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Febrary 1&, 192¢%

The fundameutal purposes of Title I1 of the Benking ict of 1335 sres
(1) to inereqse the ability of the benking systew to promote business
stabilityy (2) for that purjose to concentrate authority snd responsibility
in the formulation of national monetary policies on & body representing the
nation withoul interfering »ith reglonal autoncamy in satters of locel con-
cern; (3) to mouify the structure of the Federsl Roserve Systes so ag to
prouote these purposes =nd &t the sase time o iacrease the economy and
effectiveness of 1ts operstion, and (4) to rclieve the bunking cystom of
unnecessary restrictions that handiecup it in the perfuorsaice of its funce
tions. JTor thess purpoges, the followiluy amen te to the Tedersl Reserve
et are proposed, references belug to Title II of the Banking Bill of 1335s

Section 201 provides for combining the offices of Chairman of the board
of direotorsg and Governor of the Federal Reserve banke, appointaents to be
aade aanually by the directors of the busks subject Lo apgroval by the Fed-
ersl Reserve board. OSimiler provision ig mede for a Viee Governor end
Ueputy Chairnas. The purpoges of these provisgions 1a to help o unify the
administrative machinery of the Federal Reserve banks and to inereuse the
authority of the Federal Reserve Bosrd over these banks without sbandoning

the advantsges of the regional charscter of the Federal Reserve Cystem or

interfering with the local responsibility and menagement of loesl matiers.

The section alsc provides that directors of the Federal Reserve hanks
shsll not serve more then six consecutive years. The purpose of this pro-
vigion 18 to preveat the orystallization in the directorstes of the Reserve
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banks of influenee of any one individual group of individuals. Continuity
of service is provided for by allowing members to serve ss long as six

years and in ease it iz desirable there is nothing to prevent the reappoint-
ment of sble and experienced directora after = lapse of & year or more after
the expiration of their six years of service, This arrangement sill have the
additional advantage of enabling the Federal Resorve banke to retire
directors whose service om the board has proved to be of little vaiuve., The
proposel would inerease ths control of the Federal Reserve Board over the
key offieials of the Federsl Reserve banke. In the original Federal Reserve
Act it wns contemplated thut the Chairman of the bosrd of directors, vho: is
appolated by the Federsl Reserve Zosrd, shall be the prineipsl exseutive
officer of the banks In practice this has developed thst the boerd of
direetors appoints s governor, wxho is the ehief exeeutive of the bank, and
vho 1g in no way responsible to the Federal Regerve Boerd, sxcept that his
salary must be apiroved by that Board, In most cases the governors heve
developed into the dominating porsonali‘upa at the Regerwve banks., The bill
proposes to recognive the office of governor in the law; to consolidate it
with that of the chalrmsn of the board, and to meke the asppointments t¢ the
Joint office subjeet te the approvel of the Federal Reserve Bosrd. Tech-
nically this does not incresge the powers of the board, becsuspe it has the
eppointment of the chairman under existing lsw, but in sraetiece 1t will
ineresse the board's authority because there will be no opportualty to
sppoint o chief executive of the bank without the board's ap rowsl, The

new arrangement will sork in the direction of economy by sholishing ome

of the two most highly peid officers in the banks and it would work towards
efféciency becsuse it would do awsy with the somewhat clumsy dusl organiss-

tion under which the Federal Reserwe baniks have been functioning. The only
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deiinite dutles of the chairmsn and Federal Reserve sgeot under the hct
were (o have jeint custocy with the bank of the esllatersl back of the
Federsal Reserve notesj to meintsin un office of the board at the Federsl
Reserve bank and to keep the board informed of ell matters in which it
would be interested.s In practice there hag grown up an orgasiszation under
the Federaul Reserve agent which includes exeminationg, bank relstions, aund
the economie and statisticsl services. There wae no advantage in this
separation of the fumctions frow those of the opersting funetions of the
bank. In faet, all of the fmetions of the chairmen's of ice would be
esngolidated to wdvantage with the other functions of the bunk,

In the case of the economic and stotistical services; a closer rela-
tionship between these services avd the opersti ag offielals of the bank
would be of distinet advantage, beecause thelr value to the gystem depends
on the extent to which their product enters lato the operation of the baaks,.
It is clear that a single organizstion with one regponsible hesd {g llkely
t: be wore effielently ruan and wore effeoctive in the porformance of its
functions than a dusl organizsetion Xkxx with diffused regponsibility and
with many duties on the borderline betwesn the two nuthorities.

