
CONFIDENTIAL 

The first problem which this Administration faced was 

the crisis occasioned by the collapse of the banking system. By 

Inauguration Day the collapse was complete and there followed in 

close order the Presidents inaugural address, which was concerned 

almost wholly with the banks, the proclamation of a bank holiday, 

the convening of Congress in extraordinary session, and the enact-

ment of the Emergency Banking Act. 

At his first press conference, occurring the day before 

the enactment of the Qnergency Banking Act, the President was asked 

this question - "Do I understand you are going to keep hold of this 

banking situation until permanent legislation is enacted?" To 

which he answered - "Off the record answer, yes." Following the 

enactment of the Emergency Banking Act the President declared the 

existence of a national emergency and extended the bank holiday 

indefinitely. 

The continued oxistonce of this declared banking emergency 

assumes the need for permanent banking legislation yot to bo onacted. 

No sooner had Congress enactod the Rnergency Banking Act 

than the President addressed himself to the need of "reorganization 

and elimination of executivo agencios." Since that time an important 

part of his program has been to exercise such authority as he pos

sessed in effecting needed reorganizations and consolidations with

in the Executive Department and to socuro neoded authority to make 

reorganization complete. 

c^V* 
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Mony desirable reorganizations, consolidations and trans

fers already have been effected by various Executive Orders• As 

an example of the splendid results Titfiich have been accomplished in 

some fields, one may point to the present Farm Credit Administration, 

which was created by Executive Order and which had as its first 

Governor the present Secretary of the Treasury* 

As stated by the President "the Farm Credit Administration 

was organizod to eliminate overlapping, prevent duplication, settle 

conflicting jurisdictions - in short, to provide a more efficient, 

logical and consolidated credit service for farmers at a lew cost." 

The Order consolidated in one agency "the Farm Credit Administra

tion - the functions of all present Federal organizations which deal 

primarily with agricultural credit; namely, the Federal Farm Board, 

the Foderal Farm Loan Board, the functions of the Secretary of 

Agriculturo with respect to loans in aid of agriculture, and those 

of the Reconstruction Finance Corporation pertaining to the manage

ment of the regional agricultural credit corporations•" Certain 

functions of the Secretary of Agriculture and of the Secretary of 

the Treasury were abolished* Thore were transferred to the juris

diction and control of the Farm Credit Administration functions of 

the Federal Farm Loan Bureau, the Federal Farm Loan Board (including 

tho Farm Loan Commissioner), the Treasury Department, the Department 

of Agriculture and tho Reconstruction Finance Corporation* 
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Another such example is the Heme Loan Bank System and 

the consolidations effected in the establishment of the Heme Loan 

Bank Board. 

In sharp contrast, the number of Governmental agencies 

dealing with the commercial banking system has increased* The re

sponsibility for commercial banking supervision by the Federal Gov

ernment has become more divided with consequent overlapping authority 

and conflicting jurisdiction in the several agencies. Likewise the 

responsibility for national monetary and credit policies has become 

widely diffused. 

Prior to 1933, Federal supervision of -the commercial bank

ing system, in so far as it was subject to such supervision, was in 

the hands of tho Comptroller of the Currency and the Federal Reserve 

Board. Since 1933 there has been added to the already existing 

agencies the Federal Deposit Insuranco Corporation, which exercises 

broad supervisory powers. Furthermore, the supervisory activities 

of the Reconstruction Finance Corporation have so increased as to 

make it a major factor and the Secretary of tho Treasury, through 

tho exorcise of authority undor tho President's emergency powers, ac

tively licenses tho oporation of banks and is authorized to exorcise 

and does exercise other regulatory powers. Thus there are now no 

less than five agencios actively engaged in bank supervision. Illus

trative of the wide division of supervisory authority there is 
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attached hereto a chart which visualizes the various functions per

formed by the various agencies. 

