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Form No. 131

Office Correspondence
To

FEDERAL RESERVE
BOARD

Date __Ian. 28,1933

Govenaor  Uleyer Subject:  Changes in Glass Bill

From Lir. Wyatt, General Counsel., recommended but  not made.

OPO

Dear Governor Meyer:

I am handing you herewith copies of letters which you ad-

dressed to Senators Glass and Norbeck, respectively, under dates of

May 7 and June 3, 1932, respectively, calling their attention to cer-

tain important changes which you thought should be made in the Glass

Dill, S. 4412, and also a one page summary of the amendments suggest-

ed in your letter to Senator Glass.

The only one of these suggestions which has been adopted

is that allowing five instead of three years for the divorce of af-

filiates.

I invite your attention especially to the fact that, in

the form in which it passed the Senate, the Glass Bill would repeal

the amendment of May 19, 1932, to section 13 of the Federal Reserve

Act, which authorizes Federal reserve banks to accept debentures or

other such Obligations of Federal intermediate credit banks as col-

lateral security for advances to member banks.

If the House Committee on Banking and Currency holds

hearings or requests recommendations on the Glass Bill, you may

desire to call this matter to its attention.

Respectfully,

Walter WA- tt,
General6 ounsel.

Letters attached.

2-8495
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February 9, 1933.

RECOMMEUDATIOUS OF TEE FEDERAL RESERVE BOARD
WHICH HAVE 1TOT BEEN ADOPTED IN THE GLASS BILL.

In its letter of March 29, 1932 addressed to Senator Norbeck,

Chairman of the Committee on Banking and Currency of the United States

Senate, the Federal Reserve Board made a number of recommendations with

reference to the provisions of the Glass Bill, S. 4115. Some of these

recommendations have been incorporated in the revised bill, S. 4412, and

others have not. There are summarized below the recommendations con—

tained in the Board's report of March 29, 1932, which have not been

adopted substantially in the bill, S. 4112, in the form in which it

was -passed by the Senate on January 25, 1933. No mention is made of

provisions of the bill which are substantially as recommended by the

Board.

(Page and section numbers refer to the bill
S. 4412 as it passed the Senate on January
25, 1933, unless otherwise indicated, and
the bill in this form is referred to in this
memorandum as lithe present billn.)

SECTION 2.

Definition of the term  "affiliated. (Pages 2,3) 

The Board's recommendations on this subject have been incorporat—

ed in the present bill. It may be noted, however, that certain addi—

tional changes in the definition of the term flaffiliatet have been made.

The provision that this term shall include an organization of which a

majority of the members of its executive committee are directors of a
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member bank has been stricken from the present bill. Another change is

the sub-division in the preselat bill of the several classes of institu-

tions defined as affiliates so as to make a distinction between "affili-

ates" generally and "holding company affiliatesn.

SECTION 3.(b)

Voting by groups or chains in elections of Fed-
eral reserve bank directors. (Pages 4,5).

The Federal Reserve Board recommended the omission of a provi-

sion (contained in section 4 of S. 4115) which prohibited a bank which

belongs to a group or chain or which is not controlled by local residents

from voting for Federal reserve bank directors. The present bill pro-

vides that when two or more member ba.-111-s are affiliated with the same

holding company affiliate only one of such banks may participate in the

nomination or election of Federal reserve bank directors.

In connection rith its recoLnendation on this subject, the Board

said that this section "prohibits banks that belol-,g to a group or a chain

from voting for Federal reserve bank directors. The wording of the sec-

tion is such as not to confine the prohibition to gruup and chain banks,

however, but to include all banks that are not controlled entirely by

locally resident stockholders. Since the stock of many important banks

is widely owned throughout the country, this might restrict the voting

privilege to smaller and less important banl:s that are orned by local

stoCkholders. It is to be feared that this section would bar from par-

ticipation in the selection of Federal reserve directors many of the
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SECTION 4.

L-17

Distribution of earnings of Federal 
reserve banks. (Page 5) 

The Federal Reserve Board recommended that the Secretary of the

Treaaury be authorized in his discretion to use the franchise tax re-

ceived from Federal reserve banhs for investment in obligations of the

proposed Federal Liquidating Corporation, but the present bill provides

that all net earnings of a Federal reserve bank after payment of divid-

ends, claims and expenses shall be paid into the surplus fund of the bank.

In discussing the corresponaing section of S. 4115, (Section 5), the

'Board said: "This section would amend the first paragraph of Section 7

of the Federal Reserve Act so that, after the payment of expenses and

dividends, all of the net earnings of a Federal reserve bank over and

above any aD.ounts necessary to restore its aurplus to the amount on De-

cember 31, 1931, would be paid to the 7ederal Liquidating Corporation. The

amendment is also worded in auch a way as to prevent the payment of any

dividends out of surplus and to prevent the payment of dividends whenever

the surplus of a Federal reserve bank is less than it was on December 31,

1931.

"A different method of financing the liquidating corporation is

proposed and will be discussed under the appropriate section. For this

reason a modification of Section 5 is suggested which would not change

the provisions of the present law in regard to the surplus of the Federal

reserve banks, but would authorize the Secretary of the Treasury to use

the franc:lise tax received from the Federal reserve banhs for the purpose

 -411111.smolldalli
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of supplementing the funds of the corporation.fl

SECTIO 5(b).

Reports of affiliates of State member banks. (Page 6) 

The Board stated in its letter that "With resDect to affiliates,

the Board believes that ihiportant reforms to be accomplished at the pres-

ent times are the granting of power to the supervisory authorities to ob-

tain reports and to make examinations of all affiliates of member banks

and the prescribing of limitations on the loans that a member bank may

make to its affiliates. The Board realizes that many evils have developed

through the operation of affiliates connected 7ith member banks, par-

ticularly affiliates dealing in securities.17

The Board also recommended that, in dealing with affiliates, the

following principles be observed: u(1) To require them to make reports

and to suImdt to examination at the discretion of the Board or the Comp-

troller; (2) to limit the loans that can be extended to an affiliate by

a member bank; and (3) to Prohibit the tying up of capital stodk of an

affiliate with the capital stock of a member bank. In favoring these

limitations, the Board has in mind that it may not be desirable to

abolish all the existing relationships between member banks and their

affiliates, but that it is desirable to protect the operations of the

member banks from being unduly influenced by their affiliates. Recent

experience has demonstrated that operations of the affiliates at times

have unfavorable effects on the condition of member banks.t/

The Federal Reserve Board accordingly recommended that reports
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of affiliates of State member banks ube required only when deemed neces—

sary by the Federal Reserve Board." The present bill provides that a

State member bank shall obtain from each of its affiliates, other than

member bank , and furnish to the Federal reserve bank and the Federal Re—

serve Board, not less than three reports of condition each year on dates

identical i-ith the reports of the affiliated member bank and such addi—

tional reports as the reserve bank or the Board may deem necessary. The

provision requiring such reports to be made is mandatory; but they are

required to contain only such information as, in the judgment of the

Federal Reserve Boar, shall be necessary to disclose fully the relations

between such affiliate and such bank and to enable the Board to inform

itself as to the effect of such relations upon the affairs of such bank.

The reports of affiliates are to be published by the bank under the same

conditions as govern its own condition reports.

(Substantially the same provisions are contained in Section 24

of the present bill with reference to reports of affiliates of national

banks, except that the reports are made to the Comptroller of the Cur—

rency instead of the Federal Reserve Board.)

sEcTior 5(b).

Dealings in stocks and investment securi—
ties by State member banks. (Page 8) 

The present bill contains a provision to the effect that State

member banks Shall be subject to the same limitations and conditions

as are national banks rTith respect to the purchase, sale, underwriting

 vamssms.m..adilm141111
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



4

and holding of investment securities and stock. There was no such

provision in S. 4115; but the Board recommended that the provision in

Section 15 of S. 4115, which restricted dealings in investment securi—

ties by national banks, be omitted entirely.

(The provisions on this Tabject regarding national banks are in

Section 15 of the present bill.)

SECTION 5(b).

Divorce of stock of State member bank from
stock of other corl,Dorations. (Page 8) 

The present bill contains a provision to the effect that, after

five years frum the passage of the Act, no certificate of stock of a

State member bank shall represent the stock of any other corporation

except a member bank, nor shall the uwnership or transfer of the stock

certificate of such a bank be conditioned upon the ownership or transfer

of a certificate of stock of another corporation, except a member bank.

S. 4115 contained no such provision regarding the stock of State member

banks. There was a similar provision regarding the stock of national

banks (Section 17 of S. 4115), which would have become effective immedi—

ately, and the Board recommended that it be retained butthat it be made

effective after three years. The Board also recommended in connection

with its discussion of affiliates that the bill "prohibit the tying up

of capital stock of an affiliate with the capital stock of a member bank."

(The provision on this subject a-)plicable to the stock of nation—

al banks is found in Section 17 of the present bill.)
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SECTION 5 (b).

Right of an affiliate of a State member bank to 
vote stock held  by it in such bank. (Page 8) 

Under the present bill, each State member bank affiliated with a

holding company affiliate is required to obtain from such affiliate,

within a period prescribed by the Board, an agreement that the affiliate

will be subject to the same conditions and limitations with respect to vot-

ing stock in the bank as are applicable in the case of holding company af-

filiates of national banks (under Section 18 of the bill); and for failure

so to do the membership of the State bank in the Federal Reserve System may

be forfeited. If the Board revokes the voting perwit (required by Section

18) of any holding company affiliate, the membership of any State member

bank affiliated with it may be forfeited.

Section 20 of S. 4115 contained provisions with reference to the

conditions under which holding company affiliates of national banks may

obtain permits to vote stock owned by them in such banks, but these pro-

visions were not made applicable to State member banks. The Board recom-

mended a number of changes in these provisions, and that substantially the

same provisions, with the changes recammended, be made applicable also to

affiliates of State member banks. The provisions applicable to affili-

ates of national banks, hcywever, (to which affiliates of State member

banks are also subject) have not, except in a few respects, been made to

conform to the recommendations of the Board on the subject.

(The provisions referred to are described below more in detail in

Section 18 hereafter.)
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SECTION 5(b).

Examination of the affiliates of State 
member banks. (Page 9) 

The Federal Reserve Board recommended "in order that gait-

able provision - may be made for the examination of affiliates of

State member banks when deemed necessary" that such examinations be

authorized to be made when deemed necessary in order to inform the

Board or the Federal reserve bank of the relations between the affili-

ate and the member bank and the effect of such relations; that the ex-

aminer be authorized to examine officers and employees of the affiliate

under oath; that the expenses of the examination be assessed, in the

discretion of the Board, against the affiliate; and if not paid by

the affiliate, against the member bank; and that a refusal by the affil-

iate to permit an examination or to give necessary information be

penalized by a fine against the member bank of $100 per day.

The present bill requires such examinations of affiliates of

State member banks to be made in connection with the examinations of such

banks as shall be necessary to disclose fully the relations between

such banks and their affiliates and the effect of such relations; the

expenses of such examination may, in the discretion of the Board,

be assessed against the bank examined; and, in the event of the refus-

al of the affiliate to give information or to peralit an examination,

or in the event of the failure of the bank to pay the cost thereof,

the membership of the bank: may be forfeited. The provisions reccm-
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mended by the Board as to examinations under oath, payment of expenses

of examination by the affiliate, and penalties cf $100 a day, are

milted.

(Provisions with reference to examinations of affiliates of

national banks are contained in Section 25 of the present bill.)

SECTION 6.

Offices of the Federal Reserve Board. (Pages 10-13).

The Federal Reserve Board recommended that if the authority

of the Secretary of the Treasury, contained in existing law, to assign

quarters to the Federal Reserve Board is repealed, nit would seem that

the Board should be authorized to purchase or construct a building for

its own use and that, in the interest of convenience and efficiency,

space should be provided in such building for the Comptroller of the

Gurrency and his staff and for the proposed Federal Liquidating Corpor-

ation.0 The Board, however, is not given authority to purchase or

erect a building in the present bill, and the provision of existing

law authorizing the Secretary of the Treasury to assign offices to the

Board has been milted.

SECTIOY 7.

Open Market Committee. (Page 13) 

The provisions of Section 10 of S. 4115 creating the Federal

Open Market Cammittee have, with some changes, been retained in the
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present bill.

The Board said in its letter "With respect to the section

of the bill dealing with open market operations, the Board calls

attention to the fact that there is already in existence an open

market committee on which each of the Federal reserve banks has rep-

resentation. This has come about as the result of natural develop-

ment. The Board believes that it would be inadvisable to disturb

this development by crystalizing into law any particular procedure.

The Board believes that nothing further is necessary or advisable at

this time than an amendment clarifying its power of supervision over

open market operations of the Federal reserve banks and their rela-

tionships with foreign banks, as set aut in the memorandum attached."

The Board suggested as a substitute for the provisions

on this subject certain amendments to Section 14 of the Federal

Reserve Act: (1) clarifying the Boardls power over open market

operations, and (2) improving and clarifying one of the provisions

of the bill with respect to the considerations which should govern

purchases and sales on the open market, so as to apply not only to

purchases and sales "of paper" but to any open market transactions.

The first of these suggested amendments is not incorporated in the
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present bill and while the phraseology of the provision with respect

to the considerations governing open market operations has been

changed, it has not been altered in the manner suggested by the

Board.

The Federal Reserve Board pointed out that the statement

in Section 10 of S. 4115 that "To Federal reserve bank shall engage

in open market operations A * * except after approval and authoriza-

tion by the Committee", appears to be too rigid. The Board said that

this provision "deprives an individual reserve bank of all authority

to maLe purchases in the open market except after obtaining the con-

sent of both the Board and the committee. The open market committee

would have no authority to act without approval of the Board and the

Board would have no authority to act without approval of the commit-

tee. This would result in the possibility of obstruction of any

system program and would tend to make the operation of the Federal

reserve system less timely and less efficient." In the present

bill the provisicns referred to have been changed slightly in form,

but little in effect.
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SECTIOU 7.

Federal Liquidating Corporation. (Pages 14-28).

The Board said in its letter that it nis in favor of estab—

lishing a liquidating corporation, but proposes to limit the scope of

its operations to m.erlber banks and suggests a different method of

financing it, together with certain changes in the provisions for

its ad2aLaistatio-a.

Accordingly, the Board suggested in lieu of the provisions

of section 10 of S. 4115 on this subject, a proposed substitute which

provided a number of material changes. In submitting this substitute

the Board said: miThe substitute would confine the benefits of the

L-17

liouidatin6; corporation to member ba:'2:s. Provision is made for assist—

ance to nonmember banks in the Reconstruction Finance Corporation Act,

and it would render membership in the System more attractive if the

benefits of the Corporation were co-afined to m.eriber banks. In the

substitute it is proposed that $100,000,000 of the capital of the li—

quidating corporation be subscribed by the Treasury. This subscrip—

tion to capital may be considered as being derived from the franchise

tax previously paid to the Treasury by the reserve banks. In addi—

tion, it is proposed that the corporation be authorized to issue

debentures up to twice the amount of its subscribed capital and that

the rederal reserve banks be given authority to purchase those de—
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'Dentures up to one-fourth of their surplus. This is not a propitious

time to ask the ..lember banks to contribute to the liquidating corpora-

tion. The banks are going through a very difficult period and to

tax them for this purpose would be a considerable hardship on them.

"In order to make the operations of the corporation more

easily manageable, it is proposed that the directorate be comprised of

five members instead of fourteen as proposed in the bill."

Some of the suggestions of the Board mentioned in the above

quotation have been adopted in the present 'All. The provisions of

the present bill confine the benefits of the liquidating corporation

to member banks (paragraph (a)) and debentures may be issued by the

corporation up to twice the amount of its capital (and this would seem to

mean "subscribed capital", though it is not clear) (paragraph (m)). The

directorate of the corporation is to consist of five members (paragraph (b)).

The other recommendations of the Board, mentioned in the above quotation,

namely, as to capital stock and the purchase of debentures of the corporation

by Federal reserve banks, have not been adopted.

The present bill provides for three classes of capital stock;

Class A stock, to be subscribed by member banks in an amount equal to

one-fourth of one per cent of their deposits; Class B stock, to be sub-

scribed by the Federal reserve banks in an amount equal to one-fourth of

their surplus (paragraphs (d) and (e)); and stock in the amount of $125,000,-

000, to be subscribed by the United States (paragraph (c)). One-half of the
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Class A stock (paragraph (e)) and of the Class B stock (paragraph (d))

is apparently required to be paia in on the organization of the corpor-

ation ana the remainder is subject to call (paragraphs (d) and (e)).

None of the stock subscribed by the United States is to be paid in on

organization, but is subject to call by the board of directors of the

corporation; and $125,C00,000 is authorized to be appropriated for

payment for the stock (paragraph (c)).

In aadition to the points mentioned above, there are a

number of other differences between the provisions of the present bill

and the Board's suggested substitute. Many of these are differences

of relatively slight importance or of language only. Others, however,

are more substantial and those which appear to be material will be

noted here:

The Board's suggested substitute provided that debentures issued

by the corporation should be guaranteed by the United States and paid

by the United States if the corporation should be unable to pay them,

but this amendment has not been adopted.

The present bill (paragraph (b)) contains a provision (not found

in the Board's proposed substitute) that no member of the board of

directors cf the corporation (consisting of the Comptroller of the

Currency, a member of the Federal Reserve Board and three members appointed,

by the governors of the Federal reserve banks) shall receive any additional

compensation for his services as such member.
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Both under the present bill (paragraph (h)) and the Board's

proposed substitute, an officer or employee of the United States may

be an officer or employee of the corporation; but the present bill does

not specifically authorize an officer or employee of the United States

to be a director of the corporation as does the Board's substitute.

The present bill (paragraph (i)) requires the board of directors

to administer the affairs of the corporation fairly and impartially and

without discrimination among member banks and to extend to member banks

such accommodations as may be safely and reasonably made with due regard

for the claims and demands of other member banks. This provision was

not contained in the Board's substitute.

The present bill, in providing for Class A stock to be subscribed

by the member banks and Class B stock (paragraphs (d) and (e)) to be sub-

scribed by Federal reserve banks, contains a number of provisions with

reference to the attributes of this stock and the manner in which Class A

stock shall be increased or decreased according to increases or decreases

in the amount of deposits of member banks or in the number of member

banks (paragraph (f)).

The Board's proposed substitute authorized the dealing in real

or personal property to the extent necessary or convenient for the

transaction of the corporation's business, but this provision is not

included in the present bill.

The present bill does not contain the provision suggested by the

Board that the corporation be authorized to appoint
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its emnlo-cpes without reEard to the provisions of other laws anpli-

cable to the employment and comnensation of officers and employees

of the United States.

The present bill contains a provision (not found in the

Board's proposed substitute) for a valuation coDmittee (which in-

cludes the receiver, a representative of the insolvent bank and a

third member, selected by these two, but does not include a repre-

sentative of the corporation). Loans on and purchases of the assets

of the closed member banks by the corporation are to be made on the

basis of valuations made by this committee (naraEraph (j)).

The present bill does not contain a provision (suggested

by the Board) that in no case shall the corporation make any loan

or purchase any assets in an amount which shall not fully protect

the corporation.

The present bill requires the corporation to pay to the

receiver any excess realized upon the assets purchased (paragraph (j)),

but does not contain suCh a requirement as to an excess realized upon

assets on which a loan has been mnde (as provided in the Board's substi-

tute.)

The present bill provides for the deduction of a liquidation

fee of 8% of the amount realized upon the assets purchased (paragraph

0)); whereas the Board suggested the deduction of the expenses of
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liquidating the assets and an amount equal to interest at the rate

of er, per annum, and required that all loans made by the corpora-

tion to receivers bear interest at 6% per annum.

The present bill contains a provision authorizing the

corporation to purchase the assets of banks in the hands of

receivers on the date of the organization of the corporation on

the same general terms and conditions as are applicable in the case

of banks closed after that date (paragraph (114). This provision

appears to be unnecessary; and the same effect is accomplished by

the provisions of the Board's proposed substitute, although an

express provision of this kind is not found in the substitute.

The present bill also recognizes the right of the

corporation to enter into negotiations to secure the reopening of

closed member banks (paragraph (k)). Express authority for this

purpose is not given in the Board's proposed substitute.
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SECTION 8. 

Loans on :ae::.ber banl:s 1 collateral notes. (Page 28 

The present bill Providesthat, if a member ban, 7hile in-

debted to a Federal reserve banl: on a fifteen day collateral note and

despite a 7arning of the Federal reserve S. or of the Federal Reserve

Board, increases sSutstandng loans for the purpose of purchasing

or carrying stocl:s or investleut securities (except obligations of

the United States), its note shall be irmediately due and payable and

the :IeJoer banl: shall be ineligible to borrow on such fifteen day notes

for such period as the Federal Reserve Board shall determine.

The Federal Reserve Board recommended that the provisions

of Section 11 of S. 4115 on this subject be omitted and that an amend-

ment be adopted increasing the maximum maturity of advances to meMber

balizs on their promissory notes secured by eble paper from 15 to

90 days; but, except for the omission of two provisions of S.4115 to

which the Board objected, the Board's recommendationson this subject

have not been adopted.

In this connection the Board said: "The Board is not in

sympathy with the provisions of the bill discriminating against member

bami: collateral notes. Experience shows that the particular instru-

ment on which Federal reserve credit is obtained is not an adequate test

Sf the use to be made by the member banl: of the proceeds of the credit

and that an attampt to control speculation through restrictions on member

S. nk collateral notes would not be effective in accomplishing the

purpose of this section of the bill. Indeed, it probably would

interfere seriously with the convenient and economical operation of the

system. In this connection, the Federal Reserve Board desires to
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renew the recommendation made in its annual reports for several years,

that the maturity for which advances may be made to member banks on

their promissory notes secured by paper which is eble for discount

S. increased from fifteen to ninety days. Such an amendment wuuld be

eapecially helpful to country banks."

The Board also said that the theory underlying this section

(Section 11 of S.4115) namely, "that there is a more direct connection

between member bank collateral notes and the use of reserve credit for

speculative activity than between other borrowings and this activity

is unfounded. Member banks borrow on 15-day notes, because of the ,c.:reater

convenience both to them and to the Federal reserve bank; and, if this

form of borrowing were prohibited or made more expensive, they wpuld

merely substitute the procedure of rediscounting eble paper without

any chane in the use of the proceeds. For these reasons, it is believed

that this section would make the operation of the Federal reserve banks

less efficient and more expensive."

(It may be noted that the present bill amends the seventh

S. ragraph of Section 13 of the Federal Reserve Act; but, due to

the insertion of another paragraph in section 13 by the Act of

July 21, 1932, the paragraph intended to be amended is not now

the seventh paragraph, but the eighth paragraph. Furthermore,

the enactment of the present bill would repeal the amendment

to the paragraph in question which was contained in the Act

Sf May 19, 1932, and which authorized the use of obligations

of Federal intermediate credit banirs as security for member

bank 15 day notes.)
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SECTION 9.

Foreign Transactions of Federal reserve banks (Pages 29,30) 

The principal recommendations rrhich the Board made with re-

spect to Section 12 of S. 4115 dealing with the supervision of the

Federal Reserve Board over foreign transactions and relationships of

Federal reserve banks have been adopted in the present bill. One IJoint

of difference, however, may be noted. S. 4115 provided that a report

of all conferences or negotiaticyas and material facts appertaining

thereto be filed rith the Federal Reserve Board in rriting and simed

by all representatives of the Federal reserve bank attending such con-

ferences or negotiations. The Board recommended the omission of the clause

requiring the representatives of the Federal reserve bank to sign the

report. The present bill requires that a report of such conferences

or negotiations be filed the Board in rriting by a duly authorized

officer of each Federal reserve bank rhich shall have participated there-

in.

RECTIOU 10.

