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HOUSE OF REPRESEETATIVES,
Committee on Banking and Currency,
March 5, 1935.
The Committee mat at 10:30 o'clock a. m., fon. Henry B.
Steagall, Chairman, presiding.

The Chairmen: Gentlemen, we will come to oxder. Governor
igcles, the Committes will be glad teo have you resume your dise
cussion of Title 1l of the bill. You may proceed as far as

you desire, without interruption.

STATEMEST OF HON, MERRIMER 5. ECCLES,
GOVERNOR, FEIERAL RESERVE BOARD, RESUNED,

Hr, Ece:hn I made a general statement yesterday, and
it occurred to me that it might be helpful te the mesmbers of
the committee if I discussed, more or less informally, and ,q-
eibly in more detail, some of the features of the bill.

It is proposed to coubine the office of the Chairman of
the BDoard of Directors and the Governor of the Federal Reserve
Bank. it the present time,esch of the twelve Reserve Panks
have nine directors. OUix of those directors are elected by
the stockholders of the banks, which are member banksj three
of them are appointed by the “ederal Reserve Board.

The term of office of those directors is thiss They are
appointed for threeeyear terms. Of the six directors appointed
or elected by the member banks, three of those directors are
bankers, known as "A" directorsj three must be selected from
commerce, agriculture or industry. ©One of the three directors
sppointed by the Federal feserve Poard, known as a Class O

director, is selected or appointed as Chairman of the Board of



Directors of cach “ederysl Heoserve Eank. They axe also Joderal
Reserve ngents. Thay sre full~time, highly paid officialsj
and origlioslly it was conceived that they would be the exccu=
tive head of each Federal Reserve Bank.

The Govarnors re not designated tath&mm
#0ts The Aot provides that the directors of the bank shall
select ruch officers and esployeeos as are necessary to couduct
e affaire of the bLaok.

The office of Governor wes & oresation given to the person
selected Wy the wine Girectors &s the opersiing head of the
bank. In practice, Lhe positien of the Gevernor has becoume
an outstending and importact pesition, snd in naariy svery fae
stance he bae bscome the hesd of the benk. JHe 13 not a die
rector of the berky he 2 slected by the bosre of directoers,
the nine moubors of the besrd of directors.

The Federal Heserve Beerd s no legal relatiocsship with
the Governor of the bank, has no reepovsibility in his salace
tion. That welationship with the bank is through the Chaire
man and the Federsl Neservs Agant.

It is proposed, in this legisistion, se a mttgr of
efficiercy and coordination and good organization, teo do awny
with this dusl relationship asd vonmbine ihm offise of Governor
with that of Chairman, meking the Goveracr a2nd wirman a
Cless C director. The lecal baard, or the bourd of sach Rae
serve Hank, will seleci the Goverasar and the (hnirmang pro-
vided, however, that & must be subject to the approwal of
the Federal Heserve Uoard.

You will observe that tue board, the Federal Reserve Board,
will then not have the power of appointment of the Chairman,
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the chairmen, combining it with that of the Governor, subject
ounly te their approval.

Tals will maikes for better coordimation, make for sconomy,
will do oway with the possibility of cleawvage, by reason of the
dual ovgzanization of the Chairman, sppeinted by the Beard in
émshington, and the Governor, selected by the loeal board.

Although the dirsctors of tha banks ars appointed for a
period of thwae years only, in pracstics a gmat many of the
directors have n:;md sinee the beginuing of the Federal Reserve
System. It is thought Advisahle to limit the tera of office
of all of the directors to two consacutive terms, totalling a
period of six years. This is proposed to avoid the crystalliza=~
tion of countrol or authority in any one group or combination.

it is felt taat, in each Fedaral Reserve District, there
are many able men to represent the dank members and slso com~
merce snd industiry, as well as the Boaxd, at washington, who
appoint the three Class C directorsy and that tho public nature
of the “eserve Uystem is such that it would be to the into/r!tt
of the "ystem to have & limit upon the tems of the officers.

