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BY-LAWS OF THE FEDERAL ADVISORY COUNCIL

ARTICLE L OFFICERS

Officers of this Council shall be a President, Vice-President, and Secretary.

ARTICLE Il. PRESIDENT AND VICE-PRESIDENT

The duties of the President shall be such as usually pertain to the office; in his
absence the Vice-President shall serve.

ARTICLE HI. SECRETARY

The Secretary shall be a salaried officer of the Council and his duties and compen-
sation shall be fixed by the Executive Committee.

ARTICLE IV. EXECUTIVE COMMITTEE

There shall be an Executive Committee of six (6) members of the Council, of which
the President and Vice-President of the Council shall be ex officio members. To fill a
vacancy, the President, or in his absence, the Vice-President shall be authorized to
designate as a member of the Executive Committee for a given meeting another member
of the Council other than one elected to the Executive Committee.

ARTICLE V. DUTIES OF THE EXECUTIVE COMMITTEE

It shall be the duty of the Executive Committee to keep in close touch with the
Board of Governors of the Federal Reserve System and with their regulations and pro-
mulgations, and communicate the same to the members of the Council, and to suggest to
the Council from time to time, special matters for consideration.

The Executive Committee shall have power to fix the time and place of holding
its regular and special meetings and methods of giving notice thereof.

Minutes of all meetings of the Executive Committee shall be kept and such minutes
or digest thereof shall be immediately forwarded to each member of the Council.

A majority of the Executive Committee shall constitute a quorum and action of the
Committee shall be by majority of those present at any meeting.

ARTICLE VI. MEETINGS

Regular meetings of the Federal Advisory Council shall be held in the City of Wash-
ington on the third Tuesday of the months of February, May, September, and November
of each year, unless otherwise directed by the Executive Committee.

A preliminary meeting of the Federal Advisory Council shall be called by the Secre-
tary in accordance with instructions to be given by the President of the Council.
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Special meetings may be called at any time and place by the President or the Execu-

tive Committee, and shall be called by the President upon written request of any three
members of the Council.

ARTICLE VII. ALTERNATES

In the absence of the regular representative of any Federal Reserve District, the
Board of Directors of the Federal Reserve Bank of that District may appoint an alternate.
The alternate so appointed shall have the right to be present at all the meetings of the

Council for which he has been appointed. He shall have the right to take part in all dis-
cussions of the Council but shall not be entitled to vote.

ARTICLE VIII. AMENDMENTS

These by-laws may be changed or amended at any regular or special meeting by
a vote of a majority of the members of the Federal Advisory Council.

February 12, 1939.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 12, 1939

The first and organization meeting of the Federal Advisory Council for 1939 was
convened in Room 475 of the Mayflower Hotel, Washington, D, C., on Sunday, February
12, 1939, at 1:15 P. M.

Present:
Mr. Thomas M. Steele District No. 1
Mr. Leon Fraser District No. 2
Mr. Howard A. Loeb District No. 3
Mr. T. J. Davis District No. 4
Mr. Robert M. Hanes District No. 5
Mr. Edward E. Brown District No. 7
Mr. Walter W. Smith District No. 8
Mr. Henry S. Kingman District No. 9
(Alternate for Mr. John Croshy)
Mr. John Evans District No. 10
Mr. R. Ellison Harding District No. 11
Mr. Paul S. Dick District No. 12
Mr. Walter Lichtenstein Secretary
Absent:
Mr. Edward Ball District No. 6

Mr. Howard A. Loeb was elected Chairman pro tem and Mr. Walter Lichtenstein
Secretary pro tem.

The Secretary stated that communications had been received from all of the Federal
Reserve banks certifying to the election of their representatives in accordance with the

above list.

Upon nominations for the office of President of the Council being called for, Mr.
Walter W. Smith was nominated. On motion, duly made and seconded, the nominations
were closed and the Secretary was instructed to cast a ballot for Mr. Smith, who was
thereupon declared elected President of the Council for the year 1939.

Upon nominations for the office of Vice-President being called for, Mr. Howard A.
Loeb was nominated. On motion, duly made and seconded, the nominations were closed
and the Secretary was instructed to cast a ballot for Mr. Loeb, who was thereupon de-
clared elected Vice-President of the Council for the year 1939.

The President, Mr. Smith, thereupon called for nominations for the four appointive
members of the Executive Committee. Messrs. Thomas M. Steele, Leon Fraser, Robert
M. Hanes, and Edward E. Brown were nominated. On motion, duly made and seconded,
these gentlemen were unanimously elected members of the Executive Committee for the
year 1939, the President and Vice President being ex officio members.

On motion, duly made and seconded, Mr. Walter Lichtenstein was elected Secretary
of the Federal Advisory Council for the year 1939 at a salary of $2,500.00 per annum.
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On motion, duly made and seconded, the Council readopted for the year 1939 the
existing by-laws which are attached hereto and made a part of these minutes.

On motion, duly made and seconded, the minutes of the Council meeting of November
28-29, 1938, copies of which had been previously sent to members, were approved.

The Secretary presented his financial report for the year 1938, which had been audited
by Mr. J. J. Buechner, Assistant Auditor of the First National Bank of Chicago, which
on motion, duly made and seconded, was approved and ordered to be printed. The report
is attached hereto and made a part of these minutes.

