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March 27, 1935.

Honorable Henry B. Steagall, Chairman,
Committee on Banking and Currency,
House of Representatives,
Washington, D» U«

Dear S&r« Steagall:

During my testimony before your Committee on the proposed

Banking Act of 1935 (H. R. 5357), I suggested certain modifications

of Title II of the bill, and I an inclosing herev/i'th for the con-

sideration of your Committee drafts of amendments to the bill which

would effectuate such modifications. There is also inclosed for

the consideration of your Committee a memorandum suggesting certain

detailed changes in the phraseology of the bill, Y/hich are not in-

tended to make any important changes in the substance of the bill

but are intended to improve the bill from a technical standpoint.

I also desire to recommend that there be added to Title III

of the bill an additional section to correct the anomalous situation

whereby State member banks aro required to obtain the approval of the

Comptroller of the Currency, instead of the Federal Reserve Board,

before establishing additional branches; and there is also inclosed

an amendment for this purpose, together with a brief explanation of

the purpose and effect of tho amendment.

I wish to take this opportunity to thank you and the members

of your Committee for the courtesy and consideration accorded to me
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AMENDMENT TO SECTION 201 of H. R. 5357 and S. 1715.

On page 39, line 14, change the comma following the word

"directors" to a period, strike out everything thereafter through

and including the period following the word "bank" in line lp, and

substitute the following:

"His first appointment shall be subject to the

approval of the Federal Reserve Board. He snail

not take office until approved by the Federal Re-

serve Board and thereupon he shall become a class

C director of the bank for the unexpired portion

of the term hold by his predecessor as chairman

of the board of directors or, if such term was

completed, then for the next regular term of

three years. At the expiration of such term as

a class C director, and of each term of three

years thereafter, his continuance in office shall

be subject to the approval of the Federal Reserve

Board, and he shall cease to be governor at *che

expiration of any such term unless has reappoint-

ment be approved by the Federal Preserve Board•

Upon such approval he shall become a class C di-

rector for the ensuing term of three years."
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Amendment to section 2C1 — 2

On page 40, line 2, after the period follov/inr* the word nha.inkn,

insert a new sentence reading as follows:

"His appointingrrt and reappointment shall be subject

to approval by the Federal Rocerve Board in the

same manner as that of the Governor•"
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AKENDiJENT 10 GSOlIOli 202 of I.. L. IZbi ana b« 1715.

On page 41, strike out all of. linos 5 to 20, inclusive, and

insert in lieu thereof the follordngt

"Sec. 202. Section 9 of the Federal Reserve A,-i, us

amended, is amended by inserting after the tonth paragraph

thereof the follovang *acv; paragraph:

"Upon application to the Federal Reserve Board \t

any time prior to July 1, 1937, by any nonmoiT.ber bank

vrliich at the tine of such application has been admitted

to the benefits of insurance by the Federal bepocit In-

surance Corporation under section 12B of this Act. ,ho

Federal Reserve Board, in its discretion, in order to

facilitate the admission of such bank to membership in

the Federal Reserve System, may waive in v/hole or in

part the requirements of this section relating to the

admission of such bank to membership: Provided, That,

if such bank is admitted with a capital less than that

required for the organization of a national bank in the

sajiie place and its capital and surx>lus are not, in the

.judgment of the Federal Itescrvo board, adequate in rela-

tion to its liabilities to depositors and other creditors,

the Federal Reserve Board may, in its discretion, require

such bank to increase its capital and surplus to such

.'3
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iunendmont to Section 202 — 2

anount as the Board raay deem necessary within sucn ?: 'ioc

prescribed by the i:ô rcl as in itvi ju<1gKK*nt shall bo

reasonable in view of all th« circumstancos: Provided,

hov/evcr, That no suoh ban:-; shall be required to increase

its capital to an amount in excess of that required for

the organization of a nalional bank in the sane place.11

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



Afc£ilDL2i!l TO diiCTIOH 2s)^ (2) of H. R. G3'V/ and S* 1715.

Fage 43, line 2, stride out the words "a'ter he reaciv\c. the

age of sixty-five".

Page 43, line 5, change the period iolloivin'5 the word "para

graph" to a comma and insert the following:

"except that, if his term expire before ho

reaches the age of sixty-five and he decline to

accept reappointment, he shall not receive any

retirement pay".
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X-9163-a

'£0 SECTIC* 204 OF it, u 6357 and 6. IVlo.

