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?”“} SECTION BY SECTION ANALYSIS
P '
OF
PATMAN BILL
(H.R. 7230)
B NOTE: This is not intended as a document to be

E\ : “transmitted to Congress or published in any way. On
e the contrary, it is intended solely for the oconfiden~

tial use of the mewbers of the Board in prepsring
themselves to testify on the Patman Bill., It is con-
templated that the menbers of the Board would seleot
and use such of the arguments herein contained as
might appeal to them and would disregard the others.
Thersefore, it contains arguments which may not appeal
to some menbers of the Board.
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SEC. 1, DECLARATIONS OF POLICY

This states five objectives which would be declared to
be the policy of Congress and which apparently indicate the pur-
poses of the Bill.,, These g¢bjectives are: (1) "to provide for
Government ownership of the twelve Federal Reserve benks™; (2)

2y "to prevent injurious expansion and contraction of credit and

was currency”; (3) "to stabilize and maintain a dollar of wniform
purcha31ng power for the purpose of assuring the kind of dollar
which a generation hence will have the same purchasing and debt-
paying power™; (4) ™to permit all banks, the deposits of which
are insured by the Foderal Deposit Insurance Corporation, to ro-
coive oll rights and privileges from tho Federal Reserve System";
and (6) "to encourage the sound loeal bank, rccognizing the con-
tribution that the local bank makes to the social and financial
betterment of the looal community."

Discussion

(1) Government ownorship of Reserve banks, - This is
discussced in conncetion with soction 2 of the Bill,

{2) Provention of injurious cxpansion and contraction
of oredit and currency. ~ Except for the addition of the words
Tand currency", this is alrendy prescribed os the standard to be
followod by tho Board in changing reserve requirements, The Bill
adds nothing to the Board's powor to accomplish this objective
excopt to remove the present limitations, upon tho..power.of tho_
Board of Governors ors to chungo resgryo requlremontg. This change -8
Is desirablo in princip_o but the provisions of the Bill which \’\§§

ik

wouvld, in effect, permit banks to maintain such reserves only
whon they chose to dd so tend to nullify any ndvantages of the
chango. It slso is questionableo whothor the prosent time is
advisable for making such a change,

{(3) Price Stabilization as Monetary Objective, - This
subjoet is discussed in the Board's statomont on Objoctives of
Monetary Policy, of which a copy is attached, as published in tho
Septerber 1937 Foderal Reserve Bullotin at page 827. The objec-
tions there set forth to price stabilization as a primary monctary
cbjective will, however, be briefly summarized.
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Most important of all is the fact that the real aim and
desire of Governmenit should be economic stebility and general well-

being rather thon price stebility, It seems likely that the pro-~

ponents of price stabilization really have in mind these broader
objectives and are thinking of price stabilizabion as s means
towards the ultimbe end. Undue concentration on price stabiliza-~
tion, however, mny defeat efforts to achieve the more important
gonl.

Unsteble econemic conditions may develop, as they did in
the 1920's, while tho price level remains stable. Chonges in the
price lovel also can occur without relation to general business
stability., For example, the price index might rise owing to an
advance in agricultural products which might be the result of %{
either {1) a crop failure in the Thited States, or (2) a short }
world crop while the harveost in this country was bountiful and ZEZI)
full omployment prewnileds If prico stabilization were the sols
guide to monetary policy, & rostraining policy would be inrdicated
in both cases, although in tho former case such a policy might
rosult in a general businoss deoline, while in the lattor case it
might or might not be justified deponding on other cirecumstances,

Price stabilization ms a mandate for the Federal Reserve
System also would be objectionable because of the inherent limita-
tions of monetary powers end the fooct that certain monetery powors
are not entrusted to tho Board either at present or under the pro-
pesals in the Bill, "Even if the System's powers were alterod as
proposed in the Bill, they would not be sufficient to maintain
price stability if that was desirable; and they would be oven more
inadoguate to achicve unaidod the real goal of general cconomic

“well=being.,

The System can regulate within limits tho supply of
meney but there are other factors affecting prices and business
activity fully as poworful as the monocy supply. Many of those |
factors are nonmonctary and cannot be controlled by monetary ac-
tion. This is particularly truc of Government policies regard=
ing texation, expenditures, lending, foreign trade, agriculture,
and labor, Their effect on business aotivity may express itself
in an increased or docreased rate of use, or turnover, of the
existing supply of money as woll as in a chango in tho supply it-
self. The Systom's influence may be entirely offset by such
other factors,
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Aside from the general undesirability of price stabili-
zation as a prirary monetary objeetive, there would be great diffi-
culty as a practical motter in detormining the prices to be stabil-
ized. Stadilization of individual prices by monetary means is not
proposed and would not be feasible., Thersfore, an index is required;
but, although considerable differences result if different indices
are wsod, there is no goneral agreomont as to what oconstitutes o
satisfactory index for the purpose. This really is only another as-
pect of the impracticability and unrealistic nature of the proposal,

(4) Access of all insured banks to Foderal Reserve faoili-

ties. - This is discussed in conncction with seotion 3 of the Bill.

{5) Encouragoment ome col) bank, « This is o desir-

able objeotive, Jhere is, however, nothing in tho Bill to oarry Ji
ouk, with the possible exception of the provision for pormitting all

insured banks to have anccess to Federal Rosorve faéilitieos, which is
discussed in connection with section 3 of the Bill.
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F’" SECS. 2{an) AWD 2(b), OVWNERSHEIP OF RESERVE BANK STOCK

Section 2(e) would authorize and direct the Secretary of
the Treasury to acquire and hold on behalf of the United States all
shares of capital stock of the Federal Reserve banks held by member
banks and, in order %to reimburse each member bank, to "establish a
eredit for such bank in the Federal Reserve bank" equal to the amount
originaily paild for such stock, with interest at the rate of one-half
of 1 per cent a month from the lest dividend to the enactment of the
ch'b » ’
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Any member bank that fdiled to surrender its Reserve bank
stock would not be "entitled to exercise any privileges of membership
in the Federal Rescrve System" after the Seerstary of the Trsasury
tendored to such bank the amount speeified for the purchase; but it
would be restored to such pr1v1leges upon surrcndor of the stock and
acccptance of payment,

Scotion 2(b) provides that "the assots, property, and req-
ords: of the Federal Rescrve bunks shaell bo the property of the
United States", but that the transfer of member bank's Resorve bank
stock to the Troasury shall not deprive any such bank of its rights
and privileges uwnder the Act,

Discussion

Owncrship different from control.- Probebly the most
important dcfuet in the proposal is the failuro to distinguish be-
tween owncrship and control. No one would guestion that the Federal
Resorve Systom should oporate in the public interest; but there is
nothing to indicate that it doos not so operate at presont, and the
ownorship of the Fedorel Reserve benks is relatively unimportant in
determining how they oporates. Indeed it is quostionable whethor tho
member banks' holding of limited=dividend, restricted-voting stock
should properly be called oven "ownership" of the Reserve banks.

