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FEDERAL RESERVE BAVK
OF BOSTON
Frederic H. Curtiss
Chairman Jenuary 29, 1932

Hon. Eugene Meyer, Governor,
Federal Reserve Bocard,
Washington, D. C.

Dear Governor Meyer:

Following your request by telegram I am giving herewith my views on the
proposed Bill (S. 8215) introduced by Senator Glass. I may say at the
beginning that I am wholly in sympathy with the purposes of this Bill
and that my suggestions or criticisms are to be accepted from that point
of view.

l. I have no comment to make on Section 2.

2. It would appear to me that Section 3 is too inelastic in its pirovision.
As long as securities and collateral loans are allowed in the National Bank
Act as proper investments for National banks, and also in State lars for
State banks, the Federal Reserve Bank should not be prevented from giving
assistance in reasonable instances. For instance, when a member bank had
heavy withdrawals of deposits, it is importent that it should be enabled
to borrow vending liquidetion of its securities or collateral loans. I
believe the same purpose could be accomplished if that section should read
as follows:
"The Federal Reserve RBoard shall prescribe regulations further defin-
ing and regulating tiie use of the credit facilities of tue Foderal
Reserve System within the limitations of this Act, and especially
with the view to the improper use of such credit facilities extended
to member banks for the purpose of making or carrying loans covering
the investments or facilitating the carrying of, or trading in,
stocks, bonds, or other investment securities other than obligations
of the Government of the United States.!

3. It would appear to me that the danger that Section 4 proposes to cover
is not only remote but is provided for in Section 11(f), which provides that
the Federal Reserve Board may remove any director of any Federal Reserve Bank.

4. Section 5 as at present drawn would appear to be an emergency measure to
meet the present condition. As now drawn it would tend to weaken the Federal
reserve banks. (The Federal Reserve Bank of Boston has been obliged to draw
on its surplus account to meet dividends the past two years, and similar
conditions exist in other Federal reserve barks.) Under the proposed plan

a Federal reserve bank could not build up any surplus from now on. I would
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suggest therefore, in lieu of Section 5, The first paragraph of section

7 of the Federal Reserve Act,
as amended, be amended to read as follows:
Mafter all necessary .xpenses of a Federal reserve bank shall have
been paid or provided for, the stockholders shall be entitled to
receive an annual dividend of 6 per centum on the paid-in capital
stock, which divideand shall be cumulative. After the aforesaid
dividend claims have been fully met the net earniags, boginning
with the net earnings for the year ending December 31, 1932, shall
be paid to the Federal Liquidating Corporation provided for in
Section 12B of this Act, and shall be used by the said corporation
for carryiag out the purposes of such section, except that the
whele of such et earnings shall be oput into a surplus fund until
1t shall amount to 100 per centum of the subscribed capitael of the
bank."

5. Section 6. I would suggest the omission of lines 4 and 5 on page 7,
which reads "They shall also comply with all the requirements of tlhiis Act".
I think if the power is iven to tlie Federal Reserve Board to handle this
particular section it would be an advantage.

On this same page 7, lize 22 and 23, I should omit "during the period of two
years". I see 10 reason why this provision should not begin at oace and be
coantinuous.

6. Section 7. I think it would be an advantage to have an uneven number
of mewbers of the Federal Reserve Board. I also wonder if it might not
relieve the burden of the Comptroller of the Currency if he were not a
ncmoer ex officio.

7. Scction 8. I approve in priaciple.

8. Section 9. While I am sympathetic w7ith the purposes which this section
endeavors to meet, I think during the past year or so I have come to the
conclusion that it is the volume of credit in use rather than the character,
not the way in which credit is extended. I do not believe that this will
meet the particular purpose for which it is designed. On the one hand, it
would prevent a bank extending collateral loans for use in commercial
purposes, on the other hand, it might tcnd toward the use of single-named
notes to be used for speculative purposes. The provision that loans to an
individual should not be in excess of 10 per centum of the unimpaired capital
and surplus of such bank is i accord with other similar restrictions con-
tained in the present Natiom 1l Bank act.

9. Section 10. I suggest that lines 15 and 16 be changed to read "upon
unanimous consent of members of the Federal Reserve Board present and
not less than five (5)"
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Page 14, lines 3 and 4. I suggest that the following chinge be made -
omit "vith a suitable trustee" and substitute therefor "with the Federal
Reserve Bank". Pp. 1l4Lines 8,9,10,11 and 12, omit "one-half of 1 per
centum a month for the first period of ninety days of the life of such

advance, and thereafter the rate of interest shall be increased by

one~-fourth of 1 per centum a month for each succeeding period of
ninety days or fraction thcreof." Insert in place thereof "1 per
centum above discount rate."

10, Section 11. ILines 15 and 16, omit "at the time of making the loan
of at least 20 per centum more" and insert "a 20 percent margin shall
be maintained of at least 20 percent during the life of such loan.

11. Section 12A(a)Lines 6, 7 and 8, omit "of the Governor of the Federal
Reserve Board and as many additional members as there are" and insert
"one representative from each RFederal Reserve Bank!,

Line 10. Insert after "member" "and an alternate'. )

Lines 17,18,19 and 20, omit "In the absence or inability of
the Govermor of the Federal Reserve Board to act at such meetings the
Board shall designate the vice governor or some other member of the
Board to act in place of the governor!", and insert "The Federal Open
Market Committee shall elect annually one of its members as a Chairman
and one of its meumbers as a Vice Chairman."

Section 12A(b) Line 23 after "committee" insert "and the approval of
he Federal Reserve Board.

Section 124 (d). I telieve if the Federal Reserve System is to work
as a system, every Federal reserve bank should be obliged to accept
the conclusions of the Federal Open Market Cormmittee. That each
Federal reserve bank should share in the gains or losses on some pro
rata basis to be fixed by the Federal Open Market Cormittee on every
open market operation, to include bankers!' acceptances, Government
securities, and advances to other central banks.

12. Section 12B (¢). ILine 1, page 19 omit "one-fourth of the surplus of
such bank on Decerber 31, 1931", and insert "any surplus over and
above 100 per centum of its capital at the date of the passage of this
Act and any additional earnings before provided for in this Act."

13. Section 13. I recomuend that this entire section be omitted. This is
largely an operating matter and would work hardship on the member banks
and Federal rescrve banks, and would accomplish little.

14, GSection 14. I have no comments,
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15. Section 15. Page 30, lines 20,21,22 and 23 "(except promissory notes
of member banks acquired under the provisions of the seventh para-
graph of such section 13 secured by thie deposit or pledge of bonds
or notes of the United States)." I believe this provision should be
oriitted as it would seriously interfere with the Treasury financing
and dangerously restrict the issuance of Federal reserve notes at
this time. It night be advisable if this section is continued to
add "except with the permission of the Federal Reserve Board."

16. Section 16, (1) and (2) I believe very strongly in the general
principles of definitely specifying the types of deposits, of demand,
time, savings and thrift, and the segregating of assets a proper one.
One reserve for demand and time deposits would be desirable, as it is
less liable to evasion. On the other hand the provisions for in-
creasing reserve requirements are too violent and would therefore
act as a deflationary measure for the years specified for adjustment.

I would prefer the forrmla developed by the Cormittee of the Federal
Reserve Systen, but in lieu thereof suggest that the principles laid
down by this bill for the designating of certain characters of deposits
be adopted without any change in the reserve requirements, member banks
being given a reasonable time to rizke changes in the character of swh
deposits, possibly a year, and that then the Federal Reserve Board be
required to fix a percentage of reserve against such deposiés, so that
the entire reserve required would be a less burden than innmediate
adjustrents would entail,

Sec. 16. (e) page 38, lines 10,11,12,13,14,15,16,17,18,19, omit
unless the Federal Reserve Board shall have first authorized by
general order the making of such sales or transfers within such
district or between such district and another Federal reserve district,
but no such sale or transfer shall be made by any such bank without
first charging and reserving a fee to be fixed by the Federal Reserve
Board on the basis of the rate of discount then charged upon ninety-
day paper by the Federal reserve bank of the district in which the bank
naking such sale or transfer is located," Insert in place thereof

"if said selling nmeber bank is indebted to the Federal reserve bank."

17. Section 17. Wo co.ment.

18. Section 18. Page 43 Lines 17 to 21, onit "nor shall the total amount
of the securities so purchased and held for its own account at any
time exceed 15 por centwa of the anount of the capital stock of such
association actually paid in and uninpaired and 25 per centun of its
unimpaired surplus fund." This would place a serious handicap on
banks in this district,

19, Section 19. No cormeat.
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20. Section 20, No comment.
2l. Section 21. Line 8, insert after the word "officer" "except a director".
22. Sections 22, 23, 24, 25, 26, 27, 28, 29, 30 and 31. No corment.
23. Section 32. Page 59 line 7, omit "That during the period of two years!,
24. Section 33. No comment.
This Bill is very long and complicated, and the time that I have
had to analyze its provisions has been very limited. I trust, however,
that the suggestions that I have made will be helpful.

I am,

Very truly yours,

(8) TFrederic H. Curtiss
Federal Reserve Agent.

FHC/D
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Hon. Eugene Meyer, Governor,
Federal Reserve Board,
Washington, D. C.

Dear Governor Meyer:

In reply to your wire of January 26 requesting me to study
thoroughly and carefully Senate Bill Nc. 3215 introduced by Senator Glass
on January 21, 1932, I advise that I have attempted to do so but the bill
covers so many things that I feel I should have more time but inasmuch as
your telegram requests that a reply be in your hands nct later than three
o'clock Washingtom time tomorrow, I am offering the following:

Pages 1, 2, 3 and 4 up to line 7 has to do with the definition
of affiliates, holding companies and subsidiaries and the meaning of the
word "commerce". I have no objection to offer to these sections.

- Sub-sections f, g and h on page 4, lines 7 to 17 inclusive,
define demand, time and thrift deposits. If reserve requirements are
going to be based upon the percentages provided fer in the proposed Glass
bill, I have no objection to offer to these definitions.

Lines 21 to 24, page 4, suggest the following addition to Sectiomn
4 - "obut only if such discounts, accommodations and advancements are intended
for the accommodation of commerce, industry and agriculture", ¥From a
practical standpoint I do not beligve that this is possible. From my ex-
perience in lending credit for a Federal reserve bank, I have found that in
practically every case credit is advanced to individual member banks because
of a reduction.in deposits, and frequently the credit is retired because of
an increase in deposits. When there is a reduction in deposits, temporarily
at least, the banks borrow. Under these conditions, it is impossible to
state whether or not the proceeds are used for the accommodation of commerce,
industry or agriculture. I, therefore, would also be opposed to the
additional provision starting with line 24, page 4, and ending with the word
"States" on line 7 page 5.

I have no objection to the additional language starting on line 7
and ending with the words "action in the matter" on line 14, page 5.

I am opposed to the discreticnary penalty permltted starting on
line 14 and ending on line 18 on page 5.

Lines 19 to 25 on page 5, and lines 1 to 6 on page 6, would
prohibit member banks owned by holding companies or affiliates from voting
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for directors in a Federal reserve bank. This provis%o%??gm;ut in to
preveat any one holding company or affiliate from securing a majority
representation on the board cf directors ef a Federal reserve bank. It
seems to me that where the Federal Reserve Board appoints three of the
directors of each Federal reserve bank, and a small $25,000 bank has as
much of a vote as a tien million dollar tank, the chances for group control
are very remote. I therefore feel that this provision is unneeessary and
too severe on certain member banks even if they are owned by affiliates.
Furthermore, it seems: to me that this provision would make the election
of directors cumbersome and filled with confusion.

Lines 7 to.18 inclusive on page 6 has to do with the payment
of dividends to membe? banks and, to a degree, provides for funds for a
Federal Liquidating Corporation. The language of the proposed amendment
eliminates that part of the section of the Federal Reserve Act now creat-
ing a surplus, and as far as I can observe no provision is made in any
other part of the proposed bill for the further accumulation of a surplus.
I assume that this was an oversight.

For many years the member banks have felt that they were en-
titled to a larger division of the earnings of the Federal reserve banks
as, when and if earned. I have leaned strongly that way for the past
two or three years and I think my views are shared by many associated
with the System and, of course, by the great majority of our member banks.
I believe an amendment to the act permitting larger dividends to member
banks as, when and if earned, should be recommended.

The creation of a Federal Liquidating Corporation is offered in
lieu of payment of additional dividends and I do not believe that this will
prove an incentive for state banks to join the System or for present member
banks to continue membership. The creation of a Federal Ligquidating Cor-
poration may have some merits but a rough estimate convinces me that the
liquidating value at the present time of the amount involved in closed
banks is far in excess of what the System could do under the proposed legis-
lation, and someone would have to go without. Therefore, if a Federal

' Liquidating Corporation js desirable it would be far better to permit a
"~ liquidating corporation to purchase the claim of a depositor against the
Receiver of a closed bank rather than attempt to do it collectively. A
comparison by specific example of what the Glass bill proposes and an
alternate prcposal will bring out the reasons for my suggestion:

(1) Glass proposal. A bank closes with a million dollars of deposits. A
committee set up by the Liquidating Corporation determines that $600,000
can be recovered on the assets of the bank within a reasonable length cf
time, making due allowance for interest on the advances, they would give
the Receiver $500,000 in cash. The Receiver in turn would distribute the
funds so received to the depositors. Commercial depositcrs and the needy
could and, of course, would use the money so received but inasmuch as the
majority of deposits in closed banks represent savings depcsits, these
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persons would have no need for the money because that was why they were
savings depcositors in the first place. When they received the money from
the Receiver they would invest it, deposit it in another bank or hoard i%.
It would be my guess that the majority of them would hoard it under

conditions that exist at the present time.

