
X-4353 

338 
The f i r s t m e e t i n g o f the S p e c i a l L e g i s l a t i v e Committee a p p o i n t e d 

by the Federa l Reserve Board upon the recommendation of t h e r e c e n t 

Conference of Governors, was h e l d i n Washington on Monday, June 8, 

1925, a t 1 0 : 3 0 A.M. 

P r e s e n t : Governor Harding 
Governor Strong 
Governor Seay 
Mr. W i l l s 
Mr. T a l l e y 

» Members o f tho Committee 

A l s o P r e s e n t : Governor C r i s s i n g o r 
Dr. S t e w a r t , D i r e c t o r of the Board ' s D i v i s i o n 

of Research and S t a t i s t i c s . 
P r o f e s s o r Sprague, S p e c i a l Research A s s i s t a n t . 

The m e e t i n g was c a l l e d to order "by Governor C r i s s i n g e r , and t h e 

f i r s t b u s i n e s s o f the Committee was to e l e c t Governor Seay a s i t s 

permanent Chairman. 

Thereupon ensued a f u l l d i s c u s s i o n o f the s econd McFadden B i l l 

(H. R. 1 2 4 5 3 ) . The v a r i o u s members o f the Committee e x p r e s s e d t h e i r 

o p i n i o n s on t h e p r i n c i p a l amendments to the F e d e r a l Reserve Act p r o -

v i d e d i n the b i l l , namely, ( 1 ) to p r o h i b i t the u s e o f g o l d a s c o l l a t e r a l 

f o r Federa l R e s e r v e n o t e i s s u e s ; ( 2 ) t o e l i m i n a t e purchased a c c e p t a n c e s 

from t h e c o l l a t e r a l e l i g i b l e a g a i n s t Federa l Reserve n o t e s ; and ( 3 ) 

t o permit member banks to m a i n t a i n up t o 40 p e r c e n t o f t h e i r r e q u i r e d 

r e s e r v e s i n v a u l t . I t was the g e n e r a l o p i n i o n t h a t tho p r o v i s i o n t h a t 

a p o r t i o n of member banks r e s e r v e s be c a r r i e d i n v a u l t i s unwise and 

dangerous, and would i n c r e a s e the p o s s i b i l i t i e s of i n f l a t i o n . I t was 

a l s o brought ou t t h a t i t i s e s s e n t i a l a t t imes f o r the F e d e r a l R e s e r v e 

banks t o e x e r c i s e t h e r i g h t to i s s u e F e d e r a l Reserve n o t e s a g a i n s t t h e 

d e p o s i t or purchase o f g o l d , which i s p r o h i b i t e d i n the b i l l , and f u r t h e r 
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that the b i l l , ill e l iminat ing purchased bankers acceptances from the c o l -

l a t e r a l e l i g i b l e for Federal Reserve notes , i s a discrimination against one 

of the strongest recent developments of American banking. Part icular 

emphasis was l a i d upon the e f f e c t of the proposed amendments on the 

Federal Reserve banks located in the agr icu l tura l d i s t r i c t s , p a r t i c u l a r l y 

those at Atlanta, Minneapolis and Dal las . 

Governor Strong then moved that the Committee adopt the expressions 

contained in the l e t t e r addressed by the Federal Reserve Board to Congress-

man McFadden, under date of May 27, 1925, as fo l lows; 

"Your l e t t e r asking the Board for i t s opinion of the b i l l 
which you introduced pr ior to the adjournment of Congress propos-
ing cer ta in amendments to the Federal Reserve Act has been care-
f u l l y considered by the Board. In general, the two l i n e s of 
modi f icat ion proposed by the b i l l r e la t e to the nature of the 
c o l l a t e r a l to be e l i g i b l e against Federal Reserve note i s s u e s , 
and to the manner in which member banks s h a l l be permitted to 
hold the ir l e g a l l y required reserves . 

