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e Alkems I do not gare whet day they make it. 4 48
mkes nod 4ifforence whother it is Wendey, Tuczday op

fedneadny.

&y, HeQord: <he odject of ihe deparieent is, I hink,

o gel an ides of the gercorel etmdltles of Lhe cowntiry kt
sortaia Ialervals, asd ihat faforsatics coming from the
reserve oiLf baake, would give them ihe barsceier ihst '
they wmld naturally cesk, snd the otliers, cusing mmmmé,
would weel the Duil remiremcnte, it scous Lo 2@,

Bt Lpinsi i Lhink oo,

Hre Sibens L8 W Lbat,; ¥ Chedzaam, it seess o e
Limt It oaker no differeuse sholher in 200 recerve elity 1t
ig o Vednuadey snd in snoiler resore 2ity it 1 en :

I don't bellove ihe day of ihc woek, Saking m
stmntry over, sakes any diiffersnse. |
ine Chelrsans is it net & Taed,
these cillies where Lhore are clesring houscs $b would ine
elude uil ihe reserve cltiee, thel Lhs roporis of the con
Lion ef ithe Denks mvubers of the ¢lcerdng houses uniformly
are rejquired e of Yridade
ir. Fagohep: “urs Ls Thurodsy.
. 0l ide mot think thet 12 geccoral. it is not !
e <win Cltlog,

e Cs Wolls: ie Dave roporie In all reserve gitiegews

The Ohslyosns i Am wrong, 8 umual.

Novernoy “e.oml, your sotion Jme heon seconied.

™. Teayt it seoure Yo oo, Wy, Chelrsen, that if we
would get mouthly reports 1t vewld convey very little in-

/
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forantilon o8 {0 the condiiion of ihe sounlry, really.

Hpr. Zedog: 3 think it vould convey ell the Inforase
tion that is necessary. The asount of ihe aceounis of 2il
roscrve banks really comcs @ aboul ocovenly por eeat. 1
knew thwt 1 the csse Lin owr dlg ping, mnd Lhat sould glve,
ef Govornor ueford seys, iho bﬁr@mﬁzar, and woeuld e less bupe
doncone OB the smsll banker in L Cowniry wie cous nol
pnderstend anylldng cbout theze slolomants. It would aot
be any hardahip. They heve Lo glve AL onee & sonih,

vr. Doay: I éo ot sant Lo orolong thie discussion.

I 40 not soe amoh sdvantage in requiring all ihe rexerve
eities Lo revort unleoss 2¢ po out inte Lhe counivry. Foyr
some tise pest it hws heen true thni the coualry Deak

have Beld all the surplus reserves of ihe oountry.

teke the Comptroller's reoports pight through for s year
pest yom will find thet Ll couniry banks held ihe surplus
reRervVes. i do sot ihink that sould sonvey very muoh thet
would o emlighltening inforssiion se 0 the slale of the
eouniry. I mne oot in fever of Liw ollhwr bDanie beling
ceiled on sure freguently, bul I do nol Seé any noscsality
of calling on the veserve lunks weckly and on ihe olhers
mouthly. I thiak 1t cught 10 be unifors.

dr. MoCord:  Iep pof this irue: hat ve sll look mz-j
ward (0 the clearings ss reporied by Uradsireet woekly, and
they are an isdicatlion of ihe counlyy larg&lg?

dr. Alven: You got those now,

#r. fony: Yesg this 1s a0l & elcaringuuesiion.
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Hre Alken: DBredetrect will oot step reporting the
returns of Lhe sountry just Leccuse »¢ gol reporis from those
Brnks .

. Molond: I undorstord thaty bt I ax siaply using
taatl ss an 1lluastration, tist it doom Pave 2 bearing on
tihe conditieons, and ihat is wint tie CDeparisent cvidently
wenla.

r. Tegy: I have given & greal deal of stientics to
Comptroller's reports sad reports of Lhat ssture, sad i
believe that that kind of informstion would not be of sny
use L0 ad. I heve slevays Leen o etudent of those iLhings,
amd I knos Lhat partis)l inforsation 18 slways wisleading.

“r. Ralus: The proportiom of ithe reserve cities is
from one 10 w0 ond & half. The country banks have one

and the olhers (w0 end & Islf; so that if 2 barometor wes

required, the wookly statement of Lhe reserve clties =ouid

eurply um. baroseter. The olhers are relstively unime
poriant.

- The Chairman? Your moilom was seoconded, snd it is
your privileze Lo sak for the guesiion unless soncone ofiers
ot more discuseion.

Wr. HeCord: I siaply sade the motien in erder to bring
it o some propor slate for diceussion.

e Chalrumsnt There is, however, s molion whieh has
been seconded, end which sbould be seted upon or amended
or sithirawen.

Hpre BeCord: If any goniloman prefers it withdrewn, I
will do that cheerfully. {(langhier)

s Cs Tells: I submii, Wr. Chairsen, thet Governor
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bank for whom they vers discounted. Y& now have s rul~-
ing which will emable us Lo send Lhew 0 sew oluer Foder-
8l “eserve Danks. Certsinly ibere 1s notl aagihlsg in this
Aot =hich winld prevent us from using any reassocable ueans
to eolloct & note that we hod discounted, sven sending it

{0 sn attorncy for colleeiion; end owr abillily to esploy

the fasilitles of the sysicam, 11 seome L0 me, 16 vory
properly construed by Judge illlett, 26 beling one of ile Inw
ecidentsl povers.

dpe Seay: Is it your genersl prectloe to relurs the
acteg (o Lw sosber benks after they hove Loen dlsgounted?

Tas Chalirasn: Cur prectlice heg been Lo do Yul om &
certaln nusber of dage in advanee, in order 10 obviale dif- |
ficultics erleing) and that iz ene of the things that is &
auiz},e:z.t. en the program ithet we wemt 10 discuss.

Hr. Enins: I remcmber ai%mﬁ*’i “A00,000, I think,
of the Unfem 011 Compsny, and rending the notes te you for
solleotion =8 they were payable in Sew York, and your of-
fice objected to thet. This opinioa of Judge 21lieit %‘&1&1
supersede your instructions given ab thet timey

e Chalrean: Severnor Yuins, tiwi lppened soas 1it-
tie time ago, sl sinee ithen wo have both the opinion of
eouncel snd furier iight of our own cGEREGil, and wo will
reseive those notes for solleetlon.

is there any furtber clocussion of ilew 10 om the pro=
grem? If mot, we will take up item Hoe. 9, sish boare
comewhet on Lica Wo* 10.

At the last seeting 1% was doedded, jom w1il recall, 10

reconnend to sach fudersl %wwﬁ Esmk that the opinion of



309
their counsel be obtained as to the legal effect of the
provision of the Fed ral Reserve Act which required member
banks 10 waive demand, notlce and protest on all notes which
they rediscounted with Federal Reserve banks.

if vou will permit a suggestion, I think we will make
progress if we adopt the poliecy of having allof ithese opln-
ions of counsel submitted to the Secretary of this meetling,
mailed or delivered now, and that those opinions of coun-
sel be submitted to the Federal Recerve Board in support of
the conclusion as arrived at at this meeting, and that we do
not teke the time ito read them; -Te¥ ¢ Governors
undoubtedly being familiar with the situation in his own
district, based on those opinions.

The question is really whether this meeting shall make
any recommendation to the Federal Reserve Board in regard to
a mandatory provision of the statute that this waiver of
demand, protest and notice be mde a part of their discount
transaction.

HMr. Alken: 3 beiieve, Mr. Seeoretary, we have sent
ours.

The Secrectary: I have a copy of yours.

Mr. MceCord: Mine is rather long, on account of hav-
ing six citles to deal with.

The Chairmen: May I ask that € ach of the Governars
make a separate statement in regard to this matter?

Mr. Wold: Minnesota, North and South Dakota, Wiscon~-
gin, work under a negotiable instrument law, and I do not

think that adding a walver of demand, notice and protest

would waom affect negotiability. As to ﬂichigan, I am unable
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I s undoy Lhe loprousion thetl Hostane woris undep
the negoilable insirusent low, i ihink €11 of our territory
ic unier he negoileble Ln trusmsut daw,

ueCord: That could be cheeked by nand-

Splds I would like L0 sak 2 hypothoticsl owstion
at this tlme In relesgned o Limt maticr. if v md o

&

pieea of paper, dlacount payer, in FNew York €ity, om which
our mombor Lenk sz walved notlce, demand exd protost, and
they require endorsement o8 (o whe have notl weived, are we
godng to sead Lhat oul, protest or no protests

o

The Chairosa: Governor %“old, say I sugsesti thal an this
e vaaentlelly = logel msitor Lhal w@ sak counsellor Cupiis |
0 sake & etalement for the record of bie views in rozard
to e ponsibilitics of alffimdiy srising by ressom of thi
provision in the sleatule, and 1t may be ﬁ.*wtt s clscussion

madtor w111 be brought Lo o conclusion Vary sucsh wore
prompbly by listesing o whet he Bas W say.