In many matters these agencies encroach on each other 

with resulting conflicts of policy, confusion of responsibility 

and wastefulness and dissipation of energy and administration* 

The existence of multiple supervisory staffs, including oxaminers, 

lawyers, statisticians and other technicians, both in Washington 

and in the field, results in confusion, delay, and expense* 

Thus, at timos it has been impossible to obtain agreement 

upon matters of common concern such as a uniform definition of 

interest* Whon agreements have been reached, they have been at

tained only after prolongod negotiation, as in the case of uniform 

examination reports, and interpretations of the agreement have beon 

so widely different that tho result has been continued substantial 

differences in examination policy* 

Differences and delays are constantly occurring in parti

cular cases* In one caso, four years olapsed between initiation of 

negotiations and the final consunmation of a plan for the relief 

of a dangerous banking situation in an over-banked community in 

which wore located two State member banks and a national bank, all 

in an unsatisfactory condition* This lapse of time was largely 

duo to the fact that it was necessary for the Federal Doposit Insur

ance Corporation to make a loan to a national bank; for the Secretary 

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



-5-

of the Treasury to request the Reconstruction Finance Corporation 

to subscribe to preferred stock and license a new bank; for the 

Reconstruction Finance Corporation to subscribe to such stock; 

for the Reserve bank to recommend the admission of the new bank 

to the System; for the Comptroller of the Currency to cooperate 

in order that the national bank might be included in the program; 

and, for the State banking authorities to place the two State mem

ber banks in liquidation. Officials and examiners of all these 

agencies were participants in numerous conferences both at 

Washington and in the field* 

In the case of another national bank, while the Federal 

Deposit Insurance Corporation was preparing to institute proceed

ings to terminate the bank*s insurance, the results of which would 

probably have led to the appointment of the Federal Deposit Insur

ance Corporation as receiver, the Comptroller of the Currency filed 

a certificate with the Reserve Board instituting proceedings against 

the president of the bank to remove him from office under section 30 

of the Banking Act of 1933• Accordingly; the Board initiated a hear 

ing. While this proceeding was under way, the Comptroller of the 

Currency appointed a conservator• After the conservator was ap

pointed the removal proceedings were concluded and the officer in

volved was removed from office• Subsequently the oonservator was 

supplanted by the Federal Deposit Insurance Corporation as receiver. 
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There are actual cases in which banks have threatened to 

denationalize in order to escape regulation and supervision by the 

Comptroller of the Currency; in which other banks have threatened to 

retire from the Federal Reserve System in order to escape regula

tion and supervision by the Reserve System; and in which still other 

banks have threatened to join the Federal Reserve System in order 

to escape regulation and supervision by the Federal Deposit Insur

ance Corporation. Others continue to be State noninsured banks 

because they do not care to submit to Federal supervision of any 

kind in such circumstances. 

The unwieldiness of Federal supervision is further 

graphically illustrated by the case of one large national bank 

with hundreds of branches• It is examined by the Comptroller of 

the Currency, who also grants permission for the establishment of 

branches; its deposits are almost wholly insured by the Federal De

posit Insurance Corporation; and it is part of a holding company 

set-up whioh is under the jurisdiction of the Reserve System* 

The Comptroller of the Currency calls for reports of 

condition from national banks, the Reserve Board from State member 

banks, and the Federal Deposit Insurance Corporation from nonmember 

insured State banks. There is no uniform policy for fixing the 

dates of such calls and there is great difficulty in obtaining co

ordination of information* 

Elementary principles of good administration require that 
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supervisory authority be lodged in one place• Such concentration 

of authority and the elimination of the confusion would do much to 

strengthen the present unsatisfactory banking system. A single 

Federal agency charged with the responsibility for the supervision 

of banking would eliminate conflicts and duplications and would re

duce the expense of administration and the multiplicity of reports 

and requirements that banks now find so annoying• More important, 

it would facilitate the development of a consistent Federal Policy 

and cooperation between the Federal Government and the States in 

the direction of a strengthened banking structure. 

