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Mr. Chairman:

The bills that are the subject of this hearing have for

their objective a complete streamlining of Federal statutes relating

to financial institutions, including national banks, member banks of

the Federal Reserve System, insured banks, Federal savings and loan

associations, and Federal credit unions. The legislation would

rearrange provisions of law on this subject in a more logical order,

eliminate obsolete provisions, correct technical defects, and make a

number of substantive changes designed to clarify and improve the

operation of these statutes.

The Board of Governors is thoroughly in accord with the

objectives of this legislation and believes that enactment of such a

codification of the banking laws would be in the public interest.

The Board's adverse comments on a few provisions should not be con-

strued as indicating lack of general approval.

Most of the changes which would be made by the bill in the

Federal Reserve Act are purely technical and would merely serve to
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bring that Act up to date by eliminating deadwood and clarifying

ambiguous provisions. Such changes are clearly desirable and require

no special comment. As to the changes of substance which would be

made in Federal Reserve law, it may save time to review briefly those

which the Board endorses or to which it has no objection and then

direct attention to the few provisions of the bill which the Board

would oppose or with respect to which it would have serious question.

PROVISIONS ENDORSED BY THE BOARD

In the order in which they occur in Title II of the bill

and not necessarily in the order of their importance, the following

provisions would make substantial changes in existing law which meet

with the approval of the Board or to which the Board would have no

objection. Most of these changes are in accordance with recommendations

which were made by the Board last year to the Senate Banking and

Currency Committee.

Expenditures for Federal Reserve Bank branch buildings

(§ Mc)). - The present statutory dollar limitation on the aggregate

costs of construction for Federal Reserve Bank branch buildings would

be eliminated.

Franchise tax (§ 7(b)). - A new provision would require each

Federal Reserve Bank to pay 90 per cent of its annual net earnings to
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the United States as a franchise tax. This would have the effect of

restoring the franchise tax provision which was repealed in 1933 when

the Reserve Banks were required to subscribe half of their surplus to

the capital stock of the Federal Deposit Insurance Corporation. The

proposed specific statutory direction for the transfer of annual net

earnings to the Treasury would replace the somewhat complicated and

awkward procedure under which the Federal Reserve System, since 19̂ 7 >

has paid to the Treasury approximately 90 per cent of its annual net

earnings.

Rotation of membership on Federal Advisory Council

(§ 8(a)). - The bill would make any member of the Federal Advisory

Council who has served six consecutive terms of one year each ineligible

to serve again as a member of the Council until after an intervening

period of not less than three years. Such a provision for rotation

in the membership of the Council would have the advantage of obtaining

broader representation and wider experience over a period of time.

Majority vote of Board members (§§ 10(b), 39(l), and *+2). -

Certain provisions of present law require designated actions of the

Board to be approved by a stated number of Board members. For example,

permission for the carrying of reduced reserves by member banks in out-

lying sections of reserve and central reserve cities requires the affirma-

tive vote of not less than five members of the Board. These and similar
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provisions would be modified by the bill to require such actions to be

taken on the affirmative vote of a majority of the members of the Board

in office at the time the action is taken,

Repeal of authority for business loans, - The proposed

revision of the Federal Reserve Act would omit and thereby repeal

section 13b of the present Federal Reserve Act authorizing the Federal

Reserve Banks to make working capital loans to industrial or commercial

businesses. This authority has not been utilized extensively in recent

years and in any event it is believed to be inconsistent with central

banking functions. Repeal of these provisions has heretofore been

recommended by the Board, Their repeal would mean that the Reserve

Benks would repay to the Treasury approximately $27-1/2 million which

has been paid by the Treasury to the Reserve Banks under these pro-

visions,

Rotation of directors of Federal Reserve Banks (§ 17(a))« -

Under the bill no director of a Federal Reserve Bank who has served

two consecutive terms of three years each would be eligible to serve

again as a director until after an intervening period of not less than

three years, with a modification of the rule as to the chairman of the

board of directors. Like the similar provision with respect to members

of the Federal Advisory Council^ this provision would insure broader

representation and wider experience on the boards of directors of the

Federal Reserve Banks,

Residence of Federal Reserve directors ($ 17(a)), - Every

Federal Reserve Bank director would be required to be a resident of
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the Federal Reserve district served by his Federal Reserve Bank or to

reside within fifty miles of the Reserve Bank.

