
Bov-ember 28, 194-7.

Honorable Jesse P. Volcott, Chairman,
Comsittee on Banking and Currency,
House of Representatives,
Washington, D. C.

My dear Hr. Chairman;

In connection vith any consideration which your Coaaittee 
say give to the current problea of inflationary bank credit expansion,
I as enclosing herewith a draft of a bill which the Board of Governors 
suggests for dealing vith this problea. You aay wish to have it intro­
duced in the House of Representatives.

Sincerely your a,

M. S. Ecclea, 
Chairman.

Enclosure
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Hovember 28, 1947

Honorable Charles ¥. Tobey, Chairman,
Committee on Banking and Currency,
United States Senate,
Vashington, D. C.

My dear Mr. Chairmans

la connection with any consideration vhich your Cosjsittee 
may give to tho currant problem of inflationary beak credit expansion,
I as enclosing herewith a draft of a bill which the Board of Governors 
suggests for dealing with this problem. You aay vish to have it Intro­
duced in the Senate.

Sincerely yours,

M. S. Eccles, 
Chairman.

Enclosure
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(21/25/47)

A b i l l

To provide for special reserves to b* held by banks, and for other 

parpo i m .

Be it enacted by the Senate and Haase of HepreBgntatlvea of 

the United States of Axeerica in Congress esgambled. That the Federal 

Reserve Act is hereby aaended by inserting therein iEsnsdiately follow­

ing section 19 thereof a nev section reading es follovst

•Sec. 19A. (a) Effective Bate and Tiae Limit* - This sec­

tion shall becoae effective on the first day of the third calendar aonth 

following the sonth in vhich it is enacted (except that percentages and 

other regulations hereunder may be prescribed in advance of the effective 

date to take effect on or after auch date) and shall expire at the end of 

three years after its effective date.

*{b) Purposes. - As a result of necessary var financing, the 

banks of the country ovn large aaounts of ehort-tsrsa Govsrnaent se­

curities. Substantial aaounts of such securities have already been 

converted into bask reserves and large additional aaounts can be con­

verted into such reserves with resulting multiple increases in 

bank credit and in deposits that serve as aoney. Snch monetary end 

credit expansion, at a tiae *hen total effective deaaad for goods
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&aS services is la < k cc«ss of tee mxp$ c m  be produced by the 

cation* s fareduetive capacity *md labor force, vaul<l further aggravate 

inflationary pr«ssor»a on prices «aS th u s  produce ImnJans upon and dis­

location* ia interstate sa5 foreign cowaarea and tfaa nation* e Monetary, 

taeking a oil credit sfcrmsitmu Efforts to avoid mi«& consequence* through 

th# a#® of rsatbods of eredit coatrol *veil*tbl* tmJor existing lav ora 

Barioualy handicapped feeeauae, vith th# present large voltja* of tho 

jmblic dobt, tisey would to ad to predaee aueh decline® ia the prle«& of 

QoroTxmxnt seeuriti*# (and sesarltiea in geaer&l) a s  to ceuco dis­

turbances to the Gover*w»»nt credit* interstate end foreign eoaaeree, 

and tho aaiien*« monetary, banking and credit structure,

•Tfea p u rp oses o f  t h is  se c tio n *  in  th e  l ig h t  o f  v b icb  i t s  

p r o v isio n *  s h a l l  be eo n stru ed  and ap p liod * a r e  to  req u ire  banks to  

h o ld  s h o r t-te r a  G otaraaent s e c u r it ie s  o r  o th e r  e p e o if i« d  liq u id  a s s e t s  

in  eush. aasounta a s  m y  be n e c e ssa r y  to  p r o te c t  in te r s ta t e  esd  fo r e ig n  

o o a m rce  &ad th e  n a t io n 's  zsonet& ry, b ask in g snd c r m i t  s tr u c tu r e  fro a  

th e  abOYO^aeBtiOB*d burdens, d iatttrb aacen  *nd iiis .la e a tio a » *

•(c) Holding of *Ssaolsl Rasarve Assets*. - (1) Svoiy tank 

sball own ‘special reserve assets*, as described in subsection, (4) 

hereof, in an anount equal to th® sun of such percentage of its deaand
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deposlt* and suah percentage of Its time deposits as the Federal Open 

