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Page 11 - Confidentiel Telegram to Governor Black at Atlanta, trans-
mitting President Roosevelt's letter to Secretary of Treasury
apropos of Federal Reserve's enlarged powers to adapt their
facilities to National emergency.

Page 23 — Telegram to all F.R. Banks from Mr. Morrill re S. 320.

Page 55 - Letter from Gov. Harrison to Gov. Black re necessity for
appropriate action to keep open any member bank licensed by the
Secretary of Treasury to open after the bank holiday.

Page 61 - Confidential - Some A B C's of Currency Inflation.

Page 79 - Confidential - First draft of Joint Resolution to provide
for the issuance of currency by clearing house and other asso-
ciations of banks in the U.S. and for other purposes (Marked
Confidential)

age 95 - (X-7356) Conditions of membership which will be prescribed
for State banks hereafter admitted to membership in the Federal
Reserve System.

Page 101 — Confidential - Tentative draft of Order Requiring Return
of Gold as revised by Treasury Department, March 17, 1933.

Page 102 - Intercepted cablegram from Mr. Beller to Mr. Musher.

Page 109 - Data re vacancies on Federal Reserve Board.

Page 110 - Data re restrictions of gold.

Page 111 - Confidentizl - Tentative draft of Executive Order forbidding
the hoarding of gold coin, ete.

Page 112 - Proposed amendment to F.R. Act, Section 10.

Page 113 - Outline and data concerning Banking Holiday.

Page 115 - Data re performance of contracts payable in gold.

ages 117 & 121 - Confidential - Tentative draft of March 22, 1933 re
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(Draft)

Page 127 - Revised draft of executive order.

Page 128 - Instructions of Secretary of Treasury during Banking
Holiday.

Page 129 - Memo to Board from Div. of Examinations re Report on In-
vestigation D.A. Jones et al., Fiscal Agency Dept., F.R.Bk. of
Chicago.

Page 131 - Confidential - Tentative Draft of March 25, 1933, re direct
loans by F.R. Banks.
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Pages 133 & 137 - Confidential - Revised draft of Executive Order
forbidding the hoarding of gold, etec., March 25, 1933.

Pages 134 & 136 - Suggestions by C.S. Hamlin re above proposed order.

Page 135 ~ Suggested changes in S. 245 based upon recommendations
made by the F.R. Board in its report of March 29, 1932, to Comm.
on Banking and Currency.

Page 138 -~ Data re modification of Section 2 of proposed executive
order forbidding the hoarding of gold coin, etec.

Page 139 - Confidential statement re amount of gold and gold certifi-
cates returned to F.R. Banks.

Pages 140 & 141 - Gold order changes.

Page 1.2 - Memo to Mr. Wyatt from Mr. Hamlin re value of gold bullion
turned in.

Page 143 - Executive Order - Forbidding the Hoarding of Gold Coin,
Gold Bullion and Gold Certificates.

Page 145 - Resolution by F.R. Board requesting the F.R.Bk. of N.Y. to
furnish them with all information re return of Great Britain to
the gold standard.

Page 149 - Memorandum on Gold Clause.

Page 151 - Letter to Hon. W. K. Kellogg from Board, Treasury, and
R.F.C. re forming new bank.




Received at Washington, DC

Incoming Telegram

Atlanta Georgia May 25 5:45 Pm
Blaek ~ Washington

Copy of message requested follows:

"Washington 230 P Mareh 11, 1933

Black - Atlanta, Georgia
(Confidential)
For the confidential information of yourself and your Board of B:lmtors I
am quoting below & letter which I have just received from the President of
the United States and I beg to express the hope that in addition to other
econsiderations you will have this letter (in mind in transmitting to me ap~-
plications of member banks in your Pistriet for permission to open for
mhnl.) I hope alse that in wiring such applieations, you will please be
good enough in each case to advise me specifiedlly, as requested by telegram
yesterday, whether in your opinion it would be reasomably safe im the cireum-
stances for me to permit the full opeming of the applicant, having in mind
the proclamation of the President prohibiting the payments of curremey by
any benk for hoarding purposes. In the interest of expedition and in oxder
to enable the prompt opeming of as many member banks as possible, please
forward appdieations as received, indieating omly your opinion on the
specific question asked above, Similar request has been made of the Comp-
troller's Office with respect to Natiomsl Benks, The President's letter
follows:

*March 11, 1933,
My Dear Secretary:
I am informed that the Direetors of the 12 Regional Fed~-

BAGE 112 £ o
% eral Reserve Banks are concerned over the question of the ._)'
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immediate valuation %o be given to the assets of member banks,
Neational and State, I recognize that a drastie or striet esti-
mate of values on & liquidating basis would prevent many banks
from opening which eould and should be 100 percent opened if
their assets were reasonably valued on a fair going basis,
'T am convineed that the Direetors of the Regional Fed-

eral Reserve Banks should take a fair and equitable basis
for loan valuations rather than a forced liquidation basis.
It is my desire that Federal Reserve Banks will proceed on
the same fair and equitable basis in respect to loeans to
member banks, the purpose of which is to procure currency
for State benks whieh are not members of the Federal Reserve
System. Cooperation on the part of member banks in this re-
gard is essential,

'No citizens expects the directors to be infallible,
All we ean ask is that they use honest, and, wunder the eir-
cumstanees, feirly liberal judgment. It is inevitable that
some mistakes will be made, It is inevitable that some
losses may be made by the Federal Reserve Banks in loamns %o
their member banks.

'The Country appreciates, however, that the twelve
Regional Reserve Banks are operating entirely under Federal
law and the recent emergency bank act greatly emlarges their
powers %o adapt their facilities to a National emergency.
Therefore there is a very definite obligation on the Federal |
Government to reimburse the twelve Regional Federal Reserve
mtﬂhnu'nfhﬁww-h on loans made under
these emergency powers, : \



'I do mot hesitate to assure you that I shall ask the
Congress to indemnify any of the twelve Fedoral Reserve
Banks for such losses, I am confident that the Congress
will recognize its obligations to these Federal Banks
should the ocecasion arise, and grant such request.

Yours very sincerely
Frenklin D. Roosevels'

W. H, Voodin"

Johns 5:15 M
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PHERAT, EENERVE BOARD

WASTIIRGTON

uereh 17, 19232,
Curties « Toun - Boston jtevens - MeDogrl « Chieago
M:.m-u-m-?m Wood « Mortin -« 5t. Lowle
sustin = Horrie « ihdlsdelphia Brdley - Geery - ldnnoapolis
Tiliams - Jancher - Cleveland KeClure = Herdlton - Kansas City
Hoxton - Seny - Jiclmond Valsh « HeRinnay - Dallas
Hewbon - Blask - atlanta Newton « Calldng - San Preoccises

mANS_____ Neferring Trans 1667 and Prans 1672 the Searetery of the Trensury
Lng oubudtted te Federsl Reserve Boawd following propoced revision of 5, 7903
QOTE A 21N To provide for direst loans Yy Federnl reserve banks to
State Dasks ond trust comprndes in eerteln csses. 5o 4% enscted by
the Senste and liouse of Representatives of the United States of
Ameries i Jongross sscembled, Thet Title IV of the Act entdtled Min
sct to rovide relief in the existing nationsl emergeney in beuldag,
and for other purcesee!, spsroved Werch 9, 1933, is ssended by add ng
et the esd thereof the following new seetiont
iJeetion 04, During the existing energency in bunkdng, or wntil tis
seetion £i:ll bo dvalared 8o longer operative by proclumntion of the
President, Dut in no ovent beyond the perdod of one yer from the date
tids ssetion tnkes offeet, mny State baxlk or trust ecompoay not & mecber
of the Jedersl reserve system wy apply to the Jeder:l reserve bunk in
the aistrict im which 1t i¢ loeated and ssdd Pedersl reserve basic in
ite disorstion snd after inspeetion and upproval of the collstersl and
o thorough exminstion of the applying bank or trust exweay, way make
direct losns to such State dwik or Srust copony under the terme
provided in seetion 10(b) of the Jedersl Reserve ict, uo aended by
sestion <07 of thie AOt: Providel, tint losms mny be uade to suy spylye
PAGE 23
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e, .
aprlieations for such I/ ‘9 shall be sccompanied by the v ‘ten approvel

of the State bonidng depsrtment or commission of the State from which the
State bexk r frust compony has received its charter and o statement from
the sadid State banking departsent or commission thst in its Judgment said
State bunk or trust compeny iz 4n a sound condition. The notes representing
such loans shall be eligible &a security for circulating notes issusd mmder
.tnmnmdmnmmwmuamrmm
Aet, as asonded by section 401 of this Act, to the ssme extent & motes,
drafts, bills of exbhenge, or lankers! acceptances acquired uander the
provisions of the Federal Reserve Act.?

mmnmmm«mmnmuww
u.mnmmunnuumuawumm
to the provisions of the Feder:l Reserve Act ap licable to mesber Siate
banks and the regulstions of the Federal Reserve Board issued thereunder;
Provided thst in liem of subsoribing to stoeck im the Federal reserve bank
u-&umummmwmaumm
mmmmmmdmml

¥rEs sttention has been called to the fact that where

section % of the Federal neserve Ast is referred to in the M1l,

ref erence wag probably inteaded $o section 19 of the Yedercl

Reserve .ot UN UOTE

In the lght of circumgtances explsined to the Board by the Secretary
of the "ressury in connection with the present stotus of the proposed legislation
mmmmnhp—numdmuunum

'y the Seerotary.

& 02

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



IR

Mr, Hemlin.

FEIFRAL RG0AVE BAME
OF NI Yo

Lo n

Wy B8, 180
Jour Govemer Mlaci: .

1 am writing 0 you mewely %o eonfims the report which
lmh;u‘-thmmqumm
on Tersday, My 18, 1005, axdl again in porson when I saw you in
Tashington on Tuosdly, lay A, 1955, reguniing the viems em~
preseed by owr diveoters conoerning the necessity for sysropriete
astion to kwep ojen any mewbey bunk licemsed by the Secowtary of
the Teeasuzy %0 opon af'ter the bank holidey.

A8 1 sdvised you our dizestars are of the opinion that
sonficence in the baddng situation, which hes becn restored
laegely us o result of steps taken by the Admintstration and the
Prosident’s wessages %o the pooplo, would be ssricusly irpeiyed
in the evest that mevber bamke liswsed % open for tusinoss sduld
Bow be pemitted {0 full. In that ovent the Aduinistvetion’s pro=
gPes vhioh alresdy has resulted in noticeable improvement in busie
asee would probably be risked % the great prejudice of the
countiys The question iv how Lest %o fmure licensed meshber banks
resmining open in the oven$ of pressure from depositarz,

umumm-?wu
views which they asked me to cenvey to you that this nigt e
fastively o nceomplishod in edther ome of two ways: (1) through
the Federal roserve banisj or (2) through the Heeonstruotien »

VOLUME =
PAGE 55242 G b 5
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Finames Corpasution, They suggest however thot if the full respon-
eivility for keeping ligensed mesber banks open is %0 be plaged
upom the reserve benks throgh the exerelse of thelr power 0 make
so-galled 15(b) losns, the views expresscd Wy the Fresident iz his
lattey of Mnreh 11, 1983 to the fsarotary of the Treaswry, whish
wag trensmitted to all Pederel reserve banks,should be trwnslsted
inte law, This thay believe to be cssential in order to protect
the Paderul reserve bDemks with thelir relstively mmall espital struce
ture, us eumpared with totel dsposits of thelr member denke, ncoinet
the risk of wnfus loss, Fothing in their Jedgment would be worse
than any puestion in the public mind as %0 the integrity of the
position of the Federml Mescrve ‘ystem. Comsequently, if Yederal
reserve bamks soting threagh their direstors are to be prompt snd
1iberal in making 10(b) losns in ordsr to keep open suy member bank
waieh ie plaged under pressure Wy withdrewals of depcsita, they
should have the assupanee of law that they would be protected aguinst
losses on necount of smy sush loams,

1f, however, this procedure is deeswd impractigadle or for
say reason unwise, then they Delisve that it is casential that the
Fegcnstrustion Fimanes Corporation mmst toke the respomsibility, on
bobalf of the govermment, of freely advensiag all the funds negeosmry
% imep open any licensed menbor bamk, This weuld probably neeesai-
tate an wmendnont %0 the "00ORSIUSHLOR Fimanee Corperstica iet
50 as %0 libemlize the lending powors of the eowporation, Fe
undorstend thet on amendmeut whieh would aceamplish this has slvesdy
boen prepered. I 1% should be emsmeted fute lew, it would yrobably

Federal Reserve Bank of St. Louis
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be preforshle oven to the firet suggrstion that the full reaponsidility
be plaged wpon the Pescrve bemks umder moteotion of Congressicnal one
setpent. It is believed, howewer, thet even under sush en wwmdment t0
the Negenstruction Finsnes Jorporation et & prosedure might be devele
oped whersby 10(b) losns sickx will be mede in the firat instunge by the
Faderzl rescrve banis, snd then taken ower dollar for dollar by the
Nagomstruotion Finanes Corpewation upen whatewver eollsterel the Peder)
Teserve bauke wer: sbie to obtainm, Sugh proesdww might even eomtume
)'mmmcmmmmﬁm
| funds to the Gesonstrusticn Fimanee Covparetion by the purehsse of the
eorporation’s debentures as pemmitted under the torms of the Thomas
sswniment to the Agrieulturel Relisf Agt. That, however, is & matter
[ wileh gould be 1af% for future determinetion.

The fmportest thing in the opinien of our &lreetors is thed
something must be done prampily by the goverweat to sssure the Mweping
opon of every Meensed mesber bunk, snd in their julgmnt this emn move
effeotively bo acoamplished by wither one of the two procedures sug-
cested nbove, and with less real risk to the bdmking situstion of the

) m,mwwdhﬂ—mm'mum-’
guamuty of bavk daposits, The reeord of hemk deposit gusyamty plens
in the past has beon = dissetrous ons, and 1t 48 feared that the pro-

| posal for the imsurence of bank deposite now before Congress will be

) wholly imsdoquate of iteelf to keep open all liecensed momber banks,
In fast, it iz the opinton of our direstors that the proposed legis-

J lation w11l olome mny bank whish cumet qualify wader the inswrvnes
vian, and will rup the risk of foreing meay sound member bamks t6 withe
dmw from the Tedarul fesorve Cysten, Yather than to muffer the sabe

http://fraser.stlouisfed.org/
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The problea of PIOtesting sound nomerber buwss which have
been licensed %0 ope for wislmss is radered exceedingly ALfficuls
bocaune of the Mot vhat Otate baskligy authoritiss in meay Stetes
adopied o much more liberal standaN fox Licensing barks wnen wes

‘mwu-mw Howover, there are wny sound

nommuber bamks which sre now llcmse: whish ahould be protesteds
™is it 1o believed could bewt be seoorplished by pramptly adedtting
% weborsidy in the Ffoderel Hdeserve System, subject %o wll the rights
wnd poivilages of oter Jomued nmber bane, all Whoss nomaber
baniks waich are sound o which om cumply with the sesm ptandend as
other mesber batis open for Wwsiress in the swe aress It in feld,
however, thot %e present rules mverning the atulswion of new bamks,
adopted by the Pederal Reverve Nonrd, are so strict as t0 ruke this
nethod of protecting somerder barks inedeuate for thore would be
meste, Whaile, of course, 14 is destyedls %o have sll banks edndtted
thu“nmuﬂhpMSﬁ;;
vhe eimumstames, novertheless, it is belioved that the regulatious
of the Pedernl fuserve Beord mivht be Liderelized withou$ ceriously
prejudicing the dysten snd af the paws time greatly ‘woilitating

8 90per 80lution of tho name-bor bamk problems '

- (8) Geowge L. Harsison,
Goarge Le Marrison,

Eee— 05

Federal Reserve Bank of St. Louis
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Confidential

SOME A. B. C'S OF CURRENCY INFLATION

Contents

Definition

Aim of Proposed Legislation

Suggested Methods for Raising Prices

Common Assertions in Favor of Currency Inflaion Made
Those Who Favor Such a Policy =

l. will employment be increased and the lot of the
working man made better?

. Will corporate profits be increased, and at any rate
will stock prices go up?

Is our debt so heavy that it is necessary to debase
our currency in order to meet our debts?

Has Britain benefited by abandoning the gold
standard?

Will depreciation of our currency give us a foreign
trade advantage?- - =

Is & rising price level necessary to prosperity? = « ==
Has our economic condition progressively become so
acute that nothing but "inflation" could stop the

so-called "descending sSpiral® = = = = =« = = = = = <=

Will the President use the proposed powers for
inflating our currency if granted?

Who Gains -- Who Loses?

In Conclusion

;454 fLﬁ




confidential

SOME A, B. C'S OF CURRENCY INFLATION

april 25, 1933

A, Definition:=

For the purposes of this summary "Inflation" is understood to mean an arti-
ficial increase in the amount of currency, either paper money or bank
deposits or both, with a view to forcing an advance in commodity prices
through monetary manipulation, with the hope that thereby business activity
will be increased, with subsequent return to prosperity. "Controlled" in-
flation really means that those who sponsor such measures believe that once
the price level is restored to some more or less indefinitely predetermined
point, it will be possible to stop the processes already set in motion
without any bad economic after effects.

On the other hand, "normal" business recovery after a depression is almost
always marked first by an increasing demand for goods based upon a gradual
using up of existing inventories, combined with confidence in the future
of prices. An increase in the volume of industrial production is usually
closely accompanied by an advance in the price of basic raw commodities and
by some improvement in industrial stock prices, although some small lag in
raw material prices is sometimes observed. However, the prices of finished
goods usually continue steady or downward for several months after the
volume of industrial output hhs increased, because of fixed contracts,
traditional prices, and sales resistance, due to the fact that the buying
power of the ultimate consumer is not immediately increased by the upturn
of business activity. Barring war or changes in the monetary system oOr
base, a "normal" wholesale (average of all commodities, raw and finished)
price recovery after a depression might be perhaps 10% or 15%, and it might
require from one to two years to witness even this much of & recovery.

B. Alm of Proposed Legislation:=
The avowed aim of the legislation now being pushed through Congress 1s not
merely to ®stabilize® prices, but to bring about quickly a substantial in-
crease, the immediate goal discussed being at least 507 above present
levels. Many believe that an even higher figure should be aimed at.

C. Suggested Methods for Raising Prices:e

The proposed legislation would for an indefinite period suspend all constitu-
tional and present legal processes, and would give to the President of the
United States sole power in conjunction with the Secretary of the Treasury
to manipulate our currency and credit within very broad limits, which pre-
sumably could readily be changed by further amendments ad libitum. The
proposals embody the principles of most schemes commonly discussed, the
gold standard having already been abandoned both externally and internally:-

1. Federal Reserve Banks are apparently to be forced to buy new
government bonds up to §3,000,000,000.

2. An issue of §$3,000,000,000 of new paper money without gold
backing is authorized.

3. The present gold content of the dollar can be debased up to 50%
at the President's discretion after "advising®" with foreign
governments on the matter.

4, Attempt is also made to inject a substantial amount of new silver
into our currency.




But whether or not internal prices
are at once raised Proportionately, reducing the gold content of the
dollar means not only an immediate RXO rata scaling down of all
debts and interest paymentis owed to us by foreigners, but ultimately
& repudiation of all public and private debts to the extent of the
debasement, quite irrespective of the time when the debts were in-

curred or subsequent changes in ownership of securities, and without
regard to the merits or necessities of each particular case.

means that the savings of the thrifty will be confiscated to t

tent of the depreciation.




The following brief comments are in order on the Administration proposals
for inflating the currency:=

l. With respect to the purchase of government bonds by Federal Reserve
Banks, more than §$1,000,000,000 was purchased in 1932 with no ap-
preciable effect whatever on the price situation, because of the
fact that the time was not ripe for such action. Although this
measure may be the least unsound of the various proposals, it 1is
dangerous, and creates a wholly artificial market for government
obligations -- short-time securities having sold recently virtually
without interest at a time when the government fiscal situation was
growing increasingly worse. Once the Federal Reserve Banks are
loaded with government securities, they become almost inevitably
nfrozen", since substantial sales would too seriously depress the
entire bond and security market, and the banks consequently become
quite unresponsive to the real demands of industry and trade.

2. It has been stated that our Civil War was financed by greenbacks. AS
a matter of fact, however, the maximum issue was limited to
$450, 000,000, as compared with a §3,000,000,000 initial 1ssue pro=-
posed in the present Administration bill. Further, even during the
civil war the government paid maturing obligations in gold. A4lso,
every dollar of debt incurred by the United States government during
the Civil War period, even at a time when prices ranged from 100%
to almost 200% above "normal", was ultimately paid off in sound gold
dollars over a period when the general price level was slowly declin-
ing until it was only one=third or one-fourth the level prevailing
during parts of the Civil War period =-- and this notwithetanding the
fact that most of the "wealth" of half of the United States (the
Southern States) had been destroyed for a generation by the war.
Even now we have had more than a 1007 increase in paper money issues
as compared with times of full business activity; and thrcugh the
normal flexibility of our Federal Reserve System, as well as through
emergency legislation passed during the past year, we already have
available facilities for putting out almost untold billions of ad-
ditional paper currency == tied, however, to the gold standard.

3. As to debasing the standard of value up to 50%, no one can say what
the result would be on prices. If no more currency were issued 1t
might have 1ittle effect on internal prices. At a given time there
is no definite quantitative relationship between the amount of the
monetary medium and the general price level. When, however, cone
fidence is lost through fear of further debasement, prices might
increase out of all proportion.

4, With respect to increasing the amount of silver in circulation,
bimetallism has never worked in any country in modern times.
Silver for the past generation or more has had no more signifie
cance as a monetary medium in civilized countries than any other
commodity. The present drive for the rehabilitation of silver re-
sults from an aggressive attempt by silver producers and politie
clans from the silver states to get a bountiy for their product.
The public has been much misled on this point. China and the
Orient would be harmed rather than helped by an increase in the
price of silver.




D. Common Assertions in Favor of Currency Inflation lMade by Those Who
Favor Such a Policy;e
Such arguments as the following are usual, and an attempt is here made to
give brief factual answers thereto, as stated in question form:a

1. will employment be increased and the lot of the working man made
better?
Answer:

Some immediate stimulation of industrial activity would no doubt re-
sult from artificial price increases, because people would begin to
buy raw materials ahead as well as some finished products. This
means, however, that at & somewhat later period there will prob=
ably be relatively less buying, accompanied by some relapse in
prices and industrial activity., Further, the purchase of commodi=
ties, if this type of inflation becomes pronounced, is due to a
"flight from money" rather than to any substantial amount of new
consumption. Finally, when prices and the cost of living are
raised first, while wages, salaries, and all types of fixed ine
comes lag behind, it has been the universal experience that the
real purchasing power of the ultimate consumer, as distinguished
from the "money" which he receives, 1s decreased rather than ine
creased, particularly if the price advance is rapid or pronounced.

In Germany, for example, in the year 1921 less than 3% of all workers
were wholly unemployed, but by the end of 1923 28% were unemployed;
also, little more than 5% were partlally employed at the earlier
period, while 427 were only partially employed at the later date.
The "real® income of the German industrial population (1913 - 1914=
100%) increased from 1920 to 1921 up %o an average index of 90, and
then gradually dropped to an average of 41 by November, 1923. The
wages of skilled workers in 1922 and the first half of 1923 had
advanced relatively scarcely a third as high as the general price
level, and the wages of unskilled workers, also, had advanced
scarcely half as far as prices. Further, industrial production per
capita of total population, after increasing for a year or two,
dropped pretty sharply to little more than half of pre-war in the
late stages’ of inflation. Finally, during the last year of the
inflation we find that the per capita consumption of such basic com-
modities as wheat, potatoes, meat, etc., had dropped to around 60%
of the pre-war per capita average, while the consumption of all
things but the bare necessities had fallen off much further.

It should be noted in this connection that because of the cessation of
many normal business activities during the long war and in the period
immediately following, as well as because of the loss of rolling
stock and equipment following the Versailles Treaty, a greal deal of
industrial activity was ahsolutely essential in Germany during the
inflationary period, just to enable the people to keep alive and
carry on. There were, in other words, many great long deferred and
unfilled demands for basic necessities. Such a condition of under-
building and rundown plant, etc., does not now exist in any cOme
mensurate degree in the United States.

Our own experience during the Civil War and the World War indicates
that in periods of rapidly rising prices the salaried man, the
average wage earner, and the receiver of fixed income, suffers ap=
preciably because of the decrease in his real purchasing power: 1In
periods of great business activity, overtime and supplementary work




of different sorts may help to alleviate the natural lag in money
income; but such relief is scarcely to be expected during a period
of artificially stimulated price advances.

2., Will corporate profits be increased, and at any rate will stock prices

g0 up? i

Answer:

There is no question that for a time the profits of some corporations
will advance, probably due more to inventory appreciation than to
increase in volume of sales. Ultimately, however, unless the locome
of the great consuming public increases more rapidly than prices in-
crease against them, and under the circumstances this would seem to
be a physical impossibility, fewer goods can in the long run be sold.
This would indicate that even though the "dollar" profits of corpora-
tions might for a time increase, there would be great likelihood of
a shrinkage in the real net earnings as depreciation of the currency
proceeds. Obviously, therefore, appreciation in stocks would be due
more to a flight from the dollar than to enhancement of the real
earning power of corporations. Further, even temporary increased
gains either to the corporation or to the stockholder are likely to
be largely confiscated through special or higher government taxes.

It is rather significant to find that during the inflationary period
in Germany from 1920 to 1923 shares on the stock exchange did not by
any means appreciate to the extent indicated by the general whole-
sale price level. On the contrary, using in each case 1913 as a
base, we find that the stock price index at the beginning of 1920
was only 137 of the general wholesale price index; during 1921 this
index worked up gradually to a maximum of 27% of general prices,
and then declined almost steadily for a year or more until a low
point was reached under 5% of the wholesale price index. This in=-
dicates a relative drop as inflation proceeded, amounting to more
than 80%. British stock prices, by the way, had a downward tendency
for about a year after Britain suspended gold payments in 1931.