Section 202 provides thsat at any time prior e July 1, 1937, the
Federal Regerve Doard umay adali sny ilasured pomnmeaber bank to membership
in the Federal Reserve Syptewm; and nay walve the legal capital recuire-
mentes for eduicssion provided that such bank shall comply with all of the
regular reguiresents of meambers withia such time a8 the Federal Regerve
Board ahall preseribe., The purpose of tiis Jrovieion is to meke it pos-
gible for thousends of small menmber banks to join the Systen prior to
July 1937 when all ingured banks must become members of the Federal Re-
serve System.
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There are sbout 1500 basks in towns with population of leas than 3,000
who are members of the Insurance Corporution ond have eapltal ingufficient
to admit then to the Federsl Reserve System. There are 500 more benks in
larger towng and eitiee in the ssne pogition. A table iz attached giving
this information in more detail. Tv facilitate the aduission of these
banks into the Federal Reserve System will make the System and the Deposit
Ingurance Corporation more sceeptable to thousands of banks and te those
who are interested. It will also work towards the wnifiestion of banking
under national supervision, Unifieation, in turn, will incresnse the ability
of the Covernment to supervise the banks. Developments during the past
fifteen years have shown éonelusively that the condition of nonmenber 'anks
hag repurcussioneg on the eondition of the banking zystem 22 & wholes A bank
failure is likely to engender other bank fallures end member banks, therefore,
have been mﬂad to & hasard from banks that were completely outside the
Jurisdietion of the national Covernmeat.

Another important advantage of unification is that it will make it
posgible for the Reserve banks to come dircetly to the aseistence of a
nuaber of banks wiich before that were excluded from this advantsge. The
Imergency Banking Aet of 1937 recognized the necessity of taking care of
nenmonber banks in cape of an energeucy. Since the responsibility for
these banks falls upon the Federal Reserve Systea under saergeacy conditlions,
it is obvious that the Syctem ought 1o have authority to supervige them at
81l times.

Unification of beaking will also ineresse the sbiliiy of the Federal
Reserve Syctem to carry out mometary policles. Deposits in nonumoaber banks
are & considerable proportion of totsl deposits and changes in the volume of

Digitized oF F&ggg deposits may become sn important element in the natiomal pleture. For
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this reason they should be under the supervisgion and regulation of national
suthoritiess &n importact weakness in the bunking systes has bsen the
ability of baske to glve up thelr astionsl cherters and their membership in
the Federal Resorve fysten whencver it sulted thelr purposes. Adequate
isglalation for the protsetion of depositors snd adequate enforcement of
existing legislation «s difficult under the cireusnstances. The prevalling
gysten has been deseribed as o coupetition in laxity betwecn State and
national suthorities. Clearly, therefore, the step in the direetion of
wnification of banking, which is ;)ro_;.uos'sed in this bill, is i» the publie
interest.

Section 203 (1). This seetion substitutes for the reguirement in
the law that the Presldent in selecting the spoointive members of the
Foederal Resgerve Bosrd shall have due regard to = fulr represestation of
the finaneisl, sgricultural, industriul, and commereial Interests and
geogrophiesl divislons of the eomiry a provision that specifies that
future appointive members of the Soard ghall be perszons well gualifled
by o&zeatim ar szoerience or both to pertieipate in the formulation of
nationsl economlie and monetary solicies. This change ie for the purpose
of deseriblng the cwiifications of Hosrd Heuwbers in terss of the Board's
priseipal function, which is the formulation of national moenetary poliey.

