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The Federal Reserve Board. 

Mr. Wyatt, General Counsel. 

C O N F I D E N T I A L . 

At a special meeting of the Board, on the afternoon of Tuesday, January 20, 

the Board, considered, a telephonic request from Senator Glass for an analysis of 

the IfcFadden Bill in the form in which it passed the House of Representatives, 

and the following motion was carried: 

"Mr. Piatt moved that Counsel prepare for submis-
sion to the Board an analysis and criticism of 
the McFadden Bill, both as to form and policy, 
omitting the branch banking provisions. « 

In the following memorandum I shall endeavor faithfully to comply with 

this request and to give a full and frank expression of my own views with re-

gard to this oill. I understand that the Board does not desire me to attempt 

to prepare a statement of what I understand to be, or think ought to be, the 

Board's views, but rather a frank statement of my o m personal views for the 

information of the Board, with the understanding that they will not neces-

sarily be adopted as the Board's views and will not be ccimiunicated to Con-

gress unless they are so adopted. 

Any analysis of a bill such as this necessarily contains the writer1 s 

views as to vAiat will be its legal effect, but I wish to make it clear that 

certain provisions of this bill are so ambiguous that it is impossible for 

me at this time to render a final and thoroughly considered opinion as to 

their legal effect. I can only discuss it on the basis of what I think the 

effect will be if the bill is passed in its present form. 

I shall discuss, each section of the bill in order. 

80 
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Jan. 23, 1925 

Analysis and Criticism of 
IfcFadden Bill in the form in which 
it passed the House. 
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SEC. 1. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK. 

Section 1 amends the Act of November 7» 1918, which provides for the 

consolidation of national banks, by adding a new paragraph to provide for the 

direct consolidation of a State bank with a national bank. Under the present 

law, whenever it is desired to consolidate a State bank with a national bank 

it is necessary first to convert the State bank into a national bank and then 

consolidate the two national banks; and this amendment is designed to obviate 

the extra step of first converting the State bank into a national bank. This 

simplification of the procedure would seem to be very desirable. The new sec-

tion follows the general lines of the present provision of the law governing 

the consolidation of national banks and contains ample provision for safe-

guarding the rights of the minority stockholders. It also forbids the con-

solidated association froa retaining any branches which may have been estab-

lished beyond the corporate limits of the place in which it is located, or 

which may have been established within the corporate limits of such place 

subsequent to the enactment of this bill if the State laws did not permit the 

establishment of branches at the time of the enactment of the bill. 

SEC. 2. CHARTERS OF NATIONAL BAMS. 

This section amends Section 513^ of the Revised Statutes so as to 

provide perpetual or indeterminate charters for national banks in lieu of 

the present ninety-nine year charters. It is designed primarily to enable 

national banks to conpete for trust business on more even terms, and is 

very important and desirable. It provides that each national bank shall have 

succession until: 
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(a) It is voluntarily dissolved by the stockholders; 

(b) Its franchise is forfeited for violation of law; 

(c) It is terminated by either a general or special Act of 
Congress; or 

(d) It is placed in the hands of a receiver and finally 
liquidated by him. 

SEC* 5- REAL ESTATE FOR BANKING HOUSES. 

Section 3 amends Section 5137 of the Revised Statutes so as to permit 

a national bank to own such real estate as shall be necessary for its accommo 

da,tion in the transaction of its business instead of only such as shall be 

necessary for its immediate accommodation in the transaction of its business 

as provided by the present law. It simply strikes out the word wiromediatew 

from this section. This is intended merely to serve the convenience of na-

tional banks which desire to purchase lots upon which to construct banking 

houses in the future. Under the present law, as it has been construed by 

the Comptroller, a national bank cannot purchase such a lot unless it in-

tends to build immediately, and this has been found to be somewhat incon-

venient. I see no objection to this amendment• 

SEC. U. CAPITAL STOCK OF NATIONAL BANKS IN OUTLYING DISTRICTS. 

This section amends Section of the Revised Statutes so as to per-

mit the organization of national banks with a capital of $100,000 in the 

outlying districts of cities with a population in excess of $C,000 inhabit-

ants, whereas under the present law a capital of $200,000 is required. In 

the light of the present tendency of local business centers to grow up in 
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the outlying districts of large cities, this would seem to be a. desirable pro-

vision. It is unfortunate, however, that in revising this section the language 

was not simplified and clarified. The language of the present section is quite 

involved, due to the fact that it has been amended from time to time by the 

addition of provisos, and it could very easily be simplified by the use of 

more direct language. No attempt is ma.de to simplify it, and the amendment is 

tacked on at the end as an additional exception, thus farther complicating it. 

SEC. 5- STOCK DIVIDENDS. 

This amends Section $142 of the Revised Statutes which relates to the 

increase of capital stock by national banks so as to simplify somewhat the 

terms of that section and to add a provision authorizing national banks to in-

crease their capital stock by the declaration of stock dividends from accumulat-

ed surplus. This would seem to be very desirable, since it would encourage banks 

to increase their capital stock, thus increasing the double liability of the 

shareholders and providing additional protection for the depositors. 

SEC. 6. CHA.IRJ.tAII OF THE BOARD-

This section amends Section ^1$0 of the Revised Statutes so as to pro-

vide that the president of the bank shall be chairman of the board of directors 

unless the directors designate some other director in lieu of president to 

act as chairman of the board. This seems to be quite unimportant and probably 

could be covered by a. provision In the bank's by-la.ws, but I see no objection to 

it. 

SEC. 7. CONVERSION OF STAT? BANKS WITH BRANCHES. 

This amends Section 5155 of the Revised Statutes which authorizes State 
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tanks converting into national "banks to retain in operation any "branches 

which they may have established prior to such conversion. It is amended 

in the following respects: 

1. The present requirements of the law that the capital of such 

State "banks mast be joint and assigned to and used by the mother bank and 

branches in definite proportions•and that the amount of circulating notes 

redeemable at the parent bank in each branch shall be regulated by the 

amount of capital assigned to and used by each, are eliminated: 

2. A proviso is added prohibiting any State bank having 

branches in operation outside of the corporate limits of the place in 

which it is located to retain any such branches after conversion except 

foreign branches; and 

3. A further proviso is added expressly permitting banks which 

have been converted from State banks into national banks prior to the enact-

ment of this bill to retain any branches, either within or without the 

city of the home office, but prohibiting any such bank to retain in oper-

ation any branch, wherever located, which may have been established sub-

sequent to the enactment of this bill in any State which did not by law 

or regulation at the time of the approval of the bill permit State banks 

or trust companies to have branches. 
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S5C. 8. BRANCHES OF MTIOITAL BAMS . 

This section pertains primarily to the establishment of branches 

"ty national banks and will not be discussed, in view of the Board's 

wishes in the matter. It may be remarked, however, that this section 
v 

is very complicated and not at all free from'ambiguities. 

SEC. 9. BRANCHES OF STATE M-IBER BAMS 

This section amends Section 9 of the Federal Reserve Act so as to 

regulate the establishment of branches by State member banks of the Fed-

eral Reserve System. I shall not discuss it, therefore, except to call 

attention to the fact that it contains a complete regulation on this 

subject and expressly provides that the establishment of any branch by 

a member bank shall not require the approval of the Federal Reserve 

Board. It is also very complicated and contains a number of ambigui-

ties. 
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SEC. 10. LILITATIOlfS 0% L0A1IS BY NATIONAL 3ANKS TO SI1T&IZ BORROWERS. 