Reserves of member banks(page 30) 

Section 13 of S. 4115 contained a revision of the provisions

rith reference to the reserve requirements of me:Jber ba--11:s; and the

Board recommended that these provisions be stricken out and that there

be substituted a revision of Section 19 of the Federal Reserve Act in

accordance rith the recommendations of the System's Committee on Reserves,

with some modifications. The provisions of S. 4115 have been omitted

from the present bill; but the Board's reco.a..lended substitute (uith the

exception of a provision forbidding a member bank to act as the medium
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or agent of a non-banking institution in making collateral loans to

brokers or dealers in investment securities) has not been incorporated

therein. The present bill does not contain any provision with reference

to reserve requirements of member banks.

On this subject the Board stated that it was "of the opinion

that the adoption of a system of reserves based on velocity of accounts

as well as on their volume as recommended by the System's Committee

on Reserves, would be an important step in strengthening the influence

that the Federal Reserve System could exert in the direction of sound

creS it conditions."

The Board also said in this connection, "Any thorough-going

revision of Section 19 of the Federal Reserve Act should base

reauired reserves, in so far as practicable, upon the activity

of the business handled through each bank, rather than on an

arbitrary classification of ban2:s accordill to location. A proposal

submitted in the 'Report of the Committee on Bank Reserves of the

Federal Reserve System' embodies a method of calculating required

reserves wllich is believed to be sound in principle and which would

make fluctilations in the volume of required reserves exert an influence

in the direction of sound credit conditions and would also eliminate

many inequitable and unfair features of the present law."

SECTION 11

Loans b Member Banks to Exeautive Officers or
Relatives. (Pa.7es  3o-3q1

Thereprovision in the present bill, not contained in

S.4115 and not recommended by the Federal Reserve Board, which for-

bids a member bank to loan to its executive officers and forbids them

tI borrow fro= the bank. It also requires an executive officer of a
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bank who borrows from any other bank to make a report thereof to the

chairman of the board of directors of his bank; and further, that if

a spouse, brother, sister, lineal ancestor or direct descendant of an

exeautive officer of any meMber bank borrow from such bank, the officer

shall make report thereof to the chairman of the board of directors.

Violation of this section is made a crime, subject to fine or imprison-

ment.

SECTION 12.

Loans to or investments in stock of affiliates.
(Pa4.es 32-34) 

The provisions recommended by the Federal Reserve Board with

respect to the limitations upon loans or extensions of credit to af-

filiates by ma:ber banks and upon i-TvestIlents in the stock or obliga-

tions of such affiliates by me:lber banks have been adopted aubstantially

ia the present bill. One exception to this statement, ho7ever, r]ay be
-

noted.

Among the limitations provided by this section is a require-

ment that a loan or extension of credit to an affiliate of a manber

bank be secured by collateral having a narket value of at least 20%

mnre than the amount of the loan or extension, except loans or exten-

sions seaured by obligations of the United States, Federal intermediate

credit banks, Federal land banks or paper eligible for rediscount

by Federal reserve banks. The Board recom:nded that an exception

to this limitation be made also in favor of loans secured by obliga-

tions of the Reconstruction Finance Corporation, but sudh an exception

is not contained in the present bill.

SECTION 13.

Limitation on Investlents in Bank Premises. (Page 34) 
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The Federal Reserve Board recommended a provision that no

national bayik, without the permission of the Comptroller of the

Currency, and no State member bank, without the permission of the

Board, shall invest in bank premises, or in stock or obligations of,

or in loans to, any corporation owning or holding its bank premises,

a sum exceeding the amount of the bank's capital stock.

The present bill adopts in substance this Provision recom-

mended by the Board, but the language of the provision is somewhat

chanced and loans upon the security of the stock of any such corpora-

tion holding bank premises are included within the investments to which

the limitation applies.

SECTION 14.

Jurisdiction of Federal Courts over cases involving 
foreign  banking transactions. (Page 35) 

The present bill contains a provision, not found in

S.4115 and not recommended by the Federal Reserve Board, which con-

fers upon District Courts of the United States jurisdiction over

any case to which a corporation organized under the laws of the

United States is a party and which arises out of transactions in-

volving international or foreign banking, either directly or through

the agency, ownership or control of branches or of local institutions

in foreign countries.

SECTION 15.

National Banks granted all powers of State Banks. (Page 36.) 

The Federal Reserve Board recommended the omission of a

provision of Section 15 of 3.4115 authorizing a national bank to engage

in all forms of banking business permitted by the laws of the State in

which it is located to "banks of deposit and discount" organized under
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such State laws, except to the eXteAl that the exercise of sudh po7ers is

forbidden by the laws of the Urited States. The Board said in this con-

nection that this proon "apparentl:- is intended to enable national

banks to compete more effectively rith State banks. Its tendency would

I e to lower the standards of banking in the national banking system

to the standard of the State banks, where more liberal powers are

granted to State banks by State law."

The provision in question, however, has been retained in the pres-

ent bill, with the quacation that this section shall take effect five

years after the date of the approval of the Act.

SECTION 15.

Dealings in investment securities. (PaEes 36-38) 

The Board recommended that a number of provisions, contained in

Section 15 of S.4115, which referred to dealings in investment securities

by Jational banks and prescribed certain limitations thereon, be omitted

frII. the bill. In This connection the Board said: "This section would

make it necessary for meMber baaks to dispose of a large amount of securi-

ties at this time 7hich r.rauld be very unfortunate. Since it is aimed gen-

erally at investments in securities, it is believed that sIurpo is

covered sufficiently by the proposed substitute for Section 3 of the Bill.

"The definition of investment securities which is contained in the

law, as amended by the Act of February 25, 1927, would be stricken out

and apparently the Comptroller would be --iven unlinited power to prescribe

his own definition except that stocks could not be included. This mo

cation is .5-

I

undesirl.

rhe reasons stated, it is recommended that this section be

omitted entirely."
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The definitiS n of investment seaurities contained in existing law

has been restored in effect in the present bill. The other provisions on

this subject, however, which the Board recommended be omitted, have been

retained in the present bill with certain changes and with the qualifica-

tion that the section shall not take effect until five years after the

approval of the Act. Under Section 5 of the present bill, furthermore,

these ;provisions are applicable also to State member banks.

The present bill provides in effect that:

Dealings in investment securities are limited to the purchase and sale of

such securities, without recourse, solely ulpon the order and for the account

of customers, except that a member bank may purchase and hold for its own

accS unt investment securities under limitations and restrictions prescribed

by regulation of the Comptroller of the Currency.

No member bank shall underwrite any issue of seaurities.

The total amount of any one issue of investment securities of any one

obligor purchased after this section takes effect and held by a member bank

for its own account shall not exceed 10 per cent of the total amount of

such issue outstanding, but this limitation does not apply to any issue not

in excess of $100,000 and not in excess of 50 per cent of the capital of the

S. and the total amount of investment seaurities of any one obligor

purchased after this section takes effect and held by a member bank for its

own account shall not exceed 15 per cent of the paid-up unimpaired capital

S f the bank and 25 per cent of its unimpaired surplus.

No member bank may purchase the stock of any corporation, except as other-

wise permitted by law, and except that a bank may invest not more than
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posit cam-oanies. These limitations do not apply to obligations of the

United States, to obligations (whether general or special) of any State or

any subdivision thereof, or to obligations issued under the authority of

the Federal Farm Loan Act.

SECTIOY 16(b) 

Capital Requirements of State Member Banks. (Page 39).

The present bill contains a provision, not found in S. 4115 and

not recammended by the Federal Reserve Board, which amends Section 9 of

the Federal Reserve Act so as to eliminate the provision of existing law

under which a State bank is permitted to become a member of the Federal

Reserve System with a capital equal to only 60 per cent of the amount

required for the organization of a national bank in the place in which it

is situated. The capital of State meMber banks hereafter admitted to the

System, therefore, would be required in all cases to be equal to that

required of national banks located in places of like size.

SECTIOIT 17.

Divorce of Stock of National Ballks from stock 
of other cor-oorations. CRage 39).

The present bill provides that, after five years from the passage

of the Act, no certificate of stock of a national bank shall represent

the stock of any other corporation "except a member bank"; nor shall owner-

ship or transfer of a stock certificate of a national bank be conditioned

upon the ownership or transfer of a certificate of stock of another corpor-

ation "except a member bank".
44
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This provision is as recommended by the Federal Reserve Board

except that (1) the Board s-uiggested that it become effective three years

after the passage of the Act instead of five years thereafter; and (2) the

qualifying phrase "except a member bank" was not contained in the Board's

recommendation.

(Similar provisions regarding certificates of stock of State

member banks are incIucied in Section 5(h) of the present bill).

SECTION 18. 

Right cf an affiliate of a national bank to 
vote stock held by it in such bank. Pages 39-45).

The Federal Reserve Board recummended a number of changes in the

provisions which appeared in sections 19 and 20 of S. 4115 with reference

to the conditions under which an affiliate of a national bank might vote

stock held by it in such bank, and also recommended that a new section be

added imposing similar requirements upon affiliates of State member banks.

The present bill does not contain the provisions recommended by the Board

on this subject, although, as explained heretofore under Section 5(b), a

State member bank is required to obtain from its holding company affiliates

an agreement to comply with the same requirements which are applicable to

national bank affiliates under this section. In this connection the Board

said;

"Under the definition of 'affiliate' contained in Section 2 and

under the provisions of Sections 6, 27, and 28 of the Bill (S. 4115), if

amended in accordance with the recommendations contained in this report,

all holding companies which control member banks and all banks owned or
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controlled by such holding companies will be affiliates of such member

banks and will be required to make reports and submit to examinations

whenever deemed necessary or advisable by the Comptroller of the

Currency, the Federal Reserve Board or examiners appointed by them; and,

therefore, it is suggested that the provisions regarding examinations and

condition re-ports of holding companies be omitted from this section and

from the corresponding sections regarding holding companies which own or

control State member banks.

"It is also suggested that there be inserted in Section 19 and

in the proposed new Section 20 certain additional provisions providing

for the regulation and supervision of holding companies and requiring all

eligible State banks controlled by them to be members of the Federal

Reserve System."

The salient features of the provisions recommended by the Board

on this subject were as follows: Shares owned or controlled by an affili-

ate of a national bank  or any representative or agent of such affiliate

shall not be voted unless such affiliate has filed an agreement with the

Comptroller of the Currency to comply with the provisions of this section.

Within one year from the date of any such agreement each nonmember State

bank owned or controlled by such affiliate, if eligible, shall apply for

membership in the Federal Reserve System and if not admitted or, if after

admission, it ceases to be a member, such affiliate shall divest itself

of all interest in such bank. Each such affiliate shall, on and after

January 1, 1934, hold unpledged readily marketable assets, other than

bank stock, equal to 15 per cent of bank stocks held by it and shall
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reinvest its net earnings abbve 6 par Cent in such assts until they

amount to 25 per cent of bank shares held by it; with a proviso that, in

computing the amount of such assets, credit shall be given for contribu-

tio_ls made during the preceding three years to banks owned or controlled

by the affiliate. Failure on the part of any such affiliate to comply with

the provisions of the section or of the agreement is ground for the termina-

tion of the agreement by the Comptroller of the Currency. No national bank

shall make any loan on the security of the stock of, or be the purchaser

or holder of the stock- of, any such affiliate which owns or controls

such bank, or make any loan to any such affiliate on the security of the

stodk of a corporation owned or controlled by such affiliate, unless

necessary to prevent loss upon a debt previously contracted in good

faith; and stock so acquired shall be disposed of rdthin two years.

The voting of stock held by affiliates when an agreement of the kind

mentioned is not ia effect is made a crime punishable by fine; and

officers and employees of affiliates which have entered into such an

agreement with the Comptroller of the Currency are made subject to cer-

tain criminal provisions with reference to false entries.

The provisions recommended by the Board with reference to

affiliates of State meMber banks were in large meaaure similar to those

with reference to national banks except that the Federal Reserve Board

is substituted for the Comptroller of the Currency. Under the Board's

recommendations, no State member bank might remain a member after one

year unless affiliates of such bank file the required agreements with

the Board.

The provisions of the present bill with reference to the

voting rights of affiliates of national banks, which do not contain
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the provisions as recarlmended by the :Board, are in brief form set

forth in the following paragraphs.

Shares of a national bank controlled by a holding company

affiliate, including those held by a trustee for the benefit of the

shareholders of such affiliate, shall not be voted unless such affil-

iate shall have obtained a voting permit from the Federal Reserve

Board; and in acting upon an application for such permit, the Board

shall consider the financial condition of the applicant, the general

character of its management and the probable effect of the -,;ranting

of the permit upon the affairs of such bank. No permit shall be

granted except upon the following conditions:

(a) Each such holding company affiliate shall a-,:ree: to

submit to examinations, at its own expense, disclosing fully the

relationship between auch affiliate and such bank; that such examin-

ations may be made of each bank owned or controlled by the affiliate;

and that publication of statements of condition of such banks may

be required.

(b) After five years after the passage of the Act, every

such holding company affiliate shall possess unpledged readily mar-

ketable assets other than bank stock in an amount not less than 12%

of the par value of all bank stocks controlled by auch affiliate,

which amount shall be increased by not less than 2% anmelly up to

25% thereof and by re-investing in auch readily marketable assets

net earnings in excess of 6% annually until auch 25% requirement is

reached.
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(c) However, where the shareholders of the affiliate are them-

selves liable under the double liability provisions cn the bank stock

held by the affiliate, the latter shall be required only to establish,

out of its net earnings in excess of a reserve of readily market-

able assets equal to 12% of the Dar value of bank stocks controlled by

it, ana readily marketable assets required of such affiliate may be

used for replacement of capital in, or losses incurred by, banks

affiliated with it; but any deency so incurred shall be made up

within such period as the Federal Reserve Board may prescribe.

(d) That officers, directors, agents and employees of such a

holding company affiliate shall be subject to the same penalties for

false entries as officers and employees of member banks are subject

to under Section 5209 of the Revised Statutes.

(e) That every such holding company affiliate shall show that it

does not have any interest in and is not participating in the manage-

ment of any securities company and th:,„t it will not acquire such an

interest or particiDation; that, if it has such an interest or pa

ci-oation it will, within five years, divest itself thereof; and that

it will declare dividends only uut of actual net earnings.

If any holding company affiliate violates any of the provi-

sions of this act, the Federal Reserve Board may revoke its voting per-

mit after notice, and thereafter no national bank whose stock is con-

trolled by such affiliate shall receive Government deposits or pay any

dividend to such affiliate.

Where such a voting permit of an affiliate has been revoked,

the franchise of any national bank controlled by such an affiliate shall

be gubject to forfeiture.
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SECTION 19.

Relationships between member banks and securities 
dealers or corporations makink collateral loans.
(Pages 45, 46) 

Section 18 of S. 4115 contained provisions prohibiting

directors, officers or employees of member bankz to be directors, of-

ficers or employees of certain other specified classes of business

enterprises and prohibiting a member bank frum clearing checks or doing

the ordinary banking business of a correspondent for any business enter-

prises of the classes mentioned. The Board recommended the omission of

these provisions and they are not found in the present bill.

The Board suggested, however, a substitute paragraph on this

subject and said in this connection:

"It has been clearly demonstrated that affiliations between

member banks and security companies have contributed to undesirable

banking developments. There are, however, difficulties in the way of

accomplishing a complete divorce of member banks from their affili-

ates arising from the fact that a law intended for that purpose is

likely to be susceptible of evasion or else to apply to many cases

to which it is not intended to apply. Therefore, the Board is not

prepared at this time to make a definite recommendation, but sub-

mits, for the consideration of the Cammittee on Banking and Currency,

a substitute for Section 18 which is designed to provide for the

divorce of security affiliates from member bankz after three years."
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The present bill provides, in substantial accordance with

the provision recommended by the Board, that no member bank shall

be affiliated with a securities corporation in the manner described

in Section 2(b) of the present bill (where the word "affiliate" is de-

fined so as not to include holding company affiliates). A violation

of this provision subjects the member bank to a penalty of $1,000 a

day, in the discretion of the Federal Reserve Board, and if the

violation is continued for six months after warning from the Board,

the bank's franchise mny be forfeited, if a national bank, or its

membership in the Federal Reserve System may be forfeited, if a

State bank. The Board recommended that this provision be effective

three years after the passage of the Act, but the present bill pro-

vides a period of five years before the provision becomes effective.

Under the Board's recommendation the franchise cf a national bank

might be forfeited for violation of this provision in accordance

with Section 5239 of the Revised Statutes, but under the present

bill the forfeiture would be under Section 2 of the Federal Reserve

Act, (under which suit for forfeiture may be brought by direction of

the Federal Reserve Board.)

SECTION 20.

Branches of National Banks. (Pages 46, 47) 

The recommendations made by the Federal Reserve Board

with respect to the provisions of Section 21 of S. 4115 regarding

branches of national banks have been incorporated in the present

bill. Certain provisions of the present bill, however, regarding
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matters concerning which the Board recommended no dhanges, may

be noted:

1. The present bill requires the approval of the

Comptroller of the Currency instead of that of the Federal Re-

serve Board for the establishment of a ner branch by a national

2. Out of town branches may be established only in those

States where the law expressly authorizes State banks to establish

them and in accorda.ace with the restrictions of State law as to lo-

cation, and in no case uutside of the State in which the bank is lo-

cated.

3. An exception is made to the requirement that a nation-

al bank have $500,000 capital stock in order to establish an out of

town branch, so as to provide that where the bank is located in a

State having a population of less than 1,000,000 and in which there

is no city -,ith a population exceeding 100,000, the required capital

for the establishment of an out of town branch shall be $250,D00.

(The provisions as to the establishment of branches of

State member banks, in the form recomiaended by the Board, are contained

in Section 5(b) of the present bill.)

SECTION 24

Reports of affiliates of national banks. (Pages 49,50).

The Federal Reserve Board recommended a change in Section 27

of S. 4115 on this subject, "in order that reports of affiliates of
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national banks may be required only when deemed necessary and to

clarify the provisions of the bill with respect to such reports".

The 3Dresent bill provides that a national bank shall obtain from

each of its affiliates, other than member banks, and furnish to the

Comptroller of the Currency not less than three reports each year on

the sa..:le dates on which condition reports are required of the bank.

and such aclditional reports as the Co,ilptroller may deem necessary.

The term "affiliate" i'acludes holding company affiliate. The pro-

vision requiring such reports is still mandatory; but they are re-

quired to contain only such information as in the judgment of the

Comptroller shall be necessary to disclose fully the relations be-

tween such affiliate and such bank and as to the effect of such rela-

tions upon the affairs of gach bank. Such reports of affiliates

shall be published by the bank on the same conditions as govern its

own condition reports. The bank is subject to a penalty for failure

to render such reports.

(Substantially the same provisions are contained in Sec-

tion 5(b) of the present bill rith reference to reports of affili-

ates of State member banks, except that the reports are to be made

to the Federal Reserve Board instead of to the Comptroller of the

Currency.)
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SECTION 25.

Examinations of affiliates of national 
banks. (Pages 50-52) 

The Federal Reserve Board recommended a substitute for the

provisions of Section 28 of S. 4115 with respect to examinations of

affiliates of national banks. Some of the provisions of the Board's

substitute have been adopted in the present bill and others have

not.

The Federal Reserve Board's substitute authorized the exam-

ination of affiliates of national banks to be made when deemed neces-

sary to obtain adequate information regarding the relations between

the bank and the affiliate and the effect of such relations upon the

bank. The present bill requires that examiners in making the examin-

ation of any national bank shall include such an examination of the

affairs of all of its affiliates, other than Le:nber banks, as shall

be necessary to disclose fully the relations between the bank and its

affiliates and the effect thereof; and authorizes the forfeiture of

the franchise of the bank in the event of the refusal of the affili-

ate to (;ive information or to permit such an examination.

The present bill authorizes the publication of an examin-

ation report of a national bank or affiliate after 90 days' notice

if the bank or affiliate fails to comply rithin 12D days with the
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recommendations of the Comptroller of the Currency based on such

examination. This provision, rhile contained in S. 4115, ras omitted

in the su67estion of the Board on this subject.

The Federf'l Reserve Board suggested certain other detailed

provisions, authorizing the examiner to examine officers and employees

of affiliates under oath; providing that the expenses of the examin—

ation be assessed by the Comptroller against the affiliate and, if not

Paid by the affiliate, against the national bah; and providing that a'

refusal by the affiliate to permit an examination or to give informa—

tion be penalized by a fine against the national bar2c. of $100 per day.

These suggestions of the Board have been substantially adopted in

the present bill, but the bill Drovides that the $100 penalty may

be assessed and collected by the Comptroller of the Currency r-hereas

the—Board suggested that it be assessed by the Board and collected by

the Federal reserve ba-.7,1c.

(Somerhat similar provisions rith reference to examinations of

affiliates of State member ha::Ls are contained in Section 5(h) of the

present bill.)

SECTION 26.

Resumption of business by closed 
national bani:s. (Pages 52, 53) 

The present bill contains a provision, not found in S. 4115
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and not recommended by the Board, under rhich, in any case rhere,

in the opinion of the Comptroller of the Currency, it raul.d be to

the advantage of delwEitors and unsecured creditors of a closed

national bank for it to resume business upon the retention for a reaso,

able period, of all or a part of its deposits, the Comptroller may

permit such resumption of business if 85% in amount of depositors

and unsecured creditors consent in rriting to such retention of de-

oosits. It is provided th,Lt this section shall not affect any porers

,rhich the Comptroller :or has 7ith respect to the reorganization of

national banks.
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73D CONGRESS
1ST SESSION S. 245

IN THE SENATE OF THE UNITED STATES

MARCH 9 (calendar day, MARCII 11), 1933

Mr. GLASS introduced the following bill; which was read twice and referred
to the Committee on Banking and Currency

A BILL
To provide for the safer and more effective use of the assets of

Federal reserve banks and of national banking associations,

to regulate interbank control, to prevent the undue diver-

sion of funds into speculative operations, and for other

purposes.

Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That the short title of this A ct shall be the "Banking Act

4 of 1933."

5 SEC. 2. As used in this Act and in any provision of

6 law amended by this Act—

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



,IP.1111111p=1.11

LI

2

1 (a) The terms " bank," " national bank," " national

2 banking association," " member bank," " board," " district,"

3 and " reserve bank " shall have the meanings assigned to

•

4 them in section 1 of the Federal Reserve Act, as amended.

5 (b) Except where otherwise specifically provided,

6 the term " affiliate " shall include any corporation, business

7 trust, association, or other similar organization-

8 (1) Of which a member bank, directly or indirectly,

9 owns or controls either a majority of the voting shares or

10 more than 50 per centum of the number of shares voted for

the election of its directors, trustees, or other persons exer-

cising similar functions at the preceding election, or con-

trols in any manner the election of a majority of its directors,

trustees, or other persons exercising similar functions; or

11

15 (2) Of wbich control is held, directly or indirectly,

16 through stock ownership or in any other manner, by the

17 shareholders of a member bank who own or control either

18 a majority of the shares of such bank or more than 50 per

19 centum of the munber of shares voted for the election of

20 directors of such bank at the preceding election, or by

21 trustees for the benefit of the shareholders of any such

22 bank; or

23 (3) Of which a majority of its directors, trustees, or

24 other persons exercising similar functions are directors of

25 any one member bank.

3

1 (c) The term " holding company affiliate " shall include

2 any corporation, business trust, association, or other similar

3 organization —

4 (1 )I owns or controls, directly or indirectly,

5 either a majority of the shares of capital stock of a member

6 bank or more than 50 per centum of the number of shares

7 voted for the election of directors of any one bank at the

8 preceding election, or controls in any manner the election

9 of a majority of the directors of any one bank; or

10 (2) For the benefit of is shareholders or members

11 all or substantially all the capital stock of a member bank

12 is held by trustees.

