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SPEECII

NON. CARTER GLASS.

The House had under consideration the conference report on the bill
(1L R, 3673) to wmend the act approved December 23, 1914, known as
the Federal reserve act, as amended by the acts of August 4, 1014,
August 15, 1914, Mavch 3, 1915, aud September 7. 1916,

Mr. GLASS.,  Mr. Speaker——-

The SPEAKER., The gentleman from Virgmia [Mr., GLass]
Is recognized for 20 minutex.

Mr. GORDON, May I interrupt the gentleman before he
starts? [ Laughter.]

Mr, GLASS. 1 will be pleased to be interrupted by the gentle-
man before I start, beeause after I start 1 shidl ask not to be
interrupted at all,

Mr. GORDON. [ wish to direct the attention of the gentle-
man to the remarks of the gentleman from Pennsylvania [Mr.
Mclappix]. 'The whole burden of his plea was 1n behalf of
these small country banks that are not in the federal Reserve
System, To what extent has this Congress power, in amending
the Federal reserve law, to affeet at all legally the banks not in
the IFederal Reserve System?

Mr, GLASS. Fhe gentloman knows possibly better than I that
the Congress has not one particle of power to regulate the banks
that are not in the Federal Reserve System. Nonmember banks,
which are State banks, are not direetly aftected by this legis-
lation. They are concerned in this legislation only by reason of
the competition incident to a eollection systen which the [Federal
Reserve Board has established. That is to say, if member banks
refrain from making charges for paying and collecting checks,
and State banks persist in exacting this toll, business men will
prefer to keep their accounts with the banks that do not charge;
hencee nonmember banks would like to have member banks
authorized by law to make these charges.

Mr, SWITZISR. Wil the gentleman yield for just one ques-
tion?

Mr. GLASS. I ean not yield any more.

Mr. SWITZER. I would like to ask a question. Does your
amendment permit, or does it allow, the IFederal Reserve Board
to give authority to a bank to make a charge for this collection?

Mr. GLASS., To make a “reasonable” charge; yes.

Mr, SWITZER. With the argument made here that there
should not be such a charge made, why do you recognize it?

Mr. GLASS. Beceause the managers on the part of the House
were instructed to do it, That is all the reason for it; but for
that instruction the conferces would have authorized no charge
at all.

Mr, SWITZER. You do not intend to allow anybody to assert
that privilege?
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Mr. GLASS. T hope not and believe not.  That ix precisely
why we propose these moditications of the so-called Ilardwick
amendment,  We do not want the banks to determine whether
the charge is “ reasonable,” it made at all, or what the amount
shall be when made.  We want the Federal Reserve Board to
regulate these questions strictly—to say in what cireumstances
it is reasonable to charge and what amount shall be charged.

Mr. Speaker, as to the ethies involved in this legislative pro-
cedure, espeeially with reference to the appointment of the
managers on the part of the House, T want to say that the
chairman of the Committee on Banking and Currency followed
the usual procedure. When the conference was asked he con-
forred with the senior Republican member of the House eom-
mittee, the gentleman from Californin | Mr. IIaves]. That
gentleman was ill at his home in Washington, and notified me
over the ‘phone that he would be unable to act and readily
acquicsceed in a suggestion that T designate Mr, Prarr, of New
York, as a Republican manager on the part of the Iouse. As
a matter of facet, I momentarily assumed that Mr. PPrLatt was
the next ranking member of the Banking and Currency Com-
mittee,

Mr. MONDELIL,  Will the gentleman yield?

Mr. GLASS. T will not.

I say T momentarily supposed that Mr. PrLaTr, of New York,
was the next ranking member, and I handed his name to the
Speaker as one of the conferees. This 1 explained in detail
to the gentleman from Mississippi [Mr. Ilagrrison] some days
ago and went in person and apologized to my colleague, the
gentleman from Towa [Mr. Woons|, who aceepted the explana-
tion.  With that statement I will leave it to the IHouse to
determine just exactly how fair and precisely how frank the
gentleman from Mississippi [ Mr, ILarrisoN] was in his state-
ment of the Incident to the IHouse to-day. [Applause.]

I prefer not to believe, and yet T eandidly suspect, that my col-
league from Pennsylvania [Mr, McFanbex] was fully aware of
the fact T have just stated, and the House may thus judge of the
frankness of his eriticism also. T may add that had the senior
Republican member of the Committee on Banking and Currency
[Mr. TIaAYES] been in good health hie would have been one of
the conferees and would have stood unyieldingly with the chair-
man of the committee in resisting the attempt, by a Senate
‘“rider,” to Impose this tax on the commerce of the country.
[Applause.] Therefore, the effort to make it seem that some ad-
vantage was sought or obtained in the designation of the IHouse
managers Is manifestly a quibble, designed to shift the issue
from one of fact to one of resentment.

As to the talk about “the lobby that has beset this ITouse ” and
the “round robins” that have disturbed the membership, the
only lobby we have had was the committee of 25 bankers which
settled down in Washington soon after Congress convened, with
headquarters at the Willard Ilotel. This bankers’ committee,
dining and wining the proponents of this proposition, sought to
influence the axtion of the House by as thoroughly organized a
propaganda as was evel known in legislative annals, [Ap-
plause.] This committee was in ceaseless communication with
the banks of the country and had Congress flooded with letters
and telegrams,
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The only word of hearing upon this proposition® to delegate
the power of taxation to banks by a Federal statute was se-
cured by a transparent trick, Letter after letter and wire after
wire came to the chairman of the Committee on Banking and
“urrency from the business men of the United States asking
to be heard against this proposition. My invariable answer was
that the proposition was not germane to the amendnents that
were being considered and that, therefore, there would be no
committee hearings on the bill (H. R. 3673). But under the
pretense of wanting to be heard upon the major provisions of
I IR, »673, a subcommittee of this committee of 25 bankers was
presented to the Committee on Banking and Curreney. These
bankers spent about two minutes talking about the real pro-
visions of this bill and nearly two hours discussing this check
paying and colleetion charge “ rider ” which had heen proposed
by their committee, Thus, the only hearing had on the subject
was obtained in the way T have indieated by this famous * com-
mittee of 23.7 without opportunity to the business men of the
United States to be heard in rebuttal,

There has been no lobby so far as the opponents of this meas-
ure are concerned. Naturally the whole business community of
the United States, except a small group of bankers, is opposed
to this proposition to authorize certain banks, by law, to tax
commerce. It required no lobby; it required only a sense of
justice and a comprehension of the injustice that was sought to
be perpetrated by this Iardwick amendment.

