Con
gress by a subcommittee of this committee the powers of Congress
were not delegated except insofar as delegating to the authority as
experts the power to carry out the speciRc mandate contained in the
bill.
Mr. HEMPHILL. Exactly. Let me read this recommendation again.
The CHAIRMAN. Mr. Goldsborough is quite correct in what he says
about the bill he introduced last year, which was considered in this
committee. But you are not following that bill in toto. You leave
to that Board the exercise of discretion which would be used to bring
about a satisfactory price level and restore employment. But they
would be the judges of whether or not that had been accomplished.
Mr. HEMPiHLL. Not necessarily. Let me make ihyself very clear.
This recommendation provides: Create a politically independent
Federal Monetary Authority which would exercise, under deRnite
congressional mandates, the constitutional monetary powers of Con
gress.
The CHAIRMAN. Let me make myself clear. I think that is all de
sirable and that it is a good mandate, insofar as you may give one
in generalities; that is the thing that is desired.
But that leads me to this inquiry. I have never been able to see
the difference in any machinery that might be set up under the new
suggestion of a monetary authority and the authority that we establishor preserve under the bill now before us. And, just as you said
a few punutes ago, I think it is quite true that, after all, the selection
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of the personnel constituting the controlling body to exercise this
authority, whether it is done under the provisions of the present bill
or under any other legislation, would, after all, drift into the usual
processes under which the selection of personnel for boards of that
kind goes on today and has gone on for years.
In other words, I do not see how, under either plan, we get away
from this weakness of control by fallible human beings.
Mr. HEMPHILL. I think there is very much in what you say. al
though that is not the picture we have in mind. We do not propose
to leave this monetary authority any discretion at all in that direction.
In fact, I will be willing to tell you how much money you must have
per capita in order to accomplish the results sought, and this specific
ngure could be a mandate objective.
The CHAIRMAN. If you did that, then what do you have for Con
gress to determine for itself, insofar as it can be determined!
Mr. HEMPHILL. Let us put the figures in the bill. We have enough
knowledge today to determine the amount of money per capita that
we need. I f you will consult the available records, this committee
can determine the amount.
Mr. HoLMSTER. H ow much would you need ?
Mr. HEMPHILL. About $250, to restore our highest former stand
ard of living and property values. Two hundred and 6f ty dollars per
capita in circulation will create an annual per capita income of $750.
You can set the mark anywhere you want to for the average per capita
annual income, and take a third of that Rgure and you have the
amount of money or substitute medium of exchange which must be
in circulation.
The CHAIRMAN. I will say to you frankly, that so far as I am
concerned, if somebody will show me a plan how Congress may do
this job and accomplish the results you have in mind, which all of us
would like to accomplish-----Mr. REILLY. It is results that we would like to have.
The CHAIRMAN. Yes. I f somebody will show me how that can be
done by Congress and take the matter out of the control of human
beings, I would like to do it. We are all subject to the limitations
of judgment and other weaknesses, but I would like to do something
like that. But I confess I do not know how to do it, and I am not sure
that anybody else does.
Mr. HEMPHILL. Let me say this, that it was not the intention, in
making these recommendations, to present in detail the bill you refer
to. I will say this, and I believe that the economists who are here
and who have made a life study of this subject will agree with me,
that it is possible to do it, within small limits which would not be
important, to have Congress Rx the total amount of money necessary
to be put into operation and circulation to produce a certain deSnite
standard of living in terms of money per capita income. I think
that is possible to do, if that would be considered by this Congress,
and that is what we are going to propose.
I had in mind, in connection with this proposed amendment here,
a specific provision which was in Senator Cutting^ bill last year,
which was introduced in the Senate, and I believe was introduced
in the House by Mr. Patman. Those bills contained a provision for
issuing currency or credit to the total amount of $250 per capita.
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Mr. SissoN. Mr. Hemphill, if I understood you correctly, you said,
in substance, that if what you advocate, if your prescription were
followed by Congress, namely, that if the country had an adequate
monetary system, an adequate supply of money, the United States
would rule the world. Am I quoting you correctly!
Mr. HEMPHILL. Yes, sir; eventually.
Mr. SissoN. When you said the United States would rule the
world, in what respect did you mean that, in trade!
Mr. HEMPHILL. In trade and commerce; yes, sir.
Mr. SissoN. Then would you advocate that the United States try
to increase its foreign trade, as a policy, or would you have it
try to isolate itself further from the world of trade in the future
than it has in the past!
Mr. HEMPHILL. I think, as the result of what we advocate, our
foreign trade will take care of itself. Foreign trade consists of
manufacturing goods that the people in other countries want and
that they can anord to buy^
Mr. SissoN. You cannot sell to the rest of the world indeRnitely,
in increasing quantities, unless we buy from them.
Mr. HEMPHILL. England did it for 100 years.
Mr. SissoN. I understand that is what Mr. Hearst is advocating.
Mr. HEMPHILL. Listen, I do not represent Mr. Hearst here. I
want that distinctly understood. I do not know that Mr. Hearst
agrees with the detail of what I am advocating. Early in this
administration Mr. Hearst advocated replacing the bank credit
withdrawn from circulation by issuing bonds or currency. That
is precisely what we are advocating, i don't think Mr. Hearst is
interested in technical methods of how this objective is accomplished.
Mr. REILLY. The matter of this banking system, in your mind,
is a very simple question!
Mr. HEMPHILL. Yes, sir.
Mr. REiLLY. Do you not think it would be possible for Mr. Eccles
to create a committee of equal size as the committee proposed, of
distinguished students of Bnance in this country, bankers and col
lege professors, who would put thumbs down on your bill!
Mr. HEMPHILL. Yes; I think there are a great many very accom
plished and competent students who are not free to express their
opinion.
Mr. REILLY. Has there not always been a radical difference of
opinion among men who think they know something about bank
ing as to what is or is not a good banking system!
Mr. HEMPHILL. There has been no difference of opinion among
the men who actually know this subject. There are a great many
whose opinions are colored by some necessity, and a great many
economists who have given monetary subjects only the most super
ficial study.
Mr. REiLLY. You assume that the members of the committee who
approved these suggestions know all about the system!
Mr. HfiMPHiLL. Yes. Most legislation, as you know, is a com
promise of conflicting opinions. I do not mind saying this, and
I think everybody knows it, that the United States Treasury has
always been in control of a group of very few banks.
Mr. REiLLY. That may be true.

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

500

BANKING ACT OF 1 9 3 5

Mr. HEMPHILL* And as a consequence, the Rnancial legislation
which has been ejected in the United States is the result of the
cumulative intelligence of a succession of bankers who have con
trolled this Congress of the United States so far as Rnancial legisla
tion is concerned. The people have never had a chance at it, and
have never even been represented.
Mr. FoRD. I f I have correctly understood your original statement,
you say that we should have a dollar in actual money in circulation
for every dollar's worth of goods in existence now and what will be
produced in the future—an actual dollar!
Mr. HEMPHILL. We have got to have a dollar for all goods in
process of transfer that are nnished and ready for transfer. There
has to be money enough to buy those goods—that is self-evident—
or else they have to go on the shelves.
Mr. FoRD. Does not the present Federal Reserve System provide
for that in this way? Say, for instance, I am a manufacturer and
I need $100,000 with which to buy my raw material and pay my
labor during the process of manufacturing the goods and delivering
them to the men who have to purchase them.
I go to a bank and borrow $100,000, and after the purchasers have
taken the goods and moved them o$ of their shelves they return
to me the money I charge them at the manufacturer's price, and I
in turn pay my note in the bank. In the interim, there has been
$100,000 issued to take care of that trajisaction in its various stages.
When my note is paid that money goes out of existence. Under your
plan that money would remain in existence ?
Mr. HuMPHiLL. The point is if you are to pay your loan somebody
else has to borrow $100,000 to take the goods on your hands. You
create $100,000 worth of goods that never existed before, and the
money to buy them does not exist. The money that exists now is all
in use in the exchange of other goods. You have to have new money
and you have to continue to borrow to continue to create.
If you create $100,000 worth of new goods to be transferred, you
must at the same time create the purchasing power. If, instead of
paying your loan, this money is permanently introduced into the
system you have furnished society with the necessary new purchasing
power to consume the newly created goods.
M r. FoRD. I f that money remains in existence, according to your
theory, other people would not have to borrow ?

Mr. HEMPHILL. No.
Mr. FoRD. Then you want a matched dollar; you want a dollar in
existence, in actual money, for every dollar's worth of goods and
services that are transferred in exchange, in the course of business?
Mr. HpatPHiLL. Let me turn the proposition around. Let us look
at it from the other angle.
You cannot exchange any more goods, regardless of what your
creative capacity is, until there is money ready to pay you for the
goods. That is the same thing from another angle.
Mr. FoRD. Then there is a difference in opinion between your school
and the present school. One school creates the money during the
period when it is necessary in order to take cafe of the transaction,
and then upon completion of the transaction the money goes out of
existence.
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The other school would have that money remain in existence so
that for every building, for every railroad train, and for every trans
action of any character or kind, and for every kind of goods pur*
chased, there would be a dollar still in existence some place in the
United States.
Mr. HEMPHILL. Only suiEcient to buy goods and services.
Mr. FoRD. Then we would be affecting our national production of
wealA.
Mr. HEMPHILL. This has not anything to do with wealth.
Mr. FoRD. This con&nes it to monetary circulation and actual goods
in process of production!
Mr. HEMPHILL. Absolutely.
Mr. FoRD. When they are consumed, there would still be that money
in existence!
Mr. HEMPHILL. You have to have some more goods. Our produc*
tion and consumption are continuous processes.
Mr. FoRD* But those goods go out of existence. It seems to me
you do the same thing in the other way.
Mr. HEMPHILL. It is doing the same thing, creating money, but
I call your attention to the fact that at certain recurrent periods
under our present system this synthetic money, bank-credit money,
disappears from circulation and is not reproduced. That is what
we are suffering from now. You cannot borrow the $100,000 that
you are talking about from any bank today. I will show you on
my desk application after application of men who have sound indus
tries, and who could have borrowed at any time previously $100,000
or more and who have asked me to help them. I have been trying
to get money for some of them from the R. F. C. and from the Fed
eral Reserve System, for men who could have borrowed many times
the amount they require, whose notes would have been instantly
rediscounted at any Federal Reserve bank.
Mr. FoRD. But if that money had been in existence, and it was still
in the hands o f some people who did not feel that they wanted to
loan it, you could not get it.

Mr. HEMPHILL. I understand that.
Mr. FoRD. Then the presence of the money in existence makes no
difference ?
Mr. HEMPHILL. You are assuming a situation which does not nor
mally exist.
Mr. FoBR. If the banks had all this money in their vaults instead
of credit, in their present mood of refusing to low, they would
not loan.
Mr. HEMPHILL. Why would they have that mood! They have
now the depression mood. They are afraid, to loan. I agree with
the banker. I agree with him if he cannot make a loan safely he
should not make it. He is very property unwilling to loan and
thereby weaken his relative reserve. Ip 1916 when we were consid
ering the question of the amount of reserves oibanks, I fought to
have the bajik reserves increased instead of diminished and a great
many conservative bankers felt the same nay., I thought reserves
should be progressively increased until eve^y haat could pay any
part of its decking accounts—demanddepos4s^-et any time. Until
this was done I considered banking a gamMewiththe public always
loser.
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Mr. FoRD. We are arguing about different things, I think. I am
arguing whether it is necessary to have a dollar in actual money in
existence for every dollar's worth of goods produced, or in the pro
cess of production, and have the money available all the time, or
whether it is just as feasible to have that money created through A
transaction such as I have described.
Mr. HEMPHILL. It would be perfectly feasible if our banking sys
tem functioned all the time only for sound loans. If they were on a
sound basis so they have no recurring necessity to refuse what you
have here pictured in your mind, I would be for the banking system.
Mr. FoRD. You are trying to make that situation impossible. But
here we say, instead of restricting the character of the security that
the bank can use at the Federal Reserve bank to get money, we are
saying all sound assets. That is asset money. If you are lucky and
have $1,000 you put it in the bank, and when you put it in there it
is money.
Then the bank turns that into an asset and it loans to somebody
and then the security it takes becomes an asset of the bank. I f that
bank can then take that asset to some source and turn it back into
money in an emergency, the currency it secures is asset money, and
with the plan you are suggesting you would have everything in
this bill.
Mr. HEMPHILL. But you do not guarantee it in this bill.
Mr. FoRD. Yes, we do.
Mr. HEMPHILL. No, you do not. It is discretionary with the Fed
eral Reserve Board.
Mr. FoRD. It is guaranteeable.
Mr. HEMPHILL. I agree that it is guaranteeable and am asking you
to guarantee it by adding some amendments which is in effect pre
cisely a guaranty. You say that three or four men here are going
to have the right to do these things if they want, but if they do not
want to they will not do it. What we advocate is that this Congress
compel their action.
M r. FoRD. But we are going to say, to some extent, what a sound
asset is.
Mr. HEMPHILL. They are going to say whether your banks can loan
on it or not.
M r. FoRD. Y ou cannot pass any law forcing a bank or anybody
else to loan money if they do not want to.

Mr. HEMPHILL. Certainly not. That is precisely the difSculty with
this Nation. We have to borrow all the money we have in circu
lation. I f the banker is optimistic we are prosperous; if pessimistic,
we starve.
Mr. FoRD. We are creating facilities in this bill to cope with any
emergency that comes along, and if we had had it in 1929 the present
situation would not be so bad*
The Federal Reserve Act, as stated today, was probably the most
ideal vehicle ever created to handle business in banks, but they left
but one thing; they did not make facilities under the bill capable
of taking care of a depression, which is the thing we are trying to
do, which is calculated exactly to cure that condition.
Mr. HEMPBEiLt. I agree with you to the extent that the Federal
Reserve A<% was an ideal vehicle to expand the possibilities and ex
tend the life of a banking system which showed unmistakable signs
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of approaching collapse because of its inherent defects, and the fact
that it hag preserved this fundamentally unsound mechanism for
more than 15 years is sufEcient tribute to its potency.
I think, however, that if we had been operating in 1929 under the
bill you are considering, with the same Federal Reserve Board we
had then, some of our $10 stocks would have sold for $5,000 per share
instead of the $500 they did sell at. Some of our skyscrapers and big
hotels would have been mortgaged for five or six times their cost
of reproduction instead of the two or three times they were. The
crash of 1929 would have brought on an immediate and permanent
bank holiday instead of the temporary suspension of 1933 and the
frozen situation which has since continued, and we would likely have
had a communistic government instead of the socialistic dictator
ship we now have. Did you ever run a bank ?
Mr. FoRD. I worked in a bank; yes.
Mr. HEMPHILL. A country bank?
Mr. FoRD. Yes.
Mr. HEMPHILL. You must agree then that this bill introduces noth
ing hew in the banking system except to enlarge its scope and to
admit a wider latitude in discount and rediscount.
Mr. FoRD. It gives a reverse action that you did not have before.
Mr. HEMPHILL. It gives a broadened action, similar to the action
that the creation of the Federal Reserve Bank System gave. The
Federal Reserve System simply expanded our then credit system.
Mr. FoRD. It has terminal facilities both ways.
Mr. HEMPHILL. I know that. It creates a central body which has
important discretionary power. I will say this to you—this bill, if
you have the right men and can guarantee to the people of America
that you are going to have the right men all the time, men of great
understanding and courage who will not be inHuenced by politics or
the selRsh interests of anyone—this bill will do the trick, but it
should have discretionary mandates.
Mr. FoRD. And if we also have the right President and Govern
ment and Congress, you would not have any need of this bill.
Mr. HEMPHILL. The President and Congress do not operate our
banking system. We could have the best President and Congress
possible, and still have all our present distress. You have here a
measure which preserves and enlarges a situation which is essentially
unsound.
Mr. FoRD. I disagree with you. How do you cure it by legislation!
A11 progress is a thing that is just as the Governor said the other day,
a matter of evolution, and in order to cure the evils of our banking
system we must do it not by revolutionary processes but evolutionary
processes, and we are intelligently trying in this particular measure
to bring about a situation in the United States that is in my judg
ment the only possible way we can function under the capitalistic
system, unless you want to go to some other system. As long as we
are in this capitalistic system, 75 percent of the people seem to desire
it to be preserved, we have to create facilities or machinery within
that system that will give us the very best results obtainable thereunder. I think that this measure, I am not assuming all knowledge,
will help immeasurably. I am just one individual who has made
^ study of this bill and compared it with what other bills have done.
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I have tried to apply such experience as I have had to it. I was 35
years in the same game you are in, the newspaper game—I think this
bill will give us results that everyone is hoping for. That is my
view of it.
Mr. HEMPHILL. I have already stated my opinion of this bill, and
I am not disposed to argue with you. The capitalistic system is not
involved in this question. You spoke of me as a newspaper man. I
know nothing about publishing. I have been a financial writer for
only 2 or 3 years. I have been in active business almost all my life.
I have in the past owned and operated railroads; I organized the
Mississippi Power & Light Co. I have operated harbors, operated a
great many industrial enterprises, have been in banking and finance
since I began to vote, and I was credit manager of the Federal Re
serve Bank of Atlanta, because some of my good friends perhaps
mistakenly presumed that I knew something about the practical side
of money and banking, as well as monetary science.
Mr. BROWN of Michigan. Did you agree with them or not?
Mr. HEMPHILL. Yes; I did. There is nothing diSicult about the
subject. Let me say this about this bill: In my opinion, whatever
faults or whatever virtues you have had previously in the banking
system, this bill exaggerates them. I do not think it cures anything.
I think that you do nothing in this bill which is curative or construc
tive. The only thing you do is to create a central body here which
will exercise some control which has not before been had. I think
that is true. I will say this, and it is the reason I asked you if you
were a country banker: I have been a country banker, and when things
are going good there is nobody under this bill who will or can stop a.
country banker from going out on a limb; no device that we have ever
found except a law wiiich deBnes the limit of his loans; and some of
the big city banks are just as bad.
Mr. FoRD. I realize that.
Mr. HEMPHILL. That is what creates the trouble with our banks ail
over the country. In 1929 some of the banks of New York who ought
to know better would lend on anything you could bring in the front
door. Today they will lend almost nothing. That is the essence of
our trouble. The oscillating psychology of the banker. I am with
their present views. Do not think I am criticizing the banker, be
cause, as I said a while ago, nobody but a gambler would run a bank
according to our present laws. There is no business man who would
run a bank on a basis of 10-percent reserve. It is a straight gamble.
It is not a business. What we propose here is to convert it into a
sound business.
Mr. FoBD. Do they not have a pretty substantial kitty ?
Mr. HEMPHILL. You see what happens to them. We have lost
15,000 of them in the last 20 years and almost wrecked this Nation.
In fact, we are not yet out of tne political woods by a " long " shot.
Mr. REiLLT. Have not thousands of banks gone on doing banking
that are absolutely sound!
Mr. Hj&MPHiLL. But they busted everybody else doing it.
Mr. REILLY. No.
Mr. HEMPHILL. Have you forgotten the drastic foreclosures in 1929,
and 1930, and 1931, and 1932, that forced thousands of our Rnest cre
ative ana constructive men into bankruptcy and some of them into
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insane asylums and suicide! You cannot have forgotten that mad
period of ruthless destruction; it was the most drastic period of con
traction ever forced on any country.
Mr. REILLY. Mortgage companies, stock exchanges, and other things
have brought about that.
Mr. HEMPHILL. I understand. But I am discussing this one fea
ture. There is nothing right about our banking system. It is a
rotten, unsound system. You all know this as weu as I do. We can
have a better one. If you are all going to be tied, if you are bound,
indebted to some interests here so that you cannot use your inde
pendent judgment, you will not do anything constructive. This bill
is not anything. It is not even an advance. It opens the whole bank
ing system wide open, and we will have as an absolute certainty—no
question about it—we will have another period of inflation which will
be a wilder thing than we have ever had, and a worse collapse, and I
want to tell you gentlemen that our democracy will not survive it.
Mr. SpENCE. You stated that the money per capita should be $250.
Mr. HEMPmLL. Yes.
Mr. SPENCE. What do you mean by that! What do you mean by
$250—in money or cash ?
Mr. HEMPHILL. In bank deposits. Something that you can trans
fer, any kind of money; we can use soap wrappers.
Mr. SPENOE. That is more money than we have ever had.
Mr. HEMPHILL. No; it is about what we had in 1928-29. It is a
little more in total because we have more people; but it is not sub
stantially more per capita.
Mr. SPENCE. In 1926 there were $24,000,000,000 in banks.
Mr. HEMPHILL. In bank deposits, yes; but in money of all kinds
there was $27,000,000,000, about $230 per capita.
The CHAIRMAN. That was not entirely in demand deposits.
Mr. HEMPHILL. In demand deposits, and cash, outside of banks,
$27,000,000,000.
Mr. CAViccHiA. I would like to know if this $250 per capita is
based or has any relation to the time deposits in the bank.
Mr. HEMPHILL. No. Time deposits are not in circulation. Time
deposits are just investments like bonds or United States Steel stock;
you do not draw checks on them or use them as money.
Mr. CAviocmA. You do not have deposits in there when you make
up that Rgure of $250 per capita!
Mr. HEMPHILL. Yes; demand bank deposits and cash.
Mr. CAviccHiA. You did not have that relation in mind, then!
Mr. HEMPHILL. Yes. Twenty-seven billion dollars in demand de
posits and cash is about what we had in 1928-29. Now we have
more people, which would make it necessary to have about $32,000,000,000.
Mr. SpENCE. Do you think business conditions govern the amount
of bank deposits!

Mr. HEMPHILL. No; I know about that. It is the banker who
says " Yes " or " No." I could talk all afternoon about that. Busi
ness psychology does not change. Business conditions change be
cause we vary the volume of synthetic money. We try to create just
as much business tomorrow as today. We do not shift our ideas
about business. The business man will attempt to transact business
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with a, persistence second only to the persistence with which he tries
to preserve his life, all the time. There is no such thing as business
scares. It is only expanding and withdrawing credit that creates
the fluctuation in business. That is true.
The business man does not even know whether expansion or con
traction is coming. We try harder to buy and sell in depression than
any other time but we have insuEicient money in circulation. It is
a mysterious thing to the business man. His business begins falling
off and he doubles his efforts to again expand it. He does not know
that money is going out of circulation because the banker has overexpanded and is getting cold feet.
Mr. CROSS. We have learned from the night schools that the ques
tion of velocity and backbone money was to be figured in considering
the amount of money in circulation.
Mr. HEMPHILL. Velocity.
Mr. C R o ss. In other words, that when they have many advantages,
this backbone money and pocket money continues to circulate with
the same velocity all the time.
Mr. HEMPHILL. Yes.
Mr. CROSS. What do you think about the velocity of money cutting
any figure?
Mr. HEMPHILL. I do not think there is any great difference in the
velocity of money in good times or bad* Everyone does not agree
with me but everybody agrees when we get the same figures before
us. I will show you gentlemen something in the Literary Digest, a
graph in the back of the book which shows, among other things,
the checks charged to individual accounts in all banks outside of New
York City and the carloadings. Those are the two lines right there.
That one is the checks charged to individual accounts outside of New
York City which more or less eliminates the major part of our
checks employed in speculation. These carloadings represent the
goods we are shipping to each other and those checks are what we
are paying for them.
I think these are the two most important indices of what is going
on in this country that can be constructed, because the minute we
trade more it means that we ship more goods immediately. We have
to do this, and we pay more money for them, so a graph showing
those checks outside of New York City and those carloadings, I
consider, if properly constructed, gives a perfect picture of what
is going on in the Ignited States, and you will notice that they have
not changed substantially since June 1933; the graph shows clearly
that there is no substantial increase or decrease.
Mr. CAviccHiA. Carloadings and checks.
Mr. HEMPHILL. Yes; all checks charged to individual accounts
outside of New York City. You cannot laugh those figures off.
There it is, the picture of what we are actually doing.
Mr. C A v ic c H iA . I t a k e i t t h a t y o u w o u l d n6t h a v e t h e c o u n t r y put
o n a g o l d b a s is a s f a r a s t h e m o n e t a r y s y s t e m is c o n c e r n e d !

Mr. HEMPHILL. What difference does it make? We have now
behind our money, our Hat money, all the wealth of the Nation—
all the gold and silver, and diamonds and everything else we own.
Why tie it to gold alone? If you limit our money on a gold basis
you are restricting it to a very small part of our wealth. I believe
in the gold standard for international payments if anyone wants
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it at the value of the gold today—on the date of payment. And if
you want to make payment with gold, all right, give it to our foreign
cousins—that is the way I feel about it—at whatever the price is,
$30 or $40 per ounce, that is all right. He understands gold and
what is the use of arguing with him; we have the gold—avoid
argument.
Mr. CAviccHiA. The issuing of 25 or 26 billions of currency—
would that in any way restrict the banks from lending; lending
money on mortgages?
Mr. HEMPHILL. The banks would have more to loan and could
give longer credits. You gentlemen know what the present credit
condition 13.
Mr. RsiLLY. Credits?
Mr. HEMPHILL. Yes.
M r. RsiLLY. W hat would this new money be issued against!

Mr. HEMPHILL. The wealth of the United States, which at the
peak was $480,000,000,000.
Mr. RsiLLY. That is purely an inflationary measure!

Mr. HEMPHILL. No; these proposed amendments are initially de
flationary, tremendously so, and if it were not for the fact that we
have included provision for a monetary authority, operating under
a definite mandate to restore the currency, it would be drastically
deflationary a^ these amendments eliminate our present imaginary
money and replace it with a permanent currency, controlled by
Congress.
Mr. RsiLLY. It is your idea to use money based on the credit of
the United States to take up the present indebtedness!
Mr. HEMPHILL. Bonds; yes. What is the difference!
Mr. REiLLY. Not $28,000000,000.
Mr. HEMPHILL. Yes. What is the difference between bonds and
money! They are identical obligations of the Nation. One states
on its face that it is legal tender, the other does not
Mr. REiLLY. Do you believe that if we adopted these amendments
this movement would pull us out of the depression!
Mr. HuMpHiLL. Yes; we reversed a disastrous depression in 1929
in 6 months. We did it by credit expansion, what we are asking
you to do today, and stopped a depression as bad as this one.
Mr. REtLLY. Would you use the $4,800,000,000 work-relief measure
in financing our recovery; what would you suggest about that!
Mr. HEMPHILL. Throw it out the window.
Mr. BROWN of Michigan. You do not favor the Government spend
ing for the purpose of increasing employment at the present time.
Mr. HEMPHILL. No; I do not.
Mr. BROWN of Michigan. What would you do during the interim
it would take to put your system into enect with miHions of men
unemployed!
Mr. HjEMPHiLL. Do just what we have been doing since 1929. We
have to support our unemployed. That question is not open to
argument.
Mr. BROWN of Michigan. I have read for a good many years the
Hearst newspapers for which I understand you are working and
they have advocated, although they have not stressed it very much
in the past few months a 5 billion dollars public-works program.
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Mr. HEMPHILL,. I do not know.
Mr. BROWN of Michigan. You must know that.
Mr. HEMPHILL. I do no tknow that.
Mr, BROWN of Michigan. You know as a matter of fact they have
for many years adocated that to get us out of the depression.
Mr. HEMPHILL. I think Mr. Hearst^ whom I have a very great
respect for, takes about the same position on this general subject as
I do.
Mr. BROWN of Michigan. You know that he advocated a 5-billiondollar public-works spending program?
Mr. HEMPHILL. I do not know that. Mr. Hearst has long advo
cated that the Government have constantly on hand uncompleted
desirable projects all ready to go into action and the necessary au
thority and appropriations complete, so that they could be put into
action whenever general business showed signs of slowing up. That
is a far different picture from the hasty and wasteful and doubtful
emergency program now being considered. Mr. Hearst s idea is to
prevent unemployment—prevent emergencies by a sane, well-con
sidered, thoroughly digested, and prepared program. As ne recently
wrote me—provide knee action for our economic machine, to com
pensate minor bumps. I will say this. Most of the things Mr.
Hearst has advocate in the past have been adopted 10 years later,
as I have no doubt this suggestion will be. However, I want to re
peat that here, I am not representing Mr. Hearst and hate no au
thority to speak for him. He may have some respect for my views
on money and banking because of my long experience. He has given
profound study to many questions of grea,t importance and on these
questions I think he is the soundest philosopher of our times. I do
not know that he has recently advocated a 5-billion-dollar spending
program.
Mr. BaowN
Michigan. I will supply that knowledge to you. I
know that he has* How would you take care of the people of the
country at the present time! You say that we should take care o f
them as we have in the past. The only way we can do it is through
a spending program.
Mr. HEMPHILL. No; the emergency spending program is new.
We have heretofore been paying for relief, certain definite relief.
Mr. BROWN of Michigan. Would you confine Government activi
ties to straight relief!
Mr. HEMPHILL. Yes.
Mr. BROWN of Michigan. Instead of a public works program?
Mr. HEMPHILL. Yes.
Mr. BROWN of Michigan. In other words, you thing it would be
better to give them the money rather than enable them to work for
the money.
Mr. HEMPHILL. I do not think that question would be a question
more than 6 months. This depression is a monetary phenomenon;
that is all. I think almost everyone knows just what our trouble
is. Why do not you gentlemen get to the guts of this thing and cure
the thing that is wrong? It is a monetary phenomenon. The con
traction of our synthetic money—bank credit. That is all that has
ever been the matter with us—the direct cause of every depression.
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All these other things are simply the visible evidences of the malad
justment caused by taking $8,000,000,000 out of circulation.
Everybody in the world knows this except us.
Now, gentlemen, I want to summarize our situation and the re
forms advocated.
I want to define this proposal so clearly that you cannot pass
the buck.
I want in all kindness and consideration to put you in a corner
from which there is no escape.
You have here a simple and certain method by which you may
end this depression, by which you may recover your constitutional
right to issue and control the money of this Nation; by which you
may restore prosperity to your stricken constituents; by which you
may confer on the people the independence which an omnipotent
Creator intended all men should have and which the patriots who
founded this Nation believed they were securing for their posterity.
There is no theory whatever involved in this proposal.
You have all the facts before you. The authentic data which you
mav verify from our public records, if you have not already done so.
"iou know now that the national income is invariably three times
the individual demand deposits in our commercial banks.
[In billions of dollars!
Demand
deposits
1929...........
1930...............
1931...............

National
income

24.3
24
21.3

81
76.4
63.3

Demand
deposits

Ratio

3.3
3.1
3

1932...............
1933...............
1934...............

16.4
15.2
* 17.6

National
income
48.9
46.8
52.8

Ratio

3
3
3

* Estimated.

No 2 years in a century could subject this rule to a severer test than
1929 and 1932. The peak of the wildest inflation and the bottom of
the most severe depression this Nation has ever known. The varia
tion is only 10 percent.
This ratio has been established beyond question in this country,
in England, and in France, as far back as reliable records are obtain
able.
You know that to restore the income of bur predepression days
you must put into circulation additional money until you have ex
panded individual demand deposits to one-third of that predepression
national income.
That means that to have an average annual per capita income of
$750 there must be in circulation in individual demand deposits in
our commercial banks $250 per capita, approximately $32,000,000,000.
To accomplish and control this result you must eliminate from the
private banks the power to expand or contract the money Congress
puts in circulation.
That is a very simple matter.
The banks now hold cash and Government bonds equal to their
individual demand deposits, but they have the potential capacity to
inflate or deHate their demand deposits and nullify and destroy any
program you devise.
127297— 33------ 33
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You know that Congress can never control the volume of money
in circulation and therefor its value as long as private banks retain
this power.
We propose to you that you require that hereafter all banks main
tain their demand deposits in cash or Government bonds.
They can then no longer inflate or deflate. They are proRtable on
their present basis and will share hereafter with everyone in the
general prosperity, but Congress alone will hereafter have the power
to increase or decrease our medium of exchange—to create prosperity
or depression.
The welfare of the Nation will then be in your hands.
We propose that you then command the Federal Reserve Board to
buy from individuals and corporations, as rapidly as possible, the
15 billions of United States bonds they hold, putting into circulation
that amount of new money which will go immediately into action.
(If it is considered desirable to encourage the banks to increase
their demand deposits by purchase of bonds, there is no objection,
provided that they are not permitted later to sell, except to the
United States Treasury.)
Each billion increase in demand deposits will increase the national
income $3,000,000,000.
There is no doubt of this whatever. It is a demonstrated fact.
It is no one's theory.
You have it in your power to do this.
I f you do this you will confer upon the Nation the priceless gift
of liberty and continued prosperity. I f you fail, you have failed
miserably and ignominiously in your duty to the Nation.
The Constitution endowed you with the power to issue the money
of this Nation, and by that act prohibited all others from exercis
ing such a power.
It is a sacred trust because it controls the welfare of each indi
vidual.
Your predecessors have signally failed or have been influenced
or intimidated into neglecting to exercise this power, and have per
mitted private selRsh interests unlawfully to exercise this function
for their private profit, and by this monopoly to have an unholy
power over the people of this Nation, through which they have
exploited them, have in effect made them a subject people, reduced
them to economic slavery*
Your predecessors may plead ignorance. They may plead that
too little was known of monetary science, that no clear definite plan
was available, that the data, upon which such a plan might be deter
mined was not available.
You cannot plead such ignorance.
This committee, which has studied monetary matters for so long,
is now well informed.
There is no confusion in your minds.
You know that you do not now issue and control the money of
this Nation, as the Constitution empowered and directed you to do.
You know that private interests have seized and created for them
selves and their favored circle, a monopoly of this vital public func
tion; that today they are more powerful than this Government.
You know that they control the economic welfare of this Nation,
and that Congress is powerless.
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That they maintain their sinister control of this public function
and of this Nation by subterfuge and intrigue and intimidation.
You know that to a large extent the private banks of this Nation
are little more than private rackets.
That only to a limited extent do they serve the public welfare.
That in the majority of instances they are operated to promote
the interests of a small group which has an unfair advantage over
the remainder of the community.
That through their power to create a synthetic money at their
pleasure the " inside groups " in financial circles can and do constantly
buy the results of the genius and labor of their fellows at bankrupt
prices.
You know that the banking system is controlled by the policies
of a few big speculative banks, principally located in Wall Street,
who dominate the whole system and the banking organizations.
You know that the men who have of late years come largely into
control of these speculative banks are parasites. That they control
our great securities and commodities markets and the machinery of
foreign exchange.
That by manipulating the powerful machine they operate they
obtain an unfair and unearned share of the wealth created by our com
merce and industry to which they contribute nothing.
You cannot plead ignorance of these facts.
You know all about them, and millions of your constituents know
all about them, and know that you know all about them, and know
where your duty lies in this crucial situation.
The question before you, gentlemen, is fundamental.
Are your constituents and posterity of more moment to you than
the small group of parasites who own and manipulate this synthetic
substitute whicn we are forced to use for money because of the failure
of Congress to exercise its constitutional function, to issue and con
trol the money of this Nation!
That is the fundamental question here involved.
You cannot escape a clear position in this matter.
Are you going to do your duty, or are you going to decline to do it!
That is the question.
Are you going to recapture your constitutional perogative to con
trol the money of this Nation, and control its material welfare, or
are you going to permit a private monopoly to continue to exploit you
and your fellow citizens, and to constantly concentrate in the nands of
this small group the wealth created by the whole Nation %
That is the question now before you gentlemen. You cannot dodge
it. You cannot plead ignorance.
We are not suggesting that you recapture the wealth these para
sites have obtained by fraud, through this unholy power which the
negligence of your predecessors has conferred upon them.
We will leave that to the fact that these men, divested of their un
fair advantage, will be unable to compete with constructive minds
and their unearned wealth will soon be dissipated to the real creators
of the wealth of this Nation. They are largely the accidents of finan
cial politics. Many of them are not Sttea by birth, breeding, race,
intelligence, culture, or any other characteristic to occupy positions of
leadership or control.
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Divested of their unholy power over their fellows they are largely
an ineffectual class without constructive resource and with little to
contribute to society.
We are asking you to end this period of wildcat credit manufac
ture by private interests. This bonanza, banking period through the
machinery of which a few greedy predatory men have been able
to maintain a stranglehold on this Nation and its Government.
Who are you for?
Are you for the peop]e of this Nation or for the small group of
international bankers who dominate and manipulate and exploit the
commercial banking system of this Nation and through it dominate
and exploit the Nation?
That is the question you must answer your own consciences, your
constituents, your children, and posterity. The following amend
ments to H. R. 5857 are recommended:
1. After 1 year after the passage of this act, all individuals, Arms, associa
tions, or corporations in the United States or Territories or possessions
thereof, engaged in the business of banking as deRned by law, and among
other things receiving deposits of money or any substitute medium of ex
change, withdrawable or payable upon the check or equivalent order of the
depositor, upon demand or within 30 days shall be required to hold said
deposits in trust for said depositors in lawful money of the United States,
on hand, or on deposit in the Federal Reserve bank of its district, or with
the Treasurer of the United States: Provided, however, That said bank may
at its, own risk keep no more than 95 percent of said deposits invested in
interest-bearing bonds or notes of the United States Government, and the
interest on said bonds or notes may be received and retained by said bank
for its own use and beneRt: P r o v e d
That any of said bonds or
notes of the United States shaU be eligible for discount at any Federal
Reserve bank at the par value thereof and at the interest rate borne by said
bonds or notes, and after the date on which this act becomes effective the
Federal Reserve banks shall discount for any bank in its district any of such
bonds or notes upon application and shall discount no other obligations, all
laws c parti of laws in conRict with this provision being hereby repealed.
2. After the passage of this act, the Treasury of the United States may
receive and hold for safe-keeping and credit any funds in lawful money or
bonds or notes o f the United States deposited with it for the account of any
Federal Reserve bank and shall deliver such funds so deposited to the said
depositor upon demand; or upon duly authenticated order of such depositor
shaU transfer the title to such funds to such other Federal Reserve bank as
such order may direct. Duly authenticated credit upon the books o f account
of the Treasury of the United States shall be legal reserve for any bank,
banking Rnn, or banking corporation in the United States or its Territories or
possessions, and the Treasurer of the United States shall, upon demand, issue
and deliver to any depositor, non-interest-bearing Treasury certiRcates against
such credit in denominations of 1, 5, 10, 20, 50, 100, 1,000, 10,000, 100,000,
or 1 million dollars, or such other denominations as the Federal Reserve Board
may from time to time direct, and all such Treasury certiRcates so issued shall
be legal tender for all public and private debts, and may be redeemed by
the Treasurer of the United States upon demand in bullion, gold or silver, at
the option of the Federal Reserve Board upon such prices, terms, and conditions
as the Federal Reserve Board may direct.
3. The Federal Reserve Board is hereby directed to use all its powers and
facilities to increase the circulating medium o f exchange of the country until
there shall be in individual demand deposits in the commercial banks of the
Nation the sum o f $250 per capita, in accordance with an estimate of the
population as o f the date o f the passage of this act, to be furnished by the
Census Bureau, and the Federal Reserve Board is further directed to use all its
powers and facilities to maintain the said sum of $250 per capita in circula
tion in individual demand deposits in the commercial banks of the Nation
until and unless this mandate is hereafter modiRed by further act o f Congress.
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STATEMENT OF D. J. NEEDHAM, GENERAL COUNSEL AMERICAN
BANKERS ASSOCIATION

The CHAIRMAN. Mr. Needham, representing the American Bankers
Association, is here and has a statement for the committee that he
desires to read. I did not think we should interrupt Mr. Hemphill
this morning, but since it was understood we would go forward with
Dr. Fisher this afternoon, I am wondering if you might insert your
statement in the record, Mr. Needham, and that will give every
member a copy.
Mr. NEEDHAM. I will be glad to Rle the statement and see that
each member gets a copy.
(The statement referred to is as follows:)
RECOMMENDATIONS OF SPECIAL COMMITTEE OF THE AMERICAN BAN KERS
CIATION ON THE PROPOSED B AN K IN G A C T OF 1935

ASSO?

WASHINGTON, D. C., Afw ch 3%, J93F.
H o n . HENRY B. STMAGAEL,

Chairman.

o?t

aitd Cttrrewcy,

JToiMe of jRgpresetHattves, WtM&tMyfow, D. C.

DEAR MR. STEAGAEL: The American Bankers Association, through its accredited
committees, has given careful consideration and thought to the provisions o f
titles I, II, and I I I o f the proposed Banking A ct o f 1935 (S. 1715 and H. R.
5357).
At a joint meeting o f the administrative committee and the executive com
mittee of the committee on banking studies, held earlier this month, resolutions
were unanimously adopted authorizing the foUowing ofacial statement on behalf
o f the association:
"T h e administrative committee and the executive committee on banking
studies o f the American Bankers Association, in joint session, have made a care
fu l analysis and study o f the proposed Banking Act o f 1935. W hile the com
mittees realize that certain provisions o f title I o f the pending bill affect ad
versely the larger banks, and that other provisions o f the bill are not entirely
acceptable to some of the (Federal Reserve) nonmember banks, they believe that
the aims and purposes expressed in the provisions o f titles I and III o f the bill
are, in the main, in the public interest, as well as in the interest o f banking.
The committees have, therefore, on behalf o f the association approved in sub
stance title I and III o f the bill.
" Since the introduction o f the bill in Congress the executive ofHcers o f the
association have conferred at length with leaders o f Congress and administra
tive heads o f the Government regarding the provisions o f title II. The com
mittees believe that certain constructive changes should be made in this title.
They recognize that some members o f the association are o f the opinion that it
would be advisable to postpone deHnite action on this title o f the bill until such
time as a more detailed and careful study o f its provisions can be made, but
the committees believe that i f the changes w hich they have in mind can be
brought about through conferences it wiU then be possible fo r the committees
to approve the entire measure.
"A special committee has therefore been appointed consisting o f the president,
the 8rst vice president, the chairman, and one other member o f the banking
studies committee, and the chairman o f the committee on Federal legislation.
The above-mentioned special committee is authorized and directed to confer
with the leaders o f Congress and the administrative heads o f the Government
with a view to procuring such changes in the bill as are believed by the associa
tion to be in the best interest o f commerce, industry, and the public.
" The personnel o f the special committee is as fo llo w s : R. S. Hecht, president;
R. V. Fleming, vice president; Tom K. Smith, chairman o f the committee on
banking studies; W . W . Aldrich, member o f the committee on banking studies;
Ronald Ransom, chairman o f the committee on Federal legislation, o f the
association."
The special committee, having made further study o f the proposed Banking
A ct o f 1935, now submits the follow ing recom m endations:

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

514

BANKING ACT OF 1 9 3 5
TITLE I

We believe that the provisions o f title I o f the bill, if enacted into law, will
improve the operation of the Federal Deposit Insurance Corporation in such
manner as to enable it to serve more effectively the interests o f the public and
o f banking. We are o f the opinion, therefore, that the provisions o f title I
should be approved in substance. W e know, however, that there are many
nonmember banks, members o f the American Bankers Association, who feel that
the provisions o f title I, making it compulsory for all banks to join the Federal
Reserve System by Juiy 1, 1937, should be given further careful study by
Congress before that time.
TTTLE III

W e believe that the provisions o f title III o f the bill, which consists o f amend
ments to the Banking Act o f 1933, will materially clarify and improve the
present law, and we are therefore o f the opinion that the various provisions o f
this title should also be approved in substance.
TITLE II

W e have given particularly earnest and careful consideration to the pro*
visions o f title II o f the bill, which relate to the Federal Reserve System.
The committee is deeply impressed with the fact that the changes contemplated
in title II ga to the very root o f the theory and practice o f banking as it has
existed in this country and that it is difficult, if not impossible, to formulate
Anal conclusions with regard to the provisions o f this title in the brief space
o f time which has elapsed since the bill was introduced. If, however, it is
considered advisable and necessary to pass legislation covering the subject mat*
ter o f title II during the present session of this Congress, the committee believes
that the following recommendations, if carried out, would eliminate many of
the objections to the present bill.
The Federal Reserve Act is the result o f years of study o f the banking sys
tems o f the world and o f extensive debate throughout the country and in Con
gress. The framers o f the act intended that the operation and administration
o f the Federal Reserve System should be based primarily upon the requirements
o f agriculture, commerce, and industry, with due regard to the general credit
situation of the country and the reasonable requirements o f public finance.
The Federal Reserve System has now been in operation fo r a period of more
than 20 years. During that period the laws relating to the system have from
time to time been modified and adjusted, primarily to improve its application
to changing conditions in agriculture, commerce, and industry. At no time,
we believe, has there been any essential departure, through amendments to the
law, from the basic purposes o f the act, as originally drafted. W e believe that
these basic purposes should be preserved, although we recognize that in view
o f the rapid and material changes which have taken place in the economic
structure o f the country in recent years, further adjustments in the Federal
Reserve System are from time to time inevitable.

TAe Federal Reaerre Board
The committee believes that many o f the changes in the Federal Reserve
Act proposed in title II of the bill are o f a constructive nature and should
have the support of bankers, if the method o f appointment and the tenure o f
ofHce o f the members o f the Federal Reserve Board, in whose hands it is
planned to concentrate greater power than ever before, could be so altered as
to insure, as fa r as possible, the absolute independence o f the Board from par
tisan or political considerations. It is our view that if a satisfactory solution
o f this problem can be found, one o f the greatest objections to title II o f the
bill, as proposed, will have been eliminated. W e will address ourselves first,
therefore, to section 203 of title II of the bill which deals with the all-important
question of the membership o f the Federal Reserve Board.
Since the passage o f the Federal Reserve Act, informed opinion both in
Congress and among bankers has been striving toward tbe ideal o f making
the Federal Reserve Board a body o f such independence and prestige that it
might be described as the supreme court o f finance and banking. We believe
there is greater need now than ever before for realizing this ideal.
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In order to bring about this result, we recommend that the Board be reduced
8 members to 5. W e believe this should be accomplished by the retirement
from the Board o f its ex-oiHcio members, namely, the Secretary o f the Treasury
and the Comptroller o f the Currency, and by reducing the appointive members
o f the Board to Rve as soon as a vacancy occurs (such a change would neces
sarily involve an adequate revision o f the salary o f the Comptroller who now
receives a portion o f his compensation through the Federal Reserve B oa rd ).
W e heartily approve the proposed increase in the salaries o f the members
the Board and would, in fact, like to see their compensation axed at a some
what higher Bgure than that mentioned in the bill so as to attract to these
tremendously responsible positions the very best talent available. W e believe
that the plan o f providing suitable pensions for the members o f the Board is
especially desirable because the security with which such an arrangement
assures would be a further help in inducing outstanding men to accept a call
fo r service on the Board and give them the financial independence which such
a position requires.
fr o m

2. TAe <7overMor o f Me .Federt^ Reserve J2oard
The bill as originally introduced provided that the Governor should serve
only at the pleasure o f the President and that his service as a member o f the
Board should cease upon the termination o f his designation as Governor. It
has already been suggested that an amendment be made in the bill as proposed
which would provide that the Governor, if no longer designated as such by the
President, might, if he chose, continue his membership on the Board, but
would be permitted to reenter private business (w ithout the 2-year lim itation)
if he chose to resign upon not being redesignated. W e would be entirely satis
fied with this suggested change. If, however, it is deemed essential to give each
incoming President the right to name a Governor o f his own choosing, because
o f the fact that the administration will no longer be represented on the Board
by the Secretary o f the Treasury or tlie Comptroller o f the Currency, it may
he desirable to give the President the power to select the Governor o f the
Board and to provide that the term o f the Governor o f the Board w ill be
the same as that o f the President. It should also be provided in the act that
the members o f the Federal Reserve Board, including the Governor, shall be
removable during their term o f oiRce only for cause.

3.

of Coventors of the .Feder&Z Reserve

It lias been suggested that section 201 o f the bill be modified so that the
governor o f each Federal Reserve bank shall be approved by the Federal
Reserve Board every 3 years rather than annually, so that his term as gover
nor would coincide with his term as a class " C " director. W e believe that in
order to preserve the independence o f the governors o f the Federal Reserve
banks the term during which they may serve without having to be reapproved
^y the Federal Reserve Board should be as long as possible and that this
approval should certainly not be required m ore often than every 3 years.
Corresponding changes should be made in the act with regard to the election
o f vice governors o f the Federal Reserve banks.

4. Open ??mr&et operation#
Neither the original text o f section 205, providing fo r the open market com*
mittee o f 3 members o f the Federal Reserve Board and 2 governors o f
the Federal Reserve banks, nor the subsequent suggestion which has been made
that authority over the open market operations be vested in the Federal R e
serve Board, which would be required to consult w ith a committee o f 5 gover
nors selected by the 12 governors before adopting an open market policy, a
change in discount rates or a change in member bank reserve requirements,
seems to us to constitute a satisfactory solution o f the open market problem.
Our suggestion is that the open market committee shall consist o f the entire
Federal Reserve Board (reduced to 5 members) and 4 governors o f the Federal
Reserve banks, selected by the governors o f the 12 Federal Reserve banks
annually, each member o f the open market committee having a vote in the
deliberations o f the committee on th e $ subjects to be entrusted to it, i. e.,
open market policy, change in discount rates, or change in members bank
reserve requirements.
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5. C7MMt%fes w Reserve
It has been suggested that section 209 of the bill be amended so as to pro
vide that the open market committee shall not have the power to change re
serve requirements by Federal Reserve districts but oniy by classes of cities
and it has been suggested further that for this purpose banks be classified
into two groups, one comprising member banks in central reserve and reserve
cities and the other comprising all other member banks, and that the re
serve requirements be uniform within each group. We believe that these
suggested changes are desirable but we think serious consideration also should
be given to the desirability of Rxing limits in percentage of deposits beyond
which reserve requirements cann^be'lncfea^M or^ecr& sed by action of open
market committee.

6. .Beal estate Zoawg

We do not favor section 210 as originally proposed, permitting advances
against real estate up to 75 percent of the actual value of the property if
amortized within 20 years, or up to 60 percent of the actual value of the
property for term of not more than 3 years, in both instances without terri
torial limitations.
We are in favor of the suggestion subsequently made that all real-estate loans
hereafter made shall not exceed 60 percent of the appraised value of the
property and that the Board be given discretion to make regulations governing
real-estate loans held by banks at the present time.
We also believe that the presently existing territorial limitations, or some
similar limitations, should be retained in the law and that unamortized realestate loans should be permitted up to a period of 5 years.

SUMMARY
We believe that the foregoing modiRcations in title II of the bill (nos. 1
to 6, inclusive) are fundamental, and that all of them are in the national
interest. If changes substantially along these lines cannot be made in the
original draft of the bill, we would be strongly opposed to the enactment of
title II. However, if these changes, some of which in whole or in part have
been heretofore recommended by Governor Eccles and placed into the record
of your committee, are adopted, we would be in substantial agreement with the
provisions of title II, provided that the following additional changes, which
have also been suggested by Governor Eccles during the course o f your hearings,
are included in that title:
(a)

of MMvred iMMMaeataer &%*!&*

It has been suggested that section 205 of the bill should be amended so as
to provide that the Federal Reserve Board shall have authority to waive not
only capital requirements but all other requirements for admission of insured
nonmember banks to the system, and that the Board be permitted to admit
existing banks to membership permanently without requiring an increase in
capital provided their capital is adequate in relation to their liabilities.
(&) Federal Reserve

experience /or Federal Reserve Foard member*

It has been suggested that section 203 (1) of the bill be amended so that
as a general policy two members o f the Federal Reserve Board shall be selected,
when possible, from persons who have had experience as executives o f the
Federal Reserve banks.

(c) Federal Reserve Foard pewgtpna
It has been suggested that section 208 of the bill be modified so as to provide
that any member of the Board, regardless of age, who has served as long aa
5 years, whose term expires and who is not reappointed, shall be entitled to
a pension on the same basis as though he were retired at 70 years of age;
that is, he is to receive an annual pension of $1,000 for each year of service
up to 12.
The committee offers all o f the foregoing suggestions in the earnest belief
that they represent constructive modiRcations of titie II of the bill as proposed,
with a view to rendering the operations of the Federal Reserve System more
beneRcial to the interests of the Nation as a whole.

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

517

BANKING ACT OF 1 9 3 5

W e respectfully request, therefore, that these suggestions be given consid
eration and study in the deliberations o f your committee. W e expect to
continue our study o f the bill, and would like to have the privilege of submitting
to you any further suggestions which may occur to us.
Respectfully submitted.
AMERICAN BANKERS ASSOCIATION,
RUDOLPH S. HECH T,
ROBERT V. FLEMING,
TO M 'TC. S M IT H ,
W lN TH R O P W . ALDRICH,
KONAl<p R A N S O M ,

Committee ow the

Ron&in# Act of

(Thereupon, at 12:30 p. m., the committee recessed until 3 p. m.)
A F T E R RECESS

The committee reconvened at 3 p. m., Hon. Henry B. Steagall
(chairman) presiding.
The CHAIRMAN. We have waited some little time, and I am sorry
we have not more members present. Your statement will be in writ
ing, where all members will have an opportunity to acquaint them
selves with it, and I am going to suggest that we proceed with
Dr. Fisher.
STATEMENT OF DR. IRVING FISHER, ECONOMIST

The CHAIRMAN. Dr. Fisher, we would be glad for you to address
the committee without any interruption, if you so desire; and when
you desire to be interrupted, please let us know.
Dr. FisHER. I want to say, in the Rrjst place, I agree substantially
with the position taken by Mr. Hemphill this morning. In some
details ana minor matters I would differ somewhat, but we certainly
agree on the main point—that the depression is substantially due to
lack of money, money being used, in his sense, including bank
deposits subject to check.

I myself believe very strongly that this depression was almost
wholly preventable, and that it would have been prevented if Gov
ernor Strong had lived, who was conducting open-market operations
with a view of bringing about stability. When I say " prevented ",
I mean to a large extent. We would have had a stock-market reces
sion, but not a subsequent depression.
I believe also that the depression is mostly curable today, even
after all that we have been through, and in a very few weeks, if
this bill is passed with suitable changes, which have been suggested
by Mr. Hemphill, and which, in some other forms, I will suggest
also.
As I see it, the most outstanding important factor in the depres
sion has been the destruction of what may be called "checkbook
money or bank credit."
As you know, we, each of us, think of our balance on the stub
of our check book as though it were money, comparable with the
money which we carry in our pockets. But the checkbook money
and the pocketbook money, under our present system, are distin
guished, to a very considerable degree, and that is really the source
of our diiBculties. Our pocketbook money cannot be changed in
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amount without action by the Government authorizing more green
backs or silver certiRcates or currency, or changing the weight of
the dollar, or otherwise.
But the checkbook money not only can be changed but is con
stantly being changed. And as it changes it carries with it a change
in the purchasing power of the dollar and in our business conditions,
so that we have the so-called " business cycle " and depression as a
consequence.
We had, in 1929, $23,000,000,000 of checkbook money—that is, de
posits subject to check. Of this, $8 ,000 ,000,000 was destroyed. I am
not now speaking of the savings deposits or time deposits which draw
interest, for they do not circulate, as Mr* Hemphill so well said this
morning. They are not a part of our circulating medium, and it is
rather unfortunate that we use the same name to designate these two
widely different things. " Deposits " apply properly to the deposits
subject to check, but the so-called " deposits " in savings banks are
really investments, and no more deposits in the sense that something
is there which you expect to Rnd when you want it and want to use
it as money. They are really investments, like a Liberty bond.
If we had destroyed 8,000 miles of railway out of 23,000 miles—if
some earthquake or other catastrophe had destroyed, so that every
one could see it and it was visible, 8,000 out of 23,000 miles of track—
I think everyone would realize that it must interfere with tratEc, and
as trafEc was reduced, everyone would recognize the fact that the
reason it was reduced was that there was not the track to carry it.
Our money is the highway of commerce and it is more important
than the physical track, and when we destroy eight twenty-thirds of
that trackage, it does interfere with trafSc.
I believe that the situation is still serious and that something must
be done. In fact, it is so serious that, when speaking with reporters
present and for the press, I hesitate to say how serious it seems.
This bill, I believe, is the most important bill which has come up
in this administration. For good or for ill, it means much for the
country. I regard it only, however, as a half-way measure and almost
as a half-constructed measure. I think the plan of Frank A. Vanderlip, formerly president of the National City Bank, for a monetary
authority is better. I would say that the Vanderlip plan is a threequarter way measure. I think the plan Mr. Hemphill presented this
morning might be called a " 100 -percent measure.
He and I and Mr. Vanderlip have the same objectives as are in this
bill.
As Mr. Hemphill said this morning, if this bill were rightly ad
ministered—if that is conceivable—it would, as he expressed it, " do
the trick."
On the other hand, if it were wrongly administered, it could do
irreparable damage. Rightly administered? it might get us out of
the depression in a few weeks. Wrongly administered, it might
thrust us deeper in.
As a matter of fact----Mr. BROWN of Michigan. Professor, are you speaking of the bill
as submitted to us!
Mr. BaowN of Michigan. The Steagall bill!
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Dr. FisnER. The bill as is.
Mr. BROWN of Michigan. Not inclusive of yours!
Dr. FisnER. Not including any suggestions of mine. I am refer
ring to title II, the heart of the measure.
TTie CHAIRMAN. I had assumed, without saying so, that you would
addressyourself to title II of the bill.
Dr. tiSHER. Yes. But when I said, " if the bill were rightly ad
ministered, wonderful results could come ", I did not mean that I
expect it to be rightly administered; and that is not because of any
lack of faith in Mr. Eccles, nor is it any reflection on anybody, but
it is merely because the bill does not specifically state what is right
and what is wrong. In all probability it canont be rightly adminis
tered. There is too much discretion in it and too little guidance, too
little in the nature of a criterion, to tell those who administer this
bill what is expected by Congress of them.
For instance, the bill contains—and perhaps this is the most im
portant feature—the power to increase or decrease reserves. Can you
imagine that that power will be exercised with prorfTptitude and effec
tiveness! I f the reserves of a bank, that are now required to be 7
percent, are raised to 15 percent or 20 percent or 30 percent, or even
to 8 percent, I think there can be no question but that it will be re
sisted by several thousand banks out of the 15,000 banks. It is incon
ceivable to me that there would not be hundreds, if not thousands,
of letters protesting against any disturbance. Even if there were no
disturbance of the reserves, there would be fear of the disturbance
all the time, and we have fear too much already.
Not only would there be this resistance of the banks who would
feel that they were the victims, and most of whom would not be
willing to sacrifice their own personal individual interests, in the
belief that Mr. Eccles was wise, and that it would be for the interest
of the public as a whole; not only would there be this resistance
from many banks, but I think it is altogether likely, if you follow
the experience that we have had in the last few years, that there
would be dissension in the Federal Reserve Board itself; as it is
now constituted, I think I know how the lines would be formed,
and that there would be those who would say, " Yes, we have this
power, but we do not propose to exercise it. Mr. Eccles, you come
m here and tell us what to do. We have had more experience than
you. We do not think it is wise to rock the boat and disturb condi
tions as they are."
Mr. Eccles would be right and they would be wrong, but he would
And it very difRcult to convince them of that fact.
What you want, it seems to me, is to law down a policy. The
Congress should prescribe in this bill what that policy is, when the
reserves should be raised and when they should be lowered, or what
is the object at the present time to be aimed at. In fact Congress
should provide a better means of doing it than by constantly chang
ing the reserves and creating the uncertainty that even the power
to change will make.
Now, it seems to me that the policy which should be pursued is
in general terms the policy which has been outlined by President
Roosevelt. On several occasions he has outlined a twofold policy
for money, reflation, and stabilization. I believe he never used
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that word " relation ", but it carries in it so many things that I
like to use it. It does not mean " inflation." It means correcting
delation. Inflation comes only when you have not only made the
correction, but have gone further.
Reflation restores the price level to a certain prescribed form,
which should be prescribed by Congress, say, the price level of 1926,
which I think would be a very good one to adopt. You should
prescribe two things; reflation to that price level and stabilization
thereafter. Congress should also prescribe the sort of index numbers
which should be used. In my opinion, it should be similar to that
which is used in Sweden, an index number of the retail price of the
cost of living. But, at any rate, there should be in this bill, in some
form, a statement of policy of these powers in it. As they are now,
you give a tremendous and dangerous power to people, and some
day it will be abused. I do not believe that it would be what you
call abused by Mr. Eccles or even by those on the Board now, who
would disagree with him on the policy, but the time might come,
and eventually it would almost certainly come, if so great a dan
gerous power were put in the hands of the Federal Reserve Board,
and it would be manipulated for some ulterior purpose.
It is natural that Mr. Eccles should want the discretion. It is
natural that the President wants the discretion that he has got. I do
not think that Congress should have given the President the wide
discretion that they have given him, and I do not think he has used
it wisely in many respects. I do not think it is American to give
the discretion that has been given, and would be given in this bill,
to Mr. Eccles or the President. It seems to me that it is shirking
the problem, and that Congress should solve the problem and pre
scribe to the Executive what is expected to him.
I know the same thing happened with Governor Strong of the
Federal Reserve Bank o f New York, to whom I have alluded. He
resisted the introduced of any criterion to determine how he should
manage the open-market operations. He discovered, although econ
omists before him had pointed out the possibility of it, that openmarket operations would stabilize—he discovered for himself what
was necessaiy to cure the delation that started in May 1920 and to
prevent an inflation that might otherwise come. And for 7 years

lation, tried to get a bill in Congress passed, first the bill introduced
by Congressman Strong when we had a Republican administration,
and afterward almost the identical bill introduced by Congressman
Goldsborough (afterward it was passed by the House, but that was
after Governor Strong's death), Governor Strong told me that if
that bill were passed he would resign. He said:
If you let me alone, I will do the best I can. But if you try to prescribe a

criterion, I am not sure that I can measure up, and I do not want that respon
sibility.

Every one likes to have discretion, or seemingly difHcult, and not
be told to toe the mark, and that something difncult is expected of
him. Then they may not be able to perform.
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It seems to me that it is un-American and unwise in every way to
leave the policy at loose ends.
I was here when Mr. Eccles spoke the 8 rst day, and I quite agree
with what he said in regard to one measure in this bill, to make the
open-market operations easier and prompter. He said:
I n t h is m a tte r , w h ic h r e q u ir e s p r o m p t a n d im m e d ia t e a c t io n a n d t h e r e s p o n 
s ib ilit y f o r w h ic h sh o u ld b e c e n t r a liz e d s o a s t o b e in e s c a p a b le , t h e e x is t in g la w
r e q u ir e s th e p a r t ic ip a t io n o f 1 2 g o v e r n o r s , 8 m e m b e r s o f t h e F e d e r a l R e s e r v e
B o a r d , a n d 108 d ir e c t o r s , s c a t te r e d a ll o v e r th e c o u n t r y , b e f o r e a p o li c y c a n b e
p u t in t o o p e r a tio n .

Naturally the results were disappointing. When Governor Strong
had his own little committee of five, which were irresponsible, which
was not even controlled by the Federal Reserve Board, but was really
himself, surrounded by four men whom he could call on the tele
phone, governors of the next biggest Federal Reserve banks to his,
he could immediately put in an order to sell or buy Government
bonds to the tune of $1 0 0 ,0 0 0 ,0 0 0 .
But because of the dissension, because of the feeling by certain
members of the Federal Reserve Board, that Governor Strong was
acting without the authority of the Board, and because they wished
to be the ones to prescribe something for him and to show him that
they were the boss, the Federal Reserve Board discharged that com
mittee and then reappointed it subject to their own wisnes, and then
enlarged it until you have this cumbersome board with 1 2 governors,
8 members of the Federal Reserve Board, 108 directors, scattered
all over the country, before any policy could be put into operation.
This bill would cure that, and it is well that it should. On the
other hand, it does not prescribe what the policy should be. The
policy would be simply left to discretion, with fewer men to decide
upon it. There will oe, I am afraid, the almost same opposition, dis
sension, vacillation, that we have at present. There would merely
be less delay.
As Mr. Eccles said:
O p e n -m a r k e t o p e r a tio n s a r e th e m o s t im p o r ta n t s in g le in s tr u m e n t o f c o n t r o l
o v e r th e v o lu m e a n d t h e c o s t o f c r e d it in t h is c o u n tr y .

I think that the bill need amendments. The most important
amendment, in my opinion, is one that was stressed this morning
by Mr. Hemphill. Instead of allowing Mr. Eccles, irresponsibly,
without any guidance, to raise or lower the reserve requirements
of the 15,000 banks in this country, according to whatever rules he
and his associates may establish, instead of doing that and getting all
the resistance and all the uncertainty and the futilities that would
surely come, it seems to me it would be very much better to raise
the reserve requirements at once to 1 0 0 percent, as Mr. Hemphill
has suggested.
Then there would be no question of what the reserve was. This
would not cause any shock in the present situation, although it
shocks some people at first to think of it. The 1 0 0 -percent reserve
could consist, to a large extent, of Government bonds until those
bonds matured, and we have, counting the Government bonds, prac
tically 1 0 0 percent already. All you would need, therefore, would
be to galvanize the situation as it is, so that the reserve would con
sist of three factors: Cash, that is pocketbook money; Federal Re
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serve credit, which is, so to speak, the checkbook money of the
member banks against deposits m Federal Reserve banks; and Gov
ernment bonds.
As I say, we have that situation already, very nearly. All that we
need to do is to perpetuate it; but that is extremely important.
Mr. BROWN of Michigan. Professor, you mean that reserve against
the deposits in the banks?
Dr. FisHER. I mean the deposits subject to check only, only de
mand deposits, but not time deposits or savings.
Mr. REILLY. A bank would be a bailee, then!
Dr. F iS H E R . Yes; a bank would be a depositary. These deposits
would be real deposits. What you call your cash in bank would
really be cash and really be in the bank. When you deposit an
umbrella you expect it to be kept there so that if it rains it won't
be to somebody else when you want it.
Mr. BROWN of Michigan. I suppose you would have a basis of
compensation to the bankers for that service!
Dr. FisnrRR. Yes, c e r t a in ly .
One great object, and I think it is the principal object of galvan
izing this 1 0 0 percent, and not allowing a constant trombone of ex
pansion and contraction, such as is permitted in this bill, is to avoid
uncontrolled inflation. It is true, as I say, that if this bill is passed
such inftation could be prevented, provided the resistance to it is
not too great and there is not too much dissension within the Board.
But as things are at present; that is, if this bill does not pass in any
form, you are under constant danger of tremendous, uncontrolled
inflation. With reserves now at 10 0 percent, counting in bonds, as
soon as the banks feel a little confidence and business is willing to
borrow, its reserves will go down, which means that credit will
go up, so that checkbook money will expand. We need a certain
amount of that, as I say, reflation; but I fear we are going to have
real inflation.
No one, I think, has written more against inRation than I have,
and it has irked me a great deal to have my name associated with
the idea of uncontrolled inflation. But I am just as much opposed
to deflation as I am to inflation. What we want is to avoid both,
to get stabilization, after we have once reached the point at which
we want to stabilize.
Mr. BROWN of Michigan. Dr. Fisher, I do not want to keep in
terrupting you, but I do not follow you in one respect. You speak
of there being sufBcient bonds now to provide a 1 0 0 -percent reserve.
Are those bonds in the hands of the bankers or do you mean all
bonds!
Dr* FiSHEH. Government bonds in the hands of the bankers, about
$1 0 ,0 0 0 ,0 0 0 ,0 0 0 of those bonds now in the hands of the bankers.
Unless we do something to galvanize this situation and to prevent
inflation, we are in constant danger of it. I have not joined those
like Professor Kemmerer and Professor Sprague, who have been con
stantly warning the country about inflation, because it did not seem
to me wise. I think the public does not understand this subject well
enough, and the effect of their statements, to the effect that we are
in danger, merely Rlls the public with fear, and that is all it does.
That fear produces deRation rather than inRation. I f the people
really understood, they would immediately want to part with their
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 5

523

money and get something for it; but instead they are hanging on to
it, hanging on to their money, because they think there is this vague
fear, and they are in debt, and they think they better keep their
money and not part with it or buy with it, or anything of the sort.
The result is that this propaganda, intended to promote the
President's very proper desire to have a moderate reflation, this
propaganda has paralyzed almost everyone with fear and produced,
apparently, undue caution in the administration itself; so that it
has been a deflationary influence, and at the same time we are ac
cumulating these surplus reserves. The reserves of the banks now,
in cash or credit, only need to be 7 percent, 10 percent, and 13 per
cent, respectively, in the three different grades of banks. So that
there are now surplus reserves, and if ever that big surplus is used
and lent out, then you will have a tremendous inflation. And the
result is that the administration is afraid now to proceed with the
reflation for fear that it will turn into inflation and become un
controlled* That is the fear which is gripping the banks and those
who understand* the present situation, and the longer we stay where
we are or suffer deflation the greater the danger ultimately of inRation. I f I may use a simile, it is as though stabilization is repre
sented by running your automobile on the road, while on one side
is the inflation ditch and the other side is the deflation ditch. We
have gone off the road into the deflation ditch, and we are trying to
get back onto the road. We turn the wheel and finally we get it
going, and instead of getting onto the road and staying there, wc
cross over the road and into the other ditch. That is where the
present danger is. That danger will exist as long as you have got
this situation, with a movable reserve, unless it is moved with the
utmost wisdom. It is better to have a rigid reserve, and no reserve
can be rigid unless it is 1 0 0 percent.
Mr. FoRD. Doctor, you spoke of surplus reserve.

Dr. FiSHER. Yes, sir.
Mr. FoRD. In what sense do you mean that!
Dr. F iS H E R . Surplus reserve, reserve above the legal limit. A
typical bank needs 10 percent. I f it has 11 percent, it has 1-percent
surplus reserve. I noticed this morning when I got oft the train,
an article by Professor Kemmerer, in which he says:
I f t h e v a lu e o f g o ld r e m a in s w h e r e it w a s in F e b r u a r y 1933 a n d a p p r o x i
m a te ly w h e r e it is t o d a y in t h e fr e e -g o ld m a r k e ts o f th e U n ite d S ta tes—

meaning by " value of gold " the purchasing power over commodi
ties—
t h e c o s t o f liv in g w ill h a v e t o r is e a b o u t 50 p e r c e n t a b o v e w h a t it is to d a y ,
a n d th e s la c k r e p r e s e n te d b y th e r e d u c t io n o f th e g o ld c o n t e n t o f o u r d o lla r
h a s b ee n c o m p le te ly ta k e n u p .

Later in the same article he says:
I f th ^ v a lu e o f g o ld d e p r e c ia t e s to
w id e s c r a m b le f o r g o ld h a s s u b sid e d ,
g o ld c o n t e n t o f th e d o lla r h a s b e e n
w iH b e a b o u t 116 p e r c e n t h ig h e r th a n

its 1926 le v e l, a f t e r th e p re s e n t w o r ld 
th e n , o n c e th e s la c k r e p r e s e n te d b y th e
c o m p le te ly t a k e h 't t p , t h e c o s t o f liv in g
it is n o w .

In other words, the cost of living will be doubled.
That will be just about as b&d 9 5 the situation we have now in
the opposite direction.
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A recent article in the Harvard Review of Economic Statistics
puts the figures far higher than Professor Kemmerer.
Mr. RsiLLY. Have not the prophecies as to price relations, by de
flating the gold dollar, all been disappointing?
Dr. F isH E R . No; if you will look at some of the charts of Pro
fessor Warren, you will find that for the exportable or importable
commodities, and the commodities closely associated with them, what
they call " basic commodities ", there has been a close and immediate
relationship. Every change of the price of gold has been accom
panied by a like change, almost exactly proportional change, in these
basic commodities. But the " sticky" prices, the prices of com
modities that stick, that do not move easily, have not followed.
Personally, I would not be sorry to see the gold content reduced still
further. But there will then be this danger of inflation, even greater
than at present, and you will always have that danger of inflation
and of deflation as long as you have a loose steering gear, so to
speak; that is, a changeable reserve; that is a reserve requirement less
than 100 percent.
Mr. RsiLLY. Do you mean, domestic prices in England have not
reflected the shrinkage of the pound value?
Dr. FisEEER. The prices in England?

Mr. REILLY. The domestic prices have not reSected the shrinkage
in the pound value.
Dr. FisHER. Yes; they have reflected it, to a considerable extent.
I have one of my own articles here which will show that, and show
like statistics for all the countries with respect to the price of gold,
all the countries for which we have statistics. You will find that
the price level, even if you include other than the basic prices, will
correspond to the price level in any country compared with the price
in a gold-standard country, like Holland or France, will correspond
closely to the price of gold.
Mr. REiLLY. Doctor, is it not a fact that England is not anxious to
go back on the gold standard, because of the fact that she has an
advantage, as an export nation, because of her low domestic prices ?
Dr. F iS R E R . I do not think that the advantage in exporting from
deflation is a major consideration. I doubt if it is a major con
sideration even in England. I think I know the man who is really
doing this adjusting of the price of gold in England, and I know
that that would not be his—at least I think I know—that would
not be his idea.
There is an idea, such as you refer to. but it is a temporary one,
and it is not the important factor. The important factor is the
domestic situation. However, that would take us a little aside from
what I was aiming at here.
The point here is that, as long as you have any reserve less than
100 percent, you have a loose steering gear, and you have got the
same degree of control over your monetary machine. There are
many advantages in having a 100-percent reserve. One is that it
obliterates the distinction between the two kinds of money, the
check-book money and the pocketbook money, which we have today.
I noticed this morning that there was some confusion in the ques
tions which were asked of Mr. Hemphill. He used the word
" money " to refer to both. When you have a 100-percent reserve
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there would be no distinction, because the money which you think
you have in the bank would really be there. I do not mean that
it needs to be right on the spot. It could be in the Federal Reserve
instead of in the individual bank. It should always be available
and always exactly corresponding to your deposit. You can call it
credit, if you will, but it cannot disappear, under the 100-percent
system, and that is the important thing. Then there would be no
need to distinguish between the pocketbook money and the check
book money.
I might say that this plan of 100 percent is not a new idea. I
myself took it up quite recently, but Mr. Hemphill had it much
longer than I, and some professors at the University of Chicago had
it longer also, and looking over the literature, I And that it has been
an old idea, and npt only that, but it was the original idea of deposit
banking. It was how banking really started. Banking really started
with deposits which were real deposits, gold, and other valuables,
and they were transferred by written instruments, corresponding to
what we now call checks, and the banker was expected to keep all
the gold that was deposited. When he found it was never called
for, or almost never called for, he thought no one would be the wiser
if he should loan some of it out, and it was a breach of trust, and
that is how modern banking started.
Afterward, when they were found out, the bankers said, " What
of it, as long as you get your money back and as long as I have
protected myself by collateral, and so why should you complain ? "
The depositor, not thinking of the mechanics of the thing as to
public policy, but merely looking at it from his personal point of
view, with little understanding of the mechanics of money and
banking said, " All right, I will give you my consent."
Today, you cannot accuse the banker of any breach of trust, but
it is bad policy for the public just the same, because it makes a
constant increase and decrease in the volume of the circulating
medium.
Now, today the proposal of the 100-percent plan has astonished
a good many bankers. Some of them have tried to laugh it out of
court, or ridicule it, but those who have studied it have come to
think that that is the best thing for the banker; not only Mr. Hemp
hill, who has one of the acutest minds in banking that I know, but a
good many others.
I have a book coming out on this subject, which will be out soon,
and I think I can get some advanced copies to send members of the
committee if you will do me the honor to read it, next week, but it
will be out in the proper sense of that word " out" in 2 or 3 weeks*
The second appendix to that book, which is a very short paragraph
contains quotations of two bankers who have become quite enthusi
astic on mis subject. One is the president and the other the vice
president of the Flaza Bank of St. Louis. The president's name is
Von Windegger, and the vice president's name is Gregory. They
have written me joint letters, sometimes one signing and sometimes
the other, but always representing the opinions of both.
Mr. BROWN of Michigan. To do justice to a distinguished citizen
of my State, I might say Henry Ford had that idea 2 or 3 years ago,
when the banks were in trouble in Detroit.
127297— 35------- 34
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Dr. FiSHER. I am very much interested to know that, and I will
make a note of it.
I sent to these St. Louis bankers a number of letters and these
men have read my book and manuscript three times. I will quote,
not to tire you, just two passages from these letters:
My Rrst impressions, I think, were naturally to disagree with you on several
points, but I would like very much to have an opportunity to think about your
plan some more, and if it is not too much of an imposition I would like to
have you send me the draft of your complete manuscript.

Their Rrst reaction was unfavorable.
In a later letter:
We have, I think, both approached the problem in the past from the social
point of view rather than the economic, and our hopes for correction have
largely been in the thought that our existing system shopld be placed in the
hands of more honest administrators, and that the evils could be largely over
come with the existing machinery.

That is what this bill is trying to do.

[Continuing quotation:!

I think we had hopes that more men of Governor Strong's admitted ability
would miraculously appear as saviors of our system. Not because we were
selfish, but because we overlooked it. We did not conceive such a system as
your 100-percent system. Realizing that we lived a lie, we did not see the
obvious thing that the correcting of this lie, would at the same time, correct
most of our evils. From this you will understand that, although we were at
Rrst reluctant to admit that banks, good and bad, had deRnitely failed to con
trol their credit system, on deliberation we have Rnally agreed on practically
every major point in your system.

I could go on and quote other bankers as well. I have no doubt
the bankers, as a mass, will record themselves as opposed to this
proposal, but those who are thinking, who have thought it through,
who have studied it, who have read this book which I have written,
which gives it in more detail than anything else, have come to the
opposite conclusion.
I have taken a whole year in which to prepare this book and to
submit it to 150 different people, including a number of bankers,
in order to 8nd out whether there was something there which was
in need of change. Of course, I have modiRed it considerably as
time went on. I have found that Mr. Hemphill was the most con
structive of all the critics.
Besides introducing the 100-percent reserve, and seeing to it
that the banks were properly recompensed, as has been mentioned,
for having to sterilize their assets to a certain extent, a second
proviso is important. We should bring in all the banks into the
Federal Reserve System which have checking accounts, or, if a
bank does not want to come in as a whole, its checking department
could come in. That is, all the checking institutions in the United
States would be in one system, under the control of your central
authority, whether it is the Federal Reserve Board or what it may
be. Then you can have control of the money of the country.
I want to make a big distinction between controlling the money
of the country and controlling the banking of the country. Prop
erly speaking, banking is lending money, and it is my idea that
the more the Government keeps out of the banking business, in the
sense of the money-lending business, the better.
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I think if there is anything the Government cannot well do, it
is this business of lending money. I think that should be left
to the bankers.
But the matter of regulating the quantity of money, creating
money, and destroying money, is a governmental function and can
not be delegated to private hands. Under our Constitution, article
I, with a liberal interpretation, Congress is given the power to
regulate the value of money, and it has never properly exercised that
function. That is the reason why we have these chills and fevers
that we call the business cycles, these booms and depressions.
Our present system, as distinguished from the 100-percent money
system, may be called the " 10-percent system ", and is essentially
unstable and uncontrollable. Money comes into existence whenever
a loan is created and goes out of existence when that loan is paid.
That was mentioned this morning by one of the committee in a
question directed to Mr. Hemphill, in the thought that it was good,
that when any commodities were created they would be financed
by the man or merchant involved going to the bank, borrowing
the money to turn over those goods with, and then paying his loan
after the transaction had been completed, so that the money comes
into existence when there is need for it and goes out of existence
when there is no need for it. That is a beautiful dream, and
an irridescent dream. It has never worked that way. The
money comes into existence and stays there, to a large extent,
even when its usefulness has passed, and the money goes out of
existence when it ought to come into existence. This is not simply
because of the necessities of commerce, but it is more primarily
because of the necessities of the bank. It is the bank reserve which
makes the trouble. We have in our Federal Reserve Act the phrase
"to accommodate business."
We are supposed to regulate the rediscount rate, and since Gov
ernor Strong, we also have regulated the open-market operations
with a view to accommodating business, but the average bank makes
its average operations accommodate not business but the bank, and
it has to do so. I say this not intending to sneer; the first law of
nature is self-preservation, and every bank must observe that law
like other organism. You cannot blame the bank, and you would
blame it if it did not try to keep its own existence. But when there
is a run, when there is an incipient depression, when other banks
are liquidating, there is a pressure on all the banks and the tendency
is for all of them to liquidate in order to be safe. And for every
dollar that the public pulls out of the banks about $10 of checkbook
money is destroyed. And that explains what happened between
1929 and 1933. Checkbook money disappeared to the tune of about
$8,000,000,000 because people paid their loans at the banks and they
paid their loans at the banks not because they had finished any trans
actions, but because the banks demanded payment, and the banks
refused to renew, and the banks refused to extend new credit. Why !
Because the banks were afraid. Why were they afraid? Because
their reserves were so low.
It is a case of low reserves. Lf they had had a 100-percent reserve
there would have been no fear and no operation of this sort, but
with a 10-percent reserve it was inevitable. The result was that the
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public pulled out of the banks nearly $1,000,000,000, and destroyed,
as I said, $8,000,000,000 of checkbook money to do it, because every
dollar of actual money in the banks means the pyramiding of $10
of loans and deposits by the banks as a whole. That is the essential
thing. We have not a homogeneous relation between the pocketbook
money and the checkbook money.
When the public would draw its money from the banks, as we?
think they do, they are withdrawing other people's money, as well
as their own, and the bank has to pay the loans and reduce its check
book money and at once that increases the money in circulation.
Some people, not realizing that checkbook money is the most im
portant money in this country, pointed to the fact that instead of
four billions, we had Rve billions circulating, and said " Look there.
We have got plenty of money," not realizing that eight billions had
been sacrificed to produce the one billion. The banks had destroyed
eight billions of checkbook money in order to supply the public with
one billion or less of pocketbook money.
Mr. FoRD. Doctor, might I interject a thought there ? If the banks
had been on a 100-percent reserve, with reference to deposits, demand
deposits, and this matter came about, what would have occurred ?
Dr. FisHER. What would have occurred?

Mr. FoRD. Yes, sir.
Dr. FisHER. It depends on how for back you go. In the Rrst
place, you would not have had any boom to make a banking cycle
or depression. In the second place, assuming that we had the boom,
when the time for the depression came, we would not have had the
depression, because there would not have been either the fear on the
part of the public, or the fear on the part of the banks which stimu
lated them to ask for the payment of the loans.
Mr. FoRD. Let us assume that when the thing came about, the
banks had the privilege of taking their sound assets, as distinguished
from the limited number of assets that were capable of discounting
at the banks, and if all those sound assets had been discounted, what
would have happened!
Dr. FisHER* It would not have made any difference, as long as your
cash reserve was a fraction of the outstanding deposit liabilities.
That is the vital point, and not the nature of the assets. That is
where people are making the great mistake in trying to reform the
Reserve System. They say, " The trouble is it is this kind of asset
instead of that kind of asset." That has almost nothing to do
with it.
Mr. FoRD. You mean to say, here is a bank with a deposit liability
of $500,000, and they have a 10-percent reserve-----Dr. FiSHEB. Yes.
Mr. FoRD (continuing). If, after they have paid the 10 percent on
demand deposits, they were able to go into their portfolio and take
other securities which were owned and take them to the Federal
Reserve and discount them for & period, would not they have been
able to get su&cient money to have met that demand, and, therefore,
have stopped it!

Dr. FisHER. Yes; the Federal Reserve would act as a cushion.
Mr. FoRD. Yes, sir.
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Dr. FisHER. They could get there on a 10-percent reserve, with the
action of the Federal Reserve, but in the end that means even a more
unstable condition.
Mr. FoRD. I wish you would elaborate on that point. That is what
we are trying to do here.

Dr. FisHER. Yes, sir. We have now what I called a " 10-percent
system ", but the 10-percent reserve that we now have, as Mr. Hemp
hill pointed out this morning, is not cash. It is simply a deposit
liability of the Federal Reserve. So that, for, say, $3,000,000 of
deposits subject to check, representing checkbook money, in the hands
of the public, the banks which have these checking accounts, are sup
posed to keep 10 percent reserve on the average; $300,000, then, are
supposed to be in reserve at any time, to meet that demand liability
of $3,000,000. But the banks do not keep that 10 percent reserve in
their value as money. They deposit it in the Federal Reserve, and
the Federal Reserve in turn only has to have 35 percent of the
$300,000 reserve or about $100,000 of actual cash in its vaults.
Mr. FoRD. Against that!
Dr. FisHER. Against that. So that you really have $100,000 actual
cash supporting $3,000,000 deposits circulating as cash; that is a
3%-percent system instead of a 10-percent system. And the reason
that we are having, I think, worse depressions than before the Fed
eral Reserve System was started—we nave had two bad ones, one in
1920 and this subsequent one—is because of that. I remember an
economist writing me in astonishment, " How does it happen that the
price level could ne almost cut in two between May 1920 and Decem
ber 1921?"
I think the reason is the instability, to which I am referring here.
The pulling out of a dollar of pocketbook money from the banks
means a reduction of $10 of check book money. In fact, if the
dollar i*s pulled out of the Federal Reserve, it really means a reduc
tion of $30. And it is only when you have very good management
on the part of the Federal Reserve, so that they always have a
surplus reserve of their own and managed with a great deal of dis
cretion, that you can avoid this. But when you get into diiRculties,
in either direction, with booms, as in 1920, or with depressions, such
as we have had in the last few years, then you have a thirtyfold
variation possible. Before the Federal Reserve Act was passed we
had bigger reserves, 25 percent, and so forth, and these reserves
had to be cash, to a large extent, in the hands of the individual
banks. Even when the Federal Reserve was started we had more
than the present 7,10, and 13 percent.
They were lowered, and when that lowering was proposed, Robert
Hemphill was then credit manager of the Federal Reserve Bank of
Atlanta, and he proposed, instead, they should raise them, with the
idea ultimately to make them 100 percent.
But he was almost a minority of one. Others thought, just as the
goldsmiths did, " What is the harm! I am not going to keep this
money idle."
The CHAIRMAN. Dr. Fisher, why cannot we accomplish—which
some of us have tried to do—the same safeguard against the fear of
the depositor who wants to withdraw his deposits, and the fear of
the banker who, because of the possible fear of depositors, is himself
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afraid to lend—why cannot we safeguard agaisnt those develop
ments by adequate and complete insurance of bank deposits, as some
of us have tried to do, and as we have done in part ?
Dr. FisHER. That is a substitute method for accomplishing the
purpose of safety of the individual deposit. On the other hand,
one of the advantages of the 100-percent system is that it makes
insurance unnecessary for deposits subject to check, and have your
insurance for the others if you want to.
Mr. BROWN of Michigan. It does not seem to me you have com
pleted an answer to Mr. Ford's question.
Dr. FisHER. All right. I will come back to it. But meanwhile I
am on this. The main danger, Mr. Chairman, that we want to guard
against is not the safety of a man's deposit. It is the safety of the
price level.
The CHAIRMAN. Dr. Fisher, what you really want to do is to
safeguard against the fear of the depositor?
Dr. FisHER. Not only that----The CHAIRMAN. And, in turn, safeguard against the fear of the
banker.
Dr. FisHER. Y e s.
The CHAIRMAN. Who, when fear exists, calls his loans and turns
on a squeezing process, and, therefore, of course, aRects the price
level and general business conditions?
Dr. FisHER. I would like to emphasize that the main point is not
fear at all. The main point is, we should produce stability. You
might conceivably have a system, such as ours, operated in such a
way that there would be no bank failures, no bank runs, keep in
surance and so forth, but all the time the bank is destroying and
creating money, and it is only when the two are balanced properly
that you have stability. But if they are creating more than they
are destroying, or if they are destroying more than they are creating,
you have a boom or a depression.
This morning I remember a man said to Mr. Hemphill, there are
many sound banks that maintain their stability, and he said, " Yes:
but by busting everybody else", and that is perfectly true. Of
course, he did not mean everybody, but the banks save themselves,
to a large extent, by this process—and if all the banks had saved
themselves and if there had been no runs and had been no panic,
but the bankers had merely prudently seen that there had been too
much assets, and called a halt, there would still be these chills and
fever, not as bad as we have them perhaps, but the expansion and
contraction is what we want to avoid rather than fear.
Mr. BROWN of Michigan. Let us get to the final answer of Mr.
Ford's question.
Dr. FisHER. Yes; you said I did not answer it.
Mr. BROWN of Michigan. I take it that he assumes in this bank,
having $500,000 of deposits or demand liabilities, that the bank
would have $400,000 of sound assets, say. Now, under the bill as
presented by Governor Eccles, we have this section:
Upon the endorsement o f any member bank, and subject to such regulations
as to maturities and other matters as the Federal Reserve Board may pre
scribe, any Federal Reserve Bank may discount any commercial, agricultural,
or industrial paper, and may get advances in any such member banks on its
promissory notes, secured by any sound assets of any such member bank.
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I take it that the purpose of that addition to section 13 of the
Federal Reserve Act was to enable banks in times of emergency to
borrow on this $400,000, in Mr. Ford's bank, in sound assets. Is
not that banker in a much better position than he was, under the
present law, and would not that eliminate a good deal of fear, on
the part of the banker and on the part of the depositor!
Dr. FisHER. Yes; it would go a certain distance in that direction,
to help allay the fear of the individual depositor.

Mr. BROWN of Michigan. It would give something like 75 per
cent liquidity as against 15 or 20 percent under present conditions.
Do you not think that that is a great improvement?
Mr. FisHER* Yes; I think that that is a great improvement, but
I do not think it is at all adequate to prevent booms and depressions.
I am much more interested in preventing booms and depressions
than in anything else, and you could still have what you call
" safety ", with booms and depressions.
There is no reason why we should not get rid of big booms and de
pressions completely, i^ we will avoid this partial reserve system
which is what makes the banks destroy money sometimes and create
money at other times.
Mr. BROWN of Michigan. It practically liqueRes a very large per
centage of the balance of the banks' assets !
Dr. FisH ER. Yes, sir. What you call "liquidity" merely means
safety to the individual depositor. But the liquidation anects the
volume of the circulating medium, and you must not have a liquida
tion which aRects the circulating medium. Let me put it another
Mr. BROWN of Michigan. How does it affect that! By increasing
the amount of the currency in circulation, does it not!
Dr. FisHER. Decreasing the liquidation will decrease the amount
of deposits subject to check, and decrease it very markedly. You see
what really happens today is, when a bank is started with $1,000,000
of actual cash in its vaults, you can picture it something like this:
On the 6rst day it lends out of that $1,000,000, in loans of $10,000,
$1,000, and so forth, until that million dollars is gone, and that is
covering its capital. That is all right. Those people who borrow it,
let us suppose, put it all back in the bank. Then there is $1,000,000
in the bank and $1,000,000 of deposits against it, and the de
positors really virtually own the money in the bank, instead of the
bank itself owning it, and the bank has the promissory notes of the
depositors in its place.
So that there are $2,000,000 of assets, consisting of $1,000,000 of
notes, which we can say belong to the bank, and $1,000,000 of money
which belongs to the depositors. That is all right, too. That is
100-percent reserve. But the next day the bank proceeds to lend that
$1,000,000 a second time, and at the end of the second day it has got
$3,000,000 of assets, $2,000,000 in promissory notes and $1,000,000 in
cash. As against the cash of $1,000,000, it has demand deposits. So
that it has only a 50-percent cash reserve.
TTie third day it lends out that $1,000,000 a third time, and the
" after 10 days it
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is $11,000,000 of assets, $10,000,000 in promissory notes, and $1,000,000 in cash.
Now, during that process, it has created $9,000,000 which did not
exist before, of circulating medium. There were only $1,000,000 be
fore this bank was started, and now there are $10,000,000. Then
when it reverses the thing and liquidates, it reduces that from $10,000,000 to $9,000,000, $8,000,000, and so forth, until it goes out of
existence entirely, and destroys the whole $9,000,000. The bank is
always creating money when it is lending, and destroying money
when it is getting paid. In normal times these two offset each other.
Just about as much is created as is destroyed. But there will come
times when the equality is badly broken, and when that happens
you have got either a boom or a depression.
It is all due to the fact that the bank is pyramiding. It is lend
ing its money out more than once. Some of you may have seen
in the paper recently an article by Walter Spahr, professor of bank
ing of the University of New York, in which he tried to show that
Father Coughlin, when he stated something about this pyramiding,
did not know anything about banking because the individual bank
does not pyramid this way because 80 percent of each cash deposit
goes into other banks. That is, other banks pull out 80 percent of
the cash which is deposited in an individual bank. So that, actually,
it only lends out a little more than the actual cash it receives instead
of lending 10 times that cash. That is true of the individual bank
in a country like the United States, where we have got 15,000
banks. But what should be made clear is that all of this 80 percent is
treated in the same way by the other banks as the original deposit;
so that, for the system as a whole, you do have this pyramiding. I
say this because if I do not, some of you may read that article and
say, " Fisher did not know what he was talking about."
If you had only one bank in the country, what I said about pyra
miding would be literally true. And when you have 15,000 banks,
it is still true of the entire 15,000, but not of any individual one.
The individual banker does not know what he is doing. The indi
vidual banker thinks, when he gets a cash deposit of $1,000 he can
lend out about that amount. However, other banks do----Mr. BROWN of Michigan (interposing). In each instance, Doctor,
of the additional successive loan the bank has received, if it is a
sound banking institution properly run and conducted, it has re
ceived either security for the additional $1,000,000, or it has received
a statement which shows that the borrower is in sound condition.
Dr. FiBHER. Yes; but it is not a matter of individual soundness
that I am talking about. That is a part of the picture, when you
get into a very acute situation.
Mr. BROWN of Michigan. What I am saying refers back to the
law of supply and demand, which a great many people seem to want
to repeal; why we have a situation there, where the needs of the
borrowers from that bank are met by what amounts to suiEcient or
adequate security for those loans, and the current needs of that par
ticular community are met in just the way you have outlined, al
though I think your case is somewhat extreme.
Dr. FisHEB. So far as security and safety are concerned, you are
quite right. All of the arguments I have given against the present
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system can be fairly well met by such methods as you have sug
gested, so far as giving security or safety to the individual is con
cerned, but you will still have this problem of fluctuating deposits
all the time.
Mr. BnowN of Michigan. I am talking about the same thing you
are. I am referring back as to how the bank can meet the demands
of this depositor when that demand comes. And I say it could meet
it by turning over to the Federal Reserve banks, assuming, of course,
that there is security rather than statements of the bank of these
loans, by turning over to the Federal Reserve banks the securities
it has back of its deposits, and getting from the Federal Reserve
banks, under this additional section 13 which Governor Eccles pro
poses, additional funds to meet the demand of depositors.
Dr. FiSHER. That would help, and it would cushion it, as I cay,
but the time would sometime come when the Federal Reserve itself,
would need cash; that is, its cash reserve was so near the limit that
they would not extend the credit, which you would like to have them
extend.
Mr. BROWN of Michigan. The time has come, then, in our little busi
ness venture when inflation to too great a degree has taken place,
inflation of credit money!
Dr. FiSHER. Yes. That is what I am talking about.
Mr. BROWN of Michigan. It has gone probably too far. I think
perhaps it is healthy that it-, then, should be stopped.
Dr. FiSHER. Yes; but it is far easier to stop it if you do not have
your expansion and contraction of reserve. This is the same prin
ciple to which I just referred, where the individual bank creates
$10,000,000 of circulating medium where $1,000,000 existed before.
Mr. BnowN of Michigan. I won't interrupt you further.
Dr. FiSHER. The same thing applies to the Federal Reserve, which
creates $3 where $1 existed before, and they can contract and expand
in the same way.
Mr. FoRD. One other question I would like to ask. You say a
100-percent reserve. We will take this same bank with $500,000 de
mand deposits. In order to meet your plan that bank would have to
have, we will say, in Government bonds $500,000 to match that.
Would not that require that a bank would have to take certain steps!
How would you get that? By additional capital and surplus, or how
would they have that money to put up!
Dr. FiSHER. You would get it from the Government through the
Federal monetary authority or the Federal Reserve Board, or what
ever is your apparatus which you put in this bill, buying the bonds,
United States bonds, of the banks with cash or credit.
Mr. FoRD. But every dollar of deposits which the bank takes it has
to have another dollar which is commensurate?
Dr. FiSHER. Yes, sir; that is true. I was proposing, with Mr.
Hemphill, to make the transition easier, to let the Government bonds
stay, as is, in the bank, making part of your reserve, but ultimately
as maturities are reached they would be replaced by actual cash, while*
what we call " credit" of the Government, or the Federal Reserve
bank, so that you would have a 100-percent reserve then of actual
cash.
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Mr. FoRD. Then if I organize a bank and I am planning on building
up my deposits to $500,000, as fast as those deposits come in I have got
to put up in a reserve, dollar for dollar with it!
Dr. FisHER. Yes.

Mr. Fonn. That is, of my demand deposits!
Dr. FisHER. Yes.
Mr. FoRD. Bonds.
Dr. FisHER. Yes. Of course, as has been pointed out, the bank

would lose, or would have a dead asset, as they call it, this money not
earning interest, in place of an earning asset, and that would have to
be provided for to see that they were not made worse off in respect of
profits by this substitution. That can be done and that can all be
provided for in any of several different ways.
Mr. FoRD. The Government bonds would give a little.
Dr. FisHER. Yes; as long as they were there, but ultimately they
would be replaced by actual cash, in which case the banks would lose
about $300,000,000 a year of interest on bonds, which they would have
to make up in other ways. That is a detail which I will go into now,
if you like.

The CHAIRMAN, Presumably the Government will pay off its bonds
sometime.
Dr. FisHER. Yes.

Mr. HANCOCK. Doctor, on that point, how long have you been criti
cizing the fractional reserve system ?
Dr. FisHER. Only about a year. I was stimulated to it partly by
Mr. Goldsborough asking me if it was not possible to get up a system
by which the money of this country could be created and controlled
without somebody having to go into debt to create it. And then I
discovered that a memorandum on the subject had been prepared at
the University of Chicago by a half dozen economists there, and,
putting my own thoughts and theirs together, I became aware of the
fact that the original system of banking used by the Bank of Amster
dam 300 years ago is the only real sound system of banking.
Mr. HANCOCK. Doctor, do I understand that you thought that the
system in 1929 or the spring of 1929 was unsound!
Dr. FisHER. T o a certain extent; y es.
Mr. HANCOCK. Did you not make a statement back in ^ 9 , when we
were at the peak of credit expansion, that there was nothing dan
gerous or unsound about it ?
Dr. FisHER. No; I think I was the first one, probably, to predict
that we were going to have a recession. That was in the first week
of September 1929. And I said, and in that respect I was wrong,
that I thought it would be a mild recession. I thought it was only
going to be m the stock market. The reason, or a reason why, it was
much more severe and continued into the commodity market was
that Governor Strong had died and his policies died with him, as
I had told him I feared they would. When I said that to him, he
said, " No; they won't because there are men, especially in my bank,
*who will continue it."
His successor did endeavor to do so, but without the degree of
success of Governor Strong. I have always believed, if he had lived,
we would have had a different situation.
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Mr. HANCOCK. I was under the impression that certain adminis
tration leaders at that time used your prophecy to allay fear and
unrest in the minds of the public.
Dr. FisHER. Yes; I believe, as I have stated earlier today, that
the most of the depression could have been prevented if the right
policy had been pursued at that time.
Mr. HnowN of Michigan. Dr. Fisher, there are several New York
and Chicago bankers who, in the spring of 1929, advised the slowing
up in speculation and the raising of the rediscount rate.
Dr. FisHER. Yes; they were right, and the Federal Reserve Board
would not do it.
Mr. BROWN of Michigan. Others had the same thought earlier.
Dr. FisHER. The Federal Reserve Board would not allow them to
do it. It is also true, I think, that Governor Strong's death w a s
hastened; he was ill at the time at Atlantic City—realizing his poll*
cies were not being pursued. He paced the Boor, wishing that he had
control again.
Mr. HANCOCK. You did not warn about it, Doctor, until after it
was here!
Dr. FisHER. That is nearly true. I did not think there was much
danger. I merely said there would be a recession in the stock
market.

Mr. BROWN of Michigan. To be fair to Dr. Fisher, the stockmarket recession did not occur until after September.
Dr. FisHER. That was the worst.

Mr. HANCOCK. It began in September, and we had a very notice
able decline in September.
Pr. FisHER. Yes.
The CHAIRMAN. Doctor, Governor Strong, to whom you referred,
of course, was the governor of the New York Federal Reserve Bank!
Dr. FisHER. Yes.

The CHAIRMAN. One of the 12 regional reserve banks!
Dr. FisHER. Yes.
The CHAIRMAN. And his operations were conducted entirely by
him and independently!
Dr. FisHER. Not exactly. He formed what he called an "openmarket committee ", consisting of himself and the governors of the
Federal Reserve Banks of Boston, Philadelphia, Chicago, and Cleve
land.
The CHAIRMAN. But, as a matter of fact, that was really Governor
Strong, and it died when he died, as you said*
Dr. FisHER. Yes.
The CHAIRMAN. With some method of concentrating the authority
for such action as he took, and controlling it. it would be possible to
have a repetition of that control by one bank, and it might be
employed m either direction?
Dr. FisHER. Yes.
Mr. HANCOCK. Doctor, I did not mean to be criticizing you at all,
but I just wanted to get the facts about it so that I might be able
to *
basted about what I said or failed to say, and, to a certain extent,
doubtless deserved it, though I could make many excuses.
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Mr. CRoss. Let me ask you about something which I think is prac
tical, and which we want to get at. I am one o f those who are con^
vinced that we ought to put a goal for the Federal Reserve Board
to go to and hold everybody to that price level and stay there. Now,
what are your views about that!
Dr. FisHER. I think the price level of 1926 is as good as you can
get, if you are going to go on the basis of the price level.
Mr. CRoss. All right. Now, assume that we do that. The testis

mony here by Governor Eccles and apparently by the testimony of
Governor Strong and Dr. Miller and others who have testified in
years gone is that they have no question but what they can pull
inflation down, but they are lost when it goes to lifting a depression
up. How can we get to that price level under this bill!
Dr. FisHER. You can make absolutely sure of it if you introduce
the 100-percent reserve.
If you do not introduce the 100-percent reserve, you have got now
a great deal of slack between your 10-percent reserve and your excess
reserve, which slack makes the danger. It paralyzes us with fear
and we do not dare increase it for fear of the still greater danger of
inflation that increase would cause.
Mr. CRoss. Doctor, is it not then a fact that your suggestion would
tend to do away with the banks manufacturing " moonshine " money
or " phantom " money!
Dr. FisHER. Yes.
Mr. CRoss. What would be the effect of this kind of a situation:
Suppose we had an agency, whether you call it a monetary authority,
Federal Reserve System, or what not, that had nothing to do with
banking, but whose business it was to issue money and to seek a price
level, the banks go ahead and do their own banking and run theii
own affairs, but the business of this body or agency is to see that
monty is put out. The question, of course, is, How can you get it in
circulation ? But if you would pay all your civil-service employees.
Army and Navy pay, offer your bonds as they fall due, necessarily
call in bonds until the purchasing power of the dollar diminishes or
the price level rises until you get to 1926, could such a body function
and could such a body accomplish that purpose in that way %
Dr. FisHER. Without the shadow of a doubt.
Mr. CRoss. Why should the body whose duty it is to the people of
these United States to supply them with an adequate means of ex
change, why should they be tied up to some banking outfit? Why
should not they be independent of that and let the banking system hie
a different propostion, and this body or agency see that the country
was furnished with an adequate means of exchange and the price
level is kept or the purchasing power of the dollar kept stable?
Dr. FisHER. That is exactly tne object of the proposal that I am
advocating and that Mr. Hemphill advocated this morning. That
exactly expresses it. The monetary authority would issue money or
credit—it does not need to be printed—in exchange for Government
bonds, and it could reverse that process and get back money by reis
suing bonds, so that it would have, through the open-market opera
tions, a two-way arrangement. It can expand or contract.
I would like to say, in reference to those ideas which you quoted
from earlier testimony of Governor Strong and others, that I would
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like to point out what Sweden has done. Sweden has, beginning
with September 1931, actually accomplished what we stabilizers have
been talking about for 20 years. She has done it partly because she
has a uniRed banking system. She has kept the price level the same
as it was in 1931, when she started, within 1% percent at the utmost.
It has been once 1% percent above that price level and once
1% percent below. Ordinarily it did not reach 1 percent above or
below. It has kept thus near the mark for 3% years, week after
week, without a single miss.
I get the reports every week from Governor Rooth, of the Riksbank, who is doing this thing. This bill which you are presenting
ought to be able to bring about in the American case what Governor
Rooth is doing in Sweden in the Swedish case.
I have here the information on the Rgures beginning with August
4 last. I have them at home all the way back to September 1931.
Mr. HANCOCK. Professor, at that point, do they require in Sweden
a 100-percent reserve?
Dr. F isH E R . N o ; y o u c o u l d d o t h is , i f y o u h a v e a s u lR c ie n t ly u n iR e d
b a n k in g sy ste m , a n d s u cce e d w ith o u t th e 100 p e r ce n t.

Mr. HANCOCK. May I ask on that point, to get my own mind clear:
How much money would be available today if we required 100percent reserve?
Dr. FisHER. I do not believe I understand your question. How
much available? The Government would issue money.
Mr. HANCOCK. It is a complicated subject to me, but I am wonder
ing if you require 100-percent reserves, how much money it would
take ?
D r . FisHER. H o w m u ch m on e y w o u ld be req u ire d ?

Mr. HANCOCK. How much money would be required.
Dr. FisHER. Yes. I think Mr. Hemphill is right. We ought to
have something like $250 per capita, counting check book money.
He did not mean that that should be all the money that people
would be carrying now in their pockets. It would be check-book
money and pocketbook money, but the check-book money would
have a 100-percent reserve behind it.

Mr. HANCOCK. What would that amount to, about thirty billions?
Dr. FisHER. About forty billions, I think.
NoWy may I read the Rgures? They are rather monotonous but
beginning with the week ending August 4, the price level according
to the omcial index number which Sweden has adopted, which is
an index-price retail, cost of living, and not wholesale price-----Mr. CRoss. How did they arrive at that! What did they use in
getting the price level, the index!
Dr. FisHER. Prices of food and clothing and rent, and other
things that they have sulBcient records of.
Mr. HANCOCK. Wholesale or retail!
Dr. FiSHBR. Retail cost of living.

Beginning with the week ending August 4, the index number was
99.4 that week, that is, six-tenths of 1 percent below the established
normal, or a little over one-half percent. The next week, ending
August 11, 1934, it was 99.4 also. Next it was 99.4, next 99.6, next
99.6, 99.4, 99.2, 99.1, 99.0; it wag then 1 percent away. That is a
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maximum in the whole list of what the figures happen to be
before me.

No; I beg your pardon. It got down to 98.9, 1.1 percent. In two
cases the deviation from par exceeded 1 percent. Then it was 99.2,
99.4, 99.5, 99.6, 99.6, 99.6, 99.6, 99.6, 99.8, 99.8, 99.9, 99.9, 99.9, 100.0,
100.0, 100.1, 100.1, 100.0, 100.0, 100.0. The last Rgure I have here
is for the week ending March 2.
The CHAIRMAN. For how long a period do these figures apply!
Dr. FisHER. These go back to August 4, 1934.
The CHAIRMAN. How long have they had this in effect!
Dr. FisHER. Since September 1931, 3% years. That is about 150
weeks. It is like a man shooting at a target and hitting the bullseye
150 times in succession, without a miss.
Mr. WiLMAMS. What is the condition of their employment over
there!
Dr. FisHER. It has improved.
Mr. WiLLiAMS. Has it varied in any respect with respect to the
problem of unemployment, or remained on an ordinary level!

Dr. FisH E R . No; in September 1931 the whole world was going
down hill, you will remember, and Sweden went down hill and con
tinued to go slightly down hill for a year or more after that, but not
as fast as the rest or the world. According to the data of the League
of Nations, they have recovered faster than any other country in
Europe. At first the trouble was because of their foreign trade
being so important, the prices at wholesale of foreign goods went up
and the prices of domestic goods went down, which, of course, was a
discouraging thing to the home producer. There were many who
were trying to criticize the stabilization idea, who rushed into print,
among them Rufus Tucker, of New York, to prove that the Swedish
system was a failure, but scarcely had the words got out of their
mouths when that situation began to rectify itself.
If you look at the charts which I have here in my book on Stable
Money, on pages 326 and 327, and contrast Sweden with the United
States during that period, you will see that even the wholesale price
level in Sweden was what we would call stable in this country. We
have scarcely ever had as great stability as that, even in the early
period. It is almost a miracle that Sweden, in spite of the fact that
a large part of her trade is foreign trade, and while they had the
Kreuger trouble in Sweden, which affected almost every business
man in Sweden, nevertheless, succeeded in getting what they were
aiming at. The lesson is twofold. You are interested to know
whether Sweden was helped. It was helped greatly. That is true,
and that is the important thing, but the most conclusive lesson from
this is that a nation can stabilize.
Governor Strong and others, as you were saying, said we could
not do it, but Sweden is doing it.
Mr. WoLcoTT. You stabilized prices, but did you stabilize em
ployment!
Dr. FiBHER. They are getting out faster than any other country.
Mr. WoLCorr. But that does not carry them out o f the depression.
Dr. FisHER. Not entirely.

Mr. WnjjAMS. That is the question I was driving at. Were they
able to stabilize employment!
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Dr. FiSHER. Sweden made this mistake:
Sweden did not have the other part of the twofold program of
President Roosevelt. You should have not only stabilization of
prices, but Srst of all, reflation. There should be a corrective up
turn. Sweden learned it afterward. They did not try to reflate,
because they had the same fear against inflation that we have had,
only worse. Europe had had such a terrible result from the infla
tion of the war, that they were afraid of what they called " infla
tion ", and they would not permit any reflation. In order to prevent
that, they put up the Riksbank rate to 8 percent, by successive
jumps, to prevent the rise in the price level which they were afraid
of when they were on gold in September 1931. If they had per
mitted, as they should have, a reflation—enough to carry them back
to the price level of 1926—instead of galvanizing the price level of
1931, which was abnormally low, they would have gotten out of the
depression in a few weeks instead of having to wait a year or more.
Mr. WiLUAMS. Of course, the stabilizing of the price level is not
the only objective. There are other things in it.
Dr. F iS H E E . Yes; but, as Mr. Hemphill said, that is the big
problem.
Mr. W iL M A M s . We have here before us in this hearing, that while
England finally stabilized the price level during the period 1929 to
1934, that there has been great variation in the unemployment situa
tion, and the conclusion was reached that there was very little rela
tion between the two.
Dr. FisHER. There is a very strong relation between the two.

In this article which I hand you, and which you can hand back,
it is covered. I have another copy here. I would like to show you
another chart which shows how employment is related to changes
in the price level. This chart was made for the United States.
There is the employment in the United States, and here is the effect
of changes and the price level [indicating on chart], so that if
there had been no other influence, employment would have been,
right there, on the theory that a rising price level increases em
ployment, and a falling price level decreases employment. You see,
the two curves correspond fairly well, those ifor this period and
those for that period [indicating].
Mr. WiLLiAMS. For what period ?
Dr. FisHER. That is from 1919 to 1933, the last one, and this is
1903 to 1918.
Mr. WiLUAMS. You say during the period from 1903 to 1918,
and from 1919 to 1933!
Dr. FisHER. It is the same thing continued.
Mr. WiLMAMS. There is a very close relation between the price
level and employment?
Dr. FisHER. That is between changes in the price level, with a
lag. There is quite a lot of mathematics in that, which you probably
do not w&Ht me to go into, but whenever there is inflation, it stimu
lates employment, and whenever there is deflation it causes a re
duction m employment, because it cute down profit, and when you
cut down proRts people close up shop.
Mr. WiLLiAMS. I was wondering what is your explanation of the
chart which we have here, and I do not know whether you saw it,
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but it was presented by Dr. Goldenweiser and Governor Eccles,
about the English situation from 1929 to 1934, and it made a rather
strong impression on me, I say, because it showed or seemed to show
that there was very little relation between the price level and the
question of unemployment.
Dr. FiSHER. The relation does not show very clearly, unless you
provide for a lag and a distributed lag. That is, the effect of an
increase in the price level upon one amount or another does not occur
until later, and the effect does not come all at once. It does not all
come 6 months from now, but part of it begins in 1 month, a some
what larger part in 2 months, and so on, and you have got to make
an elaborate calculation.
Mr. WiLLiAMS. The period which they presented, as I recall it,
in round numbers, covered a period of 6 years, covering unemploy
ment from 2,000,000 to 2,900,000, while the price level ranged only
from 66 to 72. For that reason it seemed to show that there was not
any relation between the two.
Dr. FiSH ER . There is no question that there is a relation, both in
England and the United States. This is the relation as far as busi
ness is concerned [indicating on chart]. You will notice " T " rep
resenting the volume of trade, and that 6gure representing the
changes in the effect of the price level corresponds even better than
the employment curve.
Mr. WiLLiAMS. What are you talking about, Doctor; is that ours?

Dr. FiSHER. Yes; the United States. Between 1919 up through
1933, into the beginning of 1934, when this was done, you will find
a strong relationship between the anticipated effect, with a distrib
uted lag of the changes in the price level, calculated by the methods
that I said would require a good deal of mathematics, and compared
with the volume of trade. You will find that they correspond very
well.
Here is the corresponding thing for England, and there is a fairly
good correspondence, there, although the statistics are not so signifi
cant. I have no corresponding figures for employment.
Mr. CRoss. Doctor, I did not quite get through. In the beginning,
in the fight for a stabilized dollar, tne Federal Reserve Board and
the members were practically all against that theory, were they not!
Dr. FiSHER. Yes.
Mr. CRoss. After that they began gradually to come in that di
rection ?
Dr.

FiSHER.

Yes.

Mr. CRoss. Now, Dr. Sprague, for instance, testifying in 1928 said:
I see an advantage from the passage o f the bill—

I believe that was the Strong bill—
and I heartily agree with yon, that the diiBcuMies in the Federal Reserve Sys
tem are not so much in past errors of judgment that they have made, but,
rather, in the hasty manner in which at times policies have been decided upon
and then executed. I have reached the conclusion that a stabilization amend
ment might prove serviceable.

Originally he fought those ideas. Dr. Miller, testifying----Mr. BROWN of Michigan. Have you stated whose book you are
reading from!
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Mr. CROSS. This happens to be Dr. Fisher's book, but these are
the quotations from the testimony of these hearings. Besides, I
would just as soon take his testimony.
Mr. WoLcoTT. Do you recall Professor Sprague's testimony in
that respect last year?
Mr. CRoss. Last year! We had him here with reference to going
off the gold standard and deBation, but I don't know whether we
had him on the stabilization problem or not. He surprised me very
much, saying in that hearing, that he thought the only thing for
us to do was to get o3 the g(3d standard, and then he issued a very
strong statement the other way^ when he left the Treasury Depart
ment. Thereupon, I lost any faith in Dr. Sprague.
Mr. WOLCOTT. My surprise is that you are quoting from Professor
Sprague as to his views, because I thought you did not place much
reliance on what Mr. Sprague said.
Mr. CROSS. No; I did not, and I do not now.
Dr. Miller, testifying in 1930, said:
It is my opinion, expressed several times in discussions at Federal Reserve
meetings in the open months o f 1929 that the Federal Reserve System was
drifting, that it was in the midst of a perilous situation without a goal.

They had no goal to go to, they were floundering. That is one of
the reasons I am convinced we should have in this bill, something
for them to go to and stay to.
To the same effect, Mr. Russell LeiEngwell, connected with the
Treasury for awhile under President Wilson, said:
The system has been unable to evolve properly and persist in an effective
policy to counteract the deflation of the last 3 years. A deflationary policy
has found only hesitant and tardy and intermittent expression and action. In
the matter o f monetary matters, the control o f inRation and deflation, a step
in time is worth nine.

All of which shows the necessity for having a goal for whatever
agency is set up to go to and work to. To jump one way a while
and jump the other is not satisfactory. They go out here and buy
bonds and sell bonds, and when Governor Harrison came down here
and saw the situation and wanted the Board to raise the rediscount
rates, you will remember they would not do it. Finally they did
do it but it was too late. As a result, the storm was coming, and
they were too late. They would not let him do it.
I think we should put up our goal to go to.
Mr. SPENCE; Dr. Fisher, as a practical matter, how would you re
gard that policy in the law! Would you state the deSnite objec
tives to be obtained and the means by which they should be obtained!
Dr. FipHER. Yes, sir.
Mr. SpENCE. Have you formulated any idea as to how it should
be worked!
Dr. FisHER. I would not assume to be a bill drafter, but I have
made a memorandum several times, including one in this forthcom
ing book, on the 100-percent plan, and chapter I I is entirely on that
subject.

Mr. SpENOE. Is there any way that it could be made which would
do away with the whole equasion!
Dr. FisHER. Yes; you could do away with the whole management
of currency if you are willing to accept a less degree of stabilization
127297— 38------ 35
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than Sweden has achieved. All you would need to do would be to
decree that We should increase our per capital circulation until it
reached $250, or whatever you decided on, and then keep it there.
That is really what was proposed by these—or substantially what
was proposed by these economists at Chicago. Personally, I would
prefer to have some discretion enter in order to get a higher degree
of stabilization. This is like running your automobile with a robot
instead of with a chauffeur. I would rather have a chauffeur and
give him a little discretion, although he would be told where he is
to go.
May I continue, Mr. Chairman ?
The CHAIRMAN. Yes; you may proceed.
Dr. FisHER. I have not finished my statement.

I did want to quote from Mr. Gregory, of this bank in St. Louis
to which I referred, who has written an article on this 100-percent
plan in the Mid-Continent Banker, " Pay your debt, Mr. Banker ",
by which he means that the bankers ought to do some thinking on
this subject, and to contribute to it—have their profession contribute
to its solution; and he has tried to do it for them. This is the last
sentence:
I f we cannot develop an enlightened opinion among ourselves—

Meaning bankers—
that will assist the rest of the business world to a better solution to our
problem, then may the red and black devils o f alternating inflation and liquida
tion toss us quickly into the consuming Rres of Government ownership.

I believe that the 100-percent plan, or decreeing that plan, will
produce stable money—and that is the quickest and best way—I be
lieve that is necessary if we are to prevent socialism, to Russianize
this country, maintaining our American system of individualism and
individual initiative.
This 100-percent plan is the only plan that would absolutely sepa
rate the control of money from banking. There would then be no
need to have many, if any, banking laws. Presently you could re
peal almost all the banking regulations if you would extricate from
the bankers these deposits subject to check, which are a form of
money which the bank issues, contrary to the Constitution of the
United States—and destroys from time to time—thereby creating
booms and depressions.
Mr. WiLLiAMs. Here is a question I would like to ask you, Doctor.
You have gone over several times about the 100-percent reserve.
Dr. FisHER. Yes, sir.
Mr. WiLLiAMs. Do I understand you to mean that for every de
posit account subject to check, for every dollar, that you must have
100 cents in money, cash, currency?

Dr. FisHER. Yes; in effect. Federal Reserve or Government credit
which can be turned into money, by having the money printed as
needed. As a matter of fact, you would not need as much actual
money as you do now. As long as all the money was in the bank or
could be made to order few would ever ask for it.
Mr. WiLUAMa. That would mean Government bonds could be
turned into money.
Dr. FisHER. No; I did not mean that I meant money in existence
or which could be brought into existence. Government bonds could
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temporarily be a part of the reserve. I proposed that simply in
order to make the transition easy.
Mr. W iL L iA M S . As a m a t t e r o f f a c t , h o w m u c h m o n e y in a c t u a l
c u r r e n c y d o y o u t h i n k i t w o u l d r e q u ir e t o <5arry t h a t o n ?
Dr. F :s n E B . There would liot be any distinction then between

the
money in the bank and the money in your pocket, except as the
individual wanted to change its location from bank to pocket or
from pocket to bank; but he would want to keep on deposit just
about nine-tenths of his money, as now; that is, out of the $250 he
would probably deposit $220.
Mr. WiLLiAMS. And that would take about $40,000,000,000?
Dr. FisHER. Counting the deposit money, about $35,000,000,000^
Mr. WiLLiAMS. Then in order to place this country on a sound,
stable basis, from a monetary standpoint, we should have actually
in existence about that much in currency!
Dr. F isH E R . In currency! N o . It would mostly be on deposit.
It would not be currency m the pocket. It would be the equivalent
o f currency in t h e b a n lc s ; y e s .
Mr. W iL L iA M S . What is the difference between that and what we
have now? W e have deposit credit now.
Dr. FisHER. Yes; but the banks can control the amount of it.
We want to take that control from the banks, because the banks
do not now control it in any central way. If they are going to
control it, then you ought to have a committee o:f the American
Bankers' Association, or someone, do it. But if you are going to
let 15,000 banks independently function, some creating and some
destroying, sometimes engaged in creation or sometimes in destruc
tion, you are going to have booms and depressions.
Mr* BRowN of Michigan. They cannot create it, Doctor, unless
somebody comes into their bank and becomes indebted to the bank,
can they! They can only create it on a demand for the money.
Dr. FisHER. They can create it on their own initiative, to a large
extent, and they can destroy it on their own initiative still more.
Mr. BROWN of Michigan. Not unless someone wants to borrow
money from the bank.
Dr. FisHER. Take it the other way: The destruction consists
merely in saying you must pay.
Mr. WiLLiAMS. I am not able to see the difference, as Mr. Brown
says. As I see it, when a man comes in and asks for credit at a
bank he wants to borrow money.
Dr. F isH E R . Y es^
M r . W iL L iA M S . A.nd y o u p l a c e t o h is c r e d i t s o m u c h m o n e y ,
w h e th e r y o u h a n d h im o u t th e ca sh a n d h e h a n d s it b a c k t o y o u .

Dr. FisHER. I f a man comes to me and asks for money, I do not
create it. The banks should be the same way.
M r . W iLLiAM S. In other words, you would have to have as muclt
currency as you have credit?
Dr. FisHER. A banker could lend under the 100-percent system
his capital.
Mr. WiLLiAMS. Yes, sir; his capital*
Dr. FisHER. His capital could be lent. Hie could lend whatever
is deposited with him, for that purpose, in the savings account,
which we call "deposit" but which it really investment; he could

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

544

BANKING ACT OF 1 9 3 5

relend what was left to him from previous loans. There would be
these three sources for the loan of funds. It would amount to this:
The loans would be made out of savings, where they should be made,
and not out of thin air. A banker ought not to be aUowed to manu
facture the money that he loans any more than individuals should.
Mr. W iL L iA M S . You would not coniine those loans to any particu
lar feature out of savings accounts? You would not differentiate
between investments and ordinary commercial banking!
Dr. F isH E R . I make a very big distinction between deposit bank
ing—I mean check banking—and time or savings banking. Savings
banking is mere money lending without any money creation; but
commercial banking is both money lending and money creation.
Mr. W iL L iA M S. In l e n d i n g t h e s a v in g s a c c o u n t o r t h e t i m e d e p o s i t ,
t h e b a n k e r s c a n le n d o u t o f t h a t , y o u s a y !

Dr. FisHER. Yes, sir.
M r . W iL L iA M S .

That

is

legitimate!

Dr. FisHER. Yes, sir.

Mr. W iL L iA M S . On w h a t k i n d o f l o a n s ! Any k i n d !
Dr. F isH E R . That is a matter for banking practice.
Mr. W iL L iA M S . What is your theory in making a difference in
the character of a loan which he could make on that!
Dr. FisHER. My theory has nothing to do with it.

Mr. W iL L iA M S . I am asking your view of that.
Dr. F isH E R . I am not a banking expert.
Mr. W iL L iA M S . You d o n o t k n o w a n y d i s t i n c t i o n ,

t h e n , b e tw e e n
t h e c h a r a c t e r o f t h e lo a n s w h i c h h e m i g h t m a k e o r o u g h t t o m a k e !

Dr. FisHER. I think it could largely be left to the bankers.
banker knows more about it than the Government.

The

Mr. W iL L iA M S . That is what I am saying. There ought to be no
distinction made as to the kind of loans he would make out of the
savings deposits!
Dr. FisHER. I do not know. I do not know enough about money
lending, which is real banking, to have much of an opinion, except
this: I am satisfied that if you once had money disentangled from
banking, and let the Government stabilize the money, and they
had a dollar which was stabilized in purchasing power, you could
let the banker have much more freedom than he has now.
The only thing that I want to take away from the bankers, the
only thing I am trying to take away from the bankers, is their
power to create money and their power to destroy money. Let
them handle money, that somebody gives him to lend, but do not
let him create money.
Mr. W iL L iA M S . I a m v e i y m u c h in t e r e s t e d on t h a t s u b j e c t of
p r ic e s .
I d o n o t se e a n y d if f e r e n c e b e t w e e n t h a t a n d t h e s y s t e m w e
have now .

Dr. FisHER. Now he lends the reserve 10 times over. You cannot
lend me $100, if you have only got $10 to lend me.
Mr.
you!
Dr.

W iL L iA M S .

You would not carry the loans 10 times, would

F isH E R . No; t h e e x i s t i n g lo a n s c a n b e t a k e n c a r e of s i m p l y
b y b i r y i n g t h e b o n d s t h a t a r e n o w o u t s t a n d i n g b e h i n d t h o s e lo a n s ,
t h e United States p a y i n g f o r t h o s e in n o n in t e r e s t b e a r i n g m o n e y
o r c r e d it .
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Mr. WiLLiAMS. And the money going into the bank!
D r . FisHER. Y es.

Mr. WiLLiAMS. Then I come back to the question: Then you
would have in the banks of the country, in the vaults of the banksy
all your currency handed out back and forth in the transaction o f
business.
Dr. FisHER. It would be available; yes. It would not need to be
printed, far it would not be used as much as it is now. Anybody
knowing that he could get 100 cents on the dollar, no matter if every
other depositor demands his, at the same time would not demand
much, if any.
Mr. BROWN of Michigan. Of course, under the Steagall amendment
to the Banking Act of 1933, the right to issue that money on assets
of the bank, both Federal Reserve and non-Federal Reserve banks,
exists.
Dr. FisHER. That is a step in the same direction. Federal Reserve
bank notes, you mean; is that right ?

Mr. BROWN of Michigan. Yes, sir.
Mr. WOLCOTT. Dr. Fisher, as I understood Mr. Hemphill this morn
ing, he advocated the repeal of the Federal Reserve Banking Act and
National Banking Act, and turn the banks back to State supervision,
if I understood him correctly. How would the Federal Government,
if that was done, control the situation and require the banks of the
country to maintain this3
Dr. FisHER. He did not mean that you would turn back to the
States the control of deposits subject to check. That would be taken
care of, because that is money. The control of deposits subject ta
check should go with the Federal Government.
M r . W o L c o T T . I w i l l a d m it , P r o f e s s o r , t h a t I m a y b e d e n s e , b u t I
d o n o t u n d e r s t a n d y o u r 1 0 0 -p e r c e n t r e s e r v e p r o p o s i t i o n .
D r . F isH E R . I h a v e n o t t r i e d t o g o i n t o i t i n d e t a i l , b e c a u s e I
th o u g h t th e re w ere s o m a n y o th e r th in g s w h ic h I w a n te d to sa y , a n d
I h a v e s a id a ll t h is in t h e b o o k t o w h i c h I r e f e r r e d , a n d w h i c h I am
g o in g to send y o u n ex t w eek.

Mr. WoLcoTT. I would be very much interested in it.
Dr. FisHER. It is really the simplest thing in the world. All we
need to do is to have the monetary authority buy the bonds, or, if you
want absolute money in the banks, to buy the bonds that are held by
the banks, to a suiRcient extent to provide them with a 100-percent
reserve behind the checking accounts only, and require them to hold
that. I mean always maintain 100 percent; never to lend any of that
out, as the old goldsmiths did, when they betrayed their trust. We
go back to the old goldsmith idea; that this is an actual deposit.

Mr. Woixxyrr. If I understand that correctly at this point, I under
stand you mean that in the old days the goldsmiths had an ounce of
gold in thir safes for every receipt which they gave for the receipt
of gold; so the banks should have cash and capital bonds in their
vaults for every dollar of deposit?
Dr. FisHER. Yes; where it is a checking account.
Mr. WoLcorr. Then that would necessitate a divorcement of time
deposits from demand-deposit banking, and you would have to
separate them!

Dr. FisHER. Separate them a b s o lu te ly .
Mr. WoLcorr. And keep them absolutely separated ?
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Dr. FisHER. Yes; so that the business of money lending— rMr. WoLcoTT. I understand that that is directly contrary to this
bill which we have before us, because Mr. Eccles, I think, voiced the
impracticability of trying to separate commercial banking from sav
ings banking, and showed us how difBcult it was to do that in practice,
although it looks easy to do in theory. How would you suggest that
they do that ? To set up separate institutions with separate capital
bases ?
Dr. FiSHER. Yes, sir; and each bank that now has its deposits sub
ject to check to incorporate separately the department that handles
the deposits subject to check; and after it has gotten its 100-percent
reserve, which you will get by the Government buying assets, ii neces
sary—if it has not already got the 100-percent reserve—then it must
maintain a 100-percent reserve, and that department is under the
supervision of the Federal Government. What happens to the other
department is an entirely different matter. The savings or loan de
partment would then handle the short-term loans, now behind demand
deposits, in addition to the long-term loans which they already
handle, thus getting more liquidity than now.
Mr. WoLcoTT. Let me follow up that thought with one more ques
tion. As was suggested, that would make the banks practically a
bailee, or practically a warehouse for deposits?
Dr. FiSHER. Yes.
Mr. WoLcorr. What means are you providing for reimbursing the
banks for servicing the accounts?
Dr. FiSHER. The simplest way is by a service charge for checking.
That is being done today, and you only need to charge an average
of $1 per month on each checking account, as Mr. Hemphill has
shown, to get back all the $300,000,000 a year that the banks are
now getting from Government bonds, and naif as much more.
Mr. WoLcoTT. I want to hurry through this. Do you not think
that this might be somewhat deflationary, Professor? That is, to
charge what is necessary to maintain that department to give me
the service, it must be based upon the transaction basis, in other
words, 5 cents a check or 10 cents a check, or whatever the charge
would have to be to maintain the department. Is not there a tend
ency on the part of the public, which has been using these banks
and paying by check, to go down to the bank and draw one check
and send their wives around in the city to pay the bills!
Dr. FiSHER. It is deflationary now under the partial system, but
under the 100-percent system it would not be deflationary. The
only effect it could have would be for the bank, if they chose, that
is, the depositors, to take out their money and carry it in their
pockets or deposit it somewhere else. But they could not destroy
any money. Now they can destroy it.
Mr. WoLcoTT. In other words, where there would have been one
transaction at the bank for 10 separate detailed transactions, they
would have to use the money instead of checks.
Dr. FiSHER. If t h e b a n k s w e r e n o t w i l l i n g , o r i f t h e d e p o s it o r s
w e r e n o t w i l l i n g t o p a y t h e s e r v ic e c h a r g e s , o r t h e b a n k s w e r e n o t
w illin g t o a cco m m o d a te th e p u b lic , as th e y d o n o w , in th e m a k in g
o f s e r v ic e c h a r g e s , w h i c h w e r e b u r d e n s o m e , i t w o u l d make f o r m o r e
c a s h t r a n s a c t io n s in s t e a d o f t r a n s a c t io n s by check.
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Mr. WoLcoTT. O f course the banks could not maintain them with
out making some charge, other than through the earnings of the
savings department, and that, of course, would not perhaps be cor
rect, to ask my neighbor to have the interest which he would ordi
narily draw from his savings account decreased to give me a service
which is wholly divorced from any of his activities.
Dr. FiSHBR. The service charge would not be big. One dollar per

month for each account would bring in 450 million to the banks,
which is 50 percent more than they are getting now on the bonds
which they have—$1 a month.
Mr. WoLcoTT. I will tell you why I think it is deflationary. I had
a case called to my attention just the other day, where the Treasury
Association, instead of drawing 10 checks in this city, where the
charge is 5 cents a, check, or something like that, went around and
drew one check and paid in cash, to save the association a matter
of 40 or 50 cents. Of course, he drew one check. That was one
transaction.
Dr. FisHER. Yes.
Mr. WoLcoTT. That turned over just once. Whereas, we have been
striving here to create a situation where that money would turn over
as many times as it would be considered desirable.