In substancc, it is an onforced contribution to the capital of the
Rescvrve banks,

Control is tho important thing, and this in effect is in-
diented by the Bill itself, It would not stop with transferring
ownership to the Treasury but would also make certein changos in. the,
Board of Govirnors, Reserveg bank dircetors. . Advisory Council, and
Open Markot Committcg. == all apperontly eimed at cffecting changes
in control, ¢se proposals arg considercd in comneetion with the
appropriate scetions of the Bill, but the vory fact that it is
thought nece x_;g“pxggggb such c¢hongos in nddition to change in
ownership shows the unimportancq of mexe ownorship of the Reseryo

banks! and partlcularly the irrclevance of the attcnunted form of
stock "ownorship" now held by the member banks.
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It probobly is this some failure to distinguish between
ownership ond control that causes some persons to say that the
¥ederal Reserve System should be changed in order for Congress %o
exercise its constitutional authority to "coin money ond regulote
the value thereof," Just as in reguloting interstate commerce and
other motters within its jurisdiction, Congress necessarily must
entrust the actual administration of the stotutes to someons, since
Congress could not itself directly perform these detailed functioms.
Congress, in exercising its constitutional authority to_coin money

ond regulato the value thercof, created the Fedorgl Resoryg Systom
as tho agency through which part of this function is ndminisborcd.
i i A el M A s .
Tt scems Thot thoSo WhRo would urge The Congress to oxcroisc its
power to "coin meney end rogulatoe the value thersof" renlly have in
mind chaonges in the manner in which Congress is alrcady excreising
the power,

Income of member banks from Rosorve bank stock.- During
tho 23 years of the Fodoral Resorve System, only about ono=eighth
of the gross carnings and sbout onv-fourth of the net carnings have
boeen paid out os dividends to tho monber bonkse These dividends
amount to about $150,000,000 whon aggrogatod for all membor banks
during tho contire 23 yeors of tho cxistence of the Fuderanl Rescrvoe
Systom. Thoy are rclotively insignificent so far as eoch membor
bonk is concerneds A mombor bank having a capital end surplus of
$100,000 coutributes $3,000 to thu Roserve bank!s ccpital and surplus
and recoives annunl dividonds of $180, or ot o rate of loss than two-
tonths of one per cont of its own copiinl and surpluse

[Footures of Treasury Eurchaso}— The aggroegato annual divi-
dond on oll Resorve bank stock at present cmounts to about §8,000,000.
The net profit to the Govermment from a purchasc of the $133,000,000
of Rescrve bank stock would, of course, bo only the differcncc be-
tween this annual dividend snd the intcerest cost on the moncy borrowed
to moke the purchases (If the cost to the Govermment of borrowed
money be considered to be, say 2-1/2 per cent per annum on thu basis
of long=-term bonds to finance the purchasc of the Rosorve bank stock,
tho aot profit which would occruc to the Governmont would be less than
5,000,000 por arnum, which is less than one=tenth of one por cont of
the eurront budget,)

Under the proposal of scetion 10 of tho Bill to reliove
notional benks of the nssossments which they now pay for oxominations,
over §2,900,000 collected annually from this source would have to bo
supplicd elsewhero, prosumably by Congrossional sppropriction. This
would still furthor reduce the not profit which would accruc to the
Govermment undoer the proposcd changes.

Morcover, the assumption of o 2-1/2 per cont interost rate
on the moncy berrowed to purchase the Reserve bank stock is based on
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the present interest rates which are about the lowest long-term
rates in history. Even under the present low rates, borrowings

ot 2-1/2 per cent would not be for longer than sbout fifteen years.
The bonds presumably would have 1o be refunded within such a periocd,
or sooner, at which time interest rates might be considerably higher,
It seems clear, thersfore, that oven if the Ireasury were intercsted
in molkding investments for long-term incame, the purchasec of the Re-
serve bank stock would not have unusual attractions.

It is cbvious, however, that the real purpose of the Trea-
sury is not to meke wvarious investments for long-term income, even
though the investments might be vory remunorative cver a long peried
of time, Its real concern is with mceting the present demonds on the
Treasury for relief, rearmement, ctos, The investment of sbout
$133,000,000 in Reserve bank stock would crentc no amgégyment, of fer

no vollief or work relief, and add nothing ga_&hg.ﬂnﬁig&iﬁ:aﬁfénseso
Tt would merely docroase thec funds availablo for these purposcs.
Such an expenditure would be porticularly hard to justify with the
present unbalanced budget.

Demage to confidence.~ In tho preosent state of business
fopr, it would hardly be eonducive to public confidence for the
Congress to even seem to move sharply in the general direction of
Govermment ownsrship or strictor regulation of business. Any fears
that Govermment ownership of the Reserve banks presaged genoral
Goverment ownership of business probably would be wrmarranted, as
the discussion above would rather indicate, but enasctment or extended
consideration of this proposal would almest certainly cause such mis-
givings in many quarters. It is tho nature of fear that it is unrea=-
soning, asnd there are obvious reasons at present for not giving it
further impetuse.

Alternatives.~ If Congress should wish to change either
the ovmership or the yield of Federal Reserve bank stock it could do
this much better than by a Treasury purchasea :

It could change the dividend rate or make the dividend de-
pendent upon some variable such as the yleld on Govermnment securities.

It could provide for public distribution of the stock in the
manner which the originel Federal Reserve Act provided as an alterna-
tive if sufficisnt stock had not beon subscridbed by dbanks; end it could
forbid any bank to own such stocks The stock would, of courss, be non=
voting, and could be made subject to any of the dividend limitations
mentioned above, Some foeel, however, that public ownership of Reserve
bank stock would be worse than member bank or Treasury ownership, since
it might creatc o public demend for payment of dividends which would
impeir the nonprofit operstion of the Systom.
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Another alternative would be to eliminate the Reserve bank
stock entirely and have the Reserve banks operate with their present
surplus as their capitnls This could be done without cost to the
Treesury by having the Reserve banks retire the stock and cancel it
just as is done ot present when banks withdraw from the Federal Re=
serve Systems
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i SEC. 2(c), RESERVE BANK EARNINGS COVERED INTO TREASURY

After all necessary expenses heve been paid or provided for,
the net earnings of the Federal Reserve banks would be covered into
the Treasury as miscellaneous receipts.

Discussion

Apparently this proposal is bassd on the assumptions that:

&

(1) The net earnings of the Federal Reserve bdnks, Ig: - o
after the payment of dividends, are substantial; g-{a E 3
. _ 3

(2) The United States Govermment will have no claim o §.uﬁ£’~,
on such net earnings if they are not paid to the ED @ b
Govermment currently each year; and " E-”g E"

. 4 e I

P A

{3} The surplus of tho Federnl Resorve banks is ade~
P
gquate in relation to their lisbilities.

Small net enrnings efter dividends.- The net earnings of
the Federal Reserve hanks avallable Ffor transfer to surplus durin
recent yeors have been rsIaE1ver smpll, smounting to $2,616,352 in
1537, to $352,524 in 1938, and ©o $607,422 in 1935, In some years

the Federal Reserve banks, after payment of dividends, have had defi~
cits in net earnings which wers charged to surplus.

