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X-7118

CHANGES FROM OW4INAL BILL. 

In a very general way, the changes from the original bill

may be indicated as follows:

Sec. 1. Title. No change

Sec. 2. Definitions. The definition of "affiliates" has been

cmpletely rewritten.

Sec. 3. Uses of Federal Reserve credit. No change.

Sec. 4. Group and chain banks forbidden to vote for directors

of Federal reserve banks. No change.

Sec. 5. Earnings of Federal reserve banks. Provision inserted

for restoring surplus to amount as of December 31,

1931,

Sec. 6. Requirement that State member banks comply with provisions

of Federal Reserve Act relating to national banks

Omitted. Provision re condition reports of affiliates

retained with slight changesi

Sec. 7. c:Federal Reserve Soard. 11b sUbstantial dhange;

Sec. 8. Reclassification of res614ve cities. Omitted.

Sec. 9. (new Sec. 8). Board to limit aggregate collateral

loans of member banks. Modified.

Sec. 10. Loans to groups of banks. Omitted.

Sec. 11. (new Sec. 9). L3ans to affiliates. No change.

Sec. 12. (new Sec. 10):

Open Market Committee. One slight change.

Federal Liquidating Corporation. Provisinn

authorizing issue of debentures added and

few other detailed changes.
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-2- X-7118

Sec. 13 (new Sec. 11). Advances to member banks. Modified.

Sec. 14(a). Clarifying Federal Reserve Board's powers over open

market operations. Omitted.

Sec. 14(b)-(new Sec. 12). Control over negotiatiens with foreign

banks or bankers. Modified.

Sec. 15. Amendments to provisions re Federal reserve notes. Omitted

entirely.

Sec. 16 (new Sec. 13). Reserves of member banks.- "Thrift deposits"

emitted and reserves against all time deposits 

increased in 5 annual installments until they

equal those now required against demand deposits.

More deflationary than original bill, which requilyd

only 5% reserves against "thrift deposits" and am

not increase the reserves against other time deposits

so rapidly.

Sec. 17.(new Sec. 14). Real estate loans of national banks. No

imIpertant changes.

Sec. 18 (new Sec. 15). Investments of national banks. Modified.

Sec. 19 (new Sec. 16). Capital of national banks. Entirely changed.

Sec. 20 (new Sec. 17). Shares of national banks to be $100 each and

not tied with those of affiliates. No change.

Sec. 18). Relations with security dealers. Made

much worse than before.

Sec. 22 (new Sec. 19). Holding companies denied right to vote shares

of national banks. No change.

Sec. 23. Shareholders of national banks to swear they own no stock

in any securities affiliate. Omitted.

Sec. 21 (new
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Sec. 24 (new Sec. 20) Voting permits for holding companies.

Numerous changes.

Sec. 25 (new Sec. 21). Branches of national banks. Changed as

follows:

(a) Requires permission of Federal Reserve Board,

instead of Comptroller of the Currency.

(b) Permits branches beyond State li- es but only

within 50 miles of parent bank.

(c) Requires capital of at least $500,000.

(d) Does not reauire allocation of capital to

branches but aggregate amount Must be equal to

that necessary to organize equal number of in-

depende-at banks in same locations.

Sec. 26 (new Sec. 22) Consolidations of national banks. No change.

Sec. 27 (new Sec. 23). Interest chargeable by national banks. No change.

Sec. 28 (new Sec. 24). Interest on deposits. Omits provision forbid-

ding payment of interest on checking accounts.

Sec. 29 (new Sec. 25). Limits on loans by national banks, etc.

Few slight changes.

Sec. 30 (new Sec. 26). Ten per cent limit on all loans by member banks

on "collateral security". No change.

Sec. 31 (new Sec. 27). Condition reports by affiliates of national

banks. No change.

Sec. 32 (new Sec. 28) Examinations of affiliates of national banks.

No change.

Sec. 33. Restrictions on relations with security companies and

private bankers. Omitted, except for part transferred
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Sec. 34. Saving clause. No change.
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4.
COMMENTS ON THE GLASS BILL AS A WHOLE 

The Glass Bill is untitled: "A bill to provide for the safer and more ef-

fective use of the assets of Federal reserve banks and of national banking as-

sociations, to regulate interbank control, to Prevent the undue diversion of

funds into speculative operations, and for other purposes." The purpose of the

bill appears to be to oblige the me-ber banks of the Federal reserve system to

become primarily and essentially comrercial banks, to trotect Federal reserve

funds from seepage into the security maret, and to give the Federal reserve

system, an particularly the Federal Reserve Board, porer to bring about these

results. The bill also tries to hinder the development of group banking, en-

larges some-hat the authority of national banks to have branches, imposes pub-

licity and restrictions on bank affiliates, and sets up a corporation for

liquidating closed banks.

In atte-pting to prevent member banks from going into the security and

capital markets, the bill provides drastic limitations on security loans and

security holdings and directs the Federal reserve system to use all its auth-

ority to discourage such operations by the member banks. The provisions of

the bill would require the elimination from the portfolios of national banks

of enormous amounts of certain classes of securities now held by them. The

bill also provides for a drastic increase in the reserve requirements of mem-

ber banks.

So far as the Federal reserve banks are concerned, the principal methods

in the bill of preserving or restoring their commercial character appear to

be the imposition of a differential of one per cent against member bank col-

lateral notes, the elimination of such notes secured. by Government obligations

from collateral against Federal reserve notes, and restrictions on the market

in Federal reserve funds. The effect of these provisions would be chiefly an

increase in the cost of operating the reserve banks, without changing the use
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by member banks of funds obtained from the reserve banks. -The-T-1-17rimsttrar-ef-

19.1-7---erne- iig-the-uSe—OrTsFld as collateral_ for notes would redUCe

the systemis reserve ratio to 44 per cent and its excess reserves by over $1,-

000,000,000 to $230,000,000. In view of this and of the elimination from col-

lateral elif..1.ble against notes of Governrent-secured notes and of many classes

of acceptaaces, the eff,ot-o-f the bill ,vould be to make it impossible for the

Federal reserve banks at the present time to purchase any additional United

States securities and probably to make it necessary for them to sell large

amounts of seHritinr1TurP-he.14.

As a -oart of its purpose to divorce the banking system from the stock mar-

ket, the bill pronoses to strengthen greatly the authority of the Federal Re-

serve Board and its control over the reserve banks, particularly over open-

market onerations, which are necessarily centered in the Nerr York Reserve Bank.

It leaves the regional reserve 1:pnks little authority or tower except the power

to obstruct system policy. At the same time the Federal Reserve Board could

not initiate open-market operations without approval of the Federal Open-Market

Committee.

titon-fmr-Veref,FE-ErInn's

..ta_grslups_ot-b-mits-jce bill proposes to undo the result of what its proponents

consider as undesirable developments in banking, particularly during the period

1927-1929. It appears not to recognize the fact that what occurred in the past

cannot be undone by decree and that, with the existing critical situation in

banking, such legislation would cause disaster, not for the banks alone, but

for the entire country.

The passage of the bill at the present time would result either in dis-

astrous contraction of credit, or in wholesale withdrawals of banks from the

Federal reserve system, or in both.
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6.

As a ncrrnanent measure, the bill provides for Government supervision and

control of banking on a scale never witnessed before. In view of the coripeti-

tion between rise-iber bnnks and nonmembcr bt,n7-- , *he result of this bill, if en-

acted into law, would be one of ti-o thins, either all cormercipl banks in the

country will have to be put on a parit7 by being placed under Federal control,

or else the national ban7d.no: syste7 -)nd the 7ederal reserve syltcr, -ould 5,;o out

of existence. The Glass Bill --)ronoses to build a fence that is horse high, bull

strong, an hog tight, and then leaves the gate open through which all of these

animals can escape at their '31easure.
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510 Eighteenth Street
Washington, D. C.
February 7, 1932

Honorable Carter Glass, Chairman
Subcommittee, Banking and Currency

Committee of the Senat
United States Senate
Washington, D. C.

Dear Senator Glass:

The undersigned have been asked by the Subcommittee of the

Senate Banking and Currency Committee to give consideration to

the Glass bill, S-3215, and o make constructive suggestions with

respect to that bill. We ha e undertaken this task as individuals,

detached from our organizatidns for this purpose, and we are acting

in no sense as representative of our institutions. This report,

therefore, has not been sUbmifted to, or considered by, our institu-

tions, and it represents only

tions.

In the brief time at our

our own personal views and recommenda-

disposal we have not been able to give

all the sections of the bill the careful consideration which they re-

quire. We are, however, prepared to submit a statement of the prin-

cipal modifications that we wish to recommend to be made in the bill,

and certain additional proposals which we believe would serve effec-

tively the purpose of the bill.

The modifications of the bill Which we propose arise primarily

from two considerations: First, that during the present state of ex-
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Honorable Carter Glass - #2 February 7, 1932

treme depression and continuous contraction of bank credit, it would

be dangerous to adopt legislation that would have further deflation-

ary effects. Secondly, we believe that severe restrictions imposed

on national banks and member banks alone would lead to withdrawals

from the national system and from the Federal reserve system. We are

convinced that certain of the proposals of the bill would operate to

the public good only if they were a part of a plan to unify the bank-

ing system under one supervision. The division of the banking

structure into non-harmonious systems carrying on a competition in

laxity is one of the principal evils of American banking today; one of

the greatest hindrances to proper supervision or regulation of banking.

We believe that some means of bringing the banks under one system of

control can be devised.

In our opinion, regulation of bank operations must be supplemented

by strengthening the power of supervisory authorities over bank manage-

ment. Some of the worst evils in banking arise from bad management.

Consequently, we submit a proposal for the removal of bank officers in

extreme cases.

We attach a detailed commentary on the Glass bill, section by sec-

tion, giving our reasons for suggested omissions or modifications, in-

cluding suggested substitutes for certain sections of the bill, as well

as suggested additional nrovisions. 14.11_raLeszalasAl-are to the confiden-

t 1 committee print of January 2g, 1932. On the sections dealing with
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GENERAL PRINCIPLES GOVERNING LEGISLATION

AS TO NONBANKING AFFILIATES 

.4e-anderstand that the Senate Committee has considered whether it would

be better to attempt to abolish affiliates altogether or to allow them to

continue under supervision, and has decided to adopt the latter course. We

interpret this decision to imply that no attempt will be made at present to

effect a complete divorce of affiliates from their parent institutions.

There are several reasons why the present is not an auspicious time to

attempt the abolition or divorce of affiliates from banking institutions.

In the first place, the amount of information available as to affiliates is

restricted--there has never been a comprehensive ourvey of the field, and

any action taken now should be tentative in view of the paucity of informa-

tion.

In the second place, under present conditions any vigorous attempt to

bring abuut such a divorce would res-ult in a general liquidation of affili-

ates.

Finally, too rigorous legislation at this time might be expected to have

a disturbing effect upon the general situation. In the case of securities

companies, for example, the unhappy consequences which followed the excessive

issuance of securities in 1928 and 1929 have already reacted upon the machin-

ery of securities distribution. Many banks have already taken steps to

liquidate their securities companies or to reduce their capital and volume

of operations. The market for new securities is disorganized and any action

tending to disrupt the existinE machinery still further would tend to retard

recovery, since new enterprise is in a measure dependent upon the sale of

- 1 -
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securities to investors.

Certain forms of affiliates, furthermore, appear to be legitimate and

useful adjuncts to a commercial bank. Safe deposit companies have long been

recognized as serviceable, and the same may be said of agricultural loan com-

panies and bank building corporations. It is also true that holding com-

panies have in several instances definitely strengthened the banking situa-

tion in certain areas. Even in respect to security affiliates there are cer-

tain advantages in having a part of the business of issuing securities done

by institutions which are under supervision by the authorities rather than

having all of it done by agencies over which there is no supervision whatever.

For these reasons our recommendations are confined to (1) supervision

over affiliates, one of the results of which will be to make available infor-

mation with regard to their operations; and (2) certain restrictions over the

operations of affiliates or of banks in relation to their affiliates.

It may develop when sufficient information acquired under the provisions

of this bill becomes available that, in order to make supervision effective,

in regard to affiliates as in regard to banks, it may be necessary to find a

way to require all institutions having to do with the initiating or marketing

of securities, as well as bank holding companies, to have their power to en-

gage in business originate from a national authority.

Nonbanking affiliates may be classified for convenience under two gen-

eral types: subsidiary affiliates and holding company affiliates. These are

so different in character and legal status as to require separate legislative

treatment.
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SUBSIDIARY AFFILIATES 

There are from 15 to 20 distinguishable types of subsidiary affiliates

in addition to banks and trust companies, the foux most common nonbanking

types being:

securities companies
real estate companies
bank building companies
safe deposit companies

In addition the following occur frequently:

mortgage companies
liquidating companics
agricultural loan companies
personal or small loan companies
inTestment trusts
building and loan associations
insurance agencies
finance and acceptance corporations
guaranty and mortgage guaranty companies
foreign banking corporations

Some affiliates carry on more than one of these various types of business.

The character and function of subsidiary affiliates are so diverse that it is

difficult to adopt any uniform regulation which will apply to all of them.

Our proposals, therefore, in regard to subsidiary affiliates are made with

a view, first, to subjecting these companies to some type of aupervision which,

without destroying the existing machinery, will be helpful in safe-guarding the

relations with the parent bank, and, secondly, to assembling over a period

additional information about affiliates and their operations which shall form

a basis for such further methods of control as may later appear to be desirable.

We therefore recommend limitations upon the loans of banks to their sub-

sidiaries; also that subsidiary affiliates be subject to examination at the

same time as their parent institutions, and that the call reports made by these

- 3 -
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institutions be accompanied by reports for their affiliates, as of the same

date, showing their balance sheets and profit and loss statements. These ex-

aminations and reports would. have the double advantage of bringing the organi-

zations under scrutiny and of accumulating information as to their organiza-

tion and operations.

An important difference between our recommendation on this subject and

the original bill is that wo have followed the principle that all limitations

enacted should be uniformly applicable to all member banks rather than to

national banks alone.

HOLDING COMPANY AFFILIATES

Numerically, holding companies are a smaller problem than subsidiary

companies. The number of domestic holding company affiliates of member banks

probably does not exceed 100 as compared with some 1,200 domestic subsidiary

company affiliates.

Supervision of holding companies is complicated by the dual banking sys-

tem, for most holding companies control some national banks and some State

banks. Too drastic regulation of holding companies of national banks would

impel them to convert all their banks into State institutions. For this

reason suggestions for regulations made in succeeding pages arc confined to

those which may be applied alike to holding companies for both national and

State member banks.

This and a number of other holding company problems may be expected to

be diminished by the extension of branch banking proposed in the Glass bill

with the amendment we have suggested, because many holding company groups

- 4 -
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would then be likely to become branch systems.

It seems clear that the Comptroller of the Currency and the Federal Re—

serve Board should be given authority to examine e7ery holding company con—

trolling a member bank and should receive current reports from such companies.

There should also be means of assurance that the stockholder's liability upon

stock held by a holding company should be at least as enforcible as the lia—

bility of independent individual shareholders. Loans to holding company af—

filiates my upon their stock should be prohibited. We believe also that it

would be desirable and practicable to have holding companies bring all the

banl:n under their control into the Federal reserve system, if they are elig—

ible, and thus make these ')anks, which benefit from the strength of their

member bank associates in the group, assume the full responsibilities of men-

bershiT) in the system.

SPECIFTC  -PRCYYS'etrrrn--7':_n_a

On the basis of these general principles, the following specific sugges—

tions are made with respect to the provisions of S-32l5 relating to affili—

ates:

-5-
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X-7118

SE.CTION 2. 

Definitions. -

Defines the term 'tank", Ithational bank", "national banking

associations", "member bank", "board", "district" and "reserve banhY

as having the meaning assigned to them in the Federal Reserve Aet.

Definition of "affiliate". -

The term "affiliate", which is used in numerous different

sections nf the bill, is defined as follows (pp. 2, 3):

"(b) The term 'affiliate! includes a trust company, a

finance company, securities company, discount or acceptance company,

investment trust, or other similar institution, or a corDoration —

"(1) Of which a national bank or member bank, edrectly or

indirectly, owns or controls either a majority of the voting shares

or mbore than 50 Der centum of the number of shares voted for the elec-

ticn of its directors, trustees, or other managing officers at the

preceaing annual meeting, or controls in any manner the election of a

majority of its directors, trustees, nr other managing officers; or

"(2) Of which control is held, directly or indirectly, through

stock ownership or in any other manner, by the shareholders of a national

bank or member bank who own or control either 4 majority of the shares

of such bank cr more than 50 per centum of the number cf shares voted for

the election of directors of such bank at the preceding annual meeting,

cr by trustees for the benefit of the shareholders of any gach bank; or

"(3) Of which either a majority of the members of its executive
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X-7118

- 8 -

committee or a majority of its directors, trustees, or other mana,z-

ing officers are directors of a national bank or member bank; or

"(4) Which owns or controls, directly or indirectly, either a

majority of the shares of capital stock of a national bank or member

bank or more than 50 per centum of the number of shares voted for the

election of directors of such bank at the -;receding annual meeting, or

controls in any manner the election of a majority of the directors of

such bank; or

"(5) For the benefit of whose shareholders or members all or

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

is held by trustees."

COMMENTS:

The scope and effect of all of the provisions of the

bill relating to affiliates depend upon this definition, and

it is entirely too broad.

The words "or a corporation" at the end of the first

paragraph make it applicable to corporations of any kind or

character, the control or management of which conforms to the

succeeding paragraphs. Thus, if the same persons happen to own

the controlling interest in a national bank and also in a corpor-

ation engaged in the business of conducting a newspaper or

manufacturing textiles, the newspa.oer or manufacturing company

would be an "affiliate" of such national bank and would be

subject to all of the provisions of the bill applicable to
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- 9 -

Itaffiliates", including the provisions requiring them to sub-

mit reports of condition to the Comptroller of the Currency

and to mibmit to examinations by the Comotroller.

The wording of the first paragraph of the definition

would also lead to uncertainties and confusion; because the

meaning of such terms as "securities corporation", "discount

or acceptance company", and "investment trust" are not well

settled or clearly understood.
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SECTION 2 -- Definitions 
R.r,..t4WIVAMPIONWPIOOKIVEM -YAVIStt..,

These suggestionssupersede our recommendations in the memorandum

submitted on F 8.

The definitions relating to affiliates have been further revised to

distinguish more precisely between subsidiary afIiliates and holding com-

pany affiliates. Lit is Tuggested that the following be substituted for

subsections (b) and (c) of Section 2 of the Bill:

"(b) The term 'subsidiary affiliate!, except where otherwise

expressly defined, shall include any corporation, business trust,

association or other similar organization engaged in the business of

acting as trustee, executor, administrator, or in any other fiduciary

capacity, or in the business of receiving deposits, making loans, or

discounting notes, drafts, bills of exchange or other evidences of

indebtedness, or in the business of underwriting, purchasing, sell-

ing, dealing in, holding, or acting as a broker of stocks, bonds, or

other investment securities, or in the business of purchasing, sell-

ing, holding, dealing in, making loans on, or acting as a bro7cer of,

real estate or real estate loans, or in the business of renting safe

deposit boxes, or in any kind of insurance business, either as insurer,

broker, or agent, or in the business of granting bankers' acceptance

credits, or in the business of examining, guaranteeing, or insuring

titles to real estate, or in the business of acting as guarantor or

-6-
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SECTION 2 Continued

surety on the obligations of others, or in any business or

underta2:ing:

"(1) In which any national bank or member bank directly or

indirectly owns or controls a majorit- of the voting- shares, or a

lesser number of such shares if such lesser number is more than 50

per centum of the number of shares voted for the election of direct-

ors, trustees, or other managing officers at the preceding election;

or

"(2) In which any national ban' 7 or member ban': in anY other

manner directly or indirectly controls the election of a majorit:y

of its directors, trustees, or other managing officers; or

"(3) All or substantially all of the shares of which are held

1)7 trustees for the beneiit of the shareholders of an national bank

or member bank; or

"(4) The control of which is held directly or indirectly,

through ownership of shares or in any other manner, by shareholders

of any national ban:: or me-mber bank who own or control a majority

of the stock of such national ban': or member ban.:.

"(c) The term 'holding company a2iiliatel, e:.cept where other-

wise expressly defined, shall include any corporation, business trust,

association, or other similar organizition:

"(1) Which directly or indirectly owns or controls a majority

7
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SECTION 2 Continued 

of the shares of capital stock of a national bank or member bank, or

a lesser number of shares if such lesser n=ber shall amount to more

than 50 per centum of the shares voted for the election of directors

at the preceding annual meeting of such national bani: or member bank;

or

"(2) Which in any other manner directly or indirectly controls

the election of a lajorit— of the board of directors of any national

bank or member bank; or

1(3) For the benefit of the shareholders of which all or sub—

stantially all of the stock of any national bank or member ban]: is

held by trustees."
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SECTION 3.

Uce of Federal Reserve Credit (pp. 3 and 4)

Federal reserve banks shall extend discounts, advancements and

accommodations to their member banks only if they are intended for the

accommodation of commerce, industry and agriculture.

The Federal Reserve Board may prescribe regulations further de-

fining and regulating the use of the credit facilities of the Federal

Reserve System.

Such facilities ushall not bell extended to member banks ufcr

the purpose cfu making or carrying loans covering investments, or

facilitating the carrying of, or trading in, stocks, bonds cr oth3r

investment securities, other than obligations of the Government of the

United States.

Each Federal reserve bank. shall keep itself informed of the

loan and investment practices of its member banks and the uses made

by tilem of the credit facilities of the Federal Reserve System.

The Chairman of each Federal reserve bank shall report to the

Federal Reserve Board, with a recommendation for remedial action, any

undue, unauthorized or improper use of such credit facilities.

The Federal Reserve Board may suspend for not more than one

year.from the use of the credit facilities of the Federal Reserve

System any member bank making undue, unauthorized or improper use of

such TIEE1.

COLIENTS:

The purpose of this Section apparently is to prevent

evasion of the provision of the orip;inal Federal Reserve
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Act which makes ineligible for rediscuunt by Federal reserve

banks any paper "covering merely investments or issued or

drawn for the purpose of carrying or trading in stocks, bonds,

or other investment securities, except bonds and notes of the

Government of the United States." During the stock market in-

flation of 1929, the purpose of that provision was evaded by

certain member banks, which were continuously indebted to the

Federal reserve barics for large amounts and, at the same time,

continuously had brokers' loans in amounts equal to or exceed-

ing their indebtedness to the Federal reserve banks. If con-

strued as forbidding this practice only, the proposed amendment

would not seem to be seriously objectionable, either upon prin-

ciple or on practical grounds; but it is duubtful whether it

could be given such a narrow interpretation.

If construed as forbidding the Federal reserve banks to

grant any discount, advancement or other credit accommodation

to any member bank which at the time has any loan either to a

broker or to one of its own customers on the security of stoc27.s,

bonds or other i-Nestment securities, it would be impracticable;

because it would deny the credit facilities of the Federal re-

serve system to most, if not all, member banks.

Since its applicability depends upon the purpose for

which credit is extended to member banks, it would be difficult

to administer and would give rise to many controversies.
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The machinery provided for enforcement merely states

specifically what is implied in the present law; since the law

now authorizes the Federal reserve banks to make examinations dis-

closing the credit practices of their member banks; the Board

can require the Federal Reserve Agents to make reports on this

subject; and the Board can suspend from membership any State bank

violating the provisions of the Federal Reserve Act or of the

Board's regulations made pursuant thereto; and can direct the

Comptroller of the Currency to bring suit to forfeit the charter

of any national bank violating the Federal Reserve Act.

The Dill would amend "the fourth paragraph after paragraph

'eighth' of section 4 of the Federal Reserve Act". It would be

better to describe it as that paragraph of Secticn 4 of the Fed-

eral Reserve Act, as amended, which commences with the words

"Said Board shall administer the affairs of said bank fairly

and impartially".
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SECTION 3 

We suggest the omission of this section.

The language down to line 7 of page 5 presupposes that when a member
bank borrows from the reserve bank it borrows for the purpose of relending

and that, therefore, it is possible and proper to say to the bank, "we will

lend you only in case you will relend for the purpose of accommodating com-

merce, industry, or agriculture." In the great majority of cases banks do

not borrow for that purpose. They borrow because of loss of deposits

through adverse clearing house balances or through withdrawals in cash

which reduce their reserves to the point where they are below legal require-

ments. A statement of principle such as is proposed in the bill, which does

not correspond to the realities of banking experience and practice, would

place upon the Federal reserve banks a responsibility which they could not

discharge.

