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COLONEL, JORDAN'S REMARES INTRODUCING
¥rs Roberd Ve Freming

Gentlemsns

Our guost spesker this morning is a gentloman on whose
Friendship and support we of ths A.my Industrial Jellege counmt wost
heavily, and I say that advisedly. In the midst of all the multifarious
dutios imposed upon him he tales the time sach year %o come dowm here
and discuss with us g problem on whieh he is am authority, -The Dederal
Resarve Sysvem.

He hog been President of vhe Rigpgs Wational Bank for ten
years - all during the period of the depressions he 18 s member of
pumsreus bankers associstlons aud is First Vice Fresadeni of tho
Anerican Benkers Assoeiation. We hope mext yasr he is oimg Lo be
President. He iz Treasurer and Trustes of the Cersoran Art Gallsry,
Treasurer and Direstor of the Gorpes Nemorial Ins*ivubes Treasurer of
ihe Chamber of Commerce of the Us Se, and Dirvector and mesver of aumeroas
business and sosial orgamizabions.

Bul, best of all, wo of the Avmy and Havy have a tie iz 1o hum
of whach we mre very proud. IHe 16 & Lieub. Comdr. in the J.be Mawsl
Reserve. It gives me & great deal of pleasurc to intreducs b0 you
Lioutcnent Commander Bobort Ve Fleming, Us S ¥aval Peserve, who wmll
spesk bo us on the Effscts of the Banking Aet of 1835 on tho Orgem ization

and Operation of the Federal Reserve System.

Commander Fyening.
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THE EFFECTS OF THE BamKING ACT OF LE§5 OF THF ORGANIZATION

45D OPERATION OF THE FEDERAL RESZRVE SYSTRM o 1l +
g&mmwﬁﬁ 5&@%V15Wﬂgﬁz

Thank you, Colonel Jordan. Geatlemens:

| I am slways hapoy to come heres 1 comsider it 2 distinct

privilege; I feel further %hat the work which is being underiaken oy

the Army Indufbrisl Cellege 18 & fiae thing. In case of vrouble we

kosw the Importent part the Aray has Bo play “u coopesabion +1'h business

and I fesl that if we iIn the business fisld ecan contrabubte anychoug

to meking the task a 3iLtle zasiser it is our duty Lo do so.

I have not prepared any sel addrescy I fesel the best than,
will be for me to give you in an off-hand menper some of the hi h spots
of ihe Federal Reserve Syctem; oive you an inkling as to the roascms
for the pronosed changes in the bankin: lmw, aad tell you 2 little chbout
chty & little

£

the sirupgls in commcotion with Lhe opposits poles of thm
ebeut Tederal deposlt insnwrensey a little ef ithe law sad what iv really
means end what the broadened powers are. Please do not expeet a polished
address, brt afber I havs gonhie into that I hope thal the seliciemen presemd
will Peel Free %o ask any qu@§ﬁiﬁﬁs thedy likes I am not poiag to guare
antee | will be able o aﬁsﬁ&r’thaﬁguasﬁisﬂg as nighly an inbelligent
body sz lhis may ask, but don't hsciteve to ask whatever coles in your
Hinde

I krow you have stud ed the Federal Ressrve SHptem . I wmand
to point out in commection wich it firsd, thal while it is uader Tovern~

mont law the system is gelesupporting. There is nobt a nickel of the

taz payers money used to support ite The now Board of Covornors of the

¥
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Poderal Reservs Board, thelr salaries, sll expenses, ebt., are paid

out of the earnings of the system. Likewiss it is true vhat all the
gxpanses of the member banks are paid oubt of the operations of the system.
As you know, tne capatal structure dﬁ’%hﬁ banks oregted by subscripzion to
thel capitel of tho mezbor banks is 6% of their capital in suvrpluss The
ﬁaﬁa&x@a of the reglonal banmks are the ressrve balances of the wmemper
banks and on thet capiial the Federal Reserve Systenm operales, saras,

. pays dividends and expendes.

L am surd you are quite awave that there are thres types of banks
in ousr country, thal 18, commsroeial banks: the setional banks, all of whon
mis bo menbers of the Pederal Reserwve Sys%emguééa%a beanks that arc membor
baaks (they bocome members throush vhluntary action)s ane non-member banks
charbered under sbtate law that have not Bson fit bto becowns members. The
groat proponderence of the doposits of ths eombry are in ‘ho usmber banks.
The ameuast of dsposits in the s-ato non-member baanks is saell in compariSonsg
. therefore the bulwark and the sonvrol of our benkinp credit lies maanly
in Lhe Pederul Reserve Syswec allbouch 2 grsat many of cuar troubles come
Thraadh nonemsmbsres. Tne supervision by stals aulherity is nov the some
as Fodeprdl supsrvision. You wmust bear in wmind elso that in meny states
the ¢ffice 13 8 politicsl one awd thers are not the safeguards conesrning
saralngss