"The Board i s not in favor of the proposal proh ib i t ing the 
use of gold as c o l l a t e r a l for Federal Reserve notes , because t h i s 
proposal without increasing the e l a s t i c i t y of the Federal Reserve 
note would introduce complications making i t more d i f f i c u l t f o r 
the reserve banks to meet the country's currency requirements. 
The proposed e l iminat ion of purchased acceptances from the c o l -
l a t e r a l e l i g i b l e against Federal Reserve notes would a l so be un-
des irable in the Board's opinion because i t would c o n s t i t u t e a 
discr iminat ion against one of the most l i q u i d forms of cred i t 
and would be contrary to the reserve system's p o l i c y of encour-
aging the development of an acceptance market i n the United S t a t e s . 
Bankers1 acceptances are not only being used to a large and increas-
ing extent to f inance our fore ign trade more cheaply than was f o r -
merly p o s s i b l e , but a l so have an important p lace in the reserve 
system's open market p o l i c y . 

"Authority for member banks to keep up to 40 per cent of 
the i r reserves in vaul t , as proposed in the b i l l , would have the 
e f f e c t of counting as reserves the currency which the banks carry 
as t i l l money and would make ava i lab le as reserves an addi t ional 
amount of from $400,000,000 to $500,000,000. Such an increase in 
reserve funds would great ly enlarge the lending and inves t ing 
power of member banks and would, therefore , be an inf luence 
toward credi t i n f l a t i o n . A committee of Federal Reserve agents 
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has "boon for more than a yenr making a study of member bank 
reserves d.nd has given careful consideration to the question 
of what, i f any, modif icat ions in the present law or pract ice 
would be des irable from the point of view of the banking system 
as a whole. This committee i s expected to make a report to the 
Board on t h i s subject in the near future . 

"The Federal Reserve Board would welcome the opportunity 
\ of present ing to the Banking and Currency Committee i n d e t a i l 

any information that the Committee may des ire when proposed 
amendments to the Federal Reserve Act are under considerat ion." 

Governor Strong's motion, duly seconded, 
was put by the Chair and unanimously carried. 

The Chair then presented draf t , dated May 12, 1925, of the f i n a l 

report to the Federal Reserve Board of the Federal Reserve Agents 

Committee on Member Bank Reserves. 

After discuss ion, upon motion by Governor 
Strong, duly seconded, i t was voted that members 
of the Committee be furnished with a copy of the 
report of the Committee on Reserves, and that 
they forward to Dr. Stewart or Professor Sprague 
an individual opinion in writing upon the d i f f e r -
ent phases of the report and i t s conclusions in 
general , and that each member of the Committee 
should furnish a copy of such comments to each 
other member. 

Governor Harding then suggested that l a t e r 
in the day the Committee, as a whole, again 
take up the report of the Committee on Reserves, 
and a f t e r discuss ion, the report was l a i d as ide 
with that understanding. 

The discuss ion then reverted to the second McFadden B i l l and the 

s teps which should be taken to formulate i n an argumentative way the 

various object ions to the b i l l . Governor Strong s tated that he would 

l i k e to know what e f f e c t the b i l l would have op the p o s i t i o n s of the 

Atlanta, Minneapolis and Dallas banks, what e f f e c t i t would have on 

the Atlanta bank with reference to the issuance of currency i n Cuba, 
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and a lso what the p o s i t i o n of the Federal Reserve System would have been 

under the b i l l in 1919-1920, when gold was being withdrawn from the Fed-

eral Reserve banks for export. Dr. Stewart suggested that Professor 

Sprague and himself could draw up, for submission to the members of the 

Committee, a ske le ton out l ine of the various .statements and analyses 

which each Federal Reserve bank might be^requested to furnish to the 

Committee, . 

Upon motion, the above suggestion was 
unanimously adopted. 

Discussion then ensued of the f i r s t McFadden b i l l (H.R:8887) which 

passed the House of Representatives at the l a s t s e s s ion of Congress.. 