Market Cosaalttee (created by section 12k of this Act and hereinafter 

called the *Committee*} my by regulation prescribe front tine to tiae 

as necessary to aeeonplish the purposes of this section* but In no 

event shall the percentage so prescribed with respect to demand deposits 

exceed 25 per centra# or tho percentage so prescribed with respect to 

tine deposits exceed 10 per centra*

"(2) The Cosmittee shall not Initially prescribe a percentage 

in excess of 10 per oantusi with respect to demand deposits or in excess 

of it per canton with respect to time deposits and shall not thereafter 

at any one tiae increase ouch percentages by more than 5 percentage 

points in the oaee of dwetsad deposits or by taore than 2 percentage points 

in the case of tins deposits* Ko initial percentage or subsequent in­

crease thereof shall beoono effective until the expiration of a period of 

a't least 60 days after notion thereof shall have been published in the 

Federal Register; tout no other notice or procedure shall be required in 

connection with, the prescribing of any percentage under this subsection 

notwithstanding any other provision of lotr.

"(3 ) In prescribing any percentages under this subsection, 

the OoBBlttee shall consider astong other factors (A) the volune and 

ownership of securities and other assets eligible for holding as 

apecial reserve assets or readily convertible into such special re* 

serve assets, (B) gold xovenents, currency fluctuations, and other 

factors affecting the available supply of bank reserves* (c) condi­

tions in tho flovsnvHBt securities Market, and (D) the general credit 

situation, of the country*

-3-
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“(d) Description of *Special Kosorvo Asaeta* . -  «8poeial 

reserve M ists' shall consist of any one or taore of tho following assotas 

*(1) Obligations of the J&iited States in tho fom of Treasury 

bills, certificates of indebtedness, and notes having a aaturity not 

exceeding two years at the tins of issue*

B(2) The aggregate eraorat of the following assets whioh a 

bank owns in exeess of the sum of £0 per oentm of its demand deposits 

and 6 per oantum of its tine deposits s (A) Coin and oarrenoy in its 

vault or on hand, (B) danand deposits due froa other banka to the 

extent that they exoeod desssnd deposits duo to other banks, (c) de­

posits with a Federal Reserve Bank (and the Meserve Banks are authorised 

to receive such deposits from any bank), and (B) cash iteas reoeived 

in the ordinary course of business which are in process of collection 

and are payable itsaediately upon presentation in the United States*

*(«) Canputatlons* - For the purpose of determining the ajaaunta 

and perosntages specified in subseotions (e) and (d) of this section, 

each bank shall oonpate all such aaounts on an average daily basis cover­

ing Bonthly eonputation periods or suoh other computation periods, not 

shorter than weekly periods, as the Cosaittee ssay presaribej and the 

Cossdttee say prescribe differosit computation periods for different 

elasses of banks* classified aeoording to aise or location or other
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reaaonable basis* the amount by which tho average daily amount of 

spediel reserve assets owned by a bank in any computation period falls 

below the aaount required by this section or regulations pursuant there* 

to shall ba considered a 'deficiency* for suoh computation period*

"(f) Penalty for Efficiencies* - Any bank having in any 

coaputatioa period a 'deficiency* a* defined in sabaeetion (a) of 

thia section shall pay to tha Qoited States a penalty at tha rate of 

one-half of on* per oenttai per sonth upon the amount of suoh da* 

fioieney for aucfa period. If aueh penalty la not paid to the Treaaur- 

er of the Baited States by the end of the snath succeeding that 

in which an eh computation period ended, such penalty, together with 

interest thereon at the rata of six per cantata per annma froa the sad 

of each succeeding month until paid, nay be sued for and recovered by 

the Sbited States in a suit to be brought by the United States District 

Attorney in the District Court of {-.he United States of the judicial 

district in which the principal place of buainasa of such bank in the 

Tbitad Stataa ia located, and the Pi strict Courts of the United States 

ahall hairs jurisdiction of such suits* If and when the Cowaiitae shall 

so request, it ahall ba the duty of the several Ustriot Attorneys in 

their respective districts, under the supervision of the Attorney 

General, to institute proceedings to collect such penalties includ­

ing interest* In unusual oases, whan a bank has a deficiency which 

results fro* excusable error Bade in gpod faith, a certificate
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raay bo issued in the discretion of the Ccondttoe excusing such bank firea 

paynont of ii penalty on account of auoh deficiency.