Section 10 of the Bill is intended to revise Section 5200 of the Revised 

Statutes in such a way as to clarify and liberalize its provisions. In my 

opinion, however, it does not clarify it hut makes it more ambiguous and 

complicated than ever before, and some of the amendments arc entirely too 

liberal in enlarging the amounts which a national bank may lend to a single 

customer. 

general discussion. 

The Vbasi<$ idea of Sectiô i 5200 is that no bank should lend to any one 

customer an amount exceeding one-tenth of its own capital and surplus, and 

this principle has long been recognized by the enlightened members of the 

banking fraternity as one of the wisest and soundest principles of the 

national Bank Act • It is based on the old adage that one should not put 

all of his eggs in the same basket, and is intended primarily to avoid two 

evils: (a) That of making the solvency of a bank depend too largely upon the 

solvency of a single large borrower or a small group of borrowers, and (b) 

that of permitting a few large borrowers to absorb too large a proportion 

of the lending power of the bank to the detriment of other customers. 

Prior to the amendment of October 22, 1919, there were but two excep-

tions to the basic 10^ limitation. The discount of (a) "bills of exchange 

drawn in good faith against actually existing valuesn, and (b) "business 

paper actually owned by the person negotiating the same11 were excepted 

altogether from this limitation. 

The amendment of October 22, 1919, which was intended to meet the needs 

of agriculture for broader credit facilities, added a number of other 

exceptions and materially broadened the amounts of certain kinds of loans 

and discounts which might be made for a single customer. (See F.R.Bulletin 
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for November, 1919, p. 1055.) Kany persons considered that amendment unsound; 

and every tine a proposal has come forward to further liberalize the 

limitations of Section 5200 the Federal Reserve Board has disapproved such 

proposals and expressed the view that the limitations on loans which 

national "banks might make to single "borrowers had been broadened about as 

far as could be done with safety by the amendment of October 22, 1919. 

(See letter, Acting Governor Piatt to Senator McLean,February 16, 1923.) 

I concur in this view and fear that any further liberalization of the 

limitations of Section 5200 will do more harm than good by permitting 

excessive loans to single borrowers, which may impair the ability of the 

banks to care for the needs of other borrowers and also endanger the safety 

of the banks themselves. The proposal to liberalize further this limitation 

grows out of a desire to enable national banks to meet the competition of 

State banks which operate under looser and less 'sound laws; but it has been 

argued with much force that the best competitive advantage enjoyed by national 

banks is the prestige which they enjoy due to their generally sound condition 

and high standard of banking. Any lowering of these standards to meet the 

competition of unsound State banking may do them more harm than good. 

Section 5200 has always been somewhat ambiguous and difficult to apply 

in certain cases, and the amendment of October 22, 1919, made it quite 

complicated. Even as so amended, however, it has been thoroughly construed 

and is quite generally understood by the banking fraternity. If it is to be 

clarified, therefore, as many as possible of its present terms should be 

retained and the clarification should be accomplished through a simpler 

arrangement and the use of more direct language. I believe that the best 

way to clarify it would be to rewrite it in the form of a tabular statement 

along the lines of the analysis printed on page 1055 of the November,1919, 
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The proposed revision contained in the KcFadden Bill proceeds on a 

somewhat different theory, however. The subject is approached from a n,ew 

angle and new terms are employed which have never been construed and 

have no well defined meaning in either legal or banking circles. The 

result is that it is quite ambiguous and.I think it will be extremely 

difficult to construe and apply. Furthermore, its provisions are in some ^ 

respects even more complicated than those of the present Section 5200* 

In justice to Mr. Collins, Deputy Comptroller of the Currency, I wish 

to say that I am informed that he did not write this section of the McFadden 

Bill, as is generally supposed. 

I shall now endeavor to analyze and comment on the proposed new 

Section 5200 in some detail; but before doing so I wish to put the Board 

on notice that I c-annot at this time attempt to express a linal opinion 

as to what many of its provisions mean or what their legal cffeet will oe. 

I can only say what I think they mean and what I think their legal effect 

will be. Their exact meaning and effect can be known only after they have 

been construed and applied in practice and in the light of concrete problems 

which will arise in the future• 

The Basis Limitations 

The present law limits MThe total liabilities to any association oT? any 

person or of arjy company, corporation, or firm for money borrowed, including 

in the liabilities of a company or firm the liabilities of the several members 

thereof", which has been generally held to mean the direct liabilities of 

the actual borrowers. The proposed revision would limit "The total 

obligations to any national banking association of any person,copartnership, 

association, or corporation, " and the nerv term "obligation", around \vhich the 
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entire section revolves, is defined to mean "the direct liability of t_ie 

maker or acceptor of paper discounted with or sold t© such association 

and the liability of the endorser, drawer, or guarantor who obtains a 

loan from or discounts paper with or sells paper under his guaranty to 

such association and ohall include in the case of obligations of a copartner-

ship or association the obligations of the several members thereof•n 

This can be understood and may be clear enough, in spite of the introduction 

of the new term "obligations"; but, instead of liberalizing the law, it 

makes the basic limitation much stricter than that contained in the old 

law by making it apply to secondary liabilities as endorser, drawer, ©r 

guarantor, as well as to direct liabilities as maker or acceptor. Tnis 

effect is largely nullified, however, by the fact that the new section, 

like the old section, excepts entirely from the basic limitation the dis-

count of commercial or business paper actually owned by the person, company, 

corporation, or firm negotiating the same. 

The new section, like the old section, makes the basic limitation 

10$ of the bank's capital and surplus and contains numerous exceptions to 

tMs limitation. Unlike the old section, however, these exceptions are 

not In the form Of provisos but are set out in separate paragraphs numbered 

from 1 to 9, which is a distinct improvement and would greatly clarify 

the law if the exceptions were all clear and simple. 

I shall take up each of these exceptions in order: 
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Exception No. 1, 

"Obligations in the form of drafts or bills of exchange 

drawn in good faith against actually existing values11 are entirely ex-

cepted from the limitation and those of a single borrower may be dis-

counted in any amount. This is substantially the same as the present 

law. 

Exception No. 2. 

"Obligations arising out of the discount of commercial 

or business paper actually owned by the person, copartnership, associ-

ation or corporation negotiating the same" are likewise excepted alto-

gether from the limitation, This is substantially the same as the present 

law. 

Exception No. 

"Obligations drawn in good faith against actually existing 

values and secured by goods or commodities in process of shipment" 

are wholly excepted from the limitation. This is the same as the first 

exception except that (a) it applies to all "obligations" and, therefore, 

would seem to apply to notes as well as to drafts and bills of exchange, 
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and (b) such obligations mast be secured by goods or commodities 

in process of shipment. 

