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FIFTH CONFERENCE OF GOVERNORS
of

FEDERAL: RESERVE BANKS

Hotel Radisson,
Minneapolis, Minnesota,
October 20, 1915.
The Fifth Conference of Governors of the Federal Re-

gerve Banks was called to order by Governor Benjamin

Strong, Jr., Chairman, at the Hotel Radissonm, Minneapolis,

Minnesota, at 10:30 o'clock a. m. on Wednesday, October
20, 1815,
Present:
Governor Benjamin Strong, Jr., of the Federal Reserve
Bank of New York,
Governor A. L. Aiken, of the Federal Reserve Bank of
Boston,
Governor C. J. Rhoads, of the Federal Reserve Bank
of Philadelphisa,
Governor J. B. McDougal, of the Federal Reserve Bank
of Chicago,
Governor A. C. Kains, of the Federal Reserve Bank of
San Francisco,
Governor Geo. J. Seay, of the Federal Reserve Bank of
Richmond,
novernor E, R. Fanchsr, of the Federal Reserve Bank

of Clevrelani,
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Governor Theo. Viold, of the Federal Reserve Bank of

Minneapolis,
Governor R. L., Van Zandt, of the Federal Reserve Bank
of Dallas,
Governor C, M. Sawyer, of the Federal Reserve Bank of
Kansas City,
Deputy Governor W. W, Hoxton, of the Federal Reserve
Bank of St. Louis,
F. W. Foote, representing the Federal Reserve
Bank of Atlanta,
C. R. McKay, of the Federal Reserve DBank of
Chicago,
Mr. L. H. Hendricks, Assistant Cashier, Federal Re-
serve Bank of New York,
Js F. Curtis, Counsel for the Federal Reserve
Bank of New York, and Secretary of the Confer-

ence of Governors.

PROCEEDINGS.

he.Chairman: Gentlemen, if you will come 1o order,
we will open the Fifth Conference .of Governors of the
Federal Reserve Banks,

REPRESENTATION OF BANKS AT CONF:RENCES LIMITED.

We have been advised that Governor Wells, of St. Louis,

will be unable to be present and that another officer of
the barnk, iMr. William W. Hoxton, will attend the meeting

and represent the Federal Reserve ‘Bank of St. Louis.
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Whenever a necessity of this kind has arisen in the
past we have generally, by unanimous consent, arranged to
have the officer named attend the meeting and vote in
behalf of the absent Governor. What is your pleasure in
regard to Mr: Hoxten?

Governor Aijiken: I move. that Mr. Hoxton be permitted
to attend the meeting, as the representative of the Federal
Reserve Bank of St. Leuis, and that he be allowed to vote
for that bank.

Governor Fancher: I will second that motion.

The Chairman: May I suggest that the motion be
changed so0 the record will show that Mr. Hoxton is to repre-
sent the Governor of the bank?

Governor Aiken: Yes.

The Chairman: Is there any debate on this motion?

(There was no debate and the motion, being duly
seconded, was unenimously carried.)

The Chalrman: We also received advice late last week
that Governor MeCord, of the Federal Reserve Bank of Atlanta
weuld be unable to attend the mecting, and that the bank
had arranged to have Mr. F. i, Foote, one of the directors
of the bank, attend the meeting in behalf of Governor Mc-

Cord. This advice was received indirectly through

- governor McDougal, of Chicago, and, after considering the

matter, a tehegram was sent from New York, over my signa-

ture, stating, briefly, that as we had no precedent for an
arrangement of that charzcter, and Mr. Foote was not an

active officer of the bank, I did not feel like assuring
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Governor McCord that the arrangement would be satisfactory
to the Conference, at leaét not without the approval of
the Conference of that arrangement, and suggested that they
send.an active officer of the bank to represent Governor
McCerd. In explanation of the situation I have this let-
ter from Governor McCord that I would like to read into
the record:

"I received your telegram today saying that you have
been advised by Governor MéDougal that Mr. F. . Foote
will represent this Bank at Minneapolis and notifying
me that heretofore we have not permitted anyone except
executive officers c¢f Federal Roserve Banks to attend the
conferences of Govornors. I replied that it was absolute-
ly impossible for me to attend the meeting at Minneapolis,

and I have stated this in several commnications, feeling

that my services were needed here while this important mat-

ter of moving the cotton crop was on hand, also the ser-
vices of our Cashier, Mr. Pike, are needed hcroc.

"I submitted your telegram urging me to attend the
conference to our Board of Directors on Thursday, the
14th, on which day they were in session here, and as Mr.
Foote had been designated as the one of our Directors te
act as Deputy Governor during my absence, and was still
under that appointment, the Bomrd of Directors by unani-
mous vote designated Mr. Foote, whe had been previcusly
named as Acting Deputy Governor, to represent this Bank
at the conference at Minneapolis.

"I therefore wired Governor McDougal to make reserva-—




tions for Mr. Foote. Mr. Giles Wilson, who was elected

Deputy Governor of this DBank when it was first organized,
resigned his position because of his being an active offi-
cer in one of the Class A banks, and not being elected as
a Director, he felt that he could not ac¢t as Governor in
my absence, This resignation took place last April and
since that time we have had no Deputy Governor, the Lirec-
tors deciding to fill that position in my absence by nanm-
ing from time to time one of their number to act as Deputy
Governor, from the Class A directors. This in my opinion
gives iir. Foote a clear right and title to represent this
Bank at the conference of Governors and I trust that you
will so regard it and will receive him as our representa-
tive.
Yours very truly,
(Signed) Jos. A. McCord,
Governor."

It certainly : ould have been an assumption of author-
ity that would have been unwarranted,for me to have said
yes or no to this suggestion. We indicated what appeared
to be a safe course to Governor McCord to assure his
being represented at this mecting, but lir. Foete is here
and undoubtedly expects to attend the meeting.

A11 of the mocmbers of the executive committee happened
te be on the train last night, so Governor McDougal called

a meeting of the committee, He discussed this matter wih

the result that a resolution was passed recommending what
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the meeting should do. I will ask Governor McDougal to
report the action of the Lxecutive Committee and submit it
for action by this meeting.

Governor McDougal: This resolution is as follows:

"Mecting of Lxzecutive Committee, October 19, 1915.

"Hresent: lir. McDeugal, C.:airman, Messrs. Alken,
Strong, Rhoad:s, Fanche£ and Seay.

"Various telegrams were presented between Messrs.
McCord, McDougal and Strong, with reference to the attend-
ance at the coming Conference of a dclegate from the Federal
Reserve Bank of Atlanta in place of Mr. McCord. After con-
siderable discussion the following preamble and resolution
was unanimously adopted:

"imhereas the Conference of Governors of the Federal
Reserve Banks is a wholly voluntary assoclation, not pro-
vided for by the Federal Rcserve Act, and

"“hercas at past meetings of the Conference certain
executive officers of Reserve Banks have been invited to
attend the meeting in the absence of the Governors of such
banks, and

"Whereas in the opinion of this committee it would
be inadvisable as a mtter of principle to have anybody
other than the active and salaried executive officers of

the banks attend such cenferences, in view of the fact that

such other persons might have interests not wholly confined

to or identical with such Reserve Banks, be it
WRESOLVED : That this Committee recommend to the Con-

ference the adoption of a resolution limiting the attend-
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ance to the active and salaried executive officers of the
Reserve Banks to be selected when necessary by such Gover-
nors as cannot attend in person,and be it

"FURTHER RLSOLVLD: That in view of the fact that Mr.

F. W. Foote, & the Federal Reserve Bank of Atlanta, has

come to Minneapolis for the purpose of attending this Con-
ference, he be invited to attend the Conference, as a mat-
ter of courtesy to Hr. lcCord."

The Chairman: That resolution was unanimously adopt-
ed at the meeting of the committee.

Governor lNcDougal: The resolutionwmg tnanimously
adopted and this recommendation is now offered to this con-
ference for action.

The Chairman: Gentlemen, what is your pleasure in
regard to this report from the Executive Committee? Is
not this a matter about which some view ought to be expres-—
sed for our record as te the policy to govern the future
meetings, and should it not be expressed by resolution such
as submitted by the Lxecutive Committee?

Governor Wold: I am thoroughly in sympathy with the
jdeas of the Ixecutive Committee upon that question. I
mave that this resolution, as adopted by the ILxecutive
Committee, be adopted by this Conference. I think that
w¥ill cover the mtter as you would like to have it covered.

Governar McDougal: The resolution recommends the
adoption of a resolution limiting the attendance, and se
forth.

Governor Wold: I have suggested that the report of
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the Executive Committee be accepted and incorporated as a
part of the minutes of this Conference,
The Chairman: Governor Wold's motion, as I under-
stand it, contemplates that this report be received and

adopted as the action of this meeting, and that the resolu—

tion therein outlined be now voted upon. Is my understand-

ing correct?

Governor Wold: 1t is.

Governor Fancher: Then I will second the motion.

The Chairman: Is there any further discussion of the
motion?

(After some little informal discussion the motion was
duly put and carried.)

(Mr. F. i, Foote, representing the Federal Leserve
Bank of Atlanta, thereupon entered the Conference room. )

The Chairman: Possibly I should explain to Mr. Foote
what has transpired up to this time.

Mr. Foote, we heretofore have had occasion at times to
make arrangements with officers of Reserve Banks who have
attended and represented Governors of those banks, as to
their attendance, and this has _enerally been done by the
unanimous consent of those attending the meeting. The
alternate named by the Governor of the Bank of St. Louis,
Mr. Hoxton, is accepted here to represent Governor Wells,
of St. Louils. We have, by unanimous consent, arranged that
he should attend the meeting. We have just taken action
in regard to a report which was submitted by the Ixecutive

Committee, in regard to your attendance, that I would like
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to explain, if I may.

These meetings have been, as you know, voluntary and
informal mectings of the executive officers of the Federal
Reserve Banks; that is, the Governors of the Fcderal Reserve
Banks, When the cuestion of your attending the meeting
was first brought to oud attention we did not know what to
do about it.

The question had never »een raised as to whether a
director who was not an active executive officer of one of
the Federal Reserve Banks, should attend the meeting. At
a meeting of the Executive Committee last night we discus-
sed the matter at length, and the view was unanimously ex-
pressed that it might cause embarrassment to enter an ar-
rangement by which one of the Governors would name some
representative who was not an active executive officer of
e Federal " Reserve Bank, one reason being that the meeting
is very largely given up to a discussion of matters of
bank management, where directors might have interests that
would not be quite in harmony with those of the Federal
Reserve Banks. A resolution was passed upon that point
and has Jjust been adopted. we were about to act upon a
resolution inviting you to attend the meeting. I will

ask that that resolution be now placed before the Confer-

ence and put to a vote, so that you will have the welcome

to attend our meeting, I think Governor Kains made the

motion and 1t was seconded.

governor Kains; My motion was that Governor Wold's

motion or resolution be accepted with the exception of the
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last paragraph and that a separate vote be taken upon
the last paragraph which contained an invitation to Mr.
Foote te attend this meeting as a representative of
Governor McCord.,

Governor Aiken: I was the second to that motien.

The Chairman: If there is no further discussion we
will now act upon it.

(The motien was carried.)

The Chairman: Governor McDougal: Will you be good
enough to rcad the resolution as adopted by the Executive
Cemmittee last night.

(governor McDougal thereupeon read the minutes of the

mecting of the Executiwve Commistee of petober 19, 1915,

above referred to.)

Mr. Foote: Gentlemen, I appreciate the invitation
t# be with you, especially the unanimous consent I have
optained; but I wish to assure each and all of you that I
did not or do not want to embarrass this meeting in any
wWaYy.

The Chairman: We assure you, Mr. Foote, that you
will not.

Mr. Foote: If it is desirable, or if you feel that
the best interests of this work demand that I excuse myself,
it will be my pleasure to do so. I do not want to take
advantage of your kindness and courtesy from the faect that
I am a stranger in a strange land. I do not want to avail
myself of those assets, I assure you it is a pleasure

for me to be with you, but I do not want to do anything
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that will be in the least inconsistent.

The Chairman: Let me say, Mr. Foote, that these pro-
ceedings are based upon a program which has been practical-
ly continuneus since December 1lOth of last year, when we
held ocur first meeting. We realize probably more than
you can the importance of having those who attend the
meetings in teuch with everything that has gone beforej
That is one very important object to serve in connection
with our proccedings, that is, to hdave those who are attend—
ing theroughly familiar with all the provious discussion.
It saves a tremendous amount af time anpd prevents the
threshing out of oléd straw.

If you will be good enough £9 stay with us I feel"
very sure that you will enjoy the mecting and profit by it
as that has been the experience of éil of us who have at-
tended them.

Mp. Foote: I thank you very much, Mr’ Chairman. I

want te get my status exactly. If it is the -proper thing

for me te simply be a listmer I want te be only a-listmer.

k)

If I have the privilege of taking part in the discussien
I weuvld like to know that, in order that I;may so indulge.
However, I do not want to attempt any of those privileges
unlesg I am entitled te them.

The Chairman: I understand that the action taken

'by the IExecutive Committee or by this meeting imposes no

limitation at all upon your attendance.




INVITATION EXTENDEL TO FEDFRAL RESFRVE BOARL TO
SEND A COMMITTEE TO ATTEND THIS MEETING:

The Ghairman: I would like to announce for the pur-
pose of the record that, carrying out the instructions given
at the last meeting held in Chicego, an invitation was sent
to the Federal Reserve Board to send a committee to attend
this meeting. ¥e are advised that a committee consisting
of Messrs. Warburg and Harding will be here to attend our
session on Friday. They will not attend the meeting before
that.

INVITATIQY EXTENDED TO CONGRESSNAN GLASS
TO ATTENC CONPFERENCE.

