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. BOARD OF GOVERNORS .
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_hugust, 11, 1941
To The Files Subject:

From Mr. Coe

ek

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below,
because of their possible confidential character, were taken from
volume 238 of Mr. Hamlin's scrap book and placed in the Board's
files:
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Memo to Mr. Morrill from Mr. Van Fossen re Direct Loans to In-
dividuals, etc.
Page 9!
Letter to Gov. Meyer from President Hoover re Bank Holiday.
Page 95
Memo to Mr. Mitchell from Mr. Wyatt re meaning of phrase "tested
banking experience" as used in Section 4 of the Federal Re-
serve Act.

Page 98

Letter to Secretary Woodin from Mr. Hamlin re emergency legislation.
Page 121 .
Memo to Mr. Hamlin from Mr. Parry re acceptances against receivables.

Page 126
Decline in cost of living. (Mr. Smead to Mr. Hamlin)

Page 127
Bylaws of the Federal Reserve Board.
Page 129
Data prepared by Gov. McKinney of F.R.Bk. of Dallas re advisability
of reducing the scale of salaries.
Page 133
The Policy of the F.R. Board in the Extension of Credit to Agri-
cultural Interests.

Page 1
(X-1894) Deficiencies in Reserves.

Page 1.2

Letter from President Hoover to F.R. Board urging Board to take action
in the control and management of currency.
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| ¥arch 1, 1933
¥r. ¥orrill ' Direct losns to Individusle,
lr, Yen Fossen . ote.

DETADNTIAL

Attoched hereto is a stabament ilnhc the numder of applications of in-
ddvidusle, pertnerships snd corporstions for losns met granted by the Pedersl
reserve bsnks to January 31, 1933, including = tabulation of the ressons for
not grenting the loams applied for,

It Willbe noted et of 606 spplicstions rofused, as shown in the state-
ment, 341 were becsuse of unsatisfactory security; 245 paver mot eligidle; 12
loane placed with other banks; 4 present credit deemsd adequote and 5 denisl
of credit by other banks not shown,

Mrect hm to individuals, partnerships and carperatioms granted by
the Pedersl reserve bonks to Januvery 31 and the amount of such loans ocutstand-
ing on thet date were as follows:

Esldersl Sessrye Bank of JNew York 4ddvanced  Cutstonding
Arawalk Tursery Company Amgpwalk, N, Y. $15,000 -
Ira R, Crouse m m. Bed o lom .m.m
Dorman Brothere Astoria, ¥. Y. 5,000 2,500
Poster and Stewart Co. ¥ew York, ¥. Y. 75,000 75,000
Prisdmen & Sons, Yeckware
“.‘ I-. " !“. '. r- ) ﬂ.m 17.”
Josaph ¥ . Meyer Sros. New York, ¥. Y, 15,500 1‘3.950
Mller-Cundngs Co., Ine,  New York, ¥. Y. 165,000 165,000
Morris White Mg, Oo, New York, ¥, Y. 31,000 3,000
Yew Jersay Flour Mills Co., (Qliften, W, J. 50,000 25,000
Secarsmelli 4 Co., Ine. Yew York, N, Y. 20,000 10,000
'. M l.ll. I“u '- Y‘I‘k. 'o 'n lo-m ,.”
L. &, weith & Corona Type-
"‘... !-t “ r.*. 'c 'I mm w.m :
Isderal Resarve Benk of rhilsdelpbls
J. V. spole & Co., Ine, Lemcaster, Pa. 400 -
Bants Refrigerator Co. Clesrfield, Ps. 3,000 2,90
J. 8, Fenkelu (Henkeln &
WeCay) Fhiladelphia, Pa. 33“‘2:7 - (,
VOLUME 238 Iy
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Mr. Morrill - §#2

Rederal Fessrve Jenk of itlants
Continental Turpentine &
Rosin Corporztion Laurel, Miss. $19.7% -—
Migeiseippi Cotton Seed
Products Company Jackgon, Miss, 148,000 -
Richmond Tosiery Company Possville, La. 50,000 $2%5,000
Fadarg) Resorve Benk of inrespolls
Bricelyn Canning Co. Sricelyn,Mimn. 90,247 8,872
¥. C. Brvin Compaay §% .Cloud ,¥inn, 7.900 2,220
Kiddle Gym Company ¥innespolis,iinn, 7,500 -
w and m m. H.0. 1lm Tlm
Pedaral Resorvs Jonk of Kepsas CIEY .
New Yexioco Tutber 4 Plaber Co. Bernmalille, V.M, 128,285 64,735
v7/tee
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APPLICATIONSO® INDIVIDUALS, PARTKTRSNIPS AND CORPCRATIONS POR TOAVS FOT CRANTED
BY 1Y FEDERAL RYSIRVY BANKE - TO JANUARY 3, 1933

Wurber of spplications Total nurber of [ imount of
Pederal - | - spplicxtions Loans ! 1loans decl ined
Raserve Dec. & to January [not granted, placed | Pregent of July 21, 1921
Aank 31, 1932 1933 lguly 21, 1732 with | credit ’ credit | to
1to June 31,1933| other | desmed | sligidle! torily not Januery 21,
| ' 1 _socured | shows L5 -
. ton - - 11 -— - 3 7 ey £11k, 20
New York 10 11 149 (" 3 20 120 - 5,079,550
Philadel phia - 1 51 -- 1 30 b2y - 567,600
Claveland 1 -— 12 - - y 7 1 101,000
21 chimond 1 - Lg - o 36 12 - 878,496
Atlanta 2 3 117 1 -— 2& S e 1.2?37.795
(%1 cago 3 g 1 115 e F 1 Rl - 1,405,200
S5t. Louls - - 32 1 - 1 oh -— 2Nn,3%0
Mnnespolis - - 22 l 1 - n 10 -- | 287,000
Konsas City - - 26 | 2 - 13 8 3 114 b6y
Dallas 1 1 12 ! - - 1 n -- 93,400
San Prancisco - - 1n 1 - o 10 - 178,250
Total 18 2l 606 12 ] 2ul 31 5 | 11,398,870

#Approrimate; amounts sometimes not o tated.

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



THE WHITE HOUSE
Washingzton

March 4, 1933

Fon. Fugene Meyer
Federal Reserve Eoard
Washington, D. C.

My dear Govemor Meyer:

I received at half past one this
merning your letter dated March 3rd., I must assume
that this letter was written on the basis of informa-
tion received by you prior to 11.30 o'elock last night
for the reason that before your letter was sent you
had certein information as follows:

a. At 11 o'clock last night the Fresi dent-
eleet had informed me he did not wish such a proclamation
issued.

b. The Attorney Genersl had renewed the
same opinion which he hed elready given to the Board that
the authorities on which you were relying were inadequate
unless supported by the incoming Administration.

¢. That groups of representstive bankers
in both Chicego end New York, embracing members of the
Boerd of Directors of the Federal Heserve Benks in those
cities, were then in conference with' the governars of the
states of Illinois and llew York, and that ithe govemmors
of these two states were prepared to act if these repre-
sentative groups so recommended. It appears that the
governors did take action under their suthorities, de-
claring a temporary holidsy in these two ori tical states,
end ths mcecomplishing the major purposes which the Board
apparently bad in mind.