It is recoguized that there may be some loss of some very
sble men as the result of this restriction, but it is believed
that there will be more geiced as & result of this policy than
will be lost.

it is interesting to nole that twe, and I believe three of
the Federal Reserve Eanks have adopted as a poliay, without
it bcing&/xtgtl‘i}%s requirement to limit the term of their Class A
directors, that is, the bank directors, to three years. The
Sew York bank, the Dallas back and I think the Atlanta bank ro-
tate theeoificereof their Class A directors. They find that
in the interest of harmony among their member banksj and it is



felt that, if it is in the public interest to do that in the
case of those banks, it would be well to do that in the case of
2ll banks and to recognize tht as a provision of law as to the
limitation of six years.

Since this proposeal was made, there has been considerable
discuseion, and I find that, slmost universally, it is looked
upon with & great deal of faver by the banks throughout the
country. I find that there is considerable feeling among
many of them that there has been & certain amount of erystalli-
zation of control in small groups.

I met with a group of bankers on Friday, and without ex~
ception, they were all very favorable to that restriction.

iAdmission of insured nonemeuber banks: I em discussing
this, briefly, in the order in which they appear in the bill ~-
and the adamission of insured hon-member banks is in Section 202,
end it is recognized that meny of the non-member banks could
mmmquimn-mr- of the Heserve System, and that
a very great hardship and injustice would be imposed upon them,
1rtmmumudum;‘w-nmhunl Reserve
dysten undsr the present legislation, and under the rules and
regulations for membershipg and it is, therefore, proposed that
the Tederal fsserve Board can waive the capital requirements.

ind 1 suggested yesterday, in connection with this pare
ticular feature of the bill, that the authority for the Federal
Heserve Board to waive the capital requirements for admission
in insured benks into the aystem, prior teo July 1, 1937, when
State banks, in order to be insured, are required to be members
of the Heserve System, it is suggested that this might be
broadened, 50 as to authorize the Board to waive not only the
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existing banks to continue permanently with their present capi~
tal, provided it is adequate in nhtiﬁ to their liabilities.

I think it is desirable to have unification of the bank=
ing system, and I recognize that possibly the most likely way
of getting it is, through all banks being members of the Federal
Reserve Cystem.

In many instances, the campital of banks, non-member banks,
is less than the amount required of 350,000, snd their velume
of business is such that they do noi require and can not possibly
use and support a capital of 50,000 with au adeguate surplus,
which is also desirable.

it is slso recognized that ceriain of the rules and regu-
lations for mesibership would make it very difficult for many
banks to qualify under those rules aand regulationsy and it is,

! therefore, the desire of ths lederal ‘sserve Beoard to so modify
the law and its rules and regulations as o wake it possidle,
under reasonable circumstiznces, for non-member banks to get
the benefits of membership. I believe those benefits are vexy
real,. Particularly would that be true if ihe present law is
emended in some of the periiculars as provided for inm the pro~
posed bill. I refer to the change in the present eligibility
featuresny clso the recognition of the desirability of using
the sevings and tisme funds in longer term lending, or in the
rezl etate loan Tleld. These provisions would give to many
of the nou-member State banks the support that othemdse would
not be available to then, if it were pom®idle for thsm to re=-
min as nonenmember banks.

In Seation 205, it is recognized that it would be desirable

to change the present language with reference to the qualifica-
thig;t}/sz:sg.sFmifiiorg/ tions for mombhership on the Board, 2nd this is dus to the
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recognition that the functions and duties of the Federal Reserve
Board are such as t0o make it & body representing the nation,
rather than the representatives of any group of coumbination of
groupsi and in recognition of that, it is provided that future
wmzu members of the Board should be men who are gualie-
fied by education or experience to participate in the formation
of the sconomic monetary policies, which scems (o me to be the
central and most imporiant functions of tlo ‘ederal Reserve
Board.

