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The Files Subject:

Mr. Coe

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below, be-
cause of their possible confidential character, were taken from Vol-
ume 233, of Mr. Hamlin's scrap book and placed in the Board's files:

VOLUME 233
Page 21 - Open-market Policy Since 1929.

Page 23 - Earnings & Expenses of F.R. Banks, September 1932.

Page 25 - Discounted Bills Held by Each F.R. Bank and Total Bills
and Securities Held by the System.

Page 41 - Memo to the Federal Reserve Board re examination of the
trust departments of the Continental Illinois Bank and Trust
Company and the Continental National Bank and Trust Company
as at the close of business October 6, 1932.

Page 66 - Open Market Conference.

Page 67 - Memo to Counsel's Office from Mr. Seitz re Granting of Trust
Powers to National Banks.

Page 69 - Memo to Mr. Hamlin from Mr. Goldenweiser re revenue bill.

Page 71 - Data re Prices from Mr. Goldenweiser to Mr. Hamlin.

Page 75 - Memo to Mr. Hamlin from Mr. Goldenweiser re Forecast of
Harvard Economic Society Since June 1919.

Page 76 - Memo to Mr. Hamlin from Mr. Riefler re Gold Movements com-
pared with reserve requirements 1922-1929.

Page 77 - ?ulings on bankers acceptances. (Memo of Mr. Vest to Mr.
Miller

Page 81 - Memo to Mr. Hamlin from Mr. Smead re Earnings, Expenses and
Volume of Operations of F.R. Banks.

Page 83 - Memo to Mr. Goldenweiser from Mr. Riefler re reductions in
reserve requirements in recent years.

Page 87 - (X-7197) Questions regarding application of provisions of
National Economy Act to Federal Reserve Board.

Page 88 - Proposed amendment to Section 13, F.R. Act.

Page 89 - Discounts for Individuals and Corporations. (Tentative
draft for discussion only)

Page 91 - (X-7201) Proposed Circular re Discounts for Individuals,
Partnerships, and Corporations.

Page 95 - Memo from Mr. Hamlin to Mr. Morrill re changes in minutes
of F.R. Board meeting.

Page 99 - (X-7212) Federal Reserve Board Memo re Discounts for In-
dividuals, Partnerships, and Corporations.

Page 101 - Memo to Mr. Hamlin from Mr. Parry re new provision for in-
dividual loans.

Page 109 - Data re Federal Reserve Direct Loans, by Districts.
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Page 115 - Classification of paper discounted for individuals, part-
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Page 119 - Memo of Mr. Burgess re sharing the work.

Page 121 - Memo to Mr, Morrill from Mr. Van Fossen re Direct Loans to
Individuals, ete.

Page 135
Memo to Mr. Miller from Mr. Goldenweiser re Open Market Policy

Since 1929.

Page 154 - Report on statements made about report of Committee on
Bank Reserves.

Page 155

Administration of Clayton Act. (Wyatt to Board - Confidential)




Hecent banking develooments
During recent weeks reserve bank heldings of United States Government

wﬂ»mmmmmntuummmuumm
rosched early in August. Between June 15 and the ead of September, however,
reserve funde of member banks have been continuonsly incressed from additions

to the ‘country's stock of monetary gold, amounting to $275,000,000, through
relesses from earmarks end through importe. This has carpied the total gold

stock of the ecuntry to £4,200,000,000 and the excess reserves of the Federal
reserve banks to §1,200,000,000. ‘Since July 20 there has also beea a retarn

flow of eurrency from hosrding estimated at §250,000,000. This estimate is

based on the fact that the amcant of momey in circulation declined by $130,-
009,000 at s time when it usually incresses by more than §100,000,000, Re=

serve funds have been inereased alse by the lssue of §100,000,000 of new

national bank notee under the provisions of the recent law extending the ”'
eirculation privilege to certain additionsl United States Ilﬂmunt bondse |
The inflow of funds o the member banks from all these sources has ensbled
then to reduce their indebtedness to the reserve banks by §200,000,000 to
the lowest level since October of last year and at the same time to increase
their reserves in excese of legal requirements to approximately £400,000,000,
This growth in member bank reserve balances from the middle of July to the end
of September has been accompsnied by an upturn in total loans and investments
of member bauks in leading cities amounting to $575,000,000, or 3 per cent.
The inmeresse has been in holdings of United States Covernment securities by
banks throughout the country, offset in part by a continued decline in loans
by banks outside New York City. Increase
B E
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in the total of member bank credit has been reflected in a considerable
growth of their demand and time deposits,
Beview of three years
th-mmmumammtumnwh
divided into five periods of wnequal length and characterized by different
oconditions, particulsrly from the point of view of the reserve system's open-
narket policy and ite effect on the eredit situstion. During the first twe
years, up to the aiddle of September, 1931, the reserve banks purchssed
£590,000,000 of securities and in addition there wes & growth in monstary
stock of gold of $640,000,000, Additions to the reserve funds of member banks
from these two sources were absorbed to the extent of $680,000,000 in a reduc-
tion of member bank indebtedness, and to the extent of £340,000,000 in ineressed
money in eireulation. This ineresse in circulation wes due in part to hosrding,
but also to the increased demand for currency in localities where there wee no
banking services owing to suspensions nd 1o an lneressed use of cash rather
than checks due to the imposition by bunks of service charges on small sceounts.
mh-xmmmmmmamuwmtn-
eresse of §50,000,000 during this period notwithstasding the large purchases of
securities snd heavy gold importss Losns and investments of member banks in
leading cities declined by $550,000,000 between the sutumn of 1929 and the autuan
of 1931,

The second period extends from the middle of September, 1931, when Englend
suspended the gold standard, to the end of February of the present year. During
Bhis period there was a lose of $660,000,000 of gold, snd an inerease of
§500,000,000 in currency for hoarding, This was & period of rapid decrsase in
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business activity, numercus bank fallures and liguidation of bank credit,
During the sntire period loans and investments of reporting member banks
deereased by $2,500,000,000 and their depesite by §3,300,000,000, In the

#ix weeks following the British suspension of gold payments there was an
outflow of gold from this country and & domestic eurremcy drain, which csused
the Federsl reserve banks to advance the rates on discounts and on scceptances.
The Reserve banks' portfolic of United Btates Government securities remained
unchanged during this period, The outward movement of gold cecsed in November
thrmﬁh:m,(ﬁﬁmmnmmsfmmmm
in this market subject to withdrawal in gold on demand. )\ During this period
the Federael reserve systea made no change in its holdings of United States
Government securities. Indebtedness of member banks incressed between the
aiddle of September aad the end of February by £570,000,000 and thelr reserve
balances declined by $540,000,000.

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



Page 4

Between the end of February and the middle of June, which constitutes
the third period, there was a further loss of gold of $440,000,000, The |
orrutetm-msmmnmpuiumormm-ummnt
through purchases by the reserve banks of United States Government securities,
which were aade eligible as collaterzl for Federal reserve notes for one year
by the Glass-Steagall Act passed on February 27, Such purchases during this
period totaled $950,000,000 and ensbled the member bsnks, not only to meet the
demand for gold, but 2lso to reduce their indebtedness to the reserve bunks by
$330,000,000 =nd to inerease their reserves by $220,000,000, This decline in
member bank indebtedness and ineresse in their reserves at a time of liguida-
tion of bank eredit were factors in easing the banking situstion which was also
strengthened by the operations of the Reconstruction Finsnce Corporstion. Liqui-
dation of member bank eredit, however, contimued during this period, though at
a much less repid rate. Lomns and investments of mesber banks in leading cities
showed a deeline of $500,000,000 between the end of Pebruary and the middle of
June, & large part of this decrease occurring during the month of Harch,

After the middle of June, when foreign balances in this country hed been
reduced to a low level through gold withdrawals and ordinary exchange trans-
actions, there was a reversal in the direction of gold movements, Between
June 15 and July 20, the fourth period, the country's stock of nometary gold
inereased by $40,000,000, There wes, however, an ineresce of hearding owing
largely to banking disturbances in Chicago, with the consequence that member
bank reserves were reduced by §70,000,000 and their indebtedness inecreased by
$40,000,000, During this period the reserve banks bought an additional
$140,000,000 of Government securities. ‘ '
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mmmmmmtmmtmmm«na
to the middle of the present year funds put out into the money market by
the reserve banks in the course of open market operations were in part
sbaorbed by ligquidation of member bank indebtedness at the reserve banks
end in part by inereases in the demand for gold from abroed snd for cur-
rengy for hosrding purposes at home. Notwithstanding the large volume of
United States Government securitics purchased by the reserve banks during
mmd,mm.mhtmmﬂom
lower in July, 1932 then in September, 1929, During the past ten weeks,
m,mmﬁmmmmu,nmmqmm
mummmmmmmwngmlml.
the reserves of member banks have increased rapidly, refleecting a large in-
n-cm-d-mcmmwu.uuuumm
issues of national bank notes, This growth in member bank reserves has been
accompanied by sa ineresse in the totsl volume of member bank eredit,

A teble sumsarising developaents for the five periods discussed in the

preceding paragraphe is presented below:
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BANKING DEVELOPMEINTS, 19291832

(In millions of dollars)

SCDt- » .Pto 1 » b. :W:E. s 1)' !5.
1828 to 1931 to |[1932 to |1932 to 1932 to
Changes in-- Sept. 16,|Peb. 24, |June 15,|July 20,|Sept. 28,
1931 1952 1932 1832 1832
Reserve bank holdings of
United States Govermment
seocurities..ccsvccvevene 590 -2 19562 +144 +18
Discounts for member banks. ~681 #$72 -339 +#1 -168
Gold Sto0kissecssisenvenave 641 -665 -44]1 43 232
Money in eirculation..scess 344 506 ~126 +269 =131
Reserve balanceBecsesvercese B3 «540 2238 =66 233
Loans end investments of
reporting member benks.. <850  =2,526 519 o754  +574
Net demand and time depos-
its of these banks...... +128 -5,548 +34 -448 +687
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Inorease in gold stook
The increase of $275,000,000 in the monetary gold stook of the United

States between June 15 end the end of Septemder restored to this country
about ome=fourth of the gold lost during the preoceding nine months. This
return of gold to the United States following upon large withdrawsls has
been in accordence with previous experience ss is brought out by the chart
which shows the monetary gold stock of the United Stetes frem 1619 to 1832,
(Insert chart)
mﬂmnluudgm&-tﬁcﬂwluitothtprin;’etlm.
when Oriental and South imerican countries withdrew funds acoumulated in
this country during the war-time gold embargo, There was a loss again in
1925 following upen the withdrewl by the Reichsbank of & part of the pro-
seeds of the Dawes loan which was floated for the purpose of strengthening
the oentral bank's reserves, There was & large loss of gold from the sutumn
of 1927 to the middle of 1928 following upon extremely easy ored ¢ conditions
in this country and the flotation of = large volume of foreign securities,
ard once more there wes a big loss of gold between the autumn of 1831 and the
sumwor of 1952, representing chiefly the withdrawal of balamces by foreign
central banks. In esch of the earlier cases the withdrawal of gold, whisch
was attributable to a specisl omuse and repressnted chiefly the sotions of

central banks, wes followed by a contimugusfSiorease in the coumtry's gold

{*hioh carried it to a new high level. This constent tendemoy for gold to

flow to this sommtry reflects the favorable balance of its payments with
foreign countries, whem both visible and invisible items are comsidered, snd
the faot thet foreign nstiomals are inolined to view this country both as a
safe plase to keep their surplus funds and as & favorable pleace for making
investments either in the form of balances or of lomg-term securities.
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Degresse ia hesrding
Another important factor ia the gitustion has been the course of the

demsnd for currencys The chart shows for the peried from 1926 to date the
smount of money in eirculation, as 6fficially defined, that is, money oute
side the United States Treasury end the reserve banks, with sn adjustaent
for the estimated usual seasonsl changes. From 1936 to 1929 demand for
currency tended downward, chiefly because of inerensed use of checks, econoay
in the use of cash by benks, and a return of Americsn currency from abroad,
The iserease in the middle of 1929 was due to a temporary growth in the de-
mend for currency =t the time the change wns mede from large-size to smalle
sise bills, In 1930 the @cline in currency reflected the reduction in pey-
rolls and retail trade that characterized the depression up to that point.
M&l“ﬂl’”hh@dﬁhm,dﬂh‘lm“h
demand for currency for payroll purposes and for retail trade continued te
decline, there was a growth in money in eireulstion, This growth represented
/ an ineresse chiefly in hoarding, though it was slso affected to sn indetersinable
extent by an incresse in the demand for cesh in commumities that were deprived
of banking service owing to benk failures, and also by an increase in the use
of cagh in place of checks due to the imposition of service charges on smsll
checking accounts at some banks and also in recent months to the new tax om
cheoks, The incresse in hoarding has not been continuous, There was sn ime
provement in the early part of 1931 and agsin in the late sutum of that year
after the Hational Credit Corporation wae organized and bank failures became
less numercus. A large return flow, smounting to about $250,000,000, began
last Februery when the Reconstruction Finance Corporation got under way. But
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logt summer the hesvy loss of gold and the banking distarbances in Chicago
sad elsewhere omce more led to inareased hoarding waich resched & maximum

in the third week in July. Since July 20 there has been a decrsase in money
in eiroulation, when sllowance is made for the usual sessonsl movement, amounte
ing to approximately $250,000,000 for the ten week period. This decline in
hoarding, merking as it doss a reduction in the number of bnk fallures snd &
trend toward the restoration of confidence in beuks, 1s the mest important
single indieator of the recent improvement i banking conditions,
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CONFIDENTIAL
Wot for publication

EARNINGS AND EXPENSES OF FEDERAL RESERVE BANKS, SEPTEMBER 1932

Month of September 1932 Jan, - Sept, 1932

Current net Current net earnings

_ earnings Less accrued

Reserve Ratio dividends and

Dig— Pur- s S Exclusive Ratio tog to net charges

Banlc counted chased secur- Other Total of cost of To tal Total |paid-in paid—ig (current) to

bills bills ities sources F.R,currency capital capital |profit and loss
; Per cent Per cent

Boston gu6,8u2 89,078  $155,386 $1,056 $212,3621 $143,857 $152,912 $55,450 6 $32 Dol $308,733

Yew Yor: 176,097 39,6555 1,108,751 22,742 1,347,245 523,909 529,958 817,287 745 4,961, 742

Philadelphia 164,180 12,461 207,800 14,306 398, T4T 151,999 165,026 233,721 5 1,741,435

Cleveland §7.295  12,056¢ 264,635 16,033  380,019| 203,362 216,615| 163,Lok 2,198,739 1,516,861

Federal

Barnings from l Current expenses

Richmond 69,738 6,187 69,802 6,429 152,156 112,688 116,846 35,310 437,665 199,317
Atlanta 80,396 4,607 69,576 4,939 159,818 97,148 100,125 59,693 672,752 49,328
Chicago 61,305 16,104 317,418 22,658 417,485 271,750 276,550 140,505 1,925,350 1,950,106
St. Louis 30,546 L4, 264 98,806 8, 344 141,960 106,012 112,120 29,840 223, 717 7,606

Minneapolis 36,338 2,593 91,888 2,535 133, 354 17,716 81,548 51,806 2 374,096 [ 238,878
Yansas City 54, 277 3,462 gh,g19 23,58 166,016 130,985 134,777 31,239 ¢ 368,698 176,610
las 39,250 3,347 58,915 2,743 104, 255 9k, 239 94,433 94822 150,560 -35,050

San Francisco 215,016 9,187 182,702 10,923 417,828 192,217 203,900 ¢ 2,498,040 1,981,128
TOTAL
Sept. 1932 1,061,280 123,001 2,710,798 136,160 4,031,245| 2,105,882 2,184,840
Aug, 1932 1,284,044 129,864 2,753,662 199,155 4,366,725| 2,133,807 2,340,309
Sept. 1931 581,335 590,571 878,656 154,253 2,204,815| 2,080,247 2,181,830 :
Jan,-Sept, 1932 15,283,878 2,420,545 19,571,174 2,008,668 39,284,265 |18,808,255 19,676,428 19, i 19,607,837
1931 4,183,588 2,441,234 9,203,843 1,418,782 17,247,447 19,090,461 20,254, 244 |-3,006,797 -3,006, 797

DIVISION OF BANK OPERATIONS
FEDERAL RESERVE BOARD
OCTOBER 11, 1932,

VOLUME 233
PAGE 23
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CONFIDENTIAL

For use of Federal
Reserve Board only

Form B-139
o (Formerly St. 3432)
DISCOUNTED BILLS HELD BY EACH FEDERAL RTUSERVE BAVK AVDTQ AT, BITLS AYD SECURITIES HELD BY THE SYSTEM
In millions of doMlgrs) .
| | | l | & % System
| St. Ua'S, Total

Boston} W,Y, Cleve, |Rich, |Atla, |Chicego |Louis | Minn,| K.C. |Dallas|S.Fran, |Discount- [Purchas-|securi- bills and
ed bills |ed bills| ties |securities#

Daily average holdings

1931
Q.Zmry *12 56 7 o : 253 206 a47 1,109
February 11 ug 216 102 603 921

Mtarch 10 1 176 123 50k 904
April g 155 W5 ¢ "B0o 928
Uay *11 163 14l 599 906
June 11 33 188 121 610 926
July g 26 169 79 574 930
August 9 g 222 135 712 1,076
September 8 51 280 259 736 1,288
October 613 692 133 2,062
Wovember 26 695 560 727 2,014
December 47 168 774 340 117 1,922

AT T i g —

v
£

B
e
{
8

1932
January L7 828 221 9 1,842
E‘nary 4o : 15 ghg 151 743 1,768
1 Pn 15 13 714 105 809 1,635
April 34 13 605 52 1,014 1,676
May 30 g0 Lg6 41 1,113 1,945
June 30 > 89 495 50 1,697 2,2u8
July 25 16 95 523 60 1,818 2,407
Angust 19 17 Iy 451 31 1,8 2,344
Sertember 13 €8 387 3 1,8 2,274

*Discount rate charged, #Includes "other securities",

VOLUME 233
PAGE 25
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Chicago, Illinois,
October 12, 1932.

Federal Reserve Board,

Washington, D. C.

Gentlemen:

In accordance with instructions your examiner participated in the
examination of the Trust Depariment of the Continental Illinois Bank &
Trust Company of Chicago, conducted by the National bank exeminers as |
at the close of business October 6, 1932. The examination included an
examination of the Trust Department of the Continental Netionzl Rank &
Trust Company as well, as the two trust departments are, to all practi-
cal purposes, operated as one department, due precaution, however, being
teaken in the case of trusts held by the latter institution to see that
the legal requirements affecting trusts held by National banks are meine
taired. | &

The examination was conducted by Mr. H. F. Quinn, National Bank
Examiner, with the assistance of two other representatives from the Chief
National Bank Exeminerfs office, and a mumber of men from the examining
force and operating department of the Chicago Clearing House, the mumber
varying from six to fifteen. In addition, a muber of men from the Aundit-
ing Department of the Continental Illinois Bank & Trust Compeny partici-
pated in the test check of securities held in trust accounts, their work
being conducted under the supervision of a representative of the Cleering
House and their participation resulted in a count of securities which
would otherwise not bhave been counted. At no time did the mumber of such
auditors exceed the mumber from the National bank exsmining force and

the staff from the Clearing House engeged in this work.
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As stated, the examination wes conducted by Mr. Quinn as repre-

sentative of the Comptrollerts office and your examiner did not periici-
‘pate in any proof of accounts, his work being confined to questions of
policy and operations in general.

Full cooperation was received from the examiner in charge, the
scope of the examination which, due to the ahort_ness of time 2llowed
for the examination of an institution of this size was necessarily
limited, was a subject of mutual discussion, and such suggestions as
were offered were incorporated in the procedure. As matters developed
during the course of the exmmination they were freely discussed with
Mr. Quinn. _

At the conclusion of the examination Mr. Quinn stated that, other
than matters of investment policy which are discussed later, the exami-
nation had developed no matters of material criticism in the accounts
other than those set forth in the report a.ml which were corrected during
the examination.

During the course of the examination Mr. Paulger, Chief of the
Division of Examinations, and Mr. Drinnen, Federal Reserve Examiner,
were advised as to the scope of the examination and as to developments.
SI1ZE OF THE TRUST DEPARTUENT

The Trust Department is reported to be the largest trust department
in the City of Chicago. Statement of the mumber of accounts for both
the stete bank and the national bank is attached as Exhibit "AM. Iists
of the ten principal personal trusts and the ten principal corporate
trust; are attached as Exhibit "BW.

LUVESTMENT PROCEDUEE

Investment policles are determined by a Directors! Committee on Trust
Investments which consists of six directors of the bank who meet weekly
with three senior officers and a junior oi‘ﬂoe; Af the Trust Department.
At the present time Mr. Stanley Field ie Chairman of this Committee.
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INVESTMENT PROCEDURE (contimued)

Investments purchased for the various trusts are selected from a list of
approved securities, which 1list is supervised by the senior officers and
epproved by the Directors! Committee. The list of approved securities,
as constituted at present, is attached as Exhibit "C", A list of securie
ties formerly on the approved list but since removed is attached as Exe
hibit "D". These issues receive constant scrutiny and review, as many of
the securities are still held in various trusts although purchases have
been discontimed.

Exhibit "E" consiets of some selected issues of lower grade which
are considered among the best in their price range and suitable for ex=
change for other issues selling at about the same price and whose future
prospects are considered more dubious. The policy, however, does not
permit the purchase of these bonds except from the proceeds of sale of
low grade issues, the exchange being made in an effort to improve the
account.

The Senior Officers?! Committee which supervises the investment list
includes officers of the banking depertment and the security affiliate,
the Continentel Illinois Compeny, and is composed of the followings

John E. Blunt, Vice President, Trust Department
Arthuar H. m, "

Wm. P. Kopf, .
Frank F. Taylor, "
R. §. Drew, Second Vice President, Trust Department
N. B. Freer, "

W. R. Bennett, Head of Security Analysis Division,
Continental Illinois Bank & Trust Company and
Second Vice President, Continental Illinois Company,

E. D. Brooks, Second Vice President of the banldng

- department in charge of bank invesiments under
Mr. Abbott, Vice President, Continental Illinois
Bank & Trust Company who also frequently attends
commi ttee meetings

R. L. Junod, Vice President, Continental Illinois Company .

4 The system adopted by the department about two years ago hes been
improved during the past year by providing for the review of each trust
account apd its holdings every six months, and more often in the case

of probete accounts. The review is made by a sub-conmittee consisting
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INVESTMENT PROCEDURE (contimued)
of an administrative officer of the Trust Department and an investment
adviser whose recommendation is them passed on to the Central Committee
which consists of the sub-committee and, in addition, two senior Vice
Presidents and two Second Vice Presidents of the Trusi Depariment.
Action of the Central Committee 48 final.

In ceses of special problems the matier is referred either to the
Senior Officers?! Commitiee, above referred to, or %o the Directors!?
Committee. A further review of trust accounts comes through the pro-
cedure of the Senior Officers?! Committee, which considers various
issues or investment problems by industries, and the holdings of the
various trusts in the issues under consideration.

A reading of the mimutes of the Directors! Comnmittee on Trust
Investments disclosed that the Committee discusses various issues, the
status of various trusts, gemersl questions of policy, as well as
approving & record of purchases and sales for the week a.nﬁ reviewing
typicel trust accounts and the method of handling.

A review of the mimutes of the various committees indicates that
in many instences in cases where the Trust Department did not have full
responsibility for the investment of the assets of the trusts, reports
of the Investment Depertment regarding the issues held were forwarded to
the donors, co=execubors or co=trustees and, in some cases, to the
principel beneficiaries.

A detailed statement of the .tnvostment procedure as prepared by an
investment officer of the Trust Department is attached as Exhibit "Ev.

mm!m m CR !'UELIGII
: MENT OR SECURIT! J}LH -

mmmm&sm
Wik /

The yeport of examination as submitted by the !ational Bank Exeminer
includes & schedule of issues coming under this category. The issues were
g4 scnssed Sn detell with an affiter of the Investment Division of the
Prust Department and in genersl with Mr. Blunt, Vice President in charge
of investments. In response to the direct question both officers gave

assurence that no issue had had its origin in the workecut of an open
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line in the commercisl banking department; that in no instance was the
isgue floated to "bail out" the banlk.

INVESTMENTS IN COMPANIES IN WEICE ONE OR MORE
OF THE DIEECTORS OR OFFICERS OF THE BAYK IS ¥4 STED

The report of examination &s sutmitted by the Netional Benk Examiner
includes a schedule of holdings of this class of securities. Based on an
investigetion of the principel issues in this group, the officers or direc-
tors concerned do not appear to have abused thelr trust.

PURCEASES OF TRUST INVESTMENTS FROM THE BANK
OR SECURITY AFFILIATE

Rezl estate mortgages have been purchased fram the bank for the ine
vestment of trust funds. Aththe present time the total of such mortgages
is reported as approximately $50,500,000. It was definitely stated by
responsible officers of the Trust Department and the Auditor that in no
instance were securities for the investment of fiduclary funds purchased
from the bank or the security affiliate. The limited test of invoices
covering security purchases revealed no case where the purchase had been
mede from those sources.

INSULL ISSUES

A schedule of trust investments in these various ilssues 1s mede a
part of the report of examination as sutmitted by the National Bank Examl-
ner. The securities of this class purchased by the Trust Department for
the verious accounts are mortgage bonds on the operating properties and
the amounts purchased do not appear to be excessive. At the present time
2ll of the securities in this group have a satisfactory rating and it is
believed that the Trust Department is not deserving of criticism for these
holdings.

Your examiner, however, concurs with Examiner Quinn in his eriticiesm
of the retention of a large mmber of stocks and Jﬁnior securities of the
Insull enterprises, especially of the holding companies, in trust accounts
where the securities had been acquired by the Trust Department with the
trust and for which the Depertment had no responsibility as to acquisition

but heve the w and discretion to dispose of the securities and invest
N————
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INSULL ISSUES (Contimued)

the proceeds in a type of investment more fitting for trust accounts. It

is recognized that it is easier to criticlze these investments following

the crash of the Insull interests than to foresee the developments while

Insull was = potent force in the Nation as well as in this territory, but

it is submitted that conservative trust investment policy would have called
\ for a greater effort to dispose of this type of securities in accounts

wherein the Trust Department hed the right than was evidenced.

In conference with the senlor officers of the Trust Depariment it
was admitted that the attitude toward disposal of these issues was
affected to some degree by consideration of the effect that their dispos-
al would have on the maricet. This holding of Insull securities is the

‘ major criticism developed during the course of the examination.
AUDI CONTROL

The auditing of the Trust Departument accounts is under the control
of the .cantral Auditing Depertment which audits the various departments
of the

Continentel Illinois Bank and Trust Company

Continental Illinois Company

Continental Illinois Bank Building

Continental Illinois Safe Deposit Company

Continental National Bank and Trust Company

Illinois Trust and Savings Bank
Merchants Loan and Trust Company

Reports are made to the Comptroller of the Continental Illinois Bank
and Trust Company who in turn reports to the Board of Directors upon the
results of the sudit. The Comptroller, Mr. F. L. King, former Wetlonal
Benk Examiner, is, in addition to his other duties, the chief operating
officer of the bank., The Audit Department consists of an Andiftor, m
Assistont Auditors, 63 audit clerks and 11 clerlcal assistenis. Of these,
9 audit clerks are engaged contimuously in the sudit work of the Trust
Devartment, During special audits they are assisted by other members of

the Anditing Division.
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AUDITING CONTROL (continued)

The present Auditor, Mr. We M, Edens, formerly comnected with the
National bank examining force and the exsmining force of the Clearing
House Associetion of Chicago, was appointed to his position Jamuary 1,
1932, which was subsequent to the Wolf episode when losses of several
million dollars were sustained in security transactions of the banking
department, At the time of his appointment the Auditing Division con-
sisted of approximately 40 clerks., Since that time there has been a
general reorganization and expansion of the Depariment and its activi-
ties as regards the work of the Trust Depariment have been increased.
At the present time a continuous audit is maintained on certain phases
of the Trust Department activities, and special exeminations of various
departments made at other times.

A staff of amditors is continually engaged in the count of securi-
ties held in the vault of the Trust Depariment. The program provides
that during the course of a year the securities held in each group of
acecounts will have been counted and checked to the controls.

The Auditing Department is engaged in a comprehensive survey of
trust department amditing procedure and has certain recommendations
pending. A statement submitted by the Auditor of his activities is
attached as Exhibit "G".

JAWAGELENT

Mr. D. R. Lewis, Viece President and nominal head of the Trusi De-
partment is a man approaching 80 years of age and is in semi-retirement,
not active in the operations of the Department, and is expected to re-
tire next year.

¥r. W. P. Kopf, Vice President, is a man of 65 years of age, has

relinguished many of his duties and serves, in the main, in a general

advisory capacity.

Federal Reserve Bank of St. Louis
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MAHAGEMENT (continued)

Both Mr. Lewis and Mr, Kopf were associated with the Continental
Kational Benk and Trust Compeny prior to the merger with the Illinois
lKerchents Trust Companye.

The sctive head of the Department is Mr, Frank F. Taylor, Vice
President, formerly head of the Trust Department of the Illinois Ner-
chants Trust Company.

¥r, J. E. Blunt, Vice President, is head of the Investment Division
of the Trust Depertment, Formerly connected with the Merchants Loan and
Truet Compsny and later with the I1linois Merchents Trust Company; he
was Vice President of the banking department of the Continentel Illinois
Bank end Trust Compeny until September, 1930, when he mnved over to the
Trust Department to take charge of Uhe Investment Divia;an.

Mr. Avthur H, Lvens, Vice President, formerly a genior officer of
the Trust Department of the Continental National Bank and Trust Company,

serves in & general executive capacity and heandles certein special situ-

ations,

Mr. R, M. Kimball, second Vice President and Secretary, is in charge
of the operations of the Department under Mr. Taylor and represents Nre

King, the Comptroller of the bank,

CONCLUSICN
As stated previously, the major eriticism developed during the course

of the examinstion wes the failure to dispose of the weaker Insull issues
#hich hed been scquired by the Trust Department in the various trust
accounts, although the T¥ust Depertment was not responsible for the pur-
chase.

Insofer as could be determined the investment vpolicy as regerds the
surchase of securities for trust eccounts wes reasonably conservetive in
the light of the times.

Tt was evident that during the past year or so there has been &

general tightening up in the Depertment, one evidence of which is the
{ntroduction of end improvement in the system of rewiewing the investment

Federal Reserve Bank of St. Louis
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CONCIUSION (continued)

holdings permitting a more frequent review of the holdings of the
various accounts. In October, 1931, the Directors® Committee on
Trust Investments was established in its present form and assumed the
duties previously outlined,

While unable to quote any individual officer directly to that efw
fect, your examiner is of the opinion that this tightening up of the
Department and‘ the adoption of a more conservative policy is due, to
quite an extent, to the waning of the influence of the Continental
group in the management of the Trust Department, leaving the policies
and the management more completely in the hands of the men formerly
associated with the Illinois Merchents Bank and Trust Compeny.

At the presentation of the report om the morning of October 12,
1932, in the office of Mr, Leyburn, Chief National Bank Examiner, there
were present the chief officers of the Trust Department, Mr, Leyburn,
Mr, Paulger, Mr. Drinnen, Mr, Quinn, and the undersigned.

Respectfully,

Federal Reserve Examiner,

Federal Reserve Bank of St. Louis



STATEMFNT OF ACCOUNTS
AS OF
SEPTEMBER 30, 1932

Total State National
Estate Administration
Administrator 4 ad 0
Conservator . 150 148 2
Depositary 9 9 0
Executor 213 206 7
Guardian 89 89 0
Under Court Order 37 37 4}
542 533 9
Agency and Custody
Agency 542 542 00
Custody 761 761 0
Depositary 366 366 0
Escrow 180 180 0
Safekeeping 2,478 2,478 0
C-Custodian 270 270 0
4,597 4,597 0
Personal Trust
Under Agreement 925 810 115
Under Will 824 716 108
Insurance Trust 627 626 -
2,376 2,152 224
Corporate
Corporate Depositary ' 409 409 0
Corporate Trusteeship 826 448 478
1,335 857 478
Sougon
Coupon Paying Agent 320 320 0
Municipal Coupon Paying Agent 1,784 1,784 0
Trustee Coupon Paying Agen$ 675 675 0
Non=Withholding Agent 467 467 0
Withholding Agent 450 450 9]
3,696 3,696 0
Stock Transfer
Reglstrar 222 222 0
Iasues (384) (324) 0
Transfer Agent . 152 152 0
Issues (238) (238) 0
Dividend Disbursing Agent 11 11 o
385 385 0
General 227 227 o
TOTALS 13!158 12;-447 7
1
EXHIBIT "a®
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ERIVATE IRUSTS

ESTATE OF MARSHALL FIELD - TRUST UNDER WILL AMOUNT OF TRUST
Trustee U/Art. 4 Account No. 218 $§ 958,040.08
Trustee UfArt. 7 2382 4,333,487.41
Trustee U/Art. 10 236 1,017,3%6.16

The Bank is sole Trustee on the above accounts,

Trustee for Accum. Income Fund Account No. 6708 29,912,900.00
Trustee for Non=Cumulative Fund Account No. 6710 7,221 ,600.00
Trustee for Residuary Account No. 6709 22,573,000.00

There are three Trustees on the above accounts:
The Bank
Geocrge Richardson
Marshall Field

OF RI 2. . = EXECUTOR NO. 2458 25,239,475.77

Co-Executors
The Bank
Cornelius Crane
John K. Prentice
Walter Evensen

oF R. Mc CK = CONSERVATOR 10482 35,390,711.83

Co=Conservators
The Bank

Harold F. McCormick
Katharine D. McCormick

HELEN SHEDD REED - TRUST UNDER AGREEMENT NO. 2277 : 19,191,269.11

Co=Trustees Under Agreement
The Bank
Helen Shedd Reed
Laura A, Shedd Schweppe

19,191,263.96

Co=Trustees Under Agreement

The Bank
Laura A. Shedd Schweppe
Helen Shedd Reed

. ES OF R, GATES « TRUST UNDER WILL NO. 4093 11,663,570.54

O eegs Under Will
The Bank

A. L. Eumes
13.538'9290?5'

Accounts Nos. 23898
23899

2112

2113

The Bank is sole Trustee on the four above accounts.

"B
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QPEN MARKET COVFERENCE. '

. 1931 , December 2%
Voted to purchase up to 200 millions, the same to be

sold after the end of the yeare Unanimous,'

932, J, 1l and 12
Voted to purchase not exceeding 200 millionse The Executive
Cormittee to approve purchases.

Three adverse votes: - Gove Seay, Gove McDougal, a.nd.'
« Deputy Governor Dey of San Francisco. Gove Young was not present.

1932, February 243
Voted to purchase up to 250 millions at the rate of 25 millions
per weeks Unanimouse

932 ril

Voted to purchase up to 500 millions in addition to the
100 millions already authorized but not yet invested. Gove Young alone
voted Noe Gov. McDougal voted Ayes

1932, May 173

Voted to purchase up to a further amount of 500 millions,
the extent and amount to be determined by the Executive Committees
Gove Young and Gove McDougal voted Noe

- -
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See My

December 13, 1928.
Files of Counsel's Office. Granting of Trust Powers to

Mr. Seitz. Hational Banks.

ACTION TAKEN BY GOVEENORS' CONFERENCE.

In connection with this question Governor Young submitted
a memorandum to the November 1928 Confersnce of Federal Eeserve Bank
Governors, which was addressed by him to the Federal Heserve Board
under date of November 3, 1928 (X-6172), relative to the procedure
and prineiples applicable to the consideration and approval of appli-
ecations of national banks for permission to exercise trust powers.
He said he would appreciate having the reaction of the Conference
with respeet to this memorandum before its final preparation.
(Paragraph 7, Secretary's Mimites of Governors® Conference)

At the meeting of the Conference held on November 14, 1928,
after reading and discucsing this memorandum it was, upon motion of
Governor Seay, VOTED to be the sense of the conference that Covernmor
Young should be informed that the reaction of the conference to the
proposed memorandum was a favorable one. (Paragraph 19, Secretary's
Minutes of Govermors' Conference)

ACTION TAXEN BY AGENTS' CONFERENCE.

At the November 1928 Conference of Federal Reserve Agents
Governor Young's memoranium and attached statement of the Board's
Counsel were fully discussed. On motion, duly made and seconded, it
was VOTED to concur in the statements therein contained.

Ag the granting of fiduciary powers by the Board at the
time of iesuance of the charter by the Comptroller places added
responsibility on the Board, emphasis was laid on the importance of
the following recommendation of this Conference last year: "The
Committee recommends to the Federal Feserve Board that when the time
is opportune the Federal Reserve Act should be amended to provide
that before any new mational bank charters are granted, the applica-
tions should be submitted to the Federal Feserve Board for review
and determimation, This recommendation is made in view of the fact
‘that all national banks, when chartered, antomatically become members
of the Federal Heserve System,"

partments was also discussed. It was the consensus of opinion that
the same care should be given to the examimation of trust dup&rtunt-/j
as is given to other departments of a bank., (Paragraph 12, Secretary's
Minutes of Agents' Conference) . :

In considering the memorandum, the examination of trust de- /\
\

v

\
\\
ACTION TAKEN BY BOARD. \

Under date of December 6, 1928, Governor Young addressed a
letter (X-6191a) to Mr. Harrison, Secretary of the Governors' Conference,
VOLUME 233
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in which he stated that the Board noted that the Conference was favor-
ably inelined to the suggestions contained in the memorandum above
mentioned but is not prepared, however, immediately to take definite
action with respect thereto, Governor Young also stated that the
Board would advise all Federal reserve banks in due course on what-
ever action is taken.

SES: WLE

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



X-6172
November 3, 1928

coPY

To Federal Reserve Board

From Governor Young

In view of the recent developments in reference to the granting of
fiduciary powers, wherein the Board may be in the embarrassing position of having
granted fiduciary powers to one institution in one district and almost simultaneous-
ly considering the refusal of the application of another national bank in another
district surrounded by the same circumstances and conditions, | believe it is time
for the Board to review the whole matter and lay down certain definite principles
regarding the granting of fiduciary powers.

Briefly, the law states that national banks may exercise trust pow-
ers if not in contravention of State law, when so authorized and empowered by the
Federal Reserve Board. The law is specific about many legal requirements, and with
these the Board and the banks have had no difficulty because we, have been able to
be specific. The law also states, however, that the Board, in granting permission
to exercise trust powers, may take into consideration the amount of capital and sur-
plus of the applying bank, the needs of the community to be served, and any other
facts and circumstances that seem to it proper. This is the discretionary part of
the law. Just what is meant by it may be debated. The history of the legislation,
however, leads me to believe that Congress intended to give to national banks,
rights equal to those enjoyed by State banks. When the law specifically mentioned
capital it obviously placed discretion with the Board as to whether or not a na-
tional bank with a capital of $100,000, located in a community of two hundred thou-
sand or more inhabitants, should be granted fiduciary powers. Also, it obviously
left discretion with the Federal Reserve Board as to whether or not a national bank
with a capital of $25°000 in any community is entitled to fiduciary powers.

Past majority performance of the Federal Reserve .Hoard has demon-
strated conclusively to me that capital has been given little JLf any consideration
by the Board and | believe it acted wisely, because if assume that capital re-
quirements of national banks are sufficient under existing law to meet the heeds
of the business of the bank and of the community, and Acognize the fact demonstrat-
ed by information in our possession that in the great r”~.jority of cases national
banks voluntarily increase their capital as their business expands, we must arrive
at the conclusion that the capital requirements as established by the National
Bank Act are sufficient for the exercise of fiduciary powers, and if they become
insufficient the national banks voluntarily will increase their capital with the
growth of their business.

The law is also specific in stating that the Board shall take into
consideration the needs of the community to be served. Outside of a few isolated
and crossroad communities in the United States, the need, in my opinion, exists
in every community; in fact, the right to exercise fiduciary powers-is one of the
most valuable assets that can be acquired by any banking institution if it 'expects
to continue in business. The national banks of America have not been thoroughly
awakened to the possibilities of future profits from this business. Sooner or later
they will discover it, and | am going to venture the prediction that within the next
ten years fiduciary functions will be a house-to-house canvass with the strongest
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competition betwcen all banks that are permitted to exercise trust functions. In
other words, not at the moment but in the years to come, trust business is going

to be a source of profit for banks which, in periods of depression will contribute
very materially toward their successful existence as well as being a safeguard to
depositors and a possible factor for the continuation of our independent unit bank-
ing system which is rapidly slipping.

The law also states that the Roard can take into consideration any
other facts and circumstances that seem to it proper. When I was in Minneapolis
my interpretation of this part of the law was that if a bank was properly conducted
or if it got into difficulties and because of the resourcefulness of its management
was able to put itself in good condition, it was entitled to everything Congress
intended to give it. That was about all the consideration I did give to the ap-
plication because I assumed that Congress intended that national banks should be
granted fiduciary powers under such conditions.

I have since learned that some people associated with the Federal
Reserve System feel that the exercise of trust powers is of far more importance than
the exercise of the ordinary banking powers. In one way thore is strength in their
argument, but from a practical standpoint, experience has taught me that when a
bank is performing both banking and trust functions, the combined institution will
fail quicker because of its banking mistakes than it will because of mistekes in
its trust functions. This is because there are no limits as to how a bank can lend
its money except the amount it may lend upon real estate security or the amount it
may lend to any one person, firm or corporation, while the investment of trust
funds, in the great majority of cases, is safeguarded by wills, deeds of trust,
State laws, court orders, etc. If fraud, embezzlement, or other criminal acts are
to be taken into consideration, it seems to me that with the surveillance exercised
over national banks, the opportunities for culpable acts are greater in the bank-
ing department than they are in the trust department.

In the casc of new banks applying for fiduciary powers so that they
can open their doors under the title of, " Bank and Trust Company", I be-
lieve any bank that is entitled to banking powers is also entitled to trust powers.
Others feel that in the majority of cases the organizers of new banks should demon-
strate their ability to successfully conduct a banking business before fiduciary
powers are granted. I take the position that if an organizing bank requests fi-
duciary powers at the start, if there is anything in the picture that would prompt
the Board to refuse such powers, the reasons for the refusal should apply just as
strongly to the application for banking powers.

I have therefore arrived at the conclusion that it should be the
policy of the Board to grant fiduciary powers in every case where its aocnointed
agent has recommended the granting of banking powers and where the Board is satis-
fied that the applying institution is entitled to banking powers, With existing
banks I believe powers should be granted in all cases upon application where the
report of examination discloses a well-managed institution and the information re-
ceived from other sources leads the Board to believe that there is no question of
the applicant's honesty and integrity.




"EDERAL REBERVE BOARD
. . O X-5172-a

November 5, 1928.

Go vernor Young SUBJECT: Granting of trust povers to

¥r. Wyatt- Genersl Counsel nev national banks.

You have aslked me to give you a memorandum of my views

with regard to the Board!s genetal policy of waiting a year after ' ;m
the organization of a nev n-tional bank before granting trust powers d'h%
to it ,‘x

In my opinion, this policy is contrary to the policy of
Congress in granting trust powers to national banks.

The purpose of Congress in granting trust powers to
national banks was to preserve the existence of the National Banking
System by enabling national banks to meet the competition of State
banks and trust companies which had the advantage of being able to
combine the exercisc of trust powerswith the exercise of ordinary
cemmercial banking powers, Whether this was sound in theory or not
is immaterial, Congress was confronted with a situstion and adopt-
ed this mesns of meeting it. National banks were converting into
State banks in order to engage in the trust business and persons or-
ganizing new banks were taking State charters instead of national
charters in order to be able to combine the exercise of trust powers
with the commercial banking businmess,

In order to meet this situation, Congress authorized the
Federal Reserve Board to grant trust powers to national banks under
certain conditions., The conditions prescribed were intended principal-
ly to enable national banks to exercise trust powers on a basis of sub-
stantial equality with competing corporations exercising such powers.

This purpose is defeated to a certain extent by the Board's
policy of requiring newly organized national banks to wait a year af-
ter their organization before obtaining trust powers. Under the
Board's present policy, persons desiring to organize a new institution
to exercise both banking and trust functions can obtain a State charter
and immediately embark upon the exercise of both functions; but if they
take a national charter they must wait a year before they can exercise
their trust functions. The natural result of this policy is to cause
such persons to select a State charter instead of a national charter;
and this defeats the purpose which Congress had in mind when it granted
trust powers to national banks. It encourages the organization of State
banks and trust companies in lieu of national banks.

This memorandum was prepared very hastily, because you asked
me this morning to let you have it in time for today's Board meeting;
but it contains a concise expression of my views on this matter.

Respectfully,

Walter Wyatt,
General Counsel.
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thﬂﬁ Q;J;J ESPONAEnce ' Date_ May 27, 1932

To_ . Mr. Goldenweiser Subject:

From Mr. Riefler

The revenue bill introduced by the Senate Finance Committee proposes
to raise additional sums as follows:
Income taxes
Individual $ 155,000,000
Corporate 52,000,000
Administrative changes 80,000,000
Gift tax 5,000,000
Manufacturers' excise taxes 277,500,000
Miscellaneous taxes
Telephone and telegraph 24,000,000
Other miscellaneous taxes 256,000,000

Increased postage 160,000,000

$1,009,500,000

It should be noted that the total to be raised by special manufacturers'
excise taxes amounts to $877,500,000. According to Mr. Stark a general manu-
facturers' sales tax at only one per cent, calculated to eliminate pyramiding
but without special exemptions would yield $290,000,000 or somewhat more than
this amount. If this same rate were extended to apply to the telephone and
telegraph industries the yield would be $305,000,000 as compared with a total
yield of $301,500,000 in the present Senate bill from special excise taxes
and taxes on telephone and telegraph messages combined. A one per cent
general sales tax, therefore, would yield somewhat more then the special sales

taxes contained in the Senate bill., If the one per cent rate were extended to

transportation, the yield would be increased by $35,000,000 more.
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The following table indicates the total increased revenue whieh would

be produced by these substitutions:

Income taxes
Individual $ 155,000,000
Corporate 1/ 52,000,000
Administrative changes ~ 80,000,000

Gift tax 5,000,000
-
1 per cent manufacturers' sales tax
excluding pyramiding but with
no exemptions- 290,000,000

1 per cent sales tax on telephone and
telegraph 15,000,000

+ 1 per cent sales tax on transportation 35,000,000

Miscellaneous taxes as now proposed
excluding tax on telephone and .
telegraph messages 256,000,000

Increased postage 160,000,000

$ 1,048,000,000

The amount of increased revenue required to balance the budget ac-
cording to the Senate Committee's report is §l1,241,000,000, which the Com~-
mittee proposed to meet by additional revenues to the extent of $1,009,500,-
000 and economies of $231,500,000. Under the alternative plan outlined
above, increased revenue would amount %o $1,048,000,000 leaving $193,000,000

to be covered by economies or by a moderate inerease in the public debt.

;/ The inereased revenue produced by the proposed "administrative changes™
in the income tax is produced by limiting the extent to which capital losses
can be deducted from current income in computing taxable income. During the
last three years, wash sales to register losses for income tax purposes hafe
materially reduced the yield of the income tax. /
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Forns®*No. 131

FEDERAL RESERVE

o [ ]
Office Correspon’ence ;Q June 6, 1922

Subject:

Reason for decline.

Not caused by dearth of credit or money.
Real cause falling off in demand, and lack of confidences

If confidence should be resumed and business start up again,
would prices necessarily rise?

The general reduction in wages which has taken place
over the country will so reduce costs as probably
to keep prices down approximately to the present
level.

With reduced wages, it seems probable that the 1913 level will
be the normal levele.

Assuming that the burden of the fammer to pay, e.ge a
debt contracted years ago, has been heavily increased
by the fall of prices, is it not true that the
mortgage creditor gets no extra purchasing power
by the payment of this pre-existing debt? Or; oA
measured in commodities, it would take a larger
number to buy the same amount of other commodities.

Would not this same burden be imposed on all debtors, not only
farmers, but business men, railroads, etc.?

The System has been criticised for buying foreign acceptances,
and for encouraging gold exports in 1927 by lowered discount
ratese

Did not this rate policy and these purchases help the
purchasing power of Europe, and enable a greater
volune of our products to be sold?

6. Is it not probable that if we had the power at once to increase
general prices to the 1926 level, that the gain of the fame
would be relatively much slower than that, e.ge. of manu-
facturers' products, so that the famer would be worse off
than he is now?




7« If the nommal level of average prices turms out to be the 1913
level, will not that, in the long run, necessitate a
reorganization of railroads, business, etce?




“Form No. 131" . .
., FEDERAL RESERVE

Office Correspondence =~ »w Date

To Mr. Hamlin Subject:

From Mr. Goldenweise

I agree with you that if you consider the period between 1922

thole it was the inflow of gold rather than expansion

credit that furnished the basis for
bank reserve balances and the growth of member bank credit based on these
balances. It might have been possible for the res anke decrease
their credit during this period and thereby to offset in part the effect

gold imports, but the rapidity with which gold moved to tni country

during the periods when the reserve banks pursued such a policy, and the
limited amount curities available for sale, raise serious doubts as
to the possibilii

It is true, however, that member bank credit expanded most
during and immediately following those periods between 1922 and 1928 when
the reserve banks through lower discount rates and purchases
States securities in the open market were pursuing a policy of easi
money market and expanding the volume of reserve bank credit in use.

My own feeling is that, while reserve bank policy was probably an im-
portant factor in timing the expansion of member bank credit and that a
different policy might have been reflected in a more rapid growth of mem-
ber bank credit in 1923 and 920 instead of in 1922, 1924, 1925, and
1927, but that the total expansion for 3 period as & whole would prob-
ably have been the same regardless of the em's credit policy.

The report of the Committee on Banl g called attention to the

rogregsive decrease in the effective reserve reguirements of member banks
p

as one ®mf important factor in this situation, when it stated on page nine:
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Form No. 131 . .

FEDERAL RESREBVE 5 e Y

June 9, 1932

Office Correspondence > Date

Subjétt‘t Forecast of Harvard Economic

o Sggaidty Since June, 1919
« RO \‘\.Q
According to a study Mrfiem V. Cox of the University of

) =) N .
Chicago called "An‘zipra§§;1 ofdiﬁgricans%hginesa Forecasts," the Har-

vird system of forecasting‘gs based primarily upon a fairly dependable
~ N AOD o O s

seguence in(;ﬁSLngor‘fluctuations of oredit, stock prices, and general
business act‘;vﬁ;‘;} Twm’diff‘;cultiea &'e encountered in the in-
terpretat;E:‘gf'fﬁg ﬁEF?afa three curve sequence chart for the pre-war
period 1903-1914. The first was that the sp;oulative curve frequently
made false starts of from two to four months, which were in some cases
reinforced during at least a part of their course by an opposite move-
ment of the money curve. There was no graphic method of distinguishing
these from the significant movements until months after they were over,
so that the chart actually proved a much less satisfactory forecaster
than a superficial glance in retrospect at the broader contours. The
other difficulty was that, although the:chart never failed to predict
a major turn in business, the interval between the warning end the event
veried all the way from one month for the revival of 1905 to nine months
for the revival of 1911 and the decline of 1907. The post-war chart
presented exactly the same difficulties--false indications later re-
versed and wide irregularity of intervals between valid predictions and
the subsequent event. These problems rendered it not only wise but
necessary for the Harvard people to use supplemental meterial as a basis
of interpretation.

This supplemental material is designed to essist in distinguishing

temporary and inconsequential fluctuations in the speculative and money
VOLUME 233
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ourves from movements of forecast significance, to help to approximate
more closely the time and extent of an indicated change in business, and
to antiocipate minor industrial cycles such as are not foreshadowed by
the index chart. Much attention has been devoted to the open-market ac-
tivities end discount poliey of the Federal Reserve Board, to the inter-
national flow of gold, and to European fiscal and banking policies., The
relation betwesn the rete of production of basic commodities and thet
for consumers' goods, end the strength and wealmess of prices of basic
materials are factors closely studied.

Comparative forecasts

On the basis of the Cox study the Harvard forecasts certainly cammot
be considered as particularly reliasble. The Cox study of six forecasting
services shows that on the basis of adequacy, which takes into considera-
tion the direction of the movement forecast, its amplitude and the ex-
pected time of occurrence, the Harvard forecasts for the period from June,

1919 to October, 1929 renk third as shown from the following table:

Monthly average score for °
Service adequacy of forecast

November, 1818-October, 19529

(1.00 = perfect score)
Stand&rd Statistioﬂ Cqmp&ny................ *0.52
Babson Statistical OrganizetioNessescesscss 0.46
Harvard Economic Service....cecececcscncses *0,31
Brookmire Economic Service..cccsessescssesses 0.31

National City BanK..eseesvesvevecnsecocnnne 0.24
Moody's InVeBtorS Service..-.-....-........ 0.23

* Stendard Statistics began forecasting in January, 1921 and Harvard in
June, 1919,

However, on the basis of forecasting a turn in business, the Harvard

Service shows the lowest score of any of the six services as shown from

the following table:




Monthly Average Score of Each Service for Each Period
(1.00 = perfect score)

Brook= | Stan- Bab~ |Moody's [National|Herverd

mire dard son's City

Bank

0.17
0.08
0.12
~-0,09
0.11
0.03
0.26
0.08

1919 upturn..cesessse
1920 dovnturNeesceses
1921 upturneeccessecee
1923 dovmturne.eceeecse.
1924 upturnecissecces
1927 downturnesseeses
1927-1928 upturn.....
1929 downturDeeessssss

1
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Monthly average score

for eight major
turns since 1918 0.19 *0,18 0.18

* Based on six mejor turns since Jamuary, 1921.

