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After correspondence with Mrs. Hamlin (see letters of May
25 and June > 1941) the items attached hereto and listed below, be-
cause of their possible confidential character, were taken from Vol-
ume 218 of Mr. Hamlin"s scrap book and placed in the Board"s Tiles:
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Toj Governor Meyer Date: September 23, 1931

From: Mr. Snead. . SUBJECT: Federal reserve branch banks

In accordance with the suggestion contained in our memorandum of
April on "Federal reserve branch banks,™ the Board on April 22, requested
each Federal reserve bank to furnish it with the name, location and loans and
investments of each member bank which s not within overnight mail time from
a Federal reserve bank or one of its branches and a set of maps showing by
colored lines the boundaries of the territory in each district which 1is
within overnight mail time from the Federal reserve bank and from each branch,
if any.

From the data submitted by the reserve banks we have prepared the
attached table showing the number of member bank points not within over-night
mail time of a Federal reserve bank office, the population of such places and
the number and total loans and investments of member banks located therein.
From this table it will be noted that there are 695 member "bank points iIn the
United States not within over-night mail time of a Federal reserve bank or
branch. There are 775 member banks located in these places with total loans
and investments of $U03,000,000. This represents 9.9 per cent of the total
number and about 1.2 per cent of the aggregate loans and investments of all
member banks.

Of the member bank points not within over-ni$it mail time of a Federal
reserve bank or branch, only .: arc cities with a population in okcoss OF
10,000. These cities, in the order of their size, are listed on the following
page;

B-500

VOLUME 218 (g
PAGE 5
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Member banks

Population Loans and in-
Number

vestments

Butte, Mont. 39.532 3 $28,379,000
Great Falls, Mont. 23,822 2 9,672,000
Albuquerque, N. M. 25,570 2 * 8,168,000
Johnson City, Tenn. 25,080 2 4, *466,000
Klamath Falls, Ore. iS,033 2 3,885,000
Marquette, Mich. 1N, 739 2 8,0%43,000
Anaconda, Mont. 12,*49%4 2 *4,55*",000
Bristol, Tenn. 12,005 1 2,83*4,000
Kingsport, Tenn. 11,91*4 1 1,273,000
Trinidad, Colo. 11,732 2 5,066,000
Santa Fe, N. M. 11,176 1 3,0*42,000
Norfolk, Neb. 10,717 1 818,000
Grand Junction, Colo, 10,2*47 1 .1,505,000
13 cities 231,171 22 81,705,000

Great Falls, Mont., are each less than

100 miles and about three hours* train time from the Helena branch but the
train schedules are such that neither of the cities have over-night mail service
from the branch. Both cities, however, are sufficiently close to the branch
at Helena to enable member banks to obtain emergency service by automobile
within about three hours® time.

OFf the 695 member bank points not within over-night mail time of a
Federal reserve bank or branch about 95 per ccat arc towns of loss than 5*000
population. The following table classifies these places according to population.

Member bank -points not within overnight mail time.

Towns with population of U Number of towns
Less than 500 i Sk
500 - 1,000 211
1.000 - 1,500 125
1,500 - 2,500 o1
2,500 - 5,000 08
5.000 - 10,000 23

10.000 - 25,000
25.000 - *40,000

Total S95
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With regard, to the maps furnished by the Federal reserve hanks iIn
accordance with the request contained in the Board™s letter, it may he stated
that because of poor train service many toms iIn close proximity to a Federal
reserve city do not have overmight rail service from the Federal reserve hank,
while other toms a considerable distance away do have such service. This
causes the lines on the maps to Intersect at so many points that they are of
little practical use. Wo have, however, used such nares In preparing a map of
the entire United Stakes on which we havo located by means of dots each of the
69/ member bank points In the United States which are not within ovemight rail
time of a Federal reserve bank or branch in their respective districts. A
photostat copy of this map is attached hereto and the map itself, of somewhat
larger size, has been placed iIn the Board®"s General Files.

Two of the Federal reserve banks, Atlanta and Kansas City, submitted
a list of all member bark points within their districts and indicated for each
point whether or not it was within overmight mail time of more than one Federal
reserve office. It iIs interesting to note that in the case of these two dis-
tricts a large nurber of places are within ovemight mail time of more than one
office of the Federal reserve bank as will be seen from the following table:

Atlanta Kansas City

District District

s - total 270 625
of only one office 77 107

" two offices 73 2U5

" three offices 50 100

' four " N 11

" five ' 8 -
of any office 22 102

B-500
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MEMBER BANKS NOT WITHIN OVERNIGHT MIL TIME OF THE FEDERAL RESERVE BANK OR OF A FEDERAL RESERVE BRAIICH BANK
IN THE SAME DISTRICT

(Figures as of March 25, 1931) B-500
Not within over*-night mail time: All member Largest city
Mer[]ber bz_ank Member banks banks on nct wi_thin overnight
banking points March 25, 1931 mail tjure
Aggre- Total loans Total loans & Loans and invest
Number J gate Number and Numbe r invest- Name Popula- ments of member
popula. investments ments tion banks
~lited States: 695 1,190,333 785 % $to2,832,000 7,928 $39,7/28,565,000 Butte, Mont. 39,532 $23,379,000
Boston district:
Maine 2 2,979 2 1,301,000 5U IHif,11+7,000 Fort Kent 2,295 727,000
New Hampshire 1 1,872 2 633,000 56 72,607,000 Colebrook 1,872 633,000
Vermont 1 1,837 1 1,090,000 to 65,971,000 Island Pond 1,837 1,090,000
Massachusetts k 10,160 If 3,860,000 172 1 655.239,000 Provincetown 3,790 1,105,000
Rhode Island - - - - ik 323,73s,000 -
Connecticut - - - - 52 239.717,000 -
New York district:
New York IS 16,389 19 1U, 121,000 650 10,663 ,01+2,000 Greenport 3,062 1,829,000
New Jersey 1 too 1 361,000 2H6 1,169,170,000 Hope too 361,000
Connecticut - - - - 12 1+7,716,000 -
Philadelphia district:
Pennsylvania 1 1,379 1 103,000 620 2,469 ,5110,000 Mt. Jewett 1.379 1+53,000
New Jersey - - - - 111 262,510,000 -
~Delaware - - - - 20 80,697,000 -
Cleveland district: "
Ohio 7 1o too 7 1,t02,000 357 1,81+9,098,000 West Union 1,099 1+28,000
Pennsylvania 9 9,802 9 If,207,000 293 1,965,535.000 Lyndora 3.057 768,000
Kentucky 5 19,171 6 5,097,000 72 86,895,000 Jenkins 8 ,1+65 599,000
West Virginia - - - - 13 32,612,000 -
Richmond district:
Maryland 1 tos 1 350,000 78 291,113,000 Friendsville tos 350,000
Dist. of Col. - - - - 12 133,213,000 -
Virginia 10 11.u17 10 9,257,000 165 353 .259,000 Big Stone Gap 3 90s 507,000
West Virginia 9 12,313 10 if,05too00 111 151 .298,000 Richwood 5,720 13to000
North Carolina K 9.03S if 2,1to,000 63 150 37s.000 Edenton 3,563 81+1,000
South Carolina 2 2,721 2 988,000 37 65,613,000 Saluda 1.381 556,000

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



MEMBER BAITCS EOT WITHIN OVERNIGHT MAIL TIME OF THE FEDERAL RESERVE BARIC OR OF A FEDERAL RESERVE BRANCH BANK
IN THE SAVE DISTRICT (Cont*d)

(Figures as of March 25, 1931) B-500
Not within over-enight mail time: All member Largest city
Member bank Vember banks banks on not within overmight
banking points r March 25, 1931 mail tlre
Aggre- Total loans Total loans & Loans and invest-
Number gate Number and Number Invest- Name Popula- ments of member
popula. investments ments tion banks
~®lanta district:

Georgia 1 a16 1 $125,00 g7 $231,3/5,000 Lincolnton 16 $125,000

Florida - . - %5 142,263,000 -

Alabama 7 17,32 9 5,599,000 102 180,665,000 Andalusia 5154 1.790,000

Mississippi 18 41,691,000

Tennessee 12 73,685 16 14,999,000 7 160,563,000 Johnson City 25,080 4,466,000

Louisiana 2 *+ 537 2 1,098,000 24 208,546,000 De Ridder 3.747 398,000

Chicago district:

Michigan 4 9.1 5 513,000 224 1,318,365,000 Petoskey 5770 2,706,000

Indiana 2 2.939 2 571,000 152 32,191,000 Covington 2,008 23,000

Illinois 1 508] 1 21, 33 2,395,958,000 Grant Park 503 291,000

Wisconsin - - - . 117 441,545,000 -

lowa 1 SI12 1 27,00 =1 306,126,000 Newell 812 277,000

St. Louis district:

Missouri 9 12,06 11 3,372,000 137 616,647,000 Bolivar 2,26 223,000
~Arkansas 11 17,930 11 3,243,000 72 84,800,000 Batesville 4,44 532,000
~centucky 12 18,415 13 4,789,000 B 164,530,000 Providence 4,742 343,000

Indiana 12 14,089 13 3,899,000 = 59.965.000 Jasonville 3,56 508,000

Illinois IS 5,901 21 10,516,000 157 141,267,000 Metropolis 5,273 2.137.000

Tennessee 1 1,129 1 201,000 18 70,272,000 Savannah 1,129 201,000

Mississippi 1 2,01S 1 660,000 11 10,016,000 Pontotoc 2,018 680,000

Minneapolis district:

Minnesota 37 41,001 43 14,356,000 2B 513.923,000 Ely 5,156 763,000

Michigan 10 36,856 11 13,224,000 46 67,796,000 Marquette 14,79 s,043,000

North Dakota 57 47.83 B 18,610,000 14 63,527.000 Williston 5,106 9%67,000

South Dakota 42 | op 4 18,719.000 B 62,721,000 Madison 4,280 153.000

Montana,_ %6 1653 5 6,130,000 77 %,116,000 Butte 30.53 23.379.000

Wisconsin 10 11,672 10 4,243,000 4D 50,986,000 River Falls 2,333 623,000
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SCESBER BATICS NOT WITHIN OVERNIGHT MAIL TIME OF THE FEDERAL RESERVE BALJIC OR OF A FEDERAL RESERVE BRANCH BANK
IN THE SAVE DISTRICT (Cant"d)
(Figures as of Mairch 25, 1931)

Not within cver-night no.il time:

Member bank
banking uoints Member banks
Aggre- Total loans
Number gate Number and
popula. - Investments
v
Kansas City district:
Kansas 5 12,135 5 $ ,265,000
Nebraska 55 6s ,i47 6s 29,953.000
Wyoming 17 51,299~ 23 19 039,000
Colorado 27 66,331 3 19 ,61S,000
New Mexico 8 54,747 9 15,224,000
Oklahoma 30 35.S55 36 7 252,000
Missouri - - - -
Dallas district:
Texas yal 77.632 SO 19 ,497,000
New Mexico 5 9.960 5 2,307,000
Ok lahoma 2 972 2 34i poo
Louisiana 1 2,909 1 1,313,000
Arizona - - - -
San Francisco district:
Califormia le 17.236 16 3,290,000
Nevada 3 6,237 k 2,553,000
Oregon 10 24,895 Ik 7,324,000
Washington li 9,657 13 4 951,000
Icalio 24 37,277 2S 11,621,000
* Utah 15 34,15s 19 9,433,000
> Arizona. 3 6,350 3 1,161,000
.
41p
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All member
banks on
March 25, 1931

Total loans &
Number invest-
ments
2% 169,553,000
170 192,936,000
2.°) 31,502,000
116 203,636,000
o) 16,226,000
252 279 014,000
9 206,262,000
620 763,115,000
19 9 967,000
12 4,233,000
11 33,966,000
4 9,736,000
207 2,612 356,000
10 15,997,000
115 191,075,000
132 300,052,000
5 44,122,000
R 79,035,000
10 22 376,000

Lincoln
Norfolk
Laramie
Trinidad
Albugquerque
Anadarko

Rusk

Silver City
Bennington
Homer

Westwood
Ely

Klamath Falls

Dayton
Twin Falls
Price
Winslow

B-500

Largest city
not within overnight
mail time
Loans and in
Popula- ments of mem

tion banks
1,732 $308,000
10,717 818,000
3,609 3,428,000
11,732 5 066,000
26,570 8 ,16S,000
5.036 526,000
3,859 187,000
3.519 1,245,000
492 164,000

2,909 1 313,000

4,356 795,000
3.045 1 ,56s,000
16.093 3 885,000
2.525 1 ,435.000
2,727 3 035.000
4,034 2 £90,000
3.917 606,000

i o



(Confidential)
DEFICIENCIES IN RESERVES OF MEMBER BANKS DURING THE QUARTER ENDED JUNE 30, 1931

B-506
Number oi banks penalized on account of Number of Number of Average daily deficiencies on which
Federal Total def mciencies in reserves banks sub- banks sub- penalties were assessed .
member InF. R. In , Jject to Ject © F. R. Other
Reserve banks Total bank and other Country progres- maxi- Total bank and reserve Country
June branch reserve banks sive mom * branch  cities . banks
District 30 cities cities penalties penalty cities
F.3ANKS THAT APPLY On thousands of dollars)
PROGRESSIVE RATES 1 i s
Phi ladelphia 7 %5 § _ 89 9 121 3
Cleveland 719 Q4 12 3 ) 14 1 275 a7 43 185
Richmond a5s 124 10 2 112 18 4 167 10 2 155
Atlanta 371 108 7 2 9 20 10 312 52 1 250
Kansas City 84* 114 9 8 97 18 3 72 5 13 Lo
San Francisco 559 109 13 - 96 11 1 . 112 18 - A
Total, 6 districts 3,705 644 57 15 572 0 19 1,059 135 59 865
F.R.BANKS THAT DO NOT APRLY
PROGRESSIVE RATES Y )
Boston 387 55 6 Uo 4 80 [S L 72
New York 902 184 23 — 161 3 - 210 56 - 154
~j~_icago 1,009 207 IS 9 10 30 7 404 67 25 312
St. Louis 506 1*3 p.e) 114 22 4 156 42 - 114
Minneapolis 615 113 3 - 110 15 2 110 14 - 96
Dallas — 0&%S 5" 11 &4 18 3 2U7 8 - 239
Total, 6 districts M 77 797 Q0 9 So8 92 1$ 1,207 195 5 987
Total, all districts ) } ]
2nd quarter, 1931 7,782 1,44 14j 24 1,270 182 35 2 256 330 84 1,852
1st quarter, 1931 7.52U 1 517 144 7S 1,3>a 217 50 2,893 306 76 2,71
2nd quarter, 1930 S.315 1,91 209 6 1336 203 44 2,85 570 134 £3:2
federal reserve board
DIVISION OF BANK OPERATIONS
SEPTEMBER 26, 1931 . G-
VOLUME 218
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COPY _Lac/Ifc

To Govermor Strong
Prom L. R* Mason January 5, 1925.