The fourth paragraph after paragraph

14 " Eighth " of section 4 of the Federal Reserve Act, as

15 amended, is amended to read as follows:

16 " Said board of &rectors shall administer the affairs

17 of said bank fairly and impartially and without 5iscri55ina-

18 tion in favor of or against any member bank or banks and

19 may, subject to the provisions of law and the orders of

20 the Federal Reserve Board, extend to each member bank

21. such discounts, advancements, and accommodations as may

22 be safely and reasonably made with due regard for the

23 claims and demands of other member banks, the mainte-

24 nance of sound credit conditions, and the accommodation of

25 commerce, industry, and agriculture. The Federal Reserve
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1 Board may prescribe regulations further defining within the

2 limitations of this Act the conditions under which discounts,

3 advancements, and accommodations may be extended to

4 member banks. Each Federal reserve bank shall keep

5 itself informed of the general character and amount of the

6 loans and investments of its member banks with a view to

7 ascertaining whether undue use is being made of b,nk credit

8 for the speculative carrying of or trading in securities,

9 real estate, or commodities, or for any other purpose incon-

10 sistent with the maintenance of sound credit conditions; and,

11 in determining whether to grant or refuse advances, redis-

12 counts or other credit accommodations, the Federal reserve

13 bank shall give consideration to such information. The

14 chairmnn of the Federal reserve bank shall report to the

15 Federal Reserve Board any such undue use of bank credit

16 by any member bank, together with his recommendation.

17 Whenever, ill the judgment of the Federal Reserve Board,

18 any member bank is making such undue use of bank credit,

19 the board may, in its discretion, after reasonable notice and

20 an opportunity for a hearing, suspend such bank Sillfr use

21 of the credit facties of the Federal reserve system and may

22 terminate such suspension or may renew it from time to

23 time."

24 (b) The paragraph of section 4 of the Federal Reserve

25 Act, as amended, which commences with the words

5

1 Federal Reserve Board shall classify " is amended by insert-

2 ing before the period at the end thereof a colon and the

3 following: " Provided, That whenever any two or more

4 member banks within the same Federal reserve district are

5 affiliated with the same holding coinpany affiliate, participa-

6 tion by such member banks in any such nomination or

7 election shall be confined to one of such banks, which may

8 be designated for the purpose by such holding company

9 affiliate."

10 SEC. 4. The first paragraph of section 7 of the Federal

11 Reserve Act, as amended, is amended, effective July 1,

12 1932, to read as follows:

13 "After all necessary expenses of a Federal reserve bank

14 shall have been paid or provided for, the stockholders shall

15 be entitled to receive an annual dividend of 6 per centum

16 on the paid-in capital stock, which dividend shall be

17 cumulative. After the aforesaid dividend claims have

18 been fully met, the net earnings shall be paid into the

19 surplus fund of the Federal reserve bank."

20 SEC. 5. (a) The second paragraph of section 9 of

21 the Federal Reserve Act, as amended, is amended by adding

22 at the end thereof the following: " Provided, however, That

23 nothing herein contained shall prevent any State member

24 bank frorn establishing and operating branches in the *United

25 States 5r 1ny dependency 5r insular possession thereof 5r in
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1 any foreign country, on the same terms and conditions and

2 subject to the same limitations and restrictions as are appli-

3 cable to the establishment of branches by national banks."

4 (b) Section 9 of the Federal Reserve Act, as amended,

5 is further amended by adding at the end thereof the follow-

6 ing new paragraphs:

7 "Each bank admitted to membership under this section

8 shall obtain from each of its affiliates other than member

9 banks and furnish to the Federal reserve bank of its cl4istrict

10 and to the Federal Reserve Board not less than three reports
/ /

11 during eachyear. Such reports shall • be in such form as

12 the Federal Reserve Board may prescribe, shall be verified

13 by the oath or affirmation of the president or such other

14 officer as may be designated by the board of directors of such

15 affiliate to verify such reports, ad-shall-disolose the infor-

16 natn hereinafter provided for as of dates identical

17 with those- fixed by the Federal Reserve Board for

18 reports of the condition of the affiliated member bank.

19 Each such report of an affiliate shall be transmitted

20 as herein provided at the same time as the corresponding

21 report of the affiliated member bank, except that the Fed-

22 eral Reserve Board may, in its discretion, extend such time

23 folgood cause-shown'. Each such report shall contain such

24 information as in the judgment of the Federal Reserve

Board shall be necessary to disclose fully the relations25

7

1 between such affiliate and such bank and to enable the board

2 to inform itself as to the effect of such relations upon the

3 affairs of such bank. The reports of such affiliates shall

4 be published by the bank under the same conditions as

5 govern its own condition reports.

6 "Any such affiliated member bank may be required to

7 obtain from any such affiliate such additional reports as

8 in the opinion of its Federal reserve bank or the Federal

9 Reserve Board may be necessary in order to obtain a full

10 and complete knowledge of the condition of the affiliated

11 member bank. Such additional reports shall be transmitted

12 to the Federal reserve bank and the Federal Reserve Board

13 and shall be in such form as the Federal Reserve Board

14 may prescribe.

15 "Any such affiliated member bank which fails to

16 obtain from any of its affiliates and furnish any report

17 provided for by the two preceding paragraphs of this section

18 shall be subject to a penalty of $100 for each day during

19 which such failure continues, which, by direction of the

20 Federal Reserve Board, may be collected, by suit or other-

21 wise, by the Federal reserve bank of the district in which

22 such member bank is located. For the purposes of this

23 paragraph and the two preceding paragraphs of this section,

24 the term ' affiliate ' shall include holding company affiliates

25 as well as other affiliates.
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1 "State member banks shall be subject to the same

limitations and conditions with respect to the purchasing,

3 selling, underwriting, and holding of investment securities

4 and stock as are applicable in the case of national banks

5 under paragraph ' Seventh ' of section 5136 of the Revised

6 Statutes, as amended.

7 "After five years from the date of the enactment of

8 the Banking Act of 1933, no certificate representing the

9 stock of any State member bank shall represent the stock

10 of any other corporation, except a member bank, nor shall

11 the ownership, sale, or transfer of any certificate represent-

12 ing the stock of any such bank be conditioned in any manner

12 whatsoever upon the ownership, sale, or transfer of a cer-

14 tificate representing the stock of any other corporation,

15 except a member bank.

16 "Each State member bank affiliated with a holding

17 company affiliate shall obtain from such holding company

18 affiliate, within such time as the Federal Reserve Board shall

19 prescribe, an agreement that such holding company affiliate

20 shall be subject to the same conditions and limitations as are

21 applicable under section 5144 of the Revised Statutes, as

22 amended, in the case of holding company affiliates of national

23 banks. A copy of each such agreement shall be filed with

24 the Federal Reserve Board. Upon the failure of a State

25 member bank affiliated with a holding company affiliate to

4:4

9

1 obtain such an agreement within the time so prescribed, the

2 Federal Reserve Board shall require such bank to surrender

3 its stock in the Federal reserve bank and to forfeit all rights

4 and privileges of membership in the Federal reserve system

5 as provided in this section. Whenever the Federal Reserve

6 Board shall have revoked the voting permit of any such

7 holding company affiliate, the Federal Reserve Board may,

8 in its discretion, require any or all State member banks

9 affiliated with such holding company affiliate to surrender

10 their stock in the Federal reserve bank and to forfeit all

11 rights and privileges of membership in the Federal reserve

12 system as provided in this section.

13 "In connection with examinations of State member

"Any examiner selected or a-±)proved by the FederalReserve Board may examine any affiliate of any bank ad-mitted to membership under the provisions of this sectionwhen it shall be deemed necessary in order to inform theFederal 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 ofsuch member batik. The examiner making the exami,lation of anysuch affiliate shall have power to make a thorough examina-tion of all the affairs of the affiliate, and in &Ant; sohe shall have power to administer oaths and to examine any ofthe officers, directors, employees, and agents thereof underoath, and shall make a report of his findings to the Federal Re-serve Board or to the Federal reserve bank. The expensesof any examination made under the provisions of this Para-graph may, in the discretion of the Federal Reserve Board, beassessed against the affiliate examined and, when so assessed,shall be paid by the affiliate examined. If such affiliatei shall refuse to pay such expenses or shall fail to do sowithin sixty days after the date of such assessment, then

( 

such expenses may be assessed against the affiliated memberbank and, when so assessed, shall be paid by such memberbank; Provided, however, That, if the affiliation is withtwo or more member banks, such expenses may be assessed

against, and collected from, any or all of such member banksin such proportions as the Federal Reserve Board may pre-scribe. If any affiliate of a bank admitted to membershipunder the provisions of this section shall refuse to permitan examiner to make an examLation of such affiliate or re-fuse to give any information required in the course of anysuch examination, each member bank with which it is affili-ated shall be subject to a penalty of not more than $100 foreach day that any such refusal shall continue. Such penaltymay be assessed by the Federal Reserve Board in its discre-ticn, and, when so assessed, may be collected by the Federalreserve bank by suit or otherwise."
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1 any expense so assessed, the Federal Reserve Board may,

2 in its discreilon, require any or all State member banks

3 affiliated with such affiliate to surrender their stock in the

4 Federal reserve bank and to forfeit all rights and privileges

5 of membership in the Federal reserve system, as provided

6 rn-this_sectioni.'"

7 SEC. 6. (a) The first paragraph of section 10 of the

8 Federal Reserve Act, as amended, is amended to read as

9 follows:

10 "A Federal Reserve Board is hereby created which

11 shall consist of seven members, including the Comptroller of

12 the Currency, who shall be a member ex officio, and six

13 members appointed by the President of the United States,

14 by and with the advice and consent of the Senate. In

15 selecting the six appointive members of the Federal Reserve

16 Board, not more than one of whom shall be selected from

17 any one Federal reserve district, the President shall have

18 due regard to a fair representation of the financial, agricul-

19 tural, industrial, and commercial interests, and geographical

20 divisions of the country, and at least two of such members

21 shall be persons of tested banking experience. The six

22 members of the Federal Reserve Board appointed by the

President and confirmed as aforesaid shall devote their entire

24 time to the business of the Federal Reserve Board and shall

each receive an annual salary of $12,000, payable monthly,

23

25

4

11

1 together with actual necessary traveling expenses, and the

2 Comptroller of the Currency, as ex officio member of the

3 Federal Reserve Board, shall, in addition to the salary now

4 paid him as Comptroller of the Currency, receive the sum

5 of $7,000 annually for his services as a member of said

6 board."

7 (b) The second paragraph of section 10 of the Fed-

8 eral Reserve Act, as amended, is amended to read as follows:

9 "The Comptroller of the Currency shall be ineligible

10 during the time he is in office and for two years thereafter

11 to hold any office, position, or employment in any member

12 bank. The appointive members of the Federal Reserve

13 Board shall be ineligible during the time they are in office

14 and for two years thereafter to hold any office, position, or

15 employment in any member bank, except that this restric-

16 don shall not apply to a member who has served the full

17 term for which he was appointed. Upon the expiration of

18 the term of any appointive member of the Federal Reserve

19 Board in office when this paragraph as amended takes effect,

20 the President shall fix the term of the successor to such

21 member at not to exceed twelve years, as designated by the

22 President at the time of nomination, but in such manner as

23 to provide for the expiration of the term of not more than one

24 appointive member in any two-year period, and thereafter

25 each appointive member shall hold office for a term of twelve
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1 years from the expiration of the term of his predecessor. Of

2 the six persons thus appointed, one shall be designated by

3 the President as governor and one as vice governor of the

4 Federal Reserve Board. The governor of the Federal

5 Reserve Board, subject to its supervision, shall be its active

6 executive officer. Each member of the Federal Reserve

7 Board shall within fifteen days after notice of appointment

8 make and subscribe to the oath of office."

9 (c) The fourth paragraph of section 10 of the Federal

10 Reserve Act, as amended, is amended to read as follows:

11 "The principal offices of the board shall be in the Dis-

12 trict of Columbia. At meetings of the board the governor

13 shall preside as chairman, and, in his absence, the vice gov-

14 ernor shall preside. In the absence of both the governor

15 and the vice governor, the board shall elect a member to act

16 as chairman pro tempore. No member of the Federal Re-

17 serve Board shall be an officer or director of any bank, bank-

18 ing institution, trust company, or Federal reserve bank or

19 hold stock in any bank, banking institution, or trust coin-

20 pany; and before entering upon his duties as a member of

21 the Federal Reserve Board he shall certify under oath that

22 he has complied with this requirement and such certification

23 shall be filed with the secretary of the board. Whenever a

24 vacancy shall occur, other than by expiration of term, among

25 the six members of the Federal Reserve Board appointed by

cL

13

1 the President as above provided, a successor shall be

2 appointed by the President, by and with the advice and

3 consent of the Senate, to fill such vacancy, and when

4 appointed he shall hold office for the unexpired term of

5 his predecessor."

6 Sizn_ 7 T1i Ivl A

"(d) Section 10 of the Federal Reserve Act, as

amended, is further amended by adding at the end there-

of a new paragraph reading as follows:

'The 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 suitable and adequate

offices wherein the fu-Actions of the Board and the

Comptroller of the Currency may be carried on, or

to acquire by purchase, condemnation 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 ,rhich -ill provide suitable and

adequate offices for the purposes of the Federal Re-

serve Board and the Com-otroller 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 and the Federal

Liquidating Corporation, and nothing contained in the

Act of June 3, 1864, or in Section 331 of the Revised

Statutes (Title 12, Section 13, U.S.C.), or in any

other provision of law, shall be construed as prevent-

ing the Comptroller of the Currency 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

may levy upon the Federal reserve banks, in propor-

tion to their capital stock and surplus, assessments

sufficient to defray all costs and expenses incurred

under the provisions of this paragraph.'"

"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.'"
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1 the open market transactions of such banks and the relations

2 of the Federal reserve system with foreign central or other

3 foreign banks. Every such resolution shall be reported to

4 the Federal Reserve Board and be subject to its approval.

The time, character, and volume of all purchases

6 and sales of IS described in section 14 of this Act as

7 eligible for open market operations shall be governed with

8 a view to accommodating commerce and business and with

9 regard to their bearing upon the general credit situation of

10 the country.

any Federal reserve bank shall decide not to

12 participate in open market operations recommended and ap

13 proved as provided in paragraph (b) hereof, it shall file

14 with the chairman of the committee within thirty days a

15 notice of its decision, and transmit a MorCS7 thereof to the

16 Federal Reserve Board.

There is hereby created a Federal

18 Liquidating Corporation (hereinafter referred to as the

19 corporation) , whose duty it shall be to purchase, hold,

20 and liquidate as hereinafter provided, the assets of national

21 banks which have been closed by action of the Comptroller

22 of the Currency, or by vote of their directors, and the assets

23 of State member banks which have been closed by action

24 of the appropriate State authorities, or by vote of their

25 directors.

15

" (b) raanagement of fhe corporation shall be

2 vested ha a board of directors consisting of five members,

3 one of whom shall be the Ckanptroller of the CurTency, one

4 a meraber of the Federal Reserve Board des4nated by the

5 board for the purpose, and fhree selected anlaudty by the

6 governors of the twelve IWend reserve banks under such

7 procedure as may be premibed by the Fedeml Reserve

8 Board. No naenaber of such board of directors shall receive

9 any additional compensation for his services as such member.

10 (.0_ There is hereby authorized to be appropriated,

\c

1612(,(V00,(T)1010,
United States of America and payment for which shall be

coaEolot=671h:11 
111are :uli=dslt);ctiacef

subject to call in whole 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 sudh 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 ownership of

the United States.

"Any Federal reserve bank may purchase and hold any

debentures or other sudh obligations of the corporation

in an amount not exceeding one-fourth of the amount of

its garplus fund."

mates

21 shall be entitled to the payment of dividends on such stock

22 to the same extent as member banks are entitled to such pay-

23 ment on the class A stock of the corporation held by them.

24 Receipts for payments by the United States for or on account

25 of such stock shall be issued by the corporation to the Secre-
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1 tary of the Treasury and shall be evidence of the stock

2 ownership of the United States.

3 "(d) The capital stock of the corporation shall be

4 divided into shares of $100 each. Certificates of stock of

5 the corporation shall be of two classes, class A and class B.

6 Class A stock shall be held by member banks only and they

7 shall be entitled to payment of dividends out of net earnings

8 at the rate of six per centum per annum on the capital stock

9 paid in by them, which dividends shall be emulative, or to the

10 extent of 30 per centum of such net earnings in any one year,

11 whichever amount shall be the greater, but such stock shall

12 have no vote at meetings of stockholders. Class B stock

13 shall be held by Federal reserve banks only and shall not

14 be entitled to the payment of dividends. Every Federal

15 reserve bank shall subscribe to shares of class B stock in

16 the corporation to an amount equal to one-fourth of the

17 surplus of such bank 911 July 1, 1932, and its subscriptions

18 shall be accompanied by a certified check payable to the

19 corporation man amount equal to one-half of such subscrip-

20 tion. The remainder of such subscription shall be subject

21 to call from time to time by the board of directors upon

22 ninety days' notice.

23 "(e,) Every member bank shall subscribe to the class

24 A capital stock of the corporation in an amount equal to

25 one-fourth of 1 per centum of its total net outstanding time
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1 aII demand deposits on July 1, 1932, as computed in

2 accordance with reg-ulations of the Federal Reserve Board

3 governing the computation of reserves. One-half of such

4 subscription shall be paid in full wn ninety days after

5 receipt of notice from the chairman of the board of directors

6 of the corporation, and the remainder of such subscription

7 shall be subject to call from time to time by the board of

8 &rectors of the corporation.

9 " (f) The amount of the outstanding class A stock of

10 the corporation held by member banks shall be annually

11 adjusted as hereinafter provided as of the last preceding

12 call date as member banks increase their time and demand

13 deposits or as additional banks become members, and such

14 stock may be decreased in amount as member banks reduce

15 their time and demand deposits or cease to be members.

16 Shares of the capital stock of the corporation owned by

17 member banks shall not be transferred or hypothecated.

18 When a member bank increases its time and demand

19 deposits, it shall, at the beginning of each calendar year,

20 subscribe for an additional amount of capital stock of the

21 corporation equal to one-fourth of 1 per centum of such

22 increase in deposits. One-half of the amount of such addi-

23 tional stock shall be paid for at the time of the subsciiption

24 therefor and the balance shall be subject to call by the board
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1 of directors of the corporation. A bank admitted to mem-

2 bership in the Federal reserve system at any time after the

3 organization of the corporation shall be required to sub--

4 scribe fa an amount of class A capital stock equal to

5 one-fourth of per centum of the time and demand

6 deposits of the applicant bank as of the date of such lid-

7 mission, paying therefor its par value plus one-half of 1

8 per eentum a month from the period of the last dividend on

9 the class A stock of the corporation. When a member bank

10 reduces its time and demand deposits it shall surrender. not

later than the 1st day of January thereafter, a proportionate

12 amount of its holdings in the capital stock of the corporation.

13 and when a member bank voluntarily liquidates it shall sur-

14 render all its holdings of the capital stock of the corporation

15 and be released from its stock subscription not previously

16 called. The shares so surrendered shall be canceled and

17 the member bank shall receive in payment therefor. under

1 8 regulations to be prescribed by the Federal Reserve Board,

19 a stun equal to its cash-paid subscriptions on the shares

20 .tirt-eildered and its proportionate share of dividends not to

exceed one-half of per centum a month, from the period

22 of the last dividend on such stock, less any liability of such

2:3 member bank to the corporation.

24 " (g) If any member bank shall be declared insolvent,

25 the stock held by it in the corporation shall be canceled,

1 1

•

19

1 withon( impairment of the liability of such bank, and fill

2 rash-paid subscriptions on such stock, with its proportionate

3 share of dividends not to exceed one-half of 1 per centum

4 per month from the period of last dividend on such stoek

5 shall be first applied _to all debts of the insolvent hank or

6 the receiver thereof to the corporation, and the balance, if

7 any, shall be paid to the reeeiver of the insolvent bank.

8 " (h) Upon the date of enactment of the Banking Act

9 of 1933, the corporation shall become a body corporate and

10 as such shall have power-

11: " First. To adopt and use a corporate seal.

12 " Second. To have succession until dissolved by an

13 Act of Congress.

14 " Third. To make contracts.

15 " Fourth. To sue and be sued, complain and defend,

16 in any court of law or equity, State or Federal.

17 " Fifth. To appoint by its board of directors such offi-

18 cers and employees as are not otherwise provided for in this

19 section, to define their duties, fix their compensation,

20 require bonds of them and fa the penalty thereof, and to

21 dismiss at pleasure such officers or employees. Nothing in

22 this or any other Act shall be construed to prevent the

23 appointment and compensation as an officer or employee

241 of the corporation of any officer or employee of the United
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1 States in any board, commission, independent establishment,

2 or executive department thereof.

3 " Sixth. To prescribe by its board of directors, by-laws

4 not inconsistent with law, regulating the manner in which

5 its general business may be conducted, and the privileges

6 granted to it by law may be exercised and enjoyed.

7 " Seventh. To exercise by its board of directors, or duly

8 authorized officers Or agents, all powers specifically granted

9 by the provisions of this section and such incidental powers

10 as shall be necessary to carry out the powers so granted.

The board of directors shall administer the

12 affairs of the corporation fairly and impartially and without

13 discrimination in favor of or against any member bank or

14 is and may, subject to the provisions of law, extend to

15 each national bank which is closed by action of the Comp-

16 troller of the Currency, or by vote of its dfrectors, and to

17 each State member bank which is closed by action of the

18 appropriate State authorities, or by vote of its directors, such

19 accommodations as may be safely and reasonably made

20 with due regard for the claims and demands of other mem-

21 ber banks. The board of directors of the corporation shall

22 determine and prescribe the manner in which its obligations

23 shall be incurred and its expenses allowed and paid. The

24 corporation shall be entitled to the free use of the TJnited

25 States mails in the same manner as the executive depart-

21

1 ments of the Government. The corporation with the con-

2 sent of any Federal reserve bank or of any board, commis-

3 sion, independent establishment, or executive department

4 of the Goveniment, including any field service thereof, may

5 avail itself of the use of information, services, and facilities

6 thereof in carrying out the provisions of this section.

Whenever any member bank shall have been

8 closed by action of its board of &rectors, the Comptroller of

9 the Currency, or the appropriate State authority, as the case

10 may be, the receiver may tender the assets of such bank to

11 the corporation which may purchase the same, or make a loan

12 on the security thereof, in whole or in part, as in the deter-

13 mination of its board of directors Illompt and economical

14 liquidation of the assets of such bank may require, on the

15 basis of such valuations as may be agreed upon by a valua-

16 tion committee of three members consisting of the receiver

17 of such bank, a member to be named by the board of direc-

18 tors of such bank, 1131person to be chosen by the receiver

19 and the member named by such board of directors. It

20 shall be the duty of the corporation to proceed to

21 realize as rapidly as possible, having due regard to the

22 condition of credit in the district in which such bank

23 is located, upon any assets so purchased, and if the net

24 amount realized from the sale or other disposition of such

25 assets exceeds the sum 535 therefor, the corporation s13ll
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1 make an additional payment to the receiver of the bank

2 equal to the amount of such excess, if any, after deducting a

3 liquidation fee of 8 per centum of the sum thus realized; bat

4 any income derived by the corporation from such assets shall

5 be the property of the corporation. Money of the corpora-

6 tion not otherwise employed shall be invested in securities

7 of the Government of the United States, except that for

8 temporary periods, in the discretion of the board of directors,

9 funds of the corporation may be deposited subject to check

10 in any Federal reserve bank or with the Treasurer of the

11 United States. When designated for that purpose by the

12 Secretary of the Treasury, the corporation shall be a deposi-

13 tary of public moneys, except receipts from customs, under

14 such regulations as may be prescribed by the said Secretary,

15 and may also be employed as a financial agent of the Govern-

16 ment. It shall perform all such reasonable duties as deposi-

17 tary of public moneys and financial agent of the Government

18 as may be required of it.

