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fo_ Mr, Morrdl) ==Z0 Subject: o,

From  Mr, Goldenweiser i SRS 1o, Sy S

I understand that Mr. Currie sent to the Governor, to you
and Mr, Wyatt copies of the legislative proposals in which the
latest revisions were incorporated. I am sending you four copies
of the revised brief statement of reasons for these proposals.
That is, copies for the Governor, yourself, Mr. Wyatt and Mr.
Clayton.

I am also sending you another set of copies in which I have
combined the proposals and the reasons, giving the reasons for
each proposal immediately after the statement of the proposal.,
This document makes a little over five pages and in some respects
may be more convenient than the two separate documents.

Would you be good enough to distribute this material among

the members of the Legislative Committee?
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January 4, 1935

j RECOMSRNDED BY TH: FEDERAL KESERVE BOARD
AND EEASONS THEREFOR

Federsl Regerve Fropogals 1 and 2
Banks
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1. The offices of Chairmsn of the Bosxrd and Goveraor
or & Reserve bank shall be combined., The Chalrman and
Governor shall be appointed aanually by the Federal Ressrve
Board, He ghall be relleved of the detalled duties of
Federal Reserve agent, shall be gx officig Chalrmen of the
Exeeutive Committee, snd a2ll other off{icerz and employess
ghall be directly responsible to him, He shsll be & Class
G director, but his term ss director shall terminate whene
ever he it not reappointed as Chalrmang this provision shall
apply to present Chairmen. There shall alsc be & vice-
governor in each Federal Reserve bank to be appolinted sanuslly
by the Federal Reserve Board, He shall exercise all the
powers of the Governor during his sbseace and perform such
duties a8 may be assigned to him by the Governor or the board
of directors. In the discretion of the Pederal Heserve Board,
he may be & Class C director end may be designated deputy
chairman of the boerd of dirsetors. In case he is appointed &
Clase C director, his teram as director shall terminate whene
over he is not reappointed vice-governor. The salaries of the
Governor and vice~governoer shall be fized by the Federal Reserve
Bosrd, and residence reqguiresment for Class C directors shall not
apply to them. '

2. Hembars of the Board of a2 Federal Eeserve bank shall not
be eligible for more then twe full consecutive three-year terms
a8 direectors. This provision shall not apply to the Governor or
vice-governor and shall not apply to any diregtor now in office
uatil the expiration of his present term.

Hessons

The purpose of the first two proposals is to increase
the authority of the Federsl Reserve Board over the Federsl
Kegerve banke withoul giving up the adventages of the regional
charscter of the Federal Reserve Systenm.

By coembining the offices of chairmen of the Bosrd and
Uovernor of the Keperve banks and providing that the appolnt-
ment to the combined office be made by the Federal Heserve
Bourd, ep the appointment of the Chairman hos alweys been, this
proposel would strengthen thes iafluence of the Board over the
Federal Reserve banks, but since the methsd of selecting the
banks! directors would remazin upchanged, reglonsl mansgement
in locel astlers would be retained, Proviaions about the vice-
governor are asimilar to those in regerd to the Governor.
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Repeal of the requirsment that these officials be residents
2f the district would remove an obstacle in the selection of
the best available men.

Provision for rotation in the bosrds of diregctors is
for the purpose of preventing the crystallisation in the banks?
nanagement of the influsnce of any speeial interests,

federal Reperve [Froposaly 2, 4, 2
Board

3s The gqualifications for appoiniive members of the Fede

aral Reserve Board ghell be chenged %o be as followss They
shall be persons well gqualified by educstion or experience or
both to participste in the formulation of national econemic
and momctary policles. 4t leasgt two appointive members of the

e Board should be qualified by experience as sxecutive officers

' of Federal Reserve bsnks, but this gualification should not
prevent resppolntment of present members of the Board and
should not be mandatory but should be s declarstion of general
policy. The Fresident shall, as now, designate the Governor
of the Board to serve at his plessure. The Governor's member-
ghip on the Board ghall expire when he 15 no longer designated
a8 Governor by the President.

4e Increaue. the salaries of the appointive members of the
Fedorsl Reserve Board hereafter sppointsd to those now pald the
Associate Juetices of the Supreme Uourt, which is §20,000 per
annum. Present appointive meabers of the Board mey retire on
their full pay at any time after resching the age of T0; eny
asmbers hersafter appointed must retire at sueh age and shall
receive pensions equal to the present salary of board nembers.
Appointive meubers having served less than twelve years shall
have pensions in proportionstely redueced smount, and no member
shuall bs entitled to a pension unless he har served at lesdt
five years, If a member's term expires after he resaches the
age of 65, and he is not reappointed, he shall be eligible for
a pension on the game bssis as a member retiring at 70.