_In view of the above I am at a loss to
understend vhy such a commnication should have been sent
tome in the last few hours of this Aduinis tration, which
I believe the Boerd must now adnit was neither justified /

|

nor necessary. |

Yours feithfully, N

jgkgﬂm§238 HERBERT HOCVER
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% 'I‘Ir FEDERAL RESERVE '"} ", f'}.l_',

U.P_J.

I rom

'”C ice Correspm ence Dui Datober.g0, 1858,

Mitchell. Subject:_ Meaning of phrase "tested
banking experience™ as used in Section
Mr. Wyatt- General Counsel. 4 of the Federal Reserve Act.
Section 4 of the Federal Reserve Act requires that each Federal
Reserve Agent and each Assistant Federal Reserve Agent shall be a person
of "tested banking experience'", and you have requested me to advise you as
to the meaning of the expression. "tested banking experience."
S0 far @s I can find, the term "tested banking experience™ has
never been defined either by the lexicographersor by the courts. The word
"tested" seems never to have been defined by the courts. The word "banking"
nas been defined frequently by the courts, but the definition given by Web-
star,nhich is auoted below, 1is substantially the same as those given by the
courtss, and the meaning of the term is so well understood that it is not
believed necessary to guote here the definitions given by the courts. While
there have been a few definitionsg of the word "experience", the subject

matter and context has been such that those definitions would bs of little

or no value in this comnection. It is necessary, therefore, to rely upon the

definitions of these words «> given by the dictionary.
Webster's unzoridged dictionary defines the verb "test" as follows:

"Po put to the test or truth; to try the truth, gen-
uineness, or quality of by experiment, er—by—some

Sthor~ouportmenty or by some other principle or stan-
dard; as, to test the soundness of a principle, the

validity of an argument, the strength of a material.”
It also defines the noun "test" as follows:

"Examination or trial by the cupel;hence, sny critical
examination or decisive trial; as to put a man to a
test.Hence (a) lieans of trial; discriminative charac-
teristic of fact; specif. subjection to conditions that
show the resl character of a person or thing in a cer-
tain particular; as absence is a test of love.(b) That
with which anything is compared for proof of genuine-
ness; touchstone; standard."




1t defines the word "banking™ as followsa:

"The business of a bank or of a banker. The business of
banking originally was that of money changing; st pres-
ent banking, in general, congists in taking money on
denosit subject to check or draft, loaning money, as

by discounting notes and bills, 1lssuing drafts, and any
other associsted form of gensral dealing in money or
credit. One or mors of the operations if carried on with
the public in general mgy be construed as banking."

It defines the word "expsrience™ as follows:

* 1, Trisl or test; either a tentative trial or ex-
periment, or a crucial test, or demonstration.

" 2, The actual living throuegh an event or events;
participation in anvthing through sensation or feeling:
the real life as contrasted with the ideal or imaginary;
personal acquaintance with reality; actual enjoyment or
gsuffering; hence, the effect upon the judgment or feel-
ings produced by persons and direct impression as con-
trasted with degeription or fancies;as, to know by ex-
perience,"

"SR SNE E E CSE TERTNE B

"4, Knowledge, skill or technigue resulting from exper-
iences experimental or Inauctive imowledge; hence skill
facility, or practical wisdom gained by personal know-
ledge, feeling or action.

% %k %k % X £ % & Kk x X ¥
"7, Philosophy. The sum total of the conscious events
which compose an individual 1ife; also the ultimate,
non-analyzed data of all happenings that may be appre-
hended; the summum genus of all knowable reality."

Experience, therefore, is the actual living through an event or
events or the participation in anything through sensation or feeling. In
another sense, it is the kmowledge, skill or technique resulting from

guch living through an event or events or from such participation in any-

thing. Banking experience, then, must be knowledge, skill or technique

resulting from actual pprticipation in the business .0of banking. If we
accept this as a definition of banking experience, it only remaing to
ascertaln what added significance is given by the use of the word "tested".
From the definition quoted above, it @ppears that the noun "test" means

"subjection to conditions that show the real character 0f & person or




thing in a certain particularfand the verb "test" means "to put to the
test". It is reasonable to assume, therefore, that the word "tested"
was used in this connection to require that the person selected should
be a person who has been subjected to such conditions as to show the
roal character of his banking experience - 1. e., the real character
of his Xmowledge, skill or technique resulting from actual participation
in the business of bankinges

Reading these words together in the light of the above defini-
tions, therefore, I should say that a person of "tested banking exper-
jence™ is a person who has knowledge, skill, or technique resulting from
actual participation in the business of banking, and who has been subjec-
ted to such conditions as to demonstrate his ability as a banker. ToO
state it more freely, one might sgy that a person of "tested vanking
experience™ within the meaning of Sectlion 4 is a person who has proven

his ability as s banker through actual participstion in the business of

!
|
1
!
!
!
[
!
j
:
:

banking.

I realize that this is not a very precise definition, but I
believe that it is not practicable to frame one which is more precisee
In the last analysis, the question whether a particular person is a
person of tested banking experience is a question of fact to be decided
in the light of all the attendant circumstances; and no definition cam

be framed which will be properly applicable to all circumstances which

might arises
Respectrully,

-~ —
-~ 4 ‘_f-}-lfl
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March 7, 1933,

Dear ire Secretary?

Yoday at noon I happened to meot Hone Reobert Live, a
Wmnummma—-sénau
Hguse of Represéntatives. He asled me If I would be good anough
%o give motice that if the adninistration requires any emergency
legislation, the mewders of the Banking and Currency Comaittes
of the House should be taken into confidence before the legis-
lation is fommally proposed. He stated that this was the
course followei in the mergency legislation of last year, and
he intinated that observance of this suggestion might temd to
expedite matters greatly. I $0ld him that I lsd no suthority to
accept any such notice, as I was mot engsged in the matter of
preparing legislation, wni them he asked ne to @ve this message
to the proper authority, and this is sy reason for now troubling

| Hone ALLiAG Tl Wodiing
Neshingkas, Do O "
PAGE 98
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Form M

"Office Corresponflence

To

From _
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FEDERAL RESERVE .
BOARD

Date_ December 22, 1932
Mr. Hamlin Subject: Acceptances against Receivebles

¥r. Parry

Jesr This proposal, as submitted to you by ex-Senator Owen, would (1) auth-

orize any member bank to accept, and (2) any Federal reserve bank to redis-
count, bills secured by "notes, bills, or accounts receivable.....arising
from the sale of merchandise and due by merchants, msnufacturers or distribu-
tors." The proposal contemplates that acceptances created in this way would
be secured by the designated receivebles not only at the time of acceptence
but also, through the use of a revolving fund of such receivables, throughout
the life of the acceptance.