In the eight major turns in business since 1918 the Harvard Service
called the turn only twice , were slightly helpful three times, neutral
twice, end were actually misleading in their forecast for the 1923 down-
turn in business. The following table which is based upon the two tables
given above, shows the success or failure of the six different services in

predicting major turning points in business activity:
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Brook-
mire

Bab=-
son's

Moody's

National
City

Harvard

1919 upburn.ecesecss

1920 downturD.e.eses

1921 upturneeeceese..

1923 downturn.eess.

1924 upturn........

1927 downturn......

1927-1928 upturn...

1829 downturn.eesess

|-
Neutral

Helpful

Helpful

Mis~-
leading

Slightly
helpful

S1ightly
helpful

Helpful

Helpful

Helpful

Neutral

Slightly
helpful

Helpful

Helpful

Slightly
helpful

Slightly
helpful

Helpful
Slightly
helpful
Slightly
helpful
Slightly
helpful

Slightly
helpful

Slightly
helpful

Neutral

Slightly
mis-
lending

Slightly
helpful

Helpful

Helpful

Helpful

Slightly
helpful
Neutral

Slightly
helpful

Slightly
helpful

Slightly
helpful

Slightly
helpful

Slightly
mis-
leading

Slightly
helpful

Neutral

Helpful

Slightly
helpful

Slightly
helpful

Helpful

Helpful

Mis-
leading

Slightly
helpful
Neutral
Slightly
helpful

Neutral

Summary==8 Turning Points

Helpful..--.......-
Slightly helpful...
Neutralsescaessssss
Slightly misleading
Misleadingessesosos

-
2
1

1

*

Besed on six major turns since Jenuery, 192




Form No. 181

FEDERAL RESERVE .

Office Corresp@ngence U

June g2¢
cr c3a 7y e - e
Hamlin Subject: Gold movements compared with
From Mr, Riefler _ reserve requirements 1922-1929

\

In Januery 1922, the required reserves of the member banks

plus their vault cash equaled $2,200,000,000, end in January 1929,

$2,900,000,000--an increase of 700,000,000. About $450,000,000
of this increase was supplied by gold imports during the inter-
val, the remainder coming largely from an inecresse in reserve
bank eredit. If the recommendations of the Conmittee on Bank
Reserves had been adopted at some time during the interval, the
required reserves of member banks in Januery 1929 would have
been about &3,400,000,000, or $500,000,000 more than they
actually were under existing requirements. This additional
$500,000,000 could only have been obtained by greatly increased
gold imports, or by additional borrowing at the reserve banks.
If these gold imports had not been forthecoming, or the reserve
banks had made it difficult for member banks to obtain addi-
tional reserve bank credit, member benks could not have expanded
their own credit during these seven years at anywhere near the

seme scale that actually occurred.

VOLUME 233
PAGE 76
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June 11, 1932
Dr. Miller Board'!'s rulings regarding

Mr. Vest - Assistant Counsel. Bankers' Acceptances

In accordance with your request, I have prepared the
following memorandum showing the more important changes which the
Board has made from time to time in the principles incorporated in
its regulations and rulings with respect to bankers' acceptances.
The memorandum is not intended to cover the lesser important rul-
ings or regulations of the Board on this subject but its purpose
is to give the facts with reference to those rulings of primary
importance which represent changes in policy with riggrd to bankers!
acceptances, and particularly as to those casee where such changes
have involved a liberalization of the requirements.,

ORIGINAL FEDERAL RESERVE ACT AND EARLY
REGULATIONS AND RULINGS.

Under the provisions of the original Federal Reserve Act,
Federal reserve banks were authorized by section 13 to discount accept-
ances based on the importation or exportation of goods with maturities
of not more than Fgfee months, when indorsed by a member bank; and
member banks were authorized to accept drafts or bills of exchange
arising out of import and export transactions having not more than
8ix months' sight to run. Federal reserve banks were also authorized ;

by section 14 to purchase bankers! acceptances, with or without the

indorsement of a member bank.

ﬂj/“’”"/ 237
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The Federal Reserve Board in 1915 issued several different
regulations regarding bankers! acceptances, gradually expesnding and
enlarging the provisions with respect to their eligibility for re-
discount. As a requisite of eligibility, it was required by the
Board's rulings that there be a definite bona fide contract for the
shipment of the goods involved in the import or export transaction
within a specified and reasonable time after the making of the
acceptance, and %3?0 that the transaction on account of which the
acceptance is drawn must itself involve the importation or exporta-
tion of the goods in question.

One of the provisions contained in the Board's early
regulations was that an acceptance must have been made "by a member
bank, nonmember bank, trust company or by some private banking firm,
person, company or corporation engaged in the dbusiness of accepting
or discounting". This provision recognized as eligible for discount
acceptances made, not only by banks and-bankers, but also by oEE?rs \
engaged in the acceptance business. A similar provision, though
in different language, is coatained in the present regulations re-
garding acceptances.

One of the most important of the early rulings on acceptancesr
was one published in the 1915 Bulletin ot pege 91, in the form of
an opinion of the Board's counsel, which held that Federal reserve

banlks were authorized to discount acceptances, as arising out of the

ed for FRASER
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importation and exportation of zoods, which were based on the shipment
of zoods thwpen any two or more foreign countries and between the
United States and certain of its dependencies and possessions, as well
as between the United States and foreign countries. The Board's
records do not indicate the circumstances under which this ruling was
made. The substance of this ruling was subsequently incorporated

in the Board's regulations and has been contained in the regulations

since that time.

AUTHORITY FOR THE PURCHASE OR DISCOUNT OF
ACCEPTANCES ARISING OUT OF DOMESTIC TRANS-
ACTTONS.

In a regulation promulgated in November 1915, the Board
authorized Federal reserve banks to purchase bankers! acceptances,
when properly secured, covering the domestic shipment of goods or
covering the warehouse storage of readily marketable staples. In
transmitting this regulation, the Board stated that it had not felt
Justified, upon admitting State banks and trust companies to the
Federal Reserve System, in requiring that they discontinue making
acceptances arising out of domestic transactions if kept within reason-
able limitations; and that the Board considered such acceptances as
of a character to make desirable investments for Federal reserve banks.
As uniformly construed by the Board, the authority of Federal reserve
banks to REEEEE?e bankers! acceptances under section 14 of the Federal

Reserve Act is not subject to the limitations applicable in the case of

rediscounts of acceptances, and accordingly it was legally possible
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to authorize Federal reserve banks by regulation to pg;ghgge
domestic acceptances althovgh no specific mention of domestic
acceptances was mede in the law., The Board's records do not
disclose at whose instance or suggestion this authorizction for
the purchase of domestic acceptances was given.

Subsequently in the Act of September 7, 1916, the law
was amended so as to authorize member banks to accept drafts
or bills growing out of transactions involving the domestic
shipment of goods provided shipping documents conveying or securing
title are attached at the time of acceptance, or which are secured
at the time of acceptance by a warelouse receipt or other such document

conveying or securing title covering readily marketable staples;

and Federal reserve banks were authorized to discount such accept- [

ances. This amendment was recommended by the Federal Reserve
Board in its anmual report covering the year 1915, in which it
7as said, "There can be but little question of the safety of
such acceptances, and their use will tend to equalize interest
rates the country over and help to broaden the discount mar-

keth .
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Among the principal requirements which the Board has made in
its regulations and rulings with respect to acceptances drawn against

the storage of readily marketable staples is that the warehouse receipt
R

covering such staples be issued by a party independent of the customer and

that such acceptances should not have a maturity in excess of the

time ordinarily necessary to effect a reqﬁquylx_ggggggusa%e. shipment

or distribution into the process of manufacture or consumption. In con-

nection with acceptances drawn to finance the domestic shipment of godls,

e —

the Board has held that there should be some actual connection between
the acceptance of the draft and the transaction involving the shipment
of the goods; that is, the draft should be drawn to finance the shipment.
The Board has also said that a Federal reserve bank may properly decline
to discount any acceptance the maturity of which is in excess of the
usual or customary period of credit required to finance the underlying
transaction or which is in excess of that period reasonably necessary

to finance such transaction.

ACCEPTANCES TO FURNISH DOLTAR EXCHANGE.

The amendment of September 7, 1916, also authorized member
banks to make, and Federal reserve banks to acquire, acceptances having
not more than three months sight to run, drawn by banks or bankers
in foreign countries or dependencies or insular possessions of the
United States for the purpose of furnishing dollar exchange as re-

quired by the usages of trade.,
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The Federal Reserve Board adopted regulations requiring mem-
ber banks which desire to accept drafts drawn by banks or bankers in
certain countries for the purpose of furnishing dollar exchange to
obtain the permission of the Board. Such permission is granted when
the usages of trade in such countries appear to require such accept-
ance facilities. There have been no important changes in the regula-

tions or in the law with respect to this subject since 1916.

ACCEPTANCES DRAWN UNDER CREDITS EXTENDING OVER A
PERIOD OF ONE OR TWO YEARS.

Under date of February 7, 1918, the Board addressed a letter
to the Governor of the Federal Reserve Bank of New York (published in
the 1918 Bulletin at page 257), stating its policy in dealing with ac-
ceptances drawn under credits extending over a period of one or two
years. The expression of the Board's policy on this subject was con-
tained in a memorandum accompanying the letter. This letter and memo-
randum were prepared after correspondence with the Federal Reserve Bank
of New York and after conferences between Governor Strong and a number
of New York bankers. The principles outlined in the memorandum were

summarized in the letter as follows:

(1) Acceptance credits opened for periods in ex-
cess of ninety days should only, in exceptional cases, extend
over a period of more than one year, and in no case for a time
exceeding two years.

(2) Banks which are members of groups opening these
credits, should not buy their own acceptances, and where an
agreement is made with the drawer for purchase of acceptances
for future delivery, the rate should not be a fixed one, but
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should be based upon the rate ruling at the time of the sale.

(3) Transactions covered by these credits should be of a
legitimate commercial nature, and acceptances must be eligible
according to the rules and regulations of the Board.

(4) Whenever syndicates are formed for the purpose of
granting acceptance credits for more than moderate amounts,
Federal reserve banks should be consulted with regard to
the transaction. The question of eligibility, both from
the standpoint of the charscter of the bill and of the
amount involved, will be passed upon by the Federal re-
serve bank subject to the approval in each case of the
Federal Reserve Board.

The introductory paragraph of the memorandum setting forth the prin-
ciples above summarized is as follows:

In dealing with the question of acceptances, it is
desirable that the Board should not be obliged to adopt
inflexible regulations unless absolutely necessary. It
should be borne in mind that we are competing in the ac-
ceptance field with other countries which have no legal re-
Strictions in which sound business Judgment, guided from
time to time by the central banks of these countries, consti-
tutes the unwritten, but none the less rigid law. The banks
of the United States would greatly assist the Board in its
work of developing a modern and efficient system of American
bankers' acceptances - and they would best serve their own
purposes - if they would study and assimilate the underlying
principles which must guide the Board, and observe these prin-
ciples voluntarily without requiring inflexible rules. Unless l
the bankers cooperate with the Board in this manner, many
transactions - unobjectionable as long as they are engaged in
for legitimate purposes and within reasonable limits - will
have to be barred because strict regulations do not admit of
discrimination."

After a full discussion of the principles which are summarized above,
the Board's memorandum concluded as follows:

"These are the principles which the FederslReserve
System must apply. It would be inexpedient to attempt more than
to establish the principles. It would be detrimental to formu- !
late definite regulations dealing in minute detail with the
various phases of the problem. It would be far better to give
some latitude to the banks in dealing with these matters. But
this will depend entirely upon the wisdom and discretion of the
member banks. The banks will best serve their own interests if,
following the example of Buropean institutions, they will adopt
these principles as self-imposed, well tried rules of business
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prudence rather than by abusing their freedom of action to force

i
the Board to tie their hands by rigid regulations.!

ACCEPTANCES AGAINST READILY MARKETABLE STAPLES STORED IN
A WAREHOUSE IN A FOREIGN COUNTRY.

In 1919, the response to an inquiry from the Federal Reserve Agent
at the Federal Reserve Bank of Boston the Board held that a member bank
might properly accept a draft drawn in Canada, payable in the United
States in dollars and secured by rice stored in a public warehouse in
Canada, and that such an acceptance might properly be rediscounted by
a Federal reserve bank. The Board's ruling on this question was pub-
lished in the 1919 Bulletin at page 740.

PURCEASE OF EXPORT ACCEFTANCES WITH SIX
MONTHS MATURITIES.

Under date of May 6, 1921, the Federal Reserve Board amended its
Regulation B so as to authorize the purchase by Federal reserve banks
of bankers' acceptances growing out of transactions involving the im-
portation or exportation of goods with maturities up to six monﬁhs. This
increase in the maturities of such acceptances eligible for purchase
was suggested in a letter to the Board from Deputy Governor Harrison
of the Federal Reserve Bank of New York. The suggestion was also made
in letters from Mr. Paul M. Warburg, in connection with the financing of
so-called "fiEEEPi§§LFFE@itB“, a term used to designate a credit to
finance both (1) the shipment from the United States of raw materials
to be manufactured into finished products and (2) the subsequent process

of manufacture in the foreign country and the exportation therefrom of

the finished product. This amendment to Regulation B was recommended by




the Federal Advisory Council and also by the Governors of the Federal
Reserve Banlks.
In its letter transmitting the amended regulation, the
Board said:
Two considerations have led the Board to take
this action: (1) The desire to widen the acceptance
market by meeting the wants of savings banks and similar
purchasers of bankers' acceptances who are now deterred
from investing in acceptances of longer than three months!
maturity, because of the lack of authority of Federal
Reserve Banks to purchase longer maturities up to six months;
(2) to provide more ample facilities for financing import
and export trade with countries where either normal con-
ditions or present abnormal conditions indicate the desir-
ability of rendering assistance by making acceptances of
maturitios not exceeding six months eligible for purchase
by Federal Reserve Banks.
The Board also stated that it looked to the good banking
Judgment and discretion of the accepting banks and of the Federal
Reserve Banks to avoid any untoward results; and that the effect
of this widening of the investment powers of the Federal reserve
banks would be followed closely with a view to such modification of
the regulations as might be necessary.
Under the Board's present regulation, Federal reserve banks
may purchase bankers' acceptances growing out of transactions in-
volving the importation or exportation of goods with maturities not

in excess of six months.

PURCEASE OF ACCEPTANCES DRAWN BY COOPERATIVE
MARFETING ASSOCIATIONS WITH SIX MONTHS' MATURITIES,

Under date of December 19, 1922, the Federal Reserve Board
promulgated an amendment to its Regulation B authorizing Federal reserve

banks o purchase bankers' acceptances, with maturities not in excess of
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si x months, which are drawn by growers or by cooperative marketing
associations composed exclusively of growers of noanperishable,
readily marketable, staple agricultural products, to finance the
orderly marketing of such products grown by such growers and secured
at the time of acceptance by warehouse, terminal or other similar
receiptsissued by parties independent of the borrowers and con-
veying security title to such products.

The Board's records do not indicate upon whose suggestion
or recommendation this change in its regulation was made; but the
Board stated in its letter of transmittal:

"The Board was moved to take this action by a

desire to provide more arple facilities for financing

the orderly marketing of staple agricultural products,

especially by cooperative marlketing associations. This

is in accordance with the principle heretofore recognized

by the Board that the carrying of agricultural products for

such periods as are reasonably necessary in order to assist

the orderly marketing thereof is a proper step in the process

of distribution."

By the Act of March 4, 1923, Federal Reserve Banks were

authorized to discount acceptances with maturitiecs up to six

months when drawn for an agricultural purpose and secured at the

time of acceptance by documents of title covering readily marlketable
staples,
ELIMINATION OF DOCUMENTARY REQUIREMENTS AS TO

ACCEPTANCES GROWING OUT OF IMPORT AND EXPORT
TRANSACTIONS.

Under date of March 29, 1922, the Board promulgated an
amendment to its Regulation A, eliminating the requirements for
the attachment or furnishing of documents in connection with accept—

ances arising out of import and export transactions, and leaving
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eligibility to be determined by the Federal reserve banks as a
question of fact.

Simplification of the Board's regulations regarding
banicers! acceptances had been recommended in May, 1921 by the
Federal Advisory Council in a statement as follows:

* % * % WMoreover, it is impossible for the American

banlzers! acceptance to establish itself in competition

with the British sterling acceptance in world markets
if the foreign drawer is bewildered by a mass of
regulations which he has to understand fully if he

is to be certain that he is issuinz an eligible bill

which will find a ready market in the United States.

The simpler the regulations the better the opportunity

for the American bankers' acceptance to become a

credit instrument in world markets. If there are

competent men whose discretion may be relied upon in
charge of the supervision of American acceptors, there
is no need for attempting to control by detailed regu-
lations the practice of American accepting banks and
bankers, "

It was presumatly on the basis of this recommendation
that the matter was given consideration by the Board in March,
1922, but the record does not show whether this is a fact.
Shortly before the adoption of the amecnded regulation by the
Board, the proposed change eliminating the documentary re-
quirements was discussed at an informal conference in New York
by Governor Harding and Mr. Logan with Messrs. Warburg, Kent,
Broderick, Kenzel and Harrison. There was epparently another
discussion of the matter a few days later by lir. Kenzel and

certain New York bankers with the Federal Rescrve Board. Before

the change in the regulation was adopted a number of the Federal

:

reserve banks, as well as the President of the Advisory Council, [
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were asked for their views with respect to the matter.

The Board's letter of transmittal of this amendment
to Regulation A stated that there had been a rapid growth of the
acceptance business during the war and it had been necessary
accordingly for the Board to make frequent rulings and to amend
its regulations regarding bankers'! acceptances periodically; the
Regulation of 1920 on this subject was the last step in the
development of such regulations and it contained the substance
of the more important rulings previously issued by the Board
resarding acceptances arising out of import and export trans-
actions. In view of the experience which the American banks
had obtained, the Board considered that detailed regulations on thie
subject were no longer necessary and also that the general advance-
ment of foreign trade could be furthered most effectually by
the substitution of a sirpler regulation. Accordingly,
the Board eliminated the following sentences from its
regulation with respect to acceptances arising out of import
and cxport transactions:

* % % Ufhilc it is not necessary that shipping

documents covering goods in the process of shipment

be attached to drafts drawn for the purpose of

financing the exportation or importation of zoods,
and while it is not essontlal therefore, that cach

essential as a;rurequls1te to Bll zibility either (a)
that shippinz documents or a documentary export draft
be attached at the time the draft is prescnted for
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acceptance, or (b) if the goods covered by the credit
have not been actually shipped, that there be in
existence a specific and bona fide contract providing
for the exportation or importation of such goods

at or within a specified and reasonable time and

that the customer agree that the accepting bank

will be furnished in due course with shipping docu-
ments covering such goods or with exchange arising

out of the transaction being financed by the credit.

A contract between principal and agent will not be con-
sidered a bona fide contract of the kind required above,
nor is it enough that there be a contract providing
merely that the proceeds of the acceptance will be
used only to finance the purchase or shipment of

goods to be exported or imported,

In making this amendment, the Board stated that it was
not reversing or modifying its former rulings, which were re-
garded as essential to the proper conduct of the acceptance bus-
iness, but that its action was intended merely to allow greater

latitude to Federal reserve banks for the exercise of their

discretion and judgment, observing always the limitations of

the law. The Board also stated that the responsibility for
passing upon the eligibility of bankers!' acceptances rests
upon. the Federal reserve banks themsclves and each bank should
satisfy itself that the acceptances conform to the require-

ments.
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ACCEPTANCES BY NATIONAL BANKS AGAINST
IMPORT AND EXPORT BILLS.

In rulings published in the 1917 Bulletin at page 28 and in the

1920 Bulletin at page 610, the Board took the position that no bank

which has purchased a foreign documentary draft mey refinance itself

by drawing a draft on a member bank secured by the documentary draft.
The theory underlying these rulings was that such a draft is not drawn
for the purpose of financing the importation or exportation of goods but
for the purpose of financing the business of the bank which purchased
the foreign documentary draft,

During the year 1923, the Board had correspondence with Mr. J, H.
Fulton, President of the National Park Bank of New York with reference
to the right of a national bank to accept drafts against the security
of import or export bills, and also had correspondence with the Feder-
al Reserve Bank of New York on this question. The Federal Reserve Bank
considered that acceptances of this kind under proper conditions would
be lawful, but it was the Board's position at that time that such
acceptances were not proper under the rulings above referred to. In
1924, letters were addressed to the Board by the Governors of the Fed-
eral Reserve Banks of New York and San Francisco requesting a final
ruling of the Board with respect to this question, The Board gave
further consideration to the subject, but for some reason no action
was taken at that time, In 1926, however, acceptances of  this kind
were questioned by a national bank examiner in an examination of the

First National Bank of Boston and the Comptroller of the Currency asked
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the Federal Reserve Board for a ruling in the matter. The Board again
gave consideration to the question and reached the conclusion that

its former rulings on the subject contained an unnecessarily strict
interpretation of the law. Accordingly, the Board ruled that national
banks may legally accept drafts drawn upon them by other banks

against the security of import or export bills of exchange previously
discounted by such other banks; provided that such drafts are drawn
before the underlying import or export transactions are completed

and comply as to maturity and in all other respects with the provi-

sions of the law and the Board's regulations., (1926 Bulletin 854),

ACCEPTANCES AFTER IMPORT OR EXPORT TRANSACTION COMPLETED,

At a meeting of the Subcommittee of the General Acceptance
Committee held in New York in October, 1927, it was decided to recom-
mend to the Federal Reserve Board that the Board revoke its previous
rulings to the effect that a bill cannot be eligible for acceptance
by a member bank, or for rediscount or purchase by a Federal reserve
bank, as a bill growing out of the importation or exportation of goods,
if it is accepted after the goods have reached their destination; and
to rule in lieu thereof that bankers! acceptances may properly be con-
sidered as growing out of transactions involving the importation or
exportation of goods when given for thé purpose of financing the sale
or distribution on usual credit terms of imported or exported goods

into the channels of trade, whether or not the bills are accepted

after the physical importation or exportation has been completed.
P
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Shortly before the meeting referred to, Mr. Kenzel,

Chairman of the Sub-committee, had appeared before the Federal Reserve

Board, in response to an invitation from the Board, to discuss pos-

sible amendments to the Board's regulations and rulings regarding bankers!
acceptances, and had pointed out the desirability of malcing a ruling of
this kind in order that American acceptances might compete with those
of other countries in financing foreign trade,

Subsequent to his appearance before the Board in this con-
nection, Mr, Kenzel conferred with a number of prominent New York
bankers engaged in the acceptance business; and the following is an
excerpt from his statement on this subject submitted in connection
with the recommendation of the sub-cormittee:

"They (the bankers consulted) felt that they
would not wish to extend credits in Burope for purely
domestic purposes, explaining that by that they meant
the purchase of goods of domestic origin, the fabrica-
tion of such goods and its sale for domestic consumption
within any Buropean country, but that they did feel that
they should be permitted to finance through acceptance cred-
its the sale within Buropean countries of goods of origin foreign
to those countries, and the fabrication and sale of goods
for export. Many of them cited the familiar problem of
American cotton which is now sent so largely to European
countries on consignment by American shippers and
is sold to European spinners out of warehouses in
Furope, Spinners require credit of ninety days or more,
Under the present rules, American banks can give
such credits where the cotton crosses a frontier in
Burope, that is, where it ig exported from one European
country to another, but they cannot give such credits
if the cotton is sold to spinners located in the same
European country in which it is stored pending sale.




"A similar negative position arises with respect to
cotton which is sold and shipped from America on terms
that have become quite usual, i.e,, that at the buyer's
option he may pay cash on arrival or give ninety days
bankers credit. It frequently happens that the cotton
has arrived and so the physical export completed before
the buyer elects how he shall pay. If he elects to give
ninety days bankers credit the banker may not accept the
bill if the cotton has arrived at the foreign destination
named in the shipping documents."

"The American bankers consulted felt that the time has
certainly arrived in the development of American accept-
ance business when American accepting bankers should be
permitted the free exercise of their discretion within
the law and regulations and that, within those limits,
full latitude should be granted them in the accommoda—
tion of business as it is done in foreign countries.
They stressed particularly the point that they regarded
it as preferable to give a three months credit with a
renewal for a further period, if it were found that a
renewal were required at the expiration of the original
period, than to grant the credit originally for a period
of six months, and that if the rule against accepting
a bill after the goods had arrived were rescinded, the end [
sought would ve practically accomplished without a
specific ruling in favor of remewal bills., It was
pointed out that from the bankers! point of view it was
preferable to be able to review credits at more fre-
quent intervals than is the case when credits up to
six months are being insigted upon by the borrower
as a precaution against being unable to redraw at
the end of a shorter period in case of need even for
a small part of the credith,

The recommendation made by the subcommittee was considered

by the Federal Advisory Council and, with one suggested change, was
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approved. After consideration of the matter, the Board reached

the conclusion that its previous rulings on this subject contained

an unnecessarily strict interpretation of the law; and, in order

to facilitate the financing of fofeign trade and the sale of

American goods abroad, the Board ruled, on November 28, 1927, (1927
Bulletin, p. 860) that bankers' acceptances may properly be con-
sidered as groﬁing out of transactions involving the importation

or exportation of goods when drawn for the purpose of financing the
sale and distribution on usual credit terms of importéd or expdrted
goods into the channels of trade, whether or not the bills are accept~-
ed ﬁffir the ﬁhysical importation or exportation has been completed.
The Board pointed out that due care should be observed to prevent a
duplication of financing and that there should not be outstanding at
any time more than one acceptance against the same goods. This ruling

of the Board reversed all previous conflicting rulings.

ACCEPTANCES DRAWN BY WAREHOUSE OR ELEVATOR COMPANY AGAINST
WAREHOUSE RECEIPTS ISSUED BY ITSELF,

In 1924, Governor Young of the Federal Reserve Bank of Minneapolis
suggested to the Federal Reserve Board that it give approval to accept-

ances drawn by a terminal elevator company against the security of ware~

house receipts issued by the company which draws the acceptances, He point- /

ed out that in Minnesota such a company is under the strict supervision
and control of a State commission, a representative of which checks all
grain that is stored in the elevator and all grain that is removed there-
from; and that it is practically impossible to remove grain from such

terminal elevators without the knowledge and permission of the representa-
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tive of the State commigsion,

The matter was considered by the Federal Reserve Board from time
to time over a period of several years and was twice referred to the
Governors! Conference, which recommendsd that the Board approve accept-
ances of this character, After consideration of the matter, the Board
in April, 1927, voted to disapprove the recommendation of the Governors!
Conference and not to amend its regulations so as to make such accept-
ances eligible for rediscount or purchase by the Federal reserve banks,
The Board considered that the principle laid cdown in its regulations, that
warehouse receipts used as security for acceptances must be issued by a
party independent of the customer, was essential to the maintenance of
the high standard of bankers! acceptances and that any action setting
aside this principle mizht establish a precedent for future action
which would result in the lowering of the standard,

The matter was again considered by the Federal Reserve Board
in October 1928, however, at which time Governor Young was Governor
of the Federal Reserve Board, and the Board decided to adopt an amend-
ment to its regulations making eligible for rediscount or purchase

acceptances against warenouse receipts conveying security title to

readily marketable staples when such receipts are "issued by a grain ]

elevator or warehouse company duly bonded and licensed and regular-
1y inspected by State or Federal authorities with whom all receipts for
such staples and all transfers thereof are registered anc without whose

consent no staples may be withdrawm,"




LIBERALIZATION OF RULINGS REGARDING DOMESTIC
BANKERS! ACCEPTANCES.

The General Committee on Bankers! Acceptances at its meet-
ing in March, 1926, adopted a report containing a statement of
broad general principles regarding correct practices in the grant-
ing of domestic bankersg! acceptance credits and recommending spe-
cifically that the use of domestic acceptances be broadened, par-
ticularly in two respects:

(1) To permit the purchaser of goods under bankers! accept-
—_—
ance credits to draw bills having a maturity consistent with the
usual and customary credit times that obtains in the relative trade,
instead of requiring the %EEEEEF to draw the bill if it has a ma-
turity in excess of the actual transit time of the goods, (the

Board's rulings had been understood as making a distinction between

the period for which acceptances may be drawm by the seller and the

period for which they may be drawn by the purchaser)s

(2) To permit the use of bankers! acceptances secured by
receipts covering readily marketable staples to finance the carrying
of certain staples during the time they are being converted into
other forms of readily marketable staples through a converter in-
dependent of the drawer, provided that the identity of the goods is
not lost and the accepting bank remains secured by the independent

converter's receipt,
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Tais report of the General Committee on Bankers! Accepte
ances was considered by the Governors! Conferencs in March, 1926, which
approved the report and requested the Federal Reserve Board to adopt
the rulings contained therein, The Federal Reserve Board acted
upon the matter in June, 1928, at which time it approved the report
in so far as it contained a statement of the broad general princi-
ples regarding correct practices in the granting of domestic bank-
ers' acceptance credits, but with the understanding that such ap=
proval should not be construed as revoking or qualifying any of
the Board's existing rulings, The Board stated that if the broad-
ened use of domestic bankers'! acceptances was found to be hampered
by the existing rulings of the Board, it would consider the question
of revoking or modifying such rulings provided a statement of specific
facts arising in actual cases was submitted to the Board,

The Governors! Conference in November 1928, upon

consideration of a report of the subcommitice of the General

Committee on Bankers' Acceptances, requested the subcommittee to

submit to the Board specific examples of transactions exemplifying
the need for a modification of the Board's rulings in the respects
above mentioned. This was done and the following is an example

of the facts submitted with regard to the Committee's first recom-

l




mendations

"A firm in New York City purchases certain
staples from a seller in a western city who ships
the same and draws a sight draft on the purchaser
in New York with bill of lading attached, This
draft and bill of lading attached are sent in
the customary way to a bank in New York, Bank A,
designated by the purchaser. The latter then
draws a 90 day bill on Bank 4, which is accepted
by the bank, having at the time in its possession
the bill of lading covering the staples in process of
shipment., The acceptance is then discounted by the
purchaser and the proceeds used to pay the sight
draft and to obtain the release of the bill of
lading, It does not require 90 days for the
completion of the shipment of goods, only a
relatively short time being necessary for this

purpose, "
After consideration, the Board ruled in November 1929

that a draft drawn by the purchaser of goods in accordance
with the facts above stated is eligible for acceptance by a

member bank when it has a maturity consistent with the usual

and customary credit time prevailing in the particular busgi- /

ness, provided that all other relevant requirements of the
law and of the Board's regulations are complied with, (1929

Bulletin, page 811),




This ruling was in some respects inconsistent with certain (
previous rulings of the Federal Reserve Board to the effect that an
acceptance should not be drawn for the purpose of furnishing working {
capital to the borrowser or to the purchaser during the process of
the manufacture of goods; and the Board stated that such previous
rulings with regard to working capital might be regarded as supersed-
ed by this ruling to the extent of any such inconsistencies,

The subcommittee also submitted an example of a specific case
designed to show the desirability of permitting the use of bankers!
acceptances, secured by receipts covering readily marketable staples,
to finance the carrying of these staples during the time they are be-~
ing converted into other forms through a converter or processer who
is independent of the drawer of the acceptance, provided that the
identity of the goods is not lost and the accepting bank remains se-
cured by the independent converter's receipt., After consideration,
however, the Board voted in March 1930, to disapprove the recommenda-
tion made on this point and stated its opinion that bills drawn
under such circumstances are not to be considered as eligible for

acceptance by member banks,

BOARD'S POLICY OF RULING ON ACCEPTANCE QUES-
TIONS ONLY AFTER CONSIDERATION OF FEDERAL
RESERVE BANKS.

It has been the policy of the Federal Reserve Board for a num-

ber of years not to consider and pass upon questions with regard to
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bankers! acceptances until such questions have been first submitted
to and considered by the Federal reserve bank of the district in which
the question arises, It is not clear when this policy was first adopted
but it was definitely in force as early as 1922 and probably, at
least in some cases, for some time before that,.

Many acceptance questions, of course, have arisen in the
New York District and accordingly the Federal Reserve Bank of New
York has been frequently called upon to. consider such questions; and
much of the Board's correspondence regarding acceptance matters has
been with this Federal reserve bank, In a number of cases where ac-
ceptance questions have arisen in other districts, the Federal Re-
serve Board in considering such questions has taken them up either
formally or informally with Mr, Kenzel, the Chairman of the Com~
mittee on Bankers! Acceptances,

SULMARY

For convenient reference there is given below a brief summary

of the changes in the law, regulations and rulings regarding accept-

ances, which have becen discussed above.

Provisions of the Federal Reserve Act.

Under the original Federal Reserve Act, member banks were
authorized to accept drafts arising out of import and export trans-
actions having not more than six months! sight to run and Federal
reserve banks were guthorized to discount such acceptances, indorsed
by a member bank, with maturities of not more than three months, Fed-
eral reserve banks were also authorized to purchase bankers! accept-
ances with or without the indorsement of a member banlk,

By the Act of September 7, 1916, member banks were author-
ized to make, and Federal reserve banks to discount, acceptances
arising out of the domestic shipment of gooGs or out of the storage of




i
b ™,
L. € ot B

R e - WLE B

readily marketable staples; and by this Act, also, member banks were
authorized to make, and Federal reserve banks to acquire, acceptances
drawn for the purpose of furnishing dollar exchange.

By the Act of March 4, 1923, Federal reserve banks were auth-
orized to discount acceptances with maturities up to six months when
drawn for an agricultural purpose and secured at the time of accept-
ance by documents of title covering readily marketable staples,

Rulings and'Regulations of the Federal Reserve Board.

In its regulation of February 8, 1915, the Board recognized as :
eligible for rediscount acceptances made, not only by banks and bankers, |
but also by others engaged in the acceptance business,

In a ruling publighed in the 1915 Bulletin at page 91, the Board
gave approval to acceptances based on the shipment of goods between two
or more foreign countries and between the United States and certain of
its dependencies and possessions, as well as betwsen the United States
and foreign countries,

By regulation dated November 29, 1915, the Board authorized Fed-
eral reserve banks to purchase bankers! acceptances, when properly
secured, covering the domestic shipment of goods or covering the ware-
house storage of readily marketable staples, (This was prior to the
amencment to the law permitting the discount of domestic acceptances.)

After the amendment to the law of September 7, 1916, the Board
included in its regulations provisions regarding the acceptance by
member banks of drafts dramn to furnish dollar exchange,

Under date of Februvary 7, 1918, the Board addressed a letter
to the Governor of the Federal Reserve Bank of New York stating its
policy in dealing with acceptances drawn under credits extending over
a period of one or two years.

In a ruling published in the 1919 Bulletin at page 740, the
Board approved acceptances drawn in a foreign country payable in the
United States' in dollars and secured by staples stored in a foreign
warehouse,

Under date of May 6, 1921, the Board amended its regulations
80 as to authorize the purchase by Federal reserve banks of bankers!
acceptances growing out of transactions involving the importation or
exportation of goods with maturities up to six months,
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Under date of December 19, 1922, the Board amended its regu-
lations so as t0 authorize Federal Reserve Banks to purchase bankers!
acceptances with maturities not in excess of six months which are
dravn by agricultural growers or by cooperative marketing associations
and are properly secured,

On iarch 29, 1922, the Board amended its regulations so as®
to eliminate the requirements for the attachment or furnishing
of documents in connection with acceptances arising out of import
and export.transactions,

By ruling published in the 1926 Bulletin at page 854,
the Board held that national banks may legally accept drafts drawn
upon them by other banks against the security of import or export
bills of exchange previously discounted by such other banks pro-
vided that such drafts are drawn before the underlying import or
export transactions are completed.

The Board ruled on November 28, 1927, that bankers! accepte
ances may properly be considered as growing out of import or export |,
transactions when drawn for the purpose of financing the sale and |
distribution on usual credit terms of imported or exported goods
into the channels of trade, whether or not the bills are accepted
after the physical importation or exportation has been completed,

On October 9, 1928, the Board amended its regulations so
as to make eligible for rediscount or purchase acceptances against
warehouse receipts issued by grain elevator or warehouse companies
duly bonded and licensed and regularly inspected by State or
Federal authorities with whom all receipts for such staples and all
transfers thereof are registered and without whose consent no staples
may be withdrawn,

By a ruling published in the 1929 Bulletin at page 811,
the Board ruled that a draft drawn by the purchaser of staples to
finance the shipment of such staples is eligible for acceptance when
it has a maturity consistent with the usual and customary credit
time prevailing in the particular business. :

On March 19, 1930, the Board stated its opinion that bills
drawn for the purpose of financing the carrying of staples during
the time they are being processed or converted are not eligible for
acceptance,

It has been the policy of the Board for a number of years
to consider and pass upon acceptance questions only after they have
first been considered by a Federal reserve bank.

Respectfully,

George B, Vest,
Assistant Counsel.
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FEDERAL RESERVE

ffice Corresponeence Date_June 13, 1932
To Mr, Hamlin - Subject: Barnings, Expenses and volume of

Li_ ’hi e e
5N

of our statement B-8ll, coveringz earnings and expenses of the Federal reserve

~ﬁ2? N\Mr, Smead ; operations of Federal Reserve Banks
|

In response to your telephone recuest, I am handing you herewith a copy
banks foé the month of Mgy 1932, which statement also shows current net earn-
ings of each Federal reserve bank for the five-month period ending May 1932,

You will note from the statement that, for the five-month period, the ratio
of current net earnings to paid-in capital of the Federal Reserve Bank of
Richmond, on an annual basis, was 11.1 per cent, and for the System as a whole
17.2 per cent, The Federal reserve banks of St. Lonis and Dallas are the only
ones which did not have sufficient current net earnings during the five-
month period to cover the accrued €& per cent dividend,

Most of our volume of work fisures are shown in the functional expense
reports, which are submitted semi-annuslly by the Federal reserve banks.
These reports for the first six months of 19352 will be available around the
end of July. BSuch data as are now available indicate that the fizures for
the first half of the year will show some falling off in the volume of work
handled in the Transit Department., It is also guite probable that the work
of the Currency and Coin Departments has decreased somewhat, Data now being
compiled indicate that the amount of work handled per employee in the princi-
val dep&.:gments of the banks last year was about 5 per cent more than in 1930
and about 37 per cent more than in 1925, The average number of employees in
the principal departments of the Federal reserve benks (head offices) de-
clined from 3,184 in 1930 to 2,943 in 1931, or by about & per cent, and in
2ll departments from 7,299 to 7,019, or by 3.84 per cent.

VOLUME 233
PAGE 81
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EARINGS AND EXPENSES OF FEDERAL RISERVE BAIKS, MAY 1932

Federal

Reserve

‘l' Bank

Honth

of

May

1932

Jan, -

May 1932

Earnings fron

Current expenses

Current net
earnings

Current net earnings

Dis-
counted
bills

e 05
secur-
ities

Pur-
chased
bills

Other
sources

Total

Exclusive
of cost of
7. R.currency

Total

;
|
l
|
!
I

Ratio to

Total |naid-in

capital

Total

Ratio
to
paid-in
capital

Less accrued
dividends and
net charges
(current) to
profit and loss

Boston

Few York
Fhiladelphia
Cleveland

Richmond
Atlanta
Chicago
St, Louis

Minneavolis
Kansag City

»:
Francisco

TOTAT
Yay 1932
Apr, 1932

- iay 1931

$91,374

259, 841
187,510
169,830

72,111
95,515
101,066
41,231

35,693
81,775
35,420

245,515

$10,927 $122,313
55,077 1,175,231
15,210 180,034
14,481 209,733

56,111
37,774
320,739
01,729

67,441

55,793
62,548

106, 600

8,010
6,643
20,961
5,542
3,245
5,085

4,879
13,98H

36,427
47,007
13,053
17,133

9,599
5 TH48
38,927
13,195

1,826
20, 340
3,606
13,421

$231,041
1,537,156
395,807
411,177

146,131
145, 680
4g1,693
121,697

108, 205
162,993
106,453

$142, 248
508,628
146, 762
197,422

112,310
96,270
260, 762
102,037

72,350
130, 769
92,065
178,611

$150, 319
532,933
157,112
207,440

112,822
103,413
262,032
102, 666

72,630
135,707
93,085
179,429

Per cent
$80,722 8,3
1,004,223 20,0
233,695 17.4
203,737 16.9

33,309
42,267
219,661
19,031

i =
N F~ & UIJ ol
L

35,575
27,286

13,368
205,091

=00 W

$526, 287
3,977+335
1,448,491
1,396,650

245,547
335,;6?
1,253,475
92,649

167,930
222,601
9k, 659
1,426,323

Per cent
10.9
16.0
2led
24D

Dy O~ D N

W P el el s
O\ NN == O\ =
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$232,082
2,549,294
1,089,254
1,012,202

116,468
210,294
806,511
-28,468

93,094
118,042
-12,079

1,128,079

1,417,181
1,700,390
352,526

169,044 2,456,0U6
202,931 2,050,571
164,077 986,394

190, 282
162,311
116,874

2,040,235
2,0u5,307
2,117,429

2,109,588
2,112,041
2,243,925

2,122,965
2,004,162
-599,052

. Jan.-May 1932 10,052,165 1,864,119 §,901,904 1,1L4 Y477 21,962,655
} 1931 2,351,734 1,035,004 5,582,586 568,094 9,537,420

10,326,152 10,775,351
10679,665 11,443,891

11,187,314

-Q06,h71

11,127,314

TEDERAT, RTSTRVE BOARD
DIVISION OF BANX OPERATIONS
JUNE §, 1932
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Cffice Correspon en Date_ June 20, 1952

Tu Mr. Goldenweiser Subject: Reductions in reserve require-

From __ Mr. Riefler : ments in recent years

On June 30, 1931, member banks were required.to hold $2,309,000,000
in reserve balances at the reséerve banks. In addition, they held on that
date for till money purposes $519,000,000 in ecash in their vaults. Their
total requirements for primary reserves plus vault cash, consequently,
amounted to $2,828,000,000.

Cash reserve requirements on 1914 baseis

In 1914, prior to the inauguration of the Federal reserve system,
national banks were required to hold a certain amount of primary reserves
in the form of vault ca;h end an additional amount of secondary reserves
in the form of balances with commercial banks which had been approved as
reserve agents. Disregarding these balances, national banks were required
to hold primary reserves in the form of vault cash in relation to their
net demand plus time deposits egquivalent to 25 per cent if they were central
reserve city banks, 12% per cent if they were reserve city banks, and 6 per
cent if they were country banks. Had these same ratios applied to member
banks, on June 30, 1931, they would have been wrequired to hold vault cash
equivalent to $4,370,000,000, an amount ¥1,542,000,000 in excess of their
actual required reserves plus vault cash at that time. All of the changes

in reserve requirements since 1914 together, consequently, had the effect of

reducing primery reserve requirements by ebout $1,500,000,000.

Primary reserve reguirements on 1917 basis

The original Federal Reserve Act excluded balances with correspondents

as reserve (after a certain transition period), established a 5 per cent re-

serve on time deposits, and a reserve on net demand deposits of 18 per cent

VOLUME 233
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at central reserve city banks, 15 per cent at reserve ¢ity banks, and 12 per
cent &t country banks. This reserve was required to be held in part as vault
cash and in part on deposit with the reserve banks. It consisted, therefore,
wholly of primary reserves. If member benks had been operating under these
provisions on June 30, 1931, they would have been required to hold reserves
equal to $3,4987,000,000. This would have been $873,000,000 less than their
requirements on the 1914 basis. By 1931, consequently, the changes intro-
duced in 1914 inecluding both the lower reserve on time deposits and the dif-
ferent reserves on demand deposits would have caused & decrease in required
primary reserves of $873,000,000. If time deposits had been in the same pro-
portion to total deposits in 19031 as in June 1917, however, the total required
reserve on this basis in 1931 would have been $4,248,000,000, a decrease of
only $122,000,000 from the 1914 basis. Of the total decline of § 1,542,000,000
gince 1914, conséquently, $122,000,000 can be ascribed to the changes intro-
duced in 1914 and the growth of time deposits between 1914 and 1917, while
$751,000,000 represents the loss due to the further proportionately more

rapid increase in time deposits between 1917 and 1931. The remaining $669, -
000,000 represents the shrinkage in vault cash arising out of the 1917 amend-
ments. On June 30, 1931, member banks actually held 519,000,000 ip vault
cash, an amount smaller by $669,000,000 than they would have held if they

had been required to carry cash equal t0 5 per cent of their demand deposits
and 2 per cent of their time deposits as of that date. This figure, of course,
would be materially increased if time deposite had been in the same proportion
to demand deposits in 1931 as in 1917. These figures are summarized in the

following table:




Requirements of member banks on June 30, 1931,
for vault cash under 1914 provisions . $ 4,370,000,000

Actual required reserves plus vault cash on
June 30, 1931 2,828,000,000

Total decrease due to changes in requirements 1,542,000,000

Decrease attributable to developments
between 1914 and 1917 122,000,000

Decrease attributable to rapid growth of
time deposits between 1917 and 1931 751,000,000

Decrease attributable to reduction in
vault cash since 1817 669,000,000
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CONFIDENTIAL X-7197

July 5, 1932.
Federal Reserve Board Questions regarding appli-
cation of provisions of National Eco-
Mr. Vest, Assistant Counsel. nomy Act to Federal Reserve Board.
Part II of the Legislative Appropriations Act, which became
law on June 30, 1932, and which while pending in Congress was referred
to generally as the "National Economy Bill", contains a number of pro-
visions which affect the Federal Reserve Board. A copy of the Act is

attached hereto.

In any discussion of the provisioné of this Act a brief con~

sideration of the history of the bill through Congress is helpful. The
bill originated in the House and when it passed that body the first time
it contained provisions for a pay cut for Government employees. As
passed in the Senate the first time, it carried provisions for a furlough
of employees without pay. In the consideration of the bill in conference
all of its provisions were agreed upon by the conferees except those of
Title 1, which had to do with the furlough and pay cuts of employees.
When the bill was reported back to the House by the conferees, the House
agreed to the conference report, and then Mr. McDuffie, one of the House
conferees, proposed as Title 1 of the bill certain provisions incorpor-
ating another pay cut plan. This was rejected by the House, and there-
upon Mr. McDuffie propesed another Title 1 of the bill, incorporating
the furlough plan together with reductions in compensation for some but
not all of those classes of employees exempted from the furlough. The
Housc agreed to this latter proposal and the bill was then sent to the
Senate, where it was approved in the form agreed to by the House. It

is important to note that, while the proposals made by Mr. McDuffie on
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the floor of the House had not been agreed to in conference, they ob-
viously had been considered by the conferees, and the details of these
provisions and the intention thereof must have been well known and under-
stood by all of the conferees.

The whole purpose and intention of Part II of this Act, that
is, the part which contains the economy provisions, is to provide ways
and means of reducing the amount of Government expenditures for which it
is necessary for Congress to make appropriations, and thus to bring about
& corresponding reduction in the amount of the Government!'s budget, The
funds of the Federal Reserve Board, of course, are not derived from Con-
gressional appropriations, but from assessments upon Federal reserve banks;
and, accordingly, the Board's expenditures do not affect the amount of the
Government's budget. In undertaking to interpret the provisions of this
Act from the standpoint of its application to the Federal Reserve Board,
it is important to bear these facts in mind.

The provisions of the Act which appear to be applicable or of
interest to the Federal Reserve Board, its members or employees are dis-
cussed below:

FURLOUGHS AND REDUCTIONS IN COMPENSATION.

The provisions regarding furloughs without pay and reductions
in compensation of employees are céntained in Title I of Part II of this
Act, but for the reasons hereinafter stated, members and employees of the
Federal Reserve Board are exempted from these provisions and from all other
provisions of Title I which deal with officers and employees of the Govern-

ment.




Section 101 of Title I provides generally that, during the
fiscal year ending June 30, 1933, each officer or employee receiving
compensation at a rate of more than $1000 per annum, shall be furloughed
without compensation for one calendar month, with certain exceptions and
provisos which it is not necessary to detail. Section 104, however,
provides:

"Sec. 104, TWhen used in this title =

"(a) The terms 'officer' and 'employee'! mean
any person rendering services in or under any branch
or service of the United States Government or the
government of the District of Columbia, but do not
include (1) officers whose compensation may not, under
the Constitution, be diminished during their continuance
in office; (2) Senators, Representatives in Congress,
Delegates, and Resident Commissioners; (3) officers and
employees on the rolls of the Senate and House ¢f Rep-
resentatives; (4) carriers in the rural mail delivery
service; (5) officers and members of the police depart-
ment of the District of Columbia, of the fire department
of the District of Columbia, of the United States park
police in the District of Columbia, and of the White
House Police; (6) teachers in the public schools of the
District of Columbia; (7) public officials and employees
whose compensation is derived from assessments on banks
and/or is not paid from the Federal Treasury; (8) the
enlisted personnel of the Army, Navy, Coast Guard,
and Marine Corps; (9) postmasters and postal employees
of post offices of the first, second, and third classes
whose salary or allowances are based on gross postal
receipts, and postmasters of the fourth class; (10)
any person in respect of any office, position or em -
Ployment the amount of compensation of which is express-
ly fixed by international agreement; and (11) any
person in respect of any office, position, or employ-
ment the compensation of which is paid under the terms
of any contract in effect on the date of the enactment

of this act, if such compensation may not lawfully be
reduced, "
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The salaries of the members and emplorees of the Fed-
eral Reserve Board are derived from assessments on the Federal
reserve banks pursuant to the provisions of section 10 of the
Federal Reserve Act, and are not paid from the Federal Treasury.
Members and employees of the Federal Reserve Board thus fall
directly within the classification "public officials and em-
ployees whose compensation is derived from assessments on banks
and/or is not paid from the Federal Treasury.! As shown in the
above quotation from section 104, such public officials and em -
ployees are exempted entirely from the provisions of Title I of
the Act relating to officers and employees; and it is clear,
therefore, that the requirements of this Act as to furloughs with-
out pay are not applicable to Federal Reserve Board members or cm-
ployces.

There are a number of other classes of officers and
employees who are expressly exempted from the furlough provi-
sions of the Act, and Section 105 of Title I of the Act provides
that the compensation of some, but not all, of these exempted
classes of employees shall be reduced during the fiscal year end-
ing June 30, 1933. This section provides, among other things,
that there shall be a reduction in compensation, upon a graduated

scale, for a number of specifically named classes of employecs

who are exempted from the furlough provisions and also for




"(7) Officers and employees (as defined in Sec-
tion 104(a)), not otherwise provided for in thie
section, to whom the provisions of sub-sections (a)
and (b) of Section 101 do not apply.M

It will be observed that this provision refers to and in -
corporates as a part of itself, the definition of the terms Wofficers"

and "employees" in Section 104. Since "public officials and employees

whose compensation is derived from assessments on banks and/or is not

paid from the Federal Treasury" are expressly excluded from the
definition of these terms, it is obvious that the provision as to re-
duction in compensation does not affect members of the Federal Reserve
Board or its employees.

The question was raised on the floor of the Senate
whether Section 105 was intended to provide for a reduction
in the compensation of public officials whose compensation is
derived from assessments upon banks and the definite answer was
given by Senator Bratton, one of the conferees, that no such
reduction in compensation was intended. Senator Bratton stated
that it was the intention of the conferees to exempt from the
reduction in compensation, "either by furlough or per cent or
otherwise", the enlisted personnel of the Army, Navy, Marine Corps

and Coast Guard. In answer to another specific inquiry,
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he replied that public officers who are not paid out of the Federal
Treasury, as referred to subdivision 7 of section 104, fall in the
same class in this respect with the enlisted personnel referred to and
are not subject to any reduction in compensation.

For the Board's information in this connection, I quote from
the debates on the floor of the Senate on June 24, 1932. (Congressional
Record, pages 14288 and 14289)

"Mr. Byrnes. Directing the Senator's attention to the
provisions of the furlough system, am I correct in the im-
pression I have received that notwithstanding the provisions
of section 105, the compensation reduction system, the com-
pensation reduction does not apply to the enlisted personnel
of the Army and Navy or to public officials whose compensa~-
tion is derived from assessments upon banks?

"Mr. Bratton. Mr. President, I welcome the inquiry
from the Senator from South Carolina. It is timely and
pertinent. It was the intention of the original bipartisan
committee of six Scnators who wore assigned to the task
of considering this bill that the ernlisted personnel of the
Army, the Navy, the Marine Corps, and the Coast Guard
should be exempted from any reduction in compensation.

That was also the intention of the conferees between the
two branches of the Congress, and although there may be
some doubt respecting the phraseology as adopted by the
House, and found at page 13914 of the Congressional Record,
there can be no doubt concerning the intent of the
conferees. They intended throughout for sound reasons to
exempt from the reduction in compensation either by fur-
lough or per cent or otherwise the enlisted personnel of
the Army, thc Navy, the Marinc Corps, and the Coast Guard.

"Mr. Byrnes. Then thc Senator will agree that that
would be true also of subdivision 7, in section 104, apply-
ing to all the public officers ~ho are not paid out of the
Treasury?

"ir. Bratton. Yes; they fall in the same class."