The reasons for this change are obvious, The langaage of the law at
the present time 1s in practice meaningless. 1If, however, an atienpt were
nade to select men represeating all the different elemenst in the population
the yresulting board would likely be one of conflieting views witheut a
national wiewpoint and with little training snd experience that would
gualify it to determine monetary soliey. It is important to emphasisge in

the law that Board action does not refleet the opinion of a majority of
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speclal interests, but the well comsidered judgment of e body that takes
into cunmsideration all phases of nationsl economic life.

There iz an additional adventege in the proposed langusge in that it
inserts Into the law a statesent indiecative of the main purposes for which
the Federal Ressrve System 1z in existence. The preasbtle to the Federal
Regerve ict mentions as its purposest elastic currency, faecilities for reo-
diseounting commerelial paper, and more effective supervision of bunking.

It does not, therefors, recognize those functions of the System, an wnder-
standing of which has developed in pust-wsr yeers. It ig & definite
advantage to have such language in the Act sndé it is sppropriate that it
should appear in connection with qualificailons of meabers of the Board,
gince it 1z upon the Board and not uoon the banks that respongibility for
national policies must rest.

Seetion 203 (2) provides for an increasme in the salaries of future ap-
peintive necbers of the Federal Reserve ozrd 4o the lovel of compensation
received by meubers of the Cabinet, $20,000 per sanum, with compulsory re-
tirement at 70 years on & {12,000 pension and mskes present members of the
Boerd eligible for retirement st 70, Penslons for service of legs than 12
years are to be proportionate tc the length of serviece and no penslon shall
be paid to & member wic has served less than five years. Thies section is
for the purcose of yroviding for Boardé membersz to be appointed in the future
a coapengation adecuate for dignified living in Fashington, together with

the assurance of a pension upon retirement.
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The Federsl Reserve Bosrd upon ite establishment wes frequently
referred to & the suprese court of [{inance. The compensation offered the
nembers of the Poard, however, hes been insdecunte, msking it almost
impossible for men without private means to eccept memberghip om the Board,
Choice of meabers of the Zoard ought uot to he limited tc men of means,
but the Presldent ought to have an o:portunitiy to select the best availsble
mene Ihe inerease in salsry pro oged in the law will help in thle respect
end the provision for pensions will be ever more helpful. A persom vl
accepts memberchip on the Federal Reserve Board and wighes to mauke tris
his life pervice should not be obliged to worry sbout income in his de-
clining years. Selaries srovided for the position are not sueh a2 to
ensble & man to make adequate savings for the pur ovse, and the proviaion
of pensiong vill resove the worry cbout support in old age from the meubers.

Seetion 203 (3) This mection exeupte the future Governors of the Fode
erzl Reserve Bosrd from the geographlie limitsetlions preseribed for other
menbers snd provides that tho Governor'sz menbership on the Board sghall expire
when he 1i: no longer designated ss Governor by the President. Thesge yrovie
sions are for the purpese of enabling the President to appoint us Governor
of the Board the ableast availuble men regerdless of the place of his residence,
It also provides for a vseancy on the Board in case the President wishes to
chooge another person for the Governorship.

The selection of the Governor of the Federal Reserve Board, who is an
officer of great importance, should be as frec from limitstions and restrie-
tiong ss possible, If the President has in mind & man who in his judgment
gualifies for the position, he ought not to be restrained {roem appointing
him beceuse the man heppens to live in s district which is represented by

Digitized for FRASEE other menbers of the Hoard, There iz no danger of sectionszl over-
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representation ag a result of this provision, because the men the President
would chooze would be a national figure vith a nationsl point of view and
hiz high office would impress uoon him his obligation to represent the
countr, ar a whole.