3. Is eur debt so heavy that it is necessary to debase our currency in
order to meet our debts?
ANnsSwer =

To my knowledge no country in the world has abandoned the gold stand=
ard and debased 1ts currency except under conditions of war, over=
whelmingly heavy foreign payments, or an impossibly heavy burden of
national debt. When Britain abandoned the gold standard in September,
1931, every dollar of gold in the country was pledged to forelgners,
and the per capita national debt was four or five times as high as in
the United gStates at the present time. Except for a brief period in
the summer of 1931, also, the United States now has in the control of
the government and the Federal Reserve System, more gold than at any
other time in history, around 35% of the total central monetary
stocks of the world.

Short-time industrial and private debt is normally self-liquidating,
and its average time outstanding is not more than a very few months.
The total amount of such short-time commitments, duplications
omitted, is probably not more than §35 - $40,000,000,000 at the
present time, and changes in the price level do not normally have a
major effect on the capacity to ligquidate such obligatlons.




The total long-time indebtedness of the United States is carefully
estimated at approximately $105,000,000,000, of which $36,000, 000,000
is public debt ($21,000,000,000 national, and more than $15, 000,000,000
state and local); about $40,000,000,000 represents real estate mort-
gages, of which $8,500,000,000 is rural and around $31,000,000,000
urban. Other corporate longtime debt of all kinds amounts to approx-
imately $30,000,000,000, of which some $10,000,000,000 or
$12,000,000,000 is on the railroads, most of which was issued before
the period of high prices. From §5, 000,000,000 to §10,000,000,000
more is on public utilities of all sorts, while the balance is on
miscellaneous industrial and financial corporations.

The security market, through depreciation in listed quotations, has
already for a long time recognized the enormous shrinkage in the
princ¢ipal of this debt, and of course many, perhaps most, of the
original individual holders have already taken their market losses.
There is no reason whatever why any of the national debt needs to
be repudiated on the present price level.

With respect to the balance of the long-time debt, after a careful
study of the subject I do not believe that more than 157 - 20% would
have to be written off at the present price level. Quite possibly
the amount would be somewhat less. This would mean a maximum of
perhaps $15,000,000,000 - $20,000,000,000 for writedown, all of which
has been much more than recognized in the market. This can be com-
pared with an estimated national wealth at the present time of more
than §250,000,000,000 <= certainly not an insuperable figure; and
the total annual interest on all long-time debts now outstanding on
American property probably does not exceed $5,600,000,000 per annum,

Further, our insurance companies, savings banks, and institutions are
in the main holders of only gilt-edged invesiments. Hence the write-
down of their securities after readjustment would be very much less
than the general writedown, possibly not as much as 107 on the
average. Again, any serious depreciation of the currency inevitably
decreases the market price of gilt-edged securities, whether corporate
or government, because of the fact that the interest is payable in a
fixed sum of dollars which have continuingly less purchasing power
in terms of ‘goods as prices rise. It would not, therefore, take very
much price appreciation through currency debgsement to put our fi.
nancial Institutions in an even worse condition than they are at
present; in fact, any artificial manipulation of this sort would
probably begin immediately to work against their soundness.

It has further been claimed that our banks would be strengthened by
currency inflation. As a matter of fact, however, since all good
banks are in general holders of only first grade securities, and
8ince their stock exchange loans are now negligible in amount, all
the better institutions would be hurt rather than helped; while only
the mismanaged organizations which invested in low grade securities
and common stocks could conceivably be helped.

It is rashly asserted that the unfortunate debtor class must be helped,
while the "plutocratic" creditor class should turn over its property
to the debtors. As a matter of fact, however, on long-=time account
most people in the United States are creditors and comparatively few
are debtors. Every life insurance policy-holder i1s a creditor, as
well as every savings bank depositor and every individual investor
in public or corporate bonds. Every institution of learning with an
endowment 1s a creditor. Only 40% of our farms are mortgaged (about




2,500,000), and probably only a minor proportion of our urban owned
residences (perhaps not more than 5,000,000). Further, only a
minority of these mortgages are even now of unmanageable proportions
as compared with present property values. Already foreclosures on
rural real estate and on small urban homes have virtually stopped,
and the Administration has proposed sweeping measures to take care of
the necessitous mortgages of both farmers and home owners by making
credit easier and scaling down interest and principal. It is esti-
mated by competent authorities that only a very small percentage of
our first mortgages on real estate will fail to come through, pro=
vided our price levels do not go much lower.

In the main, the bulk of our debts have been incurred elther by public
bodies or by large corporations, for which there are already many
legal facilities and safeguards afforded. Those in real difficulties
have usually taken long chances. Debt is not wealth, and our overs
heavy indebtedness had a good deal to do with promoting the exces-
sive speculation of a few years ago, culminating in our present de=
pression. The few strong rather than the many weak do most of the
longetime borrowing. The small borrower, typified by the small home
owner, whose income depends primarily on wages or salaries, under
any substantial degree of inflation would probably find it even more
difficult to save the money to pay his interest and debts, because
the rising cost of living would tend to consume his "lagging" ine
come and leave him an even smaller balance than at present for fixed
charges. Rightly understood, it would seem preposterous to jeopard-
ize the well-being of the average citizen in order to make it easy
for municipalities to be extravagent and to put a premium on careless
corporation finance.

4, Has Britain benefited by abandoning the gold standard?
ANSwer:=

It is commonly asserted that Britain saved herself by abandoning the
gold standard, and that we are therefore justified in doing likewilse.
The facts of this matter seem to be about as follows:

Britain was forced off the gold standard because foreigners were imn a
position to- withdraw all of her gold. She did not, however, take any
steps to declare a new standard of value or to debase her currency.
Nor did she increase the amount of bank notes outstanding, which now
stand at almost exactly the same point as at the end of September,
1931. Prices rose within two months about 7% after Britain abandoned
gold, and have since slowly fallen, recently standing a little lower
than at the time the gold standard was abandoned. Industrial produc-
tion in the third quarter of 1932 was a little lower than in the
third quarter of 1931, with a somewhat greater drop in the fourth
gquarter of the past year as compared with the corresponding period
in 1931, Exports for the year 1932 were in value 377 under- the year
1929, as compared with a drop of only 407 in France and 41% in Ger-
many. Unemployment withinm a year increased 300,000, or &bout 147,
and in February of the present year was still close to the peak.

" Industrial stock prices were in March,1933, 1little higher than in
November, 1931, and the trend was downward from the fourth gquarter
of 1931 until past the middle of 1932. Also, since the low point in
1932 London stock prices have recovered scarcely 30% as compéred with
a recovery during the same period of around 507 in our own indices.
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British industry and trade have never fluctuated as violently as in
the United States, and there was some measure of stability, broadly
interpreted, during 1932. This was probably due in substantial
measure to the new tariffs which led to manufacturing at home a
number of commodities formerly imported. 5

More important in the British situation, however, 1s the fact that a
strong coalition government of both parties was formed, public ex-
penditures were drastically reduced, the budget was kept in close
balance, and a large proportion of the public debt was refunded on
a lower interest basis ==~ made possible by confidence in the balanced
budget and by the retention of British gold at home.

5. Will depreciation of our currency give us a foreign irade advantage?
ANSwer:e=

Obviously England, and Japan in particular, gained some advantage in
foreign trade through depreciation of their exchanges, which acted
as a temporary stimulus to exports and a temporary barrier to ime
ports. However, most countries have been progressively increasing
tariffs and restrictions against important exporting countries which
have abandoned the gold standard. Quite obviously none of our im-
portant export markets would permit us to gain an artificial ade
vantage through the depreciation of our own currency. On the con-
trary, as has always been the case, they would put up further
tariffs and trade barriers. With all countries of the world off the
gold standard, a progressive race for trade advantage through dee
preciating currencies is merely a progressive race for fiscal suicide.

Incidentally and contrary to popular misapprehension, although our ex-
ports to the United Kingdom (Great Britain) decreased in value 57%
between 1930 and 1932, yet our imports from Great Britain decreased
in value 64%. during the same period. This indicates that deprecia~
tion of her currency did not help England so far as the United States
is concerned, but that on the contrary she found it desirable to
continue to take our products because of their lower prices.

6. Is a rising price level necessary to prosperity?
ANSwWer =

It 1s asserted that we must have rising prices in order to "make pros-
perity?. The fact is, however, that in what we assumed was our mosti
prosperous period, 1920 = 1930, the general trend of prices was al-
most continuously although slowly downward. It is not commonly
realized that our wholesale price average in 1929 was about 7% lower
than for the year1925. Further, it is not commonly realized that
over the long period 1815 to 1933 the general trend of prices was
downward during 75 out of 118 years., The only long period of general=
ly rising prices in the United States not occasioned by war was be-
tween 1897 and 1913, during which period everyone was complaining
about the depreciation in purchasing power of bondholders and those
on fixed incomes, labor was continuously striking for higher wages
to take care of the higher cost of living, and various states were
appointing commissions to investigate the causes for the high cost
of 1iving. Yet the advance in this 15 year period was only around
50%, or a simple average of 3% per annum. There is no question that
all classes of the community gain most from a stable rather than
from an advancing price level, and since the middle of last summer
prices in general in the United States have been approaching stabil-
ity. -




7. Has our economic condition progressively become so acute that nothing but

"inflation" could stop the so-called "descending spiral®?

ANSWEI ;=

It has been popularly asserted and grossly exaggerated by politiclans
and lobbyists, that conditions in the United States have continued to
grow increasingly and threateningly worse over the past months. Many
business men whose stamina has weakened under continued adversity,
have joined the popular procession in this manner of thinking. The
known or readily ascertainable facts, however, point to a much differ-
ent conclusion;:

As of the middle of April industrial production and factory employment
for a period of nine months had averaged higher than at the low point
last summer. Prices of many important raw materials have also
averaged for the past nine or ten months as high, and in some cases
higher than last summer's lows. Some commodities have even been
reasonably stabilized since the autumn of 1931.

Wholesale prices in general have declined only mildly since the middle
of 1932, and during the first quarter of the present year have held
reasonably steady. The prices of industrial stocks and of virtually
all bonds for nine or ten months have averaged very substantially
above last summer's lows. Notwithstanding the closing of many banks,
the banking situation in general, particularly in our great financial
centers, has unquestionably been much improved as compared with a
Year ago. Our unemployment situation, while severe, has not been
growing worse at the rate popularly asserted. Many of those reported
as unemployed have long since found thelr way back to the land with
relatives or on their own initlative; while the organization for
unemployment relief has functioned infinitely better during the past
Year than in earlier periods. With the summer months ahead, the
fundamental outlook had become much more favorable.

Purther, adjustments between debtors and creditors have been going on
rapidly, and realities have been faced by business men with a view
to reducing their costs to the minimum and going ahead from present
levels. The farmers, also, have reduced their costs of production,
and were it not for the misrepresentations of propagandists, the
suggestion of an "uprising" of the farmers would seem almost ludle
crous to those who really know farming sentiment. Finally, drastic
governmental economies, both national and locel, are in process of
being worked out, with consequent restoration of confidence in our
public finances being revived.

Economically speaking, for the first time in several years the country
was very obviously getting ready to go ahead under 1ts own steam,
provided there could have been freedom from interfering legislation.

The assertion that the entire country would have to go through "banke
ruptey® unless the currency 1s debased, 1s not only contrary to fact,
but preposterous. The national government itself goes through bank-
ruptey when it repudiates all of its own contracts and promises, and
forces repudiation of all private contracts. Such policies as are
now being recommended would, unless we are to prove the one historical
exception, plunge us into ultimate chaos the like of which we have
never yet experienced,

8. Will the President use the proposed powers for inflating our currency if
granted?
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ANSWer ;=

It has been commonly asserted that the President will not use the
powers granted under his proposed legislation, but that he wishes
to have such authority conferred upon him for "bargaining" pure
poses either with politicians at home or with foreign countries.
Such assertions would seem to be contrary to the known facts.
Although the Democratic platform called for the maintenance of a
sound money and our then standard of value, there has been in the
last few months an enormous propaganda for currency debasement and
"managed currency". The ideas in the beginning originated largely
abroad, particularly in England, and sweeping claims for a "managed
currency" have been made by vociferous academic theorists. Finale
ly, farmers and the public in general have been made to believe
that prosperity could be achieved by changing our standard of value
at will. There has been virtually no public education or propaganda
on the other side of the question., The President's close advisers
are ip the main of the theoretical = experimental school, without
historical or practical background in these matters; and he has ap-
parently been overwhelmed by the continuing propaganda and misstate=-
ment regarding these matters, on which he is not in a position to be
personally well informed.

From the point of view of our immediate relations with France and
Bngland, it must have been particularly embarrassing all around to
have the gold standard definitely abandoned and inflationary
measures proposed at the very time the spokesmen for these two
foreign governments were entering the United States. There can be
little question that Roosevelt would have preferred to carry on hie
negotiations without this new international "difficulty" having been
raised. All things considered, however, it would seem almost child-
ish to suppose that the President would acquiesce in the proposed
revolutionary legislation, did he not intend to make use thereof;
and it would seem equally "cheerful"™ to believe that even though
he might be "cold" to the proposition, he would be able to resist
the political pressure which would fall upon him once the legisla-
tion is enacted.

In this connection it is well to remember that it has already been
made a crime even to have gold in one's possession. The government
has already broken all of its contracts with respect to gold pay=-
ments, and has forced all citizens to do likewise. Yet our gold
reserves are near the highest on record, and we are on balance re=
celvers of gold in the international market, rather than exporters.
Our currency in circulation is already almost 507 higher than under
normal conditions when business is very active; and our Federal
Reserve note issues are more than twice as high as in most prose
perous periods. By various emergency laws, also, it has already
been made possible to issue vast amounts of additional paper money,
elther through the use of government bonds or through the redis=
counting of ordinarily ineligible and frozen assets of member banks.
The powers for almost unlimited expansion of our currency and credit
already exist, provided trade and industry demand such facilities.

(Incidentally, the current assertion that our present gold reserves are
excessively high as compared with outstanding paper money, is quite
misleading. At least 907 of our business is carried on by means of
checks drawn against bank deposits, whereas in practically all
foreign countries checks and dep#sit currency have never played as
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important a part as in the Unlted States. Here our gold reserves do
double duty in supporting our relatively small amount of paper money
and our relatively large amount of bank deposits subject to check.
When both types of credit are considered for the United States and
other countries, we find that our percentage gold reserves against
outstanding paper money plus bank deposits was at a recent date
virtually the lowest of any industrial country in the world.)

None of these facts, however, seem to have any weight with those who
propose the new legislation. What they demand is virtually the re=
pudlation of the present gold standard and the issue of sufficient
paper money to boost prices so high that a virtual redlistiribution
of property and conflscation of present private ownership will re=-
sult. No mistake should be made on this matter. Once the flood
gates are opened, the flood is almost certain to flow through. At
any rate, with such legislation enacted all certainty would cease
regarding the value of our money and the significance of all cone=
tracts, Everything would depend upon the whim of one man, and all
citizens would become merely pawns in the great political game.

E. Who Gains =~ Who Loses?

To sum up some of the more general statements already made, in every case of
monetary inflation those least able to bear the losses suffer most: old
people with small fixed incomes, annuitants, pensioners, salaried people,
wage earners, small bondholders, all insurance policyholders, and deposit-
ors in savings banks. Benevolent foundations and institutions of learning
(this means that college professors now advocating inflation will be hard
hit) are bound to suffer because of the shrinkage in their real income
from invested funds.

In past periods of inflation owners of real estate have always suffered bee
cause their rentals could not be advanced as rapidly as the price level
has advanced, those paying rent having their real income cut down through
the "lag" in their own money incomes; and in such periods laws have usually
been imposed to prevent any rapid increase in rents, as recently in the
case of both France and Germany.

As already indicated, the holders of highest grade bonds inevitably lose,
while the holders of unsound bonds may gain. Ultimately corporate stock-
holders lose, provided inflation is carried far, because the more numerous
dividend dollars which they receive do not command as large a quantity of
goods as before. In general, productive capital expenditures are dise
couraged because of the increasing uncertainties involved, whereas a
premium is always put on what may be termed "wasteful" consumption. This,
of course, means another national loss which it is difficult to evaluate.

On the other hand, virtually the only people who would ultimately gain are
speculators in stocks and commodities, dishonest debtors who try to grow
rich by contracting debts which they can pay off in rapidly depreciating
money, and foreigners who owe us money. Also, there would be a large in-
crease in the class of "money changers", parasitic middlemen, stock and
commodity brokers -- all of those who make their living by catering to the
gambling instinct, or by preying upon the necessities of the unfortunate,
and by capitalizing the economic uncertainties which inevitably accompany
a nonegold and manipulated money medium. It seems scarcely warranted to
Jeopardize the financial standing and future well-being of the entire
United States for these classes!




F. In Conclusion:=

No such thing as "controlled" inflation has yet been discovered by any
country., As indicated above, many countries have been forced off a sound
money standard due to war, foreign debts, etc.; but in all cases they
have recovered from their depression only after restoring a sound monetary
and banking system, starting from a much lower gold price level than when
the inflation began. Many of the central European countries in addition
to Germany let their currency go to zero, while, due to a combination of
fortunate circumstances, France, Italy, and Belgium managed to stop some-
what short of this point, with, however, an enormous amount of girief which
our people have understood little about.

Where the United States would stop on its proposed course of "managed cur=
rency" no one can say, because no importent country in the modern world
has ever before deliberately abandoned its gold standard or deliberately
set out on a policy of debasing its currency. However, since those who
are sponsoring these measures have aggressively declared themselves in
favor of redistributing property through this means, and of confiscating
much of our present property values, it is not to be supposed that if
this power is granted to the President he will resist the political pres=-
sure to make full use thereof. On the contrary, every earlier attempt at
"making prosperity" through manipulated currency has led to a constant
and overwhelming demand for increasing amounts of unsound money. In view
of present psychology it is not reasonable to suppose that human nature
has changed since March 4th, or that the theorisis who have advised the
proposed course have discovered a method of making water run uphill by
waving a wand. The multiplication table will probably still hold, not-
withstanding the change in political administrations.

Further, artifically increasing prices necessarily and inevitably lead to
increasing public expenditures and extravagance, accompanied by higher
taxes. In almost every case of currency inflation attempts have been
made to "fix" prices in order to "protect®™ the consumer. This was true
during the American Revolution, the French Revolution, during the World
War, and again following the war in France and particularly in Germany.

In the latter country rents were "fixed" by law so effectively that dur-
ing a substantial part of the inflation the rise in house rentals was less
than 5% as great as the rise in wholesale prices! Those in government
circles who are advocating present inflationary measures are also in favor
of minimum wage legislation, regulation of production, regulation of prices,
and regulation of profits. There is no likelihood, therefore, that any
corporation or individual can for long reap even a temporary gain through
price appreciation. Even such profits are almost certain to be confiscated
by the public powers as they have ordinarily been in the past.

Again, it should be obvious that as a general proposition no one gains in
the long run if his income is twice as high and his cost of living goes
up proportionately -- and he inevitably loses if, as always has happened
under inflation, prices travel up more rapidly than income. It 1s not
the price mark which counts, but the command over goods, It is easy to
overlook the fact that the present low prices of farm produce are extremely
helpful in reducing the cost of living to our much greater urban population
whose dollar income has now been drastically cut. In these difficult times
it is easy for the industrialist to forget that only through low prices and
expanding markets can he attain the volume which will mean bigger profits
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and greater prosperity in the future, We are further prone to forget that
a general inflationary advance in the price level does not correct existing
inequalities and disparities as between prices, due to over=production,
excess stocks, or other causes.

Another important point is frequently overlooked. After the initial advance
in prices under depreciated currency, there usually ensues a good deal of
uncertainty and lack of confidence., It becomes necessary to put out an
increasing amount of the monetary medium in order to achieve the desired
price result. For almost a year after the end of the war the German price
level increased less than 507, although the monetary circulation increased
fully 100%. Within another six months, however, the increase in prices
had caught up with the increase in monetary circulation, and as the infla-
tion became more pronounced prices rose much more rapidly than would be ine
dicated by the increase in money. The phenomenon is much like the storing
up of water behind a huge dam. The higher the water rises, the greater the
pressure. If a fault is found in the masonry and a little trickle of water
seeps through, the aperture enlarges very slowly for a time =- and then the
whole dam gives way.

In conclusion, the attempt to manufacture prosperity by managing the currency
is an attempt to put the economic cart before the economic fiorse. Prices
are in general a resultant of the interaction of certain economic forces
of demand and supply, measured in terms of a standard monetary unit. The
experiments now being proposed remind one of the small boy who tried to
make the weather warmer by plunging the thermometer into a bucket of boil-
ing water. Perhaps even more appropriate is Charles Lamb's story of China‘'s
roast pig, in which he describes how they used tp burn down the house in
order to roast the pig! ' j
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CONFIDENTIAL - March 4, 1933.

JOINT RESOLUTION

To provide for the issuance of curreancy by clearing

house and other associations of banks in the United

States and for other purposes.

RESOLVED BY THEE SENATE AND HOUSE OF REPRESENTATIVES OF THE
UNITED STATES OF AMERICA IN CONGRESS ASSEMBLED, That the short title
of this resolution shall be "Currency Act of 1G33.M

The word "bank", as used herein, shall mean any national banking
agsociation and any bank, savings bank or trust company organized under
the laws of any State or located in the District of Columbia, but shall not
include a building and leoan association, credit union or similar organization,

Sec, 2. Any association of banks in any city, town or community of
the United States known as a clearing house association, or any similar or-
ganization, may avail itself of and become subject to the provisions of this
resolution upon unanimous consent of its member banks, through the execution
of an organization certificate in form prescribed by the Federal Reserve
Board and the filing of such certificate and such other documents as the
Federal Reserve Board may by regulation require with the Federal Reserve
Agent of the district in which such clecaring house associution or similar
organization may be located, and shall thereupon become a national currency
association as provided for herein and be subjeet to all of the provisions
of law applicable to such national currency associations,

Sece 3¢ A group of banks desiring to form a national currency associa-
tion shall, by their presidents or vice prosidents, acting under suthority of
their boards of directors, file with the Federal Rescrve Agent of the district
in which such group is located, such documents as the Federal Reserve Board
may bty regulation requirc inecluding an organization certificate in form pre-

seribed
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by the Federal Reserve Board setting forth the names of the banks
composing the association, its principal place of business, and

its name, which shall be subject to the approval of the Federal Reserve

Agent. Upon the filing of such certificate and upon its approval by the

Federal Reserve Agent, the associated banks therein named shall become

a body corporate with a corporate existence to be determined in accordance
with regulations of the Federal Reserve Board, and by the name so desig-
nated and approved may sue and be sued and exercise the powers of the

body corporate for the purposes hereinafter mentioned. Wot more than one
such national curreiacy association shall be formed in any city. All of

the members of such an association shall be located in the same Federal
reserve district and shall be located in so far as may be practicable within
a territory, located wholly within one Federal Reserve District, composed
of a State, or part of a State, or contiguous parts of one or more States.
Any bank in a city or territory in which such an association has been organ-
ized may, with the approval of the Federal Reserve Agent , be admitted to
membership in such association upon filing with such association and with
the Federal Reserve Agent a certified copy of a resolution of the board of
directors of such bank authorizing such action: and shall thereupon be
deemed and held to be a part of the body corporate and entitled to all rights
and privileges and subject to all the liabilities of an original member. Io
bank shall be a member of more than one national currency association.

Fach bank joining in the organization of a national currency
association as above provided shall file with the Federal Reserve Agent a
report of its condition, in such form as may be prescribed by the Federal Re-
serve Board, as of the date upon which the organization certificate above

required is approved by the Federal Reserve Agent; and each bank admitted to




— 3

membership in such association after its organization shall file such a report

of condition with the Federal Reserve Ageat as of the date upon vhich it be-
comes a member of such association.

The affairs of each national currency association shall be managed
by a board consisting of such representatives as the members of ithe associ-
ation may designate, but no bank shall have more than one representative on
such board; and the powers of such board, except in the election of officers
and the making of by-laws, may be exercised through an appropriate cormittee
designated by the board for the purpose.

Sec. 4. Any bank which is a member of such a national currency
association may at any time withdraw from membership in such association
through the adoption of an appropriate resolution by its board of directors
and b;" filing notice of withdrawal with the board of such association. Whaen
such bank shall have certified to the Federal Reserve Agent of the district
in vhich such association is located the fact that it has so0 notified such
association pursuant to such a resolution of its board of directors, it shall
not be liable for any circulating notes issued to such association after the
date on which such certification is received by such Federal Reserve Agent or
for any other obligation incurred by such association after such date; but
such withdrawal shall not affect in any manner the liability of such bank for
circulating notes theretofore issued to such association or for any other ob-
ligations theretofore incurred by such association.

The dissolution, voluntary or btherwise, of any member bank of such
& national currency association, or the withdrawal of any member bank there-
from, shell 2ot affect the corporate existence of the corporation nor the

assertion of any rights in favor of or against such association.
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Secs 5 A member bank of such an associuction desiring to obtain
circulating notes, to be issucd through such association, mey apply to the
association for an amount of such notes not exceeding 75 per centum of the
valuc of the sound asscts which it has available as sceurity for such notes,.
A commitice appointed by the board of such association shall examine such

a valuation thercon, certify such valuation to the Federal Re-

serve Agent of the district in which such association is located and deliver
such asscts to the Federal Reserve Agent or to such trustee or trustees as
he may designate. Upon application by the committee for circulating notes to
be issued against the security of such asscts, the Federal Rescrve Agent, in
his discretion, may issue to such association circulating notes in on amount
nct cxceeding 75 per cent of the valuation placed upon such assets by the com-
mittee or of such lesser veluation as the Foderal Reserve Agent may approve,

Sec. 64 Such circulating notes shall be unconditionally guaranteed by
the United States, shall be reccived at par in all parts of the United States
for the same purposes as are national bank notes, cnd shall be redeemable in
lawful money at the Treasury of the United States or at the bank on whose
behalf they are issued at any time aftcr the expiration of the effective
period of this resolution as provided in Scetion 16, The banks belonging
to an association to which such circulating notes shall have been issued
shall be jointly liable to the United States for the redemption of such cir-
culating notes; but as among the soveral banks composing such association,
the bank on whose behalf such notes are issued shall be liable for the full

amount of such notes and, if the bank on whose behalf such notcs are issued

feils to meet its liability thoreon in full, sach remaining bank in such

association shall be liable for the payment of the deficiency only in the
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proportion that its deposit liabilities, as shown by the report of condition
required of such bank under the provisions of section 3 hereof, bears to the
aggregate deposit liabilities of all such remaining banks in such association
as shown by their reports of condition required by said section 3.