On motion, duly made and seconded, the following resolution, was unanimously
adopted:

“Resolved, that the Secretary be and he is hereby authorized to ask each Federal
Reserve Bank to contribute $350 toward the Secretarial and incidental expenses of the
Federal Advisory Council for the year 1939 and to draw on it for that purpose.”

It was decided to discuss the letter of January 3, 1939, sent by Mr. Chester Morrill,
Secretary of the Board of Governors of the Federal Reserve System, to the Secretary of
the Council, which dealt further with the problem: “How can the Federal Reserve System
increase the value or scope of its services to member banks in practicable or desirable
ways?”

Mr. Dick read a suggestion to serve as a basis for an answer to the letter of Mr.
Morrill.

There was considerable discussion about the various questions propounded in Mr.
Morriirs letter, especially in reference to the subject of collection of non-par items. The
various items of the letter were taken up in detail and answers to the queries were formu-
lated which the Secretary was instructed to draft in proper form and to submit, when
ready, to the Council for further action.

It was decided to enter upon a discussion of the Barkley Bill, S. 477, dealing with
corporate trusteeships. Messrs. Brown, Fraser and Loeb were appointed a committee to
draft a recommendation.

A discussion took place regarding interlocking directorates. It was suggested that it
would be highly desirable to freeze the present situation. Mr. Hanes was asked to draft
a recommendation accordingly.

A discussion took place regarding the Chandler Act, approved June 22, 1938, dealing
with bankruptcies. Mr. Loeb read a letter addressed to him by Mr. Francis H. Scheetz,
dated February 10, 1939, dealing specifically with Section 60 (a)-(b) of the Chandler Act.
Mr. Loeb was asked to draft a recommendation dealing with this subject.

The meeting adjourned at 6:30 P. M.

WALTER LICHTENSTEIN,
Secretary
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REPORT OF THE SECRETARY OF THE FEDERAL ADVISORY COUNCIL

For the Year Ending December 31, 1938

Balance on hand December Salary...ccceceeevcieeeeecee e $2,500.00
31, 1937 $2,837.96
Miscellaneous..........cccocoevueenee. 11.10
Assessment—Twelve Federal
Reserve Banks.......cccceeeenn.. 4,20000 Postage, te'egrams and
telephone........ccocoeiiiiiccnnnen, 97.75
Printing and stationery............ 296.83
Conference expenses..........c....... 671.22

Balance on hand December
31, 1938....ccoiiiiieeee e 3,461.06

$7,037.96 $7,037.96

Chicago, Illinois.
January 10, 1939

To the Federal Advisory Council:

I have audited the books, vouchers, and accounts of the Secretary of the Federal
Advisory Council for the year ending December 31, 1938, and certify that the above
statement agrees therewith.

Respectfully,
THE FIRST NATIONAL BANK OF CHICAGO,

(Signed) J. J. BUECHNER,
Asst. Auditor
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 13, 1939

At 10:15 A.M. the Federal Advisory Council convened in the Board Room of the
Federal Reserve Building, Washington, D. C., the President, Mr. Smith, in the Chair.

Present: Mr. Walter W. Smith, President; Mr. Howard A. Loeb, Vice President;
Messrs. T. M. Steele, Leon Fraser, T. J. Davis, Robert M. Hanes, Edward Ball, Edward
E. Brown, Henry S. Kingman, John Evans, R. Ellison Harding, Paul S. Dick, and Walter
Lichtenstein, Secretary.

Mr. Brown read a draft of the recommendation dealing with the Barkley Bill, S. 477,
corporate trusteeships. It was moved and seconded to adopt the suggested recommenda-
tion as expressing the views of the Council. The motion was unanimously adopted, but
Mr. Hanes was not present, having stepped out of the room at the time the vote was
taken. This recommendation appears as Recommendation No. 4 and is attached to
and made a part of these minutes.

It was unanimously agreed to adopt the following recommendation:

“Congress may give consideration at this session to the proposal that the amount of
coverage now available to depositors in banks, members of the Federal Deposit Insur-
ance Corporation, be increased from $5,000 to $10,000 each.

“Therefore, the Federal Advisory Council wishes to go on record as being opposed
to an increase in the amount of insurance now available to each depositor in a bank, a
member of the Federal Deposit Insurance Corporation, for the reason that such an in-
crease from $5,000 to $10,000 would increase the number of depositors fully covered only
from 98.4 per cent to 99.3 per cent. In consequence, the change would fail to give sufficient
additional benefit to depositors to warrant substantially increasing the liability of the
Fund and thereby weakening the insurance on the deposits of smaller depositors for
whose benefit the Fund was set up.

“The Federal Advisory Council further believes that the operation of the Federal
Deposit Insurance Corporation is still in an experimental stage and the plan has not yet
been sufficiently tested in a time of stress to justify either the Corporation or the Congress
in giving favorable consideration to proposals for making a substantial change in the
insurance coverage.

“The Federal Advisory Council requests the Board of Governors of the Federal Re-
serve System to file a copy of this recommendation with the Federal Deposit Insurance
Corporation.”

Mr. Fraser presented a recommendation dealing with the subject of the easy money
policy.

At 11:20 A.M. Dr. E. A. Goldenweiser, Director, Division of Research and Statistics,
appeared before the Council and discussed the general financial and business situation.

Dr. Goldenweiser left at 12:30 P. M., and the Council adjourned at 12:55 for lunch
with Chairman Eccles.

The meeting reconvened at 3:10 P. M.