I understand you desire an Interpretation of f 14 of the Federal
Resenve Act with reference to the poner of this hank to rate with te
Bank of England in restoring Gnat Britain to a gold basis by advancing
to the Bank of England unsecured credits or credits secufed collateral
other than gold or bills:

Section 14 of the Act provides, among other things, that every
Federal Reserve Bank shall have poner:

@ “with the consent or upon the order and direction
of the Federal Reserve Board and under regulations to
be prescribed by said Board® (the provision just quoted
was made by the amendrent of Jure 21, 1917) "‘to gpen ard
maintain accounts In foreign countries, appolnt corres-
pondents, and establish agencies In such countries,' etc*,
“for the purpose of purchasing, selling and collecting
bills of exchange, and t buy and sell, with or without
Its endorsement, throu™ such correspondents or agencies,
bills of exchange (or acogptances) arising out of actual
comercial transactions which have not more than ni
days t rn, exclusive of days of grace, and idiich bear
the signature of two or more responsible parties, and with
the consent of the Federal Reserve Board to open and maintain
banking accounts for such foreign correspondents or agencies™'
(The underscored provision is part of the amendrent of
Septenber 7, 1916%)

The report of Mr* Glass®™s comittee to the House In 1913 stated
the purpose of Section 14 as originally enacted, t be as folloas:

nThe Tinal pover t© open and maintain banking accounts in
foreign countries for the purpose of dealing In exchange
and of buying foreign bills is necessaly In order to

enable a Reserve Bank to exercise i1ts full power in
controlling gold movements and In facilitating payments
and collections abroad™"

The purport of the statements of other hi$i authorities as 10
the purpose of Section 14 is that the pow/er given by the section to
purchase bills should be exerdsed In order to check adverse movements

of exchange and postpone the moment when gold shipments would have 1o be
mde or discount rates increased™

The language of the Act is designed toglvebroadpa/versto
accamplish the purpose™

VOLUVE 218
PAGE 19
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Jiat there was present In the minds of the legislators the prospect
that a Reserve Bank might have to rely solely upon the credit of a foreign
hank iIs evidenced hy the provision for gpening and maintaining accounts
in foreign countries® Moreoverf 1t is well knowmn among hankers that the
establishment of these mutual accounts, customarily iplies the granting
of credit accomodations* In the absence of evidence to the contrary,
Congress may he presumed to have taken this situation Into acocountt™

On August 2?, 1919, the Federal Reserve Board ruled that the New York
hank could buy silver for the Netherlands hank under subsection (e) of
Section 14, since the Reserve Bank was iIn effect a correspondent of the
ﬁ*therlamls Bank, and could do for that hank whatever a correspondent might

I think the power to make a loan t the Bank of England unsecured or
secured by collateral other than gold orhills is inherent in the provisions
of Section 14, and may he exercised under the circunstances narrated hy you,
and the_hank may properly make a contract to fumish the credit on certain
terms within a given period* *

@e whole question, honever, iIs for the Federal Reserve Boaid, ad
I think probably a better record mi“it he made 1t the Board should initiate
any extraordinary steps to determine the legal effect of Section 14 In the
premises™

(Siged) L* R* Mason.
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Form-'Ko. 131

FEDERAL RESERVE

Office Correspongdence  =o Date October 6, 193\

To,

From

Mr, Hamlin Subject: Gold earmarkings -

Mr, Van gossan

In acocordance with r request, we are handing you herewith a memo-
randum on the subject of gold earmarkings by the Federal reserve banks .

The first gold earmarking transaction occurred on March 21, 1916 as
stated In a foothote t© table No, 28 in the Board’s 1930 Annual Rgao , which
shons the anount of gold earmarked for foreign correspondents held by the
Federal reserve banks on the last day of each month t the end of 1930*

In addition to the United States gold coin and gold bullion earmarked
for foreign accoutt as indicated i1n the above mentioned table, the Federal
reserve banks have at various times earmarked United States gold certifi-
cates,and in at least oe iInstance Federal resene notes,for domestic bankB.
These earmarkings are understood to have been on behalft of Canadian banks.
The first earmarking of metallic gold for a damestic bank Is understood to
have taken place on June 3 of the current year, A similar transaction wes
effected on June 15 and a huMTer ol~other like transactions in the period
from Septerber 21 1 October 5. The Federal Reserve Bank of New York wes
not advised whether the transactions iIn June were for foreign account but
It subsequently developed that this was the case. OF earmarkings for
domestic banks ermuntmi; ease3pproxmr5ctely $5*800,000 since Septerber 21,
$3*300,000 have been from eamark, $3*OOOOOOfore><mrttoHolland
according to advices received by the Federal Reserve Bank of New York. The

* remainder of $2,U66,000 .including $170,000 earmarked on October 5,1s

Digitized for FRASER

1
referred to In the New York daily letter of that date as now being held In
safekeeping for o city bankB.

All gold earmarked for dmmticbarkshasbeengold Wlﬂ‘dra/\nfrongold
reserves of the Federal Reserve Bank of New York and p ©'}/ toihe
r@en/emntofmel\lewYoﬁ(rrenberbankan\hoseranem told wes ear:
marked. It is understood that It is not always possible to ascertain
deffinitely whether the New York member banks are acting for a foreign

in these transactions but as stated to you over the telephone
meredoesmtseemtobearypartlwlarreasonforarmberbanktohave
gold earmarked for Its oan acocount since the menber bank coulld dbtain gold
1T aid when desired and thereby oobviate having 1ts reserve accoutt charged
for the gold iIn advance of actual need for 1t . In any instance If the mem-
ber bank iIs not acting on behalf of a foreign correspondent or other cus-
tomer the earmarked gold becomes a part of the cash holdings of the member

VOLUMVE 218
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FornyNo. 131
FEDERAL RESERVE

Qffice Correspongence = Date October 7* 1931

To_ Mr. Hanlin Subject: Gold earmarkings

From ___ Mrt V&n Possen

ao 286

With further reference to the subject of gold earmarked
Federal reserve bank for New York City banks, in accordance wi

10N, we requested the New York Bank on ﬂ‘etelephone (o) mlsh
us additional mformatlon in regard o the character and purpose of
such earmarkings. Gilbert advises .. that all of the earmarkings
for New York City banks were earmarkings of gold intended for shiprent
abroad and that the member bank procures the gold iIn accordance with
instructions and anaits definite advice as t© the vessel on which the
gold is to be shipped and the date of sailing. The Federal reserve bank
thus merely holds the gold iIn custody for the menber bank pending ship-
ment and delivers the gold directly to the shipping agent.

When the Federal reserve bank earmarks gold for a member bank, the
gold is charged to the member bank®s resernve account and while the Fed-
eral reserve bank has not received any definite information as t the
manner In which the member bank carries the gold on Its books prior to
shipment, It is dovious that the gold does not belong to the member bank
but to 1ts foreign correspondent and It IS assuned that the emount of
the gold =0 held i1s carried merely as a memorandum 1tem on the books of
the menber bank. This, of course, confirms our previous conclusion that
rrerrberbanksobnot in fact have gold earmarked for their owmn account

even though 0 far as the records of the Federal resenve bank are con-
cemed the transaction does appear as an earmarking of gold for a New
York City, member bank.

VOLUVE 218
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Form No. 131 0
FEDERAL RESERVE

(Jrrice Correspondence BAD . Date October 9, 1931
To_ Mr. Hamlin Subject: Bills_payable in foreign currencies

_bought by the Federal reserve banks
» °0 adb

CONFIDENTIAL

0

In response to your telephone request of yesterday | beg to
advise that the Federal reserve banks now hold about $Ug,782,000 of
bills payable in foreign currencies as follows:

Bills payable in -

Reichsmarks * $25,200,000
Sterling 15,700,000

< Francs 835,000
Pengoes (Hungary) u,051,000
Schillings (Austria) 993.000
Guilders (Holland) 1.000. 000
Zloty (Poland) 1.000. 000

The Guilders and Zlotys were bought; under the credit established
with the B. I . S. AIll other bills were bou”it under credits
established for the central banks of the respective countries, except
the Franc bills which were bought out of the balance maintained by
the Federal Reserve Bank of New York with the Bank of France. AIll of
the bills bought under these credits are repayable in dollars or in
gold at the mint par at the time the agreements were made. The agree-
ments either expressly state that none of the bills will be renewed or
that all of the bills purchased will be eligible for rediscount by
Federal reserve banks, which is taken to mean that none of them will
be renewal bills .

VOLUME 218
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(OPINION PREPARED BY MR, FREEIVAN FOR MR, WYATT*S
SIGNATURE BUT NEVER FILED WITH BOARD.)

June 15, 1923.

TO: Dr. Miller SUBJECT: Power of F.R, Board to
regulate purchase of Government
FROM Mr. Ytyatt- General Counsel. securities by Federal reserve

banks under Section 14(b).

You have requested ne to render an opinion as to the right of
the Board to regulate the purchase of Government securities by F.R. Banks.
I considered this question briefly in a memorandum addressed to you under date
of Men. 19, in which | expressed the opinion that the Board has power to
regulate such purchases of securities, that this power to regulate in-
cludes the power to prescribe a reasonable limitation upon the amount of
such securities which might be purchased by F.R. bank, either acting in-
dividually or in the aggregate, and in the exercise of this power to limit
to a percentage of the total assets of a F.R. bank the amount of such securi-
ties which it might purchase.

After a careful review of this question, including a study of the
arguments advanced by certain of the Governors at the recent conference of
Governors, | see no reason to change the opinion expressed in my memorandum
of Men. 19. | shall, however, endeavor to go into the subject in more detail
and to elaborate the reasons which have led nme to this conclusion.

Sec. 14 of the F.R. Act provides in part, "Every F.R. Bank shall have
power: * * (b) To buy and sell, at home or abroad, bonds and notes of the
United States, and bills, notes, revenue bonds and. warrants * * issued by
any State, county, district, political subdivision, or municipality in the
continental United States, ** such purchases to be made in accordance with
rules and regulations prescribed by the F.R. 3oard»"

To my mind the final phrase of this provision, "such purchases to
be made in accordance with rules and regulations prescribed by the F.R.Bd., 1
is conclusive of the question. It is to be noted that this phrase qualifies
equally the purchase of bonds and notes of the U.S. and the purchase of
municipal bonds and warrants of the various kinds described, so that if the
Board has power to regulate the purchase of municipal warrants, it has pre-
cisely the same power to regulate the purchase of Government securities. |
believe there can be no question as to this. The Board has always assumed
and exercised its power to regulate the purchase of municipal warrants. This
regulation is embodied in the Board's Regulation E, Series of 1920, which
prescribes the conditions and limitations under which F.R. Banks may purchase
municipal warrants. This regulation, among other things, prescribes several
specific limitations on the amounts of such warrants which F.R. Banks may pur-
chase. In Par. Il, it provides that F.R. Banks shall not purchase an amount
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in excess of 2% of the total amount of warrants sold by any one municipality;
in Par. 1ll, it provides that, except with the Bd.'s approval, no E.R. Bank
shall invest in municipal warrants of all kinds an amount in excess of IO%v0 of
its member bank deposits; In Par. 1V, it provides that, except with the Bd.'s
approval, no F.B. bank shall invest in the warrants of any one municipality
in an amount in excess of 5, 3 or I of its member bank deposits, depending
upon the size of the issuing municipality; In Par. VII, it provides that a
?«£.. Bk. may purchase from its member banks municipal warrants endorsed by
the member bank in an amt. not to exceed 105§ of the capital and surplus of
the selling member bank. This regulation, in substantially its present form,
has been in force since Jan. 1915, and so far as | am aware, the power of the
Board to issue and enforce this regulation has never been questioned. It is
a well-established principle of statutory construction affirmed in numerous
decisions of the U.S. Sup. Ct., that a rule or regulation of a G-ovt. Dept,,
Board, or Bureau, purporting to be issued pursuant to law, and which

has been enforced and followed without question for some time, will be pre-
sumed to be a lawful exercise of power and will not be set aside except for
cogent reasons or when clearly erroneous. The fact, therefore, that Peg. E.
has been in effect for over eight years and has not been questioned is a
strong indication that the Board has power to regulate the purchase of
municipal warrants by F.R. Banks and that this power is lawfully exercised

in the regulatory provisions. Conceding the Board's power to regulate the
purchase of municipal warrants by F.R. Banks and recognizing that the power
to regulate the purchase by F.R. Banks of Govt, securities is contained in
precisely the same language as the power to regulate the purchase of war-
rants, the conclusion is irresistible that the Board has similar power to
regulate the purchase by F.R, Banks of Government securities.

One of the arguments advanced at the Governors' Conference sought i

to distinguish the povier to regulate the purchase of Govt, securities and
the power to regulate the purchase of municipal warrants on the ground that
the purchase of Govt, securities was an established every day function of
F.R. Banks, with regard to the propriety of which there could be no qgiies-
tion, while the purchase of municipal warrants was a matter which should
properly be brought into operation only on infrequent occasions and which
was subject to many diverse considerations, because of the varying nature

of warrants issued by different municipalities. It may be conceded

that there is an obvious distinction between the purchase of Govt, securi-
ties and the purchase of municipal warrants and this distinction may properly
affect the inherent nature of the regulations which should be issued; no
doubt certain regulations prescribing conditions and limitations under which
municipal warrants might be purchased hy F.R, Banks would not be appli-

cable to the purchase of Government securities and for this reason

might conceivably not be considered a reasonable exercise of the Board's
power to regulate. These differences between Government securities and muni-
cipal warrants, however, are material only as bearing upon the terms of the
regulations which may be issued and do not affect at all the question of

the Board's power to make regulations. As to this, Government securities and
municipal warrants stand on exactly the same footing and the Board has pre-
cisely the same power to regulate the purchase of Govt, securities as it has
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to regulate the purchase of municipal warrants, although, as noted above,

the regulations themselves need not, and probably should not, be identical.
A number of other arguments advanced at the Governors* Conference

which sought to deny the Board*s power to regulate the purchase by F.R. Banks

of Government securities were based upon the language used in other provi-

sions of the F. R. Act. For example, -

1~ The provision of Section 13 which provides that the discount and re-
discount and purchase and sale by F. R. Banks of bills receivable, bills of
exchange and acceptances “shall be subject to such restrictions, limitations
and regulations as may be imposed by the F. R, Board.”