Federal Reserve Agents (§ 19)» - The bill would eliminate

the present unnecessary requirement that Federal Reserve Agents snd

Assistant Federal Reserve Agents be persons of "tested banking experience".

Other provisions would make it clear that a Federal Reserve Agent could

delegate ministerial functions to his Assistants and that an Assistant

Federal Reserve Agent could act in the place of the Agent during a

vacancy in that office as well as during the absence or disability of

the Agent,

Reports of State member banks (§ 23(b)). A new provision

would authorize the obtaining of special reports from State member banks

and thereby enable the Board to call for relatively simple reports

from smaller banks and more detailed reports from the larger member

banks engaged in a variety of banking operations.

Stock acquisitions in connection with absorptions (§ 23(d)). -

A new provision would permit a State member bank, with the Board's

approval, to purchase and hold for not more than 90 days the stock of

another bank as a step in connection with the absorption of such other

bank. Such temporary stock acquisitions would sometimes be convenient

as a step in the absorption process and the requirement for the Board's

approval vould serve to prevent any abuses of this exception from the

general rule against the acquisition of corporate stock by member banks.
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Shareholders' lists and disclosure of stock oi-jnership

(t- 23_)_. - New provisions would require each State member bank to

maintain a list of its stockholders and to notify the Board of any

single transaction involving the transfer of 10 per cent or more of the

outstanding shares of the bank. In addition, the record owner of any

such stock would be required to notify the Board of the names of any

persons having a beneficial or equitable interest in such stock in

excess of 5 per cent of the outstanding shares of the bank. Although

this requirement for disclosure of equitable ownership might be burden-

some in some instances, the Board believes that the proposed provisions

have merit*

Investments in bank premises (§ 23 (h ) ) . - Under the bill,

investments in bank premises by a State member bank would require the

Board's approval only if they exceed 100 per cent of the bank's capital

stock or £0 per cent of the bank's capital and surplus, whichever may

be greater. Existing law requires Board approval in all cases in which

the investment would exceed 100 per cent of the capital stock*

Audits of State member banks (§ 2 U ( c ) ) . - A new provision

would authorize the Board, whenever it deems it necessary, to require

an independent audit to be made of a State member bank,

Confidentiality of examination reports (§ 2 U ( f ) ) » - Reports

of examinations of State member banks and related correspondence would

be made privileged against disclosure without the Board's consent,

except to committees of Congress upon request.
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Loans to executive officers (S 28(e))» - Present law prohibiting

loans by member banks to their executive officers includes an exemption

with respect to loans not exceeding $2,500. This exception would be

liberalized by increasing the dollar limitation to $5,000. in addition,

a requirement that executive officers make reports of their borrowings

from other banks would be modified to make such reports unnecessary

where the indebtedness does not exceed $!!;;>,000, in the case of home

mortgage loans, or |5,000 in the case of all other extensions of credit.

Reserves of holding companyaffiliates (* 33(b)). - Under

present law a holding company affiliate is required to maintain certain

reserves of readily marketable assets, and this requirement has been

interpreted as meaning that each of several holding company affiliates

of the same member banks must maintain the statutory reserve* The

bill ?rould make it possible, where such a multiple holding company

situation exists, for only one of the holding company affiliates to

carry the required reserve, provided it is designated for that purpose

by the Board, and provided that the designated company directly or

indirectly owns or controls the stock of the affiliated banks.

Audits of Board's accounts (p 38(h)). - The bill would

require the Board to have its accounts audited annually by a firm of

certified public accountants, and reports of such audits would be

required to be submitted to the Banking and Currency Committees of

Congress.
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Conflict of interests (5 38(i)), - It would be made a criminal

offense for any employee of the Board or any Federal Reserve Bank to

accept employment in a member bank mthin two years after terminating

his employment with the Board or the Reserve Bank, except with the Board's

approval. Wliile the Board doubts that such a "conflict of interests"

provision is necessary, it would not object to the provision of the bill

on this subject.

Trust powers of national banks.- present provisions of the

Federal Reserve Act relating to trust powers of national banks would

be transferred to the National Bank Act as revised in Title I of the

bill and authority for granting such powers and regulation thereof

would be vested in the Comptroller of the Currency instead of the Board.

