630 CONGRESS @ 1st SESSION

APRIL 7-DECEMBER 1, 1913

SENATE DOCUMENTS

VOL. 1o

WASHINGTON : : GOVERNMENT PRINTING OFFICE :: 1913

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



63D CONGRESS DocuMENT
1st Session } SENATE { No. 232

BANKING AND CURRENCY

HEARINGS

BEFORE THE

COMMITTEE ON BANKING AND CURRENCY
UNITED STATES SENATE

SIXTY-THIRD CONGRESS
FIRST SESSION

ON

H. R. 7837 (S. 2639)

A BILL TO PROVIDE FOR THE ESTABLISHMENT OF FEDERAL
RESERVE BANKS, FOR TFURNISHING AN ELASTIC CUR-
RENCY, AFFORDING MEANS OF REDISCOUNTING COM-
MERCIAL PAPER, AND TO ESTABLISH A MORE
EFFECTIVE SUPERVISION OF BANKING
IN THE UNITED STATES, AND FOR
OTHER PURPOSES

IN THREE VOLUMES

VOL. 1

(INDEX AT END OF VOLUME III)

WASHINGTON
GOVERNMENT PRINTING OFFICE
1013

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



RESOLUTION BY MR. OWEN.

IN THE SENATE OF THE UNITED STATES,
November 6, 1913.

Resolved, That the Committee on Banking and Currency is hereby
authorized to have printed the indexed hearings by the Banking
and Currency Committee of the Senate on the pending banking and
currency bills (S 2639 and H. R. 7837), bound in paper, as a Senate

document, *
Attest:
James M. BAkeg,
Secretary.
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"HEARINGS ON H. R. 7837,

TUESDAY, SEPTEMBER 2 1913.

CommITTEE ON BANKING AND CURRENCY,
UNITED STATES SENATE,
Washington, D. C.

Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed,
Pomerene, Shafroth, Hollis, Nelson, Bristow, Crawford, McLean,
and Weeks.

The CaairMaN. Mr. Forgan, I believe, will act as the representa-
tive of the committee of the bankers’ conference, recently held in
Chicago, and will introduce the different speakers to the committee,
in the order in which they wish to follow; assigning to each one of
them, I believe, a certain topic relating to the bill; and they have a
printed copy of the bill which they will follow in dealing with these
topics, and each member of this committee will be furnished with a
copy of this proposed bill, with the recommendations made by the
baniers’ conference; and the notes of the stenographer will follow
the pages of the print which the bankers’ committee have offered
for use, so as to make the references intelligible.

Mr. Forgan, the committee is now ready to have you present the
matters which you wish to offer.

Senator BrisTow. Mr. Chairman, it will be necessary for me to be
in the Senate this afternoon, because the tariff bill is up for consider-
ation, and a number of amendments are coming up. I regret very
much that the hearing has been called for a time when the members
of the committee can not be present without neglecting their duties
on the floor. I wanted to make this statement as a kind of protest
against having these hearings at a time when we are considermng the
amendments to the tariff bﬁ.l, as well as being compelled to vote on
that. Ihope that the hearings will not be continued during the week,
because it will be impossible for me to be present. I can not bein
both places at the same time.

Senator O’GorMAN. How many witnesses are there to be examined
here to-day, Mr. Chairman ?

Mr. ForagaN. Theére are seven members of this committee, and
each of them desires to be heard on a specified subject.

The CaairmaN. The Chair will state that after the conference
held in Chicago a request was made that opportunity would be
afforded to the representatives of that conference to be heard upon
the matters involved in the so-called banking and currency bill;
and after consultation with some of the members a response was
sent to them by telegraph that the hearings could be had at 2 o’clock
on Tuesday, September 2, 19183—beginning at 2 o’clock to-day.

That occurred a week ago, at a time when it was hoped that the
tariff bill would be substantially out of the way. Other persons

1
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2 BANKING AND CURRENCY.

were also invited to attend and be heard, including a number who
had requested the privilege of being heard upon this question. The
entire report of everything which will be said will, of course, be
printed at once, and will be available for every Senator, so that not
a word will be said that will not be at his disposal.

Senator O’GormMaN. Could you not attend, Senator Bristow, with
the understanding that you will be called into the Chamber if your
presence there should be required %

Senator Bristow. A number of these amendments to the tariff bill
have been passed over at my request in the Senate and T do not know
when they may be called.

So far as the statement of the chairman is concerned, that the
record will be available for us to read, that is true; but a member of
the committee ought to be present at the time of the hearing, so as
to give what attention he can to the subject matter at the time.
I endeavor to do that so far as I can, upon all of the committees of
which I am a member.

Since the House has not yet taken the bill up for consideration—
unless they have done so to-day—and the Senate will not have the
bill for several weeks, I can not understand why we should start in
upon these hearings at the very time that the tariff is requiring our
detailed attention; and I think it puts those of us who want to give
our full time and attention to the currency question at a very great
disadvantage

The CaarMAN. The Chair will state that the House caucus having
agreed upon the terms of a bill, the Chair thought that the time had
arrived when the bill might be conveniently considered in the light of
that action of the House caucus, which had continued its considera-
tion of the bill during the last three weeks. And the meeting was
held in the present room (the room of the Committee on Appropria-
tions) so as to enable the members of the committee to attend roll
calls in the Senate with convenience and without delay, instead of
holding the meetingsin the regular room of the Committee on Bank-
ibrig al,{n Currency, which is removed from the Senate Chamber several

ocks.

Mr. SmarroTH. Mr.Chairman, the Senator from Kansas objected to
proceeding with the hearing before this committee some two or three
months ago, on the ground that he had to attend the sessions of
the Senate when they had the tariff discussion under way; and it
was largely on account of his suggestion that I felt that the hearings
ought to go over at that time.

But if we do not take up the hearings now I do not see that we can
?ve any hearings at all; and while it 1s unfortunate that the Senator
rom Kansas can not attend as regularly as he would like, it secems to
me that it would put the Senate to- a great disadvantage, and put
these gentlemen who have come here to great inconvenience, if we
do not proceed with the hearing at the present time. I feel that we
have tried to accommodate everybody—tried to have hearings, and
at the same time tried to accommodate those gentlemen who thought
they might be inconvenienced. And inasmuch as we are in the same
building, and a call of the Senate can be responded to in a minute, it
seems to me that we should proceed with these hearings.

Senator Bristow. So far as the postponement having been made
to suit my convenience is concerned, it seems to me that it is the
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BANKING AND CURRENCY. 3

duty of a Senator, when a great bill like the tariff bill is being con-
sidered on the floor of the Senate, that he make efforts to be there
and give attention to the work of the Senate; and I do not believe
it is a proper proceeding to hold hearings on a question of as great
concern as this, and thereby make it impossible for a Senator who is
interested in the tariff as well as the currency to do his duty by
both measures.

And T am not asking anything important for my personal con-
venience, and it does not come as a matter of personal convenience.
I objected to these hearings at the time the tanff bill was being con-
sidered because it makes 1t impossible for a member of the Senate
who is interested in both measures to give his attention properly to
both of them. And the fact that the hearings have been called now
simply makes it impossible for me to do that.

So far as the hearings are concerned, I think we ought to have
hearings—extensive hearings-—but I do not think it would have been
detrimental to the passage of this bill if the hearings could have been
postponed until the Senate was through with the consideration of the
tariff bill, which would not have been more than a week longer. And
I want to enter my protest against the proceedings. I will be here
as much as I can; but I can not be here as much as I would like to.

The CHAIRMAN. The Chair expresses the hope that the Senator
will, as far as his interest in the tariff permits, be present. We will
promptly furnish him with C(é%ies of every word that is said.

Senator Hrrcacock. Mr. Chairman, I want to say that in my
opinion the question of the hearings before this committee is a sub-~
ject that ought to be passed upon by the committee itself, and I
think it would have been wiser if the chairman had taken the sense
of the committee before selecting any particular date for the hearings.
It seems to me that every member of the committee has an equal
right to have his convenience consulted, and I think it is a mistake
nottodoso. We are holding the hearings while the tariff is under con-
sideration, and yet I think that at an early meeting of the committee it
was the sense of the committee that this was a matter to be postponed
until the tariff was out of the way. Of course, I suppose we must now
go on because these gentlemen are present from a distance.

Senator Bristow. I suppose so.

Senator Hrrcacock. But I think, so far as any future hearings are
concerned, it ought to be submitted to a vote of the committee, and
the committee ought to decide on that question because the hearings
are not for the chairman alone, not for those who can be here, or for
those who can stay away from the tariff debate; they are for all the
members of the committee.

The CHAIRMAN. The Chair will state that he understood it was
agreeable to the committee, with the exception of the Senator from

ansas, who did express his dissent.

Senator REED. Mr. Chairman, it seems to me that the whole thing
resolves itself to this: The tariff debates have run on for many weeks.
Many Senators have been obliged to absent themselves on committee
work of various kinds and have undergone the hardships incident
thereto. It has been determined by the party in majority that cur-
rency legislation shall be considered at this session.

That being true, of course every day of delay by the committee
is pecessarily a delay of the entire Senate. Now, we have reached
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4 BANKING AND CURRENCY,

what is understood to be the last week of debate on the tariff. Nearl
every important feature of the bill has been considered and debated.
We are engaged now in what may well be said to be the less important
features of the bill. And if we can get at this work and save four or
five days’ time, we will save that much time of the entire Senate.

I appreciate the hardship of the Senator from Kansas in not being
able to further participate in the debate. I appreciate the loss to the
country. But ]Psuggest that these hearings Wiﬁ not be over in a day.
All that we do will be printed, and the Senator from Kansas can have
the benefit, at least, of knowing what is transpiring, although we will
lose the advantage of his counsel here during the time the statements
are being made by the various gentlemen who have been invited here.

I agree with the sentiment that is expressed by the Senator from
Nebraska [Senator Hitchcock] that, of course, meetings of the com-
mittee ought not to be called without the members of the committee
being consulted, if it was a matter of importance relating to the bill.

But I do think that the chairman of a committee has a right to
call a meeting; and I do not think the chairman of this committee
overstepped the bounds of his authority at all when he invited
certain witnesses to appear before the committee. Now, if he were
to limit the meeting to these particular witnesses, than I would
think it a matter of some gravity; but that has not been done. And
I think, Mr. Chairman, that we ought to go on, and if it is incon-
venient, or if it is discovered to be especially inconvenient, we can
postpone part of the hearings for the rest of the week.

The CrairMaN. The matter is, of course, entirely in the hands of
the committee. I have called the committee together, in pursuance
of the policy adopted by the conference of the Democratic Senators.

Senator O’GorMaN. Mr. Chairman, I move that we proceed to the
examination of the witnesses.

(The motion was duly seconded and carried.)

Senator NeLsoN. Before we proceed, Mr. Chairman, I wish the
members of the committee coultf be provided with copies of the bill,
so that they can follow the discussion in connection with the bill.

The CralRMAN. That was arranged for. The copies are before the
members of the committee; the bill that they are going to speak upon
is before the committee.

Senator NELSON. The bill as proposed by them ?

The CHAIRMAN. Yes; they have a print of their own.

Senator NELSON. Is that in this book [indicating Efmphlet] ¢

The CHAIRMAN. Yes; showing the changes which the bankers’
conference recommended.

Senator NeLsoN. Is that the same as the House caucus bill

The CrAIRMAN. No; this is the same that is in the Senate.

Senator HrrcHCOOK. But are there not any copies of the House
caucus bill available ?

Senator CRAWFORD. Mr. Chairman, as the discussion proceeds,
should we not have before us the exact text of the bill which these
gentlemen are addressing their criticism to?

The CHAIRMAN. It is in the handbook which is before you. And
also the House bill, the latest print, is available for the committee.
Copies of it will now be laid before the members.

genator ReEep. That is the bill as it was after the termination of the
caucus, which will be introduced by Mr. Glass.
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BANKING AND CURRENCY, 5

Senator CRAwrorDp. Well, is that the bill which is printed by this
vifliting committee here, and is it the same text as the House caucus
bill 4

The CrARMAN. It is not identical; but it is identical except as to
such modifications as were made in the House caucus.

Senator CRAWFORD. Well, some of those modifications are quite
material, are they not?

The CoairMAN. Yes; but that will be dealt with as they come
before the committee. Both forms of the bill are before the members
of the committee.

Senator CrawrorD. I have the Glass bill here; and I have the
other bill in this pamphlet.

The CaairMAN. That includes everything. I think it would be
well to insert in the record at this point, as Exhibit No. 1, the printed
report adopted by the conference of bankers at Chicago. This report
contains the banking and currency bill, as revised by the House com-
mittee for consideration of the Democratic caucus, with the modi-
fications therein recommended by the bankers’ conference in Chicago.
It also contains, I understand, a list of those present at the conference.

Exmieir No. 1.
PREAMBLE.

The Currency Commission of the American Bankers’ Association, charged with
the duty of endeavoring to secure remedial banking legislation, and regarding the
banking measure now pending in Congress as evidencing the earnest wish of the
administration to give a wise law to the country, has profoundly desired to cooperate
in every way. To this end, upon its invitation that the presidents of the forty-seven
State bankers’ associations and that representatives of the one hundred and ninety-
one clearing houses attend and unite in an expression, this joint body, composed of
bankers from every section of the South and North, from coast to coast, representing
country and city banks, State and National, and trust companies, after carefully
considering the bill, has adopted the following:

Whereas we recognize the imperative necessity of incorporating into the banking and
currency system of this country those proven principles which will provide the most
ample credit facilities with greatest safety and a currency based on gold which auto-
matically adjusts its volume to trade requirements, in order that the highest sta-
bility may be attained for our commerce, thereby assuring continuity of employment
for the laborer and favorable markets for the producer—the fundamental basis of
general prosperity; and

Whereas although the pending measure has many excellent features and recognizes
certain principles fundamental in any scientific banking system, yet it is believed
that the application of those principles may in certain respects be made in ways
that will more surely avoid a credit disturbance and more efficiently attain the
desired benefits for the whole people; and

Whereas we believe that to insure the successful operation of a new banking law it
must be of such a character ag to warrant a general acceptance of its provisions by
existing banking institutions, both State and National, country and city, since the
final test of the measure of success must be the strength and power for efficiently
serving the interests of the entire country, which can alone be had from general
participation of banks of all classes; and believing that the bill as now drawn will,
by its onerous provisions, prevent State banks and many national banks from
joining the system, and earnestly desiring to cooperate with the administration in
bringing about the adoption of the most highly efficient plan:

Therefore be it resolved, That we recommend the following changes in the bill as
now published, convinced that, while not rendering the plan ideal, these changes
would render organization more probable, would avoid a credit disturbance, and
provide a system that would gradually develop into a great bulwark for the protec-
tion of our whole commerce, benefiting alike, and in equal measure, the laborer, the
farmer, and the business man.
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6 BANKING AND CURRENCY.

Itis the sense of this conference that one Federal reserve bank with as many branches
as the commerce of the country may require, would be more effective; but if this be
not obtainable we recommend that as few Federal reserve banks be established as
possible, and not more than a total number of five.

The further recommendations of the conference will more conveniently appear in
the following altered copy of the bill.

Trae BANKING AND CURRENCY BirL IN CoNGrREss AS REVISED BY THE House CoM-
MITTEE FOR CONSIDERATION BY THE ADMINISTRATION CAvUcUs, Avaust 11, 1913.

|The parts inclosed in heavy brackets is the matter proposed to be stricken out and the parts in italics
shows proposed amendments, all the alterations being recommended by the bankers’ conference.]

To provide for the establishment of Federal reserve banks, to furnish an elastic currency, to afford means
o!P rediscounting commercial paper, to establish a more effective supervision of banking in the United
States, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States of America
in Congress assembled, That the short title of this act shall be the ‘‘Federal reserve
act.”’

FEDERAL RESERVE DISTRICTS.

SecrioN 2. That within ninety days after the passage of this act, or as soon there-
after as practicable, the Secretary of the Treasury, the Secretary of Agriculture, and
the Comptroller of the Currency, acting as ‘“The Reserve Bank Organization Commit-
tee,”” shall designate from among the ressrve and central reserve cities now authorized
by law a number of such cities to be known as Federal reserve cities, and shall divide
the continental United States into districts, each district to contain one of such Fed
eral reserve cities: Provided, That the districts shall be apportioned with due regard
to the convenience and customary course of business of the community and shall not
necessarily coincide with the area of such State or States as may be wholly or in part
included in any given district. The districts thus created may be read};'usted and
new districts may from time to time be created by the Federal reserve board herein-
after established, acting upon a joint application made by not less than ten member
banks desiring to be organized into a new district. The districts thus constituted
shall be known as Federal reserve districts and shall be designated by number accord-
ing to the pleasure of the organization committee, and no Federal reserve district
shall be abolished, nor the location of a Federal reserve bank changed, except upon
the application of three-fourths of the member banks of such district.

The organization committee shall, in accordance wich regulations to be established
by itself, proceed to organize in each of the reserve cities designated as hercinbefore
specified a Federal reserve bank. FEach such Federal reserve bank shall include
in its title the name of the city in which it is situated, as ‘‘Federal Reserve Bank of
Chicago,”” and so forth. The total number of reserve cities designated by the organi-
zation committee shall be not [less than twelve,} more than five, and the organization
committee shall be authorized to employ counsel and expert aid, to take testimony,
to send for persons and papers, to administer oaths, and to make such investigations
as may be deemed necessary by the said committee for the purpose of determining
the rﬁsegve cities to be designated and organizing the reserve districts hereinbefore
provided.

Every national bank and state bank and trust company located within a given district
[shall be required to]] may subscribe to the capital stock of the Federal reserve bank
of that district a sum equal to [twenty] ten per centum of its unimpaired capital,
one-[fourth] %alf of such subscription to be paid in cash and one-[fourth within
sixty days after said subscription is made. The remainder of the subscription or
any part thereof shall become a liability of the subscriber, subject to call and pay-
ment thereof whenever necessary to meet the obligations of the Federal reserve bank}
half subject to call upon siztzada%s’ previous notice. The unpaid portion of the sub-
scrption or any part thereof shall become a liability of the subscriber subject to call upon
60 days’ previous motice under such terms and 1n accordance with such regulations
as the board of directors of said Federal reserve bank may prescribe: Provided, That
no Federal reserve bank shall be organized with a paid-up and unimpaired capital
at the time of beginning business less in amount than $5,000,000. The organization
committee shall have power to appoint such assistants and incur such expenses in
carrying out the provisions of this act as it shall deem necessary, and such expenses
shall be payable by the Treasurer of the United States upon voucher approved by the
Secretary of the Treasury, and the sum of $100,000, or so much theceof as may be
necessary, is hereby appropriated, out of any moneys in the Treasury not otherwise
appropriated, for the payment of such expenses.
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8TOCK ISSUES.

Secrion 3. That the capital stock of each Federal reserve bank shall be divided into
ghares of $100. The outstanding capital stock shall be increased from time to time as
subscribing banks increase their capital or as additional banks become subscribers, and
shall be decreased as subscribing banks reduce their capital or cease to be stockholders.
Each Federal reserve bank may establish branch offices under regulations of the Fed-
eral reserve board at points within the Federal reserve district in which it is located:
Provided, That the total number of such branches shall not exceed one for each $500,000
of the capital stock of said Federal reserve bank.

FEDERAL RESERVE BANKS.

SectioN 4. That a sufficient number of national banks in a Federal reserve district
having made and filed with the Comptroller of the Currency a certificate in the form
required in sections fifty-one hundred and thirty-four and fifty-one hundred and thirty-
five of the Revised Statutes of the United States, such national banks shall become a
body corporate, and as such, and in the name designated in such organization cer-
tificate, shall have power to perform all those acts and to enjoy all those privileges
and to exercise all those powers described in section fifty-one hundred and t%irty-sxx,
Revised Statutes, save in so far as the same shall be limited by the provisions of this
act. The Federal reserve banks so incorporated shall have succession for a period
of twenty years from its organization, unless sooner dissolved by act of Congress.

Every Federal reserve bank shall be conducted under the oversight and control
of a board of directors, whose powers shall be the same as those conferred upon the
boards of directors of national banking associations under existing law, not incon-
gsistent with the provisions of this act. Such board of directors shall be constituted
and elected ag hereinafter specified and shall consist of nine members, holding office
for three years, and divided into three classes, designated as classes A, B, and C.

Class A shall consist of three members, who shall be chosen by and be representative
of the stock-holding banks.

Class B shall consist of three members, who shall be representative of the general
public interests of the reserve district.

Class C shall consist of three members, who shall be designated by the Federal
reserve board, and who shall be legal residents of the district in which the Federal reserve
bank s located.

Directors of class A shall be chosen in the following manner:

It shall be the duty of the chairman of the board of directors of the Federal reserve
bank of the district in which each such bank is situated to classify the member banks
of the said district who are stockholders in the said Federal reserve bank into three
general groups or divisions. Each such group shall contain as nearly as may be
one-third of the aggregate number of the banks holding stock in the Federal reserve
bank of the said district and shall consist as nearly as may be of banks of similar cap-
italization. The said groups shall be designated by number at the pleasure of the
chairman of the Federal reserve bank.

At aregularly called directors’ meeting of each member bank in the Federal reserve
district aforesaid the board of directors of such member bank shall elect by ballot
one of its own members as a district reserve elector and shall certify his name to the
chairman of the board of directors of the Federal reserve bank of the district. The
said chairman shall establish lists of the district reserve electors, class A, thus named
by banks in each of the aforesaid three groups and shall transmit one list to each
such elector in each group. Every elector shall, within fifteen days of the receipt of
the said list, select and certify to the said chairman from among the names on the
list pertaining to his group, transmitted to him by the chairman, one name, not his
own, as representing his choice for Federal reserve director, class A. The name
receiving the greatest number of votes, not less than a majority, shall be designated
by said chairman as Federal reserve director for the group to which he belongs. In
case no candidate shall receive a majority of all votes cast in any district, the chair-
man aforesaid shall establish an eligible list, consisting of the three names receiving
the greatest number of votes on the first ballot, and shall transmit said list to the
electors in each of the groups of banks established by him. Each elector shall at
once select and certify to the said chairman from among the three names submitted
to him his choice for Federal reserve director, class A, and the name receiving the
greatest number of such votes shall be designated by the chairman as Federal reserve
director, class A.

Directors of class B shall be chosen by the electors of the respective groups at the
same time and in the same manner prescribed for directors of class A, except that
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8 BANKING AND CURRENCY.

they must be selected from a list of names furnished one by each member bank,
and such names shall in no case be those of officers or directors of any bank or banking
association. They shall not accept office as such during the term of their service
as directors of the Federal reserve bank. They shall be fairly representative of the
commercial, agricultural, or industrial interests of their respective districts. [The
Federal reserve board shall have power at its discretion to remove any director of
class B in any Federal reserve bank if it should appear at any time that such director
goes not:l fairly represent the commercial, agricultural, or industrial interests of his
istrict.

Three directors belonging to class C shall be chosen directly by the Federal reserve
board, one of whom [shall be designated by said board as chairman of the board of
directors of the Federal reserve bank of the district to which he is appointed and
shall be designated by said board as ‘‘Federal reserve agent.”” He shall be a lega
resident of the district for which he is [[selected ] elected and shall be a person of tested
banm%expeﬁence; [and in addition to his duties as chairman of the board of directors
of the Federal reserve bank of the district to which he is appointed,] he shall be
required to maintain under regulations to be established by the Federal reserve
board a local office of said board, which shall be situated on the premises of the Federal
reserve bank of the district. He shall make regular reports to the Federal reserve
board, and shall act as its official representative for the performance of the functions
conferred upon it by this act. He shall receive an annual compensation to be fixed
by the Federal reserve board and paid monthly by the Federal reserve bank to which
he is designated.

Directors of Federal reserve banks shall receive, in addition to any compensation
otherwise provided, a reasonable allowance for necessary expenses in attending meet
ings of their respective boards, which amount shall be paid by the respective Federal
reserve banks. Any compensation that may be provided by boards of directors of
Federal reserve banks for members of such boards shall be subject to review by the
Federal reserve board.

The reserve bank organization committee may, in organizing Federal reserve
banks for the first time, call such meetings of bank directors in the several districts
as may be necessary to carry out the purposes of this act and may exercise the func-
tions herein conferred upon [the chairman of the board of directors of] each Federal
reserve [bankJ} agent pending the complete organization of such bank.

At the first meeting of the full board of directors of each Federal reserve bank after
organization it shall be the duty of the directors of classes A and B and C, respec-
tively, to designate one of the members of each class whose term of office shall expire
in one year from the first of January nearest to date of such meeting, one whose term
of office shall expire at the end of two years from said date, and one whose term of
office shall expire at the end of three years from said date., Thereafter every director
of a Federal reserve bank chosen as hereinbefore provided shall hold office for a term
of three years; but the [chairman of the board of directors} Federal reserve agent of
each Federal reserve bank designated by the Federal reserve board, as hereinbefore
described, shall be removable at the pleasure of the said board without notice, and
his successor shall hold office during the unexpired term of the director in whose
place he was appointed. Vacancies that may occur in the several classes of directors
of Federal reserve banks may be filled in the manner provided for the original selec-
tion of such directors, such appointees to hold office for the unexpired terms of their
predecessors.

INCREASE AND DECREASE OF CAPITAL,

SectioN 5. That shares of the capital stock of Federal reserve banks shall not be
transferable, nor be hypothecated. In case a subscribing bank increases its capital,
it shall thereupon subscribe for an additional amount of capital stock of the Federal
reserve bank of its district equal to [twenty] ten per centum of the bank’s own in-
crease of capital, Fben] Jfifty per centum of said subscription to be paid in cagh in the
manner hereinbefore provided for original subscription, and [ten] fifty per centum
to become a liability of the subscribing bank according to the terms of the original
subscription. A bank applying for stock in a Federal reserve bank at any time after
the formation of the latter must subscribe for an amount of the capital of said reserve
bank equal to [twenty] ten per centum of the capital of said subscribing bank, pay-
ing therefor its par value in accordance with the terms prescribed by section two of
thisact. When the capital of any Federal reserve bank has been increased either on
account of the increase of capital of the banks holding stock therein or on account of
the increase in the number of stockholding banks, the board of directors shall make
and execute a certificate to the Comptroller of the Currency showing said increase
in capital, the amount paid in, and by whom paid. In case a subscribing bank
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BANKING AND CURRENCY, 9

reduces its capital it shall surrender a proportionate amount of its holdings in the capi-
tal of said Federal reserve bank, and in case a bank goes into voluntary liquidation it
shall surrender all of its holdings of the capital of said Federal reserve bank. In
either case the shares surrendered shall be canceled and the bank shall receive in
payment therefor a sum equal to its cash paid subscriptions on the ghares surrendered.

SectioN 6. That if any shareholder of a Federal reserve bank shall become insolvent
and a receiver be appointed, the stock held by it in said Federal reserve bank shall
be canceled and the balance, after deducting from the amount of its cash paid sub-
scriptions all debts due by such insolvent bank to said Federal reserve bank, shall
be paid to the receiver of the insolvent bank. Whenever the capital stock of a Federal
reserve bank is reduced, either on account of a reduction in capital of any bank or
of the liquidation or insolvency of any such bank, the board of directors shall make
and execute a certificate to the Comptroller of the Currency showing such reduction
of capital stock and the amount repaid to such bank,

DIVISION OF EARNINGS,

Section 7. That after the payment of all necessary expenses and taxes of a Federal
reserve bank, the shareholders shall be entitled to receive an annual dividend of

five] siz per centum on the paid-in capital, which dividend shall be cumulative.

ne-half of the net earnings, after the aforesaid dividend claims have been fully met,
shall be paid into a surplus fund until such fund shall amount to twenty per centum
of the paid-in capital of such bank, and of the remaining one-half sixty per centum
shall be paid to the United States and forty per centum to the member banks in the
ratio of their average balances with the Federal reserve bank for the preceding year.
‘Whenever and so long as the surplus fund of a Federal reserve bank amounts to twent
ger centum of the paid-in capital and the shareholders shall have received the divi-

ends at the rate of [five]] siz per centum per annum hereinbefore provided for,
sixty per centum of all excess earnings shall Eg paid to the United States and forty
per centum to the member banks in proportion to their annual average balances
with such Federal reserve bank; all earnings derived by the United States from Federal
reserve banks shall constitute a sinking fund to be held for the reduction of the out-
standing [bonded]] indebtedness of the United States, said reduction to be accom-
plished under regulations to be prescribed by the Secretary of the Treasury. Should
a Federal reserve bank be dissolved or go into liquidation, the surplus fund of said
bank, after the payment of all debts and dividend requirements as Eereinbefore pro-
vided for, shall ge paid to and become the property of the United States.

Every Federal reserve bank incorporatedp under the terms of this act and the stock
therein held by member banks shall be exempt from Federal, State, and local taxa-
tion, except in respect to taxes upon real estate.

SectioN 8. That any national banking association heretofore organized may upon
application at any time [within one year] after the passage of this act, and with the
approval of the Comptroller of the Currency, be granted, as herein provided, all the
rights, and be subject to all the liabilities, of national banking associations organized
subsequent to the passage of this act: Provided, That such application on the part of
such associations shall be authorized by the consent in writing of stockholders owning
not less than a majority of the capital stock of the association. [[Any national banking
agsociation now organized which shall not, within one year after the passage of this
act, become a national banking association under the provisions hereinbefore stated,
or which shall fail to comply with any of the provisions of this act applicable thereto,
shall be dissolved; but such dissolution shall not take away or impair any remedy
against such corporation, its stockholders or officers, for any liability or penalty which
shall have previously been incurred.}

Section 9. That any bank or banking association incorporated by special law of
any State or of the United States, or organized under the general laws of any State or
the United States, and having an unimpaired capital sufficient to entitle it to become
a national banking association under the provisions of existing laws, may, by the con-
sent in writing of the shareholders owning not less than fifty-one per centum of the
capital stock of such bank or banking association, and with the approval of the Comp-
troller of the Currency, become a national banking association under its former name
with the addition of the word ““ National” or the words ‘ National Banking Association”
as provided by existing law or by any name approved by the comptroller. The directors
thereof may continue to be the directors of the association so organized until others
are elected or appointed in accordance with the provisions of the law. When the
comptroller has given to such bank or banking association a certificate that the provi-
sions of this act have been complied with, such bank or banking association, and all
ita stockholders, officers, and employees, shall have the same powers and privileges,
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10 BANKING AND CURRENCY.

and shall be subject to the same duties, liabilities, and r tions, in all respects, as
shall have been prescribed by this act or by the national ing act for associations
originally organized as national banking associationa.

BTATE BANKS AS MEMBERS,

SecrioN 10. That from and after the passage of this act any bank or banking asso-
ciation or trust company incorporated by special law of any State, or organized under
the general laws of any State or the United States, may make application to the reserve
bank organization committee or the Federal reserve board [hereinafter created] for the
right to subscribe to the stock of the Federal reserve bank organized within the Federal
reserve district where the applicantislocated. The reserve bank organization committee
or the Federal reserve board may, at ita discretion, subject to the provisions of this
section, permit such applying bank to become a stockholder in the Federal reserve
bank of the district in which such applying bank is located, or at its discretion may
reject such application. Whenever the reserve bank organization committee or the
Federal reserve board may permit such an applying bank to become a stockholder in
the Federal reserve bank of the district in which the applying bank is located stock
shall be issued and paid for under the rules and regulations in this act provided for
national banks which become stockholders in Federal reserve banks,

It shall be the duty of the reserve bank organization commaitee or the Federal reserve
board to establish by-laws for the general government of its conduct in acting upon
applications made by the State banks and banking associations and trust companies
hereinbefore referred to for stock ownership in Federal reserve banks. Such by-laws
ghall require of applying banks not organized under Federal law that they comgly
with the reserve requirements and submit to the inspection and regulation provided
for in this and other laws relating to national banks. No such applying bank shall be
admitted to stock ownership in a Federal reserve bank unless it possesses a paid-up
unimpaired capital sufficient to entitle it to become a national banking association
in the place where it is situated, under the provisions of the national banking act, and
conforms to the provisions herein prescribed for national banking associations of similar
capitalization and to the regulations of the reserve bank organization commatiee or the
Federal reserve board.

If at any time it shall appear to the Federal reserve board that a banking association
or trust company organized under the laws of any State or of the United States has
failed to comply with the provisions of this section or the regulations of the board, it
shall be within the power of the said board to require such banking association or trust
company to surrender its stock in the Federal reserve bank in which it holds shares
upon receiving from such bank the cash-paid subscriptions to the said shares in current
funds, and said Federal reserve bank shall upon notice from the Federal reserve board
be required to suspend the designated banking association or trust company from
futher privileges of membership, and shall within thirty days of such notice cancel
and retire its shares and make payment therefor in the manner herein provided.

FEDERAL RESERVE BOARD.

[SEecrion 11. That there shall be created a Federal reserve board, which shall con-
sist of seven members, including the Secretary of the Treasury, the Secretary of Agri-
culture, and the Comptroller of the Currency, who shall be members ex officio, and four
members chosen by the President of the United States, by and with the advice and con-
sent of the Senate. In selecting the four appointive members of the Federal reserve
board, the President shall have due regard to a fair representation of different geo-
graphical divisions of the country. The four members of the Federal reserve board
chosen by the President and confirmed as aforesaid shall devote their entire time to
the business of the Federal reserve board and shall each receive an annual salary of
$10,000, together with an allowance for actual necessary traveling expenses, and the
Comptroller of the Currency, as ex officio member of said Federal reserve board, shall,
in addition to the salary now paid him as comptroller, receive the sum of $5,000 annu-
ally for his services as a member of said board. Of the members thus appointed by
the President not more than two shall be of the same political party, and at least one
shall be a person experienced in banking. One shall be designated by the President
to serve for two, one for four, one for six, and one for eight years, respectively, and
thereafter each member so appointed shall serve for a term of eight years unless sooner
removed for cause by the President. Of the four persons thus appointed, one shall be
designated by the President as manager and one as vice manager of the Federal reserve
board. The manager of the Federal reserve board, subject to the supervision of the
Secretary of the Treasury and board, shall be the active executive officer of the Federal
reserve board.}
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That there shall be created a Federal reserve board which shall consist of seven members,
including the Secretary of the Treasury, who shall be a member ex officio, and three members
chosen by the President of the United States by and with the advice and consent of the Senate,
and three members elected by the directors of the Federal reserve banks. In selecting the
three appointive members of the Federal reserve board, the President shall have due regard
to a fair representation of different geographical divisions of the country. The three mem
bers of the Federal reserve board chosen by the President and confirmed as aforesaid, and
the three members elected by the directors of the Federal reserve banks shall devote their
entire time to the business of the Federal reserve board and except as to the governor and vice
governor hereinafter provided for shall each recetve an annual salary of $10,000, together
with an allowance for actual necessary traveling expenses. Of the members thus appointed
by the President and elected by the directors of the Federal reserve banks, two shall serve for
three years, two for six years, and two for nine years, respectively, and thereafter each member
so appownted shall serve for a term of nine years unless sooner removed for cause by the
President.  Of the six persons thus appointed, one shall be designated by the President as
governor and one as vice governor of the Federal reserve board. The governor of the Federal
reserve board, subject to the supervision of the Secretary of the Treasury and board, shall be
the active executive officer of the Federal reserve board. The salary of the governor and vice
governor of the Federal reserve board shall be fixed by the board of directors thereof.

The Federal reserve board shall have power to levy semiannually upon the Federal
reserve banks, in proportion to capital, an assessment sufficient to pay its estimated
expenses for the half year succeeding the levying of such assessment, together with
any deficit carried forward from the preceding half year.

The first meeting of the Federal reserve board shall be held in Washington, District
of Columbia, as soon as may be after the passage of this act, at a date to be fixed by the
reserve bank organization committee. The Secretary of the Treasury shall be ex officio
chairman of the Federal reserve board. No member of the Federal reserve board
shall continue to hold office or to act as a director of any bank or banking institution
or Federal reserve bank, and before entering upon his duties as a member of the Federal
reserve board he shall certify under oath to the Secretary of the Treasury that he has
complied with this requirement. Whenever a vacancy shall occur, other than by
expiration of term, among the [four] three members of the Federal reserve board
chosen by the President, as above provided, a successor shall be appointed by the
President, with the advice and consent of the Senate, to fill such vacancy, and when
chosen, shall hold office for the unexpired term of the member whose place he is
selected to fill.

Whenever a vacancy shall occur other than by expiration of term among the three members
of the Federal reserve board elected by the directors of the Federal reserve banks as above
provided, a successor shall be elected by the savd directors to fill such vacancy and when elected
shall hold office for the unexpired term of the member whose place he is selected to fill.

The Federal reserve board shall annually make a report of its fiscal operation to the
Speaker of the House of Representatives, who shall cause the same to be printed for
the information of the Congress.

Section three hundred and twenty-four of the Revised Statutes of the United States
shall be amended so as to read as follows: ‘‘There shall be in the Department of the
Treasury a bureau charged, except as in this act otherwise provided, with the execu-
tion of all laws passed by Congress relating to the issue and regulation of currency
issued by or through banking associations, the chief officer of which bureau shall
be called the Comptroller of the Currency and shall perform his duties under the
generaldirectionof the Secretary of the Treasury, acting as the chairman of the Federal
reserve board:”’ Provided, however, That nothing herein contained shall be construed to
affect any power now vested by law in the Comptroller of the Currency or the Secretary
of the Treasury.

SecrioN 12. That the Federal reserve board hereinbefore established shall be
authorized and empowered:

(2) To examine at its discretion the accounts, books, and affairs of each Federal
reserve bank and to require such statements and reports as it may deem necessary.
The said board shall publish once each week a statement showing the condition of each
Federal reserve bank and a consolidated statement for all Federal reserve banks.
Such statements shall show in detail the assets and liabilities of the several institu-
tions, single and combined, and shall furnish full information regarding the character
of the lawful money held as reserve and the amount, nature, and maturities of the
paper owned by Federal reserve banks.

) To permit for, in time of emergency, require] Federal reserve banks to redis-
count the discounted prime paper of other Federal reserve banks[, all members of
the board being present when such action is taken and consenting to the requirement.
The exercise of this compulsory rediscount power by the Federal reserve board shall
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12 BANKING AND CURRENCY.

be subject to an interest charge to the accommodated bank of not less than one nor
reater than three per centum above the higher of the rates prevailing in the districts
immediately affected].

(c) To suspend for a period not exceeding thirty days (and to renew such suspen-
sio?h for periods not to exceed fifteen days) any and every reserve requirement specified
in this act.

(d) To supervise and regulate the issue and retirement of Federal reserve notes and
to prescribe the form and tenor of such notes.

[(e) To add to the number of cities classified as reserve and central reserve cities
under existing law in which national banking associations are subject to the reserve
requirements set forth in section twenty of this act; or to reclassify existing reserve
and central reserve cities and to designate the banks therein situated as country banks
at its discretion.]

(f) To suspend the officials of Federal reserve banks and, for cause stated in writing
with opportunity of hearing, require the removal of said officials for incompetency,
dereliction of duty, fraud, or deceit, such removal to be subject to approval by the
President of the United States.

(g) To require the writing off of doubtful or worthless assets upon the books and
balance sheets of Federal reserve banks.

(h) To suspend, for cause relating to violation of any of the provisions of this act,
the operations of any Federal reserve bank and appoint a receiver therefor.

(i) To perform the duties, functions, or services specified or implied in this act.]

FEDERAL ADVISORY COUNCIL,

I[Section 13. There is hereby created a Federal advisory council, which shall
consist of as many members as there are Federal reserve districts. Each Federal
reserve bank by its board of directors shall annually select one member of said council,
who shall recelve no compensation for his services, but may be reimbursed for actual
necessary expenses. The meetings of said advisory council shall be held at Washing-
ton, District of Columbia, at least four times each year. and oftener if called by the
Federal reserve board. The council may select its own officers and adopt its own
methods of procedure, and a majority of its members shall constitute a quorum for the
transaction of business. Vacancies in the council shall be filled by the respective
reserve banks, and members selected to fill vacancies shall serve for the unexpired
term.

[The Federal advisory council shall have power (1) to meet and confer directly with
the Federal reserve board on general business conditions; (2) to make oral or written
representations concerning matters within the jurisdiction of said board; (3) to call for
complete information and to make recommendations in regard to discount rates, redis-
count business, note issues, reserve conditions in the various districts, the purchase
and sale of gold or securities by reserve banks, open market operations by said banks,
and the general affairs of the reserve banking system.}

REDISCOUNTS.

SectioN 14. That any Federal reserve bank may receive from any of its stockhold-
ers or, solely for exchange purposes, from other Federal reserve banks deposits of cur-
rent funds in lawful money, national-bank notes, Federal reserve notes, or checks and
drafts upon solvent banks, payable upon presentation.

Upon the indorsement of any member bank any Federal reserve bank may discount
notes and bills of exchange arising out of commercial transactions; that is, notes and
bills of exchange issued or drawn for agricultural, industrial, or commercial purposes,
or the proceeds of which have been used for such purposes, the Federal reserve board
to have theright todetermine or define the character of the paper thus eligible for dis-
count, within the meaning of this act; but such definition shall not include notes or
billsissued or drawn for the purpose of carrying or trading in stocks or bonds [, or other
securities]. Notes and bills admitted to discount under the terms of this paragraph
must have a maturity of not more than sixty days.

Upon the indorsement of any member bank any Federal reserve bank may discount
the paper of the classes hereinbefore described having a maturity of more than sixty
and not more than one hundred and twenty days, when its own cash reserve exceeds
thirty-three and one-third per cent of its total outstanding demand liabilities exclusive
of its outstanding Federal reserve notes by an amount to be fixed by the Federal
reserve board; but not more than fifty per cent of the total paper so discounted for
any member bank shall have a maturity of more than ninety days.

Upon the indorsement of any member bank any Federal reserve bank may discount
acceptances of such banks which are based on the exportation or the importation of
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goods and which mature in not more than six months and bear the signature of at
least one member bank in addition to that of the acceptor. The amount so discounted
sha(lil at no time exceed one-half the capital of the bank for which the rediscounts are
made.

The aggregate of such notes and bills bearing the gignature or indorsement of any
one person, company, firm, or corporation rediscounted for any one bank shall at no
time exceed ten per centum of the unimpaired capital and surplus of said bank; but
this restriction shall not apply to the discount of bills of exchange drawn in good faith
against actually existing values.

Any national bank may, at its discretion, accept drafts or bills of exchange drawn
upon it [having] af not more than six months sight [to run] and growing out of
transactions involving the importation or exportation of goods; but no bank shall
accept such bills to an amount equal at any time in the aggregate to more than one-half
the face value of its paid-up and unimpaired capital.

OPEN-MARKET OPERATIONS.

Secrron 15. That any Federal reserve bank may, under rules and regulations pre-
scribed by the Federal reserve board, purchase and sell in the open market, either
from or to domestic or foreign banks, firms, corporations, or individuals, prime bankers’
bills, and bills of exchange of the kinds and maturities by this act made eligible for
rediscount, and cable transfers.

Every Federal reserve bank shall have power (a) to deal in gold coin and bullion
both at home and abroad, to make loans thereon, and to contract for loans of gold coin
or bullion, giving therefor, when necessary, acceptable security, including the hypoth-
ecation of United States bonds; (b) to invest in United States bonds, [and bonds
issued by amy State, county, district, or municipality;J (c) to purchase from member
banks and to sell, with or without its indorsement, bills of exchange arising out of
commercial transactions, as hereinbefore defined, payable in foreign countries, but
such bills of exchange must have not exceeding ninety days to run and must bear
the signature of two or more responsible parties, of which the last shall be that of
a member bank; (d) to establish each week, or as much oftener as required, subject
to review and determination of the Federal reserve board, a rate of discount to be
charged by such bank for each class of paper, which shall be fixed with a view of
accommodating the commerce of the country; and (e) with the consent of the Federal
reserve board, to open and maintain banking accounts in foreign countries and estab-
lish agencies in such countries wheresoever it may deem best for the purpose of pur-
chasing, selling, and collecting foreign bills of exchange, and to buy and sell with or
without its indorsement, through such correspondents or agencies, prime foreign bills
of exchange arising out of commercial transactions which have not exceeding ninety
days to run and which bear the signature of two or more responsible parties.

GOVERNMENT DEPOSITS.

SectioN 16. That all moneys now held in the general fund of the Treasury ercept
the 5% fund for the redemption of outstanding national-bank notes shall, upon the direc-
tion of the Secretary of the Treasury, within twelve months after the passage of this
act, be deposited in Federal reserve banks, which banks shall act as fiscal agents of
the Unite(? States; and thereafter the revenues of the Government shall be regularly
deposited in such banks, and disbursements shall be made by checks drawn against
such deposits.

Th e Secretary of the Treasury shall, subject to the approval of the Federal reserve
board, from time to time, apportion the funds of the Government among the said
Federal reserve banks, distributing them, as far as practicable, equitably between
different sections, and may, at their joint discretion, charge interest thereon and fix,
from month to month. a rate, never less than one-half of one per centum per annum,
which shall be regularly paid by the banks holding such deposits: Provided, That no
Federal reserve bank shall pay interest upon any deposits except those of the United
States.

No Federal reserve bank shall receive or credit deposits except from the Govern-
ment of the United States, its own member banks, and, to the extent permitted by
this act, from other Federal reserve banks. All domestic transactions of the Federal
reserve banks involving a rediscount operation or the creation of deposit accounts
shall be confined to the Government and the depositing and Federal reserve banks,
with the exception of the purchase or sale of Government [or State] securities or of
gold coin or bullion.
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NOTE ISSUES.

[Secrion 17. That Federal reserve notes, to be issued at the discretion of the Fed-
eral reserve board for the purpose of making advances to Federal reserve banks as here-
inafter set forth and for no other purpose, are hereby authorized. The said notes shall
be obligations of the United States and shall be receivable for all taxes, customs, and
other public dues. They shall be redeemed in gold or lawful money on demand at
the Treasury Department of the United States, in the city of Washington, District of
Columbia, or at any Federal reserve bank.

FAny Federal reserve bank may, upon vote of its directors, make application to the
local Federal reserve agent for such amount of the Treasury notes hereinbefore pro-
vided for as it may deem best. Such application shall be accompanied with a tender
to the local Federal reserve agent of collateral security to protect the notes for which
application is made equal in amount to the sum of the notes thus applied for. The
collateral security thus offered shall be notes and bills accepted for rediscount under
the provisions of sections 14 and 15 of this act, and the Federal reserve agent shall each
day notify the Federal reserve board of issues and withdrawals of notes to and by the
Federal reserve bank to which he is accredited. The said Federal reserve board shall
be authorized at any time to call upon a Federal reserve bank for additional security
to protect the Federal resarve notes issued to it.

[Whenever any Federal reserve bank shall pay out or disburse Federal reserve
notes issued to it as hereinbefore provided, it shall segregate in its own vaults and
shall carry to a special reserve account on its books gold or lawful money equal in
amount to thirty-three and one-third per centum of the reserve notes so paid out by
it, such reserve to be used for the redemption of said reserve notes as presented; but
any Federal reserve bank go using any part of such reserve to redeem notes shall
immediately carry to said reserve account an amount of gold or lawful money sufficient
to make said reserve equal to thirty-three and one-third per centum of its outstanding
Treasury notes. Notes so paid out shall bear upon their faces a distinctive letter and
serial number, which shall be assigned by the Federal reserve board to each Federal
reserve bank. Whenever Federal reserve notes issued through one Federal reserve
bank shall be received by ancther Federal reserve bank they shall be returned for
redemption to the Federal reserve bank through which they were originally issued, or
shall be charged off against Government deposits and returned to the Treasury of the
United States, or shall be presented to the said Treasury for redemption. No Federal
reserve bank shall pay out notes issued through another under penalty of a tax of ten
per centum upon the face value of notes so paid out. Notes presented for redemption
at the Treasury of the United States shall be paid and returned to the Federal reserve
banks through which they were originally issued, and Federal reserve notes received
by the Treasury otherwise than for redemption shall be exchanged for lawful money
out of the five per centum redemption fund hereinafter provided and returned ag
hereinbefore provided to the reserve bank through which they were originally issued.

LThe Federal reserve board shall have power, in its discretion, to require Federal
reserve banks to maintain on deposit in the Treasury of the United States a sum in
gold or lawful money equal to five per centum of such amount of Federal reserve notes
ag may be issued to them under the provisions of this act; but such five per centum
shall be counted and included as part of the thirty-three and one-third per centum
reserve hereinbefore required. The said board shall also have the right to grant in
whole or in part or to reject entirely the application of any Federal reserve bank for
Federal reserve notes; but to the extent and in the amount that such application may
be granted the Federal reserve board shall, through its local Federal reserve agent,
deposit Federal reserve notes with the bank so applying, and such bank shall be
charged with the amount of such notes and shall pay such rate of interest on said
amount as may be established by the Federal reserve board; and the amount of such
Federal reserve notes so issued to any such bank shall, upon delivery, become a first,
and paramornt lien on all the assets of such bank. o )

|(:1Any Federal reserve bank may at any time reduce its liability for outstanding
Federal reserve notes by the deposit of Federal reserve notes, whether issued to such
bank or to some other reserve bank, or lawful money of the United States, or gold
bullion, with any Federal reserve agent or with the Treasurer of the United States;
and such reduction shall be accompained by a corresponding reduction in the required
reserve fund of lawful money set apart for the redemption of said notes and by the
release of a corresponding amount of the collateral security deposited with the local
Federal reserve agent.

[Any Federal reserve bank may at its discretion withdraw collateral deposited with
the local Federal reserve agent for the protection of Federal reserve notes deposited
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with it, and shall at the same time substitute other collateral of equal value approved
by the Federal reserve agent under regulations to be prescribed by the Federal reserve
board.

Th,at:| Federal reserve bank notes lo be issued by permission of the Federal reserve board
by Federal reserve banks are hereby authorized. The said notes shall be obligations of the
Federal reserve banks of issue and shall be receivable by all national and Federal reserve
banks and for all taxes, customs, and other public dues.

They shall be redeemed in gold on demand by the bank of issue.

Any Federal reserve bank, upon vote of its directors and within a limit prescribed by the
Federal reserve board, may tssue such amount of the notes hereinbefore provided for as it
may deem best. R

Whenever any Federal reserve bank shall pay out Federal reserve bank notes issued by
it as hereinbefore provided, it shall segregate in its own vaults and shall carry to a special
reserve account on its books gold equal in amount to 40 per centum of the Federal reserve
bank notes so paid out by it, such reserve to be used for the redemption of said Federal re-
serve bank notes; but any Federal reserve bank so using any part of such reserve to redeem
notes shall immediately carry to said reserve account an amount of gold sufficient to make
said reserve equal to 40 per centum of its oulstanding Federal reserve bank notes, except as
herein provided.

The full amount of such note issues by each of said banks shall at all times be covered
by such notes and bills of exchange and such bank acceptances as the Federal reserve banks
are by section 14 of this act empowered to discount with the endorsement of member banks
or by such prime bankers’ bills and bills of exchange payable in foreign countries as the
Federal reserve banks are by section 15 of this act permitied to purchase in the open market;
but nothing herein provided shall prevent the exchange of said Federal reserve bank notes
Jor gold of equal amount or the issue of said Federal reserve bank notes for the purchase of
Z lil;ce amount of gold. Notes so paid out shall bear upon their faces the name of the issuing

ank.

Whenever the gold reserve 18 40 per centum or more, such notes may be issued without tax;
whenever such reserve shall fall below 40 per centum and shall be between 87} per centum
and 40 per centum, such deficiency of reserve shall bear a tax of interest at the rate of 1% per
centum per annum,; and for each 2% per centum or part thereof of further reduction of reserve
an additional tax of interest at the rate of 1} per centum per annum on such deficiency of
reserve shall be paid into the Treasury of the United States; and whenever and while such
regerve shall be reduced to 88% per centum of such outstanding notes, no further issue of such
notes shall be made.

Whenever Federal reserve bank notes issued by one Federal reserve bank shall be received
by another Federal reserve bank they shall be returned for redemption to the Federal reserve
bank by which they were originally issued, and at its expense for transportation. No Fed-
eral reserve bank shall pay out notes issued by another under penalty af a tax of 10 per centum
upon the face value of notes so paid out. The amount of such Federal reserve bank notes
s0 1ssued by any such Federal reserve bank shall become a first and paramount lien on all
the assets of any such Federal reserve bank.

It shall be the duty of every FFederal reserve bank to receive on deposit, at par
Fand without charge for exchange or collection, § checks and drafts drawn upon [any
of its depositors or by any of its depositors upon any other depogitor and checks and
drafts drawn by any depositor inJ§ any other Federal reserve bank [upon tunds to the
credit of said depositor in said reserve bank last mentioned. The Federal reserve
board shall make and promulgate from time to time regulations governing the transfer
of funds at par among Federal reserve banks, and may at its discretion exercise the func-
tions of a clearing house for such Federal reserve banks, or may designate a Federal
reserve bank to exercise such functions, and may also require each such bank to exer-
cise the functions of a clearing house for its shareholding banks.§

Section 18. That so much of the provisions of section fifty-one hundred and fifty-
nine of the Revised Statutes of the United States, and section four of the act of June
twentieth, eighteen hundred and seventy-four, and section eight of the act of July
twelfth, eighteen hundred and eighty-two, and of any other provisions of existing stat-
utes, as require that before any national banking association shall be authorized to
commence banking business it shall transfer and deliver to the Treasurer of the United
States a stated amount of United States registered bonds be, and the same is hereby,
repealed,

REFUNDING BONDS.

Section 19. That upon application the Secretary of the Treasury shall exchange
the tw%(f)er centum bonds of the United States bearing the circulation privilege
deposited by any national banking association with the Treasurer of the United
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States as security for circulating notes for three per centum bonds of the United
States without the circulation privilege, payable after twenty years from date of
issue, and exempt from Federal, State, and municipal taxation both as to income and
rincipal. No national bank shall, in any one year, present two per centum bonds
or exchange in the manner hereinbefore provided to an amount exceeding five per
centum of the total amount of bonds on d%posit with the Treasurer by said bank for
circulation purposes. Should any national bank fail in any one year to so exchange
its full quota of two per centum bonds under the terms ot this act, the Secretary o!
the Treasury may permit any other national bank or banks to exchange bonds in
excess of the five per centum aforesaid in an amount equal to the deficiency caused
by the failure of any one or more banks to make exchange in any one year, allotment
to be made to applying banks in proportion to their holdings of bonds. At the ex-
piration of twenty years from the passage of this act every holder of United States
two per centum gonds then outstanding shall receive payment at par and accrued
interest. After twenty years from the date of the passage of this act national-bank
notes still remaining outstanding shall be recalled and redeemed by the national
banking associations issuing the same within a period and under regulations to he
prescribed by the Federal reserve board, and notes still remaining in circulation at
the end of such Ii‘?_riOd shall be secured by an equal amount of lawful money to be
deposited in the Treasury of the United States by the banking associations originally
issuing such notes. Meanwhile every national bank may continue to apply for and
receive circulating notes from the Comptroller of the Currency based upon the de-
ogit of two per centum bonds or of any other bonds bearing the circulation privilege:
ut no national bank shall be permitted to issue other circulating notes except such
a8 are secured as in this section provided or to issue or to make use of any substitute
for such circulating notes in the form of clearing-house loan certificates, cashier’s
checks, or other obligation.

[BANK RESERVES.

[SEecrion 20. That within sixty days from and after the date when the Secretary of
the Treasury shall have officially announced, in such manner as he shall elect, the
fact that a Federal reserve bank has been established in any designated district,
every national banking association within said district which shall have subscribed
for stock in such Federal reserve bank shall deposit with the Federal reserve bank
therein as a part of its required i1eserve an amount not less than three per centum of
its own total demand liabilities, exclusive of circulating notes. and at the end of
fourteen months from the date thus fixed by the Secretary of the Treasury shall in.
crease the said three per centum to five per centum. Such reserve may at any time
be increased, but shah) at no time be allowed to fall below the amounts aforesaid.