Lines 2 to 7 on page 5 might be interpreted to prohibit any bank from

-2-
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SECTION 3 Continued

borrowing while making loans on securities. This would rule oat all mem-

ber banks since loans on securities are a large part of their business.

Any other interpretation involves the establishment of a direct relation-

ship between a particular loan of a bank or a group of its loans and its

borrowinE at a reserve bank. Such a relationship is almost always impos-

sible to establish. Generally speaking a reserve bank can best prevent

the improper use of its credit, first, by the use of the discount rate

and, secondly, by avoiding lending any bank too large an amount relative

to the size of the bank or for too long a period of time. There is now

ample legal authority for proper control of Federal reserve credit in

Paragraph g of Section 4 and Paragraph (d) of Section 14 of the Federal

Reserve Act.

The second part of Section 3, beginning with line 7 of page 5, pre-

scribes a degree of supervision of the detailed operations of all member

banks, whether borrowers or not, that would be onerous, extremely diffi-

cult, and would involve the reserve banks in lee;a1 responsibilities which

properly belong to the national and State supervisory authorities.

-3-
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SECTION 4.

Affiliates denied right to vote for directors of Federal reserve 

"The twenty-fifth paragraph" of Section 4 of the Federal Re-

serve Act would be amended by adding a proviso forbidding any member

bank to vote in elections of directors of Federal reserve banks.

1. If a majority of its stock is held or owned by any affili-

ate or other corporation which is in fact one of a chain or of a

jointly controlled group of banks, controlled by an individual;

2. If its stock is in the hands of a voting trust; or

3. "If in any other way such bank is prevented from acting

subject to the uncontrolled decision of the general body of stodk -

holders of such bank locally resident in the town or city in which such 

bank is established."

COMI4ENTS:

Since the facts would be difficult to ascertain and

establish definitely, this would cause much confusion in

elections of directors of Federal reserve banks and, in the

case of close elections, probably might cause bitter disputes.

It is doubtful whether this provision would be of sufficient

value in discouraging group or chain banking to justify creat-

ine; such coufusion and uncertainty in the election of directors

of Federal reserve banks.
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It would be especially difficult to determine whether

or not a particUlar bank is "subject to the uncontrolled de-

cision of the general body of stockholders * * * locally

resident in the town or city in which such bank is established."

Since the majority of stock in many banks is owned by non-

residents, many member banks which are not parts of chains or

groups would thus be prevented from voting for directors of

Federal reserve banks. Thus the prohibition might apply to

some of the largest member banks whose stock is held by

thousands of scattered stockholders.

What is meant by the "twenty-fifth paragraph" of Sec-

tion 4 of the Federal Reserve Act? Are the lines in Section 4

which commence with the words, "First", ttSecond", etc., separate

paragraphs, or are they parts of the paragraph commencing with the

words nUpon filing such certificate"? It would be much better

to identify the paragraph to be amended in some other way.
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SECTION - Amends that portion of Sec,til)n 4 of the Federal Reserve Act which
deals with the election by member banks of directors of Federal reserve
ban]:s.

A member bank may not oarticipate in the election of Federal re-
serve bank directors if a majority of its stock belongs to a chain or
group or if in any other way such bank is prevented from acting subject
to the uncontrolled decision of local stockholders.

COMMENT 

This provision is apparently aimed at the prevention of the control of

Federal reserve bank directorates by important groups and chains. The language

of this Section leaves doubt as to its Precise effect, but it is possible that

it might affect different chains and groups in different ways.

1. Groups whose banks are more than 50 per cent owned by the holding com-

pany would be denied representation entirely. Grouns of this sort are those in

Minneapolis, Seattle, Detroit, and Buffalo.

2. Groups in which one bank is dominant, rather than a holding company,

would have representation through the vote of that one bank. Groups of this

sort are those in Boston, Pittsburgh, Chicago, and Atlanta.

3. It is possible individual 7eriber banks could still vote in those
groups and chains which make it a policy to own less than 50 per cent of the

stock of their banks and yet nevertheless effectively control them. There is

a possible exception to this in the condition that a bank may not vote "if in

any other -ray" it is "prevented from acting subject to the uncontrolled de-

cision" of its local stockholders. Ownership of a minority of its stock might

or might not be construed as controlling their decision. If it were held to

leave them free, then multiple representation would be possible for several im-

portant groups and chains just as at present, and it would admit several others

with a slight adjustment of their stockholdings. One or both of the important

groups in Boston own only 51 per cent of the stock of their banks, a proportion

which right easily be reduced in order to allow thern to direct the votes of
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of their banks in a ray the bill seeks to revent.

The anparent effect of the forerroing.-Tould be therefore to denir any vote

at all to the most closely organized groups, to give one vote to those less

closely organized, and to alio-, multiple representation to the most loosely

organized. Such an effect would seem to be the reverse of what is desired,

since it would, to the extent that voting for directors of reserve banks is

important, discriminate against groups and in favor of chains.
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SECTION 4 

We suggest modification or omission of this section.

It prohibits banks that belong to a Froup or a chain from voting

for Federal reserve bank directors. The wording of the section is such,

however, as not to confine the prohibition to group and chain banks, but

to include all banks that are not controlled entirely by locally resi-

dent stockholders. Since the stock of many important banks is widely

owned throughout the country, this mijht restrict the voting privilege

largely to smaller and less important ban2:3 that are owned 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

better managed banks.

In the Minneapolis district, for example, this clause would de-

prive one-third of the members holding two-thirds of the member bank

deposits from any vote. A chain of banks should at least have one

vote, as a branch system would.

The provision for more extended branch banking in a later section

would probably reduce chain bank strength to a point where this section

would be unnecessary, and we are inclined to suggest its omission.

1
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SECTION 4
--

This section was also discussed in the Previous re-port. It is mg—

ested that it be omitted on the ground (1) that the introduction of branch

bankinp; may be expected to reduce suflicieat17 the holdinl; company -oroblem

so that no such provisions will be necessar7, and (2) the nrovision as

dram appears to discriminate aainst well organized and more responsible

groups in favor of looser and less responsible afiiliations.
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SECTION 5.

Use of earnins and surplus of Federal Reserve Banks (pp.4,5).

Beginning with the calendar year 1932 all net earnings of

a Federal reserve bank after, (1) the payment of necessary expenses,

(2) the restoration of surplus, when necessary, to its position as

of December 31, 1931, and (3) the payment of the 6 per cent dividend

to shareholders shall be paid to the Federal Liquidating Corporation.

COY,EENTS:

This provision is in conflict with the provision of Sec. 10

(p.14) requiring the Federal reserve banks to sibscribe annually 

to the stock of the Federal Liquidating Corporation an amount equal

to one-fourth of the annual increase of such surplus”. When it

is necessary to increase the surplus of a Federal reserve bank in

order to restore it to its position as of December 31, 1931,

the Federal reserve bank would be required to subscribe an amount

equal to one-fourth of such increase to additional stock in the

Federal Liquidating Corporation. Unless the net earnings equalled

or exceeded 125% of the deficiency in the surplus, it could not do

both.

The provision would require the restoration of surplus to its

position as of December 31, 1931, before the payment of dividends 

to stockholders and would seem to preclude the payment of any such

dividends out of surplus.

In this connection, see Section 10 (p. 14) requiring each

Federal reserve bank to subscribe an amount equal to one-fourth

of its surplus on December 31, 1931, to the stock of the Liquidating

Corporation.
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SECTION 5

We suggest the first paragraph of Section 7 of the Federal Reserve

Act be left in its original form, but that the second paragraph be

amended to read as follows:

"The net earnings derived by the United States

from Federal reserve banks shall, in the discretion

of the Secretary, (1) be used to supplement the gold

reserve held against outstanding United States notes,

or (2) be applied to the reduction of the outstanding

bonded indebtedness of the United States under regu-

lations to be prescribed by the Secretary of the Treas-

ury, or (3) be invested in debentures or other such

obligations of the Federal Liquidating Corporation.

Should a Federal reserve bank be dissolved or i,c) into

liquidation, any surplus remaining, after the payment

of all debts, dividend requirements as hereinbefore

provided, and the par value of the stock, shall be paid

to and become the property of the United States and

shall be similarly applied."

Section 5 of S-3215 would change the distribution of the reserve

banks' earnings by taking what goes to the franchise tax and to sur-

plus for the benefit of the Liquidating Corporation. This plan would

provide no means of restoring any depletion of Federal reserve surplus

since all net earnings after dividends would be paid to the Liquidnting

Corporation. This, incidentally, is in conflict with Section 12B (c)

-5-
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SECTION 5 Continued

which provides that only one quarter of the anlival increase in Federal

reserve bank surplus shall he paid to the Liquidating Corporation.

We are proposing another method of financing the Liauidating Cor-

poration and propose that the reserve banks continue their payments to

surplus as heretofore but that the Secretary of the Treasury be given

the option to invest the amount paid as franchise tax in the obligations

of the Liauidatins Corporation.
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SECTIa“.

Coniition re-Dorts of affiliates of member banks. (-.0). 5,6)

Each affiliate of a member bank shall make and furnish to the

Federal Reserve Board, through the -.president of such bank, not

less than three re,ports of condition each year in the form prescribed

by the Federal Reserve Board and verified by the oath or affirmation

of the president of the affiliate or some other officer designated

for that purpose by its board of directors, suCh reports to be filed

at the same time as the corresponding reports of the _member bank.

Each such report shall exhibit in detail "the holdings" of the

affiliate, their cost and present value, the expenses of operation

for the preceding year, and the balance sheet of the enterprise.

The president of the member bank must satisfy himself as to the

correctness of such re-oorts before transmitting them to the Federal

Reserve Board.

Any affiliate which fails to make and furnish any such report

and any member bank whose president fails to transmit it to the Fed—

eral Reserve Board is subjected to a penalty of $100 per day during

the continuance of such failure.

COLGENTS:

The substance of this paragraph is believed to be

desirable; but it is somewhat ambiguous. The meaning of the

expression "the holdings of the affiliate in question" is very

uncertain; but it is assumed that it means the stocks, bonds,

real estate and other property owned by the affiliate.
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SECTION 6

We suggest the following substitute for this provision making a few

minor modifications to bring the practice in accord with Federal reserve

practice as to member bank reports;

"Section 9 of the Federal Reserve Act, as amended, is further amended

by insertin between the fifth and sixth paragraphs thereof the following

new paragraph:

'Each bank admitted to membership under the provisions of

this section shall obtain and furnish to the Federal reserve bank

of which it becomes a member such reports of the condition of any

or all of its subsidiary affiliates as the Federal Reserve Board,

in its discretion, may require. Such reports shall be in such form

as the Federal Reserve Board may prescribe, shall be verified by

the oath or affirmation of the president or such other officer as

ma7 be designated by the Board of Directors of the affiliate to

verify such reports, and shall disclose the financial condition of

the affiliate on dates fixed by the Federal Reserve Board. Each such

report shall be transmitted to the Federal reserve bank at the time

required by the Federal Reserve Board and shall exhibit in detail

and under appropriate heads all assets of the affiliate in auestion,

their cost and present value, all liabilities of such affiliate, its

earnings and expenses, and such other information as the Federal Re—

serve Board may reouire. Any member 'bank which fails to furnish any

report of a subsidiary affiliate to the Federal reserve bank, when

required by the Federal Reserve Board shall be subject to a penalty

of $100 for each day during which such failure continues. Such penalty

-9-
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SECTION 6 Continued 

mar be assessed by the Federal Reserve Board, in its discretion

and, when assessed, may be collected by the Federal reserve ban'c

by suit or otherwise."

We also suggest the following additional parazraph under Section

6 to put subsidiary affiliates of State member banks on the same status

as those of National banhs with re -Tect to examinations:

"Section 9 of the Federal Reserve Act, as amended, is further amend-

ed b-r adding at the end thereof new paragraphs to read as follows:

'Examiners selected or approved by the Federal Reserve Board

shall examine any subsidiary affiliate of a bank admitted to member-

ship under the provisions of this section, when directed to do so

by the Federal Reserve Board, in its discretion, or by the Federal

reserve bank of the district in which such member bank or subsidiary

affiliate is located, in its discretion. The examiner making the

examination of any such affiliate shall have power to make a

thorough examination of all the affairs of the affiliate, and in

doing so he shall have power to administer oaths and to examine

any of the officers, directors, employees, and agents thereof under

oath, and shall ma..ke a full and detailed report of the condition

of the affiliate to the Federal Resc:rve Board or to the Federal

reserve bank which directed the examination to be made. Copies

of the report of any such examination may, in the discretion of

- 10 -
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SECTION 6 Continued

the Federal Reserve Board, be furnished to the State authorities

having supervision of State member banks, to officers, directors,

or the receiver of the affiliate examined, or tc the officers,

directors, or the receiver of the member bank with which it is

affiliated, and to any other proper persons. The expenses of any

examination made under the provisions of this paragraph may, in

the discretion of the Federal Reserve Board, be assessed against

the affiliate examined and, when so assessed, shall be paid by

the affiliate examined. If the officers, directors, or stockholders

of any affiliate of a bank admitted to membership under the pro-

visions of this section shall refuse to permit an examiner to

make an examination of the affiliate which the Federal Reserve

Board or the Federal reserve bank has directed to be made, refuse

to give any information reauired in the course of an7 such examina-

tion, or refuse to pay the expenses of any such examination, the

Federal Reserve Board after a hearing, in its discretion, may re-

quire the member bank with which it is affiliated to surrender its

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

privileges of membership. The Federal Reserve Board may restore

membership upon due proof of compliance with the conditions imposed

1)7 this section.
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SECTION 7. 

Comoosition of Federal Reserve Board. (pp. 7-9)

The number of board members would be reduced from 8 to 7.

The Secretary of the Treasury would. be eliminated from memberdhip

on the Board.

At least two members of the Board would be required to be persons

of tested banking experience.

COMNTS:

The Bill would not change the requirement for a fair

representation of the financial, agricultural, industrial,

and comaercial interests and geographical divisions of the

country, but would aad a new requirement that at least two

members of the Board dhall be persons of tested banking ex-

perience.

Terms of Board members. 

Upon the expiration of the terms of the present members of the Board,

the President would be required to fix the terms of their successors, at

nnot to exceed twelve yearsn, in such a manner that the term of not more

than one member would expire in any two years, anC thereafter each member

of the Board would hold office for a term of twelve years.

=LENTS:

In order to prevent confusion and the possibility of

the regular rotation contemplated by this section being in-

terfered with through delays in appointing successors to

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



-18- X-7118

members who have served their full terms, it should be

provided that such terms should ran for 12 years "from the 

expiration of the terms of their predecessors."

Under the provisions of the National Bank Act the

Comptroller nf the Currency is appointed for a term of

five years, regardless of the time or circumstances of

his appointment, and there is no provision with reference

to unexpired terms. Even if his predecessor dies or re-

signs before serving his full term, the Comptroller is

always appointed for a term of five years.

The amenament might give rise to a question as to

whether it changes the term of the Comptroller to twelve

years; and, if this is not intended, the word ”appointive"

should be inserted before the word "member" in three places.

Offices of the Federal Reserve Board. 

There would be stricken from the second paragraph of Section 10

the provision to the effect that, "The Secretary of the Treasury may

assign offices in the Department of the Treasury for the use of the Fed-

eral Reserve Board".

COMMENTS:

This apparently is intended to prevent the Board from

having its offices in the Treasury Building; but it is not clear
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that it would necessarily have this effect. The repeal of

his specific authority to do so would give rise to an impli-

cation that the Secretary of the Treasury should not Permit

offices in the Treasury Building to be used by the Federal

Reserve Board; but it is not clear that he would be absolute-

ly prohibited from doing so.

If the Board wcre denied the right to use offices in the

Treasury Building, it would seem that it should be specifical-

ly authorized to erect or purchase a building for its own use

and to levy an assessment on the Federal reserve banks for the

Purpose of defraying the cost.

Chairman, oath of office and location of Board.

There would be stricken from the fourth paragra-oh of Section 10

of the Federal Reserve Act the -provision to the effect that the first

meeting of the Federal Reserve Board shall be held in Washington.

The provisions to the effect that the Secretary of the Treasury

shall be ex officio chairman of the Federal Reserve Board would also lsie

omitted.

The members of the Board would be required tp file with the

Board's secretary, instead of the Secretary of the Treasury, their

oaths to the effect that they are not directors, officers or stockhold,-

ers of banks.
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COMMENTS:

While the provision regarding the first meeting

of the Federal Reserve Board is obsolete, it is import-

ant; because it is the only provision fixing the location

of the Board at Washington, D. C. If this provision is

stricken out, therefore, there should be substituted a

provision to the effect that the Federal Reserve Board

shall have its offices in Washington, D. C.

If the present provision for the chairmanship

of the Board is stricken out, it would seem that there

should be substituted a provision prescribing that the

Governor shall be the Chairman of the Board, or that

the Board may elect its own chairman, or that the

President may designate the chairman of the Board.

X-7118
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SECTION 7 

No changes of consequence are sugcested.

The domicile of the Board should be mentioned somewhere for legal

reasons. The question is raised Whether, if the authority for the

Secretary of the Treasury to assign quarters to the Feeral aeserve

Board is repealed, there ow;ht not to be in the Act a clause permitting

the Federal Reserve Board to erect its own building, possibly to house

the Comptroller's office in altition, levyinc an assessment on the re-

serve banks for this purlDose. This would add to the dignity and inde-

pendence of the Board's status and to the efficiency of its operation.

The following minor dhanges may be considered.

In sub-section (b), page 11, line g and also line

14, insert the word "appointive" before the word "member".

- g -
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SECTION 7 Continued 

In sub-section (b), par_;e 11, line 15, insert after

the word"years", the words "from the exPiration of the

term of his predecessor".

In sub-section (c), page 12, line 8, insert before

the words "7To me:12oer" the following:

"At meetinP;s of the Board, the Governor

shall preside as chairman and, in the absence

of the Governor, the Vice-Governor shall pre-

side. In the absence of both the Governor and

the vice-Governor, the senior :aember present
_

shall preside as chairman. The offices of the

Federal Reserve Board shall be in 7P.shington, D.C."

At the end of Section 7 of the Bill, i.e., between

lines 22 and 23 on page 12, insert a new sub-section read-

ing as follows:

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

is further amended by addi:v; at the end thereof a now para-

graph reading as follows:

"The Secretary of the Treasury, unon the

request of the Federal Reserve Board, Shall (a)

acquire, in accordanco with the provisions of

the Act of May 25, 1926, as amende, (Title )40,

Sections 341-347, U.S.C.), a buildin in the

- 9 -
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SECTIOY 7 Continued

District of Columbia for the Federal Reserve

Board, or (b) acquire in accordance with the

provisions of such Act, a suitable site and

cause to be constructed thereon a building for

the Federal Reserve Board, and (c) upon the re-

quest of the Federal Reserve Board enlar(;e or

remodel any building so acquired or constructed.

Any buildinc or site selected by the Secretary

of the Treasury ana all dketches, pl.ans, esti-

mates, bids, and specifications for any build-

inc to be constructed on any such site shall be

subject to the approval of the Federal Reserve

Board. The Feaeral Reserve Board shall levy

upon the Federal reserve banks, in proportion to

their capital stodk and surplus, assessments suf-

ficient to defray all costs and expenses incurred

under the provisions of this paragraph and shall

reimburse the Secretary of the Treasury for all

costs and expenses incurred by him under the pro-

visions thereof."

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



SEOTION 8. 

(Section 9 of original bill)

Federal Reserve 'Poard to limit collatera/ loans by memII(P

X-7118

By a vote of six members, the Federal Reserve Board may, from time to time,

fix for any member bank the percentage of its capital and surnlus which may be

represented by "loans protected by collateral security".

Such Percentages shall be fixed with a view to Preventing the undue use of

bank loans for the speculative carrying of securities, and may be changed from

time to time by the Federal Reserve Board.

The Federal Reserve Board (by a majority vote) may direct any member bank

to refrain from further increase of its "security loans" for any period up to

one year.

Any violation of these provisions may be Penalized by suspension of all

rediscount privileges at Federal Reserve Banks.

CO=TTS:

This would impose an intolerable burden on the Federal Reserve Board

and would make it responsible for the management of every member bank.

rhile apparently intended to aPply only to loans on securities, it

appears that the limitations -prescribed by the Federal Reserve Board would

necessarily apply to all "loans protected by collateral security", regard-

less of whether the collateral consisted of investment securities or of

warehouse receipts, bills of lading or other documents arising out of

commercial, agricultural and industrial transactions.

The amount of secured loans would be limited but the amount of unsecux,-

ed loans would not be limited. The banks rould be encouraged, if not

compelled, to discontinue taking collateral to protect themselves against

losses!
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SECTION 9 - Control over  Collateral Loans. Amends Section 11 ,of .the Federal Re-
serve Act by inserting a paragraph limiting the amount that a member bank
may loan on collateral to any one borrower to an amount not more than 10
per cent of the bankls capital and surplus.

In addition, it gives the Federal Reserve Board the power to fix the
total volume of collateral loans which member banks can make. This power
could be exercised in two ways.

First, the Federal Reserve Board could establish for all individual
member banks in a district the maximum percentage of their capital and sur-
plus which any of these banks could hold in the form of collateral loans.
These percentages could vary as between districts and could be changed from
time to time. To fix these percentazes an affirmative vote of at least
six members of the Federal Reserve Board would be necessary, and it is de-
clared to be the duty of the Board to fix these percentages, and "with a
view to preventing undue use of bank loans for the speculative carrying of
securities".

Second, the Federal Reserve Board would be given the power to direct
an iETndividual member bank to refrain from further increase in its security
loans - any period up to one year under penalty of suspension of all its
redis ount privileiiiges at Federal reserve banks.

COMMENT 

The intent of this amendment is to make it the duty of the Federal Reserve

Board to order member banks to stop increasing their loans on securities at a

time of undue speaulation in the seaurity markets.

There appears to be some confusion between the two powers defined in the Act.

The power to fix the maximum percentage of these loans is phrased in terms of

collateral loans, not stock exchange loans alone but all collateral loans to the

account of member banks in a district. The exercise of this power would re-

quire an affirmative vote of six members of the Federal Reserve Board. 44a-s-pe-----

G4fie penalty is provided for failure to obey these orders. The second power

given in the amendment, however, is more direct. In this case, the Federal Re-

serve Board would be able to direct any member bank to refrain from any increase

in its security loans, and the power is worded in terms of security loans; the

Board could act on a simply majority vote, and a specific penalty is provided for

infraction of the law.
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In view of the wide differences prevailing in the portfolios of individual

member banks, it is doubtful whether a blanket restriction applying to all mem,

ber banks in a Federal reserve district as to the proportion of their portfolio

which could be carried in collateral loans would be effective. Either this

proportion would have to be fixed so low that it would penalize severely those

individual banks which were already holding a larger proportion of collateral

loans, or else it would be fixed so high in view of the condition of these banks

that it would permit a tremendaus expansion of security loans on the part of

member barks which were holding a low percentaEe of such loans at the time the

limitation was established.

The power to fix "the percentage of individual bank capital and surplus

which may be represented by loans secured by collateral" seems to imply that this

percentage must in all cases be less than 100 per cent. On September 29, 1931,

all member banks had aggregate capital and surplus amounting to $5,275,000,000,

loans secured by stocks and bonds amounting to $8,080,000,000, or 134 per cent

of their aggregate capital and surplus, and other collateral loans, including

loans secured by real estate, in excess of $3,000,000,000. If ordered to bring

their "collateral" loans dawn to 100 per cent of aggregate capital and surplus

member banks would have to call in, or convert into unsecured loans, about

$6,000,000,oco.
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SECTION 9 
• •
The first of this Section up to line 9 on age 14, which repeals

Sub-section (m) of the Federal Reserve A is desirable since this has

expired by limitation. The slibstituX, we believe is not desirable.

The blanket provision that/do collateral loans sh611 be made to any

person in excess of 10 per/bent of a bank's capital and surplus is not

desirable because it does not define collatera' and would, therefore, in-

elude all classes of secured loans, sudh as wheat loans on warehouse

recetpts, etc. It would seem also to repeal the exceptions which were well

considered and carefully made to Section 5200, largely for the benefit of

-aetturtural---bealr,o war s .