Supervisory policies and credit policies when separately 

controlled tend to conflict and a policy of encouraging the exten

sion of credit adopted by the administration may be discouraged and 

counteracted by a policy of restraint exercised by supervisory au

thorities. This has actually oocurred. Therefore, neither the 

credit authority nor the supervisory authorities should operate in 

a separate watertight compartment and, as pointed out by Professor 

Jacob Viner, there should be "unified control of bank supervision 

and examination; coordination of examination policy with credit 

control policy; and systematic and continuous supervision and in

struction of the examiners in terms of a uniform and flexible policy•" 

Any plan of reorganization should give effect to these 

principles. 
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In the field of credit control there are many powers, 

outside of the Reserve System, the exercise of which directly 

affect the reserves of commercial banks, as for instance opera

tions in the Stabilization Fund, the purchase of gold under the 

Gold Reserve Act of 1934, the purchase of silver under the Silver 

Purchase Act of 1934 and other Governmental operations which it is 

not necessary to mention. 

However necessary and desirable many of these measures 

and the operations thereunder may be, they necessarily at times 

create awkward situations and difficult problems. To illustrate, 

it is only necessary to call attention to the dilemma in which 

the Reserve System found itself after the adoption of the recent 

Recovery Program. On the one hand, the Treasury naturally felt 

an obligation to desterilize its gold holdings as quickly as 

possible. On the other hand,- the Reserve System felt an obliga

tion to make its decrease in the reserve requirements effective. 

But the retirement of Government debt by the use of desterilized 

gold resulted in a diminution of the available short term Govern

ment obligations, and forced the Reserve System, in order not to 

contract credit,when expansion was desired, to purchase Govern

ment obligations up to two years maturity on a no-yield basis. 

Failure to do so would have resulted in decreasing bank reserves 

at the same time that action was being taken to increase them. 

Yet large-scale purohases by the Reserve System coming out of a 
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diminished supply of Government obligations resulted in an undesirable 

distortion of the rate structure. 

Furthermore, there is division of authority within the 

System which, at times, impedes and delays coordinated action in 

effectuating system policy and which is susceptible of being so 

exercised as to produce directly conflicting actions within the 

System. Thus, the authority over the reserve requirements of member 

banks is in the Board of Governors, but the power to determine open 

market policy, which directly aflects the reserves of member banks, 

is in th6 Federal Open Market Committee, a body composed of the 

members of the Board and five president* of the Federal Reserve 

banks. Referring again to the dilemma occasioned by the adoption 

of the recent Rocovory Progreon and carrying the illustration further, 

note that the original decision to support the Administration^ 

program by decreasing the reserve requirements of member banks was 

mado by the Board of Governors. The ensuing decision necessary for 

tho effectuation of the policy, however, had to be made by a body 

the membership of which had boon diluted by the addition of five 

persons not parties to the adoption of tho original program. In 

this connection, it is fair to say that such pressure as was 

exertod for action by tho Committee which would have nullified 

the prior action of the Board came largely from this segment of 

tho Committee. 
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It is recognized that there are powers and functions of 

other agencies of Government -which are directly rolatod to the 

powers and functions of the Board, but which are necessarily and 

peculiarly within the province of such other agencies and accord

ingly should not be transferred to the Board. Nevertheless, in 

tho effective administration of Governmental affairs responsibility 

for given provincos of Governmental activity should be definitely 

fixed in one agency in so far as possible. In thoso casos in which 

it is necessary for powers susceptible of being used in a conflict

ing manner to remain divided among different agencies, provision 

should be made for mutual inter-agency consultation and advice in 

order that their use may be coordinated. 

Monetary and credit powers in particular should be lodged 

in one continuing body with singleness of purpose. Continuity of 

service contributes the experience of tho past. Singleness of pur

pose tends to prevent dissipation of energies$ distraction because 

of other and sometimes conflicting responsibilities, and the over

loading in one agency of more functions that it can perform. 