[From and after the date fixed by the Secretary of the Treasury as aforesaid, it
shall be the duty of national banking associations now or hereafter classified as country
banks and situated outside of central reserve and reserve cities to maintain a reserve
equal to fifteen per centum of the aggregate amount of their deposits. Such reserve
shall consist of gve per centum of lawful money held actually in their own vaults
and for a period of fourteen months from the date aforesaid shall consist of at least
three per centum and thereafter of at least five per centum, with its district Federal
reserve bank, The remainder of the fifteen per centum reserve hereinbefore required
may for a period of thirty-six months from and after the date fixed by the Secretary
of the Treasury, as hereinbefore provided, consist of balances due from national banks
in reserve or central reserve cities as now defined by law. From and after a date
thirty-six months subsequent to the date fixed by the Secretary of the Treasury, as
hereinbefore provided, the said remainder of the fifteen per centum reserve required
of country banks shall consist either of lawful money in 1ts own vaults or of balances
on deposit with the Federal reserve bank of its district, or both.

[BANKS IN RESERVE CITIES.

From and after the date announced by the Secretary of the Treasury of the estab-
lishment of the Federal reserve bank in any district it shall be the duty of the national
banks located in the reserve cities of such district to maintain for a period of sixty
days a reserve of twenty-five per centum of their outstanding deposits and perma-
nently thereafter a reserve of twenty per centum of their outstanding deposits. For
sixty days from the date announced by the Secretary of the establishment of the
reserve bank in such district each national bank located in the reserve cities thereof
shall maintain in its own vaults, in lawful money, a sum equal to twelve and one-half
per centum of its outstanding deposits and thereafter a sum of lawful money equal
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to ten per centum of its deposits. The additional required legal reserve above the
lawful money required in its own vaults may be kept either with the Federal reserve
bank in its district or with an approved reserve agent in the central reserve cities,
for a period not exceeding thirty-six months from the organization of the Federal
reserve bank in such district, and thereafter five per centum of such reserve shall
be kept with the Federal reserve bank of the district or in the vaults of the member
bank subject to the reserve requirements of this act: Provided, however, That the
credit balance of three per centum and five per centum, respectively, of its deposits
required to be kept with the Federal reserve bank of its district, as hereinbefore
provided, shall not be diminished.

[CENTRAL RESERVE CITY BANKS,

[Every national bank located in a central reserve city shall maintain for a period
of sixty days a reserve equal to twenty-five per centum of its deposits and thereafter
it shallymaintain a reserve equal to twenty per centum of its deposits. Of this required
reserve five per centum may consist of & deposit with the Federal reserve bank of the
district, the balance being in lawful money in its own vaults, and after sixty days
from the passage of this act, at the bank’s option, one-half of this required reserve
may consist of a credit balance with the said Federal reserve bank, butat no time shall
the reserve of lawful money be less than ten per centum of the bank’s deposits:
Provided, however, That the required credit balance of three per centum and five per
centum, respectively, to be maintained with the Federal reserve bank of its district,
as hereinbefore provided, shall not be diminished.}

It shall be the duty of all member banks to main’ain reserves, as hereinafter stated, against
all demand deposits which shall include time deposits maturing within forty-five days, to
wit: Country banks, 12 per cent; reserve city banks, 18 per cent; central reserve city banks,
20 per cent.

n the case of a country bank such reserve shall consist of not less than 4 per centum of
lawful money in its vault, and not less than 4 per centum with its district Federal reserve
bank; 4 per cent may consist of balances due from reserve agents approved by the Comptroller
of the Currency. ’

In the case of a reserve city bank, such reserve shall consist of not less than 6 per centum
lawful money in its vault, and not less than 6 per centum with its district Federal reserve
bank. Stz per cent may consist of balances due from reserve agents approved by the
Comptroller of the Currency.

In the case of a central reserve city bank, such reserve shall consist of not less than 10
per centum lawful money in its vaults and not less than 10 per centum with its district
Federal reserve bank.

Provided, That when the date is set by the Secretary of the Treasury, and officially an-
nounced, the deposits of reserve hereinbefore required to be placed with Federal reserve
banks shall be made as follows: One-third within sixty days, one-third within fourteen
months, and one-third within twenty-siz months after such date.

I[SEction 21. That so much of sections two and three of the act of June twentieth,
eighteen hundred and seventy-four, entitled ‘‘An act fixing the amount of United
States notes providing for a redistribution of the national bank currency, and for
other purposes,”” as provides that the fund deposited by any national banking asso-
ciation with the Treasurer of the United States for the redemption of its notes shall
be counted as a part of its lawful reserve as provided in the act aforesaid, be, and the
same is hereby, repealed. And from and after the passage of this act such fund of
five per centum shall in no case be counted by any national banking association as a
part of its lawful reserve.J

SectioN 22. That every Federal reserve bank shall at all times have on hand in its
own vaults, in gold or lawful money, a sum equal to not less than thirty-three and
one-third per centum of its outstanding demand liabilities exclusive of 1ts circulating
notes otherwise hereinbefore provided for.

The Federal reserve board may notify any Federal reserve bank whose lawful
reserve shall be below the amount required to be kept on hand to make good such
reserve; and if such bank shall fail for thirty days thereafter so to make good its lawful
reserve, the Federal reserve board may appoint a receiver to wind up the business of
said bank.

BANK EXAMINATIONS.

Secrron 23. That the examination of the affairs of every national banking associa-
tion authorized by existing law shall take place at least twice in each calendar year
and as much oftener as the Federal reserve board shall consider necessary in order
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to furnish a full and complete knowledge of its condition. The Secretary of the
Treasury may, however, at any time direct the holding of a special examination.
The person assigned to the making of such examination of the affairs of any national
banking association shall have power to call together a quorum of the directors of
such association, who shall, under oath, state to such examiner the character and
circumstances of such of its loans or discounts as he may designate; and from and
after the passage of this act all bank examiners shall receive fixed salaries, the amount
whereof shall be determined by the Federal reserve board and annually reported to
Congress. But the expense of the examinations herein provided for shall be assessed
by the Federal reserve board upon the associations examined in proportion to assets
or resources held by such associations upon a date during the year in which such
examinations are held to be established by the Federal reserve board. [The Comp-
troller of the Currency shall so arrange the duties of national-bank examiners that no
two successive examinations of any association shall be made by the same examiner.]]

In addition to the examinations made and conducted by the (,‘ometroller of the
Currency, every Federal reserve bank may, with the approval of the Federal reserve
board, arrange for special or periodical examination of the member banks within its
district. Such examination shall be so conducted as to inform the Federal reserve
bank under whose auspices it is carried on of the condition of its member banks and
of the lines of credit which are being extended by them. Every Federal reserve bank
shall at all times furnish to the Federal reserve board such information as may be
demanded by the latter concerning the condition of any national banking association
located within the district of the said Federal reserve bank.

[The Federal reserve board shall as often as it deems best, and in any case not less
frequently than four times each year, order an examination of national banking
associations in reserve cities. Such examinations shall show in detail the total amount
of loans made by each bank on demand, on time, and the different classes of collateral
held to protect the various loans, and the lines of credit which are being extended
by them.] Upon joint application of ten member banks the Federal reserve board
shall order a special examination and report of the condition of any Federal reserve
bank.

SectioN 24. That no national bank shall hereafter make any loan or grant any
gratuity to any examiner of such bank. Any bank offending against this provision
shall be deemed guilty of a misdemeanor and shall be fined not more than $5,000, and a
further sum equal to the money so loaned or gratuity given; and the officer or officere
of a bank making such loan or granting such gratuity shall be likewise deemed guilty
of a misdemeanor and shall be fined not to exceed $5,000. Any examiner accepting
2 loan or gratuity from any bank examined by him shall be deemed guilty of a mis-
demeanor and shall be fined not more than $5,000, and a further sum equal to the
money so loaned or gratuity given; and shall forever thereafter be disqualified from
holding office as a national-bank examiner. No national-bank examiner shall perform
any other service for compensation while holding such office.

No officer or director of a national bank shall receive or be beneficiary, either directly
or indirectly, of any fee (other than a legitimate fee paid an attorney at law for legal
services), commission, gift, or other consideration for or on account of any loan, pur-
chasge, sale, payment, exchange, or transaction with respect to stocks, bonds, or other
investment securities or notes, bills of exchange, acceptances, bankers’ bills, cable
transfers or mortgages made by or on behalf of a national bank of which he is such
officer or director. Any person violating any provision of this section shall be pun-
ished by a fine of not exceeding $5,000 or by imprisonment not exceeding five vears,
or both such fine and imprisonment, in the discretion of the court having jurisdiction.

Except so far as already provided in existing laws this provision shall not take
effect until six months after the passage of this act.

I[SEcrioN 25, That from and after the passage of this act the stockholders of every
national banking association shall be held individually responsible for all contracts,
debts, and engagements of such association, each to the amount of his stock therein,
at the par value thereof in addition to the amount invested in such stock. The
stockholders in any national banking association who shall have transferred their
shares or registered the transfer thereof within sixty days next before the date of the
failure of such association to meet its obligations shall be liable to the same extent
as if they had made no such transfer; but this provision shall not be construed to
affect in any way any recourse which such shareholders might otherwise have against
those in whose names such shares are registered at the time of such failure. Section
fifty-one hundred and fifty-one, Revised Statutes of the United States, is hereby
reenacted except in so far as modified by this section.}
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LOANS ON FARM LANDS.

Section 26. That any national banking association not situated in a reserve city
or central reserve city may make loans secured by improved and unencumbered
farm land, and so much of section fifty-one hundred and thirty-seven of the Revised
Statutes as prohibits the making of such loans by banks so situated shall be, and the
same is hereby, repealed; but no such loan shall be made for a longer time than [nine]}
twelve months, nor for an amount exceeding fifty per centum of the actual value of
the property offered as security, and such property shall be situated within the
Federal reserve district in which the bank is located. Any such bank may make
such loans in an aggregate sum equal to twenty-five per centum of its capital and
surplus, or fifty per centum of its time deposits.

The Federal reserve board shall have power from time to time to add to the list
of cities in which national banks shall not be permitted to make loans secured upon
real estate in the manner described in this section.

SAVINGS DEPARTMENT.

I[Secrion 27. That any national banking association may, subsequent to a date one
year after its becoming a stockholder in a Federal reserve bank, make application to
the Comptroller of the Currency for permission to open a savings department. Such
application shall set forth that the directors of said national bank have by a majority
vote apportioned a specified percentage of their paid-in capital and surplus to said
savings department and to that end have segregated specified assets for the purposes
of saicgi department, or that cash capital for the said savings department has been ob-
tained by subscription to additional issues of the capital stock of said national bank:
Provided, That the sum in assets or in cash thus set apart for the uses of the proposed
savings department aforesaid shall in no case be less than $25,000, or than a sum
equzla{l to twenty per centum of the paid-up capital and surplus of the said national
bank.

[In making the application aforesaid any national banking association may further
apply for power to act as trustee for mortgage loans subject to the conditions and limi-
tations herein prescribed or to be established as hereinafter provided.

[Whenever the Comptroller of the Currency shall have approved any such applica-
tion as hereinbefore provided, he shall so inform the applying bank, and thereafter
the organization and business conducted or possessed by said bank at the time of
making said application, except such as has been specifically segregated for the savings
department, and subsequent expansions thereof shall be known as the commercial
department of the said bank. National banks may increase or diminish their capital
stock in the manner now provided by law, but whenever such general increase or
reduction of the capital stock of any na ional bank operating upon the provisions of
this section shall be made such increase or reduc ion shall be apportioned between
the commercial and savings department of the said bank as its board of directors
shall prescribe, notice of such increase or reduction and of the apportionment thereof
being forthwith given to the Comptroller of the Currency; and any such national bank
may increase or diminish the capital already apportioned to either its savings or
commercial department to an extent not inconsistent with the provisions of this
section, notifying the Comptroller of the Currency as hereinbefore provided. The
savings department for which authority has been solicited and granted shall have
control of the cash or assets apportioned to it as hereinbefore provided, and shall be
%rganized under rules and regulations to be prescribed by the vomptroller of the

urrency.

I[Both the savings and commercial departments so created shall, however, be under
%he ;:{ontrol and direction of a single board of directorsand of the general officers of said

ank.

[All business transacted by the commercial department of any such national bank
shall be in every respect subject to the limitations and requirements provided in the
national banking act as modified by this act, and such business shall henceforward
be known as commercial business.

[The savings department of each such national bank shall be authorized to accu-
mulate and loan the funds of its depositors, to receive deposits of current funds, both
time and demand, to loan any funds in its possession upon personal or real estate
security, and to collect the same with interest, and to declare and pay dividends or
interest, both upon demand and time deposits. The Federal reserve board is hereby
authorized to exempt the savings departments of national banking associations from
any and every restriction upon classes or kinds of business laid down in the national
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banking act, and it shall be the duty of the said board within one year after its organ-
ization to prepare and publish rules and regulations for the conduct of business by
such savings departments, conforming to the best standards prescribed by the legis-
lation of the several States: Provided, That such rules and regulations shall not be
inconsistent with the provisions of this section. All business transacted by the
savings departments ofp national banks shall be designated and known as savings
bank business.

[Nothing in this section contained shall be construed to authorize any such savings
department to purchage, invest in, or hold bonds, securities, or evidences of indebted-
ness, public or private, except as follows:

I[(a) First mortgages or deeds of trust on real estate, including farm lands, and the
notes or bonds for whose protection such mortgages or deeds of trust may have been
given: Provided, That such mortgages, deeds, notes, or bonds shall have when pur-
chased not more than five years to run and provided further that the total debt se-
cured by such instruments shall not exceed fifty per centum of the assessed value of
the real estate upon which they constitute a lien.

[(b) Bonds or interest-bearing notes of the United States or bonds or notes for
whose payment the faith of the United States is pledged both as to principal and
interest.

[(c) Bonds of any State of the United States: Provided, That for ten years prior to
the purchase of such bonds by savings bank department the State issuing the same
sﬁal not have defaulted in the payment of any part either of principal or of interest
thereon.

[(d) Bonds of any city, county, or town: Provided, That such city, county, or
town shall at the time when said bonds are purchased by a savings bank department
have more than twenty-five thousand inhabitants, the United States census next
preceding such investment being taken as evidence of the possession of said number
of inhabitants: And provided further, That such city, county, or town shall not have
defaulted in the payment of any part of the principal or interest of its bonded debt
within ten years prior to the making of the investment aforesaid. The total bonded
indebtedness of such city, county, or town shall not at the time of such investment
exceed five per centum of the assessed valuation therein and such bonds shall have
been issued pursuant to the law of the State in which such city, county, or town is
situated.

L(e) First-mortgage bonds of any steam or street railway, public utility, or industrial
corporation operating partly or wholly in the United States: Provided, That the same
shg.}l)l have been approved by the Comptroller of the Currency.

[(f) First-mortgage bonds or deeds of trust issued by any real estate corporation:
Provided, That no such bond issue or deed of trust shall exceed in amount fifty per
centum of the assessed value of the real estate upon which it constitutes a lien.

The Federal reserve board shall have power further to define the conditions under
which the said mortgages, deeds of trust, notes, bonds, and other securities herein-
before enumerated may be purchased by any such savings bank department, and may
at its discretion make and issue lists of such securities having its approval, or may list
securities in which savings bank department aforesaid shall be prohibited from invest-
ing. Such lists may be published in any manner deemed best by the said Federal
reserve board.

[ 1t shall be the duty of every national bank to maintain with respect to the demand
liabilities of its commercial department the reserve applicable thereto, as provided by
the national banking act and by this act.

L1t shall be the duty of every national bank to maintain, with respect to all deposit
liabilities of its savings department, a cash reserve in lawful money equal to not less
than four per centum of its total deposit liabilities, and every national bank authorized
to maintaln a savings department is hereby exempted from the reserve requirements
of the national banking act and of this act in respect to the said deposit liabilities of its
savings department, except as in this section provided.

I Every national bauk anthorized to operate a commercial department and a savings
department under the provisions of this section shall segregate in its vaults the lawful
money reserve of each such department and shall separately maintain, report, and
account for such reserve. Whenever any such department, whether savings or com-
mercial, shall deposit current funds with other banks, such deposits shall he credited
upon the books of such other banks as made by and belonging to the department of the
depositing bank by which or in whose interest they were originally made and shall be

ald only upon the order of such department. No department of any such national
gank shall receive deposits from any other department of the same bank.
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[1t shall be the duty of every national bank to maintain separate books of account
for each of its departments and to segregate and keep separate and distinct in each
such department the cash, securities, investments, and %roperty thereto belonging,
and each such department shall in the transaction of its business and the making of
its investments be exclusively governed and controlled by the provisions of law and
the regulations of the Federal reserve board or of the Comptroller of the Currency
specifically made and provided with reference thereto.

[Any national bank authorized under the provisions of this section to maintain a
savings department may make and publish rules and regulations defining the condi-
tions under which deposits shall be received and paid by such savings department.
Such regulations may specify the period of notices which such department may at
its option require for the withdrawal of such deposits: Provided, That no such deposits
shalf)be subject to a requirement of less than sixty days’ notice of withdrawal. The
said rules and regulations shall be subject to the approval of the Comptroller of the
Currency and he shall have power to direct their alteration at his discretion.

[Every officer, director, or employee of any national bank who knowingly or will-
fully violates any of the provisions of this section shall be guilty of a felony, and on
conviction thereof shall be punished by a fine not exceeding $5,000 or by imprison-
ment not exceeding two years.J

FOREIGN BRANCHES.

Sectron 28. That any national banking association possessing a capital of $1,000,000
or more may file application with the Federal reserve board, upon such conditions
and under such circumstances as may be 1grescribed by the said board, for the purpose
of securing authority to establish branches in foreign countries for the furtherance
of the foreign commerce of the United States and to act, if required to do so, as fiscal
agents of the United States. Such application shall sFecify, in addition to the name
and capital of the banking association filing it, the foreign country or countries or
the dependencies of the United States where the banking operations proposed are
to be carried on and the amount of capital set aside by the said banking association
filing such application for the conduct of its foreign business at the branches proposed
by it to be established in foreign countries. The Federal reserve board shall have
power to approve or to reject such application if in its judgment the amount of capital
proposed to be set aside for the conduct of foreign business is inadequate or if for other
reasons the granting of such application is deemed inexpedient.

Every national banking association which shall receive authority to establish
branches in foreign countries shall be required at all times to furnish information con-
cerning the condition of such branches to the Comptroller of the Currency upon
demand, and the Federal reserve board may order special examinations of the said
foreign branches at such time or times as it may deem best. Every such national
banking association shall conduct the accounts of each foreign branch independently
of the accounts of other foreign branches established by it and of its home office, and
shall at the end of each fiscal period transfer to its general ledger the profit or loss
accruing at each such branch as a separate item.

Secrion 29. That all provisions of law inconsistent with or superseded by any of
the provisions of this act be, and the same are hereby, repealed.

DELEGATES PRESENT AT THE CONFERENCE.
CURRENCY COMMISSION, AMERICAN BANKERS’ ASSOCIATION.
MEMBERS PRESENT.

A. B. Hepburn, chairman of board, Chase National Bank, New York City, chairman.
James B. Forgan, president First National Bank, Chicago, Ill., vice chairman.

Festus J. Wade, president Mercantile Trust Company, St. Louis, Mo.

Joseph T. Talbert, vice president National City Bank, New York City.

George M. Reynolds, president Continental & Commercial National Bank, Chicago, Tll.
John Perrin, of Perrin, Drake & Riley, bankers, Los Angeles, Cal.

Luther Drake, president Merchants National Bank, Omaha, Nebr.

S8ol. Wexler, vice president Whitney Central National Bank, New Orleans, La.

E. F. Swinney, president First National Bank, Kansas City, Mo.

Joseph A. McCord, vice president Third National Bank, Atlanta, Ga.

J. F. Bartori, president Security Trust & Savings Bank, Los Angeles, Cal.

Levi L. Rue, president Philadelphia National Bank, Philadelphia, Pa.

E. L. Howe, vice president Princeton Bank, Princeton, N. J.

Frederick E. Farnsworth, New York, secretary.

Arthur Reynolds, vice president of the association.

J. Fletcher Farrell, treasurer of the association.
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REPRESENTATIVES OF STATE BANKERS’ ASSOCIATIONS PRESENT.

State.

Delegate.

Banking affiliations.

ti
District of Columbia....

Georgi...ceeeenanenn...
Ilinois..c.cvcerenannn...

Indians........coueen...

Maasachusetts. .........

Michigan............... A
Minnesota

Neow Jersey.......

New York..ccoveuuen...

Pennsylvania,

South Carolina. ........
South Dakota..........

TOXBS. . canveveencanenns
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John Perrin...........
J. F. Sartoric..........

E.J. Hill

Richard L. Crampton.
J. 8. Aisthorpe. .......

John B. Jackson......

J. F. Flournoy, jr.....

.| R. 8. Hawes..........

Geo. F. Sawyer.......
‘W. M. Van Deusen....

A. B, Hepburn.......

Geo. A. Halderness. . .

S. D. Fitton..........
E.A. Wyld...........

M. I. McCreight.......
Bright Williamson....

J.E.Platt............
N. E. Frandlin.
M, P. Beebe..........

J.C.Basset...........
F. M. Mayfleld........

1. B. Tigritt.....
Nathan Adams.......

President Arkansas Bankers’ Association

Cashier Benton County National Bank, Bentonville.

Member currency commission, American Bankers’
Association, Los Angeles.

Plx&de%lt Security Trust and Savings Bank, Los

ngeles.

Member currency commission, American Bankers’
Association,

Vice President National Bank of Norwalk.

President American National Bank, Washington.

Second vice president the District of Columbia Bankers’
Association.,

President Federal National Bank, Washington, D. C.,
?.nd secretary District of Columbia Bankers’ Associa-

jon.

President Georgia Bankers’ Association.

Vice president American National Bank, Macon, Ga.

President Illinois Bankers' Association.

Vice president and cashier Green Valley Bank, Green
Valley, Il

Secretary Illinois Bankers’ Association, Chicago.

Chairman executive council Illinois Bankers’ Associa-
tion, Cairo.

Chairman legislative committee Illinois Bankers’
Association, Anna.

President Indiana Bankers’ Association.

President Marion National Bank, Marion, Ind.

President Merchants National Bank, Burlington, Iowa.

‘Waterloo, Iowa, of the Leavitt and Johnson Trust Com-

pany.
Presid:nt Kangas Bankers’ Association.
Vice president Exchange National Bank, Atchison,

Kans.

Vice president Whitney Central National Bank, New
Orleans.

Member currency commission, American Bankers’
Association.

President Maryland Bankers’ Association.

President Calvert Bank, Baltimore.

Vice president National Union Bank, Boston.

President Genesee County Savings Bank, Flint.

Secretary Minnesota Bankers’ Association.

Viece ‘]));esident First National Bank, Austin, Minn,

Men;t w; Minnesota Bankers’ Association currency com-
mittee.

President Mississippi Bankers’ Association.

Cashier First National Bank, Canton, Miss.

Vice president Missouri Bankers’ Association.

Vice president Third National Bank, St. Louis.

President Nebraska Bankers’ Association.

Saline County Bank, Western, Nebraska.

Caﬁhi;ar National Newark Bani(ing Company, Newark,

Chairman currency committee.
Ch{gin]l;an of the board, Chase National Bank, New
ork.

Member currency commission of the American Bankers
Association,

Vice president National City Bank, New York.

Member currency commission, American Bankers’
Association.

President North Carolina Bankers’ Association.

President Farmers’ Banking and Trust Company
Tarboro, N. C.

President Ohio Bankers’ Association,

President First National Bank, Hamilton, Ohio.

Vice president Security Savings and Trust Company
Portland.

President Deposit National, Dubois, Pa.

President South Carolina Bankers’ Association.

President Bank of Darlington 8. C.

Secretary South Dakota Bankers’ Association.,

First National Bank, Deadwood.

President Bankers’ Association of South Dakota.

President Bank of Ipswich, Ipswich, 8. Dak,

President Aberdeen National Bank, Aberdeen.

Currency committee.

Secretary Tennessee Bankers’ Association.

Representative Tennessee Bankers’ Association.

President Texas Bankers’ Association,

Cashier American Exchange National Bank, Dallas.

President National Bank of the Republic, Salt Lake.

President Utah State Bankers’ Association.

President American National Bank, Richmond Va.

Sscrets.rﬁ West Virginia Bankers’ Association,

Cashier Nationa ICity Bank, Charleston.
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REPRESENTATIVES OF STATE BANKERY’ ASSOCIATIONS PRESENT—Continued.

State.

Delegate

Banking affiliations.

Wisconsin

H. A. Moehlenpah....

Geo. D. Bartlett.
E. M. Wi

President State association.
Cashier Citizens Bank, Clinton, Wis.

.| Secretary State association.
.| American Bankers’ Association Counecil, La Crosse,

Wis.
President Waukesha Nationa! Bank, Waukesha, Wis,

REPRESENTATIVES OF CLEARING HOUSE ASSOCIATIONS PRESENT.

City and State. Delegate. Banking affiliations.
Aberdeen, S. Dak....... C. A Russell...._..... President Citizens Trust and Savings Bank.
President clearing house association,
Akron, Ohio............ C. 1. Bruner.......... Vice President First-Second National Bank.
Albany N.Y.......... James H. Perkins..... President National Commercial Bank.

Amarillo, Texas

Atlanta, Ga.

Baltimore, Md..........

Birmingham, Ala.
Boston, Mass. .
Buffalo, N. Y..
Canton, Ohio

Cedar Rapids, Iowa....

Champaign,
Chicago, Ill.

I

Cincinnati, Ohio........

Cleveland, Ohio
Columbus, Ohuo. ..

Dallas, Texas...co.eun.-

Danville, Il

Davenport, lowa..

Decatur, L1

Des Motnes,

Towa.......

Detroit, Mich...........

Erie, Pa

Evansville, Ind.........

Flint, Mich.

Ft. Wayne, Ind.......
Ft. Worth, Texas.......

Galvaeston, Texas

Hamilton, Ohijo.........

Hartford Conn
Hastings, Nebr

Hattiesburg,

Houston, Texas
Indianapolis, Ind
Jacksonville,

Miss

m

Jackson, Miss...........

Kansas City,

Mo........

Lexington, Ky.........

Lincoln, Nebr....

Little Rock,
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| H. 8. Kaufman

.t Charles G. Dawes

.| 8. H, Burnham..

Ledyard Cogswell.....
W. H. Fuqua.........

Robt. F. Maddox.....
Jos. A. McCord........

Chas. T. Crane .......
W. P. G, Har ling.....
Alfred L. Ripley......
Willard F. Hopkins...

E. M, Scott..
B. F. Harris

W. T. Fenton._.......
C. A. Hinsch..........

Theo. 5. Huntington. .
Nathan Adams........
M. J. Wolford.. .

J. H. Hass

0. B. Gorin.....cc....

Homer A. Miller
R. A, Crawford.......
J.C. Rounds..........
Arthur Reynolds......

George H. Russel.....
R. J. Moorhead........
Henry Reis...........
Bruce J. MacDonald
C. H. Worden....
Samuel M. Foster
Noah Harding...
J. L. Johnson....
W. E. Connell...
J. W. Hoopes

S.D.Fitton. ...........

Lucius A. Barbour. ...
C.C. Lane............
F. W. Foote
J. T. Scott

8. A. Fletcher.........

M F.Dunlap.........
Oscar Newton...
Geo. 8. Hovey.

. W. Goebel..
E. ¥. Swinney...

J. W, Porter

Geo. W. Rogers

President New York State National Bank.

President First National Bank.

President elearing house.

Representing Atlanta Clearin% House Association.

Vice president Third National Bank, Atlanta, Ga.

Member Currency Commission.

President Farmers and Merchants National Bank.

President First National Bank.

Vice president Merchants National Bank.

Vice president Third National Bank.

Cashier City National Bank.

Secretary and manager Canton Clearing House Asso-
ciation.

President Security Savings Bank.

-| Vice president First National Bank.
.| President Central Trust Company of Iilinois.

Vice president National Bank of the Republic.
President Fifth-Third National Bank.
President clearing house.

President Central National Bank.

Vice president Union National Bank,

Vice president Ohio National Bank.

Viee president Huntington National Bank,
Cashier American Exchange National Bank,

.| President Palmer National Bank.

President Scott County Savings Bank,
President Davenport Clearing House,
President Milliken National Bank.

President clearing house.

President Iowa National Bank.

President Valley National Bank.

President Citizens National Bank.

President Des Moines National Bank.

Vice president Armerican Bankers’ Association.
President Peoples State Bank.

President Security Savings and Trust Company.
President Old State National Bank.
Vice-president Evansville Clearing House.
Cashier National Bank of Flint.

Vice president First National Bank.

German American National Bank.

-| Vice president Fort Worth National Bank.

‘| President First National Bank.

Vice president City National Bank.

Vice president Galveston Clearing House.
President First National Bank of Hamilton.
Delegate Hamilton Clearing House.
President Charter Oak National Bank.
President Exchange National Bank.
President clearing house.

Vice president National Bank of Commerce.
Vice president First National Bank
President clearing hotise.

President Fletcher American National Bank.
President clearing house association.
President Ayers National Bank.

.| President Jackson Bank.

President Inter State National Bank.

-| President Commercial National Bank
.| President First Natjonal Bank. .

Member currency commission of American Bankers'
Association.
Cashier First and City National Bank.

.| President First National Bank.

Cashier Bank of Commaerce.
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REPRESENTATIVES OF CLEARING HOUSE ASSOCIATIONS PRESENT—Continued

City and State. Delogate. Banking affiliations.

Los Angeles, Cal........ Stoddard Jess......... Vice president First National Bank.
Louisville, Ky.......... L. C. Murray......... President American National Bank,

E. L. Swearingen..... President First National Bank.

John H, Leathers..... President Louisville National Banking Company.
Macon. G8....oonneeeee L.P. Hilﬂfer .......... Vice president American National Bank.
McAlester, Okla. Sam. L. Morley ..] Vice president McAlester Trust Company.
Memphis, Tenn S. E. Ragland.. .| Vice president Central State National Bank.

Meridian Miss.
Milwaukee, Wis.

Minneapolis, Minn......

Montelair, N. J.......
Muskogee, Okla.
Now Castle, Pa..
New Orleans, La.......

NewYork, NY........
Omaha, Nebr. ... .
Pasadena, Cal. .
Peoria, W

Pittsburgh, Pa

Portland, Oreg
Providence. R.

Reading, Pa..

Richmond Va

Rochester, N. Y........
Rockford, Il............

) Sacramento, Ca'........

Saginaw, Mich..........
St Joseph,Mo.........

St Louis, Mo...eeu.-...

St. Paul, Minn..........
Salt Lake City, Utah...

Savannah, Ga......c....

Seattle, Wash...........
Sioux City, Iowa........

South Bend, Ind........

Spokane, Wash.........
Springfield, Ill..........
Superior, Wis...
Syracuse, N. Y

Tacoma, Wash..........
Toledo, Ohio............

Topeka, Kans...eue....
Vicksburg, Miss.........
‘Washington, D. C......
Waterbury, Conn.......
‘Wheeling, W. Va.......

Youngstown, Ohio......
Texarkana, Texas......

-| Walker Broach .

JE. A wyd......

J. W. P. Lombard. ...

| Wm. Bigelow.........

F. A. Chamberlain. ...

H. H. Ogden...
David Jameson.
J. H. ton.
Sol. Wexler...........

William Woodward. ..
F. H. Davi

Chas. McKnight......

Moses J Barber

John M, Miller, ir.....
Oliver J. Sands........
Thos. B. McAdams. ..
Henrv C. Brewster....
Chandler Starr........

J. D. Waterman. .....
Stoddard Jess (special

rep.

George B Morley......
R.T.Forbes.........
Graham G. Lacy......
Walker Hill...........
Festus J. Wade.......

J. W. Lusk...
T. W Boyer.

Frank Knox..........
Wm. M. Davant......
M. F. Backus.........
John McHugh.........

George S. Parker......
Jacob Woolverton.....

Chas. R. McKay......
Spencer D. Carr.......

F. M. Bonebrake......
‘W. Thos. Rose........

Vice president First National Bank.
President National Exchange Bank.

Vice president First National Bank.
President Security National Bank.
President clearing house.

Vice president First Nationat Bank.

Vice president Northwestern National Bank.

.| Montclair Trust Company.

President First National Bank.

.| President Citizens’ National Bank.

President Commercial National Bank.

Vice g;gsldent ‘Whitney Central National Bank.,

Mem currency commission of American Bankers’
Association.

President Hanover National Bank.

Vice president First National Bank.

Cashier First National Bank.

President Merchants National Bank.

Representing Peoria Clearing House Association.

President Western National Bank.

President Pittsburgh Clearing House Association.

Vice president Security Savings and Trust Company.

Viee president Merchants National Baunk.

.| Cashier Farmers National Bank.

Cashier National State and City Bank.

Vice President First National Bank.

President American National Bank.

Cashier Merchants National Bank.

Vice president Traders National Bank,

Cashier Winnebago National Bank.

President Rockford Clearing House.

President Forest City National Bank.

Vice president clearing house.

Vice president First National Bank, Lo; Angelas.

President Second National Bank,

President First National Bank,

Vice president Tootle-Lemon National Bank.

President Mechanics-American National Bank.

President St. Louis Clearing House.

Member currency commission o Amer.can Banking
Association.,

Chairman board, Merchants Nationa Bank.

Merchants National Bank.

Cashier Continental National Bank.

President Salt Lake City Clearing House.

President National Bank of the Republic.

Secretary Salt Lake City Clearing House Association

Cashier Merchants National Bank.

President Savannah Clearing House.

President National Bank of Commerce.

President First National Bank.

President Live Stock National Bank.

President St. Joseph County Savings Bank and South
Bend Clearing House.

President Spokane and Eastern Trust Company.

President State National Bank.

President First National Bank. .

Fiﬁst National Bank and president Syracuse Clearing

ouse.

Tacoma Clearing House.

President National Bank of Commerce.

Vice president clearing house.

Vice president Merchants National Bank.

Vice president and manager American Bank and Trust
Company.

President clearing house.

President American Nationa Bank.

Washington Clearing House.

Assistant cashier Waterbury National Bank.

Clearing House Association.

Cﬁhier City Bank of Wheelin~ and pres.dent clearin ;

ouse,
President Commercial National Bank.
Vice president Texarkana National Bank.
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STATEMENT OF JAMES B. FORGAN, PRESIDENT OF THE FIRST
NATIONAL BANK, CHICAGO, ILL.

Mr. Foreaw. Mr. Chairman and gentlemen of the committee, we
appear before you as a committee of seven bankers, appointed at a
conference called by the currency commission of the American Bank-
ers’ Association, held in Chicago, August 22 and 23, 1913. All the
State bankers’ associations and all the clearing houses in the country
were asked to send representatives to the conference; and appended
to the report which has been submitted to you will be found a list
of the de{)egates present.

Senator Reep. Mr. Chairman, I would like to request now that
order be maintained in this room. If there is anybody here who
desires to converse, I suggest that they go out into the hall.

The CaarrMaN. This hearing is verg important, the Chair will state
to visitors; and we hope therefore that silence will be observed, so
that t.l(ie speakers can be distinctly heard. Mr. Forgan, will you

roceed ?

P Mr. Foraan. We appear before you primarily as representatives
of the banks. We would, however, respectfully remind you that the
bankers of the country come into close relation with three important
classes of the community, whose interests it is their business to study,
and as far as possible harmonize on an equitable basis. These are
the bank stockholders, who supply the capital; the thrifty and indus-
trious members of the community, who supply the bank deposits;
and commercial, industrial, and agriculturalpiorrowers, whose busi-
ness development and prosperity depend largely on the credits given
them by the banks.

Senator WeEks. Mr. Chairman, I would like to ask if the witness
wishes to be interruﬁted from time to time by questions, or to com-
plete his statement before he is asked questions?

The CaarrMaN. What is your pleasure, Mr. Forgan ?

Mr. Foraan. Well, I am not much of a speaker, and I would rather
get through with it, if it is not inconvenient to the committee; and
then either I or any other member of our committee will be glad to
answer any questions.

The CuAtRMAN. The committee, of course, has the right, if it sees
fit, to interrupt a witness, but unless there is some particular reason,
I assume that that will not be done.

Senator CRAWFORD. 1 suggest that where a statement has been
carefully prepared and is written, we get the effect of it and its mean-
ing better by allowing the speaker to finish it, and then have the
inquiries follow the reading of the paper.

The CraiRMAN. The Chair is of the opinion that that is within the
discretion of the committee, and the witness will proceed.

Mr. Forcan. These three classes combined form a large percentage
of the population, and bankers fully realize that the general pros-
perity of the country depends uiion the maintenance of proper rela-
tions between them and the banks.

The business of the banks is to exchange credits with the public.
It is therefore essential that, as a working basis, mutual confidence
between them and the public should be maintained. Bankers would
be shortsighted indeed, if, ignoring these fundamental relations,
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they should approach the study of banking and currency legislation
Witﬁ purely selfish motives and solely from their own side of the
subject. It is the duty of the directors and officers of the bank to
study the interests of the millions of their savings and other depos-
itors, for whom they are trustees, as well as those of their share-
holders and of their {orrowers.

Hence, as the chosen representatives of the banks, we claim that
in a very real sense, we represent the interests of all whose patronage
the banks rely on for success, and especially the interests ofp the innu-
merable hosts of thrifty and desirable citizens who manifest their
confidence in the banks by trusting them with deposits aggregating
more than $20,000,000,000. Individually bankers do not experience
the much-talked-of distrust of the banks. Rather they duly appre-
ciate the confidence evinced by the public by placing such an enor-
mous line of deposits with the banks under their management, and
they are keenly impressed with the responsibility such a trust imposes
upon them.

As chairman of this committee, I now hand each of you a copy of
the report unanimously adoFted at our Chicago conference, the
preamble to which reads as follows:

The currency commission of the American Bankers’ Association, charged with the
duty of endeavoring to secure remedial banking legislation and regarding the bank-
ing measure now pending in Congress ag evidencing the earnest wish of the adminis-
tration to give a wise law to the country, has profoundly desired to cooperate in every
way. To this end, upon its invitation that the presidents of the 47 State bankers’
agsociations and that representatives of the 191 clearing houses attend and unite in
an expression, this joint body composed of bankers from every section of the South
and North, from coast to coast, representing country and citz banks, State and National
and trust companies, after carefully considering the bill has adopted the following:

Whereas we recognize the imperative necessity of incorporating into the banking
and currency system of this country those proven principles which will provide
the most ample credit facilities with greatest safety and a currency based on gold
which automatically adjusts its volume to trade requirements, in order that the
highest stability may be attained for our commerce, thereby assuring continuity
of employment for the laborer and favorable markets for the producer—the funda-
mental basis of general prosperity; and

Whereas although the pending measure has many excellent features and recognizes
certain principles fundamental in any scientific banking system, yet it is believed
that the application of those principles may in certain respects be made in ways
that will more surely avoid a credit disturbance and more efficiently attain the
desired benefits for the whole people; and

Whereas we believe that to insure the successful operation of a new banking law it
must be of such a character as to warrant a general acceptance of its provisions by
existing banking institutions, both State and National, country and city, since the
final test of the measure of success must be the strength and power for efficiently
serving the interests of the entire country which can alone be had from general par-
ticipation of banks of all classes; and believing that the bill as now drawn will, by
its onerous provisions, prevent State banks and many National banks from joining
the gystem, and earnestly desiring to cooperate with the administration in bringing
about the adoption of the most highly efficient plan: Therefore be it
Resolved, That we recommend the following changes in the bill as now published,

convinced that, while not rendering the plan 1deal, t%nese changes would render organ-
ization more probable, would avoid a credit disturbance, and provide a system that
would gradually develop into a great bulwark for the protection of our whole com-
merce, benefiting alike, and in equal measure, the laborer, the farmer, and the busi-
ness man.

It is the sense of this conference that one Federal reserve bank with as many branches
as the commerce of the country may require, would be more effective; but if this be
not obtainable we recommend that as few Federal reserve banks be established as
possible, and not more than a total number of five,
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The duty of explaining to you the reason for these various changes
has been divided among the members of this committee. To each
member of the committee has been assigned one or more features of
the measure in which changes are suggested. We will run through
the bill and I will call upon the members of our committee to explain
the changes as they occur. They can be further discussed at your

leasure as we proceed, and any questions in regard to them the mem-
Eers of the committee desire to ask we will be pleased to answer.

The first suggested change is in connection with the number of
Federal reserve banks, and it has been assigned to me to give our
reasons for thinking that one Federal reserve bank, with as many
branches as the commerce of the country may require, would be more
effective than a greater number, but if that be not obtainable our
reasons for recommending that there be as few as possible, and not
more than five at the outside.

Some one has said that the most economical, scientific, and effective
method of handling the gold reserves of the banks of the country
would be to consolidate them into one large reservoir for the protec-
tion of all. The current operations between the banks and the cen-
tral reservoir would cause but a ripple on the surface, while the great,
staple mass of gold would inspire public confidence in all the banks
for the protection of which it 1s held. For years the central object
of banking reform in this country has been to find some practical
method of mobilizing and controlling the lawful money reserves of
the banks for the protection of them all, instead of relying upon each
to individually acquire, maintain, and protect its own.

The great defect of our present system and the prime cause of our
periodical disturbances is that each of the 25,000 banks now in exist-
ence, having no adequate means of protecting its reserves, or of re-
plenishing them when they fall below its legal requirement, must enter
into competition with all the rest for an amount sufficient for its
individual needs. Whenever a financial strain becomes general, a
scramble among the banks for lawful money occurs, which begets
fear, and panic follows. The citizens of each community measure
the strength of their local banks by the amount of cash they hold.
The banks, realizing this, undertake to strengthen their position by
increasing their cash holdings—which, however, no one can accom-
plish without, to the same extent, decreasing the cash holdings of
some other bank.

Whatis necessary is to establish a system whereby this public method
of estimating the strength of banks will be changed from measuring
their solidity by the amount of lawful money they carry, to basing
their estimate on the facilities possessed by the bank for promptly
getting either lawful money, or a circulating medium that will, for
all practical purposes, pass current in pub%c estimation, as being
as good as lawful money.

This, it is believed, could be accomplished by consolidating a
sufficient amount of the lawful money reserve of the banks in a central
institution which would deal directly with the banks. It would be
necessary that such an institution sﬁould have the right to protect
its own resources, and those of the banks for which it acts, by usin
a circulating medium protected by an adequate gold reserve, an
covered by the commercial assets 1t would acquire from the banks
against the circulation with which it supplies them.

9328°—S§. Doc. 232, 63-1—vol 1—3
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That one institution with a sufficient number of branches scattered
over the country would more effectually perform these functions than
a greater number seems to us an inevitable conclusion. The entire
country, divided into districts, could have proper representation on
the central board of management, insuring that the interests of all
sections would have equal and equitable consideration.

It would be quite practicable to meet the requirements of the
various districts through properly equipped branches, even more
efficiently than they could be met through separate regional insti-
tutions. The establishing of a number of such institutions would
divide the consolidated cash reserves of the banks into as many dif-
ferent ownerships as there are separate institutions. As no individ-
ual bank can now increase its gold or lawful money without to the
same extent decreasing the gold or lawful money of some other bank,
so with these regional institutions no one of them could strengthen
its cash reserves without drawing them from and depleting to the
same extent the reserves of another.

On the other hand, one central institution with branches could
distribute the gold or lawful money reserves over the country, as
circumstances might call for, without change of ownership. The
money would belong to the same institution, irrespective of where it
might be located or what branch had custody of it. Chicago could
be supplied with money from New York without publicly attractin,
attention to the fact that New York’s reserves had decreased an
Chicago’s had increased by the transaction. The published state-
ment of the one institution would simply show that it owned so much
more gold in Chicago and so much less in New York, while its per-
centage of cash reserve money on hand to total liabilities would not
necessarily be changed at all.

This would not be the case if the Chicago institutions were en-
tirely separate and distinct from the New York institutions. The
Chicago institution’s lawful money requirements could not be sup-
glied by a withdrawal from the New York institutions without

iminishing to an equal extent the amount of the latter’s lawful
money on hand. In times of financial stress, when each regional
institution would be husbanding its resources for the benefit of its
own constituents, this might produce an undesirable and awkward
situation, the interests of the various sections of the country being
at variance. - '

Such a condition would be intensified in direct ratio to the num-
ber of regional institutions established.

A very practical reason why it would be wiser to start with not
more than 5 Federal reserve banks is that the reserve bank organ-
ization committee might find it difficult, if not impossible, to comply
with the requirement that it should organize not less than 12. It
might be fairly assumed that few, if any, of the State banking insti-
tutions would immediately after the passage of the act voluntarily
subscribe for their proportionate amount of the capital stock of the
Federal reserve bank and contribute their quota of the required
reserve deposits to be placed in these banks. It would seem that
business prudence and conservatism would cause them to postpone
action until the Federal reserve banks are organized, are doing
business, and are able to demonstrate the advantages to be derived
from being connected with them.
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If this is a reasonable assumption in regard to the probable action
of the State banking institutions the reserve bank organization com-
mittee would have to rely exclusively on the national banks, under
the more or less compulsory obligation imposed on them, under the
Federal reserve act, requiring them, within 12 months, to contribute
the necessary capital and the minimum reserve deﬁosit, or accept one
of the alternatives of dissolution, or continuing their business under
State charters. Should the subscriptions to the capital stock of
Federal reserve banks be thus restricted, it would be necessary that
practically all national banks should remain in the system and sub-
scribe for it. It is stipulated in the act, that there shall not be less
than 12 Federal reserve banks, with a minimum capital of $5,000,000
each, which calls for a minimum aggregate subscription of $60,000,000.
It is, however, evident that in the larger districts much more than
the minimum capital would be necessary. The geographic division
of the country adopted in the comptroller’s statement of June 4, 1913,
discloses that the following would be the regional contributions on
account of capital:

New England States. ... .ooooiiiii i e $10, 000, 000
Eastern States. .. ... ... 33,000,000
Southern States. . ... ..o ... 17,000,000
Mid-West States. ... 28, 000, 000
Western States. .. oo e 7, 000, 000
Pacific States. ... ...l 10, 000, 000

These amounts are exactly 10 per cent on the capital of these dif-
ferent districts, the total being $105,000,000.

Senator Bristow. Have you got that figured out by States?

Mr. Foraan. No; by districts. I took them {from the comptroller’s
report.

%enator ReED. You follow the same line and groups as the Comp-
troller of the Currency, do you ¢

Mr. ForaaN. Yes, sir; the statement of the Comptroller of the
Currency shows these figures.

Senator Bristow. Would it be convenient for you to formulate an
estimate by States and submit that as a part of your remarks ?

Mr. Forean. I could do it; yes, sir.

The CaarrMaN. I will call the attention of the Senator from
Kansas to the fact that the document which I gave him gives the
entire record of each State in every particular, including the reserves,
and all their capital stock.

Senator NELsoN. I think the report of the Comptroller of the Cur-
rency groups them in the same way.

The CrairMAN. It is given both ways, individually and by groups.

Senator NeLsoN. Individually and gy groups ¢

Mr. For@gaN. Yes, sir; individually and by groups.

Senator NELsON. If you will examine that statement you will find
that it has what you desire.

Mr. Forean. A Federal reserve bank, therefore, could not be capi-
talized for less, in our opinion, than the following minimum amounts:

Federal reserve bank of New York. ..ot iiiinna.., $25, 000, 000
Federal reserve bank of Chicago.....cooueuei i iiiiianan.. 20, 000, 000
Federal reserve bank of St. Louis...coeeoooooo il 15, 000, 000
Federal reserve bank of Boston. . ... . ... 10, 000, 000
Federal reserve bank of San Francisco...........cooiiiiiiiiianan... 10, 000, 000
Federal reserve bank of New Orleans...cccaeeeeiineineiiniiniaan.... 10, 000, 000
Federal reserve bank of Philadelphia........coomeiviviieiaieniaa... 10, 000, 000
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And there would be five others in different parts of the country, at
$5,000,000 each, making $25,000,000, and requiring a totlg of
$125,000,000. It would thus require $20,000,000 more than would
be provided if every national bank should become a subscriber.

The chairman of our currency commission, Mr. Hepburn, of New
York, who presided at our conference, in his opening address stated
the racticall) reasons for not having such a number of Federal reserve
banks so clearly and forcibly that I will, even at the risk of some
repetition, conclude what I have to say on this branch of the subject
by quoting him. He said:

The measure recognizes and adopts the principles of a central bank. Indeed, if
it works out as the sponsors of the law hope, it will make all incorporated banks
together joint owners of a central dominating power. Why, then, should not the
principle, once recognized, be correctly applied? Why should not the law create
one central bank, which should have branches wherever there is commercial need
for them? Such a plan would be simpler, less cumbersome, more certain in operation,
and far more efficient. There would then be no need to give the Federal reserve
board authority to direct one section of the country to loan money to another, for the
central authority would then control all the deposits and all the loans, and they would
make loans to those sections of the country where most needed. There would then
be no need to authorize the apportionment of United States Treasury deposits to dif-
ferent sections of the country. Those deposits would thus be in one central bank
and would flow naturally to that section of the country which needed them.

As matters stand to-day, whenever stringency in the money market exists our
25,000 banks begin competing with one another in an effort to strengthen their cash
reserves. In doing so, they intensify the stringency and aggravate the trouble. The
tendency of individual banks to strengthen their position Is natural and inevitable.

In reviewing the proposed legislation, one of the most natural questions, then, is
whether the establishment of these regional reserve banks will remedy or aggravate
that condition. Will there not naturally and inevitably be competition between the
regional reserve banks, competition between the 12 sections of the country, and will
we not in the end have competition for cash holdings between individual banks
added to the competition of section against section, reserve bank against reserve bank?

The framers of the measure evidently recognize that danger and seek to palliate
it by giving the Federal reserve board authority to force one reserve bank to loan to
another. Under the conditions that would exist would not the exercise of that
authority fail to accomplish the just distribution of funds? Is there not strong prob-
ability that in exercising that authority factors would be created that would endanger
the smooth working and permanency of the whole plan?

With a single central reserve bank with branches reserve money of all the branches
deposited with that central institution would count in the aggregate, no matter with
which branch it was deposited or through which branch it was loaned. With such
a single central bank the controlling board might place its reserves in the section of
the country where most needed. This shifting of funds would be accomplished with-
out ostentation and without notoriety; whereas if the Federal reserve board should
require, as it might do, under this proposed law, one Federal reserve bank to loan
money to another Federal reserve bank, that could not be done without attracting
attention to the borrowing locality in a way that would operate to the prejudice of
that locality. On the other hand, how simply and easily and naturally this appor-
tionment of funds would be made to fit the requirements of different localities through
one central bank with branches.

Gentlemen of the committee, I thank you very much. That is
all that we desire to say upon that branch of the subject.

The CraAlRMAN. Who is the next speaker you would like to present,
Mr. Forgan?

Mr. Foragan. Mr. Wexler.

The CrAIRMAN. Mr. Sol. Wexler, of New Orleans, La.

Senator REEp. Mr. Chairman

The CrairMaN. The Senator from Missouri.

Senator REep. May I ask a question here? I notice a statement
there in your remarks, Mr. Forgan, I think it was in the quotation
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which you were making, to the effect that if we had five or more
reserve banks they would ultimately come under one control—at
least, that is the way I understood it. Will you kindly refer us to
that sentence again ¢

Mr. Forgan. That would ultimately come under one control ?

Sengtor Reep. I thought there was such a statement in what you

uoted.

d Mr. Forgan. I think not, sir.

Senator NELsoN. I understood it to mean “practically” under
one control.

Mr. Forgan. Oh, that was at the beginning.

Senator REEp. That is what I mean—for all practical purposes;
it was somewhere in that quotation which you read.

Mr. Forgan. It was in the quotation of Mr. A. Barton Hepburn’s
remarks, yes; just at the beginning of them, I think. It says:

The measure recognizes and adopts the principles of a central bank. Indeed, ifit
works out as the sponsors of the law hope, it will make all incorporated banks together
joint owners of a central dominating power.

Senator REep. Well, Mr. Forgan, what do you understand that
to mean ?

Mr. Forgan. I understand it to mean that the Federal reserve
board will be in control of whatever number of reserve banks were
established, and that as the banks were the owners of the capital
of all these reserve banks they would be owners of them and they
would be under one central control.

Senator REep. Well, do you anticipate in the plan which the banks
have outlined (I have not read it yet, having had no opportunity to
do so), whom do you propose to have constitute this central con-
trolling power, to which the paragraph you have just read refers?

Mr. Forgan. Would you allow that question to stand until we
come to it? There is a gentleman here who will address the com-
mittee on our behalf on that one special subject.

Senator NELsoN. That is another branch of the discussion.

Mr. ForganN. Yes; that is a subject upon which there is another
gentleman here who will address you.

Senator REeEp. I did not intend to argue the matter. I was
merely trying to get at the meaning of this phrase which you read.

Mr. ForaaN. Yes, sir.

Senator REEp. Whether it means that these 12 reserve banks
would, in the end, be controlled, for all practical purposes, by a
central dominating power, and that power a bankers’ power; or
whether it means that it would be under

Mr. Forean (interposing). No; the banks would have merely a
representation on the board.

Senator REED (continuing). Or whether it would be controlled by
the Government.

Mr. Forean. Well, in this bill—when we come to that question—
we ask for a minority representation; that is, if there are to be
seven members of the board, we ask a representation of three out of
the seven.

Senator NeLson. But, Mr. Forgan, as I understand, without
reference to the composition of that board, whether it remains as
it is now in the bill or is modified as you suggest, this statement
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which you have quoted is based upon the fact that the board in any
event under this bill would have control of the entire system ?

Mr. ForaaN. Yes, sir.

Senator NELsoN. And if money were short in one regional bank
it could be transferred to the other, and vice versa ?

Mr. ForaaN. Yes, sir.

Senator NELSoN. Is that not what you mean by that statement ?

Mr. ForagaN. Yes, sir.

Senator NELsoN. I thought that was what Mr. Forgan meant.

Mr Foraan. And when we come to it in these hearings it will
be seen that our recommendation is that we should have a minority
representation on that board.

Senator REED. Well, does that suggestion that you have just
read to us, the second time at my request, embrace the idea merely
of the transfer of surpluses from one of the central banks to another
under the guiding hand of whoever has been selected to constitute
the central board, or does that expression mean something more
than that, that after all there Woulg be a central dominating force,
and that dividing the system into 12 parts does not much change
it from what it would be operating as one integer—as one thing?

Mr. Forgan. Well, if the bankers were to get the representation
which they want—Dbecause they think they are entitled to it, in con-
sequence of their ownership—of course the bankers would have a
minority representation on that board; and if we only had one
reserve bank (which we argue for) that would work itsel%7 out auto-
matically. The question would never be before the board of the
interests of one part of the country as antagonistic to those of another
part, because the duty of the board would be to consider the necessi-
ties of all the country from time to time as they arose and to meet
the necessities as they arose.

Senator REED. Perhaps I can put my question in a different form,
which has been suggested to me by the Senator to my right [Senator
Weeks]: Do you not mean whether there is 1 bank or 12 regional
banks, that after all they will inevitably come under one central
control

Mr. Foraan. Yes, sir; that is the meaning, decidedly the mean-
ing; yes, sir.

Senator NeLsON. And you mean that, without reference to the
fact whether the board is as constituted in the bill, or with the addi-
tions which have been suggested % '

Mr. Foraan. In the bill, or with the additions.

Senator SHAFROTH. Mr. Forgan, the representation on the Federal
reserve board which your convention has recommended, does it
mean that the persons representing that interest shall be engaged in
banking %

Mr. FgORGAN. Yes, sir; that it be left to the banks to appoint them,
and of course they would be likely to appoint bankers from among
themselves.

Senator SHAFROTH. And you ask for three members upon the
board ¢

Mr. Foragan. Three; yes, sir.

Senator SHAFROTH. Is it not a fact, Mr. Forgan, that the Bank of
England has no banker upon its board of directors?t
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Mr. Forean. Well, it has no representative of any chartered bank.
Senator SHAFrROTH. Is that not also true of all of the European
banks that are central banks, namely, that they have no members of
the banking fraternity that are in active business upon the board?
Mr. Forean. It has the representatives of some of the largest
riv?tedbanking firms in the world on the board of the Bank of
ngland.

Senator SHAFROTH. Well, are there any on the Bank of France or
the Bank of England ?

Mr. ForegaN. They are on the Bank of England.

Senator SHAFROTH. Well, I understand not.

