f% L VOLUME ¢

| f
e
{
i
!
{
5
|
|
; FOURTH (ONFERENCE
| BOART OF e VERNORS, FECERAL RESERVE
s ! BANKS
: ‘
\ Hotel B ackstone, Chicago, Ill.,
{ -
wor 48y, June 14, 1915,
| ? oa 7 AND WIGHT SESSIONS.
!‘
3t
1
i
i ‘
{
{
|
:{’
! 1
{ |
I .- WALTER S. cOX

SHORTHAND REPORTER

i
|
| :;. | COLUMBIAN BUILDING—TEL. M. 8324
‘[ - ' -\ WASHINGTON, D. c.

i v
y it i
o {
ﬁ.t Y

;

| {
i !

i )

!

1

| {

i |

gitized for FRASER
gs://fraser:stlouigfed.org 1




FOURTH CONFXERENCE

of the
BOARD OF GOVERNORS OF THE FEDERAL RESERVE BANKS.

Chicago, Illinois,
Monday, June 14, 1915,

11 o'clock a.m.

The Conference went into formal session in the Hotel

Blackstone, at 11 o'clock a. m.

PRESENT:

Benjamin Strong, Jr., Governor, Federal Reserve
Bank of New York.
B. McDoupal, Governor, Federal Reserve Bank of
Chicago.
R. McKay, Deputy Governor, Federal Reserve Bank
of Chicago.
J. Seay, Governor, Federal Reserve Bank of
Richmond.
L. Aiken, Governor, Federal Reserve Bank of
Boston,

Rollo Wells, Governor, Federal Reserve Bank of
St.Louis.

J. £. McCord, Governor, Federal Reserve Bank of
Atlanta.

Theo. Vold, Governor, Federal Reserve Bank of

Minneapolis,
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Russell Lewry, Deputy Gevernor, Federal Reserve Bank

of San francisce.

J. Rhoades, Governor Federal heserve Bank of Phila-

delphia.

L. Van Zandt, Governor Federal Reserve Bank of

Dallas,

R+ Fancher, Gevernor, Feccral Reserve Bank of

Cleveland.

M. Sawyer, Governor, Feceral Reserve Bank of Kansas

At

F. Curtis, Ccunsel, Federal Reserve Bank of New

York, and Secretary of the Board of Governcrs of

the Federal Reserve Banks.

The Chairman: The ceonference will come te arder.

This is the Fourth Conference of the Governors, and :
sur first order of business will be to act on the minutes
of the last meeting. They have been furnished to all cf
the members, and, unless it 1s your pleasure te have them
read, they will be approved without reading in detail,

What is yeur pleasure about the minutes, gentlemen?

Gevernor McCerd: I move that they be apm oved with-
oeut reading.

Governor Weld: I will second that motien,

The Chairman: It has been meved and seconded that

~the minutes of the last meeting be approved witheut reading.

Is there any discussien?




(There was no discussion and the motion was put
and carried.)

The Chairman: Before taking up the program I want
te call your attention to the faet that a diiferent ar-~
rangement haQ been made dividing all the subjects selected
for discussion under general headings, and the result has
been the development of a very long program, by far the
longest we have yet consid ered.

I would like to ask, for the purpose of making pro-~
gress, that each suggestion on the program be taken up
first by the member who mde the suggestion in the first
instance, who will thereby establish a basis of discussion
by means of his preliminary statement. And in order alsc
that progress may be made, if that statement can be embodiec
in a resolution for discussion it will aild very much in
getting the record in clean shape for the Secretary.

Governor Fancher: I offer a resolution that that
be our procedure.

Governor Wold: I second that motion.

The Chairman: You have heard Governor Fancher's motion
a8 to the order of procedure @uggested by me. Ig there
anything further?

(There was no further discussion and the motion
was put and carried.)

The Chairman: Item No, 2 on the program is the re-

port of the Clearance Lomnittee, of which Governor McDougal

is Chairman. Governor MecDougal, have you a report te

submit?
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Governor McDougal: I have no report to submit. I
felt that,because of the fact that each of the Governors
has been supplied with a copy of the minutes of each meet-
ing, perhaps they would receive and a cept those minutes
as a report. 1 have corresponded with the Secretary,
Mr. Curtis, on the matter, and suggested that he bring the
complete minutes and records along in the event the Confer-
ence wanted te go inte the matter further.

Mr. Gurtis: I have the minutes here if anyene

degires to have them read.

The Chairman:? Does anyone desire that?

Governor Wwold: There would perhaps be no purpose
served by reading them.

Governor McDougal: I have a short memorandum of
the meetings that have been held. it is not prepared
in the form of a repert, nor is it intended fer a report.
gavernor Leay:! I think it is a matter of histery, Mr.
Chairman; We are all thorbughly familiar with it and
1t would hardly cerve any purpose to go into it now. Per-
haps certain features of it may come up for discussion
as we discuss things generally, but 1 do nat believe it
weuld cerve any purpose to go inte it formally.

Governor Wold: I think the thanks e the Governers
is due this committee,. They have served this Confer-
ence well and have given a good deal of time to 1t. 1
am sure that this cenference, and each Goveérnor, appre~
ciates the efforts sznd results ebtained by this committee.

The Chairman: In brief, Governor McDougeal, the
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committee has actually completed its work as to the inter-
district collection system, and the system is in course of
establishment by all of the banks, 2s 1 understand 1t?

Governer MeDougal: That is true.

The Chairman: They have also concluded their work in
regard to the establishment of the gold settlement fund,
which is now in operation.

Governor McLougel: That statement weulki cever the
work which has been done, except perhaps we have taken 1t
upon ourselves t0 go further in same respects than the
authorization given us by the body of Governers.

e found thast this committee was called upon to handle
various subjects, all pertaining, I think, directly or in-

directly, to the subjects that were glven te us te handle.

I should like very much to hsve this Conference approve:

in 2 general way what ve have done, or have the matter
epened for discussion,

The Chairman: It has been suggested to me that ine-
asmuch as this committee has been considering a number ef
subjects referred to it by the Federal Reserve Board, it
might be vell to consider the advisability of extending
the scope of the work of the committee, creating in fact an
executive committee, mnsisting of that same committee
with pessible the addition of one or two others whe are
accesslble for frequent meetings. Hew would that idea
appeal e you?

Gevernor McDeugal: That icdca weuld appeal te me
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favorably. I think we have gone far enough te know there
is need of such a committee,

As a metter ~f fact we have felt a little delicacy in
handling some things on behalf of the Gevernors which we
were not authorized by the Governors to handle, our reason
fer se doing being that otherwise it would have been
necessary to have called all the Governors together.

And the probability is there will be other use for such a
committee,

The Chairman: This =u ggestion came frem Governor
Fancher. Suppese we ask him te submit for censideratisn
s reselutien embodying his ideas.

Governer Fancher: I feel abeut as Gevernor McDougal
does. I was the author of the original resolutien
creating this committee., I think 1ts original scepe
has been vecry much extended. They have been called
upon to do some things that it was not contemplated they
should do at the time the committee was created; and there

has been stroeng indication that the Federal Reserve Beard

would like a committee ef Governors, through whem they

eould work, that would be accessible, New that the
original committee has accemplished what it was given te
de, it seems that we could with prepriety fellew the
procedure of the Federal Reserve Bank of Kansas City and
have an executive committee.

It was my thought that we could add te that committee

Governor Rhoades, of Philadelphla. He is accessible, but
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we would be perfectly willing to go further wrest if we
can find recruits.

I would offer a resolution thet en executive commit-
tee of six or seven of the Governors be eleccted. Possibly

the make-up of the comittee should be left te the ULhairman.

Mr. Y“hairman, have you given that matter any considera-

tion?

The Chairman: I have thought of the matter since ynu
have mentioned this committce. It is a geographical
difficulty more than anything elce,

Governor Fancher: Yes i IToreallize that,

Governor “old: I would second Covernor Fancher's
motian,

Governor Rhoades: Is not a conmittee of five suffi-
ciently large for the purpose? It 1s pretty hard to get
them together now.

Governor Fancher: You are accesible, Goverher Rhoades,
and I think you nan do conciderable work on the cemmittee,

Governor Rhoades: I wauld be glad enough to do it,
The more members you have on the committee the more dif-
flcult it is to get them together,

Governor Fancher: I suggest six inembers and 1 do that
because you, Governor Rhoades, are accessible and can work
on the committee,

Governor Rhoades: My feelings will not be hurt if you
keep“the membership at five. However, 1 will be very

glad to do anything that I cen.
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The Chairman: The most important thing is to get a
committee that can have frequent meetings witheut teo ser-
imus inconvenience teo any of the members. If other me -
bers of this bndy are able to serve on the committee and will
volunteer I would like te suggest to the Conference that
they be appointed on the coamittee.

Governor Aiken: Governor Rhoades volunteered to me
and * will pass his name to the conference ss very accept-
able.

Governor McCord: May L ask this questien? Is a
committee of five large ensugh? In case any member sees
he cannot meet with the committee and thinks it ie neces-
sary thet he be represented, then I suggest tha% he be
suthorized to designate some other Governor te sit in his
place. That will hold the committee down e five and
contingencies can be met in that way.

Governor MeDougal: I would éuggest, in the event
that it 1s the purpese to appoint a larger cemmittee than
a cemmittee of five, that a majority of three be authorized
tn dn business officially. That would help the &« tuation
very much. I think it weuld be difficult te get five

or six members tngether at one time, but if three of these

members can transact business there would be ne delay, and

I think it advisable to ive them authority ‘te ce that,
The Chairman: We have Governor Fancher's metion,
which provices for the asppointment of a committee of six,

censisting of the members of the former clearance cemmittee,




with the additien of Governer Rhoades:- Yeur sugigestion,
Governor McDougal---

Governor McDeugal: Is that three constitute a quorum.

The Chalrman: Yes; that three mnstitute a gquorum.
And that yeu offer as &n amendment te Governor Fancher's
met ion?

Governor McLeugal: 1 weuld like to have it incor-
porated in that motien.

governor Fancher: I should be very glad te have it
incorperated in the motien and I assent to it.

The Chairmani has there a second to that motion?

Governor Wnld: 1 secended that metion some time ago.

The Chairman: The motien has been seconded. Is
there any further discussien?

(There was no further aiscussien, but calls for

the questien.)

(The motien was thereupon duly put and carried.)

The Chairman: The motion hes been carried and the &

committee 1s appointed.

Item No. 3 consists of feur matters left en the pre-
gram and not dealt with at the 1ast meeting. 1f any of
those present care te bring up any ene of these subjects
for discussion we can take them up now- Otherwise 1
think it is fair to assume that they have beén on the pro-
gram long enough to be drepped.

Governor Alken: I would like te bring up one matter
under item 3, and that 18 thematter of rebating interest

in cennection with adiscounts.
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The Chairman: That comes up later on the program.

Boverner Alken: Very well,

Governor McCord: I weuld like te bring up the item
of "number of forms", I think, accerding to the original
plan, that we have a superflueous numbcr of ferms in the
discount aepartment. %e have set asicde one er twe of them
and have gene ahe 4. I would like to know what the ether
Governors are deing.

Governor Wold: We have set all eof them aside but
ene or two.

Gevernor McCord: Then there is ne further di scussien
necessary.

Governer Seay: We have made considerable changes
and have substituted ferms fer ethers.

Geverner McCord: I would like to ask you one thing,
Geavernor Seay. How do yeu not ify ysur members? Do yew
do it en the slip, ss or{gin@lly, or de you send the regular
discount sheet like the New York or “hicage banks,
centaining the items listed fer discount?

Governor Seay: %e do not have a slip for each item.

Governor McChrd: I just wanted te find out abeut
that. I will change that stelf- 1 had been thinking
of deing it,

_Gevernor Seay: That is a fer mere convenient end
safer practice.

Governer McCeord: I think so, teo.

Geverner Rhoades: Wwould 1t be pessible to have a

sert 9f clearing house for ferms between our auditors




or some other official of the bank?

The Cheirman: That is a matter that should be dealt
with by a committee of sudito: s or accounts of the reserve
banks. 1t is important and they should have a meeting
before very long and go OVEr thec e matters of detail in the
banks.

The question of forms for discount has al® come up in
our bank. iwe know there are two many forms provided

and we are not using a nunber of them.

Governor Fancher: In our bank we have absolutely

discarded a number of the forms and substituted our own.

governor McCord: Are you using some other form?
That is, are you using & form in place of that one Or have
yeu discarded it entirely?

Governor Fancher. come of the forms we are using.
Others we have substituted ior and discarced the original
entirely. we have worked eut our own forms.

Governor McCord: But you are treating the subjects
in each case?

Governor Fancher: Yes.

governor Seay: In our bank there are meny cases
where the securing of figures from the bookkeepers has
neld the department back. %e have substituted a differ-
ent system. Le also changed our 1iability ledger

Governor McCord: The way we get around it is this.
I notify the member pank that his paper is passed for
discount and the discount clerk will advise him later.

The next day the informatien goes out.
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The Chairman: %ould you feel willing to submit to
the meeting a resolution for adoption, if agreeable, pro-
viding that the Executive Committee might call for a meet-
ing of the clerks or officers of a number of reserve
banks, to be selected, to s ¢lscuss this guestion of
forms and make reconmendations?

Governor McCord: I will offer that resclution if
I can get a secend to it,

Govéernor Fancher: You have a second te 1it.

The Chairman: I have in mind the thought that you
and Governor Van Zandt and Governor Seay have had more
experience in discounting than the rest of us.

Governor “eay: The question would cover more than
the forms in the discount department---

The Chairman: Your motien has been seconded, Gover-
nor MeCord.

Governor MeCord: May I suggest this beforethe motion
is put: It vwould be a nice plan to let Dallas, Rkichmond

and Atlanta, being contiguous, form a committece of men

from each ef their banks ; then have New York, Philadel-

phia nnd Bosten form a committee; let them get together
and interchange views in that way, instead of calling a
convention of men frem all over the United States:. I
think prebably that would work out better.

Governor Fancher: It occurs te me that this matter
of forms pertains not only to a change of forms in the
discount departments, but te other forms covering opera-

tions in other departments of the bank; that is, new forams
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that the accountan s and auditors are bringing out all the
time, I think the auditors who held a meeting in #ash-
ington in January have, by this time, worked out a number
of things that would be of advantage to the banks. If they
can be brought together; if information can be exchanged
and forms discussed, I think much good will come of 1it.

The Chsairman: governor lMcCord's original motion was
to provicde for appointment of a committee of that character
by the executive committee, which committee vwould arrange
for a meeting for the purpose of discussing this matter of
forms.,

Does your motion stand, Governor McCord?

Governor McCord: Yes., I will let it go for approv-
al or disapproval,.

The Chairman: Is there any other discussion?

(There was ne further discussion and the motien
was duly carried.)

The Chairman: Governor Aiken, I was mistaken in re-
gard to the question of rebating of interest, It coes not
come up on the program later. Shall we discuss it now?

Governor Alken: I would like to say that in the
last week on trips I have made down in Maine two of our

larger Maine banks had had t¢ borrow from their corres-

pondents for a very short period, some three or four days.

Neither of the banks had enou h paper maturing in the
course of three or four days te provide a basis for the
amount of lean they wanted. That is a very desirable

sort of rediscount for us té get. “e could net handle it
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without taking notes for it and rebating the interest on
it. They would not rediscount with us for two or three
weeks to the extent of ;100,000 for the sake of getting
the lean for three or four days, when they could get it at
one of our large Boston banks on a certificate of deposit.

That question brings us face to face vith a problem
that we must meet in some way.

Governor McDougal: Lid you handle the transaction?

Governor Aiken: I ¢id not handle it. They did not
ceme to us.

The Chairman: Have you any further suggestions as
to a recomnendation to be suybmitted to the Federal Keserve
Beard, Governor Alken?

Governor Alken: Governor McCord tells me that he can
gilve us some light on the subject through what has been
done in the Atlanta “istrict, and I would be glad to
hear 1t.

The Chairman: Governor McCord?

Governor MecCord: The discounts are short term paper

with us snd we rebate with a nominal penalty ef one per

cent, For instance if we discount for them at four per
cent we allow a rebate at three, We simply put that
penalty on in order to prevent the misuse of the discount
feature of the bank, It has proven very sati<factory, and
we are meeting the situation that Governer asiken has

spoken of in this way; that our bankers are learning te
shape their portfolios se as to have the paper available.

It is a new system, as yeu all know, and they have net




heretofore arranged thelr portfolios so as to handle it,
In the City of Atlanta especially Y expect a large number
of people there to discount paper at four days, five days,
six days or ten days without any c¢ifficulty or without any
trouble, because they are arranging their portfolios in
that shape. They are reguley customers, That 1is the
way we are handling it, Governer Alken.

Governor Seay: Governor saiken's description of the
situation applies to his district and teo . everal others.
It is something that has not yet arisen with us; but I dv
not see why he cculd not act as a member bank may act
under the circumstances of this situatien.

We have adopted a plan of not granting rebates to our
member banks unless they, in turn, pay it to their custom-
ers, But that is a situatien entirely distinct from

the one described by Governor Alken. When we make re-

bates we make full rebates. We find nothing leaves
such a bad taste in the mouth as fallure to make full re-
bates when the difference perhaps is s0 small that it
gives the bank just ground for centroversy with you.

When we do make rebate we make it at the minimum rate and
count full rebate for that time; but we only de that in
case the bank itself is called upon to meke it to a cus-
temer; in other words, to save the bank harmless. I do
not see the least objection te Governor Aiken handling it
as he may please or to any other bank mceting circumstances
in order to accommodate a bank desiring discount.

Gov ernor McCord: In view of the fact that the
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conditions are different in each one of the districts I

will offer this resolution:

That the gquestion of rebating be left to each Federal
Reserve Bank to hancdle ss conditions in their district
may Jjustify.

Governor McLougal: I see no occasion for passing any
such resolution, We are already separate from and inde-
pendent of each other. Iin so far as the Chicagd bank
is cencerned, the matter of rebating interest was a ques-

tion which arose very soon after the bank opened its

doors and we adopted a policy undcr which we informis

banks when they asked the guestion, that v e cannot promise
to rebate in full the interest on the paper ve take from

them., On the other hand we have it definitely under-

stood that we rediscount such paper as they offer to

maturity. In the event a question arises such ns Governor
Alken has referred to ve would use our own discretion. It
seems to me it would be a very easy matter, We would
take such rediscounts, without hesitation, up to any
peint or date desired---

The Chairman: Will you rebBate it in full for the
balance of the time the paper has to run?

Governor MecDougal: Yes. However, I think this 1s
s situatien each bank ought te mecet by 1tself independent
of any action of this organization.

The Chairman: Governor McDougal, yeur idea 1s that

_the difficulty Governor aiken has referred to could be met

by having a contract made in davance of the maturity of
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o discount irrespective of the maturity of the paper dis-
counted.

governor McDougal: I think that could be done satle~
factorily and properly, and I think it should be done .

The Chairman: That is my Own view of it.

Mr. McDougal: I think it is well we should discuss
the matter here, but it seems to me tnat any definlte ac-
tion taken in the premises st this meeting would be out
of place, We will have to handle these things as they
come up-~- these and other questions.

The Chelrman: On the other hand might 1t not be
most desirable if we could get & ruling from the Federal
Reserve Boaprd that a contract for discount for & specified
number of days, irrespective of the maturity date of the
paper discounted, could be permitted, pecause then we would
be able at once to publish a special rate for disceunt fer
short term paper, which is just what the b rd desires to
bring about.

governor Wold: 1 thoreughly agree with what Gover-

nor MeDeugal has sald. I think it 18 a question for each

bank te handle itself. Our policy has been to encourage
liquidation, if the maker of the bill which had been re-
aispunted with us desired to rebate, We would not re-
pate for the convenlence of the bank, however.

I would like te inquire of governor McDeugal what
rate he would quote a bank that brought in sixty day paper
and wanted to enter into 2 contract te retire it in twenty

days--- your sixty day rate being greater than yeur thirty
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day rate? How would you get away from that?

Governor McLougal: If 1 understand you correctly, I
should not hesitate, in loaning money under those circum=-
stances, to make the rate to conform with the period for
which you are taking the disceunt.

Governor Wold: Then I think it is quite necessary to
take the matter up with the Board for their appreval,
Otherwise we are liable to get in difficulty with the
Board on the rates which we quote,

The Chairman: Will you offer a resolution?

Governor Wold: Could not the matter be taken up
through the Ixecutive Committee?

The Chairman: We are all here now; the matter is
on the program and why not dispoce of 1t%

Governor Weld: I move that it is the sense of this
conference that the Federal Reserve Banks be authorized
to quote a minimum rate oh paper which may be carried to
maturity and which, under the published rate, would require

a greater rate of interest, provided a contract is entered

into between the endorsing bank, or member bank, and the

Federal Reserve Bank to retire the paper within the peried
for which the low rate was qdoted. I d; not know whether
that covers it correctly er not,

Governor Lewry: "hen a bank in San Francisco wénted
te rebate paper or wanted to take up paper that a customer
was ready to pay, we follow the policy of making a rebate

interest on the basis ef the rate for that period,
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For instance, 1if peper was discounted at a ninety
day rate and taken up thirty days before its maturity, we
rebated interest at the thirty day rate. We found that
left the situation in a very tatisféctory way; but we = .
have discouraged the fractice of the bank taking up paper,
a8 Governor Wold has said, for their own convenience,

The Chairman: Of course, Mr. Lowry there is the
possibility of large banks rediscounting large amounts of
paper and taking advantage of the reserve bank by taking
back their own paper in order to get their money out. That
being the effect of such a transaction it weuld really make
the rate of no avail to protect the bank against sudden
loss on a lerge volume of discounts. Under present condi-
tiens that question may not arise, but it may concelvably
arise at a time when the reserve bank would be seriously
inconvenienced through the abuse of that privilege,

Governor Lowry: we have not encouraged or permitted
them to take up paper merely because they have funds, but
only in cases where a customer wishes to take up a note.

There are two Questions involved; ene is the question ef

dealing with the smaller member banks where a customep

wants to anticipate the payment of a note, and the other 1s
a matter of accom:edating the larger reserve bank on shert
time discount for making good depletion in reserve op debit
in the clearing house. It seems te me it would be quite
desirable if we had a ruling from the Board se that 1in case
a bank wanted meney for eight days -«- with maturity at

thirty days--~ we could discount that nete fop eight days,

tps://fraser.stlouisfed.org
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Mre Lurtis: Your proposition is one of making a
contract at the timeof making your rediscount and also
refers to an instance where it is desired to change a pre=-
existing contract---

Governor Lowry: Two questions.

The Chairman: Are not there really three questions?
First 1s the matter of rebating notes for convenience of
customers of member banks; second is the question of mak-~
ing a short discount for the members banks without regard
to the maturity of the paper offered for discount and the
third is a special rate for short discount?

If Governor Wold will withdraw his motion possibly
we can offer a resolution in the form of a recounnendation
to the Board covering all three questions,

Governor Wold: I will be very glad to withdraw my
resolution,

The Chairman: Will you state for the record a
resolution, in the form of a recomiendation to the Reserve
Board, that will cover all three points?

Governor Wold: I would *suggest that Mp. “urtis sub-
MIt AL,

The Chairman: The Secrctary is dsked to uistate a
resolution covering these three points.

Mr. Curtis: I move that this Conference recommend

that the Federal Reseprve Board authorize the esitablishment

of rates for shart term paper, not exceeding fifteen days,

and that they authorize Federal Keserve Banks at their dis-
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cretion to discount paper of a longer maturity for a time
less than the actual maturity of the paper at an ap, ropriate
rate for the time the discount is agreed upon to run,

Governor Lowry: Does not that amount to a direcct
loan to a member bank on the security of its bills receiv-
able?

The Chairman: It amounts to an evasion of that very
question. That matter we have been trying unsuccessfully
to evade for a long time.

Novernor McDougal: There is a question of dangeg in-
volved there unless we can in some way limit the opera-
tions under this plan by which we approve a rediscount for
a stated period regardless of the maturity of the note.
Unless that is done it will not be utilized by the large
city banks slone but the country banks will be very guick
to avail themselves of that if we let them do it,

(Informal discussion followed which the steno-
grapher was directed not to report.)

The Chairmen: Governor McDougal's motion is an
amendment, as I understand it, te the original resolution
to the effect that the discount of peper will be at the
discretion of the reserve bank and that seme check shall

be interposed to the abuse of that privilege by country

banks who really desire to borrow money for the full rate,

sixty or ninety days, but will make this a means of taking
advantage of the ten or fifteen day rate. Is there any
objection to that smendment?

Governor Leay: It is a hazardous thing te undertake
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with regard to the smonll banks of any district, It is a
very necessary thing to provice for, I believe, in dealing
with the large banks, but it is a hazardous thing in deal-
ing with the smaller banks of every district, who will
take adwantage of any opening you give them and devise
an excuse sufficiently plausible teo justify themselves,

‘ The Cheirman: This matter has been discussed by our
directors in New York in response to a suggestion from the
Federal Reserve Board that we consider the establishment
of a short rate such as we have discussed here, and our
bcard was of the opinion it would be quite inadvisable
for the New York bank to make a move in the direction of
establishing such a rate just now, as it might give the
impression throughout our own district and in other parts
of the country that this special rate for very short leans
could only be savailed of by the large banks in New York and
might have the appearance of turning over the resources
of the Federal Heserve Bank to the big Wall Street institu-
tions at preferential rates, Our intention in New York

is to avail of the privilege of establishing the low rate

‘prcbably after all the other Fed ral “eserve Banks have

taken that action. This with a vew te overceming any such

impression.

Governor Lowry: The board of d irectors of eur bank,

about a month ago, established a rate of 2-1/2 per cent for

15 day paper. But that rate was not aspprroved by the

Federal :tgserve Board.

Governor McCord: To get back te the preposition I
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made --- 1 did net get a second te it, as is the usual
custom around this board--- this question should be left
to each bank te handle according to the conditions in its
own district.

Governor Sawyer: As I uncer tand the object of it
it is te get the consent of the lFederal hgserve Board te do
this if ve desire to do it. After we get that coensent then
we will handle our aifairs as may seem proper to us.

Governor -eay: There are limits within which we can
exerclise our discretion, we are not at liberty now te
excerslse it below a minimum rate which has been approved
by the Beard.

Governor McCord: That is true- In my district we
have what are known as commedity loans on cemand. These
refer to cotton or naval stores at the ports ready fer
shipment. I have asked for a ruling of the Board on that.
One of the member banks would offer a demand lean secured
by a commodity. At the time they offered it they would

give the number of days they wanted it discounted for,

not exceeding fifty days; they would name ten, twenty,

or thirty days, and +{ was authorized by the Board to dis-
count that paper at the minimum rate of my banke-—e
demand paper,

The Chairman: That is a different questien.
value is fixed at maturity =nd is binding upon the
maker of the note,

Governor McCord: No, on the member bank.

The Chairman: %ell, if 1t is binding upon the
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bank it becomes binding upen the maker of the note.
Governor ilcDougal's objection would not apply to such cases
because the nmaturity as of the member bank weuld be also
the maturity as of the maker of the note,

Governor MecDougal: Mr. Chairman, the recerdsef this
meeting belong to the organization and do not go outside
of 1t?

The Chairman: They do not te my knowledge.

Governor Mclougal: I think it would be well to take
some action. That is emphasized by a letter I received
from a member of the Board this morning calling our atten-
tion to the fact that Chicago and seme other Fed.ral Reserve
Banks have arranged in New York to carry excess balances

for exchange purposes; that is, they would not settle the
account in full weekly. They scem te find objectien to
that altheugh it can be ovcrcome no doubt. I am just
calling your attentien to this to emphasize the fact in your
minds that the Beard has its eye on #s,

The Chairman;: Governor McDeugal, that subject is

on our program for discussien later.

Governer icDougal: I have just rgpceived a leng let-
ter regarding it in which they speak of several banks having
arranged in New York to carry balances fer exchange pur-
peses. They have no notice of that fact except in the

New York bank.
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The Chairman: There is s motion before the meeting

in regard to short leans and short rates of discount. ihat
is your pleasure in regard to that motioen? it has been
seconded . Do you wish to bring it up to & vote by calling
for the question?

(The question was called for, and, there being no fur-

ther discussion,it was put and carried.)
Does anybody care :
The Chairman: . to bring up for discus~

sion the third sub-item, paragraph 3 of item 3 of the pro-
gram, "dethod of collectioni"

Mr. McCord: I should like to see ‘hether we are in
harmony with each other about that. Our policy is to serd
back all items of discount to the member banks six days
befoere their maturity.

The Chailrman: May I refresh your nemory, if you do
not already remember the actionof the former meeting of
Governors on this subject? In connection with the dis-
cussion of the effect of the statutory form of endor sement
requiring the waiver of demand, notice and protest it was
deciced that as a matter of policy, with discretion, of
course, in each bank, that discount paperbe sent back
directly to the bank discounting it for collection a suffi-
clent number of days in advance eof its maturity te insure
the preotection of the claim of the member bank en all en-
dorsers, and se far as I am aware most of the banks have
fellewed that practice up to this date. That applies
only to paper discounted for member banks and paper pur-

chased in the market; that is, acceptances and municipal
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warrants, which appear on the program later for discussion
as to methode of collection. So that we are now con-
sidering simply the method of clearing paper. discounted
for member banks.

Mr. Wold: The policy of the Minneapolig bsank has been
that the rediscounted paper for member banks at a peint other
than where the bank was located, for whom dis count was on-
tained, was cleared through ether sources---

The Chairman: You have°°11e°t?aitems of that character
through other banks than member banks?

Gov ernor weld: As a safeguard to us, as a safeguard
against kiting of paper. We have had paper come from
a member bank in Wisconsin or Michigan, payable te Minnea=~
polis or St. Paul, and it would seem rédiculeus to send
that paper back to Michigan for ¢olleection,

The Chairmani Governor MeCord brought this item up
for discussion. Ag I understand it, Governor MeCord
wanted to ascertain what the practice was in other banks.

Mr. McCord: That ié the idea,

The Chairman: Is there any further ¢iscussion on

this item?

Governor Rhoades: We have pursued the unifor, prac-

tive of collecting paper direct wherever it was possible
in our distriet, with the result that we have gotva good
many renewals in that way, and we have sometimes twenty
protested not es by the process, and we feel it safer te
do it wherever 1t is possible,

Governaf Weld: The same thing has ceme te our
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netice, Paper would be protested er renewed, and then

we would be offcred it a few days later and we would de-
cline te teke it. e would know then whether it was
really trade paper or accommodation paper.

Governor ueCord: Can we not discuss the question
of paper outside of the district?

The Chairman: That comes up later.

Governor McCord: All right.

The Chairman? Loes this subject appear to require
the passage ef a reselution or recommendation by the
twelve banks?

Governor MecCerd: No; I jus t simply asked for
informatien so that I would know,

Governor Rhoades: I should be glad to have an

expression of opinion as to what is the sense of the

Governors.

The Chairman: kould you offer a resolution,
Governor Rheades, in order that we might have a vote
that?

Governer Rhoades: For the sake of the discussion
I would mowe tiat it is the sense of the Governars that it
is desirable to collect paper direct wherever it is pos-
sible without our districts.

Governor Seay: I believe that to be a sound prin-
eiple, sir. I do not think any of us could dispute
that as a sound banking principle; but under the con-
ditiuns that have prevailed with us we have not thought it

expedient at this time to put it into ferce.
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Geverner Alken: Is not this another case where it

must be left to the discretien of the bank ¢

Governor Seay: I think that is true. we know
perfectly well that we are not scrutinizing it, but we
require statements directly add get themdfrectly and in
fact we are too liberal in that respect. e want all
the credit requirements we can get, and as time goes on we
are getting mere and mere, but nevertheless there is a
great deal of cotten mill paper in our district. There
i1s a special ryling by the Federal Reserve Board en cot-
ton mill paper. It is a conditien that it has had to
deal vith separately. So I think that what might be true
in one district would not be altogether expedient in an-
other. I think yeu will have to deal with it according
to the conditisans and the discretien of the reserve banks.

Governer McCord: The eﬁd justifies the means.

The Chairman:  Governor Rhoades' motien has not
been seconded, and, having allowed sufficient time for
discussien and a second, we w1ll pass this tepiec,

The next topic in the business held over from the
last conference is "collections outside ef the districts".
Does anyone wish te bring that up? It w1l come up
‘1ater in relation to acceptances and varrants.

Governor McCord: I suggest we pass it and handle
the whole subject at one time,

The Chairman: Loes anyone care te bring up either

(a‘) or (c)?