The granting of authority to the Federal Reserve Board to fix a pro-

portion of security loans to total capital and surplus for a district is

impractical becluse the differences between banks are so great that any

percentage adopted would be either too low to be practicable or too high

to be restrictive.

Finally, the last proposal that the Federal Reserve Board Should

have authority to prohibit an individual member brAnk from making any ad-

ditional security loans appears to be undesirq,ble because it imposes on

the Federal Reserve Board responsibility for the operation of individual

member banks. The Reserve System has primary responsibility for its own

credit and the general credit situation, while the national and State

- 11 -
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SECTIOY 9 Continued 

. supervisory authorities have responsibility over operations of individ-

ual member banks. If the 'Reserve System encroaches on the field of the

latter, responsibility cannot be fixed and endless confusion vill re-

sult.
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SECTION 9.

Section 11 of original bill).

Loans to, on the Stock of, and Investments in, affiliates by Member Banks.

If the aggregate amount of such loans, extensions of credit,

investments, and acceptances of collateral security, in the case of any

one affiliate would exceed 10% of the bank's capital and surplus, no na7.

tionalbank shall:

1. Make any loan or any extension of credit to any affiliate

organized and existing for the purpose of buying and selling, stocks,

bonds, real estate, or real estate mortgages, or for the purpose of hold-

ing title to any such property;

2. Invest any of its funds in the capital stock, bonds, or other

obligations of any auch affiliate; or

3. Accept the capital stock, bonds, or other obligations of any

such affilate as collateral security to protect loans made to any per-

son, partnershin, or corporation.

Each loan made to an affiliate within the foregoing limitations

shall be secured by:

1. Stocks or bonds listed on a stock exchange which have an

ascertained market value at the time of making the loan of at least

20 per cent more than the amount of such loan;

2. Notes, drafts, bills of exchange or acceptances eligible

for rediscount; or
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-23-

3. Bonds or other obligations eligible for investment by

savings bank in the member bankts own State.

A loan to a director, officer, clerk or other employee of

any such affiliate is deemed a loam to the affiliate to the extent

that the proceeds of this loan are transferred to the affiliate.

COLIKEITTS:

Loans to, or investments in, affiliated institutions

of this kind by banks are, generally speaking, undesirable

and frequently result in loss to the bank. Some limit upon

the amount of such loans and investments therefore is be-

lieved proper.

On the whole, the 7)rovision is believed to be in the

interests of sound banking; although it probably will be

the subject of much opnosition from a certain class of

member banks.
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SECTION 11 - Limits the agr,regate commitments of a member bank in an affiliate
which deals in securities, real estate, or mortgages, to 10 per cent of
capital an s-I,rplus of member bank.

Commitments which must come within this mitation in ludo
(1) loans to affiliate, (2) investments in it stock or obliga ions,
(3) loans to third persons secured by stock or obligatiQ4L.24_ ffiliates.

Loans to affiliates must be lateraled by paper eligil3le for re-
discount at Federal reserve ba. , or obligations eligible for purchase
by savings banks in respeGtive state, or stock exchange securities with a
20 per cent margin above the loan.

Loans to persons associated with affiliates deemed as loans to
affiliates:

COMMENT 

This section raises a question as to whether National banks are to be em-

powered to own stock in securities affiliates up to 10 per cent of their own

capital and surplus, which they are at present not empowered to do!

This section also has to be considered with Sections 20, 23, and the latter

part of Section 29, which, with respect to National banks, prohibit control of

securities or other affiliates through trusteed stock, or of security affiliates

through community ownership by means of one or more identical stockholders.
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SECTION 11 

Provisions relating to the restriction of loans to affiliates are con-

tained in Section 11 and also in Section 29. Section 11 relates to all member

banks but includes only certain specified types of affiliates and is much less

drastic than Section 29, 'which relates to National banks only and to all types

of affiliates. We believe it is undesirable to enforce more drastic restric-

tions as to affiliates upon National banks than upon State member banks, and

for this reason recommend that provisions in regard to loans to subsidiary af-

filiates should be covered in a single section applicable to all member banks

and to all types of subsidiary affiliates. Loans to holding companies are

treated in another section.

In accordance with this general principle, the following substitute is

suggested for Section 11:

SECTION 11 

The Federal Reserve Act as amended is hereby further amended by in-

serting between Sections 20 and 21 the following new section:

"Section 21A. No National banking association and no member

bank shall (1) make any loan or any extension of credit to, or

purchase securities under repurchase agreement from, any of its

subsidiary affiliates, or (2) invest any of its funds in the capi-

tal stock, bonds, or other obligation of any such affiliate, or

(3) accept the capital stock, bonds, or other obligations of any

such affiliate as collateral security for advances made to any

- 12-
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SECTION 11 Continued

person, co-partnership, or corporation; if in the case of any

such affiliate the aggregate amount of such loans or extensions

of credit, repurchase agreements, investments, and advances

against such collateral security will exceed 10 per centum of

the unimpaired capital stock and surplus of such National bank-

ing association or member bank, or if in the case of all such

affiliates the aggregate amount of such loans, extensions of

credit, investments, and advances against such collateral secur-

ity will exceed 20 per centum of the unimpaired capital stock

and surplus of such National banking association or member bank;

Provided, however, that in computing such aggregate amounts,

either in the case of a single affiliate or of all affiliates

together, there shall be excluded the investment of such National

banking association or member bank in (1) the capital stock and

obligations of an affiliate organized for the sole purpose of

holding its banking house or houses and the site or sites thereof,

(2) the capital stock o$ a corporation organized to conduct a

safe deposit business, (3) the capital stock of any corporation

in which such bank has been authorized to invest pursuant to

Section 25 of the Federal Reserve Act, and (4) the capital stock

of a corporation organized under Section 25-A of the Federal Re-

serve Act.

"Each loan or extension of credit made to a subsidiary

- 13 -
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SECTION 11 Continued

affiliate within the foregoing limitations shall be secured by

collateral having market value at the time of making the loan or

extension of credit of at least 20 per centum more than the amount

of such loan; except that such loans or extensions of credit on

the security of obligations of the United States Government, Re-

construction Finance Corporation, Federal land banks, and of notes,

drafts, bills of exchange, or acceptances eligible for rediscount

at the Federal reserve banks, may be made in an amount equal to

the ascertained market value of these securities, and that a loan

made on the security of obligations of any State or political sub-

division or agency thereof shall be secured by collateral having

an ascertained market value at the time of making the loan of at

least 10 per centum more than the amount of such loan. A loan or

extension of credit to a director, officer, clerk, or other em-

ployee or nominee of any such affiliate shall be deemed a loan to

the affiliate to the extent that the proceeds of such loan are

transferred to the affiliate."

- 1)4-
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SECTION 10.

(Sec. 12 of original bill)

Open Market Committee. (pp. 11-13)

This section would create a Federal Open Market Committee

consisting of the Governor of the Federal Reserve Board and one

officer from each Federal Reserve Bank, selected by its board of

directors.

The Committee would meet in Washington at least four times a

year, with provision for additional meetings.

No Federal reserve bank may engage in open market operations

except after approval and authorization by the committee and approval

by the Federal Reserve Board.

The Committee would be reauired to adopt and transmit to the

Federal reserve banks resolutions affecting open market transactions

of such banks and the relations of the Federal Reserve System rith

foreign, central or other banks.

A review of the decisions of the committee and the reasons therefor

would have to be included in the Board's annual report.

Open market transactions would be governed with a view of accom-

modating commerce and business and with regard to their bearing upon

the general credit situation.

If a Federal reserve bank decides not to participate in anY

purchases or sales recommended, it is required to file with the

chairman of the Committee a notice of its decision rithin thirty days.

COM1ENTS :

The principal changes in the present organization and
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procedure of the Open Market Policy Conference are indicated

below:

1. The Governor of the Federal Reserve Board would

be made a member of the committee and in his absence the

Vice-Governor or some other member of the Board would serve

in his place.

2. Each Federal reserve bank T-ould have to be rGpresented

by one of its officers.

3. The committee would be required to meet in Washington

at least four times a year.

4. Federal reserve banks would be forbidden by law to

engage in open market operations except after approval and

authorization by the committee. This would forbid any

Federal reserve bank to purchase any Government bonds, bankers'

acceptances, municipal warrants, bills of exchange or other

paper or securities on the open marhet without first obtaining

the permission of the committee and the Federal Reserve Board;

but this apparently could be dealt with by having the Committee

and the Board grant blanket permission for such open market

transactions as may be necessary in the normal course of business.

5. The Committee would have jurisdiction over relations of

the Federal reserve system with foreign banks as well as juris-

diction over open market transactions.

6. The resolutions of the Committee would specifically

be made subject to approval by the Federal Reserve Board.

7. The Board would be required to include in its annual
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report a review of the decisions of the committee for the

preceding year and an explanation of the reasons therefor and

the results thereof.

To create such a committee by statute and to give it

such drastic powers would in effect create a single central

banking system for the United States, except for the provision

contemplating that any individual Federal reserve bank could

decline to participate in the open market operations decided

ikpon by the Ccommittee.

The Board's control aver open mar:zet operations would be

qualified by the Committee's control aver sudh operations;

and neither the Board nor the Committee would be given power

to initiate and put into effect changes in the open market

policy if individual Federal reserve banks shauld be unwilling to

do so.
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SECTION 12 - Provides for the insertion between Sections 12 and 13 of the Fed-
eral Reserve Act of Sections 12A and 12B.

Section 12A provides legal authority for what ia now known as the
Open-Market Policy Conference. It changes the composition of that confer-
ence by: (1) Making the Governor of the Federal Reserve Board a member,
and (2) Providing that the representatives of the banks selected by their
boards of directors shall be subject to confirmation of the Federal Reserve
Board.

The bill provides %t no Federal reserve bank shall engage in
operations described in Section 14 of the Federal Reserve Act, except after
approval and authorization by the committee. This prohibits the purchase
and sae not only of Government sebwities, but of acceptances, without
the appiroval of the committee. It also applies to all relations with
foreign central banks. All actions of''the committee are subject to the
approval of the Federal Reserv -toard. -It ,is also prescribed that the
decisions of the committee,)P1asons therefor; and the resits thereof bereported in the Board's Annual Report, The Section enacts into law the
Board's declaration of the principle that open mari;et operations shall be
governed with a view to accommodating commerce and business and with re-
gard to their bearing upon the general credit situation of the country.

The proposal reserves to the Federal reserve banks the right to
decide whether or not they wish to participate in open market operations
determined upon by the Open Market Committee.

COMMENT ON NEW SECTION 12A

' The creation by law of a committee to be invested with drastic powers over
oi 2,

open-market operations, together with the fact that, the committee,  bo-th ae-te

_miam4errtrip-ant-Intstons, is subject to approval of the Federal Reserve Board,

in effect constitutes the Federal Reserve Board an operating central bank of

the United St,Ttes. The only important power in the field of credit operations

it reserves to the regional banks is the power by concerted action to obstruct

the carrying out of system credit policy,
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SECTION 12

www00.."...ftwalmm4rs.."

We suggest the omission of that part of this section dealing with

the Federal open-market committee except paragraph (c) on ,?age 19 which

should be a part of Section 14 of the Federal Reserve 2t.

It is believed that open-market operations of the Federal reserve

system are satisfactorily controlled by the existing open-market policy

conference as voluntarily set up. Ls a matter of rthcip1e, it is not

desirable to crystalize into law a piece of detailed administrative mach-

inery which may from time to time have to be modified as conditions change.

The present machinery here outlined with some changes has been in operation

a relatively brief time and its soundness and efficiency are far from

damonstrated.

The Proposed later amendment to Section 14, which we approve, placing

beyond question all open-market operations under such regulations, limita-

tions, and restrictions as the Federal Reserve Board may 'prescribe appears

to give the Federal Reserve Board all the authority it needs to determine

from time to time the desirable procedure.
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FEDERAL LIQUIDATING CORPORJION.

Creation and membership. (pp. 13-24).

There would be created a "Federal Liquidating Corporation", the

duty of which it would be to purchase, hold and liquidate the assets

of member banks ordered closed by the Comptroller of the Currency, by

vote of their directors, or by the appropriate State authorities.

The directors of the corporation would colisist of the Comptroller

of the Currency, who r-ould be chairman of the board, and the members of

the Federal Open Mar:r.et Committee, which would be created by this bill

and which 7-ould consist of the Governor of the Federal Reserve Board and

one officer of each Federal reserve bank.

COM1.2."NTS:

There iS no reasonably close relationship between the

functions of the Federal Open Market Committee and those of

this corporation; and it is illogical for the members of that

com!littee to serve with the Comptroller of the Currency as

directors of the corporation. If an Open Market Committee is

to be set up by law, it should be in all respects independent

of collateral undertakings of this kind.

The constitutionality of the establishment by Congress

of a corporation of this kind is open to some doubt. It is

true that the corporation is to be an aid to national banks and

might be upheld on that ground; but it is also to provide assist-

ance to nonmember State banks. Generally speaking, Congress has no
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authority to create a corporation unless it is to be an in-

strumentality or agency of the Federal Government. There is

no provision expressly making this corporation an instrumental-

ity or agency of the Federal Government. This might be remedied

by the inclusion of a provision authorizing the corporation, when

designated by the Secretary of the Treasury, to act as a depositary

of public moneys or as a financial agent of the Government.

Classes of capital stock

Stock of the cornoration which is to be divided into shares of $100

each shall be of two classes, Class A and Class B.

Class A stock is to be held by member banks only and is to be entitled

to prior payment of dividends out of net earnings up to 30'70 of such net earn-

ings in any one year, after payment of all expenses of the corparation. Class

A has no vote at meetings of stockholders.

Class B stock is to be held by Federal reserve banks only and is

not entitled to Payment of dividends.

Shares of the capital stock of the corporation owned by member banks

may not be transferred or hypothecated.

Original subscriptions to, and payments for, capital stock

Every member bank is required to subscribe for Class A stock in

an amount equal to one-half of 1% of its total net outstanding time and

demand deposits on the last "call date" in 1931. One-half of such
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subscription is to be paid in full within 90 days after notice from the chair-

man of the board of the corporation. The remainder is subject tocall by the

board of directors.

Every Federal reserve bank shall subscribe to Class B stock in an a-

mount equal to one-fourth of its surplus on December 31, 1931. One-half of 1%

of such subscription must be paid to the Comptroller of the Currency at the

time of the subscription. The remainder is subject to call by the board of

directors of the corporation upon 90 days! notice.

MOMS:

The r.aquirement that member banks subscribe to this stock would

impose to the extent of such subscriptions an additional burden on

membership in the Federal Reserve System and would thus make member-

ship less attractive. It would be especially burdensome on the

banks at the present time.

Annual Subscriptions by Federal Reserve Banks.

AnnUal subscriptions to Class B stock of the Federal Liquidating Cor-

poration shall be made by each Federal reserve bank in amount equal to one-

fourth of the annual increase in its surplus.

COMMENTS:

This provision is in conflict with the provisi)ns of Section

5, which require the Federal reserve banks to transfer to surplus

each year such amount as may be necessary to restore the surplus

to its status on December 31, 1931.
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Changes in Class A stock unon changes in amounts of deposits of member banks.

When a member bank increases its time and demand deposits, it shall,

at the beginning of each calendar year, subscribe for an additional amount

of capital stock of the corporation equal to one-half of one per cent of

such increase. One-half of the amount of the additional stock is to be

Paid for at the time of the subscription and the balance is subject to

call by the board of directors of the corporation.

Upon a reduction in the time and demand deposits of a member

bank,it must surrender, not later than the first of January thereaftei', a

proportionate amount of its holdings in the canital stock of the corporation.

The shares so surrendered are to be cancelled and the member bank is to re-

ceive in nayment therefor, under regulations of the Pederal Reserve 3oard

an amount equal to its cash-paid subscriptions on such surrendered shares

and its proportionate share of earnings thereon, not exceeding one-half of

one per cent per month from the last dividend, but not more than the book

value of uuch earnings less any liability of the bank to the corporation.

:C01.2,MTTS:

The amount of time and demand deposits of every member

bank is constantly changing. It would accordingly be necessary

for every member bank to increase or decrease its holdings in

the Class A stock of this corporati)n annually. This would be

the cause of much trouble and expense to the corporation. A

fluctuating callital of this kind seems unnecessary and inap-

propriate for such a corporation.
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The provision that, upon a surrender of shares

of the canital stock, member banks shall receive pay—

ment under regulations of the Federal Reserve Board

does not seem to be in accord with the scheme of the

corporation. It would seem more appropriate for such

regulations to be prescribed by the corporation through

its Board of Directors.

There would seem to be no good reason for limiting

the amount of earnings paid on surrendered stock to one

half of 1% per month from the period of the last dividend,

in view of the fact that such stock is entitled to divi—

dends up to 30% of net earnings. A reasonable provision

would permit the payment of the proportionate share of

the earnings up to the time of the surrender of the stock.

Subscriptions to Class A stock by new member banks. 

A. bank: becoming a member of the Federal Reserve System shall

apply for Class A stock in the corporation in an amount eval to

one—half of 1% of its time and demand deposits, paying therefor

its par valUe plus one—half of 1% per month from the last dividend.

Surrender of Class A stock:upon liquidation or insolvency of member 
banks.

When a member bank voluntarily liquidates it shall surrender

all its holdings of capital stock in the corporation for cancellation

and be released from its stock subscriptions not previously called.
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When a member bank is declared insolvent, its stock shall be can-

celled without impairment of the liability on such stock. In case

either of liquidation or receivership of a bank, there shall be re-

turned to it all cash paid subscriptions on its stock with its pro-

portionate share of earnings not to exceed one-half of 1% per month

from the period of the last dividend but not above the book value of

such earnings less any liability of the bank to the corporation. In the

case of liquidation, such repayment shall be under regulations of the

Federal Reserve Board.

When the Class A stock of the corporation is increased or

decreased, the board of directors shall cause to be executed a

certificate to the Comptroller of the Currency showing such increase

or reduction, the amount paid in by or repaid to the member banks.

COMENTS:

No provision is made for the surrender of stock by a

member bank which withdraws voluntarily frcm the Federal

Reserve System or whose membership is forfeited. This

apparently was overlooked.

Organization Certificate. 

When the minimum amount of Class A and Class B stock has been

subscribed and paid, the Comptroller of the Currency is to designats

five Federal reserve banks to execute a certificate of organization.

The certificate is to state:
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(a) The name of the corporation and the city and State where

located;

(b) The amount and number of ghares cf capital stock;

(c) The name and place of business of each bank executing

the certificates;

(d) The name and place of business of all banks which have

gubscribed to the stock of the corooration and the number of shares

gdbscribed by each bank;

(e) That the certificate is made to enable all the banks executing

it ana the subscribing banks to avail themselves of the advantages

of this section of the Aot.

The organization certificate is to be acknowledged befoxie a

judge of a court of reccrd or a notary public under the seal of

such judge or notary and is to be filed with, and preserved by,

the Comptroller of the Currency.

OOMMENTS:

The execution cf an organization certificate fcr this

corporation would seem to serve no useful purpose. It is pro-

vided elsewhere that the corporation is created by the operation

of the law itself. The organization certificate is, therefore,

superfluous.

This provision refers to a minimum amount of Class A

and Class B capital stock but no specific minimum is pre-

- :scribed.
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Formal pow(,rs of couoration 

Upon the filing of the organization certificate with the Comptroller

of the Currency, the corporation is to become a body corporate and have

the usual corporate pviers, rith succession for twenty years.

COMMENTS:

The provision authorizing the appointment of officers

and employees might well be broadened to include agents,

experts and attorneys in order to make the authority of

t,,e corporation clear in this respect.

The authority of the corporation to pay salaries and expenses

should also be clarified by express provision.

Administration of affairs of corporation 

The Board of directors of the corporation is required to

admirdster its affairs fairly and impartially and withcut discrimination.

The Board of Directors is required, "subject to the provisions of law

and the orders of the Federal Reserve Board", to extend to eadh member

bank which is ordered closed by the Comptroller of the Currency, by vote

of its directors, and by the appropriate State authorities, such

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

th::: claims and demands of other meMber banks.

COMMENTS:

This language is borrowed from Section 4 of the

Federal Reserve Act, and is inappropriate - especially the

reference to "the orders of the Federal Reserve Board."
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Purchase of assets of closed national banks 

When a national bank is declared insolvent or placed in receivership,

the Comptroller of the Currency is to apooint a valuation committee of

three members including the receiver, a person appointed by the board of

directors of the bank and a third person named by the other two members.

The Committee,of which the receiver is to be chairman, shall

at once make a preliminary valuation cf the assets of the ban.

The Comptroller of the aurrency, upon notice of the valuation

agreed upon, is to tender the assets to the corporation, which may

DurchaLe them in whole or in part as determined by its board of directors.

The corporation is to realize upon the assets so purchased as "rapidly

as possible", having due regard to the condition of credit in the district.

If the amuunt realized upon the assets exceeds the sum paid therefor,

the excess is to be paid to the receiver after deducting a liquidation

fee of 6% of the amount realized.

COIIENTS:

It would seem that, in lieu of the "liquidation fee",

the corporation's compensation should be interest at a fixed

rate on the amount advanced, in addition to which it shuuld be

expressly allowed to deduct all expenses of liquidation.
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X-7118

Money belonging to the corporation, in excess of that necessary for

current operating expenses, is required to be kept invested in the assets of

insolvent or closed banks or in Government securities.

Purchase of assets of bpnks now in receivership.

In its discretion the corporation may purchase the assets of

banks in the hands of receivers on the date of its organization on the same

terms and conditions as are a-2plicab1e in the case of banks closed thereafter.

The corPoration may make loans to closed member banks or enter

into negotiations to secure their reopening.

COLIMMITS:

The provision for making loans to closed member banks

apniies apparently both td banks closed When the corporation

is organized as well as banks dlosed thereafter.

There is no provision as to the maturity, security to be

required, or other conditions of the loans which may be made to

closed banks. Apparently all such terms and conditions are left

to the discretion of the coporation.

It is questionable what powers are to be implied from the

autharity to enter into negotiatims for the reonening of closed

banks. Just how far the cor-ooration may lawfully go in assist-

ing in such reopening is not clear.
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Purchase of assets of State member banks.

State member banks which are now or hereafter may become insolvent

or suspended may offer their assets for sale to the corporation uoon the con-

ditions regarding the sale of assets of such banks prescribed by State law and

upon receiving ermission in accordance with law from the banking mperintend-

ent or commissioner of the State.

COLCMTTS:

There is no specific authority for the corporation to

purchase the assets of State member banks, although this would '

probably be implied.

It is not clear whether there is to be a valuation corn,-

mittee in the case of the assets of State member banks or how

the value of such assets is to be determined by the corporation.

Advances to nonmember State bn,nks.

For a period of two yenrs the corporation may nurchase and for a

-Period of five years may hold and liquidate, the assets of closed nonmember

State banks, nmy make loans to such banks and may enter into negotiations

to secure their reopening, under the same terms and conditions as are ap-

plicable in the case of national and member banks.

Any such purchase, loan or negotiation must be permitted '07 the

State law.

The amount realized by the corporation upon the assets of any such
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nonmember back in excess of the amount paid after deducting a

6% liquidation fee is to be paid into the Treasury of the United States

as miscellaneous receipts. 

There is authoriied to be anpropriated the sum of $200,000,000,

to be paid by the Secretary of the Treasury to the cor)oration as the

board of directors thereof may require and to be used exclusively for

the Purposes meztioned.

Nonmember State banks mentioned in these provisions include. any

savings bank, trust company or other banking institution, authorized

to accept deposits and organized under State law, which is not a member

of the Federal Reserve System.

COMMENTS:

It would seem advisable to limit the benefits of this

corporation to member banks of the Federal Reserve System.

Furthermore, no good reason appears why a Federal appropriation

should be made for closed nonmember institutions and not for

closed member institutions.

In Purchasing the assets of a nonmember State bank, the

amount paid by the corporation will probably be conservative

and the corporation will frequently realize a substantial Profit

on the deal. In justice to the depositors of the nonmember in-

stitutions,this amount should be returned to them after deduction

of a proper liquidation fee.
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Issuance of Debentures by Corporation.