Mr. Forgan. Well, I can assure you that there are; there are six
of them that are representatives now of—they are called ‘ ‘merchants”
but they are represcntatives of the largest private banking firms
there are in the world,

Senator SHA¥rROTH. The Bank of England, as I understand it, has
as directors only those who have £500 invested stock and have a
mercantile business of $100,000; they must have that much in the
mercantile business before they can become directors of the Bank
of England ¢

Mr. Forean. Thereisnothing in the law under which the Bank of
England is established to prevent any representative of another
incorporated bank being on the board.

Senator SHAFrOTH. Well, is it a fact ?

Mr. Forean. It is only the practice.

Senator SHAFROTH. Yes. Well, the practice has been that they
should not be on the board, has it not?

Mr. Foraean. That the representatives of an incorporated bank
should not be on the board; that is the practice.

Senator CRAWFORD. Mr. Forgan, is not the reason for that because
the Bank of England does not want entangling alliances with any
other bank? It uses its discount

Mr. ForeaN (interposing). Yes, sir.

Senator CRAWFORD (continuing). It uses its discount power as a
check on them, and therefore does not want to be involved ?

Mr. Foraan. Yes, sir; and it does not want & member of the
b}cl)ar(%) (ilf a bank that is going to offer a bill for discount to pass upon
that bill.

Senator NELsON. Mr. Chairman, I want to suggest that we go into
this question when the gentleman who has come here with the com-
mittee of bankers to take up that branch of the bill is making his
statement; that would seem to be the more logical course to pursue.

Senator PoMERENE. Mr. Chairman, I want to make a motion
before we adjourn, and that is that when the time arrives for the
committee to interrogate the witnesses we proceed alternately to
question them: First, the chairman examining the witness; and
next, the next ranking member on one side of table, and then the
ranking member on the other side, and so on, until all the members of
the committee have concluded the questions they desire to ask. It
seems to me that this method of questioning the witness is entirely
unfair to the witness, and it is very unfair to the committee.

(Whereupon the committee took a recess of 10 minutes, after
which the following proceedings were had:)

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



34 BANKING AND CURRENCY.

The CeATRMAN. The Senator from Colorado would like to ask you
one or two questions.

Mr. Foraan. Yes, sir.

Senator SHAFROTH. Is it not a fact, Mr. Forgan, that the reason
bankers are not upon the board of directors of these central European
banks, is because the power of those banks is to raise or lower the
rate of discount, and that would give an advantage to the banker
who happened to be upon the board to have this inowledge in ad-
vance, and that he might use it to the advantage of his banking
institution; and is not that arrangement satisfactory to all the banks,
so that one bank will have no advantage over another bank ?

Mr. Foraaxn. I would have to be frank with you. I could not
answer that question. I am not sufficiently familiar with the work-
ing of the European banks to know. I would have to draw upon my
imagination for it. I do not know.

Senator SHAFROTH. From what I have read of the workings of
those European central banks, that have the right of lowering or
raising the rate of discount, that is the reason they do not permit a
banker to be upon the board, not but what they could get great
knowledge from%lim, but because of his interest in a banking institu-
tion, which could be used to his bank’s advantage, in the event the
discount was raised or lowered. We all know that in raising the dis-
count you produce a little bonus and bonds rise and stocks rise, and
if the knowledge is given to a banker in advance you can readily see
that he could use it to the advantage of his bank, and it is on that
account that the bankers throughout the whole Empire or throughout
the nation first insist that no banker should be on there, unless he is
a retired banker.

Mr. Forgan. That may be so, sir.

Senator SHAFROTH. You are not familiar with it ?

Mr. Forgan. No, sir; I am not sufficiently familiar with it to give
an answer.

Senator Hrrcroock. Mr. Forgan, I would like to ask you why a
central bank should be limited to one institution in this country any
more than for continental Europe? Would not the 12 regional banks
in this country correspond to the 12 national banks of the continent
of Europe?

Mr. ForaaN. We expect the banks of continental Europe to com-
pete with each other, and they are in active competition with each
other; we do not expect in this country to establish competing
districts one with the other.

Senator Hrrcacock. Is it not true that the banks of Europe
cooperate with each other?

Mr. Foraan. Not to any such extent as to influence them in any
way in the management of their banks.

The Cra1rRMAN. The witness will suspend. There is another call
of the Senate and voting is going on and we will have to suspend.

(Whereupon the committee took a short recess, after which the
following proceedings were had:)

Senator PoMERENE. I desire, before the witness proceeds, to renew
my motion to the effect that after the witness has made his state-
ment, that if there is any cross-examination desired the chairman
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first cross-examine and then that we alternate from side to side of
the table in the order of the seniority of Senators on the committee.

The CHAIRMAN. Gentlemen of the committee, you have heard the
motion proposing that the cross-examination of witnesses shall pro-
ceed in order of seniority of the members on the committee, so as to
prevent confusion. What is your pleasure?

(The motion was carried.)

Mr. Foraan. The next material change we have to suggest occurs
on page 6, section 2.

Senator Hircacook. Before you go to that, Mr. Forgan, I would
like to continue. I had merely got started on that question which
I commenced to ask you. I understood you to make an argument
that it would not be possible or desirable for a number of independent
regional banks to exist in the United States.

r. Foraan. I did not say it was not possible for them to exist.

Senator Hircrcock. Not desirable?

Mr. Foraan. Not desirable.

Senator Hrrcacock. That the result of having them more or less
independent would be that they would compete with each other in
ga}tlhexéing reserves as independent banks now compete with each
other ¢

Mr. Foraan. Yes, sir.

Senator Hircacockx. And I asked you whether the condition in
Europe did not controvert that idea.

Mr. Foraan. I think not.

Senator Hrrcacock. The Bank of England and the Bank of
France and the Reichsbank and the other banks of European coun-
tries perform a similar function; that implies the reserves, and the
aﬂor£ currency to the country and to the banks that operate witg
them, and do they not also cooperate with each other in emergencies ?

Mr. Forean. 1 think they very violently compete with each
other for reserve money—very strongly compete with each other.

Senator Hircacook. Compete to the extent of slightly raising
or lowering the rate of interest. They do not do that in concert, so
that where the money is needed most the money goes most ?

Mr. ForagaN. You do not think they do it in concert. We have
some that do.

Senator Hircucock. Has it not been a fact that the Bank of
France has come to the relief of the Bank of England in emergencies ¢

Mr. Foraan. Oh, yes; at least they did at the time of the Baring
Bros.” failure.

Senator Hitcucock. Recently in Europe, when credits were
contracted in Berlin, did not the Bank of France arrange to have
credit extended through the Swiss bank to the German bank ?

Mr. Forean. I am not aware of that transaction, but I am aware
of the fact that the French as a whole did not help Germany very
much, but the very reverse, by withdrawing money from Germany.

Senator Hircacock. But did she not at the same time place that
money in Switzerland so that Switzerland might extend the credit
to the Berlin banks? .

Mr. Foraean. I should want to be clearly and fully posted on all
these facts about that before I could express an opinion on it, and I
am not so informed.
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Senator HircrCOCK. Do you express it as an opinion that the inde-
Bendence between the great banks of Europe is detrimental to the

usiness of the world?

Mr. ForaaN. Detrimental to the business of the world ?

Senator HircHCOCK. Yes.

Mr. Foraan. Oh, no; but they are different countries, different
sets of citizens, and different peoples altogether, that they represent.

Senator Hrrcacock. Business flows readily between them, they are
in very close contact, and both France and Germany together are not
as large as the United States in territory.

Mr. Foraan. I do not see any analogy between them at all and the
United States.

Senator NeLsON. If you will allow me, Senator, to say there is one
great difference. Our national banks are banks of issue, and theirs
are not, outside of these big national banks—outside of the central
bank. They are just banks of discount and deposit.

Senator I'{ITCHCOCK. I am now speaking to the point that we now
propose to create these regional reserve banks, which are to perform
some of the functions toward the banks in their territory that are
now performed by the great banks of Europe to the banks in their own
territory.

Mr. ForeaN. Even if they did that, all that I have said would be
true—they would enter into competition and it would not be necessary
that they should. They could serve the whole country much better
if the central organization had the interest of the whole country before
them in all the transactions as they came before them, and loaned the
money as it was wanted—placed the money where it was wanted in
this country.

Senator Hrrcucocx. Europe is generally held up to us as a model,
and in Europe we have these great banks, in what you might term
competition with each other, and yet it works satisfactorily.

Mr. Foreawn. That is between nations. If we had one central
reserve bank, it would be infinitely stronger to compete with the
other banks of the world, as compared to 12; that is an argument in’
favor of having the one. That is the way that it appears to my mind.

The CaairMaN. Before leaving that point, under the rule adopted
by the committee, it will bs in order for the members, if they desire,
to question the witnes : in the order of their seniority. Senator O’Gor-
man? Senator Reed ?

Senator REEp. I may want to ask something later on, but I will
waive it now.

Senator POMERENE. Just one question, which I wanted to ask. I
take it from what you sald that you prefer one central bank rather
than one or more regional banks ?

Mr. ForgaN. Yes, sir; with branches, wherever necessary.

Senator PoMERENE. Waiving, for the time being, the method of
appointment of this reserve board, if you had the one central bank,
of course it would be controlled by the one board ?

Mr. ForaaN. Yes, sir.

Senator PoMERENE. And if you had the 12 regional banks, the 12
regional banks would be under the control of this same board. Now,
I would like you to point out the difference between the one bank,
under the control of one board, and 12 regional banks under the
control of one board.
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Mr. Foraan. The first thing that appeals to me, in answering that
question, is in regard to the reserves of the banks. The reserves
would belong to one institution—the gold would belong to one insti-
tution, if it was one institution with, I should say, 12 branches; and
therefore it might control these reserves better. Take the transfer
of money from New York to Chicago, and from Chicago to San
Francisco, and from San Francisco to New Orleans, without the
change of ownership, as I have already explained. Wherever that
money was lying, it would belong to one institution, and the same
percentage of gold to total Uabilities assumed would exist, whereas
if they got into competition with each other, one might be down
below its reserves, and the other above, and in that way you get
competition among them for the reserve money of the country,
which, if it was all in one reservoir—I use this as an illustration—it
would not be all in one reservoir, but it would be in a number of reser-
voirs owned by the same institution, and it would serve the purpose
of the whole country.

Senator PoMERENE. Mr. Forgan, as I understand this scheme,
where you have the 12 or more regional banks, the plan of the bill
is that this reserve board will have the right to compel one re-
gional bank to loan to another regional bank as the necessities of
the occasion should require, and that they shall fix the rate of interest.
Now, then, is it not practically one board in control of 12 reservoirs,
and is not the difference, in fact, in the number rather than any
material difference? .

Mr. ForcaN. No; there 1s a very serious material difference that I
have been trying to explain. I do not think I can put it any plainer
than I have put it in what I have already said.

Senator O’GorMAN. There is this difference, Mr. Forgan. If you
have 12 reserves, as contemplated in this bill, you have 12 separate
and distinct organizations, and while they are under the control of
a central reserve board, it is quite natural that the officials in those
several separate organizations will have special interests in their own
localities, and while they would have to submit under the provisions
of this bill to the final decisions of the central board in Washington,
there would doubtless be many instances where they would bear
protest, feeling that their own localities were being prejudiced by the
action of the central board ?

Mr. ForGaN. Yes, sir.

Senator )’GorMaN. While, on the other hand, if you have a cen-
tral organization, it would not be required to consult another organ-
ization, but simply make its direction, which would Lave to be
respected by its branch.

Ir. Foraan. That is very well expressed, sir. I wish 1 was as
ready with my answers to give that explanation; unfortunately, I
am not. 1 am always afraid of committing myself to something
that I do not understand.

The CHAIRMAN. Are there any other members of the committee
who desire to ask Mr. Forgan any questions about that first subject
before we leave it ?

Senator REED. Are there any advantages, to your mind, at all in
having 12 reserve banks with the organizations provided in the bill;
that is, separate organizations ?

Mr. Foraan. 1 do not know of any.
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Senator REED. And you think that, in any event, the 12 organ-
izations would all come under one control in the end, just as one
bank is under one control? I take it, therefore, that you think these
12 organizations are in the nature of unnecessary machinery.

Mr. Foraan. I think so; yes, sir.

Senator NELSON. If you are through, Senator Reed, I will ask a
uestion. Would it not lead to this, in practical operation, Mr.
organ, that, in the first place, there would be some friction in the

matter of distribution OF Government funds among the several
reserve banks? One might claim that it got less than its share.

Mr. ForgaN. Yes, sir.

Senator NELSON. Then, would not this difficulty arise: Suppose
that a reserve bank at Minneapolis should be well supplied with funds,
and suppose the reserve bank at New Orleans lacks funds, and suppose
the board should order a transfer of funds directly or indirectly from
Minneapolis to New Orleans, would not it lead to some friction ?

Mr. Foraean. It would lead to a great deal of friction.

Senator NeLsoN. Would not the Minneapolis reserve bank feel they
were discriminated against and that it was not fair to transfer their
funds to New Orleans ?

Mr. ForaaNn. Yes, sir. And, to follow that idea up, the Minneap-
olis banks might at that time be compelling their customers to dispcse
of their wheat in order to turn it into money for local necessities,
while down in New Orleans they might be hoKiing their cotton and
borrowing the money for that purpose, and they would be enabled to
cailrry their cotton, while Minneapolis would have to sacrifice their
wheat.

Senator O’Gorman. Mr. Forgan, I would like to ask one more ques-
tion: If the central board is to be controlled entirely by Government
officials, would the banking interests prefer to have a central organiza-
tion without the reserve banks, or would they prefer to havereserve
banks plus the central bank, assuming that in any event the central
(()lrganization would be controlled entirely by appointees of the Presi-

ent ?

Mr. Forean. I think they would rather have a central organiza-
tion even in that case.

Senator O’GorMaN. Even if it be a Government-controlled organi-
zation %

Mr. Foraan. Yes, sir.

Senator CRAWFORD. May 1 ask a question ?

The CHAIRMAN. The Senator from South Dakota desires to ask
a question.

enator CRAWFORD. Mr. Forgan, I would like your opinion as to
whether or not, if the subsecriptions were optional on the part of the
banks instead of being coercive, there would, in your judgment, be
a doubt as to whether a sufficient number of banks would volun-
tarily subscribe to this stock to furnish the amount of capital required
here in this system ?

Mr. ForcaN. Well, I think, if the bill was made attractive enough
to the banks, that sufficient national banks and the State ban
would also come in.

Senator CrRAwFORD. I mean that if it is allowed to become a law
in its present form, with this mandatory provision changed so that
it would be optional, would, in your opinion, enough national banks
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voluntarily subscribe or banks of any sort voluntarily subscribe to
yield the necessary amount of capital?

Mr. Forean. I am sorry to say that I do not believe they would
voluntarily supply sufficient capital.

Senator CraAwrorD. Well, just one other question. For instance,
in the community which I represent there are no banks except small
country banks, 1t being a purely agricultural State, with no large
cities and no large commercial transactions such as you have in
manufacturing and commercial centers, the capital of these banks
running from $25,000 to $100,000. They loan their money to a
constituency that borrows for a longer period than this class of paper
called ““prime” paper and “commercial” paper. Do you think 1t
would cripple this bill and prevent the raising of sufficient capital
if an exception was made in it under which those small country banks
might have the option to subscribe or not to subscribe, and would it
not then be possible to secure the capital by simply making the ex-
ception in their cases?

er. Foraan. So that the banks in the larger cities would subscribe
enough capital ?

Senator CrRaAwrorD. The little banks who can not use the redis-
count provisions of this bill or get any benefit of that—do you think
it would obstruct the success of the bill to make an exception?

Mr. Forcan. I will answer to this extent, at least, that I think
the greatest objection to the bill and the banks that are least likely
to come into it are small country banks, for the reasons that you have

ven.

o Senator CRawrorp. What benefit would the little country banks,
who do not deal in this kind of paper, get from these reserve banks?

Mr. Forcan. Practically none.

Senator CrRawForD. Do you think that it is fair to compel them
to furnish capital for banks that they can not use or from which they
can get no benefit?

Mr. Forgan. I think not.

The CuairMAN. Are there any other questions by members of the
committee ?

Senator REep. Mr. Forgan, you used the expression in your
advocacy of one bank, ‘‘one bank authorized to issue circulating
medium protected by an adequate gold reserve” ?

Mr. Foragan. Yes, sir.

Senator ReEp. I take from that that you think this one central
bank that you advocate should have authority and a right to issue
a circulating medium %

Mr. Forcan. Yes, sir.

Senator REep. Would you retire the notes which the Government
now has out?

Mr. ForeaN. That is a subject that another gentleman is to address

ou on.
y Senator REep. Unfortunately, I am afraid you are going to divide
yourselves up——

Mr. Forean. We take these subjects up as they come in the bill.
It would require quite a long explanation to go into that; there is a
gentleman here who is going to do 1t for you.

Senator REEp. Would you mind saying what you think is an
adequate reserve?
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Mr. ForgAN. We recommend in the bill, when we come to it, 40
per cent.

Senator REED. Forty per cent?

Mr. ForeaN. Yes, sir.

Senator REep. Thank you.

Mr. Foraan. The next material change——

Senator WEEKSs. I think this may come in at this point as well as
any other. It is well known that the administration desires to have
public control of such reserve banks as are organized, and bankers
who are furnishing the capital to the reserve banks think that they
should be represented in the reserve board. Have you considered
whether it would be a desirable and fair method of adjustment of that
difference for the banks of the country who are furnishing the capital
to select a list of 50 or 100 men, we will say, those who have no direct
connection with banks at the time, and submit that list to-the Presi-
dent, and he appoint the reserve board from that list ?

Mr. ForgaN. That would be a very good modification of it.

Senator WEEKs. If you are not prepared to answer that finally, I
wish you would think of it seriously, because I would like to have you
make a definite reply to it to-morrow or the next day or some other
time.

Senator PoMERENE. May I ask a question in that connection, along
the same lines. Senator Weeks’s thought is evidently and Mr. For-
gan’s thought is that the bankers should have the right to suggest the
names of the members of this reserve board. What reason is there for
giving that power to the bankers in connection with the naming of this
reserve board that would not apply with equal force to the suggestion
that the railroad companies should suggest the names of the persons
from whom the Interstate Commerce Commission were to be selected ?

Mr. ForaaN. The railroad companies do not part with the initiative
control of their business, as we would have to do. We supply the
capital. We own all the capital in the banks, and own all the deposits
in the banks, with the exception of the Government’s deposits. It
is our money, and we believe it to be a well-recognized principle that
tlflq owners of property are entitled to some say in the management
of 1t.

Senator POMERENE. The railroads own the railroads %

Mr. Forgan. Yes.

Senator PoMERENE. And all the capital invested. Why should not
they fix the rules for transportation %

Mr. Forgan. I do not really know why they should not. .

Senator NELsoN. I want to call your attention to the fact that the
railroads in the first instance initiate and fix the rate, and it is simply
subject to review by the board-—the Interstate Commerce Com-
mission. :

Senator PoMERENE. But the board is not named or even suggested
by the railroad companies.

Senator NELSON. No; but the powers are different. One is simply
a board of review to review the action of the railroad companies in
fixing the rates, in the first instance.

Senator O’GorMAN. Senator, you might add that under our inter-
state regulations there is no provision that the United States Gov-
ernment gets any part of the earnings of the railroads, as is provided
in this bill as introduced in the House.
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Senator REED. And he may further suggest that the Government
is not required to deposit any of its money with the railroad com-
panies, from time to time, in order to enable them to do business.

Senator Hitcacock. If suggestions are in order, I would suggest
there is an appeal from the decisions of the Interstate Commerce
Commission, and there is no appeal from this board under this
scheme.

I would like to ask Mr. Forgan, before he stops, whether he has
some one who is going to discuss the subject of furnishing this capital

Mr. ForeaN. Yes, sir.

Senator NeLsoN. He has a man elected for every one of these sub-
jects, and we are getting ahead of him.

Mr. Forgan. Every one of these subjects has been arranged for,
and you want me to take the powder away from these gentlemen, and
I do not want to do it.

Senator Hircacock. | want to ask some questions on that subject,
but I will defer them for the present.

Senator SHAFROTH. Mr. Forgan, do you think that inasmuch as a
banker representing a banking institution, being on this central board
in Washington, which has the power of lowering or raising the dis-
count, that it would give him an advantage, and his banking institu-
tion an advantage to know in advance that the rate would be increased
or decreased ?

Mr. Forgan. I do not think the increasing or decreasing of the
rate of the central institution would have much effect on the business
of the other banks at all.

Senator SHAFROTH. Is it not a fact that in the European banks
where the rate is increased or decreased there is a corresponding rise
or decline in the market of all securities nearly, and if that is true,
does it not give an advantage to the bank which 1s represented by that
man, by which that bank can obtain advantages over other banks

Mr. Forgan. I think not.

Senator SHAFROTH (continuing). Dealing in bonds or stocks?

Mr. Forean. I do not think so, sir. I do not see any advantage
in it. I would not consider it any advantage.

The CHAIRMAN. You may proceed, Mr. Forgan.

Mr. Foraan. The next material change we have to suggest occurs
on page 6 of our report, section 2, and I will ask Mr. Sol. Wexler,
vice president of the Whitney Central National Bank, of New Orleans,
La., to explain to you our reason for reducing the subscription to the
capital of the Federal reserve banks from 20 per cent of the unim-
paired capital of the subscribing banks to 10 per cent, and requiring
one-half of such subscription to be paid in cash and one-half subject
to call upon 60 days’ previous notice.

Mr. Wexler will also explain the change which occurs in section 4,
at the bottom of page 8, and give vou our reasons for believing
that the Federal reserve board should not have power to remove
any director of class B in any Federal reserve bank, and why the
Federal reserve agent should not also be the chairman of the board
of directors of the Federal reserve banks.

Senator WeEKs. Mr. Chairman, before Mr. Forgan takes his seat,
I want to ask him a question.

The CHAIRMAN. Just a moment. Senator Weeks, of Massachusetts,
would like to ask you a question.
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Senator WEEKS. I would like to ask him a question about what
he has been discussing. Mr. Forgan, you stated, in commencing,
that certain State banking associations and others were invited to
meet the currency committee of the American Bankers’ Association
at Chicago %

Mr. Forgan. Yes, sir.

Senator WeEKs. Did all of the associations invited accept the
invitation and send representatives ?

Mr. Foraan. I understand there were representatives there of 37
States, and 117 cities or towns and clearing houses.

Senator WEEKS. They came from all sections of the United States ?

Mr. ForeaN. From all sections of the United States. There is a
list of them to be found at the end of the report.

Senator WEEKs. Was the report made a unanimous one?

Mr. Forgan. Absolutely.

Senator WEEKS. Was there any dissent whatever to that report?

Mr. Forgan. No dissent whatever.

Senator WEEks. Do you know that any members there were
opposed to any conclusions to which you came ?

r. ForaaN. No, sir; they were asked if there were any they
should stand up. After the vote had been taken and decided in the
affirmative, in order to make sure that there was no dissenting voice,
the chairman asked anyone that did not approve of the action to
rise, and he waited for quite a while and no one arose.

Senator WEEKs. Then, we may assume that this is the unanimous
judgment of the representatives of the different banking associations
in the United States?

Mr. Forgan. I think so, sir.  'We present it as such.

In further answer to Senator Weeks all these changes were voted on
as they occurred, and as we are bringing them before you now, and
there was not a dissenting vote in connection with any of the sections;
and then after all had been passed upon separately it was put to a
vote as a whole and there was no dissent.

STATEMENT OF SOL. WEXLER, VICE PRESIDENT WHITNEY
CENTRAL NATIONAL BANK, NEW ORLEANS, LA.

Mr. WexLER. Mr. Chairman and gentlemen ot the committee,
coming as I do from an entirely different section from the gentleman
who has just spoken to you, and our section of the country doing
somewhat a different class of business, being more particularly agri-
cultural than that represented by Mr. Forgan, before passing on to
the particular matters which have been given me for attention I would
like, with your permission, to say just a word on a matter which Mr.
Forgan has discussed with you. There were one or two points raised
which I feel have not been quite sufficiently cleared in the minds of
the committee. One very important one was the question asked by
the gentleman as to whether or not the fact that a banker was a mem-
ber of the Federal reserve board might not give his bank an advantage
over other banks in being aware of any change in the discount rate in
advance.

Senator SHAFROTH. Yes, sir.

Mr. WEXLER. It has never been contemplated at any time that any
man interested in any bank in the United States should become a
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member of the board of directors of the Federal reserve board. We
admit that there might be an advantage in that, but any banker who
might be appointed on such board would necessarily have to sever his
connection with any banking institution with which he might have
been theretofore connected. That, however, would be no good reason
why a banker of tried experience, who has been successful in his bank-
ing career, should not be a member of the Federal reserve board,
because he is distinctly better qualified to serve the banking interests
of the country and the people at large by reason of that experience
than would a man who has never had any banking experience. The
banking business, gentlemen, is a profession. It is not a business in
which any man can engage simply by renting a place and having a
counter and putting some money in a safe. It 1s a profession. It
must be learned by many years of practical experience, many hard
knocks, and frequently many severe losses before the necessary experi-
ence has been acquired; and the board ot directors of the bank of
which I am vice president would not elect as its executive officer a
merchant, or a farmer, or an engineer, or a man in any other line of
business as the head of that bank to run it, and no more should the
Federal reserve board be composed entirely of men without necessary
banking experience. They should be men who have been tried long
in the business; who have proven their success.

Senator SmaFROTH. There is no question about that, and I under-
stood Mr. Forgan to say that thers should be a certain number of
these bankers.

Mr. WEXLER. Precisely.

Senator SHAFrROTH. All I wanted to direct attention to is this, that
in European banks it is not that way, and it should not be in this.
A banker to be a member of this board should retire.

Mr. WexLER. He would have to retire. In regard to the Euro-
pean banks, the personnel of the board of the Bank of England is
made up of what is known as private bankers, the largest banking
business in England is done by private bankers. They are bankers
in thorough touch with international banking all over the world.
They are accepting bankers of the world who furnish the credit for
the importation and exportation of merchandise. Every man should
have had a peculiar training for being upon the board of the bank,
such as the Eank of England, which is dealing with the vast colonial
possessions of England and with the whole world at large.

Senator SHAFROTH. Just a moment. ‘‘Peculiar training” as to
what ?

Mr. WEXLER. As merchant bankers.

The CaAIRMAN. Just a moment, Mr. Wexler. You do not under-
stand that this bill precludes a man from this board who has had
training and experience as a banker?

Mr. WexLER. No, I do not; but I do not think that quite sufficient
rovision has been made that there must be a number of men who
ave had that training. I think that is sine qua non to the success

of the institution.

The next point that occurred to me: I recognize it

Mr. ForeaN. Would you allow me a word ¢ 'The idea occurred to
me which did not occur when I was asked the question by the gentle-
man to the chairman’s left, that this board is to devote all of its time
to the Federal reserve board—to the management of the affairs of
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these institutions-—and they are to be paid what is supposed to be
an adequate salary for their services. R‘he directors of the Bank of
England do not get salaries.

Senator SHAFROTH. No; but unless there is some provision that
required them to dispose of their assets in a bank, they could still
devote their time to 1t and be connected with the bank in the inter-
ests of the bank. That seems to me to be precluded if your theo
as to directors or the members of this central board should prevail.

Mr. Foraan. I agree with what Mr. Wexler has said, that they
should be disassociated with other banks.

Mr. WexLER. Entirely.

My attention has been called to the fact that in my remarks I
might be discussing subjects that have been allotted to some other
gentleman. So, I am going to proceed to the discussion of the sub-
ject which has been allotted to me.

We have to deal in connection with this subject with probably
24,000 to 25,000 banks eligible to membership in this system. Of
this number some 17,000 are State banks, upon which no coercive
nor compulsory measure will prevail to make them come into the
organization. In order that any currency or banking scheme shall
be a success, it is imperative that there shall be general participa-
tion and cooperation among the banks of the country. In order to
have this general cooperation and participation there must be some
distinct advantage to banks in coming into the system, or at least
there must be no disadvantage to them in coming into it. That
must be recognized by everyone at present here. Now, for the
purpose of making the proposition more attractive, particularly
to the smaller banks throughout the country, we have suggested
that the capital requirement to be contributelgby banks be reduced
from 20 per cent of the capital of the respective banks to 10 per cent
of the capital. We believe that if your bill is amended to that ex-
tent that quite a number more banks would come in than would
come in if the requirement is 20 per cent.

We have understood that it is the opinion of the framers of the bill,
and we concur in that opinion, that it will probably never be neces-
sary to call for more than the first 10 per cent. That being the case,
why is it necessary to intimidate this great number of banks by
imposing upon them this additional possible liability? In many
sections of the South and West-—the sections of the country which
are now under the most rapid development—the withdrawal of 20
per cent of the capital is looked upon by many as being quite a hard-
ship, and while that argument may be met by the statement that
these banks will have the discount privilege in the Federal reserve
bank, and that they may fill this void created by borrowing the
deficiency, but they have an additional liability by borrowing from
the Federal reserve banks, and no bank feels nearly as much disposed
to borrow money for the purpose of lending at it does to lend money
out of its own resources. It is impossible to even approximate the
amount of capital that will be furnished to the Federa{)reserve banks,
whether under the 20 per cent requirement or the 10 per cent require-
ment, until we know how many of the suggestions which are being
made by this committee here to-day are going to be adopted. From
the expressions which I have had from a great many southern banks,
without any influence whatever having been used upon them, most
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of them entirely voluntary expressions on their part, I do not believe
unless the greater portion of these amendments which we are suggest-
ing be adopted, that many of them, particularly the State banks, will
come into the system; and I fear very much that a great many
national banks will go out of the national system and become State
banks. Therefore, it is quite imperative that every one of these sug-
gestions be given very serious consideration, and particularly this one
requiring only an obligation of liability on the part of the contributing
banks of 10 per cent. Ve have suggested that 5 per cent should be
immediately paid in in cash, and the remaining 5 per cent subject to
call of 60 days’ notice.

If the bill is so amended that it will strike favorably that great
number of banks throughout the country, it may never become neces-
sary to call for more than the original 5 per cent, which would be a
distinct advantage, as it would enable the bank to accumulate much
more rapidly the 20 per cent surplus required under the bill; it
would enable them to make a distribution of the surplus earnings of
the various contributing banks over and above the dividends which
you have named to be paid upon the stock, which in itself is not
deemed to be adequate, but it would enable a larger distribution to
the Government as its share of the profits to be applied to the retire-
ment of the greenbacks and the national-bank notes.

If the bill 1s made so attractive that a great number of banks will
come into the system, and only the first call of 5 per cent is found to
be adequate, it will be a distinct advantage; if it is not adequate,
then the other 5 per cent may be called upon 60 days’ notice, and then
the liability ccases; and there certainly can be no good reason for
imposing this liability, which very few banks care to assume, when
there is almost not the slightest shadow of a chance of its being called,
yet it is a liability which every bank will have to recognize.

I have calculated that if all of the important suggestions which
this committee is making should be adopted, that at least 80 per cent
of the national banks and 50 per cent of the State banks and the trust
companies would come into the system. If that were the case, 10
per cent would produce about $130,000,000 of capital, which, in my
opinion, would be adequate.

The necessity for the larger capital of the Federal reserve banks
does not exist to the same extent that it does for National and State
banks, for the reason that capital of the National and State banks is
fixed in their charters and can not be increased except by a vote of
the stockholders, but the capital of these Federal reserve banks is
movable, in the sense that as new banks are started over the country
they may come into the system. There would be constantly increased
capital of these Federal reserve banks, and under the provisions which
you have the surplus must be built up to 20 per cent of the total
capital and constantly maintained there, so that you will have a
constantly increasing capital, if the bill is properly drawn, and a con-
stantly increasing surplus.

I believe that the acceptance of this suggestion will add to instead
of diminishing the amount of capital that will be furnished to the
regional banks, by resaon of the fact that a greater number of banks
will come into the system, and it must be admitted that the greater
the number of banks coming into the system the more efficient and
more cohesive the bank will be. To my mind, these are reasons
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sufficient to justify you in making the change which we have sug-
gested on that point.

We next come to the provision of the bill, as drawn, that provides
that the directors of class B, namely, those elected to represent the
agricultural and commercial interests of the country may be removed
by the Federal reserve board if it is found that they do-not properly
represent the agricultural and commercial interests. This provision
is, in our opinion, fraught with considerable future embarrassment,
if not possible danger. These particular directors, known as directors
of class B, will be in constant fear of removal, and upon every loan
upon which they will be called to vote they will naturally be influenced
as to how the Federal reserve board will look upon their action,
instead of being governed entirely by their sound judgment as to
whether or not they should pass favorably or adversely upon the
particular proposition, as it is presumed that they will want to hold
their positions.

There can be but one guide to the action of a director of class B
in voting upon a proposition, and that is his own honest opinion as
to whether or not the loan is safe and sound and should be made.
Now, let us presume that an agricultural loan js presented and he
votes against it upon his honest conviction that such a loan should
not be made, and that the bank presenting such a loan should make
a complaint to the Federal reserve board. Who in the Federal
reserve board shali pass upon whether or not this director has been
in good faith in declining this credit? Credit itself is a very delicate
matter. A man extending credit can not always give a distinet and
definite reason why he declines.

The extending of credit is frequently a matter of intuition, what
is commonly called a ‘‘hunch,” and a man feeling that way fre-
quently takes the negative and safer side of the proposition, without
really being able often to give a definite reason why he has done so,
and very often we find that those intuitions are very correct. In
any event, I doubt very much if the Federal reserve board, unfa-
miliar with the local conditions, located many miles from the regional
bank, which may have declined the particular proposition, and
perhaps composed of a number of men untrained in the extending
of credit—I doubt very much if they would be in a position to pass
upon the motive of the particular director, and if his motive has
been honest in declining a loan of that kind, even though he might
have made a mistake, he certainly should not be subject to removal.

We take the position that as the directors of class A and of class B
have been elected by the shareholders of the Federal reserve banks
they should only be removed by these shareholders.

I am rather of the opinion that there is not any particular class
of business that requires any special representation upon a board
of that character. The bankers who are going to pass upon the
loans presented to them by various banks are not going to pass upon
loans made to themselves; they are not going to pass upon loans
made to any bank in which they are interested, but they are going
to pass upon loans made by other banks, to whom? To farmers,
and merchants, and manufacturers, and others. Why should there
exist any prejudice? Where is the necessity for a particular class
of directors representing a particular class of borrowers? How-
ever, there is no objection to distinguishing these classes, but I
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think there is a distinct objection to allowing them to be removed
at the pleasure of the Federal reserve board.

My idea of the strongest function of the directors of class B is to
keep in touch with the agricultural and commercial conditions of
the various sections tributary to the particular regional banks, and
to see to it that loans are not made when the conditions do not
justify that loan, rather than to see that loans are made.

The law, furthermore, as written, provides that the agent of the
Federal reserve board shall be the chairman of the board of directors
of the Federal reserve bank to which he is assigned. The position
as chairman of the board in many corporations is higher in authority
than the position of president. He presides over meetings of boards
of directors and upon him would therefore devolve the necessity of
presenting to the board the various details of the business and
matters coming before it for action.

As the agent of the Federal reserve board will not be the active
manager of the bank, he will not be in position to properly act as
the chairman of such a board. He will not be sufficiently familiar
with the details.

Senator REEp. Who will be the active manager?

Mr. WexLER. The governor or president elected by the board,
as is provided by the bill. Chairmen of boards of directors are
either in active management of the institutions, or they are mere
figureheads rewarded with the position for past services rendered;
and it is practically a notice that they have passed their time of
usefulness, exc%pt in an advisory capacity. In fact, the chairman-
ship of a board of directors in many corporations, particularly in
banks, is the twilight, the retirement of that partichar officer; it is
the first step on the road to his effacement.

As T have said, as the Federal reserve agent will not be the re-
sponsible active manager of the bank nor an officer to be rewarded
for past services, he should not be the chairman of the board, but
should be what he really is intended for—the agent of the Federal
reserve bank, its representative, its supervisor, to see that the bank
is properly, safely, and economically administered, that it main-
tains the required reserve, that it obeys the law, and serves the
public. It should be the mouthpiece of the Federal reserve board
to the Federal reserve bank, and of the latter to the former.

But his position should never be one to create a conflict in author-
ity or of prestige between himself and the president or governor. I
am rather of the opinion that while he should be present at all meet-
ings of the stockholders, directors, and committees, he should not
vote. I do not think that he should bear any part of the responsi-
bility of management. I think he should be outside of the manage-
ment and there as the watchdog of the Federal reserve board, to
see that the management does its duty. If he is a member of the
board and votes upon what action may be taken, he is responsible
in part for the management. I think it would be a good thing if he
were present at all meetings without voting. It would keep him in
absolute touch with what was going on and enable him to report it
back to the Federal reserve board; in fact, his duties to be similar to
those of the Comptroller of the Currency at the present time.
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These, gentlemen, are the reasons for these suggestions which we
have just discussed. There is no particular advantage to any bank
coming into the system to have you carry those out. Thﬁf/ are
simply in the direction of having a more sound and workable bill. Tt
will not put a single dollar more into the earnings of any bank, but
it will make for a better institution, which is all we are striving for;
and these suggestions are made in absolute good faith, with no
ulterior or selfish motive, for the good of the Federal reserve board and
of the Federal reserve banks and of the public to be served, and
simply with a view of endeavoring to take out of this bill which you
have constructed the bad timber and bad material, not with a view
of tearing down the structure but simply taking out the defective
parts and supplying sound parts in place of them.

That is all. I thank you.

Thg CuamrMAN. Senator Hitchcock, do you care to ask any ques-
tions ?

Senator Hrrcecook. Mr. Wexler, do you think that the bank
capital of the United States to-day is adequate, considering the
volume of business and the amount of deposits taken ?

Mr. WexLER. In some sections of the country it is entirely ade-
quate. In other sections it is very inadequate. In the Eastern
States and in some of the Middle Western States I think there is
adequate capital. In the Southern States and the far Western
States it seems to me it is quite inadequate. It is in our section of
the country, for which reason we are borrowers.

Senator Hrrcrcook. There has been a growing disparity between
the capital of the national banks and the deposits that they receive,
and is that constantly diminishing the comparative size of the capital
to the detriment of the depositors?

Mr. WExLER. I do not think the capital is diminishing, but as you
have said, perhaps the deposits are increasing, which is making the
relative proportion of capital to deposits somewhat smaller than
ordinary.

Senator Hitcacock. I will give you the figures. At the present
time the capital of the national banks represents 12 per cent of their
total deposits. Ten years ago it was 16 per cent; 10 years before
that it was 30 per cent; 10 years before that it was 38 per cent. Is
not that constantly di.minisging relative size of capital detrimental?

Mr. WexLER. It would be were it not for the fact that—take the
figures of surplus increase during the same period and I think you
will find that the surplus of banks has increased as much or probabl
more than the ratio of capital to deposits has diminished. A ban
rarely ever—it does occasionally, but the great majority of banks do
not—increases its capital, and pays but small dividends and con-
stantly increases its surplus to create a greater security to the
depositor.

enator Hrrcecook. That is true—that is, it would modify it
somewhat—but while including the surplus and the capital it would
only be 20 per cent of the deposits at the present time. Under those
circumstances I want to ask you if you think it is wise to withdraw
from these banks so large a portion of the capital with which they
are doing business ?

Mr. WexiLER. I think that a contribution of 20 per cent is too large,

.and I have suggested that the amount be cut to 10 per cent; and if
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a sufficient number of banks come in, the first 5 per cent call may
be sufficient. Twenty per cent margin to the depositor—the ratio
of capital and surplus to deposits—is, in my opinion, quite adequate.
That would mean that the value of loans of a bank would have to
ghrink 20 per cent before the depositor could lose a cent.

Senator Hrrcacock. Is it not a fact that in European banks a
much broader margin of safety is observed ?

Mr. WexLER. I do not think so.

Senator Hrrcucock. That is true of the Bank of France, is it not ?

Mr. WexLER. But you can not compare those banks with the
various national and State banks scattered over the United States.
If you want to make comparisons of that kind, you must make your
comparison with the Federal reserve bank that we would like to see
established in this country.

Senator Hrrcacock. What do you think of the idea of providing
in this bill that a portion of the capital shall be furnished and sup-
plied outside of the banks?

Mr. WexLER. I do not think that it would do at all, because the
moment that you furnish any portion of the capital from the general
public, the next suggestion would be that the general public would
ask for the discounting privilege, and the moment you did that, you
would require such an intricate organization for the carrying on of
the business of this bank and you would come in direct competition
with all of the other banks of the United States, that you would
create in the end, if it resulted the way I think it would, a monopoly
of the banking business in the hands of this particular institution.
And I doubt very much if the commerce of the country would like to
feel that its whole commercial welfare was dependent upon one
institution.

Senator REED. Do you think that this bill as proposed and with
the amendments which your committee suggests would be a good bill
for the country ¢

Mr. WexLER. I do.

Senator REED. Do you think it would be a good bill for the
bankers %

Mr. WExLER. I do.

Senator REED. Do you agree with Mr. Forgan that a better scheme
would be one central bank ?

Mr. WexLER. I do, most emphatically.

Senator REEp. Do you think that any part of the virtue of this
bill consists in the fact that if it is not one central bank it approxi-
mates or approaches that idea more than the present condition ¢

Mr. WexLER. I think one would be better than two; and right on
down the line, with the fewer number you have the better it will be.

Senator REED. Your preference would be one?

Mr. WexLER. One.

Senator REED. And your second preference would be two?

Mr. WEXLER. Yes, sir.

Senator REED. But you think you could stand 129

Mr. WexLER. You will meet practical difficulties in the carrying
out of that bill, if you pass it with 12, that you gentlemen do not see
now, but which we see, having figured it out on a piece of paper.
You are going to have difficulty in dividing up the country with
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respect to these regions. Do you appreciate the difficulty? That
each town is going to want to have one of these regional banks?
There are going to be overwhelming difficulties and embarrassments.

Senator REED. That, however, is aside from the question of——

Mr. WexLER. The question of economics, yes.

Senator REeD. That has to do with the difficulty of putting the
plan in operation; but what I am trying to get your idea on—and I
think I have got it, now—is the reason you bankers favor this bill as
amended, or one reason, and that is that it means a concentration of
the capital, and the nearer it comes to being concentrated in one
place, the better you like it.

Mr. WexLER. The concentration of capital, and especially of reserve.

Senator REED. Yes. Youget a bank—head and heart and center—
in other words.

Mr. WexiER. It is very much like the illustration, if you will
remember, Senator Reed, of the old man who, when he was about to
die, called his seven sons up and he had a bundle of seven sticks, and
he asked them all to try to break them, and none of them could. He
pulled one out after the other and broke them up, and they said,
“That is easy.”

That is the proposition. If we get all these reserves in one spot,
we will have a bank with the largest gold reserve of any country in
the world, and we will have so strong a commercial and financial
center that France and England and Germany will be insignificant to
us in importance in the commerce of the world. But if we scatter
these in 12 institutions, owned by 12 different States, you are bound
to have competition between them. Human nature is the same every-
where, and this provision that you have here for requiring one Federal
reserve bank to discount for another is going to involve these banks
in endless difficulties. If you come to a Federal reserve bank in New
Orleans and think that they must discount for the Federal reserve
bank in California, and the Federal reserve bank in New Orleans is
not in a condition to discount, I would tell you: ‘I will not do it.
This money belongs to other stockholders, and I have not the right
to take this money out of their pockets and send it to California.”
You would be up against just that proposition.

Senator REED. Let me }ollow that a little bit. I just want to get
your ideas. If you had a Federal reserve bank in New Orleans and
one in California, and the California bank called for aid and you got
orders from the controlling board to send them a million dollars, you
gould decline to do it if you thought your bank could not afford to

o it?

Mr. WexLER. Precisely.

Senator REED. You added to that this statement, that it would
not be right; you would decline, because you would not take the
money from that district and send it to another district. Suppose
you had one central bank. This money would not have been in
New Orleans at all; it would have been in Washington or some other
place where that bank is situated. Do you think that is preferable ?

Mr. WEXLER. Yes, sir. There would have been no more in New
Orleans than what was needed in New Orleans, and no more in the
other place than what was needed in the other place, and if the money
all belonged to one set of stockholders it would be properly within the
province of this board to distribute it where it was needed, all over
the country. '
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Senator REED. But it would originally all have been sent from
these various places out of their respective communities to some
central point, and to that extent would have bled those communities
of that money?

Mr. WexLER. Only constructively, not actually. For instance, the
head of the Federal reserve bank, or the central bank, if we should
have one, would be in Washington, and they would establish not 12
branches, but probably 200 branches throughout the United States,
and the money would be kept in these various branches in the United
States. With the central board, having the control, fixing the rate of
discount for its branches, raising and lowering it according to condi-
tions, and directing the management of all these various branches,
there would be one ownership, one reserve, one statement, and there
would be such a vast base upon which the credit of the country woulid
rest that it would be impregnable.

Senator REED. I catch that point; but about the distribution of
money. You met what I suggested by the further suggestion that we
would not have one centra% bank, but one central bank with many
arms reaching in every direction ? :

Mr. WEXLER. Precisely.

Senator REED. So let us say that one had 12 arms. Why would
not the first 12 branches, as were originally proposed in this bill, the
12 systems, be substantially identical in regard to the matter of the
distribution of money %

Mr. WExLER. Because of the difference in ownership. The essen-
tial thing is the ownership of the bank. If you will permit the capital
to be contributed to the 12 regional banks to be put into the Federal
reserve board, and the stock issued from that Federal reserve board,
and let it apportion it among the 12 banks, then the situation wouid
be identical.

Senator REED. Do you think that would be preferable ¢

Mr. WexLer. That would be a central bank. You come right
back, then, to that proposition. But suppose, now, Mobile, which is
a sister city of ours, and a people of whom we are very fond, should
get, into hard straits and need moaney badly. If we had it, we would
be glad to rediscount it for it.

Senator REED. And strain yourselves a little to do it ?

Mr. WExXLER. And strain ourselves a little to do it; but if we had
our local reserve loaned up to the handle ourselves, we would say,
“We are sorry, but we can not help you.” We would have to say
that. That would be a duty upon us, because if we broke ourselves
in trying to help somebody else, the only criticism would be to say,
“You did a foolish act.” Nobody would say, “ You did a generous
act.”

Senator REED. I think I catch your point. I want to ask you
now about another matter. Of course you have examined this bill
and you have spoken about the chairman of the board of directors’
duty under this bill. Of course the chairman is one of the men ap-
pointed by the Federal reserve board.

Mr. WEXLER. Yes, sir.

Senator REED. You say that, generally, the chairman of the board
in the ordinary practice of banl%ing is not an important individual
unless the chairman of the board happens also to be the president of
the bank ¢

Mr. WexLER. Or the active mapager.
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Senator REED. As you understand this plan, is there anything in
it that would take away from the president of the bank that degree
of management and control which the president of a bank ordi-
narily has when he is backed up by a board of directors that are in
harmony with him, or the majority of which is in harmony with him %

Mr. WexLER. Nothing, except the fact that the chairman will

reside. The chairman of a board, as you understand, presides at the

oard meetings. What is the object of a board meeting? At the
meeting of the board of directors, after the minutes are read and the
loans are read that have been made, and loans are submitted and

assed upon and the details of the institution are discussed, etc.:
Eere is the chairman of the board; he is not a member of the man-
agement at all; he is in no position to bring these matters to the
attention of the board. That is the duty of the governor.

Senator Reep. He is, under this bill, so much of a figurehead that
he is not even in good condition to lay the business of the bank before
the board of directors ?

Mr. WexLER. Absolutely not.

Senator REED. Then, if I get you right, the president of the bank
and the majority of the board of directors will run this bank abso-
lutely, except as the espionage of the central board might prevent %

Mr. WexLER. Or interfere; that is exactly it.

Senator ReED. So that if the banks elect three bankers directors
and then elect three other directors, I suppose you would concede
those three other directors of course woul %e friendly to the banks
and desirous to serve the banks as the directors in class B should be
ready to serve the banks, or the same as in class A? What you will
do, as a matter of fact, will be to get three men that will act in har-
mony, three men in class B who will act in harmony with the three
men in class A?

Mr. WexLER. That is a very distinct mistake, and it is an impres-
sion of which I would like to disabuse the minds of the gentlemen of
this committee. When we select the board of the bank we do not
consider whether this board is in accord with the president. We
pick out & man who is an experienced wholesale groceryman, another
man who is a retail dry-goods man, another man who is in the machin-
ery business, another a planter. Why? Because when these propo-
sitions arise from persons engaged in these various lines of business
it makes it possible for us to have men who are more or less expert
in the particular line.

Senator REED. I understand that, but all these men are members
of the board. They are stockholders in the bank and they are inter-
ested in its welfare.

Mr. WEXLER. Yes, sir.

Senator ReEDp. Therefore when you pick men who are experts in
these various lines of adventure, you, of course, know when they
come to sit on the board they will use their best judgment ?

Mr. WEXLER. Yes, sir.

Senator REED. Do you mean to tell me that you or any other man,
not more selfish than the average man, but just using the ordinary
business sense, will not get three men that are going to side with the
banks rather than with the Government in these matters ?

Mr. WexLER. I certainly do not, unless the Government were
endeavoring to impose something that we did not believe was right.
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Senator REED. I do not mean that they are going to be bad men,
but I am talking about who is %oing to control in that board of direc-
tors. Who is going to control?

Mr. WexLER. The people that have put the money in the bank,
who have invested their money, are going to control, and they ought
to control.

Senator REED. The banks are going to control ?

Mr. WexrER. Yes, sir; there is no question about that.

Senator REED. There is nothing in this bill, is there, that provides
that those three men who are elected —that is, all of the directors of
class B—may not own any amount of bank stock they want to own?

Mr. WExLER. No; there is nothing in there to prevent their owning
bank stock.

Senator REED. The ‘only bar there is that they shall not actually
do business with the banks, and shall not be interested as an officer
of a bank?

Mr. WEXLER. Yes, sir.

Senator REEn. And as their election makes them officers they
can not hold two offices very well, and as they can be stockholders to
any amount, it might work out that the largest stockholders in the
bank would qualify themselves for these positions by resigning their
offices in the bank; so that, in fact, the six men might all be wealthy
stockholders in the bank—these men constituting classes A and B¢

Mr. Wexrer. That would be a desirable situation.

Senator REEp. And that is what the banks would like to have?

Mr. WexpLER. 1 think it would be desirable, because the more
money you have invested

Senator REED. And you would like to have the other three, of
course

Mr. WexrLER. They would be selected by the President

Senator REED. I say you would like to have the other three ?

Mr. WexLer. No; we would not care anything about that, so long
as we had a majority.

Senator REep. That is what I wanted to get at. So that these
central reserve banks, under this scheme proposed in the bill, will be
absolutely and entirely and completely in control of the banks except
as the Government may exercise some power, whatever it may be,
through the central reserve board ? .

Mr. WexLER. The Government would have a representative on the
spot to report to it every infraction of the law, and it has the right
to taéie away the charter of this Federal reserve bank at any time it
sees fit.

Senator REED. You have no doubt that these banks would not
deliberately violate the law. The question, of course, would be—
though it is one we need not enter upon—how this control would go
in practical operation ?

Mr. WexLEr. We cover that a little bit farther on.

The CrammaN. Mr. Wexler, you spoke of what would be your
natural duty if you had charge of one of these reserve banks at New
Orleans and a demand was made upon you bg the Federal reserve
board to lend a portion of your funds to one of the reserve banks of
California. Do you think that any such an organization as the
Federal reserve board would not accord you careful consideration
to any communication you made ?
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Mr WexLER. I think they would; I think they should; but
suppose a very strong influence were brought to bear from California—
and we know how influences work; we might as well be perfectly
frank with each other. That might be a State that was antagonistic
to the particular administration at that time, and California might be
one favorable to it, and there might be a good deal of pressure brought
to bear; but if I knew that loaning money to California might break
the bank I had charge of, you can readily see the position I would be
placed in. I can not conceive of a Federal reserve board that would
endeavor to do that.

The CHAIRMAN. Do you know of a Federal reserve board that
would take an action that would cause the breaking of one of the
banks ?

Mr. WexXLER. I do not think they would if they knew it.

The CrARMAN. Your suggestions of political influence of improper
character would indicate an indifference to the welfare that might be
affected in a neighborhood that was not in compiete harmony with
the Federal reserve board. .

Mr. WexLER. Of course, such conditions might exist. I am very
hopeful that we have not reached to that point. But the point I make
is this, that it would be the natural disposition and to the interest
of one Federal reserve bank to rediscount for another if it were able
to do it, and that no compulsion is necessary. You can not imagine
lﬁowkdistasteful compulsory acts of that kind must be to a bank or a

anker.

The CHAIRMAN. Do you not, then, recognize that thereis some
force in having the right to protest and point out to the Federal
reserve board that it would be an injurious thing to such a bank to
make this required loan?

Mr. WEXLER. Yes, sir; surely.

The CEAIRMAN. Do not think that it is advantageous, then, to
that community to be allowed to protest ?

Mr. WExLER. For the community called upon to make the loan?

The CrairMaN. For the bank of a certain district to have the
right to protest?

Mr. WExXLER. I certainly do think so.

The CHAlRMAN. Would they have any protest whatever as to a
central reserve bank ?

Mr. WexvcER. There would not be any necessity for a protest,
Senator Owen.

The CEAIRMAN. Nor would there be any organization by which
they might protest.

Mr. WexLER. But the occasion to protest would never arise.
There would never be surplus money in any one place that was
needed in another.

The CrAIRMAN. The point to which I call your attention is that
the protest which you might make as the manager in charge of a
reserve bank you could not make after there was any such organiza-
tion because these funds would all be in the central reserve control
dirﬁctly, or no organization by which you could protest. Am I
right ?

Mr. WEXLER. You are right in the suggestion, if the condition
existed. But if you had a Federal reserve bank it could not exist,
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because all the money would belong just as much to San Francisco
as it would to New Orleans or New York, or any other place.

The CaAIRMAN. And in that contingency the reserve which would
be furnished by the banks in the country surrounding New Orleans
would be capable of use by a Federal reserve board, the protest of the
banks surrounding New Orleans to the contrary notwithstanding ?

Mr. WexLER. Absolutely.

The CrAIRMAN. Do you think that is desirable?

Mr. WexLER. 1 think it is eminently desirable, presuming always
that you bad a Federal reserve board that knew its business.

The CmAIRMAN. Was that a part of your original proposal?

Mr. WexLER. That goes WitEOllt saying, that it should know its
business. If it were made up of the various districts of the country,
I think each one would see to it that its own particular section was
not slighted. This country is so big and the crops are so diversified
and the nature of its business is so different that the demand for
money in different places differs at different seasons of the year.
The Hederal reserve board, properly constituted, would see to it that
when the surplus permitted at one place it might be sent out to Cali-
fornia when the fruit was being moved, or out to Minnesota when
the grain was being moved. That is where the advantage of having
the funds under oune control exists as against having it under twelve
different controls.

Senator Reep. How would it be if you just came down to the Gov-
ernment and did not have any central reserve banks? How would
it do to take the plan that now exists and enlarge it and make it so
that it would be more flexible ?

Mr. WExXLER. I do not think the Government ought to be in the
banking business.

Senator REED. I am not speaking about it being in the banking
business. I am speaking about letting the banks or groups of banks
have some of its money.

Mr. WEXLER. You mean similarly to the method being pursued
just now?

Senator REED. Yes, of course; only enlarging it and perfecting it.

Mr. WexXLER. The method of doing it is quite cumbersome

Senator REED. I am speaking about fixing that part of it, assuming
that it can be fixed.

Mr. WEXLER. A number of experienced bankers might be able to
set down a figure exactly by which some system could be evolved of
that kind, but it is so contrary, in our opinion, to sound finance, that
we never conceived the idea of having the Government in any way
mixed up in the banking business. e have no other machinery for
helping ourselves. I will state our case right now. We borrowed
such money as the law allows us, and we are using it to move our
cotton crops, our rice and our corn and the various business that
comes through our port. I can not get any more; I have not the
1ight.

gSenator ReEDp. Suppose you were given the right. I do not want
you, in answering my questions, to answer whether you think that
the present system just as it stands would be adequate, but whether,
since you gentlemen all, thus far, seem to want a central bank—
one power—how would you like to have the Government of the United
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States, under a plan similar to the one now existing, simply to furnish
money when it was needed to the groups of banks?

