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P R E S S S T A T E M E N T . 

January 29, 1917» 

The F e d e r a l Reserve Board t o - d a y made p u b l i c t h e 

t e x t of a memorandum t r a n s m i t t e d t o i t "by Mr* James B. Forgan , 

P r e s i d e n t of t h e F e d e r a l Advisory C o u n c i l , e x p r e s s i n g t h e 

views of t h a t "body w i t h r e f e r e n c e t o t h e p roposed amendments 

t o t h e F e d e r a l Reserve Act r e c e n t l y s u b m i t t e d t o t h e Banking 

and Currency Committees of t h e two Houses of Congress by t h e 

F e d e r a l Reserve Board-

I t w i l l . b e no ted t h a t t h e Counc i l unanimously a p -

proved t h e proposed n o t e i s s u e amendment which had been s t r i c k e n 

ou t by t h e House Committee on Banking and Cur r ency , and t h a t 

t h e Counc i l has s u g g e s t e d a m o d i f i c a t i o n of t h e p roposed r e -

s e r v e s t o be c a r r i e d by member banks w i t h t h e F e d e r a l r e s e r v e 

banks• In v iew of t h e f a c t , however, t h a t the House Committee 

s t r u c k o u t a l l r e q u i r e m e n t s f o r v a u l t c a s h , t h e Board b e l i e v e s 

t h a t t h e s u g g e s t e d r e s e r v e s of s e v e n , t e n , and t h i r t e e n pe r 

c e n t r e s p e c t i v e l y f o r country b a n k s , r e s e r v e c i t y banks and cen-

t r a l r e s e r v e c i t y banks , shou ld b e r e t a i n e d . 

The Advisory C o u n c i l ' s memorandum, da t ed J anua ry 2$ th , 

i s as f o l l o w s : 
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RECOMMENDATIONS BY 
THE FEDERAL ADVISORY JGUNCIL IN REGARD TO THE AMENDMENTS 

TO THE FEDERAL RESERVE ACT PROPOSED BY 
FHE FEDERAL RESERVE BOARD 

JANUARY 1 9 1 7 . 

Noi 1 . AMENDMENT TO SECTION l6 which p r o v i d e s 

( a ) f o r t h e i s s u e of F e d e r a l r e s e r v e n o t e s 
d i r e c t l y a g a i n s t t h e d e p o s i t of -
g o l d ; or 100$ of p a p e r , o r b o t h ; 

(b) f o r thfe c o u n t i n g of go ld h e l d by t h e 
F e d e r a l r e s e r v e agen t s as s e c u r i t y f b r 
n o t e s , as p a r t of t h e go ld r e s e r v e r e -
q u i r e d t o be h e l d by t h e bank a g a i n s t 
such F e d e r a l r e s e r v e n o t e s ; 

Meets w i t h t h e a p p r o v a l of t h e F e d e r a l Advisory Counci l* 

No. 2 . IN RE. AMENDMENT OF SECTION 19, a b b r e v i a t i n g and 
s i m p l i f y i n g t h e c l a u s e s i n S e c t i o n 29 
which r e l a t e t o r e s e r v e r e q u i r e m e n t s • 
This p r o v i d e s t h a t a l l member banks s h a l l 

- m a i n t a i n Rese rves i n t h e F e d e r a l r e s e r v e 
bank as f o l l o w s : 

Aga ins t Aga ins t 
Demand Time 
D e p o s i t s D e p o s i t s 

. ( a ) Country banks 7 $ 3$ 
(b) Reserve c i t y banks 10$ 3? 
( c ) C e n t r a l Reserve c i t y banks 13$ 3$ 

and i n a d d i t i o n eve ry member bank i s r e -
q u i r e d t o keep i n i t s own v a u l t f o r t i l l 
money an amount of s p e c i e or c u r r e n c y ( n o t 
n e c e s s a r i l y go ld or l a w f u l money) e q u a l t o 
f i v e p e r c e n t of i t s demand d e p o s i t s , l e s s 
t h e amount of n e t b a l a n c e w i t h F e d e r a l r e -
s e r v e banks i n e x c e s s of t h e minimum above 
s t i p u l a t e d . 
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This amendment i s i n h a r n ? . o n y wii i i one of t h e "basic p r i n -