The corporation may issue and have outstanding at any one time

in an amount not greater than four times its capital, its notes,

debentures, bonds, or other such obligations, redeemable at its

option before maturity in such manner as may be sti-oulated in the

obligations, with such rates of interest and such maturities as may

be determined by the cornoration.

The corporation may sell short-term obligations on a discount

basis Payable at maturity without interest.

Any such obligations of the corporation may be secured by its

assets in such manner as may be nrescribed by the board of directors.

Such obligations may be offered for sale at prices determined

by the corporation.

The cornoration may "dia,?ose of" any promissory notes of a

receiver evidencing loans made by the corporation, and may pledge such

receivers' notes and the corporation's assets for the corporation's

promissory notes under such terms and conditions as may be agreed

upon by the corporation; but the obligations so incurred, together

with all other outstanding oblic,ations, shall not exceed four times

the amount of its capital.

The Secretary of the Treasury is authorized to prepare forms of notes,

debentures, notes and other obligations of the Corporation, which shall be ap-

proved by the corporation and held in the Treasury subject to delivery upon

order of the corporation.

The engraving materials in connecti,-,n with such bonds are to remain

in the custody of the Secretary of the Treasury.
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Exemption from Taxation of Corporation and of itq•Obligations.

All of the corporationfs obligations are exempt, both as

to -orincipal and interest, from all taxation (except estate and

inheritance taxes) imposed by the United States, or by any State,

county, municipality or local taxing authority; and the corpora-

tion, including its franchise, capital, reserves, surplus and

income is likewise exempt from all taxation imposed by the United

States or by any State, county, municipality or local taxing author-

ity, except that real property is subject to taxation to the same

extent according to value as other real property is taxed.
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The second part of Section 12 deals with the Liquidatinc Corporation.

A draft of a tentative alternative proloosal follows.

One reason for makinr: char'es in the original s_i roposal is that it

would be a severe hardship at the present time to collect from the member

banks one-half of one per cent of all their deposits, or a total of about

- lA
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SECTION 12 Continued

$150,000,000. The banks are short of funds; they have had to make largo

contributions to the National Credit Corporation. It seems just now of

relatively more importance to keep money in the member banks and help keep

them open than to draw upon them for this purpose.

70 are proposing instead that part of the money be sumplied by the

Treasury and part be raised by debentures which will be purchasable by

the Federal reserve banks 11p to ono-fourth of their surplus. Our idea

is to confine this section to help for member banks and let the Recon-

struction Finance Corporation take care of nonmember banks during this

emergency. When the Reconstruction Finance Corporation expires, there

will certainly be no obligation on the part of the Federal Government

or the Federal reserve system to take care of the depositors of failed

nonmember banks.

SUBSTITUTE FOR ST3CTIO1I 12.

Sec. . The Federal Reserve Act, as amended, is fur-

ther amanded by inserting between Sections 12 and 13 thereof the

following new section:

Sec. 12A (a) There is hereby created a Federal Liquidating

Corporation (hereafter referred to as the "corporation") whose

duty it shall be to make loans on, or to purchase and liquidate
IIIMORSONIVAMOIPONOMMINVISIO,

as hereinafter provided, all or any part of the assets of any

member bank for rhich a receiver has been appointed. The term

- 17 -
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S3CTION 12 Continued

"receiver" as used in this section shall mean a receiver of a

national bank, and a receiver, liquidating agent, commission,

person or other agency cAarged by StL'.te law with the responsi-

bility and the duty of winding up the affairs of insolvent State

member banks.

(b) The managament of the Corporation shall be

vested in a board of directors consisting of fourteen members, one

of whom shall be appointed by the Comptroller of the Currency, one

by the Federal Reserve Board, and one by the Board of Directors of

each Federal reserve bank. Each such director shall hold office at

the pleasure of the Controller of the Currency, the Federal Reserve

Board, and the appointinc, Federal reserve bank, resjectively. The

director appointed by the Comptroller of the Currency shall be chair—

man of the board of directors of the con)oration. The board of di—

rectors shall meet in Washington, .1).C., at least twice each year

and special meetings may be called by the chairman at any time and

shall be called by him upon written request of any three of the

directors. The chairman of the board of directors and the director

appointed by the Federal Reserve Board, together with one additional

director designated by the chairman, shall constitute an executive

committeo, which shall have all the Powers and authority of the board

of directors in the interim between meetings of the board.

— 18 —
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(c) Tho corporation shall havo a capital stock of

$100,000,000, all of which shall be subscribod by the United

States of America and payment for which shall bo subject to

call in whole or in part by the Board of directors of the cor-

poration.

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 purposo of making payments upon such sub-

scription. Receipts for liaymonts 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 3vidence of the stock

ovnorship of the United States.

Any Federal reserve bank may purchase and hold any debentures

or other such obligations of the corporation in an amount not ex-

ceeding one-fourth of the amount of its surplus fund.

(d) The corporation shall have f,awor

First: To adopt, altar, and use a corporate seal;

Second: To have porpotual succession from the data of

enactment horoof, unless it is sooner dissolved by an Act of Con-

gress;

Third: To make contracts, to purchase, lease, and hold

or dispose of such real estate or personal -,?ro.derty as may be neces-

sary or convenient for the transaction of its business;

- 19 -
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farr 

Fourth: To sue and be sued, complain and defend in any

court of competent jurisdiction;

Fifth: To appoint, employ, and fix the compensation of

such officers, employees, attorneys and agents as shall be neces-

sary for the transaction of the business of the corooratign, with-

out regard to the nrovisions of other laws applicable to the em-

ployment and compensation of officers or employees of the United

States, to define their authority and duties, require bonds of

them and fix the penalty thereof and to dismiss them at pleasure.

Nothing in this or any other Act shall be construed to prevent the

appointment and compensation as a director, officDr, or anployee of

the corporation of any officer or employee of the United States in

any board, commission, independent establishment, or executive de-

partment thereof;

Sixth: To prescribe, amend, and repeal by its board of

directors by-laws and rules and regulations not inconsistent with

law governing the manner in which its general business may be con-

ducted and the privileges granted to it by law may be exercised

and enjoyed;

Seventh: To exercise by its board of directors or duly

authorized officers or agents all powers specifically granted by

the nrovisions of this section and such incidental powers as shall

be reasonably necessary to carry out the povrers so granted.

- 20 -
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Ira7=1-7:

(e) The board of directors of the corporation shall de-

termine and prescribe the manner in which its obligations shall be

incurred and its expenses allowed anr1 paid. The corporation shall

be entitled to the free use of the United States !nails in the same

manner as tie executive departments of the Government. The corpora-

tion with the consent of any Federal reserve bank or of any board,

commission, independent establishment, or executive department of

the Government including any field service thereof, may avail it-

self of the use of infornation, services, facilities, officers and

employees thereof in carrying out the provisions of this act.

(f) Whenever the receiver of any member bark shall apply

to the cor7poration for a loan on, or for the purchase in whole or in

part of, any assets of such me:aber bank, the corporation shall a:opoint

a valuation committee of three members, one of whom shall be the re-
I.

ceiver and one an agent of the corporation. The valuation committee

shall estimate the value of the assets of the member bank and the

corporation maj in its discretion purchase such assets in whole or

in part, or make loans to the receiver on the security of such assets

or any portion thereof, on such terms and conditions as shall bo

agreed upon by the cor7.oration and, (1) in the case of any national

bank, the receiver with the approval of the Comptroller of the Cur-

rency, and (2) in the case of any State member bank, the receiver

with the approval of the person or agency desirnated by State law:

- 21 -
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except that, in no case shall the corporation make any loan or pur-

chase any assets in an amount vhich in the opinion of the corporation

shall not fully protect such corporation and no such loan or purchase

shall be made in the case of State member banks unless permitted by

the law of the State in which the bank is located. Receivers of

national banks are hereb- authorized and npowered with the approval

of the Comptroller of the Currency to borrow on, or sell, assets of

banks of which they are receivers, and the proceeds 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 Comptroller of the Currency may, in his discretion,

pay dividends on proved claims at any time before or after the expira-

tion of the time for proving claims under section 5235 of the Revised

Statutes, and no liability shall attach to the Comptroller of the Cur-

rency 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. The corporation, in its

discretion, may take over, hold, and liquidate any assets which it may

purchase, and in such event it shall be the duty of the corporation to

proceed to realize on such assets as rapidly as Possible, having due

regard to the condition of credit in the district in which such bank

is located. If the amount realized from such assets exceeds the sum

- 22 -
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paid therefor, the corporation shall make an additional payment

to the receiver of the bank equal to the amount of such excess, if

any, after deducting the expenses of liquidating such assets and an

amount equal to interest at the rate of 6 per centum per annum. All

loans made by the corporation to receivers shall bear interest at the

rate of 6 per centum per annum.

(g) Money of the corporation not otherwise employed shall

be invested in securities of the Government of the United States,

except that for temporary periods in the discretion of the board

of directors, funds of the corporation may be deposited subject to

check in any Federal reserve bank or with the Treasury of the United

States. When designated for that purpose by the Secretary of the

Treasury, the corporation shall be a depositary of public moneys,

except receipts from customs, under such regulations as may be pre-

scribed by the said Secretary, and may also be employed as a finan-

cial agent of the Government. It shall perform all such reasonable

duties as depositary of public moneys and financial agent of the

Government as may be required of it.

(h) The corporation is authorized and empowered to issue and

to have outstanding at any one time in an amount aggregating not more

than twice the amount of its capital, debentures, or other such obli-

gations to be redeemable at the option of the corporati,n before

- 23 -
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maturity in such manner as may be stipulated in such obligations and

to bear such rate or rates of interest, and to mature at such time

,as
or times/may be determined by the corporation: Provided that the

corporation may sell on a discount basis short-term obligations pay-

able at maturity without interest. Obligations of the corporation

may be secured by assets of the corporation in such manner as shall

be prescribed by the board of directors. Such obligations may be

offered for sale at such price or prices as the corporation may

determine. The said obligations shall be fully and unconditionally

guaranteed both as to interest and principal by the United States

and such guaranty shall be expressed on the face thereof. In the

event that the corporation shall be unable to pay upon demand, when

due, the principal of or interest on notes, debentures, bonds, or

other such obligations issued by it, the Secretary of the Treasury

shall pay the amount thereof, which is hereby Efuthorized to be ap-

propriated, out of any moneys in the Treasury not otherwise appro-

priated, and thereupon to the extent of the amounts so paid the

Secretary of the Treasury shall succeed to all the rights of the

holders of such notes, debentures, bonds, or other obligations.

(i) All obligations issued by the corporation shall be

exempt, both as to principal and interest, from all taxation (except

estate or inheritance taxes) now or hereafter imposed by the United

States, by any Territory, dependency, or possession thereof, or by

- 24 -

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



SECTION 12 Continued 

any State, county, municipality, or local taxing authority. The

corporation, including its franchise, its capital, reserves, and

surplus, and its income, shall be exeript from all taxation now

or hereafter imposed by the United States, by any Territory, de-

pendency, or possession thereof, or by any State, county, munici-

pality, or local taxation authority, except that any real property

of the corloration shall be subject to State, county, rlanici -Dal,

or local taxation to the same extent according to its value as

other real property is taxed.

(j) In order that the cer7,oration nay be supplied with

such forms of 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 cornera-

tion. 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 Treasury for any expenses incurred in the

preparation, custody, and delivery of such obligations.

(k) 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.

(1) Whoever, for the purpose of obtaining for himself

or for any other applicant any loan, or any extension or renewal

- 25 -
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thereof, or the acceptance, release, or substitution of security

therefor, or for the purpose inducing the corporation to purchase

any assets, or for the purpose of influencing in any way the action

of the cor-ooration under this act, mal:es any statement, knowing it

to be false, or whoever wilfully overvalues any security, shall be

punished by a fine of not more than $5,000, or by imprisonment for

not more than two years, or both.

(m) Whoever (1) falsely maker), forges, or counterfeitc

any obligation, or coupon, in imitation of or purporting to be an

obligation, or coupon issued by the corporation, or (2) passes,

utters, or publishes, or attempts to pass, utter, or publish, any

false, forged or counterfeited obligation or coupon, purporting

to have been issued by the corporation, knowing the same to be

false, forged, or counterf=tited, or (3) falsely alters any obliga-

tion, or coupon, issued or purporting to have been issued. by the

corporation, or ()4) passes, utters, or publishes, or attempts to

pass, utter, or publish as true, any falsely altered or spurious

obligation or coupon issued or purporting to have been issued by

the corporation, knowing the same to be falsely altered or spurious,

shall be punished by a fine of not more than $10,000 or by imprison-

ment for not more than five years, or both.

- 26 -
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(n) Whoever, being connected in any capacity with the

corporation, (1) embezzles, abstracts, purloins, or wilfully mis-

applies any moneys, funds, securities, or other things of value,

whether belonging to it, or pledged, or otherwise entrusted to it,

or (2) with intent to defraud the corooration or !-any other body,

politic or corporate, or any individual, or to deceive any officer,

auditor, or examiner of the corporation, makes any false entry in

any book, report, or statement of or to the corporation, or without

being duly authorized draws any order or issues, puts forth or as-

signs any note, debenture, bonds, or other such obligation, or draft,

bill of exchange, mortgage, judgment, or decree thereof, Ethan be

punished by a fine of not more than $10,000 or by imprisonment for

not more than five years, or both.

(o) No individual, association, partnership, or corpora-

tion shall use the words "Federal Liquidating Corporation, or a

combination of these three words, as the nP,me or a part thereof

under which he or it shall do business. Every individual, partner-

ship, association, or corporation violating this subdivision shall

be punished by a fine of not exceeding $1,000, or by imprisonment

not exceeding one year, or both.

(p) The provisions of Sections 112, 113, 114, 115, 116,

and 117 of the Criminal Code of the United States (U.S.C., title

- 27 -
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lg, ch.5, secs. 202 to 207, inclusive), in so fax as npplicable,

are extended to apply to contracts or agreements 7ith the corpora-

tion under this act, which for the purnoses hereof shall be held to

include loans, advances, extensions and renewals thereof, and accept-

ances, releases, and substitutions of security therefor, purchases or

sales of assets, and all contracts and agreements pertaining to the

same.

(q) The Secret Service Division of the Treasury Department

is authorized to detect, arrest, and deliver into the custody of the

United States marshal having jurisdiction any person committing any

of the offenses punishable under this section.

- 2g -
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SECTION 11,

(Section 13 of original bill)

Advances to member banks on their promissory notes.

The seventh paragraph of section 13 of the Federal Reserve Act,

which authorizes advances for periods not exceeding fifteen days to

member banks on their promissory notes secured by eligible paper or by

obligations of the Government, would be amended as follows:

1. The rate charged on such advances would be made 1% higher than

the rediscount rate.

COMMENTS:

This is an unreasonable discrimination against a

form of credit accommodation which is more convenient both

to the Federal reserve bank and to the member bank, and

more practical and desirable from every standpoint than re-

discounting. There is no difference whatever, in substance

or in principle, between rediscounting eligible paper and

• making advances on notes secured by such paper; and such a

rate discrimination against this more convenient and prac-

tical form of borrowing cannot be justified on either

theoretical or practical grounds.

2. If any member bank to which such .an advance had been made

should, during the life or continuance of such advance, and despite

an official warning of the Federal Reserve Bank or of the Federal 
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Reserve Board to the contrary, increase its outstanding loans made, (1)

11upon collateral security", or (2) to members of any organized stock

exchange, investment house, or dealer in securities for the purpose

of purchasing or carrying investment securities (except obligations

of the United States), such advance (i.e., to the member bank) would

become immediately due and payable and such member bank would be denied

the privilege of borrowing from the Federal Reserve Bank upon its

fifteen-day notes for such period as the Federal Reserve Board may

determine.

COMUEUTS:

This is but one of the numerous attempts in the Bill

to prevent member banks from making loans on investment

securities or to dealers in investment securities and, like

most of such provisions, it goes entirely too far and is

impractical. It would apply to any loan made non collateral 

security", regardless of whether the collateral were invest-

ment securities, or Government bonds or bills of lading cover-

ing goods in transit, warehouse receipts for agricultural prod-

ucts and other commodities, or any other collateral arising

out of business transactions. It would penalize banks which

had the good judgment to take security for their loans and

would encourage banks to take chances on unsecured loans.
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3. The Federal Reserve Board would be authorized; from time

to time, in its discretion, by unanimous vote, "to suspend the pro-

visions of this paragraph in whole or in partn, for a iperiod of 90

days, whenever, in its opinion, the public interest shall call for

such action, and to renew such suspension for one additional period

of 90 days, upon unanimous vote.

COMMENTS:

If construed literally, this provision apparently would

authorize the Board .either, (a) to suspend the restrictions

on the making of collateral loans by member banks which are

indebted to Federal reserve banks for advances on their prom-

issory notes, or (b) to suspend in toto the provision author-

izing Federal reserve banks to make advances to their member

banks on their promissory notes.
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SECTION 13 - Relates to such advances as reserve banks are already authorized
to make--up to 15 days—on member bank collateral notes. Provides that
these shall be mnde diily at rates of discount at least 1 per cent above
the estcblished rediscount rate, and that during the life of auch advance
the borrowing member bank shall not increase its collateral loans to any
borrower, or its loans, whether seaured or unsecured, to any member of any
stock exchange, any investment house, or any dealer in seaurities, for
the purpose of purchasing or carrying ,investment securities (except obli-
gations of the United States). In ca any member bank violates this
provision, the advance becomes immediately due and payable and the bank be-
comes ineligible as a borrower on 15-day baper at the reserve bank. The
Federal Reserve Board is authorized in itsretion, by unanimous vote,
to suspend thesu provisions, in whole or in rt, for a period of 90 days,
and for one additional period of 90 days, or o onths altogether.

OYMMENT 

The requirement that the rate on 15-day advances of this hind must be at

a rate one per cent above the discount rate would operate in ordinary times to

eliminate such advances. Member bank borrowing would be done altogether at

the discount rate and altogether by the method of rediscounting eligible paper.

This procedure would not, therefore, have the effect of preventing member banks

from expanding their loans on securities, whether to brokers or to other borrow-
,

ors, since the member banks have on hand an abundance of eligible paper. On

October 4, 1929, for example, at the climax of the recent boom, when member

banks were borrowing altogether $900,000,000 at the reserve banks, of which

about $700,000,000 was represented by member bank collateral notes, the member

banks held $4,600,000,000 of eligible paper, or 6 times the amount of their bor-

rowings on collateral notes. Member banks in New York City with total borrow-

ings of about $70,000,000 at the Federal reserve bank, held $1,170,000,000 of

eligible paper, or 16 times the amount of these borrowings.

This procedure, however, would involve extra work and expense both to the

member banks and to the reserve banks, and would also work a hardship 'on 

vidual member banks at times when they held little eligible paper on account of
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seasonal inactivity of business in the local community or on account of general

business depression.

,I.I.p.„this provision of the bill now stands it appears to forbid banks borro -

cl

ing on collateral notes from increasing their loans on t,ny kind of collateral

including U. S. Government obligations, warehouse receipts, real estate, etc,

as well as on the stocks and bonds of corporations.

SECTION - Make cl
op n-marke oper
a d detai ed pr
1 tions ps wit'

COMM'

arer the authority • the F deral Reserve Bo d over all
tions, and in par Taph (g) which is adde , gi es specific
ision for contro by the Feq eral Reserve :.ard f all re-
foreign banks.

Section ap ears to e no real change n the la but el minates all

doubt a out the Boar i's au nority, and makes the oard control over foreign

relti.ns, if literally interpreted, absolutely impracticable.
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SECTION 13
rolloftwommwmour/

We suggest the omission of this section and propose a substitute.

The proposed revisions of Section 13 in the Glass bill are dis-

criminatory against member bank 15-day collateral notes; we are not

in accord with them in principle and believe that they would be serious-

ly disturbing at this time. The prospect of such legislation would have

a most disturbing effect on the market value of lg billions of Govern-

ment securities outstanding with consequent further difficulties to the

banks that hold such obligations. The proposal in the bill imposing

a higher rate on member bank notes would be equivalent at the present

time, when substitution of other paper is difficult and in many cases

impossible, to an advance in the discount rate for certain banks and

would be contrary to Federal reserve credit policy indicated by the

present situation.

Furthermore, we find ourselves unable to agree with the principles

that underlie the proposed discrimination against Government securities.

The reason for this discrimination is the belief that it is through these

notes that Federal reserve money finds its way into the stock market. It

is our conviction that there is no such connection. A 15-day note is a

convenience that enables member banks to borrow money without having to

find rediscountable paper of the exact amounts and maturities required.

United States Government bonds are the best security in the world. The

-29-
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SECTION 13 Continued

only theoretical reason for discrimination is that the Government should

be estopped from ever abusing the facilities of the reserve system. So

7 _
long as the bond must be originally purchased by a bank or individual,

this danger is slight.

The latter part of this section, beginning with line 17, appears to

be unsound. Under this provision a member bank borrowing on a 15-day

advance is not permitted to "increase its outstanding loans made tv-Benr-

boa3-rewar upon collateral security." Collateral loans include many agri-

cultural loans, commodity loans, and real estate loans as well as secur-

ity loans. Practically every bank is maid:IL collateral loans every day;

so this provision would practically stop a bank from doing business while

it was borrowing on a 15-day advance.

We propose a substitute for this section which would have the effect

of making eligible as collateral for 15-day advances the debentures of

the Federal Intermediate Credit Banks. Mast of the paper these bans hold

in portfolio is eligible and the debentures are a better security because

they are the joint and several liability of all the Federal Intermediate

Credit Banks. The debentures are now eligible for purchase but not for

advances. Making them eligible for advances would have the important ad-

vantage of making the debentures more salable in the market and thus in-

creasing the supply of funds available to these banks, which has latterly

been restricted. Because of the lack of a ready market it has been neces-

-30-
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SECTION 13 Continued
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sary for the reserve banks to purchase consiLerable amounts of debentures

which the Fiscal Agent was not able to sell in the market. They now hold

$30,000,000 out of about $75,000,000 outstanding. If the debentures were

made eligible, banks would buy them more freely, the reserve banks would

be relieved from carrying the load, and the Credit Banks would get money

more freely.

The proposed substitute amendment follows:

"Any Federal reserve bank may make advances to its

member banks on their promissory notes for a period not

exceeding 15 days at rates to be established by such Fed-

eral reserve bank, subject to review arid, determination of

the Federal Reserve Board, provided such promissory notes

are secured by such notes, drafts, bills of exchange, or

bankers' acceptances as are eligible for discount or for

purchase by Federal reserve banks under the provisions of

this act, or by the deposit or pledge of bonds or notes

of the United States-, or by the deposit or pledge of de-

bentures or other similar obligations of Federal Inter-

mediate Credit Banks which are eligible for purchase by
_

P-vr4 -

Federal reserve banks under existing law."

-31-
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SECTION 12.

(Sec. 14(b) of original bill)

Control over dealings with foreign banks and bankers 

Subject to the powers conferred upon the Open Market Committee,

the Federal Reserve Board shall exercise special supervision and

control over all relationships and transactions of any kind entered

into -cy any Federal reserve bank with any foreign bank or banker

or v-ith any group of foreign banks or bankers and all such relation-

ships and transactions shall be subject to such regulations, limita-

tions and conditions as the Board may prescribe.

No officer or representative of any Federal reserve bank shall

conduct negotiations of pry kind with the officers or representatives

of any foreign bank or banker without first obtaining the permission

of the Federal Reserve Board.

The Federal Reserve Board shall have the right to be represented

at any conference or negotiations by such representative or representa-

tives as it may designate.

A full written report of all conferences or negotiations shall be

filed with the Federal Reserve Board and signed by all representatives

of the Federal reserve bank attending such conferences or negotiations,

regardless of whether or not the Federal Reserve Board is represented.

COMMENTS:

It seems inappropriate to make the powers et the

Federal Reserve Board subject to the powers conferred

upon the Open Market Committee, although the purpose
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apparently is to require joint action of the Open Market

Committee and the Board on matters affecting open market

transactions. Since major open market transactions and

large commitments to foreign banks and bankers affect

the country as a whole, this may seriously affect the

Board's control over general credit conditions.

In view of the Board's function of exercising gen-

eral supervision over all Federal reserve banks and seeing

that they pursue a banking policy whdch is harmonious and

desirable for the country as a whole, it would seem ap-

propriate for the Board to have a right to be represented

at important conferences leading to commitments to foreign

bankers and for the Board to be kept fully advised of the

results of such conferences.
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SECTION 14A

_El_as.e,14,--entife accord with the purport of this paragraph and be-

lieve that it would give the Federal Reserve Board all the authority that

it riaquires to keep close supervision over all v_incis of open-market opera-

tions.