5+ The Board shall be empowered to delegate specific
powers and daties not involving the deteramination of nationsl
or System poliecies to individusl members of the Board and/or
ite representatives, but the power to make rules or regula-
tions shall not be delspgauted.

fipasong

#ith the increased powers to be vested in the Board,
it becomes essentisl to make service on the Bosrd mors attrsc—
tive to men of the highest ecaliber, For this purpose it ia
prouosed to repesl all geographical restriciions on membership,
to specify the qualifiecation: that Board members must have, anc
to pay dowm the prineiple that at lesst two of the members

should have hed practical sxperience az executive officers of
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Federal Reserve banks. It is further proposed that the nene
bers of the Board to be sppointed in the future ghall receive
& compensation adeguate for dignified living in Washington

and the asmurasce of & pansion upon rebiresent. The salaries
of membere of the Board would be similaer to thoase that are now
received by members of the Suprewe Court.

Aathority for the Board to delegate speciflc powers
and duties not invelving the deteruinstion of national or aye-
tem policies to individusl mewbers of the Board or to its
representetives is for the purpess of relleving the Board of e
large mess of detalils and thus %o glve it sn opportunity to
concentrate on problemsz of policy. This provision will slso
tend to expedite the business of the Board asnd to amske inmmee
diate sction possible in matters where it i: essential,

Eropopuls 6, 7, 8, 2, 10

. 6. Change Section 124 of the Federal Reserve Act so as
to provide for an open-market commities to consist of the
Governor of the Board, two members of the Board slected annu~
&lly by the Board, snd two governors of Federsl Reserve banks
elected annually by the governors of the Federal Reporve banks
in & sanner pregeribed by the Federsl Reserve Board. This come
mittee shell make recomsendstions about discount rate policy
and formulate the Cysten's open-markel policy which, when ap-
proved by the Federsl Reserve Board, nhail be binding on the
Foderal Heserve banke.

7+ Hake bonds sod notes fully gusrantesd by the United
States as Lo principal and interest eligible for purchase by
Federal Reserve benks without regsrd to the six months' limi-
tation as to maturity.

8, Subjeet to limitstions presoribed by the Federal Fee
gerve Board, the Reserve baniks ghall have suthority to discount
or meke advencec on any sound assets of a measber bank. Limite-
tions on the maturity of advances to member banks shall be made
diseretionary with the Federal Heserve Board.,

9« Collsteral requirements for Federal Reserve notes shall
be repealed, and the office of Federal Reserve sgent shall be
abolighed. The prohibition against peying out of Federsl Reserve
notes of another Reserve bank shall be repealed.

10, In order to prevent injurious eredit expanplon or cone
traction, the Federsl Reserve loard; in its diseretion, may
change reserve requirements as to any or sll Federzl Reserve
districts snd/or any or sll classes of eities, snd as to tlme
and/or demsnd deponits.
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Propoeel 6, which provides for sn open-market come
nittee consisting of three membpers of the Board, including
the Qovernor, end two governors of Federsl Reserve banks,
elected by the banks, iz for the purpose of concentrating
the regponsibility for the formmlation of national eredit
policies in e small body that could sct effectively, and
in which the point of view of the banks would be repre-
sented, but control would be in the Board.

Progosal 7 is for the purpose of placing obligations
fully guarenteed by the United States Government on the sase
basis with direct obligstions of the Government in respect
to eligibility for purchase by the Federsl Reserve banis.

Proposel € is for the purpose of eapowering the Board
to relax or tighten eligibility requirements in accordance
with changes in coomomic and eredit conditiens, end to remove
nandatory limitations on maturily of advances o meaber banks,
Existing limltstions had to be suspended during the emergency,
but only after they had done & great deal of harm,

Fropossl 3 would répeal the present provisions for cole
lateral againgt Federsl Reserve notes on the theory that, since
thege notes are prior lieas on the sssets of the Federal Re-
serve banks, end are in sddition obligatione of the United
States Government, specific pledging of collateral adds nothing
to thelr sefety. A4 the same time the collateral requirements
have hampered open-market operastions and have had to be belatedly
relaxed durdng the smergency to sdmit United Stetes Goverament
obligations. The prohibition sgainst paying out of Federsl Fe-
gserve notes of other Heperve banks is to be repealed becsuse it
has served no useful purjose and has caused the Systea a con-
siderable unnecessary expense.

Proposal 10 represents s clarification and modifleation of
& power which the Beard now possesses under the Thomus eamendment.
It ie essential in view of the poseibility of dangercus eredit
expangion on the basis of exisbting reserves.