Governor Harding b r i e f l y advised the Committee o f the p o s i t i o n of 

Senator Glass with reference to the f i r s t McFadden b i l l , as s t a t e d by 

him before a recent convention of the Massachusetts Bankers Assoc ia t ion . 

Governor Strong moved that i t i s the view 
of. .the Committee that any . l e g i s l a t i o n on the 
subject of branch banking should be'expressed 
in a . b i l l separate from that proposing general 
amendments to the National Bank Act or the 
Federal Reserve Act . 

. Governor Strong's.motion, duly seconded, 
was unanimously adopted. 

The Comptroller of the Currency then entered the meeting and joined 

with the Committee in a d iscuss ion of the present s ta tus of the b i l l . 

I t was agreed that a t the afternoon meeting of the Committee consideration 

would be given to the b i l l in i t s present form in an e f f o r t to see to what 

extent the Committee could agree with the various amendments of the National 

Bank Act and Federal Reserve Act proposed, leaving out of considerat ion 

matters r e l a t i n g to branch banking. 
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The Committee then took under consideration a memorandum dated 

May 14, 1925, prepared by Professor Sprague, containing suggest ions 

as to inves t iga t ions which might prove he lpfu l in formulating changes 

in the present law and commenting upon the various provis ions of the 

present H.R.8887. Professor Sprague out l ined in a general way h i s 

ideas on the subject , s t a t i n g that in h i s opinion, a f t e r considering 

the number of bank f a i l u r e s , the question of safe-guarding depositors 

needs to be considered along with any proposals for l i b e r a l i z a t i o n of 

banking laws. He reviewed the various suggest ions for such safe-guards 

^ l i s ted in h i s memorandum, s t r e s s i n g par t i cu lar ly that which provides 

for the segregat ion of a s s e t s against time depos i t s . He s ta ted that sav-

ings depositors are now at a d i s t i n c t disadvantage compared with those 

having demand depos i t s . Governor Strong a l so expressed the opinion 

that the savings depositor, who may be c a l l e d upon to g ive 30 or 60 

days' not ice pr ior to withdrawal, has a most inequitable p o s i t i o n in 

that the choice a s s e t s of the bank are o f t en l iqu idated for the b e n e f i t 

of the demand depositor, while the savings depositor must await the slow 

r e a l i z a t i o n on remaining odds and ends. 

During the above d iscuss ion , Governor Young, a member of the 

Committee, entered the meeting. 

At 1:05 P.M., the meeting recessed f o r luncheon. 

At 2:45 PJM., the Committee reconvened, the same members being in 

attendance as were present at the conclusion of the morning se s s ion . 
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The Chairman then read, from the report of the Federal Reserve 

Agents Committee on Member Banks Reserves the fo l lowing four major 

recommendations for amendments in the reserve requirements of member 

banks: 

"1. Permit the deduction from demand deposi ts of (a ) ex-
changes for c l ear ing house, (b) checks on other banks in the 
same p lace and ( c ) checks in process of c o l l e c t i o n (whether 
with Federal Reserve banks or correspondent banks) according 
to Federal Reserve schedule of time required for c o l l e c t i o n 
of checks. 

"2. Retain the present provis ion of the law that 'the not 
d i f f erence of amounts due to and from other banks' sha l l be 
taken as the bas i s of ascerta in ing the net amount of balance 
due to banks. 

"3. Provide that the reserve required to be he ld against 
net balances due to banks be 10 per cent, f or a l l member banks 
except those in New York City and Chicago. This involves an 
increase from the present requirement of 7 per cent , f or 
country banks. 

"4. Provide that reserve s h a l l be carried against govern-
ment deposi ts a t the same rate as against demand depos i t s ." 

Governors Strong and Harding pointed out that Recommendation No. 