Dr. FisHER. It is slightly deflationary now, because every time
that is done, if it results in permanently putting $1 in the pocket,
which used to be in the bank as a deposit, subject to check, it
causes a shrinkage of $10, subject to check, in the country as a
whole, so that there is $9 of delation there, but, under the 100percent system, that would not be true. You would just simply
have your money in the pocket instead of in the bank vault, putting
in one storing place instead of the other.
Mr. WoLcorr+Do you explain that in your book?
Dr. FisHER. Yes, sir; but besides that there are two other answers.
One is that the monetary authority would not only buy bonds of the
banks, but, in order to bring about the reflation, it would buy bonds
of the public, so as to increase the circulating medium, and if there
were any deflationary tendency, such as you described, if there were
any, it would be overcome by that process. In other words, the whole
thing is in the control of the monetary commission.
Another answer is----Mr. WoLcoTT. Just a minute, you used the term "deflationary."
That, of course, gets us into the realm here of the question of rela
tivity between the volume of currency and the price commodity
index. You remember, Professor, we discussed that matter at length
when we had the monetary authority question before us last year.
My memory is that many of the economists found no relationship,
or very little relationship, between the volume of money and the price
commodity index. They claimed that the velocity of money and
credit controlled it.
Dr. FisHER. There is a very close relationship.
M r. WoLcoTT. W h y I brought up that, in this respect, is that if
,we decrease the velocity, the turn over of credit, currency, or bank
check currency, it would not seem to make much difference, accord
ing, perhaps not to the weight o f authority, but according to the
opinion of many economists, what the volume was, if we decreased
the velocity.
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Dr. FiSHER. As a matter of fact, velocity does not change very
much except in the speculative field, and except where you have
booms and depressions, and if you would not have so violent booms
and depressions under any system of stabilization, the variation
would be still less under the 100-percent system, and it is now prob
ably not over 10 or 20 percent from the average.
But I want to say this: There are other methods of treating this
reimbursement of the banks besides this method of a service charge.
There are four or five different methods, discussed in my book, which
I have gathered from bankers and all* And of all I And the bankers
apparently like the service charge better than the others. I have
been feeling somewhat as you do, that we wanted to encourage the
maintenance of checking accounts, I won't say to avoid deflation, but
to make it safer to keep things in the bank instead of in your pocket,
and to put a premium on that. They generally do not seem to think
this is necessary. The service charge will be so small, just think of
it, an average of $1 a month for all accounts, including those that
have millions, and it would be very easy to charge for the big ac
counts only, or in such a way as to reimburse the bank sufRciently
for that.
There are several other ways of doing it.
Mr. BROWN of Michigan. Mr. Chairman, how long are we going
to continue !
The CHAIRMAN. I had hoped to finish with Dr. Fisher. He only
had a chance to be with us today, and for that reason we started the
hearings today.
Mr. BROWN of Michigan. We have not heard Professor Fisher on
the plan of issuing the money. It seems to me that that is the
most important factor in the case.
Dr. FisHER. I have been interrupted, Mr. Chairman.
Mr. CRoss. I asked a question along that particular line, and I
thought you answered my question.
Dr. FisHER. Yes.
Mr. RussELL. May I ask one question !
The CHAIRMAN. Yes.
Dr. FisHER. Before you ask that question, may I go ahead a little
bit further with this matter of reimbursing the banks! This is the
one problem, the best solution of which would require certain study,
and for that purpose, Mr. Hemphill suggests that in order to put
this into immediate effect, we allow the Government bonds to be
counted as though they were cash reserve at first. Then, the banks
would have as long as these bonds had not reached maturity, they
would have $300,000,000 a year for that need, in the Government
bonds. When they reached maturity, then they would be converted
into cash and the reimbursement problem would come up.
In the meantime they could study this and the bankers could work
out what is the best method, among the half dozen different methods
I know about. It gives you leeway without stopping this legislation.
This could be put into effect without any trouble. Talking about
evolutionary methods, this is an evolutionary method.
Mr. RtrssELL. My question is this: Would not your 100-percent
reserves greatly reduce the loaning facilities of the country!
Dr. FisHER. No; that appears to be the case and that is the q uestion which is most often asiced and raised as an objection: " Would
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it not make it more diSicult to get loai^s! " On the contrary, by
preventing the depressions which we have now, it would make loans
always available. It has been hard during the depression to get
loans. You have cases where it is impossible to get loans; whereas,
under thig system, it trots along all the time, and you will not get
too many loans or too few, but you will have a normal supply and
demand practically all the time.
Mr. RussELL. W hat money is available for a loan except the cap
ital and surplus of the bank %

Dr. FisHER. I stated there are three sources. One is the capital of
the bank; another is the money deposited in savings, which is the
big thing.
Mr. RussELL. But you are going to divorce that from the checking
account?
Dr. FisHER. Yes, but it exists, to get the loans there. Third is the
funds which come in payment 01 old loans.
Mr. RussELL. But you have wiped out this, that is now available for
loans.

Dr. FlSHER. No.
Mr. RussELL. And you put nothing instead of it.
Dr. FisHER. Y ou do not reduce any o f the loans outstanding*
Mr. RussELL. A s those are paid.

Dr. FisHER. As those loans are paid, they can be renewed or re
placed out of the funds they pay them with. When Mr. Smith pays
his debt, that money that he pays can be re-lent to Mr. Jones.
Mr. RussELL. I understand.
have a 100-percent reserve.

That is based on the theory you now

Dr. FisH ER. Yes.
Mr. RussELL. But if the credit requirements of the country in
creased, there would be nothing available----Dr. FisH ER. That is where the monetary authority comes in. The
monetary authority, with the growth of the country, in order to
maintain the price level and prevent depression would 6nd it neces
sary to issue more money or credit—you can call it either one of
those, as there would be no difference now—more money, let us say,
buying Government bonds to supply the needs of the Government.
Or if you had the $250 per capita, and had no monetary authority,
Congress merely prescribing that that would automatically increase
with the increase in population. Ajs I say, that would not be a very
exact stabilization. Loans would take care of themselves, as they
should, out of savings, for the most part.
The CHAIRMAN. Mr. Brown, did you wish to pursue your inquiry!
Mr. BROWN of Michigan. I do not recall Professor Fisher telling
us how the money wotdd be raised, but I do recall Mr. Hemphill
stating how it would be. So that if you have the same idea he has,
there is no use your repeating that.
Dr. FisH ER. I have.
Mr. BROWN of Michigan. I would like to add as to what I said in
questioning you as to the panic of 1929, this question: Is it not a
fact, Dr. Fisher, that the Federal Reserve Board itself in 1929 issued
a warning against excessive speculation!
Dr. FisHER. Yes.
Mr. BROWN of Michigan* In February 1929, which was some ?
months before the thing actually occurred!
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Dr. FisHER. I do not remember the exact month. These verba!
warnings were very disappointing in their results.
Mr. BROWN of Michigan. But they did, you might say, sense the
fact that things were going bad?
Dr. FisHER. That was the weakness of the present system, You
can warn banks all you like, but if the individual bank does not pro
ceed to heed that warning, but issues money instead, it can do it
under the present system. Under the 100-percent system it could
not create a single dollar of more money.
There are four big arguments for this plan. One is the reduction
of the Government debt, which is now frightening people. That
could be practically wiped out. The second is the separation of
money and banking, leaving the banker free.
Mr. BROWN of Michigan. It would be wiped out by the issue of
cash in the form of printed money ?
Dr. FiSHBR. Non-interest-bearing money of the United States.
Third, it would prevent this menace of inflation which people are
afraid of, both because of the Government debt or the fear that the
Government will " go bust", and because of the banks having the
power to inflate, a power which they might suddenly exercise at any
time.
And, fourth, preventing further booms and depressions, which is
the important thing.
I had a number of other minor matters, but I have taken so much
time I think I can stop here.
Mr. WoLcoTT. Perhaps it is not apropos to what has been going
on, but the Federal Reserve have been buying and selling and con
ducting open-market operations more or less voluntarily ever since
their existence. What effect have those voluntary operations had?
Dr. FisHER. They have had a good effect. As long as you have not
got a big storm to weather, it is easy to steer a ship, and Governor
Strong succeeded in maintaining a good deal of stability during his
lifetime^ after he discovered the uses of open-market operations.
When the depression came, Mr. Hoover tried to do the same thing.
Mr. Meyer, then Governor of the Federal Reserve Board, was not in
sympathy with it. There was no law requiring any particular index
number or price level, or anything of the sort, and it all rested on
the value of individuals, and he balked at the idea, until the Presi
dent dealt with him rather severely, and then there was at last the
Steagall Act, passed February 27, 1932, in order to facilitate these
open-market operations, to release a certain amount of gold, to make
it free gold. When, finally, that was done, after a certain lag had
normally occurred, we were really beginning to get out of the
depression.
Mr. WoLcoTT. August 1932 ?
Dr. FisHER. Y es; and it is my opinion— and, of course, this is
purely an opinion and I may be entirely wrong— but it is my opinion
that if we did not happen to have what Mr. Wilson once called the
"astronomical system of elections", by which we have an election
after the earth has gone around the sun four times, irrespective of
whether the political situation requires it or not, if it had not been
that we had to have that election in the fall of 1932, I think we
would have been out of the depression long ago.
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When Mr. Hoover, very unwisely said, and Secretary Mills, that
if he was not elected the grass would grow in the streets, and then
when in September it became very clear from the election in Maine
that Mr. Hoover was not going to be elected, people concluded, many
millions of people concluded, that the grass was going to grow in the
streets, and, therefore, they began to hoard, and nnally began to
hoard gold. And we had all these troubles until Mr. Roosevelt came
in, and suddenly he created so much confidence that it was unhoarded
to a certain extent, and we had improvement until all this mistaken
N. R. A. and the A. A. A., and so forth, came in to retard recovery
instead of treating it as a monetary problem.
That is, in brief, the history, and the open-market operations did
work until they were stopped.
Mr. WoLcoTT. Do you think that those agencies have had the effect
of destroying that influence %
Dr. FisHER. Y es; but it was not the destruction of the confidence,
which is bad enough, but the destruction of wealth, plowing under
cotton Reids and lowering wheat acreage and paying people not to
produce, making prices rise by making goods scarce, which is quite the
opposite from making prices rise by making money abundant.

Mr. Wotcorr. You believe in the prosperity of abundance rather
than scarcity!
Dr. FisHER. Yes, sir; we never suffered from overproduction.
Mr. BROWN of Michigan. Would not the money be less valuable in
its purchasing power, if there was a plentitude of money !
Dr. FisH ER. The dollar should be less valuable. It is too valuable
now. The increase, according to wholesale value, was 81 percent
between 1926 and March 1931.
Mr. BROWN of Michigan. Which would have left us with a super
abundance of a certain kind of goods, according to the law of supply
and demand, and the price level would have been much lower.
Dr. FisnER. We want the price level to rise. The dollar had
swollen, which means the price level had fallen, and to restore the
dollar downward would mean to restore the price level upward.
Mr. BROWN of Michigan. I do not think we want to get into a dis
cussion of that kind, but I am one who believes it is wise to control
production.
Dr. FisnER. I do not think so. This is a monetaiy problem, as Mr.
Hemphill said, I think.
Mr. CRoss. Mr. Chairman, I must go.
The CHAIRMAN. I think we are practically through.
Mr. Hemphill wanted to be heard 5 minutes in conclusion.
Mr. HEMPHILL. I was going to say this, Mr. Chairman: There are
so few members of the committee present and I think this subject is
so important, and sitting here listening to this discussion this after
noon I have gotten some sense of the confusion which exists in the
minds of a, great many of the members of the committee which could
be cleared up.
The CHAIRMAN. Let me make a suggestion, Mr. Hemphill. You
will have opportunity to correct your statement, and if you desire to
add to it, the committee would be glad to have you do so, and it will
be included in your statement.
Mr. Russell, do you want to ask Dr. Fisher a question!
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Mr. RussELL. No. If it is not out of order, I was going to make
the suggestion that it might be a nice thing to have my predecessor,
Mr. Luce, to appear before the committee sometime.
The CHAIRMAN. The committee would be delighted to hear Mr.
Luce. Some of the old members know pretty well what Dr. Luce
thinks, and we appreciate him, just as you do, and that is quit^ a
generous thing on your part, to suggest that he come.
Mr. W oL co T T . I th in k , Mr. H e m p h ill^ a ll th e m e m b e rs o f th e c o m 
m itte e are v e r y m u c h in te r e s te d m th is 1 0 0 -p e r c e n t re se rv e, a n d I
t h in k , a s y o u s a id , th e r e is a g r e a t d e a l o f c o n fu s io n in o u r m in d s ,
w h ic h n o w e x is ts , a n d i f y o u ca n p u t th a t in to u n d e r s ta n d a b le f o r m
in y o u r s ta te m e n t, i t w o u ld be w e ll.

The CHAIRMAN. Add to your statement.
Mr. HEMFHiLL. It is entirely at your pleasure, but I would like
-awfully well to have another hour before the whole committee, if
d:hat is possible.
Mr. BROWN of Michigan. There is one thing I would like to ask
for the purpose of the record, because it was based in part on the
hearings of the committee. I know you criticized Governor Eccles
for suggesting a spending program and a taxation increase on in
come, in a news article a couple of days ago. I want you to know
that Governor Eccles did not suggest before this committee a present
increase in income taxes. He proposed that we <^elay that until we
had had some substantial recovery, some increase in income. I think
it was unfair in that respect.
Mr. HEMPHILL. It was just what he stated to me.
Let me say this: In all kindness and with the greatest respect in
the world for our Congress, you brought up a point here that is, I
think, a very important charge.
I believe that Congress was intended originally and is now pre
sumed, to legislate, and this Congress seems to me to have been en
gaged largely in considering the bills which have originated by the
administration. Is not that true?
The CHAIRMAN. That is probably not so true as many people have
been led to believe. As a matter of fact, this bill before us is not a
bill that has been prepared and sent down here to us with a " thou
shalt" on it, and it has not been prepared in the absence of confer
ences and consultations with Members of Congress. There is an
-exaggerated idea in connection with what you say.
Mr. HEMPHILL. All I was hoping to do was to get an amendment
to this bill, not to promote any legislation at all, but to get an
amendment to this bill, Mr. Chairman, which has exactly the same
objective which this bill has.
The CHAIRMAN. If I may say it, everybody has the same object
and the same desire.
Mr. HEMPHILL. Yes; by short-cuts.
The CHAIRMAN. A great many people think they know how to
bring that about, but those who know how have not got the power,
it seems.
Mr. HEMPHILL. That is true. I thank you gentlemen very much.
The CHAIRMAN. We appreciate your statement, and I am sure
€very member of the committee does, and we regard it as able and
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instructive, and, of course, the same is true of Dr. Fisher. We are
glad to hear you and wish we could hear you longer*
Mr. BROWN of Michigan. Have you made it very plain that we
will be glad to have these gentlemen submit their proposed amend
ments to the committee in writing!
The CHAIRMAN. Yes; we shall be glad to have them do so.
Senator Owen, will you come around, please?
STATEMENT OF HON. ROBERT L. OWEN, FORMER CHAIRMAN
COMMITTEE ON BANKING AND CURRENCY, UNITED STATES
SENATE

The CHAIRMAN. Senator Owen, you are familiar with the legis
lation, and the committee would be glad to have you express your
views on this bill. You need no introduction to the committee.
Mr. OwEN. Mr. Chairman and gentlemen, in commenting upon
the present bill and the principles which underlie it, I wish it to be
understood that I am speaking simply as a citizen, and not as rep
resenting any groups with which I am connected. I am expressing
only my personal opinions with regard to the matter.

The great question, Mr. Chairman and gentlemen, which needs
to be settled in this country, the settlement of which has now been
deferred 5 years, is the reemployment in industry of some 10 or
12 or 13 million men and women who have been walking the streets
unable to sell their labor at any price. That is your real problem,
and it is a monetary problem. There is no dilRculty in understand
ing it. It has been explained to the committee on various occasions?
and this committee took a very good step in 1931 and 1932 in its
attempt to bring about a fundamental settlement of that question
in the Goldsborough bill, upon which you had 500 pages of testi
mony, and which the House passed by a perfectly tremendous ma
jority, 289 to 60, 172 Democrats and 117 Republicans voting for
that bill, to restore and maintain the purchasing power of money
at an equitable price level, and giving a mandate to the Secretaiy
of the Treasury, through the Federal Reserve Board, and the Fed
eral Reserve banks, to make effective that policy.
There is no doubt whatever in my mind that they had the power
to do it, but so far from obeying what was the will of the House
of Representatives on that matter, beginning on March 15, 1933,.
immediately after Mr. Roosevelt came in the White House, the
Federal Reserve banks contracted credit to the extent of $944,000,000
within the 12 months up to March 15, 1934, and they contracted
currency to the extent of 1,560 millions at the same time, making a
total contraction of about 2,500 millions the first 12 months of the
Roosevelt administration.
Of course, you did not get any recovery from a depression, under
those conditions.
Now, Air. Chairman and gentlemen, let me call your attention to
the fundamental facts from which attention should not depart.
They are these: That to carry on the business of this country, you
must have the medium of exchange and you must have the working
capital. What took place was a contraction of working capital of
approximately 20,000 million dollars, from the contraction of that
amount of loans, the loans having been made for that purpose.
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And when those loans were contracted by the banks—I am not
blaming the banks; I am a friend of the banks; I wish them well;
I have been elected bank director 46 times and my sympathies are
with them—when the banks contracted the loans amounting to
20,000 million dollars, they withdr&w that amount of working capital
which employed labor to that extent. And those loans were paid
by the liquidation of $10,000,000,000 of time deposits and about
$10,000,000,000 of demand deposits.
Now, as Mr. Eccles explained very clearly to the committee, the
demand deposits comprise the money of the country which transacts
nine-tenths of our business. So that when you contracted that work
ing capital through the liquidation of loans you not only reduced the
amount of working capital $20,000,000,000 and threw out of em
ployment the people who were employed by the business using that
amount of working capital, but, what was still more important,
perhaps, you cut down the amount of money available by the con
traction of nine-tenths of our business to nearly one-half of what
it was. We had 23 billions of demand deposits in 1929 and about
4 billions of so-called " cash " or pocket money issued by the Gov
ernment of the United States. With that 27 billions we had a pro
duction in this country of about three times as much, or $81,000,000,000, and, taking the last 10 years, you will End that the total
production or income of the country, as estimated by the Department
of Commerce, corresponds very closely indeed with the amount of
money in demand bank deposits and in pocket money multiplied by
3. That is a uniform relationship between the money supply and
production.
And your problem is to restore that money to this country. There
are two ways of doing it. One is through the banks. If the banks
would relax, and if the banks would relax the policy of freely lend
ing money for productive purposes, that amount of working capital
and that amount of demand deposits would be quickly restored.
But the banks do not do so because of fear. You have got to remove
their fear before they will return to normal banking. But the Gov
ernment can accomplish that with perfect ease. AH that is neces
sary at the present time is to have the Government buy its own bonds
through the Reserve banks. When they do that, if they bought
17 billions of bonds which the private persons in this country hold,
the first effect of that would be to increase the deposits of the banks
bv 17 billion; and when those bonds were transferred by the member
banks to the Reserve banks, it would increase the member-bank
reserves by a like amount.
If the Government, on the other hand, bought the 13 billions of
bonds, approximately, which the banks are supposed to have, or
which they do have, you would not increase the deposits, because the
deposits have already been created by the purchase of those bonds.
It would increase the member-bank reserves by a like amount; and
when the member banks have a reserve of 100 percent, subject to
-check, in the form of reserves, with the Federal Reserve banks, the
banks would not have any fear at all, because they could liquidate
their demand deposits 100 percent without any difficulty.
That is the great problem with which you are faced. It is restor
ing the money of the country which has ben retired by the calling
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of loans by the member banks and other banks. That has been so
clearly explained to the committee that I do not think it is necessary
for me to enlarge upon that any more.
I was asked the question under examination some days ago by
Senator Bailey, of North Carolina," Where would you get the money
from to buy the United States bonds! "
I replied very mildly that I would And the money the same way
that the First National Bank of Raleigh finds the money for bonds
it buys from the United States Government. When they buy $100,000 worth of Government bonds, they simply take a pen and insert
on their books, their ledger, a credit account to the Government of
the United States subject to check. They hold against that the
bonds. That credit is available, but it is subject to demand; and if
for any reason they did not have the ability to pay the amount in
currency, they would have to call on the Federal Reserve banks for
the currency; and if their resources failed, then the bank would fail,
if they had a run made upon it. It is for that reason that the banks
are apprehensive when their demand deposits are large and their
available cash reserves are relatively small.
Now, taking the bill which is before you, I wish to express my
Governor of the Federal
approval of the proposal
Reserve Board, in that he
le bill should provide that
the Federal Reserve Board should control the interest and discount
rate; that they should control the ratio of reserves in member banks
against their deposits; that they should control the right to buy
and sell bonds.
Those three powers are necessary to expand the money of the
country or to contract it, having the power either to expand or con
tract, the power of expansion and contraction, and you can expand
when it is needed, and you can contract to prevent inflation.
I use the word "inflation " always as meaning an unjustified ex
pansion, never to mean merely a justified expansion, because a justi
fied expansion is not " inflation."
You need now the same amount of money per capita that we had
in 1929, and that amounted to about $225 per capita up to $250 per
capita. The calculations vary according to the estimates that are
made. When you have furnished this country a mechanism by which
this can be accomplished, if you stop there, gentlemen, and do not
exercise your duty and your power to regulate the value of the
money, which the Constitution of the United States imposes upon
you, if you do not have a mandate upon the officials charged with
the duty of exercising the powers which you grant, you need not
be surprised if you are disappointed afterwards in the exercise of
human judgment, which may or may not carry out the hopeful
expectations you might entertain.
In my opinion, this bill is defective in the very particular matter
of having no legislative mandate, such as you proposed in the Golds
borough oill, which was passed. I believe, in May 1932. That bill
was discussed very fully m the IHouse for 2 days. It had an over
whelming vote because of the obvious righteousness of the proposal,
and you were confronted at that time by the story that it could not
be done. In other words, the Federal Reserve banks and the Fed
eral Reserve Board, and the Secretary of the Treasury promptly
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advised you they could not do it. That was the answer then. It is
no longer the Answer now. It is now plainly stated to you that it
can be done, and you are invited to give these powers to the Federal
Reserve Board.
To talk about immaterial things, to talk About little things, when
this gigantic subject matter is before you does not interest me. I
do not take any interest in the matter, outside of these vital funda
mental questions. The responsibility is on you, it is on this admin
istration. When the Administration came in 2 years ago, the country
was under the impression that this was going to be done; that we
were going to have an adequate supply of money; that we were
going to have the regulation of the va,lue of money; that we were
going to have a sound money, with a uniform, permanent, debtpaying purchasing power; that we were going to have property
values restored.
When the Goldsborough bill passed, I took the bill and the re
corded testimony before the committee to Mr. Roosevelt in New
York City, and handed it to him in person. I asked him whether
he was in favor of the Goldsborough bill. He replied that he was
in favor of it. He has consistently maintained that position, be
cause in his inaugural address he stated it, and in his cable to the
London Economics Conference he said:
Let me be frank in saying that the United States seeks the kind of dollar
which a generation hence will have the same purchasing and debt-paying power
as the doUar value we hope to attain in the near future.

And in his following address to the American public, October 22,
1933, he said:
When we have restored the price level, we shall seek to establish and main
tain a dollar which will not change its purchasing and debt-paying power during
the succeeding generation. I have said that in my message to the American
delegation last July, and I say it now once more.

He added:
Some people are putting the cart before the horse. They want a permanent
revaluation of the dollar Rrst; it is the Government's policy to restore the
price level Rrst.

I regretted it as most unfortunate that President Roosevelt's
advisers were able to persuade him to defer dealing with this funda
mental until the N. R. A., the A. A. A., the R. F. C., and so forth,
could be tested out. Whatever measure there is of disappointment
in these administrative efforts can be largely accounted for by the
failure to restore property values, to restore working capital, and to
restore the volume of the medium of exchange in demand bank de
posits which had been destroyed by contraction.
You cannot restore property values without restoring the money
by which to restore property values. Property values depend abso
lutely upon the volume of your money.
Your power to coin money and regulate the value thereof, under
the Constitution of the United States, is the power of regulating the
value of money by regulating the supply.
The Governor of the Federal Reserve Board has very clearly
pointed out to you all that is necessary to be done to give that power
to the Federal Reserve Board. The control of the interest and
discount rate, the control of the reserves, the control of the right
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to buy and sell bonds, that is the way the Bank of England regu
lates money in London, and has been doing for nearly 100 years*
That is the way England checks itself from a monetary panic, by
simply passing a resolution of the ministry, authorizing the Bank of
England to issue unlimited legal tender money on sound assets other
than gold. They cured the panic of 1847 in that way in a few days.
They stopped the panic of 1857 in the same way. They cured the
panic of 1866, when Overend-Guerney failed, in the same way, and
when the Baring Bros, failed in 1890 they controlled the panic in
that way. They do not fear that kind of panic any more, because
they know they can control it, and they are now regulating the value
of money in Great Britain by regulating the supply of the money.
They are doing the very thing that I am councehng now. Sweden
is doing the same thing, and has regulated it with particular accu
racy down to 1 or 2 percent. You have the greatest opportunity in
the world now, by framing this bill properly and ef&ciently, so as
to make your will control it, so as to have the Congress of the United
States framing the policy and directing the policy of this country.
To regulate the value of money, when you give this power, you
ought, in my judgment, to put in this bill a mandate requiring the
powers you grant to be, used to restore and maintain the purchas
ing power o f money along the lines of the Goldsborough bill which
you passed by such a splendid majority, and which certainly excited
my most ardent admiration.
The legislative mandate will remove the executive officers from
the danger of being diverted from their duty by selfish advice or by
political inSuence of any kind. The honesty of our officials can be
depended upon when they have a clear instruction as to what to do.
I f they fail, the Congress would have the plainest evidence of it
and could correct it.
While the demand bank deposit is about 19 times as important as
pocket money, because checks transact 19 times as much business, our
pocket money should be simplified by issuing only one form of paper
money in which the note employed would not be described as a
"promise to pay" (an artful device of selSsh interest), but should
be designated as so many dollars issued in pursuance to the consti
tutional mandate of article 1, section 8, clause 5, which authorizes
Congress to coin money and regulate the value thereof.
The statute should declare the gold and silver in the Treasury to
be available for the payment of foreign-trade balances, and in sci^
ence, and in the arts, at a fixed price.
The fear that our dollars would not be kept at parity with gold
has no real foundation, for it has been demonstrated by the Gold
Standard Act of March 14, 1900, that a very small amount of gold,
to wit, $150,000,000 in gold coin, has kept from 5 to 7 billions of
currency at parity with gold, and without the employment of any of
the gold reserve referred to. If, therefore, $150,000,000 of gold
coin will keep at parity with gold 5 billions of paper money with
out impairment for 33 years, how long would 8% billions of dollars
maintain the parity of our paper money?
The question itself is obviously absurd. The same thing is true
of silver. Now that our money is all legal tender, it not only is as
good as gold, but it is better than gold, for it can perform services
127297— 33-------36
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more economically than gold, more conveniently than gold, and
when gold is desired for legitimate purposes it can command
the supply of gold required. It isn't the gold in the dollar which
gives it its value, but it is the demand for the dollar in the transac
tion of domestic and foreign business. The domestic demand for
dollars in 1929, in checks alone, was over $1,200,000,000; more than
100 times all the monetary gold in the world then existing, and 300
times as much gold as we had in the United States; and, as a money
metal in the United States, gold had even then a negligible use. It
has no use now, because of the wisdom of Congress in taking public
ownership of the gold supply and confining its use to domestic needs
as a commodity and to the payment of foreign-trade balances. The
form of money which I advise would greatly save expense and the
cost and trouble of accounting. It would facilitate our business in
A constructive manner.
Now, Mr. Chairman, that is all I have to say.
Mr. CROSS. Senator, one of the most vital things that we could do
and do, I think, ofEcially, is to stabilize the purchasing power of the
dollar in harmony with some commodity index, covering some period,
1921 to 1929, or 1926, or whatever it might be. I have been thinking
recently about the fact that England, ever and anon, let their pound
slide down, unquestionably on purpose. They are getting an advan
tage in export trade as a result. Since she has not her pound sta
bilized, if we were to put a provision in this bill to stabilize the
purchasing power of the dollar on some commodity level, would
it not probably be wise to say that we must not let its purchasing
power drop 2 percent below the line, but have a leeway for con
ditions which present themselves, where you could go 20 percent
further! In other words, if England kept cheapening her pound,
we would keep cheapening our dollar, and put the price level higher.
O f course, she has got to reach a limit on that kind of thing some
time, but it occurred to me if we were to stabilize on a 8xed limit,
now, say—and I am using England as an illustration—she might
just cheapen her pound under our dollar, and in that way get an
advantage on her exports.
Mr. OwEN. Mr. Congressman, what we need in our country is a
stability in the purchasing power of money, so as to establish a fixed,
an honest, and a just relationship between debtor and creditor, and
so as to have a standard measure of value upon which manufacturers
and merchants could depend.
Mr. CRoss. I understand.
Mr. OwEN. That is the great objective, and what England may do
with a view to cheapening her pound, to expand temporarily her
foreign commerce, should not concern us. What we want to do and
what we need to do is to establish an honest, stable, permanent debtpaying purchasing dollar, and when we do it at home, Mr. Congress*
man, we will do far more than would appear to be the domestic
result. We would, in that event, 8x permanently the purchasing
power of an ounce of gold, which is 35 times that stable index
of $1, and therefore you would give a standard to the whole world,
using goldt as the basis of a stable measure of value. You could
do the same thing with silver, by fixing a fixed relationship then
afterwards between silver and gold, and we have enough gold and
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we can command enough silver to accomplish that purpose without
difBculty. But our great problem is at home. Look at what has taken
place in this country. If you could only visualize the 10,000 people
who commit suicide annually under recent conditions, if you could
visualize 13,000 armies of 1,000 each walking the streets of Wash
ington, telling that pallid tale of distress and woe, you would realize
the enormity of what has taken place in this country by the destruc
tion of the medium of exchange; the destruction, therefore of all
values of property and the destruction of employment.
Mr. CRoss. Now, another question, Senator. What do you think
about putting an amendment in title II, providing for the Govern
ment to purchase the stock of the member banks in the Federal
Reserve banks!
Mr. O w E N . All the values that are in the Federal Reserve Banking
System have been created by the Government except $143,000,000.
Mr. CRoss. I know that.

Mr. O w E N . My own opinion is the Government of United States
needs an instrumentality belonging to it, not belonging to somebody
else. It is the private ownership of the stock of these banks which
leads to their right to select the directors and the governor and the
control, and when they control, they control the credit of the United
States. They control the money of the United States, and, without
knowing it, they have expanded our money and contracted our money
in such a way as to make bull movements and bear movements, out
of which the speculators profit, in both cases. I do not think that
the banks should be charged with any willful purpose about it.
They are just human beings, such as we are. They are following
the line of their own interest, conducting the banking business for
profit, and I think, gentlemen, the Government of the United States
ought to go out of the banking business forprofit and leave the banks
to do the lending to the country, but the Government of the United
States ought to control the volume of money, the supply of money,
so as to give this country what President Roosevelt said we should
have, money of a permanent, debt-paying purchasing power. When
you have cfone that, you will have discharged your full duty, and
this country will rise up to call you blessed, and if you do not, they
will rise up and call you be-damned.
Mr. CRoss. That is what they are calling us now.

Mr. O w E N . That is what they are going to call you. Do not make
any mistake about that. If you do not give this country immediate
relief, something is going to happen to you.
Mr. CRoss. Here is another question, but I do not know whether
it is very material-------

Mr. O w E N . I have taken the liberty of talking very freely to you
gentlemen, because I feel myself a sort of elder brother in talking
to you, and I have been talking to you as a friendly counselor who
has given a long study to the question of monetary science.
A&. C R o s s . What do you think of, instead of requiring the 40
,cents in gold back of the notes, you require, say, 30!
Mr* O w E N . I did not quite catch your question, Mr. Congressman.
Mr. Caoss. I said, in place of requiring 40 cents of gold certiScates
tback of the Federal Reserve notes, you require 30 in gold and 10 in
jdlver. What do you think of that kind of a proposition?
Mr. O w E N . I think it is a joke.
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Mr. CRoss. Do you not think----Mr. O w EN . I am speaking seriously, Mr. Congressman. Permit
me to say, we have something about 8% billion dollars of gold, and
a large amount of silver, but we have got what is far more than
that—far more than that; we have got taxing power in the United
States, representing the earning power of a very great industrial
people, whose normal production is $90,000,000,000 and who could
get into production 150 billions, if they were furnished with the
proper supply of money.
Mr. CRoss. Now----Mr. O w E N . Just a minute. I have not finished answering your
question. I am going to answer it. Behind whatever money we
issue would be, of course, the gold and silver controlled by the Gov
ernment. The Government has taken over all the gold now, and the
only use of gold now permitted by law is to pay international trade
balances and for commodity purposes, making jewelry and in the
arts and sciences, and at a fixed price of $35.
Now, Mr. Congressman, on the 14th of March 1900 we passed what
was called the " Gold Standard A ct", requiring that the gold dollar
should contain 25.8 grains and nine-tenths fine, and that our paper
money should be kept at parity with gold. To keep all the money
at parity with gold, we put into the Treasury $150,000,000 of gold
coin; and that kept our money up to 5 billion, and at the parity
with gold, without using; any of the 150 millions of gold at all.
That is why I say it is a joke to talk about putting gold behind our
money, when that is confined, in my way of thinking, to a reasonable
base. We do not need any gold behind our money.
Mr. CRoss. You have in this bill 40 cents in gold back of every
note.
Mr. OwEN. I say it is a joke just the same.
The CHAIRMAN. Under the Gold Standard Act provision was made
for replenishing that fund.
Mr. O w EN . Three-percent gold bonds.
The CHAIRMAN. At any time it might be depleted.
Mr. O w E N . Three percent gold bonds. It never needed to be em
ployed. The gold was never depleted. People did not want the
gold. They wanted money. They do not use pocket money for
transacting nineteen-twentieths of the business of the country, but
they use check money, based on demand bank deposits. That is
what they use. They are not thinking about gold and do not care
anything about gold. It is only the bankers who do that with
respect to gold and silver with the effect of confusing innocent men.
Mr. CRoss. In other words, 40 percent gold back of the dollar here
might as well be wiped out?
Mr. O w E N . It might.
Mr. HANCOCK. Senator, do you not think that the administration,
in keeping with its covenant, is making a serious and faithful effort
to furnish the country with a sound and adequate currency system
today!
Mr. OwEN. I think that this bill is a tremendous step forward in
the right direction, and I have every hope in the world that this
bill will pass. I am only pointing out to you that you should add
a mandate, such as the Goldsborough bill, which you passed 2 years
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ago, because without a mandate you will have the same thing oc
curring which occurred the last 2 years. You authorized three
billions of bonds to be bought through the Federal Reserve banks—
did you not?—as you authorized three billion dollars of currency
to be issued; did you not? Congress authorized it, but it did not
put a mandate on it, and it has not been employed, and the money
available for business has been contracted instead of expanded* Do
not underestimate the vast importance of this because it is a reality.
By the sight of Government when the Government bonds are sold
to the member bank, it does create a deposit. But up to this time ap
proximately all those deposits which have been thereby created
have been consumed by requiring the industrial elements of this
Nation to a like amount of debts to the banks, and the loans to our
industries have been decreased while the deposits have increased.
The natural result has been to take productive capital from industry
and transfer a credit to the payees. Do not make any mistake
about that.
Mr. HANCOCK. Senator, I appreciate very much the constructive
suggestion which you have made. I do not care to inject anything
that smacks of politics in connection with the consideration of this
legislation, but I have had in my mind for a good long time the sig
nificant difference in the language which our great President used at
the time of his inaugural address and the platform adopted by the
Democratic Party in Chicago. I understand that that platform, as
you well know, recommended a sound currency system at all hazards.
Mr. OwEN. Yes; certainly.
Mr. HANCOCK. Mr. Roosevelt, however, in his inaugural address,
referred to the same subject, and promised the people a sound but
adequate currency system. That's what we need and must have,
is it not ?
Mr. O w E N . The words " sound money " have been unjustly given
a double meaning. The words " sound money ", as used by the advo
cates of the gold standard, mean gold money, redeemable in Gov
ernment gold of 25.8 grains per dollar. That is what the stand
patters mean by " sound money ", but I do not mean that; but in
formed people mean sound money which has a uniform, debt-paying
purchasing power. Mr. Roosevelt's interpretation of the word
" sound " money is entirely correct, in my opinion. I certainly com
mend him for it.
I organized, or took part in organizing, the Sound Money League,
in which I have been advocating just that kind of dollar, because
that is the only sound dollar we could have.
Let me describe what took place with the gold dollar, because the
gold dollar had the same purchasing power index as our other dollar
had, and yet, in May 1920, the index was 60. In February 1933 it
was 166. The variation was the variation between 100 and 278,
showing that that was not sound money.
Mr. HANCOCK. Do you not think it is fair to conclude that, since
the Governor of the Federal Reserve Board has come here with this
bill and presented it so intelligently and so effectively, that it repre
sents the President's sincere effort to carry out his pledge made in
* '
ral address and that its general purposes have his
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Mr. OwEN. I heard the evidence given for the Rrst 2! days by Gov
ernor Eccles, and it was in accord with my own views. I sat in 2
days, listening to it, and I felt entirely in accord with it.
Mr. HANCOCK. Would not the Government, under this legislation^
particularly title II, be in a position to furnish the country with a.
dependable, sound, and adequate medium of exchange, an obligation
which it has never to this good hour discharged ?
Mr. OwEN. Yes; but if the Government were to undertake to say
to these privately owned Reserve banks, " I want you to buy five*
billions of gold bonds ", that the privately owned Reserve banks*
would be in a position to raise a great outcry against compelling
them to do that; whereas if the Government bought those banks, by
a cross entry, of $143,000,000 on the books—and that is all it wouldl
take—it would be in the position of actual control and it would not
take any money at all.
Mr. HANCOCK. Do you not also think that whatever authority may
be vested with this sovereign power, some latitude of judgment and
discretion should be left with the authority, or, in this legislation,
the Federal Reserve Board ?
Mr. OwEN. Certainly, the latitude of carrying out your will; but
your will ought to be described so as to tell what you want. You
ought to tell them plainly that you want them to bring back the
dollar to the normal value, and keep it there, and when you do that
you will have discharged your duty; and if you do not, I do not think
you will have discharged your duty.
Mr. HANCOCK. Senator, what would you say is the normal level
of the dollar ?
Mr. OwEN. I would say 1926 is a reasonably normal levely because
it is the same as the average 1914 to 1930, inclusive, and because it i&
the average o f 1921 to 1929, inclusive.

Mr. HANCOCK. Must you not allow for at least normal economic
changes in determining that level ?
Mr. O w E N . Yes; certainly, and, more than that, I think the sug
gestion which has been made here is a good and wise one, to base
the index upon basic commodities, and I think that that ought to be
further discussed by the Board, and the Board will make reports
to the Members of Congress at least once a year, and I think prefer
ably every quarter, so that the Board would tell the Members o f
Congress what they are doing to carry out the policy of the Congress
with regard to money, so frequently that they would never lose sight
of their job; and their sole job, in my opinion, is regulating the
volume and value of money. Your chief duty is to declare the
policy—not necessarily the details.
Mr. HANCOCK. Do you not think that things other than commodi
ties should enter into a determination of the price level ?
Mr. O w E N . No; I think that is enough. They have had the Saurbek index in Great Britain for many years, and it served as a good
enough level. The value of the all-commodity index is this: That
it represents a value of all human labor for a period of 1 year, we
will say, and that is comparatively stable in volume and in its es
sential usefulness, and if money is kept stable in relation to it you
will have the greatest stability of which you are capable.
Mr. HANCOCK. One question, and then I am through, Senator.
Mr. O w E N . Yes, sir.
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Mr. HANCOCK. With respect to purchasing the obligations now
held by the banks in order to replenish the supply of money, you say
that a transaction of that kind on the part of the Government will
be similar to a transaction on the part of any bank. For instance,
you used the First National Bank of Raleigh, N. C.
Mr. OwEN. I say that when the purchase by the Federal Reserve
banks of United States bonds is made, it would be identical in char
acter with that of the purchase of bonds by the First National Bank
of Raleigh. They would give a book-entry credit against the pur
chase of the bonds. If they wanted that paid in money, they could
get it, because the Federal Reserve banks can get all the money they
require against bonds. People do not want pocket money. They
want bank credit. That is wnat they want.
Mr. HANCOCK. I think I understand.
M r . O w E N . T h a t is w h a t t h e y n e e d .

Mr. GOLDSBOROUGH. Senator Owen, do you remember going over
a bill that I introduced early this session providing for the estab
lishment of a bank which should absorb the national debt?
Mr. O w E N . By purchasing the bonds outstanding!
Mr. GOLDSBOROUGH. Yes.
M r. OwEN. Y e s ; I do.

Mr. GOLDSBOROUGH. Do you remember the bill provided that the
capital stock should be furnished by the Treasury!
M r. OwEN. B y w h a t?

Mr. GOLDSBOROUGH. The capital stock of this bank should be fur
nished by the Treasury.
Mr. OwEN. Yes.
Mr. GOLDSBOROUGH. Money which was not then being used for
support of other money, and that as the purchase of these bonds
tended to raise the reserves of the banks the Federal Reserve Board
was directed to raise their reserve requirements in order to prevent
undue inflation.
M r. OwEN. Y es.

Mr. GOLDSBOROUGH. All right. Now, then, my question is this: A
gentleman who is to appear before this committee tomorrow char
acterized that bill in this language [reading]:
Now, Mr. Goldsborough's proposition would have the Government paying o<f
its investors not through money raised through borrowing or taxation but by
means o f paper money printed by the Government. Such money is in the
nature of forged notes, forged by a Government against its people. He is
asking the Government to go into the business o f forging notes. I f in his
private affairs a man borrows at a bank or elsewhere and then Rnds it diiHeult
to pay and gives a forged note or counterfeit money in settlement, he is put
behind the bars. We demand that he live up to his contract and that he
make his wealth with which to pay his debt. W e do not allow him to issue
forged notes or to set up a printing press to run oK the necessary amount o f
notes to pay oK this debt. In simple but accurate terms that is what Mr.
Goldsborough and several others in Congress are proposing to do.

I would like to get your judgment as to the value of that statement.
Mr. O w E N . It has no value or it has no truth in it. The truth is
that when the First National Bank of Raleigh buys $100,000 worth
of Government bonds and gives a credit against them they give value
for value, and the same thing would be true with regard to the Gov
ernment of the United States in buying its own bonds through the
Federal Reserve banks. They would give dollar for dollar value. If
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the public wanted legal-tender notes for it, they could get it ; but they
do not want legal-tender notes. The Government in buying its own
bond of $1,000 and giving the equivalent for it, a sound bank credit
convertible into legal-tender money, is giving full value. That is a
very amazing statement you read. I cannot imagine any person
informed with regard to monetary science would make it.
Mr. GOLDSBOROUGH. He is going to be seriously olfered here tomor
row in opposition to the bill which we are here considering.
Senator, what argument can be made, if any—I do not know of any
myself—but what argument can be made that money which is merely
manufactured on the books of a bank, which really had nothing in
comparison with what the Government of the United States has, that
money manufactured on the books of a, bank is more valuable and is
of a higher degree of monetary consequence than money issued by the
Government of the United States, that has behind it every resource of
every individual in the country!
Mr. O w E N . Mr. Congressman, I do not sympathize with those who
say that the banks make money out of nothing, because when a bank
lends money, a certain amount of money, $1,000, say, they take a mort
gage on my property worth $2,000, $8,000, or $4,000. They ask a
larger amount of security than the loan ordinarily, and it is against
that property of value that they issue this credit. The weak spot in
it is that when they are called upon to liquidate that in pocket money,
in currency, they have not got that to pay with.
What you say with regard to the Government is perfectly true.
Mr. GOLDSBOROUGH. I had reference to Government borrowing from
banks. That is what I am talking about.
Mr. O w E N . The Government borrows from a bank by giving its
bonds to the bank, and the bank takes the Government bonds and
enters a book credit.
Mr. GOLDSBOROUGH. First the Government sends their bonds to the
bank, and then the bank loans the Government the money, and the
Government loans the money back to the bank and pays interest on it.
That is substantially right!
Mr. OwEN. That is about right.

Mr. GOLDSBOROUGH. Is there any value created in the money which
eventually goes into the market because the Government, instead of
issuing this money directly, furnishes its bonds to a bank and has a
bank set up a bookkeeping entry? Is there any more value to that
money ?
Mr. O w E N . No; that is self-evident. The question answers itself.
Mr. GOLDSBOROUGH. I know the question answers itself, but because
it is contradicted so often it is worth while to state it.
I am through.
Mr. FoRD. Senator, I want to ask one question.
Mr. O w E N . Yes, sir.
Mr. FoR D . Assuming that the Patman bill becomes a law, what
effect would that have on the country?
Mr. O w E if. It would have an e#ect on the country primarily of
introducing that amount of pocket money. A large part of it, I
assume, would Row back into the banks, and if they owed the Federal
Reserve banks anything they would liquidate that debt to the Federal
Reserve banks for that, but they do not owe the Federal Reserve
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banks anything but have large balances in the reserve banks now,
and, therefore, that would add materially to the available amount
of money in the country. That is my opinion about it. It would
help substantially.
M r. FoRD. It would have a tendency to help business!

Mr. OwEN. It would substantially help the whole country. We
are suffering from lack of money, and that is the only way we can
do it. We have got everything else on earth. We have got the
ablest people on earth, and our factories are running only one-sixth
of their time. We have got splendid climatic conditions and our
country is fertile, and we have everything on earth but money, but
you cannot transact business without money. Civilization depends
on money. If you have got to go back to bartering civilization
would cease. Everybody knows that. It is self-evident.
Then the statistics which have been laid before you show that.
I suppose you have seen these statistics and chart compiled by the
Federal Reserve Bureau which shows completely the trouble. We
have lost $20,000,000,000 of capital employed in production. We
have lost 10 billion of time deposits, potential demand deposits, and
approximately $10,000,000,000 of actual demand deposits which
function as check money in business, and which have a turn-over
36 times a year.
Mr. FoRD . Governor Eccles says that the 2-billion-dollar excess
reserve is capable of supporting a 20-billion-dollar bank credit.
Mr. OwEN. That is a technical observation, meaning this: Under
the present system of a ratio of 10 percent on the average of reserves
against deposits, those reserves could be employed to expand 10
times. But the diiHculty with our country has been that those
reserves are entirely too small; that those reserves, instead of being
10 percent should be raised to a point where the banks would have no
fear of our demand depositors. This should be made at least 50 to
100 percent, gradually and steadily raised, and in that way the banks
would have no fear, that was explained very clearly by Professor
Fisher and Mr. Hemphill a few days ago. I was sitting here and
I heard their testimony. It was very clearly stated.
Mr. FoRD . I am thinking this situation over: I f a bank had to
maintain a 100-percent reserve on its check deposits, what possibility
or what opportunity for proRt would there be in banking!
Mr. OwEN. The total amount of bank deposits in 1929 was about
55 billions. So that only 23 billions were demand deposits. All the
balance was time deposits or savings accounts. And I think that this
bill has some very valuable provisions in it, in providing that all bills
of value, practically, shall be eligible; and I think it has a very important provision in authorizing the loans against real estate. When
the banks have their fear of the demand depositors removed by a large
reserve against their demand deposits, and it do&3 not cost them any*
thing to get the reserves, it will save the Government the interest
charge of the bonds that are bought.
Mr. FoRD . That is what puzzles me. Maybe I am dumb, but I am
just trying to 6nd out. A bank has $500,000 worth of demand de
posits.
Mr. OwEN. Yes, sir.
M r. FoRD. I t has to keep a $500,000 cash reserve against that; and
where does it get the $500,000, unless the bank's owners put it u p !
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Mr. OwEN. The bank you speak of, with $500,000, has in its own
vaults at this time probably $500,000 in Government bonds. All they
have got to do is to sell those bands to the Federal Reserve bank
that has a reserve of 100 percent against their deposits. Fifty per
cent, I think, should be enough, except for the principle involved in
the proposition—the manufacture of money by the banks, which I
think ought to cease.
M r . F oR D . W h e r e w o u l d t h e i r in c o m e c o m e f r o m , i f t h e y sold t h e ir
b o n d s f o r $500,000 ?
Mr. O w EN . At present they have 56,000,000 accounts. I they
charged $1 a month for each account as a service charge, they would
get twice as much as they do now for the bonds. I am giving you the
facts with regard to it. They are entitled to be paid for the service
they render.
M r . F oR D . T h e n w h y s h o u l d t h e b a n k s o b j e c t t o i t ?

Mr. O w E N . They do not understand it. They do not know as much
as you think they do. I do not mean to criticize them, because I am
very friendly with them. I do not feel any element of hostility to
them. I think they are just as good as we are, and they have done
the best they knew how, and I think they have proved a good alibi
when 15,000 of them have died.
Mr. GOLDSBOROUGH. This point has been raised here by different
members of the committee—and I do not agree with them at all, but
it has been raised, and possibly you could throw some light on it;
more light than I have been able to—that if banks were put on a
100-percent reserve, they would have only capital stock and surplus,
and there would be a deficiency.
Mr. O w E N . That is not so. They would have their savings accounts
and their time deposits as well, their real-estate loans and loans
against both time deposits and excess demand deposits, and interest
on their investments. When they render service, they are entitled to
be paid for it and they ought to be paid for it, and they ought to be
allowed to do so.
Mr. GOLDSBOROUGH. Do you not think, Senator, when it comes to
payment of services, it would be economically sound to let the United
States Government assume it, rather than the depositors themselves!
Mr. OwEN. That is a matter of policy. The banks are entitled to
be paid for the services they render, I think.
Mr. GOLDSBOROUGH. So do I.
Mr. O w E N . They are not aliens. They are our own citizens. They
are our friends and our brothers and they are handling the money
which they have, and the money of our neighbors. We have no fauit
with them.
Mr. GOLDSBOROUGH. I want to ask one more question. It is getting
late, and we do not want to hold here much longer. I have made
this statement, Senator, in this committee and other places and from
the floor of the House: That under our average 10-percent reserve
system, that if every individual in this country had the financial
genius of the senior ^Morgan, and the inventive genius of an Edison
or a Ford, and the energy of a north German farmer, that there
could be no permanent prosperity in this country, because as soon
as they began to pay their debts, we would immediately have a
d eficien cy of money and depression would be inevitable, because as
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soon as you begin to pay your debts you create a deficiency of money.
Is not that right!
Mr. O w E N . Certainly that is right on your hypothesis. When
you pay off these debts, upon which the money is based, of course
you contract the money, and that is the whole point of this dis
cussion. It is, that the United States Government should furnish
the money, and that in order to furnish the money the money should
be based either upon the outstanding public debt, or issued as a
straight credit based on the taxing power. The Government must
issues the money required, whatever it is. It must not be issued by
the privately owned banks as a debt. The outstanding public debt
can be used instead of the private debt for the issuance of money.
That is a plain proposition, and I do not see how anyone can fail
to see it.
It has the advantage of saving 3-percent interest and 5-percent
amortization on a debt which will soon e^ual 36 billions, a saving
of nearly 3 billions per annum. This saving is only a part of the
benefit to the Government, for the national income would double
when the national production doubles. The national revenues would
double when the national production doubles. Why talk about
trifles when this saving is before you!
Mr. HANCOCK. May I ask one question!
Mr. O w E N . Certainly.
Mr. HANCOCK. That statement which Mr. Goldsborough has just
related, which he has also made on the floor of the House, has given
me a lot of trouble in understanding.
Mr. O w E N . In w h a t way!
Mr. HANCOCK. Well, if such a situation as he relates should ever
come to pass in this country, under our present monetary system, why
would anybody need any credit!
Mr. O w E N . Y o u speak o f this matter!
Mr. HANCOCK. I mean when all the debts were paid, both public
and private.
Mr. O w E N . I do not infer that he meant all the debts were dis
charged. What Mr. Goldsborough really meant by it-----Mr. HANCOCK. I think I am quoting him correctly. His argu
ment is predicated on our present monetary system, if I understood
it correctly----Mr. GOLDSBOROUGH. Starting with the debt we now have.
Mr. HANCOCK. Starting with the debt we now have, the people
would get in such a position that they could discharge those obliga
tions, that you would thereby automatically so contract your credit
money that you would not have any-----Mr. O w E N . Let me explain that matter, if I may. What Mr.
Goldsborough really means, I think, is this: That the private debts
were the basis of the issuance of the money, and when those private
debts are called in, those private debts are liquidated by checks on
the demand bank deposits, and therefore it is retiring the money of
the country. That is what he really means. He means that the
money of the country is based on private debt.
Mr. HANCOCK. I think I understand his contention and I am trying
to analyze it. I am wondering why it would not be a very 6ne thing
if all the debts were paid, and everybody's property was clear. Why
is not that a desirable goal to work toward!
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M r . O w E N . W e h a v e h a d a v e r y fin e t h i n g d u r i n g t h e la s t f e w
y e a r s , th e c o n t r a c t io n o f lo a n s b y 2 0 b i l l i o n s , th e c o n t r a c t io n o f o u r
m o n e y s u p p l y b y o n e - h a l f a n d o f o u r n a t io n a l p r o p e r t y v a lu e s b y
h a l f , o r 2 0 0 b illio n s .

The CHAIRMAN. He means after your debts are paid.
Mr. HANCOCK. Would not all of those assets against which this
credit is issued be immediately available for currency or credits.
That's my reasoning and I think it both logical and sound.
Mr. O w E N . When you liquidate the outstanding debts you of
course bring on these conditions. When you restore the money which
is based on those debts, by making new loans, you bring back the
money and bring back prosperity again, because it is in that way that
we have been creating money, and it is against that means that I am
protesting, and suggesting that the money shall be based on the
public debt, and not upon the private basis of debt, and thus make the
money permanent in supply. That is the very point I am trying to
make. I do not know whether I am intelligible or not, but I under
stand very clearly what I am trying to convey to you, and that is
that the money which previous to 1929 was based upon private debt
has been retired by the liquidation of the private debts, and that
the future money should be based upon a public debt that cannot
be retired by privately-owned banks. That is what I am trying to
tell you.
Mr. HANCOCK. Senator do I understand that you would want the
Government to always be in debt in order to provide a different basis
for credit or money ?
Mr. O w E N . No; that is not necessary, Mr. Congressman. This is
the first step, but it is enough.
When the bonds shall have been bought by a Government-owned
bank, they would offset the credits issued against them. The credits
issued against them are credits by the United States not bearing in
terest, but functioning as money. This could be done without bonds.
The Government could issue credit to a Government-owned bank
even if it had no bonds, and furnish the money of the country in this
way, by having those who wanted such money obtain it for actual
money in any bankable form. There is nothing mysterious about
this. Government money does not have to be in the form of $1 bills,
used for pocket money. It can be for $100,000,000 credits added on
the ledger of a Government-owned bank, of which the United States
is responsible exclusively, without any private ownership whatever.
The Government must have its own agency undiluted and uninter
fered with by the specious plea of private ownership of the instru
ment througn which the United States discharges its constitutional
duty to issue money and regulate the value thereof.
While the reserve banks are in private ownership, it will be neces
sary to remember that the earnings on the bonds bought would be
long to the member banks who owned the stock. Therefore, the
savings to the Government, both of interest and amortization on
these bonds, would not accrue, and the benefits arising therefrom
in the matter of interest would go to the member banks in violation
of the fundamental purpose of the Federal Reserve Act of 1913,
which provided that all earnings should go to the Government of
the United States, except a reasonable interest on the stock. This
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law was Amended by the Seventy third Congress topass the proRte to
the surplus of the Federal Reserve banks. This, of course, must
be changed i n any event, in order to deal justly with the Government
itself. When the Government owns the banks this difBculty vanishes,
and the Government will g e t the benefit of both the interest and
A m o r tiz a t io n payments, which would be necessary.
It is the first step to have the Government of the United States
furnishing the money that the country requires, and the Constitution
provides. You are required to c o i n money and regulate the value
of it, and you c a n only do it by furnishing the supply o f money.
You c a n d o that by A c r e d i t instrument from the Treasury of the
United States, convertible into legal tender on demand, just a s well
as you c a n on bonds. Suppose the Treasury of the United States
g a v e a c r e d i t n o t e to the Federal R e s e r v e b a n k , c o n v e r t i b l e into
legal tender on demand. They are not going to demand legal tender
becA U se they do not w A n t that much pocket money, but suppose they
do that, they c a n use the c r e d i t to buy t h e bonds with a n y h o w .
Can't they!
Mr. HANCOCK. Yes; maybe I understand your point. It is a
pretty deep subject for me to comprehend. I will have to do some
more thinking And studying. My mind is open, I am happy to say.
M r . O w E N . I d o n o t t h i n k i t is d e e p , b u t t h e o n l y t h i n g is , it
r e q u ir e s a t t e n t io n . Y o u c a n n o t u n d e r s t a n d a n y t h i n g w i t h o u t g i v i n g
i t s o m e a t t e n t io n , a n d t h e l i f e o f a C o n g r e s s m A n is s o b e d e v i le d b y
o u t s i d e t h i n g s , t h e y A re d o i n g f o r t y th o u s A n d t h in g s A t o n c e , a n d I
w o n d e r h o w t h e y d o g o d o w n d e e p l y i n t o A q u e s t io n o f t h is s o r t.

Those who Are opposed to the administration banking bill of 1935
will strenuously urge the im p o r t a n c e of delay. They will offer no
m e a n s of giving the country relief from its great distress.
They
will urge with le a r n e d words t h a t a bank has a very d e lic A te m e c h 
anism from which All sorts of unexpected results mAy follow unless
the banking laws are framed by a committee of experts such as the
e c o n o m i s t s ° n a t i o n a l committee on monetary p o l i c y , heAded by Pro
fessor K e m m e r e r , Professor Spahr, Dr. H. Parker Willis, and others.
These gentlemen will urge delay without offering any immediate
remedy. They will insist upon letting nature take its course; letting
the creditor take over the mortgaged property of the debtor at half
its value. These g e n t le m e n , whether consciously or unconsciously,
voice the views of our leaders of Rnance, under whose guidance this
country suffered the enormous losses innicted for the last 15 years
by its great depressions ignorantly caused by expansion and illconsidered contraction of our national money supply by privatelyowned banks moved into action by propaganda.
These representatives of the views of financial leaders, and who
generally owe their bread and butter to generous endowments, will
also strenuously urge thAt the existing order of manufacturing and
expanding money And contacting money by privately-owned banks
is the only way; that no man can prevent bull movements or bear
movements; that they are inevitable, due to the laws of human
nature, and that the Government should let them alone.
T h e y w i l l d e n o u n c e t h e i d e a o f t h e G o v e r n m e n t p e r f o r m i n g it s
c o n s t it u t io n A l d u t y t o c o i n m o n e y a n d r e g u l a t e t h e v a lu e t h e r e o f ,
a n d th e y w ill d e n o u n ce th e p r e se n t b ill as s e tt in g u p a s u p re m e

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

570

BANKING ACT OF 1 9 3 5

dictatorship in Mr. Roosevelt, who could, they assert, through the
exercise of his political control of the Federal Reserve Board,
dictate the conditions of life and death, not only to the banks, but
to every business man in the country. They urge that this political
control of the banking system, and the issuance and regulation of
the value of money, would give the powers of life and death over
business. But they fail to realize that the American people have
their choice only between public control and private control. They
fail to see that private control is swayed by press propaganda, from
extreme optimism to extreme pessimism; from a bull market to a
bear market, and that these conditions give the speculators, the
moneychangers of the country, the opportunity of depriving unin
formed people of the proceeds of their labor.
They oppose Congress exercising what they call "political con
trol ", which the Constitution imposes as a duty on Congress. Po
litical control, when wisely exercised by Congress, would assure the
most beneficent results when Congress, in exercising its political
power and its political control, imposes a legislative mandate on
the Federal Reserve Board and the Federal Reserve banks, requir
ing them by law to provide the country with an adequate supply of
sound money of uniform debt-paying, purchasing power, as Presi
dent Roosevelt promised the country.
Our dangerous expansion of credit preceding the recent depres
sion was not in the commodity markets, or the field of production,
for the general price level actually went down to 98. Our dangerous
expansion was produced in making loans for unproductive or specu
lative purposes in the security exchanges, supplemented by about
3 billions of foreign money attracted by usurious rates on call on
the stock exchanges. This forced market price of stocks far beyond
a price justified by earning power. Our Government should have
power to control such operations which are so dangerous to the
public interest.
Such legislative mandate would deprive the Federal Reserve
Board, or the President himself, of the power of using the system
with partiality or partisan discrimination.
The Goldsborough bill of 1932, declaring the policy to restore
and maintain the purchasing power of the dollar on the average
commodity index of 1921-29, and directing the Secretary of the
Treasury, the Federal Reserve Board, and the Federal Reserve
banks to make effective this policy, is a complete answer to the
argument that the present administration bill could be used for
partisan or selSsh political purposes, because it is only necessary
to insert this legislative mandate to meet these charges of possible
partisan partiality.
This Goldsborough bill passed as stated by a vote of 289 to 60;
172 Democrats and 117 Republicans supporting this benign, intelli
gent, and patriotic policy.
The opponents of the administration will urge that all will be
well, and our country will be restored to prosperity, if we merely
go back to the Gold Standard Act of March 14, 1900, a standard
of weight and not of value; a standard which has fluctuated from
an index of 145 in May 1913 to 60 in May 1920 to 166 in February
1933. Even Prof. Kemmerer, who is chairman of the economists?
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national committee on monetary policy, had this to say as president
of the stable money league, in December 1927:
* * * The world sooner or later must either learn how to stabilize the
gold standard or devise some other monetary standard to take its place.
There is probably no defect in the world's econom& organization today more
serious than the fact that we use as our unit of value, not a thing with a
axed value, but a fixed weight of gold with a widely varying value. In a
little less than a half century here in the United States, we have seen our
yardstick of value, the value of a gold dollar, exhibit the following gyrations:
From 1879 to 1896 it rose 27 percent, from 1896 to 1920 it fell 70 percent, and
from 1920 to September 1927 it rose 56 percent. If, figuratively speaking, we
say that the yardstick of value waa 36 inches long in 1879, when the United
States returned to the gold standard, then it was 46 inches long in 1896, 13 ^
inches long in 1920, and ^s 21 inches long today.

This stable-money league was backed up by important names in the
industrial and financial world such as Owen D. Young, Russell C.
Le&ngwell, John Hays Hammond, the late George Eastman, and
Paul M. Warburg, Waddill Catchings, James H. Rand, Jr., Henry
A. Wallace, Malcolm C. Rorty, Frederic A. Delano, Charles Evans
Hughes, Elihu Root, Otto H. Kahn, Roland W. Boyden, and George
M. Reynolds.
Mr. HANCOCK. I am sure all the members of the committee have
enjoyed hearing you.
Mr. OwEN. I enjoy it, I am sure.
The CHAIRMAN. We must thank you for your very able state
ment.
Mr. O w E N . I thank you, Mr. Chairman, and the members of the
committee.
The CHAIRMAN. We will adjourn until tomorrow morning at
10:80.
(Whereupon the committee adjourned until 10:30 a. m., Monday,
Mar. 25, 1935.)

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

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

BANKING ACT OF 1935
M ONDAY, M ARCH 35, 1935
H O U S E O F R E P R E S E N T A T IV E S ,
C O M M IT T E E O N B A N K I N G

AND CURRENCY,

W%3Am<7%<7%, A

<7.

The committee met at 10:30 a . m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. The committee will come to order. We have
with us this morning Mr. O'Neal, the president of the American
Farm Bureau Federation.
We are glad to have you discuss this bill, Mr. O'Neal. You may
proceed without interruption, as far as you see Rt, after which the
members desire to interrogate you.
STATEMENT BY EDWARD O'NEAL, PRESIDENT AMERICAN FARM
BUREAU FEDERATION

Mr. O'NEAL. Mr. Chairman and members of the committee, my
name is Edward A. O'Neal. I am president of the American Farm
Bureau Federation, with 35 State farm bureaus throughout the
United States. Our headquarters are in Chicago, 111., and we have
a Washington o8ice.
I am a farmer from Florence, Ala., and own and operate a 2,900acre farm on the Tennessee River in north Alabama.
Mr. Chairman and gentlemen of the committee, the courtesy of
Chairman Steagall and your committee in granting us two sessions
to explain further our advocacy of the signiRcant principles and
applications of the commodity dollar is higmy appreciated. Permit
me to express my appreciation for this courtesy.
Under the leadership of your committee, Congress has made an
excellent start, through the banking bill of 1935, in revising exten
sively some of the banking and monetary laws of our Nation. To
keep abreast of this progress, I believe it is within reason and logic
to include in this measure one of the most important aspects of
monetary reform which we have had under consideration for 20
years.
I refer to the commodity dollar, frequently called "the honest
dollar." The proposed banking act of 1935 provides more eSicient
and more adaptable banking machinery for tne United States than
we have ever had before. I stress the fact, however, that in the
revision of this bankihg machinery we should not commit the un
pardonable error of setting up an elBcient banking machine without
providing the proper kind of a dollar for this machine to handle.
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We have reached an important crossroad in our recovery program.
We are confronted with decisions of national policy upon which the
success or failure of the recovery program is predicated. Our
problem cannot be cured by hysterical and demagogical panaceas*
Neither can they be cured by any temporary or artificial means.
For example, to aid us in obtaining satisfactory prices for what
we produce, so that we can become larger purchasers of commodities
which others sell to us, we need a mechanism more permanent and
more applicable than the tariff. This superior mechanism, the com
modity dollar, will aid us in solving problems relating both to our
domestic and foreign markets. Fuilhermore, that monetary reform
which includes the commodity dollar is as broad as the Nation itself.
There is nothing local or sectional in it. And, in addition, it ramiBes
itself into the international picture.
The problem for us to determine is this: What shall we do to
raise commodity prices so as to bring economic recovery to all!
Shall we accomplish this goal by a further devaluation of the dollar!
Or, shall this recovery come through enormous outlays of Treasury
appropriations for public works, supplemented by credit expan
sions! In which direction does the road to real recovery lie! This
question is of vital concern to every American citizen and to every
American industry. Upon the solution of this question is predicated
the very security of our Nation.
Because the American Farm Bureau Federation has taken the
leadership in the solution of our monetary problems, particularly in
their effect upon commodity prices, I ask for the privilege of read
ing into this record the resolution adopted at the sixteenth annual
convention of the American Farm Bureau Federation, held in Nash
ville, Tenn., December 12, 1934. The resolution, under the title of
" Honest Dollar ", is as follows:
Be
reaohred, That we urge the President to make full use o f the powers
granted him to raise the price o f gold to the limits prescribed by Congress, to
the end—
1. That commodity prices may be raised in line with the debt level and axed
costs.
2. That all business may be increased with resultant increase in employment
and decrease in the huge expenditures for relief.
3. That equities may be restored in farms, homes, and investments.
4. That homes and other buildings may be made possible.
reached, That go id certiticates be issued against the proHt
accruing to the Government in the revaluation o f gold.
Be
ftiWAer reso2i?ed, That we urge upon the President that he meet the
too often demonstrated need for a sound and honest dollar that wiU have a
stabilized purchasing power from year to year and from generation to
generation.
This is not the Hrst time an economic calamity has visited our Nation, fo r
in a lesser degree it happened in 1837, 1873, and 1893, and it is high time that
farm organizations secure legislation o f a curative and preventative nature.
Men live at most 60 and 70 years and unless we recognize the cause o f de
pressions and fortify ourselves against their recurrence, the millions o f boys
and girls who are now growing into manhood and womanhood will be forced
to spend 10 to 20 years of their lives in distress such as we are now
experiencing.
On the completion o f the reHation program we demand that the necessary
legislation be enacted to establish the dollar on a commodity basis, and
maintain it as a stable measure o f value.

In my judgment, the most effective step to take at this time to
expedite national recovery is to further devalue our dollar to a nor
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mal level, and restore a normal balance to our price structure. This
will permit the production and exchange of goods and services on a
normal basis. It will provide employment. It will bring about
resumption of trade.
To accomplish these ends, the American Farm Bureau Federation
proposes:
1. That the dollar be devalued by raising the price of gold, thereby
reducing the gold content of the dollar, until the normal level of
purchasing power is restored to the dollar.
2. That Congress establish, as the goal of our monetary policies,
a scientific unit of value which will be constant in value, and which
will serve as a fair measure of value for the exchange of goods and
services, comparable to scientific units of weights and measures.
In explanation of these proposals, permit me to point out, first,
why further devaluation of our dollar is needed; second, what bene
fits may be expected from such devaluation; third, why such de
valuation will be more effective in hastening economic recovery
than can be anticipated from other proposed measures of relief.
We have made splendid progress toward recovery. The crucial
crisis confronting our Nation in February 1933, has passed. The
purchasing power of farmers and workers has been greatly increased.
Unemployment has been reduced somewhat. Industrial production
and profits have expanded. Bank deposits have increased. In gen
eral, the economic picture today is much brighter than it was 2
years ago.
However, we face the sober fact that our Nation still has a long
road ahead of it before it reaches the goal of real and substantial
recovery. A major economic collapse today would entail much
graver consequences than ever before because the public debt is far
greater. Destruction of public confidence at this time would result
in chaos.
Despite the increase in farm purchasing power, farmers today, as
a whole, are receiving little more than a subsistence income. Their
returns are far below what is necessary to enable them to purchase
industrial goods in terms of a normal demand by agriculture.
Agriculture's total gross income in 1934 was approximately $7,000,000,000. This is still far below agriculture's income in 1929, which
was $11,900,000,000, and a long ways from agriculture's income for
1919, which was $16,900,000,000. Farmers cannot repair their homes
and farm buildings, cannot buy fencing material, cannot replace
worn-out machinery, and cannot improve their farm lands adequately
on the basis of the present farm income.
Industrial production, trade, and finance are still far below nor
mal levels, according to various business indicators. The Depart
ment of Commerce's Survey of Current Business shows that department-store sales are only 61 percent normal, freight-car loadings are
61 percent of normal, crude-steel production is 52 percent of capac
ity, December 1934 factory pay rolls were 63.2 percent of normal,
pay rolls in the wholesale trades were 64.8 percent of normal.
According to data published by the Federal Reserve Board for
December 1934, the index of industrial production in the United
States was 78 percent of normal; the index of marketings of agri
cultural products was 73 percent of normal. The index for 1923-25
equals 100.
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Today's dollar is still too dear, in terms of goods and services, to
permit a normal exchange. The purchasing power of the dollar is
still too high to permit a normal interchange of goods. The result
is a low level of production for industry and a high rate of unem
ployment. So long as the general price level of commodities re
mains low in relation to the dollar, farmers cannot make enough
proRts to absorb the goods which industries would normally produce.
Under these conditions, industries cannot resume a normal level of
production and thereby absorb the unemployed.
Since February 1934, when the dollar was devalued by raising the
price of gold to $35 per ounce, we have had virtually a de facto sta
bilization of our currency, with the price of gold remaining at that
level. During this period we have been consolidating the gains
resulting from the devaluation of the dollar and the restoration of
commodity prices, supplemented by other recovery measures.
Under the existing value of the dollar in relation to commodity
prices, debts, and wages, we seem to have gone about as far toward
recovery as is possible. Without further devaluation of the dollar,
to restore commodity prices to normal levels, complete or permanent
recovery cannot be obtained.
To stabilize our dollar permanently at the present level would be
ruinous. It would result in freezing our economic structure on a
maladjustment basis. Ultimately such maladjustment would destroy
the recovery program. No hope for permanent recovery can be had
in a stabilization program which includes, at one and the same time,
a general commodity price level of 115, a farm price level of 107, a
price level of 126 for industrial goods bought by farmers, and an
industrial wage level of 188. Only when and if a fair and equitable
adjustment is established for all these indices can there be a normal
exchange of goods and services.
To substantiate my reasoning I want to read into the record a
statement made by Dr. G. F. Warren, nationally known economist,
in an address before the Association of Land Grant Colleges, Wash
ington, D. C., on November 20,1934. The statement follows:
The only desirable price level is the price level to which the internal affairs
o f the Nation are most nearly adjusted. After 4 years o f deflation there were
only two possible ways to proceed. One was to lower those things that
had not declined. The other was to raise those things that had fallen. When
ever prices rise raw materials rise more rapidly than manufactured goods.
I f prices rise high enough, yaw materials become high in proportion to manu
factured goods. Some persons have thought that relation called for an in
crease in prices o f monopoly goods and wages that had declined very little.
In general, such increases are not sound economically and would not be ex
pected to occur by committee action.
W hile our prices o f basic commodities have risen to the English level, English
wages have been approximately stationary at the index &gure which also held
fo r this country before the recent advance. Recovery is aided by placing em
phasis on volume o f business and volume o f employment rather than on wage
rates and prices o f manufactured goods when the volume o f business and
employment is abnormally low.

One of our most serious mistakes has been that we did not carry
our monetary program far enough. We stopped too soon in ad
vancing the price of gold, and in getting the dollar down to the
proper level. As a result, basic prices were not raised enough to
make farmers and producers of other basic commodities prosperous,
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or to give them sufficient buying power with which to purchase a
normal volume of the goods of other industries.
Other nations have gone farther than we have in revaluing their
currencies, and have consequently enjoyed a greater measure of eco
nomic recovery. The price of gold in the United States has been
raised 69 percent compared to 190 percent in Japan, 116 percent in
Argentina, 108 percent in Australia, 107 percent in New Zealand,
103 percent in Denmark, 93 percent in Finland, 76 percent in Swe
den, and 65 percent in England.
Quoting Dr. Warren again:
These countries that were forced to, or had the judgment to, start reflation
Rrst have fared best. Australia and the Argentine left the gold standard in
1929 and avoided a large part o f the depression. England left the gold stand
ard September 21, 1931, and avoided the worst part of the depression. The
United States continued until our entire credit structure collapsed. After such
a wreck, recovery is a slow and painful process.
Had we followed the example of England in 1931, conditions would be very
different. England had been working toward recovery for 3 years. We there
fore had a much more serious injury to recover from, and about half as much
time within which to recover.

Failing to compete the devaluation of our dollar to a normal level,
we are still at a disadvantage with our competitors in selling our
goods in foreign markets. For example, how can our wheat farmers
nope to compete successfully in world markets with Argentina when
she has devalued her currency 116 percent, compared to our deval
uation of 69 percent, which enables her to undersell us!
So long as buyers of commodities in the world market can pur
chase exports of Japan, Argentina, New Zealand, Australia, Den
mark, and our other principal competitors in such markets at lower
prices than they can buy our goods^ due to the higher value of our
money, we will always be at a distinct disadvantage in selling our
goods abroad.
The primary cause of the maladjustment of our price structures
was the tremendous rise in the value of gold which led to the collapse
of commodity prices. The investigations of Dr. Warren and Dr.
Pearson have established conclusively the close relationship existing
between gold and the commodity price level. These studies, covering
a 75-year period prior to the World War, show that when monetary
stocks of gold increased faster than the production of other com
modities, prices rose; but when stocks of gold increased less rapidly
than the production of other goods, prices fell.
From 1914 to 1928, world monetary stocks of gold increased about
38 percent and the world's volume of production also increased 38
percent. With the outbreak of the World War, the demand for gold
was greatly lessened because most of the gold using countries left
the gold standard.
According to Dr. Warren and Dr. Pearson, under this relationship
we might ordinarily expect prewar prices. Actually, however, prices
in terms of gold, throughout the world were 40 to 50 percent above
the pre-war level. Obviously, if the entire world returned to the
prewar gold standard, this price level could not be maintained in
terms or gold. Therefore, when all the gold-using countries began
to return to the gold basis, a collapse of commodity prices was
precipitated.
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On April 1,1924, Sweden returned to the gold basis; Germany, late
in 1924; Italy and The Netherlands on April 28, 1925; Belgium on
October 25, 1926; and France on June 25, 1928* The increased bid
ding for gold, resulting from the action of these countries in return*
ing to the gold basis, brought about a tremendous increase in the
vaJue of gold.
In the United States the value of gold began to rise in 1926,
Between then and 1933, the value of gold more than doubled in our
country. Since our currency was still on a prewar gold basis, this
meant that other commodity prices, expressed in terms of gold, were
cut in half.
Under these conditions, if we kept our currency at a prewar ratio
to gold, we had to go either through a complete process of devalua
tion, or revalue our currency. There was no choice. We either had
to devalue prices, wages, taxes, real-estate values, freight rates, utility
rates, salaries, bank deposits, and practically everything else, or re
value our currency.
Unfortunately, we waited until the Nation was on the brink of ruin
before we stopped this cruel and destructive process of devaluing
of goods and services. As a result, our entire economic structure
was completely dislocated.
However, prices of all commodities did not drop alike. According
to data published by the United States Department of Agriculture,
covering the period from 1929 to the spring of 1933, prices of various
commodities dropped as follows: Agricultural commodities, 63 per
cent; agricultural implements. 6 percent: motor vehicles, 16 percent;
iron and steel, 20 percent; automobile tires, 33 percent; textiles. 45
percent; food products, 49 percent. Fixed charges, such as debts,
taxes, interest, utility rates, and other costs declined comparatively
little. Basic commodities and raw materials suffered most. The
prices of these commodities fell more rapidly and dropped much
lower than the prices of finished materials.
The actions of President Roosevelt, in the spring, summer, and fall
of 1933, in placing an embargo on gold exports, withdrawing gold
from circulation, abandoning the gold standard, and devaluing the
dollar by increasing the price of gold, stopped the deflation, started
prices spurting upward, and gave a tremendous impetus to agricul
tural and industrial recovery.
His actions produced the greatest recovery of prices in any one
comparable period in our history. Farm prices and prices of other
basic commodities rose faster than the general commodity price level,
thus tending to restore price equilibrium.
This process of readjustment of our general price structure has
been deterred, however, by the de facto stabilization of our dollar
during the past year. Until the dollar is devalued to a normal level
in its relation to commodities, debts, and services we cannot expect
the restoration of a normal balance in our commodity-price structure.
Until we restore such a balance we cannot have a normal exchange of
goods and services.
Now, I come to the question of whether devaluation of the dollar is
an effective instrument in restoring a normal equilibrium to our
price structure. The best evidence in support of this thesis is the
record of what has happened to date as a result of such revaluation
as we have had.
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What would have happened if there had been no devaluation of
our dollar! Supposing we had kept our dollar tied to gold at its
pre-war value on the basis of $20.67 per ounce. According to the
Sauerback-Statist index of wholesale prices for the United States,
as revised by Warren and Pearson in Gold and Prices, at page 182,
the average index of wholesale prices in the United States in terms
of gold in December 1934 was 62 percent of the 1913 price level,
or 7 points lower than in February 1933, when the index was 69.
In other words, if there had been no devaluation, and our prices
were still based on the pre-war value of gold, our price level now
would be lower than it was in February 1933, when the Nation was
confronted with ruin. Instead of this situation our price level, in
terms of our revalued currency, was 104 percent of the 1913 level.
Without reflation, it is doubtful whether our country could have
withstood the shock of completing the paralyzing deflationary pro
cesses which were brought to a halt in March 1933 through the action
of President Roosevelt in first abandoning the gold standard and
later in revaluing our dollar. Without reflation the Nation would
have faced bankruptcy.
In 1929 our total wealth was estimated at 362 billion dollars, and
our total public and private indebtedness at 203 billion dollars, or 56
percent of our total wealth. Then came the terrific decline in com
modity prices which forced down the values of property and securi
ties until by 1932 our national wealth had shrunk to 247 billion
dollars while our debt has decreased to about 175 billion dollars, or
71 percent of our total assets.
Warren and Pearson state that—
at the actual market prices in the winter of 1933 the property of the country
was probably worth little more than debts. Such a condition o f universal bank
ruptcy was worse than anything which had ever occurred in the United States.

How could farmers pay their debts or even buy the bare necessities
of life with wheat at 15 and 20 cents per bushel, corn at 10 cents per
bushel, eggs at 10 cents a dozen, butter at 15 to 20 cents per pound,
and cotton at 5% cents per pound ? The decline in commodity prices
destroyed farm buying power. This, in turn, cut off the market for
the goods of the city, throwing millions out of employment. Great
numbers of farmers and business men were thrown into bankruptcy
by declining prices and high fixed charges.
The deflation of commodity prices inevitably brought about defla
tion of property and security values, wiping out equities back of loans,
throwing banks into insolvency, demoralizing values generally until
our whole Bnancial structure collapsed. Banking and finance were
paralyzed. Only the courageous and decisive action in abandoning
the gold standard and in revaluing the dollar saved our Nation from
absolute ruin.
* On March 6 the gold standard was suspended but our dollar was
pegged at its pre-war gold value in foreign exchanges by means of
gold exports. On April 19 the pegging operations were stopped and
the value of the dollar immediately M l, seeking its natural level of
value in foreign exchange.
This ended deflation. Commodity prices immediately responded
with a tremendous surge upward. Security values also soared up
ward under a tremendous volume of trading on the exchanges. Con-
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Rdence once more had been restored to commodities and property.
Orders for goods began to pour in; factories reopened, providing
employment for millions of unemployed. At last the Nation was on
the road toward recovery.
On May 12 the Agricultural Adjustment Act was approved by the
President, including title III, the so-called " Thomas amendment "
authorizing the President to devalue the dollar by changing the gold
content up to 50 percent. On June 5 the President approved the act,
canceling the gold clause in all public and private contracts.
During the late summer and fall of 1933 a reaction resulted from
speculative activities and heavy buying of advanced requirements,
which had forced prices upward farther than justifiable. Prices,
particularly of basic commodities, slumped.
Up to this time there had been no actual devaluation of our dollar
in the sense of reducing its gold content. The disastrous slump in
prices in October warned of the necessity for further action in adjust
ing the dollar to a normal level of value. Accordingly, on October 22,
President Roosevelt announced that, in furtherance of his previously
declared policy of restoring commodity prices and establishing a
stable unit of value, the United States was determined to " take Srmly
in its own hands the control of the gold value of our dollar."
To further this end he authorized the Reconstruction Finance Cor
poration to buy gold newly mined in the United States at prices to be
determined from time to time and to buy and sell gold in the world
market. Purchases of gold began on October 29. This action
checked the decline in commodity prices.
On January 30,1934, the President approved the Gold Reserve Act
of 1934. On February 1 he issued an Executive order reducing the
gold content of the dollar to 15%i grains of gold nine-tenths Rne,
which was equivalent to changing the price of gold to $35 per ounce.
What was the result of these actions m revaluing our dollar ? From
February 1933 to February 1934 the price of gold in the United States
advanced 69 percent above par and Mie wholesale prices of basic com
modities, according to the Journal of Commerce Index, advanced 67
percent. What better evidence can I offer of the effectiveness of
revaluation of the dollar in restoring commodity prices!
The restoration of commodity prices increased the buying power
of farmers and other basic producers, stimulated factory production,
and increased trade. Reference to a table which I will append to
this statement, entitled " Percent of Change in Business Activity ",
shows the tremendous impetus given to lousiness revival through
dollar revaluation.
Net railroad operating incomes increased 193 percent. New orders
for machine tools increased 473 percent. The operations of pig-iron
furnaces increased 145 percent. Construction contracts increased 88
percent. Commercial failures decreased 56 percent. Faith and con
fidence returned to the people.
Our attempts to maintain our dollar at its pre-war value had im
periled our foreign trade. Our exports had slumped to extremely
low levels. Most other nations had depreciated their currency, mak
ing it dif&cult for us to sell our goods in foreign markets and mak
ing it easier for other countries to sell their goods in our own mar
kets, despite our high tariff barriers.
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Revaluation of our dollar immediately stimulated our exports,
and retarded the Rood of foreign goods pouring into our own mar
kets. During this 1-year period tne value of our exports increased
60 percent. Our distinguished Secretary of State, the Honorable
Cordell Hull, addressing our Nashville convention, called attention
to this fact, saying:
Now we all recognize that the dollar, being cheaper internally, was of the
greatest aid to our exports— especially our agricultural exports— for foreigners
then could obtain, at a lower rate of exchange, doUars with which to buy our
goods.

Contrary to the dire predictions of the deflationists, the revalua
tion of our dollar did not destroy public confidence. It restored it.
It did not undermine the public credit. It bolstered it It did not
ruin the market for stocks and bonds. It restored the value of stocks
and bonds.
The value of all stocks listed on the New York Stock Exchange
rose from $19,700,986,000 on March 1, 1933, to $36,348,748,000 on
July 1, 1933, and to $36,657,647,000 on March 1, 1934, or an increase
of 72 percent in the 1-year period.
The value of all bonds, not including Government securities, listed
on the New York Stock Exchange rose from $10,793,948,000 on
March 1, 1933, to $12,934,469,000 on July 1, 1933, and to $13,792,675,000 on March 1, 1934, or an increase of 29 percent in the 1-year
period.
The increase in the values of these securities has helped to make
safer the investments in life insurance, the collateral back of loans,
and, therefore, the actual solvency of our banks.
Now, that the program of revaluating our dollar has succeeded
so well to date, there should be no hesitancy in finishing the task*
It is imperative that this be done so that prices can be brought back
into equilibrium. As Walter Lippman points out:
There is no other way that recovery will take place. Trade is an exchange
o f goods. If some products fall violently in price and others do not, the ex
change cannot take place. To it [rebuilding the price structure] we owe what
recovery we have achieved.

We recognize, of course, that revaluation of our dollar is not the
sole cause of recovery. As Dr. Warren points out, there are five
factors in determining the price level of commodities, the supply of
and demand for gold, the supply of and demand for commodities,
and changes in the prices of gold. Under the agricultural adjust
ment program, we are adjusting the supplies of commodities to
market demands. The other factors influencing prices must be regu
lated through a monetary program.
To complete the task of national economic recovery, I earnestly
recommend to this committee and to Congress the monetary program
of the American Farm Bureau Federation, to which I have already
specifically referred. That program calls for the regulation of the
value of our money by establishing, 8rst, a definite monetary policy,
and, second, by creating the machinery with which to attain the
objective desired.
The President now has the authority under the Gold Reserve Act
to raise the price of gold from $35 per ounce to $41.34 per ounce.
It would appear desirable to give the President further latitude in
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changing the price of gold, to meet any emergency that might arise,
inasmuch as he has already used this power within 18 percent of
the maximum limit, and there is still a considerable way to go yet
before complete recovery is reached. Then, too, there is always the
possibility of further devaluation by foreign countries, which would
place us at a serious economic disadvantage.
The most eminent Rnancial authorities tell us that, wherever a
nation abandons the gold standard and adopts a managed currency,
it can establish any price level it sees St. On October 3, 1934, the
New York Times carried a press dispatch from London, quoting a
statement made by Neville Chamberlain, Chancellor of the Exchequer,
in an address to London bankers, in which he said that Great
Britain's program " has delivered the goods."
He told the bankers that England will keep the pound sterling
independent of other currencies, and demonstrated how this program
has operated to improve economic conditions in Great Britain. He
emphasized the fact that it was not desirable to attach too much
importance to the maintenance of sterling at any particular level.
He declared, as quoted in this press dispatch:
W e never attempted, and are not now attempting, by means of an equaliza
tion fund, to Rx exchange at a given point or to maintain it even within
fixed limit o f values in the face of and in opposition to seasonal or other
powerful influences.

President Roosevelt has declared as the objectives of the adminis
tration's monetary policy, 6rst, the reestablishment of the commodity
price level to a normal level; and, second, the establishment of a
commodity dollar that will be constant in purchasing power.
In his message to the World Economic Conference, on July 2,
1933, President Roosevelt said:
Let me be frank in saying that the United States seeks the kind o f a
doUar which a generation hence will have the same purchasing and debt-paying
power as the dollar value we hope to attain in the near future. That objective
means more to the good o f other nations than a Axed ration for a month or
two in terms o f the pound or franc.

In his radio address on October 22 he declared:
FinaUy, I repeat what I have said on many occasions, that ever since last
March the definite policy o f the Government has been to restore commodity
price levels. The object has been the attainment of such a level as will
enable agriculture and industry once more to give work to the unemployed.
It has been to make possible the payment o f public and private debts more
nearly at the price level at which they were incurred. It has been gradually to
restore a balance in the price structure so that farmers may exchange their
products for the products o f industry on a fairer exchange basis. It has been
and is also the purpose to prevent the prices from rising beyond the point
necessary to attain these ends. The permanent welfare and security o f every
class o f our people ultimately depend on our attainment o f these purposes.

The declarations of policy of the President are in full accord with
the policies and recommendations of the American Farm Bureau
Federation for an honest dollar.
I have referred to the resolution adopted at the last annual con
vention of the American Farm Bureau Federation, urging the need
for a sound and honest dollar. This resolution has been incor
porated in bills introduced by Congressman Goldsborough at various
times before this committee. One of these bills, reported favorably
by this committee, was passed by the House of Representatives by
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an overwhelming vote, but killed by reactionary influences in the
Senate. I can distinctly remember my standing before this com
mittee, as far back as .1932, and pleading for this very same honest
dollar.
In the last Goldsborough bill—H. R. 170—as well as in former
ones, such as H. R. 8780, presented during the second session of the
Seventy-third Congress, the policies of the American Farm Bureau
Federation have been incorporated and to a large degree carried
out in existing legislation. It is to the credit of this committee that
it had the foresight and courage to fight for the Goldsborough bill.
As in the case of the Goldsborough bills, which for several years
have been the basis of our legislative method for obtaining the com
modity dollar, the so-called " Thomas amendment " to the Agricul
tural Adjustment Act, adopted May 12, 1933, during the extraordi
nary session of Congress in that year, has put into law most of the
policies which the American Farm Bureau Federation up to that
time, and the Goldsborough bills alike had advocated. For example,
we have said for many years that there should be a revaluation of
gold so that an ounce of gold would be altered in its value from time
to time to keep it more in line with the index numbers of commodi
ties. The Goldsborough bills introduced at various sessions of Con
gress have contained this provision. It has been accomplished
through the Thomas amendment in a manner which permits the
President to revalue gold.
To a certain extent President Roosevelt has revalued gold, but
has not proceeded to the full extent as authorized in the Thomas
amendment. This amendment also authorizes a larger circulation
of well-secured Treasury bills and other obligations of the United
States under safeguarded conditions as specified in the amendment.
The American Farm Bureau Federation has advocated this policy
also, and the Goldsborough bills, at different times, have contained
provisions permitting the issuance of well-secured circulating media.
The Thomas amendment, as title III of the Agricultural Adjust
ment Act, further provides that the President can give greater recog
nition to silver than it has received since the demonetization era m
the seventies of the last century. The Goldsborough bills have
provided that gold bullion, silver bullion, or both should be kept in
the Treasury vaults as the base upon which circulating media should
be issued. This has been done.
In the Thomas amendment, the President was authorized, at his
discretion, to set up and put into operation what is commonly known
as the " commodity dollar." This has been the main objective of
all of the Goldsborough bills for several years. The commodity
dollar has been the central policy of the monetary reforms urged
by the American Farm Bureau Federation for the last half decade.
Although I rejoice in all the monetary reforms which have been put
into enect I am not content, as the official spokesman for a great
farm organization, with just a partial program. Our organization
is asking that the entire program, as exempliRed in our resolutions,
policies, and recommendations, be put into effect.
The time is now ripe for Congress to exercise its constitutional
mandate to put the desired monetary policy for this country into
effect. Congress has placed discretionary powers in the hands of
the President to control the value of the dollar. Legislation now

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

584

BANKING ACT OF 193 5

is before this body proposing to enlarge the control of the Federal
Reserve Board over the volume and price of credit. But no objec
tive has been set as the definite goal of the Government's monetary
and credit policies.
Therefore, I appear again before this committee to support H. R.
170, introduced by Congressman Goldsborough, respectfully insisting
that the one great, outstanding feature of monetary reform which,
in my judgment, is more important and will be more elective in
raising commodity prices than all other monetary reforms we have
thus far received, be put into practical effect by incorporating the
principle of the commodity dollar as a part of the banking act of
1935.
On behalf of the American Farm Bureau Federation, I recommend
that Congress definitely declare its policy by the establishment of
the commodity dollar, restored to a normal value, and stabilized at
that value on a basis which will enable it to function as a fair me
dium of exchange. Surely Congress will not permit the reoccurrence
of those extreme fluctuations in the value of our currency which
have caused alternating periods of inflation and deflation. Surely,
we have learned our lesson during this depression from which we
are just emerging. We must be convinced now that steps must be
taken to prevent these economic catastrophes from occurring in the
future.
The way now is open. Never before have we had a more favor
able opportunity for establishing a stable medium of exchange.
Gold has been withdrawn from circulation and is now held as a re
serve back of our currency. It is now possible to regulate the value
of gold, and hence the commodity price level, by varying its price
in terms of gold from time to time. Now that gold is withdrawn
from circulation it becomes a simple matter to change the gold con
tent of the dollar merely by changing the price of gold expressed
in dollars. It is no longer necessary to coin gold dollars. Change
in the gold content of the dollar therefore can be adjusted without
the mechanical difEculty involved when gold coins were in circu
lation.
I want to call your specific attention to that portion of H. R. 170
which describes the commodity dollar. It is section 4, on page 7 of
the bill as printed. In discussing the declaration of policy relative
to the commodity dollar, so ably presented in this section, it occurs
to me that we should amend it at least in three ways. Then, when
it is put into effect, it will work with that precision which we expect
of it, in relation to improving commodity prices, and holding such
prices at more stable levels than they have been held at in tormer
years.
The Rrst amendment that I wish to suggest deals with the year
which should be used in measuring future commodity prices. TTM
year 1926, as started in the present oill, is not a very good yardstick
to use in measuring or determining what our future prices should be.
I confess that 1926 was a fairly good year for agriculture. But I re
member also that cotton and tobacco^ not to name any more crops,
were not very profitable that year. It seems to me it is much safer
to include a period of several years for determining what our com
modity prices should be rather than by comparison with one partic
ular year as being the desirable year.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 4

58&

Consequently, would it not be desirable to strike out the year
" 1926 " and insert in lieu thereof " 1921 to 1929, inclusive"!
The second amendment which I desire to present to the committee
relates to the use of an index which is commonly known as the " one
prepared by the United States Bureau of Labor Statistics." I am
not opposed to the use of that index for certain purposes. But it
has too many commodities in it which are under monopolistic control
and which influence this index unduly* The index is not fluid and
elastic enough to keep in step with the price changes experienced by
some of ourtasic products and raw materials.
Therefore, it seems to me to be advisable to give the regulatory
authority which is to administer the proposed act, whether it be the
Treasury Department, the Federal Reserve Board, or a separate
monetary authority, permission to formulate a special basic com
modity index. Therefore I suggest that somewhat of the following
language be included in paragraph (&) of section 4:
An index of the purchasing power of the dollar shall be compiled by authority
o f the Federal Reserve Board, or the Secretary of the Treasury, to contain
not less than 30 nor more than 50 major raw materials and basic products
entering into commerce and industry.

It is well known that raw materials and the basic products, includ
ing more than agricultural materials and products, tend to fluctuate
easier and with greater rapidity in price extremes than is true for
some of the manufactured products now included in the seven or
eight hundred commodities used by the Bureau of Labor Statistics in
making up its commodity index.
Another reason which I submit for limiting the number of com
modities is that too many of those now included in the list employed
by the Bureau of Labor Statistics are monopolistically controlled.
Such commodities do not properly reflect the true price situation of
the raw materials that enter into these products, or of the basic
products which they represent when offered for sale.
The amendment I have suggested would have the effect of making
the commodity dollar mechanism very sensitive to price changes. If
we should adopt a mechanism which would require revaluation of
the dollar too often, as a method of keeping its purchasing power in
line with the wholesale prices of the commodities used in the index,
we might run into some danger of facing an impractical situation.
I recommend, therefore, that the adjustment of the value of the
dollar in relation to wholesale prices of commodities should be made
virtually automatic to changes in the general commodity price level.
To make this plan automatic in its operations, may I suggest a
third amendment, which might be known as "paragraph (d) of
section 4 ", and which would read as follows:
When this index o f commodity prices fluctuates 10 percent above or below
the average index of all commodities for the period 1921 to 1929, inclusive, the
authority shall adjust the purchasing power o f the dollar by increasing or
decreasing the number o f grains of gold in the dollar, or by increasing or
decreasing the price of g o ld : Prodded, That after 2 years from the date this
act becomes effective the authority shall adjust the purchasing power o f the
dollar when the index o f commodity prices fluctuates 5 percent above or below
such index.

The purpose of this amendment is to provide a tolerance for 2
years of 10 percent above what I call the index of wholesale prices,
or below that index; in all, a tolerance of 20 percent. It may be

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

586

BANKING ACT OF 1 9 3 5

advisable to give the administrative agency of the proposed act
some latitude in changing the value of the dollar. We do not want
to revalue the dollar every time there is a variation of a triRing
percent above or below the index.
To start with, 10 percent tolerance seems logical. After 2 years
of operation, however, the tolerance should drop to 5 percent.
Thereafter, if the prices on the commodities used should vary less
than 5 percent from the commodity index, nothing would be done
about it by the administrative agency. The administrative agency
would adjust the purchasing power of the dollar only when there
was a variation of 5 percent above or 5 percent below the index.
These amendments do not in the least change the basic principles
of our declared policy for this monetary reform. They are merely
designed to make it easier to administer the policy we advocate.
I believe the plan we are advocating is the soundest and most
effective way to achieve the goal we have sponsored for a long time.
It is the plan we have tried out so successfully during the past 2
years. It has proved its worth in our most severe financial and
economic crisis. Any plan which can check the worst deflation in
our history and bring about the greatest price restoration in the his
tory of this country is not only worth continuing but should be
perfected as a permanent monetary policy.
Adoption of this plan, which is most fundamentally sound, will
go far in heading off movements for inRation by the printing-press
methods. It is not necessary to discuss the disastrous results which
always follow in the wake of inRation by the printing-press route.
Yet, in view of the fact that many of our citizens are beset with
Rnancial difEculties, and are exorted constantly by demagogues
promising easy money by the simple process of printing it, the move
ment for this unsound inRation may reach alarming proportions
unless sound action is taken immediately to correct present malad
justments.
In conclusion, let me appeal to this committee and to this Congress
and to the President to take speedy action in the completion of the
declared monetary policy of this administration as voiced by Presi
dent Roosevelt. 1 want to urge haste in restoring a normal balance
to our price structure.
Our public debts have grown rapidly. Today 20 million people
are on governmental relief. Ten million citizens are still unem
ployed. Our price structure is out of balance. It is impossible to
resume the normal exchange of goods and services. To many of our
distressed citizens, ready for desperate remedies, no matter how
badly conceived they are, or how certainly they are doomed to fail
ure, unsound and pernicious plans are being offered almost daily.
The situation is a critical one and requires speedy action with which
to meet it.
I f this action is taken along the lines we recommend, farmers can
once more buy the goods of industry. Producers of basic commodi
ties, with proRts in sight and orders contemplated, can resume
normal operations. The unemployed can once more have the op
portunity of going to work. Government unemployment subsidies
can be eliminated. Increased income and increased property and
security values will yield greater tax revenues, making it possible to
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balance the governmental budgets, and perhaps even begin paying
oif our accumulated debts.
The best way to prevent our country from being forced into ex
treme measures, either by the pressure of unbalanced budgets and
unemployment, or by the popular clamor that may be aroused in
support of ill-advised schemes, which will ultimately destroy our
chances of immediate recovery, and possibly bring us to ruin, is to
speed up the monetary program which President Roosevelt an
nounced in 1933, and which has proved to be so potent in stimulating
recovery to the degree in which it has been employed to date.
I thank you, Mr. Chairman, and gentlemen, for your patience in
listening to me.
I submit the following tables as a part of my statement:
-Percent cUMMtpe w

a c tiv ity F e B rv a r y 193# to F 6& rnary

[From Gold and Prices, Warren and Pearson]
February 1933
Machine tools, new orders, index.........................................
Net railroad operating income................................. .............
Price second-grade rail bonds, percentage of par......... ......
Corporation proBts *........... ......................... ............. ...........
Pig-iron furnaces in blast, capacity, long tons per day—
Pig-iron production, long tons........................... ..................
Pnemnatic-tire production, numbers................................—
Automobile production, total number................................
Factory employment, Detroit, index......... .........................
Crude-rubber consumption, totai long tons........................
Contracts awarded, all types of construction......................
Pay rolls, factory, Pittsburgh index................ . . .................
Wool looms, carpets and rugs, percent capacity.................
United States stocks, total market value * .....................
Val ae of exports, including reexports..................................
Forest products, carloadings.......... . ......................................
Coke production, beehive and by-product, short tons___
Paint sales, total (558 esta b .).................................... .........
Value of imports, total..........................................................
Factory pay-roll index *................^ .................. ..................
Contracts awarded, all types of construction, number___
J. C. Penny Stores, sales.......................................................
Mail-order and store sales......... ................................ ...........
Factory employment, iron and steei industry, index *___
Factory employment, nonferrous metas, index ' ..............
Newsprint consumed, short tons..........................................
Factory employment, lumber and by-products, index"...
Shipments of cement, barrels................................................
Factory employment, adjusted index *................................
Pittsburgh, index....................................................................
Unadjusted, index............. ...........................................
Bathroom accessories, production, number of pieces.____
Pullman passengers carried....................................................
Freight carloadings, total cars...................................... .......
Price high-grade raii bonds, percentage of par....................
Net demand deposits...................... ......................................
Value, all listed American bonds except governments
Electric-power production, kilowatt-hours *..................
Newspaper advertising. 52 cities, lines............................
Insurance written, total value..........................................
Freight car surplus, total..................................................
Commercial failures, number.......... - ..............................
Liabilities, total.................................................. ..............

15
$9,802,000
25.7
$124,000,000
18,910
554.000
1.871.000
107.000
49.2
18,825
$53,000,000
36.4
23
$22,694,000,000
$101,530,000
13,800
1.723.000
$11, 666,000

$83,803,000
40
3,884
$8,455,000
$26,194,000
48.9
52.6
116,307
36.9
2.278.000
61.7
57.6
59.2
121,070
952.000
492,600
81.92
$9,996,000,000
$11,791,000,000
6,297,000,000
72,539,000
$609,725,000
650.000
2,378
$65,576,000

February 1934
86

$28,700,000
71.22

$315,000,000
46,260
1.264.000
4.205.000
235.000
99.1
36,548
$97,000,000
46.5
40
$36,606,000,000
$162,805,000
21,800
2.611.000
$17,715,000
$125,292,000
59.2
5,507
$11,745,000
$36,016.000
66.4
70.1
153,958
48.4
2.952.000
78.4
73.4
74.7
147,407
1.132.000
577,200
95.19
$11,398,000,000
$13,448,000,000
7,049,000,000
80,788,000
$648,073,000
875.000
$19,445^000

Percent

change

47$
193
183
154
145
128

125
120
101

$4
83
76
74

01
60
58
52
52

30
48

42
39
37
36
33
32
31
30
27
27
26
22

19
17
16
14
14
12
12

6

-4 2
-56
-7 0

* Date taken &om Survey of Current Business, April 1934, vol. 14, no. 4, and other issues;
' The March quarterly figures are used. The datum for March 1934 was obtained from a letter from
Alfred Inge. It is a prliminary Bgure.
' Data from New Yor^ Stodc Exchange Bulletin, vol. IV, no. 2, pp. 3, 8, February 1933; vol. V, no. 2,
pp. 3, 8, February 1934. The figure for the all American bonds except Governments is obtained by sub
tracting the total market value of United Stated Federal and Sub-Government bonds Awn the tota! market
value of all American listed bonds.
* Federal Reserve Board unadjusted index.
* Data from Federal Reserve Bulletin, vol. 20, no. 6, pp. 326 ff., June 1934.
' Revised series, Survey of Current Business, p. 38, May 1934.

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

588

BANKING ACT OF 1 9 3 6

Judea? iMtmBers of %Ae price of poM

jVovewber

vaWoi^

February

[P a r = 1 0 0 ]
February
1933

Country

100
100
141
142
144
120
147
169
176
178
179
165
340
100

Czechoslovakia

Sweden______________________________________________________________________
Finland____________________ - ________________________________________________

November
1934
120
127
165
165
167
165
176
193
203
207
208
216
290
169

<%PM#es tw ot?e?*aye prtce^ o / id e n t ic a l &a^ic com w od i^ ie^ w v a r io v $ o o v w ir ie s

m cvrrency and Vn yo!d from February

yo February

[From Gold and Prices, Warren and Pearson!

Country

France
United States________________________________
Italy..........................................................................
United S ta tes.......................... ........ ............... .....
Belgium___________________________________ -United States________________ _________ _____
Holland______________________________ ______
United States..
______________________
..

Number of
identical
commodities

Percentage
change in
currency
prices

21

+ 6 .5
t-$4.2
+ 1 .9
{-69.6
+ 3 .3
t-69,6
+16.7
-<-78. 5
+ 7 .9
!-S0.4
+13.5
-1-73.4
+ 1 .6
)-64.2
+40.4
-1-7S.3

20
9
16
22

United States___ ____ _____ _____ ___ _______
England_____________________________________
United States........ ............................. ..................
India___ ___________________________ - ______ L.
United States......................................... .......... .....
Canada______________________________________
United S ta te s ...______ *................. .....................
Czechoslovakia^._____ ________ ______________
United S t a ....................
t e s ......
................. ........

22
13
17
23
10

United States.*_________ - __ __ _____________
22
United States___ _____________________ ______
23
United States____ _________________ _________

+5.8

f-69.1
-20.7
-63.9
-15.5
-8L8
-13.8
-73.8

Percentage
Percentage
in
change in the change
pr. es in
price of gold terms
of gold
0
+$9
0
+69

tK
+69
+16
+69
+25
+39

+& 6
+ 2 ,8
+ 1 .9
+ .4
+ 3.3
+ .4
+16.7
+ 5 .6
+ 7 .9
+ 6.7
+ .4
+2L6
-1 0 .9
- 2 .8
+ .3
+& 6
—4.7
+ .00
+ 4.1
—3.0
- 7 .5
+ 7 .6

+69

+ 2 .8

+69
0
+69
0
+60
+13
+69
+14
+69
+40

Mr. O'NEAL. Mr. Chairman, may I also be allowed to put into
the record a statement of policy of the National Agricultural Con
ference, a group which is composed of the National Grange, the
American A rm Bureau Federation, the National Cooperative Coun
cil, Farmers National Grain Corporation, a cooperative and a repre
sentative of American Association of Agricultural Editors.
I would like, if I may, to have permission to put that in the
record.
The CHAIRMAN. Without objection, it is so ordered.
(The statement above referred to is as follows:)
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1935

STATEMENT 0 ? THE NATIONAL AGRICULTURAL CONFERENCE

f o M e P re s id e n t o / M e &M4ted g?afea, CoMyresa o / M e U n ited s ta t e s , s e c r e ta r y

o / A#ricwitMre, JSecrettzry of /nt^rior, Governor of Farm Credit Administra
tion, and Adwintstrator of the AyricMffvro? Ad/vsfntent Administration;
Restoration of farm buying power by the regulation of the value of money,
and by the Agricultural Adjustment Administration, Farm Credit Administra
tion, and other agencies has been the most potent of all recovery measures.
Agriculture can be of more powerful assistance to national recovery as rap
idly as restoration of its prices to parity brings about a normal balance o f
income between city and country.
We urge intensification of present efforts to increase farm income. Every
item of national policy should be carefully weighed as to its effect on agricul
ture. Such policies as price fixing in industry and unduly high wages on public
works tend to retard recovery. We commend steps that have been taken to
correct these policies.
Artificial and excessive limitation of production by industry and labor, with
the help or permission of government, coupled with shrinkage in foreign
markets, has forced agriculture to curtail its production in order to exist.
The policy must continue until other factors have demonstrated their ability
to raise and sustain farm prices. We urge that all possible efforts be made
to develop foreign trade, develop industrial uses of farm products, raise quality
o f standards, reduce distribution costs, all to the end that farm income may
be increased without further curtailment o f production.
W e favor the continuance o f farm-production control for the tim& being,
and urge simplification o f present plans and especially the correction o f
inequities in allotments.
Further increase in farm prices until they reach parity, and reduction in
industrial prices which higher production will make possible, are the most
important measures of recovery and reemployment, and should be pushed
forward with the whole power o f the administration.
To aid in carrying out the above declaration o f policy, we favor the
following objectives:
With regard to the Agricultural Adjustment Act and its administration, we
recommend:
1. Authority to make beneSt payments in kind.
2. Remove the present requirements to make benefit payments when proc
essing taxes are imposed.
8. Strengthen the marketing agreement and licensing sections o f the act
by clarifying the provisions with respect to interstate commerce, and by
authorizing the Secretary to prescribe licenses for the enforcement o f market
ing agreements adopted only by producers.
4. Modify the deRnltion of " parity " to take account o f taxes, interest, and
labor costs.
5. Authorize the use o f cooperatives in the handling and disposal o f sur
pluses to the extent of which they are capable.
L. J. TABER,

Afaster of the JVational Grange.
EDW.

A.

O'NEAL,

President, American Form Bvreaw Federation.
M. W .

THATCHER,

Washington representative Farmers' National Grain Corporation.
JOHN O. MILLER.

President, Nationa! Cooperative CowwoH.
CLIFFORD GREGORY,

Representative, American Association of Aprtevttwai j&ditor*.

Mr. GOLDSBOROUGH. Have you any information as to the attitude
of the Farmers' Union as to the suggestions you have made this
morning!
Mr. O'NEAL. Congressman Goldsborough, the Farmers' Union was
invited to sit as a member of the farm-confarence group, but refused
on the premise that they could not go along with us unless we were
against something, unless we were against the Agricultural Adjust127297—35------ 38
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ment Act and agreed to come out against it they would not coop
erate with us.
We have asked them on several occasions if they would come into
the farm-conference group, because they represent many farmers in
the country. Through what is known as the "Farmers' National
Grain Cooperative" there are 7 or 8 or more farmers' union
States of the far West which cooperate with the grain group. In
other words, they have several farmers' union leaders in our mem
bers, not as a national farm union group, but as part of one of the
national cooperatives.
Mr. GOLDSBOROUGH. I heard your statement up until the time you
said what you were going to recommend, when I had to temporarily
leave the room. Did you intend to suggest to the committee how you
think, or how your organization thinks your suggestions, if adopted
by the committee, should be incorporated in the bill! Will your
suggestions replace any title of the bill, or will they consist of addi
tional titles?
Mr. O'NEAL. Congressman Goldsborough, of course, that is at your
option or the option of the committee. We suggested it as an amend*
ment of section 2, or at any place where you think it should go. We
definitely want it as a part of the bill, but anywhere you think it
should go. We offer it as a suggestion which we think will make the
bill really worth while.
You not only want to set up this machinery, but you want to be able
to handle the machinery so it will be effective. Without any criticism
of the bill at all, we think, in order to make it complete, it should con
tain this amendment.
Mr. FoRD. You set up the income of the farmers in 1918 as
$18,000,000,000; is that correct?
Mr. O'NEAL. 1919, $16,900,000,000.
M r.

FoRD. A n d

you

set u p

the

fa rm e rs'

in com e

in

1929 as

$ 11,000,000,000?

Mr! F o ^ A n d m 1934 as $7,000,000,000?
Mr. O'NEAL. Yes. sir.

Mr. FoRD. Do you not think the income of the farmers in 1918
was largely influenced by the fact that there was a tremendous
foreign demand for cotton, corn, wheat, and tobacco ?
M r. O'NEAL. Y e s, s ir ; th a t w as a g rea t fa c to r.

Mr. FoRD. And the lack of income in 1934 is measurably due to
the fact that there is no longer any foreign demand for those
products; and also, did not the refusal or inability of foreign gov
ernments to pay their debts have some effect on the situation ?
Mr. O'NEAL. You know it is mighty hard to ask the farmer
why he did not pay his debts.
M r. FoRD. I d id n ot mean the farm ers.

Mr. O'NEAL. I think it was because of the great lack of buying
power in those nations, and because we have become a creditor
Nation. Those people are hungry over there, and if they had the
money to buy they would buy.
If we had a tariff system that would allow us to trade and a
monetary policy that would help us in trading, as I said in my
statement, I think there would be a different situation.
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But I have shown that we have had quite an increase in foreign
trade under the present monetary policy. But if you go into any
little corner store down town you will see goods marked "Made
in Japan " on the counters. If you go to some of our eastern cities
you will find agricultural commodities that have come in from
Europe.
Mr. HANCOCK. Do you think that the Banking Act of 1935 should
contain a declaration of policy!
Mr. O'NEAL. Yes, Congressman; I think it should define our
monetary system as well as furnish the machinery for handling
sound money.
Mr. CLARK. Have you seen the proposed amendment that Gov
ernor Eccles presented as a suggestion to this committee!
Mr. O'NEAL. I do not know that I have. There have been so
many suggestions, and the testimony is so voluminous, that I do not
know whether I have seen that or not.
Mr. GOLDSBOROUGH. The suggestion was as to a declaration of
' policy.
M r. O'NEAL. I have not seen it. I w ou ld be very h a p p y i f he
w ou ld ad op t ours, w h ich has been so effective.

Mr. CLARK. Of course, he does not believe, if I understood his
testimony correctly, that through monetary control alone you could
bring about a stable price level. As I recall, his amendment de
clares it to be the legislative policy to bring about a stable price
level, full employment, and stable business conditions, insofar as
it can be done through monetary action. I was wondering what your
position would be as to that.
Mr. O'NEAL. That is fine. I hope the distinguished Governor,
whom I have not had the pleasure of meeting, could recommend
ours. That was the purpose of the Goldsborough philosophy, as
proved by this administration^ and it has certainly shown what it
will do. There is no question about that.
It seems to me that the distinguished Governor of the Federal
Reserve Board cannot afford to miss overlooking what other great
nations are doing today. In other words, we are not so awfully
smart after all. The other fellows got to this before we did and
they have had some remarkable results. It seems to me that should
furnish a precedent for the Governor of the Federal Reserve Board.
Mr. CLARK. He has no objection to a declaration of policy, only
he does not believe that you can put a specific declaration in the bill,
that you must leave some latitude, rather than try to fix any one
year as the desirable year to aim at as far as the price level is con
cerned. I believe that is your suggestion, too.
Mr. O'NEAL. Our suggestion is the period from 1921 to 1929.
Mr. CRoss. I want to get your reaction to this thpught. I am of
the opinion that the Federal Reserve Board, while I have great
faith in the prepent Governor, that Board, according to my view of
the situation, are naturally inclined, judging by the previous testi
mony of members of the Board, to have the idea that they are to
look after the banking of the country^ The banking of the country
is a private moneymaking institution, after all is said and done.
They do not feel, it seems to ma, that they have a direct responsi
bility for stabilizing the value of money, or regulating the value of
money, and furnishing the country with an adequate medium of
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exchange. So I think it would be far better if there were an inde
pendent agency representing Congress, furnishing the country with
an adequate medium of exchange, whose prime purpose is that not
of the business of banking, or dealing with so much with banking.
What do you think of that!
Mr. O'NEAL. Sometimes I frankly feel that the Federal Reserve
Board, from my observation as the head of a farm organization and
a private citizen, has not loved agriculture very much, and has not
served banking very well. That would be my answer.
In other words, I was thinking, whatever the wisdom of your com
mittee might decide, of the sort of authority you have, that you
should follow the Constitution, and really coin money and regulate
the value thereof, and keep it in the hands of an agency that serves
the people of the United States, and no particular group.
Of course, the bankers have their rights as public servants, but
at the same time, no Congress or President should take away the con
stitutional authority given you gentlemen here to regulate money.
I think I will have to ask you to excuse me now, Mr. Chairman,
as I have to go to the White House. If I may be excused, I
would like to leave, and let you hear some of the other witnesses.
I will be glad to come back this afternoon, if you like. But we have
a couple of other farm witnesses here, including Mr. Sexauer, of the
Dairymen's League of New York, who will speak for the Cooperative
Council, and Mr. Ed Foster, of New York, who will speak for the
American Farm Bureau Federation, as the secretary of the New
York State federation. So may I ask you to excuse me at this time,
as I am due at the White House at 12:15 o'clock.
The CHAIRMAN. We will excuse you now. We thank you for your
assistance to the committee.
STATEMENT OF FRED H. SEXAUER, PRESIDENT DAIRYMEN'S
LEAGUE COOPERATIVE ASSOCIATION, NEW YORK CITY

The CHAIRMAN. We have Mr. Sexauer of the National Cooperative
Council, whom we shall be glad to hear.
Mr. SEXAUER. My name is Fred H. Sexauer. I am president of
the Dairymen's League Cooperative Association, representing the
National Cooperative Council. In presenting a brief statement
which I have here I will be very glad to have anyone ask any ques
tions about it as it is read or afterwards if they so desire.
The CHAIRMAN. You may proceed.
Mr. SEXAUER. The National Cooperative Council, which is the
organization which I represent here today, is composed of the
large national commodity organizations handling such commodities
as cotton, milk and its products, citrus and deciduous fruits, held
seeds, rice, livestock, nuts, poultry, tobacco, vegetables, melons, wool,
and associations of organizations purchasing farm supplies. In
addition it has as associated members several State agricultural
councils and State associations of cooperative organizations. These
national associations are in tum made up of several hundred terri
torial cooperative associations. Thus, in total representation, the
National Cooperative Council represents a large percentage of the
total cooperative business in the United States.
(A list of the member organizations is as follows:)
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MEM BERS OF N ATIO N A L COOPERATIVE

CoUK

CITRUS FRUIT DIVISION

California Fruit Growers Exchange, Box 530, Station C, Los Angeles, Calif,
(including 230 cooperatives) : Mutual Orange Distributors, Redlands, Calif,
(including 30 cooperatives).
COTTON DIVISION

American Cotton Cooperative Association, 535 Gravier Street, New Orleans, La.
Alabama Farm Bureau Cotton Association, Montgomery, Ala.
Brazos Valley Cotton Cooperative Association, Bryan, Tex.
California Cotton Cooperative Association, Box 416, Baker sBeld, Calif.
Georgia Cotton Growers Cooperative Association, 746 Glenn Street SW.,
Atlanta, Ga.
Louisiana Farm Bureau Cotton Association, 535 Gravier Street, New
Orleans, La.
Mid-South Cotton Growers Association, Box 44, Memphis, Tenn.
Mississippi Cotton Cooperative Association, Jackson, Miss.
North Carolina Cotton Growers Association, Raleigh, N. C.
Oklahoma Cotton Growers Association, Oklahoma City, Okla.
South Carolina Cotton Growers Cooperative Association, Columbia, S. C.
South Texas Cotton Cooperative Association, Corpus Christi, Tex.
Southwestern I r r i g a t e d Cotton Growers Association, El Paso, Tex.
Texas Cotton Cooperative Association, 1100 South Ervay Street, Dallas,
Tex.
West Texas Cotton Growers Association, Abilene, Tex.
DAIRY DIVISION

National Cooperative Milk Producers Federation, 1731 Eye Street NW., Washing
ton, D. C. (consisting of the following member organizations, together with
approximately 900 aiHliated local cooperatives):
Berrien County Milk Producers' Association, Benton Harbor, Mich.
California Milk Producers* Association, 947 Maple Avenue, Los Angeles,
Calif.
Cedar Rapids Cooperative Dairy Co., 560 Tenth Street SW., Cedar Rapids,
Iowa.
Challenge Cream & Butter Association, 925 East Second Street, Los Angeles,
Calif.
Champaign County Milk Producers. 24 Taylor Street, Champaign, 111.
Colorado Dairymen's Cooperative, Inc., 642 Lawrence Street, Denver, Colo.
Connecticut Milk Producers Association, 450 Asylum Street, Hartford, Conn.
Consolidated Milk Producers for San Francisco, 740 PaciRc Building, San
Francisco, Calif.
Cooperative Pure Milk Association, Plum and Central Parkway, Cincinnati,
Ohio.
Coos Bay Mutual Creamery Co., MarshReld, Oreg.
Dairy and Poultry Cooperatives, Inc., 110 North Franklin Street, Chicago, 111.
Dairymen's Cooperative Sales Association, 451 Century Building, Pitts
burgh, Pa.
Dairymen's League Cooperative Association, Inc., 11 West Forty-second
Street, New York, N. Y.
Des Moines Cooperative Dairy Marketing Association, 1935 Des Moines
Street, Des Moines, Iowa.
Dubuque Cooperative Dairy Marketing Association, Inc., 1020 Central
Avenue, Dubuque, Iowa.
Evansville Milk Producers' Association, Inc., 214 Boehne Building, Evans
ville, Ind.
Falls Cities Cooperative Milk Producers' Association, 229 Bourbon Stock
Yards Building, Louisville, Ky.
Georgia Milk Producers' Confederation, 156 Alabama Street SW., Atlanta,
Ga.
Illinois Iowa Milk Producers' Association, room 24, Schmidt Building,
Davenport, Iowa.
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National Cooperative Milk Producers Federation, etc.— Continued.
Indiana Dairy Marketing Association, Muncie, Ind.
Inland Empire Dairy Association, 1803 W est Third Avenue, Spokane, Wash.
Interstate Associated Creameries, 1319 Southeast Twelfth Avenue, Port
land, Oreg.
Inter-State Milk Producers' Association, Inc., 219 North Broad Street,
Philadelphia, Pa.
Land O'Lakes Creameries, Inc., 2201 Kennedy Street NE., Minneapolis,
Minn.
McLean County Milk Producers' Association, 411-413 North Center Street,
Bloomington, 111.
Maryland and Virginia Milk Producers' Association, 1731 Eye Street NW.,
Washington, D. C.
Maryland State Dairymen's Association, 810 Fidelity Building, Baltimore,
Md.
Miami Valley Cooperative Milk Producers' Association, 136-138 West
Maple Street, Dayton, Ohio.
Michigan Milk Producers' Association, 406 Stephenson Building, Detroit,
Mich.
Mid-West Producers' Creameries, Inc., 907 Lemcke Building, Indianapolis,
Ind.
Milk Producers' Association of San Diego County, 354 Eleventh Avenue,
San Diego, Calif.
Milk Producers' Association o f Summit County and Vicinity, 145 Beaver
Street, Akron, Ohio.
Milwaukee Cooperative Milk Producers, 1633 West Thirteenth Street, Mil
waukee, Wis.
National Cheese Producers' Federation, Plymouth, Wis.
Nebraska-Iowa Non Stock Cooperative Milk Association, 2410 Dodge Street,
Omaha, Nebr.
New England Milk Producers' Association, 51 Cornhill, Boston, Mass.
Northwestern (O hio) Cooperative Sales Co., 2221% Detroit Avenue, Toledo,
Ohio.
O. K. Cooperative Milk Association, Oklahoma City, Okla.
Peoria Milk Producers, Inc., 208-210 East State Street, Peoria. 111.
Pure Milk Association, 608 South Dearborn Street, Chicago, 11!.
Pure Milk Producers' Association, 853 Live Stock Exchange Building, Kan
sas City, Mo.
Pure Milk Products Cooperative, 110 East Main Street, Madison, Wis.
Richmond Cooperative Milk Producers' Association, 605 East Canal Street,
Richmond, Va.
St. Joseph, Mo., Milk Producers' Association, 403 Ballinger Building, St.
Joseph, Mo.
Sanitary Milk Producers, Room 609, Chamber o f Commerce Building, 511
Locust Street, St. Louis, Mo.
Scioto Valley Cooperative Milk Producers' Association, 303 Grand Theater
Building, Columbus, Ohio.
Shelby County Milk Producers' Association, 1039 South Bellevue, Memphis,
Tenn.
South Texas Producers Association, 912 Bankers Mortgage Building, Hous
ton, Tex.
Stark County Milk Producers' Association, Canton, Ohio.
Tillamook County Creamery Association, Tillamook, Oreg.
Tulsa Milk Producers' Cooperative Association, 1120 North Boston Street,
Tulsa, Okla.
Twin City Milk Producers' Association, 2402 University Avenue, St. Paul,
Minn.
Twin Ports Cooperative D airy Association, 6128 Tower Avenue, Superior,
Wis.
United Dairymen's Association, 635 Elliott Avenue, W est Seattle, Wash.
Valley o f Virginia Cooperative Milk Producers* Association, Harrisonburg,
Va.
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DECIDUOUS FRUITS DIVISION

American Cranberry Exchange, 90 West Broadway, New York, N. Y .:
Growers Cranberry Co., 730 Drexel Building, Philadelphia, Pa.
New England Cranberry Sales Co., 9 Station Street, Middleboro, Mass.
Wisconsin Cranberry Sales Co., Wisconsin Rapids, Wis.
California Fruit Exchange, box 2088, Sacramento, Calif, (including approxi
mately 300 local deciduous fruit cooperatives).
DRIED AND CANNED PRODUCTS DIVISION

California Prune and Apricot Growers Association, San Jose, Calif, (including
30 local cooperatives).
Hillsboro-Queen Anne Cooperative Corporation, 31 South Salvert Street, Balti
more, Md. (including 10 local units).
Sun-Maid Raisin Growers of California, Fresno, Calif.
FIELD SEEDS DIVISION

Egyptian Seed Growers Exchange, Flora, 111.
GRAIN DIVISION

American Rice Growers Association, Lake Charles, La.
LIVESTOCK DIVISION

National Livestock Marketing Association, 160 North La Salle Street, Chicago,
111. (consisting o f the following livestock marketing associations serving
nearly 1,000 livestock shipping associations) :
Chicago Producers Commission Association, Union Stockyards, Chicago, 111.
Eastern Live Stock Cooperative Marketing Association, Inc., Baltimore, Md.
Evansville Producers Commission Association, Evansville, Ind.
Farmers Union Live Stock Commission Co., South St. Paul, Minn.
Illinois Live Stock Marketing Association, 608 South Dearborn Street,
Chicago, 111.
Intermountain Live Stock Marketing Association, Denver, Colo.
Iowa Live Stock Marketing Corporation, Des Moines, Iowa.
Michigan Live Stock Exchange, Detroit, Mich.
National Order Buying Co., 85 East Gay Street, Columbus, Ohio.
Oklahoma Live Stock Marketing Association, Oklahoma City, Okla.
Pacific States Live Stock Marketing Association, San Francisco, Calif.
Peoria Producers Commission Association, Peoria, 111.
Producers Commission Association, Live Stock Exchange Building, Indian
apolis, Ind.
Producers Commission Association, Sioux City, Iowa.
Producers Commission Association, 100 Live Stock Exchange Building,
Kansas City, Mo.
Producers Cooperative Commission Association, Live Stock Exchange Build
ing, Cleveland, Ohio.
Producers Cooperative Commission Association, 1139 William Street, East
Buffalo, N. Y.
Producers Cooperative Commission Association, Live Stock Exchange
Building, Cincinnati, Ohio.
Producers Cooperative Commission Association, Union Stock Yards, Pitts
burgh, Pa.
Producers Live Stock Commission Association, National Stock Yards, 111.
Producers Live Stock Commission Co., Springfield, 111.
Producers Live Stock Marketing Association, South St. Joseph, Mo.
Producers Live Stock Marketing Association, Louisville, Ky.
TSexas Live Stock Marketing Association, Fort Worth, Tex.
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NUT DIVISION

California Walnut Growers' Association, 1745 East Seventh Street, Los Angeles,
Calif.
National Pecan Growers Exchange, Albany, Ga
National Pecan Marketing Association, Macon, Ga. (including 25 regional pecan
cooperatives).
POULTRY DIVISION

Idaho Egg Producers, Caldwell, Idaho.
Northwestern Turkey Growers Association, Salt Lake City, Ut?
Colorado Poultry Association, Grand Junction, Colo.
Cloud Peak Cooperative Association, Sheridan, Wyo.
Idaho Egg Producers, Caldwell, Idaho.
Nevada Turkey Growers Association, Fallon, Nev.
Northern Montana Poultry Growers Association, Havre, Mont.
Oregon Turkey Cooperatives, Inc., 1319 Southeast Twelfth Avenue, Port
Jand, Oreg.
San Juan Turkey Growers Association, Allison, Colo.
Southern Montana Turkey Growers Association, Bozeman, Mont.
Utah Poultry Producers Cooperative Association, Salt Lake City, Utah.
Washington Cooperative Egg and Poultry Association, 201 Elliott Avenue,
West, Seattle, Wash.
Pacific Egg Producers Cooperative, Inc., 178 Duane Street, New York, N. Y . :
Pacific Cooperative Poultry Producers, 360 East Ash Street, Portland, Oreg.
Poultrymen's Cooperative Association o f Southern California, 1513 Mirasol
Street, Los Angeles, Calif.
Poultry Producers o f Central California, 840 Battery Street, San Francisco,
Calif.
San Diego Cooperative Poultry Association, 50 Twenty-second Street, San
Diego, Calif.
Washington Cooperative Egg and Poultry Association, 201 Elliott Avenue,
West, Seattle, Wash.
Utah Poultry Producers Cooperative Association, Salt Lake City, Utah.
PURCHASING DIVISION

Cooperative G. L. F. Exchange, Ithaca, N. Y. (including more than 100 local
units).
Eastern States Farmers Exchange, Springfield, Mass. (serving a number o f local
units).
Farm Bureau Services, Inc., 221 North Cedar Street, Lansing, Mich (serving
nearly 100 local units).
Fruit Growers Supply Co., 607 South Hill Street, Los Angeles, Calif, (serving
230 local cooperatives).
Indiana Farm Bureau Cooperative Association, Farm Bureau Building, Indian
apolis, Ind. (serving nearly 100 county cooperatives).
Ohio Farm Bureau Service Co., 620 East Broad Street, Columbus, Ohio (serving
50 local units).
Producers Cooperative Exchange, Glenn Building, Atlanta, Ga.
Southern States Cooperative, Inc., Richmond, Va. (serving a number o f local
units).
Union Oii Co. (cooperative), North Kansas City, Mo. (serving several hundred
farmers' oil cooperatives).
West Virginia Farm Bureau Service Co., 756 Empire Bank Building, Clarksburg,
W . Va. (serving a number o f local cooperatives).
TOBACCO DIVISION

Eastern Dark Fired Tobacco Growers Association, Springfield, Tenn.
Maryland Tobacco Growers Association, Conway and Charles Streets, Baltimore,
Md.
Northern Wisconsin Cooperative Tobacco Pool, Madison, Wis.
Virginia Dark Fired Tobacco Growers Marketing Association, Farmvllle, Va.
Western Dark Fired Tobacco Growers Association, Murray, Ky.
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VEGETABLES AND MELONS DIVISION

Eastern Shore o f Virginia Produce Exchange, Onley, Va.
National Fruit and Vegetable Exchange, Hudson Terminal Building, New York,
N. Y .:
Austin Fruit Association, Austin, Colo.
The Blanca Vegetable Growers, Inc., Blanca, Colo.
Cassia Potato Growers Association, Burley, Idaho.
Central Strawberry Cooperative Association, Hammond, La.
Conejos County Vegetable Growers Cooperative Association, La Jara, Colo.
Currituck Mutual Exchange, Inc., Currituck. N. C.
Frultland Fruit Association, Fruitland, Idaho.
Gem Fruit Union, Inc., Emmett, Idaho.
Growers Trading & Supply Co., Hotchkiss, Colo.
Idaho Agricultural Industries, Caldwell, Idaho.
Illinois Fruit Growers Exchange, Centralia, 111.
Kaw Valley Potato Growers Association, Topeka, Kans.
Lafourche Truck Growers Cooperative Association, Lockport, La.
Maine Potato Growers, Inc., Fort FairHeld, Maine.
Manatee County Growers Association, Bradenton, Fla.
Michigan Potato Growers Exchange, Cadillac, Mich.
Minidoka Potato Growers Association, Rupert, Idaho.
Mississippi Vegetable Exchange, Inc., Crystal Springs, Miss.
The Mountain Frutt Co., Cedaredge, Colo.
Mushroom Growers Cooperative Association o f Pennsylvania, Kennett
Square, Pa.
The Paonia Fruit & Supply Co., Paonia, Colo.
Rio Grande Valley Citrus Exchange, Inc., Weslaco, Tex.
St. James Truck Growers Cooperative Association, Convent, La.
South Texas Vegetable Association, Corpus Christi, Tex.
Standard Growers Exchange, Sanford, Fla.
Surface Creek Fruit Growers. Inc., Austin, Colo.
Terrebonne Cooperative Association, Houma, La.
Union Fruit Co., Paonia, Colo.
Utah Fruit & Vegetable Growers, Inc., Salt Lake City, Utah.
Valley Vegetable Cooperative Association, Weslaco, Tex.
Wenatchee-Okanogan Cooperative Federation, Wenatchee, Wash.
Wet Mountain Valley Vegetable Growers, Inc., WestclMT, Colo.
WOOL DIVISION

National Wool Marketing Corporation, 281 Summer Street, Boston, Mass,:
American Mohair Producers Cooperative Marketing Corporation, Uvalde,
Tex.
Arizona W ool Growers' Association, 134 South Central Avenue, Phoenix,
Ariz.
California W ool Marketing Association, 405 Sansome Street, San Fran
cisco, Calif.
Central Wool Marketing Corporation, 281 Summer Street, Boston, Maas.
Colorado-New Mexico Cooperative Wool Marketing Association, Durango,
Colo.
Colorado W ool Marketing Association, 236 Continental Oil Building, Den
ver, Colo.
Cooperative W ool Growers of South Dakota, Brookings, S. Dak.
Eastern Idaho Wool Cooperative Marketing Association, Box 650, Poca
tello, Idaho.
Illinois Live Stock Marketing Association, 608 South Dearborn Street,
Chicago, III.
Indiana W ool Growers* Association, Lemcke Building, Indianapolis, Ind.
Iowa Sheep & Wool Growers' Association, 313-17 Southwest Fifth Street,
Des Moines, Iowa.
Kentucky Wool Growers' Cooperative Association, Lexington, Ky.
Lone Star Wool-Mohair Cooperative Association, 9 East Concho Avenue,
San Angelo, Tex.
Michigan Cooperative W ool Marketing Association, 221 North Cedar Street,
Lansing, Mich.
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National W ool Marketing Corporation, etc.— Continued.
Midwest W ool Marketing Association, 140 Main Street, Kansas City, Mo.
Mid-Texas W ool & Mohair Marketing Corporation, Menard, Tex.
Minnesota Cooperative W ool Growers' Association, Wabasha, Minn.
Montana W ool Cooperative Marketing Association, Helena, Mont.
Nevada W ool Marketing Association, Elko, Nev.
New Mexico Cooperative W ool Marketing Association, Albuquerque, N. Mex.
New York State Sheep Growers' Cooperative Association, Inc., Penn Yan,
N. Y,
North Dakota Cooperative W ool Marketing Association, Fargo, N. Dak.
Oregon-Washington W ool Marketing Association, 509 Miller Building,
Yakima, Wash.
Sonora Wool & Mohair Marketing Corporation, Sonora, Tex.
Southwest Texas W ool & Mohair Marketing Association, Del Rio, Tex.
United W ool Growers' Association, 6 East Lee Street, Baltimore, Md.
Utah W ool Marketing Association, 408 Vermont Building, Salt Lake City,
Utah.
Western Idaho W ool Marketing Corporation, 209 McCarty Building, Boise,
Idaho.
Wisconsin Cooperative W ool Growers' Association, Portage, Wis.
Wyoming W ool Cooperative Marketing Association, McKinley, W yo.
PaciRc Cooperative W ool Growers, 1205 Northwest Davis Street, Portland, Oreg.
ASSOCIATE MEMBERS

Agricultural Council o f California, 603 Plaza Building, Sacramento, Calif.
Arkansas Council fo r Agriculture, 524 Post OfBce Building, Little Rock, Ark.
Idaho, Cooperative Council, Boise, Idaho.
Mississippi Cooperative Council, care of Mississippi Cooperative Cotton Asso
ciation, Jackson, Miss.
Missouri Cooperative Council, care o f W. W. Fuqua, Rural Route, Columbia, Mo.
Oklahoma Agricultural Cooperative Council, Stillwater, Okla.
Oregon Cooperative Council, Corvallis, Oreg.
Pennsylvania Association of Cooperative Organizations, Shippensburg, Pa.
Texas Cooperative Council, 1100 South Ervay Street, Dallas, Tex.
Washington State Agricultural Council, Wenatchee, Wash.