Suspension of Eroposal 11

ments for mem- 1l. &t any time prior to July 1, 1937, the Federal Raserve

barship Board, in its discretiof} may admit any lnsured monmenber bank
to uubcx'ahip in the Federal Heserve Systemj and, in order to
facilitate such admiesion, mey weive the legal capital require-
ments for admissions Provided, That such bank sghell comply with
all of the regulsar reguirements of members within such time as
the Federal KReserve Board shall prescribe.
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In order to make it possible for thousends of amall
nonmember banks to Join the System, suthority iz jlven to
the Board to wa¥be until July, 1937, when all insured banks
mast become members of the Federal Reserve System, capital
reguirements for admission to membership snd to meke such
arrangesents as it deems best for ultimate complisnce with
these requirewente.

heal estate Propossl 12
08ng

dmend Section 24 of the Federal Regerve iAct so as
to eliminate the restriction regarding the limitation of
real estste loans as Lo msturity and as to percentage of
the value of the propsriy.

feasong

Proposal 12 would remsove the arbitrery recuire~
ments ahout maturity and percentage of wvalue of permiseible
real estste losng. This propossl would enable national
banks better to mest the eredil needs of muny comwunities
and would remove the necesalty of orgsunirzing other insti-
tutions to perform this service,

Technlca) pro-  Proposal 13
visions

(1) The Board shall have the power to define the
- different classes of deposits; and the provisions relating

£y L s, / to reserves shall be changed as followss (&) Hember banks
(LA L £LT PNy ghall be permitted to deduct the "due from™ item from groas

, deposits in calculating net demund depositsy and (b) Demsnd

L, ™ deposita of the United States Government at msember banks

TRy £ shall carry the same reserves us individusl demand devosits,
f (2) Repeal Section 8 of the Ulayton Act and revise Section
8 s0 as to eliminate the permit provisions. Prohibit all
interlocking directorstes except to the extent sllowed by
genersl regulations of the Federal Reserve Board. (3) Amend
Section 11 (m) of the Federsl Reserve Aot so as to permit State
member backs to lend as much to individusl borrowers on
gecurity of Government bonds as national banks sre permitted
to lend under Section 5200 of the Revised Statutes, (4) Re-
quire State member banks (o publish their reports of condi-
tion, (5) Permit the supervisory suthorities in their dis-
cretion to walve examinstionsz and reportes of affiliates when
they are not necessary to disclose the relations betwsen such
affilietes and member banks. (6) Revise the provisions of the
Federsl Reserve Act regarding payment of interest on depbsite
by meaber beaks s0 a2 to clerify them and allow more flexibil-
itye (7) Exempt from voting permit provisions organizations
which are not primsrily engsged In the business of holding back
stocks of controlling banke. (8) Repesl oriminal penzlties in

]
-
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Section 21 of the Banking Act of 1933 and Section 22 (g) of
the Federal Reserve ict.

Besgons

These are technicsl provisions, largely non-controverw
sial, and are depigned to inerease the System's efficiency
snd to eliminate ambiguities. Hany of these provisions were
in the Omnibus Banking Bill in 1934.
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STATEMERT OF REASORS FUR FEOPOSALS
ppals 1, £ -~ Yedersl Hegerve banis
The purpose of the first two proposals iz to inerease the suthority

of the Federal Reserve Hoard over the Federal Reserve banks without glving
up the advantages of the regional charscter of the Federal Reserve System.

By combining the offices of chalrman of the board sasd governor of the
Reserve banks and providing that the appointment to the combined office be
nade by the Federsl Reserve Board, as the appointment of the chalrmsn has
always been, this ‘pmpanl would gtrengthen the influence of the Hoard over
the Eederal Reserve banks, but since the method of seleeling the banks!
dimteré would remain unéhu;ud, regional msnagement in local metters would
be retained. Provigions about the viece-governor sre similer to those in ree
gard to the governor. Repesl of the requirement that these officlals be
residents of the district would remove an obstacle in the selectlion of the
best available men.

Provigion for rotation in the boards of directors is for the purpose
of preventing the ecrystallizaetion in the banks' managesent of the influence
of any special interests.

Propossls J, 4, 5 -~ Kederal Reserve Board

¥ith the incressed powers to be vested in the Béarfi, it becomes essen—
tiel %o make service on the Board more atirsctive to men of the highest
caliber. For this purpose it is proposed to repeal all geogrsphical re-
strictions on membership, to specify the qualificatlions that Board members
mast have, and to lay down the principle that at least two of the menbers
should have had practical experience as execative officers of Federsl fe-
gerve banks. It is further proposed that the members of the Doard to be
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appolated in the future shall receive u compensation sdequate for digni-
‘fied living in Washington snd the sssursnce of & pension upon retirsssnt.
The salaries of meubers of the Board would be similar to those that are
now recelved by mesbers of the Suprewe Court.

Authority for the Board to delegate specific powers and duties not
‘fnvolving the determinstion of nationsl or system policles to individual
members of the Board or to ite representatives is for the purpose of re-
lieving the Board of n.lu‘g‘ mess of details and thus to give it en
opportunity to concentrate on problems of pollicy. This provision will
also tend to expedite the business of the Board and to make funediate
action poseible in matters where it ls esgentiel.