Sec. 7. The Federal Reserve Agent may at any time require of such
association and the association may at any time require of its constituent
banks a deposit of additional assets or an exchange of assets already on
deposit to secure such circulating notes; and if such association or any
bank, on behalf of which such notes have been issued, fail to make such de-
posit or exchange when required to do so, or if any such bank fail to pay
its circulating notes on demand when due as hereinafter provided, or if any
such bank be placed in receivership or in liquidation or be otherwisc closed,

the Federal Reserve Agent may at any time, in his discretion, sell the assets,

or any part thereof, which he holds as security for circulating notes issued

to such association in such manner as he may determine and deposit the pro-
ceeds with the Treasurer of the United States as a fund for the redemption

of such circulating notes issued to such association. TFor any dqficiency in
the proceeds of the sale of such assets to provide a fund sufficient for the
redemption of such circulating notes, the United States shall have a first
and paramount lien upon all of the assets of all member banits of such associ-
ation; and such deficiency shall be made good out of the assets of such banks
in preference to any and all other claims whatever except claims for the ex-
penses of carrying out the provisions of this resolution as provided in
Section 12, and except that the claim of the United States on account of

such deficiency shall share equally in such assets with all other claims of

the United States for which a first lien is provided by law.




Sec. 8. Any such national currency association or any tank which is
a member thereof may deposit with the Treasurer of the United States lawful
money and/or circulating notes issued under the provisions of this resolution;
and if the amount of lawful money and/or such circulating notes so deposited
is equal to the amourt of such association's liability on notes issued to it
and outstanding, such association shall be relieved of liability for such
notes and shall thereupon be entitled to the returrn by the Federal Reserve
Agent of all assets deposited as security for such rotes, less such amount
of such assets as the Federal Reserve Agent in his discretion may retain in
order adequately to secure the payment of any liability of the association
under this resolution,

If the amount of lawful money and/or such circulating notes deposited
by such association or by such bank with the Treasurer of the United States
shall be less than the full amount of the liability for circulating notes
issued to such association, such association shall be relieved of such lia-
bility irn the amount of lawful money and/or such circulating rotes so de-
posited; and assets to be selected by the Federal Reserve Agent, in an
amount to be determined by him, may in his discretion be returned by him to
such association, but in ro event shall the valuec of the assets remaining or
deposit with the Federal Reserve Agent, =s determined by him, be less than
133-1/3 per centum of the amount of circulating notes which have been issued
to such association, which are still outstanding, and for which lawful money
and/nsr such circulating notes have not bteen deposited with the Treasurer of

the United States.
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Sec. 9, Every bank on whose behalfl such circulating notes shall be
issued, shall be taxed thereon at the same rate and in the same manner as
are national banking associations upon circulating notes issued by them
against the security of 2 per cent bonds of the United States pursuant to
the provisions of the National Bank Act; Provided, however, that after the
expiration of six months after the termination of the effective period of
this resolution as hereinafter provided, every bank on behalf of which cir-
culating notes shall have been issued under the provisions of this resolution
shall be taxed at the rate of 3 per cent per annum on such notes which are
outstanding and for which lawful money and /or such circulating notes have not
been deposited with the Treasurer of the United States, and such tax shall
increase each month by 1 per cent per annum until a maxirum tax of 8 per cent
per annum is reached,*and, thereafter, the tax on such outstanding notes for
which lawful money and/or such circulating notes have not been deposited with
the Treasurer of the United States shall be 8 per cent per annum.

Sees 10. BSuch circulating notes shall declare upon their faces that

(of thiso rosolution ard that thoeir payment in accordanec with the proviciong
they are sccured notes issued in accordancc with the provisions/|herco

is guarantecd unconditionally by the United Statcs and shall othcrwise be in

such form as may be detormined by the Secretary of the Trecasury.

Secs 1l. In order to furnish suitable notes for circulation, for the
purposcs of this resalutior, the Comptroller of the Currcney under the dircction
of the Scerctary of the Treasury shall causc such plates and dics as may be
necessary to be prepared for the printing of such notes in such denominations
as shall bc approved by the Sceretary of the Treasury, and when such notes have
been prepared, they shall bc supplied to the several Fecderal Rescrve Agorts in

adequate amounts in the same manner as Federal rescrve notes are supplicd to such
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Federal Reserve Agents pursuant to the provisions of the Federal Reserve
Act.

Sec. 12. All expenses of carrying out the provisions of
this resolution shall be paid by the Federal reserve banks in accord-
ance with regulations prescribed by the Federal Reserve Board; but the
Federal reserve banks shall be reimbursed for such expenditures by
the national currency associations to which circulating notes are issued
pursuant to assessments by the Federal Reserve Agents of the respective
Federal reserve districts upon such associations for this purpose, Such
associations and their members shall be liable for the payment of such
assessments under the same terms and conditions as they are liable for
the payment of circulating notes issued to such associations. Federal
reserve banks shall have a first and paramount lien upon the assets of
such associations and their members for reimbursement for the payment of
any such expenses,

Sec. 13, The provisions of law now in effect applicable to
national bank notes with regard to the printing thereof, distinctive
paper for printing such notes, control and examination of plates and
dies for the printing thereof, destruction of such notes, replacement
of mutilated or worn out notes, issuance of such notes to unauthorized
associations or persons, mutilation of such notes, determination of the
amount and the enforcement of the tax on such notes, dispositien of such
notes redeemed at the Treasury of the United States, imitation, coun-
terfeiting or forging of such notes, and passing, uttering, or publish-
ing counterfeits, forgeries, or imitations of such notes shall, in

80 far as not inconsistent with the provisions of this resolution,

be applicable to circulating notes authorized by the provisions hereof,
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Sec. 14, The Federal Reserve Board shall have power to make
and enforce all such rules, regulations, requirements and orders as in
its discretion shall be necessary effectually to carry out the provigions
of this resolution,

Sec. 15, Any assistant appointed by a Federal Reserve Agent in
accordance with the provisions of Section 4 of the Federal Restrve Act
may exercise all of the powers of such Federal Reserve Agent, given by
this or any other law, during the absence or disability of such Federal
Reserve Agent or during a vacancy in the office of the Federal Reserve
Agent due to death, resignation or otherwise.

Secs 16. Circulating notes may be issued pursuant to the pro-
visions of this resolution for a period of not more than six months after
its approval by the President of the United States: but the President
may extend such effective period by proclamation for an additional six
months,

Sec. 17. If any provisien of this act, or the application
thereof to any person or circumstances, is held invalid, the remain-
der of this Act, and the application of such provision to other per-

sons or circumstances, shall not be affected thereby.




FEDERAL RESERVE BOARD
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD X_'?s 56

March 11, 1933.

Conditicns of membership which will be
prescribed for State banks hereafter
admitted to membership in the Federal
Reserve System.

Dear Sir:

It has been the Federal Reserve Board's practice, as you know,
to prescribe for State banlks applying for membership in the Federal Reserve
System the seven conditions of membership contained in the Board's Regula-
tion H and such special conditions as the facts in each individual case
indicated were desirable to correct unsatisfactory conditions in the
bank and to prevent the exercise of powers which the bank might have under
its charter or the State law that were not consistent with the purvoses of
the Federal Reserve Act and considered undesirable in a commercial banking
institution. Some of these snecial conditions have been of a general
nature and the Board feels that it would be advisable hereafter to pre-
scribe for each State bank epplying for membership all special conditions
of this character which have been aporoved by the Board and which tend to
prevent unsound developments in banks regardless of whether the bank
appears to be engaged in practices at the time of admission to membership
which may lead to such developments. It is believed that this procedure
will be helpful in developing a more effective supervision of banking
in the Federal Reserve System and will tend to develop better banking
242
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practices, and it is contemplated that if the Board's experieince indi-
cates that any further conditious of a general nature are desirable
they also will be prescribed for State banks subsequently admitted to
membership.

Some of the conditions coatained in the Board's Regulation H
are very broad in their terms and it is possible that there is some
overlaoping of these conditions and certain of the conditions regard-

ing specific practices or powers; but this is not believed to be

objectionable. Accordingly, in the case of each State bank hereafter

apslying for membership, the Board will prescribe the following codi-
tions of membership which include the sevea co:ditions coatained in
the Board's Regulation H, with one revision, and other coxditions of a
general nature that have been approved in substance by the Board as
special conditions in individual cases:

1. Except with the permission of the Federal Reserve
Board, such bank shall not cause or permit any
change to be made in the general character of its
business or in the scope of the corporate powers
exercised by it at the time of admission to merber-
ship.

Such bank shall at all times couduct its business
and exercise its powers with due regard to the
safety of its depositors.

Such bank shall maintain its loans within the limits
prescribed by the laws of the State in which it is
located.

The board of directors shall not permit loans to
directors, officers, employees, principal stock-
holders and/or their interests, including loans to,
or upon the security of stocks of, corporations in
which any of them have substantial interests, to
assume unduly large proportions or to endanger the
bank's solvency or the liguidity of .its assets, and
the Board of directors shall give special attention
to all such loans,
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Such bank shall maintain adequate credit data in con-
nection with all unsecured loans.

Such bank shall keep past due paper and overdrafts at a
minimum, and shall not hold any checks in cash items
to avoid overdrafts.

Except with the permission of the Federal Reserve Roard,
such bank shall not purchase or acquire through any device
whatever any stock of any other bank, trust company, or
other corporation of any kind or character except in
satisfaction or nrotection of debts previously con-

tracted in good faith; and all stock acquired in satis—
faction or protection of debts shall be disposed of

within six months from the date on which it was acquired
unless the time is extended by the Federal Reserve Board on
the application of such bank for good cause shovm.

Such bank shall not permit any investment in a bank
building or in a site for a bank building to assume such
proportions as, in the judgment of the Federal Reserve
Board, would endanger the bank's solvency or liquidity
or would otherwise be unduly large or improper, and
before any investment is made in a bank building or a
site for a bank building the bank shall refer the
matter to the Federal Reserve Board for consideration.

Such bank skall not reduce its capital stock except
with the permission of the Federal Reserve Board.

Such bank shall not vpay any dividends which will reduce
its surplus below an amount equal to at least 20 per
cent of its capital stock, and if at any time its sur-
plus should be less than 20 per cent of its capital
stock it shall carry to its surplus account annually,
or for any shorter period covered by each closing of
its books, not less than 50 ver cent of its net earn-
ings for any such period after deducting all losses

and providing reserves for depreciation.

Such bank shall reduce to an amount equal to 10 per
cent of its capital and surplus all balances in

excess thereof, if any, which are carried with banks
or trust companies which are not members of the Federal
Reserve System, and shall at all times maintain such
balances within such limits.

Except with the permission of the Federal Reserve Board,
such bankk shall not, after the date of its admission to
meémbership, engage in the business of issuing or selling,
either directly or indirectly (through affiliated corpor-
ations or otherwise), notes, bouds, mortgages, certifi-
cates, or other evideinces of indebtedness representing
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real estate loans or participations therein,
either with or without a guaraaitee, indorsement or other
obligation of such bak or an affiliated corporatio:.

Such bank may accept drafts and bills of exchange drawn
upon it of any character permitted by the laws of the
State of its incorporation; but the aggregate amount of
all acceptances outstanding at any oze time shall not
exceed the limitatio=ns imwosed by section 13 of the
Federal Reserve Act, that is, the agzregate amount of
cceptances outstanding at any one time vhich are drawn
for the purpose of furnishing dollar exchange in couwatries
specified by the Federal Reserve Board shall not exceed
50 per cent of its capital and surplus, and the ageregate
amomat of all other acceptauces, whether domestic or
foreign, outstanding at any one tirie shall not excesd
50 per ceat of its capital and surplus, except that the
Federal Reserve Board, upon the avplication of such bank,
may iacrease this limit from 50 per cent to 100 per cent
of its capital and surplus; provided, however, that in no
event shall the aggregate amount of domestic accentances
outstandiig at any oie time exceed 50 per cent of the
capital and surplus of such bank.

The board of directors of such ba=k shall adopt a reso-
lution authorizing the interchange of reports and infor-
mation between the Federal reserve bank of the district
in vhich such bank is located and the banldng authorities
of the State in which such bank is located.

The Board will also prescribe for each trust comuany or banlk

exercising trust powers at the time of its admission to membership the

followiag conditions of meribership which are apnronriate for instituvtions
exercising trust powers:

15. Such bank shall not, after the date of its admission to
membership, iwest trust funds held by it in obligations
of the baak's directors, officers, amployees or their af-
filiations or corporatios affiliated with the banl-.

Except with the permission of the Federal Reserve Board,
such bank shall no%, after the date of its admission to
merbership, iavest the funds of various trusts held by the
bank in participatiomin pools of mortgage bonds or other

ed for FRASER




@® &
b X-7356

securities, and the funds of all such trusts shall be
invested separately from each other: Provided, how-
ever, that the Federal Reserve Board will not object
to the collective investment of small amounts of trust
funds where the cash balances to the credit of certain
trust estates are too small to be invested separately
to advantage, if the bank owns no participation in the
securities in which such collective investments are
made and has no interest in them except as trustee or
other fiduciary.

If trust funds held by such bank are deposited in its

banking department or otherwise used in the conduct of

its business, it shall deposit with its trust department

security in the same manner and to the same extent as is

required of national banks exercising fiduciary powers.

Attention is called to the fact that the condition numbered

seven above is a revision of the condition numbered three contained in
the Board's Regulation H and prohibits the acquisition of stock in any
other corporation except with the Board's permission, As you know, this
cendition as contained in the Board'!'s Regulation H refers only to the
acquisition of stock of other banks and trust companies; but the Board
believes that it is desirable in future cases to prescribe a condition
which will prohibit the member bank from purchasing stock in any corp-
aration except with the Board's permission.

In connection with the condition numbered 10 it may be noted

that if in any case the applicatinn of a bank with a surplus of less than

20% of its capital is approved the Board will prescribe an additional

requirement that the surplus shall be increased to at least 20% af the
bank's capital out of earnings.

One of the conditions contained in the Board's Regulation H and
set out above provides that, except with the permission of the Federal

Reserve Board, a member bank shall not cause or permit any change to be
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made in the general character of its business or in the scope of the
corporate powers exercised by it at the time ef admission to membership,
In some cases State member banks have overlooked this requirement and
have made changes in the general character of their assets or in the
scope of the corporate powers exercised at the time of their admission
to membership without obtaining the Board's permissien. Accordingly, in
the letter prescribing conditions of membership which is addressed to
each State bank whose application is approved hereafter, special atten-
tion will be called to the necessity for cbtaining the Brard's permission
under this general condition covering any such change made by the bank
after its admission to membership in the System.

You will understand that in particular cases it may be desirable
to prescribe special conditions nat of a general nature to correct
unsatisfactory conditions in the particular bank, and, as a matter of
emphasis, to prescribe conditions prohibiting, except with the Board's
permission, the exercise of specific powers which a particular bank may
be authorized to exercise under its charter or the State law, even though
such powers are not exercised at the time of admission to membership and
accerdingly, under the general conlition referred to above, might not be
exercised except with the Board's permissien. In connection with the sub-
mission ef applications for membership, the Board would, of course, like

to have your recommendation as to any special conditions which should be

prescribed in the particular case and as to any conditiens of a general
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nature which experience indicates would be desirable as conditions to

be prescribed fer each State bank thereafter admitted to membership.

-Very truly yours,

Chester Morrill,
Secretary.

P. S. This letter is a confirmation of the telegram sent you today.

TO ALL FEDERAL RESERVE AGENTS.
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cCoPY
(Confidentisl - Tentative draft as revised by Treasury Department, Mareh 17, 193

]

Treasury Department
W. De Co

Pursuant %o the power econferred upon me by subsection (n) of

Section 11 of the Federal Reserve Act, as amended by Seotion 3 of

ihe Aot "To provide relief im the existing national emergemecy in

banking, snd for other purposes”, approved March 9, 1953, and

finding this action necessary to protect the curremcy sustem of

the United States, I, W. H. Woodin, Secretary of the Treasury, do

hereby require all individuals, partnerships, associations and

eorporations owning any gold coin, gold bulliom or gold certificates,

held within the United States of Americs, ineluding its Serritories

and insular possessions, forthwith to pay and deliver to the Treasurer

of the United States, or to & Federal reserve bank as fiscal agent

of the United States, all such gold coin, gold bullion end geld

certificates. Upon receipt of such gold boin, gold bullion or gold

certificates, the Seeretary of the Treasury, or such Federal reservd

bank, will pay therefor an equivalent amount of any other form of

coin or currency coined or issued under the laws of the United States.
The payment and delivery of such gold coin, gold bullion end

gold certificates may be effected (other than by member banks of

the Federal Reserve System) by delivery theroof to e bank which is

a member of the Pederal Reserve System. Such bank shall pay therefor

en equivelent amount of any other form of coin or currency coined or
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fssued under the laws of the United _tetes, and ohell thoreupon
deliver sush golé codn, gold bulliem and gold eertifficates to the
Ircasurer of the United States or %0 the ederal reserve beni: in
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in eny cese where the losstion of sush gold coln, 014 Wullion
or pold certificetes is suoh thet delivery thoreof %o the Iressurer
of the United States or to s Fedoral reserve bask or %o a bani vhieh
is a member of the Fedoral iceerve ‘ystem ocssnot resscnsbly be made
within the time specified belew, delivery may be nede to & United
States Custon (Ffice or foet ((fieee iueh Custom (Ffice or Foet
Mfice will jey therefor sa equivalent wmount of eny other form of
coln or currengy colmed or issued under the lawe of the United states,
end shell thereupon deliver suoh gold ecim, zold bulliem ané gold
certifiantes to the Tressurer of the United ctates or o & Federsl ’
reserve bank and reseive payment tharefore
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Draf't of March 17, 1933
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B e

Any individuel, pertnership, essociation or corporation owning
such gold coin, gold bullion or gold certificates prior to Marech 28,
1935, and felling to comply with the above requirements before
3 Pe Mo, Esstern Standard Time, March 31, 1933, shall be subjeect %o
a penalty equel to twice the value of the gold coin, zold bullion end
goléd certificates in respect of which such failure oocurred.

Any individuel, partnership, association or wrportﬂ.on becoming
the owner of any such gold coin, gold bullion or gold certificates
@ or after March 28, 1933, shall be subject to a like penalty if
delivery thereof is not made as above provided not later than three
daye after such individuel, partnership, sssoociantion er corporation
becane the ommer thereof.

In cases where the delivery of gold coim, gold bullion or gold
certifioates by the owners thereof within the time set forth above
will involve extracrdinary hardship, the Seoretary of the Treasury
may, in his diseretion, extend the time within which cuch delivery
must be made. Applications for such extensions mmst be made in
writing under oath, addressed to the Secretary of the Tressury end
filed with a Federal Reserve Dank within the time set forth above.
Such appliocations must state the date to whioh the extension is
desired, the amount end loeation of the gold coin, gold bullion and
gold certificates in respect of which such application is made and
the fects showing extension to be necessary to avoid extraordinary
hardshipe The penalties above provided shall not apply to any owmer
of gold coin, gold bullion or gold certificates betwoen the time

Federal Reserve Bank of St. Louis



Draf't of March 17, 1988
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of filing mtmappliq_ntion and thres days after sush owner is
notified af the denial w,moumswmryctthhm
shall find that such application was not filed in good Faith.

The provisions of this order shall not apply to (1) geld
mwumm-mupunwxomutum
usual trade requirements of ocwmers mining and refining sush golds
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with the Searetary of the Trsasury and three deys after the
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the Seerstary of the Treasury,

Seeretary of the Treasury.
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Intercepted cablegram from Beller (Secretary to Senator Owen) to
Nathan Musher. Probably dated early in January, 1919, and probably
sent from Paris:

28Q 11198 PASLN PARIS 13.

Nathan Musher,
Washingtone

An directed advise strongly close out Italian deal
immediatelye

Beller.

(On June 22, 1927, Senator Glass called and asked for the intercepted
cable in the Board's possession, from Senator Owen's secretary to
Nathan Musher, advising him to sell Italian exchenges)

See 13 Diary at page 191,
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March 20, 1933.
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There are now two vacancies on the Federal Reserve Boards

l. Term of Governor Young who resigned August 31, 1930.
His ten year temm would have expired on
Avgust 9, 1932, and the new term begum
Avgust 10, 1932, This vacancy has existed
in fact since August 31, 1930, when
Governor Young resigned.

of We We Magee, Dirt fammer.

Appointed May 18, 1931,

Termm expired Januvary 24, 1933.
Renominated by Hoover but not confimmed.

e
Since the beginning of the Federal Reserve System, the following

appointments (including sppointments to fill vacancies) have been
made by the respective Presidents:

Preddent Wilson:
5 Democrats. 4 Republicans.

President Harding:
1 Democrate 4 Republicans.

President Coolidge:
2 Democrats. - 2 Republicanse

President Hpover:

1 Democrat. 1 Republican.
1 Republican not confirmed.

~-III-

Of the present Democrats on Federal Reserve Board - Miller, Hamlin
and James - each one was reappointed by a Republican President,
and confimmed by a Republican Senate.

-1V~

Wiayland V. Magee:
Appointed by Federal Reserve Board:
Director of Omaha Branch. Septe 17, 1927.

Class C Director of Federzl Reserve Bank

of Kansas City, May 14, 1930.
VOLUME 242 VLAY N
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Wayland W. Magee (Cont'd.)

Appointed by President Hoover:
Member of Federal Reserve Board, May 18, 1931,

Reappointed by President Hpover.
Not confirmed.
Termm expired January <4, 1933,

-v—

The Federal Reserve Board temms were originally staggered into
terms of 2, 4, 6, 8 and 10 yearse

The reason was that Congress intended that no President should
appoint more than two members of the Board during his term of office.

Resiznations, deaths, and the creation of anadditional member -
the dirt famer - have interfered with this plan, dbut during the
temm of President Hoover, he had two appointments to make (the dirt
farmer made 3.)

President Roosevelt has now two vacancies to fill, and during
his tem two more will fall in, making four in all.

Adding the ex-officio members, he will have during his present
temm six appointments to make,
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ls Issue the order at oncee.
2¢ Provide in the new order:

(a) That gold will be licensed for legitimate export
transactions not involving hoarding or speculation.

(b) Licenses will be issued to obtain gold from Federal
reserve banks for meeting any gzold obligation
maturing within three months,vhen gold is
demanded, whether the obligee is at home or abroad.

(c) Point out that any citizen or foreigner residing in
the United States demanding and receiving gold,
is subject to the proclamation requiring its
immediate return.

(d) Announce that this order is temporary only, and that

the Treasury hopes shortly to remove all restrictions
on gold,

VOLUME 242




(CONFIDENTIAL —- Tentative draft of March 22, 1933.)

EXECUTIVE ORDER
Forbidding the Hoarding of Gold Coin, Gold Bullion and

Gold Certificates.

By virtue of the authority vested in me by subsection (b) of
Section 5 of the Act of October 6, 1917, as amended by Section 2 of
the Act of March 9, 1933, entitled "An Act to provide relief in the
existing national emergency in banking, and for other purposes',
aporoved March 9, 1933, I, Franklin D. Roosevelt, President of the
United States of America, do hereby prohibit the hoarding of gold coin,
gold bullion, and gold certificates by individuals, partnerships,
associations and corporations within the continental United States, and
I hereby prescribe the following regulations for carrying out the pur-
poses of this order:

Section 1. For the purposes of this regulation, the term "hoard-
ing" means the withdrawal and withholding of gold coin, gold bullion or
gold certificates from the recognized and customary channels of ftrade;
but this order(and these regulations shall not apply to gold coin or
gold bullion shown by the owner thereof to have been actually held by

him on or before June 30, 1931?\ The term "person" means any individual,

partnership, association or corporation(within the coatinental United

States. )
Section 2. All persons are hereby required to deliver on or be-

fore April 15, 1933, to a Federal reserve bank or & branch or agency

S gt
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thereof or to any member bank of the Federal Reserve System all gold
coin, gold bullion and gold certificates except the following:

(a) Such amount of gold as may be required for legitimate
and customary use in trade, profession or art within a reasonable
time, including gold prior to refining and stocks of gold in
reasonable amounts for the usual trade requirements of owners
mining and refining such gold.

(b) Gold coins and gold certificates in an amount not ex-—
ceeding in the aggregate $100.00 belonging to any one person; and
gold coins having a recognized special value to collectors of rare
and unusual coins,

(c) Gold coin and bullion licensed for legitimate export
transactions not involving hoarding or speculation, including gold
coin and bullion imported for reexport or held pending action on

applications for export licenses.

(d) Gold coin, gold btullion and(gold certificates)which were

Amgltn  Ctipmatf :
ownedkby a recognized foreign government or foreign central bank or

the Bank for International Settlements on March 6, 1933

(e) Gold coin or bullion actually needed to meet maturing
obligations payable in gold coin or bullion,FFhen payment in gold
coin or bullion has actually been demanded, egardless of whether

the obligee is at home or abroad.

Ma»?mz.
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Section 3. Until otherwise ordered, any person becoming the
owner of any gold coin, gold bullion or gold certificates on or after
April 12, 1933, (except as exempted by the provisions of Sections 1
and 2 hereof) shall, within three days after receipt thereof, deliver
the same in the manner prescribed in Section 2.

Section 4. Upon receipt of such gold coin, gold bullion or gold
certificates, the Federal reserve bank or member bank will pay therefor
an equivalent amount of any other form of coin or currency coined or
issued under the laws of the United States.

Section 5. Member banks shall deliver all gold coin, gold bullion

and gold certificates owned or received by them (other than that exempnted

under the provisions of Sections 1 and 2) to the Federal reserve banks of

their respective districts and receive credit or payment therefor.