It is pretended that only the mail-ovder houses and jobbers
oppose the scheme. 1 hold in my hand a resolution adopted by
the IFarmers’ Kducational and Cooperative Union of Ameriea,
which says:

We. the National Conventlon of the Farmers' Educational and Co-
operative [Union of America, assembled In Palatka, I"la,, earnestly and
strongly protest against any change in the Federal reserve uct with
reference to charges on collections on cheeks and drafts,

I have here also the resolution of the National Grange of the
United States, representing wmore than one million farmers,
which says:

Whereas It has come to the knowledge of the National Grange that a
concerted effort will be wade this winter to have Congress amend the
Federal reserve aet so as to restore to certain banks throughout the
country the privilege of indisertminate taxation taken from them by
the system of cheek collection established by the I'ederal Reserve Board
in pursuance of the act of December 23, 1913,

Fherefore be It resolved by the Natlonal Grange that we protest
agalnst the proposed change of the law and that Congress be. and hereby
ls. earnestly petitioned by this body in behalf of the farmers of the
United States to disregard this organized attempt to so alter the
Federal resorve act as to enable certain banks to exact unjust tolls
from the commerce and Industry of the country, 90 per cent of which
business Iy transacted by drafts and checks rather than by the use of
currency.

I have here a dispateh, dated at Peach Bottom, I'q.. May 19,
from J. A. MeSparran, one of the most intelligent and patriotic
farmers in the United Stafes, chairman of the legislative com-
mittee of the National Grange, in which he says:

JANKING AND CURRENCY COMMITTEE,
HHouse of Representalives, Washington, D. C.

In the name of the Nattonal Grange we desire to protest against the
adoption of the 1lardwick amendment to the reserve act, which glves
lo the banks of the country the right to levy an unjust tax on the
checks of the entire business community of the United States. The
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National Grange, representing 1,000,000 organized farmers, passed reso-
lutions protesting against this form of extortion.

“Oh,” they say, “only the jobbing houses of the United States
are opposed to the Hardwick amendment.,” That is not the
fact, as I have already indicated, Mr, Speaker. Dnt suppose it
were true. Is there any reason why the men, who have mil-
lions of dollars invested in that branch of commerce, should not
have their side of a controversy heard here? True, they have
not given any dinners to anybody. They have not wined or
dined anybody. Bnt have they not a right to be heard? Sup-
pose it were true that oanly the jobbers of the country were op-
posed to this form of special taxation. Let us see if. numeri-
cally, they do not overwhelmingly overtop the banks, even if all
the banks were in favor of the proposition, There were in the
United States, according to the census returns of 1909, 51,048
Jobbing houses. There are but 7.500 member banks of the Fed-
eral reserve systen, all told. The more progressive of these
are opposed to this Iardwick amendment. But if all were in
favor of it, and the jobbhers only opposed, there are 51,048 job-
bing houses against the 7,500 banks,

But. Mr. Speaker, 1 have here on the table resolutions from
the retail merchants' associations in every line of activity in
this country, from the National Association of Retail Hardware
Merchants, from the National Association of Retail Grocery
Merchants, from the National Association of Retail Dry Goods
Merchants, from the national associations of nearly every line
of commerce in the United States, opposing this tax. The
National Association of Credit Men, representing a body with
an actual membership of 25,000 in every line of trade conceiv-
able, has gone on record time and time again in opposition to
this unjust species of taxation. Nearly all the manufacturing
associations of the United States have presented resolutions
against this proposition,

There are more jobbing houses in the single State of Illinois
opposed to thig proposition than there are member banks in
the United States in favor of it. There are as many jobbing
houses in the State of Massachusetts opposed to the llardwick
amendment a3 there are member banks in the entire United
States in favor of it. Thepe are three times as many jobbers
and retail merchants and manufacturing establishments—not
to mention farmers—in the State of Mississippi opposed to this
Iardwick amendment as there are member Panks in the United
States in favor of it.

Take the State of Pennsylvania, the State of the gentleman
who proposes this recommittal [Mr. McFappex], and there are
4,783 jobbing houses—more jubbing houses in Pennsylvania op-
posed to this unjust tax than there are member banks in the
United States in favor of it. There are in Pennsylvania 107,-
134 retail merchants, every one opposed to this form of taxa-
tion.  ‘The opposition to it is so overwhelming that I offered
a colleague my entire year's salary as a Representative in Con-
gress if he could produce a”telegram or a letter from any living
soul in favor of it unless from a banker. [Applause.]

Then they talk about an “anonymous propaganda.” Perhaps
I have a misconeeption of what an “anonymous’ thing is,
This circular, which is exhibited here presenting reasons why
this form of delegated taxation should not be sanetioned, ex-
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pressly states that the group issuing it included the oflicial
representatives of the Button Manufacturers' Association of the
United States, the National Association of Clothicers, the Na-
tional Association of Credit Men, the National Association of
Iosiery and Underwear Manufacturers, the National Glass Dis-
tributers’ Association, the National TTardware Association, the
National Retail Dry  Goods  Association, the National Shoe
Wholesalers' Association, the National Dry Goods Association,
the National Wholesale Jewelers' Association, the St Louis
Chamber of Commeree, and the Southern Wholesale Groceers
Association, It gives the names of the gentlemen who pre-
pared and issued this *“anonymous ™ cireular.  In addition to
that, boards of trade and chambers of commerce from one end
of this country to the other have passed resolutions against
this rake-off. Nobody is for it except this group of bankers
represented by this committee of lobbyists that took up its
headquarters weeks ago at the Willard Hotel.  [Applause.]