It was decided, on account of conflict with a number of conventions of bankers during
the month of May, to hold the next meeting of the Council on June 5-6, provided the
Board of Governors agreed to these dates.
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Mr. Loeb presented a recommendation dealing with the Chandler Bill and the recom-

mendation was unanimously adopted and appears as Recommendation No. 5 which is
attached to and made a part of these minutes.

The recommendation presented by Mr. Fraser dealing with the easy money policy

was unanimously adopted and appears as Recommendation No. 2 which is attached to
and made a part of these minutes.

The discussion was continued on the question of interlocking directorates and a
recommendation was adopted which appears as Recommendation No. 3 which is attached
to and made a part of these minutes. Mr. Steele was recorded as not voting.

It was decided to ask the Board of Governors regarding any action taken on Recom-

mendation No. 2 (Assignment of Claims on the United States) which was adopted at the
meeting of the Council on November 28-29, 1938.

Mr. Steele gave expression to his views that it would be highly desirable for the
President of the Council to issue at the end of each meeting of the Council a statement
to the press. After informal discussion, however, it appeared to be the view of the majority
of the members of the Council that the present practice be continued.

The meeting adjourned at 4:40 P. M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 14, 1939

At 9:45 A. M. the Federal Advisory Council reconvened in the Board Room of the
Federal Reserve Building, Washington, D. C., the President, Mr. Smith, in the Chair.

Present:. Mr. Walter W. Smith, President; Mr. Howard A. Loeb, Vice President;
Messrs. T. M. Steele, Leon Fraser, T. J. Davis, Robert M. Hanes, Edward Ball, Edward

E. Brown, Henry S. Kingman, John Evans, R. Ellison Harding, Paul S. Dick, and Walter
Lichtenstein, Secretary.

The Secretary read the final draft of the answer to the letter of the Secretary of the
Board of Governors of the Federal Reserve System, dated January 3, 1939, dealing with
the question of “How can the Federal Reserve System increase the value or scope of its
services to member banks in practicable or desirable ways?”

With some slight changes the recommendation was unanimously adopted and as
Recommendation No. 1 is attached to and made a part of these minutes.

The meeting adjourned at 10:30 A. M.

WALTER LICHTENSTEIN,
Secretary.

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



MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

February 14, 1939

At 10:40 A. M., a joint conference of the Federal Advisory Council and the Board
of Governors of the Federal Reserve System was held in the Board Room of the Federal
Reserve Building, Washington, D. C.

Present: Members of the Board of Governors of the Federal Reserve System:

Chairman Marriner S. Eccles; Vice Chairman Ronald Ransom; Governors M. S.
Szymczak, John K. McKee, Chester C. Davis, and Ernest G. Draper; also Messrs. Law-
rence Clayton, Assistant to the Chairman of the Board of Governors; Elliott Thurston,
Special Assistant to the Chairman; Chester Morrill, Secretary of the Board of Governors;
L. P. Bethea and S. R. Carpenter, Assistant Secretaries of the Board of Governors; Walter
Wyatt, General Counsel of the Board of Governors; J. P. Dreibelbis, Assistant General
Counsel of the Board of Governors; R. F. Leonard, Assistant Chief, Division of Examina-
tions; E. A. Goldenweiser, Director, Division of Research and Statistics; E. L. Smead,
Chief, Division of Bank Operations, and Carl E. Parry, Chief, Division of Security Loans.

Present:. Members of the Federal Advisory Council:

Mr. Walter W. Smith, President; Mr. Howard A. Loeb, Vice President; Messrs. T. M.
Steele, Leon Fraser, T. J. Davis, R. M. Hanes, Edward Ball, E. E. Brown, H. S. King-
man, John Evans, R. E. Harding, P. S. Dick, and Walter Lichtenstein, Secretary.

The Secretary of the Council read Recommendation No. 1. There was some dis-
cussion whether there should be further correspondence regarding this topic or whether
the whole question should be thrashed out at this time. It was decided to hold an afternoon
meeting rather than to have further correspondence in reference to this recommendation.

The Secretary of the Council read Recommendation No. 2.

The Secretary of the Council read Recommendation No. 3. There was some dis-
cussion about this recommendation. Vice Chairman Ransom suggested legislation which
would put all banks on the same basis.

The Secretary of the Council read Recommendation No. 4, and after some discussion
the Board of Governors agreed to transmit the recommendation to the sub-committee of
the Senate Committee on Banking and Currency.

The Secretary of the Council read Recommendation No. 5. It was stated that the
Counsel of the Board of Governors of the Federal Reserve System is at present studying
the question of possible amendments to the Chandler Act.

The Secretary of the Council read the recommendation dealing with the proposal to
increase the amount of the insured deposits from $5,000 to $10,000. The proposed recom-
mendation appears in an earlier part of these minutes. Governor Davis queried the advisa-
bility of this recommendation at this time as it would raise the question of small banks vs.

large banks.
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Chairman Eccles then reverted to Recommendation No. 2 (Easy Money Policy) and

a discussion took place in the course of which Messrs. Steele and Fraser also made state-
ments.

The Chairman in the course of the discussion suggested that the Council might make
a recommendation on the Silver Purchase Act.

The meeting adjourned at 12:55 P. M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 14, 1939

At 1:.00 P. M. the Federal Advisory Council reconvened in the Board Room of the
Federal Reserve Building, the President, Mr. Smith, in the Chair.