Section 6. The Secretary of the Treasury, out of the sum made avail-
able to the Presideat by Section 501 of the Act of March 9, 1933, will
pay all reasonable costs of transportation of such gold coin, gold bullion
or gold certificates, including the cost of insurance, protection, and
such other incidental costs as may be reasonably necessary, upon ro-
duction of satisfactory evidence of such costs. Forms of voucher for
this purpose may be procured from Federal reserve baiks.

Section 7. In cases where the delivery of gold coin, gold bullion
or gold certificates by the owmers thereof within the time set forth

above will involve extraordinary hardship or difficulty, the Seeretary of
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the Treasury may, in his discretion, extend the time within which such
delivery must be made. Applications for such extensions must be made in

writing under oath, addressed to the Secretary of the Treasury and filed

with a Federal reserve bank(within the time set forth above:) Such appli-

cations must state the date to which the extension is desired, the amount
and location of the gold coin, gold bullion and gold certificates in
respect of which such application is made and the facts showing extension
to be necessary to avoid extraordinary hardship or difficulty.

Section 8. The Secretary of the Treasury is hereby authorized and
empowered to issue such regulations not inconsistent with these regula~
tions as he may deem necessary to carry out the purposes of this order and
to issue licenses thereunder permitting the Federal reserve banks and mem-
ber banks of the Federal Reserve System to deliver gold coin and bullion
to persons showing the need for the same for any of the purposes specified
in paragraphs (a) to (e), inclusive, of Section 2.of these regulations.

Section 9. Whoever violates any provision of this Executive Order
or of these regulations or of any rule or regulation issued thereunder may
be fined not more than $10,000, or, if a natural person, may be imprisoned
for not more than ten years, or both; and any officer, director or agent
of any corporation who knowingly participates in any such violation may be

punished by a like fine, imprisomment or both.

This order and these regulations may be revoked at any time.

FRANKLIN D, ROOSEVELT

THE WHITE HOUSE
March s 19383,




. March 2‘ 1933, JCU /L

Proposed amendment to Federal Reserve Act, Section 103 -

The Federal Reserve Board created in this Act shall hereafter
be known as "The Board of Governors of the Federal Reserve System", the
short title to be "The Federal Reserve Board.®

Said Board shall appoint one of its members as Active Executive
Officer, who shall preside at meetings of the Board, and in his absence
any member may be designated to act as presiding officer,

The said Board shall appoint, from other than its members, an
officer to be kmown as the Executive Secretary of the Federal Reserve
Board, who, in the name of the Board, shall sign a2ll rules, regulations,
circulars, decisions, etc. of the Board, and shall perfom such other
duties as may be assigned to him by the Board., In his absence, the
Board may designate some other member of its staff $0 act in his stead.

The Board may sppoint such assistants,seretaries, clerks,
aviorneys, experts, and other employes, as may be deemed necessary to
conduct the business of said Board.

Nothing in this amendment shall be held to affect the holding
or the term of any present member of said Board at the date of passage

of this amendmente
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March 5, 1933,

SKELETON OUTLINE

(Details end explanations omitted)

l. 1Issuance of executive order by President declaring bank holiday
for three days, during which all payments by banking institutions, Federal
reserve banks and Fostal Savings System are suspended, but providing for
resumption of payments at end of holiday subject to limitations and
restrictions to be prescribed by regulations

2. Engctment by Congress of joint resolution ratifying executive
order and authorizing the President to extend the effective period thereof,
to amend the executive order and to issue similar executive orders from
time to time.

3« Resumption of limited payments by commercial banks, Federal re-
serve banks and Postal Savings System subject to limitations and restric-
tions prescribed pursuant to executive order.

4, Permit Federal reserve banks and commercial banks holding new
deposits received as trust funds to invest same in Government obligations
and mske the necessary payments to the Government. (Consider permitting
all depositors to utilize ag much of deposits as may be necessary to meet
obligations due to the Government of the United States, including income
taxes.)

5. Enactment by Congress of joint resolution authorizing issuance

- of emergency currency by clearing house associations and similar orgeniza-

red for FRASER

tions against 75 per cent of sound beank assets under supervision of Federal

Reserve Agents —— such emergency currency to be guaranteed by the Government
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of the United States.

6« ZEnactment by Congress of National Bank Conservation Act author
izing Comptroller of the Currency to appoint conservators for all banks,
State and national; to permit withdrawals of deposits on restricted basis
end receipt of new deposits to be segregated as trust funds and repayable
in full; to liquidate insolvent banks, to permit solvent banks to reopen,
and to permit recapitalization or reorganization of banks whoge solvency
is questionable.

7. Permit banks to continue meking limited payments under restric-
tions prescribed pursuant to executive order until comservators can be ap-
pointed, then permit them to allow withdrawel of deposits on restricted basis
and receive and segregate new deposits repayable in full,until it can be de-
termined whether they should be permitted to reopen or should be required
to liquidate, recapitalize or reorganize. (In some cases the conservators
could be reliable bank officers and in some cases bank examiners. A single
bank examiner could be appointed conservator of all banks in & given com-
manity and could select his own deputies to supervise and control limited
operations of each bank in his hands.)

9. With banks in the hands of conservators, proceed to work out the
situation gradually along the following lines}

(2) Banks of unquestioned solvency to be permitted to reopen
on unrestiricted basic when public hysteria has subsided suffici-
ently and to be aided by issuance of emergency currency and by

loans from the Federal reserve banks and Reconstruction Finance

Corporation, with the understandiqg that thev ws
B vaey will Pay out emepr




gency currency as far as possible and return other forms of
currency and gold to Federal reserve banks.

(b) Appoint receivers as soon as possiltle to liguidate all
hopelesgsly insolvent banks.

(c) As to banks whose solvency is questionable, proceed with
istance of depositors' committees to determine whether they

can be recapitalized or reorganized on an unquestionably solvent

basis. If go, permit them to reopen. If not, appoint receivers

to liquidate them. (Recapitalization could be assisted by pro-

visions for issuance of preferred stock exempted from double

liability and assessments.)




The omission of (e) Section 2 from the proposed Order would seem to
prevent, during its continuance, specific perfomence of contracts
payable in gold in the U,S. when the obligee is a citizen of U.S. or
a resident foreigner.

The spirit of such a construction would seem to demand a similar attitude
of the Govermment as to its obligations payable in gold in the hands of
a citizen or of a resident foreigner.

As %0 specific gold contracts held abroad, the Secretary of Treasury
could rule that licemses could and would be issued, during the continuance
of the Order, to export gold directly or to cover fees given in payment
of such contracts, under (e) Section 2,

The Becretary of Treasury could announce that Government obligations,
payable in gold, held by foreigners will be paid in zold at maturitye.

If 3 and 4 be carried out, it would seem safe to omit (e) Section 2 fram
the Order,

Onission of (e) Section 3 would be tantamownt to a temporary suspension
of the gold standard in the U.S.

The provisions of 3 and 4 supra would keep the gold standard inviolate
as t0 contracts and obligations in the hands of foreigmers,and would
maintain inviolable the credit of the U.S. in international tramsactions.

These provisions would take out of the mouths of foreign Governments
the claim that they were excused from meeting. these obligations to U.Se
in gold on the ground that the U.S. had defaulted in its obligation

to pay on maturing oblizations payable in golde
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(CONFIDENTIAL - Tentative draft of March 22, 1933)

The country has responded patriotically to the President's proclama~
tion of March 6 and to his radio speech of March 12, Between March 4 and
March 18, $230,000,000 of gold coin and $235,000,000 of gold certificates
were returned to the Federal reserve banks, in addition to more than
$100,000,000 of other kinds of currency. As a result, the ratio of the
reserves held by the Federal reserve banks to their liabilities on deposits
and on Federal reserve notes combined rose from a low point of 45 per cent
on March 4 to 53 per cent on March 18.

Many persons throughout the United States have hastened to turn in
the gold in their possession as an expression of their faith in the Govern-
ment, and as a result of their desire to be helpful in an emergency. There
are others, however, who have waited for the Government to issue a formal
order for the return of gold in their possession. Such an order is being
issuved by the President today.

This order requires all persons who have in their possession gold

coin, gold certificates, or gold bulg;on{;cquired subsequently to June 30,

1931?)to exchange this gold for other currency at the Treésury of the United

States, at one of the Federal reserve banks or branches, or at a member
bank. The amount of gold in circulation had not increased for a number of
years prior to the summer of 1931, and though there may have been individual
cases of hoarding, in general the volume of gold in circulation was in
conformity with the usuval habits and requirements of the American people,
Gold that is now hoarded has been withdrawn for the most part since that
time as the result of lack of confidence. The President now requires that

this gold, which serves no public purpose in the hands of individuals, be
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returned to the Government or the Federal reserve banks to become once more
a part of the country's gold reserve,

The order provides adequate opportunity for obtaining gold for all

legitimate needs. It makes available gold for the purpose of meeting gold

obligations and permits the exportation of gold for trade purposes.
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( CONFIDENTIAL - Tentative draft of March 23, 1933)

The country has responded patriotically to the Presidemt's proclams -
tion of March 6 md to his radio speech of March 12, Between March 4 and
March 22, $250,000,000 of @ld coin ami $310,000,000 of gold certificetes
mnhnﬁdtnthnm:qsmbuh,mudﬂimbmm
$320,000,000 of other kinds of currency. 4As a result, the ratio of the
reserves held by the Federal reserve banks to their mbinim on deposits
end on Federal reserve notes cambined rose from 45 per cent on March & %o
55.5 per cent on March 22,

Many persoms throughout the United States have hastemed o turn in
the @old in their possession as an expression of their faith in the Govern-
ment, snd as a result of their desire to be helpful in an emergencys. There
are others, however, who have waited for the Government %o issue a formal
order for the retumn of gold in their possession., Such an order is being
issued by the President today,

This order requires all persons who have in the ir possession gold
eoin, gold certificates, or gold mnnhtomthpu Tfor other
ourrency at one of the Federal reserve banks, bremches or agencies, or ab
a menber bank,

The order provides adequate oppartunity for cbtaining mold for all
legi#imate needs. It makes available gold for the purpose of meeting gold
obligations and pemits the expartation of gold for trade purposes.
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(CONFIDENIIAL -~ Tentative draft of March 23, 1935)

The country has responfed patriotically to the Preaident's proclama~
tion of March ¢ and to his radio speech of March 12. Between March 4 and
Mareh 22, §250,000,000 of gold coin end $310,000,000 of gold certificates
wede returned to the Federal reserve banks, in addition to more than

$520,000,000 of other kinds of currency. (as i\&:, d.{.\t s of the
banks the num positi
o Aok

Many persons throughout the United States have hastened te turn in
gold in their possession as an expression of their faith in the CGovernment,
and as a result of their desire %o be helpful in an emergency. There are
others, however, who have waited for the Government to issus a formal order
for the return of gold in their possession, Such an order is being issued
by the President today,

The order provides adsquate opportunity for obtaining gold for all
legitimate needs, It makes available gold for the purpose of meeting gold
mtmmmumwmnmammm—-.

lihhumpt*lnmmlammmn
their possession gold coin, gold certifieates, or gold bullion, in excess
of $100 and not having a recognized special value to collectors of rare
and wnusual coins, to0 exchange this gold for other currency at ons of the
Federal reserve banks, bremches or agemeies, or at a member bank, Femsons
who after the order 18 iamisd oome inte possession of gold met exempted by
wmum:ﬁu.ﬂnmunmumnmm

mmmumwnumuﬂnw-__w
““M“MM”M“MW‘ The order is
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Such benx shell maintein s sdequete ratlo of peld-up sad wnispeired

| enpited stock s wsimpaired surylus o its Bggresste deposit Llabillties,
ﬂﬂhqmw“uﬁ%ﬁﬂmhm
wsomrt of depoedt 1iabilities of the bk Guring cuch yesr, &s dotoruined
o the basks of reports wede by ihe bank to the Pedersl reserve beni for
hmd“&“m“hhﬁ
sagrogate mwemt of the bankts pedd-up eod wispaired capitel steck snd
animpetred surylus, such henk shall prier to the exd of the fivet six nonths
1n the nexb susoseding yesr incresse the aggregste ssount of 1% peld-up
and sndspedved copital stodk snd wnispedved surilus to o mwount st lonst
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(CONFIDENTIAL -- Revised draft of March 24, 1933)
EXECUTIVE ORDER

Forbidding the Hoarding of Gold Coin, Gold Bullion
and. Gold Certificates.

By virtue of the authority vested in me by subsection (v)

of Section 5 of the Act of October 6, 1917, as amended by Section 2

of the Act of March 9, 1933, entitled "An Act to provide relief in
the existing national emergency in banking, and for other purposes',
I, Franklin D. Roosevelt, President of the United States of Imerica,
do hereby prohibit the hoarding of gold coin, gold bullion, and gold
certificates within the continental United States by individuals,
partnershgps, associations and corporations and hereby prescribe the
following regulations for carrying out the purposes of this order:

Section 1. TFor the purposes of this regulation, the term
"hoarding" means the withdrawal and withholding of gold coin, gold
bullion or gold certificates from the recognized and customary chan-
nels of trade. The temrm "person" means any individual, partnership,
association or corporation,

Section 2. All persons are hereby required to deliver on
or before April 15, 1933, to a Federal reserve bank or a branch or
agency thereof or to any member bank of the Federal Reserve System
all gold coin, gold bullion and gold certificates except the following;:

(a) Such amount of gold as may be required for legit-
imate and customary use in trade, profession or art within a
reasonable time, including gold prior to refining and stocks of
gold in reasonable amounts for the usuzl trade requirements of

owners mining and refining such gold.
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(b) Gold coin and gold certificates in an amount not
exceeding in the agsgrezate $100.00 belonging to any one person;

- - . % 1 a - .
and gold coins having a recognized special value to collectors
of rare and unusual coins.

(c) Gold coin and bullion licensed for legitimate
export transactions(not involving hoarding or speculation, |in-
cluding gold coin and bullion imported for reexport or hel
pending action on applications for export licenses.

(d) Gold coin and bullion which were held in trust or
under earmark for a recognized foreign government or foreign cen-

tral bank or the Bank for International Settlements on March 6,
1933. =

—

(e) Gold coin and bullion actually needed to meet
maturing obligations payable in gold coin or bullion in any case
where payment in gold coin or bullion actually has been demanded
by the obligee; provided that, in order to facilitate the en—
forcement of Section 3 hersof, the oblizor shall furnish to the
Federal reserve bank of the district in which such payment is
made a written statement showing the name and address of each
person to whom such a payment is made and the amount paid to each

. N _ - |
such Person. ;f_'._:,‘ v { o/ [.t__,—'_“_r_’L.L__e. A eeC, t&\ﬂt | [ M‘A‘“ﬂ“’(_“ﬁ

Section 3, Until otherwise ordered, any person becoming the

owner of any gold coin, gold bullion or gold certificates after April
12, 1933, (except as exempted by the provisions of Section 2) shall,
within three days after receipt thereo?, deliver the same in the manner
prescribed in Section 2.

Section 4. TUpon receipt of gold coin, gold bullion or gold
certificates delivered to it in accordance with Sections 2 or 3, the
federal reserve bank or member bank will pay therefor an equivalent
amount of any other form of coin or currency coined or issued under the
laws of the United States,

Section 5., Member banks shall deliver all gold coin, gold
bullion and gold certificates owned or received by them (other than as

exempted under the provisions of Section 2) to the Federal reserve
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banks of their respective districts and receive credit or payment
therefor.

Section 6. The Secretary of the Ireasury, out cf the sum
made available to the President by Section 501 of the Act of March 95
1933, will in all proper cases pay the reasonable costs of transnorta-
tion of gold coin, gold bullion or gold certificates delivered to a
member bank or Federzl reserve bank in accordance with Sections 2, 3,
or 5 hereof, including the cost of insurance, protection, and such
other incidental costs as may be necessary, upon production of satis—
factory evidence of such costs, Voucher forms for this purpose may
be procured from Federal reserve banks.

Section 7., In tases where the delivery of gold coin, gold
bullion or gold certificates by the owners thereof within the time
set forth above will involve extraordinary hardship or difficulty,
the Secretary of the Treasury may, in his discretion, extend the time
within which such delivery must be made. Applications for such ex-
tensions must be made in writing under oath, addressed to the Secre-
tary of the Treasury and filed with a Federal reserve bank, Each
application must state the date to which the extension is desired,

the amount and location of the gold coin, gold bullion and gold cer-

tificates in respect of which such application is made and the facts

showing extension to be necessary to avoid extraordinary hardship or

difficulty,




‘-14—

Section 8. The Secretary of the Treasury is hereby author—
ized and empowered to issue such regulations not inconsistent with
these regulations as he may deem necessary to carry out the purposes
of this order and to issue thereunder, through such officers or
agencies as he may designate, licenses permitting the Federal rescrve
banks and member banks of the Federal Reserve System to deliver zold

coin and bullion to wersons showing the nced for the same for any of

the npurposes specified in paragraphs (a) to (e), inclusive, of Scction

2 of these regulations.

Section 9. Whoever willfully violates any provision of
this Executive Order or of these regulations or of any rule, regula-
tion or license issued thereunder may be fined not more than $10,000,
or, if a natural person, may be imprisoned for not more than ten
years, or both; and any officer, director, or agent of any cornoration
who knowingly participates in any such violation may be nunished by a

like fine, imprisonment, or both.

This order and these regulations may be revoked at any time.

FRANKLIN D, ROOSEVELT

THE V:ITE HOUSE
March § L9335,
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COI'FIDENTIAL

TREASURY DEPARTMENT

Under the authority conferred upon him by the President!'s
Proclamation of March 6, 1933, declaring a bank holiday, the
Secretary of the Treasury has directed the Treasurer of the United

States during the eontinuanee of such bank holiday, unless otherwise

directed, to observe the following instructions:

"(1) Payments in gold in any form will be made only
under license issued by the Secretary of the Treasury.
This does not prohibit the deposit of gold and the usual
payment therefor.,

(2) Pay, as usual, all checks drawn on the Treasurer
of the Unitéd States, but not in gold. When requested you
are authorized to ship paper currency, other than gold
certificates, in payment of checks.

(3) Continue the usual currency transactions between

the Treasury and the Federal Reserve Banks and branches.!
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Pederal Reserve Board Report on investigation,
Division of Examinations

Under date of January 25, 1985, Mr, Stevens, Federsl Reserve Agent at Chiecago,
advised the Board of the resignation of D, A. Jones, Assistant Deputy Covernmor in

charge of the Fiscal Agency Department of the Federsl Reserve Bank of Chieago,
effective January 19, 1955, According to a memorandum from Mr, McKsy, Deputy Governon
attached to My, Stevemns! letter, Mr, Jones' resignation was requested for the reason
Mhﬂiﬂhﬁh”mﬁﬂﬂhmﬁhcﬂsﬂ;uﬁdmw
actions involving the manipulation of subseriptions to U, S. Treasury iscues.

In view of the information trensmitted in Mr, Stevens! letter and through
subsequent telephone conversations and after & personal visit to the Board by the
General Counsel of the Fedeval Regerve Bank, it was felt that a thorough check-up
of the Piscal Agency'e sctivities in Treasury issues should be made, snd Mr, Cagle,
Federal Reserve Examiner, was sent to Chioago on February ¥, 1955, to conduct an
investigation in which Mr. Beaton, a national bank examiner from New York repre-
senting the Secretary of the Treasury, officiale of the reserve benk, reprecentatives
of the Chief National Bank Examiner of the Seventh Distriect, and the Seeret fervice
participated, and his report, dated Pebrusry 28, 1958, is submitted herevith, If, ia
the reading of this memorandum, more detailed information is desired, the subject mat-
ter may be located through reference to the index of Mr, Cagle's report. Sutmissiom
of a memorsndum covering Mr, Cagle's report has been delayed due to the unusual de-
mands of an urgent nature made upon the Examination Division during the recent bank-
ing crisis.

Mr. Cagle's invectigation led to & trip by him to South Haven, Michigan, and
to the sending of & representative of the Chief Netionsal Bank Exsminer to La Salle,
Illinois, and Kemosha, Wisconsin, to obtain information on transactions involving
banks at those placee. ' A

e QY
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A review of the information contained in the memoranda submitted Yy
the reserve bank officlels and that developed through Mr, Cagle's investi-
gation reveals trenseotions which, for the purpozes of this memerendum, sre
¢laanified as followsy

{A) Transactions forming o part of a pether wide epread scheme for

profiting indirectly through manipmlated subseriptions to U, B,
Treasury issues, which schems hed been in operation ower s com-
pidarable period of time, in vhich D, A, Jones of the Figcal |
Agenay Department of the Pedsral Reserve Bank of Chlesgo was ine
volved and in vhich the following individuale partieipated to a
greatar or lest extents

hl’ol.“,ntuﬂumdhhm-l
Mﬁm:mhhmmw

Auguet, 1952, Wr, Ruubough was sn ofMicer of the Illiacis
Mm% e affille Continen
Tilinots Prior to his conneetion with the Tilisols
Horehents Bank in 1925, Mr, Tusbaugh wue employed Ly the
mmumummtmw

hhﬂﬂ. Viee President, First National Bank, Kenceha,
Se Humser, former Ls falle National Bunk, La

Til,, snd 1% L Salle National Company
aad odsnected with Wyne Semmer snd Cmpesy, Uhicags, Tliiuatse

«l.!.l. President, Cltisens Ctate Scuth Ha
;immm,mm,m.-. s
{ﬂmmﬂumﬁh.wudmﬂdm

and eortain Sransactions involving €. R, Schoeneman of the 0ffice
of the 8serolary of the Treasury, ¥ith Continental Illinols Bank and
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Trust Company sand Continemtal Illinofis Company dut in vhich the
Pilscel Ageney of the Federal Recorve Bank of Chicage wus apparonily
not iavolved., These operations appoar $0 bave been conducted through
34 H. Rusbsugh of ths Continental I1linots Compeuy.

{€) Trengectlons 4n which sppenr the sswes of officers, smployeee nd
.Mammmmw‘mwmm
some clerical or othar irregularity wes found and which way be
further divided as to the nature of the trausactions as followss

(1) Wesh sales through Contineatal Illinois Compamy to permit
2 profit %o be takem,

mum,mmmm

A. ¥, Dasey, Maaager, Invertment Departuent
ln..!-l.‘al-m ¢ to D, &y Jonss

(2) Perronal subseriptions to Treasury iseves through Piseal
Agoney Department wnlle wader supervision of Hr, Jones, in
mmmm

James Simpson, Director

James B, Mabougel, Governor (relf and wife)

7. H, Blair, Deputy Governor

:.:m, : (self snd femily)

D:A.lun. sletent Deouty Governor

Parsonal swbeeriptione %o Treasury iocues Piseal
“’l—q vhilo under supervicion of ¥r, Jonee, in which

prodar wore made wnd %0 which no eritisimm 1o attached,

W. Ae Hosth, former Poderal Recerve Agent
¥We A, Hopking, Assistent Auditor

""'ﬂ"'!"""m""""'
&bﬁ-.m.hnﬂmw
In viow of the enormous volume of Fiscal Agemcy tramsactions handled

by the Pedersl Reserve Bank of Chicsgo the investigations so far conducted
cover enly & part of such tramsections and were confined primcipally to the
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yoars 1951 and 1982, bud 1t is felt that the poope has been sufficient to
develop conclusive proof of certain wiethiesl 1f not walewful Srensections, |
and that while further lavestigatlon wight develop additional oriticisable
trangactions 1t would probebly mot reveal, as Me. Csgle says, any new
participauts or nev schemee or methods.

The quostion of posgsible Lrregularities ia the Plscal Agency Department
of the resorve baak wap firct relsed in April, 105%, when suditors of the
Continental Illinole Bauk and Trust Compuny vove syparontly investigating
the accounts of one of thelir junlor officers with respect %o the subscripe
tions of that bank to various Treasury iucues and oalied the sttention of
reserve bamk officlals to certain chengss msce in such subscriptions after
they had been received ty the Plscul Agemcy Depariment, such changes having
beon made, in » mmbor of fastences, by Mxr, Jones, Thess changes were
explained by Mr. Jones as having besn made on verbsl lustruetions received
from an officer of the subsoribing bemk, Mr, Jones denled having profited
by say of these transuctions and sz lnvestigation by the reserve bank
auditors did not reveal that he hed received any benefit from such trans-
actions, However, later information developed through outeide sources, and
which would not be reflected an the records of the reperve Denk, disclosed
that Mr. Jones did profit through these trangsctions. It was not until
Junpary 18, 1088, vhen officials of the Continentel Illinois Bank and Trust
Conpany again called upon offieisls of the Pederal rveserve bani and submitted
additionsl informution developed by them, that Mr, Jones, whem confronted
with such information, sdmitted that he had roceived a participation in the
profite mede by the menipulation of securities by the officlal of the Conti-

nentsl Illinols Bank und Trust Company whose secounts were under investiga-
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tion - apparently Wy, HBumbeugh. Wnile #r. Jonse odmitted recsiving some
$25,000 sz ais shore, the exact amount by which be profited is indeterminsble,
ae lr, Jones, after making certain admiseions to the of7ielals of the reserve
bank, refused to give any information to Mr, Cegle, basing such refusal on
%sdvice of ecunrel®,

Mr, Cagle's report gives detells of 18 transections, most, 4f not «ll,
of whieh appoar o have originated with My, Ruwsbaugh sad vere earried out with
the kmowledge mnd assistence of Ere Jones snd, im ecertain insiances, with the
Mamm_m-m-.mnhm
ae listed in this memorandum, There trenssotions covir & series of Fwash®
purcbaces and sales of Government securities, usually arrmaged in advance of
the date of their lssusnce, wnd ln whick the Consinentsl Illincis Benk apd
Truet Company and/or ite afriliste, the Continental Illinois Compeny, spoeer
%o have been the main if not the only financiel losers, wnd in which Nr,
Rumbaugh and jir. Jones sppear t0 have been the prineipal recipiente of profits,
although Rateliffe and Hummer, and possibly Fumeck, sppareatly partieipated
in profite derived from one or more of guch transections, In most of these
transactions no securities sctuslly chaanged hands, slthough the records of the
Contineatal Illimole Baak and Trust Company or ite a’filiate, the Coentinoatal
Illinoies Company, relect theve trasesctions.

