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Fébruary 6, 1935

Mr. Perry v
Mr. Thomas
Mr. Currie
Mr. Blattner
Mr. Garfield
Mr. Gardner
Mr. Plser
Miss Burr

I am giving you a copy of a letter on the banking legis-
lation, which was not sent, a memorandum which was to be attached
to the letter and was not sent either, and an outline of the bill,
which was not intended to be sent and was. These documents, to-
gether with the bill.may be helpful in suggesting points that can
be brought out in support of the bill or in answer to criticisms.

If you have criticisms of the bill, I should be glad to have

them also.
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Pebruary 4, 1935

Honorable Duncan U. Fletcher

Chairman, Banking and Currency Committes
United States Senate

'mm' D. Cs

Dear Senator Fletcher:

I am sending to you herewlth, for the consideration of yeur Come
mittee, proposals for changes that I belleve to be urgently required
in our banking laws. The legislation contemplated in these proposals
is designed primarily to accomplish the following purposesi

1. To aceelerate the rate of seonomic recovery.

2, To make our banking end monetary systes, which
wee designed under the conditioms prevelling
prior Yo the World Var, more regpongive to our
present and future economic needs.

3. To prevent s recurrence of conditions thet led
to the eollapes of our entire banking strueture
in the sprimg of 1933.

I eam not uamindful of the isportant steps taken to strengthen and
sefeguerd our bemking system in the Baoking Aet of 1933, which the Con-
gress sdopted sz the country was emerging from the erisie of that trying
period. But I sum convinced that further changes remain to be made in our
banking laws if we are to grepple successfully with the pressing problems
of recovery, and if the Juture of ocur sconomie 1ife iz to be seeure from
viclent fluctastions in the supply or momey and eredit.

The banking system of this country has been put to & severe test and
hes not stood thettest. It has not been able to stand up under the strain

of the depression or %o lend effective support in the fight against it.
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On the contrary, the hmk!nélanm hes proved to be &n element of
weskness in our economic smchu-e that has sggravated #nd prolonged the
worst phases of the depression. And it still impedes the rate of recovery. ©

These are facts too plain for us to overlook, too serious not to be
a ceuse for eoncern; too itgniﬁeant in themselves to leave up in doubt as
to the need for further remédisl sction. The explanation of them, I am
convineed, is not to be found only in the excesses snd abuses that char-
acterized our basking practices in the recent pest. Hor isg the present
relative inertis of the banking systom {0 be accounted for by the meta-
physics of confldence, on which pome of our eritics are still prone to
theorigze, nor by su assuaption that benkerz sre less eager than other men
to hasten the progress of recovery. The facts that I have briefly stated
sre to be explained rathsr, in large part, by the more fundementel fact
that our banking structure has remained essentislly unchanged during en
epoch of far-resching economic chsnges boih in this comntry and in the = o
world at lerge.

The principsl messures submitted for your consideration are there-
fore designed to remedy deficlencies now inherent in the banking struc~
ture itself, ©&inee the cornerstone of that structure is the Federal
Reserve Systen, 1t is proposed to mske the Reserve System more directly
responsive to our nationsl ecconomic needs. It iz further proposed to
aske our commercial banks better adapted te meseting the eredit require~
ments of industry, commerce, and agriculture under the changes that have
teken pluce in our sconomic systes since Boe of our present benking laws
were enscted.
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It is also proposed to make certsin revisions in the deposit insure
snoce law, This measure has been su important factor in restoring publie
confidence in our banks, and thus has been extresely helpful in the re-
covery effort, Practicsl experience with its epmﬁmm, has
shown that pome of ite provigions require smeadment.

The remsining propossis that I as submitting for your consideration
relate to corrective snd clarifying smendments to existing banking laws
other than the deposit insursnce law. The purpose of these amendaents
is to provide for simplification .of sdministrative procedurs. They were
for the mosi part embraced in the so-called Umnibus Banking Bill that was
approved by the Banking and Currency Committee of the Senate and the House
in the Seventy-third Congress.

A memorandum outlining the proposals end s draft of a bill in which
they sre ilncorporated are sttached.