Mr. SEXAUEE. In large part these organizations are nonprofit
membership associations. Their interests range from the basic com
modities, such as cotton and wheat, to the finished products, such as
milk, butter, nuts, citrous fruits, vegetables, and so forth. Just so the
interests represented by the National Cooperative Council range from
problems of raising commodity prices to problems of increased pur
chasing power for consumers in order that finished commodities such
as milk, nuts, fruits, and vegetables may have a constant and ex
panding market.
By and large these organizations, insofar as they represent the
membership of the associations, have little interest in banking as
such or in money as such. They do, however, have a vital interest
in the economics of money and the relationship between money and
price levels, the relationship between money and employment and
the relationship between money and purchasing power.
The interests of the cotton and wheat farmer are largely tied up
in the relationship between prices in the United States and prices
abroad. The interests of the livestock, fruit, nut, and milk farmer
are intimately tied to the standard of living, purchasing power, and
total income of the Nation.
In presenting the National Cooperative Council's position on the
economics of money to this committee today, we desire to approach
that subject from the angles of the various interests within our
association. The relationship between money and cotton and money
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and wheat have been presented more effectively than I could possibly
present it, by Mr. O'Neal, of the Farm Bureau Federation, who
comes from the cotton South and who represents so much of the
grain-growing West.
The relation between money or the value of money and the rela
tion between gold or the value of gold and these latter commodities
is such a direct one that it is easy to trace. Over any extended period
of time that relationship can be charted with great exactness. The
effect of the value of money or the value of gold is not so directly
ascertainable when applied to such commodities as milk, nuts, fruits,
and so forth. A correct appraisal of the relationship between the
value of gold and these commodities leads one through the various
steps by which a change in the price of gold affects basic commodity
prices, how basic commodity prices in turn affect business, how busi
ness in turn affects employment, how employment in turn affects
wages, and how wages in turn affect purchasing power and the
standard of living. From there the steps involve the relationship
between the items of wages, purchasing power, and the standard
of living on the one hand and the sale of these finished agricultural
products on the other.
Fortunately the record of the past 2 years is sufficiently clear so
that a cold analysis can be made of the happenings during that
period. On April 19, 1933, this country finally and completely went
off the gold basis. The dollar price of gold m the free markets of
the woi?d rose rapidly from that date until July 17. During that
period basic commodity prices rose even more rapidly, first being
pushed upward by the increase in the dollar price of gold and then
being accelerated by the confidence that through this gold price
movement prices would continue to rise for some time and business
continue to improve.
The hope that business would improve was justified by the trend of
business and industrial production during that same period. Were
one to chart the rise in the price of gold and the rise in basic com
modities together with the percentage of increase in business during
that same 3-months' period, the three lines would be surprisingly
parallel. They could not be exactly parallel for no one can chart
the vagaries of human nature.
During this time employment rose rapidly as did also total wages
and purchasing power. This was a period when on the part of some
there was fear of extreme inflation. For the most part, however, it
was a period during which there was a regeneration of confidence
and a feeling that we were well on our way out of depression.
During this period from April 19, to July 17, there were many
cross currents of opinions, ideas, and conjectures. There was a con
flict between those who felt we should return to the old price of gold
and those who felt the price of gold should be further increased.
Those who looked forward with confidence to the future and felt
that gold prices would further increase were optimistic.
May I make it clear at this point that during this period the
only prices that were materially increasing were the prices of basic
commodities, not the prices of finished products. The prices of fin
ished products had not fallen to any material degree but the pricea
o f basic commodities were only 40 percent of what they were during
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the period of 1921-29. Inequality of price rise between basic com
modities and Rnished products was very disturbing to some who
did not understand that basic commodities had fallen more than
finished products. Possibly as a result of this disturbance, there
issued from Washington about July 20 an announcement, roughly
to the effect that a great social program was to be put into enect.
This program was to eliminate the chiseler, the price cutter, and the
sweatshop; in addition, the intimation was that the problem would
be handled through other means than through increasing and regu
lating the price of gold. As a result, conRdence was shaken. The
price of gold declined. Business activity faltered. Executives
turned their attention to other matters than their businesses. Com
modity prices began to decline. This decline in basic commodity
prices continued until October 22. Gold in the meantime recovered
some of its price until in October it stood approximately where it
had on July 20. Commodities had declined to a point where they
were almost exactly in line with the price of gold in the world
market.
On October 22 the President announced that control would be
taken of gold and that price levels would be reestablished on approxi
mately the 1926 level. Gold again advanced in price in an irregu
lar fashion, continued that advance until February, at which time
power was given to the President to establish the price of gold,
and on January 31, 1934, he did so establish that price at $35.
During the period of declining commodity prices and declining
gold prices, business suffered a severe relapse. Immediately follow
ing the announcement of the President on the 22d day of October
business again increased at a rate almost parallel to the increase in
the price of gold. Commodity prices started an irregular trend
upward which trend reached its high point at the time when the
President fixed the price of gold at $35 an ounce. With only minor
fluctuations in the meantime, the average price of basic commodities
remained at the higher price level until the time of the drought oi
this past year.
From an economic and statistical viewpoint it is evident that basic
commodity prices, business activity, employment, and purchasing
power are extremely sensitive to changes in the price oi gold and
receive an upward impetus each time the price of gold is moved
upward.
I will be glad to submit charts proving almost any of these state
ments if you desire to have it done. I have tried not to make any
statement here which could not be pretty definitely proven statisti
cally, and attached I have charts based upon statistical data to
prove the points made.
The prices of commodities, such as butter—we represent milk—
are sensitive to many influences but are particularly sensitive to
employment conditions. While a change in the price of feed grains
may increase cost of production and through this the price of butter,
the long-time effect is for the butter price to follow a course very
definitely parallel to total wages and total employment. From the
viewpoint of the producer of butter, it is highly desirable that A
good wage income be maintained, not on the part of the few but
on the part of the many. Any program which tends to raise the
wages of the few and dispossesses more and more people of their
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jobs is in nowise beneficial to the producer of butter. I assume
this must aiso be true of all finished agricultural products, such
as nuts, oranges, apricots, vegetables, and so forth.
Here is a chart.
D A IL Y PR IC E S OF GO LD AND PR ICE S OF B A S IC COM M ODITIE S
February 1933 to December 1934
February lOR S^lOO

INDEX

Basic commodities represent the Journal o f Commerce Index o f 30 Basic Commodities
aa drawn from a chart by G. F. Pearaon o f Cornell University.

The credit for any information which I may have on this problem
belongs primarily to Dr. Warren and Dr. Pearson, of Cornell Uni
versity, whom I have known for a period of 18 years. During that
period they have never hesitated to predict continuously and spe
cifically as to price trends. Immediately following the World War
they pointed out to me that a price decline was inevitable and
pointed out the time at which that price decline would take place.
When questioned as to the reason for their prediction they pointed
out that after every major war, prices of oasic commodities seek
a level which can be very closely ascertained by weighing the total
volume of world production against the total quantity of world
gold.
During the period from 1921 to 1929, when most people were
saying we were in a new economic era, when under the leadership
of the Federal Reserve, managed by such men as Mr. Strong, con
trol of credit was being used to maintain average prices at a fairly
constant level, these two men were continuously saying that prices
of basic commodities would decline at least as low as the pre-war
level unless there was a repricing of gold in terms of our currency.
Dr. Warren was in my omce one day in the year 1930 and I asked
him how long this so-called " depression " was likely to last. His
reply was:
This in my opinion is the depression which we have discussed for so many
years, and insofar as business is concerned it will last from 6 to 10 years
and insofar as agriculture is concerned it will last 20 years unless we are
able to bring about a repricing o f gold to adjust the price o f basic commodi
ties back to their previous level.

That was the prevailing state of mind in 1930.
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The National Cooperative Council's position is that the prices of
commodities which farmers and other basic producers create are
so low as to bring about a disequilibrium between the prices of basic
commodities and the prices of finished goods, wages, taxes, fixed
charges, and costs based on guaranteed profits such as railroad rates,
electric-light rates, telephone rates, and so forth. A lack of balance
also exists between basic commodities and prices of goods in closely
controlled industries such as steel and textiles.
The position of the National Cooperative Council is that the only
way in which purchasing power can be reestablished to provide a
good market for such finished products of agriculture as nuts, milk,
fruits, and vegetables, is through the increased purchasing power
brought about by complete employment of labor. This complete
employment of labor cannot be brought about unless industry is
speeded up. Industry in turn cannot be speeded up unless, by rais
ing the price of gold, there is created among the producers of raw
materials, purchasing power suf&cient to bring the price of these raw
materials to a point where the producers of such are able to buy,
first, the services of the Government as evidenced in taxes; second,
the services of controlled industries, many of whose rates are es
tablished by Government sanction; third, the services of labor main
tained by organization; and fourth, the finished products which are
the result of all these.
So long as this disequilibrium exists between the price of basic
commodities and those items of fixed charges, such as wage rates,
taxes, controlled products, and finished goods, the National Coop
erative Council feels that there can be no material return to pros
perity, business activity, employment, purchasing power or the
free movement of finished commodities produced by fanners.
An examination of the record will show that only three times in
the last 4 years has there been any trend toward equilibrium among
prices. One period was during the last few months of 1932 and
most of 1933 when wages and finished product prices were declining
rapidly and bankruptcies were taking place in wholesale numbers.
Undoubtedly a continuation of this program, if the country could
have stood it, would have brought about deflation of capital, reduc
tion of wages, shrinkage of finished product prices and a greater
equilibrium between finished products, fixed charges, and raw mate
rials. This would have been equilibrium but equilibrium at its worst.
At no time has the National Cooperative Council been in favor of
such a program.
The only other times during which the trend was toward equi
librium between prices, wages, and fixed charges, were during those
two periods, April 19 to August 1, 1933, and October 22, 1933, to
January 31, 1934, when rapidly rising prices for gold were causing
rapidly rising prices for basic commodities.
Again I repeat that a complete and cold examination of the
record will show that at no other times has there been anything
but increasing disequilibrium between the component parts of our
economic society. The National Cooperative Council feels that equi
librium between prices of basic commodities, taxes, Sxed charges,
and wages must be reattained. Furthermore, it can see no way in
which this can be accomplished other than through increasing the
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price of gold. There is nothing in the record of the past year to
alter the council's opinion in this respect.
Evidence of the soundness of this program of maintaining the
price level through increasing the price of gold in the currency of
any country can be found in those countries which have effectively
increased the price of gold. Such action stopped the decrease in
business activity and started the given country upward with in
creased business activity, increased employment and in most cases
with an increased rate of production in the heavy industries.
I believe you will find this to be true of England, who went off
the gold basis 2 years before the United States. From that time
her condition steadily improved until today it is better than in 1929.
Sweden, who went off the gold basis and has been managing her
currency and maintaining prices well above the previous level, has
virtually no unemployment. A similar situation will be found to
be true of Argentina, Australia, Brazil, New Zealand, Denmark,
and Japan, all of whom have a more depreciated currency than we,
countries whose price of gold in terms of their currency is higher
than ours in terms of our currency.
These countries, many of which produce agricultural commodities
for export in competition with the United States have, almost with
out exception, a higher price of gold in their currency than has this
country. New Zealand, Australia, and Denmark, although tied to
the British pound, have depreciated their currencies to an extent
25 percent greater than have we.
Argentina has—even the past Saturday—depreciated its currency
to an even greater extent, as has also Brazil. To put the United
States producers of butter on a competitive basis with New Zealand
and Australia, it would be necessary to have the pound at least at a
ratio of 6.07.
The net result of this is that in those raw material producing
countries their price level is 25 percent nearer to their debt level, to
their Sxed charges, and to their labor cost than is ours.
Such a situation puts this country and its raw material producers
at a tremendous disadvantage in foreign trade. Denmark, New
Zealand, and Australia are all competitors with this country for
markets for butter. Australia is a competitor with this country for
markets for wool. Other English dependencies are competitors
with us for markets for cotton.
There are those who maintain that the average price level can be
raised and maintained through the use of credit and credit infla
tion. This may or may not be true, I do not attempt to say. The
National Cooperative Council maintains, however, that any rise in
the average price of goods brought about through credit inflation
will not increase the price of basic commodities in this country, ex
cept insofar as it raises world prices in terms of gold. Such a situa
tion leaves farmers in the same disadvantageous position that they
were in during the period 1922-29.
Prices of the finished goods which they must buy reflect the full
effect of the credit expansion, but the prices of the basic products
which they sell are benefited only to the extent of the domestic
market. Credit inflation of this type cannot affect the world price
of basic commodities and thus cannot aid the exporter of farm prod-
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nets. Accordingly farmers, in their dealers with the rest of indus
try find themselves approaching the same state of price inequality
which in the past forced many of their number to lose their farms
and homes. The hundreds of thousands of foreclosed farms, the
thousands of closed banks all through the Middle Wect bear testi
mony to the dangers to such a situation.
It is the opinion of the National Cooperative Council that a re
turn to these unfortunate conditions can best be avoided through
raising prices of basic commodities by the method already described,
namely, increasing the domestic price of gold.
The council do not attempt to determine what kind of bank bill
should be passed for handling money as a commodity. They are
primarily interested^ as I stated in the beginning, in having a policy
established which will so regulate the economy of money that it will
maintain a commodity price level that will bring about employment,
that will bring about a relationship between basic commodity prices
and finished goods and wages such that there can be a proper ex
change. When that is done we feel it will not make much differ
ence, some difference but not much difference as to the type of bank
ing structure, that once we have reestablished an equality between
basic commodity prices, not only farm products but the basic com
modity prices, wages and finished goods, that will bring about a
free exchange of these, then you gentlemen will take care of the
banking situation.
Mr. FoRD. The previous speaker referred to Japan's valuation
policy as though it had been a wise policy. Japan apparently
adopted the policy on the lines of the greatest production possible
within Japan, her purpose being apparently the expanding of her
exports, which is very successful, but it seems to me that even a
superficial study of the subject 01 conditions in Japan shows that
she has adopted this policy without any concern as to the standard
of living of her people, and while she has been able to export a great
many commodities at a low price, under the price of the yen, which
has resulted in her goods being bought all over the world, she has
been successful in that, but if a person takes into consideration what
is happening in Japan, I do not believe that anyone, at least in the
United States, will have the temerity to say that living conditions
in Japan as we know the conditions from reports are anything that
any nation ought to seek.
Mr. SEXAUER. I think in the major premises we would agree with
you that there should be no desire to talk about living conditions
in any country upon the basis of Japan's living conditions. There
is this point, however, that is often lost sight of. Japan has only
revalued to the point where her prices are back to the average of the
1922-29 level. In other words, Japan has brought back within her
country an equilibrium between prices. Her whole industry is on a
low basis but she has brought back an equilibrium in her prices and
every one is employed—I will admit at low wages, but at no lower
wages than previously, nor have living costs gone up in Japan. In
other words, she has brought about an equilibrium.
There is a great deal of discussion about warfare and depreciation
in currency and the idea that too much depreciation of currency is
bad for a nation. I assume that is true, but on the other hand there
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is a correct point in depreciation of a nation's currency which brings
about equilibrium in business conditions. Once that is reached that
country is in the best situation. The country that can reach that
point and stay there longest can educate all the rest of the countries.
But on a cold analysis of the situation you will find that Japan in her
currency has gone back to an equilibrium that no other country yet
has. Tnat is a question of warfare and depreciation of currency,
perhaps, and the sound thing is to get back to a level of values, and
Japan is forced out into the open, but up to the present time Japan
has depreciated her currency so that the price of gold has been raised
190 percent.
Mr. Bsowy of Michigan. What is that in American Sgures!
Mr. SEXAUEB. It would be equivalent to our putting gold on that
basis.
M r . FoRD. W h a t is the yen now to the d o lla r !

Mr. SEXAUER. I can find that for you here. You mean what the
depreciation would make it to the dollar!
Mr. BROWN of Michigan. Thirty-five!
Mr. SEXAUER. If you ngure our present dollar is 59 cents, previous
gold value, that would bring it down to 40 cents. It raises the price
of gold to probably $60.
Mr. BROWN of Michigan. Fifty dollars now!
Mr. SEXAUER. I will point out that that program, in the minds
of the farm organisations, would be extremely dangerous if there
were not tied to it a provision, as a result of our investigation,
for increased prices of goods in terms of gold throughout the world,
and if that brought about steadily increasing prices and inSation ol
a different character, I believe the farm organizations, and par
ticularly the council, would be in favor of lowering the price of gold
or increasing the gold content to stop inflation, which some might say
would threaten, in other words, use that as a method of adjusting
rather than a method of raising.
Mr. BROWN of Michigan. Do I understand that Japan is now vir
tually equalizing the amount of the tariff which we have against their
products!
Mr. SBXAUEH. In subsidies!
Mr. BROWN of Michigan. Yes.
Mr. SEXAUER. I could not answer that question.
Mr. FoRD. She has done it by cutting the yen, which was normally
50 cents, so that now it is 31 or 33; therefore you get more yens for a
dollar.
Mr. SEXAU ER. Quite often those who discuss the farm organiza
tions' position run off into the development of foreign markets, and
while most agriculture wants to develop foreign markets, we are far
more interested in the internal price level because the facts are
these, that when you develop the internal price level approximately
or more nearly to what it ought to be, immediately business starts
an improvement, and the moment business starts you have a tremend
ous increase in imports and exports regardless oi what the exchange
rate may seem to be at that moment. For instance, between the
19th df April and the 1st of August there was a tremendous increase
in the production df automobiles, and consequently a tremendous
increase in the importation of rubber, and a tremendous increase in

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

606

BANKING ACT OF 1 9 3 5

goods made of rubber that people buy and you mi^ht have exports
to England through that exchange. That immediately stimulates
business because that in itself stimulates imports and exports. There
are those who say that the minute a country depreciates its currency
it puts other countries at a disadvantageous position, but the fact
remains that our exports to Japan are greater since they depreciated
their currency than before.
'
Mr. FoRD . The reason for that is that they sold us more goods
and therefore are able to buy more goods.
Mr. SEXAUER. Partly so. They sold our people more goods and
were willing to take more of our raw materials.
Mr. CRoss. There is one thing I want to make clear, and that is
this question of purchasing power. The higher the price of gold
per ounce in relation to the monetary unit, the less purchasing power
of the monetary unit?
Mr. SEXAUER. That is right.
Mr. CRoss. And the lower the price of gold per ounce in relation
to the monetary unit the greater the purchasing power of the mone
tary unit, because we heretofore have been talking about the pur
chasing power of the dollar being small.
Mr. SEXAUER. That is right. There is this compensating thing,
that the higher price of gold, the higher the prices of basic com
modities, but fortunately that is not rejected in higher prices in
finished commodities to any material degree. When gold was going
up 69 percent, basic commodities went up 67 percent--I do not Rnd
those Rgures here right at the moment, but as a result the cost of
living went up not over 5 percent until that time came when we
boosted things artiRcially that increased the cost of living. For in
stance, when leading business men got together and raised the price
of lumber it was not contemplated in the monetary program because
it was never intended to raise the prices of other than basic com
modities.
Mr. CRoss. That was the monopolistic feature.
Mr. SEXAUER. It did some other things. They raised the price
of wages. Some people say that is a good thing and I do not dis
agree, but as an organization employing 3,000 people this is what
that aid. We have no profits, a cooperative organization with no
profits but employing 3.000 people. Wages were increased by the
N. R. A. to the extent of $200,000. There was no place to get that,
no business, nothing we could do about it except to take it out of the
producer or the consumer.
Then it becomes a tax on the producer of milk in our organization
and we had to immediately set out to Rnd a way to relieve the milk
producer of that and did it by plant consolidation and more efficient
operation until we got rid of enough men so that the milk producers
got the proportion they formerly did, and that meant total wages
of the same amount but it meant many of the men were unemployed.
We immediately made some consolidation. Farmers wanted to build
and improve houses and other buildings. They are not building
and improving houses and farm buildings, since prices of Rniphea
products such as lumber and cement have been artificially advanced*
This means that a great many men are not employed.
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The same thing applies to commodities which we bought in our
business. Milk bottles immediately went up $1 a gross. That has
to come out of the consumer who gets the milk or the producer
insofar as our distribution is concerned because we have no proRt.
It was on the very day that that happened that business began to
go down hill, riglit after the 1st of August. That was no strange
thing. It happens that the statistician in our organization wrote an
article on the divergence between two policies, one of raising prices
of basic commodities and what that would mean, or raising the Rn
ished products and what that would mean, and this happened in
August 1933.
T only cite this to point out that the program of the national
farm organization on revaluation, increasing the price of gold, re
ducing the gold content of the dollar, put three million men back
to work before any other program got to work and the minute
it got working it aEected our business, and if you go into it you
will Rnd exactly what happened, that there was a tremendous ex
pansion of our business m all our departments, and on the 19th
!of April, when we went off the gold basis, a complete embargo, I
had said get ready to expand business.
But on the 1st of August I called them together and said we
cannot expand business unless we have purchasing power.
Mr. CRoss. In other words, N. R. A., as you see it, is a bad thing?
Mr. SEXAUER. I only repeat what our farmers say and they say
it is bad.
Mr. WoLCorr. I wish we might get again that point of the rela
tionship of gold valuation to the price commodity index. We have
been told by most of the economists who appeared before us that
there is no relationship between devaluation of gold and the com
modity price level, the retail commodity price level. But it has a
noticeable influence on our foreign trade.
Mr. S c x A U E R . I would be very glad to discuss that. I have here a
chart which I will pass around.
Mr. WoLCorr. I think the members of the committee will recall,
some time after the devaluation because there was no reaction on
the domestic market the question was asked of Mr. Morgenthau,
Secretary of the Treasury, as to what the policy of the Department
was going to be if prices kept going down in the face of the devalua
tion policy, and that is when he made that famous remark, that is,
the Secretary of the Treasury: "W e are on a day-to-day basis."
They did not know at that time what they would do from day to
day. Since then economists who have been before us, if I under
stand them correctly, have credited the rise in commodity prices to
other influences and have given no credit whatsoever to the devalua
tion of gold as applied to the domestic prices.
Mr. SEXAUER. I would like to distribute this chart and then I will
tell you a personal experience about economists.
Mr. WoLcoTT. We have had some experiences.
Mr. GOLDSBOROUGH. They do not ever agree.
Mr. SEXAUER. I had this experience that is illuminating and might
in the course of time mean quite a lot. I might tell you I studied
Dr. Warren, who has predicted for years and he was the only econ
omist I ever knew from my early farm days through the war up
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to this time when I am the head of an organization doing a business
of $65,000,000 a year—he was the only economist I knew who could
predict accurately, and he alone continued to predict for me what
was going to happen. I attribute a large part of our success in our
program to his predictions.
This happened to me. One day I sat in the ofHce of Dr. Warren
and Dr. Myers stepped into the oiRce at noon and said: " We have
a luncheon engagement", and they suggested I go with them. I
said, " What is it ? " " It is a meeting of the economists of the
university." I was very glad to go because I had never met any
of the other economists. I spent about an hour at that lunch* This
was in September 1932. We had that little rise in prices and busi
ness activity, and the discussion drifted to prices and business, and
as I sat there man after jnan said: " This depression has taught us
one thing and that is, the things we say will be so today will not be
so 2 weeks from today. We cannot predict as to the future; no one
knows the course of things." We have to follow a plan to drag in
business, every thinking business man and cooperative farm leader
must plan and must predict. Going across the campus I said, " I
do not understand this." I repeated to them what I said to you.
It was then I got my first insight into economics. Drs. Warren
and Myers said economics has been only a philosophy. Men philoso
phize about this and about that, take facts and put them together
and say this is so, and it has only been within the last 50 years that
there has been academic research into economics.
Suddenly I saw what it meant. I knew that the College of Agri
culture had the largest volume of research material on prices and
economics there was in the world. I knew that and I imagined that
everyone else knew the same thing.
I knew they maintained a statistical research organization that
cost them $50,000 a year. I assumed other economists did the same
thing. Suddenly I discovered that 90 percent of the economists of
the country are still philosophers and only 10 percent of them are
scientists.
Mr. WoLcoTT. My experience with economists in general is that
early in their study they come to a certain conclusion and then in
their writings and in their research from then on they endeavor to
substantiate those early conclusions that they have come to in the
beginning.
Mr. SEXAUER. That is right. I do not know whether you have
ever read this book I have here, entitled " Gold and Prices." It is
valuable. It is Dr. Warren's new book.
Mr. W oL coT T . This has a great deal of interest. Professor Pear
son was here last year and the monetary authority people told us
very definitely that all prices, external and internal, wholesale prices
and retail prices, were tied to the price of gold, and I think that
Professor Pearson was the only economist who appeared before us
who would not at least say that the volume and velocity had some
influence on retail and wholesale, gold, and commodity prices. He
said that volume or velocity had no relationship whatever, no influ
ence on prices.
Mr. SmxAUEB. That is probably why they charted in here the rela
tionship between prices and velocity of money and I think probably
that statistical research on that item will prove that as prices went
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up velocity followed, but when we started N. R. A. and business
declined velocity went down. Velocity follows business. Business
does not follow velocity.
Mr. CROSS. What is the title of that book ?
Mr. SEXAUER. Gold and Prices.
Mr. WoLcoTT. T h a t is the second edition o f the book ?
Mr. SEXAUER. The last edition, in the last few days. I will be
very glad to give any man on the committee a copy of this book who
will read it. This is an up-to-date issue which brings the thing
past where the other stopped up to within 2 or 3 months.
M r . WoLcoTT. D oes th is book attem pt to explain w h y th at p rev i
ous p h ilo sop h y was incorrect?

Mr. SEXAUER. Perhaps I should have gone into that—that previous
philosophy was not incorrect. That philosophy wa$ correct. If you
will look at this chart here you will iind that the increase in the price
of gold before the President revalued it, that little increase which
came from the middle of December until the first of February—that
it was only an increase in the price of gold of maybe 5 or 10 percent.
During the period before Congress passed the law determining the
policy, from the 19th of April when we went off the gold ba^is, gold
increased in price from $20.67 to approximately $32 or $33. and the
increased price the President put on gold was not more than $3.
Everybody expected prices to nave a 69-percent increase after the
President started to reprice gold. It had already had a 60-percent
increase and there was only room for an additionai 7-percent increase.
If you will look at this chart showing the price of gold and the
prices of commodities, you will note every time we started to increase
the price of gold there was a direct and definite relationship in your
price increases, the price nf gold and the increase in the prices of
commodities. When the President started to increase the price,
the day we went off the gold basis, when we embargoed gold on
the 19th of April, the price of gold began to work up and the com
modities went up, too. That edict increasing the price of gold only
affected it 5 or 10 percent and consequently affected commodities by
that much and this will follow every time the price of gold is
changed. Between the 19th of April, the gold embargo, and Feb
ruary 1, during that period you will find there was 69-percent in
crease in the price of gold and approximately 67-percent increase in
the price of basic commodities, not all commodities but basic com
modities.
M r . W oLcoTT. If we knew surely that was the c o n tro llin g influ 
ence, I th in k w e w ou ld pro ba b ly solve th is p roblem .
Mr. SEXAUER. That is right.
Mr. WoLcoTT. So, taking that into consideration, after we de
valued gold we started to pump credit in, and pumped a billion
dollars of credit with the idea that we would increase velocity and
give acceleration to currency and credit, and we adopted the policy
of the A. A. A. and N R. A., everything designed to bring the price
commodity level up to the 1926 basis. Now, I am not certain, and I
have not talked to anyone else that is certain whether devaluation
of gold has caused prices to go up or whether this policy of having
adopted the economics of scarcity as against the demand has caused
the price to go up, but if we could determine once and for all
whedier it was the economics of scarcity or whether the devaluation

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

610

BANKING ACT OF 19 3 5

of gold has caused the increase in prices of commodities, I think
we would have our feet at least upon some ground, but we do not
know that. If we throw overboard the A. A. A. and the N. R. A.,
I think we are all fearful that our judgments of the relationship
between the devaluation of gold and the commodity price index
may not be well founded, and if we stabilize gold I am not so sure
that the other would have that influence because on your chart here
after March 1. 1934. gold tapers off and has remained constant
ever since at 35.
Mr. SEXAUER. That is the fixed price.
Mr. WoLcoTT. But the prices of commodities have fluctuated so
that since 1934 the price is wholly out of proportion to gold. There
must be some other influence.
Mr. SEXAUER. There was another influence there. The dust clouds
from the West signifying droughts started commodity prices upward
along about the middle of June. Those commodities that went up
ward are the farm products, not copper or zinc, but they are farm
products primarily raised in the West and from that point on they
went up until the peak. That was the drought. Here is a curious
thing. We have finally got to the point where we do not think we
will have a shortage of food before the next harvest and we will see a
curve of commodity prices that is right back to the gold price—
that is the drought effect—down to the gold level.
The CHAIRMAN. I want to ask you particularly about wheat and
cotton, the effect of the gold proposition in relation to the other
factors.
Mr. SEXAUER. It is almost definitely chartable. Again this is some
what of a scientific process and I am not familiar with all the de
tails. At a given amount of scarcity and changing prices, there is a
certain definite amount of change* This is a relationship between
supply and demand. When a certain amount of scarcity affects the
crop so much as 20 percent, decreases of that amount in the crop total
may affect the price 40 percent, and there is a distinct curve of rela
tionship. If you take that curve of relationship on cotton and wheat,
the scarcity and supply and demand, and apply that all together with
the effect of revaluation, you will just about get the prices you now
have. There is a joint relationship in the price of cotton between the
A. A. A. program and repricing of gold. To the 6-cent price of
cotton add 69 percent due to rise in price of gold; deduct from
this, 7 percent to offset the further rise in the world value of gold,
and whatever is the price of cotton above that figure may be at
tributable to the A. A. A.
The CHAIRMAN. Take the case of cotton. I do not know but what
with the curtailment of production we shall still have an enormous
quantity of cotton on hand above the amount being consumed.
Mr. SEXAUER. Of course, Mr. O'Neal can discuss the matter of
cotton far better than I can. I might go through the realm of
cotton and find something to criticize, some farm activity, but my
primary purpose here is to define and offer something.
The CHAIRMAN. There is no harm in criticizing anyone.
Mr. SEXAUER. This cotton situation was discussed completely with
the agriculture committee of the Chamber of Commerce. It seems
to me that when a price of 12 cents was established by the Govern
ment and the world price was only 11% cents, and the world supply
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of cotton was already high, that there wa^ a supply which we could
not export. The Farm Board bought up the wheat. The Farm
Board bought wheat and in buying wheat held that wheat above the
world market. The result was that Canada shipped wheat to all the
other countries of the world while we were piling up our surplus.
We got all the wheat on the world's market and could not ship it.
The CHAIRMAN. I do not know that I quite get what you have in
mind as to the effect on the price of cotton of the gold policy.
Mr. SsxAUER. The gold policy affected the price of cotton just
this way. The price of gold affected the price of cotton. The price
of cotton went down 7 percent in terms of gold. Cotton went up
69 percent in terms of our currency due to revaluation. Then we
plowed up some cotton and prices were raised some more. There
is a de6nite relationship between the two. Neither one can claim
all the credit. Now, a curious thing has happened.
The CHAIRMAN. I am wondering if the scarcity factor would exer
cise the same inftuence in the case of cotton, where you still had
an enormous stock on hand, that it would have on a commodity
like wheat where it would come well within the limit.
Mr. SEXAUER. I think that does not enter into it. There is 6-cent
cotton in terms of gold, using the gold basis. Cotton has changed
in price in terms of gold less than 2 cents.
The CHAIRMAN. You account for that by a, factor other than the
gold product!
Mr. SEXAUER. The 2 cents; yes.
The CHAIRMAN. The other 4 cents you account for by the gold
policy.
Mr. SEXAUER. Sixty-six percent of 6 is 4, roughly speaking.
Mr. CRoss. As to the g(Ad price, here is what I am thinking of.
Suppose it takes 100 bushels of potatoes to do the people in this
room, to feed them, and out yonder there are 120 bushels, 20 bushels
more. Everybody scrambles to sell his potatoes because he knows
he has a surplus and the price will not shoot up until you destroy
the surplus, and when there are only 99 bushels we begin to grumble
and the price shoots up. But you get a tremendous surplus of cotton,
10.000.000 bales surplus, we will say, and destroy 2,OOMOO bales. You
still have 8,000,000 bales hanging over. What enect would de
stroying the 2,000,000 bales have upon the price when you still have
8.000.0(X) bales?
Mr. SEXAUER. The actual records show that the effect of destroy
ing, the 2,000,000 bales on the world's market, the Liverpool market,
in terms of gold value, is about 2 cents. This chart shows it, insofar
as the price of cotton moves up or down in terms of gold, so many
ounces of gold.
Mr. CRoss. I can see the gold effect, but I do not see if you have
8.000.000 bales how that effects the world's price when you have
that surplus. Of course, as long as we loan 12 cents on it, they have
to go out in Brazil or Egypt or India and buy cotton. But I do not
see how that affects the world price until you whip out good com
petition with the rest of the world on it. 1 see how gold will affect
it, our monetary unit. For instance, the price of cotton is 5 cents,
that is, at the old value of the dollar, 23.21, and I think if you put
't up 2 cents the price would immediately go to 10 cents.
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Mr. SEXAUER. In our currency?
Mr. CRoss. Sure.
Mr. SEXAUER. The 2-cent price would be changed.
Mr. CRoss. No.
Mr. SEXAUER. That is right. Destroying 2,000,000 bales of cotton
changes the price just as much as you think, and what 2,000,000,000
people in the world think it should be changed. If we all think there
is a shortage the price will go up, and just as soon as we Rnd there is
no shortage then it will come down.
Mr. CRoss. Are you familiar with what happened in France
when she devalued her franc, in other words, made 5 francs out of
1? Did the price go back where it was before, 19 on what was 10,
or did the price multiply itself by 5 at that time ?
Mr. SEXAUER. France did not do that. France went to the point
where her money was less than 20 percent. Then prices went up
proportionately. She let her franc drift and the franc drifted to
a point where it was worth less than 20 percent and arbitrarily
one day she said, it will be 20 percent. You must measure from
the time she first went off the gold basis to when she finally fixed
her prices. There is definitely a relationship between the prices
of the average basic commodities throughout the world in terms
of gold. The gold values of commodities in England, France,
Sweden, Australia, and the United States are within 4 or 5 percent
of being the same. The price in terms of currency in those same
countries changes exactly with the change in the price of gold in
terms of currency of each country.
Mr. WoLcorr. I cannot understand when Belgium had 290 milli
grams of gold in their monetary unit, 4% grains, Belgium devalued
her Belga and made 7 out of 1, less than half a grain, and yet she
is in distress again and talking about going off the gold standard,
whatever gold standard they are on. If you put the price up, I do
not see why she is so badly affected again.
Mr. SEXAUER. Let us take France. I have that information. I
have not the information from Belgium but I have some on France.
This is primarily a question of unemployment. The factor that
causes social disturbance is unemployment, and unemployment has
definite causes. Back in 1932 when we were way down in the
depths and had between 11 and 12 million people unemployed,
France on the basis of the same population—she has one-third of
the population we have, using League of Nations figure—and when
we had 12,000.000 unemployed on the basis of the same population,
multiplying the number oi her unemployed by 3, she had 888,000.
But what France was affected with was the increase in value of gold
that took place between 1930 and the present time, due to the world
wide depression in ail the other countries without revaluation.
Gold should have buying power today about what it had before
the war, but we are hoarding it so much that our price level in
terms of gold purchasing power is about what it was before the war.
France went through the situation in 1932 comparatively well.
The increased buying power of gold since has dragged her down
until today I do not know just what her position is in terms of
employment, but it is not good.
She is going down because we have dragged her down by our
depression. Up to the time when we got so far in the depression,
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France's situation was relatively good, 1,000,000 unemployed against
the comparative figure of 10,000.000. I would expect the same situ
ation in Belgium, that Belgium had been dragged down by the world
depression. When we have something like 40 percent of the busi
ness of the world in this country generally, and only do half of
what we normally do, that means a 20 percent loss of world business
which means that there is no normal Row of commerce between
other countries. Belgium being primarily dependent on imports and
exports obviously is tremendously hit by that and hit by the decline
of the price level brought about by excessive appreciation in currency
and the excessive increase in the purchasing power of gold.
That is philosophy.
Mr. WoLCorr. With respect to what we were talking about, the
philosophy of credit, I think very possibly the emphasis is that the
philosophy means availability of credit, because the eRect of the
increase in the Federal Reserve bank reserves to $2,400,000,000, is
velocity of credit. That is available credit. That does not show
velocity as not being used.
Mr. SEXAUER. May I illustrate that in our own business! I have
to use some philosophy. Our organization has a line of credit in
the banks of New York City and can go to any large bank in New
York City and borrow a million dollars on our note* That is avail
able credit. There is no velocity of credit there. That is a desire
on their part to loan money. It is lack of a desire on our part
to borrow. Why don't we want to borrow! Without any question
it is because we do not see how we can expand our business under
these conditions. On April 19 I thought we could* From April 19
to August 1 I said, " we will expand business "; we are going to
have more employment because of this rise in commodity prices.
The minute something was done that squelched that I said, we do
not want to borrow money.
The velocity of credit was growing in that period. Our credit
remained. Our credit was as good the middle of August as at 6rst,
but we did not want to do it.
Mr. WoLCorr. You had no desire to use it in that situation.
Mr. SEXAUER. Yes. It was not the velocity of credit, but the
velocity of money in the business we were in.
Mr. WoLcoTT. There was credit available to whip the depression!
Mr. SsxAUER. It might whip the depression as far as business is
concerned, but as long as our currency is tied to a fixed amount of
gold, corn, wheat, cotton remain fixed to the world's level of prices.
You may by velocity of credit raise the price of Bnished products,
but farm products will stay down, and if you go back to the 1922-29
period you will find that the purchasing power of farmers broke
down. The reason for that was the rapid expansion of the credit
policy that made business active for a time and kept the average
of prices up but the farm prices down and the net result was that
by and by most of our people in the West went busted and mort
gaged their farms, the banks went busted and some people thought
it was the bankers' fault.
Mr. WoLcoTT. I have read that approximately 55 percent of the
purchasing power of the Nation is ordinarily in the hands of the
farmers.
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Mr. SEXAtfER. I think that could be substantiated but I think you
would have to figure it on the basis of income from the basic
commodities; it is not the total income, Mr. Wolcott.
Mr. WoLcoTT. As far as round figures are concerned, that is ap
proximately correct.
Mr. SEXAUER. I would say yes, but it would be subject to a
considerable argument and some people would say wages are pur
chasing power and others would figure on production of basic
commodities and purchasing power on that basis. You probably can
substantiate it.
Mr. WoLcoTT. That is all.
The CHAIRMAN. The committee will recess until 3 o'clock.
Mr. SEXAUER. Here are some groups of figures and I will just leave
these charts for each member.
(Thereupon, at 1 p. m. the committee recessed until 3 p. m.)
A F T E R RECESS

Upon the expiration of the recess, the hearing was resumed.
The CHAIRMAN. Before we begin with Mr. Foster, I will ask him
to yield to Mr. O'Neal, who desires to read a telegram to the committee.
STATEMENT OF EDWARD A. O'NEAL—Resumed

Mr. O'NEAL. Mr. Chairman, among the farm witnesses that we
asked to come today to help us present our case, was a very distin
guished man, who could not come, but he sent the following telegram,
which I would like to read.
(The telegram is as follows:)
M iA M i BEACH, Fi-A., A forch 25, .?935.

E. A. O'NEAL,

Farm

D. C.

Greatly regret my inability to reach Washington in time to appear before
the committee which will discuss today the monetary problem. It is supremely
important that we immediately adopt a managed currency. Recently I returned
from Europe where I made a careful investigation of economic conditions.
Everyone knows that the goid-bloc countries, those still clinging desperately
to a fixed price for gold, are in extreme distress. Deflation in those countries
is still going on and the end is not in sight so long as they fail to recognize
that gold has tremendously increased in value and that in exchange for gold
today one must give much more of any commodity. In other words, the in
creased value of gold made things cheap, depressed prices. On the other hand,
the British Empire which has been wisely managing its pound sterling is en
joying great prosperity and is happy that it has a monetary unit varying from
day to day sufHcient to stabilize prices. I talked with many British leaders
of industry, banking, and finance and found a great unanimity of opinion, that
Great Britain would not for a long, long time, if ever, abandon its managed
pound and return to a Rxed gold standard such as prevailed before many
countries of the world abandoned the gold standard. For 100 years we have
had a commodity dollar but the base has been a single commodity, gold.
We should have instead a monetary unit based on a large number of commodi
ties. The average value of these commodities would not fluctuate so violently
as has the value of the single commodity, gold. A few months ago I was in
Argentina and saw the prosperity that country is enjoying because it has recog
nized the increased value of gold and devalued the peso sufficiently to compen
sate for the change in the monetary base. The Argentina farmer is getting a
high price for his products and in spite of the tarifT might sell wheat even in
America at a proRt in competition with the American farmer. The situation is
so plain that it seems strange that we as a Nation have been so slow to adopt
the policy which is working so well in other countries. Sweden and Australia
present more evidence which we should recognize. The American farmers
seem to understand the gold question better than our bankers or our business
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men. I hope your efforts before the committee on banking will be successful
and that you succeed in arousing members of Congress to an appreciation of
the vital importance of adopting a managed currency so that we may stabilize
prices, prevent great fluctuations and the recurring depressions which have
raised havoc with our whole economic situation. Another collapse of prices
which might come with the further rise in the value of gold under our
present monetary system would bring us a greater disaster than we have yet
experienced and might threaten all our institutions and democracy itself. It
would be a great tragedy if Congress should fail to enact legislation that
will give us relief and protection for the future. We must end the " money
illusion " which already has almost destroyed us.
FR\XK E. GANNETT,
President the
-Vewapapers.

That is from Mr. Frank E. Gannett, president of the Gannett
newspapers.
Now, Mr. Chairman, there is one other witness that we were to
have today, and I am sorry that he could not come; Mr. Louis J.
Taber, of the National Grange, and I would like to ask the privilege
that he may 61e his statement later. He regrets his inability to be
here.
The CHAIRMAN. All right. Without objection, that will be done.
Now, Mr. Foster, you may proceed. Give your initials, and your
connections.
STATEMENT OF E. S. FOSTER, OF ITHACA, N. Y., GENERAL SECRE
TARY NEW YORK STATE FARM BUREAU FEDERATION

Mr. FosTER. Mr. Chairman----The CHAIRMAN. We would be glad to have you discuss this bill,
Mr. Foster, and you may have such time as you wish without inter
ruption. I suggest that you indicate to the committee when you
desire to be interrupted.
Mr. FosTER. All right.
Mr. Chairman and members of the committee, I have prepared a
rather voluminous statement here that runs about 20 or 25 pages,
and I hesitate to ask your committee here this afternoon for permis
sion to read that.
The CHAIRMAN. I suggest to you that you read so much of that
statement as you desire to read to the committee, and any further
part that you wish incorporated in your remarks may appear con
secutively, without having to read it in full.
Mr. FosTER. All right, thanks. I think I choose to Rle the brief,
if possible, and merely extemporize here for a few minutes.
The CHAIRMAN. Without objection, that will be done.
(The brief referred to is as follows:)
HIGHER COMMODITY PRICES AND STABILIZED PURCHASING POWER OF THE DOLLAR
ARE THE GREATEST NEEDS OF AGRICULTURE

Most farmers are agreed that steps should be taken by the Federal Govern
ment to correct and prevent the hazardous conditions which result from wide
fluctuations in the purchasing power of the dollar. Farmers have long ex
perienced rise and fall in commodity prices, and they recognize the absolute
necessity of developing a system to correct this condition, to bring about greater
stability in our economic life.
In the first place, why are farmers so vitally interested in this problem
of stabilizing the dollar? The answer to that question is to be found in all the
things that have happened to ns and to agricultural countries of the world since
1920. The great wars of modern times have been Hnanced by a resort to intla*
tion. After every one of these wartime inflationary periods we have experi
enced violent deflation in the Anal analysis. The general level of commodity
prices that is driven away up during the inflation periods goes into an equally
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violent collapse when the current is reversed and delation sets in. In the last
episode the turn came in 1920, and the wreckage resulting from that headlong
plunge of commodity has strewn our land for 15 years.
When prices rise the man to profit first is the producer of raw materials.
Likewise, he supers first and most severely during declining prices. Farm
products are basic in nature, and naturally they are extremely sensitive to
changes in price levels.
When deflation overtakes a community the bottom drops out of all primary
products, raw materials, and especially those having the broadest markets.
Those producers whose income depends upon these things see their income
wiped out. They are unable to meet even current obligations, let alone paying
debts of longer standing—debts contracted back under a higher price ievel.
Thus, one of the unfailing effects of such a deflation period is a great mass
of unpayable debts. The whole community is waterlogged by an overwhelming
burden of debt. The farm business is sunk; and taxes, as well as private debts,
become uncollectible.
It is unnecessary to recite the details of this chapter of history we have just
been living through. The story of all the thousands of failures in farming,
of foreclosures, of bankruptcy, and of general poverty is familiar to all.
Already it has been with us for half a generation and the end is not yet.
In few words, this is why the farmer is interested in the problem of price
level and consequently of money. It is because he has always been and will
always be one of the keenest sufferers from the ravages of these great deflation
periods. The whole community suffers in these times, but it is on the farmer
that the blow falls first and most severely.
W HAT CAN BE DONE TO HELP THIS SITUATION?

In attempting to correct the wide fluctuations which take place in commodity
prices, it is first of all necessary that we recognize the factors which determine
price levels. Great confusion seems to exist among individuals as to just
what these factors are. Some claim that changes in the price level just
automatically happen. Some say that over and under production is the
cause. Some claim that bank credit, with its contraction and expansion, is
the major factor. Some say that foreign trade, or the lack of foreign trade,
is responsible. Some say that gold is the important factor.
Scientific research shows clearly that ^old is the most potent of all factors
in governing the rise and fall in commodity prices. The evidence clearly
indicates that the violent world-wide ups and downs in commodity prices during
the last 20 years have been due primarily to changes in the value of gokl.
Gold is a commodity just the same as wheat, or copper, or rubber, or any
other commodity. Its value is subject to the same forces of supply and demand
as any other commodity. The supply of gold is a relatively stable thing, but the
demand for it varies widely. When the western nations abandoned gold during
the war and ceased to bid for it, the value of gold went down, and commodity
prices rose to an index of 220 in this country.
After the war many of the European countries that had abandoned the gold
standard began a mad scramble to place their currencies back on the gold
basis. As a result, the value of gold rose abruptly, and commodity prices feli
with extreme violence down to an index of about 150. Eventually they went
down to 87.
The war-time inflation was a phenomenon of the gold-using countries, and
so was the post-war deflation. It was the gold-standard country whose prices
marched up the hili and then marched down again. The silver-using countries
did not go through this experience. China did not have our war-time inflation
nor our post-war deflation. It seems clear that these wide fluctuations in
commodity prices have beeu due to sudden changes in the world's demand
for gold.
The value of gold is determined by the world forces, and no one country can
control it. Neither we nor any other country can control the purchasing power
of an ounce of gold.
The price level of commodities is determined by the relationship which exists
between the supply of and demand for commodities and the supply of and
demand for gold and the price of gold.
There is a widespread belief that the expansion of bank credit, currency
excess reserves, and/or velocity will raise commodity prices and gold is of
Iittie or no consequence.
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There is a fundamental relationship between corn and hogs, between corn
and cotton, and between gold and cotton. When a nation is on the gold standard
an exchange of a bank check or paper money for cotton is an exchange of a
given weight of gold for a given weight of cotton. With go)d at $35 per ounce
and cotton at 10 cents^ a bale of cotton is worth 1.43 ouncen of gold. Expanding
bank credit, excess reserves, velocity, and the like cannot materially change
this ratio.
When the dollar price of gold is suddenly changed, the amount of gold to
buy a bale of cotton does not change, but the price of cotton does change. The
advance in the price of gold is equivalent to reducing the gold content of the
dollar and, if the ratio of gold to cotton does not change, the ratio of the dollar
to the cotton does change, and this is the dollar price of cotton.
The price level of a country is the product of the world level of commodity
prices in gold and that country's price of gold.
The world level of basic comodities in gold in six countries fell from 135 to
(12 percent of pre-war, and for the past 17 months has been very stable, varying
from 62 to 64. In February 1933 basic commodities in the world were 67 per
cent of pre-war and 30 basic commodities in the United States were 66 percent
of pre-war. In January 1935 the basic commodity index was 112 and had ad
vanced about as much as the price of gold would call for. (66X1.69=112)
Our price level is a product of the world level of commodity prices in gold
and our price of gold. We cannot control the world price level, but we can
control our price of gold and thereby control our price level.
Since the United States is on the gold standard, it follows that the United
States cannot keep its price level far out of line with the world level of
prices in gold by the discount rate, by velocity, by greenbacks, by silver cer
tificates, by Federal Reserve notes, by unbalanced budgets, by conRdence. by
public works, by tariffs, by quotas, by crop destruction, or by giving away
money. This is regardless of how meritorious or injurious any of these may
be from other standpoints. No country can keep its price level far out of line
with the world level and no country has been able to strikingly afCect the world
level of prices.
It is deRnitely recognized that change in the price of gold in the United
States has been a potent factor in raising commodity prices. It is also recog
nized that further use of the existing power to raise the price of gold can b&
a material inHuence for a further upping of commodity prices.
COTTON

Most of the advance in the dollar price of cotton since February 1933 has
been due to the rise in the price of gold. From February 1983 to March 18,
1935, prices of cotton at New York were 6.1 and 10.65 cents per pound. The
price of cotton has advanced 75 percent, slightly more than the 69 percent ad
vance in the price of gold. In terms of the old gold dollar the price of cotton
in the United States has risen 3 percent. In February 1933 the price of cotton
at Havre, France, was 209 francs, and on March 18, 1985, cotton was worth
222 francs, or cotton had advanced 6 percent at Havre. France is on the gold
standard and there is no question but that cotton in gold has advanced only
6 percent. Therefore, the 75 percent advance in the price of cotton is largely
attributable to the depreciation of the dollar—the 69 percent advance in the
price of gold.
The price of cotton in the United States is a product of the world price of
cotton in gold and the dollar price of gold in the United States. If the world
gold price of cotton did not change and we raised the price of gold from $35.
to $45 an ounce, the price of cotton at New York would be about as follows:
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$35
36
37
38
39

Price of
cotton
$10.3
10.6
M.9
11.2
11.5

Price of
gold
$40
41
42
43
44

Price of
cotton
$11.8
12.1
12.4
12.7
13.0
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The advantage in the price of goid from $20.67 to $35 is a 69 percent change.
All commodities rose from 87 to 113, or a 32 percent increase* Ail commodities
did not rise by the fuil amount of the 69-percent advance in the dollar price
of gold because of the Bureau of Labor index of all commodities was not
completely deflated in February 1933. Therefore, the answer to the latter
part of the question, " How much would it be necessary to raise the price
of gold to bring the general prive level to that of 1926 ", involves an analysis of
prices, basic commodities which were completely deflated.
In February 1933 our index of 30 basic commodities was 66 percent of pre
war and at present is 112, and is in adjustment with the depreciation of the
dollar (66X1.69=112). If our basic price level was in adjustment with the
world level of basic commodities in February 1933 and if the world value
of gold does not change, a price of gold of $45.68 would be required to bring
basic commodities into line with the 1926 level. (146+66=2.21 X $20.67=
$45.68)
If basic commodities were brought to the 1926 level they would have to rise
121 percent from the low of February 1933. A11 commodities would rise by a
smaller percent, 68, because they were in a state of incomplete deflation in
February 1933.
If commodity prices in gold throughout the world should rise 10 percent
and this was reflected in our basic price level, a $41.34 price of gold would
bring basic commodities and all commodities to about the 1926 level
<146^-73=2.0X §20.67=$41.34).
If commodity prices in terms of gold throughout the world should rise 15 per
cent, about a $39.69 price of gold would bring basic and all commodities to the
1926 level (146-^-76=1.92X$20.67=$39.69).
If commodity prices in terms of gold throughout the world should rise 20 per
cent, a price of about $38.24 would be required to bring basic and all commodity
prices to the 1926 level (146-^79=1.85X$20.67=$38.24).
If commodity prices in terms of gold throughout the world should rise 25 per
cent, a $36.38 price of gold would bring basic and all commodities to the 1926
level (146^-83=1.76X$20.67=$36.38).
If commodity prices in terms of gold throughout the world should rise 30 per
cent, a $35.14 price of gold would bring basic and all commodities to the 1936
level (146-^86=1.70X$20.67=$35.14).
But while we cannot control the world value of an ounce of gold, we can
measurably control the internal value of the dollar by either changing the price
of gold or Hexing the number of grains of gold in the dollar, thereby controlling
our domestic price level of commodities. This has been demonstrated con
clusively since the spring of 1933. While the dollar was tied to gold in the 8xed
quantity of 23.22 grains, our commodity prices were firmly lashed to these tre
mendous swings in the world's value of gold* Following 1929, when that world
value of gold Snally soared to the highest level of modern times, we saw our
commodity prices conversely go down to depths at which equities were wiped
out, our farms and industrial business were paralyzed, our banks ruined by the
thousands, and our whle economic life reduced to the verge of chaos. But once
our dollar was cut loose from that Rxed quantity of gold, prices of our basic
commodities instantly moved upward and our farmers and producers generally
were once more given a fresh breath of life.
The farmers of this country are convinced that a basic remedy for this whole
trouble is to free the American dollar from these disastrous swings in the world
value of gold. They are convinced that the chains by which the dollar is linked
to go!d must be flexible enough so that they will not periodically throttle the
internal prices of the products of our farms and factories.
Mr. Frank A. Vanderlip said the other day before the Senate Agricultural Com
mittee that our gold dollar of a fixed number of grains is not a measure of value
at all, it is merely a measure of weight. He is right. We are convinced that
what is needed above all else is to establish a domestic measure of value, one
that wil! have a fairly constant purchasing power one month with another and
one year with another. We are convinced that President Roosevelt was taking
the soundest and most forward-looking position possible when he said in his
message of July 3, 1933, to the London Economic Conference, " Let me be frank
in saying that the U. S. A. seeks the kind of dollar which a generation hence
will have the same purchasing and debt-paying power as the dollar value we
hope to attain in the near future."
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The farmers certainly have as great a stake in this proposition as any group.
We have been among the worst sufferers from the old monetary system whereunder our internal prices have been wide open to the wild swings in world value
of gold. If the American farmer and the American manufacturer and worker
could be assured that the general level of commodity prices would be relatively
stable over long years in the future, the greatest single hazard in our productive
life would have been removed.
VARIOUS GROUPS MUST BB IN BALANCE

It is impossible for business to progress unless all groups are in reasonable
balance. The so-called " delicate economic balance " existed during the period
1910-14. At that time little was heard about the need for farm relief and little
was heard about the high cost of living. Farm taxes and farm wages were in
proper adjustment with commodity prices and earnings of factory workers were
also in proper adjustment.
Because of the declining value of gold which followed 1914, commodity prices
increased rapidly. By June 1917 the price level of 30 basic commodities had
reached an index of about 225 compared with an index of 100 during the 1910-14
period. Taxes, interest, farm wages, cost of living, the articles farmers buy,
and the hourly earnings of factory workers lagged far behind the commodity
price levels. It was then that we heard much about the high cost of living
for city workers found their income far out of balance.
By 1920 things were getting back in a fair state of adjustment and our
delicate economic balance was being restored. Then came an increase in the
demand for gold, with a tremendous increase in its value. This resulted in a
drastic lowering of commodity prices and by February 1933 we found that our
economic balance was in the worst possible condition of maladjustment. The
price level of 30 basic commodities sank to little more than one-half the 1910-14
level. The price of all commodities fell far below the 1910-14 level, while the
prices received by farmers for food products fell to one-half the 1910-14 level.
In February 1933 the index number of the articles farmers buy stood exactly at
the 1910-14 level, while farm taxes and interest payments dropped but little
below the high of 1920. While hpurly earnings of factory workers had dropped
considerably in 1933, still these wage rates were almost double that which
prevailed in 1910-14.
In September 1934 we find that the prices of 30 basic commodities and all
commodities were slightly above the pre-war level, while the prices received for
food products were closely approaching an index of 100. In September 1934
hourly earnings of factory workers reached a new high, with an index of
about 240.
It makes little difference over a long period of time to what level we stabilize
prices, provided of course that all groups are in proper adjustment. It is im
possible to bring down the level of Rxed costs, including debts, freight rates,
and the like, to the level of commodity prices, therefore the only sensible and
logical thing to do is to raise commodity prices in line with Rxed costs and debts.
Much progress has been made since March 1933 in raising commodity prices
by adjusting the purchasing power of the dollar. We still have considerable
distance to travel in bringing commodity prices in line with the level of Rxed
costs and debts. Unless this is accomplished there is little hope for farmers,
regardless of all the many programs that might be undertaken in his behalf.
When prices are in proper adjustment, with Hxed costs and debts, they should
then be held at that point through stabilization of the purchasing power of the
dollar.
A STABILIZED DOLLAR THE REMEDY 0!? THE GREAT EVIL

What is the so-called " commodity dollar "? In few words, it is a dollar that
contains an amount of gold that will buy a given quantity of commodities at all
times. It is a dollar that will vary slightly from time to time in the number
of grains of gold that it contains, but will be stable in the actual quantity of
things that it will buy.
It is not the intention here to discuss the technical details by which such
a currency system Would be set up, but it may be noted that the adjust
ment of such a dollar should not be left to political influence, nor even to
falHble human judgment. Its adjustment should be made virtually auto
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matic to changes in the commodity price level. An accurate and compre
hensive index of commodity prices would be set up by the Government.
Then a governmental monetary authority or similar body would be charged
with the duty of keeping the gold content of the dollar adjusted to counter
balance exactly any wide fluctuations in the price level.
To the farmer, to the worker, to the man on the street, these automatic
changes of a few grains in the gold content of the dollar would mean prac
tically nothing; he would pay no attention to them. The thing that he
would know and that would be all-important to him is that his money would be
dependable. His dollar would buy substantially the same amount of things in
general next month, next year, and 10 years hence as it will bny now.
That kind of a doliar would allow us to enter into long-time contracts
with complete assurance. It would absolutely prevent the situation where,
because of rising prices as in 1915 to 1920, the creditor gets back actually
only part of his loan; or, because of falling prices, as after 1920 or 1929,
where the debtor is pressed beyond endurance and becomes wholly unable
to pay. It would free us from these terrible deflation experiences which
have overtaken us five times in the history of this country and each time
have wrecked the fortunes and lives of a whole generation of hard-working
people.
Attention should be called to the fact that a commodity dollar in the
United States is no new thing, for today we actually have a commodity
dollar; but unfortunately our dollar is based on just one commodity, namely,
gold. To emphasize the fallacy of basing the dollar on just one commodity,
it is only necessary to review what has happened over a long period of
time in connection with the changing value of this commodity.
From 1814 to 1843 the value of gold rose 170 percent. From 1843 to 1872
it fell 39 percent. From 1872 to 1896 it rose 97 percent. From 1896 to
1914 it fell 34 percent. From 1914 to 1960 it fell 58 percent. From 1920
to 1934 it rose 281 percent.
If we ask any group of men to name the period when we had the greatest
inflation in this country, about 9 out of 10 would answer by stating that we had
our greatest inRation when greenbacks were issued. That answer would be
wholly wrong, for our greatest period of inflation took place in 1896 to 1920 as a
result of the extreme decline in the value of gold.
To base our dollar on a single commodity, which fluctuates so violently
in value over a period of years, is extremely hazardous to the producers of
commodities and therefore hazardous to our whole economic well-being.
It is interesting to compare the fluctuation in value of numerous commodi
ties which took place from 1873 to date. In spite of the fact that the
value of corn has been rising, it has been more stable over this long period
than has the value of gold. The value of hides has been about as variable
as the value of gold. The value of lard has been much more stable than
gold. Although the value of pig iron has declined about 0.4 of a cent per
year, it has been more stable than the value of gold. The value of copper
is about as variable as the value of gold, while cotton has been more stable.
Over this long period of time the value of wheat has been considerably
more stable than the value of gold. Therefore, it is evident that as far as
stability of purchasing power of the dollar is concerned, it would be better
to have it hooked to wheat instead of gold in case we adhere to a onecommodity balance.
When we combine the values from 1873 to date of eight commodities—namely,
corn, wheat, cotton, pig iron, copper lard, hides, and gold—we iind that the
combined value of these eight commodities has fluctuated but relatively little.
What we need is a multiple commodity dollar in order that we may avoid the
wide ranges in value which are bound to result in a single commodity.
Farmers have long recognized the wisdom of diversity in farming as a means
of avoiding the hazards which frequently result in single-crop farming, just
as in investments have long recognized the soundness of multiple investments.
Exactly the same principle applies to the dollar.
It is sometimes charged that the proposal to reflate commodity prices in line
with the level of debts and fixed costs, and then to stabilize the purchasing
power of the dollar by means of a commodity dollar which would be controlled
by the price level of numerous basic commodities, is wild, radical, and an
untried scheme.
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It is sometimes argued that it would keep the foreign exchanges in con
fusion, etc., etc. But such contentions iose their force in the tight of the ex
perience of other countries as weli as our own in the last few years. Eng
land's experience alone supplies the answer to all that sort of talk.
England found in 1931 that she cou!d not continue the process of deflation.
She did follow it, in fact, until her industries and agriculture were paralyzed
and her gold reserves exhausted. Then, in September 1931, England cut the
pound loose from gold. The simple legislative act under which this was ac
complished went through both Houses of Parliament on September 21, 1931.
it repealed " Subsection 2 of section 1 of the Gold Standard Act of 1925",
which was the subsection making British currency redeemable in gold. This
law and the subsequent Finance Act of 1932 thus suspended redemption in
gold and established a so-called "Exchange Equalization Fund" (of ultimately
some 350 million pounds) which was to be used in the stabilization of the for
eign exchanges. The legal sanction was very simple indeed.
Great Britain cut her pound loose from gold 3 ^ years ago. She has never
since that time tied it up to gold. She maintains her free gold market in
London where gold is bought and sold subject to all the free play of world
influences. The English fiscal authorities have proved themselves thoroughly
able to manage the pound, obviously with the Axed objective of keeping their
commodity price level stable. They have not worried as to whether the the
oretical content of the pound was 100 grains or 90 grains from day to day
or from week to week. As a matter of fact, what they actually did over the
long period was to raise the price of gold from 85 shillings an ounce to 143
shillings, which is simply another way of sAying that they devalued the pona^
by about 40 percent.
England has demonstrated conclusively that a currency can be managed, that
the theoretical gold content of the monetary unit can be changed frequently
and that the commodity price level can thereby be fairly well stabilized. There
are still persons in England who call this radical and who decry it as an ex
periment, but the weight of British opinion apparently is now Rrmly against
going back to a pound of Axed gold content, and certainly it is dead against
going back to a pound of the old gold parity.
What England has done with the pound has not been confined in its effects
to that small island. A substantial part of the modern world is linked in its
commercial and Rnancial affairs to the sterling mechanism and has followed
closely the lead of sterling. That includes Finland, Norway, Sweden, Denmark,
Ireland, Canada, India, Australia, New Zealand, Bolivia, Argentina, and Brazil.
In those so-called " sterling countries " which are predominantly agricultural,
such as Argentina, Australia, and New Zealand, the effects of this monetary
policy have been strikingly helpful. They have raised and stabilized their
internal commodity prices. They have started agricultural production and
incomes back upon the road toward recovery once more, and likewise general
business activity.
OUB PROGRESS UNDER THE THOMAS AMENDMENT

Little time need be spent in pointing out the progress that has been made in
restoring economic balance as a result of the Thomas amendment. When the
gold standard was suspended internally and externally by unpegging the dollar
in terms of foreign exchange, commodity prices advanced immediately and
substantially in the United States.
That cutting of the dollar loose from a definite amount of gold in March
and April of 1933 was like cutting the noose from a strangling man. Within a
year after February 1933 the depreciation in the value of the dollar had been
equivalent to a 69-percent advance in the price of gold. Within that same
period the New York Journal of Commerce price index of 30 basic commodities
had advanced 63 percent. Most of the rise in prices actually came in the Brst
7 months.
The Federal Reserve Bulletin of June 1933 carried an interesting study of
the price of cotton, lard, silver, copper, tin, and rubber. There you have six
basic commodities which include representative leaders among our domestic
export and import items. The study showed that these commodities advanced
60 percent from March 1 to June 1, 1933. American prices responded at once
when the dollar was freed from the pressure of the high world value of gold.
127297 — 3 ?---------40
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The previous speaker has outlined at length the economic improvement which
has resulted in many lines of business since we left the old gold standard early
in 1933. He has pointed out that industrial employment has improved, that
pay rolls have increased, that bankruptcies have declined, that foreclosures
have diminished, that tax payments have improved. The whole economic
picture changed for the better beginning almost identically with the abandon
ment of that old dollar of the Rxed weight of 23.22 grains of gold.
Farm people feel that some of the other steps taken later on in the recovery
program, well intentioned though they were, were unfortunate and tended to
nullify some of the good effects of the new gold policy.
The dollar has again been rigidly tied up to gold at $35 an ounce since
February 1, 1934. This means that our internal commodity prices are again
linked up directly to whatever deRationary forces still exist in the high world
value of gold. We feel that it is a mistake to tie the dollar to gold in a Rxed
ratio at $35 an ounce upon the same principle that it was a mistake and
became a calamity at $20 an ounce.
In conclusion we would do well to recall that America's experiences with these
great deRationary episodes resulting from a rise in the value of gold have been
progressively worse. The deRation following the Civil War was worse than that
which took place after the War of 1812. This latest one, since the World War,
has been worse than any of its predecessors.
Our farm people are convinced that the one thing which did most to improve
our economic condition has been a revaluation of the dollar. What has been
done along this line constitutes the longest single step made since the founding
of this country toward the establishment of something like a scientiRc currency
mechanism. We are convinced that Congress should take the remaining step
necessary to establish economic balance by raising commodity prices in line
with debts and Rxed costs through adjustment in the purchasing power of the
dollar, and that economic balance be maintained through a commodity-doUar
mechanism.

I pointed out that I am secretary of the New York State Farm
Bureau Federation, and operate a potato farm in Washington
County, N. Y. UnLke Mr. O'Neal I am a small farmer, while he is
a large one. I have been working very intimately and closely with
farmers during the past 10 years, and am in contact with them
nearly every day, and my contacts lead me to conclude that the
greatest need of the farmers at the present time is a raising of com
modity prices to bring about balance between various groups, and
then a stabilization of the purchasing power of the dollar to ward
off the disastrous ups and downs in commodity prices that get us
into so much trouble.
I think that at the outset it is necessary for us to recognize what
makes price levels. There has been a great deal of research in con
nection with this subject, and this research leads to the fact that
commodity prices are determined by a formula which is the supply
of commodities and the demand for commodities in relation to the
supply of and the demand for gold and the price of gold.
We hear a great many different theories as to what makes price.
Most of them are based on theory, and there is little research to
substantiate other than the theory that price is a result of the rela
tive values existing between gold and commodities.
There have been some chains placed on your desk during the noon
hour, and I would like to refer to a few o f these charts, and if you
will turn for the moment to the one numbered 17, which is on the
back of the pack, I think that we can see some interesting relation
ship between gold and commodity prices since March 1933.
Now, perhaps there are a few of those sets of charts that fail to
have this little chart attached to the back, no. 17.
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I wish that we had the charts which precede this, dating back in
-economic history for about 156 years, showing that during that en
tire time there has been an extremely close relationship of the value
of gold to the prices of commodities. However, we have it only
from March 1933.
You will note that as the administration changed in March 1933,
there was practically no change in the price level of basic commodi
ties. Following the bank holiday, and the time when we suspended
gold payments, we began to get a rapid rise in the price of gold, and
by July 1, 1933, we had made remarkable progress, and you will
note that the increase in the price of gold practically parallels the
increase in the price level of 30 basic commodities.
We travel on through the summer of 1933 with ups and downs,
both in the price of gold and in the price of commodities, and then
we arrive at the point where, as was pointed out this morning, a
few retarding things came into the Reid. However, our price of
gold and the price of the 30 basic commodities have held a very,
very close relationship. We got over in February 1934, and the
price of gold flattened out at $35 an ounce, and it has held that
uver since.
Now, about June and July 1934, we began to read much in the
newspapers about the drought in the West and the shortage of cer
tain basic crops as the result of the drought, and we saw prices on
the Chicago exchange jump rapidly, due to the fact that a number
of those mrm commodities are figured in this group of basic com
modities, and we got a substantial rise in the basic commodity price
level during July and August 1934.
However, the shortage irom the drought was not quite as severe as
the public was led to believe, and the scare got over somewhat and
prices started back down.
I wish that we had this chart brought up to date. We have it in
our ofBce at Ithaca brought up to date, and today the lines are practi
cally coinciding again.
Mr. CROSS. Have you a list of those commodities that you used?
M r . FosTER. I h a v e n o t t h e m h e r e . I c a n f u r n i s h y o u w it h th e m .
T h e r e a re i r o n , t i n , c o p p e r , w o o l , c o t t o n , c o r n , a n d a w h o l e g r o u p o f
t h o s e b a s ic p r o d u c t s . I w o u l d b e v e r y g l a d t o f u r n is h t h a t lis t t o th e
c o m m it t e e .

So, we have lots of evidence that the two things run together, the
price of gold and the price of basic commodities.
Now, if you will turn to chart 1 in the same group of charts, we
have the price of raw materials in six countries expressed in pre-war
gold currencies. You will note the tremendous fall from 1929 down
to date. If we were to plot the increase in the value of gold, we would
have just exactly the reverse of that. So, if we will take our pencils
and start in the lower left-hand corner and go up toward the upper
right-hand corner, we would have what has happened to the value of
gold.
Leaving the chart for just a moment, the commodities listed in that
group of 30 basics include the following: Wheat, corn, oats, rye, bar
ley, Hour, beets, pork, lard, eggs, butter, cheese, sugar, coffee, cocoa,
cotton, print cloth, wool, silk, burlap, copper, tin, zinc, lead, silver,
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hides, rubber, linseed oil, turpentine, and petroleum. That is the
group of the 30 basics.
Turning back again to the charts, and to page 1, we find what has
happened to commodity, prices in six countries, expressed in gold.
The value in gold is just the reverse of that other chart.
Now, it seems to me that that is very distinct evidence that the gold
program has worked. I cannot point to any more telling evidence
than the relationship which the chart on page 17 here shows:
Mr. GOLDSBOROUGH. I wonder if I might interrupt.
Mr. FosTER. Certainly.
Mr. GOLDSBOROUGH. I have something on my mind that I intended
to ask the other two witnesses after they had finished, and then I
forgot it.
I notice that your chart goes way up to 138 in 1929, for raw mate
rials. Now, I do not remember that after 1920 the prices on basic
commodities, so far as the farmer was concerned, were ever particu
larly satisfactory. So far as wheat, corn, and cotton are concerned,
I do not remember that they were anything like 138 in 1929, from
what I knew about it.
Mr. FqsTER. Thosp particular commodities that you just mentioned
now, I think, were not. The general trend of basic commodities has
been pretty much down ever since 1920. They have had their ups
and downs, but the trend has been down, with a very severe fall
following 1929.
Does that clear up that point, Congressman!
Mr. GOLDSBOROUGH. You see, you have a line there that indicates
that the prices were satisfactory. It is my recollection that they
were not satisfactory insofar as basic farm products were concerned
at any time after 1920 and up to the present time. That is my recol
lection, and it is rather distinct.
M r . FosTE R. I t h i n k t h a t y o u a r e q u it e r i g h t .
T h e re h as been a
l o t o f f a r m c o m m o d i t i e s i n t h e r e t h a t w e r e c la s s e d a s r a w m a t e r ia ls ,
t h a t w e r e t o o l o w i n p r i c e c o m p a r e d t o t h e f ix e d c o s t s o f t h e f a r m e r s
in t h a t p e r i o d .

The CHAIRMAN. And our tariff comes into that calculation, because
some of our farm products are protected by tariffs, where some others
are not.
Mr. FosTER. Correct. There is a number of raw products in here,
however, that enjoyed pretty good prices during those good industrial
days up to 1929. In other words, some of the raw materials that
went into industrial products were in quite big demand at that time.
If you will just turn to page 2 in that group of charts, there is some
more evidence there of what happens in connection with the gold
program. England got a jump on us by quite some extent in revalu
ing her currency. You will note that in 1931, when England re*
valued, it practically stopped the downward line in the commodity
price level. They flattened it out very much, while the United States,
clinging to the gold at $20.67, had a constant fall in commodity prices
way down to March 1933 and when we revalued we immediately shot
back in line with prices in England.
Mr. GOLDSBOROUOH. I approve of devaluation very fully and heart*
ily, but some of the arguments are not entirely clear to me. It seems
to me that when you reach the point of devaluation where you have a
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satisfactory supply of money, this race for devaluation between the
exporting countries is more or less of a trading proposition and it
becomes a matter of who can set the pace from day to day. Naturally
that has to be limited, for if we deflate more than England, and then
England should deflate more than we do, and then France should
come along and deflate still more, that sort of a thing has to come
to an end some time.
I am wondering if you could go into that and explain on what
theory this devaluation is proceeding. Of course, we cannot, as a
matter of propriety, base valuation on a mere matter of horse trading,
don't you know, from day to day. We have to have a basic principle
to guide us, and the only basic principle that I know anything about
is putting more money in circulation.
Mr. FOSTER. I will try to answer your question, Congressman. I
am not an economist, but I will answer it from a layman's point of
view.
I think that devaluation purely from the point of view of attempt
ing to build a world trade is futile, because there is no end to it. If
you carry it on far enough, you have what we might term zero with
the rim knocked off. It gets to be absolutely zero.
It seems to me that the sound point in the thing is that we have
to revalue far enough to raise prices sufficiently where the producers
of basic commodities in this country can cover their debt and fixed
cost levels, and have some money to spend on top of that for the
industrial products that they need, and, with the stepping up of gen
eral business, it puts us in a position to import the things that we
need. We need a tremendous lot of rubber and that type of thing in
this country, and as we step up our business internally and raise our
internal prices, it puts us in position to deal with other countries.
Mr. GOLDSBOROUGH. Let us assume that we had reached the point
where further devaluation internationally is economically unsound
and impossible in this country; then, of course, other commodities will
gradually be raised in price until your basic commodities, relatively
speaking, are no better off than now or have been in the past.
Is that not so ?
M r . FosT E R . D e v a lu a t io n w ill h e lp th e p r o d u c e r s o f b a s ic c o m m o d 
it ie s fir s t, a n d m u c h m o r e r a p i d l y th a n a n y o t h e r g r o u p .

Mr. GOLDSBOROUGH. But devaluation will lose its usefulness, of
course, to the farmer when it has acted on other commodities to the
full extent, just as it has on the basic commodities. Is not that true!
Mr. FOSTER. Of course, it will not act on other commodities nearly
to the extent that it will on basic commodities.
Mr. GOLDSBOROUGH. But ultimately it will.
M r . FosTER. I t h in k n o t.

Mr. GOLDSBOROUGH. I do not see how you can help it.
Mr. FOSTER. There are a lot of commodities that are under more
or less monopolistic control, the prices of which are set pretty much
by monopolies.
Many people refer to the fact that the price level of all commodi
ties has not kept pace with the 69 percent that gold has been in
creased in price, and the reason for that is that a lot of the commodi
ties listed in the general commodity group never fell very much.
For example, steel rails all during the depression held at their old
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level. The price was pretty much set by monopoly, and that is true
of shoes, very largely, in comparison to leather.
Mr. GOLDSBOROUGH. I can understand the value of revaluation as
a trading proposition. I thoroughly understand that England got
off the gold standard long before we did, and we here in Congress
begged the folks down town to do something about it, to let us do it,
but they would not do it, but what I am trying to gather from you
right now is whether, in your judgment, the economic value to this
country of devaluation is not bound ultimately to cease, because if
each exporting country gets into a race as to who can devalue the
most, it gets to be a farce after a while.
Mr. FOSTER. I would answer that by saying that if we devalue to
the point where we raise basic commodities back in line with fixed
costs and debts, and then should we peg our dollar to a definite
amount of gold, which in the future would make it subject to the
world changes in the value of gold, over a long period of time that
would not gain too much, but we will gain if we can adjust our
revaluation so that basic commodities are in line with debts and fixed
costs, and then set up a mechanism to maintain equilibrium in there,,
and stability in prices. Then we can win.
Mr. GOLDSBOROUGH. That had not been mentioned before by any
of the witnesses, don't you know, and it should have been, because a
great many members of this committee feel that this horse race of
devaluation seems in the end to be a futile proposition.
Mr. FosTER. Let us turn to page 2 of the group of charts now,,
showing the relationship of commodity prices between England and
the United States following 1931, when England devalued and pre
vented further delation, and when we continued as we were, and
then our coming back in line with the Englishmen when we did our
revaluing.
There is one thing that is pretty certain, and that is that we cannot
get our prices expressed in terms of gold out of line with world
prices in gold. In England, back in March 1933, it required 1.794
ounces of gold to buy a bale of cotton. Now, today it requires, in
England, 1.792 ounces of gold to buy a bale of cotton* So, in Eng
land today, cotton is selling just about the same as it was in March
1933, in terms of ounces of gold.
In the United States, in March 1933, it required 1.693 ounces of
gold to buy a bale of cotton. Today in the United States it re
quires 1.614 ounces of gold, so that cotton today in the United States,
expressed in terms of gold, is almost identical in price with that of
March 1933.
The CHAIRMAN. That would seem to indicate that the drift in
cotton prices has been the result of our gold policy.
Mr. FosTER. In the United States!
The CHAIRMAN. Yes.
Mr. FosT E R . T h a t is t h e way I w o u l d i n t e r p r e t it .
Mr. CRoss. The trouble with it has been that we have taken one
commodity, gold, and attempted to put everything at the mercy of
that one commodity; that is, all of the other commodities at the
mercy of gold.
O f course, gold costs a dentist just as much uncoined as it would
if it were coined.
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You referred to the price of cotton in England. The price of
cotton in England, in so many ounces of gold, is the same as it is
here, but. as to your monetary unit, it depends on how many grains
of gold you have in it.
Mr. FosTER. Expressed in terms of dollars, we made a nice gain
in the United States, but, expressed in terms of ounces of gold, our
price today is practically the same as it was in March 1933.
Mr. FoRD. A bale of cotton will not buy more gold abroad today
than it would then.
M r . FosTER. T h a t is
d o l l a r s in t h is c o u n t r y .

r ig h t, b u t y o u

ca n

exch an ge

it

fo r

m ore

Let us turn to page 3 of that chart for just a moment, on which
there are two charts, the upper right-hand chart showing the prac
tice in six gold-bloc countries, and then comparing France with
that, showing that prices expressed in gold in one country keep in
line with prices expressed in gold in other gold-bloc countries.
Down in the left-hand corner we have an example of what hap
pened in Denmark. Up until 1931, Denmark's prices were follow
ing those in the six countries. Then they turned upward.
M r . W o L co T T . Do y o u n o t t h in k t h a t m a r k e t o p e r a t io n s m i g h t
h a v e h a d t h e s a m e e f fe c t a s in c r e a s in g th e p r i c e o f g o l d ? Do y o u
c o n t e n d t h a t t h is w h o l e p r i c e s t r u c t u r e is t i e d u p w it h th e p r i c e o f
g o ld !

Mr. FosTER. Yes.
Mr. W o L co T T . Do you not think that the open market operations
of the Federal Reserve Board have some relationship there?
Mr. FOSTER. I think maybe a little bit, temporarily, but I think
that they are only temporary.
Mr. WOLCOTT. These charts look familiar to me. I think that
they are about the same charts as Professor Pearson had before the
committee last year.
Mr. FosTER. Y e s .
Mr. W o L c o T T . I c a lle d h is a t t e n t io n t o t h e f a c t t h a t in 1932 t h e r e
w a s q u it e a p e r c e p t ib l e r is e in th e c o m m o d i t y p r ic e in d e x , a n d i t
s e e m s t o m e t h a t h e r e p l i e d t h a t i t w a s d u e t o th e o p e n m a r k e t
o p e r a t i o n s o f th e H o o v e r a d m in is t r a t io n t h a t th e p r ic e s s t a r t e d
g o in g u p.
Mr. FosTER. I d o n o t k n o w . I cannot answer that.

Mr. WoLcorr. I can cite his testimony. I asked him this:
A b o u t th e m id d le o f 1932, I w o u ld s a y in J u ly —

That should have been August—
th e r e w a s q u ite a p e rce p tib le in cre a se in th e p rice s o f com m on sto ck s o f th e
U n ited S tates, an d then th e y leveled o ft an d sta rte d d ow n a g a in . H o w d o
y o u a cco u n t f o r th a t?

His answer was:
T h a t w a s th e a tte m p t o f the p re v io u s a d m in istra tio n to ra ise c o m m o d ity
p rices.

Then I asked him if that was as the result of the open-market
operations, and he said " yes."
At least the open-market operations are recognized as useful.
Mr. FosTER. There was some pegging of wheat about that time*
It probably brought that up to some extent.
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Mr. W o L corr. I thought that that was a remarkable concession
on his part, because he had told us very definitely that nothing
mattered except the rise and fall in the price of gold.
Mr. FosTER. It seems to me that anything that tends toward being
monopolistic in nature, such as the steel men have been able to do in
holding the price of steel rails up, that where that can be accom
plished, it is naturally a factor in holding the price up a little, but
the hazardous thing about that is that it reduced volume at a tremen
dous rate for the particular commodity concerned, it seems to me
that equalization of groups is the immediate goal that the farm
people at least have been working toward for a long time.

I^t us turn to page 10 in the set of charts. The Brst chart indi
cates the condition that we were all familiar with from 1910 to 1914.
Mr. GOLDSBOROUGH. What is the number of that chart?
Mr. FosT E R . It is on page 10. It is in pencil at the bottom.
From 1910 to 1914 is a period that we are all familiar with, when
we were supposed to have the rather delicate economic balance that
caused all groups of people to be reasonably happy, Rnding the
various things Rattened out at an index of about 100.
By June 1917 we had an entirely different picture, at the bottom
of the page, with the 30 basic commodities responding very rapidly
to the price raise which followed 1914, the basic commodities going
up faster than anything else when prices rose. We found that all
commodities made a very substantial increase but not as large as
the basic commodities, because they are not as sensitive during
periods of price rises as are the 30 basic commodities.
Then we next find the farm food prices going up very rapidly, of
course, because food was in much demand during that war-time
period, and food prices respond rapidly as prices advance, and that is
the time when we heard so much about the high cost of living and
when the papers were filled with the " H. C. L."
Farm taxes did not come up very fast; interest payments did not
come up very fast; farm wages did not come up very fast; and way
over on the right-hand corner you will find the average earnings of
factory workers, which came up slowly until 1917. The people
working in the factories had a hard job of it to buy at the high
prices of commodities.
Now turn to page 12, and there we find the condition that existed
in April 1920, with the 30 basic commodities clear up to about 250—
all commodities well up to that line—and see what had happened to
hourly earnings by that time. Farm taxes came up, interest pay
ments came up, and we were attempting to seek equalization again,
or reach equalization, about 1920. We did see various things getting
back pretty much in adjustment.
Then, by February 1933, at the bottom of the page, we find an
extremely serious condition from the farmers' point of view as well
as from the point of view of other groups, with the 30 basic commod
ities sinking down to little more than one-half of the pre-war level,
with farm food prices sinking just about to one-half of pre-war,
and with farm taxes remaining at an index of about 160, with inter
est payments at about 175, and farm wages came down very, very
rapidly, because the farmers did not have anything to pay them
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with, and the hourly earnings came down to quite some extent, how
ever stopping at about an index of 175.
Now, if we turn back to the page marked " 11 ", we And the con
dition that existed in September 1934, after we had had some re
valuation. We find there that the 30 basic commodities had gotten
up. The index line of 100 was for all commodities. Farm food
very closely approached it, and it is closer today than it was in
September. Retail food has not gone up so very much, although
we hear quite a good deal about retail food being so high. The
articles that the farmers buy have gone up to quite some extent but
not nearly as fast as farm food prices.
The interesting thing to note here is that farm taxes are still
indexing at about 155, interest payments at about 160. and the
hourly earnings of factorv workers have gotten clear up to about
240 at the present time. T^ou will notice that that has gone up very,
very rapidly since the previous charts that we were looking at here
for February 1933. Wage rates have increased materially in some
industrial lines and, we claim, have gotten up to a point so that they
are higher now than they ever have been.
Now we are getting back toward a much better balance than we
had in February 1933, but we have to go some more yet.
Mr. BROWN of Michigan. I think that you ought to explain this
more fully. The term " hourly earnings" is rather confusing to
me* It is hard to say that wages are higher today than they ever
were. Do you mean the hourly wage or the Hat day's pay?
Mr. FOSTER. No; I mean the hourly wages of the factory workers.
Mr. BROWN of Michigan. Of course, that does not give any indi
cation of the total wages paid.
Mr. FOSTER. No. If we had a figure on here showing what we
might call the " gross wages " of all earners, we would find that
they have not come up anything like it is claimed here they have
come up.
Mr. BROWN of Michigan. Could that be attributed to the National
Industrial Recovery Act—that increase in hourly pay!
Mr. FOSTER. I do not know what that would be attributable to.
I would imagine from what contact I have had with quite a number
of industrial men that that certainly has been somewhat of a factor
in there. There has been a tendency to shove wage rates up and to
cut hours.
Mr. CRoss. I do not know how far wages have gone up over the
country as a whole, but they have not gone up down in Texas. If
anything, they are lower today than they ever were.
Mr. FOSTER. Farm wages have been lagging behind.
On this chart, September 1934, farm wages are just about on the
same line as farm food for the United States. Farm wages never got
as high in the index as farm food, but they are again about the same
level. Farm wages have made quite a little come-back but no such
come-back as industrial wages.
The important thing seems to be balance between these various
groups for distribution of income, and a good many people think that
instead of raising the prices of basic commodities there we ought to
tear down these other things. That is just a tremendous job that will
probably never get accomplished while many of us are alive, because
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to do that we first have to get fixed costs way down, which means
tremendous cutting of all types of mortgages, all types of debts. It
means tremendous cutting of taxes; it means tremendous cutting of
wages way down, and that type of thing just cannot be done. If
it is attempted, and it is attempted to carry it through to a conclu
sion, it is bound to result in tremendous disorder if not a good many
cracked skulls, and it just is not a practical thing to do.
The only practical thing to do seems to be to raise these other
groups up to a reasonable level of balance, and that can be done.
There is plenty of evidence that a lot of progress has been made
toward that goal, but we can see clearly that there needs to be some
more progress made yet. Commodity prices should, by all means,
be raised above their present levels. Otherwise the producers of
basic commodities, and especially farm commodities, cannot possibly
cover their debts and their fixed costs and have anything to spend.
Now, we have talked here about the desirability of equalization in
regard to the various groups; and if and when we can get into a
stage of higher, desirable, economic balance, we then ought to set up
some type of mechanism to keep ourselves as nearly as possible at
that level. Certainly history shows that the system that we have
followed in the past has led us into long periods of prosperity and
long periods of depression, time after time, and that the worst part
of it is that each one seems to get a little bit worse than its
predecessor.
We should not let that condition run on as we have. There must
be some means of controlling it, and steps should be taken just as
soon as possible to develop some system of holding ourselves in bal
ance, once we attain that balance.
I have a few more charts here; but, unfortunately, I think that I
only have 10 of them; but I would like to have you look at them for
just a second.
The CHAIRMAN. Do you think that we are in a situation now where
we could satisfactorily set a goal and a definite point at which to
arrive ?
Mr. FOSTER. That is a hard question to answer. As I said before,
I am not an economist, but I think it is awfully difHcult to arrive at
any place unless we have a goal toward which we are trying to
arrive. So I think that we ought to set up our goal; we ought to set
it up something on this basis and follow it as a policy that we are
going to get commodity prices back in line with the average which
existed between 1921 and 1929, and then hold them at that point as
nearly as possible.
I think that we ought to have that as a goal. I know that it would
put a lot of heart into the farmers.
The CHAIRMAN. You do not mean certain commodities, but you
mean the general level ?
Mr. F osT E R . That is correct.
The CHAIRMAN. A sort of an equilibrium?
Mr. FosTER. That is correct.
The CHAIRMAN. And yet you tell us that the gold policy can be s o
managed as to accomplish a part of that but that it can not be success
fully employed to effect the entire situation?
Mr. F osT E R . I d o n o t k n o w t h a t I g e t y o u r q u e s t io n q u it e c l e a r l y
th e re .

W h a t I m e a n t o c o n v e y is t h a t a s f a r a s c o m m o d i t i e s a s a
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group are concerned, if we take the average of, say, the 30 basics we
can very definitely affect that average, either raising or lowering
through the one program.
For any specific one commodity in that group, we may not be able
to govern that thing for any one year by gold.
The CHAIRMAN. If I understand the situation, you say that we
can, by the regulation of our gold valuation, accomplish the adjust
ment of the prices we may desire as to basic commodities, but not as
to all commodities or finished goods.
M r . FosTER. W e l l , I d o n o t k n o w t h a t I h a v e th e q u e s t io n in m in d
q u it e s t r a ig h t y e t.

One thing I have tried to bring out here is that any raising of the
price of gold, or devaluing the dollar, will send the basic commodities
up in price much faster than all commodities, because in the entire
group of commodities—and we have something over 700 of them—
we have a lot that are just like steel rails, the price of which is set by
a board of directors. In other words, it is a monopolistic control
pretty largely, and not free to play in markets, so that with any rais*
mg of the price of gold, the price of things that did not come down
certainly should not be raised. There are a lot of those 700 com
modities which, during the deflation, came down but relatively little.
The CHAIRMAN. Yes; but if the policy has a general effect, the
result would be necessarily to raise the price of all commodities.
Mr. FosTER. Let us see. For all commodities the increase since
March 1933 has been approximately 32 percent, and for the 30 basic
commodities the increase has been approximately 67 percent.
The CHAIRMAN. So your theory is that you may continue your
operations until you reach a balance between the two?
M r . FOSTER. Or a r e a s o n a b le b a l a n c e ; t h a t is r ig h t .
Mr. CRoss. In that connection, I might say that some years ago I
sold cotton at 42 cents a pound, so that a bale of cotton would ouy
11% ounces of gold. I think that in 1932 I sold cotton for about
5% cents, so that a bale of cotton would buy about an ounce of gold.
When wheat was down, I sold it for about 20 cents a bushel,
which would take 100 bushels of wheat to buy an ounce of gold.
When wheat was $3 a bushel, it took about 7 bushels to buy an ounce
of gold, and that will run true when it comes to cattle and wool,
because I know especially about those two, because I raise and sell
wool and cattle.
So I imagine that on most basic commodities, at least agricultural
commodities, it turned that kind of a somersault, and it shows you
what gold has done; it had increased purchasing power enormously,
for we were on the gold standard then.
Mr. GiFFORD. I want to inject a question.
This variable dollar has always interested me very much. I once
tried to figure out how much of my income I spent for life insurance,
for taxes, for travel, and for other things, and I found that the
amount spent for commodities was a very small percentage of the
dollar.
Mr. FosTER. I do not know that I caught what you were saying.
Is it your point that the rise in basic commodities does not influence
the individual consumer very much! I f so, it does influence tre
mendously the producer of those commodities.
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Is t h a t th e p o i n t y o u h a d in m i n d ?
Mr. GiFFORD. The point is that we are willing to pay more for
our commodities, but what have you done to real-estate values, and
to my insurance and taxes, for instance, and to all of these other
things, which do not seem to have been helped by these methods?
M r . FosTER. T h e w a y t h e y a r e h e l p e d s e e m s t o b e t h i s ; t h a t h a d
w e c o n t in u e d th e d e f la t io n w h i c h w e w e r e in , a n d h a d n o t a t t e m p t e d
r e v a lu a t io n , th e l i f e in s u r a n c e w h i c h I h o l d a n d y o u h o l d , a n d t h e
p r o p e r t y w h i c h w e h o l d w o u l d p r o b a b l y b e w o r t h a w h o l e l o t les&
t o d a y t h a n i t a c t u a lly is. I n o t h e r w o r d s , w e h a v e r e t a i n e d a l o t
o f th e v a lu e s o f th e t h i n g s t h a t p r a c t i c a l l y e v e r y m a n is in t e r e s t e d
in , s u c h as in s u r a n c e , la n d , a n d t h a t s o r t o f t h i n g .

Mr. GiFFORD. But that is very indirect.
M r . FosTER. I t m a y b e i n d i r e c t , b u t it s e e m s t o m e t h a t t h a t is so.

Mr. GiFFORD. We are willing to give you a high price for your
commodities, but if you are going to manipulate the dollar so that,
it will hang the rest of us, we are then not so much interested.
M r . FosTER. I d o n o t t h i n k i t w o u l d h a n g a n y b o d y , b u t t h a t i t
w o u l d s a v e a l o t o f p e o p le .

Mr. GiFFORD. As Mr. Goldsborough says, when you get the dollar
down to 10 cents, where will you be?
Mr. FosTER. I think that that would be wholly unwise, and I see
no real reason for ever attempting it to the point where it would
be destructive. I think that it would cause so much internal difSculty to do that, that it would be impossible to carry on.

Mr. GiFFORD. Are you trying to prove that the overproduction of
basic commodities can be overcome by any manipulation of the
dollar?
M r . FosTER. T h a t b r i n g s u p th e p o i n t , f ir s t o f a ll, a s t o w h e t h e r
o r n o t w e h a v e e x c e s s iv e o v e r p r o d u c t i o n .
W e c e r t a in ly k n o w th a t
w e h a v e e x c e s s iv e u n d e r c o n s u m p t i o n in n e a r ly a ll lin e s .
W e cer
t a i n l y h a v e th e f a r m s f o r a l l i n d u s t r i a l p r o d u c t s , a n d w e k n o w t h a t
in t h e c it ie s t h e r e is a g r e a t u n d e r c o n s u m p t io n o f m a n y f a r m p r o d 
u c t s , s o t h a t i t is d ifR c u lt t o s a y t h a t w e a r e r e a l l y s m o t h e r i n g a n y
s u r p lu s e s .

Mr. GiFFORD. My sympathy is with you if you want to get your
commodities up, but it is not with you where I am made td sacri
fice 30 percent of my holdings.
M r . FosT E R . I d o n o t t h i n k t h a t i t w o u l d b e a s a c r if ic e , b u t a g a i n .
Mr. CROSS. As I understand it, you want a dollar bill that will do

justice to all at the present time. You want a dollar that, regard
less of the number of grains of gold in it, whether it is 10 grains
or some other figure, is neither feeble nor healthy, but a dollaf
with 10 grains in it that will buy as much as those dollars bought
that had 22 or 23 grains in them at the time I loaned money to you—
a dollar that will buy just about all the things that I need to live
on, a s the dollars that I loaned to you did ?
M r . FosTER . We w a n t t h e t y p e o f d o l l a r t h a t w i l l b u y t h e s a m e
q u a n t i t y o f t h i n g s 10 y e a r s f r o m n o w t h a t it w i l l b u y t o d a y , i f we
d o i t o n t h e r i g h t b a s is .
Mr. W o L c o T T . T h a t is , a c o m m o d i t y d o l l a r !

Mr. FosTER, A commodity dollar; and in that connection there is
one thing that I think we ought to keep in mind. We talk about
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a commodity dollar. We already have one today. We have had a
commodity dollar for years in this country, but it is a one-commodity dollar. It has been tied up with gold, and based entirely
on that.
Mr. W oLcoTT. That is the point that I would like to clear up with
respect to this whole situation. The criticism of our present system,
or past system, is that we have been tied up with gold, and yet
Professor Warren, Professor Pearson, and yourself, and all of the
other people that I have heard that advocate gold deflation, still
keep that dollar tied to gold. So I cannot appreciate the argu
ment myself, where you denounce the gold standard, and at the
same time say that you have to tie to gold, because if the gold
dollar was wrong in 1926, as they claim it was, and you want to
return to the 1926 standard, what diSerence does it make whether
we devalue to a 59-cent dollar or a 50-cent dollar, as far as those
arguments are concerned, so long as they are tied to gold, and we
have the same influence in the world market as we would if we had
a 100-cent dollar?
Mr. FosTER. When we are tied to a definite weight of gold, we
are subject to the world-wide increase in demand for gold. We
increase the value of gold, or the reverse.
Mr. WoLcorr. But this bill advocates the purchase of silver up
to 1,000,000,000 ounces, and, of course, we know that there are not a
billion ounces of silver. The most that is available is possibly
200,000,000 ounces.
M r . C R oss. I t h i n k t h a t t h e r e is a l i t t l e m o r e t h a n t h a t , b u t n o b o d y
k n o w s h o w m u c h t h e r e is t o b e h a d .
Mr. W o ix x y iT . That puts us on sort of a bimetallic base, and if

what I have read is correct, no country in the world has been on a
bimetallic base for nearly 70 years, and the reason that I bring that
up is this: What opportunity is there for this country, if it should
be on a bimetallic base, to sit down around the table at The Hague
or anywhere else at an economic conference and work out an inter
national exchange on any base unless we first adopt an international
base or some base which the major countries have adopted! If we
stand as a bimetallic country, in what position would we be with
England or Germany, or with France or any of those nations that
are on a gold standard!
On the other hand, if we continue our gold-purchase program,
and acquire 80 or 90 percent of the world^s gold, and, of course,
the same thing is true with respect to silver, if we should acquire
or have 89 percent of the world's silver, then the other countries
will be forced to abandon any sort of an international agreement
with us, and all that we will have in our Treasury is a commodity.
We might as well have so many bushels of wheat as to have gold,
because there will be no market for the gold that we have. They will
be off of the gold standard, or off of the silver standard, by reason
of the fact that we have acquired all of the gold or all of the silver,
and they will say, "W e do not care about your gold or silver
standard; we are on some other kind of a standard."
So I cannot get the consistency of this program, if you still keep
it tied to gold.
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Mr. FosTER. Gold seems to be one commodity that practically all
of the world wants, and it is one that is accepted very readily in
foreign exchange.
Mr. WOLCOTT. I understand that.
Mr. FosTER. It seems to be one of the best single commodities from
that point of view that has ever been developed.
Mr. WoLcoTT. I understand that that applies to the gold standard,
but I cannot subscribe whole-heartedly to the idea that the United
States should abandon for all time or for all purposes the gold
standard.
Mr. FOSTER. I think that we agree with you perfectly on that.
What we want is a dollar based on gold, but with the grains o f
gold or the price of gold flexible. In other words, what we want
is the type of gold dollar----Mr. WOLCOTT. You want a gold dollar, but you want the standard
to be fixed in such a manner that it can fluctuate and keep the price
of commodities stable.
Mr. FosTER. That is what we want.
Mr. CRoss. In other words, you want the number of grains in the
dollar to Ructuate in response to the whole commodity price level.
Mr. FosTER. Correct.
Mr. WOLCOTT. So that a bushel of wheat costing $1 today wilB
cost $1 20 years from now.
Mr. CRoss. No; that means taking the whole 30 basic commodities^
Mr. WoLcoTT. I am taking the one commodity as an example.
Let us take a bushel of wheat worth a dollar today. You want to
create a situation with reference to the dollar 20 years from now,,
by fluctuating the value of the gold instead of maintaining the
constant value of gold and causing the value of the wheat to
Ructuate.
Mr. FosTER. That is correct.
Mr. WOLCOTT. That is perfectly simple; we are all agreed that
that is simple up to the point where the consumption and the pro
duction of those commodities are more or less stable, but the con
dition such as we have had during the last year, and which con
fronts us this year, with the -drought, and so forth, seems to knock
that whole theory into a cocked hat.
Mr. FosTER. It would knock it in this sense, that what we want
is a dollar with a purchasing power that is constant over a period
of years for a good sized group of basic commodities, but in any
one year, the price would he arrived at by a formulai, which is
supply of and demand for a specific commodity in its relationship
to the supply of and demand for gold, so that in any one year,
even under a commodity dollar, we might find wheat way up in
price because of a drought or extreme shortage in production.

Mr. WOLCOTT. Wheat is a basic commodity.
Mr. FosTER. Yes.
Mr. WoLcorr. What would happen if we adopted this dollar and

created a Federal monetary authority which had as its objective the
maintenance of a, stable commodity price, and then because of some
peculiar condition in wheat, due to drought or something of that
nature, the price of wheat dropped down to 20 cents ? Every wheat
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farmer would be here on our necks to do something for wheat.
If the growers of some other commodity had their price drop way
down, they, too, would be on our necks to do something for them,
and what could we do? We would just simply tell them that we
could not adjust that, excepting as the fall in the price of that
commodity affected the index, taking into consideration the average
of 784 commodities.
Mr. GOLDSBOROUGH. As I understand it, your proposition is not to
interfere in any way with the law of supply and demand.
Mr. FosT E R . That is right.
Mr. GOLDSBOROUGH. Your proposition is to maintain a stable aver
age price for basic commodities, and there is no price 6xing in your
program whatever!
M r . FosT E R . N o t a t a ll.

The CHAIRMAN. That does not get away from what Mr. Wolcott
says.
Mr. CRoss. I can get away from that. When any commodity like
cotton goes too low, then I go in and plant oats, or put it in pasture
and raise sheep, and I shift things to meet that situation.
Mr. W o L c o T T . You know, in order to meet that situation, the A.
A. A. was created to curtail the production of wheat and to curtail
the production of cotton and everything, including sugar beets, but
the people did not respond as it was expected they would. The wheat
farmers insisted upon growing wheat, and the cotton growers in
sisted upon growing cotton, whether they were justified in that or
not, neverthdess they sought relief. If what Mr. CROSS says is true,
all that they needed to do in the cotton belt was to start growing
carrots, but when the production of wheat reached, as it did in 1921,
if I remember the figures correctly, when we consumed 20 percent
per capita less wheat in 1921 than in 1913, and we were producing
20 percent per capita more wheat in 1921 than in 1913, it resulted in
a total disparity of nearly a 40 percent surplus of wheat.
Now, what I do not understand is this: I am heartily in agree
ment with some plan that might accomplish what I understand to
be your purpose, but I am trying to get the practical side of it. Of
course, we are all theorists on this Aing, but, to get the practical
end of it. how can we manipulate this to prevent a situation where
the wheat farmers in our great wheat belt, and where the cotton
farmers in our great cotton-growing South, will be up against it
because of a drought or because of over-production, and who will
be urging us to manipulate this currency to meet their own situation!
M r . FosTE R. I t s e e m s t o m e t h a t th e a n s w e r w o u l d b e t h is , t h a t
w h e n y o u b r i n g b a s ic c o m m o d i t ie s in lin e , s o f a r a s p r i c e is c o n 
c e r n e d , w it h t h e e x i s t i n g d e b t le v e l, it w i l l e r a s e a l o t o f d ifR c u ltie s
th a t y o u h a v e c i t e d h e r e n o w .

Another thing that occurs to me is this, that you have raised the
question, suppose that we had 40 basic commodities governing the
purchasing power of the dollar, and something went wrong with
one of those commodities, such as would be caused by a drought, an
extreme short crop, or extreme overproduction because of too much
rain or something, and the point that you raise is, what would the
producers of that particular commodity be seeking from Congress
to correct their problem?
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Mr. WoLcoTT. Yes.
Mr. FosTER. I t d o e s

n o t s e e m t o m e t h a t w h e n y o u u se a b a s e as
b r o a d as 4 0 c o m m o d i t ie s , v e r y m u c h is g o i n g t o g e t w r o n g w it h
m a n y o i th o s e c o m m o d i t i e s f o r a n y s p e c if ic y e a r .
I n oth e r w o rd s,
a s f a r a s th e b a s e is c o n c e r n e d , o n e c o m m o d i t y g o i n g o u t o f lin e f o r
1 y e a r w i l l n o t a ff e c t th e t o t a l, b e c a u s e i t m a y b e b u t o n e - f o r t i e t h
o f th e w h o le g r o u p , a n d I th in k th a t i f on e o f th ose g r o u p s o f p r o 
d u c e r s fin d s t h a t s o m e t h in g is t e r r i b l y o u t o f j o i n t in a n y o n e p a r 
t i c u l a r i n d u s t r y , t h a t g r o u p as a u n it h a s g o t t o d o s o m e a d j u s t i n g
o f its o w n s u p p l y a n d d e m a n d .

Mr. WoLcoTT. Now, if India, Chile, and other cotton-producing
countries continue to increase their production as they have during
this last year or so, to the prejudice of our exports of cotton, there
will be a constant and continual decline in the world demand for
our cotton. We have to meet that situation, because I think it is
here, and I do not mind saying frankly that I think it is here be
cause the administration has so forced up the price of cotton that
the foreign countries cannot afford to purchase it. That is my own
personal opinion; I do not expect anybody to agree with me. But
I think that we are losing our possibilities of marketing rural prod
ucts because of this program of artificially forcing up prices, so that
foreign markets cannot afford to buy from us, and if that continues
for 3 or 4 years, we cannot expect any other result than that the
cotton growers are going to considerably restrict their market.
The same is true of wheat, and we liave to reconcile ourselves to
the fact that we cannot continue to compete with the acceleration in
the production of wheat in foreign countries, to the extent that we
are ever going to get back the wheat markets that we had years ago.
It is very well to say that the wheatgrowers should go into the
business of growing something else, or that the cotton growers
should go into the business of growing something else; that diversi
fied farming is what we have been trying to sell the farmers for a
good many years, but if wheat happens to be ordinarily 50 percent
of the value of the farm crop, a change such as has been referred to
in any one year in the situation with respect to wheat would throw
the whole thing out of balance.
So, after all, we cannot rely upon these 4 0 basic commodities, or
even upon the 784 basic commodities which the Department of
Labor takes in establishing their price index. We have to get more
or less specific instances. This Congress is always dealing with
specific crops or with specific individuals, and so if we could adopt
any plan which would meet this whole situation, it would be very
simple, but I know that our subcommittee last year—and I think
that Mr. Goldsborough will agree with me—for 7 steady weeks
lived, slept, and ate with this problem, and that was constantly con
fronting us, what we could do to stabilize the individual crops when
they became divorced from the basic commodities.
Mr. FoR D . Y o u say that we cannot sell cotton because it is too
high. We exported less cotton at 5% cents than we are exporting
today.
Mr. WoLcoTT. You will recognize, will you not, that something
has happened to the cotton market %
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Mr. FiSH . In the Rrst place, I question the gentleman's figures very
seiiously. We have lost 60 percent of our cotton experts.
Mr. FoRD. Since when!
Mr. Fisn. In the last year and a half, and you might want to
know, because I have the Rgures here, what our wheat export
situation is.
We have exported, from July until March 16, 3,000,000 bushels,
and we imported 16,000,000 bushels.
I do not think that the Congress or anyone else has the slightest
idea of what is going on in the cotton market.
M r . FoR D . Y o u w i l l f in d t h a t t h e r e w a s le s s c o t t o n s h i p p e d w h e n
t h e p r i c e w a s d o w n t o 4 % a n d 5 c e n ts t h a n s in c e i t w e n t u p .

Mr. FiSH . In the last year and a half we lost 60 percent of our
export trade.
Mr. GOLDSBOROUGH. As I understand Mr. Foster, he is not here
making an argument on behalf of any of these various "initialed"
organizations downtown. His argument is that if we had adopted a
commodity Allar in 1920, for instance, we would not have had this
terrible catastrophe that we have had, and it would not have been
necessary to create these various " initialed " organizations.
Is that right?
Mr. FosTER. Correct.
Mr. DiRKSEN. He does not mean that.
Mr. GOLDSBOROUGH. That is what he says he means, and that is
what I think is true, also.
What I think is this: I think that if we could have had a compen
sated dollar in 1920 up to the present time, the price of all basic com
modities would have been stabilized, and our whole industrial and
credit system would have been stabilized and placed on the same
level, and overproduction would have been very greatly minimized
in any given commodity, and, furthermore, this depression never
would have taken place.
Mr. GiFFORD. Do you think that it has any relation whatever to
overproduction!
Mr. GOLDSBOROUGH. Of course I do.
Mr. WoLcoTT. I think that it is generally agreed that our problem
of overproduction is mor^ one of distribution than it is of production.

Mr. GOLDSBOROUGH. And underconsumption.
Mr. WoLcoTT. Underconsumption is directly aRHiated with dis
tribution, because if you can distribute your crops in the United
States, they will be consumed.
I do not know, and I hope that what Mr. Goldsborough says is
correct, but I cannot see where the establishment of a commodity dol
lar would help the farmers on 5,000 acres of sugar beet ground m the
State of Michigan which have gone out of production, because of
the sugar allotment policies of the A. A. A. I cannot for the life of
me see where the commodity dollar would affect materially the fact
that in Portland, Maine, today, in the midst of the largest potato
area in the world, they are selling fewer potatoes and the farmers are
getting less than 40 percent of the cost of the production because they
are selling these Cuban potatoes in Boston by reason of the fact that
this reciprocal treaty allows them to do it.
127297— 35------- 41
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I think it may be called demagogic, but the statement "America for
Americans" nevertheless has its appeal.
But there are so many things entering into this question that I
wonder if we do not have to take them all into consideration before
we say that the commodity dollar is a panacea for all of our industrial
ills.
Mr. FisH. I would like to put into the record here, because that mat
ter was brought up, that the cotton export business has diminished
from 8,000,000 bales down to less than 4,000,000 bales in the last 2
years.
Mr. CRoss. Would it not be appropriate for you to observe here as
to whether or not the same amount of cotton has been exported from
other countries!
Mr. FisH. Yes; 3,000,000 bales more have been exported from
other countries.
Mr. CRoss. Where!
Mr. FisH. Brazil, India, Egypt, China, and parts of Africa.
Mr. CRoss. Brazil produces very little cotton.
Mr. FisH. I have given you the last figure; 3,000,000 bales more
this year from those countries, and I do not want to make a predic
tion^ but it will be a great deal more than that next year, too.
M r. FosTER. Getting back to our commodity dollar now, and I
will attempt to close as soon as I can, for I do not want to hold you
here too long, I have already referred to the fact that gold goes
through a wide fluctuation of value, that we did have a single-com
modity dollar, and that if we have our dollar tied to that commod
ity, with a definite number o f grains, we are bound to have wide fluc
tuations in purchasing power over a period of years.

In the charts that I just recently passed out, you will note that
although the value of com has been rising, it has been more stable
than the value of gold, that is, from 1873 on.
You will notice that the value of hides has been about as variable
as the value of gold over a long period of time, and that the value
of lard has been much more stable than the value of gold.
Pig iron has been declining about four-tenths oi 1 percent per
year, but it has been considerably more stable in value than gold.
The value of copper has been about as variable as gold. The value
of cotton has been more stable than the value of gold during that
same period.
Over a long period of time, the value of wheat has been more stable
than the value of gold, and when you average out the 8, as you will
see in the last chart, the 8 commodities are far more stable man any
one of the 8 taken individually, which would lead to the conclusion
that if we could have our dollar based on gold, with the quantity of
gold in the dollar or the price of gold fluctuating to keep the pur
chasing power of the dollar in line with a good-sized group of basic
commodities, we could iron out a lot of troubles and a lot of our ups
and downs, that get people into debt when prices rise and get them
to the sheriff's door when prices fall.
I thing that anything that we can accomplish along the line of sta
bility is exceptionally good and should be accomplished.
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I appreciate the opportunity oi making these remarks here this
afternoon, and we shall----Mr. Woixxyrr. In respect to this last chart, it seems to me that gold
has gone up. I assume that that line means that it has gone to $35
an ounce!
Mr. F o sT E R . In y o u r l a s t 8 y e a r s .
Mr. WoLcoTT. It seems to me that there is more disparity now
between the price level of your eight commodities and the price of
gold than there ever has been. If your theory is right, that the price
of commodities follows the price of gold, why didn't these basic com
modities try to keep up with the price of gold!
Mr. F o s T E R . They did. You will notice that the average of the 8
commodities has turned up almost parallel, but has not gone a s high.
M r. WoLcoTT. The disparity was about 50 points, and now it is
aboQt 60 points.

Mr. F o s T E R . W i l l y o u state that again!
Mr. WoLCorr. The widest variation here, between 1890 and 1900,
seems to be 50 points.
Mr. FosTER. Yes.

Mr. W o L c o T T . And the disparity at the present time is about 60
points.
Mr. F o s T E R . The reason for that is that the value of gold has gone
up tremendously since about 1896, and the value has gone way out
o t line with the value of commodities.
Mr. WoLcoTT. You do not mean 1896, do you!
Mr. FosTER. The value of gold has been increasing ever since about

1896.
Mr. WoLcoTT. According to your chart, the value of gold has been
steadily going down since 1896, and reached a low in 1920, and now
it is way up to an index of about 160.
Mr. FOSTER. You are correct as to from 1920 on, but we had a fall
from 1896 on.
M r. WoLcoTT. In 1933 there was a rise in the price of commodities,
but still there was the widest disparity between the price of gold
and the price of commodities.

Mr. Fo&TER. That line represents the value of gold to the value of
commodities. The value of gold has gone up at a tremendous rate,
much faster than prices have gone up.
Then, the price of gold and the value of gold are two different
things. Value is its exchange for commodities, and price is the
exchange of currency for gold.
M r. WoLcoTT. W hat is it you claim, that the price o f commodities
follows the price of gold !

Mr. FosTER. The price of commodities follows the price of gold
very closely.
Mr. WoLcoTT. But it does not necessarily follow that the value o f
gold does!
M r. FosTER. No. W hen gold becomes more valuable, the price o f
commodities goes down.

Mr. WoLcoTT. That is value in terms of purchasing power.
Mr. FosTER. Purchasing power for commodities.
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Mr. WoLcoTT. And we should not be too technical in reducing the
purchasing power in terms of dollars, because when we reduce it in
terms of dollars, we get this wide disparity which we do not get in
term^ of purchasing power*
Mr. F o sT E R . Y e s .
Mr. GOLDSBOROUGH. You had a statement that you also desired to
include ?
Mr. F o s T E R . Yes; I have it here.
Mr. GOLDSBOROUGH. Without objection it is so ordered.
The CHAIRMAN. The committee will adjourn until 10:30 o'clock
tomorrow morning.
(Thereupon, at 5 p. m., an adjournment was taken until Tuesday,
Mar. 26,1935, at 10:30 a. m.)
(The statement referred to was previously incorporated in this
record; but the charts referred to by the witness follow.)
Index

FIGURE 1.— P rices o f raw m aterials in six cou n tries expressed in pre-war gold currencies.
1913=100

P rices declined w ith great ra p id ity fo r three years, teas rapidly fo r one year, and have
been nearly sta tion a ry fo r abou t a year and a naif.
A p paren tly th e rapid in crease in th e value o f gold has been checked.
P rices in gold a re low er than a t any previou s tim e fo r a century and a half.
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F!GURK 2.— D aily prices o f gold and the Journal o f Commerce Index o f P rices o f 30 Com
m odities. February 1933 to O ctober 1934.
February 1933 — 100
^ Since prices in gold-standard countries have declined only a little during the year,
p r ic e s in the U nited States m oved approxim ately in prop ortion to the d olla r p rice o f
gold.
Index

Fi&CRE 3.— The Sauerbeck-Statist index number fo r E ngland and a com parable index
number fo r the U nited States.
1 9 1 3 -1 0 0
I'RICES tN CURRENCY
B y suspending the gold standard and raising the p rice o f gold in Septem ber 1931, at a
tim e when gold w as ra p id ly risin g in value, E ngland stopped the decline in prices. B y
ra isin g the price o f gold in 1933, prices in the U nited States were brought to th e E nglish
level.
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FIGURES 13-14.— Prices of basic commodities In aix countries in gold and Drices ia

France in pre-war gold and in Denmark in currency.
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Index

FIGURE 17.— Wholesale prices o f scrap steel (Chicago) and steel rails (m ill) (United
States Bureau o f Labor^.
______
1926=-100
In February 1933, scrap steel was selling for approximately one*third the September
1929 price. This is a 65 percent decline in the price o f scrap steel. During the same
period, steel rails declined 7 percent. With the advancing premium for gold, scrap steel
rose 76 percent in November, or more than the advance in the price o f gold, which was
69 percent. Steel rails fell somewhat.
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WHOLESALE PRICES OF TOBACCO LEAF AND PLUG TOBACCO (UNITED STATES
BUREAU OF LABOR STATISTICS)
1 9 2 6 -1 0 0
Index

From September 1929 to February 1933, wholesale prices o f leaf tobacco fell 46 percent,
and plug tobacco 16 percent. This resulted in a striking disequilibrium in the price
structure. R elation was accompanied by an advance o f 27 percent in the price o f leaf
tobacco and a 9-percent advance in plug tobacco. Remarkable progress has been made
in establishing an equilibrium in the price structure.
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WHOLESALE PRICES OF COTTON AND THREAD
(United States Bureau o f Labor Statistics)

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

1926— 100

645

646

BANKING ACT OF 1 9 3 8

FMCRN 18.— W holesale prices o f hides and skins and b oots and shoes (U nited States
Bureau o f L abor)
1926=100

From September 1929 to February 1932, hides and shins fell 63 percent, and boots and
shoes 21 percent. W ith the 69-percent advance in the price o f gold, hides and skins
rose 54 percent; boots and shoes rose 17 percent- After a period o f incomplete delation
a- ride in the price o f gold causes a rapid increase in the prices o f those commodities
tthich declined sharply and little change in those lnHexible prices which lagged in the
price collapse. A rise in the price o f gold relieves indexible prices from faHing.
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TABLE 1.—Jwdea?

of Me price of yotd tit various conn^rtes
England

100
100
100
125
144
137
143
142
146
155
167
166
173

December 1929.............. ..........
December 1930_____________
July 1931...................................
October 1931.............................
July 1932____ ____ ____ _____
October 1932____ ____ ______
July 1933.................................
October 1933.................... ........
Oct. 5,1934...............................
Dec. 3,1934..............................
Mar. 6, 1935..............................

Norway

December 1929..
December 1930..
July 1931.............
October 1931___
July 1932........"
October 1932
February 1933...
July 1933.............
October 1933____
Oct. 5, 1934.........
Dec. 3,1934
Mar. 6,1935

Finland

100
100
100
121
145
152
156
153
160
170
183
182
190

100
100
100
109
149
164
170
169
171
181
194
193
201

South
Africa

India

Canada

United
States

100
100
100
100
100
102
102
144
148
157
167
166
173

100
102
101
127
144
137
142
141
146
155
166
165
172

100
100
100
112
121
115
110
120
148
152
165
166
172

100
100
100
100
100
100
100
100
140
149
160
169
109

Denmark

Australia

New Zea
land

Argentina

100
100

104
128
138
186
165
165
165
165
167
166
217
217
226

100
100
100
122
144
140
152
176
180
191
206
204
213

102
109
131
163
181
172
179
179
184
195
209
207
217

138
150
157
178
183
194
207
206
215

gweden

100
100
100
116
143
147
153
147
156
165
178
177
185

Japan

100
100
100
101
115
182
216
240
242
267
292
291
302

Switzerland and Holland still maintain their pre-war currencies. Their
price o f gold has continued at 100.
France, Italy, and Belgium raised the price of gold previous to the depres
sion so that their prices are higher than before the war, but have not been
changed since 1929.
TABLE 2.— Cowwodtfy price* w wrreMcy an4 i?t p**e-n?ar poM currency
[Pre-war=100]
General index numbers

Month

Prices in
currency

Price of
gold

___ d o . . ____ _
Italy, Riccardo Bachi_________________________ .
New Zealand, Government Statistician.................. ........do________
Norway, Central Bureau of Statistics-*___________
Sweden, general index...... .......................................... January..........

136
458
112
135
104
349
78
276
134
125
116

2.08
6.94
1.69
2.07
1.66
4.92
1.00
3.67
2.08
1.82
1.80

Average, 11 countries______________________
United States (Bureau of Labor Statistics " A ll
com m odity")........................... ......... ............. ........ January______

115

1.69

Australia, Commonwealth Statistician, Melbourne. November___
Belgium, Ministry of Industry and L a b or..........
December____

Prices in
gold
65
66
66
65
63
71
78
75
64
69
64
68
68

No country can keep its prices in gold far out of line with world prices.
Prices in the United States are about as much above the world level as we
have raised the price of gold.
No further important advance is to be expected unless there is (1 ) a world
wide rise in prices in gold, i. e., a fall in the value o f gold; or (2) an increase
in the price o f gold.
Since February 1933 the general index for Italy has fallen 3 percent, for
Belgium 11, and for France 14 percent. Conditions in these countries have
grown steadily worse.
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Buy
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193^

<—

-

Living
—^

R e f la t io n .

The United States Bureau of Labor all-commodity index, which includes
many prices that had not declined much, has risen 32 percent. Raw materials
rose 59 percent. The Journal of Commerce index for 30 basic commodities has
risen 98 and prices paid to farmers 95 percent. Those things which fell most
have, in general, risen most, but are still low compared with things that fell
Httle.
TABLE 3.— CowpaWson o /

and citrreitcy prices o /
Industrial pro
duction * July or Index of price of
gold, July 1934
August 1934
(par "100)
(1928=100)

Japan.
Chile

Great Britain_________ _________________ _______________
Italy.......... .................. .............

IJmted States........................................... ..........................................

' Comparative Recovery, New York Times, p. 14, Nov. 3,1934.
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149
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110
108
105
87
85
76
74
70
70
69
67
62

282
200
201
179
174
163
100
107
100
126
120
100
169
100
100
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TABLm 4*—

051

ooTMf^io^ w ^

*
Percent

change
from
1929 to
August
1334

Electricity generated..... ........................................................
Orders received by heavy electrical manufacturing industry;
Home...............................................................................

-10
-1 2

Export........................................................... - ........................

Total................................................................................
Coal consumption..................................................................
Motor-vehicle registration (July)...........................................
Building activity....... —.........................................................
Iron and steel consumption...................................................
Cotton consumption..............................................................
Movement of snipping...........................................................
Employment in all trades......................................................
Bank clearings:
Provincial............ ..........................................................
London - .................................. ...................................—
Complete index of activity.....................................................

-1 3

-8

+14
+57
-1 8
-6

-3
0
-5

-6
0

i Data taken from The Economist, pp. 18 and 19, Sept. 29,1934.

Year

1928............................... ...............

' January 1933.

United
National
Industrial
States
United
Depart
States
Conference
Farm
ment of
Bureau
Board
wages
hourly
of Labor Agriculture (1910-14
raw ma prices paid
earnings
-100)
terials
to farmers
males
ties (1910-14 (1913-100) (1910-14=
(July 1914
100)
-100)
-100)
United
States
Bureau
of Labor
wholesale
prices all

141
87
115

144
70
111

' December 1932.

TABLE 2—WTtoZeaate prices of oOMow

149
55
107

109
* 74
80

228
183
*230

Cost of
living
(1913100)

171
* 132
*130

' November 1934.

the

gtofea nttd w yrowce
Prices in
Prices in
cur
gold
rency

New York: Middling upland, cents per pound:
February 1933_____________ __________ ___________ ___ ___ _______ . . . . . _______
March 18,1935.................................................................................................................

6.1
10.65

&1
6.3

Percent advance_______ . . . . _______. . . . . _________ . . . . . . . ___ . . . _________

75

3

Havre, France: American cotton, francs per 50 kilograms:
February 1933___________ ____________________________________ ____ . ____
March 18, 1935..................... ............................................................................... ...........

209
223

209
222

6

6
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TAHLZ 1.— 7itiZe<r

o f Mte vofM e o f

tn

fin pre-war gold currencies, 1913=100]

1926..
1980................
1831................
193 2
193 3
1932:
January___
F ebruary...
M arch____
A pril...........
M ay............
June............
July.............
August____
Septem ber..
O ctober----N ovem ber..
D ecem ber..
Jan u ary...
February..
M arch----A p ril...
M%ay.
a y ...
June_______
J u ly............
August........
September..
O ctober___
N ovem ber..
D ecem ber..
1934:
January___
F ebru ary...
M arch_____
A pril...........
M ay............
June............
J u ly............
August........
Septem ber.
O ctober___
N ovem ber..
D ecem ber. .