The pert played by Nr, Jonss in the verious traasections included the
plaeing of dummy subscriptims in the name of corlein benke until formal ones
eculd be obtalned from the benits concerned, ia order %0 insure their pariieie
pation in the "hot" iseues - (omes in which the chance for a quick profit pesmed
moet likely), raising of the subseriptions of esrtain banks in oxder to obtain
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.mmzmmmmmuuhmumﬁ
of certain daaks or infivideuals, by changing the clasnes s& showmn Yy the
svbseriptions; haodling subctitutions; swrmging deliveries, =ad chariag in
profits reculting from the vordous punipulstions, 411 securities and accounts
exgept the ccllsternl hald for ths Reconstruction Finance Corperstion and vhieh
had been undar the comtrcl or supervisicn of Nr, Josss vere varifisd by the
Auditing Depurtmant of the bank lusedistely following hie resignation and ne
dizcrepanciae were found, It i stated in My, ¥eKuy's meworandus that the
roserve baak suflered no loss of noney whatever by Mr, Jonss' participation in
theoe trensagtions, and ¥r, Cagla's invertigetiom does not indicate smything
tc the contrary. The respensible posiiicn cecupied by Er. Jonee, az hoad of
tho Tiseel Agsucy Department gave hin acoess to 1t: fllos sad vecords, and
advence iaformetien io regard to forthcoming Government lseues, which mede
hin ¢ vsluable snd seceseary aid to the tyyas of transcctioas sugaged in, evem
though be way not have Deen the criginater thereef,

Tue sotivities of J, H. Rumbough, formerly an offieisl of the Continental
Nlinotp Poak end Truet Compsay, ere reflectsd in a larga wusber of operetions
fa the purchase end pale of Oovernment securities, mmny sprarently "wash® transe
sctions, antriss covering vhich ware made on the “ooks of the Continentel
I1lizols Benk end Troot Compeny smd/or it affiliated Continertal-Illinols
Coxpany, end, in certain instancer, tuch transcetions involved subseriptioms
by er pales 0, end purchases from, ths Piret Natlonsl Bank, Kenosha, Wis,,
La Salls National Bank, La Salle, IT1.; Cftisens Stata Benk, South Eavem, Hich.,
to heve resulted {n the purchase by the Continental Tllinols Bunk ad Trust
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Co,y or its affiliate, at a premium, of Government securities originally
subseribed for by 1% or by other basks involved, and, in some instamces,
eold in advance of issuance, at par, with consequent lose to that institu-
tion of the amownt of premium paid, and Mr, Rumbeugh appesrs to have been
the recipient of a large portion of the profite, This is generally bome
out by such statements as the other perticipmnts would make,

¥r, Joseph Pumck, Vice Prosident of the Firet National Bank of Kenosha,
Wise, appears to be involved in sever-l of the eritdeised transsctions, A
part of the large investment of the Nash Motors Co, in short term Government
socurities was handled through his bank, and & peart through the Continental
Tllinols Bank and Trust Compeny, Incidentally, s large smount of these
invertments vere held in safekeeping by the Federsl Reserve Bank of Chiecago.
fSubceriptions %o GCovermment security isrues by the First National Beak of
Eenosha were in part for their omn account and in part for the Nash Motors
Co,, which afforded the partics concerned in these questicnable trensaciions
an wnusuel opportmity to manipulate subseriptions involving large amoumts,
Mr, Panck is sald %o have directed the making of the entriss on the bocks
of the Pirst National Bsnk of Kenoshe growing out of these guestionable
tranesctions, but stated that he recelved mane of the profits, all of which
wont %o Nr, Jones snd My, Pumbsugh, as far as he inew, He also stated that
he partieipated in the transactions for the purpose of keeping on good terme
with Jones and Rusbsugh in order %o obtein favors in connection with his om
subseriptions for Government bond lssues and those for the Nash Motors Co,
Ho statod further that lr, Rumbaugh told him that Mr, Jonmes had beem gotting
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some "hard bresks" and Shat be would 1ike to do something for him, Then
the national bank examiner called to the attention of the board of dirso-
tors of the Pirst Nationsl Ben: of Kenosha the irresularitfes appearing om
its books in connection with there trangsctions, Mr. Funek's resigmation
wog requested, received and accepted immedistelys

Mr, Wayne Hummer, who ir engaged in an invertment business in Chicsgo
known as Wayne Hummer and Co., was formerly precident of the La Salle National
Benk, La Selle, Iilinois, A musber of the questionsble trensactions wader
hﬁaﬂpﬂuhwlﬁm&uludﬁﬁ.hmhmm‘
1te afflliiated La Salle Nationsl Compeny snd it apoears that Mr, Humesr was &
participant in the schemes and shared in the prefits, as indicated in the de-
talled explanations of the weriocus traunssetions covered i Mr, Cagle's report,

Mr. W, A, Rsteliffe, President of the Cltizens Stato Bank, South Haven,
Mich,, and the Pirst Nationsl Bank of Paw Paw, Mich,, is invelved in & musber
of the tramsections under investigation through purcheses and salee between
the banks controlled by him snd the Continental Illinels Bank and Trust Co.
end the Continentsl Illinole Compenmy. Mr, Cagle states that although HNr,
Rateliffe has refused t0 admit any part in the transscticmes, it wae epparent
that Rateliffe was an ective partielipsnt, and from information developed
by Mr. Cagle on hio trdp to South Haven 1% 1is evident thet at least a portion
of the profits on certain transactions were mwceived by him in cash and either
retained by him or distridbuted to other participsnts in the scheme,

€. Ry Schoensman, formerly attached to the 0ffice of the Seeretary of
the Tressury, appears in three transactions involving sales to him by the
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Contisental Illinels Bank end Trust Co. or the Contineatal Illinois Ce,
of Government securitiss and repurchace of the same amownts at a premivm,
mmu“m-m—g.unnmmum
date of the rezpective securities, and svideatly represent "wssh" transactions,
Appareatly no delivery of securities was made end no orders executed by
ir, Schoenemsn, although, as Mr, Cagle says, this could have bsen done by
tolephone or in percon, These transsctions were appareatly handled by
Mr. Runbaugh for Mr, Schocneman's benefit sad total profite on the transe
actions reported, amounting to $1,781,25, were paid %o the latter,

Mr, Cagle's report does mot reflect smy perticipation by Mr, Rusbsugh in
these profits, slthough en interchange of meszagos botween the twe, as
showmn in U¥r, Cagle's report, would peem to indieate the possibility of
soue reciprocal favor,

As ¥, Desey, Wsnager Inve:tment Department, Federsl Reserve Bunk of
Chiengo, sppesrs in one transscbion with the Continmental Illaois Company,
deseribed hoveafter, which rerulted in a profit of §555.94 to him, details
of which are as follows: Under dute of June 9, 1881, the Continental
Illinois Compsny purported to eell at par %o Mr, Dasey §25,000 U, £, Tressury
bonds, 5-1/8%, dated June 15, 1981, and due June 15, 1940, The ssles
ticket was spproved by W.H.R,", marked "persomal® and bears a notation
"Repurchased same amownt*, Under date of June 10, 1951, one dey later, the
Continental Illincis Compumy purported to buy at 101-11/58 from Nr,

Dazey 326,000 U, . Treasury bonds, $-1/8%, amounting to $25,555.04, The
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mmwmu-mmu-u.uum
epnelal inetructions to "Msil check for premium®, Nr, Cagle states
antmmummuﬁ.mum-um

to have been completed before ihe entrlos went through the Continentsl's
books simuilteneously on June 15, 1951, it being the ususl practice to

cleer 81l bookkeeping entries shen tie bends are issued, Mr, Dasey, in a
letter deted Jeunary 22, 1983, to Mr. MeKay, confirming statements made

the day before, stater that "Mr, Rusbsugh telephoned me acking 1f I wanted
%o buy a small amount of these securities (up to $25,000) that they would
be glad to handle 4% for me", Mr, Dasey, when questioned, stated thet he
talked with Rusbsugh end Jones about this iscue; that he was familier with
MﬂhmMWMMﬂnl that he imow this was an
mmunnuthwummmmum

for bim to make this subseription for s menagesble amount snd thet he memat
hmmunuhw-mmum.mumw
hhhtmhumkuuhthmhﬁ-hhn&-m
of when, as and 4if issued; that he obligated himeelf for the bonds and would
hﬂhﬂhﬂdh“ﬁﬂ.&hhﬂ,h‘ﬁl““l that
hmmmmmumuwumhmwt
that he could have arranged to earry them at the Continentsl or elsevhere
wntil éimpoged of, mmummhmmmm
chmmm.uwwhsumnnum
reserve bank) that he did mot emter subseriptions to any otlhier issues;- that
uumabmma;muamm,u
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that he ¢1¢ not enter into a repurchase sgreement with Mr, Puzbaugh st the
time of this transsetion, Br, Dasey's statements also included ono to the
effect that meither Ruwbsugh mor sany other officer of the Continental
Tlinois group had in mind securing emy favors from him ou account of this
or any other transsction; that he did mot look upon the Comtinents) Illinois
munmmnmtmmmmu-my
wﬂmﬂuﬂlﬁimmmdbﬂwm
Government cecurities specislists. Mr, Dazey, under questioning by ¥r. Cagle,
mmmmuumummm
nis transaction, and retracted sowe of his move or less positive statements
proviously made.
m.uc.m,mumm.whmwm
MM&M&-MI!,M.-‘W:

mmmcm&&mm.%“umm-
mmhmmummumw-mum
resulted in n profit of $67.1°. Ers, Loderer's statsment in the matter, as made

ummammmmnﬁmmuw
the Seeretary of the Treaswy, 1s as followss

w:u interview with you this moming re check issued
in wy hw..“nmm&a“m

as & gift. muh"umumu

for, I wup to take and acospt it and say further, 88411
nmnmummwxm-o-
T was told that it eame through e little bond desl whiech I
of., I could not even state what securities were in-

h“:mmmqmuumxmm-

HHH
it
i

(5]
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ﬂohlluiumﬁnhhﬁhm\vmmm.
nmum:.mm.a"sam—-u-.uum
sllotmente were made:

Jemos Simpeon, Director,- two subscriptions, represeating tvo different
w,mu.muwx,m.-mmummmm
ty M2, MeKay, the other signed by himeelf, but filled cut ia an wmidentified
pandwriting, The clasrifiestion given on the first subseription was changed,
mhu.u..ut.mumu-muu,mum
st $500,000, resulting in an inerease of §90,000 in the smount sllotted, The
socond subseription of §1,500,000 was entered in two smownts, resulting in &n
wm.mmuuhmum-ﬁamm
Mr, Simpeon was not interviewed in comnsction with thesé over-allotments, in-
aswuch as Nr. NoKay hed handled the firet subseription for him, sad the second
subscription ves not filled out or prepared by ir, Simpson,

:.mmmnwm.mmwnn
for his vife, in smownts venging from $5,000 to $26,000, on three of which
over-allotments were made, Mvr, MeDougel's signature sppesrs on all of the
mm,mummmmawm. Some
dummmuwhm,ﬂum“m
lﬂlbhﬂ*,ﬂﬂhhﬂdﬁ“bﬂhhm
with Mr, NeDougsl's investments snd other persemsl sccouhts, lNr, MeDougal stated
0 Mr, Cagle that he did mot kmow that the Fiseal Agancy Department had permitted
ﬂmuumm.muuw-mu
vork of Ny, Jones or that of the department; that he dld not leck iante the
eurrvectnesy of the sllotments made to himself or to othersj and thet the first
informetion he had sbout the over-allotments to himself snd ecbout the mamner in

which the forms, which bore his signature, were prepared, was vhea ir, Cagle
called these mattors % his attention,
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Jo He Blalr, formerly Deputy Govermor - two subseriptions, representing
two different insues, totaling $30,000, on both of which over-allotments were
made, These pubseriptions were originelly entered under the proper classi-
fications and the claseifications later changed, epparently in the handwriting
of Mr, Jones. Mr, Blair wae not intervieved relative to these subseriptions.

Cs Re NeoKsy, Deputy Governor - six subseriptions, all on the Jume 15, 1951,
issue, for himsolf and his velatives, in amounts renging frem $300 to $857,000,
on two of which over-allotments were made, IMr, MoKay wae interviewed concerning
these pubseriptions and stated thet he had signed all of them, le thought that
Hr. Jones supplied the allotment figures and thst he (Jenes) probsbly endesvored
to obtain for Nr, BeKay as large sllotments as possible. MNr, MeEay also stated
that he did mot reeall having ceen the allotment lotter notice showing the different
percentages allotted to the respective clssses snd éid not look over the alotments
in comnection with his own subseription, merely accepting the amounts as being
correct, and that he wanted wore of these bonds than were allotted to him, No
explanation vas made as to why two subseriptions were emtered by him on the eame
date for large smounts of the same izeue,

Je He Dillard, Deputy Governor, enteved two subseriptions, ene for $30,000
and one for §10,000, both of which were signed by him, and on both of shich over-
aliotments were made, In the first subseription the amount spplied for mnd the
smount indicated in the classificetion were in Mr, Dillsrd's own handwriting,
while the other figures sppear 10 be in the handwriting of D, A. Jones. In the
second subscription the amount applied for and the classification sppesr to bs in
the handwriting of au wnidentified party, In the firet subseription the amowmt
was inserted under the wrong claseification. In the second subseription the amount
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s properly classified, but later changed %o a more favorable elassificatiom,
An over-sllotment of $5,000 was made on the first subseription and one of $2,500
was made on the second, On Pebruary 16, 1953, My, Pillaxd was interviewed
relative to his subseriptions. He stated that he did not reesll whether he had
looked over the formal allotment letter or moted that he had recelved an over-
allotsent, Mr, Dillard slso sdvised that he subseribed for these bonds as an
{ovestment and mot s & speculation, and while he thinke he still holds them,
he may have disposed of some, The records indiecate that lir, Dillard sold $2,000
Fourth Liberty Loan bonds, $6,000 Crene Company bonds, and $4,000 Camsdian Pecific
bonds on or sbout June 15, 1951, in order to pay for his sllotment of $8,000 en
his first subseription,

D¢ A, Jones entered a subseription for §10,000 on the June 15, 1951 issue
sad the proper sllotment was made, However, tho recorde show that he received
sn sdditional allotment of $1,500 for shich there appears to be no subseriptien,
but inssmuch as the sllotments must bslance, there must have been an originsl
subseription of $5,000 in this case.

It iz interesting to mote that while the Fisesl Agency Department under the
direction of lir, Jones permitted over-allotmente in certain eases, lir, Cagle cites
1o his report instances of large subseriptions filed by the Northern Trust Company,
the First National Bauk of Chicago, Montgomery Ward & Co., and others, in which the
subscriptions were checked wery csrefully ar to clorieel Getails, elsssifications,
eto,, snd polnte cut that the eareful checking of these latter cases indicates the
probability of intentional over-allotments in the cases under critielmm,

This memorsndum covers oaly in a general way the matters which are treated
at length in Ny, Cagle's report, the details of which are fully set out by him in

his text and supported by photostatic copies of subseription letters, sales
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memorends, correspondence, ete.
4 It is the view of this division that the informstion diselosed ia Wr.

Cagle's report is of sush a nature that it should have the attention of the
facts to the Department of Justiee,
Rappeetfully submitted,

LEO H. PAULGER,
Chief, Division of Examinations.
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CONFTIDENTIAL - Tentative Draft of March 25; 1933 .

March 25, 1933.
Curtiss - Young - Boston Stevens - McDougal -~ Chicago
Case - Harrison - New York Wood — Martin - St. Louis
Austin - Norris -~ Philadelphia Bailey - Geery — Minneanolis
Williams - Fancher - (Cleveland McClure — Hamilton -~ Kansas City

Hoxton -~ Seay - Richmond Walsh - McKinney -~ Dallas
Newton - Black - Atlanta Newton - Calking - San Francisco

Z. R. 3757 providing for direct loans by Federal reserve banks to non-
member State banks and trust companies, which was quoted in our Trans.

1722 of March 24 and was signed by President on same date, has been gliven
preliminary study here and following tentative interpretations and orocedure
are suggested: (1) A nonmember bank may anoly for loans only to Federal
reserve bank of district in which it is located. (2) Suggest that your
Counsel prepare forms of ammlications, promissory notes, resolutions of
directors and other papers along lines of those used in connection with
loans to individuals, partnerships and cormorations; but apnlication forms
should also include provision that any failure to comply with any applicable
provision of law or regulations of the Federal Reserve Board or of agreement
with Federal reserve bank shall constitute a default upon all loans made

by Federal reserve bank to applicant and applicant?s entire indebtedness

to Federal reserve bank shall thereupon become due and payable. (3) Each
application must be accompanied by written approval of State authorities
having supervision over applicant bank and statement from such authorities
that it is in sound condition. (4) Before making first advance to any
nonmember bank, Federal reserve bank should make thorough examination of
apolying bank, after making necessary arrangement to insure payment of

expenses therefor, (56) If examination discloses that amnlicant bank is
VOLUME 242




solvent, that it has capital required of member banks, that it has (. —
e —

no branches unlawful for member banks, and that its condition is
————
otherwise satisfactory, Federal reserve bank should inspect col~-

lateral and advise anplicant bank whether or not loan will be

granted. (6) Before being permitted to withdraw proceeds of

advance, applicant bank should be required to establish actual

realized balance with Federal recscrve bank in amount equal to

reserve balance which would be required of it under Scction

19 and Regulation D if it were a member bank. (7) Advances

to nonmember banks may be made on the same terms and conditions,

and on the same collateral as fifteen day advanccs to member banks
under eighth varagraph Section 13. (8) After nonmember bank has
exhausted all collateral eligible for advances under Section 13, it

may obtain advances on ineligible assets on same terms and conditions as
member banks obtain advances under provisions section 10(b), Federal Re-
serve Act, as amended March 9, 1933. (9) Rates on all advances of
either class should be same as rates on similar advances to member
banks. (10) Notes representing advances to nonmember banks (whother
on eligible or ineligible collateral) may be used as security for
issuvance of Federal reserve bank notes under Section 401 Act March

9, 1933, to same extent as Ppaper acquired under Federal Reserve

Act, but may not be used as security for Federal reserve notes.

(11) Making of advances to nonmembcr banks is discretionary with

Federal reserve bank and in exercising its discrction Federal

reserve bank should consider whether proceeds of advance will be

ed for FRASER




used for purpose of paying off existing indebtedness to other banking

institutions and should also have due regard to claims and demands of
member banks, as required by Section 4 Federal Reserve Act. (12) In
making advances, Federal reserve banks should not make any commitment
to renew or extend, or to grant further or additional advances. (13)
Federal reserve bank should advise each nonmember bank applying for
advances that, while it is indebted in any way to Federal reserve bank,
it must comply with requirements of Federal Reserve Act and Board's
regulations applicable to member State banks, including the following:
(2) It must maintain reserve balance required by section 19 Federal

Reserve Act and Board's Regulation D and will be subject to penalties

for deficiencies in reserves; (b) it must remit at par for checks drawm
-'—_-'"'_"""-w-_—-__.._.-p-'

on it and presented for payment by Federal reserve bank as required of
member banks by Federal Reserve Act and Board's regulations; (c) it
will be subject to examination at any time by Federal reserve bank or
Federal Reserve Board and will be subject to assessments for expenses
of such examinations to same extent as member banks: (d) it rust make
same reports of condition and of payment of dividends as required of
member State banks and will be subject to same penalties for failure
to do so; (e) before becoming indebted to Federal reserve bank, such

bank must relinquigh any branch or branches established after February

e —————

25, 1927, beyond limits city, town or village in which parent bank is’

situated and must not establish any such branches while indebted to
T ——————




such Federal reserve bank; (f) such bank must comply with capital

requirements regarding eligibility of State banks for membership
aggj;;;;ICOnform to provisions of law which prohibit national

banks from lending on or purchasing their own stock, which relate

to withdrawal or ggggiggggg of capital stock and which relate to
paynent of unearned dividends. (14) Suggest that your counsel and
officers who are to handle applications of nonmember banks read
carefully debates in Congressional Record on this Act and especially
Senate debates of March 22 and 23, which indicate clearly that Fed-
eral reserve banks are not expected to make loans to insolvent banks
nor to give nonmember banks more faverable treatment than member

banks.,

Morrill,

(Governors and Agents)
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Public Act No. , 73d Congress.

(H. R. 3757)

AN ACT
To provide for direct loans by Federal reserve banks to
State banks and trust companies in certain cases, and for
other purposes.

3e it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

That Title IV of the Act entitled "An Act to provide relief in the exist-
ing national emergency in banking, and for other purposes; " approved
March 9, 1933, is amended by adding at the end thereof the following new
section:

"Sec. 404. During the existing emergency in banking, or until this
section shall be declared no longer operative by proclamation of the
President, but in no event beyond the period of one year from the date this
section takes effect, any State bank or trust company not a member of the
Federal reserve system may apply to the Federal reserve bank in the district
in which it is located and said Federal reserve bank, in its discretion and
after inspection and approval of the collateral and a thorough examination
of the applying bank or trust company, may male direct loans to such State
bank or trust company under the terms provided in section 10 (b) of the
Federal Reserve Act, as amended by section 402 of this Acts Provided, That
loans may be made to any applying nonmember State bank or trust company
upon eligible security. All applications for such loans shall be accom-
panied by the written approval of the State banking department or commission

of the State from which the State bank or trust company has received its




"D

charter and a statement from the said State banking department or comission
that in its judgment said State bank or trust company is in a sound condition.
The notes representing such loans shall be eligible as security for circu-
lating notes issued under the provisions of the sixth paragraph of section

18 of the Federal Reserve Act, as amended by section 401 of this Act, to the
same extent as notes, drafts, bills of exchange, or bankers' acceptances
acquired under the provisions of the Federal Reserve Act. During the time
that such bank or trust company is indebted in any way to a Federal Reserve
bank it shall be required to comply in all respects to the provisions of the
Federal Reserve Act applicable to member State banks and the regulations of

the Federal Reserve Board issued thereunder; Provided, That in lieu of sub-

J

scribing to stock in the Federal reserve bank it shall maintain the reserve
balance required by section 19 of the Federal Reserve Act during the
existence of such indebtedness. As used in this section and in section 304,
the term !'State bank or trust company'! shall include a bank or trust company
organized under the laws of any State, Territory, or possession of the United
States, or the Canal Zone.M

Sec. 2 (a) Section 304 of such Act of March 9, 1933, is amendod by
aading after the first sentence thereof the following new sentences: "Nothing
in this section shall be construed to authorize the Reconstruction Finance
Corporation to subscribe for preferred stock in any State bank or trust
company if under the laws of the State in which said State bank or trust
company is located the holders of such preferred stock are not exempt from
double liability. In any case in which under the laws of the State in
which it is located a State bank or trust company is not permitted to issue

preferred stock exempt from double liability, or if such laws permit such
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issue of preferred stock only by unanimous consent of stockholders, the
Reconstruction Finance Corporation is authorized, for the purposes of this
secﬁion, to purchase the legally issued capital notes or debentures of such
State bank or trust company,."

(b) The second sentence of said section 304 is amended to read as
follows: "The Reconstruction Finance Corporation may, with the anproval of
the Secretary of the Treasury, and under such rules and regulations as he
may prescribe, sell in the open market the whole or any part of the preferred
stock, capital notes, or debentures of any national banking association,
State bank or frust company acquired by the corporation pursuant to this
section,!

Such section 304 is further amended by adding at the end thereof the
following new sentence:

(c) 4s used in this section, the term "State bank or trust company"
shall include other banking corporations engaged in the business of
industrial banking and under the supervision of State banking departments

or of the Comptroller of the Currency.
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(CONFIDENTIAL -~ Revised draft of March 25, 1933.)
EXECUTIVE ORDER
Forbidding the Hoarding of Gold Coin, Gold Bullion
and Gold Certificates.
By virtue of the authority vested in me by subscetion (b)
of Section 5 of the Act of October 6, 1917, as amended by Scction 2
of the Act of March 9, 1933, entitled "An Act to provide relief in
the existing national emergency in banking, and for other purposes", I,

Franklin D, Roosevelt, President of the United States of America, do

hercby prohibit the hoarding of gold coin, gold bullion, and gold

certificates within the continental United States by individuals,
partnerships, associations and corporations and hereby prescribe
the following regulations for carrying out the purposes of this order:

Section 1. For the purposes of this regulation, the term
"hoarding" means the withdrawal and withholding of gold coin, gold
bullion or gold certificates from the recognized and customary chan-
nels of trade. The term "person" means any individual, partnershin,
association or corporation.

Section 2. All versons are hereby required to deliver on or
before April 15, 1933, to o Federal rcserve bank or a branch or agency
thereof or to any member bank of the Federal Reserve System all gold
coin, gold bullion and gzold certificates excent the following:

(a) Such amount of gold as may be required for legit~
imate and customary use in industry, profession or art within a
reasonable time, including gold prior to refining and stocks of

gold in reasonable amounts for the usual trade requirements of
owners mining and refining such gold,

VOLUME RL2
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(b) Gold coin and gold certificates in an amount not
exceeding in the aggregate $100.00 belonging to any one person;
and gold coins having a recognized special value to collectors
of rare and unusual coins.

(c) Gold coin and bullion licensed for legitimate
export transactions (not involving hoarding or speculation) in-
cluding gold coin and bullion imported for reexport or held
pending action on applications for export ;icenses. by L

-L‘V{-Lw. el o ‘} Tt Sulfoeted

(d) Gold coin and bullion earmarked or held in trust for [lemwudly
a recognized foreign government' or foreign central bank or the
Bank for International Settlements.

(e) Gold coin and bullion actually needed to meet maturing

* obligations payable in gold coin or bullion in any case Wwhere

payment in zold coin or bullion actually has been demanded by the

obligee; provided that, in order to facilitate the enforcement
of Section 3 hereof, the obligor shall furnish to the Federal
reserve bank of the district in which such payment is made a
written statement showing the name and address of each person
to whom or for whose account such a payment is made and the amount
paid to each such person.
Section 3. Until otherwise ordered, any person becoming the
owner of any gold coin, gold bullion or gold certificates after April
12, 1933, (except as exempted by the provisions of Section 2) shall,
within three days after receipt thereof, deliver the same in the manner
prescribed in Section 2,

Section 4. Upon receipt of gold coin, gold bullion or gold
certificates delivered to it in accordance with Sections 2 or 3, the
Federal reserve bank or member bank will pay therefor an equivalent
amount of any other form of coin or currency coined or issued under the

laws of the United States.