Very truly yours,

Fracklin D. Foosevsli
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MENORANDUM ON PROPOSED BANKING LEGISLATION

In connection with the proposed amendments to the Federal Deposit
Insursnce law, it will be recalled that during the first six months of
the year 1934 derosits were insured to the extentof $2,500 for each de-
positor. During the last six months of the year the insurance was ex-
tended to $5,000 for ssch depositor and it is found thet this protects
98.39% of the depositors in the insured banks in full. This degree of
protection has proved adequate to restore confidemce in the insured
banks as & whole and in the nine banks which closed during the year
the payments by the Federal Deposit Insurance Corporation have emtirely
relieved the commmities of the hardships and dieturbances which here-
tofore have gemerally socompanied a bank failure.

Under existing law the permanent plan would give inereased bemefits
to only 1.61% of the depositors but it would almost double the 1liability
of the Corporation by increasing it from appreximately $16,500,000,000 to
more than $29,000,000,000. I recommend, therefore, that the limitation
of $5,000 for each depositor be continued and malle a part of the permanent
insurance plan.

The original phrpose of the Temporary Fumd of ¢ he Federal Deposit
Insurance Corporstion was to provide insurance of depoeits for a six
months' period before the necessary arrangements could be completed for
instituting the permanent plan. The Temporary Fund has been raised through
assessments contributed by the banks based uwpon their insured deposit
liability. The permanent plan in the existing law contemplates assessmente.
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based upon the emtire deposit liability of the insured bemks. It is be-
lieved that the general benefits both %o the public and to the banking
structure of the Comntry resulting from the insurance of deposits ecall for
an assessment plan substantially as provided in existing law, but limited
in asount. The plan of assessing upon the insured depesit liability alome,
considering the general benefits, throws a disprpportionate share of the
burden uwpon the smaller banks and upon banks in which small deposite
predominate.

Provision should be made which will enable the Corporabion to
allocate to surplus part of its existing eapital of spproximately
$290,000,000, contriduted by the Govermment and by the Federal Reserve
Banks, and to enable it to set wp reserves from the proceeds of the
assessments so that the insurance may be contimued &% all times upon
a sound basis, at no greater cost than is necessary and without becou-
ing wnduly burdensome in times of stress.

In view of the liability of the Federal Deposit Insurance Corpora-
tion to depositors of failed banks, it is important to give to the
Directors of the Corporation suthority to protect the funds of the
Corporation from the consequences of bad management and unsound banking
practices on the part of insured banks. This shotild be ascomplished with
dus regard to the existing sutherity for direct supervision.

The proposals relating to the Federal Reserve System are in recog-
aition of changes that have occurred in our ecomomic life since the
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System was established more than twenty years ago. The whole ensuing
period hes been one of events that the framers of the Federal Reserve
Aet, skidlfully and prudently as they planned, could netther have
foreseen nor imagined. While the Federal Reserve System has rendered
invaluable service to the mation--during the war years, during the
post-war period of readjustment, during the years of depression and
the period in which we have begun Yo emerge from the depression, the
experience of twenty years has shown that in some important respects
the Federal Reserve System needs to be strengthened and improved in
order to meet mation-wide and world-wide economic chamges. Our
esonomic problems have long tended to become more and more mational
in soope, and especially eo in the field of benking. Our commercial
banks, through the creation of deposite, supply the great bulk of
the country's means of payment-- for goods and services of all kinds,
for production and employment in every field of ecomomic endeavor.
Hence any materisl changes in the volume of this means of payment,
whether through enlargement or curteilment of the deposits ereated by
our commercial banks, are nation-wide in their economic effects.

Tor this reason it has become imperative that regulation of the
volune of our means of payment be entrusted to a body that represents
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the mation as a whole, rather than to have a widespread division of
authority ia a matter of such grave national comcern. It is desiradle
%o retain regionsl menagement and responsibility at the Federal reserve
banks in matters of loeal concern, and no change in this respect is
contemplated in the proposed legislation. But it is recommended that
responsibility for mational policies be placed directly on the Federal
Heserve Soard, whose members are appointed by the President with the
advice and consent of the Senate.