2. The provision of Section 13(a) which provides that the F. R. 3oard
may by regulation limit to a percentage of the assets of a F. R. Bank the
amounts of six and nine months* paper which such bank may rediscount. I

3. The provision of Section 13 which provides that the acquisition by
F. R. BankE of dollar exchange acceptances shall be ”in such amounts and
subject to such regulations, restrictions and limitations as may be pre- \
scribed by the F. R. Board”, with the proviso that member banks shall not
make dollar exchange acceptances in excess of certain amounts.

4. The provision in Section 13 which authorizes the F. R. Board by reg-
ulation to permit a member bank to accept bills up to 100$% of its capital t
and. surplus, provided that domestic acceptance must be limited to 50% of |
its capital and surplus.

The gist of these arguments, as | understand it, is that the F.R.
Board has no power to make a regulation as to the purchase of Government se-
curities which shall amount to a limitation upon the amount of such securities
which F. R. banks may purchase, but that such regulations as the Board is
authorized to make are confined to mere matters of minor procedure; in
other words, that the power to regulate does not include the power to limit.
This argument is based on the slightly different language used in other sec-
tions of the F. R. Act which specifically authorize - the Board to impose
limitations on dealings in other classes of business and which in certain mat-
ters prescribe the limitations which the Board shall fix. It is, therefore,
contended that in failing expressly to authorize the Board to limit, as well
as regulate, open market purchases, Congress intended to deny the Board this
power. 1| believe this argument is entirely beside the point. Congress un-
doubtedly did use slightly different language in different sections of the Act
but, as indicated above, these sections deal with entirely different classes
of business, are governed by different considerations and have no reasonable
relation to the open market purchase of Government securities and municipal
warrants, which is expressly and completely provided for in Section 14(b). To
my mind, the proper construction of Section 14(b) must furnish a complete
answer to the power of the Board to regulate the purchase by F. R. banks of
Government securities. | do not consider it material that Congress failed
to give the Board specific power to “limit” the purchase of Government se- |
curities by F. R. Banks; in my opinion this was unnecessary, because the
power to regulate includes the power to impose reasonable limitations. )
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I "telieve that Important consideration should 'ke given to the proper
meaning of the phrase ®=rules and regulations. 1 have studied the decided
cases somewhat hastily iIn this connection and have found no helpful defi-
nition of this composite phrase. Apparently the two words “rules” and ''regu-
lations’ are practically synonymous. The verb to regulate”, and the noun
"regulation” have "teen passed on in a number of cases, some of which throw much
light on the proper meaning of these expressions. Webster’s New Inter-
national Dictionary defines the verb "regulate” as follows:

"To adjust or control by rule, method, or established
mode; to direct by rule or restriction; to subject to governing
principles or laws.”

and the noun "‘regulation™ as follows:

"A rule or order prescribed for management or
govermment; a regulating principle; a governing direction,
precept, or law; as, the regulations of a society or a}ksclflool."
.\./

This definition is at the bottom of most of the definitions contained in
the authorities. Some of the cases, however, elaborate the meaning of the
verb “regulate’” and hold that in various circumstances It means restrain,
limit, control, fix, or govem. It may be conceded that it does not mean V
prohibit and many cases have affirmed the principle that a power to regulate
does not include the power absolutely to prohibit. On the other hand, 1t  j°
has been frequently held that a regulation necessarily implies a partial
prohibition, in that the term "regulation™ involves the element of restraint
or limitation. See for exawple, City of Tacoma v. Keisel, 124 Pac. 137, (Wash.)
It is thus seen that in general the power to regulate necessarily includes the
power to restrict; to control, to limit to some extent; the whole subject of regu-
lation involves the existence of a right which iIs not to be prohibited, but
iIs to be curbed or govermed; iIn other words, limited.

It seems clear to me that the express power of the Board to regulate
the purchase of Govermment securities by F. R. Banks must include the power
to place reasonable limitations upon the amounts of such securities which
F. R. Banks may purchase. If the power to regulate does not include the \
power to Fix reasonable limitations, 1 am unable to understand what It can
mean, since Congress undoubtedly did not intend to confer upon the P. R.
Board merely a perfunctory authority to advise or supervise F. R. Banks
in their open market purchases of Govermment securities. It may be con-
ceded that such limitations as the Board may impose upon these purchases
must be reasonable, as indeed the exercise of all powers conferred upon
the Federal Reserve Board must be reasonable, but so long as regulations
governing the purchase of Govermment securities are reasonable, 1 think
It Is clear that the Board has power to impose them.

It is futile, In my opinion, to attempt to make a distinction
between regulation and limitation, and to say that though the Board has
power to regulate, It has no power to limit. The Board’s powver to regulate

the purchase of Government securities by Federal reserve banks can not be
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doubted; whether or not, In the exercise of that power, It csn impose limi-
tations upon the amounts of such securities which Federal reserve banks

can purchase is purely a question of fact as to whether such a regulation
IS a reasonable exercise of power. Such a regulation, iIf invalid, would be
invalid, not because it imposed a limitation, but because the limitation
imposed was unreasonable iIn the light of the spirit and purpose of Section
14(b), and consequently the regulation was unreasonable. If, however, the
regulation prescribed certain limitations which were reasonable, 1t .
would not transcend the Board*s express power to prescribe rules and Regu-
lations merely because it fixed such limitations.

Respectfully,

General Counsel.
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SFIDSNTIAL

30T FOR PUBLICFeSTFS* SUMMARY OF CONDITION OF FEDERAL RESERVE BANKS ON FRIDAY, OCTOBER 9, 1931
————— - - - COLLARED NITH PRECEDING DAY AND DAILY AVERAGE OF PRECEDING MONTH
\mounts -nminions ol aonaxs;
TrHIa rnl CAS! F.R_NOTE CIRCULATION MEMBER BANK RESERVE DEPOSITS GOVERN:ZENT DEPOSITS EXCESS
(h m Change from Change from Change from RESERVES
Reserve Oct. Preced- Avefa™e Oct. Preced- Average Oct. Preced-  Average o Preced- Average
9 ing = for - g ing for 0 ing for 9 ing- for Oct.
Bank day Sp(_)_t___7_ =day Sept. day Sept. day Sept. 9
e hd .'d
Boston 207 - &*’%2 * « 1Ug +1 + 7 158 - 3w + 2 +1 88
pr it ;*=* 3 ,
New York 967 -37 -225 usu + 6 +59 9ul -21~5L. 75 i g - -2 400
Philadelphia 259 -7 + 10 228 +5 467 137 -1 < - X 1 -2 -1 115
Cleveland 306 - 4 - 38 282 + 2 +35 161 -5 - 18 P 3 -1 - 129
Richmond 76 - - 1u 90 +1 +15 58 - -1 5 - + 2 16
Atlanta 103 +1 - 24 117 +1 + h 53 - -1 b + 2 + 2 3n
Chicago 623 -6 - 50 U8b + 2 +~o 31N -6 - 1N - 5 + 5 +1 309
Innis 93 +5 = -16 79 - - +3 67 +1 + 1 U + 2 + 2 3b
Minneapolis 67 - -9 6l - + 6 ~7 - -1 3 + 1 + 2 2b
ICansas City 85 +1 - 16 72 - + 3 81 + 2 + 1 + 2 +3 25
Dallas 59 + 2 + 7 50 -1 +19 56 +1 + b 3 _ 5 +1 16
San Francisco 2U6 -b * -63 230 — +13 161 -3 -9 3 + 3 +1 Q90
SYSTEM 3.090 -56 -H65 2,296 +16 +271 2.231 -36 -102 b2 +11 +11 1,290
Oct. 9, 1930 3.12b +19 1,375 +10 + 9 2,76 + 8 + 19 26 -7 -2 1,713
DIVISION OF BANK OPERATIONS
FEDERAL RESERVE BOARD
VOLUME 218
PAGE 78
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PURCHASE 0? STERLING EXCHANGE*

July 24, 1931, 11:04 a.m.
Mr* James to the Executive Committee:

Mr. James reported to the Executive Committee that Dr. Miller,
then at the Federal Reserve Bank of New York, had just called him up in
"behalf of himself and Governor Meyer, stating that It was reported that
the Federal Reserve Bank of New York is ready to purchase $25,000,000 of
"bills to aid the Bank of England, and that the approval of the Federal
Reserve Board is desired relative to the transaction.

Dr. Miller said that both he and Governor Meyer were iIn accord
with the proposal, and would approve it iIf they were here. They suggested
that the Executive Committee of the Board take action accordingly.

Mr. James reported that he suggested that the New York Bank be
asked to wire immediately the outline and as much detail of the proposition
as may 'ke possible, together with a formal request for the Board*s approval
of the purchase. Mr. James said that Dr. Miller said he would do this, and
that he (Mr. James) is now av/airting receipt of this wire before calling a
meeting of the Exautive Committee.

States that at a meeting of the directors yesterday, the general
world credit situation was discussed, particularly witfr reference to the
recent weakness In sterling exchange, and the large losses of gold by the
Bank of England. This weakness has been disturbing, in view of the fact
that sterling is the pivotal Euorpean exchange. In the light of all the
circumstances, our directors voted to authorize the officers to purchase,
as and If it appeared necessary and desirable, up to $25,000,000 of sterling;
with the understanding that the funds xould be employed by the Bank of
Sigland in the purchase of bills. Yesterday we purchased 85,000 pounds,
and we expect to acquire further amounts today. We shall keep the Board
informed of the progress of this operation. Participation will be offered
to the other Federal reserve banks.

VOLUME 218
PAGE 81
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*4, 193>. * *
Stir* McClelland to Deputy Governor Crane;

-mAcknowledges receipt of telegran™ dated July 24th, quoting
sare, The Federal Reserve Board notes that in the light of all the
circumstances your directors voted to authorize the officers to purchase,
as and If it appeared necessary and desirable, up to $25,000,000 of
sterling, with the understanding that the funds will be employed by the
Bank of Sngland in the purchase of bills.

Eie Board also notes that participation in the purchases made
will be offered to the other Federal reserve banks, and that the Board
will be kept advised of the progress of the operation.

July 24, 1931.
Mr. Crane to the Federal Reserve Board;

we acquired 85,000 pounds yesterday, and 275,000 pounds today.
No further purchases were necessary today, as sterling rate advanced
ra%!ldl from 4.84-5/8 this morning to 4.85-3/8 this aftermoon, and closed
wi 1im tore.

July 25, 1931.
Mr. Crane to Federal Reserve Board;

Made no further purchases today. Sterling opened this morning
g% gg g;g and closed firm at 4.883, which is above approximate gold point

July 27, 1931.
Mr. Crane t Federal Reserve Board; *

Made no further purchases of sterling today, as the exchange
rate has been above gold point all day. The rate was 4.85J* this moming,
ang 1(;_Iosed wis aftermoon at 4,85-11/16 to 3/4. The market was quiet
and firm.

Federal Reserve Bank of St. Louis
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CONFIDENTIAL

CREDITS EXTENDED BY FEDERAL RESERVE BAMS TO EUROPEAN CENTRAL BANKS.

CZECHOSLOVAK  BANK OF ENGLAND NATIONAL BANK OF BANK OF POLAND BANK OF ITALY NATIONAL BANK NATIONAL BANK * BAM OF AUSTRIA GERMAN REICHSBANK
NATIONAL BAM BELGIUM OF ROUMANIA OF HUNGARY
Date of Agreement
1 9/1/24 4/20/25 1 i0/is/27 12/20/27 . 11/16/28 6/20/29 5/30/31 6/26/31
2. 10/25/26 6/18/31
3. ¢ 7/8131
Date Effective (12/2/2U. $ 6,000,000V 1
1 (1/16/25 #,500 ,000/ 5/14/25 10/18/27 12/22/217 2/7/29 7/1/29 5/30/31 6/26/31
2. 10/25/26 6/19/31
3
Total Amount of Credit
1. $ 10,500,000  $300,000,000 $ 20,000,000 $ 75,000,000* $ 25,000,000 $ 10,000,000 $ 10,000,000 * $ 100,000,000
2. $ 11,000,000 * 16,000,000 17,000,000 *
3.
Our Share of Credit
1. 10,500,000 200,000,000 5,250,000 15,000,000 4,500,000 2,000,000 1,083,000 25,000,000
2. 10,000,000 2,000,000 1,1*00,000
3 3,000,000
Kind of Credit
1. Loans On Gold In Gold Purchase of Purchase of Purchase of Purchase of Purchase of Purchase of Purchase of
bills bills bills bills bills hills bills
2 . n 1 L1 1 1 n
¥ 1 1 1
Expiration date
1. 6,000,000 5/1V27. 10/13/28. 12/22/28. 2/7/30 10/1/29 s/30/ 31. 7/ 16/ 31.
3/2/25 .
4500000 \
4/16/25 .
2. 10/25/27 . 90 days
3 n &
Renewals
1. 6 .000. 000 none To 10/13/29. - To 2/7/31. To 12/31/29. To 8/6/31.
8/31/25
3.000.000
11/30/25
2. none
> - o
Amount availed of 0
1. $ 10,500,000 - - - 5,000,000 1U,000,000 * 100,000,000
2. 10,000,000
3.
Our Share
1. 10,500,000 - % — 1,000,000 1,083,000 25,000,000
2 2,000,000
3. 3,000,000

On October 13, 1927 the Federal Reserve Bark of New Yoik, without objection by the Federal Reserve Board, cabled the

Netherlands Bank that the New Yoik Bank would be willing to buy guilder exchange up to $10,000,000 to relieve the then exist-

ing strain on guilders. Ho purchases were ever nmeck., the Netherlands Bank having reported that it had the matter iIn hand*

On August 22, 1929* the Board informed the New York bank that it would not object to the purchase by i1t of up to

$25,000,000 of Sterling.

held until November, 1929* sfoen they were repurchased by the Bahk of England.