I present to the FHouse for its diseriminating judgment a
tabulated statement of three classes ol business concerns op-
posad to this legislation in contrast with the number of hanks
in the [Federal Reserve System diveetly affected by this amend-
ment. It will be noted that this statement does not take ac-
count of the millions of farmers and professional men who are
in opposition, but merely cnumerates three classes whose rep-
resentative bodies have declared their antagonism to this check
paying and collection charge scheme. It must also bhe con-
sidered that not one-third of these banks exact these charges
from the business men of the country, and. therefore, that the
fewest number of them would care to see the collection systein
established by the Federal Reserve Board wrecked, as in-
evitablv it would be should this Senate * vider ™ prevail,

Manufac .| Member
LTers. Jobbers. | Retailers. banks.
Alabama. ...t 3,242 475 15,393 9%
Arizona.. . 322 60 2, 467 12
Arkansas 2,604 356 12,471 6
California 10,057 2,174 47,007 264
Colorado... 2,12 509 12, 163 121
Contecticut. 4,104 395 16, 824 70
Delawaro. . K08 77 2,966 24
Florida.. 2,518 375 R, 220 54
Georgly 4,639 829 i 20, 640 102
Idaho 698 I 4. 182 5
1llinof 18,358 3.420 R0, 508 469
Indiana. . 8,022 985 33,330 256
Towa. ... 5,614 &34 29,337 319
Kansas.. 3,135 505 21,209 223
Kentucky 1, 184 866 21,477 133
Louisiana. 2,211 688 143,899 33
Maine. ... 3,378 352 10,354 [
Maryland... 4,797 1,013 20, 244 95
Massachuset . 12,013 3,215 48,761 151
Michigan..... . 8,724 1,308 35, 418 106
Minnesota. . 5,974, 990 25,009 287
Mississivpf.. 2,200 238 | 11,513 35
Missour.. 8,386 1,647 43, 413 131
Montana.. 939 129 4,097 82
Nobraska. 2,492 447 15,527 191
Nevada....... 41 1,497 10
New Hampshir 1, 736 177 5, 347 50
Neow Jersey... . 9,742 2,635 44,189 203
Now Mexico............. e 368 86 2,044 37
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Manufac- goee  Member
Jobbers. Retailers, banks.
New York. .......oeanian J . 10, 869 675
North Carolina. . LON St
\orﬂxl)uk0£\ 76 157
Ohio.. 2,666 371
Oklalioma 136 335
Oregon. 381 S0
Pennsylvania. 1, 7R3 8¢
Rhode Tsland... 337 17
South Caro'ina. 288 %
South Dakota. . 18 125
Tennessee. . .. 863 112
Texas. .. 1,150 531
Utah... 185 21
Vermont 119 5 200 48
Virginia. ... hs 18, 815 14
Washington. . 620 17, 197
West Virginia 392 10, 266 115
Wisconsin. . 985 26,321 140
Wyoming. 21 L, 530 36
District of Columbia............. . 211 5,928 14
Grand totalo.. oo o 275,791 &1,048 ll, 169, 592 , 07l

Now, Mr. Speaker, T want the IHouse to understand how it
was sharply misled upon this question. There was not a word
of debate, There was not one word of explanation of this ITavd-
wick amendment prior to the adoption of the motion to instruct
the ITouse managers. The whote event was sudden and sur-
prising,

Mr. TITOMAS. I just want to know about that wining and
dining. I have not seen any of it, and I should like to get there.
| Laughter. |

Mr. GLASS. I o osurprised that the gentleman was not in-
vited. Ile should indicate his indignation by voting against this
proposition.

Mr. TIHOMAS. I am going to look into this proposition.

Mr., GLASS. Mr. Speaker, I must decline to yield further,

Mr, THOMAS. The gentleman has got to yield——

The SPEAKIER. ’l‘he gentleman from Virginia declines to
vield.

Mr, TITOMAS. The gentleman has got to yield. I am with
Lim on this, [ Laughter.]

Mr. GLASS. No Member of the ITouse should permit himself
to be troubled by any consideration of consisteney, because not
a word of debate or explanation was had on this IHardwick
amendment, A similar “rider” was proposed in the IHouse and
thrown out on a poirt of order as not germane; and it is not
gormane, It is o legislative thorn in the tlesh, It is utterly in-
congruous, considered with respect to this great and momentous
legislation proposed here for the advantage of commerce and
fndustry and to help the banking business of the United States
better to meet lmpumllng (llﬂl( ulties.  Not only was there no
explanation of this *rider,” but, on the contrary, when the vote
was being taken, gentlemen who now are very critical about the
ethics of the case, affecting great concern for the proprieties,
stn(ul at the door and told Members as they came in, “ Our vote

caye.” as if there were some party division. More than a score
01’ Members have come to me in person, or have told me over the
telephone, that they were misled into voting far the amendment,
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and that they were utterly opposed to it and that their constitu-
ents were utterly opposed to it. T do not want to be unpleasant,
It is too casy, under provocation, to be unpleasant and too hard
to be agreeable; but 1 do feel some degree of resentment, in the
circumstances, at the eriticism of the gentlgman from Mississippi
[Mr. Harrisox] and my colleague of the committee from Penn-
sylvania [ Mr. Mclabpex] about the cthics of this case, and
their talk about a lobby,