Governer iMecCord: As te item (c¢) there is an accumu-~
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lation of national bank notes, I arranged with the

Treasurer that he would give an open account with us there,

and we send in our national bank notes when they are pay-
able, either in treasury notes, 1f he has them, or in
silver certificates, or that he will credit the member
bank for the five percent fund at our request; that is,
Wwe carry the balance there, and 1f a member bank wants us
to remlt to the five per cent fund we tell him to charge
our account~—-

Mr. Wold: Carry the balance with whom?

Governor MecCord: The ireasurer of the United States.

The Chairman: Is not that encouraging a practice,
Gevernor McCord, that will later arise to trouble us?

Governor McCord: It may do so; I do not know.

Governor Seay: How long does it take you to get
advice or credit from the Treasury Lepartment?

Governor MeCord: It does not take so very long,
Governor Seay. We send up the bills and there is time to
verify the account and get an acknowledgement.

Governor VanZandt: The Treasurer has refused to do
the same thing for us,

Governor Wpld: The statement was made member banks
should request us to make a deposit on account of the five
per cent fund, and we have asked the New York Federal Re-
serve Bank to make that aeposit,

The Chairman: We should be very glad te handle those
items at New York if we were requested to do so, provided

the Treasury Lepartment machinery would enable us to do it
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promptly. ¥e had difficuity in getting the necessary

endorsemente on the checks that caume to us for that purpose.

Governor Fancher: May I inquire, ip. Chairman, if
you were requested to make a deposit for the credit of the
five per cent fund of certain of our member banks you
could use your silver certificates?

The Chairman: Yes; we could use for the five per
cent fund lawful money, which is the obligation of the
member bank that has the ¢irculation.

Governor Cteay: would you do t..at by your own check
payable through the ¢learing house, or would you make the
deposit of money with the Treasurer?

The Chairman: Our difficulty in New York has been
really arising in a different way, Governor Seay, The
banks outside of our district that want to make payments to
their redemptien fund in New York have been remitting
checks on the other 11 Federal Reserve Banks directly to the
assistant Treasurer at New York, and the aAssistant Tfreasurer
at New York hasendeavored to collect those checks by
sending them in to us, not directly, he having no account
with us, but through the member banks, The Ireasurer of
the United States does not put a character of endorsement
on that check that would enable any member in New York to
bank a check fer that purpose, All these checks we have
been obliged to advise the Asslstant Treasurer in New York

tovsend back « If the member banks of each disirict care

to employ their own federal reserve bank o f their own dis-

trict for the purpose of making these payments inte the
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Treasury redemption fund, they ought to do it through s
transfer arrangement, so that we could make the transfer
in New Yorl: and they would pay the money into their local
federal reserve bank, and then at the end of each week the
account would wash eut through the gold settlement fund.
By that method ve would really be of some service to the

me mber banks, altheugh at some seasons of the yeer it

might result in a volume of transactionsthat would incon-

venience us.

Fhat do you suggest as a matter of pelicy® That is
in fact a matter where an abselutely uniform policy should
be adopted.

Governor Wold: It seems te me, ir. Chairman, we
should request eur member banks that wish te replenish
their five per cent fumd to deo it through their federal
recerve bank. Then we would make bequest of ~ . you,

The Chairman: May we not have that as a resolutien
to ge before the management of all twelve of the banks?

Governor Wold: I effer such & reselutien.

The Chairman: Then I understand that Gevernor Weld
offers a resolution in the form of a recoamendation to all
12 of the Federal Reserve Banks by this conference that
hereafter member banks desiring to meke payments for ac-
count of their five per cent redemption fund de so by
transfers directly through the Federal Reserve Banks, and
not by drawing checks on the Fed¥ral Reserve Banks,

Mr. Fanche?: I second that motien,

(There being no further discussion, the guestien
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w:s put and carried.)

The Chairman The next item is item (4). I sug-
gest that item (d) be dropped from this place on the pro-
gram and taken up later where it comes under the subject
of intra-district clearings.

Governor McCord: Under item No. 147

The Chairman: Yes, It will then come up uncder (a)
in item No. 14.

e have about an heur before lunch. %e have now
reached item No. 4, "Examinatiens", The first item, (a),
is su; gested by the Federal Recerve Board. It relates to
the examination of member banks, and I understand that the
Baard desires discuesien on the general subject of examina-
tions of member banks.

Yay I ask the Secretary te read that part of the let-
ter eof the Federal Reserve Board relating te this subject?

The Secresary: (Reading,/: ‘“"Experiencs as te the

eperation of examinatiens ought to be compared with respect

to examinations @Y mnember banks. It might be interesting

to learn what progress has been made In developing co-
operatien between chief examiners and lecal examlners in
each district.”

The Chairman: U¢ I understand from that letter, Mr.
Secretary, that it is the desire of the Federal Recerve
Board that we sh&ll discuss the subject of examinations
ef member banks as one tepic, and cooperation between

chief examiners and lecal examiners of federal reserve

banks as another topic?




33

The Secretary: No; it is all put in under one
heading.

Governor Aiken, I should judge from that letter,
Mr. Chairmen, that what they really want is a report of
the experience of the banks under existing conditions with
their chief examiner and his local examiners, 1s it not9--
how the present system is working?

The Chairman: Will it be satisfactory to the meet-
ing 1f I ssk each of those present to make a brief state-~
ment of the situation in his respective district in regard
to cooperation with the chief examiner of his district and
the fedecral reserve banks in regard to information about
tke member banks? I understand that 1is what the board
desires, Mr. fecretary?

The Secretary: It seems so to me, (Reading):

"LXperiencéS'as to the operation of examinations

ought to be compared with respect to examinations of mem-

ber banks., It might be interesting;toilearn'what pro-
gress has been made in develnping'coopehation be tween
chief examinérs snd local examiners in each district!

Governor kold: What do they mean by "local exam-~
iners"?

The Seeretary:s I do not know.

Governor Wold: Le they contemplate a force of exemin-
ers8 for each federal reserve bank?

The Chairman: Ne; it means the cooperation between
the chief examiner of ‘each district and the other national

bank examiners of the district who are now classed as loecal
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examiners under the direction of the chief examiner.

The Secretary 3 Cooperation between those on the
one side and the Federal Reserve Banks on the other?

The Chairman: Yes}; that group on the one side cnd
the Federal Reserve Banks on the other,

Governor MeCord: Do I understand that the local
examiners are appointees of the Comptroller of the Currency?

The Chairmans Yes.

Governor McCord: The chief examiner is largely an
aprointee, and probably entirely mn appointee of the
Federal Reserve Board?

Governor Seay: Of the Comptreoller of the Currency.

The Chairmens Governor Wells, will you state for
the purpose of the record what the situation is in your
district in respect of cooperation between the chief examin-
ers and local examiners and ihe federal reserve banks with
regard to credit information about your member banks?

Governor Wells: The position of chief examiner in
our district is now vacant. There has been the utmost
harmony between the bank and the subordinate eraminers,

We never falled to get all the information we desired.

The Bomptroller is anxious to find a successor to the

-chief examiner, and owing to the absence of a chief exam-

iner the district is not thoroughly organized,

Governor Seay: May I ask if you have had frequent

ocecasion to rejuest informatien from the lecal examiners?

Governor .ells: No; not any particular information.

We get bank statements; we get the notes and anything
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macde by the local examiners, If we have any special
information that we desire, we have no trouble in obtaining
it.

The Chairman: Governor Fancher?

Governor Fancher: Several months ago~--~ I might say
three months ago--- we had correspondence uwith the Comptrol-
ler's office about locating the chief examiner in the build-
ing where the Federal Reserve Bank 1s located, with the re~
sult that arrangements were made, and the examiner took
offices on the second floor above us. Up to that time
his headquarters had been in Pittsburgh. He came ower
and took a small suite of rooms. We assisted him in get-
ting his files and the statements frem the Comptroller's
office for our member banks--- 762'.wora‘ sent on to Cleve-
land and were put in these filed,. While the correspond-
ence was going on I was in the Comptroller's office discus-
sing some plan of cooperation, lie have in our district
nine district examiners, and I tried to get from the Comp-
troller just the plan of contact between the chief examiner
and the district examiners on the one side, and just the
relations between those men and the Fedcral heserve Banks.
The Comptroller said te me that this plan wag being worked
out, and the plan of operation would be furnished the
chief examiners at an early date, Up to the present time,
or up to the last time I saw our examiner, some two weeks
ago, no warking plan had come. He did not know at th at

time just what supervision he had over the district examiners,

or in just what way te adjust his point ef contact. In
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reference to access to the reports, our chief examiner is
8till continuing his vork, His v erk takes him from
Cleveland, and vhen he zoes to Pittsburgh he is away =ru-=
two or three months. At first he locked the office vr 24’
gave our Feceral Reserve agent the key, and that permittsl
our golng up and looking at the files, More recently he
has put in a clerk and he has given instructions to the
clerk that those files are accessible to the Federal Reserve
Agent and his deputy and to the Governor. That is about
the si tuation at the present time. In discussing the mat-
ter with ° the Comptroller I suggesteé, in fact, made
the request, that as soon as some plan was worked out I
wished to have the chief examiner and the deputy examiners
have a day or two's conference together over our situa-
tion. He said, “"That is very fine. I heartily approve
of that, and I hope you will do that at a very esrly date."
But nothing has come of it,

(At this peint an informal discussion took place
vhich the stenographer was directed not to report; after

which the following occurred,) -

The Chairman. Governor %“old, would you repeat your

former statement o that ve can have it in the record?

Governor #old: I do not know that it is well to put
my former statcment in the record in reference to matters
that occurred betwcen our Federal lieserve igents and the
COmpprollcr of the Gurrency. I thought it might be inter-
esting to the Governors to know the position that the Comp-

troiler had taken.
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Dur situation 1s exaotly similar to Cleveland's, with
the exception that there is no removing of the chief examin-
er, He has not been able to get any plan from Washington
as to how he can operate or what he can do or what suthor-
ity he may have, or how much of an office force he may have,.
In the meantime, we are furnishing stenographers and all
his e¢lerks, He is using our force. He has his office
with us nnd everything is accessible, He and I are very
anxious to have all these examiners called in and spend
two or three days in going over the situation, I have it
in mind that we will ask these examiners, when they find
& bank that is rediscounting with us, te check every note
that 1s rediscounted and report specially to us direct.

The Chalrman: Yeu have access to the reports of
examliners which now are all assembledin your district in
your chief examiner's office?

Governor %old: The chief examiners' reperts give
me full information. There is the utmest harmony
between the chief examlner and us, and hewould like to con-
tinue to be right in our office. That is where he pre-
fers to be,

The Chairman: Governor Sawyer?

Governor Cawyer: Our chief examiner was appéinted
about a month ago, and he tells us that all these reports
are te be sent inte his office and written there; that the

examiner will make =& rough report and that report will

go to the Comp.roller's office after being written in his

office. He will have copies of all these reports and

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




38

we have free access to them, when we started the bank
we sent to each examiner in that district to get a line
upon all of our member banks, that is, a genersl line, snd
we have a line on all our member banks in the district and
have had it since the beginning. It has been very conven-
lent and a good guide. He has glven us such information
a8 we have asked for, very frequently, and a pears to
feel that ve should have access to all information that
he may have, I might say that ve have asked him to call
the examiners of our district together, for the reason that
we have learned that some of these local examiners are
rather antagonistic to the Federal Reierve banks in the
Federal Reserve System, and we have asked him to call a
little convention of those examiners so ve could £EC ovep
the Feceral Reserve Act, This vould help us in a campaign
of education with the member banks. We expect te have
that in a little while, and I believe it weuld be a good
thing.
The Chairman: I think it would Le advicable te have
this discussion get on the recerd ns far as possitble.
Governor Fancher: #t the time I had my discussion

with the Comptroller, which was, I think, at either a

conmittee meeting or one of the Governors' conierences,

probably in March, the matter had been reported that = me
examiner had taken i:csuye vwith the bank as to eligible paper,
I brought that up in my talk with the Comptroller and said

it wes brought to the attention of one of the federal Reserve

banks that the examiner was not fully in harmony as te what
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what eligible paper. ke wanted to bring the examiners in
and go very carefully over certain features of the Act and
try to impress them as to what was eligible paper and what
we were talking asbout, and attempting to do, so they could
help us in naking it plain to the member banke that they
could make the paper eligible. He said, "That is fine.
That is just exactly what we want done.

Governor %old: In reply to your queey, reperts from
the examiners in the field are now coming igto the chief
examiner,

The Chairman- Is that the case »ith Governor Sawyer?

Governor < wyer : I think so. At any rate they have
instructions te send them in. The ixaminer has a number
of reports that were furnished him from fashington. They
were instructed to make duplicate reports when the system
was established. They were sent to Washington, and I
think he has had those returned to him.

The Chairman: And these reports are accessible to
your bank?

Governor Sawyer: Yes; we have access 10 them. Any

information we ask for he will furnish us.

Governor McCord: We have only recently received

notice of the appointment of the chief examiner. The exam-
iner has not yet appeared in Atlanta to take up his

duties. The first notice I received was at the Pan-Amerd-
can Cenference, when the Comptroller told me he had ap-
pointed a chief examiner for the Atlenta District. We

have no experience thus far relative to the relations be-
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tween the chief exeminer and the examiners of our district .
However, some of the examiners in the district have called
at the bank end have discussed with me the various ques-
tions, some of whith Gevernor Fancher spoke of, sbout the
eligibility of paper. I have encdeavored to give our
views of what was eligible,

The Chairman: Have you access to the Ixaminer's reports
ag yet?

Governor MeCord: No, because the chief examiner
hag not come to the city. I understand he is to take up
querters in the building in which we are located, and I
anticipate that our relations will be very harmonious,
because we know the man, He is from Birmingham, Alabama,
near us, and we think they will get along very hearmoniously.
The understanding, or at least our understanding of the re-
lations will be that the examiners in the field, so te

speak, will report to this chief examiner any criticisms,

the same as they send to Washingten, and that we will have

access te those reports; furthermore, that the chief exam-
iner will aid us in any way that we may ask, that is, any
reasonable way.

The Chairman: Governor Alken.

gevernor Aiken: Our chief examiner has a separate
office, entirely outside of our bank. It 1s working out
very vell with us. The reports from the local examiners
have been coming in and everything in the office has been
placed at our disposal, Not only that, but as to any

ilet et special points that have come up the chief examiner has cO-
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operated in every way to yive the Informatien we wanted by

Ccemmunicating with the lecal €Xaminers, I should have
ne criticism er Su_gestion teo make as to any change in the
opreration of the office at the present tinme,

The Chairman: Governor Rheadesy

Governor Rhoades: Our situation is most unsatisfac-
tery, The man whe is presumably chief examinep but who
has not yet been definitely appeinted has his office in
the psst office building seme blocks avay from us, He 1is
out of the City a great deal of the time, and vhen he is
a%ay netody is permitted to have access te his offi ce, He
has ne back file of repeorts, He does receive the new
Téperis as they rome in, which he will net let us see, but
from which he makes abstracts ond telils us verbally op
gilves us brier written notes. The result is that we
de not feel ve have real information at all.

Governor Sawyer: If you will allew me Just a minute
of the time, I referred to a juestien blank sent eut to
the examiners “hich gives a general line on the banks, It
will take me but a moment te show it to you. The diffepr-
ent examiners have f@und it very useful, These blanks are
very uceful in the files and will save a 1ot of time, 1f
the bank is in first class condition we get the infor.ag-

tion without going to the files,

(“Ir. Sawyer here ezhibited to the tonference g

Sample of blank used by his bank, =a copy of which he
Stated he would furnish te each Governor.)

%“e found that blank of very great service to us. e
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have had it on our credit files in all of our nember banks.
The Chairman: That would imply, Governor Sawyer,
that without examining the facts disclosed by the examina-~
tion of the examiner for the Lomptreller you would accept

his judgment as to vhat that examination ¢iscloces as to
the condition of the bank, You feel justified in passing
on the credits in reierring to this resume of the Judgment
of an examiner, as I uncerstand it.

Governor Sawyer: Of course, ve meke a further
eramination if tdis report does not show the bank in good
condition.

Governor Aiken: It puts you on notice?

The Chairman: Then jou consicer that ss giving you
the benefit of the exprecsion of the examiner's views, and
also, having access to the reports of the examination,
you can verify them by your own Judgment of vhat the ex-
amination means?

Governor Sawyer: Yes. In the first instance we feel
it is a great service to us.

The Chairman: Governor McDougal, will you repert
as to the relations between the chief examiner and the

local examiners in your district with the Federal neserve

bank?

Governor -icLougal: Mr. Chairman, the chief examiner
for our district has not yet gut in an actpearance. His
appointment took place two or three months ago, but he
has been detained in “ashington or elsewhere on account of

complicatiens, Hovever, we have had here a substitute,
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and we have been given free acress te the files in the
examiner's office, vhich include copies of all of the re-
ports of all examinations that have been made since our pvank
opened for business. we have not waited until we had
received applications from banks, but, anticipating busi-

ness with them, we have been at vork for ceveral hours

perhaps each cday and got sen in the examiner's oifice who

are going ahead and taking these reports s they come in
and making notes with respect to whatever may be interest-
ing and helpful in the matter of passing upon leans or deal-
ing with the banks when the occasion arised. The informa-
tion we have wanted has been cheerfully given, and the rela-
tions are very pleasant. "hat the plan may be of the
chief examiner when he comes, I do not know, but I be-
lieve 1t would be an excellent thing to follow the plan that
has been suggested by one of the other governors, that there
be a conference held at the center,of all of the examiners
in the district, I am led to that belief by one instance
in which we found occasion to write to sn examiner and he
responded briefly that ve would have to confine our in-
vestigation, in so far as the affairs of his bank were con-
cerned, to the chief examiner in Chicago; that he was not
permitted to gdiscuss matters with us or anybody ese. I
belleve if ‘e could get thst examiner into the city here
we could have a very vrofitable confecrence.

Our relations with the examiner, hovever, are very
pleasant and we are getting information that has been very

helpful for us in the matter of vpassing upon losns for re-
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discount.

The Chairman: Governor LOWryt

Governor Lowry: Mr. Chairmsn, the situation in San
Francisco is not greatly cdifierent from that in Philadel-
phia. The chief examiner of our district is also the
deputy reserve agent and a member of our board of directors,
but he coes net have an oifice in San Francisco. His
of fice is in Oakland, acrose the bay. #hilehe will give
to the Chalrman of our Board, in the form of letters or
memoranda, brief expressions of cpinion, we co not have ac-
cess to his records, and he has advised the cifferent ex-
eminers in the district that they have no right to give us
any information vhatever. I suggested to him at a meeting
that we get such information ae Governor Sawyer has concern-
ing every bank in the district, and asked him if he would
write to the different examiners for that purpose. ite
said he would not, that he had no right to glve any such
information. He claimed that he was acting upon the ad-
vice of the Comptroller in taking that position. So that
.e do not get any great amount of information.

The Cheilrman: Governor Seay?

Governor Seay: Governor Strong, we have had a chief

examiner for sbout two months. Before his appointment we

had applied to the Comptiroller ior some thirty or forty

special statements of banks, end after some months we re-
ceived those through the chief examiner, He permitted
them to come into our possession, and ve made coples of

them all. we have understoodthat our exeminer, wnc just
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came t¢ ug , came for an office there at the su_gestion
of the Comptroller, *e did not have it to give, so we
has his office in the Post Oifice bullding. e have
been led to understand that copies of all reports of the
local examiners would be cent there, I think there 1is
reason to say that some change has come over the relation
of the examiners with respect to the Federal Keserve banks.
You will probably recall that the clearing committee made
representations to the Fedcral Reserve Board of the extreme
importance of having access to all of those reports prior
to the establishment of a cle ring system, and we were
led to believe that there would be cordial cooperation
with them end that we would have free access to them.” On
the la8t ‘oceasion on which we vent over to learn something
a8 t0 one of our nember banks ‘e were not allewed:to handle
the report. It was read to us by the chief examiner. Ve
were allowed te make certain memoranda from it that satis-
fied us; but I think that at the recent Pan-American Con-
gress' there was some informal consultation between certain
Af the Federal Reserve Agents and the Federal Reserve
Board, and the intimation rather came out that 'there was’
some halt 1n the procéss of giving to the feceral reserve
banks free access to inforisation acquired by these dig~ =
trict examiners. I must Say that we found that' to be the
cese in the 1ast epplicationive made For information.” I
do not believe there is that pérfect uncerstanding and

aceord betwaen' the Federal Reserve Board and the Comptrol-

ler's office now that e thought would prevail wien we made
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application to them to establish such relations for the

benefit of the banks which vwere putting into operation a
clearing system,

Governor VanZendt: Our chief examiner was appointed
on June lst, by wire, and on Jure ls8t we cent him over to
one of our nembers in Louislana #nd he is still there,

We do net know what Instructions he has, we have had
very poor success in getting any informatien from the Comp-~
troller's office relative to our banks, under any circum-
stances, we have had half a dozen occasions on which

I think the rederal Keserve agent wrote the Feccral Reserve

board asking for information from the Lomptroller's office,

and I have also vritten to the Comptroller's office myself
asking for informatien with respect to certain banks, and
my letters have never been replied to. I ¢e not know vwhat
conditions we will have after our chiecf examiner gets
installed and gets his data. He is in harmony with the

of fice sand ve all like him very much, I know he will de
everything that the comptroller will permit him to do.,

The Chairman: The situation in New York has
been, briefly, about as follous: Prior to the adoption
of the plan for intra-district collections our board of
directors passed a resolution in which the attention of the
Federel Keserve Board was directed to the importance of
the matter of credits with respect to membe: banks, although
the whole question of relations with examiners had not at
that time arisen. The officers of the bank reported to

our directers the recoansendations ef the clearing committee
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of the Governors that the clearing plan should not be
adopted until c¢redit information was available to all of
the banks, tome time following that, or at about that
time, the chief examiner of our district was sppointed.
He is our deputy federsl reserve agent. The question
then arose as to information about the member banks. We
haé already had conferences with all the local examiners
of the district rnd gotten from them a brief verbal state-
ment of the condition of each member bank that each examiner
covered, which was put into our credit file, and a copy
of the ins. ructions was sent to the Comptroiler's office
in “ashington. More recently our board consicered
just vhat information it was desirable for us to have in
reference to the condition of member banks, feeling that

more resonsibility was given to the bank in having it.

ihey passed a resolution which cefined their viewof what

information it was proper that vwe should have and how it
should be obtained. The arrangements with the chief
examiner were delayed somcwhat as the result of that discus-
gion, and finally the of ficers of the bank , not having
mace satisfactory progress with him, it was taken up with
our board end the feceral reserve board to sce if a bet~
ter relationship could not be established. The matter

has not yet been disposed of, but I think it is fair to say
that up to the present time we have had any specific¢ infor-
mation which ve nsked about any specific bank given to us
very freely, generally by telephone, but we have not had

access to the reports of the local or chief examiner, nor
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heve ve had means of acting on our own Judgment in respect
to those reports. e have had information ;iven us
princically by telephone regarding the concitions of the
nember banks of t.e district.

Governor Sawyer: ince ve have a right, under the
law, to examine our iember banks, I cannot see the purpose
of any objec.ion in ithe Comptroller's etiice to allowing us
access to his examiners' reports,

The Chairman: “o you not think it would be desirable
for this meceting to discuss it, and if we can agree, to make
some recounendation to the Federal heserve board as to what
should be cone in regard to relations with the whole examin-
ing iorce of each district and the m chinery te bring abeut
a satisfactory :elatienship?

(£t this point an informal discussion took vlace

%hich the steno;rapher was .irected not to report;

after “hich the following occurred.)

Governor McDougal: This infermatien hich we usk
to have suvplied freely ic neces.ary. It is to be olaced
in the hands of the fecderal recerve agénts, and accessible
te some of our officers. That is the vay we are treating

5 A It is not general information and dees not get into

. our genersl credit files, but it is available to us.

Governor Van Zandt: Not being able te get the in-
formation I ¢csirec¢ on this Louisisna bank which 4 was cpeake
ing of a few minutes ago, acting under Seetion 217 of the
Federal Reserve Act I sent out vice-governor over there to
make the examination, and on the streng,th of that I ot
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the comptroller to send in our chief examiner, who was ap-
pointed, and we closed Lhe bank. But if we can get that
information at the expense of the bank by one of our own
meén, why should there be any impropriety in the national
bank examiner furnishing us vith the informatian®

The Chairman: e have examined one bank in our
own Cistrict for our own protection--= only one banke—-=-
and a8 to that bank ve feel that now we have a very good
line en their condiiion and a very good understanding of
where their difficulties are. we vould be reluctant,
frankly, to send our own men out to make special examina-
tions of banks that vere applying to us for redisceunts for
fear that it .ight causc comment in a country tewn that
would actually #njure the credit of the bank op pocsibly

cauce a run on it; whereas eraminations by the (omptrol-

ler's regular examiners never cause any comment and would

not invelve any special responsibility te us.,

Governor Seay: I de not think that anything w»ill be
perfectly satisfactory except a copy of that repert to go
to the Federal keserve Agent of the bank.

The Chairman: #nd to be cenficentially examined only
by certain of the officers of the bank?

Governer Seay: Lxactly. There 1is no iay of com-
promising in this matter. Nothing elce will be as satis-
factory 28 that., I de not .ee why ve should take a tempor-
izing attitude in the matter. I believe we eught te have
those reports, “e have the power to ce the same thing

ourselves, and it is only technical conditiens, I believe,
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that are disclosed in those reports, snd : e eught to have
them.

Governor Aiken: I would like to say that the com-
plete report is at our entire disposal at any time. Ve
walk into his office esnd he gives us all he has,

The Chairman: Does not this discussion disclose ene
very apparent fact, and that is that certain of the bank
examiners have, either upon their own responsibility or
acting upon instructions vhich they have received, been

others,
willing to give complete information 3 elther in the absence
of instructiens, or on definite instructions snd not cesip-
ing to act upon their own discretion, are refusing to give
that information. There seems in some districts to be com~
plete harmeny and in other districts there does not seem
te be.
(At this point am informal ¢iscussion took place
which the steno_rapher was directed not to report; after

which the following oceurred.)

The Chairman: what are we going to reconmend, if

we are golmg 10 recemuend anything, or what asction are you
going to take in response to the suggestion by the Reserve
Board that we discuss this subject? I presume it is
your desire that a report of the matter be made te the
Reserve Board, as has been done with respect to the topics
we have ciscussed heretofore, end I cannet help but feel
that in making thie suggestien the reserve board had in
mind a desire teo accomplish what we all want,and that

ls cooperation and results.
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governor Sawyers 1 think we ought te pass a resolu~-
tien.

Governor Alken: nt a meeting of the clearing commit-
tee of the Federal Reserve Board, if I am not mictaken,
we nsked them if they could not arrange with the Comptrol-
ler's department to have all the information in the hands
of the examiners placed at our disposal, nnd we were assured
at that time that that would be done. It seems to me that
i{s the whole thing--- getting all the information that the
examiner has; and I think ve sught to have definite ad-
vices thaet that has been done.

Governor VanZandt: I think a resolution should be
passed stating that we have discussed that subject and that
we feel that it is ef vital importance that &ll of the in-
formation obtained by national bank examiners in the examin-

ing of their banks should be placed at the disposal of the

Federal Kecerve Banks, and that the Federal Reserve Board

be requested to use its efforts te have such an arrangement
made,

The Chairman: Governor Van Zandt has made a very
comprehensive motion covering this matter.

Governor Sawyer: I second the motion.

governor McCerd: I would like te make this amendmt,
that it be placed at the disposal of the Federal Reserve
Agent ===

Governor Wold: No.

Governor Van Zandt: The executive conmittee of the

Federal Recerve Bank,
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Governor McCord: I can see why they o not want it
to go down into the bank's records,

Governor %“old: The Governor is supposed to be at
least a managing officer of the bank, and this information
has to be at the disposal of the (Governor of the Bank.

Governor McCord: I uncerstand it to include thsat,
Governor wold, but the motion is so broad that it would be
furnished to the bank. They do not want to do that.
think they are willing to give it to the head officers of
the bank.

Governor %old: “ho 18 the head of flecer of the bank?

Governor McCord: The Governor,

Governor Van Zandt: May I ask that the motien as
offered be read? I vwould like to change that to the
executive committee of the Federal Heserve Bank.

The Chairman. Why not say to the executlve of ficers
and the executive committee?

Governor Lowrys: Some objection might arise in the
case of the executive comalttee, because in seme districts,

a8 in ours, the exccutive committee is composed directly

of en in banks, and some of the membcr banks may object

to having their rivals scrutinizing the reports.
The Secr tary: How vauld it do to cay the Governor
and other approoriate officers?
Governor Lowry: If I may be permitied to suggest
an z2mendment there, let us say to have these reports go
to the banks unier such safeguards as the Comptiroller shall

suggest,
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Goverror Alken: No; I object, Mr, Chairman.

Governor Sawyer: If that resolution containged such
a suggestion as you made some time ago I think it would
strengthen it, sir. ne have the right to make thece
examinations, under the law, but ve had better get the
same information through the reports, if ithat can be in-
Jected into it.

The Chairman: May L suggest a five minutes recess
with instructions to our secrctary to .raft a resolution
covering this point which shall embody what Governor Van-
Zandt has offered, ith smendments that have been suggested
in regard to the danger of special examinations by examiners
of the Federal ilecerve Banks¢®

(At this peint an informal ciscusslon took place
which the stenographer was directed not to report, after
which the following occurred:)

Governor Lawyer: I should like to su_gest ior the
consideration of the Secretary in framing that resolution
that we apply directly, =g a matter of routine, for a copy
of the reports to be furnished as made,

Governor scLougal: The examiner's repert contains
a full statement of all that he knows with respect to the
condition of each bank he examines. His reputation de-
pends upon it, and 1t seems to me if you could cevise a
plan whereby each bank :ould be given opportunity, as ve

are here in Chicago, to see a caplete copy ©f the

e:aminer's report of his examination of each bank, you would

be getting all you could want, excepting that beyond that
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we would like to have the examiners instructed in a way
that they would feel at liberty to confer or correspond
freely directly with some officer of the bank if we saw
fit to communicate vith hlm. But the report in itsel [
is enough in ordinary cases.

The Chalrman: Governor MoDougal, let me state what
is really the point of difterence between the chief examiner
of our district and the officers of our bank, which I
think is similar to what is in your mind. We object to
relying upoen the judgment or the conclusions of the bank
examiner a8 to vhat his own report means. we should like
to examine the reports of the examiners made by the examin-
ers in our district, draw our own conclusions from those
reports and make our own abstracts from them for our refer-
ence files,

Governor MeDougal: That is what we are doing, exactly.

Governor Alken; That is what ve are doing.

The Chairman: We do not want copies of those, neces-
sarily, on file in our office so that they might cause
comment or dissatisfacetion to the particular banks that

were examined, but we desire to make our own abstracts

frem them and let those abstracts represent our own conclu-~

sions drawn frem the work of the examiner himself.

Has this ¢iscussion reached a point where you would
cere to entrust Mpe Curtis with the preparation ¢of a resd-
lution following Governor Van Zandt's motien and the dis~-
cussion fellowing it, s that we can act en 1t?

Governer Fancher: There 1s one thing that cemes to
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my mind. In making those reperts ~ccessible to the execu-
tive committee, I think ihey should be available to certain
officers, the Governor and cortain other officers, and only
abstracts to the committee.

The Chairman: we do not feel that the bank directors
of our district whether they are serving on the executive
conmittee or not, should be able to ®me inte our bank 2nd
look at examiners' reports of their competitors; and that
would not be permitted in our bank, Our board has passed
2 resolution which would prohibit any director of that
charactter having aceess O these reports, but we are willing
that whatever informetion we do get of a confidential char-
scter should be at the dispesal of the governoer and Fedcral
Reserve Agent, or the deputy Governor, if he 1s not dis~
qualified by being a director, and possibly one or two other
confidential clerks who would have access to the informa-
tion to keep the flles up.

Governor McLougal: If anything thet I have stated
would indicate that our board Or executive coanittee goes

ever these reports, that is not correct, because e have

never had a single examiner's repert in our office, The

plan which ve follew is to go 1o the examiner's office

and examine the reports, teke what we want from them sand
bring 1t back and put it away. It is not disclesed,
however, to the directors of the bank in any way, nor is

it disclosed to the full executive cemmittee, but acted upon
by the officers just in the 1ine that you have suggested

you were deing.
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Governor Seay: with reference to the abstraet from
that report amd the complete report, I find that at ceprtain
times there are certaln features of that full repert to
which I would give more attention than at others, and
that later on some other question might arise and I would
have to go back again to the files of the special agent.