To go inbte the ressons for the proposals for change 21 the
Pederal Reserve Systen I want first to teke uwp with you ths quostion of
the Pederal Depo2it Insurance Aot which has & bearing on the matier. Thai

ig known as Titls l. Dollowing the bank holidsy whih was brought about

- B o=
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28 you are aware through the stook market grash, fear that gripped

the hearts of the people, publicity of R.F.C. losns, runs started

due in some cases to bad management and dishomesty, but il was mainly

that the bawks could not “urn thear assets Into liguid cash as Past

as the people wanved it. Something hed to be done to res Lore%ini‘iéanee

of the mase of the people in lhe safobty of their deposits. Guarsatee

of badlke deposits had besn :brled out 1n Texas, in Kansas and 1in the

. Dakotes, and 1t proved e fallure, bubt Concress fslt that sec the ouly
wey and that there should be insvrance om deppsils. Lot me say hers
that each one of the Insurance Acts, we have had two now, #as called
Fed ral Deposit Insurence :ud they ere federal only to the oxsent that
they are under Federal law and the direckors of the corporation are
appointed by the President so there is therefore, Federal supervisione
However, there is no government momey im %ne insurance fand.

Congress enmcisd first, under the Banking A,b of 1933, ¢The

. Insurance of Dgposit Act (this 1s more or less a misnomer bocause it is
guarantee of deposits rather then insuranse and there is mo insuraace in
it)s The first law provided for a temporary insurance fund to b
followed after the first year witn a pormanent insurance fund. The
reason for that was that ihey felt, in order nget money out of hoarde
ing 1t wes necessary that they bring all benks, or as many 88 would
apply for insurance, inte the corporation qurekly without oppervanity
for full examinecion es bo whether they could gqualify. Thersfore s 811

nati%%al banks aubomatically becawme mewbers of the bemporary insurance
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funds The stale nonemember benks had to become members by Jamsry lst,
giving the corporation the appaﬁu%éﬁy of exsmining ithese mewbers banks
in s fuve To pax month period. These Lhat sould stend the tect of
selvency, and the only best necessary was the test as ilo whethor or not
iheir deposits were unimpaired, bescame members; lhose that conld net,
could not become members. Then it was the plan {and the second part
was never carriod out) for the noclonmal banks and svate member banks
to gulomatienlly becoms members by law, to bs examined betwesn Jenuvary 1
and July 1 when the pormenent law =wag bo po into offect. The lav provided
that 1f & bank did not pass the test of solvenecy, the Compiroller of the
Curreacy would pub o received in thal bankp; md in the case of steie
xezber banks thet could not stand the test, theg% were to lose membership
w2 the Vederal Reserve System. It was plann~d thon that or the lst of
duly 1934 all banks would have been examined by the director of &iwe
sorporation snd all these who could stend the test of solvency wanld be
. WOMLGTEe
The first Insurancs fund covered insursd deposits up vo
' $2500. And let me say here thed $2500 insurance covers 96.807 of the
deppoitors 1n the United Statos. The terds of the pormanent plan in
the Bankang Act of 1933 were very unworkable. It was pointed out %o
Congruss that it would not work but they were amxzious to pass the Hill
and would not listen %o those sho lknew its defects. The permanent plan
provided for insuranee of 10074 1o $10,000.3 75% of the amount between
§10,000 and 850,000,, and 507 above $50,000, dthenever the cmp tal fund

was depleted by lesges the corporation should wake an o ssessment of & of
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1% of the insured banks to replenish this copital and %o meke inis
assesement only if found necowssary. So 974 of ine deposils were covered
100% and when vow raised ths lispalaty by ansuring up to [3100,000, you
soe what 2 +tremendous amount of Iagbilaty vas assuned and wha!l 1 tremendous
vurdssa would be thrown on the strong basks of the coun ry to a4 ~are
of the weaker banks. The lia.ilicvies were so incressed thal every bank
knew in coze of trouble lhe vasls bankting syshem could be swepl avays
. ¢he rhole s home would fall Ly aits own weisht by reasen of the drastis
provesions.

Thuen Congross nel early Jn 1934 these of us vho kunew this were
eble to prewvall upon lonpress to exbtena the bemporary fund for an
additional wear in order that laoere ni-h* be time for study. A4s you
probably know, shen you get inmse deslan-s witk Congress everyth ng 18 a
aglier of cowpromise, not alseys <ound sense or logic. You gel sc many
difforunt olomonis and unforturalely, there is only a swll rovp in
. pitheor House who kuow a greal deal smbout banking and you 58l 8 oross-
seelion that must bs coundensed belfore you can get le, islation. Towiver,
Congress passed an extemsion of lhs temporary fund for an additional
yoars [ follad {o meation that the asseasment Tor the temporary fund
was t of 1% They extended this Tor en sdditiomal yesr o raise the
inserslle amowmt to £B,000, The auwber of people insursd wmas incraased
from 98.807 to 98%. You can ses Low wmuch the 14ability vas incremsed.

