CONFIDENTIAL

DRAFT INCORPCRATING SUGGESTED CHANGES TO ll/@/%B

The enumeration in the legislation of changes in the
existing administrative set-up should be 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 rcdistribution and coordination
of oxisting activities and that it shall be the duty of the agcncios
charged with the administration of the Federal banking laws to
carry out this purpose in the performance of their respective
functions. This preamble or declaration of policy should be broad
enough to permit and spocific enough to make it clear that the Fed-
eral banking agencisess under thc proposed legislation must mako joint
usc as far as possible of existing facilities and organizations and
must not necessarily maintain or establish duplicate facilities and
organizations,

With the forogoing purpose in vicw, the logislativo
program should includo:

I. Termination of the office of the Comptroller of tho

Currency. = Its currency functions should be transforred to the
Trcasury of the United Stetese. The supervision which the Comptroller
of the Currency now exercises over building and loan ossociations

in the District of Columbia should be transferred to tho Home Loan
Bank Systeme The bonk exsmination powors of the Comptroller of the

Currency end of the Board of Governors should be transfcrred to the
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Federal Deposit Insurance Corporation with & provision that re-
ports of examination shall include such information as thce Board
of Governors may require for the performencc of its functions,

The numbor of cxeminations and thc frequency with which they are
to be mado should bo in the discretion of the Federal Deposit In-
surance Corporation. The powers of the Comptroller of the Cur-
rency end of the Federal Deposit Insurance Corporstion to requiro
reports should be transfcrred to the Board of Governors, with pro-
vision that there shall be included in such rceports information
requircd by the Fodoral Doposit Insurance Corporation for the per=-
formance of its functions. The numbor of reports and their frec-
quency should bo in thc discretion of the Board of Governorse. All
powers of rogulation as distinguished from supervision should be
vested in the Board of Governors,

In order that the foregoing proposal may be more clearly
understood, the following functions would bo placed in the Federal
Deposit Insurancc Corporation:

(a) Chartering of nll netional banks and admission of
all State banks to deposit insurance, In licu of presont rigid
statutory capital requiremcents for chartering netional banks and
adm}tting Stete buanks to the Federal Rescrve Systom, the Fedoral
Deposit Insurancc Corporction should be cuthorized to detcrmine in

cach case the adequacy of the bank's capital on the basis of its
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doposit lianbilities and other corporatc rcsponsibiliticse. The
Corporation,in thosc cascs in which the nct sound capital and
surplus of an insured bank is less than onc-tonth of its liabili-
tics, should have the powcr to prohibit or limit thc payment of
dividends by such bank whon it finds that its net carnings arc in-
sufficiont to justify the proposcd payment or wheon in its judg=-
ment its existing capital and surplus arc inadequatec in relation
to its deposit licbilitics and other corporate rcsponsibilitics,

(b) Approval of establishment of branches, domestic
and foreign, of all insured banks.

(¢) Permission to exeroise trust powers by all insured
banks.,

(@) Supervision of holding company and other affiliates,
This supervision should be made applicable to all insured banks
upon the same basis and not merely to member banks, The recently
prepared draft of proposed holding company legislation should be
reviewed and revised to such extent as may seem necessary in the
light of experience,

(e) Proceedings for the rcmoval of officers under sece
tion 30 of the Banking Act of 1933. This section should be revised
so as to make it possible for the Corporation to act on the basis
of changes of violations of law end of regulations issued pursuant

thereto without the necessity of establishing a repetition of such
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violations. Unsafe and unsound practices should be eliminated as
grounds for such action and the cntire procedure should be consoli=-
dated in the Corporation.

(f) Enforcement of the provisions of law containing
prohibitions against intorlocking dircctors, officers, and cmploy-
ces of banks and between banks and sccurity companicse The ox=-
isting provisions of law should bec roviscd so as to makc thc pro-
hibitions applicable to all insurcd banks and not mercly to member
banks,

(g) Enforcement of the prohibition against loans to
excceutive officers,

(nh) Enforcement of provisions of law rclating to full
disclosurc in the case of salcs of sccuritics or proporty to banks
by bank directors,.

(i) Enforcomcnt of prohibition against affiliation of
member banks with sccurity componicse.

(j) Tcmmination of doposit insuranco.

(k) Appointmont of reccivers and conscrvators.

(1) Liquidation of insolvent banks,

(m) Approval of capital rcductionse.

(n) Approval of consolidations, morgers, ctc.