4 r e l a t i n g to reserves against Government deposits was adopted by the 

Committee on Reserves with the understanding that i t would be taken 

up with the Secretary of the Treasury before being formally presented 

to the Federal Reserve Boards 

Af ter d iscuss ion of the above recommendations, 
Governor Strong moved that the L e g i s l a t i v e Committee 
adopt i n pr inc ip l e the recommendations of the Com-
mittee on Reserves, each member reserving the r ight 
to f i l e exceptions to any part i cu lar point with Dr. 
Stewart or Professor Sprague, and that the Committee 
proceed upon the theory that in general the report 
represents the ideas of the Legislatives Committee 
as to modi f icat ions in reserve requirements. 

Governor Strong*s motion, being put by the Chair, 
was carried. 
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Governor Seay s ta ted that he would l i k e 
to have i t understood that h i s reservat ion re-
l a t e s to Paragraph 1, and Governor Harding 
advised that h i s object ion was to Paragraph 4, 
which he thought to "be unnecessary. 

Attent ion was c a l l e d to the fac t that no d e f i n i t e ac t ion was taken 

at the morning se s s ion with regard to the suggestions contained in 

Professor Sprague1 s memorandum, dated May 14, 1925, for inves t i ga t ions 

as to the n e c e s s i t y of changes in the National Bank law looking toward 

the safe-guarding of deposi tors . 

Governor Strong moved that the Committoe 
record i t s e l f as be l i ev ing in the pr inc ip le 
of a f ford ing bet ter protec t ion to savings de-
p o s i t o r s of member banks, and recommend that 
s teps be taken at once looking to such protec -
t ion , by the segregation of a s s e t s or otherwise. 

Governor Strong's motion, duly seconded, 
was put by the Chair and unanimously carried. 

The Committee then proceeded to consider various amendments con-

tained in the f i r s t McFadden b i l l (H.R.8887) as fo l lows: 

1. The amendment to Sect ion 5150 of the Revised Statutes 
providing that the board of d irectors of a National bank may 
designate a d irector in l i e u of the President to be Chairman 
of the Board. 

Upon motion by Governor.Strong, the above 
amendment was unanimously approved. 

2 . The amendment to Sec t ion 5136 of the Revised Statutues 
providing f o r indeterminate charters for National banks, rather 
than for 99 year charters . 

Upon motion by Mr. Wil l s , the above amend-
ment was approved. 

In t h i s connection Governor Harding s ta ted 
that i n h i s opinion an amendment should be in tro -
duced to the b i l l to provide a l so f o r indeterminate 
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c h a r t e r s f o r F e d e r a l Reserve banks . 

3. The amendment to Sect ion 3 of the Consolidation Act 
of November 7, 1918, s impl i fy ing the procedure i n the consol ida-
t ion of State and National- banks.-
* 

Upon motion of Governor Strong? i t 
was voted to approve the above amendment, 
with the exception of those provis ions re -
l a t i n g to branch "banking, 

4 . The amendment to Sect ion 5137 of the Revised Statutes 
providing f o r the purchase of real e s t a t e by a National bank 
such as s h a l l be necessary f o r i t s accommodation in the trans-
a c t i o n of business rather than f o r immediate use as a t present 
provided. 

Upon motion by Governor Strong, , i t was 
voted to approve the above amendment. 

5 . The amendment to Sect ion 5142 of the Bevised Statutes 
providing for s i m p l i f i c a t i o n of the process of cap i ta l increase 
by s tock dividends. 

Upon motion by Mr. Wil ls , i t was voted 
to approve the above amendment. 

6. Amendment to Sect ion 5138 of the Bevised Statutes 
authoriz ing the chartering of National banks in out ly ing sec-
t i ons of large c i t i e s with a cap i ta l of $100,000. 

Upon motion by Governor Young, i t was 
voted to approve the above amendment. 