Tum ~eoreiapy: I beve pot lpvestigeied ithe law with
regpost Lo slalen where W nopoiislble insitrusent law 15 not
in effcet. in (e states whare 1L 10 In offeect 1 bedliove
that he walver by 2 sesbor Dank woald prodbably bave tie

t seaber Dang, Wi relcesicg prior ene
the Federal Secorve Dank wos neglizent in
or pralsit. tn Lhe oihepr
thet 2 verialn phrase in ihe

glirgaoent law of wconl glales, whieh proviics that

& Jarky Y9 a4 aote il dlscharged by the dlsciarge of & prior
ool st
endovaor alght be held By the couris te Aiiﬁ’*m.?‘gﬁ & pariy vhe

igitized for FRASER
tps://fraser.stlouisfed.org




gitized for FRASER
ps://fraser.stlouisfed.org

had waived the demand, notiee and protest by a prior endorser

who hed not waived it was discharged by the negligence of
the holder.

Mr. Weed, the counsel of the Boston bank, wrote an opin-
ion on that in which he cited the opinion of the late James
Barr Ames, who was Dean of the Harvard Law School and who was
instrumental in getting this Act passed. He felt that the
provielon wag a very serious drawback to the act, and urged
that it be not put in on the ground that it might operate
to have this effect of discharging an endorser who had
waived his rights because a prior endorser who had not waived
was discharged,

My own view is that the provision was meant to be subor-
dinateche waiver, but the natural effect of the waiver is to
give up your rights mmd 1o have & notice, demand and protest,
and that the seciion of the statute meant other forms of dis-~
chqrge than discharge on something that you had already
waived=--= if 1 make myself cleaﬁ.

But there is that doubt which has been expressed by
very high authority on negotiable insiruments, and conse-

quently I feel that it is 2 bad thing to have in this lai

and 10 have as a mandatory requirement that tke banks either

ought to adopt a practice of having that waiver appear om the

face of the instrument where it binds all subsequent parties
or have the statute amended and thet provision repealed.

The Chairman: From the standpoint of a layman and
after discussion with Mr. Curtis this matter appears to me

somewhat in this way: We are requiring from our member ban
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& walver of demoand, notice and protsst by virtue of this
statute, which may vesull in their right of recourse ngainst
a prior sndorser being imperiled or lost; and if, as a roe
Sult of our nexligenge or sven, possidly, as a result of Galug-
ssthat aay be bayomd our control, that & memder bank loses

of recovery from a rrior endorsey, he might then

& defoense to his owvm 1ia®ility as an endoreer,

That situation might sarise byw hich some bank, not roseidbly
& bank that was in sotive cperation and one that wasz iw
liguidation, whose affairs were i the hands of a receliver,
whera the reseiver of the bank miskt fes) under & izgal olie
iigation to the eraditors of the bamk to dfand the bank
againat the 1iability that he 4id not think scould ke sne
forced under the statute. The same Xind of a danger

arises vhen one is dealing with any fiduciary, ne matier

what he might regard to° be his morasl obligations-<but neverthel

less 1% follews as & matter of duty to his trust that he
must employ every mouns that the law affords teo resuires
payment of the dedbt.

Thees guestions of endorsement ars mors 1ikely to arise
in those cases whors member banks 241 than thay are in
thes case of a pgoing bank, becsuse any going bank would not

riek the impairment of its orediters by interposing suck a

defense, ' Sut if & large bank should




gitized for FRASER
ps://fraser.stlouisfed.org




igitized for FRASER
tps://fraser.stlouisfed.org




scotion Lo the negotlable imsirument law whish provides thet
the swisoqent sudorser fo discherged on ihe Jdlssherze of
the peitr endopier ¢

sk
taat he
S0 not Lelicve shame s Jddscharged, bul tLbsore is an O

e LI swosopmnl endorser as weived.

portuniiy to Llsigste iast quasilion.

e flmas s¢ mve Jeemed it only safe 1o protest any
anotes Laat are 2ot pald, In spite of the -alver and in spite
of ilw r‘lak we lake of having 10 sisnd for Lhe protost fees.
Gur ceshior hed besa lusiracted Lo ssplset the weiver ene
tirely.

e Lhslirsest Do you collect your notes direet,
voveruer Alken?

Hp. Alkon: Jes.

e Chalrmes: You 49 nedt :end them to the zesbor benk?

Alkems Oh, w¢ do sond Lhem to the somber banic.
Uur lossl moles in Eosion ve collect thires avery day st
aur sounior from Lhe redinecuniing bank in Lhe counirvy.

et le sent o ithea for aollsetion.

: row'.x'o“
The Chalraans Thon Lhw Q-ve**“a, a8 Lo demand, notioe

protest really doce not affect you, Inazewmch a8 sou put
baeden of »ratenting on tho —eador Sask whe has wslvedy

M. Alleng hat i 1ruae,

Mre Sainst -gms of our assber bounks are very much stir-
rod up about thal meiter, om ihe theory t.mﬁ ve would colleet
al some plase foreisn to thonmselves.

ihe Chairssn: Tae Slffisully In Now Tork scens 10 Do
thnt monber benhs who have rediscounied peper with us sre
naturally ivelined to Josl thed boling » now crgenisation we

gitized for FRASER
tps://fraser.stlouisfed.org




mey sl be 88 sereiul ss

lew D6 seended fto sirilke ouni i ig @ 0 the palvey

eher hat

reapll the dipcussion lhs Only opinion sd-~
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vercée o that suggestion whileh hes boen advaneed sas ade

by Goverady Selougal, uho is supporied by sn opinion of

his counoal, ¥p. “owell.

Lovernor Yolougsl, have you sny su gestlontin regard (o
the wotlont

e, #ebougali I sonld met be inclined to support timt
aetion. |

e Co f?éc:i}.m I sould e disposed, Sp. Chalraan, to
doeling 1o suppori the zotien.

A :

if uondd 1lke to mow more alout the
#riect it venld have upon ihe ii;g;ﬁl status of the five statcn
in our Cleiriets In Toxse the low mekes » provision for
entering sull during ithe first ters of the Court follow-
ing ihe fallure 10 pay, asd by doing so holding ihe endorsar.
o that in Terss where the larger voluwe of business would
nelurslly fall, e oould protest curcelves by such procuede
ure. It is iiw cosoonm prociloe 0 capley the w iver of de-
sand, a0tice smd protest ssong m’mmal Lk .

¥r. feay: On the face of the noley

@pr. O, Hells: Upen the face of Lhe note or upon iiwe
endorsvaent.

M. Ceayr 1 vould pather lske ay changes 10 have
eithey the waiver of e note, or, if not, o beve 2il ihe
vadorsers subjeet 10 the genersl law.

#r. Tulnsy Timt s It

. Domy: {(Coniinming) Rather ihan 10 bheve a
singlo endopscr walve. It seomp (o me 3L io Dowd (o come

plieate ihe mostien fres any point of view, 1 tho msivep




ia‘«: on the fece of ilw note all are bound. if & single
endoreer walves and others <o Dol walive, it i bound to sdd

& complicatlos the exeel resulis of which I camnot £8Y.

I therefore thiak 1i vould be ===t move logiceel not Lo have
the provielos in the law, | I wonder If 1t wes put there

by & lawyer or an one Tho wam AC s toned Lo prolect thesselven
By pulting in all kinds of thinge of thet idnd tial hed
suytidng to do with it, or whetber 1{ wee pul in there by a
soepetant laeyer. I thiak (U wenld be safer L0 have it

out of tha law,

. YoCord: ire e salvery on i fese of the noleos
bluding on ¢l endorserss |

ihe o clary: They eertalnly are under the nogotiable
insiruaent law.

e HoCopdis bt wvhere ihe negetishle Lrneirument lew
is not In ¢ffeol:

The “eeretery: I think the fene would Le tyue.