Present: Mr. Walter W. Smith, President; Mr. Howard A. Loeb, Vice President;
Messrs. T. M. Steele, Leon Fraser, T. J. Davis, Edward Ball, E. E. Brown, H. S. King-
man, John Evans, R. E. Harding, P. S. Dick, and Walter Lichtenstein, Secretary.

On motion of Mr. Dick and seconded by Mr. Fraser, it was unanimously voted to
withdraw the recommendation dealing with the proposal to increase the amount of the

insured deposits, but at the same time it was decided to place the subject on the agenda,
as unfinished business, for the next meeting of the Council.

The meeting adjourned at 1:10 P. M.

WALTER LICHTENSTEIN,

Secretary.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

February 14, 1939

At 2:10 P. M. a joint conference of the Federal Advisory Council and the Board of
Governors of the Federal Reserve System was held in the Board Room of the Federal
Reserve Building, Washington, D. C.

Present: Members of the Board of Governors of the Federal Reserve System:

Chairman Marriner S. Eccles; Vice Chairman Ronald Ransom; Governors M. S.
Szymczak, John K. McKee, Chester C. Davis, and Ernest G. Draper; also Messrs. Law-
rence Clayton, Assistant to the Chairman of the Board of Governors; Elliott Thurston,
Special Assistant to the Chairman; Chester Morrill, Secretary of the Board of Governors;
L. P. Bethea and S. R. Carpenter, Assistant Secretaries of the Board of Governors; Walter
Wyatt, General Counsel of the Board of Governors; J. P. Dreibelbis, Assistant General
Counsel of the Board of Governors; R. F. Leonard, Assistant Chief, Division of Examina-
tions; E. A. Goldenweiser, Director, Division of Research and Statistics; E. L. Smead,
Chief, Division of Bank Operations, and Carl E. Parry, Chief, Division of Security Loans.

Present: Members of the Federal Advisory Council:

Mr. Walter W. Smith, President; Mr. Howard A. Loeb, Vice President; Messrs. T. M.
Steele, Leon Fraser, T. J. Davis, E. E. Brown, John Evans, R. E. Harding, P. S. Dick,
and Walter Lichtenstein, Secretary.

The President of the Council announced that the recommendation in respect to the
proposal to increase the amount of insured deposits had been withdrawn.

He stated that Recommendation No. 4 would not be revised and the Chairman of
the Board stated that the recommendation would be sent immediately by the Board of
Governors to the sub-committee of the Senate Committee on Banking and Currency.

A very detailed discussion of Recommendation No. 1 was then entered upon, each
paragraph being reviewed separately.

A letter, dated December 6, 1938, addressed to Mr. L. B. Williams, dealing with the
plan for the treatment of the non-par problem was read by the Secretary of the Council.
Vice Chairman Ransom felt that the suggestions made were not practicable.

The following members of the Council left the meeting at 3:00 P. M.: Messrs. Fraser,
Davis, Evans, and Dick.

In the course of the discussion of Recommendation No. 1 it was agreed by the Coun-
cil, on the suggestion of Vice Chairman Ransom, to make a slight change in the answer
to (f), page 6. The answer as originally given read: “No, but this answer does not relate
to customary operations of the open market committee.” In the final form everything
after the word “No” was stricken out.

President Smith asked whether the Board of Governors had done anything in regard
to the matter of the assignment of claims on the United States. Mr. Wyatt, General
Counsel of the Board of Governors, reported on the matter stating that nothing had been
done and the recommendation had been tabled by the Board of Governors.

13

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



The Board concurred in the dates for the next meeting, namely June 5-6, 1939.
The meeting adjourned at 3:50 P. M.

WALTER LICHTENSTEIN,
Secretary.
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recommendations of the federal ADVISORY COUNCIL TO THE
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

February 14, 1939
TOPIC No. 1. Services to Member Banks.

RECOMMENDATION: The Federal Advisory Council has given careful considera-
tion to the letter of the Secretary of the Board of Governors of the Federal Reserve System,
dated January 3, 1939, dealing with the question of “How Can the Federal Reserve Sys-
tem Increase the Value or Scope of its Services to Member Banks in Practicable or Desir-
able Ways.” The Council is ready to express opinions on the questions raised in Mr.
MorriH’s letter, though in some instances the topic has been covered by the Council’s
Recommendation of November 29, 1938, and by earlier recommendations.

Following the order of Mr. Morrill’s letter, the Council makes the following observa-
tions on the queries, as presented:

1 Collection System.

(a) All checks payable in United States should be collectible at par through the
Federal Reserve System.

Answer: The Federal Advisory Council believes that all checks should be collected
at par. The Federal Reserve System, therefore, should continue its efforts to bring this

about and the Council believes the cooperation of the Federal Deposit Insurance Corpora-
tion is essential to accomplish the purpose desired.

(b) Handle and collect non-par items, charging any exchange deductions to sending
banks.

Answer: No.

(c) Permit members to make exchange charges on cash items as long as nonmembers
do so.

Answer: No.

(d) Abolish par clearance.

Answer: No.

(e) Furnish complete transit service similar to that offered by correspondents.

Answer: The Council answers yes in so far as par items are concerned and no in
respect to non-par items. Member banks should be allowed to deposit with the respective
Federal Reserve banks or branches all par checks with merely an adding machine tape
showing the amount and total of such checks, provided the Federal Reserve bank of the
district is satisfied the sending bank maintains an adequate record of such items.

(f) Speed up check collection service.