Shortly thereafter S 3,300,000 of Sterling bills, something over $16,000,000, were purchased and

Between October 1™ and December 4, 1930, the Federal Reserve Bank of New York purchased approximately $35*000,000 of
Sterling bills, which holdings were liquidated between February 10 and March 20, 1931*
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On July 23, 1931 the New York directors authorized the purchase of $25,000,000 of Sterling bills and on July 23 and 2k
approximately $l ,700,000 were purchased.

On July 30, the directors authorized the officers, subject to approval of the Federal Reserve Board, to arrange with
the Bark of England, for a period of not exceeding 3 months, for the purchase of not in excess of the equivalent of $125,000,
000 of prime comercial bills. .

1. On November 25, 1925 the Board approved the purchase of bills up to $10,000,000, and on March
13, 1926, up to $15,000,000, from the National Bank of Belgium, during which period negotiations were
being carried on for a credit to the National Bank of Belgilll* On May 15, 1926, the Governor of the Fed-
eral Reserve Bank of New York advised that the proposed credit would not be consummated.

# To be deposited on demand with the Bank for Inter~tional Settlements and invested, as may be
determined and arranged from time to time, In prime comercial two-name pgoer guaranteed by the Bank for
Intermational Settlements.

* Approximate.

BAM FOR INTER.
SETTLEMENTS

$ 10,000,000 #

10,000,000

Purchase of
bills



To:

(Confidential) # t X-4S80

October 20, 1927.

The Federal Reserve Board, Subject: The Board's power over foreign

Frora:Mr. Wyatt- General Counsel. transactions of Federal Reserve Banks.
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The Board has requested an opinion with respect to what
regulations, limitations and restrictions it is authorized to prescribe
as to foreign or international transactions of Federal reserve banks,
and as to its general authority over such transactions. | understand
that the Board desires to have the following points covered in this
opinion:

(1) Whether the Board has power to regulate, limit,
or restrict transactions involving the opening of accounts, the appoint-
ment of correspondents, or Vie establishment of agencies in foreign
countries;

(2) Whether the Board has power to regulate,
or restrict dealings in bills of exchange and bankers' acceptances
between Federal reserve banks and foreign central banks;

(3) Whether the Board has power to regulate, limit,
or restrict dealings in gold between Federal reserve banks and foreign
central banks; and

(4) Whether the Federal reserve banks may lawfully
charge a commission or fee in connection with such foreign transactions.

CONCLUSIONS.

After careful consideration of these questions, | have reached

the following conclusions:

(1) Under the specific terms of section

Federal Reserve Bank of St. Louis
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tain accounts, appoint corrospondonts, or establish nancies in foreign

countries without first obtaining the consent of the Federal Hescrve

Board; and the opening and maintenance of such accounts, the appointment

Of such correspondents, the establishment of such agencies and the con-

duct through such correspondents or agencies of "any transaction" auth-

orised by section 14 of the Federal Reserve Act for or on behalf of

otner Federal reserve banks is expressly made subject to such rules and

regulations as the Federal Reserve Board may prescribe. In addition, the

Board has the power to order or direct Federal reserve banks to open and

maintain accounts, appoint correspondents and establish agencies in

foreign countries.
(2) By virtue of specific provisions of the Federal Re-

serve Act, the Federal Reserve Board is authorized and empowered to pre-

'be regulations, restrictions and limitations governing dealings in

bills of exchange between Federal reserve banks and foreign central
banks.

(3) By virtue of its right to exercise general super-

Vision over Federal reserve banks, and by virtue of certain other powers

specifically granted in the Federal Reserve Act, the Federal Reserve

Board is authorized to regulate, limit or restrict important'dealings

m gold involving large amounts between Federal reserve banks and

foreign central banks under section 14(a) of the Federal Reserve Act.

(4) Whenever the Federal reserve banks enter into any

lawful transaction involving the extension of credit to, or the perform-

ance of any service for, a foreign central bank, they may lawfully charge

a reasonable commission or fee for the extension of such credit or the

rendition of such services.
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(-5-) X-4980
DISCUSSION.
- Q only one of these questions which presents any difficulty
is the question whether the Board has the power to regulate, limit or
restrict dealings in gold between Federal reserve banks and foreign

central banks. 1 shall, therefore, discuss the other questions first
%

and take up this more difficult question last.

FOREIGN ACCOUNTS, OORRESPONDENTS AND AGHTCIES

The authority for Federal reserve banks to open and maintain
accounts, appoint correspondents, and establish agencies in foreign
countries is conferred by the following language of Section 14:

"Every Federal reserve bank shall have power;

"(e) To establish accounts with other Federal reserve
banks for exchange purposes and, with the consent or
upon the order and direction of the Federal Reserve
Board and under regulations to be prescribed by said
goard, to open and maintain accounts in foreign coun-
tries, appoint correspondents, and establish agencies

in such countries wheresoever it may be deemed best

for the purpose of purchasing, selling, and collecting
bills of exchange, and to buy and sell, with or without
its indorsement, through such correspondents or agencies,
bills of exchange (or acceptances) arising out of actual
commercial transactions which have not more than ninety
days to run, exclusive of days of grace, and which bear
the signature of two or more responsible parties, and,
with the consent of the Federal Reserve Board, to open
and maintain banking accounts for such foreign corres-
pondents or agencies. Whenever any such account has
been opened or agency or correspondent has been appointed
by a Federal reserve bank, with the consent of or under
the-order and direction of the Federal 'Reserve Board,
any other Federal reserve bank may, with the consent

and approval of the Federal Reserve Board, bo permitted
to carry on or conduct, through the Federal reserve bank
opening such account or appointing such agency or cor-
respondent, any transaction authorized by this section
under rules and regulations to be prescribed bv the hoard.l

Federal Reserve Bank of St. Louis
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(-4-)

From a mere reading of this language it is obvious that the
Federal Reserve Board is given full control of all transactions con-
ducted thereunder. No Federal reserve bank may open or maintain accounts,
appoint correspondents, or establish agencies in foreign countries
except with the consent and subject to the regulations of the Federal
Reserve Board; and any Federal reserve bank must open and maintain
accounts, appoint correspondents, or establish agencies in foreign -
countries if ordered or directed to do so by the Federal Reserve Board.
The opening and maintaining of such accounts, the appointment of such
correspondents, and the establishment of such agencies is expressly
made subject to uregulations to be prescribed by said board." Ho Fed-
eral reserve bank may open and maintain banking accounts through such
foreign correspondents or agencies without the consent of the Federal
Reserve Board. Other Federal reserve banks may participate in such
transactions only with the consent and approval of the Federal Reserve
Board. And all transactions through such correspondents or agencies
in which other Federal reserve banks participate must be conducted
"under rules and regulations to be prescribed by the Board.*1

This gives the Board the fullest possible measure of control,
and it is Iimportant to note that the rules and regulations which may be
prescribed by the Board governing transactions in which other of the
Federal reserve banks participate pertain to all transactions authorized
by any part of Section 14, and is not limited to transactions under
subdivision (e).

DEALINGS IH BILLS OF EXCHANGE AND ACCEPTANCES.
The power of the Federal reserve banks to deal on the open

market in bills of exchange and bankers* acceptances is conferred by the
/
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first paragraph, of section 14, which reads as follows:

"Sec. 14. Any federal reserve bank may, under rules
and regulations prescribed by the Federal Reserve Board,
purchase and sell in the open market, at home or abroad,
either from or to domestic or foreign banks, firms, cor-
porations, or individuals, cable transfers and bankers’
acceptances and bills of exchange of the kinds and matur-
ities by this Act made eligible for rediscount, with or
without the indorsement of a member bank.”

It is obvious that all transactions conducted under authority
of this paragraph are exoressly made subject to "rules and regulations
prescribed by the Federal Reserve Board."

Further and more complete authority to control such trans-
actions is conferred upon the Federal Reserve 3oard by the following
paragraph of section 13:

"The discount and rediscount and the purchase and
‘rale by any Federal reserve bank of an:/ bills receivable
and of domestic and foreign bills of exchange, aid of
acceptances authorized by this Act, shall bo subject to
such restrictions, limitations, and regulations as may be
imposed by the Federal Reserve Board."

It has been suggested that this paragraph pertains only to
domestic transactions and gives the Board no power over transactions
in foreign countries; but, Lhe broad language used by Congress is not
subject to any such restricted interpretation. It will be noted that
it applies not only to the discount and rediscount but also to the
pm-chase and sale by any Federal reserve banks of any bills receivable
and of domestic and foreign bills of exchange and of acceptances auth-
orized by this Act. It is not limited in terms to domestic transactions
but is couched in the broadest possible language and is obviously
intended to include all purchases and sales by any Federal reserve bank

of any bills receivable, domestic aid foreign bills of exchange, or

acceptances authorized by the Federal Reserve Act.
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It has been suggested that it was intended to apuly only to
transactions ‘under section 13 and does not apply to dealings -under
section 14. A glance at the legislative history of this provision,
however, shows that it could not possibly have been intended to apply
only to section 13. As contained in the original Federal Reserve Act,
this provision applied only to rediscounts but it was amended by the
Act of September 7, 1916, so as to apply also to purchases and sales.
AL, that time section 13 did not authorize Federal reserve banks to
purchase and sell oills receivable, bills of exchange or bankers’
acceptances out dealt with discounts and rediscounts and the only
authoi ity for the purchase and sale ox bills of exchange and accept-
ances cy Federal reserve banks was contained in section 14. Sven at
this late date, the only authority in section 13 to purchase and sell
bills of exchange is the authority added by the Agricultural Credits
Act of Maxch 4, 1S23, to purchase and sell bills of exchange payable
at sight or on demand which are drawn to finance the domestic shipment
oX nonperishable readily marketable staple agricultural -oroducts.

It is obvious, therefore, that the authority conferred upon
tne Federal Reserve Board by the above quoted provision of section 13
is intended to apply to the purchase and sale of bills of exchange and
cankers’ acceptances by Federal reserve banks at home or abroad under
section 14.

In my opinion, therefore, the specific provisions of the Fed-’
eral Reserve Act authorize and empower the Federal Reserve Board to pre-
scribe regulations, restriction*, and limitations covering dealings in
cills of exchange and bankers' acceptances between Federal reserve banks

and foreign central banks.
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RIGHT OF FEDERAL RESERVE BANKS TO MAKS A REASONABLE
CHARCE 117 CONNECTION VITH FOREIGN TRANSACTIONS.

Assuming that Federal reserve banks have power to engage in
transactions whereby they sell or lend gold to foreign banks, purchase
oills for the account of foreign banks or extend credit in any way to
foreign banks, have the Federal reserve banks the right to charge a
reasonable commission or fee for so doing*

In my opinion it is an incidental power of Federal reserve
Danks to make a reasonaole charge for any service lawfully rendered by
ilhem unless such charge is prohibited by statute or is contrary to
public policy, Tnere is no statute prohibiting the making of charges by
Federal reserve banks in connection with dealings in gold or bills of
excnange with foreign central banks, nor is there anything in the Federal
Reserve Act to indicate that such a charge should be considered contrary
to public policy. Assuming that the Federal reserve banks have power
to engage in these foreign transactions, | am of the opinion, therefore,
that they are legally authorized to make a reasonable charge for the
services which they render in that connection.

GOLD TRANSACTIONS.
Section 14(a) authorizes and empowers the Federal reserve banks:
I1(a) To deal in gold coin and bullion at home or abroad, to
make loans thereon, exchange Federal reserve notes for gold,
gold coin, or gold certificates, and to contract for loans
of gold coin or bullion, giving therefor, when necessary,
acceptable security, including the hypothecation of United
States bonds or other securities which Federal reserve banks
are authorized to hold;”

This section does not expressly authorize the Federal Reserve

Board to regulate, limit or restrict the exercise of the powers conferred

thereby; but I am of the opinion that such authority is to be found else-
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where in the Act.

I am not familial with the details of the arrangements between
tne Federal Reserve Sank of Hew York and the various central banks of
foreign countries; but it is nmy understanding that, whenever the Fed-
eral Reserve Banks have undertaken to enter into transactions with
foreign central banks involving the purchase and sale of bills of ex-
cnange or dealings in gold, the Federal Reserve Sank of New York has
first entered into mutual arrangements with such central banks whereby
each banx appoints tne other its correspondent or agent, and that the
transactions which take place under these arrangements are conducted
oy the Federal Reserve Bank of How York on behalf of all Federal Re-
serve Banks on a pro rata basis. Where this is done there can be
no douot of the Board’'s power to prescribe rules and regulations govern-
ing all such transactions which are authorized by any part of Section 14;
because the last sentence of Section 14(e) provides that:

"Whenever any such account has been opened or

agency or correspondent has been apoointed by a Fed-

eral reser\e bank, with the consent of or under the

order and direction of the Federal Reserve Board,

any other Federal reserve bank may, with the consent

and approval of the Federal Reserve Board, be permitted

to carry on or conduct, through the Federal reserve

bank opening such account or appointing such agency

or correspondent, any transaction authorized by this

section under rules and regulations to be prescribed

by the board."”

It has been suggested that the words "any transactions" as used
here refer only to the purchasing, soiling and collecting of bills of
exchange under authority of subdivision (e) of Section 14; but, in

my opinion, no such restricted interpretation can properly be given

to these words. The words "any transaction authorized by this section”
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are veily oroad m their scope and clearly include every transaction
authorized oy any part of Section 14, including the power granted "by
buodivision (a) to deal in gold coin and "bullion at home or abroad.

In my opinion, therefore, this provision of subdivision (e) of Section
I* specifically authorizes the Board to prescribe rules and regulations
governing any and all transactions in gold between a Federal re-

serve oank and a foreign central bank which has been appointed as

the agent or correspondent of such Federal reserve bank, if other
jiedoral reserve Danks participate in such transactions.

Independently of the power conferred by section 14(e), however,
I am xurther ox tnc opinion that the Federal Boserve Board is authorized
O - egula”™e, limit or restrict international gold transactions of the
Federal reserve banks, oven when such transactions are not conducted
tnrough correspondents or agencies opened or established pursuant to
section 14(o/. This power in ny opinion is included in the power con-
ferred by section I1(j) "to exercise general supervision over said
Federal reserve banks* and the power conferred by Section il(i) to
"perform the duties, functions, or services specified in this Act, and
make all rules and regulations necessary to enable said Board effec-
tively to perform the same.