M. HoCopd: e mestion es not boon deeldod in sone
of ihe stetos in my disirict —- Alsbase, for instence, and
oLhers.

ire T0L81 It occurs Lo me, ir. Quiress, that wo are
sboul &8 woll off with this walver o8 v6 would e sithout 1t
“ht ouly paper we are bound (o look after now 1s papor thmt

- Bas prior endorscmonts. Imt where ibore are no prior enders
| ments tho walver would hold and sveid taklng care of the

- protests upon probably 75 per cent of the paper we W—-A—

; Fi8Ly por cent, at }e&ﬁt, l

/
f}

ibe Chalrmens Mighi 1t nol becoss 100 per cout, afver
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the banks heve become affectod with the ldea that there 18




| #oss risk in teling peper of thel charseter for oollsciiom? |
shore will ouly be lafrequent quesilions of possibiliiy of |
thw ilosses of claims sgeimet Ux pricr endorser omly Ly
redic countping paper ulilch has no endorser, snd they will get
Liw poarcel papor im the mr‘t.mués of the banks.

e :::Q?..q: Pogsiibly that 18 ifrue. ‘fhia woztion hes |
differest beeringe ia &liTorent paris of (he terpritory. In |
tar teoriicry, for fooiance, it I8 the ¢owon practice with
corporations not 1o Leke porsousl endorsewentsg, Wt siaply
& gusrasiy covordag ithe psper thiech a h:ﬁf holds, =nd the
guestion wvae reaiecd sg 10 wvheiher or ﬁotrn plece of paper
oifered for redizcount Ly o beak hod = gusrsnty of e
elieckholiorey ihe puarently ceved the papor, snd we felt
saiisofiod tiwmt 1t 444, |

The Chelruan: Pight nol this saticr be settled by
sdopting this susgostion, Covernmor Sains, that your =motion
ﬁe sondod o 28 (0 recomaond that lhe law o esended providing
that ithe valver of domand, notlee and protest Le reQuired en
il notes redisccunted by secbepr banks uhich Love no prior
encorecmenl’

Hre Sgloe: Tes. Tial =ould be sl) right.

iy, sdkent  If there iz no sention of it =ade, yom could
howe the wsiver put om. Any bank sould heve ¢ walver put
on uanisr those cirounstances.

The Chairamnt  If the Act itsclf sekes mo rueh re-~
guirement, 1% 1l netursl (0 suppote that Liw soubor banks
uill coniend for the sdoptilom of ihe pracilice that 18 couw

mon in bunking, by which thoy vould not be reguired to

aive demand, nolice and protest, bocause it uerm is

tps://fraser.stlouisfed.org
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a0t suslomary for banks to reguire their susiosers to waive
demand, n0Li0 wnd protest on paper thet Lhey redisocount.

-

M. feay: I belleve 10 would be sgainst putlie pelicy
te malve. nere 18 meny sn endorier who has & very wholsw

Sgcur @ # A Loy & porgs o : "
S ragard for e protest. S, ¢ teke other paper we

ecoepiad willoul suy exceptions te the lsst oncorser, ond wiy

should ibore be veriptlen fa the seihed of landling
paper we redloecuns for o momber bank frem that vhich would
aiiect all other papor 1f se were in Uw genorsd bauking Lugle
:'%fz‘ae; it hwp alveys ocurred 10 w6 that 1t might lecad
Some bank inte erver.  Ikose W0 were mol vell inforesd
bidak they werve actuslily wmaiviss pricr gm&:m*awmw;

Cimirmon:  Hay " suggest Lisd liese Fedorsl docerve
oanks, aftor wll, are ‘ot beskes wy are not the Coverne
menti Lhey are not ondiitlsd t@ fhw Eind of proteciion that
e CVoverneoni sleaye scens to heve, of nol havEing sny lise
DiliLy o rospensibility Licelifl.

If this provision heppened L0 be in the w slatule, we
weuld be hendling dice ":%i/i,u pogdr Just =<8 sny bLeak does,
and w3 Ygverner Neteugal's epialoc s which i1s rendered by a
lezyer whee I now persenasl aad foy whom I have grest
respect, Is lesed upon the iheopy thei the Jedursl fecerve
banks have boon plven some cxsapliow aere, snd Af they
msied for an smendosnt to the mtotoie they would be giviag
Gp someiling. Personally I vould be $xcllned to contond
ihet they have been given sosetidog by Lhe slatule shieh 48
wosicrnd and conlrary o commom bonliling preciics g Bl Ui

we will ell be Safor in relying uron the cuviodss thst ve




are femilisy with and seking that ihis amisuel
e sipricken Lron U9 statale sand v oo back Lo the
that w avre 211 foxiilar wltl.

s Do Wglim: I tiink that fa ralbher & coumon prucilice,
o aave & waiver in our noles.

18 not be affevisd.
e ermom prootlce, It alvays
the sase Llat lavéives you Bas ol pot iLhas 1In 1S,

The Chalrasn: Covernor Balas® motioca has Deen seconded,
and Do fwnn :J-c,,,u GUE SUtn oiierasls have tae disoassod thils
antter 0 & polst whore we are réady 40 Vi on the reconmondss
tion for sn wmaduont 0 G clataisy e will SO0 SU LN

gy soeadaentd

WP. Meuond: I happo-did %o Do qut wien the =mptlon was

Kadngt I fust soved het w0 rotooni 80 oG
e Log lew 1o ropend $0 (hls welvop.
g MeCord: L 83 praparal WO VoL
{Geles of "Cusstion”.)
The motlon was il und duclared by the Chalrsan
{e be easried, with s dlsseallsg voles, Wy, Mo cugal
sod . 0. Yollis voling 350
e, WPk waEn thed recomaendallon gois
wish they would pecoausnd 0 the Fedorel Fosd that when ihey
ondorse ehecks they would cudoree hen 1ln ihe sroper ways
they come tiwongh willoul say gusrenly on ihom. They should
regulre & guarenty.

The Chelrsan: Governoy Teld, telorg we i that up

i wert o call atiloniion Lo 4w fact ilhai Lhis o Dofore
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UE Dodoral Doard as o roces mesiationg shich s e firet
one % have @“»:; that hes not leon waninong, Popaibly It
uight =8 vell %o sk sowe one of these gentlionen vl voled
in fover of the astlon 0 su Limes some —olion by which me

cauld meie & usenisoes roeo o atlon.

0. “ells: Is 4L necessary 1o report ihe vetet

sajority should sovern] maless Covorsor el agel
yeell shogld see £t to prasunt a ainority report s
hink It should rze =& 1L is. 5

e Holougml: I4 svens Lo me thet the vole should
siand =8 1t is. e crpnotl alvayse e unlicd om all Lhese
subjsets that come up.

dw Chelressn: 2re you sotlofied fo hove thatl rococmne
dation zo before the Poederel Lesorve fmwﬂ without any
minorilty report?

e, Beiougely I am porfeelly sstisficd.

e De Tulils: I shall not present e wloorily repert, I
HEBUTE® FOM.

e Clalroant That snsvers Lhe only question in =y

- mdnde

“re Sesy: It is a question nol of sere Laaking proeties,
It & ttle st varismoe fron tlw sublects ve Lave trought
‘o Lielr stiienilion belores.

p. Ce Telll: i thdnk 1t is & cussilion; in my own cose,
of not heving adviee of counsel suffl ;:1@»;;% Lo varyent an
sfTirsuilve vote; end Up. dolougsl’s ssuwel rsther precluded

affirontiive vole on hls part.

he Chalrsant If no objectlion 48 made the record =ill
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be ailowed 1o stand &8 1L is, wilh the vole la fevor of
Governor Xaina' soiion.

govern: %old, <9 you desd:e 4o elng ws for 1he wr-
pones e;? tae roctnd & sugpestion with dlm veozard Lo the
meihod of sndorsing chetks whidh »» ronit to the Pederal
feserve Soard in paymont of our eypenses, and £0 ont

ar. ¥old: Tes. They have endorsed mﬁr checks for
depeslit snly. Ve mre unadie 10 gel s gusraniy,; and unsble
to get ibe Faderal Ueserve Doard to change thelr methods.
ve have wriiien them about it and sgied them 20t to qualify
their endorsenenty Iut they say 1t is for protectiion.

{Informal ¢iscussion followed, whish the sienog-

rapher wag dlrocied nel Lo reporty after whieh the following
ougurreds )

The Cwmirmen: Coverndr dshdgmis Yells, d0 you wiah to
bring tals up for Jiscussion nowt

#r. G. Bulles I sz porfeeily willing to bring it up

now, or to dsfer 1t if jou wisk Lo g0 «hsedelth the program.

it iz only saggested 1o ny uisd betamse we lave Just aede a
reconeendalion foy sp snendsent L0 Lhe law, sad I have it
on my ¢:lendar o distuse, becpuse o will @a?ﬁ some iime
or snothepy, whep It wili o veory dealrshle.