The expression "drawn in gcoa faith against actually 

existing values", however, is entirely inappropriate as applied 

to notes and for that reason it could be argued that this ex-

ception is not intended to apply to notes. Yet if it should be 

construed to apply only to drafts and bills of exchange it would 

cover nothing that is not fully covered by the first exception 

and, therefore, would have no effect. I assume, therefore, that 

it is intended primarily to cover notes secured by goods or 

commodities in process of shipment and %o take the place of 

the provision of the present lav; which wholly excepts from the 

limitation "demand obligations when secured by documents cover-

ing commodities in actual process of shipment. n If so, it 

would broaden the law so as to apply to time obligations as 

well as demand obligations and to those secured by goods as well 

as those secured by commodities. It may be intended to cover 

also "drafts and bills of exchange secured by shipping documents 

conveying or securing title to goods shipped," which are a,t 

present excepted altogether from the limitations of bection 

5200, but the first exception is broad enough to cover this 

class of paper. 
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The new expression, "secured by goods or commodities in process 

of shipment" is not as good as the old expression "secured by documents 

covering commodities in actual process of shipment" and "secured by 

shipping documents conveying or securing title to the goods shipped." 

Exception Ho. 4. 

This reads, "Obligations as endorser or guarantor of notes, 

other than corrmercial or business paper excepted under (2) hereof, 

having a maturity of not more than six months, and owned by the person, 

corporation, association, or copartnership endorsing and negotiating 

the same, shall be subject under this section to a limitation of 15 

per centum of such capital and surplus in addition to such 10 per ceitum 

of such cap it a-1 a_nd surplus. " 

This is an illustration of the unnecessarily involved 

language of the new section. No one can tell from a mere reading of 

it what it is intended tc cover. The purpose of clarifying the law 

would be served much better by defining in simple, direct language 

precisely what paper is meant. 

Since it covers only "obligations as endorser or guarantor" 

it is hard to understand what this exception is intended to cover 

that is not covered by the second exception, which pertains to "ob-

ligations arising out of the discount of commercial or business paper 

actually owned by the person," etc., negotiating the same - unless 

it is intended to: cover^aaaomrnodation loan3with a maturity not 

in excess of six months. By reference to the report on the Pepper Bill 

by the Senate Committee cn Banking and Currency, however, I find that 

the fourth exception is intended to cover notes not arising directly 
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out of commercial transactions, such as ^renewed commercial paper, per-

sonal loans, notes in settlement of past due debts, notes given for 

the purchase of live stock, notes given for personal services, and 

the like!1 . It would seem very unwise to give a preferential status to 

any paper of this kind, except possibly notes given for the purchase 

of live stock, and these probably would be covered by the second ex-

ception, since they would be business paper actually owned by the person 

discounting them. 

While this exception would give a preferential status to 

this clasd of paper, the bill really restricts rather than broadens, the 

law on this class of liability; because the 10$ limitation of the pres-

ent law applies only to direct liabilities and does not impose any limi-

tation on liabilities as endorser or guarantory- whereas the basic 10$ 

limitation in the bill applies to liabilities as endorser or guarantor 

and this exception merely raises the limit on such liabilities on this 

particular class of paper to 25 

Exception No. 5-

This excludes from the limitation "Obligations in the form 

of bankers * acceptances of other banks of the kind described in Section 

13 of the Federal Reserve Act"- This is substantially the same as 

the present law. 

Exception No. 6, 

This is extremely complicated and involved, and is replete 

with awkward and auibiguous language. It reads as follows: 
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9 
,f(6) Obligations of any person, copartnership, asso-

ciation or corporation, in the form of notes or drafts secured 
"by shipping documaa ts, warehouse receipts of other such 
documents transferring or securing title covering readily 
marketable nonperish&ble staples when such property is 
fully covered by insurance shall be subject under this sec-
tion to a limitation of 15 per centum of such capital and 
surplus in addition to such 10 per centum of such capital 
and surplus when the market value of such staples securing 
such obligation is not at any time less than 115 per centum 
of the face amount of such obligation, and to an additional 
increase of limitation of 5 V e T centum of such capital and 
surplus in addition to such 25 per Centum of such capital 
and surplus when the market value of such staples securing 
such additional obligation is not at any time less than 120 
per centum of the face amount of such additional obligation, 
and to a further additional increase of limitation of 5 P e r 

centum of such capital and surplus in addition to such 30 
per centum of such capital and surplus when the market 
value of such staples securing such additional obligation is 
not at any time less than 125 per centum of the face amount 
of such additional obligation, and to a further additional 
increase of limitation of 5 per centum of such capital and 
surplus in addition to such 35 P e r centum of such capital 
and surplus when the market value of such staples securing 
such additional obligation is not at any time less than I3O 
per centum of the face amount of such additional obligation, 
and to a further additional increase of limitation of 5 P e r 

cmturn of such capital and surplus in addition to such 40 
per centum of such capital and surplus when the market 
value of such staples securing such additional obligation is 
not at any time less than 135 P e r centum of the face amount^ 
of such additional obligation, and to a further additional in-
crease' of limitation of 5 per Centum of such capital and sur-
plus in addition to such 45 per centum of such capital and 
surplus when the market value of such staples securing such 
additional obligation is not at any time less than lUO per 
centum of the face amount of such additional obligation, 
but this exception shall not apply to obligations of any one 
person, copartnership, association or corporation arising from 
the same transactions and secured upon the identical staples 
for more than ten months." 

I have puzzled over it long and hard, but I cannot attempt to 

express a final opinion at this time as to its meaning or legal effect. 

I can only explain it as I understand it at this time. 

It deals with "obligations" in the form @f notes or drafts 

secured by shipping documents, warehouse receipts or other such docu-
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merits transferring or securing title covering readily marketable non-

perishable staples when such property is fully covered by insurance," 

but it does not apply to -"obligations of any one person, copartnership, 

association or corporation arising from the same transactions and secured 

upon the identical staples for mora than ten months." It apparently is 

intended to take the place of the present exception which permits a na-

tional bank to lend any customer, in addition to the basic 10% amount, 

an additional amount equal to 15$> of its capital and surplus if such ad-

ditional amount is evidenced by notes secured by shipping documents, ware-

house receipts, or other such documents, conveying or securing title cover 

ing readily marketable, nonperishable, staples, including live stock, the 

market value of which is not less than 115$ of the loan and which is fully 

covered by insurance. 

The principal changes which it would make in existing law with 

reference to this class of paper appear to be as follows: 

1. The amount which may be loaned to one customer on this class 

of paper (excepting live stock paper) would be increased from 25$ of the 

bank's capital and surplus to $0^, upon a graduated increase in the 

amount of security, as explained below: 

2. The privilege of borrowing on this class of paper secured by 

the same staples would be permitted for ten months out of any twelve 

instead of six months out of any twelve, as at present; and 

3. Live stock paper, which is covered by the same exception in 

the present law, would be covered by a separate exception which will 

be discussed later. 
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The provision for a graduated increase in the amount Of the 

loan upon a. graduated increase in the amount of security apparently 

would permit a. bank, to lend to one customer an amount equal to 50$ of 

its capital and surplus on this class of paper, if the amount in excess 

of 10$ but not in excess of 25$ of its capital and surplus is secured 

by staples having a. market value of 115 per cent of the face amount of 

the loan, the next amount equal to 5$ of capital and surplus is protected 

by a 20$ margin, the next 5$ by a 25$ margin, and so on. 