(2) Alternate plan. The same as above except the Liquidating Corporaticn
would not advance $500,000 in cash in one lump sum to the Receiver but
would say to anyone that had a claim against the Receiver that it would
advance 50 per cent of the claim upon proper assignment, collect 6 per
cent during the period of liquidation, and agree to return to them every-
thing over this amount at time cf final liquidation. The commercial de-
positors and the needy would of course accept the proposal but it is my
guess that the great majority of savings depositors would not because
when they are given the assurance by a definite offer from a reliable
source that their deposit is worth a certain amount and prebably more, it
will allay their fears and they will feel their money is just as safe in
the Receiver's trust as it would be anywhere else, and for the further
fact that they would not care to pay 6 per cent to get a part of it. To
be concise, this alternate proposal would in my opinion take far less
money, result in less hoarding, and everyone would be better satisfied.

I have no objection to the language starting with line 19
page 6 and ending on line 18 page 7, except lines 4 and 5 on page 7 which
contain the following sentence: "They shall also comply with all the
requirements of this act applicable to National Banks". This would require
a more careful study with legal assistance before making a commitment.

I have no objection to the language starting with line 18 page
7, and ending on line 7 page 9, except the following which appears on
lines 22 and 23, page 7: "..... during the period cf two years after this
section as amended takes effect.....". It seems to me that this should
be permanent.

I have no cbjection to the language starting on line 7, page 9
and ending on line 6, page 12. In meking this statement, I am not unmind-
ful of the fact that at one time I vigorously advocated the continuance
of the Secretary of the Treasury as a member of the Federal Reserve Board.
My reason for now agreeing to his elimination is because the Secretary of
the Treasury is an extremely busy man and unable to attend the Board meet-
ings regularly, and for the further reason that for a long time I have
felt that the Board should be composed of an odd rather than an even number.

I cannot approve of the language starting on line 6 and ending
on line 16 on page 12, until the question of reserves has been settled.

I object to everything starting with line 17 on page 12 and
ending on line 11, page 13, for the reasons already furnished.
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The amendment suggested between line 15 on page 13 and line
23, page 14, I believe to be a step in the right direction. Personzlly,
as the Board already knows, I would prefer to go further but at the same
time this should be helpful, I do not believe that a definite higher
rate should be fixed by law and, furthermore, I do not believe in a
progressive provision. Provision for a higher rate seems to me to be
sufficient. I also believe that it would be far better to change the
language so that a reserve bank could accept the secured note of a member
bank guaranteed by the group rather than accept the unsecured joint note
of a group.

I do not believe that acceptances should be included in the
ten per cent limit provided for in the amendment starting on line 24,
page 14, and ending on line 25, page 15.

I am opposed to the suggested amendment starting with line 1
on page 16 and ending with line 25 on page 17, because I believe that if
Section 14 is amended as suggested by the Glass bill starting with line D
on page 28 and ending with line 25 on page 28, such an amendment would
clarify any misunderstandings there have been in the past as to the Board's
, authority and veto power over open market operations, particularly in
reference to U. S. government bonds. The open market policy committee
could continue as a voluntary organization, the autcnomy of the several
reserve banks would be maintained, and there would be no question about the
Board's veto power. Furthermore, disclosure of transactions that are
extremely confidential would not by law be made a matter of public record.

As stated earlier in this letter, I am not entirely in accord
with the creation of a Federal Liquidating Corporation and, therefore, at
this writing can not approve of the proposals contained in the language
starting with line 1 on page 18 and ending with line 10 on page 27.

I am opposed to the proposed amendment to Section 13, starting
with line 14 on page 27 and ending with line 13, page 28, first because I
object to the one per cent higher rate and second, because I do not believe
that the making of certain collateral loans by a member bank should be
dependent upon what the member bank owes a Federal reserve bank on a 15-day
collateral note. If it is desirable to curb speculative loans, it seems to
me that it would be much better to apply the brakes to the member bank
rather than attempt to do it in a circuitous way through the Federal reserve
bank.

As previously stated I approve of the proposal contained in
lines 19 to 25 on page 28.

I object to the amendment proposed starting with line 4 on page
29 and ending with line 7 on page 30 because it takes the initiative power
away from the Federal reserve bank and prcvides for restrictions that for
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all practical purposes would make negctiations impossible. The amendment
suggested by Senator Glass to Section 14 it seems to me, gives the Board
all the supervisory powers that are necessary.

In the amendment proposed starting with line 11 page 30 and
ending on line 2, page 34, I am opposed to the precvision which excludes
promissory notes of member banks secured by U. S. govermment obligations
as eligible for collateral security for Federal reserve notes.

I am also oppcsed to the change suggested in lines 18 and 19
on page 31 which reads as follows: "...not offset by gold or lawful
money deposited with the Federal Reserve Agent“.

The amendment suggested starting with line 5 page 34 and exding
with line 22 page 37, has to do with reserves. I like the idea of eventu-
ally having demand deposits and time deposits carry the same reserves and
I would even go so far as to include thrift deposits so that there would
be a flat reserve for all deposits, with some discrimination between
Federal reserve bank cities, branch bank cities, other reserve cities and
others. I also believe that further consideration should be given to the
formula developed by the reserve committee of the Federal Reserve System.

The provisions starting with line 6 page 38 and ending with
line 5 page 32, have to do with dealings in Federal reserve funds and
while I can not agree with the suggested amendments, because I believe
them to be tco severe in normal times, never theless I have felt that
dealings in Federal reserve funds might some day become a menace. I
therefore believe I would be willing to give further ccnsideration to an
amendment that would give power to the Federal Reserve Bcard to deny to
certain specific banlzs the right of dealing in Federal reserve funds.

Starting with line 18 on page 39 and ending with line 25 on
page 41, the bill relates to real estate loans and the segregation of
assets against time or thrift deposits. I am not in agreement with the
sentence - lines 6 to 10 on page 40 - which reads as follows: "Such
valuations shall be revised by the Comptroller of the Currency at the time
of each examination of the bank making the loan and he shall have power
to order changes therein and to require the adjustment of loans to such
revised valuations". It seems to me that this is impractical. If a bank
made a farm loan for five years in accordance with the terms of the act
and two years later the value of the farm land back of the security de-
preciated say forty per cent, I do not see how the bank could adjust the
loan because it is not due for three years, and the bank would have no
legal demand on the maker. The only thing the Comptroller cculd do would
be determine whether or not the loan was good and if not entirely good,
what propertion of it was good, and request the bank to charge off accord-
ingly. Under the present law he now has ample authority to follow this
procedure,
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I am not thoroughly convinced that the segregation of assets
against certain deposits is a good thing where a bank does both a commercial
and savings business. Obviously it works to. the advantage of those having
time denosits and at the same time is a disadvantage to the commercial
depositor in the event of failure of the bank. Perhaps that should be
so in so far as the thrift depositor is concerned, but when a corporation
deposits a large amount with a bank that has the customary 60-day clause,
I do not believe that the corporation should receive a preference over
another corporation that possessed a demand deposit. If $5000 is to be
the 1limit on thrift deposits it seems to me that the same limit should
apply on time deposits.

The amendment suggested starting with line 1 page 42 and ending
on line 10 page 42, might make it impossible for a state member bank to
comply at the same time with the provisions of its State law and of this
section if there were a conflict between the two laws. For instance,
in Massachusetts a trust company is required to segregate assets against
savings deposits but not against certain other time deposits.

I have no objection to the wording of the proposed amendment
starting on line 14, page 42 and ending with line 15 on vage 44, except
the following which starts on line 24 on vage 43 and ends on line 4 of
page 44, which reads as follows: "No such association shall purchase or
hold any obligation of any corporation unless such corporation and any
oredecessor thereof earned for each of the five years preceding such pur-
chase at least 4 per centum upon the outstanding capital stock of the
corporation”. If I understand this correctly, it would mean that a
national bank would be prohibited from buying bonds of a corporation that
was not earning 4 ver cent on a very heavy capitalization but might be
earning its interest charges many times over on a very small bonded
indebtedness. This seems too severe and I will recommend that this
clause be eliminated. '

I am in agreement with the amendment suggested starting with
line 19 on page 44 and ending With line 7 on page 45.

I am somewhat in sympathy with the suggestions contained
in the amendment starting with line 10 on page 45 and ending with line
7 on page 46, but do not believe the present the opportune time for its
adoption.

I am somewhat sympathetic with the language which starts on
line 8 of page 46 and ends with the word "business" on line 14 of page
46, but prefer to have more time to consider before making a definite
committal. If the succeeding language which reads that ...."no national
bank or member bank shall perform the functions of a correspondent bank
on behalf of any such individual, copartnership, unincorvorated associa~
tion or corporation" means that they could not even accept deposits, I
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am very much opposed to this pfo#isioﬂs the last clause starting on
line 17 and ending in line 21 I do not understand.

The language of the oroposed amendment o
starting on line 24 of page 46 and ending with line 8 on page 52 places
certain limitations and restrictions on voting privileges of share-
holders of national banks which, in my opinion, would temporarily deoprive
certain individuwals, affiliates, holding companies and other corpora~
tions from justified voting privileges and eventually make it impractic-
able for affiliates, corporations and holding companies to continue as
stockholders in member banks. It seems to me the enactment of this
amendment would have the effect of driving a vast number of both national
and state member banks out of the System and I am opposed to it.

The amendment suggested starting with line 11 on vage 52 and
ending with line 13 on vage 53 has to do with the establishment of branches
by national banks. I believe this to be a step in the right direction
but if I understand the language of the amendment correctly it would
only nermit national banks the extended privileges of establishing new
branches outside of the city of the parent office where the State law
permits it and inasmuch as there is no amendment to Section 9 of the
Federal Reserve Act in the Glass bill, State member banks although per-
mitted by State law to establish new branches outside of the city in
which the parent State member bank was located could not now establish
them and continue as members under Section 9.

I also want to throw out the suggestion that no branches
should be established anywhere except with the aporoval of the Federal
Reserve Board in addition to that of the Comptroller of the Currency,

The amendment suggested starting with line 16 on page 53 and
ending with line 9 on page 54 has to do with interest rates that a
national bank may charge and I see no objection.

Lines 10 to 24 inclusive on page 54 have to do with the rate
of interest which a national bank may pay devositors. I am omvosed to
all of these restrictions because I am convinced that no national bank
could compete with other institutions.

I would want more time to study the amendment suggested
starting on line 4 page 55 and ending on line 6, before making a
definite commitment, but my impulsive thought is that it is too
severe.

The suggested amendment to Section 52 starting on line 9 of
page 52 and ending with line 20 discriminates in specific cases as to
the amount that may be lent by a national bank under the various excep-
tions to Section 5200 and with United States Government bonds as
security, and if I have interpreted it correctly it discriminates
against certain livestock loan companies. I am, therefore, opposed
to this section.
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The amendment suggested starting with line 24 on page 55
and ending on line 8 on nage 56 appears to be to severe.

The proposed amendment starting on line 9, page 56, and
ending with line 19, I do not thoroughly understand and I cannot com-
ment upon it at this time.

I am eopposed to the language to the amendment starting on
line 20 of page 56 and ending with line 4 on page 357, for the reasons
given previously under comments on sub-section M. I approve of the
language of the proposed amendment starting on line 8, page 57 and
ending on line 15 page 58. I am opposed, however, to the language
starting on line 15 on page 58 and ending on line 3 of page 59 because
I believe it is just as unreasonable to publish the portfolio of an
; affiliate as it would be to require national bank to publish its

vortfolio.

The language of the proposed amendment starting on line 7
of page 59 and ending with line 2 on page 60 provides for examining
affiliates which I favor and I believe that certain penalties should
be resorted to in the event of refusal to permit such examinations.
I am opposed, however, to authorizing the Comptroller of the Currency
to publish revort of his examinations of any national banking association
or affiliate under any condition. ‘

The proposed amendment starting with the language on line 8
of page 60 would, in my opinion, prohibit many desirable people from
being directors in national banks but would apparently permit the
same people to be directors of a State member bank.

The language in the prorosed amendment starting on line 16
of page 60 and ending on line 24 on page 60 is difficult to internret
but if it means, for example, that the Canadian Bank of Commerce can-
not lend on a promissory note secured by collateral payable in
American dollars in this eountry, or if a cormoration cannot lend its
own employees, secured by its stock, on a partial payment plan, I be-
lieve the language of the provosed amendment to be too severe.

