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G~atlem~ ~ 

Our gu~ speaker th~ mor=~-ng i~ ~ ~en%!~man on ~hos~ 

f. r~en~hip and sup~ ~ of hh~ Ar~ Industrial College o~unt m~s~ 

heavily, and I say %ha% adv~sedly~ In the midst of ~!I the ~mltifarious 

duties i~osed %~l~n h~m he takes the time each ye~ 5o oome do,~n here 

ana disouse vrlth us s p~blem on which he is ea~ au~horlty~ -The ~ederal 
Reserve Sysvmm~ 

He has been Prss~den~ ~f =he R~ggs Na%ion~l Bank for ten 

years - all during the period of the deprsssiom~ he ~s ~ member of 

nm~srous bankers associations amd ~s FSrs% Vice Pres~-dent of the 

Amer~oam B~=ers ~ss~iation. ~;e hope next y~ar he  is ozng Lo be 

P~es:dent. He is Treasurer a~d T~stse of the Corooran Art Galler~, 

Treasure~ a~d D~re~%~r of %he G~rg~ ~mor~i !ns~i~u~e~ Treasurer of 

the Chamber of Commutes of the U, S.~ and Director and memoer of nu~eroas 

busines~ and seo~l or~zation~ 

But bs~b of all, v~e ~f the A~m~ and Navy have a tia In to h~m 

of which ~e are very proud~ Hs ~ a Lieuh. Comdr~ ~n the J.S~ ~'a~l 

R~serve. It gives me a £zeat deal of pl~asuro be in~roducs- %0 you 

L~e~%ensnt C ~ e r  Robert V~ F!em~ng~ U~ S~ Naval Reserve, who w~ll 

speak ~s us on hhe Effeohs of -%he Bsnklng A~ of !985 on the 0rg~a ~zation 

and 0~eration of the FederaZ ReServ~ ~ystem. 

Commander Flemln~ ~ 
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TKE EFFECTS OF THE B~d~KING ACT OF L~5 ON THE ORGfuNIZATION 

AND OPEIh~TION OF T£~ FEDEP~%L RESERVE SYST~ > ~ ~ ": ,j 

Th~nk y ~ a :  Colo~i ~or~an .  Go~tivmm~: 

i am a!~y~ h~ppy to oo~ ~re. I ~o~sxder it ~ dxst~no% 

prlvi~e~ ! fee~ furtBer that ~hs a o r k  whlch is bei~ undertaken uy 

%he Army InduStrial C~iloGo i~ a f~ne thing. Im case of ~r~uble we 

know hhe importam% p~r~ ~/~e ~-,ny has %o pla d ~n soope~a~xcn J~h busxness 

~uud ! ~esl %hat if ~e i~ the b~sinesm field ean contribute ai~_u~ 

%~ ~king the t~sk a lit%ie easler it is- our duty to do so. 

I have no% prepared auy set addrese~ I feel the best ~hxn~ 

w~l~ be for me %0 ~!ve you in au off-hand ~unnor some of thc hxoh spe~s 

~f the Federal Reser~ Syetem~ 5~ve you an inkling as to th~ ~son~ 

for the proposed ~hanges in th~ bank~nL law~ ~nd toll you a l~t~le about 

~h~ stru~l~ in vo~_m~ot~on w~%h th~ ~pposits poles of  th~u~J~t~ a little 

about federal dsposl% Ins,~ren~e~ a little ef ~he law lad what it really 

means e~d ~ha% %he broadsne~ powers are. Please do not expect a 9olxshed 

a~dress~ b-% ~fter I have go~e iuto t~at i hope that the gei~lemen present 

w!~l feel ~ree %m ask any ques-~ion~ ?,h6y !iks~ I am not &o~a~ to guar- 
/ 

am.toe [ will be able to answ~ez tLs~questions as niE~hly an ±nhslligent 

body as this may ask. ~u% dsn*t he~Ita~e to ask ~hatev~r comes ~_n your 

I ~w you have stud ed the Federa~ R~s~rve S~t~m . I w~mt 

%0 point out in oon~otlom w~h it first~ ~hat wh~_le it is u~der ~e~ern~ 

moat la~ the system is se~9-supperting. There is not a n~kel of the 

tax p~yex~a mon~/ used %0 s~ppo~% it~ The ~e~ Bo~-d of C~vernors of the 



F~4eral Reserve Bo~, their sal~rlss~ all e~pen~es~ etc.~ ~re paid 

out of %he earnings of the systsm~ Lii~swlss it is true that all the 

expe~s of the member banks are paid ~a~ of the operations of ~be system. 

ye~ kno~. tne ~apxtal structure o~ the b~uks o~ested by subss~ ip~o~ to 

tha~ capital of the member b~mk~ is 6~ of their oapi~/ ~m surplu~o The 

~pesl~s of %he region~! bankm ~re the zeserve balanoes of the :zemoer 

banks a~d on that e~pi~l th~ Federal Reserves System op~rates~ ear~s. 

~k%ys ~iwldends end ex~e~es. 

A am sure you are qu!t~ av;a~e that there are three t~es of banks 

i~ o~ oountr~-, that ~s~ eomm~oiai ba~ks: the ~tional banks, all of ~fhon 

mu~% be members ef the Federal Re~rve Syst~m~ mta~e banks ~hat ar~ member 

b~nk~ (%hey boee~ m~mbsrs through v~luntamj mctlon)~ a~a home.ember banks 

~harte~d under st~ts law that have not Seen fit be beoom~ membsr~. The 

great prspondersuoe of %he doposzts of the so.try are ~n ~ho ~mbsr banks. 

The a~uat of deposits in %he s-~to non~m~mber hanks is small in cemparxsen~ 

%he~ef~r~ th~ b~lw~%~k end the ~on~rel of our banking ored~t li~s ma~ly 

in the Federal Reserve Sy~zem al~hough ~ great many of ~ r  ~ roubles come 

%hrea~ mo~-msmb~s. The su~.~rvision by s~ts authority i~ no~ t~e some 

as Fods~&! supervzslon. You must bear in ~ also that i~ m~ny states 

th~ effiee is a #olitioal one a~d there are ~ot the safeguards co~eernin S 

sarmi~gs. 