Under the bovrme of the temporary fund 1t was not piannsa Yo
uss the capital of the corperabron unless necessary. The a sessmeni

brought in in the neighberhood of forty milliony dollars. Io aste they

w 5
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heve never had to use wery much of thet because the Govermment progran
\

has s%rsﬁgtﬁﬁﬁ@ﬁ ihe struetayevéf the banks and assst valuss have ine
eroossc. As to the eapatal of ihe corporation, I made ihe stalomeat that
ne Jgvernnent woney wes in 1t. The Federal Heserwe System nas be n
founded and sustained entirely npon subseription of memver banks, end
through thed a surplus was bu.lt up and 1t wms provided tuab alter that
sarglus reached a certain posnl 207 of lhe earmings woald po to (ue
Tedoral Governwment as taxzes. Under the eapatel strustere ol hs corporation
ono=hall of the surplus of the redsral Fssorve Banks becomes pars o7 the
uaﬁitslu Thoe Covermment was rogasred to return Iranchise izz.8 ~aich
agmounted to ong hundred and forly mailien dollars so that cop=thsy vith
snephalf of &helsurplms snd bue assessmont paid oy membar% 2" hg ' mpordey
funi the cantal of the corporabion become thres hundred and lve nmillion
dollarz. That Pas been kepl Intack. It 15 redersl imsarance as far as
supervision iz concerned but wot as far as assets are cowcerned. They
some Lrox privete sources.

This sxbtension of ocas Fear bo July 1, 18385, gave -He ederal
Daposit Insuranes Jerpababtion and the P.F.C. an cpporbunity tc¢ corrscu
many of the wesknesses in bans in the counlry. Through ensc’umont of
the Aot the R.F.C. was authorizzd to buy cgpital nowes i. some sinies
in order bo styengrhen the caprial strucburs. In the msant.no *he oxami-
navion of all tanks in the country browght to light knowledge of tho
condition of the hanks never before known in this counbtry. The Federal

authoritiss zmew bthe pioct we of the nabional hanks buc did not koow

the sone-member bank pietmre. They were able through the sale of preferred
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' stock bo give the baak vhe yaght to sell it 4o shavoholders; also to 7ssue
common sioek, o correct thoe papital strucvurs of many of the banks, and
"531? benks wore onad stronger thenm ever belore. fome Look stock out so
Lngy wounld have properby right, and as fear lofi the people depoiris
rlosead Lo the strong banks and in SOWe CASEE theiz deppeits doubled.
It is “he usually accopted theory thae ihere should be sebarn of coprbel
of asomonhcre around ong Yo tef, lele, {1. of capital fun’s as aslitional
. grotescion vo the deppsitor to every 310, of doposila
In thet years periol thay dud heve an opportunity of strengihe
sning bhe capital siructure of the bankoe Thers arg no statistloes on harnd
so {nes you can figure whether the indusprase of deposits can be worked
out on A sound busis bub we polieve that the cew 1law Lhel brs nos been
drewn probably gives the gountiy s wsrmbl%/g%@ﬁ of maohinery as san
¥
pe had 1f vhe dw%?%ﬁrs o the corporscion exercise the prodes gcrengih
aas I copaesize thas hecaves thwsr. is nuch importence to Le placed on the
. strong, hand that 18 used in handling the corporation. Te bellove ander
Lne pregent provisions we will “wve anple fonds vo take cere 2F an emerronvy
and tne acsessment iz es low 885 o°n @ mde and s:111 ouwild up a 5 fficient
PESGY Vi
In aonnecetion with *ho nem MSUranes law, ithe psroansns Taw A BHE
w3 ran isko a yreat desl of troubls with tnis. Lt d1d nol look like the
permenenl law would gjo imco afPeel. Only sgbout tnree deys vefore Julv ist
Copgress gave us anolber exiension of sirty days in order lhal chauges
sould Ls muds. de massed & very dissstrovs situation Just b, & haarly Fhe