It is interesting to see how this could be applied in practice. 

A bank with a capital and surplus aggregating $1,000,000 which desires 

to lend as much as possible on this class of paper to a favored customer 

could lend him $500,000, and the total security required by the law 

would be only $497,500 or of the face amount of the loan. This 

cou^d be worked out as indicated in the following table: 

Percentage 
of 

^ Security 

None 

115 

120 

125 

130 

135 

140 

Amount 
of 

Security 

None 

$172,500 

60,000 

62,500 

65,000 

67,500 

70,000 

99.5$ $497,500 

Percentage 
of Capital 
and Surplus 

: f ;v#' 

Amount 
of 
loan 

10 

1.5 

5 

5 

5 

5 

5 

$100,000 

150,000 

50,000 

50,000 

50,000 

50,000 

50>000 

Total 50$ •i$500,000 
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Eli* would seem to be entirely too large an aiaount for a national 

oank to tie up in a loan of this kind to & single customer for ten months. 

A few such loans might seriously jeopardize the "bank's solvency if the 

pri^e of thv underlying staples should take a large slump, especially 

if the market conditions should become such as to make it impossible 

for the borrowers to sell the goods and liquidate their loans. 

It might be argued tn-s.t no well managed bank would take such 

a chance, but the restrictions in the law are for the protection of 

depositors in poorly managed banks, which have been found to be quite 

numerous. If bankers would always conduct their business along sound 

a n d conservative lines, the limitations of Section 5200 would be en-

tirely unnecessary; out experience has proven them to be very import-

ant and necessary, and the oars should not be let down too much, if 

at all. 

In my opinion, exception number 6 of the Bill is entirely too 

liberal and is unsound and dangerous• 

Exception No. 7. 

This exception pertains to live stock paper. In addition to the 

basic 10% of capital and surplus, which may be loaned on any kind of 

paper and without any security, it would permit any national bank to 

lend any customer an additional amcunt equal to 1 ^ of its capital and 

surplus on notes or drafts secured by shipping documents or instru-

ments transferring or securing title covering live stock or giv-

ing a lien on live stock vith a market value of not less than 11^ per 

cent of the face amount of the notes evidencing such additional loan. 

It differs from existing law in these respects: 

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



9H 
Page 19. X*4252 

(a) There is no requirement for insurance; 

(b) The provision limiting this privilege to six months out 

of any twelve is omitted entirely; 

(c) It covers drafts as well as notes; and 

(d) Whereas the present law requires the security to be shipping 

documents, warehouse receipts or other such documents conveying or se-

curing title, the bill would permit the security to be shipping docu-

ments "or instruments" transferring or securing title covering live 

stock or "giving a lien on live stock," 

The term "instruments giving a liai on live stock" might be 

construed to include chattel mortgages or even mere trust receipts. 

Exception Ho. 8. 

This pertains to notes secured by Liberty Bonds or certificates 

of indebtedness of the United States, ana appears to be substantially 

the same as the present law, except that the additional amount which 

may be loaned without the consent of the Comptroller of the Currency and 

the Secretary is increased from 10fo to 15$ of the bankrs capital and 

surplus in addition to the basic 10$. 

Exception No. 9* 

This is entirely new and forbids the purchase of *obligations evi-

dencing indebtedness of any person, copartnership, association, or corpor-

ation in the form of bonds, notes, debentures and the like commonly 

known as investment securities" in an amount exceeding 15% °f tne 

bank's capital and surplus, in addition to the basic 10$ which may be 

loaned on any class of paper and without any security. 
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Under the present law, s.s has been construed, by the Comptroller of 

the Currency, national hanks may purchase corporate "bonds and other invest-* 

nent securities without any limitation, and this hill would limit ^he amount 

of "bonds of ary one corporation or "investment securities" issued by any one 

borrower which may he purchased Ty a national "bank to an amount not exceeding 

25$ of the hank's capital and surplus. 

Obligations of the United States, obligations of any State or of 

any political subdivision thereof, and obligations issued under the authority 

of the Federal Farm. Loan Act, however, would be excepted altogether from any 

limitation, and all investment securities purchased prior to the enactment 

of the Bill would be exempted until December 31, 1925. 

Comparison of Bill with Section 5200. 

The following comparative tabular analysis of the Bill and the 

existing law will serve to indicate in a general Way the changes which would 

be made in Section 5200. In the interest of brevity, however, it has not 

been made technically accurate and complete. 

EXISTING LAv7 KcFADBEN BILL 

BASIC LIMITATION BASIC LIMITATION 

10$ of bank's paid up and unimpaired : 10$ of band's paid up and unimpaired cap-
capital and surplus. (appltM"only, Hc'I- Ital and surplus. ^Applies to all "obli-
direct liabilities.) gations",whether in'the form of direct 

liabilities or indirect liabilities p.s 
drawer, endorser or guarantor,) 

EXCEPTIONS EXCEPTIONS 
Class of Paper 

? 

Amount which : Class of,"Obligations*: Amount which may 
may be loaned : " :be incurred in ad-
in addition to: :dition to basic 
basic IQfr limit-: 
itation 

:10fs limitation. 

No limita- : Drafts or bills of ex;No limitation 
tion imposed : change drawn in good ;imposed by law. 
by law. : faith tu- : 

: al ' ' : 

iBills of exchange 
drawn in.- good faith 
against actually exist 
ing values. 
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Class of paper Amount which may he 
loaned in addition 
to basic lim-
itation. 

Class of "Obliga-
tions" . 

:Amount which 
:may be incurred 
:in addition to 
:basic 10^ lim-
itation. 

2.Commercial or busi-: 
ness paper actual- : 
ly owned by person,: 
company,corporation: 
or firm negotiating: 
the same. : 

ITo limitation im-
posed by law. 

Commercial or busi-:No limitation 
ness paper actual- :imposed by law. 
ly owned by person,: 
copartnership,assoc* 
iation or corpora- : 
tion negotiating : 
the sane. : 

3.Drafts and bills 
of exchange secur-
ed by shipping 
documents conveying 
or securing title 
to goods shipped. 
Demand obligations 
secured by documents 
covering comnodi- : 
ties in actual pro-: 
cess of shipment. : 

Mo limitation im-
posed by law. 

Obligations (both, 
time and demand) 
drawn in good faith 
against actually 
existing values and 
secured by goods or 
commodities in pro-
cess of shipment. 

Ho limitation 
imposed by law. 

4.Obligations as en-
dorser or guaran-
tor of notes other 
than commercial or 
business paper 

Ho limitation im-
posed by law. 

Obligations as en- :15$ of bank's 
dorser or guarantor:capital and sur-
of notes other than:plus in addi-
comaercial or busi-:tion to 10$ bas-
ness paper having a:ic limitation, 
maturity of not : 
more than six months 
and owned by person; 
corporation,associ-: 
ation or copartner-
ship endorsing and 
negotiating the 
same. 

5.Bankers1 accept-
ances of the kind 
described in Sec-
tion 13 of the Fed-
eral Reserve Act. 

ITo limitation im-
posed by law. 

Bankers1 Acceptan-• 
ces of other banks 
of the kind descri-
bed in Section 13 
of the Federal Re-
serve Act. 