To go in~ %he re~on~ for ~he pr~os~is ~or change ~ hhe 

Fsder~l Eeserve System ~ want flzst to %ak~ up, with you the quostlon of 

the Federal Dep~slt l~uranee Act ~ieh has a bearing on the ~atter~ [~at 

is ~aown as Title I~ Followlmg the bank holiday wh~i ~ms broughh abe,~t 



~ you are aware th~ou~h the s~o~k marke~ ~rash, fear tha~ gripped 

~he hearts of the pe~l~a publicity o~ R~F°C~ Ioans~ runs ~tarted 

due in some oases to bad m~n~emen~ and dishone~ty~ hut it was minly 

~hat the banks could no~ turn %h~zr assets Into liquid cash as f~s~ 

te 
as the people w~n~ed it. Somethlng had to be done to resLore~honfidence 

of the mass of ~he people in the safety o£ their deposits. Guarantee 

of ba~ deposits had been tried out in Texas, in Kansas and in ~hs 

Dakotas, and it proved a failmze, but Congress felt that ~a~ ~e only 

way and that ~here should be insurance on de~p~zbs= Lot me say here 

that each one of the Insurance A~ts, We hays had two now~ ~,as called 

Fed ~al Depo~i~ Insurance ~md they are f~deral e~!y to the extent that 

they are under Federal law and th~ directors of the corporation are 

appointed by th~ P!".esident so there is therefore, Federal supei-vislon= 

However, ~here is n~ gever~nusnt mo~ey ~u ~e insurance land° 

Congress enacted first, under the B~nkin~ Act of 198S, ~lle 

Insurance of Del~oslt Act (~hls is more or less a m~snom~r because it is 

~uarautee of deposits rather tkan insurance and there is no insu~a~ce in 

it). The i~irst law providod for a temporary insurance rand to be 

 olio d after the first year wltn a pe~ment insurance fund~ The 

~easna for tha~ v~ms ~ ~ha~ they felt~ in order ~get money cub of hoa~d- 

in~ i~ was necessary that they bring all hanks, or as ma~y as ~ocld 

ap~ly for insurance, ~ute the corporation quickly ~thout opper~anity 

f~r full examlna~ze~ as to whether they eoulc qtmlifyo Therefore~ all 

marina! Banks ~omatlcally became members ef the temporary insurance 
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fund~ The state non-member bank~ had to b~eome members by January Is%~ 

givin~ the ~erpora%i-on %he opport~ty of ex~-nzng these members banks 

in a fA~e ~s u~x month perio~ Those that ~suld stand the te~t of 

solvency, and the c~11y test newest- ~ the %~st es to ~h~tho~ or no% 

their deposi%~ were unlml~ired ~ besoms msmbers~ those %hat could not, 

could ~ be~om~ members. Then it .~as the plan (and %he second part 

v;as ~ever ~arried out) fo~ the na6ion~l banks and szate member banks 

~e ~ubomatxoally besoms members by I~, %0 bs examlned between January 1 

and July I ~nen the permanent law was to go %n%o effect° ~he la ~ provlded 

tha~ ~f a bank did net p~ss %he %~s% of solvency, the Comptroller of who 

Cu~-r~noy would pu~ ~ reo~eived in the% bank~ ~ 4  ~n the case of st~,ts 

member ba~/Cs that could not ~%m~d t h e  tes%~ the~were %o lose m~mbsrshlp 

~ ~he Federal R~serve System. It was pl~nn~d th~n ~ha% o~ the Is% of 

July 195@ all b~nks would have been examined by the dzreotor of ~¢m 

~or~ora~o~ and all those v~ho could stand the test of solvent# w~Id be 

~Ke~oer~ 

The f~rst insurance fu~! covered insured d~peslts up ~o 

$2S00. And let me Say here hh~% $2500 Insurance cover~ 98.80~ of the 

d~e~tors ~n the United 8tates~ The %e~.~ of the perm~nen~ plan ~n 

%he Bank~n~ Act of 195~ w~re very ~nworkab!~. It was pointed out to 

Congress that it ~ould not ~rk but they were anxious to pass the bill 

~z~ would mo~ listen ~o th~se ~ho Icaew its 4efeots~ The po~nanen% plan 

provided for Insurance o£ IOC~ %o $I0~000.~ 7S~ of the amount bet-~een 

$~0~000 ~d SSO~O00~ and 50% above 650~000. Thenever the esp tal fund 

~as de,feted by losses the ~orpora%ion should make an a ssessment sf %~ of 
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I% of the i n s u r e d  b~n~s to replenish ~ o~I~! ~nd ~ m~2e tn!~ 

~ssessmen% ~nly if found nec~es~r~ S~ 97~ ~f %no deposits ~re eovere~ 

iO0~ anti v~en ~ou r~ised tl~s l~eDillty by ZnsuriD~ up ~0 ~IOO~OC©, you 

see Wh~ a ÷remendous ~mouni el ~ l~abillty ~s ~ssumsd ~nd wh~[ ~ t~,emendous 

burden ~o~Id ~e Thrown on ~he s~ron~ ha~ks of the court ry %o t~ae ~are 

of the weaker banks~ The liabilities v~r@ so increased thsb ever0~ bank 

kr~ ~ -~ z_ c~se of %roub!e the ~ ~le ban~ing system could b~ ~.~ept a~ay~ 

-~s~h~ by reason of zhe drastls ibm ~ao!e s~heme ~ould fall by ~ts own 

~r~V~ sions. 