-

aoraican Bencers A soscieizon haa the finest sort of coopsrotion from .re
]
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Crowley anu the associato dirsetors. They recornized *hat some of the
grovp were lookin, at 1t from an raselfish s tandpelart and trv.ong %o
pat somolhing constructive. Theoee of us who bad piven It desp fou/hi
rocognized %hg:s{; iin the minas 57 the country thie iz not che *1s to
o

aliminaie the quais*iszazz of insuraice. Vo havs #ok 59 sgs 1P it lsamnot e

’
made sorkables In the douse of fepresentatives ‘rey were insiscens -~n
&% assossment of zfam of 1%, sul a grest wany of vhe small count: v banks

gould nob heve paid 1k, The 32 .r rould bave te absord its o lossos

and poy this too and & gresu sany covld nobt possibly heve paid

Fad

s g,
of soursa, supported the propusalsm of the F.DeI.Ce whica was for 1/18%p
of 14, which fimally prevailed. l1hut lew raised one milTion dollars
bhis year for vhe corporation. Thers 1t a provision iz it that 19 the
svent tho sapital Fund plus s<sessumis are not sufficiont *he RP.F.Ce.
ig regaired %o buy debenbvres ap Sc two hundrcd a4 PLPHy sillion, amd
if not, then the Treasury mus® bvy them. In cnse of a gres: dopiossion

. Bgesa the people’s money would Lo protecled and Covermnecut ~orev would
eome wnbo 4t and there would Le tise Lo readiust asssss-eit avd work out
how the monmsy counld bo paid back. Trere is mo question bac vet 1/12%h
of 14 wxil meke the funds sale.

Gam;res:s insisled ' at any bant sould beeome a pember of the
fund on this old basis of solvencys Jost (I. of capital wig onough. ‘e
bave known that part of our problam was the easy ehareer o® *he state baaks.
L group eould organize a bavk sisrc bhere was no Sconcmls MALSLLL by and

make 1t a competitor of a goold hank, wrocking the bant anl themcslves.
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%o hed thirty thousand banbs In the country and we do not want o see
& repevition of thab., There wms no resson to heve compotilive banks or
fompatitive branches vhere there sas no sconomc nocessity.
Tell, the Houws stated bhatl any bank could come in ‘het rus
golvont. e supporbed the Fedoral Dopusit Insvrance provisicn whirgh

stabos there must bs some Pacbors teken intn comsilersbaone [ 7111 rsad

that:s

8

Ia otheor words, it gives the Federal Tasurances Corporstion power Lo
look lnto the necessiby of a benk before sdmitbting it to lhe fund, If

anl a

there is a need for it the dirschors of lhe sorporsiion nll -
ghar ber. That will prevent chortsring n whole lot of small L.n%s frai
would start up end wreek othsr bunks, become & drain ou the fuig .nd
ghake the confidenee of the penpls araln. They have othor poucrs such se

the raght to ewamine all members cf the infurance Smd ound svspend or expel

then for unsound practice afer earaing nnd afeer & hesring. Thec

g

-2

wery desirable. They nlso kave power Tor & limited perisd 1o boy t™e
assate of o bank or guonmsnies assebs in conmmestion with “e consol datien

of tuwo banks. As an Lllustration It is porfeetlr poseible v oL . re

3

e devosits are wmpaired tnc cepital fund wee wiped cub, If thg cepital
1z inbact you camp pub in more, bub you can'h put 1a more if 107 of tho
deposits have been lost. This pives the cerporation the rizkit io po in

and buy those bad assef@?% That Iz belier than to pubt & receliver :z the

el Y
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Pank ard cause suffering and udhappiness to the borrowers in the banke
They can but these assets; thoy moke take g less bub the deposivs will
be n%goew sud new caplital can be put inle the bank xpnd 1t sould pesvaviy
be successind.

The power to liquidale assels 25 auncther power. . pank miphs
some to us spd say e wenbt you bo Gaxo over the bank's. e might zko an
czamina®ion and suy we Peel that only 907 of tre sssebs are oods They
wovkd Te in a position to guarantes the balance iIf we took at over and
n Poroed lilguldation would be olvizbted. They 2i12 more i-portact than
nasessnents anlo the fuggw

5o much for Federal Tepooil Eé;uéancﬁg %s% me 1,6 inbo Las
gusstilion of smendwments bo the Federzl Posorwe act. Hefore Jomgiess nad
gune very Tar v was _cuerally indersiood {his last yoar tnat U ere would

e we arondments bo the Foderal Teserve aecli Lrac w only clarp, es would

cr:-!
@D
ot
2
[

Federal Deposit Insurance iAot and mectain smendmonis Lo the Benling
Aet of 1835 that wers necossar; %o olear uwp wmeny diffleuliics. ™ press.re
becaue very graed, <iith Cether Coughlin and others spealan: sbe.t ronetary
cpalrol. Lot ne Lell wou el they Jere driv.ng ate I10 proasuce become s0
great thnt 1§ was noeesssry Yo natke sone changes. These poople advoocated
100% monotary coubrol on the theory that ihe pzople of this coanivy shouldd
have ceredit only %o the exbenl that the Jovermment feels they shoald have

it 17 order that the fovermme:t men control ~hother businc.s should go up
ur be conlracted. Their proposals cembered arcand the thougnt thai

de pa@i@; of the counbry mus$ Lo pub in privebe basws = that 1007 be placed

§



Lt 2 B S A u{f;“ﬁw FEFTAINR] T TN N TR TR Y ¥ TR RSN IR U T T qpEr e w s mEAER TR AT AT R -