The Chalrman: If It is the wleh of the mocting we will
talse that eaiter up w;i she Sait widdeeN. @

Hee O. Wollsr I wi)) swigest, then, if there is no obe+
Jeation, that we fake It up se the next suhjest.

ip. YeCord: The questilon ofore tho Bouse is that

suzgestion of Governor Vella', is 1t noty
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The Chalrmans Zos. et sre Lhe sugpestions In
rogard 10 Governor velis' plan of recossending thet t(he
Reserve “anke be permiticd to make loans secured Dy ¢ligibvle
paEPT

B, Yolougnl:  have yuu eay idjea ez 10 wiy et ves not

persiticd in the det, ¥p. Chalirmmn’ et would U6 a great |

suill efagtion 4o ue, if ve ware peruliiied Lo handle pepor in

that way.
fr. O. ¥elin: I heve sn Idea Loat It weo Iefl cut of
iet beceuse of ilihe f‘rme,it discusglons soncerming ihe
entire cubjeet of somwmorelal papery sod Lo loave 1€ out of
thao Aet will go far towerd creoatdng sirictly commcrelal
caper, or papar Loat is known as rade pasar perileziarliy.
Hrs Helord: Teg, thel var o intentlion.
the Chwlrmnt Zy lzpreassion 8 that the gentleceon ?;*’zzo.
fremed Lhis BiIll believed ibe pepenssinidse pepor which
wag dig sounied by Federa) Seserve Henka ehould be paild
st meturity, and that 1f the Punks desll direetly i saling
loane to mombor banke thet 1t »isbt necessarily extablish o
new clacg of paper where the loen vould nol nesessarily Le
i ehen 1t metured.
s the sinel sand only
count paper that me proviously bLoen diceounied By o coaber
benk, ithere i & third party wvhe iz obllignicd L0 pay the
acies, and neturelly there iz oo dlrest client of the bank
el ¢an e0me tn you ond sak for an sxtension. i Lelleva,
myeelf, that that sme the resl rosson wihiy ollatcprel loans

direetly (0 moabor bDenkes vore not poraitied in this aect.




gitized for FRASER
ps://fraser.stlouisfed.org

ir. ¥old: In view of the fael, Governor Strons, ilat
the Deoard hes Intlisated thal there wss 80 portlculsr objlee~
tion o our taklay exeess peper, uelding 1t e security or
collstoral Do Lhous noles we 4id discount in tideo cages
shere it is nceessary, that Lelps us. |

Hpr. Hebougal: I hewe hesyd of sueh an intisation on

s part of the Jeawd, but I wve meen ihe objestion offered

. oa e peri of ihe dlscounting besk on iwg or Lhree oote-

sions. b declined to do it.

e U« Y0lle: c8 dun romein sifured Lhetl unless we
have an cacnduent L0 Whe lew providiag for the telkdng of
eollaioral, thst Lhe obluining of scdfitlenal collstersl would
e very negifgible. You vonld b very 1itile of it.

Bre Seoyt Tou can deeliue Lo discoant.

. O« Tellss  Toni It thetl i ameﬁaxmuag ageinst |
the applying benk and sgainct ihe practice vhich you are
follio=ing.

Gu Juel grownds, 1 beliave.

My, Wil I éo nol sgree uith sou. Thoere 1o no dis-
erininationgif the twe Denke ofTer Lhe same clsss of puper
sou rould not diserisinate.

iy, SSay: Jou are dlscriminstisg sgelnst the class of
pspoyr Lhey offer.

. Solgds Deovsuse Lhe paper s notl staniard pegeor.

It is nol zuch as you =ould carc Lo sccept.

dr. Seayr I bellsve ihat vhile ibhat would corve the

eonveniense of banke ii woulé be subversive of one of the

viial orincivles of L seb. It 1o curely the purpoce €0




erepte In thic couctry a <lsse of poper f wmhich there is

et af this tine 8 wet shandante. 1 thiank ¢o all appre-

slnte Lo Jeel Ll 44 we 4id acedpl Law dlreetl obligations

of e hank 1P il texd t0 200 ofF iase.2 grost _dnl of iie
pacey oligrad. Soresver 4t wHRId net pay itec loan;

it vould sous 0 you for partlal xueweliy 2aioh I not the

el ioo% ef e asd By say weans. 4 dellawe 1L wery wholesong,

Biry that 10 shouwld b Lhal way.«

Yol » R o % 5 Tl e, % vimewidy Gy o g B o g > a0
e Ve TOLIDE Are VIRLTGARy VY WAy 08 cxpression,

0 gaa Walak of Land?

The Chclrasn: e Jeelrability of saking louns te

, SouEmerelal paptr Las cever appraled Lo mes
0m 1he othey herds; 1 s very alsagly in Davor of the re-
gerve ks belog perniiied 1o melic loenk usder serteln con-
ditions, coeured By bask soueplanan. There is & very sireng,
- ixoking thal, Detsuse there will dovelop
af iime cithor zortalin baanks or serfaln
teplory =0 11l soswsmlate leygw perifeliliss of amammywa,‘
anf snleer $h¢ “cseprve Denks srs 3blo 6 2% loans on ege
seplonven, et L, Torulizn Bills Lletl resvesent sslos of
ﬂzz&.zg;saxz:,u;ie#s shraed or nurehese of scowedliies sbroad, it
will be CLffigulit to get the ease freedom of dealing in Bills
e the mariel 4katl prowelils in overy discsust marietl we know
anyiidng of.
The prasifce in London, sp you Love, 18 (0 meke so-galled
soven day loasns, st is Lo oy, v donlers in socopt-
anteg in the Tonden suviod are able 1o mogoiisie s lomsn

of seven dagye, sad thal is Lhe way thoy sarry thelr stoek
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ef Wils) and unloss we dovelop such facility in the “edoral
Jesopve Zanbkes I osa sce thet lhoso seven day lomg--e that
1s, W pracilicond cariylag hosce scoepiances for dealergee
will netareily be cultliveied by large reserve oity banks,
Thet, Lo ny =icd, I8 nol & goed covelopment,. Those banks
wiRlld Llheh Do ebiiped Lo well tiady lonns O buy t.!ze pacey
unger prosgure Lefore Lhey in lurn eamld bring the peaper t0
the “oucrve Danhs for redliseount, or for sale, if you

;:.slz;’am; ey vsanot teke psper which they hold sz sollatere
2l sad go 40 Lhe reserve bank end get it rediscounted a\:zt.hani.
making s0ve atw targeis with the pledgor of ihat collateral.

Hre O« Telle:  They cammdt do ibat now.

- Chalrment They srmah 40 it now. /B 1 say,
Govaraor ¥elis, the duslirability of tha ithiag would be to
let dunnt 129 bars 10 the exient that the reserve tanks be
copalited o oake the loans gecured partioulsrly by bexk |
sosopiances shish they are suthorized 10 discount or mﬁmﬂ
wndorp 32&4&1@ 14 af the act. fhat, I thinis, »ould be »
degiveble ssendomont to the aet.

ip. Ksing: Tom muan, make loens st the face walue of |
thoar seceplanues?

The Chelrsan: Tot necescerily, Covernor Tsim. 48
you imter, the diseount houscg in Londones~ .

Hr. fainms They Lele wory slight edvances. They
lond 100,000 pounds on 101,000 poundis of paper, or leas.

The Chairsen? Ixseily. That paper, at leasst those
losns, sre soluanlly veid by Liw fenk of ~ngland, and the

Bark of Saglend does nol even itske ihe note irom the borrow-
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er, 28 = rale. They hawve & lettor In t(helr filcs vhich is
goceviat sinller o Lhe gooerel 11lablliliy agvesgent thetl he
vanks have leken in the pesi froem moversl eishange houses
which siaply gives Lha beok & elsia a septalin charastior

against Lhe socurities kIt se eptlalural L0 an advenos, msdn

I sould Mke 10 see the regserve banks =aiz the Semc ¢clang

- of loans sotused by sccoplancus, Lab I &5 a0t yol convinced

that 16 wonlid o desirmable 10 sce the recerve banke ghle to
make loane scoured by vesaeelal paper & seaber banks.

e Ue Helise Bwea 13 15 murs rasi>icied Lo oligible
Ppapeyr sg colisitopall

The Chairsant Hoj I do sol think . Freankly, Govere
e ceille, 1 Jdid think so st cue L8, Wt 1 an ralbor in-
Giled W x'w‘s._ he oller way-

Lre Helord: Hare chmlivan, ets tho Dank of “nglend take
s note st sll #iih thooe collatevels stisched? Do they not
sinply handlise Laem om & gaarscly apreesaat?

Tow Chalyasnt  Tooy do mol teke Um aete al all-

. BeCand: 1s net Wati for ihe same roasen, ihail thoy

sdalliay provisics of iaw L0 il %9 hevet

T Ckalesna: £ G99 mot dadax 1L A8 10> the Same
PCason, I 40 agb tulnle therss 1 any vesiriciion in the
gharior of the Dauk of Baglead tial unkes it oossary for
them ¢ Jdo “ha%e Hy vestlicgilien I8 (hal the Zank of Iagland
hag precticnlly no lialislicus.

. Salaner 2o,

he Chalrasas 16 has a9 dealings in that may with Uwe

R —— o e G A o A Py v o
mariet, ul 1% is governad 3y gosve of pescodsal snd prace




tice thwmt ihoy regard a8 belng 3mm sacred 28 law.

. Xalng: fone of thes amA : uim best fivas in the
worid. There might Ve (100,000 from Hong Zomg or Chenghal
or imdls, snd {hey teke for Lhes scouritly in Arablis, amd
21l ovey every pak place, ané they bundle them all iogether
g 04 0% cven vegistor them) pst then (o o tundie ond
take lhes ovar 49 & dizsousl homee. 00 powds, amttms,f

iz 81l tiw wevgin there ix om J150,000.

. feny: It 1s = gemoral praciles thet hs Jrown up

fron tios lmmewerdsl, like ihe English eonsiltution.

