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Hovember 28, 1947.

Honorable Jesse P. Wolcoti, Chairman,
Commitise on Banking and Currency,
Houce of Hepresentatives,

Washington, D. C.

My desr Mr. Chalrman;

In connection vwith any consideration which your Committee
may give to the current problem of inflationary bank credit expansion,
I am enclosing herewith a draft of a bill which the Board of Governors
suggeats for desling with this problem. You may wish to have it intro-
duced in the House of Representatives.

Sincerely yours,

M. S. Eccles,
Chairman.

Enclosure

THIS COPY FOR CHAIRMAN ECCLES

GBV:1im
11/25/47
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Hovember 28, 197,

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

Washington, D. C.

My dear ¥r. Chalrman:

In connsction with any considerstion which your Committee
rmay glve to tho currant problem of inflationary bank credit expansion,
I am enclosing herewith-a draft of a blll which the Board of Governors
suggests for dealing with this problem. You may wishk to have it lntro-
duced in the Senate.

Sincerely yours,

M. 8. Eccles,
Chairman.

Enclosure

THIS COPY FOR CHAIRMAN ECCLFS
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(11/25/47)

4 BILEL

To provide for speciaml reservea to bs held by benks, and for other

purposss.

Be it enacted by the Senate and Eouss of Representztives of

the United States of Awerica in Congress sasgembled, That the Federsl
Reserve Act is hereby amended by inserting therein immedistely follow-

ing section 19 thersof a new section reading ss follows:

*Sec. 19A. (&) Fffoctive Dats snd Tiwme Limit. - This sec-
tion shall become effective on the first dsy of the third cslendar month
foliowing the month in which it is enscted (except that percentages and
other regulations hereunder msy be prescribed in advancs of the effectiva
date to take effect on or after such date) end shall expire &t iho end of
three ysars after 1tz effective date.

*(b) Purposes. - As & result of necessary war financing, the
banks of the country own large smounts of short-tsrm Government se-
curities. Substantisl smounts of such securities have alresdy been
oonverted intc bank reservss and large additional amcunts can bs con-
verted into much reserves with resulting multiple imcresses in
bank credit and in deposits that serve as money. Such monstary and
eredit expansion, at a time wvhen total effective demand for goods
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and services is in excess of the pupply vhich can be produced by the
pationts productive capueity =nd lsbor foree, would further aggravate
ioflstionary pressures on pricez ond thus produce burdens upon snd dis~
locations in interstate snd foreign commerce and the wnstion's monetary,
burking and oeredit structure, Efforts to svold such consaquences thraugh
the wra of methoda of eredit control avallebles unler existing lsv are
serioualy handicupped because, vith ths present large volung of the
ﬁublie dobt, tdey would tend to produse such declines in the prices of
Government securitles (snd segurities in gensrsl) as to csuve dis-
turbances to the Covermment oredit, interstats and forsign commercs,
end the mation's wonetary, barking and eredit structure.

"The purposas of this section, in the ligzht of vhieh its
provisions ahall ba construed sud applied, are to require banks 4o
holéd short-term Govermment zacurities or other zpeeifizd llauid assets
in such swounts 2s 3ay be necessary to protect interstate and fereigan
conuerce end the nation!s monetary, benking snd ersdit structure from
the abovs~-mentioned burdens, disturbamces and dizlocations,

#{c) Bolding of 'Specisl Boserve dssota'. - (1) Every tank
shall own 'spevial Teserve assets!, as deserided in subsection (d)

hersof, in ap amount equal to the sum of such percentage of its demand
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deposits and such peroantage of its time deposits as the Federal Open
Market Committee (areated by section 12 of this Act and hereinafter
ealled the *Coxmittee') may by regulation presoribes from time to time

88 necessary to accamplish the purposes of this section, but in no

svant shall the percentage so prescribed wlth respect to demand deposits
axceed 25 per tentum or the percentnge so prescribed with respect to
time deposits exvesd 10 per centum,

"(2) The Committes shall not initimlly presoribe a peroentage
in excess of 10 per centum with respect to demand deposits or in excess
of L per sentum with respect to time deposits and shall not thersafter
at any one time inorease such paroontages by more than 5 percentage
points in the oase of demand deposits or by maore than 2 perosutage points
in the casze of time deposits. Xo initial percentage or subseguent in-
orense thereof shall bacomo offective wntil the expiration of & poriod of
at least 60 days after notioe thoraof shall have beon published in the
Federal Reglstsr; but no othor notice or procedurs shall be required in
connection with the prescribing of any percentage under this subseoction
notwithstanding eny other provision of lew.

"(3) In presoribing any percentages undsr this subsection,
the Committes shall consider smong other factors (A) the volume and
omnership of seomrities and other assets eligible for holding as
special reserve assets or readily oconvertible into such special ree
sorve assets, (B) gold movements, ourrensy fluctuations, snd other
factors affecting the available supply of bank reservea, {C) condi-
tions in tho Govermmant seourities parket, snd (D) the general oredit
situation of the sowumtry.