It 1s vecognised that membership en the Federel Reserve
Board is one of the most importuni, responsible and powsriul
positions of the nation. It is, themfore, believed that the
position should attract, by reason of the importance and re=
sponsibility of it, the best guanlified men in the nation to deal
with these monetary and economic problems. It is felt thet
the men on the Beoard shiould be independont and, therefore, it is
recognized that their compensatioan should bs such as to enable
them, without having to have an independent, private incoms, to
liw in ‘ashington in the manner that their position would re~
quire. It is proposed that the compensation for future ap«
pointive members be increased to 315,000 per year, and after
that, that they be pensioned, that there be a pension or retire~
ment provision, so that members of the Board who have sevored
their conungctions and served ian this position, will not feel a
dependency that otherwise they may feel.

The peusion provision provided for in the bill, I deo m
believe fully end adequately meets the situation] it provides
thatl suy of%;m'preunt members may retire at the age of seventy,
and that future appointive members musi retire at the age of
seventy. It also provides that, upon retirement, they will re-



ceive & ponsion of 12,000 per yesr, wuen they bave served the
full period of twelwe years, o more, and a proportionate amount
when they have served not less than five yenrs, It would seen
to ma, in order to attract and induce the ablest men obilainnble
for this position, make them willing to nccept tiwposition on
this Board as a career, sever all connections, make them jlhu.
independent, that a pension should be provided, irrespsctiwe

of the age f.rtoﬁ, for future appointive meubers.

It sepus to me that this would have tha effect of calling
on these men to acecept & position of this sort during the most

aotive and remmerative periods of their lives; otherwise, they
might not be willing to accept.

Por a person to accept a position and serve for twelve
years torm, we will say from theages of 48 to 60, at the end
of the period of twelve years, if he is unot reappointed, he
has then got to go out and undertaks to moka connections which
he severed, when he has been free for a period of twelve years.

It would seem to me that, in the pudblic interest, it would
be well to provide that, if he is not resppointed, he would
receive the full pension, if he hes served a full term of lunyrg-’
or if he is ottsrgd & reappointment and prefers not to serve,
then of course he should notl be given a pension. I believe
that would meke for greater independence on the part of the mem=
bers of the Board.

Aa_tot}ntorleftheeffiu of Governor of the Board,
there has been & good deal said about the provision in the pro-
posed legisiation, that is, that the term of the Governor as
a meuiber of the Foard expires when he is no longer designated as
the Goveranor by the President. The law provides that the
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pleasure, appointed from one of the Federal leserve Doard mem-
bers. As & practical matter, when the Governor is no longer

- designated as Governor by the President, it is because the

Fresident ia desirous of having somesone else serve as Governor.
The chaanges usually come nbout with changes in sdministration.

¥r. Goldsboroughs /As I understand it, you approve of that
provision?

¥r. Ecgles: “hat is that?

Hr. Goldsboroupgh: You spprove the provision sllowing the
Prgsideot to remove the Covernor, whenever he sees fit?

ir. Secles: Well, I heve no objection to it. I think
that, a2 & pruciical mattar, it h necessary and desirable.
In some of the ether central banks, there are similar provisions
with reference tu the ¢xseoutive heads of the banks,.
: It seeus to me that an administration is charged, when it
goes inte power, with ithe economical and social problems.
Politics ave nocthing more or less than dealing with tiseconomical
and social preblems. Yo ba able to succeed and intelligently
denl tifh them, it ssems to me that it would be extremely diffie-
cull for sany sdminictration to do so satirely free and apart
from the money syutemy thare mtbealmummmu;
ministration and the noney gysiem, or 2 responsive relatiouship.
Thet does nol necessarily mean political control in the sense
thet It Ioc ofltan thought of.

Does that amwer your mestion, ¥r. Goldsborough?

¥r, Goldshorough: Yesji from that standpoint, I think it
does.