The following passage is quoted from tho recent book 

"The Administrative Process" by James M. Landis: 

"Placing responsibility directly upon a specific 
group means that a finger can be publicly pointed at a 
particular man or men who are charged with the solution of 
a particular question. This localization of responsibility 
gives, in turn, to these positions a real attraction for 
men whose solo urge for public service is the opportunity 
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that it affords for the satisfactions of achievement* 
If the functions now exercised by the Federal Reserve 
Board were to be scattered throughout the Treasury De
partment, the several posts would lose much of their 
present appeal* But also, responsibility for the 
solution of the issues now intrusted to that Board 
would, at least in the public mind, cease to be sus
ceptible of being specifically affixed to any one per
son or group* In this respect a sharp contrast can be 
drawn between the administration of the stock exchanges 
and those exchanges dealing in commodities* Theoreti
cally, the latter are administered by the Secretary of 
Agriculture under a bureau chief* The effect, without 
considering in any manner the efficiency of that admin
istration, is that the public, except in rare cases, 
becomss unable to attach responsibility directly to a 
given subordinate official. It is equally impossible 
to affix a like responsibility to the Secretary of Agri
culture in view of the almost limitless range of his 
other duties* Conversely, despite the mistakes that 
may have occurred in the administration of the National 
Industrial Recovory Act, it was possible to attach blame 
or praise, for the policies pursued, directly to the Ad
ministrator* On the other hand, where the administration 
of one phase of that Act - in the petroleum industry -
was turned over to the Secretary of the Interior, the 
sharp pointing of responsibility was dulled, for adminis
tration had become virtually anonymous amid the other 
hotcrogonoous duties of the departmental head*" 

The agency in which monetary and credit powers should 

be lodged should bo able to exercise its independent judgment un

influenced by other rosponsibilitios and froo from political control* 

This does not moan that such agency should be so constituted as 

would permit it to act without regard to the objectives of a parti

cular Administration* As has been said: "There must be a liaison, 

a responsive relationship, botwoon the Administration and the money 

system; that does not moan political control in the undesirable 
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sense which is so often implied/1 This same thought has also been 

aptly expressed by Mr. Landis in another article on Administrative 

Agencies in Government, wherein he said "In the broad pursuit of 

its policies, to be effective it must align its objectives with 

thoso pursued by the executive. The direction in which it moves 

within the narrow sphere of its activity has, in the last analysis, 

to be attuned to the general movement of political thought and will* 

Its function is to interpret for the complex situations of which it 

has charge and in v/hich it is assumed to possess oxpertness, the 

meaning and impact of the broad program of the legislative and the 

executive.M 

The specific proposals hereinafter made take all of these 

considerations into account. 

With the influx of gold continuing and with excess re

serves increasing, the Reserve System finds itself ydth no effec

tive power to combat an uncontrolled inflation which could be 

goneratod thereby. It is essential that the Administration antici

pate the problem v/hich inevitably must result from the unprecedented 

size which excess resorvos undoubtedly will attain by providing means 

whereby their use may be controlled when failure to control would 

result in national disaster* 

Under authority of the Thomas Amendment, enacted in 1934, 

the Government, under certain conditions, can issuo $3,000,000,000 

of so-called greenbacks. The exercise of this authority would have 
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the effect of adding $3,000,000,000 to the already stupendous credit 

base. Under authority of the Silver Purchase Act, already referred 

to, the Government, under certain conditions, may purchase silver 

and issue silver certificates and as a result of the purchases already 

made there is unused authority in the hands of the Treasury to issue 

silvor certificates to the extent of approximately a billion dollars, 

representing the difference between the cost of silver to the Govern

ment and the amount of silver currency such silver would support 

under the provisions of the Act. Thore are now outstanding approxi

mately $ of silvor certificates and $ of 

United States notes. 

The Foderal Reserve System, among other things, was created 

to furnish sin elastic currency but the continued issuance of other 

curroncy introduces a fixed element into the currency system which 

naturally tends to displace Federal Reserve notes. 

Aside frcm the desirability of substituting an clastic 

currency for a rigid one, as well as simplifying the currency system, 

there are sound administrative reasons for lodging the responsibility 

for the issuance of currency in one place. Furthermore, the retire

ment of silver certificates and United States notes would be neces

sary to complete a program involving the discontinuance of the pur

chase of silver and the centralization of the authority to issue 

circulating notes and would tend to make the Administration policy 

in these respects more positive. Therefore, legislation dosignod 
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to give the Reserve System authority to make effective its credit 

policy through the exercise of control over commercial bank reserves 

should also include control of the power to issue currency* 

With the view of eliminating, as far as practicable at 

this time, the duplication and division of responsibility, effort, 

and expense which now exist and of bringing about greater coordina

tion and correlation of administrative activities, certain correc

tive measures are proposed which will involve the necessity for the 

adoption of a legislative program. 