.org/
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*{d) Description of 'Spscial Hsserve Asseta'. - 'Special

roserve sssots’ shall congist of any one or more of the following assets:

*(1) Obligations of the United States in the form of Treasury
bills, oertificates of indebtodness, sud notss having a maturity not
exceeding two yeurs at the timg of issue.

#{2) The mnggregates smowmnt of the following sssets whioh a
benk cwns in excess of the gum of 20 per centum of its demand deposits
and 6 por ssmtun of its time depositss (A) Coin and ourrency in its
vault or on hand, (B) denand deposits due from other bankg to the
sxtant that thay exosod demand deposits duo to other banks, {C) de-
posits with a Fedaral Reserve Bank (and the Xeserve Banks are authorised
to receive such depbsits from nny bank), sand (D) cush itens received
{n the ordinary course of business which are in process of coclleotion
and are payable immediately upon presentation in the United Stales.

®(e) Computations. - For the purpvss of determining the amounta

and poroentsges specified in subpeotions (¢) and (d) of this seotion,
each bank shall ocompute all such mamounts on an avorage daily basls cover-
ing mouthly computation perlods or such other sompuiation periods, not
shorter than weekly psriods, ss the Committes may preseribe; snd the
Committse nay prescribe different computation periods for different

slasses of banks, classified according to aize or loeation or cther

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



Digitized for FRASER

5

reasonsble basis. The amomnt by which tho mvorage deily emcunt of
spenisl reserve assets owmned by a bank in any ccoputation period falls
below the smount required by this seotion or regulations pursuant thoree
%o shall be considered a *deficlency' for such computation period.

"(f) Penalty for Pafleoiencles. - Any bank kaving in any

computation period & 'deflsiency' as defined in submection (s) of

this section shall pay to ths nited Statss a penalty at ths rate of
ono-hall of one per centum per routh upon the smount of such de-
fiolency for such psriod. If such penalty is not paid to the Trsasur-
sr of the United States by the end of the month susceeding that

in which such computation period ended, such penalty, togsther with
interest thereon at the rats of six per centum per snnum fros the end
of each sucoesding month until paid, may be susd for snd recoversd by
the United States in a suit %o be brought by the United States District
Attorney in the District Court of the United States of the judiciel
distriot in which the prineipal place of business of such bank in the
United Stetes %8 loonted, and the Uiastrist Courts of the United States
shall have jurisdiotion of such suits, If and when the Committae shall
20 request, it shall be the duty of the several Uistriot Attorneys in
their respective districts, under the superviasion of the Athorney
Gsueral, to institute procesdings to ocollect such penalties includ-
ing interest. In unusual cmses, when a bank has e deficlency which
results from exousable srror made in good faith, & ocertifioate
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may be dssued in the discretion of the Committce excusing such bunk from
paymont of a penalty om accomt of suoh deficienay,

®(p) Ropgrts. = The Committes may require banks to furnish
from time to time such reports and other information as 1t ney pree
acribe, bnt no sush repords or information shall be vequired exoept
gsuch as the Comities may £ind to be necessnry to obtain information
es to oouplicnoe with thin seotion or otherwise to enchle it to carry
out itz funotions wader this sectiom. Any persom who aball mowingly
mke any false siatement or report or glve any false information or
wilfully fall to farmish any roport or informatiom required wndor this
mubsection ahall be zullty of a misdereanor, ani vpen gonviction shall
be fined nat more than $5,000, or izpriscned not more than one yesr
or bothy and the expiration of the provisions of this zection shall
not provent presscution for any sual offenpe comaitied prior to such
oxpirction,

®{h) Bemil
fron time to time preseribe, amoni or revolke rogulatiins to effectuate
tiue provisions of this mestion or to prevent evasion or circumvention
of its purposes eithor by almermsl ncoumlations of doposits dus to or
from other bhanks or by othor devices; and puch regulaticng may, emong
other things, inclule definitions of the terms used in this section
not insomsistent with the dafinitions eontained herein or with the
purposse of this sectlon, Any Pmstion of the Committos tndor this

e « The Committes may
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sagtion other than tha preascriking of regulntions and the determinaw
tion of matters of general policy may Le performed by euch wenber,
officer, or representative of the Comxmittee as it nay designate for
the purpose; and in the administration of this section, the Committee
may utilize the services of the Federal Heservs Banks and any other
agencies, Federal or State, which are available and appropriate.

(1) Definiticns. - Fhen used in thias section, unless other-
wise regjuired by the voutext -

®(1) tPerson’ means suy individual, partnership, zorporation,
business trust, asscolation, or other similar organization,

"(2) 'Bank’ mesns sny person having a place of business in
say State or in the ¥igtrict of Columbia which is (i) a nationszl bank,
or (B) a person engaged in the business of receiving demand depasits
and subject to supervision or exmxination by the State authority having
supervision over banks (or by the Comptroller of the Currancy in the
oase of the Distriet of Columbia); but the Cormittee may by regulation
exclude from such term persons which it deems not to bhe aubstantlally
sngaged in the performance of functions customarily performed Ly bank-
ing institutions receiving demand deposits and alsc not to be within
the scope of the purposes of this sectian.