Mr. WexLERr. I would be very much opposed to it, Senator, for
this reason: The moment any section would make application to
the Government for relief it immediately attracts attention to its
condition, it creates fear in that particular section, and it causes a
withdrawal of money from the bank and the hiding of it.

Senator REED. You are speaking now of cases of emergency ?

Mr. WEXLER. Yes, sir.

Senator REep. I am speaking now about the right of the banks
of New Orleans, through their clearing house, to come up here to
the Treasury and say to the Secretary of the Treasury or to a branch
of the Treasury—it might be in New Orleans—‘We need money
to move crops, and here are our securities. We would like to have
some (Government money.”

Mr. WexrER. It would not be practical, Senator. The Govern-
ment has no machinery for handling it in that way. It is a cum-
bersome method, at best. It has to surround its operations with a
lot of red tape, and the Government does not always have the money.

Senator REED. I am assuming that it has.

Mr. WexLER. But, Senator, this is the one thing you ought to get
into your mind, and that is the further you can separate the Govern-
ment from the banking system of the country the better it is. When
the Prussian Army was encamped in the streets of Paris, in the Gar-
dens of the Tuileries, the banks of Paris paid 100 cents in gold against
their bank notes just the same. Why? Because the bank was sepa-
rate in its reserve against these notes from the Goverpment. In the
city of New Orleans, where we had the Citizens’ Bank, with a gold
reserve of 35 per cent against its outstanding notes, when the Federal
Army occupied the city we went right on paying those notes—until
Gen. Butler came in and took the gold. €Ve paid right up to that
date.

Senator NELsSON. I was there at the time.

Senator REED. I want to say, in view of the confession of the Sena-
tor from Minnesota, that you probably know, Senator, that the stat-
ute of limitations has run %

Senator NELsoN. I want to tell you one thing: You are not old
enough to remember it, but their State bank currency was good, and
they had no change. They would take a dollar bill, or a two-dollar
bill, or a five-dollar bill and cut it into halves, crosswise, and each
half would pass current, just as good as gold. That was in 1862
and 1863.

The CrATRMAN. The Senator says he was there. He did not say
he got any of it. [Laughter.]

I\%r. WEXLER. Suppose we got into a general war with a big coun-
try, and we needed a lot of money, and we had to sell bonds. Do
you not want this big banking system to be able to absorb these
bonds so as to furnish the Government with the gold necessary to
carry on an operation of that kind? If it—the éovermnent——had
loaned its mopey to the banks, and the banks had loaned it out to
merchants and farmers and had to call it in, it would create a panic.

Senator REED. Of course everybody understands that in the case
of desperate war the fact that there was a gold reserve elsewhere
than in the Government would be very desirable; yet you would
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hardly think that a banking system ought to be constructed so as to
meet emergencies, disregarding payments

Mr. WexLER. Oh, certainly not; exclusively with that idea.

Senator REEp. What I was trying to get at was just your idea.
I do not want to argue, because we would not gain anything by
doing that.

Mr. WexLER. No; of course not.

Senator REED. Suppose the Government of the United States was
to simplify and enlarge the %)resent Aldrich-Vreeland Act and make
it so that banks or groups of banks could come here and get money
to0 move crops in two ways, by the deposit of money in the nature of
a loan or even in the issuance of money in case the Government found
that necessary. Why would not that relieve the present situation
to a large extent?

Mr. WeEXLER. I will tell you why, briefly. It could be said in a
very full manner, but I am only going to say a little on the subject.
Every bank in a particular city does not necessarily need money at
the same time. Suppose our bank desired to avail itself of the Aldrich
Vreeland bill, as amended, in the manner that you are going to sug-
gest. It would have to go before the clearing house and expose its
condition to all the other banks in the city. They would have to
come in and pass upon our securities, the clearing house would have
to guarantee the repayment of the loans. Then you would have to
send your securities up here to be passed upon. By the time you
went through all of that it would not be worth a cent.

Senator REED. You are talking consistently about the present
condition not being simplified. T am assuming that there are methods
for the simplification of it and giving the right relief. Now, as a
parallel of what you say, suppose that these banks belong to the
central reserve bank; that is, to one of these 12 banks; or if you have
a central bank and want to get relief, would you have to expose your
condition ?

Mr. WexLER. They would go up to the central bank and say:
“Here is $1,000,000 of good notes. Can you discount them ?”

Senator REep. How do you know ?

Mr. WexLEr. Because they have men in charge of the bank that
know the conditions and have investigated them.

Senator REED. It is a local bank ?

Mr. WEXLER. Yes, sir.

Senator REED. A local regional bank ¢

Mr. WEXLER. Yes, sir.

Senator REEp. You would have a local regional bank in every
State ?

Mr. WexLER. I would have a branch of a central bank in every
city of any consequence.

genator REeED. Then there would not be any use of going into the
banking business unless you belong to this organization ?

Mr. WexrER. I think every bank would naturally become a
member of that system.

Senator Reep. This would be very powerful-—

Mr. WexLER. And very satisfactory.

Senator REED. Power would cut some figure ?

Mr. WexLER. That would be the least of it. Here is what we
suffer from: A bank has all of its liabilities payable on demand.
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Anyone can come there and demand his money. It is loaned out to
keep the wheels of commerce greased. Where can the banker go to
get the money to satisfy that demand? He has simply got to throw
up his hands and shut his doors and fail. What I wanted to do is to
provide a central bank where it can take its portfolio and go over
to that central bank and get enough money to pay every single man,
woman, and child who has got a dollar in there, upon demand. They
would soon be redepositing it in the same bank.

Senator REED. I agree with you that that is the principal trouble
with the banking system. It 1s so arranged that every obligation
of the bank is due on a moment’s notice, barring time deposits, and
every credit of the bank, everything that is owing to it, is out for 30
or 60 or 90 days. If you can take those securities and go to a pri-
vately owned central bank and get your money and it can discount
it safely, why can not the Government of the United States do the
same thing ?

Mr. WExXLER. Because it can not get itself in shape to do it.

Senator Reep. Why not ?

Mr. WExLER. Because I can not conceive of any machinery
operated by the Government that could or should be used for this
purpose. What is the use or advantage of mixing the Government
up n it? What is the use of using something worse when you have
something better at hand?

Senator REED. I can say to you frankly, in my humble judgment,
if you agitated it for 25 years longer, the people would never vote for
a central bank. I want to get your idea of a privately controlled
central bank. I was trying to get your idea upon the thought of a
Government-controlled central bank.

Mr. WexrEer. I am in favor of a Government-controlled central
bank.

Senator REED. Absolutely controlled by the Government?

Mr. WEXLER. Absolutely controlled by the Government, but with
representation from different sections of the country; but the con-
trol should be in the hands of the Government. I am not afraid of
that. We are in favor of that, but we do not want the Government
to guarantee the notes or to be any part of the system except to
control it and to see that it is operatedp for the good of everybody.

Senator REED. You want to issue the money?

Mr. WEXLER. Surely. We want to issue the paper, the circulating
medium; we do not want to issue money.

Senator REED. You want to issue paper. Commercially we call it
money and it goes as money.

Mr. WexLER. Certainly. It is highly advantageous.

Senator REED. If I get your idea, it would be one great central
bank with numerous branches running into every community of the
country ?

Mr. WEXLER. Yes, sir.

Senator REED. And the Government would control absolutely that
central bank ¢

Mr. WExLER. Control it, yes; but there would be representation.

Senator REED. How is it that you are willing to completely sur-
render the control if you have 1 bank, but unwilling to surrender the
central control if you have 12 branches ?

Mr. WexLER. We are.
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Senator ReEp. I understand that the very thing that you contend
for here is that the Government ought not to undertake to manage
or control these 12 branches ?

Mr. WexcLer. No; we have only asked for a minority representa-
tion by the Federal reserve board.

It is necessary because of their expert management. That is where
the business is going to be done and that is where the local knowledge
of conditions must be and where the people have their money in-
vested. The people have their own money in there and their friends’
money, and tlrl)ere is a local reputation to maintain.

Senator REEp. I think I understand you. You think that a lot of
bankers—that is, all the bankers of the country, nearly—would put
their money into an enterprise and trust to making one central bank
a bank of issue and a bank of deposit, and they would trust that to
officers appointed by the Federal Government ?

Mr. WEXLER. Yes, sir.

Senator REED. And that that could be safely done?

Mr. WexiLEr. That could be safely done.

Senator REeEp. But that the moment you transfer those powers
into the Federal authority having still the same control, it is
dangerous %

Mr. WexLER. This Government should have control, the banks
minority representation. The Government would not dare to do
anything that would not be right. Public opinion is the great
corrective influence in this country.

Senator REEp. That is what I think would be true if we had a
Federal bank instead of a bankers’ central bank. I think public
opinion would control.

Mr. WeXLER. Senator, what do you want with a Federal bank?
If you have a Federal bank the whole thing is as weak as its weakest
ling. If anything happens the whole thing breaks down. If you
émix them in together and anything happens the whole thing breaks

own.

Senator REED. What becomes of your stick argument? You
say if you take two sticks separately they are stronger than the two
sticks tied together %

Mr. WExLER. That is a different proposition altogether. They
are not the same kind of sticks. One is a rope of sand, the other
the stick.

Senator REED. No.

Mr. WExLER. Absolutely. The Government has absolutely no
money except what it takes away from the people; and under the
principles of our party they ought not to take 1 cent more than the}y;
actu ff need. That is the principle of the Democratic Party, wit.
which 1 am affiliated. Consequently the Government has no business
with a lot of money to be scattered around. If it takes any more by
taxation than is just and proper for running the Government, it is a
wrong principle. But we have gone along many years without any
trouble. You can have a war any time that will cost this country a
thousand million dollars. Where will you get the money? You
would have to go around and get the bankers to buy your bonds.
Do you want to be behind another thousand million of notes, with
the possibility of having to sell a thousand million of bonds? Would

9328°—S. Doc. 232, 63-1—vol 1—-5
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you bring the whole structure down at one time? You must look to
the future.

Senator REED. We are getting a little away from what we were
talking about.

Mr. WexLER. No, we are not.

Senator REED. We always get to talking about war.

Mr. WexLER. I am talking about what could very well happen.
It happened in 1776, and in 1812, and in 1845, and in 1860, and in
1898. We have had one about every 30 years since we have been a
Republic, and we are about due for another one.

enator REED. But we have not had a war since 1860, of course——

Mr. WexLER. How about the War with Spain ?

Senator REED. That did not amount to as much of a war as some
good strike on a railroad.

Mr. WExLER. It cost us $300,000,000, I think.

Senator REEDp. And it will cost us more when we get through pay-
ing pensions.

. WEXLER. Yes, sir.

Senator REep. But I think that is aside. If you had this great
central bank and the Government was liable to go down, do you
think that bank would stand %

Mr. WexLER. Absolutely, like a rock.

Senator REED. But you think now, if the banks were to put this
money into the hands of the Government, that both banks and the
Government would go down together %

_Mr. WexiER. I do, emphatically; just as certain as that the sun
rises.

Senator Reep. What do you think about the creation of these
enorm;)us financial powers outside of the Government, in times of

eace
P Mr. WexvLER. That is all right. We should dominate the financial
business of the world.

Senator REep. Would not they fix the discount and the rates of
interest for the entire country %

Mr. WExXLER. Yes, sir.

Senator REED. Would not that be a powerful factor?

Mr. WExLER. Yes; to that extent.

Senator REEp. And you think that ought to be the case in the
Republic ?

. WEXLER. Yes, sir.

Senator REEp. If it put its power in behind a great railroad
project——

Mr. WexLER (interrupting). If the business of the country was
going too fast, and everybody was expending too much and buying
too mar(l{y automobiles, and every man wanted to buy his neighbor’s
land and build houses there, they would raise the rediscount rate and
cause a slowing up. On the other hand, if business became dormant
and dull and needed stimulation, put the rate down and stimulate
business.

Senator REED. In other words, they would be the great regulator
of all the commerce of the country %

Mr. WEXLER. Absolutely. .

Senator REep. They could make business prosperous, or they could
shut down on it ?

Mr. WexLER. They could, yes, to some extent; they could do that.

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



BANKING AND CURRENCY. 61

Senator REEDp. Under similar circumstances, what could the Czar
of Russia do? He could not do any more, could he?

Mr. WexLeR. All they have to do, all that this central bank has to
do, is to furnish credit for carrying on the business of the country.
If more notes were demanded than 1n its judgment it was safe to put
out, it would not do so. If you put in charge of that bank a board of
directors of crooks and incompetents, why they could of course wreck
for the time any business. '%hey could create havoc; but it would
not last long. You would have a certain mincrity member on that
board representing the business interests of the country; he would
soon arouse public opinion—and public opinion will check any abuse
in this country; I do not care what it is or how bad.

Senator Hrrcrcock. Do I understand whether this is a single bank
or 12 regional reserve banks you favor a central board of control
here in ﬁrashington, appointed by the President ?

Mr. WEXLER. Yes, sir.

Senator Hrrcrcock. You are not at all afraid of placing the finan-
cial interests of the country under such a board of control ?

Mr. WexLER. Not if we have a minority representation.

Senator HircHCcOCK. You are confident enough of being able to
influence the actions of the central board
- Mr. WEXLER. It is not that. We are confident enough. If we
know what the majority is doing we can check it before the abuse
goes too far without any idea of using any undue influence.

Senator HrrcaCcOCK. Of course the financial interests of the coun-
try would have a tremendous interest in the control of that board—the
actions of the board ?

Mr. WexLER. I do not think so. My dear sir, the banking inter-
ests do not want anything but peace and quiet and safety. The
banker wants to sleep at night. }I)‘hat is all he is asking.

Senator Hrrcacock. I think perhaps you misunderstood me. I
have understood the whole tenor of your argument to be that you
were vitally interested in the personnel of the board ?

Mr. WEXLER. Yes, sir.

Senator HrrcHCOCK. And of course you must be interested in the
actions of the board %

Mr. WexLER. Unquestionably.

Senator Hrrcacock. And the 25,000 bankers of the United States,
if they were all in the system, would be vitally interested in the organi-
zation and the selection of the board ?

Mr. WexLER. Precisely.

Senator Hircrcock. It would give them a tremendous interest in
presidential elections %

Mr. WexLER. No, I do not think so. I think any President who
was honored by the nomination of the }l)gople of this country could

retty safely be trusted to put the right kind of men at the head of a
gank of that sort. If I did not think so I would feel that the time
had come to change our form of Government.

Senator Hrrcacock. You have a perfect organization of bankers,
have you not?

Mr. WexLER. Each one is a separate entity. We have no organi-
zation except for discussing our general affairs just as the merchants
do and the hardware men and lawyers and doctors.
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Senator Hrrcacock. You came here to-day practically with the
banking interests of the United States united, represented by a small

body ¢

MZ‘. WexLER. Precisely.

Senator Hrrcucook. It is possible you might be united in an
election ?

Mr. WexLER. I can not conceive of it. We are only about 24,000
bankers. If we all voted for one man it would not be more than a
drop in the bucket. I do not think it would be all one way.

(At this point the committee took a recess of 10 minutes, after
which the following proceedings were had:)

The CaairMAN. Mr. Wexler, the Senator from Ohio would like to
ask you a question.

Senator PoMERENE. Mr. Wexler, a moment ago, in stating your
objections to the regional bank system, you used this illustration
as I recall-it: That if California should want $1,000,000, the central
board might say to the regional bank in New Orleans, “ You send
$1,000,000 to California.”

Mr. WexXLER. Yes, sir.

Senator PoMERENE. And you suggested that you might not be in
condition to do this?

Mr. WEXLER. Yes, sir.

Senator PoMiRENE. And that if you did do it, it would be an
injustice to your own people %

Mr. WEXLER. Yes, sir.

Senator PomereENE. Well, why do you assume under those cir-
cumstances that this central board would make an order of that
kind that would work a hardship to the New Orleans regional bank %

Mr. WEXLER. I do not assume that they would.

Senator PoMERENE. Well, you suggested that it was a proba-
bility—or, a possibility, at least.

Mr. WexLER. Surely a possibility; but I did not assume that
they would.

Senator NELsoN. They have the power?

Mr. WexLER. They have the power to do it.

Senator PoMERENE. I did not understand.

Mr. WexLER. I say, they have the power to do it.

Senator POMERENE. But it seems to me that you are in error
when you assume that they would do this thing which was wrong
sirﬁ)ly because they had the power to do it.

r. Wexrer. Well, my dear sir, you must admit that you would
never as a man, in any of your general affairs, give anybody else the
power to ruin you, even though you have not the remotest idea he
would ever exercise that power.

Senator PoMERENE. Very well; let us go to your other illustration.
In speaking of the central bank, you say that if New Orleans wanted
to move her crops——

Mr. WexLER (interposing). Yes, sir.

Senator POMERENE (continuing). All she would have to do would
be to go to the central bank and get the money ¢

Mr. WEXLER. Yes, sir,
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Senator POMERENE. Is it not just as reasonable to suppose that
the board of this central bank might refuse to give you your money
when you needed it——

Mr. WExLER (interposing). Yes, sir.

Senator POMERENE (continuing). As it is to assume that the board
which had control of the regional banks would crder you to do a
thing when you ought not to be required to do it?

Mr. WExXLER. Yes, sir; and the central reserve board should have
the right to refuse to give it to me. They should have that right,
for this reason: If in our section of the country everybody had
a craze, for instance, for holding their cotton, and everybody was
spreading out; and if we called for more money than we ought to
have, and we were in an expanded condition—if that central bank
was properly run, it should say: “No, you can not get any money;
you sell your cotton, and draw in your horns ang go more con-
servatively.” .

Senator PoMERENE. I agree with you, Mr. Wexler, that they ought
to have the power to do it.

Mr. WExLER. Exactly.

Senator POMERENE. But they might as well misuse that power in
the case of the central bank, as the central board might in the case
of the regional bank; and it seems to me—this is my point—that the
power is as liable to abuse in the one instance as it is in the other.

Mr. WexLER. I do not think so. The situation is altogether
different. For instance, the central reserve board would never use
the power to say: ““Here, you are not lending enough money down
there in your country; you go and put out more money; loan every-
body down there all they want.” They would never use that kind
of power. And I would not give the power to demand of a bank
that it must lend somebody else where it is contrary to its judg-
ment; but I certainly would give it the power to refuse to lend.
There is the essential difference.

Senator POMERENE. And they might refuse it at the very time you
needed it.

Mr. WexrLER. That is right; and it might be wisdom to refuse.
I have had many a man come to me for a loan that needed it very
much, and I have turned him down. And I have also had banks
come to me for a loan that needed it, and I have turned them down;
and they failed because I would not give it to them—because they
were not entitled to it, and the loan, if made, would not be repaid.

Senator PoMERENE. I simply called your attention to this fact,
because I realize the possibility of power being abused in either
instance.

Mr. WexXLER. Yes, sir,

Senator PoMERENE. And I do not think that the one is more
objectionable than the other, as I say.

{Wr. WexLER. I see your point.

Senator SEAFROTH. Mr. Wexler, relative to the matter that you
first referred to, on arriving, that relationship of the Bank of England
and the European banks

Mr. WEXLER. Yes, sir.

Senator SEAFROTH. We ultimately did not disagree very much as
to that matter?

Mr. WexLER. No, sir,
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Senator SHAFROTH. But I want to read to you a little %aragraph
from Walter Bagehot’s book, Lombard Street, which probably clears
the matter up more thoroughly than we did. He says:

In London no banker has a chance of being a Bank of England director, or would
ever think of attempting to be one. I am here speaking of bankers in an English
sense—those who accept deposits subject to check. Not only no private banker is a
director of the Bank of England, but no director of any joint-stock bank would be
allowed to become such. The two situations would be taken to be incompatible.
The mass of the Bank of England directors are merchants of experience and drawing
a considerable capital in trade, in which they have been brought up and with which
they are well acquainted. The direction of the Bank of England has for many gen-
erations been composed of such men.

Mr. WExLER. Yes, sir.

Senator SHAFrRoTH. That is, I believe, the correct explanation.

Mr. WextER. I am very glad you brought that up, because one
point I overlooked with regard to the Bank of England is this: The
stock of the Bank of England is not owned by the banks.

Senator SmarrorH. No.

Mr. WexLER. Banks are not required and compelled to subscribe
to the stock of the Bank of England.

Senator SmarrorH. No.

Mr. WexLER. The banks have no interest in the bank, except to
borrow from it.

Senator SHAFROTH. They can not be subscribers.

Mr. WexLER. They may be——

Senator SHAFROTH. No; I think not.

Mr. WexLER. They may not be, then; I am not sure of that. The
case is not analogous at all. ’

Senator SHAFROTH. Yes; but the question is that that power of
lowering or raising the discount rate on paper affects the marlget value
of all securities, and the result is that it would be an improper thing
or an incompatible position for a person to be in a banking business
and dealing in securities, perhaps buying and selling stocks and
bonds, and at the same time knowing in advance just what the action
of the board would be.

Mr. WexLER. We thoroughly agree that the controlling members
of this board should be men more or less disinterested, so far as any
bank is concerned. There is not any argument on that.

Senator CRAWFORD. Mr. Chairman, I would like to ask a question
'i)efore this witness leaves the stand; I have been waiting for two

ours.

Senator REED. I thought there might be some delay in finishing
with this witness, and I was about to submit a motion to adjourn.

Senator CRAWFORD. But this witness may be excused and may not
be here to-morrow. It is a very small matter; but I want to get it
in the record.

Senator REED. I do not want to shut your question off. If you
are not content to take it up in the morning, I will not make the
motion, but if you are, I prefer making the motion.

Senator CRAWFORD. It 1s only a question to and relates to a matter
I want to follow in this bill; and I want to get it in the record, be-
cause it affects very much a very large number of small banks.

Senator WeEKS. Mr. Chairman, I desire to ask the witness some
questions, and if there is a desire to adjourn, these various questions
may delay the adjournment considerably. Will the witness be here
to-morrow §
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The CrairMAN. He will be here to-morrow. We have a caucus
to-night at 7 o’clock.

Senator HrrcEcock. Will the committee meet to-morrow morning #

The CHAIRMAN. Yes.

Senator NELsON. I suggest that we adjourn until 10 o’clock
to-morrow morning.

Senator CRAwWFORD. I only want to ask two or three questions.

Senator Hrrcacock. I suggest that the Senator be allowed to ask
the questions he desires. ’

The CHAIRMAN, In the absence of objection that will be done.

Senator CrawrorDp. The question I want to ask, which is largely
on account of the fact that all of the banks in my State are in the
situation I will suggest, is this: You stated that if you were called
upon at New Orleans to discount paper in California, and you thought
it was against the interest of your community, you would refuse to do
it. I want to call attention to the fact that in one of the western
agricultural States, which has not a city in it and whose largest town
has not more than 15,000 people, there are 102 national banks,
capitalized at from $25,000 to $100,000 each. By this bill, if it is
enacted in its present form, Congress will go into that State with a
big stick, and 1t will say to these little banks, ¢ You are required to
take a million and a half dollars out of your loanable assets.” It
would be reducing their loanable assets, would it not ?

Mr. WExXLER. Yes, sir; it would.

Senator CRAWFORD. You are required to take $1,500,000 out of
your loanable assets that are now being employed in such little com-
munity, developing that new growing State, money that you are
now loaning to the farmers and stockmen and retailers.

Mr. WEXLER. Yes, sir.

Senator CRAWFORD. You are required to lift that money out of
your banks and away from your local customers. Under the penalty
of dissolution, we compel you to invest it in stock in a regional reserve
bank, 500 or 600 miles away, outside of your State entirely and
beyond the reach of ordinary business transactions, for the purpose
of capitalizing an institution of that kind. We are not going to allow
you to have more than 5 per cent on your investment—you are now
making 12, or 15, or 20 [laughter]—but on this money we are going
to compel you, by a big stick, to lift out of your banks here and take
away from your merchants, and your stock growers, and your farmers
and put it over there; and we will only let you have 5 per cent on it,
and we will not allow you to have any voice whatever in its final
control——

Mr. WexLER (interposing). Control; yes, sir.

Senator CRAWFORD (continuing). Control over it. And.unless you
have got a certain class of paper that we prescribe in this bank (of
which you have none and will not have) you can not rediscount any-
thing that you have in the way of paper in this bank. Now, does that
comport with your idea of what is just and fair to the little banker in
this country ?

Mr. WexLER. It does not, except—— . .

Senator CRAWFORD (mterposingg. Does it comport with what is
fair and just to the small customers, and the farmers, and the mer-
chants, and the tradesmen in those small communities that are now
getting that money ?

Mr. WexLER. No.
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Senator CrRaAwFORD. Do you know anything in the history of
banking legislation, in this country or any other, where such a
thing as that has been done or attempted ¢

Mr. WexLER. I do not know of any instance in any countr
where any man has been called upon and compelled to invest his
money in something, whether he wanted to or not.

Senator CRAwWFORD. That is what I mean.
~ Mr. WexrER. But I think you have drawn your picture in rather
a dark and gloomy manner.

Senator Crawrorp. Well, if I have, I should like to know wherein
it is defective.

Senator NELsoN. How about the deposits ?

Senator Hitcacock. Mr. Chairman, can not we adjourn at this
time? It is getting late, and the witness will be here to-morrow.

Senator McLEAN. Let him answer that.

Mr. WexLER. I will answer it. I do not think there ought to
be any compulsion about the subscribing to these banks. I think
the proposition should be made sufficiently attractive—or, at least,
not so disadvantageous—but that banks will want to come in; and
I think that can be done without any sacrifice of any fundamental
principle.

Now, your banks that you refer to will have to contribute this
$1,000,000 or $1,250,000 toward the capital. There is no hardship
upon them in doing that at all. You have got a new State, a grow-
ing State; and anﬁthing which contributes to stable conditions in
the United States helps your State and mine and every other State.
Under our present banking system we have no stabfe conditions;
we are on the mouth of a precipice all the time. We never know
when things are going to blow up.

Senator CRaAwroRD. Then, you think that the benefit we will get
there is this public-welfare benefit

I\Ifr. WexLER. Not only public benefit, but your own benefit as
well.

Senator CRAwrorD. Well, you big banking people in New Orleans,
and Chicago, and New York, who %ave been working on this great
banking scheme, have you really considered very much the inte-est
of our little fellows ?

Mr. WexLER. Yes, sir.

Senator CRAWFORD. With these small agricultural banks in country
communities ¢

Mr. WEXLER. Yes, sir; I assure you we have. We have some 500
or 600 correspondents among such banks, and we have considered
theni1 very carefully and many have offered the same argument that

ou have.
Y Now, let us go on just a little further. You say they will not have
any of the kind of paper that can be discounted. That is an exag-
geration; they have enough of that paper to rediscount every day to
take care of their requirements. For instance, you have made the
requirement in the bill that rediscounts must be of paper not running
beyond 90 days. Suppose a bank wanted to borrow money on the
1st of March, for instance; and they went to their portfolio and found
that they had $5,000 maturing in 90 days, out of a total of $100,000.
They could use that much. They take that and discount it. Then
in another 90 days, they would have that much more; it might have
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been originally a six months’ note; but three months has run on it,
and it still has 90 days to run. They can rediscount all of that. And
all through the three months’ period they will have other paper
accumulating which they can rediscount. And then there is the
sense of security the banker can feel, so that he can do his business
with confidence and say to his customer, “John, you can get the
money you need’—and knowing that he can give it to him. That
is worth a whole lot in the banking business.

Senator Crawrorp. Why not make it optional, so that if he feels
that he can get any benefit out of it he can go into this; and if he can
not get any benefit from it he can stay out?

Mr. WexLER. It must be optional. If it is not optional, it has
to be made so good and advantageous that banks will come into it
anyhow; and if it is made that good, it does not need to be compul-
SOTy.

Senator CRAWFORD. But this is made compulsory.

Mr. WexrER. I know, and that must be changed.

Senator CRawrorp. Well, I will only say this, and I will not keep
you any longer: I have talked with bankers in my State, and the best
and most representative men, and they said, practically, that they
would not have occasion to use this rediscount privilege of the regional
reserve banks.

Mr. WexLERr. Well, I have heard a good many say that, and I
thought so. When we first considered this bill I objected to the 60
and 90 day provision. I said, “We objected to the 60 and 90 da
provision.” I said, ‘“We have not enough paper of that kind;”
and I looked through our portfolio, and I found that we had twice as
much as we needed.

(Whereupon, at 5.30 o’clock p. m., the committee adjourned until
to-morrow, Wednesday morning, September 3, at 10 o’clock.)

WEDNESDAY, SEPTEMBER 3, 1913.

CoMMITTEE ON BANKING AND CURRENCY,
UNITED STATES SENATE,
Washington, D. C.

The committee assembled at 10.30 o’clock a. m,

Present: Senators Owen (chairman), Hitchcock, Reed, Shafroth,
Hollis, Nelson, Crawford, McLean, and Weeks.

The CrAlRMAN. Mr. Forgan, who is your next representative !

Mr. Foraax. Mr. Wade.

The CuairmMaN. Mr. Festus J. Wade, of St. Louis ?

Mr. ForagaN. Yes, sir.

Senator WEEks. Mr. Chairman, I believe Mr. Wexler had not com-
leted his testimony last evening at the time the committee adjourned.
here are two or three Senators who desire to ask him questions. I

should like to ask some myself.

The CrairMAN. I will ask Mr. Wexler, then, to continue until the
members of the committee have finished with their questions. Sena-
tor Hitchcock, may I ask you to preside while I attend a call to the
Committee on Foreign Affairs?

Senator Hircacock. Certainly, Mr. Chairman.

I believe, Senator Weeks, that you desired to ask Mr. Wexler some
questions ¢
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FURTHER STATEMENT OF SOL. WEXLER, OF NEW ORLEANS, LA.

Senator WEEKS. Mr. Wexler, how many banks make your bank a
reserve agent?

Mr. WExLER. Our particular bank ?

Senator WEEKS. Yes.

Mr. WexLER. Well, I could hardly answer that just offhand. We
have about, I should say, 450 banks.

Senator WEEKs. Well, are those generally located in Mississippi
and Louisiana ?

Mr. WexLER. Mississippi, Louisiana, southern Alabama, eastern
Texas, southern Arkansas and western Tennessee.

Senator WEEKs. Well, you are naturally in pretty close touch
with those banks, are you not?%

Mr. WEXLER. Yes, sir; very close touch.

Senator WEEKS. It is currently reported that country banks,
generally speaking, are more favorable to the pending legislation in
1ts present shape than large banks; and the intimation is made that
there is some coercion to bring the country banks into line in favor of
this legislation. Do you know of any such thing?

Mr. WExLER. No, sir; I do not. I have rather observed the con-
trary. I found that the greatest objection to the bill has arisen from
the smaller banks. I had occasion to go to the little city of Hatties-
burg, Miss., at the request of a group of bankers about 10 days ago,
for the purpose of explaining the provisions of this bill, and the
sentiment there was unanimous against coming into the system unless
there were a great many amendments made to the bill.

Senator WEEks. Well, in the section of the country which you
represent, there certainly would be a desire to cooperate with and
further the wishes of the administration, would there not?

Mr. WExLER. Yes, there would.

Senator WEEKs. Your answer to the last question leads me to
another question: What proportion of the country banks doin
business with vou do you think would come in—national banks,
am speaking of now—under this bill, if it were not changed from the
form in which it was presented to the House?

Mr. WexLER. I think a very few, if any.

Senator WEEKS. Suppose the bill is changed to conform to the
suggestions made by the Chicago conference, what do you think the
resglglt would be?

Mr. WexcER. I think, as I said in my previous remarks, that fully
80 per cent, and possibly even more than that, would come into the
system.

ysSena,tor Weeks. How about the banks in New Orleans ?

Mr. WexiLER. I think the banks in New Orleans would all come
into the system. After the meeting in Chicago our clearing house
had a meeting, at which they expressed themselves unanimously in
favor of the system provided these amendments were made.

Senator WEEKS. You made & suggestion in your testimony yes-
terday, in your argument against establishing (or authorizing) 12
reserve banks, that one bank should not be compelled to loan its
resources to another, for sectional and other reasons. There was
one argument which came to my mind, which dyou did not refer to,
which seems to me to be especially pertinent, and that is the difference
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which will exist in the conservatism with which these reserve banks are
managed—the far-seeing board of directors of a reserve bank, believ-
ing that they see trouble ahead, will make preparation for it. Now,
they having made that preparation for it, would there be any justice,
in your opinion, in compelling them to come to the assistance of
a board of directors, or a bank, which had been managed in a
different way—carelessly and unwisely ¢

Mr. WexrER. I think it would be extremely unjust and unfair
if a bank which had conserved its resources in anticipation of a
stringent condition were forced to impair that condition, which
it had so laboriously built up, for the benefit of another section which
had pursued a contrary course; and I can readily conceive that
such a condition might arise.

Senator WEEks. Do you understand that these reserve banks
would have any particular influence over local business? Would
noiz1 all local business be conducted by banks as they are now organ-
ized ?

Mr. WexLER. They would entirely.

Senator WEEKS. So that, in fixing a rate of discount, that would
be simply a general guide, would it not, to the community, rather
than a specific reflection on one bank or set of banks ?

Mr. WexLER. It is my opinion that the rate of discount would
really be fixed by the cenditions existing in that section at that
time. The function of the Federal bank would simply be to pro-
mulgate, in a sense, that rate; the rate would not really be made
by the bank; the rate would be made practically by all of the other
banks in that section, by the conditions prevailing and the demands
for money, whether scattering or active; and the Federal reserve
bank, if properly managed, seeing these conditions and taking notice
of them and properly diagnosing them, would promulgate a rate
that fitted that situation.

Senator Weeks. What have you to say about the reserve banks
in different sections of the country estab{ishing different rates? It
has always seemed to me that one of the strongest arguments in
favor of one reserve bank is that every section of the country, as
far as the reserve banks of the United States are concerned, would
be enabled to get rediscounts at the same rate; that a bank in Arizona,
for instance, if it had the paper of the qualified class, would be able
to get its accommodation at the same rate as a bank in New York.

Mr. WEXLER. Yes, sir.

Senator WEEKs. And that it would put all sections of the country
on the same basis. What do you think of the policy of allowing
different rates to be made by the reserve banks in different sections
of the country?

Mr. WexLER. I do not think that different rates should be made
by different reserve banks in different portions of the country. I
think any such action would be extremely unpopular. I believe
that if these banks are to enjoy the privileges which are to be granted
them by the Government, the whole people should receive the same
benefit, as far as rate is concerned.

But one of the strong arguments, to my mind, against a number of
regional banks is the difficulty which the Federal reserve board, iso-
lated from the various Federal reserve banks and not composed of
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representatives of each section, are going to find in fixing a rate
that will properly fit the conditions; whereas a central bank with
representation from various sections of the country, even though
controlled by the Government, having its fingers on the pulse of the
whole commerce of the country, whose duty it is to oversee all
of tha.commerce and not that of any particular section, would be in a
better position, in my opinion, to establish a rate, or, rather, to pro-
mulgate a rate, in accord with the prevailing conditions at that time
throughout the country.

Senator WeEks. Well, would not fixing the different rates by
different reserve banks militate directly against the section of the
country which you represent, and the undeveloped sections of the
West, and be favorable to the metropolitan centers?

Mr. WexrLER. Undoubtedly. I have not understood that this
bill contemplates, however, the Federal reserve board making a
different rate for the different sections.

Senator WrEeks. Oh, I think it does.

Mr. WexLEr. What was that?

Senator WeEks. I think it does; distinctly so.

Senator NeLsoN. It does not really contemplate it; but it is un-
doubtedly within the power of the board.

Mr. WexLER. It is undoubtedly within the power of the board, yes.
But I have not ever believed that public-opinion would ever stand
for their making a lower rate in one section of the country than they
do in another. I believe that would be immediately met with most
gerious resistance.

Senator WeEks. The original bill directly provided for that.

Mr. WexLer. It gave them the right to fix rates. It would be
veléy bad, if they established a different rate.

enator WeEEks. Well, fixing ‘“rates” is different from fixing “a
rate,” is it not ?

Mr. WexLER. Undoubtedly. They have the power. But it would
be very bad if they fixed a different rate in one section from that fixed
in another section.

Senator WEEKS. That would not necessarily mean, however, that
the borrower in Mississippi would borrow at the same rate that the
borrower in Illinois Wouf)cf) of his own bank?

Mr. WexLER. No.

Senator Weeks. But it would mean that the rediscount comin,
from the reserve bank would be ‘“on all fours” in all sections, woul
it not ?

Mr. WexLER. That is it exactly.

Senator WeEks. That is all I wish to ask now. .

Senator NeLsoN. I would like to ask a few questions. Is not this,
in its essence, under this bill, really a.central bank with 12 headquarters;
with 12 regional banks under one administration; is it not, after all,
in its essence, equivalent to one central bank?

Mr. WExLER. It is in one sense; and it distinctly is not in another
sense. The ownership of the stock of each of the Federal reserve
banks, being entirely different from that of every other Federal
reserve bank, makes it distinet and gives to each bank a certain
local interest antagonistic in a sense to all the other 11 regional re-
serve banks. As far as the control and management is concerned,
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within certain limitations it would be under the Federal reserve
board, as provided in this act; but—

Senator NELSON (interposing). Excuse me, there is one other
question I want to ask just at this time.

Mr. WeXLER. Yes, certainly.

Senator NELSON. Is not tﬁis currency which it is proposed to
issue under this bill, aside from the fact that it purports to be the

romise of the Government—is it not, in its essence, asset currency

ased upon the assets discounted? Is not that what the banks who
obtain it do? They obtain it on their commercial assets—on their
commercial paper ?

Mr. WexLER. They obtain it upon commercial paper, which is
presumed to be a good asset——

Senator NELsoN (interposing). Yes; but I mean does not that
amount in substance to an asset currency?

Mr. WexLER. It does, yes; except that in addition to the asset
which it has, it maintains a gold reserve.

Senator NELson. Certainly.

Mr. WexLER. Sufficient for the constant retirement of these
notes

Senator Reep. How much reserve?

Mr. WexLeERr. This bill provided 33} per cent reserve.

Senator REEp. Pardon me for interrupting you now. I will ask
my questions later.

Senator NELsoN. Certainly. Mr. Wexler, what is the radical
defect of our present system of currency ?

Mr. WexLER. The radical defect of our system of curreney is that
it is based upon a Government bond as security, and the volume of
it has absolutely no relation to the requirements of the business of
the country, but only a relation to the value of Government bonds.

Senator NELsoN. Yes. Well, you will admit this, Mr. Wexler,
that that paper currency has been, so far as the public is concerned—
the bill ho}iders—a safe and sound currency ?

Mr. WEXLER. Absolutely.

Senator NELsoN. It could not be better?

Mr. WexLER. Well, yes; it could be better.

Senator NeLsoN. I mean as to quality; the quality of the money
as money ?

Mr. WExLER. Well, it could be better in that respect. That
would bring on a long argument; but I will say it could be better.
The evidence of it lies in the fact that when these Government bonds
are selling at 98, the notes are secured by those Government bonds;
so that the note you have is only worth 98 cents on a dollar, if you
come down to the final analysis of it.

Senator NeLsoN. Now, we come down to this question: Why
could not we build on the present system, and gradually allow the
national banks to do what you propose to have these reserve banks
do; in substance, issue notes, to some extent, if not altogether, on
their assets—on their commercial assets ?

Mr. WexLER. The objection to that is that we might come back
to the old days of wildcat banks before the Civil War, when you
would have to keep a little book in your pocket to see the value of the
different notes that you might have.

Senator NELSON. Yes.
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Mr. WexLER. And in a country like this, as large as the United
States and that has so many banks, I do not know that any sys-
tem permitting all of these banks to issue notes would be feasible.
Of course in Canada you have a condition where the banks are per-
mitted to issue their own notes; but you have a very small number
of banks, with a great number of branches; and it has worked in
Canada.

Senator NELsON. Well, one part of your proposition is that these
notes should be issued, not, as proposed in the bill, by the Federal
Government to be the promise of the Government, but they should
be issued by the respective reserve banks and be the promises of
those banks? That is a part of {lour proposition, is it not %

Mr. WExLER. Not exactly. The idea is that they should be issued
from the Federal reserve board—-

Senator NELSON. Yes.

Mr. WEXLER (continuing). To the respective Federal reserve banks,
and should be designated %)y a number and the redemption charge-
able against the particular bank to which they were issued, and that
all of the FederaIl) reserve banks should be responsible for the whole
system of notes. That is the suggestion that you will find that we
had. Shall I explain that to you a little further?

Senator NELSON. I understand; but that is not in the bill ?

Mr. WexLER. That is in the bill.

Senator NELson. That it makes each bank liable for its own issue ?
Is that not the plan of the bill ?

Mr. WexrER. The plan of the bill makes each bank liable, and
then makes the Government again liable behind the bank.

Senator NELsON. Yes; but it does not make the whole group liable ¢

Mr. WexLER. I do not think it does, unless it has been changed
in this bill of the 29th.

Senator NELsON. I notice in the bill that provision is made for the
redemption of these notes in gold or lawful money. That would
mean, under our present system of currency, silver and greenbacks
as well as gold, would it not ?

Mr. WEXLER. Yes.

Senator NELSoN. Do you think they ought to be redeemable in
anything but gold ¢

. WEXLER. I do not. I think that we should maintain reli-
giously the gold standard that has been established in this countrgq.

Senator NELsON. And then you would have these reserve ban
provide for a gold redemption %

Mr. WExLER. Gold reserve.

Senator NELSON. Gold reserve. Well, do you think 33 per cent
is sufficient

Mr. WexvuER. I think 33 per cent would be sufficient; yes. We
have suggested that there should be 40 per cent.

Senator NELSON. Yes.

Mr. WexLER. We have raised it, because we believe that it would
be better to make the notes so absolutely good and impregnable that
we would rather err on the side of too much reserve than too little
reserve.

Senator NELsoN. That is all for the present.

Senator Hrrorcoox. Senator Reed, do you wish to ask any ques-
tions ?
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Senator Reep. I have a number of questions I would like to ask
now, but I think perhaps some of the other members of the com-
mittee might desire to interrogate the witness farther now, and I
can ask mine later.

Senator WEEES. I have some questions I should like to ask, if
Senator Reed does not wish to go on now. Is there any unusual
emergency existing in banking, financial, and business conditions in
your section of the country at this time, Mr. Wexler ¢

Mr. WexpLER. Well, I can not say that conditions are unusual; no.
We have at this period always a very stringent demand for money.
We move four agricultural crops at one time, which requires a large
amount of reserve money, which goes out to the cotton pickers and
the sugar-cane and rice harvesters; and that, of course, attacks the
reserve of the banks and diminishes their lending capacity; and our
country is not wealthy enough, from its own resources, to take care
of this seasonal demand at that time.

Senator WeEKs. Well, is your condition at this time different from
what it was a year ago or two years ago?

Mr. WexLER. It is somewhat different, due to the fact that our
sugar section has suffered two quite serious reverses in the crop, and
is now threatened with annihilation by the proposed removal of the
sugar tax—which, of course, has had the effect of injuring sugar credits,
causinia general feeling of unrest in that section; and that has had
somewhat of an effect upon our condition just at this time.

Senator WEEKS. I am sorry I am not in a position to prevent that
annihilation which you are anticipating. [Laughter.]

Mr. WEXLER. I am sure that I am sorry, too.

WSelxilator Reep. Have you finished with your questions, Senator
eeks ?

Senator WEEKs. I just wanted to ask one more question. Is the
financial stringency coming over the country different, in your judg-
ment, from what it is at this season of the year all years?

Mr. WexLER. Do you mean to ask Whetﬁer the condition is more
stringent this year than other years?

Senator WEEKS. Yes; year m and year out.

Mr. WEXLER. Yes; itis just alittle moreso. We have the promise
of very abundant crops; the larger the crops the more money it takes
to handle them; and, as I say, we have passed through several years
of devastation of cotton crops by the boll-weevil throughout our
section; and then we have had one year of early frost in sugar, and
a second year of disastrous overflow in the same section; and that
has reduced the available funds of people engaged in these lines of
business, and it has naturally required more credit to take care of
them during this period. We are in that condition just now.

Senator WEEKs. You are speaking of the section around New
Orleans, are you ?

Mr. WEXLER. Yes; the section within a radius, I should say, of
200 miles around New Orleans.

Senator WeEks. Well, you do not anticipate any particular trouble,
do you, in harvesting your crops?

Mr. WexLER. No; Iydo not. I think we will get through the sea-
son and take care of our crops very nicely, and I see nothing to cause
us any anxiety or to cause financial distress other than to give us an
uncomfortable feeling during this period of greatest demand.
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Senator WeEks. Which you always have?
4 Mr. WEXLER. Yes; Wh_icK we always have to a greater or less
egree.
enator REED. Mr. Chairman, I move that the witness be allowed
to sit down during the examination. It is too long a strain upon a
man.

Senator Hrrorcock. Without objection, the order will be made.

Senator REED. There are a number of questions I desire to ask;
and as it will perhaps take some time I thought perhaps the witness
would prefer being seated.

We irequently hear the statement, Mr. Wexler, that we have the
poorest banking system in the world. Do you agree with that
statement ?

Mr: WexieR. I do, emphatically.

Senator REED. I want really to get your judgment about that.

Mr. WexLER. I am going to give you my very best judgment.

Senator REED. Do you mean by that that it is the most unsafe
to the country, or the most unsatisfactory to the bankers?

Mr. WexLER. I mean that it is most unsafe to the country, and
that it does not meet the requirements of the business of the country.
I think the banker is least interested in the faults of the system, from
& pecuniary standpoint, than any other class of people in the country.

Senator REED. Will you tell the committee, in just as terse a way
as you can, what are the present defects or faults of our system
which make it the poorest banking system in the world ¢

Mr. WexLER. Well, the greatest defect is that, in the first place,
the requirements for currency vary at certain seasons of the year.
That you can readily understand. It varies in one year from another
year. In other words, during the crop-moving period a greater
amount of circulating medium 1s necessary to pay labor than during
the growing period.

Then, again, in years when manufacturers are thoroughly em-
Floyed, more money is paid out for ’an rolls than in years when
abor is not thoroughly employed. Therefore there is a constant
variation of the amount of circulating medium necessary for carrying
on the business of the country.

Now, the only circulating medium that we have is the reserve
money, which is the basis of our credits; and when the greater
demand for this circulating medium comes along it attacks our re-
gerves; it takes the money which is the basis of our credits out of
the banks; it circulates tg’em for a longer period in the pockets of
the people and in cash drawers, thus reducing the credit facilities
of the banks. Then, again——

Senator REEp. Now, Mr. Wexler, permit me to interrupt you.
Can you put that reason No. 1 of yours into one short statement #
You have added an explanation.

Mr. WexLEr. Yes.
bﬂ?enr?tor REED. You say the principal evil is what—lack of flexi-

ty

Mr. WexLeR. I think I can tell you. The principal evil is the
lack of elasticity of our circulating medium.

Second, the inability to rediscount, having no place to which a
bank can go when it has exhausted its own credit facilities.

Senator NersoN. Excuse me just here. In other words, you
mean there is no general credit reservoir for the banks to resort to?
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Mr. WexLER. Absolutely none. Now, the next is the fact that the
entire reserves of the country are scattered in some 20,000 to 25,000
little piles, where they are ineffective, instead of being concentrated in
one great reservoir where they would be effective.

There are many other defects that would require explanation. All
these should have explanations, but you have asked for it as tersely
as possible.

enator REED. I have asked for it because I wanted to call for an
explanation later, but I wanted first to get the heading.
. WEXLER. Yes.

Senator REED. Taking up the question of flexibility

Senator NELsoN (interposing). I think ‘‘elasticity’”is a better term.

Senator REED. Let me change that again. I want to get some
light regardless of this bill. -

Mr. WEXLER. Yes, sir.

Senator REED. So far as I am concerned, I am wedded to no bill.
If we are going to legislate in regard to currency and banking gen-
erally, I would like to see it done in the best possible way. So the
questions that I am asking I would like to have answered just the
same as though this bill had never been proposed or dreamed of.
You speak first of lack of flexibility or elasticity. dJust what do you
mean by that?

Mr. WexLER. I mean by that that the present circulating medium
does not expand and contract according to the requirements of
business.

Senator REEp. Now, why %

Mr. WexLER. Because it is based upon Government bonds as
security, and can only be issued against security of this character.

Senator REED. Does not that apply now more to the general
volume than to the matter of flexibility in distribution ¢

Mr. WexLER. No; it does not. If the supply of Government
bonds is small, as has been the case several years ago, and the de-
mand was great and bonds went to a price of 107, or 108, or 109, it
would be extremely unprofitable for any bank——

Senator REED. Yes.

Mr. WexLER. To take out circulation, even though that section
of country required a greater amount of circulating medium.

Senator Rrep. Pargon me; I do not want to cut your answer off
so that you are not satisfied with it

Mr. WexrLER. No, sir.

Senator REED. But, having a sort of idea in my mind when the
question is answered, I will take the liberty of cutting you off for
a moment.

Mr. WEXLER. Yes.

Senator REED. You have answered now, so far as I need to have
you answer my last question. My next question is, if there was a
sufficient amount of securities—Government bonds—so that the
banks could acquire them at par and then take those bonds to the
Government and get money, would that relieve the particular evil
we are now discussing ?

Mr. WexLER. No, sir; it would not, because after that circulation
was out and was no longer needed, there is no provision for the elimina-
tion of it, or the retirement of it; and a plethora is just as bad as
too little.

9328°--8. Doc. 232, 63-1—vol 1—6
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Senator REEp. Well, that would get you the money in the first
instance, anyway, would it not ?

Mr. WexLER. That would get it, yes.

Senator REED. Then we come to the question of retirement as a
separate proposition. Do I understand you, then, to mean this, that
if, for instance, your bank was in need of money and Government bonds
were easily obtained by your bank and other banks at par, if they
could take those bonds to the Government and get money upon them
that would relieve the difficulty, so far as giving you the money in
the first instance was concerned ¢ Would that answer the objection ?

Mr. WexcER. No; it would not. That would give you the circu-
lating medium necessary for moving the crops, and the pay roll
requirement during that particular period.

enator WEEKS. Yes.

Mr. WexLEr. But would not give you 1 cent more money or
currency facilities, because just as much money as you would get for
the notes you would have to invest in the bonds.

Senator REEp. Yes; that is just the point I want to get to. You
take $1,000,000 and buy $1,000,000 worth of Government bonds.
Now, you have not got that $1,000,000 any more ?

Mr. WexLER. Not at all.

Senator REED. But you have got an interest-bearing security,
which if it was great enough, would pay you a return upon your
$1,000,000?

Mr. WexLER. Yes.

Senator REED. Then, having invested in these bonds which bear
you an interest, you go and get $1,000,000 of money, and you have
that money; so that you have an interest-bearing security deposited
with the Government, and you have $1,000,000 to use. Now, if the
interest was high enough, I presume there would be a good deal of
money i.nveste(§ in these bonds, would there not ?

Mr. WexiER. I do not think there would. I do not believe that
there is any rate of interest that any Government of the standing of
this could afford to pay that would make it attractive for bankers to
withdraw money from the channels of trade for the purpose of invest-
ing in Government bonds, except in periods of governmental stress,
when the patriotic side would naturally appeal to citizens, and not
as far as the investment is concerned.

Now, as to the circulating mediums, banks might, if Government
bonds were maintained constantly at par and the banker felt that he
could go and redeem the bond at any time he saw fit at the Treasury
Department for par, he might be willing to increase the circulating
medium, when more currency was required for business, by purchas-
ing bonds and using that credit to issue a note against it—which is
a]? it amounts to. The bank only makes a very small percentage on
the transaction. But that Woufd not furnish an increased credit
which may be kept at certain times to prevent the whole banking and
credit system of the country from breaking down. It has absolutely
no relation, you understand, to that side of the question.

Senator REED. Mr. Wexler, I was a little inclined to the opinion you
now express; that is to say that when the Government permits a bank
to buy $1,000,000 worth of bonds, it then locks up $1,000,000 of the
bank’s money; and then by issuing another $1,000,000 it seemed to
me that it had not very greatly expanded the currency. Yet I
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understood you to say that the reason we did not have a flexible
currency was because there were not enough bonds which—you said
something like that, I believe ¢

Mr. WexLER. No.

Senator REED. Well, at any rate, I am trying to get your views.

Mr. WexrLER. Let me get this very clear, because it is important.
The statement is that the present circulating medium does not bear
any relation to the requirements of the country for circulation, and
that there is no means in the possession of bankers at the present time
to expand this circulation to meet an additional requirement, or to con-
tract it when it is no longer needed. Now, that is the proposition as
far as the currency is concerned.

Senator REED. And if you had more bonds, it would not help out
much ?

Mr. WexLER. Absolutely not.

Senator REED. And that brings us, then, to a second proposition.
I take it now (and I will ask my question in this leading form in order
to bring it out more clearly) that what you want is to be able.to take
the assets of the bank, and upon those assets to get more money;
that is, you want, directly or indirectly, to effect that result?

Mr. WexXLER. 1 want to be able to convert the credit which I ex-
tend to an individual from one form to another form. Let me
make it clear: If you come into the bank and borrow $1,000, we
take your note for $1,000, and we give you in exchange for it our
credit, which you can use. You could not use your own credit gen-
erally. And we give you our credit. How do we give it to you?
We give you credit on our ledger for the net proceeds of that note
of $1,000. Now, the result of that operation is that we owe you just
as much as you owe us; that is correct, is it not$

Senator REED. Yes.

Mr. WexLER. Now, as long as you can {:ay your bills and carry on
your business with checks, you draw checks against that $1,000, and
you gradually reduce this liability from us to you in that way.

Now, whenever you need cash—currency—and you come and draw
that from the bank, we should be in a position to give you our obliga-
tion—a note, and to change the form of that credit from a book credit
usable by check, to a note credit, usable by circulation—which privi-
lege we do not have to-day.

Senator NELsoN. In other words, exchange your note for his note ¢

Mr. WexLEr. That is the whole proposition.

Senator REED. In other words, issue money ¢

Mr. WExXLER. Issue, not money, but issue evidences of credit; issue
obligations.

Senator REep. Well, bills that circulate as money %

Mr. WEXLER. Yes.

Senator REED. In other words—Ilet us just abandon the text of it
and go across lots—if you are running a bank and you have $1,000,000
of notes representing loans to your customers, ang you have paid the
last dollar out of your till that you can pay out in safety, you have
to stop ¢

Ml‘.pWEXLER. That is it.

Senator ReEEp. But if you took that $1,000,000 of notes and trans-
formed it into what I am going to insist on calling money—although
there is a technical difference, as you put it ‘
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Mr. WexLER. Yes.

Senator Reep. Transform it into bank bills, or bank money——

Mr. WexLER. Notes.

Senator REEp. By some process—then you have multiplied your
ability to serve your customers, have you not ?

Mr. WExLER. Precisely.

Senator REEp. Now, Iytake it that what you want, then, in the
way of flexibility or elasticity of currency gets down to this: You
want to be permitted, by some device or plan, to take the notes of
your customers, and either against those notes or against your owner-
ship of those notes, issue bank paper; or you want to be able to put
them up with the Government, or some agency of the Government,
and have the Government issue the money on them ?

Mr. WEXLER., Well, not exactly. I want to be—

Senator REED (interposing). I am not speaking of what you want.

Mr. WexpER. I understand.

Senator REep. But this plan involves this idea of flexibility—
involves one or the other of those propositions %

Mr. WexLER. Well, the flexibility is only a side issue of the propo-
sition you have just made. One is a question of circulating medium,
and the other is a question of credit.

Senator Reep. No; I am talking about just how you are going to
meet this kind of an additional demand at times ?

Mr. WexiERr. That is it. Here is the idea: If the condition
existed in our bank that you have referred to, we would want the
privilege of taking $1,000,000 of good customer’s paper maturing in
30, 60, or 90 days, and not beyond 90 days, to a central reservoir of
credit, which we will call, for convenience, a central bank, which has
the note-issuing privilege, and which could take these obligations of
these various farmers, merchants, and manufacturers with our
indorsements—which is not in a form of credit that we can use—
and exchange for it their credit in the form of & bank note which we
can use.

