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MINUTES OF SPECIAL MEETING OF THE FEDERAL ADVISORY COUNCIL

March 28, 1935.

A special meeting of the Federal Advisory Council was convened on March 28, 1935,
at 11:15 A. M. in the Directors’ Room of the National City Bank of New York, the Vice
President, Mr. Loeb, being in the Chair, owing to the absence of the President, Mr. Smith.

Present:
Mr. Thomas M. Steele District No.
Mr. James H. Perkins District No.
Mr. Howard A. Loeb District No.
Mr. A. E. Braun District No.
Mr. Charles E. Rieman District No.
(Alternate for Mr. Gohen)
Mr. H. Lane Young District No. 6
Mr. Solomon A. Smith District No. 7
Mr. Theodore Wold District No. 9
Mr. J. H. Frost District No. 11
Mr. Walter Lichtenstein Secretary
Absent:
Mr. Walter W. Smith District No. 8
Mr. W. T. Kemper District No. 10
Mr. M. A. Arnold District No. 12

Mr. Perkins, as chairman of the committee appointed on February 20, 1935, to
study S. 1715, H. R. 5357, presented the draft of the report prepared by the committee.

It was decided to discuss first Title | and then Title Ill, leaving Title Il to be dis-
cussed last.

In reference to Title | Mr. Steele suggested that Section 9, sub-section (i) on page 13
of H. R. 5357 be amended, since in his view

“the sub-section referred to, as it stands, confers upon the Federal Deposit
Insurance Corporation very broad powers indeed with respect to the making
and enforcing of regulations; and the termination of insurance as to any bank
which violates the law or such regulations, or which persists in what is vaguely
referred to as ‘unwise or unsound practices.” ”

After somewhat further discussion Mr. Steele withdrew his suggestion for an amend-
ment and the committee’s report on Title | was unanimously approved.
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The committee’s report on Title Il was unanimously approved.

~Mr. Steele read a statement, filed with the Secretary, in reference to his position on
Title 11 in which he stated his opposition against the whole fundamental principles of
Title I1.

Mr. S. A. Smith read a statement in which he referred specifically to changes which
he thought desirable in respect to the following problems:

1 Rediscounts. (10 b)

2. Real Estate.

3. Terms of directors of regional Federal Reserve banks.

4. Necessity of fixing minimum resernve requirements as well as maximum.
5. Question of whether open market committee should fix rediscount rates.

Mr. Frost made a statement discussing principally Sections 206 and 208 of the
proposed bill.

It was agreed that the report should include minimum reserve requirements of ten
and seven per cent respectively on demand deposits, and three per cent on time deposits.

It was voted to recommend that the amount of loans on five year real estate mortgages
should not exceed fifty per cent of the appraised value of the real estate and sixty per cent
of the value in the case of twelve year amortized real estate loans.

Mr. Steele raised the question as to whether the amount of real estate loans that a
bank could make ought not to be limited to twenty—five per cent of unimpaired capital
and surplus or fifty per cent of savings deposits. No action was taken in respect to this
suggestion.

Mr. Steele offered a preamble to be substituted for the one appearing in the com-
mittee’s report, which was filed with the Secretary.

Mr. Frost discussed Section 2C6 of the proposed bill and offered as a substitute an
amended form of Section 10 (b) of the present Federal Reserve Act. This amendment to
the report appears in the final draft.

Mr. Frost also suggested an amendment to Section 203 of the proposed bill which
suggestion is also embodied in the final report of the Council.
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Mr. Frost’s sugé;estion in regard to the re-enactment of 10 Sb) wes adopted,
but Mr. Steele asked that there be entered on the minutes the following exception,
namely that he was opposed to this provision unless there were added a proviso that the

Federal Reserve banks should not be permitted to use collateral received under Section

10 (b) as a basis for any note issue. The suggestion of Mr. Steele was not adopted and it
was voted to accept Mr. Frost's amendment and to substitute for 4648 of the
proposed bill Section 16 of the existing Federal Reserve Act, making, however, certain
changes, which are to be found in the final report of the Council.

It was voted that the Secretary be authorized to charge to the Federal Advisory
Council the expenses and those of his secretary which were incurred during a stay in

New York and Washington while working in conjunction with the committee of the
Council.

The meeting adjourned at 8:30 P. M., and it was agreed to reconvene at one o’clock
on the following day.

WALTER LICHTENSTEIN,

Secretary.
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MINUTES OF SPECIAL MEETING OF THE FEDERAL ADVISORY COUNCIL

March 29, 1935.

The special meeting of the Federal Advisory Council reconvened on March 29, 1935,

at 1:30 P.M. in the Directors’ Room of the National City Bank of New York, the Vice
President, Mr. Loeb, in the Chair.

Present: Mr. H. A. Loeb, Vice President; Messrs. T. M. Steele, J. H. Perkins, C. E.

Rieman, H. L. Young, S. A. Smith, Theodore Wold, J. H. Frost, and Walter Lichtenstein,
Secretary.

Mr. Steele read another statement further defining his position.

It was voted to accept the amendments to Section 2C6 of the proposed bill as sug-
gested by Mr. Frost.

It was pointed out that in order to conform with suggestions made it would be

necessary to repeal the eighth provision of Section 4 and Section 18 of the existing Federal
Reserve Act.

In the proposed bill it was voted to suggest the elimination on page 40 of lines 17-22
and to change on page 17 of the committee’s report lines 7 and 8, reading as follows:
“In accordance with procedure prescribed by regulations of the Federal Reserve Board”
to “regulations of the governors of the twelve Federal Reserve banks.”

It was voted to adopt the preamble to Title Il as drafted by the committee with
certain changes and it was voted to give power to the committee to review the final form
of the preamble to be attached to the report.

It was voted to adopt the report as amended.

It was unanimously voted to thank Mr. Perkins and his committee for the work
done, and to thank Mr. Perkins and the National City Bank of New York for the courtesies
shown to the members of the Council.