*(3) The amount of sny obligation of the United States in
the form of a Treasury bill, certifioate of indebtednesas; or note
meana the amount of the book valus thersof as detsrmined in acoordancs
with regulstions of the Coxmittes.
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#{4) 'Demnnl deposit! and Ytime deposit! have the meanings
Riven such terms by remuistions promoribed from time to time by the
Boaxd of Governors of the Federsl Rouerve Syatem pursusnt to seos
tiem 19 of this Act,

#(5) "Momth' and 'monthly! refer to oslendnr month,"
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COEX

SUMMARY OF PEOPOSED BILL TO PROVIDE
SPECIAL RESERVE REQUIREMENTS FOR BARKS

The attached bill proposes that, for a temporsry period of
three years, an authority be provided under which all commercial banis
could be required, as an anti-inflationary messure, to hold a so-called
special reserve in addition to existing requirements. This speciel re-
serve could be held in the form either of camsh, cash items, interbank
balences and deposits with Federal Reserve Baunks or in shori~term Gov-
ernment securities, that is, bills, certificates &nd notes. It is pro-
posed that the Federazl Open Market Commitiee of the Federal Reserve
System administer the authority within the limitstion that the special
regerve would not exceed 25 ver cent of demamd deposits end 10 per cent
of time deposits.

Under existing conditions there are no effective limitations
upon the ready availability of reserves, which the bhanking system ob-
taing from three principal sources. TFirst, vhen the banks sell some
of thelr large holdings of Government securities in the open market
and those securities are purchezsed by Federal Reserve Banks, reserves
are thereby created on vhich the lending power of the banking system
is increased by & ratio of about six to one. Thet is, for ecch dollar
of reserves about six additionsl dollsrs of depositis can be created.
Second, gold acquisitions sutometically incresse the reserves and de-
posits of the banking system. Third, whe:z nonbenk investors sell Gov-
ermeent securities which are purchased by the Federal Heserve Fanks,
this likewise crestes sdditionel bank reserves.

The broed purpose of this legislation is to provide under
present and prospective conditions som=: restraint oz the creation of
bank credit beyond what is essentisl for tne maintenance of full pro-
duction. Proponents of this measure state thet it should be closely
integrated with Government fiscal policy and should be flexible in
order to meetchanging conditions.

The principal features of the proposed legislation zre as
followse:

Temporery Period. ~ The law would be effective for & period
of three years only.

Banks Affected. - The requirement would apply to &ll banits re-
celving demand deposits, including msmber banks of the Federal Reserve
System and nonmember benks -- insured and noninsured. It would not apply,
hovever, to banks that do exclusively a savings business.

Special Reserve Requirement. -~ & special reserve would be re-
quired sgainst both demand end time deposits. The percentage of such
specizl reserve could be varied from time to time by the Federsl Open
Market Committee (which consists of the members of the Board of Covernors
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of the Federal Reserve System and Presidents of five Federal Reserve
Banks} but would be subject to & meximum limit of 25 per cent with
respect to demsnd deposits and 10 per cent with respect to time deposits.

4 e gets. « Spoclal reserve assets whioch all
banks may be required %o msintain; in the persentage fixed by the Opem
Market Committee, would inelude (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 am
allowvance for existing reserve roquirements and for customary operating
funds of the banks., Thls allowance would be fiwed by statute at 20 per
cent of demand deposits and & per cent of time depositsy and tho specie
fied onsh assots which would be eligible for use in meeting the special
reserye requirenent would consist of the following mssets to the extent
that they exceed the amount of this allowence; Balanses with Federal
Reserve Banks, the net smount of interbank deposits, coin and ¢urrency
on hemd, and cash items in process of collection.

Zixing of Percentages, - In prescribing the percenteges of
speeial reserve assets required, the Committes must consider eortaln
economde factors specified in the bill, Percentages initially fixed
could not bs greater then 10 per cent with respeot to demand deposits
or 4 per cent with respect to time deposits and could not thereafter
be increased at sny one time by more than § points as to demand deposits
or 2 points as to time deposits. Sixty days' notioe would be required
before eny insresse could becoms effective.

lengies, « The amount of its required
special reserve wauld be computed by mh bank over a monthly period

{or such shorter period as might be fixed by the Open Market Committee)
and eny deficiemcy in the amomnt of its speciel reserve during any month
would be subject to & penalty of cne-half of one per cent, The penalty
vould be payable to the United States snd if not paid rould be recovered
in a sult brought by the United States District Attorneys upon request
of the Committee. The Commitiee ocould waive the pesyment of penalties
where the deficiency results from excusable error made in good faith,

Beports. - Banks would be required to finrnish to the Opem
Market Commitiee such reports as the Cormitiec deems mecessary to obe
tain information as to compliance with the law end otherwise to emsble
it to carry out itz functions, Folse reports would be subject to
erimingl pemaltdes.

Begulations, « The Open Market Commities would be piven power
to prescribe regulations to effectuate the law and provent evasions, aa
wall a3 authority to defins terms, Administrative functions could be
performed by officors or representatives of the Committee; and the Fede
oral Reserve Banks and other Federal or State agenclea which are available
gould be used in the administration of the law.
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