The principal legal effect of this proposal, as it seems to me, is to
authorize member banks to accept without "shipping documents"™ bills of ex-
chenge of the same essential nature as certain of the bills that they may
and do now accept only when accompenied by such documents. The security of
the accepting bank throughout the life of the acceptance, and not merely as
at present only after shipping documents have been detached, would consist
merely of claims ageinst the seller and the buyer of the goods figuring in
the original transactions. The accepting bank, however, would look for its
pay first to the seller of the goods, with recourse to collecting claims
represented by the collatersl, instead of looking first to the buyer, &s at
present, with recourse to the seller,

In practicel effect, however, the proposed change would merely offer
certain customers of member banks the opportunity to ask that acceptance
credits, secured by the designated receivables, be extended to them instead
of outright loans secured by the same collatersl. In the present circum-

stances, at least, there is no reason to suppose that member banks would be

FREPT 2%




any more willing to grant an acceptance credit than to make an outright
loan. Loans of this type, considered as assets of member banks, are of
course eligible for rediscount at the reserve banks.

Some comments of miscellaneous character are attached.

Theory of proponents. = From the way the proposal is set up, I infer

that its proponents think that the member banks must at present be with-
holding credits, in some cases at least, because the banks "have no money
to loan," and that the proposal would enable them to get the necessary
money by rediscounting the proposed acceptances at the reserve bank. The
truth is, of course, that with $500,000,000 of excess reserves many of the
banks have plenty of money to loan and other banks could get it by resort
to the Federal reserve banks, either with eligible assets tlet they already
own or with the eligible paper that would arise from loans secured by the
designated receivables. It is the unacceptable borrower that is likely to
be told by his bank that it has "no money to loan."

Receivables. =~ "Notes, bills, or accounts receivable.....arising

from the sale of merchandise" represent of course a large part of the cur-
rent assets of merchants, menufacturers, etc., and must at all times fig-
ure directly or indirectly as security for a large part of the bank loans
outstanding. They are often specifically pledged by borrowers as collateral
for loans.

Due by merchants, mamifacturers or distributors. - This description,

by eliminating the promissory notes, etc., of consumers, confines the desig-
nated receivables to paper representing in some sense "goods in motion."

The description appears to mean "owing from" merchants, etc.,--not "past due."

zed for FRASER




3.

Attitude of the acceptance market. - From my general knowledge of

the acceptance market, I should expect that banks engaged in the accept-
ance business, dealers in acceptances, etc,, would see no point in the
proposal, but I have made no specific inquiry in these quarters.

Opinion of Counsel. - A detailed examination would apparently re-

gquire an opinion from Mr. Wyattt's office concerning the legal effect of

the proposal, I have not consulted Mr. Wyatt's office on this.

Ped for FRASER




Form Nd. 181 -
’ FEDERAL RESERVE

Office Correspon&nce 4, % 30, 1952,
To_____ Mre. Bamlin Subject:

From _____ Mre. Smead (by telephone)

Between June, 1929, and June, 1932, the cost of items entering
into the cost of living declined as followss

Food 3543%
Clothing 2048%
Rent 1649%
Fuel and light 1043%
House furnishing goods 22.7%
Miscellaneous __25%

All it&nﬁ LR 80.3?;

The relative importance in the family budget of the working man

of food is 3842% according to the Buresu of Labor Statistics, and

according to the National Industrial Conference Board it is 33%.

The relative importance of food is, of course, higher in the
working man's budget than in that of the salaried employee. The
National Industrial Conference Board shows that 20% of the working
men's budget goes for housing, 12% for clothing, 5% for fuel and light,

and 30% for sundries,
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BY-LATS CF THE FRDERAL RTSTRVE BOAED

ETTECMI VR OCTOBER 13, 1930.
Article 1,

The Chairman.

The Secrctary of the Mreasury, as Chaimmen of the Board, shall
preside at all mectings when present., In the abscnce of the Chairman,
the Governor shall act as prosiding officer. In the abscnce of both the
Chairman ead the Governor, the Vice-Governor shall preside, and in the
abscnce of all threc such officors, the remaining member of the ™xocutive
Conmittoo shall preside,

Article 11,

The Governor.

Sec. 1. The Governor of the Federal Reserve Board shall be the
active executive officer thereof; subject, however, to the supervision of
the Board and to such rules and regulations as may be incorporated herein
or may from time to time, by resolution, be established,

Sec. 2. The Governor shall have general charge of the executive
and routine businecss of the Board not specifically sssigned under the by-
laws or by resolution of the Board to any individual member or committce
thercof, and shall have supcrvision of the Board's staff,

Sec. 3. The Governor shall e an cx-officio member of all
Standing Committecs of the Board.

Article 111,

The Vice-Govornor.

Scc. 1, In the absence or disability of the Governor, his powers
shall be exercised end his cduties discharged by the Vice- Governor, and in
the gbsencc or disability of both of these officers, such nowers shell be
exerclsed and such duties discharged by the rcmaininz member of the
Exccutive Committee; in the abscnce or disability of 211 members of the
Exccutive Committec the mowers and dutics of the Governor shall be excre
cised by the senior member of the Board present.

Sec. 2, It shall be the duty of the Vice-Governor to cooperate
with the Governor in the administration of the executive business of the
Board,

VOLUME 238
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X-67353
Article IV.

Secretary and Assistant Secretaries.

Sec. 1. The Board shall appcint a Secretary and one or more as-
sistant secretaries.

Sec. 2. The Secretary shall keep an accurate record of the nro-
ceedings of the Board and shall conduct such correspondence ané verform
such other duties as may be assigned to him by the Governor or by the Board.
In the absence or disability of the Secretary, the duties of that office
mayy by direction of the Board, be performed by an assistant secretary.

Sec. 3. The Secretary shall have custody of the seal and, acting
under the authority of the Board, shall have power to affix same to all in-
struments requiring ity Such instruments shall be attested by the Secre-
tary '

Sec. 4. The assistant secretaries shall each perform such duties
as may be assigned to them from time to time by the Board or by the Secre-

tal"y.
Article V.

Assistant to the Governor,

Sec. 1. The Board masy authorize appointment of an Assistant to
the Governor.

Sec. 2. The Assistant to the Governor shell perform such duties
as shall be assigned to him by the Governor.

Article VI.

The Executive Committee,

Sec. 1. There shall be an Bxecutive Committee of the Board con-
sisting of three members, which shall include the Governor, Vice-Governor
and one of the appointive members of the Board. The appointive member of
the Committee shell be nominated and elected at a regular meeting of the
Board. MNembers of the Board shall scrve as far as practicable in rotation
and for approximately equal terms. The presence of three members shall be
requisite for the transaction of business My the Executive Committee, and
action shall be taken only on unanimous vote of the Committee.

