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67
- Few York City, Jan. ary 6th, 1914.
Met prursuant to adjournment at 10:00 A, K.

Present: Partiesc as btaford.

8TATEMEFT OF IRVING T. EUSH.

The Secretary cf the Treasury: Mr. Bush, we will hear ycu
first, if you will take the stand now.

Mr. Bush: Certainly.

The Secretary cf Agriculture: Till you please state your
full naxe and ycur official con-ection.

Mr. Bush: Irving T. Bush; I aprear as the Chairman of the
Transit Comnittee of the Kerchants' Association of New York,
representing that Associationm.

The Secretary cf Agriculture: TYou know the problem confroﬁt—
ing the Committee?

M¥r, BPush: Yes, we have had aome correspondence with your
S8ecretary, who has given us two definite questions to
anewer. |

‘l‘x The Becretary of Agrioculture: Yes. We have to dzaignaie
the places fcr these Federal Reserve Panks, at leact eicht
and not more than twelve, and define the territory. Ve

would be very glad to have any assistance you can give us in
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168 66
that direction, telling us esrecially with reference to the
section which you have in mind.

Mr., Bush: We received a notice from your Secretary
that this meeting was to be held here, and we addressed a
letter asking what epecific information was required, and
he gave us two quections.

The Becretary of Agriculture: Yes.

Mr. Bush: And while it was very shcrt nctice, we have
prepared a statement ansvering those questions. I thought I
would file that with you, and answer any questions covering
that statement that you might wish to ask uﬁ. Shall I
read this statement?

The Secretary of Agriculture: Plegse give it to ue in any
way you please, or the substance of 1it,

Mr. Bush: The first quastion is: G8hould a Recerve Bank
be organized in New York, and if so why?

To that question wa say: The extent and importance of
the comzarcial and business operatione of New York are eo
well known as to make the anawver to this questinn nbvious.
The essential facts, stated as concisely as posesible, are
as fcllows:

New York i1s by far the most important mamufacturing
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city in America, the value of ite annual output being
zcre than two billien dollars, or cne tenth of the preduct
of the entire United States.
That was in 19CC. It has 31 serz2rate industries
tke yearly output of aach of shich is mcre than twenty mil-
lion dcllars.
It has over 35,0CC separate factcries, eaploying
over 7C0,CCC operatives.
One fourth cf theporulaticn cf the United States
i locatel wuithin a radius of two hundired zmilea of t:uis
city. The 8tate of ew Yori, Yew Jersey and Connecticut,
which in effect conprise an economic unit, either dependent
upen or closely allied with this City, snbrace a pcpu~
.lation of over thirteen million. The industrial and
business relations «itk this city of the populaticn in
excags of thirteen million, of the cther states frcm llaine
to ¥aryland, are likewise very cloee.
About 874 per cent of the export and impcrt busineas
‘!! of the entire United States is carried on through this
‘ port and financad in this City.
1 should 1like to say that while 473 per cent actual-

ly passee thrcugh the port of New York, there is probably
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over 70 per cent actually financed here. There is a great
deal cf the cotton movement in the South, and a great
dealhof the business done through Baltimore, Boston,
Philadelphia and other nearby ports that is practically
financed through New York.

About 60 per cent of the bggt_giggfinge of the entire
United Btatec are oredited to New York banks.

The mare statement of theoe figures, showing the ex-
tent »f New York's manufacturing, distributing and export
trade, chow conclusively why a regional reserve bank chould
be eatabliehed here,

That 18 in answar to the first question. I should
like to say very briefly upon that point that as we are
an ascociation of merchante here, it ceems te us that New
York should be sonsidered in this matter, not primarily
a8 a money center, or because of the huge financial trana-
ections here, but bacause it is the greatest manufactur-
ing center, becauses it {3 the exrort and imort cantar
of the country, 4s ocarried on here. ¥s trink that

i- the basis Dby which New York should bs judgod.

The second proroceition is: If a reserve baick i~
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organized in New York, rthat territory should such a bank
eerve?

In ans' er to the second question we say:

In considering this question it should be borne in
mind that New .York is the principal center for first hand
dietritution of masrchandise, ite credit relations with
other parts of the United Btateo being exceedingly inti-
mate. By reason of the commercial credita thus establish-
ed the barnke of this city are oft:n ths best judgeas of
comrercisl paper arising out of transacticns such &s the
Federal Reeerve Barke are authorized to rgglccgunt.

The ba.ke of thia City have rartimldarly close buainess
relations with the principal mapufacturing and distribu-
ting busiress intereeta from Maine to Karyland and froum
Buffalo and Pittebturgh ecstwvard.
“his Coumittee believe thersfore that the western
boundary of the Few York barkirc zone should be estatlished
q.. at & point not further ecst than &8 line which will include
| Buffalo and ?ittsburgh, Betreen ttins line and Chicapn
and 8t. Louis there io certain debatable ground, and the
question whether the line shculd nct be established even

o further vest oan only be daterczinad after a careful andlysic
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cf thﬁ Eankii; ralation of thu territory. -7
£ If the banks in this middle territory should expresc a
desire to become a part of the New York zone, it is be-
Zieved that such inclusion would be warranted.

As to the Southern boundary, it 1s the view of this
Cemmittee that it should depend, to a large degree, upcn
whether Baltimore is made the center of a Southern banking
gone, in which casewe think that the Southern boundary of

the New York zone shculd inoclude Filmington, Delaware. If

Baltimore is not made such a center, it is believed that
Baltinore and the State of Maryland should be included
in the New York zone.

/s to the Eastern boundary, it is the Comzittee's
belief that in any evont the 8tate of Comnecticut should
be included in the Yew York zone, as ite banking and
business relations are alrnost exclusively with this City.:
If a separate banking zone ia not ocreated for Nea‘Eng-
land, »e believe that all of the New England Statee can
prorerly ba served by Faw York.

It 18 obvious that the ratural Northern boundary
nf the New York zone will be the Canadian torder.

Thie 18 respectfully submitted bv the Commitiea on
Banking and Currency of the Kerchants' Aesociation nf New
York. I pball be glad to ansrer any queetions as @ why
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we reached that conclusion, if you would like to aask therx.
The Sacretary of Agriculture: Have you made any figures
as to the banking pcwer cf the Reserve Bark esatablished
in that territcry?
¥r, Bush: e have nct as a Committee made any figures,
althcugh w.e have discussed figures which have teen mada

- by cthers and sudbmitted tc us.
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The Secreta»y of Agriculture: If you were to in-
2lude Hew England and as far Souvth as you indicate, it
would p robably consune 50 per cent, would it mot --
very nearly of the working power of the country? That
7ould leave the question of the -~emaining 50 per
cent for the other seven as a cons! deration that the
Committee has to bear in nind?

M¥r. YBush: Well it seems to me that sore confusion
exists in the minds of e pecple as to the benefit
it sould be to *he rest of the country, if this ter-ri-
tory were dividedl Now, as a matter of fact it will
not have any effect, as T can see it, upcn New Orleans,
San Francisco, or Chicaza, or Vestern territory. Here
is a certajin territory, with certain banking power. If
you divide that into two or cone hundred parts ;' u do
pot in any way increase Chicago's vanking power or
Hew Orleans banking power.

The Secreta~y of Agriculture: ‘On the other hand,
if you were to estatlish only one bank hare, taking in
this territory, you would leave Jjust that ruch bank-

ing power for the other sectiorns; vhereaa, if you

were to establish t'd or three in this section, you
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wculd Lave to estzblish orxly five o six ir the other
territory.

¥Mr. Bush: Yes; vou would divide the balance of the
country into a fewer number, if you limited rour
nucber of regions to eight. Of course, you have the
power to go above that, but the principal question
as I see it is as to vwhether this te-ritcry which
represents a certain banking power, is divided into
one, or tio or three sections; that by dcing that vcu
do rnot increase the banking power of the rest of the
ccunt»r, unless you decide to divide it intoc & snaller
nunber of sections than you apportion -- -

The Secretary of Agricrlture: But if you discuss it
witﬁ ref erence to the rirnimun nunber p-rovided by law,
you would siuply increase the strength of each of the
units autside?

Yr. Bush: Yes, that is tcue.

The Secretary of Agriculture: VWhereas, if vou divide
this into one section, you would have to dis*ribute the
other into seven?

Mr., Bush: That is t.~ue. Ceographically, of cour.e,

this territo»y is very closelr vnited and by the lavwsa
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of business custoums verr closely united, and this
‘ partisular section here is a section which has the
great est dealings witk foreign countries. In nmy own
view, the amcunt of capital is a relafively unimpc ~t-
ant matier, except in its relations with foreign
countries. The ordinary reasor. for estatlishing a
large capital for a private bark, is to make more money
and to give a sense o f security to its depositors.
In the functionas ¢f these banks, both of those o nsid-
erdions are nore or less limited .
The Secretary of Agriculture: Do You understand it
is the function of any one of these 8 or 12 cregional
Regerve Xanks to handle the financial transactions?
Mr. Zush: I shiould pot think so.
The Secretary of Agriculture: That is anatter tha
primarily liea in the hands of the Federal Reaerve
Boérd?
Nr. Bush: I should think =
The Secretary of Ag-iculture: So 4t would not make
@ any _reat diffecence whether this was a bank of fifty
o r:$llions of capital twenty millions of capital or seventy--

five millions of capital would it?
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Mr. Bush: Except in its effe=st up on our dealings
with foreign bpanks. IR other words, I think a bank
located here, for instance, it would make relative-
ly little d2fference whether it had three millions or
ten millions, tecauseits dealings are exclusively with
its menber banka, who know Its conditiors and organiza-
tior, but a bank here whose dealing:.:ot only with
its member banks, but alsc may have large foreign deal-
ings with peorle who are not fariljar with our finan~
¢ial caondition altogether, I think a larger capitd
stock here 246 of greater importance. Do I make myself
clear on that? Or I might say in New Orleans, or I
might say ir San Francisco -- I think at any of the rorts
where vcu touch foreign cormerce and deal with foreign
natjors, T think a sutstantial capital stock means
more.

The Secretary of the T~easury: ¥r. Bugh,

kave you got the figurea upon which you base this sug

gestion?

Mr. Bush: We have eliminatedfron our consideratiown,

really, the question of figures, because it has not
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seened to us that that was the vital ccnsideration. It

has seened to us that the vital consideration was the geo-
graphical relationship and the established tr-ade in
banking lines which ﬁust be served. In other words,

as I saijd before, the acival amount of capitalization
seens to vs relatively unimpo-~tant, except in its rela-
tion vp on foreign rations.

The Secretary of the Treasury: Of course, the capital-
izatjon is bound to have a very decided.hearing upon the
organization of these banks, acd 2s8p ecially where , as
provided in the Act there must be a minimum of eight and
a maximun of twelve. The power of the New York bank rust
have, of coume, relation to the business dona withiwn
that district which the bank is to serve, and ty the
o~her proviasions of the Act, that is the subscription
the tanks rust make of six per cent of their zapital and
surplus to the capital of the Reserve Xank, has an auto-
matic relation to the bankini capital of the entire terc-i-
to served b% anrone of the regcional banks. MNow, that

!’l teing truve, why is it necessary, aside from the foreign

idea which you sugzest, that is the foreicn exchange jues-
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ticn to make this tvamnk he-e so prepcnderant?

Mr. Bush: It i8 not neceasarr. I have stated as my
view that the volume of zepital, be:ond i reascnable
limit, 1is relatively unimpo-tart. We have based our
sugsestions up on the t made -elations which exist and
which would be somawhat distu Yed if that territor which
nov wcrks clcsely together it New Ycrk were sepa~ated
intc different units.

The S2cretu~y of the T:easuryi ¥ell, rcu consider the
domestic phase of this guestion of much greate> import-
ance than the foreigr aspect, do you not?

r. Bush: Yea, but of course with 50 per cent of the
comnerce of the countr:r pas3ing Nev Yo~k the foreiyn
asp ect “ere is very impo ‘tant.

The Secretary of the T easu::: “nyuestionably, but
the domestic 18 of greater impo-~tance?

Mr, Zush: Tea.

The Secretary of the T eaar": New Bngland is rather
a distinctive vnit i<4self?

tire Buashe I think so.

The Sec.reta= cf <‘he ™ reagv>v: To~ inatance, we wculd
not belln violation of commercial transactions to Lew

York, If a Reserve Bunk were tc establish in Zoston? It A
QJ‘

’
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iz a fact that the commerce and exchanges of New England
are rather distinctive of ew England and ~ather ~center in
Bcston; is not that so?

¥r. Rusgh: My irnrformation is that if ou would draw a
dividing line, thet probably the Connecticut Valley wauld
p erhpas be the dividing line and a great desal of *he
tusiness east of the Connasticut Vall er would be done in
New York, btut I agrse with you absclutely that there would
be ro harm done to »ew Yo k if a Ban k would establishk in
Hoston. On the other hard I think that HBecston would te
betier cff as a part of the New York zone. I thimk the

harr would come to HBoston, nct to Yew York.
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a
N The Secretary of the Treasury: Of course, you undertand,

Mr. Bush, that the theory upon which these banks are organ-
ized is that the Reserve Banks in each one of these dis-
tricts act as clearing ageiacies for the commercial trans-
actions of these respective districts and will be able to
mke the exchanges between themselves in short orcder. For
instance, it is a matter of only five or six hours from
Boston to New York.

Mr. Bush: T understand that.

The Secretary of the Treasury: Assuming that you had
a district south of New York here -- T am, of course,

tentatively
speaking '~ -- comprising Pennsylvania, Southern
New Jersey, Delaware, Maryland ,the District of Columbia,
and probably Virginia and Vest Virginia, the commercial
transactions of that district and its exchanges would be
dealt with through the Reserve Bank of that district or
such part of it as had to be dealt with by ¥Wew York would
. be dealt with by it as one unit.
Mr. Bush: T understand it.
The Secretary of the Treasury: The theory of the law

is that these different agencies throughout the country
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é.b will greatly facilitate thecourseof exchanges. Instead
of heving a rather random method of check collections as
we fave now, massing through many intermediaries, you
would have them focus ed in each district and exchanre
would te expedited. In carrving out that idea the
Reserve Banks themselves must be strong encugh to take zare
of the ‘ exchange in the respective districts, and thre
districtslthemselves rust be sufficiently Zarge -- it is
not a question wholly of area, it is partially a question
of area ~- but the banking power of these districts must
te sufficiently large to enable the Reserve Bank to ade-
qua tely serve all parts nf that district, Hence, if we
put 50 per cent or 40 per ecent of the tanking power of the
country into a Reserve Bank in Mew York, as Secretary
Houston has suggested, you will be obliged to divide ur the
remainder of the couniry into seven units which would be
cumparatively lean.

Mr. Bush: Does it not really coms down tc this ques tion
f’. which T attempted to etate in the beginning. Here is a
. certain territory under consideration, The real question

to be decided is whether this is to be made into nne

section or two or three. 1 hardly think you would go
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beyond three. We have assumed in our discus sion that
you would make a separate section of New England. We have
suggested in that case that Connecticut should be put in
the Yew York zone. We have stated that if you did not
make a separate section, although we assumed you would,
that ?ew England could ﬁroperly be served from Yew York,
We have therefore come to the point of having two sections,
being perhaps in agreementwith vour views, .

The Secretary of the Treasury: T haven't any views yet.
T am trying to get light.

Mr, BEush: Those which we suspect you hold,

The Secretary of the Treasury: You mugst not suspect me
yet. T would like to0 te above susnPicion until the
decision is rendered.

Mr. Bush: The next question is whether you should go
beyond the two and take that further section and make three
sections instead of two, T cannot see tmt any larm is
done to New York in that. The great banking power of
this whole eastern territory is centred in and around Nevw
6!. York, and T conceive trat the greater benefit of the

inclusion of,for instance Pittgburgh, in the Yew York

zone would be to Pittsburgh rather thanm to Yew York.
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rivisburgh now does most o1 1ts banking business with YNew
York. Tf that further separation is rade and you take in
Penns;"lvania, Maryland, Virginia and Vest Virginia, from
the standpnint of your exchanges and clearings, it would
bte of convenience perhaps and we should not oppose that.
The Secretary of ‘he Treasury: Of course, wiat we are
real) irying to do, 'r., Jush, is tc get all the light
possible to enable us to intelligently determine what would
te the equipoise, s0 tn speak, of the banking power of the
Bation when concentrated or consolidated into a number of
Reserve Banks which can be determined upon. There is a
minimun of eight and of course we could not go below that,
we might go to twelve. In reaching this conclusion we
nust lave reaard to the course of commercial transactions
and exchanges, as to the accessibllity of the Reserve Zank
to all mrts of the territory to be served by it, and other
considerations. Yow, in the course of ‘he hearing .ester-
day it was developed and admitted by some of the bankers
who were here that t he clearings in the different cities
are not a veliable index of norml transactions, because
under the reserve sys‘em of the country as now estatlished,

the réservo cities attract a great many accounts -- sonme

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



Digitized for FRASER

137

6! them attract a larger number of accounts, for instance,
than would normally come to them because they pay high
rates of interest on deposits; and apain they clear bank
checks without charge, To ttat extent you do not get a
reflection or indication of wnt the normal transaction.s
would be of such a city.

¥r, Bush: T think that is quite true.

The Secretary of the Treasury: Ve must, therefore,
in considering this question, try to ascertain as far as
vrossible what are the normal courses of exchange in

business, and then try to divide the country with refer-

ence to the normality of things rather than the abnorm lity.

That is the »roblem we are trying to work out.

Mr. Bush: T think *“at is quite true, but T thirk
perha ps too much stress can be laid on thke fact that a
very large percentage of the tanking power of the couniry

would be eentred here in “Yew York. Tt is centired here

'today.
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The Secretary of the Treasury: Well, _t}nt.is not the
point --

Mr, Bush: Here is the point of attack. TIf you were
comrend ing an army and were defending a country, you
would not put your army in orderly regiments all over
the country, but would concentrate it at the point of
attack.

The Secretary of Agriculture: Why is it the point of
attack?

r. Bush: Because business customs have built it up to
be soO. T do not mean from the standpoint of panies or
disturbances, but here is the point where the great vol-
une of the business of the country is done in financial
transactions. As T pointed out, the actual statistiecs
of our export and import movement show that 47-1/2 per
cent of the actual wvalue passes through New York,

The Secretary of Agriculture: But even the export
and impori movements are negligible compa red to the
{‘ domestic transactions.

¥r, Bush: Yes, they are smll, of course. Fut In ad-
dition here is a section in which New York City alone
mnmufactures over ten per cent of the entire manufactured
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é‘i products of the country; that is, New York City alone,
not countirg all this immenee surrounding country. I can
see from an industrial standpoint how you might say that
tkis section, I do not mean New York City alone, is the
point of attack. It is the point of the greatest demand,
and you should mass your armies theres somewhat.

The Secretary nf Agriculture: It has been the point of
sensitivencee.

Mr. Bush: Yes, but that has been due to ite financial
relations rather than to its industrial development.

The Becretary of Agriculture: And to no inconsiderable
measure to the abnormal financiai dsvelcpument.