Now, Mr. Speaker, a word as to the merits of this proposition,
I'rom what source does a1 bank, whether it is a country bank or
a city bank, derive its revenue? rom its capital? Why, in the
arest instances, A bank that is prosperous enough to pay a
dividend merely by the use of its own eapital would be a wonder,
Then, how do banks manage to pay dividends? Why, by loaning
out the money of their depositors at interest, and some of them
at too high o rate of mterest, particularly in the territory of the
gentlemen who are advoeating this check-paying amendment.
[Applause. ] They derive their profits from loaning out the
deposits of their patrons; and anybody familinr with banking
processes knows that banks ordinarily require their patrons to
keep a certain “line” of deposits to pay for trouble and expense
in handling their accounts. T have here a written statement of
one of the leading bank examiners of the Unifed States saying
that both c¢ity and country banks, as a rule, in that the
horrower, who in nine ci<es out of ten is a depositor, shall main-
tain an average balance of 20 per cent.  In other words, if you
are a business man and want to borrow $10,000 from your bank
with which to conduct your business, the hbank doex not actually
let you have $10,000,  On an average it lets you have £8,000,
and requires you to leave the other 82,000 there to be loaned to
some other business man at a profitable rate of interest.  In this
wiay and by other legitimare devices banks derive their revenue
from interest on money loaned them by their patrons. There are
foew  well-conducted banks, either country or city banks, that
would care to have the business of any merchant who «did not
keep a line of deposit with it suflicient to far more than cover all
costs and trouble of the account of that buxiness house. The
gentleman from New York [ Mr, ITesteb], 2 banker himself, has
stated that last year all the banks, country as well as city, made
a greater profit than they had made in an average of 47 years
before, and they do not need this form of graft.  [Applause.]

The banks have the use of their patrons’ money, and it is
vastly less expensive to remit on balgnees than it would be to
pay funds actually across the counter.  Pending the dispateh and
return of checks, the accounts on which they are drawn are
available to the banks< in the discount operations, and from these
accounts the banks derive more protit than is involved in the
proposed charge of one-tenth of 1 per cent on out-of-town cheeks,
As for having to “ship funds.” that is a myth largely—a tigure
of specch. 'The Federal reserve banks explicitly agree to pay
all cost of shipping currency, <o no charge for that can be as-
sessed ngainst any remitting bank.

It is idle to inter that the obligation of banks to business men
is not as distinetive or as great ax that of business men to banks.
The accommodation is reciproeal; and, with the vast majority
of banks, the deposits of their patrons are accepted with no
other purpose than to pay checks at their face value. There
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never was any statutory sanction for anything else; but under
specious and illusive pleas of compensation for * constructive
interest ” loss, and for the expense of *shipping curreney to distant
points,” and for *service rendered in transferring credits,” the
practice of deducting charges, varying from one-tenth of 1 per
cent to 1 per cent in some cases, became firmly established in
some sections, It got to be not only a burden, but an abuse—in
many instances a scandal-—which the more progressive husiness
communities of the country long since refused to tolerate. None
of the banks of the New England group exacts these charges;
few of the Lastern group make the charge; the practice in the
Middle West has been greatly abated ; the abuse persists in its
flagrant form chietly in parts of the South and the far West,
It should be stopped everywhere; and the par collection |fystem
institued by the Federal Reserve Board will put an end to it
ultimately, it not tampered with by vicious legislative inter-
ference, such as this Hardwick amendment in its original draft
Proposes,

Bank notes issued under authority of the national bhank act
signifying the indebtedness of the bank to the holder are re-
quired by law to be received everywhere at par.  Why should
not a1 merchant’s check on his deposit account, duly indorsed
by a responsible person or concern, he aceepted by common
consent of the banks at its face value? What is there extra-
ordinary about the suggestion to standardize checks and drafts?
They constitute 92 per cent of the currency of the country in
paying accounts and adjusting balances.  And the banks them-
selves adjust theiv own balances through this very mediumn,

The talk about the “great expense” of eollecting and pay-
ing out-of-town checks is in great degree rubbish, The cost is
negligible, as any frank banker will tell you. It is so incon-
sequential that the Federal Reserve Board has been unable
to get an actuary with enough sKkill (o figure it out. 'T'he
collection costs of the Federal Reserve System itself have heen
less than one hundred and fiftieth of 1 per cent! 1 have
here a letter from a Tennessee banker which furnishes a very
definite illustration of the difference between the old system
of check collection graft and the new system of inexpensive
colleetions.  'This T'ennessee banker writes

The thought has occurred to us that you would like to know how
the new collectlon arrangement is working with member banks.  We
glve you the following example:

At ———, North Carolina, there are three banks—two national and
one Riate. They were cevldently In a combination prior to July 15,
1916, on the questlon of exchange. Most of the checks of thelr cus-
tomers had stamped on them ** Not collectible through the express oftice.”
or some such wordlng,  This Is out of our territory, but we could not
colleet the ftems through any of the ordinary channels, and were
forced to send them direct, only tak'ng the checks for collection and
glving our customers all the money we recelved,

For five days in June we sent” them $3,956.85, on which we patd
exchange at the rate of 25 cents per hundred, or a total of $15.16,
We are handing you herewith one of their remlttance letters, which
shows they charged us $9.96 on items aggregating $3,983.76.

Taking five days in July, or since the collectlon arrangement was
entered Into by the Federal Reserve Banks, we have sent on the same

through the Federal Reserve Bank of Atlanta, a total of
$7.176.63, at a total cost of 12 cents.

The t'me the items were In transit was greater when sent direct
than when sent through the Federal Reserve Bank of Atlanta.

This is not so much a saving to us as it Is to our customers, and
more people will be benefited by this system of collection, 10 to 1,
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than will be harmed by a loss of revenue to these banks who have
been &0 outrageous in thelr charges.