Sec. 2. In the agbsence of the Covernor and Vice-Governor the ap-
pointive member of the Txecutive Committee shall act as Chairmen and shall,
with two other appointive members of the Board present in Washington to be
chosen b~ him in the order of their seniority, exercise the powers and dis-
charge the duties of the Executive Committee. In the absence of all three

egular members of the Executive Committee ths three remaining appointive
members of the Board, provided therc be three in Vashington, shall act as
an interim committee and exercise the powers and discharge the duties of
the Zxecutive Committee, the senior member acting as Chairman,
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Provided, however, that if only two of the appointive members
of the Foard are in Tashinston such two members may ect as an interim
committee and exrercise the vowers and discherce the duties of the Executive
Committee. Any action taken b~ such interim committee of two members, how-
ever, shall not be finally effective unless and mtil ratified bv the
Board. At the next regular meeting of the Board there shall be revorted
to it for ratification all =ctions taken by such interim committee of two
members eince the last regular meeting of the Eoard. Upon ratification
by the BRoard, all actions taken br such interim committee of two members
shall have the same force and effect as actions taken by the Board itself
and shell be effective as of the date such action was taken bv the inter—
im cormittee of two members unless otherwise specificallr provided b~ the
Board.

Sec. 3. It shall be the duty of the Executive Committee to re-
vicw and submit drafts of importent correspondence involving the expression
of cpinions or decisions of the Board, and to vrepare and make recommenda-
tions governing the conduct of the Board's business.

Sec. 4. The Erecutive Committee shell also have charge of all
matters appertaining to the internal orgenization of the Board, and shall
make recommendations from time to time on this matter. It shall also pre-
parc annually a budgct of proposed expenditures.

Sec. 5. In the asbscnce of a quorum of the Federal Peserve Board
and for the transaction of business roquiring action during the absence of
such quorum, the Uxecutive Committee is authorized to transact business
which can be transacted in accordance with established principles and

policies of the Board and to perform such additional duties as may be spe-
cifically delecated to it from time to time b~ instruction of the Federal
Reserve Board,

The Secretary of the Board shall serve as Secretary of the
Executive Committee,

Article VII.

Standing Committees.

In addition to the ZExecutive Cormittes there shall be the fol-
lowing Standing Committecs, appointments to which shall be made by the
Governor, subject to the spproval of the Board.

Sec. 1. Law.

To .the Law Committee shall be referred for study and re-
port all questions of a legal nature, To this Committee shall also be as-
signed thc preparation or revision of the Board's regulations, contemplated
amendments to the Tederal Reserve Act, applications under the Kern amend-
ment to the Clayton Act, and aprlications for the exercise b» national
banks of trust powers,

The General Comnsel shall serve as Secretary of the Com-
mittee.

ve referred all guestions re-

lating to the examination of Ted serve or member banks including
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admission of state banks and permission to establish and operate branches.
The Chief Examiner shall serve as Secretary of this

Committeec,

Sec. 3. Research and Statistics,

This Committee shall have charge of all investigations
of an economic and statistical character authorized by the Board and shall
supervise the work of the Division of Research and Statistics and the pre-
paration and publication of the Federal Reserve RBulletin. This Committee
shall also have supervision of the statistical and publication work of the
Federal Rescrve Banks.

The Director of the Division of “escarch and Statistics
shall serve as Secretary of this Committee, or in his absence the Assistant
Director shall so serve,

Sec. 4. Salaries and ®xpenditures of Federal Reserve Banks,

To this Committee shall be assigned all recommendations
from Federal Roserve Banks for changes of salaries and other expenditures.,
This Committee shall make reports with respect to charge-offs and franchise
tax of Fcderal Roserve Benks,

The Secrctary of the Board shall serve as Secretary of this
Committee,

Sec. B. District Committoes.

To each Federal Reserve Bank and District shall be assigned
a Committee of not less than two members of the Federal Reserve Board. It
shall be the duty of each Committee to keep itself informed by correspond-
ence and visit of the affairs of the Bank and the condition of the District,
and make investigation and report on all questions appertaining to the oper-
ation of any Federal Reserve Bank or the condition of any Federal Reserve
District that may be referred to it by the Board. These Committees shall
also aid the Committee on Salaries and Expenditures with information re-
garding personnel of the respective Federal Feserve Banks of which they
have charge. These Committees shall also meke recommendations to the Board
for the appointment of Directors at Federal Reserve Banks and Rranches,

Article VIII,

The Ficcal Azent and Devuty Fiscal Agent.,

Sec. 1. The Board shall appoint a Fiscal Agent and a Denuty
Fiscal Agent. The duty of the Fiscal Agent shall be to collect and deposit
all moneys receivable by the Board with the Trecasurer of the United States,
to be placed in a special fund esteblished on tho books of the Treasurer
for the Federal Reserve Roard. The Deputy Fiscal Agent shall perform the
duties of the Fiscal Agent during his absence or disability.

Sec. 2. The Fiscal Agzent and Deputy Fiscal Agent shall each exe-
cute a separatc bond with surety satisfactory to the Board.

Sec. 3. Payments of expenses and other disbursements of the
Board shall be made br the Fiscal Agent upon prover vouchers out of moneys
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advanced to him br requisition and werrant out of the special fund and
placed to his official crodit with the Treasurer of the United States as
provided by Section 5 of this Article. In the absence of the Fiscal Agent
payment of expenses and other disbursements shall be made by the Deputy
Fiscal Agent upon proper vouchers out of moneys advanced to the Fiscal
Agent by requisition and warrant out of the special fund and placed to his
official credit with the TMreasurer of the United States as provided by Sec-
tions 5 and 6 of this article.

Sec. 4, The Fiscal Agent shall prepare a quarterly account in
such form as shall be approved by the Comptroller General of the United
States and, after approval by the Governor, such quarterly account shall be
submitted to the General Accounting Office. Such account shall cover pay-
ments of expenses and other disbursements made by both the Fiscal Agent and
the Deputy Piscal Agent.

Sec. 5, The Governor shall, when necessary, make requisition on
the Treasurer of the - United States for the advance of such sums to the Fiscal
Agent as may be necessary from the Federal Reserve Board fund.

Sec. 6. The Deputy Fiscal Agent in making disbursements of the
Board upon proper vouchers out of the moneys advanced to the Fiscal Agent
shall sign against funds to the official credit of the Fiscal Agent with
the Treasurer of the United States in the name of the Fiscal Agent by him-
self as Deputy Fiscal Agzent,

Article IX,

Gold Settlement Fund

and

Federal Reserve Agents! Fund.,

Al]l funds deposited by or for account of the respective Federal
Reserve Agents in the Federal Reserve Agents' fund of the Federal Reserve
Board and all funds deposited by or for account of the respective Federal
Reserve Banks in the Gold Settlement Fund of the Federal Rescrve.Board
shall be held on deposit with the Treasurer of the United States and shall
be subject to withdrawal only by check of the Federal Reserve Board signed
by the Secretary or an Assistant Secretary and countersigned by the Governor
or acting executive officer of the Board.

Article. X.

Requisition for Delivery

of

Federal Reserve Yotes.

Requisitions upon the Comptroller of the Currency for the delivery
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of Federal Pcserve notes to the respective Pedersl Rescrve Azents shell
be made by the Secretary or Assistent Secretary in response only to re-
gucsts made by the Federsl Peserve Agents to the Foard for such notes.
The Secrctary or Assistant Secretary shall submit daily for approvel to
the Rovernor or acting executive officer of thc Board a schedule showing
the amount of each denomination of “ederal Rescrve Notes requisitioned by
him for the account of each Federal Feserve Azent.