I also want to announce that some weeks ago the Federal
Reserve Board requested the Executive Committee to meet in
Washington at a time when they expected Congressman Glass
to be there to discuss certain features of the operation
of the reserve banks. All but one member of the Executive
Committee attended that meeting. At the time it seemed

desirable, in view of some statements made by Congressman

Glass, that we should endeavor to persuade him to attend

e portion of this session in order that we might go over
some of these matters with him personally. T sent him an
invitetion to attend and received a letter from him about
a week ago expressing very keen regret that he could not
do so; that he was not very well, and that, in addition to
that, his son wes about to be married.
AUTHORITY VESTED IN THE CHAIR TO CONDUCT PROCEEDINGS.
The Chairman: I wish, now, gentlemen, to review,
is our custom, a few of the very simple rules governing

discussion st this meeting. You have been good ennugh
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to give the Chairman a certain amount of authority to so
direct the viscussion of the program that time is not wakted
in repetition, and so that the stenographcrs are able to
get a clear and consegutive record of the discussion.

It is customary, as you recall, to take up the items
of the program at the discretion of the Chair, unless he is
etherwise directed by motion, and in each instance the dis-
cussion is precipitq::}ed by the submission of a motion
made at as early a stage of the discussion as posgible,
and it is generally suggested by the Chairman when the dis-
cussion has proceceded far enough to indicate the possibility
of a motion prevailing. You will also recall that our in-
formal arrangement permits the Chair to offer motions
himself, and I would like to continue the exercise of that
privilege.

Mr. Curtis also calls attention to a rather important
matter, and that is that in each instance where a topic is
suggested by one of the members in attendance, the discus-—
sion is always opened by the Governor whe has suggested
that topic.

In regard to ‘the present program, ef which you all have
cepies, there are about seven of the headings which have
been marked as rcserved for discussion until Friday, and
that is. because of a request made by the committee of the
Federalg_ Reserve Board to be in attendance to hold thoce
items for discussion when they are in attendance en Frida y,

as they are principally interested in those matters.

Governor Wold: Do you refer to the first seven items,
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Mr+ Chairman?

The Chairman: No. will read them off so that
you ¢can check them on your programs. They are ditems 7,
8- 9430 "LL 23

These meetings S wWe a salize,; have developed a
civergence of views on a @ gJany subjects that have come
up for discussion; but, with three or four, or possibly

five exceptions, when action has been taken in this meet-

ing in regard to some matter that required a voie or a reso-

lution, it has almost without exception been taken unan-
imously, and we have trained ourselves to accept the judg-
ment of the majority of those in attendance. In order
that progress may be made along uniform lines I hope that
that spirit will continue to direct the preceedings.

MINUTLS OF THL FOURTH CORF_IINCL OF GOVLRHORS,

The Chairman: Gentlemen, what is your pleasure in
regard to the minutes of the Fourth Conference of Governors.
They have all been furnished to the twelve Governors by the
Secretary and we have been in the habit of approving them
without having them read at the subseguent meetings.

Governor Van Zandt: I move that they be approved
without being read.

governor Faneher: I will second that motion,

The Chairman: Is there any further discussion of
the motion?

(There was no further discussion and the motion wag

duly carried.)
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URNFINIGHED

Dircctors’ nrofits in dealing with member
banks, )

unfinished business from the last
meeting, under Topli: No, 2, Item {(a), was put on the program
some months ago at the request, as I recall; of a director
of one of the reserve banks, and just before coming west 1
was asked by a director in our bank te suggest to this meet-
ing that it might be well to have some discussion in re-
gard to the effect of the Clayton Act, which also has some
bearing on this mtter. I would like to ask if that ques-
tion has arisen in any of the reserve banks, or winether the
Clayton law has been held to disqualify any directors of
Federal Reserve Banks, or has operated otherwise to the
disadvantage of the reserve bank, and whether this meeting
cares 1o make any recommendation as to that matter or as to
the provisions of the Federal Reserve Act in regard to the
profits of directors of member banks in dealing with their
own institutions.

Governor “wold: It doesn't seem possible that any

action we should take would have any effect on the law.
It is a matter that, it seems to me, must necessarily be
worked out of itself, Any action we take would have nc
effect.

The Chairman: It is perhaps a matter of more pressing

importance to us than to the other reserve banks, because

two of our directors who are strict comstructionists
inclined to believe that they are discualified from teing
directors after this month.

Mr. Curtig: They will be disgualified two years after
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the Clayton Ach wsnh into effsct That would be a year
from next December, T think.

Governor MelDeouzael: T have some correspondence here
between Mr. Forgarn and the board, and also the opinion of
an attorney, all of which is directed at this @ estion, or
ene phase of it, at least, and I will be very glad to read
this correspondence if you so desirse.

Chairman: Are the letters very long, Governor
fcDougal?

Governocr Mc Dougal: No, Mr. Chairman.

The Chairman: Suppose you read them.

Governor McDeugal : This is a letter addressed to
Governor C. S. Hamlin, dated October 5,

"Will you kindly inform me if the Federal Heserve
Board has made any ruling, of if it has obtained tihe opin-

ion of its counsel in regard to the interpretation of

paragraph 136 of the Federal Reserve Act,--="

I will eliminate part of it:

“"The case I have in mind is that of two bank officers
nhere who have been for the past two years on a creditors'’
committee managing the affairs of a large corporation.

The committee has done splendid work, having reorganized
the business of the c@mpany and re-established it on a
sound financial basis so that it has paid all of its Cebhs
and now has a large working capital and enjeys excelilent
credit. It happens that the banks of which these twc

gentlemen are officers were interested as creditors of thu
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company and it was to protect the interosts of their banks
as well as the interests of many other banks and general
creditors that they were selected to act on the creditors'
committee. It has always been the practice to compensate
members of such committees for their services and the com-
pany now proposes to rcmunerate the members of the Commit-

tee."

There 1s more to the letter, but.that is the question.

That letter was replied to as follows:
"My cdear Mr. Forgan:

"Your letter of October 5th, addressed to Governor
Hamlin, has been duly considered, and I have been instruct-
ed to reply that the Board has heretofore consistently
adhered to the policy adopted by it in advising all those
submitting inquiries that it is not within its province
to make any ruling on concrete cases. Such a ruling
would not afford ony protection to a 'party subseguently
indicted by a Grand Jury."

That letter is signed by H..Parker Willis. There is
a little more to it, but that I will not read.

Then the duestion 1s considered by L. L. Brown, Attor-
ney for the First National Bank, and his letter, eliminat-
ing the first paragraph, is as follows:

"In my opinion this section of the Federal Reserve
Act does not prohibit the acceptance of compensation in
such a case as that stated in your letter. The work poe-
formed by the creditors' committee was not 'in connectioi

with any traonsaction or business of the bank! within ths




meaning of the law, The section in cuestion is penal

and the general rule of law is that penal statutes are to

not
be cnnstrued strictly and\extended by implication. And in

construing a criminal statute the courts will take into
consideration the evils which it was designed to remedy."

That is Mr. Brown's opinion. He says they can make
that charge. Mr. Willis says, on behalf of the Board,
that they will not rule on‘it. But in another paragraph
of Mr. Willis' letter he does say:

"The provisions of Section 22 of the Act were anélyzed
in an opinion which was published in the May Yederal
Reserve Bulletin, page 16, copy of which is herewith en-
closed.,"

That bulletin I have here, but I do not think you
would care to have it read.

The Chairman: So far as the subject that is dealt
with there is concerned, it does not seem to me there is
anything that can be done at this meeting unless it is
taken up under another section of our program, in which
section we consider making recommendations as to amend-
ments of the Federal Reserve Act. I suppose it would be
proper for us to consider -- if this meetling cares to do
so--- wnether Paragraph 133 of theAct should be made more
clear in its application to the dealings ‘of directors of
Federal Reserve Banks with other banks.

Governor lMcDougal: My object in reading this at
this moment was to let you understand that the Doar,d de -

clined to make any ruling in specific cases.
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The Chairman: What is your pleasure in regard to
these two items?

Governor Seay: What did you have in mind, Governor
Strong, with rcference to the discualification of directors?
The Chairman: e have been wondering in New York
whether the Clayton Act might not be cleared up by a simple
amendment to the effect that the restrictions of the Act

daid not apply to directors of Federal Reserve Banks,

Governor Seay: That is the point. Do you regard

as necessary from a legal point of view?

The Chairman: Well, it is important, in that the Act
strictly construed, would disqualify every directorship in
reserve banks and some of the most important banks in our
various districts,

Governor Seay: The Federal Reserve Act says that

Class A man may be the representative of a bank.

The Chairman: But suppose he is also a dircetor in
a state institution located in the same town? The Clay-
ton Act is directed against that.

Mr. Yurtis: The Clayton Act was bassed after the
Federal Reserve Act waspassed.  If there is any inconsis-
tency the Clayton Act would control.

Governor Seay: That is the point I was trving tc
develop.

Governor Fancher: The Clayton Act would have to be

amended in order to clear up that point.

The Chairman: The question Governor Seay rais~s is

whether the Clayton Act, which was designed to limi*
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activity of a director in a national bank, would indirect-

ly apply te a director in a Federal Reserve Bank:

Governor Seay: There exists no doubt that a director

may be a director in a national. bank and of a Federal
Reserve Bank,

The Chairman: There is no doubt on that point what-
ever.,

What is your pleasure with regard to these items? Will
you do something tith them, or will you decide to eliminate
them from the program? They have been on the program for
three meetings.

Governor Seay: I move that they be extended to Sec-
tion 11 “Amendments to the Federal Reserve Act."

The Chairman: Is there a second to that motion?

Governor Sawyer: I will second thc motion.

The Chairman: Is there any further discussion?

Governor Beay: It cannot be left in the state of
uncertainty in which it now exists.

The Chairman: It ought not to be left,

(The motion was carried.)

The Chairman: Subject (b), Governor Aiken, was sug-
gested by you prior to our last meeting. No action hav-
ing been taken on it, it was carried forward t0 this meet-—
ing.

(b) APZOINTMENT OF LIPRLSINTATIVES TO EXAMINE
FLDLRAL RESERVE NOTLS GENT TO VASHINGTON IOR
DLETRUCTION,

Governor Alken: Since that subject was put on the

program 1 have heard se many expressions of opinion as to
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the responsibility of the government in the matter of notes
being equal to ours and it being hardly necessary to have
an additional check in the matter of the destruction of
notes, I am content to have that withdrawn.

The Chairman: You move the withdrawal of that
ject, Governor Aiken?

Governor Aiken: I so move.

Governor Van Zandt: I second that motion.

Governor Wold: We are all agreed as to when our
liability does cease? That ik ceases when we have deposit-
ed the gold with the Federal Reserve Agent to retire the
notes? They are not destroying or cancelling the notes
now in accordance with the Act which, as I read it, re-
guires the Treasury Department, when redeeming the notes of
any Federal Reserve Bank to send them back to the bank
through which they are issued for payment; that bank to
cancel them, turn them over to the Federal Reserve Agent,
who sends them back to Washington. They are redeeming
those notes in Washington and destroying them. They are
not coming back to the bank which put them into circulation.
We have no knowledge as teo what cdenominations are destroyed
or redeemed at Washington.

Mr. Curtis: governor Wold, there is a distinction
between destroying and redeeming.

Governor Wold: The Act says they should be sent to

the bank putting them into circulation. They are not doing

that; they are destroying them.

Governor Seay: And determining the question of fit-




themselves.

Governor Vold: Yes . Tie have no control ever it we
have no accounting from them as to the number or  enomina-
tion of the notes they are destroying or that have been
redeemed., e Go not know whalt denominations or numbers
are outstanding. In view of the fact that we are obliged
to redeem them whenever presented, even though we have
deposited with the Federal lleserve iAgent the gold for their
retirement, it seems to me that we have some interest in

that cuestion.,

24

The Chairman: You entertain the view, Governor iiold,

that it would be a mistake to withdraw this topiec from dis-
cussion without deciding finally whether or not we are to
have a representative to audit the destruction of Federal
Reserve notes?

Governor :0ld: vwie ought to know definitely whether
our liablility for thee notes ceases when we have deposited
with the Federal Reserve Agent the funds to retire them.

The Chairman: Is not the law specific on that? It
says that we may reduce cur liability by depositing the gold
with the Federal  Legerve Agent.

Governor %Wold: It also says that we are obliged to
redeem them in gold or lawful money whenever presented -~-
receem our own notes or the notes of any other Federal
Reserve Bank when presented, regardless of whether you have
deposited the meney with the Federal Heserve Agent to
retire them or not,

i

Mr. Curtis: Of course the statute says "reduce rcur
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liability". It does not say "wipe it out".

Governor %old: No; it says"reduce it". It seems
to me that the redemptioh and Jestruction of these Federal
Reserve notes ought to be transacted in such a way that
the banks would know at all times just how they stand
and what their liability is.

(At this point Deputy Governor W. W. Hoxton, of the
Federal Reserve Bank of St. Louis, entered the conference
room. )

The Chairman: I will repeat what I have already said,
but it need not be put into the record.

(The Chairman thereupon explained to Mr. Hoxton the
proceedings up to the time of his arrival, which explana-
tion tﬁe stenographer was directed not to report.)

The Chairman: We were in the mic¢st of a discussion
of item (b) under Topic 2. Governor Wold, you had the
floor.

Governor Wold: I think I have relieved my mind of

most of the material that was inﬁt in reference to that sub-

Jjeet. I do think it is of importance.

Governor Seay: I agree with Governor Wold, I think
we cannot wholly trust to the arbitrary action of the
Department in Washington in assuming the rcgponsibility
without advising the Federal Heserve Banks of what has
been done, to say the least. If we are not to have a repre
sentative present at the destruction cf these notes, inasmuc
as the reserve banks are required to redeem the notes when-
ever presented—--- and even if the law did not require i7.
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it would result as a matter of practice--- then the reserve

banks should at least Le advised of what is done; and that

is so even if we do not have a representative there to wit-
ness the destruction of the notes.

The Chairman: This question has never been submitted
to the Federal Reserve Board for a ruling, or with a request
for an opinion of the ecounsel of the Board, becausc this
Conference hasnever taken action on this topic.

It eccurs to me that if a resolution should be passed,
in place of the one offered by Governor siken--— if he cares
to withdraw his--- directing our counsel to submit this
question to the Board in Washington for a ruling or for an
opinion by their counsel, we would have the basis upon
which to make a final discussion of the matter at our next
meeting.