Mr. Bush:  Yes. I wish to say that while I have been
Chairman of this Comrittee for many yezews, I am not, in a
strict eense, a merchant. I am a businese man, with no
conrection with the banke. But wo have two other wrembers
of the Committee here; one, ¥r. Page, who has had very
coneiderable experience with rvholesale businese and ise

~ familiar with oredite; and the other ie ¥r. Cowper-
thwait, who has had &n equally extensive axperience with
the retall business in New York, and whoee firm has been

in btueinees for over 100 years. I assumed you would
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like to know the different phases of the business of New
York, and I have asked these two gentlemen, one rerre-
senting the whcles&sle buciness and one the retail, to
come with me; and after you have asked me any questions
you desire, I should like to rave them heard.

The Becretary of Agriculture: Aocide from that cection
west of the Connecticut River, the handling of the busi-
ness of New Bgland through New York would be a disturbance
of present conditiohs, woculd it not?

Mr. Bush: My information is that most of the textile
business of New England, whether it is east or west of
the Connectiout River, 1s distributed through Few York;

I speak ffom my experience at the Terninal. 4And that New
York is the great distributicn center for the textile
induetry. The textile industry i3 the great business of
New England, and I «ncw that the great volumes cf textiles
~comee here to be distributed, and I think there is no
gainsaying that statement, I am told thet is the asctual
fact, that while the aotual manufacturing and milline is

and
done in Few England, the actual distributicn/to a large

¢

extent the financing, is done in Few York.

The SBecretary of the Trecsury: Of course the actual
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distribution irn a pLyeiccl sense :ould not have much

bearing, because thet is & matter of transferring the
goods from bosk and rail lines and sc forth; but the
commercial transactions, of course, would have a decided
bearing. '

Kr. Bush: The comrercial transactions in the taxtils
industry Mr. Page can speak of, because he has spent a
lifetime in tkhat industry.

The Secretary of the Treasury: We are much otlized to
you, Mr. Push. 4r. Page.

Mr. Page: STATEKENT OF MR. EDVWARD D. PAGE.

I az now conrected with the firm of Hol-
brook, Corey & Conrany, dealers in ccmeercial yparer, New
York, Boston and Chicago.

The Secretary of Agriculture: You have heard the ques-
tions wne have asked, Xr. Page,'and ths probtlews that we

| are trying to solve. Could you tell us anything you have
in mind bearing on this situation?
ﬂ"% Mr. Page: As I sece your rroblem, you have got to estab-
lish regional banks that would perform three functions:
The first is the concentration of reserves, that is to say,

dealing with other barks; +the next is the mobilizaticn of
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» a
credit, which is most important thing fcr “he business man.
the merchant; and the tkhird is the building ur of insiitu-
tiors that will drew gold or capiial to tkis country from
other countries in time of need.

Now to perform the first functior satisfactirily, you‘
have got, of couree, to place your regicnal banks in railrosd
centers, in centers to which and froz which cerital nomal-
ly comes and goes. If you should eatablieh a regional
bank dealing with merber barke in & city far distant from
the banke with which it has to deal, it would have no
zeans of knowing from rersonal contact Low gocd the credita
were that were offered to 1it. It is true that a regional
bank under such circumstances would receive what are
rractically endorsed notes, notes guarantead by the menter
banks under ycur system. But simply toc have tvo narzes
on a riece of parer dces not tell you very much about tha
rarer. You want to know the reorle who make it ; and as
you cennot know the peorle who make the note ori:inally,

» you want to know the bark which endorses it. The quecticn
of character counes in as a very important element in the
selection of good parer. You certeinly do not want to

have these banks have poor assets, you want them to have
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» good asseta, and in order to enable thex to have the best

kind of esesets, the men who firally rass upon the pacer
have got to kncw the men who rut their names on the back

of 1it. It will not do to consider because ycu sece &
strong statement from a bank, thatit is going to make a
strong note. It 18 a question of how they dc their busi-
néae and the sort of men who do it, And if, as has been
sug;ested by one gentleman, zones be thrown acrcss the
United States in this way, and a regional bank given to
each zone, you would labor under the very great disadvan-
tage of the lack of rersonal contact which is the fundamen-
tal basis of credit. Therefore, in loocking over the
United States—

The Oecretary of Agriculture: Just on that point,

Mr. Page, you know that the bill provides for much more
constant and intimate touch and examinations than we have
heretofore had.

Mr. Page: I do, and yet the effect of formal examinations
is not the same thing as seeing a man in your office and
knowiag how he transacts hio tusinesa. No Ewariner can
ever tell that to the man who discounts a mote. %e hav-

been for a great many years in the business of extending

-
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» credit for very large amounts, and ve heve always insisted
on knowing the men with whom ve did the business, and
I have found that is the only safe way, You cennot tell
anything from a mercantile statement o# an Examiner's
atatement excert as to the superficial facts.

The Seoretary of the Treasury: You are developing one
of the very strong arguments which was made in favor of
the regional bank syestem instead of a central bank system.

Mr, Page: Precisely.

The Secretary of the Treasury: The vari ous elements of
the country to be served by these banks, &nd theirkrnowledge
of the orédlt of these sections.

Mr, Page: Yes,

The Secretary of Agriculture: On this point I was just
speaking about, you remerber that the Bill rrovides , not
only for examination by the Federal Ressrve Bank, %but by
the Fed=ral Reserve Poard and the Comrtroller, which trings-
about, to that e~tent, this more intimate and constant krnow-
ledge.

Mr. Page: Exactly. But the Govzrrnor of one of thec-:
regional reeerve barks, if he is going to rass intelli-

gently upon the rarer that is offzred vou, must kncw the men
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who maie the paper himeself. And a Bank Eraminer in Waching-
ton will not ans=er the purrcee. The average cliss of

Bark Examiners, I regret to say, will not answ®er the
purpose; they are not capable, they are noi btig encugh

zen, and you cannot get them to eize up the real craracter
of the man behind ths rote.

The Cecretary of the Treasury: But tkhis eystem accorm-
rlishes what you are driving at in a more effective way
than that, and that is through the establishment of
branches of the regional bank in all important places in
the district, and each btrarch is te be conducted and managed
by a Board of lLocal Directors.

The Secretary of Agriculture: And that gives ycu an addi-
tional advantage?

Mr. Page: It gives you an additicnal touch, but at the
came time, if you hzd a zore extending across the Ucited
BStates, you would see what a foolish thing it wculd be.

The Secretary of Agriculture: We see your point.

Mr. Page: I want to take up New York last for the sake
of sceeing what is left when you get dow#n to it, because I
consider it mekes no difference to New York how emall ite

territory ie. The less territory it has, the lese respon-—
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8ibility ¥t hee. The serious matter about all of these
reserve banks ies the liability they assure. It is not ths
amount of capital they have or the greatness of the bank,
but the amount of responeibility they have to assume.
The emaller the New York area, the less resporeibility
there ic placed upon New York.

The Cecretary of Agriculture: What ilmportance is it
to a locality to bhave one of these tanjs, from your point
of view?

Mr. Page: Well, I really dc not know, except locel pride.
But there i1s quite a necessity —

The Secrotary of the Treasury: ? You may be telling too
much of an unacceptable truth when you say that.

Mr. Page: Vell, I am trying to tellyou the truth.

The Becrstary of the Treasury: That is what we want.

¥r. Page: Now you may have to have a bank on the Pacific
Coast. The mountains cut off that territory and segregate
it from the rest of the country. Where you shculd have

‘i> that bank, Ido not know. I do not know encugh ebout tue

Yacific Coast to give you that informatimn. I do think you
bave to have a bank for the interOmountain region, and I

suppose Denver is the most centrally and best located
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lf\ place. It is a great railroed center. The main thing

is to get a place where the reilroads will bring exchanges
in under 234 hours, if poesible. That is not quite poe-
sible in Denver because there are a good many inaceessible
places in those mountains, but generally it is possitle,

8o I suppose you will have to have something located there.

The Secretary of Agriculture: Preferably 13 or 15 hours,
would you not say?

Mr. Page: Preferadly 13 or 15 hours. There ie no real
business center in all that diestrict other than Denver.
Now I am pretty familiar with the Urited States east of
that. And so when you come east, it seems to me that in-
asmuch ae this district here (indicating Middle Northwest)
centere in Minneapolis and 3t. Paul, you have to locate
your reserve benk in Xinrearolis or St. Paul, Then when
you oome South, there is a special class of rarer made in all
thie dietrict here, that is not understcod in the reet of
the United Btates.

> The Becretary of the Treasury: Just describe that dio-
trict for the sake of the record.

Mr. Page: ©Bay Nebraska, Kansas, Missouri, Iowa, Colorado.
That is cattle paper.
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The Secretary of the Treasury: And Cklahoma.

Mr. Page: And Oklahoma, to some extent, although Okla-
bore is not so much & cattle country as a cotton ralsing
country, I think.

The Secretary of Agriculture: You have spoken of Denver.

Mr, Page: Yes.

The Secretary of Agriculture: How far east wculd you

.have that district extend?

Mr, Page: OSay 8 or 13 hours cn the train, or something
like that.

The Secretary of the Treasury: WVould you have it enbrace
Cmaba and Kansasa?

Mr. Page: Well, of cource there ie a difficulty about that
that would be like the tail waggling the dcg. This is a
very large financial center, and yet this financial center
can bardly serve thece regions around here (indicating), wit:
due regard to rroxptitude. Here there is a special clase of
farm and oattle-raieing perer that is not understood well
anywhere else in the United States. That peper ought to be
handled by specialists, to have it good. It is gocd, it
is firet rate paper, btut you have to know your man very inti-

mately indeed.
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The 8scretary of the Treasury: Is St. Louie tre rlace
for that center?

Mr. Page: I tkink not. I do not think St. Louis under-
stands it either. But it ie well understood in Cmaha and
Kansas City and those cities there, acd it might te necsse--
eary to bhave a center there. Coming further East, Ct.
Louie is the normal center, strange as it may arre —ar,of
Cklahoma and Texas and Arkarnsas, because the railroad lines
radiete out in that directicn, as you know. Ttey under--
stand all the clesses of mercantile credits that &are

extended in that district.
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The Sec retary of the Treaury: Youw are speaking

of St. Lcuis. Ycu mean the territory ypix are speaxing
of, Arkansas, Oklahoma and Texas?

lir. Page: Arkansas, Oklahcma, Texas and Missouri.

The Secretary of the Treasury: And a part of
Louisiena.

¥r. Pase; I dc not think sc. I dc not think they
understand that, or have many dealings with it. But
there in St. Louis you have also a good class of credits
that are extended all through this country and that are
well known in St. Louis. They are not in the least
knovn in New York and are only pa~tially known in Chicago.
That wouzld seem to make St. Louis the proper center
of a territory tc the scuthwest of it, bYecause it has
the banking power that is necessary for your successful
rezional bark, and because it hags the business connec-
tions that run all through that territory. They under-
stand it.

Then of course Chicaga would be the natural certer I
should suppose for Wisconsin, Illinoic, Indiana, Michigan,
part of Ohio and part of Kertucky. Now that makes six.

The Secretary of Agriculture: What was your sixth?
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¥r. Page:. Chicago.

The Secretary if Ag~iculturea What was the fourth?

Nr. Page: Kansas City.

The Secretary of the Treasury: . Kénsas City was the
fourth. . |

Mr. Page: It is a question whether Kansas City should
be, but it seems reasonable.

The Secretarr.of *he Treasury: I unierstand.

Mr. Page: That brings you to Chicago. Chicego takes
inx a large and rich territory. I have giveﬁ vcu the
nares of the States which I should think would natural-
ly form that territory.

Then there has got to be sone southern center. -Atlanta
is the greatest railroad center, and is the center of
the distr-ibuting business of the South, and it has al—.
ways seemed to me that Atlanta, frcm the standpoint of
reacﬁlng the banks in its territory within a reasonabtle
tire, and from the standpoint of being a very ext-a-
ordinary railrocad center, would possibly be the best
place for a regional reser-ve bank. Yet it has very
slight foreign exchange business; but it does vnderstand

the mercantile credits of that district, which would

“aderal-Reserve Bank.of St. Louis:
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naturally come to center there.

‘ The Secretary of the Treasury: Mr. Page, im that
connection may I ask to what extent does Savannah figure
in the foreign exchanges?

Mr. Page: T think to a very slight degree- a compara-
tively slight degree.

The Secretary of the Treasury: 18 that business all
done through New York? |

Mr. Page; Yes, it is mostly done through New York.

The Sec retary of the Treasury: It is not done direct-
1y?

Mr, Page; llo, and the foreign exchange business imn
New Orleans is largely dore throuzh New York, owing to
a lack of banking facilities in New Orleans, and it is
the same im Savannah.

The Secretary of the Treasury: And the location of
transportation faclities out of New York as well. All
that transportation via the fast steamship lines has to
proceed through New York, and that determines the foreign
exchange in some measure, cdoes it not?

’ Mr, Pageﬁ The cotton of Texas all centers in Galveston,

for transpcrtation across the Atlantic.
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The Sscretary of the Treasury: I am speaking of the

foreign exchanges.

M>. Page; Yes. There are no rail steamers from these
other places.

The Secretary of the Treasury: The foreign exchange
naturally gravitates to the port from which these rapid
steamship lines run?

Mr. Page; Certainly, that is true. Now, how many have
we got?

The Secretary of the Treasury: You have enumerat=d
seven,

Mr, Page: Then we come to the question of the Eastern
States. I will take that territoryv next. Boston of cours:
is fhe center of the manufacturing districts, partly of
Maiﬁe, New Yampshire, part of Vermont, and they have a
special class of papeser, manufacturing paper peculiar to
themselvea. They understand it better than anyone else

‘ does, and there is a gcod argument in favo~ of a
regional bank in Boston. nesides, ever éince the Suf-
folk banking s:stem was established, they have very
intimate relations with a lerge number of banks princi-

pally to the mo~th and east of Boston.
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The Sec retary of Agriculture: That grstem is very

old.

Mr. Pa{;e; Tt is a very singular thing that the busi-
ness relations of Providence are much more intimate with
Yew York than they are 'ith Becston. That is true of
Springfield, Yassachusetts. It is true of the Connecticut
Valley running up for a considerable distance. For in-
stance Feene is more intimately connected in a financial
way with New York than it is with Boston, and the whole
of Connecticut i1s more intimately connected with lew
York than with Boston.

The Secretary of the Treasury: The wholé of Cornect-
icut?

\r. Page; Yes.

The Sec re:-ary of Ag:*icultureﬁ Jow about Vermont?

e, Pago; Draw a line passing through the Creen
Mountains and the territory east of the Green Mountains
is nearer Boston. That west of the Green Mountains is
nearer New York, and more intimately allied with New York
than it is with Hoston. Cred ts in that pa~t of the
country ure better understood in New York than they are

in Boston, and it is very important to have the district

Federal Reserve-Bank.of St.-Louis. -
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of your regional bank one where the bank will understand

the credits thet are offsred, so that it will not te
uphill work for the bank, so that they will not have to
go and make an investigation and then be shy of the
thing, bYecause the banker does not know, because he
canrot find anvone who has had business -elations with a
Bertain man. Cred t is extanded freely 3 in inverse
~a*io to the distance, or to the knowledge that the banke"
has. We have got “c know a man . It is not a question
of his statement. We do not believe state,mnts any
longer. They are only accessory. We want to know the
man, who he is and what [4ds character is.

That bringsius to New York. Looking awar from
New York for a moment, Baltimore is the center of distri-
bution for West Virginia, Virginia, North Carolina and
part of Tennessee. It has very intimate business re-~
lations there. The credits of that part of the country
are understcod in Xaltimore.

Baltimore has relatively a better banking sistem
than some of its neighborhing cities. It is much more
important as an export port than some of its neighboring

cities.
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The Secretary of Agriculture; You mean from a larger
territory?

Mr. Page; It draws merchandise from a larger terri~
tory, andit has a better export and import fcusmess
than.some of the jeighboring cities; and it has always
seemed to me that kaltimo-e would be a rretty good place.
The banks there understand Southern mill p aper. That
is not well understood in New York.

The Secretary of the Treasury: Baltimoreis a very
large grain exporting port also?

Mr. Pageﬁ waltimo ‘e has a very large grain 'export
busfness. That makes a great deal of foreign exchange,
and business im foreign exchange would be built up, I
think, in Baltimo '‘e by having a ~egional Tvank there.

Bov) that brings us to the territory which our commiitee
have outlined as being proper for New York.

Thé Secreta-~y of Agricultureﬁ That is including what?
Mr. Page; Incluvding Pemnsylvania, ¥ew York, Delaware,
New Jersey, and all of @onnecticut. Tt would be a great
hardship for most Connecticut merchants to be obliged to
make their credits in Boston. They are not known there

and they are kmown in yew York.
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The Secretary of the Treasury: Mr. Page, upon that

@ particular point, it seems to me you are laboring under a
misapprehension. They will not have to make their credits
with the regiaonal bank. The locatian of these banks
will not disturb the ordinary course of credits with the
member banks. They will proceed just as they da now.
The regional banks simply rediscount for the member
banks. They will take the paper that is turned into
ther by the member banks. That paper is discounted in
the first place by the member bank upon the credit of the
individual customer, and upon the endorsement of the
member bank it will be rediscounted by the regional
bank.

Mr. Page; But if T understand the operaticn aright,
it is very much like the issuing of clearing house certifi:

.cates here in time cf panic. The regio ;al bank must be
and ought to‘be a judge of the Juality of the paper that
it takea. Ff it is mot a judge of the quality of the
paper it takes, you arerbound to get mixed up with a lot
of poor notes; you are bound to get mixed up with a lot
of poor bankers, who will take advantage of the ignor-
ance of the regional bank as to the paper disccunted,

who push ik a lot of naotes tiiat are poor. You are dealin’
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with human nature, and that is a peculhrity of human
naturs, that when it is not watched it is’apt to do
things that are inimical to the public interest.

The gSecretary of the Treasury: Yes, but the point I
wanted to make with you is that the regional bank is not
primarily the judgeesof the credit, ©because the peper come;
up to it from the member bank. Now the rezional bank
of course must have intelligence encugh to judge of the
paper presented to it by the member bank, and also must
satisfy itself that the endorsement of the member bank
is itself good, aside from the paper that is presented
to 1t.7 So it is not so thoroughly impo~tant I think as
you seém to feel it 13, that the regional bank itself
shall have the same degree of intimate knowledge of the
makers of the paper as the member bank must inevitably
and will always have; but of course the larger knowledge
it gets, the better.

Mr. Page: I think your line of thought proceeds upon
the assumption that when a man wants money he goea to the
bvank in his neighborhood to get it. Now that is true
cf small industries, but the man who is conducting a

large industry and distributing goads throughout the

~ country cannot get for his needs the money that he wants
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at his own bank. we has got to sell his note, and it

would be an undue risk in the first place for his own
bank to take all the papsr that he puts out, and so he
has got to go to another city. Now to whom does he go
in anotheber City? Neaturally that paper falls into the
hands of a correspondent of his own bank, because that
would be the first place where it would go, because they
have intimate connections with the home bank. Teke
Conneosticut for instance. There are many manufacturers
in Connecticut who bank with little banks in their own
towns, which banks could extend to them 40,000 or
$50,000 worth of credit, but they nesed $1000,000 or
more, and so thei~ credit spreads out to the place where

it is known.