The language of the proposed amendment starting on line 1
on page 61 and ending with line 12 on 9age 61, if I interpret it
correctly, would prohibit a corporation from devositing with a private
banker, or a country elevator company from carrying an unsecured credit
balance with a city elevator company, or a corporation or bank from
carrying a deposit with a foreign bank or other corporation, etc. I,
therefore, am opposed to the amendment.
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Hon. Eugene Meyer -9~ January 29, 1932

As stated in the opening naragraph of my letter, I feel that
I should have had more time and assistance in analyzing this pronosed
bill or to apporaise the ultimate effect of many of its provisions, and
such views as I have expressed are therefore necessarily subject to
such revision as a further study of the bill may suggest to me.

Yours respectfully,
(Signed) R. A. Young

R. A. Young,
Governor.
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FEDERAL RESERVE BANK OF PHITADEIPRIA
rErEoRrAl
Philadelphia 11:20 A Jan 30
Governor Meyer: Washington.

In Governor Norris! absence I am replying to your inquiry concerning

the Glass Bill,

The bill provides so many radical changes affecting current practices

and relations of banks and other corporations, that I hope all of its

provisions can be subjected to further careful study by financial

experts.

Federal reserve member banks could hardly compete with onmember banks

if the provisions of the Act were put into effect.

The restrictions on affiliates as defined might greatly disturd useful

corporations whose activities are beyond criticism.

Its limitations on advances and discounts for member banks might bar

many members doing a conservative banking business from exercising their

privileges in providing funds to restore their legal reserves.

Many of the powers conferred on the Reserve Boerd and the Comptroller

of the Currency appear to be extreme and threatening.

Many bankers would look upon many of its provisions as unreasonable

restrictions to a legitimate banking business.

The recommendations of the Federal Reserve System's committee on legel

reserves should be substituted for the plan in the bill.

State bank members mould object to being subjected to examinations

by the Comptroller.

The provision of a Federal liquidating corvoration seems admirable, but

would it not be better to provide funds in some other way than cutting

into the Federal reserve suroluses? The surplus of Federal reserve banks

should be protected, and removing a large section of it by legislation

would raise a question as to whether it will not be followed by other

government actions to use these funds vhich have been not too large in
. our recent financial strains.

Questions will arise as to vhether an official vhose appointment is

generally looked upon as political should head the corporation.

The provisions of the bill against meking advancements to member banks

on their fifteen day notes seem to have unnecessary restrictions.

The prevention of the free use of member bank balances in reserve banks

will meet with objections.

The provision for the valuation of securities at the market value seems

unnecessarily severe, and we do not see how a change in the situation

of properties securing mortgages, by the Comptroller, can accomplish

any useful purpose,

Many will question the desirability or fairness of requiring banks to

re~-establish a one hundred dollar par value for their stock.

The provision whereby stockholders should be prevented from voting their

shares might throw the control of a corporation to a minority, and this

provision might raise serious legal questions,
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Foderal Reserve Bank of Philadelphia - Telegram,

Many believe that branch banking within state lines is not logical
but that it would be better to meke any division lines on the basis
of trade areas or Federal reserve districts. Segregation of capital
in the separate branches does not appear feasible., The provision
for a differeat set-up and method of operations of the open market
commlittee does not apvear to represent the attitude of the banks
tovard this function. I would especially call your attention to the
provision that a reserve bank may have thirty days in which to make
a decision as to participation.

The proposed discrimination against meking advances to a member
bank on its fifteen day notes secured by Government obligations or
eligible paper, will disturd a convenient and desirable method of
accomrodation and the provision to bar such notes collateraled by
bonds or notes of the United States, as security for Federal reserve
notes, might be regretted at some time when there may not be suf-
ficient commercial paper available to support the volume of

Foederal reserve notes that might be needed.

HUTT
1144am
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FEDERAL RESERVE BAWK OF PHILADELFHIA
TELEGRAM
FEDERAL RESZRVE SYSTZM

" (Leased Wire Service)
Received at Washington, D, C.
55C0T
Philadelphia, Penna, 1210PM Jamiary 30 1932

Governor Meyer,
Washington

In compliance with telegram of 26th, submit result of study of Glass Bill
and our views regarding it.

In re Glass Bill § 3215

Pages 1, 2, 3, and part of Y4 generally refer to affiliates. The
problem of affiliates is a very large one. As we have had little contact
with them, we feel that we should male more of a study of them and their
relations with member banzs before criticizing the provisions of this bill,
Some of its provisions seem unfair to stockholders of ban:s and possibly
would endanger control of such banks, Would it not be better to treat the
matter of affiliates in a separats bill?

Section 3, pages 4 and part of 5, controlling application of proceeds
of rediscounts. 3Borrowings from Federal Rescrve Bankks largely are to meke
good deficiency in reserves, to limit the application of the proceeds to the
accommodation of commerce, industry and agricul ture and prevent their use in
any way for the carrying of, or facilltating the carrying of, or trading in
securities, by implication would prevent any banlkk, holding any loans col-
laterally secured by investment or speculative securities, from rediscount- .

* ing with its Pederal Reserve Bank, We think this section should be omitted,
Section 7 page 9. This appears to omit the secretary of the Treasury as a
member of the Federal Reserve Board, For one, I see not the least objection,
but rather advantages, in having the Secretary of the Treasury a member of
the Board, so believe that this amendment is undesirable,

Section 8; page 11, This, and all other sections of this bill, affect-
ing reserves, we think should be omitted. The provisions of the Bill pre-

- pared by the Federal Reserve Soard, based upon the findings of its committee
on reserves, are far superior to the provisions in the Glass bill referring
to the same subject, We would favor striking out all reference to reserves
in the Glass Bill and substituting the 3oard's bill,

Section 9 page 12, This clause of the Bill suggests that there has
been abuses 1n the past by the banlis generally, in that they used the pro-
ceeds of rediscounts to make loans to stock exchange houses, If the power,
which is proposed to be given to the Federal Reserve Board by this section,
can prevent in the future any improper use of Federal Reserve funds, this
provision is desirable, but it so limits the operations of the banks, that
one feels such a provision would be vigorously opposed, and if enacted,
probably would drive a great many institutions out of the system.
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Section 10, Seems to provide a satisfactory way for enlarging the
loaning powers of Federal Reserve 3an'zs in times of emergencies without
a general increase in the kinds of paper or loans eligible for rediscount.
It is unlikely that groups of banizs would be organized to assist one or
more of their members except in times of crises, when umisual measures to
meet such crises would be justified, but one feels that the bank to be
benefited by the emergency loan should deposit with the group its note,
secured by satisfactory collateral, which note and collateral could be
used as collateral security for the group's obligation, which the Federal
Reserve Bank presumably would be authorized to take in making advances to
the group.

Section 12 A, Recognizes the open market committee as set up at
present as satisfactory. Proper notice to the Federal Reserve Board and
the banl:s of the discussions and actions of the committee is necessary.
The 30 day option to any Federal Reserve Bank to determine whether or not
it wanted to participate in any of the committee'!'s operations probably
would cause delays that many times would prevent the committee's action
being effective,

Section 12 B. The Federal Liquidating Corporation, as proposed,
ghould be able to operate efficiently and accomplish a good purpose, but
we feel that, possibly, an organization for each Federal Reserve District
might be better than one large organization. It is a question whether or
not it is wise to put all the surplus earnings of the Federal Reserve Banks
into the capital of this corporation, as proposed in Section 5. A reason-
able amount of capital should be provided for it, and provision made for
calling on Federal Reserve Banks for additional capital any time such
additional capital might be necessary.

Section 13; page 27. The reason for charging one per cent higher
for loans on 15 day notes than for rediscounting paper is hard to under-
stand, The use of the 15 day note is helpful to the member banks and to
the Reserve Banks, and we see no necessity for establishing a higher rate

' of discount for smeh obligations; we think it would be contrary to good
banking practice,

The provision contained in lines 1 to 18, page 28, seems to be a
further effort to control and limit the loans of member baniis on investment
and other securities, the necessity and advisability of which is not plain to
us, We feel that the member banis would not consent to it, and its enact-
ment would result in trouble for the system.

Section 15 page 30, lines 20 to 24, Eliminates member bank's 15 day
notes, secured by United States government bonds or notes, for use by a
Federal Reserve Bank as security for Federal Resecrve notes issued to it,

There does not seem to be any good reason for this; the bonds secur-
ing such notes are in no way permanently deposited as security for cir-
culation, but constantly are being retired by the banlks and so withdrawn
as security for currency. The elasticity of the currency is in no way
impaired by their use; they in no way make Federal Reserve currency less
responsive to the requirements of business.
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Page 31 line 17, provides for gold deposited with the Federal Reserve
Agent as security for note issues only being used as an offset against out-
standing notes and not as a part of the Bani's gold reserve, as at present.
This provision would reduce available gold reserves in every Federal Reserve
bank in an amount equal to 60 per cent of the notes so offset, If applied

! to this bank today it would be below its legal reserve, and if applied to
the whole system, it would have little reserve in excess of its requirements.
The results of such a provision would be very disastrous at this time.

Page 38 lines 6 to 19, forbidding the transfer of excess Federal Re-
serve Balances, seems most objectionadble., What could hamper banizing opera-
tions more, or make funds of Federal Reserve Dan:s less desirable, than a
provision that deprives a bank of handling freely its own funds. 3But this
provision would not prevent any Federal Reserve Banlz from transferriag at
any time any of its required reserve balances., The proposed remarketable
provision only applies to excess balances, Section 24 page 40 line 6, would
give the comptroller of the Currency the riszht to adjust mortgage loans to
comply with his valuation of properties, We think this would be impracticable,
An amount of real estate loans, equal to one half of a bank's time and thrift
deposits, as proposed in lines 10 to 22, in many instances, especially in
country benls, would be too much., Time and savings deposits in many such
bani:s equal 60 to 70 per cent of their total deposits, A maximum invest-
ment at any one time of a sum not more than 25 per cent of the time and thrift
deposits would be safer, The inclusion of the investment in bank premises
among real estate loan is a good provision,

Section 19 page 44 line 19, One supposes this is a proposal to limit
the amount of any ban'z's deposits to a sum equal to about seven times its
capital funds, Many think that the amount of deposits that a bank could
carry should be limited by the amount of its capital and surplus but our
feeling is that deposits equal to ten times the amount of a bank's capital
and surplus would be a reasonable provision, DPage Y4 1line 1 to 5. To forbid
bainizs to hold any obligation of any corporation, which had not earned for
five years preceding such purchase, at least 4 per cent upon the outstanding
capital stock of the corporation, apparently would prevent banizs from invest-
ing in any securities of newly formed corporations,

Section 21 page 46, Secms very drastic and would unduly interfere with
the operations of many institutions and corporations, the operations of which
are now properly coaducted,

Section 25, page 52, Proposing to extend the right of National Banks
to establish branches., To restrict such branches to the state in which the
parent bauk is located will not enable those ba:ilis to serve properly their
commnities, which very often extends beyond state lines., We think banls
should be authorized to establish branches within their trade area, as pro-
posed by the comptroller of the Currency, or any where within its own Federal
Reserve District. It has been suggested that, in addition to the minimum
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capital of $1,000,000 which it is proposed that 2 bank must have to
establish branches, for every braanch established the capitel of the
parent baniz should be iacreased, say $50,000 to $100,000...

Section 28 page 54, We question the wisdom of specifying a maximum
rate of interest that banlzs may pay on time deposits. We think it wonld
be a very serious mistake to forbid the paymunt of any interest on demand
deposits that successfully has been done here for years, If such a law
were enacted, we feel thare would be a flight of ban'zs fromx the system,

Section 8-A page 60, We question the propriety of prohibitions
contained in paragraphs 1, 2, and 3 under this section, Theg improperly
would interfere with the rights of corporations and individuals to pur-
sue their business operations.

R L Austin,

133p
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Federal Reserve Bank
of Cleveland

* Januvary 29, 1932.

Federal Reserve Board,
Washington, D. C.

Gentlemen:

This letter sets forth the substance of objections raised by officers
of the Fecderal Reserve Bank of Cleveland to the proposed amendments to the
Federal Reserve Act in the Glass Bill, as requested in the Board!'s telegram
of January 26. Criticisms have been limited largely to proposals with which
we are entirely out of sympathy. Where suggestions have been offered, they
may be accepted as indicative of our approval of the proposals in principle,
but not of the sections in the form in which they are drawn. With reference
to sections where no comment is made, it is not necessarily to be assumed
that we accept the proposed amendments in toto.

Sec., 3. Our objection to this paragraph is based
primarily upon the fact that it grants to the Federal
Reserve Board powers which it should not exercise, It
would tend to make the Reserve Board an operating rather
than a supervisory body. We believe that disciplining
member banks, when necessary, is clearly the function
of each individual Federal Reserve bank., It would be
next to impossible to carry out the provisions of the
proposed law, which, if carried out, would inevitably
result in withdrawals from the system of state banks
and the conversion of national banks to state banks to
escape their obnoxious features. In the present situ-
ation the enforcement of these provisions would result
in suspending the use of Federal Reserve credit facili-
ties to every member bank in the City of Cleveland.