"(g) JBfiSSKM* - ®» Conttittee sagr require banka to furnish 

ftraa tiae to tiise such reports and other information as it nay pre­

scribe, bat no euah reports car infar&atlna shall to required eawept 

such as the Cttnalttee nay find to be necessary to obtain information 

«s to eaapELiisaoe vlth this section or otherwise to enable it to carry 

oat its fanetions under this sectlm. Any person who absU knowingly 

aake «egr false etaVsaont or report or give any false information or 

wilfully fall to famish any report or inforaation required uodor this 

subsection shall be guilty of a sisdeneenor, and upon ocovietioa shall 

be fined not nore than $5*000, or imprisoned not taore than one year 

or both) a&3 the expiration of the previsions of this section shell 

not prevent prosecution far any suoh offense ocmittftd prior to such, 

expiration*

"(h) aemlaticPB snlJdEdnlctootlqa. - the Gosodttee nay 

froa fclae to tiae proscribe, $mn& or revoke regulations to effectuate 

the provisions of thie section or to prevent evasion or circusvanticn 

of its purposes either by abnorml accuaulations of deposits due to or 

frow other banks or by other devices; and each regulations nay, coong 

Other things, lndttfe definitions of the teras need in this section 

not ineonsistatoi vith the definitions contained herein or with the 

purpose* of thin Motion* Any fanefcioa of the Cosnlttoe safior this

.  6 -
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sacrblon other than tho proocrlking of regulations and the #eter»lna- 

tion of natters of general policy nay be performed by euoh fee&ber, 

off! eer, or representative of the Cosssittoe M  it aey designate for 

the purpose} end la the administration of this section, the Comaittee 

aay utilise the. services of the Federal Reserve Banks and any other 

agencies* Federal or State, which are available and appropriate*

" (i )  Definitions. -  Tfhen used in this section, unless other­

wise required by the context —

"(1) •Person’ means any individual, partnership, corporation, 

business trust, assoointlon, or other aiatilar organisation*

N(2) *8ankf means any person having a place of business in 

cay State or in the % strict of Columbia which is (a) a national bank, 

or (B) a person engaged in the business of receiving deaand deposits 

and subject to supervision or examination by the State authority having 

supervision over banks (or by the Comptroller of the Currency i& the 

oase of the District of Columbia) * but the Cosaalttee say by regulation 

exclude from sudi term persona which it  deecas not to be substantially 

engaged in the performance of function* customarily performed by bank­

ing institutions receiving demand deposits and also not to be within 

the scope of the purposes of this section*

*(3) The amount of any obligation of the Baited States in 

the fora of a Treasury bills certificate of indebtedness; or aoie 

means the amount of the book value thereof as determined in accordance 

with regulation* of the Cosa&ttee*

-7-
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*(4) lDcffla»l fieposlt* nad HIejo deposit* hrms tho asanlngs 

given aooh terms by roculetlons proncribod frcra tine to tine by fits 

Board of Otmanuxeo of tho Federal Roaorvo Syatea pursuant to sec­

tion 19 of ttiis Act,

w(5) * Month’ and ’ooathly’ rofor to calendar neath."

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



C O P T

SUMMARY OF PEOPOSED BIU, TO PROVIDE 
SPECIAL RESERVE KEQUIREMEBTS' FOR BASES

The attached bill proposeb that, for a temporary period of 
three years, an authority be provided tinder which all commercial banks 
could be required, as an anti-inflationary measure, to hold a so-called 
special reserve in addition to existing requirements. This special re­
serve could be held in the form either of cash* cash items, interbank 
balances and deposits with Federal Reserve Banks or in short-term Gov­
ernment securities, that is, bills, certificates and notes. It is pro­
posed that the Federal Open Market Conmittee of the Federal Heserve 
System administer the authority within the limitation that the special 
reserve would not exceed 25 per cent of demand deposits end 10 per cent 
of time deposits.