Federal Reserve Bank: of St.l.ouis



And, theref‘ore, it is disadvantageous to those men and it
would be a hardship, if, in your regional banking system
‘you did not take account of the established habits and
customs of -iiscounting paper. Am T giving you what
you want to have?

The Secretary of Agriculture: Yes.

Mr, Page: And, therefore, that is the reason why T
speak so strongly about Connecticut, because T know how
tlmt Bonnecticut mper comes to Wew York, so does Penn-
sylvania raper come to New York.

The Secretary of AgriZculture: ﬁow, you speak of
Ba ltimore as being an important centre for a large tert-
tory, and having knowledge you would think that Ba ltimore,
rather tlan Philadelphia =--

Mr. ™age: Very much, and for this reason: Baltimore
is a distributing city. Philadelphia has lost its dis-
tributing trade. Philadelphia is practically now a purely
manufacturing city. It no longer distributes the ]ar;ge

» quantity of goods throughout this territory tmt it used
to. Tts jobbing business has passed away. The consequence
is that the notes that naturally come to Philadelphia are

of a less liquid character than the notes that maturally
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b
come to Ba ltimore. ~ow, in order to .mke your system a
safe one, you have got %o base it not on unliquid notes,
but on liquid notes, and you will get a better class of
paper in Faltimore, alﬁays, than you do in Philadelphixz.
Mow, what is the result, Every panic that T have been
through, Philadelhhia has been tied up. Tt covld not ™My
its own checks drawm on it even; and why® Eecause itls
assets were of “hat unliquid character that are always
found in *he neighborhood of mmnufacturing, where there is
no leaven of distributing business to give a liquid portion
of the assets, at least, so that in time of trouble they
could simnly stopr discou ting that kind of paper asd have
the notes »maid off and acquire the cash ‘o redeem “heir own
paper. That is the reason whyv.

The Secretary of Agriculiure: “ow, vhat would ;ov say
as to Y'héhington and Pittsburgh?

r. Pape: Well, Pittsburgh is the cen*re of another
snecial class of Tusiness. 1% does quite a (ood dis-
tributing husiness, bul of course its aper there is iron
and steel, mostly, and having but tdat one class of raper
it is more liable to hang up in time of trouble “han “sould

be a city that had a mixed lot of japer, All cities that

http#/fraser stlouisfed.org/
Federal-Reserve Bank of St. Louis. -



Digitized for FRASER
hitp://fraser.stlouisfed.org/

310

are dependent upon a single industry, are very liable to
hang up in time of panic, and as a maiter of fact we could
not collect our Pittsburgh exchanges in 1G07, under ten
days to two weeks, simply because they did not have the
stuff, 7Tt is not that they are noi good bankers. Tt is
not that they don't do their business well, as far as they
can, but it is that they are hung up with special classes
of paper and don't have much of anything else.

The Secretary of the Treasury: Well, they have a
certain fixed condition there firom which they cannot escape.

Mr. Page: Yes, they have. T do not think they can
escape from it.

The Secretary of the Treasury: Now, as to Washiagton
and 3Jaltimore, you were referring a moment age to Baltimore.

The Secretary of Agriculture: Tt as been suggcested
that because this Federal Feserve Foard is to be in Wash-
ington, it would be a good idea io have one of the going
concerns there. |

Mr. Page: Well, T do not see exactly what advantage it
is. Washington is not a commercial centre. It does not
exchange credit in any large degree to the rest of the

ecountry. Tt is not a business town. Tt is a retail town
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and a governmental town,

The Secretary of the Tremasury: You mean a political
town.

M. Page: Well, T did wot say that. T can see no
advantage, when you have got Ealtimore only an hour away.
The Federal Reserve Board can have its wire into the .
Ba ltimore board room, a.'d it can know the Ea it imore
business, if it wants to in person, by runai:g over ihere
any time; 80 T think there 7ould be a distinct disadvantage
in having it in Tashington, owing to the fact that what
would Vashington exchange be worth in London. Tt would not
be worith anything. Thaey don't know anything about it, but
Ba ltimore exchange is something they know about, asd we
have got %to consider the facility of drawing coin when we
need it, to our coffers, from abroad.

The Secretary of Agriculture: ™~ow, "r. Page, vou have
suggested ten centres.

jr. Tage: Yes.

The Secretary of Agriculiure: W hy do you have this

stretch west of the Rockyr “ountains, from Seattle to San

Diego and as far east as, we will say, some place in Utah,
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perhaps.

Mr,
The
ecating

hours.

three.
Mr.
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Kansas
Mr.
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narrow
¥r,

there,

Page: Well, T was thinking of the Coast Range.
Secretary of Agriculture: Xow, right here (indi -

on mp) in this section you have three, within 24

Page: Yes.

Secretary of Agriculture: You have suggested

Page: Yoes, sir.

Secretary of Agricul®ture: St. Louis, possibly

City, or Omaha and Derver.

Paga: Yes, sir.

Secretary of Ag;iculture: Now, that would give very
strips there.

Page: Yes, but there is an immense business done

and it so mprens that the character of maper in

St. Iouis is very different -- not totally different, but

very different from the character of paper on the Missouri

River.
;ﬁ.i The
in the

wr.
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mountain section.
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aocout, to tell the truth. T only suggested in %he
mountain section, because thinking of these radialing lines
here of raiiroad *that bring it in communication with towns
that would ctherwise be two days away, from either San
Prancisco, considering that to be a centre, or from Xansas
City on the other side.

The Secretary of Agriculture: Xow, would you not get
that intimate local knowledge from your branch bank?

r. Page: Oh, you might. T have suggested these places,
because --

The Secretary of Agriculture: T know, but in case you
found “hat you had to have men who knew the local con-
ditions and they could not establish a Reserve Bank there,
you could get that intimate local touch through your local
board of seven, could you not?

r, Paée: T think you could. T think, in other words,
that a regional bank in St. Louis, with branches in Kansas
City, St. Joseph and Omaha, would be a better proposition
than a regional bank both in St. Iouis a~d one of those
other cities -- for the country. T am thinking for the
United States. |

The Secretary of Agriculture: Your scheme, as you mave

Federal:Reserve Bank.of St.d-ouis
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suggestved it is that you lmve these five banks right here
in this section, and from Baltiinore to Denver -- St.louis,
you have only suggested one.

¥r., Page: Well, because the greater part of the south-
ern country -- a very large section -- the greater area
of the southern country naturally centres at St. Louis.

The Secretary of the Treasury: Tt feeds into St,Ilouis.

Vr. Page: Tt feeds into St. Louis.

The Secretary of the Treasury: Wmt would you do in
New Orleans?

HMr. Page: Well, of course there is a question. YMew
Orleans is not a very great milroad centre. Tt is a very
great export town.

The Secretary of the Treasury: Well, her exchanges
likewise handle through ¥ew York, do they not.

¥Mr. Page: Yes, their exchanges are handled through Vew
York, oving to a lack of =--

The Secretary of the Treasury: Transportation?

Ir. Page! "o, rot necessarily, but a lack of banking
capital in New Orleans as much as anyining else. New
Orleans singularly cnough only handles, if T recollect

right, part of Mississippi and Louisiana as a banking
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C tentre. Under established custom, it is a comparatively
sma ll panking centre.

Tre Secretary of the Treasury: Does it take in mrt
of Texas®

¥Mr. Page: No, sir.

The Secretary of Agriculture: Where does that go?

Mr. Page: That goes St. ILouis way.

The Secretary of the Treasury: And Arkansas goes to

St. Louis?

Mr. Page: vwew Orleans is probably well built up, but
you have it in yow power to establish other banks after
you get through. Your tranches would help a great deal,
but it has a singularly srA 11 deposit bank connection -~
Neﬁ Orleans has.

The Secretary of Agriculiure: »ow, 'r. Page, would you
take a mrap at your earliest convenience and give us yar
views, based on these varieties of transactions in the
different localities, on the basis of the minimum number,
as well as on the basis of a larger number which you may

" think necessary?
The Secretary of the Treasury: And accompany it with

a brief statement.
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re Secretary of Agriculture: 3Brief explanation of the
factors that enter into your thinking thmt way.

. Page! T will be very glad to do ilat.
STATEMEST OF CATES W. McGARRAH.

Mr, McGarrahI- T am President of the Mechanics % Metals
- National Fank., Tt is with a good deal of trepidation that
T take your time, after the array of talent yesterday,
gentlemen who are much more experienced than T am in
intermational exchange and banking generally, but T come
to plead for not more than eight regional reserve banks,
for the reason that it seems to me so easy to establish
more. 1 was very much impressed with the tabulation of
the Comptroller of the lurrency's Called Report of August
Oth, which represents the minimum operating of countiry
banks of August 9th of this year, in which, folleowing the
custom of his office he divides those up in'to six groups:
New Pngland, Eastern, Southern, Middle West, Western and
” Pacific States. Of course, these figures would be sut-
Ject to correction. T have only taken them in a very
rough way. T find as he groups the Western cities and as

he groups the Pacific cities, there are two groups. Paying
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in three per cent would not have adequate capital for --
"‘ that is, they would not have the four millions which is
the minimum for the Federal Reserve Bank, That of course,
could be adjusted by shifting the territory.

The Secretary of Agriculture: Not limited to threeper

cent?

¥Mr. McGarrah: MNo, you are not limited. Tt could be
adjusted.

The Secretary of the Treasury: Tt shall have a sub-
scribed capital of not less than four millions, and, of
course, the subscribed capital is in each instance six per
cent.

¥r. McGarrah: Now, that brings me to the point of
those sections =-- that represents their maximum operating
and that brings me to the territory, or the stirength of
the bank to be located, provided it is located at Chicago
and Yew York. As far as the localizing of the territory
is concerned, if it is in the wisdom of the committee to
give a wide territory to New York, they need have no fear
of the bankers being willing to take the responsibility,
Bankers are born to that, Need not hesitate on that

account at all. But it seems to me very necessary to have
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c.ae or two banks -~ three central Feserve Eanks of large

capital, That is, the Federal Banks located at the
central reserve cities of large substantial ca-ital, from
the standroint of the )ower which is given the Federal
Reserve F?.dard t0 request one bank to re-discount “that of
another, and there would be *imes in mv judgment *'hen it
will be necessary, if you establish =-- in your wisdom
you eatablish eight, which the law says you must, as T
understand it -- it will be necessary to call upon some
Reserve Banks to re-discoun® for others. That having
located eight, there will be times when vou won't be able
to take care of the -- they will be spread out too thin,
that's the idea.

The Secretary of Agriculture: Tell, the %total volunme
will be the sa e, no mmtter how it is distributed.

r, leGarrah: Well, that might be, but perhaps T
don't make myself clear. Iy point is this: That, for

instance, a Federal Reserve Bank located at “ewv Orleans,

might reach the point in its loans whereby the Tederal

Reserve Board would feel tlmt they would like to have some
other bank re-discount a portion from them, a:d then :our

eyes would maturally turn, T think, to the bank that had
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the power and capital to do it.

The Secretary of Agriculture: You might turn to more
than one.

¥r. LcGarrah: Yes, but in any case it would be the
stron~er ones, because their reserves would be the greater.

The Secretary of the Treasury: Aren't you acting upon
the assumption in your argument there, *r, XMcGarrah, that
the only means of relief afforded by this measure, in
circumstances of that character =-- the only means are the
power of the Federal Reserve Board to require one regional
bank %o discount for another, or to permit one to re-
discount for another? Aren't you proceeding upon'the
assumption tlmt 4mt is the only recourse.

_ur. YeGarrah: That is the principal recourse, as T
see it.

The Secretary of the Treasury: You know the bill pro-
vides that the Federal Reserve Board mmy, upon the appli-
cation of any Federal Peserve Bank, issue cwrency.

Mr. Mcharrah: vYes, T have that in mind.

The Secretary of the Treasury: So you have got a central
reserve. Of course, so far as the Federal Reserve Bank and

member banks applying for that aid, they can segregate or
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set out the required gold reserve and furnish the eligibhle

raper under the bill. You do not have to call upon the
other mambers, T think there would be more force in your
arcument if no such provision as the one T have just
described, existed in this system, because then your only
reliance would be upon the other banks of the systam.

Mr. McGarrah: Even so, that would naturally come first,
would it not, the application for re-discount?

The Seretary of the Treasury: Well, nobody can fell.
Tt would depend very largely upon the conditions at the
time and upon which method will afford the quickest and
most reasonable relief.

Mr, McGarrah: That is all. We have nothing to comrare
with, W%e don't know how it will work out.

The Sécretary of the Treasury: We know that relief can
be had through various sources,

Mr, MecGarrah: Exactly.

The Secretary of Agriculture: Orgnized relief.

The Secretary of the Treasury: Or@mnized relief ready
at any time, upon demand.

Mr. McGarrah: EFut T hope the Board will give very

serious consideration to not estallishing over eight,
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The Sec ~etary of the Treasury: What are your views,
r-ir-; McGarrah as to what territory, assuming that a bank
is locatedin wew Yo~k Citr, it cvght lecgically and
rrope~ly to serve. Let us take the minimum terrttory
fi~st; vou would think such a bank aught to serve
and then the maximum.

Mr, YcGarrah: I should say New England, New Yook,
Peinslvania and New Jersey.

The Secretary of the Treasury: The whole of New
England? |

Er. McGarrah: I should think sc.

Thé, Secretary of the Treasury: You would cut out
Boston altogether?

Mr. McCar~ah: Yes, I think I would. With a provision
fcr b ranches, natu-ally.

The Secretary of the Treasurr:  ™ave you formed an:”
ideas atout the division of the rest of the country into
these eight districta?

¥Mr. McGar-al: Only in a ve~y general wa:?.

a The Secretary of the Treasu-y: You haven't made any
| figures on it?

Mr. McGar-ah: No, I have not.
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The Secretary of the Treasury: Thank you, M.

VeGarrah:

STATEMENT OF MR. HENRYGOLDMAX.

The Secretary of the Tr'easur'y,.: Eindly say what has
been vour banking experience and business experience
generalky.

¥r. Goldman: Commercial banking.

The Secretary of the Treasurr: State the name .. f your
firm.

Mr,. CGoldran: Goldman, Saché & Company.

The Sacretary of the Treasury: How long have rou been
in business as a fi~m?

Mr. Goldman: Thirty odd years.

The Sec retary of the Treasu:'y; ¥hat is the principal
business that yau do?

Mr. Goldman: Commercial bankibz all over the wo=ld;
issuing credits to commerce and industry in this country

9 and abrd_ad; to merchamts in this country for use abroad.
If rou will permit me, I would prefer to talk to you
about general principles and not about details.

The Secretary of the Treasury: Weld, Yr. Goldman, you
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The Secretary of Agriculture: That is bearing on
this problemn.

}Mr. Coldman: O0n ths problem that you are investigat-
ing. I believe that vou will want to create the minimum
number of banks which rou can-under the law, not be-
cause of discrimination bvt in order to make them as
strong as you can. If I understand it rightly the
Currency Bill was passed to mobilize our reserves and to
prevent the spasms that we have had im this country cften-
er than we have had in any part of the world, to the ex-
tent that ther became brutal in times of extensions
and distress. I velieve You want to make these
banks, in capital, as strong as you can possibly make
them, irrespective of any small view of locality. ¢ 4
you can make them as stron: anywhere else as in New
Yok, make them anrwhere else. You will, though,
gravitate always along the lines of human experience and
custom and imaginatian. You cannot get away from
that. You will follow the lines of transit, the quick
steamship lines, the lines where exchanges both foreign
and domeatic, have to bYe made, where they are Immediately
disposible. You will never have im my opinion, two foreig:
exchange markets. Yeou will have many places dealing in

foreign exchange, no matter wkat you resort to, bdut
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when it comeas to a foreign exchange market, you will al-
ways land in one spot; :-ou will alva;s land in Londonm
if ou are dcing tusiness and organize such a system
there. You will always land in certain centers, and you
will alwarvs landhere in certeim centers, where the busi-
ness is, no matter where rou have artificially creat-
ed it, that will have tc be redone at the expense of a
loss to your people, because if you create it so that
it is perforce done scmewhere else, it will have to be
redone -or resold or re-exscuted somswhere else. I
think vou want to make the regional banks as strong aa
vcu can in capital. They are going to be large dis-
counters of exchange abrocad, Acccrding to the custom in
England we are the largest discounters, but it is to
two Mritish namea that they look. I do not mean to
say that we ave onfir'e]y negligible, that cne endof‘ser is
not consider»ed somewhat s®ronger than amother, bdut you
will -arely hear the American endorser mentioned. No-
body caresa, It must be the intentian to change that
so that the Reaerve Mank will be considered a strong
factor, and you can onlky do it by using a la ge capital

and large reserve.



¥ have no local pride in this matter. T look up on
it as a commercial tanker with close relations all over
Eurcpe. I presume New York probably will have a Re—-
serve Bank. I believe it will not be strong enocugh ta
perform the functions that it will be called upon to
perform unlesa it includes a large territory. I
believe it cught to include practically the northeastern
seaboard and Pennsylvania. You have got te look out
that it does not over-trade. It will do a certaim part
of this business, no matter how the government under its
p owers arranges it, and if it does not provide for it
by the territory ‘it gives it, not tecause of the terri-
tory, but because of the resources, with a sufficient
amount of capital, it will 6vea—trade. It will bYe a
new menace in lieu of the old one. The word "aid"
should be dismissed from our minds. "Get afd". That
means alarm. We used ta get aid by clearing house
certificates, andthe» word for suspensian of paper.
"The bank" as 1t is spoken of in London, excites the
Q imagination of everybody who uses it. This new srsten
cught to do that. It ought to be perfectly mormal ¥or a

bank to go to the Reserve Bank and take‘disconnt 5, mot in
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the sense cf fts being "aid".

The gecretary of the Treasury: That is what exactly
the bill is designedto acccmplish,

Mr. Goldman: But it wcn't do it unless you cver—
hadow our local institutions. Ther will overshadow you
unless ou make it strong emnaugh. You have plenty
of remedies to cowr some of the points I have heard made
here; as to who knows akout this mill paper and iron
paper —- those are details. IBranch banks will cover that
and will have the necessary local color. Those are de-
tajls that at this moment I do not thinlkt are worthy of
discussicn, because now you have plenty of remedies for
1. You have got to have Your Federal Reserve Banks
strong institutiaons if they ariozoing to be covershadowed
in New York and Boston, and they will be -- it will be
done, not malevolently, btut ir the natural ambition of
men, and if you are gecing to have it overshadowed by
huge institutions, those institutioms won't give aid, .
they héd rather restrict commerce as they have done in
the past. This must be a bank to which everybody goes

when he wants business done without reflectian uvpon his
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credit., Tm the past it has been a ref2éction om a bank

The o0ld dafinition of a bank has not been applied, the
buytng and selling of debts. When they were full of
debts ~-

The Secretary of the Treasury: They would pot sell
any.

Mr. Goldman: There was no place to sell them.

The Sec retary of the Treasury: There was a place but
they did not resort to it.

Mr. Goldman: Because it reflected upon their cradit.

The Secretary of the Treasury: They have had a per-
verted imsgination on that p oint.

Mr. Goldman; I do not think it is perverted. I
think, for instance, without mentioning any names,
that 3f half a doman banks in New York had shown re-
discounts other than clearing house certif icates, it would
have aff ected their cre-dit. I thirk this will do away
with that, if rou have your reserve strong ehough.