Sectien 5. Member banks shall deliver all gold coin, gold

bullion and gold certificates owned or received by them (other than as

exempted under the provisions of Section 2) to the Federal reserve
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banks of their respective districts and receive credit or payment

therefor.,

Section 6. The Secretary of the Treasury, out of the sum

made available to the President by Section 501 of the Act of March 23

1933, will in all proper cases pay the reasonable costs of transporta-

tion of gold coin, gold bullion or gold certificates delivered to a
member banl or Federal reserve bank in accordance vith Sections 2, 3,
or 5 hereof, including the cost of insurance, protection, and such
other incidental costs as may be necessary, upon production of satis-
factory evidence of such costs. Voucher forms for this purpose may
be procured from Federal reserve banks.

Section 7, In cases where the delivery of gold coin, gold
bullion or gold certificates by the owners thereof within the time
set forth above will involve extraordinary hardship or difficulty,
the Secretary of the Treasury may, in his discretion, extend the time
within vhich such delivery must be made. Applications for such ex-
tensions must be made in writing under oath, addressed to the Secre-
tary of the Treasury and filed with a Federal reserve bank. Each
application must state the date to which the extension is desired,
the amount and location of the gold coin, golcd bullion and gold cer-
tificates in respect of which such application is made and the facts

showing extension to be necessary to avoid extraordinary hardship or

difficulty.
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Section 8. The Secretary of the Treasury is hereby authorized

and empowered to issue such further regulations as he may deem necessary
to carry out the purposes of this order and to issue thereunder, through
such officers or agencies as he may designate, lice:ses permittiag the
Federal reserve banks and member banics of the Federal Reserve System, in
return for an equivalent amount of other coin, currency or credit, to
deliver gold coin and bullion to persons showing the need for the same
for any of the purposes specified in paragraphs (a), (c¢), (d), and (e)
of Section 2 of these regulations.

Section 9. Whoever willfully violates any provision of this

Executive Order or of these regulations or of any rule, regulation or

license issued thereunder may be fined not more than $10,000, or, if

a natural person, may be imprisoned for not more than ten years, or both;
and any officer, director, or agent of any corporation who knowingly
participates in any such violation may be punished by a lilke fine,

imprisonment, or both.

This order and these regulations may be revoked at any time.

FRAWKLII! D. ROOSEVELT

THE WHITE HOUSE

March s 19383,




(COMFIDENTIAL -- Revised draft of llarch 2, 1933.)

EXECUTIVE ORDER
Forbidding the Hoarding of Gold Coin, Gold Bullion
and Gold Certificates.,

By virtue of the authority vested in me by subsection (b)
of Section 5 of the Act of October 6, 1917, as amended by Section 2
of the Act of March 9, 1933, entitled "An Act %o provide relief in
the existing national emergency in banking, and for other purposes",
in which amendatory Act Congress declared that a serious emergency
exists, I, Franklin D. Roosevelt, President of the United States of
America, do declare that said national emergency still continues to
exist and pursuant to said section do hereby prohibit the hoarding of
gold coin, gold bullion, and gold certificates within the continental
United States by individuals, partnerships, associations and corporations
and hereby preseribe the following regulations for carrying out the
purposes of this order:

Section 1. For the purposes of this regulation, the term
"hoarding" means the withdrawal and withholding of gold coin, gold
bullion or gold certificates from the recognized and customary channels
of trade. The term "person! means any individual, partnership, associa~
tion or carporation.

Section 2. All persons are hereby required to deliver on or
before April 15, 193%, to a Federal reserve bank or a branch or agency
thereof or to any member bank of the Federal Reserve System all gold
coin, gold bullion and gold certificates except the following:

(a) Such amount of gold as may be required for legit-

imate and customary use in industry, profession or art within a
reasonable time, ixncluding gold prior to refining and stocks of

gold in reasonable amounts for the usual trade requirements of

owners mining and refining such zold.
VOLUME 242 ¢r .
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(b) Gold coin and gold certificates in an amount
not exceeding in the aggregate $100.00 belonging to any
one person; and gold coins having a recognized special
value o collectors of rare and unusual coins.

(¢) Gold coin and bullion licensed for legitimate
transactions (not involving hoarding), including gold
coin and bullion imported for reexport or held pending
action on applications for export licenses or held in
trust or earmarked for a recognized foreign government
or foreign central bank or the Bank for International
Settlements,

Section 3. TUntil otherwise ordered, any person becoming the

owner of any gold coin, gold bullion or gold certificates after April

12, 1933, (except as exempted by the provisions of Section 2) shall,

within three days after receipt thereof, deliver the same in the manner
prescribed in Section 2.

Section 4. Upon receipt of gold coin, gold bullion or gold
certificates delivered to it in accordance with Sections 2 or 3, the
Federal reserve bank or member bank will pay therefor an equivalent
amount of any other form of coin or currency coined or issued under the
laws of the United States.

Section 5. Member banks shall deliver all gold coin, gold
bullion and gold certificates owmed or received by them (other than as
exempied under the provisions of Section 2) to the Federal reserve
banles of their respective districts and receive credit or payment

therefor.
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Section 6. The Secretary of the Treasury, out of the sum
made available to the President by Section 501 of the Act of March 9,
1933, will in all proper cases pay the reasonable costs of transporta~
tion of gold coin, gold bullion or gold certificates delivered to a
member bank or Federal reserve bank in accordance with Sections 2y By
or 5 hereof, including the cost of insurance, protection, and such
other incidental costs as may be necessary, upon production of satis-
factory evidence of such costs., Voucher forms for this purpose may
be procured from Federal reserve banks.

Section 7. In cases where the delivery of gold coin, gold
bullion or gold certificates by the owners thereof within the time
set forth above will involve extraordinary hardship or difficulty,
the Secretary of the Treasury may, in his discretion, extend the time
within which such delivery must be made, Applications for such ex-
tensions must be made in writing under oath, addressed to the Secre-
tary of the Treasury and filed with a Federal reserve bank. Each
application must state the date to which the extension is desired,
the amount and location of the gold coin, gold bullion and gold cer-
tificates in respect of which such application is made and the facts

showing extension to be necessary to avoid extraordinary hardship or

difficulty,
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The Secretary of the Treasury is hereby authorized

issue such Turther regulations as he may deem necessary

purposes of this order and to issue thereunder, through
such officers or agencies as he may desigcnate, licenses permitting the

Federal reserve banks and member banks of the Tederal Reserve System, in
return for amn egquivalent amount of other coin, currency or credit, to
deliver gold coin and bullion to persons showing the need for the same

for any of the purposes specified in paragraphs (a) and (e¢) of Section

Section 9. Vhoever willfully violates any provision of this
Fxecutive Order or of these regulations or of any rule, regulation or
thereunder may be fined not more than 710,000, or, if
a natural nerson, may be imprisoned for not more than ten years, or
any corporation who knowing-
articipates in any such violation ma unished by a like fine,

imprisonment, or both.

This order and these regulations may be modified or revoked
at any time,
FRANKLIN D. ROOSZVELT
THE WHITE HOUSE
1933,

March
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‘arch 28, 1933, " b
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On the assumption that (e) Section 2 of the proposed order must

be eliminated, I would suzzest:
: ] =15

That an anmouncement be made that licenses during
the life of the order will be issued under
(c) Section 2 to provide gold for spefific
performmance of gold contracts held by foreigners.

at e

That a declaration be made by the Secretary of the
Treasury that all Govermment obligations payable
in gold will be so pald at maturity, whether
‘principal or interest, when held abroazd by
foreigzners.

Without such an announcement and ruling the United States would
be off the gold standard at home and abroad, and foreigzn Governments
might claim that they were released f rom any obligation to pay gold on
the debts owed by them to the United States because of the repudiation

by the United States Govermment of its zold oblizationse.

BReE 130+
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SUGGEST=D CHBAT'GES I S5.245
EASTD UPOI RECOiLEITDATIONS
MADE BY THE FEDERAL RESZRVEZ BOARD
IN ITS REPORT OF KARCH 29, 1932
TO
THE COMMITTEE ON BANVKING AND CURRENCY
OF

TEE UNITED STATES SEHATE

April B8, 1933.
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Section 2(b). Definition of "affiliate.

No changes in this section are recommended; but attention is
invited to the fact that the definition of the term "affiliate" is so
broad that it would apply to organizations having business interests
entirely outside of the field of banking and which do not necessarily
have an important effect upon the condition or management of member

banks with which they are affiliated, Thus, if the same person or group

of persons owns the controlling interest in a cotton compress company,

a2 mercantile company or a manufacturing company and also owns more than

50% of the number of shares voted for the election of directors of a member
bank at the preceding election, the cotton compress company, mercantile
company or mamufacturing company would be an "affiliate" of the member
bank within the meaning of this section. It seems impracticable to frame a
more restrictive definition which would exclude cases of this kind but
include all corporations whose business may affect those of member banks:
but it is believed that some of the mandatory provisions of the bill re-
garding affiliates should be made discretionary, in order to avoid the
necessity of making examinations and requiring reports of condition in
cases where the busiuess of the affiliate is of such a character that the
examinations and reports would serve no useful purpose and involve need—
less expenses. Changes for this purpose are suggested in connection with

other sections of the bill dealing with affiliates.
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Section 5(b). Affiliates of State member banks.

It is recommended that the following changes be made in this
section: Page 6, lines 10 and 11, strike out the words "not less than
three reports during each year" and substitute the words "such reports
as the Federal reserve bank or the Federal Reserve Board shell deem
necessary.f

Page 6, beginning in line 15, strike out all after the word
"reports" down to and including the word "shown! in line 23.

Strike out all of the paragraph commencing on page 9, line 13,

and ending on page 10, line 6, and substitute therefor the following:

"Any examiner selected or approved by the Federal
Reserve Board may examine any affiliate of any bank ad-
mitted to membership under the provisions of this section
when it shall be deemed necessary in order to inform the
Federal Reserve Board or the Federal reserve bank of the re-
lations of such affiliate with such member bank or of the ef-
fect of such relations upon the management or condition of
such member bank. The examiner making the examination of any
such affiliate shall have vower to make a thorough examina-
tion of all the affairs of the affiliate, and in deoing so
he shall have power to administer oaths and to examine any of
the officers, directors, employees, and agents thereof under
cath, and shall make a report of his findings to the Federal Re-
serve Board or to the Federal reserve bank. The expeanses
of any examination made under the provisions of this para~
graph may, in the discretion of the Federal Reserve Board, be
assessed against the affiliate examined and, when so assessed,
shall be paid by the affiliate examined. If such affiliate
shall refuse to pay such expenses or shall fail todo so
within sixty days after the date of such asscssment, then
such expenses may be assessed against the affiliated member
bank and, when so assessed, shall be paid by such member
bank; Provided, however, That, if the affiliation is with
two or more member banks, such expenses may be assessed




(Section E(b), continued)

against, and collected from, any or all of such member banks
in such proportions as the Federal Reserve Board may pre-
scribe. If any affiliate of a bank admitted to membership
uander the provisions of this section shall refuse to permit
an examiner to make an examination of such affiliate or re~
fuse to give any information required in the course of any
such examination, each member bank with which it is affili-
ated shall be subject to a penalty of not more than $100 for
cach day that any such refusal shall continue. Such penalty
may be assessed by the Federal Reserve Board in its discre-
tion, and, when so assesscd, may be collected by the Federal
reserve bank by suit or otherwise.!

For the reasons indicated in the discussion of section 2, the
above changes are recormended in order that the Federal Reserve Board may,
in its discretion, avoid the necessity of making exeninations of, or re-
quiring reports of condition from, business organizations which are in-
cluded techaically within the definition of "affiliates" but which are
engaged in a business which does met bring them within the purpose of the
vrovisions of the bill. It is also believed that the provosed revision
of the paragraph regarding exaninations of affiliates would facilitate

practical administration.
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Section 5(b). Dealings in investment securities by State member banks.

The bill provides that State member banks shall be subject
to the same limitations and conditions with respect to the purchase,
sale, underwriting and holding of investment securities and stock as
are applicable in the case of national banks. In order to make it
clear that this provision is not intended to require a bank to dispose
of any securities which it holds at the time the bill is enacted into
law, it is recommended that the period at the end of line 6 on vage 8

of the bill be changed to a colon and the following words inserted:

"Provided, That nothing herein shall be construed as

requiring any bank to dispose of any investment
securities or stock which it lawfully holds at the
date of the enactment of this Act."
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Section €. Quarters for the Federal Reserve Board.

t is recommended that the following be inserted between

lines 5 and 6 on page 13:

"(d) Section 10 of the Federal Reserve Act, as
ameaxded, is further amended by adding at the end there-
of a new paragraph reading as follows:

1The Federal Reserve Board is authorized
and empowered to acquire by purchase, condemnation
or otherwise, a building located in the District
of Columbia which will provide suiteble aafl adequate
offices wherein the fuictions of the Board and the
Comptroller of the Currency may be carried on, or
to acquire by purchase, condermation or otherwise,
such site located in the District of Columbia as
it may deem necessary and to cause to be construct-
ed thereon a building ~hich will provide suitable and
adequate offices for the purposes of the Federal Re-
serve Board and the Compiroller of the Currency, and
to maintain, repair, enlarge or remodel any building
So acquired or constructed. 'The Federal Reserve Board
may assign offices in any such building for the use
of the Comptroller of the Currency aand the Federal _
Liquidating Corporation, and nothing contained in the
Act of June 3, 1864, or in Section 33l of the Revised
Statutes (Title 12, Section 13, U.S.C.), or in any
other provision of law, shall be coustrued as prevent-
ing the Comptroller of the Curreacy from making full
use of any offices so assigned and from keeping there-
in the records and all other valuable things belong-
ing to his department. The Federal Reserve Board
nay levy upon the Federal reserve banks, in propor—
tion to their canital stock azd surplus, assessments
sufficient to defray all costs and expenses incurred
under the provisions of this paragraph.!"

The amendment to the second paragraph of Section 10 of the
Federal Reserve Act contained in Section 6 (b) of the bill (pages
11 and 12) would repeal the provision of existing law authorizing
the Secretary of the Treasury to assign offices in the Treasury

Departiment for the use of the Federal Reserve Board; and it would




(Section 6 continued)

seem that the Board should be authorized to purchase or construct a

building for its owa use and that, in the interests of cowenience and

efficiency, space should be provided in such building for the Comptroller

of the Currency and his staff and for the proposed Federal Liquidating

Corporation.
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Section 7., Federal Open Market Committee.

It is recommended that everything beginning with line 6 on
page 13 through and including line 16 on page 14 be stricken out and that
the following be inserted in lieu thereof:

"Sec. 7. Section 14 of the Federal Reserve Act,

as amended, is further amended by striking out the

words 'Every Federal reserve bank shall have power;!

and inserting in lieu thereof the following:

'Subject to such regulations, limitations,
restrictions and procedure as the Federal Re-
serve Board may prescribe, every Federal reserve
bank shall have power:!
"Section 14 of the Federal Reserve Act, as amended,

is further amended by adding at the end thereof a new

paragraph reading as follows:

'The time, character and volume of all pur-
chases and sales in the open market under this
section shall be governed with a view to accommo-
dating commerce and business and with regard to
their bearing upon the general credit situation of
the country,!n

There is already in existence an open market committee which
has come about as the result of natural development and on which each
of the Federal reserve banks has representation; and the Board believes
that it would be inadvisable to disturb this development by crystalizing
into law any particular procedure. It is also believed that nothing
further along this line is necessary at this time than amendments such
as those suggested above clarifying the power of the Federal Reserve
Board to supervise and regulate the open market operations of the Fed-

eral reserve banks and writing into law the principle underlying such

sperations which has long been observed by the Federal Reserve Board,




(Section 7, continued)

The provision of subsection (b) of the proposed new Section 124
(page 13, lines 20-24), to the effect that no Federal reserve bank ghall
engage in open market operations except in accordance with resolutions
adopted by the comnittee and approved by the Federal Reserve Board,
would deprive an individual Federal reserve bank of all authority to
make purchases in the open market except after obtaining the consent
of both the Board and the committee. The open market committee would
have no authority to act without the approval of the Board and the Board
would have no authority to act without the anproval of the committee.
This would be too rigid and might make the open market operations of

the Federal Reserve System less timely and less efficient,
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Section 7. TFederal ILiquidating Corporation.

If the amendment first made above regarding the proposed Open Mar-

ket Committee is adopted, it will be necessary to insert the following be-

fore line 17 on page 1l4:

"The Federal Reserve Act, as amended, is amended by in-
serting between Sections 12 and 13 thereof the following
new sectiong

It is recommended that, on pages 15 to 19, inclusive, all of para~

graphs (c), (d), (e), (£) and (g) be stricken out and that the following

be substituted therefor:

"(c) The corporation shall have a capital stock of
$125,000,000, all of which shall be subscribed by the
United States of America and payment for which shall be
subject to call in vhole or in part by the board of
directors of the corporation.

"There is hereby authorized to be appropriated out
of any money in the Treasury not otherwise appropriated
the sum of $100,000,000 for the purpose of making pay-
ments upon such subscription. Receipts for payments by
the United States for or on account of such stock shall
be issued by the corporation to the Secretary of the
Treasury and shall be evidence of the stock owmership of
the United States.

"Any Federal reserve bank may purchase and hold any
debentures or other such obligations of the corporation
in an amount not exceeding one-fourth of the amount of
its surplus fund."

The proposed section 12(B) of the Federal Reserve Act as set
out in section 7 of the bill ccntemplates that the Federal Liquidating
Corporation shall have a capital and surplus composed of (a) funds de-
rived from subscriptions by member banks to the extent of one-fourth
of one per cent of their net time and demand depositsy (b) one~fourth

of the surplus of the Federal reserve banks as of July 1, 1932; and

(c) the sum of $125,000,000 to be subscribed by the United States.




(Section 7, continued)

In addition, the corporation would be empowered to sell and have
outstanding at any one time its obligations in an amount equal to twice
its capital and surplus. It has been estimated that the amount thus
required of member banks would be about $65,000,000 and the amount re-
quired of the Federal reserve banks about an equal amount. Thus the
entire capital and surplus of the corporation might be approximately
$255,000,000 and its borrowing capacity approximately $510,000,000,
or a total of $765,000,000,

Under the amendment proposed herein, the corporation would have
a capital of $125,000,000 paid in by the Treasury and would be authorized
to sell its obligations in an additional amount equal to twice its capital,
or, in other words, it might have approximately $375,000,000 of resources
available for carrying on its operations. Bearing in mind that this sum
would be in the nature of a revolving fund and that the corporation
will be constantly receiving repayments from the liquidation of the
assets purchased or held by it as collateral which will be available
for further purchases or loans, it seems to the Board that a total of
$375,000,000 should be sufficient for all practical purposes. If, however,
it should later appear to be inadequate there would 5e ample opportunity
for Congress to amend the law so as to provide means for increasing the
resources of the corporation, In these circumstances, it seems un-
necessary to impose upon member banks the burden of providing part of
the capital of the proposed corporation; and much objection has been made

to the imposition of such a requirement, particularly at this time.
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Likewise, no necessity seems to exist for requiring the Federal
reserve banks to subscribe to the capital stock of the corporation,
'On the other hand, the provision permitting the Federal reserve
banks tc purchase debentures of the corporation would be helpful
in facilitating the marketing of the corporation's obligations.

In order that it may be clear that the corporation may

issue its obligations in an amount equal to twice the amount of its

subscribed capital, it is suggested that the word "subscribed!" be

inserted before the word "capital" in line 1 on page 24 of the Dbill,
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(Section 7 continued)

It is further recommended that everything on page 21, after the
word "require" in line 14, down through and including the word "directors"
in line 19 be stricken out; because it is believed that sound business
practice, as well as the need for protecting the Government's investment
in the capital of this corporation, requires that the valuations upon
which purchases of assets of closed banks or loans to receivers upon the
security of such assets are based should be determined by representatives
of the Liquidating Corporation.

The bill provides for a liquidation fee of 8 per cent of the
amount realized from the sale or other disposition of assets purchased by
the corporation. The time required for the liquidation of such assets would
vary in different cases from a few months to several years and a fee of 8 per
cent might be too great in some cases or too little in others. It is recom-
mended, therefore, that the words "liduidation fee of 8 per centum of" in
line 3 of page 22 of the bill be changed to read "reasonable liquidation fee
from,"

If, notwithstanding the recommendations of the Board above set
forth with reference to the capital structure of the corporation, the
present provisions of the bill for three classes of stock are to be retained,
the Board feels that the stock held by the Federal reserve banks should be
accorded the same rights as to dividends as are given the stock held by
the member banks and by the Government. There is no reason why the stock
paid for by the Federal reserve banks should not be given the same treat-

ment in this respect as the other classes of stock of the corporation.,
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It is also believed that a provision should be included which would
auiviorize the return to the member banks and to the Federal Reserve
Banks of a portion of the amount paid in by them upon the stock of the
corporation if and when it is no longer needed for the purposes of the
corporation, If it should develop that the amount of the paid-in capital
stock of the corporation is in excess of its needs, the returns on the
stock would be small and it would seem equitable that the amount of the
excess pald in by the member banks and the Federal reserve banks should
be returned to them. In order to accomplish these purposes, it is recom-
mended that the following changes be made in the bill., In line 13 on
page 16, strike out the word "not™; in line 14 on page 16, after the word
"dividends", omit the period and insert the words "to the same extent as
Class A stock"; and at the end of line 23, at page 18, add the following:
"If at any time in the judgment of the board of directors of
the Corporation, the amount of the stock of the corporation is
greater than is needed in the transaction of its business, the
board of directors shall have the power to suspend any of the pro-
visions of this section with respect to the subscription by
member banks for Class A stock and to call for the surrender and
cancellation on a ratable basis of such an amount of Class A
stock held by member banks and of Class B stock held by Federal

reserve banks as the board may deem advisable: Provided, however,

That such suspension may be terminated by the board of directors
of the corporation at any time and in case of such termination all

of the provisions of this section with respect to the subscription

and payment for Class A and Class B stock shall apply according to

their original tenor."
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Section 8. TLoans to member banks on their promissory notes

It is recommended that all of Section 8 (i.e. everything com-
mencing with line 8 on page 28 down through and including line 11 on
page 29) be stricken out and that the following be substituted therefor:

"Sec. 8. The eighth paragraph of Section 13 of the
Federal Reserve Act, as amended, is amended and reenacted
to read as follows:

"!Any Federal reserve bank may make advances for
periods not exceeding fifteen days to its member banks
on their promissory notes secured by the deposit or pledge
of bonds, notes, certificates of indebtedness or Treasury
bills of the United States, or by the deposit or pledge
of debentures or other such obligations of Federal Inter—
mediate Credit Banks which are eligible for purchase
by Federal reserve banks under Section 13(a) of this
Act; and any Federal reserve bank may make advances for
periods not exceediig ninety days to its member banlks
on their promissory notes secured by such notes, drafts,
bills of exchange or bankers'! acceptances as. are eligible
for rediscount or for purchase by Federal reserve banks
under the provisions of this Act. All such advances
shall be made at rates to be established by such Federal
reserve banlts, subject to the review and determination
of the Federal Reserve Board.!'"

This section purports to amend the seventh paragraph of Sec-
tion 13 of the Federal Reserve Act; dbut, since the bill was reported
out by the Banking and Currency Committee of the Senate, a new para-

graph was inserted in an earlier part of Section 13 by the Act of July

2L, 1932, so that the paragraph referred to is now the eighth para-

graph of Section 13 instead of the seventh paragraph of Section 13.
Since this bill was reported out by the Banking and Currency

Committee of the Senate, the paragraph of Section 13 referred to was

amended by the Act of May 19, 1932, so as to make debentures or other

such obligations of Federal Intermediate Credit Banks, which are eligible




(Section 8, continued)

for purchase by Federal reserve banks under Section 13(a) of the Federal
Reserve Act, eligible as collateral security to the promissory notes

of member banlzs evidencing advances made to them by the Federal reserve
banlts; and that amendment would be repealed by the bill in its oresent
form.

The main purpose of Section 8 of the Bill is to limit the
right of member banks to borrow from Federal reserve banks on their own
promissory notes when such member banlzs are malring loans on stock
exchange collateral and thus to discourage member banks from making loans
on stock exchange collateral vhen they are indebted to the Federal reserve
banks. It is believed, however, that this purpose is fully accomplished
by the provisions of Section 3(a) of the bill and that no further limitation
along this line is desirable. Moreover, the theory underlying this
proposed amendment — i.e., that there is a more direct connection
between member bank collateral notes and the use of reserve credit for
speculative activity than between rediscounts and this activity
is unfounded. Member banks borrow on their own promissory notes
because of the greater convenience both to them and to the Federal
reserve banlzs; and, if this form of borrowing were restricted or pro-
hibited, they would merely substitute the procedure of rediscounting
eligible paper without any change in the use of the proceeds. For these
reasons, it is believed that the additional restrictions proposed to be
imposed by this section would male the operation of the Federal reserve

banlzs less efficient and more expensive,

ed for FRASER




(Section 8, continued)
The Federal Reserve Board has recommended in its annual reports for
several years that the maturity of advances which may be made to member banks
on their promissory notes secured by paper which is eligible for discount be
increased from 15 to 90 days, because it is believed that such an amendment
would be especially helpful to country banks and would increase the efficiency
and usefulness of the Federal reserve banks without departing in any way from
the fundamental principles of the Federal Reserve Act. The amendment recom-
mended above would accomplish this purpose and is believed to be very desirable.
If, notwithstanding the above recommendations, Section 8 of the
bill is retained in substantially its present form, them, in order to conform
to the situation resulting from the insertion of a new paragraph in an earlier
part of Section 13 of the Federal Reserve Act, the word "seventh" in line 8
on page 28 should be changed to "eighth"; and, in order not to repeal the amend-
ment of May 19, 1932, making debentures or other such obligations of Federal
Intermediate Credit Banks which aredigible for purchase by Federal reserve
banks eligible also as collateral security for the promissory notes of member
banks, Section 8 of the bill should also be amended by changing the period after
the words "United States" in line 20 on page 28 to a comma and inserting at

that point the words "or by the deposit or pledge of debentures or other such

obligations of Federal Intermediate Credit Banks which are eligible for pur-

chase by Federal reserve banks under Section 13(a) of this Act,"
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Section 0. Member banks acting as mediums or agents in naking loans on

collatoral.