c i p l e s of t h e F e d e r a l Reserve Act t o t h e e f f e c t t h a t t h e "bulk of 

t h e go ld h e l d as r e s e r v e s f o r "bank d e p o s i t s shou ld "be m o b i l i z e d 

i n t h e F e d e r a l r e s e r v e "banks• From t h e s t a n d p o i n t however of a 

p r a c t i c a l working b a s i s t h e Counc i l doubts i f so mtich as i s p roposed 

of t h e member banks* a v a i l a b l e cash s h o u l d be a r b i t r a r i l y t i e d up i n 

t he form of compulsory b a l a n c e s w i t h t h e F e d e r a l Reserve banks• 

The Counc i l a t i t s mee t ing of September l $ t h l a s t , drew 

t h e Board 1 s a t t e n t i o n t o t h e f a c t t h a t u n t i l t h e S t a t e banks j o i n 

t h e sys tem and d a i l y c l e a r i n g house b a l a n c e s can be s e t t l e d by 

checks on t h e F e d e r a l r e s e r v e banks t h e member banks , e s p e c i a l l y 

i n t h e l a r g e c i t i e s , must keep a s u f f i c i e n t supply of g o l d or law^ 

f u l money on hand f o r t h e s e t t l e m e n t of such b a l a n c e s a s w e l l a s f o r 

t h e i r c o u n t e r u s e . Bes ides t h i s i t would be a c o n s e r v a t i v e p o l i c y 

f o r t h e member banks t o keep i n t h e i r own v a u l t s a r e a s o n a b l e amount 

of g o l d ©r l a w f u l money p r o p o r t i o n a t e t o t h e i r demand d e p o s i t s * 
# 

Banks l o c a t e d i n F e d e r a l r e s e r v e c i t i e s ridw r e c e i v e from t h e F e d e r a l 

r e s e r v e banks l a t e i n t h e a f t e r n o o n checks on t h e m s e l v e s i n l a r g e 

volume and amount which have accumula ted d u r i n g t h e day and have been 

charged a g a i n s t t h e i r l e g a l r e s e r v e b a l a n c e s i n such l a r g e volume and 

amount a s t o hamper t h e n in m a i n t a i n i n g t h e i r l e g a l r e s e r v e b a l a n c e s * 

In our o p i n i o n 5$ cash on hand would no t be s u f f i c i e n t f o r t h e s e 

p u r p o s e s and from a p r a c t i c a l s t a n d p o i n t i t would f a c i l i t a t e t h e o p e r -
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at ions of the member banks i f the minimum compulsory balances t o 

be kept by them with the Federal reserve banks aga ins t t h e i r de-

mand depos i t s were at l e a s t reduced in each c l a s s and the per*, 

centage of the t i l l money correspondingly increased in the case 

of the reserve c i t y and centra l reserve c i t y banks., the irid re as 6 

in / t i l l money i n the casB di the country banks being unnecessary* 
. . . . . . i * 

The Counci l ' s recommendation i s there fore as f a l l o w s ; 

Deposi ts in Deposi ts in 
Federal Res. Federal Res. T i l l 
Banks against Banks against 

. Demand Depos i t s . Time Depos i t s . Money 

Country Banks 6$ 3$ 5^ 

Reserve City Banks 9$ 3$ 

Central Reserve City Banks 12$ "bi° 6$ 

No. y . AMENDMENT OF SECTION 11, so a s t o p e r m i t t h e F e d e r a l 
Reserve Board to r a i s e reserve requirements 
i n emergencies , j u s t as i t i s now empowered 
i n c e r t a i n cont ingenc i e s of a d i f f e r e n t kind 
t o lower those requirements. 

The Council i s of op in ion that i t would "be undes irable 

and unnecessary to grant such power t o the Federal Reserve Board. 

The Board would only take a c t i o n under such power when member 

banks are overburdened with surplus cash re serves and i t s a c t i o n 

then could only apply t o member banks. The e f f e c t would t h e r e -

f o r e be that member banks would be compelled t o increase t h e i r 

non interes t -bear ing balances w i t h the Federal reserve banks whi le 
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nonmember banks would have t h e f r e e . u s e of t h e i r f u n d s . I t would 

p l a c e a n o t h e r s t u m b l i n g b lock i n t h e way of S t a t e banks j o i n i n g 

t h e s y s t e m . 