The Secretary read the letters of transmittal which he had prepared to accompany
the report when delivered to Governor Eccles, Senator Fletcher, and Congressman
Steagall. The three letters were approved.

The meeting adjourned at 4:00 P. M.
WALTER LICHTENSTEIN,

Secretary.
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Title |

Title 1 of the proposed Banking Act of 1935 amends Section 12 B, of the
federal Reserve Act which deals with the subject of deposit insurance. The
rederal Advisory Council approves this Title of the proposed bill, but suggests

tre following changes, the underscored portion representing new material:
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Section 8, page 10, change to read as follows:
"By striking out subsection (h) and inserting in lieu thereof the
following:

h) (I) The assessment rate shall be one-twelfth of 1 per centum per
arumupon the total amount of the liability of the insured bank for
deposits (according to the definition of the term 'depositl in and pursuant
to paragraph (l1) of subsection (c) of this section, without any deduction
for indebtedness of depositors) based on the daily average determined from
sctht o t a I - a s - o r f for the six months ending on the last
day of June and the last day of December of each year. Provided, That the
board of directors from time to time may fix a lower rate or may determine
that there shall be no assessment or may provide for a refund or credit by a
percentage upon the last annual assessment rate

when it finds that such action will provide or leave, as the case
may be, adequate revenue and reserves for the Corporation having due regard
to experience and conditions affecting banks* In computing the total deposits
for the purpose of this subsection any bank may deduct from the amount of its
gross deposits the amounts of balances due from other banks (except balances
de from foreign banks and required reserve balances carried with Federal
Reserve Banks) including cash items with Federal Reserve banks and other banks
in process of collection, checks on other banks in the same place, and exchange
for clearing houses« The rate or percentage so fixed shall be applicable to all
insured banks, except that the board of directors on a similar finding, from
time to time, may provide that the rate so fixed shall be applicable to insured

mutual savings banks only or may provide a different rate applicable to mutual
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3xplanation

The above changes provide that the assessment shall be based upon
the average deposits for the six months' period, instead of the total
deposits as of June 30th and Dec* 31st, thereby providing a more stable
basis, inasmuch as the deposits for a single day might be affected by
special temporary conditions.

It was also felt that the Board of Directors of the Federal
Deposit Insurance Corporation should have the power to decrease the as-
sessment in accordance with their judgment, even by eliminating it
entirely when the fund reaches such volume as they may believe will
serve its purpose.

The definition of total deposits appearing in Title 111,
Section 323, has been here inserted, except that excess reserve
balances with Federal Reserve banks are treated the same as balances
due from other banks.
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Section 8, subsection (h), page 10, change to read as

follows:

" (2) On or before the 15th day of July of each year,

each insured bank shall file with the corporation a certified state-
ment under oath showing the average amount of its total
4* liabilities for deposits
for the six months ended on the 30th day of June last preceding,
computed as provided in subsection (h) (1) of this section,
ad shall pay to the corporation the portion of the annual assessment
equal to one-half of the annual rate fixed by this subsection (h)
multiplied by its said average deposits

as shown by such statement» On or before the
15th day of January of each year each insured bank shall file a like
statement showing the average of its total liabilities
for deposits for the six months ended as of the close of business on
the 31st day of December last preceding, computed as provided in sub-
section (h) (1) of this section, and shall pay to the corporation the

Portion of the annual assessment equal to one-half of the annual rate

fixed by this subsection (h) multiplied by its said average
-eposits as shown by such
statement*

fAPlanati<
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Section 8, change the proviso in paragraph (5) line 24, page 12,

to read as follows:

Provided, That where a fiduciary bank deposits any of such
trust funds in another insured banks, fehe-ftfcie-ttRfe-fle-keiel-by-efchep
iRStti,ed-te& Hks-eft-depesi%-©n-fche-'ifts%-day-*«£-tOhe-»ffleRteh-pi*eeediHg
such fiduciary bank may upon the filing of the certified statement
required by paragraph (2) of subsection (h) of this section, deduct
the average daily amount of such trust funds so deposited which for the
purpose of such statement shall not be considered to be a deposit liabi-
lity of the fiduciary bank, but shall be considered a deposit liability

of the bank in which such funds are so deposited by such fiduciary bank.

Explanation

To conform with changes recommended in Section 8 basing
assessments on average daily deposits rather than deposits at
December 31st and June 30the
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Section 13 (6), page 30, change as follows:

"If any depositor in a closed bank shall fail to claim his insured
deposit from the Corporation, or shall fail to claim or arrange to con-
tinue the transferred deposit with the new bank or other bank assuming
liability therefor within eae two years after the appointment of the
receiver for the closed bank, all rights of the depositor against the
Corporation in respect to the insured deposit or against the new bank
and such other bank in respect to the transferred deposit shall be
barred, and all rights of the depositor against the closed bank, its
shareholders or the receivership estate to which the Corporation may
have become subrogated shall thereupon revert to the depositor. The
amount of any transferred deposits not claimed within said ene two-

year period, shall be refunded to the Corporation.”

Explanation

It is believed that one year is not sufficient time for
depositors to make their claims, in view of the difficulties which sometime?
exist of ascertaining ownership of deposits.
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Section 18, page 34, change to read as follows:

"By adding at the end of subsection (r) the following:

'The board of directors, from time to time, shall
gather information and data and shall make investigations and reports
upon the organization, operation, closing, reopening, reorganization,
and consolidation of banks, banking practices aad-jaaRageffleHt, and the
security of depositors aad-adequaey-ef-seFviee-te-feeFFeweFs,. The
board of directors, in any annual or special report to Congress, shall
report its findings and make such recommendations and requests as it
shall find necessary and appropriate for the purpose of carrying out
the purpose of this section and fully providing for all of the

obligations of the Corporation'.”