Answer: In accordance with its Recommendation of November 29,1938, the Council
answers yes.

(g) Collection of non-cash items should be left to member banks.

Answer: Yes.
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2. Examinations.
(a) All examining authorities should be consolidated,
(b) All examinations should be made by Federal Reserve banks only.

Answer: The Council replies in the negative to (a) and (b), but it requests the Board
of Governors to continue its present efforts to bring about greater uniformity in the
examination procedure and in the form of the required reports.

(c) Centralization of authority in Washington weakens System.

Answer: The Council presumes that the question refers to the centralization of
examination authority in Washington. The Council does not believe that such centraliza-
tion, as heretofore conducted by the Comptroller’s office in respect to national banks,
weakens the System. As to State member banks the Council recommends that as much
discretion and authority be given the examining departments of the twelve regional banks
as is given by the Comptroller’s office to its chief district examiners.

3. Reserve Reqguirements.

(a) Cash in vaults should be counted in reserves.

Answer: The Council believes that this should not be allowed in the case of banks
located in communities where there is a Federal Reserve bank, branch or agency. In the

case of banks located in communities where there is no Federal Reserve bank or branch,
some limited percentage of the required reserves should be allowed to be held in cash.

(b) Uniform raises in requirements hurt country banks.
Answer: No; not more than other banks.
(c) Nonmembers have advantage over members.

Answer: Yes and no, depending upon the reserve requirements of the State in which
the bank is located, but advantages accruing to member banks, especially in times of
distress, more than outweigh the slight disadvantages to which member banks, under
certain circumstances, may be subjected.

(d) Low rate of interest should be allowed on reserve deposits.

Answer:. No.

4. Report Requirements.
(a) Publication expensive.
Answer: Not unduly expensive.
(b) Lack of uniformity.

Answer: The Council continues to urge uniformity and is glad to note that substan-
tial progress has been made.
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(c) Number of reports required increasing.

Answer: The steady increase in the number of statistical and special reports called
for is placing an onerous burden upon the banks. The Council recommends that the
Board of Governors reviews the existing categories of reports to it and other govern-
mental agencies to ascertain whether some may be eliminated, and suggests that no fur-
ther reports be requested without careful consideration of the question whether the result-
ing information will be of enough practical value to justify the work and expense involved.
To the extent that reports are considered necessary, they should not be required at more
frequent intervals than is indispensable.

5. Miscellaneous.
(a) Extend wire transfer system to include Government bonds.
Answer: No.
(b) Draft rules and regulations in layman’s language and in short paragraphs.

Answer: This matter is fully covered in the Recommendation of the Council of
November 29, 1938.

(c) Furnish a manual, properly indexed, of all acts, rules and regulations of Federal
Reserve Board, Comptroller’s Office, Federal Deposit Insurance Corporation, and all other
agencies dealing with bank management.

Answer: Yes, but obviously this requires the cooperation of other agencies.

(d) Create in the Federal Reserve Banks an advisory investment service for member
banks.

Answer:. No.

(e) A study of trust department earnings would be of great value and would point
out to many banks sizeable losses that are occurring in certain branches of that business.
Such study might also be extended to commercial departments.

Answer: The Council believes a compilation of the earnings and costs of trust depart-
ments made up from the reports of national bank examiners and those of the examiners
of the Federal Reserve banks would be desirable at this time. Such a compilation of the
earnings and costs of commercial departments is already available and is considered

adequate.

(f) Since large amounts of Government bonds are held by banks, the Federal Reserve
System should provide a satisfactory market both as to amounts and prices, thereby
rendering a service to member banks and the Government.

Answer: No.

(g) Committee of operating officers of member banks should be formed in each dis-
trict to act as a working committee for the Federal Advisory Council, this committee to
bring to the attention of the Council from time to time suggestions for the improvement
of the operations of the System.
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Answer: No, but members of the Federal Advisory Council will continue, as in the
past, to obtain the opinions of the member banks of their respective districts.

Selected Comments

Under this heading there are included a number of topics concerning which the
Council has either expressed an opinion above or on some previous occasion. Such a
question is that referring to the collection of all checks at par; another that of devising
a method whereby member banks in future should not be made to suffer by being cmo-
pelled to pay exchange on items drawn on nonmember banks; again another is whether
all member banks should be given permission to make exchange charges on checks or
Federal Deposit Insurance Corporation should require nonmember banks to clear checks
at par.

In respect to five other matters raised, the Council replies as follows:

1. Discontinue solicitations of membership of country banks with deposits under a
reasonably small limit, say $1,000,000, through offering free of charge routine banking
services now rendered by present members of the Federal Reserve System, such as free
safekeeping of securities, free shipment of outgoing and incoming currency.

Answer: No.

2. Federal Reserve banks should be given all possible authority in their relations
with their local members with the idea of conserving time and also because of a more
intimate knowledge of local conditions prevailing.

Answer:. Yes.

3. Coordinate issuance of regulations for member banks and for nonmember banks
to avoid conflict as, for example, interest regulations.

Answer: There should be coordination especially with the Federal Deposit Insurance
Corporation.

4, Membership in Federal Reserve System is purely an expense as there are no bene-
fits offered by Federal that are not also available at correspondent banks.

Answer: The Council does not agree with the above statement.

5. System should be developed and conducted in such manner as to bring all banks
into membership and then confine members to acceptance of deposits from sources other
than banks.

Answer: Banks should be encouraged to become members of the System, but the
Council is unanimously opposed to the elimination of inter-bank deposits.