19 "(k) The corporation may, in its discretion, purchase

20 the assets of banks in the hands of receivers on the date of

21 its organization, but on the same conditions and terms as are

22 applicable in the case of assets of banks which may fail or

23 be closed after such date. Nothing herein contained shall

24 be construed to prevent the corporation from making loans

25 to national banks closed by action of the Comptroller of the

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

23

Currency, or by vote of their directors, or to State member

banks closed by action of the appropriate State authorities,
or by vote of their directors, or from entering into negotia-
tions to secure the reopening of such banks.

"(1) Receivers or liquidators of member banks which
are now or may hereafter become insolvent or suspended
shall be entitled to offer the assets of such banks for sale to
the corporation or as security for loans from the corpora-
tion, upon receiving permission from the appropriate State
authority in accordance with express provision of State law
in the case of State member banks, or from the Comptroller
of the Currency in the case of national banks. The pro-
ceeds of every such sale or loan shall be utilized for the same
purposes and in the same manner as other funds realized
from the liquidation of the assets of such banks. The Comp-
troller of the Currency may, in his discretion, pay dividends
on proved claims at any time after the expiration of the
period of advertisement made pursuant to section 5235 of
the Revised Statutes, and no liability shall attach to the
Comptroller of the Currency or to the receiver of any
national bank by reason of any such payment for failure to
pay dividends to a claimant whose claim is not proved at
the time of any such payment.

(m) The corporation is authorized and empowered to
25 issue and to have outstanding at any one time in an amount
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10

11
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13

14

15

16

17
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19

20

21

22

23
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1 aggregating not more than twice the amount of its capital, its

2 notes, debentures, bonds, or other such obligations, to be re-

3 deemable at the option of the corporation before maturity in

4 such manner as may be stipulated in such obligations, and to

5 bear such rate or rates of interest, and to mature at such time or

6 times as may be determined by the corporation : Provided, That

7 the corporation may sell on a discount basis short-term obli-

8 gations payable at maturity without interest. The notes,

debentures, bonds, and other such obligations of the corpora-

tion may be secured by assets of the corporation in such

manner as shall be prescribed by its board of directors. Such

obligations may be offered for sale at such price or prices

as the corporation may determine.

(n) All notes, debentures, bonds, or other such obliga-

tions issued by the corporation shall be exempt, both Lis to

principal and interest, from all taxation (except estate and

inheritance taxes) now or hereafter imposed by the United

States, by any Territory, dependency, or possession thereof,

or by any State, county, municipality, or local taxing author-

ity. The corporation, including its franchise, its capital,

reserves, and surplus, and its income, shall be exempt from

all taxation now or hereafter imposed by the United States,

by any Territory, dependency, or possession thereof, or by

any State, county, municipality, or local taxing authority,

except that any real property of the corporation shall. be

1

2

3

4

5

6

7

8

9

10
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13

14

15

16

17

18

19

20

21

22

23

24

25

25

subject to State, Territorial, county, municipal, or local tax-

ation to the same extent according to its value as other real

property is taxed.

(o) In order that the corporation may be supplied

with such forms of notes, debentures, bonds, or other such

obligations as it may need for issuance under this Act, the

Secretary of the Treasury is authorized to prepare such

forms as shall be suitable and approved by the corporation,

to be held in the Treasury subject to delivery, upon order

of the corporation. The engraved plates, dies, bed pieces,

and other material executed in connection therewith shall

remain in the custody of the Secretary of the Treasury.

The corporation shall reimburse the Secretary of the Treas-

ury for any expenses incurred in the preparation, custody,

and delivery of such notes, debentures, bonds, or other

such obligations.

ti (p) The corporation shall annually make a report of

its operations to the Congress as soon as practicable after

the 1st day of January in each year.

" (q) Whoever, for the purpose of obtaining -any loan

from the corporation, or any extension or renewal thereof,

or the acceptance, release, or substitution of security there-

for, or for the purpose of inducing the corporation to pur-

chase any assets, or for the purpose of influencing in any

way the action of the corporation under this section, makes
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1 any statement, knS wing it to be false, or wilfully overvalues
2 any security, shall be punished by a fine of not more than
3 $5,000 or by imprisonment for not more than two years, or
4 both.

Whoever (1) falsely makes, forges, or counter-
6 feits any obligation or coupon, in imitation of or purporting
7 to be an obligation or coupon issued by the corporation, or
8 (2) passes, utters, or publishes, or attempts to pass, utter,
9 or publish, any false, forged, or counterfeited obligation or
10 coupon purporting to have been issued by the corporation,
11 knowing the same to be false, forged, or counterfeited, or
12 (3) falsely alters any obligation or coupon issued or pur-
13 porting to have been istied by the corporation, or (4)

14 passes, utters, or publishes, or attempts to pass, utter. or
15 publish, as true, any falsely altered or spurious obligation or

16 coupon, issued or purporting to have been issued by the cur-

l? Ii. is knowing the same to be falsely altered or spurious,

18 shall be punished by a fine of not more than $10,000 or by
19 imprisonment for not more than five years, or both.

20 " (s) Whoever, being connected in any capacity with
21 the corporation, (1) embezzles, abstracts, purloins, or will-
22 fully misapplies any moneys, funds, securities, or other
23 things of value, whether belonging to it or pledged, or
24 otherwise intrusted to it, or (2) with intent to defraud the
25 corporation or any 55er 555y, politic 5r corporate, 5r any

I individual, or to deceive :Inv officer. auditor, or examiner

2. of the corporation, makes mi.\ false entry in any book,

8, report, or statement of or to the corporation, or without

4 being duly authorized draws any order or issues, puts forth

5 or assigns any note, debenture, bond, or other such obliga-

6 tion, or draft, bill of exchange, mortgage, judgment, or

7 decree thereof, shall be punished by a fine of not more than

8 $10,000 or by imprisomnent for not more than five years,

9 or both.

10 " (t) No individual, association, partnership, or cor-

11 poration shall use the words Federal Liquidating Corpora-

12 tion,' or a combination of these three words, as the name

13 or a part thereof under which he or it shall do business.

14 Every individual, partnership, association, or corporation

15 violating this subdivision shall be punished by a fine of not

16 exceeding $1,000 or by imprisonment not exceeding one

17 year, or both.

18 " (u) The provisions of sections 112, 113, 114, 115,

19 116, and 117 of the Criminal Code of the United States

20 (U. S. C., title 18, ch. 5, secs. 202 to 207, inclusive) , in

21 so far as applicable, are extended to apply to contracts or

22 agreements with the corporation under this section, which for

23 the purposes hereof shall be held to include loans, advances,

24 extensions, and renewals thereof, and acceptances, releases,

25 and substitutious of security therefor, purchases or sales of
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1 assets, and all contracts and agreements pertaining to the

2 same.

3 "(v) The Secret Service Division of the Treasury

4 Department is authorized to detect, arrest, and deliver

5 into the custody of the United States marshal having

6 jurisdiction any person committing any of the offenses

7 punishable under this section."

8 SEC. 8. The seventh paragraph of section 13 of the
' "T-N, A 1 1•

"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 uilder Section 13(a) of this
Act; and any Federal reserve bank may make advances for
periods not exceedilig ninety days to its member banks
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 banks, subject to the review and determination
of the Federal Reserve Board.'"

•

20 or notes of the United States. If any member bank to

21 which any such advance has been made shall, during the

22 life or continuance of such advance, and despite an official

23 warning of the reserve bank of the district or of the Federal

24 Reserve Board to the contrary, increase its outstanding

25 loans secured by collateral in the form of stocks, bonds,

29

debentures, or other such obligations, or loans made to mem-

2 bers of any organized stock exchange, investment house,

3 or dealer in securities, upon any obligation, note, or bill,

4 secured or unsecured, for the purpose of purchasing and/or

5 carrying stocks, bonds, or other investment securities (ex-

6 cept obligations of the United States) such advance shall be

7 deemed immediately due and payable, and such member

8 bank shall be ineligible as a borrower at the reserve

9 bank of the district under the provisions of this para-

10 graph for such period as the Federal Reserve Board shall

11 determine."

12 SEC. 9. Section 14 of the Federal Reserve Act, as

13 amended, is amended by adding at the end thereof the

14 following new paragraph:

15 "(g) The Federal Reserve Board shall exercise special

16 supervision over all relationships and transactions of any

17 kind entered into by any Federal reserve bank with any

18 foreign bank or banker, or with any group of foreign banks

19 or bankers, and all such relationships and transactions shall

20 be subject to such regulations, conditions, and limitations as

21 the board may prescribe. No officer or other representa-

22 tive of any Federal reserve bank shall conduct negotiations

23 of any kind with the officers or representatives of any

24 foreign bank or banker without first obtaining the permis-

25 sion of the Federal Reserve Board. The Federal Reserve
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1. Board shall have the right, in its discretion, to be represented

2 in any conference or negotiations by such representative or

representatives as the board may designate. A full report

4 of all conferences or negotiations, and all understandings Or

5 agreements arrived at or transactions agreed upon, and all

6 other material facts appertaining to such conferences or

7 negotiations, shall be filed with the Federal Reserve Board

8 in writing by a duly authorized officer of each Federal reserve

9 bank which shall have participated in such conferences or

10 negotiations."

11 SEC. 10. Section 19 of the Federal Reserve Act. az.

12 amended, is amended by inserting after the sixth paragraph

13 thereof the following new paragraph:
4

14 "No member bank shall actas the medium or agent of

15 any nonbanking corporation, partnership, association. husi-

16 ness trust, or individual in making loans on the security of

17 stocks, bonds, and other investment securities to brokers or

18 dealers in stocks, bonds, and other investment securities.

19 Every violation of this provision by any member bank shall

20 be punishable by a fine of not more than $100 per day during

21 the continuance of such violation; and such fine may be col-

22 lected, by suit or otherwise, by the Federal reserve bank

23 of the district in which such member bank is located."

24 SEC. 11. Section 22 of the Federal Reserve Act, as

25 amended, is further amended by adding at the end thereof

26 two new subsections (g) .and (h) reading as follows:

V

2

3

4

31

(g) No executive officer of any member bank shall

borrow from or otherwise become indebted to any member

bank of which be is an executive officer, and no member

bank shall make any loan or extend credit. in any other man-

5 ner to any of its own executive officers. If any executive

6 officer of any member bank borrow from or if he be or

7 become indebted to any bank other than a member bank of

8 which he is an executive officer, he shall make a written

9 report to the chairman of the board of directors of the mem-

10 her bank of which he is an executive officer, stating the date

11 and amount of such loan or indebtedness, the security there-

12 for, and the purpose for which the proceeds have been or

13 are to be used. Any executive officer of any member bank

14 violating the provisions of this subsection shall be deemed

15 guilty of a misdemeanor and shall be imprisoned not exceed-

16 ing one year or fined not more than $5,000, or both; and

17 any member bank violating the provisions of this subsection

18 shall be fined not more than $10,000 and may be fined a

19 further sum equal to the amount so loaned or credit so

20 extended.

21 "(h) If a spouse, a brother, or a sister, a lineal ances-

22 tor, or a direct descendant of an executive officer of any

23 member bank borrow from or if he or she be or become

24 indebted to such member bank, such executive officer shall

25 make a written report to the chairman of the board of
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directors of the member bank of which be is an

executive officer, stating the date and amount of such loan

or indebtedness, the security therefor and the purpose for

which the proceeds have been or are to be used. Any execu-

tive officer of any member bank violating the provisions of

this subsection shall be deemed guilty of a misdemeanor

and shall be imprisoned not exceeding one year or fined not

more than $5,000, or both."

SEC. 12. The Federal Reserve Act, as amended, is

10 amended by inserting between sections 23 and 24 thereof

11 the following new section:

12 "SEC. 23A. No member bank shall (1) make any loan

13 or any extension of credit to, or purchase securities under

14 repurchase agreement from, any of its affiliates, or (2) invest

15 any of its funds in the capital stock, bonds, debentures, or

16 other such obligations of any such affiliate, or (3) accept the

17 capital stock, bonds, debentures, or other such obligations of

18 any such affiliate as collateral security for advances made

19 to any person, partnership, association, or corporation, if, in

20 the case of any such affiliate, the aggregate amount of such

21 loans, extensions of credit, repurchase agreements, invest-

22 ments, and advances against such collateral security will

23 exceed 10 per centum of the capital stock and surplus of

24 such member bank, or if, in the case of all such affiliates,

25 the aggregate amount of such loans, extensions of credits,
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1 repurchase agreements, investments, and advances against

2 such collateral security will exceed 20 per centum of the

3 capital stock and surplus of such member bank.

4 "Within the foregoing limitations, each loan or exten-

5 sion of credit of any kind or character to an affiliate shall be

6 secured by collateral in the form of stocks, bonds, debentures,

7 or other such obligations having a market value at the time

8 of making the loan or extension of credit of at least 20 per

9 centum more than the amount of the loan or extension of

10 credit, or of at least 10 per centum more than the amount of

11 the loan or extension of credit if it is secured by obligations

12 of any State, or of any political subdivision or agency

13 thereof: Provided, That the provisions of this paragraph

"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."

18 as are eligible for rediscount or for purchase by Federal

19 reserve banks. A loan or extension of credit to a director,

20 officer, clerk, or other employee or any representative of

21 any such affiliate shall be deemed a loan to the affiliate to

22 the extent that the proceeds of such loan are used for the

23 benefit of, or transferred to, the affiliate.

24 "For the purposes of this section the term 'affiliate '

25 shall include holding company affiliates as well as other

S. 245---3
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I affiliates, and the provisions of this section shall not apply

2 to any affiliate (1) engaged solely in holding the bank

3 premises of the member bank with which it is affiliated,

4 (2) engaged solely in conducting a safe-deposit business or

5 the business of an agricultural ere& corporation or livestock

6 loan company, (3) in the capital stock of which a national

7 banking association is authorized to invest pursuan

•

t to

8 •section 25 of the Federal Reserve Act, as amended,

9 or (4) organized under section 25 (a) of the Federal

10 Reserve Act, as amended; but as to any such affiliate, 11e11-

11 ber banks shall continue to be subject to other provisions of

12 law applicable to loans by such banks and investments by

13 such banks in stocks, bonds, debentures, or other such

14 obligations."

15 SEc. 13. The Federal Reserve Act, as amended, is

16 amended by inserting between section 24 and section 25

17 thereof the following new section:

1824A. Hereafter no national bank, without the

19 approval of the Comptroller of the Currency, and no State

20 member bank, without the approval of the Federal Reserve

21 Board, shall (1) invest in bank premises, or in the stock,

22 bonds, debentures, or other such obligations of any corpora-

23 tion holding the premises of such bank, or (2) make loans

24 to or upon the security of the stock of any such corporation,

35

1 if the aggregate of all such investments and loans will

2 exceed the amount of the capital stock of such bank."

3 SEC. 14. The Federal Reserve Act, as amended, is

4 further amended by inserting after section 25 (a) thereof

5 the following new section:

6 " SEC. 25. (b) Notwithstanding any other provision

7 of law all suits of a civil nature at common law or in equity

8 to which any corporation organized under the laws of the

9 United States shall be a party, arising out of transactions

1() involving international or foreign banking, or banking in

11 a dependency or insular possession of the United States,

12 or out of other inteniational or foreign fmancial operations,

13 either directly or through the agency, ownership, or control

14 of branches or local institutions in dependencies or insular

fo
"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

f all audh suits; and any defendant in any such suit ma
y,

i at any tim before the trial thereof, remove such 
suit from

1 
a State court into the district court of the Uni

ted States

for the proper district by following the procedure 
for the

removal of causes otherwise provided by law. No attachment

or execution s".hall be issued against any Federal 
reserve

bank or its 
propertyd •

before final judgment 
o Minn 

any suit, ac-

k tion, or proceeing in any State, Cunty, uicipal or 
United

States Court."

22 procedure tor the removal of causes otherwise provided by

23 law."
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SEC. 15. Paragraph "Seventh " of section 5136 of

2 the Revised Statutes, as amended, is amended to read as

3 follows:

4 "Seventh. To exercise by its board of directors or

5 duly authorized officers or agents, subject to law, all such

6 incidental powers as shall be necessary to carry on the busi-

7 ness of banking; by discounting and negotiating promissory

8 notes, drafts, bills of exchange, and other evidences of debt;

9 by receiving deposits; by buying and selling exchange, coin,

10 and bullion; by loaning money on personal security; and

11 by obtaining, issuing, and circulating notes according to

12 the provisions of this title; and generally by engaging in all

13 fowof banking business and undertaking all types of
-

14 banking transactions that may, by the laws of the State

15 in which such bank is situated, be permitted to banks of

16 deposit and discount organized and incorporated under the

17 laws of such State, except in so far as they may be for-

18 bidden. by the provisions of any Act of Congress. The busi-

19 ness of dealing in investment securities by the association shall

20 be limited to purchasing and selling such securities without

21 recourse, solely upon the order, and for the account of,

22 customers, and in no case for its own account, and the asso-

23 ciatiOn shall not underwrite any issue of securities: Pro-

24 vided, That the association may purchase for its own account

25 investment securities under such limitations and restrictions

37

1 as the Comptroller of the Currency may by regulation pre-

2 scribe, but in no event (1) shall the total amount of any

3 issue of investment securities of any one obligor or maker

4 purchased after this section as amended takes effect and held

5 by the association for its own account exceed at any time 10

6 per centum of the total amount of such issue outstanding, but

7 this limitation shall not apply to any such issue the total

8 amount of which does not exceed $100,000 and does not

9 exceed 50 per centum of the capital of the association, nor

10 (2) shall the total amount of the investment securities of

11 any one obligor or maker purchased after this section as

12 amended takes effect and held by the association for its own

13 account exceed at any time 15 per centum of the amount of

14 the capital stock of the association actually paid in and un-

15 impaired and 25 per centum of its unimpaired surplus fund.

16 As used in this section the term 'investment securities'

17 shall mean marketable obligations evidencing indebtedness

18 of any person, copartnership, association, or corporation in

19 the form of bonds, notes and/or debentures commonly

20 known as investment securities under such further definition

21 of the term 'investment securities' as may by regulation

22 be prescribed by the Comptroller of the Currency. Except

23 as hereinafter provided or otherwise permitted by law, noth-

24 ing herein contained shall authorize the purchase by the asso-

25 ciation of any shares of stock of any corporation. The limi-
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tations herein contained as to investnient securities shall not

apply to obligations of the United States, or obligations of

3 any State or of any political subdivision thereof, or obliga-

4 tions issued under authority of the Federal Farm Loan Act,

5 as amended: Provided, That in carrying on the business

6 commonly known as the safe-deposit business the associa-

7 tion shall not invest in the capital stock of a corporation

8 organized under the law of any State to conduct a safe-

9 deposit business in an amount in excess of 15 per centum

10 of the capital stock of the association actually paid in and

11 unimpaired and 15 per centum of its unimpaired surplus."

12 Tho—Festrictions of this section as to dealing in invest-

13 meut. securities shall take effect one year after the date

14 of the approval of this Act.

15 SEc. 16. (a) Section 5138 of the Revised Statutes, as

16 amended, is amended to read as follows:

17 " SEc. 5138. After this section as amended takes effect,

18 no national banking association shall be organized with a

19 less capital than $100,000, except that such associations

20 with a capital of not less than $50,000 may be organized

21 in any place the population of which does not exceed

22 six thousand inhabitants. No such association shall be

23 organized in a city the population of which exceeds

24 fifty thousand persons with a capital of less than $200,000,

25 except that in the outlying districts of such a city where the

26 Sta•te laws permit the organization of State banks with a

2

39

1 capital of $100,000 or less, national banking associations

2 now organized or hereafter organized may, with the approval

3 of the Comptroller of the Currency, have a capital of not

4 less than $100,000."

5 (b) The tenth paragraph of section 9 of the Federal

6 Reserve Act, as amended, is amended to read as follows:

7 " No applying bank shall be admitted to membership

8 in a Federal reserve bank unless it possesses a paid -up unim-

9 paired capital sufficient to entitle it to become a national

10 banking association in the place where it is situated under

11 the provisions of the National Bank Act, as amended."

12 SEC. 17. Section 5139 of the Revised Statutes, as

13 amended, is amended by adding at the end thereof the fol-

14 lowing new paragraph:

15 "After two years from the date of the enactment of

16 the Banking Act of 1933, no certificate representing the

17 stock of any such association shall represent the stock of

18 any other corporation, except a member Si. is shall the

19 ownership, sale, or transfer of any certificate representing

20 the stock of any such association be conditioned in any

21 manner whatsoever upon the ownership, sale, Or transf
er

22 of a certificate representing the stock of any other
 corpora-

23 tion, except a member bank."

24Section 5144 of the Revised 
Statutes, as

25 amended, is amended to read as follows:

AI1
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" SEC. 5144. In all elections of directors and in de-

2 ciding all questions at meetings of shareholders, each share-

3 holder shall be entitled to one vote on each share of stock

4 held by him; except (1) that shares of its own stock held

5 by a national bank as trustee shall not be •voted, and (2)

6 shares controlled by any holding company affiliate of a

7 national bank shall not be is unless such holdingcom-

8 pany affiliate shall have first obtained a voting permit as

9 hereinafter provided, wMch permit is in force at the time

10 such shares are voted. Shareholders may vote by proxies

11 duly authorized in writing; but no officer, clerk, teller, or

12 bookkeeper of such bank shall act as proxy; and no share-

13 holder whose liability is past due and unpaid shall be allowed

14 th vote.

15 " For the purposes of this section shares shall be

16 deemed to be controlled by a holding company affiliate

17 if they are owned or controlled directly or indirectly by

18 such holding company affiliate, or held by any trustee for

19 the benefit of the shareholders or members thereof.

20 "Any such holding company affiliate may make appli-

21 cation to the Federal Reserve Board for a voting permit

22 entitling it to cast one vote at all elections of directors and

23 in deciding all questions at meetings of shareholders of such

24 bank on each share of stock controlled by it or autho

25 a' •• the trustee or trustees holding the st5ck for its benefit

Atf<4,..+Ln.

otl 7,4404.41
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1 or for the benefit of its shareholders so to vote the same.',,

2 The Federal Reserve Board may, in its discretion, grant or

3 withhold such permit as the public interest may require.

4 In acting upon such application, the board shall consider

5 the financial condition of the applicant, the general character

6 of its management, and the probable effect of the granting

7 of such permit upon the affairs of such bank, but no such

8 permit shall be granted except upon the following conditions:

iC (a) Every such holding company affiliate shall, in

making the application for such permit, agree (1) to

receive, on dates identical with those fixed for the examina-

tion of —banks with which it is affiliated, examiners duly
•i

13 authorized to examine such banks, who shall make such

14 examinations of such holding company affiliate as shall be

15 necessary to disclose fully the relations between such banks

16 and such holding company affiliate and the effect of such

17 relations upon the affairs of such banks, such examinations

18 to be at the expense of the holding company affiliate so

19 examined; (2) that the reports of such examiners shall

20 contain such information as shall be necessary to disclose

21 fully the relations between such affiliate and such banks

22 an.d the effect of such relations upon the affairs of such

23 banks; (3) that such examiners may examine each bank

24 owned or controlled by the holding company affiliate, both

25 individually and in conjunction with other banks owned or
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1 controlled by such holding company affiliate; and (4) that

2 publication of individual or consolidated statements of con-

dition of such banks may be required;

4 " (b) After five years after the enactment of the

5 Banking Act of 1933, every such holding company

6 affiliate (1) shall possess, and shall continue to possess

7 during the life of such permit, free and clear of any lien,

pledge, or hypothecation of any nature, readily marketable

9 assets other than bank stock in an amount not less than

"Provided, however, That, in computillg 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 a
ffiliate

for all contributions 7hich 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 iAclude all such

gifts of money, assets or other things of value to

any such bank, all such amou_lts paia for worthless

or doubtful assets purchased from any such bank, and

all such other similar amounts as the Federal Reserve

Board, in its discretion, may permit to be treated

as contributions."