Since national banks are under the supervision of the Comptroller, the

Board would have no objection to this proposal.

Audits of Federal Reserve Banks (3 39(m))« - The Board would

be required by the bill to take measures to insure that examinations of

the Federal Reserve Banks meet the highest standards of commercial

audits and the Board would be authorized to arrange for review by

certified public accountants of the adequacy of the procedures and

techniques followed in the examination of the Reserve Banks. Copies

of the reports of examinations of the Reserve Banks, including each

examination of the System open market account, would be required to be

transmitted promptly to the Banking and Currency Committees of Congress*
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Federal Reserve notes (̂  ji3)* - Present provisions of law

relating to the issuance of Federal Reserve notes, which have become

antiquated over the years and in many respects are ambiguous, would be

completely rewritten for purposes of simplification and clarification.

The revision would make no substantial change with respect to Federal

Reserve notes, although existing provisions regarding the redemption

of such notes would be eliminated as obsolete. Redemption in the

traditional sense in gold or gold certificates is no longer permissible

and in any event Federal Reserve notes, like other types of currency,

have been legal tender for all purposes since 1933.

Powers of foreign branches of national banks (§ hk(f))* -

The Board would be empowered by regulation to authorize foreign branches

of national banks to exercise such further powers as might be usual in

connection with the transaction of the oanking business in the foreign

countries in which they operate. This authority is intended to enable

foreign branches of national banks to operate more effectively in the

foreign countries in which they do business.

Mergers and consolidations. - Title III of the bill, relating

to insured banks, contains in section 23 new provisions which would make

it necessary for all bank mergers or consolidations to be approved in

advance by the appropriate bank supervisory agency. Thus, the Board's

approval would be necessary in connection with any merger or consoli-

dation if the acquiring or resulting institution would be a State member

bank. The Board would be required in such a case to consider, not only

the usual banking factors stated in the Federal Deposit Insurance Act,
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but also whether the effect of the proposed transaction might be to

lessen competition unduly or to tend unduly to create a monopoly. On

the question of competition, the Board would be required to consult

the Comptroller of the Currency and the Federal Deposit Insurance

Corporation and would be authorized to request the Attorney General's

opinion with respect to that question. The Board believes that these

provisions would fill a gap in the present law. They would insure

consideration by the Federal bank supervisory agencies, on a substan-

tially uniform basis, of the impact of bank mergers upon competition

in the banking field. A separate bill along the lines of these pro-

visions of section 23 of Title III of the pending bill was passed by

the Senate last year and vras endorsed by the Board, as well as by the

other Federal bank supervisory agencies.

PROVISIONS OF TITLE II QUESTIONED BY THE BOARD

There are two provisions in Title II of the bill which, while

not of the greatest importance, would make changes in present law

which in the Board's opinion would not be desirable.

Removal of officers and directors (g 29)). - provisions for

the removal of directors and officers of member banks, which are now

contained in section 30 of the Banking Act of 1933* would be repeated

in substance in section 29 of Title II of the bill as far as State

member banks are concerned. Certain changes would be made in these

provisions as to which the Board would have no objection. The Board
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would, however, object to one of the proposed changes. Under the Adminis-

trative Procedure Act, agency action may be set aside on judicial review

if the reviewing court finds that such action was "unsupported by sub-

stantial evidence." Despite this provision, the bill would include a

statement that any hearing held in connection with the removal of a

director or officer of a State member bank shall be held in accordance

with the provisions of the Administrative Procedure Act and be subject

to review as therein provided, except that the review by the court shall

be upon the "weight of the evidence." The B:>ard sees no sound reason

for this departure from the general rule laid down in the Administrative

Procedure Act and the Board questions whether it is desirable to single

out the type of action here involved as an exception from the "sub-

stantial evidence" rule uniformly applied in the case of all other

agency actions. Application of the "weight of the evidence" rule would,

of course, mean that the decision of an expert administrative agency in

proceedings for the removal of a bank director or officer could be upset

by a reviewing court even though that decision was clearly supported by

substantial evidence.

