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mrch 12,1925. 

To The Federal Reserve Board Subject: Analysis of the new McFadden 

From Mr. Test - Assistant Counsel. Bill, H. R. 12455. 

This office has "been requested "by the Board to present a legal 
analysis of the provisions of H. n. 12453 which was introduced "by Mr. 
IvlcFaaden in the last few days of the 68th Congress. 

Only 3 sections of the Federal Reserve Act will "be affected by 
the bill in its present fore, sections 14, 16 and 19, and the two most 
important changes which would be ẑ ade in the Federal Reserve Act by the 
enactment of this bill would be the elimination of the provision* whereby 
Federal reserve notes may "be issued against gold as collateral and an 
amendment to the reserve requirements for member banks. 

The first section of the bill E. R. 12455, proposes to amend 
par. (a) of Sec. 14 by taking away from Federal reserve banks the power 
to exchange Federal reserve ndtes for gold, gold coin or gold certificates. 

Sec. 2 of the bill contains a number of amendments to Section 
16 of the Federal Reserve Act, the purpose of which is to eliminate from 
the Act those provisions which authorize Federal reserve notes to be 
issued against gold and gold certificates as collateral security. These 
provisions were added by the Amendment of June 21, 1917, and the effect 
of the proposed amendments to Sec. 16 would be a return to the condition 
existing prior to that time. 

Par. 2 of Sec. 16 would be so amended that neither bills of ex-
change nor bankers' acceptances purchased under the provisions of Sec. 
14, nor gold and gold certificates could be used as collateral security 
for the issuance of Federal reserve notes. Bills of exchange and bankers' 
acceptances purchased under Sec. 14 have been eligible as collateral for 
Federal reserve notes since the amendment of September 7, 1916., 

Par. 3 of Sec. 16 would be amended by striking out the proviso 
that gold or gold certificates held by a Federal Reserve Agent as col-
lateral for Federal reserve notes are to be counted as part of the gold 
reserve maintained against Federal reserve notes, but it is provided that 
gold or lawful money deposited with the Federal Reserve Agent is to 
be considered an offset against Federal reserve notes in active circu-
lation for the purpose of computing the reserve to be carried against them. 

Par. 4 of Sec. 16 requiring Federal reserve banks to maintain 
gold on deposit with the Treasury of the United States for the redemp-
tion of Federal reserve notes would be amended by requiring that not 
less than five per cent of the total amount of notes issued be so main-
tained on deposit with the Treasury, the qualification that the amount 
of gold or gold certificates held by the Federal Reserve Agent as col-
lateral security may be deducted from this five per cent being omitted. 
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Par. 4 of Sec. 16 7/oul& also "be amended "by s t r i k i n g cut the 
clauso which permits the amount of gold or gold certificates held "by 
Federal Reserve Agents as collateral security to be deducted from the 
total amount of outstanding Federal Reserve notes in ccrrouting the 
interest which may be required by the Federal Reserve Board to be paid 
on such notes, 

Par, 6t of S©£> 16 would be amended by eliminating the pro-
vision that gold depositod with the Treasurer of United States 
shall be counted mid considered as if collateral security on deposit 
with the Federal Reserve Agent. It may be noted that the purpose of 
all of the above amendments to Sec. 16 is to eliminate all language 
in the present law which refers to the issuance of Federal Reserve 
notes against gold or gold certificates as* collateral security. 

The 3rd section of the proposed bill would amend Section 19 
so as to make an important change in the present reserve requirements 
for member banks. This change is contained in the amendment to the 
2nd paragraph of Section 19 and would permit a minimum of 60fo of the 
reserve required to be carried with the Federal reserve bank, whereas 
the remainder of such reserve might be held either in the vaults of 
the member bank or with the Federal reserve bank in such proportions 
as the member bank may desire. 

The remainder of the changes in Sec. 19 are largely matters 
of phraseology which are proposed in order to make the remainder of 
this soction conform to the proposed change just mentioned. It may 
be well to note that the portion of the reserve which is maintained 
with the Federal reserve bank, whether it be 60$ or more of the total 
reserve required, must be an actual net balance, while the remainder 
of the reserve is to be held by the member bank in its own vaults. 

There is attached hereto a statement showing in detail 
every change proposed to be made by the Sill, H. R. 12453 in the 
present Federal Reserve Act. 

Respectfully, 

George 3. Vest, 
Assistant Counsel. 

Statement attached. 

G37 
OKC 
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EFFECT OF H. fi. 12453 ON FEDERAL RESERVE ACT. 

X-4311-a246 

March Lc, 1$2$. 

The following is a list of the changes which would be made 
in Sections l4, l6 and 19 of the Federal Reserve Act as it now 
stands, by H. R. 1^453, which was introduced by Mr. Mc Fad den in the 
last few days of the 68th Congress: 

Section 14(a), in 2nd line after words "to make loans thereon" 
the following words omitted: 

"exchange Federal reserve notes for gold, gold coin 
or gold certificates." 