In view of the great importance of this question, | shall dis-
cuss at length the nature and extent of the Board*s oowor of general
supervision, the legislative history of the open market powers of
tne Federal reserve banks, the respective functions of the Federal
reserve banks and the Federal Reserve Board in the Federal Reserve

System and tne relation of international gold transactions to other

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



Digitized for FRASER
http://fraser.stlouisfed.org/

(- 10-) X-4980

transactions over which the Seal'd has been given specific powers. Before
entering upon such a-lengthy discussion, however, i shall state briefly
my reasons for the above conclusion.

1* ~ ~as “onS been recognized that bankinO is a business af-
fected with the public interest and that banks are subject to regulation
under the police power for the protection of the general welfare of
the people.

2. Because of their very nature and because of tile far-reaching
eifgcts of their policies and transactions on the general welfare of
the people, this is especially true of Federal reserve banks.

3. Federal reserve banks are instrumentalities of the Federal
government created for public purposes and are at all times and in all
respects subject to the paramount authority of the Federal government.

4. The Federal Reserve 3oard is an arm of the Federal government
created for the purpose of administering the Federal Reserve Act and
exercising general supervision over the Federal reserve banks, to the
end that they may function in a manner best calculated to carry out
the purposes of the Federal Reserve Act, to serve the public policy
of the United States, and to benefit the people of the United States.

5. The Board*s general power of supervision includes the power
to see that the Federal reserve banks preserve and protect the banking
reserves of the country with which they are entrusted, that they do
nothing which may endanger the solvency or soundness of their cur-
rency, that they carry out faithfully the purposes of the Federal
Reserve Act and that they comply in all respects with both the letter

and the spirit of the law. This power carries with it the power to
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require the Federal reserve tanks to cease doing anything which is ultra-
vires or which might defeat the purposes of the Fedora.! Reserve Act or
which might be detrimental to the public interest. Moreover, this power
is to be construed liberally so as to enable the Board effectively to
safeguard the great public interests confided to it.

S. From an examination of Jhe Committee reports and legislative
deoates on the Federal Reserve Act it is perfectly clear that the power
of carrying on the regular routine everyday business of the Federal re-
serve banks and the power of determining local policies was entrusted
to their respective board of directors, but the Federal Reserve Board
was created as la general board of management” entrusted with the power
to overlook and direct the general functions of the banks in order that
the Board, on behalf of the government, might retain some power over
the exercise of the "broader banking functions" affecting the country
as a whole.

7. To this end, the Board was given power, among other things,
to review and determine the rates of discount to be fixed by each
federal reserve bank from time to time, to regulate the open market
transactions of the Federal reserve banks, to exercise general super-
vision over the Federal reserve banks, and to make all rules and
regulations necessary to enable the 3oard to perform the duties, func-
tions or services specified in the Federal Reserve Act.

8. The power to purchase and sell bills of exchange and bankers*
acceptances in the open market was conferred upon the Federal reserve
banks in order to enable them to make their rediscount rates effective

and to protect their gold reserves, but this power was subjected to
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regulation by the Federal Reserve 3oard In order that the Board might have
sone control over the reserve positions of the banks, the rediscount
rates, and general credit conditions throughout the country.

S. For the same reason, the Board was given a great measure of
control over the other open market operations of the Federal reserve
Danks, over thelr power tO appoint correspondents, open accounts and
establish agencies abroad, and over the transactions which might be
conducted through such foreign correspondents and agencies.

10. Tre effectiveness of the powers thus conferred upon the
Board would be seriously impaired and the Board’s ability to exercise same
control over the rediscount rates, open market operations and foreign
transactions of the Federal reserve banks with a view t protecting the
gen?ral credit situation and overseeing the "broader banking functions™
affecting the country as a whole might be rendered nugatory iIf the
Federal reserve banks could enter iInto transactions with foreign banks
involving the purchase and sale, lending, borrowing and earmarking of
gold, thereby moving great quantities of gold into or out of the
country, without being subject to any regulation or check by the Federal
Reserve Board.

11*  Any statute must be construed as a whole and In such a
Vay as t cariT out the intent of the legislature. The iIntent of the
legislature must be obtained by reading the act as a whole and not by
construing isolated provisions of the same without any reference to
their relation to the other provisions of the act or the effect of
such construction upon other provisions of the act.

12. To construe the Board’s powers '‘to exercise general suoer-

vision over the Federal reserve banks” and "‘to perform the duties,
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functions or services specified In this act and to make all rules -ad
regulations necessary t enable said Board effeclively to perform the
sane’l strictly and In such a way as not to include the power to exercise
some control over intemational gold transactions, would clearly defeat
e oroad purposes ot the Federal Reserve Act and greatly inmoair the
Board"s lunetion as a “general board of management’’ entrusted with the
ponel t overlook and direct the general functions of the banks iIn order
that the Board, on behalf of the govermment, might retain some power over
the exercise of tne *broader oanking functions affecting the country as
a whole.

13. Dealings in gold between the Federal reserve banks and foreign
central oanxs are transactions of importance to the entire Federal Re-
serve System and to the public interests of the United States as a whole.
Uoimally large amounts are involved iIn these dealings. Frequently iIn
such transactions the funds of the Federal reserve banks are iInvested
In or represented cy assets located in foreign countries. This use of large
amounts of the funds of the Federal Reserve System mignt cause a serious
restriction upon the amount of funds available for use iIn this country
and harmful results upon the Federal Reserve System or upon the business
interests of this country night ensue. It could seriously affect the
gold reserves of the country and the effectiveness of the rediscount
rate.

14. Under these circumstances, the question whether and t what
extent Federal reserve o.nks should engage iIn transactions of this kind
IS an iImportant question of policy to the Federal Reserve System as

a whole. The practical responsibility of such transactions is one
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which in the last analysis, must rest upon the Federal Reserve Board.

IT tho federal Reserve Board"s power of general supervision over Fed-
eral reserve banks Is t have any practical effect or is to be given any
substantial meaning, It must be considered t extend to and include the
regulation or restriction of such important activities of Federal reserve
oanks as these intermational dealings in gold, which may impair the ef-
fectiveness of the rediscount rate and the open market transactions over
which tie Board is expressly given a large measure of control.

I an of the opinion, therefore, that by virtue of Its right tO ex-
ercise general supervision over Federal reserve banks the Federal Reserve
Board is empowered and authorized to restrict or regulate important deal-
ings in gold involving substantial amounts between Federal reserve banks
and foreign central banks under section 14(a) of the Federal Reserve Act
and that accordingly the Federal Reserve Board may, if It S0 desires,
require Federal reserve banks to obtain i1ts approval before entering Into
such transactions.

=FURTHER DISCUSSION AND CITATION OF AUTHORITIES.

Tne aoove is only a sumary of the reasons for my conclusions
regarding the board™s power to exercise supervision and control over
intermational gold transactions. In view of the vast importance of this
subject, 1 have made a very lengthy and complete study and feel that |
should submit below for future reference the results of that study and
the citations of such authorities as | have found.

SEVERAL SUPERVISORY POWER.

I have made a careful and thorough study of the Board®s general
supervisory power and of the legal authorities regarding the general
supervisory or visitatorial powers in general. | submit the following
discussion of that subject for the Board®s further information.
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It @s customary in American law to vest in some board, commission,
or officer, the power to exercise general supervision over certain tyoes
of corporations such as common carriers, iInsurance companies, and bonks,
\which are affected with a public interest. Furthermore, under American
law all corporations are chartered by the Govermment and have only such
powers as are expressly granted in their charters or in the laws under

which they are incorporated and such incidental powers as are necessary

o the exercise of the powers expressly granted. It is well settled that

cy implication they are forbidden to exercise any other poners. The State,
therelore, iIs interested iIn any attempt by a corporation to exceed Its
corporate powers and 1t is well settled that the State iIs the one t© com-
plain of any ultra vires acts of a corporation and is the only one which
can institute quo warranto proceedings to compel a corporation to cease
p~r_arming ultra vires acts. The duties of boards, commissions or
onicers charged with general supervision over corporations affected
wion a public interest, therefore, are primarily to see that such cor-
porations do not exceed their lawful powers and that they carry out the
purposes of theilr organization in such a way as to benefit rather than
injure the public, and to prevent or check any abuses of any character.
Tnis power, iIn 1ts general nature and purpose is quite similar to,
if not the sare as, the comon law power of visitation. A discussion of
tne authorities on the subject of visitatorial powers, therefore, may
throw some light on the extent of the Board’s duties and powers iIn te
premises.
Tne visitors ol eleemosynary and ecclesiastical cor-corations at
conmon law, however, frequently performed all the functions and possessed
all tre powers which are now divided between the directors of banks and

tre govermmental authorities having supervision over them; andit is Im-
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portant t keep tnis in mind while reading the authorities quoted below:

Bouvior>s Law Dictionary, (p. 3404) discusses this subject s follons:

. "Visitation. The act of examining into the affairs of a corpora-
fon.

n "The power of visitation is applicable only t ecclesiastica.l
and eleemosynary corporations. 1 3la. Can. 430. The visitation of civil
corporations is by the govemment itself, through the medium of the
courts of justice. See 2 Kent, 240. In the United States, the legislature
is the visitor of all corporations founded by it for public purposes;
Dartmouth College v. Woodward, 4 Wheat. (U.3.) 518 4 L. K. 6O~

* * * X% * * * * * * * *

"All eleemosynary corporations who .ae to receive the charity
of the founder have visitors iIf they are ecclesiastical corporations;
and i1f a particular visitor is not provided by the founder, then the
Ordinary of the place is the visitor; if they are lay corporations,
the founder and his heirs are perpetual visitors; 5Mod. 404. It is a
necessary incident of an eleemosynary corporation; 1 Mod. &; "'a power

—correct abuses and to enforce due observance of the statutes of the
£.narity, "hut not a power to revoke the gifts, to change uses or divest
rights;” Allen v. McKean 1 Sun. 273k Bed. Cas. No. 229, per Story, J.

“A visitor has the right of iInspecting the affairs of the
corporation, and superintending all officers who have charge of them
according t tre statutes of the founder, without any control or revision
of any other person or body, except the judicial tribunals, by whose
authority and jurisdiction he may be restrained and kept within the limits
of the granted powers, and made t© regard the general laws of the lad;
in re Murdock, 24 Mass. S3B.. No. appeal lay from a visitor unless he
visits qua Ordinary, when an appeal lay to the Crom in Chancery. It was
ea.id oy Lord Canden that visitation iIs despotism uncontrolled and without
appeal; odxait, Corp. 534. See, generally, Tudor, Charitable Trusts;
Stephens, Statutes Relating to Ecclesiastical, etc., Institutions; Report
of Oxford Commission (1852); 7 Com. Dig. 45; 21 Viner, Abr. 537. See"34
L. Mag. and Rev. 40, as to Oxford and Cambridge Universities.

""In Massachusetts i1t is held that the visitation of eleemosynary
corporations according to the comon law Is in force except as altered by
statute; In re Murdock, 24 Mass. 303; such statutes may vest visitatorial
power iIn the courts, In the absence of a personal visitor, or even where
treie 1s one; In re Taylor Orphan Asylun, 35 Tis. 534; but where visita-
torial power is conferred on certain public officers, the courts may not
interfere unless such visitors should act contrary to lav; Nelson v.
Cushing, 2 Qush. (&b Mass.) 519.

"BEven where a testator, in founding a hospital, directed that ths
trustees should annually report their acts to the court and give bonds,
it was neld that the court had no visitatorial power or other supervision;
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Jenkins v. Berry, J Ky. 30. S3 S."7. 59"

MThe visitatorial power of a court over a cemetery association does

not authorize it to substitute 1ts own business .judgrent for that of
association; Roanoke Cemetery Co. v. Goodwin, 101 Va. 605, W S.E. /

"Under the visitatorial powvers of a state over corporations doing
business within iIts borders, it is competent for It to compel such corpora-
tions to produce their books and papers for Investiga.tion and to reauire the
testimony of their officers and employees to ascertain whether its laws
have been complied with, and this power extends to the production of books
and papers kept outside of the state, and a statute requiring such production
does not amount to an unreasonable search or seizure or a denial of due -
process of law; Consolidated R. Co. v. Vermont, 207 U. S. wl, 28 Sp. Ct.
175, 52 L. Ed. 327, 12 An. Cas. ©008; Hammond P. Co. v. Arkansas, 212 U.S.
32, 29 Sp. Ct. 370, 53 Ed. 530, 15 Am. Cas. BU5. A corporation, being
the creature of the state, has not the constitutional right to refuse to
submit i1ts books and papers for an examination at the suit of the state, and
an officer of a corporation charged with criminal violation of a statute
cannot plead the criminality of thg ration as a refusal to produce its
books; Hale v. Henkel, 201 U. S. Uo, Sup. Ct. 370, 50 1. HA. . A cor-
poration is bound to furnish information when called for by the state, so
far as reasonably possible, and state the facts which excuse them from an-
smeriré% more fully; State v. Express Co., SI Minn. 87, S3 N.W. UBD, 50 L.R.A.
06/, An. St. Rep. ; by statute the right exists iIn Kansas; See Western
U. Tel. Co. v. Austin, Kan. 208, J2 Pac. .

"It may be considered that, to a certain extent, railroad com-
missions are the machinery created by law for the exercise of visitatorial

power .
1

"This power does not include the conmon law right of the shareholder
to Inspect the books of the corporation; Guthrie ). Earkness, 199 U.S.
IS, 26 Sp. Ct. k, 50 I. Ed. 130, k Am. Cas. U33.