I am sure, for our own purposes, if we could have copies of
that report they would be guarded Jjust as sacredly as

might be desired, and in the end it would be the only com-
plete and satisfactory way.

The Chairman: governor Seay, it seems to me rLhe
peint you raise is that as to prebably 90 per cent of all
the reportsof examinations a complete report would be real-
1y superfluous. Where you have a bank with an absolutely
clean bill of health and with no items subject te criticism

it would seem te be a superflucus thing to ceopy every line

or letter of the repert. On the other hand, where a

bank 18 repqrted to be in cdoaubtful condition, your ab=~
stract, so to o eak, might be every line and letter in
the repert and you might want to have the complete schedule
of all infermation disclosed by the examination in yeour
files. The plan that Governor MeDougal has suggested 1
do not understand would prohibit deing that, would 1it,
Governor MecDougal?

Governor MeDougal: No, indeed.

Governor Rhoades: I eoncur in Governor Seay's
remarks that I would like te have in our office coples of
the reports. The few that I have been able te get held

of, I photographed so as to be sure I had the whele thing.
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(At this point an informal Giscussion took place

which the stenograp her was directed not to report,

after which the following occurred:)

The resolution framed by the secretary was read five
timees by him, was duly seconded by Governor MeCord; 1in
the course of informal Giscussion various amencments were
made thereto and it was put and adopted, The resolution
as finally adopted is as follous:

"Whereas, the Federal ieserve Banks are authorized
by law to examine nember banks in their districts,

"And Whereas, it might be a cause of comment upon a

member bank in its community 1if such an examination should

be made in addition to the examinations of the national
bank examiner, until such examinations are reguk rly made;

" aind Wwhereas, it is considered meferable at present
te have the necessary examinations mede by the Natienal
Bank examiners except in unusual cases;

"And whereas, 1t is © nsidered by this conference that
it 1s of vital importance to the safety and velfare of
the Federal Reserve Banks to have unhampered access to
national bank examiners' reports and complete information
with respect to all member banks,

"Be it resolved, that the Federal “eserve Board be
requested to make arrangements with the Comptreller of the
Currency whereby complete copies of all reports made by
national bank examiners with respect to member banks shall
be given to the Federal ieserve Banks to be open te the

cenfidential #nspection of the Governor, the Federal neserve
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Agent, and such other officers of the bank as may be ap-

proved by the Federal hewerve Board;

"provided, that nothing herein contained shall be
deemed to limit in any way the right of examination confer-
red by law upon the Federal Reserve Banks.,"

The Chalirman: I am asked by Governor McDougal to ad-
vise the meeting that the President of the Board of Trade
of the City of Chicago has invited our attendance at the
Board of Trade for a short time--- five minutes or SO0---
either today a tomorrow.

Governor MeDougals Yes; any time while you are here.

The Chailrman: Governor McLougal has advised him that
we are very busy and it may not be possible to arrange such
attendance but that he would submit the invitation, What
is your pleasure about 1t?

Governor Rhoades: I meve that we express our
appreciation, but that the precsure of business prevents
our accepting the invitation.

Governor McDougal: I sent word to him steting that
we probably would not be able te get over there, Neverthe-
less, it is an invitation and I think I understand the
situation well enough to explain it,

The Cheirmans; May we not ask Governor MeDougal to
express our very warm thanks, as Governor Rhoades suggests,
and explain that we have got to meet morhing, afternoon
and evening while we are here, and it will very likely be

impossible for us to accept the invitatlen?

(There being ne objectlion the suggestion was
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sgreed teo.
The Chairman: It is now quarter past one. Vhat
1s your pleasure as to taking a recess i1or lunch?
Governor Alken: I meve we take a recess at this time.

(The motion was duly seconded, and at 1:15 the

conference took a recess until 2:30 o'cleck B We)
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The Conference reassembled at 2:45 o'clock p. m.

Hon. A, C. Miller, Member of the Federal Reserve Board,
was a guest of the Conference during a portion of the after-~
noon preceedings,

The Chairman: The discussion that was concluded
before lunch covered items (a) and (b) of Topic 4.

Item (e) was not epecifically referred te and comes from
Governor Rhoades,

Governor Rhoades: I think that has been covered.

Governor VanZandt: That was covered in the uiscussion
of items (a) znd (b),

Governor Fancher: I think the resclutien passed
covere those two items,

The Cheirman: I have jJust explained to Lr. Miller
what we covered in the morning discussion. That 1s the
only really important thing covered, and if it is agree-
able I will ask Dr. Miller te look ever the program and
suggest himself any item that he would like te have cis-
cussed while he is here with us.

Lrs Miller: I do not want to interrupt the course
of the proceedings any more than 1 can help. There were
two or three itc s that the Board felt 1t would perhaps

be worth my vhile to discuss with you in vie of the fact

that I was going through Chicago st this time. One ef

those items concerned particularly the matier of some

sort of a more or less stancardized procedure in the
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examination of state banks.that apply for membership in
any federal reserve bank,

I have just told Governor Strong that Mr. Broderick,
our chief of audit and examination, is here at the hot el.
He came here at the direction of the Beasrd in order that he
might confer with you, so far as you desire respecting any
of the details of procedure that would recommend itself.

Another m estion is the matter of the iscuance of
regulations concerning trace acceptance paper.

The Chairman: That Qquestion was discusscd this
morning.

Br. Miller: The thiréd question is that of autheriz-
ing a special rate for short maturity of ten and fifteen
days. All of the banks have been apprised of the fact
that some of the banks have requested that the Board

authorize such a rate and we feel that sooner or later

that will be done, and we feel also that that questien

ought to be canvassed fromthe point of view of ~all of the
banks, That is one of the matters which, from the peint
of view of the board, it would be well to Giscuss, and
that has been suggested to Governor Strong.

The Chairman: Ve had that matter up this morning,
Dr. Miller, and have passed a resolution for transmission
to the Board which contains the unanimous view of this
meeting a8 to two points. %e were all qulte agreed this
morning that it would be highly desirable to have a speeial
rate for the discountof paper for a peried not to exceed

fifteen days, belleving that concitions in the different
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¢istricts would make it necessary to have that rate ap-

ply for a lenger period, cay, in a district like San Fran-
cisco, than it would, say, in New York where distances are
shorter; and in that connection we also receanmended

that paper might be ciscounted for member banks for such
short periods as was established for the rates irrespective
of the actual maturity of the netes discounted, so that

a member bank might discount paper that matured thirty or
sixty days hence, for a period of seven, ten or fifteen days
at that rate.

Governor tiken called our attention to a case in his
district where a member bank in the State of iaine desired
to discount for a few days only but did not have suffi-
clent paper that would mature within that length of time
to get that accommocation. They had to go to a member
bank in Beston. The necessity for metting conditions
of banks that haven't paper that matures in the pecriod of
the lower rate are quite pressing.

Governor Seay: Governor Strong, you omitted to
mention the rebate feature.

The Chairman: Yes, The paper vhich vas supplied

mizht be discounted uncer a contract by which it would be

rebated for the unexpired time, the contract te be made

in advance, of course-—--

Mr. Miller: (Interposing) That is a phase of the
matter that had net been considered by the Board. I de
not think it suggested itself to anyone.

The Chairman: «e macde a very radical suggestion that

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




ps://fraser.stlouisfed.org

63
it might be dealt with by making mamber banks leans upon
collateral or eligible paper.

Dr. Millepr: This is possibly a step in that direc-
tion. It is a very .oed supgestion :nd, you cay, that
action was taken this morning.

The Chairman: Yes.

Dr. Miller: Have you fixed any time vhen it
is to go into effect?

The Chairman: The procedure we have taken simply
consists of a recomrendation, by resolutien, t0 the Eoardi
First, that these special rates be authorized and second,
in orier that they might be of use to the member banks,
that they discount on that basis and that a recbate for the
unex.ired time be permitted. Frankly I think the con-
census of opinion at this meeting 1s that ugany banks would
find difficulty in availing of that rate unless they were
permitted to rebate for the unexpired time the note had
to run beyond the period of short discount say of seven

or ten days.

Tr, Miller: There is not very much said in this

memorandum regarcing trade acceptances, but one or two

of the banks have corresponded with the Board about that.

It has not been scted upon by the Board but simply infor-
mally consicdered from time to time, The theory ve have
with respect to that is that we must foster the rowth of
paper Of thes kind that is in centreversy in the Act, ss
the proper kind of paper ellgible for a reserve Lank. We

have not it in adequate volume at the prescnt time so we
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must adjust the opcration of these banks to the situation
that exists and in the meantime see what we can do to
foster the growth of another system, naturalizing, perhaps,
tmam forms of paper in the banking practice of this country
that are for the moment unusual, and to do this, pecrhaps,
by making some concessions in rates that will make it

worth the while of the member banks and borrowers to make
the ad justment in their prnctices, end to cdo that always
with the view of getting the kind of paper that is, as near
as things can humanly be, liquid paper, which coes not de=-
pend on anything aside from the actual transactioen that the
paper is bottomed on.

If the Board takes action of that kind, as 4 think it
will do sooner or later, we do not want to do anything that
will, so to speak, traverse that action, we do not want
to work toward the treatment of commercial paper as col-
lateral ===

Mr. Seay: (Interposing) Our resolutien did not
contemplate that. It was the out-«and~out discount of paper
running, say, thirty, sixty or ninety days, with a rebate
agreement we make rebates now, frequently to member
banke, when tneir customers retire paper, due to the sale
of a commodity.

Dr. Miller: I believe almost all ef us have done

that, but it does not occur with great frequency.

The Chairman: It would te a matter of serious incon-
venience to some of the member banks not to be able to re~

bate some special note where a customer of a member bank
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had a special arrangement to take it up. In New York we
have always rebated at one per cent belew the discount
rate so that it was not an entire loss to us,

Governor Fancher: This situation has developed:
A good many of our smaller member banks take all their
notes with interest—-- a six months note with six per cent
interest=~-~ and it is the custom &n the bank, if the party
disposes of any particular commodity, for him to come in
at the end of two or three or four months, pay his note
and pay the interest up to that time, If we discounted
the paper and a particular transactien of that sort came
up they would feel that it was a loss to them, They only
pay the discount ior the time the note has been in our
files and up to the time the customer takes it up.

Governor Seay: It is the general practice in all
the Washington banks to take paper with interest. They
have a great many very large notes and thet has been the
general practice.

Dr. Miller: What is the practice in your bank, Mr.
Lowry?

Bovernor Lowry: Most of the banks in the District
take notes with interest. Interest follows the note,

payable at maturity. We have rediscounted something over

1,000 notes. I think we have been called upon to rebate

less than half a dozen, Such calls were in cases where,
as Governor Fancher explained, the customer paid the note
and the bank released the obligation upon payment of inter-

est up to the payment of the note. Then our custom was
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t0 rebate the unearned discount at the rate for the peried
yet to run. If the note was taken up 28 days before its
maturity we rebated interest at the thirty day rate.

Governor Seay: For the full tiwme?

Governor Lowry: <+or the time yet remaining.

The Chairman: Do you filgure a new principal? Is
there a note drawn *ith principal and interest, and do you
discount the new principal?

Governor Lovry: Yes sir.

The Chairman: That is the custom in New York,

Governor Lowry: #e discount the sum that the bor-
rower will have to pay at maturity.

Dr. Miller: Mr. Lowry, 1 have just recently received
a letter f'rom California, %hat cde you do in case of the
payment on account Eg the berrower to a member bank whose
note you have discounted.

Governor Lowry: I think ve only had one case of that

kind arise, snd we credited the amount of principal

paid; endorsed the payment on the note and left the ad-

/
Justment of interest until maturity, anticipating thaﬁ there

might be further payment. “e did not attempt to fe~

adjust the amount of discount until the note expireé.
Dre. Miller: So that in that casgogouldgive éractic—
ally the same facility as given by any bank? 5
Mr. Lowry: Yes sir. /{
Dr. Miller: One of the other questions/fhat vwe wish

to ask you to cdiscuss, or rather that we wishftb call to

your attention, is the matter of the expenseg qr expenditures

!

[
i
t
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of federal reserve banks in the development of some Stand-

ard Ly which you could compare the efficiency and economy
of operation of the different banks ; something looking
toward the establishment of a unit cost. We would like
to receive your suggestions on that, and + would 1like te
say Just & word--- not more than two or three WOords «-- on
that subject.

On the first of July the board, according to ite
pPrevious ennouncement, is going to publish the expenses
of the twlve banks, distinguishing of course between the
organlzation expense and the operating expenses. Until
we had announced our policy on that subject there were
constant applications coming to the Board for information
regarding the expenses of the banks in general ‘or regarding
particul ar banks. Some of these requests came we think
from people who were curious to know and w0 wanted to
know whether or not the system, from that point of view,
would stand a reasonable tecst. Their criticisms were
plainly inspired by the desire to find fault with the
banks. “ome of them were clearly malicious and were in-
tenced for use as amnunition in attacks upon the reserve
banks, Latterly there has been nothing, but I am sure
there are a great sany people that are lying in wait
and wWhe are curious to see what is going to develop when
this first statement is published, ©0 this has been
a thing that the Board has had constantly in mind,. We
have had it in mind sometimes to a very unpleasant degree

a8 regards our own operations. The last committee upen
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which I sat was the purchasing committee which was making
estimates of expenditures for the next half ycar, We ex-
pected to let you off with an assessment of probably not
mote then one tenth of one per cent. You see, we are
getting down pretty close to the bone, with the object of
economy in every conceivable direction,

We are operating the gold settlement fund, and expect
to be opecrating it for seme time, without as much as a
single dollar of additienal expense. we found public
men, without cost, that are able to do it and willing to
de it, so we simply set them te work on it until the thing
grows and reaches a magnitude that will justify or neces-
sltate the appeintment of special men te handle it. Wie
have felt that that ought te be brought te your attentien.

The Chairman: We have 1t under four heads on our
program,

Dr. Miller: 1 presume you have all been thinking
about it and worrying about it. e want some suggestions
so that when the inquiries are addressed te us ve can dis-
pose of them in the most satisfsctory way.

The Chairman: A good many of the subjects contained

in the program, which have been placed there at the sug-

gestion of different officers of the banks, have to do
with the detail management of the banks; that is to say,
matters of accounting, expense, audit and so on, which
really cannet be satisfactorily dealt with at a meeting
such as this, where we really are discussing a pelicy in

-

regard to that matter rather than the details of it.
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At the meeting this morning it was decided to convert
the committee,which hed formerly dealt with the colleuvtien
matter, into a permanent executive committee, That cem-~
mittee was instructed to arrange, at an early date, for a
meeting of accountants, auditors or experts from certain
of the banks, to take up this question of detall. That is

one of the subjects that I had in mind, vhen we come to it

on the pregram, to suggest turning over for detail treat-

ment in that way, and discusse the principles upon which it
should be handled at this meeting. Probably a good deal
of our work will be done by that method as we go aleng, be-
cause our pregram is very extensive.

Dr. Miller: That 1is undeubtedly true.

The Chairman: I think we would all like something
in the way of an exprecssion frem you in regard to the mat-
ter of rebate. But in one phasge of the matter there are
a great many little details arising in the rc¢lation between
the reserve banks and the member banks where some technical
difficulty will arise affecting the ability of the reserve
bank to do for its mewber banks what they have been 1in
the habit of having done for them by their correspondents.
But we can do away with a 1ot of those things by telling
the member banks that they are going to be properly accommo-
dated without regard to too much red tape or too many
technicalities, If we do that I think ve are going te
make friends very much faster. This matter of rebate
is just one of the little things that will act as a pin

prick to discourage them in taking their business t6 the
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recerve banks,

Dre« Miller: I think this is one of the matters that
has got te be handled, to use our President's phrase,"en
the lines of accommedatien;" it is a matter in which we
must go just as far as we safely can in adapting the epera-~
tlons of these banks to the actual necessities of the exist-
ing s tuation, but not to a peint where yeu tend to include
elements in the existing banking practice that are out of
gear, so to speak, with the underlying theory and purpose
of the Federal Reserve System.

Thisis the first time this matter has ever been brought
to my attention or that 1 have ever thought of it, My
own attitude tovard it would be determined, ! think, by my
guess as 10 whether or net that kind of accommodation was
virtually a lean te a member bank instead of a discount of
paper; and secondly, the effect that it might have in
diminishing the hadbit of preducing, providing or having a
supply of paper of a kind that 18, properly as well as
tebhnically speaking, eligible for disceunt under the
Federal Reserve System,

I have a letter here, Wr. Lowry, frem Mr. John Perrin,
of your district, which contains a pretty sage observa-
tion with respect to this: The letter is very brief and
1 think & will read it.

"I am not prepared to say that I advocate immediate
action, but I would like to bring before the Federal Reserve
Board, for its consideration, the desirability of author-

izing special rates to induce the creation of acceptances
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covering ordinary settlements between customers of banks

in the purchase and sale of goods. The differentiation

between ordinary advances by banks, often capital advances,

and those extensions of credit invelving goods whose dis-

position would provide the means of payment, seems 10 me

entirely possible to bring about in increasing measure if

the selfish interest of profit seeking can be made to exert
potent

its influence If regulations can be formulated which will

satisfactorily define eligibility of paper subject te the

special rates, it appears to me that rates one per cent less

than the current rates for other eligible paper might

wisely be established.

"I assume thet in other Federal Reserve Banks the
customers' paper accepted for rediscount to a consicerable
extent must resemble that which we are accepting, We must
not blind outselves to the fact that much of it is not of
a class which will certainly convert itself into money at

maturity if there were any credit strain, just as a member

bank's loans to its customers will not yield it much money

under the pressure of a cricis, for instance, as in 1907,
So, while it is unquestionably wise to begin our rediscoeunt
operations by sccepting the best paper that our member banks
not have, nevertheless it sppears te me desirable that

more influence should be applied than is now being exerted
t® improve the character of the paper. Of course influence
ef this kind will be more readily exerted when credit
conditions become less easy, but the matter seems to be one

well worth considering now.
(signed) JOHN PERRIN, F. R. A."
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- I think that is a wise peint of view and #ne that we
must. not lose sight of
}My first reactison on this matter as to handling paper
of 1§ng maturity, on the basis ef seven, ten or fifteen
day é&vances, would be that it might perhaps tend to post~
pone }he development of paper ef the kind that will ulti-
mate#y be the paper ve want for ciscount at Federal Reserve
banké .
The Chairman: How are we to evercome the difficulty
of £ha trade disceunt? That is almest insuperable
now. I mean the difference in rate of interest would be
slight compared to the difference in intcrest as between a
merchant and his customer on a trade disceunt for a like
peried eof time.  The rate ts-these people is two per cent
far sixty days and ome per cent for thirty days. That is

12 per cent per annum, and unless yeu can change the basic’

trade ‘system and ‘meke all transdctiens cash'or en acceptance,

1t is geing te be ‘almost impossible to intreduce that
class ef paper except as te thése custoemers whe are the -
pnorest custemers, whe always take the time and never avail
themselves of the trade discount, We have discussed
that matter with & csncern in New Yérk whe teld Mr. Jay
that they had zo,éoo*customers'ontheir books, ' They

said that in goingﬁcver their books it was quite clear that
the only ones whe would avail themselves éf any such arrange-
ment were the e whe weré hablitually straining their

credft ﬁd.the 1imit in making'deferréd Payments fcr gdods;'
THey cited as an {llustratien e large class of custemers

o+
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whose accounts were really consignment accounts and who
took advantage of every technical defect, shortage or dif-
ference in the quality of the goods, time of delivery, or
other conditions that might arise i€ they were not able to
turn them over,

Dr. Miller: I suppose that is true at the present
time. Paper of that kind is usually weak papcr. I suppose
the question 18 whether it is desirable to try to establish

. borrowers,
two-name paper, not for the largest o as they
would not resort to it, but at any rate for a considecrable
class of the smaller borrowers who are by no means weak,
and to de that by giving them someinducement in the matter
of rates.

You must not lose o ght of the fact that sooner or
later the pressure is going to be very streng upon the
reserve board to formulate regulations under which Federal
Reserve Banks will have to go into the open market, under
the privisions of Section 14, and buy paper, A great
many sugh suggestions and some cemands have been made .

When I was in San Francisce I was interested and sur-
prised to hear one of the largest bankers there say he
belleved that the Federal Reserve Banks never woild become
really serious factors in the money market of that disirict
until they did it. I was very much surprised to hear

that from, I think, Mr. Lowwy, your largest banker, Mr.

Anderson. He said that these banks never would amount

to anything until they do that. It 1s not qulte clear

to any of us how we can do that safely. I am interested
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in seeing if we cannot devise a methed by which we can
begin to operate under Section 13 of the law, putting that
date off to as distant a point as possible.

The trade acceptance that I have in mind, or the
Board has in mind--- although we have never dealt with 1t
formally or rather extensively--- 1is an acceptance that
would be eligible for discount under Section 13, giving
those who are intercsted in getting larger facilities at
the Federal Reserve banks an avenue of approach through
their member banks.

The Chairman: Would you deal with them as bills of
exchange?

Dr. Miller: Yes; as bills of exchange.,

The Chairman: Or would you deal with them as notes
of hand?

Dr. Miller: As bllls of exchange.

The Chairman: That would involve at the same time,
would it not, the whole subject of domestic adceptances
and how they may be distinguished from purely finance
acceptances?

Dr. Miller: We have 1n mind, of course, bLankers'

acceptances; just straight acceptances,

The Chairman: Of course a great many of the large
commiseion merchants in New York are now longer commission
merchants but bankers who are leaning money in one form
or another, They would look for domestic acceptances
to give a better rate and convert all their loans into

that form of paper.
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Dr. Miller: I do not know how much you men in the
New York banks heer of these matters, but a great many
people never heard of an acceptance until the Federal Re-
serve Banks began to operate. They were very much im-
pressed with the fact that the acceptances took a low
rate and wondcred why, if the acceptance was entitled to
better credit, we did not advise the same form of accept-
ance for domestic use.

I feel reasonably sure wewill have great difficulty

In goling shead and authorizing bankers' acceptences origin-

ating in trade between two foreign countries until we have
done something to remove the disparity in rates between
acceptances and domestic rates. And 1if we can bridge
that cashm safely and properly, by establishing a rate for
has all the

e certain type of domestic paper that - quality of
good paper even though it is without the very best endorse-
ment, I think we have protected ou. selves.

Governor Seay: Trade acceptances Wwere common in
a smll way fiftcen or twenty years ago.,

Dr« Miller: It scems to be a usual ferm of paper
in the south.

The (hairman: Thirty or forty years ago it was a

universal form ef paper,
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Governor Lowry: Suppose such a draft were offered
with

2

to us the endorsement of a member bank, could we buy it
in the open market?

Br, Miller: I think the intenticn of the Board is
to limit that paper to paper that comes with the endorsement
of a member bank.

Governor Wold: I have a tentative regulation here
along those lines, dealing with contemplated open market
operations with that class of paper. Governor Delane
sent me this last week.

Mr. Miller: There are three tentative drafts. 1
do not know what the Beard will do, but my best guess is
that it will begin conservatively, when it deals with the
subject, and limit 1t to operations under section 13,

We have safe-guards there. we have the member banks
interested in protecting us on this kind of paper, and

of course the reserve bank is protected with the endorse-
ment of the member bank. After we watch operations under
that we can best determine how far 1t is advisable to go

in authorizing banks to go ahead and purchase this paper
on their own initiative.

The Chairman: This situation poseibly applies more
to New York shan any other section of the country. But
looking at this from the standpoint of earnings of our banks,
if we are to rely for earnings upon the creation of trade
acceptances, and our ability to get them from the member

banks with their endorsement, the situation will be a 1lit-

tle different from what now exists, so far as our earnings
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are concerned. Even with a more favorable rate for that
class of paper than for the present note of hand, which is
considered eligible, with (200,000,000 surplus reserve
held by the clearing house, there is almost ne chance for
us to do any business with the member banks at all.

I notice by the last report of the Comptroller, or

an analysis of his report, that of the §734,000,000 of sur-

plus reserves shown in his report of March 4, more than
one~half or just about one half ef all of that surplus is
held by country banks and not by banks in the reserve or
central reserve cities, which weuld indicate that it would
not be available to one using the faclilities of reserve
banks 1f lower rates were established than are in existence
now.,

Mr., Miller: Ne one has in mind the development of
this kind of paper now with a view of forcing its use,
The present sttuation, of course, is a transitory one.
Funds will not always be as easy. It 1s rather a ques=~
tion of principle. I think sooner oOr later we have got
to face the question of principle.

That question was dlscussed more or less at the
meeting of the last advisory council, I remember
that Mr. Forgan recited his experience,

The Chairman: He 1s"dead agin"it.

Mr. Miller: Yes. There are one or two members
of the council that had an open mind on the subject at any
rate. At least one or wo seemed to think that it would

be well worth while to initiate the experiment.




The Chairman: Would it be of value to have this
meeting pass a resolution, which I think would be unani -
mous as moest of our resalutions are ,e=-

Governor Sawyer: (Interposing) Mr. Chairman, we
are confronted at Kansas City with the question of grain.
The grain r draft is paid on arrival of grain, bill of
lading attached. They are drawn to be paid on the arri-
val of the grain, bill ef lading attached. We have been
trying to devise some plen, within the law, whereby we
could handle this in some way. It would be of great
assistance to the member banks; but we have not been
able to think of any way of doing it. There is practieally
no definite time of discount,

Governor Seay: Could you not do that by making a
certain specified time, ample to cover it, with a rebate?

Governor Sawyer: ie could do it by rebate.

Governor VWeold: Governor Werburg discussed that

subject with me. When conditions are normal we might

secure a great many arrival flour drafts; that is, ship~

ments covering the sale of flour east sometimes take
thirty doys, sometimes two weeks, sometimes three weeks
and are sometimes indefinite, the customer to pay the
draft on arrival. It was suggested that the draft be
made for ten days; we ceuld discount it fer ten days
on arrival and make an agreement with the bank that 1f it
was outstanding at the end of thirty daye it would be
censidered due and would be charged to their account,
That would net be practical with a grain draft. Three
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or four days would corer that.

Governor Sawyer: Hardly that. Sometimes tlere
is congestion on the railroads and it takes three or
four weeks for them te get through. “hen the war broke
out the grain did not arrive for ten days or sometimes two
or three weeks, Often, with a heavy crop, a congested
condition arises and the grain is delayed, There is no
definite time. They cannot figure out in advance how
leng it will take that grain to arrive at destination.

Governor MecCord In the Sixth District we have
another condition, and that conditien relates to cotton.
The cotton reaches oup perts and the buyer of the cotten
makes a demand note with the member banks. They never
know when that cotton can be shipped; they do not knew
when they can get shipping room. Te make that time
paper would absolutely preclude us frem getting the paper.
They would say "We may get shipping roem in six days, or
it may be fifteen days,"

the
I commnicated with Board on the subject of naval

stores, and they gave me the privilege of making a special

contract with a member bank to take a demand naval stores
bill under a thirty day contract with s member bank, with
the right to rebate interest. e are thereby enabled te
meet a situation that we could not meet otherwise, be-
cause we could not hepe teo get that business. We ceuld
not get it unless we handled it the way we have been hand-
ling it.

Governor Wold: With a discownt of abeut 30 days?




Governor McCord: Yes.

The Chairman: And a rebate after the bills are re-
leased through shipment of the stuff?

Governor MeCord: Yes . That was a commodity loan,
and the board gave me the right to make the commodity
lean, and it proved to be very satisfactory and advantage-~
ous.

Mr. Miller: Yes; I remember that instance.

1 suggest that you get the subject under discussion
at this conference, and that you appoint a continuing com-
mittee, representing some of the districtes that would be
most interested in the development of paper of this kind,
to see what can be done to get it started, under restrice
tione that will protect it against abuse and will yet
moke it possible to operate it,

Governor McDougal: May I ask you this question:v
Whether you or the board believe that the paper we are
now permitted to re-discount is technically not eligible
under the Act?

Mr, Miller: Well, the Act is very widely drawn;
it is drawn in extremely liberal terms and the regule-

tiens of the Board are drawn in pretty liberal terms.

Bolled down to this point it practically says that if the

member bank and the Federal Reserve Bank are satisfied,
with such evidence as it chooses to exact, of the eligibil~
ity of the paper, thot it is eligible paper, fie did that
because we realized that if these banks were to be banks
they would have to adapt themselves to commercial practices
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as they were,

I think certainly a majority of the Board would
feel that there is a good deal of paper that is coming
into the banks that is technically eligible but is not
actually of the best type. It is conceivable that if we
had say more than half of the available resources of the

W"*\»“_Mv e -
banks invested in

-

f this type, and there came a

paper o
real stress or strain, the Federal Reserve Banks might be
in a very bad plight in trying to realize on this paper
as it matured; but under those circumstances the fact
would be demonstrated that the paper did not really have
the essentials of liquid paper.

governor Seay: I can very frankly say that a great
deal that we take, although using the very best care and
Judgment, falls short of my own dcfinition of eligible
paper under the Federal Reserve Act. I am just as con-
scious of that as anybody can be; and at the same time
paper that comes to us is a very much better class of
paper, 1 think, than goes to New York, or to any other
bank, attached as collateral. It i1s the best class of
paper that we have get, yet tested by the real definition
of eligible paper, which I believe 15 made with the pur-
pose and intention of being paid at maturity, it falls
shert.

The Chairman: The real paper that is always paid
Et maturity, is commercial paper that is sold through
brokers. That is the ¢4a8€ where the maker of the paper

does not know where it is going to turn up when it matures.
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”bovernor Wold: Is that always paig? Is not that
paid by selling somebody else the note?

The Chaoirman: It frequently is,. But so far as
actual payment 1is concerned, it is paper where the maker
keeps his account with the bank and comes in and says that
the bank will have to renew thas or he will take his ac-
count away. But that paper is paid. Las® fall we made
inquiry in New York, I think it was about the lst of
September, as te how much paper was maturing before the
first of January that had been seid by the note brokers
in New York City alone, and it exceeded #500,000,000; and
it was all paid, toe,

Governor Wold: And these conditions arese at a
very opportund time, the liquidating period ef the year,

A lot of commercial paper is made during the spring and
summer and is resold befere the liquidating peried of that
particular business cemes areund., If it happened that
those conditions arese at a peried of the year when it was
easy for our people to liquidate, with the hervesting of
thelr crops dispesed of , 1t would be all right---

The Chairman: (Interposing) Well, things moved
pretty slowly last fall for some time, until after these
banks opened. You will remember the fact that there

was over $500,000,000 of paper sold by brokers im New York

alone, or sold throughout the country te the 1little country

banks, and that is a pretty goed demonstration that that

f_g;ﬁﬁﬂgg 48 based upon sQund business principles,

Governor Ceay: The ideal paper, as I take it, is
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that which 1s paid at the consummation of the transaction
upon which it was based. Forelgn acceptances were held
up last year by prevention of consummation of the transac-~
tions on which they were based.

Mr, Miller: Yes. It 1s impersonal paper. You
do not look te the creator of the notej you look to
the transaction. The name is important, but it is of
secondary importance. The transaction takes care of the
paper.

Governor Seay: Is it contemplated that the paper
you have under comsideration now shall carry documents?
If 1t does not, how are you going to get away from the
name. That is the only thing you have to go on.

Mr. Miller: You cannot get away from the name of
the company, and that is the reason it is suggested, at
the beginning, that this paper come to the Federal Reserve
Bank with the endorsement of the member bank. You have
got to rely more or less upon the knowledge that the mem-
ber bank has of the paper of different concerns, and the
Judgment of the member bank. At any rate if the member

bank has got to make good the reserve bank can protect it-

self by simply pointing te the regulations. Thé expec-

tation should be that that paper is geing to be pald at
maturity, and that there is no questien about it.

Governor Weld: I am a firm believer in the kind of
paper--- if we can get it back t9 that--- the old fashioned
kind in vogue twenty five years ago, where reputable,

respansible dealers gave their obligations in settlement
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of the b11ll and did that as amatter of course, They
did that nine times out of ten in settlement of a past due
bill, a bill past maturity, on which they wanted further
time.

The Chairman:

Is not a very large amount of that actually created
in order that the seller of the goods may finance his own
customers and carry them sixty or ninety days?

Governor Wold: Accommoda tion?

The Chairman: Yes.

Governor Wold: We have some of that.

The Chairman: I think the great volume of paper
dealt in is of that charactep—-- capital for the merchant
to use in carrying his customers.

Governor Fancher: There are a great many lines of
industry where the partlcular transaction does not culmin-
ate in niﬁety days from the time it is begun. Sometimes
a product is not paid.for before eight or nine months have
passed,

Mr, Miller: When 1t comes into the bank let 1t
come within the ninety day limit.