This eaxe is typical. It reveals the viee ol the old sy=tem as
clearly as it exhibits the efliciency of the new, Under the new
collection system these Tennessee merchants had cheeks aggre-
gating $7,176.63 quickly collected at a cost of 12 cents, while
under the old svstem, with its roundabout routing, it cost these
merchants $13.16 to collect $5,956.85—the difference botween the
obsolote stagecoach and the modern steam railroad facilitios!
But, it is contended, this transaction deprived three struwesling
country banks of the difference hetween about $18, which they
would have received for paying the larger amount of cheeks
under the old system, and 12 cents actual cost under the new
system, Leaving out of question the moral obligation of these
bunks to pay their depoxsitors’ checks without deduction. the fact
is that two of these struggling ™ banks have accumulated a
surplus almost equal to their capital: they pay an annual dive-
dend of 10 per cent and their stock sells for nearly twice its par
value! This illustration could be multiplied indefinitely in an
even more ageravated form.  However, I would repeat and ace-
contuate the statement that bankers of vision, with a progressive
spirit, do not engage in this practice. They long ago dizearded it.
Phe thing is pursued chietly by those who fail to comprehend the
advantages of modern methods and who, in their petty acquisi-
tiveness, refuse to adapt their business to o system pregnant
with larger success and a higher spirit.  The caxe was tersely
put the other day by M. Perre Jay, of the New York Iederal
reserve bank, when he said:

The banks wbich are now endeavoring to have the deduction of ex-
change legalized do not =eem to recognize that a new country-wide system
to facilitate domestic settlements by both checks and transfers has been
ereated and s proeess of development, Instead of looking ahead and
endensoring to cooperate they stand squurely across the path of progress

ook to tuin back the hands of the elock.  With minds focused on
the> barrter which the law desires to remove they do not see the situa-
tion in its proper perspective.  The fail to grasp the advantages to
business of cconomical and sclentific methods of making settlements |
they fall to understand that every move toward making local checky
more aceeptible away from home enables the local bank: to keep more
local money at home.

There is the crux of the matter, That is a happy phrase:
« More loeal money at home.”  Country bankers—which means
ail bankers outside 51 central reserve and reserve cities—in
order to clear their own cheeks, * free of charge,” as they vainly
imagine, have for years shipped away the funds of their local
depositors to the money centers at a 2 per cent interest rate,
to be used for stock speculative purposes, instead of * Kkeeping
more loeal money at home,” as Mr. Jay says, to loan to local
merchants and industries at a reasonable yet profitable discount.
There is no telling, Mr. Speaker, of how many hundreds of mil-
lions of dollars country communities have been drained nor
computing the commercial distress and industrial deprivations
they have endured by reason of this practice of country banks
sending local funds away from home, There was little rational
defense of it under the old system; there is absolutely no excuse
for it since the passage of the Federal reserve act. When the
required reserve of country banks was 15 per cent, the combined
figures show that they actually carrvied 29 per cent. The
averige interest rate on these exeess reserves carried largely
for the purpose of securing the par collecting of their out-of-
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town checks is 2 per cent.  With money worth 5 and 6 per cent.
and in many localities bringing 8 and 10 per cent. the cost of
door 4 per cent or 6 or 8 per cent on excess reserves of 14 pet
cent would very mueh reduce the income side of the exchange
accounts.,  The establishing of the IFederal reserve banks makes
it in most cases unnecessary for the banks {o earry excess re-
serves and thereby inereases their earning eapacity.

Moreover, the reserve requirements of country banks were
lowered by the Federal reserve act for the express purpose
of covering this paltry 2 per cent, wineh they received for
local funds transferred,. and which never should have heen
transferred, to money centers—a facet which they seem always
to ignore. A trained banker of Minnesota states (ge caxe with
great perspicacity in o letter from which I quote two para-
graphs:

It should be realized by all that any saving In the expense of
collecting checks will be to the advantage of all the banks in the
country. The Federal reserve bank, by providing a central agencey
in each district through which cheeks may be collected, has provided
A method whereby cheeks may be collected with the least expense,
This I8 due to the doing away with Indirect routing, thus reducing
the number of times checks are handled, and the saving of time in
securing final payment. If the syfem fs properly supported by the
banks of the country, it will lessen the expense In remitting for checks,
as the banks of New England have demonstrated through 17 years
of experience that it is much cheaper to receive one remittance a day
and remit fn payment, than it is to recelve remittance letters from
a number of correspondents, as well as others, and account for them,

One strong argument that occurs to us as to why that part of the
Federil reserve aet relating to caarges on bank checks and drafts
should not be amended at the present time, is that the majority o
the banks in this country transacting 85 per cent of the banking busi-
ness af the country, are not chavging for remitling for their checks,
and that the collection system of the Federal reserve banks should
be given a fair and tmpartial trial before any amendment to the law
fs considered, and it would not be fair to the banks of the country
to amend the law at the request of the smaller number of banks which
have, for selfish reasons, always been opposed to a proper and economi-
cal system of collecting cheeks.

That sums up the case. Nearly 16,000 banks joined the col-
lection system instituted by the Federal Reserve Board. These
constitute two-thirds of the commercial banks of the country.
They do 83 per cent of the commercial banking business. They
do not charge for paying or collecting checks.  This Senate
“rider,” drafted by a bank lobbyist and through organized propa-
ganda grafted onto a biil ‘here designed to help banking and
facilitate commerce, is merely a statutory invitation to these
16,000 banks, as well as to the small group doing only 15 per
cent of the country’s business, to renew this tax on commerce
and industry. It is a legislative sanction of an obsolete and
vicious practice which has never had the countenance of law
and should not have it now.

And I warn this group of bankers wxich assumes responsi-
bility for this renewed attempt to erect this tollgate across the
highway of commerce that it is sowing to the wind and will
reap the whirlwind, The business men of the United States are
thoroughly aroused over the situation, and if this- legislation
should be enacted, except i the moditied tform proposed by this
conference report, they will systematieally refuse to patronize
banks which persist in this vice. Moreover, let the eountry
banks take warning. Under the law they may no longer count
balances with correspondent banks as reserve; hence there no
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longer will be inducement to earry loeal funds in outside banks
at 2 per cent. This will presently oceur; and when it does the
big banks will begin to charge for remitting funds also, should
this Senate rider, unmodified, prevail. I the charge for remit-
ting funds to cover cheeks becomes general and applies to central
reserve and reserve eity banks, as well as the country banks, it
is evident that banks in general will not protit by the result.
A bank in remitting to a Federal reserve bank wishes to be able
to send offsetting items rather than eaxh, and the whole proposi-
tion of clearing checks depends upon this principle. Heretofore a
charge has baen made by the country bank for remitting, but
no charge by the city bank, whereas under this Senate * vider ™
the city bank is authorized to charge as much as the country
bhank. If, therefore, a bank receives one-tenth of 1 per cent on
all items drawn upon itself, but pays out one-tenth of 1 per
cent for collecting all items it has received, the probability is
that the large city banks will be the gainers,