Use of reserves of holding company affiliates (Title II,

3.3) • - Mention has already been made of one change which would be

made by the bill with respect to the reserve of readily marketable

assets required by present law to be maintained by holc'in- company

affiliates. Another proposed change in this respect would be

to permit a holding company affiliate to use such reserve for

additions to capital of affiliated banks as well as for the replace-

ment of capital in such banks. This reserve was originally
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intended to enable a holding company affiliate to come to the aid of

its subsidiary banks in times of stress or emergency. The Board

questions whether the proposed broadening of this provision to permit

the reserve to be used for capital additions would be consistent -with

the purposes of the law, since, if it were used in normal times for

such purposes, it might well become depleted and not be available when

it would be needed in unusual circumstances in order to maintain the

sound condition of the holding company affiliate's subsidiary banks*

PROVISIONS OF TITLE I QUESTIONED BY THE BOARD

Most of the provisions of this bill outside of Title II

have no direct effect upon the Federal Reserve System, Title I of

the bill, however, relating to national banks, includes two provisions

which are of concern to the Board because of their possible effect

upon the soundness of the banking system.

Cumulative voting* - Under present law cumulative voting in

elections of directors of national banks is mandatory, and this has

been the case since 1933. Cumulative voting is based on the principle

of permitting due representation of minority shareholders on a corpora-

tion's board of directors. Section 26(c) of Title I of the bill would

permit cumulative voting only if provided for in the national bank's

articles of association. The Board feels that the principle of cumula-

tive voting is sound and questions whether the proposed change should
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be made unless Congress is satisfied that cumulative voting has produced

undesirable results so great as to outweigh the obvious justice of

giving proper representation to minority interests. Since the contents

of the articles of incorporation of a national bank are determined by

a majority of the bank's shareholders, it is obvious that the practical

effect of the proposed change would be to eliminate all cumulative

voting in elections of national bank directors. Although proponents

of this change have contended that cumulative voting has given rise to

situations in which minority shareholders have been able to place an

undesirable individual on the board of directors of a national bank,

the Board doubts whether abuses of this kind have been so great as to

justify abandonment of the basically sound principle of cumulative

voting. It should be borne in mind in this connection that minority-

elected directors often can stimulate other directors to greater ac-

tivity in behalf of a bank and, furthermore, that if a minority-elected

director should engage in unsound activities, he would be subject to

removal under the law,

Debt limit of national banks. - Section 37 cf Title I would

increase the maximum limit of a national bank's total indebtedness from

100 per cent of its capital stock to 100 per cent of its capital stock

and surplus. This considerable expansion in the borrowing ability of

national banks would, in the Board's opinion, be unnecessary and un-

desirable. Although bank borrowings may occasionally be necessary in

limited amounts and for limited periods in order to avoid liquidation
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of assets that might otherv/ise be necessary, it is a practice that

should not be encouraged because it tends to dilute the cushion of

protection which is afforded depositors by a bank's capital and surplus.

Enlargement of the borrowing limits as here proposed might well encourage

national banks to hold smaller amounts of liquid assets and to rely

unduly upon borrowings for necessary adjustments. In the case of an

emergency requiring unusual borrowing, the discount facilities of the

Reserve Banks are readily available. To encourage the ability of na-

tional banks to borrow outside the Reserve Banks would tend to diminish

the restraining influence that the Reserve Banks are directed by law

to assert upon borrowing member banks which may be making undue use of

credit for speculative purposes.

ADDITIONAL PROVISIONS RECOMMENDED BT THE BOARD

Before concluding this statement, the Board would like to

bring to the attention of the Committee certain proposed changes in

Federal Reserve law which are not included in the pending bills but

which, in the Board's opinion, should appropriately be incorporated

in this legislation.