¥y, Sooles: Toferring sgain to the term of office ===

che Chaivrman: Suppose yeu let me ask & guestion right
tharas Is not the practicsl situation such that the adminise
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tration has that power and may exercise it, dut under this bill
there will be a technical recognition of tiat power and & defi-
nite fixing of responsibility, at least within limitations?

iir. LZecles: %m,ta-wm-x«m‘mmu
will be materisl, but the only change in this bill over the
present legislation is that, when the Goveramor is no louger
designatod as Governor by the President, his term as dirdetor
expires. At the present, wheu he is no longer MWQ&“
director, it does not provide that his term as director expires,
mmdmmt.uu'umxmmzmuaux
should have said Governor, and not director -~ when he is no
longer designated as Governor and he did not mzﬁ as director,
there would be no vacancy on the Board for the President to
designate a Governor, unless he designated an existing member
of the Board as Governorj mnd in practice, it has been true,
in the past history of the bank, that when a Governor is uno
longer designated as Governor, he resigns as director as well.
There is this disadvantage, however, that when he is no longer
designated as governor and he resigns as director, which is the
only thing that a Governor could do and a persoa that would not
éo that would certainly not be a proper person to act as
Governor == ha is precluded for & period of two years froa en=
tering the banking field. That is a deterent in the present
law in inducing men to take that office, for the reason that
they are requirsd, if they ere taken from the banking field, to
sever all connections with the banking business for an indefi-
nite term, that is, for the period of as long as they mmté
nated as Governor, and that may be for two or thres or four
years, we will say; and when they sre no lounger Covernor, desige-
mted as Goveranor, they resign ss director, so they have not
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fulfilled their terms as directors and they are precluded for
a term of two years afterwards, because they have not finished
th“mamhﬂqthwxﬁdéw. If they have
fulfilled their term sd directors, they can immediately enter
the private field.

fow, what I should like to propose here is, that their
terms as directors do not expirej; that is, leave the law as it
is with reference to their term as director, and provide that,
when they are no longer designated as Governor, if they choose
to resign as directors, that their terms as directors will be
considered io have been fulfilled.

¥Hr., Hollister: That is not what this new statute says,
is it?

ir, Zccles: Jeoj 1 am making this as a suggestion, as a
change, such as thiss That whereas now they automatically
cease to be meuwbers of the Board when they are no longer desig-
nated as Governor, and what I am suggesting or proposing is |
what I stated, and there is no change in that feature, dut this
addition: That if they do not choose to continue to serve as
directors, in other words, it is ﬁnir optioni and that, when
they are no longer designated as Governor, they would then be
free to enter the banking field, withecut taking a two-year
wacation, we will say. '

iy, Goldsborough: Your view is, that they should resign
voluntarily, and the two-year application should apply, but if
they are removed as Governor and they soe fit ===

¥y, Eceless It should not apply.

¥r. Goldsborough: It should not apply?

My, Eccles: That is right.
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My, Eccles: It seemz to be fair and will remove & de~
terrent; and it seems to me that it will accomplish the cbject
of meking it a more attractive position in the future than it
ae been in the past.

¥r. Hollister: “ould it not also attract something eclse,
or accouplish something else: This is drafted to give the
President the opportunity, if he cares to do so, to make a
clean sweep, to completely clean up the whole Federal Reserve
Board in & few days, does it not?

¥y, Eccles: Vell, of course, I think that, if we are
going to conceive of a Pmu;at that would resort to whet would
be considered sharp practice, he would possibly have more direct
ways of cleaning it up than that. I think a President that
would resort to that sort of thing would possibly have other
ways of meeting the situation.

¥y, Hollister:  Presidents have, in the past, unfortu=
nately, done things that some of us would not back up, but as
a matter of fact, as the bill is drafted, it permits the Presi-
dent,if he cares to, to remove successively every meumber of
the Federal Reserve Doard, appoint him as Goveranor and un=
designate hims whereupon, he immediately retires from the Boardf

¥pr. ZEcecles: Tesy that is correct.

ir. Hollister: So the sugg stion you make would at
lpast eliminate the possibility of that happeniag, when we had
a man in the “hite louse that might adopt such sharp practioes?