This section would forbid a member bank to act as the medium
or agent of any nonbanking institution or individual in making loans on the
security of stocks, bonds and other investment securities to brokers or
dealers in such securities. In order that it may be clear that this pro-
vision forbids a member bank to act as a medium or agent for this purpose,

not only of a nonbanking institution or individual, but also of a nonmember

bank which in turn is acting for a nonbanking institution or individual, it

is suggested that the words "directly or indirectly" be inserted after the

word "act" in line 14 on page 30.

Ped for FRASER




S 1 S

Section 11, TLoans to executive officers of member banks or to their relatives.

One of the provisions of this section requires that an executive
officer of a member bank maeke a report to the chairman of the board of direc—
tors of such bank with respect to any borrowing from the bank by relatives of
certain specified classes and provides a penalty of fine or imprisonment for
failure to do so. In order that this provision may not appear to include a case
in which an executive officer is not aware of the borrowing by a relative, it
is suggested that the word "knowingly" be inserted in line 5 on page 32 before

the word "violating!.
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Section 12. Loans to or investment in stock of affiliates.

This section provides limitations upon loans or extensions of
credit to affiliates by member banks and upon investments in the stock or
obligations of such affiliates by member banks; In order that it may be
clear that the limitation upon investments in capital stock of affiliates
should not be construed as implied authority for investment in such stock
within the limitations of the section, it is suggested that the limiting
provision of this section be changed so as not to apply to capital stock
of affiliates. Other provisions of the bill forbid member banks to purchase
any stock of any corporation (with certain stated exceptions) and, accordingly,
the limitation of this section with respect to investments in capital stock
of affiliates is unnecessary. It is recommended, therfore, that the words
"capital stock™ in line 15 of page 32 be stricken out.

Among the limitations provided by this section is a requirement
that a loan or extension of credit to an affiliate by a member bank be ge-
cured by collateral having a market value of at least 20 per cent more than
the amount of the loan or extension of credit or at least 10 per cent more
than the amount thereof if it is secured by municipal obligations; but loans
or extensions of credit secured by obligations of the United States, Federal
intermediate credit banks, Federal land banks, or paper eligible for redis-
count by Federal reserve banks are excepted from this requirement. It is
believed that the exception in favor of loans secured by paper eligible for
rediscount by Federal reserve banks would provide a loophole through which
the intention of this provision might be evaded. Paper may be technically

eligible for rediscount by Federal reserve banks and yet not of a quality
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to make 1t desirable from a credit standpoint. A member bank, therefore,
might make loans to its affiliates upon the security of paper which is not

of a sound quality, although eligible for rediscount, without complying

with the spirit of the requirement of this section as to marginal collateral.
It is accordingly recommended that in line 16 on page 33 of the bill, the
comma after the words "Federal land banks" be changed to a period and the
remainder of the sentence down to and including the word "banks" in line 19
be stricken out; and that in line 13 oﬁ page 33 of the bill, after the word
"thereof", the colon be changed to a comma and the following be inserted:

"or by collateral in the form of notes, drafts, bills of exchange or bankers!
acceptances eligible for rediscount or for purchase by Federal reserve banks
having a face value of at least 25% more than the amount of the loan or

extension of credit."
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Section 14, Jurisdiction of Federal Courts.

In order to accomplish the purpose of certain recommendations
heretofore made by the Federal Reserve Board in its annual reports for
the years 1927 (page 48), 1928 (page 41) and 1929 (page 37), and in
letters addressed to the Chairmen of the Banking and Currency Committeces
of the Senate and the House of Representatives under date of February 14,
1930, it is recommended that, on page 35, line 23, of the Bill the quo—
tation mark be stricken out and the following new paragraph inserted:

"Notwithstanding any other provision of law, all

suits of a civil nature at common law or in equity to which

any Federal reserve bank shall be a party shall be deemed to

arise under the laws of the United States, and the district

courts of the United States shall have original jurisdiction

of all such suits; and any defendant in any such suit may,

at any time before the trial thereof, remove such suit from

a State court into the district court of the United States

for the proper district by following the procedure for the

removal of causes otherwise provided by law. No attachment

or execution shall be issued against any Federal reserve

bank or its property before final judgment in any suit, ac-

tion, or proceeding in any State, County, Municipal or United

States Court,."

Section 14 of the Bill, to which this amendment pertains, would
add a new section to the Federal Reserve Act conferring upon the Federal
Courts jurisdiction over certain classes of suits to which any corpor-
ation organized under the laws of the United States is a party. The
principal corporations affected by this section of the bill in the form
in which it passed the Senate are national banks and foreign banking cor—
porations organized under Section 25(a) of the Federal Reserve Act: and
it is believed that this section of the bill should be amended so as to

incorporate certain amendments herctofore recommended by the Federal

Reserve Board with regard to suits to which Federal reserve banks are




(Section 14, continued)
parties.

The amendment proposed would, (1) restore to the Federal courts
Jurisdiction over suits to which Federal reserve banks are parties, and
(2) exempt Federal reserve banks from attachment or garnishment pro-
ceedings before final judgment in any case or proceeding. Each of these
points is discussed separately below.

The Federal courts formerly had jurisdiction of suits by and
against Federal reserve banks because of the fact that Federal reserve
banks arc incorporated under an Act of Congress; but Section 13 of the
Act of February 13, 1925, provides that no district court of the United
States shall have jurisdiction of any action or suit by or against any
corporation wupon the ground that it was incorporated by or under an Act
of Congress, except corporations in which the Government of the United
States is the owner of more than one~half of the capital stock,

It is not believed that Congress had the Federal reserve banks
in mind when this amendment was enacted; but its terms deprive the
United States district courts of jurisdiction of all suits by or against
Federal reserve banks, unless & question involving the interpretation of
Constitution of the United States or of some Federal statute is raised

by the original pleadings of the plaintiff. The provisions of the Federal

Reserve Act or the regulations of the Federal Reserve Board are frequently
the grounds upon which Federal reserve banks defend suits brought against
them; but the fact that such questions are raised in the defendant's
pleadings is not a ground of jurisdiction in the United States district
courts. The Federal reserve banks are thus forced to defend in the State

courts suits which turn upon essentially Federal gquestions and which result
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in nationally important interpretations of the Federal Reserve Act.

Unlike national banks, the Federal reserve banks cannot remove
suits brought against them by persons located in other States to the
United States district courts on the ground of diversity of citizensghip,
because the Supreme Court of the United States has held that a Federal
corporation is not a citizen of any State, and there is no provision in
the Federal Reserve Act similar to that in the National Bank Act provid-
ing that they shall be deemed citizens of the States in which they are
located,

The Act of February 13, 1925, makes an exception in the case of
corporations in which the Government of the United States is the owner
of more than one-half of the capital stock; and it would seem that the
exception should logically be extended to include Federal reserve banks,
since they act as fiscal agents of the United States and perform certain
functions of subtreasuries as well as many other important functions for
the Government., Moreover, in the event of the liquidation of the Federal
reserve banks, all of their surplus, which amounts to nearly twice their
paid—-in capital stock, would becoms the property of the United States.

The proposed amendment would also exempt Federal reserve banks
from attachment or garnishment proceedings before final Jjudgment in any
case or proceeding,

In some instances, suits against a Federal reserve bank brought
in a State other than that in which the Federal reserve bank is located
have been commenced by attaching or garnisheeing the property of such

Federal reserve bank located in such other State. Proceedings which thus
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tie ap the property of a Federal reserve bank in advance of final judgment
may cause serious difficulty and embarrassment in the proper administra-
tion of the affairs of the Federal reserve bank, and there would seem to be
no sound reason‘why this should be permitted.

The purpose of attachment and garnishment proceedings is to
insure to the complainant that he will be able to obtain satisfaction
of any judgment which may be finally rendered in his favor; and the
credit and financial standing of each Federal reserve bankis such that
no difficulty may be anticipated in obtaining full satisfaction of any
Judgment which may be rendered by the courts against it.

Under the provisions of Section 5242 of the Revised Statutes,
national banks are exempted from attachment and execution before final
Judgment in any case or proceeding and the Board feels that the law
should be amended g0 as to give Federal reserve banks the same protection
in this respect. It is conceivable that, if large amounts of the funds
or credits of the Federal reserve banks should be tied up through attach-
ment or garnishment proceedings, tha ability of the reserve banks to per-

form these functions might be seriously hampered.
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Section 15. Powers of national banks.

It is recommended that this section be amended as follows:

l. On page 36, line 12, change the semicolon to a period
and strike out everything thereafter through the word "Congress" in
line 18.

2. On page 38, line 2, iasert the word fgeneral between the
word "or" and the word "obligatiouns".

5. On page 38, strilke out all of lines 12, 13 and 14,

The clause on page 36, lines 12 to 18, inclusive which would
confer upon national banlks all banking powers granted by State law to
banlzing institutions in the States where such national baxnlzs are locat-
ed, except to the extent expressly forbidden by Congress, would have a
strong tendency in the direction of lowering the standard of the Nation-
al Banlting System and would be inconsistent with the general theory of
the bill. It vould constitute a further 8tep in the competition in lax-
ity vizich has been permitted to grow up between the National Banldng
System and the banking systems of the forty—-eight States.

The suggested amendment in line 2 of page 38 is intended to
malze ineligible for purchase by national banks special obligations of
States and political subdivisions thereof which are payable out of
special funds and not out of the general revenues of the State or
political subdivision. Under existing law, national banks may invest
in general obligations of a State or any political subdivision thereof,
and it is not believed desirable that the authority of national banks in

this respect should be extended.
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The effect of the sentence contained in lines 12, 13 and 14 on
page 38 is not clear; and the sentence would seem to be entirely un-
necessary, in view of the fact that the limitations on the amount of
investment securities which may be purchased by national ban:s have been
clarified so that there is no doubt that they apply only to investment
securities purchased after this section as amended takes effect. (See
page 37, lines 4, 11 and 12.) With the amendments above suggested,
there would seem to be no reason why its effective date should be
postponed for one year. 1Its restrictions would pertain only to future
purchases of, or dealings in, investment securities and it would not
require any national bank to dispose of any investment security which

it now holds.




OB -

Section 18. Holding company affiliates of national banks.

It is recommended that this section be amended as follows:
Page 40, line 18, strike out the words "or held" and substitute in
lieu thereof the words "or by any officer, director, employee, proxy,
nominee, representative, or agent thereof, ox'.

Page 41, line 1, after the word "same" insert the following
new sentence;

"Such application shall be in such form and shall
contain such agreements and undertakings as the Feder-
al Reserve Board in its discretion may prescribe.!

Page 41, line 11, strike out the comma after the word "re-
celve" and everything thereafter through and including the word "af-
filiated" in line 12,

Page 41, line 13, after the word "shall" insert the words "be
authorized to.

Page 43, Strike out all of lines 15 to 22, inclusive, and
insert in lieu thereof the following:

"(d) Within a period of one year from the date
of the issuance of such voting permit, each nonmember State
bank owned or controlled by such holding company affili-
ate which is eligible for membership in the Federal re-
serve system shall apply for membership therein in the
manner prescribed by, and subject to the terms of, Sec-
tion 9 of the Federal Reserve Mct; if such application
is approved by the Federal Reserve Board, such bank
shall become a member of the Federal reserve system and
shall comply with all of the provisions of law appli-
cable to member banks; if such application is not ap-
proved by the Federil Reserve Board, or if any such
bank shall fail to become, or shall cease to be, a mem-
ber of the Federal reserve system at any time while such
agreement remains in effect, such affiliate shall divest
itself of all stock ownership or other interest in, or
control of, such bank within such time as the Federal Re-
serve Board may determine; and"
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rege &5, line 1, after the word "any" insert th: words "coa-
Gition prescribed by orh,

Pege 45, line 20, strile out the quotation mark after the
word "amended" and insert the followiag new aragraphs:

"Unless there is in effect at the time a voting per-
mit issued pursuvant to the terms of this section, any
verson, firm, corporation, association, business trust,
or other organization, which shall vote, or cause, direct,
authorize, or permit to be voted, the stock of any nation-
al bank owned or controlled by any holding company affili-
ate, or by any officer. director, employee, proxy, nominee
or representative or agent thereof, or by any trustee for
the benefit of the shareholders or members thereof, shall
be dcemed guilty of a misdemeanor and, upon conviction
thereof in any district court of the Uaited States, shall
be fined not more than $5,000 for cach such offense. Each
vote cast shall constitute a separate offense within the
weaning of this paragrapk.

"Any officer, director, agent or employee of any
such holding commany affiliate for which there is in ef-
fect a veting permit issued under the provisions of this
section, who shall make any false entry in any book, re-
port or statement of such affiliate with intent in any
caseé to injure or defraud such affiliate, any member bank
or any other company, body politic or corporate, or any
individual person, or with intent to deceive the Federal
Reserve Board or any cffiicer of such affiliate or of any
member bank, or the Commtroller of the Currency, or any
agent or examiner appointed to examine the affairs of
such affiliate, shall be deencd guilty of a misdemeanor
and upon conviction thereof iu any Gistrict ' court of the
United States shall be fined nct more than $5,000 or
shall be imprisoned for not mors thar five years, or
both, in the discretion of the cours.




(Section 18, continued)
"No national banl: shall, (1) make any loan on the

stock of any holding company affiliate which cwans or con—

trols such national bank directly or indirectly, (2) make

any loan to any holding company affiliate which owns or
controls such national bank, directly or indirectly, on

the security of any shares of stock of any corporation

owned or controlled by such holding company affiliate, or

(3) be the purchaser or holder of the stock of such hold—

ing company affiliate; unless such security or purchase

shall be necessary to prevent loss upon a debt previously
contracted in good faith; and any stock so purchased or
acquired shall be sold or disposed of at public or private
sale within six months from the date of its acquisition,
unless the time is extended by the Comptroller of the

Currency.M

The amendment suggested on page 40, line 18, is intended to
guard more completely against evasions.

The amendment suggested on page 41, line 1, is believed neces-
sary for practical administrative purposes.

For the reasons indicated under the discussion of Section 2,
the proposed amendments to lines 11, 12 and 13 are intended to make ex-
aminations of holding company affiliates discretionary with the super—
visory authorities instead of mandatory, in order to avoid the
necessity of meking examinations of business organizations which are
included technically within the definition of M"affiliates" but which are
engaged in a business which does not bring them within the purpose of
the provisions of the bill.

Subsection (d) on page 43 purports to subject to the provi-
sions of Section 5209 of the Revised Statutes, any officer, director,
agent or employee of a holding company affiliate who makes false entties
in any book, record or statement of such holding company affiliate; but

it is doubtful whether the directors, agents and employees of a holding

company affiliate can be subjected to a criminal provieion of this lind
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merely by an agreement made, or a condition accepted, by the holding
company affiliate. It is believed that it would be better to cover this
sub ject directly by a provision of law, instead of incorporating it in
the conditions to be accepted by the holding company affiliate; and the
recommendations made above contemplate the insertion of a new paragraph
for this purpose on page 45, near the end of the section.

It is suggested that there be inserted in lieu of sub-paragraph
(d) on page 43 (lines 16 to 22) an entirely different paragraph which
would provide that, within 2 period of one year from the date of the issuance
of a voting permit to a holding compsny affiliate, each non-member State
bank owned or controlled by such holding company affiliate shall apply for
membership in the Federal Reserve System if eligible therefor, and that, in
the event such application is not aporoved or if the bank fails to become
or ceases to be a member of the System, the affiliate shall divest itself
of all interest in or control of such bank., This is believed to be of
great importance; because, without such a provision, the Board would
not have any authority over non-member banks controlled by a holding company
effiliate which controls member banks except authority to examine them and
require them to submit reports of condition. Moreover, without such a pro-
vision one or two banks in a group controlled by a holding company affiliate
could be members of the Federal Feserve System and the remaining banke in

the group could remain outside of the System but obtain the benefits of the

Svetem indirectly through the member banks in the group without contributing

their proper shares to the resources of the System through subscriptions to
the capital stock of the Federal reserve bank and through the maintenance

of reserve deposits with the Federal reserve bank.
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The proposed change in line 1 on page 45 is recommended in
view of the fact that many of the regulatory provisions regarding
holding company affiliates are in the form of conditions upon which
they shall be granted voting permits.

It is believed that the first of the proposed new paragraphs
to be inserted on page 45 will greatly strengthen the entire section
and make it more easily enforceable.

The second of these proposed new paragraphs is intended as a
substitute for the present paragraph (d) on page 43, lines 16 to 22,
and bhas been discussed above.

National banks are now forbidden by law to purchase, or meke
loans against, shares of their owmn stock; and the last of the three new
paragraphs proposed to be inserted on page 45 is intended to prevent
them from doing the same thing indirectly by making loans to, or pur-
chasing or lending against the stock of, another corporation which owns

the stock of the national bank.
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It is also suggested that the following be added at the end of
line 19 on page 42 of the bill:

"Provided, however, That, in computing the amount

of readily marketable assets, other than bank stock,
which any such affiliate is required to possess at any
given time, credit shall be given to such affiliate
for all contributions which it has made during the
preceding three years to banks owned or controlled

by it at the time such computation is made. The term
'contribution!, as herein used, shall include all such
gifts of money, assets or other things of value to

any such bank, all such amouats paid for worthless

or doubtful assets purchased from any such banlk, aad
all such other similar amounts as the Federal Reserve
Board, in its discretion, may permit to be treated

as contributiong.”

The inclusion of this provision would encourage affiliates

to ald their affiliated banks which may be in need of assistance
by furnishing them with new money or by purchasing from them

morthless or doubtful assets.
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Section 24, Reports of affiliates of national banks.

It is recomuended that the following changes be made in this
sectiony

l.. On page 49, line 13, strike out everything after the
word "Currency" through and including the word "form" in line 14 and
substitute in lieu thereof the words "such reports'.

2. On page 49, line 18, insert a period after the word "for",
and strike out everything thereafter through and including the word
gssociation" in line 21,

3. On page 49, line 23, strike out the entire sentence com-
mencing with the word "each" through and including the word "shown" on
page 50, line 3.

For the reasons indicated in connected with the discussion
of section 2, the above amendments are recommended in order to avoid
the necessity of requiring reports of condition from business organiza-
tions which are included technically within the definition of "affili-
ates" but which are engaged in a business which does not bring them
within the purposes of this section, and to avoid the necessity of
repeated reports of such concerns when the necessary information has

been once obtained.
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Section 25. Xxaminations of affiliates of national banks.

It is recommended that this section be amended as follows:

1. On page 50, line 25, strike out the word "include" and

substitute in lieu thereof the words "have power to make',

2. On page 51 strike out everything after the word "amended!
in line 10 through and including the word "affiliate" in line 18.

3. On page 52, line 19, change the word "the" to "each".

The proposed change in line 25 on page 50 is intended to make
such examinations discretionary instead of mandatory, and thus to avoid
the necessity of making examinations of business organizations which are
included technically within the definition of "affiliates" but which are
engaged in a business of a character not pertaining to the purposes of this
section; and also to avoid an unnecessary repvetition of examinations,

The two sentences on page 51, the elimination of which is recom-
mended, would authorize the Comptroller of the Currency to publish re-
ports of examinations of member banks and their affiliates in certain cir—
cumstances. This is a drastic power which, if exercised, would have a
damaging effect upon the banks involved and upon their borrowers and perhaps
upon general banking conditions. Furthermore, it is inconsistent with the
confidential nature of reports of examination; and it is unnecessary, in
view of the fact that other sections of the bill confer adequate powers
upon the Comptroller of the Currency to bring about compliance with his re-
quirements —- especially Section 27 which authorizes the removal of of-
ficers and directors of national banks who are guilty of continued unsafe

or unsound practices or continued violations of the law.
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It is also suggested that on page 52 of the bill, the
seavonce veginning in line 3 and running to line 7 be changed
to read as follows: "The actual expense of examination of any

such affiliate examined may be assessed by the Comptroller of the

Currency upon such affiliate and when so assessed shall be paid by

such affiliatel.
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Section 26, Resumption of business by closed national banks.

t is assumed that this section will be omitted from the bill

in view of the enactment of the Bank Conservation Act, Title II of the

Act of March 8, 1933,
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Reserves of member banlts of the Federal Reserve System.

In addition to the comments and recommendations submitted above
with reference to specific provisions of the bill, attention is called
to the desirability of a thoroughgoing revision of the provisions of sec-
tion 19 of the Federal Reserve Act with regard to the reserve requirements
of member banks. The Board is of the opinion that the adoption of a
system of reserves based on velocity of accounts as well as of their
volume, as recommended in the report of the Committee on Bank Reserves
of the Federal Reserve System, would be an important step in strengthening
the influonce that the System could exert in the direction of sound credit
conditions. The proposals submitted in the Committeel!s report, a copy
of which is transmitted herewith, cmbody a method of calculating rec-
quired reserves which is believed to be sound in principie and which would
eliminate many inequitable and unfair features of the present law. It is
recommended, therefore, that the following new section be added to the
bill which would incorporate the proposals of the System's Committee on
Bank Reserves with slight modifications:

"Sec. ___ . Section 19 of the Federal Reserve Act (United

States Code, Title 12, Sections 461 to 466, inclusive, and

Section 374), as amended, is further amended and reenacted

to read as follows:

'"RESERVES OF MEMBER BANKS.
'Section 19, (a) Bach member bank shall establish

and maintain reserves equal to five per centum (5%) of the

amount of its net deposits, plus fifty per centum (50%)

of the amount of its average daily debits to deposit

accounts; Provided, That any member bank, at its option,
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for any period not less than 90 dsvs, may omit any specific
deposit account or accounts from such computation of its

reserve requirements if such account.or accounts are reported
scparately to the Federal reserve bank and if a reserve of 50%

is maintained against such account or accounts: Provided,
however, That, in no event, shall the aggregate reserves required
to be maintained by any mecmber bank exceed fiftecn per centum
(15%) of its gross deposits.

'(b) Bach member bank located in the vicinity of a Federal
reserve bank or branch thereof shall maintain not less than four-
fifths of its total required reserves in the foﬁm of & reserve
balance on deposit with the Federal reserve bank, and every other
member bank shall maintain not less then two-fifths of its total
required reserves in the form of & reserve balance on devosit
with the Federal reserve bank. T™he remainder of the total re-
quired reserves of each member bank%, over and above the amount
required to be maintained in the form of a reserve balance on
deposit with the Federal reserve bank, may, at the option of such
member ban'r, consist of a reserve balance on deposit with the
Federal reserve bank, or of cash owned by such member bank either
in its actual possession or in transit between such member bank
and the Federal reserve bank: Provided, That the Federal Reserve
Board may limit the kinds of cash owned by a member bank which may

be counted as part of its required reserves: and Provided further,

when, in its judgment the public interest so requires, the Federal
Reserve Poard may limit to an amount less than that permitted

hereunder the amount of cash which any member bank or banks may

od for FRASER count as reserve: Provided, however, That in prescribing such limi-
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tations, the Federal Reserve Board shall be guided by the
general principle that member banks should be permitted to
count as reserve, within the limitations of this section,
as much cash as thev reasonably need in view of the charac-
ter of their business and their degree of accessibility to
the currency facilities of the Federal reserve banks.

'(c) The term "gross deposits", within the meaning
of this section, shall include all deposit ligbilities of
any member bank whether or not immediately available for
withdrawal by the depositor, all ligbilities for certified
checks, cashiers', treasurers' and other officers' checks,
cash letters of credit, travelers' checks, and all other
similar ligbilities, as further defined and specified by

the Federal Reserve Board: Provided, however, That, in

computing the amount of "gross deposits", (1) amounts shown
on the books of any member bank as liabilities of such bank
payable to a branch of such bank located in a foreign country
or in a dependency or possession of the United States, and
(2) lisbilities payable only at such a branch, shall be
treated as though said liabilities were due to or payable at
& nonm-mber bank,

'(d) The term "net deposits", as used in this section,
shall mean the amount of the gross deposits of any member bank,
a8 above defined and as further defined by the Federal Reserve
Board, minus the sum of (1) all balances due te such member

bank from other member banks and their branches in the United
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States and (2) checks and other cash items in nrocess of col-
lection which are payable immediately upon presentation in
the United States, within the meaning of these terms as fur-
ther defined by the Federal Reserve Board.

'(e) The term "average daily debits to deposit accounts,™
as used in this section, shall mean the average daily amount
of checks, drafts, and other items debited or charged by any
member bank to any and all accounts included in gross deposits
as above defined and as further defined by the Federal Reserve
Board, except charges resulting from the payment of certified
checks and cashiers!, treasurers'!', and other officers' checks.

1(f) The term "cash" within the meaning of this section,
shall include all kinds of currency and coin issued or coined
under authority of the laws of the United States.

'(g) The term "reserve balances," as used in this
section, shall mean a member bank'!s actual net balance on the
books of the Federal reserve bank representing funds available
for reserve purposes under regulations prescribed by the Federal
Reserve Board.

t(h) The term "vicinity of a Federal reserve bank or branch
thereof," as used in this section, shall mean the city in which
a Federal reserve bank or branch thereof is located, until such
term is otherwise defined by the Federal Reserve Board: Provided,
That, with respect to each Federal reserve bank and each branch
thereof, the Federal Reserve Board, from time to time, in its

discretion, may either (1) define a specific geographic area
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as comprising the vicinity of such Federal reserve bauk

or branch thereof, within the meaning of this section, or
(2) compile a list of member banks which shall be deemed

to be located in the vicinity of such Federal reserve bank
or branch thereof, within the meaning of this section, and
add banks to, or remove banks from, such list, from time to

times Provided, however, That, in defining such areas and

compiling such lists, the Federal Reserve Board shall be
guided by the general principle jndicated in subsaction (b)
hereof.,

1(i) With respect to each member bank, the term "Federal
reserve bank, aé used in this section, shall mean the Federal
reserve bank of the district in which such member bank is lo—
cated.