Governor Aiken: I will withdraw my motion and submit
another one based on the statement of the case just made
by the Chairman,

The Chairman:  Governor Fancher, you seconded that mo-
tion. Is that procedure agreeable to you?

Governor Eancher: Yes; that is agreeable to me,

The Chairmen: Does that meet with your views,
Governor +0ld?

Governor wold: Lntirely so, Mr. Chairman.

The Chairman: Then that coursc will be pursued.

Is there a second to that motion?
(The motion was duly seconded and carried.)

The Chalrmen: Governor Seay, you suggested item
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(¢) of topic 2 some months ago; and * find that Governor

Van 'Zandr ‘has slso SUgEested s Will you open the dis-
cussion, Governor Seay?
(¢} WW._iELY RIPOR'TS OF RLSLRVES BY tLiiBLR BANKS,
Governor Seay: This item, gentlemen, you will recog-

|13

nizc as a “carry-over", It is one that was threshed out
at that time and deesided against a weekly report. But I
believe the mtter is one of importance and that it will be
of increasing inmportance as we undertake to develop the
collection system; and, inasmuch as we have the collection
system subject on the program for discussion, I would sug-
gest that we pass item (c) by until we have reached some
conclusion as to the development and extension of the col-
lection system. he first item is so intimtely bound up
with the last that I suggest it be passed until we have dis—
cussed the collection systemn.

The Chairman: What is your view of the matter, Gover-
nor Van zandt?

Governor Van Zandt: My suggestion was not made in
connection with the collection system at all. It was brought
about by reason of the fact that I have noticed with my own
memper banks that iumediately after a statement was called
for their balances began to decrease with us. It was only
for the moral effect it would have-on the member bank, to

1

know that they had to furnish a statement either to the comp -

1

troller or to the Teleral Reserve bank of the amount of
their reserve once a week, and how it was figured, that I

made the suggestion. They would then keep their balaaces
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up. At the present time, of course, it makes little dif-

i

ference to the Federal Reserve banks whether the member
banks keep up their reservc or not. Yet the time will come

when the question of vhether the member banks are keeping

up their reserves will be a vital one to the Federal Reserve

In orcder that the history of this par-
ticular Ciscussion should be fresh in the minds of everyone,
I think we ought to review what was done by the Federal
Reserve Board on this subject. At one time the Board asked
us to discuss the matter. Following that Giscussion there
was submitted to each of the 12 banks suggeested form of
statement to be mace by the member banks. That statement,
I pelieve, was to be mde once o week. T e analyzed the

statement in the New York Dank and calilled the attention of

the Federal ‘eserve Board to the fact that the statement

required thirty-five calculations by the member banks and
then required the tabulation of those calculations in our
bank six hundred and ten (610) times, one for egch bank;
and that the amount of labor involved in the preparation
of thosc figures, assembling them and reporting them to
Washington, w so extensive, we were very strongly in

favor of either eliminating the statement entirely at the
time or reducing it to a very small number of items.
e mede that report from New Yo: I think most of
the other banks ma'.e a somewhat similer report to the Fsdrr
4 5

Reserve Board, with the resull that nothing has been donc.

s P 2y s ‘ O e vy ™ -
1 am unfer the impression that the Federal fheserve Scar
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again considering the matter smad that doubtless they will
be very gla€ to have an expression from this meeting as
to what views are entertained on the question of weekiy
or monthly reports cf the reserves of member banks; and
L hope this meeting will be willing to pass a resolution
on this subject and submit it to the Federal Reserve Board
at Washington.

Governor Fancher: I think the question bears on the
next item, item (d):
(d) BI-MONTHLY STATLM:NTS FROM M: MBER BANKS SHOWING
RLQUIRLD RLSERVE AFTLR LLCOND RLSERVE PAYMENT
HAS BIIZN WADE,

Vie have been requiring our member banks, who are mem-

bers of the intradistrict collection system, to report to

us on the first of each month, from their books, their re-
serve which should be maintained with us. In that way we
can follow through the month and tell approximate 1y whether
these banks are maintaining their reserves—-— whether they
are under or over.,

Governor Seay: Do you mean the average reserve or
the reserve at the end of the menth?

Governor Fancher: They carry the tabulation through
each day and average it at the end of the month.

Governor Seay: I mean does the bank report its aver-
age for the month?

Governor Fancher: No; just ®n that particular date.
We have noted that some of our member banks, not mewmbers
of the intra-district collection system, allow their reservss

to go down. In the cases of banks maintaining reserve of
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eight or ten thousand dollars, we sometimes know that the
balances are down several thousand dollars and that they
remain down for some little time. We hardly feel justified
in calling their attention to it because we are not sure

of the amount they should reserve, It seems to me we are

approaching the time when we should have some sort of report

iy

9

instead of rskimply being able to check up the reserve at
the time they make their statements to the Comptroller.

Governor VanZandt: I was very mich opposed to the
weekly statement, as proposed by the Federal Reserve Board,
for just the reasocns that hove been given == that it neces-
sitated the making up of a great many figures. It was not
so much our own work that we were opposed to, but it was
the work put up2n the member bank. We thought it would
antagonize the member banks against the system. I think
by simply reporting nothing but the reserve it ould ansver
all of the actual n.eds of this mtter; but just to show
the average reserve for the week or bi-monthly I do not
think would answer.

The Chairmens Do you refer te the reserve carried
with the Feceral Reserve Bank or to any other reserve,

Governor Van Zandt: I think it would be better -to

mgke it cover any other reserve.

The Chairmen: It seems to me that one calculation
without the other would be fruitless. It would carry an
excess 1n one nlace ard be short in another,

Governor Ten 7Zandt: I should think it should all

go together,
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Governor Fancher: I think when this matter was up
for discussion with the Federal Reserve Board the banks were
asked to make some suggestlons as to the report. I know
our particular bank went in a suggested dowm and I think
it only involved reporting on 7 items, a very simple report.

he Chairman: We boiled it down to five, in New
York.

Governor Fancher: TWe boiled it down to seven and
sent in a suggested form for a weekly report. It was
guite simple and required very little work to furnish the
figures each week.

Governor Wold: Outside of the statistical value these
reports would have, I do not think we would consider them
of any consequence in the operation of our bank here. The
suggestion met with a great deal of disfavor on the part of
our member banks, who are asked to make so many reports and
asked to give so much information. They report to the
Comptroller of the Gurréncy five times a year. If we
should then ask them to report their reserve weekly, it
would discourage state banks from coming in, The mainten-
ance of the reserves might be accomplished through the
Reserve Board establishing a penalty for depletion. When
the examiner makes his examination he can ascertain this
depletion and assess them for it. If they are fined for

net maintaining their reserve, then they will maintain it.

Governor Seay: That subject comes up under Topic 19,

item (b), "Penalty for impairment of balances."

The Chairman: That: 18 80,
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Governsr Seay: I am satisficd that the problem is
a little c¢ifferent in the different districts. I am also
quite sure that many of the member banks look upon their
reserve with the Federal Reserve Bank as an ordinary bank
balence znd use it accordingly. That would be the case
particularly when they begin to check on 1it.

Governor Wold: We have had no difficulty in that line
at all with out member banks. Most of them maintaii their
reserves fully, and there is some e=xcess,

Governor Seay: Your banks have been afflient. They
have not had occasion to use their reserves. With us they
have not only borrowed against them once, but two, three,
four and five times. If, in acddition to that, they go
ahead and exhaust them, then it becomes a guestion Which
ought to be looked into and governed because of the princi-
ple at stake. They should not be allowed to feel at liberty
to violate their reserve any more than they would if it was
cash in their own vaults--—- and the reserve is supposed to
be a part of their cash in vault, transferred to our keeping.

Governor Wold: If that condition arises why do you
not quote the law to them?

Governor Seay: It does not have any more effect than
pouring water on the proverbial duck's back. They will
write a letter to the Reserve Bank, couched in very polite

language, saying "We had very heavy demands on us on the

date we were compelled to check on you. We hope to be able

te maintain our balance intact hereafter.,! That is the

light in which they view it, and until a penalty is imposec
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I do not believe the reserves will ever be mintained. 1
believz 1 &u *» aécorianoe with your view that thele
should e some perality, hat cuestion was taken up by
the Advisary Coiaclil; they formilated a very strong resolu-
tion, which they presented to the Board, to the effect
that the baiances of the member banks in the Federal Reserve
Banks were in the Federal Reserve banks for the purpose of
acting as a basis of credit; that the banks ought not te
be allowed to violate them, and that a penalty sufficient
to discourage the practice ought to be imposed.

Governor Sawyer: What had the Board to say about it?
Gevernor Seay: The matter has been taken up with
them on more than one occasion, by correspondence, and they

have deferred action on it. I think they realize that

it is a little delicate and difficult to handle. The ac-—~
tion of the Federal Reserve Banks, in arbitrarily charging

to their account the checks received, 1 think makes it im-
possible, in a good many cases, for the member banks to main-
tain their reserves by the Federal Reserve Bank's books,
although they could in many cases by their own books; and
their reserves are not only exhausted with us but their
accounts are very largely overdrawn. The question is

intimately connected with the question of collections---

Governor McDougal: (Interposing) Pardon me, Governor

Seay, but I do not believe any penclty should be put upon
the temporary use of the reserve. If that should be done .
of course the reserves would be of ne use to the banks.

The banks always have used thusec. reserves under unusua’
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conditions, and they always will. At the present time
we are receilving five reports a year, giving us the condi-
tion of the reserves on thos e particular dates, and we are
also getting sworn statements with respect to the status
of the reserves for the preceding thirty days. It seems
to me that rabher than impose any further work upon the
banks at present, we had better try to get along for a year
or 80 -~ Or for a few months anyhow —-- and see if we cannot
get a pretty good line on the question of whether or not
they are maintaining their reserves from what information
we have available, I believe our banks will maintain
their reserves pretty well, and if we keep our information
before us, and check them up occasionally, I believe we
can get along without more frequent reports.

Governor Kains: I am in accord with Governor McDougal

with reference to the collection system, but I think we can

get along for a year or so, until we see what can be done

in that connection,

Governor Aiken: Our banks in New England have been
long on money and their reserves have been well maintained.
I am very sure that they are conscientious in the matter,
with perhaps a very few rare exceptions. I am also very
sure that our banks in New Zngland would account it a great
hardship to be called upon to make up these reports every
week. One of the most serious objections that I meet in
our district is the objection to the constant calls for in-
formation and reports under which they labor at the present

time, and 1 think that they would be very much aggrieved




if we impose upon them a weekly report of reserves,

The Chalrman: This discussion brings out differont

views, and before asking for a motion I want to read a memo-

zrey &

rendum which was just handed (o me by Governor VanZandt

thet is almost exactly what is suggestied by our bank in

New York, as I recall. It asks that member banks certify

the average reserve for a week, ending on a given date, as

shown by the books of the bank, in three items, in the

bank vault, extending in one column the amount recuired and

in another column the amount carried, and the same two

items, the amount of deposits with the Federal Reserve Bank

-

required and carried, and, third, the amount of deposit

with LReserve Agents required and carricd, giving the total
a certificate by thz cashier that it is correct,
That 1s about our vicw of what should be required when

the time comes to ask the member banks to give us a regular

reserve statement, and I do not think we have ever felt,

in New York, that it would be necessary for the present to

have those statements filed with us once a week, It might

be desirable to have them, say, once a month.

Governor Seay: I think you are the senior in initiat-
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sion in the form of

Governor Seay:
a lecalproblem to a
statementi which

b1

transit managers in

overdrarts daily in

may e notv have the matter for discus-
a resolution?

I repeat, Mr.

L

Chairman, that this is
very large extent, I have before me

was submitted at the recent mecting of
cf

Chicago, showing the average nuuber

the different districts, and the arera;
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amount of overdrafts daily. The variation is very large-—--—-
from {7,400 in the case of Boston to 800,000 in the case
of Kansas City.

I should like to ask Governor McDougal this question:
For the district of Richmond, where the Federal Reserve Bank
has loaned to its member banks, a certain number of them,
say 200 of them, the entire amount of its reserves, the
reserve deposits are about seven and one-half millions, amd
the bank has lganed back to certain of those banks eight
and one half millions; can you not see that it is of more
importance in that district that the member banks who are

doing the Dborrowing and who are the offenders, should be

required to maintain their reserves?

Governor McDougal: Mr. Seay, I believe that the banks
are required to maintain their reserves, I think, however,
that the pressure sheuld come from the Comptroller, and he
should take such steps as may be necessary to make them main-
tain the reserves. I speak, I admit, more particularly
for our own district. I think that it would be a hardship
upon our banks now to inflict the work of preparing weekly
reports of this kind which, I believe, are unnecessary; but
I can see plainly that the conditions prevailing in the two
districts are very dissimilar.

Governor Seay: I will say in further explanation of
tha%f%ﬁe amount of overdrafts in our district is not large.
They average from 320,000 a day, in July, to 383,000 in
September. S50 that you see the offense is not widespread,

and the aggregate amount is not very great; but it is the
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principle of the thing that I am looking at. I feel that
if the banks start with the feeling that they can draw ad
libitum upon this reserve force it is inculcating a very
bad precedent, and that they are acting upon a very bad
principle.,

Governor Wold: Are not thos e overdrafts caused by
checks sent to them, charged totheir accounts?