V~%~n Co~zross net early ~n 19Z~ these of u5 ~ho knew this ~re 

able %~ pr~va!l upo~ ,'engross %o extena the %~noorary fund for a~, 

additional ysa~ in order %bat Lne~ mi-h ~ be time f@r stud2~ is you 

p~obably .~no~ ~hen you get into de~iln~s ~'~ tB Co, ross eveAvth ng zs a 

m~tt~r of eompremlse~ not al~wys ~ound sens~ or~ log~o, You ~et so w~nv 

d~ffermn~ elements and unfortu~g~!~ there is onl~ a s ~all ro~p in 

elthor F~ouse ~ho ~rmow a zreat dea~ about bard~in~ and you 3at a ~ross~ 

~e~t~on that must b~ condensed before you o~n Get 1% islatzou, Zo~.~cv~r, 

C~n~ress n~ss~ mn ~ztens!on of ~'- temporary fund for an additional 

year~ I failed to mentio~ thab tLe aes~ssms~% ~cr the temporary fund 

v~s ~ of I%~ They sx~ended this Car an ~ddit~onal year to raise the 

i~s~m~!le ametu~t %0 $5~000~ The numbe~ of people Lusu~ed ~vas z~oreased 

from 96~80% %s ~8%, You can see LO~ much the ~labi!ity ~;as iner~a~ed~ 

Under ~hs ~orms of the ~emporary fund it was no% pi~nee to 

uS@ the capital of the oorpo~.~on u~l~ss necessary, The a easement 

brou~h~ in in the nelghbsrhoed of forty million{ dollars. 90 ~=te they 
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have never had kn u~e ~s~y much of •hst because ~he Gov~nment program 

has strengthened the structure of the ba~ks and asset values bare in- 

or~s~ As to the ~p~%al of th~ norpe~a~io~ I made the s~at~u~at that 

nc J~er~ent money ~as in :to The Federal R~serve System ~as be u 

founded and sustained entirely upom subscription ef msmoer banks~ end 

hhrough that a surplus was bu~lh up and At was prev.~ded tna~ after that 

s~z#!us reached a certain polar 90% of Lhe earn!rigs vm~Id ?o to the 

Tedcr~l Gove~nmen~ ~s taxss~ Under the ~ap~_tal structure of ~e corporation 

one-h~If of the surplus of the ,ed~ral Reserve Ba~s bee~es par~ o ~ the 

~p!t~l ~o government ~ms r~qa~ed %0 return ~ranch_~e lax.s -~.~h 

e~oanted to o~ hundred ~nd forty m~-!!ien de!iars so that ~oc=ther ~,~th 

one,half of ~he ~urplus and h~e a~se~smont pa~d oy member~ ~ ~a ' ~por~y 

land the a~tal e ~ ~che corporation beeline +hree hundred and ~ive m~llion 

~olla~'~ That ~as been kept lntact~ It ~s -~ede~al insarauce a~ fa~ ~ a~ 

superV±sion is concer~d bu~t not as far as assets ar~ concern~d~ ~ey 

~om~ fr~z prlvat~ s~urc~. 

~nls extension of one year to July I, 19~$5~ gave -~e ~deral 

Ue9o~% Ins~ran~ Jorpa~at~-on and the P~F~C~ ~ opportunity tc correo~ 

many of tb~ weaknesses in bank~ in the country~ = ~hreu~h e~ac'~uont of 

%he Ant the R.F°Co ~as authorized t~ buy c~tal no~es i~ so~e states 

in ord~ %~ strengthen the cap~_tal strue~Ureo In the meant_~o ~be ~xm~- 

~o~ ~f ~!i banks ~n the country brought to l~ght kn~!e~ge of -cho 

con~_~it~on of the banks n~ver before knov~ in th~s eountryo The ~ederal 

authoritxes .~aew ~he p~ot ~re of tbs n~tional hanks bu~ d~d not ~o~ 

the hem-member ba~k pie~ure~ They were able through the sale o f  preferred 
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stock he g~ve %ho baak ~ho Inght ~o ~o~l it to shai~no!dor $ ~Iso 5o ~ssue 

oom~oi~ sbok~ to cozroob the capital structure of many of the bank~, a~d 

sto~k out so ~o~ b~A~s ~re m~a~ Btron~or tham ~vsr before. Come took 

t~,o~ ,would taxi..oroper%7 ri~ht~ and as fe~r !eft the peoplo " ~ -,~s 

fio6~d ~o the ~trong ban~ ~ud ~n some oases ~hei~ d ~ p s i t s  deublzd~ 

Zh is the usu~dlV acaopted theory %~a~ %hezo should be ,e~a~n of o~p~%al 

of aom~hc~e aro~ad one be ten~ ~-,~ ~I~ of c~pit~i fun~ as add~tio~-~l 

prot~caioa ~o the depositor to ov~ry 010. of deposit~ 

i~i ~hot years p~rioA thay d~d have ~u opportunity of s%rongth- 

~i%g the o~pit~l structure of the bank~ .~here a~e no shat~stizs on hand 

so i41~ you oa~ figure whether the i~u~e of deposits can be wc~rko~ 

o~t o~ a so~d basle b~t ~ Dollops that the ~e~ la~ that h~s no~ boe~ 

4~w~ probably gives ~h~ counti~# a~ ~or~bl~/p~ of ~uoh~n~W as san 

be had if ~ho di~ootors of the ~orpora~ion exorcise the ~zooo~ s~rength 

arts ~ ~a~,aas~ze %ha~ bscat~se ther~ iS muoh !mportence to L~ placed on the 

siren& hand t~t is used i~ h~niilng the oorpor~tion* We b~iiovo ~nder 

the present p~e~sion~ w~ will h~vs ~nple f~nds ~o ~ako ezr~ ~f an emergency 

~d ~ss assessment is as Io~ as c~ e u~O.e and s~ill o~i]d up a s ffiolent 

Im connection ~,%th ~bc no~ insuran~e law~ the perm~nsn~ l a ~  

%~ ran za%o a ~rsat deal of trouble ~%~ tn~s~ It did not look like the 

~na~t law ~ould ~o iuco offer%. On2y abc~t three days Defers July Ist 

Congress gays us ~n~ther o z t e n ~ z e n  o f  s~zty days In owder that ohanges 

o,ou!d he T~do~ ?~e ~zssed a very d~sastro~s s~tuatlon just b~ a na~-r.~ ~h@ 

~orlo~ Be~u~ors A see Let--on ha~ the f~_ne~t sor~ of ooop~rot~-on from ~. 
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Crswley an~ th~ a~soo%aSo d~rec~erso ~ev i~eco[nizo~ ~ba~ ~ome of the 