During the period of the World War and for a few yoars
thereafter member banks were borrowilng very large amounts from the
FPedoral Reserve banks, and as a consequence the earnings of the
Federal Resorve banks were cxceptionally large. At that time Fed-
eral Reserve banks pald a franchise tax, the fronchise tox poayments

P emounting to over $120,000,000 for the calendar yoars 1920 and 1921,
¥ &8 as comparad with total franchise texes of §149,138,300, for the per-

iod from the orgenization of the Federal Reserve banks to the end of
1932 after which the requirement for the payment of o franchise tax
wos repealeds It wos also during this period that the Foderal Re=
serve banks added substantial eamounts to their surplus accounts,

The Pederal Reserve Act, ns omended on March 3, 1919, pro-
vided that all of the net enrnings of a Federcl Reserve bank remain-
ing after the payment of dividends, including those for the calendar
year 1218, should bs paid into a surplus fund until it amounts to 100
per cent of subscribed oapitel and thot thereafter 10 per cont of sueh

- net eornings should be pnid into the surplus and the remcinder paid to
l_); the United Stotes as a franchise tax,
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This provision of the law was sgain modified by the Bank
Act of 1933, to provide that all of the net earnings of a Federal
serve bank, after payment of the 6 per cent dividend provided by la
shall be paid into its surplus fund; but at the seme time Congress
effect appropriated one-half the surplus of the Reserve banks for tk
establishment of Federal insurance of deposits, by requiring the Re-
serve banks to use onc=holf of their surplus to purchase stoock in the
Federal Deposit Insurance Corporation, on which they receive no divi-
dends.

Federal Reserve notes.~ It is frequently stated that the
Federal Rossrve bonks obbein Federnl Reserve notes from the United
States Treasury for the cost of printing, and that they place large
volumes of such notes in circulation and thus cbtain substantiel
profits which should belong to the Govermment. It is important,
therefore, to point out the feetors that determine the volume of
Fodernl Reserve notes in circulation, what the Federal Reserve banks
havo to do to got them and the costs connected with the supplying of
curreney to the public,

The amount of money in circulation at.a given timg.repres

sents what the_public cqllﬁctlvely wonts, s 8incu.ournency., alWays eum

moves out_of tho Fedoral Resarve bonks when the demand for, it ins

creages and returng to them when the demand subsidese JThig_is what

is mesant by an elastie curruncy. en currency is needed, the

public obtains “3% from the local banks, and the latter cbtain it

from the Federal Reserve banks. When it is not needed, the public
deposits it in the loecal banks, and the local banks in turn rode=
posit it in the Federal Reserve banks, The Federal Reserve banks
may be regarded as reservoirs fram which sdditional currency is
drawn when the public reguires it and to which currency not required
by the public is returned. The Fedoral Reserve banksg have no dirget
voy of keeping in circulotion a larger amount of currency then the

publlc requires, or reducing the amount of currency that the public

needs to finance its ecurrent operations,

The demand for currancy is determined by various condi-
tionse A certain minimm is required for day-to-day cash expendi-
tures of individuaels; n certaln minimm is requircd for payrolls.
There are times when personal expenditures rise, as during holidays,
and thore are times when payrolls rise, as during harvest., Certain
individuals, businesses, and communities have their own periods when
theoy need more or need loss cash than ordinarily, The net effect of
all of these factors is & normal snd regularly repeated cycle of de-
mand for currency ycar after yoar -= slack after the first of Janu=-
ary, when retail trade falls off following the holidays, larger dur-
ing the succeeding spring months, when payrolls increase and outdoor
industries become active, slack again in mid-summer, and steadily
increasing during autumn and early winter to the regulor peak in
December.
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In addition to this reguler annual cycle, the emount of
currency also responds to inecreases ond decreases in the volume of
retail trade and of poyrolls as the emount of business done by the
country increanses or decreases, There have been times also when the
demond for currency was greatly increassed as in the period preceding
the banking holiday in 1933, In the course of o few weeks ot that
critical time the Federal Reserve banks furnished the public with as
much ag §2,000,000,000 of additional currency.

For mors than twenty years the Federal Reservo banks have
fully met the normal demends of the country for currency; they have
also fully met peak demands both in times of prosperity and in times
of depression, end they have mode it possible for the veolume of money
to decline asutanatically when the public demand for it declined.

Before o Federal Reserve bank con obtain Federal Reserve
notes it must deposit as security with the local representative of
the Governmment, known as the Federal Rescrve agent, collateral at
lenst equal in omount to the notes to be issucds This collaterml,
as provided by law, moy ¢onsist only of the following assetsin(l).

pramissory notes, drafts, bills of exchangs, or acceptances, usually
referrod to as "elifiblo papere:.t2) 6old cerfificates on hand or
due from the United States TFEPSQPY},&PA,hé).EEtil June 30, 1939,

United Stages. Goverrmont socuritiss bought in tho open markgb. In

addition to being secured by the plédge of specitic collateral, Fod-
oral Reserve notes are an first lier on all the assets of the issuing
Fedoral Roserve bank, oand a 40 per cent reserve in gold certificates

must be maintained aganinst thom,

As of March 16, 1938, the Federal Reserve banks hed obtained
$4,440,000,000 of Federal Reserve notes from the Foderal Reserve ogents,
of which $4,125,000,000 wére in circulation, constituting about two-
thirds of the total of $6,330,000,000 of money in circulation, and
$315,000,000 wore held in thce waults of the Federal Reserve bonks. The
collateral held against thego notes was as follows:

Gold certificates on hand ond due from U.S. Treasury $4,533,000,000

United States Government securitioes 10,000,000
Eligible paper . 7,000,000
Total $4 ,550,000,000

Gold cortificates are reccipts which aro issued to the Foderal Reserve
banks by the United Statcs Treoasury for gold deposited with it by the

Federal Roserve bonks in complisnce with the Gold Reserve fct of 1934,
which required nll monetary gold in the United States to be dolivered

to the Treasury. As indicated, the Federal Reserve banks have pledged
$4,533,000,000 of thesc certificates against $4,440,000,000 of their

Federal Reserve Bank of St. Louis
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owrt notes in cireulation. Federal Reserve notss, therefore sl
Jpresent are virtuelly subst1¥utes for gold held in the Unzteqmn

.States ireasury. 80 Tong as “The Federcl Roserve bonks pledge one

dollar iﬂ-ggid ‘certificates against cach dollar of Federal Raserve
notes in eirculation they connot, of course, obitnin o profit by -
issuing Fedoral Reserve noteos. Morsover, it cost the Federal Reserve
banks nearly $6,000,000 during 1937 to cbtain currency fram the
Tronsury snd supply it to member bonks and through them to the gen-
eral public.