Explanation

It is felt that the elimination of the clause indicated above
will not impair the proper functions of the Federal Deposit Insurance Cor-
poration. The elimination is made to avoid duplication of examinations.
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Section 22 (3), page 36, change to read as

follows:

"No insured bank shall pay any dividends on its capital
stock while it remains in default in the payment of any
assessment due to the Corporation; and any director or
officer of any insured bank, who with knowledge of such
default participates in the declaration or payment of any
such dividend shall, upon conviction, be fined not more

than $1,000 or imprisoned not more than one year, or both.”

Explanation

It would seem obvious that no penal liability should
attach to a director or officer who participates in the dec-lar
ation of a dividend without knowledge of such default. Such a
provision would be contrary to all penal statutes which only
make liable those who wilfully do an act which is unlawful.
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Section 22 (5), page 36, change to read as follows:

"Each insured bank shall provide sueh protection and indemnity
against burglary, fidelity, and other similar insurable losses
in such amounts as the board of directors by regulation may
require adequately to reimburse the bank for such losses.
Whenever any insured bank fails to comply with any such regula-
tion the corporation may contract for such protection and
indemnity and add the cost thereof to the assessment otherwise

payable by such bank.

Explanation

The above changes clarify the apparent intent of this
section and would eliminate the possibility that the section,
as now worded, might confer upon the Federal Deposit Insurance
Corporation the power to discriminate between insurance companies
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TITLE 11

The Federal Advisory Council has considered most carefully
Title Il of the proposed Banking Act of 1935. The provisions of Title Il
change fundamentally in many respects the Federal Reserve System as it has
existed since its inception. The Council questions whether there is any
emergency at the present time which makes it necessary to enact into law
the provisions of Title Il xvithout further careful consideration and study.
Tre Council wishes to point out that in recent years so many changes have
been made in the whole fiscal and financial structure of the country that
there may well be some real concern entertained as to whether a proper
relationship between the various parts has been maintained. These doubts
are not concerned with this or that detail of Title Il. Twenty-five years
ago, before the Federal Reserve Act was enacted, a series of studies was
undertaken by a national commission. Since then many different types of
financial institutions have sprung up, so that it would seem most desirable
to have another detailed study made analogous to the one which preceded the
enactment of the Federal Reserve Act.

In spite of what has been said, if the Government deems it
advisable to enact at this time legislation making fundamental changes in
the Federal Reserve System, the Federal Advisory Council after a careful
study of the proposed measure suggests certain amendments which it regards
as fundamental. The Council deems it essential to preserve the autonomy of
the regional Federal Reserve banks as provided in the original Act and in

order to maintain this principle, it makes certain suggestions which will

be detailed below.
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Title Il may be divided into three general subjects:
The first has to do with the control of money, the organizations
» 10 exercise this control, and the powers to be employed* The control
= money MAY be maintained by a change in the discount rate or by the increase
v decrease Of the percentage of reserves kept by member banks with the Federal
eserye banks, or finally by operations in the open market, i.e*, by the purchase
a sale of Government bonds by the Federal Reserve banks*

The exercise of these powers is of the greatest importance to the
commerce, iNAustry, and agriculture of the country* As far as possible the
aners of the body to whom is to be entrusted this vast authority should be
-ree Of wrongful influences whether political or financial* "While, therefore,
trere should be independence of judgment, it is recognized that there is a
I|:rq:errelationship between governmental financial policies and the action of
the authorities controlling the banking system of the country and that it is
iesirable that there be close cooperation and harmony between the two* With

‘his in mind, the Federal Advisory Council recommends the following changes

inthe proposed law:

1* That the Secretary of the Treasury and the Comptroller of the
Currency cease to be members of the Federal Reserve Board,

2* That the Board be reduced to five members*

3* That the governor and members be appointed for fifteen years,
but compelled to retire at the age of seventy*

4* That the Federal Reserve bank governors be appointed by the
directors of the Federal Reserve banks with the approval of
the Federal Reserve Board, but that after the approval of the
Board has once been obtained, the governor may be re-elected

k by the Board of the bank without approval by the Board*

5% That a committee composed of the members of tho Federal Reserve
Board and four of the bank governors, selected by the twelve
governors, shall be given the power to fix the discount rate,
the percentage of reserves, and direct the open-market policies
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12.

The second general subject dealt with in Title Il is the liberalization
~rediscount pPrivileges. The Council recommends the re-enactment of Section 10 (b)
& detailed below.

Tre third general subject dealt with in Title Il is that of real estate
“oas. There is unquestionably need of some effective private agency to finance
tre requirements of real estate. The difficulty is that banks are in a very dif-
ferent pOSition from other institutions; they have limited capital, and such capital
.« they have must be protected as far as possible.

It is the opinion of the Council that a further study of this subject
should be made, but if a law is to be passed at the present time the Council
feels that the power should be given to the several Federal Reserve banks to
loner the percentage of value up to whic\h a bank may loan, and to lower from
tine to time the percentage of individual bank capital and. surplus which may be
represented by loans secured by real estate in banks within its district. Any
percentage so fixed by the Federal Reserve bank should be subject to change from
tine to time, upon ten days notice, and it should be the duty of the bank to
establish such percentages with a view to preventing the undue use of bank loans
for the speculative carrying of real estate. The Federal Reserve bank should have
pover to direct any member bank to refrain from further increase of its loans
scured by real estate for any period up to one year, under penalty of suspension

all rediscount privileges at the Federal Reserve bank. The Council also feels
+et the present provisions of the law, restricting the area within which banks

s°uld be permitted to make real estate loans, should be incorporated in this act,
within the Federal Reserve District or within a radius of 100 miles of the

in which such bank is located.

» A The detailed changes necessary to carry out these recommendations will
ION the underscored portion representing new material.