Now, what happens? We have got this $1,000,000 of the bank
notes of the central bank, and the central bank has $1,000,000 of the
notes of various customers with our indorsement. Now, our cus-
tomers who have book credits draw their checks upon us, and we pay
out the bank notes which we have received from the central bank.

Now, this bank note does not count as reserve for any bank. You
have drawn $50 in cash, we will say, and you have taken it over and
paid it to your tailor, for instance. He has no use for it except to
put it in bank. He deposits it in another bank. When that bank
gets it, it does not count as reserve for that bank. It has answered
1ts purpose, that note has. It has performed all the functions for
which it was issued. Tt is deposited in some bank by your tailor, and
that bank in turn deposits it in the central bank, probably; and
that note will go out of existence.

Now, in the course of 30 days, 60 days, or 90 days this paper which
we have taken to the reservoir of credit and rediseounted has ma-
tured. Now, what happens? The man who owes the money, the
maker of the note, has had to accumulate just as many of those notes
which the central reserve bank originally 1ssued as may be necessary
to go and give to the central reserve bank to get his note back. So
you have constantly this exchange of credit going on, and when the
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requirements of credit fall off and are no longer needed the notes go
back into retirement, because they have necessarily been used to
meet the original rediscounted obligation. So that a note issued in
this manner, and it is the only manner possible, adjusts itself at all
times to the requirements of the country for credit. Do you under-
stand that?

Senator Reep. Yes. I think I understand. I have no doubt your
statement is illuminating; but I want to come down to the present.
You have told me how it works out.

Mr. WEXLER. Yes.

Senator REEp. But I want to see if I am right on this proposition,
that, at bottom, what you claim is necessary for flexibility or elas-
ticity means this, that there must be a plan devised by which the
bank can take its assets—its commercial assets—I may be wrong in
the use of some technical terms, but you know what I mean.

Mr. WEXLER. You are correct.

Senator REep. It must be able to take its commercial assets and
convert them into what we ordinarily call money; that is, bank notes,
or Government notes or some kind of notes, must be given to the
bank in lieu of these securities which it puts up ?

Mr. WEXLER. Yes.

Senator REED. Now, that is the thing that is necessary for elas-
ticity. And it can not be reached, if I understand you correctly, by
the plan of having the banks buy bonds, because that absorbs the
money—an amount of money equal to the amount of money which
they have issued. Am I correct, now, in that?

Mr. WEXLER. You are correct; yes.

Senator REep. Now, that is what I wanted to get at, and I was
then ready to pass to another subject.

Senator WEEKS. Before you do so, I wanted to ask one question or
make one comment. I will ask Mr. Wexler if the volume of these
notes which you have been discussing does not depend on the needs
of the business community, and also on a sufficient reserve being
maintained against them ?

Mr. WexLERr. Of course no bank is going to take out of its port-
folio notes of its customers and rediscount them unless there is a need
for the additional credit facility in that ﬁarticular section, because by
so doing they are sacrificing a part of the interest which they would
earn on the paper for the remaining length of time to matunty. In
the second place, the central bank would not be permitted to redis-
count and 1ssue its notes for such rediscounts unless it had a gold
reserve of the amount which may be prescribed in the bill, anywhere
from 30 to 50 per cent, for the redemption of these notes when they
appear at their window, which may occur the next morning.

Senator REED. Senator Nelson wanted to ask a question.

Mr. WexLER. Yes, sir.

Senator NELsoN. Mr. Wexler, does not this, in its primitive form,
amount to this. Senator Reed comes to your bank and says:

I want to borrow $1,000, or $10,000, and will give you a note.
You say to Senator Reed:

How do you want this? Do you want it in the form of a credit on our books that you
can check against, or do you want it in the form of notes?

Mr. WEXLER. Yes.
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Senator NeLso~N. And Senator Reed says:

At present I have got a need for it in the form of little bills. Put it in little bills.
I do not want checks; I want currency.

And instead of giving him the credit for $10,000 on your books, you
issue the promissory notes to Senator Reed and he uses them. Now,
that is a transaction that arises from a commercial demand, is it not ?

Mr. WexLER. Yes, sir.

Senator NELsoN. It arises from trading?

Mr. WeXLER. Yes, sir. .

Senator NELsON. And not by any artificial method of going and
buying bonds? :

Mr. WexLeR. Absolutely not. It is the result of an absolutely
commercial transaction.

Senator NELsON. And it is for the benefit of Senator Reed ¢

Mr. WexLER. Yes; not for the benefit of the bank.

Senator NeLsoN. Whether he wants that in the form of a checking
account or in the form of currency that will pass as money %

Mr. WexLer. Yes; that is it.

Senator Reep. Now, I want to spend a minute more on this
question. You say that this system responds to commercial de-
mands. By that I understand you to mean this: There are seasons
of the year when the deposits pile up in your banks and you have
80 mucg money that you can not loan it out; that is, you have a
large surplus of deposits. Then there comes along a season of the
year when nearly everybody wants to borrow money.

Mr. WEXLER. Yes.

Senator REED. And you get down to a point where you have to
begin to refuse your customers whom you would like to accom-
modate ?

Mr. WEXLER. Yes.

Senator REED. And so you want to be in a position to stand those
conditions ¢

Mr. WExLER. Yes, sir.

Senator REED. And you say that this system—1I grant you, now,
that the plan which you outlined would meet that condition—1 want
to see Wl‘x)ether there is another side, whether it is not %ossible, and
entirely possible, for a bank (not a good bank, not a bank that is
properly managed) to issue these notes for some other purpose than
merely to meet the legitimate demands of a community. is it
that a bank having this power of multiplying its assets—for that is
what it amounts to, loaning them and reloaning them—might not,
if it saw fit, use this plan for a vast expansion of the currency, for an
inflation ?

Mr. WexLER. Well, there are two distinct checks upon it. One is
that a bank is required to carry always on hand a certain gold reserve
against its own demand liabilities.

Senator REep. Well, that is 33 per cent, is it not?

Mr. WexLER. No; that is, under the present law it varies from
15 to 25 per cent, according to whether they are country banks or
reserve city banks.

Senator Reep. That is what I am speaking of. "

Mr. WExLER. And under the new law there is some reduction in
that reserve requirement.
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Now, in the next place, where does this bank go to get the addi-
tional accommodation? It goes to the central bank. Now, the
central bank is not germitted to discount paper, except such as
arises from commercial transactions, and such as matures not beyond
a certain stipulated period. Now, would you, as a safe banker,
expand your credits upon a class of paper that you could not go to
the central reservoir of credit and rediscount? You certainly would
not if you were conservative.

Senator REED. You have put in figures the qualification which
takes away the danger—=

Mr. WexLER. That is in the bill.

Senator REED (continuing). When you say ‘“‘the safe banker.”
But all bankers are not safe; and the country once had an experience,

ears ago, I am glad to say, when the whole thing was very unsafe.
fam talking now about how this plan might be abused.

Mr. WexLER. Oh, I can not see——

Senator REED (interposing). I am not saying it might be; I am
asking you what you think.

Mr. WexiER. 1 understand. I do not think there is any way they
could abuse it, because there would be a definite limit to the amount
of paper of this kind that they could take, because after they had all
they could reasonably take care of from their own resources, there
would be no place they could go to rediscount the paper. They could
not go to a cental bank and get any money on that class of paper.

Senator REep. Well, as long as they wanted to borrow and had
reasonably good credit

Mr. WEXLER. Yes.

Senator REED. They could continue to come and borrow money,
and the bank could continue to furnish it, because it would have an
unlimited supply of money as long as it had an unlimited supply of
security ?

Mr. WexLER. No; but the class of securities which it could redis-
count at the central reserve bank would be limited to that which was
necessary for carrying on the commercial and agricultural and indus-
trial business of the country.

Senator REED. Well, but who passes upon that?

Mr. WexLErR. Who passes upon the class of that paper? The
directors of the Federal reserve bank, and the Federal reserve board,
and the banker himself.

Senator REED. We have a little different thought in mind, Mr.
Wexler.

Mr. WEXLER. Yes, sir.

Senator REED. Of course, if the central bank exercises the same
kind of espionage—I do not use the term offensively——

Mr. WexLER. No.

Senator REED (continuing). Over the bank which comes to it for
money—that you exercise over me if I come, namely, you know
something about the business that I am embarked in; you know some-
thing about my capacity and ability; you know something about my
personal integrity and honor; and, taking those matters into con-
sideration, you figure how much you can safely let me have.

Now, of course, if that kind of policy was pursued by the central
bank, and wisely pursued, then there would not be a great stretching
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of credits. But does it not get down after all to the question of
whether there will be an extension, an inflation, and get down to the
question of the management of this central bank, so that if it be con-
servative and wise and prudent there would be no great expansion,
but if it should be otherwise, why there might turn out to be an
expansion ?

r. WExLER. No;I do not think there could, Senator Reed. There
is another very strong check upon expansion, and that is the gold
reserve required against the note, Whic£ the central reservoir of credit
would issue. :

Senator Reep. That is from 33 per cent to

Mr. Wexier. From 33 to 40 per cent. Now, we have a bank
which had reached the point where its notes which it had outstand-
ing—we will say that tﬁe reserve requirement of that bank was 40
per cent, and it was down to 41 or 42 per cent; why, its ability to
continue to extend credit would stop; it could not go beyond that.
It would not be permitted to do it, except in times of emergency or
stress, when they might be permitted to waive the reserve require-
ment. But the management of the central bank would always have
in mind the necessity of paying the gold against those demand notes
which were given out for credit and which might appear at the win-
dow for redemption the day after they were issued. And that will
prevent any undue and extraordinary expansion of credit.

Senator REep. How would this central bank put a limit or a brake
upon the natural tendency to expansion? Would it be by raising
rates of interest to the member banks ?

Mr. WexLER. Yes; that would be one way to raise it.

Senator REED. But after all do you not get down to the question—
is not there a real, genuine danger of an inflation, provided you get a
ma.lzla.gerglent of that central bank which is not absolutely wise and

rudent ¢

P Mr. WexrEr. I think the danger is very, very slight, Senator. If
that bank obeys the law (which it will have to do) and maintains the
gold reserve required under the law, and observes the ordinary com-
mon sense that I can not conceive that it would not exercise, when
the demand was getting too great or raising the rate where it would
not be profitable for the borrower to take it—1I can not see that under
those circumstances there can be any great expansion arising from
the organization of an institution of tﬁat kind.

Senator Reep. Do you think that this right to raise rates of interest
then, ought to be vested in the management of the central bank ?

Mr. WEXLER. Yes; unquestionably.

Senator REEp. And the management of that central bank, after
all, then becomes the arbiter of the whole financial scheme by raising
and lowering the rates of interest—by raising rates of interest it
stops undue expansion; by lowering rates of interest it invites

Mr. WEXLER (interposing). It encourages trade ?

Senator REED (continuing). Trade and expansion.

Mr. WEXLER. Yes.

Senator Reep. Now, I am asking you a great many questions that
may seem to the bankers present to be unnecessary

Mr. WexLER. Not at all, Senator.

Senator Reep. But you all understand that I am just a farmer,
trying to get some light.
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Mr. WEXLER. Senator, let me make one appendix to my remarks:
That is, that you remember that these notes must be redeemed
whenever they are presented at a bank. Consequently, you can not
hayve any very great expansion. The paper that the central bank
rediscounts, maturing in 60 or 90 days, 1s coming due all the time for
payment; and in order to pay its own obligations arising from the
mdorsement of the discounted paper

Senator REED (interposing). y can not they be renewed and
the renewals be put in place of them ?

Mr. WexrLEr. Well, but in the meantime it must be paid. The
central bank would never renew an obligation; there would never
be a single discounted note renewed by it. The bank originally dis-
counting might renew for the customer or individual, and in the
course of time, if they wanted the money they might rediscount the
new obligation; but in the meantime the note originally issued for
which notes would have come from the central bank would have been
paid and the bank notes retired. It may come out again if the bank
requires it; but the bank notes issued against that rediscount would
have performed its functions. It would have circulated, done its
work, come back, and gone out of business, or, which is the same, an
equal amount of the bank notes would have taken this course.

Senator Reep. Now, what would be the great possible expansion
of the currency under a plan with a central bank and a gold reserve
of 40 per cent? How much could that by any possibility expand
the currency? And when I say ‘‘currency” I mean money.

Mr. Wexrer. Well, that is something I do not believe any man
could answer with sufficient accuracy to be of any value. I believe
that in the fall of the year we need an expansion.

Senator Reep. Well, I am asking the possibilities, not what you
need, but the possibilities of expansion under this plan. Of course,
if you gave a 40 per cent reserve of gold, that must mean that when
the gold is exhausted you

Mr. WexLER (interposing). Well, Senator, there have been some
accurate calculations made on that particular subject by some of the
gentlemen who are going to follow me, from which you may be
astonished to see that there will not be any expansion at all; in fact,
we are in considerable doubt, and we rather lean to the belief that it is
going to bring about contraction if we do not have considerable
amendment to this bill. In other words, we have not been able to
find where we are going to get gold enough to carry the reserves that
are necessary.

Senator REEDp. I am not talking about the bill. T am talking about
the plan of a central bank which has the right to issue money, and
which must keep a 40 per cent gold reserve, and which can keep on
issuing money, as far as the law goes, as long as it can maintain that
40 per cent of gold reserve. Now, what would be the possible ex-
pansion of our circulating medium under those circumstances %

Mr. WexLER. Well, I think the only way that that can be answered
is to say that the possible expansion would be equal to the excess
amount of gold which there might be in the country. In other
words, if our crops here were very abundant, and foreign crops were
very small, and the balance of trade was largely in our ?avor, and we
drew from Europe two or three, or four, or five hundred millions of
gold in payment of our crops, then that gold coming into this country
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would form the basis of just that much more credit, and the ex-
pansion would be measured by the extent of that gold that might be
available for credit purposes. I do not know any other way of
answering that question. Some of the other gentlemen might.

Senator REED. Perhaps we can get at it in another way.

Mr. WEXLER. Yes, sir.

Senator REED. At the present time, under the existing system, there
i8 no gold reserve whatever required back of the national bank notes,
or ‘‘greenbacks,” is there?

Mr. WexLER. The greenbacks have $150,000,000 of gold against an
issue of about $350,000,000.

Senator REED. But it is not a safety reserve; it is just here in the
Treasury; is that not right?

Mr. VgEXLER. Well, they have set it aside for that purpose; and I
believe it is held that way. I do not know that there is any particular
law that requires it.

Senator Reep. Well, there is $150,000,000 of gold back of
$350,000,000, you say?

Senator SHAFROTH. $346,000,000.

Mr. WeXLER. Yes, $346,000,000.

Se?nator REED. So that, in round numbers, you have what—40 per
cent

Mr. WExXLER. A little over, yes; about 43 per cent.

Senator REep. Now, we have Treasury notes?

Mr. WExXLER. The greenbacks are Treasury notes.

Senator REED. I mean gold notes?

Mr. WEXLER. Yes.

Senator REED. Amounting to how much ?

Mr. WexLER. $1,150,000,000, about.

Senator REED. $1,150,000,000. And we have got gold in the
Treasury for each of those notes?

Mr. WEXLER. Yes; they are nothing but warehouse receipts for the
gold.

Senator SmAFROTH. There are $1,100,000,000 now.

Mr. WExLER. Well, it fluctuates, just like warehouse receipts for a
bale of cotton.

Senator REep. Well, we have that much gold ?

Mr. WEXLER. Yes, sir.

Senator REED. Now, where else is there any gold piled up, except
just as the banks individually may hold it?%

Mr. WEXLER. Well, there 1s no other in this country available that
I know of. There may be a lot of it hidden around that is not de-
posited in the banks. But when you speak of available gold outside
of that in the vault of the Treasury and that held by the banks, well,
I do not know of any other.

Senator SHAFROTH. Senator Reed, I saw an account the other day
%tat%;g that there were $552,000,000 of gold in circulation and in

ankKs,

Mr. WEXLER. Yes, sir.

Senator SmAFROTH. Not gold certificates.

Mr. WEXLER. Yes, sir.

Senator REED. Now, if there are $550,000,000 of gold, and you had

er issued against a reserve of 40 per cent amounting to that, how
much would that give yout
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Mr. WexLER. Two and one-half times as much; about $1,330,-
000,000 of notes.

Senator ReEp. Well, that would make an absolute contraction in
the currency, even if there were $550,000,000 of gold, would it not?
When I say ‘‘currency’ I mean the whole circulation.

Mr. WExXLER. But you have, in addition to that $550,000,000, the
$1,100,000,000 of gold certificates which are outstanding, which are
just the same as gold. .

Senator REED. But is that not included in that $1,400,000,000 %

Senator SEaFrOTH. No.

Senator NELsoN. No; that is outside of that.

Mr. WexLER. Then you have got $150,000,000 back of the green-
b;zcksiawhich gives you $1,750,000, which is a very respectable stock
of gold.

d if it were all in one place, all in one reservoir of credit, within
a very few years the United States would be the commanding com-
mercial and financial nation in the whole world. The business we
now send to London or to Paris or to Berlin or anywhere else would
come to the United States. We would be invincible from every
standpoint. And with the balance of trade in our favor every year,
and with good crops, and with gold coming in, we would practically
accumulate the gold of the world. They could not prevent it.
There is the greatest opportunity for bettering the welfare of our
f(;;}l)le thfrough the organization of a bank of that kind than anything

ow of.

Senator Reep. Well, I do not just understand that. I want to
understand it if I can. I know so little about money, and that is
ghﬁ re;,son I am asking you so many questions. How does that
ollow .

Mr. WexLEr. Well, gold, as you know, is the recognized ultimate
standard of measurement of value for the civilized commercial coun-
tries of the world. It is the basis of all credit. Why? Because
you can take a gold dollar in any country and purchase for it all
that you require.

Senator REED. Yes; I understand that.

1 Mr. WExLER. You could not take a silver note, for instance, and
o 1t.

Senator REED. I want to know how you can get that gold into
the central bank; that is what I want to find out; how it gets there.

Mr. Wexrer. I will tell you how it gets there: The circulating
medium that would be carried around in the pockets of the people,
and so on, would be these bank notes; and the gold would gradually
find its way into the vault of the central bank, because it would
never pay out any gold. Nobody would ever pay out a gold note.
We would never pay out any, nor would any bank anywhere, nor
would the Federai) reserve bank ever pay it out, except in the ¢ir-
cumstance where a note holder came and said, “I want this note
paid in gold.” He might have some particular reason for wanting
gold in that case.

Senator McLeAN. Pardon me, you said ‘‘gold note’’; you meant
“gold coin,” did you not?

%ﬂr. WeXLER. Yes, sir; nobody would pay out a gold coin except
in instances where the holder of the note had some very particular
reason for asking for it,
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Senator Reep. What Kou mean is this: That whenever a $20 gold
piece came into the bank the bank would inevitably drop that mto
the bottom of its vault and never pay it out unless somebody came
up and absolutely demanded payment in gold?

Mr. WexLER. That is the idea exactly.

Senator REEp. Of course if there was any real financial fright or
scare which came over the country .

Mr. WEXLER. Yes. »

. Senator REEDp (continuing). You would have a good many people
at the windows wanting the gold ?

Mr. WEXLER. Yes.

Senator REep. Now, if the faith and credit of this big institution
ever became seriously impaired, it might have to get up gold very
quickly, might it not?

MI‘.%VEXLER. Well, of course, if the people lost confidence in the
note issue and everybody came to the window and demanded the
amount in %old, it would require a general liquidation of credit of all
the notes of everybody which the bank had, and the system would
break down. But that has not been the experience of any other
country. As I said yesterday, the Bank of France had no difficulty
il; an}ng gold when the Prussian Army was camping in the streets
of Paris.

Senator REED. Now, just as to that matter of illustration—you
want to settle this question right, you bankers, do you not?

Mr. WEXLER. Yes.

Senator REED. You are more interested than anybody else, and I
hope that we also want to settle it right. Do you think, now, that,
fairly speaking, we are absolutely safe in assuming that European
nations—that their experience can be taken as a safe and conclusive
precedent for our country ¢

Mr. WexLER. I think with modifications it can.

Senator REEp. Now, let me suggest to you, for instance, that the
State of Missouri is two-thirds as large as Germany, and it is two-
thirds as large as France. You could take France and Great Britain
and Germany—I have not figured it up, but I think you can—and
drop them down in the State of Texas and still have some territor
left. When I say ‘‘England,” of course I mean England, Scotland,
and Wales. I merely mean by that to call your attention to the fact
of the difference in territory. Then, I want to call your mind to the
fact of the difference of the density of population, the great disparity
there isbetween the population here amf there; thenI want to call your
attention to the fact that the trade there is in settled channels, very
much more so than are conditions here; that the country is not ex-
ganding its energies and its industries as it is here; that you are not

eveloping a new country; that the speculative feature which enters
into our life is necessarily largely absent there, because the specula-
tive ﬁeriod has been long since past—I mean by that that speculation
which is based upon new development. Taking all those things into
consideration, is 1t safe to assume that because a plan works in Europe
that it will necessarily work here ?

Mr. WexLER. Senator, I am absolutely certain it will work here;
and, as far as $he speculation in Europe is concerned, while they have
not the new development in which to speculate in their own country,
they speculate in the development of every country on the face of the
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earth. Theyspeculate in our development ; they speculate in the devel-
opment of Africa, Asia, and South America, and everywhere else. As
far as expansion is concerned, trade in Germany has expanded in the
last 20 years more rapidly than here, and yet the Imperial Bank of
Germany meets that requirement there. There may have been a little
tiihtening of the rates; and there is no doubt in the minds of anyone
who has given this subject serious study but what the adaptation of
the better systems of Europe, with some changes to meet our
requirements, will work to perfection in this country.
enator REED. I want to pass to another matter. Of course, when
you tell me that you bankers have figured out a plan, and that from
your own judgment you think that that plan will work, that has a
very great weight with me; but if you base it upon the experience of
Europe, while I think that is valuable, I can not agree with you that
it is conclusive, because they do not do things over there in the way
that we do. They are not in the habit of going out on the bald
rairie and building a city of 50,000 people in 10 years; they do not
50 much of that, and I think that makes a difference.

Mr. WexLER. We have only taken their experience as a guide to
our judgment in the matter.

Senator REED. You said the second difficulty is that there is no
place of rediscount to which a bank which has exhausted its own
credit facilities can go. In a word, I take it you mean this: That
every obligation the bank owes to its depositors is payable on demand,
and 1t can not realize under the present system upon its assets quick

enough to meet that demand. at is the idea
Mr. WexLER. When that demand, of course, comes all at one
time.

Senator ReEED. That is the possible demand ?

Mr. WExLER. The possible and extraordinary demand.

Senator REED. Is it not true that if that one difficulty should be
removed that we would never have another general panic? I am not
speaking about hard times now. I am distinguishing between hard
times, close times, tight times, and a panic.

Mr. WexLER. Well, we would never have a panic, in my opinion,
arising from the same condition as the last two panics, we have had.

Senator REED. Could it arise from anything—a genuine panic?

Mr. WEXLER. I can not conceive how a general panic could arise
where the banks could not pay out to the people money that they
could use to make their generafr urchases with, but I do not believe
that there could ever be a perfect, complete panacea against the
folly of mankind. I do not think it is possible to create anything
of that kind, and you might, after a period of terrific expansion,
wild and extravagant living, perhaps great speculation, where the
saving classes, instead of being thrifty and saving, had plunged their
money into mines and dozens of things of that kind, similar to the con-
ditions which existed when John Law operated in France in the last
century. You might have from such causes a panic, but that has
nothing to do with a case of this kind. To say that you could never
have a panic, I would not care to make that bald statement.

Senator Reep. I was trying to get a starting point.

Mr. WEXLER. Yes.

Senator Reep. If your bank had $10,000,000 of deposits and you
had been doing a sound, safe banking business, so that your
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$10,000,000 was worth approximately $10,000,000, and in addition
to that you have the stoci of your bank, the double liability of your
stockholilers, the good will of your bank and all that—nobody could
close your doors, if you could take those assets and go across the
street and bring back $10,000,000 of money %

Mr. WexLER. That is correct.

Senator RErp. And every- other bank situated as you are, if i
had a place to go, and meet all demands, would not its doors close %

Mr. WexLER. That is correct.

Senator REep. And it would not be 10 minutes after they began
to get their money out until they would begin to put it back, and,
if you could arrive at that condition, would it not mean the end of
any real panic ?

{{r. WEXLER. Yes, it would.

Senator REEp. What are the things and conditions which would
bring about this sort of situation: A ax%e;lbank or two large banks
inmll\?ew York City close their doors. at makes that crash, so
that the demands began to be made on banks all over the country,
and then banks have to close their doors—what causes that?

Mr. WexpLER. That is caused by the fact being advertised. The
two banks were heretofore considered perhaps safe, but have been
compelled to close their doors, and the individual here and there
begins to feel afraid of the money he has in his own bank, and he be-
gins to talk to his neighbor:

Did you hear about those two banks failing in New York? I wonder if such and
such a Kank is all right.

And the whisper goes along, and you find these men presently
appearing at your window with checks and they take the money
home and put it in a stocking or rent a safety deposit box, and
they are gradually taking your reserve money out. Then you
look at your statements and you find that instead of having a 25
per cent reserve, which is the figure which the law requires to be
carried, that you are down to 23 per cent, and maybe the next day
down to 22 per cent, and the next 21 per cent, and that begins to
be known and reflected in the weekly published bank statement,
and then further fear takes place, and further withdrawals, and if
everybody comes to get their moneg and you have no place to go
to replenish it, why, of course, you have to close your doors. That
is the way a panic works.

Senator REED. Is there any difficulty that the bank suffers under
in addition to that? I mean, I am directing your attention to just
what I have in mind—to what extent does the fz;ct that banks deposit
with each other affect the ability of a bank to meet these extraordinary
demands which may be made?

Mr. WExXLER. You understand that we have three classes of
banks—the banks in the central reserve cities. They carry all of
their reserve in cash in their vaults.

Senator NELSON. They are supposed to.

Senator Reep. They do. The law requires them to do it, and
their published statement shows it. Oh, except that it may fluctuate
a half point up or down.

We ﬁave only three reserve cities now.
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Mr. Wexrer. New York, Chicago, and St. Louis are central reserve
cities, and then we have reserve cities, of which class the city in which
1live is one.

Senator REED. You have a large number of those?

Mr. WEXLER. A large number.

Senator REED. Probably 20 or 30%

Mr. WexLER. Forty-eight now, and we are only required to ca
one-half of our reserve in cash, and the other half we may carry wit
these three reserve cities. In the operation of our business it is
necessary for us to carry a certain amount of money in these cities,
whether we wanted to or not, even if there was not this reserve re-
quirement.

(At this point the committee took a recess of 10 minutes, after
which the following proceedings were had:)

Mr. WexLER. Might I be permitted to say a word? There are a
number of gentlemen who have been designated to study and speak
upon the points which Senator Reed and others are asking me about,
and I feel that I am monopolizing the opportunity, and I feel very
much as if T might be excused. There are others present who can -
answer these questions as well or better than I can, and who have
written and studied a great deal upon the verv point vou are raising
now.

Senator HitcaCOCK. One trouble is that we do not know 1n advance
what the subjects are—if they could be given to us we would know.

Senator PoMERENE. Mr. Chairman, I want to sugfest that it is
possible there may be a difference of opinion among these gentlemen
on the different subjects.

Mr. WexLER. I am glad to say we are a unit.

Senator PoMERENE. If there are a half a dozen men engaged in one
kind of business who are a unit on everything, I have never come in
contact with it, and I think it is very illuminating to get the views of
all these men.

Senator SHAFROTH. If the gentleman is willing to return to the
stand at any time—I want to ask some more questions, because he is
answering some of them very clearly.

Mr. WExLER. I will be perfectly willing and glad to remain on the
stand.

The CHAIRMAN., What is the pleasure of the committee ?

Senator Hircacock. I move that Senator Reed conclude his
examination, and that any others then desiring to ask Mr. Wexler
questions have the opportunity.

(The motion was carried.)

Senator REED. I want to say by way of explanation that I find
it very difficult to follow any line of thought out, as long as about the
time we get to the point it has to shift to another gentleman. These
men are all experts in their line, and I would like to have all their
views, just as Senator Pomerene has suggested. Besides, each man
states a thing in a different way, and sometimes that tends to eluci-
date matters.

You had just concluded stating that the central reserve banks
actually keep their reserve in cash on hand ?

Mr. %EXLER. Yes, sir.

Senator REep. How much reserve do they keep ?

Mr. WexrLER. Twenty-five per cent of their demand liabilities.
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Senator REED. And they count nothing as a reserve which they
have put into any other bank ?

Mr. WexLEr. Nothing at all.

Senator REED. So that under the present scheme we start out with
the fact that there are three central reserve banks—one in St. Louis,
one in Chicago, and one in New York—which have a reserve of 25
per cent of their deposits ¥

Mr. WEXLER. Yes, sir.

Senator NELsoN. It is not one bank in each place ?

Mr. WexLER. All banks.

Senator NeLsoN. It is the banks in these places %

Mr. WexLER. All national banks.

Senator Reep. All those national banks ?

Mr. WexLEr. In those cities.

Senator REEp. Can you tell me, without stogping to refer to any
documents, about what the reserves of those three cities run on the
average

Mr. WexLer. I think it is about $400,000,000—$400,000,000 to

. $450,000,000.

Senator NELSON. Measured by their deposits ?

Mr. WEXLER. Measured by their deposits.

Senator ReEp. I know that. Say $400,000,000. Then that
would mean that they had deposits of—

Mr. WexLER. $1,800,000,000; four times $400,000,000 would be
$1,600,000,000. I said $400,000,000 to $450,000,000. The correct
amount is $1,800,000,000 of deposits if they have $450,000,000 of
reserves.

Senator Reep. Of course, if there was a run on banks, as soon
as $400,000,000 was drawn out, when they had drawn down to the
limit—

Senator SHAFROTH. The reserves, according to the report of the
Comptroller of the Currency, June 4, 1913, amounted in those reserve
cities to $486,468,614.26. That is the total.

Mr. WexLER. That is not correct. The figures I have here of the
deposit in central cities is $1,800,000,000, which would require
$450,000,000 of reserves. I think that is nearer correct

Senator NELsoN. Mr. Wexler, do they not get credit for the 5 per
cent collection on future bills? .

Mr. WEXLER. Yes.

Senator NELsoN. That is deducted from it?

Mr. WexLER. From it.

Senator REED. I did not get your question, Senator—on which
they get credit of 5 per cent of the 25 per cent redemption fund
deposit deposited for bills.

r. WEXLER. That is the only money they are allowed to keep
outside of their vaults—the 5 per cent for redeeming notes, deposited
in the United States Treasury.

Senator REEDp. That is for redeeming notes %

Mr. WeExLER. Yes, sir.

Senator REED. So that you really have 20 per cent?

Senator NELSON. No, no; that is 5 per cent on circulation, while
the other is 25 per cent on the profits.

. Mr. Wexver. Five per cent for outstanding circulation at the
time.
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Selatnr;a,tor Reep. The ordinary bank keeps how much cash in its
vault ?

Mr. Wexier. The reserve city banks, or the next class—have
deposits aggregating $1,900,000,000. They are required to carry
25 per cent reserve, of which one-half must be in cash and the other
half they may keep in any one or in all of the three central reserve
cities.

Senator REED. So that they can keep in Chicago and New York
and St. Louis 124 per cent of their deposits and count it as a reserve ?

Mr. WEXLER. Yes.

Senator REED. Then there is another class of bankers?

Mr. WExXLER. A class known as country banks. They carry
deposits of $3,400,000,000, or nearly twice as much as the two others
combined. They are reguired to carry 15 per cent.

Senator POMERENE. Not twice as much ¢

Mr. WexLER. Nearly twice.

Senator POMERENE. As much ?

Mr. WexLER. As much. The other two have $3,700,000,000, and
the country banks have $3,400,000,000.

Senator POMERENE. You stated twice as much.

Mr. WexLER. Oh, no. I beg pardon—I should have said as much
as the two others combined.

Senator REED. The 15 per cent that they are required to keep,
bow much of that is kept in vaults?

Mr. WEXLER. Six per cent of it must be kept in cash: the other
9 per cent of it may be carried either with the banks in the reserve
cities or in the central reserve cities.

Senator NELsoN. And in each of those cases the 5 per cent on
circulation is credit ¢

Mr. WEXLER. Is credit—a deduction from the total reserve
requirement.

Senator NELsoN. Both as to the reserve cities and country banks %

Senator REeDp. That makes a system like this, as I understand it:
If a bank in Oklahoma had $1,000,000 of deposits, it would have to
have $150,000 of reserve, of which it would have in its own vaults

Mr. WEXLER (interposing). $60,000.

Senator REED. $60,000; and it would have deposited either in
Kansas City—it might deposit it all in Kansas City, but how much
would it have to have there?

Mr. WexLER. It would have to have $90,000.

Senator REED. That becomes a deposit of the Kansas City bank?

Mr. WEXLER. Yes, Sir.

Senator REeEp. Then the Kansas City bank can keep of that
$90,000 in its vaults

Mr. WexLER. One-half, or $45,000.

Senator REED. $45,000; no.

Mr. WExXLER. One-half of the $90,000—mno, no; I beg your pardon.
Against the $90,000 it would have to carry a reserve of 25 per cent,
which would be $22,500. It would carry one-half, or $11,250, in
cash and $11,250 either in Chicago, New York, or St. Louis.

Senator REep. How much does that leave us? You can figure
quicker than I can.

Mr. WexLER. How much where?

9328°—8. Doc. 282, 63-1—vol 1—7
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Senator ReEp. Of this $90,000 sent up there by the bank in
Oklahoma ?

Mr. WexLER. $67,500, taking out $22,500 of reserve.

Senator REED. I do not want to take it all out. I want to take
out what they kept cash.

Mr. WexLER. Yes. Well, we keep out $77,750.

Senator REEp. It sends that down to Mr. Wade’s bank.

Mr. WExLER. It sends $11,250.

Senator REEp. It sends all that it has got down to Mr. Wade’s
bank.

Mr. WexLEr. How do you mean “all,” Senator ¢

Senator ReEp. We started out with $150,000 in the Oklahoma
bank ?

Mr. WEXLER. Yes.

Senator REED. The Oklahoma bank had reserved in its own vault
of that $150,000, $60,000 ?

Mr. WEXLER. Yes.

Senator REEp. And sends

Mr. WExXLER. $90,000 to Kansas City.

Senator REED. And sends $90,000 to Kansas City. The Kansas
City bank holds as a reserve against that

Mr. WExLER. $22,500.

Senator REED. Only half of that.

Mr. Wexrer. All right; $11,250.

Senator REep. And that leaves us?

Mr. WexLER. That leaves us $77,750.

Senator REep. Yes. That is put with Mr. Wade’s bank in St.
Louis. Mr. Wade can take that and take his reserve out of that and
send it to Chicago if he wants to, can he not, or send it to another
bank in St. Louis ?

Mr. WexLER. But it is not doing him any good to do it. His
reserve only counts if he has it in his vaults. If he sends it to another
bank he can not count it. He must have the reserve of 25 per cent,
in addition to whatever he may have in another bank.

Senator REEp. When it gets to Mr. Wade the chain is broken ?

Mr. WexrER. It is broken; it stops; you have reached the ulti-
mate.

Senator NeELsoN. You understand, Senator Reed, that when the
$90,000 of the Oklahoma bank comes to the Kansas City bank it
swells the deposits of that bank to that extent?

Senator REED. Exactly. I have been accounting for that. When
it gets to Mr. Wade’s bank he has to keep 25 per cent of it %

Mr. WEXLER. Yes.

Senator REED. And then he can take the 75 per cent that is left
and deposit it in Chicago ?

Mr. WexrEer. It will not do him any good if he does deposit it in
Chicago. There is nothing to prevent him from depositing it where
he pleases.

Senator REEDp. If he wants to loan it to Chicago, he can do that?

Mr. WexLER. He must keep 25 per cent cash.

Senator REED. The only difference is that the amount of reserve
becomes greater when it gets to him. The Chicago bank in turp
can take out the reserve and send the balance to New York$

Mr. WexLER. If it chooses to.
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Senator REED. As a loan or in any other way it wants to?

Mr. WEXLER. Senator, there is one mistake in your proposition.
You have calculated that the Kansas City bank would send to Mr.
Wade all of the money in excess of the 124 per cent that he is required
to keep in cash in his own vaults. As a matter of fact, it would only
send down there the 12} per cent of the $90,000.

Senator REED. Why ¢

Mr. WEXLER. Because that is the amount of the reserve which it
must carry against that deposit of that $90,000 from Oklahoma.
The rest of the money it would loan out in Kansas City.

Senator ReED. 1 am talking about what it could do in loaning to
other banks. I am not talking about the necessity of deposits, but
what I am asking now is to what extent the banks do pass money
from one to another in that way. Isit practiced large y?

Mr. WexrER. I will explain that to you. Let us take our own
case. We have a reserve of about 24 millions cash in our vaults and
21 million dollars with the reserve agents in Chicago, New York, or
St. Louis. We carry that in those three cities, because they are
our legal reserve centers and because we get demands from people
who have bought goods in St. Louis for exchange on St. Louis, ex-
change on New York or Chicago. The bills of exchange we buy on
foreign countries we sell in New York where the demand exists for
such exchange. The money gradually comes to these centers, be-
cause they are the natural channels of trade through which the
money of the country drifts. In addition to that, we will carry some
money in Louisville, Cincinnati, Baltimore, Philadelphia, Kansas
City, and various other cities, to which our funds drift in the natural
course of business, and upon which we need exchange, and this is in
addition to the reserve requirement, because what we have in those
last-named cities we can not count as legal reserve. The lending
on our part to banks is only to those banks in our immediate vicinity
who carry accounts with us. If a bank, for instance, in the city of
Vicksburg, Miss., does business with our bank and it needs accommo-
dation in the fall, we loan to that bank.

The CaarMaN. The stenographer will please make a note that that
$150,000 required on the deposit of $1,000,000 would take $60,000 in
their own vaults as a minimum, $11,250 as a minimum in Kansas
City, $2,812.50 in St. Louis, making a total of 71% per cent minimum
out of the 15 per cent required by statute.

Senator REED. Could you tell me to what extent the banks do
deposit their reserve with other banks?

Mr. WexLER. Do I think it is advisable ?

Senator REEp. No; I say, can you tell me to what extent that
is done ?

Mr. WexcLER. To what extent do the banks deposit their reserves
with other banks?

Senator REED. Yes.

Mr. WexLER. In the exact amount that the law requires, together
with such additional reserve as particular banks may think it neces-
sary for them to carry for safety.

Senator REED. I do not know whether you quite caught me or
whether 1 quite catch you. A country bank is required to carry a
certain per cent in its vaults, and it may carry the rest of its reserve
in another bank?
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Mr. WexLeER. Yes.

Senator REEp. I am not asking whether it complies with the law
and keeps the 6 per cent in its own vaults. To what extent does it
deposit that part of the reserve in other banks which it is permitted
to so deposit?  *

Mr. WexLer. All of it. It may keep it in cash. The general
rule is to carry the nine-fifteenths required to be carried by country
banks in addition to the six-fifteenths in cash in other banks in
reserve cities.

Senator NELsoN. But the country bank may keep the whole in
its own vaults?

Mr. WexLER. It may.

Senator ReEp. But I understand, as a matter of fact, it generally
does not.

Mr. WEXLER. Generally it does not.

Senator REED. And generally all banks avail themselves of the
privilege of depositing that part of their surplus with other banks
which the law allows them to so deposit.

Senator Hrrcrcock. Senator Reed, it is time to put in the record
the fact that the statement shows that the bank deposits of the
national banks consist of $6,000,000,000 individual deposits and
$2,000,000,000 bank deposits; about one-fourth of all their deposits
are bank deposits.

Senator REEp. That, of course, includes, Senator Hitchcock, not
only the reserves which they transfer from one to the other, but such
other deposits as they see fit.

Senator Hircacock. National banks, their total individual de-
posits are $6,000,000,000 (about) and their total bank deposits from
other banks are $2,000,000,000.

Senator REED. In other words, the reserve and also other deposits.
[To the witness.] I am now about to ask you this question—if
Senator Hitchcock will let me have his figures I will be obliged: What
degree of peril is added in the case of a panic, if any peril is added, by
virtue of the fact that these reserves are in part deposited with other
banks and other moneys, so that about one-fourth of the moneys in
the banks are deposited with other banks ?

Mr. WEXLER. }%‘he question is to what extent that adds to a
panicky condition in time of stress ?

Senator REED. In case there is a panic started, to what extent
does it accentuate the other?

Mr. WexpLER. Well, when the entire system breaks down and banks
throughout the country at large can not pay currency, as happened
in 1907 when we had to resort to an illegal practice of 1ssuing clearing
house certificates, why, the fact that you have not that money in
your own vault and have it in various banks throughout the country,
naturally militates against your ability to pay out cash just to the
extent of that portion which is not in your vaults, and which is in
other banks.

Senator REED. In other words, if there was $1,000,000 started in
Oklahoma and part of it went to Kansas City and to St. Louis, and
part of it went to Chicago and finally part of it went to New York,
if you tied that money up in New York, you would tie up that chain
of banks to the extent of the money so hefd?
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Mr. WexLER. The percentage that finally finds its way, however,
to central reserve cities, as you have observed in here, is a quite small
part of the total.

Senator REep. But, I say to the extent

Mr. WExLER. To whatever extent that may be. If you needed
the actual currency and you had it in New York and could not get
it, your ability to pay it out would be impaired just to that extent.

Senator REED. In reference to the panic of 1907—just a word on
this point, not to go into it generally—was not the fact that the
banks were largely tied together by their business relations and their
interdeposits—I presume I may use that term—responsible for the
forcing of the suspension of payment by the banks generally through-
out the other portions of the country? Was not that largely re-
sponsible ?

Mr. WexLER. Well, it is a good deal like a doctor diagnosing a
case of sickness, Senator. When an attack comes on it is very hard
to diagnose the original cause of the disease and its inception. There
is a great deal of diversity of opinion about it. Of course, the first
radical reduction in reserves exhibited itself in the New York bank
statement, and that attracted the attention of the whole country to
the condition in New York. The moment we all saw that condition,
we had to draw our money out of New York in order to intrench
ourselves, and in doing so we further weakened New York, so that we
contributed in a sense to the acute condition that existed in New York.
Our country bank correspondents, when they found that we were
drawing our money out of New York with a view of strengthening
ourselves, turned around and drew it out of us to strengthen them-
selves. So that the whole system broke down because of its
inefliciency.

Senator REED. And finally ended with the fellow with the stocking.

Mr. WExLER. With what?

Senator REED. Ended with the gentleman with the stocking—the
man that was going to get the money out and put it in his stocking.

Mr. WexLEeR. It finally went to the individual who took it out of
the bank and put it in his stocking. That was what created the panic.
So that we all finally contributed to the acute condition that existed.

Senator REED. So that it must be true that this practice of banks
carrying large deposits with other banks is an element of danger in
the present system ?

Mr. WexLER. In the present system; yes.

Senator ReEp. That 1s what I am trying to get at—the difficulties
of the present system. Still keeping away from this bill.

Mr. WexrLER. For the reason that, Senator Reed, the New York
bank has no place to go and get this money when called upon for it,
having no privilege of rediscount.

Senator REED. Suppose that the New York bank had a place it
could go and get this money. That would pretty nearly solve the
difficulty, would 1t not ?

Mr. WEXLER. Absolutely.

Senator REED. But you do not think if he could go and get it down
here out of the Treasury that that would do much good ?

Mr. WexLER. No, sir; it would not. It is too cumbersome.

Senator Reep. Why not ?

Mr. Wexrer. In the first place
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Senator REED. I'm talking about—following the present method—
a condition of affairs where he could walk right down to the Federal
Treasury, promptly, and get the help. Would it not then be able to
meet this condition ?

Mr. WexXLER. Yes; if the central Federal Treasury had the money
and the Federal Treasury had the machinery for passing upon these
loans, and was willing to make the loans at that time promptly—
immediately upon the minute—why, of course, it would answer the
purpose.

Senator REED. Very well. I understand, of course, that you are
talking about any plan that can be worked out. I am trying to get at
the principle now. The whole difficulty, then, simply lies, as far as
panics are concerned, in the inability of the great banks of the great
centers to get money for their assets and get it quick?

Mr. WEXLER. Yes.

Senator Reep. I thank you for that.

You have already, I think, answered the third proposition, in which
you said that the third difficulty was that the entire rescrves were scat-
tered in the various banks, and you thought that they ought to be

athered into one common reservoir; and % do not care to press that
urther at this time. I am-taking too much time, anyway.

Just one other matter, in regard to rates of interest: I believe you
have stated that money goes to New York and to Chicago and to St.
Louis and other large cities because it is following the demands of trade
and commerce. Do you think, therefore, that the real laws of trade
must be considered in that respect ?

Mr. WexLeRr. Undoubtedly.

Senator ReEp. 1 want to get your views as to whether or not a
similar law does not apply to the question of interest charges—that is
to say, we find that you can get a greater rate of interest on money in a
new State. I have always found that it was not so much on account
of the risk as on account of the fact that the man who borrowed the
money had a better chance to make money probably than he did in
older places. Is not that the situation ?

Mr. WEXLER. I do not think it is, Senator. I think the higher
rate paid in the newer State is due to the less liquid character of the
security. It may be just as good. A man may have a vast tract of
timber; that is an excellent asset, yet it may not find a ready market.
You will find that the higher rate is paid on account of two
things: One the risk, and the other the liquid condition of the collat-
eral—how readily the money can be collected and converted back
into cash. In new States—and largely in the Southern and Western
States—our collateral is not as liquid as the collateral in the New
England and Eastern States.

Senator REED. I know. You have been so manifestly fair all
through this interrogation, and I want to ask you a little further.
A man out in a Western State perceives an opportunity to invest in
something and make 100 per cent. Is not he more willing to pay a
higher rate of interest, and do you not think that cuts some figure
in the matter?

Mr. WexLER. I think it does. Ie is more willing to pay a higher
rate and he ought to pay a higher rate. What would just be the class
of thing that you have in your mind upon which he sees an opportu-
nity of making 100 per cent? Might 1t be the boring of an oil well,
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might it be the buying of a piece of timber, or the erection of a saw-
mill or stave factory or an ice plant, or many things that new coun-
tries require, which is more or less fixed capital, not credit? He puts
the money in with the idea of making a big profit out of it or selling
it to somebody else. e could not make 100 per cent by the opera-
tion of any one of those plants. Therefore it is more or less fixed
capital that has to go in for a long time, and his judgment may be
correct, and he should pay a higher rate, and that class of securi-
icies should never go into the central bank as a basis of a note circu-
ation.

Senator REED. Do you think the same conditions that make it
Eossible for this man to invest in the class of business ventures you

ave spoken of has its effect all along the line—the wages of men
are higher, the profits on goods sold are higher, and do you not think
that has something to do now with the building of the bank, and
consequently the ability of the bank to ask more?

Mr. WexLER. Senator, I do. You are entirely correct that that
employs labor and pays out wages and makes business better, but
whenever the investment in enterprises of the character to which you
refer is widespread and general and upon credit—that is, that the man
who makes the investment has not his own money in the bank that
he can use—that is what we class dangerous expansion, when he
goes to borrow for such purposes, and that is what really brings about
a panic, when we go too fast in investments of that kind.

Senator REED. That is illuminating, but a little aside from the
thought I have. I am directing your attention to this, whether it
would not violate these—I will call them ‘‘natural’’ conditions for the
want of a better term—if we had one fixed rate of interest, the same
for New York that you would have for Portland, Oreg., the same
for Boston that you had for Seattle or San Francisco, are you not
there trying to fix an iron rule and fastening upon conditions that
are widely variable and where the unobstructed laws of trade have
already met the varying conditions by varying rates of interest ?

Mr. WexLER. No, for this reason, that the central bank or a Fed-
eral reserve board controlling the regional banks would have no
control over the rate of interest which the individual National and
State bank would charge. It has nothing to do with it. It simply
makes the rate at which it gives rediscount for the various banks.
If John Smith should contemplate an enterprise of the nature that
you refer to and wanted to borrow the money, he could not go to the
regional bank, because he could not trade with it. He would go to
the bank located in his town, and that bank would charge him a rate
commensurate with the liquid character of his collateral and upon
the risk. That rate he would have to pay, and that would have no
regard to any rate -fixed by the Federal reserve board. After the
bank got that collateral it would have to know that it had the money
to take care of it for the full length of time that it had loaned, because
it is not of the character that he could go and rediscount that paper,
even with its own indorsement, in the Federal reserve bank.

Senator REEpD. Why not ?

Mr. WexLER. Because it would not be permitted.

Senator REED. Suppose it is a merchant. 1 will take that.

Mr. Wexrer. All right, take that.
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Senator REED. We will say that the natural rate of interest in the
East is 5 per cent. The present rate in the West, let us say, is 7 per
cent. You establish this system, and your central bank says to its
branches, or the Federal reserve board up here says to the Federal
reserve banks, “ We loan you money at, say, 3 per cent.” Your bank
out West would get its money at 5 per cent, and still continue, you
think, to charge the same rate of interest to its customers?

Mr. WexLER. No, I think the rate of interest on this class of paper
would decline. I believe the public would be served to better
advantage and at lower rates on liquid commercial paper than it is
being served at the present time; it would be an advantage to the
whole country.

Senator ReEp. If the rates came down on liquid commercial
paper, that would necessarily, at least indirectly, affect the rates on
all paper, would it not?

Mr. WexLER. I do not think it would.

Senator REED. You do not think it would at all?

Mr. WexLER. No, sir. I have seen a condition where you could
rediscount good commercial paper at 4 per cent in New York in
banks and t%xrough commerciaf note brokers, when a railroad would
have to pay 7, 8, or 9 per cent in order to get money—a good railroad
corporation.

Senator ReEp. You say the bank would be able, although it got
money at, say, 3 per cent, to nevertheless charge the customer in
these western places 6 or 7 or 8 or 9 per cent, as the case might be;
in other words, charging whatever they saw fit, limited, of course,
by his disposition to pay ?

Mr. WexLEeR. Yes, sir.

Senator REEp. If there was only one bank in his community he
would have to p%y what they fixed, would he not?

Mr. WexLER. That is what he has to do now; but he could get in
his buggy or automobile and go to the next town 10 miles away and
get a little competition on his loan.

Senator REED. He could do that now.

Mr. WEXLER. Yes.

Senator REEp. But if you had one central bank and it had its
branches in every city and town, I believe you said every national
bank would join it and practically every other bank would join it,
and if this man left his town and went across the country 10 miles
to the other town he would be dealing with the same gentlemen, in
fact, that he was dealing with in his own town ?

Mr. WexLER. Senator, he would not. You are confounding in
your mind the Federal reserve bank or the branch of a central bank
with the 23,000 to 25,000 State and national banks throughout the
country who are merely subscribers. The competition amongst us
as general bankers is extremely keen, and what makes the rates
to-day? It is the competition that exists between bankers. If a
man comes to me and wants to borrow, I do not ring up and ask
every other banker, ‘‘Has he been to you?”

Senator Reep. I understand that. As it appears to-day you bid
for the borrower.

Mr. WexLER. We give him the prevailing rate of interest upon
loans of that character.
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Senator REED. If he is not satisfied with you he comes to me?

Mr. WexLER. Exactly.

Senator ReEp. The result is there is competition.

Mr. WexLER. There is competition.

Senator ReEeEp. If you have one central bank and that central
bank has its branches, and all banks in order to avail themselves of
its help must be members of it, then I want to know why there
would not be one rate of interest fixed clear down to the customer.

Mr. WexLER. Because

Senator REEDp. Inevitably.

Mr. WexLEr. Not at all. There would be absolutely no more
relation between the individual banking institution then than there is
to-day. They would simply be subscribers of one central reservoir
of credit with which they could discount liquid commercial paper,
but, the remainder of the resources which they could not rediscount
and their discounting privilege would be governed to some extent by
the lending ability. Under the reserve bank system or the central
bank CIzvith branches there would be the same competition that there
is to-day.

Senat%r REED. I understand you to say

Senator NELsoN. Let me interrupt you. I think that you have
overlooked the fact that it is only banks that can be customers either
to discount or to deposit with these national reserve banks, and they
can not deal with individuals.

Senator REED. I am not talking about the national reserve bank
now at all. I am talking about this suggested plan with one central
bank with numerous branches. Suppose that 1s established, and it
has its numerous branches. I asked the question of Mr. Forgan, I
think—T may be in error, if I am I apologize—whether or not that
would not compel all banks ultimategr to become members of the
general system, and I understood him to say it would.

Mr. Wexrer. I think it would have the effect—the privileges
should be so great that they would all want to join the general system.

Senator REED. Suppose that is established, and it has its numerous
branches; I asked the question, I think, of Mr. Forgan—I may be in
error, if I am I apologize—whether or not that would compel all banks
ultimately to become members of the general system. I understood
him to say that it would.

Mr. WexiLER. I think it would have to be so. The advantages
would be so great that we would all want to join the general system.

Senator REED. Under that scheme which is suggested, what would
be your relations to the great central bank with its numerous branches ?

Mr. WexpLEr. What would be our relations with the central bank
located in Washington in connection with the banks in New Orleans ?
I would be a subscriber to the stock of the central bank and a depos-
itor in the branch in New Orleans. My general customers doing busi-
ness with me to-day would continue to do business just as heretofore
and would not know of the existence of this branch.

Senator REep. The New Orleans bank would rediscount at a rate
of interest upon which to loan money to you and everybody else?

Mr. WExXLER. To me and every other bank.

Senator REED. That is what I mean. We will say they fix that
rate of interest at 4 per cent.
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Senator Crawrorp. Senator Reed, pardon me, but would it
include every other bank?

N Senator REep. If they all subscribed, and I think they all would
ave to.

Mr. WexLER. All right, now, we have that condition.

Senator REED. Your advantage in belonging to that system is that
you can go and rediscount your customers’ paper ¢

Mr. WexLER. That is it.

Senator REED. The first thing necessary, therefore, is that your
paper shall be of such character that it will be passed by the central
reserve bank ?

Mr. WEXLER. Yes.

Senator REEp. Therefore is it not only possible, but is it not
inevitable that the central bank would prescribe the kind of banking
you should do in order that you should be a safe bank ?

Mr. WexLER. No; no more so than the comptroller’s department at
the present time prescribes the class of banking I can do.

Senator REEp. But the comptroller’s department at the present
time does not have to let you have money.

Mr. WexLER. No; but 1t prescribes the kind of business I can do.

Senator REED. Let us see how it will work out. We might dis-
cover that it would be a bad thing for banking, and we might discover
that it would be a bad thing for the country. I know the bankers
do not want to hurt the country.

Mr. WexLER. No, sir; we do not.

Senator REED. Would not the central bank necessarily say in the
end to you:

We think you are paying too much interest on deposits; when we loan your bank
fngne)l' we do not want this kind of collateral; we want a good bank back of the col-

ateral.

Would they not in that way, by suggestion, if not by command,
influence the rate of interest paid upon deposits ?

Mr. WexXLER. I do not think so, sir. I think that the Federal
reserve bank located in New Orleans would simply act in its relations
with me in this capacity: We would be a subscriber to it, and the gen-
eral borrowing public would have no relations whatever with the Fed-
eral reserve bank. It would have its relations with me.

A wholesale dry-goods man, for instance, would come to me. Heis
in good credit, and he can sell his paper on the markets of the coun-
try, and he carries a large average balance, and he only borrows
money for three or four months of the year, and he carries this balance
all the rest of the year. I fix him aslow a rate as my judgment might
justify. It may be as low a rate as 4 per cent, as 1 can rediscount
‘his paper with the Federal reserve bank in that district, or I may
charge him 4% or 5 per cent, as the case may warrant.