Congressional control over surplus funds.~ Congress has
the right at any time to legialate with respect to the surplus funds
of the Federal Reserve banks. If at any time Congress should consider
the surplus of the Federal Reserve bonks more thon adeguate, in ths
light of their liabilities and responsibilities, it could appropriate
o portion thereof for such purposes as it saw fit, As stated above,
Congress did in 1933 appropriate one-half of the surplus of the Federal
Reserve bonks to be used as a part of the capitol funds of the Federal
Deposit Insuronce Corporation. While the Federal Reserve bonks taechni-
eally own stoek in the Federal Deposit Insurance Corporation, they are
not permitted under the law to receive any dividends on such stock,

Under present law, member banks are emtitled to o 6 per cent
cumulnative dividend on thelr paid-in subseription for Reserve bonk
stocks No further distribution to member banks of the net earnings
of the Reserve banks is possible under cxisting lawe. A1l ofher eorn-
ings go inte the surplus account of the Reserve banks where they will
become the property of the United States in the case of the liguida-
ticn of a Reserve bonk. Bvon without such liquidetion, the surplus
funds may be approprinted by Congress for other purposes, os was done
in the case of the Roserve bank contribution to the capital of the
Foderal Deposit Insurance Corporation,

Adequacy of surplus.- The Federnl Reserve banks now have
deposit ond note liscbilities of about $11,360,000,000 and surplus
accounts eggregating $148,739,000, the surplus accounts smounting to
about l.2 per cent of deposit and note liabilities.

If the operations of tho Federal Reserve banks are to be
governed with a view to accommodating commerceo and business and with
rogord to their bearing upon the gencrel credit situation of the
country as required by statute, the Fédural Reseive banks cannot
function with a profit motive in view., MNoreover, if they are to dis-
chargs offectively thoir statutory responsibilities, they must have
adequate surplus funds to permit them to oporate ot a loss, if neces~
sary, over substantial periocds. Present surplus funds, smounting to
1.2 per cent of lisgbilities arc certainly not excessive and could
easily prove inandequate particularly ns there are no present prospects

Federal Reserve Bank of St. Louis
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for substential increases therein., If the surplus of the Reserve
banks should be so inadequate as to form an insufficient "eushion”
to sbsorb possible losses, they might be detsrred from extending
credit as freely as might be required for emergencies such as those
experienced during the period incident to the World War or thes ysars
1930"33-

Nature of Reserve bank expenses.- Of the $1,241,000,000
of gross earnings of the Resorve banks since they were organized in
1914, $610,000,000, or approximately 50 per cont, hes been utilized
to cover ocosts of operation.

The expenses of the Federal Rescrvo banks wore incurred in
rondering the scrvices and performing the functions required by the

Federal Reserve Act. _As gtated above, they furnigh the public with

an adoguato and clastic currcncy; they collset larpe 8
of checks and other Itums payeble upon presentation for member banks;

thoy provide rediscount facilities for member banks; and perform
fiscal agency, depositary and custodianship servicos for the Treasury
and a _large pumber of Govermment agencies. In earrying out these and
othor important functions the Foderal Reserve banks have endeavored

to be of as much service to their member banks, and through them to
commerceo, industry, agriculturc, and the publie in genoral, and to the
United States Governmont, s is consistent with the efficiont and oco=-
nomical operation of the Systom, '

All compensation provided by the boards of directors of the
Federal Reserve banks for dircctors, officers or employces is subject
to the approval of the Boord of Governors. The Board requires cach
Foderal Reserve bank to submit poriedically detaniled reports of its
cxpenges and of salaries pnid each officer and employee. The reports
of exponses are tabulated by the Beard's staff and summaries thereof
are furnished cach Federal Roscrve bank in order that it mey comparo
its costs with similar costs at other Federal Reserve bonks,

Shortly eftor the presont Board took office on February 1,
1936, it institutoed a survey of the organizstion at ecach Federal Re~
serve bank and as a result therecf mony cconomies were effected,
smong, which were the placing of the chailrmanships at the Federal Hew
serve banks on on honorary basis and the fixing of their compunsation
on the same besis as that of ony other director in licu of annual
salarics of from $20,000 to $50,000, as had been the previous practice,
Wherever it is found that cortoin operations can bo handled more cco~
nomically without saerificing efficiency prompt steps are taken to ef=-
feot thé econcmies, Current expenses were $1,600,000 loss in 1937
thon in 1935, '

A——
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s It seems feir to soay that, while improvements in economy and
Y

efficiency have been made in the past and will continue to be made in
the future, the functions performed by the Federal Reserve banks could
not be performed as economically by any Goverrment department. How-
ever, questions regarding salanries, operating expenses, e¢tec., are, of
course, extremely controversianl; and some persons might take issue with
this statement regarding the economy of Reserve bank operations, or might
quastlon the distribution of the expenses between salaries in different
groups or botween various other itoms.

Altornativee.~= It has becn indicoted cbove that the egrnings
: of the Reserve banks beyond their dividend requirements remain avail-
L eble for appropriation by Congress without any necessity for covering
them currently into the Treasury. Theroforo, there is no need for
any legislation to provide in advence for such surplus earnings, ond,
as indicated nbove, there arc positive reasons why such earnings should
be permittod to remoin in the surplus of the Reserve benks.

If thers should be any objection, howover, to permitting
such funds to accumulete in the surplus of the Resevrve bonks, a fran-
chise tox similar to that which was in effeet prior to 1932 would be
better then the proposal to cover all net earnings into the Treasury.
Undor such o tex a certain percentnge of esrnings could be trans-
forred to surplus fund and the remainder could be paid to the Treasury
as a franchise tax, except that it probably would be adviseble to trans-
fer all, or ot least a larger percentago, of the carnings to surplus,
until the ratio of surplus to note and deposit liabilities was built
up to a higher figure than the present 1,2 per cente.

(i

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



LN

i

DEIBRMINED IO AR A¥
ADMINISTRATIVE MARKING

"7 E.0. 12085,

Sy T8 . NARS, Data R:1%:0% %

Section 6-10%

ECS. 3(a), (b)s ACCLSS OF ALL INSURED BANKS TO
FEDERAL RESERVE FACILITIES

Section 3(a) provides that the provisions of the Federal
Reserve Act relating to the subscription for Reserve bank stock
shall not apply in respect of admission to and continuation of
membership in the Federal Reserve System.

Pursuant to section 3(b) any Stete bank, with deposits
insured by the Federal Deposit Insurance Corporation, would, under
"such reasonable rules and regulations as the Board of Governors
of the Federal Reserve System shall prescribe, be entitled to ell
the rights and privileges under the Fodoral Roserve Act, as amended,
if such boank carries its rescrves with o Federal Reserve Bank." Any
such bonk could "withdraw at will from such affiliation upon written
notice to the Board of Governors,"

Discussion

Unimportence of Reserve bank stock ownership.- The provi-
sion turminating the stock owmorship roquirumonts of tho Fedoral Re-
serve Act is lorgely o murc corrvlative of tho provisions for Trea-
sury aequisition of tho Roscrve bank stoek. Its inclusion in this
soetion of the Bill, however, indicates sn assumption that such roe
quirement is a burden and prevvents banks from joining the Systum.

Possiblyr there was some roason for this viow in the early
doys whon the Systum was untested ond investment yields genorally
weore higher then at prosont. Owmorship of Roscorve bemk stock today,
however, dofinitely is not o burden to thoe membor banks.