The proposed amendments, if accepted, would take from Title 11 the
N Ures which the Council conceives to be the most dangerous. Without them
Digitizedfo-ORMICIR feels that prior to the independent study which is earlier suggested,
http://fraser@ldlisfatisto/be  disapproved in its entirety.
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line

Section 201, page 39, change paragraph beginning at
9, to read as follows

"Effective ninety days after the enactment of
the Act containing this amendment, the offices of
Governor and chairman of the board of directors
of each Federal Reserve Bank shall be combined.
The Governor shall be the chief executive officer
of the bank and shall be appointed annually by
the board of directors, eHfegee%-%0-%ke-appi,e¥as
«E-%he-Fedei?ft4-ReeeF¥e~BO&F«U He shall not take
office for the first term until approved by the
Federal Reserve Board and thereupon and there-
after he shall be appointed and reappointed by
the Federal Reserve Board as one of the Class C

directors of the bank, etc.”

Explanation

The above changes provide that after having been initially
approved by the Federal Reserve Board, the Governors of the respective

13

Reserve Banks may be re-elected by their Board of Directors without the

reapproval of the Federal Reserve Board, thus giving them a necessary
independence of action which they might not otherwise possess#
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14.
gee#t 2Cl« Page 40. Eliminate paragraph beginning at line 17? reading as

fouU °*s:

N--n"r-"H4-Vi<?e-"e¥-epRe?r-skall-sepye-ft® -ft-dir© <?#«?-?€*i,-R«F'="-%hfin-

|$€i{qél;jéé’\-#rPR«-ef-’\kFee-y6ftF’S-©«L-k»—$kis-€k*i4i-H «t-f)?e¥€R%-% he-firefi©a#-ia€Hr>0ORYx«
1 «

ca*\_/j H"-eHN-KO©-pemftiH4OF-es-%hoip-»ro©seHi-%0i ?ftSt-

Bqlaration

It is felt that the inclusion of this paragraph might deprive many of the
regional Reserve banks of the services of directors who are invaluable on account of
their experience gained by length of service, especially in such districts where the
nnter of men most qualified to serve as directors may be limited# At the present
the, a nunber of the Federal Reserve banks have already adopted restrictions
simlar to the one-proposed in the bill, and it seems to the Council that this
ratter might well be left to the discretion of each Federal Reserve bank#
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section 203, page 41, of the Banking Act of 1935, change to amend Section 10

J te Fei*al Reserve Act, to read as follows:

federal Reserve Board is hereby created, which shall consist of six members

iLPE°ini.ei 57 ~he President of the United

ty andjdth the_ advife”™and”consent™of the Senatej provided, however, that
jenwrer the membership shall be reduced by death, resignation, expiration of term
A\fr nause. the vacancy thus created shall not be filled if it would increase
»» membership t0 more than five. In selecting the flix-appeiR%i*e members of the
Federal Reserve Board the President shall choose persons well qualified by educa-
tion or experience or both to participate in the formulation of national economic
ad nonetary policies, not more than one of “~he-appeiR"ive-jaSmkep* whom shall be

selected from any one Federal Reserve district, except that this limitation shall

nt apply to the selection of the Governor* ¥he-PFe«i4eR%-sk&li-have-dRe-Fe/MtFd-iee

iffleFefifce-aR3 --»ee'gjrafh+eai-divifiiOR«-e#-*£he-«<eu»%!*F«  The six members of the

"eieral Reserve Board appeiR%ei-fey-%he-?Fesi4deR%-aRd-eeRT4Fffied-as-afepesadf shall
Aok their entire time to the business of the Federal Reserve Board and shall
Fhreceive —O#-#13]999-payakie-M«R fchiy-%ege%hef,-wi%h-ae%Rai-Reeessa?y

1 }is—-$*£eRsee7-TtR3-"he-E«mp%Re 140r-"e#-"he-Stti(ieR«y-as-ex-eLFieie-meMkeF-6f-%he
"Apri-Refl9pve-Brar«[y-flhft4i7-ia-e4diNiea-~e-% he-eelapy-Rew-peid4-hiM-afl-6emp%redde?
NI T"M?2eRey-3a@e«ive-%he—shm -«s-$?jG9Q - aRRH&4}y-£«p-hi6-seFvieefl-ftfl*-a-memb8F-e#
8\-S6Ef4i— ?he-ap«iR41¥0-meRfeOFe-«"-fehe-?EdeFad4-Re«eF¥e-BeaFd-appe iR bed-a#deF

| 'VM-in&T7-ek«d44-each-FeeeivO a salary at the same rate as that of the heads of
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ecutive departments who are members of the President’s Cabinet, together with
necessary traveling expenses, Each appain®ivO member of the Federal Reserve
heretofore appointed may retire from active service upon reaching the age of
rmiyor a™ ™ ne thereafter, and all members hereafter appointed shall retire
reaching the age of seventy. Each member of the Board so retired from active
~ ewnp shall have served for at least five years shall receive, during the
binder of his life retirement pay in an amount equal to the annual salary paid
roointive members prior to the enactment of the Act containing this amendment:
wided, That if he shall not have served as much as £wei¥© fifteen years his re-
fienat pay shall be at the rate of one-“wei#%k fifteenth of such annual salary for
ahyear ad for any fraction of an additional year of such service; Ppevidedj

itfi,.ar-?hftfc-ftily-Memkea*-whe«e-%eFm-e3€ei* e6-&E£%e*ahe-peae>ies-% he-ftge-«x-ei3E£%y-*£i¥e

«SH&EI9%i Fed-H»a®i?-%he-pi?e¥4 ei<eHe-OF--%hifl-p€if, ftEy€lEk* Provided, further, That any
ber xko is not reappointed upon the expiration of his term shall receive retire-
ey yon the sare basis as if he had been retired under the provisions of this

mgah The funds necessary for such retirement pay shall be provided by the

-eral Reserve banks in such manner as the Federal Reserve Board shall prescribe.