No. 4 . AMENDMENT OF SECTION 13, t o p e r m i t nonmember S t a t e banks 
and t r u s t companies , even though t o o s m a l l t o 
be e l i g i b l e f o r membership i n t h e F e d e r a l r e -
s e r v e banks , t o a v a i l , t h e m s e l v e s of t h e c l e a r ~ 
l e g and c o l l e c t i o n f a c i l i t i e s of t h e F e d e r a l 
r e s e r v e b a n k s , p r o v i d e d t h a t t h e y ctiver a t p a r 
checks on t h e m s e l v e s s e n t f o r c o l l e c t i o n by 
t h e F e d e r a l r e s e r v e bank and p r o v i d e d f u r t h e r 
t h a t t h e y keep a compensa t ing b a l a n c e w i t h t h e 
F e f e r a l r e s e r v e bank i n an amount t o be d e t e r -
mined under r u l e s p r e s c r i b e d by t h e F e d e r a l 
Reserve Board . 

This might work t o t h e m u t u a l a d v a n t a g e of t h e member 

banks i n c o n n e c t i o n w i t h t h e check c o l l e c t i o n sy s t em and of non -

member banks w i l l i n g t o conform t o t h e r u l e s p r e s c r i b e d by t h e 

F e d e r a l ' R e s e r v e Board as w e l l a s t o t h a t of t h e F e d e r a l r e s e r v e 

banks t h rough t h e -•compensating b a l a n c e s . The exper iment might be 

wor th t r y i n g . 

No* 5 . AMENDMENT OF SECTION 22 - t h e p e n a l s t a t u t e - so ad t o 
d e f i n e more c l e a r l y the r i g h t s and l i m i t a t i o n s 
of.. d i r e c t o r s i n t h e m a t t e r , of a c c e p t i n g f e e s 
o r compensa t ion o t h e r t h a n t h e o r d i n a r y f e e s 
p a i d d i r e c t o r s f o r l e g i t i m a t e s e r v i c e s r e n d e r e d 
i n t h e r e g u l a r cou r se of b u s i n e s s , t h e p e r f o r -
mance of which s e r v i c e s i s no t incumbent upon 
them i n t h e i r c a p a c i t y as d i r e c t o r s . 

The C o u n c i l would recommend t h a t t h e p roposed a d d i t i o n 

t o S e c t i o n 22 commencing w i t h "PROVIDED, HOWEVER, THAT NOTHING IN 

THIS ACT CONTAINED" s h o u l d be amended a s f o l l o w s : 
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PROVIDED, HOWEVER, THAT NOTHING IN THIS ACT CONTAINED 
SHALL BE CONSTRUED TO PROHIBIT A DIRECTOR, OFFICER, OR EMPLOYEE 
FROM RECEIVING THE SAME RATE OF INTEREST PAID TO OTHER DEPOSITORS 
FOR SIMILAR DEPOSITS BDE WITH SUCH BANK: OR TO PROHIBIT A DI-
RECTOR, WHO IS NOT AN OFFICER OR EMPLOYEE FROM RECEIVING, DIRECT-
LY OR INDIRECTLY, THE USUAL AND CUSTOMARY COMMISSIONS OR FEES FOR 
SERVICES RENDERED IN BUYING AND SELLING SECURITIES OR OTHER IN-
VESTMENTS FOR OR ON ACCOUNT OF SUCH BANK, BUT IN THIS LATTER CASE 
THE ACTION OF THE BOARD OF BISECTORS, IN DIRECTING EACH PURCHASER 
OR SALE OF SUCH SECURITIES OR OTHER INVESTMENTS, MUST BE BY AN 
AFFIRMATIVE VOTE OR W T T E # ASSENT OF AT LEAST THREE-FOURTHS OF 
THE MEMBERS OF THE BOARD EXCLUSIVE OF THE DIRECTOR INTERESTED. 
AND BUT EACH SUCH TRANSACTION MUST BE RECORDED IN THE MINUTES OF 
THE MEETING OF SAID BOARD, SUCH MINUTES TO SPECIFY THE NAME; OF 
THE DIRECTOR AND THE FIRit OR CORPORATION WITH WHICH HE IS CON-
NECTED, IF ANY, THROUGH WHICH SUCH ORDER IS TO BE EXECUTED TO-
GETHER WITH THE AMOUNT OF THE FEE OR COMMISSION TO BE PAID ON 
EACH TRANSACTION; AND, PROVIDED FURTHER, THAT NOTES, DRAFTS, 
BILLS OF EXCHANGE, OR OTHER EVIDENCES OF DEBT EXECUTED OR IN-
DORSED BY DIRECTORS OF A MEMBER BANK MAY BE DISCOUNTED WITH SUCH 
MEMBER BANK ON THE SAME TERMS AND CONDITIONS AS OTHER NOTES, 
DRAFTS, BILLS OF EXCHANGE, OR EVIDENCES OF DEBT UPON THE AFFIRMA-
TIVE VOTE OR WRITTEN ASSENT OF AT LEAST THREE-FOtRTHS OF THE MEM-
BERS OF THE BOARD OF DIRECTORS'. OF SUGH MEMBER BANK. 