"Affiligtion" of insurcd banks with Systime.- Tho extonsion
of the bonofits of the Federal Reservo Systom to all insurcd banks on
a proper basis would scum to bo desireblcs Tho only proper basis for
such oxtension, howevoer, would svum 0 bo o definite roguiromont that
(1) they ccamply with the rusorve reoguircments at all times (and not
merely whon they chooso to avail thamsclves of the benufits of thoe
Systom), end (2) thot thoy comply with all other provisions of lew
vwhich Congross has deumoed nocossary for the meintenance of sound
banking conditions.

The only restrictions upon aseeuss to Foderal Roserve facili-
ties abt present are thosc written into the law by Congress and which

“at lonst ot the time of adoption werce thought to be in the publie
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intoroste The Boord, of coursc, prescribes certein rogulations roe
garding memborship in the System but similar rugulations rogarding
"affiliation” would also be authorized undur the proposcl.

Any Stoto bank con now boeoms a member bonk of the Federal
Resorve Systom upon complying with the roquiroments spucificd by
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Congrcsse 1If these requirements are sound there is no renson to
pernmit mecess to Fedeoral Reserve foeilitios without complying with
thome If Congross focls thet ony of thom arce not sound, theoy should
bo corrceted aud nade to fit prescnt conditions and serve the publie
intervst. In tho main, they are definitely sound. For example, the
cxisting membor bonk restrictions on sceourity affiliates, on loans
to cxecutive officers, and on purchase of spcoulative securitics
clearly cre in the public interest ond dosiroble for all benks,
whothor or not mombers of the Federal Resorve Systen.

It obviously would be inequitable to permit banks to profit
by the services of the System so long os it suited them and to with-
draw from it whenever the nmaintenancc of rescrves or complisnce with
eny regulation by tho Board appeared o them to bo burdensomme.

Reosonable notico of withdrawel, such as the present re-
quirement of six months' notice also is necessary to prevent sudden
drastic changes in the Federal Reserve System and the finaneial
mechanism of the country. Whon benks keep their reserves with the
Federol Resurve bonks, the effects of changes in Reserve bank credit,
Treasury coporations, and capital movements, con be caleculated with o
Foir degree of neccurcey. 4 dangerous ungroedictoble factor would be
irntroduced, however, if the situaotion was complicated by the possibil-
ity thot reserves mey be suddenly withdrowvm from Reserve banks and
redepesiteod vidth other banks where thoy would, in turn, form the
base for cther deposits and pormit pyramided rcserves of the type the
Federal Ressrve Act wes especinlly intended to prevent. Such shifis
in rcserves would soriously impair the machinery of eredit control
and would be quite likely to oporate in the direction most strongly -
opposed to thu public intorost,

This may be illustrated by on exenple of the possible in-
torfoerence with croedit control. In time of boam when banks did not
nood to borrow from Resorve banks they would be inclined te withdraw
their roserves from the Resorve banks, and rodeposit them with other
bonks. This would, in effect, tend to brooden the credit basc by
increasing the pyromiding of ruserves, and thus contribute to the
boom conditions. On the other hoand, in $imos of stross when the baonks
neaded to borrow from the Reserve banks, thoy would be inclined %o
withdraw their reserves from other benks and rodeposit thom in the
Rescrve banks in order to get tho rudiscount privilege., This would,
in offect, tcnd to reduce the pyranmiding of rescrves and narrow the
crodit base. The effcet would be in the direection of credit string-
ency cxactly at a time when the menetary authorities might be trying
dosporately to relicve the situation.

Federal Reserve Bank of St. Louis
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I% also should be cbvious that the possibility of bank re-
scrves being instantly shiftod to and from the Roserve benks would
virtually nullify the Board of Governors! power to change reserve
requirenentse. Tho present focilities for withdrawing from the Fed-

eral Roserve Systom, whilc rweh more.ordoriy, tend.to meaken.monce
%ary control and it _hos often boon suggosted that the compulsory
I’ea‘cg oL ronotary control should be ;m@m Or RN 08 .-

g,gqq! The prescnt proposal would bo s gbop_in tho opposite.di=..
Ecc’slon and_would odd graootly to tb:g cxisting difficilties of mone-

pf Jary control = an action dirq,cgly in conflict with the Bill‘s.ﬂgqr_lgral
\.. 1cLou,_9§,§m%ggo‘ci gven, grootor rosults from g such controle

=
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SEC. 4, BROADENED POWER TOQ CHANGE RESERVE RECUIREMENTS

A

This section would suthorize the Board of Governors. to
change reserve regquirements, by vote of ten members of tho new
fiftoen-member Board, in order to prevent injurlious credit ex-
pansion or contraction, "and to carry out its duty under subsec-
tion (a)." It would eliminate the restrictions at present in sece
tion 19 of the Federal Reserve Act that (1) the chenge be for
central reserve and reserve citiesg, for other cities, or for bhoth,
and (2) that requirements not be reduced below those specified in
the Act nor increased to more than twico such emount. The power
would extend to "affiliated" as well as to member banks,

Discussion

In prineciple, the elimination of restrictions as herg 323
Jpropesed. ls desirable. Such restrictions were not contained in
the earlier drafts of the Banking Act of 1935, and the proposal
would be nearer the suggestions offered by Chairman Eccles in that
connection,

L

If it is desired to oppose the proposal, however, there
are certain matters which may be pointed ocut in rebuttal, The
monotary problem st present is not the prevention of excessive ex=
pansion but the prevention of' excessive contraction, “Fhere is much
Toro difficulty in getting the member benks to Ubilizo their exist-
ing excess reserves than in proventing such reserves from causing
troublee It may well be that if the changes were made and membor
benks were” CONITONtod, ¥ith .tho, POFSIDLLLLYwor o UL ENeY, ANCTonses in
Feserye roquiremonts, they would be eyen morg Toluctant LOMLLIizE
hoir eXCGSS reservcs. aThus , the 1egislation might_ha have,_¢ duflation--
ary 6ffoctse

Aside froam the specific factor of member banks holding

S thelir reserves uniaveéested in anticipation of further increases in

' reservoe requirements, there is the gemerally upsetting influence
which the enactment or extonded consideration of any such sweeping
legislation might have at this times Few powers have as greal or
direct an_influence upon any business as the power of changing the
reserve reguirements has upon the banking businesse. The enactment
or extended consideration of such a proposal at this time might
further aggravato the fears -- possibly unwarranted but nevertheless
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existing at the present time -» of bankers and businessmen regerd-

ing additional Govermment regulation or control, These factors at

the present time may outweigh any theoretical or even practical but
long=term sdvantages of the proposal.

Nullified by voluntary features.- The provision of sec-
tion 3(b) whieh, in effect, would require banks to maintain reserves
only when they wish to borrow from the Federal Reserve banks would
virtually nzllify the power to increase reserve requirements, _E
the present voluntory features of Federal Reserve memborship would
reguire . serious considerstion in n_connection with any propossl.to.m

JCLE080.TaSerYE X oqULEMenES Lutkher . a0d might well aullify. any.,

power to effect such increases,
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SEC. 5, CHANGE IN BOARD OF GOVERNORS

The Board of Governors would consist of fifteen members.
One member would be appointed from each Federal Reserve district by
the President with the advice and consent of the Senate; and the
Secretary of the Treasury, Comptroller of the Currency, and Chair-
man of the Federal Deposit Insurance Corporation would be ex officio
members with full powers. The present members of the Board would be
continued in offices The term of one appointive member, either a
present member or a new appointes, would expire each year, and suce
cossors would have twelve-yoar terms. Whenevar under existing lew
the concurrence of four or moro members of the Board is required
"such requirement of law shall be held to be camplied with by the
concurrence of eight members.”