TOPIC No. 2. Easy Money Policy.

RECOMMENDATION: The Federal Advisory Council, considering that many of
the fundamental effects of the continuing cheap money policy have not been fully appre-
ciated, recommends that the Board of Governors of the Federal Reserve System conduct
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a study of the long-range consequences of the continuing policy of cheap money upon
the accumulation and investment of the savings of the people, and upon the financial
structure of the country, with especial reference to its effects upon the maintenance of a
sound banking system.

TOPIC No. 3. Interlocking Directorates.

RECOMMENDATION: Section 8 of the Clayton Anti-Trust Act, as amended by
Section 329 of the Banking Act of 1935, permits a director, officer or employee of a mem-
ber bank of the Federal Reserve System, or a branch thereof, who was lawfully serving
as a private banker or as a director, officer, or employee of any other bank, banking
association, savings bank, or trust company, or any branch thereof, on August 23, 1935,
to continue such service to February 1, 1939.

The Board of Governors of the Federal Reserve System by regulation has permitted
such service as director, officer, or employee of a member bank and in not more than one
other banking institution, to continue to August 1, 1939.

The service of the directors, officers and employees who are now serving under the
authority of the aforesaid law and regulations is in many cases extremely valuable to the
banking institutions of which they are such directors, officers, or employees, and the dis-
continuance of such service would not result in a commensurate benefit to the public.

Therefore, the Federal Advisory Council believes that any director, officer or em-
ployee of any member bank of the Federal Reserve System or any branch thereof, who
is now lawfully serving at the same time as a private banker, or as a director, officer, or
employee of any other bank, banking association, savings bank, or trust company or any
branch thereof should be permitted to continue such service so long as the stockholders
of any such banking institution shall desire to retain such persons in such capacities, and
so long as such persons shall accept the election or appointment to such positions. This,
of course, means that no permits for new interlocking directorates will be issued.

TOPIC No. 4. S. 477 (Corporate Trusteeships).

RECOMMENDATION: The Federal Advisory Council desires to call the atten-
tion of the Board or Governors of the Federal Reserve System to Senate Bill 477 relating
to the regulation of trust indentures under which securities are issued.

The Council feels strongly that the imposition of some of the liabilities as provided
in the bill would create contingent liabilities for banks of deposit accepting corporate
trusteeships which might be dangerous to themselves and the banking system as a whole.
Broadly speaking, no corporations other than banks of deposit have either the financial
responsibility or the experience which qualify them to act as corporate trustees.

Furthermore, the Council believes that the bill would materially increase the cost
of, and make more difficult long term public financing, particularly to smaller corpora-
tions, and would thus tend to hinder expansion of plants and businesses at a time when
such expansion is particularly desirable in the interest of business recovery.

The Council also believes that the restrictions contained in the bill on the right of
security holders to waive defaults, and the requirements that the trustee must act in the
event of default if it is to avoid liability, would force into receiverships, or the bank-
ruptcy courts, many businesses that otherwise might survive, particularly in times of
depression, with resultant loss to their creditors, including banks, and to their stock-
holders and to their employees and the communities in which they are located.
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The Council requests the Board to submit this expression of its opinion to the Senate
Committee on Banking and Currency with the request that it be put in the record of
the hearings before its Subcommittee considering the bill.

The Council understands that the record of the Subcommittee of the Senate Com-
mittee on Banking and Currency, in the absence of further hearings, will be closed on
February 16th, and therefore requests that it be forwarded by that date.

TOPIC No. 5. In Re: Chandler Act.

RECOMMENDATION: The Federal Advisory Council suggests that the Federal
Reserve Board give consideration to amendments to the Federal Bankruptcy Act as
amended by the Chandler Act, approved June 22, 1938, and particularly to Section 60
(a)—(b), to alter the provisions of that Section.

To an increasing extent member banks of the Federal Reserve System are making
loans secured by assignments of receivables and other types of collateral. For the most
part, such loans are made to relatively small and inadequately capitalized enterprises and
without notification to borrowers’ debtors, in a spirit of cooperation with the borrowers
to preserve their credit standing.

The Federal Advisory Council is of the opinion that under the provisions of Section
60 (a)—(b) the reliance that banks place upon such collateral, unless title thereto is per-
fected to comply with the requirements of this Section, is illusory and may result in heavy
losses. Attention is also called to the timing of perfection of title with relation to the date
of the loan, leading to a possible classification of the loan as an antecedent debt.

In addition to loans secured by accounts receivable, other types of collateral loans
may be affected, among which are:

A—Loans secured by assignment of money payable under a contract or rents under
a lease.

B—Loans secured by assignments of life insurance policies.
C—Loans secured by assignments of rights and interests in estates and trusts.

D—Loans on the security of instruments which appear to be but are not in fact
negotiable instruments.

E—Loans upon borrower’s promise to deliver collateral, whether or not the collateral
is segregated or escrowed.

F—Loans secured in whole or in part by equities of the borrower in collateral owned
by the borrower but pledged to secure other indebtedness.