As proviously stated, nll rogulatory powers would be

vested in the Board of Governors. Among thosc, which for purticular
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roasons are montionod, would be included:

(a) Rcgulations rclating to payment of inteorest on do-
mand and time doposits, paymont of time deposits beforo maturity,
determination of what shall be decmod to be payment of intorest,
otcs (Now partly in Fodoral Roscrve Board and partly in F.D.I.C.)

(b) Regulations governing thc purchagc of invostment
sccuritios. (Now in Comptroller of tho Currcncy)

(¢) Collcction of roports of condition und other statis-
tical data. (Now in Federcl Rescrve Board, Comptroller of the
Currency and F.D.I.C.)

(d) Regulation of cxtension of credit accommodations by
Federol Reserve banks to insured banks. The present oligibility
of tho Federal Recsorve Act should bo eliminated, but the right to
fix different rates for different classes of paper should be reserved
to the Board. This would rcquire a revision of soction 16 of the
Fedoral Reserve Act dealing with the collateral reguirements of
Fedcral Resorve notes.

II. Mombership in Federal Roserve Systam. = Distinctions

between membership as now constituted in the Fedoral Reserve System
and nonmembership of insurcd banks should be abolishede All insurcd
banks should be admitted at oncc to thc cxercisc of all privileges
now incident to memborship in the System ond all insurcd banks,

regordlcess of moembership, should be subjected to the sime regquirc-
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ments of law and rcgulations,s As o part of this program cach
oxisting bank with dcposits not excecding $1,000,000 and locatod
in o place with population not excoeding 2,500 in which thorc is
now a non-par bank, should be permitted to charge cxchango in re-
mitting for chcecks drown upon itself and until 1941 othor oxisting
banks not now on thc par list should bo granted the some privilcge.
It should also bo providod that the absorption of such exchange
charges by corrcspondent banks othor than Federal Rescrve banks
should not bo docmod to be the paymont of intcrest.

II1, Ovnorship of tho Foderal Reosorve Banks, = The

capital stock of tho Fedoral Resorve bonks should be retired at

par plus accruod dividends, the remaining surplus to constitute the
capital of thc Federel Resorve banks., Each Fodoral Rescrve bank
should then bc pormitted to occumulate net carnings until an aggro=-
gete capital of $300,000,000 (equitably apportionod emong thc banks
in some manner to be dcterminod) has boen accumulated. Thercafter,
subject to the crecation and maintenance of adequate roserves, oach
bank should pay cll of its earnings to the Governmment as a franchisec
tox. As an incidont to this cepitel adjustment all intorcst of cach
Federal Reserve bank in the capital stock of the Fodoral Deposit
Insurcnco Corporction should bo tronsferrcd to the Treasury oand
final settlement should bo made with tho Troosury on advances by it

to the Federal Rosorve banks under section 13(b) of tho Federal
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Reserve Act, Provision should be made for the liquidation of loans
made under such scction and for the discontinuance of this funetion
in the future.

IV. Directoratcs of Fcderal Resorvce Bankse = The direc-

torate of cach Federal Reserve bank should be reduced to scven
directors in number, none of whom should bc an officcr, dircctor,
or cmployce of any bank, Threcc of such dircetors, actively cngoged
in their district in commcrce, agrioulture or some other industriecl
pursuit, should bc oleccted by the insurcd bonks of the distriet,
under rulcs and rcgulations of the Rescrve Boord, and onc of such
dircctors should be tho banking supervisory authority of onc of the
States comprising the district, similarly elected by the banking
supervisory authorities of all of the States comprising such dis-
trict, The remaining three directors, none of whom should be a
steckholder of any bank, should be appointed by the Board of Gov-
ernors. The term of each dircctor should be for three years and no
director should be permitted to serve for more than three full con=-
secutive terms. The election and appointment of dircctors should
be staggered so that in each district all insured benks would oclect
one director and the Reserve Board would appoint one director cach
year. The manager of a branch of a Federal Rescrve bank should be
elimineted as a director of such branch and therc should bc substi-

tuted in his place a dircctor clected by the State banking supervisory
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authorities in States served by such branche The officc of the
Chairman and Agont of each Fedcral Reserve bank should be scpara-
tod and, if present collateral requirements for the issuance of
Federal Rescrve notcs is climinated, that of Agent should be
abolishod,