Eight 15 the minimum: Some people thought less were
better. That is not material ncw., This 1s the law.
You want to di st ribute those eight so that they will be as
strong as pcssitle. If you make them strong ou create

a new line of business in this country which will add more
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liquidity of your system than anvthing else can, and that

is bankers'! acceptances, heretofore practically vnknown
here, the mainstay of merchants. . Today all cur mer-
chants who want credits le:- foreign lands rust buy foreign
acceptances. That paper makes us only drawers. That

pap er is the most liquid peper on God's sarth. It will
follow yqur discount market; it cannot live without a dis-
count market. There is no bapker of standing unless he
has, through his irmagination or knowledge, belief that his
paper is di scountable. It forms the bulk cf the

credit of the world and institutions like the Credit
Lronnais advertise a thousand millions of francs on bankers'
bills made discountable. Th«t will form a very large
part‘ of your portfolio here and be the most liquid as-
set. If i1t is the intention as it was of the Gavern~
ment and of Congress thu«t our banking s’stem should be
freed frum lines of securities that practically never
liquidate, a3 a seccndary resort yvou must afford them scme-
thing liquil in kieu of it that can change hands readily

and that passes with twenty endorsements. Thet is as good

as currency, as good as coin. Tt will be this that will
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give us the leaven, as was stated here today, for the

0 finest short-time prmper that exists in the world, which
is the obligation of the merchant in the form of a banker's
acceptance. The merchant buys and the banker furnishes
the credit, and it is the most liquid asset you can find.
Unless you have a discount market so broad and resources
concentrated so large thmat this is necessary, you won't
call that into life. Tt is the most valuable asset pou
have, the power to call tlmat into life, through this new
legislation which T believe will come into 1life if your
reservoirs are strong enough.

The Secretary of the Treasury: Do you think that you
can get sufficiently'strong reservoirs, ¥r., Goldman, with
the eight regional banks as provided by the law; T mean the
minimum number thereof; have you studied the subject with
relation to the entire country and have you an opinion?

Mr. Goldman: T was of the opinion that eight was too
m'ny, but that is past, that is academic now. T think you
are going to find some difficulty unless yoy resort to
branch banks and confine it to tmt; working at it with all
the intelligence you have, concentrating on it your efforte

and those of your friends and advisers, T think you will
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1" have difficulty to get eighg banks sitrong enough; but I
think you can da it. The rest of thig is detail which I
personally consider child's play whether the man in New
York understands mill papar or whether the man in Boston
understands New York importers' pap er. The branch banks
will teach that very quickly.

The Secretary of the Treasury: With yaur knowledge of
the course of commercial transactions in the country, and T
“Jjudge from what you have told uas of your businesa, You must
hAVe.a very wide knowledge of such transactions, both
domestic and.foreign,.what would your views as to the most
appropriate headgquarters for the remaining 7 banks? You
have givem jyew York as one.

Mr. Goldman: In a generalmway?

The Secretary of the Treasury: In a tentative way if you
wish.

Mr. Goldman; I should say one bank in the South At~
lantic States.

The Secretary of the Treasury: Iet us take cities.

8 )

¥r. -Goldman: I thdnk the suggestion of Atlanta was a goo

one.

The Secretary of the Treasury: How about Baltimore?
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Mr. Goldmm; T think it would be a mistake.

The Sec.retary of the Treasury: What wouldd you say in
lieu of Bultimore in that section?

Mr. Toldman: T think Atlanta. T think New York and
Atlanta in the Bast is all you want.

The Secretary of the Treasury: Where else would rou go?

Mr. éoldman: Chicago, of course:. San Francisco --

The Secretary of the Treasury: That is four.

Mr. Goldman: And Penver.

The Sesretary of the Treasury: That is five.

Mr, Goldman; N¥ewOrl eans.

The Secretary of the Treasury: Six. St. Louis, 1
p resume?

Mr, Goldman': St. Louis for the southwest.

The Sesretary of the Treasury: What else?

Mr. Goldma.ng And possidly one in the far northwest.

The Secretary of Agriculure: How about that section
between Atlanta and Chicago and yew York and St. Laouis?

” Mr. Goldman: I think you are covering it all by radia-

ting e;lat and west and north and south. If your business
is large enough at Den:ver, or if your dusiness is large

enovugh at St, Paﬁl, have a branch bank there tributary to
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the Tederul Reserve Xank that heads that territory.

The Secretary of the Treasury: Yau said New Orleans,
I recall it?

Kr, Gcldman; I did. T believe New Orleans is an im-
portant point.

The Sea: retary of Agriculture: You regard theat as a
fairly strong center?

Mr, Goldman;. I do, yes.

The Secretary of Agriculture: And likely to grow?

Mr. Goldman: Yes, and one of the most intelligent
centers, and one that will, un der the new commerce to be
opened up by the Canal be a center of great importance.

A great deal of business will radiate from the northwest
down the Mississippl towards New Orlkans.

The Secretary of- Agriculture; Just one question in con—-
nection with what lies bafk of this arrangement, speaking
of the strength of the reserve banks,. you do mot regard
each of these reservoirs as ‘t_:ight?

¥r. Goldman: No, not at all.

The Sec retary of Agriculture; I wanted to ask whether
we might not, in thinking of these foreign relations and

the domestic strength, concentrate too much thought on one
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cne specific reservoir —-- whether we ought not *o think
rather of the whole?

The Secretary of the Treasury: lMo~e as coordinate units.

Yr. Goldman: I think we can for ourselves, Mr. Houston
but I dc not think we can for the wokld.

The Secretary of Agriculture: Will nct the world grow *o
see that?

}M», Goldman: No. The world don't deal with so mamny
points.

The Secretary of the Treasury: Pardon me for interrupt-
ing you, Mr. Goldman, but tcfollow that thcught out, will mo
the world, when it becomes acquainted with the system, come
to view as the real resourcesof anvone of these banks the
fact that thef¥r power i3 cocrdinate?

w. Goldmn; They will never get a chauce.

The gecretary of the Treasury: Vhy not?

Mr. Goldman: recause I think certain lines of business
will always gravitate to certain points. Chicagc, so long
as naturey willk be the grain center.

The Sec retary of the Treasury: I am not by my dquestion
seewn.ng to disturd that, I am assuming that will continue.

I have in my mind a bank at New York, as one of the eight,,
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to illustrate the point; the resovrcea and poWer cf the
0 New Yok bank will not be regarded by Eurcp e as related to
that unit only, in view of the fact that the entire sys-
ten is coordinate, and thet there is a reserve power back
of the New Yo % bank.

Mr. Goldman: Su-ely. It will improve its credit.

The Secretary of Agricultvu f'e;. Will not the bagkers of
Eurcore quickly see that?

only

Mr. Galdman: Yes. That each one is after all a pa:t
of a great system with <he Federal Reserve Board control-
ling it and overseeing it.

The Secretary of the Treasury: And coordinating its
power?

Mr. Coldman: They will recccnize all that; but, neves
theless, all of certain kinds of business is going to be
done with one of these banks, for a certzin purpose, and
with ancther for other purposes. So that Europe will dcok -
to the Chicago reserve 2ank in its grain business, tc the
New Orlsans bank in the cotton “wsiness, and for its ex-
change and disccunt business it will p obetly look, if you
create a bank at yaw Yok, to that bank, just as it would
look to a bank at Sen Francisco in c*ther lines. One will

I believe imp mve the credit of the others. The details as
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to *he kinds of yrapsr —- and I consider mrself an sxpert
on commercial pape» -- you can dismizs from your minds.
mregulationas will randle trat, b -anch boards and branch
banks will handle that. we know ncw,7ith perfect in-
telligence, in varicvs pa-ts of thecountry, handle the pape
of othe~ pa~ts *hat are %wc thousand miles off, and the
losses that have resulted to banks from commarcial paper
have been practically nil; the percentage to the whole is
negligible; ana if we could do it with ocu» disjoinmted, anti
gvated ystem of old, ve certainly can wih this well-
worked out s¥stem under the new bill. I have myself

nc misgivings whatever that if the Federal Boa~d were to
call upon let us say the New York Tederal Reserve Bank to
discount for the one in Okxlehoma, <hat we would have a
perfect m-ans of assuring curselves that the p aper we are
goinz to et is good reliable paper. The machinery is
perfected for the credit srstem for working it out mecst

scientifically.
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The Secretary of the Treasury: Thie is not germane to
the inquiry, Mr. Goldman, but your remarka about the
charecter of comasrcial paper are very interesting. Fave
you any doubt in your mind that there is a sufficient amocunt
of available comrercial paper under our present systeme
to afford these banks ample bueineae? I mean under the
definition of eligitle rarer in the Eill.

Mr.-Goidman: I will answer that yee or no, and if I an
too strong in ny aéeertion — &nd I have thought it over a
good deal; I have just returred from Eurore and have had
plenty of time on the steamer to think about it — if you
make these banks strong enough you will have asufficient
ancunt of activities for them. They will invite busziness,
they will act as an encouragment to the member banks to
afford the accommodation to their cultorers at times when
they have not the resources of their own sufficient to do it
with. But if the merber bark in verious rections of the
country, or many of the merber barka, overshadow the
Reserve Bank, they =ill not go;gt for di-count; they will
rather curteil business; and that i3 what we are trying

to avoid.

The Secretary of the Treasury: Wall, that is due, do you
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not think, lergelv to ths rrejudice that exlist: ageinst

‘redi.counting, &> vou ds:icrived it haratofors.

bkr. Goldman: Vo, I trirk it i: due to &an oreration of
the huran mind thzt i» -0 old that you ceannot contravene
it ty la-, and that i- that tha gre:ter will net zo to th:
le. er for bu ine. ..

The Secretary of the Trea.urv: Put are you not ovarlock-
ing the very iurortant element of .trangth in the.s bank-:

re.,0uUrc2s

when you exrress that view? The of a Federal
Re-arve Bark are nct liritz4 either to it> carital or to
the re.arvse. davo:ited with it, by any means, beciu 2 it
he. in ad<ition to that, the -o=3r of dre~ing throush tha
Fedarcl Reserve Bcard bill. to zuch an extent a. it is ablas
to rut upr the nece: ary gold r2 =2rve and liquid rerer.

Nr. Geldran: PNo, I 20 not overlcok that.

The Seoratary of the Trea-ury: £And that i- an elerent of
~trangth *hich 1 , cf cour 2, irre:i-titls.

kr, Coldman: They will teke thxt orrortunitv, but tkray

will not take th2 other. Put thet 1. rot & bu ines. makirg

feature for the Re-arvs Bark; thst i-. =irrlv one of thes
functicn: it i, to rarforn, tc fur:i-h tha bili..

Tha Secrestary of the Trea ury: ."hy is it not & bu ira -
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feature.

Mr. Ccldmar: I mean from the senase of vrofit.

The Secretary cf the Treazury: Why rot?

The Secretary of Agriculture: It arises cut of business
transactione.

¥r. Goldmen: I am not criticizing it, you understand—

The Secretary of the Treessury® But it can te a profit-
eble businesc. Tke Recerve Bank can rake &2 rrofit on those
transections as wvell &e on anyth}ng else.

Er. Coldiran: Put not to & sufficient extent. Their
trinciral businesa ought nct to be the printing of bills or
mediums of exchange, so called money, tut their princiral
business ocught to be di=mcount, and that is what you are
lockirg toward.

The Becretary of the Treasury: Exactly, but that will be
discounting in a certain sense, because they will be do-
ing w»hat we call an electric parlance taking up the peak

?’Q locad at anytime when it arpears, and that iz exactly one
of the chief things the Act is deaigned to accomrlish.

Mr. Goldnan: I krow that, and I believe you will accom—

rlish it.

Digitized for FRASER The Secretary of the Treasury: That is an elaestic provizion.
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Mr. Goldman: I believe it will accomplish it if it is
strong enough. I do not believe it wili accomrlish it
if it is not strong enough,I{ the eelfish ambition, in
the broad sense, not the narrow sense, I do not mean
malevolently selfish, but call it enterprise, if you
choose, if the personal ambitions of member banks to
overshadcw are not curbed by the porer and size and strength
of the Reserve Banks, you will have many of the old diseases
unoured. I velieve if they are strong enough, this
Bill has been magnificently thought out.

The Secretary of the Treasury: The reserve power that
they have through their ability to secure or to convert
their resources into roney when required, that ie into
circulating notes, is a power of transcendant importance
here.

Mr. Goldman: Yes.

The Secretary of the Treasury: And I say that, disregard-
ing the capital and the reserves which they carry; I mean
t0 =ay vou cannot disregard that pcwer when you consider
the strength of these bankas, because it is a very
essential and enorrous element of power.

Mr. Goldman: I do not disregard it, Mr. Secretary,
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but I do believe that in business there are peychic
factors which are so old and ao ingrained in the human
mind that no system can set them aside, and one is capital
strength of an institution.

The Secretary of the Treasury: There is no question about
that.

The Secretary of Agriculture: Sometimes it is nearly all
peychic , is it not?

Mr. Goldman: I think there are times, and at the very
critical times when it is &ll psychic. But up to that
time, if the psychic operation is in the right direction,
some of the cruelties which occurred here in 1907 would
never have occurred.

The Secrstary of the Treasury: We think this systen is
loaded with psychics.

Mr. Goldman: I think it is.

The Secretary of the Treasury: And that ie one of the
thinge we have expected to accomplish.

Mr. Goldman: ‘I hore I have made myself clear that I
think thie bill is a magnificent irstrurent—

The Secretary of the Treasury: You have, lr. Geldman,

and we were just developing the argurent —
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‘5“ Mr. Goldman: And I 30 not want to criticize if -_—

The Secretary of the Treasury: No, we understand.

Mr. Goldman: But I believe you have in your handes, in
the administrative part which you are performing, in trying
to make up your minds about the matter the power to make
it a great vehicle for good, and the posaibility of errors
of judgment or advice that might lessen ite effects very
much.,

The Sescretary of the Treasury: There is, in addition to
the psychic forces to which you refer hete the additional
powér of education which i3 apt to operate very largely as
the system goes into effect and ita bensfits come to be knom
and the velue of its orerations cormes to be recognized. That
of course, comes along with the develorment of the syestem
itzelf.

Mr. Goldman: You know, in my craft of banking, I am very
much like you in youre. I believe in fcllowing tha lines
of least resistance, and not doing toc much educating.

The Sscretary of the Treasury: W¥ell, a lot of it is quite

QSR neceseary at tirmes. .

Kr, Goldman: It 1=,

The Becretary of the Treasury: Ve are very much otliged tc
you.
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[ 3 STATE OF HENRY 4. BIZALLION.

The Secretary of the Treasury: Mr, Bdzallion, will
you kindly state rour occupation and official com:ectfon?

Mr, Bizallion: T am the President of the Gotham Wational
Zank. T have had 24 years ex erience in Yew York banking
in *he retail section.

The Secretary of the Treasury: You know the proﬁlem
confronting the committee., Tf you have any views as to the
division of the couniry into these districts, particularly
the eastern mart of the country here, and as to wat{ terri-
tory should be contiguous to a Federal Reserve Hank in the
City of Yew York, we slm1ll be glad to have them.

Mr. Bizallion: T will give them %to you very briefly. T
do 1.0t seem to have exactly the same view of the eight or
more Federal Reserve Banks as some of the many men who have
preceded me have, because it seems to me that take the
Federal Reserve Bank of New York or of Chicago, for ins tance,
people will generally view the Federal Reserve Pank as one of
the large banks, with their combined capital of somewhere
in the neighborhood of $100,000,000 or 3112,000,000, and it
does noyt seem to me so important that the Federal Reserve

Bank in Philadelphia or Eoston may have a commratively srmmll
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capital, as some of these men lave thought.

As T look at it, suppose Chicago has demands greater than
it can supply. 1f Yew York has a surplus, the funds from
New York will be quietly transferred.

T think a Federal Reserve Bank should be located in New
York, of course. Tt should serve Greater New York and Long
Tsland, and possibly WestchesterCounty, Jersey City, Hoboken,
and the Metropolitan District generally. My idea is based
on our retail business.

Then T think there should be a Federal Reserve Bank in
Boston, serving New England. I think tlhat the Vew York
Federal Reserve Fank should also serve New York State, te-
cause the general trend of business lms been in that direction.

The Secretary of the Treasury: Do you think it should
take in a part of Connecticut?

¥r. Bizallion: Tt does not seem to me that it should.
The Federal Reserve Bank would not doubt establish a branch
in Hartford, and T cannot see timt it is importantfvhether
the dealingsare had with a branch of the Federal Reserve Eank

”~ of Boston, or with a branch of the Federal Reserve Bank of
| New York.

The Secretary of Agriculture: Suppose it should be dis-
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4.5 c
o coverea that the norral pusiness connectiors\have been with
New York up tn that time? Would you disturb those normal
business connections?
Mr. Bizallion: T would not consider those, I do not
see how they would enter.

The Secrttary of Agriculture: You think that is negligible,
do you?

Mr. Bizallion: T think it is, inasmuch as the eight
Federal Reserve Banks will be practically all one bank, that
is, under the same principal control. Their funds are trans-
fwrred from place to place as needed, in the form of re-
discounts.

The Secretary of Agriculture: You look at them all as an
agsregate reserve reservoir.

Mr. Bizallion: Yes, tlat is the way T look at it.

Then it seems to me that Federal Reserve Bank No. 3 should
be located in Philadelphia, serving not the entire State of
Pennsylvania, but the eastern section. 1 think the western

- section of Pennsylvania should go to a bank located in
Cincinnati.
The Secretary of Agriculture: Would you put the Pittsburgh

business there?
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Mr. Bizallion: T would put it in Cincinmti.

The Secretary of the Treasury: Coming on down the Coast,
where would you put the next one?

Mr. Bizallion: T would put the next one at lew Orleans.

The Secretarylof the Treasury: You would disregard
Atlanta, would you?

Mr. Bizallion: T would.

The Secretary of Agriculture: T!mt means nothing between
Philadelphia and ¥Vew Orleans.

Yr. Bizallion: ©WNo. T think Philadelphia would serve as
far south as FVorth Carolina.

The Secretary of the Treasury: Wmt would you do with
Florida, Alabama, Georgia and South laroline®

¥r. Bizallion: T would send them to ¥ew Orleans.

The Secretary of the Treasury: You would turn them in
there?

¥r. Bizallion: T think that the Federal Reserve Bank at
New Orleans would no doubt have a branch at Jacks onville.

The Secretary of the Treasury: Then wiat next?

vr. Bizallion: Then it seems %o me T should locate one

at St. Louis, one at Chicago and the other at Denver, but

for my conclusions T need nine instead of eight.
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e
The Secretary of the Treasury: Where is the other one?

¥r. Bizallion: The other ore, of course, at San Francisco.
It seems to me the one at Yew Orleans could very properly
serve the southeastern portion of Tems..

The Secretary of the Treasury: Have you prepared any
figures showing the capitalization of the different banks on
that basis?

Mr. Bizallion: Roughly, “r. Seeretary.

The Secretary of the Treasury: Will yo be kind enough
to transcribe those and submit them with a map marked as you
think the territory should be @ ivided for the benefit of
this committee.

Mr. Bizallion: 7T should be very glad to.

The Secretary of Agriculture: What would you do with the
northwest Pacific Coast?