The language of Section 60 (a)—(b) is presumably intended to prevent secret liens,
but its provisions bear so heavily upon business and banking practice that restrictions in
making loans will ensue, thus adversely affecting general business, or if such loans are
made without complete compliance with the requirements of this Section, heavy losses
may be encountered by banks.
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Law Offices of
Brans, Bayard & Frick

Philadelphia

February 10, 1939

pear "r* Loebj

As you know, Section 60 (@) of the Bankruptcy Act, as amended,
rot provides that a preference iIs a transfer of a debtor’s property to or
far t e benefit of a creditor for or on see unt of an antecedent debt aade
a suffered by such debtor while insolvent and within four months of the
filirg of the petition, and that for this purpose the transfer shall be deemed
thare been aade at the time when It became so far perfected that no credi-
tor erd no bona fide purchaser could thereafter have acquired any rights in
tte property superior to the rights of the transferee therein# T are In-
fowad that this change was iInserted to prevent secret liens, but honvever that
"y e, the broad language of the section impinges heavily upon business and
berkirg practices in varying ways, depending upon the laws of the state iIn
rich the transaction occurs.

For your convenience In presenting the matter 1 list below some cf
the Tore Important practices which are, or nay be, affected:

@ The making cf loans secured by accounts receivable on a non-
notification basis*

® The making of loans secured by assignment of money payable
er a cantract or rents under a lease.

(c) The making of loans secured by assignments of life insurance
Rollicies.

(d) The meking of loans secured by assignments of rights and
I'tareite in estates and trasts.
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(e) The making of loans on the security of instruments which appear

m be but are not in fact negotiable instruments. While it is improbable that
N section would apply to negotiable instruments generally or to instruments
f ich w* intended to pass current as negotiable instruments, there are 0Ie
disturbing questions in this respect. There are situations where creditors
oFa pledgor of stock can secure superior rights in the stock or dividends
ifthe issuing corporation is not notified of the pledge by registation or
otnerwise. 1he greatest risk probably is where the issuing corporation is a
creditor of the pledgor. In this connection, your attention is called to
Section 3 of the Act of May 5, 191$, Pennsylvania Laws 126, which alloas a
corporation to recognize the exclusive right of the registered stockholder
P rexeive dividends and to hold the registered stockholder for calls ad
asegm|its. Most stock transfer acts provide that no attachment or levy upon
shires of stock shall be valid until the certificate be actually seized, or
trasfar by the holder be enjoined, and that there shall be no lien in favor
aFa corporation upon the shares or no restriction upon the transfer by virtue
dfFay by-law or otherwise unless the right of the corporation to such lien
a restriction is stated upon the certificate. While, therefore, the lender
saffoded a larger measure of protection in states having such statutes,
the nesd for care is indicated. Another disturbing phase of this question is
tret aany bonds are not actually negotiable iInstruments, and are subject to
t*e iaw of assignment in many particulars. There are numerous cases in New

holding certain bond issues non-negotiable - often by reason of provisions
Corporated therein through reference to the indenture under which they are
itftild. While 1 have difficulty in believing that any court would apply
Nestin @ (@) to such instruments physically held by a pledgee, the cloud
nwrini.

(f) The making of loans upon borrower’s promise to deliver c llateral
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whether or nO® col~teral is segregated or escroned™

@ The making of loans sectored in whole or iIn part by equities
OfF tre borroner in collateral owned by the borrower but pledged to secure other
Indebtechess™

) The making of loans to borroners such as finance companies
~1ch hare important assets consisting of collateral, title to which has not
e perfected within the meaning of the section* This is a credit problem.

The foregoing practices now present further administrative risks
tlen ers* Section 60(@) demands timely and perfect execution by transferees,
ad s=2;s to deny transferees equitable relief heretofore thought indispensible
O f&Ir results* A lender now has the problem of determining accurately the
eat nature of the collateral received, and perfecting title to that collateral
strictly In accordance with the law of the state applicable to the transaction™

The first question to arise is whether the lender can afford to
aare soej on a loan before title to the collateral is perfected - other-
fie there will survive the question of fact whether title was perfected with
ms neble promptness, and the risk that the transaction may be deemed a trans-
far for or on account of an antecedent debt.

The second question iIs whether the nature of the property or
Interest transferred requires rerely notice of assignment or recording. Such
gestias may arise on assignments of interest In estates or trusts or leases.

More than ever will care have to be exercised In phrasing notice

assignments*®  Recelvers and trustees in bankruptcy may well be inspired by
Action fo(@) to question the sufficiency of the notice with respect to particu-
k* Ieag which ordinarily would not be contested.
The -aking of loans secured iIn part by an assignment of the

“Proner™s equity in other collateral presents complications. For example,

hﬁpz/,ﬂ:ggﬁféﬁrjmior lienholders have t e same problem regarding notice of assign-
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gatof aoc unts receivable and the junior lienholder has the further problem
CFbringing horee notice of the assignment to the senior lienholder*

The foregoing by no means exhaust the possible far reaching effects
of Section 80(@) = We are dealing with phraseology which takes in far nore
tumitor/ than i1ts authors probably comprehended, and the uncertainties inherent

nthis broad language will onlly be resolved by the experience of litigation*

Very truly yours,

(Signed) Francis H* Scheetz

. Honard A* L eb,

Traesies National Bank & Trust Company,
3D Cestrut Street,

Fhilecklhia, Pa.
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December 6, 1938

lip. L. B. Williars,

Clnrtaen of the Board,

The National City Bank of Cleveland,
Cleveland, Ohio,

Dear r. Willians:

It does not appear possible to 3olve the non-par problem at the
presit ti e by legislation or direct action of the par banks. Some progress
toward the solution of this problem might be made by indirect action, if the
cooperation OF a substantial majority of par banks could be secured. One
suggestion for concerted action by the par banks would be to have every such
kerk include the legend "Par Bank* in the imprinting of all of iIts ohecks.
;padditional expense for imprinting checks would be incurred. Certain
advantages might result from the universal adoption of this legend:

(@ The public would be made conscious of the difference between
par and non-par payment;

(@ The demand might be created for universal payment of checks
at par. This pressure on the non-par banks would come fram
customers (the most effective source) and not from par banks
or Federal Reserve System;

@A IT legislation is enacted making It mandatory to pass back
exchange charges to customers, depositors will be able to
make separate deposits of non-par itemns, sinplifying the
handling of the charges by their banks and enabling them
to more easily reconcile exchange charges made against ta-.