Repurchase agreements. - For many years the Federal Reserve

Banks in connection with their open market operations have utilized

repurchase agreements as a convenient and flexible means of helping to

smooth out temporary irregularities in the money market. These agree-

ments are in the form of a purchase and sale and they are used only to
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implement open market operations pursuant to regulations of the Federal

Open Market Committee. However, such transactions admittedly have some

of the attributes of a loan and present law contains no specific reference

to these transactions. Accordingly, the Board believes that a clarify-

ing amendment which would specifically authorize such repurchase agree-

ments by the Federal Reserve Banks would be desirable*

Fiscal agency operations by the Federal Reserve Banks* -

Under various provisions of present law, the Federal Reserve Banks are

authorized or directed to act as fiscal agents of the United States

and of a number of departments and agencies of the Federal Government,

The activities of the Reserve Banks as such fiscal agents have increased

tremendously in recent years. More than 3^100 of the approximately

18,600 employees of the Federal Reserve Banks are now engaged full time

in fiscal agency operations on behalf of more than 25 Governmental

agencies in some 50 different capacities. It has become increasingly

evident that, in addition to the general authority of the Board to

supervise the Reserve Banks, the law should contain some more specific

authority for the over-all coordination of the fiscal agency operations

of the Reserve Banks, In five instances such authority now exists $

and it would be helpful if it existed in all cases so as to make certain

that the many activities which the Reserve Banks are required to

perform on behalf of Government departments and agencies do not become

inconsistent with the over-all purposes of the Reserve Banks or unduly

burdensome. The Board, therefore, recommends that this legislation

include at an appropriate place a provision making all fiscal agency
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operations of the Reserve Banks specifically subject to supervision

and regulation by the Board,

Payment of interest_on_deposit^«_ - Since 1933> the law has

prohibited member banks from paying interest on demand deposits,

directly or indirectly, by any device whatsoever, and has required the

Board of Governors to fix maximum rates of interest which may be paid

by member banks on time and savings deposits. Similar provisions are

contained in the Federal Deposit Insurance Act with respect to payment

of interest on deposits by nonmember insured banks. For many years,

the matter of determining whether particular practices involve a payment

of interest on deposits has presented substantial and almost impossible

administrative problems. Questions arise, for example, as to whether the

furnishing of free parking facilities, special printing of checks, lower

rates of interest on loans to depositors, and numerous other practices

constitute indirect payments of interest under the broad language of

the statute. In order to make the law more workable, the Board recom-

mends that the words "directly or indirectly, by any device what-

soever" be deleted from the statute and that the words "payment of

interest" be expressly defined as including only cash payments made,

or credits given, by a bank for the account or benefit of a depositor.

In the Board's opinion such a change would carry out the basic purposes

of the statute and at the same time make possible a more practical ad-

ministration of the law.
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In this connection, the Board also rccoromends that the law

be clarified so as to make the same rules as to what constitutes a

payment of interest on deposits apply to member banks and nonmember

insured barks alike. Obviously this was the intent of Congress when

the law was originally enacted* However, in the application of the

statute, the Board has ruled that absorption of exchange charges by

menber banks is a payment of interest, whereas the Federal Deposit

Insurance Corporation has taken the opposite position with respect to

nonmember insured banks. A.S a result, member banks in some sections

of the country have been placed at a serious competitive disadvantage

with respect to nonmember banks, arid the check collection process has

been slowed up by the unnecessary circuitous routing of checks drawn

on nonpar banks• If the law should be amended as previously suggested

by the Board to define interest as including only cash payments or

credits, it is believed that absorption of exchange would come within

that definition. However, if the law should not be amended to include

such a definition, the Board believes that the law should be amended

either by including an explicit statement regarding absorption of

exchange charges by both member and nonmember insured banks, or, in.

the alternative, by authorizing either the Board or the FDIC to define

a "payment of interest" for both classes of banks.

It should be emphasized that this recommendation is made only

for the purpose of removing existing inequities which have arisen in

this field and. not for the purpose of forcing "par clearance" upon
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banks that now charge exchange. The Board's proposal relates not to

the making of exchange charges but to the absorption of such charges

as a device for paying interest on deposits. The purpose is simply to

make the same rules applicable to all insured banks and to preclude

situations in which nonmember insured banks are permitted to absorb

exchange while competing State and national member banks are not allowed

to do so,

With respect to this matter, the report of the Senate Banking

and Currency Committee recognized that the law should apply uniformly

to both classes of banks, but stated that the Board and the FDIC

should resolve the question by developing uniform regulations for both

member and nonmember insured banks. However, all efforts for such

uniform regulations, over a period of many years, have proved fruitless*

In the Board's opinion, the problem is one which can be resolved only

by specific legislation.