SECTION. 14B

We see no 'objection to the first part of the paragraph if it is

modified to omit the reference to open-market committee which is dis-

cussed in our comment on Section 12. We propose also to omit the word

control" in order to preserve the distinction between the operating and

the supervisory function. The paragraph would then read as follows:

"The Federal Reserve Board shall exercise special

supervision over all relationships and transactions

of any kind entered into by any Federal reserve bank,

vith any foreign bank or bankers, or with any group of

banks or bankers, and all such relationships and trans-

actions shall be subject to such regulations, conditions,

and limitations as the Board may prescribe."

The balance of the paragraph is open to the same objection as Section

12A in that it proposes to embody into law details of procedure which may

much more wisely be left to regulation and the development of practice.

-32-
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SEC. 13. RESERVES OF lEMER BANKS.

(Sec. 16 of original bill with a few changes.)

In General.

Disregarding entirely the facts disclosed and recommenda-

tions made in the recent report of the Federal Reserve System's Com-

mittee on Bank Reserves (which was based upon a scientific study

made by Federal reserve experts over a period of two years), Sec-

tion 13 of the Bill (pp. 27-32) would amend and reenact Section 19

of tIle Federal Reserve Act so as to increase drastically and unjus-

tifiably the reserves required of member banks and so as to make

numerous radical changes in the provisions of that section.

The member banks would have to borrow the amaunt of the

increased reserves from the Federal reserve banks; this would fur-

ther tighten credit conditions; and the present process of deflation

would be accentuated and prolonged.

rie present practical discriminations against country banks

would be perpetuated by allowing no credit for cash on hand and

by failing to compensate them for the advantage enjoyed by city

banks in being able to offset balances due to banks against balances

due from banks in computing their net deposits against which reserves

must be maintained.

The increased reserve requirements probably would cause

numerous banks ( and especially country banks) to withdraw from

the Federal Reserve System.
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Definitions of demand and time deposits.

Demand deposits and time deposits 7ould be re-defined in

the same way as they are now defined in the first loaragraph of

Section 19 of the Federal Reserve Act.

Amounts to be maintained.

On the first day of January in each year after 1932, ho-7-

ever, the reserves required to be carried against time deposits

would be increased, until at the end of five years the amount

required to be carried against time deposits would be the same as

that required to be carried against deriland deposits.

The present distinction bet7een central reserve, reserve

and non-reserve cities would be maintained and the Board's power

to permit banks in uutlying sections of reserve and central

reserve cities to maintain the lower reserves reouired of banks

in other cities would be preserved.

Cash cn hand would not be counted as reserve nor would any

credit be given for it in computing reserves.

COnENTS:

The increase in 1:11e reserves is even more drastic

in the revised bill than it was in the original bill,

Thich required reserves cf only 5% against "thrift

deposits."
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By retaining the more or less arbitrary distinctions

between central reserve cities, reserve cities and non-

reserve cities and by failing to permit cash in vault

to be counted as reserves, the bill would perpetuate

the inequalities in the total amount of reserve balances,

plus cash on hand, now required to be maintained by

various banks and vhich the reserve committee found so

unfair to many country banks.

Member bp/Ls forbidden to make collateral loans as ap:ents for others or to others having such loans.

No member bank shall act as the medium or agent of any non-

banking corporation or individual in making loans "protected by col-

lateral security".

No member bank shall make loans or discount paper for any cor-

poration or individual if the proceeds of such transaction are to

be used directly or indirectly for the purpose of making loans pro-

tected by collateral security in favor of any investment banker,

broker, member of any stock exchange, or any dealer in securities.

Violations would be punishable by a fine of "not less than

$100 per day"; but it would be a good defense if the member bank had

the sworn statement of the borrower that the proceeds of the trans-

action would not be used for such purpose.

COMY,ENTS:

If this became a law, no member bank could safely

make any loan unless it had the sworn statement of the

borrower on file that he 7ould not use the prcceeds of the

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



X-7118

loan for the purpose described.

Like other provisions of the Bill, it applies gen-

erally to loans ',protected by collateral security", re-

gardless of the nature of tlie collateral.

Pe-...alties for deficiencies in reserves.

The present provisions of tile law pen-ittinc, reserve balances to be
checked against, subject to such reothLtions and penalties as may be pre-
scribed by the Federal Reserve Board, and forbidding any bank to make any
ner loals or pay dividends --Thile its reserves are deficient, rould be
retained in substantially their present form.

CMYENTS:

mm
The provisions against making loans while the re-

serves are deficient have been found to be entirely im-
practicable and are honored more in their breach than in
their observance. They are also believed to be unfair

to directors rho may incur liabilities for losses on

loans made while the reserves are deficient, although

they may be ignorant of the fact that the reserves are

deficient when they make such loans.

It is believed that t:lis provision sheuld be changed
so as to provide that any director rTho approves cr acquiesces
in the making of additional loans after receiving notice that
his bank has been continuously deficient in its reserves for
a given period shall be personally liable for all losses
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Tustained on such loans. This would be enforceable

end fairer to bank directors.

Restrictions on dealings in "Federal funds."

No member bank shall sell or transfer to another mtmber

bank or to a nonmember bank, private banking hnuse, or banker,

any balance standing to its credit upon the books of the Federal

Reserve Bank "in excess of the balances reouired by this sectionn

unless the Federal Reserve Board shall have authcrized such trans-

fers by a general order.

On all such sales or transfers the bank shall charge a fee,

to be fixed by the Federal Reserve Board on the basis of the rate

or discount charged on 90 day paper by the Federal reeerve bank

of the district in -rhich the selling or transferring bank is lo-

cated.

The Federal Reserve Board shall have porer to suspend all

dealings in reserve balances for such periods as it noy deem best.

COMMENTS:

This apparently would restrict member banks in trans-

ferring "excess balances" but would not restrict them in

selling or transferring part of their reserve balances

when their reserves were deficient.

The wisdom of placing restrictions on the use
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by member banks of their balances with the Federal

reserve banks is very doubtful, although it might

be advisable to require the charging of a fee for

dealing in Federal funds if the class of dealings

rhich this pertains to is defined in such a way as not

to apply to normal transfers of reserve balances for

ordinary banking purposes.

Computation of reserves - liabilities on repurchase agreements. 

The present provision to the effect that, in estimating

the balances required by this Act, the net difference of amounts

due to and from other banks shall be taken as the basis for as-

certaining the deposits against which reserves must be maintained,

would be retained in substantially its present form.

There would be added a provision to the effect that the

liability created by every repurchase or similar agreement en-

tered into by a member bank shall be added to such net difference

as ascertained under the provisions of this paragraph.

COMMENTS:

The present provisions allowing the deduction of

balances due from banks from balances due to banks iA
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ef -:ect allows the city banks to make deuctions

in computing their reserves which are not allowed to

country banks as a class, because they have no balances

due to banks; this has been the cause of much 

satisfaction on the part of country bank.s.

In order to eliminate this cl.iscrimination, the

Federal Reserve System's Committee on Reserves has recom-

mended that balances due from banks be deducted from

total de-9osit liabilities, so that the country banks

as well as the city banll-s may have the benefit of this

deduction.

The provision regarding liabilities on repurchase

and similar agreements is somewhat ambiguous; but it ap-

parently would result in such liabilities being added to

the total amount of deposit liabilities against T-hich barfts

would be required to maintain reserves.

It is not clear w member bans should be re-

quired to maintain reserves against liabilities on repur-

chase agreements and other similar ai-freements and not

agadnst all other liabilities for money borrowed.

There would be considerable confusion and UT-

certainty as to -hat is meant by the term "repurchase

or other similar agreement."
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SECTION 16 - This Section relate to member bank reserve requirements, brokers'
loan control, trading in Feofaral reserve funds, and repurchase agreements.

MEMBER BANK RESERVE REQUIREMENTS. - The bill divides time deposits into
"thrift deposits", which would carry a reserve of 5 per cent at all mem-
ber banks, and "other time deposits", which would carry the same reserve
as demand deposits. Thrift deposits are defined as all deposits "subject
to not less than 60 days' notice before payment, which are not subject to
transfer by check, and the total month lv balance of which in any individual
case does not exceed $5,00 ". No chane is made in the definition of de-
mand deposits nor in th ercentage of re erves required against them.

Postal savi s deposits are excludes from thrift deposits and
would carry the same reserve as demand deposl s. United States Government
deposits are not mentioned and presumably wou be allowed to remain with-
out reserve requirements.

Reserve balances with the reserve banks u t be "realized" balances,
which would eliminate the Federal reserve float.

COMMENT ON'RESXRVE REQUIREMENTS

The bill greatly increases reserve requirements at all member banks except

those which have no time deposits at the present time. This increase is to

come into effect gradually at a rate of one per cent per year, i.e., all time

deposits as at present defined will carry a reserve of 3 per cent in 1932, 4

per cent in 1933, and 5 per cent in 1934, and the reserve on time deposits other

than thrift deposits will continue to increase at the same rate until it is

equal to the reserve on demand deposits. At country banks this would fall in

the year 1936, at reserve city banks in the year 1939, and at central reserve 4-fk

city banks in the year 1942. After these years of transition are completed

thrift deposits will carry a reserve of 5 per cent and other deposits a reserve

of 7, 10, or 13 per cent.

The increase in reserve requirements after the transition period is esti-

mated at $500,000,000. The required reserves of country banks would probably

be increased between 20 and 30 per cent, those of reserve city banks between

40 and 50 per cent, and those of central reserve city banks between 10 and 20

per cent.
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The increase in aggregate reserve requirements occasioned by the bill, which

would not start in 1952 but would begin in 1933, may be estimated at $110,000,000

in 1933, $110,000,000 in 1934, and smaller amounts in subsequent years through

1941.

The proposed revision of reserves corrects none of the difficulties that

the existinr reserve requirements have produced, and makes no attempt to estab-

lish a closer relationship between changes in reserve requirements and the course

of business.

The distinction between time and thrift deposits is of the character that

has given rise to evasions in the past and may be expected to continue to do so.

BROKE2S 1 LOAN CONTROL. - Paragraph (c) of Section 19, as amended. Pro-
hibits member banks from acting as agents in makinE collateral loans for
account of any nonbanking corporation or individual and also from making
loans to any corporation or individual that is lending on collateral to
any investment banker, broker, etc.

COMMENT ON BROKERS' LOAN CONTROL 

To prohibit member banks from making collateral loans "For account of

others" is in line with a recent rule of the New York Clearing House Association.

The bill goes mach further, however, than this rule, it prohibits member

banks from lending to anyone who is lending to brokers, investment bankers, or

dealers in securities. Strictly construed, this wuuld prohibit loans to any

nonmember bank that is lending on the Street--since a nonmember bank is a "cor-

poration"--as well as loans to any other corpor,:tion making Street loans.

REGULATION OF TRADING IN FEDERAL RESERVE FUNDS. - Paragraph (e) of Section
19. Prohibits member banks from selling or transferring excess reserves
held on the books of the Federal reserve banks except as authorized by
general orders issued by the Federal Reserve Board, (2) Requires that all
such sales or transfers shall be charged for at the prevailing rediscount
rate, and (3) Authorizes the Federal Reserve Board to suspend all such
dealings in reserve balances for such periods as it may deem best.
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COMMENT ON REGULATION OF TRADING IN FEDERAL RESERVE FUNDS 

This would make dealings in Federal reserve funds subject to regulation

by the Federal Reserve Board. The wording of the bill may, however, cover

transactions other than dealings in Federal reserve funds--for example, an or-

dinary loan made by a member bank having excess reserves at the time of the

loan, whether made to another bank or to some business concern.

REPURCHASE AGREEMENTS. - Paragraph (f) of Section 19. Provides for the
inclusive in deposits subject to reserve of liabilities arising out of
repurchase agreements.

COMMENT ON REPURCHASE AGREEMENTS 

It is not clear why this particular class of liabilities, rather than all

classes of borrowed money, is made subject to reserves. Singling them out

would evidently tend to discourage their use.
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SECTION 16 

We propose the substitution of the reserve proposal advanced

by the Federal Reserve System Committee on Bank Reserves for the

proposals made in the bill. The terms of the bill would greatly

increase reserve requirements and tend to tighten money conditions.

The reserve committee's proposal maintains total reserve requirements

near present levels but provides for changes in requirements in re-

sponse to changes in business conditions tending to tighten credit at

times of overexpansion and to ease credit at times of depression.

The proposals made in Section 16 of the bill include two sub-

jects not covered in the report of the Reserve Committee, namely, a

prohibition against brokers' loans for the account of others, and,

a clause subjecting the market for Federal funds to regulation by

the Federal Reserve Board.

We are in agreement with the purpose of paragraph (c) of the

bill which seeks to prohibit brokers' loans for account of others

and agree with the clause forbidding a member bank from acting as

agent in making such loans. This clause has been incorporated in

paragraph (n) of the following draft. It has been made a separate

paragraph in order that the penalty provision may apply to it alone.

-3g-
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SECTION 15 Continued

We suggest omitting the other provision in Section (c) of the

bill prohibitin,-,- banks froni lending to a corporation making brokers'

loans. This clause would be difficult and annoying to enforce.

Strictly speaking, it would prohibit loans to a bank which was lending

quite properly to brokers or dealers.

We also suggest the omission of paragraphs (e) and (f) of the

bill, which deal with the market for Federal funds.

We do not believe there is any necessity for formal regulation

of the mar;:et for Federal funds. The market is in essence no different

from that for "badmoney" in London and day-to-day money in other cen-

ters. It is generally desirable to have these liquid funds move freely

where they are most needed. It is better to have the money flow to

any part of the country where needed than to have it thrown on the

call market.

The reserve banks keep a current record of transactions in

Federal funds and deal informally with any abuse that may arise.

A ruling of the Board now requires that Federal funds purchased

be reported as borrowed money.

The following draft contains other slight modifications to the

proposals of the Committee on Bank Reserves in addition to the one

-39-
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SECTION 16 Continued

in paragraph (n) noted above. The first one which appears in paragraph

(b) of the draft gives the Federal Reserve Board discretion in times of

need to modify the proportion of vault cash that a member bank may count

as part of its legal reserves, and the second which appears in Section

(c) defines more carefully the manner in which deposits due to or pay-

able at branches of member banks located abroad or in dependencies or

possessions of the United States shall be treated. There have also

been modifications in the language of other sections of the Committee's

proposals which in no way change its meaning or effect.

The following draft contains all our suggest ions for an amendment

to Section 19 of the Federal Reserve Act.

-4o-

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



SECTIOY 16 Continued

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 laISER BAYS"

"Section 19, (a) Each member bank shall estab]ish and

maintain reserves eoual to five per ccntum (5'40) of the amount

of its net deposits, plus fifty per centum (50-';) of the amount

of its avereze daily debits to deposit ccounts; but, in no

event, shall the agcregate reserves recluired to be maintained

by any member bank exceed fifteen per centum (15-) of its Gross

deposits.

"(b) Each member bank located in the vicinity of a Federal

reserve ban!: or branch thereof shall maintain not less than four-

fifths of its total re7airc0. reserves in the form of a reserve

balance on deposit with the 7odera1 reserve bank, and every other

member bank shall maintain not less than two-fifths of its total

required reszrves in the form of a reserve balance on deposit with

the Federal reserve banl:. The remainder of the total reouired re-

serves of each member bank, over and above the amount reouired to

be maintained in the form of a reserve balance on deposit with the

Federal reserve bank, may, at the option of such member bank, con-

sist of a reserve balance on deposit with the Po-ler-a reserve bank,

- -
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or of cash owned by such member bank either in its actual pos-

sess'ion or in transit between such member bank and the Federal

reserve bank: Provided, however, That when, in the opinion of

the Tederal Reserve Tloard, the public interest renudres, the Fed-

eral Reserve Board on the affir:aative vote of five members may

the amount of cash wllich member banks or groups of member

banks may count as reserve to less than one-fifth of the total

reserve reuired by this Act in the case of member banks located

in the vicinity of a Federal reserve bank or a branch thereof

and to less than three-fifths in the case of other member banks;

Provided, further, That in making such limitations, the Federal

Reserve Board shall be guided by the general principle that mem-

ber b,nks should be permitted to count as reserve, within the

general limits of this section, as much cash as they reasonably

need in view of the character of their business and their acces-

sibility to the currency facilities of the 7ederal reserve banks.

"(c) The term !gross deposits,' within the meaning of this

section, shall include all deposit liabilities of any member bank

whether or not immediately available for withdrawal by the deposi-

tor, all liabilities for certified dhecks, cashiers', treasurers'

and other officers' checks, cash letters of credit, travelers'

checks, and all other similar liabilities, as further defined and

- 42 -
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SECTION 16 Continued

specified by the Federal Reserve Board: Provided, however,

That, in computin the amount of 'gross deposits,' amounts

shown on the books of any mthber bank as linbilities of

such bank payable to a branch of such bank located in a

forein country or in a dependency or possession of the

United States, or payable at such branch, shall be treated

as thouh said liabilities were due to or payable at a

nonmember bank.

11(a) The term 'net deposits,' as used. in this sec-

tion, shall mean the amount of the gross deposits of any

member bank, as above defined and as further aefined by

the Federal Reserve Board, minus the sum of (1) all bal-

ances due to such member bank from other member banks in

the United States and their branches in the Unite States,

and (2) checks and other cash items in process of col-

lection which are nayable immediately upon presenta-

tion in the United States, within the mennin,7 of these

terms as further defined by the Federal Reserve Board.

fl(e) The term laverae daily debits to deposit ac-

counts,' as used in this section, shall mean the average

daily amount of checks, drafts, and other items debited

or charged by any member bank to any and. all accounts

included in P-ross deposits as above defined and as fur-
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thor defined by the Federal Reserve Bortrd, except

charges resultin,-. from the payment of certified checks

and cashiers', treasurers!, rInd other officers! checks.

"(f) The term !cash,' within the meaning of this

section, ghr.11 Liclude all Llnds of currency and coin

issued or coined under authority o'.7 the laws of the

United States.

"( The term !reserve 'on.lances, ! as used in this

section, shall mean a member .13 ,.:nkls actual net balance

on the books of the Federal raserve bank representing

funds available for reserve purposes under regulations

prescribed by the Federal Reserve Board.

"(h) The t,rm 'vicinity of a Federal reserve bank

or branch thereof, as used i:, this section, shall mean

the city in which a Federal reserve bank or branch thereof

is located, until such tern is otherwise defined by the

Federal Reserve Board: Proviaed, that, with respect to

each. Federal reserve brtril: and each branch thereof, the

Federal Reserve Board, from Ulm to time, in its discre-

tion, may either (1) define a specific geographic area

as comprising the vicinity of such Federal reserve bank

44
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or branch thereof, within the 3eal,ing of this section,

or (2) coripila a list of =caber ba---2:s which shall be

deemed to be located in the vicinitL, of such Federal

reserve bank or branch thereof, within the meaning

of this section, and add banks to, or remove bcnks

from, such list, from time to time: Provi'lcd,however,

That, in defining such areas and compiling such lists,

the Federal Reserve Board shall be r-uided by the gen-

eral principle that ban2:s whose proximity to a Feder-

al reserve bank or branch thereof enables them, in the

judgment of the Federal Reserve 3o:',2d, to transact

business with cash oa hand averaging one-fifth or less

of their required reserves, should be doomed to be lo-

cated in the vicinity of such Federal reserve bank or

branch thereof, within the meaning of this section.

"(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 located.

"(j) The Federal Reserve Board is authorized and

empowered to prescribe regulations defining further the

various terms used in this Act, fixing periods over
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which reserve requiremonts an. actual reserves may be

avera:ed, dcterminini- the methods by which reserve re-

quirements and actual reserves shall be computed, and

prescribing penalties for deficiencies in reserves.

Such realations and all other reTalations of the Fed-

eral Reserve Board shall have the force and effect of

law and the courts shall take judicial notice of them.

"(k) Subject to such regulations and penalties

as maybe prescribed by the Federal Reserve Board, any

member bank may draw ar_7ainst or otherwise utilize its

reserves for the Du/rose of meeting existin liabilities:

Provided, however, That if any member bank Ethan fail for

thirty consecutive calendar days to maintain the reserves

required by this section, it shall not declare or pay any

dividend or make any new loan or investment until its re-

serves are restored to the amount required by this section.

"(1) A 11 penalties for deficiencies in reserves in-

curred 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 a-7ainst

which they are assessed.

"(m) No member bank shall keep on deposit with any

State bank or trust company which is not a member bank a

-46-
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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 receiving discounts from a Federal reserve

bank under the provisions of this Act, except by per-

mission of the Federal Reserve Board.

"(n) No member bank shall act as the medium or

agent of any nonbanking corporation or individual in

making loans on the security of stocks, bonds and

other investment securities or to brokers or dealers

in stocks, bonds and other investment securities.

Every violation of this provision by any member bank

shall be punishable by a fine of not less than '400

per day during the continuance of such violation; and

such fine may be collected, by suit or otherwise, by

the Federal reserve bank of the district in which such

member bank is located.

"(o) National banks or banks organized under local

laws, located in Alaska or in a dependency or insular

possession or any part of the United States outside of

the continental United States, may remain nonmambor

banks, and shall in that event maintain the reserves re-

quired by law prior to the enactment of the Federal Re-
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serve Act; or said banks may, with tho consent of the

Federal Reserve Board, becom member banl:s of any one

of the Federal ros3rve districts, and shall in that

event take stock, maintain reserves, and be subject to

all the other provisions of this Act.

"(p) All acts or parts of acts in conflict with

this section aro hereby rapealed only in so far as they

aro in conflict with the provisions of this section."

There aro hereby repealed those 2?arts of the provisions of Section

7 of the First Liberty Bond Act, approved April 24, 1917, Section 8 of

the Second Liberty Bond Act, approved Seetemb,Jr 24, 1917, and Section 8

of the Third Liberty Bond Act, approved April 4, 1918 (U. S. Code, Title

31, Section 771) which read as follows:

"That the provisions of section fifty-one hundred

and ninety-one of tne Revised Statutes, as amended by

the Federal Reserve Act, and the amendmelits thereof,

with reference to the reserves required to be kept by

national banking associations and other member banks

of the Federal Reserve System, shall not a-nply to de-

posits of Dublic moneys by the United States in desig-

nated dapositaries."

This section shall become effective eighteen months after the on-

actment of this Act.
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SECTION 14. REAL ESTATE LOANS AM INVESTMENTS.

(Sec. 17 cf original bill)

Limitations on aggregate amount.

Whereas national banks are now permitted to make real estate lcans

in amgunts equal to 25% of their capital and surplus, or one half of

their savings deposits, whichever is the greater, the limitation would

-oe changed to 15% of cf.)pital and surplus or one half cf time deposits.

Investmentsin bank premises and unsecured loans, "Those eventual

safety depends upon the value of real estate" would be considered real

estate loans fcr all the purposes of this section.

These provisions would apply to State member I5anks as well as to

national banks.

COMYENTS:

Except for the provision requiring unsecured loans whose

eventual safety depends upon real estate to be considered as

real estate loans, (which would be difficult to enforce),

the above amendments would seem desirable. Banks having

time deposits equal to less than 30%. of their capital and

surplus should not be permitted to invest more than 15%

of their capital and surplus in bank premises and real estate

loans. Those having greater amounts of ti.me deposits should

not invest more than half of such deposits in real estate

loans and bank premises.

Since the eventual safety of most loans to farmers
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depends upon the value of real estate, these limitations

would curtail materially the aggregate amount of loans

which many banks in agricultural sections could make to

their own farmer customers.

1R.va1uation and revision.

National (and State me-Liter) banks could make real estate loans

for five years and in amounts not exceeding 50% of the value of the

real estate; but the Comptroller of the Currency would be reauired

to revise such valuations at the tilde of each examination (not less

than twice a year) and would have the power to order changes in such

valuations and to require the adjustment of loans to such valuations.

COMENTS:

If real estate should decline -in value, persons who

had borrowed from member barks on real estate for five

years in amounts equal to 50% of its value and had in-

curred the expense of having titles searched, mortgages

recorded, appraisals made, and the property insured and

had paid commissions on such loans would run the risk every

six months of being required by the Comptroller of the Cur-

rency to curtail such loans in amounts sufficient to bring

them within 50% of the Comptroller's revised valuations.