Article XI,
The Seal,
The following is an impression of the seal ~dopted by the Board,

E-AL'

ticle XII.

Counscl,

Sec, 1, The EBoard shall appoint e General Counsel whose duty
it chall be to advise with the 3oard, or any member thereof, as to such
legal cuestions as may arise in the coqduc+ of its bu81ness' to prepare,
at the Board's request opinions, rezulations, rulings, forms and other legal
papers and to perform gcnerally such legal services as he may be called upon
by the Bozrd to perform,

Sec. 2. Subject tc the direction of the Governor, the General
Counsel shall have authority to correspond directly with the Counsel of
the various Federal Reserve Banks and to recuest their opinions as to the

interpretaticn of the local laws of the States included in their respective
Federal Pcserve Districts. Copies of all such correspondence shall be furn-
ished to the PFoard for its information,

Scc. 3. Thenever it may be decmed advisable, the Board may ap~
point one or more Assqciate or Assistant Counsel, or cne or more Assistants
to Counsel. The duty of such Associate or Assistant Counsel shall be to
assist the Generel Counsel in the performaance of his duties and to nerform
the duty of the General Counsel in his absence. ™hc duty of such Assisteant

Q3
to Counscl or Assistonts to Counsel shall be to sssist the Gencral Counsel
in the performance of his dutios.
Sce. 4. The Board mgy apnoint from time to time Consulting Counsel,
vho may be attorners at law engzaged in outside practice,.
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Article XIII.

Yeetings.

Sec. 1. Five members of the Board shall constitute a cuorum
for the transaction of business,

Sec. 2. Stated meetings of the Board shall be held on such days
of the week and at such hours as the Board by a majority vote may fix from
time to time, One meeting day each week shall be set apart for consideration
of the following matters, advance notice of not less than two days being
sent to members of important questions to be taken up at the meeting:

Discount and open market matters;

Approval of expenditures and salaries;

Establishment of Federal Reserve Branches,
Agencies, Currency Stations;

Permission for estzblishment of member
bank branches;

Amendment of Board's rules and regulations;

New policies or changes of policy;

Such other major matters as may be reserved
for consideration at the weekly meeting.

Sec, 3, Special meetings of the Board may be called by the Chair-
man or Governor or upon the written request of three members of the Board.

Sec. 4. At all meetings of the Board the following shall be the
order of business:

(1) Reading or inspection of the ¥inutes of the last
regular meeting and Minutes of meetings of the
Fxecutive Committee.
(2) Report of .the Governor.,
(3) Report of the Secretary.
(4) Revorts of the committees or members on assigned
business,
(5) Unfinished business.,
(6) New business,
Sec, 5. No vote shall be taken or motion made by the Board at a
meeting or conferencc when others than tho members of the Board and its Sec-
retarial staff are present,

Article XIV,
Absences,
Sec. 1. Absences of appointive members of the Board shall as

far as practicable be arranged so as not to interfere with the expeditious
conduct of the Board!s business in Washington.
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Article XV.

Information and Publication.

Sec. 1. All persons employed by the Board shall keep inviolate
its business, affairs, and concerns, and shall not disclose or diwvulge the
same to any unauthorized person whomsoever, and any employee who shall give
information contrary to this by-law shall be liable to immediate di'smissal.
Except upon vote of the Board, no one other than a Member of the Board, or
the Secretary, Assistant Secretaries, Assistant to the Governor, and
General Counsel, shall be permitted to inspect any of the Board's minutes.

Sec. 2. Yo statements shall be made to the press expressive of
the Board's policy or descriptive of its action except as authorized and
approved by the Board. Such statements shall be issued only in written
form and when authorized and approved they shall be issued through the of-
fice of the Governor or such other officer or member of the Board as may
be specifically designated. While each member of the Board must determine
for himself the propriety or necessity of expressing publicly his individual
opinion on any question, members shall not quote publicly the opinion of
other members on matters which have not formally been passed upon by the
Board.

Sec. 3. There shall be published monthly, a bulletin to be known
as "The Federal Reserve Bulletin", which shall be the official periodical
organ or publication of the Federal Reserve Board.

Sec. 4. No resolutions of a personal character shall be passed
by the Board on the termination of the membership of a member of the Board.

Article XVI.
Amendments.
These by-laws may be amended at any regular meeting of the Board
by a majority vote of the entire Board, provided that a copy of such amende

ments shall have been delivered to each member at least seven days prior to
such meeting.
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The executive offic: f the bank fully recognize the fact (E%é%r

that any question relating to the advisability of reducing the scale of sala-
ries paid by the bank involves their own salaries, a circumstance which na-
turally causes them to feel some hesitancy in expressing their views on the
subject. Nevertheless, they recognize also that even this circumstance does
not exsuse them from the duty they owe to the board of directors to assist

as much as possible in the task of bringing out all of the various facts and
factors that have a bearing upon the question under consideration. We have
already assembled and turned over to the Board's special committes a compila~
tion of facts and figures which present a comprehensive basis for studying

the present salary structure of the bank. It only remains to supplement

this report with a brief outline of the views of the officers as to the funda-
mental principleadkhat should be considered in comnection with these facts.
These views arse respecifully submitted to the Board for what they may be

worth and with the full knowledge that they will be given only such considera=
tion as they may deserve.

It is the opinion of the officers of the bank that the question
of effecting a general reduction in the salaries and wages of a business insti-
tution should be considered in the light of the facis and circumstances sur-
rounding that institution's affairs. It should not be determined, in our judg-
ment, s a result of any publie pressure or clamor. Putting it another way,
the compensation of officers and employses of any particular concera should
not be arbitrarily reduced, as we understand has been suggested by a director
of another Federal reserve bank, for the purpose of setting a precedent or
giving comfort to the managers of those enterprises whose situations unhappily
require such action. As a matter of fact, it is doubted if any business organi—
zation in the country whose income and dividends remain unimpaired has brought

about a general reduction in wages, Morsover, no genuine benefit accrues to
VOLUME 238
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an enterprise, which has made such a reduction, from reductions made by other
organizations. On the contrary, every reduction affects the purchasing power of
the country and serves to lessen business activity. The larger the number of
buginess organizations who are able to maintain their wage schedules the greater
will be the benefit to acerue to those who found it necessary to bring about a
reduction and the soonmer will the latter be able to return to the pre-reduction
status.

Someone has well said that thers are two situations that justify

a reduction of salaries. One is when an employee doesn't earn his salary and

the other is when the employer can't continue to pay it. These broad principles,

when applied to our situation, give rise to the following questionss

1. Have the salaries paid by this bank reached a point where they
exceed the lavel of salaries paid by other comparable institutions for services
of similar quality and quantity?