V. Interlocking memborships betwecn Board of Govornors

of the Fcdoral Rescrvc System ond Board of Diroctors of the Federal

Doposit Insurancc Corporation. - The Bourd of Governors should be

rcconstituted to consist of scven members as now provided but the
Choirman of the Board should serve for a term co-terminous with tho
term of offico of the President and should bo an ex officio mombor
of the Bourd of Directors of the Federal Deposit Insurancc Corpora-
tion. As a corollary, the Chsirmen of thc Federal Deposit Insurence
Corporation should also scrve for a tcrm co-tcrminous with the term
of officc of thc President and should be an ex officio member of the
Board of Governors. The remoining five members of the Board of Gov—
ernors should be appointcd for tecrms of ten years each, so arranged
as to rcquire thc appointmont of o mcember cach two ycars. Mombers
of the Bonrd should bc medo continuously cligible for rcappointment,
The Board should be permitted, cxcept as tc actions relating to
nationcl or System policy, to allocate particular dutics to individual
members and to delegate authority to Federal Rescrveo bankse The

Boord of Directors of the Federal Deposit Insurance Corporetion should
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be rcconstitutud to consist of thrce members as now provided, but
to conform to thc above program, The third mombor of the Board of
Diroctors of thc Federal Doposit Insurance Corporction should be
appointed by the Secrctury of the Trowsury. Such appointed membor
should bc pormitted to act for tho Chairman of the Federal Deposit
Insuranco Corporation in his ox officio capacity as a mombor of the
Boocrd in his abscnce, and the Chairman of the Board of Govcrnors
should be pormittcd to select onc of the appointed members of the
Board to act for him in his ox officio capacity os o moember of tho
Bocrd of Dircctors of the Federal Doposit Insurance Corporations.

VI. Present Federal Advisory Council and prescnt advisory

council of Federal Deposit Insurance Corporatione = The Federal

Advisory Council should romain 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.

V1. Open Market Oporations. = The direction and control

of open market operations of the Federal Reserve banks should be
placed in the Reserve Board and the banks should be authorized to
purchase Govermment securitics having maturities not to exceed 90
days from the date of purchase directly from the Treasury. The re-
quirements of the present law whorcby the size (?) of the Systam

Opcn Market Portfolio is published in the weckly statement should
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be amcnded.

VIII. Reserve Requirements, - The statutory roscrve ro-

quirements should be made uniform for all insurod bunks, differ-
entiating only betwecn demand deposits and time deposits and hav-
ing ono percentage for time deposits, as for exemplec 5 per cent and
ono porcentage for demend deposits, as for cxample 15 per conte.
However, the Reserve Bourd should have the authority to classify
cities as reserve or central reserve cities and within the limits

of thc authority grentcd it in conmection with changing rescrve ro-
quiroments should have the suthority to prescribe different percont-
ages of reserves to be maintainod for diffcrent classcs of citiocs,.
The Reserve Board should have sufficicnt authority to onable it sub-
stentially to obsorb all excess resorves crcated from the importae-
tion of gold from nbrocad, In this connection, the Reserve Board
should have authority whereby samc control can be excrecised over
balanccs of foreign Governments end forecign contral banks by per-
mitting the Board to require thut such balances be maintained only
with Federal Reserve bankss The Board also should have authority

to prescribe different and higher reserves for foreign balences.
Inter-bank balonces should be treated as is now provided but an ex-
emption from the assessment base of the Federal Deposit Insurance
Corporation should be provided for all balances carried at a Federsal

Reservo bank,
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IX. 1Issuonce of Currency, = All cuthority to issue cur-

rency should be lodged in the Reserve Systcom and oll other out-
stonding cuthority to issue circuleting notcs should be repealed.
In this connection, provision should be made for ths relircment of
United Statcos notes by funds made available by the Treasury out of
unuscd gold ccrtificates or other funds made available from othoer
sourcos, The prescent collateral rcquirements for thce issuance of
Federal Rescrve notes should be repealed as well as the ponalty
provided for one Federal Rescrve bank paying out tho notes of
another Federal Roserve bank.

X. Silver Purchasc Act. - The legislation should provide

for the discontinuance of the purchase of silver under thc Silver
Purchasc Act of 1934. Certificates for silver alrcady purchased
should bo issued to thc Rescrve System at thc cost of such silwver

to the Treasury ond the credit thercby established should be used to
rotirc outstanding silver certificatcs. The Reserve System should
hove authority to usc¢ such certificates as rescerves for the issuance
of its notes upon a basis of onc tc onc covorago.

XI. Thomas Amendment. - The Thomas Amendment should be

repcaled.
X1I. Mendate. - Consider the possibility of drafting a
form of mandate which will cnable the Chairman or the Board, acting

through the Chairman, to advisc the Chief Executive, or such Board
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or Commission as mey be cstablishcd for thc purpose, as to the
nced for action or the exercisc of Governmental powers beyond the
scope of the Board of Governors with a view to accomplishing the

purposes of tho Board's monctary policies.
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