greup ~xer~ i~okln~ at it from a~ ~mseifzdh s tanSpoi?t and %rv~ng %o 

~b som~Lhing cQn~tr~tive~ ~T~c~:~ of us who had ~iveu It tla~p ~wujht 

recognized that in th~ mina~ oe t~e eountry th~s is not z~.o ~u~ to 

eliminate the cfaest$on of Ins~..ra~o~. 7~e hav~ got ~o sse ~e i* ~e0.nnot be 

mm~e ~orkahie. In the ~ouse of Repr~seuta%~ves 5~ey ~ro ~ns~s~on~ ~i 

am a~-s~ssmsnt of !/8~n o~ I%, out a great ~auy of ~h~ small eou~Itl ~ b~nks 

~ould nob h~ve pa~d i~ The o~-~ coui~ l~ave ~e absorb i'~s o,~n losess 

and p~y This tee and s ~re~z ~.ali[ could no9 possibly have @aid ~-b. ~, s~ 

@f' ~ur~ supl~orted the proposala of the . oUoE~Co whic~ Tas for 

of I~= ~fnicb fi~lly prevailcdo lh~,t I~ raised one milTion doilar~ 

hhis year for zhs corperatlon~ %q~ere lz ~ provlslo~ in it that ~n t~e 

even% ths ~pit~i runmplus s%sesszi~nts are not s~fflclont ~-~e P.F~C~ 

is fetal-red to buy d~bsnt~rss ~p tc two hundred ~ ~i~ty zillion, and 

if not, thsn the Treasu~ m~s ~ bt~ ~ them, In c~se of a g~rea~ depression 

~ the ps~ple:~ meney would be proffered ~d Covelnmcn~c ~o~^~v wou~d 

~m6 ~nbo At and there would be time to readJus~ ass~ssne ~t ~ud ~vork out 

h@-~ the mon~ E could be paid b~ck~ T~re is no ques~lon b~c ob~ i/~2~h 

the funds s~fe, 

Cs~zress insisted ~ at any banh ~o~Id b~como a ~ember of the 

f~Imd o~ this oid basis o~ ~olv~a~E~ ~ast ~ ~ of oapib~l ~ ~nom~h~ ~ 

have kno~ that part of our problem ~;as th~ eas E o h ~ r  o ~ "~'~e =tare bauks~ 

A ~oup ~ould organize a bauk J~ro t~ere ~vas uo e~on~ml~ nece,=~ity and 

mak~ it a oompotitor of a gooJ b~r£¢~ ~ ~rooking %he b~nk a_~I tbe~!v~s, 

! 

I 
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• 'e ha~ %hlr~y ~h~san~ bani~ 9u ~he emmtry and we ~e not ~nt to ~ee 

e repecit~on o~ %J~a%. There was no rems~n to here eompet~xve b~uuks or 

~ompetit~ve branchssWhere %here ~s no ~conom~ n~essity, 

~eil~ t%e He~e state~ bbat auy bm~k ceu~d com~ ~_n that ~as 

soiv~u~. We supperted the F~d~ra~ Deposit Iu~uF~noe provisizn -~:h~ch 

states ~here must he som~ 9a~tors taken into oonsile~ at~on, f ~!i rs~d 

Ia o~her worde~ ~_~ ~fve~ the Federal Tusurance Corporation po~er to 

look int~ the n~esmi~y of ~ benk before edmltt~na~ i% to the f~nd~ If 

thor, i~ a need ~er it %h~ dlr~otors of the ~orp.or~tion ~I 3 auta 

eh~ ber~ _nat ~TIIi p~event > ~ " ~n .... r~n~ a v~ho3~ lot of s~al! L~ks ~ ~t 

would start up and ~e~ oth~r banks, become ~ dra~n ou the ~n~ ~nd 

shake the oom~i~enoe of the pe~pl~ acaln. They ha~e ot~or po~crs ~uc~ e~ 

b~e ~.g~ to examine all member-s cf ~3~e ~n~urance f~nd aud s~spe~d or exp~el 

the~ for ausound p~a~tlce af~r ~ar~In~ aud aWcer a hear~no~ ~az ~ 

vet# deslrable~ They also b~ 9~er for a l~mlted porlod to b~y ~e 

as~t~ of m ba~ or ~ua~en~ee assets t~ connection ~ith %e oon~ol dation 

of t~o ba~ks. As am illu~%ratSon it ~s psrf~tl-j poes~bie v~t ~ re 

%be ~euos~ts are ~mpalred tnc o~ItaA fund was ~iped out, If ~o ~ap~tal 

~ .~utao% yo~ ~an put in m~re~ bu~ ~u can't put ~n more if I0 ~ of the 

dep~osxts have been Ios%~ Th~s &i~eS ~he oorpo~'a%lo~ %he ~[L~t io ~o in 

an~ buy %hose b~d aSSet '~ Thab is be~te~ ~h~ ts put a receiver zn the 
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ba~ and c~u~e ~uff~r~ng and ~mhapp!u~ss ~o the borro~ers zn the bank. 

They can but these asse%s~ they mak~ take a I~ but %h~ depos~ ~ll! 

be ~t~c~ ~u4 now caplt~i can be pu~ into the bank ind ~t ~ou!d p~=uaoly 

bs suo~essfu~ 

?h~ power to liquidaL~ assets zs a~otLer po~ver~ ~ oa~ mzgh~ 

come to us an4 say "~e wanb you ~o ta~o over Lhe bank'~ s mz~ht ~ko an 

Oxamination and say ~e fe~l ~hab only 80~ of t~e sssets ass ~ood® _~ey 

"~Id ~e in a posi~on to guarani;as the balanc~ if ~e took it o~er ~nd 

forced liquidation ~muld be ~bv~a~ed~ ~ey a~ s more ~,po~ta~.t +ban 

assessments ~n~,o ~h~ fu~ 
W 

So v, uoh for Federal D~posi% insurance° L~% me &@ into h~e 
% 

question of ~men~on~s to the Federal Pes~r~e £ot~ ~efore. $ong~ess had 

gone very far -_~ ~as ~,cu¢~-all~ ~:~ersteod %h~s hat year znat ~ ere ~ould 

be ne -~-_4~n~n~s ~o the Foder~l ~cerve ~c-b; l~a~ cho 0~I¢ clarlbes .ould 

be th~ ~deral Deposit insurance Act and ~e~ta~ amendmou~s 5o ~e De~n~rz~.g 

Aot of ~9~Z t~at were necoss~z~ %o clear up m~ny difrloultzcs~ ~e press.re 

b~a~e v~ry grsst, ~%h feth~,r Ceugh!~n and o~h~rs speaking abc~+ monehary 

s~atrol, Le~ me Lell you ~a% tnsy ~re dr±v~ng at, !.~c prc~s,~'e becom~ so 

gree~ that !% was necessary to ~ke sons e~ngss~ These people advoo~te~ 

I00~ monetary coutrsl on zhe theozy bhat the people of th~ coa~t~°j should 

hn~s- credit only 50 the extenl ~hat the 9over~ment feels hhej ~hoald have 

i% in o~der that %he Covsr~nelt ma Z, control "~'~hothor businc~s should go up 

~r be contrao~d. ?hs~r proposals coat.red afeard the thought that 

de po~l~.s of 5he country mu~ bc p~ in price.to baams -tLet TO0 ~ b~ placed 
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• n them end os~ks ~euld only have t!~e deposlts he loano T~az ~o~14 ~oan 