The Counc i l makes t h i s recommendation 'because i n i t s 

judgment an a f f i r m a t i v e vote o r w r i t t e n a s s e n t of a t l e a s t t h r e e -

f o u r t h s of t h e members of t h e Board i s an u n n e c e s s a r y r e s t r i c t i o n 

i n c o n n e c t i o n wi th such s e r v i c e s by a d i r e c t o r as t h e buying and 

s e l l i n g of s e c u r i t i e s and inasmuch a s n o t e s , d r a f t s , b i l l s of ex-

change o r o t h e r e v i d e n c e s of debt e x e c u t e d or i n d o r s e d by bank d i -

r e c t o r s a r e as a r u l e t h e very b e s t of t h e i r c l a s s , t h e p l a c i n g 

of s p e c i a l r e s t r i c t i o n s on t h e d i s c o u n t i n g of such i n s t r u m e n t s 

f o r d i r e c t o r s would only u n n e c e s s a r i l y and u n w a r r a n t a b l y impede 

l e g i t i m a t e b u s i n e s s o r f o r c e i t i n t o o t h e r b a n k s . 
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No- 6 . AMENDMENT OF SECTION l j t o r e s t o r e t h e p r o v i s i o n which 
was "by error stricken from the Act in the 
amendments of September 7, 19l6> thus restor-
ing to national banks> with the approval of 
the Federal Reserve Board, the right to accept 
up to 100$ of the ir capital and surplus in 
transactions involving imports and exports. 

The Counc i l approves t h i s amendment. 

No. 7 . AMENDMENT OF SECTION if , t o e&tieel t h e p r o v i s i o n of 
The Nat iona l Bank Act which Requi res n a t i o n a l 
banks t o m a i n t a i n a minimum dep t i s i t of Gov-
ernment bonds w i th t h e T r e a s u r e r of t h e Uni ted 
S t a t e s . 

The Counc i l approves t h i s amendment. 

No. 8 . AMENDMENT OF SECTION 25 t o a u t h o r i z e member banks l o -
ca t ed i n c i t i e s of more t h a n 100,000 p o p u l a -
t i o n and which have a c a p i t a l and s u r p l u s of 
more t han $1 ,000 ,000 t o e s t a b l i s h b ranches 
i n t h e sane c i t y , p rov ided the S t a t e laws do 
n o t p r o h i b i t S t a t e banks and t r u s t companies 
from e s t a b l i s h i n g b r a n c h e s . 

The Counci l h a s a l r e a d y a d v i s e d t h e Board t h a t i t a p -

p roves t h e a u t h o r i z a t i o n of member banks l o c a t e d i n c i t ies of more 

t h a n 100,000 p o p u l a t i o n and which have a c a p i t a l and s u r p l u s of 

more t h a n $1 ,000,000 t o e s t a b l i s h b ranches i n t h e same c i t y , bu t 

d i s a p p r o v e s t h e g r a n t i n g of such a p r i v i l e g e t o t h e banks i n some 

S t a t e s whi le i t i s w i t h h e l d f rom banks i n o t h e r S t a t e s irrespective 

of S t a t e laws a f f e c t i n g S t a t e banks and t r u s t companies i n r e g a r d 

t o t h e e s t a b l i s h m e n t of b r a n c h e s by them. 
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No. 9 - AMENDMENT CF SECTION $ , a u t h o r i z e mu tua l s a v i n g s baulks 
no t having a c a p i t a l s t o c k t o become a s s o c i a t e 
members of the F e d e r a l r e s e r v e sys tem tinder c e r -
t a i n p r e s c r i b e d c o n d i t i o n s . 