In this comnection also it is pertinent to consider the legis-

lative history of this question as it affects the Federal Reserve Boord.
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The bill as originally passed by the House did not contain an
exemption in favor of the Federal Reserve Board members or em-
ployees, but on the contrary, contained a provision specifically
reducing the salaries of the members of the Federal Reserve Board
to $10,000, beginning July 1, 1933. When it was reported out by
the Senate Committee, the provision reducing the salaries of the mem-
bers of the Federal Reserve Board was stricken out and there was
inserted a provision excmpting "insolvent bank rcceivers and bank
cxaminers whose compensation is not paid from the Federal Treasury.!
Ontc floor of the Senate this exemption was changed by an amendment
offered by Senator Glass so as to read "public officials and employees
whose compensation is not paid from the Federal Treasury." The first
proposal made to the House by Mr. McDuffie after the House accepted
the couference report would have provided pay cuts for employees
and would not have included the furlough provisions, but it contained
an exemption from such pay cuts in favor of "persons whose compen-
sation is derived from assessments on banks and/or is not paid from
the Federal Treasury." Mr. McDuffie's second proposal contained the
exempting clause in the form in which it was enacted into law, viz.,
"public officials and employees wlhose compensation is derived from
assessments on banks and/or is not paid from the Federal Treasury."

The provision in section 105 making certain officers and

employees subject to a reduction in compensation is not applicable
to the Federal Reserve Board members and employees; because (a) the
provision by its own terms incorporates the exemption in favor of

those whose compensation is derived from assessments on banks,
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(b) the legislative history of the bill shows clearly the intention
that such exemption shall apply to reductions in compensation as well
as to furloughs, and (c), if there were any doubt about the matter
otherwise, it is conclusively settled by the express statement by

one of the Senate conferees on the floor of the Senate.

The reasons for these exemptions are obvious. The purpose of
this legislation was to balance the Federal budget. The compensation of
the members and employees of the Federal Reserve Board, which is derived
from assessments on banks and not from the Federal Treasury, does not

affect the Federal budget; and accordingly no reduction in the budget

would be effected by reducing their salaries or by requiring them to take

furloughs without pay.
ANNUAL LEAVE OF EMPLOYEES.

Section 103 of Title I of the Act provides that "all rights
now conferred or authorized to be conferred by law upon any officer or
employee to receive annual leave of absence with pay are hereby suspended
during the fiscal year ending June 30, 1933; "but this provision clearly
is not applicable to officers and employees of the Federal Reserve Board;
because as explained above, the terms "officer" and "employee! as used
in Title I of the Act do not include public officials and employees whose
compensation is derived from assessments on banks and/or is not paid from
the Federal Treasury.

Section 215 of Title II of the Act provides that, "Hereafter no
civilian officer or employee of the Govermment who {Eggézps annual leave
with pay shall be granted annual leave of absence with pay in excess of
fifteen days in any one year, excluding Sundays and legal holidays." It

is also provided that leave unused in one year may be cumulative for any
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succeeding year; that sick leave of absence allowed under existing law
1s not affected by this nrovision; and that such sick leave of abseace
shall Pe administered under regulations prescribed by the President so
as to obtain, so far as practicable, uniformity in the various depart-
neats and establishments in the Government.

As this provision is not ir Title I of the Act and in view of
its broad language, it is my opinion that it is applicable to the mem-
bers and employees of the Federal Rescrve Board and that in order to
comply with this law, anmal leave for such members and cmployces rmst
hereafter be restricted to fiftcen days in any onc year, excluding Sun-
days and legal holidays. The allowance for sick leave is not affect=-
ed and there is no statutory provision limiting tho amount of sick
lcave which the Board Day grent to its monbers or employees,

It is not entirely clear fron a reading of this
provision whether the words "in aany one year" should be interpreted as
neaning (a) in any one calendar year; or (b) in any one fiscal year; but
annual leave has heretofore been allowed by law upon the basis of
the calendar year and, as there is nothing in the new provision to in-
dicate a change of intention in this respect, it is believed that an-
quel leave should continue to be corputed on the basis of the calendar
year,

It will be obscrved that the statute provides that hereafter
20 officer or employee shall be granted leave in excess of fifteen days
in any one year. The words "hereafter! and "granted" taken together show

clearly thot it is not the intention of this provision that leave which

nay previously have been gronted to any enployee during the present




calendar year should enter into the determination of the amount of
leave which may be granted to him during the remainder of the year
1932. The provision is directed solely at leave granted after the
‘passage of the Act,

Under the law, therefore, no member or employee of the Federal
Reserve Board may be granted anmual leave with pay in excess of fifteen
days during the remainder of the current calendar year; but the amount
of annual leave which such member or employee may have previously re-
ceived during 1932 does not affect the question; except that the entire
amount of leave received during the calendar year 1932 should, of course,
not exceed the thirty days prescribed by the Board's existing regulations
on this subject.

It is believed probable, however, that an administrative ruling

will be issued with regard to the manner in which Government depart-

ments generally should apply these new provisions of law regarding
annual leave of employees and the Federal Reserve Board probably
will desire to follow the same course which is adopted by other

Government establishments in this connection.

PROMOTION OF EMPLOYEES.

Section 201 of Title II of the Act prohibits automatic
increases in compensation by reason of length of service or promo-

tion during the fiscal year ending June 30, 1933; and Section 202
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prohibits, during the seme period, "administrative promotions in
the civil branch of the United States Govermment or the government
of the District of Columbia.!" The filling of a vacancy, when
authorized by the President, by the appointment of an employee of
& lower grade is not construed as an administrative promotion.
Federal Reserve Board employees are, of course, not sub-
Jject to automatic increases in compensation and so Section 201 is
clearly inapplicable to them. While the provisions of Section 202
are broad enough to include the Federal Reserve Board, it seems ap-
parent from certain references in the section to grades of employees
and the rate of pay applicable to such grades that the section is
directed only at administrative promotions in the classified civil
service and so would not include the Federal Reserve Board. Fur-
thermore, as pointed out above, the purpose of this Act is to pro-
vide economies in the expenditure of Government funds derived from
Congressional appropriations; and since Federal Reserve Board em-
ployees are paid not fronm Congressional appropriations, but from
assessments upon the Federal reserve banks, the Board would not
seers to fall within the scope of the basic purpose of this section.
Although the gquestion is a doubtful one, I an inclined to the view
that the Board is not prohibited by this provision from granting
promotions to its employees during the next fiscal year, if it should
see fit to do so. In any event the language of the section does not

seem broad enough to prohidit the Board, if it should so desire,
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from paking an increase in the compensation of an erployee during
the next fiscal year in a case where such increase does not in-
volve a change in the position occupied by such employee which
could be characterized as a promotion.

FILLING OF VACAWCIES.

Section 203 of Title II of the Act provides that "no appro=

priation available to any executive department or independent

establishment" during the fiscal year ending June 30, 1933, shall

be used to pay the compensation of an incumbent appointed to any
civil position under the United States Government which is vacant
on July 1, 1932, or to any such position which may become vacant
after such date; with an exception in favor of absolutely es-
sential positions", the filling of which may be authorized or ap-
proved in writing by the President of the United States, and of
temporary, emergency, seasonal or cooperative positions. Appropri-
ations unexpended by operation of this section are to be impounded
and returned to the Treasury.

In my opinion this provision is not applicable to the fill-
ing of vacancies in the staff or personnel of the Federal Reserve
Board because the prohibition of this section is upon the use of
"appropriations". As the Board's funds are derived from assessg=
ments upon the Federal reserve banks, they are not appropriations
within the meaning of this provision. Moreover, the Board's funds,

although deposited with the Treasury as a special fund, never become
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a part of the general fund of the Treasury and, therefore, the pro-
vision requiring a "return" to the Treasury of impounded "appropri-
ations" obviously could not apply to them.

While the Comptroller General in a case arising in 1928
took the position that the Board's funds had the status of appropri-
ated moneys, in other cases arising since that time he has taken
a more liberal position as to the power of the Federal Reserve Board
over the expemiiture of its funds within the limitations of the law.
It is Dbelieved that the position taken by the Comptroller General
in 1923 cannot properly be sustained and that, the Board's funds not
being appropriations, this section is not properly applicable to the
Board.

COMPULSORY RETIREMENT OF EMPLOYEES FOR AGE.

Section 204 of Title II of the Act provides that on and
after July 1, 1932, no person rendering civilian service in any branch
or service of the United States Government who shall have reached the
retirement age prescribed for automatic separation from the service,
applicable to such person, shall be continued in such service: Pro=
vided that the President may excmpt any person from the provisions of
this section when the public intercst so requires.

Generally speaking, the employees of the Federal Resorve Board
arc not subject to the provisions of the Civil Service Retirement

Act and are therefore not affected by this provision, because there
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is no retirement age for automatic separation from the service applica-
ole to them, There are, however, seven employees on the roils of the
Federal Reserve Board (transferred from positions in the classified
service) who contribute from their salaries to the retirement fund
and are entitled to the benefits of the Retirement Act. Inasmuch
as these employees are subject to the provisions of the Retirement
Act, it would appear that Section 204 prohibits their employment
by the Federzl Reserve Board after they reach the age prescribed
for automatic separation from the service applicable to them,which is
understood to be scventy years. It appears, however, that it will be
soveral years before any of these seven employees reach the rotiremont
age and so there will be ample time for the determination of this question,

TRAVEL ALLOWANCES.

Section 207 of Title II of the Act has to do with travel
allowances for civilian officers and employees of the government
departments and establishments, and changes the present law by
substituting a per diem allowance of five dollars a day for travel
in the continental United States in lieu both of the seven dollar
allowance for actual expenses and the alternative 8ix dollar per
diem allowance heretofore contained in the law. This section also
changes the present layw by substituting a per diem allowance of
eix dollars a day for travel outside of the continental United
States in lieu both of the eight dollar allowance for actunl
expenscs and the alternative seven dollar per diem allowance

heretofore contained in the law.
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These provisions are applicable to members and employees
of the Federal Reserve Board. It is understood that changes in the
travel regulations to conform to the new law have been approved by
the President.

Section 209 of Title II of the Act provides that no law or
regulation authorizing or permitting the transportation at Govern-
ment expense of the effects of officers, employees, or other per-
sons shall authorize the transportation of an automobile. This
section would appear to prevent the transportation of automobiles
of officers and employecs of the Federal Reserve Board at Govern-

ment oxpense, although no case is known in which this has ever occurred.

COMPENSATION FOR OVERTIME AND NIGHET WORK.

Section 211 of Title II of the Act provides that, during the
fiscal year ending June 20, 1933, no officer or employee of the
Government shall be paid a higher rate of compensation for overtime
worlt (either day or night) or for work on Sundays and holidays; and
wherever by or under authority of law compensation for night work (other
than overtime) is at a higher rate then for day work, such differential
shall be reduced by one half. It is also provided that, in so far as
practicable, overtime work shall be performed by otlers than those who
have performed a day's worlk, and work on Sundays and holidays shall
be performed by others than those who have performed a week'!s worl,

The Board does not pay compensation for overtime work. It
does have certain night employees in the office of the Gold Settlement
Fund, but the compensation allowed them is not fixed by law. More-

over since the Federal Reserve Board has no corresponding class of day
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employees, it would be impossible to say whether their compensation is at
a higher rate than for day work.

The provisions of this section, therefore, do not seem to
be applicable to the Federal Reserve Board,

STATUS OF MARRTED PERSONS IN PERSONNEL REDUCTIONS,

Section 213 of Title II of the Act provides that in any

reduction of personnel in any branch or service of the United States
Government, married persons (living with husband or wife) employed
in the class to be reduced, shall be dismissed before any other
persons employed in such class, if such husband or wife is also

in the service of the United States or the District of Columbia,

This provision would apply to the Federal Reserve Board in
case of a reduction in number of any particular class of its em~
ployees. It does not apply, of course, to prevent the Board from
dismissing any employee for cause and filling the vacancy thus created.

This section also contains a similar preference in favor
of others than married persons in the appointment of employees; but, by
its terms, this provision applies only to appointments to the classi-
fied civil service and, therefore, is not applicable to the Federal
Reserve Board.

FURLOUGH OF EMPLOYEES FOR INDEFINITE PERIQDS.

Section 216 of Title II of the Act provides that M"in

order to keep within the appropriations made for the fiscal year 1933,

the heads of the various executive departments and independent establish-
ments" are authorized and directed to furlough without pay employees
for such time as is necessary in their judgment to carry out this pur-

pose, the higher salaried to be furloughed first whenever possible




without injury to the service.

It seems clear that the Federal Reserve Board is not
affected by this provision because it refers definitely to "appropri-
ations" made for the ensuing fiscal year. The Board, of course, has
no such appropriation but derives its funds from semi-annual assess-—
ments upon the Federal reserve banks.

LIMITATIONS OF EXPENDITURES FOR PRINTING AND
BINDING AND STATIONERY.

Section 302 of Title III of the Act provides a
limitation of eight million dollars upon the amount which may be
obligated for printing and binding for the use of the United Statcs
and District of Columbia done at the Government Printing Office during
the fiscal year ending June 30, 1933; and also places a limitation of
four hundred thousand dollars upon the amount which shall be expend-
ed for paper furnished by the Government Printing Office for the use
of tke Government establishments during the same period. Nothing in
the section, however, is to be construed to authorize the discontinu-
ance of any report or publication specifically required by law,

These provisions, of course, are not limitations upon
the Federal Reserve Board and in view of the peculiar status of the
Board!s funds, it is not believed that printing done for the Federal
Reserve Board is intended to be included within the limitations. How~
ever, it is possible that because of these provisions the Board will
find difficulty during the ensuing year in having a sufficient amount
of printing and binding done at the Government Printing Office, This
will depend in a large measure on the attitude of the Government Print-

ing Office on this question.
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ANNUAL REPORT TO CONGRESS.,

Section 313 of Title III of the Act provides that in the

annual report to Congress of each executive department or independent

establishment, there shall be included a statement of receipts during

the period covered by such report from fees or charges paid to such
department or establishment under any act of Congress,

It is doubtful whether any of the fees or chargea paid to
the Federal Reserve Board from time to time are of such character as
to be affected by this requirement; but, in any event, it is the
practice of the Board to include in its anmual report a statement of
all receipte and disbursements and this would seem sufficient to meet
the. requirements of this section.

EXPENDITURES FOR RENT.

Section 322 of Title III of the Act provides that hereafter

no appropriation shall be obligated or expended for the rent of any

building or part of a building to be occupied for Government purposes
at a rental in excess of a per annum rate of fifteen per centum of the
fair market value of the premises at the date of the lease, nor for
alterations, improvements and repairs of rented premises in excess of
twenty-five per centum of the amount of the rent for the first year of
the rental term; with a proviso that this section shall not apply to
leases heretofore made,

This section is a restriction on the expenditure of appro-
priations and in my opinion is not applicable to the Federal Reserve
Board. Since the funds of the Board are derived from assessments on
the Federal Reserve Banks, they cannot properly be considered appro-

priations within the meaning of this provision. As indicated above,
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however, the Comptroller General in one case took the position that the
Board's funds constitute appropriated moneys, and it is possible that he
might question the Board's right to make expenditures for rent, under
leases hereafter entered into, in excess of the limitations prescribed
by this provision. As shown above, the law does not affect leases
heretofore made.

REORGANIZATION OF EXECUTIVE DEPARTMENTS.

Title IV of the Act declares it to be the policy of Congress
to group, coordinate and consolidate executive and administrative agencies
of the Government; to reduce the number thereof by consolidation; to
eliminate overlapping and duplication of effort: and to segregate regu-
latory agencies and functions from those of an administrative and exec—
utive character. For the purpose of carrying out this policy the President
is authorized, by executive order, to transfer the whole or any part of

any commission, board, bureau, division, service, or office in the

executive branch of the Govermment, and/or functions thereof, to the

Jurisdiction and control of another such Governmental agency or of any
executive department; except that the President's power in this respect
does not include authority to abolish any such Governmental agency or
executive department which is created by statute. The President is

also authorized, by executive order, to comsolidate or redistribute the
functions vested in any executive department or in the executive agencies
included in any executive department, and to designate and fix the name
and functions of any consolidated activity or executive agency and the
title, powers and duties of its executive head. No executive order issued
by the President under this title, however, shall (with certain specified

exceptions) become effective until it has been transmitted to Congress and
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Congress has either approved it or has had an opportunity for sixty days

(not interrupted by adjournment) to disapprove it and neither House has

donc so. Whenever the President concludes that any executive department

or agency, which has becn ecreated by statute, snould be abolished and its

functions transferred to another department or agency oOr eliminated en-

tirely, he is required to report his conclusions to Congress with such

recormendations as he may deem proper. The President is also required

to report to Congress at the beginning of each regular session any action

token pursuant to the provisions of this title, with the reasons therefor.
Under the provisions of this title of the Act, it appears to Dbe

possible for the President, if he should see fit, to transfer by executive

order, subject to disapproval by Congress, functions and personnel of

the Federal Reserve Board to another agency or department of the Govern-

ment, or to transfer functions of other agencies or dcpartments to the

Tedoral Reserve Board.

INTERDEPARTMENTAL WORK.

Section 601 of Title VI of the Act authorizes any executive depart-
ment or independent establishment of the Government, or any bureau or of-
fice thereof, if funds are available therefor and if it is deemed by the
nead of such executive department, bureau or office to be in the interest
of the Govornment to do so, to place orders with any other such department,
cstablishment, bureau or office for matorials, supplies, equipment, work
or services of any kind that such requisitioned Federal agency may be in
a position to supply or equipped to render; and provision is made as to the
mepner in which payment shall be made for such supplies or services. It is
provided, however, that if such work or services can be as conveniently or
more cheaply performed by private agencies, such work shall be let by

competitive bids to such private agencies.
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Under this section, the Federal Reserve Board is authorized to
purchase supplies or services from other Government departments or estab-
lishments; and possibly the Roard might be called upon to render certain
services for other departments or establighments.

JURISDICTION OF UNITED STATES COURTS OF
SUITS ARISING UNDER TITLE I OF ACT.,

It is provided in Section 111 of Title I of the Act that "Ng
court of the United States shall have Jurisdiction of any suit against the
United States or (unless brought by the United States) against any officer,
agency or instrumentality of the United States, arising out of the applica-
tion of any provision of this title, unless such suit involves the Consti-
tution of the United Statest,

The effect of this Provision is to preserve the right to the
United States to bring suits, at the instance of the Comptroller Géneral,
to enforce any provision of Title I of the Act but to deny the right to _
any Government department or establishment to bring suit against the
United States, the Comptroller General, or any other officer or agency of
the United States, arising out of the application of Title I.

Respectfully,

George B. Vest,
Assistant Counsel,

I have given careful consideration to this subject and agree
with the cenclusions stated by Mr. Vest.

Walter Wyatt,
General Counsel,




[PuBric—No. 212—72p ConGrEss]
[H. R. 11267]
AN ACT

Making appropriations for the Legislative Branch of the Government for the
fiscal year ending June 30, 1933, and for other puposes.

Be it enacted by the Senate and House of Reépresentatives of the
United States of America in Uongress assembled,

PART I

Secrion 1. The following sums are appropriited, out' of any
money in the Treasury not otherwise appropriated, for the Legisla-
tive Branch of the Government for the fiscal year ending’ June 30,
1933, namely :

SENATE
SALARIES AND MILEAGH OF SHNATORS

For compensation of Senators, $960.000.
For mileage of Senators, $51,000.
For compensation of officers, clerks, messengers, and others:

OFFICE OF THE VICE IRESIDENT

Salaries: Seeretary to the Vice President, $4:620; clerk; $2.400;
assistant clerks—one $2.280, one $2,160; in all, $11,460.

CHAPLAIN

Chaplain of the Senate, $1,680.
OFFICE OF THE SECRETARY

Salaries: Secretary of the Senate, including compensation as dis-
bursing officer of salaries of Senators and of cnntm‘ront fund of the
Senate, £8.000; Assistant Secretary) Henry M. Rmo $4.500: chief
clerk, Mm shall perform the dutms of reading clml{ H",.)ﬂf) and
41,000 additional so long as the position is held 1,-'\. the pregent incum-
bent ; financial clerk, $5,(JOU and $1,000 additional so long as the posi-
tion 1s held by the present incumbent; assistant financial elerk, $4.200
and $600 additional so long as the position is held by the present
mcmubvnt, minute and Journal clerk, $4,500 and $1,000 addition: ll
so long as the position is held by the present m{tnnil(nt, princi-
pal clerk, $3.840; legislative clerk, enrolling clerk, and printing
clerk at $3,540 ed(h, chief bookkeeper, $3 600 l;luamm. 853,360 ;
exccutive clerk, file clerk, and assistant Journal clerk at ‘-";1"-6(1
each; first assistant librarian, and keeper of «htmnon at $3,120
each : assistant librarian, $2,460; skilled laborer, $1,740; cler ks—two
at $3.180 each, one $2 h‘*!) one $2,760, two at $2, 400 each, two at $2,040
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each; two assistant keepers of stationery at $2,040 each; a“".slftﬂ;y}t\ =
stationery room, $1,740; messenger in library, $1,560; Sp.?cma()o l-wli’
$9.460; assistant in library, $2,040; laborers—two at $1,620 each,

: . : ol 118,59
three at $1,380 each, one in stationery room, $1,680; in all, $118,520.
DOCUMENT ROOM

Salaries: Superintendent, $3,960; first assistant, $3,860; secon
n:usc'f:t:::‘.imiﬁ'.?.’?ﬂ(g: assistant, $2,040; two clerks, at $2,040 each; skilled
laborer, $1,740; in all, $17,880.

COMMITTEE EMPLOYEES

ks and messengers to the following committees: Agriculture
angl%‘l‘orestry—cierk,':%'-3,9(}0; assistant clerl{i %‘2,869; assistant_clerk,
$9.580: assistant clerk, $2,400; asmstal}_t clerk, $2-_,220; ad(lgtlpnal
clerk, $1,800. Appmpriutinns—c]erk, $7,000 and $1,000 additional
so long as the position is held by the present incumbent; assistant
clerk %4.900; assistant clerk, $3,900; three assistant clerlc_s at $J,QQO
e:wh:’ two assistant clerks at $9,'2‘20‘each; messenger, $1,800. To
Audit and Control the Contingent IExpenses '_?)f the Sepatc—clcx:k,
$3,900; assistant clerk, $2,580; assistant clerk,; $2,400; assistant Clel_%‘s
$2.990; additional clerk, $1,800. Banking r}nd C-urrt_zncy-c}ell;,
$3.900 assistant clerk, $2,880; assistant clerk, $2,400 ‘;ar:}ss:st'ant cler ;
$2.920. Civil Service—clerk, $3,900; assistant clerk, .:..,40066{.55151;9111;
clerk, $2,220; additional clerk, $l,80}). Clunns;'—.elerh, 1‘33]? E ;,ggésjd
ant clerk, $2,880; assistant clerk, $2,580; two asmf,’sané:ncS%lb S & ﬁ_ﬁ‘.t_.; ;t
each. Commerce—clerk, $3,900; assistant clerk, '*I_Hs 5 1223531503
clerk, $2,580; assistant clerk, $2,400; gssmta.nt C_lernt'-?f*la o '39 SES:
ference Majority of the Senate—clerk, $3,900; ﬂSS_{Stj)l‘l)lo c e(lj by i
two assistant clerks at $2,580 each ; assistant c}el'li, %9,--‘ g ‘R-’J.O%Oe-l Et-nf-ﬁ
Minority of the Senate—clerk, $3,900; ase:stantﬁglg{;h, "f)f:‘-tt 3 LIW?‘.‘
assistant clerks at $2,580 each; assistant clerk, ::'.:_-—-0- 4] l‘{Ct Ot
Columbia—clerk, $8,900; two assistant CI_?I'liS at $2,880 errtch : {?SSIIS] “11—
clerk $2,220; additional clerk, $1,800. l‘JLIIIC{%‘t-l(‘J)I_l and .33.}301‘?(,11:1:1;,
$3,900; assistant clerk, $2,580 ; assistant clerk, $2,220; :Edthtlom clerk,
%1.800. 1l5—clerk - assistant clerk, $2,400 ; assistant
$1,800. Enrolled Bills—clerk, $3,900; assistant clerk, 52, 3 e
clérl{. $2,220; additional clerk, $1,800. Iprend_'l_t-tllj‘os in tl_lc Lxec‘u 1}-—6
Dcpa'rtments.;'—clcx-k, $3,900; assi_S_t.ant clerk, b:’.,g\)b(‘)); assistant de_r <,
$2.990; additional clerk, $1,800. 1*"1nance—clerl_:_‘, M:.,UO; sI_)ecml a551s?t-
ant to the committee, $3,600; assistant (_:lerk, $2.880 assg)tggt clerk,
$2.700; assistant clerk, $2,400; two assistant clei'k's at $2.290 r{E:lch;
two experts (one for majority and one for the 1‘-““{:‘_‘)‘“)’) at $3,600
each ; messenger, $1,800. Foreign I{cla_t,mns-—clerk,‘.fru,ﬂf)oﬂ; us'.u_nfgtant
clerk, $2,880; assistant clerk, $2,580; assistant clerk, »2-,2*7?0; :E(hhtmpnl
clerk, $1,800; messenger, $1,800. Tmmigration—clerk, $3,900; assist-
ant t;]erk, $2.580; assistant clerk, $2,220; additional clerk, $1,800.
Indian Affairs—clerk, $3,900; assistant clerk, $2,880; assistant clerk,
$2,400; assistant clerk, $2,220; addltmn'nl clerk, $1,800. Interogegg{;r:‘
Ca‘nals—vclerk, $3,900; assistant clerk, $2,580; assistant 9101'La.$'~i:_.‘t,
additional clerk, $1,800. Interstate Commerce—clerk, $%39?anst"bl>-fﬁl_’
ant clerk, $2,880; two assistant clerks at $2,580 each; asiilfhnt, ClLI:I:,
$9.990, Irrigation and Reclamation—clerk, $3,5Zf1)08s06‘5~j - Rt
$2,580; assistant clerk, $2,220; additional clerk, $1,000. Judiciary
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clerk, $3.900; assistant clerk, $2,880; two assistant clerks at $2,580
each ; assistant clerk, $2,220. Library—clerk, $8,900; assistant clerk,
$2,400; assistant clerk, $2,220; additional clerk, $1,800. Manufac-
tures—eclerk, $3,900; assistant clerk, $2,400; assistant clerk, $2.2203%
additional clerk, $1,800. Military Affairs—clerk, $3,900; assistant
clerk, $2,880; assistant clerk, $2,580; assistant clerk, $2400; two
assistant clerks at $2,220 each. Mines and Mining—clerk, $3,900;
assistant clerk, $2,400; assistant elerk, $2.220; additional clerk, $1.800.
Naval Affairs—clerk, $3,900; assistant clerk, $2,880; assistant clerk,
$2,400; two assistant clerks at $2,.220 each. Patents—clerk, $3,900;
assistant _clerk, $2400; assistant clerk, $2.220: additional clerk,
$1,800. Pensions—eclerk, $3.900; assistant clerk. $2,680; four assist-
ant clerks at $2,220 each. Post Offices and Post Roads—clerk. $3.900;
assistant clerk $2 880 threé assistant clerks at $2.220 each : additional
clerk, $1,800. Printing—clerk, $3,900; assistant clerk, $2.580; assist-
ant clerk, $2,220; additional clerk, $1,800. Privileges and Elections—
clerk, $3,900; assistant clerk, $2,400; assistant clerk, $2,220; additional
clerk, $1,800. Public Buildings and Grounds—clerk, $3,900; assist-
ant clerk, $2,400; assistant clerk, $2.220: additional clerk, $1,800.
Public Lands and Surveys—clerk, $3,900; assistant clerk, $2,880;
assistant clerk, $2,580; two assistant clerks at $2.220 each. Revision
of the Laws—clerk, $3,900; assistant clerk, $2,400; assistant clerk,
$2,220; additional clerk, $1,800. Rules—clerk, $3,900, and $200
toward the preparation biennially of the Senate Manual under the
direction of the Committee on Rules; assistant clerk, $2.880 ; assistant
clerk, $2,580; assistant clerk, $2,220; additional clerk, $1,800. Terri-
tories and Insular Possessions—clerk, $3,900; assistant clerk, $2,580;
asaistant clerk, $2,220; additional clerk, $1,800; in all, $481,300.

CLERICAL ASSISTANCE TO SENATORS

Clerical assistance to Senators who are not chairmen of the com-
mittees specifically provided for herein, as follows :"Séventy clerks
at $3,900 each; seventy assistant clerks at $2.400 each, and seventy
assistant clerks at $2,220 each, $596,400. Such clerks and assistant
clerks shall be ex officio clerks and assistant clerks of any committee
of which their Senator is chairman.

Seventy additional clerks at $1,800 each, one for each Senator hav-
ing no more than one clerk and two assistant clerks for himself or

for the committee of which he is chairman; messenger, $1,800;
$127,800; in all, $724.200.

OFFICE OF SERGEANT AT ARMS AND DOORKEEPER

Salaries: Sergeant at Arms and Doorkeeper, $8,000; two secre-
taries (one for the majority and one for the minority) at $5.400
each; two assistant secretaries (one for the majority and one for the
minority) at $4,320 each; messengers—five (acting as assistant door-
keepers, including one for minority) at $2.400 each, thirty-eight
(including two for minority) at $2,040 each, one at $1,560, one at card
door, $2,880; clerk on journal work for Congressional Record, to be
selected by the official reporters, $3,.360; Deputy Sergeant at Arms
and storekeeper, $4,440; clerk, $2460; stenographer in charge of
furniture accounts and records, $1,740; upholsterer and locksmith,
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$2,400; cabinetmaker, $2,040; three carpenters at $2,040 each; jani-
tor, $2,040; skilled laborers—seven at $1,680 each, one at $1,560y
laborer in charge of private passage, $1,680; three female attend-
ants in charge of ladies’ retiring rooms at $1,500 each; thi‘ee
attendants to women’s toilet rooms, Senate Office Ifmldmg, at $1,500
each; telephone operators—chief, $2,460, seven at $1,560 each; night
operator, $1,380; telephone page, $1,260; laborer in charge of Senate
toilet rooms in old library space, $1,200; press gallery—superintend-
ent, $3,660, assistant superintendent, $2,5620, messenger ff.);'} service
to press correspondents, $1,740; laborers—three at 1&;»1,3‘_.0 each,
thirty-four at $1,260 each; twenty-one pages for the E:en_ate Cham-
ber, at the rate of $4 per day each, during the session, $10,164; 1n
all, $252,104. \

Police force for Senate Office Building under the Sergeant at
Arms: Special officer, $1,740; sixteen privates at $1,620 each; in all,
$27,660.

POST OFFICE

Salaries: Postmaster, $3,060; chief clerk, $2,460; wagon master,
$2,040; seven mail carriers at $1,740 each; two riding pages at
$1,440 each; in all, $22,620,

FOLDING ROOM

Salaries: Foreman, $2,460; assistant, $2,160; (":.Im.'k,’ $1,74(‘J 5 fuldl-
ers—chief, $2,040, seven at $1,560 each, seven at $1,380 each; in all,
$28,980.

CONTINGENT EXPENSES OF THE SENATE

For stationery for Senators and the President of the Sefn:l%le,
including $7,500 for stationery for committees and officers of the
Senate, $25,000. ) !

" Postzige étam s: For office of Secretary, $250; office of Sergeant
at Arms, $100; 1n all; $350. il e

For n;aintai,ning, exchanging, and equl pln_gr.a motor ;elgcl'e‘:-,tfor
carrying the mails and for official use of the ofiices of the Secretary
and Serceant at Arms, $7,960. . !

For d'i?iving, mainter’m.uc;e, and operation of an automobile for the
Vice President, $i’00f0-ld' Siken

For materials for folding ; .

For folding speeches and p:fmphlcts, at a rate not exceeding $1

or thousand, $10,000. N § 2
B i‘.‘:,;ofue], f’)i‘i cotton waste, and advertising, exclusive of labor,
$2.000. , :

For the purchase of furniture, $5,000. 4 s

For materials for furniture and repairs of same, exclusive of
abor, $3,000. - peal i
- i?(i;-‘bsérvices in cleaning, repalring, and varnishing furniture,
$2,000. .

For packing boxes, $970. 4

For Ix?t:nt of warch’ousa for storage of public documents, $2,000.

For miscellaneous items, excl‘usn‘e.nf labor, $100,000,

For expenses of inquiries and investigations ordered by the Senate,
including compensation to stenographers of committees, at such rate

[Pus. 212.] 5

as may be fixed by the Committee to Audit and Control the Cone
tingent Expenses of the Senate, but not exceeding 25 cents per hun-
dred words, $150,000: Provided, That except in the case of the
Joint Committee on Internal Revenue Taxation no part of this
appropriation shall be expended for services, personal, professional,
or otherwise, in excess of the rate of $3,600 per annum: Provided
further, That no part of this appropriation shall be expended for
per diem and subsistence expenses except in accordance with the
provisions ‘'of the Subsistence Expense Act of 1926, approved June
3, 1926, as amended.

For reporting the debates and proceedings of the Senate, payable
in equal monthly installments, $54.306.

For repairs, improvements, equipment, and supplies for Senate
kitchens and restaurants, Capitol Building and Senate Office Build-
ing, including personal and other services, to be expended from the
contingent fund of the Senate, under the supervision of the Com-
mittee on Rules, United States Senate, $30,000.

HOUSE OF REPRESENTATIVES
SALARTES AND MILEAGE OF MEMBERS

For compensation of Members of the House of Representatives,
Delegates from Territories, the Resident Commissioner from Porto
Rico, and the Resident Commissioners from the Philippine Islands,
$4.405,000.

For mileage of Representatives and Delegates and expenses of
Resident Commissioners, $175,000.
For compensation of officers, clerks, messengers, and others:

OFFICE OF THE SPEAKER

Salaries: Secretary to the Speaker, $4,620; parlimentarian, $4,500,
and for preparing Digest of the Rules, $1,000 per annum ; assistant
parliamentarian, $2,760; clerk to Speaker, $2,400; clerk to Speaker,
$1,440; messenger to Speaker’s table, $1,740; messenger to Speaker,
$1,680; in all, $20,140.

CHAPLAIN
Chaplain of the House of Representatives, $1,650.
OFFICE OF THE CLERK

Salaries: Clerk of the House of Representatives, including com-
pensation as disbursing officer of the contingent fund, $8,000; Jour-
nal clerk, two reading clerks, and tally clerk, at $5,000 each ; enrolling
clerk, $4,000; disbursing clerk, $3,960; file clerk, $3,780; chief bill
clerk, $3,540 ; assistant enrolling clerk, $3,180; assistant to disbursing
clerk, $3,120; stationery clerk, $2,880; librarian, $2.760; assistant
librarian, and assistant file clerk, at $2.520 each; assistant Journal
clerk, and assistant librarian, at $2,460 each; clerks—one $2,460,
three at $2,340 each; bookkeeper, and assistant in disbursing office,
at $2,160 each; four assistants to chief bill clerk at $2,100 each;
stenographer to the Clerk, $1,980; assistant in stationery room,
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- ssengers at $1,680 each; stenographer to Journal
‘fi,:éo,sjlt}%g}e Ilr::l;gxe‘g;é(fthqlie' at $1,440 each, nine at Etsi_l,i?_ﬁ(] each;
telepiwué opératm's—assi:-s_tant chief, $1,620, eighteen at -‘;ﬂ:aﬁ? t'laUc:,jl});
three at the rate of $1,560 each per annum irom I)eccmbur. ; 1932,
to June 80, 1933, inclusive; substitute telephone npiel'la.tm- ‘_\x-h.cnlfe;
quired, at $4 per day, $1,460; property Cllb‘tf;tll;ll_l an _:1.‘1‘)(;)1_1:1};.?15 IL—IE
of furniture and repair shop, who shall be a s.lq_lm\l (.dllIN_ Hll ket
or upholsterer and experienced in the ::plmi.z-:urti-ﬂlL .:})m IHI'ILIMT'G
of furniture, $3,960; two assistant ‘custmhans at ..,.._,,_.-;.()]_ {3}{1{'”, lock-
smith and typewriter repairer, $1,860; messenger {Ulllr Cl‘l?bl\‘"! Lﬂtajlkl‘l)ioe(;‘-,
$1,740; operation, maintenance, and repair of motor vehicles, $1,200;
in all, $162,730.

COMMITTEE EMPLOYEES

lerks, messengers, and janitors to the fc:i%nwn}g committees:
A.c(gounts:—clcrk, t"'$3,:_;;00; :ugsistant clerk, 9?%.400; janitor, E:I?},.?GD.
Agriculture—clerk, $3,300; assistant clerk, $2,460; janitor, '-"pl_,-_iGO.
AT)Propriutiuns-——clcrk, $7,000 and $1,000 additional so l(:lg as (t)](;g
position is held by the present incumbent; assistant clerk, “n, !
and $1,000 additional so long as the position is held by “the plf.]::‘e.tl]
incumbent; three assistant clerks at $3,000 each; ?Sﬂblmltq? Ft;é’
$3.600; two assistant clerks at $3,300 each; messenger, § ,.E. "
Banking and Currency—clerk, $2,760; assistant clerk, %},I:'I_U, }.mll ul-,
$1,260. Census—clerk, $2,760; janltor,fﬁl,i%(':g. Civil bqn'miﬂflgi‘t’
$2,760; janitor, $1,260. Cl_aims—c]gr}c, 11».5,800_; HSS]{Stdl} (iler?
$1,740; janitor, $1,260. Coinage, Weights, !Iiﬂil L‘I(‘-El.hilrtitl-iérs_,
$2,760; janitor, $1,260. Disposition of Useless Lxe-?!..lu 1-\«‘91-: 1;;10101'1:
clerk, $2,760. District of Columbla-—-clerliz_ E§=3‘,300,pi151‘:t1_.s ar fPl‘oc:
$2.460 janitor, $1,260. Education—clerk, $2,760. L‘e(, 10{1 o 5
ident, Vice President, and Representatives 1n (:-Ogglg.‘fjt(_sg—firlegj
$2,760. Elections Numbered 1—c cg-k,_ﬂ‘a;’,,ibq; ']almtmﬁ‘ $1,260. \T_Jum‘
tions Numbered 2—eclerk, $2,760; janitor, $1,260. -4190-1?11{15%; o
bered 8—clerk, $2.760: janitor, $1,260. hnrqlled Bills—cler , $2,1603
'Lr?ttor $1 9(5(,) -Fq)’ejmliturzas in Executive Departments—clerk,
ani $1,260. Es 3 SHJepartims ¢
:3"63 300;’j:mi'tnr. $1,260. Flood Coqtrol-clcrk, ‘v'b?-,sf}f)f ']fm}:m:’ :%,ggg
Foreign A ffairs—eclerk, $3,300; assistant ('-]‘-'"Ef_-‘ .“22,460 ?_‘].xgltl 0:,&1,;(‘0.
Immigration and Natul‘alizatim}-—c]erk, :p-;,‘:;j()(lJ,: .j‘}nl_?r,. t:"'i!s{;(}-
Indian Affairs—clerk, $3,300; assistant c_:.lerli. $2,460; janitor, ? Lt
Insular Affairs—clerk, $2,760; janitor, $1,260. lntgg:t.utc. and, t0r£
eion Commerce—elerk, $3,900; additional Clt‘-l‘k‘, $2,640; nsmlﬁ ant
clerk, $2,100; janitor, $1,560. Irrigation and lfr?c.l_‘ux‘i)nll-l'()r‘l?.Im k,
$2.760; janitor, $1,260. Invalid Pensions—clerk, %%)00 _“'T'““"‘.tfmt
clerk, $2.880; expert examiner, $2,’FOO;'su!.no;:r:tphm', f}r-,l.}-l(}, 1;1}11L0r,
$1.5EJE). 'Jud'iciai'y-——clerlr, $3,900; assistant C}E;l:_l'{._ $°-_.,.l{,(.); ﬂhzlﬁgant
clerk, $1,980; janitor, $1,500. LaborTclel-l:, &‘;-:dl,r()O;%anj._tor, 1{1_(,160
Libt';;rvLclei'k, $2,760; janitor, $%EQUD-Qll\‘fﬁahm\r}tﬂﬁ’ii;rmef‘\ﬂ'1?1---10,
and TFisheries—clerk, $2,760; janitor, $1,200. MLtz Affairs—
g]r}:*.[ll'kl $3,300; assistant :z-lcrk, $2,100; ]__:inltOI‘A Ebll,a?GO. Mm?f and.
I\.{illil,]g—:(‘.lel‘li, $9,760 ; janitor, $1,260. ;\)a-va-l ﬁuils-j-cigijiz $3,3005
assistant clerk, $2,100; janitor, $1,560. I,atEHtSl—Clﬂrl_‘xa $2,760; jani-
tor, $1.260. Pensions—clerk, $3,300; ﬂsslstant“c.i)er K, $2,160; janitor,
$1.260. Post Office and Post, Rpads——clcrk,4:51*-5;-.:(10; assistant clerk,
$2,100; janitor, $1,560. Printing—clerk, $2,760; janitor, $1,560.
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Public Buildings and Grounds—clerk, $3,300; assistant clerk, $1,7403
janitor $1,260. Public Lands—clerk, $2.760; assistant clerk, $1,740;
janitor, $1,260. Revision of the Laws—clerk, $3,300; janitor, $1,260,
Rivers and Harbors—clerk, $3,300; assistant clerk, $2,460; janitor,
$1,560. Roads—clerk, $2,760; assistant clerk, $1,740; janitor, $1,260,
Rules—clerk, $3,300; assistant clerk, $2,100; janitor, $1,260. Terri-
tories—clerk, $2,760; janitor, $1,260. War Claims—clerk, $3,300;
assistant elerk, $1,740; janitor, $1,260. Ways and Means—clerk,
$4,620; assistant clerk and stenographer, $2,640; assistant clerk,
$2,580; clerk for minority, $3,180; janitors—one, $1,560, one, $1,260,
World War Veterans’ Legislation—clerk, $3,300; assistant clerk,
$2,460; in all, $296,000.

Appropriations in the foregoing paragraph shall not be available
for the payment of any clerk or assistant clerk to a committee who
does not, after the termination of the Congress during which he
was appointed, perform his duties under the direction of the Clerk
of the House: Provided, That the foregoing shall not apply to the
Committee on Aceounts.

Janitors under the foregoing shall be appointed by the chairmen,
respectively, of said committees, and shall perform under the direc-
tion of the Doorkeeper all of the duties heretofore required of mes-
sengers detailed to said committees by the Doorkeeper, and shall be
subject to removal by the Doorkeeper at any time after the termina-
tion of the Congress during which they were appointed.

OFFICE OF SERGEANT AT ARMS

Salaries: Sergeant at Arms, $8,000; Deputy Sergeant at Arms,
$3,180; cashier, $4,920; two bookkeepers at $3,360 each; Deputy
Sergeant at Arms in charge of pairs, pair clerk and messenger, and
assistant cashier, at $2,820 each; stenographer and typewriter, $600;
skilled laborer, $1,380; hire of automobile, $600; in all, $33,860,

Police Force, House Office Building, under the Sergeant at Arms:
Lieutenant, $1,740; nineteen privates at $1,620 each; one sergeant
at the rate of $1.680 per annum, and twelve privates at the rate of
$1,620 per annum each, from December 1, 1932, to June 30, 1933,
inclusive; in all, $44.840,

OFFICE OF DOORKEEPER

Salaries: Doorkeeper, $6,000; special employee, $2,820; superin-
tendent of House press gallery, $3,660; assistant to the superintend-
ent of the House press gallery, $2,520; chief janitor, $2,700; mes-
sengers—seventeen at $1,740 each, fourteen on soldiers’ roll at $1,740
each; laborers—seventeen at $1,260 each, two (cloakroom) at $1,380
each, one (cloakroom) $1,260, and seven (cloakroom) at $1,140 each;
three female attendants in ladies’ retiring rooms at $1,680 each:
attendant for the ladies’ reception room, $1,440; superintendent of
folding room, $3,180; foreman of folding room, $2,640: chief clerk
to superintendent of folding room, $2,460; three clerks at $2,160
each; janitor, $1,260; laborer, $1,260; thirty-one folders at $1,440
each; shipping clerk, $1,740; two drivers at $1,380 each; two chief
pages at $1.980 each: two telephone pages at $1,680 each; two floor
managers of telephones (one for the minority) at $3,180 each; two
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assistant floor managers in charge of telephones (one for the minor-
#y) at $2,100 each; forty-one pages, during the session, including

ten pages for duty at the entrances to the I-_Iall of the I:Iousoa at
$4 per day each, $19,844; press-gallery page, $1,920; superintendent
of document room (Elmer A. Lewis), $3,060; assistant superintend-
ent of document room, $2,760 and $420 additional so long as the
position is held by the present incumbent; clerk, $2,320; assistant
clerk, $2,160; eight assistants at $1,860 each; janitor, $1,440; mes-
senger to pressroom, $1,560; maintenance and repair of folding room
motor truck, $500; 1n all; $247,604.

SPECIAL AND MINORITY EMPLOYEES

Tor the minority employees authorized and named ir} th? ‘House
Resolutions Numbered 51 and 53 of Deqm\nber 11, 1931: Two at
$5,000 each, four at $2,820 each; in all, $21,280. :

“ ssistant foreman of the folding room, authorized in the resolu-
tion of September 30, 1913, $1,980. . .

Luborcr} authorized and named in the resolution of April 28, 1914,

1,380.

: i;abnrer, authorized and named in the resolution of December 19,
1901, $1,380. ;

Clerk, under the direction of the Clerk of the House, named in
the resolution of February 13, 1923, $3,060, L

Successors to any of the employees provided for in the five preced-
ing paragraphs may be named by the House of Representatives at
any time. Bt .

Office of majority floor leader: Legislative clerk, $3,960; clerk,
$3,180; assistant clerk, $2,100; for official expenses of the majority
leader, as authorized by House Resolution Numbered 1011 Sever{;ty-
first Congress, adopted December 18, 1929, $2,000; in all, $11,240.

Conference minority: Clerk, $3,180; legislative clerk, $3,060;
assistant clerk, $2,100; janitor, $1,560; in all, $9,900. The foregoing
employees to be appointed by the minority leader. ;

Two messengers, one in the majority caucus room and one in the
minority caucus room, to be appointed by the majority and minority
whips, respectively, at $1,740 each, $3,480.

POST OFFICHE

Salaries: Postmaster, $5,000; assistant postmaster, $2,880; reg-
jstry and money-order clerk, $2,100; thirty-four messengers (includ-
ing one to superintend transportation of mails) at $1,740 each; sub-
stitute messengers and extra services of regular employees, _When
required, at the rate of not to exceed $145 per month each, $1,240;
laborer, $1,260; in all, $71,640. \ {

For the purchase, exchange, maintenance, and repair of motor
vehicles for carrying the mails, $3,400.

OFFICIAL REPORTERS OF DEBATES

Salaries: Seven official reporters o_f the proceedings and_ del_)ates
of the House at $7,500 each; clerk, $3,360; six expert transcribers
at $1,740 each ; janitor, $1,440; in all, $67,740.
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COMMITTEE STENOGRAPHERS

. Salaries: Four stenographers to committees, at $7,000 each; jan-
itor, $1,440; 1n all, $29.440.

Whenever the words “ during the session ” occur in the foregoing
paragraphs they shall be construed to mean the one hundred and
twenty-one days from December 1, 1932, to March 381, 1933, both
inclusive.

CLERK HIRE, MEMBERS AND DELEGATES

For clerk hire necessarily employed by each Member, Delegate
and Resident Commissioner, in the discharee of his official :Uulhl‘(‘llz
resentative duties, in accordance with the Act entitled “An Act to
fix the compensation of officers and employees of the Legislative
Branch of the Government,” approved June 20, 1929, $2.200,000.

CONTINGENT EXPENSES OF THE HOUSE

For furniture and materials for repairs of the same, including
not to exceed $22,500 for labor, tools, and machinery for furniture
repair shops, $42.500. ' )

For packing boxes, $4,000.

For miscellaneous items, exclusive of salaries and labor unless
specifically ordered by the House of Representatives, including reim-
bursement to the official stenographers to committees for the amounts
actually and necessarily paid out by them for transcribing hearings,
and including materials for folding, $65,000. b

For stenographic reports of hearings of committees other than
special and select committees, $25,000.

For expenses of special and select committees authorized by the
House, $50,000.

FFor telegraph and telephone service, exclusive of personal services,
$90,000.

For stationery for Representatives, Delegates, and Resident Com-
missioners, including $5,000 for stationery for the use of the com-
mittees and oflicers of the House, $60,000.

For medical supplies, equipment, and contingent expenses for the
emergency room and for the attending physician and his assistants
including an allowance of not to exceed $30 per month each to three
assistants as provided by the House Resolutions adopted July 1
1930, and January 20, 1932, $2.500, i

For postage stamps: Postmaster, $250: clerk, $450; sergeant at
arms, $300;: doorkeeper, $150; in all, $1,150. :

For folding speeches and pamphlets, at a rate not exceeding $1
per thousand, $20,000. ' 5

For prnqamtiml and editing of the laws as authorized by the Act
approved May 29, 1928 (U. 8. C., Supp. V, title 1, sec. 59), $6,000,
to be expended under the direction of the Committee on Revision
of the Laws.

CAPITOL POLICE

Salaries: Captain, $2.460; three lieutenants at $1.740 each: two
special officers at $1,740 each; three sergeants at $1,680 each; forty-
four privates at $1,620 each; one-half of said privates to be selected
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by the Sergeant at Arms of the Senate and one-half by the Sergeant
at Arms of the House; in all, $87,480.

For contingent expenses, $200.

For purchasing and supplying uniforms and motor cycles to Cap-
ltué)trl)e?}l]l(f:l’{%c:f‘tdi?e foregoing amounts under “ Capitol police ” shall
be disbursed by the Secretary of the Senate and one-half by the
Clerk of the House.

JOINT COMMITTEE ON PRINTING

Salaries: Clerk, $4,000 and $800 additional so long as the position
is held by the present incumbent; inspector under section 20 'r:f the
Act approved January 12, 1895 (U. S. C., title 44, section 49), $2,820;
assistant clerk and stenographer, $2,400; for expenses of compiling,
preparing, and indexing the Congressional Directory, $1,6({U; in
all, $11,620, one half to be disbursed by the Secretary of the Senate
and the other half to be disbursed by the Clerk of the House.

OFFICE OF LEGISLATIVE COUNSEL

For salaries and expenses of maintenance of the office of Legisla-
tive Counsel, as authorized by law, 93'75,000, of \ﬂ}lgh $37,600 shall
be disbursed by the Secretary of the Senate and $37,500 by the Clerk
of the House of Representatives.

STATEMENT OF APPROPRTATIONS

For preparation, under the direction of the Committees on Appro-
priations of the Senate and House of Representatives of the
statements for the first session of the Seventy-second Congress, show-
ing appropriations made, indefinite appropriations, and contracts
authorized, together with a chronological history of the regular
appropriation bills, as required by law, $4,000, to be paid to the
persons designated by the chairman of said committees to do the
worlk,

ARCHITECT OF THE CAPITOL

OFFICE OF THE ARCHITECT OF THE CAFPITOL

Salaries: For the Architect of the ‘Capitol, Assistant Architcct
of the Capitol, and other personal services at rates of pay provided
by law: and the Assistant Architect of the Capitol shall act as
Architect of the Capitol during the absence or disability of that
official or whenever there is no Architect, $48,580.

CAPITOL BUILDINGS AND GROUNDS

Capitol Buildings: For necessary vxl)en__(‘litums for the Cnp‘i!'ol
Building and electrical substations of the Senate and House O_lhf\u
Buildings, under the jurisdiction of the Architect of the Capitol,
including minor improvements, maintenance, repair, eq“m.p‘m_e.nt,
supplies, material, fuel, oil, waste, and appurtenances; furnishings
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and oflice equipment; personal and other services; cleaning and
repairing works of art; maintenance, and driving of motor-propelled
passenger-carrying office vehicle; pay of superintendent of meters,
and $300 additional for the maintenance of an automobile for his
use, who shall inspect all gas and electric meters of the Government
in the District of Columbia without additional compensation; and
not exceeding $300 for the purchase of technical and necessary ref-
erence books, periodicals, and city directory; $240,000.

Appropriations under the control of the Architect of the Capitol
shall be available for expenses of travel on oflicial business not to
exceed in the aggregate under all funds the sum of $3,500.

Capitol Grounds: For care and improvement of grounds surround-
ing the Capitol, Senate and House Office Buildings; Capitol Power
Plant; personal and other services; care of trees; plantings; ferti-
lizers; repairs to pavements, walks, and roadways; purchase of

raterproof wearing apparel; maintenance of signal lights; and for
snow removal by hire of men and equipment or under contract with-
out compliance with sections 3709 (U. S. C,, title 41, sec. 5) and 8744
(U. 8. C., title 40, sec. 16) of the Revised Statutes; $100,000.

Capitol garages: For maintenance, repairs, alterations, personal
and other services, and all necessary incidental expenses, $7,540:
Provided, That the employees engaged in the care and maintenance
of the Senate garage shall be transferred to the jurisdiction of the
Architect of the Capitol on July 1, 1932, without any reduction in
compensation as the result of such transfer: Provided further, That
hereafter the underground space in the north extension of the Capi-
tol Grounds shall be under the jurisdiction and control of the Archi-
tect of the Capitol, subject to such regulations respecting the use
thereof as may be promulgated by the joint action of the Vice Presi-
dent of the United States and the Speaker of the House of
Representatives.

pBubway transportation, Capitol and Senate Office Buildings: For
repairs, rebuilding, and maintenance of the subway cars connecting
the Senate Office Building with the Senate wing of the United States
Capitol and for personal and other services, including maintenance
of the track and electrical equipment connected therewith, $2,000.