TABLE 2. —

Canada

68
74
88
110
147
156

77
84
103
152
169

64
65
78
108
132
156

79
93
123
145
141

81
101
125
141
145

111

135
152

112
141
152

141
139
135
133
141
147
147
147
147
156
161
164

145
145
141
147
147
147
152
154
154
161
164
161

128
125
125
125
130
137
135
133
132
133
139
145

143
143
141
143
147
152
152
145
143
147
147
147

135
135
133
137
143
145
147
141
139
143
145
145

125
127
128
133
139
143
139
135
133
139
141
143

135
135
183
135
141
145
145
143
141
145
149
149

156
156
156
154
154
149
152
154
164
169
164
159

161
164
161
164
167
164
167
175
182
179
179
172

143
149
147
147
152
149
149
154
164
169
172

147
147
145
145
141
137
137
139
141
143
143
141

143
143
143
145
147
143
143
145
145
149
147
147

143
145
143
143
145
139
145
145
159
159
169
169

149
149
149
149
149
147
147
152
159
159
161
159

159
169
167
167
169
172
169
167
169
175
172
172

167
172
172
169
169
169

167
172
175
175
172
167
167
161
161
164
164
167

141
143
147
147
149
152
152
154
154
154
154

145
143
141
143
143
145
143
145
145
145
143
141

167
169
169

156
161
161
161
161
161
161
159
159
161
161

172
175
169

In d ex

Belgium_______________________ ___ 100
France____________________________ 100
Germany________________ _____ ___ 100
Holland_______________________ ___ 100
Italy__________________________ ___ 100
Poland____________________________ 100
Switzerland____________________ ___ 100
Czechoslovakia________________ ___ 120
Austria________________________ ___ 127
Yugoslavia________________________ 131
E gypt_________________________
* 163
India__________________________ ___ 166
England_______________________ ___ 166
PoAugal_______________________ ___ 166
Canada________________________ ___ 167
South Africa___________________ ___ 168
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Average
six
countries

Sweden

France

iMMM&erg o f M e eMrrewcy pWce# o f

* November.

United
States

England

Italy

65
74
88

164
161
167
164
161

75

88

m v a r io u s
In d ex

United States______________ . . .
169
Straits Settlements____________ ___174
Sweden__________________ _____ ___178
N orway_____ - _________________ ___182
Finland____ _____ _____________ ___195
Denmark______________________ ___205
New Zealand__________________ ___208
Australia______________________ ___210
Argentina_________________________218
Uruguay_______________________ ___218
Greece____________________________ 234
Spain__________________________ ___239
Colombia_________ _____ ______ ___255
Japan_____________________________292
M exico________________________ ___303
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FMCRE 24.— Index numbers o f the value o f gold and value o f corn in term s o f 30 basic
com m odities, 187 3 -1 93 4
A lthough the value o f corn has been rising, it has been m ore stable than the value
o f gold.

1K73

1SS0

1890

1900

]9 1 0

1920

1930

19^0

FieUBH 25.— Index num bers o f the value o f gold and value o f hides in term s o f 3 0
com m odities, 187 3 -1 93 4
T he value o f hides has been about as variable

127297— 35-------42
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FieuBB 26.— Index numbers o f th e value o f gold and value o f lard in term s o f 30 basic
com m odities, 1 87 3-1934
Over long periods o f tim e the value o f la rd has been m uch m ore stable than the
value o f gold.

A lthou gh the value o f p ig iron has declined about 0.4 percent per year, it has been
m ore stable than the value o f gold .
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FtGURB 2 8 .^ 1 n d e x numbers o f the value o f gold and value o f cop p er in term s o f 30
basic com m odities, 1873-1934

The value o f copper is about as variable as the value o f gold .

FiQPBB. 29.— Index numbers o f the value o f gold and value o f cotton in terms o f 30 basic
commodities, 1873-1934
The value o f cotton has been more stable than the value o f gold.
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FIGURE 30.— Index numbers of the value of gold and value o f wheat in terms of 30 basic
com m odities, 187 3 -1 93 4

Over lon g periods o f time, the va lu e o f w heat has been m ore stable than the value
o f gold.

FIGURE 31.— Index num bers o f the value o f gold and*the average value o f 8 com m odities.
187 3 -1 93 4
T h e average o f 8 com m odities— c o m , w heat, cotton , pig iron, copper, lard, hides, and
gold, is m uch m ore stable than the vaiue o f gold. Our one-com m odity gold d olla r has
been m uch m ore va ria b le than an eigh t-com m odity d olla r would have been.
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FURTHER STATEMENT OF E. A. O'NEAL

Mr. GOLDSBOROUGH. Mr. O'Neal, have you any other witness that
you would like to have heard?
Mr. O'NEAL. That is all that we had arranged for today. I asked
Chairman Steagall if he would allow Mr. Taber to file his statement,
because he could not be here.
Mr. GOLDSBOROUGH. You have arranged that with Mr. Steagall?
Mr. O'NEAL. Yes; and he said that it would be all right, and we
will put Mr. Taber's statement in.
In closing, I want to thank you for the courtesy and for the
splendid attention that your committee has given to us, and we hope
for proper action on our definite recommendations.
Mr. Chairman, I just want to say this to the committee, in answer
to one of the questions asked a while ago by the distinguished gentle
man from Michigan.
Mr. WoLcoTT. Do not get me into an argument.

[Laughter.]

Mr. O'NEAL. No country in the world can go but a certain distance.
Today Japan may have what they call a stabilization fund, whereby
they arrange the costs of exporters and importers—in other words,
they are getting our markets because of their great deflation. They
&re getting world markets. There is no question about that. They
stand Rrst, and Great Britain stands second in world commerce
today. Wnen they buy their raw materials, necessarily, with the
great deflation, they have to pay in their currency and it reaches
mto a very high price.
Now, they (meek back so as to keep an equilibrium.
Mr. BROWN of Georgia. Has the export of cotton fallen any more
than any other commodity ?
Mr. O 'N E A L . No; it has decreased less.
The distinguished gentleman from New York has made a state
ment with respect to that, and I have right before me the March 1
report of the Department of Agriculture, with respect to the exports
of cotton from this country, and I want to say this, as a cotton
grower, that I am 60 years old, and I have heard for many years
that we were losing our market for cotton. But I am not greatly
disturbed. I am disturbed in this regard, Mr. Fish, that if you
lower the tariff, so that we can trade, commodity for commodity----Mr. F iS H . You started to make a statement there, but you have
not made it.
Mr. O 'N E A L . In other words, the statement is this----Mr. FiSH. You are talking about the tariff and not about the
loss of the cotton market.
Mr. O^NEAL. The tariff has a great deal to do with it. In other
words, I have heard for many years----Mr. F iS H . We are t a l k i n g a b o u t f a c t s , a n d n o t a b o u t w h a t y o u
heard 40 years ago.

Mr. O'NEAL. I knew facts 40 years ago as well as you do now, I
believe.
Mr. F iS H . I sort of doubt it.
Mr. O 'N E A L . In those years, I heard that we were going to lose
our foreign market of cotton, and we have not yet.
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Mr. FisH. Mr. Chairman, he questioned my statement, and I
want to know whether he questioned my statement that we have lost
50 percent of the markets in the last 2 years.
Mr. O'NEAL. We have lost, Mr. Fish, our market to a considerable
degree, but the main reason for losing that market was because they
have not the buying power in Europe to buy cotton.
Mr. FisH. I did not ask the reason. I made a definite statement,
and if you are contradicting that statement, I want to know what the
facts are.
Mr. O'NEAL. I am not contradicting your statement, but I heard
such things long ago.
Mr. Fisn. You are denying it.
Mr. O 'N E A L . I heard such things long years ago, that we were
losing our market, but yet cotton has lost a smaller percentage than
any of our exports, and this record shows that in 1934 we exported
5,753,000 bales of cotton.
The present situation is, as I said^ because Europe cannot buy,
but if we will do a little trading with Europe, and if we follow
Great Britain's policy, of a managed currency, or a commodity
dollar----Mr. FisH. May I ask the gentlemen a question!
The CHAIRMAN. Let him nnish.
Mr. F is H . He has made his statement, that he thinks the tariff
should be reduced. He made the statement that the tariff should
be reduced in order to provide buying power abroad, but I would
like to call attention to the fact that this processing tax is nothing
but a tariff in our country. How can we consistently advocate
a processing tax, which is a tariff within our own country, in the 48
States, and then suggest that we should reduce the tarin for some
body else?
Mr. O'NEAL. Might I answer that I have been a free trader on
cotton up until the time we had the Agricultural Adjustment
Act, and I myself helped to try to persuade some of our associates
in Congress to put a tariff on cotton textiles, to help the cotton man
ufacturer.
We paid the bill, believe me; the cotton producers paid it. The
50 or 45 percent of our cotton farmers in the South have a standard
of living no higher than a Chinese. We paid the bill with the
tariff system.
Now, when we had the opportunity, we came to Congress and
the President and asked if we might have a little tariff or a little
butter on bread in the way of a processing tax, and if you will com
pare the processing tax on cotton to the tariff on textile mills toddy
dollar for dollar with yards of thread, you will see that we are
getting a very small tariff as compared to the textile industry in
this country—very small.
Mr. FisH. One is against farmed goods, and the other is on gob3s
produced in our own country.
; ,
Mr. O'NEAL. We produce cotton ourselves. In other words, ycfti
have a shirt on that I grow the cotton for. Your shirt has at^ut
a pound of cotton in it; that is all. The processing tax is 4.2 cents
a pound on the raw cotton, and when a mill in the State of New
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York, or in Connecticut, gets a, pound of cotton from Alabama,, they
have about 0.71 of a pound of material that goes into cloth; the
other is waste. So you are paying me a nice little tariff of about
8 or 4 cents, and your manufacturers in New York are getting an
ad valorem tariff there of about, I think it amounts to, 37^ cents on
each shirt.
Mr. FiSH. It is not enough; that is all I tell you.
Mr. O'NEAL. You fixed it, all right.
In some instances you get over 100 percent ad valorem.
Mr. Fisn. They only brought in 20,000 square yards of Japanese
cotton goods last month.
Mr. O 'N E A L . In other words, what is butter for your bread is not
good for my bread; that is your conclusion. Why should you hold
an argument that you would penalize the very poor agricultural
population of the United States, where in the South especially the
standard of living is lower than that of a Chinese? You let. them
sweat their lives, blood, and flesh for generations producing cheap
raw material, in order that you could have a 100-percent ad valorem
tariff. That is very consistent!
Mr. F iS H . What you have done by this processing tax is that you
have put a tariff on commodities raised in this country which we
never had before, and that is nothing but a processing tax against
your consumers. And I want you to remember this, that I am an
American before I am a northerner, and I think that the future of the
South is just as important as the future of the North, and I am
positive that if this thing continues another 2 years, you will not
have any exports at all, regardless of what happened 40 or 50 years
ago.
Mr. O 'N E A L . We come before your committee recommending very
definite steps to improve the situation, and, as I see it, I think that
with a managed currency we will take a long step toward the solution
of this problem, and I know this, that the Congress of the United
States in 1933 voted on this Adjustment Act, and we had to take it
because we were in that situation, and Congress was wise when it
wrote the law. It took the three great fundamental things that the
farmers had been Hghting for and put them in one bill, parity o f
prices to the farmers, rural credits for farmers, and the Thomas
amendment.
Now, we are making progress, and we come to you, and we ask you
in your judgment to come along with another angle of it, and let
us be sure to use the wit and judgment that Yankees had the repu
tation of using, meaning Americans, over the years. We have
that opportunity, or we will move the ball, and I think that we
would do well to look at and study Great Britain's policy. They are
pretty wise.
. May I just stop with this, that if you were to ask me what are
the important things in producing a crop, I might be so cranky as
to tell you that the only thing you ever use is water, and another
man over here might say that the only thing you have got to have
is land, and another feliow over here would say good seed and cul
tivation, and yet I see men charged with responsibility in this coun
try that advocate all water, all land and all cultivation to raise &
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crop, and I say that we have a policy that we are engaged in that is
as involved as producing the crop. Fundamentally, with us, we
simply have got to have an honest medium of exchange, and what
we are recommending to you will help to solve the cotton problem
and all of these other problems.
Thanks; I did not mean to make a speech to the committee.
The CHAIRMAN. We are certainly glad to have heard you again.
The committee will adjourn until 10:30 o'clock tomorrow morn
ing.
(Thereupon, at 5 p. m., an adjournment was taken until Tuesday,
Mar. 26,1935, at 10:30 a. m.)
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TU ESD AY, M A R C H 26, 1935
H O U S E O F R E P R E S E N T A T IV E S ,

COMMITTEE ON BANKING AND CURRENCY,

A C.
The committee met at 10.30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. Gentlemen, we have with us this morning Mr,
J. F. T. O'Connor, the Comptroller of the Currency, who will discuss
title III of the bill.
I assume, Mr. O'Connor, you desire to make a preliminary state
ment, and if so, we will be glad to have you do that without inter
ruption. When you conclude members of the committee will inter
rogate you.
.

STATEMENT OF J. F. T. O'CONNOR, COMPTROLLER OF THE CUR
RENCY; ACCOMPANIED BY F. G. AWALT, DEPUTY COMPTROLLER
OF THE CURRENCY

Mr. O'CONNOR. Mr. Chairman and gentlemen of the committee,
practically all of the amendments we suggest were before this com
mittee a year ago, and the bill was approved by this committee
unanimously and sent to the House. It was also approved by the
Senate committee and reported to the Senate, but it was lost on the
last day of the legislative session in June of last year.
Practically all of the things I am going to talk about are technical
matters, largely corrections in language, with just a very few new
sections suggested.
The majority of the amendments in question are based upon H. IL
9876 and S. 3748, submitted at the last session of Congress, which
bills were mutually acceptable to the Federal Reserve Board and t&
the Comptroller's oiRce and were favorably reported by the Banking
Committees of both Houses.
A general statement of the object of the various amendments
suggested in last year's bill and now resubmitted, and those added
thereto in title III of this bill, are as follows. Where these amend
ments were not emplaced in last year's approved bills or are sub
stantially different from those presented, the notation that they are
new will appear in connection with this explanation.
Section 301, which is new gives the Federal Reserve Board discre
tion to exempt so-called " accidental" holding-company ajEliates
from the burdensome and expensive elements involved in obtaining a
voting permit where such aCiliate is not engaged as a business in
holding bank stock.
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Section 802 amends section 20 of the Banking Act of 1933, which
requires the divorcement of member banks from affiliated securities
companies so as to make it clear that its requirements do not extend
to a securities company which has been placed in formal liquidation
and transact no business except such as may be incidental to the
liquidation of its aSairs. This is in accord with rulings by the
Federal Reserve Board and the Comptroller's oiRce as to a proper
interpretation of the law.
Section 303 (a) makes it clear that the provisions of section 21
(a) (1) of the Banking Act of 1933. prohibiting dealers in securi
ties from engaging in me business of taking deposits, does not pre
vent banking institutions from dealing in, underwriting, purchas
ing, and selling investment securities to the extent expressly per
mitted to national banks under the National Banking Act and
does not prevent banking institutions from selling mortgages with
out recourse. It will be observed that national banks are limited
in dealing in and underwriting securities to doing so as to Govern
ment obligations, general obligations of States or political subdivi
sions. obligations issued under authority of the Federal Farm Loan
Act, by the Federal Home Loan Board, or the Home Owners' Loan
Corporation.
Section 303 (b) makes it clear that section 21 (a) (2) of the
Banking Act of 1933 does not require that business institutions
which accept deposits only from their own ofRcers, agents, or em
ployees need submit to examination and publication of reports of
condition. Hundreds of corporations, such as the B. & O. Railroad,
Chrysler Motors, Deere & Co. permit employees to leave part of their
wages on deposit and in turn loan these funds to other employees so
as to encourage thrift and be of assistance thereto.
This section also makes it clear that the expense of examining
private banks by this oiEce or by the Federal Reserve Board shall
oe paid by the institution examined, as there are otherwise no funds
available to bear the expense of such examination.
Section 304, which is new, eliminates the double liability of share
holders of national banks on July 1, 1937. This provision is con
sidered desirable because of the fact that such liability has already
been eliminated as to banks organized since July 16, 1933, and as to
new capital issued since that date, with the resuit that at the present
time many banks are in the awkward position of having outstanding
some common stock with liability and other common stock without
liability, resulting in needless confusion. Provision is being made
in section 314 of this bill for banks gradually increasing their sur
plus out of earnings until the same equals the bank's capital, thereby
.giving the creditors of the bank substantially the same additional
protection which is now aRorded by the assessment liability.
Section 305, which is also new, corrects the accidental omission of
national banks in Alaska and Hawaii from the benefits of an act
passed at the last session repealing the requirement of section 31 of
the Banking Act of 1933 that directors of national banks and mem^ber banks increase the amount of their share holdings therein. This
law was repealed incidentally because it was found physically im
possible to enforce its requirement, with the result that many banks
would have been forced to cease operations for lack of a quailed
hoard of directors.
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Section 806, which is also new, gives the Federal Reserve Board
power to control relationships of ofRcers, directors, and employees
of banks with securities companies through regulation, thereby sav
ing the great burden involved in present procedure of issuing
individual permits.
Section 307 (a), which is also new, in part, makes it clear that
section 16 of the Banking Act of 1933 was not intended to prohibit
national banks or member banks from buying or selling stocks solely
for the account of their customers and as an accommodation thereto
and not for their own account.
This is extremely important, particularly in communities remote
from financial centers, and since there is involved no investment by
the bank of its own funds, no objection can be seen thereto. The
amendment further limits national banks in purchasing investment
securities for their own account to the purchase of the same in an
amount as to any one issue limited to 10 percent of the bank's unim
paired capital and surplus. The present law permits such invest
ment in any one issue to an equal amount to 15 percent of the unim
paired capital and 25 percent of surplus, except where the total issue
does not exceed $100,000 and does not exceed 50 percent of the
capital of the institution.
Section 307 (b) merely restates in a clearer form the existing pro
hibition against national banks purchasing stock for their own
account.
Section 308, which is new, enacts into law present requirements
of the Comptroller's ofRce as a matter of policy that newly or
ganized national banks have a paid-in surplus equal to 20 percent
of capital before being authorized to do business, which requirements
may be waived where necessary in connection with a State bank
converting into a national bank.
Section 309, which is also new, eliminates any possibility of
section 18 of the Banking Act of 1933 being construed as prevent
ing corporations other than a bank from conditioning transfer
of their shares on the simultaneous transfer of shares of bank
stocks, but preserving the unimpeded free and unconditional trans
fer of bank stocks.
Section 310 (a) permits a holding company to vote on the ques
tion of placing a bank in voluntary liquidation without having
to go through the expensive routine incidental to obtaining a voting
permit.
As to section 310 (b), under present law, shares held by a
bank as sole trustee cannot be voted. It consequently sometimes
results, where a large number of shares are so held in trust, that
it is impossible to obtain the requisite number of votes required
by law to accomplish certain steps such as reduction in capital,
amendments to articles, et cetera, or to vote to go into voluntary
liquidation where such is necessary.
Provision is accordingly made that the shares so held in trust
shall be excluded in determining whether the resolution in ques
tion has been adopted by the requisite number of shares. For
example, a bank has 1,000 shares outstanding. Four hundred of
the shares, however, cannot be voted because held in trust by the
bank as sole trustee. Consequently, in determining whether or
not a resolution has been adopted by the required two-thirds vote,
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the 400 shares held in trust will be excluded, leaving a balance of
600 shares as the basis for determining whether a two-thirds
vote has been obtained, in which case a vote of 400 shares in favor
of the matter would be the requisite two-thirds majority of the
shares entitled to vote.
Section 310 (c), which new, eliminates any doubt that a holding
company, which has met the requirements for obtaining a voting
permit, may cumulate its shares in the same manner as other share
holders are permitted to do. This is in conformity with the con
struction placed under the present law by the Federal Reserve
Board and by the Comptroller's ofRce.
Section 311 gives discretion to the Comptroller to permit a State
bank converting into a national bank to carry over and retain, sub
ject to certain conditions, such sound assets as a State bank may
have which do not conform to the requirements as to assets held
by national banks.
SECTION 312 permits the Comptroller to delegate the manual
labor of countersigning bond trasfers in connection with substitu
tion of securities held to secure circulation issued by national banks.
Section 313 permits branches of national banks, which branches
are located outside of the United States, to charge the same interest
rate permitted by local law to competing institutions.
Section 314, which is new, provides that before the declaration of
dividends, national banks shall carry not less than one-tenth part
of their net profits of the preceding half year to surplus until the
same is built up to an amount equal to the capital, instead of the
present requirement that the same need only equal 20 percent of
the capital. This change is deemed desirable in connection with
the recommendation that asesessment liability be eliminated from
bank stock and is further desirable from the standpoint of build
ing up a proper capital structure.
Section 315, which is new, extends the terminal provisions of
existing law relative to embezzlement, false entry, et cetera, by
oRicers and employees of member banks to include any insured
banks.
Section 316 gives the Comptroller closer supervision over national
banks in voluntary liquidation as distinguished from those in re
ceivership by requiring reports to him and to the shareholders and
subjecting the banks to examination. It also enables the share
holders to remove an incompetent liquidating agent.
Section 317, which is new, extends the present prohibition on the
use of the word " national" by banks other than national banks,
to include any combinations of such word.
Section 318, which is also new, corrects an oversight in the present
law to require member banks of the Federal Reserve System to
reduce the amount of their shareholding in a Federal Reserve bank
to correspond with the reduction of the bank's surplus.
Section 319 authorizes the Federal Reserve Board to prescribe the
form and contents of reports of condition to be made by State mem
ber banks and prescribes the manner in which such reports must be
published.
Section 320 extends to State member banks the same privileges now
enjoyed by national banks with respect to the amount of loans which
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may be made where secured by Government obligations. This is
considered desirable, because paragraph M of section 11 of the Fed
eral Reserve Act is susceptible to a contrary consideration. As to
section 321, which is new, the present law permits a Federal Reserve
bank to make direct loans to private business on adequate endorsement
and security. The amendment permits such loans on adequate en
dorsement or security.
Section 322, which is also new, has reference to par value of Fed
eral Deposit Insurance Corporation stock in the loans to industry act,
changed to " the amount paid for said stock."
Section 323 (a), which is partly new, authorizes the Federal Re
serve Board to deSne "deposit" and related terms for reserve and
interest requirements respecting deposits.
Section 323 (b ), which is also new, permits amounts due from other
banks to be deducted from gross deposits instead of amounts due to
banks, in determining reserve requirements.
Section 323 (c) extends the power to regulate the rate of interest
payment by member banks to include the rate paid by all insured
banks except mutual savings banks, and Morris Plan banks which are
not members of the Federal Reserve System.
Section 323 (d), which is new, requires member banks to maintain
the same reserves against Government deposits as against other
deposits.
Section 324 permits the Federal Reserve Board or the Comptroller
of the Currency, as the case may be, to permit a waiver of report
and examination of aCiliates of a bank where such report and exami
nation is not necessary in a particular case to disclose the relation
ship existing between the bank and the agiliate. This eliminates
the burden and expense now involved in hundreds of cases where
there is no beneficial object to be gained in requiring submission and
publication of such report, due to the fact that the afRliate is
merely a technical accidental afBliate having no relationships what
soever with the bank, such, as for example, newspaper, clothing
stores, lumber yards, et cetera, which become technical amliates be
cause of the accident that a<majority of their directors happen to be
directors of the bank.
Section 325 (a), which is also new, extends the present provisions
of the law prohibiting loans and gratuities to examiners of member
banks to include examiners of all insured banks.
Section 325 (b), which is also new, extends to Federal Deposit
Insurance Corporation examiners the present prohibitions of law
against disclosure of confidential information by examiners.
Section 325 (c), which is partly new, corrects impractical features
of the present law relative to loans to executive omcers of banks by
vesting certain discretions with the Federal Reserve Board to issue
regulations governing the same and substituting removal from ofRce
for the present criminal provisions of the law. There is also a 3-year
extension of time within which present loans must be retired, such
extension, however, being operative only if the board of directors
adopts a resolution determining that it is to the best interest of the
bank to make the extension and that the olEcer has made every proper
effort to reduce his obligation.
Section 326 is partly new. Under the present law there are certain
rigid requirements and limitations on loans to afKliates. Exception
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to these requirements is provided for where the aiEliation arose out
of foreclosure by the bank on collateral. It is often necessary to
advance funds to an aRiliate, control of which has been obtained
through foreclosure in order to enable the bank to salvage the real
value out of its assets and reduce the bank's loss*
Under the circumstances, such aiHliate manifestly cannot borrow
elsewhere. There is also excluded the accidental type of aRiliate,
control of which is obtained by the bank in a fiduciary capacity, as,
for example, where the bank becomes executor and/or trustee of the
deceased's estate, among the assets of which is a going business
which must be operated by the bank as such trustee. There is
also excluded an affiliate engaged solely in operating property ac
quired for bank purposes.
Section 327, which is new, exempts loans for industrial purposes
made in cooperation with a Federal Reserve bank or the Reconstruc
tion Finance Corporation from existing restrictions on real-estate
loans by national banks, due to the protection received by the banks
from either the Federal Reserve bank or the Reconstruction Finance
Corporation, where such loans are jointly made. As to such loans
there is no need for such restrictions as are desirable for a real-estate
loan made by the bank in its sole capacity.
Furthermore, such existing restrictions have been found to seriously
interfere with the scope and object of the Industrial Loan Act as they
operate to prevent two or more banks cooperating with the Federal
Reserve bank or the Reconstruction Finance Corporation in making a
single industrial loan, prevents such loan where a substantial part of
the security is real estate located outside of the restricted area in
which national banks are limited in making real-estate loans, and for
other reasons.
Section 329, which is also new, amends the Clayton Act to permit
the Federal Reserve Board to supervise by regulation instead of by
permit the matter of interlocking directorates.
Sections 329 and 330 bring the law governing consolidation of
national banks into conformity with that governing consolidations
of a State and national bank and offers additional protection to dis
senting stockholders in the matter of obtaining the appraised value of
their stock. Requirement is made that notice of dissent be given by
such shareholders when the vote to consolidate is had.
Sections 331 and 332, which are also new, extend to the Federal
Insurance Deposit Corporation the protection now given by law to
other Federal institutions against the misleading use of their name
and extends to all insured banks the present requirements of the
law making robbery of members banks a Federal offense.
Now, in reference to the amendments we are suggesting to the
committee, first, a new section to be numbered 333. It provides:
Section 5143 o f the Revised Statutes, as amended, is hereby amended by
striking out everything following the words " Comptroller o f the Currency",
where such words last appear in such section, and substituting the follow ing:
" And no share holder shall be entitled to any distribution of cash or other!
assets by reason o f any reduction of the common capital of any association
unless such distribution shall have been approved by the Comptroller o f the
Currency and by the aiHrmative vote o f at le a st two-thirds o f the shades pf
each class o f stock outstanding, voting as classes."
1 *

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

BANKING ACT OF 1 9 3 5

667

We suggest a new section 334, to read:
Section 5139 of the Revised Statutes, as amended, is amended by providing
at the end of the Rrst paragraph the following new paragraph:
" CertiRcates hereafter Issued representing shares of stock o f the association
shall state (1) the name and location o f the association, (2) the name o f the
holder of record of the stock represented thereby, (3) the number and class
of shares which the certiRcate represents, (4) and, if the association shall
issue stock of more than one class, the respective rights, preferences, privi
leges, voting rights, powers, restrictions, limitations, and qualiRcations of each
class of stock issued shall be stated in full or in summary upon the front or
the back of the certiRcates, or shall be incorporated by a reference to the
articles of association set forth on the front of the certiRcates. Every certiR
cate shall be signed by the president and the cashier o f the association, or
by such other oRicers as the bylaws o f the association shall provide, and shall
be sealed with the seal of the association/'

We suggest a new section 335, to read as follows:
The last sentence of section 301 o f the emergency banking act o f March 9,
1933, as amended, is amended to read as follow s:
" No issue o f preferred stock shall be valid until the par value o f all stock so
issued shall be paid in and notice thereof, duly acknowledged before a notary
public by the president, vice-president, or cashier o f said association, has
been transmitted to the Comptroller o f the Currency and his certiRcate ob
tained specifying the amount o f such issue o f preferred stock and his approval
thereof and that the amount has been duly paid in as a part o f the capital o f
said association; which certiRcate shall be deemed to be conclusive evidence
that such preferred stock has been duly and validly issued/'

The last amendment we suggest is a new section numbered 336,
as follows:
The additional liability imposed by District o f Columbia Code, Supplement
I, title 5, section 300 A (b ) upon the shareholders o f savings banks, savings
companies, and banking institutions and the additional liability imposed by
D istrict o f Columbia Code, title 5, section 361, upon the shareholders of trust
companies, shall cease to apply on July 1, 1937, with respect to such savings
banks, savings companies, banking institutions, and trust companies, which
shall be transacting business on that date. Each such savings bank, savings
company, banking institution, and trust company, shall before the declaration
o f a dividend on its shares o f common stock carry not less than one-tenth part
o f its net proRts o f the preceding half year to its surplus fund until same shall
equal the amount o f its common stock.

May I take up these four amendments and explain them!—and
then I will be ready to answer any questions you may desire to ask.
The Srst amendment we are suggesting to the committee, gentle
men^ is briefly this: Where we permit a reduction of common capital
stocK in a bank we want it clear that we have the right to require
the bank to retain the assets. We tell a bank, for instance, that there
are so many assets that are questionable or bad, and then we ask
them to reduce their capital stock.
Then the question arises, are the stockholders entitled—and , in
some instances they claim they are—to assets eliminated because of
the reduction of the stock!
We should have the privilege, beyond any doubt, of retaining those
assets as a recovery value of the bank to the stockholders, and not
distribute them to the shareholders, if that is the proper position
to take.
On the other hand, that is not always the case, because you might
Rnd a bank overcapitalized for a particular community because the
business has gone to an adjoining community. Then we reduce our
common capital, say, to $50,000, which is ample.for the needs of the
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community. They may have cash assets that correspond to the
reduction, and we do not see any injustice in having them distributed
to the stockholders. But we ask that we be given the right to ap
prove the distribution after the required vote of two-thirds of the
shares.
That is the Rrst amendment.
The CHAIRMAN. Your power under that amendment would not be
Any greater than the power which the Comptroller now has, in the
case of the original organization of a banking association.
Mr. O'CONNOR. Not at all; it would be exactly the same.
The CHAIRMAN. Except where you require a two-thirds vote to
permit the distribution of stock in the case of a reduction of capital.
Should not that be a majority, instead of two-thirds? If a ma
jority of the stockholders think they are justified in having a dis
tribution of their assets, and the Comptroller approves it, would not
that be a fair way to handle it?
Mr. O'CONNOR. I think the only reaction there, Mr. Chairman, is
the fact that the shareholders are very anxious to get some assets
that we think ought to remain in the bank.
The CHAIRMAN. That is true, but you would still have to approve
it.
Mr. O'CONNOR. Frankly, I think a majority vote would b e all
right.
The CHAIRMAN. Either way would be all right?
Mr. O'CONNOR. Either way; it does not make any difference.
Mr. GOLDSBOROUGH. Under the present law, has the Comptroller's
oSice, or any other branch of the Federal Government, the right,
upon the reduction of the capital stock, to permit the disbursement
of any amount of the assets to the bank stockholders ?
Mr. O'CONNOR. Oh, yes; we <?an permit that under the present
law.
The CHAIRMAN. I do not know whether you understood what Mr.
Goldsborough had in mind. I think Mr. Goldsborough meant to
inquire whether or not under the present law you are given authority
to approve or disapprove.
Mr. GOLDSBOROUGH. Yes.
Mr. O'CONNOR. The answer is we can, but the point is that in
connectiton with this section a serious question arises as to whether
or not they are always entitled to it. That is what we want to get
away from.
The CHAIRMAN. There might be cases where there would be no
need for that.
Mr. O'CONNOR. Yes.
Mr. HANCOCK. The law requiring a two-thirds vote instead of a
majority would make it easier on you at times.
Mr. O'CONNOR. Yes.
Mr. FORD. Could not a majority of the stock be held by three or
four stockholders, and a bare minority by a great number, and
thus due to the control of the situation by those few stockholders,
possibly the great number, if they knew the circumstancesy would
not want it done*
I a m in c lin ed t o th in k t h a t tw o -t h ir d s w o u ld be b etter m y s e lf.

Mr. GOLDSBOROUGH. That is my opinion.
tection to the minority.
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Mr. WiLLiAMS. It places the full power in the hands of the
Comptroller ?
Mr. O'CoxNOR. To reduce the common capital, but it takes a twothirds vote to distribute it. We have two problems, the reduction
and the distribution.
Section 334, which I have read to you, gentlemen, is the form of
certificate to be issued when a national bank issues stock.
Practically all States now have " blue-sky" laws, but there is
always a question as to whether such laws apply to national bank
stock.
If the Congress speaks on questions within its jurisdiction, in
connection with national banks, that excludes the States from acting,
and if you fix a form of certificate for the national banks, that
settles the question.
I have read the provisions that I believe ought to be in the certifi
cate of a national bank. Every purchaser of stock should know
what other stock is outstanding, and what its liabilities are, and we
have asked you to incorporate that so we can compel them to do that
in connection with bank shares.
Section 335 is the one we are asking you to adopt in connection
with preferred stock providing that no preferred stock shall be
valid until there is a certificate issued by the Comptroller of the
Currency, in connection with national banks.
You have provided that already with reference to the common
capital of national banks. No stock is valid nntil the Comptroller
issues his certiRcate that the stock has been regularly and properly
issued, and then that stops anybody l'rom going back of the certifi
cate to find out whether atl of the technical steps have been taken
leading up to the issue of the common capital stock. When that
certificate is issued that settles it. We feel that the same rule
ought to apply to preferred stock.
The last amendment is in reference to double liability. As I have
said, we have recommended in the bill, if you shall accept it, the
elimination of double liability on stock after July 1, 1937. This
last amendment is merely included to apply not only to national
banks, but to State banks and trust companies and savings banks
located in the District of Columbia, because they also come under the
jurisdiction of the Comptroller's ofHce, although they are State
institutions.
Mr. HANCOCK. What is the significance in fixing the date as of
July 1, 1937?
Mr. O'CONNOR. I think probably two considerations enter into
that, Mr. Congressman.
First, there is a rather serious constitutional question as to whether
we could eliminate as of today the double liability on stock that has
been issued, because of the contractual relation existing between the
depositors and the bank, and my opinion is we could not do that.
The second consideration is that the Government has got a great
deal of money invested in these banks, and we are just getting these
tanks in very fine condition, %nd it enables us, in many instances,
lo work out a much better situation with the bank ofEcials than it
the double liability was of! at this time,
127297— 35-------43
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When we go into a bank and insist that it has to be strengthened
to protect the depositors, and that more capital has to come into the
bank, and the Government is willing to assist in it, then if they
decline to do it, and decline to strengthen their bank and to get it
in better condition, and we close the bank, we can impose a double
liability, and the oRicers knowing that, those owning the bank will
go much further to save the bank and make it an active, going bank
than if you did not have a double liability. Those are the two
reasons, as I see it.
Mr. HANCOCK. How will conditions have changed by July 1,
1937?
Mr. O'CONNOR. That is an arbitrary date. But we feel the capital
structures of the banks should be in good shape by that date.
We have just set a figure along there, or a date, and we feel that
by 1937 the questions that I have now presented to you probably will
be minimized or eliminated. That is the only reason.
Mr. HANCOCK. What has the additional liability been worth, since
the bank holiday?
Mr. O'CONNOR. It is practically 50 percent.
Mr. BROWN of Michigan. By taking the time between now and
July 1, 1937, you will also give ample opportunity for working out
some plan of advising the depositors in the bank of the change in
liability, because as you have indicated before, there is a semblance
of contractual liability there, and it does seem to me some regula
tions will have to be worked out to give depositors an opportunity
to withdraw their accounts, or something of that kind; that is, if they
do not care to leave their accounts in the banks subject to the double
liability. It seems to me that time is a very valuable element.
Mr. O'CONNOR. Another thing that I think is important is that
there is a gradual tendency in the small communities throughout the
country to strengthen their banking system by merging the two,
State banks and national banks, and that also is quite an important
element in connection with this date in 1937.
Mr. CRoss. Take the proposal you referred to a while ago^ that
they should build up reserves equal to the capital stock. Time
would be an element there also.
Mr. O'CONNOR. Yes.
Mr. HANCOCK. That is one of the 6ne things your olBce has
been able to do in respect to the banking structure, in cooperation
with the R. F. C.; is it not!
Mr. O'CONNOR. Yes; it is one of the best things that has been
done in the way of strengthening the whole banking structure
of the United States.
Mr. WiLLiAMs. I understood you to say that you hoped at that
time to retire a substantial part of the preferred stock that the
R. F. C. has taken from the banks in order to build them up since
the bank holiday.
Who determines when that stock shall be retired !
Mr 0 'C p N N O R . The bank makes an application, if it is a national
bank, and it cannot be retired without the approval of the Comp
troller's o&ce, and, I believe, the Federal Reserve Board. I be
lieve we are asking to have that lodged entirely in the Comptroller's
ofEce.
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In other words, an application comes in for the retirement of
stock, and that has to be passed upon by the Federal Reserve
Board, and it is our opinion that this is the way it works out.
A bank desires to retire stock, so it makes an application and
sets forth all its facts justifying it, and submits that to the Comp
troller's oHice. We send it back to the national bank examiner in
that district, and he makes a thorough investigation of it, and
what information is available he submits to the Comptroller's of
fice, and the Comptroller's ofRce has all of the reports of the bank,
and also the one that the examiner has just submitted, and he makes
his recommendation, and upon that we act.
I believe under the present law after that has been done we must
submit that to the Federal Reserve Board, and the Federal Reserve
Board have to go through the same performance and certify that
back to us, and I think that is a needless step.
Is not that the procedure, Mr. Await ?
Mr. Aw A L T . That is correct as to common capital, but in reference
to the preferred it is not necessary to certify it to the Federal
Reserve Board.
Mr. WiLLiAMS. I know of some fine banks that are in the Federal
Deposit Insurance Corporation, and under the State laws they are
not permitted to issue preferred stock, but they issue capita^ notes
instead. How is that to be retired!
Mr. O'CONNOR. That is entirely between the R. F. C . and the
State bank, my oiEce having no jurisdiction over a State bank.
Mr. WiLLiAMS. I understand that, but what about the F. D. 1. C. ?
Mr. O'CONNOR. We have no power over in the Federal Deposit
Insurance Corporation to enforce anything. So that whether that
preferred stock or capital notes or debentures that State banks have
are retired is entirely between the R. F. C. and the State banks.
Mr. WiLLiAM S. Do you know what procedure is followed?
Mr. O'CONNOR. Yes, sir. The State bank applies to the R. F. C.
for the payment of its debentures or notes, or the preferred stock,
and the R. F. C. usually refers that offer to the Federal Deposit
Insurance Corporation, and then we make an examination of it, and
if the bank should not retire those notes or debentures or stock, we
so advise the R. F. C*, that in our opinion they should not be retired.
But they can ignore that; we have no authority to enforce it.
Mr. WiLLiAM S. You h av e th e sam e rela tio n th ere th a t you do w ith
referen ce to its issuance, p r a c tic a lly , in th e first place.
Mr. O'CONNOR. With reference to its issuance. Of course, but
as to the Federal Deposit Insurance Corporation we have no
authority.
Mr. WiLLiAM S. But you d o m ak e a n in v e stig a tio n a n d p a ss on
th e qu estion as to w h eth er o r n o t they sh o u ld com e in to the
c o rp o ra tio n .
Mr. O'CONNOR.

Yes; that is true.
Mr. WiLLiAMS. And you also make an investigation to see whether
they ought to be retired, in order to keep them in the corporation,
to determine whether or not it is advisable to retire the capital notes
and still retain their soundness?
n
:t
Mr. O'CONNOR. Yes.
'
M r . WiLLiAM S. You stiH iiia k e that investigation?
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Mr. O'CON NOR. Yes.
Mr. WiLLiAMS. You ^till really have the same relation that you
did in the first place?
M r . O'CON NOR. Y e s ; I

w o u l d s a y t h a t is c o r r e c t , C o n g r e s s m a n .

Mr. BROWN of Michigan. As to the provision for the examination
of banks, in section 302 of the proposed law, I think it is, I favor
that, I will say. I wonder upon what authority we have a right
to prohibit people from engaging in the private banking business.
There has been some controversy between your ofRce and the small
private banks, particularly over the question of whom should pay
the expense of the examination by the Comptroller's oiEce.
Some of the smaller banks in my district have raised this question,
and they think that Congress has no right to prevent them from
engaging in the banking business. I would like to know what your
view about that is.
Mr. O'CONNOR. Well. Mr. Congressman, you have opened up a
very important and a very wide field by your question.
My own personal opinion as a lawyer is that we have no juris
diction at all over a State institution, such as a private banking
institution.
Mr. BROWN, of Michigan. Generally, I may say in Michigan—and
I think it is quite common—private banks are not allowed to en
gage in the business, if they were not in business 2 or 3 years back,
and the States are cooperating in an effort to stop that kind of
banking business.
It just occurs to me that they are willing in my State now to
submit to the examination, but they are not willing to pay for it.
It seems to me, if we are endeavoring here to bring them un^er some
reasonable regulation and force them to publish statements, it would
be wiser to leave this addition you propose out and let the Federal
Government bear the small expense that it would have to examine
those banks.
Mr. O 'C oN N O R . I suggest this, Mr. Congressman, that in view o f
the policy of the ofEce, which is that the Federal Government does
not bear the expense of any examination, it would be unfair t o have
the Federal Government pay the expense of the examination of
the private banks when the Federal Government does not bear the
expense of the examination of any other bank.
Mr. BROWN of Michigan. If we do not I have the feeling they
will tell us where to go.
The CHAIRMAN. There can be no fixed charge on the Government
except by legislation authorizing an appropriation.
Mr. WiLLiAM S. What do you mean by a private bank. Mr. Brown ?
Mr. BROWN of Michigan. There are a lot of small banks in the
smaller towns that simply consist of an individual who accepts
deposits and makes loans, without a charter from the State. I know
it has been felt by the Comptroller's ofRce and by this committee
that we ought to endeavor to at least regulate that business, and I
think it should be regulated*
But I am fearful that the way we have it set up in this bill it will
amount to nothing.
Mr. W iLLiAM S. To what extent does that prevail throughout the
country! I was under the impreasion that private banking, as de
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scribed and as carried on in that manner, had been generally out
lawed.
Mr. O'CON NOR. I would say generally; yes. But there is a great
deal of it yet being done in the country. Texas has some of it,
your State has some of it. Some of them have been in existence for
a great many years.
My attention is called to the fact that 10 or 15 States have this
problem.
The CHAIRMAN. They are all small, are they not%
Mr. O'COXNOR. No; there are some that are quite large.
Mr. FoRD . Under that head, a private bank makes money, that is,
it creates money the same as a State or a Federal Reserve bank,
does it not ?
Mr. O'CoxxoR. Yes.
Mr. FoRD. Then why has not Congress got some authority over
them ?
Mr. BROWN of Michigan. They do not create currency.
Mr. FoRD. They create check money.
Mr. O'CON NOR. Congress has no jurisdiction over a strictly Stata
bank. That is the answer to it.
Mr. FoRD. I know it, and it has been so recognized. But a State
bank which creates money, whether it is check money or currency,
is actually usurping that power granted in the Constitution to Con
gress to coin money and regulate the value thereof, and I believe
if the matter were put to a constitutional test it would be found
that they were making money and would have to stop.
Mr. GiFFORD. I want to inquire particularly as to the liberalization
of the act relating to loans made to executive ofRcers.
The CHAIRMAN. Before you get to that, let me ask one question.
What would you say about a private bank, if you were authorized
by law to conduct an examination, the same as with any other bank,
except in the publication of the facts, which would be all you
could do?
Mr. O'CONNOR. Mr. Chairman, that is our difHculty. and that is
an administrative difficulty.
I believe that ought to receive serious consideration by this com
mittee, and frankly, I would like to get the reactions of the com
mittee on that problem from another angle.
At the present time, all we do under the law is to examine these
private banks, and then the report on the examination is hied away.
Mr. WiLLiAMS. Just why do you make the examination? What
is the purpose of it?
Mr. O'CONNOR. You required us to do it.
Mr. WiLLiAMS. That is, the private banks?
Mr. O'CoNxoR. You required us to do it.
The CHAIRMAN. Mr. Williams and I did not.
Mr. HANCOCK. Strictly speaking, could a private bank confine its
operations to intrastate business alone, and if so, how?
Mr. O'CoNNOR. I doubt if it could; it would be very difRcult.
Mr. HANCOCK. If that is true, it seems to me you could seriously
consider the question of the Federal Government being able to
regulate it.
Mr. O CONNOR. Then you also have the question of denying it
the mails.
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Mr. HANCOCK. I know this question has been seriously considered
lately with respect to the jurisdiction of the National Recovery
Administration, in connection with the operations of an intrastate
establishment.
But it seems to me every bank is engaged in interstate commerce to
a certain degree, especially when it comes to the clearance of checks.
I may be entirely wrong about that, and I would like to have your
opinion.
Mr. 0 'C o N N o n . That is why I am emphasizing the importance
of giving this very serious consideration, because you .have touched
on it.
Mr. HANCOCK. I notice that the Deputy Comptroller, Mr. Await,
is shaking his head. We might call him m and hear what his opin
ion is. I think it is a very important question.
Mr. O 'CON NOR. I think it is. As to the administrative feature
of it, under the present law, I do not know how we can reach it.
We examine. They have the right to say, under the law, that
they are being examined by a Federal agency, and we have no right
to close them; we have no jurisdiction to liquidate them or tell them
to put in more capital, or to eliminate assets. We just examine
them, which might be construed as somewhat of an approval by the
Federal Government, when we have no power to do anything else.
Mr. HANCOCK. Is it not a fact that the general counsel of the
Federal Reserve Board has, within the past 2 or 8 years, filed an
opinion to the effect that the Federal Government could force upon
the country a uniBed system of banking!
Mr. O 'CON NO R. The general counsel is here this morning and per
haps he can tell you about that when I get through.
Mr. BROWN of Michigan. Let us get straight on one thing. I
think you have greater authority than merely to examine them. The
statute says a bank shall publish its report. It seems to me that
the publication is a very effective means of regulating a bank.
Mr. GiFFORD. I want to ask you one or two questions about the
liberalization feature of the law in reference to loans made to execu
tive ofEcers of a bank.
As a Congressman, I represent 25 commercial banks in my district,
and the men who run them are honest men, many of whom have been
evidently penalized by this section, and I am glad to know that
that penalty is being removed.
I want to ask you if you Bnd some difBculty in making the actual
determination as to who an executive ofRcer might be.
Mr. O 'C ON N O R. Yes; we do.
Mr. GiFFORD. Is it not possible to define that word, so it will not be
subjected to determination bv the Federal Reserve Board!
Mr. O'CONNOR. We had in mind presenting an amendment in
reference to that very problem, because I asked the Attorney General
ior a ruling on who was an executive ofRcer, and the ruling was not
clear, because he did not know himself.
Mr. GiFFORD. There has been a habit in recent years of adding
to the number of directors of a bank; where they formerly had 5
they now, some of them, have 25 in many cases.
While you have liberalized the provision in reference to the amount
of stock necessary to be held in order to be a director, some of those
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men are unable to get any loans from the banks, and that in a country
district where there are no other banking facilities. Do you not
think it is still a little harsh to say that a director cannot use his
own bank? Was that provision made on the assumption that all
these men are dishonest until they are proven honest?
I would like to ask you this question. Take, for instance, a cor
poration, 99 percent of the shares of which are owned by a director
in a bank. Could that corporation borrow from that bank?
I am asking you if a corporation, 99 percent of whose stock is
owned by a man who is a director in a bank, could borrow from
that bank.
Mr. O'CONNOR. Yes.
Mr. GiFFORD. Take the case of a relative of a director of the bank
who wants to borrow temporarily from the bank. But the bank
says, This is not a very good loan; if the director will sign the note,
then it will be all right. The director could sign the note, and after
it had once gotten by another bank it would be a proper banking
transaction under the law, as I understand it. I do not say these
things have happened or would happen, but I know honest men are
troubled about them. I f they go to another bank they have to report
to their own bank if they have been to some other bank. Would it
be better to wipe that out? You probably remember the agitation
a while ago for a provision to require all honest men to be penalized
because the bank found a few business men whom they wanted as
directors.
Mr. O'CONNOR. I am rather of the opinion that, generally speak
ing, oiRcers of a bank should not be permitted to borrow from their
bank because of the position that they occupy, really as trustees of
the funds they are handling, that they should not be permitted to
have those funds loaned to themselves. I think that general prin
ciple is sound.
M r . GiFFORD. I n th e b a n k s i n m y d i s t r i c t th e d i r e c t o r s a r e b u s in e s s
m e n o f th e c o m m u n i t y .

Mr. O'CONNOR. The directors are not prohibited from borrowing.
They can borrow; because, just as you say, and properly so, they
are called in from different avenues of business, down the street,
being in other businesses entirely. They just sit on the board of
directors once a month at a meeting, and their relationship is not
as close to the handling of those funds as that of the executive
ofEcers.
Mr. GiFFORD. The directors when they vote on the approval of
the granting of the loan, are not the executive oiBcers of the bank.
Mr. O'CONNOR. I do not believe they are; that is my private
opinion.
Mr. HANCOCK. Ask him who is an executive oHicer.
Mr. GiFFORD. I asked him that. They cannot determine it. A
poor clerk may be acting as an executive oiBcer one day in the
execution of a note when that oiHcer is away.
Mr. HANCOCK. That ought to be clariBed.
Mr. GiFFORD. It has been a nuisance, and you know that any
banker does not dare to complain. A banker involved in such a
transaction may worry himself to death before he would say any
thing about it these days.
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Mr. O'CON NOR. T h a t has not been my experience, and I have met
a lot of them. I have encouraged them not only to take up those
matters, but also questions as to the examinations, and if there is
any objection, I want them to feel that I want to encourage them
and feel that they can reach the head of the department any day or
any hour they want to.
Mr. GiFFORD. I know; your attitude has been splendid. Since I
questioned you before in reference to the examination, I took a re
port of yours to a friend of mine and I quoted it with reference to
that matter and I asked him to read it and report again to me, and
he said when the reports come back they read pretty cold.
They are not very reassuring. I tried to comfort him with
what you told me. [Laughter.] He was a good banker, in a good
bank, and he said that the way you write letters in your Depart
ment, it is pretty cold.
Mr. FoRD . You would not want him t o write poems, would you?
Mr. GiFFORD. But what I am getting at is this, that in our coun
try banks particularly our people are honest, and I think that
you ought to make this plainer and far more liberal than you
have. The president of the bank may be the only man that is doing
much business in that community, and he cannot borrow in his own
bank.
The CHAIRMAN. And there have been times when these bank
ofRcials would sacrifice every penny that they and their families
had in order not to let those banks fail.
Mr. GiFFORD. You are absolutely right.
Mr. CRoss. What has been the experience of your ofRce with
respect to those ofRcers breaking banks by borrowing from them?
To what degree has that gone on in the past ?
M r . O'C ON N O R. I c o u l d n o t g i v e y o u a n y o f f h a n d o p i n i o n .

Mr. CROSS. I do not mean for you to be exact, but has it been
extensive or not?
Mr. O 'C O N N O R. I can put it quite deSnitely in this way, that
at the time this law was passed, prohibiting borrowing by execu
tive oiRcers of a bank, the executive ofRcers of the national banks
had borrowed $94,000,000 at that time directly, and about $45,000,000 indirectly.
Now, then, you passed this law and the executive oiRcers have
been making quite a strenuous effort to reduce that indebtedness,
and I feel in very good faith, because before I suggested to this
committee and to Congress that they should extend the time when
these loans could be paid for a further period of several years, I
did it because I thought that the record showed that the executive
oHicers had been making, in this rather depressed period, a very
fine effort to reduce their indebtedness to the banks to carry out
the law of Congress, and they have paid about $35,000,000 o^ that
in that period, and they have paid about 30 percent of the $45,000,000 that they were indirectly obligated on.
I think, frankly, that that is a very good showing, considering
the times, and we are recommending here that when the loans are
to be renewed, even for this period, that the ofRcer asking for the
renewal shall present the facts to his board of directors, don't
you see, and then if he has done that, he has made reductions^
they feel that it is in the interests of the bank that they should
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give him the additional period that we are asking in this law, which
I think is reasonable.
Mr. GiFFORD. I hate always to have to agree, but it is good policy
to cut the dog's tail off a little each day, and to make it easier for
him to get used to it, and in order to relieve this situation, but
you are going to cut him off eventually, and why can we not make
a limitation of a small amount, so that in the small country banks,
where there are no other facilities, it would not be so great a hard
ship? I know of one ofRcer who said that he had to pay a loan to
his own bank, and he went across the street and borrowed from the
other bank; and now they have consolidated, and where is he?
He is a perfectly fine character, and it is a good loan, and why force
him into such foolish performances?
Mr. O'CONNOR. I think that you have made a very good point.
I would be inclined personally to take this view of it, to limit an
executive ofEcer; and, secondly, provide that he would have to have
the approval of the board of directors, for this reason, that he should
not be in a position of having to go elsewhere, as you suggest.
Mr. GiFFORD. Certainly it should have the approval of the board of
directors. I agree with that*
Mr. 0'CcNNOR. I think that those two things could receive the
serious consideration of this committee.
Mr. GiFFORD. We should liberalize this this year. I can see the
motive back of it, but why punish unnecessarily?
Mr. FoRD. Supposing that an executive officer in a bank wants to
make a loan, and he cannot get it from his own bank, and he goes
to another bank. Does he have to report that loan to the board of
directors ?
Mr. Csoss. Oh, yes.
Mr. FoRD. Would it not be sufRcient if he reported it to the chair
man of the board ?
Mr. HANCOCK. The chairman of the board should not have infor
mation with respect to the borrowings of the other directors on that
same board.
Mr. SPENCE. Did the opinion of the Attorney General define the
duties that would constitute an executive ofEcer%
Mr. O'CON N O R. No, sir.
Mr. SPENCE. What did the opinion say?
Mr. O'CON NO R. That he just did not know; and we did not
know, so we asked him.
Mr. SPENCE. And you have not found anybody that knew?
Mr. O'CONNOR. We have not found anybody that knew.
Mr. GiFFORD. He acts as executive ofEcer temporarily?
Mr. O'CON N O R. Yes.
Mr. GiFFORD. And you have to acknowledge that every act prac
tically has to be a measure in itself.
Mr. O 'C o N N o R . That is the only way that you could judge as to
whether or not his capacity was that of an executive ofRcer, and
as there is a criminal statute attached, it is a serious thing.
Mr. WiLLiAMS. To what extent, in actual practice, are these loans
made without the approval of the board? Is it pretty generally
a practice that a loan of any size is made by any executive ofRcer
of a bank without the approval of the board!
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Mr. O'CONNOR. I think that in the larger banks it is by a lending
committee.
Mr. WiLMAMS. Ought it not to go finally to the board ?
Mr. O'CONNOR. Oh, yes. I think that all good banks discuss with
their boards their loans of any size.
Mr. WiLLiAMS. After all, there is not much difference between
that and a loan to a member of a board.
Mr. O 'C o N N O R . Not if t h e y h a v e a ll th e k n o w le d g e .
Mr. WiLLiAMS. I do not see much difference in making a loan to
an executive ofEcer of a bank, if it has to be approved by the board,
and making a loan to one of the board themselves.
M r . O 'C oN N O R . W e l l , I t h in k t h a t p r o b a b l y , C o n g r e s s m a n , t h e r e is
t h is d is t in c t i o n .
I b e lie v e t h a t t h e m e n w h o a re r u n n i n g t h e b a n k
a l w a y s o w n p r a c t i c a l l y m o s t o f t h e s t o c k in th e b a n k .
T h e y a re th e
d o m i n a t i n g o lB ce rs in t h e b a n k , t h e o H icia ls o f t h e b a n k .
A s th e
c h a i r m a n h a s s a i d , t h e y h a v e th e g r e a t e s t s ta k e a t in t e r e s t in t h e
b a n k , a ls o .
W e m u s t c o n s id e r th a t.

But you cannot get away from the fact that they are more directly
in charge of those funds, of the depositors' money, and of the loaning
policy of the bank; and usually the directors accept their judgment
because of their wider experience in banking, and so forth, and,
frankly, I have always felt that that relationship of trust, of truster,
and trustee, is such a close relationship that those ofRcers should
not be unlimited in borrowing from the bank.
M r . W iL L iA M S . I s n o t t h a t b o a r d ju s t as m u c h a t r u s t e e as th e
e x e c u t iv e — m o r e s o , f o r t h a t m a t t e r , i n t h e fin a l d i s p o s i t i o n o f f u n d s ?

Mr. O'CONNOR. In law, a, director is also considered, in many re
spects, a trustee, when he accepts that position.
Mr. BROWN of Michigan. What is the reason for requiring an ex
ecutive ofEcer of a bank to notify his own bank that he has borrowed
money elsewhere ? I cannot see any logic back of that rule. I agree
thoroughly with your view regarding the other policy; but if he
is not indebted to his own bank and cannot become indebted to it,
why should he be required to inform his board of directors that he
is borrowing somewhere else?
I know that the Comptroller does require it, because that is set
forth in every bank report, except as to the borrowings from State
banks, but I cannot see the necessity for that particular provision
of law.
M r . O 'CON N O R. I w i l l not t a k e is s u e w i t h y o u on t h a t .
Mr. BROWN of Michigan. Mr* Await ?
Mr. Aw ALT. The following is the explanation, Congressman.
We have had any number of cases where ofRcers have become
very heavily involved by borrowing from other banks, and their
own boards of directors, or their own chairman of the boards, did
not know anything about that condition, and they would suddenly
wake up to the fact that this man was heavily involved somewhere
else; and there have been cases where he has let loans come into the
bank from other places because he was borrowing there, and he will
let the ofEcers of another bank borrow in his bank; and the thought
was that if he reported those loans to the board of directors of that
bank, they would have knowledge all the time of what position he
was in and what he was doing.
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Mr. 0'CoNNon. Mr. Chairman, may I take up some of the tech
nical changes?
Mr. SissoN. Before we leave this question, I want to ask a question
about this limitation upon the executive ofRcers of the banks*
What I am thinking of, Mr. Comptroller, is that I have had
some letters from three or four small banks, very small national
banks, in instances where there is only one bank in a town, and a
small town, and I assume that the amount of the loan would be
rather small.
Could there not be some safeguard provided which would permit
the making of a loan in such an instance, to carry out the purposes
that we have in mind and you have in mind, requiring a few secur
ities that would be satifactory!
M r . O 'C oN N E R . Y e s ; I d o n o t see a n y o b je c t io n * I t h i n k t h a t t h a t
c a n b e w o r k e d o u t , t o b e j u s t a l i t t l e m o r e li b e r a l , a s t h e C o n g r e s s 
m a n h as s a id ; t o h a v e ju s t a lit tle m o r e lib e r a l in te r p r e ta tio n o f
th a t p r in c ip le .

Mr. SissoN. You will remember, Mr. Chairman, that I spoke to
you the other day about that. I do not know how many small banks
have written to me about that and have even asked to appear before
the committee*
I think that a limit could be made reasonably low and a reasonable
requirement put in with regard to security that would satisfactorily
meet that situation.
Mr. BROWN of Michigan. I am somewhat disturbed by what I
hear back in Michigan, particularly in the metropolis, Detroit, about
the matter of receiverships, and I would like to discuss that a little
while with you.
Under the change which we propose in this law, the Federal
Deposit Insurance Corporation will become the receiver of all closed
national banks, by appointment from you.
M r . O 'C o N N E R . Y e s ; t h a t is t h e s e c t i o n t h a t I o b je c t e d t o .
Mr. B n o w N o f Michigan. But, as the bill is now presented,

it is

there contained?
M r . O 'C o N N E R . T h a t is r i g h t .

Mr. BROWN of Michigan. Do you not think that it would be wise,
whether we leave the power entirely with you, or whether we turn
it over to the Federal Deposit Insurance Corporation, to provide
some means of giving publicity to what is going on in the receiver
ships ? I understand that at me present time it is impossible for a
stockholder or a depositor to know what the expense of conducting
a receivership under your department is.
M r . O 'C o N N E R . O f c o u r s e , t h a t is n o t c o r r e c t , b e c a u s e w e p o s t u p
in th e b a n k e v e r y q u a r t e r a s t a t e m e n t s h o w i n g t h e e x p e n s e o f t h a t
t r u s t , t h e a m o u n t c o l l e c t e d , a n d t h e e x a c t R n a n c ia l c o n d i t i o n o f i t .

What we try to protect our people against is this, and we have
done it fairly well, with the consent of Congress, that whenever
a bank fails, there is unfortunately a number of people who get
together and if they could get all of the information that they
wanted out of that Dank, they would go out and try to buy these
claims at 10 cents on the dollar, or 15 cents, or 20 cents, and to get
those certificates away from those depositors, and that is one way
in which we are trying to protect these people*
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Out of every dollar that the Comptroller's oEice has collected,
we have returned 93 cents to the depositors, and we have retained 7
cents to pay attorneys' fees, receivers' salaries, overhead, light, rent,
and every other item of expense, and there is not a record like that
in any receivership in the United States. However, in the two
Detroit banks, our record was much better. Our cost up to Decem
ber 31, 1934, in the First National Bank, Detroit, Mich., is only
1.989 cents for each dollar collected and in the Guardian National
Bank of Commerce, Detroit, Mich., only 1.97 cents for each dollar
collected, or less than 2 cents for each dollar collected. This means
there was available for depositors and creditors 98 cents plus out
of every dollar collected.
Mr. BROWN of Michigan. That is undoubtedly true, and yet in a
large bank, excessive attorneys' fees and excessive receivers' fees
could be paid. You are not subject to the Federal courts in any way
in fixing those fees.
Mr. O'CONNOR. No, sir.

Mr. BROWN of Michigan. Are you willing to tell this committee
now what is being paid, as receivers' fees, to the receivers for the
First National and Union Guardian Banks in Detroit?
Mr. O'CoNXCR. Yes. Mr. V. C. Schram was appointed receiver
of the Guardian National Bank of Commerce, Detroit, Mich., on
May 11, 1933, at a salary of $14,000 per year. The total assets at
the date of suspension were $141,000,000.
Mr. C. O. Thomas was appointed receiver of the First National
Bank, Detroit, Mich., on May 11, 1933, at a salary of $14,000 per
year. The total assets of this bank were $485,000,000. Subsequently,
Mr. Thomas of his own volition to take a position with a going bank,
and I requested Mr. Schram to become receiver of both banks at a
total salary for said banks of $16,000 per year. For the tremendous
amount of assets involved and the many involved problems centered
in these two banks, the compensation was and is small.
Mr. B p o w N of Michigan. What is being paid to the attorney in
the case of the First National and Guardian National ?
Mr. O 'CON NO R. That is Rxed by myself under a contract. Every
attorney who becames an attorney for the Comptroller's ofEce signs a
contract. He cannot fix his own compensation. He cannot render
a statement and stand in court upon it. He must submit that to my
department, where his charges are gone over carefully by my staff,
in connection with the work involved, and we allow what we believe is
fair compensation, and if you will come to my ojfBce, because the other
members of this committee are not interested, and I am not interested
in any newspaper headlines, I will give you the amount.
Afi-. BROWN of Michigan. Do you not think thatf the depositors and
the stockholders in those banks are entitled to know what those fees
are ?
Air. O 'C ON N O R. They get them in their quarterly reports; they get
the expenses of their liquidation.
Mr. BROWN of Michigan. No one in Detroit knows what is being
paid to the attorney in that case. As a matter of fact, the receivers
for the Detroit Bankers Co. do not know*
Mr. O'CONNOR. I am happy to know that we have been able to
keep our records in that condition.
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Air. BnowN of Michigan. I think that the stockholders who may
be interested in the Guardian Bank, because the chances of their pay
ing off are pretty good, and certainly the depositors in the First
National, ought to know what the expense of this receivership is.
Mr. 0'CONXOR. I just told you what I would do.
Mr. BaowN of Michigan. You say that you will tell it to inc.
Air. O 'C o N N O R . Yes, sir.
Mr. BROW N of Michigan. I do not want to know. I a m neither
a stockholder nor a depositor, and I have no personal interest in it
at all, at least not directly, but I have been requested to raise the
question of what is being paid at the present time to the attorneys
who are there.
As you know, there is a great deal of criticism, whether justifiable
or not, for bringing in an Ohio lawyer to take care of the interests
of the banks in Detroit.
Mr. O'CONNOR. He just finished trying, in one month, 94 cases for
my Department, and he won every single one of them.
Mr. BROWN of Michigan. I have no criticism of the conduct of
his ofHce. hut I think that the interested parties are entitled to know
what he is getting at the present time in the way of attorney's i^es,
Mr. O'CONNOR. The failure of that bank occurred before March
4, 1933, as you know, but Mr. Await just tells me that there wii3
not a firm available out there that was not connected in some way
with that bank. Either they had to be sued, or they represented big
stockholders or different interests.
Mr. BROWN of Michigan. I think a great deal of Mr. Await, as
he knows.
M r . O 'C o N N c it. He ju s t p a s s e d t h a t i n f o r m a t i o n o n t o m e .
Mr. BROWN of Michigan. And I have highly praised him to the
Michigan Bankers' Association. I will send him a copy of the
speech. But I think that he is exaggerating a little when he says
that there was no available firm of lawyers in Detroit that could
have handled that case. I think that a Detroit lawyer could have
been secured, at least a Michigan lawyer, who could have handled
the situation.
But I do not want to be driven away from the main question.
I want to know, as a Representative on this committee from the State
of Michigan, what Mr. Marx has gotten.
Mr. O'CoNxoR. I told you what I would do.
Mr. BROWN of Michigan. I want to know it in such a manner
(hat it may be presented to the interested parties in the State of
Michigan and in the city of Detroit, and I want it, Mr. O'Connor,
for the protection of yourself, myself, and the present administra
tion.
Mr. O'CoNNOR..! will tell you. I will give it to you-----Mr. BROWN of Michigan. I can say to you that I was informed
by a reliable business man in the city of Detroit no less than 2
weeks ago that Mr. Marx had presented, or would present, a bill
for a quarter of a million dollars.
Now. I cannot believe that that can be so, and I would like to
^ee it ofRcially denied if it is not so, and if 1 can understand that
ihis information that I received from you can be made known to the
interested parties, that is all that I care about.
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Mr. W oLcoTT. May I interrupt?
Mr. BROWN of Michigan. Let me get an answer to my question.
Mr. O'CONNOR. I will give you the information, Mr. Congressman,
because as a Congressman I think that you are entitled to it, and you
can then do whatever you think is in the interests of this Government.
I have had more trouble with your banks than with any other part
of the United States. I have had more trouble with your people
than with those in any other part of the United States, and after
we paid the depositors in full, I got letters from those same deposi
tors who got 100 cents on the dollar criticizing the administration,
the receiver, and the plans that we had to put it into a holding com
pany ; and I wrote back and thanked them for their continued inter
est in an institution in which they did not have a dollar. [Laughter.]
Mr. BROWN of Michigan. Let me just add a word. I might say
that I do not represent the city of Detroit. I am the only Michigan
Representative of the majority party on this committee. I have con
tinually upheld the administration of the Comptroller's oHice of the
two big Detroit banks that have been closed, and I so stated to the
Michigan Bankers' Association in a speech delivered before them last
June in the presence of Judge Birdzell of the Federal Deposit
Insurance Corporation, but I api not going to see my administration
criticized in the manner that it has been back in Michigan in this
matter, and that is why I asked the question.
Mr. O'CONNOR. I will give you that information, and it is up to
you.
Mr. WoLCorr. In that same connection, I addressed a letter to you
yesterday, or the day before, asking for this same information. I
do not want to make use of that information if you do not desire
me to. I sent you this letter at the request of some people in my
district who were interested in those banks.
Would it be perfectly agreeable to you, if I called on you with
respect to this?
Mr. O'CONNOR. Yes; and I would particularly like to have yom
come over, so that we could go through the Rles and see what the
situation is. One of the biggest jobs in the United States has been
done in Detroit. We have saved several million dollars' worth of
property.
Mr. BROWN of Michigan. I do not want to take up too much time,
but one of my favorite subjects has been this subject of bank exami
nations, and I would like to discuss that with Mr. O'Connor when
we have plenty of time, but I feel that we are needed on the floor.
The CHAIRMAN. I think that the situation is such that we should
adjourn until 3 o'clock. Will you come back, then!
Mr. O'CONNOR. Yes.
(Thereupon, at 12:15 p. m., a recess was taken until 3 p. m.)
AFTER RECESS

Upon the expiration of the recess, the hearing was resumed.
The CHAIRMAN. AH right, Mr. O'Connor; you may proceed.
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STATEMENT OF J. F. T. O'CONNOR^-Resumed

Mr. O'CON NOR. Mr. Chairman, I want to call the committee's
attention to quite a large number of very small inaccuracies, or
whatever you want to call them, in title 3 of the proposed Banking
Act of 1935 and other technical amendments. For instance, just
to illustrate what I have here, in section 310 (c), on page 57, line
10, substitute the letter (b) for the letter (c) in the parentheses,
and so on down through.
I would like to put that in the record.
The CHAIRMAN. Yes, sir; leave it here.
Really, that might be reserved for executive session, but it is
all right put it in the record.
(The changes proposed are as follows:)
TECHNICAL AMENDMENTS W H IC H

BANKING A cT

SHOULD BE MADE IN TlT LE I I I

OF 1935

(H.

R . 5357

AND S.

OF PROPOSED

1715)

Section 301. On page 51, line 14, after the words " shaU not include " insert
the following: " (except for the purposes of section 23A of the Federal Reserve
Act, os amended) any corporation all of the stock of which is owned by the
United States of America or
(NOTE.—The words " except for the purposes of section 23A of the Federal
Reserve Act, as amended/' are added in order that the restrictions of section
23A upon loans by member banks to affiliates and holding company affiliates
will continue to be applicable to accidental holding company affiliates. The
other words added by the amendment are for the purpose of confirming
the present interpretation of the law to the effect that the Reconstruction
Finance Corporation and other corporations whose stock is owned by the
United States are not included within the term "holding company affiliate.")
Sections 310 (a) and (b). Strike out nil of subsections (a) and (b) of
section 310 (p. 56, line 20 through p. 57, !ine 9) and insert in lieu thereof
the following:
S E c. 310 (a). The first paragraph of section 5144 of the Revised Statutes,
as amended (U. S. C., Supp. Vli, title 12, sec. 61), is amended to read as
follows:
" In all elections of directors, each shareholder shall have the right to
vote the number of shares owned by him for as many persons as there are
directors to be elected, or to cumulate such shares and give one candidate
as many votes as the number of directors multiplied by the number of his
shares shall equal, or to distribute them on the same principle among as many
candidates as he shall think fit; and in deciding all other questions at meetings
of shareholders, each shareholder shall be entitled to 1 vote on each share of
stock held by him; except that (1) this shall not be construed as limiting the vot
ing rights of holders of preferred stock under the terms and provisions of articles
of association, or amendments thereto, adopted pursuant to the provisions of
section 302 (a) of the Emergency Banking Act of March 9, 1933, as amended,
(2) in the election of directors, shares of its own stock held by a national
bank as sole trustee, whether registered in its own name as such trustee or
in the name of its nominee, shall not be voted by the registered owner unless
under the terms of the trust the manner in which such shares shall be voted
may be determined by a donor or beneficiary of the trust and unless such
donor or beneRciary actually directs how such shares shall be voted, (3) shares
of its own stock held by a national bank and one or more persons as trustees
may be voted by such other person or persons, as trustees, in the same manner
as if he or they were the sole trustee, and (4) shares controUed by any holding
company affiliate of a national bank shall not be voted unless such holding
company affiliate shall have Hrst obtained a voting permit as hereinafter
provided, which permit is In force at the time such shares are voted, but such
holding company affiliate may, without obtaining such permit, vote in favor
of placing the association in voluntary liquidation or taking any other action
pertaining to the voluntary liquidation of such association. Shareholders
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may vote by proxies duly authorized in writing; but no oRicer, clerk, teller,
or bookkeeper of such bank shall act as proxy; and no shareholder whose lia
bility is past due and unpaid shall be allowed to vote. Whenever shares of
stock cannot be voted by reason of being held by the bank as sole trustee, such
shares shall be excluded in determining whether matters voted upon by the
shareholders were adopted by the requisite percentage of shares/'
(NOTE.— Sections 310 (a) and (b) of the bill amend the first paragraph of
section 5144 of the Revised Statutes. In order to add three additional amend
ments thereto, the paragraph has been rewritten as set forth above. The Rrst
of the new amendments is contained in the clause no. (1) in the rewritten
section. This amendment is for the purpose of preserving the right which
the Reconstruction Finance Corporation and other holders of preferred stock
now have in certain cases to cast more than 1 vote on each share of preferred
stock in the event o f default. The new amendment contained in the clause
no. (2) enables a national bank to vote shares of its own stock held by it as
sole trustee in cases where the bank does not in fact control the manner in
which the stock is voted. The third of the new amendments adds to the
provision in clause no. (4) the following words at the end of such
clause: " or taking any other action pertaining to the voluntary liquidation
of such association." This amendment extends the authorization of a holding
company affiliate to vote, without obtaining a voting permit, to plfce a national
bank in voluntary liquidation so as to include the authority to vote in favor
of taking any other action pertaining to such liquidation.)
Section 310 ( c ) : On page 57, line 10, substitute the letter b for the letter
c in the parentheses.
(NOTE.— Since section 310 (b ) has been combined with section 310 (a ), sec
tion 310 (c) now becomes section 310 (b ).)
Section 317. On page 61, line 20, strike out the words " to read as follows "
and substitute the words " by striking out the semicolon and everything preced
ing it and substituting the follow in g/'
On page 62, line 5, change the period to a semicolon.
(NoTB.— In drafting the proposed amendment to section 5243, the part fol
lowing the semicolon, which provides for a penalty for violating this section,
was inadvertently omitted; and the purpose o f the above amendments is to
preserve the penalty provision as it now exists in the law.)
Section 318: On page 62, line 7, substitute the word " th ree" for the word
" two
On page 62, after line 25, insert the following new paragraph:
" Section 6 of the Federal Reserve Act, as amended, is amended by striking
out the last paragraph thereof."
(NciE.— These amendments repeal the provisions of sections 5 and 6 o f the
Federal Reserve Act which require the board o f directors o f a Federal Reserve
bank to execute a certificate to the Comptroller of the Currency showing an
increase or decrease in the capital stock o f the Federal Reserve bank. Inas
much as every adjustment in Federal Reserve bank stock is approved by the
Federal Reserve Board before the stock is issued or cancelled, the filing of such
certificates with the Comptroller o f the Currency is a useless formality involv
ing duplication o f work.)
Section 321: On page 64, line 1, strike out " and/or " and substitute therefor
the word " or
(Norm.—This is merely for the purpose o f improving the language o f the
section by eliminating the " a n d /o r " .)
Section 323 (a ) : On page 64, line 22, change the period to a colon and insert
before the quotation marks the follow in g: "
Aowerer, That, within
the meaning o f the provisions o f this section regarding the reserves required
of member banks, the term * time deposits' shall include * savings deposits *
(NOTE.— The provisions regarding reserves only require reserves against
" demand deposits " and " time deposits ", in view of the fact that the present
statutory definition o f time deposits includes savings accounts. The provisions
regarding interest, however, make a distinction between time deposits and
savings deposits in ttmt they forbid the payment of any time deposit before
maturity and forbid the waiver o f any requirement o f notice before payment
of any savings deposit except as to all savings deposits having the same re
quirement. ,This amendment is for the purpose o f making it clear that reserves
are required against savings deposit# ag well as other time deposits.)
Section 323 ( b ) : On page 65, line 3, strike out everything after the parenthesis
to the end o f line 5 and substitute therefor the follow in g: " and cash items

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

BANKING ACT OF 193 5

685

in process o f collection payable immediately upon presentation in the United
States, within the meaning of these terms as deRned by the Federal Reserve
Board/'
(N ora —This would bring the language of the section into conformity with
the tanguage recommended by the Federal Reserve System's committee on
reserves and would leave with the Federal Reserve Board the right to deter
mine within limitations what items may be deducted from gross demand
deposits for the purpose of determining the amount of net demand deposits on
which reserves are required.)
Section 323 (d ) : On page 67, line 10, strike out the words "section 7 o f " ;
in line 11, strike out the words *' section 8 of " ; in line 12, strike out the words
"section 8 o f " .
(NoTB.— This is merely to eliminate any doubt as to the correctness of the
statutory references.)
Section 325 (a ) : On page 68, line 11, insert a comma after the words
" assistant examiner ".
(NOTE.—'This is to make clear that the restrictive ctause, " who examines
or has authority to examine such bank", applies to the words, " bank ex
am iner", as well as to the words "assistant exam iner".)
Section 325 (b) : On pnge 69, line 3, insert before the word "s c c tto n " the
word " s u c h ".)
On page 69, line 9, strike out everything in line 9 and substitute therefor
the follow in g: " as to a national bank, the Federal Reserve Board as to a
State member bank, or the Federal Deposit Insurance Corporation as to any
other insured bank,".
(NoTE.—The Rrst amendment is for the purpose of making clear that the
section 22 referred to is section 22 of the Federal Reserve A< t. The purpose
o f the second amendment is to make it clear that the consent o f the appro
priate supervisory authority is to be obtained with respect to the disclosure
o f information relating to national banks, State member banks, and other
insured banks, and to eliminate doubt as to whose consent is necessary in a
particular case.)
Section 326: On page 72, line 8, after the word " Governm ent" strike out
the comma and insert the following w ord s: " or obligations fuHy guaranteed
by the United States Government as to principal and interest,".
On page 72, line 25, strike out the period and the quotation marks and
insert the follow in g: " or to loans secured by, extensions o f credit against, or
purchases under repurchase agreement of, obligations o f the United States
Government or obligations fully guaranteed by the United States Government
as to principal and interest."
(NOTE.— The first of the above amendments extends the exemption of af
filiates engaged solely in holding certain obligations to include afliliates
engaged solely in holding obligations guaranteed by the United States Gov
ernment. The second amendment exempts from the limitations o f the Rrst
paragraph of section 23A loans secured by, extensions o f credit against, and
purchases under repurchase agreement of United States Government obliga
tions and obligations guaranteed by the United States Government and extends
the exemption now contained in the second paragraph o f section 23A to
obligations guaranteed by the United States.)
Section 327: On page 73, line 4, substitute the word " established " for the
word "esta blish ".
(NOTE.— This merely corrects a typographical error.)

Mr. O'CONNOR. There are one or two of these technical changes
that I want to call the attention of the committee to, for, really,
they are more than technical. For instance, where we are giving
the Reconstruction Finance Corporation the right to accumulate their
funds, and so forth, which they should have where the Govern
ment has an interest in these banks, I wish to call attention especially
to that, and then if you will be good enough to let whoever is drafting
the bill Anally get in touch with Mr. Await, we will be glad to
assist you. if that meets with the approval of the commirtec.
Now, Mr. Chairman, the committee had f rnsiderhbW'
thin
morning in this question of lo^ns to oHicefs, and I think it Might
^ 7 2! *7— UK-------44
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be worth while to give you what we have taken out of the Congres
sional Record of the House of a year ago.
For the purpose of indicating the intent of Congress with respect
to this general question, quotations follow from the debates involv
ing this particular section of the Banking Act of 1933.
In the House, when this section was under consideration, Mr.
Bailey offered the following amendment:
After the word " officer " insert the words " or director " and add the same
language at each point in section (g ) after the word " officer " each time such
word is used.

Mr. Bailey stated:
Mr. Chairman, this apparently is but a simple amendment but in fact it will
have considerable to do with the final result o f the operation of this MU. * * *
One of the greatest troubles, one of the worst banking practices, has been loans
made to people connected with banks. For that reason, 1 believe this Congress
should add in this law a prohibition against borrowing by a director from a
bank in which he is a director. * * * This amendment simply changes
the wording o f this section so as to include the directors of banks with
executive ofEcers.

The amendment was put to a vote and was rejected.
In the Senate, the following took place:
Mr. GLASS. Mr. President, may I inquire of the Senator from Oklahoma, for
whose judgment I have the utmost respect, if the prohibition would apply
to the directors of a bank or to the executive officers o f a bank.
Mr. GoBE. It was not my intention, when I conferred with the Comptroller,
that it should apply to directors. 1 do not think that it does. I think it
would apply to ofRcers only.
Mr. GLASS. I think the Senator will concede that if it would a p p iy to the
directors of a bank, it would be very difficult to get a n y directors.
Mr. Goaa I think that is true and yet I think we ought to amend the existing
law. * * * There ought to be a limit to the total borrowings which could
be made by the directors o f a bank. But that is not involved in this amend
ment, I would say.
Mr. GLASS. UsuaUy the directors o f a bank are among its largest depositors.
I f they were prohibited from patronizing the bank of which they were direc
tors, it would be an extremely difficult thing to get any directors for the
bank. * * * i would suggest that the Senator, if the language does not
already imply what I mean, ought to use the term "e x e cu tiv e " ofHcers of the
bank so that it may be understood that it does not apply to directors, because
if it should there would be no directors.

Mr. GORE. I accept that suggestion from the Senator from Virginia.
Mr. GLASS. I would unhesitatingly say that the president of the bank,
whether a salaried officer or not, would come within the definition of an
" executive officer." The chairman of the board would be an executive ofBcer
and the cashier would be an executive oiHcer. I do not think that a director is
an executive officer, and I am perfectly certain that If it is intended to com
prehend directors, we wiU not have any directors.
Mr. CouzENS. May I ask the Senator whether or not he would construe as
executive officers the members of the executive committee who are only direc
tors and yet pass upon loans?
Mr. GLASS. No. It is their business to pass upon loans and not to borrow.
I would not regard them as executive ofRcers. They simply pass upon loans.
I think the executive ofHcers of a bank are the salaried or nonsalaried officers,
such as the president, cashier, and chairman of the board who is usuaUy a
higher-priced executive than the president himself. But what I desire to do
is to exclude the directors of the bank from this requirement because as the
Senator knows—he is a business man and knows better than I—usuaUy the
directors of a bank are among its largest depositors.

I thought that the committee might be interested in getting this
reaction from both the House and the Senate, because it was raised
by several Members here this morning.
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Then, one of the members of the committee this morning also
asked about the opinion of the Attorney General, and that is in
three paragraphs, and I would like very much to give you that.
[Reading:]
Upon the question who are executive ofBcers, your Solicitor quotes from
ArAxMMas AwmsemeMt Corporation v. XeHtpwer (33 S. W. (2d) 42), to the
effect that " an executive oRicer or employee is one who assumes command or
control and directs the course of the business, or some part thereof, and who
outlines the duties and directs the work of subordinate employees ", as usually
provided for in the articles o f association, the bylaws or a resolution of the
directors. The Supreme Court of Oklahoma, determining that " the cashier
of a national bank clearly is an executive oHlcer", derived assistance from
statutory provisions concerning his duties (Ftrst
Ran A v. Afee, 126
Okla. 265, 269).
I approve these general conclusions, but they permit no categorical answer
to the question which you have submitted. " It is not the designation under
which one is known but the nature of his duties which characterizes him as
an 'executive o R icer'" (gwmH v. GiU# Press, 225 N. Y. S. 141, 142).
It is the duty o f the banks and of all oRicers who by any possibility
might be affected to keep within the statute and to weigh carefully all the
facts and circumstances (peculiarly within their possession) before acting.
I f cases arise in which it appears that the statute may have been violated, I
shall be glad to consider the advisability of prosecutions; and I shall, of course,
be glad to advise you in connection with any such cases wherein you may have
some duty to perform. In either event, however, it would be necessary that
I be fully informed as to the facts.

That bears out my statement this morning, that we did not know
what an executive oSicer was.
That is all that I have to offer, unless there is something else.
The CHAIRMAN. Mr. Brown, you had some further questions.
Mr. BROWN of Michigan. I atsked questions of the representatives
of the Federal Deposit Insurance Corporation and of the Governor
of the Federal Reserve Board on this matter, which to me is of
considerable importance, the duplication of organizations that we
have and propose in this bill for the examination of banks.
I want to say now that I think that the examining division of
the Comptroller's ofEce has been most efHcient and has done an excel
lent work, particularly during this period of bank difficulties. I
feel that the criticism made of my views on this thing is to a certain
extent justified, and that there is not a great deal of duplication
of effort.
In section II of the bill we have the first and possibly the second
instance of where we provide for two Government examinations.
Calling your attention, Mr. O'Connor, to that, the section provides
in substance that the Federal Deposit Insurance Corporation may
examine any national bank upon the written consent of the
Comptroller.
Now, my puiyose in bringing up this subject is to see if we can
not avoid duplication of organizations in the matter of the exami
nation of banks. Goingback a little into the history of the legisla
tion, when the Federal Tteserve System was set up, undoubtedly the
idea of those who wrote the law was to provide for examination of
Federal Reserve banks by the Comptroller's ofEce, and the law still
so provides, but by subsequent enactment, and, I think, Mr. Wyatt,
that was about 1921!
Mr. WYATT. June 21, 1917.
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Mr. B n ow N of Michigan. In 1917 the provisions of section 481 o\
the United States Code, insofar as they apply to the examination
of Federal Reserve member banks, were eliminated, and I under
stand now that your oiRce does not designate any examiners out of
vour staff for the purpose of examining member banks of the Federal
^Reserve System which are not national banks. Is that a fact ?
Mr. O'CONNOR. Yes. There is one examination a year, as I under
stand it, made by the Federal Reserve Board of their member banks,
because there are also the State examinations of those institutions.
Mr. BROWN of Michigan. I think that in section 330 of the United
States Code, the idea was that it was hoped that the Stated exami
nations would be sufficient to satisfy the Federal Reserve Board, but,
as a matter of fact, we have a considerable force of examiners now
under the Federal Reserve banks' jurisdiction, of the individual
banks, I take it,, rather than the Federal Reserve Board.
Now we are proposing to set up an examining division in the
ofHce of the Federal Deposit Insurance Corporation. Therefore,
if we include the Reconstruction Finance Corporation, which like
wise had a corps of examiners, and I think have some yet, we have
four Government agencies at the present time examining banks,
and i f we eliminate the Reconstruction Finance Corporation, we have
three, assuming that H. R. 5357 goes into effect as written.
Now, I recognize that it is going to be difficult to settle this prob
lem before we settle the problem of the right of nonmember banks
to the benefits of the insurance provisions of the law. I realize
that that is a big problem that perhaps ought to be settled first,
but I made this statement, having in mind the hope that the Treasury
Department, the Federal Reserve Board, and the Federal Deposit
Insurance Corporation can present some plan to this committee by
which this duplication of organization can be eliminated.
It seems to me that a national bank ought not to have two govern
mental masters, that the regulations ought to come from one general
head, one banking department.
I also recognize, Mr. O Connor, that this is a statement, rather
than a question, but I do want to ask you if you do not think that
more emcient examination of our banks couid be had if we con
solidated the examining departments that we now have into one
organization ?
Mr. O'CONNOR. Mr. Congressman, you have made a very clear
distinction that is not usually made by people who talk about the
duplication of examinations by Federal agencies, of which there is
no such thing, and you have made a very careful discrimination be
tween those, and you are correct in that statement where you re
ferred to different agencies making examinations rather than dupli
cations of examinations.
There is no such thihg in the Federal Government as the dupli
cation of a single examination. In the first place, there is no ex
aminer that enters a national bank except an examiner who is duly
authorized to enter that bank on authority of the Comptroller of
the Currency, with one exception. If the bank invites the Recon
struction Finance Corporation to become, so to speak, a ;partner ;n
that bank, as it does when it makes an investment dn the preferred
stock of the bank, then the bank and the Reconstruction Finance
Corporation, like any two contracting parties, sit down and make
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any agreement or arrangement that they want to make. I have
nothing to do with it at that stage of the proceeding. The Recon
struction Finance Corporation can say, "W e insist on having the
examiner go in here once a year." That is all right if the bank
agrees to it; I will not complain. The bank can invite in, as some
of the larger do, certified public accountants and auditors, and they
have the right to do that. I am merely making the point that at
no time does anyone enter a national bank except the duly au
thorized representative of the Comptroller's ofEce.
The national banking act provides that I must examine national
banks at least twice a year, and oftener if found necessary. The law
al^o provides that the Federal Reserve Board may examine banks
in special instances, and, as I understand it, they examine their
member hanks once a year, and the State examiners examine them
once or twice, or whatever the State law provides.
Now, that brings us to the third examination, and that is by the
Federal Deposit Insurance Corporation. There is a question as to
just how far that examination should go, and what the regulations
should be with respect to it.
We must never forget that that is an insurance corporation, and
we have insurance corporations in this country which are underwrit
ing bonds against embezzlement, theft, robbery in State and national
banks in this country, carrying a liability of many hundreds of mil
lions of dollars, and when they pay a loss, as they had to do in about
every month in the days past, there is no subrugation, there is no
right. That is a complete, straight loss. Those insurance companies
underwrite those losses, and have no recourse, so to speak, against
the assets of the bank at all. They just write a check for $50,000, or
$100,000, or whatever the amount may be, and they have no right of
examination, or no right to go into any of these banks*
I am just pointing that out----Mr. BROWN of Michigan. You are not speaking of the Federal
Deposit Insurance Corporation?
Mr. O'CONNOR. No; private companies that are insuring against
embezzlement, robbery, and all of those things, that carry that with
out examination at all, and that have no subrugation rights.
Now, it is for the committee to determine just how far they want
the Federal Deposit Insurance Corporation to go, or what attitude
they should take toward these State banks, which are not chartered
by the Federal Government, and with the States jealous of their
supervision over them, and where their examinations are in good
shape, properly so, and some of the States are very proud of their
examining system.
I just want to point out, in passing, that the Federal Deposit In
surance Corporation has 16 percent of the total deposits outside
of the Federal Reserve System. In other words, 84 percent of the
deposits are in the Federal Reserve System. As to 16 percent of
those outside of the System, your examinations would apply so far as
the Federal Deposit Insurance Corporation is concerned.
Now, in the national banking system, as you know, we have about
5,467 national banks, about 3,000 less than we had at the peak, and
the State member banks of the Federal Reserve System, as I remem
ber, number about 976.
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So we have three things in mind in discussing your problem, Mr,
Congressman; that is, Rrst, that the Comptrollers oHice is responsible
for the examination of 5,467 national banks. You have given limited
examination to the Federal Reserve Board over 976 banks, and the
Federal Deposit Insurance Corporation has 16 percent of the total
deposits, so that there is no duplication of examination, but there are,
as you well pointed out, these agencies examining these particular
banks; but that is a matter for this committee.
Mr. BROWN of Michigan. Well, of course, under section 11----Mr. O'CoNxoR. I wanted to discuss that, Mr. Congressman. You
called attention to that, and here is the reason for it, and I think it
is very important.
The Federal Deposit Insurance Corporation, if you pass the bill
as it has been suggested to you, will give us the right to buy the assets
of a bank before we have to close it. If it is a bank getting into bad
shape, it is worth more as a going institution if we can go into that
town and buy it or merge it, and the Federal Deposit Insurance
Corporation in those instances may say, " We would like, if we should
disagree with your examination, the right to go in there and make an
examination in event we are going to buy the assets ", and we say that
we have no objection, that we will give them the written permission to
go in there, and that is the only reason that that was put in the bill,
Mr. Congressman. We could not write it in, but I am glad to clear
that up.
Mr. BROWN of Michigan. That is the only reason for it?
Mr. O'CONNOR. That is the sole reason for it.
Mr. BROWN of Michigan. Well, do you think, Mr. Comptroller,
that it would be advisable for the Government to give consideration
to the question of turning over the matter of the examination of
banks to one governmental agency ?
Mr. O'CONNOR. I know, Mr. Congressman, that you will appreci
ate my embarrassment in answering that question. It is just not
quite iair to me to answer it, because each of us would probably
say, "W hy yes; we will do it", so that I would rather leave it to
the committee. Whatever you fellows do, we will do at our end
of it.
Mr. BROWN of Michigan. I may say that while I think it is a big
subject, and that we ought to do something about it, as I said before
I do not think that we can really go into that until we have settled
this other question.
Mr. O'CONNOR. That is right.
Mr. BROWN of Michigan. Of the nonmember State banks, and
their relationship to the Federal Deposit Insurance Corporation.
Just one other subject----Mr. HANCOCK. May I ask one question here?
You say that under the law as it is now written, the oSice of the
Comptroller is required to make two examinations a year?
Mr. O'CONNOR. That is right.
Mr. HANCOCK. Then you later said that under the law, the Federal
Reserve Board may require an examination. Do they have to make
an examination of member banks?
Mr. O'CONNOR. No.
Mr. BROWN of Michigan. That is not what he said. He said that
in certain instances, if necessary, further examinations are made.
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That is, of course, when banks are possibly in a shaky condition,
something of that kind.
Is that the idea?
Mr. O'CONNOR. Yes, sir; as to national banks.
Mr. BROWN of Michigan. The Federal Reserve Board accepts your
examination of national banks, and they examine State member
banks of the Federal Reserve System ?
Mr. O'CONNOR. That is right.
Mr. HANCOCK. Do they have to examine them ?
Mr. O'CONNOR. No. In other words, they can take the State ex
amination if they want to.
Mr. HANCOCK. What has been their policy ?
Mr. O'CONNOR. I think that they have examined them pretty well
around the country,

Mr. HANCOCK. At least once a year?
Mr. O'CONNOR. I think so.
Mr. Wyatt clears that up further, and I think it is very impor
tant; he says that their policy is to work with the State examiners of
each State, and to send their men in with them when they find it
necessary to make an examination.
Mr. BROWN of Michigan. Section 481 of the United States Code,
which relates to the examination of member banks which are not
national banks by the Federal Reserve bank, through examiners ap
pointed by the Comptroller, is practically a dead letter now, is it not!
Mr. O'CONNOR. I do not appoint their examiners.
Mr. BROWN of Michigan. But under section 481 you can?
Mr. O'CONNOR. No. I can only appoint national bank examiners.
Mr. BROWN of Michigan. Now, the 6nal subject that I have is the
question of small branch banks. I am speaking for the smaller com
munities. A great many of them have been deprived of banking
facilities by reason of the closing of something around one-half of
the banks, and I have the feeling that to reorganize banks in towns
of from 800 to 2,000 in population is not for the best interests of
the business public.
In several States, and the State that I have in mind principally
is the State of Wisconsin, provision has been made by State law
for the establishment of what they call " receiving and paying sta
tions ", where a banking business consisting solely of the receiving
of deposits and the paying out of the deposits is carried on in ofRces
located in those small communities, controlled by banks in larger
nearby towns. I think that the Wisconsin statute confines the estab
lishment of such ofEces to the county in which the parent bank is
located, and I think one State law provides a radius of 30 miles
from the home ofHce.
Most of those communities had banking service before the collapse,
and it seems to me that we ought to liberalize the law to permit the
establishment of stations of that character, with also the authority
to receive applications for loans in such banks, both for the purpose
of convenience to the public in those communities, and to prevent the
establishment of a larger number of banks with very small capital.
The collapse that we had largely originated in smaller places, and
if we could prevent the establishment of banks in those smaller
places by giving such service, it seems to me that it would be a wise
thing.
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To show you how chary the legislature seemed to be, in the State
of Wisconsin, they limited the effect of that law to a period of
about 2 years from the time when it was enacted. It expires on
July 1, 1935.
My attention has been called to a statute somewhat similar in the
State of New Jersey.
I happen to live in a section of Michigan largely given over
to the resort business, the island of Mackinac. It had a State bank.
It was inadequately capitalized, and it fell down. That community
has for 9 months of the year, a population of 450 people. For 3
months of the year, in the summertime, it has from 10,000 to 20,000
people. It ought to have banking facilities during that period of
time, but you cannot set up a bank there that could make any money,
but a branch bank of a national or State bank could be established
there for that period, a branch ofHce, and business could be con
ducted that would be reasonably satisfactory for the needs of the
people.
I discussed it with the chairman of the committee, and I have
discussed it with Mr. Goldsborough and some of the other members
of the committee, and I would just like to have the reaction of your
Department to such a set-up.
Mr. GOLDSBOROUGH. You did not mean to indicate that I approved
such a set-up?
Mr. BROWN of Michigan. No; I did not say so. I said that I
discussed it with you.
Mr. DiRKSEN. Do you have in mind a currency exchange, rather
than a bank!
Mr. BROWN of Michigan. A receiving and paying station.
Mr. DiRKSEif. There is nothing to prevent anybody from setting
up a place to change money, and to do anything except to accept
deposits.
Mr. BnowN of Michigan. Yes; there is.
Mr. D iR K S E N . I mean so far as the ordinary medium of exchange
in a community is concerned. I have been through some of those
resort areas in your State, and this is purely a private notion on
my part, but it seems to me that most any one of those chain stores
in a little town can fit itself up with a little booth, with some wire
netting, and make exchanges there, for you do not need any bank
ing facilities in the ordinary accepted sense of a commercial bank.
Mr. BaowN of Michigan. You would have to provide a place for
a considerable amount of currency, which is somewhat dangerous,
and the insurance companies will not accept a risk of that sort, and
the Comptroller's oiHce has, in the past, held that where such a busi
ness has a connection with another banking institution, it is engaging
in branch banking.
Of course, I am very desirous of confining this to small communi
ties, as I am not in favor of the spread of extensive branch banking.
Mr. D iR K S E N . May I observe, for the purpose of the record, in con
nection with your remark a moment ago, that so many of the failures
took place in banks with small capitalization, that when the Bajik
of the United States failed, the losses probably exceeded those of
every small bank that failed in the entire State of Illinois, outside
of Cook County.
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Numbers do not mean anything. You have to think of it in terms
of the amount of losses.
Mr. HANCOCK. I hope that the Comptroller's answer to my good
friend's question will not be construed as meaning that he thought
that the small banks broke the large ones.
Mr. GOLDSBOROUGH. In the State of Maryland, only 2 country
banks failed in 40 years up until the time of the failure of the Balti
more Trust Co., and the Union Trust Co. They were 2 banks which
very largely held the reserves of the country banks, and, when those
banks failed, the fact that the country banks had deposits in those
banks made the country banks fail.
Mr. BROWN of Michigan. I am one of those who believes that the
people of the country and the city, so far as honesty and integrity
are concerned, are about equal, but I think that towns of from 800
to 1,000 in population are perhaps a little too small, unless the coun
try is very well settled, to maintain a bank. Of course, if they can
get adequate capitalization, it is all right, but in a sparsely settled
country like northern Michigan it is quite essential that those smaller
communities should have some banking service.
Mr. DiRKSEN. May i interpose at that point and say that 41 per
cent of all of the banks of the United States today are in towns of
less than 1,000, and in your great rural States, such as Iowa, for
example, 56 percent of all the banks are in towns of less than 1,000.
Mr. BROWN of Michigan. Of course, Iowa is a very well-settled
State, but I am speaking of very large sections of the country, with
an average county population of somewhere around 12,000 or 15,000
people, and having 2 or 3 towns of 800 to 1,200 population, with a
county seat of 3,000 or 4,000 population, and I think that a countyseat bank in a county of that kind should be permitted to establish
the receiving stations that I have mentioned.
That is the situation that I seek to improve.
Mr. HANCOCK. I want state at that point, if I may, that, of
course, our whole system is so closely interrelated that what happens
to one bank has its repercussions with other banks, but down my
way, in North Carolina, and particularly in my own community, the
serious losses which resulted to the depositors in the banks in the
community were due largely to a policy on the part of several big
banks in the northern cities which were correspondents of the small
banks, which at that time seemed to have had the approval of the
Comptroller's office, whereby examiners out of that oiHce. from the
information that has come to me, encouraged these small banks to
build up secondary reserves by purchasing substandard bonds.
I think that ought to go into the record.
The CHAIRMAN. That went on all over the country.
Mr. HANCOCK. I know that in my own little bank in Oxford, N. C.,
upon the recommendation of an examiner, though he was not entirely
to blame for it, for the officers had to assume their part of the re
sponsibility, the bank purchased around half a million dollars of
substandard bonds through the National City Co. of New York City.
Mr. FoRD. What year?
Mr. HANCOCK. 1928 and 1929, and 65 percent of those investments
turned out to be rotten.
The CHAIRMAN. Let me add right there that while that was going
on, the officials of these big banks, and I can call their names, but I
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Mr. GOLDSBOROUGH (interrupting). Almost household words.
The CHAIRMAN (continuing). Some of them are'familiar court
house words now, and while that was going on, the ofBcials of those
banks were before our committee telling us that the trouble with the
country was that we did not have any bankers, that the country
bankers did not have intelligence enough to run a bank.
Of course, everybody knew that that was not so. New York re
plenishes its banking brains every year from the same towns and com
munities of the United States, and has done it from time immemorial.
Mr. FoRD. May I make an observation ?
The CHAIRMAN. Yes, sir.
Mr. FoRD. Right along that line, is it not true that these country
banks that bought these " submarginal" bonds, if you want to call
them that, did so under this kind of pressure, that they had been let
in by the bigger banks on juicy investments that they were able to
hand out to their depositors in the past, and if they were to get their
quota as it came along; and they were given a quota, and lots of them
made a good profit, but if they were to continue to do that, they had
to buy these bonds, and they were just as culpable in the matter as
the big banks.
Mr. HANCOCK. I want to make a statement in the record to the
effect that I do not believe that all of the large banks or institutions
were culpable of practices of that kind.
Mr. GOLDSBOROUGH. The National City Bank in New York kas the
one that spread the misery in Maryland.
Mr. HANCOCK. The thing that we resented down there was the fact
that some of these examiners went so far as to tell the ofBcers of the
bank that they could not keep good real-estate paper, because it is
not liquid, but that they should take these funds and build up these
secondary reserves and purchase these substandard bonds, and I
think that the record will show that 85 percent of the real-estate paper
in the bank at that time turned out to be good, but 65 percent of these
bonds turned out to be bad.
Mr. GOLDSBOROUGH. We all want to emphasize the fact that Mr.
O'Connor was not Comptroller at that time.
Mr. HANCOCK. We want to make that clear, and I do not mean
by my remarks to reflect upon any one public ofBcial. I am criticizing
the policy that obtained at that time.
The CHAIRMAN. I do not want to say any mean things about any
body. All that I am trying to say is that they all made mistakes,
and no one class had all of the wisdom and foresight.
Mr. HANCOCK. I think that it would be well to insert right here
that one of the biggest ofScials connected with the Government at the
present time, and a man who knows as much about banking as any
other man, has recently said that these large bankers could very well
afford to sit at the feet of the country bankers, like St. Paul did before
the Messiah.
Mr. D iR K S E N . I assume that in their of&cial capacity, the bank
examiners are absolutely beyond all legal responsibility insofar as
their supposedly ofEcial acts are concerned?
May I just illustrate that by citing the case of an examiner who
examined two national banks in the same town, and then insisted
that there be a joining of the two banks. The one was admittedly
bad. The other doubtless would have weathered the storm.
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I thought at the time that it was rather an arbitrary attitude
on the part of the examiner to insist that the two banks be brought
together, but apparently the boards of directors of both banks were
persuaded to that course of action, and the sum and substance of
the whole action when it was wound up resulted in the closing
of the so-called " joint bank ", or, rather, the residuary bank result
ing from the joining of those two banks.
It was quite a long time after that that I went to the Federal
Reserve, and to the examiner in charge, at Chicago, and we had any
number of conferences, and, as I remember, the examiner who made
this recommendation was there at the time. He was reproached
by the president of the bank that did not weather the storm, but
said nothing about it and admitted no liability or responsibility
for the action.
I believe that if a thorough examination had been made, doubtless
the responsibility could be laid upon the shoulders of the examiner,
but. I assume, however, that even if that could be done, or even if
the liability and responsibility were admitted, despite that no legal
action would lie for restitution either against him or against the
United States in a suit in the Court of Claims, he being the duly
authorized agent of the Government.
Is not that true?
Mr. O'CONNOR. You have to look at that from both sides. We can
give you a good many illustrations in this country where our exam
iners have gone in and saved whole communities and whole cities
from terrific financial crises by working together with the banks,
but, as I understand it^ men in public service are never to be
rewarded, but always criticized.
So, when the examiner has by his action saved a great many com
munities, nothing is said, even though the contempt of silence rests
upon him, but if he makes an error, even though at that time every
body thought that it was the right thing to do, and the bank ofEcials
do not have to do it unless they decide that it is the right thing to
do—I say, if in 4 or 5 years that course of action is determined to
have been in error, then you will look for some civil liability against
him—is that the question?
Mr. DiRKSEN. Meaning that it is rather to be charged up as an
error in judgment.
Mr. O 'C O N N O R . You can blame that not only on the examiner,
but on all of the men who participated, because they did not have
to do it. God knows that we are all human, but unless you can
show incompetency, or dishonesty, or a personal interest on the part
of the man doing it, for those are the things that I am most inter
ested in finding out about these men who participate in these trans
actions, and if they are capable and honest, and if the examiner
has done a fine job in many sections, I do not know that there is
anything for me to do. It may be that in one case the ofRcials and
he agree that a course of action is all right, and 2 or 8 years later
competition comes in and ruins one of the biggest banks in that
city, which is something that nobody could foresee. Then, of course,
the bank hag to blame somebody, and they say that the examiner
told them to do it.
Mr. BROWN of Michigan. I do not think that an examiner is
authorized to recommend the purchase of any given bond.
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Mr. O'CONNOR. Never; and if you will give me the name of any
that has, he will not be an examiner any more.
Mr. BROWN of Michigan. I would like to go back to my ques
tion, which seems to have aroused considerable controversy here,
and a little display of heat.
The Wisconsin law provides substantially as follows: That, Rrst,
said receiving stations shall be established only in towns of 800
population or less, and they may not be established in any com
munity which has an existing bank. The permit to establish that
station is for 3 years only, and if any institution is organized for
the purpose of taking care of the banking facilities of that com
munity, the permit shall be immediately revoked.
Furthermore, it is provided that no such central bank should
be permitted to maintain more than three such stations, nor shall
they be maintained beyond the limits of the county, nor more
than 85 miles from the central or main oiRce. Their business is
confined to the receiving and paying out of deposits, to the issuing
of drafts and traveling checks, and to the cashing of checks and
drafts.

Now, having in mind those limitations, do you think that it
would be advisable to authorize the operation of such business
oCices for the reason, first, that it would tend to discourage the
reopening of a multitude of small banks in small communities, and,
second, that it will give a banking service in reasonably strong
institutions to small communities?
Mr. O 'C O N N O R . Well, Mr. Chairman, I have not given that the
consideration that it merits, but I think, as I rather closely fol
lowed your question, and also some of the argument, that, broadly
speaking, there is something that we have to watch with great
care in this country. We have got to encourage community life in
the small centers of this Nation, and to do what we can to dis
courage the complete absorption by the large centers of a great
percentage of our population, and my general thought is that
anything that tends to encourage centralization of population, and
wealth, and industry, is to be discouraged, and I think that we
ought to always watch very carefully to do what we can toward
saving these little communities and little towns, where I believe
that the greatest happiness has come to families and to American
life.
Now, back of your question, therefore, is this problem, which is
one for serious consideration. If you establish a paying and re
ceiving station you have discouraged, of course, in that community,
even when the time comes for the establishment of an independent
unit, a bank of its own, and I think that that has to be watched.
Relative to your other point, may I just make this suggestion,
because it comes in with, and is applicable to, title I of the bill,
that we ought to discourage, both on the part of the States and
on the part of the Federal Government, the chartering of banks
opposite every gasoline station in this country. Let us build and
consolidate the banking structure, whether it be State or whether
it be national, and if you give us the power that we are asking
for in title I, we are going to have the right to determine the eco*
nomic necessity as well as those other questions with reference to
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the necessity of a bank and with reference to the prevention of
the destruction of other banks, for a State bank should no more
be created to destroy another State bank than a national bank
should be created to destroy anothpf national bank.
We are trying to look at the problem from both angles in our
ofHce, and I would like to give you one illustration, although I
would rather not name the State.
An application was made for permission to locate a branch in a
certain town. Following our usual procedure, our examiners went
to this town to make a complete check-up of the business, of thu
postal receipts, of the population, industry, of the surrounding com
munities that would be served, and of the banking facilities in the
community.
We found that there was a State bank there owned by the people
of that community, and that it had some $300,000 in deposits, and
it was about 6 months old, and I declined to license a branch of the
national bank in that town in competition with that little State
bank that I thought was serving the community.
However, I am sorry to tell you that after I did that, these people
also had a State bank, and they went to the State Department and
they got a branch of the State bank and put it in competition with
this other State bank in that little town. So I think that we have
to work together.
I want to call your attention to this fact, that last year there were
only 2Q new national banks chartered in the United States. That
had no reference to where we merged a bank, or where a new bank
was set up under the assets of an old bank, but there were only 20
new national banks in all of the United States chartered last year.
Mr. BROWN of Michigan. I think that I agree with your philos
ophy regarding the encouragement of small-town life. I think that
there is a need for the kind of legislation that I have proposed here.
There are a great many communities having a population from 800
to 1,000, and that, in my judgment, is about the right limitation as
to size, where there is not suiRcient capital for the establishment of
a bank, and yet they ought to have some banking facilities, and I
think that the only reason that we have not had them is because of
the fear of a great many Congressmen that we would be encourag
ing the branch-banking business. But it does seem to me that we
would be supplying a necessary need, and at the same time be doing
what I know your Department thinks should be done, that is, the
establishment of banks in communities that are two small to sup
port them with sufBcient and adequate capital.
As I said, it seems to me that there is need for that kind of legisla
tion, with proper limitations, and I have read a good many of them
to you, particularly having in mind that there would be no dis
couragement to the establishment of a bank if the community is big
enough to need one.
Mr. FoRD. Is there not another factor in there. Mr. Brown ? We
will take a community such as you describe. There are a great
many objections that we hear to branch banking, but what is the
objection, in a case of that kind, to a strong bank, with a number of
branches, that is willing to put a branch in there and to possibly go
along at cost for 2 or 3 years, on the assumption that the banking
facilities being afforded to that community will develop the com
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munity and will bring it up to a point where it will be profitable to
have a bank there.
Mr. O'CONNOR. Mr* Ford, you, of course, have stated the general
principle underlying the licensing of a branch wherever we are
permitted to do it, and those are the questions that are investigated
and determined before we license the bank.
Mr. FoRD. Surely, but it seems to me that if a bank with branches
goes into a community and finds that there is not enough business
there to warrant a bank, but if that institution is willing to go in
there and probably for 8 or 4 years not make their expenses, or
just barely make them, and by so doing they will attract enough
business there ultimately to make a branch bank profitable, where
a small bank could not afford it or the community could not afford
to organize a bank, but the branch bank can give all of the facilities
that a banking institution could afford such a town, they ought to
be permitted to do it.
Mr. DiRKSEN. You advocate branch banking, I take it?
Mr. FoRD. I do, yes. I think that it is a good thing.
Mr. D iR K S E N . I might just as well state my objection right now as
well as any other time. I am absolutely and unequivocally averse
to vesting the control of these little communities in some group or
agency that may be 300, 400, or 500 miles away.
Mr. FoRD. I do not think that I would let it go that far.
The CHAIRMAN. Who is going to say how^ far it should go?
Mr. D iR K S E N . That is right.
The CHAIRMAN. Branch banking is either a good thing or a bad
thing. If it ^s a good thing, we ought to say so, and enact it into
law, and let the Federal Reserve System adopt the best plan for the
banking business. If it is vicious, and wrong, and monopolistic,
un-American, and destructive of community life and Snancial inde
pendence, we ought to repudiate it, and never allow it to be extended
in the United States.
We ought to take one position or the other. Of course I have a
very definite view about it myself.
Mr. BROWN of Michigan. Of course, we have a good deal of
branch banking now, Mr. Chairman.
The CHAIRMAN. I know we have, and we are going to have more.
This is just a repetition of the discussion that we had a long time
ago. Of course, we start with a county, and then as soon as the
necessity arises, we extend it beyond the county line, and after a
while the bridle is off. We have adopted the policy of letting the
States decide whether branch banking is or is not a good thing for
this country, because we have said that we will permit the establish
ment of branches by national banks in any State where the legisla
ture of that State decides that branch banking is a good thing.
Of course, while I am not one of them, there are a great many
people who take the position that there is not very much intelligence
in the State legislatures with reference to banking or anything else,
but we are on record as committing this country to whatever policy
may be determined upon by the legislature of each particular State
so far as branch banking is concerned.
I may be not without shame entirely for having taken that attitude,
but it never represented a view of mine, or any desire of mine.
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Mr. GOLDSBOROUGH. I want to say that I fought the thing, as far
as I could, but I did succeed in keeping Maryland out of the picture,
and that is as far as I could get.
Mr. CRoss. As far as I see, the branch bank in a little while would
be such that every State could dictate to its legislature, through them,
and it would spread all over the country, and everybody could dictate
to Congress.
Mr. HANCOCK. If it were confined to county lines, there would be
no serious objection to it, would there, Mr. Chairman ?
The CHAIRMAN. There is no way in the world to confine it. That
is the history of it. If it is a good thing it ought not to be. confined.
Mr. GOLDSBOROUGH. I remember the time when there was only one
bank in my county, and you had to take off your shoes and carry in
in a petition to get a, loan, not a promissory note but a petition.
Mr. FoRD. You have to do that now.
Mr. .GOLDSBOROUGH. Since we have seven banks there now we have
a very much better situation, more democracy in our banking, and in
our community life.
Mr. FoRD. Y o u paid a, big price fo r it.
Mr. GOLDSBOROUGH. You cannot pay too much of a price for it.
Mr. FoRD. Yes, you can.
Mr. BROWN of Michigan. Let me say, I have been in opposition to
general branch banking, and I so voted heretofore, but I do not like
an attitude which blindly shuts out consideration of a meritorious
proposition. It will, I think, prevent the establishment of a num
ber of under-capitalized State banks. The proposition puts proper
limitations around the establishment of these so-called "receiving
stations." It would be a good thing, and I am going to do my utmost
to bring it about.
The CHAIRMAN. All right, gentlemen.
Mr. O'CONNOR. Mr. Chairman, could I ask that Mr. Wyatt, whc
represents the Federal Reserve, be added to the technical staff on the
committee ?
The CHAIRMAN. Yes, sir.
Mr. O'CoNNOR. May I, with your permission, submit to you the
corrections which I have suggested, so that it will aid the committee
in your work?
The CHAIRMAN. Very well, we will be glad to have them.
Mr. O'CONNOR. The other day, when I was testifying on title 1^
I would like to mark in green, on the two main matters which I
suggested, so that the committee would not confuse my opinion with
the consensus of the committee who passed on it. I would like to
h6,ve the privilege of calling your attention to that by marking it in
color in title 1.
Mr. FoRD. Mr. Chairman.
The CHAIRMAN. Yes, Mr. Ford.
Mr. FoRD. Mr. Controller, two or three times the statement has
been made that examiners borrowed money from banks that they
were examining. Is thep& aRy case of that on record!
Mr. A w A L T . It is a criminal offense.
Mr. FoRP* Do you know any such cases!
Mr. O'Ce&NOR. I have heard that, Mr. Qongressman, any poy at
tention has not been called to a single instance where it has beendone,
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because it is a criminal offense, and if I find it out, two things will
happen, which I do not need to state. If anybody has got any
information, I would like to have it.
M r. FoRD. I wanted to get that in the record.

Mr. O'CONNOR. I would like awfully well to have them, because
two things will happen to the examiner.
Mr. DiRKSEN. Mr. O'Connor, do you not think any bank examiner
who would do that, when it is so easy to do the same thing in a round
about way should be treated in that manner ?
Mr. O'CONNOR. I believe any man who evades the law indirectly
is just as guilty as anyone who evades it directly.
Mr. HANCOCK. Mr. Chairman. I would like to ask the Controller
a question. I was sick and ab-ent, therefore, 2 or 8 days when
title I was under discussion. I had it in mind at the time to ask
Judge Burke his opinion. Under the present law the Controller of
the Currency, as I understand it, cannot, during his term of ofRce,
have any financial connection with any institution. Is that correct ?
Mr. O'CONNOR. I cannot own any stock in any bank.
Mr. HANCOCK. You are also limited by law from resuming finan
cial connections, are you not?
Mr. O'CONNOR. Yes, sir; for 2 years—not mine, because I have
not got any.
Mr. HANCOCK. A controller.
Mr. O'CONNOR. A controller; yes, sir.
Mr. HANCOCK. Are there such provisions in the law now with re
spect to directors and the Federal Deposit Insurance Corporation?
M r . O'CoNNCR. N o, M r. Congressm an; there are not.

Mr. HANCOCK. In other words, a director of the Federal Deposit
Insurance Corporation might be actively connected with banking
institutions, which his staff had some supervision over ?
M r. O'CONNOR. O h , yes.

Mr. HANCOCK. What is your opinion with respect to whether such
a provision as that should also apply to the directors of the Federal
Deposit Insurance Corporation?
Mr. O'CONNOR. Fundamentally, no man can serve two masters.
You cannot serve both the Government and a private interest that
you represent, in my estimation. I think it is a very good provision.
Mr. HANCOCK. Was that matter considered by the committee that
framed this legislation ?
Mr. O'CONNOR. No, sir. That is a very good rule, and I think
so because it relieves a Controller of any temptation in making re
lationships during his olBce that he might expect in a year or 6
months or so, right after he left to go with some institution. I do
not see any reason for challenging that set-up*
I think it would be unfair to apply that rule to the present two
directors of the Federal Deposit Insurance Corporation.
M r. HANCOCK. I was just fixing to ask you if that would not be
the fa ir way to approach it, exem pting them, but make it apply
to all those afRliated with the Corporation hereafter?
Mr. O'CONNOR. It has never occurred to me and the matter has

never been suggested until this moment, and I have never discussed
it with anybody, and I am giving it to you as I think about it—but
I think it would be unfair to apply it to the two members now in
the Federal Deposit Insurance Corporation, because one of them,
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the Republican member, has been anxious to resign, and has banking
interests, and we knew it, and everybody was advised of it. He did
A fine job, and I am sure nothing he did was colored by his interests.
It it not often you can get men of that kind. I want to say that for
him.
Mr. HANCOCK. I am addressing myself to the principle.
Mr. O'CONNOR. That is what I am coming to. When these men
were appointed by the President and confirmed by the Senate and
accepted ofEce, they did so under the law in operation at that time.
I think it is an excellent suggestion and should apply, that is, in
the matter of future appointments, divorcement entirely from any
personal matter which they are called upon ofEcially to determine for
the Government.
Mr. HANCOCK. In fairness to them.
Mr. O'CoNNOR. In fairness to the people of the country, the pub
lic, because the public ofBcial that they want should have just one
interest and that is the interest of the people, and no personal inter
est, and wheneveryou mix the two, you are apt to get in trouble.
Mr. HANCOCK. That is all.
Mr. WiMJAMs. Did I understand you to say, Mr. Controller, that
you are opposed to that provision of this bill which places the re
ceivership in the hands of the Corporation!
Mr. O'CONNOR. Yes, sir.
Mr. WiLMAMs. The bill, as written, provides for A complete liqui
dation of the banks under the Corporation, does it not!
Mr. O'CONNOR. Yes, sir.
Mr. WmjAMS. There would be no necessity of maintaining two
sets or two organizations for that purpose, would there!
Mr. O'CONNOR. That is not correct. That is my objection.
Mr. WiLLiAMS. I f this law was passed, would there be any neces
sity for having two sets of liquidations!
Mr. O'CONNOR. I just want one.
Mr. WiLLiAMS. Will this create two! That is what I am trying
to get at.
Mr. O'CONNOR. Yes.
Mr. W iL M A M s. In what way!
Mr. O'CONNOR. Your law says that I shall appoint the Federal
Deposit Insurance Corporatioh, this receiver.
Mr.

W iLLiAM S.

Yes, sir.

Mr. O'CONNOR. Last year only one national bank failed in this
country, in 1934; therefore, under the law, you have got to set up
an entirely new insolvent division over in the Federal Deposit In
surance Corporation to take care of that one bank, exactly what I
have got now, in 1,500 receiverships over in the Comptroller's ofEce.
Secondly: The Federal Deposit Insurance Corporation insures
only 42 percent of the deposits in national banks. The Comptroller
is responsible for the other 58 percent.
Mr. W iL M A M s. Let us see right there. D o you mean that the Cor
poration would liquidate s o far only as the insured assets are con
cerned, and then turn those remaining assets oVer to somebody else to
Rnish the liquidation!
Mr. O'CONNOR. I do not want them in the picture at all.
127297— 35------- 45
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Mr. WiLLiAMS. Would that be the effect if this law were passed!
M r . O'CONNOR. N o .

Mr. WiLLiAMS. In other words, there would be a complete and
final liquidation!
Mr. O'CONNOR. By two organizations.
Mr. WiLLiAMS. It would not affect future liquidations, would it?
Mr. O'CONNOR. Yes.
Mr. WiLLiAMS. Does not the Comptroller pass out of the picture
if this law is passed so far as the liquidation is concerned?
Mr. O'CONNOR. Pardon me, I will make it clear, Mr. Williams, if
1 can, again.
The law provides that the Comptroller shall appoint as a receiver
the Federal Deposit Insurance Corporation.
Mr. WiLLiAMS. I understand that. They take charge of it.
Mr. O'CpNNOR. They take charge of it, and liquidate it, but I am
responsible under the law, and must approve claims, compromises,
and so forth, and all of this must come to my insolvent division,
because ultimately they have got to pass on these things for me, and
make all the reports. I appoint them receiver instead of an indi
vidual receiver, and they set up an insolvent division, and I have
an insolvent division.
Mr. WiLLiAMS. Why cannot they liquidate in full?
Mr. O'CONNOR. They can, if you want to set up two. They can.
Mf. WiLLiAMS. I do not see any necessity for two under this law.
The CHAIRMAN. Of course, this was the reason which brought
about this situation: It was for the purpose of continuing the bank
ing service in the community and absorbing the shock of a failure to
authorize the Federal Deposit Insurance Corporation, when the bank
failed, to go in and continue to operate the bank for a period of 2
years, giving an opportunity during that time to the people in the
community to set up a bank, if they saw 6t, and, if not, at the end of
2 years liquidation would be complete. That was the way the legis
lation came about originally.
Mr. O'CONNOR. And, also, Mr. Chairman, was it not this: That
in the original bill, because it temporarily was put on afterward, the
original bill would have taken practically 100 percent of the
insurance?
The CHAIRMAN. Yes ; that is true, too. Under the plan contem
plated, we had a plan or system in which deposits would all be
insured up to $85,000, and 75 percent of the deposits between $25,000
and $50,000, and 50 percent above $50,000, which Would, of course,
insure a much larger amount of deposits than was provided for
under the temporary plan, and which will be provided for under
this legislation, if it is adopted, to supplant the permanent plan to
which I referred.
Mr. O'CoNNCR. Yes, sir.
The CHAIRMAN. That is quite true. Undoubtedly it may be said
that we are drifting into a certain duplication of work and lost
motion in the administration of the banks that are closed under
this plan.
*
Mr. O'CONNOR. As I look at it, gentlemen^ where they have
insured, as I say, 42 percent of the deposits. And the ComptroMer
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is still liable for the balance of it, say, taking that little national
bank which failed last year, a receiver is appointed, and what does
the Federal Deposit Insurance Corporation do! They may just
pay the deposits up to $5,000, take an assignment of those claims,
and pass them the same as one individual would do for any insolvent
division, and as fast as they cleaned up in the usual way, with a
Rne record back 70 years—not mine, but all Comptrollers—they
would go ahead and have one simple process. That is the only
thing I am asking for.
The CHAIRMAN. Any further questions, gentlemen? If not, you
may conclude, Mr. O'Connor, if you have anything further to say.
Mr. O'CONNOR. No, sir.
The CHAIRMAN. We want to thank you very much for your
assistance and your very able statement.
Mr. O'CONNOR. I want to thank the committee for their courtesy.
(Whereupon, the committee adjourned until tomorrow, Wednes
day, Mar. 27,1935, at 10:30 a. m.)
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BANKING ACT OF 1935
WEDNESDAY, MARCH 37, 1935
H O U S E OF REPRESENTATIVES,
C O M M IT T E E ON B A N K IN G AND C U R R E N C Y ,

Z7. (7.