1
rrfs r.rnTr4,;n1-)7,,s1a

18 until such assets shall amount to such 25 per centum of the

19 aggregate par value of all bank stocks controlled by it;

20 " (c) Notwithstanding the foregoing provisions of this

21 section, after five years after the enactment of the Bank-

22 ing Act of 1933, (1) any such holding company affiliate

23 the shareholders or members of which shall be indi-

24 vidually and severally liable in proportion to the number

9 5 of shares of such holding company affiliate held by them LI
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1 respectively, in addition to amounts invested therein, for

2 all statutory liability imposed on such holding company

3 affiliate by reason of its control of shares of stock of banks,

4 shall be required only to establish and maintain out of net

5 earnings over and above 6 per centum per annum on the

6 book value of its own shares outstanding a reserve of readily

7 marketable assets in an amount not less than 12 per centum

8 of the aggregate par value of bank stocks controlled by it,

9 and (2) the assets required by this section to be possessed

10 by such bolding company affiliate may be used by it for

11 replacement of capital in banks affiliated with it and for

12 losses incurred in such banks, but any deficiency in such

13 assets resulting from such use shall be made up within such

14 period as the Federal Reserve Board may by regulation

prescribe;

it(d) Every officer, director, agent, and employee of

17 every such holding company affiliate shall be subject to the

18 same penalties for false entries in any book, report, or

u(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 cf, Sec—
tion 9 of the Federal Reserve Act; 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 Federal 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 cr other interest in, or
control of, such bank within such time as the Federal Re—
serve Board may determine; and"
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I in the management or direction of, any corporation, business

2 trust, association, or other similar organization formed for

2 the purpose of, or engaged principally in, the issue, flota-

4 tion, underwriting, public sale, or distribution, at wholesale

5 or retail or through syndicate participation, of stocks, bonds,

6 debentures, notes, or other securities of any sort (here-

7 inafter referred to as securities company) ; (2) agree that

during the period that the permit remains in force it will

9 not acquire any ownership, control, or interest in any such

10 securities company or participate in the management or

11 direction thereof; (3) agree that if, at the time of filing

12 the application for such permit, it owns, controls, or has an

13 interest in, or is participating in the management or dire c-

14 tion of, any such securities company, it will, within five

15 years after the filing of such application, divest itself of its

16 ownership, control, and interest in such securities company

17 and will cease participating in the management or direction

18 thereof, and will not thereafter, during the period that the

19 permit remains in force, acquire any further ownership,

20 control, or interest in any such securities company or par-

21 ticipate in the management or direction thereof; and (4)

22 agree that thenceforth it will declare dividends only out of

23 actual net earnings.

24 "If at any time it shall appear to the Federal Reserve

25 Board that any holding company affiliate has violated any
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1 of the provisions of the Banking Act of 1933 or of any

2 agreement made pursuant to this section, the Federal Re-

ivi its discretion, revoke any such voting
"Unless there is in effect at the time a voting per-mit issued pursuant to the terms of this section, anyperson, 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, nomineeor representative or agent thereof, or by any trustee forthe benefit of the shareholders or members thereof, shallbe deemed guilty of a misdemeanor and, upon convictionthereof in any district court of the United States, shallbe fined not more than $5,000 for each such offense. Eachvote cast shall constitute a seDarate offense within themeaning of this paragraph.

"Any officer, director, agent or employee of anysuch holding company affiliate for which there is in ef-fect a voting permit issued under the provisions of thissection, who shall make any false entry in any book, re-port or statement of such affiliate with intent in anycase to injure or defraud such affiliate, any member bankor any other company, body politic or corporate, or anyindividual person, or with intent to deceive the FederalReserve Board or any officer of such affiliate or of anymember bank, or the Comptroller of the Currency, or anyagent or examiner appointed to examine the affairs ofsuch affiliate, shall be deemed guilty of a misdemeanorand upon conviction thereof in any district court of theUnited States shall be fined not more than $5,000 orshall be imprisoned for not more than five years, orboth, in the discretion of the court.

"No national bank shall, (1) make any loan on the12 
stock of any holding company affiliate which owns or con-

2r trols such national bank directly or indirectly, (2) make
any any loan to any holding company affiliate which owns or
controls such national bank, directly or indirectly, on

4' the security of any shares of stock of any corporation
c owned or controlled by such holding company affiliate, or
2 (3) be the purchaser or holder of the stock of such hold-

ing company affiliate; unless such security or purchase
21 shall be necessary to prevent loss upon a debt previously

contracted in good faith; and any stock so purchased or
24 acquired shall be sold or disposed of at public or private

sale within six months from the date of its acquisition,2t unless the time is extended by the Comptroller of the
Currency."
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i public sale, or distribution at wholesale or retail or through

syndicate participation of stocks, bonds, debentures, notes,

3 or other securities.

4 FOr every violation of this section the member bank

invthed shall be subject to a penalty not exceeding $1,000

(5 per day kr each day during which such violation continues.

7 Such penalty may be assessed by the Federal Reserve Board,

8 in its discretion, and, when so assessed, may be collected by

9 the Federal reserve bank by suit or otherwise.

10 If any such violation shall continue kr six calendar

II months after the member bank shall have been warned by

12 the Federal Reserve Board to discontinue the same,

13 the case of a national bank, all the rights, privileges, and

14 franchises granted to it under the National Bank Act may

15 be forfeited in the manner prescribed in section 2 of the Fed-

16 eral Reserve Act, as amended, or, (b) in the case of a State

17 member bank, all of its rights and privileges of membership

18 in the Federal reserve system may be krkited in the manner

19 presciibed in section 9 of the Federal Reserve Act, as

20 amended.

21 SEC. 20. Paragraph (c) of section 5155 of the Revised

22 Statutes, as amended, is amended to read as kllows:

A national banking association may with the

24 approval of the Comptroller of the Currency establish and

25 operate new branches within the limits of the city, town,
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1 or village, or at any point wn the State in which said

2 association is situated, if such establishment and operation

3 are at the time expressly authorized to State banks by the

4 law of the State in question and subject to the restrictions as

5 to location imposed by the law of the State on State banks.

6 No such association shall establish a branch outside of the

7 city, town, or village in which it is situated unless it has a

8 paid-in and unimpaired capital stock of not less than

9 $500,000: Provided, That in States with a population of

10 less than one mon, and which have no cities located therein

11 with a population exceeding one hundred thousand, the

12 capital shall be not less than $250,000."

13 Paragraph (d) of section 5155 of the Revised Statutes,

14 as amended, is amended to read as follows:

15 " (d) The aggregate capital of every national banking

16 association and its branches shall at no time be less than the

17 aggregate minimum capital required by law for the estab-

18 lishment of an equal number of national banking associations

19 situated in the various places where such association and

20 its branches are situated."

21 SEC. 21. Sections 1 and 3 of the Act entitled "An Act

22 to provide for the consolidation of national banking associa-

23 tions approved November 7, 1918, as amended, are

2-t amended by striking out the words " county, city, town, or

25 village " wherever they occur in each such section, and
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1 inserting in lieu thereof the words " State, county, city,

2 town, or village."

3 SEC. 22. The first two sentences of section 5197 of the

4 Revised Statutes are amended to read as follows:

5 "Any association may take, receive, reserve, and charge

6 on any loan or discount made, or upon any notes, bills of

7 exchange, or other evidences of debt, interest at the rate

8 allowed by the laws of the State, Territory, or District where

9 the bank is located, or at a rate of 1 per centum in excess

10 of the discount rate on ninety-day commercial paper in effect

11 at the Federal reserve bank in the Federal reserve district

12 where the bank is located, whichever may be the greater,

13 and no more, except that where by the laws of any State

14 a different rate is limited for banks organized under State

15 laws, the rate so limited shall be allowed for associations

16 organized or existing in any such State under this title.

17 When no rate is fixed by the laws of the State, or Territory,

18 or District, the bank may take, receive, reserve, or charge a

19 rate not exceeding 7 per centum, or 1 per centum in excess

20 of the discount rate on ninety-day commercial paper in

21 effect at the Federal reserve bank in the Federal reserve

22 district where the bank is located, whichever may be the

23 greater, and such interest may be taken in advance, reckon-

24 ing the days for which the note, bill, or other evidence of

25 debt has to run."
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1 SEC. 23. The second sentence of the first paragraph

2 of section 5200 of the Revised Statutes, as amended,

3 is amended by inserting before the period at the end thereof

4 the following: "and shall include in the case of obligations

5 of a corporation all obligations of all subsidiaries thereof in

6 which such corporation owns or controls a majority

7 interest."

8 SEC. 24. Section 5211 of the Revised Statutes, as

9 amended, is amended by adding at the end thereof the foi-

l() lowing new paragraph:

11 "Each national banking association shall obtain from

12 each of its affiliates other than member banks and furnish

13 to the Comptroller of the Currency not less than three

14 reports during each year, in such form as the Comptroller

15 may prescribe, verified by the oath or affirmation of the

16 president or such other officer as may be designated by the

17 board of directors of such affiliate to verify such reports,

18 disclosing the information hereinafter provided for as of

19 dates identical with those for which the Comptroller shall

20 during such year require the reports of the condition of the

21 association. For the purpose of this section the term

22 ' affiliate ' shall include holding company affiliates as well

•Pti as other affiliates. Each such report of an affiliate shall

24 be transmitted to the Comptroller at the same time as the

S. 245-4
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1 corresponding report of the association, except that the

2 Comptroller may, in his discretion, extend such time for

3 good cause shown. Each such report shall contain such

4 information as in the judgment of the Comptroller of the

5 Currency shall be necessary to disclose fully the relations

6 between such affiliate and such bank and to enable the

7 Comptroller to inform himself as to the effect of such rela-

8 tions upon the affairs of such bank. The reports of such

9 affiliates shall be published by the association under the same

10 conditions as govern its own condition reports. The Comp-

11 troller shall also have power to call for additional reports

12 with respect to any such affiliate whenever in his judgment

13 the same are necessary in order to obtain a full and corn-

14 plete knowledge of the conditions of the association with

15 which it is affiliated. Such additional reports shall he

16 transmitted to the Comptroller of the Currency in such form

17 as he may prescribe. Any such affiliated bank which fails

18 to obtain and furnish any report required under this section

19 shall be subject to a penalty of $100 for each day during

20 which such failure continues."

21 SEC. 25. (a) The first paragraph of section 5240 of the

22 Revised Statutes, as amended, is amended by inserting before

23 the period at the end thereof a colon and the following pro-

24 viso: "Provided, That in making the examination of any , 

25 national bank the examiners shall include such an examina-
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1 tion of the affairs of all its affiliates other than member banks

2 as shall be necessary to disclose fully the relations between

3 such bank and such affiliates and the effect of such relations

4 upon the affairs of such bank; and in the event of the refusal

5 to give any information required in the course of the exami-

6 nation of any such affiliate, or in the event of the refusal

7 to permit such examination, all the rights, privileges, and

8 franchises of the bank shall be subject to forfeiture in accord-

9 with section 2 of the Federal Reserve Act, as

10

11

12

13

14

15

16

17

18

19

21

)

1111(1)

a mended.

power, and he is hereby authorized, to publish the report

of his examination of any national banking association or

affiliate which shall not .within one hundred and twenty

days after notification of the recommendations or suggestions

of the comptroller, based on said examination, have com-

plied with the same to his satisfaction. Ninety days' notice

prior .to .shall be given to the bank or

alliliatei'

(b)

roller of the Currency shall have

Section 5240 of the Revised Statutes, as amended,

is further amended by adding after the first paragraph

thereof the following new paragraph:

"The examiner making the examination of any affiliate

of a national bank shall have power to make a thorough

24 examination of all the affairs of the affiliate, and in doing

25 so he shall have power to administer oaths and to examine

).,_.)
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1 any of the officers, directors, employees, and agents thereof

2 under oath and to make a report of his findings to the
;

3 Comptroller of the Currency. The expense of examination'

4 of such affiliateCmay be assessed by the Comptroller of the

5 Currency upon the affiliates examined in proportion to assets

6 or resources held by the afliliate upon the dates of examina-

7 tion of the various affiliates. If any such affiliate shall

8 refuse to pay such expenses or shall fail to do so within

9 sixty days after the date of such assessment, then such

10 expenses may be assessed against the affiliated national bank

11 and, when so assessed, shall be paid by such national bank:

12 Provided, however, That, if the affiliation is with two or

13 more national banks, such expenses may be assessed against,

14 and collected from, any or all of such national banks in such

15 proportions as the Comptroller of the Currency may

16 prescribe. If any affiliate of a national bank shall refuse

17 to permit an examiner to make an examination of the affiliate

18 or shall refuse to give any information required in the course

19 of any such examination, the national bank with which it is

20 affiliated shall be subject to a penalty of not more than $100

21 for each day that any such refusal shall continue. Such pen-

22 alty may be assessed by the Comptroller of the Currency and

23 collected in the same manner as expenses of examinations."

24 SEe. 26. In any case in which, in the opinion of the

25 Comptroller of the Currency, it would be to the advantage
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1 of the depositors and unsecured creditors of any national

2 banking association whose business has been closed, for such

3 association to resume business upon the retention by the

4 association, for a reasonable period to be prescribed by the

5 Comptroller, of all or any part of its deposits, the Comp-

6 troller is authorized, in his discretion, to permit the associa-

7 tion to resume business if depositors and unsecured creditors

8 of the association representing at least 85 per centum of its

9 total deposit and unsecured credit liabilities consent in writing

10 to such retention of deposits. Nothing in this section shall

11 be construed to affect in any manner any powers of the

12 Comptroller under the provisions of law in force on the date

13 of enactment of this Act with respect to the reorganization

14 of-national banking associations.

15 SEC. 27. Whenever, in the opinion of the Comp-

16 troller of the Currency, any director or officer of a national

17 bank, or of a bank or trust company doing business in the

18 District of Columbia, or whenever, in the opinion of a Fed-

19 eral reserve agent, any director or officer of a State member

20 bank in his district shall have continued to violate any law

21 relating to such bank or trust company or shall have con-

22 tinued unsafe or unsound practices in conducting the business

23 of such bank or trust company, after having been warned

24 by the Comptroller of the Currency or the Federal reserve

25 agent, as the case may be, to discontinue such violations
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1 of law or such unsafe or unsound practices, the Comptroller

9 of the Currency or the Federal reserve agent, as the case may

be, may certify the facts to the Federal Reserve Board.

4 In any such case the Federal Reserve Board may cause

5 notice to 1:)e served upon such director or officer to appear

6 before such board to show cause why he should not be

removed from office. A copy of such order shall be sent to

S each director of the bank affected, by registered mail. If

9 after granting the accused director or officer a reasonable

10 opportunity to be heard, the Federal Reserve Board finds

11 that he has continued to violate any law relating to such

12 bank or trust company or has continued unsafe or unsound

13 practices in conducting the business of such bank or trust

14 company after having been warned by the Comptroller of

15 the Currency or the Federal reserve agent to discontinue

16 such violation of law or such unsafe or unsound practices,

17 the Federal Reserve Board, in its discretion, may order

18 that such director or officer be removed from office. A copy

19 of such order shall be served upon such director or officer.

20 A copy of such order shall also be served upon 
the bank of

21 which he is a director or officer, whereupon such director 
or

22 officer shall cease to be a director or officer of such 
bank:

23 Provided, That such order and the findings of fact upon

24 which it is based shall not be made public or 
disclosed to

25 anyone except the director or officer involved and the 
three,-
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1 tors of the bank involved, otherwise than in connection with
2 proceedings for a violation of this section. Any such director
3 or officer removed from office as herein provided who there-
4 after participates in any manner in the management of such
5 bank shall be fined not more than $5,000 or imprisoned for
6 not more than five years, or both, in the discretion of the
7 court.

8 SEC. 28. The right to alter, amend, or repeal this Act
9 is hereby expressly reserved. If any provision of this Act,
10 or the application thereof to any person or circumstances,
1 1 is held invalid, the remainder of the Act, and the application
12 of such provisidn to other persons or circumstances, shall
13 uot be affected thereby.

-

"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) Each member bara 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,

l(b) Each member bank located in the vicinity of a Federal
reserve bank or branch thereof shall maintain not loss than four-
fifths of its total required reserves in the form of 8 reserve
balance on deposit with the Federal reserve bank, and every other
member bank shall maintain not less than two-fifths of its total
required reserves in the form of a reserve balance on deposit
with the Federal reserve bank. mho 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, 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 GO requires, the Federal
Reserve Board may limit to an amount less than that permitted
hereunder the amount of cash ,rhich any member bank or banks may
count as reserve; Provided, however, That in prescribing such limi-
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1 of law or such unsafe or 
unsound practices. the C

2 of the Currency or the 
Federal reserve agent, as thE

3 be, may certify the facts to 
the Federal Reser,

4 In any such case the Federal 
Reserve Board n

notice to 13e served upon such 
director or officer

6 before such board to show 
cause why he shoul

7 removed from office. A copy of 
such order shall 1

S each director of the bank 
affected, by registered

9 after granting the accused 
director or officer a r

10 opportunity to be heard, the Federal 
Reserve Bo

11 that he has continued to 
violate any law relating

12 bank or trust company or has 
continued unsafe or

13 practices in conducting the business 
of such bank

14 company after having been 
warned by the Comp

15 the Currency or the 
Federal reserve agent to diE

16 such violation of law or 
such unsafe or unsound .1

17 the Federal Reserve 
Board, in its discretion, mt.

18 that such director or officer 
be removed from office.

19 of such order shall be 
served upon such director o]

20 A copy of such order 
shall also be served upon the

21 which he is a director or 
officer, whereupon such director 

or

22 officer shall cease to be a 
director or officer of such bank:

23 Provided, That such order and 
the findings of fact upon

24 which it is based shall 
not be made public or 

disclosed to

25 anyone except the director or 
officer involved and the direc,

. •

--•

1-%

,

• •
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ors of the bank involved, otherwise than in connection with

roceedings for a violation of this section. Any such director

• officer removed from office as herein provided who there-

ter participates in any manner in the management of such

shall be fined not more than $5,000 or imprisoned for

more than five years, or both, in the discretion of the

rt.

SEC. 28. The right to alter, amend, or repeal this Act

weby expressly reserved. If any provision of this Act,

application thereof to any person or circumstances.

d invalid, the remainder of the Act, and the application

'II provision to other persons or circumstances, shall

affected thereby.

-34-
Reserves--Continued

for any period not less than 90 days, may omit any specific

deposit account or accounts from such computation of its

reserve requirements if such account or accounts are reported

separately 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 member bank exceed fifteen per centum

(15%) of its gross deposits.

l(b) 7ach member bank located in the vicinity of a Federal

reserve bank or branch thereof shall maintain not loss than four-

fifths of its total required reserves in the form of a reserve

balance on deposit with the Federal reserve bank, and every other

member bank shall maintain not less than teno-fifths of its total

required reserves in the form of a reserve balance on deposit

with the Federal reserve bank. The 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, 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 bet,neen 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 Board may limit to an amount less than that permitted

hereunder the amount of cash .,thich any member bank or banks may

count as reserve: Provided, however, That in prescribing such limi

L-28
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22 °MOT -snicur-cu-azu 
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23 Provided, That such 
order

24 which it is based shall not

25 anyone except the director

1.y

_

and the findings of fact upon

be made public or 
disclosed to

or officer involved and the 
direc-
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'volved, otherwise than in connection with

Tiolation of this section. Any such director

from office as herein provided who there-

n any manner in the management of such

1 not more than $5,000 or imprisoned for

e years, or both, in the discretion of the

3 right to alter, amend, or repeal this Act

, reserved. If any provision of this Act,

thereof to any person or circumstances,

remainder of the Act, and the application

to other persons or circumstances, shall

eby.

-35-

4rves--Continued

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 they 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) mho term "gross deposits", within the meaning
of this section, shell include all deposit liabilities of

any member bank whether or not immediately available for

withdrawal by the depositor, all liabilities for certified

Checks, cashiers', treasurers' and other officers' checks-,

cash letters of credit, travelers' checks, and all other

similar liabilities, as further defined and specified by

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

computing the amount of "gross deposits", (1) amounts shown
on th 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) liabilities payable only at such a branch, shall be

treated as though said liabilities were due to or payable at
a nonm,mber bank,

,(d) "he term "net deposits", as used in this section,
Shall mean the amount of the gross deposits of any member bank,
as above defined and as further defined by the Federal Reserve
Board, minus the sum of (I) all balances due to such member
bank from other mmber banks and their branches in the United

L-28
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wolved, otherwise than in connection with
7io1ation of this section. Any such director
from office as herein provided who there-
n any manner in the management of such

:I not more than $5,000 or imprisoned for
e years, or both, in the discretion of the

3 right to alter, amend, or repeal this Act
7 reserved. If any provision of this Act,
thereof to any person or circumstances,
remainder of the Act, and the application
to other persons or circumstances, shall
?,by.

- 36 - 
L-28Jrves - Continued 

States and (2) checks and other cash items in process of col-lection which are payable immediately upon presentation inthe 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 amountof checks, drafts, and other items debited or charged by anymember bank to any and all accounts included in gross depositsas above defined and as further defined by the Federal ReserveBoard, except charges resulting from the payment of certifiedchecks and cashiers!, treasurers!, and ether officers checks.l(f) The term "cash" within the meaning of this section,shall include all kinds of currency and coin issued or coinedunder authority of the laws of the United States.1(g) The term "reserve balances," as used in thissection, shall mean a member bank's actual net balance on thebooks of the Federal reserve bank representing funds availablefor reserve purposes under regulations prescribed by the FederalReserve Board.

1(h) The term "vicinity of a Federal reserve bank or branchthereof," as used in this section, shall mean the city in whicha Federal reserve bank or branch thereof is located, until suchterm is otherwise defined by the Federal Reserve Board: Provided,That, with respect to each Federal reserve bank and each branchthereof, the Federal Reserve Board, from time to time, in itsdiscretion, may either (1) define a specific geographic area

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



L.

.-•

2.!

_ 4.

40

24 which it is based shall not be made public or disclosed to
25 anyone except the director or officer involved and the direc,

55

ivolved, otherwise than in connection withTiolation of this section. Any such director
from office as herein provided who there-
n any manner in the management of such
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as comprising the vicinity of such Federal reserve bank
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
time: Provided, however, That, in defining such areas and
compiling such lists, the Federal Reserve Board shall be
guided by the general principle indicated in subsection (b)
hereof.

1(i) With respect to each member bank, the term "Federal

reserve bank", as 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 affect of
law and the courts shall take judicial notice of them.1(k) 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

L-28
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Tears, or both, in the discretion of the

ght to alter, amend, or repeal this Act
served. If any provision of this Act,
reof to any person or circumstances,
minder of the Act, and the application
)ther persons or circumstances, shall
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/pose of meeting existing liabilities: Provided, horrever,• That, whenever the reserves of any member bank have beencontinuously 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 shallsend to each director of such bank, by registered mail, aletter advising him of such deficiency and calling attentionto the provisions of this subsection; and each director of such

bank 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
under regulations prescribed by the Federal Reserve Board pursuant
to the provisions of this Act shall be paid to the Federal reserve
bank by the member bank against which they are assessed.t(m)

L-28

No member bank shall 'keep on deposit with any State bank
or trust company which is not a member bank a sum in excess of ten
per centum of its own paid—up capital and surplus. No member bank shall
act as the medium or agent of a nonmember 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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f(n) National banks or banks organized under local laws,located in Alaska or in a dependency or insular possession or any partof the United States outside the continental United States, may remainnonmember banks, and shall in that event maintain reserves and complywith all the conditions now provided by law regulating them; or said banksmay, with the consent of the Federal Reserve Board, become member banks ofany one of the Federal reserve districts, and shall that event takestock, maintain reserves, and be subject to all the other provisions ofthis Act.

l(o) All acts or parts of acts in conflict with this section arehereby repealed only in so far as they are in conflict with the provisionsof this section.7

"There are hereby repealed the provisions of Section 7 of the FirstLiberty Bond Act, approved April 24, 1917, Section 8 of the Second LibertyBond Act, approved September 24, 1917, and Section 8 of the Third LibertyBond Act, approved April 4, 1918 (U.S.Code, Title 31, Section 771) whichread as follows:

'That the provisions of section fifty-one hundred andninety-one of the Revised Statutes, as amended by the Federal .Reserve Act, and the amendments thereof, with reference to thereserves required to be kept by national ba:lking associations andother member banks of the Federal Reserve System, shall not applyto deposits of public moneys by the United States in designateddepositaries.'