Conclusion

In view of the length of this statement, it may be appropriate

in conclusion to say again that the Board endorses the general objectives

of the pending legislation. With the few exceptions that have been

indicated, the Board approves the provisions of the bill insofar as they

affect the Federal Reserve System. Enactment of such a codification of

Federal statutes relating to financial institutions is long overdue and

bhe Board hopes that it will be approved,
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August 19, 1957,

Dr. O. B. Jesness,
Head,
Department of Agricultural Economics,
University of Minnesota Institute

of Agriculture,
St. Paul 1, Minnesota.

Dear Oscar:

Thank you for your nice letter of August 13 and I am
pleased to send you a copy of my prepared statement before the
House Committee on Banking and Currency regarding the proposed
'Financial Institutions Act of 1957. " As this prepared statement

dealt only with specific provisions of the proposed Act, while most
of the press comment was on the basis of my subsequent testimony
in response to questions from the Committee, we did not send it
to all directors. We are, however, sending copies of my statement
before the Senate Finance Committee to all directors, with the
thought that this statement of System policy would be of interest.
I am enclosing a copy for you.

It is thoughtful of you to write me and I appreciate your
kind comments.

With all good wishes,

Sincerely yours,

"ty.

Wm. McC. Martin, Jr.

Enclosures (statement of July 15 before House Banking and Currency Committe<
statement of August 13 before Senate Finance Committee)

mnm
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August 19, 1957,

Dr. O. B. Jesness,
Head,
Department of Agricultural Economics,
University of Minnesota Institute

of Agriculture,
St. Paul 1, Minnesota.

Dear Oscar:

Thank you for your nice letter of August 13 and I am
pleased to send you a copy of my prepared statement before the
House Committee on Banking and Currency regarding the proposed
'Financial Institutions Act of 1957. " As this prepared statement

dealt only with specific provisions of the proposed Act, while most
of the press comment was on the basis of my subsequent testimony
in response to questions from the Committee, we did not send it
to all directors. We are, however, sending copies of my statement
before the Senate Finance Committee to all directors, with the
thought that this statement of System policy would be of interest.
I am enclosing a copy for you.

It is thoughtful of you to write me and I appreciate your
kind comments.

With all good wishes,

Sincerely yours,

"ty.

Wm. McC. Martin, Jr.

Enclosures (statement of July 15 before House Banking and Currency Committe<
statement of August 13 before Senate Finance Committee)
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August 9.

The Honorable Merwiit Goad,
House of Representatives,
Washington 25, O.C.

D«ar Mr. Coad:

la view of our testimony recently and your
particular interest in agriculture, I thought you
might be interested in receiving an address which
Governor Cbas. N. Shep&rdson recently gave.
Governor Shepardson was formerly Dean of Agri-
culture of Texas A. and U. College aad has had
a great deal of practical experience in farming
as well as devoting » lot of time to the problems
of the farmer.

Perhaps *oa»r time we can get you down
to the Board for a visit with Mr. Shepardson,

With all good wishes,

Sincerely yours,

Enctosmre (?fCredit Policies and Their Implications for
Agriculture"- address of Mr. Shepardson at meeting

of the New England Agricultural Economics Council,
University of Connecticut, at Storrs, Connecticut,
on June 27, 1957)

cc: Governor Shepardson ** ?& . &<.++ <f
SIMILAR letter^ to-

Congressman Breeding of Kansas.
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2 5

The Honor abie Charles A. Vanik,
House of Representatives,
Washington 2£, D. 0.

Bear Hr. Vanikt

this is in response to your request of July 16f
la which you asked for sgr comment on two questions that you had
submitted in the hearings before the House Banking and Currency
Coffladttee on the Financial Institutions Aot of

1. la there any foundation in reports that substantial
amounts of investment capital have gone into temporary
refuge pending a stabilization of the current infla-
tions^ spiral, thereby avoiding eatailsent before
interest rates reaeh their most productive levels in
a free money market?

there is no evidence that investment funds have gone into
"temporary refuse". In fact, the rise in interest rates over the
past year and a half has attracted a record voiuaae of funds into
capital markets « Funds taade available to corporate borrowers in
the first half of this year were oat-third larger than in the first
half of 1956, and funds provided to State and local government bor-
rowers have been one-tenth larger than last year*