%hat If a borrower ~ent to a bank for a loan ~he bank ~ould have zo ~o to 

%be ~n%ral ~onet~r~ auz~ority ~nd fsd:soo~u% the p~per ~,.d if crsd~ u ,~,~s 

~eo Stoat zhey would probably deny the loa~. It has th~s fault it 2xves 

the s~ronsest ~olit~oal control to the >artv in ~ow~r over the p~ople oC 

Lhe 0o~% ry. Eo o~e could ~nlarie hls planh or ao anythlng else if ceztaln 

powers Said he ~oald no~ ha~e ~he meney~ 'l~at is back of th~s inslstence on 
/ 

' mons%a~.~y aatho~ itj~ Th y ~la~m ~hat during- the tim~ of emerg~noj the 

!~ed~ral ~es~rve 3o~d fa~!ed to contract trod%t, ~ur expansion of credit 

~as o~ stock e~c~an~o colloter~]. Tbsy overlooked .he fac~ t~at ~ t~s 

19S~ law ±t g~ves power to l~it lhe c~ed~t on stooh and ben8 eo]latera!. 

They cl~m that the Fedor~l Peservs Board Should have raised ressrw ~ and 

red,soonest ~a%os~ I~ is ~oubtful ~s ra~.s]ng the rea~scounv ~at~s ~u~d 

have bad au~ eefeet, They b~d power under the la~ th ra~e rcscrves ~y 

declaring s_~. em~rgencj in ~he ~alted 8t~tes~ %he i~ ct h~'~t ~t 2ut~ t~e 

President on tn~ spot ~n deolar~_n~ ~n e~t~ncy null~f~s ~%~ ~-T~e ~ere 

~ns reasons Sack of the pressure ~hat brought ebout these oro~osals. 

overncr Eeke!s u~c ~ ~o follo~vzng proposal he ~e~ ~p ~ ~ h~nery 

~vhich -'o~,]d ~ve centralized control that v~ p~ac~zcall~ e~ma] to ~t. 

First of all he pzo~Idod that governors of hb~ re2±oa~l bauks before taken 2 

office ~voald have to oe conf~r~ed by the federal e~esv~ ~o~z4~ If a ~an 

l~a~ to be couf~_rmed every year ~he h~man equa*~on comes ~n ~n~ ~f he does 

no% fsll~w the pol~oy of the board he ~oses out, so any ~ndzv~dual ~ ou ht 

or action would be el~mlnated~ qe provided thax t~e open mar> 

(un~e~_" the old la~ bhis cons~sbed of l~ representatives wh~ 
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of reo~!onal banks) b~d the power to recommend puler~sse or sale of 

barriers acceptances or ,T S. bon~so Aft r they met they had be submlt 

their f~ndzncs to the Federal ~eserve 3oardo it could exer~ ~se veto 

power, in +he old law thls open mar~ conm~l~ tee consisted of t~elve 

reprssentatlves ~ho were required i~ ~_a~v o mes~ a~ least fo~r ~ues ~_n 

%%ash~cton and stfomi% ~hslr flndlngs %o ~ne Federal Peserve board. ~e 

Board could say "!~. ~e ~on'~ a~prove i~ ~ and that veto oo~or o~ t~s 

%]card d!d make rather cumbersome mqehln~ry. If the =card approvod dqe 

reeommendatioms of the open ~rae% ~on~uzrtee e~_rhcr to ~uy or soli,~Lel 

a~y on~ of the ~lve rog~_onal banks h~u the r%~ht zo w~tharcw ~ ~ ~n 

thirty days b~ f~l~_ng nob~ce v~_th ~he ~edera~ F~es~rve foard° The 

~tachi~er# ~as eumoersome end ~t nea~% that eishh men hsd %o pa~ ou a 

case before ~he ~hel~ zh~n~ could b~ undertaken. 

Covernor E~keis 9reposed that ~haf all be dons a vaj ~ 

but that ~_~ have an advisory board. ~u~ ad~%so~y boa:d ca~ re~o~=~qd 

u~tzl it gets blue ~n t~e facb but zhs advice d~esn't hav~ ~9 b take~. 

It ~s necessar~j tha% the vzewpe~nt of the ~arious res~ons bs ex0resse~ 

but ~ve know that no ma~ter now h~ghsr~de a man ~, if nc ~s appointed for 

a long te~m zn ~ash~ng~on he loses touch ~t~ the con~tzon~ b~ck ~n ~be 

country ~nd ~ = o~ a d~ ferent ~-tuds ~oh ~_s not for the be~t %nce-ests 

of the n~tiOno ~ e d~d not llke the proposals. Le ~lso prc0osed the~ be 

g~ven t~ree po~wrs~ the po~;er of ~peu marke~ po¢~z to ra~_se reserves 

~vithout l'm~t s~ther by reserve d~trxcts or ~u ~he -hr(e cla~,~ o¢ z~es~ 

or by any one of these classes. Hence the Federal Pes~ rye 

raise reserves w~thout limat on the banks In the centr~ 
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They also had power zn the open ~rket~hach ~as a very amportant 

power. Of GmvinG ~he open m~r~ comm~btee the right to buy d~r~ct!y 

f~mr the ~edcral Gov.rn~en~o Tha~ las~ po~r ~ould b~ve meant that 

~f the Covernm~nt ~nt ~m a program of ~ena~ug that could not oe 

s. 2ported w~l!~ugiy by t~e people, the reserves of the ba~s could be 

raised w~hout l~m~t, t~e depositors money taken~ and placed ~u the 

Federal Reserve Sy~tem~ th~ opeu mar~et coma±tree could ~ake ~he money 

~ud buy ~l~r~ct!# f~om t~s ~n~t~d S~ates ~over~ rather than ~ The 

open ~rk~.i~ ~o ~u~n po~r has over b~ eu ~rauted Aa t~e ~worid exce-t 

pos~olj tn Cz.ina anl ~uss~ao ~he purpose of the proposal~ ho~ver, 

was only bhat theze m~oh~c be control of credit so vze would not sot xnto 

anobher dsbacle~ Eis idea ~r~ that you have to stop tBese th~ngs before 

the~ re %oo f~r a~d t%at the tzme to p~t or the b~ake~ ~as ~ben everything 

was rosy. 