¥y, Bccles: Yes.

¥, Cross: Ip. Chairman, may 1 make & suggestion as a
meaber of the Committes?

The Chairman: Certainly.

iy, Croes: I would like to make this suggestions: That
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¥r, Gecles be permitted te go ahead and finish his statements
and then that he submit the amendments that he would suggests
and that when he gets through with his statement, just as ir,
Goldsborough suggested the other day, each member of the Com~
mittee be given a chance to ask gquestions, because every meuber
has many questions, or & number of questions, on this section
that they would like to ask, 1 am afraid that, if we start
like this, we will never finish or get anywhere. That is my
suggestion.

The Chairmans Well, 1 certainlyexpect that every member
of the Committee will have an opportunity as you refer to, and
I will recognize the members in an orderly way, s¢ that every
member will be given an opportunity to ask gquestions.

¥r. Crosss The point is, we will not have & coordinated
idea of this by going in and out, and I think it is much bet~
ter to let him finish, and then later on let him bring his
proposed amendments to the bill, and then we coan tske up those
amendments and let him discuss those amendments in a much more
uniform way, and every member will get a grasp of the bill.
That seems to me to be the best way to proceed.

The Chairmans All right, Mr. Zceles, you may proceed.

¥r. Bceleas isssignment of duties: There is no contro=
uumrm%qmtimm_itujm;wﬂﬂmer
the Board being able to meet the problems of increased responsi=
bility that are placed upon them, by being able to delegate to
others mary of the routine duties, so long as they do not in-
volve the question of determining policies.

Upen market operations: Inasmuch as this was covered
quite fully in my statement yesterday, I do not believe that I
can add very much to it. There will likely be a good many
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questions that will develop in connection with that, because,
under thet heading, the whole question of mounetary control
heads up.

I explained yesterday the way the open market operation
is now organized, and the bill provides for it to be operated,
and the ampsadments suggeast additions to the proposals in the
bill. |

Eligivility for discount: The eligibility requirements
of the present bill do not seem to me to meet the changed cone=
ditions timt we now have in the nation, compared with the con-
ditions thmt existed at the time the Fedesral Feserve was estabe
lished. The smount of eligible paper available, not held by
banks, is a very small part of the total resources of the banks.
Sven in 1929, it was slightly over 12 per cent of the resources,
and today ! understand it is less than 5 per cent. /pproxi-
mtely 2,000,000,000 is the total amcunt of the paper which
wojjld be considered eligible by the banks themselves. it was
found, when the depression oommc::- it continued, that the
banks did not haw eligible paper to meet their shrinking h- |
posits, brought about by the general liguidation of the bank
loans and hoardingy that then, of course, in order to aveid
closing, they were forced to sell such beonds as they had upon
the market. These bonds were considered, at one time, to be
secondary reserves, hecause thay were listed. They also
brought pressure upon all loans which came dus during the period,
and wer2 forced to refuse new credit, feeling of course that
they had to have as large cash reserves as possible and be as
liguid as possible. They were ultimately bringing pressure
t0o collesct loans that came due, and to sell the securities that
they had wherever they could do so, without taking too large &
loss, until finally that attitude on the part of the banks