Someone would have to bear the expense of reapprais-
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ing the property every time the banl: is examined, which

would be at least twice a year.

If constitutional, this would drive m,lny member banks

either out of the business of making real estate loans or

cut of the Federal Reserve System.

To be Reported at Market Value. 

Every member bank must report its investments in, or holdings

of, "any such property and securities" at an aggregate valuation

which shall not exceed the aggregate marhet value thereof at the

time such report to .Lie Comptroller of the Currency or to the Fed-

eral Reserve Board is made.

COHIENTS:

While the meaning of the words "any such property and

securities" is not clear, it apparently would include all

real estate loans, all investments in bank buildings, all

unsecured loans the safety of which depends on real estate,

all loans or investments cf time deposits made in accord-

ance with the provisions of State law, and all property or

securities specified by the Comptroller of the CuTrency as

investments for time deposits.
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All investments in sudh prop3rty or seaurities would

:lave to be reported at aurrent market value. In times af

umusual business depression, this would close many banks

which could otherwise weather the storm.

Since condition reports are required of all member

banks three times a year, it would seem that in order to

ascertain the market value of their bank premises and real

estate loans, it would be necessary for the bank to have

appraisals made three times a year. This, together Tith

the anDraisals of real estate required at eadh examination,

rryuld require five appraisals a year.

These provisions proba:oly rrauld drive many banks out of

the Federal Reserve System.

Segregation of Time Deposits. 

Time deposits must be invested in real estate loans, bank

premises, unsecured loans whose eventual safety depends upon the

value of real estate, or in property and seaurities in which savings

banks may invest under State law or (where there is no State law

prescribing such investment) in such property and securities as may

be specified by the Coinptroller of the Currency, except that the re-

serve required to be maintained against time deposits may be counted

as part of such investment.

In the case of the insolvency of any national (or State member)

ban1.1, all investments in real estate loans, bank premises, unsecured
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loans whose eventual safety depends upon tle value of real estate

and all investments of time deposits in such property or securi-

ties, shall be applied by the receiver thoreof in the first place

ratably and proportionately to the payment 1..1 f-s.11 of its time

deposits.

COlaTiTTS:

This is a curious attempt to give savings depositors

a prior lien on certain assets of the ban:: rithout reouir-

ing a complete segregation of the savinzs department from

,711 other departments of the ba,n]'.-.. In the case of a run on

a member bank by time depositors, the liquid assets repre-

senti:Ig the investment of the funds of the commercial de-

positors would be used to meet such runs; and, if the bank

failecl, the time depositors would still have a lien on all

of the ascets acquired under this section, which apparently

would include all real estate loans, all bank premises, all

loans the eventual safety of -Inich depend upon real estate,

and all investments made-in accordance r-ith the provisions

of State law regarding investments of savings banks or in

accordance with the regulations of the Comptroller pre-

scribing investments for time deposits. This seems manifest-

ly unfair.
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Time Allowed for Compliance.

Every existing national and State merdier bank must comply

with all of the provisions of Section 24 of the Federal Reserve

Act as amended within two years from the enactment of the Bill.

Every national bank hereafter organized must comply from

the date of its organization.

Every State bank hereafter admitted to membership must com-

ply from the date of its aimission.

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



SECTION 17 

We suggest a substitute section incorporating therein the reduction

on the porcentage of capital allowed to be invested in real estate loans

as now contained in the present bill and in adiition reducing the total

amount to be invested in real estate to ono-third of the savings deposits

which is a return to the law prior to the enactment of the amendment of

February 25, 1927. ',;e suggest the elimination of the provision which

would include, in the amount of real estate, bank buildings and loans de-

pending eventually upon real estate, since a large proportion of the

loans of man: country banks 1.se necessarily predicated upon real estate.

It is, furthermore, almost impossible to determine -,)recisely What loans

would be required to be listed in this category. But we do recammend a

Provision restricting the investment of funds in bank premises in the

future to 100 per cent of the capital of the institution, except where ap-

proved by the Comptroller in the case of national banks and by the Foderal

Reserve Board in the case of State member banks.

The Provision for revaluation of real estate loans at each examina-

tion is impracticable, both from the point of view of the e:Laniner, and

from the point of view of the contract which the bank has with the recipi-

ent of the loan.

The proposal in the bill for a :,artial segregation of savings depos-

its would net, we believe, -)rove practicable, nor would it be possible

- 49 -
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under this plan to render complote justice to both typos of depositors in

various kinds of contincencies. The whole principle of segregation is,

moreov:Jr, highl; debatable.

In the .pro-)csed s,lbstitute, baths are given fivo :,oars instead of

two years to comay with the provisions of the law in order thct the re-

duction in investments 2orlittad in r:al -state may work no hardship

an cause no disturbance.

The sucnested substitute for Section 17 is as follows:

Sec. 17. Section 24 of the Federal eserve Act, as amendod, is

amended to read as follows:

"Sec. 24. Any national banking association may make

loans secured by first lion u:pon improved real estate, in-

cluding im2rovrid farm land, situated within its Federal

reserve district or within a radius of one hundrod miles of

the place in which such bank is located, irrespective of

district lines. A loan secured by real estate within the

meaning of this section sh-11 be in the form of an obliga-

tion or obligations secured by mortgage, trust deed, or

other such instrument u)on real estate when the entire

amount of such obligation or obligations is made or is

sold to such association. The amount of any such loan

shall not exceed 50 per centum of the actual value of the

- 50 -
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real estate offered for security, but no such loan upon

such security be made for a lonc,-er term than five

years. Any such bank may make such loans in an aggregate

sum, including in such aggregate any such loans on which

it is liable as indorser or guarantor or otherwise, equal

to 15 per centum of tile amount of the capital stock of

such association actually paid in and unimpaired and 15

per centum of its unimpaired surplus fund, or to one-

third of its savings deposits, at the election of the

association, subject to the general limitation contained

in Section 5200 of the Revised Statutes. Such banks may

continue hereafter as heretofore to receive time and

savings deposits and to pay interest on the same, but the

rate of interest which such banks may pay upon such time

deposits or upon savings or other deposits shall not ex-

ceed the maximum rate authorized by law to be paid upon

such deposits by State banks or trust companies or5_:anized

uncler the laws of the State wherein such national banking

association is located.

"Every national banking association and every member

bank which is in existence at the date this section as

amended takes effect shall be required, within a period of

five years from such date, to comply fully with the provi-

-51-
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sions of this section, and every national banking associa-

tion hereafter organized and every State bank or trust com-

pany hereafter becoming a member of the Federal reserve

system shall comply with the provisions of this section

from the date of its organization or admission to member-

ship, as the case may be."

SECTION 17(a) 

The provision with regard to bank premises mentioned under Section

17 is as follows:

Sec. 17(a). The Federal Reserve Act, as amended, is hereby amended

by insertin, between Section 24 and Section 25 thereof the following new

section:

"Sec. 24(a). Except with the pcnnissian of the Comp-

troller of the Currency, no national ban:,_ slall hereafter

invest in bank premises a sum exceeding the amount of its

paid-in and unimpaired capital. Except with the permis-

sion of the Federal Reserve Board, no State nember bank

shall hereafter invest in bank premises a sum exceeding

the amount of its paid-in and unimpaired capital."

-52-
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SECI=ION 15.

(Section 18 Jf orijinal bill)

National Ban::s granted all powers of State barfts.

NPtional banks inould be granted the power to engage in all

forms of ban2zing business permitted by the laws of the States in

which they are located to "Banks of depoc:it and discount" organized

under ;,uch State laws, e-Icept to the extent that the exercise of such

poirers is forbidden by the provisions of the National Bank Act, the

Federal Reserve Act, or arj other laws of tIle United States.

OON:ENTS:

This apparently is intended to enable national banks to

compete more effectively with State barLs. Its te-dency would

be to lower the standards of banking in the national banking

s:,-stem to the standard of the State banks, where more liberal

„JoTers are granted to the State banks by the State law.

Since Section 5136 of the Revised Statutes already ,7ives

national barCks most of the usual banking powers, there would be

much uncertainty end confusion as tc what is meant by "bariking

business" and "banking transactions" permitted to "bari:s of

deposit and discount" umder State la7.

In a number of States the statutes authorize banks to exer-

cise certain unusual or el-ftraordinary powers which are, however,

generally considered as banking powers in those States. National

banks in some States would, therefore, under this section have

authority to act in a number of capacities not strictly within

the banh:ing field, while national banl:s located in other States

would continue as at present to have only strict barfting pu7ors.
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A provision of this kind in ites ouestions as to whether

the exercise of the additional pcwel:s conferred by State law

is to be subject to the limitations and restrictions on such

powers prescribed by State law, and if so to what extent. It

also serves to invite controversies as to the authority of State

supervisory officials over national banks in exercising po7ers

permitted by State law.

Dealings in investment securities.

The purchase and sale of investment securities by national

banks is limited to purchasing and selling such securities without re-

course solely upon the order and for the account of customers, and in no case

for the account of the national bank, except that national banks may

purchase and hold for their own account investment securities in such

amounts and of such kind as may be by regulation prescribed by the

Comptroller of the Currency.

No national bank shall underwrite any issue of securities.

In no event shall the total amount of investment securities of

any one obligor held by any national bank exceed 10% of the total

amount of such issue outstanding, "nor shall the total amount of the

securities so purchased and held for its own account at any time exceed

15% of the bank's capital and 25% of its surplus fund.

No national bank shall purchase or hold any shares of stock of

any corporation, except as otherwise permitted by law, and except that

national banks may invest not more than 15% of their capital and surplus

in the stock of safe deposit companies.
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These limitations do not apply to rclig-..ions of the United States

or to general obligations of any State or of any political subdivision

thereof, or obligations issued under authority of the Federal Farm Loan Act.

OOMMENTS:

The limitations which would be prescribed are peculiar.

It is clear that no national bank could purchase or hold more

than 10% of the total amount of any issue of securities of any

one corporation; but it is not clear whether the words "total

amount of securities so urchased" are intended to mean, (1)

the total amount of securities issued by any one cornoration,

or (2) the aggregate amount of all securities of all cornorations

held by any national bank.

If the language is construed literally, the aEgregate amount

of all investment securities (other than Federal, State and municipal

bonds and those issued under the 'Pam Loan Act) which any national

bank might own would be limited to an amount equal to 15% of the

capital and 25% of the surplus of such national bank. This would

be a very severe limitation and would require national banl:s to sell

a large portion of the securities vinich tney now own. Yo time is

allowed for this readjustment; and the dumping of a large amount

of securities on the market at this time would be disastrous.

If this is intended to be an altornative limitation on

the amount of securities of any one corporation which may be Purchased

by any national bank, the words "of any one obligor or maker"
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should be inserted after the word 1 -;:cu-ities" and either

the words "whichever may be the greater" or the words

"whichever may be the lesser" should be inserted at the

end of the sentence.

The definition of investment securities which is

contained in the law, as amended by the Act of February

X7-7118

25, 1927, would be stricken out and apparently the Comptroller

would be given unlimited nower to Prescribe his own definition

excent that stocks could not be included. The law now describes

investment securities as, "Marketable obligations evidencing

indebtedness of any person, copartnershi-2, association or

corporation, in the form of bonds, notes and/or debentures,

commonly known as investment securities, under such further

definition of the term ?investment securities as may by

regulation be prescribed by the Comntroller of the Currency."
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SECTION 18 - Amends the general powers paragraph of the National Bank Act (Sub-division Seventh Section 5136 of the Revised Statutes).

Allows national banks in any State to exercise all the powers accorded byState law to banks of deposit and discount in that State, except thoseespecially denied by Federal statute.

Dealing and investing in investment securities by National banks:(1) No National bank shall act as an underwriter;
(2) Purchase and sell only as agent for customers upon their orders,except pure.....E,.se for ()yin account for investment and not for merchandising;(3) Purchases Ior own account limited as follows for securities otherthan those of U. S. Government, domestic municipalities, and Federal FarmLoan --

(a) To not more than 10 per cent of the total of any one investment
issue outstanding;

(b) "Total amount of the securities so purchased and held for its
own account" shall not exceed 15 per cent of capital and 25 per
cent of surplus.

Corporate bonds or other corporate obligations may be held only if, ineach of the five years prior to purchase by bank, the obligor earned 4per cent on its outstanding capital stock.

COMMENT 

On June 30, 1931, National bank capital approximated $1,700,000,000; surplus,

$1,500,000,000. Investments under the provision as drafted would thus have been

limited to about $630,000,000 in securities other than United States Governments,

domestic municipals, and Federal Farm Loans which are exempted from the provision.

As a matter of fact, on June 30, 1931, rational banks had more than $3,000,000,000

so invested, an amount which in order to comply with the bill would have to be

diminished by approximately $2,400,000,000.
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We recommend the omission of this section.

While we have sympathy with the proposal frr prohibiting

national banks from en7;aginc-; in the investment ban1tin7 business,

re believe, nevertheless, that the present is not the time to dis-

turb the situation by either putting such a law into operation or

adopting it for operation in the future.

Other proposals in this section for reducin:7; the amount of bank

investments or specifying the earnings of a corporation, the obli.7a-

tions of which maybe held by a national bank, would be extremely

disturbing and would in fact make it necessary for banks to dump

many hundreds of millions of dollars of securities in an already

disturbed market.

-53-
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SECTION 16.

(Substitute for Section 19 of or_ginal bill)

Capital required for organization of national banks. 

This section would amend Section 5138 of the Revised Statutas

so as to provide that, after this section as amended takes effect, no

national bank may be organized with a capital of less than $50,000,

exce2t that associations formed for the purpose of succeeding to the

business of an existing bank may, in the discretion of the Comptroller

of the Currency, be organized with a capital of less than $50,C00 but

not less than $25,000.

Section 5138 would also be amended so as to eliminate the

present requirement that the organization of national banks with a

capital of less than $100,000 shall be subject to the approval of the

Secretary of the Treasury.

COMMENTS:

This amendment, requiring a minimum capital of

$50,000 for new national banks, is a desirable amendment

to the National Bank Act, but it would seem advisable to

require also that in case of the organization of a nation-

al bank to succeed an existing bank the capital of the suc-

ceeding bank shall not in any case be less than that of

such existing bank. The elimination of the requirement

with regard to the approval of the Secretary of the

Treasury does not appear to be seriously objectionable.
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SECTION 17.

(Sec. 20 of oriFind

Shares of stock must be $100 each.

"After this section as amended takes erfect", the capital stock of

every national bank shall be divided into shares of $100 each.

Banks having certificates of stock for shares in amounts other

tan $100 must issue new certificates, at $100 each "within two years

aftor such date."

COMMENTS:

This repeals an amendment contained in the Act of Febru-

ary 25, 1927, which permitted natiPnal banks to issue shares

in amounts less than $100 and which resulted in the split-up

of shares which were selling at high prices and apparently

accelerated trading in such shares. The -purpose of the amend-

ment, therefore, apparently is to discourage speculating and

trading in bank stocks.

It would seem that, "after this section as amended takes

effect", the capital stock of national banks by law would be divid-

ed into shares of $100 each, although two years would be allowed

in which to issue new certificates. If this is the legal situa-

tion, how would holders of certificates for $10 shares vote?

Would each such certificate entitle the holder to 1/10th of a

vote or would the holders of such shares be unable to vote at

all? Section 5144 of the Revised Statutes provides that each

shareholder of national bank stock "shall be entitled to one vote

on each share of stock held by him."

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



X-7118

National Banks Forbidden to  Have Shares cf Affiliates "Trusteed". 

No certificate of stock of any national bank shall rnprasent

the stock of any other corporation.

The ownership, sale or transfer of an-, certificates of national

bank stock Shall not be conditioned in any manner whatsoever upon the

ownership, sale or transfer of a certificate representing the stock of

any other corporation.

COMMENTS:

This obviously is intended to break up the present

practice whereby affiliated securities companies, holding

companies and trust companies, savings banks, etc., are

tied up with national banks by trustee agreements and

similar arrangements so that the stock of the national

bank cannot be transferred without at the same time trans-

ferring the stock of the affiliated corporation and so that

every shareholder must necessarily own shares of both cor-

porations in a certain proportion.

Many national banks are so connected and involved

with their affiliated institutions that the enforcement of

this provision would be difficult and many national banks

might prefer to 6,ive up their national charters rather

than to dissolve their present connecti)ns and comply with

this provision.
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28.

SECTION 20 - Amends the section of the National Bank Act dealing with capital
stock certificates (Section 5139 of Revised Statates),

P._?2- value of National bank stock to be $100 only.

Prohibits a certificate of National bank stock representing at the same
time stock in another corporation or being conditioned in ownership or trans-fer by relationship to stock in another corporation,

COMMENT

All National banks with par of less than $100, which includes a large num-

ber of the largest b-inks such as Chase and National City, will be required to

change it back to $100. They have two years in which to do this. Member State

banks apparently will not be subject to this requirement.

The second part of this Section appears to intend the unscrambling of

National banks and their affiliates. It would require separation of the trusteed

share-for-share relationship between the National City Company, the City Bank

Farmers Trust Company, and the National City Bank, and of similar relationships

between many of the larger National banks and trust companies in the country.

No time limit is set for this unscrambling, but under Section 23 it would have to

be effected by March 1, 1934 with respect to security affiliates. Also under

Section 23, it would be necessary for securities affiliates of National banks in

fact to be either liquidated or disposed of to entirely different owners. In

the case of two or more banks whose stock is trusteed share for share, divorce-

ment would seem to be required.
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SECTION 20

7e sur,;::est ornission cf this section. The units in which bank
stocks can be issued are a relatively unimportant matter, and yet
71odification of these units at the present time would create many
complications.

The balance of this section relntes to the question of ftealin,:
with affiliates, upon which we have requested more time for consid-
eraticn.
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SECTION 20

The second half of this section relates to affiliate b and it is suggested
that it be omitted, in accordance with the general principle previously dis-
cussed that no attempt should be made at this time to divorce affiliates fro-,
the banks with which they are connected.
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-66.

SECTION 18.

(Section 21 rf original bill).

Relations with Securities Dealers.

From and after January 1, 193:7, no director, officer or employee

of any National bank or member bank shall be an officer of any unincor-

porated association or corporation engaged primarily in the business of

purchasing, selling or negotiating securities.

OOKLENTS:

While theoretically it would seem desirable to break

up such relationships between banks and securities corpora-

tions, it is doubtful whether the actual good which would

be accomplished would be sufficient to compensate for the

disturbing effect upon the banks and their officers and

employees. The provisions would not forbid an officer,

director or employee of a national bank or member bank to

be a director of a securities corporation.

Relations with Corporati)ns making collateral loans.

From and after January 1, 1933, no director, officer or employee

of any national bnnk or member bank shall be a director, officer or

employee of a corporation organized for any '.)urpose whatsoever  which

makes "loans secured by collateral" to any corporation other than to

its own subsidiaries, or to any individual, association or Partnershir?.
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- 67 -

C01/2.F1TTS:

Since all banks and trust comnanics make loans

secured by collateral, this would forbid all national

banks and member banks to have interlocking direc-

torates or common officers and employees with any

other banks, thereby rePealing all of the exceptions

of Section 8 of the Clayton Antitrust Act. It would also

forbid them from having common officers, directors or

employees with affiliated foreign banking corporations

such as are authorized under Section 25 and 25(a) of

the Federal Reserve Act.

Correspondent Relationships. 

From and after January 1, 1933, no National bank or member

bank shall perform the functions of a corresnondent for, nor

utilize as its own correspondent (1) any individual, Partner-

ship, unincornorated association or corporations engaged primarily

La the business of ,)urchasing, selling or negotiating securities,

or (2) any corporation which makes loans secured by collateral

to any cornoration other than its own subsidiaries:

COLLEITTS:

Since all brAnks make loans secured by collateral,

this would forbid any national bank or memb.?.r bank to
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act as correspondent for any other bank or use

any other bank as its correspondent. If construed

literally it would even forbid them to have co-

respondent relationships with Federal reserve

banks; since the Federal reserve banks make loans

to their members secured by collateral in the form

of Government bonds and eligible paper.

, In its present form this section is absolutely

impractical.

•

X-7118
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SECTION 21 

It is suggested thpt this section be omitted also on the principle that no
attempt should be made at this time to divorce affiliates from the banks with
which they are connected.

As previously noted in our first report, the last part of this section
would make it impossible for a member bank to clear checks or do the other
ordinary banking business of a correspondent for a foreign banking house or any
out-of-town investment house.
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sEcTior 194 

(Sec. 22 of original Eill). •

Holding corporations and nominal 6hareholders of national banks deprived

of votes.

Would amend Section 5144 of the Revised Statutes so as to

provide that:

1. In all elections of directors and in all meetings of

shareholders of national banks, each shareholder shall be entitled

to one vote on each share of stock "actually owned by him as the

result of bona fide ourchase, Eift, or inheritance".

2. No 6hareholder who shall become such through nominal

transfer, or ownership on behalf of another shall cast such vote.

3. No corporation, association or partnership which owns 

more than 10% of the stock of any national bank and no officer, di-

rector, or employee of such corporation, association or partner-

ship shall vote eit;ler the shares orned by the corporation or by

such officer, director or employee.

00MLENTS:

The present law gives each shareholder one vote

for each share "held" by him.

How are judges of election to know vhether

shareholders acquired their stock by "bona fide"
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purchase, gift or inheritance?

How are they to know Thether a shareholder

became such through nominal transfer or ownership

on behalf of another?

The prohibition against votes by corporations,

associations and partnerships or officers, directors

or employees thereof which hold more than 10% of the

stock are obviously intended to break the control

of holding companies over national banks; but they

would be difficult to enforce, and the amendment

would cause disputes and confusions in elections.
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SECTION 22 — Amends the section of the National Bank Act dealing with the
votinz- of National bank shares (Section 5144 of Revised Statutes).

Nominal shareholders shall not vote.

Corporations or partnerships which own :nore than 10 per cent of the
stock of National bank sh-d1 not be allowed to vote nor shall officers
and directors of such organizations be allowed to vote stock owned by
them as individuals.

COMMENT

This is a blanket restriction on affiliation or Eroup banking in general,

since it prohibits any sort of affiliate from voting the stock it may own in

a National bank if it owns more than 10 per cent. It does not seem to apply,

however, to ownershi-o of stock in a State member bank. It is to be read in

connection with Section 24, which provides that affiliates not engaced in

securities business may be excepted from the prohibition, providing the group

meets regulations stipulated in Section 24.
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SECTION 20.
(Sec. 24 of original bill)

Conditions under which holdin,lcompanies mar vote - Submission to 

Examinations, Re-oorts of Conaition, etc.

Notwithstanding the provisions of Section 5144 of the Revised

Statutes, the Federal Reserve Board, on application, may, in its

discretion, permit any corporation, association or partnership which

owns or controls stock of a national bank: to vote such shares but

only on the following conditions:

(a) Every aoplicant for such a permit must agree:

1. To submit to examination at its own expense

by the examiners of the Comptroller of the

Currency.

2. That the examination report shall aisclose all

facts ascertained by the examination and shall

include a statement of the name, location,

ca-oital, surplus and undivided profits of each

bank in which the applicant owns stock, the

number and value of shares so o-med, the number

acquired and sold since the last examination,

and a list showing separately the value of the

other assets of the applicant;

3. That the Comptroller may examine each naticnal

bank owned or controlled by the applicant, both

indivi,lually and in conjunction with others so

owned and controlled, and may require -mablica-
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tion periodically of individual or consolidated

statements of condition of such bank.

(b) Every applicant shall hold free of any lien or claim there—

on obligations of the United States equal to 10% of the capital

stock owned by it in any national bank and shall agree that;

1. If any such national bank shall fail, the share—

holders liability accruing on account of such

failure shall be a first lien on the obligations

so held, and

2. Any resulting deficiency in such obligations will

be made 13,-p within 90 days after such deficiency

occurs.

