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To Governor Lccles Subject: Judge l̂ irdzell's testimony

From Mr. Wyatt, General Counsel xs interest on deposits.

RU Sjj
Because Senator Glass is almost certair to question you about

the same subject, I feel that I should invite your attention to the fol-

lowing extract from Judge Birdzell's testimony of May 1, 1935, before

the subcommittee of the Senate Committee on Banking and Currency:

"Senator Glass, Well, I think that perhaps it should
be done by this committee.

I am told, Judge, that you are an exceptionally able
lawyer; and I should like to get your judgment upon this
requirement as to the payment of interest on deposits:

The Federal Reserve Board shall from time to time
limit by regulation the rate of interest "which may be
paid by member banks on time deposits.

And now, note this, please:

And may prescribe different rates for the payment
on time and savings deposits having different maturi-
ties or subject to different conditions respecting with-
drawal for repayment.

And now, note this, particularly:

Or subject to different conditions by reason of
different locations,

"Would you, or would you not, imagine that whoever is re-
sponsible for drafting that provision of law, had in mind
that that should be done? In other words, do you think that
they had in mind that there should not be a uniform rato of
interest on deposits, but a differentiating rate, according
to circumstances?

Mr. Birdzell. According to the business transacted and
the location of the bank and the terms under which deposits
may be made?

Senator Glass. Yes.
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. Birdzell. I would say that we clearly contemplated
that a differentiation night be made, taking into consid-
eration those different elements.

Senator Glass* It contemplated it would be made, because
we discussed it for hours and hours, in our committee*

Mr. Birdzell, It may be doubtful whether a uniform rate
could be prescribed, unless it were found that trie conditions
justifying a uniform rate were likewise uniform*

Senator Glass, Of course, it should not be — and there
is no more reason why there should be a uniform rate of in-
terest payment on deposits than that there should, be a uni-
form rate of discount throughout the United States. A bank
that is limited by State statute to a 5-percent current
rate, or a 6-percent current rate, ought not to be expected
to pay the same rate on deposits as a bank that is authorized
by State statute to pay 8, 10, or 12 percent, or to charge 8,
10, or 12 percent on the use of its deposits*

Does not that seem reasonable?

Mr* 3irdzell* Yes, it does/1

Both Senator Glass and Judge Birdzell are wrong about this. The

provision with respect to prescribing different rates for different locali

ties is clearly permissive and not mandatory. It is perfectly clear that

the Board has the legal right to prescribe a uniform rate for the entire

country if it considers such action advisable. The question whether we

should have a uniform rate for the entire country or whether we should

have a different rate for different sections of the country is a question

of policy and not a question of law.

You are acquainted with the reasons why it is impracticable to

have different rates for different sections of the country; but I am ask-

ing l*ir. limead to prepare a memorandum on the subject, as he made the
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study which resulted in the Board1s decision to have a uniform rate

for the country.

Respectfully,

Walter V,"yatt
General Counsel.
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