"This section shall become effective on the first day of theseventh calendar month following the enactment of this Act."
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73n CONGRESS1 S. 2451BT SESSION I

A BILL

To provide for the s
afer and more effect

ive

use of the assets of Fe
deral r(!serve banks

and of national bank
ing associations, to

regulate interbank con
trol, to prevent the

undue diversion of f
unds into speculativ

e

operations, and for o
ther purposes.

By Mr. GLASS

MARCH 9 (calendar 
day, MARCH 11), 1933

Read twice and referred to the Committee on

Banking and Curr
ency
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r.,
ConLressional Record, 73d Concress, 1st Session, May 25,

1933 (Senate) at p. 4179:

Mr. Glass: * * *

to the other sufgestion, if we confine to their

proper business activities these large private concerns whose

principal business is that of dealing in investment securities,

and so forth, and many of which unloaded millions of dollars

of worthless investment securities upon the banks of this

country, and deny them the right to conduct the deposit bank

business at the same time, there will be no difficulty on

the face of the globe in financing any business enterprise

that needs to be financed at a profit in this country. Only

the other day, in opening my remarks on this bank bill, I

referred to the fact that, notwithstanding the protests which

came to our Banking and Currency Committee, vong the very

thing now stated by the Senator from. Maryland, the largest

commercial bank in the world, I believe, the Chase ilational

Bank, without waiting for the enacLuent of this bill, but very

likely prompted by the knowledge that it would be enacted,

separated itself fram its affiliate, and the very next day

the New York papers recorded the fact that those who were

chiefly active in the conduct of the affairs of that affiliate

were proposing to immediately set up an investment banking

house to do the very things that affate had been unlawfully

I. ever since its establishment.

If there is money in the business, there need be no

fear but that large investment houses will be set up in this

country, just as they have been in all of the countries of

continental Europe, and in England, to be conducted by experi-

enced bankers rather than by blacksmiths and speculators.

There will be no difficulty on earth in meeting that 
issue,

and I concur most heartily with my colleague the S
enator fram

Ohio in saying that this is a vital provision of the b
ill,

and that it should not be amended as suggested by 
the Senator

fram Maryland."
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SENATE COMMITTEE ON BANKING AND CURRENCY
REPORT NO. 77, 73d CONGRESS, 1st
SESSION, JUNE 17, 1933.

By Mr. Glass (1). 9):

"There seems to be no doubt anywhere that a

large factor in the overdevelopment of security loans, and

in the dangerous use of the resources of bank depositors

for the purpose of making speculative profits and incurring

the danger of hazardovs losses, has been furnished by per-

versions of the National banking and State banking laws * *

"(a) The greatest of such dangers is seen in the

growth of 'bank affiliates' which devote themselves in many

cases to perilous underwriting operations, * * * "

2
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REPORT OF

THE COMMITTEE ON BANKING AND CURRENCY

PURSUANT TO SENATE RESOLUTION 84, 72d CONGRESS
AND SENATE RESOLUTIONS 56 and 97, 73d CONGRESS,
SENATE REPORT NO. 1455, 73d CONGRESS,2d SESSION

SUBMITTED JUNE 16, 1934.

At pp. 113-114:

"(a) Abuses arisin. out of the interrelatipnship 

of c9mmercial and investment banking. -.A prolific source of

evil has been the affiliated investment companies of large

commercial banks. These affiliates have been employed as iii-

ctrumentalities by commercial banks to speculate in their own

stock, to participate in market operations designed to manipu-

late the price of securities, and to conduct other operations

in which commercial banks are forbidden by law to engage.

"Commercial banks did not hesitate to violate their

fiduciary duty to depositors seeking disinterested investment

counsel by referring such inquiries to their affiliates. the

affiliates unloaded securities owned by them on unsuscepting

investors and depositors. The activities of investment affili-

ates encouraged speculation by officers and directors of commer-

cial banks and resulted in the payment of excessive compensation

and profits to these officials."

At pp. 155-156:

"1. THE NATURE OF COMMERCIAL BANKING

"The primary function of commercial banking is to furn-

ish short-term credits for financing the production and distribu-

tion of consumable goods. By their nature, such loans should be

self-liquidating. A sharp line of demarcation should exist between

the function of the commefcial banker and the investment banker.

Long-term capital financing for the production of 'durable goods',

such as machinery, railroad equipment, building material, and

construction work in general, is the proper field of the invest-

ment banker, since huch loans are not self-liquidating within the

3
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goe

prescribed limtm of abort-term commercial banking operations.

(olarence Dillon, Oct. 131 19331 Dillon, Read & Co. pt. 41

pp. 2109-2110)

"As was stated by Winthrop W. Aldrich, president of

the Ohase National Bank:

* * * This experience as a bank official, coupled with the tes-

timony shich was presented to your committee in February of this

year had convinced me that many of the abuses in the banking sit-

uation had arisen from failure to discern that commercial bank-

ing and investment banking are two fields of activity essential-

ly different in nature. I came to believe that while it was

essential that there should be coordination between these two

types of banking, such coordination could best be protected

from abuse and thus enhanced in usefulness through absolute

separation of interest between the two fields.

The commercial bank's credit function is very defin-

itely governed by its responsibility to meet its deposit liabil-

ities on demand. It must not seek excessive profits by taking

undue credit risks and it cannot wisely tie up its funds in long-

term credits however safe they may be. Its primary credit func-

tion is performed by lending money for short periods to finance

self-liquidating commercial transactions, largely in the movement

of goods and crops through the various stages of production and

distribution, and in the making of short-term loans against good

collateral. The commercial bank cannot safely make loans to a

borrower who lacks capital of his own or who cannot in the normal

course of his business repay the loan within a reasonable period

of time. It is within this framework that the commercial bank

renders round and constructive service to the industry, trade,

and agriculture of the country.

The investment banker also renders necessary and ef-
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fective service to the industry, trade, and agriculture of

the country. He does it by meeting long-term needs, providing
-A

funds for plan and equipment or for permanent working capital.

He does, and should, take speculative risks of a sort unsuit-

able to the commefcial bank in providing capital funds for new

and promising enterprises, even though the major volume of his

transactions is naturally to be found in providing additional

capital for industries well established and less uncertain of

their prospects. With every new issue, moreover, he takes the

risk that the public may not readily absorb the new securities

which he brings out and that his own capital may be tied up

for a long period of time. This last distinction between in-

vestment and commercial banking emphasizes the wisdom of the

legislation forbidding investment bankers from taking deposits.

(Statement of Winthrop W. Aldrich, Nov. 29, 1933, Chase $e-

curities Corporation, pt. 8, pp. 3977, 3979).

2. COMMERCIAL BANKS AND SECURITIES SPECULATION

"The role played by commercial banks in securities

speculation, particularly during the speculative period from

1926 to 1929, and the legislative regulation of these activi-

ties, has already been detailed in this report. It is general-

ly conceded that the flow of credit of thecommercial banks in

the form of brokers' loans, the financing of syndicate or pool

operations in securities, and loans on securities as collatera/

accentuated the speculative excesses during the boom period.

The consequent disastrous results affected not only the in-

vesting public, but these banking institutions, whose capital

was substantially impaired by the collapse and shtinkage of

vedues of securities into wnich banks had frozen a large part

of their funds.

"The indulgence by commercial bankers in these se-

curity loans involved their institutions in such nuge losses
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as to directly cause their banks to close, as was the case

with the group-banking holding companies of Detroit and

Cleveland. (For a detailed discussion of the bank credit and

securities speculation, see ch. I, sec. 41 of this report.

For a detailed discussion of group banking, see sec. 6 of this

chapter).

3. COMMERCIAL BANKING AND INVESTMENT BANKING

"Commercial banks not only played a vital part in

securities transactions by the extension of credit to carry on

these activities, but directly engaged, in circumvention of the

law, through the medium of their investment affiliates, in secur-

ities and other transactions prohibited to commercial banks.

This participation of commercial banks in the investment-banking

field ultimately resulted in such gross abuses and malpractices,

and occasioned such losses to the banking institutions and the

investing public, that the banking act of 1933 was passed di-

vorcing commercial banking from investment banking institutions!

At pp. 163-766:

"4. ABUSES

"(a) Abuses arising out of investment affiliates.-

The creation of investment affiliates by commercial banks was

undesirable not only because these affiliates circumvented the

law but because these affiliates created conditions and situa-

tions which were detrimental both to the investing public and

to the banking institutions. Possessed with this instrumental-

ity that enabled these banking institutions to conduct a busi-

ness and indulge in practices which governmental authority

through legislative enactment had forbidden to commercial banks,

these banking institutions, infected with speculative fervor,

indulged in practices and transactions which had the direst

consequences.

(1) V olation of fiduciqu_dmIx_Aodeptolitors and 
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investors. - Commercial banks found a fertile field among

its depositors for purcharers of security issues which their

investment affiliates were sponsoring. These banks, violat-

ing their fiduciary duty to depositors seeksing disinterested

investment counsel from their bankers, referred these de-

positors to the affiliates for advice. These depositors

were then sold securities in which the affiliates had a pecun-

iary interest.

Hugh B. Baker, president of the national City 00.,

testified:

Mr. Pecora. Now, Mr. Baker, do you know that frequently de-

positors of a bank seek the advice of officers of their bank

with respect to making invesments?

Mr. Baker. Yes, sir.

Mr. Pecora. And in order for a bank to give that kind of

advice disinterestedly it should not be interested in pushing

any particular security, should it?

Mr. Baker. Well, I think it is distinctly to the advantage

of a bank if it has the benefit of the study of securities

which our organization, we thought, was able to give.

Mr. Pecora. Isn't every well-organized and functioning bank

possessed of certain facilities for informing its clients of

security issues generally - I mean the soundness of security

issues generally?

Mr. Baker. It is, but, of course, that is in the matter of

degree. There is a tremendous amount of study and sesearch

work required in the development of issues of securities and

then in following their progress afterward.

Mr. Pecora. Mr. Baker, you would not hesitate to say, would

you, that the advice which a bank gives to a depositor, in re-

sponse to the depositor's request for such advice concerning

Investments, should be wholly unselfish and disinterested on

the part of the bank and should be designed to serve the de-
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positor's interests?

Mr. Baker. It should certainly serve the depositor's inter-

ests all the time.

Mr. Pecora. And do you think that a bank which has an affil-

iation with an investment company, sponsoring its own issues

or the issues of others, is in a position to give that kind

of unselfish and disinterested advice to a depositor seeking

such advice?

Mr. Baker. I think so.

Mr. Pecora. Do you recognise that to such a bank and its

officers and 4mployees there is the temptation of favoring the

securities in which its affiliate is interested?

Mr. Baker. That may be true, but the WO

Mr. Pecora (interposing). Well, it is true, isn't it?

Mr. Baker. But the point is, as I see it, that where the

investment house has the facilities to determine the value of

securities, that is a distinct advantage to have.

Mr. Pecora. But the investment house has not given the same

consideration to all securities offered to the public as it has

to those in which it is particularly interested, has it?

Mr. Baker. That is right.

Mr. Pecora. So that a bank with that kind of investment af-

filiate, functioning even through the bank's own branches, is

In the position of having the affiliate particularly interested

in certain issues of which it has made a special study and of

having the temptation always present to advise a depositor seek-

ing its advice for investment purposes to invest in the securi-

ties which its investment affiliate is sponsoring.

Mr. Baker. There is no doubt about that, and yet --

Mr. Pecora (interposing). And to that extent tsn't there always

lurking the danger that the depositor seeking disinterested ad-

vice won't get it?

Mr. Baker. That depends upon the ability of the investment
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banking house in its research work, and in its investment

in securities it recommends, to try to keep on hand a diver-

sified list that will fit all classes of investors.

Mr. Pecora. Mr. Baker, do you still think it is good banking

practice for a bank to have itself so interwoven with an in-

vestment affiliate, as the National Oity Bank is with the Na-

tional City Co.?

Mr. Baker. Yes, sir.

Mr. Pecora. You do?

Mr. Baker.sir. (Hugh B. Baker, Feb. 231 1933, National

City, pt. 6, pp. 1942-1943)

Mr. Balcer. A customer of the bank, let us say, in talking

to some officer in the bank indicates that he is interested in

making some investments. That would be transmitted to the Na-

tional City Co., and that name would be called upon immediate-

ly.

Mr. Pecora. So that when a depositor of the bank went to the

bank seeking advice on matters of investments the name of that

customer or depositor would be transmitted by the bank(s repre-

sentative to the company?

Mr. Baker. The probabes are that it would; yes, sir.

Mr. Pecora. And that is the way the bank would advise such

an inquirer on matters of investments?

Mr. Baker. It all depends on the nature of the inquirer.

Mr. Pecora. If it was an inquiry for the making of invest-

ments that was the way he would be advised frequently?

Mr. Baker. I think he would say that 'the investment part

of this organization ic the National City Co. and I would be

glad to refer you to them,' some particular name.

Mr. Pecora. And if that depositor or customer then followed

up that suggestion by calling upon the National City 05. for ad-

vice as to his investments, it was not an unusual thing for the
9
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National City Co. to suggest investment in securities that the

company was sponsoring, was it?

Mr. Baker. That is right. (Hugh B. Baker, Feb. 24, 1933, Na-

tional City, pt. 6, p. 2019).

Not only did the managers and employees of the banks

recommend prospective customers to the salesmen of the invest-

ment companies Mit these bank employees directly sold securities

to customers, the branch banks receiving a service allowance on

such sales. (Hugh B. Baker, supra, p. 2017).

Mr. Pecora. As president of the bank did you give any in-

structions or directions to the employees of the bank in any

of its branches to sell stock of the bank for the account of

the National City Co.?

Mr. Rentschler. Branch of the bank managers? No.

Mr. Pecora. Are you quite sure of that, Mr. Rentschler?

Mr.Rentschler. The mangers or the bank officers themselves

directly are not selling stock of any kind. It may be that there

may be instances where a branch officer might find a customer

who wanted to buy this or that and he would turn him over to a

City Co. man to effect the sale.

Mr. Pecora. I have before me what is described as the annual

report of the National City Co. and its subsidiary corporations

for the year ended December 31, 1929, summarizing the operating

results and various activitiea of the year, and on the last page

thereof appears this statement:

'With the closing of our Jacksonville (Fla.) office 69 district

and representative offices were in operation at the year end,

all served either directly or indirectly by our private-wire

system of 11,386 miles. Sales facilities are also available

at 26 of the bank's Greater New York City branches, each con-

nected with our home office by private line, telephone, or

teletype service.'
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'This makes a total of 95 points offering National

City Co. facilities to investors through its own staff, proof

of the excellent service rendered for our account by bank

employees at offices where City Co. men are not yet located.s

Mr. Pecora. Did that bring home to you knowledge for the

first time that the employees of the bank were supplementing

the selling efforts of the sales force of the company in the

sale of securities in which the company was engated?

Mr. Rentschler. Yes; they would take orders for them, unques-

tionably.

Mr. Pecora. I did not ask you if they would take orders. I

asked you if you learned for the first time that that was being

done.

Mr. Rentschler. No.

Mr. Pecora. Well, you knew of it currently, didn't you?

Mr. Rentschler. Certainly.

Mr. Pecora. Was that done with your consent and knowledge and

approval as president of the bank?

Mr. Rentschler. Yes, I knew that was the practice.

Mr. recora. You approved of it?

Mr. Rentschler. Surely. (Gordon S. Rentschler, Feb. 22, 1933,

National 0 ity, pt. 6, pp. 1885-1886).

The investment affiliates developed the most effective

machinery for the distribution of securities, employing many sales-

men throughout the Nation to quickly sell the security issues which

were either sponsored by the affiliates or in which they had a

pecuniary interest. By far the greatest part of tbe tusiness of

the National City Co. was the selling of securities to the general

public. (Charles D. Mitchell, Feb. 21, 1933, National City, pt.

6, p. 1765) Over a 10-year period the National City Co. sold on

nn averogo a billion and a half dollars of securities a year to

the general public. (Charles E. Mitchell, eipra, p. 1766):
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At p. 165:

N(b) DIVORCEMENT OF COMMERCIAL BANKS FROM INVESTMENT AFFILIATES
BY Tia BANKING AOT OF 1933

The Banking Act of 1933) enacted on June 16, 1933,

was promulgated to effect a complete severance of the commercial

and investment banking functions and to eradicate many of the

abuses disclosed at the hearings before the Senate subcommittee.

Section 20 of the Banking Act of 1933 provides:

SEC. 20. After one year from the date of the en-

actment of this Act, no member bank shall be affiliated in any

manner described in section 2 (b) thereof with any corporation,

association, business trust, or other similar organization

engaged principally in the issue, flotation, underwriting,

public sale, or distribution at wholesale or retail or through

syndicate participation of stocks, bonds, debentures, notes,

or other securities. (Banking Act of 1933, sec. 20)

Section 2 (b) of the Banking Act of 1933 provides:

(b) Except where otherwise specifically provided)

the term 'affiliate' shall include any corporation, business

trust, association, or other similar organization -

(1) Of which a member bank, directly or indirectly,

owns or controls either a majority of the voting shares or more

than 50 per centum of the number of shares voted for the elec-

tion of its directors, trustees, or other persons exercising

similar functions at the preceding election, or controls in any

manner the election of a majority of its directors, trustees,

or other persons exercising similar functions; or

(2) Of which control is held, directly or indirect-

ly, through stock ownership or tall any other manner, by the share-

holders of a member bank who own or control either a majority

of the share of such bank or more than 50 per centum of the num-

ber of shares voted for the election of directors of such bank

at the preceding election, or by trustees for the benefit of the
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shareholders of any such bank; or

(3) Of which a majority of its directors, trustees,

or other persons exercising similar functions are directors

of any one member bank. (Banking Act of 1933, Sec. 2 (b).)

In order to effectuate this divorcement, section

18 of the Banking Act of 1933 provides:

After one year from the date of the enactment of

the Banking Act of 1933, no certificate representing the stock

of any such association shall represent the stock of any other

corporation, except a member bank or a corporation existing

on the date this paragraph takes effect engaged solely in Oold-

ing the bank premises of such association, or shall the owner-

ship, sale, or transfer of any certificate representing the

stock of any such association be conditioned in any manner

whatsoever upon the ownership, sale, or transfer of a certifi-

cate representing the stock of any other corporation, except

a member bank. (Banking Act of 1933, sec. 18).

The Banking Act of 1933 is an expression of the

legislative policy of complete divorcement of commercial bank-

ing from investment banking. Further legislation may be re-

quired to completely effectuate this policy."

And at pp. 228-229:

(c) PRIVATE BANKING AND IiVESTMENT BANKING.

Private bankers heretofore have been permitted to

di/el:All engage in the investment banking business without re-

sorting, as the commercial banks had to do, to tbe medium of

Investment affiliates. (For a detailed discussion of tLe invest-

ment-banking business conducted by private bankers see ch. II

of this report).

Winthrop W. Aldrich attributed the abuses arising

out of the investment affiliates of commercial banks to the

dual function of private bankers of commercial banking and in-

vestment banking.
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Aldrich stated:

A principal difficulty in the pact has been that

commercial banks doing an investment banking business have

been paralleled in operation by private bankers doing a deposit

and investment business. As there was no clear definition of

function or differentiation in interest between the two types

of banking, it was not natural that officers of commercial

banks should have at times failed to appreciate the distinction

between their own position and that of members of private

banking firms. The system itself which permitted overlapping

of function and interlocking of interests between these two

types of banking has been responsible for much that the pub-

lic now condemns. (Statement of Winthrop W. Aldlioh, Nov. 29,

1933, Chase Securities Corporation, pt. 8, p. 3978).

The evils inherent in the conduct by an incorpor-

ated bank, through an investment affiliate, of an investment

banking business are equally ingrained in the conduct by a

private banker accepting deposits of an investment banking

business. The reasons impelling the divorcement of investment

banking from incorporated commercial banks are equally cogent

for the divorcement of investment banking from private bankers

doing a commercial banking business."
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EXCERPT FROM STATEMENT OF WINTHROP W. ALDRICH,
President of Chase National Bank, given
before the Senate Oommitee on Banking and
Currency, 73d Congress, 2d Session, on
November 29, 1933.

At p. 3977:

"I

THE WISDOM OF SEPARATING COMMERCIAL BANKING FROM INVESTMENT
BANKING

My experience as a bank official commenced at the

end of the year 1929, when I became president of the Equitable

Trust Co. From June 1930 upon the amalgamation of that insti-

tution with The Chase National Bank, until January 1933 I was

president of the Chase National Bank but not its executive

head. In January, 1933, I became its executive head, upon my

election as chairman of the governing board. This experience

as a bank official, coupled with the testimony which waz pre-

sented to your committee in February of this year had convinced

me that many of the abuses in the banking situation had arisen

from failure to discern that commercial banking and investment

banking are two fields of activity essentially different in

nature. I came to believe that while it was essential tnat

there ahould be covrdination between these two types of bank-

ing, such coordination could best be protected from abuse and

thus enhanced in usefulness through absolute separation of

interest between the two fields.

On March 8, 1933, therefore, I issued a public

statement suggesting the following provisions, among others,

which experience indicated should be enacted into law. These

were in addition to the provisions of the Glase-Steagall bill

as it then stood,which required the divorcement by commercial

banks of their investment affiliates:

1. No corporation or partnership should be permitted

to take deposits unless such corporation or partnership is

subjected to the same regulations and required to publish the

same statements as are commercial.8..nks.
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2. No corporation or partnership dealing in securities

should be permitted to take deposits even under regulation.

3. No officer or director of any corporation nor any

member of any partnership dealing in securities should be

permitted to be an officer or director of any commercial bank

or bank taking deposits, and no officer or director of any

commercial bank or bank taking deposits should be permitted

to be an officer or director of any corporation, or a partner

in any partnership engaged in the business of dealing in se-

curities.

4. Boards of directors of commercial banks should be

limited in number by statute so as to be sufficiently small

to enable the members to be actually cognizant of the affairs

of their banks and in a position really to discharge their

rerponsibility to stockholders, depositors, and the business

community.

The spirit of speculation should be eradicated

from the management of commercial banks, and commercial banks

should not be permitted to underwrite securitieu except secur-

ities of the United States Government and of states, terri-

tories, municipalities and certain other public bodies in the

United States."

Immediately following the issuance of the forego-

ing statement, the Chase National Bank undertook for itself

to carry these policies into effect.

On March 81 1933, the executive committee of the

bank appointed a special committee to advise and recommend

a plan for the separation from the bank, at as early a date

as practicaole, of its affiliated securities corporations.

Following action by the executive committee, a meeting of the

stockholders on May 16, 1933, authorized the discontinuance

of the securities business by the bank's affiliates, and on

the same day the securities affiliate, the Chase Harris Forbes

Corporation, formerly voted to engage thenceforth in no new
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business, and to liquidate its affairs. The Chase Securities

Corporation thereafter became the Chase Corporation, simply

a holding and liquidating company, relinquishing its power to

engage in the securities business. The bank itself took over

in its bond department that part of the business of the Chase

Harris Forbes Corporation relating solely to Federal, State,

and municipal bonds, and other limited classes of securities

approved by law as proper for national banks to deal in.