V~ also pro~ded, and ib ~as a good pro rzs~on~ that any 

a~sets held by a member bauk could o~ used ~s collateral to l.aus at 

~ederal ~eserve BankS° Just before t~e bank ho!~daT ~heu people ~ere 

~ithd?a ~n~. money and the banks could not l~qu~det~ tbe~ a~s~ts, bhe 

b~nke could or~ly bozro~ from the 1~edera! ~e~erve on eligible assets. 

If ~hey ~s~ted to borrow else~here they wo~Id ~av~ to go +o ~e E.#.C~ 

and tha~ sub3ected ~hem t~ publ~t~# beoa~se ~t ~as ~ax oavers' money 

~ud t~ ~ *~omemv a Ic~ was grouted and puol~sh~ 'he 2eep!e ~ooa .e d~s- 

qu~ei~ ~ud f~ ~ ~re of the ha~ ~s acoel@~atsd, vak~ assets el~y~ble 

~ak~o away that cry ~nat came from ~he emagogue chat the public shall 



~uo~ ~vhat ~s b~in~ don~ ~±~h the tax p~#ers' ~oney~ enoy .~o~ ederal 

~esorve ~s no~ tax payers' noney~ 

They also br~dened t~,e real estat~ base; ~h~v thou h~ that 

desirable, Any loan made on real est~t~ could only be made ~.n a 

kno~m district of I00 mile~ radius. The proposal ~as to el~m~nate these 

territorial l~mita-lons and they ~ere, but ~ do not thxuk ~ can ~zno~ 

very much about property that ~s ~o~ ea~- sws~y, ~e al~,ays h~-~e ~n ~ind 

~nother Flor~da land boom for there are ~l~ays s~e Cools v~o w, ll o ~own 

there and b ~V uo l~d, and tb~t ~s o~nd on ~he ~u~ur~.nce fk~ndo The 

%err~tmrisl irritation should h~.ve s~Ved ~n~ The law p~ov~d d that 

a natzona! bank could loan 25~/~ on f~-s~ mortcs<e loaus. Now lOe, of csp~_tal 

or SOZo of sa-~ngs ~an be loaned. Tue or~n~] proposal provided that you 

mould loan ca amortized real ~stste up to 80%~ ~hat ~s too h~ch. V~e 

opposed that. I fa~led ~oo say that in the question ee el~,~b~l~ty of 

assets we tOot~h~ %ho~oe shoul~e a pen~,Iby rate h her than the o_, sinary 

d~seo~nt rate b~c~mss ~e felt ther~ should b e  sons s] • h+ o~ akeo 

I have g~ven you the ~or proposal~ o i4~ overnuent~ ~hey 

orop~se~ that the governor of tk~x a bank bca a~r~o~or; ~ proposed he be 

~onf~rmed by the Soardo we also r~eomnendod ihat one bed? }~n ! ~ open 

mam~et operations ~ustead of %n~s d~_ded s~Luatir, n ~h~ch - have s~-pl~uedo 

Ve felt it was unsound not %0 nave ~presontaz~on of ~he ~ove~ nora oe 

these regional oauks on ~.ha~ co~m!+teeo Thes~ men are char~ ~,~t~ ~ 

no f~n~ac~al condil i ~ns in thexr terr!tory which would o~n 

an ±ntimat~ knowledge ~h~ch those ~sn ~n ¥.ash~n~*on would 

~-s~sted there should ~e a !~_t on the reserves; ~ber, 

O~r recommendation w~s ~ l~_nlt on reserves, ~nat th 
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2~o of tbs d~pos~-~s, ~e also recommended tha~ ~he open ~rket co~iltee 

should not have the ~owsr to buy d~rectly f~o"~ the J~ S. ~e~t. e 

su~sted a penalty rate o£ 1% ou non-eligible n~per, 

As the la~, ea~e out t~e ~over,ors of the r~gzonai banks are 

~o be elected for f~ve years and only one corn~!r~T~on necessa ~' ~ zn each 

f~ve yesn°s~ /e becomes a pretty indopen4eut xna~w-dua!o The open market 

oomm!tLee now consists of a new board~ they d~d away with the old one 

beoause Congress 414 not function a= ;~!l as :~ could. ~ho n~v~ board ~s 

to eons~s% of seven au~ the open ~ar~-et e~tt~e co~sists ~f there 

seven and f~ve of %be reclona! ~ovornors. "'~e felt ss The nrea dcu~ bad 

t-e rzght to appo~nt the Gover~or of the ~ederal Reserve S~e ~ ~t ~a~ 

uu~¢zse to have two Cover~ent officials - the 9ecretary of the ~r~asury 

~nd th~ Co~mptroller o~ tb~ fiarren~y o~_ the ~8der~l ~eservs -card. 

Senator Class sta~d very clearly, an/ ~o~aJor ~c~deo also, thab ~hev 

thought ~t un~se° Tha~ r~oor~endatzou ~as adopted. -~t~ no rof]eet~o~ 

on the g,~ntZemen ~n off~ee, the Federal ~eser~6 £oard should b~ ~, de an 

±ndependent body, ana ~n mo~t cases zs. ~e ~overnor of the ~au~ of 

EnLland ~s entirely znde~ndcnt. In ~ost :over~uents the Ore ~ ~r 

P~.rl~amsnt has t?.e rz&ht to appoint the Gover~or or heed but the other 

d~ree~ers of the ~enbrnl ban~ are elected by "the shareholders~ e~.cept ~_n 

Japa~. 