Now comes along a sugar planter who is perfectly good; he owns
a magnificent plantation, he carries an account with us. He has his
crop to bring i, and he wants $25,000 to finish his crop with. We
Willp say that is a three or four months’ loan. His balance may not
be as large, his paper is not quite as liquid, and he will pay me prob-
ably 1} or 2 per cent more. That is, I would exercise my business
judgment of the value of the two accounts to the bank. I come along
to the middle of September and I find that people want to borrow
money on cotton, sugar, rice, and various other commodities. I find
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that we need more money in order to carry all these commodities, and
I take the note of the dry-goods merchant or of the sugar planter,
to the extent that I may need money, and take it over to the central
bank and offer it at the prevailing rate on that day and they discount
it. They do not discriminate with regard to the rate. The paper
must be of that quality and standard required by the by-laws and
rules of that banolli or they will not take it at all. If it is of that
character they discount it. They give me their rate on that date and
the commercial transactions of the country are facilitated, and the
commercial interests of the country are benefited. The rates of
interest on that class of paper may decline, but it will have abso-
lutely no relation to the money borrowed. The money borrowed
for the general development of the country will have to pay the rate
which the risk of the i%an and the character of the assets justify.

Senator REED. That is a limitation ?

Mr. WEXLER. Yes, sir.

Senator REED. After the establishment of this central bank and its
numerous branches, how would it proceed to protect itself for loans
or rediscounts that it made to your bank, for instance ?

Mr. WEXLER. Protect itself? Well, for instance, the board of
that bank would be six members, as the bill proposes, selected from
that immediate section, three probably bankers, and three merchants
or agriculturists, who would be presumed to be familiar

Senator REED. I am not speaking of the plan proposed in this bill.
I am speaking about the central bank.

Mr. WexLER. The branch central bank would have a governor at
this central bank, and an advisory board there who would pass
upon this paper. Its duty would be to be just as familiar with
conditions as the board and officers of our bank are to-day. If
they did not think well of the paper they would refuse it.

Senator REED. That all relates to an examination in regard to the
paper itsclf ?

r. WEXLER. Yes.

Senator REED. But in addition to the paper it would have to
take into consideration the character of your bank and stability of
your bank also. Do you think that would cut any figure?

Mr. WexLER. Decidedly so.

Senator REED. Then they would take that into consideration ?

Mr. WEXLER. Yes, sir; we would be the indorsers of the paper.

Senator REED. Therefore, if you went there to get credit, they
would consider, not only the credit of the man who signs the note
which you presented, but also your credit ?

Mr. WEXLER. Yes,sir.

Senator REED. Then do you think that if they made a suggestion
to you that you were paying too much interest on deposits that you
would not take heed to that suggestion ?

Mr. WExXLER. I think that if they made such a suggestion and the
suggestion was wise I would certainly take heed of it.

Senator REEp. Don’t you think you would take heed of it a little
on the line that this was the place you had to go to get your money in
the time of rediscounts of these notes ?

Mr. WExLER. I can not conceive, Senator, of a suggestion being
made that would not be in the direction of sound ancgl conservative
banking.

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



102 BANKING AND CURRENCY,

Senator REED. Suppose they said:
You must not pay interest on deposits at all.

That would be in the interest of making the bank safe and it would
be sound banking in that sense. Suppose that he said to you:

You must not extend any more credit to A B; we don’t like his paper.

It might be sound banking, but I am thinking a little about A B
now just for a minute, about the customer, and the possible effect of
one central body fixing this sound rate and one central body super-
vising in the way 1 have indicated all of the banking business of the
country. I am thinking of the possible effect that might have upon
the borrower.

Mr. WexLeR. I do not think, Senator, it could have anything but a
salutary effect. Let us 1]))resume that the condition you have just
mentioned arose, in which they should say:

We dl(; not believe it to be good policy for banks to pay interest on deposits subject
to check.

Let us presume that. I am not so certain but that such a recom-
mendation might be very good. Who pays the interest in the end ?
Nobody but the borrower. If I am paying 3 per cent interest to all
my depositors, I must get that much higher rate from the borrower.
He has to pay the freight in every circumstance.

Senator REep. That is true, but the man who has the money in
your bank gets part of the freight.

Mr. WEXLER. If he has a lot of idle money, he has means of in-
vesting it. He can put it into savings banks where he can get interest,
but I can not conceive of any branch of a Federal reserve bank or of a
central bank inflicting upon the general banking interests of the
country arbitrary rules that would be injurious to the people doing
business with those banks. I am sure such a condition would not
exist.

Take Canada, where they have the branch-bank system. These
branch banks do the local business. They have never inflicted upon
their customers any arbitrary rules and regulations. I do not believe
that we have anything at all to fear from that source. I think it
will make for sounder and better banking.

Senator REED. I do not want to have my questions misinterpreted.

Mr. WexLER. I understand; you are trying to develop the fact.

Senator REED. The bankers are high-class business men; I think
a good deal of them; indeed, I borrow money from them.

Mr. WexLER. They are very necessary.

Senator REED. And as long as they continue to loan money I am
going to have a soft spot in my heart for them; but the question now
1s whether or not it is not entirely possible for this central control to
finally manifest itself in the conduct of the business of the individual
banks in such manner that the business will be perhaps safer and
sounder and for the best interest of the customers of the banks in the
end? Will he not find that there is practically only one place to get
his accommodations and that competition has been largely wiped out ?

Mr. WexLER. That is not the result in Europe. % am confident
that this plan will make for sounder banking; that it will make for
certainty of the banker being able to accommodate his customers.
The great thing to be accomplished is to enable the man who needs
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credit to conduct his business with confidence and with certainty that
the credit he requires will be furnished him and that he need not be
constantly under fear and hesitation as to whether or not he can get
that credit. I believe that would be accomplished by the central
banks or Federal reserve banks.

Senator REED. That is all I wish to ask you at the present time;
I thank you, Mr. Wexler.

Senator Hrrcacock. Mr. Wexler, you were just referring to this
European practice, and if I understood you correctly, you spoke of
the Kuropean system as being preferable. Which system do you
refer to ?

Mr. WexLEr. The Bank of France appears to me to have an
organization that is more nearly fulfilling all of its requirements as
far as that country is concerned than the other systems that I know
of. However, I have not made a study of the European systems
lately and I am hardly in a position to make any definite statements
in regard to them.

Senator Hrrcuacock. You objected when I said that the capital
of these proposed new reserve banks might be owned outside of the
banks, and yet the Bank of France is owned entirely outside of the
banks, and they have no control over them.

Mr. WexLER. I admit that. I think that is true of all the Euro-

ean banks. In fact, the capital is owned outside of the banks, but
if you allow the capital here to be owned outside of the banks you
will have to open the doors of the banks to the general public, and
you will create a competition between your Federal reserve banks
and the general banks which will ultimately result in this country
in a monopoly of the banking business, in my opinion, and the dan-
gers to which Senator Reed has just referred might very well occur.

Senator Hircucock. Is it not a fact that the bank borrowing of
every Kuropean country is much more concentrated than the bank
borrowing of the United States?

Mr. WeXLER. Yes, much more.

Senator Hircucock. And if we adopt one of those systems we
are going to concentrate and centralize that bank borrowing?

Mr. WexLeR. Not under the plan we propose here where each
bank maintains its independent entity all the way through. I can
not see how we can possibly have the condition of centralizing our
banking systems. We will simply centralize our reserves and redis-
count facilities, and we will have just as many separate entities as
we have to-day, and they will increase as the demand for additional
banks occurs.

Senator Hircucock. The bank that desires to borrow currency
under your plan, however, must ultimately seek relief of the central
association ?

Mr. WexrEr. Undoubtedly.

Senator HrircacoCK. And seeking that relief, it is bound to present
paper which is satisfactory to the central association?

Mr. WexLER. Yes.

Senator Hrrcucoox. And if the central association has the power
of refusal it would result in giving the central body the power of sug-
gestion to all banks and the power to considerably control their
methods ?
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Mr. WexLER. Well, it would to the extent where such methods are
unsafe. The same condition exists to-day. When I go to our cor-
respondent in New York for a loan and he does not think conditions
are as they ought to be, he does not hesitate to say:

I do not think you are loaning your money at a proper rate of interest, or you are
paying too much interest on your deposits.

That is a perfectly proper suggestion. I make it to the banks
which come to me. I have no hesitancy in saying to them:

You are not on the right track; you must mend your ways.

Why should not the central reserve banks have that privilege ?

Senator Hrrcacock. But you take away from New York, St. Louis,
and Chicago, and all these 48 other cities, this power of suggestion
and give it into the hands of one bank.

Mr. WexLER. Not at all. Take, for instance, our case. The banks
doing business with us will probably have to use our facilities to a
certamn extent just as they have heretofore. They will not have
enough liquid commercial paper of the proper character which this
bank would accept. They will have to come to me with paper of a
character which this bank will not take and I will have the same
power of suggestion that I have had heretofore.

Senator Hircacock. This power of suggestion is now divided u
in these three central reserve systems and as many banks in eac
system, and you propose to concentrate it all in one system ?

Mr. WexLER. No. They, as lenders of money, will have the power
to suggest, which is an ordinary human right. The banker m the
small town suggests to the individual. If one of his customers who
borrows money from him is not running his business properly he tells
him so. That is just in the ordinary human course of affairs that the
man who is doin§f business with another man and feels an interest
in that man’s welfare suggests to him the proper course of business
which he should pursue. Of course he may reject that suggestion.
I have had men reject my suggestions to them, and the only thing
they can say is—

If you do hot like the way I am running my business I will take it to another bank,

Senator HircrcOCK. You referred to the Bank of France. As a
matter of fact your association of bankers proposes an entirely
different currency plan from that in use in the Bank of France.

Mr. WexLER. I have said that we can not adopt any particular
European or other system. We have to work out a system, taking
the experience of foreign countries which is adaptable to our own
particular conditions of affairs.

Senator HrrcrCcOCK. You are ErOEOSing a currency which is not a
legal tender. The currency of the Bank of France is a legal tender.

Mr. WexLER. Well, our currency would be legal tender——

Senator Hircacock. I am speaking in the absolute sense. The
currency that you propose is not a legal tender.

Mr. Wexrer. Well, I will simply reiterate that we have suggested
a great many changes from any foreign system I know of, all of which
we believe desirable.

Senator Hrrcrcock. Is not the real trouble at the present time a
lack of adequate legal tender—money—in the United States %

Mr. WEXLER. I do not think so,
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Senator Hitcacock. The figures show only $900,000,000 deposits
of balances in the reserves of banks of the United States for $8,000,-
000,000 of deposits. In other words, only about 10 per cent.

Mr. WexLER. Yes; which is really more than we need. In this
country the average reserve for the banks of deposit is 13 per cent,
and in Europe the average is but 12 per cent.

Senator Hrrcrocock. In Europe there is no duplication. Here we
have duplications.

Mr. Wexrer. This to which I refer is all cash reserve, metallic
reserves—legal money.

Senator Hrrcrcock. The reserves shown in the national banks of
this country are something like $900,000,000—that is, the cash re-
serve—against $8,000,000,000 of deposits.

Mr. WexLeR. But it is metallic cash, gold reserve.

Senator Hrrcrcook. And the real trouble when it occurs is that
the bankers are compelled to dip into this reserve if there is a rum,
and the banker has to make an excessive payment for loans. You
propose no addition to this volume of reserve at all; what you pro-
pose to do is to increase the supply of credit money.

Mr. WexLER. I am certain that the reason we have to dip into that
metallic reserve is because we have not any paper money we can give
the people. The people do not need the gold. If you had money
in the bank you would not need to draw gold; you would have no
use for it. You would only do that if you were frightened. A bank
note would answer your purpose just tlZe same.

Senator HiTcHCOCK. -Tas not every bank panic occurred where the
reserves of the bank were at a very low ebb? Was not that the
case in 1907 ?

Mr. WexLER. Yes.

Senator HitcECcook. And is it not true that at the present time
bank reserves—I mean the cash reserve money in the banks of the
United States—is almost at the same low ebb as in 1907 ?

Mr. WexLER. No; I think the average reserve now is fully up to
legal requirements.

Senator Hrrcacock. I am not speaking of the book reserves; I
have no doubt that the books of the bank will show 25 per cent of
their balance on hand, but, on account of this duplication of deposits,
there is not actually in the banks of the United States more than
$900,000,000 for the $8,000,000,000, and that is almost as low as it
was 1n 1907. It is a little more than it was in 1907, but not much,
and it is down to the point where bankers are actually restricting
their credits at this time because they are so low. Is not that a fact?

Mr. WEXLER. Yes.

Senator HiTrcHCOCK. And your proposition does not go to that
evil, but is only to inflate the eredits.

Mr. WexLER. Not at all. My proposition will bring into the
banks the $300,000,000 or $400,000,000 of gold circulating in the
pockets of the people to-day and add to the present reserve and give
them in lieu of it a circulating note which will answer their purpose
just as well and which they would rather have. We are paying out
this reserve money whenever there is a demand for a circulating
medium, when that money ought to be in our vaults.

Senator HrrcroOCE. You propose using these bank notes which
you want to issue for the ;{urpose of withdrawing the gold from the
people and getting that gold into the banks?
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Mr. WexrLEr. Exactly. I think that with this system in vogue
you would not see any more gold certificates and very few greenbacks.
They would be the basis upon which the credit would rest.

Senator Hircacock. That gold when drawn into your banks would
be the basis for conditional credit on which you would issue loans.
Does not that mean inflation ?

Mr. WexrLER. Not at all; not if you have the proper proportions of
reserve. Probably, if you look in your pockets you will find $40 or
$50 of gold certificates there.

Senator O’GormMaN. No Senator from the West has that much
money.

4 Senyator Hircrcock. I do not want to expose my financial con-
ition.

Your idea, then, is that this power to issue conditional bank notes
is desirable for the purpose of trading them to the people for the gold
which you state is in circulation, thereby drawing the gold into the
bank and increasing your reserve money, and for that reason increas-
ing the loans you can make? You think there is no danger of infla-
tion as a result of that process?

Mr. WexLER. No, sir; because the amount of money you can issue
in exchange for this gold must always be dprot;ected by gold reserves
and liquid paper constantly maturing and constantly coming in for
redemption.

Senator Hircucock. Now, Mr. Wexler, you approve of the Euro-
ean system. Will it not require iprac’cically a revolution of American
anking to adopt rediscounting of bills by banks? ‘

Mr. WexLER. The rediscounting of bills by the central banks or the

. Federal reserve banks?

Senator Hrrcacock. Would not that require a revolution in, their
methods of doing business ?

Mr. WexLER. Not in the least.

Senator HitcHcock. They carefully avoid rediscounting bills now,
do they not ?

Mr., WEXLER. Yes.

Senator HircHcock. It is regarded as bad banking?

Mr. WexLER. In some sections it is; in other sections it is re-
garded as good banking.

Senator Hrrcrcock. But it would practically be a revolution of
banking methods, would it not ?

Mr. %EXLER. When the banker in the city gets hard up he does
not want to borrow because he does not like to have it appear in his
statements; it is simply a sentimental idea which prevails in his
mind. As a matter of ¥act he would be a great deal better off if he
did borrow and take care of the business of his section and of his cus-
tomers. In the section in which I live we do borrow. In 1907 the
bank of which I am vice president borrowed twice as much as its
%%pital to take care of the business. Many banks did not do it.

e believe that the business should be carried on, that the crops
should be shipped to Europe, and the gold brought back, and we did
not hesitate to borrow and use the money in our business. It will
cause no change whatsoever; instead of borrowing from New York
as we do, we will have the central reserve bank of credit to go to.

Senator HitcBcoCcK. Mr. Wexler, you admired the banking system
of France. Is it not a fact that the Bank of France discounts notes
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for not more than 50 banks; that is, the total number of banks for
which the Bank of France discounts notes?

Mr. WexLER. Ican not answer that question. It also discountsfor
the public.

Senator HitcEcook. My judgment is that it is much less because
there are only a few banks in France with several hundred banks con-
nected with each. Do you think that method can be made to apply
to a country with 25,000 banks, if all want to discount notes ?

Mr. WexLER. Not atall. I think the central bank here should have
the right to discount for the 25,000 banks.

Senator Hrrcaocock. Would you think the rediscounting of the
banks is entirely different and a more serious proposition with so
many individual banks than if there were a smaller number of great
banks with which the business could be done ?

Mr. WexLER. I do not think so; not at all. It is a question of
principle. I venture to say that there are banks which discount for
3,000 or 4,000 now. There is no difficulty about it.

Senator HrrcaHCcOCK. A few moments ago, in answer to a question
put by Senator Reed, you said that you thought that it would be
entirely feasible for you to go to the representative of a central bank
in New Orleans an(;iy present your paper and secure whatever cash
currency you desired on that rediscount. Can you see any good rea-
son why you would go to that bank if, instead of representing the
central%ank, he represented the Treasury of the United States—the
same expert represented the Treasury of the United States—to pass
upon the paper which you offered and hand you out in place of it
bank notes—notes of the Treasury of the United States ?

Mr. WexLER. I can not see any reason for that. The Government
has no money with which to do 1t.

Senator Hrrcrcock. Suppose the Government provided the money ¢

Mr. WexLeEr. How Wouﬁ)g it provide it ?

Senator Hircuoock. By issuing these notes and providing gold
reserves for their payment.

Mr. WEXLER. ere are they going to get the gold ?

Senator Hircacock. By selling more bonds; by providing an issue
and requiring the bankers to pay enough interest for the loan of the
currency to more than pay the interest on the bonds.

Mr. WexLER. We have a fixed bond-secured circulation

Senator HrrcHCOCK. No; you misunderstand me. The bonds
not to be secured; the bonds merely to be issued for the purpose of
providing a gold reserve in the Treasury. You are to borrow those
notes and pay interest on them during the time you have them.
The Government is liable for their payment and has reserved their
payment, but in the money you pay the Government for the loan of
the currency you more than pay the interest on the bonds. By that
method we add to the country aconsiderable amount of reserve mone{—
legal-tender money, money that would be good for all purposes, public
and private, and currency that could be used for banking reserve.

Mr. WexLER. Do you want to make those notes legal tender? If
80, you would have to do it by act of Congress.

Senator Hitorcock. All Government notes are legal tender now.

Senator REEp. We are dealing with an act of Congress.

Mr. WexLER. I am sure, if you wanted to do so, you could work
out a scheme by the which the United States Government could go

9328°—sS. Doc. 232, 63-1—vol 18
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into the banking business; but I do not believe that the Government
of the United States ought to be in the banking business.

Senator Hitcacock. The Government of the United States would
simply be authorizing currency for the purpose of enabling banking
interests to do business.

Senator NELsoN. Would not the banks have to deposit commercial
paper with the United States ?

enator HrrcaCcOCK. Certainly; they would deposit it with the
agents here.

Senator NELsoN. And the United States would be holding a lot of
commercial paper ? .

Senator Hircacock. Certainly.

Mr. WexLER. You practically have that in this plan. We have
the Secretary of the Treasury as the ex officio head of this bank; we
have everything you gain by having a Government bank without
having the Government mixed up in it. \

Senator HirceEcock. The plan I am proposing does not involve the
complicated machinery; it does not involve the deposits of the coun-
try; it does not involve detracting and taking away from the inade-
quate capital of the national banks; it does not take away the inde-
pendence of the country banks or the individuality of the bankers.

Mr. WexLER. But here is what it does, which is infinitely worse.
It is in the first place pledging the credit of the Government to secure
the bonds. What advantage is there in selling a bond at 4 per cent
which the Government would have to do now, and then requiring the
people of the country to in turn pay that interest back to the Govern-
ment, when you have the reserves now scattered all over in the 3,000
or 4,000 different piles, which simply needs to be concentrated into
one pile to create the gold reserve necessary ?

Senator HircrCcOCK. I am asking for enlightenment on a different
line. You propose to inject perhaps $1,000,000,000 of credit currency
into the money of the country. Is there any danger that the injection
of that debased currency would tend to drive gold abroad %

Mr. WEXLER. Just the contrary.

Senator Hitrcrcock. That, it seems to me, would be the invariable
result. You have a note which is not legal tender; you propose
a note which is not legal tender.

Mr. WexLER. But gold will not be near as available to be shipped
out of the country as it is at the present time, because the gold will
find its way into the vaults—into this central reservoir of credit—
and the circulating note will be out among the people. Of course,
these notes could be presented by a foreign Government if it had a
balance against us at the central bank and the equivalent in gold
taken away, and you will recall that I raised the point that the
central reserve board ought to have enough power to levy an export
tax upon gold. That has been discussed in our committee. We have
to-day the only free gold market in the world, and the balance of
trade in our favor, and our enormous crops have been so great that
we have been able to get our gold back on several occasions when it
has been diverted abroad. But a condition might arise which would
make an export tax on gold desirable.

Mr. Forean. I would like to suggest to the committee, if I may,
that we are not at all surprised that the members of your committee
when they get hold of a witness like Mr. Wexler shoulg hold onto him,
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but Mr. Hill has been asked to prepare himself specially on behalf of
this committee to answer all your questions in connection with the
subject you have just been discussing. He is specially posted on the
topics about which you have asked Mr. Wexler during the past 10
or 15 minutes; Mr. Wexler has only the general knowledge of the
matter that he has acquired in his business. He is not as ready to
answer as the gentleman who has prepared himself.

Senator Hrrcacook. Well, we will give Mr. Hill all the questions
that are necessary to shed light upon the subject.

Mr. Forgan. All T desired to do was to make the suggestion on
behalf of ourselves that you ask the men who have prepared them-
selves to answer on these special topics, because we do not wish to
give our own individual opinions. I want you to understand that
we are here, appointed by the conference held in Chicago and under
the resolutions adopted by that conference.

Senator REED. But we may want your opinions.

Mr. Forean. You are entitled to them, but if you will confine
yourselves to the subject upon which we have prepared ourselves I
am sure you will be much better posted.

Mr. SuarrotH. Mr. Chairman, I move that the committee do now
adjourn.

The CuArrRMAN. It is moved that the committee adjourn, and we
will therefore take a recess until 2.30 o’clock p. m.

(Thereupon, at 1.10 p. m., the committee took a recess until 2.30
o’clock p. m.)

AFTER RECESS.

The CrATRMAN. The committee will come to order. Gentlemen of
the committee, Dr. Johnston was invited from Kansas City to address
the committee. e is the president of the National Reserve Bank
of Kansas City, Mo. He wishes to be heard, and I have requested
him to appear before the committee, and I will ask the committee
to hear him, and then we will proceed with and conclude the cross-
examination of Mr. Wexler, if there be no objection.

STATEMENT OF DR. JOHN T. M. JOHNSTON, PRESIDENT OF
THE NATIONAL RESERVE BANK, KANSAS CITY, MO.

Dr. Jouxston. I am president of the National Reserve Bank of
Kansas City, Mo. Mr. Chairman and gentlemen of the committee, I
“feel like apologizing for differing from these men who are here giving
their views and opinions and arguments on the currency bill, and 1
should not be here to-day had it not been at the special request of
Senator Owen, with whom I have been associated in a confidential
and business way for many years.

Let me say that I believe in these men who are here making their
arguments before this committee. I believe in them collectively, and
I believe in them personally. I believe each of these gentlemen
possesses character, capacity, and conscientiousness. I believe that
every move they have made up to this time and at this meeting of
this committee has been done unselfishly and patriotically.
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Therefore it is the more embarrassing for me to differ with them,
and especially two of this committee; it is especially embarrassing as
a St. Louisan, for I have known Festus J. Wade for many years. 1
have seen him come up from a newsboy on the street and a driver of
a mule car, and on up until he is to-day the financial head and leading
spirit of what we count one of the greatest, if not the greatest, finan-
cial institutions in the central reserve city of St. Louis. T believe
in him. This is evidenced by the fact that when he had a vision of
a financial institution in St. Louis, and asked me to become a stock-
holder, I did so at once. And so I found myself having a quarter of
a million of dollars invested in his plant. My faith has not been dis-
turbed, but has grown, as is evidenced by tﬁe fact that I am still a
stockholder. Yet I have sold enough of the stock of his iastitution
to clear me $50,000. So you know that I believe in Wade. Mr.
Reynolds, over there, is another man in whom every banker has the
utmost confidence. Only the other day I called him up by phone
from Kansas City and asked him if I should need half a million dol-
lars in a certain deal, temporarily, could 1 get it? He said:

Johmnston, you can get whatever you need. Go on.

So you can see how embarrassing it has been for me to differ with
these men, and I wish to say, gentlemen, that the only reason we
could differ is because of the viewpoint at which we stand and from
which we look. We are looking at this proposition from different
viewpoints. You know, the bigger the proposition, whether it be a
big subject or a big object, the comprehending of that object or
subject, the grasping of it in toto, its greatness, depends upon the
v‘iewgoint from which you look at it. These gentlemen are lookin
at this question from the viewpoint of all our monarchical an
oligarchical governments.

very monarchical or oligarchical government, whether it be pre-
sided over by a king, an emperor, a czar, or a mikado, believes in
centralization of power. They stand for it. The reason that we
can say truthfully “London 1s England” is because all power is
centralized in London. Political power is centralized there because
of the House of Lords and the lower House. Religious power is
centralized there because in London is the centralized power of
the Church of England. Monetary power is centralized there because
of the Bank of England. And the reason that London is England in
a large sense is because of centralized power in London—religious,
political, and financial.

It is the same with Germany. I need not go into that in detail.
It is the same with Italy. Religious, political, and financial power
are all centered there. {t is the same with France. It is the same
with all monarchical or oligarchical governments.

These old Governments are founded on the basal, fundamental
idea of centralization of power. But when the Pilgrim Fathers
came across they had this igea: They came as Pilgrims seeking a new
land with new ideas and new ideals, and one of the ideas and ideals
was to decentralize power. That is what they had in their minds.
And when they came to this country the fundamental basis of the
decentralization of power was controlling every movement. Conse-
quently when this Government was established by our Pilgrim
Fathers New York was naturally the financial center, the center of
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monetary power. They knew it. They well knew it. But instead
of following the old monarchical lines of centralization of power they
laced the governmental power, the political power, as far from the
ancial power as it is possible for the two to be placed. When
they came up here and established this place, Washington, as the
place of political power, the place of governmental power, they went
as far as they could from the center of finance. It was more then,
gentlemen, than going from New York to San Francisco to-day. It
took longer to come to New York by stagecoach than it would to-day
to go to San Francisco.

This Government, whether democracy or republicanism, has as its
basal, its fundamental, idea decentralization of power, and that is the
basis on which republics are founded. At least, that was the motive
behind the foundation of this Government by our forefathers.

Let us not for a moment consider, gentlemen of the committee,
that decentralization of power stands for the same as ‘‘scatteration.”
Our forefathers never scattered. They shot straight. The men at
Lexington and Bunker Hill shot straight to the point. Do not get
mixed up. There is a vast differentiation between the word ‘‘con-
centration” and the word ‘‘centralization.” They believed in con-
centration versus scatteration, but they disbelieved in centralization
of power—political, religious, financial, or monetary; and as all power
hag been centered by monarchical governments in one place, that is
natural. You know why.

Now, in order to make it short—because I must go this afternoon,
if possible to get out of here; I have told Senator Owen I was sorry
that I had to leave, but I have to do it—I think the best way for me
to present the views as I see them is to take the ideas and recommenda-
tions of this committee here, and I take them from what I take to be
one of the great newspapers of America. I clipped this from the
New York Times, which is distinctly a great paper. I think it is the
best general financial paper; but, anyhow, it seems to be the repre-
sentative of the men who are arguing this question before you, and I
simply clipped this from that paper.

I was bluefishing, by the way, boys, day before yesterday, at 6
o’clock in the evening, and I got this message to come up here. I
was away on the Sound with my family in a little cottage over at
East Hampton, and I landed 27 }E)lueﬁsh day before yesterday after-
noon. They were cooked by the deft hands of the little woman I
love, and I tell you they were fine. I came here under protest, and
feel sorry for this committee, which has not had time to bluefish this
summer. You have my sympathy.

But, gentlemen, you are at the greatest task; you are facing the
greatest problem that ever faced an American statesman. The
tariff bill is important, and some of us are rejoicing that it is being
worked out wisely and, we believe, satisfactorily to the country as a
whole. But this problem is infinitely more important than the tariff

uestion. Why? Because it is basal. It has not only to do with
the achievements and the advancement of progress in this country
as it affects the men who are interested in the tariff question and are
connected with it, but every industry in the United States is dependent
upon the wise settlement of this problem. Not only that, but world-
wide conditions will be affected and influenced by the wise settlement
of this question; and to-day, as this is the last word, the last say of
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any of the great Governments on a financial measure, upon a mone-
tary platform, of course it should be the most perfect bill and the
wisest bill that has ever been wrought out by man, because it should
be so wise and workable that all Governments of earth will be sending
their experts here to see our method and how we have worked out
this great problem.

Let us get at it; and I will try to give you this in a very few min-
utes. From the Times I clipped the following suggestions, as I came
up here yesterday afternoon. I did not land here until last night.
I clipped this from the New York Times. If it is not a correct inter-
pretation of the ideas for which the committee stands, I should be
pleased if they would speak and correct it.

The more important changes in the currency bill proposed by the Chicago confer-
ence of bankers, in brief, were: First,1 Federal reserve bank, or at most 5 instead of 12.

Here again is that question of viewpoint. This is centralization
of power. Democracy and republicanism stand for decentralization
of power. The bigger the object or the subject that you look at,
the more necessary 1t is for you to get the right viewpoint.

I remember going to Alaska a few years ago to study the biggest
things there—her glaciers and her gold fields. As I stood before
one of the great glaciers there, 1,000 feet high and 3 or 4 miles wide,
coming down between two great mountains like a frozen Niagara,
there a great wall of ice, with all the colors of the rainbow in it, I
could not get within a mile or two of it because every few moments
%reat icebergs were breaking off of it, and it stood there 1,000 feet

igh, like a mighty frozen wall of power. There were icebergs bigger
than the Washington Monument, bigger than this Ca ito%, bigger
than the District of Columbia. They were coming off all the time—
so big that they could float for 10 years and then strike a Titanic
and sink it, with all the melting of a decade. It was a very great sight,
but it was a very different one when I climbed with my aipenstock
and got up on her peaks and pinnacles and there tried to see back to
the pole that has just been discovered. It was a different point of
view. It was a different comprehension of the whole thing, this
viewpoint from the ocean and the one from the glacier’s peaks and
pinnacles.

These men look at this subject from the viewpoint of the centrali-
zation of power, as I see it. I think, of course, that their judgment
is better than mine, and I ask you to give careful weight and con-
sideration to all they have said and all that they say, because I
believe in them, gentlemen. They are men of honesty and probity
and great capacity. But here it seems to me that 5 should be the
minimum, 12 the maximum, and 7 the ideal number. Why? First,
it is the decentralization of power. Let me say that. And, second,
it is putting the Government close to the people, this Bank of
America—we may call it that; I do not care what you call it—and
it will be greater and more solid than the Bank of England or the
Reichsbank of Germany or the Bank of France. Put one of these
Federal reserve banks in five or seven regional districts. It is
democracy. It takes the power close to the people and gets the
people close to the Government. That is one reason; but aside from
that, our banking system has been a system of decentralization.
Why? Because we have had three central reserve cities—one in
New York, one in Chicago, and one in St. Louis.

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



BANKING AND CURRENCY. ) 113

Money, it is true, flows east like water flows down hill, and our
money naturally flows east; but in the outworkings of our monetary
system under which we have been working for fiftty and one years,
it is marvelously attributable to such men as Mr. Forgan and Mr.
Reynolds, especially, those old bankers who have weathered all the
storms, under the handicap of this war exigency bill enacted 51 years
ago to meet the war debt. It is marvelously attributable to the
achievement of men like Mr. Forgan, for they have weathered it
through to this day and have made it workable.

Money has been in the habit of flowing in these three central re-
serve cities, and not to take in these three central reserve cities as
Federal reserve cities, it seems to me, would be in a sense a revolution
that is not necessary and that is unwise.

In addition to these three central reserve cities, which good gump-
tion would immediately be impressed with the fact that they should
be each a Federal reserve city, there should be at least two more,
one in San Francisco and one in New Orleans; and it seems to me that
would make the bill wise and workable.

But it seems to me it would be more perfect and more desirable to
have seven Federal reserve cities. y? Because each of these
Federal reserve cities might want to heavily dominate in capital or

ower the other Federal reserve cities. You should segregate them,
Eke New York, for instance, which is a colossal institution by itself,
and make that a reserve city, and the district which is near it, putting
in the whole of New York State, for instance, and having another
eastern reserve city, which it seems to me should be Boston, because
it is the natural thing. Boston has a trade and commerce—you
know that—and a clientele, a financial clientele, not only in the
moneyed interests, but in population. All that New England dis-
trict is thickly populated. In these Federal districts you must look a
little at population as well as territory. Therefore it seems to me that
it would be wise to make Boston another, which would be six. Then
one of three cities to make it seven—that is, either Kansas City,
Denver, or Omaha.

Senator NerLson. What about Minneapolis

Dr. JornsTton. All right, if you want to make it eight. I simpl
put down the cities on the map as I came up here yesterday. {
picked them out as I saw where the trade channels run and where it
would be the wisest to place them, and it seemed to me that seven
were absolutely necessary and would be the perfect number.

Let me go on, because I must get away. I want my friend Wade
to have all the time he needs and I want you to listen to what he says.
He has proven to me to be personified wisdom, up to this date. If
you wish at any time after this to ask me further questions as to
why five or seven instead of one, I should be pleased to answer them.
I have only brought out the basal fundamental reason, that dem-
ocracy and republicanism stand for decentralization of power, and
not centralization. '

Second. Membership in reserve banks should be voluntary instead of compulsory,
for national banks, as now provided in case of State banks.

I do not think that is wise, gentlemen. Why? Because thislaw is
not to be an experiment; it is to be a fundamental, actualized, abso-
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lutely successful working law, and if you make the national banks
voluntary, of these 7,400 perhaps 3,000, or 4,000, or 5,000 have a
banker who is conservative—and the best banker is always a con-
servative one—and he will kind of wait and feel his way and see,
and you have got an institution started with you know not what
capital; you know not where you are. I think that is a mistake
from the standpoint of the assuring of the bill an unqualified success.
You have got to know at least approximately what you are doing,
and to namby-pamby this matter and go at it in this gingerly way,
so that the national banks can come in if they want to, and if they do
not they can stay out, I think that is a mistake from the standpoint
of the dependableness of your capital; and that capital must be
larger than any capital of any bank in America—and we have got one.
I mean by that, the number all together, because we will make the
concentration. We have got a bank of $25,000,000 capital.

Third. Subscription to capital of reserve banks should be 10 per cent of member
bank’s capizaliation, instead of 20 per cent. ’

I have thought about that a great deal. There is something to
that. I have discussed it with some of the men since I came up
here. I asked if they wanted the full 10 per cent paid, and they
said, “Yes; that would be all right.”” That is not good banking. A
great banker, one who stands for aggressiveness as well as con-
servatism, must feel that confidence that comes from the reserve
that he can pull on. It is a mistake, whatever you make it, not to
have reserve power. The individual bank as well as the individual
man who has not more reserve power left, holding back for emergency,
is not as big a man as the man who keeps something back for a great
emergency. I believe that 12 per cent would be wise and workable.
Eight per cent to be paid in and 4 per cent left as a reserve. We
must have a reserve.

Suppose we utilize this in the case of some great stringency, some
crop-moving period or other financial stringency. We want a
reserve; we must have a reserve. That would make each bank
contribute only one-eighth of its capital instead of one-fifth. It is
quite a difference. I believe that in making it one-eighth, with 12
per cent, with 8 per cent to be paid in, with the 7,400 national banks,
together with the other State banks that would come in, it would
make the paid-up capital of these reserve banks at least $100,000,000
on the start. It should be. In other words, if there are seven
reserve banks—I will take it for granted that you believe in perfec-
‘tion, and if you will study the Bible you will find that seven is the
perfect number and the most oft-repeated—that would be practi-
cally an average of $15,000,000 a piece. Some would be more and
some less, according to the district.

If you want to ask me any questions, I must hasten. I would be
g}llad ’fo discuss this further were it not for the fact that I must leave
shortly.

I believe, gentlemen of the committee, that 12 per cent is sufficient.
I do not believe 10 per cent is sufficient. I believe 8 per cent is suf-
ficient to pay in on the initiative. It will not be quite so revolu-
tionary as 10 per cent; and yet, remember this 4 per cent reserve,
this 5 per cent reserve, which every weighty, poiseful banker must
feel that he requires. ‘“
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To remove control of Federal reserve banks, Federal reserve board should be made
up of the Secretary of the Treasury, three members named by the President, and three
elected by the member banks, in place of the board being made up entirely of presi-
dential nominees.

I know that is a very delicate subject. I hardly know how to
express myself on it; but, gentlemen, control must be somewhere.
If there is anybody we can trust, why not our own President—the
man who has felt the throbbing of a soul expressed by the confidence
of 100,000,000 people? If there is any dark streak in him, if there is
any selfishness about the man, do you not think that the weight of
his position, the honor of it, the confidence expressed, will steady the
man and make him come up to the mark, if he has the graces and
virtues of an American gentleman ?

I will tell you, gentlemen, I believe that all our Presidents have
been providentially nominated and elected—Washington, Jefferson,
Lincoln, Clevelands,r Wilson. It is hard for me to say that, because
1 was voting over at Baltimore for another man, a typical Missourian.
But after a man does the best he can to achieve a thing, and then
fails, I take it for granted that it is providential. That is my the-
ology. I believe it is providential that Woodrow Wilson is the
President of the United States. We can trust him.

Senator NELsoN. I just want to say to you that my friend to the
left here [Senator Reed] rather thinks Mr. Bryan, more than Provi-
dence, had something to do with that.

Dr. Joansron. I thought about that when I was talking.

While I believe in the wisdom of the original bill, I do not believe
that it is an absolutely perfect bill, by long odds; in fact, I do not
think it is any more perfect than the gﬂl that you recommend here.
Yes, I do. I think there are some absolute elements in it that you
did not touch at all. It has solved with a center shot the most
important thing in our monetary law for this great, vast country, with
regard to this elastic feature. It solved that right on the start, so
that our money automatically expands in crop-moving periods and
strin%ency times, and automatically contracts when they do not need
it. They solve that in that bill; and that feature, considering the
world-wide conditions, is one of the most, if not the most, important
feature in it. Do you gentlemen realize that for the past six months
there has been—but this is not for publication.

The CrAIRMAN. Yes, it is, sir.

Dr. JoansTon. Iwillsayit. We all know it; every banker knows
it. 'There has been almost a quiet panic going on throughout the
world; and that is the basal causal reason that the bankers of America
are working for immediate action on this bill.

Do you understand that this bill, which was established in 1863,
this bill under which we are working, was established to meet a war
exigency, and it was for the purpose of putting those 700,000,000
bonds out—those 2 per cent bonds—to raise this money for this war
bill? That was the main feature of the bill then; but, gentlemen, look
at the elastic feature. And why has it worked all these 51 years?
Mr. Forgan could answer this better than I could; but I will tell you
one reason. It is because we have had a place for our expansion.
We have had the wealth of 1,000 years accumulating in England and
Germany and France and continental Europe; and when we have got
hard up here, until seven or eight years ago, we got all we needed right
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over in London, until the war came up—that is, the African war—and
they began to build great battleships to protect themselves against
ossible war with Germany, and various other things came up, and,
ally, fouryears ago, they quit taking our money. Four and a quarter
was a big rate, and we cou(lld always get it there. Then they kind of
stopped. Then, until two years ago, we got all we wanted in Ger-
many at 3%, or 3}, or 4. Germany, with her industrial development,
largely, and with her commercial enterprise, has spent a vast amount
in iuﬂding the second greatest navy, next to England, to compete
with England. Then she shut up, and now Germany is wanting
money from us and offering us 64 and 7 per cent; and money in Ham-
burg and Berlin is to-day selling for 7 and 8 pe~ cent.

Then we had France, and even until a year ago she was the natural
outlet. We could get it; we could always find it there; but a" year
ago they took over $100,000,000 Frisco bonds at a rate of about 4.60
per cent; but now, since the war scare arose, these French citizens,
women as well as men, are taking their money out of the bank;
taking the gold, too, and to-day France is not only wanting securities,
but she is really getting to the point where she wants money from us.

Six hundred million of stocks and bonds have been cashed from
Europe in the past nine months, and because of our commerce here
in this country, our great development of this vast territory, so m%réy
things have gone on that we have, in the last decade, gone up. e
have increased four billions in our debt outlet and have increased
two hundred millions in real money, gold or its equivalent.

So, now, every country on this earth—dJapan, China, Russia, the
Balkans, England, France, all the countries, are not only cashing on
the stocks they have been taking from us, of which they have taken
$5,000,000,000 worth in the last 20 years, four billions of that being
railroad stocks and the other billion in various industries, but they are
knocking at our doors for money.

Therefore we need immediate action on this bill, because as perfect
a bill as possible is needed on account of the world-wide conditions
demanding it, and to Eut it off shows a lack of courage or brains to
face the issue and work it out as wisely as possible.

Now, listen:

This board to be appointed by the Government.

There must be control lodged somewhere. I am willing to trust
the Government. [ am willing to trust Woodrow Wilson and his
associates. As for the number, seven seems to be the perfect number,
and that is all right as I see it; but I believe, gentlemen of this com-
mittee—and I suppose you want me to be frank. I know nothing
else. A westerner, you know, is nothing else but frank and honest.
That is the only way a banker knows how to be, if he is trained
in the West—1I believe it is a mistake to put the Secretary of Agri-
culture on this committese. Do you want to know why? Never
in the history of America has there been such an initiative movement
to develop the resources of American soil. American possibilities are
right in the soil, and the movement was initiated by Secretary Wilson,
a man whom I personally know and love. I remember once taking a
long trip across the continent with him, and he told me about taking
the initiative in training soil physicists. He called them physicists.
I had never heard the word before he told me aboutit. He was send-
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ing soil s%ecialists all over the arid country of the West and down into
the Southland to study every local condition of soil; and properly
meeting that condition of climate and soil would prove the most
resultful thing in dollars. And he told me how for 16 years he had
been working on an awakening agricultural movement in America
that we have been following up, but the surface of whose possibilities
and resources have been but scratched.
I thought when I talked to him:

No wonder you were kept through both administrations of both Republicans and
Democrats for 16 years.

He impressed upon me the thought that the Secretary of Agricul-
ture is the most important place in the Cabinet. The other day I
attended, at the Baltimore Hotel in Kansas City, Mo., a convention
of agricultural bankers, they are called, representing nearly every
State in the Union. A gentleman of the tribe of Israel, reminding
me of my friend here, was there from Texas, and he was a steam
engine in breeches. He is awakening the whole of the Lone Star
State to the possibilities of that kingdom.

And by the way, Senator Reed, %(V)ﬁr questions this morning in
regard to area were wisely asked. y*? Because Texas alone is
important. She is as large as Continental Europe, and one of our
Territories, Alaska, for which we paid less than a postage stamp an
acre, is larger by far than all Continental Europe and has more
resources—when you study her coal, her timber, her fisheries, her
gold—than any of the great Governments of Continental Europe.

Mr. WabpE. You do not give a reserve bank to Texas, though.

Dr. Jonnston. My friend, we are giving two southern cities banks,
New Orleans and St. Louis. Your city is a southern city, my friend,
and I think that the South, if she gets two, will do well. This is a
southern city. She will do well, if she gets New Or.eans and St.
Louis.

Senator NELSON. What about Atlanta ?

Dr. JounsToN. Atlanta is a great city, but you know the Panama
Canal makes New Orleans an essential place, absolutely, and the
Panama Canal makes San Francisco a necessary place, and the central
reserve cities. These three are necessary places, because we want
to disturb the usual flow of money as little as is necessary, and it has
been going into those channels for fifty odd years and successfully so.

And T would state that I believe in the men who are running the
banks of Chicago and Kansas City. As far as that is concerned, I
believe in New York also. Let me say, by the way, here, gentlemen,
that I have no prejudice whatever against New York State or Wall
Street in New York City. I have been banking for 28 years. I
started a bank with the first $50 that I had, and I had a hard time
getting it together, too, I tell you. I am still president of that bank
down 1n central Missouri. Ihave never asked Wall Street for a dollar,
under any conditions, but what I have received it right off the bat.
And to-day, if T wanted $1,000,000, I would go right to Wall Street.
So you see I have no prejudice. In fact, I think that her bankers
there are distinctly great men. One reason I believe in New York so
much is that they are mostly western fellows.

Senator SuarroTH. If they would give me $1,000,000 I would think
they were great, too. [Laughter.]
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Dr. Jonnston. Listen. I have no prejudice against New York,
but let me tell you, gentlemen, that New York should take her place.
The ecentralization of power has made London, England; Paris,
France; Rome, Italy; Berlin, Germany; but New York is not
America. It is not the United States, %ecause the political power
has been decentralized, and there is none, and you all know that.
New York State possesses one-tenth of our population and about one-
fifth of our wealth, and I honor her and reverence her for her great-
ness. But there are others. .

Do not think, gentlemen, that you would act wisely to take one
tithe of time or divert one moment of the projectile personality of a
cglreat man away from his duties at this psychological moment in the

evelopment of the agriculture of our country. Why, in Missouri
alone we have 36 per cent of our soil untouched yet. Think of it.
And that is the Secretary of Agriculture’s business. What a vast

ossibility is placed in his hands. These seven men that you appoint
ﬁave got their souls as well as their hands and their brains full of
work; and to take the agriculturist and scatter his potentiality,
when we need another man to help him, or two or three, if we are to
develop the vast possibilities of this country and make it one of the
greatest on earth, is, I think, a mistake.

I think it is a mistake about the comptroller. I think it is a mistake
because he is right here working with these 7,400 national banks.
He has got his hands full. There never was a man in America so
full of work as our present comptroller or the one just retired. I do
not believe there has been a greater comptroller since I have been
a national banker.

Gentlemen, I do not think that he should be in the bill. But that
is a small matter. Those things are all small matters. It seems to
me if you would appoint the Secretary of the Treasury, he, of course,
shoul(f be on it. Then, it seems to me, the wisest thing is for the
President to select these other men and leave the comptroller and
the Secretary of Agriculture for the great work which tﬁey have in
hand. But whether they are on it or not is not necessary to the
achievement of the success of the bill.

Authority of the Federal reserve board to compel one reserve bank to rediscount
paper of another reserve bank should be made optional instead of mandatory.

Here are six banks. Suppose there is a crop-movipg period in the
South, and a cattle-moving period in our country, and mules moving
in another section, and corn in another, and wheat in another. You
know how that is. I realize that these Federal reserve boards are
owned by the banks of that district. They are controlled by them.
Let me say to you that they are controlled locally by the men who
furnish the capital much more than the Bank of Germany or Eng-
land or France control theirs.

I will answer any question on that subject that you want me to,
but it will take time.

And so it seems to me, gentlemen, that we must trust somebody;
and this board of control is just as much interested in keeping these
banks on their feet and on absolutely secure grounds as this bank
over there. The whole banking system is a matter of intrenched
trust, and the question is whether you will intrench the trust in this
Federal board here. Are they bigger spirits and greater men than
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the men who look over the whole horizon, the whole field, absolutely
unprejudiced ¢ I ask that question.

Member banks should be allowed cumulative dividends of 6 per cent instead of
5 per cent on their shares in the reserve banks.

Gentlemen, I think that is only right and fair, and it is undemo-
cratic and discriminating against these stockholders in the 7,400
national banks to stop at 5 per cent. Six per cent should be the very
limit. The Government report, as given in the last census, says that
the National Bank of America made and declared dividends on an
average of 92 cents for the decade which it was reporting. These
7,400 national banks, which you are compelling by tﬁis law to enter
this Federal reserve are owned not by the officers and directors who
are running them, but by 500,000 stockholders in America. These
stockholders are composed of farmers and merchants and lawyers
and doctors and widows and orphans.

Mr. Wade, when he started his bank, came to me and I believed in
him, because he had been an achieving man in other pursuits and not
as a banker, and I took some of his stock, because I believed in him.
I invested it with that point in view, and he beat 9% by long odds.
He has paid 18 per cent and pays it to-day. One and a half per cent
I get every month from your bank, and I always think of you with
love. [Laughter.]

Listen, gentlemen, because you are unwittingly doing an undemo-
cratic and a discriminating thing. These people invest their money
in good faith. There are 500,000 of them. The officers and directors
own only one-fortieth of these banks on an average. Thirty-nine
fortieths are owned by all these widows and orphans and preachers
and everybody else. They have got an average of 9% per cent,
according to the Government reports. You see, you will force them
to take 20 per cent on that investment and pay it over here. If it
makes up to 5 per cent they can get it, but if 1t makes any more it
goes to pay the Government debt. That is discrimination against
these 500,000 men and women, forcing them into an investment which

ou limit at an unreasonable rate proportionate to what they have
Kad. That is not right; it is not Democratic; it is not Republican;
it is not anything but wrong, and 6 per cent ought to be the limit.

Senator CrawrForp. Was such a thing ever undertaken, even in
a monarchy or in oligarchical governments, to compel people to
put money into an enterprise and then limit the return rate by law?

Dr. JounstoN. That i1s a question of casuistry, which 1 have
thought about very seriously. It would be very unreasonable to
stop at less than 6 per cent, as they can loan their money out for
that in the South and West. It should go to that. I think they
could see that. There are very many blessings that accrue to the
four-fifths of the investments here, making it a more dependable
investment, more secure, and, I believe, finally more profitable, and
I can see a reason why you could as a committee, in good conscience,
limit it to 6, but certainly not less, because of the blessings that will
accrue to the remainder by their investments, of course. That comes
from your interpretation of whether it would be a blessing, which I
believe we bankers think is the case.

I must hasten, because I do not want to detain you here.

You know the reason. I will say this while on this subject, that
there is a dignity and a poisefulness and strength that the national
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banker has that the State banker has not. You can say what you
lease, I was very proud of the day when I became a national banker,
instead of a State banker, which I have been for 28 years; and you
feel that you have got the Government behind you, and to kill these
national bankers with a State charter would be a most grievous error.
Mr. ForaaN. There is no intention of that.
Dr. JoanstoN. I am very glad to hear that, because I did not
know that at all. I had taken that all back.

Ninth. That reserve banks be barred from rediscounting paper drawn to carry

securities other than stocks and bonds.
hThe CramrMAN. That is a mistake, Doctor. We need not discuss
that.

Dr. JomnsToN. I am very glad that it is, because if it is not a mis-
take it is certainly a big blunder. [Liaughter.]

Tenth. That the required reserve of country banke be reduced from 15 to 12 per
cent, of reserve city banks from 20 per cent to 18 per cent, and central reserve city
banks be fixed at 20 per cent—10 per cent ic vault and 10 per cent in reserve bank.

Let me say that I think that is absolutely wise.

Mr. Foraan. It has been reduced.

The CaatrRMAN. The House has made that reduction.

Dr. JounsToN. That is absolutely wise. I will tell you why.
Now, listen; Mr. Forgan and Mr. Wade and Mr. Reynolds well know
that the time may come, and I hope it will. [Turning to Mr. Reyn-
olds:] I want to see your face. I did not know you were here.
If I say anything about Mr. Reynolds, I should like him to hear it.
I hope the day will come when these reserves and these banks will not
only be reduced, but the time may come when they can be practically
wiped out. ILet me tell you why. They can not be now, because
of the many difficulties. So, I shall perhaps recognize bankers of the
Southwest who are new men and not trained bankers, and we have
held them in hand. But I do-hope the time will come, and I believe it
should come, when reserves would be gradually lessened, and the day
may come when we get to be perfect bankers, when we won’t have to
limit that even to this much reserve.

The CuatRMAN. I would explain to you that the retirement of
some of the members of the committee was because of a roll call.

Dr. JounsToN (reading):

That limit on farm loans be raised from 9 to 12 months.

That is all right.

I do not think that is essential either way. It is not essential to
ut it in or leave it out. I do not think it is basic or fundamental.
know that we have one side of our bank where we have taken that

on—savings deposits. It is only about half a million dollars, but
oftentimes it has been taken out and built up on the other side.
I think it has been some advantage; but there are disadvantages,
where a great mob of people come into your bank—all sorts—and
so I do not know but what, on the whole, that is a wise recommen-
dation. I believe it is, really.

Mr. Reynorps. We are glad you approve of it.

Dr. JounsToN. I do not believe it is a wise thing, and my idea is

that our officers would prefer that we did not have it; if it was not a
builder up to the other institution we would rather not have it. I
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believe it ought to be left out. I will say that, although it is not
absolutely fundamental.

That the section providing for savings department in national banks be stricken out.

I agree with the committee that it should go out.

That the proposed bank notes be issued by the banks under the control of the Comp-
troller of the Currency instead of having Treasury notes issued by the Government.

Well, that is the biggest thing that we have struck yet. It would
take me longer than 1 have, in order to allow Mr. Wade three hours
for his speech this evening, for me to go over that. I think that either
one of them will answer the purpose of this law. T believe with the
issuing of the Treasury notes it would give a stability and prestige
and dependableness world-wide, national and international, that
this bank would not have without it. There are fundamental causes
for arguing on both sides of this question. I believe these men are
wiser than I am that are arguing this question and have put this in,
and I think there must be some great reason which they have wrought
out or they should not have put it here. However, I should not be
afraid of the Treasury notes, as I see it, but it may be because of my
lack of perspicuity and grasp of some of the whole of it—summum
bonum.

I better not go into those arguments. I think there are some good
arguments for it as well as against it, but I do not think that is
fundamentally necessary to the success of the bill either one way or
the other. They recommend that the 4 per cent be kept in the cen-
tral city bank or reserve city bank. I believe that is a good thing.
I will tell you why, because this bill in a sense is revolutionary and
it must be in order to be a success. There are conditions that wait
and wait on, like the conditions in Mexico, and we have been waiting
and waiting and waiting, until something absolutely must be done
which is courageous, and our President is doing it, and I hope he will
continue to do it along the lines he is pursing. If it brings interven-
tion, let it bring it.

There are some things that require revolutions. We have been
working along with this law, having this Aldrich-Vreeland makeshift
as an expensive outlet, and that is out now in a few months. Some-
thing must be done. It is revolutionary in this sense: For instance,
I figure it will take sixty millions out of one bank in New York, the
City National, and if we continue to keep the 20 per cent it would
cause them to have to put up $5,000,000 to their capital, or 20 per
cent of $25,000,000—$62,500,000 at one time. That is only pro-
portionately to the other national banks. Of course it is more acute
in central reserve cities, touching more heavily my friend Reynolds
and my friend Wade in St. Louis and those banks than the reserve
cities of which I am a member; but I have figured it would take out
of St. Louis at one time from our national banks and what would
it take out of Kansas City? It would take $22,500,000 out of
Kansas City and put it in the Federal reserve bank.

That is in a sense revolutionary, but they have got to prepare for
it in order to do it, and in this preparation they have to collect money
and all of that. I figure that in one bank in Kansas City, my
own city it takes out $9,000,000. You figure they can go and get
it the same day over here at this Federal reserve ban%{. I say,
““No; they could not.” They could do it, but any banker would
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lose his dignity and his prestige and sense of courage to not pre-
pare for this, if he has to go and get the same amount that is
taken out the same day. And besides, gentlemen, a banker—a

ood banker—conservative though he may be and aggressive, as
%e should be—builds his bank with this thought—to get money
in rediscounting, whether it be from a Federal reserve bank or any
other bank only in emergencies and only for a short time, and the
banker who does business with our bank or Mr. Wade’s bank or
Mr. Reynolds’s bank who does not settle up at least once or twice
a year, at most—and it ought to be much more than that—we begin
to send the examiner down to see what is the matter.

I want the dignity of the national bankers to be preserved, and I
take it for granted that it would take about $2,000,000 out of our
institution and put it over here in one day. What I will do, and I
believe every other banker will—what Mr. Wade will do and Mr.
Reynolds will do—is to go in and get ready so he will not be com-
gel e};dl to borrow money from the %ederal reserve bank in order to

o this.

The CrAIRMAN. We will have to suspend, as there is a roll call in
the Senate.

Dr. Jounston. All right.

(At this point the committee took a short recess, after which the
following proceedings were held:)

Dr. JounstoN. I did not realize that I had talked an hour until I
looked at my watch.

I will not go into this thing. Let me say this, that when you put
this law into execution consider the timeliness in the matter, the time
it should be done, and make it either the 1st of February or the 1st
of March, because you want to make it as easy on the national banks,
especially, as possible. It will not especially affect 7,350 of the
national banks at all, but it will greatly affect the 47 or 48 reserve
city banks or central reserve city banks, and to take this amount of
capital that they have to supply and the amount of deposits which
will come from these banks and put them in the Fe&ral reserve
banks you should select the most auspicious time, the time that
would be most propitious for them, and that is the 1st of February
or the 1st of March, not sooner than the 1st of February nor later
than the 1st of March, because let me say that this committee will
be intensely interested in making this law so wise and workable as to
receive the enthusiastic support of all bankers of America, both Na-
tional and State, and anything that you could work in to please these
men that does not antagonize some great basic, fundamental law, 1
believe should be done. I believe the bankers should be thought-
fully considered and everything given to them that can be done to
make them happy in the bill and supporters of the bill. This is
necessary for a triumphant success.