Governor Seay: I was talking to the president of
one of the large Pittsburgh banks the othep day on the
train. He said that one of his customers came to him and
wanted to borrow fifty or sixty thousand dollars and he

could only do 1t on his credit. In discussing the mat-

ter the President found that hé had made a sale of just

about that amount which involved some coal shipments. He .

asked him if he could not draw a draft on the consignee
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and he replhed that it was not the practice, He then
asked him if he could not do it. The customer replied,
"I d¢ not think I can do it. I should not like to ask
that because it would injure my credit if I did. But he
happened to know the consignee and he asked the consignee
if he would not be willing te accept his draft, ard the con-
slgnee said that he certainly would be, That is a case
where the man who seld the goods was unwilling to ask for
an acceptance because he thought it would injure his credit,

In another case a corporation had te provide fop the
payment of interest on its bonds. It had a transaction
of that kind too. It had a book credit but it abso lutely
refused to ask for acceptances. The other party in
the case was seen and he said also that he wvauld be per-
fectly willing to accept. Yet the first man whould not
ask it and actually sold treasury bonds at a low price be-
cause it had not been the custom te ask for acceptances,

I believe if the Reserve Banks should take it up with
the clearing house member banks in the larger cities and
get the clearing house members to put the stamp of their
ap@ oval upon the acceptance busliness, we could get it into
practice quieker in that fashion than we could in any other
way.

Mr. Millep: It will invelve cducation and probably

take time. It will grow slewly, but if you can set the

»stamp of approval upen it and show that it is nct only ad~

missible paper, but it is better paper, if it is genuine

within the scope of that definitien, I believe you will find
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a number of member bank customers that would avail them-
selves of 1t,

I do not expect that single name paper will evepr dis-
appear. It seems to me that it is the class of borrowers
midway between the very blggest and best and the weakest
and poortest that might be induced to borrow in this form
through the member banks, operating under the influence of
the reserve banks, and feed into the reserve banks a very
considerable volume of paper that in a time of stress
might be amongst the very best paper they would have.

The Chairman: The influence of the Reserve banks
has already been felt in two directions thai impressed me
a8 being hopeful.

I firmly believe that the regulation which takes effect
July 15, with regard to the requirement about Statements,
is going to have a very wholesome effect after a while by
giving the member banks the excuse for asking their custom-
er for a statement, whereas heretofore they have hesitated
because the customer would leave the bank, Now they have

the means of approaching the subject.

We, in New York, have certainly seen the influence

in some ways of the regulation about municipal borrowings.
Most of the banks in the Easte-- and I know Governor Kains'
bank in the west, and otherg~-- have gotten up a little
standard form for use. e get inquiries from the
brokers in advance now about the requirements of the
feceral reserve banks in the borrowing of money in order

that the borrowers may conform to the requirements. That
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subtle influence on the borrower of having his borrowings
come out of the largest possible pocket is geing to reach intoc
the question of settlements and may be made to work with

trade acceptances. I hope 1t will. If we can stimulate

it by a preferentisl rate that is certainly going to help.

Mr. Miller: That is one of the questions that we
shall have to take up in the autumn, and if your ideas can
crystalize in that time so that we can have the benefit of
your Jjudgment, it would simplify our task a great deal,
of course.

Enother quustion 18 the examination of state banks
that want te come in. In our circular regulations we
promise them a certain degree of immunity aond tell them
that the examinations will be, as far as possible, in co -
operation with the state bank examinations ang by examiners
of the beard or of the several Federal Reserve Banke. I
Buppose all of these banks have on the personnel of their
staffs men who are competent to conduct these examinations,
and, for the time being, at any rate, have the time to
do it; but ene or two experiences we have had indicate
the desirability of canvassing the matter in advance and
coming to some sort of an understanding as to just what
the scope of these examinations should be, how far they
should go inte certain classes of detail and how far they
should avoid that; that 1s, safely aveid going into a
mass of detall that might perhapscause iritation on the part
of the banks that are examined.

To assist in that phase of the distussion we have had
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Mr, Broderick come here at this time and hold himself in
readiness to take part in the discussion of this matter at
any time you care to call him, I have not anything very
definite in mind, nor has the Board anything very defin-
ite to suggeét, except that this matter ought to be given
attention before the actaal work of examining the banks

does not
18 undertaken. Itglook as though we wepre g0oing to have
a8 stampede of state banks, and yet inquiries are coming in,

I noticed, Governor Alken, that the 014 Colony Trust
Company is ready to come in.

Governor Alken: Yes, I have been in almest daily
conference with them,

Mr. Miller: They wanted to know what they should deo
and how soen they could get in.

We 2all know in a general vway that the state bank examin-
ation in Massachusetts is very thorough, However, we can-~
not simply let the matter 80 on general repute, and 59 the
Board has got to devise Some sort ef procedure for determin—
ing the character of state bank examinations.

The Chairman: I was going to ask yeu if i1t would be
of value to do as we have done in some cases, that is,
8¢t an expression of views frem each of the Governors of
the banks at this meeting as to the character of efamrnations
conducted in their sections.

"IX‘. Millel". i think : & Wmld be of value.

e C
w?s éxa s, 1 t,hink, would be able to answer t,hat.

without very much examination. As to the character of

the examinations with our districts we might have some that
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would pass an absolute unqualified recommendation, and others
that would be doubtful and others that would be condemned .
A discussion of that might assist the Board in determining
to what extent it should g0, in the outset, in accepting
examinations wt thout further inquiry.

I am sure Governor aiken would say that in Massa-
chusetts the examination is of & character that would al-

most allow acceptance without question. I would certainly

say that with respect to both New York and New Jersey,

where the examinatien has been developed to a very high
standard in recent years.

Mr. Miller: And I suppese it is in the State of
California,

Governor Lowry: In California the eXamination is
very thorough, but I cannot s eak for other states in the
district,

Governor Van Zandy: It is very thorough in Texas.
There are four examinations a year and they are very
thorough.,

The Chairman: There are two in New York.

Governnr iiold: In Minnesota we have very goed exam-
inations, North Dakota has a good one and wisconsin also.
I would not be able to recemmend South Dakota. I am net
in a position te State just what the cenditions are in
Mont zna. I expect to be out there Ssometime in September,
and will be able to speak more definitely after that time.

The Chairman: Mr. Miller, would you care to have us
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take up in detail a discussion of the subject of state
bank examinutiens to see to what extent it may be neces-
8ary to have those examinations conducted by arrangement
with the state authorities?

Mr. Miller: Yes., I am not prepared to do that my -

self, but I think it would be well, perhaps, for a commit-

tee of Governors to hondle that matter, anéd to have Mr,
Broderick ealled in when you are ready to take 1t up.

The Chairman: Yes. He knows our district in New
York very well.

Mr. Miller: He has been getting an impression of
the situation. He has been going through the country.

in Dallas
He has just been in San Francisco. His examinationyis
g0ing on now, He has come up here for a day or two and
will go baek to Dallas.

It occurred to me that Perhaps this might be wise;
for each one of the banks--- but not necessarily now--
to sooner or later“designate the mon that it is going to
use in making these examinations. It would perhaps then
be well to have these men meet 2t some convenient time and
pPlace in conference with Mr., Broderick and to have a dis-
cussion of the general plan and method of the examination
80. far as that could be done. Of course 21l sorts of ad-
Justments weuld have to be made to fit conditions in par-
ticular states, but at any rate they should arrange to
have the examination, wmhether condueted by one bank or by

another bank, with a certain degree eof uniformity, so that

the examiners,when they come to make a definite recommenda-
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tion to the Board, would have a knowledge of who were mak-
ing the examinations and a knowledge of the general basis
upon which they were being made, This should be dene
in order that the sdmission of a state bank to any Federal
Reserve Bank, vhere permission hes got to be obtained
from the board, would be made substantially upon the same
basis; not on one basis in one district snd on another
bagis in another district, but a certain degree of unifor-
mity should be observed, and that I suppose could be very
easlly worked out.

The Chairman: With the larger cempanies, like the
large trust companies in New York, in order to6 remove the
obstacles in the way of their admissien to membership, it
1s going to be necessary to minimize the sctual expense and
labor involved in making the examinations.

Mr. Miller: That is true.

The Chairman: In New York State a trust cempany is
required to be examined by 2 committee of its directors
twice a year. It is examined twice by the banking de-

partment. In the past it has been examined twice, al-

though that is not obligatory, by the Clearing House A8~

sociatlon. If the Federal Reserve System imposes in ad-
dition another examinatien upon those trust companies, we
have estimated at the Bankers' Trust Company that there
would practically be no time throughout the year when they
would not have examiners in the bank,

Mr. Miller:

Of course that is exactly what we want te avoid.

The Chairman: That ought to be svoided of course,
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I am very hopeful, when the facts are gone into with refer-
ence to New York Lity-~- and Mr. Broderick will be of
great service there--~ that that situation can be changed
80 that when the question of admission of institutions of
undoubted standing comes up we can take the report of the
last examination made by the State Bank Department by agree-
ment with that department, or the cxamination made by the
Clearing House Examiners by agrecment with that inspitu—
tion. Those cxaminations are filed in the institutions
themselves and can be ghecked up and looked over and 1if
necessary those matters that requirec it can receive special
study. We could then use those examinations as a basis
for admission. If we do that we are going to overcome a
great many of the ebjections,

Mr. Miller: VWe will ge just as far as we possd bly
can in making it easy for banks in that condition to come
in.

Governor Wold: I notice in your regulations you
refer to paragraph 2, article 5: "shall invest only in
loans on real estate or mortgages of a character and to an
extent which, considering the nature of its liabilities,
would not impair its liquid condition." You do not men-
tion the form of mortgages. Do you refer to real estate
mortgages? Does that imply that a bank may hold a mert-

goge security upon city property?

Mr. Miller: Oh, yes. The proposition is put pesi-

tively. We tried to phrase it negatively. We do not




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

93
take cognizance of real estate leans as such. whet we
take cognizance of is the condition of the bank. it the
bank's condition is safely liquid, se that it is not going
to be embarrassed, tihat is, be an embarrassment to the
Federal Reserve Bank, and so that it can really avail
itself of the facilities of that bank, then we feel a real
estate loan is safe, But, a8 a matter of fact, as I say,
we do not take any reckoning of a real estate loan. What
we leok to is the liquid condition of the bank. We feel
that this 1s as liberally drawn as 1t could be. It might
give rise, of course, to a good deal of difficulty in pass -
ing upon the eligibility of an applying bank. One bank
might have 25 per cent of its leoans in real estate, and per-
haps not be in a liquid condition; another might perhaps
have fifty or sixty per cent of its loans in real estate,
er farm mortgage loans snd yet be in a very good conditien.

I think there are ingtances of that in Governor

Sawyer's district,---

Governor Sawyer: (Interposing) Yes; we handle farm
leans,

Mr. Miller: You have farm loans which, in a time
of stress might prove to be the very best resources of
any of the banks in your district.

Governor Sawyer: They have very few eof the same leass
in the bank over four months. They make new loansa.

Mr. Miller: SO that practically what “e say here
is that on matters of importance to the reserve bank the

bank i1s te use its banking judgment.
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Governor McCord: I want to ask a question. 14
nave difficulty with one of my saving banks and trust
companies in my city just before I left home , They had
just received the regulatiens and wanted to know if a mort-
gage on city property oen & safe valuation of say 50 per cent
was all right, and whcther they © uld join the Federal
Reserve 8ystem. He said that he understood the regulation
governed farm loans---

Mr. Miller: well, he is in error. I hope with
Governor McDougal's aid to persuade the best companies in
the city to come in and come in very promptly, and they
ef course have very large real estate loans.

Governor McDougal: I can go a little further and
say that one of our ecity banks, a very large one, is already
in under those veﬁy'circumstanCes. They have a large
amount of dity-IOans.;"They l9an on city property.

" Governor McCord: - I #ill state what statement was made
to me. - He said, "I have been carrying & subsidiary re-
sepve in standard stacks and bonds, but when the exchanges
close I de not‘have°any'sub51diary reserve." ' He said,

"I ean convert that into commercial paper and carry the

subsidiary reserve in them if ‘I am adnitted into the system

with ¢city mbrtgagés."

‘The Chairman: = Mr., Miller, there is snother phase of
this “‘same question of city banks taking membership, which
it seems to me will necessl tate a more er less formal
arrangement with the state authorities, and that is in the-

matter of reports.. Most of the states that have good
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banking departments require regular reports from the

state institutions and they have now an arrangement by
which the date of these reports is the same date on which
the Comptroller of the Currency makes a call. It would be
well if we could make an arrangement with the Federal Re-
serve Board, and at the same time with the state authori -
ties, for the applying member banks t® use that ldentical
form and not require a separate form or a separate analysis
of business, That would remove a serious bar te their
admission,

Mr. Miller: That is true.

The Chairman: In the large institutions it will take

every avallable minute of time, Ten days is allowed in

New York City to prepare the necessary information to get

up one of those reports, They are not the form required by
the Comptroller's Report, but they are very complete.

Mr. Miller: I suppose in some cases we could bring
Some pressure to bear upon the State Banking Department to
amend their form of report 1f it 1s really essential.

By the way, Mp. Broderick attended the Convention ef
the State Bank Superintendents in San Francisco last
month and he reported in general their feeling toward the
Federal Resepve System was one of sympathy and accord. He
did not think there was very much doubt, if any, but that
& very good working arrangement could be effected with
them.

Governor Aiken: I had quite a talk with Mr. Thorn-

dyke, the bank éxamlner for Massachusetts, the other day,
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and he told me he and his department would be very glad to
cooperate with us in any way.

Governor Fancher: I think that is the attitude in
Ohie. I think Mr. Hall, the superintendent the& e, will be
very glad to cooperate in the form of examination, or in
the matter of umiformity of statements. I think he is

very friendly towards us.

Mr. Miller: I thought, Governor Wold, when you spoke

a moment agd] that you were going to call my attention te
item 4 in article 5, as follows:

"Shall maintaein such improvements and changes in its
banking practice as may have been specifically required of
it by the Federal Reserve Board as a conditien of its ad~
mission, and shall not lower the standard of banking then
required of 1t;"

That, of course, glves any Federal Reserve Bank
very considerable discretionary latitude.

I think some of the Board, at the very last moment,
before the circular went to its final draft, began to fear
that we might get a good many state banks to apply for
membership that were not altogether desirable members, and

that under the terms of our circular they might say that

‘they had a right to come in, and even mandamus the Federal

Reserve Board if they refused te admit them. There
therefore might be some difficulty in exercising discreticn
against a bank where you could not actually set forth ac-~

ceptible and convincing reasons for refusing to admit them.
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My suggestion has been to put 1n the paragraph above
a phrase as follows. 1 de not know that it would be of
any value, but I would put it in: "If, in the judgment
of the Federal Reserve Board, an applying bank or trust
company « . « . conformsto all the requirements of
the Federal Reserve Act and these regulations and is other-
wige qualified for membership", and so forth.

I think possibly that might help in the case of a
bank that was disposed to resort to court proceedings in
order to determine its rights. At any rate it would per-
haps discourage them or be the means of putting it off.

There ig, of ceurse, the possibility that, in eur

solicitude to make the gateway inte the Federal Reserve

System easy to banks that we want to get in, we may have
opened the door so wide that we cannot block the door to
banks whose membership is not so desirable. I think
probably that can be handled, if not through resorting to
provisiens of the Act, at any rate by the repeal of some
of the provisions of the circular.

But the matter of some sort of joint procedure betwemn
our division of examinatien and that of the reserve banks,
and between both and the state bank authorities, we feel
is very important and ought to be developed just as quickly
as poesible, so that when state banks apply they may re-
ceilve a prompt answer.

The Chairman: Would it be satisfactery to the Board,
Mr. Miller, if we make a recommendation and convey back

to the Federal Reserve Banks the recommendation that they
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so0 organize treir offices that they will be in a position
to make these examinations with their own men, under a
superivicsion that will be arranged by the Board?

Mp. Miller: Yes, I think that would dispose of the
matter as a matter of record. Then they could designate
the men, indicate to the board who those men are, and our
examination division can get in touch with them,

The Chairman:i Fortunately we have some very excellent
men in our own bank for that purpose. One of them hap-
pens to be an old examiner for the State.

Mr. Miller: Mr. Broderick tells me that the banks
examined so far not only have expellent men, but men who
have had a great deal of experience in the matter of ex-
amination, so that in certain cases it will be very simple,
It will be simple here in Cpilcsgo, with Mr. McDougal's
experience, The same 1s true of St. Louis, because Mr,

French was an officer of the clearing house there. San

Francisco is likewise in the same position. Nevertheless,

there must be some uniform procedure worked out.
The Chairman: Would not the reserve board also
disposed at thls time to consider having the officers

the federal reserve banks open, in a preliminary way,

| discussion with the state authorities on this matter?

M. Miller: I sould not peak for the board on that
point. Of course it would be unefficial and informal.

The Chairman: Speaking always for our own district,
the examiner in New Jersey is an officer of Governor

Rhoades' bank and the superintendent in New York happeus
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to be a perscral friend of some of our officers, I am
very hopeful ibat ths Board in Wgshington will sct upon
some rs3crmmondations, whica I hope we will make to them,
that we caa establish a relatlionship with the city author-
ities right away that will ciear the deck for the best
possible procedure,

Mr. Milller: I would say in that case that perhaps you
had better advise the Board of what you are doing, or what
you have ia contemplation, so that if it 1s deemed advis-
able Mi'. Broderick can join in it and be definitely informed
of Jjust what takes place se that there would be no working
at crnse purposes or on defective information.

governor Wold: Let me lmake this inquiry. Ia it
corterplated, 1n a case where a state bank examination is
nct satisfactory, for the reserve bank to continue the
examinations periodically, or will they call on the National
bank examinerss

Mr. Miller: I do not think 1 quite understood that,
Governor,

Governor Wold: A state bank mekes application for
membeiship. We examine 1t and the examination is not satis-
factory; it is not the character of examination that we
would be willing to accept. 18 the Federal Reserve Bank
to thereafter make a periodical examination?

Mr. Millew: Certainiy you would have to do thnt.

Covernor Wald: That might involve keeping or aciz -

taining quite a departiment for that purposc.

Mr., Miller: It might if there is enough o thati.zx.nc.
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I do not know Jjust what would happen, but we should prob-
ably have te enlarge our examining force. But we will any-
way, in the near future, make two appointments just as soon
a8 we can get hold of the right sort of men, and thes e men
will assist in that way, even if they do not do all of it
or work at 1t all the time. It has even been suggested
that for a while, at any rate, the reserve banks might
accommodate one another, The Board will now and then want
to borrow an officer or examiner from one of the Federal
Reserve Banks so that it can be loaned te another one. In
time we can organize an adequate examining force, so that
all of this work can be conducted by seme sort of a central
organlzation.

Governor Fancher: If the examining department of
seme particular state was up to a high standard, is it con=-

teiplated that the examinations on the part of the state

departmentwiil be in conjunetion with the examination on the

part of the Federal Reserve Banke--

Mr. Miller: (Interposing) Yes. That is what we
had in mind. We want to cooperate with them at every
point, Ve want to make our examinations at the time
when they are making theirs and join with them hand in
hand.

Governor Sawyer: Is 1t contemplated that you will
accept

the examination made by the state examiners if you

are satisfied with the report of that examinaticm and are

furnished a copy Of 42
Mr. Miller: Yes: We suppose that is what it would

Ds://fraser.stlouisfed.org
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be in fact, but we would not ef course want to announce
that such was the case,. I do not suppose the Board or
any Federal Reserve Bank would have the right to take that
responsibility, but it could use its judgment, and doubtless
wherever there are good examinations, as long as they con=-
tinue good, accept them. A part of the Beard's work with
regard te its examination division would concern itself
with examining the examiner, so to speak; that is, keep
itself thoroughly informed on the quality of the examina-
tion rather than participate actively in the examination
itself.

The Chairman: We have thought it might be possible
say, at one of the two examinations each year, or pos-
sibly at both of the examinations in New York City, to have

the Board authorize the having of say one or two men to
Join with the state examiners and have the examination con-
ducted so that they would be on the spot and be able to
discuss matters with the examiners. There 18 a very great
advantage in having the original examination for entrance
coincident with the regular state examination, and it would
be well to have a representative of the Reserve Board or
the bank present at the time, Then it will not attract
attention, as will a special examination, and no embarrass-

ment will be likely to arise if the member is not admitted,

or the applicant is not admitted.

Governor Fancher: We had in mind that once a year,
at one of the examinatiens, to have some representative

of our bank in the member bank to take part in the examing-
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Mr. Miller: That would be it exactly.

Governor McCord: The state banks in our locality have
some apprehension as to that. They say that the state
eXaminer will want to show his ability and will be exacting,
and vice versa, and they weuld be between two fires.

Mr, Millep: I think I have taken up about all the
time of the Conference that I care to,

The Chairman: Perhaps we can get you to stay a while
while we go ahead with our program., We have a variety
of subjects to pick from here, If there are any in
which you are particularly interested we can turn the pro-
gram around,

The next matter that would come up in the regular
course of the program would be item D under item 4, which
is a technical matter: "Appointment of representative to
examine Federal Reserve notes sent to Washington for de-~
struction,"

This 1s a matter that we must dispose of at this meet -
ing. Under the terms of the National Bapk Act it 1is

necessary that every National Bank have & representative

present in Washington to witness ang certify to the destruce-

tion of national bank notes which are macerated,

Governor Alken has raised the question as to whether
the Federal Reserve Bank should not join im the appointment
of a similar represent-tive in Washington to witness of-
ficially the destruction of Federal Reserve notes whi ch

the Federal Reserve banks are of murse obligated te pay,

ps://fraser.stlouisfed.org



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

103

Governor Alken, will you explain that point?

Governor Aiken: That statement covers the whole
point, Mr. Chairman. It ocecurred to me that we might have
one representatlve whe ®uld do 2 variety of things; that
perhaps the auditor who represented us at the audit of the
gold fund account could do that too; that the various dutles
could be consolidated and covered by one person, That
person could act for all the banks,

The Chairmen: The two matters have to be dealt with
a little differently, The degtruction of notes is a mat-
ter of constant occurrcnce =t the Treasury Department,
whereas the audit of the gold fund, under the terms of
the regulation, would occur every three months and will be
conducted by some one gppointed by this meeting, I think
we should take advantage of this meeting to appoint a
representative of the banks to make the audit. We then
should have a regular representative in Washington to
witness the destruction of the notes,

Governor Van Zandt: Is that necessary? As I
understand 1t the reserve notes are obligations of the
United States Government direct. %hen they are redeemed
our redemption account is charged with them and when oup
redemption account is exhausted we get those notes bank,

The Chairman: You mean you get new notes to take

the place of those destroyed, .

Governor Van Zandt: Yes.
Governcr Wold: Are you referring to Federal Reserva

notes issued 9 It seems to me that'when %we have delive»ec
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the gold to the Federal Reserve Agent. our liability ceased
on those and we are under no obligation to witness their
destructionee--
Governor Seany: The law says they shall be paid
upon presentation to the bank, and as long as they are out
Wwe have the obligation to pay them, They have got to be

destroyed,

Mr. Miller: Of course yo get the receipt of the

Comptroller when they are returned,

The Chairman: In one aspect of the matter it is
superfluous work and in another aspect of the matter it is
an additional assurance to the bank that the of'fi ce that
is charged with the duty of destroying those noteg does
extinguish the note in such a fashion that it finally
extinguishes them as a liability against the bank,---

Governor Wold: (Interrupting) You have deposited
the money with the Government, and that ought to be good,

The Chairman: Are you not assuming that those notes
"111 come in for redemption as national bank not €s dov
Isn't it a fact that you will be redeeming them in your
own office and will have ean accumulstion of worn out notes
unfit for circulation?

Governor Wold: You can present them to the agent
and get gold for them.

(Further informal discussion followed.)

The Chairman: gevernor Ailken, what is your feeling

about this? You are responsible for the item.

Governor Ailken: I am disposed to feel that it would
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be desirable te have the notes checked in Washington,
just a8 they do with National bank notes.

Mr. Curtis: The only point I find om 1t is Section
16, to the effect that Federal Reserve notes unfit for
circuylation chall be returned by the Federal Reserve agent
to the Comptroller of the Currency for cancellation and
destruction,

Governor Van Zandt® That is a matter between the
Federal Reserve Agent and the Comptroller.

Mr. Gurtis: It would seem so from that.

Governor Alken: Would we really be relieved of all
responsibility when they are turned over to him for re-
demption?

Mr. Curtis: I am not entirely clear on that. I de
not know just what that practice wOuld be.

Governor Aiken: I1f that is so, I should think there
would he no necessity for having anyone there,

Governor McCord: Would they noOt be treated as
Treasury notes and stlver certificates which the Govern-
ment itself assumes responsibility on?

Governor Seay: It is & kind of joint liability.

Mr, Curtis:
There 18 this feature of 1it, The bank would net be
protected in case those notes were shipped to the Comptrol-
ler and somebody in the Comptreller's office, instecad of
destroying them, ref&ssued them,

Mr. Miller: They could not reissue them. Of covrrsae

somebody-could steal them.

Mr. Curtis: That is what I mean.
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Mr. Miller: W%hen the Federal Reserve agent returns
a note he gets a receipt from the Comptroller, It looks
ts me as though the r otection there is pretty adequate.
fhe man who 1s not protected, of course, 1s tie Comptrol~
ler. The bank turns them over to the Federal Reserve
ngent and gets nis receipt; the Federal Reserve Agent turns
them over to the Comptroller and gets hils recelpt.

The Chairmani Tnere is not really se much difference
in the law as would appear, for this reason. The Govern=
ment is liable for the payment of the notes and so is the
bank., The presumption is that the National Bank 18 charged
with some addl tional duty with regard o witnessing the
maceration or destruction of its own notes because it alone
{s liable, and the obligation to destroy them is entrusted
to the Comptroller: The law provides that the National
Bank notes are payable out of the general fund of the United
stetes, and 1 know some very able gurety lawyers in New
York who will render an opinion that the United States
Government 18 actually obligated airectly for the payment
of National Bank notes.

(Further informal discussion followed.)

The Chairmans The question before the meeting 18
whether it would pe well fer the Federal Reserve banks to
appeint a representative {n Washington to witness the de-

struction of Federal Reserve noies..

Governor Alken, 1 think if you@wlll meke & motion 17

this matter we wlll get action.

Governor MeDougal: This matter could be handled
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economically, because there are only twelve federal reserve
banks whereas there are 10,000 national banks, and there is
a constant destruction of the national bank notes, This
could be done economically by arranging to have it done at
the same time that the audit of the gold fund is made. The
Comptroller, no doubt, would be very willing to do it at
that time. That would be four times a year,

The Chairman: They have to be checked up.

Governor lWold: Certainly. It involves a good deal
of work.

Mr. Miller: It may be of interest to the conference
if I report that on the first of July there will be a change
in the general machinery for handling lissued from Washing-
ton. I refer to the issue of Federal Reserve notes. That
has been in the hands of the Comptroller up to the present
time, The Board has satisfied itself that it is within
the law to throw the burden of providing for the -
physical custody of those notes,until they are actually
shipped to the reserve banks,upon the Treasury Department.
Instead of doing as has been the practice up to the present

time, that is, carting the notes from the Bureau of Ingrav-

ing to the Comptroller's office, where they have rather

inadequete vaults, recounting them and having a very con=
siderable division there for handling the notes, we felt

it was rather an unnecessary expense, and from the first of
July on the work in the Comptroller's office with regard

to Federal Reserve notes will be very much diminished and

the expense will be greatly curtailled. All that the
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Cemptroller will do will be to handle notes returned as
unfit. Those are the only Federal Reserve hoteg that will
come inte the hands of the Comptroller, His functions
will be purely bookkeeping; keeping the rece#ds of ship-
ments made under his order from the Treasury or the Bureau
of Lngraving to the Fcderal Rcserve Banks, and so on.

It 18 estimated that when we get up to a circulation
of $100,000,000 as we probably will befpre the year is
over, that abeut $60,000,000 a year will be returned for
destructien. That is an average of five millions a month,
and we have made our allewances on that basis, that is, an

allowance for the services of ceunters, record keepers and

se on. It wbll net amount te that at the present time.

It probably won't run over two and a half to three mil-
lions a month. That would amount t6 $200,000 a day and
we will have te previde for a clerical force that can do
that much and that can destroy them as they go along.
Therefore, if you keep someone there to witness the de=
struction and to check up the notes in the Comptroller's
office you will have to have someone there right along,
because I do not believe the Comptroller would be satisfied
with a periodical destruction of say every three months.

I think he would ebject to that. The responsibility will
be conslderable and he does net want to take any unneces=

sary chances,
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Governor Aiken: I brought this up more to get an
expression of opinion. it is a department of the bank
that I am not familiar with, with which I have ®6 know-
ledge or experience, and I wanted to give opportunity to
the other gentlemen who are more familiar with it than I
to give an opinion. I have no motion to make for the ap~
pointment of such a representative,

Governor Wold: I am under the impression that that
matter has been taken up for a report by the counsel. I
believe it was referred to Judge tlliott, Whether an
opinion has been rendered or not I do not know.

Governor Seay: I am sure that it has been, because

our Federal Reserve Agent has written the board and I think

the board advised that the matter would be taken under

consideration.

Dr. Miller: Very likely that is true; I had not
heard of it,

Governor Aiken: I think we can very vell leave
that matter in abeyance.

The Chairman: You suggest, then, that this matter
be left on the program and that no action be taken at this
time?

Governor Alken: Yes.

The Chairman: In regard to the appointment of a
représentative to audit the gold fund, we might take
that up at this meeting.

Governor Rhoades: I move the Chairman be authorized

to make such an appointment.
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The Chairman: It might be well to determine whether

that should be a speclal representative to go to Wwashington,
or whether you prefer to select someone already located
in Washington to make that audit. Is there any opinion
on that point?

Governor Van Zandt: I suggest that yeu change yaur
motion to leave it to his discretion in making the appoint-
ment .

Governor Rhoades: I meant that he should have dis-
cretionary powers in making the appointment,

Governor Van Zendt: I second the motion,

(There being no discussien the motion was put
and carried.)

The Chairman: I will make the appointuent, if satis =~
factory to the meeting, to concur with some other meeting
that we will have in Washington when, possibly,; Mr. McKay
and Mr, Hendricks will be there, and we can get them to do
. & (Laughter)

Item (f) 18 in regard to the recent order of the
Comptroller %ith respect to omitting certain items from
reports made by member banks tc the Comptroller and which
both Governor Wold and Governor Fancher feel resulted in
some disadvantage to the Federal Reserve Banks. Will you

speak on that, Gevernor Wold?

Governor Wold: The Comptroller, when he made his

last call, a8 you all know, by the letter which accompanied
it, adviced the national banks that they might eliminate

from the report sent te the Federal Keserve agents certain
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information that to my mind is of great importance to our-
selves--- the question of liablility of the officers and
directors being one, and the principal one. It is quite
important .hat we know where tney are dolng business, and
it is of the greatest importance that we know to what extent
the officers snd directors are involved in the institution,
and vhat officers nd cdirectors; and in connection with
that the board sent to the Chairman of our board a letter
asking for instruetiong, You are probably aecquninted
with that, Dr. Miller, as to what changes might be nade

in the reports heretofore required of natienal banks.

Jur chairman has left the matter in abeyance and has writ-
ten the board to that effect. when I return from this
conference » & can then take the mattcr up along that line.
I am very much of the opinion that regardless of what else
1s eliminated from these statements, the question of
1iability of all officers rnd directors, either cdirect or
indirect, should come to the Federal Reserve Banks.

Governor Leay: I think you will find that unanimous.

I think Mr. MeLougal had some talk on that point with Mr.

Harding of the Board.