The open mar!c~t eou~m~ttee are also den~oc, tas pr~vzieCe of 

buy~nz d~re~t from the Covoru~aent° ~e would have been ~_llzu ~> see 

some prov~lo~t/ such ~s they have ~n ~anada# which p_vovides 

Goveroamnt ea~ borrow from the ~ew Centzol Bank in Canada 



%he~rthore are t%mes ~-~en private banks could not take care of 

Covornment needs ~nd they provided t~a~ the central bank could loan 

the Cev~rzment up to I/S of the ~stimatod budcet of revenue £or t~Le 

~h~t ~on~ borrowed n~s+ be pa!d ~ ~zn curr~nt fzscal year but ~ ~ 

n~ne%y days after the oloae of that ~ifeai yea~. If ~the budget ~n 

Cang~a fo~ a ~sr ~as three ~l~lon doil~rs the central bank could 

loam. one bzllion but would require ~ to be pazd nlne~- dajs after the 

clo~se of lhe ~isca! ye~r~ 

2here ~as ~notber importsn% change in the la~ T~e double 

liabi!Ity ou b~£~ stocks ~ilI be e!Imxnated July I~ i95 . ~o~b!e i!ab!l~t# 

was found to ~ u~orkab!e, prevents people putting money in bank stocks~ 

a~sess~ents ~ere sr~%!l, and it ~s felt that v!th -he de~ps~t Insurance 

i~ i~ ~nwlse to ~ontiuue i~. ~o ~b -~%II cease o~ Jul~ I~ ij37, but ~here 

i~ also a provision that ~ baby mus9 p~t I/lOth of its earnings to surplus 

before p~yin C d~vlden~s, 

Colone~ Jordan f h~ve 9akon a little lon~ er than i antlolpa+~d. 

i 'tblhk i had berber closo-~v ~ar~ of ~h~s o~og~. ± ~hall ~Icome any 

~fnes Ion~ that may be asked. 

--000-- 
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q - In 19~4 ~ bhs Cover~nent closed so ~aan 2 banks 

and put reeezvers !.¢ them but some of those oanks ~avs pa~d back 

as h~ch as 75 or d0~ of bheAr depos~ts~ ~or a leo t_~ ~o h~t honey ms 

kept out of circulation, ~&~r xt necessary to close ban's that could 

pa~ out 75 or 80%~ 

A - That is a n~ee quests_on and one I have jot to ans%sr ~_u 

vlmw of ~hat ocourre~ at that tlms. A ~reat ma~£ of the banks uere 

forced to close before the holiday9 so much ~nonej bad been ~t'~d~a~n @rein 

~hem zhat bney j~t could not £o on~ ~e ~re !n a very bad "l'~uahlono 

The people of tl~e country had o~e% fa~n~ to ~,~er ,~c~ a~d ~!~ each 

xndividual ~anted %0 do ~.s zo ~t b!s bands on h~s o~r% =ency. ' e do not 

reoognlze that our indlv!du~l actions in the composite ma~ dest o~ o,,r- 

selves. Thlngs got so ~d ~!th the witgdra~ls of iol~ tha~ so ~et ~n~ had 

%0 be done and the oroo!amat~on thaz was flna!l~ ,s~ ~ed had been drafted a 

~ho~ ~as the D ;resident 
week before an~ negotla~zons vzont on be~, ee ~ re cover 'sol r~ oc~revel~ 

vlno n~s aoout to be ~maugt, rened. The ~ o ~%~emen could no ~ ~, .... ~ ojether~ 

hov~ever, but zf t h e  proci~matlon had been ~ ssued earlAer a gr~at n~ny n e r o  

Banks ~%zqht h~ve been ~aved° '~2ney could not ~e~ ~ ~ to < th: ~ . r ° " oosevelt 

re@o~ized that somebody had ~ say to the people '~%o~". F,~en after 

closing the banks they had to Ixft ~err~iu ~'es~rxot~ous. ~o f rot ~.eoula- 

tion -Ixd no~ provide for pay~ul% of food drafts. O,~r j:n,~[~, " _ ccunse] told 

us we could not pay ~n~hxng but I told zhem that ~=e ~;~3re goz~ C I-o pay 

food drafts an@ they llf%ed %]~ ~osTrict~ons on food drof~-~= t~',oj ~o to 

zmk~ su~ ~xamlnation of the b~s as quickly as they could~ 

iced idea of ~he natxonal bar~s an~ state member ban~s b 

carsf~il examln~tlon b@eat~se o n c e  ~he Co~er men ~ opene 
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guarantee to the public that bhat hank could survl~e It a] 1 had to 

be done in a great hurry because you could not let the countiy oo ~ithout 

baulks. ~en th~ r~shed ~he 3ob through many in3ustices were done; many 

banks closed today might have been saved° It -~ i~rd t o ]udg~ ~hetner a 

bank is ~oin~ to survive or not ~hen you only have ton d~y~o Some of 

them could have been golng banks today. But ~t was a very rushed job 

and a very diffloult one, 

Q - Yo~ stated thet in the p~st localized attempts at deposit 

lasurance were failures. V~at factors wo~Id ~cn+ributo ~o the f~i!ure of 

state control. 

A - They d!d not have the powers to safeguard it tha~ ~ nave 

now. 9he ~uud ~as no~ ~r~ ~ enough and ~th lhe ~as,~ chart ~r of banks 

too n~ny s ts2hed to fall and ~en ~n order to es~s+ the bsnl~s s~fflclently 

it ~vas tantamount to conflso~+,on ~nd I be court~ old it was conf,~oatlon of 

~ropertnj that broke it down. Y think the aeposltors monef is iose1~tely 

safe under this lave but no cue ~an ~ell for ten or b~enty years ~ether 

It w~ll work oub~ 

Q - A great mo~y nero or less unpleasant con I ar!son~ were made 

be~en our former banklng syst~ and t~at of Canadm. ou]d it be posslole 

for you to tell us something of the Canadian syste~ as compared ~o ours ~ 

A - T~o main thing is tbmt in Canada they hc~wo t~6 ~ra~Icn banking 

ays~ and fewer oa~s. The ban'~s get together on a eonccr~ed p~ llov 

The Canadian l~w allows banks to issue currency egaln~t asse+ 

no~ h~vs to go to the R~F.C. to borrow in an emergeney~ t~ 

currency against their assets. One of our ~ reatest d~ ~ 
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publlcity of RoF.C. loans. As soon as a newspaper came out w~t}, these loans 

everyone wanted to get ~hezr money out of the ba~/c, in ~anada there v~as no 

such publ!c exposure° 

Q - How many banks are there in Canada? 