In the famous Dartmouth College Case, 17 U.S. (k Theat) 517, 672,
Mr. Justice Story discusses tne subject of visitors of eleemosynary corpor-
ations as follows:

"To all eleemosynary corporations, a visitatorial power
attaches, as a necessary incident; for these corporations being
composed of individuals, subject to human infirmities, are liable,
as well as private persons, to deviate from the end of thelr iInsti-
tution. The law, therefore, has provided, that there shall somewhere
exist a power to visit, inquire into, and correct all irregularities
and abuses iIn such corporations, and to compel the original purposes
of charity to be faithfully fulfilled. 1 31. Con. B~ The na-
ture and extent of this visitatorial power has been expounded with
admirable fulness and accuracy by Lord Holt in one of his most cele-
brated judgrents. Phillips v. Bury, 1 la. Rayn. 5; s.c. 2 T.R. .
And of common right, by the dotation, the founder and his heirs are the
legal visitors, unless the founder has appointed and assigned another per-
son to be visitor. For the founder may, if he please, at the time of the
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endowment, part with his visitatorial pover, and the

person to whom It is assigned will, iIn that case, possess

it in exclusion of the founder’s heirs. 1. Bl. Com. US2.

*** But where trustees or governors are incorporated

to manage the charity, the visitatorial power is deemed

to "belog to them in their corporate character. Philips

V. Bury, _1 Ld. Raym. s.c. 2 T.R. 36; GHeen v. Rutherforth,
1 Ves.” U2; Attormey-G-eneral v. Middleton, 2 1hid.327;

Case of Sutton Hospital, 10 Co. 23,31*”

That the power to supervise and examine Banks is a visitorial
power is indicated By the following passage in Morse on 3anks and
Banking G "&H) Vol 1, p.UU:

"A state may iInvest the supervision of Banks in a Bank
commissioner or other examiner, and grant to him visitorial
powers over Banks and impose upon him the duty of examination
of Banks, the investigation of their solvency, and the winding
up of their affairs If the protection of the depositors demands
such action. He may examine the records of the Bank, change
the personnel of the Board of directors, and estaBlish rules
for the proper discharge of his duty. His power should not Be
unduly narrowed By construction, nor can he Be removed By the
governor.”

In Guthrie v. Harkness, 199 U.S. IUS, a stockholder in a national Bank
applied for leave to iInspect the Books, accounts and loans of the Bank for
the purpose of ascertaining the value of his stock. Upon refusal t allow

proceedings

such iInspection, he instituted/to compel the officers of the Bank to permit

him to examine the Books. One of the defenses made on Behalf of the
officers was that the common law right of the stockholder to inspect
the Books of a corporation is cut off as to stockholders of national
Banks By Section 521 of the.Revised Statutes, which provides that
"No association shall Be suBject to any visitorial powers other than
such as are authorized By this title or are vested iIn the courts of
justice.” The court held that the stockholder was entitled to examine
the Books of the Bank and that the officers thereof must permit him

to do =o.

Mr. Justice Day said:
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"But, 1t Is said, the right the shareholder to inspect
the hooks is cut off by section 52*1, providing “no association
shall be subject to any visitorial powers other than such as are
authorized by this Title, or sre vested in the courts of justice.
»We are unable to find any definition of “visitorial powers” which
can be held to include the common law right of the shareholder to
inspect the books of the corporation * * *.

* * * * * * * X *x * *

"The meaning of this section was before Judg% Baxter in ﬂwe
case of First Nat. Bank of Youngstown v. Hughes, O Fed/Ren. 737,
T_eanmg of the term Wisitorial powers”, as used in
sectlon that learmed judge said:
# Visitation, in law, is the act of a superior or super-
intending officer, who visits a corporation t excsnire Into
its manner of conducting business, and enforce an observance
of its lpws and regulations. Burrill defines the word to mean
""Inspection; superintendence; direction; regulation.” ~

At common law the right of visitation was exercised by the King
as to civil corporations and as to eleemosynary ones by the founder
or donor. 1 Cooley"s Blackstone, USI. ’In the United States the legis-
lature is the visitor of all corporations created by it, where there
iIs no individual founder or donor, and may direct judicial proceed-
INngs against such corporations for such abuses or neglects as would
at comnggzlargtecause forfeiture of their charters.” 1 Cooley"s Black-

"In the case before us the Supreme Court of Utah quotes from
Merrill on Mandamus as follows:

. Wisitors of corporations have power to kegp, them
-ifikal legitimate sphere of their operations, and t
correct all abuses of authority, and t nullify all ir-
regular Proceedings. In America there are very few cor-
porations which have private visitors, and In the absence
of such, the State iIs the visitor of all corporations.*

"In no case or authority tte.t ne have been able to find has
there been a definition of this right, which would include the
private right of the shareholder to have an examination of the busi-
ness In wnich he interested, and the right of discoverv of the
methods and means by which the agents of the corporation are con-
ducting 1ts affairs.The right of visitation being a public right,
existing In the State for the purpose of examining into the conduct
--the corporatj.op_wlﬂ”l a view to keeping it within its legal~powers,
C?tgress n&3 1n mind In passing this section that iIn other sections

N had~m” e full ad, complete provision for investi atlon

by the Comptroller of the Currency and examiners appointed by
andj—authorizing the appointment of a receiver, to take possessmn
g™ _the business with a view to winding up the affairs of the ba kT
It was the intention that this statute should contain a full code of
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"provisions upon the subject, ard that no state law or enactment
should undertake to exercise the right of visitation over a na-
tional corporationj Except iIn 0 far as such corporation was liable
t control in the, courts of Jstice, this act was to be the full
measure of visitorial power.1l

The Board’s power to exercise general supervision over Federal re-
senve banks and examine Into their affairs iIs quite similar to the corresponding
power of the Comptroller of the Currency over national banks, and 1t would seem

that the nature and purpose of the Board’s power must be practically the same as
that of the Comptroller’s.

In the case of State v. Llorehead, (Nebr.) 155 N. W. 879, the court iIn

discussing the right of the State Banking Board to refuse to iIssue a charter to
a savings bank said:

"When the general rule of statutory construction is applied
and section 16 is considered iIn connection with the other provi-
sions, It must be held that the board is vested with authority not
only to correct evils that may creep Into the management of an exist-

ing bank, but to guard against dangers, that may threaten institutions
2hout T ba Formed. T o9 Y

" “The power to compel ,beforehand, co-operation,
and thus, 1t iIs believed, to make a failure unlikely and
a general panic almost impossible, must be recognized, if
govermment iIs to d 1ts proper work, unless we can say
that the means have no reasonable relation t© the end. Nable
State Bank v. Haskell, 219 U.S. 104, 112, 31 Sun. Ct. 186,
188 (55 L. H. 112, 32 L.R.A.(F.S.) 1062, An. Cas. 1912A.487).~

'x * * he think the intention of the Legislature was to vest
the banking board with general control and with authority to do all
Jbiflgs reasonably necessary for the eprotection of depositors through-
out the state. The Board also stands In the nature of a trustee for
this guarantee fud, and It is its duty to take such precautions as
may be necessary to protect its integrity. The terms “general super-
vision and control” vest the banking board with duties of a very high
glder,—and they are not t be perfunctorily discharged, but to ke ad-
TjrB.istered with the highest decree of iIntelligence ana discretion.

"It iIs customary for Legislatures to grant to administrative
bodies of this character the power to adopt rules, by-laws, and
regulations reasonably necessary to carry out the purpose for which
they are created, and this grant is not an improper delegation
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’of authority. Blue v. Beach, 155 Ind. , 121, 56 N.E. 89,
50 L.R.A. 64, 8C Ah. St. Rep. 195 and cases cited. This
is held generally to 'te the rule in matters coming within
the police power of the state. That the hanking business
comes within that power is no longer an open question.

" "The police power extends to all the great public needs
(Canfield v. United States, 167 U.o. 518, (17 Sup. Ct. 864,
42 L. Ed. 260) and includes the enforcement of commercial
conditions such as the protection of bank deposits and checks
drawn against them by compelling cooperation so as to prevent
failure and panic.® (Noble State Bank v. Haskell, 219 U. S. 104)

"The business of banking coming within the police power of
the state, the same rule of construction may be applied to banking
acts and to rules and regulations established by banking boards as
applies to acts creating other administrative bodies coming within
the police power. The Supreme Court of Judicature of Indiana, in
discussing this phase of the Question, in Blue v. Beach, supra,
says:

" "V/hile it is true that the character or nature of

such boards is administrative only, still the powers

conferred uoon them by the Legislature, in view of the

great public interests confided to them, have always

received from the courts a liberal construction, and

the right of the Legisla.ture to confer upon them the

power to make reasonable rules, by-laws, and regula-

tions, is generally recognized by the authorities.™™

The case of Great Northern Railway Company v. Snohomish County,
48 T*ash. 478, 93 Pac. 924, involved the construction of a State statute re-
quiring the State Board of Tax Commissioners to exercise ‘'‘general supervision”
over assessors and county boards of equalization and the assessment of tax-
able property in order to secure equality in taxation. The case turned upon
the proper meaning of the term "general supervision" - whether it authorized
the Commissioners to act merely in an advisory capacity or whether it authorized
them to classify inter-county railroads and fix the value thereof for the
purpose of taxation. The court held that the statute authorized the Com-

missioners to classify inter-county railroads and fix the value thereof for

purposes of taxation; that the words '‘general supervision”imply something
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more than a mere power to advise and suggest; that they confer authority
to oversee and review the acts and correct errors of those over whom the
right of supervision is granted. In the course of the opinion the court said;

"While these several provisions dear more or less directly
on the question under consideration, the case turns principally
on the meaning of the term ’general supervision’ in the act de-
fining the powers and duties of the state hoard of tax commis-
sioners. * * * The state hoard of tax; commissioners is given
general supervision over assessors and county hoards of equali-
zation, to the end that all taxable property shall he placed on
the assessment rolls and eoualized as between the different coun-
ties and municipalities, so that equality of taxation shall he se-
cured according to the provisions of law. What is meant hy “gen-
eral supervision’? Counsel for respondents contend that it means
to confer with, to advise, and that the hoard acts in an advis-
ory capacity only. We cannot believe that the Legislature went
through the idle formality of creating a hoard thus impotent. De-
fining the term ’general supervision” in Yantongeren v. Hefferman, 5
Dak. 180, 38 U.w. 53, the court said: "The Secretary of the In-
terior, and under his direction, the Commissioner of the General
Land Office, has a general I1supervision over all public business
relating to the public lands.” What is meant hy 'supervision"?
Webster says supervision moans ''to oversee for direction; to
superintend; to inspect; as to supervise the -press for correc-
tsOl- 1 And, used in its general and accented meaning, the Sec-
retary has the power to oversee all the acts of the local of-
ficers for their direction, or, as illustrated hy kr. Webster, he
has the power to suoervise their acts for the purpose of correct-
ing the same; and the same power is exercised hy the Commission-
er under the Secretary of the Interior. It is clear, then, that
a fair construction of the statute gives the Secretary of the
Interior, and under his direction, the Commissioner of the Gen-
eral Land Office, the power to review all the acts of the local
officers, and to correct, or direct a correction of, any errors
committed hy them. Any less power than this would moke the
"supervision™ an idle act - a mere overlooking without power of
correction or suggestion.® Defining the like term in State v.
F.E. & k.V. R.R, Co., 22 Nebr. 313, 35 IT.7-. 118, the court
said: “"Webster defines the word "supervision”™ to he 'the act of
ovcrscoing; 1inspection; superintending.” The hoard therefore is
clothed with the power of overseeing, inspecting, and super-

. intending the railways within the state, for the purpose of car-
rying into effect the provisions of this act, and they are
clothed with the -power to prevent un_just discrimination
against either persons or daces.” It seems to us that the term
"general supervision’ is correctly defined in these cases. Cer-
tainly a person or officer who can only advise or suggest to
another has no general supervision over him, his acts or his conduct."

Similarly, it would seem that the Board’s cower to exercise ''general
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supervision'™ over the Federal reserve banks would include the power to
require the Federal reserve hanks to carry out the purposes of the Act
and to check any practices which would he detrimental to the public in-
terest or inconsistent with the purposes of the Act. Certainly, the Board-"s
power of general supervision should not he construed in such a way as to
"make the “supervision* an idle act - a mere overlooking without power
of correction or suggestion."
On the other hand, there are some cases indicating the limitations
on this power of general supervision.
One of such cases is that of State v. Bronson, (Mo.) 21 S.W.1125.
The constitution of Missouri provides that "The supervision of instruction
in the public schools shall he vested in a hoard of education whose powers
and duties shall he prescribed by law.l1 The legislature passed a law
creating a commission to purchase the hooks necessary for use in the schools.
This law/ was objected to by the directors of a school district as being
unconstitutional on the ground that it was in violation of the powers
vested in the hoard of education ty the constitution.
The court held that the selection and purchase of the school
hooks docs not come within the fair meaning of the w"ords ‘‘the supervision
of instruction”™ and the law does not violate the constitutional provi-
sion. In so holding the court said:
"“frith such a general system of public schools it
must he evident that when the constitution says the super-
vision of instruction shall he vested in the state hoard
of education, it does not mean that this hoard shall enter
into the details of giving instruction or carrying on the
schools. All this is and may he left to subordinate officers.

It means no more than a general oversight over the matter of
instruction.™
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In the case of Roanoke Cemetery Co. v. Goodwin, 101 Va. 605,
44 S_.E. 769, the lower court ho.d reviewed the reasonableness of regula-
tions prescribed by the cemetery association for the conduct of its
business and the fees charged for opening graves and had issued a de-
cree whereby the court undertook to prescribe its own rules and regula-
tions for the management of the affairs of the company, even going to
the extent of determining the fund out of which the salary of the super-
intendent should be paid. The Supreme Court of Appeals in Virginia held
that the decree* exceeded the power of the court and said:

"It is not permissible for a court to thus sub-

stitute i1ts own business discretion and judgment for

that of the company; its visitorial powers have no

such scope. 1 Clark & liarshall, p. 547. 3

Similarly, it might be said that the authority to exercise gen-
eral supervision over the Federal reserve banks does not carry with it
the duty to enter into the details of operating the banks nor the author-
ity for the federal Reserve Board to substitute its own business judg-
ment and discretion for that of the directors.

without attempting to lay down a precise definition of the Board
power of general supervision, it may be said that generally it includes
the power and carries with it the duty to see that Federal reserve
banks do not exceed their corporate powers; that they do not discrim-
inate in favor of or against any class of the public or any member
banks; that they preserve and protect the banking reserves of the coun-
try with which they are entrusted; that they do not do anything which
may endanger their solvency or the soundness of their currency; that
they carry out faithfully the purposes of the Federal Reserve Act; and

that they comply in all respects with both the letter and spirit of
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the law. 1 am further of the opinion that this power carries with it the
power to require the Federal reserve hanks to cease doing anything which
is ultra vires which might defeat the purposes of the Federal Reserve

Act or which might he detrimental to the public interest.