In meeting these large demands for funds, laany financial
institutions appear to have become heavily «loaned~up«. It is re-
ported that forward investiasnt commitments fey life insurance com-
panies are at record levels relative to the cosapanies* cash inflows*
Holdings of cash and of United States Government securities by cost-
asercial banks, savings and loan associations and mutual savings
banks are a much smaller share of the total assets held by these
institutions than earlier* Individuals are allocating such more
of their savings to direct investment in corporate and municipal
securities than they did a year ago. All the evidence available
indicates that the rise in returns offered to investors has sub-
stantially Increased the volume of savings made available to bor-
rowers seeking long-term funds.
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'
Ifce Honorable Charles A. ?anik -2~

Bejsands for funds, however, continue to exceed the total
amount of savings the community is willing to taake available for
these purposes. As can be expected in a free uarket eeonongr, the
intense competition fear funds has resulted in increases in the prioe
of money for most borrowers, and a drying-up of funds available for
those Investw»Bt» where rates are set, through administrative order
«r legislation, be leer prevailing market levels,

2. lhat is the extent in dollars of the internal genera-
tion of Investment capital by American corporations
through the sale of treasury-held stock, and what is
the percentage increase in such internal generation
during the past five years?

ifo statistics are available as to the issuance or sale of
treasury-toil Id stock by corporations, Bata ooa^iled by the Securities
and gjcchange Coimsission on security issues do not distinguish sales
of treasury stock from other issues. We have no information that
would enable us to answer this question,

I am sorry that we cannot give you more definite replies
to these specific questions. If there is any further information
that we can supply you, we shall be glad to endeavor to do so.

(Signed) Wm. McC. Martin, Jr,

Urn. WtsG. Iftortia, Jr.

WT:lim
7/25/57

cc: Miss Muehlhaus
Mr. Cherry
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Chairman Harbin

March 26, 1958

Memorandum to Board of Governors Subject; Changes in the pending
Financial Institutions Act agreed to

From Jerome W. Shay by the House Committee on Banking and
Currency in executive sessions.

Since March 11 the House Committee on Banking snd Currency has been
in executive sessions on the pending Financial Institutions Act (S. lU5l) as
passed by the Senate last March.

The changes agreed to by the Committee in the Senate-passed bill all
relate to various sections of Title I of the bill concerning national banks,
except for two changes agreed to today affecting Title II concerning the Fed-
eral fteserve System.

The changes in Title I are listed below as they have appeared in the
daily issues of the Congressional Record, beginning with the issue for March 13,
1958. The changes in Title II are listed at the end hereof under the date
March 26, 1958.

March 13. 1958

Definition of State bank in Title I was broadened to make sure that
any company receiving deposits or doing fiduciary business is covered.

A provision was added specifying the Comptroller of the Currency1s
salary shall be fixed by the Executive Pay Act, as it now is.

The amount of the surety bond for deputy comptrollers was raised
from #50,000 to ̂ 100,000 to conform to that of the Comptroller of the Currency.

Section 7(a), relating to employees of the Office of the Comptroller
of the Currency, was changed to read as it does in the existing law.

The prohibition in existing law and in section 8(a) of Title I
against the Comptroller of the Currency or any of his deputies owning stock
in national banks was broadened to cover State banks as well.

The prohibition in section 8(b) of Title I against employees of the
Office of the Comptroller of the Currency accepting employment in a national
bank within 2 years after leaving the Office was made absolute; under the
bill, this would have been permitted with the Comptroller's approval.
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March ll+, 1958

The provision in section 8(b) concerning employees of the Office of
the Comptroller of the Currency accepting employment in national banks was
broadened to make sure it covers all personnel under the Comptroller, includ-
ing the Deputy Comptrollers.

A provision was added to the bill requiring the Comptroller of the
Currency to include in his annual report to Congress information as to matters
indicating a need for changes in the National Bank Act, together with recom-
mendations for amendments to that act and related laws that he considers de-
sirable in the interest of the Government.

The factors to be considered in approving or disapproving an applica-
tion for a national bank charter were spelled out in section 12 of Title I,
which had merely incorporated by reference section 15 of the Federal Deposit
Insurance Act. These include adequacy of capital structure, earnings pros-
pects, character of management, convenience and needs of the community, and
conformity with requirements of the National Bank Act.