The provigion thet the Governor's membershin on the Doard shall lspee
if he is not redesignated ag Covermor is ome that woulc net often be of ime
sortance because in mosi cases a person not redesignated ss Governor would
resign his membership on the Board, unlegs the Preglident requested him not
to do po. A pituction may develop rhere the President would not wish to
request a man's resignetion from the Hourd und yet would wigh to have some-
ono else be Govermore In that cese 1t ought to be mede easy for him to make
& place on the Bosrd by providing that the Governor's term sutosatically ex~-
pires when he 12 not redesigneted, AL the seme time the fact that the
Governor's term expires removes him from the disqualification of sccepting
& position with & meumber benk within twe years after retirement from the
Board,

~\\ Section 204 gives the Board the authority to delegate specific powers and
duties not invelving the determination of nstionzl or {ystem policles to
individusl members of the Board or its representatives, The purpose of this
provision iz to relieve the Board of a large mase of details and glve it a
better opportunity to concentrate on problems of national importence. The
provigion would also tend to expedite the business of the Board.

The power to delegate epecific duties to membere of the Board or ite
repregentatives is essentially for the purpose of relieving the Board

members of a lsrge mmount of routine duties which are likely to absorb more
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of their time than in the nationsl interest they could afford to spere.
The Beard ghonld be able to emeentrate on studies sand inquiries that
woild enable 1t to reach decizions on matiers of nationsl monetary policy.
This 15 an exzcting job and one that should not be interrupted by the
cecesaity of giving stiention to ianumerable details, The delegation of
specific dutics 4o individuals would slse result in expsdiiing amatters
before the Boerd that require lmmediate deciglon. It i provided, however,
thet the Board shall not delegste any powsrz that involve deteraination of
national policies, nor éelcgate 1is pover to make rules and regulations.
One of the ilmports it consequences of these provisions may be thet where
the Bosrd hue confidence in the loecal munagenent of & Reserve hank it may
delegate to its Governor such powers as the granting of peraits for inter-
locking directoratsg, admission of benks Inte the System, voting pernits
for holding compeniss, suthority to grant acceptsnces up to 100 per cent
of capital, snd other mstiers on wilch the loeal benk ig in & better ositiom
to have the necespary contucts and Informstion. The faef, hovever, that
these natters esn be handled b local authoritics oaly by delegation from
the Board makes it poseible for the Doard to withhold these povers unless

and until it 1g specified that they will be properly exercised,
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Sectlon 205 anends Jection 124 of the Federsl Reserve et 30 s2 to
provide for an open martet committee to consist of the Governor and two
mesbers of the Doard, eleeted sanually ¥y the Board, snd two Governors of
the Feder:l Reserve benks, eleeted snamally by the Governors of the Fed-
eral Heserve bankse It shall be the duty of thisz committee to make recom-
mecdations about diseount rate policles and to formilate the System's
open market polleies, vhich shell be binding on the Federal Regerve banks.
The purpoge of this provielon 1c to comecentrate the responsibdility for the
forsulation of nutional eredit solieles in 2 saell body that could =0t
effectively, and in which the point of wiew of the benle wonld be repre-
sented, but coantrel would be in the Doard,

& change in the provigion about open-mariet policy is obviously
nescessary in order to pluce definite resroneibllity on & netionzl bedy,
Under ths present lew open-moriet nolicies are formlsated by the Federsl
Upen daxiet Committee, which consigts of the Governors of the twelve
Federul Eeserve bunks, The recormendstions of the come!tiee have to be
approved by the Federal Reserve Roord, snd the boarde of dirsetors of esch
Federal Resorve bank retain the anther!ty to refuse partieipstion in the
poliey adopted. Ve have, therefore, an arrangement by which there ig &
policy-making body of {walve, which hee power to formlate policies, btut
ot to put theu into effect. ¥e hove the Federsl Reserve board, consisting
of eight members, nho have the authority te approve or disap rove of the
recommendations of the commitiee, and we hove 102 direetors of the Reserve
benks, who have the final say se Yo whether the policy is to be carried out