Strictly speaking, the other eleven Federal reserve banks are

the only institutions in the country whose earnings, expenses and services ere
analogous to ours, and, therefore, the only ones whose salaries ars really com-
parable to ours. Nevertheless, it is well worth while to meke some salary com=
parisons in the broader, if less analogous, field occupied by the larger commer-
cial banks of our distriet. These comparisons, which have been covered in detail
in a separate memorandum, show that the average salaries received by the officers
and smployees of the comparable commercial banks are not only well up to the
level of salaries in our own institution, but, when closely analyzed, if there
is any advantage at all it is found to be on the side of the compensation re-
ceived by officers and employees of the commercial banks. In contrast with these
institutions, we find that the average officer or employee of a Federal resefve
bank receives only one form of compensation for his services, namely, the actual

salary that he receives. On the other hand, the compensation enjoyed by the
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average individual employed in a large commercial bank takes several forms, as
followss
(a) His salary.
(b) Bonuses, dividends, and other forms of extra direct
compensation, including in some instances participa-
tion in excess profits of the bank.
Opportunities for meking profits in trading amd in=-
vestment transactions that arise in the normal course
of his contacts with the bank's customers and the
general public, including in meny cases proper advisory
or service relationships with other corporations and
organizations, which carry fees or other compensations.
Greater opportunities for promotion to higher positions
in the banking world by reason of his more intimate and
frequent contacts with other commercial banks and bankers.

In addition to the foregoing, the comparison would not be complete
unless it be extended to the relative demands thet are made upon the earnings of
Federal reserve bank pcople as compared with those made on commercial bank people.
Commercial banks, operating under less restrictive legal regulations, are large
givers to charitable, educational and religious enterprises, while Federal reserve
banks are prohibited from making such donations. The resuli is that although com=
mercial bank officers and employees do their share of individual giving to these
causes, they are not subjected to anything like as much pressure in this connec-
tion as are those who hold positions in a bank whose restrictions are such that
the bank's own funds cannot be used to aid these philanthropic saterprises. While
this inequality is not of serious importance in ordinary times, it becomes a matter
of considerable proportions in times of unusual distress like the present.

A further factor that deserves some consideration at this time is
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the current policy with respect to salary reductions pursued by corporations
other than banks. Aside from the fact that the factors which determine the poli-
cies of a Federal reserve bank in the management of its earnings are fundamentally
different from those governing the policies of an ordinary commercial or indus-
trial enterprise that is operated purely for profit, it is only fair to keep in
mind the fact that during the boom days preceding the present depression the level
of corporate salaries, generally speaking, followed the upward trend of corporate
profits; whereas, there was no corresponding expansion of salaries in the Federal
reserve banks. For example, during the four-year period from 1926 to 1930, the
average salary paid to the officers of our own bank showed an average annual in-
crease of 2.7 per cent. It might be well observed here, too, that in connection
with many corporations throughout the country the reductions in salaries that
have been effected have been more than offset by the benefits that have acecrued to
officers, and in some cases employees, in their capacities es stockholders, through
the preservation of the corporations' capital structures.

2« The second imporiant question that should be considered in connec=
tion with our salery situation is the one that applies the test of the capacity
to pay. There come times when an enterprise, even though served by officers and
émployeas who by every test deserve the saleries paid them, finds itself in such
a financial condition that it is compelled to reduce salaries in order to keep
its expenses within the limits of its ability to pay them. The question arises,
has that point been reached by our institution? The only fector that appears to
have a legitimate bearing upon this question is the interpretation that should be
placed upon the laws that created our bank with particular reference to the uses and
purposes of its earning power. If the purposes of the law have been fulfilled when
we have accumulated a sufficient surplus of earnings to meet our obligations to

member banks in the form of dividends and services, we are justified in using our

accunulated earnings for the main enance of fair salaries to our workers in years

bed for FRASER




Page 5

when our current gross sarnings are deficient. It seems reasonable to assume that
the purpose of the law that authorizes us to build up a surplus twice the amount
of our capital was, among other things, to enable us in years of large earnings

to create a fund for meeting our obligations to our stockholders, including divi=-
dends and services, in years of lean earnings. If we now repudiate this poliey
the logical alternative would be to establish current net earnings as the govern-
ing factior of our salaries, increasing or decreasing the salary scale each year

according to the annual fluctuations in our net earnings account. Such a poliey,
of course, while more or less followed by ordinary business enterprises, wuld
certainly not conform to the peculiar nature of a Federal reserve bank.

3. A third question that may be worthy of some consideration, in view
of present economic and political conditions, is the question whether or not, wholly
aside from the considerations discussed above, it would be advisable for our bank
to take some action at this time in regard to its salaries as a matter of publie
policy. The pressure of public opinion for retrenchments and economies in the
costs of govermment has given rise to the belief in some quarters that the Federal
reserve banks, being linked in the public mind with governmeant institutions, are
expected to get in line with the general program of salary cutting, and unless
they do so will be exposed to criticism. Those, however, who see in the recent
reduction of the salaries of certain employees of the Federal government a criierion
that should be followed by all business institutions, including Federal reserve banks,
should bear in mind two important pointss First, that the reduction of salaries of
Federal employees was not based on the thought that their salaries had become ex~
cessive by reason of a decline in the cost of living, but, on the contrary, it was
necessitated by the very opposite situation. It grew out of the faet that one of
the largest elements of the nation's cost of living, namely: taxation, had increased

to such intolerable proportions that it became necessary to reduce goverument sala-

ries in order to reduce the tax burden to more tolerable proportions. Another im-
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portant distinction between the position of the Federal government and that of the
Federal reserve banks is the fact that the government has no surplus of accumlated
earnings in its Treasury available for the maintenance of its usual scale of salaries.
These vital differences should be borne in mind; and yet it is the thought of the
of ficers of the bank that if any Federal reserve bank finds upon investigation that
its salaries are out of proportion to the value of the services of its officers anmd
employses, or out of proportion to its ability to pay them, such bank should pro-
ceed to readjust its salaries to conform to the requirements of its owm particular
case. On the other hand, if it is decided that a reduction of salaries should be
made solely &s a matter of public policy, every consideration would point to the
conclusion that such action should be taken concurrently by all of the Federal re-
serve banks, as a System matter. I seems to us that any other course of action
would be ineffective, and in certain cases rather unfair. Our own institution,
having reduced its general expenses this year more drastically than eny other re-
serve bank in the System, should at least be joined by the other reserve banks be~-
fore making, out of deference to outside conditions, any revision in its salaries.

In this connection, some thought may well be given to the effects
that a general contraciion of our payroll disbursements would have upon the publis
welfare. A certain financial writer has recently well said that the clerical
workers of this country, the so-called "white collar" class, are now the bone and
sinew of our nation's purchasing power. It seems clearly apparent that the com=
munities in which our four offices are situated would not be benefited by & sub-
stantial curtailment of our payrolls. Any deficiency that might be caused in the
earnings of our employees would multiply itself several times over in the ultimete
curtailment that it would cause in the purchasing and debt-paying power of the
communities in which they live.