Senate Office Building : For maintenance, miscellaneous items and
supplies, including furniture, furnishings, and equipment and for
labor and material incident thereto and repairs thereof; and for
personal and other services for the care and operation of the Senate
Office Building, under the direction and supervision of the Senate
Committee on Rules, acting through the Architect of the Capitol,
who shall be its executive agent, $175,000.

House Office Buildings: For maintenance, including miscellaneous
items, and for all necessary services, $250,000. '

To continue carrying out the provisions of the Act entitled “An
Act to provide for the acquisition of a site and the construction
thereon of a fireproof office building or buildings for the House of
Representatives,” approved January 10, 1929 (45 Stat., p. 1071),
including printing and binding, travelling expenses heretofore
incurred in connection with such construction by authority of the
commission in charge, and other miscellaneous expenses, $406,000, to
remain available until expended.
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Canitol power plant: For lighting, heating, and power for the
CapiEol, Sénate ar?d House Oiﬁge Buildings, Supreme Court Build-
ing, Congressional Library Buildings, and the grounds about the
same, Botanic Garden, Capitol garages, folding and storage rooms
of the Senate, Government Printing Office, and Washington City
post office ; personal and other services, engineering instruments, fuel,
oil, materials, labor, advertising, and purchase o waterproof wear-
ing apparel in connection with the maintenance and operation of the
heating, lighting, and power plant, $325,000. il

For the installation of duplicate steam lines to new buildings;
clean-water intake screens and auxiliaries and high-tension switching
equipment, including all necessary work in connection with such
installation, and for all labor, materials, travel expenses and} sub-
cistence therefor; and without regard to section 85 of the Public
Buildings Act, approved June 25, 1910, as amended, or the Classifi-
cation Act of 1923, as amended, for employment of all necessary
personnel, including architectural, engineering, and professional
services and other assistants, :1.nd1 for a}fﬂﬁthm expenses incident
thereto, $125,000, to be immediately available. )

The ﬁl‘fln'of)ria.;:ions under the con{rol of the Architect of the C!]fl—
tol may be expended without reference to section 4 of the Act
approved June 17, 1910 (U. 8. C,, title 41, sec. 7), concerning pur-
chases for executive departments. ) .

The Government Printing Office and the Washington City post
office shall reimburse the Capitol power plant for heat, light, and
power furnished during the fiscal year 1933 and the amounts so
reimbursed shall be covered into the Treasury.

LIBRARY BUILDING AND GROUNDS

Salaries: For chief engineer and all personal services at rates of
pay provided by law, $4b6,900: Provided, That the Architect of the
Capitol may continue the employment under his jurisdiction of
Damon W. Harding, but not beyond June 30, 1934, notwithstanding
any provision of the Act entitled “An Act for the retirement of
employees in the classified civil service, and for other purposes,
approved May 22, 1920, and any amendment thereof, prohlbltlng
extensions of service for more than four years after the age o
etirement. ;

A For trees, shrubs, fpgmts, fertglli(z}%rbs, and skilled labor for the

rounds of Library of Congress, $1,000. b 22)

i For necessary ey)':penditu?es for the Library Building under the
jurisdiction of the Architect of the Capitol, including minor improve-
ments, maintenance, repair, equipment, supplies, material, and
appurtenances, and personal and other services In connection with
the mechanical and structural maintenance of such building, $13.500.

For furniture, including partitions, screens, .c.;hel\'mg, and electrical
work pertaining thereto and repairs thereof, $10.000. . ”

To continue carrying out the provisions of the Act entitled An
Act to provide for the construction and eqmpm.ent of an annex t,? Eha
Library of Congress,” approved June 13, 1930 (46 Stat., p. 583),
$150,000, to be immediately available and to remain available until
expended.
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Botanic Garden, building and grounds: The appropriation for con-
struction of new conservatories and other necessary buildings for
. 2 Y4 . * o, g ’ g L e
the United States Botanic Gardens is hereby made available for the
removal of tropical and hardy plant material in the old Botanic
Garden to the new conservatory and grounds, including the hire of
labor and equipment.

BOTANIC GARDEN

Salaries: For the director and other personal services, $100,000;
all under the direction of the Joint Committee on the Library:
Provided, That the quarters, heat, light, fuel, and telephone service
heretofore furnished for the director’s use in the Botanic Garden
shall not be regarded as a part of his salary or compensation, and
such allowances may continue to be so furnished without deduction
from his salary or compensation notwithstanding the provisions of
section 3 of the Act of March 5, 1928 (U. S. C., title 5, sec. 678), or
any other law.

[aintenance, operation, repairs, and improvements: For all neces-
sary expenses incident to maintaining, operating, repairing, and
improving the Botanic Garden, and the nurseries, buildings, grounds,
and equipment pertaining thereto, including procuring fertilizers,
soil, tools, trees, shrubs, plants, and seeds; materials and miscel-
laneous supplies, including rubber boots and aprons when required
for use by employees in connection with their work; not to exceed
$25 for emergency medical supplies; disposition of waste; traveling
expenses and per diem in lieu of subsistence of the director and his
assistants not to exceed $975; street-car fares not exceeding $25;
office equipment and contingent expenses; the prevention and eradi-
cation of insect and other pests and plant diseases by purchase of
materials and procurement of personal services by contract without
regard to the provisions of any other Act; repair, maintenance, and
operation of motor trucks and passenger motor vehicle; not to exceed
$2,500 for purchase and exchange of a motor truck; purchase of
botanical books, periodicals, and books of reference, not to exceed
$100; repairs and improvements to director’s residence; and all other
necessary expenses; all under the direction of the Joint Committee
on the Library, $40,000.

The sum of $100 may be expended at any one time by the Botanie
Garden for the purchase of plants, trees, shrubs, and other nursery
stock, without reference to section 3709 of the Revised Statutes
(U. S. G, title 41, sec. 5).

No part of the appropriations contained herein for the Botanic
Garden shall be used for the distribution, by congressional allotment,
of trees, plants, shrubs, or other nursery stock.

LIBRARY OF CONGRESS

SALARIES

For the Librarian, Chief Assistant Librarian, and other personal
services, $842,045,

For the Register of Copyrights, assistant register, and other per-
sonal services, $249,380.
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LEGISLATIVE REFERENCE SERVICH

To enable the Librarian of Congress to employ competent persons
to gather, classify, and make available, in translations, indexes,
digests, compilations, and bulletins, and otherwise, data for or bear-
ing upon legislation, and to render such data serviceable to Congress
and committees and Members thereof, including not to exceed §5,100
for employees engaged on piecework and work by the day or hour at
rates to be fixed by the Librarian, $67,500.

DISTRIBUTION OF CARD INDEXES

For the distribution of card indexes and other publications of the
Library, including personal services, freight charges (not exceeding
$500), expressage, postage, traveling expenses connected with such
distribution, expenses of attendance at meetings when incurred on
the written authority and direction of the Librarian, and including
not to exceed $58,500 for employees engaged in piecework and work
by the day or hour and for extra special services of regular employees
at rates to be fixed by the Librarian; in all, $170,000.

TEMPORARY SERVICES

For special and temporary service, including extra special services
of regular employees, at rates to be fixed by the Librarian, $3,000.

INDEX TO STATE LEGISLATION

To enable the Librarian of Congress to prepare an index to the
legislation of the several States, together with a supplemental digest
of the more important legislation, as authorized and directed by the
Act entitled “An Act providing for the preparation of a biennial
index to State legislation,” approved February 10, 1927 (U. 8. G,
Supp. V, title 2, secs. 164, 165}, including personal and other services
within and without the District of Columbia including not to exceed
$2.500 for special and temporary service at rates to be fixed by the
Librarian, travel, necessary material and apparatus, and for printing
and binding the indexes and digests of State legislation for officia
distribution only, and other printing and binding incident to the
work of compilation, stationery, and incidentals, $25,000, and in
addition the unexpended balance of the appropriation for this pur-
pose for the fiscal year 1932 is reappropriated for the fiscal year 1933.

INDEX TO FEDERAL STATUTES

To enable the Librarian of Congress to revise and extend the
index to the Federal Statutes, published in 1908 and known as the
Scott and Beaman Index, to include the Acts of Congress down to
and including the Acts of the Seventieth Congress, and to have the
revised index printed at the Government Printing Office, as author-
ized and directed by the Act approved March 3, 1927, as amended
June 14, 1930, the unexpended balance of the appropriation for this
purpose in the Legislative Appropriation Act for the fiscal year 1932
is continued available for the fiscal year 1933.
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BUNDAY OPENING

To enable the Library of Congress to be kept open for reference
use on Sundays and on holidays within the discretion of the Libra-
rian, including the extra services of employees and the services of
additional employees under the Librarian, at rates to be fixed by the
Librarian, $18,000.

UNION CATALOGUES

To continue the development and maintenance of the Union Cata-
logues, including personal services within and without the District
of Columbia (and not to exceed $1,400 for special and temporary
service, including extra special services of regular employees, at
rates to be fixed by the Librarian), travel, necessary material and
apparatus, stationery, photostat supplies, and incidentals, $20,000.

INCREASE OF THE LIBRARY

For purchase of books, miscellaneous periodicals and newspapers,
and all other material, for the increase of the Library, including pay-
ment in advance for subscription books and society publications, and
for freight, commissions, and traveling expenses, including expenses
of attendance at meetings when incurred on the written authority
and direction of the Librarian in the interest of collections, and all
other expenses incidental to the acquisition of books, miscellaneous
periodicals and newspapers, and all other material for the increase
of the Library, by purchase, gift, bequest, or exchange, to continue
available during the fiscal year 1934, $100,000.

For purchase of books and for periodicals for the law library,
under the direction of the Chief Justice, $25,000.

For purchase of new books of reference for the Supreme Court, to
be a part of the Library of Congress, and purchased by the Marshal
of the Supreme Court, under the direction of the Chief Justice,
$2,500.

To enable the Librarian of Congress to carry out the provisions
of the Act entitled “An Act to provide books for the adult blind,”
approved March 3, 1931 (U. S. C., Supp. V, title 2, sec. 135a),
$90,000.

PRINTING AND BINDING

For miscellaneous printing and binding for the Library of Con-
gress, including the Copyright Office, and the binding, rebinding,
and repairing of library books, and for the Library Building,
$190,000.

For the publication (1) of the remaining unpublished volumes of
the Journals of the Continental Congress (volumes 30, 81, 32, and
33): and (2) the fourth, and final, volume of the Records of the
Virginia Company; and (8) in connection with the Bicentenary of
the Birth of George Washington, the rebinding, in full morocco, of
the Papers of George Washington, three hundred and two volumes;
the unexpended balance in the appropriation for this purpose in the
Legislative Appropriation Act for the fiscal year 1932 is continued
available for the fiscal year 1933.
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For the publication of the Catalogue of Title Entries of the
Copyright Office, $50,000.
Yor the printing of catalogue cards, $120,000.

CONTINGENT EXPENSES OF THE LIBRARY

For miscellaneous and contingent expenses, stationery, supplies,
stock, and materials directly purchased, miscellaneous traveling
expenses, postage, transportation, incidental expenses connected with
the administration of the Library and Copyright Office, including
not exceeding $500 for expenses of attendance at meetings when
incurred on the written authority and direction of the Librarian,
$9,000. ‘

For paper, chemicals, and miscellaneous supplies necessary for the
operation of the photoduplicating machines of the Library and the
making of photoduplicate prints, $5,000.

LIBRARY BUILDING

Salaries: For the superintendent, disbursing officer, and other
personal services, in accordance with the Classification Act of 1923,
as amended, $161,822.

For extra services of employees and additional employees under
the Librarian to provide for the opening of the Library Building on
Sundays and on legal holidays, at rates to be fixed by the Librarian,
$4,500.

For special and temporary services in connection with the custody,
care, and maintenance of the Library Building, including extra
special services of regular employees at the discretion of the
Librarian, at rates to be fixed by the Librarian, $500.

For mail, delivery, and telephone services, uniforms for guards,
stationery, miscellaneous supplies, and all other incidental expenses
in connection with the custody and maintenance of the Library
Building, $8,900.

GOVERNMENT PRINTING OFFICE

PubBLiCc PRINTING AND BINDING: To provide the Public Printer
with a working capital for the following purposes for the execution
of printing, binding, lithographing, mapping, engraving, and other
authorized work of the Government Printing Office for the various
branches of the Government: For salaries of Public Printer, $10,000,
and Deputy Public Printer, $7,500; for salaries, compensation, or
wages of all necessary officers and employees additional to those
herein appropriated for, including employees necessary to handle
waste paper and condemned material for sale; to enable the Public
Printer to comply with the provisions of law granting holidays and
half holidays and Executive orders granting holidays and half holi-
days with pay to employees; to enable the Public Printer to comply
with the provisions of law granting thirty days’ annual leave to
employees with pay; rents, fuel, gas, heat, electric current, gas and
electric fixtures; bicycles, motor-propelled vehicles for the carriage
of printing and printing supplies, and the maintenance, repair and
operation of the same, to be used only for official purposes, including
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operation, repair, and maintenance of motor-propelled passenger-
carrying vehicles for official use of the officers of the Government
Printing Office when in writing ordered by the Public Printer;
freight, expressage, telegraph, and telephone service; furniture, type-
writers, and carpets; traveling expenses: stationery, postage, and
advertising; directories, technical books, newspapers and magazines,
and books of reference (not exceeding §500) ; adding and numbering
machines, time stamps, and other machines of similar character;
machinery (not exceeding $300,000) ; equipment, and for repairs to
machinery, implements, and buildings, and for minor alterations to
buildings; necessary equipment, maintenance, and supplies for the
emergency room for the use of all employees in the Government
Printing Office who may be taken suddenly ill or receive injury
while on duty; other necessary contingent and miscellaneous items
authorized by the Public Printer: Provided, That inks, glues, and
other supplies manufactured by the Government Printing Office in
connection with its work may be furnished to departments and other
establishments of the Government upon requisition, and payment
made from appropriations available therefor; for expenses author-
ized in writing by the Joint Committee on Printing for the inspection
of printing and binding equipment, material, and supplies and Gov-
ernment printing plants in the District of Columbia or elsewhere
(not exceeding $1,000) ; for salaries and expenses of preparing the
semimonthly and session indexes of the Congressional Record under
the direction of the Joint Committee on Printing (chief indexer at
$3.480, one cataloguer at $3,180, two cataloguers at $2,460 each, and
one cataloguer at $2,100); and for all the necessary labor, paper,
materials, and equipment needed in the prosecution and delivery
and mailing of the work: in all, $2.250,000, to which shall be charged
the printing and binding authorized to be done for Congress, the
printing and binding for use of the Government Printing Office, and
printing and binding (not exceeding $2.000) for official use of the
Architect of the Capitol when authorized by the Secretary of the
Senate; in all to an amount not exceeding this sum. :

Printing and binding for Congress chargeable to the foregoing
appropriation, when recommended to be done by the Committee on
Printing of either House, shall be so recommended in a report con-
taining an approximate estimate of the cost thereof, together with
a statement from the Public Printer of estimated approximate cost
of work previously ordered by Congress within the fiscal year for
which this appropriation is made.

During the fiscal year 1933 any executive department or inde-
pendent establishment of the Government ordering printing and
binding from the Government Printing Office shall pay promptly
by check to the Public Printer upon his written request, either in
advance or upon completion of the work, all or part of the estimated
or actual cost thereof, as the case may be, and bills rendered by the
Public Printer in accordance herewith shall not be subject to andit
or certification in advance of payment: Provided, That proper
adjustments on the basis of the actual cost of delivered work paid
for in advance shall be made monthly or quarterly and as may be
agreed upon by the Public Printer and the department or establish-
ment concerned. All sums paid to the Public Printer for work that
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he is authorized by law to do shall be deposited to the credit, on the
books of the Treasury Department, of the appropriation made for
the working capital of the Government Printing Office, for the year
in which the work is done, and be subject to requisition by the
Public Printer:

All amounts in the Budget for the fiscal year 1934 for printing
and binding for any department or establishment, so far as the
Bureau of the Budget may deem practicable, shall be incorporated
in a single item for printing and binding for such department or
establishment and be eliminated as a part of any estimate for any
other purpose. And if any amounts for printing and binding are
included as a part of any estimates for any other purposes, such
amounts shall be set forth in detail in a note immediately following
the general estimate for printing and binding: Provided, That the
foregoing requirements shall not apply to work to be executed at
the Burean of Engraving and Printing. 1

No part of any money appropriated in this Act shall be paid
to any person employed in the Government Printing Office while
detailed for or performing serviee in any other executive branch
of the public service of the United States unless such detail be
anthorized by law.

The Public Printer may continue the employment under his juris-
diction of Samuel Robinson, Congressional Record messenger, not-
withstanding the provisions of any Act prohibiting his employment
because of age.

OFFICE OF SUPERINTENDENT OF DOCUMENTS

For the Superintendent of Documents, assistant superintendent,
and other personal services in accordance with the Classification Act
of 1923, as amended, and compensation of employees paid by the
hour whe shall be subject to the provisions of the Act entitled “An
Act to regulate and fix rates of pay for employees and officers of the
Government Printing Office,” approved June 7, 1924 (U. S. C., title
44, sec. 40), $550,000: Provided, That for the purpose of conforming
to section 3 of this Act this appropriation shall be considered a sepa-
rate appropriation unit. :

For furniture and fixtures, typewriters, carpets, labor-saving
machines and accessories, time stamps, adding and numbering
machines, awnings, curtains, books of reference; directories, books,
miscellaneous office and desk supplies, paper, twine, glue, envelopes,
postage, car fares, soap, towels, disinfectants, and ice; drayage,
express, freight, telephone and telegraph service; traveling expenses
(not to exceed $200) ; repairs to buildings, elevators, and machinery;
preserving sanitary condition of building; light, heat, and power;
stationery and office printing, including blanks, price lists, and bibli-
ographies, $100,000; for catalogues and indexes, not exceeding
£34.800; for supplying books to depository libraries, $76,000; in all,
$210,800: Provided, That no part of this sum shall be used to supply
to depository libraries any documents, books, or other printed matter
not requested by such libraries, and the requests therefor ghall be
subject to approval by the Superintendent of Documents.

In order to keep the expenditures for printing and binding for the
fiscal year 1933 within or under the appropriations for such fiscal
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year, the heads of the various executive departments and independent
establishments are authorized to discontinue the printing of annual
or special reports under their respective jurisdictions: Provided,
That where the printing of such reports is discontinued the original
copy thereof shall be kept on file in the offices of the heads of the
respective departments or independent establishments for public
inspection.

Purchases may be made from the foregoing appropriation under
the “ Government Printing Office,” as provided for in the Printing
Act approved January 12, 1895, and without reference to section 4
of the Act approved June 17, 1910 (U. S. C., title 41, sec. T), con-
cerning purchases for executive departments.

Sec. 2. No part of the funds herein appropriated shall be used
for the maintenance or care of private vehicles.

Sec. 3. In expending appropriations or portions of appropria-
tions, contained in this Act, for the payment for personal services in
the District of Columbia in accordance with the Classification Act
of 1923, as amended, the average of the salaries of the total number
of persons under any grade in the Botanic Garden, the Library of
Congress, or the Government Printing Office, shall not at any time
exceed the average of the compensation rates specified for the grade
by such Act, as amended : Provided, That this restriction shall not
apply (1) to grades 1, 2, 3, and 4 of the clerical-mechanical service,
(2) to require the reduction in salary of any person whose compen-
sation was fixed as of July 1, 1924, 1 accordance with the rules of
section 6 of such Act, (3) to require the reduction in salary of any
person who is transferred from one position to another position in
the same or different grade in the same or a different bureau, office,
or other appropriation unit, (4) to prevent the payment of a salary
under any grade at a rate higher than the maximum rate of the
grade when such higher rate is permitted by the Classification Act
of 1923, as amended, and is specifically authorized by other law, or
(5) to reduce the compensation of any person in a grade in which
only one position is allocated.

Sec. 4. The detail of the present incumbent as attending physician
at the Capitol shall be continued until otherwise provided by law.

PART 1I
Titre I—FurLovea oF FepEraL EMPLOYEES

FURLOUGH PROVISIONS

Secrrion 101. During the fiscal year ending June 80, 1933—

(a) The days of work of a per diem officer or employee receiving
compensation at a rate which is equivalent to more than $1,000 per
annum shall not exceed five in any one week, and the compensation
for five days shall be ten-elevenths of that payable for a week’s work
of five and one-half days: Provided, That nothing herein contained
shall be construed as modifying the method of fixing the daily rate
of compensation of per diem officers or employees as now authorized
by law: Provided further, That where the nature of the duties of a
per diem officer or employee render it advisable, the provisions of
subsection (b) may be applied in lieu of the provisions of this sub-
section.
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(b) Each officer or employee receiving compensation on an annual
basis at the rate of more than $1,000 per annum shall be furloughed
without compensation for one calendar month, or for such periods
as shall in the aggregate be equivalent to one calendar meonth, for
which latter purpose twenty-four working days (counting Satur-
day as one-half day) shall be considered as the equivalent of one
calendar month: Provided, That where the nature of the duties of
any such officer or employee render it advisable, the provisions of
subsection (a) may be applied in lien of the provisions of this sub-
section: Previded further, That no officer or employee shall, with-
out his consent, be furloughed under this subsection for more than
five days in any one calendar month : Provided further, That the rate
of compensation of any employee furloughed under the provisions of
this Act shall not be reduced by reason of the action of any wage
board during the fiscal year 1933. ]

(e) If the application of the provisions of subsections (a) and (b)
to any officer or employee would reduce his rate of compensation to
less than $1,000 pér annum, such provisions shall be applied to him
only to the extent necessary to reduce his rate of compensation to
$1,000 per annum,

Sec. 102. No officer or employee shall be exemptied from the pro-
visions of subsections (a) and (b) of section 101, except in those
cases where the public service requires that the position be continu-
ously filled and a suitable substitute can not be provided, and then
only when authorized or approved in writing by the President of the
Umnited States. The Director of the Bureau of the Budget shall

report to Congress on the first Monday in December in 1932 and 1933
the exemptions made under this section divided according to salary,
grade, and class.

Sec. 108. All rights now conferred or authorized to be conferred by
law upon any officer or employee to receive annual leave of absence
with pay are hereby suspended during the fiscal year ending June
30, 1933.

DEFINITIONS

Sec. 104, When used in this title—

(a) The terms “ officer ” and * employee ” mean any person render-
ing services in or under any branch or service of the United States
Government or the government of the Distriet of Columbia, but do
not include (1) officers whose compensation may not, under the Consti-
tution, be diminished during their continuance in office; (2) Senators,
Representatives in Congress, Delegates, and Resident Commis-
sioners; (3) officers and employees on the rolls of the Senate and
House of Representatives; (4) carriers in the Rural Mail Delivery
Service; (5) officers and members of the Police Department of the
District of Columbia, of the Fire Department of the District of
Columbia, of the United States Park Police in the District of
Columbia, and of the White House Police; (6) teachers in the public
schools of the District of Columbia; (7) public officials and employ-
ees whose compensation is derived from assessments on banks
and/or is not paid from the Federal Treasury; (8) the enlisted
personnel of the Army, Navy, Coast Guard, and Marine Corps;
(9) postmasters and postal employees of post offices of the first,
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second, and third classes whose salary or allowances are based on
gross postal receipts, and postmasters of the fourth class; (10) any
person in respect of any office, position, or employment the amount of
compensation of which is expressly fixed by international agreement ;
and (11) any person in respect of any office, position, or employment
the compensation of which is paid under the terms of any contract
in effect on the date of the enactment of this Act, if such compen-
sation may not lawfully be reduced.

(b) The term “compensation” means any salary, pay, wage,
allowance (except allowances for subsistence, quarters, heat, light, and
travel), or other emolument paid for services rendered in any civilian
or noncivilian office, position, or employment; and includes the
retired pay of judges, and the retired pay of all commissioned and
other personnel of the Coast and Gcm'let.ic Survey, the Lighthouse
Service, and the Public Health Service, and the retired pay of all
commissioned and other personnel (except enlisted) of the Army,
Navy, Marine Corps, and Coast Guard; but does not include the
active or retired pay of the enlisted personnel of the Army, Navy,
Marine Corps, or Coast Guard; and does not include payments out
cf any retirement, disability, or relief fund made up wholly or in
part of contributions of employees.

(¢) In the case of any office, position, or employment, the com-
vensation for which is caleulated on a piecework, hourly, or per diem

asis, the rate of compensation per annum shall be held to be the
total amount which would be payable for the regular working hours
and on the basis of three hundred and seven working days, or the
number of working days on the basis of which such compensation
is calculated, whichever is the greater.

COMPENBATION REDUCTIONS

Sec. 105. During the fiscal year ending June 30, 1933—

(a) The salaries of the Vice President and the Speaker of the
House of Representatives are reduced by 15 per centum; and the
salaries of Senators, Representatives in Congress, Delegates, and
Resident Commissioners are reduced by 10 per centum.

ﬂb) The allowance for clerk hire of Representatives in Congress,
Delegates, and Resident Commissioners is reduced by 84 per centum,
such reduced allowance to be apportioned by the Representative,
Delegate, or Resident Commissioner among his clerks as he may
determine, subject to the limitations of existing law, but the com-
pensation of such clerks shall not be subject to reduction under
subsection (¢) of this section.

(¢) The rate of compensation of any person on the rolls of the
Senate or of the House of Representatives (other than persons
included within subsection (a)), if such compensation is at a rate
of more than $1,000 per annum, is reduced by 814 per centum,
except that if the rate of compensation is $10,000 or more such
rate shall be reduced by 10 per centum.

(d) In the case of the following persons the rate of compensation
is reduced as follows: If more than $1,000 per annum but less than
$10,000 per annum, 814 per centum; if $10,000 per annum or more,
but less than $12,000 per annum, 10 per centumj if $12,000 per annum
or more, but less than $15,000 per annum, 12 per centum; if $15,000
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per annum or more, but less than $20.000 per annum, 15 per centum;
1f $20,000 per annum or more, 20 per centum:

(1) Persons exempted, under section 102, from the provisions of
subsections (a) and (b) of section 1013

(2) Carriers in the Rural Mail Delivery Service, but in the case
of such carriers the term “compensation” does not include the
allowance for equipment maintenance;

(3) Officers and members of the Police Department of the District
of Columbia, of the Fire Department of the District of Columbia, of
the United States Park Police in the District of Columbia, and of the
White House Police;

(4) Teachers in the public schools of the District of Columbiaj

(5) Postmasters and postal employees of post offices of the first,
second, and third classes whoese salaries or allowances are based on
gross postal receipts, and postmasters of the fourth class;

(8) Officers and employees (as defined in section 104 (a)) occupy-
ing positions the nature of the duties and periods of work of which
make it impracticable to apply the provisions of subsections (a}
and (b) of section 101;

(7) Officers and employees (as defined in section 104 (a)), not
otherwise provided for in this section, to whom the provisions of
subsections (a) and (b) of section 101 do not apply.

(e) Subsections (c) and (d) of this section shall not operate (1)
so as to reduce any rate of compensation to less than $1,000 per
annum, or (2) so as to reduce the rate of compensation of any of the

postmasters or postal employees provided for in paragraph (5) of
subsection (d) of this section, to a rate which is less than 9124 per
centum of his average rate of compensation during the calendar
year 1931,

RETIRED PAY

Sre. 106. During the fiscal year ending June 30, 1933, the retired
pay of all judges (except judges whose compensation may not, under
the Constitution, be diminished during their eontinuance in office)
and the retired pay of all commissioned and other personnel (except
enlisted) of the Army, Navy, Marine Corps, Coast Guard, Coast and
Geodetic Survey, Lighthouse Service, and the Public Health Service
shall be reduced as follows: If more than $1.000 per annum but less
than $10,000 per annum, 814 per centum; if $10,000 per annum or
more, but less than $12,000, 10 per centum; if $12,000 per annum or
more, but less than $15,000 per annum, 12 per centum; if $15,000 per
annum or more, but less than $20,000, 15 per centum; if $20,000 per
annum or more, 20 per centum. This seetion shall not operate <o as to
reduce any rate of retired pay to less than $1,000 per annum.

SPECTAL BALARY REDUCTIONS

Seo. 107. (a) During the fiscal year ending June 30, 1933—

(1) the salary of each of the members of the International Joint
Commission, United States section, shall be at the rate of $5,000 per
annums;

(2) the salaries of the following officers shall be at the rvate of
$10,000 per annum: Commissioners of the United States Shipping
Board, members of the Federal Farm Board (except the Secretary
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of Agriculture), members of the Board of Mediation, commissioners
of the Interstate Commerce Commission, commissioners of the United
States Tariff Commission, the American commissioner of the Gen-
eral Claims Commission, United States and Mexico, and the umpire
and American commissioner of the Mixed Claims Commission, United
States and Germany ;

(3) no officer or employee of any of the boards or commissions
enumerated in paragraph (1) or (2) shall (except as provided in
paragraph (4)) receive salary at a rate in excess of $10,000 per
annum;

(4) no officer or employee of the United States Shipping Board,
the United States Shipping Board Merchant Fleet Corporation, or
the Reconstruction Finance Corporation, shall receive salary at a
rate in excess of $10,000 per annum, except that in the case of any
position the salary of which at the date of the enactment of this Act
1s at a rate in excess of $12,500 per annum such salary may be at a
rate not in execess’of $12,500 per annum; and

(5) the salaries and retired pay of all judges (except judges
whose compensation may not, under the Constitution, be diminished
during their continuance in office), if such salaries or retired pay
are at a rate exceeding $10.000 per annum, shall be at the rate of
$10,000 per annum.

(b) The furlough provisions and the compensation reductions
contained in other sections of this title shall not apply to any office,
position, or employment the salary or retired pay of which is reduced
or fixed under the provisions of subsection (a) of this section.

GOVERNMENT CORPORATIONS

Sec. 108. In the case of a corporation the majority of the stock
of which is owned by the United States, the holders of the stock on
behalf of the United States, or such persons as represent the interest
of the United States in such corporation, shall take such action as
may be necessary to apply the provisions of sections 101, 102, 103,
105, and 107 to offices, positions, and employments under such corpo-
ration and to officers and employees thereof, with proper allowance
for any reduction in compensation since December 31, 1931.

REMITTANCES FROM CONSTITUTIONAL OFFICERS

Sec. 109. In any case in which the application of the provisions of
this title to any person would result in a diminution of compen-
sation prohibited by the Constitution, the Secretary of the Treasury
is authorized to accept from such person, and cover into the Treasury
as miscellaneous receipts, remittance of such part of the compen-
sation of such person as would not be paid to him if such diminution
of compensation were not prohibited.

APPROPRIATIONS IMFPOUNDED

See. 110. The appropriations or portions of appropriations
unexpended by reason of the OHJm'utiun of this title shall not be
used for any purpose, but shall be impounded and returned to the
Treasury.
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LIMITATION ON JURISDICTION OF COURTS

Sec. 111. No court of the United States shall have jurisdiction
of any suit against the United States or (unless brought by the
United States) against any officer, agency, or instrumentality of the
United States arising out of the application of any provision of
this title, unless such suit involves the Constitution of the United
States.

RURAL CARRIERS EQUIPMENT ALLOWANCE

Sec. 112. During the fiscal year ending June 30, 1933, payments
for equipment maintenance to carriers in the Rural Mail Delivery
Service shall be seven-eighths of the amount now provided by law,

Trree IT—Provisions AFFECTING PERSONNEL
SUSPENSION OF PROMOTIONS AND FILLING OF VACANCIES

Sec. 201. All provisions of law which confer upon civilian or
noncivilian officers or employees of the United States Government
or the municipal government of the District of Columbia automatic
increases in compensation by reason of length of service or promotion
are suspended during the fiscal year ending June 30, 1933; but this
section shall not be construed to deprive any person of any incre-
ment of compensation received through an automatic increase in
compensation prior to July 1, 1932.

Sec. 202. No administrative promotions in the civil branch of the
United States Government or the government of the District of
Columbia shall be made during the fiscal year ending June 30,

683: Provided, That the filling of a vacancy, when authorized by
the President, by the appointment of an employee of a lower grade,
shall not be construed as an administrative promotion, but no such
appointment shall increase the compensation of such employee to a
rate in excess of the minimum rate of the grade to which such
employee is appointed, unless such minimum rate would require an
actual reduction in compensation. The President shall submit to
Congress a report of the vacancies filled under this section up to
November 1, 1932, on the first day of the next regular session. The
provisions of this section shall not apply to commissioned, com-
missioned warrant, warrant, and enlisted personnel, and cadets, of
the Coast Guard. {

Skc. 208. No appropriation available to any executive department
or independent establishment or to the municipal government of the
District of Columbia during the fiscal year ending June 30, 1933,
shall be used to pay the compensation of an incumbent appointed to
any civil position under the United States Government or the
municipal government of the District of Columbia which is vacant
on July 1, 1932, or to any such position which may become vacant
after such date: Provided, That this inhibition shall not apply (a)
to absolutely essential positions the filling of which may be
authorized or approved in writing by the President of the United
States, (b) to temporary, emergency, seasonal, or cooperative posi-
tions, or (¢) to commissioned, commissioned warrant, warrant, and
enlisted personnel, and cadets, of the Coast Guard. The appropria-
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tions or portions of appropriations unexpended by the operation of
this section shall not be used for any other purposes but shall be
impounded and returned to the Treasury, and a report of all such
vacancies, the number thereof filled, and the amounts unexpended,
for the period between July 1, 1932, and October 31, 1932, shall be
submitted to Congress on the first day of the next regular session:
Provided, That such impounding of funds may be waived in writing
by the President of the United States in connection with any
appropriation or portion of appropriation, when, in his judgment,
such action is necessary and in the public interest.

COMPULSORY RETIREMENT FOR AGE

Sec. 204. On and after July 1, 1932, no person rendering civilian
service in any branch or service of the United States Government
or the municipal government of the District of Columbia who shall
have reached the retirement age prescribed for automatic separation
from the service, applicable to such person, shall be continued in
such service, notwithstanding any provision of law or regulation
to the contrary: Provided, That the President may, by Executive
Order, exempt from the provisions of this section any person when,
in his judgment, the public interest so requires: Provided further,
That no such person heretofore or hereafter separated from the
service of the United States or the District of Columbia under any
provision of law or regulation providing for such retivement on
account of age shall be eligible again to appointment to any
appointive office, position, or employment under the United States
or the District of Columbia: Provided further, That this section
shall not apply to any person named in any Act of Congress pro-
viding for the continuance of such person in the service.

RATE OF COMPENSATION UPON WHICH RETIRED PAY SHALL BE BASED

Skc, 205. The provisions. of this Part of this Act providing for
temiporary reductions in compensation and suspension in automatic
increases in compensation shall not operate to reduce the rate of
compensation upon which the retired pay or retirement benefits of
any officer or employee would be based but for the application of
such provisions, but the amount of retired pay shall be reduced as
provided in Title I: Provided, That retirement deductions author-
1zed by law to be made from the salary, pay, or compensation of
officers or employees and transferred or deposited to the credit of
a reticement fund, shall be based on the regular rate of salary, pay,
or compensation instead of on the rate as temporarily reduced under
the provisions of this Act.

TEMPORARY REDUCTION OF TRAVEL ALLOWANCES

SEc. 206, During the fiscal year ending June 30, 1933—

(a) all provisions of law which authorize the payment of mileage
to officers of the services mentioned in the Pay Adjustment Act of
1922 [U. 8. C., title 37] are hereby suspended and in lieu thereof
such officers shall be entitled to allowances for travel only as provided
for civilian employees of the Government, and the Subsistence
Expense Act of 1926, as modified by this Act, and by the Act of
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February 14, 1931 (Supp. V, U. S. Code, Title 5, sec. 73a), shall
apply to such travel: Provided, That all :llgproprmtlons'avallzlblc
for the payment of such mileage during the fiscal year 1933 shall be
construed as being available for the payment of the allowances
herein provided; ! ik

(b) the mileage allowance of Senators, Representatives in Con-
eress, and the Delegate from Haywail is reduced 25 per centum; the
allowance to the Delegate from Alaska provided by section 1 of the
Act of May 7, 1906, the allowance to the Resident Commissioners
from the Philippine Islands provided by section 8 of the Act of
July 1, 1902, and the allowance to the Resident, Commissioner from
Porto Rico provided by section 36 of the Act of March 2, 1917,
are reduced by 25 per centum; and _

(c) the traveling allowances provided for in the Act entitled
“An Act reclassifying the salaries of postmasters and employees of
the Postal Service, readjusting their salaries and compensation on
an equitable basis, increasing postal rates to provide for such read-
justment, and for other purposes,” approved February 28, 1925
|U. S. C,, title 39, § 633], shall not exceed $2 per day.

PERMANENT REDUCTION OF TRAVEL ALLOWANCES

Spe. 207. Section 3 of the Subsistence Expense Act of 1926
approved June 3, 1926 (44 Stat. 688, 689), is hereby amended to read
as follows:

% Qpe. 3. Civilian officers and employees of the departments and
establishments, while traveling on official business and away from
their designated posts of duty, shall be allowed, in lieu of their actual
expenses for subsistence and all fees or tips to porters and stewards,
a per diem allowance to be prescribed by the head of the department
or establishment concerned, not to exceed the rate of $5 within the
limits of continental United States, and not to exceed an average
of $6 beyond the limits of continental United States.”

Sgke. 208. Sections 4, 5, and 6 of the said Subsistence Expense Act
of 1926 are hereby repealed, and section 7 thereof is hereby amended
by striking out the reference therein to actual expenses so that the
section, as amended, will read as follows:

“ Sge. 7. The fixing and payment, under section 3, of per diem
allowance, or portions thereof, shall be in accordance with regula-
tions which shall be promulgated by the heads of departments and
establishments and which shall be standardized as far as practicable
and shall not be effective until approved by the President of the
United States.”

Sec. 209. Hereafter, no law or regulation authorizing or permit-
ting the transportation at Government expense of the effects of
officers, employees, or other persons, shall be construed or applied as
including or authorizing the transportation of an automobile: Pro-
wided, That not more than $5,000 in any fiscal year may be expended
for such purposes by the War Department, and not more than $5,000
in any fiscal year by the Navy Department.

Sge. 210. The provisions of all Acts heretofore enacted incon-
sistent with sections 207, 208, and 209 are, to the extent of such
inconsistency, hereby repealed, and such sections shall take effect on
July 1, 1932.

[Pus. 212.] 27

OVERTIMEY, COMPENSATION

Sec. 211, (a) During the fiscal-year ending June 80, 1933—

(1) mno oflicer or employee of the Government shall be allowed or
paid a higher rate of compensation for overtime work (either day
or night) or for work on Sundays and holidays; '

(2) wherever by or m_lu_'}ur u_nthm'it_v of law compensation for night
work (other than overtime) is at a higher rate than for day work
such differential shall be reduced by one-half; R

(3) in so far as practicable, overtime work shall be performed
by substitutes or unemployed regulars in lieu of persons who have
performed a day’s work during the day during which the overtime
work is to be performed, and work on Sundays and holidays shall
be performed by substitutes or unemployed regulars in lieu of per-
sons who have performed a week’s work during the same week.

(b) This section shall not apply to compensation for overtime
services performed by Federal employees under existing law at the
expense of private interests. v

LIMITATIONS ON AMOUNT OF RETIRED PAY

Sec. 212. (a) After the date of the enactment of this Act, no
person holding a civilixn office or position, appointive or elective
under the United States Government or the municipal government
of the District of Columbia or under any corporation, the majority
of the stock of which is owned by the United States, shall be entitled
during the period of such incumbeney, to retired pay from the United
States for or on account of services as a commissioned officer in any
of i the services mentioned in the Pay Adjustment Act of 1922
[U. 8. €., title 37],.-at a rate in excess of an amount which when
combined with the annual rate of compensation from such civilian
office or position, makes the total rate from both sources more than
$3,000; and when the retired pay amounts to or exceeds the rate of
$3,000 per annum such person shall be entitled to the pay of the
civilian office or position or the retired pay, whichever he may elect.
As used in this section, the term “ retired pay ” shall be construed to
include credits for all service that lawfully may enter into the com-
putation thereof. v L%

{(b) This section shall not apply to any person whose refired pay
plus civilian pay amounts to less than $3.000: Provided, That this
section shall not apply to regular or emergency commissioned officers
retired for disability incurred in combat with an enemy of the
United States.

PERSONNEL REDUCTIONS—DMARRIED TERSONS

Sec. 213. In any reduction of personnel in any branch or service
of the United States Government or the District of Columbia, mar-
ried persons (living with husband or wife) employed in the class
to be reduced, shall be dismissed before any other ]J‘t‘l‘fn‘i!llr'- employed
in such class are dismissed, if such husband or wife is also in the
service of the United States or the District of Columbia. In the
appointment of persons to the classified civil service, preference shall
be given to persons other than married persons living with husband
or wife, such husband or wife being in the service of the United
States or the District of Columbia.
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TEMPORARY ASSIGNMENTS IN POSTAL SERVICE

Sge. 214. During the fiscal year ending June 30, 1933, tl?e Post-
master General may, when the interest of the service requires,
temporarily assign any clerk to the duties of carrier or any carrier
to the duties of clerk, and in an emergency may assign any Post
Office employee to the duties of a railway postal clerk, or any lrzul'-;
way postal clerk to the duties of a Post Office employee withou
change of pay roll status.

ANNUAL LEAVE WITH PAY REDUCED TO FIFTEEN DAYS

Sge. 215. Hereafter no civilian officer or employee of the Govern-
ment who receives annual leave with pay shall be granted annual
leave of absence with pay in excess of hftet}.'n days in any one year,
excluding Sundays and legal holidays: Provided, That the part
unused in any year may be cumulative for any succeeding year:
Provided further, That nothing herein shall apply to civilian oﬁii
cers and employees of the Panama Canal located on the Isthmus anc
who are American citizens or to officers and employees of the Foreign
Services of the United States holding official station outside the
continental United States: Provided further, That nothing herein
chall be construed as affecting the period during which pay may be
allowed under existing laws for so-called sick leave of absence:
Provided further, That the so-called sick leave of absence, within
the limits now authorized by law, shall be administered under such
regulations as the President may prescribe so as to obtain, 50 fa(ri
as practicable, uniformity in the various executive departments an
independent establishments of the Government.

FURLOUGH OF GOVERNMENT EMPLOYEES DURING FISCAL YEAR 1033

Sgo. 216, In order to keep within the appropriations made for
the fiscal year 1933, the heads of the various executive departments
and independent establishments of the United States Government
and the municipal government of the District of Columbia are hereby
authorized an& directed to furlough, without pay, such employees
carried on their respective rolls, such time as in their judgment is
necessary to carry out said purpose without discharging such
employees, the higher salaried to be fur!qughe(} first whenever pos-
sible without injury to the service: Provided, That rules and regu-
lations shall be promulgated by the President with a view to securing
uniform action by the heads of the various executive departments
and independent Government establishments in the application of
the provisions of this section.

Trrne IIT—MisCcELLANEOUS PROVISIONS
PHILIPPINE SCOUTS

Spe. 801. The President is authorized at any time to disband the
Philippine Scouts or to reduce the personnel thereof.
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LIMITATIONS ON EXPENDITURES FOR PRINTING AND BINDING, PAPER, AND
STATIONERY

Sec. 302. During the fiscal year ending June 30, 1933, not more
than $8,000,000 shall be obligated for printing and binding for the
use of the United States and the District of Columbia done at the
Government Printing Office, including printing and binding done
elsewhere under contract by the Public Printer, or obtained in the
field under authority of the Joint Committee on Printing for the
exclusive use of a field service; of the foregoing amount $2,500,000
shall be for printing and binding for the use of the legislative branch
of the Government. The amount available hereunder for the execu-
tive departments and independent establishments, the judiciary, and
the government of the District of Columbia shall be distributed by
the Director of the Bureau of the Budget among the several depart-
ments and establishments, the judiciary, and the government of the
District of Columbia as, in his judgment, the needs of the service
may require. Nothing in this section shall be construed to authorize
the discontinuance of any report or publication specifically required
by law. This section shall not apply to printing and binding for
the use of the Patent Office or to the manufacture of postal cards
and money orders for the Post Office Department.

Sec. 303. During the fiscal year ending June 30, 1933, not more
than $400,000 shall be expended for paper furnished by the Govern-
ment Printing Office for the use of the several executive departments
and independent establishments and the government of the District
of Columbia. The amount available hereunder for the executive
departments and independent establishments and the government of
the District of Columbia shall be distributed by the Director of the
Bureau of the Budget among the several executive departments and
independent establishments, and the government of the District of

Jolumbia, as, in his judgment, the needs of the service may require.
This section shall not apply to expenditures for paper used in the
course of manufacture by the Bureau of Engraving and Printing.

Sec. 304. During the fiscal year ending June 30, 1933, (1) not more
than $16,000 shall be available for expenditure for stationery for
Senators and the President of the Senate, and for committees and
officers of the Senate, (2) not more than $44,000 shall be available
for expenditure for stationery for Representatives, Delegates, and
Resident Commissioners, and for the committees and officers of tha
House of Representatives, and (3) each Senator, Representative,
Delegate, and Resident Commissioner shall be allowed $90 for sta-
tionery allowance or commutation therefor, to be paid out of the
sums provided in (1) or (2), as the case may be,

WEST POTOMAC PARK HEATING PLANT

Src. 805. Until otherwise provided by law no further obligations
ghall be incurred under the appropriation of $750,000 for the con-
struction of a heating plant in West Potomac Park, contained in the
Second Deficiency Act, fiscal year 1931.
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REORGANIZATION OF SHIPPING BOARD

Sec. 306. (a) The United States Shi})ping Board shall be com-
posed of three commissioners to be hereatter :1pp‘omto<} by the %lcr_«‘ll-
dent, by and with the advice and consent oflthe Senate. One o such
commissioners shall be appointed from the States touching the
Pacific Ocean, one from the States touching the Atlantic ()ce:m3 or &
navigable river directly tributary thereto, and one from the States
touching the Gulf of Mexico, but not more than one s-'hall. l_Je
appointed from the same State. Not more than two of the com-
missioners shall be appointed from the same _political party.

(b) Terms of office of the first commissioners appointed under
this section, shall expire, as designated by the I resident at the time
of nomination, one at the end of one year, one at the end of two
years, and one at the end of three years after the date of the enact-
ment of this Act. The term of office of a successor to any such com-
missioner shall expire three years from the date ot the expiration of
the term for which his predecessor was appointed, except that a
commissioner appointed to fill a vacancy occurring prior to the
expiration of the term for which his predecessor was appointed,
shall be appointed for the remainder of .‘inch term. The commis-
sioners appz;i{ntc(l llei‘L‘ll‘Ifndcl‘ shall hold office until their successors
are appointed and quahty. . _

(c)l lN(lt»VithS[&I](%illg the provisions of subsection (a) the United
States Shipping Board as constituted upon the date of the enact-
ment of this Aet shall continue to function until the date of reor-
ganization of the commission pursuant to the provisions of such
subsection. The board shall be deemed to be reorganized upon such
date as the three commissioners appointed as provided in such sub-
section have taken office, and no such commissioner shall be paid
salary, as such commissioner, for any period prior to such date.

(d) This section shall be held to reorganize the United States
Shipping Board, and, except as herein modified, all laws relating
to such board shall remain in full force and effect, and no regula-
tions, action, investigations, or other proceedings under any such
laws existing or pending on the date of the enactment of this Act
shall abate or otherwise be affected by reason of the provisions of
this section. 18

(e) Whenever under existing law the concurrence of four or
more of the commissioners is required, such requirement of law shall,
after the reorganization of the board provided by this section, be
held to be complied with by the concurrence of two commissioners.

(f) $200,000 of the unexpended balance ?f’ the allotment of
$500.000 made available to the United States Shipping Board Mer-
chant Fleet Corporation for experimental and research work, by the
Independent Offices Appropriation Act, fiscal year 1930, and con-
tinued by subsequent appropriation Acts, shall not be expended,
but shall be covered into the Treasury as miscellaneous receipts.

(g) The sums available for expenditure, during the fiscal year
ending June 30, 1933, for personal services of employees of the
United States Shipping Board Merchant Fleet Corporation assigned
to and serving with the United States Shipping Board are reduced
by $167.000 from the pay roll of March 31, 1932, and the amounts of
reduction applicable to the various bureaus shall be as follows:
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El) Burcau of Research, $30,000, (2) Bureau of Law, $103,000,
3) Bureau of Traffic, $9,000, (4) Bureau of Construction, $35,000,
and (5) Bureau of Operations, $20,000.

(h) The United States Shipping Board Merchant Fleet Corpora-
tion shall, during the fiscal year ending June 380, 1933, transfer from
the operating funds and cover into the Treasury as miscellaneous
receipts the sum of $1,938,240.

INCREASES IN CERTAIN CHARGES AND FEES

Seo. 307. After the date of the enactment of this Act, the price
at which additional copies of Government publications are offered
for sale to the public by the Superintendent of Documents shall be
based on the cost thereof as determined by the Public Printer plus
50 per centum: Provided, That a discount of not to exceed 25 per
centum may be allowed to authorized book dealers and quantity
purchasers, but such printing shall not interfere with the prompt
execution of work for the Government. The surplus receipts from
such sales shall be deposited in the Treasury of the United States to
the credit of miscellaneous receipts. The Superintendent of Docu-
ments shall preseribe the terms and conditions under which he may
authorize the resale of Government publications by book dealers, and
he may designate any Government officer his agent for the sale of
Government publications under such regulations as shall be agreed
upon by the Superintendent of Documents and the head of the
respective department or establishment of the Government. The
selling price of publications as provided for herein shall be in lieu
of that prescribed in the public resolution approved May 11, 1922
(U. 8. C,, title 44, secs. 72 and 220), and section 42 of the Act of
January 12, 1895 (U. S. C.,, title 44, sec. 114).

Sec. 308. After the expiration of thirty days after the enactment
of this Act (but in no event prior to July 1, 1932), the base fee of
$25 provided by section 4934 of the Revised Statutes, as amended
[U. S. C., Sup. V, title 35, sec. 78], to be paid upon the filing of
each original application and upon each renewal application for
patent, except in design cases, and on issning each original patent,
except in design cases, is hereby increased to $30.

Src. 809. Section 4934 of the Revised Statutes, as amended
[U. S. C., Sup. V, title 35, sec. 78], is amended by adding at the end
thereof the following :

“On filing each petition for the revival of an abandoned appli-
cation for a patent, $10.”

Seo. 810, The Secretary of Commerce shall make such charges
as he deems reasonable for special statistical services; special com-
modity, technical, and regional news bulletins and periodical serv-
ices; lists of foreign buyers, and World Trade Directory Reports,
and the amounts collected therefrom shall be deposited in the Treas-
ury as miscellaneous receipts.

SEc. 811, Section 5 of the Act entitled “An Act to establish in
the Department of the Interior a Burean of Mines ”, approved May
16, 1910, as amended and supplemented [U. S. C., title 30, sec. 7], 13
amended to read as follows:

“ Sec. 5. For tests or investigations authorized by the Secretary
of Commerce under the provisions of this Act, as amended and
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supplemented, except those performed for the Government of the
United States or State governments within the United States, a fee
suflicient in each case to compensate the Bureau of Mines for the
entive cost of the services rendered shall be charged, according to a
schedule prepared by the Director of the Bureau of Mines and
approved by the Secretary of Commerce, who shall prescribe rules
and regulations under which such tests and investigations may be
made. All moneys received from such sources shall be paid into
the Treasury to the credit of miscellaneous receipts.”

Sre. 312. Section 8 of the Act entitled “An Act to establish the
National Bureau of Standards ”, approved March 3,1901, as amended
and supplemented [U. S. C., title 15, sec. 276], is amended to read as
follows:

« Sge. 8. For all comparisons, calibrations, tests, or investigations,
performed by the National Bureau of Standards under the provisions
of this Act, as amended and supplemented, except those performed
for the Government of the United States or State governments within
the United States, a fee sufficient in each case to compensate the
National Bureau of Standards for the entire cost of the services
rendered shall be charged, according to a schedule prepared by the
Director of the National Bureau of Standards and approved by the
Secretary of Commerce. All moneys received from such sources
shall be paid into the Treasury to the credit of miscellaneous
receipts.”

Sec. 813, In the annual report to Congress of each executive
department or independent establishment there shall be included a
statement of receipts during the period covered by such report, from
fees or charges paid to such department or establishment under this
Act and all other Acts of Congress.

Sgc. 314, Sections 310, 311, and 312 shall take effect July 1, 1932.

RESTRICTIONS ON TRANSFER OF ARMY AND NAVY PERSONNEL

Spe. 815. The President is authorized, during the fiscal year end-

ing June 80, 1933, to restrict the transfer of officers and enlisted
men of the military and naval forces from one post or station to
another post or station to the greatest extent consistent with the

public interest.
STATISTICS CONCERNING HIDES, SKINS, AND LEATHER

Qpo. 316. The Act authorizing and directing the Director of the
Census to collect and publish statistics concerning hides, skins, and
Jeather, approved June 5, 1920 (U. S. C., title 13, secs. 91, 92, and 93),
is hereby repealed.