Mr, Bizallion: T would have all the Pacific States served
from the Federal Reserve Bank in San Francisco, with a branch
probably at Ios Angeles and another in the northwest. My
thoughts lave been on the supposition that a branch of the
Federal Reserve Bank in San Francisco could serve as well as
the Federal Reserve Bank in San Francisco itself.

The Secretary of the Treasury: Bach branch is supposed to

Federal Reserve Bank. of St. Louis
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f
be able to exert the power of the whole institution if

necessary.

Mr., 5izallion: So T understood from my reading of the la-

The Secretary of the Treasury: T mean that it is avail-
able for the purposes intended, at any one given point.

Mr, Bizallion: So that T see no disadvantage in the
banks of the State of Washington, for instance, being con-
nected with a branch in Seattle or Spokane.

The Secretary of the Treasury: If you will submit that
data as an exhibit to your testimony, we will be ohliged to
you.

v, Eizallion: T shall be very glad to.

The Secretary of the Treasury: lr., Clarkeand Vr. Townsend
come next, and T think r. Clarke had an appointment, so we

will hear him now.
STATEENT OF IBUIS L. CIARKE.

The Secretary of the Treasury: Mr, Clarke, willya
pleas.state your connections.
American
Mr. Jlarke: T am Pre.ident of the/Exchange National
Bank.

The Secretary of the Treasury: You are familiar with the
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problem that the committee is trying to solve, that iz, the
irmediate »roblem of dividing the country into no%t less than
eight nor more than twelve districts under this law, and the
establishment of a Federal Reserve Bank at some point within
eech one of those districts.

Mr. Clarke: Yes.

The Secretary of the Treasury: Have you given consider-
ation to that question?

Mr. Clarke: T have given it very careful ccnsideration.

The Secretary of the Treasury: We would be very glad to
lave your views about that.

Mr, Clarke: T have divided the United States into eight
districts, feeling that the minimum division was better than
the mmximum division in point of strength, and for the good
of the whole country and for our financial situation as a
whole.

The Secretary of the Treasury: T see tat you have a
tabulated statement in your hand. You need not read the

r whole of it, but you may state your conclusions, and your
figurés will be included in rour testimony as an exhibit.

Mr. Clarke: T will make a statement of the conclusions.

In reaching those conclusions T have taken the population and
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the capital and surplus, and the square miles in each state
which T have included in that particular district. Tn order
to get the population T have taken the census of 1910, and
in order to get the capital and surplus T have taken the
Comptroller's call of October 31st, 1Cl1l3, as well as for the
nunber of banks ia each district.

Now my feeling is that so far as Yew York is concerned,
it is most important that it have a large Federal Reserve
Bank, because of the fact that New York has been looked upon
as the financial centre of the United States, always frou tae
inception of “he states. New York, T may say, has alvays
been looked upon as the financial headquarters of the country.
Také it abroad, forcigners look upon Yew York as more or less
the United Stutes. They look at the quotations, uoney, rates
and everything just as we look at the quotations for Tondon,
Paris and Berlin. Tt is with that idea that T start.

Take the states of laine, Yew llampshire, Vermont, lass-
achuset s, Rhode Tsland, .Connecticut, Yew York, New Jersey
and Pennsylvania, they have a vopulation of 25,802,000, in a
P territory of 168,625 square miles; a capital and surplus of
| $807,000,000, the number of banks being 1,505. On the bacis

of three per cent subscribed, the c apital will be 324,210,000,

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



N . 250
. with an additional $24,210,000 subject to call, which would

mke a total of $48,420,000. That would mmke the main bank
as large in paid capital as any finmancial institution in the
City of Yew York, and with a subscribed capital twice as
large; and therefore, even though you have got the great
aggregates of capital and the central board of control in :rour
federal reserve system, T feel that it is most important that
the Federal Reserve Bank in the New York district should be
comparable with the largest mational institutions located in
the same district.

The Secretary of the Treasury: Have you figured the
reserves that that bank would hold?

My, Clarke: T have not figured the reserves., T have
joined up on the basis of capital.

The Secretary of the Treasurv: 1Ierely capital?

¥Mr. Clarke: That is all T have figured on as the basis,
and T think that is the most important.

Then T feel that Washington or Richmond should have a

A~ Federal Reserve Bank covering the states of Virginia, West

Virginia, “orth Carolina, Maryland, the District of Columbia
and Delaware. This district has a combined population of
7,316,000 in a territory of 133,810 square miles, with a

‘ eapital and surplus of $100,000,000, the number of banks being
Digitized for FRASER
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463, according to the Comptroller's last call. The capital
subscribed would be 36,000,000, with £3,000,000 paid in and
£3,000,000 subject to call.

T would take Atlanta next, serving the states of
Mississippi, Alabam, Georgia, Florida, Tennessee and South
Carolina. These states mmve a population of 10,995,000,
in a territory covering 289,205 square miles. The capital
and surplus is 583,000,000, and there are450 banks. The
subsecribed capital to the Federal Reserve Bank would be
$4,980,000, of which 2,490,000 would be mid in, the reminde:
being subject to call,

The Secretary of the Treasury: You are adhering strictly
to state lines in this lay-out, are you?

Mr. Clarke: Yes, I think it is much better to adhere to
state lines.

The Secretary of the Treasury: Under those cirfumstances
you would throw Memphis into the Atlanta district.

w, Clarke: Yes.

The Secretary of the Treasury: The course of exchanges
and of business in lemphis is not in that direction., T want
to bring out the point clearly that you have disregarded those

considerations in adhering stictly to state lines.
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Mr, Clarke: T have adhered strictly to state lines in

6 view of the fact that in dividing up these districts T have
had regard to points which are reached by a one-day mail,
and so long as it is a one-day mail it makes no difference
whether Memphis goes to Atlanta, or goes to New Orleans, or
goes west to Omama or St. Louis, or north to Chicago.

The Secretary of the Treasury: All right. T merely
wanted to call attention to the basis of this division, and
the effect that it might have upon the ordinary course of
business.

Mr. Clarke: T think the one-day point is the essential
thing to lock at.

Next T take Chicago, and in that district T include Ohio,
Minnesota, Wisconsin, ¥ichigan, Tllinois, Tndiana, Towa, and
Kentucky, with a combined population of 24,300,000 people,
in a territory of 227,805 square miles. T think it is better
not to split a state. T think it is better to have each
district defined by states.

In this Chicago district the combined subscription would
be $24,300,000, of which $12,150,000 wculd be paid up, and
912,150,006 would be subject to call. That would bring

Chicagec &8s second to Vew York. Chicago is the great grain

¢
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1
centre, and las been recognized as a great fisancial centre.
Tt has been growing right straight along, and T think under
the circumstances , being a large centre, it would naturally
be in a position to serve the western and other surrounding
territory.

T next take St. Louis or Kansas City. St. Louis is a
eentrai reserve city, but T rather feel that possibly Kansas
City might be quite as good as St. Ilouis. In that territory
T include Kansas, Oklahomr, Yissouri and Arkansas, with a
combined population of 8,216,000 in a total of 275,402 square
miles. The total subscription would be $5,700,000, of which
$2,850,000 would be taid in and $2,850,000 subject to call.

Jext T take Omaha or Denver. T know a good rany people -
alvays speak of Denver as one of the regional points, because
the mint is there, but T do not so consider it. T feel that

it is out of the matural order to go to the mountains for

your money, and that the more logical place would be at the

east end of Nebraska. Tt would be more central. Of course,

Denver would be a one-day mail roint as well aw Oraha, but T
think Omaha would be very much more satisfactory.
In that territory T include Montana, Wyoming, Colorado,

New ¥exico, North Dakota, South Dakota, and ¥Yebraska, with a
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combined population of 4,001,000, in a territory of 696,430
square miles, with a combined capital and surplus of
$70,000,000, the number of banks served being 746, That
would have a total subscription of $4,200,000, with
$2,100,000 maid in and $2,100,000 subject to call.

Then T would have San Francisco taking in the region west
of the Rocky Yountains, including the States of California,
Oregon, Washington, Nevada, Tdaho, Arizona and Utah.

The Secretary of the Tre;aury: By the way, what do you
do with Texas?

¥r, Clarke: T am coming to Texas last.

The Secretary of the Treasury: T thought perhaps T might
not have heard you when you stated it.

Mr, Clarke: T first drew up my paper for the sake of
argument, myself, and --

The Secretary of the Treasury: All right. T sim~ly wanted
to know what you had done with Texas.

Mr, Clarke: T Iave put Texas into the last division,
in mmking up my argument.

San Prancisco, as T say, should take in California, Oregon,
Washington, Nevada, Idaho, Arizonma, and Utah, That district

has a total population of 5,177,177, in a territory covering
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717,000 gquare miles; eapital and surplus $130,000,C00,

divided among 519 banks. The total subscription would be
$7,800,000, with $3,900,000 paid up and $3,900,000 subject
to call.

Then T take Houston or New Orleans, and in that distirict
T include the states of Texas and Iouisiana. Possibly Mew
Orleans is the more logical point on account of the Panamm
Canal, and so forth, but T am rather inclined to Houston.
That district mas a population of 5,552,930, in a territory
covering 314,500 square miles; capital and surplus $91,000,000,
with 550 banks. The total subscription would be
$5,460,000, of which 32,730,000 would be paid Vin and
32,730,000 subject to call. |

The Secretary of the Treasury: What did yo do with the
northwest? Did you touch Washington and Oreéon?

Yr, Clarke: Yes, T nut them in the district west of the
Rocky ¥ountains.

The Secretary of the Treasury: You include them with
California?

Mr. Clarke: Yes. The territory west of the Rocky
Mountains is more accessible to San yrancisco,. It Trings

them into the limit of a one-day mail.
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A recapitulation shows $106,860,000 subscribed, with
7,502 banks, showing a combined capital and surplus at the
last call of $1,781,000,000.

The Secretary of the Treasury: This is all bas ed
entirely upon the mational banks?

¥r, Clarke: This is based entiely on the national banks,
and the figures as T lave stated are those given in response
to the last call of the Comptroller. T have made my cal-
culation without regard to the state banks. T do not see why
all the country banks should be hungry to come in.

The Secretary of the Treasury: Why do you say that?

Mr, Clarke: FEecause tr;ey have got to lose money to come in.

The Secretary of the Treasury: 1T cannot see that,.

¥y, Clarke: The money that they have ‘n their reserve |
now is in central reserve cities-drawing interest, and --

The Secretary of the Treasury: Would it surprise you if
T told you that they are coming in very rapidly?

Mr, Clarke: T know they are, and maybe they feel that 11;"
is a kind of a good thing to be on the band wagon, but T
cannot see it quite so. Tt my be from their viewpoint, of

ccurse, but T have disregarded the question of state in-

stitutions. The only way T cculd form my conclusion was on
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the tasis of national banks, those that would lose their
charters if they did not come into the system.

Thie Secretary of Agriculture: Have you considered the
norm 1 course of trade? For instance, do vou consider the
southern connec*ions as couming to Philadelnhia rather than
Baltimore? You suggested Philadelphia for the section as
far down aw North Carolina, did you not?

yr. Clarke: o, T suggested Washington or Richmond.

The Sacetary of Agriculture: Oh, yes, T beg rour rardon.

Mr. Clarke: Yes, and T have had due regard for the couniry
as a Whole, on the question of calling for accomnodations.

T take for instance, Texas and Louisiana on account of the
crop situation there, and T take Atlanta as being a one-day
point, and rather central to the section around it, and T
take Washington or Richmond as being central to tobacco and
cotton, and then T take Yew York as the mnin reserve, or
whatever you mny want to call it.

The Secretary of the Treasury: Or in the vernacular"the

” main guy".

Mr, Clarke: The main guy, if jou chooee to call it so,

and if after your deliberations you should decide %o ke

New York the main guy, T should be glad to have you do so.
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The Secretary of Agriculture: What would you say to the
i suggestion that by having the area such as you mve defined
here there would be very strong pressure at particular times
on account of the seasonal movements.

Mr. Clarke: That is my idea in having Chicago a large
reserve centre.

The Secretary of Agriculture: But then you would have
the same thing here in Texas and Louisiana?

Mr, Clarke: The same what?

The Secretary of Agriculture: You would have the stress
coming froim all over those two states at one season of the
year.

The Secretary of the Treasury: That being a homoge:ous
territory, with one kind of credit.

*r., Clarke: Then they have got New York to call upon, or
you can call upon San Francisco. They probably would not be
called upon to serve that territory at such a time, because
San Francisco would not be called upon. They do nol come in
as borrowers to a very great extent.

The Secretary of the Treasury: Then you have grouped the
centres here in the Yiddle West pretty close together?

Mri<Clarke: Yes, but T feel that by grouping them in that

-
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way it rather strengthens their position,

The Secretary of the Treasury:

figures as an exhibit to your testimony?

Mr. Clarke:

Yes.

The sta tement referred to is as follows:

Census of 1910. Comptroller's Call of Octo

b/er/;‘/‘
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"Will you submit those

21st, 1913.
Square Capitai &
State Population Miles Surplus. No.
New York.

Maine 742,000, 33,000 11,000,000. 69
New Hamvoshire 430,000. 9,305 8,000,000, 56
Vermont 356,000. 9,565 7,000,000, 49
Massachusetts 3,366,000. 8,315 96,000,000. 178
Rhode Tsland 542,000, 1,250 11,000,000. 20
Connecticut 1,114,000, 4,990 31,000,000. 78
New York 9,110,000, 49,170 344,000,000, 477
New Jersey 2,537,000. 7,815 45,000,000, 203
Pennsylvania 7,665,000, 45,215 _254,000,000. 838

25,862,000, 158,625 807,000,000. 1968

SUBSCRTPTTON 48,420,000. - 6% --
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‘ Saquare Japital &
- State Population Tiles Surplus ‘0.
; VASZ1-GTO or RICH 0. D,
Vi-gi ia 2,001,000, 42,450 29,000,000. 133
Vest Virginia 1,221,000, 24,780 16,000,000, 116
N worth larolina 2,206,000, 52,250 11,000,000, 72
Maryland 1,255,090, 12210 2¢,000,000. 105
District of Jol. 351,000, 70 12,000,000. 12
Delaware 202,000, 2,050 ~ 3,000,000, 25
7,31£,000, 133,810 100,000,000, 463
SUESCRIPTTON 6,000,000, - 6% =~ 3,000,000, - 3%
ATTANTA.
Tississippi 1,797,000, 46,180 5,000,000, 33
Aladama 2,138,000, 52,250 15,n00,000. 90
Georgia 2,606,000, 59,475 24,000,000, 117
Florida 752,000, 58,680 11,000, 000. by
Tennessee 2,185,000. 42,050 19,000,000, 109
South larolima __1,514,000, 30,570 8,000,000, 48
» 10,995,000, 289,205 83,000,000, 450

SUBSSCRIPTIO 4,980,000, -
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Square Capital &

- State Population Miles Surplus Yo.
CHICAGO

Ohio 4,767 ,000. 41,000 94,000,000, 380
¥innesota 2,076,000, 83,365 41,000,000, 271
Wisco::sin 2,334,000, 56,040 26,000,000, 129
Michigan 2,810,000, 58,915 23%,000,000. 99
Tllinois 6,639,000, 56,650 121,000,000 459
Tndiana 2,701,000, 35,350 41,000,000, 256
Towa 2,225,000, 56,025 33,000,000, 341
Kentucky 2,290,000. 40,400 __ 26,000,000, 145
24,842,000, 427,805 405,000,000, 2080

SUBSCRIPTTOY 24,300,000, = &% == 12,150,000. = 3%,

_ST, IQUTS or KANSAS CTTY.
Kansas 1,692,000, 82,080 18,000,000, 21%
Oklahoma 1,657,000, 70,057 18,000,000, 326
¥issouri 3,293,000. 69,415 52,000,000. 133
Arkansas 1,574,000, 53,850 7,000,000. 54
8,216,000. 275,402 95,000,000, 726
. SUBSCRTPTTOY 5,700,000, - &% =~ 2,850,000, = 3%.

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



262

‘ Square Capital &
State Population 1files Surplus No.
OIAHA or DENVER
lontana 376,000, 145,080 8,000,000, 59
Wyoming 146,000, 97,890 3,000,000, 30
Colorado 799,000. 103,92 5 19,000,000, 126
Yew llexico 327,000, 122,580 3,000,000 40
North Dakota 577,000, 70,795 7,000,000, 146
South Dakota 584,000, 77,650 6,000,000. 104
Nebraska 1,192,000, 77.510 24,000,000, 241
4,001,000. 696,430 70,000,000, 746
SUBSCRTPTTO: 4,200,000, - 6% -- 2,100,000. - 3%,
SAN FRANJTSCO
California 2,377,549. 188,360 85,000,000, 253
Oregon 672,765 96,030 14,000,000, 84
Washiagton 1,141,990. 69,180 17,000,000, 76
Yevada 81,875 110,700 2,000,000 10
Tdaho 225,594 84,800 5,000,000, 55
> Arizona 376,055, 113,020 2,000,000. 13
h Utah 373,351, 84,970 5,000,000, 23
5,177,177. 717,060 130,000,000, 519
SUBSCRTPTTOY 7,800,000, = 6% == 3,900,000. - 3%.
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263-264.-265
Square Capital &
State Poprlation liiles Surplus No.
HOUSTO® or NET7 ORLEA'S.
Texas 3,896,542, 265,780 77,900, C00. 519
Louisiana 1,655,383, 48,720 14,000,000, ikt g
5,552,930, 314,500 91,000,000. 530

. SUBSCRIPTTIOY 5,460,000, - 6% =- 2,730,000, - 3%.

F.R.2ity. Population  Sg.M. Jap.& Sur. Mo,
Banks
Yew York 25,862,000, 168,625 807,000,000, 1,968
Rich.or Wash. 7,315,000, 135,810 100,000,000, 453
Atlanta 10,895,000, 289,205 83,000,000, 450
Chizago 24,842,000, 427,805 405 .000,000 2,080
St. L. or Kas.ly.8,2156,000. 275,402 95,000,000 726
Omaha &r Denver 4,001,000, 695,430 70,000,000 746
San Francisco 5,349,177 717,060 130,000,000 519
Houston or ¥.0. _5,552,930. _ 314,500 91,000,000 550

91,962,107 3,022,837 1,781,000,000. 7,502

SUSSCRIPTTON 106,860,000,




Digitized for FRASER
http://fraser.stlouisfed.org/

266

¥r, Clarke: Now if T may be allowed, T wrote a letter to
one of our correspondents here who rade inquiry of me as to
the federal reserve system, and so forth, and wgnted to know
if he could call upon us, and what my ideas were. T should
like to read an extract from my reply to him.

Tre Secretary of the Treasury: D2 vou propose to file
this as an exhibit?

Mr. Clarke: T will just read the part of it that is a
reply to his inquiry. T wrote himas follows:

"Yes, we intend to join the system and you c an rest
assured it will afford us pleasure to be of service to you
in the future in any way possible, whether you are a member
or not. Frankly, in my mind the one important question is
the Reserve Board. Should the President select and be able
to o’t?tain the services of men of high standing and men of
stability who in most cases mave made their record and
desire to round out their career with honor, in 2y opinion
the new currency system will be a great success. The fact
is there are so many privileges, direct and imnlied, that it
is necessary to have an exceedingly strong and level headed
Board. Should there be any specific questions you desire

to put, commnd me, and it will be a pleasure to respond.”