7he-SO«i?7e%Opy-©ON-%her¥fe«s-»?y-eft€l-% he-€Eemp%i-Oiiep-©#-%!lel ~ FEeNey“INf_N

"~rsofj:he Federal Reserve Board shall be ineligible during the ~ime__they arf in

¥
'‘"ajdjPor two years thereafter to hold any office”™ £os/NitiEnj5_yployment”in any

for which he was appointed. _Upon the ex£iration__of thf£ t -rm”™of any
"" - 1?jnember of the Federal Reserve B”ard in office when thi_s para gfaph as

v~takes  effect, the President shall fix the term of the
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203, p. 41)
i;sc‘
,csor to such member at not to exceed twelve fifteen years, as designated

JUE! e A ettt

President”at the time_of nomination”™ buij in_such manner as to_provide_for
U *
XEiration™°f the term_of not more”than one appointive Ymember in_any

1&year Peri°™» and thereafter each ftppeiative member shall hold office for

8m of fifteen years from the expiration of the term of his predecessor.

jjoz Words underlined with a broken line are from Section 10 of the Federal
Reserve Act.)

gUNATICN

The above changes eliminate the Secretary of the Treasury and the
stroller of the Currency as ex officio members of the Federal Reserve Board,
"-provide for the eventual reduction of the Board to five members and in-
mass their term of office to fifteen years, thereby giving them, it is felt,
¥*ter independence and security.

They also increase the salary of the present members of the Federal
| 'eene Board to an equality with that proposed for members appointed after

~ 1, 1935.

Provision is also made that any member of the Board not reappointed
5% the expiration of his term shall be pensioned in the same manner as if
Ped reached the age of seventy. (This is in accord with Governor Eccles’

Digmzed?fmm@gﬁion before the House Committee).
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Section 203 (3), page 43, change to read as follows:

"By striking out the fourth sentence of the second paragraph and
inserting in lieu thereof the following: 'Of the six-appei»tive menbers
of the Board one shall be designated by the President as Governor and
oe as Vice Governor of the Federal Reserve Board, to serve as such
until the further order of the President, »R4-the-pFevisieR6-e£-th9

-pFeeesiiHg-seHtOR00- 0f-tkis-paFagFaph-shall -set-apply-te- the-fllemfesF
designated-as-Gev0FReFr--Tke-tOFfR-e£-OLE ie©-OF-tk©-j»9MfeOF-desigKat©d
ae-GeveFfieF-shall-be-the-peFied-dttFing-whieh -he-shall-sentinue-as
5evOFH9F-aHdr -upen-th9-tOFiaiH atieH -e£-feis-4esignatieH -as-GeveFseF,
he-shall-fee-d©O©mM©4-t©-have-s©fv©4-the-full-tOFsa-£9F-whieh-h0-was
appeiRtedl, provided, that when the member designated as Governor
shall cease to be designated as Governor by the President, he may
resign from the Board, and in such event he shall be deemed to have

served the term for which he was appointed,n

Explanation

The suggested changes are made with a view to rendering
the members of the Federal Reserve Board sufficiently independent
P that competent men may be induced to serve, also, to provide that
if the Governor is removed by the President he may immediately resign
from the Federal Reserve Board and reenter private business,
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Section 205, line 11, page 44, change to read as follows:

"Section 12A* There is hereby created a Federal Open Market Committee

<creinafter referred to as the 'Committee'), which shall consist of the Governor

the Federal Reserve Board, who shall be jits chairman Oremittee? - fend

-e rembers Of the Federal Reserve Board, seleetest-fey-the-Board, and two four

«pernors Of the Federal Reserve banks, selected by the governors of the Federal
-eserve banks, in accordance with procedure prescribed by regulations of the
fi«,si-Reseiave-Bo&r4'3 governors of the twelve Federal Reserve banks» The terms of
tremembers of the Committee, other than the Governor and members of the Federal
eserve Board, shall expire at the end of eaeh-ealett~ar-year ten years from the date
f appointment, provided, that the four first appointed subsequent to the taking
effect of this Act shall be appointed for terms of four, six, eight and ten years,
respectively: and provided further, that if any of the four governors shall cease to

?agovermor of a Federal Reserve bank he shall thereupon cease to be a menber of

sd pen Market Committee» ‘Whenever a vacancy shall occur a successor shall be
selected, 7/ho shall hold office until the expiration of the term of his predecessor,

- the same manner as his predecessor was selected, Meetings of the Committee shall

held from time to time upon the call of the Governor, at the request of the Board
rof any two members of the Committee, or upon his own initiative#
The Committee from time to time shall consider, adopt, and transmit to
'efederal Reserve banks resolutions setting forth policies which in the judgment
the Committee should be followed with respect to open-market operations of
"e*ederal Reserve banks, and the Federal Reserve banks shall conform their
"Hnarket operations to the provisions thereof# The Committee shall aid in

9 execution of such policies and/or perform such other duties relating thereto
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" Federal Reserve Board may prescribe. All-Op9R-maFket-ep9Fatiens—-e£-th9
J -Ba"™ks-sh*ii-b© - subJ-eet-te-FegulatieRS-pFessFibed-by-the -Fe49Fal

~ pve .geftpd »- -2k© -GOMMItEO -fFrom -t Ims -t e -t IMO- sh-al 1-ale® -make -FEeo-mORdat ens
9" a-fadeFal-K9seFve-BO©aFd-FegaFd4Bg-tfe©-dis©©>AHt-Fates-Of-tfee-S©OdOFal-Reserve

ki. The Committee, from time to time in order to prevent injurious credit
Mansiofl or contraction, may, by regulation, change the requirements as to reserves
»\e maintained against demand or time deposits, or both, by all member banks in

i! central Reserve and Reserve cities, or (2) other cities, as defined in
"adtion 19 of the Federal Reserve Act; provided that in no event may the reserve
<uirements be fixed at an amount in excess of thirty per centum of the
a-Tegate of demand and time deposits nor at an amount, less than ten per centum
@ dmard deposits and three per centum of time deposits in the case of Central
R=ne ad Reserve cities, nor less than seven per centum of demand deposits and
three per centum of time deposits in the case of cities other than Central Reserve
ad Resenve cities. The Committee shall have power to approve and from time to
ireto aned rates of discount to be charged by the various Federal Reserve banks
for each class of paper. The Committee shall aid in the execution of such policies
ndar perform such other duties relating thereto as the Federal Reserve Board may
-escribe, All-epeB-maFket-OpeFati©On&-e£-tke-Fed9Fal-RO6eF\0 -bafiks-6ka]rl-b©-stib;}6Ct
;9-F98ulati9fis-pF9ssFib9d-by-th@-Eed9Fal-R9seFV9-BOaFeU--1h9-COlamitt9e-£FG>m-tiKO-t©
m«9-ehail-alse-iaake-FeeefflffleR(£a-kireR8-%e-the-Fed9Fal-R9seFve-ieaFd-F9gaFdiBg-th9
"Smfit-FatQs-ef-the-FedgFal-RgseFve-b&RKks. The employment of the powers herein
~erred upon the Committee shall be governed with a view to accommodating commerc3
Njjtry ad agriculture, and with regard to their bearing upon the general credit

®"j"Non ofl the country.