The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. We have with us this morning Prof. Walter E.
Spahr, of New York University.
I assume, you desire to address yourself to title II of the billy
and that you desire to make a general statement. So you may pro
ceed without interruption, and after you Bnish your general state
ment members of the committee will desire to discuss the proposal
with you.
Will you state to the reporter your connection, and your
experience!
STATEMENT OF DR. WALTER E. SPAHR, PROFESSOR OF ECONOMICS,
NEW YORK UNIVERSITY, NEW YORK

Dr. SPAHR. My name is Walter E. Spahr; I am professor of eco
nomics at New York University, and my subject includes money
and banking.
Do you desire to have my previous connections ?
The CHAIRMAN. Yes.
Dr. SPAHR. I have been a professor since 1913 in various insti
tutions in this country. First I was at the PaciSc College, at Newberg, Oreg; then at the University of Wisconsin, at Madison, Wis.;
then at Muskingum College, New Concord, Ohio; then at Dartmouth,
Columbia, Princeton, and New York University.
My Beld of specialization is money and banking, Mr. Chairman.
I desire to make some comments on title II of the banking bill of
1935.
There are no circumstances calling for legislation dealing with the
fundamentals of the Federal Reserve System at this time. Legisla
tion of this type should not be undertaken until after a commission
of competent experts has made a thorough study of the money and
banking problems of this country, and, on the basis of adequate
evidence and after careful deliberations, has drafted a plan which
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offers real promise of providing this country with appropriate and
workable money and banking systems. Both systems have suffered
sad mutilation in recent years, and what is needed now is careful
and deliberate overhauling and reconstruction, rather than further
mutilation and distortion such as will result if title II of this bill
is passed under the administrative whip and in the atmosphere of
tense emotionalism now prevailing with respect to our money and
banking problems.
'.
, L
It is very important that there be no legislation at this time beyond
that necessary to correct technical difficulties, or to remove crude
inconsistencies, in existing laws. And even this type of legislation
should be undertaken only upon the recommendation of the Federal
Reserve Board and in strict accord with specific proposals drafted by
the Board,
The Senate and Rouse Committees on Banking and Currency, I
think, could perform no better service at this time, with respect to
the proposed legislation, as embodied in this bill—S. ltl5, and H. R.
5357—than to refuse to vote it out of committee and to substitute in
its stead a bill of technical corrections embodying the recommenda
tions of the Federal Reserve Board on specific diSiculties.
At the same time a joint resolution should be prepared providing
for the creation of a national commission on money and banking to
gather evidence on our money and banking problems, and to draft
bills to provide this country with the proper type of money and
banking systems. This commission, I believe, should be composed of
leading money and banking authorities of this country. Its mem
bership might well be composed of, Rrst, those members of the Senate
and House Committees on Banking and Currency who have devoted
years to the study of problems o f money and banking; second, the
most outstanding and experienced professors of money and banking
in our leading universities, men whose repuation, intellectual integ
rity, and capacity are beyond question; third, outstanding bankers
who are men of experience, maturity, and social vision; and, fourth,
other students of money and banking, d!rawn from other Reids oi
activity, if they are recognized as thorough students of money and
banking problems.
The delay in legislation which would penult from the adoption of
such a program is eminently degipiabl^ Money and banking mech
anisms are probably the most delicate and, at the same Sme, most
vital of all instrumentalities in our economip system; and it is for
this reason that hasty and ili-concaived legislation in such a Reid is
very unwise and is to be deplored.. In its stead there should be sub
stituted legislation growing out of careful deliberation by our most
competent experts.
; .
.
„
Title II of the banking bill of 1935 i$ particularly dangerous, when
viewed in its entirety, because it is a manifestation of the unsound
philosophy held by soi^e ofRcials in this administratitHi regarding
the causal relationships existing betweep the supply o f currency, on
the one hand, and prices, recovery spid prosperity on the other.
Involved in this false philosophy are also misconceptions as to, first,
the pfoper functions of central banking systems, especially with
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respect to the appropriate relation between a nation's central bank^
ing system and governmental financing; second, the appropriate
functions and powers of the central banks with respect to the cMitrol
of the money and credit supply; and, above ally third, the appro-'
priate relationship between the Government, acting in its super
visory capacity, and a properly constituted central banking system.
These false notions and misconceptions show themselves clearly
in those sections of title II which will enable the party in power—I
mean any party in power, of course—to control completely the
personnel of the Federal Reserve Board. They are revealed in
those sections which will enable this politically controlled board to
attempt to put into effect the theories of money and credit control
held by many of those, in power. They are seen in those sections of
the bill which will enable the Government to force the central and
commercial banking structure to aid the Government in carrying
out the fiscal policies regardless of their wisdom, to give Government
credit an artificially high rating, and to use the banking system and
people's savings without their approval and regardless of the effect
upon commerce, agriculture, and industry.
In short, nearly all the fundamental conceptions regarding the
appropriate functions, the methods of operation of a well-conceived
central banking system, and the proper relation of the Government
to such a banking system, are false, are contrary to the most out
standing lessons learned from central-banking experiences, are dan
gerous, and are almost certain to lead to great trouble in the future.
The following analysis of the various sections of title II of the
banking bill of 1985 support the accuracy of the preceding general
observations.
Section 201 (a) provides the means by which the board of direc
tors of each Federal Reserve bank will be brought under the control
of the Federal Reserve Board, which, in turn, will be politically con
trolled. This means of control is found in the fact that the governor
and vice governor of each Federal Reserve bank can be appointed
only with the approval of the Federal Reserve Board.
the governor and vice governor can come from any district. In
this manner the Federal Reserve Board can inflict any outsider on a
Federal Reserve baaik as governor or vice governor.
Since the governor and vice governor are approved by the Federal
Reserve Boards and since 2 other <?iass C directors, other than the
governor, are representatives of the Federal Reserve Board, the Gov
ernment can have %representative^ ias against the present 3, since the
vice governor need not be appointed a%lass C director, Why the
olBce o f deputy chairman ig not combined with: that of the vice gov
ernor is not clear unless the purpose b& to enlarge the number of
Government representatives on the board of directors of each Fed
eral Reserve bank.
It is to be noticed also that" all other oRicers and employees of the
bank shall be directly responsibleto the governor of -the board o f
directors. This gives him the powers of a cz^p; and through him the
politically controlled Federal Regerv^ Board can reach directiy and
arbitrarily down to eveiy employee in eypry Federal Reserve bank^
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This means, of course, that the political authorities can reach any
employee they please. In this manner every employee of every Fed
eral Reserve bank will lose his independence and become, like the
Federal Reserve Board, an unwilling vassal of the political party in
power. Classes A and B directors will carry no weight under such
a system, since the governor of each Federal Reserve bank is given
this authority and is a Government agent.
Today the elected governors of the Federal Reserve banks are
chairmen of the executive committees and, in this manner, they have
increased their powers as against the Chairman-Federal Reserve
agent. This bill makes a Government agent chairman of the execu
tive committee, and thus the Government worms its way into the
direct operation of each Federal Reserve bank.
The slightest rejection upon such a proposed arrangement should
convince one that all activities of each Federal Reserve bank can be
brought under the absolute control and domination of the political
party in power. These governors and vice governors may be as
arbitrary as they please, so long as they satisfy the politically con
trolled Federal Reserve Board. In this manner the political party
in power can lay its rough hands on the Federal Reserve banks, which
the Government does not own, but which are owned by the member
banks that, in turn, are owned largely by private individuals.
Such an arrangement provides conclusive evidence of the intent of
the present party in power to extend its political tentacles over the
banking system. In this case, it is attempting to lay hold of one of
the most delicate and most vital agencies of our economic system, an
agency that must be free from such domination if our economic
system and our people in it are to maintain any appreciable amount
of their traditional freedom.
When a nation's banking system passes into control of the politi
cal party in power, the freedom of a people can speedily disappear.
And cei^ainly there is no reason to expect that better banking can
or will result from any such proposal as this one in section 201 (e)
of this bill.
It is to be observed that one of the class C directors shall be ap
pointed deputy chairman of the board of directors, and that the vice
governor may be appointed a class C director. It is because of this
word ^ may that the Federal Reserve Board may have four repre
sentatives on the board of directors of each Federal Reserve bank.
The duties now performed by the Federal Reserve agent " shall be
performed by such person as the Federal Reserve Board shall desig
nate." This provides the Reserve Board with another representa
tive at each Federal Reserve bank. In this manner it can have five
agents there at the Federal Reserve bank.
The last paragraph of section 201 (a), on page 40, lines 17 to
22, permitting the present incumbents of the boards of directors to
serve out their terms would seem to require a modification of the
parts of the bill which provide that this section shall be effective
90 days after enactment.
Section 202 is one of those coaxing, half-hearted measures by
which attempts are made to persuade nonmember banks to become
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members of the Federal Reserve System. Our statute books are
fluttered up with these conciliatory provisions in law. That par
ticular provision merely lowers still further the capital require
ments of banks which may enter the System. At present the capital
requirements are too low. And, if it is believed that nonmember
banks should be members of the System, then the Federal Reserve
Act should be amended so as to provide that all banks should, after
a certain date, be members of the System. If the capital require
ments of some of the banks are too small, such banks should be made
branches of larger member banks. But all legislation of this type
probably should be left until a competent money and banking com
mission makes its report.
Section 203 provides the means by which the Federal Reserve
Board is to be made into a politically controlled and dominated agent
of the President. Lines 1 to &, page 42, of section 203 (1), are prob
ably the worst, if not the most subtle, in the bill. They provide
that the President " shall choose persons well qualiSed by education
or experience or both to participate in the formulation of national
economic and monetary policies." It will be noticed that these mem
bers of the Board are to be qualified to participate in the formulation
o f national economic policies as well as monetary policies. Does this
mean that they are to participate in the formulation of national
economic policies! I f this sentence means what it appears to mean,
then this Board will become a part of the planning bureaucracy
of the Government, and the Federal Reserve System can become,
and can be made to become, the financial agent of the Government in
carrying out its planning policies. It can be made an engine of
oppression, rather than a neutral agent to finance commerce, agri
culture, and industry.
This section of the bill is either subtle or stupid. In any case, it
is dangerous. It reveals how far removed its drafters are, in their
notions of how to constitute a central bank board, from those who
would proSt from experience.
Section 208 (2) provides a means by which Mr. Hamlin may retire
at once and Messrs. Miller and James in 1936, thus Amoving from
the board in a very short time, even if more arbitrary methods are
not used, its three most experienced members. If this provision is to
be enacted into law, it would seem that it should be so amended that
all ex-members of the board would become ex-ofEcio members of some
advisory body, such as the Federal Advisory Council, in order that
the benefits of the knowledge and experience of such men are not
lost to the younger members of the board. Such an arrangement
could be an effective factor in developing fine traditions in central
banking.
Lines 17 to 25, on page 42, ate awkward and confusing. Lines 17
to 22 say literally that " each member of the board so retired from
active service who shall have served for at least 5 years shall receive,
during the remainder of his life, retirement pay in an amount equal
to the annual salaiy paid " now. Thus he would receive a total
pension of $12,000 lor the rest of his life, if you take those words
literally. How much will he be paid the first year of retirement!
Or is he to be paid $12,000 in a lump sum! Hiis sentence probably

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

710

BANKING ACT OF 1 9 3 5

was intended to give the retired members, who have reached 70 years
of age and who have served 5 or more years, an annual pension
based upon the years served, the yearly amount to be determined by
the number of years served multiplied by $1,000, but the bill cer
tainly does not make this point clear.
According to the first proviso, a person who has served, say, 8
years, will receive $8,000 per year, and if he lives 3 years thereafter
he will receive $24,000 in a pension, whereas lines 17 to 23 preceding
the proviso would give him only $12,000, regardless of how long he
lived.
This proviso also omits the 5-year minimum, and, il line 25, the
word " served " apparently should be inserted after the third word
" year." The entire section is badly muddled, and it should be
rewritten and made to say what the authors intended that it should
say.
Nor is the second proviso, on page 43, clear or sufEciently specific
in its meaning. Furthermore, it is to be noted that, according to
section 203 (3), every governor appointed and removed will come
in for this pension if he is 65 years of age, since he shall be deemed
to have served the full term for which he was appointed, even though
he may have served only 1 month or even 1 day. What a great
opportunity this provides a President to place his friends on a fine
pension for life. In 30 days he could give 30 of his friends who
had reached 65 years of age a $12,000 pension for life. In 4 years he
could develop a large pension list, all to be paid by the Federal
Reserve banks. The vice governor apparently can have his term
of service terminated by the President without the benefit of it
being deemed that he served his full term. It would appear that
no member of the board could afford to accept the ofhce of vice
governor.
This section 203 (3) reveals clearly the method by which a Presi
dent can change the board's personnel within the space of a week
to suit his particular wishes. It would be difRcult to conceive of
a more dangerous provision written into any central banking law.
It reveals beyond the shadow of a doubt the purpose of the authors
of this measure. They propose to convert the Federal Reserve Sys
tem into a political instrumentality of the party in power. This
section of the bill reflects clearly the authors' motives and concepts
regarding central banking. It shows that they stand ready to de
stroy our Federal Reserve System,which we have tried to evolve
into a useful system over a period of 20 years.
I f every other section of the bill and of the Federal Reserve Act,
as amended by the bill, were perfect, the system still could be de
stroyed and the bill still would be dangerous. Considering the
dangers in sections 201 and 203 of this bil^ the possibilities of
dangers in the other sections of title II are accentuated. For this
reason there are many today who oppose other sections of title II
principally because they would be administered by a politically
controlled Federal Reserve Board.
The answer to this proposed amendment to the Federal Reserve
Act is that it must not be permitted to pass. The lessons of Central
banking teach that the farther the central banking administrative
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authorities are removed from political domination the better for the
country concerned. The independence of the Federal Reserve Board
should be strengthened, and not weakened, and our Federal Reserve
System will not be what it should be until this is accomplished.
There are various ways in which this can be done. Indeed, there
are so many devices available that it would be absurd for any one
to insist that he can suggest the best one. My contention is that our
lessons have taught us that our Federal Reserve Board has not been
sufficiently independent of the Government and that the method
of nomination and final selection should be so changed as to remove
the board as far from political control as is the United States
Supreme Court.
Of course, every central banking system must come under the
control of the Government in some degree; but this control should
be exercised through the passage of the proper organic act provid
ing for the proper type of banking system and administrative
boards, after which the Government should leave the system to op
erate, free from partisan politics, within the limits of the organic
act. As the Board is reconstituted and strengthened after a care
ful study of the problem by our best experts, I should like to see
the Secretary of the Treasury removed from the Board, though I
Ithipk he should be a nonvoting auditot or participant in the Board's
discussions; and I should like to see the oihce and functions of the
Comptroller of the Currency absorbed by, the Board.
Everything that any central banking system can be expected to
accomplish can be written into the organic Banking Act, and thereajKerJt^he administratipn of the system should be left to independ
ent. npnpplitic&l.adn^mstrative bodies.
" Section 2()4 appears, to be free from criticism.
- Section 205, creating a iiew type of Federal open-market commitie^mj^ht have n^ny virtues if ?the Federal Reserve Board were a
properly constituted independent bowd. But considering how the
Board is to politically controlled, this section of the bill merely pro
vides additional means by which the Government can extend its
powers over the activities of the Federal Reserve banks.
Government financing, in the final analysis, should be looked upon
an intrusion into, and a disturbing factor in, the Reids of private
finance. And if a well-ordered central banking system performs its
functions properly, there will be many times in which it must and
should go into the open money markets to combat the effects of
Government J&nancing.
It is not the function of a central ^banking system to give Govern^
ment pr^dit a higher rating than it would otherwise have in the
open money markets to which nongovernment borrowers and
lenders must go. It is the function of all commercial banks to give
borrowers the exact rating to which they are entitled, and it is
the function of these banks and th& central banking authorities to
give Government borrowers exactly the same type of credit rating.
To assume that Government credit should be given an artiRcially
high value by a central banking system is to assume that it is the
function of a central banking system to inflate the currency.
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This section 205 recognizes no such principle of central banking
and opens the way by which the banking system can be made to
absorb Government securities on terms satisiactory to the Govern
ment and is, for this reason, unsound in principle. The section pro
vides the means by which the Government can compel open-market
operations to suit its particular notions and purposes regardless of
the needs of commerce, agriculture, and industry, and regardless of
any principles of sound central banking.
All Eve members of the Federal Open-Market Committee are to
be Government agents. The fact that two of the members are to
be selected from the governors of the Reserve banks by the gov
ernors does not change this fact, since all these governors will be
Government agents.
This Committee is also given the power to make recommendations
to the Federal Reserve Board from time to time regarding the dis
count rates of the Federal Reserve banks. It may be presumed
that giving this Committee this power has no particular significance
unless it be assumed that the Reserve Board exercises the power
o f prescribing discount rates for the Reserve banks. It would seem
preferable that the present method of having rates initiated by the
respective Reserve banks, subject to the approval of the Board, is
preferable. But if the Reserve Board were properly constituted
and independent of political influences, I should advocate that the
Board be given the power not only to review discount rates but
to institute the rates when a Federal Reserve bank is clearly run
ning counter to sound national banking policies.
Section 206, which opens the way for discounting any*commercial,
agricultural, or industrial paper and for advances secured by any
sound assets of such member bank, seems to be tacked on to the
preceding parts of section 13 of the Federal Reserve Act without
any regard to how it affects the preceding paragraphs of that sec
tion. It would appear that most of the preceding paragraphs are
nullified. Just what the law is would be difBcult to determine. It
reveals a hasty and careless type of bill drafting.
It is doubtful whether, under the best type of central banking
system, such a provision can be defended. It would seem that, under
such a system, this wide-open provision should be reserved for
emergencies.
Under a politically dominated system of central banking, as pro
vided by this bill, section 206 provides the means by which the Re
serve Board can admit to the portfolios of the Federal Reserve
banks any kind of paper, regardless of its illiquidity, and Ex the
maturity of the paper at any distant date it chooses to adopt.
Since it is not the function of a central banking system to accept
illiquid paper, the proper restrictions against such acceptance should
be set up. Wise exceptions to meet emergencies can be provided!,
and the proper penalties and handicaps attached, so that emergency
transactions will not become the nortnal ones. This section, as it
stands, is unsound and unwise.
Section 207 provides the means by which the Federal Reserve
banks can be compelled to absdrb Government securities regardless
o f maturities. In this manner the Reserve banks can become gorged
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with Government securities with long maturities and consequently
can become very illiquid. Under a properly organized Federal
Reserve Board, and with other appropriate administrative machin
ery, such a provisioii might be safe enough, but under the system pro
vided in this bill, this section adds another dangerous provision to
the Federal Reserve Act.
Section 208 (1) provides the means by which Federal Reserve
notes are to be issued against the general assets of the Reserve banks
in addition to requiring the 40-percent reserve of gold certificates. I f
these assets were liquid, this provision would not be objectionable,
but since the way it is opened by this bill for admitting all kinds
of illiquid paper to the portfolios of the Reserve banks, this section
provides the way for converting illiquid assets into legal tender
paper money. This, of course, means inflation and is unsound in
principle.
Then the question may be raised as to why the Federal Reserve
notes are made legal tender for all purposes? When a money is
legal tender for aU purposes it can be used to pay all debts, public
and private. This means, literally, that these notes could be used
for lawful reserves and could be used to redeem any other currency*
It is intended that these notes shall be " lawful money " for reserve
purposes, thus converting a liability into an asset? This, of course^
is not a rational procedure, and yet this is what lines 22 and 23, page
46, really provides.
In contradiction to this, lines 24 and 25 exclude these notes from
the lawful money for reserve purposes in the Federal Reserve banks*
This means that the Federal Reserve notes are not permitted to fulfill
their functions as full legal tender money. The two provisions are
in direct conflict and should make clear the fact that it is irrational
to attempt to make Federal Reserve notes full legal tender.
This section provides, in lines 8 to 10, page 47, that the Treasurer
of the United States shall cancel and retire unfit Federal Reserve
notes coming from a source other than a Federal Reserve bank, but
it does not specify or provide any fund for such retirement. The
last sentence of this section lines 10 to 12, page 48, provides that
notes unRt for circulation shall be returned by the Reserve banks
to the Comptroller of the Currency for cancelation and destruction.
Just why both the Comptroller of the Currency and the Treasurer
of the United States should be involved in canceling un6t notes is
not clear.
This bill abolishes the 5-percent redemption fund with the Treas
urer of the United States. It also permits one Reserve bank topay out the reserve notes of other Reserve banks without any penal
ties, and in this manner one of the factors forcing a retirement o f
these notes is removed. There appears to be no good reason for re
pealing either of these prevailing requirements. The omission of the
latter requirement merely serves as another means of inviting a looser
type of banking. The omission of the redemption fund may be due
to careless bill drafting.
Section 208 (2) reyeals careless bill drafting in the fact that care
was not taken to strike out all words which should be deleted. For
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example, in the second line following the last deletion the words
"o r subtreasuries" appear again and are permitted to stand by
this repealing section.
Section 209, which permits the Federal Reserve Board to change
the Reserve requirements of the Reserve banks as they see St, is
a dangerous weapon to put into the hands of a politically dominated
board. The preceding sections of title II of this bill, combined with
this section, make it possible for the Board to pack Government
securities and other illiquid paper into tThe portfolios of the Federal
Reserve banks until the surplus reserves are exhausted, and then the
reserve requirements of member banks can be reduced, thus per^
mitting the Board and banks to proceed with their inflation with
out let or hindrance. The provision that the reserve requirements
of these banks may be changed" in order to prevent injurious credit
expansion or contraction " is merely the statement of a pious hope. It
would mean nothing in the hands of &politically controlled Reserve
Board.
Section 210, stipulating conditions under which member banks
may lend on real estate, nies in the face of all practical experience
with such loans by commercial banks. Provisions for such loans
should be restricted, not enlarged. To raise the percentage of the
value of the property for lending purposes from 50 to 60 percent
is unwise, as is the 75-percent provision for loans amortized within
20 years. To raise the limits of such investments from 50 to 60
percent of time and savings deposits and from 25 to 100 percent of
the bank's capital and surplus is a brazen denial of the value of our
past experience with such loans.
In lines 13 to 18, page 50, in which the real-estate loans are in
sured by the provisions of title II of the National Housing Act,
all restrictions appear to be removed. The answer to this is that in
sound commercial banking the question of the proper type of loans
is not one of insurance and ultimate liquidation but one of maturity
and immediate liquidity.
Thus, we see in title II of this bill a multitude of illustrations of
the dangerous banking philosophy held by the advocates and authors
of this bill. It must not be passed. It is extremely dangerous. The
conceptions underlying it run counter to the best opinion on central
banking. If I may say it in that connection, I would like to remind
the committee that 66 of the leading monetary econotnists of this
country, men with established reputations on that particular thing,
came out in support of this contention I have just made. I should be
glad to submit a list of those people to the committee.
The bill is another, and pr&bably the most brazen, daring, and
dangerous attempt of politically minded planners to increase their
destructive and devastating hold on business enterprise in this coun
try. There are no sound defenses that can be afforded for the bill.
If its advocates insist that they have the welfare of this Nation at
heart, let them prove it by submitting the bill to a national commis
sion of experts for analysis.
The authors of this bill Would hot fisk such an analysis. What
they want is not betted central banking but more political backing
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by political planners. They want to build a bigger and better
political machine. Professions to the contrary are annihilated by the
sections of this bill which provide the means desired by the political
planners, and which are in harmony with the immature and muddled
notions regarding principles of money and banking expressed from
time to time by the chief backers of the type of proposals incor
porated in this bill.
No person well trained in the principles of money and banking
could examine the theories set forth by the present Acting Governor
of the Federal Reserve Board in his testimony before the Senate
Committee on Finance in its investigation of economic problems in
February 1933 without perceiving the dangers in this bill and the
dangers in having our Federal Reserve System, as amended by this
bill, administered by an ofBcial holding such views.
In that testimony is revealed a confusion of understanding as to
the causal relationship between the currency supply and a sound
business recovery; in that testimony the currency is held responsible
for conditions which can only be traced properly to the maladjust
ments created by the World War. There is advocacy of the issue
of Rat money, of currency manipulation to raise the price level arti
ficially, and it is even proposed that money be given away. There
is revealed an appalling lack of understanding of the nature and
consequences of inflation; moi^e inflation is recommended to correct
the difRculties caused by inflation. Economic planning is an obses
sion, and it is proposed to use the Federal Reserve System to make
such planning effective.
These disconcerting facts are pointed out, and I say it With all
deference, because this bill apparently has been drafted for the pur
pose of providing the means by which these unsound and dangerous
theories of money and of banking and of currency control can be
thrust upon the people of this Nation.
If this bill becomes law I believe only the most providential good
luck will prevent this country from suffering severely as a conse
quence.
I Rrmly believe the best interests of the people of this Nation are
served by registering as vigorously as one can his protests and ob
jections to this bill. It was born m secrecy. No known or trusted
experts attended its birth. Its parentage is hidden largely in ob
scurity and anonymity, although the Acting Governor of the Reserve
Board, in his Columbus, Ohio, address of February 12, 1935, speaks
of what " we propose " in referring to the changes provided by the
bill. It reveals traits found in political and economic concepts alien
to the best principles of central banking and the best traditions of
the people of this Nation. It is an un-American, unsound creation
that must never be permitted to Bad its way into our statute books.
The CHAIRMAN. Professor Spahr, are you satisfied with the existing
economic status in the United States!
Dr. SpAHR. Not at all.
The CHAIRMAN. What Would you do about it!
Dr. SPAHR. I would give business a chance to recover.
The CHAIRMAN. What yAu mean is you would do nothing!
Dr. SPAHR. That is not what I mean at aH.
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The CHAIRMAN. I f I understand yon, if things were left alone, that
would be the case.
Dr. SPAHR. I said I would give business a, chance to recover, and
would make every eRort to cooperate with business, and would en
deavor to remove all dilBculties in the way of recovery. I would give
them every encouragement to believe that we are going to give them
a sound currency at the earliest possible date, and not obstruct
recovery.
The CHAIRMAN. Do you think that that assurance would cure the
situation 2
Dr. SPAHR. I would not say it would cure it, but it would be an
encouraging factor.
The CHAIRMAN. Doctor Spahr, I think most of us in this country
are interested in a cure, and not an encouragement or promotion of
helpful tendencies. Some of us would like to Rnd a cure, if we could.
Have you anything to suggest as a cure!
Dr. SPAHR. Yes; I think so.
The CHAIRMAN. Besides giving business a chance, something that
would cure the situation!
Dr. SPAHR. I think, so far as money and banking are concerned,
that the cures that can be exercised are the cures to use when business
is expanding; but when you come down into a depression, there is
very little the Government can do except to cooperate and encourage
business to come back. Very little can be done through money and
banking. They are merely the machinery to provide an easy means
of exchange for business, and the sooner it is done the better it works.
The CHAIRMAN. What I am directing your attention to is this:
You are an expert in this Reid of study, and we are practical lay
men, representing the public, and in an oCicial capacity are looking
for practical results. We want to Rnd some way out, if you can
tell us how to Rnd it.
Maybe you are right, if you say that is what should be done,
that we should do nothing; that may be true.
I am only undertaking to get your view.
If you 8%y We should do nothing, I am glad to have your opinion
about it. But if there is anything we could do I would like to have
you point that out.
Dr. SPAHR. I would not say we should do nothing. I say if
we would do all we could to help business it would encourage busi
ness men tremendously. I want to emphasize this point, that there
seems to be some confusion in the banking bill regarding the relation
ship between currency supply and recovery.
The CHAIRMAN. You have pointed that out in your preliminary
statement.
Dr. SpA H R . Not as well as I would like to, because it would answer
your question.
The CHAIRMAN. I f it is an answer to my question, you may
proceed.
Dr. SPAHR. There are two types of rising prices. There may be a
sound rising in prices that accompanies a sound recovery, and that
is what people want. Then there m&y be a rise in prices due to
inRation. That is an ai^iRcial forcing up of prices. If you have
a sound rise in prices, the initial emphasis for that comes from the
business men, it comes from the prod!*ners who have been able to
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reduce their inventory cost to a sui&cient point to enable them to
resume operations at a proRt. Any Government program that en
ables the producers to put themselves in that position would generate
recovery.
I say there are two types of rising prices. The causal factors in
each case are different. The reactions of the country to these two
types of rising prices are different, and the economic consequences
are different. A sound rise in prices which accompanies a sound
recovery is generated by business men; it can not be generated in
any other way.
An unsound rise in prices is generated by currency inRation, and
the reactions of the country are different. The reaction of people
to a rise in prices generated by currency inRation is one of fear,
and the effect of depreciating the currency is in harmony with that
response.
The reaction to a sound rise in prices is one of conRdence. There
is increased production and increased purchasing power.
The CHAIRMAN. How would you bring about this sound method
of improvement?
Dr. SPAHR. I would do everything I could to restore our credit
to the sound basis it had before 1933. That would be one of the
Rrst things I would do.
Then I would remove every obstacle from the paths of business
men, such as the National Recovery Administration and any other
restrictive provision. I would do as much as possible to protect the
public, such as was done through the Securities Act. I would do
everything possible to make it easy for business men to start again.
The CHAIRMAN. But you have never yet told us a single thing
we should do afSrmatively. You are now telling us some things
that should be undone.
Dr. SPAHR. I think they would be aHirmative acts.
The CHAIRMAN. Insofar as they repeal this particular legisla
tion and terminate the endeavors to which you have referred.
Let me ask you this question. What had we done toward inRation,
or toward establishing an unsound currency, prior to these inRation*
ary developments from which you are suffering!
Dr. SPAHR. We had inRation without doing anything to provide
for it. We had a system that permitted it, because the Federal
Reserve Board and the bankers were all permitting it. It was the
general psychology in this country which encouraged it through
installment buying.
The CHAIRMAN. I am asking you what there wais in our banking
or money system prior to these developments that was unsound, or
that looked toward inRation. You say these evils result from inRa
tion. Had we had inRation before this trouble came!
D r. SpAHR. I would say the system, as constructed, permitted
inRation prior to 1929, you say, as I understand it, that that is your
date.

The CHAIRMAN* Your contention would be that we can never
cure the situation, or safeguard ourselves against a repetition so
long as there is a possibility of inRation, or the power to inRate
the currency in the United States. I f that is so, then would you
say our situation is forever hopeless!
127297— 36-------46
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Dr. SPAHB. I think you will always ha,ve inRation. That depends
on how you define denation. I would deSne inHation as being the
result from an expansion of purchasing power being in the country,
not backed by sufEcient resources or commodities to liquidate it.
The CHAIRMAN. What would you have done to make the develop
ment of such a situation impossible in the future?
Dr. SpAHR. You will never make it impossible; you can not do it,
so long as any individual can make a loan to another one.
The CHAIRMAN. Your contention is that these things are going
to happen.
Dr. SPAHR. No. You made a very extreme statement. You said
" cure." I say you cannot cure it.
The CHAIRMAN. Assuming that providence will lift us out of it;
what can we do to prevent a repetition?
Dr. SPAHR. I would just build a strong, sound money system and
banking system in this country.
The CHAIRMAN. Will you tell us how to do it? That is what
we want to know. Tell us what sort of a system you would have.
Dr. SpAHR. I would have an intelligent, strongly administered
central banking system; I mean a Federal Reserve Board; an intel
ligence, strong Federal Reserve Board operating under an act that
it simplified, and drafted in accordance with the best principles of
central banking, as we know them today.
Then I would encourage recovery, remove all the obstacles in the
country that are holding business men back, and then let recovery
start, before you start to put on your controls.
The CHAIRMAN. We were taught for a long time that the gold
standard would protect us and give us a sound money system in
this country, and we attempted to establish it and maintain it for
that purpose. We did maintain it, and while maintaining it,
everything collapsed.
Dr. SrAHR. But the gold standard was not to blame for what
happened.
The CHAIRMAN. I am not talking about who is to blame. I am
talking about preventives. The gold standard did not prevent it.
Dr. SpAHR. No.
The CHAIRMAN. So that will not save us.
Dr. SpAHR. N o; you are quite right about that.
A gold standard means that your currency is brought back to
something that is universally acceptable, and creates confidence and
facilitates exchange. Business thrives with a sound, and not an
unsound currency.
Of course, the gold standard cannot cause prosperity to return,
but it is a facilitating factor.
The CHAIRMAN. I f we ever get out of this situation, we would
like to prevent its recurrence, and the , gold standard cannot be
felled upon, because we tried it and it f ailed^
Dr. SpAHR. It will not cause it, but it will facilitate it.
The CHAIRMAN. We had the Federal Reserve System in opera
tion, which you might say was universally approved by bankets and
experts, and which we thought was the last word in banking^ and
which we thought would answer. But that did not save us*
Dr. SpAHR. No. I do not think anything could have sanred rue in
this country, no matter what you had.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 1 9 3 5

719

The CHAIRMAN. As I understand you, you are arguing right now
that we should leave things as they are.
Dr. SpAHR. No.
The CHAIRMAN. Then what would you have us do about it?
Dr. SPAHR. I have said that we should have a strong, sound money
and banking system, because that will facilitate recovery.
Mr. CRoss. Tell us what that is, in specific terms.
Mr. HANCOCK. Doctor, Spahr, are you not in effect advising us
to go back to the Hoover financial policies?
Dr. SpAHR. Not at all.
The CHAIRMAN. You mean really to stay on the Hoover policy.
We have not been off of the Hoover policy so far as the banking
system is concerned.
This administration inherited a banking system which had been
universally approved by bankers and everybody else in the United
States, and which everybody told us was all right. That is so, is
it not?
Dr. SPAHR. I think I can answer your question.
The CHAIRMAN. Is not that true ?
Dr. SPAHR. No; I do not think so.
The CHAIRMAN. I thought it was.
We all remember quite well when we were passing the Federal
Reserve Act that Congress was deluged with the same arguments,
the same contentions and the same views as to that proposal that
you are offering us now with respect to the actions proposed in this
legislation.
Dr. SpAHR. No.
The CHAIRMAN. But later I had always understood that the pas
sage of the Federal Reserve Act and its operatioh had met with
general approval.
Dr. SPAHR. May I answer you in this way: You can take any
type of banking system that there was in' existence in the world ;
they all went down in the crash. Regardless of the form of gov
ernment, or of the type of banking system, they all went down.
That ought to prove something. It proves that the banking sys
tems were carried down in a great catastrophe which resulted from
the conditions which resulted from the war. To blame the gold
standard for what happened then is irrational.
The CHAIRMAN. I am not saying the gold standard was responsi
ble for it. What I am attempting to say is that the gold standard
did not prevent it.
Dr. SPAHR. Certainly not; everybody ought to know that. You
cannot get any monetary system of that sort that can prevent it.
The CHAIRMAN. That comes back to what you said.
Dr. SPAHR. You can do some very unwise things.
The CHAIRMAN. Nobody will dispute that.
Dr. SPAHR. A lot of it was caused by the fact that we had already
suffered from the preceding inflation. A sound medium of exchange
is just a facility in doing business. It will not cure anything or
prevent anything.
The CHAIRMAN. Every man attempts to tag that description, tie
that on to his particular plan; whatever he favors as a currency
system, he calls " sound,"
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We had a man before this committee the other morning whose
views are as far from yours as the East is from the West, and he
insisted his plan was " sound."
Dr. SpAHR. I think this committee thinks perhaps that I am a
Republican; but I am not advocating a return to the Hoover policy.
The CHAIRMAN. I f you will Snd us a remedy, God bless your
soul, we are for you, and you may advocate anything or anybody
you may wish politically, if you will tell us how to remedy this
situation that distresses us.
Dr. SpAHR. I was going to answer some questions that were asked.
I am interested only in presenting the economics of this proposition,
and I think your practical experience will tell you whether what
I say is true or false. I am glad to be put on the carpet.
Air. GOLDSBOROUGH. Nobody is putting you on the carpet.
The CHAIRMAN. Insofar as the party you voted for is concerned,
that does not make any difference; we do not know how to remedy
the situation. The fact that you voted with us, if you did, in 1932,
does not in any way assure us that you know just what we ought
to do.
Dr. SpAHR. I think all of us know from experience^ sometimes,
what is the best thing to do. I feel that the best thing you can
do in the way of a stimulant is to remove the barriers to recovery,
because I will say that we have learned from experience that the
best thing is to let nature take its course.
We have a tremendously complex economic system that is made up
of individuals, each pursuing the object of his own interests, to
get, all of them and individualy, all they can, trying to make a
living. That is the object, to get an income, and you must bear
in mind that the impetus that generates recovery comes from the
operations of people working ana tiying to make a living.
They will not do those things if there is any doubt about the
currency, and if there are any undue obstructions placed in their
path, and the thing to do is to make it as easy for them as possible
to make it possible for them to reduce their cost inventories and mar
ket their goods.
The CHAIRMAN. How would you do that!
Dr. SpAHR. I would say that the National Recovery Administra
tion has deterred us. That ought to have been removed, That is
an obstruction which adds to the diEiculties.
The CHAIRMAN. Would you say, when a man has pneumonia, and
the doctor comes in and gives him 10 drops of medicine or gives him
20 or 25 drops when he should have given him 10, that that is the
cause of the pneumonia!
Dr. SpAHR. No; I would not say that,
The CHAIRMAN. You are just pointing out the trouble, but you
are not telling us what we can do.
Dr. SpAHR. I am telling you that the principal thing is simply to
remove every obstruction you can take away, to aid business recovery.
Mr. REILLY. Name some of the obstructions.
Dr. SPAHR. The National Recovery Administration is an obstruc
tion.
Mr. REILLY. What are the barriers that you think ought to be
removed!
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Dr. SPAHR. Anything we have that increases the cost that the busi
ness man has to pay.
Mr. REILLY. Do you want us to go back to where we were when we
adopted the National Recovery Administration?
Dr, SpAHR. So far as business men are concerned, yes, I do.
Mr. REILLY. Do you expect us to entertain the desire that we will
go back there and stay there, and accept that situation?
Dr. SPAHR. Yes, I think it would be a very good thing. But you
will not cure that situation because that did not cause the depression.
Mr. SissoN. Is there anything that has been done since the 4th of
March 1933, of which you approve ?
Dr. SPAHR. Yes; I approve a good many things.
Mr. S isso N . You do not approve of the Securities Act, do you!
Dr. SpAHR. Yes, sir; I do, although I think it is too stringent.
Mr. FoRD. Do you think that the Reconstruction Finance Corpora
tion was a constructive measure, and that it has done any good!
Dr. SPAHR. Yes; I think so.
The CHAIRMAN. Let me ask you about the Reconstruction Finance
Corporation. I had a little bit to do with that, under a former ad
ministration, with which I cooperated, and I accept my share of the
responsibility for what was done.
Do you think that the principle of the Reconstruction Finance
Corporation legislation was sound?
Dr. SpAHR. Yes; Ido, in general.
The CHAIRMAN. Do you believe that the Government should open
the Treasury doors and supply funds for private business and private
institutions, when they 6nd themselves in need of it?
Dr. SpAHR. That is a pretty broad statement. I could not go
that far. I would put it this way, that when you get into a panic,
people become panic-stricken. They toss properties overboard in
an irrational manner, much more so during a period of depression
than during boom times. Therefore I think that the Government
can do a tremendous amount of good by stepping in &nd holding
upproperties until they get their bearings.
The CHAIRMAN. There is no doubt in the world that many of us
could become great Bnancial leaders for a while, if you would give
us access to the Treasury of the United States.
Dr. SpAHR. But I understand-----The CHAIRMAN (continuing). But I am going to state for this
record now that I think a resort to the Treasury of the United
States for the support of private business does not represent leader
ship. It represents a breaking down of leadership.
Dr. SpAHE. I understood that nearly all of the funds loaned are
being paid back.
The CHAIRMAN. That is not the question.
Dr. SPAHR. That is why I made my statement.
The CHAIRMAN. That involves a question only of who is a good
judge of securities.
Dr. SPAHR. I implied that.
The CHAIRMAN. But the business leaders of this country upon
whom we had to rely, to some extent at least, for guidance and coun
sel stood by and watched the developments that brought us to the
brink of ruin, and then, after the greater part of the country had
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already been destroyed, those remaining had power enough and in
fluence enough, and were smart enough to come to Washington and
persuade us to open the doors of the Treasury of the United States
to save them and enable them to carry on.
You say that is right, as I understand you.
Dr. SPAHR. I think so, but I am using your own words. If they
made loans that could be repaid, I cannot see why it is not sound.
Mr. GOLDSBOROUGH:. The loans will be repaid only by boosting the
market, and the little fellow who failed before that time had no
such help.
Dr. SPAHR. That is true.
Mr. GOLDSBOROUGH. But the railroads, the insurance companies,
and the banks will gain by it.
Dr. SPAHR. I woidd say that it proves its soundness if all borrowers
repaid.
Mr. GOLDSBOROUGH. In the judgment of many people, the country
would be better off if the railroads had been running under receiver
ships years ago.
The CHAIRMAN. Your idea is that instead of attempting to leg
islate now, we should defer it, or make further studies!
Dr. SPAHR. Yes, as to title II.
The CHAIRMAN. And gather further experience!
Dr. SPAHR. Yes, sir.
The CHAIRMAN. I want to ask you this question: Suppose that
we had adopted this philosophy on the 5th of March 1933!
Dr. SpAHR. Conditions are different. It would not have done in
1933.
The CHAIRMAN. That was one time when it was necessary for
Congress to meet and act!
Dr. SpAHR. Certainly.
The CHAIRMAN. When business recognized that necessity!
Dr, SPAHR. Yes, sir.
Mr. RmLLT. Since this panic began, is it not a fact that there have
been two schools of thought in this country as to how the country
was to get help! One was to do nothing, just to sit still and let
the laws of economics run their course, as in former panics; and
the other was that it was an extraordinary industrial and financial
break-down, and unless the Government afErmatively did some
thing to help the industrial world to get back on its feet again,
we were in for a terrific economic and financial crash!
Dr. SpAHR. Those were two of the schools of thought, but there
is also another one.
Mr. REILLY. Which one do you believe in!
Dr. SpAHR. I do not believe in either one of those.

Mr. RBiLLY. What is your school of thought!
Dr. SPAHR. I say that the Government can do certain things, and
certain overt acts should be undertaken by the Government. It
does not mean to go back to the Hoover Administration, or to do
nothing; it does not mean that at all. I have supported the Recon
struction Finance Corporation, and I would support the Securities
Act, with slight modifications, and I think that the National Indus
trial Recovery Act has some good features in it, but the restrictive
measures on business, I think, should hava been scrutinized carefully
and minimized and removed, if possible.
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The emergency measures on money are very sound and necessary,
and a whole series of things that should have been done were done,
which I approve heartily, but I do not know of an economist of
reputation that would fall in the first class that you mention, to do
nothing and go back. That is a common thing said by those who
wish to inRate the currency to those who oppose it; they say, " You
wish to go back and do nothing." They think that that is an effec
tive and squelching answer, but the real answer is that we do not
wish to go back, but we wish to remind you that the best way to
come out is to have a sound currency, in which the people have
conRdence.
M r . FoRD. What is a s o u n d c u r r e n c y ?
Dr. SpAHR. One in which people have conRdence.
Mr. FoRD. That answer does not explain it. Tell us what it
means.
Dr. SPAHR. It means a, currency that is convertible into some
thing that has universal acceptability. To me that means the gold
standard.
The CHAIRMAN. I believe you say that you approve the legisla
tion on the subject of banking and currency in the nature of
emergency acts passed during the early stages of the present
administration?
Dr. SpAHR. Yes.
The CHAIRMAN. That is what I understood you to say you mean.
Dr. SpAHR. Yes.
The CHAIRMAN. That you approve of that legislation.
Dr. SpAHR. It depends on the speciRc acts, ot course.
The CHAIRMAN. In other words, take the Banking Act, by which
we authorized advances to be made by the Federal Government
upon "sound securities." Do you approve that!
Dr. SpAHR. Yes, as an emergency measure.
The CHAIRMAN. We authorized the Government to issue Federal
Reserve bank notes against the assets of banks.
Dr. SpAHR. I approve that as an emergency measure.

The CHAIRMAN. We even extended that to State banks finally.
Do you endorse all of that ?
?
Dr. SpAHR. I think so, as an emergency measure.
The CHAIRMAN. Is not that substantially what we are trying to
do in this bill ?
Dr. SPAHR. No, you are not.
The CHAIRMAN. Would it not have been better, if there is any
vitrue in that legislation, if we had had it on the statute books,
without waiting until every bank in the United States had closed
its doors and the whole economic structure had collapsed ! Would
it not have been better if we had anticipated that trouble!
Dr. SpAHR. Yes.
The CHAIRMAN. That is what we are trying to do in this bill.
Dr. SpAHR. No; y o u are d o i n g more than that.
The CHAIRMAN. We may be doing more than that, but we are
trying to do that. ,
Dr. SpAHR. I said in my statement that some of those provisions
to serve as emergency measures are safe enough if the banking
system were &nonpolitical system.
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The CHAIRMAN. I read that in your statement, and I recognize
the basis for the ideal that you have in mind with respeet to free
and independent control of our banking and currency system, but
how will we get under the Constitution of the United States? How
will you get away from the right of the people of this country to
change administration every 4 years by electing new oBicials and
new Representatives in Congress to run the Government ?
Dr. &PAHR. You can set up any type of board you please.
The CHAIRMAN. Yes; you can set it up and then tear it down
when the next administration comes in, but there is not any way,
as I understand the situation under our Constitution, by which we
may set up any board for a life tenure or in perpetuity and turn
the country over to them.
Dr. SPAHR. Canada has done it; why can't we do it? They
leave their system alone*
The CHAIRMAN. We have a dilferent system from Canada.
Mr. CRoss. And the Constitution here says that Congress shall
regulate the value of money, and every Congress can come in here
and change the previous idea.
Mr. SissoN. We cannot take away from the President the power to
remove the members of the Federal Reserve Board.
Dr. SPAHR. You do not have to give it to him, either.
Mr. HoLLiSTER. He has not got that today.
The CHAIRMAN. You would not contend that we cannot pass a
law to abolish the Federal Reserve Board?
Dr. SpAHR* You can do anything you want to.
The CHAIRMAN. So that there is no way on earth, under our
Constitution, by which we can set up a perpetual control free from
the wishes of the people of the United States and their will as
expressed in Congress.
Dr. SpAHR. It can be done as far as human beings can do it, if
you will try to do it.
The CHAIRMAN. We can make a pass at it and say that we have
done it.
Dr. SpAHR. You can develop traditions of sound central, inde
pendent banking, and frown upon all of these attempts by the
political party m power to keep tinkering with the most delicate
mechanism that we have. Unless we start to try to make it go, it
never will be done.
Mr. GOLDSBOROUGH. Do you know that this so-called "sound
system of central banking " that you are talking about is the creation
of private bankers, who created that system for their own private
purposes? That is certainly common knowledge. It began with
the goldsmiths, in London, in 1794, and comes down through the
Rothschilds and the great banking houses in this country.
Dr. SpAHR. I would say that the Bank of England has demon
strated, as a private institution, the finest traditions and the Bnest
banking of any Rnancial institution or system in the world.
Mr. GOLDSBOROUGH. It may be the nnest system in the world,
although in my opinion it is not as 6ne as the French system, but
any system that we know anything about is not the creation of
society, but the creation of a class.
Dr. SpAHR. But they are all regulated by the gote^nment.
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Mr. GOLDSBOROUGH. Oh, no; the Government in England has
been in control of the banking system. The Government of Great
Britain is almost completely under the control of the Bank of
England.
Dr. SPAHR. What about the Banking Act of 1844? Was not that
drafted by the British Government to regulate the bank!
Mr. GOLDSBOROUGH. It may have been drafted for that purpose
just as we draft laws for certain purposes in this country, but just
as this country is measurably and very substantially under the con
trol of the bankers, the Government of England is more under the
control of bankers.
Now, there is no use talking about an ideal banking system being
created by those whose interest it is not to have an ideal banking
system, because an ideal banking system is one created and run in the
interest of the whole public.
Another thing I think you failed to distinguish is the function of
banking from the function of creating the people's money. Under
the Constitution of the United States, Congress is given the authority
to issue money and 8x its value.
Nobody else is given that power under the Constitution. Under
our system, up to the present minute, that authority to issue money
and to regulate its value has been delegated to a private institution,
the banking institution of this country, and they have been almost
the sole managers of that up to this time.
Now, it can be said that this control has been partially taken
away by the control that the Government has over the rediscount
banks, the Federal Reserve Syetem, but when you take into considera
tion the fact that the member banks can expand the money they have
in their reserve on an average of ten times without violating the
law, you will see that, as a matter of fact, the member banks create
monev just as the Federal Reserve banks do.
S o l say that it is not, in my judgment, sound to base your concep
tion of a central banking system on banking systems winch are the
creation of private interests, not the creation of society.
Dr. SPAHR. Did not the Government create the Federal Reserve
System.
Mr. GOLDSBOROUGH. The laws of the United States created the
Federal Reserve System.
Dr. SPAHR. Surely.
Mr. GOLDSBOROUGH. But the Federal Reserve System, up until the
present minute, is controlled by the member banks, that is, the
Federal Reserve banks are, because the majority of the members of
the boards of directors of the Federal Reserve banks are elected by
bankers, and every Federal Reserve bank in the United States up
until the present moment has been dominated and controlled by the
great banks of New York.
Dr. SPAHR. And the Board is impotent, powerless!
Mr. GOLDSBOROUGH. It has been impotent, or acquiescent. Maybe
the future will be brighter.
This bill, with the amendments suggested by the acting Governor
of the Federal Reserve Board, is an attempt to take that control of
the Federal Reserve System away from the banking system of the
country and to place it under the control o f society. It does not
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do it perfectly ; it is not what I want, but it seems to me to be a
distinct advance.
' Dr. SPAHR. May I answer that ?
Mr. GOLDSBOROUGH. The amendments suggested to this act by the
Governor of the Federal Reserve Board contain a provision which
makes the Board, which controls open-market operations, the chang
ing of the discount rates, and the raising and lowering of reserves,
consist of all of the members of the Federal Reserve Board.
Now, of course, that suggestion is not in the bill, but it is suggested
by him and it comes just as much from the administration as the
bill itself.
Another suggestion which the Powers makes it that when the
Governor of the Federal Reserve Board is removed, he shall not
cease to be a member of the Federal Reserve Board. That is taking
away from the President the power to change the Federal Reserve
Board.
Dr. SpAHR. I think that is wise.
Mr. Caoss. I would like to ask him a few questions.
Mr. HouJSTER. Did he want to answer Mr. Goldsborough's
question ?
Mr. GOLDSBOROUGH. What I asked him is how he built up his con
cept of what a central bank should be on the past experience of
the countries whose central banks have been built up by the bankers
themselves.
Dr. SpAHR. I say that the lessons of central banks are unquestion
ably these, that the farther removed the central bank is from gov
ernment domination, provided that it is operating within a sound
organic act, the better it is for the country concerned.
Mr. GOLDSBOROUGH. Give us an example of what you are talking
about.
Dr. SpAHR. England, France, Germany before the collapse, and
Sweden which has a Government-owned bank, have a system that
keeps the bank independent of Government meddling. They have
even protected that, which is a Government-owned institution,
and— —
Mr. GOLDSBOROUGH. Do you mean to say----Mr. H o L L iS T E R . L e t h i m R n i s h .
Dr. SpAHR. The lessons of central banking are unquestionably
that wherever a government has reached in to control the central
banking system, you control your whole economic system. You can
bleed your system white—that is, a dictator can.
Mr. GOLDSBOROUGH. Just give us an instance of inRation—that
is always the resort of all those who believe in things as they are—in any country in the world through all history that has had a stable
government at the time of inRation.
:
Dr! SpAHR. My deRnition of inflation, Mr. G^ldsborpugh, was one
that I choose to stick to, and therefore I say! that you have inRation
all the time to some degree.
^
Mr. GOLDSBOROUGH. Do you mean to say.that we hav& had inR&tion
between 1939 and the present time inithi&jcouj&try!
;
! Y
D r. SpAHR. Yes, sir ; I do* Did you notice how I; deRned it? ! - With bankruptcies goiBg on oveh theioouRtryt
*<Dr.SBA3B^ yes^-sir.':
o;
-./Juinv,
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Mr. GOLDSBOROUGH. With the debtors unable to pay their debts,
and the producers unable to produce enough to pay their taxes/you
say there is inflation in this country now?
Dr. SPAHR. Shirely. Did you notice my definition ?
Mr. GOLDSROROUGH. Well, you can state your definition, sir.
Dr. SPAHR. I say that inflation prevails or results from the exten
sion of purchasing power, either in the form of money or credit,
which is not backed by sumcient reserves or commodities to liquidate
it.
Mr. GOLDSBOROUGH. I want to know if you can give us an instance
of that ever occurring in any government that was stable.
Dr. SpAHR. It is always occurring in any country, stable or
unstable.
Mr. GOLDSBOROUGH. The instances that we have been given here
in this committee, if I can give them briefly, are the instances of
Germany after the war, the instance the French assignats issued
some time during 1796 and for several years thereafter, and the Con
tinental money. What other instances have you? Those were all
instances where the government was unstable, and nobody knew
what was going to happen.
Dr. SpAHR. We had more inflation from 1923 to 1929-----Mr. GOLDSBOROUGH. In this country ?
Dr. SpAHR. Surely; that is what caused the collapse.
Mr. GOLDSBOROUGH. Do you mean to say that the supply of money
during that period was increasing more rapidly than our productive
capacity!
Dr. SPAHR. Than the productive capacity justified.
Mr. GOLDSBOROUGH. Was the difRculty in our productive capacity,
or in our ability to distribute what we could product?
Dr. SpAHR. Both.
Mr. GOLDSBOROUGH. Do you mean to tell me that there has ever
been a time in the history of this country when we had produced
more than we could consume, provided that our people had the
buying power?
Dr. SpAHR. I think that your statement is quite accurate.

Mr. GOLDSBOROUGH. What do you say!
Dr. SPAHR. I would say no to your question. I agree with your
point of view there.
Mr. Goldsborough, I think that I can simplify answering you, so
that you will not have to ask me so many questions, which are all
pointed in one direction.
My definition of inflation means that anybody that goes to a bank,
for example, and borrows can have his purchasing power inflated.
I f I think that I am going to engage in a profitable transaction,
I will ,go to the banker and I will say, " I would like to borrow $1,000
from the bank." If he thinks that it is a good idea, he lets ihe h(tve
that, and I engage in the transaction and and that I made a mistake ^
and only use $500. So I go to the bank and say, " I cannot pay
you ", and the bank thereupon takes a loss of $500j So in that case
my purchasing power was inflated by $500; that $500 was the
measure of inBation which took place.
'
We do not talk about inflation in this country unless the great
*nass of people get into that positioii-^and some individuals are
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there all the time—when they have overborrowed and cannot liqui
date. That is when we talk about inflation.
From 1924 and 1925 to 1929, a tremendous amount of installment
buying was taking place. People were getting a purchasing power
completely beyond what they could repay—and the stock market
crash was the final culmination of that—and then the liquidation
set in, and they began to pay for that inflation.
That is what I say to you, that there is always inflation, and we
were nearly misled from 1923 to 1929 by relatively stable price
levels.
Mr. GOLDSBOROUGH. I agree that we can never have any prosperity
where all of our money is based on debt, as it is in our present
system, and which seems to be the one that you desire to perpetuate
for all time.
Dr. SpAHR. I never said that, and I never implied that. There
is a virtue in defining deflation accurately.
Mr. GOLDSBOROUGH. I know perfectly well that installment buying
was one of the things that created this difBculty, and I know that
you cannot get away from installment buying. You cannot get
buying power in the hands of your people a*s a mass where your
money is created exclusively by the creation of a debt. It just can
not be done, because you cannot distribute buying power as fast
as the debt accumulates, and you are bound to have one of these
crashes right after the other.
Dr. SPAHR. There is one point that I would like to answer there?
and that is your assumption that you can put buying power in the
hand's of the people without puttting it in the hands of the producer
first. Consumer purchasing power comes from production, and
therefore your initial start is productive activity. You can not
start anywhere else.
Mr. GOLDSBOROUGH. That does not necessarily follow.
Dr. SPAHR. It does follow.
Mr. GOLDSBOROUGH. It does not, for this reason, that we have to
recognize in this country that we have an extremely mechanized
system. We have an electrified system which has taken away the
ability of the ordinary laborer to get work. We must recognize in
this country that we are the heirs of all the ages and that all of
our people are entitled to some of the results of modern invention.
Unless we do recognize that concept, we will have to go into a revo
lution sooner or later.
Dr. SPAEER. Mr. Goldsborough and Mr. Chairman, is it objection
able if I should ask a question!
Mr. GOLDSBOROUGH. No.
Dr. SpAHR. I made the statement that there is no place where you
can get consumer purchasing power except from production. You
said that that is not true. Can you tell me where consumers can get
it, except from production?
Mr. GOLDSBOROUGH. Of course, your question is that it has to be
produced before they can get it ?
Dr. SpAHR. That was my statement.
Mr. GOLDSBOROUGH. I did not understand you to mean exactly
that, because everybody knows that you cannot eat bread until it
is baked and properly prepared, but the point that I am making
is this, that we under our present system can produce more than
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our consumers can consume, given the buying power which they can
get under a system where our money is entirely created upon debt.
That is what I am talking about, that you cannot get buying power
into the hands of your people under a system where your produc
tion can only be created through debt.
Dr. SpAHR. Using deposit currency or evidences of debt as a
medium of exchange, it is merely the most economical means of
exchange that people have devised, and if your statement is true,
you would have to say that book credit is unsound. I f a woman
goes into a grocery store and receives book credit for something
that she has taken in there to exchange for groceries that she will
take later, that is unsound, if your statement is true.
Mr. GOLDSBOROUGH:. Maybe I can make you understand what I
have in mind by this statement: Suppose that the people became
properous, and were able to pay their debts; what would we do
for money in this country!
Dr. SpAHR. Whatever is sound, and generally acceptable.
Mr. GOLDSBOROUGH. Great God, man! Under our present system,
we would not have any money left, because all of our money is
based on debts, and when those debts were paid, there would be
nothing left.
Dr. SpAHR. You are mistaken, and let me show you why.

One day in 1919, in New York, the clearinghouse cleared over
a billion and a half of deposit currency and did not use a penny.
Now, all of those business transactions were liquidated because they
had a clearing mechanism for clearing deposit currency which is
the slickest, Rnest currency ever devised by human beings for the
purpose of liquidating debts.
Now, if your contention is true, then that credit extension is un
sound, and the question is merely one of whether it is sound or not.
Mr. GOLDSBOROUGH. Oh, no; all of the banks in the United States
have capital^ surpluses, and undivided profits of something less
than seven billion dollars.
Dr. SpAH R. Yes.
Mr. GOLDSBOROUGH. I f all of the banks' debts were paid that would
be all of the money that there would be in circulation^ would it not!
Dr. SPAHR. But the banks' debts will not be paid. That ig a
foolish assumption.
Mr. GOLDSBOROUGH. But that is not the question. The point is
this, that in this country we can have no permanent prosperity, for
this reason, that prosperity is indicated by the ability of a man, or
corporation, or what not to pay his debts.
Mr. SpAHR. Surely.
Mr. GOLDSBOROUGH. And my contention is that under a system
where your money is created by debt, as soon as you begin to pay
your debts, you cause another delation, because you destroy the
money in the country.
Answer that, if you can.
Dr. SpAH R. I c a n .
Ninety percent of our exchange is normally done by deposit cur
rency, which you say is debt. That means that we are exchanging
90 percent of our commodities, but if you stopped that sort o f thing
and reduced your medium of exchange down to just currency, how
many transactions could be carried on!
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Mr. GOLDSBOROUGH. That is exactly my opinion, that we have
to do our business with borrowed money. But there is another
way to do it.
Dr. SPAHR. On credit, surely.
Mr. GOLDSBOROUGH. You do not think it would be wise for Congress
to exercise its prerogative of issuing money and regulating its value
by putting money in circulation, whatever necessary, say, $250 per
capita or whatnot, and prevent the banks from lending money they
don't have!
Dr. SPAHR. I certainly do not think it would be wise.
Mr. GOLDSBOROUGH. And you also think that for Congress to
exercise its prerogative and issue money, and regulate its value, to
pay its debts would be forgery!
Dr. SPAHR. Yes, sir; I do.
Mr. GOLDSBOROUGH. Although the Constitution of the United
States gives Congress the power to issue money and to regulate its
value, you say that if it did that to pay o# the Government debt,,
it would be forgery!
Dr. SPAHR. Yes; I do; and I take it you saw my article!
Mr. GOLDSBOROUGH. I saw an article that you put in the Christian
Science Monitor, and it was scattered around in other newspapers
controlled by the, same influences. I also understood from my secre
tary that you had sent me an open letter. An open letter I never
read, because I know it is propaganda, and I did not see it until
this morning.
Now, I believe you are a member of the Economists' National Com
mittee on Monetary Policy, and that Dr. H. Parker Wills is also
a member of that organization!
Dr. &PAHR. Correct.
Mr. GOLDSBOROUGH. I have his book here, The Backing Situation,
a very recent book that you may be familiar with, published in 1934,
in which he says, at pages 43 and 44:
There is probably no country in the world in which there is a greater
approach to the real existence o f a so-called " money tru st" than in the
United States, nor is there any country in which there is less assurance o f
nonpartisanship and fairness in the extension o f credit in banks to individuals
or corporations.

Do you agree with that statement!
Dr. SPAHR. I do not know the basis of facts. I would say offhand,
no. I do not know what facts he based that on.
Mr. GOLDSBOROUGH. He, further, says this—and I thought that you
and Dr. Wills slept in the same bed as far as economics were
concerned.
REiLLY. They are twin beds, probably. [Laughter.]
Mr. GOLDSBOROUGH. Maybe you know more about twin beds than
I do. I do not know.
Mr. REILLY. The same room, but twin beds.
Mr. GOLDSBOROUGH. Another statement made by Dr. Wills in this
new book, The Banking Situation, which sheds a great deal of light,
is:
For many years it was the practice of the banking oomihURity to secure a
pigeonholing or ignoring ofnew legislation by the familiar methods of legis
lative obstruction and contpoL
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What do you think of that?
Dr. SPAHR. That is substantially accurate.
Mr. GOLDSBOROUQH. Do you tliink that the control of the money
ought to be left where it now is, in the hands of the bankers!
Dr. SpAHR. No; I do not like that statement.
Mr. GOLDSBOROUGH. Do you not think that it is in the hands of
the bankers now !
Dr. SPAHR. To 'some extent, yes; to a large extent.
Mr. GOLDSBOROUGH. What would you like to do with the money?
Who is going to control it if the bankers do not! You do not want
society to control it.
Dr. SpAHR. A metallic currency has to be controlled by the Gov
ernment, through the Treasury. The gold and silver certificates
would also have to be controlled through the Treasury directly.
The bank notes ought to be controlled through the central banking
mechanism.
Mr. GOLDSBOROUGH. Ought not the central banking mechanism to
be a governmental agency!
Dr. SPAHR. No.
Mr. GOLDSBOROUGH. A banking agency!
Dr. SpAHR. No.
t
Mr. GOLDSBOROUGH. Then what!
Dr. SpAHR. An independent body or board operating in the inter
ests of commerce, agriculture, and industry, regardless of individual
interests, putting the Government exactly on the same basis.
Mr. GOLDSBOROUGH. You think you want to sovietize your defini
tion and gay commerce, agriculture, and industry, or do you think
that you want to say it should be in the interests of society!
Dr. SpAHR. It should .be in the interests o f society, but put th<e
Government on exactly the same basis and treat it just the same,
because it is a borrower, too. It is not entitled to any more favorable
consideration than any ether borrower in the market.
Mr. GOLDSBOROUGH. Are you familiar with the bill which was
introduced in the last session, on; which a subcommittee of this com
mittee had hearings for about 7 weeks, called the monetary authority
bill!
Dr. SpAHB. I have seen it.
Mr. GOLDSBOROUGH. What do; you think of that sort of legislation?
Dr. SpAHR. Well, I think the fundamental philosophy underlying
the thing is wrong.
Mr, GoLDSBCRouan. I just thought you said th^t it was right, that
there ought to be an independent organization.
Dr. SpAHR. I am not &n authority on the details of that bill, but,
as I recall it, it provides the machinery by Which this Federal mone
tary authority can foroe the price level up by ibHation to any desired
price level that they think they wpuld l&e to have, as, for Example,
in 1926. Th6y *r6 going to eoiitcol the? currency And adjust it to
what this particular Federal monetary authority considers is a desir
able price level, largely with the idea^ as they say, to take the burdens
off of the debtors of the country.
The fundamental philosophy underlying th&t is false.
Mr. GoLnaa^oRouoH. It is faipe, %hea, la put the diCerent classes o f
society on a. fail* basis! In othe* wbr&; it ss f&lse to put the debtor
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on such a basis of relation to his creditor that he can pay his debt
and the creditor can receive the debt. We think that it is just as
much in the interests of the creditor for the debtor to be placed in
position of paying, as it is in the interests of the debtor himself.
Dr. SpAHR. So do I, but what you will do is to injure the very
people you think you are going to help.
The CHAIRMAN. It is 2 0 minutes past 12. I suggest that we come
back at 3 o'clock.
That will be all right with you, Professor?
Dr. SpAHR. Yes, sir.
The CHAIRMAN. We will meet at 3 o'clock.
(Thereupon, at 12:20 p. m., a, recess was taken until 3 p. m.)
AFTERNOON SESSION

(The recess having expired, the committee reconvened at 3:15
p. m., Hon. T. Alan Goldsborough, presiding.
Mr. GOLDSBOROUGH. The committee will come to order.
STATEMENT OF DR. WALTER E. SPAHR, PROFESSOR OF ECONOMICS,
NEW YORK UNIVERSITY— Resumed

Mr. GOLDSBOROUGH. Dr. Spahr, there are just one or two ques
tions that I wanted to ask, and then I will not take any more of
your time.
You spoke this morning of the remarkable facility with which
the banks manage the checking system and the clearing-house sys
tem, and I rather gatehred that you thought that system was an
incident of the creation of money by debt, and that if we created
money by any other process except through debt we would lose the
beneRt of that system. Is that your thought!
D r . SpAHR. W e p r o b a b ly w ou ld t o som e extent.

Mr. GOLDSBOROUGH. Why!
Dr. SpHAR. Because that is a clearing system for deposit cur
rency and not for bank notes.
Mr. GOLDSBOROUGH. I know you do not mean to say that if we
had, for instance, 100- or 50-percent deposit reserve that we could
not employ a checking system, do you!
Dr. SPAHR. But it is probably an extremely wasteful system in
the sense that you are going to have a 100-percent reserve against
your deposits when you consider that deposit currency throughout
a year is terriRc, in billions.
Mr. GOLDSBOROUGH. I understand, but if the Government or some
one else were to pay to die banks the probable charge for clearing
checks and doing what they do now, they could carry on with equal
facility as they can now, could they not!
Dr. SPAHR. But the fundamental conception, Mr. Goldsborough,
there, I think, is wrong in this sense, that the function of reserves
is to clear in the last analysis, and the better your clearing system
functions the better your medium of exchange functions. Now,
to set up a 100-percent reserve is simply to deny the functions of
your reserves. Reserves are daaring* Now, what banks do is
to substitute their credit, which is generally acceptable, for the
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borrower's credit, which is not, and then the law requires the bank
to keep a reserve in lawful money against those deposits to clear.
Mr. GOLDSBOROUGH. What is the difference, insofar as clearing
checks is concerned, whether the reserve is 10 or 5 or 50 or 100
percent!
Dr. SpAHR. Because what people wish is an exchange that will
take care of the transactions easily. They do not want money.
They want deposit currency. Ninety percent of our business is done
that way.
Mr. GOLDSBOROUGH. Do you mean to say that you cannot make
transfers by check, that you must use money? Do you mean to
say that you cannot transfer money by check if you have 100-percent
reserve!"
Dr. SpAHR. What is the point on the lOO^percent reserve! Of
course, you can do it by check, but you have 100 percent reserve
there of idle money. That is a wasteful system. That is my point.
Mr. GOLDSBOROUGH. That is a wasteful system!
Dr. SpAHR. Yes.
Mr. GOLDSBOROUGH. In your judgment?
Dr. SPAHR. Yes, in my judgment.
Mr. GOLDSBOROUGH. Yes, but I am asking you whether or not this
bank-clearing process, which is a process of banking mechanics, and
which is good, could not be carried on just as well under some other
reserve than under our present reserve of 13, 10, and 7 percent !
Dr. SpAHR. Oh, I think so.
Mr. GOLDSBOROUGH. Yes. Now, I notice here in your set-up of
your organization that Professor Kemmerer is one of your leading
members. Is that correct!
Dr. SPAHR. He is the chairman of the committee.
Mr. GOLDSBOROUGH. Chairman of the committee? What is the
name of it!
Dr. SpAHR. Economists' National Committee on Monetary Policy.
Mr. GOLDSBOROUGH. In December 1927 Professor Kemmerer said:
The world sooner or later must either learn how to stabilize the gold stand
ard or devise some other monetary standard to take its place. There is prob
ably no defect in this economic organization today more serious than the fact
that we use as our unit of value not a thing with a axed value, but a Rxed
weight of gold with a widely varying value. In a little less than a half a
century here in the United States we have seen our yardstick of value, namely,
the value of a gold dollar, exhibit the following gyrations: From 1879 to 1896
it rose 27 percent; from 1896 to 1920 it fell 70 percent; from 1920 to September
1927 it rose 56 percent. If Rguratively speaking we say that the yardstick
value was 36 inches long in 1879, when the United States returned to the gold
standard, then it was 46 inches long in 1896, 13% inches long in 1920, and is 21
inches long today.

Now, are you informed as to whether or not Professor Kemmerer
is still of the same opinion as he was in 1927!
Dr. SpAHR. I would not be competent to speak for him.
Mr. GOLDSBOROUGH. You do not know about that!
Dr. SPAHR. No.
Mr. GOLDSBOROUGH. That is all, Mr. Chairman.
The CHAIRMAN. All right. Mr. Cross?
Mr. CRoss. Doctor, you referred this morning to " sound money "
several times. Do you mean by " sound " a sound dollar, an honest
dollar!
127297--35------- 47
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Dr. SPAHR. Yes, an honest dollar.
Mr. CRoss. Do you Rgure that a dollar that will buy one particle
of all the things that are necessary to feed and clothe and supply the
comforts of the people today, that next year will double its purchas
ing power, where it will buy twice, and two particles of all those
commodities, sound?
Dr. SPAHR. Mr. Cross, let me answer that this way: The value of
money is a ratio between goods and services sold.
Mr. CRoss. Now, please answer that question; you know what I
mean without going off into a collateral discussion.
Dr. SpAHR. 1 will try to answer more briefly. You seem to lay the
responsibility on money, whereas it is the ratio of goods.
Mr. CRoss. No, I am not laying it on anything except the purchas
ing power of goods.
Dr. SrAHR. All right, I will try to answer another way. The
purchasing power of money should not be stable unless our economic
system is in a state of equilibrium between production and consump
tion.
Mr. CRoss. Then I will put the question to you like this. Certainly
money is affected by supply and demand, is it not ?
Dr. SpAHR. That is correct.
Mr. CRoss. Gold is just a commodity, is it not!
Dr. SpAHR. That is right.
Mr. CRoss. During the World War when 42 countries quit using
gold as money and we continued to use it as money, it flooded here,
did it not!
Dr. SpAHR. That is right.
Mr. CRoss. Until prices of everything shot up, because gold was
plentiful and the supply was plentiful, and its purchasing power
went down. Of course, we say prices go up. That simply means
the purchasing power of the money goes down. That is true, is
it not ?
Dr. SPAHR. But that was due to credit and not to the gold.
Mr. CRoss. Why do you say "credit", when those 42, countries
fought the war, and when they struggled to get gold, to get back to
using gold for money, that the demand became great for gold, and
of course, up shot its purchasing power, which is still a c o m m o d i t y ,
is it not? It is a commodity plus the statutory Rat money. It could
pay the debts, both public and private, but still it is a commodity
plus that artificial statement in the statute!
Dr. SpAHR. True enough, but I would not ignore the credit which
was responsible for 90 percent of it.
Mr. CRoss. I know we had the credit, but nevertheless it had a
tremendous effect Upon the question of credit, because credit, of
course, began to shrink whenever gold became dear, and people got
frightened, and it had an effect, and they had over here hundreds of
millions every week, the big birds who knew what was happening?
and everybody commenced getting frightened, the banks began to
burst. Naturally, it resulted from a throwing out of the gold, and
they commenced shipping it off.
Dr. SPAHR. What year are you talking about now?
Mr. CRoss. Well, along in 1930 or *32, and up to 1933; and the
President stopped it, and we passed an act stopping gold from going
out of the Treasury.
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Dr. SPAHR. But we did not have a collapse in 1929 because of any
scarcity in gold.
Mr. CROSS. No; not at that particular time, but they were trying
to get back. They were trying to get back on the gold standard in
other countries, those 42 countries, and none of them had tried to
go back, and they were struggling to get it. Do you not remember
mat?
Dr. SPAHR. We still had a surplus of gold in 1929.
Mr. CROSS. How is that?
Dr. SpAHR. We still had a, huge surplus of gold in the United
States in 1929.
Mr. CRoss. We did, I know; but the other countries were trying to
get it, and we got it over here, because it flooded over here when they
quit using it.
Dr. SpAHR. We had no restrictions on the out-movement of gold
in 1929.
Mr. CROSS. I know we did not. I know we did not. It commenced
to leave.
Dr. SpAHR. So gold could not have been responsible for the
collapse in 1929 in this country.
Mr. CROSS. We have got no measure for values. When you get to
length you have got a measure ; and, by the way, it took the world
*hundreds of years to get that measure. I f you remember, people used
to take three grains of barleycorn and used that for a long time, just
as they used to take when measuring other things, for instance,
heights. We had to use grains of wheat, and yet the world thought
that that was all right for a long time until finally they got down to
something, of course, exact and practical.
Now, we have got no measure of value, have we? You have got
a measure of the foot for length, you have got the pound to get
weight; you have got the cubic foot to get volume; but you have no
measure of value. In other words, we take a weight to get the
measure of value, do we not? We take so many grains of a metal
to measure value with?
Dr. SpAHR. I understand your point thoroughly, Mr. Cross. I
would like to answer it this way, if I may: I think it covers the
question. I understand what the fluctuation of the price-level means.
It means fluctuation in the value and purchasing power of the cur
rency, but there is no defense we can set up economically, of having
a stable price level unless our economic system is in a, state of
economic equilibrium.
Mr. CRoss. I did not ask you all that. I asked you whether we
had any measure of value.
Dr. SPAHR* Yes; but it fluctuates.
My. CRoss. No; our monetary unit.
Dr. SpAHR. It fluctuates.
Mr. CRoss. Certainly it does.
Dr. SpAHR. Yes.
Mr. CROSS. Well, when it fluctuates that is a dishonest monetary
nnit,isitnot?
Dr. SPAHR. But is the fluctuation due to the dollar or to the goods?
Mr. CRoss. It does not make any difference what it is due to. I
, * '
^
wer to a simple questibh. When it fluctuates
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Dr. SPAHR. Maybe the goods are dishonest.
Mr. CRoss. No; wheat makes Sour, the wool makes clothes, and
so on.
Dr. SPAHR. But value is a ratio.
Mr. CROSS. Just answer my question. If you borrow $1,000 from
A today, and when A goes to pay you back you he has got to psy
you back twice the true value of the things that sustain your lifre
and give you the comforts and the necessities of life, he is paying
you back m real values twice what he got from you, is he not ?
Dr. SpAHR. I understand that.
Mr. CRoss. Now, if $1 of wheat will do me for a lifetime
that is all I need, is it not?
Dr. SPAHR. That is right.
Mr. CRoss. So when that dollar changes in its purchasing power
all these things that supply me with the comforts and necessities
of life, the fellow from whom I borrowed it, or the fellow to whom I
loaned it is being " stung " because he has got to give me more in
true values, has he not ?
Dr. SpAHR. That is right.
Mr. CRoss. That is not an honest dollar, is it!
Dr. SPAHR. It m a y be.
Mr. CRoss. Well, I am talking experience. It is not, however,
now, in our practical experience, is it!
Dr. SPAHR. It may be.
Mr. CROSS. Well, it has not been, has it?
Dr. SPAHR. You are not accepting the notion of a radio. For
example, Mr. Cross, some businesses disappear entirely. As they go
down, the purchasing power declines and declines and declines.
They pass out. Now, they may say that the dollar is not honest
because their purchasing power is steadily declining. For example,
when the carriage business had to compete with the auto, the cariage
manufacturer could howl all he pleased about his declining purchas
ing power, it did not do him a bit of good; and the dollar was not
to blame.
Mr. CROSS. But there was a thing passing out, as an economic
change, going out of existence.
Dr. SPAHR. Yes.
Mr. CRoss. But you say now your position is that this weight of
gold is the best thing we can get yet, this one commdity to measure
all commodities, and as I have illustrated heretofore you put one
commodity over there, and we will call it the gold dollar, in one
bucket, and over here you put all property, lands, houses, and com
modities of every description, and you lay this chain there, we will
say, to pass around the pulley.
Now, this one commodity over here affects and reflects in price
all the commodities!
Dr. SPAHR. True.
Mr. CRoss. So when it goes up by reason of scarcity, or the
demand becomes great, which means it goes up in purchasing power,
down goes the other bucket, representing prices; and of course
when the demand for the gold supply becomes great it cheapens,
and up goes the price of everything. Of course, along with that,
now, you have got your credit proposition.
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Dr. SpAHR. Yes.
Mr. CRoss. Your check dollars, and that is one vf the most dan
gerous of inflations and deflations.
Dr. SPAHR. Right.
Mr. CRoss. The testimony here has been that you can control
your credit inflation by the levers of rediscount, raising and lowering
the Federal Reserve and open-market transactions, but we have
gone on, and the testimony here of Governor Strong and Governor
Harrison and Dr. Fisher and all those fellows who testified before
this committee heretofore, has all been that we can control inRation
but we are helpless when it comes to deBation.
Now, the proposition is to get a dollar, a monetary unit, what
ever you call your monetary unit, so that it will have the purchas
ing power on a stable level, and when taken in harmony with a
great number of commodities—of course, we use 784 down here, but
you could use 50. Do you not think, by taking the wholesale pricelevel of a number of essential commodities, and keeping your dollar
stable on that level, that it would be more honest than the dollar
we have got today?
Dr. SPAHR. Would you like to stabilize the price of it now at this
level ?
Mr. CRoss. No; but you could take any standard you wanted to.
I do not care whether you take '21 to '29, or '26, here, but that is
a question of taking that as a standard; but do you not think you
could take a standard where it would be higher than those, or lower/
and keep them on that line?
Dr. SPAHR. My answer it we should do everything we can to
stabilize the value of money when the price-level is in a state of
economic equilibrium. We should not try to stabilize the price
level now.
Mr. CRoss. But do you think that can be done!
Dr. SpAHR. It never has been done. I think we ought to try
however to do the best we can. We ought to set up every mechanism
we can devise to do it, when we reach a state of economic equilibrium.
Mr. CRoss. The testimony of Dr. Sprague and a number of others
here was that they came to the conclusion that they could; at least,
it ought to be tried, they thought it ought to be done; that hereto
fore they had no gold with which to go ahead. They, today, are
just like a ship without a rudder, and do you not think it can be
done!
Dr. SPAHR. I do not know. I think we ought to try, but notice
my qualification : We ought not to try until we reach a state of
economic equilibrium, and that will mean that we are going to
have, as business rises, a rise in prices. I want to see it. I think
most people want to see it. We ought to have it. It is the thing
that will accompany prosperity. Then, when we get up to a cer
tain level where we can see that our production and consumption
and the various factors of distribution are coming into harmony,
then we ought to begin to use everything that we can devise; and
most of that will be on credit, because credit does about 90 percent
of the business.
Mr. CRoss. Of course, we understand that.
Dr. SPAHR. And then see how well we can do it. Now, nobody
can say that we can do it. The best thing we can do is try.
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Mr. CROSS. Do you not think you could do it by raising and lower
ing reserves, rediscounts, and open-market transactions I
D r . SpAHR. I th in k i f y ou w o u ld low er reserves y ou w o u ld p re
cip ita te a collapse.
Mr. CRoss. You could raise th em , you m ea n ?

Dr. SpAHR. I meant to say raise. I f you raised your reserve you
would probably precipitate a pretty severe collapse* I think that is
a dangerous weapon.
Mr. CRoss. When inRation is going on as it did here in 1929, do
y o u not think it was a good idea to raise reserves ?
Dr. SpAHR. I do not know.
Mr. CRoss. Well, you just do not know!
Dr. SpAHR. I think raising the rediscount rates----Mr. CRoss. Now, you spoke this morning along this line. Are
you familiar with what England is doing now 2
Dr. SPAHR. In a general way.
Mr. CRoss. Do you know what she is doing with her so-called
" Serengaria?"
Dr. SpAHR. In a general way, I think.
Mr. CROSS. Is she not getting on a managed-currency proposition
with very little gold? Do you know how much she has got in her
reserves now?
Dr. SpAHR. No. I would have to look it up.
Mr. CRoss. A billion and a half. France has got Rve and a half
billion. We have got a billion, four hundred and ninety million.
Dr. SPAHR. From what has happened to her foreign-exchange
rates, now, I would not think her management was successful.
Mr. CRoss. Do you not think she is doing exactly what she is doing,
to get the advantage of the export trade?
Dr. SPAHR. I do not have any idea.
Mr. CRoss. I think every state and country will say she is.
Dr. SpAHR. I have not paid attention to that.
Mr. CRoss. Japan has got such a tremendous hold on it, and she is
trying to touch Japan and push her off the board, and we are sitting
here—do you think we should have devalued the dollar when we
did?
Dr. SPAHR. No.
Mr. CRoss. Do you think France was wrong when they devalued
the franc 80 percent!
Dr. SpAHR. No.
Mr. CRoss. You think she was wrong or right!
Dr. SpAHR. Right.
Mr. CRoss. Right? Why were we wrong, then, in devaluing the
dollar?
Dr. SpAHR. Because France devalued at inRation, merely to sta
bilize. We devalued not to stabilize, but to get more currency.
Mr. CRoss. Oh, is that what happened to France?
Dr. SPAUE. Yes.
Mr. CRoss. She did that to stabilize!
Dr. SPAHR. Yes.
Mr. CROSS. And we did it just to get more currency!
Dr. SpAHR. That is right.
Mr. CRoss. And what do you think about Italy and Belgium!
Belgium cut her belgas.
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Dr. SPAHR. To stabilize them.
Mr. CRoss. And now she is cutting them again, or fixing to!
Dr. SPAHR. She has not done it.
Mr. CRoss. I know; but the ministry has jut changed.
Dr. SpAHR. All of those devaluations in Europe were to stabilize
after inflation.
Mr. CROSS. Inflation! Why, they are deflated over there, as we
are.
Dr. SpAHR. Not when they were devaluing.
Mr. CRoss. When France devalued she was in a tremendous condi
tion of inflation; so were Belgium and Italy.
Dr. SpAHR. I remember Italy was.
Mr. CRoss. Well, Belgium is in distress, too, now!
Dr. SpAHR. That is since. She has gone through a depression
since that time.
Mr. CRoss. We are in a depression here; should we not devalue!
Dr. SPAHR. Because we devalued to force the price up. They de
valued to stabilize.
Mr. CRoss. Do you think it was to force the price level up, when she
cut her franc into five!
Dr. SPAHR. No.
Mr. CRoss. I f you owed me 1,000 francs over there, and they de
valued the franc about 80 percent, and cut 1 franc into 5, you would
pay me your franc by giving me 5 francs to pay off that debt, the
same as 1 originally?
Dr. SPAHR. I would like to put on record here that France's price
level was stable for 18 months before she devalued.
Mr. GOLDSBOROUGH. What she did was this, and this will go on
the record. Her internal debt was swamping her, and she devalued
for the purpose of cutting her internal debt down 80 percent. That
is what she did.
Dr. SPAHR. That was merely a recognition of what had already
happened.
Mr. GOLDSBOROUGH. Of course, she disregarded her debt. She re
pudiated her debt, that is all.
Dr. SPAHR. It was merely a recognition of what was happening.
Mr. GOLDSBOROUGH. Now, here we are in this country. I read a
table into the record the other day, in which the country is shown to
be loaded with debt. Debt cannot be paid unless there is a change
in the price level. It just simply cannot be done. We have got to
do one of two things. We have either got to raise our price level
to a point where the position of the debtor and the producer will be on
a plane with that of the creditor; we have got to do that, in order to
pay our debts, or else we have got to complete deflation and have
further bankruptcy in the country. Now, there are only two roads
to take.
Dr. SpAHR. Both those statements are wrong.
Mr. GOLDSBOROUGH. I assumed that you would say so, but at the
same time I still think they are are both right.
Dr. SpAHR. I can demonstrate the accuracy of that.
M r. HoLLisTER. H e can exp lain .

Mr. GOLDSBOROUGH. Of course, he can.
Dr. SPAH&. I f you raise & price level by inflation you impoverish
the mass of your people. Now, if you are assuming your debtors are
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the mass of the people, you are going to make them poorer. As
currency is inflated prices rise, people Rnd it more diiRcult to live,
and you can wipe your mass out.
Mr. GOLDSBOROUGH. You are talking about retail prices?
Dr. SpAHR. I am talking about the prices that people have to
pay for goods.
Mr. GOLDSBOROUGH. No, no. When you begin to inflate, the Rrst
thing you do is raise the price of your basic commodities, and when
you raise the price of the basic mommodities, then you furnish buy
ing power to those that produce the basic commodities; and when
you do that you allow your factories to start and give labor to the
people that buy the food and shelter, the clothing that they need.
That is the process. The process of inRation does not raise the
price level of the retail prices Rrst. It Rrst raises the prices of basic
commodities; and then the rise in prices of retail commodities is a
very slow process, which comes after the buying power of the public
has largely been reestablished. That is what happens.
Mr. HoLLiSTER. Mr. Chairman, might I ask one thing, and that
is that the witness be given an opportunity to talk? The witness
starts to answer and somebody interrupts him.
Mr. GOLDSBOROUGH. I do not think so.
Mr. HoLLiSTER. I think he ought to be allowed to make his
answers.
Mr. GOLDSBOROUGH. I did not interrupt him.
M r. HoLLiSTER. I think you did.
Mr. GOLDSBOROUGH. No.
Mr. HoLLiSTER. He was in the middle of a sentence.

Dr. SpAHR. The fact is that inRation in those European countries
practically ruined the masses of the people, which shows that their
buying power did not keep up. Now, debts are paid out of income
and not paid out of prices, and unless the rise of prices is sound
and is the result of being pulled up by increased purchasing power
of the people that are doing the buying, they cannot pay their debts
more easily; therefore, we are back to the question we were on this
morning. The point is, to have a sound rise in prices, not a price
level that is forced up by inRating the currency.
Mr. HANCOCK. Mr. Cross, may I ask one simple little question
right here ?
Doctor, if you can buy a bushel of wheat for a dollar today, and
next year you are able to buy 2 bushels of wheat for a dollar, what
has happened? Has the wheat done down or has the dollar gone

up?

Dr. SpAHR. We have only this way to answer that question: If the
index number of the price level is steady, we say the value of the
dollar has been changed and something has happened to the wheat
production, because the wheat output is simply one comodity as
against the dollar.
Mr. HANCOCK. Does the natural law of supply and demand play
any major part in that change!
Dr. SpAHR. It certainly does.
Mr. GOLDSBOROUGH. He says when a dollar is stable.
Dr. SpAHR. Your wheat output may have doubled.
Mr. HANCOCK. I am seeking information in good faith.
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Dr. SpAHR. The wheat output may have doubled. Now, we are
talking about the value of money changing. We are talking about an
average of all prices that compose the index number, and your wheat
supply may have increased or decreased, but whether your value of
money shifted or not, you have to look at your index number, and
that is something else.
Mr. HANCOCK. That is all.
Mr. CRoss. If you take, say, even 50 basic commodities, and if the
dollar next year will buy twice as much of those 50 basic commodities
as it did this year, then which one has shifted!
Dr. SPAHR. It is a ratio again, Mr. Cross.
Mr. CRoss. I know it is ratio, but which one has shifted ?
Dr. SPAHR. You cannot say.
Mr. CRoss. Now, you take 50 commodities. Here is a short crop,
because of rains, in production, and here on the other side, the other
part of the country raising something else, is a big crop, and so
among themselves they are working up and down, going this way
and that way, when you take the whole 50; but when you take the
average for the whole 50, and the dollar will buy twice as much the
next year as it does this year, which has shifted!
Dr. SPAHR. It is commonly said the value of money has shifted, but
the facts may be otherwise. That is, you may Rnd out the supply
of currency has not changed.
Mr. CRoss. We are not talking about the volume of currency. I
am talking about the purchasing power of the monetary unit.
Dr. SPAHR. But that is always a ratio.
Mr. CROSS. Yes; I know it is a ratio, but which has shifted, now,
supposing that for $1 I can now buy enough to take care of me all
my life, but next year it will not be enough!
Dr. SpAHR. When you see a see-saw, as you are looking at it one
ther goes down, and you say, which is seequestion.
Mr. CRoss. What I am trying to get is this: Here is one com
modity, the gold commodity; so many grains of it this year will buy
enough food to take care of me today, and next year it will buy
enough to take care of me all my life. Now. which one has shifted!
Dr. SrAHR. I say it is like the see saw. I cannot say. I cannot
answer your question, in one respect. When we started liquidation
in 1929 and came on down into this depression it was the liquidation
of goods that was responsible for the contraction of the currency.
The currency had nothing to do with it. We had surplus reserves
in 1929. We had surplus gold in 1929, and the business liquidation
was a thing that caused the contraction of deposits and the slowing
up of velocity, and the contraction simply went along with the liqui
dation. Now, which is responsible?
Mr. CROSS. We have got enough gold reserves now, more than 2
billions of reserves. We could expand on check money to the extent
of $25,000,000,000.
Dr. SPAHR. But I was answering your question. Which is
responsible!
Mr. CRoss. But you cannot possibly get that expansion until the
people will borrow, and people are not going to borrow unless they
can borrow money to run their factory, to make shirts and hats, and
eell them at a proBt.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

742

BANKING ACT OF 1 9 3 5

Dr. SpAHR. That is right.
Mr. CRoss. Therefore, they will not borrow.
Mr. SPAHR. That is right.
Mr. CROSS. Therefore, your reserves are doing you no good; there
fore you are drowning, where you are now. Now, if you have got
some way to tell us to do something and get us out of that condition,
that is what we want to know. Just to come in and tell us that we are
helpless, we have got to drown, is no consolation to us.
Dr. SPAHR. I have not said that, and I have not implied that.
Now, you have made a point that I would like to make clear. We
have had currency. Currency has nothing to do with it now.
Mr. CRoss. When you say " currency ", just what do you mean?
Dr. SpAHR. I mean money and deposit currency.
Mr. CRoss. Do you mean check money?
Dr. SpAHR. I mean all that currency and deposit money.
Mr. CRoss. Well, we have followed up on the check money now.
Dr. SPAHR. By " currency " I mean metallic money, paper money,
and deposit currency—it is all currency. Now, the thing to do is to
get business men to start, and then they will start borrowing better
grade deposits, and then your currency will Bow in circulation, and
your price will come right up as business expands, and that is what
you want. Therefore, your problem comes back to the simple thing
of enabling the business men to start. It is not a currency problem,
Mr. Cross.
Mr. CRoss. Your school o f thought is just the reverse of that of
Dr. Warren, and Fisher, and Vanderlip, and Hemphill, and Senator
Owen.
Dr. SPAHR. Just the reverse.
Mr. CRoss. They are all wrong, are they not!
Dr. SPAHR. Yes, sir; all wrong.
Mr. CRoss. Absolutely. I thought they were.
Mr. GOLDSBOROUGH (acting chairman). Mr. Hollister!
Mr. HoLLiSTER. I do not want to ask very many questions, but
we have a speciBc bill before us, and I want to bring out if I can

a little bit more of the philosophy which we are entitled to. What
do you conceive to be the purpose of a central bank!
Dr. SPAHR. The fundamental purpose lying back of this is to
control currency with the idea that you can generate recovery by
forcing currency into circulation.
Mr. HoLLiSTER. That is, you say what is behind the b ill! What is
your conception of what the function of a central bank should be!

Dr. SPAHR. The) chief function of a central bank should be to
extend legitimate credit to commerce, agriculture, industry, and to
Government; and by that I mean, when I say " legitimate , I mean
appraising the collateral that is offered accurately and then sub
stituting its own credit^ which is generally acceptable, for that of
the borrower's, which is not. Now, that means an avoidance of
inBation. That is what a bank is for, merely to substitute its credit,
which can be used widely and generally, so that you can draw checks,
so you can carry on your exchange without inBating your currency.
Now, that means if that is done the institution must be free to
do just those things, which means it cannot be subjected to political
inBuences and be made to accomodate a government. Now, in this
bill is the notion that the Government credit should be favored, it
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should be given a special rating. The only real test we have of the
validity and the soundness of Government credit is for the Govern
ment to go into the open market like every other borrower and ask
terms. Therefore^ it is not proper for a central bank to give an
artificial rating or to provide an isolated market for Government
securities. Therefore, it forces us back to this point, that any inde
pendent bank, to perform its functions? properly, must be so con
stituted that it can do it, and that means it must be free to act as
an independent agent. It provides our chief medium of exchange.
It enables business men to go on about their business and to carry
on their exchange freely and without disturbance. Now, that philos
ophy is not in this bill.
Mr. HoLMSTER. What do you read into the philosophy of this
bill!
Dr. SPAHR. A belief that a Government body can regulate the
price level as it sees Rt, and that it can put currency in circulation
as it sees Rt and get a sound rise in price level when it chooses,
whereas as a matter of fact it will give an unsound rise in price
level because it will be the result of an inRation; and then also, that
it can do something to prevent a collapse after the currrency has
been inRated, whereas the experience of the world is that once you
have inRated a currency there are only three possible results. If you
stop inRation at any point there will be a collapse, or if you wish
to avoid that collapse, the thing to do is to inRate right on to the
bitter end, to avoid the collapse; then you will reach repudiation.
In between those you have another. You can inRate up to a certain
point, as others do, for example, and then you can leave your people
in doubt for say a period of a year or more as to what you are going
to do sometime, so as to let prices become stabilized there, and then
you will have to devalued in order to peg things right where they
are.
France, Italy, and Belgium did that. Italy was not very wise in
the way she did it. Now, those are the only three things you can
expect if you inRate.
This bin has lying behind it the philosophy that some Government
board can raise the price level by raising the currency and then avoid
any one of those three consequences, and the lessons of the world
are that it cannot be done.
What we need is to' let prices come up normally and naturally,
and that forces us back to this point, that there is nothing that
needs to be done at this time. We have more currency than we need,
that is available. All we need to do is to let it be drawn into circu
lation, and it should not come until business can again use it soundly.
No man has any business borrowing unless he can repay. There is
no such thing as forcing currency into circulation on any sound
method whatsoever that is known. You cannot do it.
Mr. GOLDSBOROUGH. I know you say you cannot do it, but what
proof have you from any stable government, that it cannot be done!
Dr. SpAHR. You will mRate if you do.
Mr. GOLDSBOROUGH. When did it ever happen that a stable governmen went to pieces through inRation by issuing its own money to
pay its own obligations at a time when it was in a condition of
depression!
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Dr. SPAHR. Of course, a government like that is not stable. That
is the point of your question.
Mr. GOLDSBOROUGH. Oh, well, that is begging the question.
Dr. SPAHR. A government that would do that is not stable. I
know of no stable government that would do it. Now, our Govern
ment is fairly stable, and still we collasped in 1929 as a result of
inflation. That was bad enough.
Mr. GOLDSBOBOUGH. We collapsed in 1929 because we deflated
when we were on a stable basis. We deflated in 1920. That is what
happened.
Dr. SpAHB. That illustrates the point I made a moment ago, Mr.
Goldsborough.
Mr. GOLDSBOROUGH. And we cut the stability out of our monetary
system at that time, and then when we began to try to creep back.
What happened was that from 1924 to 1929 we went into a period
of speculation and the Federal Reserve System did not know what
to do with it; and they finally acted to raise rediscount rates, and
that actually caused the collapse of the New York stock market;
and in view of the fact that the whole country was in the New
York stock market it just stopped the whole machinery right there.
That is what happened.
Dr. SPAHR. I would answer that this way, that apparently stable
price level from 1924 to 1929 to an illustration of the point I was
trying to make to Mr. Cross, that a stable price level that is main
tained by artificial means when your economic system is not in &
state of economic equilibrium is a dangerous thing, because it was
supported by inflation and the underpinnings gave way in 1929,
which ought to be conclusive proof that a stable price level under
and conditions is not a thing that can maintain itself, and you can
not maintain it. That price level from 1925 to 1929 was supported
to( a large degree by inflation, and the reason of that was that we
tried to avoid the maladjustments or readjustments which the war
had created. Therefore, we bolstered up that thing with every
device we could think of.
Mr. GOLDSBOROUGH. Was not the first mistake made in 1920 when
the deflation took place?
Mr. SpAHR. Our reserves were exhausted in 1920. That was a
different system the Federal Reserve banks had to pick up.
Mr. CRoss. You mean they had to do it?
Dr. SpAHR. They had to do it. They had to; yes, sir.
Mr. GOLDSBOROUGH. In other words, we had money of so little use
that we were not in a position to expand it further in order to main
tain the stability of our price level and the stability of business,
and is not that a situation bound to be created under this gold
standard you are talking about?
Dr. SPAHR. Yes; but the reason for that was that we had inflated
so much prior to 1920 that our reserves could not stand it, and we
reaped the consequences of inflation again. That is why I am
arguing so strongly against inflating again. The experience after
1920 illustrates it. The one at 1929 illustrates it.
Mr. GOLDSBOROUGH. You agree with me that we were in good shape
in 1920, and that if we could have continued without inflation we
would have been all right; do you not agree on that?
Dr. SPAHR. But we could not continue, because we were inflated.
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Mr. GOLDSBOROUGH. We could not continue because we did not have
the money. That is what you mean, is it not!
Dr. SpAHR. That is always the case when you are inflated.
Mr. GOLDSBOROUGH. We did not have the money!
Dr. SpAHR. We did not, but that is always the case when you are
inflated, you do not have the money.
Mr. GOLDSBOROUGH. You think that for the Congress to exercise
the prerogative to create its own medium of exchange, in order to
maintain the stability of society, would be wrong and a " forgery " !
Dr. SPAHR. Yes, sir.
Mr. GOLDSBOROUGH. All right.
Dr. SPAHR. May I define that term " forgery ", Mr. Goldsborough,
for vou!
Mr. GOLDSBOROUGH. Well, you deSned it pretty well in your article.
If you desire to do it again it is all right with me.
D r . SPAHR. I used that term. It is from the dictionary.
Mr. GOLDSBOROUGH. No; you went further than that. You defined
it, too. I read what you said. You reflected very greatly on me
personally in this statement you made. Now, what you said wag
this:
Mr. Goldsborough proposes to have the Government pay off these investors,
not by money raised through borrowing or taxation, but by means of paper
money printed by the Government. Such money is in the nature of forged
notes, forged by a Government against its people. He is asking the Govern
ment to go into the business of forging notes. If in his private affairs a man
borrows at a bank or elsewhere, then Rnds them caUing it, and gives a forged
note or a changed note, in settlement, he is put behind the bars.
We demand that he live up to his contract and that he get the wealth with
which to pay his debt. We do not allow him to issue forged notes or to set
up a printing press and ran off the necessary amount of notes with which
to pay his debt.
In simple and accurate terms, this is exactly what Mr. Goldsborough and
several others in Congress are proposing to do. Elected to high olBce to leg
islate in behalf of the people, they are devising schemes to forge notes against
the people of this Nation and to defraud them of their savings.

Now, if you want to give a different definition from what you
have given in this article, that is up to you.
Dr. SPAHR. It is not different. I want to show how accurate it
is.
This is the dictionary deBnition of "forgery" which I used
there:
Forgery—the act of feigning; Action. A common form of forgery is the
false making and signing of evidences of debt as notes.

That is what your issue of paper money is.
Mr. GOLDSBOROUGH. Do you mean to tell me that a sovereign gov
ernment, even aside from what is in the Constitution of the United
States, has not a right to issue its own medium of exchange!
Dr. SPAHR. I did not say it did not have the right, but I said that
is what it is doing.
?
Mr. GOLDSBOROUGH. Do you mean to say it is forgery when a
that!
i

so vereig n p e op le does

Dr. SpAHR. Yes; exactly. That is what I mean to say.
Mr. WiLLiAMS, Were all the " greenbacks " forgeries!

Dr. SpAHR. Yes.
Mr. GOLDSBOROUGH. And the only way that a government, which
has behind it as its resources the wealth of all the people, could get
money would be to borrow it from some bank!
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Dr. SPAHR. No. When the government is set up, it is presumed
that the government will raise its funds in two ways—either by
borrowing or taxation. That is what is always presumed. Now,
when it turns around and prints paper money, which is a promise
to pay money, and it has no intention of paying money, it comes
under this deSnition exactly. Let me read it again:
A common form of forgery is the false making and signing of evidences of
debt as notes. That which is falsely devised, or counterfeited.

The CHAIRMAN. I think Mr. Hollister desires to ask a question.
Mr. HoLLisTER. I y ie ld to Mr. F o r d . I d o n o t m in d who asks
th e questions, b u t ju s t le t h im finish.

The CHAIRMAN. Mr. Ford.
Mr. FoRD. In your opinion, President Lincoln and the Congress of
the United States committed forgery when they issued the ^ green
backs"?
Dr. SpAHR. Yes; that is right.
Mr. FoRD. They did, they committed forgery?
Dr. SpAHR. Yes. I use that term for the reason it is accurate,
but is not the common one we use in every-day life.
Mr. GOLDSBOROUGH. No; but you use it as comparable to the man
who forges a paper in private business?
Dr. SpAHR. Yes.
Mr. GOLDSBOROUGH. That is the way you used it in this article?
Dr. SPAHR. Yes; because I wanted the public to see that your plan
is exactly that, except that you are doing it in the name of the people
of the United States.
Mr. GOLDSBOROUGH. Well, I say, your contention is that the only
way for a soverign people to get their medium of exchange is to bor
row it from one of the soverign people?
Dr. SPAHR. Or from taxation.
Mr. GOLDSBOROUGH. In spite of the fact that the Government has
as its resources to pay off the obligation that it issues, all the wealth
and all the resources of all the people of the United States?
Dr. SPAHR. I am not talking about the power of the Government.
I am talking about the nature of the transaction.
Mr. CRoss. " H o n e s t y ."
Mr. GOLDSBOROUGH. Well, whoever heard before that it was dis
honest for any Government to issue its own medium of exchange!
Dr. SPAHR. That is what I am trying to make clear, that it is. The
people ought to understand it.
Mr. CRoss. Does he think President Lincoln and the Members
of Congress at that time ought to have been sent to the penitentiary
when they enacted that law!
Mr. HANCOCK. May I inject one question, Mr. Chairman!
The CHAIRMAN. Certainly.
Mr. HANCOCK. Do you maintain that a Government like the
United States under its soverign power cannot legally and validly
issue its notes against future taxes!
Dr. SpABot. No; it can do it.
Mr. GOLDSBOROUGH. Youhave just said it is forgery to do it.
Dr. SpAHR. It is.
The CHAIRMAN. Dr. Spahr, let me make you a suggestion. I want
to help you out. I think you have made an extreme statement when
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you attempt to attach to the act of a sovereign government in issuing
money the elements of legal forgery as a crime. You are not a
lawyer, are you?
Dr. SpAHR. No.
The CHAIRMAN. If you will read the law on forgery----Mr. SpAHR. Pardon me—I qualify that. I am something of a
constitutional lawyer. I used to teach constitutional law.
The CHAIRMAN. I mean if you will study the law of forgery, while
I think I know what was in your mind in making the statement, I
think you will agree that probably your language is not well chosen
to convey the idea you have in mind. In any event, I do not desire
to take any time. If you gentlemen are through questioning the
witness I should be glad to have Mr. Hollister resume his discussion.
Mr. GOLDSBOROUGH. I want to say this, because I do not want any
misunderstanding about how I feel about it. I want to say that
when a man says that I am engaged in a business or in conduct
which is equally culpable with forging a note as a private citizen,
which is a crime for which imprisonment is provided, I say it is a
very personal reflection, and that is the way I regard it.
Dr. SPAHR. I am sorry, Mr. Goldsborough. I am interested only
in the welfare of the country, as I presume you are, and not con
cerned with personalities at all.
Mr. GOLDSBOROUGH. Well, that is what you engaged in, all over the
country, and you got this article in the subsidized press all over the
country. Of course, you did. That was for the purpose of discredit
ing me; it could have been for not other purpose.
Dr. SPAHR. No; to discredit your plan.
Mr. HoLLiSTER. You mean when you say that such a note issued by
the Government is a forgeiy that it is really a fraud on the person
who is asked to take that piece of paper as something of value?
Dr. S&AHR. Exactly.
Mr. GOLDSBOROUGH. Even though the purchasing power is just
as good as any other obligation or any other piece of money!
D r . SpA H R . B u t i t i s n o t .

Mr GOLDSBOROUGH. Well, the Supreme Court did not agree with
you, I will say that. I only want to call attention to the fact that
you and the Supreme Court are not in agreement at all on the value
of money issued by the Government.
Dr. SpAHR. I never questioned the legal capacity of the Govern
ment to do it; never questioned it. I was merely pointing out the
nature of the transaction. Governments frequently do it. All of
them have done it, I presume, but they defraud their people when
they do it.
Mr. CRoss. I just want to ask this, because I feel somehow as if
there is a rejection there that ought not to be in the record. Maybe
you have some explanation. Qf course, forgery is stealing, is it
not!
Dr. SpAHR No. I used the definition I read you there.
Mr. CRoss. I am an old prosecuting attorney, and you say you are
a constitutional lawyer, and if you Know anything about the law,
forgery is stealing of the worst type. Now, you say that President
Lincoln and Congress committed forgery, and you say they com
mitted theft, they stole, and I do not think that that slur ought to
Jbe left on the memory of those men.
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Dr. SPAHR. Mr. Cross, the definition I used is this one. I did not
use the one you say.
Mr. CRoss I am not talking about definitions. You said you
thought that all of them, President Lincoln and the Congress that
issued that " greenback " money to save this country when it was
sinking, and was helpless to save its life—you say that they com
mitted forgery, and forgery means stealing, if you will go and look
in any law book, and if you know anything about law.
Dr. SPAHR. I used " forgery ", Mr. Cross, as I defined it. I cannot
permit you to put words into my mouth.
Mr. CROSS. You are putting words into your own mouth, that they
committed forgery.
Dr. SpAHR. And this is forgery, according to the definition as I
used it, and I put it into that letter that I released. This is the
same thing that I have used: A common form of forgery is the
false making and signing of evidences of debt as notes." The "green
backs " were promises to pay money. It said that on them.
Mr. FoRD. How about the bank which issues a check when the
amount is 10 times in excess of its reserve and it cannot pay it when
there is a demand. Is that forgery 2
Dr. SPAHR. No; not at all.
Mr. FoRD. Oh, the bank has got $2,000,000 in reserves, and they
have got outstanding obligations, 10 times the amount, and that is
not forgery?
Dr. SpAHR. No.
M r . FoR D . U n d e r y o u r d e f i n i t i o n ?

Dr. SPAHR. They have assets against those which can be liquidated
for cash to meet those checks if the reserves will not.
Mr. FoRD. Is a $2,000,000 reserve an asset against $10,000,000?
Dr. SpAHR. Surely.
Mr. FoRD. Or $20,000,000!
Dr. SpAHR. Surely, it is an asset.
Mr. FoRD. Suppose it were demanded immediately!
Dr. SPAHR. Then the bank would have to sell its other assets to
get enough to meet the deposits.
Mr. FoR D . Supposing they could hot!
Dr. SPAHR. Then the bank would close up.
Mr. FoRD. Then they w o u ld not have committed a forgery?
Dr. SpAHR. No; they would have engaged in bad banking.
Mr. FoRD. Oh, I see. Then the United States Government would
not be engaging in bad practice-^it would just be committing for*
gery—a distinction without a difference.
Mr. CAviccHiA. What I have in mind, Profesor, is this, that Germany when she started her inflation had practically made the people
of Germany and of the world believe that all the resources of the
national government were behind those notes, those marks. Isn't
that a fact!
Dr. SpAHR. Yes; that is fight.
Mr. C A viccH iA . And later she practically repudiated her internal
debt because she could not meet he? obligations !
Dr. SrAHR. That is right
Mr. C A viccH iA . In that sense you use the word " forgery ", that
was & forgery against the people? Am I correct?

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

BANKING ACT OF 1 0 3 5

749

Dr. SpAHR. That is, the mass of people. That is right.
Mr. CAviccHiA. And you are using it, I take it, in the same sense!
Dr. SpAH R. Yes; that is right.
Mr. CAviccHiA. If the United States were to issue billions and
billions of dollars in paper money----Dr. SPAHR. That is right.
Mr. CAviAccHiA. And then this inflation would grow to such an
extent that it could not meet its obligations, it would be forced to
do the same thing that Germany and other nations that engaged in
inflation have come to, repudiation?
Dr. SPAHR. That is right.
M r . C A v ic c H iA . T h a t is r i g h t .
I p o i n t e d o u t t h a t in f la t io n a l
w a y s le a d s t o o n e o f t h r e e r e s u lt s , a ll o f w h i c h m e a n lo s s e s , a n d y o u r
g o v e r n m e n t is c a u s i n g t h e m .
I n o t h e r w o r d s , i t is c a u s i n g y o u
p e o p l e t o t a k e t h o s e lo s s e s , w h i c h is d e f r a u d i n g t h e m o f t h e i r a c 
c u m u la t e d w e a lt h . I t m a y b e r e p u d i a t i o n ; i t m a y b e d e v a l u a t i o n ; i t
m a y b e a c o l l a p s e in t h e m a r k e t , a ll c a u s e d b y in fla t io n .

Mr. HoLLiSTER. Mr. Chairman, I am not interested in terminology;
I am trying to bring out the witness' views as to the philosophy of
this bill and what may be accomplished by it, and I am interested
in what is the proper philosophy and proper function of a central
bank. That, after all, is what this committee is trying to decide.
Whether or not it is fair play to use the term he used and another
gentleman took another term I do not believe would be very mate
rial to what we are trying to get at here.
This bill gives the power in the Open Market Committee to com
pel the Reserve banks to acquire Government^securities without any
limitation whatsoever, merely by orders of the Committee. Would
you comment particularly on that phase and possibility of it!
Dr. SpAHR. Yes; It is not the function of a central banking sys
tem to be forced to absorb Government securities. The Govern
ment should have to go into the open market to borrow its funds,
just as any other individual has to go there. Therefore, if a bank
ing system is so constructed that a government can force the bank
to absorb the debt, what is happening is this: The government's defi
cit is being made an asset of a bank against which deposit currency
is being issued. That is an unsound inflationary procedure. No
new wealth is being accumulated. No new reserves have been added
to the system. But you are pumping additional deposit currency
into circulation as a result of the government activities.
Now, the function of a government in raising funds is to simply go
into the market and borrow and transfer a corresponding amount of
funds from savers to the government. Then your currency system
is undisturbed. By that I mean either borrow oi* tax.
When you set up a banking bill like this that ig going to enable the
Government to go into your bahkg and put the deceit into the banks
as assets and then create deposit currency, of course you have just
started a spiral of inRation there which can just go without limit.
Let me remind you, Germany never isstied any currency except
against the government securities. There is no limit to what you
can do with this if the government chooses tq do it, but you can do
it for quite a while before the public is aware of it 12 vou issue
paper money, Rat money, as proposed by the Patman bill, :for exam-
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pie, there is likely to be a very quick psychological response there,
because it is Rat money rather than money issued against bonds. But
you can go for two, three, four years probably, probably longer^, by
issuing deposit currency against bonds, or even currency against
bonds^ and the public will not detect, will not be concerned as to
what is going on, until it gets released, and then the dam breaks.
There is that difference, of course, between that type of inRation
creating currency against governmental bonds and an outright issue
of Rat money. We all have to recognize that* One is a little slower
than the other.
Mr. HANCOCK. Suppose those bonds are issued against gold re
serves; will they be Rat money, too?
Dr. SpAHR. No; not at all. It is just an expansion of your cur
rency.
Mr. HANCOCK. That is m y veiw exactly.
Dr. SPAHR. An expansion of currency and inRation are two differ
ent things.
Mr. HANCOCK. I have always appreciated the real difference.
Mr. GOLDSBOROUGH. You mean to say the accident of somebody's
production of gold out of the ground creates a healthy expansion,
whereas if it is done in another way it is inRation! Is that what
you mean !
Dr. SpAEtR. Yes; because the currency is self-liquidating. Nothing
can ever happen to it. Your prices, though, will go up, tend to.
But there is nothing there that will not liquidate itself, because it
is gold, gold certiRcates.
Mr. GOLDSBOROUGH. What value is there in gold except the imagi
nary value that was Rrst created in the minds of our ancestors when
they began to use it as a medium of exchange!
Dr. SPAHR. It is not an imaginary value, Mr. Goldsborough. It is
a thing that satisRes human beings that have doubts about the cur
rency. That is, it is universally accepted. When they have doubts
about the currency they rush to get gold.
Mr. GOLDSBOROUGH. When you say " people " what kind of people
do you mean!
Dr. SPAHR. Intelligent people of the United States.
Mr. GOLDSBOROUGH* I have never heard anybody except some
hanker make the statement that you are making now.
Dr. SPAHR. I think the Rnest evidence in the world of that is the
fact that we had the greatest hoarding episode in this country in
1932 and *33 that was ever seen in the history of the world.
Mr. HAycocK. You regard as a contributing circumstance the
money that was outstanding, don't you !
Dr. SPAHR. No j I regard it as supporting my theory that in times
o f stress people will rush for the thing in which they have conRdence.
Mr. H oujSTER . Which is really an unsound habit of the people, to
shift conRdence completely in a time like that.
Mr. HANCOCK. May I clarify that—why would a man want to put
anything away that was not worth something! Hoarding was act of
conRdence in the soundness of our money. They knew mis Govern
ment would always keep it good and sound.
Dr. SPAHR. He would not.
Mr. HANCOCK. Why, of course he would not
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Mr. CLARK. I do not know what the parliamentary situation is, Mr.
Chairman, but sometime along here I would like to ask some questions.
Mr. HoLMSTER. My possession of the floor is purely hypothetical.
Mr. CLARK. I understand so but I do not want to break into your
train of thought. However, if we do not break in we will never
get in.
I just want to ask Dr. Spahr: Did you ever hear of or read the
testimony of Governor Eccles before this committee!
Dr. SpAHR. Only the newspaper reports.
Mr. CLARK. You know, so much misunderstanding comes from mis
understanding. I think you might well read it. I have studied your
statement with some care as to the language used, and I believe you
have, if I observe your statements correctly, a false conception of his
philos(yhy of money.
Dr. SPAHR. I based it on his testimony of 1933 before the Senate
Finance Committee, which I read in detail.
M r . CLARK. On page 2 y o u make this statement:
T i t l e I I o f t h e b a n k i n g b i l l o f 1 9 3 5 is p a r t i c u l a r l y d a n g e r o u s w h e n v i e w e d
in i t s e n t i r e t y , b e c a u s e i t is a m a n i f e s t a t i o n o f t h e u n s o u n d p h i l o s o p h y h e l d b y
s o m e o ffic ia ls o f th is a d m in is t r a t io n r e g a r d in g th e c a u s u a l r e la t io n s h ip s e x is t in g
b e t w e e n t h e s u p p ly o f c u r r e n c y o n t h e o n e h a n d a n d t a x e s , r e c o v e r y , a n d
p r o s p e r it y o n th e o th e r.

I want to state to you this, that if you will read Mr. Eccles' state
ment before this committee—and I am not familiar with his other
hearings—you will find that he denied that casual relationship. In
answer to a question from Mr. Cross whether, if he were given this
power in the Federal Reserve Board, he could bring about stable
prices, full employment, and business stability, he specifically stated
that the money system alone would not enable him to do that, or the
control of the money system.
Dr. SpAH R . I saw that in the paper, but that is directly contrary
to his testimony of 1933.
Mr. CLARK. I will go into that in a minute. Did you go into the
reasons why that could not be done by the control of the money
system ?
Dr. SPAHR. I would not attempt to hold him responsible for a news
paper report. I could not tell that fully.
Mr. CiARK. He said this: That the most he could do if he had sole
control of our money system was to control the volume of money;
that is, deposit money and currency. He said:
C o n t r o l o f t h e v o lu m e o f m o n e y i s n o t o f i t s e l f s u iH c ie n t t o e it h e r 8 x p r ic e s
o r b r i n g a b o u t a c o n d i t i o n o f e m p l o y m e n t o r b u s in e s s s t a b i l i t y .

He used a philosophy factor in there which had to exist, a phi
losophy of money; that is, the national income or the ratio between
the volume of money and the national income. He said he could
not control that philosophy of money and to do that he would have
to have factors completely outside of the backing system.
Now, I am not asking you whether that is right or wrong, because
I am not sufRcient of an economist to get into a controversy with
you on that power, but I do want to say that I believe if you had
read Mr. Eccles' testimony you would have found that he had his
feet on the ground and that statement of his philosophy here at
least at this time is not justified, and that is where so many of our
misunderstandings arise.
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Now. you made this statement----Dr. SPAHR (interposing). I am sorry; may I interrupt?
Mr. CLARK. You certainly may.
Dr. SpAHR. I have some excerpts from his 1933 statement which
will support my statement. In the 1933 report, page 75, he points
out that—
T h i s r e c o v e r y c a n o n ly b e b r o u g h t a b o u t b y p r o v id in g p u r c h a s in g p o w e r
s u iH c ie n t ly a d e q u a t e t o e n a b l e t h e p e o p l e t o o b t a i n c o n s u m p t io n o f g o o d s w h i c h
w e . a s a N a t io n , a r e a b le to p r o d u c e .

Of course, that is only part of it, but that thought runs all through.
Mr. CLARK. And that is just the point he made here, Doctor, that
the control of a money system could not do it, but that you have
to balance with that an income-tax program and a program of longrange Government spending.
Now, your suggestion here is that the drafters of this bill—and
Governor Eccles takes the chief responsibility, or did take it—that
he believes that by control of money he can do this, and you will note
in his own statement that he says that he believes that that will not
do it, but that you will have to putj the purchasing power in the
people, and he wants to do that in several ways, which it is not
necessary to go into.
Dr. SPAHR. I think you will be interested in this. While this is
from the newspapers and perhaps is not accurate, I notice he says,
" the question of velocity and supply of money relates to the national
income."
Mr. CLARK. That is true.
Dr. SPAHR. And he pointed out, from the newspaper account, that
the velocity was fairly steady.
Mr. CLARK. No; quite the contrary. He had charts here which
showed that that velocity dropped anj enormously greater amount
during the depression than did the supply, and he had graphs here
to illustrate that very point.
Dr. SPAHR. Yes; that is true.
Mr. CLARK. Yes. That is what he said, and he had graphs here.
Now, the whole tenor of your statement here, in my humble judg
ment, is a difference of viewpoint, if I may say it, to be mild, with
the philosophy that, honestly, Doctor, I do not believe you under
stand. I believe if you will read Governor Eccles' statement you will
get a better idea of what he really thinks now.
Dr. SpAHR. May I ask, to enlighten myself-----Mr. CLARK. Yes.
Dr. SPAHR. According to newspaper accounts, he related the supply
and philosophy to national income!
Mr. CLARK. No. He said that the philosophy of money was deter
mined by the ratio between the supply of money and the national
income.
Dr. SpAHR. That is the point.
Mr. CLARK. That is, how fast the money moves.
Dr. SpAHR. That is false.
Mr. CLARK. Well, now, that may be false; but he never said, aa
you say here, or he never intimated to this committee, I think, that
the volume of money itself and its regulation, which is all under this
bill that the Federal Reserve Board could ever control, could he
used as an instrument, of itself, to raise or lower prices.
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Dr. SPAHR. Do you know that that statement by Mr. Eccles, as
I got it from the paper and as you confirmed it, was almost identical,
even to the figures, to one that was published by Mr. Hempfield?
As I understand it, he relates currency supply and velocity to na
tional income, whereas, as a matter of fact, there is no relationship
that is known. Now, if that were true----Mr. CLARK (interposing). Of course, there is not. There is no
way of controlling it.
I)r. SPAHR. Now, if that were true, if you increase the the supply
oi currency as they did in Germany, the national income would go
to preposterous heights, whereas the people would be impoverished
when the income went down.
Mr. CLARK. That is the point; from that we conclude that you
cannot increase the velocity or diminish the velocity merely by
increasing the supply.
Dr. SPAHR. Yes; you can. That is false. If you inflate the cur
rency, the velocity of course will be terrific.
Mr. CLARK. I think not. I think that when the volume of money
remains practically the same—well, it will not remain steady, but
reasonably steady—the velocity decreases enormously.
Dr. SPAHR. The velocity would depend upon whether the currency
is sound or unsound. If you inflate the currency, of course, the
velocity will be terrific.
Mr. CLARK. He says he is not an inflationist. He laughs at infla
tionists. He laughs at the people who call him an inflationist.
Dr. SPAHR. All I ask is that you compare his present testimony
with what he said in 1933. He has changed his mind, perhaps.
Mr. CLARK.. Not from what you read. Well, now, one more ques
tion: You said here on page 6—-am I taking too much of your time,
Mr. Hollister?
Mr. HoLLisTER. No. Go right ahead. You are bringing out just
the point I wanted to bring out.
Mr. CLARK. You say this on page 6:
T h is

s e c t io n

o f th e b ill—

referring to section 203—
i s e i t h e r s u b t le o r s t u p id .
I n a n y c a s e i t is d a n g e r o u s .
I t r e v e a ls h o w f a r
r e m o v e d it s d r a f t e r s a r e in t h e ir n o tio n s o f h o w to c o n s tit u t e a c e n t r a l b a n k
b o a r d fr o m th o s e w h o w o u ld p r o R t f r o m e x p e r ie n c e .

Now, of course, that is a general statement, but I do want to ask
you this, in all fairness, Doctor, inasmuch as you have not familiar
ized yourself with Mr. Ecci^s' testimony here: Do you know any
thing of Mr. Eccles' history ?
Dr. SPAHR. Yes; I do. That statement is very specific. It is
based on the exact statement that Mr. Eccles made in 1933. That
statement links the Federal Reserve Board to the planning agencies.
This is what Mr. Eccles said in 1933 in those hearings, on page
T31:
A n a t io n a l p la n n in g b o a r d s im ila r to t h e In d u s t r ie s B o a r d d u r in g th e w a r
is t h e n e c e s s a r y a n d p r o p e r c o o r d in a t io n o f p u b lic a n d p r i v a t e a c t i v i t i e s o f t h e
e c o n o m ic w o r l d .

If you go through his testimony you will see that he wanted the
whole money and the banking system related to that, and that is
why I made that statement*
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Now, that clause, that sentence, is in this bill. So I say if it is
put in there inadvertently it had better be watched. It may have
been put in there out of a determination or intention to use it. Any
way, it is in perfect harmony with what he said in 1933. Now, that
is my reason for stating that. Perhaps he has changed his mind.
Mr. CLARK. But it is possible that he may have thought that he
was profiting from experience. Of course, you realize that Mr.
Eccles is one of the country's most successful, hard-headed business
men, do you not?
Dr. SpAHR. Yes, sir.
Mr. CLARK. You realize that?
Dr. SPAHR. Yes, sir.
Mr. CLARK. You realize he is not a theorist. That is, at least if he
is a theorist he has had an exceedingly successful career in the bank
ing Reid.
Dr. SpAH R. I know many of his very intimate friends. I do not
know him personally.
Mr. CLARK. Well, he is a fine gentleman. Now this is my last on
this: You were saying, referring to 203, subsection 3,
I t r e v e a ls b e y o n d t h e s h a d o w o f a d o u b t th e p u rp o s e s o f th e a u th o r s o f th is
b ill.
T h e y p ro p o s e to c o n v e r t th e F e d e r a d R e s e r v e S y s te m in to a p o lit ic a l
in s t r u m e n t a lity o f th e p a r t y in p o w e r.
T h is s e c tio n o f t h e b i l l c l e a r l y re H e c t&
t h e a u t h o r 's m o t i v e s a n d c o n c e p t s r e g a r d i n g c e n t r a l b a n k i n g .

Of course, that is a direct challenge, Doctor, to the motives o f
Governor Eccles^ not to his theories. Many people on this committee
disagree with his theories. Some people I think disagree with all
of them. But I do not think anyone on the committee challenges
his motives, to the extent at least of calling him—and I think it is
true—a political shark. Now, why do you question his motives ?
Dr. SpAHR. His motive is to make it a political institution.
Mr. CLARK. You say his motives are to create a political instru
mentality of the party in power, and I want to know why you think
that.
Dr. SPAHR. Because every line in title I I does that thing. His
testimony of 1933 indicated he wanted to do it.
Mr. CLARK. All right, now; as I understand, you propose to turn
this over to a commission. That is your suggestion, the constructive
suggestion in your statement?
Dr. SpAHR. Yes.
Mr. CLARK. Who would appoint that commission?
Dr. SpAHR. I think this committee, followed up by the Senate.
Mr. CLARK. Any commission, in order to be a &ir commission,
would have to represent very divergent views?
Dr. SpAHR. Yes; I think so.
Mr. CLARK. Now, can you imagine a committee on this question
ever coming to any conclusion as to what part of a banking bill
should be written?
Dr. SpA H R . It has been done in the past.
Mr. CLARK. On a matter of this kind?
Dr. SpA H R . We had a National Monetary Commission in 1911.
Mr. CLARK. Ah yes; but there never was the controversial ques
tion about overhaling the entire money system then as we have now.
Dr. SpAHR. We had the McMillan Commission in England that
drafted the plan for England.
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Mr. CROSS. That commission never got together in England, Doc
tor. They all disagreed.
Dr. SPAHR. They evidently could not, because of the circumstances
that followed immediately after. But my point there, Mr. Cross,
is this, that any Member of Congress has a thousand and one things
thrown at him. He has to be an expert on everything, and he just
simply does not have the time. He cannot possibly do it. Now this
is the most technical, most sensitive machine we have in our economic
system, I suppose. It ought to be studied over a period of a year
or more.
Mr. CRoss. This committee has held hearings for years and years
and years and had at least a great many of the experienced bankers,
a great many of the outstanding—of course, you say they are not
outstanding unless they hold views along your line, but we have had
all kinds of those here. We have had the leaders of the great
agricultural organizations, and we have had men from all the dif
ferent parties. When in the name of God are we going to get down
to where we are going to do anything ? The members of this commit
tee, it is true, are in Congress and their time is occupied by other
question, but we concentrate on one committee, though we may
follow these other committees. We divide our time as best we can
and study these questions. We do not try to keep up on hundreds
of subjects.
Dr. SPAHR. You cannot possibly keep fully conversant with them
all, Mr. Cross.
Mr* CRoss. Oh, no; but all you fellows think just like you do.
Each one will come in and present his views, and you are more severe
in your terms and you call it " baneful"-----Dr. SPAHR (interposing). We do not differ very much. Here are
66------

Mr. CRoss (interposing). Oh, I know, that 66. That makes me
suspicious of them, Doctor, when 66 men get together. It looks like
there is some big force back of them, when they all say they agree,
when we cannot get a dozen of us here who will honestly get together
on anything. That makes me suspicious, 66! getting together, and
I think there is some kind of influence or power back of those birds.
That is the way I look at it.
Dr. SpAHR. May I tell you how it is done!
Mr. CRoss. No.
Mr. HoLLisTER. Tell me.
Dr. SPAHR. I submitted a tentative draft of title II to the mem
bers—and there are 95—and asked them to criticise and to draft
what they felt was the right thing to do. There were only 66 we
could reach. I got those back, I dovetailed them together and sent
them out again for any other corrections they cared to make, and
then I sent) them again and asked them if they would authorize
their names to be used on that release. Some approved outright.
Most of them approved it outright. Some approved it with reser
vations, and we published that with each man's authorized signature.
Now, there is no pressure. We cannot put the pressure on anybody.
We cannot use a man's name unless he approves. That is as open
and above board as anything we can have. You could not buy
one of those men. You could not persuade them under any circum
stances. Now, I believe that that opinion of 66 is worth something.
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Mr. HANCOCK. You are the secretary of that committee?
Dr. SpAHR. I am the secretary.
Mr. HANCOCK. Is Mr. Sprague a member?
Dr. SpAHR. Mr. Sprague is a member of the executive committee.
Mr. HANCOCK. And Mr. Parker Willis!
Dr. SpAHR. Mr. Parker Willis is on the executive committee.
Mr. HANCOCK. You have studied under Mr. Willis, have you not!
Dr. SPAHR. Yes; I have.
Mr. HANCOCK. Is it not a fact that you and Mr. Willis, both,
Doctor, have consistently been political opponents of everything that
has been proposed by the " new deal' since Mr. Roosevelt was
inaugurated ?
Dr. SPAHR. No. I said this morning that I approved a tremen
dous amount of things that this " new deal " has done.
Mr. HANCOCK. Have you not written a number of articles and
issued a number of pamphlets criticising most of the financial poli
cies that this administration has inaugurated since it came into
power ?
Dr. SpAHR. No; I don't think so. This committee is a money and
banking committee. This committee was formed with the original
idea of helping the President if he would permit them.
Mr. HANCOCK. And you feel that you have been helping the
President?
Dr. SpAHR. Certainly; because we stood for sound money and
banking.
Mr. HANCOCK. President Roosevelt does, too.
Mr. GOLDSBOROUGH. You say " Every member of this committee."
Do you mean to say that every member of this committee would say
that a government is guilty of robbing its people and guilty of
forgery when it issues its own money to pay its own obligations to
its own people?
Dr. SpAHR. No; that statement was issued on my responsibility,
not in the name of the committee.
Mr. GOLDSBOROUGH. Well, let us go back and see whether you mean
what you say. If an individual creates money in this country with
out the authority of the Government of the United States, he is
guilty of forgery.
Dr. SPAHR. That is right.
Mr. GOLDSBOROUGH. The only authority to issue money, to the banks
or anybody else, is authority given them by the Federal Govern
ment. Then why do you say that when the Federal Government
gives a bank the right to expand its money 10 times, and it does it,
that is good money, but when the Government, that gave the author
ity to the banks, undertakes to issue its own money it is forgery and
bad money?
Dr. SPAHR. When a bank issues money it issues against assets,
which is something which is payable, a promise to pay that is good.
Perhaps it is the Government's own bonds, but it is a good asset.
Mr. GOLDSBOROUGH. When the bank isues money through the Fed
eral Government, it issues it on the Government's bond, which is
nothing in the world but the Government's credit. Now what is
the difference between the Government's issuing the Government's
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credit to a bank and getting the money from the bank, and issuing
the money directly?
Dr. SPAHR. There is as much difference as night and day.
Mr. GOLDSBOROUGH. But what is it?
Dr. SPAHR. When the Government issues Bat money it has no in
tention of paying it, there is no provision for paying it, and it is
payable on demand and there is no reserve there to meet it. Now, a
bond is an interest-bearing obligation and it is sold to the people.
The people turn over their savings, or the banks turn over their sav
ings created by deposits, to the Government.
A bond is evidence of a debt that bears interest. As a consequence
it is not payable on demand. It is payable at some definite future
date. It is an entirely different proposition.
Mr. GOLDSBOROUGH. The Government is not limited in the amount
of bonds it can issue.
Dr. SPAHR. Certainly not.
Mr. GOLDSBOROUGH. It is not limited. It can issue bonds indefi
nitely.
Dr. SpAHR. Certainly not; that is true.
Mr. GOLDSBOROUGH. Is that forgery?
Dr. SPAHR. No; not necessarily. " N o " is the answer.
Mr. GOLDSBOROUGH. Now, then, tell us this: The Government is
sues, I will say, $100,000,000 worth of bonds and sends those bonds
to the Chase National Bank. The Chase National Bank gets some
bookkeeper that it pays $25 a week to make a credit on its books
in favor of the United States Government for $100,000,000, which
means that the bank, if it is doing business profitably, has already
loaned to private interests much more thaii its entire capital and
surplus; it has already done that before it begins to operate on the
Government at all, so when the Government sends its bonds to the
Chase National Bank, the Chase National Bank actually has nothing
at all left. It has already loaned more than its capital and surplus.
The Government sends it bonds down there and gets this book credit,
which means that the bank, which has nothing, loans the Govern
ment, which has everything, $100,000,000, and the Government loans
that money back to the bank and then proceeds to pay it interest on it.
Do you mean that that is a business proposition, or is it a racket!
Dr. SpAHR. It is an inaccurate statement.
Mr. GOLDSBOROUGH. How is it inaccurate!
Dr. SPAHR. Because when the Government sends the bonds to the
bank or the bank buys them, the bank has to maintain legal reserves
against the deposit which is created. The law requires it.
Mr. GOLDSBOROUGH. One-tenth reserve, of course.
Dr. SpAHR. All right; the law requires that. That is an asset.
Mr. GOLDSBOROUGH. I would say so.
Dr. SPAHR. When the Government issues paper money it has n o
reserve against it.
Mr. GOLDSBOROUGH. It has the reserve of every resource in the
country, including the banks' resources.
Dr. SPAHR. Nothing at all.
Mr. GOLDSBOROUGH. Oh, yes, it does. It can tax the banks, or any
individual, or any corporation, or any business to the extent neces
sary to carry on its Bnances.
Dr. SpAH R . But it does not when it issues Sat money.
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Mr. GOLDSBOROUGH. Oh, yes; that Rat money, as you call it, is
redeemable just as much as any other money. You would have to
redeem it with some other kind of money that the Government is
sues, just like you would have to redeem any Government obligation
by some sort of money that the Government issues.
Dr. SPAHR. But the point is the bond is presumed to be payable at
R certain date in money that is universally accepted by the people.
But paper money----Mr. GOLDSBOROUGH (interposing). Has anything happened in this
country since the Government decided to abrogate the gold clause?
Has that caused any terrible condition in this country % Has any
thing happened ?
Dr. SpAHR. No; but that is merely a temporary situation. It can
happen.
Mr. GOLDSBOROUGH. What is temporary?
Dr. SPAHR. The maintenance of a fairly stable price level and
fairly stable foreign-exchange rates and good credit conditions.
That can continue for 2, 3, 4, 5, or 6 years. Nobody knows.
Mr. GOLDSBOROUGH. You mean that the Government has got to
resume the statement that it is going to pay in gold these bonds
in order to permanently maintain the Government's credit, when
everybody knows that the money is not in existence to redeem the
bonds ?
Dr. SpAHR. Yes; to the extent that the time is going to come
when the Government is going to have to resume its payments in
specie in order to maintain its currency and to maintain its credit.
Mr. GOLDSBOROUGH. The Government now has something over
$8,000,000,000 in gold. It has bonds which were formerly redeemable
in gold to the extent of about twenty-eight or twenty-nine billions
of dollars, right now. What is that gold clause in the bond, except
a fraud on the purchaser of the bond, when everybody knows that
the gold is not in existence to redeem that bond with?
Dr. SpAHR. That presented no problem until we had to suspend
specie payments, did it? You could not pay all your bank deposits,
either, in terms of gold, if they were all due at once. The point is
bonds are not payable at once. They come due in series. Deposits
do not become payable all at once. They come in rotation. That
is the reason banks are able to pay out money as loans against
deposits, because they know that the gold is merely a clearing fund.
Let me illustrate that another way. There is hardly an economic
instrument that you can think of that could carry the load that
could be thrown upon it at once. For example, suppose all the Sen
ators and Representatives wanted to use the same elevators at once.
They could not possibly do that. The elevators are physically in
capable of carrying them all at once, though they can carry the
normal number that would use them.
Suppose everybody wanted to use the railroads at once in this
country. It could not be done. Suppose everybody wanted to use
the airplanes in this country. It could not be done all at once*
That is true of practically everything you could point your finger
at.
Mr. GOLDSBOROUGH. Yes, but the railroads do not guarantee to
carry 120,000,000 people at once; but these bonds do say that they
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are all payable whenever they are due when we do not have the gold
to pay them.
Dr. SpAHR. The railroads have to carry anybody that wishes to
ride. They offer themselves to the public. The same is true of our
reserves. They support all of the deposits that are created, but it
is known from practical experience that everybody is not going to
draw at once. Therefore the reserves can be smaller than the de
posits, and properly so.
Mr. GOLDSBOROUGH. You are aware of the fact, of course, that the
Supreme Court of the United States has said in a very recent case
that, in view of the fact that the money the bondholder gets is just
as good as the gold, there is no right of action in the Court of
-Claims ?
Dr.-SPAHR. Yes; I read that case.
Mr. GOLDSBOROUGH. You think that the Supreme Court is wring,
^lon't you ?
Dr. SpAHR. I do n o t care to com m en t on th a t.
Mr. GOLDSBOROUGH. What is that?
D r . SpAHR. I do n ot th in k I sh ou ld com m en t.