In order to have any effect, all par paying banks should adept a
uniform legend which should be widely publicized. The importance and signi-
ficae of the legend should be continually emphasized so that the public
becores >ar conscious and forms the habit of examining checks to see If the
leged i1s Imprinted thereon. An effective way of publicizing the phrase
ixald be o include a stuffer iIn every co:mercial account statement.

The above lengthy suggestion is prompted by the interest in this
Buhject evidenced by the Federal Reserve Board and the Federal Advisory Council
at their recent meeting in Washington.

Very truly yours,

(Signed) E. N. Dekker)
Vice President
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BOIifiD OF OOYIJWORS
OF TiiE
FEDERAL hESEHVf SYSTM

Kerch 51 1959

Hr. Walter Lichtenstein, Secretary,
Fecered Advigory Council,

jJas. Dearbom Street,

Ciucfcgo, Illinois*

Tear Mr. Lichtenstein:

Tne Board of Governors has- given further consideration, to
the recommendations submitted by the Federal Mvirory Council at the
seetin. *iIth the Board on February 14, 1973.

rB fdi ted during the meeting, the answers to the queetloas
lietec under Topic 1 rsloping to the question 'Hois csn the Federal
ile)'rne Systea iIncrease the \E lue or scope of Its cervices: to mem-
ber banks In practicable or desirable «ays?* are mo brief that the
zcertion cf the Council night easily be misuaderatood in the sb-
scae cf t further st tement giving more clearly the reasons under-
lying the orition t?V-en, and It ws.s suggested &= the meeting th?t
the Council might wish to give further consideration to the matter
ad detrrsine whether i1t "ssauld be desirable for it to expend the
mgwtrs tc rose cf the questions to aeet this situation* bile
the *card spprecietes the fact that the brevity of the elements was
influenced by the desire of the Council to prevent the rexil: enac-
tion from being to long that it w;uld be burdensome, it if hoped
tht the Council rill expenc the recommendation so thfct a full
statement o1 reasons will be given for the position taken on each

question.

It will be recalled t&-t 1t was brought out at the meeting
an February 14 1n connection with the recommencetian on Topic 2,
th t the Board .*ake a study of the long range effects of the easy
soey olicy, th.it the Boerd anc various members of its staff are
continuously engt™ed iIn studying the relationship between the cost
of aoney &nc the operation of different parts of our economic
=cchi,nism. ?he Boarc does not see ho* thie problem with Its many
ranifications eta be 3tsde the subject of £ special study by the
~ Jrd vhicn would be independent of those that are being mace cur-
rently by the Bo rd ana by other agencies of Government,

Topic 5 suggests an amendment to section 8 of the Clayton
~ct. relating to interlocking bank directorates to permit m o fl-
fer, director, or employer of r member bank who is novi lawfully
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Boi.rd oi Governors oi the Federal dNIM/© System

*r. ialter Lichtenstein - 2 -

gemintf as e private banker or a director, officer, or wapioyee

of »ay th.tr bankto continue such service S»; to prohibit the
creation of any ne* Interlocking directors tee. At the aeeting of
tie Gweicil nith the Board r. Hanes inquired whether the Board wgjuid
g <n axead»ent to the Clayton Aet which would permit the con-
taufttaon of the exIsti” Inttrioeking directorates, but *ould pro-
aibrt ae* interlocking relationships, inv Iving, insured benlcs.

J&t Board tees. no objection to this solution of the setter.

-Recently re: resentatives oi* the laericsn Banker* Associa-
tion fcutaitted to the Board inforaally a draft of an aaeadtaent to
epction S of the Clayton Act which would permit an officer, director
ar eaployee of an insured bank to serve hi an officer, director
o- *a?loyee oOfF not *ore thsn at: other bank and the representetives
ere acvisev- informally th t the Board wo Id not f&vwor such an
aendsrat but would not oppose the amendment referred to by Mr* Hanes#

/b the Council has been advised* copies of its staterent
on Topic 4 relating to tne trust indenture bill not penuiag before
Congress h/ve been sent to the Chairsen of the Jenate Coisssittee on

akin™ ana Currency ano the House Coa&ittee on Interstate anc
foreign Coaaerce*

s the Council was advised at the meeting with the Board,
in connection with the discussion, o Topic 5, Counsel or the
federal Reserve banks an the Board have been studying the effects
\a the industrial lowm activities of the Federal deserve binks, of
tacnamentc to tne Federal Bankruptcy Act Mde by the Chancier Act
g roved June 195*. Thit study hes not yet been completed End
tne board has not had an opportunity t. determine what, if any,
c.n 1t ahuld take on tne matter*

Very truly rours,
(fFigrd) L* B~ Bethea
ssietant Secretary
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