A - I th!nk about ~i~ht member banks. We hear the Canadlan 

banki1~ ~-ystem pra±ssd. Ic has stood the zest ~n an excellent manner 

beoausedlt has not been subjected am mu~h to ?ol!tzcal pressure. ~ the 

otPer '~and~ I do n~t ~h,nk the ssrvzoes of the banks eonpare wlth the 

banks zn bhxs co~try, i~ Canada ~ben someone ~,eu'~s a loan be mz ht have to 

~alt a ~0ek oI" ten da~s and ~he massager does ~ot Dave the same ince~t!ve to 

build up the communlty, it has not developed I ke we nave. 

- Under the present ~et-up I ~- ],ere ar.y reasen ~o belleve 

eredib e~pansion ~lll not oe t~e saree as it w~s in i~29 

A - It depends on m~m~ t~e lav~ ~ ~-h~re; it 4spends on v~hether o9 

not men ~re ~°o~ to h~ve t~-o oe~ rage and ~%sdov zo spply the la~. The 

nt 
expansion ~n 19~9 ~as a stock exchange expaus~ono ~t eaa~v~rv ~e]l happen. 

That manet was s~zmula%ed b V ~'i}an to the a-count of o~ers ~'. ~ lot of 

~nd~vmdu~Is put money ~n the call loan market su ~plv~n~ a tremendous bas!s 

for stock exchanges %o borrow for eus+o~.ers, o~v they can't loa~ for ~e 

a~count of another person. ~f a msrber b~nk of the I sderal Eese vo System 

borro~vs and ~nc~eases collateral ~-t w~li be suspeuded~ lhero zs no orow_szon 

~vh~eh allows the Dedera~ Reserve Board Board to s~ate tne persentage ~ 

bank's capital they may hold ~n leans on stocks and bonds, it ~ 

or 500. That g~ves them control over the stock exchange and 

%he la~¢ ~b can be controlled. $o far as the credit base 

corned, what we are gett~-ng now ~s a broader orsdzt bs 



Q, 

~on%ro!ied by ralsln 5 rediseount fetes and reserves oF the memoer banks. 

Zf that were dons ~t ~mu!d m~ke Iomn money avallable o )f courJ~ ~e 

hav~ not goLte~ to that point be~m>s nom~c is bo1~o~ia ~ but If ws got 

into a perzod of re~l luflat~on aria loan sTaxted to come ~ll~u in and 

ovmvons ~a~od to buy more ~tocks of ~oods t~en ~he ~rakes could oe put 

on by these %~,o m~hods~ 

c~renoy %o 
O - [low mu~h dld the fl Lght from/gold have fo do it ~e 

breakd~n ~nd ~ f  ~ z e ' ~ e l  ~ ~o  ~,~e gold ~tand~rd a a~n ~ould ib hove the 

same effect ~ 

A - ~ fl~g.~t to Iold had a great deal to do xt ~he cra.h. 

Oeople started hoardxn~ gold. If ~ou draw the gold out zhen you ros~:~ ~ct 

the snou~o og currency, altnou~ ~t ~a~ a ~ .so p~ov ~o~. o~; ]~u An t~e 

gold. Th~ Gn3~ one r~a~on fo~ hsvi~g gold co~rs -~ ~'oul~t~on ~_s zcat 

it ~ves the people confidence. ,~e sf ooursa I'~zc a bullion basc now° 

Z~ere ~_s ~ ~res sold market ~o far a~ l~ropean countries are con~-r~ed. 

I th~nk t~ ballion base v~ h~vs c ~ x~ an exeel]ent oos ~eeause tDe 

gold ~ held a~i ~t ~an't get a~y from us e~cept *crou ~ fore ~ ~ trans~ 

aot~_ons~ and ,~e ~_II have our currenoy baboo Our 3r~at ~roa~le ~s 

%hat we dld no% have eno~gh oold bas~ ~s ar~ bac- o the ~o!n ~n~lltoa 

b~SlS no~v~ 

'~ ~ Are ~e ever go±n, back %o gold coznags ~ 

J 
A - I doubt zt very much° There ~s uo ~e~so~ ,,.-j ,i~%oo~- 

ehould be used ~n c~rculatzon except to help the confidence 

If paper money has a gold basis tha~ %s all we need. i ~ 

g@ back to gold co~ns. 

Q - Do you th~ the ~old ~ontent of the 
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at l~s present a~ount or be L~de flexible in the futuro~ 

A - Th~ question of the content of ~he dollar is a fa~rea~ 

Ing one~ ,<y oL~a vxe~olnt Is ~haz dev~iuatien of t~e co!la~ ~s not 

mean anything so far as ~nternal Gransae%~ons ~re ooncerueao v c does 

mean some~h~_ng when sxehange~ ~r±th fore~gn co~h~,~s, i don,t ku( ~ ~f 

%re Ca~ ever ge~ an exchange wlth Lngland and france. Ent]~-n~ does not 

w~nt ts ma~e an emchange settlement. Thel~ }a¢~ it pretty well ~ena~ed 

al~ they ~ant to h~ pos!~_on to come ~n ~d get our trade. ~o far as 

In~eruat~on relat!on~ ar~ concerned d~valu~ng t~ s ~e!lar Pss a t.'ndsney 

To ~n~rease prlces~ not a~ a!rec~ly, ho%e~ ss you m! ht %~nk~ ,f 

csuzse~ bhe moz~ 2 ~u devalue ~t ~l~e mo~e dollars you are gets4 to have 

an~ the higher the pnoes ~II be. ! do uot believe ~t ~II hav~ the sa~e 

d~rsct effect as bet~een fore~u oounz~ s ~ ~j have further ~evalua~on~ 

but certainly not b~Iow f~fLy csnts~ 

1 
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