One more word. g‘he 4 per cent which they recommend to be
optional with all the banks not in reserve or central reserve cities will
help them greatly, and I do not believe it will hurt materially this
bill. T have said, and I have figured on it from every standpoint,
and I believe with that in the bill and limiting the number to five or
seven, I believe that you will have the hearty support of this com-
mittee and every central reserve city. I believe that you ought to
weigh that suggestion thoughtfully before you turn it down. I
should like to see it placed in the bill.
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A closing sentence. I feel I should congratulate this committee
and this country because all of us are patriotic enough to want a per-
fect law, a wise and workable law. It is to every American’s dis-
credit if it is not so, and if it is so you will see this vast country go
on by leaps and bounds in aggressive advance to prosperity and
achievement. We are now 60 per cent richer than the richest coun-
try of Europe. France has more money per capita than we have,
but she has only 43,000,000 population, but our 100,000,000 people
have much more than France as a whole, and if we increase in wealth
in the next decade as we have in the last, we will have passed in 10
years England, Germany, and France altogether. And, gentlemen,
we have got to have a bill with vision and plan enough to meet this
vast growth of our country. A centralized bank in the United
States, it seems to me, would be similar to a European bank cover-
ing all the countries of Europe, because many of the 48 States
have greater wealth and greater resources and greater territory
than any of the continental European kingdoms, and we do not
hear of Kuropean banks, which would be more sensible than a cen-
tralized bank here.

Let me say I congratulate the people of America in having the

resent chairman of the Senate Committee on Banking and Currency.

ou will excuse me if I say to you that for many years I have been an
associate in business with Senator Robert L. Owen. We are to-day
directors in the same bank, and have been for many years. He
founded that bank twenty and two years ago. The first charter was
given to Robert L. Owen for a bank in the off)d Indian Territory, which
now is the State of Oklahoma. The charter was renewed two years
ago.

gI count this Nation peculiarly fortunate in having a man as chair-
man of this committee who is not a novice in things financial. We
count him one of the three great financiers of the State of Oklahoma,
and he is far superior to the other two. We count Senator Owen for
concentrated, systematic, orderly thinking on things financial and
things monetary and things banking as an expert. I say this with-
out his knowledge and without his consent. I respect men like
Mr. Wade and Mr. Reynolds on things financial, because I know
them so intimately, but my respect for the building of a monetary
law for this great Nation is greater for Robert L. Owen.

The CaairMAN. Mr. Forgan, you had a program to suggest, and I
think you had better do that now.

Mr. ForcaN. Mr. Chairman, the program that we have laid out is
for Mr. Wade to follow Mr. Wexler.

The CHAIRMAN. On what topic will he speak?

Mr. Forean. He will explain to you why there should be no com-
pulsion of American banking associations within one year to comply
with the provisions of the act, and also why the banks should have
minority representation in the formation of the Federal reserve board,
so that the board would be formed, as suggested in our report, of the
Secretary of the Treasury, ex officio, three members chosen by the
President of the Unitedrgtates with the approval of the Senate, and
three members elected by the directors of the Federal reserve bank.

That will be followed by Joseph Chapman, of Minneapolis, who
will explain why the Federal reserve board should not be given power

9328°—8. Doc. 232, 63—-1-—vol 1——9
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_to require, but only to permit, Federal reserve banks to rediscount
the rediscounted paper of Federal reserve banks.

Then Mr. Wexler comes on again to explain why the Federal reserve
board should not have the power to add to the number of cities clas-
sified as reserve and central reserve cities under existing law, or to
reclassify existing reserve and central reserve cities, and to designate
the banks situated therein as country banks at its discretion.

That will be followed by Mr. E. J. Hill, who will take ug two subjects,
first, in regard to the 5 per cent redemption fund, which is now in the

eneral fund, and why that fund should not be deposited in the
%‘ederal reserve banks as part of the Government funds in the bank.
Also Mr. Hill will take up the entire question of note issue and give
reasons why the circulating notes should be the obligations of the
Federal reserve banks and not of the Government.

Then, Mr. Maddox has been assigned the subject of why the Federal
reserve banks should not be required to receive on deposit checks
through the country at par, but should only be required to receive at
par checks on other Federal reserve banks.

And Mr. Reynolds will be assigned the subject of why the require-
ments of bank reserves in the measure should be reduced to the per-
centages recommended in our report. Mr. Reynolds will be followed
by Mr. Maddox again, who will take up the question of bank reserves,
and our reasons for recommending a reduction from the amounts that
were in the bill when we had it under consideration.

I understand that has been since changed.

Then Mr. Maddox will follow with the subject why the section
relating to savings departments in national banks should be left out
of the bill as recommended in our report.

In rereading the bill as it has come out of the caucus, that para-
graph has been so altered that I think probably—I do not know—
the resolution passed at the conference, but it would not have been
necessary if it had been in its present condition, but we assigned this
when it was under the condition that the investments they could
make were classified and segregated, etc.

That will complete our program.

Senator SHAFROTH. Mr. Chairman, I move you that inasmuch as
these gentlemen are here and no doubt want to get through as soon
as possible that this program be observed as reasonably consecutive as
we can make it, and that we hear the first persons whom Mr. Forgan
has named.

Senator NELsoN. In the order he has named them. I second the
motion.

Senator REED. Does that mean that we can not ask Mr. Wexler any
further questions ¢

Mr. Forgan. Mr. Wexler will be on again, and I would just say
that Mr. Wade is particularly anxious to %e heard, as he has another
important engagement with the department.

enator REED. I just wanted to ask Mr. Wexler two questions
that I think of.

The CrARMAN. After you conclude with those two questions to
Mr. Wexler, then it is understood that we will follow this program

Senator REEDp. Yes.

(The motion was carried.)
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Mr. Forean. I would say on behalf of Mr. Wexler that he had not
had his lunch up to the time the committee reconvened. Mr. Wexler
was busy while we were takin% lunch correcting his proof sheets,
and did not get the opportunity for lunch.

The CHAIRMAN. Tllq)e committee will now hear Mr. Wade, president
of the Mercantile Trust Co., of St. Louis, Mo.

STATEMENT OF FESTUS J. WADE, PRESIDENT OF THE MER-
CANTILE TRUST CO., ST. LOUIS, MO.

Mr. WapE. Gentlemen, the duty assigned to me is to try to explain
to you why there should be no compulsion in reé{uiring the national
banks to join reserve associations in a year, and why we think we
should have representation on the Federal board of control.

Let us look at the facts as they exist. The writer of this bill
assumed that the burden of creating Federal reserve banks should
rest upon the banks of the country and not upon any other class of
commerce of the Nation. We are asked to contribute more than
$100,000,000 in capital, which does not belong to us, as bankers; we
are asked to contribute one-half of the reserves that we now hold in
our vaults, in order that this new institution may be a success. We
make no objection to that onerous condition. But we can not con-
ceive that it can be right that we should be called upon to put up
this vast sum of money without representation.

Banking is composed primarily of, first, integrity; second, expe-
rience and judgment of credit; and, third, wisdom that is called
upon to pass upon the credit commerce of the Nation in order that
our funds might be loaned. In the minds of the public we are
loaners of money, but, as a matter of fact, we are the greatest
borrowers of money of any class of business men in this or any other
nation.

Every deposit we have is a loan, an obligation on the part of the
institution that takes the deposit not only to pay that loan back
as the ordinary borrower does, but be required at a moment’s notice
to pay same to the clearing-house associations we are connected with
to meet extraordinary demands at times when there is trouble, and
also at times when everything is placid. The bankers have not asked
to buy the stock of the reserve banks. I have yet to find one banker
who seeks to increase his proportion of stock, and I have yet to find
one who would willingly subscribe for stock of such a bank if others
could be found to take it. Why should not the commerce of a
nation, the merchant and manufacturer and capitalist, invest in this
stock and create this great bank, if it is essential to the development
of this Government? Still, we make no complaint. We are willing
to accept the provisions of the bill if reduced 10 per cent; we are
willing to hand over to you 10 per cent of the capital of each bank
that many of us have labored for years to accumulate; we are per-
fectly willing to turn over to you one-half of our reserve money; we
are willing now, as we have always been in the history of this country,
to stand shoulder to shoulder in its development; but we believe,
gentlemen, that your business as the administrators of this great
Nation is no different than in the administration of an ordinary
corporation, and we do not think any of you would have the temerity
of going before the public with a prospectus to accumulate, by sub-
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scription to the stock of a banking corporation, more than half a
billion dollars and announce in the start to the people of this Nation
who you expected to subscribe this vast sum should not have repre-
sentation on the board of directors.

I have not the slightest fear that the President of the United States
will not name men of integrity. I am absolutely confident of that
fact, at least, in his judgment, and I believe when that board is named
they will be men 0} such eminence and of such recognized integrity
that every thinking banker will approve them; but the question,
gentlemen, is whether each man so appointed will bring to that board
the necessary banking experience, the necessary credit experience, the
necessary wisdom for the inauguration of this great system at its
inception. So I do not approach this proposition with any fear of
political control or of its ever getting into the hands of men who are
not entitled to the plaudits of the Nation. But I have great doubt
about the administration of a board composed of three Cabinet
officers, every hour of whose time is taken up from almost daylight
to midnight with their respective duties as Cabinet officers, and four
other men whom we do not know. We do not ask to name the men;
we do not ask that they shall be bankers, but we do believe that on
that board we should have men of experience in banking and in
credits. The whole success of the proposition lies therein.

Again, to many of us, and I admit% am one, this bill is repulsive.
It is a forced measure, a forced bill, the like of which was never put
upon the statute books of any nation, where you say to men in the
national banking system at this late day:

You must prescribe o this doctrine; take this stock; give up 10 per cenf of your
capital and 50 per cent of your reserve money or you must go out of business or out of
the national banking system.

Gentlemen, that does not appear to me to be the spirit of the
American people; it does not appear to me to be in accord with
Democratic prmeiples. It appears to me to be entirely unnecessary.
There ought to be, and I am sure there is, enough wisdom and abilit
in this committee and the committee of the House to draft a bi
that will not compel us to come in, but, by the advantages and privi-
leges you offer us, that will force us to knock at the door to get in,
and we believe if this bill should become a law it would be a reflection
on the Congress of the United States to say to the national banking
fraternity of the United States:

You must subscribe to this doctrine or give up the business that you have accumu-
lated in a lifetime. .

I am not speaking as a national banker, although I happen to be
one in an infinitesimal way. I am on this commission representing
the State bankers and the trust companies, originally the only man
on the commission in that capacity. I have urged for six years that
you never can have a homogeneous banking system in this Nation
until you admit the State banks and trust companies into the general
system.

You come along with the proposition to our brother, the national
banker, and you say:

You must either do this or retire from business, liquidate your establishment, or
go into the State system.

I plead with you, fgent_lenn—‘-,n, as a State banker, as one that is
extremely desirous of going into the national system, no matter
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what rules you put around it, provided it is not a forced bill; and I
want to calY your attention to the fact that as this bill is framed at

resent, in my judgment, if it were passed to-day it would be abso-
Eltely inoperative to-morrow. You have discouraged those gentle-
men who have developed that national system up to its present state
of perfection; you have them feeling as though they are no longer
to Ee considered in the class of citizens who are worthy of represen-
tation.

One hundred and thirty-seven years ago, gentlemen, the founda-
tion of this Government was based upon the fact that the older
country would not give representation for taxation, or forced con-
tributions. This is distinctly a step backward. In no sense is it a
step in the line of progress of the Nation.

?ou have provided for not less than 12 reserve banks.

I want to call your attention to a few statistics here, in which I
believe I can point out to you a lurking danger in this whole move-
ment if you will allow the bill to stand as it is at present.

In the six New England States, under your law, there could only be
two regional reserve banks. Inthosesix New England States there are
463 banks, and 10 per cent of those banks—just one-tenth of them—
if they declined to come into this system, New England would be re-
duced to one, because your bill requires that no reserve bank can be
established with less than $5,000,000 of capital. If you apply that
doctrine to the 20 per cent proposition, then you could only have one
bank in the six New England States, if they all came in. But I am
relying on you to adopt the suggestion that 10 per cent is adequate,
and 10 per cent is sufficient, and that in the last analysis 10 per cent
will be introduced.

In the Eastern States, New York, New Jersey, Pennsylvania, Dela-
ware, Maryland, and the District of Columbia, there are 1,650 banks.
I could name one-tenth of the national banks that would not go into
;goui system, and those great States would only have two reserve

anks.

In the Southern States you have 1,483 banks, and I could name
148 of the more important banks who if they did not go into the system
you would have throughout the entire South only one reserve bank.

In the Middle States there are 1,257 banks; and if 125 banks 1
could name, or one-tenth of them, were to withdraw or decline to
come in and take out State charters, it would leave the Middle West
without a reserve bank.

Senator CRAWFORD. Without any at all?

Mr. Wape. Without any at all.

Senator CRAwrForD. One hundred and twenty-five banks ?

Mr. Wabpk. There are 1,257 banks, and if 125 banks of the larger
banks I could name would not go into the system you would not have
sufficient capital left to create a reserve bank of $5,000,000. I have
the figures here, and I can demonstrate 1t.

Senator POMERENE. That is, you mean by that, so many. of the
larger banks?

Mr. WapE. Yes, sir.

On the Pacific slope, in the Pacific States, there are 490 banks, and
if 49 of the larger banks should stay out it would leave that section
of the country without a reserve bank.
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Senator PoMERENE. Would it interrupt you if I asked you a ques-
tion along there?

Mr. Wabpg. No, sir.

Senator POMERENE. What reason have you for believing that these
banks might stay out of the organization?

Mr. Wabpe. The reason is that this 1s a forced bill, first; secondly,
that it offers nothing to the banks in the way of an inducement to
come in that they can not secure by becoming State banks, exrept the
privileze of subscribing to your stock and contributing one-half of
their reserve and reaping the benefits of the institution in the event
that it should be successful.

The reason I have picked out the larger banks, gentlemen, is this:
There are in the national banking system, as you all know, over 7,300
banks. There are 2,004 with a capital of $25,000.

Mr. Wape. There are 2,704 with a capital of less than $100,000.
There is no inducement that I can see now for smaller banks to come
into this system.

Senator REEpD. Why ? That is what I would like to know.

Mr. WapE. The reason why, Senator, is this: That the banks in the
smaller towns and hamlets of this Nation loan on a class of paper that
this bill would not relieve thera in times of distress. It is not what
vou call or what the bill calls ““commercial paper.” It is generally
loaned to a man because the banker knows his whole personality;
knows his family—his wife and his children; knows that the farm over
there is only mortgaged for $500; knows the littie corner grocer who
borrows $100 or the little country storekeeper who borrows $500 is
just as good for his credit as the millionaire who borrows on his bonds.
But if you tried to run a regional reserve bank and endeavored to take
over that class of security for your reserve banking association you
would have to know almost every man, woman, and child in those
communities to be a judge of the credit.

Senator NELsoN. And then the time would enter into that.

Mr. WapE. And then again they do not loan money like we do.
John Smith walks into his%ittle country banker and he borrows $100
or $200 or $300, and they rarely charge him any interest. He wants
to make a loan for 90 days of $100, and they do not charge him any
interest. They just charge him about $5 for the loan, a mere incident
and contract made between them, and it is perfectly satisfactory,
and that class of paper, gentlemen, if you attempt to put it into a
reserve bank Woul% require a credit department that would almost
take in the census.

Senator CRAwFORD. Mr. Wade, will you permit me right there ——

Mr. WapEe. Yes, sir. :

Senator CRAWFORD. Is it not a fact that with these little banks in
small towns and in agricultural communities the loans even to the
retail merchants and the very small business men always run until
after the crop is sold anyway, whether farmers or not ?

Mr. WapE. Yes; and then if the crop is not good it runs until the
next crop comes in.

Senator CRAWFORD. And is renewed ?

Mr. WaDE. Yes; and it is renewed and renewed again.

The loans of a country bank are never cleaned up like those of a
city bank or like those of a reserve city bank. Of course there are
exceptions, but I am speaking of the general rule. Therefore in
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dealing with this subject you must perforce deal with the institutions
that are in the larger centers relatively. I do not mean Chicago, New
York, or St. Louis, but I mean with the general reserve cities, the
cities of 25,000 or 50,000 or 100,000 people or more, not with the
towns of 1,500 or 1,000 or 2,000 people or 500 people.

Do not let me be misunderstood as in any sense decrying the country
banker. I want it thoroughly understood that he ﬁﬁs his place and
he fills it most admirably, and I also want it thoroughly understood
that he does not require a reserve bank.

Senator CrawrFoRD. That is right, too.

Mr. Wape. He has no use for a reserve bank such as those of us
in the larger communities; his correspondent takes care of him.
That is what he keeps his money for with us, and great institutions,
such as the First National and the Continental Commercial, of Chi-
cago, and the National City Bank, of New York, and great institu-
tions of that kind frequently make loans to these country banks of
$1,000 and $2,000 and $5,000 and $50,000, and they will continue
to do it.

My appeal to you, gentlemen, is primarily for the purpose of aiding
me in interesting the State banks and trust companies to come into
this bill, because without their assistance you can not make it a
success, in my judgment. Your note issue would be more or less a
farce. It would be a rigid note issue unless you get the larger banks
of the communities interested, State and National. Why? You
issue this currency and the State bank can keep it as a reserve the
same as they do for national bank currency, and that is one of the
reasons why the national-bank note is not a liquid and rapidly
redeemable currency.

A national banker may have his son or his brother-in-law or his
friend located in another city take out $100,000 national-bank cir-
culation and ship it over to him and it is just as good in the vaults of
the State bank for reserve as gold, and it is accepted. Again, if a
careful analysis is made of this bill in the States of this Nation which
have good banking laws—and very nearly all of them have good
State banking laws—it can be proven beyond a peradventure of
doubt that the State bank and the National bank are doing business
in competition, each on a corner across from the other, but each
making about the same profit and each aiding in the development
of the commerce and meeting the requirements of the Nation. Why
is it, gentlemen, that with al%the power of the United States Govern-
ment behind the national-bank system it does not progress like the
State system? The answer is simple. It is because the laws of the
States, as a general proposition, meet the needs of the Nation, as a
whole, more than the national-banking system does to-day.

The banking power of the United States, aggregating as it does
$22,000,000,000, is only represented in the national system by a little
over 36 per cent, and here you bring along a bill at this hour and
say to men who in good faith have taken out a national-bank charter
and who have gone through panics and carried the Government debt
through two wars and developed your country, that you must sub-
scribe to this stock and you must separate with one-half of your
reserve money, and you will not have representation on this board,
failing in which you drive them out of the national monetary system.
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You hear a great deal of discussion about the banks »f the older
countries, and I was rather amused to find the impression prevailing
here that the Bank of England would not permit a banker to be on
its board. That is not true; that is not the fact. There is no rule
against it, absolutely none. It is only an expression of different
terms between that country and our country that has misled the

entlemen who make such statements and who are, I have no doubt,
just as sincere as I am, and I have no doubt that they believed
everything they said.

A banker over there is termed a banker if he is in a joint-stock bank,
or what we would call ordinarily a corporation, and financial houses,
which are the greatest bankers of the world, and are not only per-
mitted to have members on the board, but have them, and not only
that, but there is a representative of a foreign bank to-day on the
Bank of England boartﬁ

Where is there a greater banking house in this country, with the
%ossible exception of Morgan & Co. and Kuhn-Loeb & Co., than

aring Bros.? Lord Revelstoke is & member of the Bank of England.

Senator NELSON. And a member of this firm?

Mr. Wabpk. Yes, sir; and a member of this firm. Morgan &
Grinnell, another great banking house there, has a member of the
board. They are not banking houses; they are financial houses.
This is just a confusion of names.

Senator SHAFROTH. Is not the distinction simply that no person
connected with an institution that cashes a checﬁ or receives de-
posits can become a member of the board ¢

Mr. Wape. No, sir; that is a theory, Senator, and not a fact.

Senator SHAFROTH. What do you think about this statement of
Mr. Bagehot——

Mr. Wape. Who 8 Mr. Bagehot ?

S Senat’or SeaFrROTH. He is author of the work entitled ‘‘Lombard
treet.’ :

Mr. Wabpk. I can not vouch for Mr. Bagehot, but I can vouch for
the membership of the Bank of England, and I give as my authority,
and you will find it in the volume published by the monetary com-
mission in the interviews with the government of the Bank of Eng-
land. That is my authority.

Senator HircrHcoCk. It is also stated in these interviews, as I
recall them, that there is no requirement at all as to the qualifica-
tions of the governor of the Bank of England, except that he must be
a citizen of England.

Mr. Wapg. Certainly not; there is no requirement of the President
Oiﬁ the United States, except that he be a citizen and worthy of the
office.

Senator REED. Yes; he must have been born in the country.

Senator SHAFROTH. I was about to-read the statement made by’
Mr. Bagehot, which is as follows:

In London no banker has a chance of being bank (of England) director, or would
ever think of attempting to be one. I am here speaking of bankers in an English
sense (if those who accept deposits subject to check). * * * Notonly no private
banker is a director of the Bank of England, but ro director of any joint-stock bank
would be allowed to become such. The two situations would be taken to be incom-
patible. * * * The mass of the bank directors are merchants of experience,
employing a considerable capital in trade in which they have been brought up, and
with which they are well acquainted. * * * The direction of the Bank of
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England has for many generations been composed of such men. (Lombard Street,
pp. 214, 216; ed. 1910. Same effect Senate Doc. 405, p. 10, by National Monetary
Commigsion.)

Is not that true?

Mr. WabpE. I can not, of course, take better authority for my
statements than the Congressional Record, and I give you my
authority in the volume of interviews between the Monetary Com-
mission and the government of the Bank of England and the Bank
of France and the Bank of Germany.

Senator NELsoN. That is published in the reports of the Monetary
Commission %

Mr. WADE. Yes, sir. .

Again, if you are going to applg the English doctrine, we accept
it with open arms, because they do not foist the bank stock of the
Bank of England upon the banker.

The CrarrMaN. Mr. Wade, may I ask you a question right there ?

Mr. Wapg. Certainly.

The CHATRMAN. Do you then suggest that this stock be thrown
open to the public at large?

Mr. Wape. Absolutely so. Why should it not be

The CuarrMaN. I wish to have your point of view.

Mr. Wape. Absolutely so; we do not want it.

Senator NELsoN. What the chairman means is to the public
outside ?

Mr. WapE. Why, certainly; let them take the chance and we will
subscribe to the doctrine. Senator, you never have yet heard a
banker worthy of the name of such demand that he and the bankers
of this country should have the stock of this bank. We don’t want
control; we don’t want this stock; we don’t want to put our money
in it. We can get 5 per cent, anyway, or 6 per cent anywhere.

Senator PoMERENE. Did not one of the witnesses yesterday say
that they did object, because the moment the public was permitted
to have stock in these regional banks that they would immediately
want the privilege of doing their banking with the regional bank ?

Mr. Wape. He might have said so, and I will go further and sa
that whenever this Government wants to start an independent ban
and go into competition with its national banking system we will
not put anything in their way. Destroy, if you will, the thousand
millions of capital, the eight thousand million of assets in this insti-
tution bﬁ bringing in this plan; that we could not very seriously
protest, because it might be regarded as a selfish protest. There is
not a man in this commission, gentlemen, that has ever approached
this proposition from any other than one standpoint, and that is of
patriotism and American citizenship.

There is not a suggestion that we have made—I challenge any
man to point out one recommendation that we have made that is
selfish, and for the particular direct benefit of the banker as against
any other class of citizens.

The CrAIRMAN. Do you suggest that opening these stocks to the
general public would destroy a thousand millions of capital and eight
hundred millions of investment ?

Mr. Wapk. I do not suggest any such thing; I suggest that we have
not the slightest obj..tion to your selling this stock to whomsoever
may buy it, and if you are going to follow the management of the Bank

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



132 BANKING AND CURRENCY.

of England control theory, why not follow the bank note capitalization
theory. Anyone can buy a share of stock in the Bank of England if
they Kave the money. ’they can buy a share of stock in the Bank of
France or the Bank of Germany if they have the money. These banks
were not organized by a forced bill or by compulsion, or by telling a
lot of business men that you must either subscribe to this doctrine or
get out of business. They were built along the lines of the ordinary
business proposition. There are so many ways, gentlemen, that you
could open up this bill and make it so attractive in its features that
we would be glad to come in. That is the kind of bill that I want to
see, not this bill, discarding all the banking experience of nations that
have lived 1,000 years; discarding all the power of the great Bank of
England, whose whole assets amount to only about $350,000,000;
discarding a system that absolutely controls the finances of that
nation, but of every other nation upon the habitable globe. Every
cup of coffee you drink is bought in pounds sterling; every roge
you import from Manila is imported in sterling, franc, or mark. In
our own gossessions, the Philippines and Porto Rico, with all of our
pretended power, our system is so weak that the pound sterling
stands where our dollar 1s practically unknown.

That, gentlemen, is our mission; that is our purpose; wehave
traveled here to tell you that if you attempt to put a force bill through
and then attempt to organize not less than 12 reserve banks with a
capital of not less than $5,000,000 each, and confine the subscriptions
to national banks alone, it is our judgment that you will not be
successful.

The CHAIRMAN. You think the capital ought to be lower?

Mr. WapEe. No.

The CuarrMAN. You think the principal must be lower ?

Mr. Wape. I do not think, Senator, but I am absolutely convinced
that the number of banks must be less than 12 rather than more than
12. I am not going to advocate a central bank idea, and yet I do
not care to be misunderstood. It is a sound, economic principle
of banking. It is a system that should be inaugurated, but I realize
that it is politically unwise not only under a Democratic administra-
tion but equally so under a Republican administration.

_bSlenatoquEEKs. You do not mean unwise, but you mean impos-
sible.

Mr. Wape. I mean politically unwise or politically inexpedient.

Senator REgp. Politically impossible could be taken as synony-
mous with political unwisdom.

Mr. Wapk. I think you will all agree that if you were to go out into
the hustings it would {e accepted as such.

Now, gentlemen, our mission is to point out to you the weaknesses
in this bill as we see them. Having discharged that duty, we leave
the case in your hands, but we believe that the stockholders of this
corporation should have exactly the same rights as the stockholders
of the corporation known as the {Tnited States of America. We belisve
that the stockholders of the national bank should have the same right
that you would convey to any other private corporation and that is
representation.

Again, we meet a political situation, and we do not ask you to
give us control. We do not want it; but we do recommend to you,
and recommend in all sincerity, to provide in this bill that the several
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reserve banks, as they may be later constituted, may recommend to
the President of the United States a list of eligible men to be on that
board and let him then appoint them. We do not want to name
them, but if we have five reserve banks, or three, we suggest that we
name men whom we know from our practical business experience of
years are capable of presiding over the destiny of a great institution
such as this is and let the Pesident, from that list, whether it be
5 or 50 names, make his own selection.

I would like, gentlemen, to have you leave this bill as now framed,
all of it, for a while. I would like to have you forget the national
banking system for a while, and I would like to have you divert your
attention to the great strength of the State banks and trust com-
panies that handle part of the commerce of the country. The other
institutions build your railways and your waterways and your build-
ings and till your soil and develop your agricultural and your manufac-
turing resources. The whole theory of this bill is built upon the
national system. There is a provision that the State banks and trust
companies may come in under the rules that will hereafter bepre-
scribed. What these rules will be will depend entirely upon the
character of the men of the Federal board of control.

I can state that to these national bankers around here, men who
have grown gray in the service, and when I tell them that we loan
on real estate over the United States, from Florida to Seattle, they
hold their hands in horror, and when I tell them those notes are as
liquid as their assets, well, they are busy, and they do not have time
to investigate, but, nevertheless, it is a fact.

Mr. NrrsoN. They are more liquid than call loans on stock col-
lateral in case of a panic?

Mr, Wabe. We are loaning to-day in Seattle, in Portland, Oreg.,
all through Kansas, in Oklahoma, and in Texas. We have never
had a default on one loan on real estate, and we are making loans to
the extent of about $500,000 per month. We are just as important
a factor as they are, and you must reckon with the State banks and
trust companies in framing this bill if you want to get a homogeneous
law, but if after inspection of your draft of the bill you are going to
turn the crank and force national men in the system, or retire them
from the system, we will have to go into it, and we will say:

Let them try it if they choose, and we will follow if it is a success.

Senator SHAFROTH. Mr. Wade, a few moments ago you made the
statement that members of banking houses were in reality members of
the governing board of the Bank of England. I had occasion to look
at a book entitled ‘‘The Meaning of Money,” by Mr. Hartley Withers.
There he says:

When we come to consider the bank’s organization, its most striking features are the
constitution of its court of directors, and its system of government by rotation, and these
are points on which the bank’s critics have fastened with the keenest energy and
determination.

The bank court is a committee recruited chiefly from the ranks of the accepting
houses and merchant firms, and its members are nominated by itself, subject to the

urely formal confirmation of the shareholders; and it is an unwritten law that no
{))anker in the ordinary sense of the word-—that is, no one connected with what we
call the check-paying banks—can be a member of it.

At first sight this is one of those anomalous absurdities so common in England, and
so puzzling to the intelligent foreigner, who can not understand why we suffer them.
A court of directors ruling the Bank of England, and so performing most important
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banking functions, and yet disqualifying for membership any one with an expert
knowledge of banking, is a tempting subject for an epigrammatically minded satirist.
But in fact this anomaly, like many of our others, not only works excellently well in

ractice, but is, when calmly considered, clearly based on sound common sense. For
1n the first place it would obviously be undesirable that a member of one of the outer
ring of banks should have the insight into the position of his rivals which membership
of the Bank of England court could give him, unless all the others were similarly
privileged. But if all the outer banks were represented on the bank court, it would
become a committee of unwieldy dimensions, perhaps reproducing or reflecting in the
bank parlor the rivalries and jealousies that stimulate the outer banks to work against
one another, but are not conducive to their working together.

And the question of proportionate representation would be difficult to settle. As
it is, the bank court, being free from connection with the outer banks except by
keeping their balances, is able to watch their proceedings with a wholly impartial
eye, and, on occasion, to make suggestions with salutary effect.

Mr. Wape. Let me show you the fallacy of that and how utterly
impracticable it is from a practical point of view. Take Baring
Bros.

Senator Hrrcrcock. Mr. Sterling Baring is a member of the Bank
of England, but he is not a member of the Bank of England Court.

Mr. Wape. Lord Revelstoke is; he is a member of Baring Bros.,
and in the directory of the Bank of England.

h Senator CRAWFORD. Do they not have what they call discounting
ouses ¢

Mr. Wapke. I will explain that in a minute. Let me show you how
impracticable, improper, and unjust that statement is. I give you
the authority of your own Congress as against a writer of a book.
Let us deal with Baring Bros. They handle millions and millions,
hundreds of millions a year. Do they go down in their vault every
time they make a transaction and pick up a bag of gold and say,
“Bill, here it is” % When they get that money do they carry the
money in a bag? No. They must have a checking system. They
are bound to have a checking system. There are three distinet bank-
ing houses in the city of London—distinctive classes in their nature.
There is the joint-stock bank

Senator NELsoN. Incorporated ?

Mr. Wape. Incorporated; then there is the discounting house; and
then there are the financial houses; and then there is a fourth, the
accepting houses. The joint-stock banks accept and so do the financial
houses and so do the accepting houses, and the joint-stock banks
will take the acceptance of another joint-stock bank, and the Bank of
England will take the acceptance of any other joint-stock bank and
discount the paper, and it is a totally different system from what we
have here. But it is very near the ideal.

Again, let me show you the fallacy of the fear of having a banker
upon a board that would regulate the discount rate for this Nation.
Are you going to select seven men who will be so simon-pure in
thought and mind and heart, and who will at all times be so discreet
and by some operation of an unknown law not be able to tell his friend,
the banker, that the rate is going to be raised to-morrow? Is the
Bank of England rate ever raised without consulting the directors?
Certainly. It is done time and time again by the action of the gov-
ernor alone without consulting the directors.

Senator SHAFROTH. But it 18 often done with the consent of the
directors ?

Mr. Wape. Frequently it is done with the consent of the directors,
but the governor initiates it. Again, the Bank of England will
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not allow the governor of the Bank of England to succeed himself
longer than two years. The deputy governor goes up, and it is a
great position of honor. To be a member of the Bank of England
board is a passport throughout the world.

Senator PoMmErENE. Did I understand you to say a moment ago
that you feared that thisboard of control orreserve board,if appointed,
Wollall(% let some of the bankers know what the rate of interest was going
to be?

Mr. Wape. No. Isaid this: That a member of that board was just
as apt to do it as a banker member. Let me tell you, Senator. We
have in our institutions here in the larger centers what are known as
clearing-house examination committees, where we examine a com-
petitor.

Senator PoMERENE. I just wanted to call your attention to this
fact: You have suggested here that if there was a board appointed
under this bill that 1t might leak and let the bankers know W?lat the
rate of interest was going to be to-morrow ?

Mr. Wabpe. No; 1 suggested that they could leak just the same,
whether members of a bank board or not.

Senator PoMERENE. Would they not be less likely to leak than if
they were bankers named by banks ¢

Mr. Wape. No; and if they did, it would not make the slightest
difference. Let me tell you why. Those of us who are active in
the banking business, and who do an international business, as man
of us do, watch the report of the Bank of England with just as muec
care and avidity as we do the weekly statements of the Bank of New
York, and we know whenever there 1s going to be a raise in the Bank
of England rate or when there is likely to be one. We do not know
specifically when the rate will be raised, but there is a danger point
in that statement just the same as the danger signals are known in
New York, St. Louis, or any other town, and we can tell when the
rate must go up.

Senator SHAFROTH. 1 hold in my hand the answer of the gov-
ernor of the Bank of England and the interrogations of the monetary
commission. Iet me show you what he says here:

Q. Is it customary to reelect directors at the expiration of their terms?—A. It
is customary for directors to be reelected.

Q. Is there any custom restricting the class from which the directors may be
selected?—A. There is no legal restriction as to the class from which directors may
be selected, except that they must be ‘‘natural-born subjects of England, or natu-

ralized,”” but in actual practice the selection is confined to those who are, or have
been, members of mercantile or financial houses.

Mr. Wape. That is right.

Senator SHAFROTH (reading):

Excluding bankers, brokers, bill discounters, or directors of other banks operating
in the United Kingdom.

Mr. WapE. That is the {)oint Imade. Isaid so, but notwithstand-
ing the custom, they still have on the board a member of a bank
recently elected. [Reads:]

But in actual practice the selection is confined to those who are, or have been, mem
bers of mercantile or financial houses.

Do you know what a mercantile house is over there?

Senator Hitcucock. Read the next line,
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Mr. Wapkg. Certainly. [Reading:]

Excluding bankers, brokers, bill discounters, or directors of other banks operating
in the United Kingdom.

That has been the practice, but that is not the law. Now, then,
financial houses are exactly the same as Morgan & Co., of New York,
or Kuhn, Loeb & Co., of New York, the greatest banking houses in
America, but we do not cali them financial houses.

Senator Hrrcucock. The law of 1844, under which the Bank of
England is now operating, does provide a qualification; a member
of the board must be a natural citizen.

Senator SmarroTH. That is a general qualification, but we were
talking of the actual practice of the Bank of England.

Senator NELsoN. However that may be, that 1s not really material
to our inquiry.

Mr. WapE. The same principle applies in France and in Germany.
The stock is held by the peopi)e of the nation. The Bank of France
has 40,000 stockholders. :

The Cramrman. Who appoints the directors there?

Mr. Wapk. The directors are selected by the stockholders. In
France the directors are named by the stock.goldcls and the governor
named by the Piresident of the Republic. There are 3 men out of
18 named by the governor and 15 selected by the stockholders.

The CumairRMAN. Who appoints the managers of the various
branches of the Bank of France?

Mr. Wape. The governor.

The CHAIRMAN. What power have the regents ¢

Mr. Wape. Absolute power. We have it here in this report of the
monetary commission.

The CHAIRMAN. You might read it into the record.

Mr. Wape. It is a long story and it would take some time for me to
get it from the report.

Senator Hircrcock. I have a memorandum of the matter here:
In the Bank of France there are 15 regents and 3 censors, who are
elected by the 200 largest stockholders. They have control of the
management of the bank, including the fixing of the interest rate.
The President appoints the governor and the subgovernor.

Mr. Wape. The Bank of France is a private corporation with
40,000 shareholders. The governor and two deputy governors are
named by the President of the Republic; 18 directors are elected by
the shareholders; a majority vote controls the operation. That is on
page 190 in this book.

Senator CraAwFORD. In all these banks—England, France, and
Germany—the stock represents voluntary subscriptions

Mr. Wapg. Absolutely so.

Senator CrRawrForRD. And In the first and second banks of the
United States the subscription of stock was practically voluntary, was
it not—in the old first and second banks here in our own country ?

Mr. Wape. Well, I am not that old.

Senator CRAWFORD. That is true as a matter of fact?

Mr. WapEe. That is true.

Senator CRAWFORD. Do you know of a case where they have ever
made it a matter of coercion to furnish capital for a bank ¢
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Mr. Wape. Gentlemen, I do not know where there is a law on the
statute books of any enlightened nation—I do not know of any law in
any State of this Nation where by the operation of law they say:

Separate from your money or we will destroy your business.

Senator PoMERENE. They require you to keep a certain amount of
reserves Now.

Mr. Wabpe. That is right; but that is voluntary.

Senator PoMeRENE. That is prescribed by law.

Mr. Wape. That is true; but I knew the law when I entered into
that :}fstem. That does not take my money away; it conserves it in
my safe.

yl‘he CrareMAN. Mr. Forgan—pardon me, Senator Reed, have you
finished ?

Senator REED. I am more interested in the conditions here than I
am in Europe, and I was going to inquire about them; but I will defer
my questions, Mr. Chairman.

The CHATRMAN. I merely wanted to call attention to page 190, to
which Mr. Wade referred, with regard to the powers of the sharehold-
ers of the Bank of France. The statement is made that these share-
holders meet on a Thursday in January of each year, when they are
told about the business of the bank during the year and are called upon
to elect and reelect the regents and censors. The three censors must
be chosen from the industrial and commercial classes and the three
regents must be chosen from the general dpaying shareholders. The
regents meet once a week, and they decide upon the changes in the
rate of discount, which is their most important duty, and that practi-
cally ends their management. The actual management is done by
the managers, who are appointed by the Government. And the same
thing is true of the Bank of Germany.

Mr. WapEe. But if you will read on further, Mr. Chairman, you will
find that the majority of the directors control. I did not want to go
into that; but if you will continue, you will find that the majority of
the directorate of the Bank of France control its entire action except
in the election of the two governors and the two deputy governors and
the managers of the branches.

The CrairMAN. But every one of the 188 branches has its manager,
and every one of them is appointed by the Government. I do not see
how the Government could go much further.

Senator Reep. I was interested in your statement, Mr. Wade, that
the State banks are, notwithstanding the prestige accompanying the
name ‘“National,” able to rival the national banks; and the reason
you gave was that the State laws were more advantageous—that is
not your language, but I am trying to give merely its substance.

Mr. Wapge. That is the essence of it.

Senator REep. Now, in what respect are the State laws more
advantageous? Could you give it to us in a short, terse statement?

Mr. Wabpe. Let me first give you the advantages of the National
banks over the State banks. First, they can issue circulating bank
notes, which formerly could be done at a profit, but latterly—particu-
larly in the year 1913—has been done at a very heavy loss, because
of the depreciation of the 2 per cent, the 3 per cent, and the 4 per
cent Government bonds. So, therefore, that is a privilege supposed
to be an advantage which has developed into a detriment.
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Second, it may act as reserve agent for other national banks for
the reserve funds of other national banks. In a reserve city they
can act as reserve agents for country banks, and in central reserve
cities the banks can act as reserve agents for country banks and for
reserve banks.

Strange as it may appear, that is not regarded as a great advantage,
because the reserves of the country bank and of the reserve city
bank are always at the lowest ebb when money is close and at the
highest when money is cheap.

And secondly, because if a reserve bank or a country bank keeps
its reserve in a reserve city or a central reserve city, it is almost an
unwritten law that the reserve bank or the central reserve bank must
loan it money whenever it needs it.

S(le{nator ELSON. You mean loan its money to the depositing
bank ¢

Mr. Wapk. Loan its money to the depositing bank. In other
words, the bank that will keep a deposit of $10,000 will ordinarily be
entitled to a credit of $35,000 or $40,000, and so on, in that ratio.

The third supposed advantage the national bank has over the State
bank is that it is the depositary for Government money. But again,
in the year 1913, that has proven to be unprofitable, because for 50
years it was the custom of the Government to deposit money in the
national banks without interest, but secured by the Government
bonds. Many banks bought bonds and secured Government de-
posits. Many of them paid as hi%h as 105, 106, and 107 for a 2 per
cent bond, because it was profitable to do it—because they paid no
interest on the deposits. But when the interest of 2 per cent was
required and demanded of the national bank for the Government
deposits the profit was eliminated; and when the bonds fell down
below par the banks have charged, or should charge, to profit and
loss account the amount of the depreciation.

Senator REED. Those are the advantages of the national banks %

Mr. Wapg. Those are the advantages of the national banks.
Aside from that, there is a certain imaginary glamour in being
national banks. There is nothing in that except sentiment.

Senator Reep. As I understand you, all these advantages have
become disadvantages, except the glamour. Is that what you mean?

Mr. WaDkg. Practically alE and the glamour has no value.

Now, the advantages that the State banks have over national
banks: They can do all the business that a national bank can do,
except those three items recited. In addition to that, they can
loan on real estate. In many States they can buy stocks and bonds.
In many States they can act in a fiduciary capacity.

Senator REED. Yes; act in a fiduciary capacity.

Senator NELsoN. And the reserve requirements are not as strin-

ent ¢
. Mr. Wape. And in many of the best States of the Union they have
no requirement about reserve at all, except that which is relied upon
in the intelligence of the manager of the bank.

The CrarrRMAN. And they do use national-bank notes as reserves,
do they not, in some States?

Mr. Wape. They can use national-bank notes in reserve, which a
national bank can not do. They can use any kind of money in
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reserve, while a national bank is restricted to carrying its reserve
in what is called ‘“lawful money.”

Senator NELsoN. Gold, silver, and greenbacks.

Senator Reep. Now, does that make up the advantages of the
State banks ?

Mr. Wape. No. In speaking about State banks, I never forget
about the words ‘trust company.”

Senator REED. Yes.

Mr. Wape. I always put them under the same category.

Senator REED. It is tge same thing, only a different name?%

Mr. Wape. They can act as trustees under a will, or as trustees
under a mortgage.

Mr. WexLER. And as executors of estates.

Senator Hircrcock. Administer estates?

Mr. Wape. Administer estates.

Mr. JounsTon. Mr. Wade, I would like to ask you is not the trust
company in the banking world what the department store is in the
mercantile world—they can do almost anything?

Mr. Wape. Well, you can not get married by them.

Senator REED. Well, does what you have recited embrace all the
advantages ?

Mr. Wape. T can illustrate this better by deseribing the institution
which I preside over, and giving you the various departments.

Senator ReEp. Well, that is hardly necessary.

Senator NELsoN. That would give us a better idea.

Senator REEp. Then I should like to have it.

Mr. Forean. You can get an almost interminable tranchise. I
have one in the State of Illinois for 999 years.

Mr. Wape. We have a bond department, where we buy and sell all
classes of bonds. We have a real estate department, wherein we buy
and sell all kinds of real estate on commission—never speculated on
it. We have a real estate loaning department, where we can loan on
any picce of real estate anywhere in the habitable globe.

Senator NELsoN. For any length of time ?

Mr. Wapke. For any length of time.

Senator WeEks. Mr. Wade, before you leave that subject let me
ask this: You do not loan funds on real estate that are subject to
check, do you? You only loan deposits that are time deposits, do
you not ? :

Mr. Wabe. Why, we loan our money. We do not make any
distinction whatever; not the slichtest. We have a trust depart-
ment, where we handle all sorts of estates. We have a corporation
department, where we keep the records of all kinds of corporations
who desire records kept. We have a safe deposit department.
And all of those departments are profitable. We have a foreign-
exchange department.

In other words, we can do in the trust company—which I am so
anxious to get under this system—anything that the discount
house of London can do. We can do anything that the joint-stock
bank of London can do; we can do anything that the national bank
of the United States of America can do (except the three items I
have mentioned), and anything that the accepting houses of London
can do.

9328°—=8. Doc. 232, 63-1—vol 1—10

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



140 BANKING AND CURRENCY,

Senator McLEAN. You have a savings department, have you?

Mr. Wape. We have a savings department, with forty-odd thou-
sand depositors. And, lastly, we Eave a charter that runs for
50 years.

Mr. JorNsTON. The charter of a trust company in Missouri permits
also, if the officers desire to take it up, that they should have an
insurance department, fire and life.

Senator SHAFROTH. Mr. Forgan made a startling statement just
now, that he has a corporation that has a legal existence of 999
years—according to the laws of Illinois.

Mr. Forean. And which is protected by a constitutional require-
ment; and there is not a WOI‘g in the banking law under which it
was organized that can be changed so as to terminate it.

Senator REep. Mr. Chairman, I suggest that we will not get very
far if we go on these side issues. If there is any other member of
the committee who desires to question Mr. Wade now I will waive
the privilege for the present.

The CHAIRMAN. The Senator from Missouri will proceed.

Senator WEEKS. Mr. Chairman, it is half past 5; the committee
has been in session all day, and I think it would be well to adjourn
at this time, although there are some matters I wanted to get Mr.
Wade's views upon.

The CHAIRMAN. When would you be able to appear before the
committee again, Mr. Wade ?

Mr. WabE. I can be back here on Saturday.

The CrairMAN. Then the committee Wi]f be glad to have you
explain further at that time about State banks and trust companies.

(Thereupon, at 5.30 o’clock p. m., the committee adjourned until
to-morrow (Thursday) morning, at 10 o’clock.)

THURSDAY, SEPTEMBER 4, 1913.

CoMMITTEE ON BANkKING AND CURRENCY,"
UNITED STATES SENATE,
Washkington, D. C.

The committee assembled at 10 o’clock a. m.

Present: Senators Owen (chairman), Hitchcock, Reed, Pomerene,
Shafroth, Hollis, Nelson, Bristow, Crawford, McLean and Weeks.

Senator WEEks. Mr. Chairman, I think I ought to say to the
committee that I am going, at 11 o’clock, when the Senate convenes,
to introduce a resolution instructing this committee to report on the
bill which we have under consideration, the 2d of December next, at
the convening of the regular session of Congress, and to make banking
and currency legislation the unfinished business at that time. I
assume that the committee will want to take a recess, as I am going
to introduce the resolution at 11 o’clock.

Senator Reep. I would like to ask the Senator if he could not let
that go until to-morrow. I have made a positive engagement which
compels me to leave here at 12 o’clock, and if this resolution comes
up at 11 o’clock, I could not be there until the debate was over;
Bei:ause it will undoubtedly, if it is debated to-day, involve some

elay.
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Senator Hrrorcock. It could hardly be debated to-day.

Senator WEEKs. Of course, if an objection is made, it can not be
debated to-day.

Senator Hrrcrcock. I think that will naturally be the result.

Senator REED. I know it would; hence I ask the Senator for an
extension of time,

Senator WEEKS. I would like to accommodate Senator Reed.

Senator REED. Well, the Senator can then just have it put in, and
to-morrow we can take it up.

The CaalrMAN. Will you give notice, then, to-day that you will
introduce the resolution to-morrow ?

Senator WEEKs. I will introduce it to-day and give notice that,
under the rules, I assume it would come up for debate to-morrow.

Senator NELsoN. It can not come up to-day unless you secure
unanimous consent.

Senator WEEKs. I am perfectly willing to ask unanimous consent
that it come up to-morrow.

Senator Hrrcacock. You do not need to ask for unanimous con-
sent. You can ask that it lie on the table and come up to-morrow.

The (HATRMAN. Mr. Forgan, who is your next witness?

Mr. Foragan. Mr. Wade 1s still here.

Mr. Wabe. Yes; Mr. Chairman, I have concluded that I had better
stay here than to come back on Saturday.

Senator REep. We are waiting for Mr. Wade to answer our ques-
tions, and Senator Hitchcock, I believe, has some questions he
desires to ask now.

FURTHER STATEMENT OF FESTUS J. WADE, OF ST. LOUIS, MO.

Senator Hrrcacock. Mr. Wade, you differ from your associate,
Mr. Wexler, in that you favor the idea of having outside stockholders
rather than having stockholders confined to the banks ?

Mr. Wape. Yes and no. I think it would be all right to confine
it to the banks if you did not make it a compulsory measure. As I
said in my remarks yesterday, banks have not the s{ightest objection
to taking the stock, provided they are not forced to do so. But if
you are going to make it compulsory, then I would rather see it
thrown open to the public. :

Senator Hitrcacock. Is that not a mere sentiment, the difference
between being compulsory and voluntary ?

Mr. Wape. No; it is anything but a sentiment. It is my deliberate
judgment, Senator, and I have given this matter a great dcal of
consideration, that unless you change the provisions of that bill in
that respect you will not get enough stock subscribed by the banks
of this country to make the reserve banks a success.

Senator Hitcacock. Now you are not referring to the involuntary
clause.

Mr. Wape. What is that, sir?

Senator HrrceHcocK. You are not confining yoursclf, now, to the
question whether

Mr. WaDE (interposing). I am confining’myself to the involuntary
clause, bceause it 1s so Incquitable, so undemocratic, so unjust, to
demand that a bank shall subscribe to a doctrine or be forced out of
business if it does not take stock, and if it subscribe to it that
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it shall have nothing to say as to the control of the institution which
it founds with its money.

Senator HitoHcock. Does it really make any difference whether
they are required to do so or whether they do so voluntarily ?

Mr. Wape. Why, I think it makes all the difference in the world.
It is the difference of being forced to do anything in a country that
is supposed to be free. It is repugnant to the manhood of the N};tion.

Senator Hirorcock. Mr. Wade, under this bill as it stands now
there is not a dollar of capital added to the banking capital of the
United States.

Mr. Wabe. No; admitted. There is $100,000,000 to the credit
capital of the banks of the United States. You require us to take 10

er cent of the capital of our institution and separate our institution
E’om that and take in lieu thereof certificates of stock in this reserve
bank. You will increase the capitalization of the banks of the
United States $100,000,000 or more by the operation of this bill.

Senator Hrrcrcock. But it is a duplication of capital ¢

Mr. Wabk. True, it is a duplication—admitted.

Senator Hircucock. Do you recognize that there has been a grow-
ing disparity between the capital of the banks of the United States
and their Labilities represented by the deposits; that is, that the
capital has been growing smaller and smaller, while the deposits and
obligations to their depositors have been growing larger and larger?

Mr. Wabk. I think, Senator, that probably you make the com-
monly accepted mistake, and that is that you look entirely at the
national system, and you fail to look at the general system.

Senator Hircucock. I think the disparity is still greater if you
take in the State system.

Mr. Wapk. I think not. ,

Senator Hrircmcock. But confining ourselves to the national
system, as the banks under that system are the only ones that would
be under compulsion

Mr. WapE. Yes, sir.

Senator HitcHcock (continuing). It is the fact that the margin
of safety to the depositors has been growing smaller and smaller ¢

Mr. Wape. That depends upon what you mean by ‘“safety.”

Senator HircHcock. Because the deposits have been increasing
relatively to capital.

Mr. Wabpe. Well, it all depends on what you would call the “ margin
of safety.”” What would you term the ‘“margin of safety’” ¢ Capital,
money, assets, or what ?

" Senator Hircucock. I should call the margin of safety the capital
invested and the liability of the stockholders.

Mr. Wapk. I can not clearly understand what you call the margin
of safety. The margin of safety, in my judgment, in any bank, isin
the wisdom and the judgment on which its money is loaned, so as to
keep it liquid, and so that it can always be cashed.

Senator Hitrcrcook. Well, that is a matter that can not be pro-
vided by law. It is a sentiment too vague. But the specific and
material thing that I am considering is the amount of money that the
stockholders put into the business as compared to the volume of busi-
ness thot they do.

Mr. Wapg. Oh, that is what you call the margin of safety, is it ¢

Senator Hitcucock. That is the margin of safety, in my opinion.

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



BANKING AND CURRENCY. 143

Mr. Wape. Well, that might have very little to do with it. You
might have a bank—and I know of one, and administered on its ob-
sequies—having a capital of $3,000,000 and a surplus of $1,000,000,
and a deposit account of $6,500,000—and it was rotten.

Senator Hrrorcook. Yes, I know, of course, that is quite possible
with any concern.

Mr. WapE. And then, on the other hand, I know of hundreds of
banks with a capital of $100,000 and deposits of $1,000,000, that
are just as clean as one with a capital of $1,000,000 and deposits of
$2,000,000. .

Senator NELsoN. Senator Hitchcock, I do not want to interrupt
you, but I want to suggest that, in connection with this question,
you ought to take into account, not only the capital, but the surplus
of the bank, which is a part of the fund just as much as the original
capital.

enator HircHCOOK. No, I do not. The purpose for which they
are raising their surplus and keeping down their capital is to avoid,
the personal obligation of the stockholders. There is no personal
obligation of the stockholders on account of the surplus.

Senator NELsON. But that is a part of the funds

Senator Hircucock (interposing). But there is no individual
liability attached to it.

Senator REEp. When you get the 20 per cent, there is no liability
on the stock, is there? '

The CrairMAN. There is a double liability.

Senator Hrrcrecock. For every share of stock there is a double
liability behind the stock; but there is no individual liability behind
the surplus; it is only a pile of money.

Mr. Wape. Scnator, I think you have the wrong idea as to that;
I am quite sure you have. Take the institution I preside over,
which 1s a trust company. We have no double liability, but we
have a capital of $3,000,000, and a surplus of $6,700,000. Certainly
we do not have that surplus in order to avoid liability. The surplus
of a bank is created primarily to give it strength, and to enable 1t to
stand any tide that may come along.

Senator Hircucock. %Vill you please explain why a surplus of
$1,000,000 is any stronger for a bank than $1,000,000 of capital?

Mr. WapEe. Of course, it is very simple. If I have a bank with
$2,000,000 of capital, and no surplus, whether it be State or national,
or a trust company—$2,000,000 capital, and no surplus, and I happen
to lose $100,000, I am prohibited by law {from continuing to do busi-
ness until I make my capital good.

Senator Hircacoox. And your stockholders are required to do
that ?

Mr. WaDE. Yes, sir. But if I have a bank, or a trust company,
with a capital of $1,000,000 and a surplus of $2,000,000, and lose the
whole $2,000,000 surplus, I could still continue to do business.

Senator Hrrcacock. And your stockholders are not required to
put up one cent ?

Mr. Wapg. No; my stockholders are not required to put up one
cent.

Senator HrrcaCcOOK. That is exactly my idea.

Mr. Wabpk. But the stockholder has already put up that surplus.
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Senator HircrcOCE. Well, you have exactly set forth the point I
raised, that there is no personal responsibility behind the surplus,
but there is behind the capital.

Mr. Wape. No. The stockholders have no double liability in our
State, whether it be a trust company or a bank.

Senator Hircacock. I am talking about national banks.

Mr. Wape. I know; but there is where you gentlemen have lost
sight of the most important factor of this whole proposition. You
have seen the hole and not the doughnut. You ﬁave taken 36 per
cent of the banking power of this Nation; the banking power that
moves what is commonly known as the merchandise of the country,
and the crops of the country; but you have failed to deal with those
institutions that have built up this Nation through the operation of
its real estate department, real estate loans, bond departments, with
its ability to handle agricultural plants of all kinds, and to develop
the whole manufacturing industry by the erection of manufactories
and office buildings, and eelemosynary institutions—which national
banks do not do.

Senator HircaHCOCK. Well, that is hardly in the line of my questions.
I was proceeding to develop a certain line of thought. 1 wanted to
ask whether you recognized the fact, in the first place, that, compared
to the volume of liabilities, the capital of the national banks has been
diminishing ?