To secomplish thie enlargement of the Soard's responsibdility, it
is proposed to clarify the power of the Board to determine, in con-
sultation with representatives of the Federnl reserve banks, the open-
market policy of the Federal Reserve Syetem. In this manner mational
control will be established over operations that ere now the most
important single factor in determining changes in the volume of avail-
able credit and the rates to be paid for borrowed money.

Since the Federal Reserve Board would thus bear the respomsi-
bility for national policies to be pursued by the Federal Reserve System,
it is also proposed that the appointuwent of the principal executive
officer in each FVederal reserve bank be subject to approval by the
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Federal Reserve Board, and that this officer serve bBoth ss Governor
and as Chairmen of the Board of Directors. The Federsl Reserve ict
iteelf mekes no provision for the office of Governor ot the reserve
banks, though in prectice the Governor is the prineipal executive
officer, selected by the directors without the requirement of asprovel
by the Federal Reserve Board.

The change here proposed would recognise the office of
Governor in the law and combine this office with that of Chairmen of
the Board of Directors, but the sppointment of the Governor and Chair-
man by the directors would be subject to the approval of the Feder:l
Reserve Board. A further effect of this proposed change would be to
promote economy und efficiency in the reserve banis by deing away
with the present dusl organiszation and the consequent diffusion of
responsibility.

The enlargement of the responsibility of the Federsl Reserve Board,
and additional measures proposed with o view to maicing membership on
the Board more important, more attractive, and, in & pecuniary respect,
more securs, should make it less difficult than it has sometimes been
in the past to induce men who have the vision snd courage, as well as
the requisite training and experience, te undertake the difficult,
vitel, and often wnpopular task of formulating national monetary pelicles.

Po facilitate the carrying out of these policies it will be necessary
slso to remove some of the restrictions now placed on the activities of
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the Pederal Reserve banks by the Federsl Reserve Act. These re-
strietions were largely predicated on conditions prevailing when the
iet was adopted im 1913, and were wisely imposed on = System that was
new and wntried; but in the course of time the circumstances that
gave rise to them have diminished in importance, or greatly altered,
and the restrictions have sometimes proved to be far more harmful than
beneficial.

In this respeet the rigid definition of the kinds of paper that
are oligible for discount at the reserve bunks is clearly to be re-
garded as an impediment. Changes in our economic 1ife, notabdly in
the methods of finaneing business enterprise, have materially reduced
the volume of short-term, self-liguidating peper of the classes to
which the discount privileges of the reserve banks are lorgely re-
stricted by law. As a consequence of this, in times of stress, when
the help of the Federsl Reserve System has been most urgently needed,
many darks have been devold of sssets eligible for borrowing at the

regserve banks.
The undue severity of the limitations on eligible paper was

finally recognised, and they were removed temporarily by emergency
legislation; but this setion was not talken until much hasm had been

done to the busimess of the country snd unwarrented herdship and loss
suffered by bank depesitors. Furthermore, there is at present evidemce
* that these limltations are contributing to the difficulty of persons
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who need money and possess perfectly sound assets, but whe are une
shle to obtain the required loans because their assets are technieally
ineligitle for discomnt ,

Tor these reasons 1t is urged thet the legal limitations on
elizibility be removed and autherity be given to the Federal Reserve
Board to determine the charagter of paper that shall be eligible for
discount at the reserve bunks.

Another of the provosed changes in the Federal Reserve Act would
digpense with the requirement for segrez:tion of collatersl behind
Feder:l Reserve notes. These notes are obligations of the United
States Government and prior liens on all the assets of the twelve
Federzl Reserve banks. mmnormumsmxm»r.m
notes, therefore, adds nothing to their safety. On the other hand,
the reguirement for segregation ceused serious difficulty, by tying
up gold over and above the 40 per cent required reserve, when there
was o foreign drain on our gold in 1931 and 1932. The situation was
met for the emergency by permitiing the pledge of United States Govern-

ment obligations as collateral against Federsl Reserve notes; but the
authority of the reserve banks in this matter is only temporary. The