The Chaimeant That iz uy fopreseden, but 1 ccnnot
gey definlialy thet thal io se.

wr. fpfag: I om snre Liat is 20.

Tho Chalrsens  Coverasr “elle, w¢ lsve discussed this
matter ob noae length. Do you feel ithat ithis subjceet, [0. |
g 1-E om ny progrnm, A8 & propor ore now 10 lake up by rosoe
iutient

dp. D¢ Tliler ¥ zimply sented e cypressiem. I Uw
vpropnors generslly do not spprove of ihe recosmendatiom I
sm hardly prepered to urge it.

¥r. BeCoprd: Oon of (e soubere of the Fedopral Hoseorve
FE5 i Sy

Hr. Senys I bellove, H». Cwalroan, there ie not s singl

thing thnt emld be &me that wonld so zuch ilend to create
o dines of paper that ve dosire sade 1n this country a8
Liant one aovesenl.

. O« Tolls: That dous the gentleman fros Chleage
thinz aboul sty
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i 7 zmt. poerumitied o 4o Lhis thing that hes been suggosied,
! Se are an agricullural coualyy whore obligstions ere laken
| over longer perito s ihen pentrally obilaln in commereial

| moctione of the country, end it would serve to put us on

8 parity with the customs prevalling smong sesbey banks of

obteining funds from tlelr corrospondente, saud I approihend

that mueh of the prejulles sgainet rediscounting cones
 through the urwillingness (o chenge thelir sethods of hand-

- 1ing their bills payable. here 1is vory 1litile rediseount-

ag in ihe slevenih dilsiriet. There haos been a great deal

of hypolhetatlion of paper sceuring bills peyable, and it
would mmzble w8 very resdily to popularise the custon with-
out reliuguishing sny of ihe principles imrﬁlwd in the

- eligibiltty of the peper or the prineiples involved ia

having am eligible peper. o far ue the elevenih disirict
iz concorned; we vauld Le @oing a0 viclesnce, in my opinion,
te ithe excellent principles involved in the present preg-

ties, tut we wonld be siding an acc plames of Lhe provie

| eions of tho ‘edersl “eserve Act and rendering the Federal

. Deserve Systes more effectivel tut fearing thet the hour

hes come when 1t wuld be difficull to obtaln ¢ cecond, pore

. heps, to & sotion, I will not oven offer & =otion on Ro.

e {Leughter)

The Comirsant Coverndr ¢lls has sitidrows from dise

cursion B0+ B 18, and unless there arc mue further re-

. merks 10 be made, I »i1l chosk thst off ss having beenm

sonalaced.

. %elds I wemld 1ike to add, Govorasr Streng, that

in the nisth dlstriet 1t would emable us to exiond eredit




" more Grosdly than is possible under the prosent wethod of
redivoounting but I do not Lhink 1t 15 advissdble 10 reguest
the Federasl feserve Dorrd Lo meke an suondaent of this king

gince

el thie tiae waless the syoten le oo new thatl Congress sight

| sesily sud ressdousbly say thad we have nol plven it & falp

irial yot. if, afior & fadr trisl, yoa find It i necess |

i-» gary, thea it will cose to up and Lhey will give 0u soaw
T reliefs Dut we have mot glven it & falr frisl yot. Untl)l
w8 4o 1 do not think ¢ ought o go 16 Congress nml ask for
| any unocgesEary smenduents.
e Chalrsan: Gontlemen, we mve pul one ilom oa the
progras gmi was dovelopd from an lnguiry wileh wo made in
| few York prior to ihe lsst scoling of e Covarnors to
1ittle
thror & Iight on the telk of shipping surrengy betwoen ihe
reserve bankss I asked Nr. Lelaney), of ihe firm of Delane
| oyd and Lglenoys, wiw are vory well kmown lusuranoe bwokers
in Bew York, sboul the saiier. Hr. Dslanoyl, by the way,
is now in cherpe of the insurance burcaw of the Covernment
Yor marine insursnec, the wer risk buwresd. 1 acked hia
1o prepare & sehodule of rates belwwen all of the ‘eﬁum
| Heserve Sanks whieh will be Lesed upom the wery best mwrue-
tice that he could recomsend by his offliee from thelr wmide
exporicnse in ihat melter. & & result of thet imgmiry, he |
mace srranpescnts for s ayndicate of the lergost undopwri ters
of money shipmenis to subsit quotations, and 1 heve beon
informed that generally these quoisilons are belew sny
tint have hoereiefore bLesn quoted for shlpmenie of surreney,
sithough there may be sose cases where ihey are siightly
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above the o W ofw.tng turrency Iw eeuur sothods,
gt thooe sho ere soguainted with the mettor mn me that tw
are the lewosi peise thel they hmve over secem, @nmlu.

B fore soming Lo Feshingtea Mr. Dolasoyg called on me %o
say thst e had arreanged for LDis organizstion of insurers
ia erder 1o Do 2lis to guote tlese low ratos, &nd he was
anxioue that the Soverasors be iaférmd of iho fast Lhst these
erpangeRsnts lad boen made Jor thelr advanisge, and he hoped
if vwere vore sny conciderebin transsctions, that tbese in- |
mm e had renlly mude sn effort Lo quote very low re.ws.j

be glven sn oppurtunity to ‘*amile Lhe bueinoes.

ir. felns:  Youw mom , thewe firas mo-tlonoed here’

The Thalrman: Yes.,  The sistlenent hes been fuwnished
0 each of ihs benks.

My, Told: AL thie tiaet

The cmtm: Yop at the lest woeifng. There iz a
typeerition sihicet of paper, aliached e e phgtoamplﬁe
sehedules whieh glw the neues of mm thet have joined

. in sekdng tide offer. I cxplained 40 Nr. Dolanoy$ that

almost all benke had fop ;fsaz%s beom shipping eurrency, send

- had thelr own srrengemeonis, vhleh they 4id not like to

disturd, but thet I would vubaly Lhis o the Covernors, calle
mg thelir ationtlon 1o (5¢ fact tiet he had beon good amm:
0 get ithose pales, and sugpest thet if 3t aﬂ‘nﬁoﬂ any o oon-
omy in ihe shipsents ¢f carrescy sidoh aighit be neccssi-

- falad Im seltling belanpes beteoun Lhe reserve bmnks, cou-

celderation would be glven Lo Lthe eifort tiwmt he ms mde to

- effect & resl cooncuy In zeliling Lhuse baloanoos.

. Falowe: - le hes nsde some 1SLile erpwr, In some waye
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inbsegasnily ihe Larxie shich lwé pald these certi-
fiesien In were Lulorwed Uy ithe olewring iouse that they
had overetepsed hedr suthorily on thise cortificates and
they seuld mol clreulale oulalde of the sewborehip. Dy
doviting us 1z, or lalklag us ia, &8 ey sy Dave (DD -

i believe they haw Do il tlnl solves he awstion og
9 whothay 2 not Lhay are withdn iedr rights in peying
Pholr elourdng house eeriilientes L0 he hnm depositing
nere, o paying & veni for reserve. ¥e are ndt st pre-
sent mubers of e lcarisg loust.

Toe Chelrcent 2 I understend 18, s1l of the banks are
serbere of lhe olcoring houses exeept ihe one in Cleveland;
end oF 10 Chlesgo they proielly wre now, or Af Limy are not
thay soen will Le.

¥r. Vcheugal: Thet is & liz.tiﬁ stroug, P« Chalruen.
e w11l be if ihe find thal ve need the Glearing House
rriviieze.

The cituation in Cleveland is & matier
thet 1 took up with sur slenring bouse ssgociaiion and it
mmde 1L necvssery for the sonsiitutdon snd Ly-isve (0 be
snonded G0 poralil a awaborehip such <8 lp, Yelougd sposks
of. Iy feiloeiag the rogqulirceents of ciiies heviag sub-
trecsuriens snd shere there mrv muobere of the ssseeistion,
those smosdments have beon adoptod, sad the wey has slveady
been paved for our jolnirg in a 1ludted way by peying the
rumasl. charge of (200 for the privilege, and without having
2 vole or musumiag n responeibility except the ssiter of
shorizge of ascsouunte.

. HeCord: e Tedersl Roszerve Sank of Atlania hes
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Jodned e Ailsnta Clearing House assveistion purely for tiw

| PRrpoud of cissriag, sismiing pro rata ihe sxpontes of tLhe

mesageasnt; thal o, Lhe cleriesl cost ondl ront, and we ape

| under wo obilpationy mol subloet 10 suy of 145 rales snd
- itk 2o vels, Mutl purely for Ur murpose of olosring.