An accomplished country banker in the State of New Jersey,
a nman who understands the philogsophy of banking as well as the
practical details, writes me that—

If the Federal Reserve System was nonexistent, the facllities and
economy which it so admirably affords would justify the organization of
n system for the exelugive purpoxe of clearing and collecting out-of-town
cheeks, hut the organization of a preper system for this purpose under
present clvenmstances would be a necdless waste of labor and eaprtal
and In conxequence an unnecessary drain upon the publie,  This may be
regarded as an answer to those who contend that the Federal Reserve
ystem should not undertake the matter of handling out-of-town checks,

The condition of affalrs was bettered at a stroke when the Federal
Reserve Doard undertook to colleet out-of town checks,

Mr. Speaker, there are a multitude of reasons why this check
paying and coltection charge should be abolished entirely and a
fairer and more scientifie systom substituted, but the subject i3
technical and. therefore, diflicult both to explain and understand,
especially in the compass of limited time.  But T very earnestly
protest against this Senate rider which secks to legalize, in the
worst possible form, a banking practice that the best banking
sentiment itself condemns,

The gentleman from Ohio [Mr, Swirzer] asked me awhile
ago why the conference report does not omit the Senate amend-
ment altogether, if the practice which it proposes to sanetion
is =0 indefensible.  The only reason we did not diseard the pro-
vision was the instruction given by the House. While we felt
that the House did not act with full knowledge of the facts.
and knew that scores of Members had voted under misappre-
hension, the conferees did not feel at liberty to * contemptu-
ously ” disregard the instruetions of the House, as the gentle-
man from Wyoming [Mr., MoNnuLL] suggests we have done,  In
the circumstances the best we could do was to retaln the
phrascology of the Senate “ rider” and apply an antidote, which,
we feel confident, will correet its  evil effeets in large degree
it not entirely. The gentleman from Ohio [Mr. Swirrzer] also
sugeested that the moditieation of the Hardwick amendment
proposed by the conference report is intended to prevent any
check-collection charges being made by anybody. T frankly
stated that I hope and believe the moditientions proposed by
the conferees will have the result of abolishing all charges be-
yond actunl cost, which, in our view, would be the only “rea-
sonable charge” that could be made. Inasmuch as the IFederal
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reserve act requires Federal reserve banks to accept at par all
cliecks and drafts of member banks, the conferees unanimously
agreed that member banks should be prohibited from exacting
check-collection charges from the Federal reserve banks, as
there should be reciproeal arrangements as well as community
of interest.  This modification itself will largely tend to draw
the fangs of the Senate rider and circumscribe its utter vi-
ctousness.  IPor these and other reasons, which I have not the
time to present, T urge the House to vote down the motion to
recommit the bill with instructions.

Without objection, Mr, Speaker, I shall append to my remarks
the circular letter which has been several times alluded to here
as an “anonymous " letter, but which, as will readily be seen,
has a very definite and a very respectable paternity :

ANYWIIERE, SOMEWIIERE, OR NOWHERE?
Wasiixerox, D. C., May 19, 1917.

A group of gentlemen who happened to meet in Washington and who
represent widespread business interests in vartous lines throughout the
country have prepared thls statement of reasons why Congresy should
reject the Iardwick amendment to the Federal reserve law, or any
other measure designed to accomplish the same purpose, viz, the purpose
of allowing bankers to charge for paying checks drawn by their own
depositors upon funds in thelr keeping. Iayment of such checks can
not be classed as n service to the party presenting them for payment
It is only the discharge of an obligation which the bank is bound to
discharge on demand.

The group included official representatives of the Button Manufac-
turers Association, National Association of Clothiers, National Asso-
clation of Credit Men, National Association of Iosiery and Underwear
Manufacturers, Natlonal Glass Distributors Assoclation, National Hard-
ware Assoclation of the United States, Natlonal Retall Drv Goods Asso-
ciation, National Shoe Wholesalers Association, National Wholesale Dry
Goods Association, National Wholesale Jewelers As soclation, Nt. Louls
Chamber of Commercee, and Southern Wholesale Grocers Associntion.

The committee appointed to prepare and Issue the following statement
congisted of Mess S, WL Campbell, €. B, Carter, W. R. Corwine
Thomas A. Fernley, 18, L. Howe, J. II, McLaurin, W. D. Simmons, and W
W, orr,

The IFederal reserve law and its development, under the able adminis-
tration of the Federal Reserve Board, Is gradually making a country
merchant’s check worth 100 cents on the dollar anywhere.

The creditors of these merchants are entitled to payment by check or
fome other credit instrument which is worth 100 cents on the dollar
somewhere.

These country bankers are asking Congress to pass a law which will
make a country merchant’s check worth 100 cents on the dollar nowhere

The Ilardwick amendment would make it legal for a bank to charge for
paying its own checks in any manner.