The C o u n c i l approves t h i s amendment. 

No. 10 . AMENDMENT OF SECTION 18 so a s t o g i v e t o Uni t ed S t a t e s 
o n e - y e a r 3$ go ld no t e s i n t h e hands of F e d e r a l 
r e s e r v e banks t h e c i r c u l a t i o n p r i v i l e g e f o r 
t h e i s s u a n c e of F e d e r a l r e s e r v e bank n o t e s . 

The Counc i l would recommend t h a t i n s t e a d of amending Sec-

t i o n 18 so a s t o g i v e Uni ted S t a t e s one-year 3$ go ld n o t e s i n t h e 

hands of F e d e r a l r e s e r v e banks t h e c i r c u l a t i o n p r i v i l e g e f o r t h e 

i s s u a n c e of F e d e r a l r e s e r v e bank no t e s t h a t t h e l aw p r o v i d i n g f o r 

t he exchange of 2$ go ld bonds b e a r i n g t h e c i r c u l a t i o n p r i v i l e g e , 

bu t a g a i n s t which no c i r c u l a t i o n i s o u t s t a n d i n g , f o r one -yea r 

go ld n o t e s t o an amount no t e x c e e d i n g one-ha l f of t h e 2$ bonds so 

t e n d e r e d f o r exchange , be so amended a s t o do away w i t h t h e one-

y e a r g o l d no t e s e n t i r e l y and p r o v i d e t h a t t h e 2$ gold bonds may 

be exchanged f o r an equa l etoount of t h i r t y - y e a r 3$ go ld bonds 

w i t h o u t the c i r c u l a t i o n p r i v i l e g e . 

No. 11 . AMENDMENT OF SECTION 4 t o a b o l i s h t h e t i t l e and o f f i c e 
of Deputy F e d e r a l Reserve Agent , t h u s h a v i n g 
two u n a t t a c h e d C la s s C d i r e c t o r s i n s t e a d of 
one a s a t p r e s e n t , and t o c r e a t e t h e p o s i -
t i o n of A s s i s t a n t F e d e r a l Reserve Agent , who 
s h a l l no t be a d i r e c t o r of t h e bank, bu t who 
s h a l l be a S a l a r i e d bonded o f f i c e r i n t h e 
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F e d e r a l Reserve Agent 1 s depar tment s e r v i n g 
a t a l l t imes as an a s s i s t a n t t o t h e F e d e r a l 
Reserve Agent and q u a l i f i e d t o a c t f o r t h e 
Agent i n h i s absence# 

As member banks and o t h e r s doing b u s i n e s s w i t h t h e Fed-

e r a l Reserve Agent and h i s a s s i s t a n t would not n e c e s s a r i l y be 

charged w i t h knowledge of the absence o r d i s a b i l i t y of t h e F e d e r -

a l Reserve Agent t he r e s t r i c t e d power of h i s a s s i s t a n t t o a c t i n 

h i s name and s t e a d only d u r i n g h i s absence or d i s a b i l i t y shou ld 

f o r t h e i r p r o t e c t i o n be removed by s t r i k i n g ou t t h e words "du r -

ing h i s absence o r d i s a b i l i t y " o c c u r r i n g in t h e l a s t p a r a g r a p h 

of t h e p roposed amendment. If t h e a s s i s t a n t shou ld a c t i n any 

m a t t e r of impor tance dur ing the p r e sence or d i s a b i l i t y o'f t h e 

Ag6nt t o act f o r h imse l f h i s a c t i o n would be n u l l and v o i d . O t h e r -

wise t h e Counc i l s e e s no o b j e c t i o n to the amendment. 

1/29/17 
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