Governor Seay: They are in some cases, and in some

they are not; but it is the offenders who ought to be

reached by some penalty. I pvelieve it is perfectly easy
for ba nks to avoid that. It certainly should be easy.
In flush times like these, they are encouraged---— 1 say,
encouraged—--— to check aga inst their reserves at their
convenience, and when money becomes really more valuable
to them, and tight, why, they will use the thing further.
Governor McDougal: I think they have the machinery
here now to compel them to maintain their reserves, if
they will do it; and they always ha ve had it.
Governor Seay: I should like te say that we are a
little loath to leave anything to the Comptroller's office.
The Chairman: May I interrupt just a moment to call
attention to one thing, and that is that there is not the
»slightest difference between the obligation that rests
upon a member bank's maintaining its reserves today and what
it was before the Federal Reserve Act was passed. Now

they keep a part of their reserves with the Federal Reserve

in their vaults. The responsibility for maintaining that
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reservc has rcsted, and still rests, upon the member bank,
with this excepticun, that the Federal Reserve Act provides
that certain penaltiecs be imposed upon member banks fer
failure to maintain their reserves; and presumably the
Federal Reserve Board is clothed with authority to fix
ties and enforce them, which avthority formerly rested
clusively with the Comptroller of the Currency. I have
never been clear in my mind that this was a matter with re-
gard to which the Federal Reserve Banks were expected, under
the terms of the law, to initiate any procedure,

If we assume a large authority over the member banks
in this matter of their reserves, er attempt to, we are
certainly guilty of a n invasion of the prerogatives of

the Federal ,Reserve Board, and possibly of the Comptroller.

#

«

I do not believe we are yet in the position to take over

the duties of the Compiroller in connection with reserve
metters,

Personally, I would net likc to sce the reserve banks
assume any responsibility in regard to the matter fer the
present.

If in a given district, such as yours, Governor Seay,
the extension of credit by your bank to the members has
assumed such proportions that it becomes important that we
know the reserve condition cf these borrowing banks, as a
matter of policy you have undoubtedly the right to ask for
this information4 you have the right to go and examine
them; but to have the whole system start out, a2s a mtter

¢f policy, to supervise the reserve calculations by 7le
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member bsuks, and possibly to be rcsponsible for initia-
ting a system of penaltics for failure to maintain reserves,
I think is zoing to create a lot of antagonism among the
7600 member banks; whercas, if you, in your own district,
undertook to get that information for your own use and it
werc not a matter of policy for the whole system, I do
not- suppose it would cause any harm, for you are going to
get the. information from people that are leaning on you
now for neccssary accommodation. We would be asking
statcments from 610 banks, possibly all of them maintaining
their rcserves without exception, or very closc to it,
and not more than ten or fifteen of them borrowing any
money from us. It would be a rather offensive thing to
require these statements now, I believe.

Governor Wold: It appears to me that if we were suf-

fering from the same difficulty that Governor Seay's bank

is we would have incorporated on the bank of the applica-—

tion for rediscount a statement similar to this, so that
you would know what the reserve was, and without bothering
those banks who were not borrowlng and were maintaining
their reserves, you would ask the figures that you really
did need. I do not believe that a bank would, under those
circumstanccs hecitate to fill out this information blank.

Governor Seav: Without repeating too much, I want
to say that the e¢xhanstion of reservc balances and the
overdrefts cre less in the Richmond District than they are
‘n gi¥orpevan other digiriota, 20 that 1t s nplt an

aéminietrative dlfficulty that we are encountering. There
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are six other banks that have that difficulty to a greater
extent than the Richmond Bank, although we have loaned more
money tO our members. But it was not from that point ef
view that I was introducing the subject.

The Chairman: In the other cases they use their
reserve. balances and do not giwve the receiver banks the
benefit of the interest on loans, which it is very necessary
for you to have the benefit of.

Governor Seay: There is this difference, Governor
Strong, between the Reserve situation now and that which
formerly existed. I am not prepared to say that the
Reserve Danks should be too active in their control over
the balances, but the required reserves of the member banks
have been appreciably reduced. Then, again, the amount
of borrowing from reser&e banksis not counted in the
liability of the bank, and its real conditieon can be very
much weaker than it formerly could under the law. S0 it
becomes a matter of greater principle and importance now
that the member banks should maintain their reserves than
formerly.

Mr. Foote: What is the record of the Atlanta Bank?

Governor Seay: The Atlanta Bank, for the month of

July, had overdrafts to the extent of (24,000, and for the

month of September to the extent of (200,000, in add tion

to the exhaustion of balances,
M»-. Foote: We made it a policy down there, whenever
we sus»pected r bank, of going after them and the officers

of ths ba nk cculd write to them and urge their duty upon
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them. We discussed this matter a number of times in
our bvoard, cnd we never felt like we could throw the
checks out., They -have shown & disposi tion to respond.
While we hove been annoyed ond tantclized o little about
it, yet we have always been able to correct those individucl
cases whén we would take the matter up with them,

Governor Seay: This question was introduced several
monthe ago, and I should not have broucht it up at this
meeting, but I remind you again that it wes carried over,

The Cheairman: It is on in three places, in different

forms.

Governor Seay: And in e cdifTerent form later on I

shoulcd lilke to discuss it, but I cdo nst ccre to offer any
resolutian, I move we pass it by,

Governor Van Zandt: I second the motion.

The Cheirmon: Is there any further discussion on
Governor Seay's motion? There being none, I will put the
cuestion.

(The motion wes duly cerried.)

The Chairman: Thils, then, cdisposes of items (c¢) and
(@) uncder headi ng 2, and the metter will automatically come
up again when we reach item 19,

(e) DIGEST OF ACTION OF GOV_RNORS' CONIFZRENCES.

The Cheirman: Item (e), Digest of action of Governors'
conferences, was suggested at the last meeting with o view
to meking the contents of the reports of these meetings,

which cre now getting very voluminous, more cvailcble for
O ?

relerence than they zcre in their present form.
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On returning to New York I looked over the iddex that
has been prepared in New York and found that it substantial-
ly answered the purpose. It gives a very complete analysis
of the contents cf cach volume. and I am not going to ask
for any action on this subject, but take the liberty of
making this suggestion, tha t if the minutes and the index
whieh we have furnished to each of the banks, and a copy

of the program and the extended report of the discussion

" werc bound in a bound volume, as can very readily be done,

as we have them in thc New York bank, I think it will prove
very much more valuable as a reference book than it is in
its present form. A small cloth binding is all that we
have put on them, They arc all of uniform size now,
and they will bind up very well. I think it willl be a very
valuable record in that form. We will continue to prepare
the index as soon as the text of the proccedings reaches
us .

Governor Aiken: I should like to know, Governor
Strong, who preparcs that indox?

The Chairman: It is prepared by Mr. Higgins, in our
cffice.

Governor Aikoen: It has seemed to me that it is an
extraordinarily good piece of work and we are under obli-
gations te you and to him for the very satisfactory form

in which it is gotten up.

The Chairman: You will find practically everything

in the volumes from the index; and rather than to have the

whole record rewritten in the form of a careful digest of
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the proceedings . it is alimocst as simple to make it up in

<

the jirndex. If that is sogtisfactory, we will consider Itam
(¢) as having been dGispesed of.

3, REPORT OF ACTICN OF FEDERAL REUSERVE BOARD ON
RECOMMENDATIONS OF LAST CONFERLNCE,

The Chairman: Governor Rhoads, you suggested Topic
No. 3, report of action of Federal Reserve Board on recom-
mendeations of last conference.

Governor Rhoads: It was my recollection that the
Federal Rescrve Board left open one or two of our recommenda-
tierns, but I think some of those are coming up on our pro-
gram at this time.

The Chairman: I think Mr. Curtis has the record of
what transpired after thc last meeting, when everything was
reported to him, and he will be able to make a report of
1t

By the way, the record of these meetings should also
contain the complete report of the proceedings that Mr. Cur-
tis always prepares and sends to Washington, a copy of which
is furnished to each of the Governers . I think you have
all . received that regularly after each meeting.

Governor Seay: Do you send a full copy?

The Chairman: No; we do not send a full copy. We
send simply an abstract of the record containing all the
recommencations and such action as has been taken.

Mr. Curtis: On June 24 and 25 I reported to the
Federal Reserve Board the various resolutions and votes

taken by thc Fourth Conference, and on July 1lst I received
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back quite a long letter from Mp. Willis stating what action

the Board had taken on the various rccommendations, and

copies of that correspondence were sent to each Governor.
I have marked here the various recommendations that
Board did not dispose of. The first one was Topic¢ 10
(a) of that Conference. It was the recommendation that
the Board make arrangements to discount commercial paper
for a time less than the actual maturity of the paper at
the appropriate rate for the length of time for which dis-
count is agrccd upon.

The Board states:

"This recommendation, if adopted, might easily lead
to renewals, or what, as a matter of fact, would be short
loans on long paper. The Board peefers to geb some exper-
ience with the short rate now established before finally
passing upon this part of the recommendation of the Govern-
org."

No further word has been received from the Board so
far as I know, beyond that; so that has been left open.

The Chalrman: I understand, however, that that is
not a final ruling by the Board, and unless circumstances
justify our bringing that subject up again for discussion,
there would be no particular point in renewing that recom-
mendation.

Mr. Curtis: It is a ruling by the Board that they
will not renew it on their present knowledge and experience.

The next questions left open were topics 4 (b) and

4 (f), which relate’ to the subject of the cooperatien be-
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tween chief exhminers and local examiners, and the recent
order of the Comptroller of the Currency, authorizing the
omission of certain items from reports. The Board reports:

"These matters have been the subject of conferences
with the Comptroller, and it is hoped to reach definite con-
clusions in the near future."

I think you are all familiar with what happened on the
first one.

The Chairman: That matter will also come up under
item 20,

Mr. Curtis: On the question of change of form of
statement, where this Conference recommended that the de-
tails of the borrowings of the officers and directors
shall be given, etc., I do not think any action has been
taken by the Comptroller on that, so far as I know,

The Chairman: The matter was verbally discussed in
Washingten, I think, at one of the meetings of the Execu-

tive Committee. Governor McDeugal, correct,me, if I am

not right aﬁout this. The Comptroller's reply was that

he was observing the law, and that he did not feel justified
changin
<5 Bl =

4

‘his position in the matter. I think you were
present when that occurred. The form of the last statement
sent out by the Comptroller omitted directors! borrowings
and officers' borrowings, and the names of the reserve
agents of the member banks,

Governor McDougal: I think your statement is correct,
but I do believe that something should be done to accom-

plish the desired result with respect to the liability ef
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the individual directors. It is very essentlial, I think,
to know who the directors are and from whom they are bor -
rowing, and the amounts that each one borrows. Instead
of having a lump sum of {150,000, for instance, we should
like to know whether the cashier is using any of that, or
the wice president.

tfovernor Wold: Are you not able to get that informa-
tion from the chief examiner?

Governor lMcDcougal: We do not get that in th& copies
of the official reports that we receive.

Governor Wold: You are able to get thet information
from the chief examiner, are you not?

The Chairman: Not automatically.

Governor McDougal: Wait a moment. vie have not been
able to get it; no.

The Chairman: Are you prepared, Governor McDougal,
to offer a resolution which would in any way revive or renew
the recommendation which was made at the last meeting of
Governors?

Governor McDougal: I would be very glad to revive
that portion of it directed at the matter of the individual
liability of the directors of the bank under which we would
have incorporated in the copies of the reports we receive

not only the total amount of the borrowings of the directors,

but the amount that each director has on his own aco unt.

The Chairman: Governor lcDougal, Mr. Curtis suggests

that it would be appropriate for this meeting to reeitc

the correspondence with the Federal Reserve Board, and in-
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stead of renewing the recommendation, make inquiry of the
Board as to whether any progress has been made in adjust-
ing this matter witkh thc Comptrcller, as their reply to our
report of the last Conference indicated that the matter was
under discussion with the Comptroller but had not as yet
been settled; and if we direct an inquiry to the Board
asking if the matter has not been settled or will not be
settled at an early date, it will have the same effect as
though we had renewed our recommendation.

Governor McDougal: If we could incorporate in that,
however, a strong emphasis on the importance of No. 1 of
the three items to which reference was made, that is, details
of the borrowings of the officers and directors, I think
it wiil be well to do it.

The Chailrman: Would you care to submit that as a
motion?

Governor !lcCougal: I would 1like to submit that as
a motion in the form that you stated it, if the Secretary
can re-write it, to which‘I would like to add some refer-
ence to Topic No. 1, to emphasize the importance of that
particular feature of the report, that we received the

details of the borrowings of the officers and directors,

That is the one that I have been most interested in, and

: think it is the one of the greatest importance.

The Chairman: It is, Governor Mchougal. Your
motion is to the effect that, after reciting the corres-
pondence with the Federal Reserve Board on this subject,

this meeting direct an inquiry te the Board as to whether
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pny. progress has been macde in negotiations with the Comp-
troller, and reméw its recoamendation that it is import-

ant in the interests of the reserve banks that they should

be informed as to the liability of directors and officers

to the member banks, and that information should be con-
tained if possible to arrange it with the Comptroller, in
copies of the regular reports sent to the Comptroller which
comes to Federal Reserve Agents, for our files.

Governor McDougal: That will cover it, Mr. Chair-

Governor Rhodéd: I second the motion.

(The motion was thereupon duly carried.)

The Chairman: There are some more items in this cor-
respondence which are unfinished business alse,

Mr. Curtis: Item No. 6 (b), was the question of
the wish of the Governors to have the codification or di-
gest of informal rulings of the Federal Reserve Beard.pre-
pared. The Board said that this would  fnly be of
advantage after a considerable amount of material has
been accumulated, and the Board has in mind to have a com-
pilaticn of this caracter made, possibly at the end of
the “current year,

In that connection I have madc from time to time and
kept up a digesv of informal rulings and instructiens that
have come-to sur bank alone and to other banks in the form
of circulars, and others in the Federal Reserve Bulletin
made up by Sections of the Federal Reserve Act, and it

really 1s quitc a document already. I thought perhaps I
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really is quite a document already. I thought perhaps 1
would offer a part of that here, and the other Governors
might say whether they thought it was worth while to have
the Conference take hold of that. It would not be very
much trouble to have what I have prepared roughly gone
over and smoothed out and put on the mimeograph and sent
around after the conference, if the Governors would care
to.dc it. I brought a copy of it here,

Governor Seay: I would like to say, Mr. Chairman,
that I have to make a research every now and then to find
out what has been done about a ccrtain mtter,

Mr, Curtis: There is the size of it (exhibiting same
to conference), and each page is filled with perhaps ten
or a dozen instructions that may have come by telegraph,
letter, Federal Reserve Bulletin, or circular, and each

one is referred to, So thet if any cuestion arises as to

Just wnat instructions we have received, and how to proceed

under Section 7, say, ofi any question, you turn over here
and finéi’for instance, just rcading at random, just where
¥ou can put your hand on it, Here is the one about taxa-
tion, and there have been about seven rulings on the taxa-
tion guestion alone,

If the Rescrve Board are not going to gect out some-
thing like this for a while, I am not sure that it would
not be a good plan for the Conference to do so.