Loreover, this power is to he construed liberally so as to enable
the Board effectively to safeguard the great public interests confided to
it. Blue v. Beach, 155 Ind. 121, 45 N.E-. 89. As stated in State v. koreland,
supra, 'The terms "general supervision and control* vest the banking board
with duties of a very high order, and they are not to be perfunctorily
discharged, but to be administered with the highest degree of intelligence
and discretion.”

On the other hand, 1 am of the opinion that this power does not
carry with i1t either the duty or the power to interfere in the details
of the operation of the Federal reserve banks or to substitute the Board"s
own business judgment and discretion for that of the directors of the
Federal reserve banks.

It does, however, include the power to check any actions on
the part of the Federal reserve banks which would nullify or impair the
effective exercise of any lawful powers of the Federal Reserve Board
or which would constitute an evasion of any control which the Federal
Reserve Board is authorized to exercise over the general credit policies
of the System as a whole. Within this class of actions which are subject
to regulation under the Board®"s general supervisory power would clearly
be included international dealings in gold, which might tend to affect
or impair the effectiveness of the rediscount rate, which is expressly
made subject to review and determination by the Federal Reserve Board, or
which would nullify the effect of the Board®s restrictions on the open

market operations of the banks.
Digitized for FRASER

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



6- ) X-4980

THE RELATIVE FRJITCTIQLTS OF THE BOARD AND THE BANKS
AS SHORN BY LEGISLATIVE HISTORY.

That these views, based upon a purely legal interpretation of the
Board’s powers, are in accordance with the intent cf Congress at the time it
enacted the Federal Reserve Act appears from the following passages in the re-
port on the original Federal Reserve Act submitted to the House of Representa-
tives by kr. Glass, on behalf of the Banking and Currency Committee, under
date of September 9, 1913 (pages 16, 18, 19, 42 and 45):

"eln order that the banks may be effectively inspected,
and in order that they may pursue a barking policy which
"shall be uniform and harmonious for the country as a whole, the
committee proposes a general board of management intrusted with
the povw/er to overlook and direct the general functions of the
banks referred to. To this it assigns the title of °The Federal
reserve board."™" . - -

| "The only factor of centralization which has been provided
/in the committee’s plan is found in the Federal reserve board,

which is to be a strictly G-overnment organization created for

the purpose of inspecting existing banking institutions and of
regulating relationships between Federal reserve banks and between
them and the Government itself. Careful study of the elements of

the problem has convinced the committee that every element of ad-
vantage found to exist in cooperative or central banks abroad can

be realized by the degree of cooperation which will be secured
through the reserve-bank plan recommended, while many dangers and
possibilities of undue control of the resources of one section by an-
other will be avoided. Local control of barking, local application

resources to necessities, combined with Federal supervision, and

Tifflited by Federal authority to compel the joint application of bank
resources to the relief of dangerous or stringent conditions in any
locality are the characteristic features of the ulan as now nut
forward. The limitation of business which is proposed in the sec-
tions governing rediscounts, and the maintenance of all operations
upon a footing of relati \ely short time will keep the assets

of the proposed institutions in a strictly fluid and available
condition, and will insure the presence of the means cf accommoda-
tion when banks apply for loans to enable them to extend to their
clients larger degrees of assistance in business. It is proposed
that the Government shall retain a sufficient power over the reserve
banks to enable it to exercise a directing authority when necessary
N2 b 0, but that it shall in no way attemot to carry on through its
own mechanism the routine operations of banking which require detailed
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knowledge of local and individual credits and which determine
the actual use of the funds of the community in any given
instance. In other words, the reserve-hank plan retains to
the Government -power over the exercise of the broader hanking
functions, while it leaves to individuals and -privately owned
institutions the actual direction of routine.”

* * * * * * *
’

"In this section provision has been made for the
creation of a general hoard of control acting on behalf of
the national Government for the purpose of over-seeing the
reserve hanks and of adjusting the hanking transactions of one
portion of the country, as well as the Government deposits there-
in, to those of other portions.”

(e) In paragraphs (e), (), (@), (), and (i) are con-
veyed powers which are largely self-explanatory and about which
there can he little or no question, granting the general idea of
effective Government oversight through a Federal reserve hoard
or some similar organization."

The power of carrying on the regular routine every-day business of
the Federal reserve hanks, therefore, and of determining the local policies
was entrusted to their respective hoards of directors, hut the Federal Reserve
Board was created as 'a general hoard of management™ entrusted with the power
to overlook and direct the general functions of the hanks in order that the
Board, on behalf of the Government, might retain some power over the exercise
of the "broader hanking functions'" affecting the country as a whole.

That the open market operations of the Federal reserve hanks and
their transactions with foreign central hanks in gold, credits and hills of
exchange is a function affecting the country as a whole, seems perfectly ob-
vious, and it would seem to follow that the Board was intended to have a

control over all such operations. This will appear more clearly from a con-

sideration of the history and nature of such transactions.
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HISTORY M D ITATUR3 OF OPEN HARKST FUIICTIONS .
The report of the House Banking and Currency Committee (pp- 52 and 53)
discusses section 15 of the original Federal Reserve Bill, which later became
section 14 of the Federal Reserve Act as follows:

""Section 15.

"It will have been observed that the transactions au-
thorized in section 14 (nhow section 13 of the Federal Reserve Act)
were entirely of a nature originating with member banks and in-
volving a rediscount operation. It is clearly necessary to ex-
tend the permitted transactions of the Federal reserve banks
beyond this very narrow scope for two reasons:

"le The desirability of enabling Federal reserve banks
to make their rate of discount effective in the general market
at those times and under those conditions when rediscounts were
slack and when therefore there might have been accumulation of
funds in the reserve banks without any motive on the part of
member banks to apply for rediscounts or perhaps with a strong
motive on their part not to do so.

"2. The desirability of opening an outlet through which
the funds of Federal reserve banks might be profitably used at
times when it was sought to facilitate transactions in foreign
exchange or to regulate gold movements.

"In order to attain these ends it is deemed wise to allow
a reserve bank, TFirst of all, to buy and sell from anyone whom it
chooses the classes of bills which it is authorized to rediscount.
Kie reserve bank evidently would not do this unless it should be
in a position which, as already stated, furnished a strong motive
for so doing. Outright purchases in the open market would of
course require the payment of the face of the baoer less discount,
whereas rediscount operations would require simply the holding of
a reserve of 33 1/3 per cent behind the notes issued or deposit
accounts created in the course of the rediscount operation. Apart
from this fundamental permission, it was deemed wise to allow the
banks to buy coin and bullion and borrow or loan thereon and to
deal in Government bonds. The power granted in subsection (d) to
fix a rate of discount is an obvious incident to the existence of
the reserve banks, but the power has been vested in the Federal
reserve board to review this rate of discount when fixed by the
local reserve bank at its discretion. This is intended to provide
against the possibility that the local bank might be establish-
ing a dangerously low rate of interest, which the reserve board.
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familiar as it would be with credit conditions throughout the
country, would deem best to raise .

"The final power to open and maintain hanking J
accounts in foreign countries for the purpose of dealing
in exchange and of "buying foreign "bills Is necessary in
order to enable a reserve bank to exercise its full power in /!
controlling gold movements and in facilitating payments and
collections abroad." n

The open market powers granted to Federal reserve banks under Sec-
tion 14, therefore, were designed primarily to enable the Federal reserve
oanks to make their discount rates effective, to facilitate transactions
in foreign exchange, and to regulate and control gold movements. The
banks were given power to fix discount rates subject to review and de-
termination by the Federal Reserve Board, and it was explained that the
power to review discount rates was vested in the Federal Heserve Board
in order to provide against the possibility that a Federal reserve bank
might estaoxish a dangerously low rate which the Federal Reserve Board, 1in
view of general credit conditions throughout the country, might consider
inadvisable.

Having the cover to review and determine rediscount rates it
would seem necessary that the Federal Reserve Board should also have power
to review, regulate, and restrict any transactions which might have a bear-
ing on the effectiveness of the rediscount rate.

Obviously, the investment of Federal reserve funds abroad would
have a bearing on the effectiveness of the rediscount rate and the Federal
Reserve Board was given specific power to regulate, limit and restrict
the purchase and sale of bills of exchange, while no specific power to

control gold movements was given to the Federal Reserve Board, it would

seem clear that the Federal Reserve Board was intended, iIn the exercise
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oi i1ts general supervisory power, to have some control over gold trans-
actions which, might have a hearing on the effectiveness of the redis-
count rate or which might affect general credit conditions in this
country. This is entirely consistent with the theory that the Boards
of Directors of the Federal reserve hanks are intended to manage the
local transactions of the Federal reserve hanks, hut that the Fed-

eral Reserve Board is given power to control any transactions which
might have a hearing on general credit conditions in this country,

or in the position of this country in the international money market.

SEDATIONS BETWEEN OPBIT aus Tlayymiss_ REDISCOUNT
BATES AND POLE RESERVES]

The intimate relation between open market transactions, the
rediscount rate and international gold movements is further illus-
trated hy a report suomitted to the Federal Reserve Board under date
of October 12, 1915, hy Messrs. Warburg and Delano. The Board at
that time had been giving very careful study to a proposal made hy
Mr. MeAdoo, Secretary of the Treasury, to have the Federal reserve
hanks establish branches or agencies in Latin-"bnerican countries;
and the above mentioned report discussed the open market powers of
the Federal reserve banks in great detail, pointed out the proper
scope and purpose of such transactions, and the disadvantage of hav-
ing too large a proportion of the Federal reserve banks®" funds in-
vested in foreign countries. This entire report is very illuminating

and the following passage is of especial interest iIn this connection:

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



X-4980
(-31-)

"The Federal Reserve Banks have been organized as
custodians and conservators of the reserve money, of the
member honks. T7”e la permits member banks to count as
part of their reserve tie balances kept by them with
these Federal Heservo Banks, and it is the first duty
of the Federal Reserve Banks to maintain their funds in
a condition so liquid that their member banks -ray confi-
dently roly upon the ability of the Reserve Banks to pro-,
viao mold and credit when required. This function of
the Federal Reserve Banks is at no time to be considered
lightly, and in tiroes of stress involves grave re-
sponsibilities and difficulties. It is from this point
of view that the law has imposed very distinct restriction\
as to the character of the investments which may be made
by the Federal Reserve Banks, permitting only a certain
proportion of their funds to be normally invested and
requiring that such investments as are made be essentially
of a self-liquidating character, and of a shoft maturity.
It would bo unsafe and would shake the foundations of
confidence on the part of tne member banks as well as
of other nations should Federal Reserve Banks use a sub-
stantial portion of their resources for investment in
Latin American credits.

""Such procedure would run counter to all banking
practice in those countries where banks of the character
of the Federal Reserve Banks have been in successful
operation for generations. Neither the Bank of England,
the German Reichsbnnk, the Banque of France, nor any
otner of the government banks of the less important
countries has ever adopted such oi policy. The operations
of those banirs are primarily confined to transactions at
home, and foreign exchange transactions are engaged in only
as far .as they may be considered necessary for the protection
of the gold holdings of those government bonks. The leading
government banks normally maintain a substantial holding
of ninety-day bills on such foreign countries as are apt
to become important creditor nations from tine to tine,
but these bills arc drawn only on such countries as have
a well-established gold standard, well-developed discount
facilities, and a broad market where these bills can be
promptly resold. The object of these foreign holdings
can best be illustrated by a concrete case, c.g-,
should the Bank of the Netherlands find that exchange on
London advanced to a 73oint where gold began to move fron
Holland to England, it would offor for sale drafts on London
in order to counteract this movement. When its English cash
balance had been exhausted, the Bank of the Netherlands
would rediscount in London the long bills that it night
previously have accumulated and thus create new balances
with which to step the outflow of gold.
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"Such foreign bills arc taken only on tho feu foro-
niost financial powers. It is to be expected that American
bankers” acceptances will in tho future, when peace shall
have been restored, becone one of the privileged invest-
ments of these government b:>nks. In order to maintain
their Position’ in the foreign exchange market, it is
necessary for government banks to renew fror. tine to tine

-their foreign paper as It mixtures, and °it is for this
purpose that they use accounts with correspondents in those
few countries, none but the strongest Fims being selected
to act in this capacity. These fires or banks are permitted
to buy only first class banking paper, and they endorse
this paper to the government banks so that such government
banks do not run any risk of loss of capital in the trans-
actions and so that the government banks hold only paper
which can at any tine be resold iIn the open market or to
the foreign government banks if need be.

"It was this function of foreign correspondents or
agents that the writers of the Federal Reserve Act had in
mind when they provided that Federal Reserve Banks should

have the right, with the consent of the Federal Reserve
Board,

to open and maintain banking accounts in foreign
countries, appoint correspondents, and establish
agencies iIn such countries wheresoever it may deem

best for the purpose of purchasing, selling, and col-
lecting bills of exchange, and to buy and sell with

or without its indorsement, through such correspondents
or agencies, bills of exchange arising out of actual
commercial transactions which have not more than

ninety days to run and which bear the signature of

two or more responsible parties.”’

"For operations as above described the powers granted by
the Act will no doubt be availed of to good advantage, when
normal conditions shall have been restored in the important foreign
exchange markets.

"Your committee wishes to emphasize the fact that the
purpose of this paragraph was to give to the “federal Reserve
Banks a greater strength and additional liquidity by enabling
them to maintain a secondary gold reserve and to possess
themselves of assets upon which the Federal Reserve Banks
could realize iIn case of need without being forced to con-
tract the credit facilities granted at hone - the liquid
element of these foreign investments and the additional
protection that they would give to the Federal Reserve
System being the essential ground for permitting Federal
Reserve Banks to enter a foreign field."”
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i-ie following passage itor, a preliminary report on this subject pre-

pared by Mr. Warburg under date of October 4, 1915, also throws much light

on the history .ad purpose of Section 14 of the federal Reserve Act:
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3 "When dealing with interpretations of the Act, a groat
deal his often been said concerning the "intention of the

writers of the law".