TRANSFER OF APPROPRIATIONS

Src. 817. Not to exceed 12 per centum of any appropriation for an
executive department-or independent establishment, including the
municipal government of the District of Columbia, for the fiscal
year ending June 30, 1933, may be transferred, with the approval of
the Director of the Bureau of the Budget (or, in the case of the War
Department and Navy Department, with the approval of the Presi-
dent), to any other appropriation or appropriations under the same
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department or establishment, but no appropriation shall be increased
more than 15 per centum by such transfers: Provided, That a state-
ment of all transfers of appropriations made hereunder shall be
included in the annual Budget for the fiscal year 1935, and a state-
ment of all transfers of appropriations made hereunder up to the
time of the submission of the annual Budget for the fiscal year 1934
and all contemplated transfers during the remainder of the fiscal
{5;; 1983, shall be included in the annual Budget for the fiscal year

VOOATIONAL EDUCATION

Seo. 318. (a) Notwithstanding the provisions of section 1 of the
Act entitled “An Act to provide for the further development of
v?catlona.l education in the several States and Territories,” approved
February 5, 1929 (U. S. C., Supp. V, title 20, sec. 15a), not more
than $1,500,000 is authorized to be appropriated for the purposes
of such section for the fiseal year ending June 30, 1933.

(b) For the fiscal year ending June 30, 1933, (1) the annual
appropriations (for the purpose of cooperating with the States)
provided for by sections 2, 3, and 4 of the Act entitled “An Act to
provide for the promotion of voeational education; to provide for
cooperation with the States in the promotion of such education in
agriculture and the trades and industries; to provide for cooperation
with the States in the preparation of teachers of vocational subjeets;
and to appropriate money and regulate its expenditure,” appmved
February 23, 1917 (U. S. C,, title 20, secs. 12-14, inclusive), shall be
$2.700,000 (in the case of section 2), $2,700,000 (in the case of section
3), and $900,000 (in the case of section 4) ; (2) the minimum allot-
ment of funds to any State, under each of such sections, for the said
fiscal year, shall be $9,000; and (3) the additional appropriations
(for the purpose of providing the minimum allotment to the States)
provided for by such sections for the fiscal year 1933 shall ba
$24.300 (in the case of section 2), $45,000 (in the case of section 3)
and $81,000 (in the case of section 4). f

(c) For the fiscal year ending June 30, 1933, the amount author-
ized to be appropriated under section 4 of the Act entitled “An Act
to extend the provisions of certain laws to the Territory of Hawaii,”
approved March 10, 1924 (U. S. C., title 20, sec. 29), shall be $27,0003
and the amount authorized to be appropriated under section 1 of the
Act entitled “An Act to extend the provisions of certain laws relat-
ing to vocational education and civilian rehabilitation to Porto
Rico,” approved March 3, 1931 (U. 8. C., Supp. V, title 20, sec. 30)
shall be $94,500, and the amounts expended for each of the purposes;
set forth in such section shall be proportionately reduced.

RATE OF INTEREST ON JUDGMENTS AND OVERPAYMENTS

Spo. 819, Hereafter the rate of interest to be allowed or paid
shall be 4 per centum per annum whenever interest is allowed by law
upon any judgment of whatsoever character against the United
States and/or upon any overpayment in resperf of any internal-
revenue tax. All laws or parts of laws in so far as inconsistent
herewith are hereby repealed.
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RESTRICTION ON CONSTRUCTION AND RENTAL OF BUILDINGS

Sro. 320. Authorizations heretofore granted by law for the con-
gtruction of public buildings and public improvements, whether
an appropriation therefor has or has not been made, are hereby
amended to provide for a reduction of 10 per centum of the limit of
cost as fixed in such authorization, as to projects where no contract
for the construction has been made. As to such projects where
a contract has been made at a cost less than that upon which the
aquthorization was based, such cost shall not, unless authorized
by the President, be increased by any changes or additions not
essential for the completion of the project as originally planned.

Skc. 321. Hereafter, except as otherwise specifically provided by
law, the leasing of buildings and properties of the United States
shall be for a money consideration only, and there shall not be
included in the lease any provision for the alteration, repair, or
improvement of such buildings or properties as a part of the con-
sideration for the rental to be paid for the use and occupation of the
same. The moneys derived from such rentals shall be deposited and
covered into the Treasury as miscellaneous receipts.

Spo. 822. Hereafter no appropriation shall be obligated or
expended for the rent of any building or part of a building to be
occupied for Government purposes at a rental in excess of the per
annum rate of 15 per centum of the fair market value of the rented
premises at date of the lease under which the premises are to be
occupied by the Government nor for alterations, improvements, and
repairs of the rented premises in excess of 25 per centum of the
amount of the rent for the first year of the rental term, or for the
rental term if less than one year: Provided, That the provisions of
this section shall not apply to leases heretofore made, except when
renewals thereof are made hereafter, nor to leases of premises in
foreign countries for the foreign services of the United States.

TEMPORARY REDUCTION OF FEES OF JURORS AND WITNESSES

Skc. 323. During the fiscal year 1933—

(a) the per diem fee authorized to be paid to jurors under section
2 0$f4the Act of April 26, 1926 (44 Stat. 323), shall be $3 instead
of $4;

(b) the per diem fee authorized to be paid to witnesses under
section 3 of the Act of April 26, 1926 (44 Stat. 323), shall be $1.50
instead of $2, and the proviso of said section 3, relative to per diem
for expenses of subsistence, shall be suspended.

Trrre ITV—REeorcanizaTioNn oF EXrCUTIVE DEPARTMENTS
DECLARATION OF POLICY

Sgo. 401. In order to further reduce expenditures and increase
efficiency in government it is declared to be the policy of Congress—

(a) To group, coordinate, and consolidate executive and adminis-
trative agencies of the Government, as nearly as may be, according
to major purpose;

(b) To reduce the number of such agencies by consolidating those
having similar functions under a single head;
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(e) T? eliminate overlapping and duplication of effort; and
(d) To segregate regulatory agencies and functions from those
of an administrative and executive character.

DEFINITIONS

Sec. 402. When used in this title—

(1) The term “ executive agency” means any commission, board,
bureau, division, service, or office in the executive branch of the
Government, but does not include the executive departments men-
tioned in title 5, section 1, United States Code.

(2) The term * independent executive agency ” means any execu-
tive agency not under the jurisdiction or control of any executive
department.

POWER OF PRESIDENT

Sec. 403. For the purpose of carrying out the policy of Congress
as declared in section 401 of this title, the President is authorized
by IExecutive order—

(1) To transfer the whole or any part of any independent execu-
tive agency, and/or the functions thereof, to'the jurisdiction and
control of an executive department or another independent executive
agency;

(2) To transfer the whole or any part of any executive agency,
and/or the functions thereof, from the jurisdiction and control of
one executive department to the jurisdiction and control of another
executive department; or

(3) To consolidate or redistribute the functions vested in any
executive department or in the executive agencies included in any
executive department; and

(4) To designate and fix the'name and functions of any consoli-
dated activity or executive agency and the title, powers and duties
of its executive head,

Sec. 404. The President’s order directing any transfer or con-
solidation under the provisions of this title shall also designate the
records, property (including office equipment), personnel, and unex-
pended balances of appropriations to be transferred.

BAVING PROVISIONS

Skc, 405. (a) All orders, rules, regulations, permits, or other privi-
leges made, issted, or granted by or in respect of any executive
agency or function transferred or consolidated with any other execu-
tive agency or function under the provisions of this title, and in
effect at the time of the transfer or consolidation, shall continue in
effect to the same extent as if such transfer or consolidation had not
oceurred, until modified, superseded, or repealed.

(b) No suit, action, or other proceeding lawfully commenced by
or against the head of any department or executive agency or other
officer of the United States, in his official capacity or in relation to
the discharge of his official duties, shall abate by reason of any trans-
fer of authority, powers, and duties from one officer or executive
agency of the Government to another under the provisions of this
title, but the court, on motion or supplemental petition filed at any
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time within twelve months after such transfer takes effect, showing
a necessity for a survival of such suit, action, or other proceeding
to obtain a settlement of the questions involved, may. allow the same
to be maintained by or against the head of the department or execu-
tive agency or other officer of the United States to whom the
authority, powers, and duties are transferred.

(¢) All laws relating to any executive agency or function trans-
ferred or consolidated with any other executive agency or function
under the provisions of this title, shall, in so far as such laws are not
inapplicable, remain in full force and effect, and shall be adminis-
tered by the head of the executive agency to which the transfer is
made or with which the consolidation is effected.

BTATUTORY AGENCIES

Skc. 406. Whenever, in carrying out the provisions of this title, the
President concludes that any executive department or agency created
by statute should be abolished and the functions thereof transferred
to another executive department or agency or eliminated entirely the
authority granted in this title shall not apply, and he shall report
his conclusions to Congress, with such recommendations as he may
deem proper.

DISAPPROVAL OF EXECUTIVE ORDER

Sko. 407. Whenever the President makes an Executive order under
the provisions of this title, such Executive order shall be transmitted
to the Congress while in session and shall not become effective until
after the expiration of sixty calendar days after such transmission,
nnless Congress shall sooner approve of such Executive order or
orders by concurrent resolution, in which case said order or orders
shall become effective as of the date of the adoption of the resolution:
Provided, That if Congress shall adjourn before the expiration of
sixty calendar days from the date of such transmission such Exec-
utive order shall not become effective until after the expiration of
gixty calendar days from the opening day of the next succeeding
regular or special session: Provided further, That if either branch
of Congress within such sixty calendar days shall pass a resolution
disapproving of such Executive order, or any part thereof, such
Executive order shall become null and void to the extent of such
disapproval: Provided further, That in order to expedite the merg-
ing of certain activities, the President is authorized and requested
to proceed, without the application of this section, with setting up
consolidations of the following governmental activities: Public
Health (except that the provisions hereof shall not apply to hos-

itals now under the jurisdiction of the Veterans’ Administration),
{)’(rrsnnn{sl Administration, Education (except the Board of Voca-
tional Eduecation shall not be abolished), and Mexican Water and
Boundary Commission, and to merge such activities, except those of
a purely military nature, of the War and Navy Departments as, in
his judgment, may be common to both and where the consolidation
thereof in either one of the departments will effect economies in
Federal expenditures, except that this section shall not apply to the
United States Employees’ Compensation Commission.
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REPORT TO CONGRESS

Sro. 408. The President shall report specially to Congress at the
beginning of each regular session any action taken under the pro-
visions of this title, with the reasons therefor.

TitLe V—PAarTicuLAr CONSOLIDATIONS EFFECTED
BUREAU OF NAVIGATION AND STEAMBOAT INSPECTION

Skc. 501. The Secretary of Commerce is authorized and directed
to consolidate and coordinate the Steamboat Inspection Service and
the Bureau of Navigation of the Department of Commerce in a
bureau in such department to be known as the Bureau of Naviga-
tion and Steamboat Inspection, to be under the direction of a chief
of bureau who shall be appointed by the Secretary of Commerce.

Sk, 502. (a) The Secretary of Commerce is authorized and
directed to transfer to the Bureau of Navigation and Steamboat
Inspection the records and property, including office equipment, of
the Bureau of Navigation and the Steamboat Inspection Service.

(b) The Secretary of Commerce is authorized and directed to
transfer to such bureau such officers and employees of the Bureau of
Navigation and the Steamboat Inspection Service as in his judg-
ment are indispensable to the efficient operation of such bureau.
Such transfer of officers and employees shall be without changes in
classification or compensation, but the Secretary may make such
changes in the titles, designations, and duties of the officers and
employees transferred as he may deem necessary to carry out the
purposes of sections 501 to 504, inclusive, of this title. The Secretary
is authorized to dismiss such officers and employees of the Steamboat
Inspection Service and the Bureau of Navigation as are not, in his
judgment, indispensable to the eflicient operation of the Bureau of
Navigation and Steamboat Inspection.

(c) The consolidation and coordination herein provided for shall
be effected not later than October 1, 1932, and when the Secretary
of Commerce declares such consolidation and coordination has been
effected, the duties, powers, and functions vested in the Steamboat
Inspection Service and the Bureau of Navigation shall be exercised
by the Bureau of Nayigation and Steamboat Inspection, and the
Steamboat Inspection Service and the Bureau of Navigation shall
cease to exist.

Skc. 503. All proceedings, hearings, or investigations commenced
or pending before the bureau and the service abolished shall be con-
tinued by the Bureaun of Navigation and Steamboat Inspection. All
orders, rules, regulations, permits, licenses, enrollments, registrations,
and privileges which have been issued or granted by the bureau and
the service abolished and which are in effect shall continue in effect
until modified, superseded, revoked, or repealed. All rights, inter-
ests, or remedies accruing or to acerue out of any provision of law or
regulation relating to, or out of action taken by. the bureau and the
service abolished shall be valid in all respects and may be exercised
and enforced.

Sec. 504. Appropriations and unexpended balances of appropria-
tions available for expenditure by the bureau and the service abol-
ished shall be available for expcilditure by the Bureau of Naviga-
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tion and Steamboat Inspection in the same manner as if such bureau
had been named in the laws providing for such appropriations,
except that such parts of such appropriations and such unexpended
balances as may not be absolutely necessary for the purposes of such
bureau shall not be expended but shall be impounded and returned
to the Treasury.

TRANSFER OF PERSONNEL CLASSIFICATION BOARD TO CIVIL SERVICE
COMMISSION

Sec. 505. The duties, powers, and functions of the Personnel
Classification Board are hereby transferred to the Civil Service
Commission ; and

(a) the Personmnel Classification Board, and the position of direc-
tor of classification, are hereby abolished ;

(b) all records and property, including office furniture and equip-
ment, of the Board, are hereby transferred to the Civil Service
Commission; and

(¢) such of the officers and employces of the Board, as in the
judgment of the Civil Service Commission, are indispensable to the
efficient operation of the commission, are hereby transferred to such
commission, and all other officers and employees of such Board shall
be dismissed.

Sec. 506. Any transfer of officers or employees under section
505 shall be without changes in classification or compensation, but
the Civil Service Commission is authorized to make such changes
in the titles, designations, and duties of such officers and employees
as may be deemed necessary to carry out the provisions of sections
505 to 508, inclusive, of this title.

Sec. 507. (a) All orders, determinations, rules, or regulations made
or issued by the Personnel Classification Board, and in effect at the
time of such transfer, shall continue in effect to the same extent as
if such transfer had not been made, until modified, superseded, or
repealed by the Civil Service Commission.

(b) All provisions of law relating to the Personnel Classification
Board and the director of classification shall continue in force with
respect to the Civil Service Commission, in so far as such provisions
of law are not inconsistent with the provisions of section 505 or 506.

Skc. 508. Such parts of a!}propriutinns and unexpended balances
of appropriations available for expenditure by the Personnel Classi-
fication Board as the Civil Service Commission deems necessary shall
be available for expenditure by the Civil Service Commission in
the same manner as if such commission had been named in the laws
providing for such appropriations, and the remainder of such appro-
priations and such unexpended balances shall not be expended but
shall be impounded and returned to the Treasury.

Sec. 509. The provisions of sections 505, 506, 507, and 508 shall
become effective gctober 1, 1932.

INTERNATIONAL WATER COMMISSION ABOLISHED

Skc. 510. The International Water Commission, United States and
Mexico, American Section, is hereby abolished. The powers, duties,
and functions of such section of such commission shall be exercised
by the International Boundary Commission, United States and
Mexico, American Section. This section shall take effect July 1, 1932.
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TRANSFER OF RADIO DIVISION OF THE DEPARTMENT OF COMMERCE TO THR
FEDERAL RADIO COMMISSION

Sge. 511. The President is authorized, by Executive order, to
transfer the duties, powers, and functions of the Radio Division of
the Department of Commerce to the Federal Radio Commission,
and upon the issuance of such order—

(a) the Radio Division shall be abolished ;

(b) all records and property, including office furniture and equip-
ment, of the division, shall be transferred to the Federal Radio
Commission ; and

(¢) such of the officers and employees of the division, as, in the
judgment of the President, are indispensable to the efficient operation
of the Federal Radio Commission, shall be transferred to such
commission and all officers and employees of the division and com-
mission not indispensable to the service shall be dismissed.

Sre. 512. Any transfer of officers or employees under section 511
shall be without changes in classification or compensation, but the
President is authorized to make such changes in the titles, designa-
tions, and duties of such officers and employees as he may deem
necessary to carry out the provisions of sections 511 to 514, inclusive,
of this title.

Skc. 513. (a) All orders, determinations, rules, or regulations made
or issued by the Department of Commerce in respect of the Radio
Division, or by the Radio Division, and in effect at the time of
such transfer, shall continue in effect to the same extent as if such
transfer had not been made, until modified, superseded, or repealed
by the Federal Radio Commission.

(b) All provisions of law relating to the Radio Division shall
continue in force with respect to the Federal Radio Commission, in
so far as such provisions of law are not inconsistent with the pro-
visions of section 511 or 512.

Skc. 514. Such parts of appropriations and unexpended balances
of appropriations available for expenditure by the Radio Division
as the President deems necessary shall be available for expenditure
by the Federal Radio Commission in the same manner as if such
commission had been named in the laws providing for such
appropriations, and the remainder of such appropriations and such
unexpended balances shall not be expended but shall be impounded
and returned to the Treasury.

Trree VI—INTERDEPARTMENTAL VWORK

Suc. 601. Seetion T of the Act entitled “An Act making appro-
priations for fortifications and other works of defense, for the arma-
ment thereof, and for the procurement of heavy ordnance for trial
and service, for the fiscal year ending June 30, 1921, and for other
purposes ”, approved May 21, 1920 [U. S. C,, title 31, sec. 686], is
amended to read as follows:

“Sro, 7. (8) Any executive department or independent establish-
ment of the Government, or any bureau or office thereof, if funds
are available therefor and if it is determined by the head of such
executive department, establishment, bureau, or office to be in the
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interest of the Government =o to do, may place orders with any other
such department, establishment, bureau, or office for materials, sup-
plies, equipment, work, or services, of any kind that such requisi-
tioned Federal agency may be in a position to supply or equipped
to render, and shall pay promptly by check to such Federal agency
as may be requisitioned, upon its written request, either in advance
or upon the furnishing or performance thereof, all or part of the
cstimated or actual cost thereof as determined by such department,
establishment, bureau, or office as may be requisitioned; but proper
adjustments on the basis of the actual cost of the materials, supplies,
or equipment furnished, or work or services performed, paid for in
advance, shall be made as may be agreed upon by the departments,
establishments, bureaus, or offices concerned: Provided, however,
That if such work or services can be as conveniently or more cheaply

erformed by private agencies such work shall be let by competitive
Eids to such private agencies. Bills rendered, or requests for advance
payments made, pursuant to any such order, shall not be subject to
audit or certification in advance of payment.

“(b) Amounts paid as provided in subsection (a) shall be cred-
ited, (1) in the case of advance payments, to special working funds,
or (2) in the case of payments other than advance payments, to the
appropriations or funds against which charges have been made pur-
suant to any such order, except as hereinafter provided. The Secre-
tary of the Treasury shall establish such special working funds as
may be necessary to carry out the provisions of this subsection. Such
amounts paid shall be available for expenditure in furnishing the
materials, supplies, or equipment, or in performing the work or
services, or for the ebjects specified in such appropriations or funds.
Where materials, supplies, or equipment are furnished from stocks
on hand, the amounts received in payment therefor shall be credited
to appropriations or funds, as may be authorized by other law, or,
if not so authorized, so as to be available to replace the materials,
supplies, or equipment, except that where the head of any such
department, establishment, bureau, or office determines that such
replacement is not necessary the amounts paid shall be covered into
the Treasury as miscellaneous receipts.

“(c) Orders placed as provided in subsection (a) shall be consid-
ered as obligations upon appropriations in the same manner as orders
or contracts placed with private contractors. Advance payments
credited to a special wor\cing fund shall remain available until
expended.” >

Sec. 602. (a) Notwithstanding the provisions of this title, such
section 7, as in force prior to the date of the enactment of this Act,
shall remain in force with respect to the disposition of funds trans-
ferred thereunder prior to such date.

(b) Nothing in this title shall be construed to authorize any Gov-
ernment department or independent establishment, or any bureau
or office thereof, to place any orders for material, supplies, equip-
ment, work, or services to be furnished or performed by convict
labor, except as otherwise provided by existing law.

(c) The provisions of this title are in addition to and not in
substitution for the provisions of any other law relating to working

funds.
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Trre VII—ProvisioNns APPLIOABLE TO VETERANS

Sro. 701. There is hereby created a joint congressional committee
which shall be composed of five Members of the Senate, to be
appointed by the President of the Senate, and five Members of the
House of Representatives, to be appointed by the Speaker of the
House of Representatives. Such committee shall conduet a thorough
investigation of the operation of the laws and regulations relating
to the relief of veterans of all wars and persons receiving benefits
on account of service of such veterans and report a national policy
with respect to such veterans and their dependents, and shall also
report and recommend such econoniies as will lessen the cost to the
United States Government of the Veterans’ Administration. The
committee shall report to the Senate and the House of Representa-
tives not later than the 1st of January, 1933, the results of its investi-
gation, together with such recommendations for legislation as it
deems advyisable. _

The committee is authorized to sit and act, whether or not the
Senate or House of Representatives is in session, at such times and
places as it may deem advisable, and to call upon various depart-
ments of the Government for such information and for such clerical
assistance as may be necessary, using the services of employees on the
qo\'m'l_nent * pay roll, and also to call upon and use the clerks of the
Committee on World War Veterans’ Legislation, the Committee on
Pensions, and the Committee on Invalid Pensions, of the House of
Representatives; and the clerk of the Committee on Pensions of the
Senate.

Trrue VIII—Sercian Provisions

BEPARABILITY CLAUSE

Skc. 801. If any provision of this Act, or the application thereof
to any person or circumstances, is held invalid, the remainder of the
Act, and the application of such provision to other persons or
circumstances, shall not be affected thereby.

SUSPENSIONS AND REFEALS

Sec. 802. All Acts and parts of Acts inconsistent or in conflict
with those provisions of this Act which are:of temporary duration
are hereby suspended during the period in which such provisions
of this Act are in effect. All Acts or parts of Acts inconsistent or
in conflict with those provisions of this Act which are of permanent
nntlfllt_'et are hereby repealed to the extent of such inconsistency or
conflict.

FROVISIONS OF PART 2 APPLICABLE TO APPROPRTIATION ACTS FOR FISCAL
YEAR 1933

Seo. 803. The provisions of Part 2 herein are hereby made appli-
cable to the appropriations available for the fiscal year 1933, whether
contained in this Act or in Acts prior or subsequent to the date of
the approval of this Act.

Approved, June 30, 1932, 11.30 A, M.

180 In original,




.July 9, 1932,

Eroposed smendment to Section 13, Federal Reserve Actt

The second paragraph of Section 13 of the Federal Ressrve Act

is hereby amended by adding the following: A
2 WA4 M&““ e
> ‘&M* a \s—"""{"‘\'r;""’ tda

The Federal Reserve Board, by an affimative visiliich Gt

vote of five members, in times of emepgency, is £

hereby given the power to permit Fedéral reserve

banks, for such periods as it may determine, to

discomt paper eligible wmder the Act directly for

individuals or corporations/without requiring an

endorsement of any bank, said paper to be subject

to the maturity and other limitations now prescribed

by said Acte The Federal reserve bank, before

discounting any such paper, shall satisfy itself

that the borrower can furnish satisfactory collateral

and that it is wmable to procure a loan fram a

member bank, and, on passing of the emergency, shall

revoke its consent as to any future loans under this

provisions

VOLUME 233




(TENTATIVE DRAFT - Ihtehded only as basis for discussion and not
recommendéd for approval,)

X~7199

July 14, 1932

SUBJECT: DISCOUNTS FOR INDIVIDUALS AND CORPORATIONS.

TO ALL FEDERAL RESERVE BANKS:
The third paragraph of Sectiom 13 of the Federal Reserve Act,
as amended by the Act of July » 1932, provides as follows:

"For a period of two years in unusual and exigent
circumstances, the Federal Reserve Board, by the affirma-
tive vote of not less than five members, may authorize any
Federal reserve bank, during such periods as the said board
may determine, at rates established in accordance with the
provisions of section 14, subdivision (d), of this Act,
to discount for any individual or corporation, notes, drafts,
and bills of exchange of the kinds and maturities made eligible
for discount foar member banks under other provisions of
this Act when such notes, drafts, and bills of exchange are
indorsed and otherwise secured to the satisfaction of the Fed-
eral reserve bank: Provided, That before discounting any such
note, draft, or bill of exchange for an individual or corpora~
tion the Federal reserve bank shall obtain evidence that such
individual or corporation is unable to secure adequate
credit accommodations from other banking institutions. All
such discounts for individuals or corporations shall be subject
to such limitations, restrictions, and regulations as the
Federal Reserve Board may prescribe. No note, draft, or bill
of exchange discounted under the provisions of this paragraph
shall be eligible as collateral security for Federal reserve
notes,"

In view of the exceptional and unusual nature of the power con-
ferred upon the Federal reserve banks by this provision, and in view of the
limited period during which it is effective, the Federal Reserve Board has
not prescribed any formal regulations governing the exercise of this power;
but the requirements of the law and the procedure which the Federal Reserve

Board will expect to be followed are outlined below for the information

of the Federal reserve banks and any individuals or corporations who may

apply to them for discounts,
VOLUME 233




I. LEGAL LIMITATIONS.

It will be observed that, by the express terms of the
above provision of law:

l. Pederal reserve banks may discount eligible paper for
individuals and corporations only:

(a) In unusual and exigent circumstances,

(b) Within two years from July , 1932,

(c) When authorized by the affirmative vote of
not less than five members of the Federal
Reserve Board, and

(d) Dwing such periods as the Federal Reserve Board
may prescribe;

2. They may discount for individuals and corporations only
notes, drafts and bills of exchange of the kinds and maturities made
eligible for discount for member banks, under other provisions (Sections
13 and 13a) of the Federal Reserve Act.

3. Such paper rust be indorsed and otherwise secured to the
satisfaction of the Federal reserve bank;

4., Before discounting paper for any individual or corporation,
the Federal reserve bank must obtain evidence that such individual or
corporation is unable to obtain adequate credit accommodations from
other banking institutions;

5. Such discounts may be made only at rates established by the
Federal reserve banks, subject to review and determination by the Federal

Reserve Board:

zed for FRASER
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6. Poper discounted for individuals and cornorations is not
eligible as collateral security for Federal ressrve notes; and
7. All discounts for ind ividuals or corporations are sugject to
such limitations, restrictions, and regulations as the Federsl Reserve
Board may prescribe.

II. PERMISSION OF THE FEDERAL RESERVE BOARD.

1. Permission to discount eligible notes, drafts, and bills of ex~
change for individuals and cornorations will be granted by the Federal Re-
serve Zoard only upon written apolication of a Federal Reserve Bank contain-
ing a full statement of the excentional and exigent circumstances which, in
the judgment of the Board of Directors of the Federal reserve bank, justify
such action.

2. Such permission will be granted for meriods snecified by the
Federal Reserve Board, not exceeding six months; but anvlications for re-
newals of extensions of the Board's permission will be accepted and considered
at any time during the two weeks oreceding the expiration of an existing
autnorization,

3. PRequests for renewals or extensions of such vermission must be

made in the same manner as an origzinal application.

III. ELIGIBILITY.

l. Waen authorized by the Federal Reserve Board, the Federal reserve
banks may discount for individuals or corporations, eligible commercial,
industrial and agricultural papver actually owned by such individuals or
coroorations and bearing their indorsement.

2., In order to be eligible for such discount, notes, drafts and

bills of exchange must comly as to maturity and in all other resvects
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with the provisions of Section 13 or Section 13(a) of the Federal
Reserve Act and with the applicable requirements of the Board's Regulation
A,

IV, APPLICATIONS FOR DISCOUNT,

Each application of an individual or corporation for ths
discount of eligible paper by the Federal reserve bank must be made
in writing on a form furnished for that purpose by the Federal reserve
bank and must contain, or be accompanied by, the following:

le A statement of the circumstances giving rise to the
application and of the purposes for which the proceeds of the discount
are to be used:

2, A statement of the efforts made by the applicant to obtain
adequate credit accommodations from other banking institutions? including
the names and addresses of all other banking institutions to which appli-
cation for such credit accommodations hag been made, the dates upon which
such applications were made, whether such applications have been definitely
refused and the reasons, if any, given for such refusal;

3. TFinancial statements of the applicant and the principal
obligors on the paper offered for discount;

4, A list of all banks with which the applicant has had banking

relations, either as a depositor or as a borrower, during the preceding

year, with the approximate dates upon which such banking relations
commenced and terminated:

5« Evidence sufficient to satisfy the Federal reserve bank as to,
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(2) the legal eligibility of the paper offered for discount and (b) its
acceptability from a credit standpoint;

6. A list and description of the collateral or other security
offered by the applicant; and

7. An agreement by the applicant, in form satisfactory to the
Federal reserve bank, (a) to furnish to the Federal reserve bank when
requested, additional financial statements, copies of recent auditors!
reports, and other credit information, and (b) to submit to audits,
credit investigations and examinations by representatives of the
Federal reserve bank, whenever the Federal reserve bank shall so desire.

V. GRANTING OR REFUSAL OF APPLICATION.

Before discounting notes, drafts, or bills of exchange for
any individual or corporation, the Federal reserve bank shall ascertain
to its satisfaction by such means as it may deem appropriate:

1. TWhether any member bank located in the territory served by
such applicant is willing to grant the credit accommodations for which
application has been made to the Federal reserve bank;

2+ TWhether the applicant is unable to obtain adequate credit
accommodations from other banking institutions;

3. The financial condition and credit standing of the
agplicant and the need for the credit accommodations applied for;

4. TWhether the paper offered for discount is acceptable
from a credit standpoint and eligible from a legal standpoint;

O« TWhether the security offered is adequate to protect the

Federal reserve bank against loss: and
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6. That the proceeds of such discount will be used for a PUrvo se
which would give rise to paper which would be eligible for discount under

other provisions of the Federal Reserve Act, if offered by member banks.

In discounting paper for individuals or cormorations, a Federal re-
*

serve bank should not make any commitment to renew or extend such Daper or
to grant further or additional discounts.
VI. LIMITATIONS.
No Federal reserve bank shall discount for any one individual or
corporation paper amounting in the aggregate to more than one ver cent of
the paid in capital stock of such Federal reserve bank.

VII. ADDITIONAL REQUIREMENTS.

Any Federal reserve bank which obtains permission from the Federal
Reserve Zoard to discount eligible paver for individuals and cornorations
may issue a circular prescribing such additional requirements and procedure
respecting such transactions as it may deem necessary or advisable; provided
that it is not inconsistent with the proviaions of the law and the Board's
regulations and with the terms of this letter.

By order of the Federal Reserve Board.

Chester Morrill,
Secretary.




FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

¥-7201
July 16, 1932.

Proposed Circular re Discounts for Indi-
viduals, Partnerships and Corporations.

Dear Sir:

There is inclosed for your information a tentative
draft of a circular on the above subject outlining a sugges-~
ted procedure in connection with the discount of eligible
paper for individuals, partnerships and corporations under
the provisions of the Emergency Relief and Construction Bill,
the conference report on which was approved by the House of
Representatives yesterday and is under consideration in the
Senate at the time this letter is written.

This circular has not been approved even tentatively

by the Federal_Reserve Board; but an earlier draft of it was

discussed at the joint meeting of the Governors of all the
Federal reserve banks with the Federal Reserve Beard on Fri-
day, July 15, 1932, and the inclosed is a revised draft
prepared in the light of that discussion. It will be appre-
ciated if you will telegraph your comments and suggestions

regarding this circular to us as soon as possible, in order
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that, when the Bill becomes a law, the circular may be re-
vised and considered by the Board at the earliest possible
date.

Tentative drafts of forms for use in this connec-
tion are also being prepared here and will be submitted to
all the Federal reserve banks at the earliest possible date

and their comments and suggestions will be invited.

It is important that this letter and the inclosed

circular be regarded as strictly confidential.

Very truly yours,

E. M. McClelland,
Agsistant Secretary.

Inclosures,

TO GOVERWORS AND CHAIRMEN OF ALL F. R, BAVKS.,




COXE IDENTIAL X-7201-a
(TENTATIVE DRAFT)

July 16, 1932.

SUBJECT: DISCOUNTS FOR INDIVIDUALS, PARTNERSHIPS AND

CORPORATIONS.

TO ALL FEDERAL RESERVE BANKS:
The third paragraph of Section 13 of the Federal Reserve
Act, as amended by the Act of July , 1932, provides as follows:

"In unusual and exigent circumstances, the
Federal Reserve Board, by the affirmative vote of not
less than five members, may authorize any Federal reserve
bank, during such periods as the said board may determine,
at rates established in accordance with the provisions of
section 14, subdivision (d), of this Act, to discount for
any individual, partnership or corporation, notes, drafts,
and bills of exchange of the kinds and maturities made
eligible for discount for member banks under other provi-
sions of this Act when such notes, drafts, and bills of
exchange are indorsed and otherwise secured to the satis-
faction of the Federal reserve bank: Provided, That before
discounting any such note, draft, or bill of exchange for an
individual, or a partnership or corporation the Federal re-
serve bank shall obtain evidence that such individual,
partnership or corporation is unable to secure adequate
credit accommodations from other banking institutions. All
such discounts for individuals, partnerships or corporations
shall be subject to such limitations, restrictions, and
regulations as the Federal Reserve Board may prescribe.!

In view of the fact that the power conferred upon the Federal
reserve banks by this provision can be exercised only in "unusual and
exigent circumstances", the Federal Reserve Board has not prescribed
any formal regulations governing the exercise of this power; but the
requirements of the law and the procedure which the Federal Reserve
Board will expect to be followed are outlined below for the information
of the Federal reserve banks and any individuals, partnerships or cor=-

porations who may contemplate applying to them for discounts.
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I. LEGAL REQUIREMENTS,

It will be observed that, by the express terms of the law:
1, TFederal reserve banks may discount eligible paper for
individuals, partnerships or corporations only:
(a) In unusual and exigent circumstances,
(b) When authorized by the affirmative vote of not
less than five members of the Federal Reserve
Board, and
(¢) During such periods as the Federal Reserve Board
may prescribe;

2. They may discount for individuals, partnerships or corporations
only notes, drafts and bills of exchange of the kinds and maturities made
eligible for discount for member banks, under other provisions (Sections
13 and 13a) of the Federal Reserve Act.

3. Such paper must be both (a) indorsed and (b) otherwise secured
to the satisfaction of the Federal reserve bank:

4, Before discounting paper for any individual, partnership
or corporation, the Federal reserve bank must obtain evidence that such
individual, partnership or corporation is unable to secure adequate
credit accommodations from other banking institutions;

5. Such discounts may be made only at rates established by the
Federal reserve banks, subject to review and determination by the Federal

Reserve Board; and
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6. A4ll discounts for individuals, partnerships or corporations

are subject to such limitations, restrictions, and regulations as the

Federal Reserve Board may prescribe,

II. PEEMISSION OF THE FEDERAL RESERVE BOARD,

1. Permission to discount eligible notes, drafts, and bills

of exchange for individuals, partnerships or corporations will be

granted by the Federal Reserve Board only upon written or telegraphic
application of a Federal Reserve Bank containing a full statement of the
unusual and exigent circumstances which, in the judgment of the Board
of Directors of the Federal reserve bank, justify such action.

2+ The Federal Reserve Board will not undertake to consider
individual cases or grant permission to Jiscount specific paper for
specific individuals, partnerships or corporations; but will grant to any
Federal reserve bank applying for it general permission to discount
eligible paper for all individuals, partnerships and corporations, when
there are unusual and exigent circumstances which, in the judgment of the
Federal Reserve Board, justify the granting of such permission,

3. Such permission will be granted for periods specified by the
Federal Reserve Board, not exceeding six months,

4. Requests for renewals or extensions of such permission must

be made in the same manner as an original application,

III. ELIGIBILITY,
1, When authorized by the Federal Reserve Board, the Federal
reserve banks may discount for individuals, partnerships or corporations,

eligible commercial, industrial and agricultural paper actually owned
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by such individuals, partnerships or corporations and bearing their
indorsement.
2. In order to be eligible for such discount, notes, drafts

and bills of exchange must:

(a) Comply as to maturity and in all other respects

with the provisions of Section 13 or Section
13(a) of the Federal Reserve Act and with the
applicable requirements of the Board's Regulation
4;

(b) Be indorsed; and

(c) Be otherwise secured to the satisfaction of the

Federal Reserve Bank,

IV, APPLICATIONS FOR DISCOUNT,

Each application of an individual, partnership or corporation
for the discount of eligible paper by the Federal reserve bank must be
made in writing on a form furnished for that purpose by the Federal reserve
bank and must contain, or be accompanied by, the following:

1, A statement of the circumstances giving rise to the
application and of the purposes for which the proceeds of the discount
are to be used:;

2+ A statement of the efforts made by the applicant to obtain
adequate credit accommodations from other banking institutions, including
the names and addresses of all other banking institutions to which appli-
cation for such credit accommodations has been made, the dates upon which

such applications were made, whether such applications have been
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definitely refused and the reasons, if any, given for such refusal;

3. Financial statements of the applicant and the principal
obligors on the paper offered for discount;

4, A list of all banks with which the applicant has had banking
relations, either as a depositor or as a borrower, during the preceding
year, with the approximate dates upon which such banking relations
commenced and terminated:;

5. Evidence sufficient to satisfy the Federal reserve bank as to

(a) the legal eligibility of the paper offered for discount and (b) its

acceptability from a credit standpoint;

6. A list and description of the collateral or other security
offered by the applicant;

7« An agreement by the applicant, in form satisfactory to the
Federal reserve bank, (a) to furnish to the Federal reserve bank, when
requested, additional financial statements, copiss of recent auditors!
reports, or other credit information, and (b) to submit to audits,
credit investigations or examinations by representatives of the Federal
reserve bank, whenever the Federal reserve bank shall so desire; and

8. Any additional information or assurances which the Federal

reserve bank, in its discretion, may require,

V. GRANT OR REFUSAT OF APPLICATION,
Before discounting notes, drafts, or bills of exchange for any
partnership
individual,/or corporation, the Federal reserve bank shall ascertain to
its satisfaction by such means as it may deem appropriate:

1, Thatthe financial condition and credit standing of the

applicant justify the granting of such credit accommodations;
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2. That the paper offered for discount is acceptable
from a credit standpoint and eligible from a legal standpoint;

3. That the security offered is adequate to protect the
Federal reserve bank against loss:

4, That there is a reasonable need for such credit accommo-
dations; and

5. That the applicant is unable to obtain adequate credit
accommodations from other banking institutions.

A special effort should be made to determine whether any

member bank in the territory in which such applicant's principal place

of business is located and/or in which its principal banking business is

transacted is willing to grant such credit accommodations to the appli-
cant,

Pederal reserve banks should discount paper for individuals,
partnerships and corporations only when given adequate assurances that
the proceeds of such discount will be used by the applicant to finance
current operations in his own business and not for speculative purposes,
for permanent or fixed investments, for any other capital purpose, or
for the purpose of paying off existing indebtedness to other banking
institutions,

Paper bearing the signature or indorsement of non-member banks
should not be discounted for individuals, partnerships or corporations;
and no paper should be discounted for non-member banks,

In discounting paper for individuals, partnerships or corpora-
tions, a Federal reserve bank should not make any comitment to renew or

extend such paper or to grant further or additional discounts.,
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VI. RATES OF DISCOUNT,

When authorized by the Federal Reserve Board to discount eligible
paper for individuals, partnerships and corporations, the Federal
reserve banks, subject to the review and determination of the Federal

Reserve Board, shall establish special rates for such discounts which

rates shall be reasonable in the light of the rates charged on similar

paper by commercial banks to which the applicant ordinarily would have

aCCESS,

VII, LIMITATIONS.

Except with the pemmission of the Federal Reserve Board, no
Federal reserve bank shall discount for any one individual, partnership
or corporation paper amounting in the aggregate to more than one per

cent of the paid-in capital stock and surplus of such Federal reserve bank,

VIII, ADDITIONAL REQUIREMENTS,

Any Federal reserve bank which obtains permission from the
Federal Reserve Board to discount eligible paper for individuals, partner-
ships and corporations may issue a circular prescribing such additional
requirements and procedure respecting such transactions as it may deem
necessary or advisable; provided that it is not inconsistent with the
provisions of the law and the Board's regulations and with the terms of

this letter,

By order of the Federal Reserve Board.,

Chester Morrill,
Secretary.
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Form NoO. 1_.31 4
g FEDERAL RESERVE
BOARD

Date_guiy 22, 1932,

infice Correspon&nce

Toges s Hre Horpill SUbjeCt:'

From __ g, Hemltn

Dear Mre Morrills

I have read over the minutes of the meeting of Tuesday, July 12th, and
I would suggest the following changes at the bottom of Page 9, and the top
of Page 10, so thet it will read as followss

A discussion ensued, during vhich Mre. Hamlin reported that
in a telephone conversation with Semator Glass on Saturday
morning at about 12130 - one-half hour before the close of the
working day, he had expressed to Semator Glass his disapproval
of the power granted in the relief bill to the Reconstruction
FPinance Corporation to mals loans to individuals, and that he
added that if such a power were sugzested to be given to the
Pederal Reserve System, he personally would favor i%; that such
& power was vested in prastically all of the European central
benkes, and astually exercised by many of thame

He also stated that Semator (lass aid not respond favorably
to the idea, but later called him badc on the telephone and
regquested that he draft an eppropriate amendment to the Federal
Resewve Ack, whioh he had done hurriedly with the assistance of
Counsel's office, on the elear wderstanding with Semator Glass
that this vas done as a personal matter only at his request,
without in any way representing the views of the Pedersl Raserve
Boaxd or any of its members, except himself,

VOLUME 233
PAGE 95
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Abstract from Minutes of meeting of Board Tuesday, July 12, 1932

"A discussion ensued duringwhich Mr. Hamlin reported that in a
telephone conversation with Senator Glass on Saturday morning he had
mentioned the fact that most, if not all, foreign central banks have
authority to make direct loans to individuals, even though it may not be
exercised in all cases, and hed stated that he , personally, would favor
an amendment to the Federal Reserve Act along such lines. He also stated
that Senator Glass did not respond favorably to the idea, but, later,
called him back on the telephone and requested that he draft an appropriate
amendment to the Federal Reserve Act, which he had done hurriedly and with
the assistance of Counsel's office.

"The Secretary stated that the amendment was considered and approved
by the Banking and Currency Committee of the Semate this morning, that he
is informed that it is plamed to bring the bill wp on the floor of the
Senate this afternoon, with the probability that it will be passed by the
Senate today, and that it is possible, because of the desire in Congress
for an early adjournment, that the bill will be acted upon inmediately by
the House of Representatives.

"Some members of the Board indicated the feeling that in other
circunstances there might be merit in an amendment to the Federal Reserve
Act giving the Federal reserve banks authority to discount paper far
individuals, etc., under proper safesuards, but that the present is not an
opportune time for such an amendment and all of the members, except Mr. Hamlin,

expressed strong disaporoval of the procedure by which the Act might be -
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amended in an important respect without an adequate opportunity for the
Board, the Federal reserve banks, or the member banks of the system to
consider it carefully or to be heard regarding ite

"It was pointed out that, as the amendment had already received the
approval of the Senate Committee on Banking and Currency, it would probably
be acted upon by the Semate today, and perhaps also by the House; that the
bill related chiefly to other matters with which the President would be
concerned as a result of his veto of the Wagner-Garmer bill,and that it
might be transmitted to the President for spproval before the Board!s position
could be effectively presented to either House of Congresse

nIn view of these exceptional circumstances, Mr. Miller

was requested to arrange for a talk with the President of

the United States on the telephone and to express to him the

Board's disapproval of the inclusion of such an important

amendment to the Federal Reserve Act in the pending unemploye

ment relief and construction bill, especially in view of the

fact that there had not been afforded an opportunity for a
hearing on the proposal or careful consideration of its meritsd
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July 25, 1932,
Federal Reserve Board Subject: Discounts for individuals,
Messrs. Harrison, Morrill, partnerships and corporations.
Goldenweiser, Smead, Siems
and Wyatt.

We respectfully recommend that the proposed circular on
the above subject be approved by the Board in the revised form
attached hereto.

Especial attention is invited to the revised Sections II
and III and to the fact that the proposed section regarding the rate
of discount has been omitted.

In the earlier drafts of Section II, it was proposed to
require Federal reserve banks to apply for the Board's permission to
discount eligible paper for individuals, partnerships and corpora~
tions and to state the unusual and exigent circumstances which, in
the judgment of their directors, justify such action. It is believed,
however, that the Board is already in possession of sufficient in-
formation to enmable it to reach the conclusion that unusual and
exigent circumstances exist in all Federal Reserve Districts, and
it would simplify the procedure and expedite matters if the Board
would authorize all Federal reserve banks generally for a period of
six months to discount eligible paper for individuals, partnerships
and corporations.

Section III has been revised so as to provide that a Federal

reserve bank may discount for individuals, partnerships or corporatims

(a2) notes, drafts, or bills of exchange, which are the obligations of

other parties actually owned by such individuals, partnerships or
. corporations and indorsed by them, or (b) the promissory notes of such
T locniie, 23T
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individuals, partnerships or corporations indorsed by other parties whose
indorsements are satisfactory to the Federal reserve bank, This construes
the law as permitting direct advances to individuals, partnerships and
corporations on their own promissory notes. On this point, the law is not
at all clear, Technically, it could be construed as authorizing the
Federal reserve banks to discount only eligible paper consisting of obliga~
tions of other parties actually owned by such 'individuals, partnerships or
corporations; but it is believed that, in view of the remedial character of
the legislation, it should be given the more liberal interpretation, which
would permit direct advances. Otherwise, the benefits of the amendment
would be greatly restricted,

The proposed section regarding discount rates has been omitted
entirely from this draft of the circular; because it is not believed to be

necessary and because it is believed that this subject can be dealt with

better when it arises, in the light of the circumstances existing in each

Federal Reserve District, and especially in the light of the rates
customarily charged by commercial banks in each district on similar classes

of paper.
Respectfully,

(8) Walter Wyatt
Chester Morrill
L. A. A, Siems
E, L. Smead

E. A, Goldenweiser

zead for FRASER
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July 25, 1932,

SUBJECT: DISCOUNTS FOR INDIVIDUALS, PARTNERSHIPS AND

CORPORATIONS.

TO ALL FEDERAL RESERVE BANKS:
The third paragraph of Section 13 of the Federal Reserve
Act, as amended by the Act of July 21 , 1932, provides as follows:

"In umisual and exigent circumstances, the
Federal Reserve 3oard, by the affirmative vote of not
less than five members, may authorize any Federal reserve
bank, during such periods as the said board may determine,
at rates established in accordance with the provisions of
section 14, subdivision (d), of this Act, to discount for
any individual, partnership, or corporation, notes, drafts,
and bills of exchange of the kinds and maturities made
eligible for discount for member banks under other provi-
sions of this Act vhen such notes, drafts, and bills of
exchange are indorsed and otherwise secured to the satis-
faction of the Federal reserve bank: Provided, That before
discounting any such note, draft, or bill of exchange for an
individual or a partnership or corporation the Federal re-
serve bank shall obtain evidence that such individual,
partnership, or corporation is unable to seccure adequate
credit accommodations from other banking institutions. All
such discounts for individuals, partnerships, or corporations
shall be subject to such limitationms, restrictions, and
regulations as the Federal Reserve Board may prescribe.!

In view of the fact that the power conferred by this provision
can be exercised only in "unusual and exigent circumstances", the Fed=-
eral Reserve Board has not prescribed any formal regulations governing
the exercise of this power; but the requirements of the law and the
procedure which the Federal Reserve Board will expect to be followed
are outlined below for the information of the Federal roscrve banks and
any individuals, partnorships or corporations that may contemplatc

applying to them for discounts.,

zedfor FRASER
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I. LEGAL REQUIREMENTS.

It will be observed that, by the express terms of the law:

1. The power conferred upon the Federal Reserve Board to
authorize Federal reserve banks to discount eligible paper for in-
dividuals, partnerships or corporations may be exercised only:

(2) In unusual and exigent circumstances,

(b) By the affirmative vote of not less than five members
of the Federal Reserve Board, and

(c) For such periods as the Federal Reserve Board may
determine,

2. When so authorized, a Federal Reserve Bank may discount for
individuals, partnerships or corporations only notes, drafts and bills of
exchange of the kinds and maturities made eligible for discount for member
banks, under other provisions (Sections 13 and 13a) of the Federal Reserve
Lct. (Such pgﬁggﬁggga'comply with the applicable requirements of Regulation
A of the Federal Keserve Board),

3. Paper discounted {or individuals, partnerships or corporations
mist ve both (a) indorsed and (b) otherwise secured to the satisfaction
of the Federal reserve bank,

4., Before discounting paper for any individual, partnership
or corporation, a Federal reserve bank must obtain evidence that such
individual, partnership or corporation is unable to sccure adequate
credit accommodations from other banking institutions,

5. Such discounts may be made only at rates cstablished by the

Federal reserve banks, subject to reviow and determination by the Federal

Reserve Board; -
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6. All discounts for individuals, partnerships or corporations
are subject to such limitations, restrictions, and regulations as the

Federal Reserve Board mey prescribe.

II., AUTHORIZATION BY THE FEDERAL RESERVE BOARD

The Federal Reserve Board, being satisfied that there are in all
Federal reserve districts unusual and exigent circumstances which justify
such action, hereby authorizes all Federal reserve banks for a period of
six months from the date of this letter to discount eligible notes,
drafts and bills of exchange for individuals, partnerships and corpora-

tions, subject to the provisions of the law, the Board's regulations, and

this circular,

III, ¥OR WHOM PAPER MAY BE DISCOUNTED,

A Tederal reserve bank may discount for individuals, part-

nerships or corporations notes, drafts or bills of exchange, which

are the obligations of other parties actually owned by such indiwiduals,
partnerships or corporations and indorsed by them, or the promissory
notes of such individuals, partnerships, or corporations indorsed by
other parties whose indorsements are satisfactory to the Federal re-
serve banl,

Within the meaning of this circular, the term "corporations"

does not include banks.
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IV. APPLICATIONS FOR DISCOUNT.

Each application of an individual, partnership or corporation
for the discount of eligible paper by the Federal reserve bank must be
addressed to the Federal Reserve Bank of the District in which the
principal place of business of the applicant is located, must be made
in writing on & form furnished for that purpose by the Federal reserve
bank and must contain, or be accompanied by, the following:

1. A statement of the circumstances giving rise to the applica-
tion and of the purposes for which the proceeds of the discount are to be
used;

2. Evidence sufficient to satisfy the Federal reserve bank as
to (a) the legal eligibility of the paper offered for discount under
Section 13 or Section 13(a) of the Federal Reserve Act and Regulation A
of the Federal Reserve Board and (b) its acceptability from a credit
standpoint;

3. A statement of the efforts made by the applicant to obtain
adequate credit accommodations from other banking institutions, including

the names and addresseg of all other banking institutions to which appli-

cations for such credit accommodations were made, the dates upon which such //

f
f

opplications were made, whether such applications were definitely refused
and the reasons, if any, given for such refusal:
4. A list showing each bank with which the applicant has had
banking relations, either as a depositor or as a borrower, during the
. preceding year, with the approximate date upon which such banking relations
commenced and, if such banking relations have been terminated, the approxi-

mate date of their termination;
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5. Complete credit data regarding the financial condition of
the principal obligors and indorsers on the paper offered for discount;

6. A list and description of the collateral or other security
offered by the applicant;

7. A waiver by the applicant to demand, notice and protest
as to applicant's obligation on all paper discounted by the Federal re-
serve bank or held by the Federal reserve bank as security; and

8. An agreement by the applicant, in form satisfactory to the
Federal reserve bank, (a) to furnish additional credit information to the
Federal reserve bank, when requested, (b) to submit to audits, credit
investigations or examinations by representatives of the Federal reserve

bank at the expense of the applicant, whenever requested by the Federal

reserve bank, and (c) to furnish additional security whenever requested to

do so by the Federal Reserve Bank.

V. GRANT OR REFUSAL OF APPLICATION.

Before discounting notes, drafts, or bills of exchange for any
individual, partnership or corporation, the Federal reserve bank shall
ascertain to its satisfaction by such means as it may deem appropriate:

1. That the financial condition and credit standing of the
applicant justify the granting of such credit accommodations;

2. That the paper offered for discount is acceptable from a
credit standpoint and eligible from a legal standpoint;

3. That the security offered is adequate to protect the Federal
reserve bank against loss;

4. That there is a reasonable need for such credit accommoda-

tions; and
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5. That the applicant is unable to obtain adequate credit
accommodations from other banking institutions.

A special effort should be made to determine whether the
banlking institutions with which the applicant ordinarily transacts his
banking business or any other banking institution to which the applicant
ordinarily would have access is willing to grant such credit accommodations.

A Federal reserve bank should not discount such paper unless it
appears that the proceeds of such discounts will be used to finance current
business operations and not for speculative purposes, for permanent or
fixed investments, or for any other capital purposes. Except with the
permission of the Federal Reserve Board, no such paper should be discounted
if it appears that the proceeds will be used for the purpose of paying off
existing indebtedness to other banking institutions.

In discounting paper for individuals, partnerships or corpora-
tions, a Federal reserve bank should not make any commitment to renew or
extend such paper or to grant further or additional discounts.