or note It would be difficilt to conceive of wn arrangement that was hetter
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caleulated for diffusing regponeibdlity and creating an elaborate systes of
obstructions than this, To what extent this arrangenment hus been a factor
in the actual operation of the Systam 1s Immaterial. It is impossibdble now
to decide whether or not the fullure of the System to prevent the worat
phases of the depression hee been due to the faulty aecheaign of the opene
market powers. It need aot be dsclded vhether there was aaythin. nore
that the Systen could have done or not in order to reach the conclusion that
& plecs of machinery that makes delayg 20n.71lcts and obstruction not only
possible but probable is one that should aot be permitied to remain in the
lawe The proposel in the Bill 1s one that would nlsce the ultimete respon-
8ibility on the Federal Reserve Board, sinee the Board sz a vhole will elect
three of the mesbers of the comaitiee from asmcong its own menbers mnd will
algzo have the power to approve or dieapprove of the appointment of the
Govarnors vho #{ll be elocted to represeat the banky in the commitice.
Furthercore, the Board members »ill have s majority of the committee,
Responzibility for open-market operstlons, tharefore, would be definitely
fized on the Federel Rogerve Posrd, This is 25 1t should bhe, since the
country holde the Bosrd responglible for these -olicies.

Thege argumentsz are not purely theoretical, but heve a resl praeticsal
slignificance. It is & fact that the Federsl Reserve Board, whether it hae
always been right or not, has alvaye teken the nstionel point of view and
it i3 natursl for 1% to do so because it ie speeifieslly sppointed for that
purposs, It iz also true that the mejority of the Covernors tske & local
soint of view and 2lso have beem trained and think in terms of commercisl
bankings To bay = lot of Covernment securities st s time when money rates
are slrezdy very low, or to buy lon -teraz securities tather than exclusively

. ghort-tera liguid obligstione goes aguinst their philosophy of gound cosmer-
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cial and cefitral banking. It may be that on msny occasiong = broader oute
look has prevailed smong the Governors under the lesdership of those of
then who have had broader experieance, but nevertheless, there iz the possl-
bility and the aotual votling power of Covernors sho have nothing to do with
the money market, with interastionel movements of funds, and with the
national eredit situation, meking declsions on policies that desl with these
vrecise subjects. Furthermore, back of the Governors are the 108 directors,
who in most cases take their responsibilities an the directorates as being
orimerily concerned with the interests of thelr stockhelders, that iz, the
member banks, snd in refersnce to locel eredit econditions. Participation

in netional policies may st times appesr to them to be a betrayal of their
truste They should not be placed in that position. It ic proper and de-
girable that the loeal businese and eredit point of wview prevail in the
Federal Reserve baake' relationship nith their loeal benke and tusinessmen.
But this is not the polnt of view that should preveil in the determinaztion
of national policies.

The committee as 1t is setl wp gives the Board a majority, but provides
for representation of the point of view of the Governors. It would be even
better to either leeve the matter to the Federsl Reserve Board with provi-
sion for gome advisory comalttee of Governors, or at least to leave it to the
comnittee Aow provided for in the bill, but with power of approval by the
Federsl Reserve Doard as a whole. Such an arrangement would contribute to
the senar of uneseapable responelbility which should be fostered in the
Fodersl Keperve Board.
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Section 206 provides that sny sound ageets of & member bank shall be
eligible ag a beais for borrowing at a Federszl Reserve bank, subjeet to
regalations of the Federal Reserve Board., The Board would slso have
suthority to preseribe limiitstions on maturity of advernces to member banks,

The purpose of this provision iz to empower the Board to relax or
tighten eligibility requirenents in secordance with changes in economie and
eredit eomditionz and to remowve nandatory limitations on maturity of advances
to wembeor banks., Exietiang limitations had to be suspended during the ener-
geney, but thisz was sceomplished only after thoy hac done a great deal of
harm. OSinee in practice exiesting restrictions :muet be relaxed whenever
they become reclly restriective, it iz best not to have them in the law, but
to place full responaibllity on the Board, which is always in session and
in & position to take prompt action whem it 1s required,