Governor McLougal: I noticed some time ago the order.
I believe it provided that the banks were permitted to
eliminate from their reports the details with respect to
the oblizations of the directors and officers, and upon
the occasion of my lest visit to Washington I took the mat-
ter up with ir. “arding snd told him that the Board by

sach a ruling was going to deprive us of that factor in the
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report that was most intere ting and most helpful of all,

and that I hoped very much that they would recogmider the
matter and request the banks to go back to their original
plan and give us the full details, It is interesting,
of course, to know how much fhe directors are borrowing in
the aggregate, but it 1s not helpful to the extent that it
is if we know the detail, I want te know what the presi-
dent is borrowing, 'nd the cashier, first of all, because
I feel that the officers of a bank who are giving their
time to the institution should not borrow to the same ex-
tent, perhaps, that directors might be permitted to bor-
row, I believe, on the other hand, that a director in
a bank should be permitted to borrow from his institution
a8 freely as he wouldin the bank across the street, on
the same terms, that far and ne farther; and when we find
that a board in the aggregate is borrowing ;150,000, we
want to know :hether it is borrowed by oﬁe, two or three
individuals. Since the matter has been brought up, I
think it is perfectly proper for me to talk freely. Mr.
Harcing was not inclined to agree with me, He felt that
if we had before us the aggregate borrowings of the Board,
that is all the information that should be given. He, I
think

reised one point which indicated that they had had
some correspondence with regard to the matter and that
some banks had objected te having the details of the bor-
rowings of their directors reported to the Fecderal Reserve
Bank. I asked Mr, H#arding to reconsider the matter and

teld him I hoped they would return to the original plan,
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as otherwise we were deprived of very useful information
which was left out in that way. He felt that the boerd
had acted on the matter »nd that it probably woyld stand,
Nevertheless, I think it i8 a matter that should not rest
where 1t is, but should be taken up, end this bocy should
assert itself and ask for that information, “ithout it
we are in danger, submitted to a danger that would not ex-
ist if we had that detail,

The Chalirman: I have a letter from Mr. Miller, of

Kansas City, along the sahe lincs, Governor McDougal, in

which he asks that ve bring that matter up for discussion
at this meeting.

Governor Sawyer: e discussed that in our committee
meeting. Our experience has been that from 50 to 75 per
cent of fajlures are caused by the borrowings of insiders.
It 1s very important, I think, that we should have infor-
mation as to whe is borrowing, individually, The aggre-
gate does not tell us anything except in a comp: rative way,
and what the total borrowings amount to, of course; but
we ought to know what individuals are borrowing. It has
a great bearing on the credit 'nd standing of the bank. 1
think we should have it, by all means.

The Chairman: Governor Fancher also asked that this
item be put on the rrogram.

Governor Fancher: then we ere informed of the new
ruling cur Federal Agent wrote to the Comptroller and encdeo~
vored to bring out certain items. It is quite essential

that certain infermation should be macde available to the
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banks, ond it is on this point that we should have de-~
tailed information of the borrowin,s of the officers and
directors. We should alse have the details of bills
payable, We stated that those were the two things that
were quite essential in determining the condition of a
bank

Dr. Miller: The board has been considering various
aspects of this and related questiens in the past week or
two, and I go not think the question needs to be regarded
a8 a closed question. Most of us have an open mind upon
it; and while it 1is acknowledged that the question is one
that involves a good deal of difficulty and one that re-
quires some insight or judgment in d«termining just the ex-
tent of the information that the Federal hesérve Bank is
falrly entitled te for the use of its officers and the

ameunt of information that the Comptreller's office, rep-

resenting the member banks, can give without any violation

of the trust that those banks impose in him, and, because
of that trust, give him the information, there is some

ad justment that ceuld be reached. Mr. “grding is rather
more sympathetic with the attitude of the banks, and feels
that they may heve a grievance if more information is

given by the Comptroller's office than is absolutely
necessary for the use of the Fed.ral Recerve Banks. 1

ém not now talking simply of the publication, but the two
heng together more or less, That question is distinctly
an open question at the present time and one upon which the

Governors ought to, I think, feel perfectly free to express
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themselves, and any well considered Judgmnent that can be
arrived at will not only beof the greatest assistance to
the Board, but will be utilized by the Board,

Governor Fancher: This is a condition, Dr. Mjiller,
that a district such as Listriect No. 4 faces, that a number
of our present rediscounting banke are our weakest banks.
It is very essential that we have the fullest informnation
concerning them. %e have banks that came to us when we
first opened, in November, for rediscount, and they stood
on our books, and it 1s going to be a problem just how te
treat that situstion. I think it is very essential that
we have those items fully.

Dr, Miller: I think you ought to say so if that is
the sentiment of the body.

Governor Seay: Either you want to send and examine
thes € banks, or you want all the information which ancther
examiner has gotten from them.

The Chairman: I think we should read to Dr. Miller
now the text of the resolution that was passed, dealing
with item (a) under Subject 4--- items (a), (b),and (c).
Have you the text of that resolution, Mr. Curtis? A
great part of our morning session was given up to the dis-
cussion of this matter, resulting in the passing of a resolu-
tion which was recad about six times, I think, and changed

every time, before being finally adopted.

(The Secretary thereupon read the resolution

referred to, as follows:)

"#hereas, The Feceral Reserve Banks are authorized b




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

law to examine member banks in their districts;

And %hereas, It might be a cause of comment upon a
member bank in its community if such an examination
should be made in addition to the examinations of the
National Bank examiner, until such examinations are regu-
larly made;

And, %“hereas, It is considered preferable at present
te have the necessary examinations made by the National
Bank Examiners, except in usual cases;

"/fnd Whereas, It is considered by this conference that
it is of vital importance to the safety and welfare of the
Federal Reserve Banks to have unhampered access to National
Bank Examiners' reporte, and complete information with re-
spect to all member banks,

"Be it resolved, That the Federal Reserve Board be
requested to make arrsngements vith the Comptroller of the
Currency whereby complete copies of all reports made by
National Bank Fxaminers with respect te member banks shall
be given to the Federal Heserve Banks te be open to the
confidential inspection of tho Governor, the Federal Reserve
Agent and such other officers of the bank as may be ap-
proved by the Federal Reserve Board;

"Provided, that nothing herein contained shall be

.deemed te limit in any way the right of examination con-

ferred by law upon the Federal Keserve Banks,"
Dr. Miller: I think that is an excellent way of
getting the question before the Beaprd.

The Chairman: I am sure, Dr. Miller, that if you had
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heard the discussion this morning you would realize that
the only motive that actuates the officers of these banks

in passing that resolution is to be able to perform their

duties and to protect the banks.

Dre Miller: That is, of course, whet we assume. Yog
mean, to protect the reserve banks?®

The Chairman: To protect the reserve banks,

Dr, Miller: The Comptroller takes the position that
he has got to protect the member benks; that his relatioms
t0 the member banks are of a very intimate fiduciary
character; that they repose faith in him and make these
complete statements, or at any rate that his examiners ascer-
taln their conditions direct, either by direct inquiry or
otherwise, and that they must be treated as extreme confi-
dlences, Otherwise, the whole bank examination system may
break down and lose its value and character, On the
¢ther hand, recent discussions have shown a tendency to
approach this thing as one that admits of a reasonable ad-
Justment between what is fair te the member bank and what
is fair to the Federal neserve Banks, I think it will
take probably a consid:rable amount of discussion before
the thing is finally in the way of solution, But I
think there is a solution, and I think that this 1s a
very good way to start it, providing that it shows a will=-
ingness to acrept something short of an ultimatum.

My own view of this matter is
that unless the Gov ernor and Federal hesepve Agent can be

trusted with this information, they are not the proper
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people . You must secure, then, a change in the personnel.
But you cannot administer--- I am speaking now from the
point of view of the Reserve Board and the Comptroller's
office~-- you cammot administer those banks that are charged
with very serious responsibility on the basis of distrust
or doubt. You have got to get men in these positions
in whom you can place the fullest measure of confidence,
and then give them the information they ask for and which
they feel they are entitled to in the administration of
their banks. When I say trusted, I do not mean in the
matter of honor, nececsarily, but in the matter of d;scre-
tion and judgment, I believe that will be done, I do
not think I am going teo far in stating that that is the
probable attitude that the Board will take.

Governor Seay: There is this in question with the
Comptroller. The Federal Heserve Bank is prompted by
the desire to be of the utmost help to the member banks
that it can be, and it wishes to know exactly how far it
may g0 1n extending aid to the member banks, With full
information before it 1t might be able to g0 very much
further in extending it,

Dr. Miller: Thet has appeared in some cases already,

I think there was a bank in Governor Wells' territory that

was distinctly helped by coming into that kind of a rela-
tion with the Feceral Reserve Bank, It was distinctly
hostile to the Federal Reserve Bank, and they finally came
to regard it as a big brother that wanted to help. of

course, the call comes really from certain
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of the member banks who are very much afraid that they

are going teo be put at the mercy of the Reserve Bank---

not that they want to conceal the information, because there
1s no guilt, but it is information that is val uable to
rivals sitting &n the bsards of these banks and which will
put them in a dis tinctly unfavorable position.

Governor Van Zandt: Our request of the Federal Re-
seérve board is net that the information be given te the
members of the beard at all, nor to our entire executive
committee,

Dr. Miller: I notice that it is carefully guarded--
such as are approved by the Federal Reserve Board.

The Chairman: Dr. Miller, we prefaced the discussion
of the terms of this regulation by asking each of the
Governors to state the circums tances of their lecal situa-~
tion in regard to relations with the examiners, and the
result showed that seven of the banks had either satisfac-
tory relatiens with the examiners or complete access to
everything that theoretically is being dtvined to the
banks. They had the reports in their offices where they
could examine them at any time. A8 to the other five,
the information was either denied them or facilities for
their getting it had not so far been created.

Our peint in New York is not se much te have copies of
these reports, ag I explained to the meeting here, -~ while

the resolution calls fer copies of the reports, and that

was the sense of the meeting~-~- yet in our case eur atti-

tude has been that if a bank examiner takes his own woprk
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and gives us his own judgment, we are celegating our
judgment to that examiner, We want to examine his work
and see what our judgment is on the facts disclosed in the
examination. That is the crux of the whole thing.

Dr. Miller: I think you are right. I think that
is a very good form in which to present it.

The Chairman: In regard to item (f) that led up to
this matter, the discussion has reached a2 peint where we
ought to be able to act upon the resolution, if Governor
Wold or Governor Fancher would offer one, in regard to those

items that have been omitted from the detailed cchedulcs in

the form of report made to the Lomptroller of the Currency.

Gov ernor Wold: In view of the fact that the Board
requested thelr reserve agents to suggest any changes that
might be made in the:e reports, it would be well for the
conference to see if some eliminations might not be m de
along other lines that would make it a little simpler.

The reports have become more and more extended. I have ene
thought oh loans on farm lands, It seems to me that that
is unnecessary now, All we care for : is the totals
provided they are mde under the rules of the Federal HKeserve
Board. If the repert complies vith those rules, it would

be asking for as much detailed informatien as is necessary.

Governor McDougal: Yor” have in mind thét the report
is not intended for our sole benefit, have yeu not?

Governor #eld: It is likely that the department
in Washington would like that information.

Gevernor McDougal: Why should they want it any




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

121~/L%

more than a detailed 1ist of loans made in accordance -ilth
the law? Real estate u«nd farm mortgages now may be
taken legally,

Governor Seay: Was that submitted to yeu?

Governor McDougal: Our cheirman submitted that to me
and asked that I bring it up here,

Governor Seay: I think our reply has gone forward
and I have not seen it.

Governor Fancher: Our reply has gone forward. I
thought I had a copy of it here.

Governor Wold: I informed the board when I got
back that I would frame up a reply and send it on.

Governor Seay: I do not even know myself what reply
was made,

The Chairman: Gentlemen, we are going te get down te
"brass tacks,." A resolution is wanted on subject (f),
Governor Wold or Gor ernor Fancher being responsible, I

shall ask one ef them to offer a resolution.

Mr. McDougal: May I make an inquiry before you pre-

ceed? What were the omissions that turned up?

The Chairman: Due or from reserve agents, The
name of the bank is omitted---

Governor Van _andt: The item of bills payable was
enitted, too,

Governer McDougal: I alse teok up the matter of bills
payable with Mp. Harding, and I told him it weuld be under
someé circumstances a very important mstter te be able to

gerify through the details our own ideaes or informatien
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we got frem other sources, and 1 was inclined to think

that perhaps they might be likely to ask for that detail
again, But he was not inclined to have . the liability
of the individual directors reported. I think both eof
thos e should be reported as formerly,

Governor wold: I am not swre that 1t is of great
importance to have the salsry given. I do not think
that is important at all,

The Chairman: I do not think it is important.

Governor McDougal:i e would rather not have 1it,

Governor Fancher: I would offer a resolution that
it be the sense of thls meeting that we recommend to the
Board that of the items which have been omitted in the
statements as rendered to the Federal Reserve Banks, the
statements show the following three items: A detail of
the borrowings of the offlcers and directors; details
of bills payable; names of the corresponcdents.

(The resolution was duly seconded by Governor

McDougal, and, there being no further discussion,

it was put and adopted.)

(At this point Drs Miller withdrew frem the

conference,)

The Chairman: In order to take advantage of Mr,

Broderick's presence, turn te item 13, "admissisn of state

banks", Tnis subject hes been divided inte twe subjects

suggested by the Federal “eserve Baard--~ "Principles of

examinatiens" and "Principles of admissien."
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Mr. Brederick, before you came in this subject was

diseusged with Dr. Miller and we had considered in a gener-

al discussion the advisebility, first, of this meeting re-
cemmending, se far ass they feel able to, which states main-
4aln examinations of state banks such as would justify

vur recommending their acceptance or partial acceptance by
the Federal Reserve Beard--- which were doubtful as to

the character of the examination, and which we would recom-
mend be not accepted. It was also suggested that we con-
slder taking up directly with the state authorities the
question of cooperatien in examinations and in making re-
perts. e also considered whether by cooperation the
form of reports now being made in various states te the
state authorities might not be accemmocated to our needs
with a minimum of changes, if any. The suybject was very
generally discussed, and now ve would lilke te take it up

in detall with you. Would you be good enough te open the
discussien by stating your own views?

Mr. Broderick: First, as to the states which main~
tain a satisfactory standard, the information which I have
¢f course is from a knowledge and acquaintance with the com-
missloners in the different states, and is based almost
entirely upon a knowledge which I have gained frem con-
versation with them as to the methods which they pursue.

We have up to this time admitted nineteen banks.In each
instance arrangements have been made to authorize the ac-
ceptance of the state examinations, That has beecn done &n

every instance for this reason: The Commissioner thought
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if we attempted to discriminate against any state it would
i mmediately stir up antagonism for the system, and we
thought probably we might be able to reach the desired
result in another way; our idea being thatfor those states
that have not been admitted because the standard was not
satisfactory, we could arrange to have a special examina-
tion made in cooperation with the state examiners.

In that way we forestall any antagonism, and we do
not raise the issue, It might be pretty hard for us to
say to a state "You do not maintein a satisfactory stand-
ard." They would ask us to prove it. We might have
some diffi culty if we based our proof on information and
belief. I belleve New York, Massachucetts, California,
Wisconsin, Texas and Minnesota have excellent examination

d
stanards. I belleve the state of Michigan has a good

A
standard, Kentucky 1s improving. Kansas has an excel-
lent standard. I say that out of respect fo Mr, Sawyer.
I think the results of examinations from that State will
prove that assertion is true. We have a number of other
states, like Oregon and Washington, where there are chief

examiners or superintendents who appear to be very compe-

tent men, but . the standard of the examination itself depends

upon examination, and nearly all of them would depend upon

the Federal Reserve Bank in the district in which the state
is located.

The Chairman: New Jersey has a pretty good examina=-
tion.

Mr. Brcderick: Pardon me. That 1s one state I have
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alse en the 1ist, and it is in Very goed cendition be-
cause the commissiener of banking is the deputy reserve
agent. of Philadelphia! and, I believe, will continue so.
By authorizing the accpptance~—-~ I am talking of the twe
regular examinatiens a year—-- of all banks in all states,
and then arranging ts have representatives of the Beard,
Or a represcntative of the Beard, with the bank, preferably,
to make the examination in ceeperation with the State
examiners,‘we will still maintain friendly relatiens with
the examining aurherities in all states and prebably se-
cure a greater degree of cooperation than we would receive
in case we insisted upen speclal examinatiens being made

in every instance. That is the attitude which the Beard

has taken up te this time, and I think if it meets with

yeur approval the chances are we will continue to take it.
The Chairman: Right at this peint, in order te get
8 good record of the views of this meeting, are you ready
to consider and got upon the suggestion that Mr, Breder-
1 ¢k has already mage® If anyone feels disposed to make
a motien that will result in an expressioen of views ~=w
Governor MeCerd: I would like te ask Mr. Broderick
¢ne question, and that is this: Suppese a state bank
makes applicatien te Join the Federal Reserve System.
Ought not the first eXaminatien te be made under the super-
vision of the Natienal Governor, in the Federal Reserve
System?  That is a very dangereus point in there,
Mr. Broderick: I had not covered the initial ex-

amination yet, I was just cevering the regular examina-
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tien, I was just referring te. the nineteen banks which
have been admitted, and laying down the principles upen
which they were accepted, Shall I go ahead with the
initial €Xamination?

The Chairman: Before deing that:. You have outlined
what yeu have followed as g precedure in the past with
nineteen applicants, but I understand from your statement
that that 1is what you recommend fellowing in the future in
respect to examinations?

Mr. Broderick: A8 to regular examinations yes, not
the initial examinations,

The Chairman: In order that our record may be cen-
nected, might it not be well fer this meeting at once ta
eXpress its views as to the recommendation which yg::SZW
expressed? Does someone feel willing t6 make a motien
which would be an expressien of eur view ag to Mr. Breder-
ick's statements

Governor Seay: I think, Mr. Chairmanj that it is
highly'important, in order to secure the prcmpt admission
¢f such banks as may desire to come inte the System, that
we should meet them with somé definite systen of examina-~
tisn which can be put inte effect wit hout delay. There
exists only the state examination system which we can

utilize, We are not prepared to de it ourselves,

The Chairman: Now y¢u are éeferring te admission,

R : incipl -
Mr« Broderiec): hes been discussing e Pr n iP ol Pe§g«“

Jaraxamivation of members wWho have been admitted,

Mr. Broderick: Without regard te the questien of
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admission.

The Chairman: Without regard to the question of
admission, which he is going to take up next.

Governor Lowry: #g I understand, Mr. Broderick, are
you now in a position to determine what state examina-
tions are defective, and what are not?

Mr. Broderick: The best way to determine that is to
let the state bank examiners handle that situation with
the cooperation of examinations from the federal reserve
banks , aig Siat procedure we then determine that the state
bank examinations are not effective, then we can substitute
some other plan.

The Chairhan: That is my understanding of his state-
ment exactly, Mr. Lowry.

Governor Lowry: I move that ve endorse the view
taken by Mr. Broderick and recommend its operation.

Governor Wold: I should like to ask one question
of Mr. Breoderick if I may. You will expect, of course,
duplicates of the reports made to the superintendentsof
banks that the state examiners made t4 the federal reserve
banks, will you not?

Mr. Broderick: Yes. I might add a point there, too,
that before suthorizing the examinations made by those

authorities we wrote to the specific superintendents and

asked them if {n the event of authorizing the acceptance

S their:éxamiﬁatioaywlhgyngpuld agree to furnish the

Federal Reserve Board with two duplicate copies of each

examination and furnish such other information as might be
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necessary, and, further, to agree to send those reperts

to the Board through the Federal Reserve Agent in the dis-
trict 1n which the state 1s located, In each instance we
received their assurance, and we have received it with
coples of the examination since that time.

Governor McDougal: How many states does that cover?

Mr. Broderick: That coverg=e-

Governor McDougal: Never mind the number; but there
are a number of states as te which there was no repert
made?

My. Broderick: I will give yeu thé states in which
we have the arrangement at the present time.

Governor MeDougal: All I wanted tc know was whether
you had corresponded with all of the state banking depart-
ments?

Mr. Broderick: No; only the commissioners of those

banks which have already been admitted to the system. Thet

only includes about seven or eight--- Texas, Alabama,
Missouri, Wisconsin, Illinoils, South Carolina and Virginia.

The Chairman: Then, Mr. Broderick, the extensicn

of those arrangements into other states would be dependent
sti1ll upon the attitude of the commissieners in the depart-
ments of those states?

Mr. Broderick: Yes. I might say in connection with
Alabama, that the arrangement has not been mmde there, for
the reason that the superintendent believes he has not -
the power under the law, and the question has been refer-
red to the Attorney General. In the event of the Attorney

General's ruling adversely, arrangements will then be made
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to have the examinatien made by representatives of the
Federal Reserve Bank at Atlanta.

The Chairmen: Governor Lewry's motion has not
been seconded.

Governor Wold: I second the motion.

(There being no further cdiscussion, the question
was put and carried.)

The Chairman: May I suggest, Mr. Broderick, that
the next question that we should discuss will be the
principles of the examination for admission.

Mr. Broderick: Governor Seay took up the question
of expediting the admissions, particularly those which are
known to be in a good conditien. In that regard I think
a procedure like this might be follewed: The form of ap-
plication will be a little different from that--- I do not
know whether you gentlemen have received farms or not. 1
have not received a printed form myself, so I am just talk-
ing as to the form which existed at the time I left Washing-
ton, which wes in the latter part of May.

The Chairman: It has been sent to all the reserve
banks .

Mr. Broderick: I think the prineciple is all the
same, You will note that this new form differs from the
old in that the application will be complete in itself when
it is filed by the bank. The difficulty was experienced
in the o0ld form because it required a certificate of the
state examiner. The result was that in some instances

& regular examination may have been made two days before

the QBB;écation was made out at the bank, and the result
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would be that probably another examination would net be
made for a year--- usually, six months. It was thought

in cennection vith this applicatlon that the bank should be
able to file a complete application at one time, se that
{t could be considered by the committee of each Federal
Reserve Bank.

AS to the examinatlon, I think that three or four mekh-
ods could be followead. A cholce of any one of the three
suggestions would be satisfactory. In the first place,
the members of the Federal Reserve Board are usually famil-
tar with the condition of the bank, or they have facilities
for obteining information as to the general condition of

the institution from other institutions, 1t may be that

of their own knowledge it is known that the bank is not

in a satisfactory condition. So before taking up that
application or putting the officials te the trouble of
examining the bank, we might be able to weed out a number
of applications right there. If the general reputation of
an applying bank is considered good, then arrangements
should be made with the commissioner ef banking to con~
sider the last report of examination.

In the first instance an examination might be made two
months or three months, four, five or maybe 8ix months

before, and if the gencral condition of the institution

hes been uniformly good for a number of years, ther iLhere

18 no reason why & recommendation should not be medc ac t»
the approval of the examination based upen the examlna-

tion recently made. I think that would enable us to €xDCc-
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dite passing upon the applications. In the event that
too long a time has elapsed betvween the last examination
and the time the applicatien is filed, then the question of
examination could be taken up., You might be able to ar-
range to have the state commissioner make an examinatien
if you personally censider his standard proper; or you
might arrange to have the auditor or one of your officials
or one of your clerks who is competent to de that work, ex~-
amine with the state examiners, or you might arrange, in
the event that you have not sufficient confidence to take
up the matter very tactfully, that the commissioner make
a speclal examination.

I think any one of those three methods would be satis-
factory.

The Chairmant In the event that the bank itself made
an examination with 1its own examiners, it would then not
be necessary to get the assent of the Commissioner of the
State?

Mr. Broderick: No. I think it would be a little
bit diplomatic to take up with him and tell him you would
like to have this passed on, and probably it would not be

convenient for him to take up the examinatien right away,

and in that way you would still retain his friendly

opinion.  State commissioners are not everly enthusiastic

about the Federal Reserve System, but I have found that

by taking it for granted you can accomplish a great deal

more.

The Chairmen: And they are really under implied in-
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tention eof law to facilitate the admission of state banks
into membership, because the statute provides for their
admission; and while it may direect the»superintendent or
commissioner to do any particular thing, the mere fact
that the statute has made provision for the admission of
state banke to membership in the system is an implication
that they should not be obstructed, at any rate.

Governor Seay: Those that I know are big enough men
not to consider the personal view at all. I know that in
the State of Virginia the bank commissioner is not permit-
ted to give information as to any institution; and we found
a way; we suggested that we have the bank pass a resolu-
tion authorizing the state éxaminer te appoint the Federal
Reserve Agent atRlchmond, and the Secretary of the Federal
Reserve Board as agents of the bank to receive information
from the bank Cemmissioner. I think in a number of states
%e can do the same thing. There is something in the law
which provides for getting the information, but I think

' found,
their cooperation is very necessary. I have further,
that one reason why they are apt to cooperate with us is
the fact that we will be holding up their hands too. They
were told very plainly that as t0 any state bank which
was under criticism of the State Department that should
apply for membership, if the criticisms were material ones
they would not be admitted to the Federal Reserve System.

In that way we are weeding out unsatisfactory cenditions,

and institutions, and they can see where we weould be of

vast assistance to them. 1 think.if we handle the state

commissieners rightly they will be very good friends both
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The Chairman: Then, I understand that yeur recom-
mendation for handling the admission examinations provides
really fer three possible ceurses: One is for the admis-~
gicn t¢ be based upon the examination of the 1last previous

state examination, where the officers of the Federal Reserve

'Bank consider that the examination is an effective and ef-

ficient one, The second 1s to provide for a joint exam-

ination with the cooperatisn of the state authorities, or

pessibly a special examination by the state authorities

with a representative of the banke--

Mr. Broderick: I might say, Mr. Strong, a special
examination on the part of the state authorities without
a representative present, and a special examination with
& representative present; 1in other words, leave that t¢
the discretion of the committee specified in the regulation.

The Chairman: Exactly; and by one of thoce three
methnds you would deal with the application for admissien
to the system, in eaclhi instance being gulcded, of course,
by the best knowledge that can be obtailned as t& the char-
acter of the state examination, upon which would be pee-
dicated the judgment as to whether it would be accepted in
whole or in part, and whether a special examination should
be made by the reserve bank.

Mr. Brederick: That is ceorrect,

The Chairman: inat is yeur pleasure as to taking
action on this recommendatiwn, gentlemen, and if se, will

scmeone offer a resolutien te thst effect?
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Governor Rhoades: I make that motion, Mp. Chairman.

Governor Sawyer: I second 1t,

The Chairman: First, let me ask if any objection ap-
pears to that course?

Governor Seay: It is thoroughly in conformity vithmy
ideas, sir. I believe you, yourself, have indicated that
in your own district that will probably be the only means
that you can use to put it in ferce, I believe the same
thing 18 true as to all of the districts,

Governor Fancher: I believe it is practically true
in all the districts.

(The question was called for, end, there being
no further discussion,it was put and carried,)

The Chairman: The next subject, naturally, Mr.
Broderick, it seems to me would be the method of dealing
with the regular reports made by state banks to the state
authorities. We are now dealling with this matter by
the general advice or supervision of banks that apply for
membership.

Mr. Broderick: May I ask if you can just change
that order to bring in the question of examination now?

The Chaeirman: You weuld rather deal with that

next?

Mr. Broderick: Just as you say; only I think, with
the question of examinatien, the next peint as to making
examinations is to make sure that we have the proper mater-
i1al in each instance and to adopt uniform methods.

The Chairman: All right; let us discuss that next,




Jgitized for FRASER
| ps://fraser.stlg)uisfed.org

Mr., Broderick,

Mr. Broderick: I would make this suggestion, Gover-
nor; that in each district names be glven of those who
should be designated as examlners.

The Chalrman: Will someone offer a resaktion which
I v4111 teke the liberty of dictating in orcer te make pro-
gress”?

It is moved that immediastely after this conference
each feserve bank designate and advise the Federal Reserve
Board of the names of the officers or employes 1in each
bank who willhigeassigned to them the work of meking examin-
ation of state institutions.

Governor Fancher: I will offer that as a resolution,.

Governor Van Zandt: I second it.

(There being no further discussion, the resolu-

tion 8o offered and seconded was adopted.)

Mr. Broderick: As soon a8 names are received, of
course the matter of uniform method of examination can be
taken up with those gentlemen direct,

A8 to the matter of report: The report itself will
have to be made to conform to the state reports in order
to insure the proper cooperation with the state authorities,
for the present at least. We can ask the state author-
ities to obtain such addi tional information which we may
need which is now included in the regular state report,
but I think it will besa good deal better to start off
with thelr reports and change them or decrease---

The Chairman: We realize that in all states where
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reports are regularly required from state banks, much of
the material is required by statute.

Mr. Broderick: You are talking of the regular re-
ports?

The Chairman: Yes; I thought that was what you were
referring to.

Mr. Broderick: There will be no difficulty in taking
that matter up directly with the bank itself. For instance,
in New York the state superintendent receives a copy of
the report of every national bank in that state which has
been designated as a reserve depository. There ig no
reagon why the Governor of each bank or the federal reserve
agent cannot teke up with the state banks that have been
admitted the matter of filing duplicate coples of reports
made to the State Commissioners.

The Chairman: Then can we not pass a resolution
stating it to be the sense of this meeting that at the
earliest practicable moment each bank take up with the
bank commissioners of the respective states of their dis-
triets the question of having copies of those reports filed
at the proper time?

Mr., Broderick: May 1 inteérupt at this time, Mr,

- Strong? I would suggest that probably it would be a good

deal better if that matter were taken up with the member

”
” P

-

banks and have them file copies.

fovernor Wold: Lo you refer now to the special

examination or the reports?

.Mr. Broderick: The reports,

s://fraser.stlouisfed.org
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governor Viold; That 18 one of the requirements of
its admission.
Mr. Broderick: They take the reports to the Comp-
treller of the Currency.
Governor Visld: State banks?
Mr. Broderick: The state banks that have been admit-

ted have to make reports on the forms presxtbed by the

Comptroller of the Currency. Mr. Strong's point is, I

believe, that on the state forms there 1s more helpful in-
formation with regard to those state institutions than
you could get in the national form which is now being used
by the state banks,

The Chairman: In our st ate that is so.

Mpy. Broderick: I think the state banks should be
required to file coples of the reports which they file
with the state commissioners, and those extra copies can
be abtained by teking it up in each instance with the
member banks,

The Chairman: Then, possibly I should médify that
statement by the suggestion that we get copies of the forms
from the respective states and send them to you so that
such supplementary informatien as should be obtained can
be set out in a separate form, and such information as they
will be reluctant to give may be described as not essential,
I do not think if the Comptroller omits from the report s
that we get from National banks a statement of the galaries
of the officers of the bank that he should require the

statements of the salaries of officers of the state banks
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that is now required in New York State,

Mr. Broderick: In the quarterly reports?

The Chairman: Yes,

Mr. Broderick: Is that something new?

The Chalrman: Yes; they have had it in there for
seme time, All the salaries of the officers are set out
in the regular called report from the trust companieg in
New York,

Governor Wold: I think they are in Minnesota, too.

Mr. Broderick: Why not try te get the whole report

ing
instead of bringh?p the question of elimination, at all?

The Chairman: They objected te it in New York State.

Mr. Broderick: I know that.

The Chairman: The national banks from the very out-
set in New York did not fill in the salary questions at
all in the reports that they sent to us, and we did net
require them to de 1t. In most cases they omitted to do
it.

Mr, Broderick: Do you not think that the Federal
Reserve Banks can handle that matter for themselves?

The Chairman: I suppose they can,

Mp. Broderick: Simply ask for a copy and get all
you can and take up the objections later:

Governor MeCord: We do not get all of it now.

Mr. Broderick: State reports?

Governor MeCord: Lven National banks~-- we do not
get.all of it now,

e o S

“4he Chairman: What is your view of that, Governor
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McDougeal?
governor McDougals I think thet. the more informa-
tien we can get the better, It seeme to me that Mr. Broder-
1ck's idea of asking for a complete report and not suggest-
ing any eliminations will be all right where it works.
If it does not work, we will have to take what ve can get.
covernor Fancher: Let me inquire:  Wiould that mean
that they would send to the Federal Reserve Agent a COpy

of the report that they would render to the Comptreoller,

and alse an additional copy of the report each would render

to the state superintendents of banks? ould it mean
that, Mr, Broderick?

Mr. Broderick: Yes, it would. It would be really
a double report,

The Chairman: That ought te be eliminated, 1f pos-—
sible.

Mr. Broderick: Hewr can yeu climinate 1t if you want
the extra information of the state repert, unless you write
to each bank separately?

Governor Fancher: It would be voluntary on the part
of the state bank if it furnished us a copy of its report
to the State Superintendent?

Mr. Broederick: Yes.

Governor Fancher, Of ceurse the report to the Comptrol-
ler they would be obliged to furnish te¢ us the samé as the
National member banks, but it would be veluntary on their
part if they furnished us with a copy of their report to

the state superintendent?
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M r. Broderick: Yes, I think you will find that the
calls for reports, with the exception of New York and a
few other states, are made concurrently with those of the
Comptroller,

The Chairman: They have been in New York State
until recently,

Mr, Brodurick: New York State calls for four and

the Comptroller calls for five, New York State has only

been calling where they could arrange to call privately;

but there has not been as much cooperation on that point
a8 there should be.