These words were contained in the Federal Reserve Act as originally enacted 
and have remained unchanged since that time. 

Section l6, paragraph 2, line 10, after the word "act" the follow-
ing words omitted: 

"or bills of exchange endorsed by a member bank of 
any Federal Reserve District and purchased under the 
provisions of Section l4 of this act, or bankers' ac-
ceptances purchased under the provisions of said sec-
tion l4, or gold or gold certificates". 

The words underlined were added to the Act by the amendment of June 21, 1917• 

Section l6, paragraph 2, line 15 after the word "security", the 
following words omitted: 

"whether gold, gold certificates or eligible paper." 

These words were a oart of a clause added to the Act by the Amendment of 
June 21, 1917. 

Section l6, paragraph 2, line 21, the word "said" before "Fed-
eral Reserve Board" omitted. 

Section l6, paragraph 3 , line after the word "circulation" 
the following words omitted: 

"provided, however, that men the Federal Reserve 
Agent holds gold or gold certificates as collateral 
for Federal reserve notes issued to the bank such 
gold, or gold certificates shall be counted as part 
of the gold reserve which such bank is required to 
maintain against its Federal reserve notes in actual 
circulation." 
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And the following words inserted in lieu t.:^recf: 

"and not offset by gold or lawful money deposited \i th 
the Federal Reserve Agent." 

Ti^se ch nges v.ould restore this part of the paragraph to the same form 
in Vvhich it was "before the amendment of June 21, 1^17, 

Section ±6, paragraph line 11, the word "out" omitted after "paid". 

Section l6, paragraph 4, line 7> after the word "i .sued" the follow-
ing word* omitted: 

"le^s the Amount of gold or gold certificates held by 
the Federal Reserve Agent as collateral security." 

These words >-ere added to the Act by the Amendment of June 21, 1317* 

Section l6, paragraph 4, line 20, the word "thereon" inserted after 
the words "rate of interest" and after the words "Federal Reserve Board" 
the following words omitted: 

"on only that amount of such notes which equals the 
total amount of its outstanding Federal reserve notes, 
less the amount of gold or gold certificates held by 
tne Federal Reserve Agent as collateral security." 

Tnis change would restore this part of the paragraph to substantially the 
-same form as- it was before June 21, 191?« 

Section l6, paragraph 4, line 26, the word "such" before "notes" 
omitted. 

Section l6, paragraph 6, beginning with the words "so much" in the 
Sth line the remainder of the paragraph is stricken out and the following 
inserted in lieu thereof: 

much ci auci ?oid ".s may be required fcr thu exclu-
sive purrus0^. / the redemption - of ^uch Federal reserve 
notes. r! 

This change would restore this part of the paragraph to substantially the 
same form as it was before June 21, 1917. 

The second paragraph of Section 19 which in the present Act reads 
as follows: 

"Every bank, banking association, or trust company 
which is or which becomes a member of any Federal 
reserve bank shall establish and maintain reserve 
balances with its Federal reserve bank as follows:w 
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has ocen changed by the Bill tc read as follows: 

"Every bank, banking association, or trust company 
which is or which becomes a member of any Federal 
reserve bank shall establish and maintain the fol-
lowing reserves, 6C per centum of which shall in 
each case be held as an actual net balance with the 
Federal reserve bank of its district and the remain-
ing 40 per centum of which shall be held either in 
the same manner or in its own vaults in such ratio 
as it deems expedient." 

Section 19, paragraph (a), line 2, the words "it shall hold ana 
maintain wit.* the Federal reserve bank of its district an actual net bal-
ance" omitted and the word "reserves" inserted in lieu thereof. 

Precisely the same change is made in paragraph (b), and the 
following additional changes are made in paragraph (b): 

The words "provided however that" in the $tn line are 
changed, to "out"; 

The word "hold" in the 10th line is changed to Establish"; 

Tho words "reserve balances" in the 10th line are changed 
to "reserve." 

In paragraph (c) of Section 19 there are the same changes as are 
in paragraph (b) of that section, v.ith the addition that the last 
"thereof" i: changed to "hereof". 

Section 19, 7th paragraph, at the beginning thereof the words 
required balance carried by a member bank with the Federal reserve 
may under the regulations" are changed to read as follows: 

"the reserves required by this act to be established 
and maintained by the member bank may under such 
regulations". 

And in the last line thereof, tile words "the total balance required by 
law is" are changed to read "such reserves are". 

Section 1 9 , paragraph 8 , in the first line, the word "balances" 
is changed to "reserves" and in the last line the words "required bal-
ances with Federal reserve banks" is changed to "reserves. " 

In the 7th line of the 9th paragraph of Section 19 the word 
"Federals-is omitted before "Reserve Board." 

ma j e 
word 

"the 
bank 
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