Discussion

Unwieldiness of large Board.- The proposed Board of fif-
toen members, or even the twelve appointive members, would .he too
unwicldly for proper administration., It would be difficult for it
to formulate or carry out policles expoditiocusly.

The Board is not a_dolibgratiwe. Board like the Courts
and many Governmont agencies, but As coufronted with rapidly shift-
ing conditions which it must constently study end promptly act upon

of its own volition. ITiming is often oxtremgly.importont. While
the group should be large cnough to insure recsonable counsel, cone-
sultation and study, it should not be so large as to place unneces-
sary difficulties in the path of prompt action. To increase such
difficulties is Yo take a stop backward and diffuse responsibility
in a field where it should be fixed and clearly ascertainable,

Another defeet.ofoxpanded memborship_ would be theo incroased,
tendency towards soctionalism in Federal I Rosegye pollc;es. The Foderal

P@ .
h\_j
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Reserve System should be operated in tho public interest of the entire
nation and by having ono member from each distriet there would be an
unfortunate connotation that each membor ropresonts his own distriet
rather than the ontire nation. Monetary poliey is particularly a
sphere in which the welfare of the entire nation rather then of par-
ticular sections should be parsmount.

No present nved.- The record doos not indicate eny lack
of contact with present conditions on the part of the Board, or any
diffieulty between the Board and the present Administration which
needs to be resolved by moking additional appointments to the Board,
or otherwise, In nddition to the fact that all present mombers of
the Board were appointed since 1935, the polioies of tho Board and
the Administration have been very similor end thero are many visible
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evidences of cooperation. For example, the originel Gold Sterilizo-
tion Policy of the Treasury was worked out in colleberotion with the
Boord and the chonges made since its odoption were elther made af

the specific request of the Board or in cooperation. Similerly, the
System hes offieially indicsted that it would undertake to preserve
order in the Government bond market in certain circumstances. Coopera-
tion has, if onything, been closer since the Banking Act of 1935 termi-
naoted the ex officio membership of the Secretary of the Treasury and
the Comptroller of the Currency. It is clear, thersfore, that thore

is no need to bring the Board into closer cooperation with the present
Administration.

On March 22, 1938, at the House Banking and Curroncy
Committce henrings on the Bill, Mr, Potman preposed to inbtroduce
amondments to the Bill which would (1) exprossly makce the Board of
Governors an administrative agency of Congroess, but appointed by
the President, (2) make ony or all of its members removablc ot the
will of Congress by o voto of either Housc of Congross, end (3)
eliminate the provisions of tho Bill for ex officio mombers of the
Board of Gevernors. (Scorctary of the Troasury, Comptroller of the
Currency, Choirmon of the Federal Deposit Insurance Corporation. )

The proposal to moeke the Board an sdministrative agency
of Congress apporently has little signifiecnce except in commce=-
tion with th¢ proposal to make Board members romovable by vobe of
oither House of Congruss. The proposel is o novel one end no reason
appears for applying it to the Board more thon any of the other gove
ernmental agencics. It also might producc o divided responsibilit x
in which ongc Houso of Congre gnovy o Board memb

owing onc courso of nction while thg obhor Egggg_gﬁ_ggngzgﬁgmﬂgu;Q,
Fumove otllor Honrd mumbers for following oxnectly tho vpposite

ROliGX'

Eliminotion of the provision of the Bill for ox officic
mempors of the Board is believed o' bo o desircble changes The
follewing poragrophs are, in offcet, arguments for such a change
”nd may bo disrcgarded if the changc is maode.

Administrative defocts of ox officio memborships,- The
proposed ox officio membors alroady have mony dutios to occupy their
time and obviously could not give tholr full abttention to Federal
Roscrve problems. These motters, however, reguire tho full time and
nttention of those rosponsible for their control, Exporience shows
that ex officioc mombers on almost any Board, particulerly the Board
of Governors, tend to bo Gsaldlwocds They would contribute little bo

Federal Reserve Bank of St. Louis
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the functions of the Board end incresse the difficulties of aection
at critical periods, meking it more difficult to fix the responsi-
bility for action or inection in monetary matters.

Relations of Fedsral Reserve with Treasury.- The primary
function of the Ireasury is to collect taxes, borrow money, and
provide funds for the various agencies of the Govermment in mccord-
ance with the Congressional appropristions. The primery function of
the Federal Reserve System is to influence the flow of money and to
contribute to the soundness of the banking situation. The ultimats
objectives of both agencies are the seme, namely to serve the public
interest, but their points of view and experienco, and their approuch
to curreont problems mey at times bc different. The maintensnce of an
organization for the reguletion of c¢redit scparate from the fiscel
arm of the Government has been found advantageous in most countries
of tho world, end its ebendorment would be a backward step.
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SEG. b. SELECTION OF RESERVE BANK DIRECTORS

Cless Ay B, and C dirsctors of sach Reserve bank would he
appointed by the President with the advice and consent of the Senate.
No such director could be an officer, director, or stockholder of eny
benk; each director would have to be a resident of the district in
which the Reserve bank is loceted; and each would be eppointed for a
term of nine years aftoer the first appointment, with the appeointments
arranged for one to expire each yoars

It would be unlowful for sny director of a Reserve bonk or
"officinl” of the Board of Governors to be employcd by sny bank with-
in three years from the time of service as & director or official,

Discussion

On March 22, 1938, &t the House Bunking and Currcnocy
Committee hearings on the Bill, Mr. Patman proposcd to introduce
amendmonts to the Bill to provzﬂe that_the Board of Governors
aggplnt all_the,direcbors of the twelve Federal Reservqﬂkgnks.
Such a change would have edvantages over the propesal in the ori-
ginel Bill and probably also over the present arrangement. All
the following paragraphs, except the last one relating to the ser-
vice of former Federsl Reserve officials with banks, are in cffect
anrguments for such a chenge in the lel, and if the chango is mado,
they may be disregarded.

Present arrangement.~- Tho proposanl to hove the directors
of the Federal Reservec banks appeinted by the President with the
advice and consent of the Senate apparently is based on the nssump=-
tion that the Federal Resorve System has not been oporated in the
public interecst and has beon daminated by bankers. This assumption
canmnot be sustained by the record.