Governor %Wold: Will they be required to publish
two different statements?

Mpr. Brodcrick: No. They do have to publish the
state reports, but they do not have to publish the national
reports,

McCord:
Governer r ' The trouble in our state--- Georgla--
feur

i1s that the State superintendent calls for reports simul-
taneously with the Comptroller, but he omits the fifth one,
and usually that is the very one we want, It shows the
conditions at certain times that they would net like to
disclose from the state standpelint,

The Chairman: It imposes upon the state banks the
necessity of giving not only very complete reports, which
some of them now give four or five times a year, but the
additional necessity of giving reports required by the

Comptroller showing conditions of national banks. The

forms are quibe different. The forms applying to state
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banks are mode¢led upon statutory requirements in many

cases, and the forms made to the Comptroller of the Currency
follow his diseretion, very largely. Why might it not

be practicable at the outset to accept from those states
where they cannot get forms of reports just coples of

what 1s regularly filed with the state department?

Mr. Broderick: That probably would be 0. K., but the
matter of the form of report, under the Federal Reserve
Act, is in the discretion of the Comptroller 6f the Cur~
rency.

The Chairman: Then why can te net recommend that
the Comptroller exercise his discretion to avoid making
this report matter a perfect puisance to the State banks
that we are seeking to bring into membership?

Mr. Brodericks Of ceurse it is within your povers
to make the recommendation. The only point I can see,
from his standpoint, is the fact that he has a very com-

plete statistlical department in his office, and it may be

necessary to get the later information for all the member

banks.

&oernor Wold: He makes his reports based upon the
Netional Banks, snd not upon member benks, does he not?

Mr. Broderick:  Yesj that 1is true.

Governor Fancher: I offer a resolution recommending
that in those states where a Very full snd complete report
1s made by the state banks to the state authorities, when
the calls for conditions are concurrent with the calls frog

the Comptroller, thosé reports be accepted in lieu of a
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repo:t made in this special form provided by the Comptrol-
1er,

Governor Seay: Of course, as to making the calls
uniform—-=

The Chairman: I think if the resolution offered by
governor Fancher should be passed just as it stands it
would produce a certain amount of pressure for uniform date
and ultimately uniform Hanks to be used. Certainly it
will save expense if it is constryed that the Federal Re-~

serve Act requires every state bank that takes membershilp

to publish its report just as a national bank does, because

there would be a duplication of the expense of putlica-
tion,

governor Van Zandt: 1 second the motion.

(There being ng further discussion the motion
wae put and carried.)

Mr. Broderick: You want te take up next the form of
examination?

The Chairman: It seemg to me we ought to have some€
discussion of what form the examinatien shall take. We
certainly would llke to get your views about 1t,

governor Wold: %hile it is on my mind I would like
to inquire if there is any objection to naming an examiner
of a bank the chief examiner who may be a chief examiner
in the bank?

Mr. Broderick: Certainly not. The only point is
to keep down the expense of the examinations. The examin-

ations are made by Mr. Kerst as the National Bank examiner-—--
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Governor Wold: Suppose they are made by him as ex-
aminer of the Federal Reserve Bank.
Mr. Broderick:* I should imagine that would be all

right, I have 2 form here. It is not very lengthy, It

gives my ldeas as to the polnts which should be covered.

The Chairmans Wpy not let 1t be put into the record?
Mr. Broderick: It is the only copy I have. It owill
not take more than three minutes to read it,
(Mr. Broderick thereupon read the form referred

to, as follows:)

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




INITIAL EXAMINATION OF STATE BANKS APPLYING FOR

MEMBERSHIP IN THE FEDERAL RLSERVE CYSTEM.

In addition to signing the regular certificate, the
examiner should be requested to furnish the following infor-
mation and statements concerning the bank examined:

14 Report of condition. Same form to be used as
that marked Exhibit 1, filed with the applica-
tion for stock.

Copy of the dailly statement certified to by an
officer of the bank.
Memorandum of the date upen which the last state
examination was made--- name of examiner. If
a trust company, plese state if trust invest-~
ments and securities were examined.
State whether periodical examinations are made
by directors.
State law limitatiens.
(a) As to secured and unsecured loans te
any one firm, corporation or individual.
(b) Loans secured by real estate mortgages or
other real estate collateral.
(¢) Investments.
Loans rnd discounts.
(a) Amount loans 1n excess of 10 per cent of

capital and surplus (not including undi-

vided profits) of the applying bank.
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Amount c¢f past due notes and loans.

Amount of notes or other loans in default six
months or mere which are not properly
secured or in process of c¢ollection.

Amount of loans maturing after one year.

Give detalls,

Amount of demand l0ans upon which neo interest
has been pald for one year or more.

Amount of loans secured by own bank stock,
with details.,

Amount of leans secured by stock of other
banking institutions. Give details.

List of loans over an amount equal to five
per cent capltal and surplus. Give name of -
borrevier, business, address of borrower,
amount of loan. Approximate depostit balance,

Real estate loans:

(a) How 1is the value of property determined?

(b) Meney is advanced to what percentage of

the appraised value of the properties?
Make comment as to the loans to individ-
uals connected with real estate trading
corporations, with a description of col-
lateral, if any.

(d) 1Is title to the mortgaged property held

by banking institutions?

Real estate owned:

(a) How acquired.
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(b) Make comunent as te prior mortgages - assessed
valuation - income - taxes - expenses - inter-
est - appraised value - when and by whom ap-
preised.

Investments.

(a) Give list of investments in detail, showing
securities - rate of interest or dividend -
par value - book value - and valuation based
upon currect or last available quotations.

(b) List of investments in default.

(¢) Provisiens for depreciations.

(@) Are book values adjusted periodically to

agree with current valuatiens?
(9) Directors and officers.

(a) Please give a memorandum of the names of
officers and directors - post office ad-
dress - business - firm and corperation affil-
iations -~ liabilities as payer - liebilities
as endorsers and guarantor,

(b) List of loans mde to corporatiens which are
owned or contrclled by officers or directors
of the banking institutien.

(10) Assets and liabilities which are not entered upon
the books of the banking institution.

(11) Notes and bills rediscounted, bills payable and
certificates of deposit representing money bor-
bewed.

(a) What is the present amount of indebtedness?

(b) What assets have been pledged as security for
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indebtedness.
(12) Contingent liabilities,

(a) On bills rediscounted or endorsed- guarantees -
all octher - give particulars - notes and
securities pledged or socld with agreement to
repurchase,

(13) 4ssets pledged as security for depesits or other
purpose except money borrowed.

(a) Give particulars.

Examiner's opinion and comment:
Examiners are requested to cover the following points
in the text of their report:

(a) Character of the business in the community
in which the institutien is located.

(b) Character of the business of the bank.

(¢) 1Is the institution solvent?

(d) 1Is its business conducted strictly in ac-
cordance with the provisions of tLie state
law?

Is the management of the institution competent?

Do you consider the loan policy safe and con~-"

servative?

Are there any unsafe or unsound tendencies
apparent?

Has there been an increase in undesirable as-
sets during the past year?

Do officers and directors give proper time

and attention te the affairs of the institu-
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(J) 1Is the stock control of the institution held
by aay one person or group?

What 1s the policy of the institution regard-
ing loans to officers and directors or to
enterprises which they control ¢r are inter-
ested in.

Is the institution in a position to meet with
the reserve and loan requirements of the
Federal keserve Act?

Comment as to the law suits in which banking

institutions may be interested.

(At this point an informal discussion occurred which

the stenographer was directed not to report; after which

the following proceedings were had:)

The Chairman: Mr. Broderick, does it not boil down
to this, that you have the cholice of three courses; out-
side ofusing your own men you can c¢all in the examiners
from the Comptroller's office; you can call in clerks from
the sub~treasury occasionally, or you can possibly get
assistance from the other Federal Reserve Banks. I would
rather have you come in with a man from Mr. Fancher's or
Mr. McDougal's bank than either of the other two, and ex-
amine our bank, and I would a great deal rather join in
lending eur men for that purpose than to have the examina-
tions conducted by the use of many men outside of the sys-

tem.
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(At this point further informal discussion

was had which the stenographer was directed not to report;

after which the fellewing occurred:)

The Chairman: Governor McDougal, do you see any ob=-
jeetion to this course? It appeals to me very strongly as
giving our men a chance to get information and education.

Governor MeDougal: I think the plan you suggest of
loaning men to each other is a very good one. It would
be entirely satisfactory to me. The reference I made to
borrowing help from the bank itself was that I know, of
course, that our banks are large eneugh te take from oOne
department some man who has no knowledge whatever of an-
other department, and possibly we might help you out. But
if we can loan him, that would be a very nice and satis-
factory solution.

Mr. Broderick; Lo not think, gentlemen, that I do
not apprecliate the point which you railse,. As a matter of
fact, I think I will be able to use them, becausevery often
we underestimate the amount of work required. Again, our
institutions are entirely different from the commercial or
investment bank in that we simply have a certain line and
they are operated not for the purpose of profit but for the
purpose of the general good.

(At this point further informal discussion arose

which the stenographer was directed not to report; after

which the following proceedings took place.)
The Chairman: %11l someone offer a motion, if I

understand the sense of the discussion correctly, eignifying
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our approval of the suggestion made by Mr. Broderick and,
generally, our desire to cooperate in this matter of examin-
ations?

Governor Ajken: I make such & motion, Mr., Chairman.

governor Fancher: 1 second the motion.

(There being no further discussion, the motion

was put and carried.)

Mr. Broderick: Mr. Strong, may I ask the privilege
of about two minutes on seme other points?

The Chalrman: Certainly, sir.

Mr. Droderick: In the first place, the question has

arisen as to payment of entry for membership in the clearing
house. I know what method has been pursued by a certain
institution I have examined. I would like to know whether,
from the representatiives of the other five institutions, it
is required to pay an entrance fee in the clearing house
association?

Governor McDougal: We pay here the dues, the annual
dues. I believe that is all.

Governor Aiken: That is what we pay in Bosten.

Governor McCord: You have the record on us.

Governor Wold: We have not used the facilities of

the clearing house as yet, although we are elected to sa

nominal membership without liability of any kind, and 1 sup-

pose it would be without payment of dues or anything of

that kind, except our proportien of the clearing house dues.
Gavernor Fancher: Wie are not members of the Associa-

tion, Mr. Broderick. Proviéions have been made for joining.
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but we have not yet joined.

The Chairman: Do you know what our situation is? Ve
pay a fee for clearing, of {500 every six months, subject
to readjustment, and we have the privilege of using the
vaults up there, which is worth 2 great deal more than
that.

Mr. Broderick: Another question, if I may ask your
opinion. There is considerable difference of opinion as
to the proper method of carrying municipal warrants. L ¢
have recommended to the Board that all municipal warrants
should be carried on a discount basis, That 1is, that
warrants be carried as investments for the amount which
will be received for them at maturity. Do I maeke that
clear?

Governor Fancher: Face and interest?

Mr. Broderick: Face and interest; and the c¢iffer-~
ence between the cost and the amount which you will have
received at maturity is to be transferred in the ssme man-
ner as discount.

The Chairman: Syppose you bought them at par and
Iinterest?

Mr. Brckrick: Carry them at par and the amount of

interest which you receive; 1n other words you can buy

your warrants in two ways. Say you purchase it at a dis-

count, and you probably pay $49,700 for it. Then you might
buy them at {60,000 and interest at maturity. If you
carry them both on the par and interest bases it will

simplify the accounting system and enable you to carry your
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investment—--
The Chairman: But on your plan, Mr, Broderick, if you
buy a warrant for $50,000, and get three per cent interest

on 1t at its maturity, and then you carry it in your banks

at $50,000 plus the three per cent interest and discount

that at three per cent, you are investing your interest
before you get 1t?

Mr. Broderick: No; you may invest your interest;
that is the way it is being done at the present time. The
idea is simply to simplify the present method. Under the
former system yeu have got to carry your warrants in two
ways, and it is intricate and it never works out.

The Chairman: Might that not be made up as a memoran=
dum which we can transmit?

Mr. Broderick: Yes; I am asking that the suggestion
be made to all the Federal Reserve Banks.

The Chairmans RBefore you leave, Mr. Broderick, I
would like to ask if you expect to be here tomorrow, and
whether you will be available?

My. Broderick: Yes; I will be here tomorrow.

The Chairman: Because we have on our program various
things, and it seems to memiould get a great deal of ad-
vantage by having you here, and if agreeable I should like
to skip item No. 5 and all of the subjects covered by that
until tomorrow morming, if Mr., Broderick is able to be
here then.

Mr. Brederick: Yes; I will be here until tomorrow

evening, unless I can be of any assistance later than that.
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The Chairman: Before you go, 1 would like to say

that a question has been raised as to whether it 18 clearly
understood by everybody and éhould be so understood that
these examinations of state institutions for admission to
the system are to be at the expense of those institutions
in each 1lnstance?

Mr. Broderick: That 1s a peint which has not been
taken up with the board. I think that 1s the proper prin-
ciple, Mr. Strong.

Governor McCord: That is the way we understand it
down my way.

Governor ¥old: That would make a double expense,

Mr., Broderick: What do you mean by expense? What
do you think proper for expenses? Just the incidental
expenses of the examiners?

Governor liold: It raises the whole questien. of
course if we send examiners out of our offices to Boston
te make examinations, naturally the bank examined would
pay that expense.

Mr. Broderick: You mean, inside of your own district?

Governor Wold: No sir; in our district but outside
of the city. But the question is whethepr the actual out
of pocket expenses of the examination shall be mmbaan
alone pald, or whether the applicant shall be required to
paey an amount for the making of the examination which would
include the out of pocket expenses plus the time of the
examiner~-- whether there shall be any expense imposed upon

the applicant, and if so what it shall consist of?
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Mp. Broderick: I think that is a matter you had bet-

ter take up with the Board, Probably if you would lay
down the principle here and send it down to them as the
consensus of opinion of this meeting, it would have great
weight with them.

The Chairman: What is your own view?

Mr. Brodcrick: To keep down expenses as much ag pous=-

sible. I would like to see the view prevall that no charge
shall be made for time unless necescary for the banks to
obtain the service of additional employes, for the time
for which employes can be spared does not cost the banks
any more than if they were in the office, unless it is
necessary teo get other people to take their places to per-
form the dailly routine,

Governor Rhoades: “hat has been the practice with
those already sdmitted?

Mr. Brodericks No expense has been incurred so far.

Governor Wold: Suppose a state bank from Seuth Da-
kota applies for admission--- and there are a number there
that now contemplate :eoming in and ve would like to have
them in--~- we do not care to accept the South Dakota
examination at the present time. We will have to make
periodical examinations, Is 1t your thought that the Feder-
al Reserve Banks should stand the expense?

Mr. Broderick: No, 1t is not; Jjust to have the
banks come in with the understanding that those examinations
will have to be mace and they will have to pay the expense

of them. C‘onditions in your district might differ from
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those in another district, in a compact district like New

York. They might have to go to Montana, 1500 miles away.

Governor Wold: That 18 a difficult question.
The Chalrman: We will discuss that and see if we
c¢an agree as to a principle, Mr. Brederick.
Mr. Brederick: You have the authority under the lawe--

it 1is very specific therep-- to charge the cost of the

examination,

The Chairman: In order te conclude the ciscussion
in regard to examinations, may we not endeavor to arrive
at a recommendation as to how the expenscs of examinations
for admission shall be dealt with?

Governor McDougal: It seems to me, Mr. Chairman,
that the expense should be borne by the applying bank in
the same way that it is borne by state banks that apply
to be converted inte national banks, It would be a heavy
burden to put upon the bank to expect us te meet the ex-
penses of that examination, and it would be a perfectly
proper expense for the applying bank to pay.

The Chairman: Would yeou have that expense include
the time of the men engaged in the examination at the rate
e salaery pald them by the reserve bank?

Governor Sawyer: I think it should be made uniform.
I1f you send a man from one of the banks to examine and
charge for his time at the rate paid by the bank, and the
next time send an outside man to examine a neighborhng bank
at a higher rate, I think it would cause a lot of dis-

satisfaction.




157

Governor McDougal: The question 18 whether we are
to charge anything for the men's time.

The Chairman: Ycs; that is the question.

Governor McDougal: %e have no men to devote regu-
larly to that work at the present time. VWie would have
to employ someone to take thelr places whilc they are
gone.

The Chalrman: Do you expect a flood of appllications
and expect to be making examinatiens all the time?

Governor McDougal: I think we should prepare for
t hem. That time will come, and yoa cannot change the pro-
cedure when once it is started, I am afrald.

The Chairman: Your idea would be that each applicant
for membership in the system should pay the actual out ef
pocket expense 1ncurred in making the examination, plus
the value of the time of the men deveted to that work,
measured by the amount of thelr compensation received frem
the Federal Reserve Bank?

Gevernor McDougal: That would be my recommendation.

The Chairman: Is there any further discussl en?

Governor Sawyer: I think 1t ought to be made a flat

for examinations.

Governor Wold: Based ©on resources?

Governor Sawyer:  Yes, Yeu are going to cause a

good deal of dissatisfaction if you do not do that.

Gevernor Seay: It is quite an important matter when

the small banks apply for admission,

The Chairman: Might it not be proper te do 1t the

itized for FRASER
s://fraser.stlouisfed.org




158

way the accountant does it; that is, so much for the man
in charie and so much a day for his assistants?

Governor McCord: The Comptroller's office, under
the new rule, bases the cost of examination on the assete
of the bank.

The Chairman: Those are regular examinations and
not the casual admission examination.

Gevernor MeCord: Might it not be done on the same
basis?

Governor Seay: I do not see how, Suppose we have
Just one bank applying for admissien.

The Chairman: How would its capital, resources
and surplus be measured? We might have just one appli-
cant for examination and the only one for months and months.

Governor McCord: I mean if it was based on capitalli~
zation we would have to take the men into our employ, pay
that part of it and swallow the balance of the expense, if

any.

The Chalrman: I still do not get your point, Gover-

nor McCord.

Governor McCord: Suppose in your district the average
expense based on assets is so much? You make your examina-
tion on the baslis of that figure. If there is any other
expense you take care of it yeurself.

The Chairman: I do not agree to that proposition.

Governor McCord: The most serious cause of dis-
satisfaction with the examinations by the Comptroller is

that the expense is too great.
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Governcr Alken: e should be inclined te make examin-

ations at no expense other than the actual necessary €x-
pense.

Governor Seay: I think that too, decidedly.

governor Alken: 1f employes of the bank are sent
there no charge would be made for their time.

The Chairman: you mean at the beginning.

Governor Alken: Yes, I do not mean to establish
a precedent in that way.

governor Sawyer: Suppose you sent a saleried man to
one bank and sent a man from the outeide to a neighborhng
bank. There would be a cifference in the cost and it
would cause dissatisfaction.

Gar ernor Seay: In the beginning it is not probable
that you would do that.

The Chairment Suppose it was announced at the out-
set that all institutions that apply for membership during
the calendar year 1915 would be examined by the examiners
of the Federal Reserve Banks, where necessary, at the
sctual cost of making the examination without any charge

for the time of the men. Might that not be a little ad~"

ditional inducement for them to hury up and epply for admis-

sion%
governor Seayi They are nct very angious to come
lin now. If you saddle them with a portion of the running
salary of the men Wwho make the examination, it would pre-
vent many and many @ small banker from coming in.

The Chairman: Tempus fuglt, gentlemen. It is seven
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minutes pust six. May we have a motion on this subject?
Governor Seay: I second the motion submitted by
Governor Aiken.
The Chairman: Governor Alken offered a resolutien
to the efffect that for the present and until sich time

as otherwise directed as a matter of policy by the Federal

Reserve Board, that examinations of state banks applying

for admission to the system shall be conducted by our own
empleyes, where possible, no charge being made for thelir
services, ecxcept the out-of-pocket expenses.

(There were calls for the question.)

The Chairman: That is not quite in accordance with
your view, Governor Aiken?

Governor Alken: No, it 1s not, but I think it is all
right provided we can stop when the tlme comes, at the end
of 1915. The chances are that many of the state banks to
be deslt with will be taken in on available informatlen
through records from the banking departments or other
sources,

The Chairman: Would you modify your resolution by
saying until the end of this year, or untll otherwise dir-
ected?

governor Alken: Yes.

Governor Rhoades: I second that motien.

The Chalrman: 1s there any further discussion?

(There was no further discussion, the motion
was duly put snd carried.)

Governor Alken: 1 would like to say by way of ex~
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planation that it seems te me it is prebable that the
practice will work itself out in this way: That the ex-
aminations will be made by the state department and we will
send one competent man who will simply supervise the
examinations,

The Chairman: That is my view of it exactly. That
leaves open the subject of expense of examinations, but we
are not ready to dcal with that yet anyway.

Time will not permit us to go into a conclusive dis-
cusslon of Item No. 14 before dinner. I will ask someone
to suggest a toplec that can be disposed of in a few minutes.
Topic No. & goes over until tomorrow.

Governor Rhoades: I suggest Topic No. 6.

The Chairman: e will consider topic No. 6. Item

() is "Communicatieéns with Federal Reserve Board - prac-

tice with respect to matters pertaining only to banking
transactions." That is Governor Wesld's suggestion.
Can we hear from ,ou, Governor Wold"?

Governor Wweld: Mr. Chairman, we have all had the
same experience in dealing with the Federal Reserve Board.
There are some things that really ought to go to the Federal
Reserve Agents that come to the banks, and a great many
things that pertain purely to banking matters that go to
the Federal Reserve Agents. To illustrate, telegrams
and confirmations of telegrams in reference to weekly
clearances go to the Federal Reserve Agents. Matters
of some importance come to him and, through oversight,

or the Federal Reserve Agent's absence, they will nct come
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te my attentien until a day or two afterwards. One mat-
ter laid ten days without my knowing it, purely through
an oversight.

It seems to me the Federal Reserve Beard ought tO be
asked to communicate with the Federal Reserve Bank upon
matters pertaining to the operation of the bank. 1t ought
to be easy for them tO determine whether it is a banking
function or whether 1t 1s a matter thet the Federal
Reserve Agent has in charge. I took the matter up with
Mr. Willis and he apologlzed and sald that they would try
to have the matter straightened out in the future,

The Chairman: I8 not this a matter which should be
pretty carefylly considered from the standpoint of the
Board, as to whether their communicatiens with the Pederal

gimply of those
Recerve Agent should not consistent: ‘formal communica-
tions which they would send to their personal representa-
tive in the banks, and that all other correspondence and
communications the bank should be sent to the benk or its
officers who are looking after these matters?

Governor Aiken: 1 heartlly approve of that, Mr.
Chairman.

Governor Rhoades: It smooths the way to have every-
thing addressed to the bank and does net emphasize the
individual at all. It is the best business practice any-
way.

The Chairman: Then may we not ask governor VWeld to
of fer a resolution for discussion , te see whether 1ts

terms meet everybody's views and cover these points?




Governor Wold: You just stated the peints.

However, I will offer that as a resolution or motion.

The Chairman: I will ask the stenographer to read
what I stated above.

(The reported read as follows:)

"eeessws wWhether their communications with the Feder-
al Reserve Agent should not consist simply of those formal
communications which they would send to their personal
representative in the bank ond that all other cerrespon-
dence or communications with the bank should be sent to
the bank or its officers who are looking after those mat-
ters."

Governor Wold: The latter part of that is offered
a8 a motion,

Governor Seay:? There 1s a fundamental misconception
on the part of the Board in this matter. I say that
with proper deference, but nevertheless it appears to me
to be a fact.

The Chairman: I have some sympathy with their feal-
ings on that subject. They have a personal representa=-
tive in the bank to whom they are called on by law to
look to personally in regard to certain matters. I suppese
they ought to be directly in touch with them or othcrwise
they could not get decent men te represent them as Federal
Reserve Agents in the banks,

Gevernor Wold: Who are they representing in the gold

pool?® The Federal Reserve Agents or the Banks?

The Chailrman: That 1s & matter the Federal Reserve
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agents should have nothing to do with, it seems to me, ex-
cept that them might have in the capacity of general offi-
cers of the banks.

Governor Wold; As director or chairman of the
board?

The Chairman: Yes,

Governor Seay: I think with reference to matters
which pertain to the operation of the bank, when there is
occasion to make direet inquiry on the part of the board,
1t should be made of the executive of the bank. I have
Some sympathy with the other situation. I do not want to
minimize in any way the importance of the functions of the

federal reserve agents, but with reference to matters that

pertain to the executive administration of the bank, when

there is an official whose duty it is to administer them,
I think both the inquiry and reply should proceed directly
--= that 1s, the inquiry should be made t6 him and the re-
ply should be made from him, as 1t is a circuitous and in=-
effective way to communicate with the chief executive thregh
the use of an intermediary.
The Chairman: What 1s your experience, Governor
Lowrye
Governor Lewry: I quite agree with Governor liold in
his view that matters pertaining te the bank should come
" to the BaRE. There are occasions when the Federal Reserve
Agent 1s not there and ne one presumes to open his mail or
telegrams when he is not there.

governor MeCord: We do.

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




165
Governor Wnld: We have ne difficulty whatever in

the ninth district se far as that is concerned. It is sim-
ply that when a matter comes in that may be of impertance
to me, the Federal Reserve Agent will let it lie on his
desk and forget to refer it. That is the only point.
There is no feeling ene way or the other,

(Informal discussion followed at this peint. A

tentative resolution was dictated by the Chairman amd

. L
not incorporated in the recsrd. On pagqq%f7 of the

proceedi ngs of the conference will be found the subse-
quent action taken with regard te the abeve matter,
showlng the resolutien in its final form duly entered

of recerd.)

The Chairman: Item B of Topic No. 6, "Codification
or digest of informal rulings of Federal Reserve Board."

Governor McDougal?

Governor McDougal: That was suggested by Mr. Bos-
worth and has to de with the matter of our bank, and Mr.
Bogsworth in particular, having called upon the Board many
times for rulings on various subjects, I have here a
note which he wrote tc me and I think perhaps it would be
well to read it.

The Chairman: Yes,

Governor McDougal: "Pursuant te eur conversatien I
would be glad if you will bring up befoere the next Governors'
Confe rence the matter of codification or digest of infor-
mal rulings of the Federal Heserve Board."

"I have had this up with Mr. Miller and Mr. Delane eof

o
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the Board, and at ¥r, Denalo's request I wrote him on May
26th giving him my ideas on the subject and enclosing a
sample of these rulings, remesting him to discuss the
matter with Mr. 7illis. I enclose herewith a copy of the

memorande that I gave him.

“There are hundreds of rulings and it will only be a

question of time -- and not a long time at that -- when,
unless something is done along these lines, we will all

be st sea. I told Mr. Delano that it would be the work

of a few weeks for a competent clerk to go through the
Secretary's files and take off all this material. It should
then be furnished ~-- at least half e dozen copiles of each
ruling -- to each of the Federal Reserve Banks. Having
caught up to date with the work it should be followed

up and new rulings furnished to the banks from day to

day or from week to week.

"rhile I assume that we have received at this bank
more than one~twelfth of the rulings of this kind that have
been made, we have of course not received all of them, and
while each bank can digest the material it has, it will be
far easier and more satisfactory for the Secretary of the
Reserve Board to cover everything and do it for all the
banks."

The idea was to have the Board prepare,a digest of
some sort of the informal rulings that had been made in
response to inquiries from the twelve banks. Ve know
what we have received at our bank, but the intent was to

do that for all the banks, to go through the records
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and plck these things out, put them in shape, and hereafter
when a ruling was made for any one bank, to glive the other
eleven banks the benefit of it. They could be arranged
80 that they could be readily referred to and thus aveid
repetitien of the same requests,

The Chairman: We will pretty seen have this down te
a code bank procedure where we can turn to Chapter so-and-
80, page so-and-so, and knew just what to do.

Governor feay: They are being embodied in the bule-
tins?

Governer McCord: Yes, but not codified.

He refers to informal rulings that have te de with

man§i subjects,

The Chairman: Mey we have a resolution to cover the

matter?

Governor McDougal: I have a resolution here.

The Gevernors, in conference June 14, 1915, have con-
sidered and discussed the matter of informal rulings of
the Federal Reserve Beard made to the Governors and Federal
Reserve Agents of the 12 banks, and are of the opinien that,
in view of the large number of these rulings, the variety
of subjects covered end that they are not made simultaneous-
ly to all twelve banks, a comprehensive compilation or
digest of them from the beginning, down te date, should be
made by the Secretary of the @Oard, and then kept up from
day to day. - i 2wl |

I would offer that reselution. “

Governor Aiken: I second that motien.
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The Chairman: The motion has been made and seconded.
Is there any further discussion of the matter?

Governor McDougal: And I would add, of course, that
& copy of the resolution be sent to each bank, or say
half a dozen copies or so; and that the additions be sent
forward as they were made.

The Chairman: Is there any further discussion?

(There was no further discussion; the motion
was duly put and carried.)

The Chairman: The suggestion came to my mind when
Governor McDougal read that letter as to the Proceedings
of this conference, or our conferences. e might very
handily co@i®y those proceedings and boil them down.

W e are covering a pretty wide range of topics in these
discussions that ought to be in handy shape for use. I
prepared an index of the volumes and sent it around te the
Governors, How would it do to refer this matter to some -
one other than the Seeretary, who has some work on hand
Just now that ought not to be interfered with?

Governor Seay: I move that the subject be carried
ever, Mr. Chairman.

Governor Vold: I second that motion.

The Chairman: Is there any discussion?

(There was no discussion and the motion was

duly put and carried.)

The Chairman: Gentlemen, we have only a little iime

left before dinner, and suppose we take up item No. 11,

Item 11 is "Gold fund®, Item (a) under "Gold fund" is
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fhttlitude of Ne%tﬁﬁﬂt4yuﬂLJd;qu¢er~Or sevclement. fund.”
(Item (a) under "Gold fund" was simply an ex-

planation by the Chairman of the Cenference in regard te
the method pursued in clearing up the old exchange accounts
and establishing the geld fund.)

Governor VWold: There is another topic under Item 1l.

The Chairman: That is (D). That has reference to
the method of settling overdrafts. We have a due frim and
due to account, Mr. McKay~--- in fact we all have~-- and the
New York Federal Reserve Bank in running its transactions
with the Federal Reserve Bank of Philadelphia has converted
1ts due-from acecount inte an overdraft by reason of this
transfer, and when we reported the overdraft they declined
te settle it in favor of Philadelphia and Washington.

Mr. McKay: An everdraft on your beoks?

Governor Rheades: Parden me. In* 4 order to

clear my record I would like to state that we tried te

pay that money in ahead of time te'you, but we were flag-

ged.

The Chairman: What I think we ought te do is
recognize that these due~to accounts sometimes give
to an overdraft which should be settled.

Governor Wold: Wwe have a toplc covering that
poiﬁt.

Gevernor Alken: %e had that same point ceme up with
regard to an overdraft and they threw it eut. On what
ground did they decline to do it

The Chairmen: They have not yet disclosed t¢ us any
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ground. I think we will have to get Mr. Broderick to
straighten that out tomorrow morning. I think he will do
80.

Mr. MecKay: I think their idea is that if a Federal
Reserve Bank is going to overdraw 1ts account in New York
it ought to deposit with 1ts own sub-treasury on account of
the geld settlement fund of the New York Federal Keserve
Bank.

(Informal discussion followed which the reporter

was directed not te take, and at 7 o'clock p. m., en

Menday, June 14, 1915, a recese was taken until 8:30 e'clock

p. m.)
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The Conference resumed its csession, after a recess

for dinner, at 8:4«5 o'clock p. m.

The Chairman: Will it be satisfactory te the meeting

1o leave it to the discretion of the Chair to select from
the program subjects for discussion?

Gevernor Alken: I move that the Chair be authorized
to select the subjects for discusd en.

Governor Fancher: I second that motion.

The Chalrman? Is there any objection?

(There was no objection offered and the motion
te allow the Chair to select the subjects for discusd on
was unanimously carried,)

The Chairman: I would like to refer to Item 10:
"Rateg of discount",. I Call your attention to the fact
that subject (a) has been discussed already under the head-
ing of "rebates."

Subject (b) under item 10 is simply a general dis-
cussion of rates with a view to reporting the views of
the Governors ef the Reserve Banks on that subject as a
matter of policy.

Governor Lowry: The bank in San Francisco bought
in a note for »200,000 for 16 daye maturity, and one of the
larger banks in Portland sent down some paper; but the
average run of the paper 1is longer than thirty days. It
hes been that since the rate went in, as it was before. At

the same time that that rate was put into effect, as I men-
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The Conference resumed its session, after a recess

for dinner, at 8:45 o'clock p. ms

The Chairman: Will it be satisfactory te the meeting

to leave it to the discretion of the Chair to select from
the program subjects for discussion?