The Chelrman: ¥e seom, in f20%, 10 reprozent the
Cligereny of the Cleaving House. 1 meen, ¥6 connot Iny
cisin to sny exslusive privilege in thet respest, and mving
Lece & 1ittle iimid sbeut ewigesting what e ougit to de

- im regard to Claaring ‘ouse relsiloms, I now fool quite free
%o Join in the discussion of this matlor, a8 we sre all in

| the same bost.

the pitustion in Hew Jork is semetidng 14ke this: The

- Hew York Clesring Douse Aspociation every dey clears items

grepnting from (250,000,000 to e saximam, I think, en ihe

| Impgust dey, of ever [700,000,0005 and the slearings are hand+
| led at t» cleering house by o staff of clerks now ssounting

o 130, sboul, that take ihe itese 16 the clearing house.
e omiy vesson why 1t is possible to handle tiet volune
today s thel they really have two clesrings through U

elssriug house, They have s preliminary slearing of large

items, corly in ihe morning, =nd & nusbor of banks in Hew
“ork, how sexy 1 canfiot say, vho have & niZid forso of
clsrke, handle itese that come inmy Lhet 18, both ¢ity itess

and trensiil ftene and clearing house items, and in 2 recent
- eonversstlon with & sssber of the slearing house couadites

wio hes boon eomweted with Lsaklng Jor forlye~eighi years in

fow York, be told we that tie bostostimeis bhe amuld sake RS
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30, including our owa, thire would alllj be one sagunt.
The bslances resultlng froas cloxringl of Lhe Hew lork Clear= .
ing Houneo, runnisg sreund ninc, ten, iwelve or fifteen sll-
iions, roughly, on & very ective éay, in & a very large
asgunts Yo have Lheee Lolsnces mmiag, 90 opr 60 williong.
1T thewe Peurihes of that roprosent tm ciearinge and balsooes
ef the menber benks sndé one fourta f’.h-.f: state Lemks, whilch
might nol Lo oui ofproportion at Wzl, why, We rocepve bank
sizht kave em setive tranceetleon ovory dey in setiling e
balasoss of the sembay banis. I ?mm bave ihle vory deoip-
able result, I believe: it would be in elfsel a lsrger
erpangement, or a eredlii arvangesent, snd would neiurally
leeé {0 ihe sesber banke having & lapger proporiion of
their opilcasl reserve on deposll vith the fodopral roserve
bank, shiek 1 belicve s s d:sirable !mwg o culiivaie.

g6 that, spesking from the siandpoint of tie situstion
thet is 1 culisr to Bew York, sll ihei I hope Lo bring
sbout in ihe aear furiure is so arvengemeanid with Lhe meadepr
banks by shich vo w11l setile Lhely Dalonees and go to the
elearing howse every day with Lhelr ilems, Just e8 sny other
clearing housz¢ Jdoes. _

dp. Alkon: 1 de mol kaow va@h&’r the gentioaen will
be interesicd 10 imos hoe ihat 1s =0rled wildk us in Soston.

The setond ﬂaé or Lthird day efter =6 @pincd we began set-

tiing for sll clesring house bunke =nd 418 very well indesd. |

ihe bapke like It, snd it iag inerceseld Ll ssounl of =oney
in the eiiy very smeh, snd It has beel & Yory satisfectory

ervengenent.




Np. Tenchors Hewo you opt your dcposits agninsd
sy clearing bauss soviificatest

e Alkeza There sre no clearing heuse deposit cortie
ficates in Dostom. Then the Fedoral Recerve lank was organe-
ized the clesring houm storsge éortificates veore all taien
up =nd U money, wet of i, wne turnsd over o us, and w0 |

took sll thnt Lhwe clesring house 1os t.

The iT‘«WMr»;: Tou have ne Lrust companiss in E&ie

clearing Mé?

Hpe Allont  Noj they are not asubers, but I do ot | \
think Lhat sakos any mstorisl d@ifferenee. Theve is o small
“itfervnee in (he mothod of setilement.

The Cheirmens The 36 stete benke wideh I recell in s
ow York sleeriag houce, and the 26 or 30 seilonsl benks,
inelwilng federal res rve banks, would effeet Uwilr clear-
iuge emsclly o8 co heve heredofore. The yosuli of the
clonrdogs wmld 206 Do one setillng ciwel shoulng 81l ihe
deuity and credity, Bui (wo) od L0 sum of Lhe deblte
or evediia, »8 the osee sighi e, of ihe seuber banks
vaild cxsetly ogusl Lhe #uw off the Geblils or orodite, a8 Uw |
tas@ Rigit Do, of (he oou-merber benikn, snd oo growp would
PEY 16 the olhury md wa ould sixply pay “ho dobits ep
rouRive aisa eredlle from Un winle group of 27 op 30, ine

Hire Alleems Yo send eur pettliag slerke aad meEsengore |
“0 Lis Ademring house just 28 suy othor beak does, e
Eheconger of ihe eleering house hae au eotount with us, and

sll o Jifferest bunks pay his wiih o eheek on ithe
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about In tine. It =111 e of groat counvenience it iLhose
banks sed wvould ef the seme ilwe relicve us, 1 thisk, of
naving & proat desl of currency ihat 10 not omly Lendlied

~3
;)

aow at te vlesring howcs, Wt heodled before It goes tlore
and afier 1t gets Laoke-= Lluwe tims, ¥e have s diffiomid
probles there, more o than some of Llw olher ¢lities, owing
to Lthe facl Lhet wo have but fer nsilonal benke in Lhe
clearing house.

e Chnlresn: Gentlenen, I really 158ak we should min
soae 4 findie report to ihe Faderel Hesarve Sgurd on thils
ftem, snd 4 gheuld appreciaie 1t very mush if Gow raor
Yelougel would offer ¢ resolutlion shleh would cxprecs his
views, for the purpese of discussion, sl 2ay rate, of low
thiz matier of <learing house relations should be develepod.

Hr. YeDougal: I 4o not beliocve 1 vmmld e oble to &
that, Hr. Chmiresen.

hentms C44y,

ire Melay: There is ¢ sltuatiion in Hemseshansdong

“overnor Strong s Lhat + do mot believe that anyboly heve hes |

beard about &%, with regard to 1w clesring houee. I lnd m |

1cttor from m senager of the Tonsas City Bank in reged o

.he nuabor 18 e gesigned 1o Lie ol ral Nesepve ek, sl
it was 13-4, and be csid he wvas w0t goling o ve that auaber |
weosuse il wip possible thst ihey might '::iaizr:m% from the |
clearing house, It wag on aeﬁm&_'ﬁf the emgaat e‘i; ensh
they wore M@ to the at.imr m%m,ﬂr SO mabm és !

thet, on aceount of toking in the whole disiriet. o it

iz caforiunstie that there is nobody here from Lancns City.

i thought * would sestiom ihst ; hewever, loosuse ihey e ve




evidently baving @ we trouble in Xsneap City shore they
are & mesbor of the Clesring Douse Aspocistion.

e Chalrvsan: r. dglay, 1 think o8 you leve sentioncd
“wosag City, 1 sbhould state far Lhe purpoces of Lip recond
thet 4 have rooplved a Lelegram Iros lp. fhrall in shich lw
stales Lhat Covernor Jswyer recslived wopd of the doath of
his molher Justi =0 bo wae about 1o jakt [he treln at Zensas |
City; thet ay Lologres suggesting it oae e&hér Tepreoene |
tative of Ramsse sttend ilw sonference had Leen roecelived, |
bot that Up. Hiller wes ol ihes prosent (iae is Texse, aml

with both
that Sp. Dewyer und Mp. Niller abosat it wan impossible to
BEVE snyofe have,

Hpr. Fanecher: I think ihat ie culie ualoviunsie, in
vier of ihe lranglt discussion we will prcbebly fsndulge in,
that =e have ool wzsm from She LoGle or fancds City 9 Do
wilh ue.

drs Poldr 1 wamid like 0 zsk N, NeWay how Loy ave
geling to cotile {ese Dsalentes by virtue of the checiks.

They hewe got t0 give ihem somothing back, snd {t is Just
as casy (o 40 it by mﬁ elesring house o2 it woulsd Le to
clenr Lhem fut owir ihe counior.

Hr. Bolayr They are seolag 0 have & decresse, of

sourse, in ithe depesiis, Leosase ithey sre charglsg thes wp

andl Lhey have 10 pay Lthem out 59 sonehOdy—we

he Chalramn: Is 4t nod Just ihet suy in shich they
are paying pood sopoy for Lhe chocks thai Lhey are buying 1in
conngetion with this sehewe of cle-rance? |

. Melay: Sheag IF they take an twp or three mlllfon
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d¢ollarg wvorih & day of translt lisus, ihey Lwve Lo poy for
then in eash, of cource.

e Chodrompt /o8 in Ssnses CILy Lhey ave sesbors
of tie clenrdng house md Lhe pugsent of Lhees liome i
setarelly celtled threngh ihw slesring house, end thelr sssh
iz tapped by thet sothod, sherees othervise 1t woilé be Lepe-
pee by thelr direct translt payaont.