THE HARDWICK AMENDMENT-—REASONS FOR ITS REJECTION,

In order that we may not give any wrong Impression of our attitude
toward the banking business or that we are in any way disposed to look
at this problem only from a one-sided or seltish point of view. let us sy
right in the beginning that we appreclate thoroughly the diflicult sit-
uation in which the small town bankers find themseives at present as
the result of recent developments, and share the apprehension that they
and thelr friends feel for thelr welfare in the future If the present
course of development continues and if they persist in their opposition
to making changes in tieir methods and to adjusting themselves to
present conditions In order to take advantage of additional and new
ways of making money offered by the new law and which may be made
to act as an offset to the loss of that part of their former revenues
which has come from practices which this ilardwlck amendment is de-
signed to sanction and perpetuate, but which, for the following reasons,
we believe should no longer be authorized or permitted :

Let us say also in that same connection that we share thoroughly the
conviction that bankers should have adequate compensation for all
services which they render to their patrons and that their compensa-
tion should cover not only any direct outlay involved in rendering that
service, but should cover also Indirect or overhead costs—and a profit
besides.  However, that compensation should be charged to and pald by
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the patron of the bank to whom the sorvice Is rendered, and no banker
should be permitted—much less authorized—-to conspire with his patron
to put the burden of thlx expense upon a thind party who has no voice
in the arrangement, That would be taration without representation,
and. if we remember correctly, there was a popular prejudice against
that principle in this country at one time—au prejudice against even
the established government’s taxing thote under ats Jurisdiction wath-
out thelr consent.  Certainly we of this generation have a right to ob-
feet to our Governmnent's conferring upen any very small "percentage
of the citizens o this country the right to pul a tax—direct or in-
direct—-upon the remainder,

this 18 practically 2 Natlon engaged in commeree, any plan which
authorizes one small group of men to put a tax upon the commerce of
the country, practically authorlzes them to tax for their own benefit and
profit the remaining large percentage of the people,

We appreclate the faet that the universal establishment of the par
colleetion system in this country woull put a conslderable part of these
small bankers In an embarrassing position, but sincee that is the direct
result of thelir own action, and since they have gotten themselves into
this position by juzgling with facts and by attempting to get away
from sound principles and fundamental laws, there does not seem to
us to be any Justification in allowing them to continue to abuse the
rest of the husiness community tor the purpose of their relief

Fhat they are responsible for the present situation is due to the
faet that, beginning shortly after the close of our Civil War. but be-
ginning more generally about 25 years ago, these bankers offerad. ny
an inducement to persuade loeal merchants to carry accounts with
them. to so handle their checks as to rvelleve them of having to pay
exchange In remitting for their merchandise accounts to the various
points at which they were (due aiul payable, They evidently had two
objeets In mind in making this offer: (1) An increase of their deposits
and the holding of all these funds all during the time checks in pay-
ment should be In elrenit back to their point of origin, and (2) revenue
which eanie to them through the deposit by thexe country merchants
of exchange which they received direet, or from thewr farmer customers
to whom It Is paild by buvers of produce, cattle. ete., the payments
usually being nutde in eheecks or drafts on New York €City.

These checks aml drafts the country banker aceepted for colleetion,
making a charge for that service and inctdentally getting the exchange
tr

¢

Soon after that, however, he developwl the fdea that. in addition to
getting this New York exchange for nothing and charvging his depositor
for the privilege of giving {t to him, he might then draw on the credit
thus established to meet his own demand obligations (his depositors
checks), amd by doing so retain the further use of the morey during
the circuit of thls second credit instrument.  Then, sthil Iater he
evwlved the plan of making a charge for paying thls demand obligation
in that way, v::llln'.: it in some instances a collection charge; in other

¢ all Ccung

The question naturally avises, How did he succeced in putting that
over and why was he permitted to do so? That was simply because he
took advantage of his position and the dependence of the country
merchant upon him to influence the country merchant to adont thiy
course, using the argument (1) that it would relleve the merchant of
paving exchange and following that up with the still more pungent
and cffective argument that as the country merchant expected his bank
to o him a faver oceaslonally, he would, in turn, be expected to co-
operate with the banker by making his remittances in this way. It
\v:lls the price nfl:u'mmmmf:\tion from the banker when the merchant
m H cc lo ©

The when the country merchant received a letter from hls creditor
objecting to thisx method of payment as not adequately covering his
obligation and took it, as he usually dhl. to his banker to ask how to
answer it, the banker coached him to staml pat and reply that if his own
checks wore not accepted in payment of his account, he would close the
account amd buy his goods somewhere eise—the banker's argument to
the merchant being that no firm would be fool enough to throw away
a good account for a 1j-cent charge and that would be all that would
be fnvolved in any one instance under discussion.

Of course, ag one manufacturer or jobber after another yielded to these
tacties rather than lose their accounts, the banks began to coach each
other with a view to making the proposition as general as possible,
because the more general tfiey made it, the more chance thoi' 1ad of
holding on t the position permanently since there was practically no
way for the victims to get together and tight them. This, in the light of
a recent statement made In the official organ of the American Bankers
Assoclation, should be kept constantly in mind as evidence that these
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banks have themselves never serious!; contended that they were entitled
to collect this charge for paying thelr checks or that it was right, or
gooll business, or sound banking, They have contemded for its mainte-
nance on the principle that might makes right.  Their arguments are
very llke those which the German Government has recently tendered to
us In their answers to our insistence upon our rights to traverse the
high seas. The German Government told us that if we did not stay away
from those portions of the high seas which they proseribed, we would
be responsible for the results: anmd If we got hurt, it would be our own
fault. in like manner the American bankers, through thelr ofliclal
grgan, say :

“Phe seller of goods has a right to demand payment from the buyer
In actual eash or exchange, that is worth 100 cents on the dollar at the
point of sale, but if that merchant surrenders that right amd accepts

c¢heek on the local bank in the home town of the buyer, it takes with
that check the burden of its Hguidation.”

The simllarity between this amd the German sophistry speaks for
itselt. It Is partieularly interesting in view of the words which follow
the above quotation from the report of the * Committee of Twenty-Five ”
of the American Bankers Assoclation, which has been most industrious
in lobbying this measure through Congress, viz—

“No law. rule, or regulation should permit this burden to be shoul-
dered on to a third party. either the city or country bank. The buyer
and seller are the beneficiarfes and one” or the other should bear the
expense * * *  The letter of the FFederal Reserve Doard overlooks
the principles Involved, that s, that the purchase and sale of exchange
is a legitimate funetion of banking.”

The Tdea that the Federal Reserve Doard does not recognize the prin-
cipley involved, Is Interesting but not nearly so much so to us as the
recognition of the principle that a * burden” of that kind should not
be shouldered on to a third parvty, as that is exactly what this = Com-
mittee of Twenty-Ive " bankers have asked Congress to authorize them
to do. It shouid therefore only pe necessary to show that to be the
case, to bring about the voluntary withdrawal of the measure by those
who have been, for several months, working so constantly for its
adoption.