Changes in the country's economie life, notably in the methods of
financing buginess enterprise, have materially reduced the volume of short-
tern self-liguidating paper of the elaeses te which the discount privileges
of the Reserve banke are largely restricted by lew. In times of stress,
therefore, when the help of the Federal Reserve fystem has been most urgently
needed, msny banks, though holdin: sound assets lan thelr portfollos, have
been devoid of the partieculsr kinde available under the law for borrowing
at the Reserve banks., There is at present considersble evideace that the
restrictions on eligibility ave proviag an impediment to recovery., Hew
loens of & type that commercial banks have customerily made in the past
are now refused, not beesuse the spplicante do not possese sound aseets,
but beeause the gound sssets that thoy do possess are techniecslly ineligible
for rediscount. There i3 alse a tendency snong many banks to remove from

their portfclios paper that camnot be lmmediately licuified by recourse to
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the FPederal Reserve banks.

¥hile it is true that this proposal is & departure from the original
theory of the Federsl Reserve Aet, it is a departure that is in line with
the development of the natlion gince that time. In order to support this
provision it is not necessary to subscribe to the theory that commercial
lending on & large scale will never again be the custom in this country.
It iz only necessary to recognize that it is poesible that banks may once
more, sg they did in 1330-1932, find thenselves in & position where they
needed the help of the Federal Reserve hanks as they never had before, and
vhere these banks wers not eble to come to their assistance beecause of
technicelitice in the law., The power to modiiy sny regulstions that may
exist, if an emergency comes up, should, thersefore, be lodged where 1t can
be used mwkmwwiky promptly and effeetively. UHewber banks should be given
the sssarsnce that il they conduct their business prudently and gerve their
commmities' needs both for short-time and long-time funds with due regard
to the soundness of the assets they scyuire they need never f{ind themselves
insolvent as s consequence of national developments that sre beyond their
controle The benks should concern themselves with the substsnce of their
agsets rather than with their form. OSuch an assurance to the banks is
liksly to be an importent help to business recovery.

Section 207 asends Seetdon 14 of the Federal Reserve Act so that
obligations, the prineipal and interest of which are guaranteed by the
United Stetes, shall be eligible for purchase by the Federal Reserve
banks without regard to matarity. This is for the purpose of plscing
obligations fully guaranteed by the United Etates Covernment on the same
basis with dircet obligntions of the Government in respect to eligibility
for purchase by the Federal Reserve banks.
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Section 202 (1) provides that collatersl requirements for Federal
Reserve notes shall be repesled and that the prohibition againat the
paying out of Federsl Reserve notes of another Federzl Reserve benk shall
be premoved, Repesl of the provisions for collatersl ageinst Federal Ree
serve notes i proposed because these notes, being prior liens on the
assets of the Reserve basnks and obligations of the United Etates Govern-
ment, require no speeifie pledging of collateral in order to insure thelr
safety. At the sane time the collateral requiresments have hampered cpen
market operationsz of the Federal Resgerve Syctem at critiesl times and have
had to be belatedly reloxed during the emergency to aduit United States
Governaent oblizations,.

The proposal does not in any way change the 40 per cent gold certifi-
cate reserve requirement againet Federal Reserve notes. The present
collateral requiresent caused serious difficulty st the time vhen thet® mas
a foreign drain on the countryls gold in 1931-1932, At that time it was
necessary to pledge more thun o billion dollars of gold ower snd above the
regerve roquirements, and it san not possible to Ineresse the amount of
eligible paper that would have released the gold, except by the sale of
Government securitice, and the consequent ineresse in the burden of debt
on the member banks. In other words, at that time collateral requircments
csused the Reserve System to refrain froam adopting & monetary peoliey that
wag clearly in the Intereste of combatting the prewvailing deflation. The

situation wes met st the tine by an esergency measure, which, however, was

groatly delayed. Such a state of affairs should not be permitted to oceceur
againe The best way to prevent its occurrence 1s to do away with ecollatersl
requirenents all together asnd let the quality of the Federasl Reserve nctes