-~

Federal Reserve Bank of St. Louis



267

u
Tne Secretary of the Treasury: There is a great deal of

. siress being laid on the personnel of this Board. Of course,
that is a matter of very great importance, but have you any
doubt that we can find five thoroughly patriotic and camable
men in America to serve on this Board?

Mr. Clarke: T have not. T think you can. T am firmly
of the opinion that President Wilson and those associated
with him are anxijous to get the best men they can, and that
they will leave no stone unturned to get the best, and it is
my hope that rou will find enough patriotic citizens who will
be willing to accept. T think you will. Tt is going %o be a
good deal for some veople to give up, but for a man who has
made his record and who wants to round out his career, T
think there are plenty of them who wi 11 be only too glad to
acecept the honor and to serve as members of this Eoard.

The Secretary of the Treasury: Do you think of anything
else that we wish to ask of ¥Mr. Clarke?

The Secretary of Agriculture: Yo, T do not,

The Secretary of the Treasury: We are very much obliged

to you, Yr. Clarke.
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STATEMENT OF EDWARD TOWKSEND.

Mr. Townsend: I an President of the Iuportera' & Traders'
National Bank of this City.

The Secretary of Agriculture: Mr. Townsend, you Lave
heard some of the questions we have been asking and the
problem that is confronting the Committee of divi ing the
country into districts and designating a ressrve center in
each district. We would be very glad to have you give us
your views as to the general problem, as well as the problems
in this section.

Mr. Townsend: Well, I am of the opinion, 3ir, that the
Reserve EBank in New York should have a large capital, pro-
bably from twenty to twenty-five millions of dollare, be-
cause New York is the financial center of the United States.
New York at all times financee largely all the large business
interests of the country. If we were to have a tight
money market, our accommodations -- the banks in this section
would require liberal accomnodations and they should have ths
facilities largely, in my opinion, from their own bank —
Federal Reserve Bank. At the times they did not require
it, the Feder:zl Reserve Bank of New York would be better

situated, being in the best market to make the choicest
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eort of investments for itself, so that in every orop
moving period, when there was simply a demand for money, i
the Fedsral Reserve Banks throughout the country at large
could not supply the requirements, then, as under the
Bill, New York with its large resources in good shape
would be prepared to extend assistance to the others.

The Secretary of Agriculture: Have you thought of the
district that ought to be included?

Mr. Townsend: Why, yes; I gave a little thought to that
and I have drawn up one like this. I understand that
Pittsburﬁh and Atlanta are both anxious to be considered
reserve cities. I have made a distribution here of
eight and made up in this way: Of New York, New England,
New Jersey and four fifths of Pennsylvania would make a
capital of £751,000,000, capital and surplus, which, on a
three per cent basip would give the Federal Reserve Bank
here £33,530,000.

Pittsburgh, if it took in one fifth of Pennsylvania, the
District of Columbia, Maryland, West Virginia, Virginia,
Kentucky, Tennessee and Delaware would have #180,000,000
of capital and surplus, which, on a three rer cent basis,

would be £5,400,000.
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. Atlanta, &f it took in North Carolina, South Carolins,

Georgia, Florida .and Alabama, would have $£69,000,000, and

on the three per cent basis would give it 83,070,000 capi-
tal.

New Orleans, taking in Louisiana, Mississirpi,
Texas, New Mexico and Arizona, would have $939,000,000, whicl

on & three per cent basis, would give them a capital of

2,970,000.
B8an Francisco, taking in California, Nevada, Oregon,
¥Fashington, and Idaho, would make a capital of $133,000,000,

>4

which on a three per cent basis would give them £3,660,000.

St. Paul, taking in Minnesota, Wisconsin, North Dako-
ta, Oouth Dakota and Nontana, would have £85,000,000 capi-
tal, or capital for the bank on a three per cent basis of
$3,550,000.

8t. Louis, taking in Missouri, Kansas, Oklahoma,
Arkansas, Nebraska, Wyoming, Colorado and Utah, would have
$143,000,000 banking capital, or a capital for the bank of
$4,290,000.

Chicagr, taking in Chio, Indiana, Illinois, Michigan
and Iowa, would have $306,060,000 of banking capital,

or & capital on a three per cent basis of 59,180,000.

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



Digitized for FRASER

, 371
turn thet into ¢2sh °t eny moment, tnere will tioen be @

gre=t open discount m=rket, 2nd money will find its way into
cell loens ¢a the stock exchenge.

The Secretary of the Treasury: You s=y that pejer Las got
to be created?

Mr. Cowperthwait: I do not tiink it is in existence at
the rresent time.

The Secreteary of the Treasury: You me=n tane sgecific
character of peper you have 3n your mind?

Mr. Cowpertawait: Tne raper I mesn is the joper taat is
in the nature of an ecceiteance wuich is used abroad.

Tue Secretary of the Treasury: 2*re you spenking of domestic
accertances or itoreign eccerteances?

Mr., Covwperthwait: Vell, I ez Loging tonet in tnie country
the sort of pojer taat is crested =broad will be created
here. But I do not telieve thet it will be created here unless
there is o great benk in New York City wanich will give stabil-~
ity ond certainty of a market for all such iojer at all times.

The Secretery of the Treasury: The pnaper to which you
refer ap existing abroed is perer re,resenting foreign

traneactions, I me2n trensactione—
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that the 3mall intsrior barks make are not like thzss the
large City banks make, in that they are not as liquid. You
take the large city bank on the avzrage and its nrotes are
raid at maturity, excert at extreme times, and then arrli-
cation is made in & numter of case: for renewals, but under
ordinary circumatances fhey are absolutely paid. I 4o not
under-tand that i2 the situaticn throughout the country.
In very many of there smaller country banks, a man gets a
note in there and 30 long a¢ he pays it, the bank is delight’
to have his note renewed from time to time, and, thersfore,
if they are to have larger carital for this purrose, the
charzcter of the assets would not be liquid, eand it se=ms
to me, to »ome extent they shculd rely on the larger re-
serve rlacer, for instance, at the time they need it,
especially the moving of the crcre annually, and under this
sy3tem the rrobabilities are that ranic-, if they were check
ed in the large centerc, ranics such &: we have had before,
would not extend to the imterior.

The Secretary of Agriculture: W%hat about the convenience
of handling the buainess in a tsrritory as long as you

have sketched here?

Kr. Townzend: Vell, I do not %ee why that would not be
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3 nendled all rignt. We nendle business =21l over tue United
Stetes.
Tue Secretary of fgriculture: It would teke 46 hours
to get 1rom !rizona, longer then ti=t.
¥r. Townsend: Yes, but no benks siaould be in suca a pca-
ition, excert by itself individually, fernere, On some oOcca-

sion, that 48 houre should meke a very great difference.

Tney ought to know in edvence 48 hours of their condition.

The Secretery of the Tremsury: You =re excegting 1907

wLen yoﬁ meke tuat gtetement?

dr. Totneend: VYo, I em excerting no time.

The Secretery of the Treesury: 48 hours,

Mr. Tornsena: Yo, I do rot see may not. Tne tenks in
New York extended tueir loans very meterislly in 1907. €f
course, tuey went suort in their reserve. Ve went snort in
our reserve very lergely.

Tne Secretary of the Treasury: I wae siesking more 1ace—
tiouely of the situeqtion than geriously.

I.b ir. Townsend: The trouble wita tue country's banke in
every ianic since we neve isaued cleering Louse securities,
tuey very iroperly perneps,teke =larm, tecesuse wnen New York

isesues Cleerence Eouse oce:rtificetes, esrecislly in esome oi tae
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recent ye=rs, tuey essume very jprorerly tuat tuet meens tae
¢losing of ectuel cesa coming from tuoce lorge cities to
them. Tuey =t once comrence to tortiiy tnezselves, °nd
1nete?d of tortifying tiemselves ug to tue legel require-
ments a8 tue statistics suow, tuey fortitied toemselves,
#nere they migat Leve Ifrom 15 to 385 jer cent in reserve,
tuey fortified tznemselves =1l tae wey uy from 52 to 75 jper
cent. Tuey produced tue ranic by tuneir irignt. Tne first
result of tuet ie = derengement oi =2ll excaanges betieen
tae cities of tane Union, =2nd =8 soon ag taey get over tieir
Irigat 2nd comrence to let tneir money nczxe ott egein,
they hove moie taen tuerecis neces-ity for. Then =e heve
stegneation for yeere. Ii tuey could use tue reserves, =se
tuie contempletes how——3if tauey couvld heve some system
80 tauat tue benks would not take frigut, tut could ieel
they could get =seistence as thLey wanted it, excert in
individual ceses -—I do not teke it tnet any tank ever
gete in e condition tuet it does not know suere it is
d*ys tefore it requires nelj. |

Tbe‘Secretary of fgriculture: It nes peen suggested
several times taert abtesnk ougut to Le akle to reech tae

Reserve E°nk in 15 nours¢—= memkter btenk, 13 to 15 Lows
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Mr, Townsend: I should not think that was 30 essentilal
an object, no, sir. It knows generally 1t: demands, ex—
cept as I say if there were & run on a particular bank, it
rizht be inconvenienced by not being able to do that, but
I do not teke it in any bank that is prorerly run, that
there 19 ever such an exigency aa that arize:.

The Secretary of the Treazury: I do not think it has been
sugcested that it is essential they should be within 15
hours, but 1t has been sugcested as convenient.

Mr. Townsend: It night be convenient, but I ~hculd not
coneider it necessary.

The Secretary of Fgriculture: Your thcught in this arranq:
ment was rather in the normal movement of trade.

¥Kr. Townuend: Generally sreaking, that 13 right straight
through,— but you see if Chicago, for in=tance, has this
carital of nine rillion dollars, it would be large as con-
pared with New York's twenty-two million: -- the difference
in the volume of tusiness.

The Secretary of Agriculture: You heve ccne bty State lire

¥r., Townsend: Yes, very largely, excert in one ca-e,
where for Pittsburgh we chopred off one fifth of Pennsylvani:

The Becretary of Agriculture: Very much obliged to you.
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STATEEKT OF MF. J. Z. COWPERTIWAIT.

Mr. Cowperthwai t I am a merchant in New York,

The Secretary of the Treasury: What is your firm?

Mr, Cowperthwait: Cowperthwait & Sons.

The Secretary of the Treasur'y;' What kind of business are
you in? N

Mr. Cowp erthwdgt - Fumiture.

The gecretary of the Treasury: Yofi are one of a comm'itte‘
frc;m the Myerchants pssoci &ion of New York?

Mr, Cowperthwait; Yes, sir.

The Sex:retary of the Treasury: And a menler of the Curren
cy Committee of the Associ ation?

Mr. Cowperthwait: vanking and cur-ency.

The Secreyart of the Treasury: Now, Mr, Cowperthwait,
you have heard the discussions this moming, and you know
the information we want. Will you give us any suggestions

you have about the divisian of the country into these dis-—

tricts?
Mr. Cowperthwait: I put just a little statement on
paper. I say: I am peculiarly anxious to help make the

Currency Law work well as I believe that I was the first per

son to suggest to Congress the bagic principle of the law.
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It seems to be necessary that the Wew a¥ork Reserve
Yank should be very st-ong, because New York is the finan—
cial center of the country. If you have a weak bank here
you will have a weak system, the whole financial bprdy will
be weak because the heart will be weak. The surplus of
loanable funds will continue tc come to New Yok and this
city will continue to be the finan.cial center no matte~ how
you divide the country into districts. If the New York Bank
is very strong, that bank and its member banks will be bene- |
fited by the natural drft of money to New York, but if
the New York Reserve Rank is weak then this flow of money
will wuse State banks, Trust Companyes and private bankers
cutside of the new s;3*em. I think, therefore, that it is t
the interest of the whole country that at least forty
per cent of its bankinz pover should be represented in the
New York Reserve Bank., It seems tc me best that all the
cities of Boston, Xaltimore, Pittsburgh and Ruffalo should
be inside of the boundaries of the New York district.

The gecretary of the Treasury: Now the reasons fo.» these
conclusions, !r. Cowperthwait?

Mr. Cowperthwait: Well the principal reason 1is the view

that I have, that alarge open discount mark -t eill be es-
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tablishedin New York. I do mot thimk it is poassible to
estahlish any such market anywhere else in the country at
fi~st. But if the New York bank should Wwe very strong,
I think then there would come into existence discount
Youses or acceptance houses, and that we shall themn develop
a discount market with standardized commercial paper which
we have mot in this ccuntry and which they have abroad.
Now, I think the principal reason why they ha§e no
bankcs abroad is that the commercial paper is atandardized.
That gives banks and investors a chance to invest in com-
merzial paper with the certainty that they can sell it
whenever they see fit. Thare is no such commeréial apaper
made in this counmtry, consequently the loanable funds
do mot go into such paper. %hem anybcdy buys pap er in this
couvntry, the idea is that he is expected to keep it until
it matures. ;e has no good reason for thinking after he
Ptuys it that he can se¢ll it. But abroad, people buy com-
mercial paper with the idea tha* they cam turn it into cash
at any minute, Now that is what I believe will make the
proper test of this new srvstem. 1f a great discount market
is established in New York City so that any person buying

commercial paper will know almost to a certainty that he can
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.

turn that into cash at any moment, there will then be a

) great open discount market, and money will find its way
into commercial paper instead cf inte call Joans on the
stock exchange

The -gecretary of the Treasury: You say that paper has
got to be created?

Mr, Cowperthwait; I do not think it is in exiétence at
the present time.

The gecretary of the Treasury: You mean the sp ecific
character of paper you have in your mind?

Mr. Cowperthwait; The paper I mean is the paper that is
in the nature of an acceptance which is used abroad.

The Secretary of the Treasury: Are you speaking of
domestic acceptances or foreign acceptances?

Mr. Cowperthwait; Well, I am hoping that in this countiry
the sort of paper that is created abroad will be created
here. But I do not believe that it will be createdhere
unless there is a great bank in New Vork City which will give
stability and ce~tainty of a market for all such paper at
all times.

The Secretary of the Treasury: The paper to which you
refer as existing abroad is paper representing foreign

transactions, I mean transactions --
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Mr, Cowperthwait: Well, domestic im tke country, of
course.

The Secretaryg of the Treasury: Not wholly/

Mr. Cowperthwait: As I understand the situatian, I spent
some time in England and I studied up the questienm some-
what, I bélievo it is the bustom in England, where a p ersor
buys a large quantity of goads to give an acceptance. The
seller cf the goods will make a draft against the buyer,
and the buyer will then gb to some bank and get that bank
or banker or acceptance hovse ta give his aceeptance across
the face of that draft in place of the buyer's acceptance.
That then becomes a standardizéd piece of paper, and the
seller of those goods has that piece of paper which he can
sell any moment and tum it into cash at any moment, and
whoever buys it can then turn it into cash whenever he sees
fit; so that when a man in Enzland Yuys commercial paper
he has always in view the chamnce that he will become short
of money and he can turn it into cash instant y. Now that
situvation does not exist here.

The Secretary of the Treazsury: Yes, we do not have
domestic acceptances of that character.

Mr. Cowperthwait: And I believe under this law it will

Federal Reserve Bank of St. Louis
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be established.

The Secretary of the Treaa.ry: I do not think this law
gives any power to create domest ic accpptznces of the
character you describe but it does giwve the power to
creat e foreign acceptances; 1 mean acceptances based upon
foreign transactions.

Mr. Cowpartlwmalt: Yes,

The Se retary of the Treasury: Thoseof course will
come im o vperation under the new law; but purely domestic
acceptances are not provided for by this Act.

¥r. COWperthaité Yes, but }Mr. decretary, as I understan
the¢ law, national banks have no right to give acceptances
on domestic exchange wder the new law., They have on
foreizn exchang e, but not on dome stic,

The Secretary of the Treasury$ Fxactly.

MNr, Cowperthwait; Now I should hope that acceptrance house
would come into existences and that they would then giw

acceptances and these acceptances would be bousght by
national banks in this systern. I do not think there is any-
thing against then buying it --
the Secretary of the Treasury: There is no trouble

about their buying them, because it is, in effect, buyirng

L
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paper that is endorsed and then re-endorsed by the member
bank and the Federal Reserve Bank,

Mr. Cowperthwait$ Well, it is not an endorsement --—

The decretary of the Treasury: 1 say in effect it is.

Mr.Cowperthwaitﬁ Yes, but there is a great difference --

The Secretary of the Treasury; I know the difference. I
am qQuite familiur with it,

Mr. Cohperthuait; Yes, I did not mean to give you in-
struction in the matter but --

The Secretary of the Treasury: I .unaeratand your poirc
thcioughly. I was only speakirng of the fact, however, that
when this paper comes to the Reserve Bank i must bear
the endorsement of the member bank, no matter what the
form is, and the acceptance which come s up to the member
bank, would, in turn, have to bear the endorsement of the
member bank before it would be rediscountable by the re-
serve bank. There is no doubdt in my own mind that the
provisiom of this law are going to create a demand for com-
mercial paper of a new character and the Federal Reserve
Board has the power under the Act to define the meaning

or to give a definition of the character of commercial paper
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which is eligible under the Act. NXNo it can by regulation
prescribe such forms of acceptances, I think, as will en-
courage them to come into existence, but that will be a
development of the system, we all expect,

Mr. Cowperthwait: I do not know whether I make myself
clear, but I think the point is whether this market for

commercial paper shall exist ouvside of this syetem entire-
ly. Now the central bank in BEngland or in ¥rance or in |
Germany need not necessarily be a very strong bank, be-
cause the paper ne ver reacnes that bank. And wnat I hobe
here is ithat an enormous volume of commercial paper uwill
be created and bought and sold and never reach the
cent ral bank at all,

The sSecretary of the Treasury: 'fhsre is not any reason
why it should na be,

Mr. Cowperthwaitﬁ Well, that would depend. It seems tg
me that depends on the strengih of the New York bank, If
the bank 1s so wvery strong <that no one shall have any

doudt bu¢ that it will always be ready to Buy, in case
there is a necessity, <hen they will buy anl sell paper
freely; but if they have any doubt that it might work along

this line, if it is a =mall bank, samewhat smaller than our
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. great banks, a great many banks will not ever go it; they
woull rather not go td§ it.
The Jecretary of the Treasuryg Suppose the Reserve

Bank, on the oith.r hand, h.d the power which nore of the
member banks have, of converting that papef inio currency,
as they will have, through application to the Pederal Re-
serve Board, it has a strength there that will be unequaile:
by any member bank,

Hr. Cowpertlmait: I do not think it is so strong as if
it h . great capitalization.

The Secretary of the Treasury: 3Suppose it had boih?

It w an adequatée capivalization and «ll these resources

in .he form of the louzhable portion of its resources, and i
on .op of that it has the power of converting this paper
im o currency io meet any extraordinary demand or the
nonail demands of business, through ihe application ito
the Federal Reserve Bo xrd; iv has a strength chere which
is uhapproachable 0oy any of the member banks, because the
nembe r bank has not the powsr of converting its paper imto
’ currancy in ihe sam way. The poim is, we ought not
to lose sight of the fuct that the capitalization of these

bangs is not the sole element of consideration. It has
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beside and beyord tha a power, through ths Federal Reserve
Bpard, which is unlé&mited, so long as it can put up the
nacessary amount of gold reserve and furnish the neces-
sary amourt of liquid or eligible paper required by

this Act.