- - . e

Notwithstanding the facts heretofore referred %o, that differentiate
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our institution from ordinary business enterprises, and thinking alone of the
general economic situation, your officers have come to the conclusion that our

bank would be well justified in participating in the nationwide movement to re- .
lieve unemployment through the "share the work™ plan that has been adopted by

large employers of labor throughout the country, including several Federal reserve
banks. Since our bank's cooperation has been requested by the national committee

in charge of the movement, and since the plan, as adopted by the Federal Reserve
Banks of New York end Philadelphia, has been definitely approved by the Federal
Reserve ﬁoard, your officers recommend that it be put into-effect by our bank

for a reasonable period of time. By this means, through a moderate reduction

of the salaries of our officers and employees, we could reemploy & number of our
former employees whom we were compelled to release and who have not yet found con-
neciions elsewhere. These people have been tested and imymost cases found competent,
trustworthy, loyal and discreet. We would be safe in taking such people back tempo-
rarily into our various depariments, and if it is found that we cannot meet our full
requirements from the ranks of our former'bmployaes, we can undoubtedly make up the
deficiency with other competent and deserving people who are filing applications
with us almost daily. Such a step on our part would not contract the aggregate
purchasing power growing out of our payroll, and would require only & moderate and
temporary sacrifice on the part of members of our force whose individual salaries

would be reduced under the plan. Unlike a geners. reduétion of our total payroll,

such a plan would have a distinctly stimulating effiect upon the community and the

general business situation. And for that reeson your officers recommend it as an
\

!
appropriate and constructive method of contributing t%ithe public welfare.
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

April 10,1920.
X-1894

Subject: Deficiencies in Reserves.

Dear Sir:-

The attention of the Federal Reserve Board
has hesn directed to the fact that there is some slizht
confusion in the method employed by different Federal
Regerve Banl's in dstermininz the amounts of their zold

reserves acainst note and dsposit liabilities.

Thers is anclosed, herewith, for your infor-
mation an épinion filed by Counsel, dealing with the
general suhject of deficiencies in reservaes and the
rights and oblizations of the Federal Reserve Banks in
the matter of allocating their gold assets against
demosit and note liahilities.

Yours very truly,

Governor.

To Chairmen of 211 F.R. Barl-s.
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March 5,1920.
To: Federal Reserve Board

7 ¥ - gl - .
¥rom: Mr. Harrison Deficiencies in reserves.

Upon the request of the Federal Reserve Board I wish to

*»
confirm in writing a statement which I made orally to the Board ‘g#

at its meeting on February 26th, with reference to the allocation
of its gold reserves against denosit and note liabilities and g
P

with reference to the tax unon the deficiency in reserves against"ih
either of those liabilities.

The question first presented is whether a Federal Reserve
“ank whose total reserves against the agrrecate of note and
denosgit liabilities is below the minimum requirements may allocate
its cold assets im such a manner that its reserves against notes
are maintained at 40 per cent while its reserves against denosits
fall below 35 per cent.

A study of the vrovisions of Section 16 of the Federal Reserve
Act indicates that heyond a doubt a Federal reserve bank may main-
tain its 4O per cent reserves against Federal Reserve notes even
though the reserves azainst denosits may, as a result, fall below
the 35 per cent limit. Paragraph 3 of Section 16, which fixes
the mimimum reserve requirements against both note and devosit
liabilities, provides "that when the Federal Reserve Agent holds
-old or zold certificates as collateral for Federal Reserve notes
issued to the hark, such gold or gold certificates ghall be counted
as part of the zold reserves which such bark is required to maintain
against its Federal reserve notes in actual circulation." Under
the terms of this vparagraph all gold or nold certificates held by

a Federal_;eserveqagent as collateral for cutstanding notes must

£,
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necessarily be counted as reserves against those outstanding notes
and cannot lawfully be considersd as vart of the reserve against
denosits.

So, also, Section 16 provides in next to the last paragraph
that -

"Gold denosits standing to the credit of any Federal
reserve bank with the Federal Reserve Board shall, at the
ontion of said hank, be counted as wart of the lawful re-
serve which it is requirsd to maintain against outstanding

Federal reserve notes, or as vnart of the reserve it is ra-
quired to maintain against deposits.”

Under ths torms of this clause the Faderal reserve bank is
eranted express authority at its own ovotion to count credits in
the gold Ssttlemant Fund as a mart of the rescrves which it is re-
quired to maintain against Federal reserve notes.

There is no express vprovision in ths law itself conferring unon
the hanl- the right to allocate the fr=z gold held by it (that is,
gold not with the Federal reeserve agent and not with the Gold Settle-
ment Pund) as a vart of its reserve against Federal reserve notes
instead of as a part of its reserves against deposits. It is believed,
nowaver, that that option must exist since for all practical purmoses
the same result may be attained under those other sections of the
law previously referred to. In other words, inasmuch as the hank is
authorized to procure Federal reserve notes from the Federal reserve

agent unon the denosit of as much as 100 per cent gold, and inasmuch

as 311 devosits with the Federal reserve agent must necessarily count

ag mart of the reserves to he maintained against notes outstanding,
the Federal reserve hank may always maintain its reserves against

notes at‘the expense of its demosit reserve account hy transferring
fre= gold to the F@der31 reserve agent as collateral for ocutstanding

notes. It icen automatically becomes a part of the reserve against
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notes. The bank may also accomplish this same purpose by dewmositing

free gold in the Gold Settlement Fund since credits in the Gold

Settlement Fund may by law, at the option of the bank., be counted

either as reserve against notes or as reserve against deposits. In
view of these facts it would secn to be futile to deny the right of
the bank to consider free gold in its vaults as reserve against notes
even though to do so results in a deficiency in the reserve against
denosits.

Assuming this to be true, thz sole quastion to be considered is
wh§ther the Federal Reserve Board is requirsd to immose a tax unon
the deficiency in reserves against denosits.

Section 11 () orovides:

"To suspend for a wariod not excs-ding thirty days, and from
time to time to renew such suspension for pericds not exce=ding
fifte>n days, any reserve requiremaents specified in this Act:
PROVIDED, That it shall establish a graduated tax unon the
amounts by which the reserve requirements of this Act may be
parmitted to fall below ths level hereinaft-r specified, AND
PROVIDED FURTHER, That when the gold r=serve held against
Federal resecrve notes falls below forty per centum, the Federal
Reserve Board shall establisnh a graduated tax of not more than
one p3r centur ner annum unon such deficiency until the reserves
fall to thirty-two and one-half va2r centum, and when said reserve
fails below thirty-two znd one-~half wer centum, a taX at the
rate increasingly of not less than one and one-half per centam
ver annum woon cach two and one-half per centum or fraction
thereof that such reserve falls below thirty-two and one-half
per centum. The tax shall be paid by the reserve bank, but
the reserve hanl” shall add an amount equal to said tax to the
rates of interest and discount fixed hy the Federsl Reservs
Board."

Two questions are mresznted in connaction with the construction
of this paragranh, (1) whether the Federal Reserve Board is obliged
to 2stablish a graduated tax unon the amounts hy which the Federal
reserve bank reserves against denosits fall bslow the recuired minimm,
and (2) if so, whether the amount of the tax shall be added to the
rztes of discount fixed by the Foderal Reserve Board.