¥r. Yeold: If they were pot pombore of the Clearing
House, how wemld they soitle bDelumves? They waulid have Lo
geitle in some wmoy.

ip. Wofay: Thoy would ship eurrency, just ss the country
bank does.

ip. O Tolle: ut the scaber lenke of the slesring hoyse
. Chaliroen , 2511 vithdrew, snd Iif they Luwe the nocempayy
securdtly, teke i4 Juetl us reedily o8 L0y now teako it

Tw Cluiremn: Thet i2 Just the sane Lilng.

Wr. O« Telle: The polnt belng that we 4id notl wnd o |
etand Hp, Threil's commnication to Hr. Mefay intluating
mir protable withirawnl frex the cloarisg how o &8
belng sny solution of ihe rroblem which tLhey have lefore

e Tl

1 ¢o mot think it 1z, But b sirely mens

tiowed it. He d3d mot suy portieviardly shy. I ihdnk it
, sight have @ue beoring on this proposition. :
e, Increase iheir difficuitics. {lLaughter)
‘ will shiw 0% why. If shoy werc net mesbors of the
clearing housc, cvery bank womld go there and Jdpsw money
that ihey probally would not noed, il aflor lhey wers put
inte the ocleseiag hemse thoy would setile om ihe differonce.
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s0rGE Irom U (urtle w1l oonble w8 10 complole (le yoeond
8 Lo item No« 28,

Ihe Cearolsry: The corresponionce arose from Lle

foot ibsl Up. Sy, U sodersl Ro eprve igent, roceived ome
| éay 5500,000 of silver sortificutes 1o rocuse the llsbility
- ef U bank for oulstending Federel “esaerve notes, which
wé Uoen recelved by the bank from his undl p the provisions
of Coetion 14, After b Lad rocelved it e wse csseilod
=itk sous Gublis ss to uls right to receive Lhat, end o
e asuitad toegedlinr sg {0 whwiler or 20t It wee within the
- meaniag of that piwese In the law selhorising n bank o ro-
duecs ite llabilities for cuistending sotes by depesit i¥in
the Fod ral Neseeve Agent gold, gold cortificstes, or lewful
| utnsy, wnd wheither he migit reccive silver mestiede cortifi-
eatos.

¥e dralied a lotior 10 the Demrd ssming for thelr rullng
on i point. e Jay veceived & roply fros Wp. Uilids |
Lo e affcet thad e Sreasury ‘epariment bas been accuslon-

| ol W dold (hei lxeful noucy mesni legal (onder monoy aod
| et 0ld certifBaien wad sliver suriificetics vore mol pro=-
porly legal tender or lowful ooney, it bed been lawfal
regoive money Lo meiicusl basdm by the set of 18588,
| nie commmicaiien onded &t st polut.

e Juy and 1 themght 1t ovor wiih some care and dotided
that e B3d i @ite smwered (he quostion. o wo syote
agaln Lo hiw s seld Uat ve still hed doubis o8 to
just vhat Lis reply meent, sxd ssked idm t0 plaee 1t before
e Doam iw & formel ruling. Fo smimeguently dlscovered

igitized for FRASER 1 that the firet lotier wse p. *illis?! ocun lettor and not the

tps://fraser.stlouisfed.org

A4



letier of the Bosrd. it bhad pot boen before theme Aflop
sox while we rocelved s loticy fres the Bosrd (o the

| rellowing effvei, that sbile goléd snd silver ecertificates

- might not be lowlful soney, usder & siriet intoerpretetion,

1%t was the belief of iLho Doapd thet they were initended 10 be -

fncluded in the meaning of the phrese In Seetiom 15, snd that

it uam preper for fedural reserve sgents Lo recéive silvop
sertificatos for ihe purpose of reducing the benk's llabile

| 3ty. So thal settled thet perticuler Inguiry.

Then we received a leti - r frem the “reasurer of the

United Sistes saying that be was advised thet we hed oututond.

| ing ten millfom dellars worth of Fidoral Rezerve Hotes, and
only 06,000 of rcdemption Pl i gold, and reguestiing thed |
vg deposlt (445,000 more in gpold, redespiiom fund. To
widch ve replied that the cituation wes thet we had talken

- eut tem milliom dollars sorth of Tederal Reserve notos, bat
that #e had reduced our 1isbility om &1l buties, 000 of the
710,000 by the doposit of gold, geld ceriificsies or lawful

. money with the *ederal Sscerve Ageni, =ad tial Lo dsposit
445,000 more of gold, that ﬁ:mm’ make a Lotal ssount held

| agaimst the exchenge or redespiion of the outstanding Federel
hezerve nolss om vhich cur lisbilitiy had not beon roduced

| by sush depoeit t6 104 por cent of the face of the notes.
He sent & copy of that conmnication Lo Lle Hoard, ut had
no revly from the boexd or frox the Lrcasurer. I do nat
know what fe caming on that. |

Subsequently 0 thst the Sesrd of Direelors of tlv Dank |

in liow York requosted san expression, Af possible, from ihe
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@iflcora of the bank a8 to vhat they weght the phrase
"landel soney® In tbe Podoral Beserve ast Hants o whieh
wed ahde Do roply. I have drefted & reply vhich I bove
Aere-== 14 1¢ aboul five or iz pages Longe-= in uiien 4 8y

What A% cooms to me Linl they do mopn, in 2estion 18 of ihle

| Ast, 1o fnedud - e lswiul sency suythlng ihst iz lowful re-

SOrvs maney, irrespeciive of mhetber It is 3 gl teader op
motl, snd thal, seeoudiy, the phrsse in Scoilion 10 does wcam
o laclude silver seriifiesion ond gold wortifati e in the

ploces shere gold ceriifiosies arve net speelficelly mon-

| tiomed fa Uw seetilion. Thet seotion sonlioned L{hon in tve

. Plnece, and dooe ot meniles ihem specificnlly in iwo oluep

places, and I have sdoplod the view thet it wse fmamicopisl
Thelher Luey sention thom or nobp Lhail llwy sere reslly ine
eluded in all places ia Zeoetlen 16. fubt I 49 zot weat
bind the Chalross by ay view. o hes vesd the leii p,
has notl passed any consont om it yeb.
Salre
Vp. sllamse ay we neve he lotlor inm the pecord:
he Ceorelary:  Yeu, viith glusaure. I have it heve.

e Coalraant It S8 quite € loug Lotior, and & vory

large part of It consfels of refuronces 16 and guolstions

 from the Fedural Raserwe Act and ilc ststutes, ané I do not

belive L resding of 48 now, Covermer Tsing, woul@ ~we

. Gadns: I Just vemt 1t im Lhe record so Lhed we

may eigest those thinge.

ihe Chsirsent it vonld be entirely sprecalle 10 20.

In feel, i vould be very plad (0 have a2 copy of thet token

| fote the record s LT thmt i jouwr dsslve.
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The quesilon ralsed by Up. HeCord, if I may he poruit-
tod to do o, ¥ will heve you consider o @ meparate subject
and mumber 1% 303 end poceibly you will permit m¢ 10 start

¢+ the discussion by stetingehet hepponed in Few York,

“o have in New York, toeands the close of vvery year, g

very sctive demand for clesn currensy. Thet ie probably

on aceount of Christiss dey snd Chrictass shépplng cnd the
gnnam}.mm& for curreney sreund the Christmes holideys.

e had Lsuued 31,000,000 of Feteral lonerve nolos snd paid
. thom out, or pald most of them out, snd had dopositcd not

50,000 of pold In ihe redewplion fund, ubt {856,000, just

bovsuse wo 414 not hepven (o have handy exaeily 560,000 in
| bille of the right denomination witdbout opening & safe to

j ¥idoh sceess wee quite inconvenient. S0 that the odd am:

af 05,000 S8 of o sisniftcence.
her the demard for sdditiomel currency arose boyond the

- millfom dollsve, the assunt of our paper in portfolic hed

boen g0 roduced by resson of it belng paid thet ve were

- unable te got eut say conslidevsble acditiomel smgunt of
 Fodersl Seserve notes. He reduced our 1lability om the

netes vhich w ro eutstending by ddlivering gold cerivificates |

_ to ihe Federal Reserve sgent, sad we took out of his hands sm
| cqual amtunte—- gty a aillien dellaree— of ihe peper whish
e had retestly pledged with him, shilsh wse of mm

- spesifically suihorined by ibe sct.

Paen e demsnd for additlonsl currency was mde on us, |
the Yedersl Feserve Agemt wag tondercd ¢ sillien collars of

| pepty whleh we Imd in the portfelie and theroupen e iscued
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o ua mother miilion dollare in Federel Zoserve notee.
Andy sgaln, wiwn ihe Jesmnd argee, we rodused our iiatiliity
Gy peying him soother sillion Jollars end iaking out ell

notee Lhal wore An his hende, and ogeim repledging thom.

| Thet prosess wos contimicd untdl we had, I think, in Uw

neipghborbood of #ix and & bl alllfoas of Pedcrel ecorve
agtos. Iul by that time he omly hed (100,000 of Bills

 thet se could wee for the purpose of luking out Federel Ree

£OrYe nolet. Yo e lest Liesnsectlon we nd with blwm sade
it nocessary for us o meke thirty-four substltutions of iLhe

VA0G,900 in peper, in order 10 get cut the lest (8600,000 of |

| Yederal Besorve noles. {Loughtor)

i do mot hosltale Lo say that Lhet co-ucioned soss slapam
ia the ainds of some moaberz of Lhe Federel ¥eoerve Dosrd,

ine trascaetion wus compleled and revortoed when Ip. “aITAIrg

| and I were st Fidie Selphur Sppinge, s 1 had te face e

misie on returning o Tesiln ton o my Wy to Sow York.