On page 43, line 22, i rouiately before ine word "Supsectrion11

insert n(t,).1!

On page 4, between ll:u*c 7 jmd 8# insert a nev; paragraph ac

follows:

(b) Section 11 of the federal Reserve Act* as amended,

is amended by adding at the end tnereof a new subsection as follows:

t!(c) It shalj. be the duty of the Federal [ieserve

Board to exercis-1 such pov/urs as it possesses in such Manner

^s to promote conditions conducive to business stability and

to mitigate by its influence unstabilizin*.-; fluctuations in

the general level of production! trade$ prices and employment,

so far as may be possible v/ithin thj scope of monetary action

and credit administration*11

A'V
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X-9168-a

PROPOSED AMENDMENT TO SECTION 205 OF H. 11. 5367 AM) 3. 1715,

Strike out everything commencing with line 11 on pare M through

and inclu-Ung line 17 on pase 45 and substitute the follovdng:

"Sec. 12A« (a) iherc is hereby created an Open ka-'ket Advisory

Ooiamittee (hereinafter referred to as the 'Committee'), v.»hich shall

consist of five representatives of the Federal Reserve banks. The

members of the Committee and an alternate to serve in the absence of

each of them shall be elected annually by the governors of the twelve

Federal Reserve ban'.s in accordance vvith procedure prosoriued "by regu~

lations of the Federal Eesorve Board. Vacancies shall be filled in

tho sarrie manner • Tho "tcrrc f tho members of the Committee shall

expire at the end oi each calendar year., end a person elected to fill

a vacancy shall servo for the renaindrr of the terms of his predeces-

sor* !Thc Cornnitteo shaL i jloct its own chairman. Moetings of the

CoiTmittoe shall be hold from tino to timo upon tho call of tho chairmen

or upon the call of tho Governor of tho i!'oderal Reaorve Board. Mbet-

inr-s shall be called v/henover requested by a majority of members of

•the Comniittee or by a majority of the members of the Federal Reserve

Board.

!!{b) The Committee shall consult and advise v/ith, and make

recommendations to, the Federal Roserve Board from time to time with

rogard to the opon-market policy of the Federal Reserve System* The
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Proposed .Amendment to Section 205 X-9108-a

Committee shall also aid in the execution oi' open-^market r,olicv\es

adopted from time to time by the federal Reserve Board and ;hall

per- orm such etner duties rolling thereto as the Federal Reserve

Board may prescribe. The Federal Keservo uoard sJi.-i.ll consult the

Committee before making any ohanpos on its oivn initiative in the

open market policy., in the rates of interest or discount to bo

charged by the Federal Reserve banks, or in tho reserve balances

required to be maintained by member banks.

"(c) After consulting with and considering the recomnondations

of the Committee, the Federal Reserve board* from time to time,

shall prescribe the open-market policy of the Federal Reserve System.

Each Federal Reserve bank shall purchase or sell obligations of the

United States, bankers1 acceptances, bills of exchangej and other

obligations of the kinds and maturities made eligible for purchase

under the provisions of section 14 of this act to such extent and

in such manner as may be required by the Federal Reserve Board in

order to effectuate the open^market policies adopted by the Board

fron time to time under tho provisions of this section and each

federal Reserve bank shall cooperate fully, in every way, in making

such policies effective.

11 (d) All transactions of Federal itc servo banks under authority

of section 14 of this act shall be subject to such regulations, limi-

tations and restrictions as tho Federal Reserve Poard may prescribe*11
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\f

!ED AMENDMENT TO SKOTIGK ZOO OT 11. R. b3&7 ana S, 1715•

On page 49, commencing tilth the words lfLy member banks*1 in

lino lj strike out everything through and including the quotalion

narks at the end of line 3 and substitute tile following:

by member ban^s in reserve and centi al roserve

cities or by moribor banka not in resorvo or •..̂ ntral

reserve cities or by .-ill meriber ba:k3."
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Strike out everything commencing with line 7 on page 4?