(c) Every applicant shall, upon the issuance of such voting per—

mit and taring the existence thereof, possess, free and clear of any

lien, assets other than bank stock which, tngether with the above

required obligations of the United States, shall not be less than 25

per cent of the aggregate par value of all bank stock owned by such

applicant. The 25 per cent requirement shall be increased by not

less than 2 per cent per annum after January 1, 1935, and at no

time shall the assets so held be less than the total assets held by

the aipplicant on January 1, 1932; but sums advanced during 1931 and

. 1932 for replacement of capital in banks caned by the applicant or for

losses incurred or charge—cffs made by it in those years may be

counted as a :Dart of such assets u2 to 10 per cent of the aggregate
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par value of bank stocks held or owned by it. Such a2laicant shall

also reinvest in assets other than bank stock all net earnings in

excess of 6 per cent of the book value of its own shares until such

assets shall be eval to the outstanding par value of the bank shares

owned by it.

(c1) Every officer and em-ployee of the aoplicant shall be

subject to the same penalties for false statements as are applicable

to officers and emnloyees of national banks.

(e) 7hen applying for such permit, each applicant shall;

1. File with the Comytroller a statement that it

does not own, control, or have any interest in,

"or" is not participating in the management or

direction of, any affiliate engaged in the issue,

flotation, underwriting, public sale or distribu-

tion at wholesale, retail or through syndicate

participation of, stock, bonds, debentures,

notes or other securities of any sort, and that

during the period of such permit, it will not

acquire any ownership, interest or control in

any such affiliate or participate in the manage-

ment or direction thereof; or

2. Agree that it will, within two years after filing

such application, divest itself of its ownership,

control and interest in any such affiliate and will

cease participating in the management or direction

thereof and will not thereafter, during the exist-
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ence of such permit, acquire any further ownership,

control or interest in any such affiliate or par-

ticipate in the management or direction thereof;- and

3. Agree that it will declare divi2.ends only out of

actual net earnings as indicated by the last preced-

ing examination made by the Comptroller.

The Federal Reserve Board, in its discretion, may revoke any such

permit after 60 days' notice, and thereafter no national bank whose stock

is owned by such affiliate, association, corporation or partnership shall

receive deoosits of United States money, or pay any further dividends

to such affiliate, association or partnership.

COMMITS:

In so far as these provisions relate to reports of

condition and examinations, they would seem to constitute

unnecessary duplications of the provisions of Sections 27

and 28, which purnort to require affiliates of national banks

(including holding companies) to file reports of condition

with, and to submit to examinations by, the Comptroller of

the Currency.

The provisions requiring holding companies to agree

that the Comptroller may examine national banks controlled

by them are unnecessary; because the Comptroller can ex-

amine any and all national banks whenever he desires to

do se).
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The provisions of subsections (b) and (c) which

require the holding of securities to assure the pay-

ment of its stockholders, liability by a hoLling com-

pany when a national bank whose stoc it owns fails,

would seem to be desirable.

The provision requiring such holdinz companies to

,Uspose of any affiliate or sUbsiaiary engaged in the

sale or distrfoution of investment securities would

seem to be desirable, in order to divorce the banking

business from sudh business.
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31.

SECTION 24 - General regulation and supervision of groups.

qualifies Sections 22 and 23 by oroviding that the Comptroller of the
Currency may permit a corporation to vote the stock of a subsidiary National
bank on certain conditions of which the following are the most important:

(1) controlling corporation must submit to examination;

( 2) it shall deposit and accumulate over a period of time assets equal
to the outstanding par value of the bank shares owned by it;

(3) the corporation must abjure securities business directly or in-
directly;

(4) the corporation must also limit its activities to those general
types of business legal for National banks under Section 5136 Re-
vised Statutes.

COMEENT 

This section brings group banking which involves any National bank under

the regulation and supervision of the Comptroller. The effect of this section

is to discriminate between securities affiliates and other affiliates such as

.holding companies. The former are simply left cut off under the general pro-

hibition in Section 22, but the latter are permitted to continue under super-

vision. Moreover, owners of National bank stock are permitted to continue as

owners of stock in all types of affiliates except securities affiliates.
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SECTIONS 22, 23, AND 24

It is reco=ended that Section 23 be or-itted since it is directed toward

divorcing and destroying affiliates. For Sections 22 and 24 Te suggest a re-

vision. The principal change is that an additional section has been prepared

to place holding companies of State menber banks under the same supervision

and restriction as holding companies for National banks.

The provision for free assets to guarantee stockholders' liability has

been modified to make it more practicable.

A provision has been added designed to bring into the reserve system

eligible nonmenber banks controlled by holding companies co-ing under the

- 15 -
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SECTIONS 22, 23, AND 24 Continued

provisions of this section.

We have not assigned numbers to these sections, because they take the

place of several sections in the bill, and, if accepted by the Subcommittee,

can be numbered continuously.

SECTION

Section 5144 of the Revised Statutes, as amended, is amended to read as

follows:

"Sec. 5144. In all elections of directors and in deciding

all questions at meetings of shareholders, each shareholder shall

be entitled to one vote on each share of stock held by him, except

that shares of its own stock held by any National bank. as trustee

shall not be voted, and shares owned or controlled by any holding

company affiliate, as defined by the Banking Act of 1932, or by

any officer, director, or employee thereof, shall not be voted un-

less there is in effect at the time a voting permit issued to such

holding company affiliate as hereinafter provided. Shareholders

may vote by proxies duly authorized in wrng; 'but no officer,

clerk, teller, or bookkeeper of such association shall act as

IS xy; and no shareholder whose liability is past due and unpaid

shall be allowed to vote.

"Any holding company affiliate may make application to the

Comptroller of the Currency for a voting permit entitling it and

its officers, directors and employees to cast one vote at all
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meetings of shareholders of such National banking association

on each share of stock actually owned or controlled by it or by

its officers, directors, or employees. The Comptroller of the

Currency may, in his discretion, grant or withhold such permit

as the public interest may require; and every holding company

affiliate which applies for and receives such a permit shall be

subject to, and shall comply with, all of the applicable provi-

sions of this section, so long as such permit shall remain in

force.

"Every such holding company affiliate and each bank owned

or controlled thereby shall be subject to examination by examin-

ers representing and acting for the Comptroller of the Currency,

who shall have the same powers and duties with respect to such

examinations as they have with respect to examinations of Na-

tional banks. The expenses of each such examination shall be

assessed against, and paid by, such holding company affiliate

or the bank examined. The report of the examiner shall set

forth all facts ascertained by the examination and shall in-

clude the name, location, capital, surplus, and undivided

profits of each bank in which the applicant owns stock and the

number of shares sc owned.

"Each holding company affiliate and each bank owned or

controlled thereby shall file with the Comptroller of the

- 17 -

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



Currency reports of condition (including consolidated reports of

such holding company and all banks controlled thereby) at such

times and in such form as the Comptroller may prescribe, in his

discretion, and shall publish in such manner as the Comptroller

shall prescribe such reports of condition or such parts thereof

as he may require.

"Within a period of one year from the issuance of any such

voting permit, each nonmeMber State bank owned or controlled by

such holding company affiliate which is eligible for membership

in the Federal reserve system shall apply for membership therein

in the manner prescribed by, and subject to the terms of, Section

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 applicable 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 member of the Federal re-

serve

fect,

stock

system at any time while such voting permit remains in ef-

such holding company affiliate shall divest itself of all

ownership or other interest in, or control of, such bank.

"Except as otherwise provided herein, every such holding

company affiliate, (1) shall possess on January 1, 1934, or at

the time of the issuance of such voting permit, and shall

- 18 -
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thereafter continue to possess during the existence of such

permit, free and clear of any lien, pledge or hypothecation of

any nature, readily marketable assets other than bank stock,

which shall not amount to less than 15 Der centum of the aggre-

gate Dar value of bank stocks held or owned by such holding

company affiliate, and (2) shall reinvest in readily marketable

assets other than bank stock all net earnings over and above six

per centum per annum on the book value of its own shares out-

standing, until its readily marketable assets other than bank

stocks shall amount to 25 per centum of the aggregate par value

of bank shares held or owned by it, Provided, however, That, in

computing the amount of readily marketable assets, other than

bank stock, which any holding company affiliate is required to

possess at any given time, credit shall be given to such holding

company for all contributions which such holding company has made

during the preceding three years to any bank owned or controlled

by such holding comnany at the time such computation is made.

The term 'contribution,' as herein used, shall include all gifts

of money, assets or other things of value to any such bank, all

amounts paid for worthless or doubtful assets purchased from any

such bank, and such other similar amounts as the Comptroller of

the Currency, in his discretion, may permit to be treated as con-

tributions. No holding company affiliate, whose shareholders are

- 19 -
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liable by the law of the State in which such holding company af-

filiate is incorporated for the liabilities of such corporation

to an amount not less than the par value of the shares of stock

held by any such shareholder, in addition to the amount invested

in such shares, shall be required to comply with the provisions

of this paragraph.

"There is hereby created a board composed of the Secretary

of the Treasury, Governor of the Federal Reserve Board and the

Comptroller of the Currency, who may, in their discretion, re-

voke any such voting permit after giving sixty days' notice of

their intention to the holding company affiliate by registered

mail. Whenever such board shall have revoked any such voting

permit, no member bank whose stock is owned in whole or in part

by the holding company affiliate Those permit is so revoked shall

receive United States Government deposits, nor -shnll any such

member bank pay any further dividend to such holding company af-

filiate upon any shares of such bank owned or controlled by such

holding company affiliate.

"When any holding company affiliate has Obtained a voting

permit from the Comptroller of the Currency in accordance with

the p2ovisions of this section, any officer, director, agent or

emplo7ce of such holding company affiliate, who shall make any

false entry in any book, report or statement of such holding

company affiliate with intent in any case to injure or defraud

- 20 -
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such holding company affiliate, any member bank or any other

company, body politic or corporate, or any individual person, or

with intent to deceive any officer of such company or of any mem-

ber bank, or the Comptroller of the Currency, or any agent or ex-

aminer appointed to exandne the affairs of such holdinE company

affiliate, shall be deemed guilty of a misdemeanor and upon con-

viction thereof in any district court of the United States shall

be fined not more than $5,000 or shall be imnriso:-.ed for not more

than five years, or both, in the discretion of the court.

"No National bank shall, (1) make any loan on the stock of

any holding company affiliate which owns or controls such National

bank directly or indirectly, (2) make any loan to any holding com-

pany affiliate which owns or controls such National bank directly

or indirectly on the security of any shares of stock of any affil-

iate of such holding company affiliate, (3) be the purchaser or

holder of the stock of such holding company affiliate; unless such

security or purchase shall be necessary to prevent loss upon a debt

previously contracted in good faith; and any stock so purchased or

acquired shall be sold or disposed of at public or private sale

within two years from the date of its acquisition.

"Unless there is in effect at the time a -oer:-.it issued pursu-

ant to the terms of this section authorizin- such stock to be

voted, any person, firm, corporation, association, business trust,

- 21 -
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or other organization, which shall vote, or cause, direct,

authorize, or permit to be voted, the stock of any 'National

ban': owned or controlled by any holdin52: company affiliate, or

by any officer, director or employee thereof, shall be deemed

guilty of a misdemeanor and, upon conviction thereof in any

district court of the United States, shall be fined not more

than $5,000 for each such offense. Each vote cast shall con-

stitute a separate offense within the meaning of this para-

graph."

- 22-
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SECTION 
Ammommovr-lc
The Federal Reserve Act, as amended, is further amended by inserting

therein immediately after Section 9 thereof a new section reading as follows:

"Section 9A, No State bank or trust company shall be per-

mitted to become a member of the Federal Reserve System unless

each holding company affiliate of such State bank or trust com-

pany, as defined in the Banking Act of 1932, shall have filed

with the Federal Reserve Board an agreement in such form as may

be prescribed by said Board accepting, and agreeing to submit

to, and comply with, all of the provisions of this section; and

no State bank or trust company shall remain a member of the

Federal Reserve System after one year from the date of the en-

actment of this act unless each holding company affiliate of

such State bank or trust company shall have filed such an agree-

ment with the Federal Reserve Board.

"Every such holding company affiliate and each bank owned

or controlled thereby shall be subject to examination by ex-

aminers selected or approved by the Federal Reserve Board and

acting under the direction of the said Board, who shall have

the same powers and duties with respect to such examinations as

they have with respect to examinations of member banks. The

expenses of each such examination shall be assessed against,

and paid by, such holding company affiliate or the bank ex-

amined. The report of the examiner shall set forth all facts

-23-
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SECTION Continued

ascertained by the examination and shall include the name, loca-

tion, capital, surplus and undivided profits of each bank in

which guch holding company affiliate owns stock and the number

of shares so owned.

"Each guch holding compnay affiliate and each bank owned

or controlled thereby shall file with the Federal Reserve Board

reports of condition (including consolidated reports of such

holding companies and all banks controlled thereby) at guch

times and in guch form as the said Board may prescribe, in its

discretion, and shall publish in guch manner as the said Board

shall prescribe guch reports of condition or guch parts there-

of as the said Board may require.

"Within a period of one year from the date of any guch

agreement filed with the Federal Reserve Board by any holding

company affiliate, each nonmember State bank owned or controlled

by guch holding company affiliate which is eligible for member-

ship in the Federal Reserve System shall apply for membership

therein in the manner prescribed by, and subject to the terms

of, Section 9 of this Act. If guch application is approved by

the Federal Reserve Board, guch bank shall become a member of

the Federal Reserve System and shall comply with all of the

provisions of law applicable to member banks. If guch appli-

cation is not approved by the Federal Reserve Board, or if any

- 24 -

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



SECTION Continued

such bank shall fail to become, or cease to be, a member of

the Federal Reserve System at any time while such agreement

remains in effect, such holding company affiliate shall divest

itself of all of the stock ownership or other interest in, or

control of, such bank.

"(b) Except as provided herein, every such holding com-

pany affiliate (1) shall possess on January 1, 193, and at

all times thereafter during the membership in the Federal Re-

serve System of any State bank or trust company of which it

is a holding company affiliate, free and clear of any lien, '

pledge or hypothecation of any nature, readily marketable as-

sets other than bank stock, which shall not be less than 15

per cent of the aggregate par value of bank stocks held or

owned by such holding company affiliate; and (2) shall rein-

vest in readily marketable assets other than bank stock all

net earnings over and above 6 per centum per annum on the book

value of its own shares outstanding, until its readily market-

able assets, other than bank stocks, shall amoulit 4.0 25 per

centum of the aggregate par value of bank shares held or owned

by it; Provided, however, That, in computing the amount of

readily marketable assets, other than bank stock, which any

holding company affiliate is required to possess at any given

time, credit shall be given to such holding company for all

- 25 -
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SECTION Continued

contributions which such holding company has made during the

preceding three years to any bank owned or controlled by auch

holding company at the time such computation is made. The term

'contribution,' as herein used, shall include all gifts of money,

assets or other things of value to any such bank, all amounts

paid for worthless or doubtful assets parchased flom any aadh

bank, and all auch other similar amounts as the Fedexal Reserve

Board, in its discretion, may permit to be treated as contribu-

tions. No holding company affiliate whose shareholders are li-

able by the law of the State in which such holding company af-

filiate is incorporated for the liabilities of such corporation

to an amaunt not less than the par value of the shares of stock

held by any such shareholder, in addition to the amount invested

in guch shares, shall be required to comply with the provisions

of this paragraph.

"If any holding company affiliate shall fail to comply with

the provisions of this section or with the provisions of any

agreement with the Federal Reserve Board made pursuant thereto,

the said Board, in its discretion, may require any State member

bank to which said company is a holding company affiliate to sur-

render its stock in the Federal reserve bank and to forfeit all

rights and privileges of membership in the Federal Reserve Sys-

tem as provided in Section 9 of this Act.
- PG -
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SECTION Continued

"Any officer, director, agent or employee of any holding com-

pany affiliate which has filed an agreement with the Federal Re-

serve Board, as provided in this section, who shall make any

false entry in any book, report or statement of such holding com-

pany affiliate with intent in any case to injure or defraud such

holding company affiliate, any member bank or any other company,

body politic or corporate, or any individual person, or with in-

tent to deceive any officer of such company or of any member bank,

or the Federal Reserve Board, or any agent or examiner appointed

to examine the affairs of such holding company affiliate, shall

be deemed guilty of a misdemeanor, and upon conviction thereof

in any district court of the United States, shall be fined not

more than $5,000 or shall be imprisoned for not more than five

years, or both, in the discretion of the court.

"No State member bank or trust company shall, (1) make any

loan on the stock of any holding company affiliate which owns or

controls such State member bank or trust company directly or in-

directly, (2) make any loan to any holding company affiliate

which owns or controls such State member bank or trust company

directly or indirectly on the security of any shares of stock

of any affiliate of such holding company affiliate, (3) make

loans to any holding company affiliate amounting in the aggre-

gate to more than 10 per cent of the unimpaired capital and

- 27 -
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SECTION Continued

surplus of such member bank, or (4) be the purchaser or holder

of the stock of such holding company affiliate; unless such se-

curity or purchase shall be necessary to prevent loss upon a

debt previously contracted in good faith; and any stock so pur-

chased or acquired shall be sold or disposed of at public or

private sale within two years from the date of its acquisition."

-28 -
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SECTION 21. 

(Sec. 25 of original Bill)

Branches of National Banks. 

A national bank with the approval of the Federal Reserve Board,

would be authorized to establish branches at any point in the State

within which it is located, if the establishment of such branches is 

-permitted to State banks by State law.

If, by reason of proximity of a national bank to a State boundary

line, its ordinary and usual business extends into-an adjacent State,

the Board may -oelmit the establidhment of branches by the bank in an

adjacent State, but not more than fifty miles from the location of the

parent bank.

No national bank, however, cauld establish a branch outside of

the city, town or village in which it is located unless it has a capital

of at least $500,000.

Every national bank having branches would be required to have a

minimum ca-oital equal to the aggregate minimum capital required by

lau for the establishment of an equal number of national banks located

"in the various. places where such association and its branches are situated".

COMMEMS:

This is a compromise between the provision of the original

bill and the Comptroller's recommendation for krade area"

branch banking. Its benefits would be seriously curtailed by

the limitation to States permitting branch banking. The fifty mile

limitation is arbitrary.
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SECTIONS 25 AND 26

We suggest that the clauses on lines 12 to 1)4 limiting,: the right

of State—wide branch banking to such States as permit it for their own

banks be omitted, and that a clause be inserted permittinF: the estab—

lishment of branches in adjacent States where the business of the bank

is found. to extend itself naturally into the adjacent territory. We

believe that this extension of branch banking would be particularly

helpful at the present time to make possible the establishment of bank—

ing service in many connunities which are new completely deprived of

such service and to take care of a great many small banks which have

been so weakened in recent months that the only prospect of securing

adequate baikini7 service in their communities appears to lie in the

taking over of these institutions as branches of stronger banks. We

believe that the growth of branch banking along Proper lines can be

assured by arrangements for careful attention to supervision and safe—

guarding of the establishment of additional branches through the office

of the Comptroller of the Currency. Moreover, the experiences of

recent months are likely to assure for some time to come a greater con—

servatism in bank expansion. We a,-;•ree with the proviso requiring a

capital of $1,000,000 for banks having branches outside of their city,
provided the preceding recommendation is adopted. The allocation of
capital to each branch, however, appears to us to be undesirable, be—

cause of the possibility of complications, and unnecessary, because the

-57-
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SECTIONS 25_AND 2G Continued

ea-Atal of the parent institution is back of each of its branches under

existing law.

With rer7ard to the nrovision for the aggregate capital of national

banking associations having branches, we believe that this matter

should be left to the judr7ment of the Comptroller of the Currency in

acting upon applications for the ostablish-lent of branches.

Section 25, as revised in accordance with our proposal, would read

as follows:

Section 25, Paragraph (c) of Section 5155 of Revised Statutes, as

amended, is amended to read as follows:

"(c) A national banking association may, with the

approval of the Comptroller of the Currency, establish

and operate new branches within the limits of the city,

town, or villaTe, or at any point within the State in

which said association is situated: Provided, That, if

by reason of the proximity of such an association to a

State boundary line its ordinary and usual business is

found to extend into an adjacent State, the Comptroller

of the Currency may permit the establishment of a branch

or branches by such association in such adjacent State

within the territory to which such ordinary and usual

business is found to extend; except that no such asso-
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SECTIONS 25 and 26 Continued

„aripoispimPl."441100%.,...,

ciation shall establish a branch outside of the city,

town, or village in which it is situated, unless it

has a paid-in and unimpaired capital stock of

$1,000,000."

In order to conform to the above amendment, it is suggested

that Section 26 of the bill be amended to read as follows:

"Section 26. Sections 1 and 3 of the Act of

November 7, 1918, as amended, is amended by insert-

ing after the words, 'within the same county, city,

town, or village', in the first clause of each, the

following: 'or within the geographical area within

which such association may be permitted to establish

a branch'. Paragraph (d) of Section 5155 of the

Revised Statutes, as amended, is hereby repealed."

The repeal of sub-section (d) of Section 5155 of the Revised

Statutes is recommended: because it prevents the establishment of

branches in many small communities which are entirely without bank-

ing facilities.

-59-
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S2CTION 22. 

(Sec. 26 of original Bill)

Consolidations with other banks in the same State. 

The Toovisions of Sections 1 and 3 of the Act providing for the

consolidation of two or more national banks or for the consoliaation of

State banks with national banl,:s would be amended so as to permit Duch

consoli:lations to take place between banks located anywhere in the same

State.

COMEMS1

Aparently two banks located in different cities in the

same State could consolidate, rec;ardless of whether the State

law -oermits State-wide branch banking; but they could not have

branches in different cities in the State unless the State law

permits State-wide branch banking.

7here a State bank is consolidated with a national bank under

the :)rovisions of the present law, however, the consclidated. in-

stitution may retain and c-)erate all branches of the constituent

banks which may have been in lawful operation uby any banku on

February 25, 1927. A. national bank consolidating with a State

bank in another city in the same State, therefore, could retain any

branches which such State bank ha0 before February 25, 1927, but it

could not establish a branch at the location of the head office of

such State bank, unless the State law permits State-wide branch

banking. (Note; In Dome States which do not now permit branch
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banking, banks may have retained branches established before the

statute prohibiting branches was enacted.)
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SECTION 23. 

(Sec. 27 of original Dill)

Rate of interest on loans. 

Section 5197 of the Revised Statutes would be amended so that

national banks could charge on loans and discounts, (1) the rate of

interest allowed by the State law (or 7 per cent where the State law

fixes no limit), or (2) a rate 1% in excess of the Federal reserve dis-

count rate, whichever may be greater.

COMENTS:

Federal reserve banks sometimes have different rates

for different classes of paper, and it is not clear which rate

would apply in such a case. It could not be said that the rate would

be 1% above the rate of discount on the same class of paper; because

national banks discount much paper which is not eligible for re-

discount. It would be better if the Bill indicated which rediscount

rate is referred to - e.g., the rate on 90-day commercial paper.

This recognition of the right of national banks to make a

profit on rediscounts with the Federal reserve bank is inconsistent

with central bank theory and would tend to nullify the effect of

increasing rediscount rates for the purpose of discouraging inflation.
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SECTION 2? 

Permitting national banks to charge a rate of interest in excess

of the maximum allowed in the State at a time when the discount rate

at the reserve bank iS at a high level apl)ears to be desirable. We

suggest only the insertion of the words "on 90—day commercial paper

in effect at" in substitution for the word "of" ia line 19, page 56,

because there is sometimes more than one discount rate in effect.
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SECTION 24. 

(Sec. 28 of original Bill)

Interest on deposits. 

Section 24 would limit the rate of interest which

national and State member banks would be permitted to pay on deposits

as follows:

1. Interest on balances due to banks would be limited to 2-1/2%

or lk,he current rate cf discount of the Federal reserve bank", which-

ever is the smaller.

2. On all other deposit balances, the rate would be limited to

cne-half the rate cf interest whidh national banks are permitted to

charge on loans.

COMMENTS:

These restrictions would seem reasonabItle; but they would

place national banks and member banks at a serious disadvantage

in competing with nonmember banks and might result in further

withdrawals frcm membership in the Federal Reserve System.
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SECTION 28 - Limits the rates that member banks, whether national or State, may
pay on deposits.

Interest on balances subject to check is forbidden; interest on bankers'
balances is limited to 2 1/2 per cent or the discount rate of the reserve
bank, whichever is smaller; interest that a bank may pay on other deposits
is limited to one-half the maximum rate that it is allowed to charge.
(See preceding section.)

COMMENT 

Under existing law (F. R. Act, Sec. 24), a National bank is allowed to pay

the same interest on deposits that is allowed by State law for a State bank.