Mr. GOLDSBOROUGH. You prefer not to comment on the Supreme
-Court's action, but it is not in line with the contention you have
made today, is it!
Dr. SpAHR. I would rather say that your contention is not in line
ivith mine, if I may.
Mr. GOLDSBOROUGH. Well, that is not the question I asked you.
O f course, I knew all the time you didn't agree with me.
Mr. HoLMSTER. Dr. Spahr, at the same time, eight members of
the Supreme Court said that Congress committeed an unconstitu
tional act, did it not, when it passed the act of June 25, 1933?
Dr. SPAHR. Yes, sir.
Mr. HoLLiSTER. Eight of the nine Justices have said that, merely
in different ways. Some of them found that there was no right
o f action in that particular case.
Mr. GOLDSBOBORUGH. Because there w a s no loss.
Mr. HoLLiSTER. I k n o w , b u t fo u r ju d g e s in tim a te d th a t. The
iBfth ju d g e w e n t the w h o le w a y an d sa id th a t Congress h a d co m m itte d
a c on stitu tion a l act, u ncon scion able th o u g h it w a s. The sin g le judge
sa id th a t, th a t is th e w a y a m a jo r ity a g a in st th e fo u r w a s created
th a t p a rtic u la r case.
Mr. FoRD. Dr. Spahr, might I ask you a question with reference

in

to this reserve matter: Assuming that the reserves are good on a
basis of 10 to 1 and the Government is going to use gold as a basis;
with $8,000,000,000 of gold in its possession could it not still by
sound mony issue $80,000,000,000 of obligations against that eight
billion on a 10-percent reserve basis!
Dr. SPAHR. I f it chooses to do it.
Mr. FoRD. Why!
Dr. SpAHB. Because the Government's note issue does not operate
the way currency does with the banks. The Government has to
stand ready to meet the full amount. Consequently, it is normal
for a Government to issue merely certiRcates and then let the banks
hold the reserves against deposits, for the reason that banks will
take other types of assets, for instance, the commercial paper, which
the Government cannot do.
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Mr. FoRD. You are assuming that the United States Government
has no assets. What kind of an asset is the taxing power of the
the Uniter States Government?
Dr. SrAHR. It is not an asset against which it can issue its currency,
Mr. FoRD. It is an asset by which it has complete power to tax
everything within its jurisdiction.

Dr. SpAHR. That is true.
Mr. FoRD. And all the wealth within its jurisdiction. It ha&
that, plus, at the present time, $8,000,000,000 worth of gold. Now,
if there is anybody mathematician enough in this crowd to tell
me just what the limit of its assets is, I would like to now, under
those circumstances.
Dr. SpAHR. There is no limit to the Government's power to tax
except the limit of the power of the people to pay.
Mr. FoRD. But it is not sound. But it is sound for a bank to
issue 10 times its reserves.
Dr. SrAHR. Because a bank would take in liquid assets; but its
reserves are not adequate to meet cash demand. The Government
is not doing that because it is not doing that class of business. The
Government only issues gold certificates and silver certificates, if
it engages in the right type of currency issue, and then it supports
the banks by putting the certiBcates on hand for use.
Mr. FoRD. I thought we were talking about the basis for sound
money ?

Dr.

SpAHR.

We are.

Mr. FoRD. Now you say we have got to get back to specie payments.

Dr. SpAHR. That is right.
Mr. FoRD. And we have only got to issue $8,000,000,000 worth
of money, because we have only $8,000,000,000 worth of gold ?
Dr. SpAHR. If those 8 billons could get issued under a banking
system, those 8 billions could be multiplied by eight and a half.
Mr. FoRD. But that cannot be done by the Government?
Dr. SpAHR. No; not soundly. I am glad you brought that point
out.
Mr. HoLLisTER. Will you go a little further than that?
Why can't the Government do it soundly and it can be done by
a banking house!
Dr. SpAHR. Because the function of a bank is to take the bor
rower's paper as an asset. When you create a deposit, of course you
have to stand ready to pay out currency if the people want their
currency. But the Government requires it to maintain only a 17 or
18 percent reserve.
Now, the Government is not engaged in running a private busi
ness. Therefore, it does not take the type of assets that the banks
take. The only type of assets it has is either bonds or currency,
metallic currency. Therefore, if it attempts to issue any other type
of currency it is issuing it against nothing except its taxing power,
and of course it does not use its taxing power to redeem that cur
rency. The currency is just outstanding, the way the greenbacks
are outstanding, until the Government is ready to resume specie
payments.
Mr. HoLLisTER. That was illustrated, and is being illustrated, we
might say now, by the example that has been set in the last 2 or 3
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years, when the taxing power has run far behind the expenditures
of the Government!
Dr. SpAHR. Surely.
Mr. HoLLiSTER. I do not want to put the words in your mouth,
but will you say whether I am correct or not, with this further
explanation: The difference is that the Government is not in the
banking business?
Dr. SpAHR. That is right.
Mr. HoLLiSTER. The Government could, of course, have a super
bank which would be entirely Government run?
Dr. SpAHR. That is right.
Mr. HoLLiSTER. But it is not in that business today!
Dr. SpAHR. That is right.

Mr.

So, t h e r e f o r e , i t s h o u ld n o t be p e r f o r m i n g the
a bank?
Dr. SPAHR. Yes, sir; that is right.
Mr. HoLLiSTER. Unless we want to face the issue and put the
Government absolutely in the banking business!
Dr. SpAHR. That is right.
HoLLiSTER.

fu n c tio n s o f

M r . HoLLiSTER. I s th a t a fa ir s ta te m e n t!

Dr. SpAHR. That is right.
Mr. GiFFORD. I want to ask you, Dr. Spahr, if the necessities of
the hour are sufRcient to demand the passage of this legislation.
Dr. SPAHR. I think not of title II. I hope that title II will not be
passed, because I know no necessity demanding that.
Mr. GiFFORD. We have to make large borrowings for the Govern
ment, and you think the banks will conform to the needs of the
Government without any pressure?
Dr. SPAHR. There is ample power in the Federal Reserve Act now
for that—too much.
Mr. GiFFORD. What have you to say after reading Governor
Eccles^ testimony where he stated it would be just too bad for the
banks if they did not?
Dr. SPAHR. That implies, of course, the philosophy to which I
refer, that there is some way to force banks to make loans. There is
always a proper time and place to make a loan.
Mr. GOLDSBOROUGH. What Governor Eccles said was that if the
banks did not loan they would probably regreat it, because the Gov
ernment would assume its own function and issue its own money.
That is what he said. I just wanted to explain that.
Mr. GiFFORD. I am satisfied with that.
Dr. SpAHR. So am I.
Mr. GiFFORD. There is a further threat here made before the com
mittee that if any further instrumentalities of the Government are
set up to carry on private busines, if business did not assume its
legitimate Held and bring about a substantial recovery we would be
faced with the performance of such threats as that made here. And
then there must be a good deal more money diverted from the banks
to the Federal Treasury in order to support those, would there not?
Dr. SpAHR. That is right. You are on your road.
Mr. GiFFORD. I want to know when I vote on this bill whether or
not the necessities of financing the Federal Government are such as
to demand the passage of this oil!.
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Dr. SPAHR. They are hot.
Mr. GiFFORD. Don't you think that is an important consideTation?
Dr. SPAHR. It is an important consideration.
Mr. GiFFORD. Have you considered how much Federal Bnancing
must be done within the next year and a half possibly?
Dr. SPAHR. The Government should be compelled to resort for its
funds to the open market. The banks are taking too much already.
The Federal Reserve Act is loose enough now. It can be compelled,
and it is being compelled, to absorb too much now. Therefore, to
go any further on this line is simply inviting future trouble.
Mr. GiFFORD. I am trying to simplify that in my own mind, and I
have suggested if a member bank holds my note for $50,000 it can
discount that note and loan me another $50,000, and then discount
that again and loan me another $50,000, and it can go on indeBnitely^
can it not?
Dr. SpAHR. I do not understand that. I am sorry.
Mr. GiFFORD. Well, in order for member banks to Bnance me—I am
not the Government, but if they hold my note for $50,000 they can
discount it?
Dr. SpAHR. Yes, sir; that is right.
Mr. GiFFORD. If it is a solvent, liquid asset, and it would be if it is
a Government bond. And then it can loan me more money and keep
going indefinitely in that way!
Dr. SpAHR. Until the reserves are exhausted; that is right.

Mr. GiFFORD. I want to ask you one other question while I am ask
ing these questions: Did the people of Germany regard their Governmen as dishonest when they took away practically the entire value
of their internal debt?
Dr. SpAHR. I cannot say. I would assume they did.
Mr. GiFFORD. Our people might consider we were a little dishonest
if we brought about a condition of that sort, would they not?
Dr. SpAHR. I think so* I have talked to a good many Germans
who have lived through it, and I presume so. You know what they
say about it. What would anybody say if he has his wealth taken
away from him and his government is responsible?
Mr. GiFFORD. I would ask you if the terms of this bill would not
allow the process I have explained to continue.
Dr. SPAHR. Absolutely.
Mr. GiFFORD. And it does appear to me as giving the preferred
place to the Government in Bnancing, but it may be necessary, i&
what I fear.
Dr. SPAHR. I do not think it is necessary.
Mr. GiFFORD. You a n ticip a te t h a t the b an k s w ill h a v e to a b so r b
so m e 14 b illio n m o r e ?
Have y o u t h o u g h t o f t h a t ?
Dr. SPAHR. That is right.
Mr. GiFFORD. And 14 billion—will they have to absorb 14 billion
more?
Dr. SPAHR. They may have to under compulsion, as it has been
exercised thus far.
Mr. GOLDSBOROUGH. Do you think that the banks want to give tip
that privilege that they now have?
Dr. SrAHR. I think they would like to.

Mr. GOLDSBOROUGH. Of getting the beneBt of buying these bonds?
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D r . SpAHR. I th in k th ey w o u ld lik e to lo a n on le g itim a te , soun d ,
com m ercial p aper.

The CHAIRMAN. Let me ask you this, Dr. Spahr, on the subject of
the loans: What would you have the banks do with reference to
Government securities?
Dr. SpAHR. I do not fe e l that they can do anything. They cannot
find good loans to make. They are buying bonds because they can
not find anything else in which to invest to make a small earning.
Mr. GOLDSBOROUGH. I understand you to say a moment ago that
they are already holding a much larger quantity of Government
bonds than they should hold.
Dr. SpAHR. T h a t is s o ; th e y are.
Mr. GOLDSBOROUGH. Then they ought to get rid of them %
Dr. SPAHR. They ought to, but they cannot d o anything.
Mr. GOLDSBOROUGH. Then you are mistaken when you say that
they should not hold it ?
Dr. SPAHR. I say it is a dangerous situation. It is too bad that
they do hold them, but they cannot do anything about it under the
present circumstances.
The CHAIRMAN. How will they dispose of them i f they want to or
if they are compelled to?
'
Dr. SpAHR. That is the interesting thing here, in my opinion.
The banks are in a paradoxical condition. They are in a position
where they are absorbing notes, and then when business picks up
and prices begin to rise the eligible paper comes into the market and?
prices will fall and then the banks' assets will be reduced in value
and the banks will take a terrific lacing.
Mr. GiFFORD. Do not the necessities demand some kind of emer
gency measure whereby they can dump them into the Federal
Reserve?
Mr. GOLDSBOROUGH. You say the banks aye taking a lacing!
Dr. SPAHR. Yes, sir; they are.
Mr. GOLDSBOROUGH. How can they be taking any lacing at all; they
have not done a thing except put a credit on their bocks? That ig*
all it has cost them.
Dr. SpAHR. The banks have invested y o u r money and mine in
those bonds.
Mr. GOLDSBOROUGH. Well, I don't say whose money they have
invested, but the cost of that investment has been negligible insofar
as the banks are concerned.
Dr. SPAHR. What any bank does is to take the people's promises
to pay, your promise, my promise, or the Governments, as an asset,
and create a deposit and say it stands ready to meet that demand on.
demand in good money, in cash*
Now, to be able to do that the Government requires them to main
tain lawful reserves* A bank can, only do that to the extent itsreserves will permit. The assumption is that those bonds, which are
a promise o f the Government to pay, can be converted into cash..
They are not buying those bonds out of nothing; they are merely
substituting their credit.
Mr. GOLDSBOROUGH. Of course they are. They are taking the bonds
and making the bonds an asset upon which they issue this money.
Dr. SPAHR. Every time a bank buys a bond its reserve ratio*
declines, because it creates a deposit*
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Mr. GOLDSBOROUGH. Of course it does, but the reason it buys these
bonds is because it has reserves that are not working.
Dr. SPAHR. That is right.
Mr. GOLDSBOROUGH. Therefore, I say that it amounts to a gift from
the Government in bonds.
Dr. SPAHR. No.
Mr. GOLDSBOROUGH. That the banks are growing fat under.
Dr. SPAHR. No.
*Mr. GOLDSBOROUGH. The banks are not suffering an awful lot,
not the large banks. The large banks that are able to carry these
Government bonds are doing very nicely in a very smug way and
standing the chance of losing nothing, and that is the reason when
these refundings take place they are always oversubscribed. The
banks are grabbing them.
Dr. SPAHR. Because they haven't anything else in which to invest.
Mr. CRoss. I want to ask you a question there, Dr. Spahr: You
said that the banks ought not to be in a position to have to take
these things, or at least put pressure on them; they ought to get out
and sell them on the open market. Is that right!
Dr. SPAHR. Yes.
Mr. CRoss. The open market is in such condition that the chances
are they could not sell them, is that true!
Dr. SPAHR. I don't think so.
Mr. CROSS. Well, it probably would be, and in case it was, then
what would you say to it!
Dr. SPAHR. I say the Government should have to take what it can
get in the open market.
Mr. CRoss. What it can get. Now, listen: You have got some
12,000,000 people out of woA, angry, mad. You have got to feed
them; you have got to keep them from starving, or you are going
to have a revolution. Don't you think it is far better that the Goveimment use the banks if necessary in order to keep down revolution
and destroying the whole country and chopping people's necks
off and all that!
Dr. SpAHR. I think with inSated currency you will have reached
the point of revolution----Mr. Citoss (interposing). Oh, now—I don't know whether you
know it or not, but when you get 12,000,000 people and their families
hungry they don't care anything about theories. They want some
thing to eat, and they are desperate. Now, what are you going to do,
just say, sit down and let it go, and not take care oi that situation!
Dr. SpAHR. In every country that inflated its currency, as a
aonsequence-----Mr. CROSS (interposing). You know what happened in France!
It was the question of money that brought on the French Revolution.
They had got control of the wealth of France and there was no
money. You know that if you have read the old history. The
people became desperate.
Dr. SPAHR. May I answer that! When Napoleon came in
France----Mr. CRoss (interposing). Oh, Napoleon came in away after. This
was in 1779.
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Dr. SPAHR. The first thing he did to get France on a solid basis
was to get France back on the gold standard and establish a strong
central bank.
Mr. GOLDSBOROUGH. But Napoleon refused to borrow money from
the banks. That is the reason he got into trouble with the
international banks.
Mr. CRoss. You have a history there of the taking of the lands of
France from the nobility and issuing only 4,000,000 francs, to begin
with, which was sound. But as the Revolution went on and kept
increasing and increasing it was really a mortgage over their land.
But finally they issued 49,000,000 of them, of course worth nothing.
Yet it served its purpose, because any historian will tell you that
they could not have won the Revolution without it. It was an
inflation which was bad, uncontrolled. But it enabled France to
win the Revolution, just like our continental money enabled us to win
the Revolution, just like possibly in Germany, where there was a
bad, uncontrolled inRation, it helped win the Revolution. Yet if
they had not done it they would probably have gone into bolshevism.
Dr. SPAHR. Are you not aware that inRation impoverished the
masses of the people?
Mr. CRoss. Oh, no; they are impoverished now. They are broke.
You talk about a man owning these houses and these farms. He
has a paper title that is nothing in the world but an interest-payihg
note, and the fellows up there are collecting off of him, and he is
desperate and he is mentally desperate and he is wild.
Dr. SPAHR. Yes.
Mr. CROSS. You could not make it any worse condition.
Dr. SpAHR. And the reason he is in that position, Mr. Cross, is
because our currency is inflated and he is now paying for it.
Mr. CRoss. Who inflated it! The banks.
Dr. SPAHR. Everybody—our Government.
Mr. CRoss. The banks were loaning and getting rediscounts.
Dr. SpAHR. And you want the banks to do it again.
Mr. CROSS. And then when the crash comes you say, " Wipe Out
the whole structure."
Dr. SPAHR. That is what you are proposing.
Mr. CRoss. And the people won't stand for it. You will have a
revolution on your hands.
Dr. SpAHR. That is exactly what you are proposing here; inflate
the currency and let the people suffer again.
Mr. CROSS. You have got them starving here, and they are not
going to stand for it.
Dr. SpAHR. They probably won't.
Mr. GOLDSBOROUGH. I f we had a system based on money and not
wind, when you reached a certain point you could not go any fur
ther. It is this infamous system that you appear to advocate which
makes these periods of extreme inflation and depression possible.
Dr. SpAHR. No; you are advocating inRation.
is opposing it.

I am the one that

Mr. GOLDSBOROUGH. That is what you say.
Dr. SPAHR. I know it.
Mr. CRoss. Aren't we already deflated and deflated and deflated!
Dr. SpAHR. Yes, sir—and what caused it?
127297— 35------- 49
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CRpsp. Now, hold on now—no matter what caused it. Aren't
we debated to the bottom ?
Dr. SPAHR. Yes, sir.
Mr. Cnoss. Now, don't you think we ought to have some reflation!
D r. SfAHR. No. That is not the alternative. The alternative is a
sound monetary system and a stabilized system.
Mr. CRoss. It is too late to prevent the Rre after the Same breaks
out.
Dr. SpAHR. Instead of attempting to tinker with the currency.
Mr. CROSS. Tinker with the currency—Congress alone has the right
to tinker with the currency. Congress is 3ie king, and the king
can make anything he wants money—always could—coming on down
through Parliament into this country. Who tinkers with the cur
rency but these private individuals that manipulate credit? That
is tinkering. We do not tinker. We act. We have got the power
by authority of the Constitution, and we are not going to let them
handle as they have been.
Dr. SPAHR. Well, let us assume that the banks inRated and are
paying for it. Now you want the Government to do the same thing.
Mr. CLARK. Have we any assurance as to what this Federal Re
serve Board will do hereafter?
D r . SpAHR. I w o u ld lik e to see a b o a rd created th a t w ill p rev en t
in R ation .

Mr. CLARK. I am for that a hundred percent. I think we are all
after that sort of thing, but we are misunderstanding our methods
of approach or we disagree on our methods of approach.
Mr. FoRD. Give us your idea of control. How could you control
it!
Dr. SpAHR. There is never any excuse for inRation, is there ?
Mr. FoRD. What is your idea of control, if you will answer that
for the moment?
Dr. SpAHR. I would say that there are about seven instruments of
control that can be used. You can use the discount rate. You can
use open-market operations. You can use warnings. You can use
persuasion. You can regulate the amount of Federal Reserve notes
going into circulation by different devices. You can refuse to accept
paper that is unsound, and you can use your reserve if you have to.
Mr. FoRD. The things that you have enumerated are not in this
bill.
Dr. SpAHR. It is almost all in the present law.
Mr. FoRD. It is put in there, and it should be more susceptible to
control. That is all in the world this bill is doing, giving the Fed
eral Reserve Board some recourse by which it can pull or push as
the situation requires, to control expansion or contraction.
Dr. SPAHR. It has had every power thus far, had it been used.
Mr. FoRD. It has none. Well, it had one power; yes. Now, take
open-market operations at the present time—who initiates them!
Dr. SpAHR. The Open Market Committee.
Mr. FoRD. And who are the Open Market Committee?
Dr. SPAHR. It is 5 of the Executive Committee out of that 12.
Mr. FoRD. They can initiate them, but they do not have to carry
them out. Suppose the Federal Reserve Board as a body wanted
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to start open-market operations. Could they tell the Federal Re
serve Boards to cooperate, or should they ask them ?
Dr. SpAHR. I understand they can force that Open Market----Mr. FoRD. No; they cannot. That is what we are trying to rectify
in this bill. We are trying to take care of that so that the Federal
Reserve Board can say when and at what time and to what extent
open-market operations can be conducted, whether they are purchas
ing or selling.
Dr. SpAHR. I would not argue against that provision.
Mr. FoRD. That is all it is.
Dr. SpAHR. No; if your board is independent and nonpolitical, but
Mr. FoRD. My God, man; how are you going to get an independent,
nonpolitical board in a political country! What is politics! It is
the science of government. What is a politician! He is supposed
to be a man that is versed somewhat in the science of government, is
he not!
Dr. SPAHR. But running a bank is a technical thing, and they are
supposed to be technically trained.
Mr. FoRD. There are technical men on that board and they are the
best technicians we could get.
Dr. SpAHR. I doubt it.
Mr. CRoss. You have stated here, I believe, that these very men
are the best brains in the country.
Dr. SPAHR. I think they are.
Mr. CRoss. Your 60 men go o ff and draw up a bill then, the best
brains in the country, and see if it covers the whole situation. When
you get those 60 men who are agreed together, let them draw up
a bill and bring it in here. Why, you will have them Rghting and
each one saying, " That is what we want", and it will be different
for every one of them. We have got to have something concrete.
Bring us in something constructive here. Get your 60 men together
and draw up the bill.
Dr. SPAHR. I wish you would charge the committee with that
responsibility.
Mr. CROSS. It is the responsibility of you, it seems to me. You say
you had the responsibility of getting out this pamphlet and the re
sponsibility of issuing articles and statements. Now get them to
gether. You say that you have 66 men who are the best brains in
the country. So get those best minds together in a room and draw
up a bill covering this thing in detail, like any other bill that has
got to have mechanics back of it, and bring it m here and submit it
So us. Then argue to us that it is supported by those men, and the
reasons for it.
Dr. SpAHR. It would take a year to do it.
Mr. CRoss. Oh, my; haven't you been working on this, and these
other 60 best minds of the country, for years!
Mr. GOLDSBOROUGH. Forty years.
Dr. SpAHR. Surely.
Mr. CROSS. And now you cannot sit down and draw up a little
bill like this in a year!
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Dr. SPAHR. No. That is what I want to object to.
Mr. CRoss. You cannot do it; you 60 fellows would get together
and have a fight in no time. You would not get anywhere. It is
awfully easy, Doctor, to criticize something that is faulty, but is is
hard to suggest something constructive. That is what we want to do.
Dr. SPAHR. I am doing that. The most constructive thing, Mr.
Cross, that I can suggest is, don't pass title II.
Mr. CRoss. Well, an you say is don't." Now show us something
to do.
Dr. SPAHR. That is constructive.
Mr. CRoss. Well, you say the present system is not right. You say
that is wrong. You say "d on 't" to these things. You say "don*t
do" and here are the best 60 minds saying the other system is wrong
^hd the Board here is wrong, and all you do is come m and just say
"don't, don't, don't." Why don't you go make up a bill and bring
it in here ?
Dr. SPAHR. Mr. Cross, if you are about to go over a precipice and
I stop you, that is a constructive thing. I don't have to sit down
and draw up blueprints about how to do it.
Mr. CRoss. I f I am so close to the edge that I am liable to fall
over, I want you to throw me a rope. You are just sitting out there
and saying, " Just sit still. Go on over." I say, " Throw me a rope."

Dr. SpAHR. My answer is, " I will take you away from the edge
of the precipice.
Mr. CRoss. You don't take me away; all you say is, " Just sit still.
Don't."
Dr. SPAHR. We have a system functioning as well as anything
needs to function now. It has every power Ihat is essential.
Mr. FoRD. What!

Dr. SPAHR. It has every power that is essential.
Mr. FoRD. That system that put us in the morass of depression the
like of which was never known before—you want us to continue
that?
Dr. SPAHR. No. I say the system as it is devised under the Fed
eral Reserve Act has all the authority that is needed so far as any
Federal Reserve System goes.
Mr. FoRD. Did it work?
Dr. SPAHR. Certainly it did not. They inflated.
Mr. FoRD. Who inflated?

Dr. SPAHR. The banks.
Mr. CRoss. We want all these things corrected.

Dr. SPAHR. You cannot do it in 15 minutes.
Mr. CRoss. We have taken a week, and we can take a little more
time.

The CHAIRMAN. You say we have a good system----Dr. SpAHR (interposing). I did not say that. I say they have
all the power and authority now that they need in generating re
covery. There is nothing you can change about this Federal Re
serve System that will generate a sound recovery. Therefore, iet
the System stand as it is and let us have a thoroughgoing over
hauling of the Federal Reserve System, and in the meantime let
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us have a sound currency and let us encourage business recovery.
Those are the things that are in order, as I see it.
The CHAIRMAN. Let me ask you this: How do you look upon the
Federal Reserve System!
Dr. SPAHR. I think it is a pretty weak System.
The CHAIRMAN. Have you ever been for it!
Dr. SPAHR. Yes; I have. I thought it was pretty good until I
saw the consequences of inflation.
The CHAIRMAN. All the bankers, as well as all the economic ex
perts, have agreed during the years that the Federal Reserve Sys
tem was very fine and a very successful System, have they not?
Dr. SpAHR. I think that is substanitally accurate.
The CHAIRMAN. And it did serve admirably and satisfactorily for
quite a long time, did it not!
Dr. SpAHR. Quite a long time.

The CHAIRMAN. Do you know where we got the Federal Reserve
System ?
Dr. SpAHR. Yes; I think so.
The CHAIRMAN. Did you ever stop to think about its history!
Dr. SPAHR. Yes ; I am acquainted with it.
The CHAIRMAN. Did you know that it was written by politicians,
such men as you see sitting here this afternoon in Congress, and
over the protest of almost every banker in the United States?
Dr. SpAHR. Yes.
The CHAIRMAN. And everybody else who was supposed to know
anything about it? That is the history of the Federal Reserve.
Dr. SPAHR. I do know who did most of the drafting.
The CHAIRMAN. I am talking about where the Federal Reserve
came from. It was the work of politicians, in fulfillment of a par
tisan, political party platform pledge, and written by a partisan
committee. The Democrats wrote it with the Republicans excluded,
and they took it to the House and held a Democratic caucus and
bound every man to vote for it upon penalty of losing his standing
in his party, and then brought it to the House and permitted Re
publicans to vote for it.
That is where the Federal Reserve System came from, not only
from Congress, but from partisan politicians.
Dr. SPAHR. H . Parker Willis and Carter Glass did most of the
drafting.
Mr. GOLDSBOROUGH. As to the technical work, that was all.
Dr. SPAHR. And they had a tremendous number o f hearings.
Mr. GOLDSBOROUGH. Oh, yes. They had this Capitol swarmed with
bankers and experts who would take a backwoods Congressman by
the arm and keep after him while they were writing the Federal
Reserve Act, because they knew that he did not know anything
about it, and they would keep working on him and telling him that
it was unsound and improper, the currency was being tinkered with
and was certain to result in something that they did not know any
thing about. But the committee discarded all that advice and went
ahead and did it. Isn't that the history of the Federal Reserve Act?
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Dr. SPAHR. That is right. This title II has a fundamental con
ception lying behind it mat is quite different from what prevailed
in 1913. Here the idea is that they are going to pump currency into
circulation.
Mr. GOLDSBOROUGH. You have said that now three or four times.
Where do you find that in the bill?
Dr. SPAHR. I got it from all the atmosphere. I got it from Mr.
Eccles' testimony.
Mr. GOLDSBOROUGH. Where is it in the bill?
Dr. SpAHR. It is not in the bill but it enables them to do it.
Mr. GOLDSBOROUGH. But we have never had a provision like that.
The CHAIRMAN. If you will permit me, Dr. Spahr—because you
want to be accurate in your statements of fact, you are in error in
your statement that that is in this bill. I might say that a contro
versial point among members of this committee hinges around the
failure of the bill to undertake the proviso for carrying the thing
that you have understood is in the bill.
Dr. SpAHR. My point is, it permits it.
The CHAIRMAN. Oh, well; the present system permits it, you say.
Dr. SpAHR. Yes.
The CHAIRMAN. The people who are advocating this particular
thing are setting up the machinery that will make it work. The ma
chinery will not make it work now because the Board won't permit it.
I am not saying that it is the last word of wisdom on the subject;
I am only speaMng of the fact now.
Mr. BROWN. Doctor, I would like to ask you one question: I wonde '
""
"
ors are now teaching school.
Mr. FoRD. There are several of them dissenting from this thing.
Dr. SPAHR. Yes, some of them dissented in certain paragraphs.
I think six men had certain qualifications.
Mr. BANKHEAD. This is just a memorandum on it. I do not see
any constructive suggestion in it.
Dr. SpAHR. Their constructive suggestion is not to pass it
Mr. BANKHEAD. It seems to me that the six best minds would
know better than that.
Dr. SpAHR. It seems to me the best thing is don't pass it
Mr. BANKHEAD. Oh, is that your advice!
Dr. SpAHR. I am not competent to discuss titles I and III.
Mr. HoLLiSTER. I w o u ld lik e t o ask t h a t th is m em o ra n d u m abou t
th a t title be p u t in th e record.

The CHAIRMAN. Without objection, it will be printed in the record.
MEMORANDUM IN OPPOSITION TO TITLE II, BANKING BILL OF 1935 (H . B. 5357—
S. 1 71 5 ) SUBMITTED TO CONGRESS BY ECONOMISTS' NATIONAL COMMITTEE ON
MONETARY POLICY

The undersigned members o f the Economists* National Committee on Mone
tary Policy wish to point out to the country that the so-called "Administration
Banking Bill o f 1935", recently introduced in Congress (H. R. 5357 and S.
1715) endangers the development o f sound commercial banking in this country
in the following principal respects. These warnings relate only to title I I
o f that bill.
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1. Proi^diity for poMtic<% ooMtro! of the Federal Re^erre ^oard ami Federal
Reserve &a^A^.— The Federal Reserve administrative authorities, instead of
being given the independence which is appropriate to the oiRcers o f a non*
political central commercial banking system, will be brought under direct con^
trol o f the President. It is proposed to accomplish this end by providing that
the membership o f the Governor on the Federal Reserve Board shall expire
when he is no longer designated as Governor by the President. This provision
will enable the President to advance any member to the governorship, then
remove him, and in this manner the complete personnel o f the Board can be
changed quickly and will be subject at all times to Presidential control. Thus
the Board can become a politically-controlled Board with little opportunity to
exercise independent judgm ent
The same w ill be true o f the Governors and Vice Governors of the Federal
Reserve banks, since it is proposed that they be appointed by the directors o f
the Federal Reserve banks after approval by the politically-controlled Federal
Reserve Board.
The lessons of central banking teach us that the farther a central banking
system is removed from political domination, the better it is fo r the country.
2. jProwdMtgr for the conversions o f
ayset* o f Federat Reserve 6a<!t&#
Mtfo
tender note*.— The proposal to repeal the requirements with respect
to commercial paper collateral for Federal Reserve notes is unsound. It w ill
enable the Federal Reserve banks to issue legal tender notes against frozen or
illiquid assets admitted under the tolerance or policies o f a politically-controlled Federal Reserve Board, and will destroy the prospect o f restoring the
so-called "e la s t ic " characteristics o f these notes— a feature which financial
leaders have striven to obtain for nearly Rfty years. Although the GlassSteagall amendment o f 1982 and the emergency banking legislation of 1983
gave these notes what is commonly called an inelastic characteristic by permit
ting the use o f government securities as collateral, it was supposed that this
change was temporary and that efforts would be made, after the emergency
had passed, to restore the "e la s t ic " feature o f these notes. Instead of pro
viding us with a note currency which bears the appropriate relation to the
sound short-term needs o f business, thus avoiding inflationary tendencies, the
bill provides the means fo r the issue o f notes against Government bonds—
and other assets, regardless o f liquidity— and, consequently, opens the way for
a huge bank note inflation in this country. The bill enables the Government
through the banks to convert the national debt into bank notes until the surplus
banking reserves o f the country are exhausted. The Federal Reserve Board,
furthermore, is given the power to reduce the reserve requirements o f member
banks as it sees Bt, thus increasing immeasurably the possibilities o f inflating
the currency. The passage o f such a measure w ill invite ultimate disaster
for this country.
3. Providing? that w^cotnntercta? and
paper w ay 6e e%%6ie for redi#*
at Federal Reserve &aw&*.— The proposal to make " any sound a sset" o f
a member bank eligible for discount at a Federal Reserve bank opens the way
to converting what should be a commercial banking system into an illiquid
noncommercial system. The supply o f noncommercial paper eligible for redis
count should be further restricted, not-enlarged. This bill makes a politically
controlled board the sole judge o f the soundness o f the assets to be admitted
to the Federal Reserve banks. It is the function o f a central banking system
to maintain at all times a liquid portfolio, since the system holds the ultimate
reserves o f the nation's banks.
4. -Providing fo r the aroad^winy o / meatBer &an& &MMM oit rea% estate.—The
proposal to permit member banks o f the Federal Reserve System to loan an
amount equal to €0 percent o f their time and savings accounts or an amount
equal to their entire capital and surplus on real estate, for periods o f 20 years
up to 67 or 75 percent— depending upon circumstances—o f the value o f property,
is unsound. Making such loans is not an appropriate function of a commercial
banking system. Real estate loans o f a far more restricted nature have caused
great losses and have been a source o f great trouble for the commercial banks
o f this country. This is one o f the outstanding lessons o f the decade o f 1920^30,
with its holocaust of bank failures and paralyzing losses. To increase the pos
sibility of such losses and diiHculties is hardly rational.
All measures designed to correct weaknesses in the Federal Reserve System
should seek to increase, rather than destroy, its Independence o f political in-
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Ruence. They should increase, not reduce, its commercial nature. They should
assure, not impair, its liquidity. And they should free it from Government
financing rather than link it more closely to the fiscal needs of the Govern
ment.
[S ign ed]: Arthur B. Adams, The University of Oklahoma; Eugene
E. Agger, Rutgers University (with reservations as to par. 2) ;
James W. Angell, Columbia University; Charles C. Arbuthnot,
Western Reserve University; Leonard P. Ayres, The Cleveland
Trust Company; George E. Barnett, The Johns Hopkins Uni
versity; Don C. Barrett, Haverford College; James Washington
BgU^Northwestern University; Ernest L. Bogart, University o f
Illinois; Jules L. Bogen, Journal o f Commerce and New York
University (with reservations as to par. 2) ; Frederick A. Brad
ford, Lehigh University; R. P. Brooks, The University o f
Georgia; Charles J. Bullock, Harvard University; Neil Carothers, Lehigh University; J. Ray Cable, Washington Uni
versity; Wilbur P. Calhoun, University of Cincinnati; Edward
H. Collins, New York Herald Tribune; Alzada Comstock, Mount
Holyoke College; William W. Cumberland, Wellington & C o.;
George W. Dowrie, Stanford University; Eleanor Lansing Dulles,
University o f Pennsylvania ; William E. Dunkman, University o f
R ochester; D. W. Ellsworth, The Annalist; William D. Ennis,
Stevens Institute o f Technology; Clarence W. Fackler, New
York U niversity; Fred R* Fairchild, Yale University; J. Ander
son Fitzgerald, The University o f T ex a s; R oy L. Garis, Vander
bilt University; Lewis H. Haney, New York University; E. C.
Harwood, American Institute of Economic Research; Hudson B.
Hastings, Yale University; John Thom Hoedsworth, The Uni
versity o f M iam i; F. Cyril James, University o f Pennsylvania
(with reservations as to par. 2 ) ; Eg win W^.Kenuperer. Prince
ton University; Elbert Alvis Kincaid, University of Virginia;
David Kinley, University o f Illin ois; William H. ^nlfSn, Bank
o f Rockville Centre Trust Co. (with reservations as to par. 4) ;
Frederic E. Lee, University o f Illinois; Ray V. LeiHer, Dart
mouth College; Esther Lowenthal, Smith College; Arthur Marget, University o f Minnesota (with reservations as to pars. 3-3) ;
A. W ilfred May, New York C ity; Mark C. Mills, Indiana Uni
versity; Margaret Myers, Vassar College; Melchior Palyi, The
University of Chicago; Ernest Minor Patterson, University o f
Pennsylvania; Clyde W. Phelps, Chattanooga University; How
ard H. Preston, University o f Washington; William A, Rawles,
Indiana University; Harold L. Reed, Cornell University (with
reservation s); Leland Rex Robinson, New York C ity ; R. G.
Rodkey, The University 6%iM ichigan; Olin Glenn Saxon, Yale
University; Joseph A. Schumpeter, Harvard University; William
A. Scott, University o f W isconsin; James G. Smith, Princeton
University; W alter E. gpa&*, New York University; Oliver M.
W. Sprague, Harvard University (w ith reservations as to pars.
2 - 4 ) ; William H. Steiner, Brooklyn College; Alvin S. Tostlebe,
College o f W ooster; James B. Trant, Louisiana State University;
Rufus S. Tucker, WestReld, N. J .; Ray B. WesterReld, Yale Uni
versity ; Nathaniel R. Whitney, Procter & Gamble C o .; H.
Parker Willis, Columbia University; Max Winkler, College of the
City o f New Y ork; Ivan Wright, University o f Illinois; John
Parke Young, Occidental College; Ralph A. Young, University
o f Pennsylvania.
(Issued through the ofHce o f Secretary-Treasurer, 100 Washington Square,
New York City. March 7, 1035. ) !

The CHAIRMAN. Gentlemen, we will meet at 10:30 tomorrow morn
ing to continue with the hearing, and we certainly thank you, Dr.
Spahr, for your patience and your assistance.
Dr. SPAHR. Thank you, gentlemen.
(Whereupon, at 5:10 p. m., the hearing was recessed until 10; 30
a. m., the next day, Thursday, Mar. 28, 1935.)
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T H U R SD A Y , M A R C H 38, 1935
HOUSE OF REPRESENTATIVES,
COMMITTEE ON B A N K IN G AND CURRENCY,

Z>. C.
The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAntMAN. We have with us this morning former Congressr
man William Schley Howard, of Atlanta, Ga., who wants to discuss
one of the features of this bill with reference to savings banks.
I am quite sure, Mr. Howard, that the committee will be delighted
to hear you.
STATEMENTS OF HON. WILLIAM SCHLEY HOWARD, ALTANTA,
GA.; GEORGE M. BROWN, PRESIDENT GEORGIA SAVINGS BANK
& TRUST CO., ATLANTA, GA.; JAMES E. CAROLAN, VICE PRESI
DENT AND TREASURER ALTANTA SAVINGS & TRUST CO.,
SAVANNAH, GA.; AND J. P. HOULIHAN, VICE PRESIDENT
GEORGIA STATE SAVINGS ASSOCIATION, SAVANNAH, GA.

Mr. HowARD. Mr. Chairman and gentlemen of the committee, I
will in8ict myself upon you only a very few minutes.
We have a rather peculiar situation in the State of Georgia, in
that we have never had any laws under which mutual savings banks
could be organized. Therefore the banks that I have the honor to
represent before you gentlemen are chartered banks—chartered by
the superior courts of our State—doing a similar business as that
of the mutual savings banks that are exempted in the bill now
pending before you, and the Morris Plan Bank.
We do not commercial business whatsoever. Our banking activi
ties are confined exclusively to savings banks' activities, and, as I say,
the banks are chartered by the superior courts of our State.
We have 9 such banks in Georgia, and 4 or 5 of the ofBcMs of
those banks have accompanied me here to present this phase of the
subject to you, with an amendment that we are asking you gentle^
men to adopt as a part of this bill, putting the savings banks in
the State of Georgia, who are peculiar in their own situation, in
the same category with the mutual savings banks and the Morris
Plan Bank.
.
-.
I know how very valuable the time of this committee is at this
particular juncture, and I do not w,apt to consume your time unneces
sarily. I do not want to consmne a single momept longer than
necessary.

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

773

774

BANKING ACT OF 1 9 3 5

The CHAIRMAN. You may take all the time your desire, Mr. How*
ard. The committee will be glad to hear you.
Mr. HowABD. I have drawn an amendment, which we desire to
propose to you. If you will turn to page 37 of the pending bill,
H. R. 5357, section 23, subsection (y) (1), I will indicate where our
amendments would appear.
As the provision now reads it says:
No State nonmember bank, other than (a ) a mutual savings bank or (b) a
Morris Plan Bank—

And so forth. After the word "bank", the second time it ap
pears in line 19, we ask the committee to insert this language:
and other incorporated savings banks, the deposits o f which are not subject to
check, engaged in similar business.

Then, on page 67 of the same bill, at the top of the page, after the
name " Morris Plan Banks ", in line 3, which contains the exception
from the operation of the provisions of this bill, we ask that the
same language ^hat I have just quoted be inserted at that point, so
that the language in parentheses beginning in line 2 of page 67 will
read:
except mutual savings banks, Morris Plan Banks, and other incorporated sav
ings banks, the deposits o f which are not subject to check, engaged in similar
business.

Gentlemen of the committee, in order that you may understand the
operation of these banks in Georgia, I will try to explain them to
you. For instance, I am thoroughly familiar with the operation of
the Georgia Savings Bank & Trust Co. in Atlanta.
It has a capital of $500,000, and it lias been in business for some
30 years. It has made, in that period of time, some 26,000 or 27,000
loans, exclusively, on real estate. Those loans have ranged from
$1,000 to a maximum, in 90 percent of the cases, of $2,500. The
length of time that those loans run is usually 5 years.
The borrower pays that money back at a low rate of interest, it
being amortized over the period, with 60 monthly payments, includ
ing interest and a reduction in the loan in each payment. All of
the other eight banks in the State have practically the same system.
In the city of Atlanta, for instance, we have aided in the erection
of homes to the number of about 7,500, which have been built under
that plan. We have no money that is loaned except on such paper
as is not rediscountable under the Federal Reserve act.
We buy mortgages or what we call trust deeds, or loan deeds,
rather.
Our business is conRned exclusively to that kind of business; all
of the money deposited with us seeks an outlet to small investors in
homes.
I f this amendment meets with the favor of the committee we can
continue to do that business. If not, if the rate of interest that we
can pay on the deposits is restricted to 2% percent or 2 percent,
then it means that these banks will simply have to liquidate and go
out of business.
There is another matter that I would like to call your attention to
in relation to one or two of these banks. As to the Georgia Savings
Bank & Trust Co., we have borrowed on what are termed " capital
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debentures." A capital debenture is a capital note, and we have
borrowed on those from the Government of the United States some
$500,000 during this recent emergency. That money is to be paid
back within a period of 20 years.
I f we cannot pay our depositors a su&cient amount of interest to
attract those depositors to our institution and they go elsewhere, in
asmuch as money always does seek the highest rate of interest that
it can obtain, then we will receive no deposits, and that being our
business, and nothing else, it will leave us in debt to the Government
in the sum of half a million dollars that we can never repay, and
puts us out of business.
That is about the sum and substance of everything I have to say,
Mr. Chairman. I do not think I could express myself as to our
situation more elaborately than I have if I talked all day, because
that is the true situation as to these banks that have several million
dollars at stake in their business.
We ask that you gentlemen give consideration to this class of bank.
The president and other oiHcials of those banks are here this morning.
They are thoroughly familiar with the practical end of the business
that I have tried to explain to you, and if you would like to ask any
of them or myself any questions, we will be glad to answer them.
Mr. BRowN of Michigan. Do you have capital stock in these banks 2
Mr. HowARD. Yes, sir.
Mr. BROWN of Michigan. So they could not come under the deBnition of a mutual savings bank 2
Mr. HowARD. No, sir; we have no set-up in Georgia under our law
for the establishment of mutual savings banks. All of the charters
of these banks were obtained through our superior courts.

The savings bank in Savannah, represented by some of its oCicials
here this morning, has been organized for 45 years, or it has been
in business for 45 years.
We have in Georgia what we consider a very Bne State banking
law. These banks are all chartered. In other words, the protection
given to the depositors under the laws of Georgia is complete. We
have the strictest sort of examination of our banks, and the banking
laws of the State of Georgia are very strict. All of these banks
obtain their charters under the laws of the State of Georgia.
The Georgia Savings Bank & Trust Co. has a capital, as I have
said, of $500,000. Then we have the Atlantic Savings & Trust Co.,
of Savannah, which has a capital of $50,000, a surplus of $50,000,
and undivided proBts of $64,022.63.
The Albany Trust & Banking Co., of Albany, Ga., is a small bank
in a small town in the southwestern portion of our State, in a very
splendid, growing section. That bank has a capital stock of $100,000; it owes the Government on capital notes, $50,000; it has a
surplus of $20,000, with undivided proBts of $11,255.86.
Then the Home Savings Bank, of Columbus, Ga., has a capital of
$150,000; a surplus of $20,000, and undivided proBts of $4,509.02.
The American Savings Bank, of Atlanta, one of the Brst banks
organized in the history of our State, has a capital stock amounting
to $200,000, a surplus fund of $100,000, and undivided proBts amount
ing to $20,724.02.
The Realty Savings & Trust Co., of Augusta, represented here
this morning by Mr. Lyeth, the secretary-treasurer, has a capital
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stock of $100,000; it has capital notes issued under the plan I havt
outlined to you gentlemen, amounting to $100,000. They cover
money borrowed from the Federal Government on the 20-year plan.
So they owe the Government on those capital notes the amount of
$100,000. They have a surplus of $26,949.07, and undivided proRts
of $2,426.28.
In reference to the Georgia Savings Bank & Trust Co., Atlanta,
I have already told you what their capital stock is, amounting to
$500,000. Then they have capital notes amounting to $500,000, a
surplus fund of $100,000, and undivided proRts amounting to
$72,519.55.
The Georgia State Savings Association, of Savannah, Ga., is a
very old and a very strong bank for the locality in which it has
carried on its busines for years and years. It has a capital stock of
$325,000, a surplus fund of $325,000, and undivided proRts amount
ing to $52,524.30.
As has been stated, these are all capital-stock banks. They operate
on the identical plan as mutual savings banks of other States, and
also the Morris Plan Bank, and we simply ask that we be placed on
the same footing with those banks, as the banks of other States that
do that mutual-savings-bank business.
The CHAIRMAN. I am not sure that I understand just what your
legal status is as to institutions in the State of Georgia.
Mr. H o w A R D . We are incorporated under the laws of the State of
Georgia, that is, under the banking laws of the State of Georgia.
Mr. HoLLiSTER. Are they corporations for proRt, or are they
mutual !
Mr. HowARD. They are not mutual savings banks; they are capitalstock banks.
Mr. HoLLiSTER. And the proRts inure to the holders of the capital
^stock?
Mr. HoWARD. Yes.
Mr. HoLLiSTER. How do they diHer from the ordinary savings
hanks in other States!
Mr. HowARD. They have mutual savings banks.
Mr. H om sTE R . H o w do they differ from the banks that are not
mutual ?
M r. HowARD. T h ey do not.

Mr. HoLLiSTER. Such an amendment, if adopted^ would not apply
speciRcally to that particular kind of bank, but it would apply to
all savings banks?
Mr. HowARD. That do the character of business that we do. We
simply receive deposits. We have no checking account. We take the
proRts and pay the depositors a certain amount of interest. Under
the laws of the State of Georgia the reserves are safe-guarded, and
those funds are loaned.
Mr. HoLLiSTER. B u t they could draw the money o u t !
M r . HowARD. They could draw the money out on a 90-day notice.
Mr. BROWN of Michigan. Will you turn to page 2 of the bill and
tell me whether or not subsection 1 of section 3 does not cover your
particular type of institution.
Mr. HowARD. I am going to be perfectly frank with y<yu gehtlemen. I took this bill and studied it for several days, not having the
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original bill before me at that time, of which bill this is amendatory,
and I could not comprehend all these amendments. Which provision
do you refer to!
Mr BROwy of Michigan. Page 2, section 3.
Mr. HowARD. Where it says—
by inserting a new subsection to read as follows.

Mr. BROWN of Michigan. Starting there, and under subsection (1).
I am wondering whether that would cover your particular type or
bank, particularly the language in lines 17 to 23.
The CHAIRMAN. I understand it does cover them, and that is where
his trouble is.
Mr* HoLLiSTER. They want to be excepted.
The CHAIRMAN. That language does cover such a bank. It is a
State bank within the definition under the section to which he refers,
and no State bank can avail itself of the benefits of the insurance
fund after the first of July 1937.
M r . HOWARD. T h a t is r i g h t .

Mr. BROWN of Michigan. That problem we have not yet come to.
The CHAIRMAN. I understand that, but he is not familiar with the
situation we have. He is assuming this law will stand as it is.
Mr. H ow A R D . Yes.
Mr. BROWN of Michigan. You stand in the same position as every
other State nonmember bank.
Mr. H ow A R D . Yes; savings banks. This is the reason why we ask
for this exemption. We cannot avail ourselves of the rediscount
privilege of the Federal Reserve banks with the character of business
we do, because the banks are not permitted, or will not be permitted,.
I think, after January 1, 1937, to lend money at all on mortgage
loans, that is, o n real property.
Therefore, under this bill, we are restricted, and yet none of the
benefits inure to our class of banks.
Mr. SrENCE. Are there other States where savings banks are orga
nized similar to yours!
Mr. H ow A R D . I do not know. I have a list of the banks in the
United States doing a similar business.
I hope you gentlemen understand me. I do not want to leave the
impression that we are not doing the same character of business that
the Morris Plan banks are doing, identically the same kind of busi
ness, and the same character of business that the mutual savings
banks do.
The CHAIRMAN. You do the same kind of business they do, but
are you restricted to that kind of business!
Mr. HOWARD. Yes; under the charters under which we do business.
We have never established any mutual savings banks in Georgia.
Mr. HoLLiSTER. Your charters could be amended so as to permit
you to do a different kind of business, could they not!
Mr. HowARD. We might go into the courts and ask them to amend
our charters to allow us to do a general banking business.

Mr. HoLLiSTER. I f this exception were put in the bill would it not
include banks which do quite a different kind of business than you do!
Mr. H ow A R D . I think n o t , because you have excepted Morris Plan
Banks and you have excepted the mutual savings banks.
Mr. HouJSTER. Yes.
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Mr. HowARo. We do not call them mutual savings banks; we call
them capital stock banks, because we operate on capital stock.
There is no assessment.
Mr. HoLLiSTER. What I am trying to get at is how your banks are
differentiated from the ordinary savings oanks which are not mutual.
Mr. HOWARD. I presume they are all mutual or all capital stock
savings banks.
Mr. HoLLiSTER. Then do you except all savings banks?
Mr. H ow A R D . We except all capital stock savings banks doing
business of a similar character.
Mr. HoLLiSTER. Have you discussed this provision with the Fed
eral Deposit Insurance Corporation?
Mr. H ow A R D . We have an amendment that we understand will
meet their approval.
Mr. HANCOCK. Suppose an amendment were offered which would
make eligible Morris Plan Banks or other similar institutions; would
that take care of your situation!
Mr. HowARD. Yes, sir.

Mr. HANCOCK. I understand that such an amendment has been
approved by the ofEcials of the Federal Deposit Insurance Corpora
tion, subject, of course, to the approval of this committee.
Mr. HowARD. The only difference, Congressman Hancock, between
the language you have just quoted and our amendment is that our
amendment reads like this:
Other incorporated savings banks, the deposits o f which are not subject to
check, engaged in similar business.

That is a little more explicit.
Mr. HoLMSTER. " Similar business " there applies both to savings
banks and Morris Plan Banks. That is what I do not like about
your language. I think a bank which does a business similar to the
Morris Plan Banks, as suggested in the amendment referred to by
Mr. Hancock, perhaps would be properly excepted.
Mr. H ow A R D . Or mutual savings banks.
Mr. HoLMSTER. I do not think so. The mutual-savings bank does
a savings business. I am not sure we should extend the exception
to all savings banks, capital-stock banks, as well as mutual banks,
unless they are doing solely a business similar to that of the Morris
Plan Bank.
If the Federal Deposit Insurance Corporation, or the drafters of
this bill,! - "
'
, , . .
. .
.
, ,
business

These an .
,
„
exempt all savings banks doing solely a savings-bank business they
probably would have said so.
It seems to me the suggestion made by Mr. Hancock is the amend
ment we should adopt, and that the nature of the business referred
to should be that of a Morris Plan Bank rather than a mutual-savings
bank.
Mr. HowARD, We thought you had excepted mutual-savings banks
and Morris Plan Banks and that, as Congressman Hancock sug
gested, an amendment putting us in the same category with the
mutual-savings banks and Morris Plan Banks would be fair and just
to us, because we do absolutely the same character of business that
they do.
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Mr. HoLMSTER. Then if Mr. Hancock's amendment would cover
you, you would not need the language you suggest.
Mr. CAROLAN. The Morris Plan Bank is chartered just the same as
we are, and if they are excepted we think we should be excepted with
them, for that reason.
Mr. HoLLisTER. That is what I say; if we state in the exception
that you are excepted if you do business like the Morris Plan Banks,
that is enough, is it not !
Mr. CAROLAN. You refer to mutual-savings banks; they do quite
a different kind of business.
Mr. HoLLisTER. If you take your language, that will put all sav
ings banks, practically, in the excepted class. I do not think that is
the request you want to make. You want to make the request that
capital-stock savings banks doing a business similar to the Morris
Plan Bank business should be excepted.
Mr. CAROLAN. And mutual-savings banks.
Mr. HOLLISTER. No.
Mr. CAROLAN. Why not !
Mr. HoLLisTER. Because you are a capital-stock bank.
Air. CAROLAN. But we are doing the same kind of business as mu
tual-savings banks.
Mr. HoLMSTER. Does not that raise the question as to that pro
position—as to making a distinction between the two banks !
Mr. CAROLAN. There are very few of t h e s e banks.
Mr. HOWARD. I have here a list showing the number o f the same
character of banks in the different States.
They have 2 in Alabama; 2 in Arizona; none in Arkansas; 11 in
California; Colorado has none. The savings accounts there are
handled through any regularly organized bank.
Florida has none; Georgia has 9; Idaho has none; Illinois has
none; Indiana has none; Iowa has 2; Kansas has none; Kentucky
has none; Louisiana has none; Maine has none; Maryland has none;
Massachusetts has none; Michigan has 3; Minnesota has none; Mis
sissippi has none; Missouri has aone; Montana has none; Nebraska
has 2; Nevada has none; New Hampshire has none. I have a nota
tion here that they are sending their annuhl report.
New Jersey has 1; New Mexico has none; New York has none;
North Carolina has none; North Dakota has none; Ohio has none;
Oklahoma has none; Oregon has 1; Pennsylvania has 1; Rhode
Island has none; South Carolina has none; South Dakota has none;
Tennessee has none; Texas has none; Vermont has about 20 or 25;
Virginia has none; Washington has 1; West Virginia has none;
Wisconsin has none; and Wyoming has none. So, as has been stated,
there are very few of this character of banks in the country. They
are in a class almost by themselves.
The CHAIRMAN. Of course, it might be well to remember in that
connection that the legislation we pass will probably stand for a long
time and cover the developments for many years. So, of course, we
cannot anticipate what the probabilities might be, as time runs along.
Mr. HowARD. But, as has been suggested, it means that if our
banks are not included in the exception, we cannot pay a suSicient
rate of interest to attract savings to our banks, if we are put in
a class of banks doing a commercial business as well as a savings
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business. If the paper that we take exclusively for the people's
money that we loan out cannot be rediscounted, so that we cannot
pay over 2 or 2%a percent in interest, then, as I said at the incep
tion of my remarks, it means liquidation and nothing else, if we
are not put in the same category with the Morris Plan and mutual
savings banks.
Mr. CLARK. Why cannot your paper be rediseounted under this new
legislation, if it is passed ?
Mr. HOWARD. As I understand it—and I want to plead ignorance
of the manipulations of that bill, because I have not been able to
comprehend it in the bill that I have had before me—my under
standing is that you cannot rediscount mortgage loans and loan
deeds, or any paper that is secured by realty.
Mr. CLARK. The purpose of this legislation is to do just that thing,
to enable a bank with real-estate mortgages, amortized mortgages,
to go to the Federal Reserve bank and borrow money from that
bank on its note and to pledge these mortgages to that bank. That
is the liberalizing feature that has been written into this bill.
Mr. HowAia* The very purpose, and the very life of a savings
bank is the fact that it deceives from people their very small deposits,
and they accumulate those deposits, and they loan that money that
has been so accumulated, with a certain safe reserve, to the poorer
classes of people who seek to build homes. That is our justification,
and our only right to live, doing that sort of business, and that is
all we have.
Mr. FoRD . It does not interfere with the other banks.
Mr. CLARK. Do you understand that this legislation will permit
you to discount or borrow the money from the Federal Reserve bank
on real-estate loans, if you are a member of the Federal Reserve
System!
Mr. HOWARD. Yes; we understand that. But we are put in the
same category with the Morris Plan Banks because they are char
tered under me very same conditions that we are.
Mr. STANCE. You loan exclusively on real estate!
Mr. H oW ARD . Yes, sir.
Mr. SPENCE. You make no other loans!
Mr. H ow A R D . That is our business and has been our business for
35 years, and we furnished the money with which to build 7,500
homes in the city of Atlanta through the savings of people of this
kind, giving them accommodation at a low rate of interest.
I f a man comes to us and wants to build a home and wants to
borrow $2,000, and we loaned the $2,000, he pays it back in 60 month
ly notes, reducing the loan during that period.
Mr. CLARK. You can pledge that with the Federal Reserve bank
for that money, if this bill passes.
Mr. CABOLAN. That is not the objection we have. We object be
cause of the rate of interest we would have to pay. We do not care
about borrowing from the Government. We can get along without
doing that. We can make sufEcient connections without borrowing
from the Government.
Here is the whole proposition. The Morris Plan Bank is allowed
to pay a higher rate of interest than we are allowed to pay. And
they are doing a similar business to ours; their set-up is just the
same.
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Mr. FoRD. But they do not loan on real estate, do they!

Mr. CAROLAN. Yes, sir; here is a Morris Plan Bank which will be
chartered by the State and examined by the State, and here is its
statement published by the State. We think we should be allowed the
same privileges that they are allowed in the way of an examination.
We are doing the very things now that the Government is doing
in the Federal Reserve Act in making long-time loans and amortiz
ing them over a long time.
But we are not commercial banks; we have no commercial ac
counts. We have not a checking account in our bank subject to
demand. All of our deposits are time deposits, which require notice
before there can be any withdrawal from them.
The majority of our money is on time certificates, put in the bank
for a year. We could not survive unless we could get a differential
in the way of higher rates of interest for our time deposits, because
we make our loans on long-time contracts.
We are not competitive in any way with commercial banks, and
for that reason we are not seeking any of thei* deposits.
Where a man comes in and puts in a thousands dollars for a year,
we think we should not be limited to 2% percent, like a commercial
bank on a demand deposit, that is what it amounts to.
Mr. SpENCE. What do you pay your depositors?
Mr. HouLiHAN. We pay mem 3 percent now. Under the new
regulation of the Federal Deposit Insurance Corporation we will be
cut down to 2% percent. We are on the same footing as the building
associations. We are in the same line of business as the building
and loan associations.
Mr. C&ARK. I f you did not go into the Reserve System, the Fed
eral Deposit Insurance Corporation could fix your rate of interest?
Mr. HouuHAN. They Rx the rate, and they will Rx it so as to com
ply with that of every member of the Federal Deposit Insurance Cor
poration, and that is what we do not want them to do. We think we
should be in the same class with the Morris Plan Bank because
we are doing the same kind of business. I f they are going to ex
amine them we think they should examine us*
Mr. H ow A R D . I have a letter here written by our State Bank Super
intendent, Mr. R. E. Gormley, which I would like to put in the record,
in which he states that our banks are on the exact basis ^vith the
Morris Plan Bank.
I would like to call your attention to this particular communica
tion from the superintendent of banks of our State, written to Mr.
George M. Brown, and received only yesterday. The letter says:
DEPARTMENT OF B AN KIN G,

Jfarch 26, J935.

Mr. Geo. M. BsowN,
TriMi Co., Aftant#, Go*
DEAR Mn. BROWN: In regard to proposed revision in Federal Banking Act
which permits regulation o f interest by the F. D. I. C. and which wiU restrict
rate o f interest paid by your type o f institution on savings to that permitted
banks engaged in both commercial and savings business, I regard it very
unfair to your type o f institution that some differential in interest permitted
paid on savings not be allowed to those banks engaged solely in the business of
receiving savings deposits. As I see it, there is no distinction in the type o f
service performed by your bank and that performed by Morris Plan banks and
mutual savings banks. In your operations in my opinion should be given the
127297— 35------ 50
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same discretion as regards payment o f interest on savings accounts as that
permitted to those types o f banks.
My general objection to the proposed revision o f the Banking Act of 1933,
commonly known as the Banking Act o f 1935, is the fact that complete super
visory and at least conflicting regulatory power is granted to the F. D. I. C. by
the proposed biH. I also object very strenuously to the provisions o f the pro
posed bill and the original bill regarding Federal Reserve membership as a
requisite for membership in the insurance fund after July 1, 1937, due to the
fact that the majority of our nonmember State banks are located in agricultural
sections and also to the fact that these nonmember banks now received a
considerable revenue from exchange, which source o f revenue would be elim
inated in the event they were forced into the Federal Reserve System and
thereby endanger the safety o f these banks, I deem it of the utmost importance
that the proposed bill contain an amendment eliminating that section regarding
Federal Reserve membership.
Very truly yours,
R. E. GoRMLEY, gMperiitfeiMZeMf of FawAM.

Mr. CLARK. There is one thing I did not quite understand. I did
not get this particular point. Your entire objection is in reference
to the matter of interest, is it not! You object to the interest rate
being Rxed!
*
Mr. HowARD. Restricted. That is one objection ; that is not all.
Mr. CLARK. Would you object to being forced into the Federal
Reserve System if a provision was put in the bill requiring them
to make an exception of your type of banks in Rxing uniiorm interest
rates!
Mr. HowARD. These gentlemen here are in the business, and they
can tell you better than I.

Mr. CLARK. As I recall the evidence that we have received, Gov
ernor Eccles expressed a desire to have a uniRed banking system
so that in an emergency it could avail itself of the liberalized provi
sions of the act.
There is some sentiment against it to the effect that by this method,
by requiring them to go into the system before getting the insurance,
it would be a disadvantage.
Have you any objection to going into the Federal Reserve System
if an exception was made in the act as to your banks, as to the system
of fixing your interest rates!
Mr. CAROLAX. As to the rate of interest we could charge on loans,
if they would do that, we would not have any objection. The thing
we object to is as to the interest rate we pay. We cannot survive 3
they do that.
Mr. HowARD. Mr. Chairman, Mr. George M. Brown, who is here,
has been engaged in this particular business all his life, and he rep
resents the largest savings bank in Georgia, with one exception, and
the oldest savings bank, with one exception. He says he would like
to make a statement of 2 or 3 minutes in reference to this matter.
The CHAIRMAN. We will be glad to hear him.
Mr. GEORGE M. BRowN. Our real objection to this bill as it is set
up is not based on any Rght we are making against the Morris Plan
Bank.
I will tell you what our position in Atlanta would be. I f this bill
is passed, excepting Morris Plan Banks and not excepting the other
savings banks—the Morris Plan Bank is chartered by our State, with
the same powers we have—if they are excepted and we are left out,
as the State superintendent of banks said in his letter, the result
of that set-up would be this:
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We would be restricted to any interest rate that the Federal Re
serve bank or the Federal Deposit Insurance Corporation might
name, and the Morris Plan Bank would have no restriction what
ever, if the bill were passed in that way. I would rather own stock
in the Morris Plan Bank in Atlanta than in any one of the commer
cial banks, because they have a monopoly of the savings-bank busi
ness in the city of Atlanta.
We are asking that we, doing the same type of business as the
Morris Plan Bank, be excepted. The Morris Plan Bank is really
a bank doing an industrial business, loaning on real estate to the
working class of people. As a matter of fact, the business we do
is very much more like the business of the mutual-savings banks and
the building and loan associations than the Morris Plan Bank.
Mr. GOLDSBOROUGH. Did I understand you to say that you are
engaged in the same type of business as the Morris Plan Bank!
Mr. GEORGE M. BROWN. We have the same charter and the same
powers.
Mr. GOLDSBOROUGH. Why do you not become a Morris Plan Bank;
then you would be exempt?
Mr. GEORGE M. BROWN. They picked out the Morris Plan Bank,
and that it done because it is an industrial bank, dealing with realestate loans. Instead of saying just the Morris Plan Bank, we
would have no objection to it if you would say the Morris Plan Bank
and all banks engaged in similar business.
Mr. HANCOCK. Have you the bill before you ?
Mr. GEORGE M. BROWN. Yes, sir.
Mr. HANCOCK. Let me invite your attention to line 19 on page 37
of the bill. Suppose after the words " Morris Plan Bank " in line
19, an amendment in this language were inserted: " or other incor
porated banking institutions engaged in similar business."
Mr. GEORGE M. BROWN. That would be satisfactory, but let me tell
you one thing. I may be wrong about this, and I mean no oRense to
the committee, but I believe you failed to draw a distinction between
a mutual-savings bank and a commercial bank and a capital-savings
bank. The deposits are subject to 90 days' notice beiore you can
withdraw.
We have not got a dollar on deposit in our bank that a man can
withdraw without 90 days' notice. I f they are not willing to let
him do it, he cannot draw it out. In the commercial banks you
can draw your money out at any time.
With that provision we can make long-time real-estate loans that
we could not make if we were a commercial bank. It is only within
the last 2 or 3 years that any commercial bank, State or national, has
been allowed to make any real-estate loans whatsoever. All homes
in the United States, all buildings in the United States, all factories
in the United States, have been built on money secured largely from
the New England and New York savings banks and mortgage com
panies and building and loan associations and savings banks through*
out the country.
In my State, for 25 years there have been no building and loan
associations in existence. They all went broke in 1893 and 1894 and
have just recently been reestablished in the last 2 or 3 years.
In my city of Atlanta, if you wanted to build a home you were
dependent on the Georgia Savings Bank & Trust Co., the American
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Savings Bank, or the insurance company alone. You could not get
such a loan from commercial banks.
Mr. HANCOCK. You have building and loan associations in Atlanta,
have you not!
Mr. GEORGE M. BROWN. We have, and have had them within the
last 2 or 3 years. We did not have one for about 25 years. All of
them went broke in 1893 and 1894.
Mr. HANCOCK. How many have you there now!
Mr. GEORGE M. BROWN. Frankly, I do not know. I should say
probably there are five of them there.
Mr. HANCOCK. Let me make again the suggestions I made before.
If the committee should determine that that is a wise amendment,
that is, the amendment I referred to, the same expression should be
repeated in line 24 on page 37 after the words " Morris Plan Bank."
Mr. GEORGE M. BROWN. And also on page 67.
Mr. HANCOCK. On page 67, in line 3, after the words "Morris
Plan Banks ", the same language should be inserted.
Mr. GEORGE M. BROWN. Yes, sir.
Mr. HANCOCK. My understanding from the Federal Deposit In
surance Corporation's general counsel, Mr. Birdzell, is that this same
language I have just suggested was employed in section 5 of the
Banking Act of 1933, and in order to carry out the same purpose.
Mr. GEORGEM. BROWN. May I say in that connection that Mr. Gormley notified me that when he was up here about I think, within
the last 5 or 6 weeks, when all the State bank superintendents in the
United States, or a large number of them, were here, discussing the
bill with the Federal Deposit Insurance Corporation, that his under
standing was that the Federal Deposit Insurance Corporation was
willing to put this language in, and that they agreed to amend the
bill on page 37, line 19, by adding after the words " Morris Plan
Bank " the words " and other banking institutions engaged in simi
lar business."
They said to Mr. Gormley they did not know there were any
banking institutions outside of the Morris Plan Bank in the United
States that were strictly savings banks with capital stock. I think
I have quoted him correctly. That is my understanding of what
they stated that they did not know that.
Now, in reference to the interest rate you are confronted with this
situation. We do as nearly as possible the same line of business as
the building and loan associations or the New England mutual sav
ings banks.
Under the present law the building and loan associations are al
lowed to pay 5 percent and the Government guarantees the 5 percent
up to $5,000, just the same as they guarantee bank deposits. You
can readily see that if you allow the savings banks to be cut out
entirely you are going to turn the business in Atlanta over to the
building and loan associations, because you will not come to me and
pay me 7 percent and get 5 percent from them, and have it insured
by the Government.
We are not making any fight whatever on the Morris Plan Banks.
They are engaged in the same line of business that we are, and we
think they ought to be excepted. We think, too, that we ought to be
excepted, and we believe we would have been had they known about
this class of business.
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It is a very serious problem with us if we are forced into the
Federal Reserve System unless it is mandatory on the Federal Re
serve bank to make a diRerential in the case of savings banks of,
say, 1 percent.
The Federal Reserve Bank System will be governed by the large
banks throughout the country, and the small State banks; in our
State we have numerous banks with $15,000 or $25,000 of capital;
and if they are going to 8x the uniform rate—in fact, at the present
time, so far as State banks in the State of Georgia are concerned,
there are 224 State banks today and they are paying 2% percent
interest, on the ruling of the Federal Reserve Bank.
We are not in the Federal Reserve System, and we are paying
3 percent; we are doing that because the Federal Deposit Insurance
Corporation has not the right, under the present law, to Rx the
rate of interest that we pay. I f we are forced into the Federal
Reserve System, unless we are given a differential rate, we will be
in a bad 6x.
The commercial banks in Atlanta—and I suppose the same thing
applies to any savings bank—do not care anything about savings
deposits; they say they are a burden, and they would rather not
have them. But what they really mean is that they want to get the
deposits and do not want to pay for them.
Mr. SPENCE. What do the State banks pay?
Mr. GEORGE M. B n o w N . The State banks pay 3 percent—all o f
them not in the Federal Reserve System. Those in the Federal
Reserve System are tied up with 2% percent.
Take a town in Georgia, one of our smaller towns, where we have
a national bank and we have a State bank. At the present time the
national bank is in the Federal Reserve System, and they are paying
2% percent, and the State bank is paying 3 percent. Or^ to reverse
the example, take a town where there is one State bank m the Fed
eral Reserve System and another State bank not in the Federal Re
serve System. The bank in the Federal Reserve System is only
allowed to pay 2% percent. We think both of them ought to be
allowed to pay the same.
I am not raising any point against the bill in any way, except to
call your attention to the fact that our class of business is similar
to that of the building and loan associations, and as near as possible
to that in the building and loan associations as the mutual-savings
banks.
The main difference between a savings bank and a commercial
bank is the fact that what decides it is whether your deposit is sub
ject to check or not. Take the Federal Reserve law; if you have a
savings account they have to have a reserve of 3 percent. They
diRerentiate between commercial accounts and savings.
Mr. SPENCE. What interest do you pay your stockholders?
Mr. GEORGE M. BROW N. To be frank with you, we have not been
able to pay them anything in the last 3 or 4 years. We started on
$35,000, and we gradually got up to half a million capital, and we
paid in about $150,000 of that surplus, and when we paid in for
the stock we raised that surplus up to $500,000 and had $120,000 of
undivided proRts. But when this calamity of 1929 came along we
marked oR $400,000 from the surplus account to proRt and loss.
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We had built up that surplus account over a period of 35 years,
and we paid as much as 8 percent to our stockholders.
We see no reason why because it happens to a Morris Plan Bank,
with banks in different States that they should be excepted and we
should not. They kept them well informed about their banks but
they did not know anything about us; they did not know that there
were any other banks except Morris Plan Banks. Their charter and
our charter and their powers and our powers are the same.
One reason why we did not want to be in the Federal Reserve
System was this: We did not want to be in the shape where the
Government's $5,000 guarantee to building and loan associations is
confronting us with 3-percent interest because we did not see where
we were going to get off. It is bad enough now with them having
5 percent and we 3 percent.
The Government is interested in building and loan associations,
and is interested in our banks. That is our whole Bght. We want
to be included. We have the same charter powers and we have no
deposits subject to check, and we want to be included. Wherever
the Morris Plan Bank is excepted we want to be excepted.
I think the Federal Deposit Insurance Corporation thinks we are
right and I feel sure you will think so.
Mr. H ow A R D . Mr. Chairman, we want to express our deep grati
tude to the committee for the hearing you have given us. We appre
ciate it.
The CHAIRMAN. We are very glad to have had you here and we
thank you for your statement.
STATEMENT OF CHARLES C. MAYER, WASHINGTON, D. C.

The CHAIRMAN. Mr. Mayer, will you come around, please, sir.
You may give the stenographer your name, your address, and whom
you represent.
Mr. MAYER. Mr. Chairman, I undertake to speak for the 80 per
cent or more of our citizens who are economically and financially
disfranchised through the operation of this unconstitutional system.
The Supreme Court has just afErmed or confirmed the decision of
the Seventy-third Congress that the banking system interfered with
the—rendered ineffective the power of the Congress; and the Sev
enty-third Congress set out----Mr. FoRu (interposing). Mr. Chairman, I would like to know who
this man is.
The CHAIRMAN. I was just about to bring out that information,
and ask Mr. Mayer to make a general statement as to whom he is
and whom he represents.
Mr. MAYER. I appear here also as the friend of the court, or the
honorable committee, and as a spokesman for the End Poverty in
Civilization Society, that was started last year in California. I
claim----Mr. GOLDSBOROUGH (interposing). What is the name of your organ
ization !
Mr. MAYER. End Poverty in Civilization Society.
Mr. FoRD. Would you mind stating where you live!
Mr. MAYER. 2015 Taylor Street NE., Washington, D. C.
Mr. FoRD. You live in Washington!
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Mr. MAYER. And it was organized----Mr. GiFFORD (interposing). Is that the same as the End Poverty
in California! Is that the same name for the whole organization!
Mr. MAYER. Extending all over the country.
Mr. FiSH. Who is the head of your organization!
Mr. MAYER. Upton Sinclair.
The question here is the sovereignty of the Government or the
sovereignty of the preferred class of bankers, who have ruled eco
nomically, except for a short period that Andrew Jackson put them
out of business, a period of 20 years, when the national debt was
entirely eliminated and the country had so much money that it dis
tributed some surplus among the States. Private debts were prac
tically negligible at that time.
The Civil War came along in the sixties, and at that time we were
forced into an alliance with private gold-monopoly bankers, inter
nationally allied, under the same conditions that the Bank of Eng
land was started, through merchants in Parliament and merchants
out of Parliament cooperatively giving to themselves the power to
issue money under the Government; and the same system that was
inaugurated under Alexander Hamilton when his friends in Con
gress combined with his friends, his banker friends, in New York,
to give them the issuing, the power to issue, money unconstitutionally.
They chartered the First Bank of the United States, unconstitu
tionally.
Thomas Jefferson said that a revolution was needed every 20 years
to get rid of the tyrants. That bank lasted for 20 years; and those
tyrants disappeared.
In 1817 or 1818 the second bank was chartered and it lasted for
20 years, until Jackson took away their power. And for the next
20 years we had a normal Government, a democratic form of
Government.
Then, in 1862, 73 years ago, the Congress violated the Constitu
tion and gave back to the private monopolists, the gold monopolists,
the power to issue money.
Money—the definition, mine—is anything agents of the people
choose to issue under their sovereign nat power to serve as a legal
tender, representative, token-instrument for value created or ren
dered by production or services to be used for the consumation and
satisfaction of our commercial transactions, trades, and transfers
of property, clearances, balances, settlements, and lawful obligations
and debts, regardless as to whether it is an imprinted metal com or a
paper certificate, with or without intrinsic value.
Mr. F iS H . Are you in favor of the central bank!
Mr. M AYER. Under State—under control of all 48 States—yes, sir;
the same as we have our Government under the control of all 48
States, its Representatives in Congress, who alone have the power
to coin money, to issue a sufEcient quantity to carry on the business
of the country, to regulate the value of that money by naming the
interest charge, the same as the Treasury and the Federal Deposit
Insurance Coiyoration undertook, in January, a two and one-half
percent basis for savings accounts, a rate that is held in abeyance,
so that Congress can decide what is a fair return. The President says
the Home Loan should have 5 percent and the Reconstruction Fin
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ance Corporation says 4 percent, and has loaned on that basis. That
control has been turned over unconstitutionally, I repeat, for 73 years,
to private promoters, who have run the Government and have dic
tated the economic power of the Government.
Mr. GOLDSBOROUGH. Speaking concretely, you say you are in favor
of a central bank, controlled by all 48 States. Do you have in mind
tHe bill introduced by Mr. Sweeney, the Coughlin bill!
Mr. MAYER. Yes, sir; a bill similar to the one introduced last ses
sion by Senator Cutting.
We have got to have a representative government, and the vital
fundamental, all-important, all-essential, power of the Government
pertains to the economies that regulate the Government, to the
money issuing power and the power over the sword. That is su
preme. If we are going to turn the supreme power of the Govern
ment over to the private manipulators, we have no representative
government. We have had no such representative government for 73
years, until the last Congress.
And this Congress has taken back, is getting ready to take back,
that control.
The Government has failed in its duty and we have had barter
and trade, reversion to the cave age of mankind, in various States,
because they cannot get the currency they need to do business with.
They surrendered their power to the national Government and
were not permitted to issue or to coin money, with the understanding
that the general Government would supply them with the—with sufRcient circulation, and that has never happened.
We have had 200 billion dollars of inflation; and I would be glad
to submit the figures, more or less detailed, from ofEcial records, for
the information of the committee, showing just how we had 200 bil
lion dollars of inflation, and had complete deflation.
The inflation hijacked the prices of everything in the country, and
the people contracted to pay those prices, and then, when the period
of deflation set in, why, nobody could meet the prices, and homes
had to be foreclosed, 10,000 a week. The record showed, in the
Home Loan hearings, as per page 236 of the hearings on H. R. 5531
and figures obtained by Congressman McFarlane, of Texas, 275,000
individual urban homes and 244,000 farms were wiped out in one
year, because of the scuttling of humanity.
And nothing has taken the place of that 200 billion dollars. Yet
we hear objection to just replacing 2 or 3 or 5 percent of that in real
money. We have based everything on a few billion dollars of gold,
which is not money and is worthless except as a commodity that
may be used in the arts and trades, unless it has the Rat stamp
of the Government on it, with enough alloy to keep it from wasting
away, to make it legal tender. It is no more legal tender than our
greenbacks were and greenbacks are backed up by all the energies
and all the intelligence and services and productive capacity of 126
million people, which makes our money supreme. The Supreme
Court was unanimous—Mr. Gifford spoke of eight members being
unanimous on one point. It was unanimous.
The CnAiRMAN. It was Mr. Hollister.
Mr. MAYER. Oh, it was unanimous, in saying that Congress has
been or is unconstitutional. Four members, the minority, said they
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violated the supreme sanctity of contracts. Five said they had vio
lated the Constitution by interfering----The CHAIRMAN (interposing). Eight of them said-----Mr. MAYER (interposing). No; five said they interfered with the
power granted to Congress or interfered with the power of Congress.
I have that here somewhere.
Mr. GOLDSBOROUGH. I think all the members of the committee are
familiar with the decisions of the Supreme Court.
Mr. MAYER. I would like to get that exact wording: "Interfered
with the exertion of the power granted to the Congress." That was
the majority. And that has been going on, as I said, for 73 years.
Mr. FiSH. Mr. Chairman, can we find out whether the gentleman
is advocating any specific legislation?
Mr. MAYER. I am advocating the central bank, proposed by Mr.
Sweeney, with some elaborations to get rid of some of our $250,000,000,000 of debt money and in its place a little constitutional money,
that will liquidate debts, and not keep the entire public in subjugation,
and not destroy our democracy, and not encourage socialism, that the
President, on the 12th day of this month, says must be combatted in
business, in order to prevent its spread nationally. I am opposed to
the promoting of communism, that the bankers' community of
interest promotes.
The CHAIRMAN. You and Mr. Fish are agreed, then!
Mr. Fisn. I would like to have someone liquidate my debts. I
want to find out how to do it.
Mr. MAYER. I will give you that formula. I have been advocating
it for years. I also found that Speaker Byms, on the 15th day c3
June, in the Congressional Record, page 11836—1 think that is the
exact page—said that Congress had been modest in its expenditures,
compared with its power to secure money. He said that we could
issue $10,000,000,000 of cash legal tender, safe, constitutional
money—not in those exact words—and redeem it by laying aside the
revenues from alcoholic taxes. On the same basis you could issue any
part of twenty-five billion to fifty billion of dollars by laying aside
the excess revenues, after allowing a fair return, to the power inter
ests, on their portion of over a billion dollars of revenue per year—
take the more than 3 percent that Congress now collects—after two
efforts, through Congress, the first of which was beaten in conference
by Mr. Crisp of Georgia, who was kept at home because he beat it—
and increase that 3 percent revenue up to 50 percent or more, if nec
essary, and lay that aside, $500,000,000 a year, and in time you will
have enough to liquidate the twenty-five or more billions of honest
legal tender cash.
A fair return—the Supreme Court's last decision is the going
value of money. A previous decision was, in the
7.46 percent. The Treasury Department has been trying to
Rx it at 2% percent, one-third of 7.46 percent. I f the utilities
are allowed to earn 2% percent on a guaranteed basis, then all
the revenues between 2% percent and 7% percent can be allocated
for the use of the people of the United States, whose wealth it is.
They produce that wealth.
Mr. Fisn. How would you get the money used for relief purposes
at present!
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Mr. MAYER. Issue bonds to the Treasury Department instead of
to the bankers, and let the Treasury Department hold those bonds
for the date of redemption, and deposit them against money issued
the same as the bankers do the bonds now given to them.
Mr. FisH. The banks draw interest on the bonds 9

Mr. MAYER. Yes; and let the bonds draw sufRcient interest to
liquidate them in a given number of years, issue money against
them, set aside whatever revenue from cigarette taxes, 60 percent of
th consumers' purchase price, or alcoholic taxes, or gas company
taxes, the gasoline and power company taxes, any taxes you need
to levy on, to liquidate those bonds, and issue your honest money,
not subject to inflation by the bankers, not subject to deposit as
reserves and inflation 10 or 20 times, as Hamilton at first proposed,
and actually operated.
Mr. Fisn. What would you do with the bonds that are now out
standing 2
Mr. MAYER. Gradually, very gradually, slowly, replace them with
tax-redeemable bonds.
We have followed the fraudulent British system of money all
through our history; and they are talking about not impairing
the credit of the Government, because we have not reached the
limit that the Bank of England has reached, or the English Gov
ernment has reached, which is a false model to follow. We broke
away from England to get away from its money controls; and
immediately we lost our independence when we subjected ourselves
to the same kind of money controls. We have had no democracy,
such as the patriots of 1776 fought for. We have never had the
opportunity to deal among ourselves on a fair and equal basis, with
justice, even-handed, distributed to all. We can never have any
such democracy until we are able to independently deal with one
another on a settlement basis, in cash, without being tied to bond
age slavery and debt.
Mr. CLARK. I f you called in these bonds and replaced them by
currency, you would not cancel the bonds, you would deposit them
in the Treasury!
Mr. MAYER. I f you called in the outstanding bonds and replaced
them, you would have to issue new bonds, liquidated by tax revenue.
Mr. CLARK. You would not issue currency to pay off the present
outstanding bonds!
Mr. MAYER. Not without new bonds to be liquidated through reve
nues accumulating from taxes.
Mr. CLARK. The original statement was that, instead of issuing
bonds when the Government needed money, that it would issue bonds
and deposit them merely in the Treasury instead of in the national
banks.
Mr. MAYER. Yes, sir.
Mr. CLARK. Why do you not follow that method in paying the outtZanding bonds that are now held in the banks!
Mr. MAYER. I would follow that and redeem them.
Mr. FisH. I am not at all worried about the so-called " distribution
of wealth." I am a little bit worried about the distribution of pov
erty. That is what I am afraid o f ; and your organization is to end
poverty. Cannot you tell us how you are going to end poverty!
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Mr. MAYER. Yes. I am on the opposite viewpoint from you, the
same as I am on the opposite viewpoint from Dr. Spahr. Yesterday
he assumed that when we used money----The CHAIRMAN (interposing). Neither one of you believes in com
munism, I understand.
Mr. MAYER. Yes, sir.
He is opposed to national communism and I am opposed to bankers'
communism. We have had redistribution of wealth in the last 5
years. We had redistribution of wealth in 1929,1930,1931, and 1932,
concentrated into fewer hands than before.
Seven times we had a panic, whereby—I have the figures; I have
dug them out, after a great deal of trouble—$200,000,000,000, nearly,
of stock market inHated values were deflated.
Mr. FisH. Distributed ?
Mr. MAYER. Distributed among the bankers.
Mr. FisH. Do you not think that the rich man has had his fortune
pretty well distributed in the last few years, not necessarily from the
stock market crash, but from the deflation of real estate values and
other values? Don't you admit that!
Mr. MAYER. I admit that he has lost a portion of his fraudulent
wealth.
Mr. FiSH. He has lost at least 50 percent of his wealth?
Mr. MAYER. He has lost probably 50 percent of what he fraudu
lently gained prior to 1929; and every panic has redistributed wealth
in the hands of fewer and fewer people. Now, that has been going
on 40 percent of the time, 1 year out of every 2% years, when we
have had a depression.
Mr. FisH. Now, can you tell us how you are going to end poverty!
The CHAIRMAN. Just a monent, gentlemen. I want to suggest
that the committee meet in executive session at 3:30 o'clock. I hope
all of the members will come. That meeting will be held in the other
committee room, at 3:30 o'clock.
Now, you may proceed, Mr. Mayer, with your statement, before
we quit.
Mr. MAYER. When Congress decides----Mr. Fisn (interposing). Could he tell us, briefly, how he proposes
to end poverty! That is what his organization stands for and it is
a very interesting proposal.
Mr. MAYER. I would end poverty by producing all the wealth we
reasonably can, with all the facilities now prevailing, improved
upon.
Mr. FiSH. Well, then, you mean that you would abolish the
A. A. A. and the N. R. A. ?
Mr. MAYER. I do not believe in any of the palliative, alphabetical,
soup tureen, bread-line measures.
Mr. FisH. This is treason, Mr. Chairman.
M r . MAYER. They are all just camouflage. The big problem is how
to get back to the Andrew Jackson Democracy-----The CHAIRMAN (interposing). Let me suggest to you that Mr.
Fish has directed your attention to a line of questions that we would
like to hear discussed.
Now. you say that you are in favor of unrestricted production!
Mr. MAYER. Yes, sir.
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The CHAIRMAN. Now, will you follow up that line of discussion.
Mr. MATER. The average income per family is under a thousand
dollars. I think in 1929 it was around $800. The Brookings Insti
tute has told us that $2,000 is the subsistence level. The President,
I think, says around $1,800, and other authorities go a little higher.
Take the standard of living figure of the Brookings Institute, $2,500;
and if we had $2,500 a year for 25 million families or 30 million
families, we would have had 75 billions of dollars, that would turn
over a number of times, and it would outstrip all our present pro
ductive capacities. We could not produce goods enough to meet the
demand. Never in history have goods been produced in such quan
tities that they could not be consumed. The reason was that there
was no purchasing power. There was no means of distributing
these goods. Everything in America has been tied to the banker's
control, his power.
Mr. FiSH. Your proposition is that we cannot overproduce goods
and commodities; that there can be no such thing as overproduction!
Mr. MAYER. No such thing as overproduction, because we have
never had anything but underconsumption.
The CHAIRMAN. Now, you do not mean to say that you could not
overproduce? But you mean to say that we never have had over
production.
Mr. FiSH. That is what I wanted to find out, because I wanted to
follow it up by the question that you could certainly in a month's
time produce more shoes than the people could wear, or more tooth
brushes than they could use, or hats^ or anything else.
Mr. KoppLEMAN. Just at that point. I heard you say that $2,500
would do it; but, if you took an average of $2,500, would not that
be inflation which would result in that $2,500 only building up the
purchase prices? What about the quantity in goods and services it
would purchase?
Mr. GOLDSBOROUGH (interposing). Just a moment----Mr. KoppLEMAN. I would like to get that explanation. Would not
you right now get back to the basis we now have? I might extend
my question on the same basis and ask, if Mr. Townsend's plan for
old-age pensions went through, then, if at the end of a year his
$200 a month would not have dropped down to $30 in purchasing
power, so that they would not be any better off by reason of the fact
that they got more money!
Mr. GOLDSBOROUGH. I presume your answer to that would be that
production would increase correspondingly with the increase in
money, so that there would be no raise in prices, no inflation! Is
that what you mean ?
Mr. MAYER. Yes, sir. here would be a balanced production. It
should be developed gradually.
Mr. KoppLEMANN. That does not quite answer my question.
Mr. GOLDSBOROUGH. If you do not increase your money any faster
than you increase your production, then you will not have any in
flation.
Mr. KoppLEMANN. Now, if you do not mind, let us get to that thing.
I f I have $18 and if I can buy for that $18 a suit of clothes; and
then, next week, instead of $18 I am getting $25 and I cannot buy
any more than that same suit of clothes, that cost the week before $18,
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but due to the fact that more money has been given to me the price
of the thing has increased correspondingly—and it would increase
correspondingly—therefore I would be no better off by reason of
having that $25 than when I had the $18.
Mr. MAYER. On that hypothesis, yes; but if you used your $25 to
liquidate your debts then you would be that much better off.
Mr. KoppLEMANN. You are talking now about paying debts and are
not answering the question asked you.
Mr. MAYER. Well, used for constructive purposes, and not used
entirely for one purpose, but used in a balanced way. Say that you
are going to pay—you are going to get $6,000 revenues next year in
stead of $8,000, and the mortgage on your house is----Mr. KoppLEMABTN (interposing). I can readily see the wiping out
of debts; that you intend to argue with me. Now, I am talking about
purchasing power, underconsumption, and overproduction, and the
problems they involve. Let us coniine ourselves a moment to that
question. I am very much interested in the value of this money for
the purpose of taking up production, so as to give everybody em
ployment, and that is the foundation of my question. I am trying
to arrive at a situation where there would be enough produced to give
all the people jobs.
Mr. MAYER. Only in a very gradual, slow development can that be
done without disturbing our equilibrium. We cannot have a crash
or an expansion suddenly without upsetting our whole national econ
omy, which has just been upset because we had a crash from $200,000,000,000 of bankable, negotiable values that floated around in the
channels of trade to nothing now. We cannot reflate $200,000,000
instantly without calamity. Give everybody a job at a dollar a day,
if necessary, to start with, more or less, and then gradually build up
the consuming power and gradually build up the productive power
and not make all the shoes that people, surplus numbers, were de
voted to making at one time, and include the production of every
other necessity of life to balance that production.
Mr. KoppLEMANN. Well, you based your statements on that Brook
ings Institute analysis of the situation, which they have just inves
tigated, over a number of years; and in that Brookings Institute
statement, the summary of it is that if you were to raise the people's
income from $2,000 to $2,500, it would take care of production, so
that there would not be overproduction; and you have just con
firmed that, that there never was such a thing as overproduction;
that it was always underconsumption.
Mr. MAYER. Yes.
Mr. KoppLEMANN. I am inclined to go along with you on that
thought. But what stops me is the question I put to you, namely,
what difference will it make if they get $2,500 instead of $2,000?
I want to see an increase of production, so as to provide employment.
The CHAIRMAN. Mr. Kopplemann, it would not make any differ
ence, if there was no change m production, and you would be entirely
right. It is Mr. Mayer's conception that, with the provision of an
increased income^ production would be immediately absorbed and
that, as production was increased, distribution would take place
among the people without any rise in prices.
Mr. KoppLEMANN. Yes; that is what you have got just now. You
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Mr. MAYER (interposing). Yes.
The CHAIRMAN. You have got that same principle applicable, for
instance, Mr. Kopplemann, in the case of wheat. Suppose you had
20 bushels of wheat. Wheat would be worth, we will say, a dollar a
bushel. Now, then, if you had 40 bushels of wheat, if you doubled
your production of wheat, you could bring $40 into the picture, and
still your wheat would be worth only a dollar a bushel. If you
increase your production, as you increase the money increase the
supply, you will not raise the price level, for it does not get out of
balance.
Mr. KOPPLEMANN. Do you think that the increase or the decrease
of the volume of money alone would solve the problem?
The CHAIRMAN. Do I think so?
Mr. KoppLEMANN. Yes.
The CHAIRMAN. Oh, no; I do not. I think it is one factor in the
solution.
Mr. KOPPLEMANN. I was going back to Governor Eccles* theory.
Mr. MAYER. The money must not be put into circulation unless
there is something to represent it.
Mr. KOPPLEMANN. That means purchasing power!
Mr. MAYER. No; it means value.
Mr. KOPPLEMANN. If the money does not represent value, you do
not have the purchasing power.
Mr. MAYER. Yes, sir; and if you are going to go back to the 1929
level of true income, not $2,000, but $800. Increase up to $900 or
ten hundred—you cannot do it in 1 year—and go on up to $2,000
and then stabilize your prices; not make them subject to the bankers'
inflation and have everybody contract and buy on high prices and
then let them call their loans, that are inflated by them 10 to 20
times based on what they call the reserve. They have no right to
have the reserve of the country in the banks.
Mr. FoRD. Don't you see in the bill that we are considering a very
substantial step in that direction that you have in mind!
M r . MAYER. Unquestionably. This present Congress and the last
Congress have been determined to crystallize the demands of the
country; and they have the genius to go ahead and put those de
mands in such form that people can get money more freely and liber
ally than they have heretofore, through this bill, with whatever im
provements can be injected into it, against the opposition of the
greatest force and the greatest ppwer there is in the world, that con
trols the money, the international control of money, which has been
set aside, slightly, now.
In 1763 the British Parliament declared all colonial acts for the
issue of paper currency—legal tender—to be void. A year later
the British Board of Trade went on record in opposition of any of
the Colonies exercising local sovereignty to issue its own money, in
dependent of the dictation of Great Britain.
Private " money changers " who had been in control of the money
issuing monopoly manipulation privileges over credit inflation and
control of wealth, demanded that only those who hoarded gold in
vaults had authority to issue diluted paper money tokens, bank notes,
bank debts, and credits as substitutes for a fractional amount o f
" intrinsic " value in gold. Private bankers for 70 years had usurped
this authority in England and operated it as an exclusive racket.
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American colonists had no gold or coins except a meager supply
that came from England and Europe to balance trading accounts.
Dominating the supply of money and trade was more potent than
control by political persuasion.
Taxation measures, stamp taxes, payable only in English money,
credited instant friction. Force was used to compel obedience to
trade and tax measures. British soldiers were quartered in New
England. Friction caused the Boston Massacre, 1770. Three years
later the Boston Tea Party resulted in further restrictive measures.
Two years later the skirmishes of Concord and Lexington hastened
the Declaration of Independence, 14% months following.
Fiat money issued by the Continental Congress, helped by some
specie money from "prizes" captured at sea, from trade credits,
and some metal money and military support supplied by France,
won the War of the Revolution.
Determination to be economically free from money controls in
spite of large numbers of royalist Tories, sustained by intense loy
alty of devoted patriots to self-control of their economic destiny and
liberty surmounted all hardships regardless of the lack of money
and bare necessities.
Desperate financial conditions were indicated by the petition of
soldiers presented by General MacDougall to the Continental Con
gress January 6,1783. Demands for pay included these expressions:
We are unable to go further—we have borne all men can bear. Our
property is expended; our private resources are at an end. We beg a
supply of money. We have been the sufferers by hunger and naked
ness and wouncfs. Seven long years have made conditions wretched.
They (soldiers) entreat independence of America shall not be placed
on the ruin of any particular class of her citizens. Without some
payment a mutiny might ensue. The Army is verging on that state
which will make a wise man mad. Congress was taunted with the
fact legislators always paid themselves and as regularly left unpaid
the military.
On June 9, 1783, a few hundred mutinous infantrymen stacked
arms before Independence Hall, threw rocks, refused to disperse.
Alexander Hamilton advised Congress " think of eternity ", as he
did not believe they had "more man an hour to live." Pennsyl
vania's own militia, insubordinate, offered no protection. So Con
gress at night Red to Princeton and later to New York.
In 1786 Shay's rebels prevented the Massachusetts Supreme Court
from sitting. They engaged in skirmishes with the State militia
with a few casualties, tried to capture the arsenal, and burned a few
buildings. They demanded pay for Revolutionary War services.
They opposed extravagant pay of the Governor and complained of
extortionate, predatory policies of lawyer legislators that burdened
the poor with taxes.
After 5 years of exhausting human wastage, conditions today are
much the same.
Alexander Hamilton was a radical inflationist. As early as 1780
he proposed a Bank of the United States with " a foreign loan of
$200,000,000; a subscription of $200,000,000 more guaranteed by
$10,000,000 of specie or a bona Rde equivalent currency." That is
inRation 20 times.
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The half-British Hamilton, opposed by Thomas Jefferson and
James Madison, evidently ho&lwinked George Washington in the
establishment of the First Bank of the United States in 1791, pat
terned after the Bank of England.
Washington had expressed his fear of fraud thus:
T h e w isd o m o f m an, in m y h u m b le o p in io n , c a n n o t a t th is tim e d e v is e a p la n
b y w h ic h th e c r e d it o f p a p e r m o n e y ca n b e lo n g su p p o rted .

Through Hamilton's privately established, Government allied, pri
vately controlled bank, the wealthy citizens whom Hamilton thought
alone were fit to govern, inflated and juggled values on a thin basis
of deposited specie money. That constantly increased their wealth.
Hamilton's friends in Congress put through a funding operation to
pay off war obligations due to Revolutionary soldiers and others.
They bought up these claims for a few cents on the dollar, and
cashed them, through a cooperating private bank, for 100 cents on
the dollar. Government funding obligations carried 7 percent and
8 percent interest. The Government was pledged to buy $2,000,000
of the private bank stock, through notes. *
Hamilton had drafts issued on European bankers for $2,000,000,
had them credited on the books of the bank, transferred the credit
to the account of the United States on the books of the bank, pro
tected by Government notes, and then canceled these trumped-up
drafts, which were never intended for collection. Reference: John
McConaughy's Who Rules America, pages 33, 34, and 35. This
operation created $2,000,000 of privately issued, intangible money.
Similar methods have been pursued by the private bamkers in con
trol of the money power of the country throughout the history of
the United States.
Regarding funding schemes William Pitt, British Chancellor of
the Exchequer, is credited with this statement:
L e t th e A m e r ic a n p e o p le g o in t o t h e ir d e b t-fu n d in g sch em es a n d h a z a rd o u s
b a n k in g s y s t e m s ; a n d fr o m t h a t h o u r t h e ir b o a s te d in d e p e n d e n ce w ill b e a
m e r e p h a n to m .

In regard to the Civil War inflation Abraham Lincoln said:
I f a g o v e rn m e n t c o n t r a c t e d a d e b t w it h a c e rta in a m o u n t o f m o n e y in c ir 
c u la tio n an d th en c o n tra cte d th e m o n e y v o lu m e b e f o r e th e m o n e y w a s p a id ,
it is th e m o s t h e in o u s c r im e t h a t a g o v e rn m e n t c o u ld c o m m it a g a in s t its p eop le.

The United States Monetary Commission of 1876 made an ex
haustive study of the terrible depression following the Civil War.
A few of the conclusions of the Commission I outline briefly, as
follows:
P r ic e ia t h e r e la tio n in m o n e y u n its to th e q u a n tity o r u n it o f e v e r y o th e r
th in g in e x c h a n g e . U n d e r a c r e d it sy ste m , to p a y a t fu tu r e p e rio d s, stea d in ess
in p r ic e s b e c o m e s a ll-im p o rta n t, a n d d e p e n d s u p on th e q u a n tita tiv e r e la tio n
b e tw e e n m o n e y a n d a ll o t h e r th in g s. A l l c o n tr a c ts a r e b a sed o n e x is tin g
p rice s.
G e n e ra tio n s o f f a l li n g p r ic e s a n d r u in m ig h t c o m e a n d g o b e fo r e r e lie f—

if dependence were had on pure gold supplies, through the lapse
of centuries, to match the relative amount and activities and services
that human progress demands.
Metallic intrinsic values are based on gamblers' chances and bn
finding precious metals, and there is—
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n o s c ie n tific r e la tio n to th e in c r e a se o r d e cr e a s e o f p o p u la tio n an d co m m e rce ,
w h ic h a lo n e s h o u ld g o v e rn th e sto ck o f m oney*
L im ita tio n o f q u a n titie s r e g u la te s the v o lu m e o f m o n e y —

whether imposed by Rat yield or by nature's yield.
measured—
b y th e w isd o m a n d ju s t ic e o f m an.
c o s t o f o b ta in in g it.

Fiat yield is

T h e v a lu e o f m o n e y is m e a su re d b y th e

A balanced supply is necessary for equity to debtors, whose con
tract terms must be met by submitting—
t o th e p a r tia l o r e n tir e c o n S sc a tio n o f p ro p e r ty —

when money ceases to circulate.
M o n e y is th e p r im a r y a n d g o v e rn in g fo r c e , w h o s e fu n c tio n s c a n n o t b e su p e r '
sed ed b y a n y d e v ice s, ch e ck s, b ills o f e x ch a n g e , c le a r in g h o u ses. T h e se
ex p e d ie n ts g r o w o u t o f m o n e y an d c o u ld n ot e x is t w it h o u t it.

Use of government Rat money is the one important advance civili
zation has made over barter. Credit money was impossible under the
barter system and is a corrupt use or exploitation of the money
system. Volume of money controls prices, not volume of credit.
C re d it is th e e x p lo s iv e e le m e n t in bu sin ess. T h e r e n e v e r ca n o c c u r a uni*
v e r s a l f a l l in p ric e s w it h o u t a d e cre a s e in th e v o lu m e o f m on ey .

Credit depends upon liquid cash value, which collapses when
inRated credit collapses.
This explains why, since 1929, the Government has been virtually
compelled to squander $500,000,000 under Hoover to help peg farm
products and why thousands of millions of dollars in the past 2 years
have been employed to minimize the collapse of values of all kinds,
to maintain other related values.
Money alone, actual money, liquidates debts.
C r e d it d e p e n d s u p on w h im s an d c a p ric e s, on a b n o r m a l m e n ta l c o n d itio n s o f
th e m on e y le n d e r, a d is e a s e w h ic h m u st b e tre a te d p s y c h o lo g ic a lly .

Long-term stretching of debt credit money for homes, and so
forth, now take the place of collapsed credit, to prevent further
collapse of values.
It is notorious that most of our universities have been built with
endowment from privately Acquired bankers' monopolized and
usurped wealth. The jobs of nearly all of the 66 so-called " econ
omists" signing a memorandum of objections to title II of H. R.
5357 may be considered subsidized, endowed, or controlled by
usurped wealth. Practically no one of the 66 signers has qualiRed
as an independent, untrammelled, or free and unprejudiced student
of the money question. Orthodox and conRrmed tones, maintained
in jobs because they are orthodox, because conRrmed tories, cannot
render disinterested opinions, except as orthodox, conRrmed tories.
These 66 men had as their spokesman yesterday Dr. Walter E.
Spahr, of New York University, unquestionably a conRrmed, ortho
dox disciple of predatory wealth.
The Supreme Court sustained the action of Congress in nullifying
impossible contracts to save the existence of the Government, through
the supreme power of Congress. Justice Stone explicitly stated that
" power to regulate the currency which we now hold to be superior
to the obligation of the bonds."
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Prof. Walter E. Spahr, spokesman yesterday for the 66 economists,
evidently considers the money decision of the Seventy-third Con
gress, amrmed by the Supreme Court, as a forgery—false utterance.
Dr. Spahr is correct regarding the " creating of money by bor
rowing—but not from bankers—and through taxation." Borrowed
bankers' money is merely borrowed Government money, created and
issued by the Government. Therefore, Congress would " render in
effective the power of Government" over the supply and control of
money by not issuing its money direct through the Treasury Depart
ment upon the deposit of authorized, self-liquidating bonds.
Congress should borrow and create money only on the taxable,
redeemable assets of all its citizens and not through the preferred
privileges and powers heretofore allowed to a small class of private
citizens who have controlled the congressional power " to coin money,
regulate the value thereof " for many decades.
Bankers should not exist on a Government-subsidized, bond-based,
dole system; but as conservators and custodians of wealth left in
their protection for safekeeping and administering. Some bankers
are finding it necessary to meet expenses by] charging for such serv
ices, as lawyers would do. Let the depositors pay for protection
from burglary. Let bankers collect for services by acting as local
agents for the SlAte authority to be set up to administer the " coin
money " and regulatory powers of the National Government, not by
inflating credits and manipulating values for their interest yield and
confiscatory possibilities. Methods in use up to now have always
caused economic crashes and bank collapses, that have constantly
accelerated the concentration of wealth*
111 fa r e s th e la n d , to h a ste n in g ills a p rey ,
W h e r e w e a lth a ccu m u la te s, an d m en d eca y .

New banking legislation must minimize control of the constitu
tional power to regulate money by private bankers, who have been
sustained on a dole basis for many decades, to dominate and control
the economic welfare of all the people of the United States.
The CHAIRMAN. Well, I had understood that Mr. Mayer would
finish in 15 minutes. I Appreciate the fact that he cannot say what
he wants to say in a few minutes. I will make this suggestion, that
you can extend your statement in the record by adding further
expression of your views.
Mr. MATER. I thank you, sir.
The CHAIRMAN. And I want to say to you that members of the
committee appreciate your statement.
Mr. CLARK. I want to say, too, that I have a little different idea.
Mr. GOLDSBOROUGH. I would like to say that I consider Mr. Mayer's
statement extremely helpful to this committee and to his country.
Mr. MAYER. I more than appreciate your courtesies.
(Thereupon the hearing was adjourned, subject to the call of the
chairman.)
EXTENSION OF REMARKS, C. C. MAYER

