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THE BAfflEZNG ACT OF 2JS6,

The Banking Act of 19S5 ae i t &ffeote the present
Board provide® for i t s raorgmni nation $ etoagee the I M M of

office and #©signatimi@ of the e&i®f naaieutiv© ©ffi©@r# e t the F@d-
©r&l r#a©rv© banks and sakes t k e i r sppointaiesitt subject to the ap-
proval of the Board of Gov#rso« of i£m Federal Meservit ^gr«te«|
centra l ises tli© apm $mrk®% poiley making powmr® of* the Federal r e -
serve sy&tmi In a At* Federal Op#a Market C«»KRitte@ beglBaiiig lfareh 1,
196 erea#©s th« poweri of the ib«s i of Qo¥©raars over iVtiVVMi

to b® k®p% hy mmhm- hmk&$ hrm&mx® the euth^rity of th©
rmmrm banks to aak® *dv«%noe* of iHiads to a i ^ ^ r b&aks|

the abil i ty of national banks to wmkm real estate loons $
i f i in a amber of r«jp#etn the ftdtalalttffttistt of the

Board of Gov@rsors 0t the feder&l r@@arim system^ the governor will
b© Mom up tot ch&irj^ii, ®ad th© rice gov®rmor will 1» the vi©©
chsii^Ma* Oa February 1, 1SS€# th® Boardi i s to be radaeed trm
to &@Y0& m^iberg, the present members continuing in office imtil tL. t
<ia.t#, At tlmt t lae the Se^retarj of the fr@a.mii7 &ad the Comptroller
of the Gurrme^ will o@a®a to b© sembers and the Board i s to b®
of ©even m^ser® a l l of «AKM ar@ to be appointed iy the Pr©iid»at
oonfiraed ty the i@n&t®f 86 ataaags i s made in ttee requirenents of the
p»#»#at law with reapatt t© the qualifications of ®@mb®r®» fhair sala-
r ies &T0 4neraag©d iVo® $l£t000 to #15,000 per axin-oa and the full tera
of a »#»b#r i s l«igtfa^i©d from twelve to fourteen years* The f i r s t

ss4e h@r#a.ft@r er« to b@ for .perioda farom two to foartesa
detensiaed m that not «>re thaa one will nacpir® in aa

fhereafter ^teh m«©b#r wiH hold office for fourtsm
siooa#r removed for cause fey the Pr®@id®at| ®J5d when h® hag

i®rv@d & full ten* of fourteen years will be ineligible for
Beaiber la to be d#©ign«.t@d ty the president «£, Ch&ix t̂

will be tb@ aetiv© ©xseutiv® ©ffie«r of the Board, sad another
a® fie® ChsJjnesji* ?h© Gheiimaa mad ?ice Gij&ir»a» mr© to ®®rv® as
such for • t©rt& of four y@srs»

EXECOtlVE OFFICER AT

The aaaior faecutive offioers of the Federal rm®rw* b&aks
now known at gov®riioi*@ sad deputy governor© and9 while their s&L»

aries are g^ibjeat to the approv&l of the federal i t i t f f t Board# their
are not* Effective %reh 1# l@S6f they are to b® knows
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&s presidents and vice presidents, t)u» president being the chief
executive officer of the bank, Th@ president and first vice presi-
dent are to be appointed by the board of directors of each Federal
reserve buuak for ter&s of five years ts&d these appointiaeiaie are
expressly aad# subject to thm approval of the Somrd of Governor® of
the Federal Reserve fijystetw

The presont Federal Open Market Cowalttee co*posed of the
twelve Governors of the Feder&l rvmrv* bank© is to be replaced on
Search 1, 10&8, by & Federal Open Market Committee composed of the
seven saabers of the Board of Governors of the Federal Reserve Systes
m& five representatives of the twelve Federal reserve b&nkg* The
five Federal ro$®rv& bank representatives (together with one alternate
for each} are to be selected annually by the boards of directors of
the Federal ifcmrm bunks, one by Boston and Hew 2ork, one by ?hll&~
delphla snd Cleveland, one tey Chieago and St« Louis, one by Rieimond,
Atlanta and Dallas§ and one by Minneapolis, Kansas City and $®n Fran-
cisco* Th« meetings «r@ to be held iii Washington at least four
%%Mm a year upon request of the Chairmen of the Board of CJovaraori
o of say three member© of the Comtlttee.

So Federal reserve temk w i H be permitted to ©ngage or de-
cline to engage in open aarket operations except in accordance ^ith
the iUrection© and regulations of the Coaalttee and all open market
operations will be tr&nsaoted with a view to jtcooaiaod&ting commerc©
and business and with regard to their bearing opon the general credit
situation of the coimtry» By this change in the law the present diffu-
sion of control over open sarket policies a»ong the Federal r**QT?e
banks, the existing Federal Qpm *arket Coa&ittee tmd the Federal
M*erv9 Board, together with the lack of mandatory authority, will
be terminated and replaced by the centralisation of the entire power
in one body, of which the seven aeabers of the Board of Governors
will constitute a a&jority.