throughout the mution == {he sttitude which was largely dus,
it sooue to me, to the very great extent, the fact that they
éid not haw eligidble paper in sufficient guantity to meet the
demend == thay could mot get help at the Federal Hoserve Denks,
excopt if the paper wes eligibdle. '
Thamfors, in an effort and under pressure to get liguidity,
they frose themselves so completely that thay finelly closed the
gotire banking strustwre. Co it was found out that, in the
final zoslysis, in tln depression deflation, there was mo
liquidity, excopt tiat liguidity which can be created by the
Fpdoral Geserve or the central bank through its power of issue.
This was finally recognized wheonu great damage had been doune,
when thoussads of banks had been closed, unnecessarily, when
thousands of individuals and institutions had been forced to
the well through the leck of available credii, or through pree-
sure to poy existing debts. IHillions of depositors lost
undred of millione of deollars, as the result of those closings.
‘g fisally recognized that we did not have to lmve eligible
paper, we 4id not have to back our currenay with gold, we did
not even have to back 1t with Covernment bonds. Te fimally
recognized that, in ovder to get the banks open, that we could
take any sound assel into the SHeserve Dank and issue “edeml
Heserve bank notes. “hen that happened, nobody wanted that
money, the runs etopped and liguidation stopped to a vexy great
extent. Certainly, the pressure was vory greatly relieved.
low, it seems to me that it is only being & realist to
recognize timt the reserve banks, as & result of the rules
end regulations made by the feserve Soard, should have the power
to meet the smergencies, should have the power to loan to mu~
oI AT ber bamks upen sound assets, Father than sce the banks closo, oF
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rather than see unnecessarily drastic liquidation forced upon

. the community.

This provisieon doss not mean inflation. Eefore the banks
today, o3 = whols, would have any occasion to use the reserve
gystem, thoy would have te extend billieons and billions and
billions of dollars of credit, because of the excess reserve
pesition that they now cccupy; but if the provision is there,
it will make the bankes fhel 2ltogether differsnt about extend=
ing credit today; it will make them recognize that they do not
have tcmumwu.xxfum”ﬂ. in order to make
loans, when that type of demmnd for credit does not exist to
more than & very limited extent.

This, to my mind, is one of the most importent features
of the legislation at the present timej it will tend to do more
towards inducing recovery through oredii expansion than any
other feature of the bill. The banking asystem mus t be made,
if it is _geiag to Justify its existence, to provide the money
and credit reguired. A;t the present time, that is largely
provided by the Government. The banking system, the commere
clal banking aystem ===

ir. Goldsborough: You say it is being provided by the
Government?

Ir. Seeles: Te a very lerge extent.

¥r. Geoldsborough: ve were under the impression that the
Government borrowed the money that it is now providing from the
bankes is that not correct?

¥r. ZLeccless That is very true. The banks are provid-
ing == they are willing to extend credit on government bonds.

¥r. Goldsborough: ¥e provided the banks with thirteen
billion dollars, about, have we not?



Ir, Zoeless:  Well, I do nmot kuow the excot amount, but ==

r. UGoldsbhorough: That is ac spproximation.

re Zeelest Futl whatever fMgure the Government bonds that
the benks have purchased == it is not thirteen billion dollars,
but includirg what the Federal FResarve System has, I think it
is around ihirteen billion dollars == is the total investment
in Governments, but the Govermment is doing the lending to the
various Govermment lending agencies, the home owners, the arm
Credit Administration, the Recomstruction Finance Cerporation.
Those are the three most ilmportant agencies and.» of course,
we know they zave put cut Dillicns and billions of deollars,
and the banks have largcly takes Government bonds and bonds
gaarantoad by the Goverament, and the Covernment, in substitu=
tion, has lakes the loan of the individuals and the corporations.
So that it has been © precess of the banks liguidating their
priwts loans, end the Coverument takiang them over, and the
bauks providing the funds to taks Covernment bonds or bonds
guarantead Ly the Goverament. And, of course, if continued,
it sgoms to me that the benks are gzoing to have very great dif=-
fioulty i» jJustifying their existence.

r. Goldsborough: +hen they can only live by the Govern=
ment furuishing zearly ene “illiosa dallars a year in intsrest,
which thsy do not eava, it seeus L0 we your siatement is worthy
of vexy serious couslderailon.