VI. LIMITATIONS.

Except with the permission of the Federal Reserve Board, no
Federal reserve bank shall discount for any one individual, partnership
or corporation paper amounting in the aggregate to more than one per

cent of the paid-in capital stock and surplus of such Federal reserve bank.

VII. ADDITIONAL REQUIREMENTS.

Any Federal reserve bank may prescribe such additional require-
ments and procedure respecting discounts hereunder as it may deem necessary
or advisable; provided that such requirements and procedure are consistent
with the provisions of the law, the Board's regulations and the terms of

this circular.
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By order of the Federal Reserve Board.

Chester Morrill,
Secretary.
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FEDERAL RESERVE
BOARD

Subject:

Concerning the new provision for individual loans, which you mentioned
to me the other day——in relation to the forthcoming President's Conference~-
I understand that certain material sent in by the reserve bank
digested for the Board by the Division of Bank Operations

est is expected to be mimeographed tomorrow.

The only suggestions that have occurred to me concerning material that
might be of use to you at this conference relate to certain important dif-
ferences between the underlying banking situation that confronts this con-
ference and the one that confronted the conference held by the President
last year--zbout October 7. I refer in particular to the fact that bank
failures have recently been on the decline and money has been coming out
of hoards to some extent, whereas the exact contrary was the case during
the period immediately preceding the conference of last year. The facts
are presented briefly in the following table, which shows for each of the

last six weeks, in comparison with the six weeks ending with October 10,

1931, the number of bank suspensions and the deposits involved, the mum~

ber of banks reopened and their deposite, and changes in the demand for

currency (adjusted for seasonal variations):

VOLUME 233
PAGE 101
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NUMBER OF BANKS SU

Beek endinggJ_T Number Tfeck endi

July 16, 1932 6 Sept.
23 31

30 21

6 20

13 17 Oct.

20 22
147 Total
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DEPOSITS OF SUSPENDED BANK

ending-- Deposits Week ending—— Deposits
(000,000 (000,000
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NUMBER OF BANXS REQCPENED

Week endinge—-— Number ]Week ending——

July 16, 1932
2
e3
30
Augz. 6
13
20
Total
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* Less than $500,000-
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These figures relating to currency demand, which show the extent to
which an increase, for example, has exceeded (or fallen short of) the
usual seasonal increase, come the nearest of any figures that we have to
representing changes in "hoarding." For recent weeks the story that they
tell is complicated by the fact that some increase in demand, which we
are not yet in position to measure, reflects the increased use of cash

since the new tax on checks, The daily date from which the averages sre

derived indicate that "hoarding" reached its peak on July 20, 1932, and {"

that from that time to August 20 the return of currency from hoards
amounted to not less than §8%,000,000--of which $33,000,000 came back in

the two weeks August 8 to August 20.




Federal Reserve Direct Loans, by Districts.

District #1.
BOStOIl.

Up to August 9, 210 applicants, of which 126 requested information
on real estate loans and non-eligible persomal loans. Received also 50
inquiries by letter. Up to August 20, six different applications received,-

éne was withdrawn, 3 not satisfactorily secured, 2 apparently personal
loans, and ineligible.

None of these requests were placed with other banks.

W lwrd [0

District #2. SUV Ay idtttir
— New Yorlk, ;
6’.{" e ':»(-4-‘\-" {1 ¢ M}'{,a\- ¥ L C .-{: L e C”JA"!‘ ‘{-"

Up to August 20, 1 loan for $125,000 granted.

24 applications refused, - 2 because ineligible, 21 as unsatisfactory
risks, and one regarded as now being granted adequate bank credite

- -

District #3.
Philadelphia.

Up to August 13, one application received. Rejected because not
satisfactorily secured, and because of lack of confidence in the managemente

- -

District #4.
Cleveland.

Up to August 22,2 spplications. Both rejected, - one because of
unsatisfactory security and unsatisfactory statements of endorsers, and
the other because of lack of endorsement and inadequate securitye One

case was of such merit that it was referted to a local bank, where a

satisfactory banking connection was established, and the necessary
accommodation received.

District #5.
Richmonde

Up to August 20, 25 applications, aggregating $390,000. None of

VOLUME 233
PAGE 109
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these were granted or placed with other banks. 20 of these were
ineligible, and in nearly all cases either not satisfactorily secured
or not satisfactorily endorsed.

In the © apparently eligible cases, the applicant was unable to
furnish either satisfactory security or satisfactory endorsers.

. —— e —

District #6.
Atlantae

Up to August 20, 14 applications. 1 was placed with a member
bank, 13 were rejected, - 4 because ineligzible, snd 9 because not
satisfactorily secured, or not supported by satisfactory financial
statements, ————

District #7.
Ghicﬁ-go.

Up to August 16, out of 472 inquiries, 309 were merely requests
for information. 145 requests for loans clearly ineligibles Of the
other applicants, 4 were found to have other banking facilities available,
10 desired loans having no satisfactory credit basis, and the remaining
4 were asked for additional credit infommations

District #8.
Ste. Louis.

The 90-day maturity limitation prevents the making of some
desirable loans to small or medium sized concerns. Suggests possibility
of establishing some institution - such as a trust company - to make
loans of this kind.

Up to August 20, 11 applications all rejected, - 2 because of
being ineligible, and 9 because of umsatisfactory securitye

District $#9.
Minneapolise

In a number of cases, the Federal reserve bank sent applicants to




proper sources of credit where they could be taken care ofs 2 fam loans
were turned over to the Land Bank Comnittee, 2 to & savings bank, and
the cattle feeder was directed to a bank in an adjoining town which was
glad to make the loan,

The Federsl reserve bank has been working on a line for a manufacturing

concern, and hopes to establish the necessary credit with a commercial
banlk,

11 applications have been refused, 7 because of unsatisfactory security
or not secured, 2 because there was no basis of credit, 1 because ineligible,
and a2 nother because of being a poor credit risk, and because the maturity
was beyond that pemmitted by law.

- e

District #10.
Kansas Citye

Up to August 20, 8 appli@ tions received, of which 4 were ineligible,
2 did not show denial of credit by other banks, 1 had a maturity in excess
of that permitted by the amendment, and 1 not properly secured.

District #11.
DEJ.]B.S.

Up to August 13, 2 applications, - one rejected because nc properly
secured or endorsed, 1 because it was not properly securede

One of the loans rejected was probably taken care of by the local bank,
In another case,. during progress of negotiations, before final application
filed,the applicant obtaimed accomnmodation at another banke

- e

District #12,
San Franciscos

Up to August 20, many inguries, but no applications received, although
a number of applications were in process of negotiation.
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SUMMARY OF FEDZRAY RESTRVE BANK AWD BANKING AND INDUSTRIAL COMMITTEE ACTIVITIES

IF COMFECTION WITH CREDIT REQUIREMENTS i;;%;ﬁbl i:;% / ﬁ 5

FEUERAL RESERVE DISTRICT ¥0, 1 - BOSTON

A, ACTIVITIES OF BANKING AND INDUSTRIAL COMMITTIE

1, Circular to trade, business and credit associations (Avgust 9) requesting

that each association send an accompanying questionnaire to its members,
the completed questiomnaire to be rcturned direct to the Banking and In-
dustrial Comnmittee, The questionnaire requests that the conditions
under which Federal reserve banls may discount paper for individuals,
partnerships or corporations, as given in an accompanying statement, be
borne in mind in answering the following two questions:

(1) Do you now require credit for use in your business which you are
unable to obtain at your bank? If so, please give full partic-
ulars,

(2) Do you know of others now in need of credit for legitimate
business purposes which cannot be obtained from banking insti-
tutions? If so, please give particulars,

2, Circular to business and industrial concerns (August 11) requesting that

the same questionnaire be filled out by such concerns and returned to
the committee,

3, Circular to all commercial banks (August 16)

(2) Calls attention to the fact that there is a large amount of credit
now available through the Fcderal reserve banlzs and Intermediate
crcdit barnks for merchants, manufacturers, agriculturists and

producers of raw material, who are deserving of such credit, and

that it is for the best nublic interest that this credit be made

available for sound business purvdses to stimulate trade and to
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BOSTOM
DISTRICT
increase emnloyment and purchasing power throughout the country .

(b) States that the Federal reserve banks are now authorized to make
direct loans to individuals, partnerships and corporations, but
that this available credit properly should be advanced through
local banking institutions.

(c) Suggests that if the community could be made to realize how
desirable and proper it is that the seasonal and immediate needs
of commerce, industry and agriculture should be tazen care of,
then rediscounting or borrowing by banks would be considered
a logical and constructive service; and that if properly presented
in a bank's published statement, for example as rediscounts "for
purposes of customers' manufacturing requirements," such borrow-
ings would be accepted by the community as a constructive ser-
vice of the banl:,

(d) Asks banks' cooperation in malting it clear to business interests
that there is no need to curtail the volume of their operations
because of laclk of credit facilities,

4, Circular to building and loan associations azdd cooperative banks (July 6)

Supplements a similar questionnaire previously sent out by the New
England Council to chambers of commerce, business organizations,

etec,, and seezs a further check of the real estate situation,

\B. ACTIVITIES OF FEDERAL RESTRVE RANK

Federal reserve banlt is making a careful survey, in cooperation with the
Banking and Industrial Committee, of the needs for credit in the

different lines of business and agricultural activities, using for




BOSTON
DISTRICT

this purpose the replies to the questionnaire sent out by the

committee,

C. DATA GATHERZD BY COMIITTEE FOR FEDERAL RESERVE BAVE

1, Federal reserve banlz has analyzed tabulations made by New England Council
of results of questionnaire sent out by the Council on June 28 to
organizations throughout New England, principally chambers of cormerce,
boards of trade, etc,, and in somec cases to newspapers. This question-
naire embraced five inquiries, two of wiich had a particular bearing
on commercial bank credit., These quostions and the results of the
tabulation are as follows:

Inquiry 1, Are there any instances of banks being unable or
unwilling to grant sound loans for business purposes?

Yes (or gualified) - 36 Yo - 125
Inguiry 2, Are there any projects, commercial, industrial or
municipal, that are held up for lack of credit? Would thoy be
exccuted if credit from some source outside werc made available?
Yes (or qualificd) - 23 Vo - 134
2. Analysis of replies of building and loan associations and cooperative banks
to the July 6 questionnaire sent out by Banking and Industrial

Committee,

a, Are building and loan associations in your section in
position to loan money on sound morignges?

Yes = 7 No - 21

b, Is there any considerable demand for real estate loans
vhich can not be satisfied with present facilities?

Yes - 21 Yo - 7

c. Is there any need for additional housing facilities in
your section?

Yes - 5 No - 23
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BOSTON
DISTRICT

d, Is there a demand for sound real estate loans for repair
purposes on existing homes?

Yes - 25 o - 3

¢, Would any considerable number of new nomes be built if
loans could be arranged on a sound basis - say 60%

Yes - 9 o - 19

D, APPLICATIONS TO FEDERAL RESERVE BANK FOR LOANS TO INDIVIDUALS, PARTNERSHIPS
AND CORPORATIONS

l, Up to Auvgust 9, 210 applicants had been interviewed, of which 126 re-
quested information on real estate loans and non-eligible personal
loans; and 50 inquiries by letter had been received,

2. Up to August 20, Federal reserve bank had received 6 definite apnlica-
tiong, one of which was later withdrayvm, Of the remaining 5, one
for $5,000 from a shoe company was not satisfactorily secured, two
agerepating $2,140 were apoarently personal loans and ineligible,
one for $600 from a beauty shop was not satisfactorily secured,
and one for $500 from =n office supply company was not satisfactorily

secured, Yone of these requests for loans were placed with other

banks,




SULLIARY OF FEDERAL RESERVE BANZ AFD BANXING AMD INDUSTRIAL COMUITTER ACTIVITIES
IN COMNECTION WITH CRFDIT REQUIREMF™

FEDERAL, RESERVE DISTRICT NO, 2 - NZW YORK

A, ACTIVITIES OF BAWZING A¥D IWDUSTRIAL COILiITTER

1, Survey by Nationazl Industrial Conference Board to ascertain whether

there are any needs for credit which are not being supplied, The
Conference Board sent questionnaires to 6,000 business men in all
parts of the country, replies to which are now being received,
The Federaol Reserve Bank has requested that the replies be com-
piled and individual cases segregated by Federal reserve dis-
tricts, so that the results may be made available to the Bar cing
and Industrial Committee in each of the respective districts,

2, In cooperation with the Federal reserve banlz, the Comnittee is now
working on plans for a survey of the agricultural and mercantile

fields,

B, ACTIVITIESS OF FEDERAL RESEXRVE BAN

1, Is cooperatinz with the Nationel Industrial Conference Board in naking
a classification, by Federal reserve districts, of the replies
received to the guestionnaires sent by the Conference Board to
6,000 business nen (chiefly mamufacturing concerns) throughout the
country, so that the material may be available for the respective
Federol reserve districts, therecby avoiding duplication of effort

in surveying the needs for credit.

2. In cooperation with the local Banking and Industrial Cormittee the

Federal reserve bank is now working on plans for a survey of the

agricul tural and wercantile field,

(B-834)
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@& NEZW YORK
DISTRICT
3. Is endeavoring to bring ebout a correct understanding of the
anendment suthorizing Federal reserve bens to discount Deper
for individuals, partnerships and corporations, throush n wide-
spread distribution of the Federal Resorve Borrd's circular and

by a brief article in the Federal reserve ban-'s Monthly Review.

C. DATA GATHERED BY COMIITTEZ OR FIDERAL RESZRVE BAM

Analysis of replies to National Industrial Conference Board. The

raterial submitted to the Federal reserve benkt thus far by the
Notional Industrizl Conference Board comprises 47 replies from
the second Federal reserve district to the Conference Board's
questionnaires, Practically 2ll of these replies were complaints
of inability to obtain credit or of forced reductions in long

standing credit lines, althouch in a few cascs the writers re-

ported that they had been able to obtain credit fronm other sources,

In only two of those 47 cases .wore rortgage loans desired:
and in the majority of cases the credit desired was to finance
current business operations, Some reported inability even to
discount trade acceptances or other receivables, In a numbor of
cases there were complaints that a good record for a long period
of years and an adequate ratio of assets to liabilities mennt
nothing to the bexlks now against a poor current record of earn-
ings or a low cagh position., In several coses the writers re-
ported thet the banizs with which they hed been doing business
for long periods had beecn talken over for ligquidation or had
merged vith other bani:s, and that the continuing banzs had de-

clined to extend the usual lines of credit, A considerablc

(B-834)




¥ET YORK
DISTRICT
portion of the cases appeared to be technically eligible for
Federal reserve bank loans, and in all such cases the would-be
borrower will be given an opportunity to submit additional in-
fornation,

Anong the reasons given for the refuszl of banl's to extend
credit in the usual amounts were: (a) desire to maintain their
own liquidity; (b) unprofitable conditions in the borrower's
industry; (c) no money to lend; (d) peper not rediscountable at
Federal reserve banks,

D, APPLICATIONS TO FEDERAL RESERVE BANK FOR LOANS TO IFDIVIDUALS, PARTNZRSHIPS
AND CORPORATIONS

Inquiries. During the first ten days of August nearly 500 inquiries
for loans were received, of which 156 werec for real estate loans,
36 for personal loans for ineligzible purposes, and 65 niscellan-
eous loans which appeared to be clearly not of a cheracter even
possibly eligible, The remaining were mostly for business loans,
though a small mumber were for agricultural purposes.

In 140 of these cases it appeared that the loans mizht be
technically eligible and the applicants were given copies of the
application blank, It is probable that in a considerable number
of these there will be no satisfactory basis of credit, but thus

far 40 cases have appeared to justify a credit investigation,

Applications

(a) None of the applications have been placed with other banits,

(B-834)
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NEV YORK
DISTRICT
(b) One loan for $125,000 has been anthorized by the Federal

reserve benlkk to a large truck gardening enterprise
located in another part of the country but with head-
quarters in New Yorlz, This loan supnlements loans made
by two commercial banks, and together with them is
secured by a real estate mortzage. This concern, which
had been operating successfully for years, but sustained
a severe loss last year, with the result that though it
had been able to borrow very substantially in prior years,
it was unable to borrow this year for the purpose of
planting crops.
Aogust 20, twenty-four applications had been refused -
2 on account of ineligibility, 21 considered as unsatis-
factory risks, and one regarded as now being granted

adequate bank credit,
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SUMIMARY OF FEDERAL RESZRVE BAT AD BAITIING ATD IVDUSTRIAL COLRITTEZ ACTIVITICS
COIMTECTION ~ITH CREDIT RIQUIREIENT

FEDERAL RESZRVS DISTRICT NO, 3 - PHILADELPHIA

A, ACTIVITIES OF BATIING AD INDUSTRIAL COILITTEE

(After a conference between the Boxn'zing and Industrial Committee and
the Federsl reserve benl;, it was decided best to have the Fed-
ercl reserve bont meke & survey concerninz the availability of

credit accommodntions for lesitimate business recuirements. )

B, ACTIVITIES OF FEDZR.L RESTRVZ BAVK

1, Circuler to trode associstions sent out in the early part of

August inclosiag £ gquestionnaire to be filled out by members of
the trade association, particulerly those cngeged in the manu-
facture and distribution of commodities, This questionnaire is
rather complete and aslts cleven cquestions as follows:

(1) From your experience, hove youZound that there have been
unusual difficulties in borrowinz sufficient funds for
working capital reguired for tiae production and marizeting
of goods? A detailed stoatement will be of the utmost
help,

Do you know of deserving applicants for loans of this
character who, failing to obtain accommodations from
a banlt in your locolity, tried to malze contacts with
other bornlzs end with whot result? The details of
specific cases would be most useful.

In your judgment, were the loons anplied for and denicd
of such charncter thet under ordinary circumstonces
there would be no difficulty in obtaining them in accord-
ance with sound business and banlzing proctices? As far
as you know, werc the applicants entitled to these loans?

o, Has the zeneral line of credit in your locolity been
reduced by a larger amount than the deeline in the’
volume and prices of goods would warront? If so, why
ond by what per cent as compared —ith the usuol
amount of accommodation?

(3-834)




PHILADELFPRIA
DISTRICT

b. To *hat extent has this reduction in credit for worlziag
capitel requirements resulted in curtailment of
busincss activity in your locality?

(5) Have the baonking facilities in your section boen adoquate
to tozc care of all reasonable requests for loans?

(6) Under whot credit terms and conditions would you vroceed
with the pvorchase of additionrl stocks of raw moterials
in advance of preseat needs? If such credit were avail-
able, what would be the character nnd approximate dollar
value of these purchases?

In your company what is theo character and approximnte cost
of machinery ~nd eguipmcnt whichh you consider to be
out-of-date ~nd —hich wider normal conditions you would
replace? Rouzhly, how does the cost of such obsolete
equipment compare with the totol cost of &ll your
equipnent?

What improvements and ndditions would you undertcke under
normnl conditions and ~t what approximate expenditure?

How much of such replacements or other improvements or
additions has been delayed because of inability to
secure capitel or credit on suitable terms? Give details.
Under vhat credit terms snd conditions would you nroceed
with such replacements, improvements, or additions?
2. Circular to selected representative business concerns, requesting

that they f£ill out the same questionnaire and return it direct

to the Federal reserve bank,

C. DATA GATHERED BY COMMITTIZ OR FEDERAL RESERVE BANK

(Yo compilation has yet been made of the replies received to the

questionnaire sent out by the Federal reserve bant
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PHILADZLPEIA
DISTRICT

D, APELICATIONS TO FEDZRAL RISEZEVE B/. FOR LOANS T IIDIVIDUALS, PARTWSRSHIPS
#ND CORPORATIONS

Applications., Up to Angust 13 one epplication had been received,

which was rejoctod because of not having been sntisfactorily

secured ond because of lack of confidence in the monagement,
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SUMHARY OF FEDER:'L RESER,E ANE AND BAYKING AID IMDUSTRIAL COMIIITYET ACTIVITIE
IV CONI=CTIO: WITH CREDIT REQUIREMTINTS

FEDERAL RESERVE DISTRICT 0, Y - OLIM:

-;.‘L.-

A, ACTIVITIES OF BAKING D ITDUSTRIAL COiLiITTER

1, Circular to all banking institutions(July 18), statinz thot:

(2) A summary made by the Committee, based on bank condition
statements of June 30, indicates that there is credit
available for use of cormerce and industry,

A simultaneous survey based on guestionnaires sent to 3,000
manufacturers indicates with great clearness that there is
a vast amount of productive business available, particularly
to the smaller manufacturers, if the required ban':iag
accommodation can be extended., Much of this poteatial

business is predicatcd on orders actually in hand,

(c) As notes evidencin~ loans of this naturc mey, generslly

speaking, be rediscounted with Federal reserve baa'zs, the
creation of such credit would not affect the liguidity of
the lendin:; baniz,

(d) The Committee is convinced thzt the most profitable points
of attack upon the deadlock in business is in the business
and prospects of the smell menufacturer,

(e) The Committee recommends a study of use of the trade accept-
ance as a means of credit advance to the smnll memufacturer,

2, Circular to business interests (July 21), inclosinz a copy of the

letter scat to the banking institntions and callins attention to

t. e fact that Committee has encouraged a more liberal attitude
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CLVELLD
DISTRICT
on the part of the baiuizs in considering loens for current
productive enterprises.

3. Bonk odvertising. As o result of the Committec's activities, at

lenst one banlr has advertised thot it has "MONZY TO LOAW."
advertisement reads as follows:
"we have

LONEY TO LOAN

To Aid Industry and
Increcasc Zmployment

A recent investigation made by the banlkzing and in-
dustrial committee of the Fourth Federnl Reserve
district, indicates that there is a vast amount of
productive business available, particularly to the
small memafacturers,

In order to fully cooperate with this committee,
this bonlk will loan money to any firm, partnership
or corporation in this commnity for their current
nceds, predicated upon orders actually placed by
responsible parties, evidenced by indastrinal, com-
mercial or agricultural peper eligible for redis-
count with the Federal Reserve Boxnk, supported by
financicl statemeants warranting such credit."

B, ACTIVITIES OF FEDERAL RIESERVS BAWK

Is moking o study of the replies received to the Banking and Industrial
Coumittee's guecstionnaire with a view to selecting those cases
in which relief can perhaps be afforded by direct loens to in-

dividuals, partnerships, corporations or otherwise,

C. DATA GATHZRZD BY COMMITTE= OR FEDERML RESERVE BAIK,

1. As previously indicated, the surveys made by the Banking and

Industrial Committec have disclosed that baalts are in a position

(B-834)
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to extend credit for the use of commerce and industry, and that
there is a vast amount of productive business available, par-
ticularly to the small manufacturer, if banking acco: modation
can be extended,

2, Considerable time hos been spent to ascertain the necd for credit to
cattle feeders and efforts to provide financial help to sugar
beet growers, Arrangements have been effected to finsnce beet
grovers in the 7 northwestern covnties of Ohio through a large
Toledo bank and through local banks to the extent of their
ability.

D, APPLICATIONS TO FEDZRAL RESERVE Bil¥K FOR LOANS TO INDIVIDUALS, PARTNERSHIPS
AND CORPORATIONS.

Inquiries. During the first week in August conducted about 95 personal

interviews and had a great deal of correspondence with respect to

probable borrowers, During the next two weeks zbout 60 confer-

ences were held and a slightly larger number of letter inquiries
were answered, Apparently the purpose and intent of such loans
are not understood, and there is a great dezl of confusion about
the facilities of the Reconstruction Finance Corporation and the
Federal reserve banks,

Applications. Two definite applications have been received up to

August 22, both having been rejected, one because of unsatis-
factory security and unsatisfactory statements of endorsers, and

the other because of lack of endorsement and inadequate security.

(B-834)
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One case bprought to the Federal reserve baniz's atteantion
was so obviocusly one of merit that it was referred to a local
bank, where 2 satisfactory bazmking connection was established

and the aecessary accommodation obtained,




SUMMARY OF FEDERAL RISERVE BAWX AND BAITIIFG AYD ITDUSTRIAL COIRIITTEE ACTIVITIZS
T C

OIMECTION WITH CREDIT REQUIRTIEN]

I

FEDE-AL RESZRVE DISTRICT NO, 5 - RICAKOLD

A, ACTIVITISS OF BANKIIIG AND INDUSTRIAL COIZiITTEE

1. Circular to business and industrial concerns (Ausvst 4) to be dis-

tributed by the respective state committiees. (In the case of

Maryland, the circular was also to be sent to county agents.,)

(2) Incloses a circular describing the July 21, 1932, amendment
to the Federal Reserve Act,.which provides for direct
loans to individuals, partnerships and corporations.

(b) Requests that U4 gnestions be answered in order to enable
the Cormittee to estimate the extent to which appli-

cations for such discounts are liltely to be made.

B. ACTIVITIES OF THE FEDERAL RESERVE BANK

In addition to cooperating with the Bankinz and Industrial Coimittee,
has arranged to obtain from the National Industrial Conference
Boord replies originating in the Fifth Federal reserve district
to the guestionnaire sent out by the Conference Board in its

nation-wide survey,

C. DATA GATHERED BY COMIITTEE OR FEDERAL RESERVE BANK

Following is an analysis of replies to Committee's gquestionnaire re-
ceived up to August 20 from Maryland, Virginia and West Virginia,
(o replies as yet received from North Carolina, South Carolina
and District of Columbia)
(1) In answer to the Committee's first guestion "From what you
know of the demands for credit in your business line and
in your section, do you believe that you or others known

(B-83U4)
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to you are lilely to make apnlication for such loans
(direct loans by Federal reserve baaz) within the next
few months?"
L0 replied "No"
3 replied "Yes"
the replies stated that although local banks appear to be
talzing care of the situation, a certain factory possibly
might be able to resume operations if fresh operating
capital could be secured. In another case the reply stated
that while loans were not needed now, they perhaps would
be needed in the near future because of the banking situa-
tion in the particular locality,

The more important comments received along with these replies are
to the effect that local people cannot qualify under the
amendment providing for direct loans by the Federal re-
serve bani: to individuals, partnerships and corporations,
there being too meny restrictions, the maturity of the
loans being too short, ete., It was agreed, however, that
the passage of the amendment has had a favorable psycho=
logical effect,

(2) In answer to the Committee's question "Do you know of specific
cases, occurring within the past 60 days of refusal by any
of your loczl banks to make direct loans of the type
gualified under the amendment?"

34 replied "No"
3 replied "Yes", all of these cases Seins due to

the danlzinz situation in the localityr. (3-834)
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(3) General comments indicated that in some localities bonlks

are willing but unable adeguately to cope with the
situation; that the country bonker is the only one who
can help locally, and the immortant thing is to see that
he is kept in a position to be of assistance; and that
the greatest need of the moment is a source of real
estate mortzese money for new and refinancins operations,
and for the stebilization and increase of real estate
values,

D, APPLICATIONS TO FEDERAL RESERVE BANK FOR LOAWS TO IMDIVIDUALS, PARTNERSHIPS
CAND CORPORATIONS

1, Inguiries. A total of 123 inquiries had been received by the Federal
reserve bank by August 12, 7 being from cotton or cloth mills, 2
from oil mills, 32 from other manufacturers, 9 from farmers, 28
from merchonts and 45 from other sources, In addition there were
quite a nunmber of personal calls which have not been classified.

2. Applications. Up to August 20, 25 applications for loans were re-

ceived aggregating approximately $390,000, none of which were
granted or placed with other banks, In 211 dbut 5 of these cases
the loans were ineligible for discount by the Federal reserve
bank and, in addition, in nearly all cases they were either not
satisfactorily sccured or not satisfactorily endorsed, In the
five cases where the loans amparently were elizible, the appli-

cant was unable to furnish either satisfactory security or satis-

(B-83Y4)
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factory endorsement. Two of the applications were from cotton
mills, onc each from a co2l company, a furniture company, a
publishing house, a textile machinery company, 2 piano company
and a department store, and most of the remninder apparently

were for personcl loens.




SUMIARY OF FEDERAL RESERVE BAIT AND BAYKING AND INDUSTRIAL COlMITTESD ACTIVITIES
IN COY¥FECTION WITH CREDIT REQUIREIENTS

FEDZRAL RESERVE DISTRICT IO, 6 - ATLANTA

A, ACTIVITIES OF BATKING A'D INDUSTRIAL COMUIITTER

4 meeting of the Conmittee was to be held around the first of Aurust,

at which time the subject of the July 21, 1932, amendment to the

Federal Reserve Act was to be fully coasiderecd and plans made

for a survey more complete, if practicable, than the one tha

is to be made by the officers of the Federal reserve banl-

B, ACTIVITIES OF THTZ FIDERAL RESERVE BAMK

A survey is being made under the direction of a senior officer of
the Federal reserve banlz and the managers of its four branches,
in order to determine the extent to which there may be demands
for loans which are not being met by other banizing institutions
and which could be handled by the Federal reserve bant under

the July 21, 1932, amendment to the Federal Reserve Act.

C. DATA GATHERED BY COMMITTEE OR FEDERAL RISERVE BAIK

As a result of the survey now being conducted, incinding visits to
bankers by the officials of the Federal reserve banlz, it has
been learned that in the opinion of member ban'-s all elizible
and acceptable loans are being handled by them, Several
merchants and mamufacturers have also stated that, so far as
they know, eligible and acceptable loans were being handled

by banks.
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D, APPLIC.TIONS TO FEDERAL RESERVE 3..K FOR I0..IS TO IITDIVIDUALS, PARTNER-
SHIPS AHD CORPCR.\TIOWS

Inquiries. MNumerous inguiries have been received and information
furnished as to the conditions under which the Federal reserve

bank may malke direct loans to individuals, firms and corporations,

applications

(a) Up to August 20, one application has been received for a
loan of 51,500 waich the Federal reserve ban: has succeeded
in placing witii 2 member banz,

(b) In addition, 13 applications were not granted, 4 of which
were for loans that were inelizible and the remainder not
satisfactorily secured or not supported by satisfactory
financial statements, Ileven of the applications that
were not granted agsregated $186,700 in amount, and the two

remaining did not state the amount of the loans desired,
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SUMIARY OF FEDIRAL RESERVE BAUX AlD BAVRING AID INDUSTRIAL COiiliITTEE ACTIVITIZES
I3 CONN=CTION WITH CREDIT REQUIRRENT

FIDERAL RESEEVE DISTEICT MO, 7 - CHICAGO

A, ACTIVITI®S OF BAUFIIC AYD IWDUSTRIAL COMMITTEE

Circular on trade acceptances (issued arownd tie middle of July) to

about 70 trade associations and to the state baw':ing associations,
accompanied by a suzsested form of letter to be sent by trade
associations to their merbers,

The suggested form of letter stated that (a) although the opur-
chase of Covernment bonds by reserve ban:s is serving to make
available surplus credit in the banzing system as a whole, under.
present conditions such -eredit does not always exist in communi-
ties where a wort' y demand for it arises; ond (b) that trede
acceptances ir put to more general use siould be effective in
meeting this situation. The letter also described briefly the
creation and the use of the trade acceptance, and emumerated
eigznt advantazes of its use,

Circular to all bafizs in the district (Au-ust 3)

(2) Recognizes great importance of making available any nccessary

credit which moy operate to stimulate trade and increose
employment ond purchasing power,

(b) States that a lorge amount of credit is available for the use
of worthy borrowers through the Federal reserve banlts,
Intermediate credit banks, and the major banks in the cities
and otherwise, if the normal channels for obtaining such

credit are followed,
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(c) Sugzests thot publicitly be given to the nature and parpose
of borrowings by local bents so thot such borrowings
night not be nisconstrued btut be rczoarded by the commni ty

as a constructive move to brinz into the commmnity, for

temporary and seasoncl use, funds from outside sources
waich are established for thot express purpose; suczests
that the banlz's published statements misht show the pur-

pose of such borrowings, as for exarmple, "Rediscounts for

feeder loon purposes,"

B, ACTIVITIES QOF FEDERAL RESERVE

1, Has arranged to have the major corresvondent ban:s in Chicazo and
Detroit send letters to their banl:ing correspondents with respect
to trade acceptances, similar to the letter seant to trade
associations by the Banking and Industrial Cormittee.

2, Through its Bonk Relations department, the Federal reserve bank is
conducting a survey of the needs for feeder loans in the live
stoclz sections of the district, particularly in Iowa, The Bonk
Relations men will personally see a large mumber of the ban'-ers
in the district, not only to learn the situnation first hand, but
also to indicate the Federal reserve banz's willingness to
cooperate in furnishing those credits on zood feeder lonas

through

C. DATA GATHERED 3Y COMI/ITTEE OR FEDERAL RESEZRVE BANK

1. Up to August 16 the Banl: Relations representatives had interviewed

about 65 banzers, and they report that almost everywhere a con-
(3-834)
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sider nmend for foeder loans is expectod and thet, in a

majority of coses, the ban:s expect to tole care of them and

to use the facilities of the Feder:l rescrve bonl: where necessary,
In somc cases, furticrmore, the ban=s are extend ag their opera-
tions to adjacent torritory, where bantzing facilities no longer
exist, In a few cases, however, especially in districts where
banlzs hove gone ox moratoria, the bonlcs raport thot they will
not be able to meet the demond and will rofuse to rediscount
because of the attitude of the comrmnity on rediscounts, In
these cases attempts are being nade for the formation of cattle
associations or coantract feeding to mecot the situcation,
1list sent out by thc Banking and Industrial Cormittee to all
bants, which particularly stressed the necessity for local boalss
acting as mediuns for the initiation of feeder lo2ns, have
elicited a good nany responsecs, Sone 25 or 30 letters from non-
nember bants stress the need for outside funds for feeder loan
purposes, and tie Bonking and Industrial Committee has been re-
quested to refer such letters to the Federsl Intermedinte Credit
Banz with the suggestion that the Intermediate Credit Ban'- nay
core to follow up these situations.

3. Federal reserve bonk is to receive a meroranduri with respect to
credit needs in the district based on national questionnaire
recently gotten out by the National Industrial Conference Board,
This memorandum will be taken up in cooperation with the Banking

and Industrial Cormittee,

(B-834)
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D. APPLICATIONS TO FEDERAL RSESZRVE BAK FOR LOANS TC IFDIVIDUALS, PARTHZIRSEIPS
AYD CORPORATIONS

Inquiries. Up to August 16 a total of 472 inquiries had been received
at tie banlt end its Detroit branch with respect to direct loans
by the Federal reserve bank to individuals, partnerships and cor-
porations, of which number 309 were merely requests for information
and 145 were requests for loans which were clearly ineligible under
the law, many of them being against real estate, Of the other
applicants, 4 were found to have other bankingz facilities avail-
able, 10 desired loans having no satisfactory credit basis, and
the remaining U4 were asked for additional credit information,

There have also been a good many requests relative to the

new Federal Home Loan Bank Act, and the Federal reserve bank is

furnishing requested information in that connection,
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SUMLARY OF FEZDERAL RESZRVE BAYE AFD BAWITHG AVD INDUSTRIAL COlITTIZ ACTIVITIZS
IF7 CONTECTION WITFE CRIDIT REQUIRTEI =TS

A ke

FIDERAL RESERVZI DISTRICT NO .,

§ - ST, IOUIS

A, ACTIVITIZES OF Y

1, Circular to 236 business concerns (Aurust 8) aglting

' the following
ouestions:

(1) Have you had any difficulty in obtainias commercial credit

for operatin: purnoses from your regular ban'tins connection?

(2) Could you and would you operate your business more cctively

if more benzing credit were available for your operating

purposes?

(3) Can you suzrest any way in which the Committee mignt serve

the business interests of the district?

B, ACTIVITIZES OF FZDIRAL RISESVE BAIT

The officers of the Federal reserve bank: and tle managers of its three

branches are malrin- inquiries in business circles to ascertain
if any lesitimate business enterprise is beins denied proper
credit by bani:s,

C. DATA GATHTRID 3Y COMMITTID OR FEDERAL EESERVE BANK

1, Up to Augzust 20, 72 replies had been received to the questionnaire

sent out by the Cormittee on August & to 236 business concerns,

Apparently there has been very 1ittle difficulty in obtaining

credit from resular banking channels, as may be noted from the

followins summary of replies to the first two guestions asi-ed
§ T q

by the Bankins and Industrial Committ ee,

3-83Y4)
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(1) Bave you had any difficulty in obtaining commercial credit
for operatins purposes from your regular benlzing connection?
No - 43
Yes - 3 (Construction, Metal Weatherstrip, Coal)
Have not asked for credit - 21
Do not borrow in St, Louis - 5
(2) Comid you and would you operate your business more actively
if more banzingz credit were available for your operating
purposes?
o - 56
Yes - 5 (Construction, Metal Teatherstrip, Coal,
Shoe Mfg., Ready-to-Tear)

General comments indicate that the large business concerns have found
that many of their customers (retail merchants, etc,) are in need
of financial assistance, but there is also a general feeling that
there is no lack of credit where such credit is justified and that
in some cases it would ngt be sound financing to furnish:additional
capital to concerns that need money.

As to the possibility of more active operation of business, the general
feeling appears to be that it is not lack of financial assistance
but lack of a market that is responsible for the business diffi-
culties,

Among suzgestions as to ways in which business interests might be
served are:

(2) Estabdblishment by the Federal reserve baniz and by member

banks of a slishtly preferential discount rate on trade
(B-834)
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acceptances; strong and forceful cncouragement of trade
acceptaices,
(b) Stimulation of buying by railroads, by furnighing railrosds

with funds to maintain their properties.

(c) Forestalling banis suspensions by arranging for mergers.

(d) Urge the banks to be a little more lenient with borrowers
wno are hard pressed but who have & good chance to pull
through the depression.

(e) Provide credit and cncouragement to the small momifecturer,

2. The Governor of the Federal reserve banlz states that, on basis of
experience with applications for direct loans, the 90 doy maturity
limitation prewvents the molzing of some desirzcble loans to smoll
or medium sized concerns, since often a year's time is necded
by the would-be borrower and the Reserve bonir cannot make ony
commitment to renew or extend such paper. Suggests possibility
of esteblishing some institution, such as a trust compeny, to
melze loans of this kind, having in mind that they can be re-
discounted with the Reconstruction Finance Corporation., A re-
gional agricultural credit corporation ocuthorized under Section
201 (e), title II, Emergency Relief and Construction Act of
1932, might be of considerable benefit, especially in meking
loans en cattle, The Reserve boan- can hondle loons secured by
chattel mortzose on cattle when cominz throush a member ban's,
which can keep in touch with the security, but it is practically

impossible for the Reserve banl: to malte such loans direct,

(B-834)
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D, APPLIC.TIONS TO FEDIRAL RISERVE BATI FOR 104ANS TO IDIVIDUALS, PARTNZZSEIPS
AYD CORPORATIONS

Applicotions. Up to August 20 the Federal reserve bank: hod received

13 a=plications for locns to individuals, portnerships ond cor-
* . M “ ~ O e, T
porations, aggregating approximotoly $166,000, two of which wcre

rejected becaunse of being ineligible anc the remeinder because

of unsatisfoctory security,

(3-834)
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SUMMARY OF FEDERAL RESERVE BAVK AND BAIKIIG AND INDUSTRIAL COMMITTET ACTIVITIES
IN CONWECTIOY WITH CREDIT REQUIRSMENTS

FEDERAL RSSERVE DISTRICT MO, 9 - MINIEAPOLIS

A, ACTIVITIES OF BA'KING AID INDUSTRIAL CO!HMITTER

(No information has been received as to the activities of the Committee)

B, ACTIVITIES OF FEDERAL RESERVE BAYK

Federal reserve banz has initiated a survey of the unsatisfied demand
for legitimate banking credit, starting with a guestionnaire to a
large 1ist of industrial and mercantile firms in Minneapolis, St.
Paul and Duluth, The investigation will probably be expanded to

include the smaller cities of the district and the farming communities,

C. DATA GATHZRED BY COMMITTEE OR FEDERAL RESE-VE BAIK

No report has as yet been submitted as to the results of the Federal
reserve bank's survey)

D, APFLICATIONS TO FEDZRAL RESERVE BAYX FOR LOANS TO IMDIVIDUALS, PARTNSRSHEIPS
AFD COEPORATIQONS

Inguiries., Scores of calls and letters have been received but the

great majority of tie prospective loans are clearly ineligible,
Some of the applicants would like to borrow on second mortgages
or on their homes or farms, and some whro are plainly insolvent
want to borrow to pay off bark loans.

Applications

(a) Two applications have been formally avnroved thus far and one
informally, for a total of $110,000. One of the applicants
was a manufacturer, aanother a cannery, and the third a grain

dealer,

(B-834)
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(b) In a number of cases the Federal reserve banl: has been able

to send applicants who apnlied informally to PropPEr SOUrCEeEs
of credit where they could be tatan care of, Two farnm
loans for example, both desirable, were turned over to the
land bani:; a home loan went to a savinss banlk; and a cattle
feeder was directed to a bunkr in an ad joining town which
was glad to make the loan., The Federal reserve bail: has
also been worzing on a line for a memufacturins concer:

1

and has hopes of establishing the necessary credit with a

commercial banl:,

total of cleven applications aggregatins $171,000 have been
refused, seven becanse of unsatisfactory security or no
security, two because there was no basis of credit, one
because the locn was not eligible, and snother because of

being a poor credit riglk and becouse the maturity was

beyond that permitted by law.




SUMMARY OF FEDERAL RESERVE BAIK ATD BANIING AVD INDUSTRIAL COMMITTEE ACTIVITIES
I COYNECTION TITE CREDIT REQUIREMENTS

FEDE'AL RESEEVE DISTRICT NO, 10 - KANSAS CITY

A, ACTIVITIES OF BANKING A¥D INDUSTRIAL COMMITTEE

The Committee is malzing investigations of the extent to which country

banl:s are unable or unwilling to supply adequate credit for
grain, farm and livestock operations, Inquiries have been made

in this connection of the couniy agricultural agents,

B, ACTIVITIES OF FEDERAL RESERVE BAIK

The Federal reserve bank's surveys will be based on the inquiries
made by the Banlkingz and Industrial Committee, and on Federal

reserve bankk correspondence and contact with bankers and

others,

C. DATA GATHERED BY COMJITTEE OR FEDZRAL RESERVE BA'K

Following is a brief summary of the Federal reserve bank's report to
the Federal Reserve Board:

(a) Generally spesking, the banls are taking care of loans
based on adequate security or on good credit position,
but borrowers whose btusiness has been with banks that
have suspenied or are in an overextended condition are
finding difficulty in meking satisfactory new banking
connections,

(v) Banizs are very much more critical than in past years,
Borrowers both in agricultural and other industries who
cannot give adequate security or make a good credit
showing caanot obtain credit, and in some cases are being

forced to discontinue farming or business activity.

(B-83k4)
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(c) The kinds of loans presenting the most serious problems are
existing loans to farmers and livestock men vwhich cannot
be repaid unless crops can be raised and sold at reason-
sble prices, or unless they are paid from the proceeds
of the sale of livestock and equipment, In most cases
banks are continuing to carry these loans because forced
sales of the security would not liquidate the indebted-
ness,

(d) It does not seem that the Federal reserve banlz con make loans
of this character, even vhere the security may be decmed
adequate, because of the uncertainty of the time of re-~
payment,

(e) Federal reserve bank does not believe that recent amendment
opens a very wide field for loans vhich can be made

direct by it,

D, APPLICATIONS TO FEDERAL RESERVE BAYK FOR LOANS TO INDIVIDUALS, PARTNERSHIPS
AWD CORPORATIONS

Inquiries, Up to August 9 aporoximately 200 inquiries had been received,
but in all but two or three cases the prospective borrower desired
money for purposes which would make his loan ineligible, and in the re-
maining cases there is doubt of meeting the requirements as to

security and endorsement,

Applications, Up to August 20, eizht applications had been received, of

wvhich U4 were ineligible, 2 were not accompanied by 2 shoving of a
denial of credit by other banks, 1 had a maturity in excess of that

permitted by the amendment, and 1 was not properly sccured,

(B-834)




SUMMARY OF FEDERAL RESERVE BANK AND BANKING AND INDUSTRIAL COMMITTEE ACTIVITIES
IN COMECTION WITH CREDIT REQUIREMENTS

FEDERAL RESERVE DISTRICT NO., 11 - DALLAS

A, ACTIVITIES OF BANKING AND INDUSTRIAL COMMITTEE

Circular to trede associations (August 16)

(2) Outlines the conditions under which Federal reserve banks may
make loans direct to individuals, partnershivs or corporations,

(b) Requests that the associations send questionnaires to their
members, in accordance with an incloged sample, waiich question-
naire asks each member of the association to report:

(1) Whether it finds any difficulty in obtaining bank accommo-
dation and, if so, on what grounds accommodation has been
refused; also whether the member is interested in the
tdirect loan" facilities of the Federal reserve bank,

(2) Similar information as to any other concerns kmown to
the reporting member as having had difficulty in obtain-
img credit accommodation from banks,

(3) What  immprovement has been observed recently in the re-~
porting concerns own business or in the general business

situation and outlook,

B, ACTIVITIES OF THE FEDERAL RESERVE BANK

Pederal reserve bank will make use of the data elicited by the Commi ttee's

#

questionnaire as the basis of its activities,

\

C., DATA GATYERED BY COMMITTEZE OR FEDERAL RESERVE BANK

Vo data have yet been collected, as the Committee's questionnaire only

recently sert out (on August 16)
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D. APPLICATIONS TO FEDERAL REISIRVE BANK FOR LOANS TO INDIVIDUALS, PARTNERSHIPS
AND CORPORATIONS

Mumerous inquiries have been received for additional informstion with
regspect to direct loans by Federal reserve banks to individuals,
vartnerships or corporations, Most of them pertain to loans for
the purvose of financing some kind of real estate transactions,
or for capital or other ineligible purposes,

Applications

Up to August 13 only two actual applications for direct loans to
individuals, partnerships or corporations were received by the
Federal reserve bank, one of which was rejected because it was not
properly secured or endorsed, and the other because it was not
satisfactorily secured,
of the loans that was rejected could have been made if the appli-
cant had been disvosed to furnish acceptable collateral and satis-
factory endorsement, The applicant'!s bank furnished satisfactory
information with respect to the financial responsibility and status 1
of the applicant, but at the same time advised that, after discus-
sing the matter with this bank, the applicant had decided to with-
draw his request for direct accommodation from the Federal reserve
bank, 1Itis.probable that in this case the local bank decided to
make the loan itself,

In another case, during progress of negotiations and before a formal
apolication had been filed, the applicant applied to another bank

for the accomnodation and obtained it,
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SUMMARY OF FEDERAL RESERVE BANK AND BANKING AWD INDUSTRIAL COMMITTEE ACTIVITIES
IV COMTECTION WITH CREDIT REQUIREMENTS

FEZDIRAL RESERVE DISTRICT NO, 12 ~ SAN FRANCISCO

A. ACTIVITIES OF BANKING AND INDUSTRIAL COMAITTEE

lMembers of the Banking and Industrial Committee have made a tentative
survey of the district, concentrating their efforts mostly on im-
provement of the unemployment situation by advocating the stag-
gering of employment, No survey has been made pertaining to the
unsatisfied demand for loans which might be met by the Federal
reserve bank under the provisions of the July 21, 1932, amendment

permitting direct loans to individuals, partnerships and corpora-

tions,

B, ACTIVITIES OF FEDERAL RESZRVE BANK

In addition to the survey made of various parts of the district by
individual members of the Banking and Industrial Committee, the
Governor of the Federal reserve bank with the committee member.

in Southern California made a tentative survey of the State of

California,

C. DATA GATHERED BY COMMITTEE OR FEDERAL RESERVE BANK

Owing to the great extent of the San Francisco Federal reserve district
a comprehensive survey would require close examination by qualified
¥

men at considerable expense but, based upon results of the wide

publicity given to the amendment to the Federal Reserve Act permit-

ting their direct loans to individuals, partnerships and corpora-

tions, and upon the large number of inquiries and applications that

have been made verbally and otherwise, the Federal reserve bank is

ked for FRASER




SAN TRAMCISCO
DISTRICT
of the opinion that the only kind of credit vhich is sought
widely and not satigfied is generally of a character ineligible
under the amendment, The Federnl reserve bank's experience is
that the banks in the district are generally able and willing
to meet legitimate requirements for current business operations,

D, APPLICATIONS TO FEDERAYT, RESERVE BANK FOR LOAMS TO INDIVIDUALS, PARTNERSHIPS
AND CORPORATIONS

Inquiries, During the first week of August, 325 direct inguiries were
received at the Federal reserve bank and its five branches, of
vhich possibly 121 may have some grounds for filing applications,
It is probable, however, that few can qualify. A large pronortion
of the gpplicants hnve confused the recent ameadment to the
Federal Reserve Act with the Home Loan Act., XNo apvlications had
been presented for action by the Federal reserve bank up to
Auzust 20, although a number of applications were "in process of

negotiation M
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POSSIBLE CLASSIFICATION OF COUNTED ¥OR INDIVIDUALS, PART

™mo
RATP e L

SHIPS AND CORPORATIONS FOR PURPOSE OF ESTABLISHING DIFIEEENT RATES.

(Note: The following classes of paper may be further subdivided
according to the maturity of the 4 1 to 15 days, 15

to 30 days, 30 to 60 days, 60 to 90 days, and more than 90 days.)

1, Trade acceptances actually owned and indorsed by the
party for whom they are discounted,
2s Business paper actually owned and indorsed by the party
for whom it is discounted,
ds Promissory notes bearinz accommodation indorsements -~
(2) Secured by Government bonds;
(b) Secured by warehouse receipts for commodities:
(c) Secured by chattel mortgages on live stock:
d) Secured by liens on growing crops;

(e) Otherwise secured.

Notes of wholesale merchants,
Notes of retail merchants.,
Notes of manufacturing establishments,

Notes of farmers the proceeds of which are used for
the purpose of producing crcps.

Notes of farmers the proceeds of which are used to
finance the harvesting or marketing of a cropa

Notes of livestock growers,

Notes of livestock feeders, the proceeds of which are
used to finance the fattening of livestock for market,

11, Notes of cooperative marketing associations the
proceeds of which are advanced to their members.
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Notes of cooperative marketing associations

secured by warehouse receipts.

Notes the proceeds of which are used to
purchase raw materials for mamufacture,

e proceeds of which are used to
mamufactured goods for distribution

esale,

the proceeds of which are used to pur-
e goods for retail sale.
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) No. 11
Form 181 ,.ix_« .
FEDERAL RESERVE

Office Cm‘responaence Date OStober 12, 1982,

e Mr, Hamlin Subject:

@

There is attached hereto, for your information and files,
a copy of the memorandum which Dr. Burgess presented at his

meeting yesterday with the Executive Committee.

VOLUME 233
PAGE 119
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COPY

To: Governor Harrison Septenbe r 30, 1%G2.

Fron: J. W. Jones Suggestions for Spreading the Work

Mre Burgess, in duscussing with me my memorandum to you
of September 28 on the sbove subject, requested me to sulmit an
alternative plan based on a salary adjustment which wouldprovide for
hiring 100 people without any change in our present total salary
1iability, but without attempting to maintain the present salary rate
per hour,

With this in mind the following is suggested:

l. A nomal working week to consist of five days, teginninz
November 1, 1932 and ending April 3Q, 1933, which is 9 per cent less
time than they now work.

2+ Hire approximately 100 people at salaries ranging from
$720 to $2,200 at a total cost of $85,000 for the six months in guestion,
with the understanding that they may be released on April 30, 1933.

S. Make a 4 per cent deduction from the semi~monthly salary
payments of all officers and employees beginning November 1, 102 and
ending April 30, 1933, This would amount to apmroximately $85,000.

In making this suggestion no change is necessary or is
contemplated in our existing salary standardizatione




Nr, Morrill

iy, Van Fossen

CO RN ID B5T LIAL

October 19, 1932

Direct loans to Individupls, ete.

Attached hereto are statements showing the mamber of applicetions

of individuals, partnershipe and corporations for loans not granted by the

Federal reserve tenks to October 1 and to October 8, respectively, includ-

ing a tabulation of the reasons for not granting the loans applied for,

It will be noted that of 452 applications refused to October 8, as

shown in the second statement, 258 were becanse of unsatisfactory security;

210 peper not e€ligible; & loans placed with other banks; 3, presesnt credit

deened adequate; and 3, denlal of credit by other banks not shown,

Direct loams to individuals, vartnerships and corporations granted

by the Federal reserve bars to October 17 era as followe?

Feleral Resevve Benk of ew York

Amawalk Marsery Co,

Uormen Erothers

Yoster and Stewart Co,

Friedman & Sons, Nedowear Co,, Inec,
Joseph H, Meyer Brothers

Miller -Cuommings Co,, Ine.

lorris White Mfg, Co.

New Jersqy Flour Nills Co,
Scaramelli & Co., Inc,

8, Shnff Sons, Ine,

B Bapk of )

J. T, Apple & Co., Ine,
J. B, Henkeln (Henkeln & MeCoy)

Federsl Regerve Bagk of Atlsnta

Continental Turpentine & Hosin Corp,
Bichwond Hosiery Company
Eississippl Cotton Seel FProducts Co.

VOLUME 233

Astords, W. Y,
New York, H.Y.
New York, N.Y.
New York, N. Y.
New York, u.Y,
New York, N.Y.

2
b 4
Clifton, ¥. d
New York, K.Y
¥ew York, N.Y

L]
Lt

Lancaster, Fa.