4

& % %
L
%ﬁ,ﬁd % A
" u‘*{fmf B
ERAAE )

1 them ond panks would only have tive deposits to loan. Thav wonlsd noan

that 17 o borrowsr went Lo & bank for a loan the bank would have to ~o to

the eentral monetary auchority and rediscount the paner «und if cred- L was

too rreat they would probably deny the loan. It has thas foult a2l ives

the stronzest polilzeal eontrol Lo the sariy in oower over tno poople of

{the cowr ry. Yo one could enlarpe his plant or co anything else 1f certain

powers sald ne ~odld not have the money. That i1s back of this insistence on

. ronetary aatho: it 7, They clamm that durinr the time of emergeney Lhe .

?adéral Resprre 30513 farled to conbraet eredib. Ay expansion ol oredib

aas on stock ssctanro eolleinrals.  They overlooksd he facc thatl 1~ Lhe

1333 law 1% saves power Lo limit the credit on stock and bend collateral.

They clam that the Fedorsl Pesorve Beard should have raised resert:c and

rodiscount rates. It is doubtful s rersinge the reciscolnt 1ales «nuld

havs hed nou, e fects They bhed power under the law th raise rcscrves ¥y

deelesring an energencs in the ‘lalted Steles; the Z:cv bhol 1l suts its

Prasadent on 4ne spot in deeclarin | en emer;ency null-fies 1t. Troce rere

+he reacons back of the pressure 1hat brourht sbout those vroposals.
{pverncr Hokels madc the followrag proposal  he sew Jp u Mansry

which wovld give cemtralized conmlrel th.et wes pravveically equal to 2%. -

Piret of all he providod that governors of tho repicael banks befrre takiny

effice would have Lo ne confir.ed by the ederal eocerve Fosrd. If a man -

bas to be gonfirmed everv year the human squation comes in anc if he does

not follow the polaicy of the Loard he Joses ovld, so sny andividusl * ou hi

or action would be elizinaved. “le provided that the open mark

(under the old law this comsisbted of 12 representatives whe

w 11 -
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of regronal banks) bad the power to recommend puicnase or sale of
ben<grs acesptances or . Se. bonds. AFL r they wmet they had tso submit
thelir findings to the lederal Veservs Zoard. It seuld erer: ise vebo
power. In the old law this open marleh commi’tes consisted of t—elve
representatives who wers reguired ¥y law o meetv at least foar “ines in
washincton and submat their fandings to vne Federal Peserve Loard. The

® and Lhat veto no-or of the

Board could say "no, we won'b a.prove 1w

. Board did make rathey cumbersome michinery. If the _oard approved the
recomnendations of the open mersel cvommizlee exvhor to oy or sell, len
any one of the twelve rogronel banks hea the ripht o wilhcorew 1! 1n
thirty days by filing notice vath vhe foderel TRescrve Joard. The
machinery was cumoersome ond 1v meant thabt eishk men hed to pass on a
case before the whole thin, could be undartecon.

Covernor Bekels vroposed thai -~het all bo done awmy; with

but that iz have an advisory board. .0n advisory board eail ro.o-mead

. unbil it gets blus in the fack bu:l; e advice dresn'l havs “2 b taker.
It mas necessary that tne viewpoint of the »arious repions be exsresses
but we know that no matier now highnrade o mer 1s; if no 1s appoaini~d for
a long Lerm in “washinpgbon he loscs touch whth the coenditions heelt 1n 1he
covntry and sat a di Persnt avevibtude hieh 1s ant For the bect 1nce-ssts
of the nation. 'e did not liko the »roposals. Le also preoosed the, be

given three powers: the power of onen market: power Yo raise rescrves

without l-mat Bither by reserve dasiricts or m *he ~hree class-s of ziviess
or by eny one of those classes. Helcoe the Federal Pes. rve

raise reserves withoul limat on the banks in the centrs

- 13
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They alsc hed vower un the open markeb,shich was a very important
nower, of paving the open markt comaittee the right to buy dirsetly
fror the "ederal Governrentu. That lasc power would have meant itnat