The enumeration in the legislation of changes in the 

existing administrative set-up should bo preceded by a preamble 

or declaration to the effect that it is the purpose of the Congress 

in enacting the legislation to eliminate unnecessary duplication 

of effort and expense through the redistribution and coordination 

of existing activities and that it shall be the duty of the agencies 

charged with the administration of the Federal banking laws to carry 

out this purpose in the performance of their respective functions. 

With the foregoing purpose in view, the legislative 

program should include: 

I* Termination of the office of the Comptroller of the 

Currency* - Its currency functions should be transferred to the 

Treasury of the United States. The supervision which the Comptroller 

of the Currency now exercises over building and loan associations 

in the District of Columbia should be transferred to the Home Loan 
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Bank System* The bank examination powers of the Comptroller of 

the Currency and the Board of Governors should be transferred to 

the Federal Deposit Insurance Corporation with a provision that 

reports of examination shall include such information as the Board 

of Governors may require for the performance of its functions. 

The number of examinations and the frequency with which they are 

to be made should be in the discretion of the Federal Deposit In

surance Corporation, The powers of the Comptroller of the Cur

rency and of the Foderal Deposit Insurance Corporation to require 

roports should be transferred to the Board of Governors, with pro

vision that there shall bo included in such reports information 

required by the Fedoral Deposit Insuranco Corporation for the per

formance of its functions. The number of reports and their fre

quency should be in the discretion of the Board of Governors, All 

powers of regulation as distinguished from examination should be 

vested in the Board of Governors, 

In order that the foregoing proposal may be more clearly 

understood, the following functions would be placed in the Foderal 

Deposit Insuranco Corporation: 

(a) Chartering of all national banks and admission 

of all State banks to deposit insurance. In lieu of prosent rigid 

statutory capital requirements for chartering national banks nnd -

admitting State banks to the Federal Reserve System, the Federal 

Deposit Insurance Corporation should bo authorized to determine in 
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each case the adequacy of the bankfs capital on the basis of its 

deposit liabilities and other corporate responsibilities* 

(b) Approval of establishment of branches, domostic 

and foreign, of all insured banks* 

(c) Permission to oxercise trust powers by all in

sured banks* 

(d) Supervision of holding company and other affiliates* 

(0) Initiation of proceedings for the removal of 

officers under section 30 of the Banking Act of 1933, the hearing 

and dotormination of such actions to romain in the Board of Governors* 

(f) Enforcement of the provisions of law containing 

prohibitions against interlocking directors, officers, and employees 

of insured banks and between insured banks and security companies* 

(g) Enforcement of the prohibition against loans to 

oxecutive officers* 

(h) Enforcement of provisions of law relating to 

full disclosure in the case of sales of securities or property to 

banks by bank directors* 

(i) Enforcement of prohibition against affiliation 

of member banks with security companios^ 

(j) Termination of deposit insurance* 

(k) Appointment of receivers and conservators* 

(1) Liquidation of insolvent banks* 

(m) Approval of capital reductions* 
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(n) Approval of consolidation^ morgers, otc. 

As previously stated, all regulatory powers would bo 

vested in the Board of Governors, among which would be included: 

(a) Regulations relating to payment of interest on 

demand and time deposits, payment of time deposits before maturity, 

determination of -what shall be deemed to be payment of interest, 

etc. (Now partly in Federal Reserve Board and partly in F.D.I.C.) 

(b) Regulations governing the purchase of investment 

securities* (Now in Comptroller of the Currency) 

(c) Collection and analysis of reports of condition 

and other statistical data. (Now in Federal Reserve Board, Comp

troller of the Currency and F.D.I.C.) 

(d) Hearings as to removal of officers, directors ^ 

and employees of insured banks, to be initiated by F.D.I.C. (lni-> 

tiated now partly by Comptroller of the Currency and partly by \ 

Federal Reserve Agents) / 

(e) Regulation of extension of credit accommodations 

by Federal Reserve banks to insured banks. 