ITo limitation 
imposed by law 
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Class of Paper. :Amount which may be 
: loaned in addition 
:to basic 10# limita-
tion. 

Class of •Obliga-
tions". 

Amount v<ihich may 
be incurred in 
addition to 
basic 10$ limi-
tation. 

Notes secured by 
shipping documents, 
warehouse receipts 
or other such docu-
ments conveying or 
securing title cov-
ering readily mar-
ketable non-perish-
able staples fully 
insured when actual 
market value of 
property securing 
obligation is not 
at any time less 
than 115# of the 
note secured by the 
documents. 

15^ of bank's capital 
and surplus in addi-
tion to 10$ basic li-
mitation. 
Exception does not ap-
ply for more than six 
months in any consecu-
tive twelve months » 

:Notes,or drafts of 
:any person,copartner-
ship, association or 
corporation secured 
•:by shipping documents 
:warehouse receipts or 
:other such documents 
:transferring or secur-
ing title covering 
:readily marketable 
:non-p eri shable sta-
:ples ,when such prop-
erty is fully covered 
: by in sur anc e .(Thi s ex-
ception shall not ap-
:ply to obligations of 
:any one person, co-
partnership, associa-
tion or corporation 
:arising from the same 
:transactions and se-
cured upon the iden-

15$ of bank's cap-
ital and surplus 
in addition to 
10$ basic limita-
tion when market 
value of staples 
securing obliga-
tion is not at 
any time less 
than 115$ of face 
amount of such 
obligation;wit h 
an additional 5$ 
of such capital 
and surplus for 
each additional 
5$ increase in 
the market value 
of security .ever 
the amount of ob-
ligation by grad-
uated scale up to 
a, maximum exempt-:tical staples for 

:more than ten months.) ion of 50# ef 
: :capital and 
: : surplus when mar-
: :ket value of se-
: rcurity is lU0$. 
• : (Each 5$ increase 
: :required in val-
: :ue of security 
: :applies only to 
: :the 5# increase 
: :in the amount of 
: :the obligation, 
: :and not to the 
: :entire amount 
: :thereof.) 
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Class of Paper. 

X-U252 

.•Amount which may be :Class of "Obligations" 
•'loaned, in addition to: 
:basic 10$ limitation. : 

Amount Vvhich may be 
incurred in addi-
tion to basic lÔ b 
limitation. 

7. Notes secured by : 15$ of capital and : 
shipping documents,':surplus in addition : 
warehouse receipts:to 10$ basic limita : 
or other such doc-:tian.Exception does : 
uments conveying or not apply for more : 
securing title cov-:than six months in any 
ering live stock : consecutive twelve : 
fully covered by :months. : 
insurance when ac- : : 
tual market value : : 
of live stock is : : 
not at any time : : 
less than 115$ of : : 
the fa.ce amount of: : 
the notes secured : : 
thereby. : 

Notes, drafts of any 
person,copartnership 
association or corpor-
ation secured by ship-
ping documents or in-
struments transferring 
:or securing title co-
vering live stock or 
giving a lien on live 
stock when the market 
value of the live 
stock securing the ob-
ligation is not at any 
time less than 115$ of 
the f ace amount of the 
notes covered by such 
documents. 

15$ of bank's cap-
ital and surplus 
in addition to 
10% basic limitac-
tion. 
(The time limit on 
this privilege is 
repealed alto-
gether. ) 

,Notes secured by 
not less than a 
like amount of 
bonds or notes of 
the United States 
issued since April 
24, 1917 or cer-
tificates of in-
debtedness of the 
United States. 

10$ of capital and 
surplus in addition 
to 10$ basic limita-
tion. (The Comptroller 
of the Currency,with 
the approval of the 
Secretary of the 
Treasury may remove 
all limitations on 
this class of paper.) 

:Obligations of any 
:person,copartnership, 
association or corpor-
ation secured by not 
:less than a like 
:amount of bends or 
motes of the United 
:States issued since 
:April 24, 1917 or cer-
tificates of indebted-
mess of the United 
.•States. 

:15$ of bank's 
:capital and sur-
• :plus in addition 
:to 10$ basic 
:limitation. 
:(The Comptroller 
:cf the Currency 
:with the approval 
:of the Secretary 
:of the Treasury 
:may remove all 
:limitations on 
:this class of ob-
ligations. ) 
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Class of Paper. Amount which may be 
loaned in addition to 
basic 10$ limitation. 

Class of "Obliga-
tions. " 

Amount which cay be 
incurred in addition 
to basic 10$ limita-
t ion. 

9*Investment secur-
ities. 

No limitation imposed 
by law. 

Obligations evidenc-
ing indebtedness of 
any person,copart-
nership, association 
or corporation in th 
tha form of bonds, 
notes,debentures and 
the like commonly 
known as investment 
securities. (Pur-
chases of such ob-
ligations completed 
before the passage 
of this Act are not 
subject to any lim-
itation until De-
cember 1925.) 

1 5 o f bank's cap-
ital and surplus 
in addition to 
basic 10$ limita-
tion. 

9a. Government and 
municipal bonds. 

Nc limitation in 
present law as to 
such investments. 
(But see paragraph 8 
of this analysis.) 

Obligations of the 
United States, gen-
eral obligations 
of any State or pol-
itical subdivision 
thereof or obliga-
tions issued under 
the authority of 
the Federal Farm 
Loan Act. 

ySo limitation im-
posed by law. 

SEC. 11. LIMITATION OF TOTAL LIABILITIES OF NATIONAL BANKS. 

This section amends Section 5^02 of theRevised Statutes, which prescribes 

as a general rule that no national bank shall at any time be indebted in any way 

in an amount exceeding the amount of its capital stock, so as to make an exception 

as to liabilities incurred under the provisions of the Agricultural Credits Act. 
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This amendment was contained in the Agricultural Credits Act of 1923> bu£ 

was made inoperative through an error, and this section of the McFadden Bill 

was merely intended to correct that mistake. It relates to liabilities of 

national banks as endorsers of paper which they have rediscounted with 

Federal Intermediate Credit Banks. 

SEC. 12. UNLAWFUL CERTIFICATION" OF CHECKS. 

Section 5208 of the Revised Statutes makes it unlawful for any of-

ficer, director, agent or employee of any Federal reserve bank or any member 

bank of the Federal Reserve System to certify a check before the amount 

thereof "shall have been regularly entered to the credit of the drawer on 

the books of the bank", and this would be amended so as to prohibit only 

the certification of a check before the amount thereof "shall nave been 

regularly deposited in the bank by the drawer thereof.!f 

This would seem unimportant, but it may provide a loophole whereby 

violators of this provision may escape liability, since it is more diffi-

cult to prove that a check is drawn a,gainst insufficient funds if tnis ques-

tion of Sact is not made to depend upon the status of the bank1 s books at the 

time the check is drawn. 

It is contended that the present law causes inconvenience by re-

quiring a person who deposits money in a bank and desires immediately to draw 

a certified check against such deposit to wait until the proper entries have 

been made on the books before his check is certified. It would seem, however, 
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that this is a matter of detail which could "be attended to speedily by the 

officers cf the bank if they desire tc acoouxnodata such a customer* 

SEC. 13. REPORTS OF CONDITION BY NATIONAL BANKS. 