Fhiladelphia, Pa,

Laurel, Miss,
Rossville, Ga,
Jackson, Mgs,

$15, 000
9,000
50, 000
23,000
12,500
125, 000
19,000
30, 000
20,000
10,000

400




. Norrill - ¥2

Sricelyn Gomaing Co. Bricelyn, Wima, §90, 347

E, ¢ Zvia Go, st, Cloud, Mnn, *7, 580

Kisddie Gym Ca, Einneapolis, ¥inn, 1,500
silevized,

Following is = sumary of & letter dstel Gotober 1 from the Uhadrman
of the Board of Pirectors of the Telersl Ryserve Bunk of Codeage ia rased
to credit demmds in the Chicage districhi

Little legltinate dound Tor efedlt vhlch commet Be satisfied Tueugh
beskine or other chsumels, Ja excertion ey bé feeder lomns, Mt this
sablen s tiought to be In & falr way to being taken esve of. The worst
condition %o bé contended with is the agrieal tursl ons, particul arly with
relation to msturisg Term mortgsges, lLov sriees for fams products in many
ingicnces meke it sbsglutely lspossidle for the farmors to meet these obli-
gations, The problem is very gerions, particularly ®o ia Jows, where the
farmers throuzh mass meetiags, resoclutions, sud strikss sre aporoachiag o
state of revolt, Nesslutions cre delag pessed {n s0m$ @tiu protesting
amingl anyene biddlng for firs londs being soll udfder foretlosore, Protest
1s alsé belnzg made Sgsingt exborditsnt texes and in’ Some cfest & weratorium

on the poymsnt of toxes snd morigrge charges ki9 bewd propoted,

ed for FRASER
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APPLICATIONS OF INDIVIDUALS, PARTNERSHIPS AND CORPORATIONS FOR LOANS m GRANT™D
BY THE PIDERAL RRSERVE BANKS - TO OCTOBER 1, 1932

| . _ Amount
t credit| P Paper not enial of of
c:d.zc hﬁ:‘l plwmd vith Pr“d.moc“ :‘f utg!ubﬂl; credit not lomns ]
Qct. 1 [ Ost. LiF_@m. b s |__declinedd
T = 3 3 o i .1903..
:::t::rk B I 2 3 g Ig - z.g.m
Fhiladelphia 2 1 s g o 3
Clavelsnd 2 7 - - 1 6 26,000
nd 2 b2 - —- 30 12 - 857.295
::::;l 12‘ 10? 1 - 2.5’ g e :omlg
Ch 13 - -— : - 088,
ﬂtmw 2 30 1 - 6 23 - 259,800
¥innespolis 1 i 6 6 e 172,000
Kenses City -'-f 3 - - 1n 3 3 1,172
e 2 9 . . 1 g - gs.aoo
T ese 2 g 1 & Ve 7 o 143,250
ts" 161 6 3 203 2u6 3 8,088,535
#Approximate; amounts sometimes not stated,
0l OF BANK QPRRATIONS

OCTCBER 19, mu

Digi;tized for FRASER%- h\
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R 5 NN R AN ]
: : b AN
APPLICATICNS OF INDIVIDUALS, PARTNTRSHIPS AMD CORPORATIONS FOR LOARS NOT GRANT®D
BY THE FUDERAL RESERVE BANKS - 70 OOTOBHER 8, 1932
ek l Total Loans resent credit| Paper Paper not sl of | |
ending to placed with| deemed not satiefactorily [credit not
- |_shown
Boston - y i - - 3 11 - !
New York Kl 107 4 3 17 g3 -
Fhiledelphia -- 1 -— - 1 -
Cleveland - 7 - - 1 Z -
Atlanta i wg 1 - : g -
St. Louis - 30 1 - 6 23 --
¥inneapolis 3 1 1 - 7 6 - ’
Kensas City . 17 - - 11 3 .
Sgn Frmecisco 1 9 1 - we B -
L 3
. ™
3&1 21 ug2 8 3 210 258 3

{Approximate; amounts sometimes nmot stated,

DIVISION OF BANK OPXRATIONS
oO%OBER 19, 1932, "

Digitized for FRASER
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Office Corresponuence  ** ¥ DTl :
T Mr. Miller Subject:
From Mr. Goldenweiser =

| wre 2—8405

I attach a carbon copy of the proposed review of the

month for Octob' z
.' 4 u./ 3 y

| o

: «n-rtf“” / j!“"’M 2 e
WW %[IU I ,/) 3 I/)/
b‘w" o | U )
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BEVIEF-SY¥ OPEN-MARKET POLICY SINCE 1929

Eecent banking develeoments
| During recent weeks reserve bank holdings of United States Government

pecurities purchased in the open market have remained unchanged at the level
reached early in August, Reserve funds of member banks, however, have been
continuously increased from sn inflow of gold amounting to §275,000,000 from
the low point on June 15 to the end of September; from a returs of currency

by the publie, smounting to £130,000,000 since July 20, when hoarding was st
it pesk, s movement contrary to the usual trend at this season, when demand
for currency ordinarily ineresses by more than one mundred aillions, and from
the issue of $100,000,000 of mew national bank notes under the provisioms of
the recent law extending the circulation privilege to sll United States Govern-
ment bends bearing an interest rate of 3 3/8 per cent or lesss This inflow of
funds to the member banks has enabled them to reduce their indebtedness to the
reserve banks by $200,000,000 to the lowest level since Ootober of last year
and at the same time to incresse their reserves in excess of legal requirements
to spproximately $400,000,000, This growth in member bank reserve balances from
the middle of July to the end of September has been accompanied by an upturn in
total loans and investments of member banks in leading cities, which amounted to
575,000,000, or 3 per cents The increase has been largely at banks in New York
amnmmw-mum-cmmmmmm
ties by banks throughout the country, offset in part by s continued declise in loans
by baaks outside New York City. The increase in the tetal of member bank credit
has been reflected in a considersble growth of their demand and time deposits.

Digitized for FRASER
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Sigview of threo years

thum-mmum-tmmtummmh
divided iate five perieds of usequal length snd eharacterised by @4fferent
mtm..mmhmmmtamwmmmtsm
market policy and 4ts effeet on the eredit aitustion. During the first two
m,whmmumm.mn.mmmm
OSN.M.MdmimcgndhwunMnnath
stock of gold of $640,000,000, Additicns to the reserve funds of mesber banks
huthnhommﬁnﬂdhthuhtofﬁ&.ﬂ,ﬂhrm
tion of mesber bunk indebtedness, sud to the extent of $340,000,000 in inereased
meney in cireulation due largely to hoarding. Nember benk reserve belances
mm.munummm«m.m.mmgmmw
withstanding the large purchases of securities and heavy gold imports. Loans
uﬁimhnhd“chhhlndh;dt&nkﬁ”b””.@.ﬂb
tween the sutusn of 1729 snd the sutumn of 1931,

The next peried is that between Septesber 16, 1931, just prier to the dee
mxwmmmm.mrma.mz.umm
uummnmummnmmwmuw
Aot becane effectives Durisg that perfod the Pedersl reserve baaks made no
mumw&uamxm&mmmuﬁm
rapid loss of gold and the existing restrictions on eligible collatersl the
Nsmmnamu-uhmmm-umumm
ment obligations, the latter being ineligible = as collatersl against Pederal
reserve notes. As a consequencs, wember banks, being obliged to meet a loss of
gold of §665,000,000 and an inereses in the demand for curremcy for hoarding of

Digitized for FRASER
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$505,000,000, increesed their debt to the reserve baske by $570,000,000 and
drew domn their reserve balances by $540,000,000. The inability of the Fed-

eral reserve banks under the law to relieve member banks at a time when they %y
were subjected to heavy drains from domestic and foreign sources resulted in

heavy pressure on the banks, reflected dn an incresse of thelr indebtedness

and a decrease of their reserves amounting together to $1,000,000,000, This

was a period of rapid decrease in business activity, numerous bank failures,
inereased hoarding, and liguidation of bank credit. Losns and investments of
reporting member banks deereased by $2,500,000,000 and their deposits by
$3,300,000,000.during the period.

At the end of Februsry, after the passage of the Glase-Steagall bill per-
mitting for one year the use of United States Government securities as collat- \
mlmm“mm,mmmammw x\}
of purchase of Government securities and between Februsry 24 snd Jume 15 pur- |
chased §950,000,000 of such obligstions, During this period the member banks ' ),/
mum-nwuudmrwm,m,m«m.mmum;
mach of the funds created by the security purcheses, and used $340,000,000 to )
reduce thelr hesvy indebtedness to the reserve basks. At the ssme time there

was some improvement in the currency situation reflected in e decresse of
$130,000,000 in money in eirculation, so that member bank reserve belances in-
creased by $220,000,000 and on June 15 the banks had excess reserves of
$270,000,000, Loans and investments of reporting member basks, however, showed
a further decresse of $500,000,000 between the end of February and the middle
of June. '

During the period from Jume 15 to July 20, although the reserve banks
bought an additionsal $140,000,000 of Government securitiss and there was a re-
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versal in the gold movement to the extewt of $40,000,000, there was s growth
ﬁmmmMaWﬁMhMM.ﬁtbmw
sequence that member bsnk reserves were reduced by §70,000,000 and their ine
debtedness inereased by 940,000,000,

This brief review bringe out the fact that it has been only during the
'n&'.;mmnmmomhmmtmwmnmucrm
securities and there wae & lsrge inflow of gold and a return flow of curreancy >\y
‘fmmpbnc,u-unﬂiﬂmlhmdummml—mt
mmwofmmmmqumrMnmm \/
MMWWMM%WOMWH. Puring this most

romtwpuhdthmmtunamtmmthofmwhnku-
mwwnwummmammmt.
A table sumearizing developments for the five periods discussed in ihe

preceding peragraphs s presented below MW\
sy hall 07T

J
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BASKING DEVELOPMENTS: 1929-1932

( _
:8ept.25,: mﬁ?.s Febs, 24,3June15,s July 20,

t1929 to : 1931 to s 1932 to 311932 to & 1932 to
:Bcpt.lb,c Febe 24,3 June 15,sJuly 20,: Sept. 28,
A2 s 1932 s 1932 3 1932 ; 1982

Open-market purchases by re-
serve banks 5% -2 952 14 18

Changes in discounts for

meaber banks 681 572 -339 41 -198
Changes in gold stock 641 665 -441 43 232
Changes in money in cirecu-

lation 344 505 -126 69 -131
Changes in reserve bale ces 53 ~540 223 656 233
Changes in loans and invest-

ments of reporting member bke.-550  -2,526 =519 <754 574
Changes in net demand and

time deposits of these banks 128  -3,343 34 -4 48 597

Digitized for FRASER
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Degrease in hosrding

A factor in the situation, second in volume only to gold movements, has
been the course of the demand for currency. The chart shows for the period
from 1926 to date the amount of money in cireulation, as officially defined,
that is, money outeide the United States Treasury and the reserve banks, with
an adjustment for the estissted usual seasonsl changes. Froam 1926 to 1929
demend for currency tended downward, chiefly because of ineressed use of checks,
economy in the use of cash by banks, and a return of Americsn currency from
abroad. The ineresse in the middle of 1929 was due to & temporary growth in
the demend for currency st the time the chenge was made from large-sise to smalle
size bills, Iun 1930 the decline in currency reflected the reduction in payreolls
and retail trade that characteriszed the depression. From the autumm of 1930
to the middle of this year there was a growth in money ia circulation represent-
ing chiefly = growth in hoarding, though it slso reflected ar indeterninzble ine
creape in the demend for cash in communities that were deprived of bankiag
service owing to bank fajlures, and slso an inecressed use of cash due to the
imposition by banks of service charges on smell accounts and to the tax on
checkass The ineresse in hoarding has not been continuons. There was an im-
provement in the early psrt of 1931 and again in the late sutumn of that year
-rw/&'u-.#hm Corporation was organized and baak failures became lecs
NUBETOUS. Ai.u-p return flow, amouating to about §250,000,000, begen lsst
February when the Reconstruction Finance Corporation got under way, But last
summer the heavy loss of gold and the banking disturbances in Chicago and else-
where once more led to & erisis of confidence, s0 that hoarding ineressed again
and reached a maximum in the third week in July. Since July 20 there has been

Digitized for FRASER
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& decrease in money in circulationy when allowance is made for the usual
seasonzl movement, amounting to spproximately $250,000,000 for the ten week
period, This decline in hoarding, marking as it does a reduction in the
number of bank fallures and a trend toward the restoration of confidence in
banks, is the most important single indicator of the reecent improvement in
banking conditions,. ¢
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Gold Reserves in Surope

Changes in the central gold reserves of the principal Buropean coun-
tries have been relatively small since June. The principal changes during
the past month occurred in the central holdings of France and Netherlands
which increased by $16,000,000 and $5,000,000 respectively, and those of
Belglum which declined by $4,000,000.
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GOLD RESERVES OF SELECTED CENTRAL BANKS
(In willions of dollars)

Central bank ofe- Date, Gold Nonth Year
1932  reserves  before _ before
England ............ Sept. 21 /678 +3 + 28
France ...... ceseses Sept. 23 p/3,239 +16 +913
Germany ............ Sept. 23 p/186 +3 ~141
IO s evenennnas . Sept. 10 p/303 +3 + 2
’.1‘1“ Sssssnansanae “ptn 15 ul *‘ +1“
Netherlands ........ Sept, 12 416 +5 +149
Mt‘lﬂlﬁﬂ sesnnene “”a 15 m - +ﬂ5

p Preliminary
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Bank of FEngland

The Bank of England in the four weeks ending September 21 added
£692,000 ($3,368,000) of gold to its reserves, which mow amount to
2139,420,000 ($678,501,000) as compared with 133,628,000 (4650, 314,000)
at the time England suspended the gold standard about a year ago.

On September 10 the British GCovernment announced the repayment of
2,500,000,000 francs ($100,000,000) of British Treasury bills fissued to
the Frenéh public in September of last year. The transaction was handled
largely through the "exchange equalization account" maintained by the
Government for the purpose of dealing in gold and foreign currencies,
but to some extent it was reflected in the Bank of England statement: for
although the gold stock of the bank was not affected, the volume of for-
eign exchange held by the bank declined. During the month “other securities,”
in which the bank's holdings of foreign exchange are reported, wers reduced
by &13,684,000, while Goverament securities held by the bank increased
by a corresponding amount.

With a return of curremcy from circulation, which is usual at thise
season, bankers' balances increased somewhat and short-term money rates

on the open market contimued easy.

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



BANK OF ENGLAND
(In thousands of pounds sterling; figures preliminary)

~—Change frome--
September 21, August 24, September 23,

1932 1932 1931
T e AR NG ieswsey  TILAND + 692 + 5,792
Discounts and advances .......... 12,005 - 1,261 - 1,574
Government securities ........... 332,485 +12,419 +33,464
Other securities ........ccvcvuve 28,218 -13,684 -30,036
Bankers' deposits .........v000es 82,586 + 2,640 +17,671
Pablie deposits ....cccovvciecnsee 23,915 +1,712 + 897
otm dm.it. Ssesaanssstanasnal 33.”1 -l'aa +1.'°61
'ﬂt.l n C’.l'ﬂlltlﬂl I R T m.m - ‘.617 + ‘.m
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Bank of France

The Bank of France in the five weeks ending September 23 acquired
419,000,000 franes ($16,425,000) of gold and lest 405,000,000 franes of
foreign exchange. '"Other deposits," which include balances of the French
commercial banks, were increased somevhat during the perioed by additional
borrowing at the bank and by the transfer of funds from Government aceount.

The French Government announced on September 18 that the 85,000,000,000
francs of 5, 6, and 7 per cent Government bonds outstanding, with the ex-
ception of that portion for which applications for cash redemption would
be received during the week ending September 24, would be coaverted to a
4 1/2 per cent basis this coming November 1. Applications for cash redemp-
tion, to be made at par, approximated 4,000,000,000 francs, but net pay-
ments by the Government will be required for only about one-half of this
amount since new orders were placed for 2,000,000,000 francs of the 4 1/2
psr cent bonds. The conversion will reduce the amount of interest to be
paid on the public dedt in the coming year by about 1,300,000,000 francs,

http://fraser.stlouisfed.org/
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BANE OF FRANCE
(In millions of framce; figures preliminary)

-

—Change from--
September 23, hagast 19, September 25,
1932 1932

1931
hl‘ [ RN S . .z.sa * n, +H.ﬂs
?.I'l!‘l .M SramRea s aatRstnn “."3 - “ -m.m:
Domestic discountes and advances. 6,375 + 6588 - 2,260
Mmt ‘.p.it' Basessssn s ,'“1 - m -3.”0
Other deposits .......covvvveeee 23,614 +1,089 + 5,072
Notes ia eirculation ........... 80,200 +» 73 + 2,027

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



2sichsbank
Total gold and foreign-exchange reserves of the Reichsbank,

vhich began te increase towarde the close of last July, continued

to increase duringz the month ending September 23, the growth amount-

ing to 16,000,000 reichsmarks ($3,811,000). Reichsbank notes return-
ing from eirculation were utilized by the market in retiring discounts
and advances. Usually these loans to the market fluctuate largely in
response to changes in the demand for currency,and since the beginaing
of the vear they have steadily declined along with the volume of Reichs-
bank notes in circulation,

The bank reduced its rate of discount from 5 to 4 per ceant on
September 22, after the Bank for International Settlements had consented
to an amendment of the provision in the Reichsbank's statutes requiring
the bank to maintain a discount rate of not less than 5 per cent vhen
its gold and forelgn-exchange reserves were below 40 per cent of the
amount of notes in circulation. TFor the past year Reichsbank reserves
have been below 40 per cent of the note circulation, and are now at

about 26 per cent,
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REIOCHSBANK
(In millione of reichsmarks; figures preliminary)

—lbange fYOWe-
September 23 August 23, September 23,
1932

1932 1931
901‘ G s sesessaTs s R RasansesRBan ?‘3 +1‘ -”3
Forelgn-exchange reserves ....., 146 + 2 - 152
Discounts and advances ......... 2,792 - 84 - 352
TEDBIERN ;5 avxcioeinas s seesoere 358 + 5 + 18
Notes in circulation ........ ces 3,008 <112 - 669

/-“
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FEDERAL RESERVE

Office Corresponffence =«

Subject:_

iraft of Nr. Riefler's analysis

Anderson's criticisms of the report

Committee on Bank Reserves. 'his draft

t the present time.
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MIMBER BANX RESERVE RYUIREMENTS

"-1 L. 2 . . = MR ] 2
An Examination of the Criticisms mad by Dr. Benjamin Anderson

on the Report of the Committe on Banlt Reserves

October 1932
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MEMBER BANK RESERVE REQUIREMENTS
An Examination of the Criticisms made by Dr. Benjamin Anderson
on the Report of the Committee on Bank Reserves

In November 1931, the Federal Reserve Board released for publica-
tion a series of recommendations looking toward thoroughgoing revision
in the legal reserve requirements of member banks. These recommenda-
tions were formulated by a committee composed of officials of the Feder-
al reserve banks and the Federal Reserve Board, knmown as the Committee
on Bank Reserves of the Federal Reserve System, and were adopted by that
committee after a searching investigation into the functioning of pres-
ent reserve requirements and the relation of these requirements to the
overexpansion of credit in the securities markets which facilitated the
stock market boom that culminated in 1929. At the time these recom-
mendations were released to the public in the late fall of 1931, the
Federal Hescrve Board took no position on the advisability of the re-
serve requirements proposed. Subsequently, however, the Federal Reserve
Board unanimously recommended to the Banking and Currency Commfittee of
the Senate that the proposals advanced by the Federal Reserve System
Committee on Bank Reserves be enacted into law with certain minor modi-
fications,
Summary of Committee recommendations

The recommendations of the Committee on Banlk Reserves are sum-
marized in its report as follows:

"In the opinion of the Committee, our present

syetem of legal requirements for member bank reserves
has never functioned effectively since its inception




ked for FRASER

in 1914, It has not operated to relate the expansion
of member bank credit to the needs of trade and indus-
try, nor has it adequately reflected changes in the
volunme and activity of member bank credit. Further-
more, the Committee also finds that prescnt require-
ments for reserves are inequitable and unfair as be-
tween individual member banks and groups of member
banks and do not adequately take into account genuine
differences in the character of bvanking in which a
member bank may be engaged.

"The Committee takes the position that it is no
longer the primary function of legal reserve require-
ments to assure or preserve the liguidity of the indi
vidual member bank. The maintenance of liquidity is
necessarily the responsibility of bank management and
is achieved by the individual bank when an adequate
proportion of its portfolio consists of assets that
can be readily converted into cash. Since the estab-
lishment of the Federal reserve system, the liquidity
of an individual bank is more adequately safeguarded
by the presence of the Federal reserve banks, which
were organized for the purpose, among others, of in-
creasing the liquidity of member banks by providing l
for the rediscount of their eligible paper, than by
the possession of legal reserves, The two main
functions of legal requirements for member bank re-
serves under our present banlking structure are, first,
to operate in the direction of sound credit conditions
by exerting an influence on changes in the volume of
bank credit, and, secondly, to provide the Federal re-
serve banks with sufficient resources to enable them
to pursue an effective banking and credit policy.
Since the volume of member bank credit needed to meet
the legitimate needs of trade and industry depends on
the rate at which credit is being used as well as on
its aggregate amount, it is essential for the exercise
of a sound control that legal requirements differen-
tiate in operation between highly active deposits and
deposits of a less active character. Requirements
for reserves should also be equitable in their inci-
dence, simple in administration, and, so far as pos-
sible, not susceptible of abuse.

"Similar principles underlie the present reserve
law, which in requiring lower reserves against time
deposits than against demand deposits, and lower re-
serves against the demand deposits of country banks
than against the demand deposits of reserve and central
reserve city banlcs may have been expected to impose
higher reserves on more active deposits than on less
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active deposits. Notwithstanding the fact, however,
that existing regquirements would appear to be so ar-
ranged as to make reserve regquirements.vary with the
volume and activity of deposits, experience shows that
since 1914 and especially since 1922 the proportion of
primary reserves held by member banks has steadily de-
clined in relation to the volume of member banik de-
posits and to their activity.

"This outcome has been the result of defects in

he definition of reserves, in the method of determin-
ng liabilities against which reserves must be carried,
and in the classification of banks and of deposits for
reserve purposes. The exclusion of wvault cash from
required reserves of member banl:s in 1917 has been fol-
lowed by a reduction in the vault cash hnldings of some
city baniks to a minimum; the rule that acounts due from
banis may be deducted only from amounts due to banks
has tended to decrease reserves in times of business
activity and to increase reserves in times of depres-
sion, and the establishment of a low reserve against
time deposits in 1914 has facilitated the growth of

bank credit without a corresponding growth in reserves.
Even if these particular defects in the present system
of reserves had not existed, however, the rapid increase
in the turnover of demend deposits which has occurred in
recent years would still have tended to prevent reserve
requirements from increasing in proportion to the growth
in the effective use of credlt by the customers of mem-
ber banks.

"Before deciding to recommend fundamental changes
looking toward the establishment of a new basis for
calculating required reserves, the Committee made every
effort to frame provisions designed to correct the
existing situation through modifications in the classi-
fication of cities for reserve purposes and in the clas-
sification of deposits subject to reserve, including a
more stringent definition of time deposits. As these
proposals were studied, however, it became more and more
evident that they would not be effective and that an en-
tirely new approach to the reserve problem was necessary.

"The Committee proposes, consequently, to abolish
completely the classification of deposits into time and
demand deposits, and the classification of member banks
according to their location, into central reserve city
banls, reserve city banks, and country banks., Instead,
the Committee recommends that all member banks and all
deposits be treated alike for reserve purposes, and that
the formila used in calculating reserve requirements




taice into account directly, instead of indirectly as in
the existing law, the activity as well as the volume of l
the deposits held by each individual member banlc, with-
out regard to the location of the bank or the terms of
withdrawal on which the deposits are technically held.
To accomplish this, the Comaittee proposes that each
member bank be required to hold a reserve equivalent to
(a) 5 per cent of its total net deposits, plus (b) 50
per cent of the average daily withdrawals actuslly made
from all of its deposit accounts. These withdrawals,
which are showa by debit entries on the books of member
banks, are the only real test of the activity of a de-
posit account and furnish the only basis by which that
activity can be equitably and effectively reflected in
requirements for reserves. Under this proposal, there-
fore, each deposit will carry a total recerve based on
its activity as well as on its amount. 4 totally in-
active deposit will carry a total reserve of only 5 per
cent, while a deposit balance which is checlked out on
the average once a week will carry a total reserve
equivalent to 12 per cent of its amount. For the aver-
age member bank the total reserve under the proposed
formula will be equivalent to about 8 per cent of its
deposits. To prevent this formula from imposing too
great a burden in extreme cases, the recommendations

of the Committee also provide that in no case shall

the aggregate reserve required of a bank exceed 15

per cent of its gross deposits.

"The Committee proposes to include in legal re-
serves, in addition to the funds vhich member banks
have on deposit with their Federal reserve banls,
their vault cash, with certain limitations, as both
classes of funds contribute to the strength of the re-
serve banks and have a direct effect on the reserve
system's control of changes in member bank credit. It
proposes also to place country member banks on a parity
with city banks with respect to deductions from deposit
accounts by permitting banks in calculating net deposits
subject to reserve to deduct balances due from member
banks and items in process of collection from total de-
posits instead of from balances due to banlts alone, as
is the practice at present. >

"The Committee feels that the existing volume of
reserves is sufficient at the present time to provide
the reserve baaks with the funds they require to per-
form their functions. Its proposals, consequently, do
not contemplate a change in the total amount of reserves.
They are intended rather to change the nature of fluctu-
ations in the volume of reserves and to iron out in-
equitable features in their distribution among the mem-
ber banis."




Reception of plan

Dr, Benjamin Anderson, economist of the Chase National Bank of New
York City, has characterized the plan in tlhie Chase Economic Bulletin for
May 1932 as a thoroughly unsound and dangerous proposal, and has stated [
that it rests "on an unsound and arbitrary theory, and a very inadequate
examination of the facts," and "that it is & dangerous and radical inno-
vation. T I hese charges Dr. Anderson formulated nine specific [
indictments of the plan proposed by the Committee on Bank Reserves, and
in addition advanced his own plan for curing defects in member bank re-
serve requirements,

The Anderson plan for member bank reserves

According to the plan advocated by Dr. Anderson for correcting
existing abuses in the functioning of member bank reserve requirements,
each individual member bank would be permitted to maintain indefinitely
a volume of time deposits equal to its existing time deposits and to
hold a 3 per cent reserve against these deposits. All future increases
in its deposits, however, would carry a demand deposit reserve of 1,
10, or 13 per cent according to the classification of the bank as a
country, reserve city, or central reserve city member bani:. Should a
menoer banii's time deposits decline in the future, the level to which
they decreased would constitute a new maximum of the volume of time de-
posits on which it could claim a 3 per cent reserve.

The chief advantage of this suggestion is that it would prevent
urther wealening in the reserve position of member banks arising out

of the classification as time deposits, of deposits which are
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essentially demand in character. It would be unsound, lowever, since
it would use deposits as of an arbitrary date to deteraine the amount f
of reserves required. It would give some banks a low reserve on a
large proportion of their deposits and other banks a hizh reserve on
most of their deposits without reference to their actual future com-
position. At the same time, it would not correct in any way the pres-
ent reserve advantages of those banks which have been most actively
concerned with the abuses which have developed in connection with time 1
deposits. 1In fact, those banks vwhich are benefitting competitively
today as a result of a false classification of deposits for reserve
purposes would retain these competitive advantages indefinitely under
the Anderson proposal.

In advancing this proposal, Dr. Anderson accepts the view of the
Committee on Bank Reserves which associates the overexpansion of banlk
credit prior to 1929 witih the progressive decline in the ratio of re-
serves‘to banlz credit outstanding. His proposal for correcting the
situvation confines itself, however, solely to that phase of the prob-
lem vhich is related to the overexpansion of time deposits and does
not touca in any way the decline in vault cash reserves waich followed
the 1917 amendment to the Federal Reserve Act, vhich eliminated member
banl: vault cash from required reserves. Following the enactment of
this amendment, member banks have progressively decreased their hold-
ings of vault cash. This decrease, the Committee on Bank Rescrves
showed, was fully as important in the overexpansion of bank credit

prior to 1929 as the overexpansion which may be attributed to the 3
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per cent reserve against time deposits. It was particularly marked,
moreover, at the larger metropolitan banks which can obtain additional
currency supplies guickly because they are located close to the Federal
reserve banks, and thus tended to establish serious inequalities in the
relative proportion of aggregate reserves carried by different individ-
ual banks. Nor does the Anderson plan correct in any way the other

majbr defects in the existing system of reserves which were outlined in
the report of the Committee on Bank Reserves, namely, the techanical
problem of defining what deposits are subject to reserve and what de-
ductions may be permitted in arriving at the volume of net deposits
subject to reserve requirements. The Committee showed that the pres-
ent definitions of the items had operated not only against sound credit
conditions by tending to increase required reserves when business is
inactive and to decrease reserves in times of increasing business
activity, but also to the advantage of the large city correspondent
banks which competed actively for the balances of other banlks. In
short, the merit in the Anderson proposal arises solely out of the
fact that it would prevent future overexpansion of banl credit aris-
ing out of a false classification of time deposits. In accomplishing
this end, however, it would preserve all the competitive advantages
individual member banks have achieved in the past by permitting
deposits of a demand character to be classified as time deposits. It
would not correct the tendency for effective reserves to be further
reduced by further economies in vault cash nor would it eliminate the
tendency for reserve requirements insofar as they are affected by the

definition of net deposits subject to reserve, to fluctuate in an
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opposite direction to that required for the maintenance of sound credit
conditions. Finally, it would not disturb in any way those conditions
which since 1914 have gradually had the effect of creating an inequit-
able distribution in the volume of reserves carried in favor of the
large metropolitan city banks and against the smaller outlying banks
located at a considerable distance from the reserve banks.

NINE SPECIFIC CRITICISMS OF PLAN PROPOSED BY THE COMMITTEE ON BANK
RESERVES

I FEffect of Committee's proposal prior to 1928

In commenting on the plan proposed by the Committee on Bank Re-
serves under which all member banks would be required to carry reserves
in cash or with the Federal reserve banks equivalent to 5 per cent of
their net deposits and 50 per cent of their average daily debits to de-
posit accounts, Dr., Anderson makes the following criticism:

"It is clear that the proposal would have imposed
little restraint until 1928, by which time the vast ex- t
pansion of net deposits was practically completed, and
the substitution of real estate mortgages and stock
market assets for commercial assets in the portfolio of
banks was practically completed. Thus the plan would
facilitate rather than retard bank expansion, up to the
point where a dangerous boom was already under way."

In making this criticism, Dr. Anderson was misled by the fact that
the chart published in the report of the Committee on Banlk Reserves,
which compared present requirements with those recormended by the Com-
mittee, showed that required reserves under the Committee's plan would
have been higher than present requirements since 1928 and lower than

present requirements prior to that time. From this fact, Dr. Anderson

drew two erroneous conclusions: (1) that the Committee's plan would




not have exercised restraint prior to 1928, and, (2) that it would have
facilitated bank credit expansion prior to that time. The fact is that
in formulating its recommendations the Committee sought to impose require-

ments which at the time they were adopted would neither increase nor de-

crease greatly the existing aggregate volume of member bank reserves.
This is on the same theory of letting bygones be bygones as that adopted
by Dr. Anderson when he proposed that each bank be permitted to carry a
3 per cent reserve on its existing time deposits and that the higher re-
serve requirement be applied only to future increases in time deposits.
Under conditions prevailing in 1931 a smooth transition was achieved in
the Committee's plan by recommending a reserve of 5 per cent of total
net deposits and 50 per cent of average daily debits to deposit ac-
counts, Under conditions prevailing in 1924, on the other hand, it
would have been necessary, in order to carry out this same principle,

to recommend higher rates, say, 6 per cent of total net deposits and

60 per cent of average daily debits to deposit accounts, since between
1924 and 1931 the various defects in our present system of reserve re-
quirements have in the azgregate permitted a material reduction in the
ratio of member bank reserves to member bank liabilities. In view of
this reduction, any comprehensive plan for the reform of reserve re-
quirements which carried out this principle and did not, as in Dr.
Anderson's plan, permit individual member banks to retain competitive
advantages which arose out of loopholes in present reserve requirements,
would be bound to show lower requirements on the basis of 1924 figures
than actual requirements at that time. In other words, if the proposed

requirements were such that they would increase more rapidly between
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1924 and 1931 than present requirements and if they were applied with
percentages that would bring about no material change in 1931 at the
time of transition, the percentages recommended would of necessity s™ow
a smaller volume of reserves on the basis of 1924 figures than present
requirements. For the very same reason, however, had the proposed plan
been adopted in 1924 with percentages which would have involved no change
in the aggregate volume of required reserves in that year, total reserves
under that plan would have increased more rapidly thereafter than re-
serves under present requirements.

The extent of this increase is indicated on the attached chart

where the plan of reserve requirements proposed by the Co?mittee on Bank
1

Reserves is compared with that proposed by Dr. Anderson. It is assumed
in this comparison that both plans were placed in operation on a parity
in Jamuary 1924, and both lines on the chart, consequently, are drawn in
relatives with Jamuary 1924 equal to 100. This chart shows that required
reserves under the Anderson plan would have increased more rapidly than
under the plan proposed by the Committee on Bank Reserves during 1924

only, when there was a business recession and restraint was not needed,

but that in 1925, 1926, and 1927, the Committee's proposal would have J

acted just as effectively to check overexpansion of credit as that pro-
posed by Dr. Anderson. In 1928 and 1929, during the worst phases of the

boom, the Anderson proposal would have exerted no additional pressure

1/ 1In this computation of Dr. Anderson's plan, funds deposited with
member banks as time deposits in January 1924 are permitted to retain a
3 per cent reserve but all additional time deposits are required to main-
tain the same reserve as demand deposits.




GROWTH OF RESERVES FOLLOWING 1924

COMPARISON OF COMMITTEE PLAN FOR MEMBER BANK RESERVES BASED ON ACTIVITY OF DEPOSITS
WITH ANDERSON PLAN BASED ON THE ELIMINATION OF
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while that of the Committee on Bank Reserves would have applied increas-
ing pressure on the credit situation until the boom was checked.

IT Irregularity vs. activitv as the true basis of reserves

The second criticism of Dr. Anderson attacks a major premise under-
lying the Committee's recommendations, namely, that the activity of a
deposit account as well as its volume should be taken into consideration

in determining the amount of reserve which it should carry, as follows:

"Activity of accounts is not a sound criterion for
bank reserves; irregularity is much more significant.
The country bank with a large time deposit from a cor-
poration in another city may be subject to a constant
menace, even though the deposit remains inactive for
months or years. A city bank with high daily activ-
ity, with well understood accounts of customers who
regularly balance their books at the end of the day,
and whose income and outgo match within a few hundred
dollars on a daily volume vhich may run into millions,
does not need to keep a large reserve against this
furnover. Inactive deposits of state, county and other
public money have again and again made difficulties for
small banks. Furthermore, when activity waxes and
vanes, both as to incoming and outgoing funds, keeping
& close balance between them, it imposes no justifica-
tion for increased reserves. The true theory of re-
serves relates them to (a) liquidity of other assets,
and (b) irregularity in net demand liabilities, and
(c) to variability in customers' borrowing demands.

It may be added that activity of deposits is usually
a concomitant of liquidity of assets. To the extent
that assets other than reserves are liquid, a bank
needs less reserves."

In this criticism of the Committee's recommendations, Dr. Anderson
has failed to distinguish between primary and secondary reserves. In
the paragraph cited, Dr., Anderson states admirably and concisely the
principles that should govern a bank in determining the volume of its

secondary reserves, i.e. the volume of funds it has invested in assets
Db oo,

that may be readily converted into cash to meet withdrawals. This




zed for FRASER

. . o e

volume must be determined by each bank on the basis of an analysis of its

accounts in terms of their irregularity, i.e. their likelihood of with-

drawval, and is naturally affected by the liquidity of its other assets.
Secondary reserves, however, are not primary reserves and failure to dis-
tinguish properly between the two may become a menace to the preservation
of sound credit conditions.

Secondary reserves are invested funds and place no limit on the po-
tential capacity of bank credit as a whole to expand indefinitely. It is
the function of primary reserves, on the other hand, to safeguard the
credit structure against such overexpansion of its liabilities. Primary
reserves consist of cash or balances with the Federal reserve banks, both
of which are closely related to gold in that they are covered to a con-
siderable percentage of their face value by gold., If primary reserves
are maintained in proportion to the volume and use of credit instruments
that are substitutes for cash, they limit the tendency of banks to over-
expand these instruments in periods of boom conditions and tend to ease
credit in periods of depression.

Confusion between these two types of reserves inevitably leads to
banking disorders. A banking system which held no primary reserves but
invested all its assets in secondary reserves instead would not thereby
assure its ability to meet withdrawals on demand, since this very pro-
cess would remove all reserve limitations on the potential capacity of
credit to expand and would tend to inflate the credit structure to the
point where even the soundest secondary reserves would become unliquid
when attempts were made to realize upon them.

Conversely, primary reserves alone cannot perform the function of
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secondary reserves in the maintenance of bank liquidity or in assuring
the ability of a bank to meet withdrawals arising out of irregularity in
its deposits. In the first place, primary reserves are not sufficiently
large to perform this function. They cons¥itute considerably less than
ten per cent of the liabilities of our banks, the greater number of which
normally experience much larger fluctuations than this in their accounts.
No plan for primary reserves which established requirements sufficient to
protect a bank against irregularity of withdrawals could be seriously pro-
posed if the amount of primary reserves involved in such a proposal were
once computed. Dr. Anderson, himself, in company with other students of
the problem, has condemned the reserve provision in the original Glass
bill, which added $660,000,000 to the primary reserves of member banks in
the course of the next five years, on the ground that it would force far
too great a liguidation of member bank credit. A primary reserve require-
mhich protected individual banks against irregularity in
their deposits, and which enabled them to meet the constant shifting of
deposits from bank to bank that accompanies the normal proccsses of trade
and industry, would involve an increase in primsry reserves by a far
greater amount than $550.0&0,00G, and would exert an influence toward
liguidation of far greater magnitude.

In the second place, the attempt to substitute primary for secondary
reserves has always had serious repercussions when it has been tried in
this country. Prior to the establishment of the Federal reserve system,
national banks outside the central reserve cities were required to hold a
certain proportion of their reserves in cash, i.e. as primary reserves,

while, for the remainder of their requirements, they were permitted to




utilize either cash or secondary reserves in the form of balances with
their city correspondent banks. VWhen, in times of strained credit con-
ditions, these banks exercised their lezal right to hold the whole of
their legally required reserves in cash, the ensuing drain of cash from
correspondent ban'ts to interior banks tended always to create a money
panic.

Irregularity of deposits constitutes a major factor in the deter-

mination of a bani:'s policy with regard to secondary reserves, but is

not, and cannot be made, a determining factor with regard to primary re- |

serves. To adopt the principle that legal reguirements for primary re-
serves should be based upon irregularity of withdrawals would not only
involve drastic credit liquidation because of the huge amount of primary
reserves required. It would at the same time unduly favor large banking
units and ultimately open the door for a wider and more far-reaching de-
future ratio of primary reserves to credit
nied and facilitated the disastrous boor
This would come about, because irregularity of deposit
the unit size of busines zanizatio: is
igsolated small industrial organization to achieve the
same regularity in its accounts as the huge vertical combine which ex-
ercises control over the fabrication process from the extraction of its
rawv materials to ir final sale to the consumer. Similarly, the small
independent unit bank expepiences greater irregularity in net withdraw-
als or outpayments than large unit banlss or the huge consolidated branch
banking system in which a large proportion of checks drawn are paid over
to other customers of the same institution and involve no net outpayment
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of funds by the bank. Theoretically, if a single banl: with its branches
conducted the banking business of the entire country, there would be no
net bank withdrawals arising out of internal trade. While such a condi-
tion is conceivable only in theory, nevertheless, there has talen place
in recent years a marked trend toward the integration and consolidation
of both industrial and banking units in this country and this trend may
continue to characterize the future. Should Dr. Anderson's principle of
irregularity be adopted as the basis for determining legal requirements
for banic reserves, it would favor large institutions as compared with
small and a contimiation of the present trend toward baniting integration
would in and of itself act as a generative force tovard a tremendous
credit inflation since a decrease in irregularity arising out of integra-
tion of corporate units would constitute an apparently valid reason for
a reduction in primary reserve reguirements.

To adopt the principle of irregularity, furthermore, would, as Dr.
Anderson implies, justify higher required reserves against savings de-
posits which though inactive may occasionally be withdrawm in substantial
amounts, than against highly active accounts waich maintain a stable net
balance, no matter how large the volune of business transacted tarough
such accounts might be. This would divorce variations in reserve even
further from variations in business conditions. It would even lead to
the conclusion that no reserves should b; required against brokers' bal-
ances, for brokers' accounts typify probably 'as well as any those deposit
balances described by Dr. Anderson as accounts of customers "wuo regularly
balance their books at the end of the day, and whose income and outgo

match within a few undred dollars on a daily volume which may run into
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millions." Finally, irregularity cannot be objectively determined. There
is no workable formula by which variations in the regularity of deposits
can be legislated into corresponding and adequate variations in reserves.
Irregularity as a criterion for reserves, therefore, relates to sound
banking procedure with respect to secondary reserves but cannot be used as
a guiding principle in the formulation of legal requirements for primary
reserves, Dr, Anderson's own plan for reserve requirements, namely, that
each member bank should maintain existing reserves on its existing depos-
its but that future increases in all deposits, both demand and time,
should carry a primary reserve equivalent to 13, 10, or 7 per cent accord-
inz to its location in member banks classified as central reserve city
banks, reserve city banks, or country banks does not contain any specific '

proposal that applies the principle that "the true theory of reserves re- |
lates them to (a) liquidity of other assets, (b) irregularity in net de-

mand liabilities, and (c) variability in customers' borrowing demands."

III Reserve reguirements in relation to credit policy

In his third criticism, Dr. Anderson admits there may te some merit
in the Committee's proposal, but objects that reserve requirements cannot
be relied upon to replace discount and open-market operations in restrain-

ing a boom.

"It is sometimes, not always, true that reserve
requirements based on gctivity would constitute a brale
in the final stages of a period of speculation. But
the traditional method of increasing discount rates and
selling securities would be a safer bralke, and one that
could be asplied much earlier. The reserve reguirenent
plan would not be subject to the use of judgment, and
might easily be too drastic. It might, on the other
hand, oe inadequate, through the markets finding ways
to reduce turnover."
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This paragraph reads into the report of the Committee on Bank Re-
serves implications which are not there. The Committee advanced no pro-
posals for abolishing or limiting the freedom of action of the reserve
bvanks with respect either to discount rate changes or to open-market
operations. The Committee did point out that present reserve require-
ments frequently worlk to neutralize the effectiveness of discount and
open-market operations. It also took the position that a correct system
of reserve requirements should act in the same direction as an effective
open-market and discount rate policy. There is nothing in the Commit-
tee's recommendations to imply, however, that the Committee regarded ite
plan as a substitute for changes in discount rates or for open-market
operations.

IV FEffect of Committee plan during a panic

The fourth criticism of Dr. Anderson's relates to the effect of the
Committee's plan on bank reserves during the culminating period of a

boom and thae commencement of a business decline:

", . . . activity of deposits usually reaches
its very peak in a panic. When speculation has once
collapsed, it becomes definitely dangerous that re-
serve requirements should be suddenly and sharply
raised in a period of panic and ligquidation, The
chart on page 19 of the Federal reserve memorandum
shows that its requirements would have been highest
in the midst of the panic of 1929, when every effort
was being made by the Federal reserve system to re-
lax the tension."

It is true that the activity of deposits increased very sharply to
pealz levels during the initial stages of the decline in 1929 and that

this activity would have tended to increase reserve requirements under
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the Committee's plan at that time. Dr. derson neglecis o state, how-
ever, that the same chart to which he refers shows that banl: reserves
under present requirements also increased sharply, due to the sudden de-
positing with banks of a huge volume of funds which had previously been
loaned by others than banlks in the call loan market. This increase in
deposits as well as the increase in activity was an import factor in the
increase in reserves under the Committee plan shown orn the chart and tine
same increase would have occurred under the plan of reserve requirements
which he, himself, advocates. (See Chart I) The increase under the Com-
mittee's plan during this period would have differed in only one important
respect from present requirements or from requirements under the Anderson
plan., Under present requirements and under the Anderson plan, the in-
crease in reserve requirements during the market break at the end of
October 1927 came suddenly, almost overnight, and the Federal Reserve
Bank of Newr York was forced to buy open-market securities hurriedly in
order to prevent tension in the money market. EHad the Committee's plan
for member bank reserves been in operation, however, the increase in re-
guirements due to increased activity would have been averaged over the
following eight weeks, and part, at least, of these same open-market
operations could have been planned for in advance. One of the merits of
the Committee's plan is that it would permit the Federal reserve system
to prepare itself to offset the effect of sudden and drastic shifts in
credit conditions such as those which occurred during the auturn of 1929.

V Effect of Committee's proposal at yvear-end settlements

Dr, Anderson next criticizes the effect of the Committee's plan on

year-end settlements:
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"The new plan, furthermore, would increase the
tension in the money mariczet at the year-end settlement
periods. The curve on page 19 of the Federal reserve
memorandum shows how reserve requirements under the
new plan rise more sharply at the year-end than under
the existing law, and how the new plan would prolong
the tension by carrying it over into the new year."

In making this criticism, Dr. Anderson misreads the chart to which
he refers and neglects to take into account the importance of seasonal
changes in currency demand at the year-end., The following table compares
the increase in member bank reserves between November and December of each
year under present reguirements and under the Committee's plan, as showmn
by the figures from which the chart to which he refers was prepared. It
indicates that the year-end increase in reserves shown on the chart was
usually smaller under the Committee plan than under the present plan.

ESTIMATZD CHANGES IN MZIMBER BANK RESERVES (INCLUDING VAULT CASH)
BETWZEN NOVEMBER AND DECEMBER 1924-1930

(Millions of dollars)

1925 | 1926 | 1927

Under present e
requirements : 3| + 37 | + t - 89

Under the Committee
plan 13 | + L3 - -257

T T

Tension in the money marl:et, however, during December reflects only
in minor part the effect of year-end settlements, the major factor being
the high seasonal level of currency demand which accompanies the holiday
season. Currency normally goes out from the banks into circulation in

huge volume from Thanksgiving to Christmas, and brings heavy pressure on

R
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the money marlzet in the*process. Between Christmas and New Year's Day some
of this currency returns but is offset in its effect upon the money market
by a sharp increase in banlz reserves due to year-end settlements, window
dressing for the year-end call of the Comptroller, etc. During Jamuary the
whole situation changes; open-market money rates decline and tension is fol-
lowed by seasonal slack in the money market as currency returns from circu-
lation and the year-end pressure on bank reserves is relieved.

The Committee on Banlk Reserves consciously and definitely took this
succession of factors into consideration in framing the technical phases of
its recommendations. By recommending that the reserve against activity of
deposit accounts be calculated on the basis of average daily debits during
the preceding eight weeks, it provided a plan in which the high activity of
deposit accouints during December would not be reflected wholly in December
requirements for bank reserves, when currency pressure was also high, but
would be passed on in part into January when the return flow of currency
from circulation normally creates a short period of "sloppy" money condi-
tions., The fact, therefore, that member bank reserve requirements would
be somewhat higher in Jamuary than in December under the Committee plan
does not mean, as Dr. Anderson states, that the year-end tension would be
prolonged into January. Instead, it means that the Committee devised a
plan by which some of the effect‘of the year-end pressure from bank re-
serves would be removed from December when the banks are also under pres-
sure to provide currency for circulation, and shifted to January when the
return of currency is more than ample to offsget its effects.

VI _FEffect of Committee plan on agricultural banks durines marketing season

In his sixth criticism, Dr, Anderson analyzes the effect of the
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Committee's proposal on agricultural banks during the period of agricultur-
al marketing:

"More important are the longer settlement periods
in agricultural regions. Banks there show little activ-
ity through the greater part of the year, with sudden
spurts when crops are being sold and farmers are paying
their debts. This period ought not to be complicated by
a sharp increase in reserve requirements. The fact that
the Federal reserve plan proposes to base reserve re-
quirements on an eight weclks' average of activity might
soften the difficulties regarding year-end settlements
and very short and sharp periods of panic security li-
guidatvion, but not those of slower commercial crises,
or of agricultural settlement periods. These periods
often run for four months, and sometimes five months."

The implication of this paragraph that agricultural ovanks would find
it difficult to meet increased reserve requirements during the summer and
fall marketirg season is quite contrary to the facts. Reserve requirements
of typically agricultural banizs would not fluctuate greatly because of
activity under the Committee plan for the reason that the activity of
country bank deposits is relatively low. To the extent that turnover in-
creases required reserves would also increase, of course, but the total re-
serves required of these banks would fluctuate more with changes in their
deposits than with changes in activity.

The period in which most agricultural banks are under greatest pres-
sure is that which precedes the marketing season. It is during the spring
that farmers are drawing down their cash and borrowing most heavily in
order to purchase seed, fertilizer, and meet other expenses incidental to
the production of crops. These demands put the agricultural banks under

pressure at that time and cause them to liquidate secondary reserves and

to borrow both at city correspondents and at the Federal reserve banks.
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During this period deposits decline and activity is low, and reserves under
the Committee plan would be reduced. When crops are harvested and the mar-
keting season arrives this pressure usually changes to one of increasing
ease because farmers use the cash received from marketing their crops to
pay off their loans and build up their deposits. The agricultural bank in
turn uses these funds to retire its own borrowing and to increase its
secondary reserves in the open market. In short, the period of crop mar-
keting is customarily the period when an agricultural bank is in a favore
position to hold increased reserves.

VII Effect of Committee plan on general credit conditions in 1919-1920

Dr. Anderson next criticizes the manner in which the Committee plan

of bank reserves would have operated in 1919 and 1920, as follows:

"Had the figures for 1919-20 been studied, I do not
believe that the proposal would have been made. These
figures show that velocity of bank deposits for the whole
couniry outside New York City stood virtually as high in
the seven-month crisis and liquidation period, June to De-
cember 1920, as they stood in the boom period preceding,
August 1919 to May 1920, and well above the velocity of
the more tranquil period that preceded the boom. The ve-
locity index, obtained by dividing individual debits by
deposits of reporting member banks, was as follows:
February-April 1919, 191; August 1919-May 1920, 217; June
1920-December 1920, 213. Similar results are obtained by
dividing clearings by deposits, the figures snowing:
February-April 1919, 170; August 1919-May 1920, 195; June
1920-December 1920, 189. Had the Federal reserve 'veloc-
ity' plan been in operation in the crisis, 1920, the dif-
ficulties of the banks outside New York City would have
been greater than they actuplly were."

It is true that the activity of deposits at reporting member banks
outside New Yorl: City decreased only slightly on the average during the

months June-December 1920, as compared with the months August 1919-May
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1920. It is equally true, however, that average net demand plus time de-
posits of these same banks for the same periods did not decrease at all.
In fact, they increased by five per cent. It follows that required re-
serves under the Committee plan which talkes into account the activity as

well as the volume of deposits, would have been reduced somewhat after May

{
1920 because the activity of deposits decreased, while required reserves

under the Anderson plan, which takes into account only the volume of de-
posits, would have been increased. In the following table, total reserves
(including vault cash) of reporting member banks outside New York City are
compared during 1919 and 1920 by semiannual periods, in terms of relatives
with January-June 1919 egual to 100,
RESERVES INCLUDING VAULT CASH OF REPORTING MEMBER BANES
OUTSIDE NEW YORK CITY

(Relatives for semiannmual periods with Jamuarv-June 1919 = 100)
Present plan Anderson plan _4 Cornmittee plan

1919
Jamiary-June 100 100 100
July-December 108 110 114

1920
Jaruary-June 115 120 124
July-December 114 120 123

0f the three plans for reserves compared on this table, the one which

is advocated by Dr. Anderson, himself, is the only one which would have

failed completely to reduce reserve requirements at banks in leading cities /

outside New York after the culmination of the boom in 1920. Requirements
under the present plan and under the Committee plan, on the other hand,
both showed a slight reduction during this period, reflecting in the case

of the present plan a reduction in demand deposits which was partly offset
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by a growth of time deposits, and in the case of the Committee plan, a

reduction in the velocity of deposits, which was partly offset by a growth
2/

in the volume of deposits. In the accompanying chart fluctuations in re-
serves for this group of banks under the Committee plan are compared with
fluctuations under the Anderson plan for the three years 1919, 1920, and
1921, The chart shows clearly how much more effective the Committee plan
would have been both in tightening credit conditions during the boom in
1919, and also in easing conditions during the depression and liquidation
of 1921,

VIII Effect of Committee plan on individual cities--1919-1920

"When individual cities and regions are studied,
many are to be found where velocity during the crisis
period was far higher than velocity during the preced-
ing period of boom.

"Comparing National bank deposits with debits to
individual accounts, we find this to be true for Fort
Worth, Texas, for Indianapolis, for Cedar Rapids, Iowa,
for Wichita, Kansas, and for San Francisco. In all
five of these cities, which are representative of a
large number of others, reserve requirements would
have been higher in the seven months of crisis and 1li-
quidation than in the preceding boom period."