Complete authority over all metters of mnjor national
policy, such as the dotermination of disecount rates, reserve require-
ments, margin requirements on security loans, and maximum retes of
intercst to be pnid on time deposits is vested in the Boord of Gov-
ornors. Authority over open market operations i1s also largely under
the control of the Board,

Federal Reserve Bank of St. Louis
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Although the member banks elect two-thirds of the directors
of the Reserve banks, the large banks elsct only two out of nine
directors. The small banks elect twe, the medium-sized banks elect
two, and the Boerd of Governors in Washington appoints three. Only
g third of the directors can be bankers and all directors and offi-
cers are subject to removal by the Board of Governors. The appoint-
ment of all Presidents and First Vice Prosidents and the salaries of
all officers and employees are subject to approval by the Board in
Washington. :

Especially with the changes made by the Banking Act of
1835, the Board is in a position to sec that the entire System is
administered soundly, efficiently and for the national welfare.
While tho autonomy of the Reserve banks is presorved in local mab-
tors, the Board is in a position to seo that this autonomy scrves a
useful rather then a harmful purpose..

Defects of proposal.=- If the directors of the Reserve
bonks werc appeinted by the President with the advice and consent
of the Senate, there would be a sharp division of authority within
the Reserve System, and it would be difficult or impessible for the
Board to sxerciso the gencral coordination and control which it can
and does at presents As o matter of practico, the Board simply
could not adequately supsrvisc the activities of directors who were
thus appointed by the same cuthority that appoints thoe Board,

It might be claimed thet there arc instances in the Govern=-
mont of subordinates being appointed by the some authority as their
superiors, for example the Commissioner and Colleetors of Internal
Rovenue, and the Attorney General and the District Attorneys. These,
however, are all individuals with indefinite terms and in both theory
and practice directly rosponsible t6 the Presidont, The situation
with two large boards whose membors arc cppointed by the same authority
for long fixed terms is quite diffcront. 8o far as is known, there is
no instance in which one such board is oxpected te supervise the other.

Even if it were technically true as a strict matter of law
that the Board would retain its power of removal for cause, it is
clear that as a practical mattor i% could not use either this power
or its general powers of advice and persvasion to anywhere near the
oxtent thot it can at present. Tho dongers of divided responsibility
within the Systom would be intensified by the provision for nine~year

Federal Reserve Bank of St. Louis



: - -
DELRERMINED T0 SK av

ADMINISTRATIVE MARKING
E.0. 12085, Sectlion 6-10%

fsy STR..__wiks, DareRAB0Z\

Soc. 6. - page 3

terms instoad of threeo=ycar terms for the Rescrve bonk directors.

The provoscl also would tend to introduce porty politics
into the System, which would further impair its operction: No
matter how simcercly onxious the Board and each of the boards of
dircetors might be to sorve the public interest to the grentest
advantage, such an arrangement would be administratively impracti-
cnl and almost eertninly would net funetion proporly.

Alternotives.~ If the desire is to provent bankers from

Foo serving as dircctors of the Federel Reserve bonks, or the bonks

thf from selecting any dircetors, it would bc much better to nceomplish

' these purposes without dispupting the administrative set-up of the
Federal Rescrve Systems For instenco, all tho diroctors might be
eppeointed by the Board in the manmer of the prescent Class C directors.
Some modificd arrongement might be worked out whoreby, for example,
the Class A directors might bo abolished and only the Class B and
Class C dircectors retained, or the Class A diroctors could be abol-
igshed and the Class € directors inercased to six, or some other such
changos might be mnde. Any such plan would more nearly achicve the
intended purposes, while at the seme time proserving a workable
sect-up and fixed responsibility.

Former Reseorve officials not to sorve banks.- Whilc the
goneral provision against former Roscrve bank directors and former
"of ficials™ of the Bosrd serving any bank within three yenrs has
ccertain theoreticcl appeal, former mombers of the Beard of Governmors
arc already forbidden tc scrve member banks within two yeors unless
they served out their terms with the Boarde The meocning of the term
"officinl" is not indieated; and it may wcll be asked whether the
presont restriction is not sufficiont -~ or ot least whether it would
ncet be sufficient if extended to cover Rescrve bonk directors. No.
reason appears for singling out the Federal Resorve Systom for such o
rustriction as that proposcd, which is much bronder than that applied
to similar agorcics such as tho Intorstate Commorec Commission,

\_/ Tederal Communications Commission, otes Such o restriction might
hordicap the System in socking the best personnel.

However, it is believed morc important for this rostriction
to apply to Resorve bonk directors and officers than to members cf
the Board, since the former arc in o position to extend favors to in-
dividual bonks.
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SEC, 7. ABOXLITION OF FEDERAL ADVISORY COUNCIL

-py [sJ0psg Jo
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The Fedoral Advisory Council would be abolished,

Discussion

Al . it 12

In mony respoots, ﬁgg proposed change would bo desirablo, ‘?;>

It con woll be argued thot the Foderal Advisory Council sarves no *
useful purpose and should be abolished for this rosson, if no other,
It also can be argued that its advice on monctory and credit mattoers

e is either useless or worse and that the time oonsumed by Board

: _ menbers in considering such recommondations and dealing with the

Al Council could be better spent in other ways. Some might even clainm
thot the Counecll is n dengorous means of foisting banker-influence
upon the Board and thus harming the public interest.

if it is desired to oppose tho proposal, there ars certain
arguments that support such a position. The Advisory Council has
no substantive power and con only advise and oconsult., It would
soem that some form of consultation with the bankers, the porsoms
who foel the first and most direct offoots of any monetary policies,
is inevitoble; and it can well be argued that it is better to have
consultation through an organizod above-board body such ag the
Foderal Advisory Couneil rather than by other means, '

It alsco might beo cloimoed that the Fodernl Advisory Council
is worth somothing merely as a good~will medium for interpreting
Government policies to busincss and business pollcies to Government
in somewhat the same way that the Advisory Council in the Commerce
Dopartmont attempts this for general business,

It my also bo pointed out thot it has boon thought ad-
visable to provide similar advisory councils for other agencies,
such as tho Home Loan Bank System,

p There is also prosented here, as elsewhero, the question of
o whethor any advantage to bo obtained by tho proposal is sufficiently
groat to offsot the possible doamnge to business confidonce at this
timo,. ’

Fy
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SEC. 8. BOARD OF GOVERNCRS TO CONSTITUTE OPEN
MARKET COMMITTEE

The ‘Board of Governors would constitute the Federal Open
Market Committes, replacing the present cammittee which consists
of the seven members of the Board of Governors and five Reserve
bank representatives,

@

Discussion

The proposed chenge would bo desirsble in many respects.
It tends in the direction of definitely fixing responsibility for
monetary controls, It tends to further remove any possibility of
monotary control being influenced by motivos of personal gain, or
the intercsts of particular geographicel or econamic groups, rather
than the public intercst of the nation generally. The change would
be similar to the proposals which were urged by Chairman Eecles in
comneetion with the earlicr drafts of the Banking Act of 1935,

The only objoctions to the proposal would seem to be that
it might be unnecessary or untimely.. Thoe seven mambers of the Board
of Governors constitute a majority of the twelve-men Opon Market
Committec and, the other members are subject to the Board's approval
in their positions as presidents of the Roserve banks. It may be
that while the proposal woitld offor theoretical adventages over the
present arrengements, the change as & practical matter, would not
have onough advontages to justify enactmont or extendod considera=
tion at the present time.