The Chairman: If this wecre put in shape, this being
more in the nature of an index now than a rcal digest,
and all of this material were gradually boiled down into
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a summary of -the ruling in- eech instance, or the instruc-
*lons, and sent to each of the banks, divided up as it is
here under the various sections of the Act, it might be
possible for each bank t6 submit this digest which censists
simply of material which has reached our bank with such
material as has been received directly from the Board, and
then if it werce all sent back to us we would get this same
man, Mr. Higgins, who prepared the digest of our proceed-
ings, to work it up intoe mimeegraph form and furnish it
to each bank. In order that the work might besuseful
continuously in the future, it would be neccssary to keep

it up. These rulings are ceming through all the time.

»~

An informal ruling on one subjcct will be sentgg to one mk

which the Board may not consider to be of sufficient gener-
al importance to send to all the banks, and we would like
to have a complete review of all these former rulings,
etc..

Governor Rhoads: We have quite an elaborate card
system of a digest ef all the rulings which we have been
able to assZmble, Which we would be very glad te offer for
what it is werth.

The Chairman:  Supposc, then, we make a record by
resolution indicating that it is the wish of the meeting
that the digest as prepared in New York be put in form to
send te each of the banks so that they can submit it with
such rulings as they have and the whole thing be sent back
to New York and there reassembled and furnished to all the

banks, and that it is the sense of the meeting that instrmc-
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tions be given tc each of the Reserve Banks that all infor-
mal rulings be held out and digested and reported to us
for the time being until some other arrangement is mde
and we will have them put in shape.

gGovernor Fancher: I offer that as a resolution, Mr.
Chairman,

Governor Aiken: I seadnd the motion.

(The motion was thereupon duly carried.)

The Chairman: TWhat is the next item, Mr. Curtis?

Mr. Curtis: The next topic is changes in design of
Pederal Reserve notes .. The Conference at thce last
meeting recommended four changes in the design of the notes.
The Reserve Board replied:

"This topic has been referred to the committee on note
issue and redemption (Mr. Delano, Chairman), which will
take up this matter with the Treasury Department.”

So far as I know, that is the last werd received on

Governor Wold: It seems to me that the character of
the notes which are furnished to us and the price which we
pay entitles tis to a better quality of paper and a better
guality of printing. what notes we have received here

are very poorly printed, and some of the numbers are out of

elignment. The ink will run. Our teller handed one out

just before I left, which came in yesterday. There 1is
the back of it (exhibiting the note to the Governors).

The Chairman: We have had similar cases,

Governor Wold: We arec paying a price which it seems
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to me entitles us to a good paper and good ink, something
that can be laundered.

The Chairman: You understand, Governor Wold, that
ink of the character that has heretofore been used in some
of these processes is a little difficult to get just now?

Governor Wold: But these notes were printed before
the 0ld ink was exhausted.

The Chairman: some of them.

Mr. Foote: Mr., Wold, has a note in that condition
ever been submitted to the Board for its examination?

he Chairman: Yes.

Governor Wold: Yes,

The Chairman: Maey I suggest that this meeting ought
to take some action on that matter. We have had a very
careful indquiry made, in New York, in regard to the cost
of all the processes of manufacturing these notes. The
correspondence is not completed yet, but our men who have

studled the subject say that they are convinced that we are

paying top mich for the notes anmd that the gquality is de=-

ficient and that the original design of the note is an un-
safe and incomplete one, I think this meeting ought to
pass a resolution asking the committee of the Federal Re-
serve Board, to which this matter has becn referred, to make
a further investigation of the whole subject, to see
whether the cost of preparing notes cannot be reduced and
the quality cannot be improved.

Governor Rhoads: I offer such a resolution 4f it 18

in order now,
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Governor Seay: That comes up-under-the heading

over .here, Mr. Chairman, being No. 12,

The Chairman: We had a note brought in by the bank
which had been partly destroyed, so far as the engraving
was concerned., We could decipher what it was, but it was
in a bad conditien. The story was that this note had
been in the pocket of a man who became intoxicated and
fell into the water, and it was taken out of his ¢lothes;
that the water had reduced-it tc this condition. We sent
it to Washington and it was in turnd sent to the Bureau of
Cngraving and Printing, and they reported that the story
was undoubtedly a febrication; that they knew from tests
and experiments made with that particular note that it was
impossible for water to destroy the engraving of the note
to the extent that that had been destroyed; that they had
quite a number of notes come in that were in very bad con-
dition and it was very difficult to determine whether they
were Federal Reserve notes or not.

Governor Weld: The story that comes with that note,
gentlemen, is that it was carried by a man who worked in
a garage, and he got greese and dirt on it and he took water
and washed the greese off and that is the result.

The numbers on our notes are miscrably out of align-
ment,‘and gverything elsoe,

Governor Van Zandt: The notes that we have
recently have a different colored number on them.

Mr. Foote: Governor Strong, did the experts in Jash-

ington assume to offer any opinion as to how the note
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reached this condition?
The Ghairman: Yes. They caid it had becen laundered,
and the lyc, or something in the soap, had affected the
ink and reduced it to that condition, and that note bore
every evidence of having gone through a laundering machine.
Governor Seay: It is a subject that may become a
grave one with regard to the quality.
Mr. Foote: I should consider it positively alarming.
Governor Wold: If we cannot put these notes out,

and they cannot be fit for ecirculation, apparently, longer

than they are, it will be a great cxpense to us,

Governor Seay: Ard it is alse a question of the
ease wWith which the identity can be lost,

Governor %old: We cannot afferd to loan those notes
to our member banks,

The Chairmon: They have abandoned the use of carmine
ink for the seal and number and are using a blue ink for
the seal and number, and the Assistant Secretary of the
Treasury, Mr. Malburn, reported to me that he was sure we
would get better results from a change in the ink, He ad-
mitted that there was difficulty with the carmine ink they
had been using.

Are we not in sufficicnt agreement as to the importance
of this matter to pass a resolution with regard to it amd
condider that we have done our duty?

Governor Van Zandt: In that resolution is anything
ta be sald about the fact that only on three places on the

bill are there any cistinguishing numbers, and that three-
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fifths of the bill might be of fered for redemption and
with no evidence whatever as to what bank had issued that
el

The Chairman: - s contained in the former reso-
lution to which the Board now replies, saying that they
have taken the matter up with the Bureau of Lngraving and
Printing. We could add to the resolution a renewal of the
recommendations made at the last conference, and that would
contain the point that you raised.

Governor Rhoads I thought that the bill that we
got for altering our plates was following that out. Am I
mistaken?

The Chairman: No; that was for rcpairing plates,.

Mr. Curtis will read the recommendations which we made
at the last meeting,

Mr. Curtis: (Reading):) "Printing the éistinctive
letter or figure déscignating the Federal Heserve Bank of
issue in larger and clearer type, and placing the same
directly below and as near as practicable to the counter
figure in the upper right hand corner of the note., (This
recommendation is for the purpose of assisting in the sopt-
ing of notes.)"

Second. "Placing in the border a distinctive letter
or figure. (This recommendatien is for the purpose of

identifying portions of mutilated notes where the present

identifying marks cannot be seon, )"

Third. "Changing the ink or other material used in

affixing the red seal in such a way as to make the notes
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fit for laundering."

Fourth. %“Omitting the name of the Federal Reserve
Bank through which the note is issued, the text of the
Federal Reserve Act indicating that the means of distin-
guishing the issuing bank should be limited to figures and
letters ."

Those were the four recommendations that went forward.

The Chairman: The motion will then consist of a re-
newal of the recommendations madc at the last confcrence,
and the further recommendation that the Board take steps
through their committee, or as they sec fit, to securoc, if
possible, a better quality of paper and workmanship on the
notes, and a reduction of the cost. That motion is
geconded. Are you ready for the guestion?

Governor Seay: Will you include in the verbilage,
Governor Strong, the point that this Conference has con-
sidered and looked upon the matter as such a grave one,
both from the point of view of safety and expense, that it
should be remedied?

The Chairman: In the draft of that resolution, Mr.
Secretary, will you incorporate the e remarks, please?

Mr. Curtis: AYes.

(The motion was duly carried.)

The Chairman: That will dispose of an item carried
over from the last meeting, and item No. 12 of the program,
suggested by Governor Rhoads, cost of Federal Reserve

notes.

Governor MecDougal: The cost of Federal ‘teserve notes
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comes in indirectly in comnnection with my report from
another angle,

The Chairman: Mr. Gurtis has still further report
to mmke on the results of the last Conferencc as submitted
to Washington to the Federal Reserve Board, and their reply.

Mr. Curtis: The next topic is "Transfers from the
Gold Settlement Fund for the account of Federal Reserve
Agents.®™  The Board replicd:

"The Board is unable to find that it has taken any
action with reference to this matter, but has it under ad-
visement ,"

That was subsequently issued in the form of a regula-
tion.

Topic No., 19, Federal Rescrve Banks as Fiscal Agents.,
The reply of the Board is as follews:

"This subject has been referred to a committee of
the Board and is under careful stﬁdy.“

That comes up later.

The Chairman: I have a rcport to make on that subjeect

later, and if agreeable we will pass discussien of it now.

Mr. Curtis: The next is Toplc No, 22, Letters of

Credit. The reply of the Board is that this matter has
been taken under advisement with the Comptroller of the
Currency, and it is believed that a sa tisfactery adjust-
ment will be arrived at shortly.

That was subsequently arrived at.

The next is Topic No, 16 (b), Deducting of national

bank notes in reserve calculation, The Board states:
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"This matter i1s in the hands of a committee, and as
goon as report is rendered or action obtained, you will
be advised."
I have not been advised of anything more.
The Chairman: Is it your pleasurec to take any action

with reference to the topics on the program of the last

meeting? You will reecall that we recommended that thenm

member banks be permitted hereafter, as was the case prier
to the inauguration of the TFederal Rescrve system, to de-
duct national bank notes on hand from gross deposits in
figuring their reserves, on the theory that it was a due
from bank item amd was just as eligible for deductlion as
would be a check on a bank in the same town. Is it your
wish to renew that recommendation er revive the topic?

governor Seay: Mr. Chairman, in reporting the recbm—
mendations 16 this conference--- amd I presume there
will be some--- I move that those remaining over unacted
upon in the previous conference be included~--

The Chairman: Governor Seay, that would be the case
with every topic that we have discussed, cxcept thbse that
haYe been reportcd as subsecquently disposed of. For in-
stancc, this matter of letters of credit has been dealtd
with, and the mtter of transfer of  gold for the credit of
Federal Reserve Agents has been disposed of, and those woulc
not be reported agein.
| Governor Seay: Precisly. Those tvhich have not
been acted upon by the Board. I had reference to that.

My motion would cover that.
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The Chairman: Governor Seay, tlkerc is a motion to
the effect that we should renew the recommendations of
the last conference as including thc recommcndation in re-
gard to treatment of national bank notes in our reports
subsequent to this meeting made to the Federal Reserve
Board. Is that seconded?

Governor Fancher: I second it.

he Chairman: Is there eny further discussion?

Governor Aiken: Would it not bc more apt to get
prompt action if it were made a mattcr of special inquiry?

The Chairman: It will appear in our report as a
separate toplc with a renewed recommendation,

Mr. Curtis: I have reported on that now.

The Chairman: Your motion would only cover the last?

Governor Seay: That would be practically all. I
do not want the Federal Reserve Board to labor under the
impresdon that after having pssed a resolution of that
character, after full discussion, we are willing to let it
lapse, Does that complete the memorandum?

The Chairman: That completes the memorandum. Are

you ready fer the question on Governor Seay's motion?

(The question was called for and the motion was duly
carried.)

The Chairman: That will complete the last report.

Governor Seay: With the exception of one item, Per-
haps, if it has not been overlooked. There was one ques=—
tion which was for discussion by the Board verbally, I bc-

lieve, At the last meeting a tentative resolution was
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offered relating to ®immunications between the Federal
Reserve Board and the Federal Reserve Banks, and I believe
it was then dctermined that instaad of making it a subject
of formal resolution the matter would be taken up and dis-
cussed with the Board, and I believe the onus was thrown
upon our Chairman to introduce the discussi on. I am cur-
foes and interested to know if a favorable opportunity of-
fered itself tam introduce that disocussion, and, if so0, if
anything came from it?

The Chairman: It has been discussed, but I cannot
make any report as to the attitude of the Board. I had
2 long talk with Dr. Miller about that. You will recall
that it came up for discussion when he was at the meeting?

Governor Seay: I remember,

The Chairman: And Dr. Miller was to submit the views
of the meeting to the Federal Reserve Board, and he was
prepared to recommend that the form of communication sent
to the Federal Reserve Agents should be such as to insure
banks getting a copy and being promptly in a position to
atterd to whatever businesswas required. Dr. Miller went
from Chicago dircctly to the Pacific Coast, and I have been
in Washington only once since he returned, and I am sorry
to say that I have not a final report on that matter.

Govérnor Seay, may it not be a good plan for us to
put that down as Item 29, to discuss with Messrs. Tarburg

and Harding here?

Mr. Curtis: 28 and 29 have been added.
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4., REPORTS OF EIMECUTIVE COMMITTEE.

The Chairman: Goverror McDougal, the next item on
the program is "Reports of the Executive Committee", of
which you are chalrman.

Mr. Curtis: I just want to say that the word "Rhoads"
opposite that item is an crror of mine. It should have
been your name, Governor McDougal. I do not know how
Mr. Rhoads' name got in there.