Sec. 5. If a liquidating corporation of the kind
provided by S. 3215 is to be established, we believe
that it should be accomplished through special legisla-
tion such as that proposed in §. 2810. We are not par-
ticularly friendly to the idea of member bank subscrip-
tions to stock in any such liguidating corporation at the
present time,

Sec. 6. To require state bank members to comply with
all the requirements of the National Banking Act would be
to compel them to relinquish certain charter and statutory
rights which the law specifically provides that state bank
members are to retain., In view of the trend of recent
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years for important national banks to surrender their
charters in favor of state charters, to enable them to
take advantage of the more liberal provisions of the
latter, we believe that the effects of adopting this sec-
tion would be further to encourage this movement and to
drive state banks which now are members out of the reserve
bank system, A further objection is found in the fact
that the national banks normally carry the burden of com-
mercial credits, whereas many state banks engage in bank-
ing operations of a nature which would work hardships upon
them were they compelled to meet all the requirements and
restrictions of the laws relating to national banks,

Sec. 8, We do not believe in the arbitrary designa-
tion of reserve and central reserve cities. We hold that
required reserves should be measured by other standards.
We approve the report recently made by the Reserve Com~
mittee of the System, which would render unnecessary the
designation of reserve or central reserve cities.

Sec. 9, In our opinion this section is thoroughly
objectionable and its conditions too drastic. We do not
believe that any supervisory body should be clothed with
such power. It would conflict in certain cases with the
loan limits established for state-chartered banks. It
would not be equitable in its application, because a
Board order aimed at a limited number of banks, or the
banks in a certain city, would apply to all other banks
in the district irrespective of the fact that they were
not offending., In our judgment, the enactment of this
section would result in the withdrawal of state banks
and conversion of national banks to institutions charter-
ed by the states.

Sec, 10. We concur in the idea that the Reserve Act
should contain some emergency provision, but we believe
that a plan superior to that proposed could be devéloped.
Situations of the kind obviously contemplated by this
section would probably originate as a result of demands
for currency. Since promigsory notes of the groups re-
ceiving reserve bank funds would not be eligible as col-
lateral for Federal Reserve notes, it would place a
further strain upon a reserve bank's gold; and since
developments making borrowing of the type described
seldom occur at times other than periods of unusual credit
stress, we believe that the regional banks should not have
this added strain placed upon their gold reserves.

org/
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Sec 12. We (o not believe that any necessity ex-
ists for the creation of a new Open Harket Committee,
in view of the fact that the proposed committee does
not differ materially from the present setun of the
System Policy Committee.

Sec. 13. We are unalterably opposed to any propos—
al to establish a higher rate of discount on member bank
collateral notes than on other eligible paper offered for
rediscount. We do not contemplate all collateral-secured
loans as representing speculative transactions. We be-
lieve that member banks in discounting with their reserve
bank should have access to reserve credit facilities in
the manner which is most convenient for the borrowing
bank. It is common practice for banks to borrow on their
own collateral notes for short periods in preference to
rediscounting customers' paper to maturity.

Sec. 14-b., We are opposed, in principle, to any pro-
vision of law which required the Federal Reserve Board to
exercise CONTROL over the activities of Federal Reserve
banks. We believe that the present law gives the Board
ample power to supervise the relationshins referred to in
this section through the regulations which the law author-
izes it to promulgate.

Sec. 15, We know of no more effective way to kill
the system than to adopt this section,

- Sec. 16, In our opinioan the report of the System's
Committee on Reserves establishes reserve requirements on
a thoroughly scientific basis, and we strongly urge the
adoption of the committee!s report as a substitute for
the reserve requiremen t proposed by the Glass bill.

Sec. 16-a, We believe that the Federal Reserve
Board should have authority to regulate dealings in
Federal funds, other than legitimate transfers, with a
view to preventing abuses that may develop in connection
with either transfers or sales of excess balances.

Sec., 17, Most of the provisions of this section in-
volve such radical departures from present banking prac-—
tice that we believe they should be subject to further
study before enactment. We agree, in principle, with the
idea of special protection for thrift and savings deposits.
We do not believe that all time deposits, in view of the
known nature of certain special time acccunts, should be
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permitted to be invested undey the provisions of this
section as at present draftedi

With respect to investments in bank pre-
mises ~ in our judgment this should be treated as an
entirely separate proposal covered by a separate sec-
tion, and should set up not only the limitations with
respect to the percentage of a bank's capital and surplus
represented in bank buildings or real estate owned, but
should differentiate between buildings erected by banks
for their sole occupancy and buildings erected by banks
parts of which are to be rented for office or commercial
uses,

Sec. 19, Since the requirement of any specified
percentage of capital funds to deposit liabilities is
purely arbitrary, we recommend that further study be
given to the problem to determine whether the fifteen per
cent requirement of this section is, on the one hand
necessary, or on the other hand, adequate. 1In either
event, we suggest that capital funds for this purpose be
limited to capital and surplus only, and that in the
event any provision increasing the capital-liability
ratio be enacted, ample time be allowed for making the
adjustmen t,

Sec. 28. We are in sympathy with the proposal to
establish limits to the rate of interest paid by banks
on deposit accounts, including deposits of public funds.
In our opinion the section as at present drawn is too
restrictive, especially with respect to payment of inter-
est on demand deposits. To prohibit the payment of in-
terest on deposits of this type by member banks would
place them at a distinct disadvantage in competing with
non-member institutions for either bank balances or com-
mercial accounts.

While there are points in the bill which appeal to us as meritorious,
"much of the text is so vague and indefinite as to make it difficult of
interpretation and analysis, or so obviously impractical as to render it
unworkable. It appeads in spots as an attempt to deal with evils which we
do not belisve exist in fact. In the main, we believe that the great bulk-
of our membership would oppose its restrictions and requirements and that
the effects of its passage would be disastrous to a continuance of System
operations,

Comment upon questions of the bill dealing with proposals which are more
of a legal character are being prepared by counsel for this bank and will be
communicated to counsel for the Board at the latter's request.

Very truly yours,

(8) E. R. Fancher, (S) Geo. DeCamp,
Governor. Federal Reserve Agent,
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FEDERAL RESTRVE BANK OF RICHMOND |

TELEGRAM
FEﬁERAL RESERVE SYSTEM
(Leased Wire Service)
Received at Washington, D. C.

B2RHEA
Richmond, Va. 850am  Jan. 30.

Governor Eugene Meyer,
F. R. Board, Washn.

Your wire 26th stop Have studied bill under handicap of limited
time stop Approve some points stop Have always believed
initiative in open market operations and foreiga agreements
should be vested in Federal Reserve Board stop Endorse heartily
proposals re braaches of member banks stop believe in assistance
to failed banks but think it should be administered outside
system stop on liquidating corvorations bill is vague and
contradictory in language stop reserve banks making loans to
groups of members is wise emergency measure but I hope any proposal
to legally introduce into Federal Reserve Banks paper not
eligible for note issue will receive close scrutiny stop

Approve some of provisions as to affiliates, particularly as to
their examination, provided there is presented a reasonable and
understandable conception of an affiliate vhich is lacking in

the bill stop As to reserves much prefer system committee plan
to that in bill stop the considerable increase in reserve require-
ments would curtail lending power of member banks and react
sharply upon borrowers in agricultural districts stop to oy

mind the desirable in bill is far outweighed by the undesirable
stop the bill represents ovpressive legislation in certain
provisions particularly in those relating to collateral loans

and to deposits of corporations engaged in commerce and to my
mind is destructive in that our good members will withdraw
leaving us only those who cannot afford to withdraw. I deplore
even the bill's publicity at this juncture when the message
vitally needed is one which insvires hove and awakens courage.

HOXTON
905a
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FEDERAL RFSERVE BANK .

OF RICHMOND

January 29, 1932.

SUBJECT: THE GLASS BILL.

Honorable Eugene Meyer, Governor,
Federal Reserve Board,
Washington, D. C.

Dear Governor Meyer:

Answering your Trans. 1434, sent on the 26th, relative to the
Glass Bill, I have the following comments to make, which I am sending by
lettor since it will reach you prior to the time fixed in your request,
namely, 3 o!clock Saturday afternoon.

The legislation proposed is of such far-reaching, experimental,
and radical nature that there should be no thought whatever of passing
the bill without giving hearings to the banks in every part of the country.
In saying this, I do not omit to bear in mind the fact that the bill it~
self was framed as a result of extensive hearings. It is one thing, how-
ever, to frame a bill intending to correct cvils believed to exist, brought
out at the hearings, and quite another thing to consider the bill intending
to correct those evils,

Ia my judgment, there is no man living who can apnraise the ef-
fects of this bill if enacted into law. The conscquences might be —-- and
I believe they would be -~ appalling. Moreover, in my judgment, it is ex-
ceedingly unfortunate that a bill involving as much controversy as this
bill is bound to raise should come up at the very time when we are seeking
to allay unrest by remedial legislation without complications which proba-
bly can be put into immediate effect. Furthermore, the banks of the coun-
try are too much occunied at this time over their disturbed affairs to give
imnediate study to the bill.

This bill should be split up into several bills. For instance,
that provision of the bill which provides for branch banking might with great
advantage be talren from this bill and nmassed separately. Unless I am great-
ly mistaken, it could be passed without any great delsy. I belicve that
provision to be imperatively neceded at the vresent time. Tnere are many
communities all over the country which are practically deprived of banking
facilities, and already legislative minds are at work to supvly the need
with totally inadequate facilities. Small banks are being proposed, which
in the end will, of course, have to go the way which other small banks
have gone.
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Hon. Eugene Meyer, Governor, - January 29, 1932.

Federal Reserve Board, Page 2.

Without attempting any detailed analysis of the bill, which I do
not believe to be wanted, I give it as my ovninion that it would cripple the
Federal Reserve System beyond repair. My belief is that it would result
in an exodus from the System of those large banking institutions in which
the commercial business does not dominate, and it will preclude getting into
the System very many banking institutions which might advantageously be
included. It will spur the competition and antagonism which already exist
between state banks and national banks, and it will give state banks
immeasurably the advantage in obtaining the deposits of the country. Even
if it should not be felt immediately, when business quiets down and assumes
its customary aspect the disintegration of the Federal Reserve System will
begin.

The control or censorship over loans on collateral, by which it
is assumed that stocks and bonds are meant (although it is nowhere stated
in the.bill), would be an intolerable provision. How would the banks
lend their funds? There is not sufficient commercial paper. It is
known to everybody how the corporations formerly accustomed to borrow
have provided themselves with working cavital by the issue of securities.
There would remain then for the investment of banking capital securities
of all classes and real estate, and the bill seecks to restrict and
diminish loans of this character.

The provision which penalizes the 15 day notes upon all classes
of collateral, including bills receivable, would place a burden on the
banks which the banks would not and could not tolerate.

The provision which renders member bank notes secured by
Government bonds ineligible as collateral for Federal Reserve notes would
inconvenience and restrict the operations of Federal Reserve Banks in
supplying currency in a manner which at times might, and would, prove
disastrous. If, at the present time, paper secured by Government bonds
discounted by the Federal Reserve Banks were eliminated, it would remove
about 450 million dollars of free gold. The bill takes for granted, of
course, that such notes would be replaced by the discount of ordinary
bills receivable. This might or might not be the case. There are other
provisions affecting the issuing powers of Reserve Banks adversely,

That provision of the bill prohibiting the vayment of interest
on demand deposits is one of the provisions mentioned above which would
give state banks a tremendous advantage in competition for deposits,
which they would not be slow to use.

The provisions of the bill for reserve requirements are so
radical that they could not fail to be rebelled against.
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Hon. Bugene leyer; Governor, ‘ January 29, 1932,
Federal Reserve Board, Page 3.

That »nrovision of the bill which aims to form a liquidating
corporation contains in it the germ of a good idea. Rut it is such an
innovation that it needs to be thought of from all angles, and it ghould
not be hastily passed until it can be thoroughly digested. The provision
as drawn has such obvious defects that it shows either a lack of under-

" standing or too great haste in preparation. The latter is believed to
characterize the entire bill. The vprovision for the liquidating corvora~
tion as drawn would leave no excess earnings of Federal Reserve Banks
to increase the surplus, and does not provide for making gocd devletion
of surplus from deficient earnings such as that exmperienced last year.

Another proposal in the bill which contains the germ of a goci
idea, in my opinion, is that which provides for the formation of groups
of banks vhich may act as clearing houses have heretofore acted in render-
ing aid to a bank in trouble, and which makes the obligations created
thereby eligible for discount by Federal Reserve Banks but not eligible
as security for Federal Reserve notes. This needs to be thoroughly con-
sidered by member banks themselves.

The provision of the bill which makes changes in the manner
in which real estate loans are made is believed to be too complicated for
administration by country banks, in which we are accustomed to find the
greatest volume of real estate loans, according to my experience.

The final provision of the bill, which prohibits corporations of
the country from depositing their funds with any but incorporated banking
institutions is probably not enforceable and would not be tolerated by
the country I am sure.