Mr. Couperthwmalt: I do not want to disagree with your
ideas gt . all. In fact I do agree with them,

The Secretary of the Treasury: I was only .anting to
bring out the point that there is an element of strength
which, in all_the testimony we haw heard here, seems8 to

be wholly disregarded.

The Secretary of Agriculture; And attention is directed
almost exdusively to the thing which is not of most im-
portiance.

The 3azcretary of cthe ireasury: Yes,

The secretary of Agriculture: Capital is by no means the
most important thing.

iThe Secretary of the Treasury; It is an element of
very great importance, but as the SeCretary says, it is not
a matter of sole importance. Now, Mr. Cowperthwait, have
you considered or studiesd the map of the country with refer-

ence to the division of the country into districts?
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Mr. Cowperthwait: 1In our committee of the )yerchants'
Association we want over it very carefully, and I think
the views that Mr. Bush and Mr Page have 'expressed, are
the views of all of us.

he Secretary of the Treasury: They are goirg to submit
it with their suggestions, as I understand itc,
Mr. Cowperthha.it; ¥y general idea is , I think there are
seven certain 3itu.ations$ New York, Atlanta, Chicago, 3t.
Louis, New Orleans, Denver and S« Francisco. Now to make
up the eighth bank, I should say there would be a chpice be-
tween Baliimore and Boston and Pitusburgh, I would rather
have all those three included in the New York district
but I should say if in any one of them there is a very
strong feeling about it and they want a bank of their
ven, 1let them have it, and in that way have ebght.

The Secretary of the Treasury: Have you anything else to
offer?

¥r, Cowperthwait: No, I thank you,

The Secretary of the Treasury: We will hear from Mr.
LudioW. M}r. Ludlow is Chairma of the Clearing House of

Hudson County.

~—
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STATRITNT OF SAIUEL LUDLOY, JR.

The 3ecretary of the Treasury: Just state your connec-

tions, }r. Ludlow

Mr., Ludlew: I am President of the Union Trust Company o.
Jersey City. I do not appear officially as representing
the Hudson Couniy Banking Association, but merely in-
cidentally.

The Se retary of Agriculture; You know our problems here-

Mr. Ludlo‘u; Yes.

The 3Secretary of Agriculiure: And we would be ey glad
to hear from you.

¥r. Ludlow; There were iwo elements which occurred to
me in connection with this investigation that 1 felt I
would be Justified in suggesting, Of course, the element
of districuving the country for ihe Reserve Banks is the

primary element which anters into yvour investigation, as I

-~ un erstand it, You cunnot very well dissociateds the
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Reserve Banks that micht be necessary. Th.a4 ithought has
occurred to me because, in reading this ACt, it does not
seem to provide specifically for a method of changing your
schgue of classification. I mean by that, the act pro-
vides that you are to urrange for not less than eight nar
:aore vhan 12 district reserve banks. It also provides

a m=8hod of adjustment of the stock --

The 3ccretary of the Treasury: You mean there is ng pro-
vigiou in ths bill for a readjustment of the linesof ihe |
district?

¥r. Lndlou; Yes.

The secretary of the Treasury; v That is expressly pro-—
vided for. Yot only is iv provided that cthe Federal Re-
serve Board nwy readjust the districts, but it mgy inc rease
them, if it starts out with elght, Lo a maximum of 12, at
any time, w«ithin its Judgment.

ir. Ludloh; Tha appeared as the object of vhe 0ill, I do
notl think thae is any doubt z2bouc that --

The S2erat ry of ithe Treasury: It is exprassl y provided
in the bill.

Nr. Ludlow: 3ut it szemad to be ratinar ambisuous in cthe

bill, becauss of il definitions. If you will just permit
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me a moment on the definitions --

The 3Secretary of the Treasuxy; Pardon me, »r, JTudlow,
but that is provided for --

The 3decretary of Agriculfure This is the statement,
that they shall not be subject to review except by the

wederal Reserve 3oard, which mgy readjust them,

Mr. Ludlouﬁ I see.

The Secretary of the Treasuxy; That is the act ion of
the organization committee which mgy not be subject to re-
view except by the Federal Reserwe Board, but there is
another power expressed in another part of the bill, which
in very dé8finite terms confers upon the rederal Reserve
Board theright to readjust the districts,

The Secretary of Agriculture; Thut is in the saune seo-
tion.

Mr. Lud’lou; Well, I did not came here to discuss that
question in particular but --

The secretary of the Treasuryﬁ That is a legal question,

" and we could not deal with it here.
Mr. Ludlow; Ba in connection with the districting
proposition I would like to suggest tkis thousht, that in
Digitized for FRASER
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consi dering the location of the sectional reserve bank for
the City of XNew York, for instance, 1if too wide territory
were attempted to be included in this section, it might
throw the general scheme in connection with the other
sectional reserve banks out of financial poise.
The concentration of such a large ampunt of Dbanking energy
in this metropolivan section of the countyy, both in con-
gsideration of the capital as well as in consideration of th:
deposit liabilities of the bank, is so out of proportion
to the general situation throughout the country, that it
has occurred to me that this particular district ought to
be concentrated as much as posdble. Under the most drastic
concentration, the capitalization of the sectional reserve
bank would be, in all probability, without question, much
larger than the capital of the other sectional reserve
banks.

The Secretary of the Treasury: XNow, )r, Ludlow, in that
connection, we should like particularly to hawe your views
about what part of New Jersey ought to be incorporated in
s the district to be served by a Federul reserve bank in

: New York, assuming of course, that one is located here,

Mr, Tudlow: I should say that portion of Ne® rersey that
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might be included in the 1retropolitan section of New York;
I would say the cowrt ics bordering on the Hudson River,
Bssex and Hudson Coun.ies bordering on New York gay. That
would include the thickest populated section of the state,
Thiew .:added to that Manhattan Island and Westchester Courky
probably and Long Island. That would bring a population
of possibly seven to eight million people.

The Secretary of the Treasury: You are speaxing, for

instance, of what we would call the greater r.etropolitan

district?

Mr. Ludlou; Yes,

The Se@ retary of the Treaswury: PREmbracing, I mean to say,
Tes chester County, the present metropolitan district of

New York, and what we might call the metropolivan area in

New Tersey?

Mr. I.udlow; fes.

The Secr stary of ithe Treasury: That would, of course,
take 21 Newark; you would not go as fur as Trenton?

Hr. Ludlow: No, sir, I would consider tltat in an entire-
ly different secd on. The object being tu cuncentrate the
energies of that particular section as much as posdble, in

ordar not to throw thc¢ cupitalization or resources of the
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sectional reserve bank unreasonably out of proportion to
the ovher banks, on the theory that in the ewnt of ile

availing of the provisions of the Act To relieve situa-
tions in varivus parts of the country under the direction

of the Federal Reserve Board, New York shoull have to be
relieved at some time, which is liable to happen, it wguld
practically absord the snergy from every other bank .arough-
out the country in full, if the capitalization of our XNew
York bank were out of all proportion to the capitulization
of the remnining sections, So vhat ¢he thought nas occurred
to me, that that Yew York institulion will of necessity

be lafge; i will by reason of the churacter of business

here, be extremely liguid as cumpared to the assets of ithe

‘other sectional reserw banks, 8o tha we should not try

1o embrace too much territory in the establishment of this
local sectional reserve bank,

The de retary of ihe Tr easury: rExactly, Now, have you,
thought of the other districts in the country, Mr, Ludlow?

Mr, Tudlow: Only in a general way, Mr. secretary. It

strikes me that vhe natural daw of commercial gravity has

- seemed to have established the markets whicih would indicate

| Nm——

the logical places to locate the various other sectional

reserve banks. The growth of cities depends on the energies

v
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of the outlying territory, and where one city has a larger
growth than anoither, it is a natural indication that comes
from the more genseral concentiration of the cnergies of that
community in that particular city,

The 3cecretary of ';.he"l‘reasury: What citi:s would you

have in your mind asbeiuns the headquarters of the eight

banks?

Mr. Ludlow; 1 should say generully Naw Yor"li civy, Boston
and Philadelphia; th& seems like a great many for the Rjast,
but the financial energies of the country are and have bee:
up to tae present time, and will be, no doubt, for a great
. way in the future located in that particular community;
and then adopting Chicuago, New Orleans, or 3t, Louis,
Omanha, 3an Prancisco, and possibly Seatile or Portland.
The secretary of the Treasury; Thank you, T, T,udlov.;
Te will noi tuke a recess until 2:30 o'clock P.r.
Thereupon at 12:45 o'clock a recess was taxen until 2:30

P..

»

-
.
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AFTER RECESS.

STATEMENT CF J. P, MORGAN.
The Secretary of the Treasury: MNr. Morgan, will you be

good enough to state for the record briz=fly, your business

connections and exr=rience in banking.
Mr, Borgan: My exrerience in general bueiness i3 in the
firm of J. P. Morgan & Comrany for a good many years. I
have bcen & partner there for some twenty odd years.
Aleo in London for seven years, in J. 0. Morgan & Company.
The Secretary of the Treasury: You, of course, are quite
familiar with the courees of foreign exchange.
Mr. Morgan: I have more or less familiarity with that.
The Cecretary of the Treasury: And domestic exchanges——
the courses of trade and commerce in the country?
¥r. Morgan: Yes, I think I have a certain amount.
The Becretary of the Treasury: Nr. Morgan, you are
familiar with the Federal Reserve Act recently pacssed, I
.‘ presuume?
| Mr. Morgan: Well, I aﬁ moderately familiar with it, sir,
I bave not learned it yet.
The Becretary of the Treasury: I presume you know what
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'i to divide the country under the requirements of the Act
into not less than eight nor more than twelve districts, a
to locate within each one of them the headquarters of a
Federal Reserve Bark., The Committee is addreseing 1ltself
to that protler now. We should like to have your views as
to what, in your judgment, would be, assuming that the Re-
serve Bank should be located in New York City, the tributar
territory which that bank should serve.
The Seoretary of Agriculturel. And also the larger ques-
tion.
The Becretary of the Treasury: Yes, I was coming to that
¥ You might assume, Mr. Morgan, for the purposes of your ans-
wer, that the winimum nunber, we will say, of eight, was
going to be established. The Committee, of course, heas not
detarmined how many, but so thet you may have some basis
uron which to answer the question I have just submitted.
Mr. ¥organ: WVell, I did not look at the matter so closel
cn the suggestion as to where the divisiocn should be as
to the territory that should be arrlied to each one. I war
l' trying in my own mind — figuring on your problem, I was
trying to see how the whole United States can handle this
thing.
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The Secretary of the Treaszury! You might address your-
self to the entire problem, if you like,

Mr, Morgan: Yes. I cannot say I think 1t ought to be in
New York,in Boston or in Philadelrhia, because it all de-
pend: on how large areas you are golng to take in. I think
the es3ential in the matter is that there should be ape of
the vanks, which rrobably would be in Kew York, or near
New York at any rate, which would have so large an amount
of aceete and carital that 1t would command the respect of
Eurore, the European natiocnal barks of :imilar character
and be able to work with them, with every perfect understandi
of its ocondition and position. Of courze, that can be
arranged by all the banka working together. This, as I
under<tand, is not t¢ be a lot of ssrarate banks, but a
lot of banks that are going to work together.

The Beoretary of the Treasury: Comordinative unit-.

Mr, ¥orgen: Co-ordinative units by the Central anrd.

The Beoretary of the Treasury: Yes.

Mr. Morgan: 8o I suproce there would be one in New York.
I suppose there would be one in Wa-hington, where there must
eventually be the headquarters of your Central Beard &nd
where they must see — there they have strings to all of the

United Otates.
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The Becretary of the Treasury: Now, where el-e would
you think banks “hcould be located, Mr. lorgan? 4w .une that
there vers eight, what cities would you think were the best
for that purro:e?

Mr. Morgan: Tell, it i very difficult for me to ~ort it
out. It would require di cu:-iorn. I ~hould -ay nv-slf that
you would want three on tha Atlantic seaboard, counting
Atlanta a- one of tha ftlantic -saboard rlace:.

The Secretary of the Traa-urv: Tould vou 41 :.regard Ec-ton?

kr. korgan: I would take Bo«toﬁ into an eastsrn di-trict.
¥ight rut headquarter: in Boston and let New York have a
branch. I vculd put three on ths Atlantic ~eaboard. I véuld
rut three in the middle; thet i-, Denver the western on2 of
tho.s thrae, and I would rut ons over the othar id4s. That
would give .even. I cannot find vour eight to vake ne fael
thit they are nece: ary. Howevar, under the rrovi .ion. of
the law you have got to have eizht.

The Secretary of the Trea ury: 4. & ninlrunm. MNr. lorgan,
would you be gocd encugh tc take ons of tha e mar. and
think the queition over, and Zrsv a tentative 4ivi ion of the
rar into di-trict-.

Vr, ¥organ: I would be da2lighted, 1ir.
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The Secretary of the Trea:ury: And -ubrit with it any
figures you thirk would have a bearing uron the rrobler, and
let us yave it and we will attach it a. an exhitit to yvour
testirvony.

Mr. Morgan: I will be delighted to do anvthing I can.

I do rot think that I want to attempt to make up a 3cherne,
with figurce and all that -.ort of thing.

The Secretary of the Trea.ury: It is merely -uggestive, cf
course.

Mr. Yorgan: 1 really have not the tire you have got to give
to 1it.

The Secretary of the Trea-sury: If it comes within the next ?
tr~o wéeka it 19 time encuch.

¥r. ¥organ: I will do mv best -ir, and -ee what I can do.

The Secretary of the Trea urv: Thark vou, Mr. Norgan. How
wuch inrortance do you attach to the rreronderating carital,
as I under-tand vou to -ay . that the New York bank "hould

have for it~ influerce upron the confiderce of foreign bankars.

’ ¥r. Morgan: It was not so much the amcunt of carital a3
the awount of gﬂ et; it rerresents.
The Secretary of the Treasury: Preci.ely, the resources.
EKr. Yorgan: A-> I under:tand it, the etapital will increa-e
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The Secretary of the Treasury: A great many of the wit-
nasscs who testified here seemed to attach an extraordin-
ary amcunt of importance to the capital, but the resources
¢f the banks —

¥r. ¥ocrgan: Of course, the capital represents margin on
thosp rescurces, and it is, therefore, important in that
figuru.

The Secretary c¢f the Treasury: That is an element, «f

. course, of very great importance, but not the sasential
thing.

The Secretary cf Agriculture: Do you think,¥r. Korgan,
that foreign bankers, for instance,after the system is in o-
peration and understood,would look at any one bank,say ona2
in Yew York, or would c¢nza te regard this system of units ae
a thing they would look at through the co—-ordinating Board?

¥r. Morgan: That would depend,l think, sc greatly on the
action of the Cce-crdinating Eoard.If the Co-erdinating Board
can show to the whole country that this is one system which
is divided into parts, but is one that is co-ordinative, 1
believe that the foreign government would feel they wera

treating

treating with mll, when they were /with one of these
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barks.

The Secretary of Agriculture: A-s you -aid at the cutset,
these Aiffarent unit. -~ they are not a ~erarcte reservoir
of banking powem.

Mr. Morgan: VNo, I regard themr &> a whole.

The Sec etarv of Agriculture: I surrose, Mr. Morgan, in
thinking it over and trying to indicate definitely eight or
wore of the centers, vou would necessarily have to, in a ten-
tative way, cutline the district-, and that would give us what
we want.

The Sscretary of the Treasury: Well, if vou will do that,—

Kr. lMorgan: The real idea, I surrose, i- to get the thing
which i zoing to be of the mo-t convenience to the total
Federal Bank Orgarnization.

The Becretary of the Treasurv: And what will best serve
the courtry's convrerce.

¥r. korgen: Ve~, what is coing to be to the interest of the
A-sociation.

The Sec etary of the Treasury: Kr. Morgan, if vou will do
that and submit it to the Comnistee within the next twc wasks,
at any time, we -1ill be very much obliged.

¥r. Forgan: I will be delighted to do what I can.

Th: Becretary of Agriculture: Tell, any -tatement of the
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factors that enter into the conslderation of the matter.
-Mr. Morgan: Yea, of course. I will do what I can.

The Secretary of the Treasury: Tharnk you very much.
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. ¢ STATEMENT OF MAX MAY,
The Secretary of the Treasury: ., May, will you kindly
tell us what is your conneection with thcGuaranty Trust
Company?
r. lay: T am one of the Vice-Presidents of the Guaranty
Trust Company, in particular charge of the Foreign Excharge

Depart ent.

The Secretary of the Treasury: Are you faniliar with the

Federal Reserve Acti?

r. My: T have read it, yes.

The Secretary of the Trasury: The comrittee is addressing
itself at 'this moment t0 the problem of dividing the country
1nt<; not less than eight nor more than twelve districts,
as required by the Act, and to the question of the location
of the headquarters of tlie Tederal Reserve Bank ia each of
these districts. Have you given that auy thought?

¥r. ‘ay: To some extert, yes.

The Secretary of the Treasury: Will you give the commnittee

. the be.nefit of your views as to how you think *he count:y could
| be most advantageously divided, and particularly with refer-
ence to the ea'stern part of the countrs' here.

3r. 'ay: To my mind it is essential tlat we have a ve:ry
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borhood of New York, in Foston or Philadelphia. Tt is not

absolutely necessary to 'ave the manin bank here in Yew York,
You could 'have a branch here; but 1t’3 would need to have
enough prestige to attract attention to make itself felt in
Europe; because the idea of these Reserve Fanks is after all
to control the money market in the United States, and also in
Europe to some extent; and in order to rake itself felt. in
Europe it needs to commnd sufficient resources, capital and
deposits.

You might perhaps have thre Reserve Zaunks, ose in Eoston,
one in ¥Wew York and one in Philadelphia. That would cover
the east pretiy well. They could work in conjunction with
one another. It seems to me there should be ocue in the south,
or possidly itwo.

‘The Secretary of the Treasury: Where in the soutli, would
you think?

Mr. ‘ay: One in New Orleans and perhaps another in
Savannah, because there isa great deal of cotton moved through
Savanmah during the season =~-- or one in Atlanta.

The Secretary of the Treasury: Savanmah or Atlanta?

Mr, Wy: Yes.

The Secretary of the Treasury: What would you say as
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e
between Prhiladelphia and Baltimore, for instance?

Mr. May: I think it would not make very much difference.

The Secretary of the Treasury: Where does the larger
amount of foreign exchange originate =-- in Philadelphia or
in Baltimore?

Mr. May: Yore in Bal imore. Baltimore has come mocre into
prominence because of shiprments of grain from Baltimore to
Europe.

The Secretary of the Treasury: Are there large cotton
shipments from Baltimore also?

Mr. Yay: Yot very much, no, sir. Grain seems to be the
principal shipment from there.

Then of course, one in Chicago or St. Louis.

The Secretary of Agriculiure: Taat will be six.

Mr. 'ay: One in San Francisco, and there ought to be one
further northwest, in Minneapolis.

The Secretary of the Treasury: Wouid you disrega rd
Denver?