Mr. Wabke. First let me say that I have not looked at the statistics
in a way to carry that in my mind. But you must, if you take that
into consideration, include the surplus.

Senator Hircacock. Well, I am leaving the surplus aside for the
present.

. Mr. WapEe. Well, but you must not do that, for that is capital,
and you have to include the undivided profits.

Senator Hrrcacock. Well, for the purposes of my question, I am
leaving it aside, and I have to ask you whether you think, as a
banker, there should be any relation between the capital and the
amount of liabilities ?

Mr. Wape. Well, yes; there should be; but I would not be pre-
pared to lay down the rules for it. As a general proposition
Senator HircHcooxk (interposing). Now, I want to ask you——

Mr. Wape (interposing). Well, wait a minute. As a general
proposition, I think when a bank’s liabilities exceed its capital and
i;lllxnrplus and undivided profits 10 to 1, it has about reached the

imit.

Senator HitcrCcoCE. Ten to one, you say ?

Mr. Wapg. Yes. That is a purely personal opinion, however,
without very much consideration.

Senator Hircacock. Now, the capital of the national banks is
something like $800,000,000, is it not ?

Mr. Wabpe, Noj; it is over $1,000,000,000 capital and about $800,-
000,000 surplus and undivided profits.

Senator Hrrcrcock. Over $1,000,000,000 ¢

Mr. WapE. And you must add the surplus and undivided profits.

Senator Hircrcock. Well, I am confining myself to the capital.
Do you consider that the withdrawal of over $100,000,000 from that
$1,000,000,000 would tend to weaken the national banks of the
United States?
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Mr. Wape. No, sir; you would only in effect loan or invest about
5% per cent of your capital, surplus, and undivided profits.

Senator Hircacock. You think it would not ?

Mr. Wapk. No, sir.

Senator Hrrcacock. Could you withdraw $200,000,000 without
doing that ?

Mr. WaDE. Yes, sir; but I do not see the necessity of it.

Senator Hircucock. You think it would not weaken them to
withdraw that amount ?

Mr. Wapk. No.

Senator Hrtrcrcock. Can you withdraw $300,000,000 without
weakening the national banks?

Mr. Wape. If you withdrew it and kept it where it could be bor-
rowed again, it would not.

Senator Hrrecrcock. Then, do you think that the national banks
could reduce their capital without weakening themselves, as would
appear from your statement

Mr. Wabke. No.

Senator Hrrcacock. Well, where would you draw the line ?

Mr. Wapg. I do not know just where I would draw the line on that,.
I do not understand the theory of your questions. Probably if I did
I could answer them.

Senator Hrrcaoock. My theory is that in so far as this bill provides
for the withdrawal of a large per cent of the independent banks of the
United States it weakens them and injures the system %

Mr. Wapg. No, sir; it does not.

Senator Hrrcacock. Well, that is my line of reasoning.

Mr. WADE. So I understand; but your line of reasoning is erroneous.

Senator HrrcECcocE. Well, now I want to ask you this: Is it not a
fact that the banking institutions of Europe proceed upon the theory
that the liability of the stockholders is an important consideration
for a depositor ?

Mr. Wabpg. No; I do not think that is a fact.

Senator HircHCoCK. Is it not a fact that all the large banks of
Europe have a capital on which the stockholders have only paid in a
per cent of cash, and that they have a large liability, much more than
twice as much as they have paid in ?

Mr. Wape. In some instances that is the case, and sometimes it is
not.

Senator HrrcHCOCK. Is it not the general rule as to a great many
of the incorporated banks of Great Britain and France?

Mr. WaDE. Sometimes that is the case; but I think you are in
error.

Senator Hrrcacock. That a large majority of the capital paid in,
with a large majority of the stockholders’ dues to the bank are held
for that purpose?

Mr. Wapg. Oh, yes; that is the theory. It is like your present
national banking system. If Iwere astockholder in a British bank,ora
national bank in this country, and I had any reason to think that it
would fail, I would sell the stock to-morrow, and my liability would
cease.

Senator Hrrcacock. No, it would not.

Mr. Wape. Why ¢
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Senator- HrircHcOCK, Because there is a period of time——

Mr. Wape. Well, what is the period of time?

Senator Hrrcucock. It varies in different countries.

Mr. Wapge. I mean in this country now.

Senator Hircrcook. Well, in this bill, I believe it is to be made
six months.

Mr. WapE. Yes; but I am talking of the law, as it is to-day. Itis
one of those fictitious

Senator POMERENE (interposing). Let me understand you, please;
do you mean that in this country, by transferring your stock to
another person you can avoid liability during the time you were a
stockholder ?

Mr. Wapg. Absolutely, if I sell it in good faith.

Senator Horvrrs. Oh, no.

Senator WeEks. Then, the man who bought the stock takes the
liability ¢

Senator REED. The provision of the statute is that the man who
purchases the stock—f am not giving the exact language, but the
same substance—takes it with all of its liabilities.

Senator POMERENE. Primarily that is true.

Senator REED. And there is no provision in the statutes that I
have seen—I may have overlooked it—that provides any holder of
bank stock shall be liable for the debts Whicﬁ were accrued at the
time he held it; and which continues that liability after he has pur-
chased the stock. If there is such a provision in the statutes, I have
not seen it.

Senator POMERENE. Primarily, he is liable for those debts if the
purchaser should be exhausted without the creditors being able to
enforce the full stock hability. You can then go back on the original
purchaser.

Mr. Wabe. I think you are in error there, Senator.

Senator POoMERENE. I am not in error. I have gone over that
proposition in Ohio, and I know whereof I speak on that subject.

Senator REED. Do you mean, Senator Pomerene, that if I own
bank stock to-day and the bank has debts, and I transfer that stock
in good faith—I am not talking about a fraudulent transfer; but I
transfer it in good faith—but after I transfer it, I can still be held to
a double liability? I do not think that is the law. Now, I grant

ou——
7 Senator POMERENE (interposing). You can be held, Senator Reed,
for those liabilities which were wncurred during the time you were
a stockholder, provided the amount of the stock can not be realized
out of the man to whom you sell it.

Senator REED. You say that the decisions of the courts are to that
effect? T have not seen those decisions.

Mr. WExXLER. Senator, that is a mistake. -

Senator PoMErRENE. Well, I have gone through that in Ohio, and I
know what I am talking about.

Mr. WexLER. It is purely a question of good faith. If you can
show, upon examination, that the transfer of the stock was made b
the party with knowledge of the failing condition of the bank, and 1t
was a subterfuge to avoid liabﬂit}y]r, you are entirely correct; but if
the transfer was made in good faith, for valuable consideration, in the

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



BANEING AND CURRENCY, 147

ordilliary course of business, you can not recover from the seller of the
stock.

Senator PoMERENE. If vour position is correct, the double liability
means nothing, and the man who has knowledge of the bank’s failing
condition can get rid of his stock by selling it to a mere dummy, and
thereby escape liability.

Mr. Wape. That is not what I contend. I say if he sells the stock
in good faith, the buyer and not the seller assumes the liability.

Senator REED. I have not examined the statutes, but I think the
rule is this, that if a man owns stock in a bank and transfers it in good
faith, his liability ends when the transfer is made, and the liability of
the purchaser for all the debts of the bank, to the extent of the aniount
of his stock, immediately attaches.

But, of course, if a man, in order to avoid that liability, is guilty of
fraud—that is to say, if his transfer is a mere subterfuge—he would
not them escape, because fraud vitiates every kind of transaction.

Now, that is the line, I think, that obtains, although I have never
examined it. If the Senator from Ohio has examined it, I should take
his exposition until I found something to the contrary.

Senator POoMERENE. I will say that that has been the holding of the
Ohio courts right along. I do not now have in mind any Federal
decisions on the subject. I do not have in mind now that there is
any distinction between the two. The national banking law was
framed after the free banking act of Ohio. It was originally drafted
by Secretary of the Treasury Salmon P. Chase.

Senator Hircroock. Mr. Wade, can you conceive of a division of
the functions provided for in this bill—possibly a division of the
functions provided for in this bill? This bill provides, in a way, for
the mobilization of the reserves of the country, and for discounting
paper. It also provides for the issuance of additional currency.
Do you think that those are necessarily, or should be necessarily,
united ?

Mr. Wape. Would you kindly repeat that question, Senator ?

Senator Hrrcucock. The bill provides substantially for two pro-
ceedings, the issuance of additional currency, either by the banks or
by the Treasury, and it also provides for the mobilization of the
reserves of the banks and for transacting business. What would be
your opinion of the advisability of dividing these functions, by
having the Treasury issue the additional currency and allowing the
banking business of the country to continue very much as it is at the
present time ?

b Mr. Wape. They could be divided, and it could be operated;
ut it——

Senator Hrrcucock (interposing). But what is the country most
in need of at the present time, additional currency or mobilization
of the reserves?

Mr. WaDE. Just a minute, sir; let me answer, please. It could be
divided, but it would be a fatal economic mistake to let the Govern-
ment issue the currency as governmental currency. We can not
get away from that and be truthful and honest men in appearing
before this committee. We must tell you that that is our unalterable
judgment on the proposition.

Senator Hircacock. Will you please state why 1t would be a fatal
mistake for the Government to issue the currency ¢
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Mr. Wapk. Simply because it puts the Government in debt just
that much more than is necessary. If these banks that you are going
to organize, called reserve banks—whether there be 1 or 10 or 50—are
éoing to be solid institutions, are going to be properly managed by the

overnment board of control; are going to be properly supervised by
the Comptroller of the Currency; and if you are going to carry a proper
gold reserve against them, you need no Government guaranty of its
notes; and therefore we come to you, not as bankers but as citizens
in that respect, and state:

Do not assume an obligation for the Government, when there is absolutely no
necessity of doing so.

Senator HitrceEcock. Well, is it concern for the welfare of the Gov-
ernment that influences you ?

Mr. WapE. Absolutely so. Why, Senator, if you would stop to
consider for a moment, you must realize that every banker wants on
every note all the collateral and all the indorsements and all the
security he can get as a strictly selfish, narrow, proposition. And
we come to you absolutely in a patriotic way, and say to you:

Do not put the credit of the Government behind these notes, because, first, it is
f.nti:ely unnecessary, and, secondly, it may hurt and injure the future of the Repub-
1C. -

Senator HitrceEcock. Well, the larger part of the currency of the
United States is already Government paper.

Mr. Wabpg. Oh, no; a good substantial sum of it is; yes.

Senator HitcEcock. Liet me interrogate you here: We have
$346,000,000 of notes ?

Mr. WapE. Yes; but you have $150,000,000 gold as a reserve to
protect them.

Sen?ator Hircacock. And nearly $1,000,000,000 of gold certifi-
cates

Mr. Wabpk. Those are only warehouse receipts.

Senator HitcHCOCK. Well, it is Government paper?

Mr. WabpEe. No.

Senator HircaCOCK. It is not banking paper?

Mr. WaDE. It is not bank notes; no.

Senator Hircrcock. Noj; it is Government paper; it has the cer-
tificate of the United States that gold is on deposit in the Treasury %

Mr. Wape. Well, my dear sir, if you will put gold behind these notes,
you do not need any (Government behind them.

Senator Hircrcocr. Well, there is no question that a gold certificate
is a statement of the United States that gold is deposited in the Treas-
ury.
Mr. Wabpg. It is purely a warehouse receipt; but we will admit it for
the sake of argument.

Senator Hrrocrcock. We have already arrived at the point where
the larger part of the currency of the Urited States is Government
paper and not banking paper. We only have $700,000,000 of banking
currency outstanding. So that we have already passed the point you
have described of having the Government issue currency. %Ve differ
from all the countries of the world in that respect.

Mr. Wape. Yes. But if we have made a mistake—not a mistake—
one of the most brilliant achievements of statesmanship, the creation
of the national banking system and issuing of national banking notes
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to bolster up the credit of this Nation in its hour of distress. But
when we have issued a fictitious currency, putting one note based on
the credit of a Government bond bearing a fictitious rate of interest;
and when the reason of its existence is no longer necessary and when
the Nation has power to get along without it, why, when we tell you,
with just as much patriotism as any man can have, that it is a mistake
to do it, do you want to insist, and to persist in continuing to do it ?

Senator HrrcHCOCK. Let me ask you another question. Suppose
the banks were given the power to issue these notes, what volume of
them would be issued ?

Mr. Wapk.. The volume that would be absolutely controlled by the
needs of commerce.

Senator HircHcocK. Will you please make an estimate of the
amount ? ‘

Mr. Wapk. It is impossible to make an estimate. First, Senator,
let me tell you that there is every dollar of currency in existence in this
Nation to-day that is necessary for the conduct of its business.

Senator Hrrcrcock. You would not be in favor of having any
limit at all?

Mr. Wape. Absolutely no limit.

Senator Hrrcrcook. Well, suppose for the sake of argument, we
place the limit at $750,000,000, that would be actually issued, tempo-
rarily issued, at different times. Suppose, instead of having the
banks issue that currency, the Government undertook to provide
United States notes, similar in all respects to the notes now outstand-
ing?

%\Tr. WabEe. Greenbacks?

Senator HrrcECOCK. Greenbacks; legal tender for all debts, public
and private, good for bank reserves, primary money of the country.

Mr. WADE. Yes, sir.

Senator HircHCOCK. Supgose, against that, it issued bonds that
might be necessary to provide the reserve of 33, 40, or 50 per cent—
the bonds only to be issued when necessary to provide tﬁe reserve.
Suppose, then, those notes of the Government, from time to time,
were loaned out to the banks upon the deposit of adequate security in,
say, 50 subtreasuries of the United States all over the country. The
banks paying interest on those notes would provide a fund far more
than would be necessary to pay the interest on the bonds already
outstanding. We would then add to the actual money of the
country—legal tender money, bank reserve money—whatever was
taken out by the banks from time to time. Instead of adding a
volume of credit to the currency of the country, we would add
primary money, equal to gold money.

Mr. Wape. Your question is too on%i I could not answer it that
way. I suggest you separate it, as you have several separate proposi-
tions in your question.

Senator Hrrcucock. I will take it up separately, if you prefer.

Mr. Wapg. I think you confuse six or seven different propositions.

Senator Hrrcacock. Would it be as difficult for the Government
of the United States to provide a certain reserve against note issues
as it would for the banks to do it ?

Mr. Wape. As safe for the holders of the notes?

Senator Hrrcacock. Would the notes be just as good with the
United States behind them, with a 40 per cent reserve behind them,
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as they would be with the banks behind them with a 40 per cent
reserve !

Mr. Wape. Unquestionably.

Senator HrrcaHCOCK. So that if we had a possible issue of $700,000,-
000 of notes we would have a possible issue of $280,000,000 in bonds ¢

Mr. WapEe. Yes; but if you call bonds adequate security for those
notes

Senator Hrrcrcock (interposing). No; I am not talking about
them as security at all.

Mr. WapeE. Why are you talking about the bonds, then?

Senator Hrrcacock. We sell the bonds to secure the gold, and
the gold is in the Treasury as the reserve of the notes.

Mr. Wabpe. Well, of course, if you are going to put the Nation in
debt and fictitiously create a reserve, then you and I on that proposi-
{)iondmust part company, because there is no necessity of selfing the

onds.

Senator Hrrcacock. The Government would be paying interest
on $280,000,000 of bonds and receiving interest on possibly
$750,000,000.

Mr. WabE. I do not care if they were receiving an interest on
$750,000,000 or $11,000,000. Why put the Nation in debt? Why
create an obligation which is totally unnecessary upon the Govern-
ment %

Senator HrrcHcock. Let me ask you another question: Would it
be desirable to do this—is there any more to be gained by having
moneygfor redemption, legal-tender money, over merely credit
money ?

Mr.y WapE. I do not know how you differentiate ?

Senato# HircHCOCE. Let me ask you this: You propose, and this
bill proposes, for credit money %

Mr. WabE. Yes, sir.

Senator Hrrcacock. It is not legal tender %

Mr. WapE. No.

Senator HircHcocK. It is not reserve?

Mr. Wapk. No.

Senator Hircacock. Itis a debased money ?

Mr. Wape. No.

Senator HitcrCcOCK. It is not equal to gold certificates ?

Mr. Wape. No.

Senator Hircucock. It is not equal to the present notes of the
United States ?

Mr. Wape. Itis not debased.

Senator Hrrcecock. Anything is debased which is inferior.

Mr. Wape. No.

Senator HitrcEcock. Banks can not take it in their reserves ?

Mr. Wape. No.

4 %enator Hircrcock. You could not tender it in payment for a
ebt

Mr. WabEe (interposing). Just a minute, please. National banks
can not take it in reserve. State banks can; but the national bank
that gets those notes can go to the reserve banks and get real money
for it, in the form of gold.

- Senator Hircuacock. Why have this distinction between money in
circulation and money in valuet
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Mr. Wape. What is that, sir ?

Senator HircHcock. Let me put it this way: Do you conceive
that there is no limit to the amount of credit money which you can
inject into the currency of the country without injury?

Mr. WapE. No; I do not conceive any such thing.

.. Senator Hircacock. Well, you have said that you desired to have
no limit made at all upon the volume of these notes which the banks
shall be allowed to issue? :

Mr. WapE. Yes. But will you stop there and let me qualify that,
or let me explain what I mean when ? say that ?

Senator HitcHCOCK. Yes.

Mr. WapEe. In the first place, we recommend that against every
note issued there shall be at least 40 per cent of a gold reserve for
every $100 issued.

Secondly, as additional security, there will be 100 per cent of com-
mercial paper, indorsed by a solvent bank supervised by the Govern-
ment, behind each note issued, which commercial paper shall not run
longer than 90 days.

Thirdly, we recommend that there be provision made for the con-
stant redemption of those notes, so that the minute tnere is no longer
any necessity for their existence, automatically they will retire.

I think, Senator, that where you make a mistake is this, that you
probably may be theorizing that the banker, afier this bill would go
mto effect, could step across the street and say: “Give me $100,000,
or $1,000,000,” according to the size of his bank, and could get it and
make money out of it.

Let us see what the operation would be. He would first have to
go over there and take his bills receivable out of his portfolio that
would be bearing the substantial rate of interest, with 4 per cent as a
minimum. If the manager of the reserve bank thought the paper
was good, he would let him have it, and the reserve bank would get
the interest instead of the individual bank, and the banker would get
currency for it or bank notes for it in exchange. Therefore, until’
he used those bank notes he would constantly lose money on them,
and, consequently, he would not go and take his bills receivable and
give them to the man across the street in the reserve bank unless
there was a necessity for it.

Now, the check against what you have in mind and what you fear
is that the moment the manager of the reserve bank found his reserve
was getting too low for the number of notes that were going out he
would raise his rate of discount until he got it so high that it would
make it impossible for the bank to borrow money, and in that way he
would automatically shut it off. That is what is done in England.
The bank rate that you all hear about and you fear so much going u
is only a standard. The banks of the British Empire, or the Britis
nation, do not follow the Bank of England. Frequently you can
borrow money at less than the Bank of England rates, and fre-
quently you have to pay more for it.

Senator HircECOCK. Let me stop you there. It is a pretty well
known fact, however, that either in France, in Germany, or in Eng-
land, when the note-issuing bank fixes a rate the other banks,
although they may be fully as large and having larger deposits,
are very quick to take a hint from the note-issuing bank when they
are lending money at a lower rate. I think that is generally con-
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ceded. The issuing bank always has that power over the other banks,
that they will come up to the rate of the note-issuing bank, because
at times they have to go to the note-issuing bank to rediscount.
And that is one of the powers that Senator Reed and I think a little
dangerous in this country. It tends to centralization and tends to
destroy; but I think possibly I am encroaching upon the subjects
of the other gentlemen of your committee.

Mr. Wape. I am glad to explain whatever I can, although I want
to confine myself to the one subject.

Senator Hrrcacock. I will ask you one other question: You are not
only a State banker, but a national banker %

Mr. WabpE. Yes, sir. ,

Senator Hrrcucock. Suppose you come down to your national
banks and find that gou have $500,000 to pay out on a certain date,
and you have available for that purpose $500,000 of bank notes, and
you also have available for the purpose $500,000 of gold certifi-
cates, which would you pay out?

Mr. Wape. Bank notes.

Senator Hrrcrcook. So that you do make a distinction between
the value of the different kinds of paper? . :

Mr. WabEe. Surely.

Senator HircHOOCK. You know that your gold certificates and
your Treasury notes and United States notes are more valuable than
the bank notes?

Mr. WapEe. No; wait a minute. Not now, because they pass cur-
rent. But there is only one kind of monegr that is good under all con-
ditions and of every kind, and that is gold.

Senator Hrrcacock. Well, you know very well that the banks in
this country—national banks—which carry $900,000,000 in their
vaults now as reserve, only count gold and gold certificates and United
States notes,and therefore there is a high value placed on that class of
paﬁer?

r. WADE. By law.

Senator HrrcHCOCK. And yet you want to inject into the currency
$500,000,000 or $1,000,000,000 of inferior currency, that can not be
used for the purposes required by the national banks as a basis of
credit, and can only be put out upon the people of the country ?

Mr. Wabe. That, Senator, is your theory and not mine. ~Already
there is a law in existence that would permit the issuance of $500,-
000,000 of the currency which you describe. It has been in existence
for four or five years, and not a dollar touched.

Senator Hrrcacock. Yes; but this bill provides for the use of
currency -which has no higher value. These notes to be issued are
not legal tender. They are not good for bank reserves.

Mr. WabE. Neither are the

Senator HiTcHCOCK (interposing). And the notes you propose are
of the same character as this $500,000,000 which you have stored up ¢

Mr. Wabpe. No; that is not so,

Senator Hrrcrcocok. And, in conclusion, you think, then, that no
care should be taken to protect the banking capital of the United
States? You think it would be proper to encroach upon it by with-
drawing from the independent banks a large portion of

Mr. %VADE (interposing). That is your t%leory, Senator. I do not
think that way at all. .
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Senator HircacOoCK. My theory is that it is one of the dangerous
features of this bill. One of the dangerous features of your proposition
is that you propose to take away from the independent banks a large
proportion of the capital they use in business, to take it away from
their control, when already their capital is inadequate, and they should
be required to enlarge it.

Mr. WabpE. Well, 1t is just because I think that your mind has been
devoted to the upbuilding of the country more than it has specifically
to the upbuilding of banking. If your mind had been devoted, as
mine has, along that channel, we might think alike. You will not
admit surplus; you will not admit undivided profits. I must, from
my experience. I may be wrong, but I do not think so. You take
into consideration only the national system. I point out to you the
otlﬁar systems, and they, as a whole, take care of the situation pretty
well.

I have not the slightest fear of any inflation from this note issue.
If I had, I would be violently opposed to it. I have not the slightest
fear that it will hurt the banks or the Nation one iota. To put up 10
per cent of their capital to create a great bank or system of banks—not
the slightest. I have.a fear that they will not make as much money
out of the investment of stock as they would if they handled it in the
ordinary avenues of business, by the limitation you put upon it.
Otherwise I have no fear; and I am quite certain it will pay 5 or 6 per
cent.

Senator REEp. Mr. Chairman

The CuairMAN. Just one moment, Senator Reed. Mr. Wade,
obviously the suggestion is made that the amounts invested or
proposed to be invested by the member banks in capital stock of
the Federal reserve banks would diminish their present outstanding
capital. Would you understand it so?

glr. Wape. Well, it would not diminish the capital in the sense
of the paper capital. It would diminish the loanable funds of each
banking nstitution to that extent only. It would not diminish
the capital.

The CrairMAN. Would it not in reality transfer a certain amount
of bills receivable into Federal bank stock ?

Mr. WADE. A certain proportion only.

The CHamrMAN. Substantially it would be a transfer of credits
from one form to the other, would it not?

Mr. WapE. Yes, sir; absolutely.

Mr. Hircacock. Let me ask a question, before {ou pass that.
Where would the bank secure this money? Would it secure it
by calling the notes?

Mr. Wabk. It could secure it in two ways: By taking money out
of its vaults or drawing upon its extra reserve with other banks or b
selling its paper to these reserve banks. The banks must deal wit
the reserve bank and sell to it a part of their portfolio.

Mr. Foraan. Mr. Chairman, could I put a word in at this point?

The CaairMAN. Certainly, Mr. Forgan.

Mr. Foraan. I think I can clear this up in a word. The invest-
ment of the national banks in the stock of the Federal reserve banks
would be small, an ordinary daily transaction of loaning 10 per cent
of their money—of their resources, rather—not loaning, but invest-
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ing 10 per cent of their available resources; 10 per cent of their capi-
tal which they are now permitted by law to do to any individual
who comes in—and which they are doing all the time.

Take, for instance, my own bank—— :

Senator REED (interposing). You mean an amount equal to 10
per cent ? :

Mr. ForaaNn. Yes; an amount equal to 10 fper cent of the capital.
Take my own bank; we have $10,000,000 of capital; our subscrip-
tion to the Federal reserve bank would be $1,000,000. Well, it 1is
not an unprecedented thing for a man to appear at my counter or at
my desk and tell me he wants to borrow $1,000,000, and it is not an
unusual thing for me to say ‘“All right, make your note,” and I lend
him the $1,000,000. It is an ordinary transaction. It does not en-
croach on my capital. It does not interfere with my capital. It
simply is an investment of $1,000,000 in a specific line of investment,
and in this case it would be in the stock of the Federal reserve bank.

Senator Horris. Mr. Forgan, may I ask you a question? What
assets have you available from which you can loan that $1,000,000 or
buy $1,000,000 of bonds or other securities? You must have a great
many millions. You are not confined to your capital or surplus.
Tell us what your resources are.

Mr. ForgaN. Do you mean what they consist of ¢

Senator Horris. Not what they consist of, but how much they are.

Mr. Forgan. Our total resources ?

Senator Horris. Yes.

Mr. ForaaN. Somewhere about $125,000,000.

Senator Horr1s. Then that $1,000,000, in the case that you spoke
of, would be one one-hundred-and-twenty-fifth of yourfunds available ?

Mr. Forgan. Of our resources; yes, sir.

Senator REgp. Mr. Chairman, I have to leave in a moment. Mr.
Wade is from my own State, and I desire to ask him some questions.

The CHAIRMAN. You may proceed, Senator Reed.

Senator REED. I want to lay aside this bill entirely, Mr. Wade. I
want to lay aside the nationaf banking act entirely, except that we
have got a condition here of banks now, State and Kfational.

I wish you would tell the committee what, in your judgment,
would be a proper scheme of banking for the Government to install.

Mr. Wapg. Is that all you want me to tell you? [Laughter.]

Senator REep. Well, I think that is not a very long or hard ques-
tion to put to a banker. If you would ask me as a lawyer what
kind of a scheme of law, omitting the details, we ought to adopt, I
could answer.

Mr. Wape. Well, I could do the same thing, Senator, if I had your
ability. But for me I would not presume to do so.

Senator REEp. Well, I do not think we need to pay each other
any compliments.

Mr. Wape. But I would not presume to attempt to tell this com-
mittee, or the people of the United States, what Kind of a bill should
be drafted to meet the needs of the country, because that would be
very presumptuous for me to do so.

Senator REEp. Mr. Wade, that is just what we are trying to do
at this time; and so far as I am concerned I do not care anythin,
about this bill any more than if it never had been written. When %
get through listening to what I can listen to I will do the best I can
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to make up my mind as to whether it is a good bill or a bad bill
or whether it needs to be changed or not; and I think that is ver
much the attitude of this committee. That is, we have got a biﬁ
here, and it comes from the House of Representsatives, and there is
some presumption that it is a wise bill because it does so come.

But I do not believe that the committee are limiting themselves
to just what is in this bill, or even to this scheme. Now, you gen-
tlemen who have studied banking all your lives must have an idea
as to what you would regard as an ideal banking system for the
country, and if I could get your ideas on this whole question I should
like to do so.

Mr. Wape. Let me express these views as my personal views, and
in no sense as a member of this commission.

Senator REED. Well, I would rather have your personal views than
as a member of the commission, anyhow.

Mr. WapE. Then, the first thing I would do under those conditions
would be to continue your work of creating this reserve bank. Per-
sonally, I would have a central reserve bank with branches. But,
recognizingRthat is politically impossible—

Senator REED (interposing). No; let us just leave the political
questions out of it.

Mr. Wape. I can not, because it is a fact.

Senator REED. I want to get Mr. Wade’s viewpoint, I want to state
to the committee, as to what would be the proper thing to do; and
then I think I can form some opinion as to his other views.

Senator Hrrcucock. Yes; just as if he were preparing a banking
scheme himself.

Senator NELsoN. Without regard to politics.

Senator Hrrcucock. That is, from the standpoint of the public.

Mr. Wapk. From the standpoint of a citizen of the country and not
the banker.

First. A central bank with branches in the principal centers of the
country.

Second. A note issue entirsly issued by that bank-and under the
absolute control of the Government by your Federal board of control,
with representation of the bank upon that board of contiol. These
notes to be issued not to be the obligation of the Government, but
the obligation of the bank.

Senator NeLsoN. To be redeemable in gold ?

Mr. Wabpe. To be redeemable in gold and under a requirement that
for every note issued a gold reserve of 50 per cent be maintained
against 1t, with the power vested in the central reserve board to
increase or diminish temporarily that reserve in times of great finan-
cial distress. and that no note ever be issued except upon prime
commercial paper of the commercial establishments of the Nation for
100 cents for every dollar issued, in addition to the 50 per cent gold
reserve of the bank.

I would then provide that the national banks, the State banks, and
the trust companies all be permitted to do business with such bank,
provided they became members of the central organization and pro-
vided they went under stringent governmental examination, super-
vision, and control. I would require the State bank, and the trust
company, and the national bank, when they secured a note from the
central bank to put up the same general class of paper.

9328°—8. Doc. 232, 63-1—vol 1-——11
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Senator REep. Will the stenographer read that last statement of
Mr. Wade’s ?

(Here the stenographer read the last preceding statement of Mr.
Wade, as follows:)

I would then provide that the national banks, the State banks, and the trust com-
panies all be permitted to do business in this bank, provided they became members
of the centraP organization and provided they went under stringent governmental
examination, supervision, and control. I would require the State bank, and the trust
company, and the national bank when they secured a note from the central bank to
put up the same general class of paper.

Mr. Wape. I would immediately proceed to refund the bond-
secured currency of this Nation, by the retirement of all the bonds
securing currency.

Then, to relieve the commerce of the Nation of the great fixed
charge upon it, I would require the central bank and its branches to
collect what we call in the banking business “ transit’’ items or checks.

Senator REED. Not checks?

Mr. WapE. Transit items are checks or drafts drawn on different
banks throughout the United States, at cost to the central bank,
without any cost to the member banks. I would not expect the
country banks or the collecting banks that collected these items to
do it for nothing. I would expect to compensate them the same as
they are to-day.

I would deposit all the money of the Nation—of the Government,
except till money—in the central reserve bank, and I would require
the central reserve bank to act as fiscal and financial agent of the
Government under supervision and control of the Government, to
finance it in times of distress and necessity.

Senator REEp. Had you concluded, Mr. Wade?

Mr. WapE. If these suggestions were adopted into law, I believe
(and it is my personal opinion that I am always expressing) that you
would create a homogeneous banking system that would %ring in, in
my judgment, 15,000 or more banks into the general system, under
general supervision, and controlled under the examination of a gen-
eral department, and then have the greatest banking system on the
inhabitable globe.

I would permit that bank to buy and sell foreign bills of exchange
in order that its gold reserve might be at all times protected.

I would authorize it to make a rate of interest—a general rate of
interest, a standard rate of interest, for the whole country each time
the rate was made, and to be published weekly and changed at the
will of the Federal board of control. Confine absolutely the business
of such bank in its dealings with the Government and the National
and State banks and trust companies.

Inasmuch as the central-bank idea can not, in my judgment,
become a law under existing political conditions, then I would build
a structure on the order of your reserve banks, but instead of attempt-
ing to try not less than 12, I would confine it as a maximum to 5,
and it is so much easier to accomplish the desired results by attempt-
ing to create 5 reserve banks than it would be more than that.

hen, after practical experience, if it was demonstrated that more
than 5 was beneficial to the Nation, then I would recommend that
the laws be changed and the system be extended.
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Senator Horris. Would it interrupt you if I asked you a question?

Mr. Wabpe. No, indeed.

Senator HoLLis. Why do you select arbitrarily the number five?

Mr. Wape. Because that is the greatest number that I hope you
gentlemen will be induced to go to.

Senator REED. You mean that you hope we will not establish more
than five banks?

Mr. Wabpk. That you will not establish more than five banks.

Senator REED. And you would like to see us only establish onet

Mr. WaDE. Yes, sir.

Senator REED. Now we have got it.

Mr. WapE. Then, the reason for that is this: If you had all of the
surplus reserve money of this Nation under one general control, as
it was aptly put yesterday, when a draft was made upon it, the
reserve would be attacked only in one place, but as you divide your
strength into parts, the greater the division the weaker the institu-
tion, because men are the same the world over, and the reserve bank
of California is going to try to outdo the reserve bank of New York or
of St. Louis or Chicago or New Orleans or wherever they may be
located.

Then I would not, under any circumstances, put in a clause giving
a Federal reserve board the mandatory right to force the bank of
California to discount for the bank of New York, or vice versa. I
would leave that to the judgment and the experience and the ability
of the men on the boar({ of control of each of those different banks.
There would be no object on the part of the bank of California in
keeping money idle if it could loan it to New York, or vice versa.

There never has been a time, gentlemen, when the legitimate bor-
rower could not get all the money he needed for his legitimate business
in this Nation, if his borrowing were in accordance with the credit
that he had to offer.

Senator REED. Mr. Wade, you have answered my question and are
now going beyond it. Your statements are very interesting. IHav-
ing asked that question, I wanted to ask you about one or two other
things. You stated yesterday that the committee had overlooked
or, at least, that the fact was being overlooked, that the notes and
securities taken by your trust company and other similar institutions
were, in fact, more liquid than the notes or securities taken by na-
tional banks, and, since you are here as the special representative of
State banks and trust companies, I wish you would make that state-
ment a little more detailed.

Mr. Wape. You, I think, Senator, misunderstood the purport of
n}lly remarks. They were about as follows: I will try to repeat
them.,

Senator REED. I do not care if you said it; if it did not express
your opinion, I want to get your statement now. I am not trying
to tangle the witness. I am trying to elucidate a fact.

Mr. WaDE. I simply think you misunderstood me, and I believe I
can explain why it would be natural that you would misunderstand.
I said that in our institution, as we loaned money on real estate
from Maine to California, and under our system, that our real estate
notes were as liquid to us as the average commercial paper in the
average national bank.

Senator Reep. Now, why ¢
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. Mr. Wape. Because we have a little different system from any
other institution in the United States.
" Senator REED. How do you make them liquid? is what I want to

{ at..
g‘@Mr. WapE. I am going to explain that to you. When we make
a foan on real estate, we make notes in units of $500 regardless of
what the loan may be—$5,000 or $500,000. It is divided up into
units of $500. Those notes, through a system that we have built
up, can be disposed of as readily as we can make the loans, not only
in times of regundancy but even times of a panic.

Senator Reep. Will you tell me how?

Mr. WapEe. I am going to. We take them, and we advertise those
notes throughout the United States, and we deal with the masses
of the people. The average sale of notes that we make would not
exceed $1,000, and the great bulk of them are $500 notes, and the
masses of the people buy those notes. We never sell anything to an
insurance company; we never sell anything to Wall Street in New
York or to Chicago banks or trust companies. We retail them di-
rectly to the people, and when money becomes tight we then offer
our higher interest rate of notes for sale, and when money is re-
dundant we offer the lower rate.

Senator HrtcrcOCK. Do you indorse them ?

Mr. WapE. No, sir; we never indorse a guaranty note.

Let me give you a practical illustration. Money was quite close
all of the last six months. We found that our usual sales were not
continuing. We had been advertising 5 per cent paper. We then
advertised our 6 per cent paper, and we doubled and trebled our
sales on a tight money market. During the panicky condition, a
condition when fear runs throughout the land, the small depositor
draws his mouey, and then his mind, if it is properly prepared by
the usual advertisement, is directed into the purchase of these notes,
and he buys them.

Senator ReeD. In a word, Mr. Wade, the way you operate is this:
I have $1,000 and I would like to invest in a note. You have estab-
lished the reputation and credit as a safe investment that the loans
that you make on real estate are safe. I have got the faith credit
of your institution, although you do not actually indorse, and the
benefit of your examinations of titles and of values, and I simply go
down to you and buy two of these $500 notes and put them in my

ocket. I feel secure, because I have got real estate back of me.
hat is the situation ? :
" Mr. Wape. Yes.

Senator REED. And you make these notes liquid by putting them
upon the market and selling them to people, and you say that even
in panicky times people will invest in that kind of security in pref-
erence to taking their money home and putting it in stockings or in
bedtickings ¢

Mr. WabpE. Yes.

Senator REED. That leads me to a question, because of this
thought: Why is it that real estate securities, which are generally
regarded as the most staple in the world, when properly made, can
not be used by national banks, and what reason is there for any
restriction upon the rights of the national bank to loan its money
upon real estate security if it wants to?
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Mr. Wape. The national bank was primarily organized and is still
recognized as being purely a commercial bank.

Senator Reep. 1 will now have to leave the room for just a moment.

Senator NeLsoN. During your absence I would like to ask a
question.

Senator Reep. If you ask a question I would like to hear it.

Senator NELSON. {Wﬂl just state the question and Mr. Wade can
be deliberating upon it until you return, and then he may answer it.
Mr. Wade, you say national banks were primarily organized for com-
mercial purposes. Do you not think they have deviated from that
course in investing a lot of their money on call loans or stock col-
laterals, and that is not commercial business, or stock exchange
loans, I might call it ?

(Senator Reed here left the room.) '

Senator HorLrLis. Would your banking laws permit you to indorse
these notes that you sell to the mass of the people ?

Mr. Wape. Yes, sir.

Senator Horris. Your laws permit you to do most anything you
want. Is it left to your discretion ?

hM_r. KVADE. The national banks are permitted to indorse notes
they sell.

Senator Horris. The notes that you sell ?

Mr. WaADE. Yes—no; not real estate notes.

Mr. WexLER. I think that Mr. Wade’s institution stands in rather
a peculiar position in regard to real estate loans and differs materially
from the great number of trust companies throughout the country,
in this fact, that a large portion of tﬁe loans of Mr. Wade’s bank—
and I do not say this in disparagement of his bank nor of the character
of its loans—his institution loans largely to eleemosynary institu-
tions, largely Catholic institutions, throughout the United States, a
particular branch of business to which he has given his personal
attention, and which he has worked up very successfully. He, in
turn, divides these loans into small amounts and sells them to mem-
bers of the Catholic church, of which he has a very large clientele,
and to Catholic institutions which have reserve funds to invest in
securities of that kind.

I do not know of any other trust company throughout the United
States—there may be one or two—which engage in a similar line of
business on an extensive scale, but trust companies throughout the
country otherwise accommodate a certain amount of real estate bor-
rowers by loans upon real estate, proportionate to the amount of
fixed deposits not subject to check and deposits on time, which the
feel it is safe for them to lend out on unliquid security such as a rea
estate loan.

If that idea is thoroughly established in your minds as the general
practice of trust companies without taking a particular case as an
indication of a general practice, or what might be done by trust coms=
panies, I think you will more clearly have in your mind the duties and
functions that a trust company can perform with perfect safety in
froportion to its deposits. I merely make that explgnation, because

feel that Mr. Wade’s institution Is loaning to a great extent in a
particular branch of this business peculiar to itself.

Mr. Wape. I am very much obliged to you for explaining my hne
of business.
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Senator REED. I think we ought to proceed with Mr. Wade. I
want to get the views of each of these men. When Mr. Wade gets
through, if somebody else wants to take the other side of the ques-
tion, I would be glad to hear them then.

Mr. WabE. Senator, I would like to have the privilege of answering
Mr. Wexler. :

Senator REED. I did not hear what he said.

Mr. Wabk. I am very much obliged to Mr. Wexler for making an
explanation of my business and advertising it so well, but if he would
confine himself to facts, which I am sure he would if he understood,
then it would be more interesting.

The facts are that we have %oans on a few Jewish synagogues.
fLaughter.]

Mr. WexLER. That would not be a contradiction of what I said.
You might sell them to your Jewish clientelle.

Mr. Wape. We have loans on the edifices of practically every de-
nomination extant. We have loans on Baptist churches and Meth-
odist churches and hospitals.

Senator NELsON. Any on Lutheran churches

Mr. Wape. On Lutheran churches; yes, sir. We even take the
Presbyterian in purely as a philanthropic idea.

Mr. Foraan. Iit is the surest you have got. [Laughter.]

Mr. WapE. Then we have the business buildings scattered all over
the United States, and our clientelle are the people of the United
States and is not confined to any class or creed, color or nationality.

Senator PoMERENE. But the class that have the money ¢

Mr. WabpE. Yes, sir; Mr. Cash.

I distinctly said, however, that it was the institution over which
I presided that I was describing and not trust companies in genesal.

Senator NELsoN. That is general.

Mr. WaDE. I do not think there is any deviation there.

Senator NELSON. You think that is commercially different, ?

Mr. Wabk. I rather think so. I think if you loan on the collateral
of stocks or bonds of a manufacturing industry, or an irrigation plant,
or a railroad, or the stock of a commercial establishment itself, that is
certainly aiding commerce in the country to be making such loans.
I can not see the differentiation between the loaning to Marshall
Field & Co. on its notes—if they borrowed, which they do not, I
understand—and loaning to the Chicago & Northwestern Railway.
which developed Marshall Field’s business. It is all the commerce of
the country.

Senator REED. Mr. Wade, you are getting away a little from what
I had in mind. At the present time the law prohibits the national
bank from loaning money upon real estate; that is to say, it can
loan m3 individually $1,000 upon my note, back of which it has
nothing but n]}y eneral credit and whatever hono1 or ability I might
possess; but if I was to give it a mortgage on a piece of property
worth $100,000, it can not take the loan. Now,}f)[ want to know,
whether in your opinion, such a restriction as that is necessary %

Mr. Wapk. I think it is, Senator. If you are going to continue the
operation of your national banking system, as it has been operated in
the past 50 years.

Senator REED. I am speaking about a proper national banking
system.
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Mr. WapE. Yes. If you are going to have different classes of
banks— that is, the commercial bank and the trust company and the
State banks and the savings——

Senator REED. Do you want them all brought in together, Mr,
Wade ?

Mr. WapE. Yes, but I will explain that. The national bank is what
is primarily known as a commercial bank. The national bank is pri-
marily known as a commercial bank, as a general proposition. The
loan on what is known as ‘“commercial”’ paper generally and on col-
lateral security, which moves the commerce of the country in one form
or another, whether it be on railroad stock, or whether it be used in
shipping cotton, wheat, or corn from the centers of growth to the
centers of consumption; and to throw the door open to them to loan
onl\real estate generally, without limitation, I think would be a mis-
take.

Senator REED. Because of the class of security, Mr. Wade?

Mr. Wapk. No.

Senator REED. But of because of the length of the loan?

Mr. WaDE. Because of the class of security, unless they had an
avenue for the rapid disposition of it they would not have sufficient
money to move the commerce of the country, and therefore the well-
regulated national bank endeavors in all accomodations to confine its
loans to the length of time, as a maximum, to six months.

Senator REED. That is a little different question. That goes to the
question of the length of time of the loan. I attempted to go to the
question of the amount of loans under certain conditions. I am talk-
ing about the principle, whether banks should be absolutely barred
from taking real estate security. I understand you do thisright along
in national banks. I go down and I want to borrow some money.
They say, “ Well, we need some collateral.” I say, “I have a mort-
gage on John Smith’s home. I will put that up as collateral.” And
then I get my money. Of course, that is a mere matter of circum-
locution. The result is exactly the same?

Mr. WaDE. Yes.

Senator REED. And yet it is done every day in national banks, is i§
not ?

Mr. WapE. Yes. In the first place, there is nothing prohibitory in
the national banking law that fcould find against loaning on real
estate. It is a practice and it is a ruling of the department against it;
not a specific law.

Senator REep. Ruling of the department ?

Mr. WADE. A ruling of the department against it.

Mr. Forean. There are decisions of the courts against it.

Mr. Wapg. There may be decisions; I am talking about the statute.

Senator PoMERENE. Regulations of the Comptroller of the Cur-
rency ¢

Mz Forean. Confirmed by decisions of the court.

Senator POMERENE. I knew that was the rule.

Senator Reep. The act itself excludes it, in this way, under the
rule or expression of one power or the expressions of the number of

owers to exclude powers, and here is the language: ““To exercise by
its "t:oard of directors,” etc. “By loaning money on personal secur-
ity. ,
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_er. Foraan. The courts have decided in accordance with your
ideas. ,

Senator Reep. I think so. I am very much in earnest about this
matter, as a broad proposition, because the principle, if it is sound,
might go into this bill, or it ought to go into some bill; if it is unsound
it ought not; and, in view of your statement that you had so readily
handled and made flexible these real-estate loans, and in view of the
further statement that you thought this bill ought to be so drawn as
to invite in and induce to come in the State banks and trust companies
which do this kind of business we are talking about, namely, loans,
largely upon real estate, I want to know now just what your views
would be about how that class of business should be handled by
national banks, when under this bill or any other bill.

Mr. Wabke. First, Senator, I do not believe that the bill as it is
now framed, with a few amendments—by adding the words “trust
companies” or “member banks,”’ would interfere with my business
one iota. I would still conduct my general business on the same
lines that I am conducting it to-day, but if- I wanted to discount
and if I wanted to acquire any of the notes of these reserve banks,
then I ought to be required to put up the same class of security as
the national banks, to wit, commercial paper.

And again, I want you to thoroughly understand the statement
made by me in your absence that our institution in handling loans
in the way we do is an exception. It is not the rule of trust com-
panies. I was stating a personal experience rather than a general
proposition; in fact, ours is the great exception.

Senator REEp. But you find it is successful

Mr. Wapne. Yes; but I would not advocate that the door be thrown
open to national banks for the loaning on real estate without limita-~
tion, but I would put this limitation on it, that a national bank
might loan a certain percentage of its capital or its deposits

Senator NeLsoN. Time deposits %

Mr. Wabe. No; deposits to a certain percentage of its capital, or
its deposits might be invested in real estate owned or upon real
estate loans. The reason for that is this, that under the national
banking act, while it is against the ruling of the department, and
Mr. Forgan says the decisions of the courts are against the loaning
on real estate, they may own their own building and their own office.
That has been carried to such an extent, I think the records of the
comptroller’s office will show, that about 20 per cent of the capital
of national banks is invested in real estate, and I maintain there
should be a hmitation there, and I further maintain that if I am
permitted to invest 20 per cent of my capital in a building—call it
what you may—that my neighbor across the street in the national
banking business should be permitted to invest the same percentage
inﬁ(;od, clean, real estate loans.

. WEXLER. Suppose you invest your surplus?

Mr. Wabk. I do not care what the percentage may be, whether it
be surplus or capital, whatever you would czﬁl it, fmainta.in that
$1,000,000 invested in 100 loans of $10,000 each are infinitely more
Liquid as an asset than $1,000,000 invested in a palatial office build-
ing. Therefore, I would permit the national banks to loan a per-
centage of their capital or their deposits or own real estate, but I
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would not let it be both; in other words, when they get up to that
percentage I would cut it out.

Senator REED. Whenever they get to a ceitain percentage in
regxiﬁastate loans or in buildings, then they would have used up that

rivilege.
P Mr. %VADE. That privilege, yes.

Senator PoMERENE. Did Mr. Wade indicate the per cent?

Mr. Wabpe. No, Senator, I did not, because I have not given the
matter consideration. I am answering these questions without any
deliberation.

Senator WEEES. I want to ask Mr. Wade one or two questions
upon this particular subject, but I think perhaps as long as you are
questioning him I had better defer.

Senator REEDp. I have to leave here in about 10 minutes, and
would like to take up just one other matter. ‘Otherwise, I would
yield in a moment.

Mr. Wade, your proposition is that we should still have the national
banks go on—1I am taking up another subject now, and we will make
this bill so that State banks and trust companies can come in by
simply saying they may come in. Then, that would let the State
bank go on and do business as it is now, and the trust company go on
and do business as it is now, and the national bank would go on and
do business substantially as it does now. Then we would have under
one system three classes of banks, would we not?

Mr. WADE. Yes.

Senator REED. And then we would have two of those banks, to wit,
the State banks and trust companies—concerns with as many dif-
ferent powers as there are variations in State laws. So that you
would have this sort of a system: First, the national banks, with cer-
tain prescribed and limited powers; second, a trust company in the
State of Missouri with very broad powers; third, a trust company in
the State of Illinois with larger and different powers, and now I want
to extend that—you can extend it to every State, as you might have
48 classes of trust companies, because they would be companies with
48 different sets of power, and they have 48 systems of State banks,
with 48 different sets of power, and all these elements are to be con-
solidated into a bill, and all of them become a part of a system. I
want to ask you if that is not liable to introduce a great deal of
confusion.

Mr. Wape. Not the slightest, Senator. If you will follow the doc-
trine that I laid down, first, that the trust company and the State
bank must put up the same amount of percentage on its capital that
national banks do, as a contribution to the organization of the general
bank or the reserve bank or five reserve banks that I have spoken of.
They invest their money just the same as national banks, though
they have no privilege of getting any of the benefits of the reserve
banks over that that the national bank would have, namely, that if
they require bank notes to meet the requirements of their business,
they then have to be doing a commercial business, which woud be a
branch of the trust company’s business and a branch of the business
of the State bank, and tEey would have to bring up the same general
class of commercial notes that the national banks would have to
bring up. Therefore, the national bank would be at no disadvantage
under those conditions, because the national bank could not bring up
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its office building and say, ‘‘Loan me $1,000,000 on this,” no more
than the trust company could come up and say, ‘‘Loan me a million
dollars on my real estate notes.”

Senator Reep. I understand your point.

I want to follow that central bank stock further. When the First
National Bank of Kansas City comes to the central bank with its
commercial note and wants to borrow $5,000,000, of course primarily
the question is, Are these securities good ¢

Mr. WapE. Yes.

Senator REED. And to a large extent iou depend, as the man-
ager now, of the central reserve bank or the regional reserve bank,
upon that, but you require the First National Bank to indorse, do
you not ¢

Mr. Wape. Yes.

Senator REED. And also to a large extent, knowing that bank to
be a good, sound bank, you take that indorsement as of considerable
value, would you not?

Mr. Wabpe. Yes, sir,

Senator REED. And that is because you know Mr. Sweeny; you
know the kind of a banker he is; you know generally about his in-
stitution and because, too, it i3 examined and run under a certain
gystem. I think we agree that far. Up comes the president of the
trust company. He is loaning his money in an entirely different
way. He is not subject to the same examination ?

Mr. Wape. He would be under my recommendation.

Senator REEp. He might be subject to the same examination under
your recommendation, but under the law of that State where he
operates—it may be a very loose law—he may be perfectly within
his legal rights and yet be doing a business not anything like as safe
as the First National Bank of Kansas City.

Mr. Wabpke. Then the Comptroller of the Currency and the manager
of the bank would decline to loan him the money.

Senator REEDp. Even though his securities were good ?

Mr. WapEe. Absolutely so.

Senator REED. In other words, he would require that the State
bank and the trust company, no matter what the laws were of their
State, should conform to such regulations and be subjected to such
examinations as to insure the stability of the institution as an
indorser ?

Mr. Wabpg. Absolutely.

Senator REED. Otherwise you would decline ?

Mr. WaDE. To admit them to membership.

Senator REEp. That, put into effect, would mean this in its prac-
tical operation, would it not: That the State bank and the trust com-
Eany would be practically wiped out as they now exist and would

ave to transform themselves all into a system that would conform
to the ruling of the Federal authorities and the managers of the
regional banks %
. WaDE. Not at all, Senator. You have got the wrong con-
struction of the whole proposition.
) %enator Reep. Unfortunately, I probably have. You put me
right.

Mr. Wapk. It is not surprising, because you are not coming in con-

tact with this business as I am each day.
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Senator REED. I am trying to get at this: This is a matter of
whether it would not compel them to come to one class?

Mr. Wabe. No. Let me give you a concrete illustration of how
that can be operated in the most practical way. Chicago some years
ago inaugurated what was known as a ‘“clearing-house examination,”
and they joined together at the expense of each other and yielded to
private examinations of the members of the clearing house. In the
clearing house of Chicago, as in St. Louis and New York, there are
State banks and there are trust companies and there are national
banks as active members. They also go under exactly the same
examination. They are all subjected to exactly the same rules, and
their assets must be clean or they are put out of the clearing house,
because we do not want to be in partnership with the loose banker
that we are afraid of.

Senator O’GorMAN. What happens to them when they are put out
of the clearing house ?

Mr. Wapg. Well, I have never known, Senator, when one was put
out of the clearing house since this system was inaugurated, because
when a National bank and a State bank or a trust company can not
stand the test of a rigid examination there is something radically
wrong with it, and it is because of its inherent financial weakness that
they will object to it; but I have never known of a case of where any
of them were put out. It operates in this way: There are a com-
mittee of five usually that go over these examinations. If a bank is
checked out by the clearing-house examiners as being clean O. K.,
that examination is filed away and the committee never sees it, and
it has nothing to do with it; but if the examination finds bad banking
practices, loose methods, or bad loans in the bank it is then reported
to the committee, and that report is then taken up, analyzed, gone
into, and detailed examinations of the criticisms made, and if they
concur in the view of the examiner, he files his report as he originally
wrote it. If they find he is in error, they correct the error and file
the report, with such suggestions to the management as they, in
their judgment, deem wise to clear up the defects in that institution.
The result is that each of us is examining the other and is a check upon
the integrity of the whole system. I know if they would pass my
institutions with bad loans that the examination would be futile,
and there would be no use of my paying the expense of it; but it has
been found to be most beneficial in all of these centers where it has
been tried, and the very best kind of an examination. We get the
very best kind of results for the purification of the different financial
institutions, whether State or National.

Now, then, carrying that a little further, the same system could
be incorporated that is contemplated in this bill. The Comptroller
of the Currency would have the right—not only the right but the
obligation—to come into our institution and every other State insti-
tution just as often as he went to the national banks, and we would
have to agree to subscribe to all of the rules and regulations and
examinations that are made of a national bank to ascertain whether
our assets were clean and good, and if they were we would pass, and
if not we would be turned out, which we ought to be.

Senator REED. Nevertheless; we have in the system three different
classes of banks. Two of those classes of banks are doing a business
which you say the national banks should not do, unless it was
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restricted. They are loaning money upon real estate. They are, in
addition to that, doing various kinds of business that the national
banks do not do. The effect of this is to bring you into one system,
and you have the same right to go and get money that the national
bank does.

Mr. Wape. On the same kind of paper

Senator REED. On the same kind of paper, but if carrying these
other classes of securities would be dangerous to the national bank,
why is not the fact that you could carry the same class of securities
in your trust company and State banks—why does not that impair
your ability to meet your obligations to the reserve bank just the
same as it impairs the national bank’s ability to stand upon its feet
and transact business generally with the country and meet its obliga-
tions

Mr. WapEg. I do not lay down the doctrine, Senator, that I would
restrict the-national banks to any particular class of business. I did
not say that. I said that if you were going to continue the national
system as it has been continued, and most successfully for 50 years,
that I would lift the embargo against their loaning on real estate
and allow them to own real estate or loan a certain percentage on
real estate.

Senator Reep. Would you now extend their line of activity as
rather indicated in your last answer ?

Mr. Wabpe. I think it would be ill advised. I think the natinnal
banks of the country themselves advise against it, but I personally
would not have the slightest objection to it, nor do I believe the
State banks would.

Senator O’GorMaN. Why do you think the national banks would
advise against it ?

Mr. WapE. Because, through their operation and experience they
are trained to handle the commercial business of the country on
short-time paper, and they are not, as a general proposition, I take it,
equipped to handle long-loan business.

Senator O’GorMaN. Have not you heard national-bank men say
from time to time there is no goog reason why a State bank or trust
goml}r)a;ly should enjoy banking privileges that are denied to national

anks ?

Mr. WapE. Yes; and I would not deny it to them. I have not
advocated that.

Senator O’Go