Those provisions of the bill which tend to concentrate far
greater power in the Federal Reserve Board and to make the Board in all
but details the overators of Federal Reserve Banks, apoear to tend to-
wards a great central banking system, which I believe could not be cnerated
with success in a country of this magnitude and of such diverse interests
and such diverse customs and practices of banking. Furthermore, it seems
to relieve directors of Federal Reserve banking institutions of a very
great part of their initiative and responsibility, and would certainly
I believe tend in the course of time, if not immediately, to lower the
calibre of the men who would undertake to occupy positions of such restrict-
ed responsibility.

I believe that this bill will be torn to pieces by the banks
of the country, and that it would be almost a crime to attempt its hasty
passage.
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Federal Reserve Board, page 4.

The bill if enacted into law will have a severely depressing
effect upon Government securities. The mere offering of the bill may
have some adverse effect.

It is, of course, a drastic deflationary bill.

Very truly yours,

GJS-CCP
(s) George J. Seay

GBO. J. SEAY,
(tovernor.
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FEDERAL RESERYE BANK
OF ATLANTA
January 29, 1932.

Mr. Eugene Meyer, Governor,
The Federal Reserve Board,
Washington, D. C.

Dear Governor Meyer:

Reference is made to your telegram (Trans No. 1434), under
date of January 26th, asking my views with respect to the Bill, S. 3215,
introduced in the Senate by Senator Glass on January 21, 1932.

I firmly believe in the Federal Reserve Act. It is my own
belief that the present session of Congress is not an opvortune time for
a thorough revision of the Federal Reserve Act, because of the greatly
disturbed banking conditions which now exist. While I am entirely in
accord with the purposes of the Bill as expressed in the introductory,

I do not favor entirely the plans provosed for the enactment of these
purposes. Although the importance of the measures incorporated in the
Bill deserves much more study than I have been able to give them in the
limited a time a copy of it has been available to me, I shall express my
views on such sections of the Bill as I deem comment necessary.

SECTION 3 OF THE BANKING ACT OF 1932, amending paragraph 8
of the Federal Reserve Act.

I believe that some restriction should be placed on the use
of Federal reserve credit for speculative purposes, but that the pro-
visions of this section are entirely too drastic.

SECTION 4 OF THE BANKING ACT OF 1932, amending the 25th par-

agraph of Section 4 of the Federal Reserve Act, with regard to the elec-
tion of Federal reserve bank directors.
I am not in favor of this amendment.

SECTION 5 OF THE BANKING ACT OF 1932, amending Section 7 of
the Federal Reserve Act, relating to earnings of Federal reserve banks.

I am oprosed to this amendment for the reason that it would
greatly weaken the Federal reserve banks. I am firmly of the ovinion
that there should be no change in the vwrovisions of the present law re-
lating to the distribution of earnings of Federal reserve banks.

SECTION 6 OF THE BANKING ACT OF 1932, provides for a new
paragraph between the 5th and 6th paragraphs of Section 9 of the Federal
Reserve Act, requiring affiliates of a bank admitted to membership under
authority of Section 9, during a period of two years after the section
as amended takes effect, to make and furnish to the president of the bank
for transmission by him to the Federal Reserve Board, not less than three
reports during each year, etc.
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I am in accord with this provision except that I do not think
the period for which the reports are to be rendered should be limited.

SECTION 8 OF THE BANKING ACT OF 1932, amending Section 11(e) of
the Federal Reserve Act relating to the reclassification of reserve cities.

Inasmuch as I am opposed to Section 16 of the Bill, I see no
Justification for this amendment.

SECTION 9 OF THE BAVKING ACT OF 1932, amending Subsection(m) of
-Section 11 of the Federal Reserve Act.

This amendment gives the power to the Federal Reserve Board to
fix from time to time for each Federal reserve district the vercentage of
individual bank capital and surplus which may be represented by collateral
secured loans by member banks within such district.

I am not in favor of this amendment, but believe the credit
extension and collateral requirements of member banks should be allowed to
remain with their managements.

SECTION 10 OF THE BANKING ACT OF 1932, providing for a new
section 11A of the Federal Reserve Act.

This new section authorizes Federal Reserve Banks, with the
consent of the Federal Reserve Board, to make advances to groups of member
banks within their districts, and provides that such loans are not to be
eligible as collateral security to Federal reserve notes. This apparently
is designed for a relief measure, and under the conditions the Federal Re-
serve Bank of Atlanta has experienced and is experiencing, the Atlanta re~
serve bank, under similar conditions, would not be in a position to afford
much, if any, relief to any bank under this provision of law.

SECTION 11 OF TEE BANKING ACT OF 1932 restricts member banks in
making loans to their affiliates, both as to amount and as to kind of
collateral security.

I am in accord with this provision.

SECTION 12 OF THE BANKING ACT OF 1932, enacting a new section
12A of the Federal Reserve Act.

This section creates a Federal Open Market Committee.

I am in accord with this provision in the Bill as it relates %o
System account, except that I do not think that the members of the committee
appointed by the boards of directors of the Federal reserve banks should be
subject to the confirmation of the Federal Reserve Board, but that they
should be subject to removal for just cause by the Federal Reserve Board.

-

SECTION 12B OF THE BANKING ACT OF 1932, establishing the Federal
Liquidating Corporation.
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I am unalterably ovposed to this provision in the Bill for the
reasan that the capital to be furnished the corporation for use in liquidating
the assets of closed member banks is to be furnished by the Federal reserve
banks and their members. Federal reserve banks would be weakened by the
amount of the capital subscription charged to its survolus, and under the
provisions of Section 5 of this Bill, all earnings of Federal reserve
banks would be paid to the Federal Liquidating Corporation. In the event
a Federal reserve bank had an operating deficit (depreciation and losses)
such deficit would necessarily further reduce its surolus and would make
necessary the postponement of the payment of dividends until such time
as they were earned. There is no provision for restoring the survlus of
Federal reserve banks, either by earnings in excess of dividend requirements,
or by any other method.

I am opvosed to this section of the Bill for the further reason
that the member banks are required to furnish capital equal to one-half of
one per centum of their total outstanding net time and demand denosits for
which they would receive stock in the Federal Liquidating Corporation. The
assets of this corporation would necessarily be of a slow nature, and the
member banks would, under the law, be forced to use their funds for a slow
investment. I believe that this provision in the Bill would be very objec=
tionable to the member banks, even to the extent that some would be lost
to membership in the Federal Reserve System.

SECTION 13 OF THE BANKING ACT OF 1932, amending the 7th par-
agraph of Section 13 of the Federal Reserve Act, providing for a one per
centum higher rate than the rediscount rate on a member bank's 15-day promis-
sory note, and prohibiting a member bank from increasing its collateral
notes during the term of such 15-day borrowings.

I am not in favor of this amendment for the reason that le-
gitimate business needs of the customers of the member bank who will be able
to secure their notes with investment stocks or bonds as collateral, could
not be met by the bank under provisions of this section. I would favor an
amendment not provided for in the Bill permitting Federal reserve banks to
discount direct notes of member banks secured by eligible paper for a period
of ninety days.

SECTION 14 OF THE BANKING ACT OF 1932, providing for additional

subsection of Section 14 of the Federal Reserve Act, relative to the rela-
tionships and transactions between Federal reserve banks and foreign banks.
I am in accord with the purpose of this amendment.

‘ SECTION 15 OF THE BANKING ACT OF 1932 amends the second, third
and fourth paragravhs of Section 16 of the Federal Reserve Act, relative to
the issuance of Federal reserve notes.

I am in accord with the proposed amendments to this section.
I believe that eventually the promissory notes of member banks acquired under
the provisions of Section 13, secured by devnosits or pledge of bonds of the
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United States should be declared ineligible as collateral security to Federal
reserve notes. However, in my opinion, this exception is not desirable at the
present time because of the unusual demands for currency which have recently
been in evidence, and for the reason that the Government will require the full
cooperation of the member banks in the flotation of large issues of short
term Government securities in the near future.

SECTION 16 OF THE BANKING ACT OF 1932, amending Section 19 of the

Federal Reserve Act, with respect to member bank reserve requirements.

The proposed Bill provides for an increase of 10%, 7% and 4% in
the reserves required to be maintained with Federal reserve banks against
time deposits (exclusive of thrift deposits) by banks located in central re-
serve cities, reserve cities, and other cities, respectively.

I am of the opinion that any increase in total reserves required
would be met with opposition from our member banks. I believe that reserves
against time and demand deposits should be calculated on the same basis,
but at a rate which would produce a total volume of reserves approximately
equal to our member bank reserve deposits under present requirements.

I am in accord with the provisions of this section which pro-
hibit a member bank from acting as the medium or ageht of any non-banking
corporation or individual in making loans secured by collateral, and which
provide that no member bank shall make loans and discount paper for any
corporation or individual who shall, at the time of making or renewing any
such loan, have outstanding such loans secured by collateral in favor of any
investment banker, broker, member of any stock exchange, or dealer in
securities.

I do not favor the amendment in this section which requires
that a fee be charged for the sale or transfer of a member bank'!s excess
balance, and which also requires authority of the Federal Reserve Board for
such sale or transfer.

I am not in favor of the provision that requires the addition
of the liability created by repurchase or other similar agreements to the
net difference of amounts due to and from other banks, in computing reserve
requirements.

SECTION 17 OF THE BANKING ACT OF 1932, amending Section 24

of the Federal Reserve Act with respect to real estate loans, etc.

I do not favor the vrovision in this section requiring the
Comptroller of the Currendy at the time of each examination of a bank to
revise the valuations of real estate securing loans, and to require adjust-
ments in the amounts of such loans according to the revised valuations.

I am in accord with the provision limiting the aggregate amount
of real estate loans to 15% of the amount of the capital stock actually
raid in and unimpaired, and to 15% of its unimpaired surplus, or to one-half
of its time and thrift deposits.

I do not think investments in bank premises and unsecured
loans whose eventual safety depends upon the value of real estate should be
counted as real estate loans. I do, however, think that some other limitation
should be made on investment in bank premises.
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In the limited time I have had to study the Bill, I am not
prepared to express my views with reference to that part of this section
authorizing the balance of time and thrift deposits to be invested in property
and securities in which savings banks may invest under the State law, and
the requirement that the receiver of an insolvent bank apply the property
acquired under this section ratably and provortionately to the mayment of
time and thrift deposits.

SECTION 18 OF THE BANKING ACT OF 1932, amending maragranh 7

of Section 5106 of the Revised Statutes, with respect to investment vowers
of national btanks.

I do not favor the amendment requiring the Comptroller of the
Currency, by regulation, to prescribe the amount of investment securities
that a national bank may purchase for its own account. I think this should
be determined by the management of the bank. There does not appear to
me to be any other provision in this section that is seriously objectionable.

SECTION 19 OF THE BANKING ACT OF 1932, amending Section 5138

of the Revised Statutes, by adding at the end a new paragraph relating to
the amount of capital of national banks.

I am in favor of this amendment except that I do not favor
the penalties for non-commliance, as, in my oninion, they are too drastic.

SECTION 20 OF THE BANKING ACT OF 1932 provides for an amend~
ment to Section 5139 of the Revised Statutes, with regard to the war value
of certificates of stock of national banks, and provides that no certifi-
cate representing the stock of any banking association shall represent the
stock of any other cormoration.

After careful study of these provisions, I am of the ovpinion
that Section 5139 of the Revised Statutes should not be amended at this
time.

SECTION 21 OF THE BANKING ACT OF 1922, relating to officers

and employees of member banis serving as officers and employees of any cor-
woration, associati:n, copartnership, or individual, engaged in the Hur-
chasing, selling, or negotiating securities.

In my ovinion the abuses arising out of such relationships
are not of enough importance to justify this provision.

SECTION 22 OF THE BANXING ACT OF 1932, amending Section 5144

of the Revised Statutes, with regard to the voting of stock.
This amendment is so closely connected with Section 24 of
the Bill that my views will be exnressed in connection with that section.

SECTION 23 OF THE BANKING ACT OF 1932, with regard to oaths
of stockholders.
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This amendment is also so closely connected with Section 24
of the Bill that my views will be exoressed in connection with that section.

SECTION 24 OF THE BAVKING ACT OF 1932, relative to the voting

rights of national banks! stock held by affiliates.

The orovisions of Sections 22; 23 and 24 would, in my
ovinion, be so objectionable that many national banks would convert into
non-member State banks, thereby weakening both the national bank system
and the Federal reserve system, and state bank member would withdraw from
membership, thereby further wealening the System.

SECTION 25 OF THE BAVXING ACT OF 1932, amending paragravh (c)

of Section 5155 of the Revised Statutes with respect to branches of
national banks.

Zecause of the short time which I have had to study the
provisions of this section, I am not prepared to express an opinion at
present.

SECTION 27 OF THE BAWKING ACT OF 1932, amending the first two

sentences of Section 5197 of the Revised Statutes relating to interest
charged by national banks.
I am in accord with this amendment.