advisable course would seem to remove this restriction altogether.
In connection with the propesals relating direetly to commerclal
banking, it is to be remariked that they are few, but vital to the
speeding of recovery. Their purpose is to remeve restrictions in
existing laws that experience has proved to be not only umecessary,
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but manifestly hermful to benks and borrowers alike, in the meiking

of real estate mortgege loans. The provosed enlargement of the
authority of our banks in meking loans on resl estate, under the safe-
gusrds contémplated in the proposals, would meke 1t more feagible for
banks to meet the present reguirements of mortgage borrowers and to
partieipste more ageressively in the revival of asctivity and employment
in the coastruetion industry. .

1 believe that ennctment of this leglslation with reaspect to
mortgage lending would spur oum commercial banke to further effort in
serving the country's eredit needs; for it would onsble them to give
their unstinted support, in s manner not now possible for them, to that
brench of industry in whieh the opportunity for meeting both a soeial
and an economic need is now greatest.
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The following is a brief running summary of proposed banking
legislatiens The bill is to be known as the "Banking Act of
1935." 1Its princival provisicns are:

Title I -~ Federal Deposit Insurance Corporation
Amendmentse.

l,s Existing Termorary Funds are merged into the Permanent
Insurance Plan, which becomes nperative immediately upon enactment
of the "Banking Act of1%35."

2. $5,000 continues to be the maximum insurance protection
fser each depositor in any bank. Trust funds are insured up to
$5,000 for each trust estate.

3+ Maximum limit of assessment of 1/12 of 1% of total deposits
is substituted for obligatory stock subscription amounting to 1%
of total deposits with liability for repeated assessments thereafter.
A uniformly lower assessment may be fixed by the Board of Directors
for mitual savings banks.

4, Banks not members of the Federal Reserve System are per-—
mitted to withdraw from insurance after notice to their depositors
and to the Corporation. Similarly, after adequate notice and
after a hearing the Corporation may terminate the insured status
of any banke

8. The Corporation's present right to buy assets of closed
member banks is extended until July 1, 1936, to open banks when
it will facilitate mergers and avert less. For this purpose, the
Corporation may also make loans to insured banks or guarantee other
insured banks against loss in assuming liabilities of insured
bankse

6e The proceeds derived from the sale of capital stock of
the Corporation may be allocated between capitaland surplus in
suchh amounts as the Board ¢f Directors may prescribe, so that in
the event of losses exceeding the proceeds of the annual assessments
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the Corporation will not be forced to nperate with impaired
capitale Dividends on capital stock of the Corporation are elimi-
nateds

7« Detailed administrative and technical changes, which seem
advisable in the light of the experience of the Corporation, include
the following:

(a) Certain important terms used in the Act have been defined;

(b) Mechanics of pay-offs have been revised and clarified;

(c) The Corporation is given the right to require insured
banks to maintain adequate fidelity and burglary
insurance;

(d) The standards for determining whether or not banks should
beceme insured are set forth;

(e) 1Insured banks not membcrs of the Federal Reserve system

" are required to make reports of conditions, and the
Corporation may order publication of such reports;-

(f) Corporation approval is required before a merger or
consolidation nf insured banks with non-insured banks,
or before a reduction of capital of non-member banks
takes place;

(g) Other miscellaneous changes:

ie The use of the words "Deposit Insurance" in
the name of 2 bank is prohibited;
iie Examiners of the Corporation are prohibited
from berrowing from insured banks;
iiis OCriminal provisions are extended to protect
all insured bankse.

Title II -~ Federal Reserve Act Amendmentse
With respect te Federal Reserve Banks:

le Combine offices of Chairman of the Board of Directors
and Governor at each ef the Federal Reserve banks, appointments to
be made annually by the directors of the bank, after approval by
the Federal Reserve Board. Vice~Governors are to be selected in
the same manner.