1f the Covermauent went on & program of spenaing that eould nov ve

51 pperted willingly by the people, the reserves of the banus could be
raised without limst, the depositors money taken, and placed 1n the
Federal Reserve Systeny the open mar-el commitbsee could take the roney
and buy dirscily from the umilod Stabtes voverms.s ravher than i~ the
open Market. o sueh nover has over bren ranted 14 ire world excert
possibl, wm Crina anl ~ussime. Ihe purpose of the proposal, hosever,
was nmly that there my ht be eombrol of eredit so we mould not et into

another dsbacle, Eis idea was that you have to stop these thinrs before

R e

they ro too far and ttat the time o pnt or tho biakes was when everything

WAS TOBYs
e glso provided, and it —as a good provision, Sthel any
ansess held by a momber bank could ve used 28 collaleral o loans at

v

federal Teserve Banks. Just beforc the bank holaday when people wers
iithdrs in, wonoy snd the banks could not liquidete their a.setg, the
banks could only borrow from the lsderal 'ererve on eli~ible assets.
If vhey wanted to borrow elsevhere they wovld have to po ¥o the N.ledo
and that subjected them to publroity hecsnse 1t s tax vayers' money
tnd ¥« moment & lcan was granted and puslished 'he Deople ceca . dis-

quigied end f. *.re of the halk was aceeldsated. ‘akin assets elimible

vakes gway that cry tuat came from *he emagogue chal the publlie shell
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know what 1s bein; dome wivh lhe tax ppyers’ woney. onoy for ederal
Regsorve 18 nost tax payers! money.

They alse braedened %ne real estalcr base; thev “hou h. thst
desirable. Any loan made on real estabte could only be made wi‘hin a
mowm distriet of 100 miler radius. The proporal ms to elaiminale thess
territorial limita-ions and lhey were, but T do uot think s¢ can know
very much about property that is {oo Tar sway. We alrmys he—e in -ind
znother Florida land boom for thers are always seme fools vhoe will o down
therse and by an land, and that s pand on +he wnsurance fond. The
torriterisl limitat-on should have stazed in. The law provid d that
a national bank could lean 25% on ficsi morigrsre loans. Now 100, of capital
or 80% of savings ean be loaned. Tne oririnsl propesal provided that you
eould loan oa amortized real estate up to 80L. .hal 13 woo high. Ye
opposed that. 1 farled %o say that in the nquession of elasibilaly of
assets we thoughwu thore shoui@ée & pennlby rate h her than the o.ainery
discovnt rete bocamss we felt there should be so=e sli h* ovrake.
i + have given you the major proposals o {4« overnncnbts “hey
oroposed that the covernor of ihex a baak Le a wiresiors we prop-sod he be
Jonfirmed by the 3eard. ¥e also recommendod that one bod; benm 1~ oson
marxet operations instead of tnis divided siluatirm which I have ¢.pleined.
Ve felt it was unsound nol to have representavion of the covernors of
these regienal osuks on thav commaities., These wen are chargng with i
tho fimaacial conditims in their territory which would brin
an inbtimate knowledge which thosec wen in Tashington would
insizbed there should be o Timit on the reserves; her

Qur rocommendaiion was & link on roserves, tnat th
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95.0 of the deposits. e alsc recommonded thet vhe open marktet comaiites
should not have the power to buy durectly fron the ‘. Se oBrwert. @
su gested a pemalty rate of 1% own non-eligible ~sper.
As the lawv came out the gover ors of Lhe regronal banks ere
o be slectsd for five yoars and only one confirmation necessa”’ in sach
five years. e becomes a pretiy independent inaividuale. The open market
cormnities now consists of & new board, they did away with ihe oid one
. because Congress did not function ac voll as -1 goulds Ihe new board 18
to consist of seven and the open mer¥et eorrtiae congists »f Thors
seven ard Five of the vegicnal governors. Te felt os the Preq donb bad
t-e raght to appeint the Goveraor of the federsl Feserve Sggiom 1t smar
unsise Lo have two Covermment officials - the Jeerstary ol the "reasury
srd the Comphrollsy of the Carrsncy on the tederal Heserye “oard.
Senator Clase shated very olearly, anl “onator Toideo alse, that thev
thought 1t unmse. Jhat recormendation .as adopted. 1tk no reflisection
on the gontlemen in offace, bne Pedoral Pesersc coard should be —<de an
. independent body, ane 1n wmosl cASES It She Governor of the nany of
Pngland 1s entirely indepgndent. in wrost -over ments the Crom ~r
Parlisment has the right to appoint Lhe Governor or hesd but the other
direccors of the sentral bank are elected bv ihe shareholders, excert in
Japan ¢
The open market commities are also demiod the privitege of
buyinr dirsct from the Jover:iment. ve would have besen waliin <) see
some provzmmng! such as they have in .anada, which provides