The above changes reconstitute the Federal Open Market Committee to con-
Digitizéd 12f rthesfive members of the Federal Reserve Board and four Governors of the

http:/frasyspariksd appointed by the twelve Governors, and provides for the serial ap-
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ointment of the latter for ten year terms. It also consolidates in the Federal

Yen Market Committee, in addition to control over open market operations, control

cf member bank reserve balances and control of rediscount rates. The change in

-egard to reserve balances is in accord with the suggestion of Governor Eccles,

adthe division between urban and rural districts would seem to be proper. The
‘ouncil maekes an addition to Governor Eccles f proposal in recommending that the

Unit to which reserve requirements can be increased be restricted to thirty percent
ef the aggregate of demand and time deposits. This exception is most essential for
+ere can be no conceivable emergency which would justify higher reserve requirements,
'ssentially higher reserves than thirty per cent would probably mean that the com-

mercial banking system would cease functioning.

It also seems advisable to the Council to set minimum reserve require-

In order to conform the present bill and the Federal Reserve Act to the

‘receeding changest the following is necessitated

Eliminate Title 11, section 209, from the Banking Act of 1935, inasmuch as the
matter included therein is incorporated in Section 205 above, which confers
the control over reserve requirements to the Federal 3pen Market Committee.

' Ared Section 14 (d) of the Federal Reserve Act to substitute

"Federal Open liarket Committee” for "Federal Reserve Board."

" Ared Section 19 of the Federal Reserve Act to eliminate subsection (c¢) begin-
ning with the words "Notwithstanding the foregoing provisions of this section,

the Federal Reserve Board..."
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Section 206, page 45, line 18, change to read as follows:

Sec. 206. Section 13 of the lederal Reserve Act, as amended, is
further amended by adding at the end thereof a new paragraph reading as

follows:

"UpOR-th©-©a dO©Fse»0n t-0£-any-fflOB0 F-bank y-whieh-shali-b©-deemed
g.waiveF-©f-demandr-net i6e-asd-pFetest-as-t©-its-Owa-©adeFsemORt-ex6lttsivelyy-
aBd-sut50©6t-t©-sush-FOgulati©ns-as-t©-matwFiti©s-and-©thOF--matt©FS-as-th©
£0d9Fal-KeseFve-BeaF4-iaay-pFO0SOFikOy-any-i*.0d0OFal-K©s©OFVO0-'baftk-may-di&eeuHt
gBy-60OmKO9Feial; -agFi6ultttFal-OF-iBdugtFial-©ap©F-aad-may-mak0-advan60s-t©
ggy.gueh-ftemlreF-'baak-OR-its-pFemiss©Fy-Beteg-s06UF0d-&y-aKy-gouBd-ags©t6
ef-sttefe-membeF-baak.'l In exceptional and exigent circumstances and when
awy nember bank has no further eligible and acceptable assets available to
enable it to obtain adequate credit accommodations through rediscounting at
the Federal Reserve Bank or any other method provided by this act, any
Federal Reserve bank, under rules and regulations prescribed by the Federal
Reserve Board, may make advances to such member bank on its time or demand
notes secured to the satisfaction of such Federal Reserve bank. Each such
note shall bear interest at a rate not less than one per centum per annum
higher than the highest discount rate in effect at such Federal Reserve

jank on the date of such note.

Explanation Section 206, as presented in the proposed bill, might offer an in-
ducement to member banks to lend indiscriminately and without any regard what-
soever as to the liquidity of the assets obtained. The Council feels that the
Section as presented above, which is merely a re*enactment of Section 10(b) of
the Federal Reserve Act, which has expired, will meet any situation which is
likely to arise.

Note: In order to conform the Act, Section 10B of the Federal Reserve Act should
Digitized KPDSTHiEken out, inasmuch as it has expired, and the matter is now being covered
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*&C 20pe- °age 46, amend to read as follows:

"Sec. 208. Section 16 of the Federal Reserve Act, as amended, is further

dd in the following respects:

I\ gy-striking-eut-the-£irst-tOn-paragraphs-and-substituting-th©refer

ngPOT-10»--Sa©h-Federal -Reserve-bank -may-issue -Federal -Reserve -net®s,
_~N*11l-be-obligations-©f -th©-United-Statesr-se©ured-by -m&first-and--
),..OH-1i©OH-eB-aii-O£-'fcke-assets-ef£-»uGh-bank*--Federal-Reserve-netes
."Ni-be-issued-and-retired-under-sueh-rules-and-regulations-as-th©-Federal
-jpw-Beard-may -pres&ribe -and -shall -he-legal -tender-£Or-all-purpesesr

"gveFy-Fed©OFal-Reserve-bank-shall-maintain-re serves-in-lawful-meney-(-ether
jiasfeeleFal-Reserve-netes-er -Federal-Re serve -bask-netes )--e£-net-less-than-35
H-&Btvir-against-its-deposits-and-reserves-in-geld-eertifieates-ef-net-less
‘kaR-49-p9F-09nturn-against-its -Federal-Reserve -netes-in-aetual-eireulatienT
iaeh-fddsFal-fieserve-note-shall-bear-upon-its-fa®©e-a-distinetive-letter y-whieh
shall-fee-assigred-by-th©-Federal-Reserve-Beard-te-eaeh-Federal-Re serve-banky-and