2 No members of the Board of a Federal Reserve bank, except
Governer and Vice-Governor, shall hold office for more than six
consecutive yearse

With respect to the Federal Reserve Board:

3e Change qualifications for future appointive members of
the Federal Reserve Board by providing that they shall be persons
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well qualified by education or experience or both to participate

in the formulation of national economic and monetary policies, The
present geograpiaical limitation shell rot avply to selection of
future Governors. The Governor'!s membership on the Board shall ex-
pire when he is no longer designated as Governor by the President,

4, Increase the sslaries of future appointive members to
$15,000 per annum, with compulsory retirement at 70 on $12,000
pension, Present members to be eligible for retirement at 70, Pro-
portionate mensions.will be allowed for service of less than twelve
years.,, -

5. The Board shall be empowered to.delegate specific powers
and duties not involving the determination of national or System
policies to individual members of the Board or its representatives.

With respect to credit control:

6. Change Section 12A of the Federal Reserve Act so as to
provide for an open-market committee to consist of the Governor and
two members of the Board elected annually by the Board, and two
governors of Federal Reserve banks elected annually by the governors
of the Federal Reserve banks, This committee shall make recommend-
ations about discount rate polieies and shall forrulste the System!s
open market policies which shall be binding on the Federal Reserve
banks,

With respect to collateral requirements:

7. Any sound asset of a member bank shall be .eligible for
discount at a Reserve bank, subject to regulations of the Pederal
Reserve Board, and the Board shall also have authority to prescribe
limitations on maturity of advances to member banks,

8. Section 14 is amended so that obligations the principal
and interest of which are guaranteed by the United States shall be
eligible for purchase by Federzl Reserve banks without regard to
maturity,

9, Collateral requirements for Federal Reserve notes shall be .
repealed, and the office of Pederal Reserve Agent shall be ebolished.

With respect to reserve requirements:

10, In order to prevent injurious credit expansion or con-
traction, the Federal Reserve Board may change reserve requirements
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as to any or all Federal Reserve Zlistricts ana/or any or all classes of
cities, and as to time and/or demand deposits.,

With respect to capital requirements:

11, At any time prior to July 1, 1937, the Federal Reserve Board may
admit any insured non-member bank to membership in the Federal Reserve
System; and may waive the capital requirements for admissionj provided that
such bank shall comply with all of the regular requirements of members wlth-
in such time as the Federal Reserve Board shall prescribe,

With recpect to real estate loans:

12, ©Section 24 of the Federal Reserve Act is amended to permit loans
to be made on amortization besis for periods of 20 years and up to 76 per
cent of value of property. The geographical limitation as to location of
real estate is removed. The aggregate amount of real estate loans plus
other real estate (except bank premises) is not to exceed 67 per cent of
time deposits or 100 per cent of capital and surplus, whichever is the
greater, All real estate loans are to be secured by first liens, but second
and subsequent liens may be taken to secure debts previously contracted in
good faith., The limitations of Section 24 are made applicable to State
member banks,

Title II1I - Technical Amendments,

Section 301 exempts "accidental®™ holding company affiliates from vot-
ing permit requirements where not engaged as a bucsiness in holding bank
stock,

Section 302 provides thet member banks need not divorce securities
affiliates which are in formal liquidation,

Section 303 (a) makes it clear that the prohibition agrinst security
dealers accepting deposits does not prevent banking institutions from deal-
ing in, underwriting, purchasing and selling investment securities to the
extent permitted to national banks and does not prevent banking institutiens
from selling mortgages without recource, (MNational banks are limited, in
dealing in and underwriting, to Government obligations, general obliistions
of States or political subdivisions, obligations issued under authority of
Federal Farm Loan Act, by Federal Home Loan Board or Home Owner¥ad Lean
Corporation.,) (b) Exempts business institutions accepting deposits solely
from their employees, from exzamination and publication of reports of comdi-
tion; and requires private benks to bear expense of their examination when
made by Federsl suthorities.

Section 304 terminates double liability of shareholders of national
banks on July 1, 1937,

Section 305 corrects omission of national banks in Alaska and Hawpdl
from benefit of emendment repealing law requiring directors of national
banks to increase their shareholdings.
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Section 306 gives Federal Reserve Board power to control con—
nections of officers, directors, and employees of banks with
securities companies by regulation rather than by issue of individual
permits.