Inasmuch as paragraph (e) of Section 14

his been bodily taken over from the Aldrich Plan, we have to
=0 beyond ohe writers of the Federal Reserve Act in order to
find the true intent of this paragraph, and inasmuch as Senator
Aldricn consulted me concerning this particular phase of the
intended act, and inasmuch as | suggested to Senator Aldrich

the insertion of this very paragraph,
venturing to explain what its original

I may be pardoned for
intention was.

"The two paragraphs read as follows:

Section 14(e) of the Federal
Reserve Act provides that every
Federal Reserve Bank shall have
power :

"with the consent of the Federal
Reserve Board, to open and main-
tain banking accounts in foreign
countries, appoint correspond-
ents, and establish agencies in
such countries wheresoever it
may deem best.

for the purpose of purchasing,
selling, and collecting bills of
exchange, and to buy and sell,
with or without 1its indorsement,
through such correspondents or
agencies, bills of exchange a-
rising out of actual commercial
transactions which have not cure
than ninety days to run and which
bear the signature of two or more
responsible parties.”

Section 35 of the Aldrich Plan
reads:

"National Reserve Association
to have power

to open and maintain banking
accounts in foreign countries;
to establish agencies in for-
eign countries for the purpose
of purchasing, selling and col-
lecting foreign bills of ex-
change; to buy and sell, with or
without its indorsement, throu™i
such correspondents or agencies,
checks or prime foreign bills
arising out of commercial trans-
actions having not exceeding 90
days to run and bearing the sig-
nature of two or more responsi-
ble parties.”

"It will be seen that the only substantial change was the in-
sertion of the words “bill of exchange® where the Aldrich Plan

read “foreign bills of exchange* and

"prime foreign bills".

"From actual operation (having been active in several banks
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"in foreign countries acting ns correspondents or agents for
government banks in other countries) X was in a position to ap-
preciate from my own experience the importance of the functions
of foreign correspondents or agents, and was anxious to secure
the advantages of such connections for our future financial
system. The operations of these foreign agents for their gov-
ernment banks are substantially as follows:

"Let mo choose the Bank of the Netherlands as an illus-
tration, though practically all important government banks have
been operating on similar lines.

"There will bo certain times when, for economic reasons,
through the movement of products from or to the Netherlands into
or from other countries, or for extraordinary reasons, exchange
on Holland will move up to the gold exporting point or down to
the gold importing point. Then the point is reached where gold
may leave the country, the Bank of the Netherlands has two main
means of protecting itself; one is by increasing the discount
rate, which measure will result in higher iInterest rates apt
to attract foreign money into Holland and thereby to counteract
the flow of money from the country. The other is to sell from
its portfolio bills on foreign countries in order to create
balances in those countries and thereby provide means of pay-
ment without shipping the yellow metal. It, therefore, has
boon the policy of foreign government banks to acquire foreign
bills of exchange on such countries as are apt to be creditor
nations from time to time and such countries only as have safe
gold standards /ad en.joy first class banking credit. These
purchases of foreign exchange on such countries are being
carried on whenever exchange is low or when interest rates
in the home country are so low that it would seem prudent for
the government bank to withdraw its funds from active employ-
ment at home and invest the funds thus withdrawn in foreign
countries, whence they can be called back whenever rates become
active at home and whenever the influence of the government bank
may be used to advantage in preventing home rates from becoming
burdensome to the borrowing community.

"When acquiring a ninety day draft on a British bank,
the Bank of the Netherlands will draw interest on this bill
at the discount rate; but when the bill matures or if the
Bank of the Netherlands acquires checks on London, it creates
a balance which needs to be converted into an interest bearing
investment. These balances will then be employed by the cor-
respondents or agencies (whichever name we may give to them)
for tho purchase of other ninety day drafts on London. Ac-
cording to its requirements, the Bank of the Netherlands will
renew from time to time its foreign investments. The Bank
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of the Netherlands considers those foreign holdings as a second-
ary gold reserve ar.d continues them almost perpetually, with
such casual interruptions as may become necessary for the pro-
tection of its own gold holdings.

"It wWas the consideration of these conditions that led
to the insertion in the Aldrich draft of the clause above
quoted, and it will now become apparent what was meant when
it was provided that the National Reserve Association - or the
Federal Reserve Banks - should have power to ’open and maintain
banking accounts in foreign countries * * * establish agencies
in suen countries * * * for the purpose of purchasing, selling
and collecting bills of exchange” and that they should be “able
to "buy and sell with or without its indorsement, through such
correspondents or agencies, bills of exchange * * In ca.se
of a ’pinch”™ the Bank of the Netherlands was to be in a posi-
tion of ordering its correspondent to rediscount with the Bank
of England or in the open market millions of its holdings of
British acceptances so as to enable the Bank of the Netherlands
to draw a check against the balance so produced and so to protect
its gold. That is why it was stipulated that the bills to be pur-
chased by these agents should be "prime bills” and should not run
beyond ninety days and should bear the signature of two or more
responsible parties, so that these bills should be current bills
that the correspondents should be able to sell freely at all times
and bills on which a loss should practically be excluded.

"1t ought to be stated that the foreign governments
select the strongest possible firms in foreign countries to
act for them as agents, and that they invariably buy these bills
Y/ith the indorsement of their agent (or correspondent) so that
they could loco only in case, not only the foreign correspondent
or agent should fail, but also tho two additional signatures on
the bill.

"I an well aware of the fact that these banking habits
have developed as a protection in times of peace but that in
times of war these large foreign balances may be a source of 3omo
anxiety. It must be borne in mind, however, that government
banks normally work in times of peace and that these methods of
protecting their country against acute gold withdrawals or
against the tendency of too low rates of interest have effectually
met many an acute emergency, and furthermore that even iIn times of
war these balances have eventually been paid. I might draw at-
tention to the fact that a year ago, when we were called upon
to meet our large debts abroad,, it would have been a great pro-
tection for us if at that time balances could have been made
available iIn London to meet this first onrush.
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“My object in reviewing the origin and original intent
of this paragraph is to show that this clause was .inserted
for the sole purpose of providing an additional piece of ma-
chinery for the protection of the Federal Reserve System. Clear-
ly, no other intention was underlying this scctionl”

The question whether the Federal reserve banks should establish
branches or agencies in Latin American countries was submitted to the
Governorsl Conference, the Conference of Federal Reserve Agents and the
Federal Advisory Council, and, after obtaining the views of those three
different bodies, a further report was submitted to the Federal Reserve
Board under date of January 8, 1916, by a committee consisting of
Governor Harding and Messrs. Delano and Warburg. This final report

reads in part as follows:

“Your Committee is happy to report that complete agree-
ment was found to exist in all three bodies with the principles
expressed by the Board at its meeting on October 27th, the
substance of which was published on that day in a notice
(Mimeograph 385) of which a copy is appended hereto. * * * -
It is the first duty of the Federal reserve banks to maintain
their funds in a condition so liquid that their member banks
may confidently rely upon the ability of the Federal reserve
banks to provide gold and credit when required* This function
of the Federal reserve banks is at no time to be considered
lightly and in times of stress involves grave responsibilities
and difficulties. * * * 1t would be unsafe and would shake
the foundation of confidence on the part of the member banks
as well as of other nations, should Federal reserve banks
use a .substantial portion of their resources for. investment in
Latin-American credit. Such procedure would run counter to all
banking practices in those countries where banks of the chan-
actor of the Federal reserve banks have been successfully oper- 7/
ated for generations * * *. The operations of these banks
are primarily confined to transactions at home,and foreign
exchange transactions are engaged in only as far as they may
be considered necessary for the protection of the gold hold-
ings of these Government banks. * * * (Discussion of opera-
tions of European Central banks). In order to maintain their
‘position* in the foreign exchange market, it will be neces-
sary for Government banks to renew from time to time their
foreign paper as it matures, and it is for this purpose
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that they use accounts with correspondents in those foreign
countries, none hut the strongest firms being selected

to act iIn this capacity. * * * It was this function of foreign
correspondents or agencies that your committee is confident

the writers of the Federal Reserve Act had in mind when they
provided that the Federal reserve hanks should have the right,
with the consent of the Federal Reserve Board, to exercise

the powers conferred under Section 14 (e¢) * * * . Your commit-
tee has no doubt that the purpose of this paragraph 7ras to give
to the Federal reserve banks greater strength and additional #
liquidity by enabling them to maintain a secondary gold re-
serve and to possess themselves of assets upon which the Fed-
eral reserve banks could realize in case of need without be-
ing forced to contract the credit facilities granted at home -
the liquid element of these foreign investments and the ad-
ditional protection that they Would give to the Federal Re-
serve System being the essential ground for permitting Fed-
eral reserve banks to enter a foreign field. * * * Should
Federal reserve banks be empowered to lend to foreign
3-overnments notwithstanding the law "distinctly provides that
Federal reserve banks can now purcha.se only United States .
Government securities and warrants of United States municipal-
ities, carefully circumscribed and having a maturity of not
exceeding six months ? * * * Should Federal reserve banks

be allowed to embarrass the Government by being themselves
important creditors of foreign Governments iIn case of war

with, or revolution in, such countries? Your committee is
very positive in its view that such enlarged powers should not
be granted; * * * n

While these reports arose out of a controversy entirely
different from, and extraneous to, the question now under consideration,
they serve to show the intimate connection between the open market powers
of the Federal reserve banks, the effectiveness of the rediscount rate, and
the protection of the gold reserves of the Federal Reserve System.

They show clearly that one of the most important purposes of e
the rediscount rate and the open market purchase of bills of exchange is to
protect the gold reserves of the Federal Reserve System. Over the re-

discount rates and the open market transactions the Federal Reserve
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serve Board could exorcise this control over rediscount rates and
open market transactions with, a view of protecting the gold reserves
of~tne federal Reserve System hut that it could do nothing to prevent
the Federal reserve hanks from engaging in international transactions
in gold in such a way as to impair the gold reserves would he to give
the Federal Reserve Act an interpretation which clearly would defeat

the will of Congress.

Respectfully

Walter Wyatt
General Counsel
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smuLtcmaous ramittmows.

MeAdoo , )
No necessity for simultaneous examinations*
Jan. 17, 1923. 7 - 112.

Herson
Practicable t examine simultaneously bank having 75 branches.
Feb. 15, 1924. 8 - 58.

Gives particulars. Feb. 18, 1324. 8 - 59.

Gov. Crissinger - impossible.
Feb. 25, 1924. 8 - 50.

Herson
Says practicable
Cost say $20,000 for Bank of Italy
Feb. 28, 1924. 8 - 59.
C.S.H. moved to order simultaneous examinations.
Tabled.
Feb. 28, 1924. 8-60.

C.S.H. said Board notified Federal Reserve Bank of San Francisco i1t would
not accept the California examination because not simultaneous,
and C.S.H. said it is our duty to examine simultaneously.
Feb. 28, 1924. 8 - &0.

Miller resolution
Board will admit no branches unless state iIs making simultaneous
- examinations* Passed. Feb. 29, 1924. 8 - &0.

California Superintendent says does examine simultaneously except the
four largest banks* Mar. 7, 1924. 8 - 61.

C.S.H. moved for simultaneous examinations by Herson of all state banks
not now examined simultaneously by State Superintendent™

Carried. Mar. 18, 1924. 8 - 62.
Miller®s motion forbidding applications where no simultaneous state
examination.
Passed. Mar. 18, 1924. 8 - G2.
VOLUME 218
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Ga'M-or3lia Superintendent says will examine simultaneously*
April 22, 1924. 8 - 63.

Gov. Crissinger demanded to know whether simultaneous examinations are
to ''emade as ordered some time ago.

James said California now examining Bank of ltaly simultaneously, and our
examiners were helping and watching and that he was content to
anait result, in California at least.

Oct. 31, 1924. 9-45.
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COPY

October 12, 1931

To Govermor Mey*er

Prom Mr* Goldenweiser

You may be interested In the following table showing the
amount of currency outstanding 'by Federal reserve districts iIn

excess of the amount last year.

11JCRIASa IN MONEY IN CIRCULATION BY FEDERAL
RESERVE DISTRICTS

(In millions of dollars)

October. 1930 over

New York .......
Chicagd .......
Cleveland .......
San Francisco. ..
Philadelphia...
Ri Chmond..ooo**.o*
Kansas City ....
Jill other eeeccces

=& *
Lo —d
1o o

Total e
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COPY A *

To Govermor Meyer

From Mr. Goldenweiser October 13, 1931.

The situation about postal savings banks is as follows:

There has been an increase of $283,000,000 in these deposits between
June 30, 1930, and the end of September of this year, when the total
reached $460,000,000. To the extent that this growth has been an
altemative to hoarding, It has been a net gain to the banks with whom
most of the funds are redeposited, and has diminished the demand on the
reserve banks for currency.

Ordinarily the postal authorities redeposit a large part of the
savings funds; on May 31, for example, $289,000,000 out of a total of
325,000,000 was on deposit with banks. United States security holdings
of thesavings funds have been relatively small, about $27,000,000, and
uutil recently have changed relatively slowly as psti savings bonds
@ per cent) were purchased In the open market. In recent months,
however, with money rates at a very low level, the banks have been reluctant
to accept postal savings, because they have been obliged to pay interest at
the rate of between 2™ and 2j per cent in order t enable the Postal Savings
System to pay the depositors the 2 per cent required by law. In view of
this reluctance on the part of banks, an executive order was obtained from
the President authorizing the purchase of $50,000,000 of United States
bonds by the Postal Savings System. Acting on this authority, the system
purchased between September 15 and October 1 $27,000,000 of Govermment
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"bods, and authorized further purchases up to $40,000,000* These purchases
by the Postal Savings System have deprived the hanks of the country of an
equivalent amount of deposits from that source, hut have fumished them
with an 1dentical amount of deposits hy persons from whom the bonds were
purchased. Unless, therefore, the new deposits were demand deposits,
requiring a demand deposit reserve instead of the time deposit reserve
required against postal savings deposits, the hanks as a whole have lost
nothing hy the transaction. Individual hanks, however, particularly small
hanks scattered In the iInterior, have failed to receive additional postal
savings deposits, while the deposits arising from s ecurity purchases have
no doubt gone to the city hanks. The complaints probably arise from the
hanks that would have liked to receive the postal savings deposits, which
are particularly desirable because they are seldom withdraw.

We understand that no funds previously deposited with hanks have been
withdramn hy the Postal System for the purchase of the bonds, hut that funds
have been deposited with the United States Treasury until such time as
purchases of bonds were made iIn the open market.
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