The Board of Governors is required to keep a complete
record of all actions taken by the Federal Open Market Ooaaittee
and by the Bmrd upon all questions of policy, to record the votes
taken hj them on all ssach questions, and to subs&t in ite annual
r*p&r% to the Congress a full account of all such actions, together
with a copy of the records required to be kept with respect to
these setters,
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Under preset law th# Federal Re&erv® Bosrd aey i&ereaeft or
t i t reaerr® balance© required to b© minUin&i by ja«ab©r

r. gainst their deposit© tut only during en emergency by rmmn of credit
vxpsaaloR, the wdLBtmm of which aust be. declared fep ^ffiimtive vote
of at iMM fl?i j&eaber& of the Board, with the upprov&i of the
dent*

th» Boar$# in order to prevent injurious creciit
or eontrfection, a«grf b/ affiro^ti^e ôt© of four itea&ers,

rdthout the necessity of obtaining th® appro f̂el o,f tk@ president &nci
witinout deelArin£ the •adstence of BB «a©rg«nc ,̂ chsng* the require-

as to reserve* (y^iast either tiae or de&and depoeitt, or both,
teaks in reasrve or central r©s©rre eiti^# or tajr aesaber

banks not in those c i t ies , or fcy both ei&a&fe* of bsnka, provided tii»
aaount of res«rre$ required to be kept logr any benk i s not decreased be-
low the feaiouBt now required by X** or Increased to a»re tht.n twice
that

Mo change lu asxie in the present l*w except to require the
Federal reserve bank̂  to eatabli&h their difecouat rates ©very fourteen

or oftener i f deeded n«eesa«ry by the Bô rd of Oovemore.

ut&mn BAMS IOARS TO MEIBIE

Under tea^orary «uthorit^ which hss expired Federal reserve
tenke in certain restricted circuaeteaces could sake advances to se«-
ber beunka when they h&d exhausted thair eligible! paper,

th® new l«w gr&nt# p^rasnent author! V to any federal re-
serve hmk$ under role^ Mi r®pil^tion© of the Board of Governors of
the Federal Heaerve System, to make advances to any sieaber benk for
periods up to four aunths when secaired to tli© esti»f&ctloa of the
Federal reserve bank, at an interest rat® l/2Jt per unmia etx»ve
highest discount r&t# of the Federal reserve bank.

&j»enditteiit relieves the Federal Eê erv® fioerd Mi the
Federal rwarv* waks of the necessity of r^^ulring that tecimical
distinetione be dr^wi between eligible and ineligible paper &nd

t&e aeceptenee of oqr ssitieffectorlr aeeuriV '^ cm$@& where
bankis ar© willing to pey • flllghtljr in©refx̂ ©d rtte for needed

funde.

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



• 4 -

REAL i N m I*QM£ OF

The opportunities of n&tiomd banks for investing in
estate locus ere tooedentd* The restrict ion of the proBMAt law as to
the terr i tory in which tfce real estate m«t b© situated i&
and banks sa&y al@o purchase re&l mete t© loans which aeet r
In addition to loana up to 60^ of appraised value* for %®rm not *aore
thun five ye&rs. Ha new law pandit. lo*ne up to 60% of the epprelsed
mlue for tea years i f payacnt* on principal of 40$ a& «n
basis are required nithin that period. Re&l «stfcte Iwm ^hich
insur«d under t i t l e I I of ^ie Bousing Act isre not ^b jee t to thase r®-
©triotione* 72ie aggregate aiao^mt of rwd estet® lofin© of • ufeticmal
b«ak asy «qual i t s uniiap?dred capital sBd surplus fuods, or 60^ of i t s
t iaa end a&viage depo&it:>, whichever HQf be th« greater* At present
the law p*r«it@ a® aggreg^ te siaouat of rofcl •stfito lo^as equ^l to
of ta© uilsipfeired cftpltcl ma ©urplu© @r td 50^ of i t s M*lft§l de-

, subject to certain gm®r&l ll^Lt&tions.

M TO msam&m? in FIDEEAL KISSEII
OF iJTATE imCC T;ITH Î FAIHIB

CiFXTilL

Heretofore the Federal Reserve Board could not a M t to
aoy State l^nk with in^aired e&pital* Th© Bftnkiag Act of 19&5

the Board to w&ive ©By or fell rtquireftente relating to the
of State benkfe to %im system in esses of :^ak3 heving ae-

posits of $1#000,000 or ssor© ^hich are required to become aeiabers of
Federal reserve system before July 1# 194E, in order to retain the

of dsposdts provided ^ the Federal Cepoait laaur&nc© Corpora-
tion* The Bo&rd ®̂ y require &ny such bank to increatie i t s c&pit&l within
& reasonable t iae up to the alnigna &aouat required for the or^«niz£tion
of £ s^tioa^l tmsk in the s&ae pleuse* The lew fclso le&fceag the res t r ic -
tioae upsti the ed«iB»loii of o'tfaer bank© with iap&ired capital , «feen a
p&rt of their e&pit&l ,conai»t© of preferred stoidc or when they have out-
steading capital note® or debentures of the kind that my be purctas-geti by
the Reconstruction Finance Corporation*

• M U S I C ADHUTCSTIUTIOI

the teohnie^i njMnfimcnta to trte existing law cont&ined
i s th® aew bsmSsing &ct ere se7»ral which re l i ew the new Board of Cov-
emors of moh Edaindstr&tiva detail and enable i t to concentrate oore
largely oa i^portfeiat questions* of policy* Aaoag tiese are tmaendasents
relating to interlocking directorates which eliiun&t© the nece^^ity of
dealing with thousends of Individual permits; tbose rel&^ing to &f-
f i l le tes wliieh eoeole the Bo&rd to ireiTe unnecessary report® m& M t a
tiont) m& tbo&e widen concentrate the requireowntti for peraits for
Toting atoek of n&tion&l and State aieaber bitnke upon holding companies
which are engaged a© a business in holding or aszutglng or controlling
banlting institutions* In &ddltiojit eutliority to determine liatit&fciofus
upon interest which may be paid by banks on deposits is amplified and
the computation of reserve requirements is clarified.
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