Governor McDougal:  With your permission I will re-
verse the order here a little and make a general report
first, rather than adhere to the form of the topics as
sugzested here. 1 prepared my general report. It is not
loeng. I will read 1%. It is as follows:

The Fourth Conference of Governors appointed a stand-
ing Bxecutive Committee of six, viz: Governors Aiken,
Strong, Rhoads, Fancher, Seay and McDougal, Chairman; three
members to constitute a quorui. The Conference referred

to this Committee the following matters:

T Compensation for making purchases for other

Federal Reserve Banks.

Purchase of Government bonds.

Inter~District Clearings.

The appointment of a sub-commi ttee of Auditors
and “ccountants to consider the following subjects:

(a) Forms.

(b) Unit of cost.

gc) Daily transactions - records and reports.

Analysis of Operating Lxpenses.
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(e) Standard Form for Analysis of Expense and

Income,

The -above-menticned- matters bave received.-attention

Jallows:

1, COMPLNSATION FOR MAKING PURCHASES FOR OTHER

this subject is assignod a place on our program,
be-passed for the moment

B PURCHASE OF GOVLRNMENT BONDS;

In view of the ruling of the Federal Reserve Board
that bonds bought prior to December 23rd, 1915, will not
count in the allotment to Federal BReserve Banks under the
terms of Seétion 18 of the Federal Reserve Act, there is no
need to give further consideration to the action of the
Fourth Conference of Governors on this subject,

3. INTER-DISTRICT CLEARINGS,

This will be passed for the present, as it comes up

under Toplc 7 on our program.

4o SUB~COMMITTLE OF AUDITORS AND ACCOUNTANTS,

A sub-committee was appointed and held its first meet —
ing July 26th to 28th, inclusive, at the Shoreham Hotel,
Washington, D, C., there being present representatives from
Boston, New York, Cleveland, Richmond, Chicago, Minnea-
polis and Dallas, Copies of the complete minutes of this
mecting have already been sent to each of the Federal
Reserve Banks and s condensed report made by the Secretary
was Incorporated in the minutes of the Governors' Execu-
tive Committee meeting of August 10th and 1lth, 1915,

I will refer briefly to the action of this Committee
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on the subjects allotted to them by order of the Governers'!
Conference:

(a) FORMS.

Their specific recommendations on this subject are
included in the minutes above mentioned. "It was the
general sense of the meeting that the forms used in the
transactions between the Federal Reserve Banks and between
theBanks and the Federal Reserve Board should be uniform,
but that the forms used for the internal work of each bank
ghould be those which they considered best suited to their
needs,"

(b) UNIT OF COST.

It was"recommended that the subject of establishment
of Unit Cost for standard of comparison be deferred until
more experience would help to determine a proper method of
arriving at Unit Cost."

(¢) DAILY TRANSACTIONS - Records and Reports.

A conference was held with Messrs. Broderick and

Jacobson of the Federal Reserve Board, in the cdurse of

which a revision of Form 34 (Daily Statement) was o nsider-

ed; and the members of the Committee were enabled to get a
better understanding of the reports required by the Federal
Roserve Board.

(a) ANALYSIS OF OP.RATING LZP LNSLS.

(e) STANDARD FORM OF ANALYSIS OF DXPENSES AND INCOME.

The Committee recommended a distribution of expense
into a great many sub-divisions as detailed in the complete

minutes of the Conference of Auditors and Accountants. In
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view of the fact that the Fedcral Reserve Board now requires
monthly reports of expenses distributed in a certain manner,
no action has beentaken toward carrying out the Committee(s
recomiendation on this subject.

MELTING OF GOVLRNORS' EXLCUTIVI COLIIITTLE, AUGUST

10th and 1lth, 1915.

In accordance with the expressed wishes of a majority
of the Executive Committee of Governors, a mecting of this
Committee was called August 3rd, 1915, to be held at Gover-
nor Strong's office at 10:30 o'clock A. M., August 1Oth,
1916, While the meeting was called primarily to discuss
the operations of the collection system, it was intended,
if possible, to dispose of other matters referred to the
Committee by the Fourth Conferenée of Governors.,

Copies of the minutes of this meeting were mailed to
the Governors of the several Federal Reserve Banks by the
Federal Reserve Bank of New York on August 28th, 1915,

These minutes, together with the foregoing, constitute my
gecneral report on matters handled by the Executive Commit-
tee up to that time, and I ask that a copy be filed with

the official minutes of this Conference ofGovernors, although
it is of course unnecessary to transmit to each of the
Governors an additional copy with the minutes of this con-
ference."

In a supplemontary report the Chairman of the Commit-
tee stated that the committee appointed to correspond with

the several Federal Reserve Banks with a view to securing

uniformity in the forms used for rendering to member banks
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daily statements of their transactions, had reported that
the adoption of uniform means for this purpose seemed im-
practicable.

That is with reference t¢ subject No. 2. In regard

to subject No. 3, Mr. H. M. Jdferson, the Auditor of the

Federal Reserve Bank of New York, appointed to investigate
and report on cost of printing Federal Reserve notes, has
reported on the progress made to date, and, moreover, that
when the work is finished his report will be completed and
rendered.

Subject 4. Reference is made to the Conference held
at Washington on Thursday, October 16, 1915, by members
of the ISxecutive Committee with Hon. Carter Glass, but
in view of a report having i eviously been made by letter
to each of the Governors further reference to the matter is
considered unnecessary.

The substancc of it is that our committee went to
Washlington and we were informed at the outset by Governor
Hamlin that this conference had been called at his sug-
gestion and not at Mr. Glass', The nﬂeting was held soon
after, and Mr. Glass, I noticed, prefaced his remarks by
the statement that he wished it understood that this meet-
ing was not called at his instance; that he was gdad to
‘meet with us, but in any event we went along with Mr,
Glass, and I think made plain to him that there was some
difficulty in the way of the development of a check collec-
tion plan that he had in mind, and he expressed himself as

pleased with the opportunity of meeting with the committee,
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and statcd very plainly that he would like it understood
that he had made no complaint regarding the progress that
had been mdc, but that nevertheless he was interested in
seeing progress mde. I believe he said he was respon-
sible for those provisions of the Act calling for that,
and that the Act mave the Board full authority to go ahead
and make a mandatory plan, if it saw fit. But nothing
developed in this meeting exccpt what 1 have written you,
and I think it was a very satisfactory one.

Mr. Glass found that the uniéertaking was greater than
he had before thought, and there were some obstacles in the
way that he had never dreamed of.

That is about all, Mr. Cheirman, that I have to report,

The Chairman: “Thet aetion do you care to take in re-

gard to the report submitted by Governor tecDougal? Let

me remind you, hov.ever, that we have been in the habit of
making reports of this character a part of the record of
the proceedings, so that it would be preserved and
handy for reference, Do I understand, Governor McDougal,
that this is in such shape that it may be handed te
the stenographer to be incorporated in ihe record?

Governor McDougal: If you will permit me to say, Mr.
hairman, my general report is in proper form, but as te
the other I will instruct the stenographer about what shall
g0 in.

The Chairmans Tihat is your pleasure about the report,
gentlemen?

Governor Aiken: I move thet it be received and incor -
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porated in the record.

Governor Seay: I secoend the motion.,

(The motion was thercupoa duly carfied.)

ITEM 5. REPORT OF COMMLTTEE TO CONFER WITH FIDERAL

RESLRVE BOARD AND TREASURY DEPARTMENT ON
FEDLRAL RESERVE BANKS AS FISCAL AGENTS OF
THE UNITED STATES.

The Chairman: Item 5 of the program is the report of
the committec to confor with Federal Reserve Board and
Trcasury Department on Federal Reserve Banks as fiscal agonts
of the United States. I was appointed a member of that
committee, 1t being understocd that we would arrange to
have a meeting, if possible, with officers of the Treasury
Dopartment and a member of the Federal Reserve Board.

Vice Governor Delano was appointed by the Board to deal

with that matter, and we had two meetings with Assistant
Secretary of the Treasury Malburn, and we had a very ex-
tended discussion of the whole subject of the fisecal agency
relations with the Federal Reserve Banks with tho Treasury
Department, I learned that Secretary McAdoo had given in-
structions to Assistant Secretary Malburn to make an exam-
ination of the subject and report to him at length the
recommendations of the course of procedure to be dealt with.

Sceretary Malburn informed us that he had studied the
Whole subject of the Government deposits with the National
banks, and had made up his mind, as I recall the figures,
that it was possible to reduce the number of special and

regular depositarics from something like 1800 in number to

about 300 in number, without seriously, if at all impairing
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the service that was being rencered to the Government in

handling the Government's accounts. He was prepared to

recommend that the deposits with these twelve orf fifteen
hundred banks that were unnecessary be gradually withdrawn
and that arrangements be macde for opening government ac-
counts with the reserve banks and by gradual stages turn
over a considerable portion, probably the greater amount,
of "the Government's deposits which are now held by national
banks, to the reserve banks. He felt that it would be
inadvisable te extend the services of the reserve banks
very mterially at the outset. They should rather be in-
actlive dcpositaries of the Government's funds because of
the possible disturbance that would result in handling

the accounts, on the one hand, of the disbursing officers
of the Government, and, on the other hand, of those offi-
cials of the Government who now required depositaries that
were accessible to custom houses and internal revenue
department officers, and so on.

As 1 understand his statement, he had prepared, or
would shortly prepare for submission to Secretary McAdoo
a very complete report with recomm ndations of the course
of procecdure,

Subsequent to the meeting at thich this confersation
took place, and which was also attended by Vice Governor
'Delano, I have received from Washington a report made by
a submommittee of the Federal Reserve Board on this same
subject. It 1s a long, elaborate report, suggesting that

the Act contemplated that the Reserve Banks should act as
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the fiscal agents of the Government, and that the Treasury
system should gradually shift the business of the Govern-
ment Departments to thc Reserve Bankse. That report has
not resulted in any action by the Federal Reserve Board,
and so far as we are concerned the matter seems to be block-
ed, or, at any rate, in a state of suspense on account of
the failure to act on the report made by Secretary Malburn

the failure of the Federal Reserve Board to agree with
Secretary of the Treasury upon a course of procedure.
At our meeting with Secretary Malburn both Mr. Delano
I agreed in urging that the Treasury Department should
undertake a program for the transfer of business to
the Recserve Banks without having substantially the whole
program laid out in advance. We felt it was important
that the Reserve Banks should know in advance just what

duties they ultimately might be expected to perform for the

Government . it affects us in a good many ways. One is

the question of handling currency; another is the o0ld sub-
ject of handling the enormous number of checks that are
disbursed by the Government--- something like 25,000 every
business day. The third was the question of the receipt

of the income of the Government which is paid in through

the Government's various fiscal officers in a great variety

of different institutions and by different methods.

The more we went into the subject the more complicated
it appeared to be andthe more work seemed to be involved.
We therefore upged Mr., Malburn to deveclep a program which

would indicate to us where we would end in this business
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without starting something that apparently would have ns
end at all: I think he is agreed now in the wisdom of
the course and will not do more at the outset than to recom-
mend the opening of probably inactive accounts with the
Reserve Banks as regular Government depositories, an ar-
rangement by which they would handle a very limited amount
of the Government's checking and deposit business.

I believe it would be wise, if this report answers
inquiries raised as the result of the last meeting, to
take somo action by which a committee to deal with this sub-
ject would be appointed to serve permanently, and that at
every convenient opportunity we take the subject up fer
discussion in Washington and undertalke to make some pro-
gress. As indicating the necessity for a definite program
for the long future, this affects our banking accommodations
in a very important way. Going back to the original
theory of the Government's abandonment of the independent
Treasury entirely, if we took over the functions of the
Treasury Dcpartment, asido from the Bureau of Redemption,
etc., we would have on our shoulders a tremendous amount
of work requiring a large clerical force and large accommo-—
dations, probably, end facilities that none of us have,
and we would have to specially employ men who are exper-
jenced in doing certain‘yinds of work.

I would like te see the subject handled in a regular
and systematic way by a committee that would be prepared to

kxeep the discussion going right along with the Department

in Washington and finally develep & definite program.
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Governor Seay: I move that the Committee appointed
to confer with the Board be continued.
Governor Wold: I second the motion.
The Chairman: Would wou feel disposed, Governor

Seay, to provide for the enlargement of the committee by

appointing another member so that when it might not be con-

venient for one of us to be there to push this matter along,
the other one might attend?

Governor Seay: L ntirely, sir, if, in your experience
that is desirable,

The Chairman: I believe it would be a desirable
thing to do. I will say two. Is it your suggestion
that I should appoint another member of the committee, or
do you wish to suggest someone?

Governor Seay: I suggzest that the Chair associate
with himself amember with whom he may find it to his con-
venience to confer,

Governor Aiken: I second the motion,

Governor Seay: It is a question of convenience very
largely, I think, and he ought to be governed according to
his convenienee in the location, ete.

The Chairman: Then your motion is to continue the
committee with the addition of one other member to be select-
ed by the Chair, and the committee be requested to continue
their work in the conference at Washington looking toward
a development of the program in the matter of fiscal agency
relations?

Governor Seay: I make that my motion, sir.
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The Chairman: Is there any discussion on the motion¢?
(There being no further discussion, the motion was
duly carried.)
The Chairman: It is now one o'clock, at which hour

we have been in the habit of taking a recess for lunch.

What is your wish about continuing?

Governor Van Zandt: I think we had better continue,
Mr, Chairman.

6. REPORT OF COMMITT.E ON METHOD OF COMPUTING DIVIDENDS,

The Chairman: Let us take up Item No. 6, then, the
report of Governor Seay, who was appointed a committee to
investigate and report back on the subject of the method of
computing dividends .

Governor Seay: I believe, Mr., Chairmen, that the mh -
ter was left to the three southern banks, it being supposed
that the question of dividends would be more imminent in
them than in others, and I do not understand there was any
chairmanship of the committec at all. If such is the case
I am remiss in not having communicated with Mr. Van Zandt.
I will endcave to make such report as I have here,

The question involved, sir, is the manner in which
dividends sha 11 be calculated. Ve had reached the con=-
clusion in Richmond that the most equitable thing to do
would be to calculate interest on the capital payments made
by the banks from the dates on which they were made, and,
since we reached that conclusion we have received a com-
munication from the Federal Reserve Boerd which may have

been sent to all the banks and which was substantially to
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that effect.