Gevernor Aiken: I move that the Chair be authorized
to select the subjects for discusd en.

Governor Fancher: I second that motion.

The Chairman: Is there any objection?

(There was no objection offered and the motion
te allow the Chair to select the subjects for discusd on
was unanimously carried.)

The Chairman: I would like to refer to Item 10:
"Rates of discount", I Call your attention to the fact
that subject (a) has been discussed already under the head-
ing of "rebates."

Subject (b) under item 10 is simply a general dis-
cussion of rates with a view to reporting the views of
the Governors ef the Reserve Banks on that subject as a
matter of policy.

Governor Lowry: The bank in San Francisco bought
in a note for 200,000 for 16 days maturity, and one of the
larger banks in Portland sent down some paper; but the
average run of the paper 1s longer than thirty days. It
hes been that since the rate went in, as it was before. At

the same time that that rate was put into effect, as 1 men-
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tioned today, a request was made for a 2-1/2 per ent rate
en 15 day paper, but that the Federal Reserve Board held
up. At the last meeting of the Board of directors
1t was decided te make no change in the rate and to with-
draw the request for the 2-1/2 per cent rate.

Governor Fancher: May I inquire of Governor Lowry
what your rate is to your member banks in a center like
San Francisco? What have they been loaning money fop%

Gevernor Lowry: Do you mean the rate to their mem-
bers?

Governor Fancher: Ye8.

Governor Lowry: Frem 4 to 6 per cent I think.

Governor Fancher: Were any complaints made or criti-

cisms made of your making a lower rate of 3-1/2 per cent,

or did that have an effect upon softening rates?

Governor Lowry: Ne.

Governor %old: May I ask if any of your country
banks have taken advantage of the low rate to send in thirty
day paper and then renewe-=

Governor Lowry: (Interposing) Ne; there has been
none of that, Governor Wold.

Governor Seay: Do you know the leowest rate at which
the New York Banks heve bought paper, Mr, Cheirman?

The Chairmaen: Three per cent.

Governor Aiken: That is September paper?

The Chairman: Three per cent for three and feur
months paper 1s the lew rate in New York.

Geverner Aiken: That has beecn true of us.
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Governor Seay: Do you know what rate they make to

eut-of-town correspondents?

The Chairman: Four amd fi&e per cent. Four is the
minimum, There may be some business in special cases at
a lower rate. But the minimum rate for collateral loans
%with correspendents is four per cent today.

Governor Seay: I call your attentlon to the fact

per cent
that Richmond is the only bank that had a 4-1/2 rate up
to sixty days in the country. We have not thought 1t
expedient to lower that rate. I am quite sure we could
have gotten half a million or maybe a million more paper
from tig '?anks at a somewhat lower rate, possibly four;
but we did ﬁot feel that the banks that were borrowing
from us were entitled to that rate. They never had been
heretofore, a great many of them, and we did not desire
to encourage it.

The Cheirman: In our district we would have to
reduce our rates te a level that would compare with the
rétes which the banks are allowing on their deposit ac-
counts today in order to induce them to discount notes.
They are all over in their reserves,

Governor Aiken: That would be the situation with us ,
Governor Strong. I was down in Maine Saturday night
end the president of one of the Maine banks told me that he
had borrowed money at three per cent of his correspondent
Just a little while before, If we reduced our rate to
three per cent I think it weuld be more thaen met by some of

eur local banks. The demand for money is very slack and
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they are glad to get their money oui at almost any prics.

~If we lower sur rate it wWill simply mean that we will push

dewn the rates for the other banks.

Governor Fancher: That is Prectically our situatioun
at Cleveland. We dlscussed the matter of lowering the
rate and what bearing it would have on bringing mare paper
to us, We have been advised by the larger banks that
their country bank clientelle would meet any rate we would
name and we thought that we probably would not get any mere
business and might be charged with bearing rates threughout
the district,

Governor Van Zandt: In Dallas we thought we would
have as much chance if we made our rate five per cent for

81xty days instead of foupr——-

Governor Seays: (Interrupting) ihat induced youte

make it feur? Yeu hagd never been accustomed to it before?

Governor Van Zandt: A few of our directors thought
that the object of the Federal Reserve Bank wasg to lower
rates of interest to the member banks.

Governor Wold: Did they lower the rate without the
recommendation of the Governor?

Gsvernor Van Zandt: They discussed it at every meet-
ing. We have had the same rate since February, We have
net changed our rate at all.

Governor VWold: Lo your directors make the rate or
a committee?

Governor Van Zandt: The directers,

G2verner Wold: In the ninth district ocur rates still
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have the distinction of being the highest.

Governor Leay? Deyond sixty days?

Governor Wold: Yes., Five per cent for ninety days
and five per cent for six months. The Twin City banks
are carrying fifty per cent reserve. If we make the rate
feur and a half per cent it would not produce any discount-
ing, but would simply give customers an opportunity to de-
mand & lower rate in getting their regular accommodations,
and we do not believe that is the purpose for which the
bank was organized. Those who are rediscounting paper that
draws a high of intercst can well afford to pay five per
cent for ninety days. I would like to make inquiry as
te when @ates made by the other banks g0 into effect. What
is your policy in New York, Gevernor Strong?

The Chairman: In New York we have a meeting of the
directors, ordinarily every Wednesday, although this sum-
mer we probably will have it every other Wednesday. It
has been some time since any change was made, but when any
change is made in rates, that information is conveyed te
the Federal Reserve Board immediately after the meeting by

telephone ortelegraph, and the Board, as a rule, sends us

an immediate reply, iie then send a card to the member

banks advising of the change in rate,

Governor Wold: What has been the custoem with your
institution, Governor McDougal?

Governor McDougal: The custem here is to determine

the rate and communicate the fact te the beard; to await
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their approval before we send the notice te the member
banks.

Governor Wold: Perhaps we have been wrong. Ve
have felt all along that the banks themselves should
make these rates, and 1t should stand. If the Beard

disapproves of it then it is not in effect. The last time

we changed the rate they wired an approval to us and asked

us when it went inte effect. We told them three days
before.

Governor Aiken: What was their answer to that?

Governor Wold: They advised us te hold up the rate
and not put it into effect until they had confirmed 1it.

Governor Seay: I do not think any of the banks that
are borrowing from us could obtain from any of their cor-
respondents, from whom they have been accustomed to borrow,
as low a rate as we are granting them.

The Chairman: I think that is a fair statement as
far as I understand their relations with their correspond-
ents 1n that sectifOn,

Governor Seay: I think up te the present time we have
had suffiecient justification for the rates we have fixed.
You know, it has not prevented the banks from discounting
with us. They are doing it just as freely as ever,

We do not want te appear to be isolated in eur view
or opinion at all, but we just came to the conclusion that
that was a falr and equitable rate for our district. We
did not want to disturb the rates that had prevailed there-

tofere in our district. We thought the thing had better
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be approached gradually, if at all, and we have steadily
maintained the rate.

The Chairman: Is 1t not a fact that the reserve
banks, in determining their policy about rates, must take
into consideration--- I do not mean each bank alone, but
all of them together--- the situation in the country as a
whole? The report of the Comptroller of the Currency of
March 4, reporting condition of member banks, on March 4

showed a surplus reserve in the hands of all of the national

banks of $734,000,000.

Governor Seay: That is rechoning as the Comptroller
reckons.

The Chairman: That is cash reserve and redeposit
reserve both.

Governor Seay: The Comptroller reckons the surplus
reserve of the country upen a different principle from that
reckoned by Comptrollers heretofore, I notice he takes
the total deposit of surplus reserve, as reckoned by law,
but he counts as surplus reserve the due from banks. It
never has been counted before in this country as he counts
it.

Governor Van Zandt: Does that represent your float?

The Chairman: On the other hand he is basing his
calculation now upon the elimination of the deduction
from grocss deposit certdin items that have heretofere been
deducted; that is, notes of ot her national banks.

Governor Seay: He counts as legal reserve the excess

above the amount that the banks are allowed to keep in the
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hands of their reserve agents. He counts that as legal
reserve, That has never been counted that way before,

(Informal discussion followed.)

The Chairman: I was getting to the point that the
report of the Comptroller discloses a condition that has
never existed in this omuntry before, namely, that the re-
serves of cash in excess of what the law requires, and the
balances carried with the reserve agents in excess of what
the lew requires, today amount to ever $700,000,000.

Gevernor Seay: That is due to the reduced require-
ment of reserve—--

The Chairman: That is a conditien---

Governor Weld: (Interposing) 480,000,000 of that

18 due to the fact that the reserve requirements are that
much less.

The Chairman: Thet 1s the psychology of it. The
banks came to regard that as free balance, as a usable fund;
that is, the national banks alene. The state banks of
the country have resources somewhat larger than all the
nationzl banks and they are laboring under the difficulty
of an enormous surplus reserve. Taking it all together it
may, and probably does, exceed 12 or 13 hundred miliien
dsllars

Governor McCord: I belleve each reserve district
has reported, except the sixth. We believe that o p
rates are just about right, considering the conditions of
the country. There 1s a hesitation or halt in the busi-

ness world that hes piled up meney in the banks which weuld
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be used if cenditions were cifferent. We raised our rate
te 4-1/8 per cent and some of our strongest banks took
down their leans and aid not discount any more. When we
placed the rate back to four per cent for 60 days and 4-1/2
per cent for ninety days, and five per cent beyond, we
began to get back some of the strong business.

governor Alken: I will ask, as a matter of informa-
tion to me, from Governor MeCord, if those banks-~- his best
banks~-~ were able te liquidate and pay down when he put
his rate at 4—1/2 per cent, and there was a plethora of money
in his dis trict, what object there was in the Federal Re-
serve Bank of Atlanta putting 1ts rate back to 4 per cent?

Governor McCord: I will answer that. There were
some banks that were fortunately situated with regard to
the sale of cotton. Cotton was belng sold in the spring
of the year instead of the fall. There was no sale for
cotton in the fall of the year., A good deal of it was
o ld in the spring. Some of those banks had foreced col-
lections and got themselves in pretty good shape, whereas
others were aidl ng thelr customers in taking care of the
cotton, naval stores and other products; and we felt that
if we could be of service to them at the same rates that
they could get money elscwhere, and if they were getting
it elsewhere at four per cent for 60 days, that it would
be satisfactory to us to meke the dlscount.

I have just had compiled a statement as of May 1, shew~

ing the borrewings of my member banks of that date, which

Al ey shews $12,000,000 for the district. We had at that time
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$4,800,000 of it, which was 40 per cent of the amount of
borrowlngs of the district.

If We had raised our rate te 4—1/2 per cent we weuld have
lost an element that we wanted t0 retain and whose friend~
ship we wanted and whose business we wanted, ana we would
have had to tie to uc an element that could not get money
any cheaper any here else.

The average rate of discount with us on the first of
May was 4.5 per cent of all paper including cattle loans
and farm loans and other paper. That gave us a rate of

4.5 per cent, Our leans are running off. They were about

$5,800,000 when we met in Washington in March.

We reduced our rate to 4 per cent pretty soon there-
after, and they have run off to $4,133,000--- which was the
lowest amount--- and they are back now to 44,300,000,

The Chairman: The reason this item was put on the
program was to ascertailn whether the officers of these
Federal Reserve Banks felt that the situation in the
country as a whole, with its enormous excess reserve, would
Justify us in making a general recommendation as to policy
te the Federal Reserve Board in regard to rates.

Governor McCord: We have no recommendatien tu make.
We are satisfied that we are about on an even keel and ought
to stay there,

Governor Seay: The condition I have in mind is this,
Mr. Chairman. It is easy for banks to borrow now. If we
maintained the rate above the rate at which certain welle

managed banks can berrew, it is ne hardship upon them; they




can get all the money they want.

If we reduce eur rate, however, it will have a tendency

of encouraging banks to borrow to excess and we will be giv-
ing those banks a lower rate than they are, in my judgment,
entitled te, speaking with respect to their own cendition.
Governor Wold: If I may, I would like to read some-
thing here from the Wall Street Journal, which { got the
other day. It had been my thought that these banks were
not organized for the purpose of competing with member
banks whose reserve they were carrying, and therefore it
was not necessary to quote a raue, and we ought never to
quote a rate to compete with them; that the rate should be
a little higher, This paragraph which I will read sets
forth my thoughts so much better than I could state them
4myself that I will, withyour permission, read it to you.
"It has not, however, been the policy of the bank te
force its funds into use at a time when hugh excess re-
serves are held by the banks throughout the ceuntry, Had
the reserve banks bcen in operation a few years, and accu-
mulated a considerable loan and investment account their
poliey under present conditions should be to withdraw funds
from the money market for the purpose of correcting undue
ease of money rates, which is only too frequently accom-
panied by unsound expansion and speculation. In fact,
the policy of the reserve banks in using their funds should
be influenced by the desire to stabilize rates rather than
te employ their funds at any rate, for the sole purpose of

earning dividends, without regard to the effect of such a
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poliey.”
Governor Seay: Do you know the author of that article?
Governor Wpld: That is an exceppt from a speech made
by Governor Strong in New Jersey.

Governor Seay: Under similar conditions, from a

different point of view, that has been what has governed

us “nd we have even maintained our rates at higher than
those of the other Reserve Banks under thoce conditions,

and that has not operated a hardship. We believe the banks
are getting the rate to which they are entitled. Other
banks who are entitled to a lower rate can get it without
any difficulty outside.

Governor Fancher: we are dlscounting for some gmall
wheat banks. “e do not believe their balances have war-
ranted four per cent money. I think they have had as
lav a rate when they were borrowing from their correspond-
ents as ve are making today.

The Chairman: I do not think there are any banks in
our district, as disclosed in the copies of the report to
the Comptroller, that are borrowing any money from their
correspondents in New York City, Philadelphia, Albany
or anywhere else at less than four per cent interest,

Governor Van Zandt: I do not know of any banks
in our district--- I have not learned of any at least—--
who are borrowing at less than six Pe€r cent, with
probably one or twe exXceptions.

Governor Lowry: Our policy in the twelfth district

has been to place our rate slightly above the market rate
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for the best cemmercial paper. We have not onsidered
80 much the rate at which these member banks could borrow
elsewhere, as we have considered the market rate for Pure
chasing paper. Ve have attemptcd to keep our rate a lite-
tle above that, As a matter of fact, however, we are not
getting that kind of paper rediscounted, The kind of paper
that we get is paper on which the member bank cellects any-
where from six te 12 pcr cent pcr annume

Governor MeCeord: In our district we did not feel
justified in raising the rate beyond what it is at the
present time, especially when the leading wholesale houses
of eur prominent cities can get their money from brokers
at 3-1/4 end 3-1/2 per cent.

Gevernor McDougal: You are loaning money, I presume,
very largely to the small banks?

Gevernor McCord: No; we loan some te group 1 banks
and greups 2 and 3---

Gevernor McDougal: I know, but a large percentage
of it is8 to the smaller banks,

Gevernor MceCord: No; the proporti on is very nicely

and evenly dividcd,

Governor McDougal: yiet Are yeur member banks charg-

ing their cus{omers on money which you loan them?

Gevernor McCord: Siz per cent. That 18 the group 1
banks.

Governor Wold: May I ask what the ordinary rate paid
by the country banks on depesits 1s9?

Governer McCerd: De you mean where they pay interest
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on deposits?
Governor Wold: Yes; say six months,
Governor MeCord: Four per cent.
Governor Wold: Yon't they pay more than that?

Governor MeCord! No sirj; about four per cent.

Governor Wold: bon't they pay five per cent?

Governor McCord: No; that would be s rare case.

Governor Seay: we consider it quite remarkable that
we have not been called upon te defend a 4-1/2 per cent
rate.

Governor McCord: We have been called on to defend
a four per cent rate. %e were losing the business and
the friendship of our customers. We saw it was out of
line and we vwent to four per cent. It has been very
satisfactory. It has not brought in any vaper, as our
statement shows. We have gone down in volume.

Governor Wold: Is it not much cheaper for them to
take money from yeu than it is to take deposits at four
per cent. They don't carry any reserve on their redis-
counting and they have to carry a reserve on deposits.

Governor MecCord: We do not care anything about that.
We want to serve the general publie,

Governor Wold: But that does not answer the ques-
tion. If they carry a reserve en their four per cent de-
posits does 1t not cost them more on the deposits than it
does to rediscount.

Governor MeCord: They only carry five per cent re-

SErves.,
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Governor Wwold: The reports of the Comptroller of

the Currency do not indicate that they are carrying a
five per cent reserve~-=-

Governor McCord: (Interrupting) They do show five
per cent reserve on it in their statements to us.

The Chairman: The real question is not what rates
are in existence, but rather one of future policy, is it
not?%

Governor McCord: The Jjudgment of our executive come
mittee was that 1t was our duty to the colmmunity, under the
present conditions, to carry a four per cent rate for sixty
days. They believed that that would be a just and fair
rate,

The Chairman: I guessthat is what the New York banks
are charging the banks in that district today.

Governor MeCord: There are wholesale houses in my

city that are selling their paper in the open market in

New York at 3 to 3-1/4 per cent,

Governor Seay: I have spoken with regard to it as
many times as I have rather with a view to finding out
whether I was wrong than trying to prove that I was right.
I would judge from the course of our operations that we
have done approximately the right thing, perhaps.

The Chairman: Under present conditions it hardly
seems as though it 1is possible to make a rate of four or
four snd a half per cent, Are the reserve banks now
in a position te safely make any further reduction in rates?

Won't the consequences of further reduction simply be a
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general reduction of interest rates, without any bygsiness
to speak of to the reserve banks generally? Here are seven
or eight hundred millions of reserves unused in the hands
of the member banks that are being held awaiting use. The
banks are not willing to put the money out at the rates
that they can get; it 1is unprofiteble for them te do 8o,
and 1f the federal rcserve banks reduce the rates below
their pres:nt levels, are they not going to reduce the rates
on existing loans and force the surplus into use in order
that the banks may earn thelr expenses and dividends?

Governor McCord: Speaking for the sixth district,
we have no disposition to decrease rates at the prescnt

time.

Governor Seay: The evils attendant upon too low a

rote are greatcr than those attendant upon too high a
rate.

Governor Alken: This 1s an expression of opinilen
as a basis for the formulation of a recommendation to the
Federal Reserve Doard.

The Chalrman: It is & @ estion in my mind whether
or net we would be justified in indicating the nececssity
of action at this time due to a desire to make money or
of earning interest and other cxpenses and dividends, and
just mark down the rates regardless of consequences. That
is what I am afraid ef persenally and what I think is the
great danger to this country today.

Geverner McDougal: Ve you feel there is danger of

the Board doing that?
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The Chairman: Ne, the Board will not act ef its
own motion, outright, in making the rates lewer. That
the board might be inclined te do would be to meet the
desire of any of the reserve banks to cut rates at a time
when it involves great danger to thls country.

Governor McDougal: That matter was up for discus-
gion with a member of the Board and the conclusion was reach-
ed that our present rates should not be disturbed. Wie are
leaning money now to member banks at a four per cent rate,
a lower rate than the member banks in this district ever
have been able to borrow from their correspendents before.
It was the opinion of the Board that we would be wrong te
accept a lower rate even if it was offered us. Moreover,
we are loaming quite as much at four per cent as we would
be if we had put it at 3 or 3-1/2 per cent.

Governor Alken: Governor McDougal reflects the
feeling in our district, I am very sure, Mr. Chairman; he
certainly reflects my own personal feellngs very strongly.

Governor McCord: It is the concensus of opinion that
about four per cent for 60 days is about the correct level
for present conditiens.

Gor ernor Alken: In the first district.

Governor McCord: And in the sixth and seventh.

Governor MeDougal: 1 was speaking for eur district,.

Governor McCerd: Then there 1s the first, sixth and
seventh.
The Chairman: I think that is the feeling in New

Yerk at present,
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Governor Seayt I do not feel at the present time
there ought to be such a thing as a uniform rate over the
country.

Gevernor McCord: Governor Seay, I can see where

you are probably justified in maintaining a 4-1/2 per

cent rate. You have the cotton mill induystry to take care
of and that takes a good deal of money. To put a cheap
rate in that particular locality would affect conditiens.
You border on our district and I have observed that. We
are not loaning any cotton mill money because our people
are able to get the money at o cheaper rate than we name,

The Chairman:  Certainly if a lower rate than four
per cent were justified it would be in Bosten, Chicago,
Philadelphla and New York to-day. The DBoard has shown
no disposition to reduce the rate below feur per cent.
Whether you would feel disposed to convey any impressl on
of your views tG the Board or not, that is a matter entirely
in yeur hands, I do net want te suggest that or urge 1t.
But it is a good plan for us to discuss thc rates when we
get together. Decidcdly the discussion we have had 18
enough for our own guidance or our own understanding of
what the policy of the other banks will be,

Governor MecCord: I will say thiss I think the dis-
counts in the sixth district will materiaslly increase in
the months of July, August and September, by natural con=-
ditiens, but they will be of a self-liquidating nature,
paper that will mature October 1 and be pald October 1,

unless their crops are stopped from belng marketed.
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Governor Wold: Supposec they don't get any crops?
Governor MeCord: They will get a crop all right.

They have got a crop.

The Chairman: What is your pleasure about this sub-

Ject, gentlemen? The discussion that has been had 1s suf-
ficient to record the views of the members present. Lo
you care to mske any recommendation?

governor Alken: I move that the Federal keserve
Board be advised that the matter was under discussion at
this meeting and the concensus of opinion was that in view
¢f the large excess reserves throughout the country at the
present time it did not seem to us expedient to generally
reduce the discount rates of the Federal Reserve banks
at present.

The Chairman: Is there a second to that motion?

Governor MeDeugal: I will second that motion,

The Chalirman Is there any further discussion?

(There was ne further discussion and the motion
was duly put and carried,)

Govcrnor McCord: Mr, Chairman, I believe there should
be s maximum and minimum rate for discounting by Federal
Reserve Banks; a minimum where the bank is perfectly wil-
ling to teke 1t, and a maximum where it is compulsory. I
was8 wiped out on this preposition at the March meeting,
and governed myself accordingly. Nevertheless I think
that is the correct view to take of it: That if I see
fit on account ef busincss cenditions te move the products

of our section and you other banks have money that you are
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willing te name us a reasonable rate on on discount we
should teke advantage of it. There eught te be some lea~
wey in the matter, I think the compulsory rate should
be a higher rate, The compulsory rate really ought. te be
the governing rate of discount at home,

Nevertheless, it does not make any difference to us.
We will travel along in eur way. We have been able to de
it so far and I guess we will continue.

Governor Van Zandt: I think some minimum rate should
be established for rediscounting with other federal reserve
banks. I am looking forward to doing some of that business
myself, I really do not believe it is right that we
ehould put out sixty day paper without endorsement on it
and get the same rate of interest that we recelve, and be
put to all the expense of examining the paper and making
the loan, Yet on the rates promulgated by the Federal
Reserve Board that is what we have to do. Our sixty day
paper 1s four per cent and the sixty day rediscount with
ether Federal “eserve Banks is feur per cent.

Gov ernor Wold: You are neot required to do it.

Governor Aiken: When the demand f¢r accommodation

is sufficiently great in the Dallas District they can

properly put up the rate——-

Governor McCord: (Interrupting) No sir. The
business would go somewhere else.

Governor MeDougals A bank which found 1itself
appreaching the time when it had to rediscount, then is

the time te put en the brakes and put up the rate to five
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Governor Viold: They should put the rate up before
that.

Governor WMcCord: I am speaking of a crop moving
condition, I Just simply mentioned the matter. I am not
particular about it. I will withdraw it.

Governor Van Zandt: My idea im stating that was this:
Ve have had an offer from one brokerage firm for all or
any part of our rediscounts at 2-1/4 per cent. Why should
we be compelled to go to snother Federal “eserve Bank at
4 per cent when we can get a 2-1/4 per cent rate on it%? 1t
looks like to was a little bit unreasojable to me.

Governor Alken: Will the *federal *ecerve Eoard peErr-

mit a Fedcral *eserve Bank to sell 1its paper to a broker?

Governor Van Zandt: I don't know. Of course it is
previded for in the Federal LHeserve Acte

Governor McDougal: It would seem hardly right for
a Federal Keserve Bank to ask its neighboring reserve bank
to rediscount for them at a rate materially lower than
the raté at which the lending bank would be putting money
out to iis own member banks, It seems to me that if we
are rediscounting for Dallas, Atlanta, or any other reserve
5ank that we should at least have our minimum rate. 3
believe our menber banks would object to out putting their
money out in that way.

Governor Seay: It seems wuite plain to me, Governor
lel.ougal=== snd + speak in view of the possiblility of being
a bank that might be placed in that position, although I

de not anticipate or contemplate it--- that that would be

/
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the time to raise the rate so that the rate of the bank
applying for the discount weuld be higher than the bank
te which it applies, I imagine the bank granting the re-
discount tm the other bank would grant it at ite lowest rate
for that class ef paper.

Would that be your idea?

Governor McDougal:; We certainly think a bank that
is appreaching a time when it would be necesscary to redis-
count ought te put its rates up good and strong. Naturally,

under those circumstances, that weuld be a higher rate than

the rate which we would have for accommodation,

Governor Scay: I think that is a reasonable and
sound pesition and I quite agree with 1it.

Governor McCord: The business will ge somewhere else
1f the bank will not ~w-

Gevernor Scay (Interrupting): Ought it not to ge
ssemewhere else?

Governor Wold: The bank 1s doing all the business
it can.

Gov ernor McDougal: The banks ought te be taught,

I velieve, or given to understand, that the Federal Reserve
Banks are secondary places to come for assistance rather
than first places, under some clrcumstances.

The Chairman: This topic is not on the program, but
it is an important one, Governor McCord raised the ques-
tien.

Governor MeCvrd: I pessibly have precipitated a dis~

cussion of toe great length and I therefore wlsh to with-
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The Chairmant I think this meeting ought to be of
a character such that any subject which any @overnor wants
to bring up can be discussed.

But the real question is what 1f any. action, in the
way of a report, should be made t0 wind up the cdiscussien
in a business like fashion. lkhat do you suggest? Have
you areccommendation that you would llke to submit?

Governor McCord: None whatever, This question was
threshed out at the March meeting and I simply brought it
up today. You gentlemen still seem to be agreed upen
it and we will lct it rest.

Governor Seay: I was at first of the opinion that a
Federal Reserve Banks that offered its paper to another
Federal Reserve Bank for rediscount might be entitled te
something for the vdue of its endorsement. I have since
changed that opinion and I believe that when the time ap-
proaches for a federal rcserve bank to apply for7rediscount
that it should ralse its rates,.

Governor MecCord: e would not increase our rates
when the other Federal Reserve Banks were holding their

rates down, We might ask for rediscounts, and unda the

present si tuation before me, we would pay you your minimum

rate that you were charging, because we would get the gold
and we could utilize it for moving our crops; and the amount
of the loan we got from you we would lean at the some rate.
We would take care of conditions in our district and make
some.profit off the 60 per cent of surplus that we have ad~-

vanced the gold against. We would not under any circum-
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stances ralse our rates beyond that charged by the other
Federal Reserve Banks.

Governor Seay: A8 a matter of abstract principle,
Governor McCerd; why would you not be governed in your ac-
tion as a Federal Resefve Bank by the same principle that
would govern you if you were bac¢k to your old member bank-
ship, and be governed by the demand?

Governor McCosd: In the last analysis it would be

detrimental te the member banks in our district to deo any

berrowing except at the crop moving period, and that would

increase the rate on thes e banks in the epen market, e
have got mae than one class of business to serve, and the
interest of thes e banks is just as much to us as other-
wise,

The Chairman: Governor McCord, yeu are thinking
of the banks in your district, and I think you have got to
censider--- in fact I think we all have got tq consider;no
what 1s the real spirit of this reserve act. It did ineé
tend to break up the inter bank relations that exist between
the banks in the central reserve cities and their corres-
pendents, but it did net intend to do it in six months y ~=

G overnor McCord: (Interrupting) It does expect to
de 1it,

Governor Strong: Let me finish, please.

Gor ernor MeCord: Certainly, Mr, Chairman.

The Chairman: The Federal “eserve Act L
provides that the country banks are going to withdraw their

balances which count as reserves from the reserve and ge.usral
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reserve clties over a period of three years,

Now, yeur proposition, carried to its last analysis,
means that while the withdrawal of reserve balances is to
be accomplished in three years, in six months you are
going to deprive those banks in the reserve and central
reserve citles of the value of their customers as borrow-
ers and have the reserve bank of Atlanta de the lending to
those banks in another district nnd take that business away
frem their correspondents.

Ibelieve 1t is the intention of the act that ultimately +that
should be d ne, but I do not believe it is intended that
it should be done in six months. When you think of
the interest of your customer-banks in your district, and
that this means that ultimately in three years yeu will not
be able te lend them money just as cheaply as possible,
compared with the level of rates in other districts--- you

will
overlook the fact that this Federal Reserve Act hawe dug

%300,000,000 of deposits out of the New York banks in three

years, It is unfalr and improper to impose upon those
bgmks at a time of easy money, the withdrawal of the
business of their good custome rs which they have taken
care of for years, because the Federal Reserve Banks want
to pay dividends in six months or in a year.

I have stated that very plainly and without any real
feeling at all, because that would be the effect of your
pollicy and it is a mistake; there is no question about
it.

Governor McCord: I beg leave to differ with you as

te the purpose we have. Wwe have not the purpese to cause
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the withdruwal of business from the centers at all. We
have not the dispositien to make dividends under those
conditiens, But we have twl classes of Pankers to serve.
When I tell you © me things that happen then probably you
will see why we take the position we do.

When we raised the rate to 4-1/2 per @ent the rate was

raised on some good, strong, steady banks in our immediate

territory a corresponding amount and was net raised in
other districts, Naturally it would be raised on our
Class 1 banks if they were borrowing. Therefore our com-
mittee felt that we should stand on the same basis as other
reserve banks and do just as much business as our funds
would justify us in doing and then stop and do no more,
unless it was simply to move the crops, in which event we
would probably rediscount to the memberpr benks, if you gen-
tlemen sa®e fit to do it, and if you don't, we will just
81t down and wait for the opportunity=--

Governer Wold: Lo the banks in your district, in
the country--- and I do not mean for you to pick out iso-
lated cases--- but @ the banks generally lban money to
their customers over. the counter at any whege near the rate
that the banks in New England make loans to their custem-
ers?

Governor McCord: I do not know what they de in the
New Ingland States, but I know that the basnks in my dis-
trict with a capital of {500,000 te {1,000,000 are loaning

to their customers at six per cent.
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governor Wold: What de the banks charge with a $50,000
capital?

Governor McCord: Seven and eight per cent.

Governor liold: The rates at which the Federal Reserve
banks ban ought to have some bearing on the rates at which
we rediscount. I do not believe that the Federal “eserve
Banks are going to level the interest rates all over the
country.

The Chairman: They will in a few years, or come
pretty close to it, but 1 do not think they ought to do it
over night regardlcss of the consequences in other sections
of the country.

Governor Wold: You create inflation if you effer money
at a rate so much lower than the banks themselves are

loaning it at, and when the three year read justment peried

comes around, and the crisis comes, we are going te have

a splendid opportunity to lend money.

Governor Seay: I de not believe thet it is logical
for uniformity of rates te be brought abeut through the
{ nstrumentality of the Federal Rkeserve Banks. A Federal
Reserve Bank in a district where funds are scarce has te
araw ite fund from other-dlstrict where funds are mere
plentiful. ' I de net belleve it is logical or fair that
the rétes should be made uniform by that proceses I am
arguing somewhat against my ewn district, but am arguing
frem a purely logical standpoint.

Governor McCord: - I agree with that., I believe you
are correct in your views; but I do net believe it is nedes-

sary for the sixth district to raise its rates in 4 crop
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moving peried in order to send the business somewhere else.

Governor Fancher: It seems to me you have all the
business you can take care of when you have loaned yeur
resources,

The Chairman: I think you have got the cart before
the horse, Frankly this business has been done by New
York and Chicagoe for years, It has been done at fair
rates, and New York, Chicago, Philadelphia and other banks
have held these reserve deposits for years. The act pre-
vides that in a period of three years that relationship
must be broken up. Here, in a perlod of great ease pf
money, when a crop moving season comes along, the question
is shall they relinquish the only prefitable feature of

the business that exists today in order thet the Federal

Reserve Bank of Atlanta may take it frem them, and then,

by George, have that bank come up to New York and borrow
their money from the Federal #eserve Bank of New Yorke--
thelr Oown money~-~- and they do not benefit by it at all. It
leoks te me a8 though it was a very unjust view and an un-
just development in the scheme of thne Federal &eserve plan
to happen orer hight at thic season of easy money.