E x c e r p ts c ite d fr o m U n ite d S ta te s M o n e ta r y C o m m ission , U n ited S ta tep
S en a te R e p o rts , F o r t y -fo u r th C o n g ress, a p p e a r v o lu m e 5, p a r t I, p a g es 33 -37.
C o n c e r n in g H a m ilt o n 's G o v e r n m e n t-a llie d ba n k, " W h o ru les A m erica ?**
re v e a ls, p a g e 35, " i t w a s H a m ilto n 's cu s to m t o b o r r o w m o n e y fr o m th e b a n k
w h en th e re w e r e suiH cient G o v e r n m e n t-ta x fu n d s a v a ila b le t o m eet G o v e r n 
m en t r e q u ir e m e n t s /'
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R e g a r d in g 200 b illio n s o f b a n k e rs' p ro m o te d in R a tio n an d d e la t io n , U n ite d
S ta te s S e n a te H e a rin g s on S to c k E x c h a n g e P r a c t ic e s , p a g e 7923, p a r t 17,-lis t s 33
o f th e la r g e s t b a n k s o f A m e r ic a a s p r o m o te r s o f sto ck -m a rk e t p o o ls a n d
s y n d ic a te o p e ra tio n s. T h e s e 33 to p -n o tch b a n k s a r e lo c a t e d in 10 c i t i e s :
N ew Y o rk , B o s to n , P ro v id e n c e , P h ila d e lp h ia , P itt s b u r g h , C le v e la n d , C h ica g o ,
M ilw a u k e e , S a n F r a n c is c o , a n d Lo& A n g e le s. T w o o th e r g r e a te s t b a n k in g
in s titu tio n s , th e R o c k e fe lle r C h a se B a n k an d th e J , P . !M organ p a r tn e rs h ip
o f 19 b a n k e rs, a lo n g w ith D e t r o it b a n k s, h a d t h e ir in fa m o u s o p e r a tio n s e x p o s e d
in ex te n d e d h e a rin g s th a t c o v e r e d t h e ir n o t o r io u s e x p lo it a t io n s to th e e x te n t
o f h u n d re d s o f p ag es.
C o n g re ssm a n A . J . S a b a th 's c o m m itte e c u r r e n t ly in v e s tig a tin g rea l-e sta te
r e o r g a n iz a tio n s h a s re p o r te d d e fa u lts u p w a r d o f 8 b illio n s . D eR a tio n o f
m a n y b illio n s o f d o lla r s in re a l-e sta te b on d s h a s c rip p le d 4,000,000 o f A m e r ic a 's
t h r ift ie s t in v e s to r s a n d s a v e r s, a ffe c tin g " in d ir e c t ly 20,000,000 o f o u r c itiz e n s " ,
s a y s th e r e p o r t su b m itte d J a n u a ry 29, 1935.
S en a to r H ir a m J o h n s o n 's in v e stig a tio n in 1 9 3 1 -3 2 o f fo r e ig n -b o n d p r o m o t io n s
b y N e w Y o r k b a n k e r s r e v e a le d m a n y b illio n s o f th e se b o n d s d e fa u lte d , w ith
m u ch o f t h e ir v a lu e w ip e d o u t an d lo s t t o in n u m e ra b le in v e sto r s.
N a t io n a l C ity B a n k s to c k v a lu e s w e r e in fla te d to a v a lu a tio n o f $3,190,000,000,
a t $580 p e r sh a re , w ith p ro m is e s o f m u ch h ig h e r v a lu e . M o re th a n 3 b illio n s
o f th is " e sta b lish e d " sto ck -m a rk e t v a lu e w a s w ip e d o u t. S im ila r ly , th e R o c k e fe lle r -A ld r ic h -A l W ig g in s C h a se B a n k sto ck , th e G e o r g e B a k e r -S a m R e y n o ld s
F ir s t N a tio n a l B a n k sto ck , S am In s u lt's 2 b illio n s o f in fla tio n , a n d a f e w o th e r
o v e r -th e -c o u n te r ( o r o v e r -th e -fe n c e ) c a ts-a n d -d o g s a p p r o x im a te d a n o th e r 10
b illio n s o f d e fla tio n in b a n k e rs' n e g o tia b le v a lu e s.
R o c k e fe lle r 's S ta n d a rd O il o f N e w J e r s e y w a s in R a te d to $2,160,000,000, a t
$84 p e r sh a re , w a s p e g g e d t e m p o r a r ily a t $50 p e r sh a re, a n d s h ra n k t o on efo u r t h o f its b o o m e d p ric e . K e n tu ck y , In d ia n a , a n d o th e r S ta n d a r d O ils w e r e
o v e r v a lu e d o th e r b illio n s . J. D . R o c k e fe lle r , S r., a n d Jr., h a lte d th e R rst
g r e a t s to c k c ra s h b y p ro p a g a n d iz in g th r o u g h s to c k -e x c h a n g e t ic k e r s : " M e
a n d m y so n a r e b u y in g s a fe s t o c k s ." T h e r e w e r e n o s a fe s to ck s, a s demon^
s tra te d b y s ix n ew , s u cc e ssiv e p a n ic sm ash es, b e a r r a id s , d e la t io n s , b e tw e e n
N o v e m b e r 13, 1929, an d J u ly 1, 1932. R o c k e fe lle r s ' N e w J e r s e y an d I n d ia n a
O ils w e r e d e b a t e d 3 b illio n s b e tw e e n th em .
M o rg a n 's A lle g h a n y C o r p o r a tio n , U n ite d P o w e r , S ta n d a r d B r a n d s, U n ite d
S ta tes S te e l w e r e fic titio u s ly v a lu e d , c o lle c tiv e ly m o r e th a n se v e r a l b illio n s in
th e b a n k e r s' s la u g h te r-h o u s e bo o m . U n ite d S ta te s S te e l w a s in R a ted t o $261
p e r sh a r e a n d h a s s o ld m u c h b e lo w it s r e c e n t $30 p ric e . M o re th a n 2 % b il
lio n s in " v a lu e s " d isa p p e a re d w h e n th e se fr a u d s w e r e d eR a ted .
T h e M o rg a n p a r tn e rs ' G e n e ra l E le c tr ic w a s in R a ted t o n e a r ly 3 b illio n s ;
M o rg a n 's E le c tr ic B o n d & S h a re an d it s A m e r ic a n & F o r e ig n P o w e r , b o t h step 
c h ild b r a ts o f G e n e ra l E le c tr ic , w e r e in R a ted a b o v e a n o th e r 3 b illio n s . T h e s e
th re e p r o d u c e d a h o lo c a u s t o f p a r a ly z in g lo s s e s in " v a l u e s " m o r e th a n 5 %
b illio n d o lla r s . G e n e ra l E le c tr ic d eR ated 2 % b illio n s , B o n d & S h a r e o v e r 2 % .
T h e la tte r w a s r ig g e d t o $1 89 an d d ro p p e d t o u n d e r $5 p e r sh a r e f o r its
13,560,000 sh a re s.
T h e b lu e -rib b o n r in g le a d e r s o f s u p e r la t iv e in R a tio n s a n d d eR a tion s w e r e th e
M o rg a n -B a k e r d o m in a te d A m e r ic a n T e le p h o n e an d th e M o r g a n -D u P o n t-R a s k o b
G en era l M o to r s . M o to r s w a s r ig g e d to 4 b illio n s a n d d e R a ted to o n e -th ir d o f 1
b illio n , d r o p p in g 3 % b illio n s .
D u P o n t d e N e m o u rs sto ck , w h ic h h o ld s n e a rly 4 0 p e r c e n t o f G e n e ra l M o to rs,
w a s ju g g le d to a " v a l u e " o f 2 % M llio n s a n d r e d u c e d t o o n e -e ig h th b illio n .
A m e r ic a n T e le p h o n e w a s t h e la r g e s t c u lp rit. T e le p h o n e s u b s c r ib e r s w e r e b a ite d
w ith th is " in v e s t m e n t " to a v a lu a tio n o f $4,350,000,000 w h ic h s h ra n k t o le ss
th a n 1 b illio n . F r o m $310 to $70 p e r sh a r e f o r 14 m illio n shares*
P r e c e d in g th e se c o n d H o o v e r p a n ic o f M a y -J u n e 1930, sto ck -m a rk e t ju g g le r s
e m p lo y e d b y A m e r ic a n T e le p h o n e 's m a s te rs u n lo a d e d o v e r o n e -h a lf b illio n
n e w s to c k on p r e fe r r e d su b s c rib e rs w ith " R ig h ts " at $250 p e r sh a re. T w o
m o n th s la te r , in M a y -J u n e , A m e r ic a n T e le p h o n e b e c a m e d eR ated i n v a lu e 25
m illio n d o lla r s a v e r a g e e v e r y d a y f o r a s o lid m o n th , r e a c h in g a t o ta l sh rin k a g e
o v e r 800 m illio n in 3 0 d a y s.
A n a c o n d a ( " a n y la r g e sn a k e w h ic h c ru s h e s it s p r e y in it s f o l d s " ) C o p p e r
sto ck w a s r ig g e d to $174 p e r sh a r e fo r 8,840,000 s h a r e s a n d su n k t o $3, a d r g p
o f a n o th e r 1 % b illio n s o f b a n k e rs' c r e d it in R a tio n s.
A lm o s t as s h a m e fu lly a s A n a co n d a w a s K e n n e c o tt C o p p e r w h ir le d a b o u t
t o $104 h ig h an d $5 l o w f o r 9.385,000 s c a r e s , n e a r ly 1 b illio n sh rin k a g e .
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In R a tion an d d e la t io n o f o n !y tw o r a ilr o a d e x p lo it a t io n s eq u a lled 2 %
b illio n s o f d isa p p e a re d " v a lu e s ." P e n n sy lv a n ia w ith its P en n R o a d m on stro s ity
su b sid ia ry an d N ew Y o rk C e n tra l w ith its e x p lo ite d p e ts w e r e b oosted to $110
a n d $256 p e r sh are, re sp e ctiv e ly , an d d ro p p e d to t o $6.50 an d $8.75 f o r th eir
13 an d 5 m illio n sh a re issu es.
T h e F e d e r a l T ra d e C o m m issio n r e v e a ls th a t H . L . D o h e r ty u n loa d ed h is
C ities S e rv ice s to ck on the p u blic, w ith the h eip o f N a tio n -w id e n ew sp a p er su p 
p o rte d p u b lic ity an d a d v e rtise m e n ts, to su ch an e x te n t th a t D o h e r ty w a s a b le
t o *' t a k e " f o r h im se lf o v e r $18,000,000 in ca sh " c o m m is s io n s " an d p rofits.
T h e K a n sa s S ta te B a n k in g D e p a rtm e n t r e p o rte d 10 p r io r lie n s a p p ro x im a tin g
$500,000,000 " b e f o r e C itie s S e r v ic e co m m o n
(s t o c k )
w o u ld p a r tic ip a te
*
* * o f q u e stio n a b le o r w o rth le ss v a lu e ." C itie s S e r v ic e p r in tin g p resses
ra n oK 29 m illio n sh a re -ce rtiR ca te su b stitu te s f o r m on ey to u n loa d a s h igh
a s $68 p er sh are, an d w ith a p r ic e d e fla tio n u n d e r $1 M a rch -9 , 1935. A drpp
o f tw o -th ir d s o f $100 p e r sh a re sh o w s w o r th le s s in fla tio n a rou n d 2 b illio n dol^
la rs b y H . L . D o h e rty .
B a n k e rs ' m a n ip u la te d N e w Y o r k C o n so lid a te d G as w as R oated a s h ig h a s
$183 w ith 1 1 % m illio n sh a res. C u rre n t p ric e s $15 to $30 sh o w a sh rin k a g e o f
n e a rly 2 b illio n s in inR ated p a p e r s t o c k su b stitu te s f o r m on ey , s a n c tio n e d by
ba n k ers.
C olu m b ia G as & E le c tr ic, U n ite d G as Im p ro v e m e n t, N o rth A m e r ic a n (e le c t r ic
u t il it y ) , c o lle c t iv e ly in fla te d t h e ir p rin te d p a p e r m o n e y su b stitu tes to w ith in
a fe w m illio n s o f 4 b illio n d o lla rs. E v a p o ra tio n o f b a n k -m a d e " v a l u e s " in
th ese th ree c a ts-a n d -d o g s e x c e e d s 3 % billion s.
In te r n a tio n a l N ick le a n d In te r n a tio n a l T e le p h o n e jo in t ly b eca m e w o r th 1,900
h u n d r e d m illio n , an d la te r le ss than 100 m illio n a c c o r d in g to " b a n k ers' v a lu a 
t io n s " t o s h o w d e fla tio n o f 1 % b illio n s .
R a d io C o r p o r a tio n o f A m e r ic a w a s ru n up as h ig h a s $540 p e r sh a re an d ran
d o w n a lm o st to th e v a n is h in g p o in t t o sh o w 700 m illio n s o f ev a p o ra tio n .
F o r e ig n b o n d s an d r e a l e sta te flo a te d b o n d s w e r e e x p lo ite d o v e r 10 b illio n s
o f d efla tio n an d losses.
O v er-th e -co u n te r N ew Y o r k b a n k s to ck s (t h r e e o f t h e m ), S am I n s u ll's sto ck sj
a n d sev e ra l o th e r s sh o w m o r e than 10 b illio n s inR ation-deH ation.
A sc o r e o f N e w Y o rk E x c h a n g e sto ck s r e co r d e d a b o v e w e r e in fla ted an d de
fla te d c o lle c t iv e ly m o re th a n 35 b illio n d o lla rs.
O v er 1,200 o th e r N e w Y o r k E x ch a n g e an d 800 C u rb E x ch a n g e sto ck s a g g re 
g a te d m o re th a n an a d d itio n a l 100 b illio n s o f in fla tio n a n d d eflation .
B o n d s a n d p r e fe r r e d s to c k s on th e t w o N e w Y o r k S to c k E x ch a n g e s a lon e
w e r e boo m e d a n d b ro k e n m o re than 20 b illio n s in " v a lu e s " b y ba n k ers.
L o a n s an d d isco u n ts w ith th e r e so u r c e s o f a ll o u r b a n k s w e r e e x p a n d e d a n d
c o n tra cte d m u ch o v e r 20 b illio n s , fr o m 6 0 to u n d e r 4 0 b illion s .
U rb a n h om e a n d fa r m h o m e v a lu e s w e re co n tra cte d 15 b illion s, m ore o r less.
D e fa u lte d d e b ts o f fo r e ig n g o v e rn m e n ts e x ce e d 10 b illio n s d eflation .
In d iv id u a l u n a b le -to -p a y d e b ts r u n m a n y b illio n s .
A u th e n tic , ofB cial r e c o r d s p r o v e th e c o r r e c tn e s s o f th e a p p ro x im a tio n s g iv en
a b o v e an d sh o w c o n c lu s iv e ly th a t th e re h a s been m u ch o v e r 200 b illio n s o f d is 
a p p ea re d v a lu e s t o v ita lly sh a k e th e e c o n o m ic w e lfa r e o f m o re than 80 p ercen t
o f a ll o u r c itiz e n s. T h e y p r o v e th e n e c e ssity o f p ro m o tin g " t h e g en era l w e l
f a r e " b y r e s to r in g th e w e ll-b e in g o f o u r e c o n o m ica lly d is fr a n c h is e d citizen s.
W it h o u t r e sto r a tio n th e re c a n b e n o re co v e r y .
'* T h e e p o ch o f th e d e clin e a n d fa l l o f th e R o m a n E m p ire " w a s d u e t o fa ilu r e
" t o s o lv e th e p ro b le m s o f th e p o o r " , s a y s J. B la k e L o w e in th e F e b r u a r y F oru m ,
1935. " M o n e y g o t ou t o f h a n d " , sa y s H . G . W e lls . " D e c l i n e in th e silv e r
a n d g o ld m in e s o f S p ain an d G r e e c e " (c o n t r a c tio n in th e c irc u la tio n o f m on ey
t o k e n s ) , sa y s S ir A r ch ib a ld A lis o n . T h e n a tu ra l, e a r ly con ce p tio n o f m oney, o f
n u m e rica l, q u a n tita tiv e m o n e y u sed as sy m b o ls a n d to k e n s (n u m e r a ta ), b eca m e
a th in g , g o ld , an d f o r a w h ile silv e r , r a d ia n t an d g liste n in g — w h ic h a fe w lea rn ed
t o c o n t r o l— (m o n e t a ). T h e n i t t o o k a n o th e r step to w a r d m a teria lism accord^
in g to a r b itr a r y w e ig h t (p o n d e r a t a ). W h e n " t h e w e ig h ts w e r e d eg ra d ed , th e
th in g fe ll to b a rte r " , s a y s A . D e l M a r, a B r itis h a u th o rity , in 1886. H e sta tes
th e R e n a issa n ce r e e sta b lish e d w e ig h ts first and th en " p o u n d s , sh illin g s, an d
p en n ies, d ennies, o r d e n a r ii, w h ic h p a sse d b y ta le ." N a tio n s h a v e su ccu m b ed to
t h e h y p n o tism o f g o ld , t h e lu r e o f sp oil.
P ro p h e tic a lly , D e l M a r o b s e r v e d : " M e t a l l i c m o n e y seem s lik e o n e o f th e
m a ch in e s d e sig n e d b y illite r a t e m e ch a n ics f o r p e rp e tu a l m o t i o n i t c a r r ie s w ith
i t its ow n n e g a tio n . * * * I t h a s beg u n t o fa il fr o m th e v e r y in sta n t w h en
it w a s Rrst s e t in m o tio n . * * * T h e c iv iliz a tio n o f I n d ia , o f E g y p t, o f
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G reece, a n d o f R o m e h a v e a ll m o v e d to w a r d a v a n is h in g p oin t, an d th a t is
W here g o ld an d s ilv e r m in in g ce a se d t o be su fficie n tly p r o d u c t iv e ; a n d u n less
p r o p e r m e a su re s to a v e rt it a re a d o p te d in tim e, it w o u ld seem th a t th a t o f th e
m od ern w o r ld m u st m o v e in th e sa m e d ir e c t io n ."
H is t o r y ig stre w n w ith th e w re ck s o f g o v e rn m e n ts a n d c iv iliz a tio n s . T h e g reed
o f m on e y ch a n g e rs h a s ru in e d m an y.
C a n a d a 's M in is te r o f T r a d e a n d C om m erce, H a r r y S tev en s, s a y s " b ig b u s i
n e s s " , m a d e u p o f " u n s c r u p u lo u s fin a n cie rs a n d b u sin e ss m en, e x p lo ite d C a n 
a d a 's c o n su m in g p u b lic, s ta r v e d h e r p ro d u ce rs, sw e a te d h e r w ork m en , g ou g ed
h e r in d u strie s, an d le ft h e r a c h o ic e o f r e fo r m , d icta to rs h ip , o r r e v o lu tio n ."
M r. C h a irm a n , sh a ll re p re ssio n s, r e ce s sio n s in th e c irc u la tio n o f cu r r e n c y ,
d en ials, d ep re ssio n s, p o v e r ty , re str ic tio n s, an d d e s tr u ctio n o f o u r " su rp lu ses "
(u n d is tr ib u te d ) p re v e n t a b o u n tifu l l i f e an d c ru sh o r sin k o u r c iv iliz a t io n ?
J a p a n th re a te n s o u r w h ite an d m ix e d -r a c e p o p u la tio n . S h a ll o u r w h it e p eo p le
s u rv iv e ?
J a p a n b u y s su rp lu s cro p s o f fo o d , c o tto n , an d e sp e c ia lly s c r a p ir o n . W e ju n k
o r sell as ju n k o r d e s tr o y th e n a tu ra l w e a lth th a t J a p a n bu y s. J a p a n 's c o m 
m erce g r o w s a il o v e r th e w o r ld . O u rs d eca ys.
T h e g lo r y t h a t o n ce w a s th e U n ite d S ta te s fa d e s . O u r p e o p le g r o w c o n sta n tly
p o o re r, s u b ju g a te d b y m o n o p o u ly m a ste r k in g s o f c o in e d b o o d le w h o c o n t r o l
o u r w ea lth , o u r e c o n o m ic a n d in d u s tr ia l fa c ilit ie s . T h e y r e fu s e to le t 100,000,000
R eople p r o d u c e th e ir n e ce ssitie s. N a tu r a l w e a lth is d e stro y e d , n ot d istrib u te d .
P r ic e s a re in c r e a se d a rtificia lly . S c a r c ity is in cre a se d . P o v e r t y is in cre a se d .
W it h J a p a n th e p ictu r e is e n tir e ly re v e rse d . A n d J a p a n c o n q u e r s th e tra d e
o f th e w o r ld w h ile th e " g lo r io u s " U n ited S ta te s d e clin e s an d fa d e s o u t o f th e
p ictu re .
A ll A m e r ic a n v a lu e s d e a lt w ith a b o v e , M r. C h a irm a n , a n d o th e r e x is tin g
v alu es, e s p e c ia lly s to c k m a r k e t q u o te d " v a l u e s " , a r e a r b it r a r y v a lu es , w h o lly
d ep en d en t u p o n C on g ress' r e g u la to ry p o w e r to s ta b iliz e v a lu a tio n s b y lim itin g
ea rn in g s an d t a x in g th e su rp lu s a b o v e m a x im u m e a rn in g s. S to ck -m a rk e t m a s
te r s h a v e r u th le ssly ru le d in ju g g lin g v a lu e s. T h e y h a v e ru n w ild in fic titio u s ly
R x in g m a n ip u la te d p ric e s an d in u s u r p in g e x tr a v a g a n t proR ts.
B e c a u s e th e w e ig h ts , v a lu e s o f m o n e y , an d m o n e y in s tr u m e n ts in A m e r ic a
h a v e been e x p a n d e d a n d d e g ra d e d o v e r 200 b illio n s in r e ce n t y ea rs, a s su m 
m a r iz e d a b o v e , b u sin e ss in h u n d re d s o f co m m u n itie s th r o u g h o u t th e U n ited
S ta te s " fe ll to b a r te r " a s d u r in g R o m e 's d e clin in g e p o ch .
F in a n c ia l ty r a n ts h a v e m o n o p o liz e d th e m on ey p o w e r a n d e c o n o m ic fu n c tio n s
o f G o v e r n m e n t f o r th e b en efit o f fin a n cia l ty ra n ts. A n o v e r w h e lm in g h a rv e st
o f g reed , g r a ft , a n d fin a n c ia l c o rr u p tio n , w ith w a r s, a lm o s t s t a r v a tio n , h a v e
d is ru p tio n o r d e p re ssio n 40 p e rc e n t o f th e tim e , w a n t, p o v e r ty , s ta r v a tio n , h a v e
r esu lted . T o p a llia te p o v e r t y is n o rem ed y . T o p r o m o t e d e m o c r a c y , m on ey
m u st c ir c u la te fr e e ly t o liq u id a te d e b ts a n d a b o lis h p o v e r t y as n e a rly a s p o ssib le .
M o r e b o n d a g e in d e b te d n e ss w it h o u t a d e q u a te ta x * re d e em in g m e a su res m ea n s
m o re p o v e r ty f o r th e m asses, less lib e r ty , le ss e c o n o m ic fr e e d o m .
" O r th o d o x " W a ll S tre e t s to c k m a r k e t o p e r a to r s c o n s id e r t h e ir a c c u m u la te d
w e a lth n o t o n ly le g itim a t e b u t p ra is e w o r th y . T h e y p re te n d t o b e p u b lic b en e
fa c t o r s .
T h e y o w n th e ta x -h e a p in g b o n d a g e b o n d s su ck e d u p th r o u g h W a ll
S tr e e t's m a ch in e ry .
A n d r e w M e llo n , J o h n D . R o c k e fe lle r , J. P . M o rg a n , J o h n J . R a s k o b , H . L .
D o h e rty , th e D u P o n ts, an d o th e r s co n s id e r th e m se lv e s o u ts ta n d in g p a trio ts .
T h is c u r r e n t w e e k a la r g e W a ll S tre e t o p e r a to r (B . M . B a r u c h ) r e v e a le d t o
th e U n ite d S ta te s S en a te M u n itio n s C o m m itte e h e h a s $7,000,000 in G o v e r n m e n t
b o n d s la id a sid e . H is c o n s t r u c tiv e e ffo r t s in l i f e h a v e b e en d e v o t e d to b a n k e r s '
in B a tion s an d d e fla tio n s, p o o l o p e ra tio n s , etc., th r o u g h W a ll S tre e t.
H ia
o n e item o f w e a lth in se v e n m illio n s o f G o v e r n m e n t in te r e s t-b e a r in g b o n d s
e n a b le h im to sp en d o r sq u a n d e r $1,000 p e r d a y f o r 7,000 d a y s . C o n tin u o u s ly
f o r o v e r 22 y e a r s, o m itt in g S u n d a ys, h e c a n sq u a n d e r d o lla r s a t th e r a t e o f a
h u n d r e d $1 b ills e v e r y h o u r f o r 10 h o u r s e a c h d a y , w it h o u t t o u c h in g a n y o f
h is in te re st c o u p o n s o r o th e r w e a lth . S o m e c o n s id e r t h is k in d o f w e a lt h le g iti
m a te o r " p a t r i o t i c " w e a lth .
A ll h o ld e r s o f U n ite d S ta te s b o n d s, a n d a m o u n ts h e ld , w il l s o o n b e lis t e d
f o r C on g re ss.
M a s te rs o f m o n o p o ly m o n e y c o n t r o ls h a v e r u th le s s ly r a id e d t h e r a n k s o f th e
m a sses o f m a n k in d b y in fla tio n a n d d e fla tio n , t o s t r ip th em o f t h e ir e a r n in g s
a n d a c c u m u la te d s a v in g s p e r io d ic a lly . I n th is w a y , a c c o r d in g t o in c o n t r o v e r t ib le
e v id en ce , th e f e w h a v e g r o w n s te a d ily m o r e p o w e r fu l b y s u b ju g a tin g th e m a sse s
w it h in c r e a s in g p o v e r ty . A n d th e p o o r h a v e g r o w n m o r e n u m e r o u s in con*
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sta n tly w id e n in g c irc le s u n til th e y th reaten t o e n g u lf th e w h o le o f h u m a n ity
u n less en lig h ten ed m on ey p o lic ie s o f C o n g re ss p r o v id e a m eth od o f esca p e t o
u n d o th e w r o n g p o licie s o f th e past.
C o n stitu tio n a l c o n tro l o f m o n e y b y C on g ress, re p la cin g bankers* c o n tro l, a lon e
ca n h a lt an d p rev en t u su rped a tte m p ts a t u n lim ite d lice n se to l o o t ; the e c o 
n o m ic a lly stra n g lin g u s u rp a tio n s su ch as h a v e redd en ed th e r e co r d s o f hum an
w e lfa r e in re ce n t d ecades.
S in ce the S e v e n ty -th ird C o n g re ss re n o u n ce d the u n co n stitu tio n a l m on ey sy s 
tem th a t ren d ered " in e ffe c tiv e th e p o w e r o f g o v e r n m e n t " , th e o n ly c o u r se c o n 
siste n t to p u rsu e is a c o m p le te re tu rn to th e C o n stitu tion a n d its m a n d a te to
C on g re ss t o r e g u la te th e v a lu e o f m on ey .
V ita l n a tio n a l a ffa ir s c o n c e r n in g c o n t r o l o f co m m e rce a n d tra d e, a ffe c tin g a ll
48 S ta te s in a ll e co n o m ic a c tiv itie s, m u st be d e a lt w ith c o n sta n tly on a
n a tio n a l ba sis th ro u g h " c o i n - m o n e y " a g e n ts o f a ll 48 S ta tes. T h e r e ca n b e
n o s a f e tu rn in g b a ck t o a n y m a k e sh ift su b stitu te s th rou g h a n y d o m in a tin g
in flu en ce s th at do n o t sy n c h ro n iz e id e n tic a lly an d in te r ch a n g e a b ly w it h th e
su p rem e p o w e r o f C ongress.
H u m a n p ro g r e ss d em a n d s tra d in g on a b r o a d b a sis w ith (m o n e y ) r e str ic tio n s
m in im iz e d . S e rv ice s an d p r o d u c ts o f h u m a n e n e rg ie s an d gen iu s m u st c ir c u la te
fr e e ly , c o n s ta n tly to p a ss th e ir ben eR ts fr o m m an to m an. A n c ie n t m e th o d s o f
b a rte r lim it r ig id ly the s c o p e o f h u m a n a c tiv ity . T h e g o ld -co n tr o l b a sis o f
b a rte r, in a u g u ra te d an d e sta b lish e d b y th e B a n k o f E n g la n d , is on ly o n e ste p
re m o v e d fr o m p r e h is to r ic m e th o d s o f e x c h a n g e tie d t o a n y o n e th in g , a s in
b a rte r. C r e d it e x p a n s io n s a n d c o n tr a c tio n s b a sed on c o n t r o l o f a n y on e th in g —
g old — h a v e p ro v e n t h e ir d e stru ctiv e , a n n ih ila tin g eK ects p e rio d ic a lly . C o n tro l
o f th e b a rte r — g o ld an d c re d it m ech a n ism s— h a v e t o o fr e q u e n tly b e e n m a n ip u 
la te d fr a u d u le n tly to con B sca te th e w e a lth a n d d e str o y th e w e lfa r e o f th e b u lk
o f h u m a n ity .
A n a d eq u a te, h o n e st sy ste m o f b a rte r an d e x ch a n g e u n d e r a u n ifo r m r e p r e 
se n ta tiv e m ediu m o f v a lu e — m o n e y — is p o ssib le o n ly th ro u g h th e ete rn a l
v ig ila n c e o f C on g ress, a g en ts o f alt th e p e o p le , w h o alon e ca n a ssu re an d
p r o t e c t the r ig h ts an d lib e r tie s o f a ll o u r citiz e n s.
M a n 's a sce n t fr o m b a rb a r is m d em a n d s an a d equ ate, lib e ra l g o v e m m e n ta lly
c o n tr o lle d s u p p ly o f m o n e y a s a sy stem o f settle m e n t f o r th e c o n su m m a tion o f
h u m a n n e g o tia tio n s, d eals, an d tra d e s in a ll t h e ir re la tio n s.
D is s o lu tio n o f d e m o c r a c y n e v e r h a s b een th e d esig n o r p u r p o s e o f a n y C on 
g ress. Y e t th e re is to d a y a N a tio n -w id e n e g a tio n o f d e m o c r a c y b y d e str u ctio n
o f th e equ al r ig h ts o f an o v e r w h e lm in g m a jo r it y o f c itiz e n s t o life , lib e rty , a n d
th e p u rsu it o f h a pp in ess. N e g le ct o f C o n g re ss' c o n s titu tio n a l p o w e r — a b u se an d
e ffe c ts o f a b u se o f im p ro p e r m o n e y m e a su re s f o r g e n e ra tio n s— a r e resp on sib le.
D e b t sla v e ry an d p o v e r ty h a v e su bm erg ed p re p o n d e ra n t n u m b ers o f c itiz en s.
O u r d eb t-sla v e ry e ra , b u ilt u p o n the d isp la ce m e n t o f ch a tte l sla v ery , is f a r m o re
m a lig n a n t an d c ru e l to d a y th a n h u m an s la v e r y e v er w a s in th e S ou th , in m ost
in sta n ce s. T h e te n d e r c a r e an d c o n s id e r a tio n g iv en to its h u m a n ch a ttels, th eir
h ea lth an d w e lfa r e , n e c e s s a rily selfish th o u g h it w a s, p u t to sh am e th e ru th less
c r u e lty p ra ctis e d t o w a r d te n s o f m illio n s o f d isp ossessed c itiz e n s b y th e d eb to w n in g c la ss o f w e a lth y m o n o p o lis ts w h o a r e th e p re s e n t s la v e -o w n in g m a ste rs
o f m en.
C h a tte l sla v e ry , M r. C h a irm a n , w a s beneH cent p h ila n th ro p y c o m p a re d to
t o d a y 's b e g r u d g in g c h a r it y a n d d e lib e r a te d en ial o f th e r ig h t to w o r k nnd liv e.
E n g la n d 's A m e r ic a n iz e d sy stem o f d e b t sla v e r y w a s d e lib e r a te ly p lan n ed t o
r e p la ce th e ch a tte l s la v e r y e n d e d b y C iv il W a r .
W h a t a m o u n ts to a n u n d e n ia b le a n d u n d e n ie d b a n k e rs' c o n sp ir a c y w a s sa d d led
u p o n the w h o le A m e r ic a n p e o p le a s e v id e n c e d b y th e B r itis h B a n k e rs ' J oh n
H a z a r d c o n fid e n tia l c ir c u la r o f 1862, an d th e A m e r ic a n B a n k e rs J a m es B u e ll
c ir c u la r w h ic h sou gh t t o fir m ly e sta b lish m o n o p o ly n a tio n a l b a n k in g , b y b r ib e r y
a s su gg ested b y M r, iSuell.
D e b t s la v e r y a n d m o n o p o ly m o n e y -issu in g p riv ile g e s h a v e g on e h a n d in h a n d
a s p rop o se d , im m e d ia te ly fo llo w in g an d ste a d ily , sin ce th e a d o p tio n o f p o lic ie s
la id d o w n in th e H a z a r d a n d B u e ll c ir c u la r s o v e r 70 y e a r s ag o.
D e b t a n d e c o n o m ic s la v e r y d r iv e m en m ad o r t o d e stru ctio n . T h e y fo r e c lo s e
fa m ilie s o u t o f th e ir h om es, r o b th e u n e m p lo y e d , se t w h o le fa m ilie s a d r ift ,d e s t r p y
tfie ir w e lfa r e r u th le ssly .
W h e n b a n k e rs m a d e " i n e f f e c t i v e t h e p o w e r o f g o v e r n m e n t " b y e sta b lish in g
th e ir b o n d a ge , d e b t-sla v e r y sy stem in 1S82, th e ir m o n o p o ly m on ey p o lic ie s , c o n 
t r o lle d b y th e u s u r y d em a n d s o f p riv a te b a n k e rs, b e ca m §, an d 3tRl a^e, a con i-
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p le te n e g a tio n o f ou r in d ep en d en ce an d th e p rin cip le s f o r w h ic h o u r G ov ern m en t
w a s esta b lish e d th ro u g h th e R e v o lu tio n o f 1776*
M on ey m o n o p o lists' m ig h ty w e a lth d riv e s c iv iliz a tio n t o d e str u ctio n th r o u g h
its h e r e to fo r e ir re s is tib le f o r c e o f so v e re ig n ity an d p o w e r o v e r th e p u rse.
M r. C h a irm a n , greed, m a n 's g re a te s t cu rse, an d m o n e y m on o p o lie s, h a v e s o
com p le te ly co n d e m n e d th e lo in s a n d lim b s o f la b o r to a s la v e r y e x is te n c e as se rfs,
en cu m b e re d w ith id len ess, ir re d e e m a b le d ebt, an d r e fu s a l t o p r o v id e an a d eq u a te
cir c u la tio n o f m o n e y , th e re is n o e sca p e e x c e p t b y r e v o lu tio n u n less C on g ress
re v e rse s w r o n g p o licie s.
R e v e rs in g w r o n g m o n e y p o licie s o f tw o an d o n e -h a lf g e n era tion s, n o w sta rted ,
m u st b e fo llo w e d by c o m p le te re stitu tio n o f th e r ig h ts w o n b y th e A m e r ic a n
C o lo n ist fr o m th e ir B r itis h m o n e y m asters. C o n s titu tio n a l c o n t r o l o f th e p u rse,
r e g u la tio n o f th e v a lu e o f m o n e y , w it h th e ir r ig h tfu l im p lic a tio n s , m ea n an
e n tir e ly n ew r e d e d ic a tio n o f o u r liv e s, lib e r tie s , an d e n e r g ie s to th e in a lie n 
a b le p r in cip le s o f e q u a l rig h ts , e q u a l ju s tic e , e q u a l o p p o r tu n itie s , eq u a l
e c o n o m ic fre e d o m .
W r o n g m o n e y p o licie s a r e c rim in a lly cru el.
W r o n g e c o n o m ic (m o n e y ) p o lic ie s m in e d R o m e .
T h e y v itia te , d e s tr o y th e b in d in g e ffe ct a n d c o n t r o l o f g ov ern m en t.
M ri C h a irm a n , th e y h a v e d e str o y e d m a n y c iv iliz a tio n s .
W r o n g m o n e y p o lic ie s w e r e e te rn a lly w r o n g f o r e v e r y A m e r ic a n c a u g h t in th e ir
m eshes a n d e c o n o m ica lly d isfr a n c h is e d o r Heeced f o r life .
W r o n g m o n e y th e o r ie s a n d p r a c tic e s h a v e p ro v e n to b e as c ru e lly c rim in a l as
a u to c r a tic, o lig a r c h ic g o v e rn m e n ts th a t d e sp o il, e n s la v e , o r d e n y th e co m m o n
r ig h ts o f m an . T h e y h a v e c r e a te d o v e r 250 b illio n s o f e x is tin g d eb t sla v e r y in
th e U n ited S ta te s an d a r e less d e fe n s ib le th an h u m a n s la v e r y e v e r w a s.
- E c o n o m ic s la v e r y is m o r e in to le ra b le th a n p o litic a l sla v e ry .
U n told m illio n s o f m en a r e h e ld in d e b t sla v e r y to d a y . T h e y n o lo n g e r g et
sen t t o p riso n a s in a n o th e r e ra . B u t th e y liv e v ir t u a lly as p riso n e r s in c o r p o r a 
tio n -o w n e d sh a ck s an d c a n n o t h o p e t o p a y th e ir b a c k ren ts. T h e y a r e h eld
b ou n d t o t h e ir m a ste rs in b on d a ge.
W e a lth , fr a u d u le n t w e a lth , a lw a y s h a s v io la t e d a n d e x p lo it e d e c o n o m ic an d
R n a n cia l la w s , m o ra l an d c iv il, b r u t a lly w ith th e b r u t e f o r c e o f bru tes.
E x p lo it a t io n s o f th e m a n y b y th e f e w h a s b e e n th e o n e H xed p o lic y a lw a y s
used a g a in st th e A m e r ic a n p e o p le a ll th e tim e, in d e p r e s s io n p e r io d s as w e ll a s
b o o m p e rio d s.
E x p lo it a t io n m o r e fla g r a n t an d v io le n t than e v e r, h a s g r o w n in to le r a b le .
T h e sam e d isru p tio n th a t d e s tr o y e d R o m e is n o w h a p p e n in g h ere. W e a lth
w a s a b so rb e d , seized , h o a r d e d b y e c o n o m ic a u to c r a ts.
N a tio n a l w e a lth h a s b een sip h o n e d in t o th e h a n d s o f th e fe w . U n b ea ra b le
d e b t b u rd e n s an d p o v e r t y h a v e been sa d d le d o n th e b a c k s o f th e m a n y .
T h e p o o r in R o m e a s h e r e w e r e d isp o s se sse d a n d p a u p e rize d .
S a y s H . G . W e lls ' O u tlin e o f H is t o r y , r e g a r d in g R o m e : " T h e g r o w in g m ass
o f th e e x p r o p r ia te d (t h e m a sse s o f h u m a n it y ) w a s p e rm e a te d b y t h a t v a g u e ,
baHled, a n d h o p e le ss sen se o f b e in g b e ste d , w h ic h is t h e p r e p a r a t o r y c o n d itio n
f o r a ll g r e a t r e v o lu tio n a r y m o v e m e n ts ." R o m e 's d e c lin e in it ia t e d a th o u s a n d
y e a r s o f sta g n a tio n .
" T h e fa ilu r e o f th e R o m a n s t o m a n a g e th e m o n e y m e ch a n is m
* * * w as
d ue, in p a rt, to th e a b se n c e o f p a p e r, p rin tin g , a n d a c o n v e n ie n t n u m e r ic a l
system . *. * * F o r a th o u sa n d y e a r s th e p o lic y o f E u r o p e a n sta te s w a s
iM ia te d b y th e c ru d e s t an d s illie s t fa lla c ie s c o n c e r n in g th e n a tu r e o f
m on ey . * * * M on ey , lik e d y n a m ite a n d o t h e r to o ls u s e d b y m en, c a n
v e r y g r e a tly d a m a g e , a s w e ll as v e r y g r e a tly s e r v e h is s o c ie ty " , r e cite s N orm a n
A n g e il's S to r y o f M o n e y (p p . 107 a n d 1 5 1 ).
" A c c u m u la t e d w e a lth w a s h o a rd e d ; d e c a y e n s u e d ."— P r o f . W . C u n n in g h am .
' T h e in e v ita b le , d r a s tic ch a n g e in o u r m o n e y sy ste m , n o w in tr a n sitio n , d e 
m a n d s a n e n tir e ly n e w v ie w p o in t on a ll le g is la tio n .
D e m a n d s a r e c a s tin g
o f o u r w h o le b a n k in g a n d e c o n o m ic set-up.
A n e w d e a l c iv iliz a t io n m u st d is c a r d a ll th e o ld , o u tw o r n , m isd ir e c te d , an d
u n ten a b le th e o r ie s o f m o n e y .
O u r f e w m o n e y lo r d s m u st y ie ld t o th e v it a l n e c e ssitie s o f 126,000,000
citizen s.
M en w ill n b t in d e fin ite ly s u ffe r p r iv a t io n w h ile liv in g a m id a su p e r a b u n d a n ce
o f a ll th e y c a n d e s ire t o p r o v id e a f u l l l i f e o f p le n ty .
T o c h e c k le n g th e n in g c r a c k s in o u r c iv iliz a t io n w e m u s t h a v e p r o d u c t io n f o r
u s e On a m u tu a lly a d v a n ta g e o u s o r p ro fita b le Rasis. M o n o p o liz e d p r o d u c t io n
m u st n o t s u p p ly c o n s ta n tly in c r e a s in g tr ib u te t o r e d e e m fa ls e ly b u ilt-u p v e ste d
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P u r c h a s in g p o w e r, v e lo c it y o f tu r n o v e r o f m o n e y a c tu a lly u sed in tra d e,
a lo n e p ro m o te s th e p u b lic w e lfa re .
In su fR cien t c ir c u la tio n o f m on ey co m p e ls d e p re ssio n an d d istress.
A m p le c ir c u la tio n o f m o n e y a n d o f tr a d e is th e a ll-im p o rta n t n ecessity to
p ro m o te th e g e n e ra l w e lfa r e .
O n ly 5 % b illio n s o f p o ck e t m o n e y a r e n o w e x ta n t in d olla rs, m o stly h o a rd e d
in ba n k v a u lts. F o r e v e ry se lf-liq u id a tin g d o lla r n o w o w n e d a n d ou tsta n d in g
th ere a re n e a rly 50 in fla tio n a r y , d e b t-sh a ck lin g d o lla r s in c irc u la tio n . T h ere
m u st b e sev eral tim es a s m a n y se lf-liq u id a tin g , ca sh -in -th e-p ock et d o lla r s a s
n o w p a ss in tra d e an d a c t u a lly c ir c u la te t o p ro m o te th e g e n e ra l w e lfa re .
T a k in g the fa ls e ly b o tto m e d , fa ls e ly b u ilt, fa ls e ly b oom ed , an d r ep ea ted ly
w r o n g ly b u ttressed fin a n cia l-in d u stria l m o n o p o lize d c o m b in es n o w in c o n tro l,
an d su p p o rtin g them on a sta tu s q u o ba sis to re h a b ilita te o r r e co n s tru ct s o c ie ty
is a d e n ia l o f a ll the in h e re n t r ig h ts o f m an k in d. T h e re m u st be n o co n tin u e d
a c c e p ta n ce o f trib u te e x a c tin g R nancial ty r a n n ie s th at con su m e, th rou g h th eir
ex c e s s iv e h y d ra -h e a d e d in te re st an d p ro fits sy stem , th e su b sta n ce o f h u m a n ity,
sa d d le d w ith sc o r e s o f b illio n s o f fr o z e n d ebts,
T h e re m u st b e a re v e rs a l o f th e m ista k e n ly p ro m o te d e c o n o m ic fin a n cia l
m a n ip u la tio n s o f th e p a st 73 y e a r s, s in c e th e issu a n ce o f le g a l-ten d er d o lla r s
c ea sed an d w e r e su ccee d e d b y th e n o w re p u d ia te d g o ld sta n d a rd sy stem o f
c lo s e ly c o n tro lle d , p ir a tic a lly e x p lo ite d , m o n ey -tok en se c u r itie s an d m easu res
m o n o p o lize d b y a fe w m a ste r d ic t a t o r s o f m en, th e ir a ss o cia te s, a n d
ben eficiaries.
M on e y sh o u ld h a v e n o in te r e s t o r b o n d a g e v alu e, b u t t o b e d isb u rsed o n ly in
p a y m e n t f o r w e a lth v a lu e s a s c re a te d o r tra n sfe r r e d .
M o n e y sh o u ld b e lo a n e d to g o v e rn m e n ta l su b d iv isio n s a t co st, a p p ro x im a tin g
o n e th ir tie th o f 1 p e rce n t, w it h a se rv ice , c o lle ctio n , o r r e d em p tion c h a rg e a d d e d
in lieu o f in te re st, p e n a lty , o r trib u te ch arg es.
M on e y sh o u ld b e lo a n e d t o q u a si-p u b lic c o rp o r a tio n s a t 1 p e rc e n t o r le ss f o r
w e a lth -cr e a tin g , p ro d u c tiv e p u rp o se s to h e lp r e d u ce th e co st o f a h ig h sta n d a rd
o f liv in g , t o h e lp re d u ce th e c o s t " o f lib e r ty and th e p u rsu it o f h a p p in e s s /'
M on e y sh o u ld b e lo a n e d t o a il re a l-e sta te o w n e rs a t 1 p ercen t o r less.
P a y m e n t o f th e s o ld ie r ce rtiR ca te s (b o n u s ) sh ou ld b e m a d e a t on ce.
P ro p e r b a n k in g le g is la tio n c o n te m p la te s a red eem a b le, n on in R a tion a ry c u r 
re n cy , issu ed to a ll the p u b lic on th e ir n e g o tia b le assets. M on ey is to b e issu ed
a n d loa n e d in th e sa m e m a n n e r the G o v e rn m e n t n o w issu es an d len d s m on ey to
th e F e d e r a l R e s e r v e ba n k s, a t co st, s a id c o s t b e in g fr o m 30 cen ts to 4 0 c en ts f o r
a th ou sa n d d o lla r s.
P riv a te , m o n o p o lize d c o n t r o l an d o w n e rsh ip o f to o ls, o f m on ey -tok en an d
o t h e r to o ls, h a s b e co m e a b a sis o f en sla v em en t.
A u t o c r a c y in in d u s tr y c a n n o t e x is t a lo n g s id e d e m o c r a c y in g ov ern m en t.
T h e e x iste n ce o f lu x u r y in th e p re se n ce o f p o v e r ty a n d d estitu tio n is c o n tr a r y
t o g o o d m o ra ls an d so u n d p u b lic p o licy .
T h e p re s e n t d e p re ssio n is o n e th a t p re v e n ts th e e x iste n c e o f a b u n d a n ce to
e n fo r c e th e p o v e r ty o f s c a r c ity .
A sm all g r o u p o f m en h a v e v a st, o v e r w h e lm in g w e a lth w h ile thq rest o f m a n 
k in d h a v e v ast, o v e r w h e lm in g d ebts, s u b ju g a tin g a n d u n b ea ra b le.
P r o p e r b a n k in g le g is la tio n m u st m itig a te , m in im iz e e x is tin g d ebts.
I t is c o n tr a r y to c o m m o n sen se t h a t m en sh o u ld be p a u p e rize d b eca u se th ey
p r o d u c e t o o m u ch o f t h e ir n e ce ssitie s a n d ev e n o f th e ir lu x u rie s.
S m a ll b a n d s o f o u r fo r b e a r s t o o k o v e r a v a st co n tin e n t o n th e b a sis th a t
u n sh a ck le d , fr e e m en w e r e e n d o w e d w ith eq u a l r ig h ts . T h e y b u ilt g r e a t in d u s
t r ie s w ith co n tin e n ta l n e tw o r k s o f tra n s p o r ta tio n an d an u n r iv a le d c a p a c ity to
p r o d u c e b e y o n d th e b o u n d s o f th e su p re m e st w a n ts o f m a n y s c o r e s o f m illio n s
o f th e ir fe llo w s . F r e e c itiz e n s n o w d e n y th a t a n y g ro u p o f m en h a v e the s lig h t
e s t ju s t ific a tio n to p r o s c r ib e th e in a lie n a b le r ig h ts o f 126,000,000 p e o p le a n d
t h e ir p o ste r ity .
O bsole te , im p o ss ib le -to -b e a r m o n e y c o n t r o ls c a n n o t b e r e v iv e d sy n th e tic a lly .
A d e ca d e n t sy ste m c a n n o t su rv iv e.
W it h r a d io 's fr e e d o m o f sp eech o u ts trip p in g th e p e tty R n a n cia l-en sla v in g
p ro p a g a n d a o f s p e c ia l in te re sts , th e ir p re s s an d th e ir lillip u tia n on e -tr a c k m en 
t a litie s , o u r n a tio n a l stre n g th u n ite d w ill in e v ita b ly b e a sserted to b lo c k o r
s u rm o u n t a n y fu r t h e r fin a n c ia l sh a c k lin g o f p ro d u c e r s t o r e s tr ic t p u r ch a sin g
p o w e r, c o n su m p tio n , a n d a n a b u n d a n t life . A n e w d e a l th a t a c tu a lly g ets som e
w h e r e b y a b o lis h in g e c o n o m ic s la v e r y o r in s e cu rity c a n n o t b e d en ied .
A n a tio n a l m o n e ta r y s y ste m o w n e d a n d o p e ra te d b y 4 8 S ta tes Is in e v ita b le .
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America's wealth was bequeathed to all its citizens. Not merely to a small
group o f money-manipulating monopolists, controlling, unconstitutionally, the
power " to coin money, regulate the value thereof."
Unbearable high-interest debts have nearly all been accumulated since the
days of McKinley and Teddy Roosevelt. They account for the pauperization of
a preponderant percentage of distressed citizens with " 80 percent o f our
population on the border line of poverty ", says Senator Borah.
Mark Hanna's gold-bug victory started our present topheavy debt-money
inRation. In 1897 the total debt structure o f our then existing 82 industrial
combinations is reported at only $1,000,000,000. In the next 4 years a dozen
more combines added 250 percent additional debt inRation, including Morgan's
United States Steel.
In the 7 years ending 1929 new " securities ", corporate and foreign bonds,
were Roated to the extent o f nearly $50,000,000,000, according to the Commerce
Yearbook 1929. These 7 years produced nearly 50 times as much corporate
debt-money ipRation as the total outstanding corporate debt structure in 1897.
W all Street's Rnancing o f the Great W ar by manipulation and inRation
through the privately owned and operated Federal Reserve added scores o f thou
sands of millions (scores o f billions) to our debt-money burden.
While foreign nations have mostly repudiated their debts o f all kinds our
nationals continue to hobble along with impossible-to-pay debts and our burden
continues to increase through mistaken policies.
Private monopoly ownership of money-issuing privileges, o f debt-imposing
tools and instrumentalities o f industry, trade, and commerce are the basis o f
enslavement of the people o f the United States.
Monopoly and luxury Rourishing in the face o f poverty and destitution of
an overwhelming majority belie our independence and Constitution and disrupt
the general welfare.
Natural drought and famine can be tolerated. Man-made depressions, scarc
ity and poverty because of money stringency are intolerable.
To establish an equitable, well balanced growth and development of the
whole of the United States, all State, municipal, and local taxes should be
progressively taken under control of the National Government. Money needed
to carry on State, municipal, and local activities should be apportioned out of
the income of the United States so as to give every part o f the country pros
perity under State supervision.
Mr. Chairman, most of our countrymen are in shackles and chains. Eco
nomically they are enslaved. Enslavement is eternally wrong and cannot last.
Chains and shackles that bind the limbs o f productive labor— farmers, cleri
cal workers, wage earners—must be broken.
Economic slaves must be freed.
Liberty dwells only wher^ men are free. What crimes have been committed
in the name o f liberty!
"T h e general welfare, Inalienable (equal) rights, justice, domestic tran
quility, the pursuit o f happiness," are all denied to the tens o f millions o f
economically disfranchised, dispossessed, economic slaves throughout our 48
States today.
Idle men become economically disfranchised citizens and serfs. Boys with
out marbles or sports lose their mutuality, their cooperating activities, and
languish just as men without money income must also languish.
Congress must provide money circulation. There is no equal alternative.
Congress is now obligated to adopt an honest money system by beginning
to assume its sacred constitutional power " t o coin money, regulate the value
thereof ", so as to put everybody on a work basis or a security basis.
A few billion dollars o f actual gold or other cash cannot by any possibility
be stretched to pay 250 billions o f existing Rebts. In his inaugural address
President Roosevelt promised to drive from the temples the " money changers "
who have piled up our enormous, unbearable debts through their private control
o f money-issuing privileges.
Railroads, cities, corporations, and farmers have been favored with legisla
tion by Congress to repudiate impossible-to-pay debts. Hundreds o f thousands
o f farm and home owners have lost their homes through foreclosure o f imposslble-to-pay debts. Nearly a mHlion other home owners have been saved
from foreclosures by recent legislation. Fifty million povertyized citizens must
have the help and humanity offered by the Lundeen bill.
Many millions o f families, workers, anti producers o f wealth have been im
poverished through no fault o f their own
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Far 73 years Congress has allowed private brokers and bankers to control
the circulation and issuance o f money, an abrogated constitutional power.
For 73 years, since legal-tender dollars were demonetized and discontinued,
Congress has allowed the British-Rothschild gold monopolists to gold-brick the
American people in alliance with W all Street's money masters and money
conspiracies. They have gouged the Government with high interest charges
for letting the Government use its own money. They have printed or ordered
money printed by the Government's own printing presses. They have paid
from 29 cents to 40 cents for each $1,000 o f this printed money we now use as
dollar bills for pocket use. They have had the exclusive right to deal in this
money. They buy it cheap as the cost o f paper, ink, and printing costs. They
sell it dear (exchange it) for Government bonds, paying the bankers interest in
the hundreds o f millions o f dollars annually.
For generations the Wall Street-British-Rothschild allied gold monopoly bank
ers have collected billions of dollars tribute from all our citizens for the bankers'
unconstitutional, exclusive power to issue or deal in money. They still continue
to get all the Government printed money they want, printed at their direction,
at cost o f printing, for their exclusive use, for them to lend back to the Gov
ernment or to hire out to the public and corporations at their price and proRt.
For the past 73 years all money deals and all debts have been based on a
minimum supply of monopoly-controlled gold and a multiplying supply of debts.
Due to the control of gold by a few money jugglers the American people have
been put through the wringer and drained of their wealth periodically in
nearly a dozen deliberately managed panics, depressions, and Wall Street stock
market squeezes, gold corners, etc.
" Gold ", said the famous Senator John J. Ingalls, " is the money o f monarchs,
and was in open alliance with our enemies in the Civil W ar."
To resume a march o f orderly progress America must Quickly emerge from
the economic fog o f past generations so as to escape the enthralling disorders
o f a medieval age o f financial imbecilities. Imbecilities grown up and copied
from those who Rrst inaugurated, governmental^, a private bank o f issue
when James I was dethroned in the seventeenth century by the organizers o f
a banking system o f human subjugation, 1694. This system developed our present
age of debt slavery and exploitation under the domination o f international
gold-money monopolists who saddled upon America the money-governing, economic-control policies o f English bankers.
Nothing less than a complete reshaping o f banking and Rnance measures,
which govern all welfare and economic measures, under a proper conception of
equitable wealth o f money, its functions, purposes, and reasonable relations
to " the general welfare " o f all the people living in a democracy, can secure
"inalienable (equal) righ ts" and "t h e blessings o f liberty."
Many coercive palliatives that attempt to correct and minimize the multi
tudinous wrongs of the past by frivolously setting aside nature's economic
and deeply rooted, solidly established laws and principles of proven wdrth,
antimonopoly and other vital law structures, have little or no constructive
values. They merely undertake to regulate existing wrongs instead o f remov
ing their causes. Yet, almost unavoidably our Government has been impelled
to enter into a plethora o f experiments to counteract the resultant evils that
have so completely disrupted our society o f 126,000,000 Americans under
bankers' control o f Congress' constitutional power over money for generations.
Our troubles are fundamental. They are identical with and an outgrowth
o f the heresies and fallacies inherent in a corruptive system o f banking saddled
upon the United States in February 1802-03, 25 years after Andrew Jackson
had eliminated banker v ip ers" from national control o f Congress' constitu
tional pow er over money.
All banking atrocities comprehended herein deal with the immediate present
in which the Seventy-fourth Congress aims to reverse and replace the payablein-gold banking rackets o f the past seventy-odd years.
Our United States currency i^ a strange jumble o f various kinds o f money,
relics of political contingencies and necessities, but tied together and inter
changeable by reason o f the law that gives them all equal lawful money value.
In a report o f New York City bankers, in February, to the New York
Chamber o f Commerce, containing replies to questions by Senator Fletcher,
chairman o f the Committee on Banking and Currency, these tw o admissions
are fou n d :
" W e have at the present time neither a currency system nor a banking
system. By reason o f the emergency legislation passed since March 1933,

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

BANKING ACT OF 1 9 3 5

807

our former currency system has been discarded and in its place there has
been substituted a currency dictatorship, which, no matter how well suited to
meet the requirements of an emergency, cannot in any sense be described as a
system adequate to meet the needs o f moderate economic life.
" In the same way, it is necessary to point out that our present banking
system is not a system but a hybrid hotchpotch o f relics o f various old
systems upon which has been superimposed an emergency structure."
Upon such foundations have the monopoly bankers, internationally tied to
gether, built tbeir tinsel temples of synthetic money, their pyramided proRts
from debt-enslaving structures, and their gargantuan towers o f bizarre holdingcompany add other monopoly controls.
Debt, interest-bearing obligations of all money-token instruments outstand
ing throughout the United States, I again state, exceed $250,000,000,000. To
save our civilization, to begin to give the people of these United States the
independence, liberty, equal rights, and pursuit o f happiness which our for
bears fought to gain and were denied, our Government must reverse its
monetary policies as pursued for generations and as devoted continuousiy to
creating debt-bearing, interest-absorbing, unearned-increment, wealth-confis
cating measures controlled by private usurpers of the constitutional, exclusive
Congress power " to coin money, regulate the value thereof "
Unless our debt-shackling policies of the past are entirely reversed and new
policies pursued to finance all anxious workers to create wealth to be diffused
among the workers and all citizens, then other nations, especially Japan, will
supply the raw and finished products of commerce that we deliberately forego
by destroying produced wealth in food and material crops. W e not only create
scarcity, poverty, high prices, and impossible debts among our own people
through a private monopoly control of m oney; we also deliberately remove our
surplus products from the world markets to favor competing nations and
minimize the usefulness o f our merchant marine.
Naval equality, destroyed 12 years ago, is now being restored. Merchantmarine equality must also be built up. But if we progressively impoverish and
pauperize our own citizens and also destroy international trade, we are hope
lessly lost.
Our civilization tends to fall apart, due to generations of misconceived mone
tary policies.
Denying inherent, fundamental independence and constitutional rights, pursu
ing any policy to further encumber with debt and with inescapable poverty
most of our citizens by refusing to increase and exchange our national wealth,
inevitably continue to pyramid disaster and chaos. To break the Gordian
knot debt-free money must circulate freely. A plentiful supply of money must
employ men who must have work. They must have tools and materials with
regular, decent, or substantial income. To increase more interest-bearing
bonded indebtedness means more misery and more ultimate poverty. Debthobb!ed money restricts work and prevents prosperity.
Legal tender constitutional dollars are the one form o f all our various kinds
o f money that most completely comply with the purposes and intent o f the
Constitution. Legal tender greenback dollars are the one kind of money that is
our most democratic and least barbarous form o f money, and which has been
most tenacious o f life in spite o f many Rerce and demagogic assaults. These
constitutional dollars Rrst appeared as Civil W ar greenbacks, known as "Abra
ham Lincoln money." This money has not been encumbered by bonded debts or
tributes to bankers who have dictated control o f all our other money issues,
money tokens, bonds, etc. It has survived aU artiRcial changes and modiRcations o f monetary laws.
The constitutional dollars issued for early Civil W ar needs to save opr
Union alone symbolize the independence, liberty, economic freedom, equal
rights. They are free-born non-tribute-paying legal-tender dollars. Not being
conceived in iniquity, they are free from debt charges of annual interest-bear
ing bonds. These unfettered symbols of liberty have been the constant dread
o f money changers and have aroused a fury of lustful antagonism among
monopoly bankers who consider them mongrel money. Although unorthodox,
they are more respectable than any other dollars among the brats of blueblooded parentage, whether gilded in gold or silver, or based on bond-bedecked
trappings.
Non-debt, non-gold dollars meant freedom from monopoly controls. They
meant freedom from foreign entangling alliances and the autocratic domina
tion o f domestic Rnancial despots. They meant strength and power diffused
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among the many, free from t r y a p n y or domination o f the few. They meant
a wide-spread growth of true democracy under a truly democratic money
system.
Non-debt legal-tender greenback dollars of the Constitution were set aside
by the monopoly bankers. They were entirely, utterly opposed by the cupidity
and rulership of the well-born, of those demanding special privileges for the
few. They meant the negation and doom of domination by triumphant, ir
responsible autocrats and economic oligarchs.
Non-debt dollars were dangerous to the money shavers and money changers;
to those who idly live on the toil of others; to those who exact tribute, and
who shackle and fetter humanity with bondage balls and chains; to those who
neither sew nor spin, who never faced fire, never risked their necks, never
yielded their lazy luxuries, never gave up their soft and sheltered security of
life and limb, or the usurped security of their claimed sacred, bond-bloated
wealth—cunning, scheming, crafty racketeers.
Men born free should not be chained to bondholders. Bondage bonds should
not be forced by government. Free jpen and their free institutions should not
yield to autocrats of any kind, foreign or domestic. Freedom cannot Sourish
when bound to bondage. Free-born men cannot attain freedom when chained
to any form of consecrated economic wealth or autocracy, or to any system
based on the divine right of kings or their kind.
Men cannot live in liberty outside the pale o f poverty when burdened with
the bonds of money masters. Pursuit of life, liberty, and happiness becomes
impossible under the whiplash of economic tyrants. Instead, failure, despair,
death addle their alternate tunes.
Debt-free legal-tender money is dangerous to socialism. To socialism such
as President Roosevelt fears may develop to counteract the socialism he spoke
o f in March as already developed by private, preferred business monopolists
preempting exclusive privileges. Debt-free dollars are as dangerous to Fascism
and Communism as they are to monopoly, to autocracy, and socialism.
The supreme menace of legal-tender, nondebt dollars is implied in the modest
measure of social justice they can render to more than 10 million economically
disfranchised unemployed and their 30-odd million dependents, to 4 million
World W ar heroes with over 10 million dependents, and to 2 million super
annuated .old folks needing pensions.
Too much democracy may be wrapped up with and would spread through use
o f debt-free dollars. They would result in independence, equal rights, the
establishment of justice, an equal voice in government, equal privileges, and
abolition of most restrictive economic iniluences that cause crimes.
The rights of man are paramount. All men are superior to a small controlling
class of tax-exempt bondholders or tax-dodging banketeers and financiers. Taxfree dollars will necessarily spread wealth to " promote the general welfare '*
by tapping our unlimited reservoirs o f national riches belonging to all our citi
zens, high and low, haughty and humble, wealthy and few, smart and dumb.
There will then be money enough for all who can honestly earn it, meted out
with even-handed justice when Congress coins legal-tender dollars to comply
with the Constitution, and regulates the value thereof.
Since our Constitution was adopted the most important legislation in Rve
generations abrogated the use of gold as money. The Supreme Court afBrmed
this vital overthrow o f a wrongly built-up money system. The pending insti
tution of a valid constitutional money system affects the fundamental concept
of our society as a free people entitled to self-government rather than a subject
people controlled by a few money masters. It contains the most vital principle
ever involved in any legislation— control of the power over money, social
justice, and economic liberty.
Discarding the use o f gold as having a fixed, intrinsic property value, and its
barbarous power as an enslaving, subjugating measure of wealth accelerating
the decline and threatening as it did the extinguishment o f our 300 years o f
American civilization, now makes possible the rehabilitation and restoration o f
the independence and general welfare o f 50 to 100 million o f our citizens.
The reafBrmed money power of Congress is a mandate for a new (money)
Bill o f Rights to promptly institute a safe and sane currency system to replace
the untenable system that has chained and shackled humanity by piling up
hundreds of billions of debt-bearing burdens surreptitiously according to authen
ticated, acknowledged records.
The legal tender constitutional dollars o f Civil W ar days, the nondebt dollars,
became sidetracked. They were followed by " payable in gold " bonds (interest
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and principal), the gold being controlled and monopolized by International*
Wall Street bankers. As a result our total debts have reached a collapsible
condition. They have become an insuperable and almost Insurmountable burden
upon our Civilization in competition with Japan and other nations, especially
those that repudiated their internal and external debts.
Blundering oh and off the vicious, illusive, enslaving; tyrannous gold system
o f inoney control, as England has done, is unworthy o f a great democracy that
assumed 160 years ago to cast asunder from the British system o f financial gold
control and domination— a domination that has clutched America's throat and
dictated our destiny most o f the time since 1776. England's monarchical, im^
perialiatic problems and policies are no criterion or model for the United States,
especially the falsely built-up gold-controlled, consols debts dictated by the
bosses o f the privately owned Bank of England, based on economic imperialism.
'* Reconstruction and control o f finances in both countries is most essential",
said Lloyd George recently. Here they transcend any attempt o f emergency
experiments to further tax and hobble employment with makeshift insurance
measures, and through new swarms o f bureaucratic leaches, before there is a
solid approach o f national stability in employment.
'^America is prodigiously wealthy. Its riches are to (should) be utilized to
ensure a higher standard o f life and greater security for its workers ", says
Lloyd George. But only by assuring work for all idle willing workers through
operation o f a constitutional money system legally directed by Congress, not
by crippling production or export power or purchasing power under direction
o f hordes o f bureaucrats to further muddle our present almost insoluble dis
tress. But by nation-wide employment and generous circulation o f debt-free
money in reach o f all workers.
The Treasury Department, in March 1935, ended the 72-year-old racket o f
money-issuing privileges by national banks, coining their own imprinted cur
rency upon hundreds o f millions o f legaMender greenbacks, printing-press paper
money. The absurdity o f this racket was indefensible.
A sovereign government's supreme constitutional power to issue money, to
make its legislation effective by directing control o f its national wealth and eco
nomic destiny was surrendered during the Civil W ar period, to the guidance
and control o f international bankers through their development o f privately
monopolized and usurped privileges to issue money, to inRate money, to deflate
Money, or the equivalent money tokens and money substitutes.

America's Ablest authorities have all sensed the dangers to our Republic by
a denial or repudiation of democracy in monetary matters. Abe Lincoln fore
saw '* a crisis * * * the money power * * *
prolong its reign
* * * until the wealth is aggregated in a few hands, and the Republic is
destroyed.*' Lawyer Salmon P. Chase, made Treasury Secretary and influ
enced through his New York banker friends, confessed " the national banking
act was the mistake o f my life * * * has built up a monopoly * * *
should be repealed * * * the people will be arrayed on one side and the
banks on the other in a contest such as we have never seen in this country.**

Thomas Jefferson condemned " government subserviency to private interests "
and warned, 75 years ahead of Lincoln's warning, similarly, "allow private
banks to control the issue of their currency Rrst by inflation and then by defla
tion, the banks and corporations that will grow up around them will deprive
the people of all property until their children will wake up homeless on the
continent their father conquered." Henry d a y opposed any concentrated
power over the "purse and the sword." He opposed the "anti-American,
* * * British institution " of banking. Webster decried " allowing a banking corporation to issue a substitute for money as one of the greatest political
evils, * * * a contrivance for cheating + * * mankind/' Senator
Randolph of Virginia, said, " Charter a bank * * * learn its power,
* * * Rnd, if you can, means to bell the cat. It will * * * laugh at
your laws."
"O f all aristocracies, none inore completely enslave a people than that o f
RMmey; no system was ever better devised * * * they (banks) form a
precarious standard by which all the property o f the country—homes, lands,
debts, and credits—are valued, * * * prescribing every man who dares to
expose their unlawful practices " declared a New York legislative committee
*n 1818.
Said William Pitt: "L et the American people go into their debt-funding
schemes and hazardous banking systems, and from that hour their boasted
independence will be a mere phantom." "National debts paying interest are
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simply the purchase by the rich o f the power to tax the p oor", said John
Raskin.
James Madison's framed message George Washington intended using to veto
the British-patterned, debt-funding, private money-issuing bank charter which
Alexander Hamilton unconstitutionally sought for participating Members o f
Congress and his New York banker friends, was set aside under influences o f
the privileged few. Hamilton, with Isaac Roosevelt and 10 others, had set up a
similar, State-chartered " w ild-cat" bank in New York City, 1784.
Andrew Jackson termed bankers " vipers " and " swore by the eternals " he
would hang Nick Biddle " a s high as Hainan." Honest John Tyler vetoed a
proposed reincarnation of the British-Rothschild banking scheme ninety-odd

years ano.

The British-Rothschild allied gold monopoly bankers o f Wall and State
Streets brought to bear the influence in the rich man's Senate, ay elected then by
State legislatures, to completely emasculate the legal-tender values of the law
so overwhelmingly passed by the House o f Representatives February 6, 1862.
Senate amendments, forced upon the House in conference under urgency and
pressure o f war necessities, nullified the constitutional value o f legal-tender
money as not receivable " for interest on bonds and notes, which shall be paid in
coin " ; also authorized the Treasury Secretary to sell United States bonds " at
the market value thereof, for coin or Treasury notes " (outstanding 7.3 percent
notes convertible from existing 20-year 6-percent bonds) ; also provided that
coin interest payments on the debt o f the United States and coin fo r a sinking
fund should be accumulated from "duties on imported goods and proceeds o f
the sale o f public bonds." Exempting this legal-tender money as not payable
for " duties on imports, and interest on the public d eb t" was a powerful weapon
to the gold monopolists. Importers had to bid high for metal money.
The Rothschilds and their New York-British banker allies actually controlled
nearly every dollar of gold in the United States. They kept it scarce and
manipulated gold in the "g o ld room " adjoining the N ew Tork Stock E^change
to charge enormous premiums for {compliance with the specie gold payments the
gold monopolists had dictated.
Government bonds and notes were sacrificed as low as 50 cents on the dollar;
legal-tender dollars as low as 35 cents, all to the extent o f many hundreds o f
millions o f dollars.
Gold monopolists collected tremendous tribute on every Government financial
requirement for war purposes. The Army and Navy soldiers and sailors who
suffered, bled, or died to win the war, and other creditors, all received depre
ciated money in disfranchised paper dollars while the "w ild c a t banker gold
inflationists " took their toll on nearly every dollar that circulated. They d ie
tated ruthlessly to and traded on the necessities o f a Rnancially dominated Gov*
eminent. They piled up inconceivable blood-money fortunes in all finance and
Wall Street manipulations. And laid Impregnable foundations to establish and
develop their claims to, and their conquest of, the national wealth and the
economic control o f these United States.
Customs import duties of $910,000,000 in 4 years o f war were levied upon; by
the gold monopolists to yield stupendous tribute to enable the Government to
collect the juggled gold needed to meet dictated payments continuously required
by and to the same gold-juggling monopolists.
The first issue o f limited legal-tender money authorized $150,000,000 in notes
on the credit of the United States February 25, 1862. Acts o f July 1862, March
1863, and June 18^4 authorized added issues o f $450,000,000. There are still
outstanding $346,000,000 o f these notes. Some o f the original notes were made
payable with interest at 5 percent. It is calculated the Civil War legal tender
greenbacks which became a noninterest, nondebt bearing circulation has saved
the,Government 12^thousand million dpHars o f accumulated charges (12 bil
lions), figured bn a 5-percent basis.
In the 2 years, 1365 and 1866, the Government put out new and refunded
obligations o f $1,^00,000^000. Total interest payments, not compounded, on
those 3 years o% war Hnancing havp amounted to more than the existing outr
standing public debt. Yet those 2 years o f war financing and refunding are less
than ^talf o f pur current pnnual financing. With the use o f constitutional legal*
tender dollars} there yvpuld be no existingpubHc debt*
The gold-monopoly money powers dictated the act o f Congress July 14, 187&
refunding the public debt so as to make its paympnt in metal money beyand
qtMBtion.
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James G. Blaine's Twenty Years o f Congress, page 606, quotes John J. Ingalls:
" Gold is the money o f monarchs, and was in open alliance with our enemies in
the Civil W ar."
In President Grant's inaugural address, 1869, he alluded to " the sacredness
o f the public faith ", and " let it be understood that no repudiator of one farth
ing of our public debt will be trusted in place."
Hon. WiUiam Mungen, of Ohio, made a powerful presentation o f Civil War
Rnancing in the House of Representatives, 1869. He detailed how the Govern
ment was being bled on a double usury basis and echoed repudiation.
In 10 yea r^, time the Rothschitd-American allied gold monopolisms had made
a proRt above 1,500 million dollars upon the outlay o f juggling of ony 500 mil
lions o f jointly manipulated bank bookkeeping credits and a minimum o f gold.
At 50 cents on the dollar in actual gold they bought 1,000 million o f Govern
ment obligations with an initial proRt of 500 million dollars. Compounded inter
est, 7 percent or more, on the full face value quickly exceeded 1,000 millions.
From a single 500 millions of bank credits and gold combined over a score of
thousands of millions (over 20 billions) o f tribute have since been drained
from the people o f the United States, allowing 15 years for each doubling o f
the Rrst 1,500 millions of proRt.
Since a subservient Congress yielded to the gold-monopoly dictators 73 years
ago there has been a succession of laws consistently and progressively favoring
and granting special privileges to private banking interests, until at last the
country is completely under control of a powerful money group, who levy
annually an enormous tribute upon industry for the privilege of doing business.
Operating unconstitutionally for 73 years under the aegis and auspices o f
Government agencies.
Those controlling money and Rnance have controlled our country. They are
our present-day masters. The interests o f the public have been persistently
disregarded, until at last we Rnd ourselves in our present almost inextricable
economic predicament. As Lincoln and others had forecast, " wealth is aggre
gated in a few hands " ; people are enslaved econom ically; inRation and deRation
have despoiled society; foreclosed millions have lost their homes; independence
is " a phantom " for most citizens.
Because our money masters so completely overplayed their game as to crash
the economic stability or povertyize a iargi^ majority o f all our citizens, many
expressions are heard, " they have dug their own grave."
President Roosevelt had no choice but to abandon the gold-monopoly system
of money.
The Supreme Court has sustained the debunking o f the " intrinsic v alu e"
theory o f gold, because gold is merely a commodity. So is any other money
substance. The Court recognizes only legal-tender constitutional dollars issued
under the supreme, sovereign power o f Congress, irrestrictible and illimitable.
Gold money (clauses— any rigid monetary measures) " cannot fetter the consti
tutional authority of the Congress." They vitiate Congress' power, "interfere
with * * * the power granted to the Congress" (m ajority, pp. 15, 21).
The Court upheld and confirmed the findings of the Seventy-third Congress,
which declared " no currency system, whether based upon gold or upon any
other foundation " (upon bondage debts or other irrational conceptions), cannot
interfere with a Congress' policy or " render ineffective the power o f the Gov
ernment to create a currency and determine the value th ereof" (referred to
p. 18, majority opinion).
When the guns o f the Southern Confederacy began firing on Fort Sumter and
the cohorts o f secession inRamed the South to arms, immediately gold and silver
ceased to circulate. Like two cowards, they hid away in secret vaults or Red
from the country, as was the case in aU wars in recent centpries.
International bankers, as always, dictated the price o f gold and lashed the
necessitous government most unmercifully. Men there were in plenty, eager
patriots in thousands, tens o f thousands, hundreds o f thousands, that answered
Lincoln's calls to yield their happy homes, their fortunes, their lives to prevent
dissolution o f their Government. B u t money and capital, left by Government in
control o f private banker manipulators^ wa^e^, delayed, refused to serve except
for dictated profits; proRts, proRts in the "h o ly name o f gain." Delay helped
the enemy organize, recruit, drilL Also business alliances were developed with
British-Rothschild gold-monopoly agents and promoters o f war, lust, greed, to
harass shipping, and for other Rnancing.
T o replenish a depleted Treasury, to stimulate action, constitutional " green
back " dollars were issued without regard to gold-monopoly traditions and with
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no promise of gold or silver redemption. They were issued as full legal tender
for the payment of all Government obligations and private debts within the
jurisdiction of the United States.
America's Money Tragedy, by former Senator Henry C. Hansbrough, relates
most dramatically the opening Civil W ar monetary crisis. With permission
from B. G. Lahore, publisher, we submit 2 pages of Mr. Hansbrough's story:
'* In 1861 the United States became the mecca of the international banking
group * * * with a view to be sure o f the usual war-time harvest. In the
reaim of high finance, blood and boodle are synonymous, interchangeable on a
* * * usury basis.
" John Hazard, o f London, representing the Rothschilds, became active to
involve America in the European banking system—for fabulous promts to foreign
capitalists.
" In behalf of the big bankers o f Europe, Mr. Hazard seductively framed a
secret circular that shocked the American conscience, * * * for in the Rnat
analysis it spelled a voluntary contribution to the usurer who skins the borrower,
and the sheriff: who knocks him down on the auction block. Addressing the
international bankers of this country in 1862, Mr. Hazard wrote:
'"S la v e ry is likely to be abolished by the war power, and ehattel slavery
destroyed. This I and my friends are in favor of, for slavery is but the
owning of labor, and carries with it the care o f the laborer; while the Euro
pean plan, led on by England, is capital's control o f labor by controlling
wages. This can be done by controlling the money. * * * W e are now
waiting to get the Secretary o f the Treasury [United States] to make this
recommendation to Congress.'
" FiasT UsuBEB (laying a sheet of blue boolscap in front o f the Secretary and
indicating with his thick Snger). A memoranda contract, sir. You are to
sign on the dotted line.
" Out o f sad but understanding eyes the Secretary looks hopelessly at another
o f the conspirators.
" SECOND USURER. Sign !
" THIRD UsuREm. Sign ! W hy hesitate? The country is at war.
" FoUBTH U suR ER . S ign ! It is the the law, be sure o f that.
" The Secretary signs, but with mental reservations. Rises, and with a sigh
throws himself on a lounge, covering his face with his hands.
" The man was righ t; it was according to the law, but recently enacted— on
July 17, 1861, to be exact—said at that time to be one o f the blackest pages in
the history o f America. Other Secretaries perhaps, and at least three Presi
dents, because o f the exigencies o f war, have put their signature to corrupting
measures: Lincoln to this gold-purchase bill, McKinley to the Philippine En
abling Act, under pressure by the sugar interests, and Wilson, if not his signa
ture, found it necessary to give consent to not a few outrageous war contracts.
"T h e historian having the hardihood to question the actual cause of the
Civil War w*ou!d have been guilty o f treasonable utterance toward society's
golden god. SufSce it to say that slavery was only the capsule. Within the
glutinous shell were the almighty dollar and the usurer's substitute for the
money o f the Constitution. Mr. Jefferson would have freed his own slaves rather
than embroil his country in bloody strife, while Mr. Lincoln incurred the bitter
opposition of the Northern politicians because, man o f justice and equity that he
was, he proposed to buy the slaves' liberty and assess the cost upon those who
professed their love for the black man.
" So that in the midst o f w ar predicated upon a background o f greed, Secre
tary Chase, the conspirators having sneaked off, made his way to the White
House. Said he to the President: ' I have agreed to borrow $250/)00,000 gold
and to issue coupon bonds, or registered bonds, o r Treasury notes, as I ^ may
deem advisable" (the insinuating letter o f the law ).
"T h e PRESIDENT. At your option, I understand?
" T h e SECRETARY. At my option; yes.
" The PRESIDENT. I have complete faith in your judgment.
" T h e SECRETARY. But they are a pack o f scoundrels, and in all likelihood
will again have their way with Congress."
"And so it came to pass. For on August 5, 1861, a supplementary act was
put through the legislative hopper directing the administration to issue 6percent 20-year bonds exchangeable for Treasury notes, bearing 7A percent
interest. From this vantage point the money power was enabled to mabipalate
the public finances at will. All potent, also conscienceless, it moved corruptly
Rrom one stage to another throughout the war.
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" It debased or overvalued money and securities as suited its purpose; it
discredited the greenbacks, bought them up at less than half their face value, and
exchanged them at par for gold bonds; it cornered more of the world's g old ; it
demonitized silver; it established the gold standard and national banks of
issue." (Insurmountable mountains of debt are the result of private bankers'
gold-monopoly and money-issuing controls of money. For nearly 25 years after
Andrew Jackson abolished private-bank frauds, the United States was not
only free of debt but distributed surplus money among some States. Private
debts were negligible.)
" It was in the Senate that the legal tender act received its quietus; not
alone the act itself but the constitutional money o f the people as well, for
it was here that the public debt was made payable not in the dollar of the
Constitution but in coin, the Rrst godchild of plutocracy." This contention is
sustained by the Supreme Court's recent decision.
The Lower House of Congress, February 6, 1862, passed the law which
created for the Rrst time a scientiRc money, by a vote of 93 to 59. Eight days
later the legal tender act passed the Senate, greatly altered by amendments,
that completely changed the course of America's economic history to result in
our present jam by diverting the power of the purse into the control of the
gold-monopoly bankers o f Europe. Thaddeus Stevens, the grand " Old Com
moner ", is described by Congressman Judge Kelly as returning to the House
with hat in hand and cane on arm after the Anal conference, shedding bitter
tears over the result: " Y e s ", said he, " we had to y ield ; the Senate was
stubborn. We did not yield until we found that the country must be lost or
the banks gratified, and we have sought to save the country in spite of the
cupidity of its wealthier citizens."
To comply with its constitutional obligations, to accede to its conventional,
bounden duty by accepting the Supreme Court's mandate o f February 18, 1935,
the Seventy-fourth Congress undoubtedly will initiate far-reaching measures o f
financial reform consistent with, and mandatory to, a truly democratic form
o f government. To halt encroaching communistic conceptions of government
is one o f many important reasons. Also to comprehend President Roosevelt's
attitude that " destruction of private socialism is utterly essential to avoid
governmental socialism ", expressed March 12.
Should it dare to act, Congress undoubtedly has the genius to devise a simple,
noncommodity, non-interest-bearing, value-determining legal-tender medium o f
exchange that will enable the public everywhere to exchange goods for goods,
raw materials for Rnished products, mental services for physical toil, and all
the vast products of human invention and energy for other products of human
endeavor and accomplishment in endless profusion— all by means o f such
legalized medium o f exchange issued in an adjusted volume so as to bring
about a balanced condition o f approximately unchanged average prices.
Such a consummation would allow progress and civilization to complete their
conquests over the materials and forces of nature. Then freedom, liberty,
peace, and prosperity could reign untrammeled among men.
Legal-tender money should not enslave humanity by entailing endless debtbearing bonds issued to and for other than Government agencies and redeem
able progressively by taxes. And issued solely for services that " promote the
general welfare ", produce wealth, and discharge debts.
Legal-tender money should be based on the energies, brains, labor, wealth,
resources, and constructive power of 126,000,000 citizens. It must be repre
sentative o f value with no commodity value within itself and with no preten
sions of being anything but sovereign Rat money. And it must be limited in
issue to the careful engineering-ascertained needs o f commerce and industry,
but issued in sufRcient amounts to meet all national requirements on a con
servative, safe, and sound valuation basis so as to secure the approving loyal
support o f all citizens in every class and walk o f life.
Hotchpotch blending palliatives would then be promptly displaced by modem
monetary reforms that must inevitably promote peace and prosperity under
intelligent, mutual understandings o f he!pfulness to enable humanity to discard
the dreams o f visionary high brow well-wishers o f mankind so as to actually
achieve the brotherhood of man by establishing the rights of man under the
supreme rule o f reason. The gaining o f these rights w ill automatically abolish
crimes and treasons against the social justice o f economic liberty.
Justice long delayed has been justice long denied.
Mankind must now emerge from the thralldom o f generations o f monetary
inhumanity, slavery, and injustice.
127297— 35-------52
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BANKING ACT OF 1935
TUESDAY, APR IL 3, 1935
I N THE HOUSE OF REPRESENTATIVES,
COMMITTEE ON BANKING AND CURRENCY,

A #.

The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. Gentlemen, we have Mr. Franklin W. Fort,
former Congressman from New Jersey. I am sure that the members
of the committee know him. He has come to discuss this bill. We
are glad to have you do so, Mr. Fort, and you may proceed in your
own way, without interruption, until such time as you desire to be
interrogated.
STATEMENT OF FRANKLIN W . FORT, FORMER REPRESENTATIVE
IN CONGRESS FROM NEW JERSEY, AND FORMER CHAIRMAN OF
THE FEDERAL HOME LOAN BANK BOARD

Mr. FoBT. Gentlemen, I have tried to analyze this bill from the
standpoint of a practical banker, which is one of my occupations.
As a banker, I have had some practical experience which may be
of some value to you. The bank of which I am president, for
instance, advertised, in 1932, our willingness to lend money; and if
necessary, to borrow it for the purpose of relending, and did borrow
to relend, right through the depression, and showed the borrowings
in our statement without detriment to our standing with our
depositors.
Then in December 1934, we reduced the rate of interest on all
types of loans, mortgages, collateral loans, and discounts so that no
loan pays over 5 percent, where the borrower has recognized his
honorable obligation during the depression even though unable to
ihake substantial payments. I mention these things because I shall
refer to the results of both of these policies later.
Mr. REILLY. What is the name oi your bank!
Mr. FoRT. The Lincoln National Bahk at Newark, N. J
There are 2 or 3 phases of this bill, gentlemen, on which I do want
to comment—^2 or 3 major phases, and some minor ones.
?
In the &rst place, my service on the Federal Home Loan Bahk
Board, of which I had the privilege o f being chairman at its incep
tion, substantially modiSed my views as to what constituted sound
moMgaget leading! ?
I have always believed, and still do believe that mortgages are
probably the Safest form of long-term investment of money. I have
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grave doubts, however, as to the wisdom of a straight mortgage
under any circumstances by any type of lender. Indeed, since the
depression, I am convinced that nothing but amortization mortgages
should be made by any lender, unless it is distinctly upon the
understanding that the mortgage is to be paid off in full at an early
maturity, if it is a straight mortgage,
Then I do not believe that liberal mortgage loans are in the interest
of either the borrower or the lender, There are few communities
in the United States today where the tax rate is as low as $3 on the
hundred.
Let us take the provision of this bill, and for the moment over
look the 75 percent provision that you may loan 60 percent of the
value of the property. A tax rate as low as $3 on the hundred
constitutes a fixed charge for the owner to meet of 5 percent on the
mortgage. Nowher$ can he get a mortgage at less than 5 percent
interest; and in many of the communities where the interest j#
rate is 12 percent.
Consequently, the minimum fixed charge between taxes and inter
est on 60 percent of the value of the mortgage is 10 percent on the
mortgage—5 percent on the mortgage for taxes and 5 percent for
interest; and in many of the communities where the interest is
higher and taxes are higher, it can run up practically to 20 percept
of the .mortgage without difEculty.
There is no property in the United States which can ptantf th#t?
6xed charge, unless it is a speculative proposition which is chiefly
unimproved real estate, and you are not dealing with that type bf
loan here.
Now, in the second place, the depression has shown, as I have said
before, absolutely, that there must be amortization of mortgages.
Your bill contemplates, in its 75-percent provisions, a maximum of
20 years for the amortization, which is 5 percent of the mortgage
as an annual amortization charge.
If you add that 5-percent amortization to the 5-percent tax mini
mum and 5-percent interest minimum—if you are going to lend 60
percent of the value of the property, you are putting 15 percent of
that mortgage, or 9 percent of the property value, as an annual
charge against the borrower before maintenance and upkeep charges,
and there are mighty few properties in the United States which can
stand that charge these days. I do not believe it is in the interest
of borrowers to encourage that type of lending.
We have recently had a survey m New Jersey by the building and
loan associations of the whole problem of mortgage lending, in which
they have recommended, in spite of their old policies, a limitation
on the amount of loans for building and loan associations to a maxi
mum of 60 percent, even on their method of amortization, which
allows a share in the profits back to the borrower.
Mr. FoRD. What is that method like; how long does it run!
Mr. FoRT. About 12 years, with a share of the profits back, in out
State, rather than the direct-reduction mortgage method, although
they have recommended changing to the direct-reduction method
rather than profit-shaping.
They have further recommended Mother requirement: Thbt the
owner must have a substantial equity. In other words, they have
looked ahead to the point of opposing Brst-mortgage loans where the
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owner has A substantial second mortgage, because the depression has
taught them convincingly that it is not in the interest of either the
borrower or lender to make too liberal mortgage loans and to cut
into the equity of the borrower too greatly.
Now,let us take the situation, if you start even with the 60-percentloan provision, a man can budget the 60-percent loan for its first year
or two; that is to say, he can Rgure that, at the end of a year, if he
holds his job and holds his health, he is going to be able to meet
the requirements of that mortgage for a year, or possibly he can see
2 years ahead, but that is the limit that he can possibly foresee.
Now, let us suppose that he loses his job, or is ill, or for any other
reason gets behind the first year. As I pointed out, the minimum
fixed charge for taxes and interest is 10 percent of the mortgage.
You have increased the mortgage in a little over 1 year of bad luck
from a 60-percent mortgage to a 70*percent mortgage; and at 70
percent a conservative lender must foreclose, because the auction^sale
value of real estate is Very rarely over 70 percent of its normal value.
Consequently, if you start at 60 percent, you are definitely letting
your borrower put his neck in the noose.
I think you should start at 50 percent, as the present law is. We
all know that banks have had trouble enough in this depression with
frozen loans on real estate. I think you should start at the 50-percent rate, but I would favor a provision that permitted the banks to
recast their loans upward as far as 60 percent, to save foreclosure.
That is to say, a man that starts at 50 percent may lose his job,
he may get in bad health, and the lender must foreclose, if he is
behind 1 year. I would like to see a provision that a bank might, at
the end of a year, turn in and lend him more money, or increase that
mortgage up to 60 percent, and then carry him, give him a chance to
come back, not foreclose on him, and not force additional costs on
him. But you cannot do this on top of a loan which starts on the
60-percent basis, because that makes your loan too high.
In other words, your lending limit ought never to be at a point
beyond which you cannot go in order to save foreclosure; but, if you
start at 60 percent, you are rendering foreclosure compulsory in
many ca$p§.
I want: to emphasize again that what I am urging is in the distinct
interest of the borrower, because the lender will still be paid if he
forecloses when the loan reaches the 70-percent stage; and the lender
must foreclose when it reaches the 70-percent stage, if he has any
conception ^ trusteeship to the depositors in his institution.
Now, so far as the lender's end of this thing is concerned, as I
said a moment ago, we have seen plenly of banks close in this de
pression through 50-percent mortgage loans; that is, supposed 50percent loans.
May I say in that connection that, of course, the valuation of teal
estate is the least accurate of the sciences, if it can be termed " a
science." You can take any committee in any bank and send them
out to appraise a parcel of property, and there is never a chance that
three men will agree on that value. They may compromise to reach
an agreement, but no one of the three, acting Alone, will put the
identical value on it the other two did.
Consequently, you should have in here, from the lender's angle,
protection against appraisal error, which is involved in a certain
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percentage of the loans. That is the chief consideration, I think,
from the standpoint of the lender. And this means you should
retain the 50-percent basis of the present law.
Now, about the length of mortgages—3 years is either too long or
too short. A man can see ahead a year, sometimes 2 years, with rea
sonable accuracy; but a loan made in 1929, maturing in 1932, was a
3-year loan. It could have been refinanced in 1930 or possibly in
1931. You could, if you had made it in 1929, have gotten new money
in 1930 or 1931, some way or other, possibly at a high premium, but
you could have refinanced it. Three years is a term that you can not
reasonable foresee. My own feeling is that a mortgage should be
made of only two types. A straight mortgage should not run over
2 years without renewal requirement, because that far ahead a man
can reasonably foresee and have a reasonable chance to refinance it
if it is called for payment. If it is for a time longer than that, it
ought to be on an amortization basis, and a high amortization basis.
I said to the Pennsylvania State Bankers Association 2 years ago
that, in my judgment^ no commercial bank ought to make a straight
loan, unless to a business enterprise, with the understanding that
that mortgage was to be paid at maturity, without renewal, and only
when the money was needed for new capital. But generally mort
gages, if they are to be held at all by commercial banks, shouid be on
an amortization basis for two reasons: First, for the borrower, be
cause, if he is on an amortization basis, his fixed charges are brought
down annually, and his ability to recast the loan, in case of necessity,
is simplified.

Second, from the standpoint of the lender, because neighborhoods
change in cities with almost lightning rapidity. A loan that is good
as a 60-percent loan today may be bad as a 50-percent loan in 2 years.
In the country, for instance, out in Kansas lately, with dust storms
or something of that sort, what was an excellent loan a year or two
ago may not be worth anything today. The lender must have the
security of justifying his original appraisal that is brought about
by a deBnite and substantial reduction of the loan.
I have A theory, personally, that mortgage loans should be amor
tized contrary to the usual practice. TTie usual practice is to
amortize mortgage loans at a fixed annual rate, the same rate every
year from the inception of the loan. I think that mortgage loans
should be mofe heavily amortized in the earlier years and then
allowed to tail off in amortization to a moderate annual charge.
Certainly, if they are to be as heavy as 60-percent? loans, in the
first instance, they should be brought down to a maximum of 50
percent within the first 2 years, which the borrower can reasonably^
foresee. Thereafter the amortization might be slower, after the lo&p
has been rendered secure for the lender and rendered recastable for
the borrower, by early substantial reductions. Once reduced to the
point of absolute safety there is no objection to slow amortization
from the borrower. I would see no objection on a conservative 50percent loan to reducing the annual amortization thereafter, so that
it ran 25 years—2 percent of the property value a year on the bal
ance. But I do see serious objection to starting at 60 percent and
then applying 2 percent or 3 percent a year as amortization, because
the mortgage is still above the danger mark for 4 or 5 years, if it
starts on that basis.
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Now, one other thing on the mortgage provisions of this act which
I feel very strongly on is this: I believe it is a serious mistake to
make it possible to borrow a mortgage at the Federal Reserve bank.
In setting up the Federal home-loan-bank system, the Brst board
deliberately—and so stated publicly—Hxed the situs of the 12 Fed
eral home-loan banks in different cities from the Federal Reserve
cities, for this reason: We believed that the administration of long
term credit, which real-estate credit is, was a distinct and separate
thing from the administration of short-term credit. There are lots
of times when short-term credits should be tightened and long-term
credits eased; and the reverse is also true.
If you are putting the rediscounting of mortgages into the Federal
Reserve System, you are merging in the one institution control both
of long- and short-term credit, and the policies, under the language
of this act, will have to be identical, because the same rediscount rate
will cover both types of rediscount.
I believe that, having the Federal home-loan-bank system, you
should make mortgages rediscountable only with it, if the commer
cial banks are to carry them at all.
The present provisions extend membership in the Federal homeloan-bank system to building and loan associations, savings banks,
and insurance companies, which are the chief mortgage holders.
The rediscount privileges of the home-loan-bank system should be
extended to cover mortgage loans of commercial banks, both in
order that the handling of long-term credit might be kept separate
and apart from the handling and control of short-term credit, and
in order that the policies of credit administration on mortgage loans
should not diifer between the two institutions. If you have two
institutions loaning on or rediscounting mortgages, you will have
no uniformity of mortgage policy.
Now. a large part o f the real-estate diiEculties of this depression
came from too great extension of mortgage credit, due to easy
money.
In the long-range working of the home-loan-bank system its most
useful public service, in my judgment^ will <x>me from a sound ad
ministration of the problem of real-estate credit, the prevention of
booms in real estate, the prevention of too great an extension of
building operations, and of speculative operations; the prevention of
those extensions of credit which lead clueRy to the eventual collapse
of real estate and which did lead to the collapse of real estate in
this depression. Rut it can happen often—as it has often hap
pened—that at the very time that there should be a tightening of
credit on real estate, there should be an extension and loosening and
relaxation of credit to the ordinary commercial banks against com
mercial transactions. But if you put the two functions into one
institution, you render impossible the separation of credit control,
which, I think the depression has taught us, is essential.
The psychology of the short-term lender is not the psychology of
the long-term lender, and should not be. The view is not the same;
the controlling background is not the same.
Now, you have a home-loan-bank system—and may I say, paren
thetically, that while I believe it is being run splendidly by a very
Sne board of men—you should not give them control of any other
problem or divide their authority over their problem.
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Someone asked me how I would finance it. That is perfectly
simple. Any study of the Home Loan Banking Act will convince
anyone who is familiar with Rnancing that the debenture provisions
of that act will enable that system to expand as its financial require
ments necessitate it. For all these reasons^ gentlemen, the idea of
putting the rediscounting of mortgages into the Federal Reserve
System is a very serious mistake In this proposed legislation.

While we are talking of mortgages, it is my opinion that there
should be one change in the banking act, whether you are going to
pass this bill to expand the mortgage-lending powers of the banks
or not. The banking act prohibits any bank from holding real
estate, acquired as a result of foreclosure, or in any other way,
except for its banking house, for longer than 5 years. Under exist
ing conditions, that promises a slaughtering of the real-estate market
sometime in the next 5 years. The banks have had to acquire
enormous holdings of real estate. They should not have them, of
course, but I think you should put in the law the same provision that
is in the insurance laws o f most States. Insurance companies—in
which I also happen to be interested—are prohibited, in my State,
for instance, and in New York State, from holding real estate longer
than 5 years, but there is a saving clause, "except with the consent
of the superintendent of insurance." There is no such saving clause
in the National Banking Act.
I can give you a speci6c example of the way this works out. We
have been compelled, in my bank, to take over a piece of vacant real
estate in satisfaction of a debt. The only thing we can do with that
property today is to make a long-term lease, and we cannot do that,
because, under the law, we cannot hold it more than 5 years, and we
have already had it for a year. We could lease it for an oil station
if we could make a 5-year lease. Consequently, we have either got to
slaughter the value of that asset, hold it without income, or write,
as we did, to the Comptroller and get a noncommittal answer that
the law says we can hold it but 5 years, but maybe we will not go to
jail if we do.
Mr. BnowN of Michigan. I think that is an excellent suggestion.
Is there anything in the biH, at all, to cover that!
Mr. FoRT. No, sir. Now, there are two or three other minor things
that I want to speak briery upon, and then one major question.
Under the provisions in here, gentlemen-----Mr. HoLUSTER. Just a moment. Before we leave the mortgages,
would you care to comment—or if you believe in more strictness in
the taking of mortgages, would you care to comment on the existing
mortgages which the banks already hold, where there might be some
more liberal provision, so they will not be forced to liquidate,
because of the fact that the margin has been reached?
M r. FoRT. I think you can perfectly properly put in a provision
that any mortgage may be renewed, provided, at its original incep
tion, it was within the statutory limit. I think that is an essential
provision, if you are going to avoid foreclosures.

Mr. FoRD. Did not Mr. Eccles suggest they be given authority to
handle that by regulation, in his talks to us!
Mr. FoRT. If the statute is going to be on the mandatory basis,
I do not think you ought to leave that to the regulations— if Con
gress' policy is going to be that there shall be a certain percent as the
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maximum; but as I said earlier, the recasting of loans to prevent
foreclosure should be permitted and also the renewal of mortgages
ought to be permitted, without regard to the present-day appraised
Y&lues unless the mortgage is hopelessly bad. There is no reason
for forcing the banks into foreclosure, if you can avoid it. I think
you should permit renewals, providing the loan was proper in its
inception.
The CHAIRMAN. Of course, there are two things about that, Mr.
Fort, that were contemplated. One, of course, being to afford an
opportunity for Stat^ nonmember banks, who enjoy more liberal
privileges as to loans on real estate, to join the Federal Reserve Sys
tem; and at the same time, to prevent foreclosure in the case of
member banks where the loans have run up beyond the present
limitation.
Mr. FoRT. Well, of course, I have not studied this act as you gen
tlemen have, but, unless I am very much mistaken, you have a pro
vision in here which provides that any State nonmember bank, join
ing the System, can carry the assets that were legal under its State
law, under regulations to be prescribed by the Federal Reserve Board
and the Comptroller. There is such a provision in here, I am quite
sure, because I noticed it, as I had some di&culty with the Comp
troller, myself, as to marking oif some assets we took over when we
took over a State bank. I noticed it and wished it had applied
before.
But I think it is in here. I think there is in here some provision
that covers your nonmember banks exactly. If there is not there
should be. There should be a provision that gives banks coming into
the System, or those that merge with national banks, to have a suf
ficient time in which to meet the normal requirements as to assets.
Mr. FoRD. On three different occasions, when Mr. Eccles was talk
ing, he suggested he would supply an amendment that would give
the Board wide latitude in letting those banks in.
Mr. FoRT. I think you have got to do that, gentlemen. You have
got to do a lot of things today, that we would not have done when
we were investigating chain, group, and branch banking here 5
years ago, Mr. Chairman.
Mr. GiFFORD. Mr. Fort, might I ask you about your home-loan
banky because you were interested in it, and its inception. Shall we
put into this act the denial of the home-loan people of deficient
mortgages!
Mr. FoRT. I do not know what yon mean, Mr. Gijford.
Mr. GiFFORD. The Government will now own a great many prop
erties ; we have given them $8,000,000,000 to buy in loans and------

Mr. FoRT. You mean waive the denciency judgment provision?
Mr. GiFFORD. Yes.
Mr. FoRT. I think that should be done universally. I think mort
gage lending should be put on the basis o f the mortgage and not on
the bond or note. I do not believe in deficiency judgments any
where, at any time.

Mr. REiLLY. What about second mortgages!
Mr, FoRT. I think we would be better oif if we had none. I mean
this: A lender makes a mistake, from his own angle, if he has only
a shoestring in the property. Second mortgages are chieHy, in our
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section, the device of speculators and not of the permanent owner of
the property.
M r. FoRD. Is it not a device of the speculator in all cases!
Mr. FoRT. No; there are cases where second mortgages are taken
by home owners who want to acquire a house and cannot get &mort
gage for the full amount they need, except often largely on a second
mortgage.
Mr. CAviccHiA. That has been the cause of a great deal of trouble,
has it not?
Mr. FoRT. Yes, sir.
Mr. REILLY. You ought to outlaw them.
Mr. FoRT. Well, I hardly think you can outlaw them, because there
are cases of utility. For example, a man has a moderate first mort
gage, say, reduced by amortization down to 35 or 40 percent. He
needs a little additional money, and he has a real equity there. He
prefers to take a second mortgage to pay o#, not as a permanent addi
tion to his original mortgage. Things of that sort I think are legiti
mate ; and we all know we bankers occasionally need a second mort
gage as security for some bad loan we have gotten caught with.
Mr. DiRKSEN. To abolish the deficiency judgments will mean that
they will exercise a little more caution in their appraisals!
Mr. FoRT. Yes, absolutely; the deficiency judgment certainly
should be impossible after the property has changed hands. I have
developed a theory that I have not followed out completely, that there
should be in every mortgage a provision eliminating the obligation
on the bond after the first change of ownership, but giving the mort
gagee the privilege of calling the bond at the time of the change of
Ownership. In other words, when a man makes a loan to you,
because he thinks you would keep up your payments, he might make
a little more liberal loan than he would make to somebody else, but
if he did, he should have the option of calling the loan, if you sell
the property to somebody else that he does not like so well. But a
provision that permits a deSciency judgment against the man who
may have sold that property 20 years ago, when it has passed through
15 hands since is a vicious practice----Mr. DiRKSEN. That would make it a personal mortgage, rather
than a mortgage against definite security!
M r. FoRT. N o ; I say i f you are going to have a deficiency judg
ment, at all, that is the way it should be limited.

Mr. DRiscoLL. If you foreclose the first mortgage, that wipes out
the second mortgage, does it not!
Mr. FoRT. Yes.
Mr. GiFFORD. I want to say this to this committee, and to you, M r.
Fort, that, seemingly, at present, the volume of foreclosures where
there are deficiency judgments has assumed very great aiid important
proportions.
I had a letter from a prominent lawyer last week, and I have
written him several letters, in which he stated to me that they really
loan on character of the person, and simply take mortgages as
security, and he was representing a cooperative institution^ a coopera
tive bank; and your viewpoint is extremely different, extremely, im
portant, and I want to say to you that it would absolutely frighten
you to think that, in the county where you summer, I have two
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cases of prtmerties of $7,000 mortgages, valued at $12,000 to $15,000,
and assessed for $10,000 or $12,000, sold and bid in at $2,000.
Mr. FoRT. Yes; we have had that everywhere.
Mr. GiFFORD. And they are being sued for the balance.
Mr* FoBT. That is all wrong. That is legal under the old forms,
but I think it should be abolished.
Mr. REiLLY. Why should not the law provide that it should be
discretionary----Mr. FoRT. That is true under the old bond. We passed a statute—
I speak of New Jersey—but our courts held it was unconstitutional
as to the old bonds; but as to the new mortgages, I think the de
ficiency judgment should disappear.
I think they are anachronisms from the old days, when real estate
was not so often transferred from hand to hand. I do not think they
belong in the law any more.
Gentlemen, I am going to have to try to get away on the 12 o'clock
train, and if you will permit me, there are 2 or B minor matters I
would like to speak of—1 major and 1 minor.
You have a provision in here on page 59, which requires the direc
tors to carry one-tenth of the bank's net profits to surplus before
paying dividends. I thoroughly approve of the purpose of that,
but I say it is not going to work out in its present language. As
drawn, a big bank, we will say, will have a surplus of $10,000,000
1 year and the next year it will have $10,000,750.42. I think you
should revamp that section so that there will be a round sum contributable to surplus; and also so that a bank may, if it desires, an
ticipate the contributions to surplus in round sums.
If my bank wants to throw $50,000 over into surplus this year out
o f undivided profits, we should be able to continue to pay dividends
until we have exhausted that $50,000 surplus contribution. I think
a section can be drawn rather easily, so that we can have a definite
figure, a round figure, in practically every bank in the United States.
Mr. BROWX of Michigan. You cannot put less than that amount
you fix into surplus!
Mr. FoRT. Yes; then you have to remember the other provision of
law under which each bank must buy Federal Reserve bank stock to
the extent of 6 percent of each accretion to surplus^ under the new
provision of the law. Then a bank's lending limit is 10 percent
to any one borrower of its capital and surplus. I think the roundsum contribution to surplus would be a sounder thing, as an account
ing practice.
Mr. R u ssE L L . Have you made any comments that a bank could
take it beyond that!
M r. FoRT. There are going to be a lot of banks whose one-tenth is
going to be about 50 cents for some years to come.
The second minor thing— —

Mr. GOLDSBOROUGH. What do you recommend, then, Mr. Fort?
Mr. FoRT. That some language—if you like, I will prepare it in
the form pf a suggested amendment—some form of round sum, or
some language that makes a round-sum Contribution easier to handle.
Mr. HoLLisTER. Nearest a thousand dollars!

Mr. FoRT. The nearest thousand dollars, or something o f that kind.
Another minor thing, gentlemen, you have in here a provision for
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one-twelfth of 1 percent contribution for ^he Federal Deport Tnsnr^
ance Corporation on all deposits. Postal Savings deposits have been
largely turned back by commercial banks to the Government be
cause they are unwilling to pay 2% percent; under existing condi
tions as to the possibility of investment, with the result that the
Postal Savings System is now chiefly backed by Government bonds*
I am going to speak on that feature m a moment.
But if you put an additional one-twelfth of 1 percent a year charge
on top of that 2% percent, you are going to have almost all the rest
of those Postal Savings handed back tp you. The margin in them is
very, very slim now to the bank that has them.
Mr. CAviccHiA. Was it not the purpose of the Banking Act, the
past year or two ago, to practically eliminate the Postal Savings !
Mr. FonT. I do not know. It has not worked that way. The
purposes of Congress are beyond an ex-Member.
The CHAIRMAN. What we attempted to do was terminate the
checking accounts in the Postal Savings, as you say it has not
worked out. I hesitate to say why, but I think it should be made
to work.
Mr. FoRT. My thought on that is that the Postal Savings ac
counts ought not to pay one-twelfth of 1 percent, when they are
secured by Government, State, or municipal bonds, in the first in
stance, deposited with tne Treasury, since they are not on the same
basis as other deposits and are not subject to guarantee, because they
are usually away in excess of the $5,000 insurance provision.
The CHAIRMAN. Let me ask you a question there, Mr. Fort. Do
you think, if we are going to have anything approaching an ade
quate system of bank-deposit insurance, we should differentiate be
tween the classes of deposits, and permit one depositor to enjoy
full protection, independent of the insurance system, and thereby
have discrimination between the classes?
Mr. FoRT. In the long run, Mr. Chairman, I think it will work
out to accomplish what you have in mind, because I think the
tendency will be to split the deposits. In the long run, if trouble
begins to develop in banking in the United States again, par
ticularly if it happens to hit a large institution, from then on, the
large depositors would not keep all of their money in one bank.
They would spread their deposits down to small units, so as to get
the benefits of the guarantee. I do not think there is any doubt
about that.
Mr. WoLcoTT. It cannot be applied to municipal deposits and—
Mr. FoRT. No.
Mr. WoLcoTT. How do you* take care of municipals that a bank
buys, when it is compelled to hold Government bonds! Would you
exempt that altogether!
M r. FoRT. N o ; I do not think I would.
beyond secured deposits.

I do not think you can go

Mr. WoLcorr. That is what I mean.
Mr. FoRT. If you specify the type of investment that a bank must
buy and put up to secure its deposits, it is a low-yield security,
necessarily. The limitation on the type of security you may give is
such that it becomes a low-yield security. Now, to put on top of the
fact that you must invest funds in that low-yield security, the addi

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

BANKING ACT OF 1 9 3 6

825

tional charge of one-twelfth of 1 percent for those deposits is going
to mean the turning back of a lot of them.
I am told, and i do not know whether this is correct or not, that
$600,000,000 of Postal Savings were turned back to the Postal
Savings fund by the banks in the United States last year, because
they were unwilling to pay the 2% percent.
Mr. GOLDSBOROUGH. As long as we send them Government bonds,
they are going ahead on it without one bit of risk in the world, after
we have made a present to them to the extent of $18,000,000,000,
as we have done, and that is going to continue.
Mr. FonT. That is a matter of opinion, Mr. Goldsborough, that I
have not the time to go into in detail, but I just mentioned that,
since I think it is minor-----Mr. GOLDSBOROUGH. I do not think it is minor, at all.
Mr. FoBT. What I have said about one-twelfth of 1 percent is
relatively minor. I am coming to the major question of the Gov
ernment bonds now. Of course, everybody recognizes that Gov
ernment bonds are the premier seeurity, but it still is a fact that
realization on Government bonds for cash has to be accomplished
in the market, and it certainly is a fact that, twice in less tnan 15
years, Government bonds have sold at 80, or below, in the market.
The possibility of the policy that this act contemplates—I speak
now of the declarations of policy in regard to it made by the Gov
ernor of the Federal Reserve Board, and the general understanding
of it—namely, that its fundamental design, in part, is to increase the
amount of holdings of Government bonds by commercial banks and
the Federal Reserve Bank' System. Today, gentlemen, Postal Sav
ings funds are chiefly in Government bonds. Federal Deposit Insur*
ance Corporation assets are almost entirely in Government bonds.
Forty percent of the bank assets, or more, are in Government bonds.
You now propose in this bill to still further increase the holdings of
Government bonds by the Federal Reserve System. In other words,
the first line of deposit protection, namely, tne Postal Savings fund,
and the commercial banks, after the exhaustion of the present surplus
reserves, which are temporarily the Rrst protection of deposits, bps
got to be financed by selling Government bonds. Now you are plan
ning here to put the entire Reserve System into Government bonds.
The Federal Deposit Insurance? Corporation already is.
The net result is that if any kind of serious trouble develops any
of these intangible, Unreachable Waves of public sentiment which
result in the withdrawal of a substantial volume of bank deposits for
any reason—war, further disturbance of financial conditions, the col
lapse of foreign central banks, as happened to us when the Bank of
England went in 1931, the disturbance of conRdence through some
crookedness on the part of some individual bankers, the fear of infla
tion on the part of conservative holders of large deposits, and
whatnot—anything that happens to produce a substantial withdrawal
of deposited money from the banks Of th^e United States or the Postal
Savings Fund System, nrnst be followed &y th& immediate liquidation
in large volume of United States Government bonds.
Mr. GOLDSBOROUG&. All that means, Mr. Fort, is this: That when
ever, from time to time, the pubH6 finds out that there is only a very
small amount of real money in existence—and as a matter of fact,
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this whole money process has been created by the banks— they are
going to the banks after their money,

Mr. FoRT. Well, that may be the thing that will do it, Mr. Golds
borough. I am not going to say, I have said that of a number of
things, and there is any number of things that may produce it; but I
say that what you are doing in this type of legislation, particularly
when you put your Federal Deposit Insurance Corporation into Gov
ernment bonds, on top of the Reserve banks, as long as you have your
present banking system and your present monetary system, Mr.
Goldsborough—3 am not going to argue that phase of it with you—
you are making it absolutely certain mat at the moment the demand
comes for money, for any reason, from the depositors of the United
States, you are going to force liquidation in Government securities
with no buyers.
Mr. GOLDSBOROUGH. And no ability on the part of the Government
to issue its own money on the faith and credit of the whole people,
and all of their assets to absorb Government bonds?
Mr. FoRT. What you are doing here, gentlemen, really is making
a forced levy on the thrift of America, as represented by the bank
deposits, to buy Government bonds.
Mr. WoLcoTT. Of course, we have the potential stabilization fund
of $6,000,000,000.
Mr. FoRT. Well, $6,000,000,000 sounds like a, lot of money, but if
Government bonds once start being liquidated you will need it.
Mr. FoRD. W h at other type of security would you have them put
their reserves in !

Mr. FoRT. The Federal Reserve banks' should be in more liquid
securities, not dependent on the bond market.
Mr. FoRD. Where are you going to get them!
Mr. FoRT. I am not talking, gentlemen, a partisan proposition, but
this business of putting the Federal Reserve banks in Government
bonds has been going on too long.
Mr. FoRD. But you are going on the assumption that this bill is
being enacted for the speciBc purpose of putting it in form, are you
not!
*Mr. FoRT. Yes.
Mr. FoRD. What warrant have you for that assumption!
Mr. FoRT. The statements of the Governor of the Federal Reserve
Board.
M r. FoRD. I have heard nothing in any statement he made-----

Mr. FoRT. The statement was reported in the newspapers.
Mr. FoRD. There was nothing he said here before this commit
tee-------

Mr. FoRT. He is reported in the newspapers as saying that if the
banks would not buy Government bonds, then this would compel it.
Mr. GOLDSBOROUGH. No, no; what he said was this: He very clearly
indicated, although he did not want to say so outright, that he had
no more sympathy with this largess we are handing over to the banks
in the shape of Government bonds than spipeof the re$t of us have;
and he indicated that if the banks should take the position that they
would not take the bonds, the Government could exercise its sover
eign powers and relieve the banks of the necessity of issuing money
by issuing it itself.
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Mr. WotcoTT. The act provides specifically that the policy adopted
by the Open-Market Committee should be followed by the banks:
and I remember very distinctly I asked Mr. Eccles the purpose of
that, and the answer that I got from him, as I gathered it—as I
gathered from him, his answer was this: That the purpose of it was
to compel the banks to take the Government securities, just as Mr.
Fort said.
Mr. HoLLiSTER. He said if the time came when the Government
felt that bonds should be acquired, and the banks thought otherwise,
either the banks would have to take them or the Government would
take over the banks.
M r. FoRT. Something of that sort is what I have reference tc
having seen.

Mr. GOLDSBOROUGH. I understood what he meant was that, if the
banks were to cease to absorb these Government bonds, then the Gov
ernment was not dependent upon the banks for its financing; it
could issue its own money instead of having these banks do it, instead
of having this money created by the necromancy of a bank clerk.
That is what he said.
Mr. FoRT. Well, you have stopped any issue of currency by banks
through the call of the circulation bonds; that is, the Government
has.
The point I want to make is this: My own bank, like most others,
has 40 percent of its assets in Government bonds, and that is too
much.
Mr. GOLDSBOROUGH. It is too much, but you are going to hold onto
them, until you get better investments, and that is what you ought to
do, of course.
M r. FoRT. I t is too much facing the fact that you may have to
liquidate them some day, presumably, either for the purpose of
loaning for other purposes or for the purpose of meeting your
deposit liability.

Mr. FoRD. Is there not stiHicient reserve at the present, so that
the banks could actually lend up to 20 billion ?
Mr. FoRT. They can loan, but they cannot meet the deposits out
of that 20 billion.

Mr. FoRD. I understand that. Therefore, you would gradually
get your assets into other kinds of loans?
Mr. REiLLY. Mr. Fort, if the insurance-deposit loans work, there
will be no more scares or withdrawals of money from the banks,
will there!
Mr. FoRT. U p to $5,000, you are right, but your big trouble is in
the big withdrawals that come in through the exchanges, rather
than the small withdrawals.

Mr. REiLLY. What do they do with that money! Is it not a fact
that runs on the banks have already been started by 96 percent or
98 percent of the depositors, who are now protected!
Mr. FoRT. The runs at the windows, yes; but the 96 percent re
lates to the number of depositors, not to the amount of deposits.
Mr. REiLLY. Those are the people who start the runs on the banks.
Mr. FoRT. It is also true that the bank holidays in many States
were forced largely by large deposits that were drawn through the
exchanges and not the withdrawal of small deposits at the window.
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Mr. GiFFORD. Mr. Fort, I have made this expression once or twice,
and it seems to have very little value, but a very prominent member
from New England said once " The more money you loan to the
Government the less you have to loan to people."
Mr. FoRT. That is true; but it is also true that the public is not
borrowing today. I want to say, in defense of the banking frater
nity, that despite the fact that we advertised in 1932 our readiness
to loan money in our bank, when everyone said it was impossible to
borrow, and cut our t*ate of interest by public announcement in
1934, we have found that there is no demand from business for
money and there has been none for 3 years.
Mr, GiFFORD. Do you realize how out of date you are when the
Governor of the Federal Reserve Board does not igvoriy about
$40,000,000 today or 5 years' balancing of the Budget. Why do
you come here and try to argue with us ?
Mr. FoRT. I am not arguing with you, but I might argue with
him.
Mr. CRoss. Mr. Fort, I noticed the other day in the bank clear
ings in New York, in 19 banking institutions, the demand deposits
were in excess of $7,500,000,000.
Mr. FoRT. Yes.
Mr. CRoss. They have had to do a lot of loaning in order to give
that much credit. Of course, that is more money than we have,
literally, because that is in excess of $2,000,000,000 that there is in
the entire country. So that money is bound to be simply bank credit^
check money.
Mr. FoRT. It is on Government bonds, chieHy.
Mr. CRoss. So there must have been loans or must have been a
lot of loans, in order to have that much deposit money, and that is
demand deposits.
Mr. FoRT. We have increased our Government debt $14,000,000,000 in 5years, that is what has produced most of it.
Mr. (moss. Do you count those deposits by the Government in
that?
Mr. FORT. Yes; and the expenditure of Government funds.
Mr. CRoss. I notice the deposits are in excess of $500,000,000 and
some odd-----Mr. FoRT (interposing). Where, in New York commercial banks!
Mr. CRoss. In the banks that belong to the Clearing House Asso
ciation.
Mr. FoRT. I want to bring to your attention another suggestion.
You have a provision in here on page 6, section 4, for no-par stock
for the Federal Deposit Insurance Corporation. I have had a theory
for 3 or 4 years that we should establish no-par capital stock for the
banks, and I will tell you why. It is no secret in this room, of course,
that there are a great many banks in the United States whose only
existing capital today is preferred stock from the R. F. C. There
is no secret about the fact that there is a vast number of banks which
have still to take heavy write-oifs. It would make a far straighter
and simpler capital structure if those banks were allowed to restate
their capital structure, transfer to surplus, and use for their write oSs
a large part of what they now carry in their capital accounts, with
the permission, of course, of the Comptroller of the Currency and the
Federal Reserve Board.
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I happened to have a, hand in opening or keeping open some 32
banks since 1932, and, therefore, have seen, the intimate, inside figures
of a good many small and medium-sized banks. Mergers are the
only salvation of a large number of these banks.
Now^ to work under the existing statute with a minimum par value
per share, you have got to have stockholder meetings on notice, and
you will have to tell the stockholders in a weak bank what they are
going to get; and when you tell some of them what they are going
to get in terms of dollars they are going to close the bank by with
drawals before you can hold your meeting. If you had the ability
to issue no-par stock, you could offer the stockholders of a weak
institution some shares of stock of no-par value without too great
a public disclosure of the whole picture, and thus eliminate by
merger a whole lot of these weak institutions which are going to bo
a source ot trouble in the future if they are not eliminated.
But no strong bank could afford to take over some of those banks
and give them the stock which they would have to give if they had
to adopt a definite capital value in dollars. To do so would make
a demand on the surplus of the strong bank and weaken it.
But it seems to me, gentlemen, that while you are at it in recon
struction of banks you should insert a no-par provision in the law*
Mr. FoRT. There is a picture in American banks, gentlemen, where
something of that sort is going to be necessary. Now, the original
objection of the Comptroller's OfRce to it 2 or 3 years ago was the
disturbance to the assessment-liability feature on national-bank
stock. But, of course, if This is necessary to be taken care of it
could be done through using the same assessment liability, if you
please, Rxing it at whatever was the old par value. But unless you
do something of this sort, a lot of these weak banks are going to
be laboring and struggling along as individual units that can never
make a dollar.
Not only that, but they are not going to be able to take the write
offs that would enable them to make an honest statement for 5 to 10
or more years.
I f you let them restate their capital—if, for instance, they have
$300,000 capital and have only $100,000 capital assets—the bank
can send a letter to their stockholders saying, "W e want to change
our stock from 12,000 shares of $25 par to 12,000 shares no par."
It can then restate its capital at $100,000, and take $100,000 into
surplus and $100,000 into undivided proEts, and use it for write-offs.
I f you will let it do that you will get their capital structure straight.
the important part of that is that the thing that has closed more
banks, in my judgment, than anything else, has been the loss of
nerve by the banker, as he saw his surplus vanishing and his capital
getting a deep cut, and realized that he never was going to be able
to pay dividends to his stockholders again for many years.
M r. HoLLisTER. D id you not have a great deal to do with the
preferred*stock idea in banks!
M r. FoRT. I believe so. I advanced that suggestion back in 1931
or early 1932. I now think that a really complete recapitalization
proposal is what many banks need. O r course, there are a lot o f
banks that do not need it, but there is a mass of them— particularly
among the small banka, gentlemen, im the sm all communities in this
127297— 35-------53
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country—there is a mass of those banks that cannot begin to pay a
dividend to their shareholders for 20 years, under the provisions o f
the existing law—10 years, anyhow.
Mr. FoRD. What brought that condition about, Mr. Fort!
Mr. Four. What brought it about is this: I would say a combina
tion of different causes: Bad faith and dishonor in the manage
ment of a good many institutions, of course, but not in nearly as
many as the loss of conRdence in honestly run banks, due to the
stories of dishonesty in others.
I think the story was something like this: There were in the coun
try, in the State nonmember-banking system, entirely too many
States which allowed banks to start with very low capital. I recall
one State in which something like 68 banks closed in one day, where
the total capital of the 68 banks, if my memory is correct, was under
$1,000,000. They had in that State, I think, a $6,000 minimum capi
tal limit. Now, that story of 68 banks closing got into the news
papers and the average person, in the average town, thought of those
banks as he thought of the banks around his neighborhood; a bank
was a bank; and they were not aware of the fact that these so-called
" banks " that had gone under in large blocks really had been in
solvent as soon as they paid the janitor his Rrst month's wages—
their capital was so small and they had no surplus. That kind o f
story scared the average bank depositor elsewhere and caused the
spreading of those small-bank failures, particularly in the country
districts, and may I say parenthetically, largely because of frozen*
mortgage loans.
The continuance of stories of banks of this type closing produced
a psychology in the country that the banks were insolvent as a group,,
and that produced hoarding, and that produced fear in the minds of
the bankers.
There is no way in the world to make it more certain that people
are going to be afraid of you, that they are going to distrust you,
than to show that you are afraid of your own position. And the
bankers got afraid to make loans for fear of withdrawals; and the
moment they were afraid to make loans everybody in the community
got suspicious of them, because they thought they must be tied up.
I f you add on to that the requirement of publicity of the loans
from the R. F. C., that just Rnished the picture, because the people
began to think that any bank who borrowed money from the R. F. CL
was busted.
Mr. DRiscoLL. Was that not pretty good proof—a bank borrowing
money from the Reconstruction Finance Corporation was pretty good
proof that the bank was in pretty good shape, because my banker
friends tell me it was hard to get money from the R. F. C.
Mr. FoRT. The trouble with that was that the R. F . C. took the
best assets. There were some banks that were closed with all of the
good assets in the R. F . C., and there were $3,000,000 or $4,000,000 or
$5,000,000 of deposits left unsecured, or secured only with the bad
assets, or slow assets, such as the banking house and things of that
kind. But, of course, there are all kinds of excuses.
I have always thought that one psychological thing, along with
the failure of the small banks, that at least m the East did a great
deal of harm was the suspension of gold payments by the Bank o f
England. The old phrase "As safe as the Bank of England " had
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beeh a byword for strength for a hundred years, and when the Bank
of England had to quit gold, I think that produced a psychological
eCect throughout the eastern half of the country, at least. I do not
know what it did elsewhere. From all these things, it finally became
like a snowball, and there was no stopping it.
But nothing hurt worse than lost nerve by bankers.
When a banker lost his nerve about making new loans, when a
man came in to borrow money and the banker said he could not loan
him, that man went out at once convinced that the bank was in
trouble; and I think that contributed in a very large degree to the
trouble, myself.
Mr. DiRKSEN. You said a moment ago there was no demand for
loans; would you care to make the distinction that there was no
attempt to secure loans by people who had suiEcient collateral to
satisfy the bank examiners ?
Mr. FoRT. Well, when you say "bank examiners", yes; it is im
possible to satisfy the bank examiners.
Mr. DmKSEN. Well, satisfy the bankers, then!
Mr. Four. I can say this: We advertised in 1932 for 3 months—
big ads—our readiness to loan money, and we did not have two ap
plications from business men. And we cut our maximum inter
est rate in December and announced it publicly, and since then
our loans have gone down rapidly. The repayment of the old loans
have exceeded our new applications, although we have made it known
that we cut the rate on mortgage loans and on everything else.
The only demand there has been for money has been on real estate
in our community, things like building and loan associations and
mortgage money.
The business men are in one of two classes: They either have all of
the liquid capital they need for their present operations and are
unwilling to start any more operations, because of some feeling of
uncertainty on their minds of one thing or another—the N. R. A.
in one man's case, inHation in another man's case, the A. A. A., or
what not—some one thing, some another—something that strikes a
man's mind as a reason why he is not ready to go ahead and do some
thing—or if they are not in that shape, if they haven't all the money
they need, they are in shape where tneir business is in such shape
that you cannot loan them anything.
You do not get any applications From men who are merchants that
you could do business with, or manufacturers. We are in a big
manufacturing community, the city of Newark, and we just had one
new manufacturer's loan this year in my bank, and we made it, and it
was one the R. F. C. had turned down.
Mr. BnowN of Michigan. Governor Fort, I would like to interrupt.
Do I understand, Mr. Chairman, that you are going on this after
noon!
The CHAIRMAN. Gentlemen, I guess Mr. Fort has Bnished as far as
he desires to proceed without interruption.
Mr. FoRT. I have only one other thing, gentlemen. I do not know
whether you want to touch on this in the bill or not, but you have
a reference in here about oEsets, somewhere-----The CHAIRMAN. Just a moment, Mr. Fbit. What did you start to
say, Mr. Brown!
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Mr. BROWN pf Michigan. If we are going to decide this question of
the location of the committee^ I would like to be here, and I would
like to see it laid over until 3 o'clock, when we meet again.
The CHAIRMAN. Will that suit all of you, gentlemen! Suppose we
say we will come back at a quarter of 8%, Well, say, 8 o'clock.
Mr. FoRT. It will only take me a very short time, gentlemen, to
finish.
The only other thing I have to say is this, gentlemen: It occurred
to me in reading the bill tb^t you have a reference in here that the
insurance on deposits mea,ns that the guaranty applies to such part
of the money due to any depositor for deposits in insured banks,
" after deducting the offsets."
If you are going into a general reformation of banks, I have never
seen any justification for allowing a borrower an offset against his
deposits as a preference over a nonborrower in a bank. A depositor
in a bank puts his money in and gets nothing but service. The
borrower gets the use of the other man's money on the payment of
interest.
The present system throughout the United States, State and Na
tional, results in the condition where, when a bank closes through
bad loans or for other reasons, any borrower who has a deposit in a
bank gets 100 percent of that deposit credited against what he owes,
before the nonborrowing depositor gets any credit, and thereby re
duces the net assets, so the borrower gets a larger dividend on his
deposit than the nonborrower gets, because he gets full credit for
his loan and then gets the same percentage of what is left that the
nonborrowing depositor gets on his deposit.
Now, that is a survival of the old idea that, when you have cross
transactions, you can offset one against the other, but I do not think
that idea should properly be applied to modern banking, because a
bank is dealing chiefly with other people's money when it loans.
The deposits are other people's money, and not the bank's money;
and the whole theory that permits a borrower preference in his
dividend from the bank seems to be unfair and an improper custom.
In addition to that, it has worked out very badly in depressions,
for this reason: It has been ruled that if a bank has rediscounted my
note with the Federal Reserve Bank or the R. F . C ^ or whatnot, then
the offset feature does not work; it can only work if the loan is still
in the possession of the bank.
The result is that one borrower gets the credit of his deposits and
another borrower does not get the credit of his deposits. That caused
the failure of some banks during this depression, because borrowers
who were wise to that situation went to the banks and demanded to
see their note, to make sure they had not been borrowed against, so
the bankers did not dare to borrow.
In some cases, wise men who did not want to draw their deposits
out because they wanted to maintain their credit with the bank for
the future, if the bank lasted through the depression, went, ip and
borrowed money on collateral, or otherwise, equal to their entire
deposit, and took it and put it in some other bank, with the result
that when the bank closed they got 100 percent of their; deposits as
a& offset to the notes, yet they had actually drawn their deposits out.
The whole system of offsets is a survival of the 'd#y3 otf private
banking, when, to a large extent, credit was an interlocking thing—
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that is, the banker was loaning his own money—but today a banker
is loaning 10 times, usually, of his depositor's money to what he is
loaning of his own; and no borrower should get a complete offset,
in my judgment, for the amount of his deposit.
Mr. GiFFORD. Mr. Fort, cannot banks force you to keep a deposit,
if you get your loan there ?
Mr. FoRT. There may be a proper exception, Congressman Gifford,
such as to say that any deposit which is contractually maintained
should be offset. But, generally speaking, the practice is not a fair
practice to all depositors and results only in the reduction of divi
dends to depositors.
Mr. REILLY. In giving those fellows a preference?
Mr. FoRT. Yes, sir; a borrower is a preferred depositor in that
bank.
Mr. WoLcoTT. Is not that largely a matter of State jurisdiction,
the theory being that the bank could sue, in the State courts, the
borrower on any paper he has in the bank?

Mr. F o R T . Yes, sir.
Mr. W o L c o r r . And the State law allows him to offset the liability
to the bank?
Mr. F oR T . It is largely a matter of State law, but I have always
taken the view that you can do about what you please—Congress can
do what it pleases with the State banking system, if it wants to use
its power, and you are pretty nearly doing that in this bill.
Mr. WoLcoTT. I agree with you there.
Mr. FoRT. Now, you are deliberately here perpetuating the offset,
however, in the F. D. I. C. provision; you are deliberately enacting
that into a Federal statute.

Mr. WOLCOTT. If we assume jurisdiction for that purpose, we can
also assume jurisdiction for other things.
Mr. F oR T . Yes; and it has never seemed to me sound, under modem
banking practices, where you are loaning other people's money and
not your own to differentiate between two depositors.
The CHAIRMAN. Well, Mr. Fort, we thank you very much.
Mr. FoRD. May I make one observation!

The CHAntMAN. Yes.
Mr. FoRD . Mr. Fort, you said that real estate is good security, if
the loan is conservatively made. Real estate is a good security if
conservatively made, but it is a bad risk, under all circumstances,
for the borrower; is not that your psychology?
Mr. F o R T . No; if it is too high a loan, it is a bad risk for the
borrower.
Mr. FoRD . Well, as a matter of fact, since a man has to pay taxes
on real estate and keep it up and pay insurance, and all of the rest
of it, and pay interest on the loan, it would always be a very heavy
charge for the real estate as used as security for a loan?
Mr. FoRT. Yes; but it may not be, if you hold the principal of
your loan down to the point where the combined fixed charges and
proper amortization do not exceed the fair rental value of the prop
erty—whether you are renting it or living in it—if it does not exceed
what you would have to pay elsewhere for rent, or substantially
exceed it, it may be a very wise investment for a man's savings. Then
it is undoubtedly desirable, socially, to induce people to own their
own homes; but it is unwise, sociologically, to induce them to buy
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their own homes on terms they cannot maintain with absolute
assurance.
Mr. F oR D . Then there is another phase: A man has a piece of
business property in a very good part of a city, that is inadequately
improved, but by reason of the tremendous value of the lot he is
able to make a loan; is that kind of loan justified, at any time by a
bank!
Mr. F oR T . Rarely ever.
Mr. REILLY. It would depend on the rent, would it not!
Mr. FoRT. It would depend on that somewhat. For example, if
a man had a store business—a man who was a bank's customer had
a store, and his business had expanded to the point where he needed
a bigger store, and rather than use his working capital that he needed
in his business to swing the building of the bigger store------

Mr. FoRD . That is different.
Mr. F oR T . The bank might very properly go in there to improve
that property and develop that property as a business enterprise*
Mr. FoR D . Assuming he was going to develop the property, but
just take the value of a piece of property as consideration for the
loan—that is not justifiable, is it!
Mr. FoRT. You mean take the land alone!

Mr.

FoR D .

Yes.

Mr. FoRT. No; I do not think banks ought to make land loans.

Mr. F oR D . There is no building on it, and therefore-----Mr. F oR T . When I say " land loans ", I mean where the big value
is in the land.
Mr. REILLY. What do you think about the adequacy of one-twelfth
of 1 percent for the insurance fund.
Mr. F oR T . Assuming that the Government bond market should
hold for 3 years, if you are going to put all of the money in Govern
ment bonds, that should be adequate. If Government bonds break in
3 years and all of the assets oi your bank system and the Federal
Deposit Insurance Corporation are in Government bonds, you cannot
make it adequate.
Mr. HoLLisTER. And that figure would not be adequate!
Mr. FoRT. No.

The CHAIRMAN. We will meet tomorrow morning at 10:30, and
everybody be here.
(Thereupon, the hearing was recessed until 10: 30 a. m., Wednes
day, Apr. 3,1935.)
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H O U S E O F R E P R E S E N T A T IV E S
C O M M IT T E E O N B A N K I N G

AND CURRENCY,

Z?. C.

The committee met at 10:30 a. m., Hon. Henry B. Steagall (chair
man) presiding.
The CHAIRMAN. The committee will come to order. We have with
us this morning Mr. Frank A. Vanderlip.
Gentlemen, I am sure it is unnecessary to introduce Mr. Vanderlip
to this committee. You all know who he is, and I am sure we will
be delighted to have him discuss this bill which we are considering,
H. R. 5357.
I assume Mr. Vanderlip desires to address himself to title II of
the bill. Mr. Vanderlip, you may be governed by your own pleas
ure as to whether you will proceed Brst without interruption, indi
cate when you would like to submit to inquiries.
You may proceed.
STATEMENT OF FRANK A. VANDERLIP, NEW YORE, N. Y.

Mr. VANDERMP. Mr. Chairman, I do not mind being interrupted,
if anything I say is not clear, or if you want to challenge it.
I am profoundly impressed with the importance of what is before
you. You are going to give a mandate for the management of the
currency of the country.
Mr. (^Ross. Mr. Chairman, I do not know whether the new mem
bers of the committee know Mr. Vanderlip's background, and I
think it would be desirable for him to give that to us.
The CHAIRMAN. Will you state that for the record, Mr. Vanderlip!
O f course, some of us know what it is, but some of the new members
may not know.
Mr. VANDERLIP. I do not want to give you an autobiography. I
was Assistant Secretary of the Treasury under McKinley. I had a
good deal to do with the formulation of the Federal Reserve Act.
After leaving the Treasury I went into the National City Bank
of New York, and in a short time became president of that bank. I
was president down to 1919. I have since retired from active bank
ing, but have been extremely active in contemplating banking from
a public aspect.
As I was saying, Mr. Chairman and gentlemen, you are, in my
opinion, dealing with one of the most fundamentally important
matters that has ever come before Congress. The Constitution
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lays on you an obligation; it says the Congress " shall " coin money
and regulate the value thereof, and you are now proceeding, really
for the Rrst time in our history, to regulate the value of money.
For a century and a half, in common with a fallacy held by all
the world, we thought we were regulating the value of money by
attaching it to a given weight of gold. We supposed that an
ounce of gold was a stable measure of value. We have found in
recent years that it is not a stable measure of value at all. It is
about as stable as it would be to use an accordion for a yardstick.
The yardstick has to change when an ounce of gold brought three
times as much in 1900 as it did in 1920. In the 4 years, from 1930
to 1933, inclusive, gold so changed in value that it bought twice
as much as it did in the beginning.
It is like having a yardstick that is 3 feet long sometimes and 1
foot long at another time. It is not a measure of value to set up a
weight of gold as your standard.
Now you are proposing a managed currency, because that is really
the essence of this bill, and I believe it is a most proper objective
step. But the bill does not really state the objective,
You give great powers, and properly, to a committee to manage
the currency, but you do not state what their objectives shall be in
its management.
Now, I understand that in the testimony of Mr. Eccles he has
proposed a statement of the mandate. I only have it from a letter
which I have, which he wrote. You are all familiar with it, I
suppose.
Mr. GOLDSBOROUGH. If you have it there you might read it.
Mr. VANDERLtp. It says that " it shall be me duty of the Federal
Reserve Board to exercise such powers as it possesses in such manner
as to promote conditions conducive to business stability, and to
mitigate by its influence unstabilizing fluctuations in the general
level of production, trade, prices, and employment, so far as may
be possible within the scope of monetary action and credit admin
istration."
I do not think that that is a clear enough statement under which
Congress should transfer its obligation to regulate the currency.
Whatever action that board took could be fitted to some interpreta
tion of this statement, it seems to me.
I was told last evening that the statement had been lifted bodily,
but with a slight change, from the Canadian banking act. Wen,
Canadian banking has obviously been better than American bank
ing, but still I do not agree that that is a proper form of the man
date which you should give to the managers of our currency sys
tem. There is the very heart and essence of your action.
To what purpose is the currency to be regulated!
Mr. GOLDSBOROUGH. Do you not think it is clearly the duty of the
Congress, under the Constitution, to declare a mandate!
Mr. VANDERLiP. Absolutely; it has the obligation under the Con
stitution. The Constitution says so.
Mr. CRoss. May I ask for your reaction on this amendment, which
I propose to offer in that connection: It shall be the duty of the Fed
eral Reserve Board, with the use of the powers herein granted, con
tinually to maintain, as near as possible, the wholesale commodity
price level comparable with the wholesale commodity price level cov
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ering the period from January 1,1921, to December 31,1929, thereby
stabilizing the purchasing power of the dollar and make it an honest
dollar by making it dependable as a measure of value.
Mr. VANDERLIP. I should agree with that whole-heartedly.
Mr. GiFFORD. Would you withdraw all credit for those who pro
duce and stop overproduction?
Mr. VANDERMP. I would limit the total volume of bank credit.
You have a section in this bill in reference to the cash reserves that
must be held back of deposits, which gives you control of the total
volume of bank credit. I believe that is necessary to a managed cur
rency in a country where bank credit forms such a large proportion
of the purchasing medium, as with us.
For example, if you set up such an objective as you mention there,
a price index, and prices were raised to that level, there might then
come a wave of optimism both on the part of borrowers and the
bankers, and with the huge surplus reserves that there are, you could
have an expansion of bank credit which would carry prices to some
enormous height, in spite of almost anything you could do with the
currency itself.
I
would object most deeply to Government functionaries having
to do with individual bank credits what some call the " nationali
zation " or " socialization " of the banks. But I do believe that in
the management of the currency the managers should have a control
over the total volume of bank credit and should be able to put a brake
upon too rapid an expansion, so that prices could not be inBated and
carried away beyond their currency control.
Mr. GiFFORD. "Pressing my question further, overproduction causes
an immediate crash in prices. Can you carry your money control
so far as to control production to that degree!
Mr. VANDERUP. Certainly you could control production if you
controlled the total volume of bank credit.
Mr. GiFFORD. Could you carry that to that particular commodity
that is overproduced?
Mr. VANDERLIP. No; a particular commodity might be overpro
duced.
Mr. GiFFORD. And it may be done in such large proportions as to
afFect many other commodities of a similar kind ?
Mr. VANDERLIP. That is conceivable. But people look for some
one thing of great significance that might go wrong under such a
system to prove that everything goes wrong under such a system as
we have had. To come to a currency that was managed, to use the
language of the President, " so as to give the same purchasing and
debt-paying power throughout a generation ", would be one of the
most beneficent acts Congress ever passed. We could afford to have
incurred all the indebtedness—the billions of indebtedness—we have
in this depression to get such an act.
There is an objection raised to setting up a price index as an
objective. I was talking with a very distinguished member of the
Government last night. His objection was this: " How do you know
if you got back to the price level which you would have named, that
you would have full employment—or perhaps we ought not to go
that high—that we would have full employment then? You want
to leave that to the discretion of the managers."
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A stable currency which I want to see, a currency that will have?
throughout a generation, the same command over goods, the same
purchasing power and debt-paying power, is not a cure-all for every
evil. Our currency difficulty has been the root evil, but a sound
currency bill will not make hair grow on a bare head; it will?not
prevent technological unemployment; it will not completely cure the
agricultural situation, although it will profoundly help it. If you
do not ask too much of a currency bill nor expect a vast amount, you
will get it if your bill is sound,
The CHAIRMAN. If I understand you correctly, the objective out
lined in the amendments proposed by the Governor of the Federal
Reserve Board are all desirable?
Mr. VANDERLip. Yes, sir ; that is, at least, those that apply to the
management are desirable.
The CHAIRMAN. And the ends set forth to be sought by those
amendments you regard as to be desired, do you not!
Mr. VANDERLip. In the statement of objectives?
The CHAIRMAN. Yes.
Mr. VANDERLip. They are too obscure to me to be able to analyze*
The CHAIRMAN. He says, " conducive to business stability." That
is desirable, is it not!
Mr. GOLDSBOROUGH. That is a generalization.
Mr. VANDERUP. That is a generalization.
The CHAIRMAN. To overcome, if it is necessary, unstabilizing fluc
tuations in the general level of production.
Mr. VANDERLip. What are unstabilizing fluctuations in the gen
eral level of production!
The CHAIRMAN. I think you pretty well outlined that briefly
already. That is what we want to get away from. If I understand
you, you agree that that is desirable, but you think those ends can
best be accomplished by reaching a desired price level and trust that
to accomplish other desirable results and let that be our guide.
Mr. VANDERLip. If Congress chooses a price level and it becomes
obviously a wrong standard, Congress has the power to change it;
but it ought not to delegate that power to the wisdom of a small
group of men.
You have the obligation to state the objective of a managed cur
rency when you are adopting a managed currency.
The CHAIRMAN. Let me ask you this question in that connection.
If I understood you correctly a moment ago, you said that conditions
might develop which would cause a rise in price levels far beyond
th ' ' ' ^
*"* , and that that was to be desired!
The CHAIRMAN. Then perhaps I misunderstood you.
Mr. VANDERLip. I said that with the management of currency
alone you might get a rise in the price level above your stated ob
jective.
The CHAIRMAN. That is what I understood you to say.
Mr. VANDERLip. Let me go on. Because price is a function of the
total purchasing medium, and the total purchasing medium is made
up of the currency and bank deposits, therefore the control is both
by currency and the total volume of bank deposits. You must have
that power. You have it in the bill, perfectly stated.
There is much of this bill that I approve.
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The CHAIRMAN. If I understand you, you approve the machinery
established and you approve the powers granted, but you do think
that there should be a specific direction rather than a declaration
of general policies.
Mr. VANDERLip. Above all else, I believe that there should be a
general and specific direction. I do not want to give quite as sweep
ing approval as you made me give in your question.
Mr. RuiLLY. In other words, you think because Congress has this
power it should tell this authority just what to do?
Mr. VANDERLip. Yes, sir.
The CHAIRMAN. Let me ask you one other question. I think now
I understand that, as you view the matter, it might be possible that,
although we outline a specific price level as a guide, conditions might
develop that would lift us beyond the level desired.
Mr. VANDERLip. No; they would not lift you beyond that desired
level with the control of the ratio of reserves to deposits which the
bill gives you. You can prevent that.
The CHAIRMAN. You think that with that power, properly exer
cised, that cannot happen?
Mr. VANDERLip. Absolutely.
The CHAIRMAN. Then I want to ask you this question: How far,
in your judgment, do the activities of other governments, and con
ditions throughout the world, enter into our efforts, and the results?
Mr. VANDERLip. There is no reason whatever why we should not
do this independently. England is doing it independently, and most
successfully, today. England is managing her currency, detached
from gold, against a price level, holding her domestic price level
within narrow fluctuations.
The CHAIRMAN. How long has she done that?
Mr. VANDERLip. Since she went off gold, since the Ottawa C ^
ference.
The CHAIRMAN. That was only a few months ago.
Mr. VANDERLip. No; it was since she went off gold.
The CHAIRMAN. The Ottawa conference was last year, was it not?
Mr. VANDERLip. No; the Ottawa conference was in the summer of
1932,1 believe. But they did it back of that.
The CHAIRMAN. What I was going to ask you was this. Our
trouble seems to arise only upon occasion. Some of our friends
say it comes in cycles, and all that sort of thing, which I do not be
lieve. But that has been periodic.
But I will ask you to address yourself to this inquiry, whether
or not the practices that have been employed in Great Britain have
been tested out long enough to assure us that they will protect
against periodic developments such as we have experienced under the
old order.
Mr. VANDERLip. They have been tested out only for 3 years; never
theless, in that time, in days of great depression with us, they have
given England a measure of prosperity almost equal to what she had
in the peak days of 1928 and 1929.
Mr. GiFFORD. Right there, let me ask you this question: You do
not think for a minute that this country would stand for those harsh
measures that England has adopted, cto you? Suppose labor had
even an inkling of what might happen to it if our currency was
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managed in the way that England managed hers in the last 3 years,
what do you think would happen?
, You have read, have you not, about the criticism they made oi us
for allowing labor to get the prices that they get in this country,
when they have said they would never have allowed any such condi
tion over there ?
Do you think for a moment that such harsh treatment, in con
nection with whpt we are trying to do in raising prices, as compared
with what they are trying to do in holding them down there, would
be endured in this country for a moment?
Mr. VANDERLip. I have observed with my own eyes a comparison
of labor conditions there and labor conditions here. Take, for in
stance, the building industry over there. England, in the last 3 years,
has constructed more houses than all the other countries on the con
tinent of Europe together, and, I guess, plus what America has done.
Compare that with our own situation, where 80 percent of the build
ing-trade industry is idle.
Mr. GiFFORD. But compare the prices paid there, the wages of
labor in building operations, with the prices paid here; do you think
for 1 minute that our people would stand for that?
Mr* VANDERMP. I have read their criticisms of the payments we
make to our labor here.
Mr. GiFFORD. Do you agree with me that the wages paid to their
labor in building operations are extremely small, as compared to the
wages we pay to our men, organized into unions?
Mr. VANDERLip. I think this takes us off the point.
I think one of the causes of our depression has been that labor has
not received enough of the fruits of industry to enable them to pur
chase the products of industry.
Mr. GiFFORD. When they band themselves together and will not
work for less than $12 or $15 a day, will managed currency cure that
as it has cured it in England ?
Mr. VANDERLip. I do not think it was that that cured it in Eng
land. Of course, managed currency will not do a lot of things.
Mr. GiFFORD. Do not let us boast about what England has done by
her managed currency, with the harsh treatment she has accorded her
people, and then ask us to endure that for a minute.
Mr. HoLLiSTER. As I understand it, Mr. Vanderlip, you are speak
ing particularly with respect to title II. You said that there are a
great many things in title II that you are very much in favor of, but
chiefly you thought it did not state speciScally enough the object to
be attained.
Is there any other provision in title II that you do not like? Take,
for instance, the make-up of the controlling Board itself; is not that
highly important?
Mr. VANDERLIP. It is highly important. I think there should be
no ex-ofEcio members of that Boacd. They are appointed by the
President, and capable of being, perhaps, not removed, but dipla^
matically put out of the picture as members of a Board on which
the Secretary of the Treasury is known to voice the President's
opinion, as must always be the case; and you will find that the Secre
tary of the Treasury can outvote a majority of the Board; that is,
the Board will conform. I think it is wrong to have ex-oiBcio mem
bers of the executive family on this Board.
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Mr. H0HJ8TER. How do you feel about having a governor who
could be removed at the will of the President as the chief man on the
board, as he always has been ?
Mr. VANDEBLip. I would not choose to do it that way, but I would
like to do it in a different way. To my mind, if Congress will spe
cifically state this mandate, the character 01 the people who are
carrying it out becomes far less important. If you will specifically
set up a mandate as to the price level, and make it mandatory when
current prices are below that level to raise it, then they must inflate;
then they must use one of the half-dozen levers, or all of them, to
raise prices.
The CHAIRMAN. You desire a control of law as far as we can, and
leave as little to varying judgment of men as we can!
Mr. VANDERLip. Yes, sir.
Mr. HoLLisTER. You visualize the board as a body with little dis
cretion, but merely following the distinct purposes set up in the law,
and the provisions here, which are so easy to be handled that the
discretion of the individual is rather unimportant?
Mr. VANDERLip. I would compare it to the Supreme Court of the
United States. A judge of the Supreme Court does not say whether
he thinks the law is good or bad law; he says, " Does it come within
the meaning of the provisions of the Constitution?" I want this
governing body not to say, " Well, I think personally we ou^ht to
inflate," or " I think personally we ought to deflate." Their job is
cut out for them. You said this price level must be attained, and
they must inflate or deflate when current prices are above or below
that level. They have a large measure o f judgment, and it should
be a body of trained men, because you put into their hands six dif
ferent levers to work.
Mr. GOLDSBOROUGH. You might state what those levers are.
Mr. HoLLisTER. Let me follow my point for a moment. You be
lieve that as far as it is possible they should be removed from po
litical control, and that to that extent it would be better.
Mr. VANDERLip. That would be better.
Mr. HoLLisTER. And probably they could be removed.
Mr. VANDERLip. Yes. I am not afraid to have that amount of
political control over a board as the Federal Reserve Board now
stands, appointed for 12 years. They are long appointments. But I
would rather have a board insulated from both business and political
pressure.
Mr. HoLLisTER. Or banking pressure?
Mr. VANDERLip. That is business pressure.
The CHAIRMAN. Let me ask you this question in that connection:
Suppose we should adopt your view and undertake to lay down a
specific guide for the Federal Reserve Board, and we set up that
Board with a tenure of 12 years, and release them with those powers.
They do not have to run for election----Mr. VANDERLIP. No.
The CHAIRMAN. Like the Representatives, who make the law.
They are responsible to nobody after this power has been placed in
their hands unless they recognize the right of removal, about whidi
there may be some question.
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What would you do in such a, situation if the Boa^d, in such a
situation, was unsympathetic, and for reasons satisfactory to them
selves but no satisfactory to the country, said they could not do it
and that the ends desired could not be attained?
Mr. VANDEBLip. I know how easy it would be to do that under this
mandate that is proposed, which is not clear to anybody. It is not
specific. Make your mandate specific.
The CHAIRMAN. I am assuming that our mandate would be such
as you consider desirable. What would we do, if under such a man
date, they gave some reason that they found satisfactory to them
selves for not carrying out the mandate of Congress, and they were
in ofHce for 12 years, and had those powers, without the right to
recall them?
Mr. VANDERLIP. You could impeach them, of course. If you setup
a price level, they will have to inflate or deflate if the prices are above
or below. The price level will be known; your stated price level
\vould be kno^n, and their action would be direct.
The CHAiRMABf. If I understand you correctly, you would give
those broad powers to the Board and recognize it as a body analagous
to the Supreme Court!
Mr. VANDERLip. Yes, sir.
The CHAIRMAN. And the Supreme Court judges could not be im
peached for an unwise exercise of judicial discretion by the Supreme
Court, could they ?
Mr. VANDERLip. I am not a lawyer, and I do not know.
Mr. CRoss. I do not think there is any discretion here. You have
a wholesale commodity price level that is a Rxed thing.
The CHAIRMAN. I am wondering about this. We can find in the
case of the Federal Reserve Board itself where the law specifically
set up definite machinery, but we did not create the oSice of Chair
man of the Federal Reserve Board. They did that without provi
sion of law.
Mr. HANCOCK. Will you not tell us what you would do today to
accomplish the maintenance of the price level if you were a member
of the Board and had the powers or levers at your command?
Mr. VANDERLIP. I would have to know what the mandate was.
Mr. GoLDSBoRorGH. Raising the price level to that of 1926.
Mr. VANDERHP. If that is the mandate, there is one thing more.
There should be no attachment of this currency to gold. That
may shock some of you.
Mr. GOLDSBOROUGH. There are a lot of us whose feelings it does
not hurt.
Mr. VANDERLIP. You should have a broad, proper gold market
in which anybody can trade, as in the wheat or cotton market, and
do what they would with the gold.
There is one thing that Congress has not the power to do, and
that is to stabilize the foreign exchanges and at the same time stabi
lize prices. You cannot do those two things; you have to choose
which you are going to do.
?
The CHAIRMAN. Right there you have reached the discussion that
I sought to invite your attention to a little while ago.
?You say they cannot do both.
Mr. V A N D E R L IP . No, sir.
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The CHAIRMAN. Can they do one* permanently without the other!
Mr. VANDERMP. Yes, sir.
The CHAIRMAN. I will be glad to have you discuss that.
Mr. VANDERMP. They did it permanently. They established the
stability of foreign exchanges. The whole world has always been
ready to take gold as a Rnal payment in making money settlement of
trade balances.
When Congress attached our dollar to a given weight of gold they
gave to the whole world a put-and-call option to either sell gold at
a Rxed price or to buy gold at a Sxed price. Anybody with gold
anywhere in the world could bring it here and demand its value at
33.22 grains to the dollar. Anybody with free credit anywhere in
the world, with free capital, could, through the stabilized exchanges,
buy a New York bank account and draw against that in currency
and demand gold, and get it, up to the time we went off the gold
standard.
The whole theory of the gold standard was that if a country ex
ported less than it imported, that balance had to be settled in gold,
and then it was a beautiful regulator of foreign trade.
The gold went up and interest rates were raised as a result, because
it alfected your currency about 10 times, that withdrawing of gold.
That made interest rates higher, it restricted credit, and it lowered
prices. The very heart of the theory was that if the stabilized for
eign exchange Ructuated your prices you could then go out and have
a good market to buy it and a bad market to sell in, and you could
correct your unbalanced foreign trade.
That answers your question, can you do one without the other.
You have done one, and you can do the other. You can have a
stable price level, but you will have a Rucutating foreign exchange.
Our domestic business is 95 percent and our foreign business is
<5 percent of our business. It seems to me, however, that you should
begin to stabilize domestic prices and not foreign exchange.
The evil of the gold standard was that it led to a breaking down
of foreign trade, in this way: Every nation needed to protect its gold
gtock. Therefore, they set up embargoes and quotas, every obstacle
to importing goods into a country because that importation might
take gold out of the country. Happily, now all but three nations
are on the gold standard, and I think we will get an improvement
when they are all off, that is, an improvement in our foreign trade,
because I think some of these obstacles to foreign trade which were
erected to protect gold stocks will be removed.
Mr. GOLDSBOROUGH. If it is agreeable to you at this time, Mr.
Vanderlip, I think it would be illuminating to the committee if you
would state those six levers you referred to.
Mr. VANDERLIP. I would have all currency issued by this body,
call it a monetary authority, if you choose, as we have. But let us
drop that and call it the Federal Reserve Board. That currency
should be the exclusive currency of the country. I do not want the
Federal Reserve banks to issue it. It must be done by the Govern
ment.
Mr. GOLDSBOROUGH. It must be society itself.
Mr. VANDERMP. It should be done by the Government of the
United States, as far as the Treasury is the Government, or have
some entity, we will epil it the Federal Reserve Board if that is more
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agreeable. But have an entity that is absolutely and wholly an arm
of the Government.
They would take over all the gold that the Government has and
all the silver, paying for the gold, presumably at the present price
of $35 per ounce, and they would issue their circulating notes against
that.
I would have taken away the currency privilege from the Federal
Reserve banks. I do not believe that the issuing of currency is a
proper banking function; it is a function of the Government, and all
pront which lies in it should go to the Government.
But having taken that away, and wanting to maintain the Fed
eral Reserve System for what it was organized to do—to be a central
reservoir of reserves, a place where banks could rediscount—we would
have to give them a certain outlet so they could rediscount.
So I would have it mandatory upon this body that they would
always rediscount the rediscounts of the Federal Reserve regional
banks, and any Federal Reserve bank, in turn, could come to this
body with its rediscounts, and this body would be under obligation
to rediscount them. So the Federal Reserve regional banks could
always get currency, just as they can get it now. But it would only
be the one kind of currency.
Then I would permit this body to buy and sell short-term Govern
ment obligations. I should prefer that they had not over a year to
run. It should also be permitted to buy foreign exchange and
bankers' acceptances. The balance sheet of this body you could write
on a visiting card.
On the liability side there could never be but one item, circulating
notes outstanding. This is not a bank. It never receives deposits?
and it never could owe anything except its circulating notes out
standing.
It could not get out a note except for these items on the other side?
which would consist of gold and silver, rediscounts of the Federal
Reserve banks, United States short-term obligations, foreign ex
change, and bankers' acceptances. There is your whole story.
They will control the interest rate in a measure by being able to
name the rate at which they will rediscount the rediscounts of the
Federal Reserve banks.
They can vary the amount of gold that there is under a dollar,
because they will buy and sell gold in a free gold market, just as the
Bank of England does it itself at the direction of the British
Government.
Under the old compensated-dollar plan, people thought of changing
the gold content of the dollar from day to day. That would have
been a very dif&cult thing, and was not far-reacliing enough to control
the price level. But here you change the price of gold in dollars—or
the gold equivalent of the dollar—every day, if necessary, only you
do it in an open market for gold.
The gold value of the pound sterling is changed daily as the open
market for gold fluctuates, but nobody has any objection to that. The
fact that the pound buys the same amount of goods all the time is the
satisfactory feature.
The CHAIRMAN. The important thing in this country is to get &
dollar that will pay debts.
Mr. GOLDSBOROUGH. Will you ple&se complete your statement !
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Mr. VANDERLip. What kind of a dollar will the debts of the United
States be paid in if we do not look out! You are going to the poor
people today with a baby bond and saying to them, ^ Give us $75 and
we will pay you $100 in 10 years/' Rave you the slightest idea what
the value of the dollar they get back will be! Will they have earned
interest on their money or will they have lost some of their principal
when the bond is paid! Unless you stabilize your dollar to a pur
chasing value----Mr. GOLDSBOROUGH. Will you proceed and tell us about your levers,
if you do not object!
Mr. VANDERLip. The thing is so simple—I have given them all to
you.
Mr. GOLDSBOROUGH. All right.
Mr. VANDERLip. This body would have the choice of using some of
those levers or throwing on all of them. They play the piano, but
you set the tune. They must inRate if current prices are below your
stated price level. But what is so much more important, they must
deflate if prices get above the price level, and we are saved from a
runaway inRation. We will know that in a generation the dollar will
have the same purchasing and paying power. We will know that
when we buy an insurance policy or an annuity, or when we borrow
some money, we will be paid or we can pay back with the same kind
of a dollar that we started with.
Mr. GOLDSBOROUGH. Mr. Hancock asked you what you would do
at this time in a period of delation. I would like to supplement that
by suggesting that it is probably more difBcult to cure deSation than
to restrict inRation.
Mr. VANDERLip. You can pull on a string, but you cannot push
a string.
Mr. WoLcoTT. How would you inRate to get the price level back!
Mr. VANDERMP. It is perfectly simple. Probably the important
thing would be the purchase of short-term Government obligations,
and the putting out of currency.
Mr. WoLcoTT. It is a very important matter, but this committee
is in somewhat of a quandary as to what the economists believe in
that respect.
Mr. VANDERLip. Do not believe any of them .
Mr. WoLcoTT. Last year we had hearings on the bill providing for
a Federal monetary authority, and you came down and gave us your
advice. As I recall, many of the economists were of the opinion
that the volume of money had little relation to the commodity price
index.
Mr. VANDERLip. I am not an economist, but I think that is a
perfectly silly proposition, with the experience that the world has
had with inRation.
Mr. WoLcorr. Of course, we are taught to believe that the volume
of currency has a decided inRuence on the commodity price index,
and I recall very distinctly that there were about as many opinions
on that question as there were economists who appeared before us,
all the way from Pearson up to Fisher, or vice versa. So I wil!
say very frankly I have not decided; I have kept my mind open in
the hope that the economists would eventually get together and
decide for us whether the volume of the currency had a relationship
127297—35----- 54
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to the commodity price index that
have always been given to
believe it did.
*
They tell us that the volume has little or no relationship to it, but
that velocity controls it. In the Federal monetary authority bill,
you suggest the only brake which we have on the velocity of cash
currency and deposit currency and on bank credit is the open market
operations of the Federal Reserve open market committee, or what
ever body is set up for this purpose.
If it should develop that the theory of these economists who claim
that velocity controls and volume does not control is correct, then
have we provided anything in any of these bills for the control of
inflation, or, the reverse, for the control of deflation ?
Mr. GOLDSBOROUGH. Let me say this right there. These economists
who claim that the volume of money does not control the price level
undertook to base their statements, on what they said was a fact,
and it is a fact^ that the banks now have tremendous reserves which
they are not using.
Mr. W oLcoTT . I may say that the theory under which the admin
istration is proceeding today, in following the advice of Professor
Warren, who spoke to us through Professor Pearson last year, is—
and he believes, honestly and sincerely believes—that velocity has
no connection with the price level, and that volume has no connec
tion with the price level, but that the price level is tied to the value
of gold, and he would control the commodity price level by fluctua
tions in the price of gold. That is the theory the administration
is following today, and I do not know, and I do not believe the ma
jority of the members of the committee know, which theory to fol
low. That is what causes the confusion.
Mr. VANDERLip. Under the power conferred in this bill to fluc
tuate the ratio of reserves to bank deposits you would have the
power to go up to a hundred percent, if you wanted to. You can
absolutely control, with that power.
Price is a function of the total purchasing medium, and that is
why you have to take in this control the total volume of bank de
posits, because bank deposits as well as currency are purchasing
media.
Mr. WoLcoTT. My point was simply this. Assuming I have a
deposit of $500 to my account. The checks I issue against that,
to all intents and purposes, are currency, and the number of times
I turn that account over, they tell us, controls the commodity price
index, and it is the turn-over of these things that the control or
authority has no jurisdiction over, that might control the commodity
price index.
Can this authority tell me how many checks I will draw against
the $500 ? I might draw 1 check, or I might draw 200 checks.
Mr. GOLDSBOROUGH. I might overdraw my account.
Mr. WoLcoTT. Those 200 checks go through that many hands,
and the velocity increases in propoAion. I am asking for infor
mation.
What curb have we, or what regulation have we, governing the
number of checks that a person shall issue, which are the same as
currency issued from the Treasury through the Federal Reserve
banks!
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Mr. VANDERUP. It is perfectly true that velocity has an effect on
prices, as well as the volume of currency, and that by controlling
the volume you can compensate for a change in the velocity. If
your velocity increases you can decrease your volume, and you can
keep your price level.
Mr. WoLcoTT. We have been told that the velocity of bank currency
or credit currency depends largely upon the ability of the people to
borrow from the banks, and I assume that could be regulated some
what by regulation by the authority of loans made by the banks.
But is there not the danger that when this authority starts to tell
the banks that they shall not make loans—and they have tried to
regulate it, of course, heretofore by raising the rediscount rates—is
there not a danger of people beginning to fear that the same thing will
happen that happened in 1929, and then proceed to draw out their
deposits, thinking that the banks are unsafe ?
Mr. VANDERLIP. I think there is none of that danger.
Mr. CRoss. Would it not have a different psychological effect when
you put the price level as a standard, that business and everyone else
practically would feel that it would go there, and people would buy
and have faith in prices going to that point?
Mr. VANDERLIP. It would be a breath of conRdence which we so
terribly lack now.
Mr. GiFFORD. I am rather new on this committee, Mr. Vanderlip,
and I must be taught a good deal.
In connection with this wholesale price level, you seem to take it
for granted that it is determined by a large number of commodities,
and you have it in your mind all the time, I presume, that the dollar
shall be stable, so far as concerns the man who is trying to live in this
country and pay his debts.
But you do not have in mind the farmer, whose wheat or cotton may
go way down in price, and who may look at you and say, " My wheat
and corn are way down, but this other fellow has held the dollar up
to just the same value." You do not care about the wheat farmer
or the com farmer or anybody who produces.
Mr. VANDERLIP. I care profoundly about him.
Mr. GiFFORD. It does not look that way.
Mr. VANDERLIP. Let us analyze that.
Mr. GiFFORD. There is an army of all sorts of productive interests
in this country, but you pay no attention to them. Their products are
all down, but the dollar is up.
Mr. VANDERLIP. I am paying the most acute attention to them.
Mr. GiFFORD. I am interested in them, and I want to be shown.
Mr. VANDERLIP. The price of cotton and the price of wheat are
world prices, are they not! We cannot maintain our cotton values
by storing it or burning it.
Mr. GiFFORD. Your remarks a while ago would indicate that we
were going to pay no attention to world prices, but that we were
going to take care of the 95 percent of our own market.
Mr. VANDERLIP. The world price of cotton, with every country off
the gold basis, will be translatable from one currency to another by
their respective prices of gold. There will really be a price for
cotton in terms of gold that can be translated into each currency at
whatever that currency's relation is to gold, or by naming the price
of cotton in the currency of that country.
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Mr. GiFFORD. Not when there is an embargo on cotton going to
another country.
Mr. VANDERLip. If the price of gold advances, the dollar price of
the commodity will advance. We saw that to be so, and saw it to be
so with rather remarkable accuracy in the repeated deflation of the
dollar in gold.
This act, instead of being harmful to the farmer, will be a strong
influence to bring about an equalization and to get over this disequi
librium between agricultural prices and other prices.
Mr. GiFFORD. Granting that, what are we going to do in the case
of Japan, when she prefers to and will buy cotton of India! How
will that help us in any way to keep up the price of cotton insofar
as Japan is concerned?
Mr. VANDERLip. We have lost our predominant place in the
world's cotton market.
Mr, GiFFORD. How does that apply to that cotton!
Mr. VANDERLip. We are not going to keep Japan and Russia out
of war with a currency bill.
Mr. GiFFORD. Then your currency scheme cannot cure that, and
your credit scheme would not cure that at all.
Mr. VANDERLip. All right.
Mr. GOLDSBOROUGH. Ftulowing Mr. Gilford's questions, you do not
mean to say that a sound currency scheme in this country which
would obviously be reflected in the currency plans of other countries
would not tend to create an economic condition which would tend to
prevent war, do you!
Mr. VANDERLip. Well, I do not want to prescribe a currency bill
for all of the patent-medicine addicts!
Mr. GOLDSBOROUGH. I understand that; but is it not a fact that
wars are largely the creation of disjointed economic conditions, and
would not proper currency measures tend to help economic condi
tions, which, in turn, would tend to prevent war; is not that true!
Mr. VANDERLip. I should hope so, but I would not feel insured
against future wars by having even the most perfect currency.
Mr. GOLDSBOROUGH. I have not made such a suggestion.
I would like to have your opinion, because I think one of the
things which a proper currency system would do would be to very
strongly tend to disestablish national animosities.
Mr. VANDERLip. I quite agree with that.
Mr. CROSS. The point I would like to discuss with you for a moment
is this. I will take cotton, because I produce a good deal of cotton.
Mexico is not so far below me.
When you buy cotton in this country, that is to say, when England,
for instance, buys cotton in this country there has got to be first
a translation of the pound into the dollar in order to pay me my
11 cents a pound for cotton.
When you translate the pound into American dollars, instead of
getting par, the pound, with the new dollar, is worth $8.24. I am
looking at the exchange table.
Mr. VANDERLip. I do not understand that figure.
Mr. CRoss. Just listen to me for a moment. The exchange valr
of the pound now is $4.80.
Mr. VANDERLIP Yes.
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Mr. CRoss. So, when they buy my American cotton they have got
to buy American dollars to pay me, and the exchange value oi the
pound is only $4.80 instead of $8.24.
Mr. VANDERLIP. When did they ever get $8.24!
Mr. CRoss. That is the sterling par value of the pound, with the
new dollar, $8.24. The demand value is $4.80.
If they translate that into American dollars they pay me 22 cents
for my cotton in English money, but they go to Mexico—and they
are doing this in Mexico paying 34 cents a pound for Mexican cot
ton, in pesos. And the peso is way below par, too.
So they pay the Mexicans 34 cents a pound for their cotton,
and that peso pays as much debts down there, and just as much taxes,
and helps those people just as much in paying their domestic debts
and taxes, and when they pay it in English money they only pay
17 cents, because the English penny or cent will buy 2 cents worth
down there. But when you come here it will buy half as much worth.
So when they pay me 11 cents a pound for my cotton in English
money they are paying 22 cents. So they go to Mexico and pay 34
eents.
In India their money is attached to sterling and they swap it
penny for penny. If you pay 17 cents in Indian money, which is
the rupee, they pay the same thing in English money; that is, 17
cents. They pay the cotton producers there 17 cents. So it would
be foolish to come to America and pay me 22 cents when the Eng
lish money can be translated into the same number of units in
India.
Mr. VANDERLIP. All those things refer back to what each cur
rency will exchange for in gold dollars, and the gold price in each
currency will come out just about the same. The net prices are
the same when they are referred back to a common point.
Mr. WoLcon?. Is not that all dependent upon all of the gold
nations, establishing the same value for an ounce of gold!
Mr. VANDERLIP. The same value in what, in their currencies!
Mr. WoLcoTT. The same as the exchange value at the present
time, whether it is in their currency or not, as long as there is a
stabilization of the gold value that is recognized by all of the
countries.
We pay $35 an ounce for gold, and England, in the equivalent of
their money, pays perhaps $30. France might pay $28 or $37.
Mr. VANDERLIP. But England does not pay dollars; it pays
pounds.
Mr. WoLcoTT. I mean in terms of dollars; reduced to dollars.
Mr. VANDERLIP. Wait a minute. If you do that, you have to as
sume stabilization between the dollar and the pound.
Mr. WoLcoTT. Yes.
Mr. VANDERLIP. There is no such stabilization.
Mr. WoLcorr. Do you not tie this dollar to the value of an
ounce of gold!
Mr. VANDERLIP. I tie the dollar to the 1926 value for an ounce
of gold in each currency.
Mr. WoLcorr. If the value of an ounce of gold is the same in
England, in India, in the United States, and in Mexico, following
the illustration used by Mr. Cross, then when you reduce these
other moneys into terms of dollars we are all on an equality, and
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I predicated my question upon that. Does not this scheme depend
largely o nail nations, establishing an international value of gold?
Mr. VANDERLIP. Not in the slightest. You just said that the price
of gold is the same in England, Mekicd, hidia, and the United
States. What do you mean oy that; the price of gold measured in
what ?
Mr. WoLcoTT. In that example we are talking in terms of a bale
of cotton.
Mr. VANDERLIP. The value of gold—its purchasing power—will
be the same in India, Mexico, and the United States. If you trans
late the relative differences of their currencies, you are measuring
in the currencies of those countries. You could take Mexican money
to buy gold, or you could take Mexican money to buy United States
money, and then buy gold, and the result would be the same. That
is, the value of gold is the same in the three places. But you are
obscure as to how you measure the value of the gold dollar. You
measure it by different measuring sticks.
Mr. WoLcoTT. I think that is the whole point. Assuming, for
instance, that you take 70 pesos to buy an ounce of gold, the relation
between the peso and the dollar would be 2 to 1, and the value of
the peso would be 50 cents.
So, if a pound of cotton sold in America at 22 cents, it would sell
in Mexico for 44 cents, and in England, in reducing its pound to
pesos or dollars, it would have the same relative value.
Is not that all dependent, is not the value of the peso and the
purchasing power of the peso and the dollar, dependent upon the
world value of gold!
(Thereupon the committee took a recess until 2:30 p. m.^
AFTERNOON SESSION

The committee reconvened at 2 p. m., at the expiration oi
recess.
Mr. REILLY. Gentlemen, please come to order.
Mr. WoLcoTT. I think that I had a question that I asked Mr. Va
derlip that he wanted to answer before we go any further.
Mr. REILLY. All right, Mr. Vanderlip.
Mr. WoLcoTT. The proposition was that Mr. Cross had raised a
question that we remove the disparity between the currencies of the
different countries of the world so that the price of cotton would be
the same in England and Mexico and the United States, and so on.
We were discussing the reason for that, and it was asserted that it
was all tied up to the international value of gold. I think that was
the line on which we were progressing.
Mr. VANDERLIP. That is the case. Cotton sells substantially in
every market of the world for the same number of grains of gold.
The prices differ in the currencies of those countries in just the
same proportion that those currencies bear to gold.
But if you would raise the price of gold in this country, you would
raise the price of cotton in dollars, because the price of cotton would
remain the same, reckoned in gold, and the dollar has a new relation
to gold—not so valuable.
In thinking of values, you have got to think in terms of relativity.
The value is the exchangeable quality of the commodity for other
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

BANKING ACT OF 19 3 5

851

commodities of commerce, Jand a deRnite weight of gold is not a
measure of value, because its exchangeability for other commodities
fluctuates.
M r. WoLcoTT. That was my point that, because of the relative
value of an ounce of gold fluctuates, it causes a fluctuation on inter
national exchange which is not overcome by the stability of the cur
rency of one particular country, without agreement among the coun
tries that an ounce of gold would have a stable value for all inteinational purposes.