The Chalrman: They did not authorize the calcula-
tion of a dividend on payments mude as of the date prior
to the date on which the payment was called, as I recall.

governor Seay: No. The dividend should commence
from November 2nd. The calculation should be based upon
payment as of November 2nd, and of course any bank which
had anticipated that would not be entitled to recelve the
advantage, but banks which had not promptly made it should
have calculations made from the date of payment. So
it resolves itself into an interest calculation which shall
commence not prior to the second day of November and, in
the case of banks which did not make them properly, from
the date = on which the payments were made. TWe had one
bank prepare a stock ledger which would at the same time

answer as a dividend calculation ledger, and 1 can give

one of these to each of the members present.

The Chairman: I should be very glad to have a
sample of that.

Governor Van Zandt: Why the second of November in-
stead of the 16th?

Governor Seay: The early payments were called as of
the second of November.

Governor Van zandt: The charter was issued on thé
16th?

Governor Seay: Noj; the charter was issued back in May,
and we were an organization for certain purposes at that

time, But the Federal feserve Board thought it wise to make
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it the second day of November. Consequently it is of that
date, and it was felt we were entitled to receivv interest
from that date. he banks did not open until later and
were not in a position to begin to earn dividends, but
nevertheless it was thought wise by the Board, and equitable,
to determine on November 2nd as the proper da te. We
had reached that conclusion and I believe navr the Board
has confirmed that, not due to any reference of the mat-
ter to them by us, but on application from some other in-
stitution; I do not know which it was.

Governor Van Zandt: We have asked and ha ve not yet
received a reply.

Governor Seay: Qur bank received a reply and it was
to that effeét. We reached the conclusion that the banks
would expect to receive intercst at least from the time
at which they parted with their money, and we believed
that that was equitable. They were not to blame for the
fact that the banks failed to issue it until 14 days
later, and probably they were entitled to recelve interest
en the capital from the time they placed it in our hands.

That is the report I wish to make, that dividend
caleculations be based upon the payment of capital not prior

to the second day of November, the date on which the capi-

tal was called by the Federal Reserve Board, but, ®n the

case of each bank, to date from the date of its payment.
Governor McDougal: Mr. Chairmm , we considered that
matter, I think, very carefully, and concluded that the time

to begin the calculation would be not prior to the datex




but on that date, and we had calculated the

acerued dividends exactly in accordance with Governor
Seay's plan.

The Chairmen: You figure from the 16th instead of
from the second of November?

Governor MeDougal: Yes, believing that was the pro-
per time to do it. We were not a going concern prior to
that, and I am just speaking now of what we have done.

The Chairmen: I thought all the reserve banks had re-
celived this ruling or this opinion of counsel for the Beard,
dated October 7. We received such an opinion in New York,
as 1 recall. Possibly I saw this in Washington, This
matter has been made the subject of an opinion by counsel
for the Board, and I suppose that will be conclusive.

Governor Seay: - I concluded that our bank, having re-
ceived that information of other banks, had likewise re-
ceived 'this —--

Governor McDougal: I do not think we received that.
I have not received it.

Governor Seay: It was partly upon our own initiative
and upon that opinion that I am making this recommenda-
tion to the Conference.

Mr. Curtis: Did you take up at all, Mr. Seay, the
question of calculation of dividends where surplus had
been erroneously reported, where a bank was in temporary
receivership, and things of that sort?

Governor Seay: No; not in detail. I felt that

those things were a little bit too much in detail and that
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the Reserve Pank itself would have to adjust that; that it
was not a subject on which the Beard might mke = ruling
or even involve giving an opinion.

The Chairman: Have you concluded your report, Gover-
nor Seay?

Governor Seay: Yes

The Chairman: Governor McDougal, referring to your
remarks on this subject, Governor Fancher has received a
copy of the opinion of counsel for the Reserve Board
dated October 7, which I @ind upon reading it over does
not answer your point, nor does it completely answer the
question as to what treatment should be made of payments
of capital stock received before the 2nd day of November;
and in connection with the action on the report of Governor
Seay's Committee, it may be desirable to submit those
questions to Washington if they have not been fully answer-
ed by a special ruling of the Fecderal Ragerve Board.

Goernor Scay: Could we have that read, Mr. Chair-
man? Is it long?

Ggovernor Kains: Have we not the power in each in-
dividual bank to control after its own manner a question
of that kind? Why should we want to refer that to the
Board?

The Chairman: I should think it would be a question

of interpretation of the statute; and if we happen t0 have

twelve different interpretations of the statute we might

have a little mix-up. It is o case where uniformity would

be highly desirable,
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Governor Kains: Yes; I admit the desirability.

Mr. Foote: Mr. Kains, the Government has an interest
in the question of the revenues. TWould it not naturally
woent to participate in a decision of the date on which
intercst should be calculated?

Governor Kains: I do not know what interest the
government has in dividends to the member banks.

Mr. Foote: The Government gets everything over a
certain amount.

Governor Kains: Oh, yes.

The Chalrman: I will read this memorandum, Governer

This bears on the matter, and is as follows:

"This officc has boen requested to give an opinion
on the qucstion of whether divic nds payable under Section
7 of the Fcderal Heserve Act accrue from the date of pay-
ment by the member banks or from the date the several
Federal Reserve Danks were opened for business.

"Section 7 provides in part as follows:

Blafter all necessary expenscs of a Federal ‘‘eserve
bank have been paid or provided for, the stockholders shall
be entitked to receive annual dividend of six per centum
on the paid in capital stock, which dividend shall be cumu-
lative.'

"Under the provisions of Sectien 4 a Federal Reserve
Bank becomes a body corporate and is vested with the powers
enumerated therein upon filing of an organization certifi-
cate with the Comptroller of the Currency, but under the

terms of this Section
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W10 Federal rescrve bank shall transact any busincss.
exceplt such a3 is incidental and necessarily preliminary
to its organization until it has been authorized by the
Comptreller of the Curreuncy te commence business under the
provisions of this Act.'

"The collectien of stock subscriptions is clearly 'in
cidenta 1 and nccessarily preliminary to its organization®
and payments were accordingly madc by the subscribing mem-
ber banks before such banks were authorized to bcgin the
business of banking. The subscriptions paid to the bank,
therefore, constitutcd from the date of payment thc paid-
in capital stock of such bank and under the provisions of
section 7, above quoted, the member banks are cntitled te
receive an annual dividend of six per centum on this paid~
in capital stock.

UAs thoso dividends are cumulative, and as the amount
is definitely fixed by statutes at six per centum, it

would seem ¢leap that they should begin to accruc frem the

date of actual payment, and in the opinion of this office

cach member bank should, at the end of the first year, be
credltcd with dividends amounting to six per centum from
he date of the actual payment of stock subscriptions -
such amounts to be paid when the earnings of such banks
arc sufficient to defray all neccssary eapenses and to
take care df such accrued dividends.”

You can see that that does not fix the date as accur-
ately as it should be fixed, boccausé many banks made capiltal

stock payments prior to November 2nd, but it is apparently
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held that the dete from which the dividends should be

catheulated is the Jdete wher the payment was made rather

than the dete when the bank opened for business or was

authérizeg to commence business,

Governor Seay:‘ I discussed that in our bank, and we
reached the opinion that if banks elected to pay prior to
November 2nd, that it was their affair; that they werc not
required to pay it in until that date, and at least the
Federal Reserve Banks should noct be liable for it prlor to
that date, We believe that to be a just position and a
sound cne.

governor McDougal: Your calculations, then, Governor
Seay, begin as of November 2nd?

Governor Seay: Yes sir; as to thecse Dbanks which
made their payments on that date.

Governor McDougal: Or belaore.,

Governor Seay: Or before; interest rumning from
November 2nd.

The Chairman: That does the meeting wish to do in
the way of a repcrt or a recommendation te the Reserve
Boaxrd? L assume that you ere willing to receive and make
the committec‘s revort part of our records, but do you wish
in adcition to that to ask for any further or clearcr rul-
ing from the Board in the matter of calculating dividends
on capital stoek? This opinion does not refer to the
date from whicn the calculation should be made where the
payment has been made priar to November 2nd.

Governor Kains: If we all agree with Governor Seay
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particulars about it, whether to calculate 300 or 365,
and whether the second installment shall be from February
2nd, and all of that, that will go, will it not?

The Chairman: I think it undoubtedly will.

Governor Kains: We might just as well do that.

The Chairman: May I suggest, in order to get this
record rounded up, that this committec be asked to prepare
a memorandum embodying their recomaendations, which can be
made a part of this record and a copy sent to each of the
twelve banks, and then possibly there will be no accasion
to take the matter up for further ruling by the Reserve
Board. We would have a uniform method provided each bank
approved of the method reported by this committee. Will
someone offer that as a motion, or some other mot ion that
will answer the purpose?

Mr. Foote: I offer that as a motion, sir.

Governor Seay: Mr. Chairman, it will be understood
that the general idea, in view of the report that has
been mde here, will govern that committee 1n mking the
report, and that we accept for our guidance the opinion
rendered by the counsel of the Federal Reserve Board.

(The motion was duly seconded and carried.)

(Whereupon, at 1:25 o'clock p. m., the Conference took

s recess until 2:30 o'clock p. M)
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AFTER RECES S,
The Conference rocassembled at 3 otclock p. m.
The Chalrman: The meeting will come to order: The
next subject is No. 13, the next item to be taken up
after passing those items that are temporarily rescrved for
discussion while llessrs. Warburg and Harding are here.

13. COAT OF RETURNING FEDLRAL RLSLRVE NOTES TO BATK
OF ISSUE,

The Chairman: %ill you open the uwiscussion, Goverpor
Rhoads?

Governor Rhoads: This matter has been discussed in-
formally a number of times, and I merely hoped we could
arrive at a uniform practice and settle it.

The Chairman: This matter has been submitted for
discussion by the Federal Reserve Board also, and I think
if we could make any progress On it they would appreciate
it very much.

Governor Rhoads: You de not think we had better leav

The Chairman: 1 de not think we had better pass it
if we can make any progress at all towards a settlement of
the matter through discussing it.

governor Rhoads: Would it help to make a motion:

That the cost of returning notes be borne by the issuing

bank?
Thse Chairman: I think that would bring out consider-

able discussion.

Governor Ajken: I will second that motion.
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The Chairman: Is there any ¢iscussion on this mo-
tion, gentlcmen?

Governor Van Zandtb: I am very much opposed to the
molion as offcred. I think that these notes are recelv-
able under the law at the counter of the bank or at the
office of the Treasurer of the United States in Washing-
ten, and to make a Federal Reserve Bank that issues those
notes go out into thehighwoays and by-ways and pay the cost
of the transporting of those notes back to the place of is-
sue, is sokething that is not contemplated but is in direct
opposition to the intent of the law.

Governor MecDougal: I think Governor Van Zandi is
quite right. I think the expcnsc will have to be borne
by the banks that return them to the issuing bank,

The Chairman: It is something like those gold coins
that are shy of weight out in San Francisco. They pass
them along from one to another, and the last bank gets
stuck.

Governor Rhoads: I submit that the issuing bank

presumably gets the benefit of the use or credit by the

issuing of the notes, and they should therefore bear the
expense.

Governor Wold: That word "presumably" 1s good,
Governor Ruoads.

Governor Rhoads: It dnes not want to lose that bene-

Governor Wold: But notes we are putting out are not

of any particular benefit to us, except in anticipation of
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something that may occur in the future, when our banks will

went credit and not weant currency. It is a matter of is-
suing Federal Reserve notes against gold with us, chiefly,
and there is no profit in it at all. There is a consider-
gble expcnse connected with it--- express charges and soO
forth. But, as a matter of insurance against the future,
we have thougat it wise to put out a number of those notes
and get in the gold.

Governor Kains: We feel that the cost should be
borne by the people sending the notes in.

The Chairman: The statute is so specific, that it
looks to me as though it would be a voluntary payment by
the redeeming bank, the bank that issucs the notes, that
possibly wculd be open to objection. The statute reads
that the note shall be redeemed in gold on dcmarnd at the
Treasury of the United States in the City of Washington,
District of Columbia, or in gold or lawful money at any
Federal Reserve Bank- Then it provides later on that
no Federal Reserve Bank can pay out these notes of other
Federal Rescrve Banks when once they have received them,
except subject to a severe pcnalty. In other words, they
are forced to recdecm them at the place where they are
payable.

Governor Seay: They are also forced to receive them
on deposit.

Governor Rhoads: Any reserve bank is ferced to pay
them in gold or iawful money.

Governar Wold: But they get the gold back.
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The Chairman: Certainly they get the gold back.

Governor Aiken: They are forced to pay for them, but
are estepped from using them.

Governcr Wold: Strange as it may seem some of our
notes have been floating eastward. It would be the
natural thing for them to go west. They float east and
are finally redeemed at Chicago, and howcthey do that is
beyond my comprehension. The Chicago bank gets more
than all the olher banks put together.

Governor Aiken: In some way or other quite a large
amount. of new Federal Reservc notes from one of the small
western banks turned up in Boston. There were guite a
number of them that came in that way. I never knew the
transaction by which they got thore, but there was a big
block of those notes, It is a great burden to the banksto
get those notcs shipped. We have to pay out gold against
them, that is, advance it, for the benefit of the issuing
bank.

The Chairman: Mr. Hoxton, what is your view of this
matter?

Mr. Hoxton: I feel, Mr. Chairman, that the bank of
issue should stand the cost.

The othcer day I had our auditor figure out that matter

for me, and I found that we were sending out for redemp-

tion far more notes than are coming back to us; in fact,
the oxact proportion is thirty to one. Some time ago I
initialed a package of Federal Reserve notes, just as it

came from the bank of issue, which was one of our state
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banks. I have initialed that package of notes three
times in the original package. Lach time I have put out
the geld for it and paid the cost. That bank, which is
in the south, has issued that package of notes te a bank
in its own city; that bank has sent the notes to a cor-
respondont in St. Louls; the correspondent brought it to
us in the original wrapper and demanded gold. We sent it

back te the Federal Reserve bank and paid the cost. This

happened three times after I had marked the notes. How

many times it happened before I put my initials on the
package I have no way of knowing. But I do feel that the
bank of issue ought to stand the cost.