These figures are based on estimates of reserves required under the
three plans. For these estimates, figures of net demand deposits,
time deposits, U. S. Government deposits and vault cash are directly
available from published figures for reporting member banks outside
New York City. Average daily debits to individual account are esti-
mated as equal to 8%,7% of total reported debits outside New York
City during that period, and debits to bank account of this group of
banks as equal to 85% of debits to individual account. In the com-
putation of reserves under the Anderson plan, funds deposited on
time with member banks in January 1919 are permitted to retain a 3
per cent reserve but all additional time deposits are given the same
reserve as demand deposits.
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"INDICES OF VELOCITY OF BANK DEPOSITS IN CERTAIN CITIES

|
Cedar Fort

SN | et
Rapids| " = &lWorth

Pre-boom, Mzrch-May 1919 100 { 100

Boom, September 1919-February 1920 1@5.3 ; 93.5H
Crisis, June-December 1520 5l 101.5 10% 7
|

While reserves in some locelities might have increased under the Com-

mittee plan, it is extremely doubtful whether the five cities cited by Dr.

Anderson would have fallen into this category. Dr. Anderson computed his
indices of velocity for these five cities by comparing the deposits of all
national banks with debits for all clearing house banks within each city,

thus introducing a strong possibility of error in the event that relative

chanzes in deposits of national banks did not reflect changes in the de-
23 P

posits of all clearing house banks.

In the case of Indianapolis, Wichita, and Fort Worth, there were 27
national banks in these cities in 1919, of which four were not members of
the Clearing House, according to Rand McNally. In 1920 there were 32 na-

-

tional banks in these cities, of which all but one were members of the
Clearing House., At the same time, the nmumber of non-national banks that
were members of the clearing house in these cities increased from 1l in
1919 to 18 in 1920. The eomparison in these cities is further complicated
by the fact that they are all important livestock centers and the total
debits which they report upon which Dr., Anderson has based his calculations
include debits from stockyard banks which, as the Committee indicated in
its report, are extremely high in relation to deposits. The high rate of

turnover at these banlts, however, would not necessarily be reflected in a




corresponding increase in reserves under the Committee plan since the re-
serve requirement of these banks might be limited by the provision recom-
mended by the Committee fixing 15 per cent of gross deposits as the maxi-
mun reserve required of any individual bank, or by the provision subse-
quently recommended by the Federal Reserve Board which would permit member
banits to ignore turnover on extremely active accounts provided they main-
tained a reserve of 5O per cent against the net balance in such accounts.
In the case of San Francisco, the comparison is vitiated for the same
reason. During 1920, furthermore, the Mercantile National Bank was merged
with the Mercantile Trust Company, which at the same time was joined by
the Savings Union Bank and Trust, a merger which had a tendency to decrease
national bank deposits and to increase clearing house debits,

In the case of Cedar Rapids, Iowa, there may have been a real increase
in deposit activity during 1920. In this city there were no shifts in na-
tional banks or in banks having clearing house membership to account for a
very shnarp increase in the volume of debits., The increase, however, is
much more puzzling than is indicated by Dr. Anderson. Debits in Cedar
Rapids averaged around $20,000,000 a month during the first five months of
1919, then suddenly doubled to around $40,000,000 a month, and continued
to fluctuate seasonally and cyclically around this inflated level in the
midst of thie depression through all of 1921. During the first half of
1922, they returned to their previous level of around $20,000,000 a month
and have moved in harmony with that level since that time, It is probable,
consequently, that there is some special and particular reason which ac-
counts for the sudden doubling of debits from their expected volume in

Cedar Rapids from June 1919 to December 1921, and that this increase was




not, as is implied in the.quotation, a typical aftermath of the boom.

It is one of the distinctive advantages of the Committee plan that
it is highly respdnsive to business conditions. It is responsive mox e~
over in a selective sense, increasing or decreasing only in those local-
ities where the'volume or activity of deposits is increasing or decreasing,
and within those localities fluctuating at those banks whose customers are
involved in the activity., While the ebb and flow of economic activity be-
tween boom and depression exhibits congiderable similarity throughout the
industrialized world, it is by no means uniform. It is a matter of common
observation, for exemple, that during the present depression France for a
long time appeared little affected, while during the depression of 1920-
1921 certain important parts of South America were affected mich later
than the United States. It is highly probable that this same diversity
might be found in some degree within the United States, that some areas
might be found in which business continued to expand for a time after the
peak of the boom had passed in the country as a whole, and that in these
areas the activity or volume of deposits at that time were such as to re-
quire increased reserves under the Committee plan. It is one of the
merits of the plan that it would act in this manner, for business and
financial commitments in such a commnity, undertalen at a time when the
rest of the world is hHeading into a depression, are particularly suscept-
ible to disaster.

Effect of Committee plan in Florida

"The Report-of the Federal Reserve Committee on
Bank Reserves (page 18) refers to the Florida real
estate boom as occasioning increase in velocity of
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depogsits, in illustration of their contention that re-
serves based on velocity would operate as a brake on
speculation, They give no figures. The fact is that
the Florida figures offer a most powerful argument
against their plan. The figures for Florida are as
follows:

"INDEX OF VELOCITY OF BANK DEPOSITS IN FLORIDA

Deposits Debits

Index of
velocity

(000,000) | (1920-1924 = 100)
December 29 201.5 106

April 3 238.3 110
June 30 230.8 106
September 14 216.0 89
December 31 243.8 122

March 31 286.6 116
June 30 273.8 111

April 18 b72.2 176
June 30 530.2 197
September 28 682.4 226
December 31 788.8 293

April 10 704, 2 2u2
June 30 565.8 215
December 31 Lg6.8 210

1927 darch 23 456.3 198
June 30 4os5.L 159
October 10 383.3 14
December 31 385.9 160
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"The Florida boom was active in 1923. It reached
dangerous heights in the latter part of 1924, and fan-
tastic heights in 1925. The frenzied buying of real
estate suddenly ceased in the late autumn of 1925. The
winter of 1925-1926 and the whole of 1926-1927 were a
period of prostration and liquidation,

"The velocity of bank deposits, however, declined
sharply from 1923 on through the whole of the boom,
The point is that, while debits to deposits grew, de-
posits grew more rapidly than debits. The Florida
banks during the boom, therefore, would have seen




their required reserve percentages come down, and money
would have been easier during the boom than it was. Ve-
locity does not rise in the figures above until the
period December 19256 to March 1927, something more than
a year after the crash had come, at which time the sur-
viving banks were under a cruel pressure and ought not
to have been subject to any more."

To state that the Florida boom "suddenly ceased in the late autumn of
1925" and that "the winter of 1925-26 was a period of prostration and 1li-
quidation" over-simplifies a rather complex situation. The Florida boom
was not concentrated in a single market such as the New York Stock Exchange
where turning points can be located to the day, but extended over various
parts of Florida and responded to some extent to varying local conditions.
A more accurate statement would be that the pace of the boom began to
slacken in the late fall of 1925 and that the episode on the whole was in
process of liguidation by the spring of 1926, The full impact of Dr. An-
derson's criticism, however, does not center around this point but around
the figures which he presents as indicative of the velocity of deposits at
Florida banks during these years.

To obtain this index of velocity, Dr. Anderson has divided an index

of Florida debits compiled from debits reported by three cities only--Jack-

sonville, Pensacola, and Tampa--and representative of conditions, therefore,

in these three cities alone, by deposits of banks, not in these three cities ‘\

but in banks throughout the whole of Florida including both member and non-
member banks. The result is a series of figures having no statistical
validity whatever since deposits for the State of Florida as a whole in- (
creased at a much more rapid rate up to 1926 than deposits in these three

cities alone and declined thereafter at a much more rapid rate than deposits
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in these cities.

It happens that the actual velocity of deposits for these three
cities over the period cited can be computed with less probability of er-
ror than usual since practically all of the banks in these cities which
report debits are member banks for which comparable deposit figures are
available. In October 1931, in fact, a special study made by the Commit-
tee on Banlk Reserves showed that member banks accounted for all of the
debits reported in Pensacola, for 97.3 per cent of the debits reported in
Jaclksonville, and for 96.2 per cent of the debits reported in Tampa. If
it is assumed that these banks accounted for the same proportion of total
debits reported in earlier years, the turnover of individual deposits for
the three cities can be computed for several dates during each year. The
following table compares the actual turnover of individual bank deposits

in these cities with the index computed by Dr. Anderson.
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INDEX OF VELOCITY FOR JACKSONVILLE, TAMPA, AND PENSACOLA COMBINED

(Relative average of U dates 1923 = 100)

As computed by Percentage of
Dr. Anderson As com?utej error in Dr.
(converted to SR b?515 Vet Anderson's

average 1923 %?tual figures after

basis) Rt base period

\pril 3 101 106
une 30 100 100
September 14 90 g2
December 31 109 103

F
March 31 g8 106
June 30 8¢€ 97

April 6 g1 112
June 30 g1 113
September 28 712 122
December 31 &1 119

April 2 75 106
June 30 &3 99
December 31 gl 103

This comparison shows (1) that the velocity of deposits in these
three Florida cities did increase greatly with the boom, (2) that velocity
reached its peak with the peak of the boom at the end of 1925, and (3)
that velocity declined throughout 1926 as the boom subsided. It shows also
that the error in Dr. Anderson's computation grew to 40 per cent at the
critical period in the comparison. It is true that the Committee formula
would not have caught all of this increase in velocity up to the autumn of
1925 nor all of the decrease thereafter, since debits first grew and sub-

sequently declined so rapidly that average daily debits over an eight-week

3/ In these computations indiyidual deposits as of call dates are divided
into average daily individuval debits for the four weeks preceding and
the four weeks following the call date.
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period did not adequately reflect the daily volume of debits at the end of
the period. The Committee formula would have reflected a considerable
part of this change, however.

These velocity figures continue to illustrate the advantages of the
Committee plan when they are studied individually, by cities. The varying
degree to which these cities were affected by the Florida boom is indicated
roughly by the accompanying chart which compares changes in the velocity of
deposits in each of these cities with changes in the dollar volume of
building permits issued. The lower part of the chart indicates that of the
three cities, Pensacola had only a small volume of building activity
throughout the period, that Tampa was the center of the largest increase in
building activity, and that the peak in building activity in Tampa fell in
the latter part of 1925, whereas in Jacksonville bullding continued very
high well into 1926. The upper part of the chart shows that these same
developments were reflected in the activity of deposits, that the velocity
of deposits was very much higher in Tampa where the boom was most Pro-
nounced than in Jacksonville or Pensacola, that velocity increased in
Tampa through 1925 while building activity was increasing, and declined
subsequently with the passing of the peak in building, that velocity fell
less in 1926 in Jacksonville where building activity remained high than in
Tampa where building activity declined, and that Pensacola, the city least
affected by the boom, was the only city in which velocity decreased
throughout the period. The different rates of turnover in the three cities
also indicate the desirability of taldng velocity into account. Under the
Anderson plan all new deposits in Tampa, where velocity was highest, would [

carry a | per cent reserve, whereas such deposits in Jacksonville where
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velocity was materially lower would carry a 10 per cent reserve. Under

the Committee plan average deposits in each city would carry a reserve cor-
responding to the average velocity in that city, and individval deposits of
different customers in each bank would carry a reserve that corresponded
with the velocity of the deposits.

Although Dr, Anderson's conclusion that the activity of deposits de-
creased sharply in Florida during the boom and increased thereafter was
based upon erroneous calculations, there is no theoretical reason why this
development might not have occurred. On the basis of past records, changes
in the velocity of deposits have regularly corresponded with changes in
business conditions, but it is not inconceivable from a theoretical point
of view that a situation might arise in which credit expansion was extremely
excessive and had as one result an increase in deposits that was more rapid
than the increase in debits. During a depression following such a boom,
deposits might decrease more rapidly than debits and there might therefore
be an increase in the velocity of deposits. In the event that this should
happen in the future at a time when the Committee plan of bank reserves were
in operation, it would not, as Dr. Anderson suggests, place banks under
"eruel pressure" at a "period of prostration and liquidation." The figures
which he cites for Florida, unrepresentative as they are of the actual facts,
may be used as representative of this hypothetical situation. In this table
of figures both debits and deposits increased rapidly up to December 1925
and decreased rapidly thereafter. DReserves based upon deposits and debits
under the Committee plan, consequently, as well as under the Anderson plan,
or the present plan, would have increased up to December 1925 and have de-

creased thereafter during the slump which followed the boom. An increase
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in velocity at that time, had it occurred, would not have put the banks
under "cruel pressure" but merely have prevented required reserves from de-
creasing as rapidly as reserves based on deposits alone.
Conclusion

Discussions of the Committee plan since its publication have revealed
some confusion over the extent to which credit conditions should reflect an
automatic influence such as reserve requirements as compared with policy-
expressing influences reflected in discount and open-market operations of
the reserve banks. The fact i; that credit conditions under modern bank-
ing organizations do reflect, and must reflect, both types of influence.
Without reserve requirements, imposed either by law or custom, policy-ex-
pressing influences such as changes in open-market operations and in dis-
count rates would have little or no effect upon credit conditions, for in
the final analysis the efficacy of these operations depends on the extent
éo which they affect either the volume of reserves which member banks hold, {
or the cost which member banks must incur when they borrow such reserves
from the reserve banks. If, under these circumstances, there were no re-
serve requirements, customary or legal, and member banis were indifferent
to the volume of reserves which they held, the influence of open-market
operations and discount rates would be correspondingly impaired.

Reserve requirements, consequently, constitute a necessary part of
the machinery that makes open-market and discount operations effective.
They are, furthermore, necessarily objective and automatic in their opera-
tion. They form part of the fixed legal baclpground or framework of our
credit institutions in which the volume of reserves required fluctuates

in accordance with changes in the items upen which they are based. Under
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a formula which bases required reserves solely on the volume of deposits,
for example, without regard to whether they are active demand deposits or
inactive time deposits, total required reserves would automatically have
remained high in the Middle West following May 1920, largely because such
reductions as occurred in demand deposits at that time were offset to a
considerable extent by increases in time deposits,

This fact, that reserve requirements in their very nature rust be
automatic in their effect, constitutes the main reason why'the items upon
which they are based should reflect insofar as possible basic elements in
the credit and business situation, for otherwise reserve requirements will
fail to support credit policies, as they should, and might even work in
direct opposition to policy, as has been the case on many occasions under
existing reserve requirements. The Committee plan meets this test by recom-
mending that reserve requirements be based on (1) the volume of deposits,
which measure the total volume of funds involved, and (2) the total volume
of debits, which measure the actual dollar use made of these funds. By de-
fining its requirements definitely in terms of these two basic elements,
the Committee plan automatically taltes into consideration the distinction
between time deposits and demand deposits, and also between demand deposits
in different classes of cities, which form the basis of differences in re-

gerve requirements under the existing system of reserves.
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bowers, it follows that Congress has the power to establish such
a system and to tale such steps as in its judgment are necessary

to protect it in the proper performance of its functions.
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October 21, 1932.

TO Federal Reserve Board SUBJECT: Questions of law and policy
: arising in the administration of
FROM Mr. Wyatt, General Counsel. Section 8 of the Clayton Act.
It is contemplated that, during their meeting in Washington
commencing on November 14, 1932, the Board will discuss with the
Federal Reserve Agents the policy and procedure which govern in grant-
ing permits under the provisions of the Clayton Act relating to inter-
locking bank directorates; and it is the purpose of this memorandum and
the attached memorandum by ifr. Chase to review this subject in the light
of gquestions which have arisen during the past year or two, in order to
furnish a convenient and helpful basis for discussibn.

HISTORY OF THE LEGISIATION.

t is believed that it would be conducive to a more thorough
understanding of the subject if the history and purpose of the Clayton
Act as a'whole are reviewed briefly before entering upon a discussion
of the specific problems confronting the Board.

The Shermen Anti-Trust Act dealt generally with monopolies and
restraints of trade and was construed originally by the Supreme Court
of the United States as making unlawful all contracts, combinations,
etc., which restrained trade.

Iater decisions, however, established what is known as the
"rule of reasgn", which was to the effect that only those contracts,
combinations, etc., were unlawful which operated to the prejudice of
the public interest by obstructing and restraining trade unduly and

unreasonably,

Under both interpretations, the Sherman Act dealt only with

Zé}z.yb‘z33the past, i.e., it attempted to prévent contracts and combinations in
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restraint of trade by penalizinz those which actually had restrained

trade.

As a result of the adoption of the rule of reason by the Supreme
Court in interpreting the Sherman Act, there was much public agitation; and,
in an effort to abolish the rule of reason, Congress enacted the Clayton
Act, supplementing the Sherman Act and other existing laws relating to
monopolies and combinations in restraint of trade.

The Clayton Act sought to prevent restraints of trade in their
incipiency by prohibiting certain types of agreements, relationships
and transactions which may result in a substantial lessening of compe-
tition,

The Clayton Act, therefore, unlike the Sherman Act, looks to the
future and ceals with results which may arise from the contracts, rela-
tionships and transactions with which it deals rather than with results
which have been accomplished,

This is an important distinction which must be borne in mind con-
stantly in administering and applying the provisions of the Clayton Act.

Following the panic of 1907, there was also an extended investi-
gation of the so-called "Money Trust". This investigation was made by
a special committee of Congress known as the Pujo Committee, which
recommended a number of different legislative measures to prevent a
restriction of credit and the stifling of competition between banks.

One of the committee's recommendations was that interlocking

directorates between banks be restricted; and it was in response to this
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recommendation that there was inserted in Section 8 of the Clayton Act
a provision forbidding all interlocking directorates between banlcs of
certain classes:

As originally enacted on October 15, 1914, therefore, Section 8
of the Clayton Act forbade all interlocking directorates between banks of
certain classes; and there was no authority anywhere to permit interlock-
ing directorates between banks within the prohibited classes.

The Xern Amendment of May 15, 1916, made an exception to Sectiocn
8 of the Clayton Act, authorizing the Federal Reserve Board, in its dis-
cretion, to permit interlocking directorates between not more than three

banks in the prohibited classes, if such banks were not in substantial

competition.

The other provisions of the Clayton Act had dealt with transac-—
tions which may result in a substantial lessening of competition, and it is
cbvious that the Kern Amendment was hased upon the same policy, the thecry
being that, if certain banks were not in substantial competition, then
no substantial lessening of competition could result from an interlocking
directorate between them.

It was found that the XKern Amendment operated illogically and
in some cases unjustly. Thus, it sometimes happened that a person would
serve for years as a director of three banks which were neot within the
provisions of the Clayton Act because of their size. One of the banks
would grow until its resources exceeded $5,000,000, thus bringing the
interlocking directorate within the prohibitions of the Clayton Act and
making it unlawful for the director to continue to serve all three banks

without first obtaining the Board!s permission. When the director applied
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for the Board's permission, it would te found that, notwithstanding

the interlocking directorate, the banks were then in substantial com-

petition. The Board would have to deny the permit and the director

would have to resign either as a director of the $5,000,000 bank or as

a director of both of the otlier banks. EHe was thus penalized for having

 a

permitted the banks to compete.

In order to cure this situation and to prevent this and similar
injustices, the Federal Reserve Board recommended that the Kern Amendmen
be further amended so as to authorize the Board to permit interlocking
directorates between not more than three banks in the prohibited classes

if, in the Board's judgment, such interlocking directorates Mwill not

result in a restriction-of credit or lessening of competition” between

the banks involved.
Congress, however, amended the Clayton Act so as to authorize
the Board to permit interloclking directorates between not more than

three banks in the prohibited classes, "if in its judzment it is not

incompatible with the public interest.n

As pointed out by Mr. Chase in the attached memorandum, Congress
probably had ian mind only such iaterlocking directorates as might result
ia a restriction of credit or a lessening of competition when it used
the phrase "incompatible with the public interest"; but the language has
a much broader meaning and can be applied to any interlocking directorate
which may for any reason whatsoever be incompatible with the publi#

interest.
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HAJOR QUESTIONS ARISING UNDER THE AMENDMENT.

This gives rise to the question whether, in passing upon

applications for permits under the Kern Amendment, as amended, the

Board should, (a) consider only the question whether the proposed

interlocking directorates may result in a restriction of credit or
substantial lessening of competition, or (b) should consider also

whether they will be incompatible with the public interest for any
other reason.

Regardless of whether the Board must consider the second question,
there also arises a question whether, as a matter of policy, it would be
advisable for the Board to exercise the power conferred upon it by the
amendment in such a way as to promote the public interest generally--for
example, by limiting the sphere of influence of bank directors whose
services in this capacity may be harmful to the banks, because of either
their malfeasance or their nonfeasance,

It could be argued that the language of the law is so clear that
there is no justification for referring to its legislative history and
that, therefore, in passing upon applications for permits under the Clayton
Act, the Board must take into consideration every factor having any bearing
upon the question whether the proposed interlocking directorate would be
compatible with the public interest.

On the other hand, it could be argued that the language is so
general that the Board is justified in considering the legislative history
in determining the scope of its duty in the premises; that the Clayton Act
deals only with the relationships between two or more banks; and that, in

the lizht of the history of the Clayton Act, the Board is not required to

)
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consider anything except the question whether the interlocking directorate
may result in a restriction of credit or a substantial lessening of compe-
tition between the banks involved.

Even if the Board decides that it is not reguired to consider any-
thing except the question whether the proposed interlocking directorate will
result in a restriction of credit or a substantial lessening of competition
between the banks involved, however, there would seem to be nothing to
preclude the Board from considering other questions. The question whether

it is incompatible with the public interest to permit an interlocking direc-

torate is left to the Board's judgment; and the Board is not required to

issue permits but is merely authorized to do so. The courts are very re-
luctant to review actions talen by administrative officers under statutes
vesting them with judgment or discretion and, when they review such actions,
they do not overrule the administrative authority unless it appears that
there was no reasonable foundation for the action taken and that it neces-
sarily must have been based upon prejudice, whim or caprice. Even if it
should appear unlikely that an interlocking directorate between two banks
would result in a restriction of crecdit or a substantial lessening of compe-
tition, therefore, the courts would not be likely to hold that the Board
exceeded its authority in refusing such a permit, if the Board should base
its action upon some other ground having a reasonable relation to the public
interest.

A DIRECTOR'S QUALIFICATIONS AND RECORD,

While it cannot be said in the light of its legislative history
that the Clayton Act impoges a positive duty upon the Board to consider any
question other than whether interlocking directorates probably would result

in a restriction of credit or a substantial lessening of competition, yet it
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would seem that the Board has ample authority, if it desires to do so, to
refuse to grant permits for interlocking directorates when for any other
reason the granting of such permits would, in the Board's judgment, be in-
compatible with the public interest.

The question arises, therefore, whether, as a matter of policy, the
Board should consider only the question whether interlocking directors
probably will result in a restriction of credit or a substantial lessening of

competition or whether the Board should consider other gquestions affecting

the public interest and especially the possibility of limiting the influence

of individual directors whose activities have been positively harmful to the
banks which they have served previously.

Vhere it appears that a director has had a bad influence upon a
bank, that he has been guilty of abusing his position as a director, that he
has grossly neglected his duties as a director, or that for any other reason
ne is an undesirable bank director, the Board cannot, under existing law,
prevent him from serving a single member bank; but, through the exercise of
the powers conferred upon it by Section 8 of the Clayton Act, the Board can
limit the sphere of influence of such a director by withholding its permis-
sion for him to serve more than one bank within the classes affected by that
Act.

It is well known that the principal cause of bank failures is bad or
careless management; the Board has formally approved a section of the Glass
Bill which would authorize it to remove bank officers and directors who have
been guilty of repeated violations of law or continued bad management; and
the question arises whether the Board should not take such factors into con-
sideration in passing upon applications for its permission to serve two or

more banks within the classes affected by the Clayton Act,
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There are many cases in which the courts have held bank directors
liable in their individuval capacities for losses sustained by their banks as
a result of the directors! misconduct or negligence; and in some of these
cases the courts have criticized the directors severely.

Suppose that, in such a case, the defendant should show the court
that, with full knowledge of the course of conduct upon which the suit is
founded, the Federal Reserve Board had issued a permit authorizing him to
serve as a director of the bank in question and also two other banks.

Or, suppose that it has been clearly established that a particular
individual completely dominated the affairs of a certain bank and that his
mismanagement and wrongdoing resulted in the bank's ruin. Suppose that such
a director should subsequently apply to the Board for permission to serve

three banks which obviously are not in substantial competition. Would it be

good policy for the Board to grant such a director its affirmative permission

to serve the three banks?

On the other hand, if the Board decides to consider questions of
this kind in its administration of the Clayton Act, problems will arise as to
how far the Board should go in investigating the records of applicants, how
far afield such investigations will lead the Board, and how large a burden of
responsibility the Board must assume in this connection?

Three possible alternatives are suggested:

1. The Board could consdider in this connection only such inform-
ation as is contained in records of which it has actual or constructive
notice--i.e., information in the records of the Board, the Federal Reserve
Agents and the Federal reserve banks; or

2, The Board could supplement information already in such records

Ized for FRASER
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by requiring the applicant (and possibly the Federal Reserve Agent and
the Chief National Bank Examiner) to answer a series of questions de-
signed to disclose the character of the director's influence as such
and whether his record as a director is good or bad; or

3. The Board could cause an independent and searching investi-
gation to be made regarding the character, qualifications and record of
each person who applies to it for a permit under the Clayton Act.

f the Board decides to go into this phase of the subject, it
will be necessary to consider which of these three course of action or

what other course of action it will pursus.

THE QUESTION OF COMPETITION.,

Applications involving banks which clearly are not in substantial
competition usually present no difficulties, because it can safely be

assumed that an interlocking directorate between them will not result in

a substantial lessening of competition; and such applications clearly

should be granted, unless it is incompatible with the public interest for
some other reason.

' When the Board receives an application for a permit to serve two
banks which clearly are in substantial competition, however, a number of
administrative questions arise,

If such banks have no common directors, it could be argued that
the mere fact that they are in substantial competition is not alone
sufficient evidence that a single interlocking cdirectorate between them
probably will result in a substantial lessening of competition and that,
therefore, the application should not be denied unless there is some
other evidence tending toc show that a substantial lessening of competition

probably will result,
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If this view ig adopted, however, then the question will arise
whether, under similar circumstances, the Board should grant permits

for a second, a third, a fourth, a fifth, interlocking directorate, and

so on., In other words, how many interlocking directorates between such

banks should the Board permit? Should it permit a third of the directors

of the one bank to be directors of the other? or half of them? or three-
fourths of them? or all of them?

It could hardly be denied that to permit all of the directors
of one bank to serve also as directors of a competing bank probably
would result in a substantial lessening of competition; and it would seem
exceedingly difficult to establish anything but an arbitrary rule as to
the number of common directors which should be permitted between such
banks.

In this connection, it must be remembered that the Clayton Act
establishes a basic rule that no interlocking directorates shall be
permitted between banks in the prohibited classes and that, when a dir-
ector applies to the Federal Reserve Board for permission to serve two
or three banks in the prohibited classes, he is asking the Board to take
action which will bring him within one of the exceptions to the Clayton
Act. He is asking the Board to make a special exception in his case;
and, in order to grant his request, the Board must find that it is not
incompatible with the public interest to do so.

In these circumstances, it would seem that, if the banks are in

ubstantial competition, the Federal Reserve Board, for its own protection,
ought to have in its records some affirmative evidence that such an inter-

locking directorate will not result in a substantial lessening of competition;
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and 1t would seem logical to place the burden of furnishing such information
upon the applicant who is asicing the Board to grant him a special privilege.
It would also seem that the evidence justifvingz the Board's action should be
something more than a mere expression of opinion by the applicant or the
Federal Reserve Agent.

In other words, the fact that the banlts are in substantial comneti-

tion could be considered as creating a presunption that an interlocking

Girectorate between them will tend to lessen competition; and the burden
could be placed on the applicant to furnish some affirmative ground for
zranting the permit,

It "rould seem entirely reasonable, therefore, to adopt the policy
of refusing to grant any new permits for interlocking Zirectorates between

banks which are in substantial competition, unless the applicant is able

to show the 3oard that there are exceptional circumstances which afford
some affirmative basis for such action.

It would be difficult, if not impossibdle, for the applicant to
show affirmatively that his service as a cirector of both banks will not
result in a substantial lessening of competition (unless he can show that
they are not in substantial competition); dbut a justification for the
granting o the permit could often be furnished in the form of some
affirmative rcason why it would be in the public interest for him to serve
both banlks.

Thus, the Board micht feel justified in zranting the application
if it could bve shown that one of the banks has been in serious difficulties;
that the apsplicant and his friends are willing to put large sums of money

in the bank to save it, if the applicant can become a director of such




-12- X-7278-a
bank in order to protect their interests as well as the interests of the
public.

Likkewise, the Board misht feel justified in granting a perait for
an interlocking directorate between competing banks, if it should appear
that the applicant has contributed materially to the jood management of
one of the banks and that the manazement of the other bank would be
materially strengthened by ovtaining his services as a director.

Another reason for placing unon the asplicant the burden of show-

inz some affirmative reason why his application should be granted is that

normally there is no one who will object to the granting of such appli-
cations., The information submitted by the applicant naturally is sub-
mitted in such a way as to make out the strongest pcssible case for hina
consistent with honesty and truthfulness, and he cannot reasonably be
expected to point out reasons why his application should not be granted.,
Experience has shown that Federal Reserve 4zents seldom recommend that
Clayton Act applications be refused and seldom produce facts not contained
in the applications and accompanying exhibits which tend to show that they
should not be granted. It is exceedingly difficult, if not impossible,
for the Fsderal Reserve Board to discover and produce such information.

MISCELLANEQUS QUESTIONS.

Other questions arisinzg from time to time in the administration
of the Clayton Act may be indicated very briefly as follows:

1, Vhether additional permits for interlocking directorates
should be granted when the banks involved are already closely knit with
numerous other banks in the same city by a spider web of interlocking

directorates.
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2¢ VWhether it is in the public interest for the Board to facil-
itate the organization of a chain or zroup of banks by permitting the
parent bani: to have interlocikting directorates with the other banks in
the group or chain,

3. - Whether under any circumstances it is proper to permit inter—
locking Cirectorates between a rapidly expanding branch banking system
and inlependent unit banks located in cities in which the parent bank has

branches, -

REVOCATION OF EXISTING PERMITS.

Section 8 of the Clayton Act, as amended, also authorizes the
Federal Reserve Board to revoke any permit for an interlockinz directorate
issued thereunder "whenever it finds, after reasonable notice and an

opportunity to be heard, that the public interest requires its revocation',

The question arises, therefore, whether the Board has a duty to
review existing permits from time to time and, if so, on what srounds
existing permits should be revoked.

Since the purpose of the Clayton Act, as amended, is not to
penalize competition between banks but to preserve and foster such compe-
tition, it would seem obvious that:

l. A permit for an interlocking directorate should not be revolmed

merely because competition between the banks has increased since the permit

was issuel; and
2. A permit should be revoked if it appears that the existence of
the interlocking directorate has reduced competition between the banks or

has prevented the growth of competition between them.
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If the Board decides that, in granting Clayton Act permits, it will
go into the question whether the influence of the applicant on the banks
involved might be detrimental, it would also be proper to consider the same
questions in determining whether or not to revolke existing permits; and 2ll
of the problems sugsested above should be considered in this connection,

It would seem that the possession of the power to revoke existing
permits whenever in its judgment the public interest so requires imposes a
duty upon the Federal Reserve Poard to exercise this power in such a way as
to promote the public interest. Therefore, it would seem that all existing
Clayton Act permits should be reviewed at reasonable intervals with view of
determining whether they should be revoked. In deciling whether to revoke
existing permits, however, the Board could properly take into consicderation
the question whether it would be in the public interest to do so in the light
of all circumstances existing at the time, including the unsettled banking

situation; and it would not seem necessary to review existing permits unless

and until the Board is prepared to revoke them and thereby disrupt existing

relationships, in cases where the facts seem to warrant such action,

RECOMMENDATION,

I respectfully recommend that copies of this memorandum and of
the attached memorandum by Mr. Chase be sent to all Federal Reserve Azents
for their information in advance of their conference with the Board and also
that I be authorized to send copies to Counsel for all of the Federal reserve
banks, in order that they may be prepared to discuss the subject with the

Federal Reserve Agents.
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I discussed the subject orally with Counsel for the Federal re-
serve banks during their recent conference here; but I think it would be
helpful for them to have copies of these memoranda,

Respectfully,

Walter Wyatt,
General Counsel,




CONFIDENTIAL X-7278-b
Oct, 3, 1932,
To: Fecderal Reserve Board Subject: Administration of Section
From: Mr. Chase, Assistant Counsel. . 8 of the Clayton Act.

In this memorandum are considered various questions arising in con-
nection with the administering of section 8 of the Clayton Act, as amended
(U.S.Code, Title 15, section 19), .The questions arise with regard to the scope
of the Board's authority under the standard prescribed by that section, namely,

compatibility with the public interest.

As originally enacted, section 8 of the Clayton Act absolutely pro-

hibited interlocking directorates between banks of certain classes. The provi-
sion of that section dealing with banks was amended, first, by the Kern amend-
ment in 1916 which authorized the Board to grant permits to serve not more than
three banks provided such banks were not in substantial competition. Since the
forbidding of interlocking directorates in all cases where competition existed
sometimes actually stifled competition and produced other unsought results, the
provision was again amended in 1928 so as to authorize the Board to grant such
permits if in its judgment such action M"is not incompatible with the public
interestt,

The three principal questions to be considered in this memorandum are:

(1) 1In dealing with the question of competition, if substantial compe-
tition is found to exist between the banks, should the Board deny the applica-
tion in all cases unless the applicant is able to show a valid reason why it
should be granted, or should the Board adopt a policy of granting each applica-
tion unless it feels that there is more than a remote possibility that a sub-
stantial lessening of competition will result?

(2) 1Is the question of competition in its various aspects the only

question to be considered by the Board in passing upon an application?
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(3) If that is not the only question, what other matters should be
considered?

There are no court decisions which answer these questions specifical-
ly, and it will therefore be necessary to examine, first, certain decisions of
the Supreme Court relating to the general purpose of the Clayton Act, second,
the legislative history of the particular provision of section 8, and, lastly,
certain legal principles and matters of policy involved in the third question

stated above,

I. SUPREME COURT DECISIONS RELATING TO THE GENERAL
PURPOSE OF THE CLAYTON ACT,

The Clayton Act was enacted with the purpose of changing and supple-
menting the existing statute dealing generally with monopolies and restraints
of trade, the Sherman Act. The Sherman Act at first had been interpreted by

the United States Supreme Court as making unlawful all contracts, combinations,

etc., which restrained trade, ILater decisions, however, (see particularly

Standard 0il Co. v. United States, 221 U.S. 1; 31 S.Ct., 502, 516-518) estab-
lished what is known as the "rule of reason", which was that only those con-
tracts, combinations, etc.,, were unlawful which operated to the prejudice of the

"public interest" by obstructing and restraining trade unduly and unreasonably.

After considerable political agitation, and after the decision of the
Standard Oil case, the Clayton Act was enacted. Two leading cases were sub-
sequently decided by the Supreme Court involving the meaning of the phrase
"substantially lessen competition" as used in the basic sections of the Clayton

Act dealing with subjects other than banks, The first, Standard Fashion

Company v. Magrane-~Houston Co., 258 U.S. 346, 42 S.Ct. 360 held that:
1. Although much was said in the dbriefs concerning the reports of

committees, "the words of the Act are plain and their meaning is apparent
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without the necessity of resorting to the * * * often unsatisfactory aid of such
reports.”

2. "The Clayton Act sought to reach the agreements embraced within
its sphere in their incipiency, and in the section under consideration to
determine their legality by specific tests of its own. * * * ", TIn other words,
under sections 2 and 3 of the Clayton Act it is not necessary to show that the
acts have actually resulted in a restraint of competition: it forbids acts
which "may" lessen competition, thus reaching the evil in its incipiency.

3, The use of the words "may" and "substantially" shows that the

statute was intended to reach not all the acts described but only those which

would "probably lessen competition or create an actual tendency to monopoly.,
That it was not intended to reach every remote lessening of competition is shown
in the requirement that such lessening must be substantial.®

The second case, United Shoe Machinery Corp. v. United States, 258

U.S. 451; 42 s. Ct. 363, illustrates point 2, above, It involved a group of
transactions which had previously been held not to violate the Sherman Act.

They were held to be in violation of the Clayton Act (or rather, certain facts
which were immaterial in the Sherman Act case were held to amount to a violation
of the Clayton Act). The Court held that the first decision did not make the

question res judicata under the Clayton Act, saying:

'"Under the Sherman Act, as interpreted by
this court before the passage of the Clayton
Act contracts were prohibited which unduly
restrained the natural flow of interstate
comzerce, or which materially interrupt the
ee exercise of competition in the channels

interstate trade. In the second section

r
f

1
0
monopolization or attempts to monopolize in-
terstate trade were condemned., The Clayton

Act (section 3) prohibits contracts of sale,

or leases made upon the condition, agreement,
or understanding that the purchaser or lessee
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shall not deal in or use the goods of a com-

pétitor of the seller or lessor where the

effect of such lease, sale, or contract, or

such condition, agreement, or understanding

'may! be to substantially lessen competition

or tend to create monopoly. The cause of ac-

tion is therefore not the same.™
To summarize:

1, The phrase "the public interest" was used by the Supreme Court
in the leading Standard 0il Case in describing the purpose of the Sherman Act,
and in laying down the "rule of reason" for interpreting the prohibitions
contained in that Act.

2. The Clayton Act was enacted to amend the existing law as
interpreted by the courts. It sought to prevent the evils in question by
reaching them in their incipiency, and provides a standard of its own to be
applied to the specific acts with which it deals, The standard is: Whether
the acts are such that they "may! "substantially" lessen competition, or tend
to create a monopoly, -~ which means, in the words of the Supreme Court, such
as will "probably" lessen competition "substantially"; that is, by amending
the law, Congress did not intend to make unlawful acts which only had a remote
and possible tendency to lessen competition,

3. The two Acts, as interpreted by the Supreme Court, both obey the
legal maxim that the law will not concern itself with matters of trifling

importance, -~ the Sherman Act, by not condemning contracts unless they restrain

commerce unreasonably to the detriment of the public interest; the Clayton Act,
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by forbidding certain actions only when they probably will result in a

substantial lessening of competition, the test in Section 8 of the latter Act

being compatibility with the "public interest!.,
L=} - © -

LEGISLATIVE HISTORY

The first part of the legislative history of the present provisgion
is completely summarized in.the Annual Reports of the Federal Reserve Board,

1921 Report, pp. 87=89:

"As originally enacted section 8 of the act
approved October 15, 1914, known as the Clayton Antitrust
Act, absolutely prohibited interlocking directorates
between certain classes of banks, The act of May 15,

. 1916, known as the Kern amendment, modified the provi-
sions of that section so as to allow a person who first
cbtains the permission of the Mederal Reserve Board to
serve not more than three banks in the prohibited classes,
if such banks are not in substantial competition; " * * *
"When the work done in connection with the review of the
interlocking directorates revealed to the Board how many
instances there were in which a strict enforcement of the
terms of section 8 of the Clayton Act would operate in-
equitably, the Board decided to consider the guestion
of a further amendment to the Clayton Act to carry out
more effectually the intention of Congress to promote and
encourage competition., The matter was referred to the
Board's committee on the Clayton Act, which, after making
a careful study of the problem, with the assistance of
counsel, rendered a report in which it recommended an amend-
ment which would authorize the Federal Reserve to permit
a person to serve not more than three competing banks,
when the Board is satisfied that such interlocking director-
ates will not result in a restriction of credit or lessen-
ing of competition between the banks involved, the Board,
however, to continue to have full power to revoke such
permits at any time, * * * The Board adopted the recom-
mendations of its committee on the Clayton Act and a bill
amending the Clayton Act in this manner was drafted and
submitted to the Senate and House Committees on Banking
and Currency." (H.R. 4826),

The recommendation that the Kern amendment be further amended was

renewed in every annual report up to and including the Report for 1926, The
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recommendation was omitted from the 1927 Report perhaps for the reason that an

amendment was then actually in the process of being enacted,

1923 Report, p..52:

Wk * *The Board directed its 12 Federal reserve agents
to make a comprehensive review * *, This investigation
Gisclosed that in a few cases banks with common directors
have become substantial competitors since the time when
vermits for such directorates were granted, either through
the natural growth of competitive business or through the
acquisition of competitive business incident to a con-
solidation,"

and the Board accordingly renewed the recormmendation contained in its 1921

Report..

In the interval between the Report for 1923 and the Report for 1924

a bill was introduced in the Senate known as S. 3299 which contained the
phrase "lessening of competition', A bill was introduced in the House by
Representative licFadden known as H.R. 9344 which contained the phrase which hau
subsequently been enacted, "not incompatible with the public interest".. It
does not appear from the Board's files that the Board suggested to any member
of Congress the broader language of the latter bill, but the Board approved the
language, as is shown by its Report for 1924. 1In discussing these two pending
bills, the Board said:

1924 Report, p. 29:

"In its present form section 8 of the Clayton Act in
operation often defeats the purpose for which it was en-
acted; it discriminates against national banks, and in many
cases its enforcement results in unnecessary hardship to
individuals and to the disadvantage of the banking and credit
situation in certain communities., The board has repeatedly
recommended the enactment of an amendment to the Clayton Act
to overcome these defects, * * * The fundamental purpose of
both bills, however, was to give the board more latitude in
the matter of permitting interlocking directorates and thus
enable it to administer the Clayton Act more effectively and
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more nearly in harmony with the apparent purpose and intent
of Congress in regulating interlocking directorates. The
Senate bill was introduced at the board's request and the
House bill with the board's approval,"

1928 Report:

After the enactment of the present provision, the Board made note of
the fact in its Annual Report, but did not undertake to answer the question
discussed herein, It said, p. 37

% * Under the amendment the board is authorized to grant

such permits if in the judgment of the board the issuance of

such a permit is not incompatible with the public interest,

and such permits may be granted even though no member dbank

of the Federal reserve system is involved,"

The letters and memoranda sent by the Board to various members of
Congress in connection with the various bills referred to above relate only
to the question of competiftion in its various aspects, and as indicated in
the 1924 Report of the Board, its approval of the language of H.R, 9344,
which was the languagc ultimately enacted into law, was based on those
conside?ations.

In view of the length of time which elapsed between the original
enactment of the Clayton Act, -~ - and even between the enactment of the Kern
amendment, - - and the subsequent enactment of the present provision, there
is little logical justification for assuming that the thoughts of the members
of Congress which were not actually put into legislation persisted unaltered
until the time of the enactment of the present provision in 1928, Little

help can therefore be expected from the debates and other parté of the legis-

lative history of the earlier provisions. Three reports of committees
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concerning bills containing the language vhich was finally enacted into law in
1928 should, however, furnish as reliable a guide as committee reports are apt
to furnish in any case.

The Senate Committee inserted an amendment containing the phrase "not
incompatible with the public interest" in H.R, .2 (a bill containing numerous
amendments to the Federal banking laws, which, after enactment with changes,
became knovn as the McFadden Act of Feb. 25, .1927) and this amendment was passed
by the Senate but rejected by the House., Two bills were introduced in the 60th
Congress containing similar provisions, H.,R., 9098 and S. 3007, The bill which
was ultimately enacted on March 9, 1928, was known as H.R. 6491.

None of the bills which contained the language which has since been
enacted, except the proposed Senate amendment to H.R. 2 (which was rejected by

the House) and H.R..6491, was ever made the subject of a report by a committee

of Congress.,. The report on H.,R, 2 (Senate Report 473, 69th Cong.) contains:

the following (at p..13):

Wk ¥ *By the passage of the Kern amendment Congress
recognized the fact that it is not objectionable per se
for the same person to serve as director of a limited
number of banks. Interlocking directorates become
objectionable when by reason of the common domination
of several banking institutions competition is unduly
restricted and concentration of the control of credit
results.. Presumably Congress intended to vest a dis-
cretion in the board to determine, within the limits
prescribed by it, when it became incompatible with the
public interest for the same director to serve on the
boards of two or three banking institutions. The test
azplied, however, namely, the degree of competition ex-
isting as between such institutions, has proven im-
practicable and uaworkable.! * * *

"This amendment retains the limit on the number of
banks that may have common directors, but vests in the
board a discretion to determine when interlocking dir-
ectorates within the limits imposed by Congress are
inconsistent with the purpose of the Clayton Act, This i
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a question which must be determined by consideration

of all the facts in a given case and which can not

be determined by the application of any formula."

The Senate report on .H. R, 6491 (Sen. Rep. 439, 70th Cong.,
1st Sess.) contains no original comment but merely quotes in full the
report of the House committee. The latter revort is explicit.

The House report on H. R. 6491, (House Rep. 487, 70th Cong.
1st Sess.) the langusge and substance of which is derived largely
from letters and memoranda from the offices of the Roard, beging with
a brief statement of the original provision and of the Kern amendment.
The report then states that the cxperiéncc of the Board has been "that
the Kern Amendment in its present form does not work out in the way
in which it was intended", Illustrations are given. Competition has
grown up between banks in spite of common directorates, showing that
they had not prevented the existence of competition. In same cases
requiring a director to resign might precipitate a crisis in the af-
fairs of the bank by undermining public confidence in it. The report

then sums up the situation as follows:

"To sum up briefly, the Xern amendment was
designed to permit limited interlocking directorates,
but only in cases where the public interest would not
be prejudiced, as by the lessening of competition be-
tween banks or the restriction of credit., * * *

It _is not particulerly important whether banks which

wish common directors are or are not in substantial
competition ~— that has little to do with the ques—
tion == but it is impwortant what effect the interlock-
ing directorates will have on the banking and credit
situation in the community. Consequently the test

for permitting interlocking directorates should be
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whether or not such directorates will in-
Juriously affect the public interest by
discouraging interbank competition or re-
stricting credit or otherwise, and not
the nresent test as to the cexistence of
substantial competition."

% ok % dkdk ok kM ok ok ¥k

"The above discussion should demonstrate clearly
that the Kern amendment in its present form operates
in an illogical way and often defeats the very pur-
vose for which it was enacted. It follows that the
law should be further amended in such a way as to
enable the Federal Reserve Board to administer it
more effectively and more nearly in harmony with
the apparent purpose and intent of Congress in
regulating interlocking directorates,"

(=]

The debate in Congress was vory meagre. In the House, Mr,
MdFadden's statement explaining the bill is merely a summary of the
Committee;s report. In response to questions from the floor, he
explained that competition was the "»rincipal" factor to be con-
sidercd by the Board, but did not name any other factors. (Cong.
Rec. Vol. 69, p. 2335). Mr. Goldsborough and Mr. LaGuardia op~-
posed the bill on the ground that interlocking directorates
should be forbidden absolutely. In the Senate there was virtual-
ly no debates 4An extract from a letter from the Board was read,
saying that the amendment "will enable us to function more in ac—
cordance with the original intent of the law."

The conclusion which I reach upon the first two

questions are, therefore -
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1(a) The Board must, as a matter of law, deny an appli-
cation if in its judgment the granting of it would probably result
in a substantial lessening of competition between the banks in-
volved.

(b) The Board is "authorized" to grant an application if
in its judgment no substantial lessening of competition will probably
result, and provided no other reason exists which in its judgment
would make the granting of the application incompatible with the
public interest.

2. Section 8, as amended, provides that the Board is
"authorized" to issue a permit if in its "judgment" it would not
be incompatible with the "public interest". The words "competition"
and M"monopoly" are not used in this provision. It follows, therefore,
that although Congress had in mind only the question of competition,
or restriction of credit, the language of the act clearly vests the
Board with discretion to deny an application if in its judgment it
would be incompatible with the public interest to grant it; <~ and the

is vested with a wide discretion in deciding upon the matter,
lloreover, under well-established legal principles, the
courts will not disturb an exercise of discretion thus vested by

statute unless the discretion has been plainly abused and exceeded, -
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However, the fact that the Board is "authorized" to
grant the permit in ite discretion, also means that the permit

mist not be denied arbitrarily or capriciously.

ITI. MATTERS OTHER THAN COMPETITION.

In the event that the Board should decide to consider
matters other than competition, a number of questions are raiseds

Should the Board grant a permit, even if the banks are
not in competition, if it knows that the applicant —- taking the

extreme case as an illustration —— has ruined a bank by his un—

lawfgl acts?

Should it, on the other hand, attempt to improve the
quality of directors generally, by exercising its limited right
to deny an application involving more than one bank within the
prohibited classes, — in spite of the fact that its decision,
even when adverse, can only affect the number of banks which the
applicant can serve without being able to prevent him from serv-
ing any bank, even though it is a member of the Federal Reserve
System?

Should it undertake to pass upon the qualifications of
directors although it is not in a position to make an informed

decision in a great many cases?
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From what sources and in what manner would the Board
seek information with regard to his qualifications :
(2) Should the Board grant the vermit unless there
is information in its files or those of the
Federal Reserve Agent which indicates that
it would be incompatible with the public
interest to grant the permit:
Should the Board require the applicant to
answer a series of questions regarding his
experience, training and other qualifications,
his attendance at directors?! meetings, etec; or
Should the Board cause a special investigation
to be made of the applicant's qualifications
end record as a bank director or officer.
These are questions of policy which are not within
the scope of this memorandum, It will be assumed, however, for
the purpose of discussion, that the Board may avoid the extremes

indicated above, and take a middle ground, denying an applica~

tion, regardless of competition, when information readily avail-

able to it indicates that the applicant has some positive dis—

qualification.
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In order to ascertain the facts with regard to such
matters, the Federal Reserve Agent could be requested to give
his comments at the time of forwarding the application to the
Board, aﬁd, iﬁ addition, such means could be adopted as the Board
may determine for ascertaining whether the reports of examination
and similar sources of information either show definitely an
objection to the applicant along the lines referred to or give
an indication sufficient to make further inquiries acdvisable.

In that event, it would seem that the questions to
be considered, aside from competition, should include;

1. Whether the applicant is cishonest or incompetent, ——
the character of the management of the banks with which he is
associated and the extent of his responsibility therefor, be-
ing considered pertinent to this inquiry.

2. Thether the applicant discharges the duties and
responsibilities of his office by attending directors! meet-
ings, etc.,, -~ the geographical location of the banks being
one of the factors considered in this connection.

3. Whether he abuses his borrowing privilege, —
or, more s@ecifically, whether the examiner has criticized
loans to the applicant, his family or his interests, as be-

ing excessive, or for any other reason.
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The questions outlined above are necessarily general in
character since it would not be possible to predict except in a
general way what facts might be developed which would make the
granting of the application undesirable from the standpoint of the
public interest in the less restricted meaning of that phrase.

Hatters such as dishonesty, incompetence and Imowingly
directing the bank's affairs in violation of statutory provisions,
require no illustration or description,

The abuse of the borrowing privilege may, of course, be
indirect and consist of excessive borrowing not only by the director
but by members of his family and his or their interests.,

The character of the bank's investments may be found to
be highly speculative, and the applicant be found to be responsible
therefor,

The undesirability of a director who serves merely as a
figure-head also requires no extended comment. The point is aptly
summarized by the Supreme Court of the United States in the case of

HMartin v, Webb, 110 U, S. 7, 3 S, Ct, 428, 433:

1% * Directors cannot, in justice to those who deal
with the bank, shut their eyes to what is going on around
them, It is their duty to use ordinary dilizence in as-
certaining the condition of its business, and to exercise
reasonable control and supervision of its officers. They
have somethinz more to do than, from time to time, to
elect the officers of the bank, and to make declarations
of dividends. That which they ought, by proper diligence,
to have Imown as to the general course of business in the
bank, they may be presumed to have known in any contest
between the corporation and those who are justified by
the circumstances in dealing with its officers upon the
basis of that course of business,"

As was stated by the Supreme Court in another case, however,
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(Briggs v. Spaulding, 141 U. S. 132, 11 S. Ct. Rep. 924) it is not

possible to define with oreeision the degree of care and attention
E X &

which a director should give to the affairs of the bank, That must
depend upon all the facts of the particular case. The Court con-
cluded, however:

¥ * Without reviewing the various decisions on the
subject, we hold that direcctors must exercise ordinary
care and prudence in the administration of the affairs
of a bank, and that this includes something more than
officiating as figurc-heads. They are entitled under
the law to commit the banking business, as defined, to
their duly-authorized officers, but this does not
absolve them from the duty of reasonable supervision,
nor ought they to be permitted to be shielded from
liability because of want of mowledge of wrong-doing,
if that ignorance is the result of gross inattention;
but in this case we do not think these defendants
fairly liable for not preventing loss by putting the
bank into liquidation within 90 days after they became
directors, and it is really to that the case becomes
reduced at.last."

In Bowerman v. Hammer, 250 U. S. 504, 39 S. Ct. 549, a decree

against Bowerman as director for losses sustained by the bank as the
result of unlawful and negligent menagement of its affairs was
affirmed. Bowerman lived 200 miles from the bank and had not
attended a single meeting of the board.

"* * He was a man of such importance and reputation that

the use of his name must have contributed to securing the
confidence of the community and of depositors for the bank,
and it would be a reproach to the law to permit his resi-
dence at o distance from the location of the bank, o condi-
,tion which existed from the time he first assumed the office
of director, to serve as an excuse for his utter abdication
of his common~law responsibvility for the conduct of its
affairg and for the flagrant violation of his ocath of

office when it resulted in loss to others."

Respectfully submitted,

G. Howland Chase,
Assistant Counsel.
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