Governor Alken: I would like te ask Governor Mc-
Cord 1f they have not, in the past, always raised their
rates 1n a crep moving peried down there?

Governor McCord: Because New York raised them on us.
The rates te the custemers have not been raised. The
rates were malntalned at six per cent when the banks in At~

lanta were paylng five and a half in New Yerk.
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Governer Fancher: It seems to me you are leoking
at the entire situation in that view because of a condition
thet might exist only in #tlanta or New Yrleans.

Governor MeCord: In Birmingham and Nashville, as
well.,

Governor Fancher: There are hundreds of small banks
of from $50,000 to $100,000 capital that, when it comes 10
crop moving time, have been accustemed te borrow their
money at six per cent in New York---

Governor McCord: They pay five per cent.

Governor Fancher: They have paid six per cent a

great many times the last few falls, and have made a profit
because they have charged eight, which is the rate down
there.

Governor McCord: 1 de not see why we should be called
on to raise our rate just in a crop moving season. e
certainly are net going to ask for any lower rate,

Governor Wold: Under what conditions ought a bank
t0 raise its rates, 1s it not supply and demand that
ghould regulate our rates? If it does not, what should
regulate it? Sentiment?

governor MeCord: No, that 1s not 1it. Supply and
d emand ought to regulate it. The trouble of it 1s the
supply and demand is not equitably distributed, because
whenever we ralse the rate the business goes away from us;
it is cheaper somewhere else.

Governor Fancher: Is not that the cIndition you wish

te reach, if you are overleatied?
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Governor MeCord: ie are not espccially wanting to do the
busliness. We will get along with what reserves we have,
Just move elong very smoothly- -
Gevernor Seay: (Interposing) You cut your pattern,
according to yeur cloth?

Governor McCord: Sure.

Governor Scay: That 1s not the spirit of the Acte--

Governor McCord: The spirit seems to be that we oujght
to raise eur rates just because there is going tQ be a de=-
mand,

Governor Seay: But if your demand exceeds your re=-
geurces--- that is the peint I am trying te get at--- and
I am trylng to get at it from the seme view you reach it,
I am not arguing against you, but em argulng---

Gevernor McCord: (Interrupting) Well, we will
stand just where we are at the present time. i1f our
customers need more money they can go somewhere else and
get 1it.

Governor Seay: You would not raise your rates, but
would just let them go?

Governor MeCerd: I do not think we will. That 18
the policy of our committee down there, unless dher people
raise their rates,

Governor Seay: You think yeur district ought te
have the advantage of as low a rate as any other district?
Governor MecCord: Under conditions that exist at

the present time; yes,

Governor Alken:  hether you have the money or net?
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Governor McCord: e have got the money. I have
analyzed the matter from more points than one. The banks
in the South have as much money on deposit in New York as
they hoave berrowed from New York---

The Chairman: (Interposing) Why do you keep it
there?

Governor McCord: 1t is simply a matter of handl ing
1t. Some have been carrying balances and borrowing—-—v

Governor Seay: (Interposing) If you take the whole
South, they have more money than they borrow; but I do
not think that that would be & principle by which to de-
cide the rate,

Governor McCord: Well, we will just work it out on
the line upon which it is moving, and let her ge.

The Chairman: after all, Governor McCord, it will
be a questien of whcther the Federal heserve Bank of At-
lanta is willing to meet the rates of the other districts,
ultimately.

Governor McCord: If the other rates are ralsed, of
ceurse we are not going to sit down and try to maintain a
rate lower than anybody else.

Governor Alken: Why should the bank in the Boston

district maintain its rates on a basis based on the condi-

tion in the Atlanta District? It would, on Gevernor Mc-
Cord's theory.

governor wold: We ought te get about 3-1/2 per cent,
because San Francisce got that---

Gevernor Lowry: (Interposing) That was more of an
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experiment than anything else, Governmor fold.

The Chairman: Governor McCord, you brought up the
question of the rediscount rates,. What disposition do
you wish to make of it?

Governor MecCord: I have asked twice to withdraw the
propositien. Please understand me. I am not withdrawing
1t because I am satisfled that yeu have whipped me in the
argument (laughter). I am sorry I brought this discussioenup
because there is ehher important bussiness te attendﬁ~ te,
and I move that we proceed with the proegram.

Governor Seay: I think it has been very edifying

and I am glad that you brought it up, for one.

Governor Aiken: I meve that we proceed with the cen~

sideration of the program,

Governor MeCord: I second that motlon.

The Cheirman: Item 9, Governor Rhoades, "(lollec-
tions: (a) Standard method of collecting notes, warrants
and acceptances; (®) Cepllection of warrants payable Qut-
sidethe district and in a city where there 1s no Federal
reserve bank."

governor Rhoades: Item (a) has already been discus-
sed sometime teday. 1 forget when.

The Chairman: No disposition was made of it,

Gevernor Rhoades: An expression of opinion I think
was8 reached.

The Chairman: Only with reference to discounted
notes, That is all we discussed,

Geverner Rhoades: I ask, for informatien, whether it
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is the sense of the Governors that notes rediscounted and
payable outside the district should be sent back te the
Federal Reserve Bank by which rediscounted, or should we
attempt to collect them through aneother Federal ieserve
Bank in whose district the place ef payment is located.
The same applies to warrants.

The Chairman: lihat do yeu suggest? Have you a

resolution te offer, Governor Rhoades?

Governor Rhoades: I should advecate a pollicy of at-

tempting to collect the items direct rather than through
the member banks at which rediscounted. In the case of
warrants I should attempt to cellect them direct through
the Federal Reserve Bank in whose district they were pay-
able.

The Chairmant And acceptances the same way?

Governoer Rhoades: Yes,

Governor Wold: Loes that apply toe purchased paper?

Governor McCeord: May I ask this question? Suppese
your member bank requested yeu to collect the item at
the peint of payment, in view of the disposition of the
other Federal Keserve Banks to ald us in that directien?
In my district I have dlsceunted some paper payable in New
York. Seme of our members say they would like to have
the paper sent forward. If yeu adopt the rule you sug-
gest here you would have t6 send it back home.

Goevernor Rheades: I advocate the policy of sending
it te the place of payment.

Governor McCord: Direct te the place of payment?

Gevernor Rhoades: Yes; or, if in another district,
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you would have t6 reute it through the Federal Kgserve
Bank.

Governor Wold: Our poliey has been, instead of
sending it to the Federal Heserve Bank, to forward direet
to the town where it is payable, provided there ic & mamber
bank there, with instructions to remit te their Federal
Reserve Bank for our account. e recently di scounted some
purchased paper for the New York Bank, payable in Chicago.
We got eastern exchange for 1it. If we had had t© send it
back te them we weuld have just been out the eastern ex-
chenge, whereas we cellected 1t ourselves through the Feder~
al Seserve Bank of Chicago and got eur eastern exchange
back.

Governor Seay: It cellected it free for yout

Governer Weld: The Federal Heserve Bank of Chicago?

Governor Seay: No, the member bank?

governor Wold: The member bank usually charges.

The Cheirman: Might it not be desireble in many
cases, where paper is payable outside the district, te send
that paper to the Federal Reserve bank of the other dise
trict?

Governor Wold s e have acted upon the suggestion
of Mr, McKay, which we thought was a far better method. It

did save one trip, The paper would go to the Chicago bank,
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for Instance, if it matured in the Chicago district, and
they had to reforward it, vhereas, 1f we sent it direct to
the First National Bank with instructions to collect from
the Federal Reserve Dank at Chicago, 1t saved one operation.

The Chairman: If it wes in some city in which a
Federal fNeserve Bank was located you would send it to the
Federal Reserve Bank?

Governor Wold: Surely,

Gevernor Seay: At the same time they subjected you
te a charge which you imposed on your member bank, when
there was one?

Governor Wold: If 1t was done where they had facil-
ities that would enable them to collect without a charge,
then we would return it te them.

Governor McCord: That has been our policy,.

Governor Seay: If yeu had pursued the other method

of sending it to the Fedcral “eserve Bank, while it would

have involved more handling, it could have been collected

without the charge.

Governor Wold: I do not agree with you. I do not
know nhether the member bank would make a collection feor
& Federal Rgserve Bank without charge. e sent one item
to Atlanta, payable in the district, and it was reforwarded
by the Atlanta Bank and a charge of one quarter of one per
cent wae made by the Federal Reserve Bank of Atlanta, and
we took no exception to it.

Governor Alken: We have had a little experience in

collecting notes. Governor McCord was good enough te col-
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lect some for us which he sent to his bank, and charged us

the rate that was charged by the collecting bank, if I re-

member right.

Governor McCord: That is correct,

Governor Alken: Governor Rhoades and 1 have col~
lected some notes for one anether. Netes that we have re-
ceived from Governor Rhoades that were payable at cities
where member banks were located we have sent forward to our
member bank and told them that 1f we received no presest
frem them on the day the note was due we would charge it
against their account. We never had a word from a single
bank and charged the notes up without any collection charge
or anything of the sort. ©“ome of these gentlemen from
the West expressed surprise at that method of treatment.,

The Chairman: Governor Rheades, was yeur statement
en this matter intended as a resolution?

Governor Rhoades: As an expression of opinion, yes.

The Chairman: Is that motion seconded?

Governor Wiold: I will sccond it.

Governor McDougal: May we have the motion read?

The Chairman: The reporter will read the motion,

(The Reporter read as follows:)

"Governor Rhoades: I should advocate a policy of
attempting to collect items direct rather than through mem-
ber banks at which rediscounted, and in the case of war-
rants I should attempt te collect them direct through the
Federal Keserve Bank in whese distrlict they are payable."

~Governor Seay: I would like te say that I would net
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expect to govern myself by that at the present time. I
agree that on general principles it is Sound banking.

The Chairman: That would alse apply to acceptances,
I understand, Governor Rhoades?

Governor Rhoades: Yes.

The Chairman: Governor Rhoades' motion has been
seconded.

Governor Seay: If we should pass such a resolutien
what effect would 1t be expected te have?

The Chairman: It would be a tender of services of
a federal reserve bank to every other federal reserve
bank for collection purboses of its items, warrants and ac-
ceptances, I do not think it would be any mere than that,

Governor Seays I would say that we would be more
than happy to place our collection facilities at the ser=
vice of any of the Federal “eserve Banks, but we would not

expect to send the paper that we rediscount for other

member banks directly. I think I should pursue the pre-

sent policy of sendlng it to the bank by which discounted.
If any other bank desires to collect through us we will
be more than glad to do all the ¢collecting we can for
t hem.

The Chairman: I think you have misunderstood item
(a). We have three classes of paper to deal with. The
first class 1s notes discounted for member banks; the second
i1s municipal warrants purchased, and the third acceptances
purchased in the open market, The three classes are

covered in this resolutien.
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I understand Governor Rhoades' resolution to mean
that as to notes discounted for member banks they should
be collected direct when paysble within the District; and
where payable outside the district the other Federal Re~
serve Banks should be used for the service where the ser-
vice is satisfactory for collecting those notes; that
where warrants and accepted drafts are payable ocutside the
district they also might be scnt te the Yederal ‘eserve
bank for cellcctien.

governor Seay: As to sending to the banks within the
district where payable, we do not pursue that pelicy at
present, We send it back to the bank for which discountéd.
I expected to centinue that practice. 1 do not under-
stand that Governor Rhoades &ntends to suggest any general
modification of the policy which was adopted at the first
conference held, which was for the purpose of protecting
the member banks in the matter of endorsements on paper,

Governor Wold: Our policy has been to make those col-
lestions when the note was payable at some other point than
at the place where the bank rediscounting it was located.

Governor Seay:$ Just se.

Governor Wold: lihen paper is payable under those
conditions you send it back to the bank?

Governor Scay: We send it back when it 1s collect=
able in the district or anyvwhere else at this time.

Governor Fancher: That ic our policy, if the bank

desires it; iffthey wish it we meke an attempt to collect

it.
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G o vernor Seay: I am satisfled that that is the
wish of our banks; the banks that pay the collection
charges, I believe wnen weopen up the intrastate clear-
ing we will perhaps adopt some cther method, but unctil then
L think 1t 1s espedient to follew the method with which
we started,

Governocr Ajken: I am coming to the conclusion that
we are in gross ignorance in our district in regard te
ccllecetion charges.,

Gov ernor McDougals I believe the whole matter can
be left to the discretion of each bank. We are collect-
ing items that we discount for member banks directly
through them, and 1t works very nicely.

Governor Rhoades: I would withdraw the motion and
ask for iInformation as to whether it would be agreeable
to the other Federal Recerve Banks for us to send items

payable in their districts?

Governor McDougal: Speaking for Chicage, we weould

be very glad to smve any of the banks in any way we cah in
the matter of collecting.
Governor Seay: Richmond has offeredher services,
Governor McCord: Atlanta has done the same thing.
The Chairman: Will you offer a motion, Governor
Rhoades?
Governor Rhoades: I will ask ywu to state it,
Mr. Chairman.
Thé Chairman: Governor Rhoades offers a resolution
to the effect that Federal heserve banks will be respect-

lvely expected to extend their collection facilities to
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ether Federal iteserve Banks in collecting items payable
within their districts,

Has Governor Rhoades a seecond to that motion?

Governor McDougal: I will second that motion.

The Chairman: Is there any further discussion?

(There was no discussion and the motion was duly
put and carried,)

Governor McCord: It will be pretty difficult to do
that; but 1if you were to happen to send me an item cown
there where we have not a rate and where therc is no bank
that is willing to accept, I might have the unpleasant
duty of returning the item.

The Chairman: There is a very slight chance of that
heppening, Governor,

Governor Aiken: In connection with the collection
of acceptances I have noticed that some acceptances have
come forward fop collection without endorsement. It seems
to me that the banks should endorse the items sent for-
ward for collecstien.

The Chairman: Who 1s guilty there~==- New York?

Governor Aiken: I can see no reason why the bank
should not endorse it so that the title should appear right
on' the paper sent fop collectien,

The Chairman: In that connectien I think I will
ask lir, Cyrtis te make a statement as to one item that we
have on our program under the heading of 12 (4). That

ltem was put on the program at my suggestien in opder that
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Mr. Curtis might report to this meeting the result of an
investigation he has made a8 to the previsions and the
effect of the provisions of the negotiable instrument Act
that has been adopted by most of the states,

Mr., Curtis, would you mind reporting the rcsult of
your inquiry into that matter.

Mr., Curtis: I looked up thelaw on the que stion of
the effect of an endorsement on an acceptance, or, rather,
the effect of accepting an endorsed bill of exchange. I
found that the si tuation at the common law is that the writ-
ing of an acceptance across the face of a bill does not
have any effect in the way of guaranteeing the endorsement ,
and that so far as the negotiable instrument lav 1s concern-~
ed that has not been altered, So thet we felt somewhat
perturbed about taking acceptances even of well-known bank-
ing institutions where we were not famillar with the endorse-
ments, because we had no guarantee of title, or of the fact
that that endorsement was not a forged endorsement, Sowe
suggested te a good many of the accepting banks that they
elther also endorse under the last endersement or else put
on a statement that the prior endorsement was guaranteed,
It has nothing te do with the acceptance itself, and an

acceptance has nothing to de with the endorsement, The

rule under the negotiable instrument law is that the accept-

or warrants that the drawer of the bill was a real person
and that it is his signature, but if the drawer of the bill
makes it payable to his own order and then endorses it, the

acceptor does net warrant that the endorsement is cofrect,
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even though it is the same person who drew the billl.
His warranties under the law are confined to the face of
the bill.

So I think the practice has been since that time not
to take anything without either an endorsement by the accept-
or of some sort--- is not that true?

The Chailrman: Yes., As I understand the common
law rule, the vendor of the bill is responsible for the
competency and the correctness and genuineness of all
prior endorsements on the billj and if we buy a bill, fer
instance, from a member bank, whether that member bank en-
dorsed it or not, the member bank 18 responsible as to
the genuineness and competency of all endorsements that ap-
pear on that bill at the time the member bank made the sale.
On the other hand, 1if we simply buy through a broker of
no responsibility, who possibly is acting for the vendor
and receives a small commiséion for his services, we have

no protection whatever as to the genulneness or competency

of any endorsement on the bill. That same thing would

be true of a promissory note which you pur-
¢hase from a broker,

So we have adopted the policy, as Mr. Lurtis states,
of requiring either unrestricted endorsements or guaranteed
endorsement by banks, generally the bank that accepted in
each instance, or in some cases by vendors of the bills,
that we consider thoroughly responsible; and it may be=-w
I did not know it, Governor Alken--~ that in certain bills

which were held for account of other banks than ours fer
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collection that endorsements have been put on the bills.

That is in our case quite an unnecessary precaution, be-
cause e have observed every precaution in purchasing those
bills, We have turned down bills that have been offered
to us by brokers of whose responsibility we were uncer-
taein, where there are prior endorsements on the bille that
he knew nothing whatever about, and at the time we wepre
buying those bills we sent a circular to the reserve banks
for which we were acting stating that in each instance they
avary
keep a Vvery accurate record of i . . endorsement that was

on the bill.

Let us muppose, for instance, that we bought some

bills from the Guarantee Trust Company, or the Firét

National Bank. Under the cOmmon law we would not require
their endorsement on those bills as a guarantee of the
genuineness of the prior endorsement, because they are the
vendor. All we would require would be ample evidence of
what endorsements were on the bill when we boaght 1t. It
1s a matter that has to be handbdd very carefully. None
ef us has dealt 1n acceptances in this country in a very
large way, and we do not want te get stuck four or five

Or six years hence before the statute has run as being

liable fer return of money which we have received in pay-

" ment of a blll that we have purchased where our title te

that bill was based upon a forged endersement, and the real
holder of the bill had not been paid and he made claim
agalnst us for recovery. Of ceurse that 1liability would

not apply te a bank which acted as a collectien agent




simply, as Iunderstand the law. I do not think that any
question of title there would affect the collection agent
bank. I am correct in that, am I not, Mp. “Yurtis?

Mr. Curtis: If they get the money on it---

The Chairman: No; but where we are acting as the
agent of a bank that had a bill on deposit with us simply
for safe-keeping and collection?

Mr. Curtis: I am inclined to think~~-~ and that bank
had not a good title to the bill?

The Chairman: Let us suppose, for instance, that we
hold a bill accepted by the First National Bank of Bostan
for account of the Federal Reserve Bank of Chicago, and
we send it through the Federal Reserve Bank of Bosten for
collection, and get the money from the Federal Reserve Bank
of Boston, they collecting from the First National Bank of
Boston and we turning the money over to the Federal Re-
serve Bank of Chicago. We would be acting simply as an

agent, without responsibility?

Mr. “Yurtis: Dut the Federal Reserve Bank of Chicago,

in that case, would get stuck if the bill in fact had been
stolen,

The Chairman: The Federal Reserve Bank of Chicage
would be stuck, of course, but they coculd not put that
liability on us?

Mr. Curtis: No.

Governor Rhoades: What does the rule say in England
on the acceptances of those endorsements?

The Chairman: They have a substantially similar
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negotiable instrument law te ours, but there the endorse-
ment situation 1s quite different. The bills are negotia-
ted from bank to bank through responsible bill brokers arnd
endorsed many times over by well-knewn banks, as a rule.
Here we are dcaling with acceptances where we do not get
the member bank's endorsements; at least, we do not
get them unless we take special care to see that we do
get them- It is undoubtedly a matter that has got te be
re;arded with care and discretion in dealing with these bills.

governor Aiken: In the normal course of business
an item coming to us for collection would bear the enderse-
ment of the bank sending it to us for collection. Our
cashier called my attentien to twe or three that came Tore:
ward from New York and Chicage that had not those endogpge~
ments on them, and I thought I would bring the matter up
at this meeting to find out the reason.

Governoer Wold: 1f there is no responsibility upon
the collecting bank, what is the necessity for the en-
doresement if the helding bank takes its chances in forward-
ing through the malls that instrument?

Governor Seay: Just the tracing; that 1s all, is

it not?

Mr. “Yurtis: 1 think there would be a résponsibility

there.
Gevernor Wold: Whether they endersed it or net?
Mp. Yurtis: oy point was that where the collectlng
agency had get the money and had not remitted 1t along to

the realowner of the bill, I think they weuld be ligles
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but where that money had gone to the owner of the bill,

of course that bank would be lisble for;?ﬁn fact, t .
had no title to 1t. The process would simply be rewersed;
it would hold them all back until they finally got the pro-
ceeds. But I think Mr. siken's point is that for a cor-
rect tracing of the course of that bill it should be en-
dorsed.

Governor aiken: That is it exactly, Mr. Curtis. I
wanted light ae to whether there was any reason for not
endorsing it, whether there was involved any peculiar
liability.

The Chairman: This is the firet I had heard of it,
Governor Alken. What dispositQon would you like to have
made of this siblect?

Governor Aiken: If there is no liability attached
I should like to have the endorsement as a matter of re-
cerd. If there 1s, I should say that we do not endorse
eny such bills when we send them forward.

The Chairman: May I suggest, as a maans of getting
a record of this matter for eur minutes, that we ask
Governor Alken to stbmit the question to his counsel and
send coples of his reply to the New York Reserve Bank and
the other eleven reserve banks?

Governor Aiken: I »ill, with pleasure.

The Chairman: Would you like to have another endorse-
ment of the sending bank on it?

Governor fRiken: Yes; I think we are entitled to it.

The Chairman: Will yeu ask him to send a copy of his
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opinion on that matter to Mr. Lurtis?

Governor Alken: I will.

The Chairman: Governor McDougal, you suggested
Topie No, 16, "foreign exchange".

Gevernor iMcDougal: That was suggested simply for
the reason that it had been up befere, and 1 think nothing
had beendene by the banks in regard to entering that branbh
of the business, and I wondered 1f anything had been done
at the last mecting?

The Chairman: It has been discussed in Washington
once, te my knowledge, and there has been some correspOnd-
ence between some of the reserve banks about it,

Governor Van Zandt: Our cashier correspended, I
think, with the other reserve banks on that subject, and
I have all of that correspondénce here with me if you want
to go inte 1t. It is rather voluminous. It secemed te
bé the con@ensus of epinion from that correspendence that

the Federal Keserve Banks did not care t6 even consider

that } <. of the Federal Reccrve Act at the present time,

under existing cenditions, with the war going on, and so
ferth.

' The Chairman:  Governer VanZandt, that is very
clearly our opinion in New York, So far as we are cen-
cerned we weuld not want te purchase any leng bills that
were not domiciled in this country, and, furthermore, if

our export business can be conducted upon the basis of

dollar credit we will be furnished with a supply of paper

for investment that will be freed of the e xchange specula-




tion which is jJust now a fairly dangerous commodity, So

that in your district or Governor MeCord's district, when
cotton is moving to market abroad, if the bills that are
drawn for the purpose of financing the movement of that
¢otton can be accepted by American banks inctead of by
forelgn banks, the foreign bank or the customer of the
foreign bank will assume all the speculation and exchange
and will be able te buy the bill payable in dollars and

be insured agrinst any exchange speculation at all. That
is what we are hopeful of bringing about as one of the re-
sults of this Federal heserve Act.

On the other hand, if the purchase of exchange in the
sense that possibly you and Governor McCord had it in mind
means really the purchase of a draft on New York with a
cotton bill of exchange attached, there is not any reason
in the world why that paper should not come through New
York fsr the purpose of making New York Exchange, and then
those drafts would be collected by the Federal ieserve
Bank of New York frem the member banks, en which they
would be drawn, snd the exchange would be simply a New Yerk
exchange,

Gevernor MeCord: cuppose it 15 not drawn on a member
bank.

The Chairman: Then vwe are up against that proposi-
tion. You mean, suppose it is drawn on the Guarantee
Trust Cempany?

Governor MeCord: Yes, or the bank of smerica,

Governor Van Zandy: Or George H. McFadden & Brother,
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The Chairman: In thatevent it woauld not be an item
that the‘Federal Reserve Banks could handle, unless we
'give a constiruction to Section 14 that would permit us to
bug those as an open market proposition.

Governor McCerd: I do not mean that you would pur-
chase, but you wluld handle them for us for ccllection.

The Chalrman: Why, then, if we are going to handle
non~member items, of course we would. That opens up the
whole subjeet that is under another section of our program
ag to what treatment we will accord non-member items,
Governor McCord.

Goyernor MeCord: Thet is the point with me. We
do not ;nticipate handling any forelgn exchange under the
present conditions. we would not think of it. But
there 1s a good deal of exchange @érecated in my city and
other citles in our district that would be very naturally
drawn on the Guarantee Trust Company or the Bank of America.

The question comes te my mind as to whether you wOyld be

willing to cellect thése for ue and give us eredit for

them.

The Chairman: would you feel autherized toO take thenm
from your member banks?®

Governor MeCord: VWell, I woald not do it unless
you take them from us for colleection, Of eburse 3 would
defer payment twe days until I got it.

The Chairma;: What is your feelingabout the provi-

elons of the law in that respect, Governor MeCord?

Governor McCord: Really, I do not think that you
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would handle it unless it would be purely & matter of cour-
tesy for our bank. I believe ya could do it if you wanted
to.

The Chairment Lo you think the law would permit it?®

governor McCord: Yes.

Governor Seay: hould you € xpect te take those a8
¢cash, Governor McCord?

governor McCord: Two days @eferred payment .

The Cheirman: “Would you buy them from your member
banks, take them on deposit--~

gGovernor McCerd: Take them on deposit subject 1O
ultimate payment.

The Chairman: Take them for collection?

Governor McCord:  Yes.

Governor Seay: Or charge them with twe days' dis~-
count?

Governor McCord: Charge them with two days discount.

governor Wold: Which? would you take them &8
a discount---

Governor MeCord: I would handle them both ways.,
1 believe I have the right to ¢o it both ways under the
law,

The Chairman: Of course, those items new go through
to the New York correspondent of your member banks Jjust
as any other collection item would ge throughe. They

are sent to New sork with documents attached, and presented,

and the documents are presented, and then later in the day

the bank that presents that draft with the documents at-
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tached gets the check and credits 1i6s correspondent in
~tlanta?

Governor MeCord: Yeg sir,

The Chairman: Your proposition is that you will
accept those drafts on depesit for cellection and remit
them to us so as to make New York exchange?

Governor MeCord: If agreeable. 1 said it is purely
a matter of courtesy whether you would do it or not.

The Chairman: We have not the slightest objection
to doing it, provided the system will work, or provided it
is considered wise for us to begin to take non-member
items. Of course, that means that the same privilege
ought to be extended te other banks as 1O items in your
district,

Governor McCord: If you were to send me a check on
the Central Bank and Trust Gerporation, the only State
bank member of our clearing house ln Atlanta, I would
take pleasure in collecting that for you and placing it to
your credit.

The Chalirman: Yes; but of course, Governor MeCord,
you realize that there are over 300,000,000 of those
items that some to these three or four non-member banks in
New York City alone.

Governor MeCord: I understand that thoroughly.

The Chairman: Lvery season. Year befere last

the re were about 400,000,000 neatly, that came to New

York.

governor McCord: For instance, a member bank can send




it to the National “ity Bank a the National Park Bank,
and then 1f they want te convert that into money, they just
draw their check on whatever bank it may want---

The Chairman: There ig a questionwhether we should
not cut out a double process thcre.

Governor Fancher: Just under what section would you
be warranted in collecting items if you do not discount
them? Is it purely a.collection matter?

Governor Seay: It is an arbitrary adjustment of
a banking prantive.

Gov ernor McCord: I have been doing it. That 1is
all I know,

Governor Fancher: I was just wondering under what
sectlon of the aAet you were doing a collecting business.
That would be a collecting business.

Governor McCord: e are members of the Atlanta
Clearing House Assotiation, and one of the Federal Reserve

Banks sent to me an item of the Federal Trust Corporation,

and I did not hesitate te put it into clearing and get

the money on 1t,

Governor McLougal : Could you send a draft of that
kind through the clearing House?

The Chairman: No.

Governor McDougal : fhy could you not, if it is
payable to the Guarantee Trust Lompany? I would, if it
is drawn on the Guarantee Trust Company.

The Chairman: They do not send any documentary papers

through the clearing house at all, because it necessitates
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time for the examination ef the documents,

I really think, GAvernor MeCord, that it is not a
question of what we would be willing to do. We would be
willing to do anything. It 1s a question of policy for
allthe banks as to whether we are going to open the sluice
gates here to non-member items.

Governor MeCord: I understand that thoroughly,
and I would not have sent you an item until & first had
your consent to do it, of course. But we can handle it
all right. fihen a member bank sends 1t to the Natienal
City or National Park Banke-=-

The Chalrman:  All items that come through drawn on
member banks, of course we can handle, and there is a very
considerable volume of those, As to the great bulk of

th e 1tems drawn on member banks, I realize that=-«

Governor McCord: A straight check on the bank of

Americe could be handled by yeu through the Clearing House?

'The Chairman: Oh, yes.

Governor Aiken: I am going to ask you to excuse me,
gentlemen.,

(At this point Governor Aiken withdrew.)

The Chairman: How do yeur members feel abeut this
matter of handling non-member items? Do yau, in Chicage,
take items drawn on non-member banks?

Governor McDougal: We are going to take items on
All clearing house banks.

The Chalrman: Lboes the Act permit that?

Governor McDougal: No sir. We take them anyhow.
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(Laughter) It is an incidental power,

The Chairman: Hes that been up to the rederal Reserve
Board in any way for cdiscussion?

Governor MeLougal: No, but I think it will come up.
I think possibly our right to do that will be questioned.

The Chairman: I have a feeling that it will, too.

And yet I have been recently advised by one of the membe rs

of the Federal Reserve Board that they have an opinion frop
thelr counsel that under some provision of the statutea
Federal Yeserve bank on Some terms can handle checks drawn
on non~member banks,

Governor Seay: It has been intimated at more than
one conference with the Federal Keserve Board.

Governor Sawyer: The question amight be suggested
when Dr. Miller is here tomorrow,

Governor MeDougal: We will continue to do it until
they stop us.

The Chairman: You send the items to us until we
squeal, anyway, Governopr MeCord,

(At this point an informal diseussion was had

#hich the stenographer was directed not to report; after
which the following oceurred )

The Chairman: Governor MeDougal has just handed me
a letter bearing on the subject, dated Washington, June 4
1915, the last paragraph of which is as follows:

"At the suggestion of a number of bankers we have
been discussing whether We are not authorized under the

act to permit Federal Reserve Banks to accept checks of non-

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




tps://fraser.stlouisfed.org

224
memwber banks for c¢ollection. It seems to me this is per-
missible; in other words, there is nothing in the law
which says it shall not be done. Furthermore, if checks
on State banks were received through member banks, there
would certainly be noobjection to their being received, and
in the opinion of many bankers, with whem we have talked,
this would do a great deal tovard making the collection
system a success. It would help to popularize it in
the Chicago district, I suppose.

Yours very truly,
(Signed) F*' A. Delano,
Vice-Governor . "
Governor Wold: If we can do everything that is not
prohlbited, we will be doing some business after a while.
The Chairman: On the subject of foreign exchange,
I understand thereis no motion befere the house that we

should buy foreign bills, and no action is desired on

that subject. On the other hand, I urderstand that Gover-

nor MeCord proposes to send us somc items on nen-member
banks for collection this fall which ve will handle until
we strike a snag.

Is there any other guestion on this topic of foreign

exchange?

(At this point an informal discussion occurred which
the stenographer was directed not to report, after which
the following proceedings took place;)

The Chairman: Would you care to have any action taken
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at this meeting in regard to the subject of hand ling non~

member bauk items, Governor McCord?

Govermor McCord: I have that cown fop discussion
here under a different heading.

The Chairman: Then we can consider the subject of
foreign exchange as closed for tonight?

Governor MecDougal, that is your topie.

Governor McDougal: My object in opening the topic
for discussion was to ascertain whether any of the banks
had teken steps towards the organization of a foreign ex-
change department. We have not in Chicago.,

The Chairman: We have not done so in New York, and
do not contemplate it .

Governor McCord: We have not done so in Atlanta
and will not, under present conditions,

The Chairman: I have becen advised that the condition
of transportation in Chicago is such just now that scme of
the gentlemen in attendance at this meeting may have to
walk home, and Possibly it would be well for us to ad journ
to suit their convenicnce.

Mr. McKay: I move we adjourn.

(On motion, duly seconded, the Conference, at
10:80 o'clock pe m., ad journed until tomorrow morning at

9:30 o'clock.)

G o e b g o v i
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