Reallocation of powers and functions along the lines 

above set out will result in all of one typo of function being 

lodged in the Federal Deposit Insurance Corporation and all of 

another typo of function being lodged in the Reserve Board. Each 

agency would then bo definitely responsible in its particular field. 

The possibility of duplication of examinations and multiplicity of 
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reports would be eliminated by statute, but equally important, this 

with other proposals would permit of furthor eliminations and 

duplications thrcugh administrative processes. 

Supplementing the redistribution and reallocation of 

functions are proposals substituting the exercise of discretion in 

cortr.in cases for the application of the present rigid requirements 

of law. The adequacy of a bank's capital depends upon the facts 

and circumstances of the particular case and no fixed formula can 

bo successfully applied to the entire country. In some cases the 

present requirements are inadequate and in other cases the statutory 

requirements are out of proportion with the needs of particular 

communities. In addition, capital requirements have been a serious 

detorent to banks otherwise eligible seeking membership in the System. 

Along the same lines, reports should be required only when needed 

by the authorities and banks should be examined only as the oc

casion requiros. 

II. Membership in Federal Reserve System. - Distinctions 

bctweon membership as now constituted in the Federal Reservo System 

and nonmomborship of insured banks should bo abolishod. All in

sured banks should bo admitted at once to the exorcise of all 

privileges now incident to membership in the System and all insured 

bonks, regardless of membership, should bo subjected to the samo 

requirements of law and regulations. As a part of this program each 

existing bank with doposits not exceeding $1,000,000 and located in 
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n. place with population not oxceoding 2,500 in which there is now 

a non-par bank, should bo pormittod to chargo exchango in remitting 

for checks drawn upon itself and until 1941 other existing banks 

not now on the par list should be granted the samo privilege. It 

should also bo provided that the absorption of such oxchange charges 

by correspondent banks other than Federal Reserve banks should not 

be doomed to bo the payment of interest. 

The foregoing proposal would make it possible for all 

insured banks to uso the facilities of the Systom now offered only 

to member banks. At the same time it brings a substantial part of 

the bonking system, now beyond its jurisdiction, under the regula

tory control exorcised by the Board* If the oxorcise of the 

Reserve Board's authority is to bo effective it must apply to the 

banking systom as a whole and this, except for a small sogmontvof 

uninsured banks, would accomplish this purpose. 

Rigid statutory capital requirements, already montionod, 

and par cloaronco havo been the most serious dotoront to small banks 

in particular becoming membors of the Systom. It will bo observed 

that as a part of the program a proposal is mado with respect to 

par clcaranco exempting small banks in small communities. 

III. Ownership of the Fodoral Reserve Banks. - Tho capital 

stock of tho Federal Reserve banks should bo retired at par plus 

accrued dividends, tho remaining surplus to constitute the capital 

of tho Federal Reserve banks. Each Fodoral Resorvo bank should then 
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be permitted to accumulate net earnings until an aggregate capital 

of 4*300,000,000 (equitably apportioned among each of the banks in 

some manner to be determined) has been accumulated. Thereafter, 

subject to the creation and maintenance of adequate reserves, each 

bank should pay all of its earnings to the Government as a franchise 

tcx. As an incident to this capital adjustment all interest of 

each Federal Reserve bonk in the capital stock of the Federal Do-

posit Insurance Corporation should be transferred to the Treasury 

and final settlement should be mado with the Treasury on advances 

by it to the Federal Resorvo banks under section 13(b) of the Fed

eral Resorvo Act. Provision should be made for the liquidation of 

loans mado under such suction and for the discontinuance of this 

function in the future• 

A groat doal of discussion has taken place concerning 

ownership of the Federal Roservo banks. Ownership por se is not 

important. The problom is one of control. The foregoing, together 

with the other proposals hero made, would oliminato any appearanco 

of control by privuto interests. While the System should not bo 

operated for profit it is to bo obsorvod that provision is made for 

the payment (after the accumulation of certain capital funds) of 

such profits as do result to tho Government as a franchise tax. 