SECTION 28 6F THE BANKING ACT OF 1932, limiting the rate of

interest which member banlzs are permitted to way on denosits.

I do not favor this amendment for the reason that member
banks come in commetition with non-member State banks which are not sub-
ject to such restrictions with regard to interest paid on denosits.

SECTION 29 QF THE BANKING ACT OF 1932, amending Section 5200

of the Revised Statutes, relative to limitations of loans of national
banks to one verson.

I have not studied this amendment sufficiently to exnress an
ovinion at this time.

SECTION 31 OF THE BAVKING ACT OF 1932, amending Section 5211
of the Revised Statutes, by adding a new paragraph requiring revorts of
affiliates of national banks.

I am in favor of that mart of this amendment which requires
affiliates to render reports to the Comptroller of the Currency, but I
am not in favor of requiring an affiliate to publish its entire portfolio
when indebted to the banik in excess of 5% of its capital and surplus.

SECTTON 32 OF THE BANKING ACT OF 1932, amending Section 5240

of the Revised Statutes, by adding a vparagraph relating to examination
of affiliates of national or member banks.
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I am in favor of the amendment authorizing an examiner
in malking an examination of a member bank to make an examination
of the affairs of all affiliates of such banks, but I believe the
penalties prescribed for non-compliance are too severe.

SECTION 33 OF THE BANXING ACT OF 1932 provides for ad-

dition of another gection 8A to the Clayton Anti Trust Act.

I am not in favor of this addition to the Clayton Act for
the reason that, in my opinion, it is entirely too severe.

Yours very truly

(Signed) Oscar Newton

Federal Reserve Agent.
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230 SOUTH LA SALLE STREXT

January 25, 1932

Federal Reserve Board
Washington, D. C.
Mr. Chester Morrill, Secretary
Gentlemen:

I apvreciate your nrommtness in sending us conies of the
Senate Bill No. 3215, introduced by Senator Glass on January 21.

We are, of course, disturbed by the presentation of this
. Bill at just this time, varticularly with reference to the radical

changes which it imposes upon the conditions of membership in the
Federal Reserve System and its reaction on the individual member
banks. The elimination from a practical standpoint of Government
bonds as eligible for borrowings from the Federal Reserve banks
alone seems very inopportune in connection with the present Treasury
program, as we are convinced that a large proportion of the hold-
ings of Government bonds by banks are so held because of their
eligibility.

We trust that action on this Bill may be delayed until
a more opvortune time and that the viewpoint of practical banking
may be heard.

Very truly yours,

(Signed) Tugene M. Stevens.

Chairman

TS HH
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Chicago Jan 29 252p
Meyer
Board Washington

Angwering your request for ny views on serate bill 3215 my primary re-
action is that legislation proposing so much of radical changes in
conduct of barking structure is exceedingly in-~opportune during present
disturbed conditions.

Believe it wiser to defer any action whatever than institute fund-
amental changes just now. Application of theories proposed are so much at
variance with actual and necessary practice in cperation growing out of
experience of practical bankers that would expect strong protest from
member banks everywhere and greatly lessen their desire tc continue mem-
bership in system. Consider proposed bill would in practice largely
destroy efficacy of system in what it was established to perform with
strong probability of drastic weakening of national system by conversion
into state banks and otherwise minimizing its efficiency.

Believe passage would result in practice in great contraction in
available federal reserve credit and would be marked deflationary measure
at this time., Provision prohibiting making of collateral loanms ¥hile bank
was borrowing on governments would in practically every case completely
estop them from any use of such credit in practice. Whatever may be
proper theory of bond secured currency, the facts are that presently and
usually, Federal Reserve credit to members is over 50 percent based on
governrent bond borrowings.

Member banks have without questicn carried the greater portion of
the government financing because of its eligibility amd if dependernt cnly
on markets for liquidity would without doubt greatly decrease their
present holdings. TIurther, by reason of great amount of public
financing by corporations since enactment of Act, percentage of eligible
paper offered to member bamnks and in their portfolios has greatly de--
creaseds The five principal barks in City of Chicago on last call showed
about 24% of deposits invested in U S bonds arnd less than 6% therecf in
eligible paper and acceptances, and it is probable that average of all
member banks in- this district would not be over 10% tc 15% of deposits
in eligible paper.

In seeking liquidity to replace their government bonds, which
would become in practice ineligible and for substitute employment of their
deposits, of which so small a proportion is required in commodity
transactions, temptation would be almost irresistible to employ them on
call money markets against securities, thus directly defeating purposes
aimed at in proposed bill.

Provision for tem bark joint borrowing cn ineligible paper would
only be used in extreme emergency and in very few cases and would not be
efficacieus excepting to very limited degree in extending federal Reserve
credit., More practical extemsion of such credit in emergency could te
effected without violation of principal of eligibility and basis of
currency issue by extending maturity of eligible paper frcm ninety days
to six months, possibly with penalty rate, to banks individually as at
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present.

Bill seems to be drawn on assumption that all security loans are
speculative loans. Truth is that very great proportion thereof are
entirely legitimate ban'ting service with no relation whatever %o
speculative purposes., In my personal opinion perhaps best inlex of
strictly speculative loans are those made to individuals by stock brokers
through their margin accounts, which is a form of banking business in no
way under direct govermment regulation. If speculators had to make
their individual loans with their banks direct instead of brokers,
speculative tendencies would be greatly checked in times of inflation.

Do not think essential strength of federal rcserve banks should
be impaired by contributions from surplus to liquidating corporation, nor
that thoir efficiency in their present responsible functions and their
standing in communities which they scrve be impaired by their undertaking
management of liquidating and consequent forcing collection of assets of
closed banks. Am in sympathy with somc regulation and examination of
affiliates and curbing their activities in merchandising of stocks but
consider proposed rcgulations altogether too drastic at this time. This
also applies to certain regulations imposed on group and chain banking
systems, Consider favorably some revision of legal reserves on time
deposits upward but should be accommanicd by a carcful consideration of
effect of increascd aggregate rcserve deposits in federal reserve banks.

Without cormenting spcecifically on other proposed changes from
present regulations, recognize some prowisions worth favorable considecra-
tion. Also reccognize attempt to apply certain economic theories but
strongly belicvc some of them arc not only untimely but proposed methods
of application are impractical if not impossible.

Eugene il. Stevens.

427p
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In rcsponse to the rcquest contained in your tclegram 26th instant for
an expression of my views concerning Senate bill No 3215 upon due con~
sideration I submit the following:

The provisions of this bill would stimulate dissatisfaction on
tho part of merber banks, would result in withdrawals from the systom,
and would rcmove to a largc cxtent the incentive for other banks to be-
comc membors,

The capital structure of the Federal Reserve Systcem would be
seriously impaired through the application of 25% of its surplus to supply
capital for thc suggested Federal Liquidating Corporation, amd that pro-
vision under which futurc cxcess earnings of Federal Reserve Banks would
revert to the said corporation would leave the Federal Rescrve Banks
without any means of restoring their surplus accounts: This in the face
of possible losses and other charges to the surplus which in the natural
coursc of events arc bound to occur as timc goes on. Without questioning
the nccessity or advisability of establishing some organization of the
character described I firmly bcelicve that it would be a scrious mistake
to impose upon thc Federal Roscrve Banks the obligation to supply any part
of thc nccessary capital or the responsibility involved in the management
and operation of any such corporation., The compulsory subscriptions for
the capital of the proposcd corporation imposcd upon member banks would
naturally be rescnted,

The rostrictions imposcd on loans made by mamber banks, basis
collateral securities, impress mc as unduly severe and would imposc an
injusticc or a elicntele which is manifestly cntitled to rcasonable crcdit
accormodat ions.

Tho bill cexpressly prohibits the use of momber bamk's promissory
notes sccured by Government bonds as collateral for Federal Rescrve notes,
and this in my opinion would scriously impair the ability of the Federal
Roscrve System to function in the matter of rneeting demands for currcency.
The proposed peaalty rate on loans to rember banks supported by government
sccurities would imposc an unjust and scrious hardship upon those member
hanks which, in the absencc of an adequate supply of eligible paper, have
purchascd government bonds for the express purposc of borrowing on them
if necessary.

I beliceve the Federal Reserve Bamks should not be denied the
right, within rcasondble limitations, to cngnge in ovcn market operations,
vhich would not be permissiblc under the sweeping provisions embodied in
the bill., ’

Therc arc some other objcctionable featurcs which would make for
dissatisficd membership, and also some favorable provisions. Vicwing the
bill as a wholc, if cracted into law, I belicve the rosults would bo
destructive rather thar constructive. The ability of the Federal

Reserve banks to funetion, oven in normal timcs, would be scriously im-
®
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paired and it would be impossible for them to cope with serious
cmergercies, as and vhen they arisc,

Uader all circumstanieus, I foel that it would be cxtromecly
unfortunate if the bill as written should beecome the law.

leDougel, Goverr.or.

234D

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

98



By

X=7077
o7 9o

Federal Reserve Bank of St. Louis
St. Louis Jan 29
Telegram
Meyer - Vashington
Experience shows that as a rule bad times make bad laws and it is desirable to
make drastic changes only after most careful and unhurried consideration, except
so far as an emergency exists. Therefore it is suggested that only portion of
Glass bill requiring immediate attention is section 12 "B" creating a Federal
liquidating corporation. This should be covered in a separate bill so that un-
hurried consideration can be given to other portions of bill. It seems unwise
and unfair to weaken Federal Reserve System to require net earnings in accord-
ance section 5 be paid to Federal Liquidating Corporation and have government
furnish funds to take care non member state banks. It would seem better to
have government furnish entire amount and not call on member banks for subscript-
ions. As this section now written, it is in nature of guarantee of bank
deposits, putting on good banks the burden of carrying the bad ones. Section 12
"A" creating federal open market committee and section 14 proposing changes to
section 14 of Federal Reserve Act take away independent character of twelve Fed-
eral Reserve Banks and make a central bank of the System. It changes character
of Federal Reserve Board from advisory and supervisory body and puts upon it the
responsibility of operating and in so doing is liable to impair its judicial
balance. Section 17, incorrectly printed section 19 in senate bill, would in-
crease the amount of reserves that practically all banks would have to carry and
result in contraction of credit. It would result in a confusion of the reserve
problem rather than helping its solution. Section 13, placing higher rate on
15 day collateral notes would work great hardship on many banks, large and small,
who have found it more coanvenient to use this method of borrowing for agricultura’
and commercial purposes, especially in emergencies when under this method of bor-
rowing, they can forward to Federal Reserve Bank and pledge eligible collateral
and then as emergency develops send in 15 day note for such funds as needed,
which we can ship by airplane or method best suited to meet emergency. Instead
of penalizing 15 day note would be desirable to authorize collateral notes of not
to exceed 90 days maturity. In this district 15 day notes have enabled us to
render assistance it would have been difficult to render if limited entirely to
rediscount operation. At this time penalty rate on government securities and
section 15, prohibiting collateral notes secured by government bonds as security
for federal reserve notes, unfortunate as it will discourage purchase of govern-
ments, as well as reducing note issuing power of reserve bank. Third paragraph
section 15 and fourth paragraph same section would seem to limit use of gold as
reserve, Section 19 forcing national banks to have capital setup not less than
15 percent of their deposit liabilities is good provision, This bill as it stands
might force so many member banks, national and state, out of the system that the
system would cease to exist. It is a deflationary measure.

Martin

203p

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



100

FEDERAL RESERVE BANK OF ST. LOUIS

X=7077
TELEGRAM H~-2

2l4ab

St. Louis Jan 30 1216p
Meyer

Washington

Genmerally the local reaction to glass bill has been unfavorable. It is
believed the intent of the bill is good and that the committee was

prompted by a desire to keep the federal reserve banks liquid, improve

the monagements of the member banks and make funds of depositors safe.