[t Is not that the FFederal Reserve Doard has failed to see the propo-
sition In Its true dght; it Is the * Committee of Twenty-Iive " (bankers)
who have falled to see that in an effort to present a plausible reason for
being permitted to do a most unwarranted thing, they have overlooked
the fact that the sale of merchamdise is not the transaction to which
this law would apply. The transaction to be effected by this law Is one of
those which, an they state, s a legitimate function of banking,” viz,
the purchase and sale of exchange. This is evidenced by the fact that
the law which they ask Congress to pass would apply without respect
to the occaston for the payment in question or whether there had been
anything bought or sold. " The contravtual relations of the buyer and
seller of exchange are alone affected by this provision: and the proposi-
tion that “no law, rule, or regulation should permit or require that the
hurden be shouldered on to a third party,” applies thoroughly.

Phe patron of the banker In question has occeasion to make a payment
in a distant point. The reason for having to make it Is not a factor.
Whatever arrangement is made between him and hls banker with ref-
erence to the eredit instrument which is used to make the payment, it
does not invelve the payee of that instrument, nor can the compensa-
tion for the service rendered be shouldered on to thls third party-—
the payee.

That, however, is what Is pml')osml by this amendment and what
they rightfully, although unwittingly, show that “no law or rule
should permit,”

Now, Instead of covtending on the basis of principle or right or
equity for the continuance of thiy practice, they fall back  universally
as n final aegument upon the fact that so large a percentage of their
revenues has come from this source that to stop them now would be a
gerious handicap and inread into their earnings and they therefore ask
the United States Congress not only not to disturb them in this prae-
tice if they are able to continue it on the principle that might makes
right; but as soon as the business interests of the country--by a
proper, consistent, and logieal law——provided for the gradual adjust-
ment of the practice and conformity to sound principles, these bankers
come then to the United States Congress and ask the passage of a law
to enable them to retain the right to put this tax burden upon all
third parties, They have gone still further in demanding the right to
place this charge burden on a third party even wien no exchange is
asked for or furnished, and hence no basls for a claim that any service
has been rendered to anybody
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Why do these bankers insist upon putting it unjustly upon a third
party? Simply beeause they have taught their depositors that they
need never pay exchange and have no faith in their ability to recover
from that position,

As the result of a most active lobby, they introduce a measure which
is designed to give them a special privilege of a mcoat absolute char-
acter, designed also to relieve them of some of the most fundamentat
obligntions of a banker to his patrons and to the public. The amend-
ment is enrefully and palnstakingly worded to relieve the banker from
his responslbility for mecting his demand obligations at 100 cents on
the dellar and to permit him in practice to keep for himself a small
part of every dollar deposited with him by sanctioning his refusal to
pay in full any proper demand therefor.

We recognize that it will be very profitable to the bankers of this
country to be permitted to do this Instead of helng responstble for
and required to pay out 100 cents for every dollar deposited with
them on demand ; but it Is certainly not commereial banking as that
has been known up to th's time and it feems to us a most astound-
Ing proposition to ask the Congress of the United States to put fits
sanction upon any such procedure,

When a bank issues its notes In the form of currency, it expects
all other banks throughout the length and breadth of the land to ac-
cept these (Its demand obligations) at 100 cents on the dollar, but
this same banker desires Congress to relieve him from the responsibility
of accepting his own demand obligatlons on the same terms,

This whole proposition is therefore not only unsound and unmoral
in that it ix designed to permit a banker to ddischarge his obligations
by paying less than the amount of them, but in addltion to that, it
is thoroughly uncconomical In the way it will work out in actual
practice,  Under thls system, a country merchant, in order to pay his
account, wlll mail, let us © from Nelma, Ala., to hix jobber In Chi-
cngo, 1 cheek on his loeal bank. for the exact amount of his debt.
That cheek will go around the efreuit from the Federal reserve bank
in Chicago, then to the Federal reserve bank in Atlanta, and then
to the banker In Nelma on whom it Is drawn, and when it gets to its
destination, 1t I8, according to this plan, nothing more than an order
for that banker to send out in exchange for it another check for a less
amount to pay the same debt,

This second check then starts on its round, all during which time
the banker In question «till has the use of the funds, which in reality
should have been in the hands of the credlitor of the country merchant.

This tlrst cireult, therefore, of the country merchant’'s own check is
a perfectly useless procedure, requiring a lot of handling and conse-
quently unnece ¥ expense, amounting to a great many millions of
dollars of needless burden upon the commerce of the country, for which
it gety absolutely nothing in return, and which would be entirely
obviated by having the merchant do what, as stated in the American
Bankers Assoclation’s ofllelal organ, hie should do and what his creditor
has a right to demand of him; viz, send, in the flrst place, n check
which will pay the amount,

Just as the FFederal Reserve Board Is perfecting a thoroughly well
developed system, which would eliminate all of this burden of usecless
expense, which bas been gradually saddled upon the domestie commerce
of the country by these bankets, and just as that board is establishing
a system which thege bankers acknowledge we are justly entitled to,
the Congress of the United States proposes to enact a law designed
to establish, permanently, the right of bankery to impose this injustice
upon the remainder of the c¢itlzenship,

Thig I3 not a war measure; it is not claimed to be a war measure,
but it is proposed to impose it at a time when the business of the
country is being asked to shoulder the heaviest burden of taxation it
has ever frced, a time when the thoroughly enthusiastic cooperation
of the business interests and the ready acceptance of thelr unusual
burdens are of partleular importance, Certainly this is not a happily
chosen time to add to those burdens by extending to a privileged few
the right of taxatlon and the right to put it upon those with whom
they have no business relations, giving those taxed no voice in the
matter nor any alternative. Could there be anything more out of
harmony with the spirit and attitude which the people of this country
are asked to show toward Congress and the administration?
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