Under existing conditions there are no effective limitations 
upon ihe ready availability of reserves, which the banking system ob­
tains from three principal sources. First, when the banks sell some 
of their large holdings of Government securities in the open market 
and those securities are purchased by Federal Reserve Banks, reserves 
are thereby created on which the lending power of the banking system 
is increased by e ratio of about six to one. That is, for eech dollar 
of reserves about six additional dollars of deposits can be created. 
Second, gold acquisitions automatically increase the reserves and de­
posits of the banking system. Third, wfaea nonbank Investors sell Gov­
ernment securities which are purchased by the Federal Reserve Banks, 
this likewise creates additional bank reserves*

The broad purpose of this legislation is to provide under 
present and prospective conditions some restraint on the creation of 
bask credit beyond what is essential for the maintenance of full pro­
duction. Proponents of this measure state that it should be closely 
Integrated vith Government fiscal policy and should be flexible in 
order to meet changing conditions.

The principal features of the proposed legislation ere as
follows*

Temporary Period. - The law would be effective for a period 
of three years only.

Banks Affected. - The requirement would apply to all banks re­
ceiving demand deposits, including member banks of the Federal Reserve 
System end nonrneaber banks —  insured and noninsured. It would not apply, 
however, to banks that do exclusively a savings business*

Special Reserve Requirement. - A special reserve would be re­
quired against both demand and time deposits. The percentage of such, 
special reserve could be varied from time to time by the Federal Open 
Market Committee (which consists of the members of the Board of Governors
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of the Federal Reserve Systea and Presidents of five Federal Reserve 
Banks) but would be subject to a iBmciiman limit of 25 per cent vith 
respect to demand deposits and 10 per cent with respect to time deposits*

gpeolalJSegerveAsaetg. - Special reserve assets which all 
banka may be required to maintain, in the percentage fixed by the Open 
Market Committee, would Include (a) obligations of the United States in 
the form of Treasury bills, certificates and notes with original maturities 
of two years or less, and (b) the excess of specified cash assets over an 
allowance for existing reserve requirements and for customary operating 
funds of the banks* This allowance would be fisBd by statute at 20 per 
cent of deaand deposits and 6 per cent of tlas deposits j aad the speci- 
fied oash assets which would be eligible for use la meeting the special 
reserve requirement would consist of the following assets to the extent 
that they exceed the aaount of thie allowance i Balances with Federal 
Reserve Banks, the net amount of interbank deposits, coin and currency 
on hand* c&sh ite&s in process ot collection#

«  *a prescribing the percentages of 
special reserve assets required, the Coneaittee must consider certain 
economic factors specified in the bill* Percentages initially fixed 
could not be greater than 10 per cent with respeot to demand deposits 
or 4 per cent with respect to time deposits and could not thereafter 
be increased at any one time fcry store than 5 points as to demand deposits 
or 2 points as to time deposits. Sixty days* notice would be required 
before any Increase could become effective.

Computations and Deficiencies. -  The aaount of its required 
special reserve would be computed by each bank over a monthly period 
(or such shorter period as might be fixed by the Open Market Conndttee) 
and any deficiency In the amount of its special reserve during any month 
would be subject to a penalty of one-half of one per cent. The penalty 
would be payable to the United States and if not paid could be recovered 
in a suit brought by the United States District Attorneys upon request 
of the Conenlttee. The Cons&ttee could waive the payaent of penalties 
where the deficiency results from excusable error node In good faith.

Reporta. -  Banka would be required to furnish to the Open 
Market Gcanalttee Buoh reports aa the CoMaittee deems necessary to ob­
tain information as to compliance with the law and otherwise to enable 
it to carry out its functions, false reports would be subject to 
criminal penalties.

Regulations. -  The Open Market Gomlttee would be given power 
to prescribe regulations to effectuate the law and prevent evasions, aa 
wall aa authority to define terras. Administrative functions could be 
performed by officers or representatives of toe Committee j and the Fed­
eral Reserve Banks and other Federal or State agencies which are available
oould be usedin the administration of the lav.

■t,

GBVilta
11/28/4?

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