The fundamental error of committee lies in its seeming belief that a
legislative formula will in itself produce good bank mamagement. There
must be as many good bank management as there are banks, otherwise banks
will continue to closc and depositors will continue to losc meney, The
bill has not attempted in a definite way to provide for removal of bad bank
managements, Scetion three docs charge Federal Reserve Banks with inform—
ing themselves as to loan and investment policies of member banks and em~
powers Federal Reserve Board to suspend offending members for one yecar from
the use of credit facilitics of system. This has value but will not result
in permanent change of bad policies, The only way to change bad policies
is to change managcment. Power should be lodged in some body, cither
Federal Reserve Board or some special group to rcmove bad management pro-
vided bank dircctors cammnot be persuaded to remove them stop Sections five
and twelve B should be eliminated and the organization of federal liquidating
corporation handled separately as emergency legislation. Any such aid as
proposed should be extended by government both as to the member and non—
member banks stcp the scetions relating to control of affiliates are in a
number of respects impractical. In some respects they are all right. The
comptroller should be given power of supervision over national affiliates
and of corrcction in the same degrece as in case of National Banks. Federal
Reserve Board should be given the same power in respect to state members
except correction could only cxtend to forfeiturc of membership in System.
Investment affiliates have suffered suck loss in prestige that their value
to their banks has been greatly decrcased stop Section six requires

state members to comply with all the requirements of the act applicable

to National Banks. Might this be construed to include examinations by
National Bank Exaominers thereby nullifying exception provided in paragraph
seven Section nine of the act stop Section eight should be discarded stecp
Scetion nine in its present form would render it difficult for a member bank
to function in a central reserve city stcp Section ten should be discarded
stop Sections thirteen and fifteen discriminate unjustly against a proper
farm of member bank borrowing. Practically all of the reserve city banks in
elghth district voluntarily use collateral note for borrowing both with
Governments and cligible paper as collateral, Also many country member banks
find it a more convenient form of borrowing., If permitted for

ninety days with cligible paper most member banks would prefer it stop
Section fifteen contains reserve requiremcnts for Federal Reserve notes
that would unduly restriet currency eperations stop Section sixteen is a
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disappointment in its failure to attempt to scientifically change reserve
requiremends stop Section Seventeen attempts to make real estate loans
safer for member banks but its provisions are so involved as to render the
section difficult for practical cperation in member banks. It is question-
able if commercial banks should be permitted to make real estate loans,

It might be in the interest of safer bamking to withdraw the privilege and
permit banks a period of say three to five years to dispcse of such loans
now held stop Section nineteen might in the interest of liberality to
smaller unit bamks be changed from fifteen porcentum to twelve and one

half percentum.

Wood,
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Fugene Meyer,
Washington

After personally studying S F 3215 in detail and analyzing it
paragraph by paragraph in conference with our officers we are of
the opinion that the bill would be destructive of the membership
of this bank for reasons hereinafter cited.

With the criticisms and comments in the analysis of Mr. Walter
Fyatt, we unanimously and emphatically agree, but desire to add
the following supnlementary comments.

The burdensome capital stock and reserve requirements could
not be met by the rural members of this bank who are numerically
in the great majority, without heavy selling of governments and
other securities to the injury of the bond market.

The provisions for the increase of the gold cover for federal
reserve notes is a further deflationary influence.

Section 3 is impractical and so restrictive that it would
drive our more important member banks out of membershiv.

Section 4 is highly dangerous and unfair. Its practical
effect would be to deprive one third of the member banks in our
district holding two thirds of the total member banks deposits
from voting in the election of directors, while at the same time
compelling them to remain stockholders.

Section 9 is ambiguous and unsound and would work hardship on
member banks while vermitting discrimination between reserve
districts.

In this and other sections the word "Collateral" is very
loosely used and should be specifically defined. In this district
collateral means warechouse receints on agricultural and other
commodities, bills of lading, chattel mortgages on livestock and
as written this section would seriously injure important live—
stock and agricultural interests.

Section 10 is unworkable and we doubt the necessity or
desirability of any such group action.

In regard to section 12, we recommend that there be no change
in the procedure or operations of the present open market committee.

Section 12 B is impractical, unwieldy, unfair to member banks ‘
and would involve the system in the liquidation of non member banks
over which it has no jurisdiction, In the light of our own experience
we doubt the ability of such an organization to make a profit or of
member banks to obtain any return on their stock investment under a
liquidation charge which is limited to six percent and if intent of
the section is strictly followed.
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We believe all the objects of this section can be better
attained by the reconstruction corporation already set up.

We strongly object to section 13 which would handicap this
bank in many cases where it much prefers to take the promissory note
of a member bank to rediscounting its paper.

As to section 14 G, we believe that all agreements, formal
or informel, between any Federal Reserve Bank or banks and any
foreign bank or bankers, should be under the control of the Fedeml
Reserve Board and that there should be a provision of law to this
effect, but as written, the section is restrictive to the poiat of

-absurdity.

Te disapprove of the amendments of section 15 and section 16
of the Federal Reserve Act which would increase the gold cover for
Federal Reserve notes, which under present conditions would be
embarassing.

We are strongly opvosed to provisions of section 16 reclassify-
ing member bank denosits and increasing the provision for reserves
ag unduly burdensome upon member banks, especially under present
conditions, and likely to force many of them out of membershiv.

Section 17 is very unfair and dangerous to country banks
long on farm real estate loans and discriminates against them and
in favor of competing non member banks. It evidently intends to
throw safe-guards around the segregation of thrift and time deposits,
but as drawn is incomplete and ambiguous and would result in great
confusion in case of insolvencies. This section would limit the
investment in lot and building of a new bank to 15 percent of its
capital and surplus.

Section 18 is very objectionable in that it bars loans, as well
as investments, of all new corporations for five years of their
existence, and to any existing corvoration which during the five
years previous has not been able to consistently maintain earnings
of four nercent of its capital.

It is impossible to determine the percentage of earnings upon
the outstanding canital stock of a corporation whose stock has no
par value. '

The provisions of section 19 would require an unnecessary
increase of approximately 35 percent of the member bank capital in
this district, an amount impossible for them to raise under present
conditions. This would put many of them out of business or force
them out of membershin and with such increased capital large numbers
of banks now experiencing very unsatisfactory earnings would be
put in such a position as to be unable to make an adequate return
on their capital.

The provisions of section 20 are unnecessary.

We would be concerned about the adoption of section 24 (B)
and [0) because many of our member banks are "affiliates", as that
term is used in the act, and we believe that these paragraphs would

B )
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result in these banks leaving the national banking system and in the
case of state banks, membership in the Federal Reserve System.

The bill is very loosely drawn, contradictory in some respects,
and as to some of its provisions there is serious doubt of their
constitutionality. As to sections regarding which no comment is
made, we are in accord with Mr. Wvatt's comments and criticisms.

Mitchell, and Geery.

333p.
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Governor Meyer
Washington

In response to your telegram of the 26th the following cormerts on Senate
Bill 3215 are submitted as our views, formulated after the necessarily
hurried study of the bill and after consultation with other officers of
the bank and with our counsel. We are not making comments on those pro-
visions of the proposed bill in which we concur cr to which we see no par-
ticular objection at this time., Throughout thpact it should be made plain
Just what the meaning is of such terms as "Collateral loans" "Loauns on
collateral” etc section 3: We believe that the moking of a normal volume
of loans on stock and bond collateral is a perfectly legitimate bankinge
function, and that this fact should be recognized by any law designed to
curb the improper use of member bank or Federal Reserve Bank credit. This
section appears to unduly restrict the exercise of such function. Impractical
for Federal Reserve Bank to keep currently informed as to loan and
investment practices of member banks,

Section 4: We are in sympathy with such restrictions as may be
necessary to prevent substantial control of Federal Reserve Bank
directors by branch, group or chain bank Systems, but we do not believe
there should be such a broad denial of representation in elections of
Federal Reserve Bank directors.

Section 5: Such a disposition of Federal Rescrve Banks earnings
is contrary to the spirit and internt, of the Federal Reserve Act, and
would, in theory at least, curtail the ability of Federal Reserve banks
to extend credit in time of need, end reduce the ability to pay
dividends to member banks during years when there are no Federal Reserve
Bank profits.

Section 8: We think that our banking system, as developed with
the Federal Reserve System, has made obsoletc the old plan of reserve
city classifications. We belicve the recommendations by the Committee
on Bank Reserves should bo followed.

Section 8: This provision places too much gower and responsi-
bility in the Federal Reserve Board, amd contains clemonts of danger to
the system. We think any legal provision of this kind should moke it plain
that there will be no interference with any member bank which is carrying
for its customers not more than a normal amount of loans secured by
stocks and boudse In this connection, we think it well to mention that
the proceeds of some loans so sccurcd arc used for commercial purposes,
and that the procceds of some loans, unsecurcd or sccured by other
collateral than stocks and bonds, may be used for speculating in stocks
and bonds.

Section 10: We think it is wrong in principle to make Federal Re-
scrve credit available for inelgible purposes and on the basis of frozen
collateral., In any event such a provision should be safeguarded by
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limitations as to amount and duration of advarces arnd provision that the
Federal Reserve Board shall have full informatio:n as to the purposec of
advance and nature and valuc of collateral to be pledged by individual
borks before conscrnt is given. We do 10t believe that operations under
such a provision of law would prove to be of practiecal valuc.

Scetion 11: Wo believe the collateral pcrmitted for loams to
affiliates under this section should be made morc inclusive and should
specifically include conforming real estatc mortgages. In this connection
some of the states do not specify the charactcr of investments which may
bc made by savings banks,

Section 12: A: It occurs to us thatin order to facilitate
emergeney action, an exccutive committce or some smller body thon the
whole committce should have power to act. Thirty doys appears
unneccssarily loag period for Pedcral Reserve Banks to accept participation.

Section 12: B: As stated under section 5, we object to the
principle of such o employment of Federal Reserve Banks resources. Ve
believe further that the Federal Reserve Banks, as managers of the
liquidating corporation and as ercditors of susperded banks would be placed
in an anomalous position, and that if such a corporation is established
it should be entirely separate and apart from the Federal Reserve System.
We further believe that compulsory assessment of member banks for stock
in the corporation is improper and will texd to drive members from
systcm.

Section 13: See no recson for any difference in rate or other
differences, in cxtending credit on member bank notes secured by eligible
paper and exterding crcdit thmugh rediscount of eligible paper. As to
member bank notcs sccurcd by governments, we believe a higher rate pro-
vision is objeetionable at this particular time and so long as banks are
encouraged to assist in Treasury financing. The other provisions of this
section, if taken literclly, would seriously interfere with a member
bark's normal and proper loaning opcrations, and are much more drastic than
they necd be to prcvent abuse of Federal Reserve Bank credite.

Section 15: Belicve the provision of this scction moking member
bank notes seccurcd by Government securitics ineligible as collateral to
Federal Reserve notes is ohjcctionable at this particular time and so
long as member banks are cucouraged to assist in Trecosury finaneing, and
that the provision limiting acceptaces eligible as collateral to Federal
Reserve notes to those made ageinst shipment of goods actually sold in
the forecign trade ef the United States is also objectionable.

Section 16: We believe that any revision of the reserve require-~
ments should be a complete revision which in our judgment should be

ased on the principles called attention to in the report of thec committee
on bank rescrves., It is particularly desirable that the rescrve require-
mcnt make proper allowances for cash in vault, to eliminate many
inequities now cxisting between banks in Federal Reserve and branch
citics ard banks located elscwherec,
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The provisions of paragraph C are not readily understandable. If lines 10 to
14, page 37, mean that a member bank shall not loan to a customer who is at
the same time borrowing from an investment banker, broker, etc, such a re-
striction is unwarranted from any viewpoint. If this wording means that a
member bank shall not loan to a customer who is at the same time loaning to
an investment banker, broker, etc, the provision is too arbitrary and compre-
hensive, since not all loans to investment bankers, brokers, etc, are made to
facilitate speculation or are of such a nature that payment thereof can be
had on demand. Certainly a member bank should not be required to take a
sworn statement every time a loan is made or renewed, in order to avoid a
violation of law. Paragraphs E and F are not clear, There shculd be no in-
terference whatever with the transfer of member bank balances through the
Federal Reserve Banks, so long as such transfers are in the usual course of
business. The reference to purchase of other similar agreements should be
amplified by definision, In this connection, it might be advisable to in-
clude in the law that a resource item representing a sale of Federal Reserve
exchange shall be classified as a loan. ’

Section 17:¢ There should be no further restriction of total amount
of real estate loans which a member bank may make and such loans should be
confined to conforming real estate loans. To include bank premises and unse-
cured loans based on the value of real estate would place many banks in a
position where necessary adjustments could not be made within two years.

The present limitations on conforming real estate loans to five year terms and
to fifty per cent of market value are such safeguards that there should be no
requirement for pericdic revaluation and adjustment, The provision for segre-
gating assets in which time and thrift deposits are invested is unsound in our
opinion., The provisions of this section would, we believe, be detrimental to
the national banking system and force the withdrawal of many member banks.

Section 18: The provision limiting investments in bonds and securi-
ties other than governments and municipals to fifteen percent of capital and
twenty five per cent of surplus would prove a tremendous hardship on many
member banks, and is, in our opinion, an unnecessarily low limit. The provi-
sion that no member bank shall purchase or hold any obligation of any corpora-
tion failing to earn four per cent on capital stock for each of the preceding
five years is arbitrary and unwarranted. The word "Obligation" in this pro-
vision might be held to include current nctes of the corporation, under a
strict interpretation. Further possible effect of the provision is to deny
credit facilities of national banks to new and worthy corporations.

Section 19: There is such a variation in the size of banks and the
nature of business handled, both between individual banks and between dif-
ferent sections of the country, that we do not believe an arbitrary ratio of
capital funds to deposits can be made a practical or an equitable provision
of law. In small and medium size banks operating expenses, including taxa-
tien on bank shares, are so high in relation to maximum earning capacity that
a high ratio of deposits to capital funds is necessary to a proper return on
the capital. A limitation of this kind, certainly one of fifteen per cent,
would be a decided hardship on many member banks and would undoubtedly bring
about withdrawals from the national banking system.
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Scetion 20: 1le sec no objection to pcmitting bank shares to
ropresent a proportionate owncrship in affiliatced corporations.