7
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'jSEC. 9, RESERVE BANK PERSOHNEL

All pesitions, excopt those of directors ond officors, in
the Reserve banks would be ineluded in the Classified Civil Service.
Incunbents weuld cequirc o Civil Service stotus if, at the expiration
of the six months' probuticnary pericd, their services were cortified
to the Cemmissicn as being sotisfrectorye. ¥o officer, director or em-
ployce of any Rescrve bank or ths Boord could receive an annual

alary in excoss of $25,000.

Discussinn

A It is te be noted that the propesal for covering Reserve
bank employoes into the Civil Service would nct affeet of ficcrs or
directors. The exemption scoms proper, since Civil Service would
clearly be unsuitablc for such pesiticns. Howevor, the remnining
positicns are ones as tc which thore appeorcontly has been no complaint,
8o far as is known, the gencral persannel of the Reservo bonks is
censidercd to be ot least as efficiont cs Civil Servico omployces
and working conditions are satisfactory. Thore has been nc sugges-
tion of political influcnae in such positions. Therefors, there
would scem $0 be ne reason to chunge the presont arrangement which
hos scrved satisfactorily for twenty-~threo years.

oy
(¥
o
-

6

While the Civil Servico has many advantages and is often necdf
sary to av~id partisan politieal pressure or obher problems that some-
times arise in large corgonizations, it also has definite limitotions.
The inflexibilities of Civil Service eannot foil to have certain un-
desirable resultse One of these is an unsatisfactory tendency toward
"clock watching” and suppressien of initintive. These tendencies
ofton meke it difficult tc moet emergoney comditions such as those
which cften confront Rescorve bonks.
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Most of the Roserve bank dutics involve speciel skills for
which Civil Seorviece stondards would be poorly sulted and, as a matter '
of fact, although all Reserve banks porform the samc general functions,
thoir requircments for porscnnel vary somewhat from bank to bonk
beoouse of the differences in the size of tho banks and in the relutive
volume ¢’ the varioms classcs of cperaticns. Civil Serviee, of course,
is not applied universully even to varicus Govermment departments and
agencios.

It is doubtful thot Civil Service could fcke into accogﬁz
1oeal conditions To tho samc oxkent as do the Reserve bonks.  Thus,

e
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Civil Service might tend tio bresk down the lpgal_ggtonpmx;h, the,.

Reserve banks and _the contact with, local conditions whlch is desir-~

‘able in a country as large as this,

The salaries specifled in the classification met for
Govermment employess do not take into account variations in living
cogts and other factors in different parts of the country.  This is
not & serious factor in the case of Govermment employees since most
of them, at least until recently, have heen concentrated in Washing-
ton., The gituation would be quite different with the Federal Reserve
banks , however, since they are scattered over all parts of the coun~
try under widely diverse conditions,

Verious arguments on both sides may be offered on the
basis of comparisons of the salaries of Reserve bank officers and
omployecs with those in Civil Service or in commercial banks., As a
general proposition, salaries of officers are somewhat higher than
Civil Service standards but lower than commercial bank standards in
the same locality. Salaries of employeos are generally lower than
Civil Service standards but equal to or greater than the standards
of progressive commercial banks in the vicinity.. Thus the salariocs
of Reserve bank officers and employoees are, to a certaln extent,
midwey between Civil Service and commercial bank standards,..

The Resorve bonks have to a large extent been sble to com=
bine the good featurces of the employment policies of Govermment
agencies ond private business, and to eliminete. the bad features of
boths When an organization can operate without the evils at which
Civil Service is aimed, it would be a uscless and objoectionable ad-
dition of red taope to introduce the Civil Service requirements.

Rebiromont syatam.- The idos of a rotirement system for
employees 1s not confined to the Federal Reserve System, There is
a similer system for Government employees, nnd many private busi-
nessos have similar plens, to say nothing of the provisions of the
Social Security Act that apply generally. In addition to being
justified on grounds of fairness to the employses, such systems
Improve the oefficiency of the organizations which use them by re-
moving deadwood fram the organizations and making employment more
attraoctive for desirable omploycos. It is understood that the
Division of Bank Operations is preparing more detajiled information
regarding the rebtirement system.

$25,000 a your limitation on salaries.,~ This would intro-
duce an unnccessory rigiditye. The Board already heas authority over
all Reserve bank salaries, and the wvery fact that the proposal would
set the limitotion as high as $25,000 - more than any Cabinet member
or any Supreme Court Justice = indieates that the usual standards cen-
not be applieds OUnly six officers in the Federal Reserve banks re=
ceive over §25,000, and if their salories were reduced to this fipure
the total annual reduction would be only §55,000, Arbitrary restrice
tions migﬁ? bo_detrimental to the System since the Rose DOnxs
offen must compete with commercicl banks in obtaining personnel.

Federal Reserve Bank of St. Louis



:;v_iIfi _____

Digitized for FRASER

&

DEIERMNINED TO BE a»
ADMINISTRATIVE MARKING

E+0. 12065, Section 6-10%

¥aRS, DateR:15:02 N\

"

SEC. 10, FREE BANK BXAMINATIONS

Examinations of member and "affiliated" banks of the
Federal Reserve System by any Federsl agency would be made
without charge or assessment against such banks,.

Discussion

LExcept in rare instances, cosits of examination of
State membey banks are now borne by the Fedoral Reserve hﬁ&%ﬁ;
The Pederal Deposit Insurance Corporation does not charge for
examinations of insured nonmomber banks, WNational banks, there-
fore, would bo practically the only ones affected, and it might
be argued that they should be relieved of the burden as a matter
of fairness. It also might be claimod that mors thorough examina-

tions could be made if the banks did not bear ths cost,

The assossmonts on the national banks smowmt to over
$2,900,000 a year, If the change were made, it would bc neces-
sary to provide for this expesnse in somc other way, such as
through appropriation by Congrese. This is of interest in con-
nection with any ostimatos of how much the Treasury might gein
from other provisions of the Bill,

It may be noted that although State banks usually are
not assessod for two examinations a year as aro the netional banks,
mogt States banks are assessod by tho Stato supervisory asuthorities
for one examinetion & yoar,

The proposal is not particularly desirable or objection~
able so for as It goos. it is defoctive chiefly because of what
1T Talls to doe  INMprovomont and SOordingtion of Lhe prosent
rechinory of Federal cxaminntions is much more important than
changos in tho mothod DY Which tho COBG 18 DOYNGe Ihe proposal
fop;g;g3”aﬁﬁﬁﬁﬁﬁﬁﬁﬁ?"ﬁﬁ?ﬁ?ﬁgg;gh%his ONEiroly unaffootode
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SECS. 11, 12, 13, 14, REGULATIONS; EFFECTIVE DATE; ETC.

These provisions would authorige the Board of Governors
"to prescribe such rules and regulations as may be necessary to
carry out the policies and provisions of this Act", state the Act's
effoctive date (Jomuary 1, 1938 in the Bill), repeal confliocting
laws, and authorize appropriations necessary to ocarry out the Act.

Piscussion

These are general provisions which ore covered by the
discussion of the other provisions.
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