It was also voted at the meeting of the shareholders

of the bank held May 16th that the size of the bank's board

of directore should be reduced from 72 to 36 members. In the

reconstruction of the board of directors under that decision

all members of investment banking houses who had been directors

retired from the board.

Such changes as the foregoing obviously involved a

break with tradition. There are sincere differences of opinion

as to the wisdom of these changes. There is, as every one

recognizes, a very influen4ial body of banking opinion which

honestly and seriously believes that the functions of inveftment

banking and commercial banking can, with great advantage to

the public, be performed by the same institution or private

banking firm. That view isentitled to respect.

The thought, however, that the overlapping of inter-

est as between commercial banking and investment banking might

be subject to grave danger was not in any sense a new one.

The hearings and the report of the Pujo committee, dated Feb-

ruary 28, 1913, had pointed out the desirability for such

changes. Any wise observer must realize that investment bank..
not

ing, as a self-contained enterprise, not only should/be de-

stroyed or superseded by any governmental agency, but also

should be allowed to operate with as little restriction as

is commensurate with due protection to the investing public.
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Normal investtent banking should, however, be improved if

separated from any direct interest in commercial banking.

A principal difficulty in the past has been that

commercial banks doing an investment banking business have

been paralleled in operation by private bankers doing a deposit

and investment business. As there was no clear definition of

function or differentiation in interest between the two types

of banking, it was not unnatural that officers of commercial

banks should have at times failed to appreciate the distinction

between their own position and that of members of private bank-

ing firms. The system itself which permitted overlapping of

function and interlocking of interests between these two types

of banking has been responsible for much that the public now

condemns.

A commercial bank, whether or not it is a member

of the Federal Reserve Eiystem, is an essential and integral

part of the monetary and credit machinery of the National.

Of course the commercial banks are under obligation to endeavor

to earn a fair return upon the money entrusted to them as capital

of their stockholders. The desire to protect that capital and

to earn a return upon their investment for the stockholders

has the effect of making the commercial banks not only anxious

to extend credit but also cautious and onservetive in seeking

to assure as far as possible that the credit so extended shall

be repaid. It is accordingly obvious that the commercial

banker should have the utmost encouragement by the Government

to exercise all of the sound judgment, the constructive imag-

ination, and the creative thinking which he can bring to the -

stimulation of private enterprise in extending credit.

The commercial bank's credit function la very defin-

itely governed by its responsibility to meet its deposit lia-

bilities on demand. It must not seek excessive profits by takiLg
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undue credit risks and it can not wisely tie up its funds

in long-term credits however safe they may be. Its primary

credit function is performed by lending money for short

periods to finance self-liquidating commercial transactions -

largely in the movement of goods and crops through the vari-

ous stages of production and distribution; and in the making

of short-term loans against good collateral. The commercial

bank cannot safely make loans to a borrower who lacks capital

of his own or who cannot in the normal course of his business

repay the loan within a reasonable period of time. It is

within this framework that the commercial bank renders sound

and constructive service to the industry, trade and agricul-

ture of the country.

The investment banker also renders necessary and ef-

fective service to the industry, trade and agriculture of the

country. He does it by meeting long-term needs, providing

funds for plant and equipment or for permanent working capital.

He does, and should, take speculative risks of a sort unsuit-

able to the commercial banking providing capital funds for

new and promising enterprises, even though the major volume

of his transactions is naturally to be found in providing ad-

ditional capital for industries well established and less un-

certain in their prospects. With every new issue, moreover,

he takes the risk that the public may not readily absorb the

new securities which he brings out and that his own capital

may be tied up for a long period of time. This last distinction

between investment and commercial banking emphasizes the wisdom

of the legislation forbidding investment bankers from taking

deposits.

Although there should be a sharp delineation between

the activities of commercial banks and those of investment bankers,

there are certain points of contact between them, whereby they

19
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complement ech other. It is perfectly proper, for example,

that commercial banks should lend to investment bankers, on

short term, funds necessary to carry a new issue of securities

while it is in the process of being marketed. $uch a loan,

always secured by collateral and carefully scrutinized by the

commercial bank, performs an essential service. The commer-

cial bank or banks making such a loan, however, should be ab-

solutely free from interest in the issue, and immunized from

possible influence arising from interlocking interests with

the investment bankers participating in it.

Again, a commercial bank frequently finds that its

own customers require permanent financing. A rapidly growing

business needs addonal permanent working capital. The com-

percial bank properly affords temporary financing to the enter-

prise, but permanent provision for adequate working capital or

for plant or equipment requires long-term credit. When such

long-term credit is required, the services of the investment

banker are needed. But in such cases the investment banker him-

self should be free from control or influence by the commercial

bank which suggests or introduces the business. The investment

banker should be in a poson to form an absolutely independ-

ent judgment as to the wisdom of issuing the credit and as to

the condons under which it shall be issued. The commercial

bank should not be in a poson to exert any pressure whatever

arising out of a dual financial interest.

What I have said with regard oa: relationship

between commercial and investment banking does not imply that

such influence as I have described would necessarily or even

usually be exercised in a manner detrimental to the public in-

terest either by the investment bankers in the one case or the

commercial banks in the other. Nor does it suggest that there

are 5ot conscientious investment bankers, meticulously careful
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of both the interests of their customers and of the invest-

ing public.

Nor is what I have said intended as a sweeping criti-

cism of the motives or practices of investment bankers general-

ly. Any such criticism would be most unjust. But in considering

legislation aimed at prohibiting practices pontrary to the pub-

lic interest, it is impossible to draw a distinction between the

careful and conscientious banker who would never consciously

permtt bie influence to be misused or his allegiance to be di-

vided, and the banker, who, through recklessness cr even because

of his private interests, might exercise his influence impro-

perly, if opportunity is permitted to exist.

* * * * * * * * * * * *

CHANGES NECESSARY TO MAKE THE BANKING ACT OF 1933 ACCOMPLISH
ITS DECLARED OBJECTIVES

Thewisdom of effecting a clear differentiation of

function and separation in interest between commercial banking

and investment banking was recognized in the Glass-Steagall

Bill, passed last June and now known as the Banking Act of

1933. The history of that act and its general provisions in-

dicate a clear intent on the part of the Gongress to effect,

once and for all, a complete separation between commercial

banks and investment bankers. I believe that the public is

likewise under the impression that the act effectively accom-

plished that purpose."
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SECTION 2. Definitions. 

This section contains definitions. These definitions are

substantially in the form recommended by the Federal Reserve Board, except that the

institutions included in the definitions of the terms "affiliate" and "holding

company affiliate" as contained in the new bill were all included in the definition

recommended by the Board of the single term "affiliate."

It has been pointed out that the language of this section is so

embracing it might be found that many large business houses could be classed as

affiliates of a member bank, and it seems reasonably certain that throughout the

country many smaller paper corcpanies, ice corpanies, gas conpanies, woolen mills,

mutual savings banks and the like, would be found legally to be affiliates of snal  ler

banks. We can appreciate the Board's reasons for suggesting such an embracing

description of affiliates but in recommending this definition the Board also

recommended that reports by and examinations of affiliates of member banks be

required only when deemed necessary to disclose fully the relations between such

banks and their affiliates or the effect of such relations upon the affairs or the

management or condition of such banks. The new bill has adopted the broad

definition of affiliates recornmended by the Board but has made it mandatory that all

affiliates of member banks furnish reports and be examined. As we state later in

this memorandum in discussing certain provisions of the new bill relating to such

reports and examinations, we believe it is undesirable thus to require reports by and

examinations of corporations which are engaged in purely industrial businesses and

are not carrying on any banking or financial operations, and the relations of which

to the menber banks do not affect the condition or the management of such banks, If

the mandatory provisions in reference to statements and examinations are not going

to be amended, the following should be added to the end of the sentence on line 7 1(

page 2 "engaged primarily in financial or security business."
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SECTTON 1. Title.

-3-

This section merely provides that the short title of the new bill shell

be the nanking Act of 194."

cr.
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Section. 3 (a). Control of use of Federal Reserve Bank credit and rnerabe,r ban
k 

credit.

This section would amend the paragraph of Section 4 of the

Federal Reserve Act thich begins: "Said board shall administer the
 affairs of said

bank fairly and impartially." The section is in the form recoramended by the

Federal Reserve Board and is directed toward giving the Federal 
Reserve System more

power to restrain the use of credit in speculation.

The question may be raised whether any amendment to the Federal

Reserve Act is necessary to give the System all the power in this direction
 Nthich

it may wisely and effectively exercise. The view has been expressed, however,

that scme fUrther definition of the powers of credit control is advisable. Vie

believe that this purpose can be accomplished best b:,T a briefer and less detailed

provision. To this end we suggest the elimination from this section of the

new bill of all matter after the period in line 4:on page 4 through l
ine 23 on page

4. If this suggestion were adopted the amended paragraph would read a
s follows:

"Said board of directors shall adrainister the affairs of

said bank fairly and impartially and without discrimination

in favor of or against any maaber bank or banks and may,

subject to the provisions of law and the orders of the

Federal Reserve Board , extend to each manber bank sunh 

discounts, advance-amts, and accommodations as may be

safely and reasonably made with due regard for the claims

and demands of other maaber balks , the raaintenance of sound

credit conditions , and t he accoramodati on o f comner 11te ,

industry, and agricultur e , The Federal Reserve Board

may prescribe regulations further defining within the

limitations of this Act the ccncutions under which discounts,

advancements and accommodations riay be extended to member

banks."

We make this suggestion for the foLlowing reasons:

(1) The paragraph we suggest would give ample authority for any

necessary or desirable action. The matter that we suggest striking out is

largely a definition of action vihich might be taken under the preceding provisions.
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(2) The important Feneral principle in leaislation of -this

sort is that the law should be unmistakeable in its 6a-ant of power, but should

leave wide latitude to the administrative authorities as to the procedure to

be adopted in the exercise of -this power. The Board Ts letter of March 29, 1932,

to Senator Norbeck stated this principle in the discussion of the omen market

secti on. The Principle has been generally followed in other parts of the

Federal Reserve Act. There are, for exaraple, in. the present law no detailed

instructions as to the use of the discount rate or specific directions under

vihich cpen -market operations should be pursued. Similarly, it seems unde-

sirable that detailed. provisions should be enacted as to methods or circum-

stances of applying direct action. Not only is it alwayz d.angerous to attempt

to predict ir_ advance the farm that action should takc) and the conditions which

should determine it , but an attempt to do this with respect to direct action

and not with other instruments of credit policy tends to place undue weicr,ht

upon that instrument .

( 3 ) There is grave danger that the insertion of detailed

pro vi si ons r el at i ng to direct action. wi 11 make more d iff i cult vigorous di scount

rate action, because direct action. will be suggested as a substitute.

(4) The matter that we suggest omitting would place on the Re-

serve System an obliE,,ation, not only for Eoverninc: the use of its own credit but

for supervisinE the general use of bank credit. This would involve conflict with

other supervisory authorities and the in.currin.g of responsibility i,thich the Re-

serve System should be reluctant to un.d.ertake. There would be danEer that these

provisions would be construed as fixing responsibility upon. the Federal P.eserve

Balks and the Board for determininc and correcting every undue extension of bank

credit by a raember bank.
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(5) The last sentence of the paraEraph as contain.ed in

S. 4412 would place on the Board a direct responsibility for dealinE with

the operation end manaerlent of in.dividual manber banks which is out of keep-

ing with the gen.eral theory that the Boaxid should be a supervisory body rather

than an opating body.

(6) We do not lo.ow how many steady boarders there are in the

Federal Eeserve System at the present time, but do recall that in 1929 the

number was 1800 or more. To call any such number of institutions before

the Federal Reserve Board in 1929 would have been a physical impossibility;

in fact , one-tenth of the number would have taxed the capacity of the Board.

The number of banks in the Federal Reserve System that now can be classified

as steady boarders must represent a large number. Whether continuous borrow-

ing at the Federal reserve bank in periods of deflation can be construed as

undue use of bank credit may be a debatable question, but it see= to us that

the language of the Glass Bill is such that no discrimination is made between

periods of inflation and periods of deflation, and that the Board would have

to attempt to function in the same way under both conditions. The present

situation is one that requires patient nursing vrith man.y of the member banks

and it would appear to us that the reserve banks are better able to cope with

the situation than is the Federal 'Reserve Board.
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Section 3 (b). Voting by groups or chains in elections 

of Federal Reserve Bank directors. 

We assume that this provision is put in to prohibit the control

of any Federal reserve bank by any one interest and it seems to us that it might

better be handled by amending Section 4 of the Federal Reserve Act by inserting

after the paragraph beginning "Such board of directors shall be selected as

hereinafter specified," a new paragraph to read as follows:

"No person who is connected with any bank as an officer,

director, employee, or stockholder, shall be eligible to

serve as a director of a Federal reserve bank, if at the

same time any other person who is connected in any such

capacity with the same bank or with any other bank which is

an affiliate of such bank, or the stock of which is directly

or indirectly owned or controlled by, or held by any trustee

for the benefit of the shareholders or members of the same

holding company affiliate, as defined in Section 2 of the

Banking Act of 1,--;33, is serving as a director of such

Federal reserve bank."
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Section 4. Distribution of' earnings of Federal Reserve Banks.

This section would amend Section 7 of the Federal Reserve Act

so as to provide that all net earnings of a Federal Reserve Bank, after payment

of dividend claims and Expenses, shall be paid into th surplus fund of the

Fderal Reserve Bank, thereby eliminating the provision for the payment of

franchise tax to the United States.

We approve of this section.

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



-10-

Section 5 (a). Branches of state member banks. 

This section would amend the second paragraph of Section 9

of the Federal Reserve Act so as to provide that nothing contained in the act

shall prevent state member banks from establishing branches either in the United

States or elsewhere upon the same terms and conditions as those applicable to

branches of NationL1 banks. At the present time the second paragraph of

Section 9 of the Federal Reserve Act prohibits state member banks from establishing

branches beyond the limits of the city, town, or village in which the parent bank

is situated, although national banks are permitted to establish foreign branches.

This amendment has been recommended by the Federal Reserve

Board and we agree that its enactment would be desirable.
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Section 5 (b). Reports of affiliates of state member banks.

Section 24. Reports of affiliates of national banks. 

Section 5 (t)S e new bill would add to Section 9 of the

Federal Reserve Act several paragraphs relating to reports of affiliates of state

member banks, and Section 24 of the new bill would amend Section 5211 of the

Revised Statutes by adding a paragraph relating to reports of affiliates of national

I. nks. These added provisions would require three reports each year from

affiliates of all state member banks and national banks, such reports to contain

such information as in the judgment of the Federal Reserve Board (in the case of

a state member bank) or of the Comptroller of the Currency (in the case of a national

S. "shall be necessary to disclose fully the relationsbetween such affiliate

anI such bank and to enable" the Board or the Comptroller to inform itself or

himself "as to the effect of such relations upon the affairs of such bank."

The provisions of the new bill with reference to reports of

affiliates of member banks are objectionable in two details; first, in making it

mandatory upon member banks to require reports to be made by all affiliates (the

broad definition of which in Section 2 of the new bill would include many industrial

corporations as well as corporations engaged in banking or financial operations) and

second, in requiring the publication of all such reiDorts. We agree with the Board's

recommendation, which was that reports of affiliates should be required only when

deemeI necessary by the Board "in IS to obtain adequate information regarding

the relations between" member banks and their affiliates or regarding "the effect of

such relations upon the management or condition" of such banks, and which did not

contain any requirement that reports of affiliates be published.
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Section 5 (b). Dealings in stock and investment securities by  state member hanks. 

Section 15. Dealings in stock and investment securities by national banks. 

One of the paragraphs which Section 5(h) of the new bill mould add to

Section 9 of the Federal Reserve Act provides that -

"State member banks shall be subject to the same limitations and

conditions with respect to the purchasing, selling, underwriting,

and holding of investment securities and stock as are applicable

in the case of national banks under paragraph 'Seventh' of Section

5136 of the Revised Statutes, as amended."

Section 15 of the new bill mould amend paragraph "Seventh" of Section 5136

of the Revised Statutes so as impose after five years from the approval of the

Act certain restrictions upon national banks with respect to the purchase, sale,

underwriting, and holding of investment securities and stocks, including an

absolute prohibition against the underwriting of any issues.

If Section 15 were to become operative immediately (as was provided in

S.4412 as originally introduced), we would be definitely opposed to it, because it

would greatly restrict the operations of member banks in supporting the capital

market and would do much to disorganize and destroy that market. By increasing

the difficulty of corporations in obtaining capital funds, this would be bound in

some measure to delay business recovery and revival of employment. The available

figures indicate that more than half of the underTrriting and original distribution

of issues of new securities has 5n recent years been done by banks and bank affil-

iates. At the present time private bankers and dealers are not in a position to

increase their share of this load.

Section 15 was, however, amended on the floor of the Senate, so that as

passed by the Senate it is not to become effective until five years after the bill

becomes law. In this form we see less objection to Section 15, although we still

believe that there should be further study of the whole question of the require-

ments of the long time capital market and the appropriate relationship of banks

to that market in order to insure that an effective machinery for the necessary

distribution of securities is maintained.
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Section 5 (b). Divorce of stock of state member banks from 

stock of other_corporations. 

Section 17. Divorce o stock of national banks from stock of 

other tItsJIL. 

Section 19. Divorce of member balls from security affiliates. 

Section 5 (b) of the new bill would incorporate in Section 9 of the

Federal Reserve Act a provision to the effect that after five years from the

passage of the act no certificate of stock of a state member bank shall represent

the stock of any other corporation, except a member bank, nor shall the ownership

or transfer of a stock certificate of such bank be conditioned upon the owne
rship

or transfer of a certificate of stock of another corporation, except a member bank.

Section 17 of the new bill would add to Section 5139 of the

Revised Statutes a similar paragraph with reference to certificates representing

stock of national banks.

Section 19 of the new bill provides that after five years from

date of enactment of the bill no member bank shall be affiliated in any manner

described in Section 2 (b) (which defines an "affiliate" as distinguished from

"a holding company affiliate") with "any corporation, association, business trust,

or other similar organization engaged principally in the issue, flotation, under-

writing, public sale, or distribution at wholesale or retail or through syndicate

participation of stocks, bonds, debentures, notes, or other securities."

The purpose of all these provisions is, of course, to prevent the

abuse of the relationship of member banks to security affiliates, and the danger

resulting to member banks and to the public generally from such abuse. This is a

very important purpose, but we believe it can be accomplished by other legislative

provisions, and that the enactment of the provisions of the new bill which we have

desCribed above not only would unnecessarily penalize stockholders of banks and
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their affiliated corporations which in good faith have already established

relationships.

As we indicate elsewhere in this memorandum, we believe that

affiliates of member banks should, when this is deemed necessary by the Federal

Reserve Board, be required to furnish reports and submit to examination; that loans

to affiliates, and investments in or loans on the security of stock of affiliates,

should be limited; and that the right of affiliates to vote stock of member banks

should be subject to the conditions and restrictions recommended by the Board,

Such legislation would, in our judgment, largely remove any danger to member banks

from their security affiliates; but to go to the extreme of requiring the ccmplete

divorce of member banks from their security affiliates is unnecessary and in.

advisable.
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Section 5 (b). Right of Holdint; Company affiliate of a state member 

bank to vote stock held by it in such bank.

Section 18. Right of Holding Company, affiliate of a national bank to 

vote stock held by it in such bank.

Section 18 of the new bill would amend Section 5144 of the

Revised Statutes so as in effect to prohibit national bank stock controlled by a

holding conp any affiliate from being voted unless such affiliate shall have

obtained from the Federal Reserve Board a voting permit which is still in force;

which permit could be granted only upon certain specified conditions, including

(1) that the affiliate agree to permit itself and all banks owned or controlled

by it to be examined by national bank examiners, and (2) that the affiliate shall

in 5 years establish and maintain a reserve of readily marketable assets other than

bank stock in an amount not less than a certain percentage of the aggregate par value

of all bank stocks controlled by such affiliate, and (3) that the affiliate all

either immediately or within a period of five years (it is not clear thich) divest

itself of any interest in or participation in the management of, any "securities

company" (which is defined as any corporation, association, business trust, or other

similar organization, formed for the purpose of, or engaged principally in, the

issue, flotation, underwriting, public sale or distribution of securities).

One of the paragraphs which Section 5 (b) of the new bill would

add to Section 9 of the Federal Reserve Act is to the effect that holding campany

affiliates of state member banks shall be subject to the provisions of Section 5144

of the Revised Statutes as amended.

Under these provisions of the new bill the failure of a holding

company affiliate to obtain a voting permit, or the revocation by the Board of the

voting permit previously granted to a holding company affiliate, would subject the

affiliated member bank to the possible penalty of forfeitize of its charter, in the
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case of a national bank, and. of expulsion from the Federal Reserve System, in the

case of a state member bank.

Under the provi si ons recoramended by the Board on this subject

the right of an affiliate to vote member bank stock owned or controlled by it

would be conditional upon such affiliate filing an agreement accepting, and

agreeing to submit to and comply with, the provisions of the relevant section of the

law. In the case of an affiliate of a national bank the atgieement would be

filed with the Comptroller of the Currency and the relevant section of the law

the provisions of which the affiliate would accept, and agree to submit to and

comply with, would be Section 5144 of the Revised Statutes as amended. In the

case of an affiliate of a state member bank the agreement would be filed with the

Board and the relevant section of the law the provisions of which the affiliate

would accept, and agree to submit to and comply with, would be a new paragraph

to be added to Section 9 of the Federal Reserve Act. Section 5144 of the

Revised Statutes as amended in accordance with the Board's recommendations, and the

proposed new paragraph to be added to section 9 of the Federal Reserve Act, contain

provisions which would require the establishment and maintenance of a reserve of readi-

ly marketable assets other than bank stock in an amount not less than a certain per-

centage of the aggregate par value of all bank stocks held or owned by the affiliate;

but do not include any provisions with reference to the examination of affiliates

since the subject of examinations of affiliates is covered by other provisions recom-

mended by the Board.

We are in favor of the adoption of the provisions recommended by the

Board on this subject which are, in our opinion, clearer and more logical in

arrangemetit-than the provisions contained in the new bill.
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The provisions of the new bill are also open to the

oblection that they would require hold.ing company affiliates to divest themselves

of any interest in, or participation in the management of, an:7 "securities

company." As pr evi ously indi cat ed it is not clear whether under the p rovi sions

of the new bill affiliates would be required to terminate their interest in, and

participation in the management of, securities companies immediately or 'within

five years; but whichever interpretation might be adopted the provisions are, in

our opinion, unwise for the reasons which we have -oreviously indicated in the

discussion of the provisions of Section 5 (b) and 1? requiring the divorce of

stock of member banks from stock of other carparations and the provisions of

Section 19 requir in.g the divorce of menber banks from securities con;Danies.

Therefore, if the provisions of the new bill with reference to the right of

holding company affiliates to vote member bank stock are retained, they should in

any event be =ended at least to the ex-bent of striking out aLl the mstter from

and including "(1)" in the 24th line on pace 43 to the end of line 21 on page

44 of the nevi bill.
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Secion 5(b). Examination of affiliates of state member banks.

Section 25. Examination of affiliates of national banks.

One of the paragraphs which Section 5 (b) of the new bill would

add to Section 9 of the Federal Reserve Act contains the provision that "In

connection with examinations of State member banks, examiners selected or approved

by the Federal Reserve Board shall make such examinations of the affairs of all

affiliates of such banks as shall be necessary to disclose fully the relations

between such banks and their affiliates and the effect of such relations upon the

affairs of such banks."

Section 25 of the new bill would add to Section 5240 of the

Revised Statutes a similL:r provision with reference to the examination of national

banks by examiners of the Comptroller of the Currency.