1 iise-a-seFial-Ruaber-r

"Whes-F96eived-by-the-Treasurer-e£-the-United- States-frem-a-seuree-ether
sa&H-a-Fedepal-ReseFve-banky-Federal-Reserve-Hetes-unfit-fer-further-use-shall
is-eaReeied-aad-retiredy-andy-upen-reeeipt-ef-adviee-ef-sueh-©an60®lati©n-and
xsipaentT-fche-is suing-Federal-Reserve-bank-shall-reimburse-the--Treasurer-ef
;s«-3Rit®d-States-fer-the-netes-se-©an6eled-and-retiredv--When-reseived-by-a
‘9Fal-Reg5FV0-banky-Federal-Reserve-netes-unfit-fer-Eurther-use-shall-be
*teled-aHd-£e warded -to -the -Treasurer-ef-the -United -States -Eer-retirement,

-issued-by-anether -Federal -Reserve-bankr-sueh-issuing-bank-shall-reim-

ibe-1'edoFal-Reserve-bank-whieh-eanee led - sueh-netes-and-forwarded-them-te

Ny F«SKkgWFOF-ef-tbe-y»ited-States .
A
*»-0FdOF- tO-£fumish-suitable -netes-£er-eir6ulatien-as-Federal-Reserve-netes,

sk'FOllep-ef _the-Curreney-shall-©a«6© -plates-and-dies-to-be-engraved-in-the

Digitized for FRASER . . .
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N kkeFefpr-rn-~AnhkeFed-su& h-quantiti9s-9£-su& h-n9t9s-9f-th9-denominations

jog $8Qr-$19Qr-t5QQF$ I r@Qr-$8yQer-and-$1QTQQ-as-may-b9-FoquiFed-te
® r;:.?%_edepal-SosOFve-banks *—Sueh-netes-shall-b9-in-£9Fm-and-t9n9F-as-diF9oted
_ef-tho-XF9asuFy-»nd-shall-beaF-tho-di6tineti-*9-numb9FS-e£-th9-
i Md®FSKI-S®s9FV9-banks-thFOUgh-whi©h-th9y-aF9-issu94T--1fl/h9n-sueh-n9t9s-have
r-they-shall-be-held-in -the-SFeasupy-sub”est-te -the-9Fd9F-9£-the--
HF?\.<’\ & &£-the-CyFFen9y-£eF-delivOFy-te-the-FedeFal-ReseFve-banks-T--]?edeFal
~.Betas-ttnfit-foF-oiFGttlatien-shall-fee-Fetupned-by-the-Fedenal-Reserve-banks
I9N-CeHptFelleF-ef-the-CttFFeBoy-feF-oaneelatien-and-destpuetienT-
() By amending the second paragraph to read as follows:
"Ay Federal reserve bank may make application to the local Federal reserve
7at for such amount of the Federal reserve notes hereinbefore provided for as it
«/require. Such application shall be accompanied vith a tender to the local
Fedxd reserve agent of collateral in amount equal to the sum of the Federal reserve
roes thus applied for and issued pursuant to such application. The collateral secur-
ity thus offered shall be notes, drafts, bills of exchange, or acceptances acquired
ok the provisions of section 13 of this Act, or bills of exchange indorsed by a
anfer bank of any Federal reserve district and purchased under the provisions of
sction 14 of this Act, or bankers’ acceptances purchased under the provisions of
Sid section 14, or gold or gold certificates : PFOvided7-heweveFr-$hat-'UHtil-MaFeh-3,
'"Vskeuld-the-Sederal-ReseFV9-Boapd-deem-it-in-the-publie-interestr-it-mayr-upon

JS4EfiFmative-vOte-e£-net-le66-than-a-ffla3epity-e£-it6-mefflfe9FST-attth©OFise-the-FedeFal

~Pvs-baRks-te-effeFy -and-the-Fedepa l-peseFve™agents-to-aooepty-as-sueh-oollateFal

wintyr-cjiF9st-9bligatieRs-e£-th9-URited-§tatesc--On-MaF6h-3r-19347-0F-seeneF-should

h i
"ianal-ReseFve-Boapd-so-decide;--suoh-authepiaation-sha 11-teFminate-and-suoh

NeNUQHg-Qf-the-United-State s-be- FetiFed-as-seottFity-fep-FedeFal-Fesepve-notes-

Jhowever f that should the Federal Open Market Committee, at any
: 'L _foclare an emergency to exist, it may, upon the affirmative vote of not

E:gfjﬁfg;ffﬂéﬁiﬁ%&jority of its members, authorize the Federal Reserve banks to offer
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t united States. Upon the determination and in the discretion of the Federal
market Committee such authorization shall terminate and such obligations of
m rUnited States be retired as security for Federal Reserve notes. In no event,
rdfpr. shall the aggregate amount of Federal Reserve notes issued upon the
-Mritv of the obligations of the United States exceed the aggregate amount of
Oe billion dollars « A charge, at the rate of three per centum per annum, shall be
peid by each Federal Reserve bank upon the amount of Federal Reserve notes applied
for by it and outstanding secured by obligations of the United States. Such charge
ddl be payable for the period during which said notes are outstanding or until the
&licant bank deposits with the Treasurer of the United States Federal Reserve notes
for the retirement thereof# In no event shall such collateral security be less than
tre anout of Federal reserve notes applied for# The Federal reserve agent shall
ethday notify the Federal Reserve Board of all issues and withdrawals of Federal
reene notes to and by the Federal reserve bank to which he is accredited. The
sdd Federal Reserve Board may at any time call upon a Federal reserve bank for
additional security to protect the Federal reserve notes issued to it*