The li.7.itatien on rates payable on bankers' balances--to not more than

2 1/2 per cent when rediscount rates are above 5 per cent, and at other times

to not more than one-half of the rediscount rate—is evidently intended to keep

money out of New York at times of speculative demand. (If bankers' balances are

considered noalances subject to check," then interest on such balances would

appear to be forbidden by the bill.)

(This section conflicts with Section 17, p. 41, lines 20-25, where existing• law is reenacted.)
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SECTION 28 

The proposed limitation on interest rates to be paid to deposi-

tors would make it impossible for the member banks to compete with

nonmember banks, and it is, therefore, proposed that this section

be omitted.
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SECTION 254 

(Sec. 29 cf original bill).

Limitations on loans to  affiliated corporations. 

The first paragraph of Section 5200 of the Revised

Statutes would be amended so that, in computing the amount

which a corporation could borrow from a national ban::, the

cornoration and all of its subsidiaries would be treated as

a single borrower.

ONE4ENTS:

In other words the basic limitation in the

amount which a national bank could lend to any

corporation and all of its subsidiaries would be

10% of the national bank's capital and surplus.

It is nct entirely clear what the term

"Subsidiaries" would mean in this connection,

since this term is not defined in the revised

bill.

Limitations on loans by a national bank to an "affiliate."

Nc national bank would be permitted to lend to "an affiliate"

an amount exceeding 10% of the capital and surplus of such na-

tional bank or exceeding the capital stock of such affiliate,

whichever may be the smaller.
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COIEMITS:

The meaning of this provision is not at all

clear. It might be construed as a limitation on (1)

the total amount Which any national bank may lend to

any one of its own affiliates; (2) the total amount

which any national bank may lend to one affiliate

of any national bank or any member bank; or (3)

the total amount Which a national bank may lend to any

cne affiliate of a finance company, securities company,

investment trust or other similar organization.

When all of the various conflicting provisions

regarding loans to affiliates are considered together

and in connection with the definition of an affiliate

contained in Section 2 of the Bill, it probably would

be construed to be a limitation on the total anount which

any national bank may lend to one of its own affiliates

or to any one affiliate of any national bank or State

member bank.

Limitations on loans to dealers in securities.

The amount which any national bank mdght lend to any broker

or member of any stock exchange or similar corporation or any finance

company, securities company, investment trust or other similar or-

ganization would be strictly limited to 10% of the capital and sur-

plus of such national bank.
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COMENTS:

This would amend Section 5200 of the Revised

Statutes, which provides, in general that no national

bank may lend to any one borrower an amount exceeding

10% of the bank's capital and surplus but which con-

tains eight exceptions permitting loans on certain

classes of paper to be made without any limitation,

loans on other classes of paper to be made in amounts

equal to 25% of the bank's capital and surplus and

loans on other classes of paper under certain con-

ditions to be made in amounts equal to half the

national bank's capital and sur,.:Ius.

The nmendment would make all such exceptions

to the general rule inapplicable to the special

classes of borrowers listed above and would limit

their borrowin,:; strictly to 10% cf the bank's

capital and surplus.

Limitations on loans by national banks to "all affiliates." 

The aggregate amount which all affiliates of a national

bank could borrow from sudh national bank (including repurchase

agreements) would be strictly limited to 10% of the national

bank's capital and surplus, except that loans secured.by Govern-

ment bonds or by bonds issued by the State in which such bank
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is situated or by any political subdivision of such State would

be excluded altogether from the limitations of Section 5200

of the Revised Statutes, if (sic. such bonds) were actually

owned by the borrower.

COILMITS:

It is not clear whether this refers to

"all affiliates" of (1) any national bank or (2)

the lending bank; but the latter meaning probably is

intended.

Under present law a national bank cannot

lend to a single borrower on the security of bonds

of the United States an amount exceeding 25% of the

bankls capital and surplus, but this prJvision ap-

parently would permit national banks to lend un-

limited amounts to their own subsidiaries on the

security of Federal, State or municipal bonds, since

it exempts such loans from all the "foregoing

limitations" of Section 5200 of the Revised Stat-

utes.

Loans by affiliate on the stock of parent institutions. 

During a period of three years after this section as

amended takes effect, no affiliate shall hold, or lend upon, more
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- 85 -

than 10% of the shares of the canital stock of the parent institution.

COE,MITS;

In view of the very broad terms of the defi-

nition of affiliates taken in connection with the

words "parent institution", this would appear to

forbid any corporation owned or controlled by a

national bank to make loans on the stock of such

national bank.

Such prohibition would seem to be de-

sirable; but the reason for limiting the

prohibition to three years from the time this

section takes effect is not at all clear.

It would seem that, if it is sound in prin-

ciple, it shouod be a Permanent prohibition

and not a temporary one.

Capital not to be provided by National Banks.

No national bank shall establish or capitalize an affiliate

through cash dr stock dividend declarations made from its

surolus or from undivided profits.

"Within three years after this section as amended takes
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effectu, every affiliate shall be caoitalized through the

sale of its own stock which shall be paid for in cash in the

same manner as required in the case of a national bank.

COMMEITS:

These provisions obviously are

intended to stop directors of national

banks from declaring special dividends

with the understanding that the proceeds

will be used by their shareholders to

subscribe capital for affiliated corpor-

ations.

An'parently, it is intended that

all affiliates whose capital has been pro-

vided by national banks in this manner should

return such capital to the national banks

and have new capital subscribed and paid

in cash; but the language clearly is not

sufficient to accomplish this Purpose. In

fact, it is not at all clear what it means

or what its legal effect would be.
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SECTIU 29 

Paragraphs (b) and the first part of (c) are discussed under Section

11. Para7raph (a) appears to be too sweeping as it would include with a

borrowing corporation all of its "gubsidiaries or affiliates," terms

Which have not b3en defined in relation to industrial or other corpora-

tions. Therefore, we suzgest omission.

The second part of Section 29 (c) is not clear, and al)pears to con-

template an undue control ovcr an individualls use of funds obtained as

dividends on bank stock. We suggest omission.
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34.

SECTIONS 29 and 30 - Amend the section of the National 3ank Act dealing with
the limitation of loans to one interest (Section 5200 of Revised Statutes).

The aggregate of loans to a corporation and its affiliates shall be re-
arded as loans to one interest under this limitation section.

Loan to a broker or security dealer shall not be more than 10 per cent of
bank's capital and surplus.

All affiliates of a National bank in the aggreate may not borrow more thar
10 per cent of bank's capital and surplus; loans collateraled by U. S. Govern
ment and municipal bonds, however, are excepted from this limitation.

Within two years, every affiliate must be separately capitalized through
sale of its stock and the parent bank may make no contribution by stock
dividend or otherwise.

COMMENT 

This section may possibly prohibit the formation of a holding company

through exchange of stock for National bank stock. It also appears to prohibit

a National bank from establishing an affiliate, as the National City Co7roany

for instance was established, by declaration of a stock dividend. It is not

clear what if any retroactive effect is intended as to holding company affiliates

already so created but permitted under Section 24 to continue. Such question PQU

would relate to the Northwest Bancorporation, for example, whose capital was

provided through exchange of stock rather than sale of stock for cash.
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SECTION 26.

(Sec. 30 of original Bill).

Limitations on collateral loans to single borrowers.

To member bank shall lend to any indivil:P1 cr cori-oration "upon

collateral security" an amount exceeding 10 per cent of its own

capital and surplus, or an amount exceeding the -Percentage fixed by

the Federal Reserve Board, whichever is the smaller.

C01,3MTTS:

This would apply to all loans on "collateral security"

regardless of the nature of the security, and would nullify

the provisions of Section 5200 of the Revised Statutes per-

mitting national banks (1) to make loans in amounts not exceeding

25% of their capital and sur7I1us on the security of shipping

documents or chattel mortgages on live stock or on the security

of Government bonds, and (2) to make loans not exceeding 50 of

their caoital and surplus on the security of shipping documents,

warehouse receipts or other such documents covering readily market-

able non perishable staples.

It would greatly curtail the amount of credit rhich banks in

agricultural communities could extend to farmers, cattle men and

dealers in cotton, grain and other agricultural commodities.

It would discriminate against secured loans and in favor of

unsecured loans and would lead to more unsound, instead of sounder,

banking practices.
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SECTION 30 

We suggest omission of this section.

It would exclude from the benefits of Section 5200 any loans on

collateral. Without a more specific definition of the word "collat-

eral" this would operate against the interest of many agricultural

communities. If the section is changed so as to apply only to loans

on stocks and bonds, there seams to be no objection to it, but it then

becomes unnecessary.

-60-.
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SECTIOY 27. 

(Sec. 31 of orisinal bill) .

Condition reports of riffilIntes of nptional banks.

Each affiliate of a national bank shall furnish to the president

of the bank for transmission to the Comptroller of the Currency not

less than three reports each year in such form as the Comptroller may

prescribe, veed by the oath or affirmation of the president

or other such officer of the affiliate as may be designated by the

board of directors, covering the condition of such affiliate on dates

identical with those for which the Comptroller shall require the re-

ports of condition of national banks.

Each such report shall show in detail "the holdings of the af-

filiate in question", their cost and present value, the expenses of

operation for the preceding year, and the balance sheet of the enter-

prise.

The president of the national bank shall satisfy himself as

to the correctness of such reports before transmng them to the

Comntroller.

The re72orts of such affiliate shall be Published under the

same conditions as reports of national banks.

The Comptroller may also call for special renorts of affiliates.

Any affiliate failing to make ouch reports and any national bank

whose president fails to transmit them to the Co;:lptroller shall be sub-

ject to a penalty of $100 per S.

Every affiliate which is indebted "to any bank or banks" in an

amount exceeding 5% of the ca-Atal and surplus of "its Parent S.

shall "publish its entire riortfolio" at a date and in a manner Pre-
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scribed by the Comptro113r of the Currency but not oftener than

once each year.

Every affiliate which is indebted "to any bank cr banks" in

an amount exceedinE 10% of the capital and surplus "of its parent bank"

shall be required "to publish its portfolio" in at least one daily

.lowspaper isgued in the place where guch bank is located within 10 days

after receiving notice therefor from the Cemntroller, but gach publi-

cation shall not take the place of the annual publication required by the

preceding provision.

C01,7=TS:

-This is similar to the provisions of Section 6 regard-

ing affiliates of State member banks.

The provision requiring an affiliate to publish "its

entire portfolio", when inebted to a national bank in ex-

cess cf 5% of the bankls capital and surplus seems unneces-

sarily severe. It is not clear just what would be includ-

ed in a publication of the entire portfolio; but, if

it would include the names of all borrowers from the

affiliate, it would be extremely objectionable.
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SECTION 31 

In place of this provision as it stands we suggest the following

substitute:

"Section 5211 of the Revised Statutes of the United States, as amended,

is further amended, by adding at the end thereof the follo7ing nev para-

graph:

'Each national bank shall obtain and furnish to the Comptroller

of the Currency such reports of the condition of any or all of its

subsidiary affiliates as the Comptroller of the. Currency, in his dis-

cretion, may require. Such reports shall be in form as the Comptroller

of the Currency may prescribe, shall be verified by the oath or affir-

mation of the president or such other officer as may be designated by

nr)

the board of directors of the affiliate to verify such reports, and

shall cover the condition of the affiliate on dates fixed by the

Comptroller of the Currency. Each such report shall be transmitted

to the Comptroller of the Currency at the time required by the Comp-

troller of the Currency, and shall exhibit in detail and under appro-

priate heads all assets of the affiliate in question, their cost and

present value, all liabilities of such affiliate, its earnings and

expenses, and such other information as the Comptroller of the Cur-

rency may require.'"

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



X-7118

SECTION 28.

(Sec. 32 of original Bill)

Examinations of Affiliates.

"During the period of three years after this section as amended takes

effect", the examiner maing an examination of any national bank or of any 

State member bank shall also examine the affairs of all affiliates of such

banks.

In the event of the refusal to give any information required in the

course of the examinatton of any such affiliate or to permit such examina-

tion; if national bank, all of its rights, privileges and franchises

"shall bA thereby forfeited"; or, if a State member bank, the member-

ship of such bank in the Federal Reserve System "shall be forfeited and no

notice of the termination of such membership shall be required.ff

After DO days' notice, the Comptroller of the Currency may publish

the report of his examination of any national bank or of any affiliate,

which shall not have complied with his recommendations or suggestions to

his satisfaction within 120 days after notice to do sc.

COMMENTS:

Since Section 9 of the Federal Reserve Act exempts State

member banks from examinations by the Comptroller of the Currency,

it is doubtful whether this would apply to their affiliate.

It is believed that affiliates of national banks and member

bam1. should be examined, in order that the supervisory authorities

might be fully informed as to all the matters affecting the solvency

and management of such banks; but there would seem to be no reason

for limiting the requirement of such examinations to three years.
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The mandatory (and apparently autoillatic) forfeiture of the

charter of a national bank or of the membership of a State bank

whose affiliate refuses to permit such an examination or to fur-

nish information required by the examiner, however, seems to be

a very harsh and unreasonable means of enforcing this provision.

It might result in hardships to innocent depositors, who are not

responsible for such refusal.

It is believed that such a drastic remedy should at least be made

discretionary with the Board or the Comptroller, and also that notice

and hearing of Eny su11 action should be required in all cases. It is

not clear whether the forfeiture of the charter of a national bank under

this section would have to be effected through a proper court proceeding,

but such a procedure is believed desirable and it should be made clear that

this is required.

The publication of reports of examination might be disastrous not

only to the banks and their affiliates, but also to persons who have

borrowed from such banks and such affiliates. It is fortunate that

this is not mandatory but is left to the discretion cf the Ccmptroller

of the Currency.

Some means of compelling banks to comply with the recommendations

and suggestions of the Comptroller of the Currency without appointing

a receiver for them or closing them is badly needed; but it would seem

that the publication of their examination reports would not be the

appropriate remedy. That would be such a drastic and dangerous remedy,

and one so unjust to borrowers, that the Comptroller never would resort

to it.
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In place of this provision as it stands, we suggest the following

substitution:

"Section 5240 of the United St:tes Revised Statutes, as amended, is

further amended by adding at the end thereof a new paragraph reading as

follows:

'Examiners appointed under the provisions of the first para-

graph of this section may examine an7 subsidiary affiliate of a

national bank, when directed to do so by the Comptroller of the

Currency. The examiner making the examination of any subsidiary

affiliate of a national ban]: shall have power to rEn1Ce a thorough

examination of all the affairs of the affiliate, and in doing so

- 30 -
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SECTION 32 Continued 

he shall have power to administer oaths and to examine any of the

officers and agents thereof under oath and shall make a full and

detailed report of the condition of the affiliate to the Comptroller

of the Currenc. The expense of examinations provided for in this

paragraph shall be assessed by the Comptroller of the Currency upon

the affiliates examined in proportion to assets or resources held

by the affiliates upon the dates of examination of the various

affiliates. If the officers, directors, or stockholders of any

affiliate of a national bank shall refuse to permit an examiner to

make an examination of the affiliate which the Comptroller of the

Currency has directed to be made, refuse to give any information

required in the course of any such examination, or refuse to pay

the expense of any such examination, the national bank with which

it is affiliated shall be subject to a penalty of not more than

$1,000 for each day that any such refusal shall continue. Such

penalty may be assessed by the Comptroller of the Currency, in his

discretion and, When assessed, ma- be collected br the Comptroller

of the Currency by Tait or otherwise. All sums of money collected

for penalties under this paragraph shall be paid into the Treasury

of the United States."
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SECTION 29.

(Entirely new)

Removal of Bank. Directors or Officers from Office.

Whenever, in the opinion of the Comptroller of the Currency,
a director or officer of a national bank, or of a ban or trust

company doing business in the District of Co umbia, has persistent-
ly violated any law relating to such bank cr trust company, or has

continued unsafe or unsound practices in conductinc: the business of
the institution, the Comptroller shall certify the facts to the

Governor of the Federal Reserve Board.

Likewise, whenever in the opinion of a Federal Reserve

Aent, a director or officer of a State member bank of his district
has 2ersstently violated such a law cr has continued such practices,
the Agent shall certify the facts tc the Governor of the Federal

Reserve Board.

The Governor of the Federal Reserve Board is required

thereupon to serve notice upon such director or officer to appear
before a Committee consisting of the Governor, the Comptroller of
the Currency and the Federal Reserve Agent, to show cause why he
should not be removed from office; and, if upon such hearing the
Committee finds that such director or officer has persistently

violated the law or has been responsible for the continuance of
such unsafe or unsound practices, it may order his remcval from

office.
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A ccny of the order is to be served upon the director or

officer and upon the bank with which he is connected.

After the service of such an order upon a director or

officer, participation by him in any manner in the management

of the bank is punishable by a fine of $5,000, or imprisonment

of not more than five years, or both.

COnENTS:

Theze prcvisicns are in accord with a recommenda-

ticn of the Comptroller of the Currency and are believed

to be dasirable.
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Removal of Bank Officers and Directors 

Recent experience has demonstrated that many bank failures

and evils that have developed in the ban'-ina• situation in general

have been due not to the inadeluacy of existing regulatory legis—

lation, but to incompetency or willful mismanagement on the part

of bank officers and directors. The only power possessed by the

Comptroller of the Currency in such cases is the forfeiture of a

national bank's charter, and the only power possessed by the Fed—

eral reserve system in relation to State member banks is their

exclusion from membership. The use of either of these towers

must result in the closing of a bank, while the object should be

to keep the bank from closing. For these reasons, we suggest the

addition of a section which provides for the possible removal

of officers or directors of member banks by a procedure which

we believe to be adermate to protect their rights and at the

same time to accomplish the desired purpose. It is probable

that actual removal would seldom be necessary, but the threat

of removal would be an important aid in correcting mismanagement.

—63—
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Section . Whenever, in the opinion of the Comptroller of

the Currency, any officer or director of a national banking association,

or of a bank or trust company doing business in the District of Colum-

bia, shall have persistently violated any law relating to such bank or

trust company or shall continue unsafe and unsound practices in con-

ducting the business of such bank or trust company, the Comptroller of

the Currency may certify the facts to the Governor of the Federal Re-

serve Board and the Federal reserve c_gent of the district in which such

bank or trust comnany is located. Whenever in the opinion of a Federal

reserve agent any officer or director of any State bank or trust com-

pany in his district rhich is a member of the Federal reserve system

shall have persistently violated any law relatin7 to such bank or trust

company or shall continue unsafe and unsound practices in conducting

.the business of such bank or trust company, such Federal 1.0serve sent

may certify the facts to the Governor of the Federal Reserve Board and

the Comptroller of the Currency. In any such case, the Governor of

the Federal Reserve Board, the Comptroller of the Currency, and the Fed-

eral reserve aent of the district in which such bank or trust company

is located, together may serve notice upon such officer or director to

appear before them and show cause why he should not be removed from his

office or :position. If, after grantint: to such officer or director a

hearing or an opportunity to be heard, the Governor of the Federal Re-

serve Board, the Comptroller of the Currency, and the Federal reserve

-64-
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ADDITIONAL NEV SECTIONS 

Malicious Rumors 

In view of the frequent instances in recent months where banks

have been subjected to heavy pressure due to the spreading of malicious

rumors, it would appear to be desirable to have a statute of the United

States making: the spreading of such malicious rumors about banks a

penal offense, and we suggest the addition of the following section:

"Section  . Whoever maliciously or wantonly makes,

publishes, utters, or repeats to, or in the hearing of, or

under such circumstances that it becomes known to, any other

person, any false or misleading statement which is directly

or by inference derogatory to the financial condition or af-

fects the solvency or financial standing of any national bank,

any State member bank of the Federal reserve system, or any

bank, trust company, or building and loan association in the

District of Columbia, or any other bank, banking association,

trust company, savings bank or other banking institution or-

ganized or operating under the laws of the United States, or

which tends to cause a general withdrawal of deposits from

any such institution, shall, upon conviction thereof, be fined

not more than $5,000, or imprisoned not more than five years,

or both."
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acent shall find that, in their judgment, such officer or director has

violated any -orovision of law relating to such bank or trust company

or that he has been responsible for unsafe and unsouna practices in

conducting the business of such bank or trust company, they may, in

their discretion, by unanimous vote, order that he be removed from his

office or nosition. Such finding an order shall be sinned by the

Comptroller of the Currency, the Governor of the Federal Reserve Board,

and the Federal reserve a,-;ent, and they shall cause copies thereof to

be served upon such officer or director and. upon such baritc or trust

company, vihereupon such director or officer shall cease to be an offi-

cer or director of such national banking association or bank or trust

company.

The findings made under Section 1 hereof shall not be made public,

exceiDt to the officer or director involved and the directors of the

bank or trust company involved and such finding shall not be produced

in any court of law except as evidence to punish violations under Sec-

tion 3 of this act.

Any officer or director who ceases to be a director or officer

under the provisions of this act shall not further engage in any manner

in the manarement of such bank or trust company of which he was a direc-

tor or officer, and any violation of this section shall be punishable

by a fine of $5,000, or five years' imprisonment, or both, in the dis-

cretion of the court.
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ADDITIONAL NEW SECTIONS 

Borrowing by bank officers and employees 

Borrowing by officers and employees of bp,n'ts has in some cases caused

serious complications and difficulties. It would seem to us proper that

persons connected with banks should not borrow :none:, -1--c,m brokers or dealers

in securities and should not borrow either from their ovn bank or from

another bank without approval of a oroperly constituted co:—Iittee. This

would not prevent legitimate borrowing, but would act as 2 check on specu-

lative borrowing by bankers and their employees.

Section  . Section 22 of the Federal Reserve Act, as amended,

is amended by adding the followin2: paragraph after paragraph (e) and

renumbering paragraph (f) as paragraph (g).

"(f) ro Federal reserve agent nor mn:,, of his assistants or employees

and no officer or employee of any Federal reserve bank or of any member

ban?: shall hereafter borrow zIone-i fror, or otherwise beccrae indebted

to, any broker or dealer in stocks, bonds, or other investment securi-

ties. No Federal reserve agent nor any of his assistants or employees

and no officer or employee of any Federal reserve bank or of any member

bank shall hereafter borrow from any bank or banker upon collateral con-

sistin: of stocks, bonds, or other investment securities, or upon an

unsecured note, without the written consent of a co=ittoe consisting

-32-
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SECTION Continued

of not less than three of the directors of the bank of which he is an

officer or employee. Such comittee shall be appointed at a regular

meeting of the directors of such bank; and not more than one of its

members shall be an officer of the bmk. It shall be the dut7 of such

co..r.7ittee to reauira written financial statements of all officers and

employees of such bank desiring to borrow upon the sedUrity of stocks,

bonds, or other investment securities, or ulDon an unsecured note and

to determine whether such borrowing is contrary to the interests of

such bank; and such committee shall maintain records of its proceed—

ings which, together with the financial statements of such officers

and e -vloyees, shall be open to inspection by authorized examiners

examining such banks.

"No member bank shall hereafter make any loan or advance on the

security of stocks, bonds, or other investment securities, or upon an

unsecured note to any Federal reserve agent nor to any of his assistants

or employees or to any officer or ernploy:Je of any Federal reserve bank

or of any member ban:: without the written consent of a committee of

directors of the bank of which the person obtaining such advance is an

officer or employee, appointed in accordance with the provisions of

this subsection."

- 33 -

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



Branches of state -lember banks 

In our earlier report we reco.mended extension of the brandh ban?T.ing

privilege of national banIrm, but by inadvertence did not provide for a

similar e:tension for state 7ae-ber ban ..s. The following section corrects

this omission by placing st-,te r:ember banlm on an eouality with national

banks in so far as the state laws will permit.

Section . The secoad paragraph of Section 9 of the Federal

Reserve Act, as amended, is %mended and reenacted to read as follows:

"No bank admitted to nembership pursuant to the provisions

of this section shall establish anzr branch be7ond the corporate

limits of the city, town, or village in which its head office is

located unless it has a paid-up and uni]paired capital of not less

than $1,000,000 and first obtains the permission of the Federal

Roserve Board: Provided, however, That no such bank shall be per-

mitted to establish any branch beyond the territorial limits rithin

which national banks are perudtted by Law to establish branches at

the time. The term 'branch', as used in this section, shall be

held to include any branch, brmch off,xe, branch agency, additional

office, or any branch place of busine4s at which deposits are received,

or checks paid, or money lent."
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