7. The amendment to Sect ion 22 of the Federal Beserve 
Act r e l a t i n g to t h e f t s by National bank examiners. 

Upon motion by Governor Strong, i t 
was voted to approve the above amendment. 

8. The amendment to Sect ion 5211 of the Revised Statutes 
granting authori ty for the s igning of reports of condit ion by 
the v i ce pres ident or a s s i s t a n t cashier . 

Upon motion by Governor Strong, i t 
was voted to approve the above amendment. 

9 . The amendment to Sect ion 5208 of the Bevised Statutes 
r e l a t i n g to the c e r t i f i c a t i o n of checks. 
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Upon motion by Governor Strong, 
i t was voted to approve t h i s amendment 
in p r i n c i p l e , with the thought that im-
proved phraseology night be suggested. 

10. The amendment to Section 13 of the Federal Reserve 
Act providing that National banking as soc ia t ions may engage 
in s a f e deposit bus iness . 

Upon not ion by Governor Harding, i t 
was voted to approve the above amendment. 

11. The amendment to Sect ion 24 of the Federal Reserve 
Act to authorize any nat ional banking a s s o c i a t i o n to engage i n 
the business of purchasing and s e l l i n g investment s e c u r i t i e s . 

After discuss ion, Mr. Talley moved that 
Governor Strong and Mr. Wil ls be appointed a 
sub-committec to make an inves t iga t ion of 
t h i s matter, embracing comparisons of the 
provis ions of the amendment with good s t a t e 
bank laws on the subject , the sub-committee 
to col laborate with Professor Sprague in the 
study. 

Mr. Ta l l ey i s motion, duly seconded, was 
unanimously carried. 

12. Discussion then ensued of the pract i ce of certa in 
nat ional banks of rece iv ing s e c u r i t i e s f o r safe-kcoping, f o l l o w -
ing which Mr. Wil l s made the fo l lowing motion: 

That the Committee recommend to the Comptroller 
of the Currency that he consider whether regula-
t i ons should not be promulgated in h i s o f f i c e 
governing safe-keeping by National banks, or 
whether l e g i s l a t i o n should not be requested 
covering t h i s matter. 

Mr. Wi l l s ' motion, duly seconded, was 
unanimously adopted. 

13. amendment to Sect ion 24 of the Federal Reserve 
Act lengthening the-maturity period of c i t y real e s t a t e loans 
by National banks from 1 to 5 years, a l lowing such loans anywhere 
wi th in the Federal Reserve d i s t r i c t , as wel l as within a 100 mile 
radius as at present , opening t h i s business to the banks of cen-
t r a l reserve c i t i e s , and increasing the amount t.o which such loans 
may be made from 33 l / 3 per cent to 50 per cent of the National 
bank's time depos i t s . 

Mr. Wil ls moved approval of the amendment, 
except the provis ion increasing the amount of 
such loans which may be made, and that i t i s 
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the view of the Committee that such amount 
should remain at 33 l / 3 per cent of time 
depos i t s . 

Mr. Wills'*motion, duly seconded, was put 
"by the Chair and carried, Mr, Talley vot ing 
"no". 

14. The amendment to Section 24 of the Federal Reserve Act 
providing that the rate of i n t e r e s t which National "banks may pay 
upon time depos i ts , or upon savings or other depos i t s , s h a l l not 
exceed the maximum rate authorized for State "banks or t rus t 
companies organized under the laws of the State in which the 
National "bank, i s located . 

Af ter d iscuss ion, Governor Young moved 
that i t i s the sense of the Committee that 
i t i s not prepared to pass upon the amendment 
referred to . 

Governor Young's motion, duly seconded, 
was put "by the Chair and unanimously carr ied. 

The amendments to Sect ion 5200 of the Revised Statutes were not 

considered "by the Committee f o r the reason that i t was understood 

they would be the subject of further inves t iga t ion by Professor 

Sprague. 

The meeting adjourned at 5:30 P. M. 

Secretary. 

Chairman 
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