This amends Section 5211 of the Revised Statutes so as to permit reports 

of condition made by national banks to tile Comptroller of the Currency to be 

verified by the oath or affirmation of a vice president or an assistant cashier 

of the association designated by the board of directors to verify such reports 

in the absence of the president and cashier. The present law requires such 

reports to be verified by the president or cashier and this amendment is 

intended to serve the convenience of a bank when both the cashier and president 

are absent. I see no objection tc it. 

SEC. 1^. LIMITATION ON REDISCOUNTS BY FEDERAL RESERVE BANKS OF 
PAPZR CF THE SAME BORROWER 

This amends the fourth paragraph of Section 13 of the Federal Reserve Act, 

which now prohibits any Federal reserve bank to disc cunt f or any one member 

bank the paper of any one borrower in an amount exceeding 10 per cent of the 

capital and surplus of such member bank, excepting only bills of exchange drawn 

in good faith a,gainst actually existing values. The amendment would incorporate 

by reference all of the exceptions the 10$ limitation of Section 5200 of 

the Revised Statutes in the form in which it would be amended by this bill. 

In principle, this would seem to be perfectly logical; because it ought 

to be safe for a Federal Reserve Bank to discount any amount of paper of a 

single borrower which it is safe for a member bank to lend to a single borrower. 

The chief practical objection to it is that the McFadden Bill would -amead 

Section 5200 so as to make the limitations of that section entirely too 

liberal and, therefore, the amendment 't6 the Federal Reserve Act would also be 
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too literal. Unless the proposed liberalization of Section 5200 is considerably 

modified, this amendment to the Federal Reserve Act should be stricken cut; 

but I personally favor its retention if the proposed revision of Section 5200 is 

amended so as not to broaden materially the present amounts which a national 

bank may lend to one borrower• 

This is the amendment which brought forth severe criticism of the bill 

by Dr. Willis and other authorities on the ground that it would change the 

fundamental character of paper which may be rediscounted by Federal reserve 

banks and even permit them to discount stocks, bonds, and other investment 

securities. As pointed out above, however, the amendment affects only the 

amount' of paper of any one borrower which may be rediscounted for any one member 

bank and does not affect the character of paper which may be rediscounted. As 

originally drawn, this section was somewhat ambiguous as to the amount of paper 

which might be rediscounted for any one borrower, but it was amended on the floor 

of the House so as to clarify this point> and the following proviso was added: 

"Provided, however, that nothing in this paragraph shall be construed to 

change the character or classes of paper now eligible for discount by Federal 

reserve banks "• 

The result is that this section will permit Federal reserve banks to re-

discount for any one member bank the paper of any one borrower in an amount 

equal to that which a national bank may lend to any one borrower and it is made 

perfectly clear that this provision does not affect the character or classes of 

paper eligible for rediscount by Federal reserve banks. 
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SEC. 15. SAFE DEPOSIT BUSINESS. 

This section would add a new paragraph at the end of Section 13 of the 

Federal Reserve Act, authorizing national banks tc aigage in the safe deposit 

business, either by leasing receptacles on their premises or by owning stock 

in corporations organized under State law "to conduct a safe deposit business 

located on or adjacent to the premises of such association." It is provided 

that the amount invested in the capital stock of any such safe deposit 

company shall not exceed 15 per cent of the bank's capital and surplus.- In 

view of the fact that national banks have for years been engaging in the safe 

deposit business under their implied powers, I see no objection to this 

amendment. 

SEC. 16. THEFTS BY NATIONAL BANK EXAMINERS. 

This amends the second paragraph of sub section (a) of Section 22 of the 

Federal Reserve Act which now prohibits bank examiners from accepting loans 

or gratuities from banks examined by them so as to make it cover assistant 

examiners also and so as to make it a crime against Federal law for any 

examiner to steal or unlawfully take or conceal any property of value in 

the possession of any member bank or from any safe deposit box in or adjacent 

to the premises of such bank. This would seem to be a very proper and desirable 

amendment.. 

SEC. 17. REAL ESTATE LOANS AND INVESTMENT BUSINESS. 

This amends Section 24 of the Federal Reserve Act by changing the provi-

sions regarding real estate loans by national banks, adding a new paragraph 

expressly authorizing national banks to engage in the business of buying and 
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selling investment securities,. and adding a provision forbidding national 

banks to pay a higher rate of interest on deposits of any kind than nay 

lawfully be paid by State banks or trust companies in the same State. 

Real Estate Loans. 

Che principal changes in the provisions regarding real estate loans are 

these: 

1. National banks in central reserve cities, which are now forbidden to 

make real estate loans, would be authorized to raake such loans; 

2. Loans could be made on city real estate with maturities up to five 

years, whereas at present such loans can. be r%de only with maturities not 

exceeding one year; and 

3. Loans could be made on city real estate located anywhere in the 

Federal Reserve District or within one hundred miles of the lending bank 

whereas at present such loans can be made only on real estate within one 

hundred miles of the lending bank. 

The amendment authorizing national banks in central reserve cities to 

make real estate loans would seem relatively unimportant, because it would 

affect only two cities, Hew York and Chicago. It may be considered a step 

in the wrong direction, however, because it has always been thought desirable 

to require banks in central reserve cities to keep themselves in an especially 

liquid condition, and this would permit them to make their condition less 

liquid. 
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The amendment permitting loans on city real estate to be made with 

maturities "up to five years would seem to "be desirable, "because it is too 

inconvenient and expensive to renew such loans every year. The Board has 

provided in its regulations on this subject that where such a loan is made 

for a term of one year the mortgage or deed of trust securing it may he 

so drawn as to cover renewals or extensions of the original loan, provided 

the "bank does not commit itself in advance to grant such renewals or 

extensions. I understand that this has been found to "be unsatisfactory, 

however, "because "borrowers do not like to go to the expense of placing 

mortgages on their property in order to obtain a loan for only one year 

where they have no assurances that such loans will be renewed or extended 

at the end of the year. It has also been found difficult in some cases to 

word the mortgages or deeds of trust so as effectively to secure renewals 

or extensions of the loan under local laws. In order to assure the 

liquidity of national banks and to offset the effect of extending the term 

of such loans however it would seem advisable to add a provision to the law 

requiring the bank to apportion such loans so as to have a certain proportion 

of them - say one-fifth - fall due each year. This would keep the bank in a 

position to liquidate some of its real estate loans each year if it is found 

that its condition was becoming too nonliquid. 

As originally drawn, this section would have changed the limitation on 

the aggregate amount of real estate loans which may be made by national banks 

so as to make it 25 per cent of the bank's capital stock and surplus or one-

third of its time deposits whichever is the less, instead of 25 per cent of 

its capital and surplus or one-third of its time deposits whichever is the 

greater, as now provided by the law. This resulted from an error, and the 
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words "at the election of the association" were inserted on the 

floor of the House in an attempt to cure the mistakeThis is 

somewhat ambiguous, however, and it would have been much better 

if the words, "whichever is the greater" had been inserted in 

lieu of those which were inserted. 