Section 21: The provision that an officer of a member bamk shall
not bc an officer or cmploycc of a sccuritics company should be qualified
by cxccpting affiliatcd companics. The provision prohibiting a member
bank from porforming the functions of a corrcspondcnt bank on bchalf
of sccurities companics should not prevent a member bank from acccpting
dcposits and performing ordinary bamk scrvices for such companies.

Scetion 22: Depriving a corporation or holding company owning morc
than ten perccent of the stock of a national bank of right to votc such
sharos might drive a number of national banks out of the systom,
particularly wherc a majority of the stock of such bank is owned by
holding compeny. This scction is also objccted to on the ground that it
would deprive a trustce or other fiduciary of the right to vote stock
held in trust ecstato.

Scction 23: Belicve the provision is objectionable in that it
applics only to sharcholdcrs bccoming such after March 1, 1934, as share-
holders prior to that date may continuc ownership of stock of affiliate
the discrimination as against subsequent sharcholders not bascd on any
rational distinction.

Scction 24: Our views as to this scction are rcflectcd in
corments on Sections 22 and 23,

We considor all of the conditions sct forth in this section, for
obtaining a poermit, are proper, with thc exception of subdivision E, which
appoars too drastic.

Section 28: Prohibiting paymont of intercst on deposits subjcct
to check, which would apparently include bank balances, would place
momber banks under a tremendous handicap in comparison with nonmember banks.
Mcmber banks would be prevented from acting as depositaries for states
and municipalitics wherc statutcs provide for payment of interest.

Scetion 29: Paragraph A - Such an arbitrary provision docs not
prescribe a proper test for crcdit risk.

Paragraph B -~ The activitics of an individual or corporation othcr than
an affiliate should not deprive the individual or corporation of the
berefits of the exceptions to scction 5200, if they arc otherwisc
entitled to such bencfits,

Paragraph C - The sccond paragraph of this subscction is ambiguous in its
prescnt form. Scec no rcason why cash dividends should not be uscd for
capitalizing an affiliate, with unanimous conscnt of stockholders.

Scetion 30: Our views with rcferencce to the latter part of this
section arc containcd in commcnts concerning section 9.

Scetion 3l: We arc in sympathy with having reports filed by
affiliates, but bolieve that this provision would placc national banks at
a disadvantage as comparcd with statc member banks. ‘

Scction 32: We think cxamination of affiliates is desirable, but
guestion the rcason for timing the period to two years,

Scetion 33: Thc provisions of this scction appear to us to be too
far rcaching and unrcasonablc in their terms. Some less stringent pro-
vision should serve to corrcct thc abuses aimcd at.

Femilton and McClure
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(Leased Wire Service)
Received at Washiazton, D, C.

209gDb
Dallas 1201 p Jan. 30
Meyer
Washington

In compliance your wire Jaznuory 26 we have given as careful considera-
tion as time would perumit to senate bdill 3215 and submit the following, Ve
favor in principle some of the purposes sought to be accouplished by this
bill, such as a more effcctive control of speculation, better supervision
and regulation of affiliates, fixing the par value of member ban': stoclk at
one hundred dollars etc, but the bill appears to us to be loosely drawn and
ambiguous, entirely too drastic in its provisions and calculated to drive
meiber ban'zs from the system, thus jeopardizing both the reserve and national
bank systems, We believe it should undergo careful consideration and over-
hauling before it is enacted into law,

Section 3: We are in sympathy with the principle that advances should
be made for the occommodation of commerce, industry =nd agriculture but in
our judgment this section provides for an uwawarranted interference and super-
vision of the affairs of member dbnnzs, The sentence beginning on line 7
page 5 and ending on line 10 calls for a procedure thi.t would be very diffi-
cult for reserve banks to successfully follow,

Section UY4: While the genersl purpose of this section moy not be un-
desirable, it would be very difficult for Federol Reserve Banlts to properly
construe and act under the last phrase of the section extending from lines
two to six on page six,

Section H: Under terms of tiis section no federal reserve ban': wnose
surplus is now or becomes below the statutory amount through the payument of
expenses and dividends or loeses in operation end writeoffs would ever be
able to restore it, The surplus would become a diminishing sum and con-
ceivaply over a period of time the capital stock of a Federal Reserve Benk
could become impaired not to mention the passing of dividends to member
banizs,

Section €: Page 7: In lines Y4 and 5 merber state ban's are required
to comply with all the requirements of the federal reserve act applicable
to national banlzs, In effect it repeals the prescat provision of the
Federal Reserve Act that permits member state orniks to retain their charter
rights and statutory powers, such as fiduciary powers, Ve doubt if it is
intended to deprive member state banks of the concessions which are permitted
them under the present law, but such appears to be the effect, nevertheless,
There are other changes in this section which we think should be made but
we will not burden this mcssage with them,
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Section 9! This is particularly on unwarranted effort to control
the operation of member baal"s., Reasonzble corrective measures can be in-
augurated and enforced without resorting to this proposed drastic regulations.
There are many nember banl:is yet throughout the country that are ebly officered
ead supervised by capable boards of directors, These institutions would
resent this effort to thus regulate their affairs end probably seelk relief
by withdrawing from the systen, In this paragraph aad other sections of the
bill the word "Collateral" is used as & synonym for investment securities,
Inasimch as there are many different kinds of collateral that form the basis
of baank loans that are non speculative in character, such as for exarple,
bills of lading, warehouse receipts, chattel mortgages end other instruments
cormonly hypothecated with benks to finance movements of crops and merchan-
dise, we think the bill should be corrected so as to clcarly set out the
particular type of collateral the framers of the bill had in mind,

Section 10: We do not believe that any necessity exists for the
enactment of this section of the bill, Situatvions demanding coacert of
action on tne part of banzs to save a local institution can best be handled
by them in their own way with such assistance as may be rendered by the
reserve banl: of the district in accordance with existing law, The fact that
the note of the group ban!is would not be secured and not elisible as col-
lateral for Federal reserve notes is a further objectionadi; feature because
of the shortage of eligible paper waich reserve banis now rrequently ex-
perience.

Section 12 A: We see no reason for malting a legal body out of the
open market cormittee and hedging it about with the provisions contained in
this section. We believe that the act as now in force grants to the Federal
reserve board sufficient supervisory power in that connection, &% the sane
tine reserving to the several federal Reserve Baal's sufficient autonomous
powers to protect them agaianst any plan or policy inaugurated by the open
market comniittee which they roy feel not in their own interest or for the
welfare of their respective districts.

Section 12 B: While we appreciate the motive reflected in this sec-
tion and other bills having substantially the sarie purnose, it is our feel-
ing that there is no Jjustification for the creation of a liquidating
corporation in any form, The depodits of a failed banl: are invested in the
notes and other assets of that corporation, The liquidation of these de-
posits in the long run can come only from collection of the assets and only
to the extent that they may be coaverted into cash, The arbitrary antici-
pation of the collection of the assets by bringing funds from the outside
would tend to create an artificial or inflationary situation locally, with
possible injury to the commmunity when the funds are withdrawn as the assets
are reduced to cash, TFurtherwore, when the proposed corporation lends to
the receiver what would probably be the maxirmm collectlible value of the
assets, both the receiver and the cormmunity would relax their diligence in
enforcing payment of the failed ban’rs notes, In many instances depositors
corrittees have been of assistance to receivers in collecting a failed ban’:'s

. paper, In addition to this, we do not thinlz that congress should attempt
to force member banks to malke loans and investments., Member banls are
privately owned and should be supervised but not directed in their investment
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policies, We believe, too, that in so far as Federal reserve banits should
be required to subscribe to the cerital stociz of the liquidation corpn
it would be an unjust if not unconstitutional confiscation of their
property and a step in the direction of freezing up their own assets and
impairing their usefulness as the reservoirs of the reserves of their dis-
fricts, The proposal bears some recemblence to the guaranty of devosits,
Again, it carries some of the evils of deposits in a going bank, against
surety bonds of outside public funds which are loaned locally and which
when withdrawn often wreck both bank and community, Morecver, the measure
seems to contemplate that we are to continue indefinitely to have bank
failures as we have experionced them in recent months: whereas, we hope and
expect that the time will coon come when a suspension in this country will
be an unusual and rare happening, Even if this section is sound in
principle and should be enacted into law it should Dbe reWritten, clarified
and made more workable.

Section 13: There is uo justification, in our opinion, for apnlying
to fifteen day notes a rate of interest higher than the rediscount rate at
the reserve bank., The best member banizs in this district get temporery
accommodation from us under a fifteen day note, and we have regerded this
practice on their part as evidencedf conservetismand liquidity as well
as close attention to their own affairs, We do not thiank that any member
bank should be required to borrow money for a longer period of time than
it reasonably needs it,. .

Section 14 B: We recognize the fact that the federal reserve board
is the counterpart in this country as nearly as moy be of a foreign central
banl;, and we agree that all relations and transactions of the system and the
several federel reserve banks with foreign ban:s should be under the super-
vision of the Board: But we wonder if the amendment pronosed does not go
too far, with the result that foreign banis would hesitate to participate
in negotiations and conferences with the frantness and thorourshness that is
desirable,

Section 15: It would be unfortunate at this time particularly if
promissory notes of member ban'zs secured by government obligations would
be made ineligible as colleteral to secure federal reserve uotes, In
recent months the Federal reserve banizs have been noticeably short on
collateral which may be pledged withthe agent, an the elimination of the
obligations mcntioned would add to thsir difficulties. The recent expansion
in federal reserve notes, increasirng about $1,200,000,000 over tae amount
outstanding a yesr ago, has shown that the demand for currency is not
always accompanied by corresponding demends for additional rescrve credit,

Section 16: For some time we have felt that no distinction should
be mede in the reserve reguirements as between time and demand deposits,
and therefore we do not disfavor that feature cf this section: But we do
think that any change in the reserve requircments of member banizs should be
mede only efter thorough considceration by proper committees in congress of
the report receatly made by the special reserve committee of the system.
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Section 16-C: Member benzs are justified from time to time in
making stock collateral loens to some of their customers, even in taking
up loans previously held by brokers ond others end in line with our com-

> ment upon other provisions of the bill we feel that the inflexible rule
set forth on page 37, lincs 10 to 15, is an unwarranted limitation upon
the control of a bank by its officers and directors.

In conclusion, we may say that the bill represents an effort to
control member banks through detailed statutory reguldtions and evidently
grows out of a chapter in our financial and credit history which may not

» be repeated for many years., Rather than to try to cover every feature of
"~ banking by statute, we think a much batter plan is to clothe the Federal
Reserve Board with a proper measure of general and flexible discretionary
powers which will eneble it to meet the changing nature of our economic dis-
turbances without imposing undue hardships and wnwarranted supervision and
limitations upon member benks,

McKinncy, and Walsh
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Dallas Feb. 2, 1025 a.m.
Meyer

Washington.

Supmlementing our message of January thirtieth regarding Glass bill
we recommend that section thirty two vage fifty nine be amended to
provide for examination of affiliates of state member banks by
examiners andointed or apmroved by Federal Reserve “oard. The bill
as it now stands apparently limits the right of examination of affiliates
to examiners apolointed by commtroller of currency whereas in our
oninion there would be many cases in which it would be degirable and
important that affiliates of member state banks be examined by
Federal Reserve examiners. We therefore suggest that section thirty
two be amended by inserting the following clause in varenthesis
immediately following the word examiner in line ten quote Whether

he be an examiner avnointed by the Comptroller of Currency or an
examiner apoointed by the Federal Reserve Board or a Federal Reserve
Bank unquote. We believe this change highly desirable in order to
expressly clothe Federal Reserve Zanks with the power to examine
affiliates of both national and member state banks.

McKinney, and Walsh.
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San Francisco Jan 30 1234pm -
Governor Meyer
Washington
3 Pending presentation other commemts banking act of 1932 I would like to

bring to your attention Section 17 which if adopted would seriously affect
credit of National Banks, Ostensibly purpcse is to give preference to
time and thrift depositors over commercial depositors and other creditors
of same bank. Unless definite limitations are placed on extent to which
such depositors may be preferred commercial depositors naturally would be
reluctant to patronize bark so organized. Intention is to secure savings
depositors with capital assets and commercial depositors with liquid assets.
Under California Departmental law this is carried out by creating in effect
under one charter two banks one engaging in commercial banking having
separate capital and one engaging in savings banking likewise capitalized
and with restriction as to character of assets vhich can be carried in
savings department, each department maintaining separate set of books., In
event of liquidation no encroachment by creditors of one department can be
made upon other department except that residue in one department, after
creditors claims are satisfied is applied to claims against other depart-
ment before any return is made to stockholders. Creditors of separate
departments are omn equitable basis with all other creditors of same
department just as though one bank only existed., Should section 17 become
effective it would seriously impair value of a national bank endorsement
which would result in curtailment of amount of credit obtainable and more
severe test applied to paper which a nat ionmal bamk may offer for discount
at reserve bank of correspondent bank. Provisions of sectior 17 also
would unfavorably react upon acceptances of a national bank.

Calkinse
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