The first vroviso of Sub-sectimn (c) requires that the Federal
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Reserve Board shall establish a graduated tax upon the amounts by

which "the ressrv: requirements of this Act" way be pérmitted to fall
below the specified levels. There is little dcubt that the law which
uses the obligatory "shall", and not the optional "may", imposes upon
the Fzderal Reserve Board an oblijation to establish a graduated tax
upon ths deficiency in the res=rves acainst Federal Rescrve Bank depos-
its since that is oné of the "res-rve requirements of this Act". This
tax, howsver, m-y be fixed at any amount, large or small, that the Board
decms to he advisable. Technically, it may even be an infinitosimal
amount. It must, however, bz a graduated tax baszd upon the arount of
the deficiency in ths res-rves.

There is nothing in ths law specifying to whom such a tax nust be
paid. In the cass of a memher bank it is paid to the Fedoral Ras:rvs
Barlk, but in the case of a Fed=sral Reservc %ark tharz is no onz to
whom the tax could reasonably be paid othor than to th: Governrant.

But if paid to ths Government, it would amount in substanc: to a tax
upon th: Government's own e2quity in the Federal Res:rva fank's surplus.
The decisions of the Supreme Court have frequently hsld that no Faderal
tax law should Y2 construed to immose a tax upon th: Governient itseld
and it might by analogy be argued with some forcc that Congress did not
.intend to require ths Federal Ressrvs Zank to pay & tax, even toough in
th: nature of a penalty, to the Govarnment out of a fund which, in the

final analysis, belongs to th2 Government.

It would seem howevsr, that &lthough thers is nothing in the law

to indicate that the tax should he paid to th: Government, and although,
as sugeistad above, it is perhaps illogical to require the Federal
Reserv: Bank to pay a tax to th: Government out of its surplus, nzvirthe-

less, if any effect is to be given to those provisions of the léw iimosing
the tax, the Government is the only logical payee, and if immosad, it is

Ized for FRASER
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belisved that it would have to be paid in that manmner. These in-

consistencies are referrad to only for the nurnose of emphasizing the

fact that this section is not in its entirety susceptible of any complete

or satisfactory construction.

The remaining question for consideration is whether the immosition
of such a tax upon the deficiency in the reserves against deposits nust
necessitate a corresponding increase in the rate of discount fixed by
the Federal Reserve Board. Upon this quastion there can bz little doubt
since the phrase requiring the increase in discount ratzs is not a part
of the first proviso of Sub-section (c) which wrovides for the tax upon
the deficiency in reserves againsi deposits, but instead is enacted as
a part of the second oroviso of that paragraph which relates solely to
the tax upon the deficiency in ressarvas against Federal resesrve notes.
It micht be contended that the last sentencs of sub-paragravh (c) refers
back to the first proviso as well as to the second wnroviso but that is
a position which it would be difficult to sustain.

In the first place, sub-section (¢) of Saction 11 as originally
vassed hy the House contained only one proviso which read as follows:

"Provided that it shall sstablish a graduated tax upon
the amounts by which the reserve requirements of this Act
may be permitted to fall delow the lsvel hereinafter specified,
such tax to he uniform in its aovlication to all banl's, but said

Board shall not suspend ths reserve requirementg with reference
to Federal Reserve notaes.”

When the bill was passed by the Senate the first part of this nroviso
was left substantially as it reads above but the requirement that the
Board "shall not suspsnd the reserve requirements with reference to
Faderal reserve notes" was struck out and the present second proviso
was inserted in lisu thereof. It is this second wroviso, imposing an
sutomatic graduated tax upon the defici=ncy in the reserves against notes,

that contains the clause requiring the reserve hank to "add an amount
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equal to said tax to the rates of int-rsst and discount fixed by
the Federal Reserve Board." Inasmuch as that clause was enacted at
the same time, and as a mart of, the vressnt second vroviso, and
inasmuch as the two tozether were substituted for that part of the
House bill vrohihitins a suspension of reserves against potes, the
lozical inference is that the autumatic inerease in discount ratzs
results only in the case of a tzx unon a deficiency in the reserves

azainst Fzderal reserve notes =nd not in the case of a tax upon a

deficiency in the ressrves azainst devwosits. But even if the legislative

history of this ssction leaves any doubt as to its meaning, nsvertheless,
the context of the section as a whole vrecludes the mossibility of any
other construction.

The first oroviso wrovides for the establishment of a zraduated
tax unon the dsficiency in any of the reserve requirsments of the
Act other than thoss relating to Federal Reserve notes which are exwressly
covared in the second wroviso. That heing so, if the last sentence
of gub-saction (c), woroviding for ths automatic incresse in the discount
rates equal to ths amount of tax unon deficiency in reserves should

he construed to apwly to the first wroviso, then a deficiency in the

reserves of any membsr ban: would necessitate an increase in the discount
rates since member ban's' reserves are one of the reserve requirements
of the Act. Any increase in the discount rates, regardless of the cause,
would be anplicable to all memher banlks alike. It is certain that no
such result could have be>n contemvlated by Congress.

Aside from the provisions of the naragravh under consideration,
and indevendently of the question of the tax unon deficiencies in
reserve, th» Federal Reserve Board, of course, has mower to determine
rates of distournt for each class of paper and that pover would in itself

include the vower to nullify any sutomatic increase resulting fron &
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deficiency in reserves against deposits, even if a contrary inter-
nretation of the law, discussed in this memorandum, could be sumported.

In conglusion, it is the ovinion of this office, first, that
a Federal reserve bank may allocate its free eold in such a way as
to maintain its reserves apzinst notes at a minimum of 40 per cent even
though that results in a deficiency in reserves against denmosits;

second, that the Federal Reserve Board is required by law to establish

a graduated tax unon deficiencies in reserves against demosits although

that tax may be made so small as to be practically negligible; and
third, that a tax uoon deficiencies in reserves against deposits does
not result in an autcmatic increase in the rates of discount fixed

bv the Federsl Reserve Board.
Respectfully,

GEORGE L. HARRISON,

General Counsel.




THE WHITE HOUSE
Washington

February 28, 1933

Gentlemen:

I wish %o leave mo stonme unturned for con-
strugtive action during the present erisis, Without
being technieal in regard to the provisions of the
law, it is obvious that the Federal Reserve Board has
e great responsibility in the control and
of the currensy. It is obvious that hoarding of
surrency, and to some minor extent of gold, has now
risen to unprecedented dimensions, and this, together
unmmmmtmmmmmmmor
a disposition to export their eapital, has become
a threat to public interest.

I should like to be advised by the Board as
to vhether the Board comsiders that the situation is
one that has reached a public danger and whether the
Board considers the Federal Reserve System can proteet
the public interest, or whether the Board gonsiders any
measures should be undertaken at this juneture and
:mou:ly whet, if any, further authority should be

Yours faithfully,

(S8igned) Herbert Hoover

The Governor and Members
of the Federal Reserve Board,

W’.' D. C.
L0221
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