She limitation on the aggregate amount of real estate 

loans which may be made is also changed so as to apply to 

the liability of the bank as endorser or guarantor of real 

estate loans which it has sold. This would restrict the power 

of a national bank to make additional real estate loans if it 

has previously made such loans and sold them with its endorse-

ment or guaranty, and would seem unnecessary ana undesirable. 

It might actually discourage a national bank from disposing 

of some of its real estate loans at a time when it needed to 

rid itself of slow assets. 

The following inartistic and ambiguous definition of 

a real estate loan is also introduced into this section: 

"A loan secured by real estate within the meaning of 

this section shall be in the form of an obligation or obliga-

tions secured by mortgage, trust deed, or other such instrument 
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u^.cn rea l e s t a t e when thv ont iro amount of such oLl iga t ion or 

o b l i g a t i o n s i s made or so ld to such a s s o c i a t i o n . " 

Iho v f f u c t of t h i s d e f i n i t i o n 011 the law i s Vory u n c e r t a i n , 

and i t should be c l a r i f i e d or omitted e n t i r e l y . I t may be 

construed to prevent a n a t i o n a l Lank from miking a rea l e s t a t e 

loan at a l l u n l e s s i t ho lds the m t i r e o b l i g a t i o n secured by any 

one mortgage or iea3 of t r u s t , or i t may be construed to 

remove the r e s t r i c t i o n s of S e c t i o n 24 a l t o g e t h e r as to any 

bond, note , or other o b l i g a t i o n secured by rea l e s t a t e vdten 

the n a t i o n a l bank dees not hold the e n t i r e amount secured by 

a. l i e n on the same rea l e s t a t e . The l a t t e r e f f e c t probably i s 

what i s intended. 

Instead of c l a r i f y i n g the law regarding t h e power of 

n a t i o n a l banks to make rea l e s t a t e loans , the b i l l woujd 

r e w r i t e the e n t i r e p r o v i s i o n on t h i s subject i n language 

which i s more ambiguous than the present law. This i s 

so i n c o n s i s t e n t w i t h the purpose of the B i l l to c l a r i f y the 

law that the e n t i r e s e c t i o n ought to be r e w r i t t e n i n s imple 

language r e t a i n i n g as f a r as p o s s i b l e the phraseo logy of the 

p r e s e n t law* 
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I t has been sug^es tea that the l i n i t a t i . c n en the aggregate amount 

of r e a l e s t a t e l o a n s that m y be made by a n a t i o n a l tank ought to be i n -

creased to o n e - h a l f of the bank !s c a p i t a l and surp lus , in order t o enable 

country binks t o meet the c o m p e t i t i o n of S t a t e banks and to s e r v e b e t t e r 

the needs of t h e i r communities. I f any such change i s made, however, i t 

would seem that i t should be a p p l i c a b l e only t o country banks and should 

be surrounded with a d d i t i o n a l sa feguards . I b e l i e v e that i t would oe u n s a f e 

to i n c r e a s e f u r t h e r t h i s amount u n l e s s the bank i s required t o s egrega te 

i t s savings d e p o s i t s i n a s eparate department of the bank and i s permi t ted 

to make r e a l e s t a t e loans i n t h e i n c r e a s e d amount only from the a s s e t s of 

the sav ings department• This v*ould avoid rendering the a s s e t s of the com-

merc ia l department non- l iqu id* 

Investment S e c u r i t i e s . 

The p r o v i s i o n e x p r e s s l y a u t h o r i z i n g na.t i on a J banks t o buy and s e l l 

investment s e c u r i t i e s would seem t o be r e l a t i v e l y unimportant, oecau.se of 

the f a c t that they have been doing t h i s , b u s i n e s s f o r years under t h e i r 

p r e s e n t powers• The amendment i s not in very s a t i s f a c t o r y form, however, 

because i t i s not a t a l l c l e a r j u s t what i s i n c l u d e d i n the term " i n v e s t -

ment s e c u r i t i e s , f T I t would seem b e t t o r e i t h e r to d e f i n e t h i s term p r e -

c i s e l y or to g i v e the Comptroller of the Currency express a u t h o r i t y to 

promulgate r e g u l a t i o n s s p e c i f y i n g the c l a s s e s of s e c u r i t i e s which might 

be purchased and s o l d . The amendment conta.ins one good sa feguard in that 

i t a u t h o r i z e s n a t i o n a l banks t o , s e l l such s e c u r i t i e s only "without re-

course**. This would be s t i l l b e t t e r if . i t s a i d 11 without r e c o u r s e , guar-

anty or warranty of any kind. " 
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Savings Depos i t s , 

The following restriction is ta,eked on to the reference in 

the present law to savings deposits: 

"But the rate of interest which such banks 
m y pay upon such time deposits or upon ether de-
posits shall not exceed the mxiirium rate authorized 
to be paid upon such deposits by State banks ©r 
trust companies organized "under the laws of the 
State wherein such national banking association is 
located." 

This is entirely out of harmony with the general purpose of the bill, 

because it restricts rather than liberalizes the powers of national 

banks• Furthermore, it refers to the rate of interest "authorized to 

be paid" by State banks, and it might be argued that it technically 

would forbit any national bank to pay any interest ©n deposits when 

the State la.w contains n® express authority for State banks t© pay 

a certain rate of interest. If this interpretation were adopted, it 

would be quite a serious handicap to national banks, because very few, 

if any of the State laws contain express authority to pay a certain 

rate of interest on deposits. In my opinion, this particular amendment 

should be stricken out. It certainly will not benefit the poor savings 

depositors. 

CRIMES AGAINST MEMBER BAMS* 

Section 17 of the original, bill, which would have made it 

a Federal crime to conspire to boycott or black-list or to cause a general 

withdrawal of deposits or patronage from or otherwise to injure the busi-

ness or good will of any national bank or State member bank of the Federal 

Reserve System or to rob or burglarize any such bank or to make false 
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statements for the purpose Of Ob tainin^, loans from any such bank or tc conceal 

dissipate, sell, or fraudently dispose cf any personal property which is 

mortgaged tc a member bank wa.s stricken from the bill on the floor of the Hous 

G^TERAL COMMENTS. 

The most remarkable thing about the bill as a whole is that it is 

intended to clarify and moaerniza the National Bank Act, but fails ade-

quately to modernize it and instead of clarifying and simplifying it, it 

makes it much more complicated and ambiguous in many respects. It deals 

only with a few isolated sections of the Act and some of these are ma.de more 

ambiguous and complicated instead of being clarified and simplified. Further-

more, the bill does not touch many of the subjects with respect to which the 

National Bank Act needs to be modernized and does not do many of the things 

which could be done to ena.ble national banks to compete On more equal terms 

with State banks. 

These defects obviously result from the fact that the Dill is a 

piece of emergency legislation and was drawn hastily and vvitn a, view of 

excluding everything which might give rise to much opposition or debate 

except the very important provisions regarding the acute question of branch 

banking. M9ny of the ambiguities result from amendments tacked on from time 

to time to meet the whims of various persons or interests. 