1(j) The Federal Reserve Board is authorized and em—
powered to prescribe regulations defining further the various
terms used in this Act, fixing periods over which reserve
requirements and actual reserves may be averaged, determining
the methods by which reserve requirements and actual reserves

shall be computed, and prescribing penalties for deficiencies

in reserves. Such regulations and all other regulations of

the Federal Reserve Board shall have the force and offect of
law and the courts shall teke judicial notice of them.

t(x) Subject to such regulations and penalties as may
be prescribed by the Federal Reserve Board, any member bank
may draw against or otherwise utilize its reserves for the

pbr FRASER




purpose of meeting existing liabilities:- Provided, however,

That, whenever the reserves of any member bank have been
continuously deficient for fourteen consecutive calendar days,
the Federal Reserve Agent or Assistant Federal Reserve Agent

of the district in which such member bank is located shall

send to each director of such bank, by registered mail, a

letier adv;sing him of such deficiency and calling attention

to the provisions of this subsection; and each director of such
banic who after receipt of such a letter, assents to or acquiesces
in the making of additional loans or investments by such bank
before the reserves of such bank shall have been restored to the
amount required by this section, shall be held liable in his
personal or individual capacity for any and all losses sustained
by such bank on any such loans or investments.

1(1) All penalties for deficiencies in reserves incurred
uader regulations prescribded by the Federal Reserve Board pursuant
to the provisions of this Act shall be paid to the Federal reserve
banlc by the member bank against which they are assessed.

'(m) No member bank shall keep on deposit with any State banlk
or trust company which is not a member bank a sum in €xcess of ten
per ceatum of its own paid~up capital and surplus. No member bank shall
act as the medium or agent of a nommember bank in applying for or re-
ceiving discounts from a Federal reserve bank under the provisions

of this Act, except by permission of the Federal Reserve Board,
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'(n) National banks or ban'zs organized under local laws,
located in Alasla or in a dependency or insular possession or any part
of the United States outside the continental United States, may remain
noamerber banks, and shall in that event maintain reserves and comply
, with all the conditions now provided by law regulating them; or said banks

may, with the consent of the Federal Reserve Board, become member banlzs of

any one of the Federal reserve districts, and shall in that event take

stock, maintain reserves, and be subject to all the other provisions of
this Act.

(o) All acts or parts of acts in coaflict with this section are
hereby repealed only in so far as they are in conflict with the provisions
of this section.!

"There are hereby repealed the provisions of Section 7 of the First
Liberty Bond Act, approved April 24, 1917, Section 8 of the Second Liberty
Bond Act, approved September 24, 1917, and Section 8 of the Third Liberty
Bond Act, approved April 4, 1918 (U.S.Code, Title 31, Section 771) which
read as followss

IThat the provisions of section fifty-one hundred and
ninety-one of the Revised Statutes, as amended by the Federal

Reserve Act, and the amendments thereof, with reference to the

reserves required to be kept by national beairking associations ard

octher member banks of the Federal Reserve System, shall not apply
to deposits of public moneys by the United States in designated
depositaries.!

“This section shall become effective on the first day of the

seventh calendar month following the enactment of this Act."
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hﬁﬂerﬂﬁnmmm considered the modification of
Section 2 of the proposed executive oxder forbidding the hoarding
of gold coim, gold bullion, and gold certificates, submitted on
March 29th by the Under Secrctary of the PTroasurye The modificstion
consists of the comsolidation of clauses (c) (4) and (o) of Section 2
into one mew clamse - (c) - and it expresses these fomer clauses in
more general language, and gives wider administrative discretion to
the Secrctary of the Treasury in detemining what constitutes
legitimate transactions. +

The Board interprets this new paragreph (c) as leaving the

Secretary of the Treasury free to license the holding andfor export
of gold in any legitimate transsction not involving hoarding, whether
domestic or foreign, and on this interpretation it accepts and approves
the new fomy of oxder.

(‘m-uf.. by hrsnnse A cantrmmd toutin ATl
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(CONFIDENTIAL - Draft of March 31, 1933.)

STATEMENT

In the past weeks the country has given a remarkable
demonstration of confidence, With the reopening of a majority
of the banks of the country, currency in excess of
$1,000,000,000, of which $600,000,000 was in the form of gold
and gold certificates, has been returned to the Federal reserve

banks.

Many persons throughout the United States have hastened to
turn in gold in their possession as an expression of their
faith in the Government and as a result of their desire to be
helpful in the emergency. There are others, however, who have

waited for the Government to issue a formal order for the return

of gold in g%eir possession. Such an order is being issued

by the President today.

The order authorizes the Secretary of the Treasury to
issue licenses for obtaining gold for[gll\legitimate needs
not involving hoarding, industrial requirements, and the
exportation of gold for trade purposes. With these exceptions,
the orderrequires all persons who have in their possession
gold coin, not having special value to collectors, gold certificates,
or gold bullion, in excess of $100, to return this gold to one of
the Federal reserve banks, or a member bank. While the order is

in effect persons who come into possession of gold not exempted by

VOLUME
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the exceptions set forth in the order, will also be required to
exchange it for other currency. The order is limited to the
period of the emergency.

The chief purpose of the order is to restore to the
country's reserves gold held for hoarding and the withholding
of which under existing conditions does not promote the public

interest.
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The Federal Reserve Board, in approving the modified fomm

of Order submitfed to it by the Under Secretary of the Treasury,
3% 7
A

does s0 with—the understanding that nothing contained in

Vi

will abrogate the essential oblizations which the United St

assumed with relation to the international gold markets
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Parsuant to the power conferred upon me by subsection (n) of
Section 11 of the Pederal Reserve ict, =s amended by seciion 3 of the
Act "To provide relief .’u_: the existing natiounal emergency in banking,
amd for other purposes®, spproved March 9, 1933, and finding this ac-
tion necessary to protect the currency system of the United States, I,
¥. H. Voodin, Secretary of the Treasury, do hereby reguire all ia-
dividusls, pertinerships, associations and corporations owning any
gold coin, gold bullion or gold certificates, now held within the
continental limits of the United States, forthwith to pay over and
deliver to the Treasurer of the United States, or to a Federal re-
serve bark as fiscal agent of the United States, all such gold coln,
gold bullion sad gold certificates.

Pertnerships, individuals, associations and corporatioams,
other than member banks of the Federsl Reserve System, shall deliver
such gold coim, gold bullion and gold certificates to = member bank,
which shell pay therefor an equivalent amount of coin or currency of
the United States other than gold. The member bank shall thereupon
deliver such gold coin, gold dullion and gold n‘r'ttﬁum to the
Treasurer of the United lﬁua or to the Federal reserve baunk of its
district and receive credit or payment for the amount of gold coinm,
gold bullion and gold certificates so delivered.

Member banks shall dsliver a1l gold coin, gold bullion and
gold certificates owned by them to the Treasurer of the United States
or to mm:.mmaw“wnmmu.mm
ceive credit or payment MRaﬁmpmM

v
]
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The Secrdtary of the freasury shall pay all reasonsble
costs of tmapoﬁauon ef such gold coln, ete. upon production of
satisfuctory evideace of such costs. Forms of vouchers for this pur.
pote will be supplied to al! member bBamks ss soon a» poesidle. |

Any iadivitaal, partnership, association or corporation folling
Lo comply with these requirements before 2 P.M. Essvern Standard Time,
April 1, 1933, shall be subject to a penalty of twice tlu— value of the
£014 coin, gold bullion or gold certificates involved: Y rovided, Hewever,
That a member bank mot‘?n gol4d coln, nl§ bullion or gold certificates
for the sccount of amother individusl, partsership, assoeistion or

. @orporation shell have @ ~easonsble time, mot more tiaa three daye,

‘after . receipt thereof, to deliver such gold o inm, £014 bullicn or gold
certificstes to its Federal Feserve bank or to the Treasurer of the United
States,

day gold eoinm, gold bulliom or €0ld certificates now im course
of shipment to any individaal, partuership, asscciation or esrporation
1a the Usited Sates or shieh mey be received by eny individusl, partmer-
Ship, assoelation or corioration after the date of this orier shall be,
a8 Berein provided, delivered as soon as practicsble, but in mo eveat
later than thres days after recoipt theresf, to & Federsl reserve bank or to

: the Treasurer of the United States.

The provinions of this megelesbes shall not apply to gold coins
included in & bosa fide mn-,-ﬁiingu. of to such smowst of gold
bullion as may be reasonably uqum;:n legitimate and customary use in
trade, profession or art, or \c'pﬂ&uhumt 2ot excesding $100
heretofore cwied by eny one {ndividuasl. \

¥
I
¥, H. Woodin,
Secretary of the Treasury. G
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Form No. 181

FEDERAL RESERVE £"CL /L”“'/
Office Corresporaence g ey

To Mr. Wyats ek Subject:

From = Mr, Hamlin

Dear lr, Wyatt:
How would this dog

The value of gold bullion thus turned in, shall be
ascertained in the manner provided for wnder United States
Revised Statutes, Sections 3521 and 3525, and shall be paid
for in current funds (except gold and gold certificates) of
equivalent Qraluo of the bullion thus determineds

f{!..f_l




EXECUTIVE ORDER
Forbidding the Hoarding of Gold Coin, Gold Bullion

and Gold Certificates.

By virtue of the authority vested in me by Section 5(b) of the
Act of October 6, 1917, as amended by Section 2 of the Act of March 9, 1935,
entitled "An Act to provide relief in the existing national emergency in
banking, and for other purposes," in which amendatory Act Congress declared
that a serious emergency exists, I, Franklin D. Roosevelt, President of the
United States of America, do declare that said national emergency still con-
tinues to exist and pursuant to said section do hereby prohibit the hoarding
of 2old coin, gold bullion, and gold certificates within the continental
United States by individuvals, partnerships, associations and corporations
and hercby prescribe the following regulations for carrying out the purposes
of this order:

Section 1. For the purposes of this regulation, the term "hoarding"
means the withdrawal and withholding of zold coin, gold bullion or zold
certificates from the recoznized and customary channels of trade, The term
"person" means any individual, partnership, association or corporation,

Section 2, All persons are hereby recuired to deliver on or before
May 1, 1933, to a Federal rescrve bank or a branch or agency thereof or to
any member bank of the Federal Reserve System all gold coin, gold bullion and
gold certificates now owned by them or coming into their ownership on or be-
fore April 28, 1933, excepnt the following:

(a) Such amount of gold as may be required for legiti-
mate and customary use in industry, profession or art within

a reasonable time, including gold prior to refining and stocks

of gold in reasonable amounts for the usual trade requirements E§ 1ﬁ
\

of owners miningz and refining such gold.
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(b) Gold ™in and gold certificates in angount not
excecding in the aggrezate $100.00 belonzingz to any one
person; and gold coins having a recognized special value
to collectors of rare and unusual coins,

(c) Gold coin and bullion earmarked or held in trust
for a2 recognized foreign government or foreign central
bank or the Bank for International Settlements,.
(d) Gold coin and bullion licensed for other proper
transactions (not involving hoarding) including gold coin
and bullion imported for reexport or held pending action
on applications for export licenses.,
Section 3, Until otherwise ordered any person becoming the ovmer
of any gold coin, gold bullion, or gold certificates after April 28, 1933,

shall, within three days after receipt thereof, deliver the same in the manner

rescribed in Section 2; unless such gold coin, gold bullion or gold certifi--

cates are held for any of the purposes specified in paragraphs (a), (b) or (c)

of Section 2; or unless such gold coin or gold bullion is held for purposes
specified in paragraph (d) of Section 2 and the person holding it is, with
respect to such gold coin or bullion, & licensee or applicant for license
pending action thereon,

Section 4, Upon receipt of gold coin, gold bullion or gold certifi-
cates delivered to it in accordance with Sections 2 or 3, the Federal reserve
bank or member bank will pay therefor an equivalent amount of any other form
of coin or currency coined or issued under the laws of the United States.

Section 5, Member banks shall deliver all gold coin, gold bullion
and zold certificates owned or received by them (other than as exempted under
the provisions of Section 2) to the Federal reserve banks of their
districts and receive credit or payment therefors

Section 6, The Secretary of the Treasury, out of the sum made
available to the President by Section 501 of the Act of March 9, 1933, will
in all proper cases pay the reasonable costs of transportation of gold coin,

gold bullion or gold certificates delivered to a member bank or Federal re-

serve bank in accordance with Sections 2, 3, or 5 horcof, including the cost
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of insurance, protection, and such other incidental costs as may be necessary,
upon production of satisfactory evidence of such costs, Voucher forms for
this purposc may be procured from Federal reserve banks,

Section 7, In cases where the delivery of zold coin, gold bullion
or gold certificates by the owners thereof within the time set forth above
will involve extraordinary hardship or difficulty, the Secretary of the
Treasury may, in his discretion, extend the time within which such delivery
must be made, Applications for such extensions must be made in writing under
oath, addressed to the Secretary of the Treasury and filed with a Federal
reserve bank, ZXach application must state the date to which the extension
is desired, the amount and location of the gold coin, zold bullion and gold
certificates in respect of which such application is made and the facts show-
ing extension to be necessary to avoid extraordinary hardship or difficulty.

Section 8, The Secretary of the Treasury is hereby authorized and
empowered to issue such further rezulations as he may deem necessary to carry
out the purposes of this order and to issue licenses thereunder, throuzh such
officers or agencies as he may designate, including licenses permitting the
Federal reserve banks and member banks of the Federal Reserve System, in re-—
turn for an equivalent amount of other coin, currency or credit, to delivery
earmark or hold in trust gold coin and bullion to or for persons showing the

need for the same for any of the purposes specified in paragraphs (a)y (c)

and (1) of Section 2 of these regulations,

Section 9, Whoever willfully violates any provision of this Executive
Order or of these regulations or of any rule, regulation or license issued
thereunder may be fined not more than $10,000, or, if a natural person, may

be imprisoned for not more than ten years, or both; and any officer, director,




or agent of any corporation who knowingly participates in any such violatitn

may be punished by a like fine, imprisonment, or both, .

This order and these resulations may be modified or revoked at

any time.

FRANKLIN D. ROOSEVELT

THE WHITE HOUSE

April 5, 1933,




WHEREAS, the Federal Reserve Board caused to be prepared a draft of
an executive order requiring all persons having gold in their possession
to deliver the same to the Treasurer of the United States or to & Federal
reserve bank or member bank of the Federal Reserve System, and said order
was given preliminary consideration by the Federal Reserve Board on March
12, 1933, and was considered by the officiels of the Treasury Department
between that date and March 17, 1933;

WHEREAS, a revised draft of said order was given careful considera-
tion by the Federal Reserve Board on March 17, 1933, and subsequent revisions
of said order were considered carefully by the Federal Reserve Board at meet-
ings held on the mornings and efternoons of each day from March 20 to March
25, 1933, both dates inclusive; end alsoc at certein meetings held at night
during the same week;

WHEREAS, the Federal Reserve Board approved unanimously a final draft
of said order on Friday, March 24, 1933, and approved a revision of said
draft on March 25, 1933;

WHEREAS, during the Board's considersation of this proposed order its
deliberations were delayed and prolonged by numerous different suggestions,
meny of a trivial charecter, submitted to it by representatives of the Fed-
eral Reserve Bank of New York;

WHEREAS, even after the Board had approved unanimously the draft of
March 24, 1933, the Federal Reserve Bank of New York submitted furfher sug-
gestions, including some which had been considered and rejected by the
Board, and thus delayed for another day the submission of such order to the

President;
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WHEREAS, on March 27, 1933, the Board was informed that the
President desired certain changes made in the order in accordasnce with
e suggestion which had previcusly been submitted to the Board by the
Federal Reserve Bank of New York and rejected by the Board;

WHEREAS, on March 30, 1933, a compromise draft of the resolution
was substantially agreed upon but the preparation of a final revision was
further delayed by further suggestions submitted on behalf of the Federal
Reserve Bank of New York;

WHEREAS, on March 30, 1933, it came to the attention of the Federal
Reserve Board that certein officers of the Federal Reserve Bank of New
York had expressed a desire to delay any decision upon the attitude of the
American Government towerd the use of gold, either domestically or inter-
nationally and toward the entire monetary policy of the United States,
until the attitude of Great Britain toward a return to the gold standard
could be ascertained;

NOW THEREFORE BE IT RESOLVED BY THE FEDERAL RESERVE BOARD, That the
Federal Reserve Bank of New York be requested to inform the Board what

negotiations or conversations, if any, have taken place during the past

sixty daye between directors, officers, or other representatives of the

Federal Reserve Bank of New York and representatives of the Benk of Ing-
land or of the Government of Great Britain regarding the return of Grest

Britain to the gold standard.




BE IT FURTHER RESOLVED, That the Chairmen of the Board of Dir-
ectors of the Federal Reserve Bank of New York be requested to furnish
the Federal Reserve Board with copies of all letters, cablegrams, memo-
randa of telephone conversations and other documents in the possession
of the Federal Reserve Bank of New York having a bearing upon the return

of Great Britain to the gold stendard.
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MEMORANDUM ON GOLD CLAUSE.

Three situations involving gold clauses call for immediate decision
and actions Two involve Govwermment obligations; one, private obligatioms,

(1) A1l United States bonds, notes and certificates of indebtedness
are by statute and by their terms payable in z0ld coin "of the present
standard of value," (See Note, Page 3)

At the same time the Thomas Amendment authorizes the President to
reduce the present weight of the gold dollar by not more than 50%.

(2) There is at present no legislative authority for the Treasury
to suspend gold payments of interest and principal on these obligations
unless the power to prohibit hoarding: ean be so construed. No published
Executive Order forbids such payments except by banks.

(3) Except where gold has been deposited since April 5, private
obligors are not permitted to obtain zold for gold clause payments, even
though failure to pay gold may be held to be a default. Furthemore, the
status of new private security issues is uncertain.

TREASURY PROBLEMS.

(1) An offering of at least $800,000,000 of Treasury obligations
must be amnounced on June 5th, and issued June 15th,

Existing statutes unless amendied constitute a2 promise that obligatims
issued now will be payable in zold coin of the present standard of value
wnether or not the instrument contains this phrase.

This will be construed either as an underteking that the power to
devalue given on May 12, 1%3, will not be exercised, or as a promise
which the Goverrnment does not make in good faith. In the light of the
Securities Bill such a promise would be indefensible.

(2) Unless new legislation regularizes the refusal to pay zold on
maturing obligations litigation (such as mandamus suits) may and doubtless
will produce an embarrassing and uncertain situation.

(3) The situvation cannot be met by merely enabling new oblisations
to be payable in legal tender without creating a difference in value
between the old and the new obligations and impairing or destroying the
market for new obligations. Investors may even prefer private obligations
with a gold clause to Government obligations paysble in currency.

(4) Merely temporary suspension of gold payments will~n9§ solve

the problem of the new obligations as stated in (1) abovee
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(8) The only remaining course is to abrogate and forbid all gold
clauses. This would solve all the difficulties and, under the circum-
stances, would run little danger of being declared unconstitutional. It
would necessitate speedy legislation and might involve charges, particularly
from abroad, of repudiation. The gold clauses repudiated were improviden t
and probebly against sound public policye

PROBLEM OF PRIVATE OBLIGORS.

The difficulty can only be met by defining clearly the status of
the gold clause. They cannot now be perfommed. Yet if temporary suspension
were regularized more problems would be created than solved. The solution,
therefore, appears to be pemmanently to abrogate gold clauses. Such
action would, in any event, appear unavoidable in case of devaluation.

REC CMMENDATIONS.

We recamuend the enactment of the attached draft of bill which
denounces the gold clauses of public and private obligations because

(1) It regularizes the present de facto situation as to both publi ¢
and private debts.

(2) The burden, if any, in denouncing the g0ld clause has in large
measure been already assumed.

(3) It avoids charges of bad faith in the malcing of future obligat ions
and should strengthen rather than weaken confidence in the Administration.

(4) It avoids a commitment on the future vel ue of the dollare If
currency redemption is resumed, the demmciation of the gold clauses has
injured no one. If the dollar is devalued, as to which no commitment is
me.de, the essential step of eliminating the zold clauses will already hawe
been tekene The manner of presenttion is important, however, in order to
safeguard against the interpretation of the legislation as foreshadowing
devaluation.

(8) It would greatly facilitate adminigstration of the orders against
hoardingo

(6) It would eliminate an existing uncertainty in business.

(7) It places old "pgold clause" and new "legal tender® obligations
on the same footing in respect of payment unless the legislation were not
sustained - a contingency considered to be remotes

(8) It would eliminate a practice which is unnecessary when all foms
of currency are maintained at a parity with the gold dollar, and which is
unavoidable when they are note.




(9) The disadvantages of the alternatives are as great or greater
and the gains not comparables.

"That any bonds and certificates of indebtedness of
the United States hereafter issued shall be payable,
principal and interest, in United States gold coin of
the present standard of value; * * ™ (The Act of
February 4, 1910 (36 8tat. 192) (Sec. 768, Title 31,
UsSe GOdE)

"The principal and interest thereof shall be payable
in United States gold coin of the present standard
of values' (Secse 752, 753, Title 31, U.S.C.)




JOINT RESOLUTION

TO ASSURE UNIFORM VALUE TO THE COINS AND
CURRENCIES OF THE UNITED STATES.

Whereas the holding of or dealing in gold affect the public interest,
and are therefore subject to proper regulation and restriction; and

Whereas the existing emergency has disclosed that provisions of
obligations which purport to give the creditor a right to require
peyment #& gold or a particular kind of coin or currency of the
United States,or in an amount in money of the United States measured

thereby, interfere with the power of the Congress to regulate the

value of the money of the United States, and are inconsistent with

the declared policy of the Congress to maintain at a2ll times the
equal power of every dollar, coined or issued by the United States,
in the markets and in the payment of debts. Now, therefore, be it

ResolVed by the Senate and House of Representatives of the United

'-;-

States of America: in Congress assembled, that (a) every provision
contained in or made with respect to any obligation which purports

to give the creditor a right to require payment in zold or a

'f-*——{u:;/'. HM’(

particular kind of coin or currency, or in an amount in money of
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the United States measured thereby, is declared to be against public

policy; and no such provision shall be contained in or made with

respect to any obligation hereafter incurred. Bvery obligationj,heretofore or
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hereafter incurred whether or not any such provision is contained
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therein or made with respect thereto, shall be discharged upon

Gt

payment, dollar for dollar, in any coin or currency which at the

Y
o

time of payment is legal tender for public and private debtse

(v) As used in this resolution, the temm "obligation" means




an obligation (including every obligation of and to the United States,
excepting currency) payable in money of the United States; and the
tem "coin or currency' means coin or currency of the United States,
including Federal reserve notes and circulatinz notes of Federal
reserve banks and national banking associations.

Sece 2+ The last sentence of paragraph (1) of subsection (b)
of Section 43 of the Act entitled "An Act to relieve the existing
national economic emergency by increasing agricultural purchasing
power, to raise revenue for extraordinary expemses incurred by reason
of such emergency, to provide emergency relief with respect to
agricultural indebtedness, to provide for the orderly liquidation of
joint-stock land banks, and for other purposes", approved May 12, 1933,
is amended to read as follows:

"All coins and currencies of the United States (including
Federal reserve notes and circulating notes of Federal reserve
banks and national banking associations) heretofore or here-
after coined or issued, shall be legal tender at the nominsl
amount thereof in full satisfaction of all debts, public and
private, public darges, taxes, duties and dues except that
(1) gold coins, when below the standard weight and limit of
tolerance provided by law for the single piece, shall be legal
tender only at valuvation in proportion to their actual wed sht,
(2) subsidiary silver coins shall be legal tender only in
amounts not exceeding $10 in any one payment, and (3) minor
coins shall be legal tender only in amounts not exceeding

25 cents in any one payment,"




AMENDMENT INTENDED TO BE PROPOSED TO THE BILL HeRe 5240,

Page 18, after line 8 insert the following new sections:

"Sece 10 (2) Every provision contained in or made with respect
to any obligation which purports to give the creditor a right to
require payment in gold or a particular kind of coin or currency,
or in an amount in money of the United States measured thereby, is
declared to be against public policy; and no such provision shall
be contained in or made with respect to any obligation hereafter
incurred. ZEvery obligation, heretofore or hereafter incurred
whether or not any such provision is contained therein or mede
with respect thereto, shall be discharged uwon payment, dollar for
dollar, in any coin or currency which at the time of payment is

legal tender for public and private debtse

"(b) 4s used in this section, the temm "obliszation' means an

obligation (including every obligation of and to the United States,
excepting currency) payable in money of the United States: and the
tem "coin or currency’ means coin or currency of the United States,
including Federal reserve notes and circulating notes of Federal
reserve banks and national benking associationse

"Sece 11. The last sentence of paragraph (1) of subsection (b)
of Section 43 of the Act entitled "An Act to relieve the existing
national economic emergency by increasing agricultural purchasing
power, to0 raise revenue for extraordinary expenses incurred by
reason of such emergency, to provide emergency relief with respect
to agricultural indebtedness, to provide for the orderly liguidation
of joint-stock land banks, and for other purposes" , approved May 12,

1933, is amended to read as follows:




%A1l coins and ecurrencies of the United States (including
Federal reserve notes and circulating notes of Federal reserve banks
and national bankinz associations) heretofore or hereafter coined or
issued, shall be legal tender at the nominal amount thereof in full
satisfaction of all debts, public and private, public charges, taxes,
duties and dues except that (1) zold coins, when below the standard
weight and limit of tolerance provided by law for the single piece,

shall be legal tender only at valuation in proportion to their actual

weight, (2) subsidiary silver coins shall be legal tender only in

amounts not exceeding $10 in any one payment, and (3) minor coins shall

be legal tender only in amounts not exceeding 25 cents in any one payment,'"
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No. 181, . 546\. n/r\
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FEDERAL RESERVE

Uffice. Correspondence = T
To _ . Mr. Hamlin, Subject:_

From__ Mr. McClelland,

@ There is attached hereto, for your confidential information, copy of

a telegram which was transmitted yesterday to Homorable ¥W. XK. Kellogs,

Battle Creelk, Michigan, regarding the situation which exists there.
Mr. Proston advises over the Selephone that they will endeaver to

closo the negotisiions for the organization of the new baziic over this

woekmand .

PREE Ts£42




June 9, 1933
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