Mr. VANDERLip. The point of reference of all of these currencies
is to an ounce of gold, and currencies will—it will take as much cur
rency to buy, in one country, an international product as it will take
in another, if you translate those currencies into their exchange
ability for gold.
Mr. FoRD. M ay I ask one question!

Mr. REILLY. Proceed.
Mr. FoRD. Mr. Vanderlip, there is one thing I would like to ask
you, and that is this: You say that we are speaking of deflation
and inflation, if we put a direction in this bill that says to the Fed
eral Reserve Board they should bring on a stabilization of our dollar
on the basis of the 1920 to 1929 average price level, which is sup
posed to be some place around the price level of 1926; and if, in the
course of 6 months, we will say, there was a tendency for prices to
rise beyond that level, could the Federal Reserve Board, by utilizing
its existing levers—for instance, it could raise the reserve rate, it
could order the open-market operations, or it could fix a new redis
count rate—would that, in your judgment, operate to keep things
stable ?
Mr. VANDERMP. You say they could change the exchange rate!
They cannot change the exchange rate; they can change the price of
gold. If you detach yourself from gold, with the others powers—
and all of them that are now in the bill—you can absolutely stop the
inflation above the stated level that you authorize*
Mr. FoRD. That is your reasoned judgment?
Mr. VANDERMP. Yes.
Mr. WiLLiAMS. Now, Mr. Vanderlip, I understood you to say this
morning—and I did not understand that you had finished the argu
ment you had with someone who represented the Government with
reference to your objective, or the objective that you think should be
put in this bill, and that is the commodity price level, the general
commodity level of 1926, or from 1921 to 1929—if that was raised,
or if you should stabilize that price level, and if there is still left a
large army of unemployed, what would be the result of that? Or
would the fact that the price level was raised to that point neces
sarily carry with it business revival and revival of employment?
Mr. VANDERLIP. Not to full employment, necessarily. During that
period in which we had that price level, we did not have full employ
ment. The question of technological unemployment is a very serious
question, and I believe we have to have social legislation to cope with
that problem; you cannot insure complete employment by a currency
bill. I do not pretend it would do that.
Mr. FoRD. Is not there an element of unemployables in the
country?
Mr. VANDERLIP. Certainly, probably 2,000,000, or more.
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Mr. W iLLiAM S. Would there not also be an army of 12,000,000 or
13^000,000 unemployed!
Mr. VANDERLIP. There will not be if you reestablish the price level
of 1921 to 1929.
M r. WiLLiAMS. W ell, now, what assurance have we that we will
get back employment! I t seems to me that it would not be desirable
So stabilize this price level, unless it brought with it a, full measure—
I will not say a complete measure— of employment; but if we still
had a large army of unemployed, it seems to me we have not gone
anywhere.

Mr. VANDERMP. You have not got your price level high enough,
or the change of the price level does not do any good. Which alter
native is there!
Mr. W iLLiAM S. Well, it is just a question of whether one will
produce the other or not; whether an increase of your price level,
say, to the 1926 level, will bring back into employment this large
army of men.
Mr. VANDERMP. That must be a matter of opinion. My opinion
is, it will bring back into employment A great proportion of the
unemployed.
Mr. WILLIAMS. As I remember the chart that was submitted to us
by the Federal Reserve authorities when they appeared before this
committee, it showed that England, during the last 5 years, had
been able to stabilize the price level----Mr. VANDERMP. Fairly well.
Mr. W iLLiAM S. Fairly well!
Mr. VANDERMP. Yes.
Mr. W iLLiAM S. But that it had not had any appreciable eRect
over the unemployment question, because that is a question that had
varied very, very greatly.
Mr. CAviccHiA. May I correct you there, Congressman!
Mr. WiLLiAM S. Yes.
Mr. CAViccHiA. I remember studying that chart, and it shows that
the peak was at 3,000,000 unemployed, and in the past year and a
half, or in less than 2 years, that had gradually gone down and
stopped at 2,000,000 unemployed, but the price level during that
time had remained absolutely constant.
M r. WiLLiAMS. Y e s ; there was a variation of four times as much,
relatively so, in the unemployment as there was in the price level.

Mr. CAviccmA. Yes; and I remember asking Governor Eccles this
question: That the price level necessarily has no relation to unem
ployment, according to the English chart! And he said that was
true.
Excuse me for interrupting.
M r. WiLLiAMS. I f that is true, then you get back to a question that
is bothering me considerably; that by raising and stabilizing this
price level, the question in my mind is, have we not made conditions
worse, instead of better, to the large army of unemployed?

Mr. VANDERLIP. No; in my opinion, it is the reverse.
Mr. CRoss. May I ask a question there!
Mr. W iLLiAM S. Yes.
Mr. CRoss. Mr. Vanderlip, profits depend upon prices, do they
not—adequate prices!
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Mr. VANDERMP. Not necessarily.
Mr. CRoss. I mean adequate prices. You have got to have ade
quate prices before you can have proRts. With adequate proRts
resulting in employment—I mean with adequate prices resulting in
profits, and proRts mean employment and expanding and putting
on labor, does it not!
Mr. VANDERLip. It depends somewhat on where the proRts go. If
a fair share of the pronts go to wages, so that goods are consumed,
it does.
Mr. CROSS. So that as your prices go up, proRts come into exist
ence, employment develops; and as employment is increased, the
purchasing power, as the result of labor and people getting money—
the purchasing power develops and increases.
Now, does it not all hinge right back on having a price level that
is adequate and that will bring about—and we do know we did
have proRts and lots of activities when we had such a price level,
whether in 1926 or from 1921 to 1929.
Mr. VANDERMP. There are many situations that hinge on the neces
sity of having a higher price level, or going into bankruptcy. When
you have debts incurred on the higher price level, and people cannot
pay them on the present price level, there is insolvency.
Mr. CAviccHiA. Mr. Chairman, may I ask through you whether
Mr. Vanderlip has Rnished expressing to this committee his views
on the monetary question; because there are some other parts of
this bill that some of us would like to ask a question or two about.
Mr. VANDERLIP. I have been handed, during the recess, the recom
mendations of the American Bankers' Association; and in the main,
they are favorable to the bill. As you know, they want some altera
tions of it.
Mr. WoLcoTT. Are they favorable to title I I of the b ill!

Mr. VANDERMP. Title II, in the main; yes. They want some
changes in the bill, but in the main they are favorable to title II.
Now, in my opinion, they do not go tar enough. They say some
thing about the mandate that you are going to give as the objective
in managing the currency. I regard that as of the most vital im
portance. In fact, I doubt—I am not a lawyer and so my doubt is
of little consequence, but I doubt the constitutionality of the bill as
it is drawn here without any mandate, at all. You are delegating
the policy you are advocating, and I do not believe you have got the
constitutional authority to do that.
The CHAIRMAN. Let me ask you this question: Are we not in
reality Rnding a different way for the exercise of the authority that
has already been conferred upon the Federal Reserve System?
Mr. VANDERLIP. Yes; I think you are, in some measure, and in a
large measure, but----The CHAIRMAN. I do not know whether the question you are
asked has ever been passed upon, or not-----Mr. CRoss. It has never been attacked before the Supreme Court.
Mr. SPENCE. They are pretty close to it in the " hot o il" case.
Mr. CAviccHiA. Mr. Vanderlip, had you Rnished?
Mr., VANDERMP. Just a moment. That, I think, is an essential
thing, that you deRne the mandate and set up the objective of regu
lating the currency. I do not believe you can delegate that.
Then I feel very deeply that you should do another thing:
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You say we are on the gold basis now. Well, we are attached to
it by the most tenuous thread. You are on the gold basis now, to
this extent, only—that gold can be obtained for shipment to another
country that is on the gold basis when the trade balance demands a
remittance and the remittance cannot be obtained through exchanges
except at a cost above $35 an ounce. You cannot ship gold to Eng
land, for example; you have got to do it surreptitiously by shipping
it to France. There is no redemption of money. You are simply
not on a gold basis at all; and if the gold bloc further fades, as I
believe it will, you will not be on the gold basis at all, under the law
as it is now written.
I think you should detach your currency from gold. You should
not have a call upon the Government for dollars by anybody who
has the gold to deposit, nor should you have a call on the Govern
ment for gold by anybody who has dollars and offers them for
redemption.
Mr. WoLcoTT. Mr. Vanderlip, in that connection, what would you
suggest that we substitute for gold as a measure of value in our inter
national exchange?
Mr. VANDERLIP. I do not recommend any substitution. Gold is the
final means of settling balances, because gold is acceptable to all
countries.
Mr. WoLCOTT. We will assume that France goes off the gold stand
ard, and all of the major nations of the world are off of the gold
standard, and the only demand for gold is for the fine arts----Mr. VANDERLIP. No; no.
Mr. WoLcoTT, Where is the other demand for gold? Then if it
is not used for a monetary base, all the currencies will be-------

Mr. VANDERLIP. All the currencies will be offered back for the
international settlement and----Mr. WoLcoTT. They are predicated upon the demand for gold
in that country which makes a market for gold, and they would
rather take gold than any other commodity because of its rarity and
worth; but if we create a situation where this gold is of no value
whatsoever as a monetary base, then the only purpose that people
use gold for is in the fine arts, except in one or two instances. Then
how can we settle our trade balances if there is no demand on the
part of France, which has an advantage because of the trade balance
in her favor? Then surely, if there is no demand for gold in any
country, either as a monetary base or for any other reason, they
will not want gold, will they ?
Mr. VANDERLIP. Oh, yes; they will want it quite as certainly as
they have always wanted it, because it is a means of settling trade
balances.
Mr. WOLCOTT. It is now; but assuming that all of the nations go
off of the gold standard and we get above our 80 percent of gold,
and the other nations say, "All right, you have got all of the gold—
you have got all of what we use for our currency; therefore, we will
go on a commodity basis; we will average the prices of commodities
as we have here in some instances "—taking 784 commodities in the
Bureau of Labor Statistics—and we will create a commodity dollar.
We don't want your gold, except as it may be a commodity, one of
the 784 commodities behind our dollar." There is no demand for
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that gold, and we will then be unable to settle our trade balances with
gold. That is my fear.
Mr. VANDERMP. I can imagine your fearing that, but I cannot
imagine that ocurring in a thousand years, because from the dawn of
civilization it has been ingrained in the human mind that gold is the
most desirable of all things.
Mr. WoLcoTT. Is not mat because of its rarity, that it has been
used as the base for the currencies of the world!
Mr. VANDERLIP. Yes; and the world is accustomed to it and will
continue to use gold to pay international balances.
Mr. WoLcoTT. We are assuming a condition where there is no
further demand for gold among the nations of the world as a
monetary base.
Mr. VANDERLip. That will be a long time before it comes, so long
that none of us will ever see it.
Now, there is objection raised to fixing the price level under a man
date, on the theory that we could not raise the price of gold, under
such an arrangement as I propose; that the only way you could
raise the price of gold would be by buying more, and we have already
got too much. Ypu remove the embargo on holding gold, so that it
is no longer a criminal offense to hold gold, so you can hold it as
freely as you could hold cotton or wheat, and you will find that there
will be such a demand for gold that the price of gold would rise
markedly, without any operations of the Federal Reserve Board.
Mr. CAviccHiA. W ould that have any adverse effect upon our com
merce, if we pay for all of our goods with gold ?

Mr. VAN D ERLip. Well, if you speak of our domestic demand they
cannot take all of our gold without giving us something in the place
of it.
Mr. CAviccHiA. And that would be gold ?
Mr. WoLcoTT. W a it a minute.

I t might be goods or—

Mr. VANDERLip. We will not take the goods.
Mr. WoLcoTT. Or perfumes or other commodities, but you see
we cannot use perfumes as a commodity behind our monetary unit.
We can exchange our gold for wheat, and so on.

Mr. V AN DERLip. No; we have been taking gold in enormous quan
tities, because we sold goods and would take no goods in return.
We will eventually drain the world of gold, if we go on in this way.
Mr. FoRD. Our trade balance this year is $421,0(X),000.
M r. CRoss. A country that has a trade balance constantly— if gold
is used to settle the international balances only, and if a country
constantly has a trade balance in their favor, does that not, o f neces
sity, draw the gold into that country?

Mr. V AN D ERLip. Certainly; so long as there is any gold to draw.
If you take goods and you cannot sell goods, what else is there left?
But foreign trade must, in the end, be the exchange of goods for
goods. That is how you have got to balance the foreign trade in the
end. I f we do not want to take any goods, we must not want to sell
goods.
Mr. Caoss. Suppose our exports amounted to $3,500,000,000 and
our imports amounted to $3,000,000,000; we have purchased $3,000,000,000 worth of foreign goods, and we have sold $3,500,000,000 of
foreign goods, which leaves us a trade balance of $500,000,000. Now,
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how are you going then to settle that $500,000,000 unless you settle
it in gold?
Mr. VANDERLIP. There is no other way, except credit. There are
only three ways you can settle a trade balance—that is, with goods,
with credit, or with gold—and if we have exhausted, in the end,
all of the gold there is, we will not sell more goods than we buy.
Mr. HoLLiSTER. And credit or debit them !
Mr. VANDERLIP. That is all.
Mr. CRoss. In credit we simply, for instance, buy their bonds ?
Mr. VANDERLip. Yes.
Mr. RmiLLY. Now, if all of the nations of the world abandoned the
gold standard, would gold go up in price!
Mr. VANDERHP. In my opinion.
Mr. REILLY. Why should it!
Mr. VANDERLip. When you say " go up in price "----Mr. REILLY. Right on that point, let me niake this statement: The
silver advocates argue that way, because silver has gone down in
price; and by demonetizing it, why should it go downf
Mr. VANDERLIP. Let us see what that means. Gold goes up in
price—in what price! In the price made in dollars. Another wav
of putting it is this: Would the dollar depreciate! Yes; measured
in gold. It ip just like the ends of the teeter ; if gold jgoes up in this
country, then the value of any particular thing depreciates as against
gold.
Mr. RciLLY. Why has it not worked with silver?
Mr. VANDERLIP. Because silver is not a commodity of international
universal acceptance.
Mr. REILLY. It is the money of the greater part of the world.
Mr. VANDERLIP. In population, perhaps. If you want to count
China—well, I doubt it; but I am not a silver expert.
Mr. REILLY. As I see it, it is rather inconsistent; I do not know.
It may be true. The argument has always been that we should have
more money, because so many nations are using gold for money that
there is not enough to go around. Your argument is, then, that
when all of the nations abandon gold, it becomes more valuable!
Mr. VANDERLIP. It will become more valuable—in their currencies.
You can put it the other way, that the currencies of all of the world
will depreciate.
Mr. R siLLY. I f you controlled our currency to the right level, our
dollars would have the same purchasing power?
Mr. VANDERUp. Not in gold.
Mr. REILLY. If gold is not used, what good is it? It is simply
like iron, or copper, or any other commodity.
Mr. VANDERLIP. It is universally acceptable.
Mr. REILLY. But it would be of no use for exchange—interna
tional exchange—would it?
Mr. VANDERLIP. There is use for it now.
Mr. REiLLY. We use it as a backing for money. France uses it
as a backing for their circulation. It has been used in three nations,
at least.
There is another question, Mr. Vanderlip. What you wanted us
to write into this bill is the speciRc direction to this monetary
authority to proceed immediately to raise the price level to 1926, and
keep it there!
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Mr. VANDERupt I f that is what ypu want to do; yes.
Mr. REILLY. Is not that what you want?
Mr. VANDERLIP. I want you to state specifically what is the objec
tive of managing the currency.
Mr. REILLY. That is your objective—the 1926 price level ?
Mr. VANDERMP. My advice is a price level. The 1926 level is not
sacrosanct in my mind, at all. I am inclined to think it is of jus
tice to the creditor, but you are not putting the 1926 price level into
effect. In respect to the debtor, it would be a disastrous thing to the
debtor to stabilize at the present price level; but the point at which
you put the price level has nothing to do with the philosophy of
managing the curremy.
Mr. REILLY. Well, I put 1926 because that seems to be the price
level that people who claim we have not enough money, want.
Mr. W iL L iA M S . Do you think that would be any advantage to the
Government, itself, or the Federal Reserve System?
Mr. VANDERLIP. I think the Federal Reserve System should be
the bankers' banks—that it should be run by bankers—but I think
it should have taken away from it the currency-issuing privilege.
The currency-issuing privilege should not be given to banks that are
operated for profit, but it should be in the hands of the Government
itself.
I would also take away from the Federal Reserve System openmarket operations. They should be conducted by the Federal Re
serve Board, if you are putting this authority into the hands of the
Federal Reserve Board. I would clothe that Board with all of the
powers for the management of the currency, but I would not have it
exercise powers over individual credits, which should not get into
socialized banking.
I should leave the Federal Reserve Board to be the bank of
bankers, and run by bankers, but I would take these privileges away.
I would take these privileges away from them that I do not believe
they should have.
Mr. W iL L iA M S . Do you not think the System could be run just as
economically and efEciently under Government ownership as it
could under private ownership?
Mr. VANDERLip. No, sir.
Mr. W iL L iA M S . You do not think t h a t could be done?
Mr. VANDERLIP. No, sir.
Mr. WiLLiAMS. There would be a saving to the Government if that
could be done.
Mr. VANDERMP. Why?
Mr. WiLLiAMS. In the interest that is paid to the member banks.

Mr. VANDERLIP. They would get all of that profit in the operation
of the Federal Reserve Board in their currency management.
Mr. CAvrccHiA. As I understood you this morning, Mr. Vanderlip,
you did say that the profit that heretofore has gone to the Federal
Reserve Board, or the Federal Reserve banks, would go to the
Government?
Mr. VANDERMP. Certainly. The Government, through this body,
would put out notes and would take over the gold and silver, which
would not pay any incpme. But it would have the Federal Reserve
regional banks' rediscounts, and the interest from short-term Gov
ernment obligations, an^ bankers' acceptances, and all of those pay
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profits. There would be huge profits, very considerable profits to
the Government from this authority that would manage the currency.
Mr. WiLLiAMS. I do not understand you to mean that'the member
banks should retain their stock in the System, and still not receive
anything in the way of dividends!
Mr. VANDERLIP. No, no; the member banks should retain their
stock in the System, and should receive 6 percent, possibly, with the
present level of interest, which is pretty liberal.
But the note issuing woud be bv the Government, and the Govern
ment would hold the assets back of the not4 issues, the interestbearing obligations, the earnings of the Federal Reserve Board,
as reconstituted, the rediscounts and bankers' acceptances—all that
profit would go to the Government.
Mr. WiLLiAMS. They would not pay the banks any interest on
their own securities!
Mr. VANDERLIP. No, sir.
Mr. CAViccHiA. They would be receiving the interest, as I under
stand, on the stock; but at the same time, if the banks got their
6-percent interest, what, after all, would be the difference, as far as
the money difference, to the Government is concerned!
Mr. VANDERLIP. The money difference would be in the profits of
not more than 6 percent.
Mr. CAViccHiA. The banks do not get that, anyway, do they!
Mr. VANDERLIP. No, sir; it is not paid over to them, but it is
accumulated as surplus.
Mr. CAviccHiA. They never have received any of that, have they!
Mr. VANDERLIP. No, sir.
The CHAIRMAN. Excepting 6 percent.
Mr. FoRD. The balance went.to surplus?
Mr. VANDERLIP. Yes.
Mr. W IL L IA M S . Who got it?
Mr. VANDERLIP. It is there.
Mr. CRoss. Up until 1933 it was to go into the Treasury!
Mr. VANDERLIP. Yes.
Mr. CROSS. In 1933 we passed an act that it was, after that, to
go into surplus; and then if, at any time, the Federal Reserve Bank
ing System was dissolved, all that would come into the Treasury?
Mr. VANDERLIP. That is correct.
Mr. WiLLiAMS. After all, it will not go to the banks?

Mr. VANDERLIP. Nor does it now come into the Government, but it
would on the dissolution of the banks.
The CH A IR M A N . In other words, all of the pro6ts of the Federal
Reserve System have been coming to the Government of the United
States, or the Government can take it any time it wants to and
dissolve the system ?
Mr. CRoss. That is why I am saying I do not see very much differ
ence in it.
Mr. WoLcoTT. It has gone into subscriptions to the shares of stock
of the Federal Deposit Insurance Corporation.
Mr. CAviccHiA. And the Home Owners' Loan Bank.
Mr. VANDERMP. And to buy Government bonds.
Mr. FoRD . Let me spe if I understand what I think Mr. Vanderlip
is advocating, which is this: That the present Federal Reserve banks
still do remain bankers' banks; is that right?
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Mr. VANDERLIP. Yes.
Mr. FonD. But that the Federal Reserve Board would be the bank
of discount for the Federal Reserve banks, with the Board reserving
to itself the right of currency issue!
Mr. VANDERLIP. Yes.
Mr. FoRD. Does that express your idea!

Mr. VANDERLIP. Yes; the Government would issue the currency
just as it now issues the Federal Reserve currency, but it would go
to the Board and not to the Federal Reserve bajakg.
Mr. FoRD. But the Federal Reserve Board would be the only
authority in the United States to issue currency ?
Mr. VANDERLIP. Absolutely.
Mr. FoRD. Then it would be the bank of final discount—not the
Federal Reserve bank—for the member banks, the 12 banks, in the
event that they wanted to rediscount any of their paper!
Mr. VANDERLIP. Yes.
Mr. FoRD. In other words, you would set up a genuine monetary
authority in the Federal Reserve Board, with all right of currency
issue in their hands ?
Mr. VANDERLIP. Yes.
Mr. FoRD. Independent of any Federal Reserve bank or Federal
Reserve member bank ?
Mr. VANDERLIP. Yes, sir.
Mr. HoLLisTER. And also independent of administrative control!
Mr. VANDERLIP. Certainly. As to that----Mr. HoLLisTER. Let me emphasize that. I want to make that per
fectly clear. Mr. Vanderlip, as I understand it, wants the issuing
power just as far from administrative control as he does even from
the bankers' control.

Mr. VANDERLIP. Yes.
Mr. FoRD. In that connection, let me make this observation: Since
the Federal Reserve Board would be appointed by the President, as
it is now, how could it be absolutely independent ?
Mr. VANDERLIP. I do not think it can be absolutely independent.
But may I just enlarge on that a little bit? As a council oi perfec
tion, it ought to be absolutely independent. However, if you will set
up your mandate and say that the price level is the objective, it does
not make any di*3erence, but the Federal Reserve Board must ex
pand the currency when your current prices are below that level,
and they must contract the currency when the pfices are above it, so
you have safety against runaway inflation.
Mr. WoLcoTT. W ould this enable the Federal Reserve Board,
under the domination of the Executive, to use the issuing of currency
for the purpose of stabilizing Government bonds, or the Government
bond market?

Mr. VANDERUp. No, sir; that is exactly what they would not do,
and that is exactly what the bill you have before you does do.
Mr. WoLcoTT. M y point in bringing that up is the criticism which
we hear, to the effect that the authority which is set up, due to the
fact that history tells us that, when we afSliate our currency with our
national credit, there is chaos and destruction o f the national credit
and the country, itself.

Mr.

VAN DERLip.
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Mr. CAviccHiA. Is that why this bill has been labeled by some as
the " political backed " bill, that particular provision!

Mr. VANDERLip. Well, I never labeled it that, and so I do not know
why it has been labeled that.
Mr. CAviccHiA. Let me put it another w ay: I f that were elminated
and what you advocate were written into the bill, there would not
be able to be any charge made against this bill ap being a politically
backed bill ?

Mr. VANDERLIP. No, sir.
Mr. FoRD. Is it not true that in 1912 or 1913, when this act was
written—is not true that, at that time, the charge was made that the
Federal Reserve Board would be a political board?
Mr. VANDERLIP. Yes.
Mr. FoRD. The bankers that oppose it made that charge at that
time, did they not?
Mr. VANDERLIP. Yes; and now it is proposed to give it the power
to compel the member Federal Reserve banks to follow the dictates
of the Board in respect to their open-market operations, and that
means that they can be compelled to buy Government bonds.
Mr. CAviccHiA. Mr. Vanderlip, would you care to tell this com
mittee what your ideas are concerning that part of the bill which
goes to the real-estate loans? As it was written originally, it called
for lending on real-estate mortgages up to 75 percent of the ap
praised value, and the suggestion has been made, or will be made, by
Governor Eccles to cut it down to 60 percent. Do you think that
commercial banks ought to engage in the private mortgage Reid,
whether on short-term mortgages or amortize mortgages ?
Mr. CROSS. Let us get that correct. They were not to be redis
counted, but they could put them up as collateral and borrow on
them from the Federal Reserve bank.
Mr. CAviccHiA. Yes.
Mr. VANDERLIP. It gives permission to banks to take real-estate
mortgages and, in turn, to rediscount them; and, in turn, to put
them under note issues as collateral by the Federal Reserve.
If I know anything about banking at all, I know that neither
demand deposits nor short-term deposits—and all term deposits are
short-term deposits—should be frozen up in long-time capital uses.
Now, it is highly desirable that you should do something for the
real-estate mortgage situation. That is frozen, I suspect, beyond
your conception. But you cannot relieve the mortgage situation
and keep the money that goes into it perfectly liquid. That is not
in the nature of the thing.
Mr. Eccles has testified that there is no more objection to realestate mortgages than to corporation bonds and foreign bonds. I
would debate that a little.
A real-estate mortgage has a very narrow limit. Very few people
can know what the value of it is; and therefore there can be but
a narrow market for it; whereas a bond issue has the wider ac
quaintance of Rnancial people, of investors, and therefore a wider
market.
But neither of them should be in a bank against demand or
short-term deposits. We have tried to give liquidity altogether too
much and that is not in that range, and you cannot do it.
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We need, the worst way, a proper mortgage bank or banking sys
tem^ but the money that goes into it would not be liquid, it cannot
be liquid, in the very nature of things. But we need it
Of course^ this takes me into the banking question. I believe the
banks of this country have tried to do a department-store business,
do everything, and they have tied up their deposits in capital pur
poses that are not liquid, and that was very largely the cause of
our trouble.
This is getting into the banking situation, and again it is a council
of perfection, but I would segregate the banks by functions.
There should be commercial banks that receive demand deposits,
that pay no interest on them, and that make only self-liquidating
commercial loans.
There should be investment banks, that receive deposits, upon
which generous interest is paid, and their deposits are not absolutely
liquid—that can be no more liquid than the purpose to which
those deposits are put.
If you put them into bonds, or if you put them into stocks and
bonds, the only liquidity is in finding another investor for those
stocks and bonds. There is no self-liquidation quality in that loan.
So the money that goes into it ought to be paid for at an interest
rate that is higher, or the interest rate of the people who borrow
on them ought to be higher. Loans on stocks and bonds have been
at the lowest rate of all, but it is the commercial loans that ought
to be at the lowest; and the loan for capital purposes, which is being
loaned on stocks or bonds or the thing that has no self-liquidating
quality—that loan ought to carry a higher rate of interest than a
commercial loan.
Mr. CRoss. Mr. Vanderlip, as I understand you, you believe in the
separation of commercial and investment banking business. What
disturbs me most is this: What are we going to do with what I
conceive to be thousands of communities in this country, as a prac
tical proposition, where it seems that they cannot maintain two
banking systems of any kind, in the small communities!
Mr. VANDERMP. If you do this, you are going to do something
that you are objecting to: You are going to permit branch banking
within a restricted territory—not a Nation-wide branch banking.
I never would think of that. But branch banks can run more
cheaply and, on the whole, probably be better run than the small
bank, that is, the banks of $10,000 and $25,000 capital. They
cannot be properly run.
Mr. CRoss. You mean, then, that you think the time has come when
they will have to get out of business entirely !

Mr. VANDERMP. Yes.
Mr. CRoss* For instance, there are 8,500—they are not all of the
little kind—but there are 8,500 of them now out of the Federal
Reserve System; and their day is past!
Mr. VANDERLIP. In the decade following 1920, in a period of great
prosperity, thousands of banks failed regularly.
Mr. CRoss. Yes; and there are half as many now as there were in
1921.
Mr. VANDERLIP. That was because we had a bad banking system.
In some measure it was because of bad bank management, but on
the whole it was the system and not the bankers.
127297— 35------- 55
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Mr. CRoss. Do you not think we have corrected that now %
Mr. VANDERMF. No, sir.
Mr. CROSS. You still think the system i s wrong?
Mr. VANDERLIP. It will be wrong until we segregate those functions
of banking and do not tie up the demand deposits in long-term
capital purposes.
M r . CROSS. What disturbs me the most is the fact that we have
thousands of communities in this country that, in my judgment—that
is, where that cannot possibly be done now, in my opinion.
Mr. CAviccHiA. One more question on that line, Mr. Chairman, if
you do not mind, and I will be finished. Would you say it would be
feasible if we took away the right from the commercial banks to
make mortgage loans and put it in some other agency, say, the
Federal Home Loan Banks?
Mr. VANDERLIP. I have not given study to the mortgage-banking
structure so that I am prepared to offer you a suggestion of what
should be done along that line. I know in Europe there are mortgage
banks that have gone through all of this depression perfectly solvent,
operating and onering loans light along.
One difHculty with the mortgage situation at the present moment
is that I know of no way of appraising a piece of real estate. What
is appraisal value ? Is it what you can sell it for ? If it is, the price
you sell those things for today has no relation to their worth. How
can we appraise a piece of real estate with any degree of dependence
is beyond me.
Mr. CAviccHiA. One more*question, and this will interest Mr. Wil
liams, I think. In going back to that English chart as to unemploy
ment and the price level. Is it not a fact that during this depression
the price level in England has not dropped appreciably compared to
the drop that we have had in this country? They cannot explain
why that chart shows there was a diminution of unemployment in
England with not much rise in market value. I would like to get
your views and see whether I am right in that respect or not.
Mr. VANDERLIP. I think you are right.

Mr. REILLY. Mr. Vanderlip, assuming that our law insuring bank
deposits should work, would not that permit passage from solvency—
from liquidity to solvency—as to the condition of the bank?
Mr. VANDERLIP. Just what do you mean?
Mr. REiLLY. Now, the Comptroller or the bank examiner comes
into the bank and he looks at it from the liquidity standpoint. As
suming now, if the banking insurance law works, there will be no
more runs on banks. Now, we are not going to have any more runs
on banks and people are going to be assured as 98 percent of them
now are assured, that their deposits are secured, why cannot the
ban kexaminer use the solvency test and not the liquidity test?
Mr. VANDERLIP. He should, and never has----Mr. REILLY. Well, they are coming to that. They are doing more
of that now, and if we had had this insurance proposition at the time
of the panic, if we had accomplished what we should have from the
time the Federal Reserve Bank Law was written, we would not have
had those bank failures and there would not have been that scare
and a shrinkage of values.
The CHAIRMAN. This act recognizes that principle, fundamentally,
that solvency is the thing about which we are chiedy concerned.
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Mr. VANDERLIP. Yes.
The CHAIRMAN. And that we should not have such a run on a bank
that is solvent and such a thing as a state of fear in the public's mind
toward the institutions that are solvent simply because the machinery
is not properly geared up to enable them to function.
Mr. VANDERLIP. How is an examiner, however, going to say whether
a bank is solvent or insolvent when a considerable portion of that
bank's assets are invested in real estate, which may have no market
at all but have great worth ?
Mr. CROSS. May I interject right there, Mr. Vanderlip, if we drew
this bill as you have suggested, that we put the price level when the
commodities were much higher than they are now, that would, of
course, mean that the real-estate values would be much higher, and
they would function in a satisfactory way, would that not then be the
way to determine the value of real estate!
Mr. VANDERLIP. That would undoubtedly improve the value of
real estate and improve the solvency of the banks that are not too
solvent now.
Mr. SpENCE. Mr. Vanderlip, how valuable a privilege is the noteissuing privilege to banks ? It has been said that many of the banks
that had the right to issue currency did not issue it, did not avail
themselves of that privilege.
Mr. VANDERLIP. That is true, because the national banks that had
the right to issue currency had to take the chance of losing on Gov
ernment bonds. The national-bank currency issue operated in just
the wrong way. When there was little demand for more currency
was the time it was more profitable to issue it, because they could
invest in Government bonds and get a good return on Government
bonds, and if they could keep their currency out, they would get
interest on it, too. They do not get as much currency as they had to
put into Government bonds, however. When there was more demand
for currency it was unproBtable to do that. The national-bank cur
rency operated in exactly the opposite way from what it should.
Mr. REILLY. It gave us too much money when we did not want it
and not enough when we needed it!
Mr. VANDERLIP. Yes.
Mr. FoRD. In discussing the mortgage situation, do you not think
that the amortization principle applied to long-term mortgages some
what alters the situation for this reason: That as long as a man is
paying his interest and his amortization on that loan no bank exam
iner or anybody else can say that that loan is other than a solvent,
sound loan, can they?
Mr. VANDERLip. It does not mean that. I will tell you so you can
see why it is not a satisfactory loan. If a depositor wants his money,
it has got to come out of that kind of asset. It may be sound, but it
is slow.
Mr. REILLY. They can take it down and rediscount it at the Federal
Reserve bank; they could get the money for it.
Mr. FoRD. I f there is an emergency, it is privileged to take a group
of these mortgages to the Federal Reserve Bank and discount them
for 30, 60, or 90 days, or some other term, to meet the emergency, and
the bank can get money on them.
Mr. VANDERLip. Yes.
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Mr. FoRD. And at the end of 90 days things might go on just the
same. Do you not think that adds a feature of safety to it %

Mr. VANDERLIP. I am certainly willing to testify that amortization,
began the right way, adds strength to a mortgage.
Mr. FoRD. Well, now, when you are Rguring on a bank's capacity
to pay—assuming that here is a bank with $1,000,000 in deposits, and
it has got $200,000 or $300,000 or $400,000 in that kind of mortgages,
and it is coming in at a rate, we will say, of 5 percent a month, plus
interest, does not that put the bank in a fairly good cash position at
all times with reference to those so-called " slow " loans!
Mr. VANDERLIP. Of course, it is nothing like as bad as it would
have been in the past, and was in the past, for them to take such
mortgages.
Mr. FoRD. Do you not think this: That if in 1932, when the demand
for withdrawals was in effect, if the banks had been able to take those
mortgages to the Federal Reserve bank and get a reasonable amount
of money on them, they could have met their demands promptly;
would not the payment of cash stop the demand for money and have
given the people conRdence in their banking institutions that they
otherwise would not have !
Mr. VANDERMP. It undoubtedly would have tended to do that and
would have saved some of those destructive things that did happen.
Mr. FoRD. Then this feature that we have in there, this amortiza
tion feature, by and large you could not say it was destructive or
dangerous, could you %

Mr. VANDERLIP. It is nothing compared to what I have been talk
ing about and----Mr. FoRD. What do you think about the 100-percent reserve atti
tude? We have had "a great many people advocate 100-percent
reserve for demand deposits; what is your view of that!
Mr. VANDERLIP. I think it is silly. How is a bank going to
expand its loans! It cannot do it.
Mr. REILLY. How is it going to stay in business ?
Mr. VANDERLIP. Yes; it is just silly.
Mr. FoRD. If I had $ 5 0 0 ,0 0 0 , would it not be beter for me to go
out and loan it without putting myself under the banking laws
rather than to take the money and put it in a bank, and have to
put up----Mr. VANDERLIP. Yes.
Mr. FoRD* $1 for every $11 have got!
Mr. VANDERLIP. I think it would. We have got many people
who are completely under the misapprehension that we could give
complete liquidity to anything on earth, and you cannot do it.
Mr. FoRD. We do not demand 100-percent reserves on our insur
ance policies, do we!
Mr. VANDERLIP. No; nor get it.
Mr. FoRD. Just one more question on that reserve matter: You
said that, assuming that a wild period of expansion started, you
would feel, however, that the Federal Reserve Board would be iustiRed in using the reserve principle to check a thing of that kind,
would you not!
Mr. VANDERUP. That is not just my language. If you would
set up the proper mandate, that moment that the current prices
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went above that price level, then the Reserve Board, politicalor not,
must begin to denate.
Mr. FoRD. A n d one of the ways of deflating is to demand increased
reserves on the part of the banks!

Mr. VANDERUP. That would be one of the ways, but the first way
would be to sell the Government bonds they had, and to sell bankers'
acceptances.
Mr* FoRD. Assuming that that would not do the trick, then-------

Mr. VANDERLIP. Raise the rediscount rate.
Mr. FoRD. That would be true, and then, as a final resort, they
could raise the reserve rate?

Mr. VANDERUP. Yes.
Mr. FoRD. The reserve requirements?
Mr. VANDERUP. Yes; and that is an essential thing, and you have
written it in this bill exactly right. I would like you to keep it
there, but I would like to keep it in the proper hands.
Mr. WiLUAMS. You seem to have criticized the open-market policy
set out here; in what respect would you change that, Mr. Vanderlip ?
Mr. YANDERMP. I do not critize the open-market policy. It is a
perfectly proper policy to give to the body that should have exclusive
power of regulating the currency.
M r. WiLLiAMS. Is it all right as written in here, this policy?

Mr. VANDERUP. It is perfectly all right as a power, but you are
not setting up any objective for the use of it.
Mr. WiLUAMS. I understand that.
Mr. VANDERUP. It is like starting a chauffeur off with an auto
mobile and----Mr. WiLUAMS. I understand that. Outside of the objective which
you would put in their power, so far as this open market committee
is concerned, and their powers are given in there, in your judgment,
is that all r i g h t ! ---Mr. VANDERUP. Perfectly all right. But now, wait a minute.
This measure compels the Federal Reserve banks to carry out this
open-market operation, and I want the Board, itself, to carry out the
open-market operations.
Mr. WiLLiAMS. I understood you, a while ago, to criticize that
provision which requires them to buy Government bonds?

Mr. VANDERUP. Yes. I want an independent board to buy Gov
ernment bonds, if your price level is too low and they want to in
crease the currency. I want that board to be compelled to sell Gov
ernment bonds, or somehow reduce your currency, if the price level
is too high.
Mr. FoRD. Independent of the banks themselves!
Mr. VANDERUP. Yes; and I do not want to interfere with the
banks. I do not want to compel the banks to buy something they
do not want.
Mr. W iLU A M S. That is in the bill as it is written ?
Mr. VANDERUP. Yes; but the power is in the wrong hands and
applies to the wrong body.
Mr. WiLUAMS. That is what I had reference to, and I understood
you did not approve of that part of it!
Mr. VANDERUP. No, sir.
Mr. WiLMAMs. H ow would you change i t ! You say you would
place the power in the hands of the board to buy and sell bonds!
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Mr. VANDERMP. Yes; and when they bought, they would issue cur
rency; and when they sold, that currency would come back and be
retired. That would not be compelling the Federal Reserve banks
to buy and sell; the Board would be doing that, themselves, in their
regulation of the value of money.
The CHAIRMAN. What you mean by that, of course, is that you
would have that function discharged by the Government in its own
right, separate and apart from any private banking interests!
Mr. VANDERMP. Yes. Now, I am calling it the Federal Reserve
Board, but I would really rather separate that from the Federal
Reserve System, and it would be the Government.
Mr. HoMJSTEE. When you say " Government", you mean a board
which is really disassociated from the rest of the Government?
Mr. VANDERMP. Disassociated from the politics of government, but
it is just as much a part of the Government as the Treasury of the
United States is.
Mr. HoLMSTER. But it would be operated entirely separate?
Mr. VANDERLIP. Yes.
Mr. HoLMSTER. For the good of the country at large, rather than
in cooperation with the temporary policy which the rest of the Gov
ernment might have!
Mr. VANDERMP. Yes, sir; to carry out your mandate to keep the
dollar stabilized in its purchasing power.
Mr. CRoss. Now, Mr. Vanderlip, I want to get down to a practical
question, in view of what we can do in Congress, in the House and
in the Senate. I realize that we cannot, in this Congress, separate
the Federal Reserve Board, so that there would be such a body, for
instance, as a monetary authority, that we talked about last year.
Now, taking this bill as it is, with the political angles in it as it is,
the members or the governor of the Federal Reserve Board being
appointed and really removable by the President—and that can be
manipulated under this bill—with those evil features, but with a
wholesale-commodity-price level set-up, do you think this bill is a
big advance over what we have got now, under the law as it now
stands ?
Mr. VANDERMP. If you will set up your mandate of a price level,
if you will permit the Board to manage the currency, you can still
call it the Federal Reserve Board; it is all right. And you can
still have it somewhat subject to political influences. I do not worry
about that so much, if you will set up the mandate, because then
anybody who can read can see whether it is necessary to inflate or
deflate, and they will know whether the Board is following out your
mandate or not; and politically appointed means politically removed,
and will not make much difference.
Mr. RsiLLT. Suppose you had had a complete monetary authority
in a financial decade of mis country, say about 1930, and you noticed
the price index going down, do you believe that you could have
pumped enough money into circulation in this country to prevent
the fall of prices, and thereby cushion, to a large extent, the trials
that come to the country!
Mr. VANDERLIP. Yes.
Mr. REiLLY. That is your theory!
Mr. VANDERMP. Yes.
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Mr. REILLY. Then if the present Congress had at that time shot the
money out and kept prices from going down, do you not think it is a
different problem when you try to raise prices, after they have had a
terriRc crash, by the same method?
Mr. VANDERLIP. Yes; it is pretty diSicult.
Mr. REILLY. And is it not a fact that nobody can tell today what
effect on prices we really might have by going through that same
process ?
Mr. VANDERLIP. I do not believe so. I think you can tell with a
great deal of accuracy and have back of your opinion the experience
of England and of all of the English colonies.
The CHAIRMAN. Let me ask you this: Under the powers conferred
in the bill before us, could we not achieve the result that you think
is desirable, if those powers are wisely and constructively adminis
tered, and thus accomplish those results?
Mr. VANDERLIP. Well, those powers could be used in just the same
way that they would have to be used if you set up a price index.
The CHAIRMAN. That is what I am talking about. Let me ask you
this question: Suppose you were the Governor of the Federal Re
serve Board, and we passed this law and gave you the power, you
could do the job?
Mr. VANDERLIP. No; I would want to cut loose from gold. I would
want a free gold market that I could operate in.
The CHAIRMAN. That is the question I meant to ask.*
Mr. VANDERLIP. You do not have to make a mandate, if you can
be assured that the Board is always going to operate. But wait a
minute. You may feel that you could be sure under this adminis
tration, but I could imagine an administration in the future that
you could not be sure of. You are leaving the thing without a tail,
without telling them what it is you mean, when you say to manage
the currency. You are proposing that the currency be managed,
but you are not setting up the way it should be managed.
The CHAIRMAN. I think there is lots of support for this view, Mr.
Vanderlip: That, after all, we are going to be left, to a large extent,
to depend upon the wise administration of the law, and to accomplish
that, we need a certain amount of political control or political re
sponsibility, in order that the people of the country may know what
is going on, and hold their public servants responsible for their
action and for the results.
Mr. VANDERLIP. Very good. But you do want to know what direc
tion you are driving in, whether it is north or south or east or west.
Now, if you are driving towards a stabilized currency that shall
have the same purchasing power throughout a generation, you want
to say so, and not leave it to future Presidents and future boards.
The CHAIRMAN. I think that the people of the country, the average
voters, the laymen, who know not so much about the technicalities of
the law and the intricacies of Rnance and administration and banking,
will judge results, and when the country begins to go to the bad they
will vote to turn out those in control. That is what they did in
1932.

Mr. VANDERLIP. We had already gone into the ditch then. I want
to keepon the road.
Mr. HoLLisTER. Is it not better to see, i f we can, th a t we get a wise
law , always w ith th e u n d ersta n d in g th at it may n o t be wisely a d m in 
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istered—and we have seen plenty of that in the past year, too—is it
not better to get wise laws than to have unwise laws and hope they
will be wisely administered!
Mr. VANDERLip. What is Congress here for?
Mr. REiLLY. Is it not a fact that there is much difference of opin
ion and disagreement between financiers and students of commercial
banking, as to the soundness of your views?
Mr. VANDERUP. Yes; there is a marked difference of opinion and
a high degree of ignorance. And I will tell you another thing: The
bankers are not speaking their minds. The bankers are very low in
their minds. They have got an inferiority complex at the present.
More than 6,000 of them have sold preferred stock to the Govern
ment, and they are not shouting opposition. They are in somewhat
of a reign of terror and they are keeping quiet.
The CHAIRMAN. We cannot do a much worse job than they did.
Mr. REiLLY. I asked that question, because if the men who know
something about banking and finance would come here, and talk to
us about it, we could do something. But they are just as opposite as
two poles and----Mr. VANDERLIP. I would like to argue the case with some of them.
Mr. HoLLiSTER. Is that not a large indication of the fact that we
ought to study this measure, without going off half-cocked ?
(Here followed discussion off the record.)
The CH A IR M A N . I f the lessons we have had and the experience that
we have had together in these recent years, and the study that has
been given by Congress to this legislation, is not sufBcient to enable
us to act intelligently, the picture is not very encouraging.
Mr. V AN DERU P. It seems to me that the President himself has
named the objective. He wants a currency that will have the same
purchasing and debt-paying powers throughout. If he felt that,
and I must believe he did, because I heard him say it over the radio
and he convinced me that he meant it; why do you not enact that
into the law!
Mr. REiLLY. This is supposed to be his bill, an administration bill.
(Here followed discussion off the record.)
Mr. FoRD. W o u ld you g iv e us a definition o f asset cu rren cy? We
have heard a great deal abou t it.

Mr. VAN D E RU P. I do not know what it is.
Mr. FoRD. Here is something I worked out in my mind: I take
$1,000 to the bank and put it m there, and they loan that $1,000 to
somebody on a mortgage or note or bond or something, and then it is
an asset and-----Mr. VANDERUP. Then it is asset currency; and if you want your
money back, where are you going to get it?
Mr. FoRD. If they take that note to the Federal Reserve bank and
get it discounted, when I want my money, and give me the money, is
not that asset currency ?
Mr. VANDERUP. No; that would be bad currency, and I used " asset
currency "----Mr. SPENCE. You sa y that the present machinery in this bill, the
cpen-aaanket operations and the regulation of the discount rates^ and
the regulation of the reserves, would not be sufBcient to establish a
price level, unless we cut away from gold!
Mf, VANDZRM&. No, sir.
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Mr. SPENCE. How would you practically do that ?
Mr. VANDERMP. You have practically done that. You call your
self on the gold standard, but you are not remotely on the gold stand
ard. Nobody can retain their money in gold. It is a crime to hold
gold, and you cannot ship gold unless, under certain circumstances,
you can ship it to one of these very few gold-standard countries.
That is not on gold. That is not a step, it is just edging a little to
get completely oH.
Mr. SPENCE. What further step would you take to cut away from
gold? You said, in addition to this, we would have to get away from
gold, and I want to know what steps we should take.
Mr. VANDERLIP. It would take legislation. You have authorized
the President to cut the gold content of the dollar still further, but
you have not authorized him to go off of gold altogether, to have no
attachment of the currency to gold.
Mr. SpENCE. Well, if we pass this bill and authorize the Federal
Reserve Board to issue currency----Mr. VANDERLip. You can say that that currency is not redeemable
in gold. A single line will do it all.
Mr. CRoss. I am going to ask you the question that we have had
mentioned here, Mr. Vanderlip, by the men who have been before us,
who have studied the question, and it is this: That the amount of
pocket money, plus the check money, multiplied by three, will equal
the national income. In other words, suppose you----Mr. VANDERLIP. Well, it would much more than equal it, I should
think.
Mr. CRoss. They claim it will stay at that ratio. Suppose you take
the check money and your pocketbook money, or currency, and it
amounts to $25,000,000,000, then the national income would be
$75,000,000,000, would it not?
Mr. VANDERLIP. It is about $44,000,000,000.
Mr. CRoss. But the check money has dropped down tremendously.
I do not know what it is now, but they claim that, through the years,
if you will take the amount of currency, plus the check money, and
multiply it by three, it will give you for each year the national
income.
Mr. WiLMAMS. That is, there is always a deSnite ratio between the
amount of money and the national income ?
Mr. VANDERLIP. If that is true, I do not know anything about it,
and it is not true today.
Mr. HoLLiSTER. And they argue the other way, too.
The CHAIRMAN. A11 right, gentlemen, if there are no more questions
for Mr. Vanderlip.
We thank you, Mr. Vanderlip. Your statement is certainly able,
instructive, and nelpful to the committee and we thank you.
Mr. VANDERMP. I thank you for your courtesy and your time.
The CHAIRMAN. Gentlemen, we have with us Mr. J. H. Rand, Jr.,
of Remington-Rand, and chairman of the Committee for the Nation,
whom we shall be glad to hear*
STATEMENT OF J. H. RAND, JR.

Mr. RAND. My name is J. H. Rand, Jr., chairman of the board of
Remington-Rand, Inc., 205 East Forty-second Street, New York City.
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Mr. Chairman and gentlemen, I would like to give you the im
pressions and reactions of manufacturers, as I see them, to this bill.
In the main, I subscribe to the changes that were suggested by the
American Bankers Association's special committee, and I think that
the direction which this legislation is taking is very ominous as to
the future course of events in this country, as to reemployment.
When I say " direction " I have reference to certain suggestions
that were also made by the Governor of the Federal Reserve Board,
Governor Eccles.
Now, the manufacturers are looking to you Members of Congress,
as they are the ones to reemploy the 8,000,000 employable unemployed,
and naturally you will be interested in knowing what the reactions
of the manufacturers are to this legislation.
The most important thing that undermined the ability of the manu
facturers to continue employment in the last 4 years was the vicious
drop in the price level. I can tell you, authoritatively, that there is
one thing, and the only one thing that I know of, in which two Presi
dents of the United States agree, and that is, that the vicious, un
precedented drop m the values of everything, and in the com
modity price level, undermined the solvency of individuals and banks
and caused wide-spread distress throughout the country. It is that
drop in commodity prices that has made it impossible for a great
many manufacturers and merchants to operate at a respectable proRt.
In fact, it has caused corporations like my own to go on ana lose
millions and millions of dollars in attempting to keep people em
ployed, who really are deserving of continued employment.
In addition, the drop in commodity prices also removed a lot of
buyers from the market, removed the buying power of a large class
of buyers. President Roosevelt referred to that in one of his public
addresses, when he stated that the 50,000,000 people who are basic
producers, either on the farm, or in rural communities and directly
dependent upon the farms, have had their buying power curtailed by
the drop in prices which the basic producers receive for their prod
ucts, and that it is necessary for us to correct this disparity.
I can tell you the way that I Rgure, as a manufacturer, right now:
If the price level of the basic commodities, largely farm products—
products of the farm, the forest and the mine—were raised to the
point that would enable the men who do the work on the farms to buy
as many shoes and stockings, radios, gasoline, tires, and automobiles
as before; if they could again buy as much, or exchange their
products for as many manufactured commodities as in the period
of 1921 to 1929, or say 1926—and certainly the basic producers are
entitled to a square deal—then you would have today, with that rela
tionship reestablished, purchasing power or income of the basic pro
ducers of $6,000,000,000 per year more than they have today, or nad
last year. And it happens that the $6,000,000,000 which the basic
producers could spend with the manufacturers of shoes and stockings
and gasoline and radios and whatnot would amount to a sum su&cient
to pay to the 6,000,000 at present unemployed the average wage of
$20 per week that is now paid in industry.
And you are never going to get those unemployed back to worh
until you give back to us manufacturers the buying power of the
60,000,000 people who are the basic producers, and who have been
denied their normal income during the past 4 or 5 years.
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Mr. RziLLY. What are you going to do with the 20,000,000 people
who now live on the borderline of existence, under present prices? I
am getting hundreds of letters every single month from my constitu
ents, protesting as to what they claim are outrageous and unjustifiable
increases in the cost of living.
Mr. RAND. You will get those objections to increases in the cost
of living whenever there is a movement of as much as 2 percent in
the cost of living. But bear in mind that for every one of those
that object there are a hundred who realize that they are so much
better off, in proportion to what they were, that they would not go
back to the lower prices and unemployment they used to have.
We can have everything reduced in this country so nothing could
cost over $1, yet nobody would be employed.
The CHAIRMAN. In my section of the country conditions are much
better because of the rise in the price of farm products.
Mr. RAND. That is the reaction of the manufacturers. Here is
another reaction: Manufacturers pick up the Constitution and read
it occasionally, and in it they find that Congress, among other things,
shall coin money and regulate the value of money. How can you
regulate the value of anything except by regulating its purchasing
power or its exchange value ?
In order for the Congress to follow the mandate of the Constitu
tion, the Congress must regulate the price of the basic commodity
or the price of goods, the average price of goods, because therein is
expressed the value of money and by nothing else. It is not ex
pressed in air, or anything else but goods.
A manufacturer has a right to know, in these disturbed times,
when currency is gyrating and when the air is full of rumors and
uncertainty; they have a right to ask, " Where do we go from here
and what is our dollar going to be worth 6 months from now or a
year from now ?
For instance, I may want to build a plant and put in some modern
machinery and stock up on goods, in order to take care of what I
think is going to happen, if the administration goes through with a
constructive recovery program. Do I do it? The average man
says, "N o; I will not do it, because I don't know what the value
of the dollar is going to be 6 months from today, or a year from
today." Yet the Constitution says that the Congress shall fix that
value. Therefore, the manufacturers look to you to fix the objec
tive toward which he can operate, if you want him to reemploy
people and want him to take the gamble. He is the one who is going
to lose his shirt, if he does not make the right decision. You have a
right and it is a constitutional mandate, to tell what you are going to
do with the value of the money. In other words, 6x it. And I take
that to mean it is perfectly legitimate for Congress to fix it for at
least a year; they can always change their minds.
I submit that one of the underlying causes of trouble today is that
uncertainty about what the dollar is going to be worth.
Another thing is this: Banks will not loan money unless they have
adequate security. In a period where we have been going through
deflation, we have deflated not only bank assets but we have also
deflated the unused collateral assets of the country. In other words,
the asset value of this country today is as far below the asset vaiue
that existed in 1926 as the price level is below the price level of 1926.
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When you restore the asset value of collateral of the United States,
you will also restore the loaning power and loaning activities of the
oanks.
I happen to sit on the directorate of a couple of banks, and I know
there is a scarcity of eligible, satisfactory collateral today; a scarcity
of it. But you raise the price level and see how much of it you will
make eligible and make desirable collateral.
Mr. CRoss. The idea is that we should set out in this bill a price
level to go to, as a goal to which the Board should drive; is that your
idea?
Mr. RAND. Absolutely. I have three or four recommendations.
I subscribe 100 percent to what I heard Mr. Vanderlip testify to. I
did not know what he was going to say before he testified, but I can
go a long way on exactly what he testiRed to; and I will reiterate, if
you will permit me, one or two things. I believe that Congress is
making no mistake m drawing the line between the Federal Reserve
Board and the regional banks.
And let no one raise that line so far as to permit interference by
the Federal Reserve Board with the function of extending private
credit, which can best be handled without any political interference
of any kind.
Take over and place on the Federal Reserve Board's side of the
fence the power of note issue. It will have, under the provisions of
this bill, the power of regulating the rediscount rate, conducting
the open-market operations, and fixing the ratio of reserves which
the banks must carry. If you are going to give it a free hand, why
divide up the functions of control and leave some in the Treasury
and some in the Federal Reserve Board and some in the regional
banks!
If you are going to have a body that is charged with the responsi
bility of carrying out your mandate, you should concentrate that
responsibility in the hands of a definite board; and I suggest that the
best way to do that is to give these six functions to the Federal Re
serve Board, including those three that they do not have today, which
are the currency-issuing privilege, and control over the price of gold,
and control over the price of silver.
I differ with Mr. Vanderlip that the administration does not, as
here stated, have the authority to go off the gold standard today.
The Treasury does, in my opinion, have the authority to go off of
gold tomorrow, and should go off tomorrow, in order to permit the
proper execution of the program for carrying out your mandate, or
the mandate which should be fixed in this bill. All that is necessary
is for the Treasury to say, beginning tomorrow, we do not choose to
buy any further gold at $35 an ounce except from domestic pro
ducers, and that is newly mined gold, the same as they are doing with
silver.
We have no 6xed price today at which we will sell anything except
gold, or at which we will buy anything, except gold. Let us do the
same with gold, and say we do not wish to hoard gold and thereby
increase the abnormal demand for gold. We should discontinue
buying gold at $35 an ounce from all comers; and if the people of the
United States have gold to sell, they should be allowed to sell it in
an open market in New York or Washington, or any other market,
as is done in London.
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This revised Federal Reserve Board could be used in operating an
open gold market much as the Bank of England is, through its treas
ury committee, which is in constant contact, not by law but in actual
practice, with Neville Chamberlain, the Chancellor of the Exchequer,
in London. Every morning this committee will meet, consult the
Chancellor of the Exchequer, determine at what price it will buy gold
or whether it will sell gold. The Bank of England operates in the
open gold market under the control of three men, and those three men
announce the price the Bank of England will pay for gold. The
bank being the largest factor in the open market, naturally it can
control the British price of gold about as easily as you could control
the price of any commodity.
Mr. CROSS. Do they vary their price much ?
Mr. RAND. Let me surprise you. Nearly all of the quotations in
the United States in our daily newspapers are in terms of dollars.
Occasionally you will see it in terms of pounds, but when they con
vert the pounds into dollars, you get about the same price we have in
this country of $34.96 or $35 per ounce. What has happened during
the past year has been that the price of gold, in terms of English
pounds and shillings, has gone from 12? shillings in January 1934, to
around 149 shillings per ounce within the last 3 weeks. It is now
fluctuating between 143 and 145 shillings, against the old parity price
of 85 shillings per ounce.
(See chart onered by Mr. Rand for the record.)
Mr. REiLLT. What does that mean ?
M r . RAND. That means that Great Britain is using the fluctuating
price of gold to control the price level and to endeavor to influence
foreign exchange.
Mr. REiLLY. But it is always going up!
Mr. RAND. No; they have had a drop of as much as 10 percent inside
of 3 months. The general trend is upward, and I believe the general
belief among British statesmen is that Great Britain must have now a
little higher level of commodity prices for their own welfare.
Now, why do we recommend the stable price level or restoring our
prices to 1926!
The CHAIRMAN. Let me ask you right here, has Great Britain ob
tained a stable price level during the time of this operation?
Mr. RAND. Absolutely. The wholesale prices in Great Britain have
not varied more than 7 percent in the past 3 years.
The CHAIRMAN. And variations have been between the pound and
gold----Mr. RAND (interposing). The dollar.
The CHAIRMAN (continuing). And gold!
Mr. RAND. Yes.
Mr. RsiLLY. In the last 2 years, our price level has gone up, has it
not!
Mr. RAND. It certainly has.
Mr. R siL L Y . Is not that advisable under your theory!
Mr. RAND. Absolutely. The only mistake we made, from my stand
point, is that we returned to the gold standard too soon, in other
words, we returned to a hard-and-fast fixed price of gold before we
should have. The United States cannot tie to anything in protecting
the interests of its people and a productive program, cannot tie to
anything as unstable as gold.
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The great instability of gold is strikingly shown in a tabulation of
the maximum variations in the value of principle basic commodities
in relation to each other and in their relation to gold. It is one of the
research studies carried out in the Committee for the Nation, of which
I am chairman. It shows that gold has been, since 1920, far more
unstable than wheat, or cotton, or pig iron, or lead, corn, hogs, copper,
etc. Exchanged for one another, such basic commodities show little
variation in value; but when exchanged for gold, or money equivalent
to a fixed weight of gold, they show that it was gold, not commodities,
that changed most violently. I offer the table for your recordTo the dollar to a fixed weight of gold while nearly all of the rest
of the world is off of the gold standard, puts our price level under the
influence of those who are managing gold outside of this country.
(Table referred to is as follows:)
percen?a#e varia^ow tit Me value of cowMnotMties w ferwM of eaeh

oMer awd o/ #oM, 7920^%

W heat

GoM .............................................
W heat........................ .................
Pig iron.......................................
Lead

-Perccnl
395
163
93
84
74
69
105

Cotton

Pig iron

456
36

327
91
126

130
104
71
88
85

He
200
148
171

Corn

Hogs

265
86
106
108

Arcew*
530
72
85
93
134

.PtrtMrU
377
68
138
163
69

138
72
59

109
68

67

Lead

Copper

278
53
82
180
62
76
56

.

Mr. C AviccH iA. N o t even the
h av e w o u ld h elp the situ ation ?

$2,000,000,000

r e v o lv in g

fu n d

we

Mr. RAND. The $2,000,000,000 revolving fund can never be used
for stabilization without taking the tremendous chance which no
Administration would be justified in taking. That $2,000,000,000
of gold profit might better be used in retiring Government bonds
tomorrow than to be kept sterilized in the vaults of the Treasury,
while we are having to borrow money and pay good interest on it.
Mr. RsiLLY. Is it not a fact that, in the last few years, England's
monetary policy consisted in keeping prices down?
Mr. RAND. That is a fact. That seems to be apparent from what
appears on the surface that the desire of Great Britain is----Mr. REILLY. To keep a cheap pound!
Mr. RAND. To have a cheap pound; and it is publicly stated by
statesmen, such as Neville Chamberlain, that there is objection to
allowing the pound to go too high; and the newspapers in London
are full of printed criticism whenever the pound goes up in terms
of dollars, saying it is putting Great Britain and the manufacturers
of London, Lancashire, and Liverpool at a tremendous disadvantage.
Mr. REILLY. The lower the pound the more advantage they have?
Mr. RAND. Yes. Now, I do not appeal to you gentlemen A*om the
standpoint of the export business so much as I do from the stand
point of bringing to your attention the necessity, during the next
6 months, for a plan of restoring employment in this country. I
do not care what happens to the foreign exchanges so long as we
are reducing our unemployment in this country even by policies
that are detrimental to our export interests. I say our first duty
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is to restore employment in this country and forget about those
unemployed in China and South America and the rest of the world,
until we have gotten our own house in order.
Mr. REILLY. Then you are not trying to help us, are you ?
Mr. RAND. Then later I would give consideration to the foreign
exchange policy.
Mr. C A viccH iA . Mr. R a n d , w hen y o u raise our c o m m o d ity prices,
w ill th a t ever be a n y benefit to us unless w e k n o w w h a t th e value
o f the d o lla r is g o in g to be fo r the next 6 m o n th s or n ex t y e a r ? A m
I correct in th a t?

Mr. RAND. The raising of prices will not be beneficial, unless we
know that?
Mr. C A v iccH iA . Yes.
Mr. RAND. They will be beneficial, but they will not result in as
rapid reemployment as it will if you will let the people of the
country in on your objective.
M r . C A viccH iA . I w ill p u t th e question anoth er w a y : T h ere can 
n o t be a n y ap p reciable advance in com m erce, in d u stry , or in b u si
ness, unless w e do k n o w w h a t the valu e o f the d o lla r is g o in g to b e ;
is th a t correct?

Mr. RAND. I would not subscribe to that, that it would not be
appreciable. There would be the tremendous advance that we had
in 1933 by simply raising your price level, and on this rising price
level everybody made a profit.
The history of the world proves that no consistent period of pros
perity has transpired which has not been accompanied by a gradual
lifting of the general level of commodity prices. When you have a
constant decline of commodity prices, you have deflation and un
profitable business. The history of th3 Dark Ages can be written
m one word, " Deflation."
Mr. FoRD. A rising price level is a bad thing for an export nation,
is it not!
Mr. RAND. A rising price level is bad for an export nation!
Mr. FoRD. Yes.
Mr. RAND. It depends on whether your prices are rising in terms
of dollars or of gold.
Mr. FoRD. I realize that, but, for instance, England has kept her
prices at about normal for the past 2 years, for the purpose o f enabling
her to export a large volume of goods, because she has to import a
large volume, and she has to have something to equalize that in order
to live. England is an importing nation primarily, and it seems to me
that her problem would not be altogether parallel with ours.
Mr. RAND. Might I make a comment on that! I hope you will
understand this, because I consider it one of the most important
factors in the world situation today. Our company does business in
every civilized country in this world, and I might say that all
through this depression in our foreign business, which is about 25
percent of our total, we have not operated at a loss in any 6 months'
period. So we had to know something about conditions in other
countries. Here is something that impresses me very strongly:
In Great Britain or the British Empire you have two definite
sections or regions. You have the industrial British island, known
as " Great Britain ", and you have the agricultural regions of Aus
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tralia, New Zealand, South Africa, to which you might say that you
have added the "sterling area", including Brazil and Argentina.
What has been done? If you analyze what has been done by the
British—and they are smart in their international finance—they are
raising the currency prices of gold in all of the agricultural countries
of the " sterling area " in order that those countries might have ex
change advantage over all of their competitors. The fact is that they
have, and it has resulted to our disadvantage, because the United
States raised its price of gold only as high as Great Britain did,
namely, 69 percent.
We did not raise our price of gold to what it is in the principal
agricultural countries of " sterling area." It is this differential in the
price of gold which caused the agricultural West and South of this
country to be at a disadvantage in the sale of their products against
these higher-priced gold countries of the British Empire.
We would have a similar situation here if we could draw a border
line, let us say, along the Mason and Dixon Line and up the Missis
sippi River, and take the financial and industrial section of the
country and say, "We are going to keep the price of gold for that
part of our country, corresponding to financial and industrial Eng
land, 69 percent above, but for the West and South we are going to
raise the price of gold to 103 percent above what it used to be? Then
you would have prosperity in our farming and mining sections, and
no disadvantage between our own agricultural and raw-materialproducing sections and the corresponding portions of the British
Empire.
Mr. CROSS. For instance, the pound sterling in London is $4.80, and
in Australia $3.84; does that reflect what you said!
Mr. RAND. For years—and I do not know how many years, but for
with the British pound. When Australia went off oF*gold and raised
its price of gold, I think in two quick jumps, they immediately
changed the relationship by arranging with the Rnancial authorities
in Great Britain that 4 British pounds bought 5 Australian pounds,
instead of pound for pound. In other words they automatically
cheapened their pound, in terms of the British pound, by 25 percent,
and that gave Australia a tremendous advantage in the sale of her
surplus agriculture products.
And I might say that Australia at that time was seething in politi
cal unrest, and perhaps next to Russia, was the most socialistic country
in the world. As soon as they did this and agricultural prices went
up, wool and wheat and what not, and business activity was resumed,
all of the people who had been outspoken against the Government
turned capitalistic overnight, and the last radical that they chased out
of the country landed in San Francisco and started a strike out there
for us!
What happened over there was they accomplished something they
did not expect. All of their people turned capitalistic and were
believers in private property, and as Reginald McKenna has said,
Australia has led the world out of the depression.
Mr. FoRD. Instead of $35, suppose we put the price of gold at $45,
what will happen!
Mr. RAND. If you put the price to $45 you would experience, within
3 months, a repetition of what happened in the spring and early
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summer of 1933, when this country had the sharpest upturn of
business activity that it ever had and the sharpest reduction in un
employment that any country ever experienced during this depres
sion. That is my opinion of what would happen.
I believe, on top of that, that if you would tell the manufacturer
that you were going to stabilize at a definite level the wholesale prices
of commodities, so they would be sure that commodities after having
experienced an advance were not going to go over the precipice and
collapse again, you would have the greatest period of prosperity this
country has ever seen.
Mr FoRD. Then you are advocating two measures: The reduction
of the gold content and a stabilization of prices at whatever figure it
would take to bring that ?
Mr. RAND. I am advocating that the Federal Reserve Board should
be given the right to operate in gold and/or silver in such open
markets as may exist and----Mr. CRoss. At whatever price they want to 6x ?
Mr. RAND. They could go in and buy or sell them, and let the price
go up or down; and they being the largest factor in the market,
could put the price up or down. The United States Treasury would
not do it, but I think the Federal Reserve Board should do it.
Mr. CROSS. Do you not think we ought to tie ourselves to a fixed
price!
Mr. RAND. No; the day of fixed price is over, and you will not see,
in your life, another international definite fixed price of gold.
You may see it operated through an international clearing house
of some kind, but I do not think you will ever see the free Row of
large quantities of gold, that are capable of doing as much damage
as an invading army can do to a country.
Mr. REILLY. What will happen to the country if all of the nations
go off of the gold standard.
Mr. RAND. That will be the real beginning of recovery. The whole
world, as such, will attain its recovery from the day the gold bloc
goes off of gold; and from information coming to me, I would not be
a bit surprised if that happened within the next 6 months.
Mr. W iLLiAM S. You are going to make the commodity index of
certain commodities. What commodities would you put m there as
the basis upon which you would fix the level to which we should
strive!
Mr. RAND. I would take the United States Bureau of Labor whole
sale average of 784 commodities, or whatever it is.
Mr. W iLLiAM S. You would take the Labor Bureau's statistics!
Mr. RAND. I would take that for the purpose of stabilization.
Why! Because it has got more of the elements of the cost of living
than the purely basic has, but I would operate on the basic com
modities.
M r . W iLLiAM S. W h a t d o y ou m ea n b y t h a t !

Mr. RAND. What I mean is thig: That I would attempt to estab
lish prices of the staple commodities, the basic commodities, which
are about 35, and the prices of which are fixed in the markets of the
world, and I would raise those until the United States Bureau
of Labor index reached the average of 1921 to 1929, or say the 1926
level.
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Mr. W iLLiAM S. After you had established your level and the gen
eral commodity price levels, could you maintain all of the commodi
ties at that level!
Mr. RAND. Not all of the commodities. You will never be able to
counteract the law of supply and demand. That may be effective
temporarily, but those influences will be more or less temporary.
Mr. WiLLiAM S. Could you stabilize the basic commodities!
Mr. RAND. They are what I would attempt to stabilize, but at the
level where the tfnited States Bureau's wholesale price index stood
in 1926. That does not mean that the basic commodities would be
where they were in 1926; they might be above or below 1926. As a
matter of fact, I think they would be above 1926.
Mr. WiLLiAMS. You would try to raise the basic commodity prices
to the general price level of 1926!
Mr. RAND. Until the general price level reaches 1926, that is right.
Mr. REILLY. When you raise the price of cotton in Texas, the
people in Texas continue to produce more cotton.
Mr. RAND. In my opinion, if we take monetary action raising the
price level, and announce a deSnite objective, so that business----Mr. REILLY. Suppose you announce the objective, what will
happen ?
Mr. RAND. You will have so much reemployment, so much increase
m the consumption of cotton, that with the set-back the South has
had in the curtailment of cotton and the discontinuance of produc
tion, the South will not be able to produce the cotton we will need
in this country.
Mr. CRoss. He keeps on harping on one commodity, but that is the
truth about a lot of these fellows and----Mr. RAND. We have got to forget individual commodities.
Mr. CRoss. Any commodity can go away up or away down, but
when you take the entire volume, it will stay on an even keel.
The CHAIRMAN. I want to say right here, about cotton and every
thing else, and I want to register this opinion of my own—I do not
believe we ever had an overproduction.
Mr. RAND. Never.
The CHAIRMAN. The people who produce our cotton crop have
cotton clothes to make them comfortable.
Mr. CRoss. For a number of years, we produced in excess of 15,000,000 bales of American cotton, but the trouble is, we cannot buy it.
That is the reason you do not use cotton. The consuming power is
here, but they have not got the wherewithal to buy it, but when yon
get people back to work, they may have.
Mr. RAND. Let me make a point about how people react to that old.
well-known law of supply and demand. All orthodox economists
had the feeling that the bankers of the United States should go on
record against interference with the law of supply and demand; that
you should not try to boost up the price of cotton and hold it there,
or wheat, or other commodities, but let the law of supply and demand
operate freely. That is exactly what I am recommending that you
do with the price of gold in the free, open market; and if that price
of gold, according to the law of supply and demand, should be
higher than it is now, or lower, that is where it should be allowed
to go and that is where it will go.
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My personal opinion is that the demand will put the price of gold
up for the time being, and probably put it up to the same extent that
Brazil and the Argentine and all of these agricultural members of
the British Empire and the " sterling area " have raised their price
of gold, and when it does, they will have no longer an advantage over
our agricultural producers, and our agricultural producers will be
able to buy $6,000,000,000 more from our American manufacturers,
and the recovery problem will be solved.
The CHAIRMAN. What is the position of the manufacturers with
reference to this legislation? They are against this legislation, are
they not?
Mr. RAND. The manufacturers are not against this legislation.
The CHAIRMAN. The American Chamber of Commerce and the
New York Chamber of Commerce are against it, are they not?
Mr. RAND. No; the New York Chamber of Commerce is made up
of bankers, not manufacturers.
The CHAIRMAN. How about the American Association of Manu
facturers !
Mr. RAND. I can tell you what the opinion of 3,000 manufacturers
is as to the price level, but I cannot speak for the New York Chamber
of Commerce.
Mr. HoLLiSTER. Which legislation are we talking about?
The CHAIRMAN. All o f it. They are opposed to this particular
proposition as I understand it.
Mr. RAND. While Mr. Vanderlip was testifying someone asked a
question as to what we would do with the Federal Reserve Board if
you gave them a mandate and they failed to perform according to
the mandate, and he said, " Impeacli them." Somebody said," Would
you impeach the Supreme Court if they failed to issue the decrees? "
The difference between the two impressed me very forcibly, and I
would like to give it to you. The Supreme Court is charged with
the duty of interpreting laws. Laws are subject to various interpre
tations, as we have found many times before. Sometimes they are
interpreted by one court one way and another court another way,
but we are bound to accept the decisions of the Supreme Court when
they interpret.
A price level, however, mandated by Congress, is open to only
one interpretation, and that is, that level; in other words, it is not
subject to ambiguous interpretation.
Mr. CROSS. If the Supreme Court were to ignore the law, they
could be impeached.
Mr. RAND. But you could tell whether the Federal Reserve Board
had regulated the price level according to the mandate that you had
laid down.
Mr. RaiLLY. Is it not a fact that we were in this panic largely
because, in 1929, we began to produce an overabundance of manu
factured goods?
Mr. RAND. No; there has never been any overproduction of any
kind. I will tell you what happened in 1929: It was the absence
of a clause in the law, the Federal Reserve Act, requiring the Federal
Reserve Board to regulate the reserves required of banks behind
their deposits. Had that clause been in the Federal Reserve Act, the
Federal Reserve could have stepped in at that time and have raised
the reserve requirements of the banks and stopped securities from
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going to heights unknown. In other words, long before security
prices had gotten any higher than they were in 1927, the Federal
Reserve Board could have stopped it and avoided the collapse. That
is what you are doing in this bill that you are passing on, giving
Governor Eccles and the administration a clause which permits them
to regulate the cash reserves required of banks behind deposits.
Mr. BROWN of Michigan. That is an afterview, is it not? You are
not certain that the Federal Reserve authorities, had they had that
power in 1927, would have had the good judgment and sense to have
ordered that stoppage?
'
Mr. RAND. No; nobody can be sure. However, they did not have
the authority at that time.
Mr. CRoss. If they did have the authority they could have done it?
Mr. BROWN of Michigan. We are not sure, if we give them the
authority now, that they will exercise it in that way. What I am
pointing out now is, your view is simply an afterview of the thing,
but we know you are right, but at that time we do not know whether
you would have been right or not.
Mr. RAND. The chances are that it would have been used. We are
all aware of the extent of the situation.
Mr. WiLLiAM S. Would you change the manner in which this Fed
eral Reserve Board is set up, the provisions of this b i l l !
Mr. RAND. From the standpoint of political expediency; no.
Mr. HouJSTER. From th e sta n d p o in t o f w ild le g isla tio n , h ow
a bo u t i t !

Mr. RAND. Wild legislation that is never enacted is no legislation.
Mr. CROSS. It might be that, in some other Congress you could do
it, but you could not do it now.
Mr. RAND. I would like to reiterate what Mr. Vanderlip pointed
out, that I consider to be the most important cue that this committee,
or Congress, can possibly have, comes directly from the President
in the form of two things; First, on several occasions, he has stated
that the price level in this country is not yet at a high enough level,
a high enough point that the debtors and creditors are in balance, or
that the debtors can pay the creditors without an undue burden of
debts; second, that the dollar that America seeks—and I am told
this is the dollar that we will have—must have substantially the
same purchasing power and debt-paying power " as the dollar which
we hope to attain in the near future."
Two years have gone by, or a year and a half has gone by, and we
are approaching the maturity of " the near future." Therefore, now
that we have this subject under consideration and the whole country
is looking to the administration and to Congress to give it some defi
nite information on the future of the dollar, they expect nothing else
than what they have heard the President say, personally, over the
radio.
Mr. REiLLY. The administration has announced there will be no
change in the dollar; the Secretary of the Treasury announced that.
Mr. RAND. The President's statement takes precedence over all
others.
Mr. W iLLiAM S. How much are we short in the price level now, in
your judgment?
Mr. RAND. The basic commodities will have to go up approxi
mately 20 percent.
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The CHAIRMAN. Let me ask you a question. Suppose we keep up
the advance with our move toward a high level, at the rate we are
going----Mr. RAND. Mr. Chairman, during the past year, since we anchored
to a Rxed price for gold at $35 an ounce, we have not made progress.
The CHAIRMAN. We have made some progress in the last year,
have we not?
Mr. RAND. Not noticeable progress; nothing to compare with the
progress we made in the preceding year, either in reducing unem
ployment or restoring solvency.
The C H A IR M A N . Suppose we use the power further and raise the
price of gold; what effect would that have!
Mr. RAND. If we raise the price of gold through the operations
of the Federal Reserve Board, under a mandate from Congress, you
will have an advance in the price level and will increase the pur
chasing power in the hands of the basic producers of this country,
which includes all of the farmers, immediately and with mathe
matical precision.
Mr. CRoss. In other words, we ought to give the Federal Reserve
the right to Rx the price of gold as they see Rt. and instead of Rxing
the statutory price like the President has, of $35 an ounce, let that
Board say what the price of gold shall be from time to time, just
like they do in England now, and you were telling about how they
functioned.
Mr. RAND. Absolutely the same as the English do.
Mr. CAviccHiA. And let this country anchor to a certain value?
Mr. RAND. We want this American dollar of ours to have one
certain, stable value, so one can rely on its value, and you can never
get that so long as it is in terms of a piece of gum-rubber gold.
Mr. C A viccH iA . How are you going to stabilize it there!
Mr. CRoss. You tie to a piece of gold and it stretches. Of course,
you still hold $35 an ounce, but gold goes up and down and Ructuates in value.
Mr. RAND. I would like to read to you what was said last week
by the head of the largest bank in the world, Mr. Reginald McKenna,
former Chancellor of the British Exchequer. It is contained in a
special wireless dispatch from London to the New York Times:
The gold value o f currency is now coming to be regarded as of secondary im
portance, and its purchasing power over goods as primary. It may be, there
fore, that suppression of the gold clause in American obligations wiU lead to
attempts to safeguard the position of both debtors and creditors by the inclu
sion in debt contracts of a clause establishing a relationship between money
and goods. This may come to form a firmer basis not only fo r internal but
for international obligations, through which fluctuations in the commodity value
o f money entail such appalling consequences as have been obvious in recent
years.
I f this development takes place, the world will have cause to bless the names
of the Eve judges who found the means of breaking the shackles by which long
custom has bound the dollar to gold and had threatened to prevent its playing
its full part in the reestablishment and maintenance o f economic health.

Mr. REILLY. Is that the advice that you are giving to us!
Mr. RAND. Reginald McKenna is a banker who differs from most
of the bankers in Great Britain and is not regarded as being of the
same degree of orthodoxy as is in the make-up of other bankers, and
in that respect I compare him with Frank Vanderlip, who is not
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bound to some of the restrictions that some of our other executives
are.
Mr. WiLLiAMS. Do you believe that with the power granted to the
Federal Reserve Board, that they can raise the price level!
Mr. RAND. Do I believe that the Federal Reserve Board can raise
the price level!
Mr. WiLLiAMS. Yes; under the powers granted in this bill?
Mr. RAND. No; they could not do it under the bill, without having
also the authority to control the price of gold. The Treasury could
reduce it, if they did.
Mr. WiLLiAMS. Then you do not think that the powers they have
in there are sulHcient to give them the ability to raise the price level
to the desired level?
Mr. RAND. That is right. There are Eve leverages of control neces
sary to regulate the price level, and some days you have to use one.
and other days something else. Great Britain is using the price of
gold in the open market very successfully.
Mr. WiLLiAMS. Then we would have to modify this bill in that
respect, outside of simply placing the objective that you desire in
this bill ? We would have to amend it in other respects, in order for
them to have the power that you think they ought to have !
Mr. RAND. From the standpoint today of political expediency. I
see no basis for any objection on the part of any administrative
oRicial to giving this Board the power to issue currency on behalf of
the United States Government.
The CHAIRMAN. What you mean to say is. it is unthinkable that
there would be cross-purposes between one branch of the Govern
ment and the other in the same administration!
Mr. RAND. Yes.
Mr. WiLLiAMS. If they would administer this act as it should be
administered and we intend it should be administered, they could
attain the desired objective?
Mr. RAND. Absolutely.
Mr. WiLLiAMS. Without any other changes in it!
Mr. RAND. Except they would have to have the power to issue
money and buy and sell gold in the open market, and do little things
like that, which you could put in the bill.
Mr. WiLLiAMS. Otherwise, it would be absolutely foolish to write
in any object that they could not attain!
Mr. RAND. Yes.
M r . W iL L iA M S . T h e r e w o u l d n o t b e a n y s en se i n t h a t k in d o f l e g i s 
l a t i o n , t o w r it e i n t o t h is b i l l a c e r t a in o b je c t i v e , a c e r t a in p r i c e le v e l
w h i c h t h e y m u s t a t t a in , a n d s t i l l n o t g i v e t h e m t h e p o w e r t o a t t a in
t h a t o b je c t iv e !

Mr. HoLLisTER. You impeach them if they do not do something
they cannot do.
Mr. RAND. Yes; and when you do that, you are going to do the
greatest thing for the American people, from the standpoint of hap
piness and continuous occupation—which is a deBnition of happi
ness—that has ever been done in the history of this country.
M r . W iL L iA M S . I n y o u r o p i n i o n t h e r e m u s t b e t w o o t h e r t h i n g s p u t
i n t o t h is b i l l t h a t a r e n o t t h e r e a t a l l : O n e o f t h e m b e i n g t h e p o w e r
o f t h i s B o a r d , e x c l u s i v e l y , t o is s u e c u r r e n c y ; a n d t h e o t h e r is t o v a r y
th e p r ic e o f g o ld !
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Mr. RAND. Yes.
Mr. WiLLiAMS. Neither of which are in this bill, at all %
Mr. RAND. No.
Mr. CAViccHiA. If I understand you, if this power is given, the
power to raise or lower the price of gold, that would stabilize the
price of the dollar!
Mr. RAND. If they are given the right to buy and sell gold in the
open market, the same as the Bank of England does.
Mr. REILLY.. That we ought to give this monetary authority the
same power the Bank of England has ?
Mr. RAND. Give it the same rights; yes.
Mr. REILLY. The object of the Bank of England has been to keep
domestic prices down.
Mr. RAND. No, sir; to keep them stable.
Mr. REILLY. To keep them down.
Mr. RAND. I beg your pardon. I disagree with you on that. I
have on good authority, an authority that says that prices are too
low now and they should be advanced.
Mr. REiLLY. Where?
Mr. RAND. In Great Britain.
Mr. R s iL L Y . That is why I say they have kept them d o w n .
Mr. RAND. They have worked to stabilize prices.
Mr. REILLY. According to all theories, if the dollar depreciates,
the cost of living should go up. It has not gone up in London and
they keep it there, because it gives an advantage on the export busi
ness. You want to raise prices and say this monetary authority
should start out and raise prices. That has not been the record of
England. The Bank of England has deliberately kept down prices.
They have gone in and ruined their labor unions, so they could not
get wages.
Mr. RAND. I operate in Great Britain, and I have not noticed
any ruination or annihilation of labor in Great Britain. In fact, it
is the most unionized country we are operating in.
Mr. REiLLY. But they have got no wage scale.
Mr. RAND. The price level in Great Britain was not allowed to
drop after September 1931, while our price level continued to drop
down to, I think it was, 57 percent. They stopped theirs at 64
percent.
Mr. REiLLY. Ours has dropped a great deal since that time.
Mr. RAND. Ours is up to approximately 80 percent now, and theirs
is 68 percent, if I remember correctly. The point that I know is
that, if we had gone off gold with Great Britain we could have
kept our price level steady, and we would never have had the dis
tress and suffering from coast to coast, as we have had.
Mr. Caoss. If we had been given the power to raise or lower ours,
because England did----Mr. RAND. And we would have solved our own employment prob
lem in this country, and I do not care what happens m the other
parts of the world.
Mr. REiLLY. But you have got two different viewpoints—the mone
tary authority in London and the one you want to set up here.
Mr. RAND. They operate exactly the same.
Mr. REiLLY. But they are going toward different ends.
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Mr. RAND. No; Great Britain's price level has been held steady,
although it is now relatively below our level, but industrial pro
duction or business activity in Great Britain stands at an index
of 110 while ours is about 80 percent of its 1928 level.
Mr. REILLY. But you would have no advantage on the export
trade, and that is what she is getting, and that is why they have
get a different objective.
Mr. RAND. But the mechanism is identical. On a managed cur
rency base you can have any price level that you want. I have never
seen anyone dispute that fact. In other words, if you make a mistake
in your price mandate, in case you include the mandate in this bill,
and guess wrong at 1926 and it should have been 1928 or 1924, Con
gress can easily change it.
The CHAIRMAN. You have not said a word to us about the debt that
is hanging over the people of the country.
Mr. RAND. I did not try to tell you something that you already
know as well as I know.
The CHAIRMAN. Of course, this matter of increase in prices goes
to the heart of that problem.
Mr. RAND. There is the further fact that President Roosevelt has
said that prices have not risen sufficiently to restore the proper rela
tionship between debtor and creditor, and it would be too large a
burden on the debtors to establish prices at the present point, and I
heartily agree with him.
The average debt that is in existence today was not incurred during
the depression. The banks did not loan money during the depres
sion, and mortgage and insurance companies did not buy mortgages
during the depression. You did not contract debts during the de
pression. Your average debts that are in existence today were not
incurred in the past 4 years, but they were incurred in the 10 years
prior to that, when money was free.
The CHAIRMAN. Is it not true that so long as they are living in
dread of constant foreclosure and bankruptcy, they cannot resume
normal consumption!
Let me ask you, if nobody has any other questions right now, about
some of the mechanics of this bill.
Do you not think that a change, or liberalization, we will say, in
the rules for the eligibility of paper at Federal Reserve banks would
be very desirable and hefpful!
Mr. RAND. I might answer your question by saying this: The
maintenance of the price level underlies the solvency of every bank
and insurance company, affects individuals, and the entire country,
and the Government itself. Maintenance of the price level underlies
solvency, and when you let the price level down you destroy the
solvency of business.
If you have this mandate in effect and the price level is going
to be maintained, your bank assets are not going to depreciate, but
they are going to remain intact, by and large, and they are not going
to be subject to the influences they were subject to in 1931 and 1932.
The bottom is not going to drop out of the value of bank collateral.
Therefore, you are now justified in going further on eligibility than
you were at any time
to this date; and with your bank-deposit
guarantee—for which, Mr. Chairman, I wish to give you a large
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measure of credit—you will further reinforce the banks against the
contingencies which were ever present before.
The CHAIRMAN. Of course, we were in the position where very
many solvent banks, judged by all fair rules, were unable to carry
on because of the fear that existed, and because of their inability to
employ their sound assets to obtain currency with which to meet the
demands of depositors.
Mr. RAND. I will never forget, in 1933, testifying before the Sen
ate Finance Committee, I then said, " Unless you enact an emergency
law and provide a $2,000,000,000 bank guaranty fund to insure bank
deposits, every bank in the country will be closed by March 4."
The CHAIRMAN. We passed a bill like that in the House^ setting
up a fund of something like $2,000,000,000, in 1932, but a lot o f
people thought we were crazy for trying to do it at that time.
Mr. RAND. The Senate failed to carry through with that plan.
The CHAIRMAN. Yes.
Mr. RAND. But they did, later. You can increase the eligibility,
but the great danger is, when you extend the eligibility to longer
than 1 year, the result will be for some banks to go into 5 or 6 or
10 years or perpetual obligations, that will destroy the liquidity o f
the banks.
The CHAIRMAN. How will we destroy the liquidity so long as they
can take their credit assets and use them to obtain currency?
Mr. RAND. I mean there will come a point some day when, if yon
ever abolish the bank guarantee, that the banks may be plugged up
with long-term, nonliquid assets.
Mr. REILLY. Suppose the bank guarantee law is going to live----Mr. RAND. If the bank guaranty law lives, then your banks are
a s sound as the Federal Government.
The CHAIRMAN. Well, it should be stated, in that connection, that
the guarantee of bank deposits has not been completed. We have
only guaranteed about one-third of the deposits, and that job is not
Bnished.
Mr. REILLY. We guaranteed 98 percent of the deposits.
The CHAIRMAN. We guaranteed most of the deposits. That ques
tion has not been fully solved, for the reason that you not only want
to relieve the citizens of fear and prevent runs on the banks, but wo
should want to free bankers from fear of runs and withdrawals,
so that they will employ bank resources in support of trade and com
merce. I think we have done a great deal of good, but I am not sure
the job is complete yet
Mr. RAND. Any further questions you would like to ask!
Mr. C R o ss. You think there are two things that ought to be done:
One is the Federal Reserve Board should have control of issuing
currency, and the next is the right to buy and sell gold in the open
market?
Mr. RAND. Yes.
Mr. REiLLY. You think that there ought to be a definite price level
Rxed!
Mr. RAND. Yes; and that is in addition to the mandate. If those
three things are injected into this bill and recommended by this com
mittee, my personal opinion is that it will be passed by the House
and I have every con&dence it will be passed by the Senate.
(Here followed discussion oE the record.)
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The CHAIRMAN* Of course, we have the right to interpret this
legislation in the light of the declared policy and purpose of the
administration, repeatedly declared by the President, as has been
stated here this afternoon.
Mr. RAND. I would like to put this in as a personal opinion: That
with the knowledge that President Roosevelt has demonstrated on
monetary subjects and foreign exchange and the relationship of
debtor and creditor, and the knowledge that he has demonstrated of
conditions that exist in this country, that even without that mandate,
we would have what you and I would like to have in the restoration
of price level and in the stabilization of the price level; and my
recommendations are based upon the belief and conviction that we
owe it to the United States of America to perpetuate President
Roosevelt's monetary policy in all succeeding administrations, and
for generations to come.
The most important contribution that has been made to the prog
ress of civilization is the stabilized dollar.
Mr. HoLLiSTER. Has that been achieved ?
Mr. CRoss. No; we want to achieve it now.
Mr. RAND. The dollar which President Roosevelt stated to the
London Economic Conference we hope to attain in the near future,
and which we have----Mr. HoLLiSTER. I did not know that President Roosevelt had any
monetary policy; I have never been able to ascertain it.
Mr. RAND. A very definite monetary policy.
Mr. HoLMSTER. What do you conceive it to be !
Mr. RAND. To give to the country a dollar of substantially the
same purchasing power and debt-paying power as the dollar which
he hoped to achieve in the near future, dating from the time he made
the speech.
Mr. HoLLiSTER. Do you think the steps that have been taken by the
administration have brought about such a result!
Mr. RAND. The steps that were taken up to February 1934, when
we again returned to a fixed price of gold, which was advocated
by the orthodox economists and which has since then prevented any
further rise in the value of commodities and re-employment of the
unemployed, and----Mr. REiLLY. The commodity price has gone up since then, has it
not!
Mr. RAND. It is my belief that the evidence is so clear that the
progress of 1934 is so little compared with the vast strides we made
in 1933, that the logical thing for the administration to do is to
go back to the policy which showed the greatest results.
Mr. HoLMSTER. You are urging that the administration should
return to the policy which the administration has apparently given
up!
Mr. RAND. No; only temporarily.
Mr. HoujSTER. But the last monetary moves the administration
has made have not, in your opinion, been similar to the first moves
that were made!
Mr. RAND. No; moves that have been made during the past year
I think have left us in status quo. We have been frozen to a nxed
price of gold, and it has been demonstrated that we cannot progress
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so long as about one-half of the civilized business world is off gold
definitely, and has no Bxed relationship to gold.
In other words, those countries that have adhered to a fixed price
of gold, including the European gold bloc and the United States,
have shown poor results in recovery during the past year.
Mr. HoLLiSTER. Then you were not an advocate, were you, Mr.
Rand, of the Warren gold-buying policy which was the administra
tion's first attempt!
Mr. RAND. I never was an advocate of the policy of chalking up
the price of gold on a blackboard, without being willing to make
the price of gold in other markets.
Mr. H o L U S T E R . That was the administration's first monetary at
tempt ?
Mr. RAND. It was, as such; but the effective raising of the price
of gold began when exportation of gold was embargoed in April
1933, not when the gold buying began 6 months later.
Mr. HoLUSTER. That was given up entirely ?
Mr. RAND. It was.
Mr. REILLY. The administration did that to find the real value of
the gold, and it fixed the dollar at that value. AH that buying of
gold was for that purpose, to know where to stabilize the dollar.
Mr. RAND. It always appears wise, when you are conducting a
policy of restoring prices, or raising prices, to hesitate for a breath
ing spell in order to see what the ultimate effect is going to be of
what you have already done, and in that respect I believe it was
wise to hesitate for 6 months or a year; but there is no need, in my
opinion, to hesitate any longer.
Mr. REILLY. But you recognize that it is a more difBcult problem
to raise prices than to keep them from falling ?
Mr. RAND. Everyone recognizes that. You can undo in 1 day
what it took generations to build up.
Mr. CROSS. Like climbing up a ladder, you go up pretty slow but
come down fast.
The CHAIRMAN. Gentlemen, we will meet at 10:30 tomorrow.
Mr. Rand, I thank you on behalf of the committee. Your state
ment was very able and helpful, and we appreciate it very much.
(Thereupon a recess was taken until 10:30 a. m., Tuesday, April
9, 1935.)
(Inserted in record of hearings upon request.)
T H E SIEGFRIED PL AN

(By Thorwald Siegfried, author of The Siegfried Plan for an Honest Exchange
o f Values by the Issue o f a Sound Money)
W H E N A BAN K

(a ) Permits a manufacturer to "d e p o s it " as cash a 60-day merchandisedraft on a jobber or merchant, and
(&) Allows the manufacturer to cheek against the "deposit** up to its full
amount (less the discount fo r 60 days).
(c ) It thereby issues new credit-currency, and by repeating the process
builds up the great volume o f " deposits " in banks.
(%) Inasmuch as the wholesale prices charged to jobbers and merchants by
manufacturers include the manufacturers' proRts, the bank process described
makes available to the manufacturer, as cash, and at the point o f production, his
anticipated proRts before these proRts are justified by the verdict o f the retail
market.
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(e) Inasmuch as the ratios o f proRts in merchandise transactions suscepti
ble o f discount by banks range from 0 to 100 percent, the " dollars " checked
out thereby lack economic parity with one another, and, on the contrary, have
disparities corresponding to the profit ratios in the prices o f goods which they
represent.
(?) These disparities operate to the disadvantage o f the producers o f goods
that are least susceptible to the application o f high-speed machinery, among
whom farmers are the most important class.
(p) W e favor legislation which w ill permit banks to discount commercial
paper to the extent of the wages paid for the production o f the goods repre
sented, and no more, to the end that all " dollars " shall have economic parity,
that all currency issued shall pass through the hands of the producing classes,
that purchasing power shall be adequate to buy all goods offered, that promts
on good goods shall be offset by losses on poor ones, and that the receipt of
proRts may be deferred until the goods shall have been sold to customers.
M ARINE MIDLAND GROUP, IN C .,

yew yorA; CMy,

.22,

LETTER FROM HON. EDMUND PLATT

DEAR HENRY: I am glad to see that the House committee has struck from the
banking bill the provision in title I denying deposit insurance to nonmember
banks after July 1, 1937. I don't believe in these compulsory features, and
have always thought that the whole Reserve System, national as well as
State banks, could, now that it is so well established, be put on a voluntary
basis, allowing small national banks to withdraw if they care to do so.
I don't know whether you saw the brief I sent to John Hollister on the
bill, when I found that I couldn't go down and testify. It is a much milder
criticism of title II than most of the economists are making, and contains the
argument against compelling State banks to join the Reserve System in order
to continue deposit insurance.
Best regards.
Yours sincerely,

EDMUND PLATT.

(The brief above referred to follows:)
Having been actively engaged for more than 10 years, 1920-30, as vice
governor of the Federal Reserve Board in the administration o f the Federal
Reserve Act, and having been a member of this committee under the chair
manship of Carter Glass when the Federal Reserve Act was passed, it is
natural that I should not like to see the act radically changed unless there are
convincing reasons for the changes. My interest, therefore, is chieRy in title
II, which does radically change the Federal Reserve Act in several important
particulars. The open-market section practically does away with the autonomy
and independence o f the regional Federal Reserve banks in some of their most
important functions. Section 16 o f the Federal Reserve Act, which has ref
erence to the issue o f Federal Reserve notes, is largely repealed and entirely
rewritten, making the notes asset currency without special collateral; section
13 is so amended that Reserve banks are to be permitted to loan on any sound
assets of member banks, doing away with the last vestige of the idea o f selfliquidating, short-term commercial paper. The composition o f the Board itself,
especially with relation to the Governor is so changed as to bind the Board
more closely to the political administration in power at the time instead of
giving it greater independence; the organization o f the Federal Reserve banks
through the consolidation of the oREtces o f governor and chairman or Federal
Reserve agent and the requirement that the governor must be approved by the
Federal Reserve Board is considerably altered. Section 16 relating to reserves
is so amended as to remove the safeguards, the aiErmative vote o f Rve mem
bers and the approval o f the President, from the grant o f power given in the
Emergency Act of 1933 to raise as well as lower the reserves to be main
tained by member banks in certain cities, etc., and districts. Finally, in title II
the authority o f national banks to make loans on real estate is greatly widened.
Governor Eccles in hie recent testimony before the committee ably defended
these provisions and made suggestions for amendments to several sections which
would be improvements, but he did not give any convincing reasons why title II
should be passed at this time. In fact, if I understood him correctly, he said
in answer to one o f his questioners that there was not much that the Federal
Reserve banks could do that has not already been done toward aitRng recovery,
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which la certainly true. Commercial interest rates are at unprecedently low
levels, and long-term interest rates, held up for a good while by the uncer
tainty caused by devaluation o f the dollar and by inflation agitation, have
also begun to come down materially. If business is not borrowing, it certainly
is not because the rates are not attractively low. Nothing could be accom
plished by trying to make them lower and much harm might be done, as it is
diiEcult enough at present for banks to make money. This being true, it seems
to me that there is much to be said for the recommendations o f the Chamber
o f Commerce o f the State o f New York and o f the American Bankers Associa
tion for a postponement of consideration of this part o f the bill until a thorough
study can be made of the questions involved by an impartial commission. The
American Bankers Association has suggested the Brookings Foundation, while
the chamber o f commerce apparently contemplates a commission to be appointed
by Congress. There is no doubt that amendments to the Federal Reserve Act
made from time to time, particularly by the Banking Act o f 1933 and the
emergency acts, have produced a patchwork which is somewhat confusing. A
thorough study by a competent body should result in greatly simplifying and
improving the whole act.
Before going into more detail with relation to title II there are some things
in titles II and III to which I should like to refer, though with a few clarifying
amendments it seems to me they might well be enacted into jaw at the present
session. I do not like the provision near the end o f title I, paragraph 23, which
reiterates the requirements o f the Banking Act o f 1933 that nonmember State
banks must become member banks if they are to retain Federal deposit insur
ance after July 1937. It has never seemed to me wise to attempt to compel
State banks to join the system, and I will go even further and say that I have
always doubted the wisdom o f the compulsory feature even for national banks.
There is nothing o f this compulsion in European central banking. The system,
in my opinion, would work satisfactorily if membership were made voluntary.
Compulsion may have been necessary at the beginning in order to get the
system started, but, in my opinion, the advantages which all the larger banks
unquestionably receive from membership would make it necessary for their
own interest to continue as members. The reserve requirements and the pro
visions that balances in Reserve banks are counted as reserve while balances
in correspondent banks are not so counted, and the privilege o f keeping up such
reserve balances by rediscounting when necessary are o f great value to the
larger banks. States may, and some o f them still do, allow their State-chart
ered banks to count balances in city-correspondent banks as reserves, but this
is o f advantage only to the smaller banks which are frequently dependent upon
their city correspondents for service and advice. The fact that most o f the
small banks are outside the system and do not consider membership an ad
vantage does not at all hinder the effective operation o f the system. Several
campaigns were conducted while I w as a member o f the Reserve Board to
induce the small State banks to become members, and several investigations
were carried on by the Board, by the Reserve banks, and by this committee to
End out why they did not join the system.
I became convinced that at least some of the reasons the small banks gave
for remaining nonmembers were good reasons. One o f their chief complaints,
the fact that they could obtain no interest on their balances in the reserve
banks, but could and did obtain interest from their city correspondents, has been
done away with by the prohibition in the Banking Act o f 1933 o f payment o f
interest on demand deposits. May I say that I think the present law and the
present regulations are a little narrow in defining demand deposits as anything
payable within 30 days. In other countries it is customary to pay interest on
15-day deposits and even on 7-day deposits. Therefore, I think the amend
ment to the first paragraph o f section 19 o f the Reserve Act contained in the
first part o f section 323 (p. 64) o f title III o f this bill, giving the Federal
Reserve Board full power to define the terms " demand deposits ", " time de
posits ", etc., is a good one.
This brings me to title III. I have heard some items in this title criticized
as being rather obscure, and as possibly containing " jo k e r s " , or as going
further than they appear to go. However, I know that most o f the amend
ments in this title were recommended by the Federal Reserve Board or by the
Comptroller to clarify the provisions o f the Banking Act o f 1933 and make
them more workable. Some o f them have been recommended by the Board and
by the Comptroller in their annual reports. The amendments in this title are
technical, in the main, and I prefer to leave criticism o f them to the technicians.
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Sections 303 and 307 may permit limited underwriting. This does not seem
clear to me but under proper regulations I do not believe it would be neces
sarily harmful. I have never believed in too narrow restrictions upon the
operation o f our banks. We can develop good bankers only by giving them
some reasonable latitude.
Title II, as Governor Eccles has said, is the heart of the bill and makes some
vital and, to my mind, some exceedingly unwise amendments to the Federal
Reserve Act. Governor Eccles has suggested several amendments which would
be good but even with the improvements the powers of the Federal Reserve
Board and its dependence upon political administration would be increased,
and the independence of the Federal Reserve banks decreased. As it stands
in the bill, section 305 creating a new open-market committee, comes pretty
near creating a central bank or monetary authority. The new committee is
given full power over the purchase and sale of securities " and the Federal
Reserve banks shall conform their open-market operations to the provisions
thereof." I wonder if it is generally understood that 90 percent of all openmarket operations are carried out in the country's chief money m arker; that
is in New York, and in the main they put money, or funds, into New York
or withdraw them. Under the provisions of the bill as drawn this committee
could compel the interior Federal Reserve banks, the Atlanta Reserve bank,
the Dallas Reserve Bank and others to put money into New York, or in popular
terms into Wall Street, without giving them any option, even if their dire'jturs
were of the opinion that the funds were needed at home. I do not believe
that is either wise or necessary, and I do not believe it would be approved
if understood. I know the argument that there should be centralization of
authority, that the system can't act promptly in case of emergency, etc., but
that is theory. The system has always acted as promptly as necessary, possibly
in some cases too promptly, so far as open-market operations are concerned.
It has not always been so prompt about changing discount rates, particularly in
the matter o f increases, but the fault has not been with the reserve batiks.
In my opinion, the importance of open-market operations has been greatly
exaggerated. The system could be successfully operated through prompt and
decisive changes in discount rates, without open-market operations except such
minor purchases or sales as might be necessary or advisable to make the
rates effective. Open market operations became popular in the early 1920's
largely because they were not fully understood and were to a considerable
extent concealed. In England such operations used to be referred to by the
older economists as " the hidden hand ", which put money into or took it out
o f the London market without any announcement and without letting anyone
know what was going on except by inference from action o f the money rates
and the money market itself. The high discount rates, in some of the Reserve
banks as high as 7 percent, put into effect by several of the Reserve banks in
1920, were believed by many people to have been the cause of the depression
o f 1920-21. They were the subject of much oratory in Congress and of much
denunciation o f the Federal Reserve Board and o f its then governor, W. P. G.
Harding. In my opinion they had very little to do with the depression, the
chief causes o f which were easily to be seen elsewhere, but if they were effec
tive in curtailing expansion the operation was certainly justiiied by the
results, for the depression o f 1920-21 was exceptionally short and we were soon
climbing out of it into an era o f almost steadily increasing prosperity. How
ever, rate increases were unpopular, and after the rates had been lowered to
normal proportions when it again seemed necessary to exercise some restraint
on expansion of credit " the hidden hand " was resorted to and open-market
operations became more important than changes in rates in the operation of
the system. Securities were sold when expansion seemed to be going too
rapidly and were purchased when contraction appeared to be going too rapidiy.
Generally, these operations were accompanied by slight changes in the rates,
usually only one-half o f 1 percent at a time, but sometimes they were not
accompanied by any rate changes. The net result o f the policy was that the
member bank reserve balances, the credit base, were generally held rather
higher than they should have been until anally the whole matter got out o f
hand with the great expansion o f 1928-29, which was manifested chieRy in the
speculative markets.
W hile a member o f the Federal Reserve Board, I was much of the time under
the impression that rediscount rates were too low and frequently constituted an
unnecessary and unwise inducement towards borrowing on the part o f the
member banks, particularly the smaller banks whose rates to customers were

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

BANKING ACT OF 1 9 3 5

891

generally several points above the Federal Reserve rates. However, the policy
of the Reserve Board at that time was warmly praised by most of the
economists of the monetary school like Maynard Keynes o f England, Cassell of
Sweden, and Irving Fisher of our own country. Wholesale prices during that
period remained relatively steady from about 1923, reaching their highest point
in 1925 and then gradually declining somewhat while the country seemed
most of the time extraordinarily prosperous. The monetary economists declared
that the Federal Reserve Board was stabilizing prices and sought to amend the
act to require the system to be so operated as to stabilize prices. "All you
have to d o ", they declared, " is to continue what you are now doing." The
Board and the system did continue along about the same policy and the debacle
of 1929 followed perhaps as a result of this policy, certainly partly as a re
sult of failure to apply the brakes through both the rediscount rates and openmarket sales soon enough, but probably also mostly from other causes which
I cannot go into at this time.
In connection with the open-market policy of the Board, a good deal has
been said about control of credit, and I wonder just what the people who
use the word " con trol" so glibly understand it to mean. Certainly, if it is
understood in its ordinary sense as we use it, for instance, in mechanics,
" con trol" o f credit is im possible; at least, without an amount of minute regi
mentation in all banks and of borrowing that would be intolerable. All that
can be done by central banking is to exercise some measure of influence rather
than control over the volume of credit. This can be made to be somewhat
effective when credit is increasing if the central banking system has the cour
age to put on the brakes with sufficient vigor, but the experience o f the past
4 years in this and other countries shows that not much can be done to prevent
a declining volume of credit when the pyramid o f debt breaks and a depression
gets started. Another word which has been much misused in connection with
credit is the word "create." We are told that the banks create credit and
the word seems to be understood by many people as in the Rrst chapter o f
Genesis, conveying the idea that the banks have absolute power to create credit
out o f nothing. Certainly this is not true. Dr. W alter Leaf in his excellent
little book on banking, published in the late 1920s, paid his respects to this
theory very effectively. " It takes two to create credit, a banker and a bor
rower ", and the ban!& are powerless when business men o f good credit stand
ing are unwilling to take the risk o f borrowing. Furthermore, when banks
make loans they do not create anything in the nature o f new wealth.
They simply enable wealth already long since created and saved to be used
conveniently in making exchanges. This is clear enough in the case o f
mortgages, or o f collateral loans. A borrower on real estate, or on bonds, has
the property and pledges it for a loan in order to make a purchase instead of
trading or bartering it direct. The banks act as brokers making certain prop
erties liquid for trading purposes. In the case o f so-called " unsecured loans "
to business the principle is the same. Such loans are made on the basis o f
established wealth on the credit statements o f a going business built up through
industry and saving. The banks act as brokers in still another sense, enabling
the savings o f one man or o f one business, including temporary savings or cur
rent accounts, to be loaned to another man, thus facilitating a much more rapid
turnover o f transactions than could otherwise obtain. Nothing is created,
however, excepting the new wealth which may result from the enhanced
liquefaction o f assets and the increase o f manufacturing or business trans
actions.
I have no great objection to the consolidation o f the oRices of Governor and
Chairman or Federal Reserve agent in the Federal Reserve banks referred to
in section 201, but the abolition o f the oSice o f Federal Reserve agent and the
repeal or rewriting o f section 16 o f the Federal Reserve Act, which refers to
Federal Reserve notes, abolishing the special collateral now held against such
notes, distinctly implies a recognition that the note issues o f the Federal Reserve
banks are bank notes and not United States Government notes issued to the
banks. The oiHce o f Federal Reserve agent in each bank was created for the
purpose o f holding collateral to protect the Government which is issuing its
guaranteed notes " fo r the purpose o f making advances to Federal Reserve
banks through the Federal Reserve agents." This was always fictitious in
actual practice and it is well to have A repealed, but why include after the
word " n o t e s " in the second line o f the new section 16 the words "w h ich
shall be obligations o f the United States?" The guarantee o f the United
States is certainly not necessary with the provision that the notes are to be
secured " b y a Rrst and paramount lien on all o f the assets o f such b a n k "
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Under this provision o f the bill the notes become strictly an asset bank cur
rency which I think is not seriously objectionable, although I see no particular
Mason why the change should be made at this time. It goes far away from
the original purpose of the Federal Reserve Act which provided that reserve
notes could be issued only against deposits with the reserve agents o f selfNquidating commercial paper which had been rediscounted with the banks.
Taken with section 206, which repeals all the rediscount eligibility restrictions
and permits Federal Reserve banks to "m ak e advances to any such member
bank on its promissory note secured by any sound assets o f such member bank,
the change from the original Federal Reserve Act is certainly radical. At the
present time it is not only unnecessary but academic. The member banks are
not rediscounting with the Federal Reserve banks and will have no occasion to
rediscount so long as huge excess reserves are maintained through the owner
ship by the reserve banks o f huge holdings of Government securities. Along
with the provision allowing Federal Reserve banks to make advances on " any
Bound assets o f member banks " is to be read section 210 which greatly relaxes
the restrictions upon national banks in the matter o f real-estate loans and
without limiting the sections in which the loans may be made. Under this
provision western banks might make loans on New York City real estate and
eastern banks might make loans on western farm land. Governor Eccles has
happily suggested the restoration o f limits, but this attempt to encourage
commercial banks to go into the real-estate Reid is almost certain to lead to
trouble and is In strong contrast with the powers o f the Canadian chartered
banks which are not permitted to make loans on real estate at all. Real-estate
ioans in Canada are made by mortgage companies or by savings banks, and
one reason I think why eastern banks have stood up better than western banks
and southern banks in our own country is the fact that a very large part of
the real-estate loans in the Bast has been made by mutual savings banks which
are carefully restricted by law and by mortgage companies not so well regulated,
many o f which are now in trouble. That real-estate mortgages should become
the basis o f rediscounts in Federal Reserve banks when we have home-loan
banks to take care o f such matters seems a complete perversion o f the principle
on which the Federal Reserve A ct w as founded, not only extremely unwise
but entirely unnecessary.
Governor Eccles has recommended an amendment to paragraph 3 o f section
303 which, as it stands, requires the Governor o f the Board to leave the Board
**upon the termination o f his designation as Governor." The second paragraph
o f this section providing for an increase o f salary to members o f the Federal
Reserve Board and for their retirement on pension is in the main good, although
I ean see no reason why the two members who have served since the original
Board was formed should be retired so long as they are able to render useful
service. They do not seem to be much older today than they were when I Rpst
knew them some 15 years ago and are certainly as intellectually vigorous as
ever. In amending the Rrst paragraph o f section 10 o f the Reserve A ct with
relation to the appointment o f members o f the Reserve Board it is to be
regretted that the number o f members o f the Board was left at eight, which
permits a tie. The Comptroller o f the Currency o f the Secretary o f the Treas
ury should be dropped from the Board.
Some consideration should be given to the fact that in rewriting section 15
the provision that " No Federal Reserve bank shall pay out notes issued through
another under penalty o f a tax of 10 p ercen t" has been stricken out. When
the Federal Reserve Act was passed this provision, copied I think from the
Canadian law, was considered o f considerable importance as insuring prompt
redemption o f the notes and preventing redundant circulation. I am not sure
that it has been found o f much service and it certainly has required considerable
clerical work. The proposed new section 16 merely requires the sending in o f
worn out bills or notes. I may add that I hope the gold reserves which right
fully belong to the Federal Reserve banks may be restored to them in due time
and that redemption o f the notes in gold coin may be again resumed.
Governor Eccles made out a good case in my opinion fo r section 209, amend
ing section 16 so that the Reserve Board could change reserve requirements
o f member banks " i n order to prevent injurious credit expansion or contrac
tio n ", and suggested a good amendment as to its application. Such power
could be made very useful in checking inRation, but it could be used also in the
direction o f the so-called "100-percen t" bank, and I do not believe the power
should be given without limit, or without the safeguard o f requiring more than
a majority vote o f the Board.
X
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