As an incident to tho proposal, provision is mado for 

final settlement with tho Treasury on account of the surplus of tho 

System used in creating the Fodoral Doposit Insurance Corporation 
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and tho advances back to the bonks by the Treasury under the pro

visions of section 13(b) of the Federal Reserve Act. Tho problom 

of loans to industry for working capital is left as a problem to 

bo dealt with separately and apart• 

IV, Directorates of Fodoral Reserve Banks# - Tho direc

torate of each Foderal Roservo bank should be reduced to sovon 

directors in number, none of whom should bo on officer, director, 

or employee of any bank. Throe of such directors, actively en

gaged in their district in commerce, agriculture or somo other 

industrial pursuit, should be elected by tho insurod banks of the 

district, under rulos and regulations of tho Reservo Board, and 

one of such directors should be tho banking supervisory authority 

of one of the States comprising the district, similarly olected by 

the banking supervisory authorities of all of the States comprising 

such district. The remaining threo directors, none of whom should 

bo a stockholder of any bank, should be appointed by tho Board of 

Governors. The term of each director should be for three years 

and no director should be permitted to serve for more than threo 

full consocutivo terms. The ©lection and appointment of directors 

should bo staggered so that in oach district all insured banks 

would elect one director and tho Reserve Board would appoint ono 

director each year. The manager of a branch of a Foderal Roscrve 

bonk should be eliminated as a diroctor of such branch and thero 

should bo substituted in his place a diroctor elected by the State 
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banking supervisory authorities in States served by such branch. 

The office of the Chairman and Agent of each Federal Reserve bank 

should be separated and that of Agent abolished* 

The foregoing proposal is complementary to the proposal 

with respect to the ownership of Federal Reserve banks• It will 

eliminate the appearance of control by private interests and will 

provide for directorates of tho several Federal Reserve banks, 

the composition of which will bo entirely upon the basis of tho 

public intorost. It also will sorvo to promoto closer cooperation 

between tho Federal Government and the States in the direction of 

a strengthened banking structure. 

The office of Federal Reserve agent is a needless one, 

except for tho purpose of acting as custodian of collateral for 

Federal Reserve notes, iwhich in turn is unnecessarily a part of tho 

procodure in the issuance of Federal Reserve notos. Collateral 

requirements for Federal Reserve notos should bo eliminated, in 

which event the office of Fodoral Reserve agent could be abolished. 

In any event, the office of Chairman and Fodoral Roserve agent 

should bo separated bettor to promote efficiency of administration* 

V. Interlocking memberships between Board of Governors 

of tho Fedoral Reserve System and Board of Directors of tho Federal 

Deposit Insurance Corporation. - The Board of Governors should be 

reconstituted to consist of seven members as now provided but tho 

Chairman of tho Board should sorvo for a term co-tenninous with tho 
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torm of offico of the President and should bo an ox officio member 

of tho Board of Directors of the Foderal Deposit Insurance Corpora

tion* As a corollary, tho Chairman of the Pedoral Deposit Insurance 

Corporation should also sorvo for a tonn co-tciminous -with tho term 

of office of tho Prosident and should bo an ox officio member of 

the Board of Govoniors* The remaining five members of tho Board 

of Governors should bo appointed for terms of ten years each, so 

arranged as to require the appointment of a member each two years* 

Haxnbors of the Board should be made continuously oligible for re

appointment. The Board should be permitted, except as to actions 

relating to national or System policy, to allocate particular duties 

to individual members and to delegate authority to Federal Reserve 

banks* The Board of Directors of the Fodoral Deposit Insurance Cor

poration should bo reconstituted to consist of throe membors as now 

provided, but to conform to the above program. The third member 

of tho Board of Directors of tho Foderal Deposit Insurance Corpora

tion should be appointed by the Secretary of the Treasury* Such 

appointod member should be permitted to act for the Chairman of tho 

Foderal Deposit Insurance Corporation in his ex officio capacity as 

a mumbor of the Board in his absonco, and the Chairman of the Board 

of Governors should be poimittod to select one of tho appointed 

members of tho Board to act for him in his ox officio capacity as a 

member of tho Board of Directors of the Fodoral Deposit Insurance 

Corporation* 
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Interlocking relationships as here provided will be of 