The desirability of revising the National Bank Act so as to clarify 

its complicated and frequently amended provisions and so as to enable na-

tional banks to conform more easily to more modern banking practices and 

compete on a, mere equal basis with State banking institutions has long been 

recognized. These ends could best be accomplished, however, through a complete 
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Revision and codification of the entire Act, based upon a, thoroue^h, scientific 

study made by a committee of banking experts and drafted by experienced spec-

ialists in banking laws. It is too late to attempt this at the present term 

of Congress, however, and this bill with proper amendments should be enacted 

at this Session if the emergency facing the National Banking System which 

the Comptroller of the Currency described in his Annual Report is to be met 

promptly. Even if this bill is enacted, however, a complete, scientific 

revision and codification, of the entire National Bank Act should be undertaken 

at once, and it would be well to add a provision to this Dill authorizing 

the appointment of a commission to errploy experts and draft such a, revision. 

As intimated above, there are numerous matters not touched upon 

in this bill which should be covered in a general revision of the National 

Bank Act in order to enable national banks to conform more easily to modern 

banking practices and to compete on a more equal oasis with State banks and 

trust companies. I shall not endeavor to enumerate all such provisions, but 

shall merely point out a few of the more important ones. 

Separate Savings Departments. 

I feel strongly that the National Bank Act shpulo. be amended 

in such a way as to require national banks which receive savings de-

posits to establish separate savings departments, the assets of which 

would be segregated and kept entirely separate and distinct from the 

assets of their commercial and trust departments. - Under the present law, 

national banks may receive savings deposits, but such deposits are mingled 

with the general assets of the bank, and upon the failure of a bank the 

savings depositors have to share as general creditors along with the 

commercial depositors. Furthermore, savings depositors operate under a 
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contract with the batik: Whereby the "bank may require thirty days' notice be-

fore permitting the withdrawal of savings deposits, whereas commercial de-

positors are not bound by any such restrictions. The result is that in 

the event of a run upon a bank it may exercise the right to require this 

thirty days' notice, thus preventing the savings depositor from withdrawing 

his funds but permitting the commercial depositor to withdraw all of his 

funds. This leaves the savings depositor to share only in such assets as 

remain after the collapse of the bank, which assets frequently are almost 

worthless and of a non-liquid character. This is a great injustice to sav-

ings depositors, who should be given special protection. It could be avoided 

if thd assets of the savings department were segregated from the other 

assets of the bank and the savings depositor were given a prior lien thereon. 

Furthermore, the segregation of savings deposits would be of great ad-

vantage to national banks in States like California which have fully developed 

departmental banking, and would enable them to compete with State banks on 

much more equal terms. Under the present law, many national banks in Califor-

nia find that they are unable to compete with State.savings banks for sav-

ings business and, therefore, are forced to organize affiliated savings banks 

under State law, which is both cumbersome and expensive. 

If separate savings departments were established under proper safe-

guards, national banks could also be permitted to use the funds of such 

departments in making real estate loans to a greater extent than can be 

permitted under the existing law, since safety rather than liquidity is the 

most important requisite for the investment of savings deposits. Real es-

tate loans usually are safer and the only objection to them is that they 

are non-liquid and, therefore, not a desirable investment for commercial 
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If it is not considered desirable to compul all national tanks 

which receive savings deposits to establish separate savings departments, 

a compromise might be effected either by making the establishment of such 

departments optional with the bank or by requiring them to establish such 

departments only in those States in which State banks are required to do so. 

If the establishment of such departments is made optional, any increased 

power to make real estate loans should be conditioned on the establishment 

of such separate savings departments. 

A provision for the organize.lion of separate savings departments 

was contained in the original Federal Reserve Act in the form in which it 

passed the House, but it was stricken out by the Senate. Subsequently, 

I drafted a bill which was introduced in the Senate by Senator Calder. 

This was worked out in great detail and was designed to authorize national 

banks to establish separate savings departments at their option, and upon 

the establishment of such separate savings departments to make real estate 

loans to a greater extent than permitted under the existing law• 

The establishment of separate savings departments has been objected 

to on the ground that it is "departmental banking", and some persons seem , 

to think that departmental banking is a very vicious thing. It seems ob-

vious to me, however, tĥ -i if a bank is to be permitted to follow the 

modern tendency and engage in all the various different classes of banking 

business, including commercial banking, savings banking, trust business, 

and investment business, it would be much safer to require these various 

classes of business to be segregated in separate departments than to 

permit them to be mingled together in the same department. 
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Ac c ep t%: c e Powers. 

Another respect in wLic„ I feel that the national Bank Act should "be 

amended, so as to enable national "banks to compete on a more equal "basis with 

State banks is with respect to their power to issue bankers' acceptances. 

Heretofore Congress has been very cautious in granting this power to national 

banks and has hedged it about with very severe restrictions, because the 

business was new to this country and it was feared that the banks would de-

velop unsound acceptance practices. Today, however, the situation is entirely 

changed. Banks have become better acquainted with the acceptance business and 

it has been found that the Federal reserve banks can effectively discoutage 

any unsound acceptance practices by refusing to discount or purchase on the 

open market acceptances which have been issued on an unsound basis. 

The State of Hew York has recognized the changed situation with 

regard to bankers' acceptances and, in simple and broad terms, has authorized 

State banks to accept for payment at future dates all drafts drawn on them by 

their customers. This has resulted in giving the Uew York State banks much 

greater latitude and a tremendous advantage over national banks in their ac-

ceptance business and has been a source of embarrassment to the national 

banks. 

I would recommend that the first sentence of the sixth paragraph 

of Section 13 of the Federal Reserve Act be amended to read as follows: 

"Any member bank may accept for payment at a 
future date drafts drawn upon it by its cus-
tomers having not more than six months sight 
to run,exclusive of days of grace, and may 
issue letters of credit authorizing the hold-
ers thereof to draw drafts upon it or its 
correspondents." 

Power of Comptroller to enforce compliance with law. 

Another thing which I think should be covered by the bill 
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io the pc^er the Comptroller to enforce conplisnce vvitu the provisions 

of the National Bank Act end the regulations of his office without bringing a 

suit to forfeit the bank's charter, which is a very drastic action and inevitably 

results in the immediate closing of the bank. I feel that the Comptroller should 

oe given po-Aer to bring pressure in less drastic ways to compel banks to comply 

^ith the xaw ana with sound banking practices. Officers and directors of banks 

which violate any provision of the National Bank Act might be made subject to 

fine and imprisonment and .the Comptroller might be given power to forbid any 

b^nk to make any additional loans, pay any dividends, or pay any further salaries 

to its officers until they had complied fully with the terms of the law. Some 

such power as tnis would enable the Comptroller to bring pressure to bear upon a 

bank and would in practice be more useful than the present power to bring a suit 

for the forfeiture of the bank1 s charter, because that action is so very drastic 

tnat the Comptroller hesitates to exercise it, and I understand that it 

has only been exercised in one or two cases, although there is hardly a time 

when many national banks are not violating some of the provisions of the Na-

tional Bank Act and disregarding the admonitions of the Comptroller and his 

Examiners* 

CONCLUSION. 

I feel that this bill needs much clarification and that a number of 

its sections should be amended materially so as to correct the matters criticized 

above. Sections 10 and 17 should be entirely rewritten. If the Board so desiresT 

I shall be very glad to prepare drafts of any amendments which the Board may 

wish to have offered to the Bill. 

Respectfully, 

Walter Wyatt 
General Counsel. 
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