Goverament can borrow from the dew Centrel Tank in Camde
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thalrthere are tires whem private banks could not take care of
Covernment needs 2nd shey provided that the central bank could loan
ithe foverment up to 1/% of the estimated budret of revenue {or the
surrent fiscal year but {hat money borrowed rmst be pard in nivhan
ninety deys alter the close of that £ifcal year . If 'the bud-st n
Candda for a yesr was three billion dollars the contral bank could
loan one ballion but would require it to bs paid ninety days after the
aleﬁ%ﬁ of 1he fizcal yoor.

chere was another importsnt change in the law, The double

fua?

iiebilaity on bank stocks will be elimynsked July 1, 195 o “ouble liabzluby
wes found to be unworkable, prevents peeple putting momey in bank stocks,

asssasrents vere small, aund 1t 15 felt tnat ¢ith -he depport insurance

prte

t is wunse Lo somtinue 1t So 1t M1l cease am July 1, 1337, bul there
is also a provision that 4 bank must put 1/10th of 1ts sarnings to surplus
before paying dividends,

Colonel Jerden [ have fakon a livtle lomer than anticipated.
I thikk I bad bevber close ~y sart of this neogrmm. o shell welcome any

wa2s ions that mey be asked.

u-g?:iﬂmm
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Q « In 1934 wkam Lhe Coverwrient closed so many banks
end pubt reeervers ia them bub some of those varks have naid bask
a3 harli as 75 or s0% of their deposats. .or a lon L. hat monoy ms
kept out of cireunlabtionm. “fac 1t necessar; to closs ban-~s that could
pay out 75 or 80%3

A = That is g nice guestion and ong I have ot %o answer m
vigw of %hat occurred at that tise. A _rest na-y of the banks wvere
foreed to close before the holiuuys se much mone; rad been 7ithirawn {rom
them that they Just oould nel 7o on. e wore ia & ve-y baed ~i-ustion.
The people of the couatry had ssen famnsd to fever heet ad alY cach
individual wanted to do was vo get bis bhands on his owsr womey. o do not
recognize that our individual ackbidns an the composite may dest o, ovr-
selves. Thangs gobt so ood with the withdrasals of

old that soiwet n, had

‘
to be done and the prooclamation Lthav was Pimalls 1s31ed hel beon drafied a
, N who, s then “res.dent
wegk beore anda megotirations wonbt oun bt ee. r. oover anl rs "oncovelt,
whe wes avout te be inauguvrated. The ¢ o spdhtlemen could no- e¢ 'orether,
. however, but if the proclamstion had been issued sarlier a grrat many more
Bbanks niacht have been saved. Thoy could net ret Lo (this. pe vOsOVelt
resoggized that somebodvy hed tn say te the people "“tor". Feen aller
closing the banks they had to 1ift cervein resvrictions. The ¥ ret r1e ula-
tion 4id nov provide for payment of food drafis. Our rrncrol coumsel +told
us we could not pay anything but T told them that ~e were porir to pay
food dragits snd they 110%ed the sostriclions on food drofr=. lhoy = Lo
neke an sxauination of the banks as gquicklv as they could;

cood ides of the nstional banks sna siato membsr barcs b

careful exsminetion because once the Cover men® opene
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guarantee to the public that that bank could survige Il all bhad to

be dome in a great hurry because you could not let the counliy o without
banks. ‘/hen they rmshed che job through many injustices were done; many
bhanks closed today wmight have been saved. It .s nard to judge Jhetwer a
bank 15 roiny to survive or not when you only have ton deyss Some of
them could have bsen golng banks today. DBut 2l was a very rushed job
and o very difficult one.

3 = Yoo stated thet in the pest locanlized attempts at deposit
insurance were failures. 7Vhat Pachors woald contributo *o the fallure of
state contrel.

A = They did not have the powers to saferward 1t thal we nave
now. The “mmd was not rrén’ enough aid 4ith the easw chart-r of banks
too many s tarted to fai1l and trenm 1n order %o escist the beuks sufficienily
1t sas lantsmount bo confiseation and 1he courts 214 1t was coni-zecalion of
properbty that broke it dom. T think the depesitors money is aosolutely
. safe under Llhis law bulb ne ons ~an sell for ten or twenty years whether
1t mll work ocub.

G = A great meny nore or less unpleasant coryarisons were made
betwoen our former bankaing syster cad {nat of Jzneda. ould 2t be possiole
for you to tell us something of the Canadian syster as comparsi o ours?

A « Trg main thing zs {habt 1n Conade they have the Lrahen banking
sys%@@ and fewer oponks. The banks et togoether on a concersed prlisv
The Canedian law aollows banks to issus currency egainst asset
notv have 4o go to the R.F.C. Lo borrow in an emergencys tr

currency arainst their assets. Mme of our , reatest 417
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publieity of R.FeC. losns. As soon as a newspaper came ovt with these loans
everysne wanted to get cheir money oub of the bank. In @anada lhers was no
such public exposure.