assistance to both agencies in carrying out the direction to 

eliminate unnecessary duplication of effort and expense through 

the redistribution and coordination of activities• It should serve 

to keep both agencies from operating in watertight compartments 

and would tend to meet the point made by Professor Viner to which 

reference has already been made. Appointing the Chairman of the 

Board and the Chairman of the Federal Deposit Insurance Corporation 

for terms co-terminous with that of the President and arranging 

the appointment of the other members so that one is appointed each 

two years will create desirable liaison with the Administration in 

office at the time. 

VI. Present Federal Advisory Council and present advisory 

council of Federal Deposit Insurance Corporation. - The Federal 

Advisory Council should remain as now constituted and the present 

de facto advisory body to the Federal Deposit Insurance Corporation, 

consisting of State bank supervisory authorities, should be made a 

statutory body under an appropriate name. 

Since bankers will no longer have any direct representa

tion upon the boards of diroctors of the several Federal Reserve 

banks their official contact with the System will be provided by 

permitting the Federal Advisory Council to remain as now constituted. 

Giving statutory recognition to the council of State supervisors 

which now meets with the Board of Directors of the Federal Deposit 
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Insurance Corporation should give its recommendations more weight 

and make it more responsible. 

VII* Open Market Operations. - The direction and control 

of open market operations of tho Federal Reserve banks should be 

placed in tho Reserve Board and the banks should be authorized to 

purchase Govornment securities having maturities not to exceed 90 

days from the dato of purchase directly from the Treasury* Tho 

requirements of tho prosont law whereby tho size of tho System Opon 

Market Portfolio is published in tho weekly statement should bo 

amended* 

For reasons already sot out, control of open market 

operations of the Federal Roservo banks and regulation of the re

serve requirements of insurod banks should bo in one body* 

VIII. Reserve Requiromonts* - The statutory reserve re

quirements should bo made unifonn for all insured banks, differ

entiating only between demand deposits and time doposits and having 

one percentage for time doposits, as for example 5 per cent and one 

percentage for demand deposits, as for example 15 per contf How-

over, the Roservo Board should have the authority to classify cities 

as reserve or central reserve cities and within tho limits of the 

authority granted it in connoction with changing reserve require

ments should have tho authority to prescribo different percentages 

of rosorves to bo maintained for different classes of cities* The 

Roservo Board should havo sufficient authority to onablo it sub-
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stontiolly to absorb all oxcoss reserves croatod from tho importa

tion of gold fraa abroad* In this connection, the Rosorvo Board 

should have authority whereby somo control con bo oxorcisod over 

balances of foreign Governments and foroign central banks by per

mitting tho Board to require that such balances bo maintained only 

with Federal Reserve banks* The Board also should havo authority 

to prescribe different and higher reserves for foroign balances. 

Inter-bank balancos should bo treated as is now provided but an ex

emption from the assessment base of tho Fodoral Doposit Insurance 

Corporation should be provided for all balances carriod at a Fodoral 

Reserve bonk. 

IX* Issuance of Curroncy* • All authority to issue cur

rency should bo lodged in the Rosorvo Systom and all other outstand

ing authority to issue circulating notes should bo repealed* In 

this connection, provision should be made for the retirement of 

Unitod States notos by funds mado available by tho Treasury out of 

unusod gold certificates or other funds mado available from other 

sources* 

X* Silver Purchase Act* - Tho legislation should provido 

for tho discontinuance of tho purchaso of silver under the Silver 

Purchase Act of 1934* Certificates for silver alroady purchased 

should be issued to tho Reserve System at the cost of such siIvor 

to tho Treasury and the credit thereby established should bo usod 

to retire outstanding silver certificates* The Reserve System should 
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have authority to use such certificates as roscrvos for the is

suance of its notes upon a basis of one to one coverage* 

XI• Thomas Amendments - The Thomas Amendment should be 

repealed* 
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