It is not altogether clear whether these provisions of the new

bill would be interpreted to require the examination of all affiliates of member

banks or to require the examination of affiliates only when necessary to disclose

fully the relations between such banks and their affiliates and the effect of such

relations upon the affairs of such banks.

We are in favor of the adoption of the provisions recommended by

the 3oard with reference to examination of affiliates of member banks, under which

provisions such examinations would not be mandatory in all cases, since they provide

that examiners "may examine any affiliate" when deemed necessary to disclose the

relations of such affiliate with the member bank or the effect of such relations

upon the management or condition of such bank. The examination of all affiliates

of member banks should not, in our opinion, be made mandatory, because, in view of

the broad definition (contained in Section 2) of the term 'affiliate" this would

require the examination of many corporations engaged in purely industrial businesses.
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and not carrying on any banking, or financial operations, and. the relations of which

to the member banks do not affect the condition or the management of the banks.

In a preceding part of this memorandum we expressed our objection upon

substantially similar grounds to the provisions of Section 5 (b) and Section 24

with reference to reports of affiliates.

Another criticism of the provisions of the new bill with reference

to examinations of member banks is that they would authorize the Comptroller of

the Currency to publish the report of his examination of any national bank or

affiliate which shall not within 120 days after notification of the recommendations

or suggestions of the Comptroller of the Currency, based upon such examination, have

•
complied therewith to the Comptroller's satisfaction. It would be a very serious

matter for a national bblak if publicity were given to criticisms of it made by the

Comptroller of the Currency. The threat of such publicity would therefore as a

practical matter virtually compel a national bank to comply with any recommendations

or suggestions of the Comptroller. In this connection it should be noted that the

proposed provision contains no limitation in regard to the character of the
rr.

recommendations or suggestions an,5 that while the Comptroller would be required

to give 90 days notice prior to such publicity he would not be required to give

the bank or affiliate a hearing. While there is of course every reason to assume

that such power, if exercised at all, would be exercised only in extreme cases and

in a fair and reasonable manner, nevertheless we believe that as a matter of

principle thisuwer is too drastic and arbitrary to be vested in a supervisory

authority. The new bill contains no similar provision with reference to giving
°Mb 

publicity to reports of examinations of state member banks.

The provisions of the new bill with reference to examinations of

affiliatesof state member banks provide that the cost of such examinations shall

be assessed against the member bank, instead of against the affiliate, although the

provisions with reference to the examination of affiliates of national banks, and
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the provisions recommended by the Board with reference to examinations of affiliates

of both state member banks and national banks, provide that the cost of examination

shall be assessed against the affiliates in the first place, and against the
^

affiliated banks only in the event that the affiliates do not pay the assessments

against them. We believe that the latter procedure is logical and more desirable.

It may also be noted that the new bill would give no power to

examiners to administer oaths to the officers, etc., of the affiliates in connec--

tion with the examination of affiliates of state member banks, although it would

give such power to examiners in connection with the examinations of national banks,

and the provisions recommended by the Board would give such power in connection

with the examination of affiliates of both state membrr banks and of national banks.
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Section 6. 6. Mmbership of the Federal Reserve Board.

In explanation of this section of the new bill we glote the follow-

ing paragraph with reference to it from page 7 of the memorandum (X-7139)

transmitted with the Federal Reserve Board's letter of November 7, 1932 (X-7287):

"The old bill (in Section 7) contained a provision omitting
the Secretary of the Treasury from the membership of the
Federal Reserve Board and omitting the provision of the
Federal Reserve Act authorizing the Secretary to assign
quarters to the Federal Reserve' Board. The Board recommended
certain minor amendments to this section and suggested that
authority be given the Board to purchase or erect a building
for its offices. In Suction 6 of the new bill the provisions
of the old bill are repeated with the minor changes recommondGd
by the Board; but the authority for the Federal Reserve Board
to purchase or erect a building is omitted."

We believe authority should be given to the Board to purchase or erect

a building for its offices as the Board has recommended.
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Section 7. Open Market Committee. 

We agree with the recommendations which were made by the Federal

Reserve Board on this subject but which were not adopted in the new bill. These

recommendations were that the proposed new section providing for the Federal Open

Market Committee along thu lines of the existing Open Market Policy Conference be

omitted and that Section 14 of the Federal Reserve Act be amended as follows:

(1) By striking out 'Tvery Federal reserve bank shall

have power" just before the lettered subdivisions

of Section 14 of the Federal Reserve Act and sub-

stitutinE therefor:
"Subject to such regulations, limitations,

es
restrictions and procedure as the Federal

Rerve Board may prescribe, every Federal

reserve bank shall have power:"

(2) By adding at the end of Suction 14 of the Federal

Reserve Act a new paragraph reading:

"Tho time, character and volume of all

purchascs and sales in the open market

under this section shall be governed with

a view to accommodating commerce and

business and with regard to their

bearing upon the general credit

situation of the country."

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



• -23-

SECTION 7 Federal Liquidating Corporation

The Reconstruction Finance Corporation has power to make loans

secured by the assets of closed banks, and has in fact made a number of such loans.

The Reconstruction Finance Corporation, however, is not a permanent organization

and looking to the future, we believe a Federal Liquidating Corporation, properly

set up, could be of distinct advantage to our banking structure nainly because it

would enable those in charge of bank supervision to close slipping institutions

promptly which would result in a greater and more equitable distribution of deposits

and avoid the temporizing procedure that has been absolutely necessary in many cases

in the past.

We realize that there is objection in principle to the use of a

portion of the surpluses of the Federal reserve banks, but we believe this to be

relatively insignificant and ultimately to be offset by the suggested amendment to

Section 4 of the Federal Reserve Act regarding earnings.

•••••

There is also objection on the part of some member banks to their

contribution and they all seem to be under the impression that it is in the nature

of a gift. We do not believe this is a proper conclusion because there is no reason

why this money should not be lent to insolvent banks with safety and an investment

in the Corporation ought to be sound and remunerative.

Inasmuch as the member banks would be investing in the capital of the

Corporation, we believe they should be entitled to representation on the board of

directors of the Federal Liquidating Corporation and, therefore, suggest that (b)

of Section 12 (b) of Section 7 be amended to read as follows:

"The management of the corporation shall be vested in a board of

directors consisting of 7 members, one of whom shall be the

Comptroller of the Currency, one a manber of the Federal Reserve

Board designated by the Board for the purpose, 3 selected annually

by the governors of the 12 Federal reserve banks under such

procedure as may be prescribed by the Federal Reserve Board, and
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two who shall be appointed by the Federal Reserve Board and

shall be active executive officers of =bar banks. The

directors shall receive a reasonable allowance for necessary

expenses in attending meetings of the board of directors and

the two directors who arc officers of member banks shall

receive such compensation for their services as may be provided

by the board of directors, subject to the approval of the Federal

Reserve Board, but no other member of such board of directors

shall receive any additional compensation for his services as

such member."

We also believe it would be advisable to return some of the capital
- 

to the member banks when it is no longer noeded. Provision is now made that funds

not employed shall be invested in United States government bonds or deposited with

a Federal reserve bank. Looking ahead, we are hopeful that the time will come when

these funds will not be entirely employed and returns will be small to the member

banks. Under those conditions, we think a percentage of their subscription should

be returned and, therefore, suggest the addition of the following immediately after

paragraph (f):

"If at any time in the judgment of the board of directors of the

corporation, the amount paid in by member banks for Class A stock

is greater than needed by the Corporation for the transaction of

its business, the board of directors shall have the power, subject

to the approval of the Federal Reserve Board, to suspend any of the

provisions of this section calling for the subscription by member

banks for Class A stock and to call for the surrender and cancellation

of a proportionate amount of Class A stock held by member banks,

provided, however, that such suspension, surrender and cancellation

shall be subject to revocation by the board of directors of the

Corporation and in case of such revocation all the provisions of
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this section calling for subscription for Class A stock shall

apply aCcording to their original tenor."

We see no reason why Class B stock should not bu entitled to equality

of treatment with respect to dividends.

We do not like the language in reference to the 8 per cent liquidating

fee. Liquidation might happen in 6 months and it might take ten years; therefore,

8 per cent might be too much and again it might be too little. We, therefore,

believe that the 8 per cent clause should be eliminated and that the section should

read as follows: "After deducting a reasonable liquidation fee from the sum thus,

realized."

Section (1), page 23, appears to set up a differunt procedure for

member banks which may hereafter becom insolvent and it appears inconsistunt with 1/

the terms of Section (j) on page 21.

We also believe that provision should be made to permit thu Federal

Liquidating Corporation to make advances on receivers' certificates as well as to

lend to the receiver in one sum.

Bill No. 4412 as passed by the Senate makes provision for a subscrip-

tion to the capital stock by the Treasury, which stock shall bo entitled to the same

dividends as Class A stock. We believe that the Treasury subscription should be

entitled to equal dividends. In the next paragraph, however, there is provision

only for two kinds of stock, Class A and Class B. We assume that this was an over-

sight and that there should be a provision for Class C stock.
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Section 8. Loans on member banks collateral notes. 

This section of the new bill would amend the seventh paragraph

of Section 13 of the Federal Reserve Act, so as to provide among other things that

if a member bank, while indebted to a Federal Reserve Bank on a 15 day collateral

note and despite a warning of the Federal Reserve Bank or Federal Reserve Board,

should increase its loans collateraled by securities or "loans made to members

of any organized stock exchange, investment houses or dealer in securities for the

purpose of purchasing or carrying investment securities (except obligations of the

United States)," the note shall be immediately due and payable and the member bank

shall be ineligible to borrow on its 15 day notes for such period as the Board

may determine. Such an amendment is in our judgment undesirable. It would

embody certain misconceptions in the law, for the language suggests that member

bank 15 day notes have a different effect on the credit situation than rediscounts

and are more subject to utilization for speculative purposes.

We approve of the Board's recommendation that this section of

the new bill be omitted and that there be substituted therefor an amendment increas-

inp the maximum maturity of advances of member banks on their promissory notes

secured by_alle paper from 15 to 90 days.
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Section 9. Foreign transactions of Federal Reserve Banks.

This section would add a subdivision (g) to Section 14 of

the Federal Reserve Act providing that the Federal Reserve Board '"shall exercise

special supervision over all the relationships and transactions of any kind" of

Federal Reserve Banks with foreign banks or bankers; that no representative of a

Federal Reserve Bank shall conduct any "negotiations" with any foreign bank or

bankers without first obtaining the permission of the Board; that the Board shall

have the right in its discretion to be represented in any conference or negotiations

with foreign banks or bankers; and that full written reports of all such confer-

ences or negotiations shall be filed with the Board.

The right of the Board to supervise the relationships and trans-

actions of the Federal Reserve Banks with foreign banks and bankers is and should

be perfectly clear. It is recognized in the existing law which provides in

subdivision (e) of section 14 that "with the consent or upon the order and direc-

tion of the Federal Reserve Board and under regulations to be prescribed by said

Board," Federal Reserve Banks have power "to open and maintain accounts in foreign

countries, appoint correspondents and establish agencies in such countries *** and

to buy and sell, with or without its indorsement, through such correspondents or

agencies, bills of exchange (or acceptances) *****." Moreover, the Board has made

a recommendation with which we have expressed our agreement, that in lieu of the

proposed new section 12 A of the Federal Reserve Act providing for a "Federal Open

Market Committee" certain amendments be made to section 14 of the Federal Reserve

Act including a clause specifically reciting that all of the powers of the Federal

Reserve Banks enumerated in the lettered subdivisions of section 14 shall be "sub-

ject to such regulations, limitations, restrictions and procedure as the Federal

Reserve Board may prescribe." This would, of course, apply to foreign transac-

tions the authority for which is contained in various subdivisions of section 14.
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We do not, therefore, in any way question the power of the Board

to supervise the foreign relationships and transactions of  Federal Reserve BanIcs

with foreign banks and bankers. We believe, however, that the enactment of the

proposed new subdivision (a) of Section 14 of the Federal Reserve Act would be

inconsistent with the fundamental theory of the Federal Reserve System that th
e

Board shall supervise and the Banks operate.

The first sentence of the proposed new section seems to suggest

a different and more active degree of supervision over foreign relationships and

transactions than over other matters which the law specifically provides shall

be subject to the Board's supervision. We would fear that a mandatory require-

ment of "special supervision over all" transactions with foreign correspondents

would result in a degree of supervision which would in effect be little diffcr
ent

from operation, especially as to the large number of routine transactions tha
t are

performed daily for account of foreign central bank correspondents. We believe

that preservation of the distinction between supervision and operation is of

fundamental importance in the permanent functioning of the Federal Reserve 
System.

The latter part of the proposed new subdivision as now contained

in the new bill contains rules which it is unnecessary and undesirable to cryst
al-

lize into law and which would be impracticable in operation. It would, for example,

be impossible for an officer of the Reserve Bank to know always in advance when

"neaotiations" might take place and to secure advance approval of them. 
The sound

and workable procedure is the one now followed, namely, to keep the Boar
d currently

informed of any neaotiations and obtain its approval before making any com
mitments.

The procedure for making effective the supervision of the Board over 
operations of

the Federal Reserve Banks with or for account of their foreign central bank 
cor-

respondents should be determined, as they have always been, as a result of 
practice

and experience and, if deemed necessary, should be covered by Board regulat
ions
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which may be revised from time to ti.ne.

With the foregoing reasons we suggest either that Section 9 of the

new bill be omitted alto7ether, or that it be revised by striking out everything

after the period on line 21 on page 29 and by substituting "may supervise" for

"shall exercise special supervision over" in the 15th and 16th lines on page 29

so that the proposed new subdivision would read as follows:

"(g) The Federal Reserve Board may supervise all relation-

ships and transactions of any kind entered into by

any Federal reserve bank with any foreign bank or

banker, or with any group of foreign banks or

bankers, and all such relationships and transactions

shall be subject to such regulations, conditions,

and limitations as the board may prescribe."
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Member banks as mediums in making loans on collateral.-

iThis section of the new bill would insert a new pararaph in

Section of the Federal Reserve Act forbidding a member bank to act as the medium

or agent of any nonbankins corporation or individual in mald.ng loans on the

security of stocks, bonds, or other investment securities, to brokers or dealers

in such securities.

We would. prefer to see this part of Section 10 eliminated because a

situation might develop which would make this section a severe handicap to member

banks. If, however, it is retained, we believe that the Daraxaph should be revised

so as to make it clear that the prohibition applies to a maaber bank acting as a

medium or agent of a non-member bank which in turn is acting for a non-banking

inst it ut ion; and. ftrt hermor e, the posit i on of the member bank sh ould be strengthened

by giving the Board discretionary power to prohibit a member bank from making such

loans for a non member bank.
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Section 111 Loans to ExecutiVe Officerp and :Relatives.

We approve  of parac;raphs (g) and (h) which prohibitA an executive

officer of a member bank borrowin: from his ovn institution and deseribei the

conditions under which he may borrow from another bank, also the conditions that

must be corslolied with in reference to borrowings of a spouse, brother or sister,

lineal ancestors or direct descendents, provided that the terlils are not retroactive

insofar as borrowings of an executive officer from his OVITI bank are concerned.
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Loans, to or investments _in stock of affiliates.

This section of the new bill would add Section 23(A) to the Federal

Reserve Act providinL that, subject to the terms, conditions, and exceptions therein

specified, no member bank shall make any loan or extension of credit to, or purchase

securities under repurchase agreements from, any of its affiliates, or invest in the

stock or obligations of such affiliates, or accept such stock or obligations as

security for advances, if the aggregate amount thereof, in the case of any one affil-

iate, will exceed 10 per cent of the capital stock and surplus of the member bank,

or, in the case of all such affiliates, will exceed 20 per cent of the capital and

surplus of such member bank,

This section is substantially in accord with the recommendations of

bile Federal eservo Board and we agree that its enactment would be desirable.
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Section 13. Real estate loans and investments in bank premises.

(pp. 34-35).

This section would add Section 24(a) to the Federal Reserve Act

providing that no national bank, without the permission of the Comptroller of the

Currency, and no state member bank, without the permission of the Federal Reserve

Board, shall (1) invest in bank premises, or in the stock, bonds, debentures, or

other such obligations of any corporation holding the premises of such bank, or (2)

make loans to, or upon the security of the stock of, any such corporation, if the

aggregate of all such investments and loans will exceed the amount of the capital

stock of such bank.

This section is substantially in accord with the reco:mmendation of the

Board and we agree that its enactment would be desirable.
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Section 14. jurisdiction of Federal Courts over cases invovinf 

foreign banking transactions. (p. 35),

Section 14 of the new bill would add Section 25(b) to the Federal

Reserve Act, conferring upon the district courts of the United States jurisdiction

over any case to which a corporation organized under the laws of the United States

is a party and which arises out of transactions involving international or foreign

banking.

We believe that the enactment of this provision would be desirable.

We believe it would also be desirable to restore to the United States

district courts the jurisdiction which they had prier to the Act of February 13,

1925, over suits by or against Federal Reserve Banks.
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Seation 15. Nation.11 banks granted all powers of state banks. 

(p. 36)

Paragraph ,"Seventh" of Section 5136 of the Eevised Statutes,

as it would be amended by Section 14 of the new bill, contains a clause

authorizin:- any national bank to engr-17e in all farms of banking business that

may, by the las of the state in which such bank is situated, be permitted to

"banks of deposit and discount" organized under the laws of such state, except

in so far as may be forbidden by the laws of the United States.

As was pointed out in the memorandum which accompanied the

Federal Reserve Board's letter of March 29, 1932, to Senator Narbeck, such a

provision would tend to lower the standards of banking among national banks

located in states 1Phere unduly liberal powers arc Franted to state banks  .••••••

state lay. We agree with the Board that this provision should be eliminated.

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



36

Section 15. Dealing's in stocks and investment securities by 

national banks. (pp. 36-38)

The provisions on this subject contained in Section 15 of the

new bill have been previously referred to in connection with the provision con-

tained in Section 5(h) of the new till with respect to dealings in stocks and

investment securities by state member banks.

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



•
-

Scction 16(a). Capital required for organization of national 

banks. (pp. 38-39)

This section would amend Section 5138 of the Revised Statutes

so as to increase the minimum amount of capital required for the organ-

ization of a national bank from $25,000 to $50)000.

This section follows the recommendations of the Federal Re-

serve Board and we agree that its enactment woujd be desirable.,
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Section 16(b). Capital requirements of state member banks.

This section of the new bill would amend Section (J of the

Federal Reserve Act so as to eliminate the provision under which a state

bank may be admitted to membership in the Federal Reserve System with a

capital equal to only 60% of the amount required for the organization of

a national bank in the place where it is situated) if the applying bank

complies with rules and regulations to be prescribed by the Federal Reserve

Board for increasing capital out of future net earnings.

We believe that the enactment of this provision would be

desirable,
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Section 17. Divorce of stock of national bank from stock 

of other corporations. (p. 39)

The provisions on this subject contained in Section 17 of

the new bill have been previously referred to in. connection with the similar

provisions contained in Section 5(b) of the new bill with respect to the

divorce of stock of state member banks from stock of other corporations.
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-40--

Section 18. Shares of its own stock held by a national bank

(r. 40)

This section of the new bill would amend Section 5144 of the

Revised Statutes so as, among other things) to prohibit shares of its own

stock held by a national bank as trustee from bein voted.

This proposal is in accordance with the Federal Reserve

Board's recommendation ano we agree that it is desirable.

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



•
-41-

Section 18. Right of an affiliate of a national bank to vote 

stock held by it in such bank. (pp. 40-45)

The provisions on this subject contained in Section 18 of the

new bill have been previously referred to in connection with the similar

provisions contained in Section 5(b) of the new bill with respect to the

right of an affiliate of a state member bank to vote stock held by it in

such bank.
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Section 19. 19. Divorce of member banks from security affili-

ates. (pp. 45-46)

The provisions on this subject contained in Section 19 of

the new bill have been previously referred to in connection with the pro-

visions contained in Section 5(b) and Section 16 of the new bill with

respect to the divorce of stock of state member banks and national banks

from stock of other corporations.
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Section 20. Branches of national banks.

We believe this legislation to be a step in the right direc-

tion but believe it does not go far enough. We would prefer to see a

greater extension of branch banking.
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the same state.

44

Consolidations of notional banks with other banks in 

Section 21 of the new bill would amend the act providinF, for the

consolidation of two or more national banks or for the consolidation of state

banks with national banks so as to pernit such consolidations between banks

located anywhere in the same state.

Such an amendment would, of course, be an essential adjunct to

legislation authorizing stEltewide branch banking by national banks.
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Section 22. Rate pf.int7est on loans. 

This section of the new bill rould amend Section 5197 of the

Revised Statutes so that national banks could charge on loans and discounts (1) the

rate of interest allowed by state law (or 7 per cent where the state law fixes no

limit), or (2) a rate of one per cent in excess of the Federal Reserve Bank discount

rate on 90 day commercial paper, whichever may be the greater; instead of being

limited, as they are under existing law, to the rate of interest allowed by state

law (or 7 per cent where the state law fixes no limit), irrespective of the

Federal Reserve Bank discount rate.

We appreciate that under some circumstances it may be desirable

to permit national banks to charge a higher rate of interest than that allowed by

state law. There are, however, difficulties first in relating the maximum

interest rate to the Federal Reserve Bank discount rate, and second and more

particularly, in allowing an interest rate in excess of the Federal Reserve dis-

count rate. The latter procedure contains the implicit assumption that the member

bank Should be able to borrow at a profit. In theory at least this would detract

from the effectiveness of the Federal Reserve discount rate. We would suggest the

modification of this eqause to change the expression "1 per cent in excess of" to
• 

"equal to."
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Section fl3.. Limitation on aggregate of loans to corporations and 

subsidiaries. 

This section of thle new bill proposes to amend the first paragraph

of Section 520C of the Revised Statutes so as to provide that, in computing the

amount which a corporation may lawfullY borrow from a national bank, the corpora-

tion and all its oubsidiaries in which such corporation owns or controls a

majority interest must be treated as a single borrower. This would make it il-

legal for a national bank to loan an ag7regate amount in excess of 10 ?er cent

of its combined capital and surplus to a corporation and all such sUbsidiaries,

except to the extent that their obligations might come within the exceptions

enumerated in Section 5200.

We approve of this section,
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Section 24. Reports of affiliates of national banks. 

The provisions on this subject contained in Section 24 of the new

bill have been previously referred to in connection with the similar provisions

contained in Section 5 (b) of the new bill with respect to reports of affiliates

of state me.nber banks.

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



-48—

Section 25,. Examination of affiliates of national banks. 

Theprovisions on this subject contained in Section 5 (b) of

the new bill have been previously referred to in connection with the similar

provisions contained in Section 5 (b) of the new bill with respect to the ex-

amination of affiliates of state member banks. We further believe the expense

of such elmminations should be actual cost rather than be determined by re-

sources.
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EiUiE26. Permittin5 the Comptroller of the Currency to open 

closed national banks providing he secures f35 per cent of dq,osits and credit 

liabiliti es.

•

We approve of this proposal.
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Section 27. Removal of bank directors or officers from office.

Section 27 of the new bill would provide a procedure for the re-

moval, by the Federal Reserve Board after a hearing, of a director or officer

of a member bank who has continued to violate the law or has continued unsafe or

unsound practices in conducting the business of the bank with which he is connected

after being warned by the Comptroller of the Currency (in the case of a national

bank) or the Federal Reserve Agent of his district (in the case of a state member

bank) to discontinue such violations or such practices.

This section is substantially in accord with the recommendations

of the Board and  we agree that its enactment would be desirable.
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Section 2e. Saving cla4se an/::. reservation of riEtt to amend,

This section contains the usual provisions reserving the right

to %lter, amend or repeal the act, and limiting the effect of decisions holding

parts of the act to be invalid to the specific parts dealt with in such decisions.
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