Q@ = How many banks are there in Canada?

A - I think sbout eichit member banks. ‘e hear the Canadian
barkin, srsben praised. Ic has stood the vest in an excellent manner
becausadit has not been subjected as much to politieal pressurc. ™ the
. otrer band, I do not think the services of the banks compare with tho
banks wn this co.ntry. In Canada «ben somsons sanbs a loan be my ht have %o
wart & woek or ten days and vhe menager does not bave the same inceative o
buzld up the communmibty. It has not developed 1 ke we nave.

. = Under the preseni set-up 1~ here any r eason to believe
eredit erpension 111 not oe bthe same as 1t wes in 1ud9

L - I% depends on meny tre law 1s “heres 1t depends on vhether ob
not men are rceans to have tho coirage and wisdor e epply the lawe. The
expension i1n 1929 =as a stnok exchange expansion. Thui ea%?%n?v +vell happen.
That makxet was stimulated by "len bto the a-count of oilbers™ A lol of
wndaveducls put money in the call losn market sujplyin, a treasendous basis
for stoek exchanges to borrow fur customers. ow toey can’t loan for *he

seount of another persom. If & merber benk of the lederal Rese ve Systenm
borrows and increases collsieral 1t will be suspended. IThere is mo vrovision
which sllows tne Dederal Reserve Board Board to stabe tne persentage <7
benk's capital they may hold in loans on stocks and bonds. It -

or 500. That gives them control over the slock exchange and
the law 1t can be controlled. So far as the credit base

serned, what we are gelting nov s o broader credit be

- 1D e



N b i LR o SR ey 2 A7 Eri R e R T b s i I A R A A
%WWW#WW@WwWW T IN GRS T AR QRATRT AT W

controlled by raisine rediseount retes and ressrves of Lhe momoer banks.
If that were dune 1%t would sske lomn money available. JFf course, we
have put gelten to that point bLeeau-e noone 1s buirowia~ Lut 17 we ~ot
inte a perxod of real i1nllatior ana loan stmrisd to come .1lin in ad
overvone smuvod te buy mers stocks of <oods tien the urakes could pe put
on by these {vo methods.
currency 1o
Q « How much did the [light from/iold have fo do 1L <the
. breakdown and if weé revert vo tus jold standard a aia .ould 1t heve the

gang effset?

A = The flag'h to cold had a grest deal to do 1t ‘he cra.h.
“sople started hearding gold. If you draw the gold out then you res'sy el
the anewny of curreacy, altnowgh 1% ~as & v 'se prov ciow zoslin in the
Lold. The only one resoon for heving gold soire -~ eireuletion 18 Trat
it gyves the people confidrase. de of course bave a bulliom busc aow.
There 18 o froe gold market so far as liropean couniries are cons - ried.

. I think tee bellion base we Mave £ & 1. an excellent ore “ecauce ihe

gold 1o held and 1% ean' geb a.iy from us sitepl torou M Zore. . Lrange
actrons, and ¢ wtill have our curremoy base. Jur ~riat troa.le .as
that we dxd not have enovgh old basa. '@ are bac- o tne rola wullica
basis nowas

7 = Are we ever goin, bask to gold coanags?

& = I Joubt 2t very mush. There 18 no remson wry :%?g%Oﬂ“
should be used in circulation exeept to help the confidense
1f paper money has a gold basls thal 1s all we needs I °
g¢ back to geold coins.

Q -~ Lo you think the .old conlent of the

- 20 =
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&% 1vs present awount or be vade flexible in the Puturs”
| A = The guestion of tho combent of +he doller 1s & {1 =roggha
1ng ones iy own viewpoint 1s bhat devldduation of the colla:r does not
woan mnything so far as internmal vrensactions are concervsy. 't does
wmean sowathing when exchangea with foreilrn countres. I don't Iy - RN
Wo Gad ever gelu an exchange waith Lngland and Irance. Pag lana Jocs nod
went to make an ewchange selilemeni. They lave 1t prctty well wans ed
. and they want to ba}’g positaion To como i end get our trads. fo far as
interunlion rolativas are conooraed devaludng tre dollar Pes e tendency
to 1n.rease prices, net as arrectly, hwwevey as you mi hi thipk, if
eousse, bthe more y.u devalue it vhe moie dollars you are goin to have
and the higher the paeccs will bs. 1 do not helieve 1t m1ll have the sae

direct offeet as belwsen fore.i,rn countri s ¢ 1wy have futher lewaluatiom,

but cerdainly not below Ffifily cente.
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