Digitized for FR%ER“ ¢ entirely on the faet that they are secured by the assets of the Re-
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It has been errcnevusly asserted that to dispense with the requirement
for segregntion would glve the Reserve banks power to issue notes without
adequate backing., Thic is not the esse. The Reserve banks hove two prine-
cipal tlasses of liabllitiess deposits and notes. Beck of these, in
addition to gold snd lawful money, are the Reserve banke' bills and seeurie
tics. Fither notes or deposiis can be Ineressed through the sequisition by
the Reserve banks of en acceptuble asset. Thelr total can be inerensed in
no other way. It is at the time the ssset is seguired that the determinstion
is made that it 1= good enough 1o be held by the Federsl Reserve bunkj and
this determination i nade without refercnce to whether the ascel is
ultimstely to beeome backing for o deposit lliability or for s note liability.
The deposits of the Federsl Begerve banks are the reserves back of sll dew
posits of member banks, Asgets that are good enough to constitute the becking
for deposits of the Reserve bauls are also g d enough to baelr Federal Regerve
notes,

Furthermore, a holder of = desosit vwith a Federal Reserve bank hag the
right to withdraw it in notes at any time, and conseruently the Federal Fe-
serve bank should be in a position to use the ssset sequired at the time the
deposit wae ereated as backing for the notes into which this deposit iz con-
vertible.

fleither the elasticity of our curre.cy sup ly nor the safety of Federsl
Reperve currency is in aay ray affeeted by the proposed change in the law,
Its only practicel effeet is to eliminste the cumbersome and uselessg reguire-
nent that certain specific collater:sl be segregnted, sad held at considercble
expange anc in a privilege positlon, ss backing ewclusively for Federal Re-

serve notog.
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Section 208 (2) provides for the abolition of the Federsl Reserve Agent,
Sinee it is proposed to vest his fumction ag Chalrman of the Board of
Dircctors in the (Governor and, since his function ar eustedian of collatersl
agelnst Federul Heserve notes ceases to exdst with the abolition of the col=-
lateral, 1t is proposed to abolish the office itself znd thereby to contri-
bate to the economical and unified operation of the Federal Reserve banlks,

Section 207, Thls section provides thet in order to prevent injurious
eredlt expansion or contraction the Federsl Reserve Board may change reserve
requiresents a8 1o any or sll Federzl Reserve districts or classes: of cities
and as to demsnd or time depoeits., This propossl repreasents a clarification
and modifiention of a power which the Board now pogsesses under the Thomae
amendeent. It iz csaentinl, in view of the poselbility of dsngerous eredit
expansion on the basis of existin. reserves, and slso in order to give the
Board another Instrument for ezsing crediit comditions in case some time in
the fature that policy should bsecame in the public intersst.

The present lew, in addition o being hastily worded,and pelf-contra-
dictory, oprovides that the Soard in order {o change reserve recuirements
mast obtain avthority from the Presldent. It does not zeen degirsble to
reguire Pregidentisl apiroval for sction which should be within the com-
petence of the Federal Reserve Board, Change:s in regerve requirsments are
similer in their effects to open-market operstions, although they differ
from thoze operstions in the fuet that they direetly and lomediately affect
& wider group of bsnks., It is probable thet ordinsrily these rowers would
not be ueed, but in vier of the very large volume of available execess re-

serves and the pogsibility of credit ewpansion in thege exceazs reserves, if
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the Treasary shoulld uge part or sll of 1ts gold .rofit, a power in the
Federzl Reserve Doard to countercet zu inflation is highly desirable.