¥r. Zocles: 1 raecognize that, snd I heve slso told many
of the banks thai the provisions of this hghhtturithm;
ence to this ellgibility fenture, and wilh reference Lo huis
mal estate loan feature, is to give them an opportunity to
utilizé theiyr furds in the direct field of lending and get the
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will have taken over the banking business, not because the
Government wanted to, but because the banks forced it to.
Purchase of United States gusranteed obligations: it is
provided that obligations, guaranteed obligations, should be
put on the same basis as direct obligations. There seems to
me te be uo justificaiion for this linﬂnaﬂuz} that thay
should be eligible {or purchase Ly the Heserve Ianks, without
regard to their maturity, in the same msaner ihet direct obvlie

gations of the Goverument are eligible for purchase by the
Reserve

¥ederal glanks.

Collutars) for Federal feserve notes: It is provided
that the federnl Reserve Agent shall be eliminated in the Federal
Reserve, snd the cinlwmanship shall be combinsd with that of the
Goveraor. The Federal IHeserve isgent seis a8 trustee for the
holdiag of collaterxral agsiast which Federal HReserve notes are
issuad. The gold cortificates, Lhe reguirement of which is 40
parx otni of the notes outstanding, and the balence is to be
ssaured by uegotiable paper, or Goverument bonds, or both, end
it was thought, originally, that the asount of currency out-
standing at agy tias was laflusncad or regulated by the amount
of commarcial papsr, which mpressnis the activity of the volume
¢l trade 1n husiness. It is found that thers is very little
ralationsihip to the volums of Federal Heserve notes to the ace
tivily of busivess in trade and to borrowing from the Federal
Reserve Banks, Of course, thatl is dus to the fact that the
ourrency, &3 such, plays too amall a part in our monay systemg
that the private bank credii or deposit curreuncy plays a major
role. The amount of curreancy or iederal Hsserve ncles out-
standing will depend upon the demand for currency by member

- banks. The membe r banks discount or borrow from the Hessrve
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Banks in order to mamintain thelr raserves, reguired reserves
with the Heserve Danks. Illember banks draw currangy to meet
mm#t&&wm. it is not felt that the col-
lateral put up back of the Heeerve notes in any way reetricts
the use of currency. It 1s net feltl that ceollatersl adds any=
thing to their security. They are now gusranteed by the United
States Uovernmenti they are a firsi lien or cbligation of the
Heserve Danks, and whensver notes are issued by the Heserve
Banks, they lave sasets to offset the lisbilities of each of the
Reserve Dankts, consisting of notes which they isaue, end the
deposits of their meuber banks.

There would seem {o be no more reason to secure notes which
they issue than to securs deposits with that of their member
banks. Their notes are reguired to be == the banks are re-
guired to hold gold equal to not less than 40 per cent of the
notes cutstanding, not lsss than 35 per cent of the deposit
lisbility and eee

¥r. Yolooti: Geld is 50 per cent.

¥y, Seocles:  Vell, of course, they have no gold. There
is no propesal to chenge that. The assets of the banks,on
the other side, consist of gold certificates and~or meney that
thay may hou; and their investmeants in Government Londs and
bille or rediscounte.

¥r. Hercock: Could you properly call those notes"assst
currency”?

¥r. Leocles: #hat is that?

#r. Hancocks Could you properly call those notes “ssset
currency*?

Jir. Sceless I do not just understand what you mean.
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right on that point you made the statement that it wes not neces~
sary that notes have any particular valua.

iy, Beccless Yes.

¥r. Hancock: In that they constitute a lien against all
of the assets of the banks.

¥pr. Zocles: That is right.

E:.ma Fow, would you consider such notes &s asset
currency?

ir. Decles:  Vell, they are the uusecured obligation of
- the bank that issues them, which is guaranteed by the United
States Covernment. They are not asset currency, in that they
mbmwmmmmtmmwm«mu,u;
cept to the extent that there is at leoast 40 per cent of geld
 gertificates held, and there would be other certificates back of
thems otherwise, they might not be issued. The liabilities
of the bank would be offset by its assets. 5o to that extent
they ore sasets in the form of gold certificates, Government
bonds, or loans snd discounts, back of all the notes iosued, just
as they are back of all of the deposits of the bank., The walue
back of the Federal Reserve notes is determined by the sssets
of the Heserve Banksj snd to restrict the issue of these notes
a8 they were restriocted, it was found that, in 1932, when goléd
was leaving the country very rapidly and when the banks held
very limited amounts of commercial peper, that the requirements
of the law had to be suspended in 1932, and Government bonds
had to be accepted as substitution for commercial paper ss the
basie for issuing notes, in order to release the excess amount
of gold that had to be held in the absence of commercial paper.
S0 1t was found that the restriction imposed at the time,~ and
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tested, at all,~ they had to be suspended.