Note - The above quotes the second paragraph of Section 16 of the present
Federal Reserve Act, the underscored portion representing new

materiale

explanation
The Council does not believe it desirable to permit Federal reserve
Mes to be issued on the basis of Government bonds, except to meet an emergency,
fruet be remembered that one of the original purposes of the Federal Reserve Act
to get rid of a bond-secured currency and to substitute therefor an elastic
crrency responsive to the needs of commerce, industry and agriculture.

o In order to conform with the above, the Council recommends that Section 4,
~rgraph 4 provision numbered "Eighth”, and Section 18, of the Federal Reserve

repealed.
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Section 210, page 49, line 4, change to read as follows:

"Sec. 210. The first paragraph of section 24 of the Federal Reserve Act,
Sarekd is amended to read as follows:

"Sec* 24. Any National Banking Association may make loans secured "by first
lies upon improved real estate, including improved farm land and improved business
adresidential properties, within its Federal Reserve District or within a radius
o ae hundred miles of a place in which such bank is located, irrespective of
District lines. A loan secured by real estate within the meaning of this section
gl be in the form of an obligation or obligations secured by mortgage, trust
ded or other instrument upon real estate when the entire amount of such obligation
a obligations is made or is sold to such association. The amount of any such loan
ghall not exceed Q) 50 per centum of the actual value of the real estate offered for
security, but no such loan upon such security shall be made for a longer term than

five years, provided, that loans may be made in amounts not exceeding 60

centum of the actual value of the real estate offered for security, if they are
Squired to be completely amortized within periods not exceeding twelve years

aeas of substantially equal monthly, quarterly, semi-annual, or annual payments
'nprincipal with interest added or on principal and interest combined. Any bank

‘o such loans in an aggregate sum equal to the amount of the capital stock of
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iation paid in and unimpaired plus its unimpaired sur-

sL.th asSoC
V. poual to 60 per centum of the amount of its time and

plis fu«d< or ¢
i -whichever is the greater: Proviged, that the

savings éepo ______________
__" ptserve Banks of the respective districts may from time to
got such lower percentage of actual value as may be loaned or
h lovmr percentage of capital funds and surplus and/or time and
virg;s deposits as may be loaned against real estate by banks
vithin thcii* respective districts for the purpose of preventing
the undue use of bank credit for the speculative carrying of real
estate. The Board of Directors of the respective Federal Reserve
Baks shall have further power tc direct any member bank within
its district tc refrain from further increase of its loans secured
by real estate for any period up to one year, under penalty of sus*

pension of all rediscount privileges at the Federal Reserve Bank;

ad Provided further, That in computing, etc.”

~nation
TO h
,reduce the” °Vf amends the Provisions with respect to real estate loans to
1? Sloan matured A b® loaned on an”™ Property to 50% of its value, provided
rvalue of thP W n flve years> permitting the loans to be made up to 60% of
jrtialiy enuai ~"or a twelve year period if they are amortized by sub-
L epal Reserve b n? payments. The suggested provisions give the respective
prevent the uSP ~ower 10 ®xercise such control as it is believed is necessary
L S COnnection Fph* Credlt for the speculative carrying of real estate. In
?i-ven to the e®erve banks are given the same control over real estate
r°g8Pect to securityaioanserVe B°ard” “ ©°ther Sections of the Banking Act,

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



Section 325 of the Revised-Statutes amend to read:

"The Comptroller of the Currency shall be appointed
by the President, on the recommendation of the Secretary of
the Treasury, by and with the advice and consent of the
Senate, and shall hold his office for the term of five years
unless sooner removed by the President, upon reasons to be
communicated by him to the Senate; and he shall be entitled

to a salary of fire twelve thousand dollars a year*-

Note - Section 10 of the Federal Reserve Act
provides that the Comptroller of the Currency
shall be an ex officio member of the Federal
Reserve Board and shall, in addition to his
salary as Comptroller, receive the sum of
$7,000 annually for his service on said Board*"

Explanation

Inasmuch as the changes suggested elsewhere eliminate
the Comptroller of the Currency from the Federal Reserve Board,
this change is suggested to compensate for the salary of which
he would otherwise be deprived*
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Title 111

The Federal Advisory Council endorses and
recommends the adoption and passage of Title Il of the
proposed Banking Act of 1935 (with the changes here
recommended), and feels that it will correct many of

the operating defects of the present banking law.

The following changes in Title I1lIl are
recommended, the underscored portion representing new

matter:
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BANKING ACT OF 1935

Change Section 314, page 59, to read as follows:

"Sec. 5199* The directors of any association may,
semi-annually, declare a dividend of so much of the net profits
of the association as they shall judge expedient; >ut each
association shall, before the declaration of a dividend on its
shares of comnmon stock, carry not less than one-tenth part of
its net profits of the preceding half year to its surplus fund
until the same shall equal the amount of its common capital;
Provided, that any amounts paid into a fund for the retirement
of any preferred stock of any such association out of the net
earnings of such association for the six months' period shall

be deemed to have been an addition to its surplus fund, for the

purpose of this section*"

Explanation

Some banks, as a result of their preferred stock retire-
ment fund, are currently adding an amount to surplus in excess of
the required one—tenth of net profits# ThO effect ot the abow
sug™ested change would be to give suoh banks a credit for the amounts
paid to the preferred stock retirement fund against the surplus

additions required by this section*
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BANKING ACT OF 1935

Change Section 328, page 73, beginning at line 24 to

read as follows:

"Sec. 8. No director, officer, or employee of any
member bank of the Federal Reserve System shall be at the sane
time a private banker or a director, officer, or employee of any
other bank, banking association, savings bank (other than a mutual
savings bank), or trust company except in limited classes of cases
in which thd Federal Reserve Board may allow such service by
general regulations when in the judgment of the Federal Reserve Board
such classes of institutions are not in substantial competition or

such service is not incompatible with the public interest.”

Explanation

This suggested addition adopts the wording of the present
Act enabling the Federal Reserve Board to issue general regulations
permitting service when, in its opinion, such action is not incom-
patible with the public interest.
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