¥r. May: Of course, Ninneapolis is quite a shipping
centre. |

The Secretary of the Treasury: That is quite accessible

to Chicago, is it not?
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r, Yay: Yes, or rou might say Deaver and San Traacisco,

d

The Secretary of the Treasury: T3 the conducit of the
business of “hese Iederal Reserve Eanks, especially those
located on the Atla-tic Seatoard here, pariicularly the
Reserve Faak in rew York, if ocne were established he—e, what
perceniage of the tusiizess of such a baunk would be Torelga and
what domestic? Coyld rou form any apnroximate idea of that?

¥r, IRy: T do not kuow about the domestic, but T can give
you actual figures for the year just passed as far as foreiga
exchange is concerned, anc I'ou can draw yow" ovrim cosclusionse.
T can give you actual figures. T have made a few menoianda
hore which T can give you.

During the year just closed we ha.dled tills of exchauge
with bills of lading for coiton attached, covering 2,389,966
ba les of cotton.

The Secretary of the Treasury: "hat did they aggregate
ia money?

*r, ‘ay! About 700 a bale, or 350 a bale -- 750 a bale;
that is about .>150,000,000.

The Secretary of the Treasury: at is the caplital of the
Guaranty Trust Commany?

wr, ‘ay: Tts capital is 310,000,020 and its surplus is
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$24,000,000.

The Secretary of the Treasury: S0 rYou have a working
capital of about $34,000,000?

r, ‘ay: Yes. We handled in gain bills $38,00,0n0,

We handled in metal bills, mostly copdper and silver,
343,000,000,

Yow our turn-over in london alorne for the year Just closed
wa.s 31,827,000,000. Of course, bankers bills of exchauge,
from the sale of securities, put everything else really in the
shade. As T say, our tura-over in Ioadon was 31,827,000,000.

The Secretary of the Treasury: Did thmat embrace these
cotton bills?

kEr, 'ay: Yes, that included everything. In Germauy our
turn-over was 554,000,000, ia France $340,000,000, and ia all
the ot her countries cebined %42,000,000, a total of
42,863,000,000. YMaturally the cormerce of the country will
continue to be dore Irom here as a centre.

The Secretary of the Treasury: That was the total va lue
of the cottou crep last year, or for the year preceding,
approxirmtely? Tt was about $700,000,000, was it not?

r., ay: About %780,000,000,

The Sec:retary of the Treasury: And ou handled neai'ly
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one sixth?
r, ay: There is about 14,000,000 bales, roughly
| speaking. About 8,000,000 bales are used in home consumption,
and about 6,000,000 bales exported. ¥e haudled not quite
half of it.

The Secretary of the Treasury: For export?

Ir, 'my: vYves,:ot quite half of the exports.

The Secretary of the Treasury: How does your foreign
exchange commare with that of your largest competitor we
will say, in Yew York?

Ir, "ay: Tt is difficult for me to say, because T do not

know what they are doing, but in a general way T would say

that they far exceed the others.
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The 3ecretary of the Treasury: Woul you think tnat

the Guaramy Trust Company hawidled say, haf, of the

foreign exchanges?

Mr. lay: 0f &1l the foreign exchanges?

The Secretary of the Treasury: That is, out of New Yorx?

Mr. May: Yo, I believe, spsaxing of the whole country

we handle aboutv one taird of all the exchange ithere is made

in the Unitsad 3tates, and all vhe others combined tuwo

thirds.
The Secretary of the Treasury: You i1ave braanches in
London and Puris, 1 believe?

Mr. Yay: No, we have only one braich in Loadon.

The Secretary of the Treasury: Only one foreign brunch?

¥r. Yoyt Yes. KNome in Paris
The secrctary of the ireasury: You at one time had a
branch in ¢he Philippines?

Xr. Yay: Yes.

The 3decretary of the Treasury: You disconiinued that,’

did you not?

r. Xay: Yes, because w: coull not get iae proper

parties to conduct it at suda a distancee from aere. 1In

other words, we found we were noiv fully in control; it was
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too far removed from us and did thiags wiaich we did not
approve of, and it was tuo late vhen we found it out,

aThe Secretary of Agriculture: The cotion cCrop was
£796,000,000 in 1y13, estimatz=d value.

The Secretary of tne Treasury: From what parts of tle
country do you drae most of these foreign bills; taxe
cotton bills for imstance?

Xr. Yay: TFrom the douia,

The Secrevary of the Ireasury: Bue. from what cities in
the 3outh?

Lr. Nay: Texas and Georgia and Alabawa, to a certain
extent; 1lexas by far the largest.

The Secretary of the Treasury: Could you nzme the cities
in Texas from which most of that exchunge cumes?

¥r. Yay: Dallas and Eguston, Fort Yoril vo some extent,
and Galveston, of cousse,

The 3ecretary of the Treasury; Fave you large transac-
tions of vihat ciaraciver with New Qrleans?

‘ ¥r. Yay: Yes, bu it cannov be coupared with Texas,
Tie Secretary of che Treaanry; And in Alubaac, I suppose?
dr. May: Yes.

The Secretary of Agriculiure: Aud In Aclanta?
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Yr. Xay: Yes, in Atlanta and In Georgia, and this year
particularly itv hasbeen vary large, because Georgia had a
very good crop. |

The Secretary of the Treasury; Do you get mge from
Atlanta ¢ Bavannah or Augusta?

¥r. Yay: Ve get more from Savamah,

The Secreatary of the Treasury: How about South Carolina,
Charkston?

Mr. lfay We get considerable from there,

The Secrstary of Agriculiure: yemphis?

¥r. Yay: Yes, ‘eamphis also,

Tre Sexrevary of the Treaswy: 1o eanphis a wery large
creater of that sorv of exchange?

¥r. day: Yes,

The gecretary of the Treasury: EHow about Bimingham and
Yom gumery, asbetwezn those two?

Xr. Xay: Vell, they are relatively small,

The S retary of the Treasury: Yooile is larger?

>

Xr. lay: Ilobils, yes,
The Se regary of Agriculture: Thich woull you say are the
two largest points in the 8cuch?

X fay: eorgi
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The Sacirevary of the Treasury: And which is ihe largest
city in each?
or Yay: Vell, in Georgia I would sy ~avanaah ani
Dallas in icxas,
The Secretary of the Treasury: Yow, in Yoruvh Carolina
do you get much from Wilmingvon?
Ir. Xay: Hov very much,
The Secretary of the Tresasury: How abouv Forfolk,
Virginia?
r. lay: lorfolk suae,
The e revary of vace Ireasiry: And Porlsmouch?
I'r. Yay: Yes.
Tl® Secrevary of the Treasiry: Bu. noe 80 auch?
Lr. "ay: But no.¢ so much,
The Seerastary of the Trecary: Fo are your excrenggs
with Bd ¢imorg are ithey large?
Kr. Yay: They are all grain shipmentis from 3uliimpore
«nd vhey ship excasiwly,
The Jecretvary of i(he Treaswy: Are your excmngeswiin
Balt imore very large?
ir, Yay: Yes.

The Sécretary of che Preawvury: Vary much larger taan

" Philadelphia?
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lir. }ay: Philadelphia dces not sh p so much,

The Secretaury of the Treasury: 1t doesnov originate so
nuch of this foreign exchange?

Mr. ray: Yo.

The Se retary of the Treasury: In the location of these

“ederal Reserve Banks woull you regard it of more import-
ance to have one sivuuved-al a city wnich ariginates a
large amowk of foreign exchang than in an interior civy
which does nov?

¥r. ay: 1 vhink it would be bevver o have it wlLere
vhe exchange originatves,

The Secretary of the Treasury: You vhink i¢ would be
better w have one at Baliimore as a_ainst Philadelphia for
chat reason?

Irxre. “ray: Well, perhaps,

Tke decretary of Agriculturei Your idea is basedoun the
foreign trade?

Ir. Yay: Yes, on ihe fureign trade,

Tle 3Seretary of the Agricultureﬁ That is inconsideravle
as cumparcd ~ith the domestic trade, is it notu?

r. ¥ay: Well, yes, it is relatdvely small compared with

vhe domestic trads,
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The decrectary of vhe Treasury: To what extent would you
conel der the Tederul Reserve Banks -- of course tais is a
very wide sort of a question, buv I would like To gev sge
sort of an idsa of <hc relation of the foreign o c¢he dumes
tic busire ss chat such a bank wouvld do, fur instunce, in
ew York; in ova.r words vo .hat sxient siaovld Jhe foreimm
fechuree have consider<tion us ..»:dinst ¢he duasetic?

ir. Zfays Well, vhc foreign feature of a reserve bank is,
according o my aoviouny cicir principal bisim ss i1s To
control .ae aoney nurset .nd ia coaivrolling che money
marset to coaivrol Jhe rold mowuenv, Now as ic is aov in
the inverest of the Univ ad Staves wo lose veo umuch Cold ut
any one time nuturully wae Reserve 3.nk would sce <o it
vhat vneir rates of interest arc currespondinsly nigh,
The s& ré*oa.ry of Ag:riculr.we; Cun ¢hal bz dore by the

specific sy urate bank or by vihe Federal Reserw Bowrd, for
vhe thole system?

Hr. J'ay: As I understand iv, thge Recerw Board in Tash-
ing ton would more or less control that.

The Secretary of the ireasury: It awuy control i., i
has the power,

ir, Zlay: Yes,
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The Sacretary of the Trew.ury: Youwr idea is vhat ihe
Reserve Board woull nave 10 exercise chat po.er constantly
for the protection of the Jold reserve?
lI’r. Yay: Yes.,
The decrevary of the Treasury: Xow do you provect i now
under the old system?.
r. ay: Vell, taere is no way of proteciiry it. Wahl we
do now is , we lock . he scable door after he horege or
cow 18 siolen.
The Sxcretury of the Treasury: It has nov been stolen
for sume viwe?
Er. Jwy: "hen a great dsal of zold huas e en export:d,
¢hen Jhe rates for moncy begin vo advance .han iv is oo
late.
The 3Secretary of the Treo.sury; Do you know. about what our
Zold exports wcre this past year?
-Ts ‘&y I cannoc¢ recall Jhe exucet vovel; sowe wnere in
D | the neighborhyod I believe, of forty or fifiy million
dollars,
The gecretary of the Treasury: I'r., 3iepa us, dv you
£now how much exporvation there was?
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Hr. 3t dpha.nsc do, I will look iv wup,

Lr. YMay: . It was ,.08tly early last 3pring to France and
to Souith J'A.merica. and 1Q ==

The decretary of the Treasury: When you 8ee the gold
€oing out, I mean in vimas past as you have ssen it going
out, for instance last dpri'q;, when the movement was under
way, what measures are used by vhe banks here <o protect
themselves against any undue exodus of that c.aracter?

re ¥ay: Generally no-hing is done um il the movement is
well under way.

' The gec retary of the Treasury: Bu. when the movement is
well under way what do you do?

Mr., Yay: Tk call aoney rates advance just as the supply
of mongy has become lessened,

The 3@ retary of thes Treaa ry ¥ell, you have to have
some understand im amog yoursclves as to what that call money
rase shall be, in order w0 maxe it effective, do you nouv?

Mr. May: Call mongy rates are generally estvablishedoun
' the 3tock Exchange, on vhe imoney counter,

The Secretury of the Treasury: I undersiund, but when you
set about c<dliberately 1o infl@lence the movement of gold,

and check it, if too much is goig out, you huve to do it in
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that manner? You have to have an understanding among your-
selves' as to what shall be done in the mattcr of rates?

Er, May: Yes,

Thg Secretary of the Treasury: And you establish that on
ithe 8tock Bxchange?

Mr. May: Yes, and generally maxke it higher than thos e
in Burope, where the gold is flowing.

The Secretary of the Treawry; To what extent is ilhat
efficacious?

Mr, Yay: A high mongy rate will auv once stop the outflow

of gold, and someiimes even effect a stopping of that gold

-that is already engaged but .hich has not yet gom forward.
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The Seeretary of the Treasury: Well, now, how can you,

under our pressnt >ystem, where there is no concerted
action on the rart of the banks throughout the country,

on account of the great nurber of serarate units—- how are
you able to make that rate sffective?

Mr, May: There i3 no certain way to make it effective.

The Secretary of the Treasury: It generally 13 orerative,
however, isn't it?7

Mr., May: Yes.

The Secoretary of the Treasury: I ask these queations be-
cause a great many arguments have been made against the dlwd--
sion of the ccuntry into as many as eight Fedsral Reserve
Districts, because they 3ay that with those eight units it
would be more difficult to control just the situation we.
have been discus-ing. It would seem to me 1t would be easie:
to control, isn't -that the fact?

Mr. May: It i1s the fact.

The Sec:etary of the Treasury: Isn't there a greater.ele-
zent of safety, =0 far as the gold reser ve of the ccuntry
is reserved, in the creation of this 3y:-tem?

Mr. May: There is.

The Secretary of the Treaszury: Do you think the provision-
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of the Act, if they are rrcrerly carried out through satis-
factory management, ought to rrove effective in control-
ling that situation and rrotecting the country in an emsr-
gency of that sort?
Mr, liay: Yes, that ought to be effective. Also the
manrer in which Eurorean national banks rrotect the reserve

is, in addition to a highzr rate to rrevent & zold exrort

wmovenant, moral suasion. Every bankar or bark carries

an acccunt with the National bank. By intimating to theuw
that gold exrorts at thi. time, for initance, are not agree-
able to the National bank, the bank influences the bankars.
They generally will nct do what i3 not agreeable to the
Reserve Eank.

The Secretary cf Agriculture: Eearing in mind that this
Federal Rezerve Board which ha’ -upervision of the:e eicht
or twelve regional barks will be effective in this 4irect-
ion, how much irpcrtance, from that roint of view, would ycu
attach to tka an esrecially large instituticn in this large
eastern section? Will not the requisite action be taken
thrcugh the Surervicing Board rather than through any rai-
ticular - . menter reserve tark?

- Kr. May: That i3 the way I lock upon it.
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iil The Secretary of the Treasury: In that view of the case
then, Mr. lav, it wculd not be neces=ary to have & bank in
New York of rrercnderating carital or resource-.
- Mr, Mav: Not nece- arily, 3o long a- all the banks work
" together.

The Secratarv of the Trea ury: ©So long &3 they were co-
oriirated thrcugh thi: Federal Reserve Board.

Mr. kay: Yes.

The Secretary of Azriculture: If thare 1> this agzregate
reserve power and gensaral rachinery, under thi- genaral
-taff, a» scmebody called the Federal Rezerve Board, and
these are not serarate or isolated reservoir, these Bor
13, locking at it a5 & *hole, it can effectivsly orerate
on t-1s inflov and outflow cf gold,%and i it not likely tha!
forsign bankers will core tc look uron the sy.ter a3 a
whole rather than on any rarticular rart?

¥r. Yay: I trink they will.

The Seoretary of Agriculture: You -pcke of having a
Rezerve Bank in Washington. What was in vcur mind there?
Is Vashington a comrercial rower?

Mr. kay: No, not at all.

The Secretary of Agriculture: Did you .ug-cest Tashington?
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Mr. May: No.

.The Secretary of Agriculture: 1 bteg vour pardon, it was
¥r. korgan. In Eurore a different sort of cormrercial
parer is used from the ordinary run of rarsr in this
country.

Mr. May: Yez. They are mo-tly bank accertanves.

The Secretary of Agriculture: Will that develor in this
country?

Mr. May: It would be a good thing if it would, and I thi
it will, eventually.

The Becretary of the Treasury: - This sy:tem ought to
encourage it?

¥r. May: Yes.

The Secretary of the Treasury: Do you attach much im—
rortance to domestic accertances?

Mr, May: Do vou mean &3 we have them in our notea?

The Secretary of the Treasury: -No, I am talking about tt
ordinary domestic accertances wrich would have the same
characteristios &3 foreign accertancez, excert that they
relate to dome-tic commerce between the states —- do vou
think well of thoase?

¥r. May: I do.
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The Secretary of the Treasury: That aystem is not rrac-
ticed to any great extent in Europe?

Mr. May: Yes . A borrower instead of going to Lis own
bank, will say "I want to borrow flO0,000 or 100,000
marks or francs,"and the bank furnishes it and =imply
says "We yrlace cur credit at your disposal.: Against
collatsral, or if the man's credit is good, without any
further securit y. Ye draws against the bank at60 or 90 days,
and these accertances he takes into the oren market or
puts through a bank, 1f he has anothesr, and discounts them
there.

The Secretary of Agriculture: Unless banking conditions
are steble and banking orerations are careful and conserva-
tive, this system of acceptances night lead easily to over-
stréining of oredit, might it no$, more easily than the
oystem of loans that you speak of?

Mr. May: 1 would not say so.

The Seoretary of the Treasury: In Eurore the banking
rover 1s divided into a smaller number of powerful units
thaﬁ in this country. For instance, we have here 7500
national barks, arrroximately, many cf them having only

$35,000 ofcapital. Surrose they were all engaged in domes—
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ti¢ accertances of the character you descrite, don't vou
think that might lead to a very sericus ccndition of af-
fairs.

Kr., May: Yes; but haven't we now, under this new law,

a limisgation put uron us?

The Seoretary of the Tfeasury: These domestic accept-
ances are not authorized under this law. I was merely get-
ting yourtpoint of view, béoauae you were familiar with
foreign transactions.

Mr. May: I don't think tpere is necessarily an inflation,
because a bank in giving an ;;certénce is virtually doing th-
care thing, in effect, as thcugh they are lending them the
money.

The Secretary of Agriculture: Still as a rule, ths bank
knows that the call will not be nade uron it for a certein
tine, whereas, vhen it makee-a loan it can be called at
any tine.

kr. key: Yes.

The Secretary of Agriculture: And knowing that that
resronoibility rests uron it, it is likely to be rore ca;efu'

I pmean if there io any dangsr of lack of conservative man-

agemant.
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’ The Secretary cf the Treasury: In othsr —oris, it =ould
be sellinz ite credit contingently and carrving no rsssrve
egainst it, and it zight lead to very aerious results.

¥r. kav: It derends uron the managenent.

The Secretarv of the Treasury: I assune that these
accertances to be cf any real avalue, wculd have to enanate
fron banks of such estavlished credit and resronsibility as
would rass current anywhere.

Mr. Kay: Yes.

- The Cecretarxyof the Treasury: The accartance of scme
: ca,itel

little bank of %35,000 in Oklahoma or "veming would not
s2ll in the East.

Mr. May: Not here &t all.

The Secrstary of the Treasury: In other words, our svsten
does not sesm tc be suited at the morent to ths adcrtion
cf donestic acceptances in ths way that they are currznt in
Eurcre.

Ve are vary puch obliged, Mr. day, and if you will
be geod enough to sand us sore of thcese firures or any addi-
tional deta relating to the whole sutject of a statisti-
cal nature that will be useful to the Comrittee, we should
like to havevit and will attach it as :n exhibit to your
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. The Secretary of thie Treasury: Are there any geftlemen

present who care to he heard oa the questious before the
comnittee? Tf so, we will be rlad t0 hear them.

Ther, the comunittee will adjourn uxtil tomorrow moraing

at tea thirty.

Whereupo:, at 3:20 o'clock P. }. an adjournment was
takes until Wednesday, Jaavary 7th, 1914, at 10:30 o'clock

A . l:.
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