The impression svess L0 exlst iz e sinds of 4w Leserve

|

Sonrd thel this was & method whleh would loek up our gold

| reserves. A0 u oabier of fael, 14 is s wothod by whieh ve

protect owr goid roserve) and the saltor wmes caplained 'm

them deg Lhat we had 0ot In suy vey viclsted iis prévisions
‘of the Ast, and I think now, individusily, they are Guite

well onilsfiod thel It wos & 10 rioetly proper Lidng 0 40,
On the olher band, there sre Liwrse cueetions Lbat have

aricon in conneeilion with 3t vae ie shvtiaer or ot Un

(method of ehocklog beck the gold vhea 9 goi back owr
Foderel Reserve notes, without buviog © zo threugh a rod guighe

Lioa process In Yesmidogien, shish of osurce would e o yory




sunbersone thing o dop ocecondy v hethor the Act dous in
fagt requlire us to ut uwp s fivwe por coni redeuption fund
B goid with ihe “yoasurer of the United Stetles sguimet tip

noten wpen whileh, by ihe express provisien of ithe sct we have

discharyed eur 1iability by e deposit of geld or lasful

money; and ihe fhled question ia the o8 relced by ihe Pod-
éral Hoserve Dnerd, shetlher this provess mizihd mot result in

ncowmlating Loe mich of our gold reserves behlnd notcs

isswes shloh would romaim in cireulstiion for 2 concidersble
riad of tiae.
S £

o lasl mestlon I do ot think i really = cvostion o
aypothelicel poasibllity thet would nover
firet place, ag donmnds upon w8 fop curvensy
aplse, w0 have gob Lo moed tLhen, eiilwr by lssulag Federsl
segserve aoles, or by ouwr rOSLTVes. if we puy oul our reserves
w2 padloe sur gold. if w6 ipaus Fodl rsd Leserve nolos, wo
retaln our 0% holdings a8 long a8 Ll oolos reasin in
cirenlation.
irs 0. Wellsr That is5, the Eﬁ&;ml Zacerve Agent re-
talnes Llhon?
he Chalrann: Yes.
ir. HoCovd: The seeond poldnl yom raise is wleiher you
areé 1iable 9 Tive o r genly
e Chelrman: s teo tbe Tive p r ¢outl r-douption fund, |
Governor ‘*-»asf‘:m»grz, that seiter has Just been desli with in o
- leag letier Lo the Treasurer of il United States off which
& COpY was sent (o Lhe Pedorel Hesérve Dosrdi and if the

Governsors desire, when ¢ get & reply te thal letiop e

igitized for FRASER
tps://fraser.stlouisfed.org




wiil heve fseplee of it incorpeoraied In the roserd.
Hree Ranlumms I vomld wery sueh 1ilke $t. Ha mve doue
the ceme thing e & ooderate exient eui in ton Francices.
ire. FeCords I uwaat 0 wiafly enll your stiontion o
ihe rording of Lhe Inw:
“ut In »o event lese Llun flve por cout.”
The Seorelary: "iIol offesi®—-= iz pot tiat iv mext
wvorde~= “not eifset by zold or lswful sonsy™t
Hpe Heleugel: If gu showld be fortussie enough 1o reo~
1 discount two aillion of psper, 4o you ouppoee you cmuld pree
- wail upon ihe recorve sgent 1o let go of his goldy |
The Chalrsan: I d0 n0t mee how hw sould help khinself,
GCovernor Helougal, becamee ihet is ehat w0 vould do then.
. ¥e sould ask his {0 lssus Lo ws two =illion of Fed rel ho-
. cerve notes agelined two millions of eoosmveisl paper, mhilch
% undoubtedly wuld 4. There vauld be no reoason for
 his not dolag so. te vopld them bave tvo millioms of
notes in our possessions Yo sam 5t o2uy tice surronder notos

| in omr possession to the fedeval resorve agents snd get

¢ back gold which e holds, sad L process »ould simply be

" veversed snd ve would have s0 much sold in cur wault.
Hy. feayt Unless that is & thoroughly legzitimate
| praoeeding I belleve thare iz going to zwiaé an gecoasion
"; Suring ihe coslng scoeom for ihe iszue of Yedoral Jeserve notos
. sgsinst gold. Unless ihe lsrge bankes of ihe country do
- discount sufficient paper %0 ensble them to lssue Fedoral
sgperve notos, L meebor benks will o ealled wpon for
currency, e ususl, sid the probabiliiy 1s tihst they w=ill
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- BA¥E ab usual Lo ship out iheir godd meney, Lheir lwtﬁi |

wonoy. 1If, hevever; Lhey could <eposii their zold in ﬁn

‘: *wam Hoserve Danks, and the Federsl Hegerve bunks W.‘Ld

! _‘az;mlumly lasus ihelir noies ageinst the gold, I have wmr\‘

4 bsen @1& o undoretand wliy m.,w sa#? wot © provision m e
t »1&# for ihe fssuc of Federsl Reserve Notes agninst gnm,

- and them Lhoy sould iske ia.w notet sl Looue geld e@ﬂmgit.it,‘

and the pold would be ecolrelled In Federal loserve azz}m #
and 1% vould be &« wery Cine spportuniiy 1o get i L%;az*iﬁ.

| ‘ut 14 oesurred 4o me {hatl there should be sa s "mﬁt o

the Federal Restrve Act suiborizing Lhe banke to isszue.

. | ihe Chalramnt. Governor Ceny, vould 1t b6 your jud -

| ment thet woe should subait & recomsrdaiion L0 the “edural

| “wm Boerd in an m’wmyt.w fors, firet,; wei 1t is Ue

Wﬂ of this seeting Ymt e Foderel Nesepve Aot should

W anbnded 80 thet thae Fedorel Regerwe banke alght 1ssue

Fadorel feverve noles directly ageinct s Qual seount of

gold or pold teptificeten; soconl, 1X 4t is Impreciicable

for the Federel Neserve Boerd 1o ke slepe to seoure such en

smendsent o t&;@ Act, that Laey ¢onplior «xd _ive necussary |

ralings Ut #3123 Justify ihe TFedeorel Reserve Tenis in fole

lowing the procedure which I huve deseribod w6 tmving boun

fellowed iIn Fow York, so that Lbe sose roogli den WU asoonw

piishedT  That recoummendstion 10 the Yodersl Beserve Sourd |

i beiteve would B6 sicul the only thing now roguired to

ensble them Lo Lake o definile position in regard (o Lhw

fvsue of Federnl ifocerve notes in those oescs shers Livre

wag ot suificciont dimegunicod paper in ihe hands « ke
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“ecorve banks (0 arcénge for it to flssue oy ‘@w pledze of
ihe paper. Fereonelly, I en very ongious (o ace that wate
ter dieposed of belnee the desand for currency arlimee.

Hr. Seayt It is, We. Chelreen, ond I heve put that

| doun us Ho« 30 upon the progrem 10 suzgest (o you ot thig
| moeting here. I Lhink the mettor i of sueh lrportence thet
AL mey well be suggecied to U boerd i Just ihe fora in
ubich you have stated 1%.  You heve cxpreesed oy oind sp

well a8 or Delier than I conld heve done it myself.
fre Told: Bem there beom & raling probtbiting thmts
the Chalmasot There lms Decs no ralisg srobibiting o
that, but I ucderstend thet s commnleoation e boen snde e
Hr. Jays i have not boen alle, yet, to read 31%. It wns

#lther sa opinion of counsel for ibe Yooorel “a@am lpard,

ory poseibly, a ruling medio (0 some other Pedersl Beserve Bank

| that Yedersl Reserve agents wowld not be sulhorized Lo make

scditional lasues of federal recerve notos 10 the Denk 0
wideh ey were scercdited so long a8 ihe Tsdepal Recorve

Banks had unicoued Fedepsl “everve notes in thely Bendn .

. Told: If they isd wone in iheir hends ey sight

do it x.;aganwaa;%émmwmmm&ww&

ey in Slsacapolis. & Vedorel Rescrve sgent spreed with

lme that it wae = uselecs waslie of sncrgy Lo g through those

huounts, end Le sald, "IL Jooks good Lo we™) end I poid in
geid for federeal notes direst.

‘i Cheirsant Sy Ui sielemont I ande in the fore of |

§ suggesiiom bo ensll oved np & motlon Wy Governor Sesyt

irs Demy:  Tow sy
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