Proposals 6,7,8,2,18 -~ Credit control

Propossl 6, which provides for an open-market committee consisting
of three members of the Bosrd, including the Governor, snd two governors
of Federal Bcnm banks, elected by the banks, is for the purpose of cone
mtutiﬁg the repponeibility for the formmlation of éntiml credit
policies in & small hady that could set effeetively, end in which the point
of view of the banks would be represented, but contrsl would be in the Board,

Progossl .‘7 ig for the purpose of placing obligetions fully mmtced
by the United States Government m the same basis with direet obligations of
the Government in respect to eligibility for purchese by the Federal Reserve
banka, |

Proposal § ls for the purpose of empowering the Board to relax or
tighten elipidility reguirements in sccordsnce with changes in eeonomic and
oredit conditions, snd to remove mandatory limitations on maturity of advances
to member beanks. Exlsting limitations had to be suspended during the emer-
geney, but only after they had done a great desl of hare.
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Propogel 9 iould repesl the nresent provisions for collateral against
Pederal Reserve notes on the theory that, since these noteg are prior lileas
on the sesets of the Federal Reserve banks, and are in addition oblipations
of the United States Governmeni, specific pledging of collateral adds nothing
to their safety. At the same time the collateral reguirements have hampered
open-narket operstions and have had to be belatedly relaxed during the eunere
gency to admit United Btates Government obligations. The prohibltion sgainst
paying out of Federsl Regerve notes of other Reserve bankas is to be repesled
becauge it hes served no useful purpose and has e&#acd the System a considere
able unnecezsary expense.

Proposgal 10U represenis a clarification aund modification of a power which
the Boexd now possegses under the Thomas smendment. It is epsentizl in view
of the popsibility of dangerous ersdit expansion on the basis of existing re-
EETVRE,

Propogal 1l — Sugpension of cepital requirements for membership

In order %o make it possible for thousands of small nonmember banks to
join the System, authority is given to the Board to walve until July, 1937,
when &ll insured banks sust become members of the Federal Reserve Systes,
capital requirements for admission to membership and to make asuch arrange-
ments sg it deems bept {or ultimate complience with these reguirementis.
Propossl 12 -~ Heal eplute loons

Proposal 12 would resove the arbitrary requirements sbout msturity and
percentage of value of permissible resl estate loans. This proposal would
enable national béakﬁ better to meetl the credit needs of wany comsunities
and would remove the nesessity of organizing other institutions to pcrfbra
this service,
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sal 12 —~ Jechplesl provigions
(1) Is for the purpose of eliminsting undesirable technicsl provisions

in existing reserve requirements, shich work to the disadvantege of country
banke, to place deposits of the United States Government on the same Mﬁia

&8 regerds repsrvop sg other deposits, and to give the Federal Resorve Board
authority to define different classes of deposits. (2) The purpose of this
proposal 1s to relisve the Bosrd 6:‘ the burden of passing on innusersble ine-
dividual applications for permits by providing that the matter be dealt with
through general mgulitd.ma. (3) and (4) Are for the pnrpéae of placing State
asmber banks on the same basis a8 pational banke In regard to lendling on
security of Covernment bonds end in regard to publiestion of reportz. (5) Is
for the purpose of msking it unnecessary to require sxaminations snd reporis
of benk sffillstes when the affiii&hian nes no bearing on the condition of the
banks. (6) Is in the nature of clarification of the legel provisione relating
to the payment of interest on depozits by mesber banks. (7} Is for the purpose
of changing the definition of holdiang compeny affiliates so sp to confine the
sﬁnt.at@ry requirements ss to voting permits, examinstionsz, reports, aand other
matters to companies that are engaged in the business of holding bank stoek -
and exghuding companies that ere engaged in other business and whose possesalon
of & controlling interest in & benk iz only incidental., (8) Provides for the
repesl of criminel provisions in Section 21 of the Besnking Aet of 1933 and
Section 22(g) of the Federal Reserve Act and thercby mskes it possible for the
Board to regulate certain bsnk prectices by regulation - without the possibility
of sabjecting them to prosecution by the Departaent of Justice in cese that
Departaent should interpret the law differently from the Federal Reserve Board,
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Jmuary 8, 1938,

Governor Eccles.

Yir, Wyatt, General Counseid.

lirs Morrill and I have revised the draft of the proposed
Federal Reserve legislation in accordeance with the changes agreed
upon at the last meeting of our Committee and I am submitting
herewith & copy of the revised draft,

Respestfully,

lialter Wyatt,
General Counsel.

Copy te: Dr. Goldenweiser,
Dr. cmi‘.
lir. Morrill,

Hre Claytone
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