The Chairman: It might be well to remsuber definitely
the date of that action.

¥r. Secles: Well, you probebly remember it. It wase in
1932, Februery 27, 1932.

Pgserve requirements: The emergengy banking act provides
that, with the consent of the President, an emergency is de~
clarsd to exist, and the 7ederal Reserve EBoard has power to
change the reserve requirements of the member banks. It is
propesed to recognize this emergency provision as a permencnt
provision and give to the Board the power to change the reserve
requi rements, without declaring that an emergengy exists and
without the spproval of the President. This is a function of
monetary control almost equal in importance to the open mrket
operations, and it is felt to be necessary that the Board have
this power, in order to control particularly an inflationary
condition, should one develop.

It is congeivedble that the reserves of the memder banks
may be greatly in excess of the amount of Government bonds and
paper held by the Reserve Basks. The mle of those securities
ummmmumﬂemummumn;
servesj and, therefore, the use and need of this method of
increasing the reserve requirements would come into use as ine
flationary contrel, that is, credit inflationaxy contrel. It
would be expected to be used only secondary to that of the open
mrket operationsi it would be a primary method of meeting the
situationg that the reserve requirements, the change of the
reserve requimments would be used in such time as the open
market operations failed to meet the situation.

s e ¥r. Cress: I might suggest that I remember the condi-

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



21
tions that existed in the world, the speculation on the Stock
ixchaagajy do you think it weuld be wise to heve & provision so
that you could designate certain particular banks, where they
hed inoreased their reserve, rather than spply to all banks,
everywhere, at any time?

ire ZHecoless 1 do not believe so. I think monsy is too
mich like water; it seeks a place shere it can ===

¥r., Ford: CSeeks its own level?

¥r. Secles: TYesy it seeks a level, and of course that
level is based upon the return it can get.

Ye have proposed here that the reserve requirements might
bs or could be spplied to two classes of cities: The central
reserve cities, or the reserve cities in ons class, and the
countyy banking areas in the other. It is conceivable that
differeni reserve requirements could be applied to the reserve
citieas, if that is where the speculation wes going on and where

t the excess of reserves were, which is usually the casej and
there is sn element of time in money seeking its level. Just

~ what it is, 1 d0 not know timtl angybody can say. DSut the ex~
cess reserves may be applied first to the reserve cities, and
then later to the other areas, if it seems to be necessary,
rather than apply the increased reserve regquirements universally.
I do not believe that you could consider it bdeyound that. I
do not believe it would be practicable to apply it to individual
banks. The Jederal Heserve has the power now to regulate the
mrginal requirements om collaterals and brokers' loams, which
is one of the most effectiw instruments or speculation control
I think now svailable, and ! believe, had it beeh svailable in
1928 and 1929, it would have possibly been helpful in contrelling

Digitized for FRASER

http://fraser.stiouisfed.org/ or restricting the speculation orgy that we went through.

Federal Reserve Bank of St. Louis



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

The Chairman, Governor Sccles, the House has been in
session for a little while, and there are matters that require
mttmﬁm,MIum:ﬁuuhwh
desist until tomorrow, anywany. Therefore we will adjoura
until 10:30 o'clock tomorrow morning, and we expect to have the
pleasure of having you back again with us.

(¥hereupon, the committee recessed until 10:30 o'cleck
8. m., tomorrow, Vednesday, March 6, 1935,)
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