through and including; line 8 on page 51 and substitute tiu ' oll<

"Sec. 24. Subject to such rejulatior-s as the Federal

Reserve Board may proscribe, any national bankinf asso-

ciation may make real estate loans secured by first liens

upon improved real estate, including improved far.:: land

and improved business and residential properties* The

amount of any such loan hereafter made shall not exceed

60 per cent of the appraised value of the real ostatej

but this limitation shall not prevent the renewal or ex-

tension of loans heretofore made and shall not apply to

real estate loans v/hioh arc insured under the provisions

of Title II of the National Housing Act. The Federal Re-

serve Board is authorized to prescribe from time to time

regulations defining the term "real estate loans1' and

other terms used in this section and regulating and limit

ing the making of real estate loans by member banks> with

a view of preventing an unreasonably lar^e proportion of

each bank•s assets froiu being invested in real estate and

real estate Loans, • Lng such loans from exceeding

of the
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Amendment to section 210 - - 2 A-^A6<:

time and otherwise requiring tho banks to conforn t~ sound

practices in making raal estate loans. On an?, aft^r the

date on v/hich the regulations first adopted under this

section shall become effective* no State bank or trust com-

pany -which is a member of the Federal Reserve System shall

make nev/ real estate loans except to the same extent and

under the same regulations and limitations as national bank-

ing associations are permitted to do so.11
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TECHNICAL AME'DMSNTS W:fIC;i SHOULD <3E MADS IN TI'iLS II
OF PROPOSED BAKKIN'J ACT 01- 1935 (h.11. 5357 and 3. 1715)

Section 20l(a) • On page 40, lino 15, after the word "person11«

insert "or persons11.

(Note: This is to make it clear that the Board might
distribute the duties of the Federal Reserve Agent ajnoii£
several persons instead of having to confine then to one
person.)

Section 201 (b)» On page 41, between line 4 aiid line 6: insert

a new paragraph reading as follows:

(c) The paragraph of such section 4 which commences vdth the

words "Such boarJ of directors shall be selected" is amended by

striking therefrom the words "holding office for three years, and11.

(Note: This is merely to eliminate an apparent incon-
sistency with the sentence coramencing in lino 2b on page
3d. The terms of office of Class A and Class £ directors
would bo prescribed by the last paragraph of section 4 of
the Federal Reserve Act, as amended by section 201(b) of
the bill, commencing on page 40, line 23 of the bill, and
the terms of office of Class C directors would be pre-
scribed by tho sentence commencing on page 38, line 23^
of tho bill* Hoivuvor, if the substitute provision sug-
gested by Governor Eccles which provides for the approval
of the Governors of the Federal reserve banks by the
Foderal Reserve Board every three years is adopted., the
amendment here suggested will not be necessary.)

Section 204. On page 44, line 1, strike out the word "such11

and insert before the comma following the word "regulations" the

words "prescribed by the Board". Also on page 44, line 2, before the

word "duties" insert the words "any of its"; after the word "services",

insert a semi-colon; and strike out the words "so specified" and the

comma following such words.
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-2- X-9168-b

(rJote: In view of the other language of section
11(i) of the Federal Reserve Act, this section of the
bill v;ould apply only to duties, functions or services
specified in the Federal Reserve Act, and the suggested
change would make it applicable to duties, functions or
services specified under the Banking Act of If33, the
Clayton Anti-trust Act, and other statutes.)

Section 208:

Page 46, line 21, after the word "retimd", insert the words

"by Federal Reserve banks".

Page 47, line 22, after the words "Comptroller of the Cur-

rency", insert a comma and the following: "under the direction of

the Secretary of the Treasuryo"

Page 48, line 5, strike out the word "numbers" and substitute

the word "letters"-

Page 48, line 11, strike out the words "by the Federal reserve

banks"

Page 48, line 15, strike out the words "and also" and the word

"andl! and insert commas in their places <>

Page 485 line 18, change the period following the words "Federal

Reserve Agent" to a comma and add the following:

the words "or any Assistant Treasurer", the words i!or Assistant

Treasurer", and the words "by the Treasurer at Washington upon proper

advices from any .issistant Treasurer that such deposit has been made."

(Note: All of these suggested changes in section 208
are purely technical in character and wore suggested
jointly by Mr. Vim. S«' Broughton, Commissioner of Public
Debt, lx. F...G* Await, Deputy Comptroller of the Currency,
and Mr. E. L. Smoad, Chief of the Federal Reserve Board!s
Division of Bank Operations.)
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-3- ,.-9168-b

Section 210: If Governor Secies' proposed substitute i"or

this section is not adopted the following changes should be made

in the Bill:

Page 50, line 8, change the first word to "of".

Page 50, line 12, strike out the words "second or subsequent11.

(The first change merely corrects a typographical error

in the bill. The second change is intended to make it clear that

banks may accept first liens on real estate as well as second or sub-

sequent liens as additional security for loans previously made in

good faith.)
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