gection 710 gprovides for sserding Section 24 of the Federszl Reserve
Act 80 as to perait losns to be made on an snortization basls for periode
of tventy years aud up to 75 per cent of the velue of the property. It
removes the geogrephic limitationes zz to location of resl estate on which
hoans may be made =2nd provides that the sggregate amount of resl estate
loang, plus other real ocstate (except bank premises), shall not suceed
&0 per cent of time deposits or 100 por cent of capltel and surplus, whiche
ever iz the greater, All resl estate loanz are to be seecured by first
1lens but second and subgesuent liens =mey be taken to secure debts previcusly
comtracted in good faith, It is provided that lisdtations of Section 24 be
applicable to State member banks as well as natlonsl banks., The purpose of
thia propossl iz to relax restrictlous on the power of member banks to make
mortgage loans, This proposal would ensble meuber benks better to meet the
eredit needs of many commumities and would remove the neceasity of organising
other ingtitutions to perfora this service.

The unfreezing of the mortgage uwarzet 1z a natter of great importance
at this stege of the buainess situstion. Aas of Oetober 17, 1734, national
banks had anthority to loan up to §3,400,000,000 on real estate sertgages.
The sctual loans they had nsde, however, were much smaller, Under the new
proposal the limit would be probably in eicess of §4,000,000,000 additional,
While the fact that the banks have not used all the lemding power that they
had would seem to indleate that there 18 no urgent need for inereasing that
power, it ie true that there are msny individusl banks that are not in a
position %o lend ag much on resl estate ag they would like and would think

it safe and profitable. /ESttte menber bank are added to nationsl banks
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the total amount of real estete lomng thet mey be possible under the ;yo-
possl is sbout $6,000,000,000,

The proposed liberaiisation of mortgege losns ir not partionlerly
radiesl. It simply changes the liaitations scoewhat. Since our comuer-
cizl banks hold §10,000,000,000 of the people's savings, they aust not
confine thelr leading operations to short-time loans, If they were to so
confine thelr loans they would aot be shle to make » living since the
total smount of short-time psper is not adequete to supvort the banks,

It is, therefore, importact on the one hand to have the banks find an
outlet for their funds eamd on the other hand it iz lamportant to encourage
building activity through improvement in the mortgage markst. If the
banke do not do this theuselves, other sgenciep including the Government
will and the prospects of profitable operation for the commereisl benking
gysten will correspondingly diminich.

The encoursagemsent of amortlzed loans which the bill propoges has the
sdvantage Of making the louns better beeause they become paid up through

a long peridd of time, including periods of prosperity. The fact that
there 1s & limit on the aacunt of prianeipal repayment that can be demended
&t any time iz in itself a great safeguard, becanse 1t prevents large
maturiticn coming et o time of acule deprension or erisis. Thet iz what
happened in the present depresgion., It is belleved, therefore, th:t the
propesed liberalizstica sad modification of existing restrietlons om sorte
gage loans will not ia any way hurt the soundness of existing benks. It is
hoped, however, that it will encourage activity in the field In which 1t is
mogt needed and will tend to prevenl the recurrence of conditions when the
gimultaneous calling of 2 large wolume of mortgeges resalted in immumersble

foreclosures with losa to the borrowers, the lenders, and the commmity.
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CAPITALIZATION OF INSURED BANKS NOT MEMBERS OF THE FEDERAL RESERVE SYSTEM: JUNE 30, 1934

Humber of banks with:

Depoeits of banks with:

Population of ,

- ettt |ttt lclostrsea] ™ear sttt | ettt Jetaseteiet] teta1
Under 3,000 1,545 3.937 5, 482 $172,11%  $1,093,078 $1,265,192
3,000 to 6,000 116 550 666 413, 8k 451,655
6,000 to 50,000 22 637 879 1,077,362 1,214,658
50,000 and over 95 17 1/126 263 1,671,05% 1/$11%,905 1,826,163

1/ Includes banke with capital of between $100,000 and $200,000 which mwsy qualify due to the provisions in
the lew that banks in the outlying districts of a city with more than 50,000 imhabitants and where State
laws permit the organization of State banks with a eapital of $100,000 or less, member banks may have a
ecspital of not less than $100,000.
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