Section 307 (a) eliminates any question of power of member banks
to buy or sell stocks solely for the account of their customers and
Permits national banks to purchase for their own account investment
securities not to exceed 10 per centum of unimpaired capital and
surpluse (b) Restates existing prohibition against national banks
purchasing stock for their own account,

Section 308 requires new national banks to have paid-in surplus
equal to 20 per cent of capital, subject to waiver as to State bank
converting into national bank.

Section 309 eliminates possibility that present law prevents
corporations other than a bank from conditioning transfer of their
shares on transfer of bank stock,

Section 310 (a) permits holding company to vote to place bank
in voluntary liquidation without obtaining voting permit, (b)e
Since shares held by bank as sole trustee cannot be voted, same are
excluded from determination whethcr resolution adopted by requisite
number of shareses (c) Eliminates any doubt that holding company
with voting permit may cumilate its shares as may other shareholders.

Section 311 gives Comptroller discretion to permit converting
State bank to carry over sound assets not conforming to requirements
as to assets held by national banks,

Section 312 allows Comptroller to delegate manual labor of
countersigning bond transfer.

Section 313 permits national benk branches located outside
United States to charge interest rate permitted by local law.

Section 314 provides for national banks gradually increasing
surplus out of earnings, until equal to capital.

Section 315 extends criminal provisions applicable to member
banks to include insured banks.

Section 316 gives Comptroller closer supervision aver banks in ~
voluntary liquidation.
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Section 317 extends present prohlbition on use of word,
"national", by banks other than national banks, to include combinations
of such word.

Section 318 corrects oversight by requiring member banks to
reduce stockholdings in Federal Reserve bank upon a reduction of
surplus, .

Section 319 requires State member banks to publish reports of
condition,.

Section 320 places State member banks on parity with national
banks as regards loans on govermment obligetions,

Section 321 permits Federal Reserve bank direct loans to private
business to be made on adequate indorsement or security, instead of
requiring both as under present law,

Section 322. Reference to par value of Federal Doposit Insurance
Corporation stock in the "loans to Industry" Act caonged to "amoumnt
paid for said stock."

Section 323 (a) authorizes Federal Reserve Board to define
"deposit" and related terms for reserve and interest requirements
respecting depositse (b) Pormits amounts dus from other banks to
be deducted from gross deposits, instcad of amounts due to banks,
in determining reserve requircments. (c) Extends power to regulate
payment of interest by momber banks to include all insured banks,
except mutual savings and Morris Plan banks not members of systems
(4) Requires member banks to maintain same reserves sgainst govern=
mont deposits as agalnst other depositss

Section 324 permits walver of reports and examinations of bank
affiliates where deemed unnecessary fully to disclose relationshipe

Section 325 (a)es Extends prohibition against loans and
gratuities, to exeminers of all insured tankse (b) Extends pro-
hibvition agninst disclosure of confidential information to Federal
Deposit Insurance Corporation exsminerse (c) Corrects impractical
features of law prohibiting loans to executive officers, by vesting
certain discretion in the Federal Reserve Board, substituting power
of removal from office for present criminal provisions, and extending
time within which existing loans must be paild.

Section 326 Excepts affiliates from existing requirements on
loans wheore affiliation arose out of foreclosure by bank on collateral,
and excludes affilintec engaged solely in operating property acgquired
for bank purposes controlled by bank in fiduclary capacity.
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Section 327 exempts loans for industrial purposes made with
Federal Reserve Bank or DReconstruction Finance Corporation from
existing restrictions on real estate loans by national banks,

Section 328 amends Clayton Act to permit Federal Reserve Board
to supervise matter of interlocking directorates through general
regulations instead of by individual pemits,

Sections329 and 330 bring law governing consolidation of
national banks into conformity wlth that governing consolidations of
State and national banks, offer adiitional protection to dissenting
shareholders, but require notice of dissent to be given when vote
to consolidate is had.

Sections 331 and 332 extend to Federal Deposit Insurance
Corporation protection now given otiher Federal institutions against
misleadling use of name and extend to all insured banks law meking
robbery of member banks a Federal offenses
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