A provision was added to section 12 of Title I specifying that the
articles of association of a new national bank shall be subject to approval
by the Comptroller of the Currency. Approval would be granted or withheld in
accordance with the standards specified in section 12,

March 18, 1958

Section 20 of Title I was amended so as to authorize the Comptroller
of the Currency to approve issuance of preferred stock only if he finds this
is the "only practicable method" of obtaining desired and needed additional
capital. Under the Senate-passed bill, approval would be based on a finding
that preferred stock is the "most practicable method."

Section 20 was also amended by striking out the third sentence,
which provides that the Comptroller of the Currency's certification shall be
"conclusive evidence" that preferred stock issued by a national bank has been
validly issued.

Section 20 was also amended by striking out subsection (b), which
relates to valuing preferred stock at par for purposes of determining whether
a national bank's capital is impaired.

Section 35 was amended by striking out the last sentence of subsec-
tion (a), which provides that where a national bank purchases an obligation
in a State where such a purchase by a State bank is not subject to the State
usury laws, the purchase by the national bank shall enjoy a similar exemption.
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March 19

Section 36 was amended to permit national banks to make real-estate
loans insured or guaranteed by a State (either directly or through a State
authority), without regard to loan-to-value restrictions and limits on maturity
that would otherwise apply, if State banks may make such loans in the State.

The provision of section 39(f ) of Title I, which permits acceptance
of deposits by national banks under school thrift plans, was limited to in-
stances where such operations do not violate State law.

The provisions of section 39 (a) and (b) of Title I, permitting
national banks to retain branches in lawful operation on the date of enactment
of the McFadden Act, were amended to permit retention of branches in lawful
operation on the date of enactment of the new Financial Institutions Act.

March 20, 1958

Section 39 (b) of Title I was amended to provide that in case of a
merger or consolidation where the continuing bank is a national bank, it may
keep branches it had at the time of the merger or consolidation on3.y if the
Comptroller of the Currency approves.

Section S>1 of Title 1, specifically prohibiting State examination
and licensing of national banks, was stricken from the bill.

March 21, 1958

A new section £l was added to Title I subjecting national banks to
all provisions of State law on installment credit, including licensing and
examination by State supervisory agencies.

Section U£ of Title I, relating to national banks acting as in-
surance agents and real estate brokers, was stricken from the bill, and a
provision inserted permitting those banks which were engaged in such activ-
ities on January 1, 1958, to continue to do so, if they comply with State
license requirements.

All provisions of the bill authorizing stock option plans for
national banks were stricken,

Section 36 (a) of Title I was amended to permit national banks to
make FHA section 203 real«estate loans without regard to the existing limita-
tions as to capital and surplus and time and savings deposits.
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Sectiori 36(e), which provides that business loans made primarily

in reliance on the borrower's credit standing and forecast of operations
shall not be subject to the restrictions on real-estate loans, even though
secured by a real-estate mortgage, was broadened to cover such loans to mer-
chandising concerns.

A new provision was added to the bill spelling out procedures for
approval by the Comptroller of the Currency of applications for new national
bank charters, and granting a right to judicial review of the Comptroller's
action in such cases.

A provision was added to section U9(c) of Title I providing for
annual audit by GAO of the Comptroller's use of examination fees paid by
national banks.

A provision was added to section 5>0, which relates to confidentiality
of examination reports, specifying that such reports shall be made available
in response to subpoena of any Federal or State court of record.

March 25, 1958

The Committee deferred consideration of a proposal to amend S,
so as to establish a system of small-business capital banks, and voted, to con-
sider this and other proposals before the Committee which would provide equity
financing for small business in connection with the hearings on unemployment
problems, scheduled to begin April liu

March 2.6 , 1958 - Changes in both Title I and Title II

On the basis of oral advice, it is understood that today the
following changes were agreed to by the Committee:

Section 5U(a)(3) of Title II, relating to bank holding companies,
was changed to require advance approval by the Board of the acquisition of
all or substantially all of the assets of a bank by any bank holding company
or subsidiary thereof, even though the acquiring institution is a bank.

Section 32 (b) of Title I and section 23(d) of Title II were changed
to delete the provisions thereof under which a national bank or a State member
bank might purchase and hold stock of another bank for not to exceed 90 days.
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