Governor Seay: How many notes have you issued in
Chioago? Governor McDougal?

Governor McDougal: Between two and three million.

Governor Scay: Richmond hes perhaps issucd the
la rgest amount ncxt to New York. We have about thirteen
million. They have been put out legltimatcly. That is
to say they werc not turned over to one bank for shipment
to another bank, to come back three times in that way.
Thoese notes have becn issued in response to a'legitimate
demand, so far as we know. We have furnished some of
them for railroad payrolls. They have been scattered far
and wide. I imagine there are quite a good many of
them in the Treasury Department now, Being one of the
banks that has issued the largest amount, it seems té us
that it is a question of a little more than the law. I

believe 1f we were to follow out the exact verbiage of the
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law that unquestionably the bank forwarding the notes for
redemption would ha ve to pay the cost. It is a questi¥n
of what weuld be equitable undcr all the circumstantes,
and that is always a hard question to determine,

Governor Wold: lho have worked the pump as Governor
Strong has used the term, a great many different wa ys,

legitimate ways, such as the moving of crops and so forth

by the country bank, and a great deal of it goes out

every day.

Governor Seay: What I meant was that they were not
issued to the bank en bloc for the purposc of enabling the
shipper to make an exchange. 1 think any provess by which
we get them out is legitimate and legal, so far as that is
concerned, We have done some pumping as well as anybody
elsc.

The Chairman: How many have you out, Governor %old?

Governor Wold: We have out ten million. We have
asked our banks not to ship Federal Reserve notes of the
ninth district out of the district. We have asked them
to ship them to banks that would bring them to us and not
send them out.

Governor Seay: It seems to me that the bank that
does use them gets the benefit of the gold for future
use, and I am inclined to belleve that it isg more equitable
for the bank of issue to bear the burden.

The Chairman: governor Kains, what is your view
with regard to this matter?

Governor Kains: I said I believe the place sending
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the bank of issue the notes should pay the expente,

The Chairwman: Ané how do you feel about it, Governor
Fancher?

Mr. Hoxton: If you will pardon me, I would like
to ask who pays the expense in connection with the redemp-
tion of national vank notes?

The Chairman: The bank that sends them for redaemp-
tion, and that is true of all other forms of currency in
circulation in the United States.

Mr. Hoxton: issuing bank c(oes not stand it?

The Chairman: No.

Governor Seay: There is difference with regard
to Federal Reserve Bank notes: e cannot pay them out
again. That is rather a unique situation,

The Chairman: At this stage of the development of
our note issue we are performing, at heavy expense 10 oup-
selves, what is in fact a public service. Vie are gracual-
1y getting the gold where it belongs, in the control of the
Federal Reserve Danks, by a process that is pretty expen-
sive, I think the expense that we incur now in connection
with the note issue amounts to $15,000 a month in New York.

It certainly averages {12,000 or more, I think, including

the cost of the notes in the first instance. A compara-

tively small percentage of them are coming in for redemp~-
tion. Of course as the volume inereases the liability
for the expense of redemption, if it were thrown on the
bank of issue, could not help but operate as a restraint

upon the issuing bank against the continuance of a ver;
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desirable operation. I am somevaat unéertgin in my own
mind as to whether the hardship on the one hand is not
offset by the advantage to the whole system on the other
hand. I believe it would be found on ingquiry that the
redemption expense would be fairly apportioned among the
banks if the reserve banks were all of them doing what I

believe is their duty in facilitating this process of get-

ting out the notes, To what extent the expense involved

has acted as a restraint upon the reserve banks in issuing
their notes, I have no means of judging. But there is
a great inequality in the volume issued by the different
banks. %e have nearly (65,000,000 outstanding now in
New York; Richmond has ${15,000,000; Minneapolis {;10,000,000,
Chicago only $2,000,000; Cleveland about ,8,000,000--~
Governor Aiken: ¥e have five million in Boston.
Governor Van Zandt: ¥We have 15,300,000 in Dallas.
The Chairman: If the note issue wiags substantially
ratable among the different reserve banks it is fair to
assume that the redemption would work out ratably among
them, Le, for instance, would get more notes for redemp-
tion than probably any other bank, possibly as much as the
rest of them put together, at certain times of the year in
New York. On the other hand the expense of redemption to
the other eleven banks of our notes, which are the largest
in volume and in circulation, would be divided up amongst
the eleven banks. I think it would work out ratably if
all the banks were issuing their notes in fairly ratable
proportion. Wwe have a very large send-out of these notes.
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I was amazetG When I came to look at the figures not long
ago to find out the amount we had sent out. About every
third day vwe send shipments of notes to five, six, seven,
eight or even ten of the other Federal Reserve Banks. We
have averaged twice a iweek on that, I think, and sometimes
it happened two or three days in succession. 1 do not
believe it is going to affect the expense of the reserve
banks to any very great extent, except those banks--- and
I ¢o not want to be personal about this, gentlemen--- which
are inclined now to economize in connection with note
issues, because of the considerable expense. The way they
can get back at us is by speeding up their own issue.

Governor Rhoads: I would like to say that we have
not been deterred by that sort of expense. %e have put
out all the notes that our market would take. I would
not want it to degenerate into a contest to see which
bank could flood the market with the most notes, in order
to protect itself against expense.

The Chairman: I do not believe it would work eut
that way. How can you flood the market with notes when
vou are simply giving a one hundred dollar note for one

hundred dollars in gold, any more than the United States

Government can flood the country with gold certificates.

It is simply the conversion of one form of circulating
paper into another. It has the important effect of get-

1

ting the gold together. Just since this process started
in the month of January, when it really started, the

reserve banks have tucked away 135,000,000 in zold; and
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according to the last figures that I saw the reserve banks,
including the gold held by the reserve agents, held a
total of (428,000,000 in gold. There is an object to
be served there that far outweighs any disadvantage to
one bank or another bank who, for the time being, may feel
themselves under some little expense in redeeming the
notes of those: banks that have been able to get a large

issue out.

Governor Van Zandt: In our district we have no

sub-treasury: Our banke at this time of the year‘ére
needing werlds of currency to move the cotton crop. They
will wire in for us to ship currency and we have got to
ship them Federal Reserve notes or nothing- , They want
their money right now, and that is the way our issue has
gotten so large. Tie have one bank that we shipped a
million and a half dollars of currency to already this
season.

The Chairman: That is a perfectly legitimate oper-
ation and ought to be promoted.

Governor %Wold: I feel very much as you 4o with
regard to getting out these notes. We believe it is wise
td accumulate this gold and put out the Federal Reserve
ndtes against it, even though it is done at an initial
expense to us. If wvie work from the dollar and cents
standpoint and not put them out because of expense, the
bank%:%hich we are furnishing these notes can get the cur-
rency elsewhere,

Governor Fancher: I would 1ike to say, in speaking

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




89

for one of the banks that are making comparatively low

earnings that we have not in any way held back in the

issuing of eur notes, We have pald them out wherever
there has been a demand for currency. I presume we have
saved our member banks at Cleveland a good many dollars in
the matter of charges for the in-shipment of currency.

We supply payroll currency very liberally, not only to
Cleveland, but to our member banks in Pittsburgh and in
Cincinnati. “e have not curtailed them in any instance;
we have paid them frecly whenever called for. Vie have
gone further than that. Sometime ago I arranged with

our state banks :whereby we exchanged our notes for their
gold certificates and gold. The operation is then con-
tinued. They have their meturities redeemed, and if

they get gold certificates of fairly large denominations,
we can exchange our Federal Heserve notes of smaller
denominations for their matured notes. e are supplying
a number of our banks with their currency in that way.

In connection with what I have said as to the policy
of the banks, I think it might be worth while to review
the discussion that preceded the adoption of this policy

~and its approval in Washington. The so=called pump
that enabled us to get the notes out in large volumes
subjeeted us to considcrable eriticism in Washington.
Some of the members of the Board held the view that we
were in fact violating the law in respect to making sub-
stitutions by the process that we are now employing; that

it resulted in locking up a lot of gold that ought to be
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free in the hands of the banks, and so on. Then one or
two members of the board advanced the theory that this was
a process of inflation. It is not, as a mtiter of fact.
It is a process of contraction rather than of inflation.
After some discussion and further thought they have grad-
ually come to the idea that this is a very desirable oper-
ation and that the leserve Banks should be permitted to do
it. It seems to me the feeling, as expressed by Governor
Kains and Governor Rhoads, that it is a hardship on some
of the banks to pay the cost of redemption, brings us to
this proposition, as I view it: hat the banks that are

willing and able to bear the expense of a very considerable

note issue at this time appear to be subjecting other

banks to considorablc expense 1in redeeming those notes
as they come in,

First, what docs the law mean as to expense of redemp-
tion? What cdoes the law intend? Second, if the law
is ambiguous and permits of two interpretations, what is
the fair thing to do in regard to this question? Is not
that the way to look at it? We certainly must not stop
this process of accumulating gold. We have adopted that
process, and I think we are all in absolutc agreemont that
it is the desirable thing to do; but we must consider these
two points: What does the law mean as to the redemption?
And if the law does nst decide that question, what is the
fair thing to do?

Governor Seay: Ordinarily, when the demand for cur-

rency grows less these reserve notes would be shipped to
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you, or rather shipped to New York, and it would impose

upon you the expense of sending them to us. Te the extent

now that drafts on Federal Reserve Banks can be converted

into New York exchangc at par, I think to that extent the
notes could be sent to the Federal Reserve Banks nearest
to the point of issue, That would be a haphazard way
of distributing the expenses of the redemption of the
notes, There is one certain and sure way and that is to
have the expense bear thc same proportion to the volume
of issue. That would fix the expensc on the bank of
issue,

Governor Van Zandt: Do you take into consideration
the fact that the Federal Rescrve Bank has to pay for the
shipment of these notes to the bank of issue before they
have ever been issued?

Governor Seay: Te what bank?

Governor Van Zandt: The issuing vank, from Washing-

Governor Seay: Yes, thcy have to do that, of course;
but that is a disadvantage of location which should net
be imposed on another bank.

governor Fancher: Could we not defer this topic
until the next mecting of the Board? In the meantime
éach bank could prepare a statcment of expense that they
have been put to, showing the proportion of notes sent
in for redemption and the amount which they have out-
standing, and we can see then if we cannot determine just

where this burden rests, We can all make a transcript
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from our records and bring here -.ith us a statement of the
expense to each bank.

The Chairman: Governor !cDougal, what views are
held in your bank on this subject?

Governor McDougal: I do not think this qucstion
has been discussed by our board at all, but the mtter of
issuing reservc notes was discussed a long time ago and
the decision wae reached that there would be no advantage
in putting these notes out unless ve had a demand which
would make it necessary, and we have, therefore, not ig-
sued any, cxcept a few, and we have only put them out when
they have been especially called for. On the conirary we
had: accumilated, some time ago, a large amount of silver
and legal certificates, and have used those freely, It
seems to mc that as each of the banks are obliged to
redeem these notes as they are presented, they are also

obliged to send them back to the issuing bank, The issu-

ing bank does not invite us to do that. They would not

care if we didn't do it.  They would rather wo did not
do it. I have been of the opinion that ve probably would
expect them to pay the chmrge.

The Chairmn: You mean the issuing bank?

Governor .'cDougal: No, the bank that is cending
them.,

I do not think it is clear in the minds of most of
our board, Mr. Chairman, as to the thcory on which Jou
are accumilating the gold as you are accumlating it., I

can see how it might be important to kmow vhere all that




géld is, but I do not understand what the object is.
The Chairmant There is a very important object.
Suppose we had to meet an emergency, a sudden demand, such

as arose last August, for discounting, when in one day we

got §65,000,000 of papcr discounted at the bank. We

were in a position to return $65,000,000 of commercial
paper to the Fedcral Reserve Agent and take (65,000,000
d gold and put it in our general reserve---

Governor McDougal: (Intcrpo&ing) Can yeu get that
gold back directly?

The Chairman: I think we can. That question has
never becn absolutely and finelly disposed of and is on
the pregram fer discussion at this meeting.

Governor lMeDougal: I will say that the matter of
expense has never been discussed in our board, as I remem-
ber. Of course we know thore is an expensc involved in
issuing the notes, but the policy that we have been follew-
ing was adopted simply for the reason that, until the time
arose neccssary to use that kind of airrency no advantage
woeuld accrue from cdoing Sso.

The Chairman: That makes your note issue an emergency
issue.

Governor McDougal: Yes.,

The Chairman: I do not think that is the intention
of the law, although, like a good many other things, the
intention of the law is not as clecarly disclosed by the
text of the law as we would like to have it, But when we

get all of the Government bonds in our possessien and
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have all of thc Fcderal Reservce Bank notes in circula-
tion against those bonds, and ultimatcly enlarge our note
issues very much, the qucstion of note isscucs by Federal
Reserve Banks is going to be an immense problem, a great
economic problem in the currency system of the country.

I think wec have all agrecd in our Dbank that tiac foundation
for the strength of the bank in its note issucs will be to
convert them, as the law rcally permits, we believe, into
a real note issuc backed by a real gold basis, and the
emergency circulation when required will simply be a layer,
a superimposed issuc secured by commercial papcer on top of
a very large issue secured almost entirely by gold or by
Government bonds, in the casc of the Federal Reserve Dank
notes.

Governor Seay: It would take a very small volume
of notes, based on commercial paper, to lend elasticity
to the whole.

The Chairman: Yes; I frankly believe that a note
issue which is to be the fundamental note issue of a coun-
try, as this is ultimately dcsigned to be, secured simply
by commercial paper, is the rankest kind of inflation,
particularly 1f ihey are permitted to serve as reserves,
If it is based primarily upon gold it is not inflation;
it is legitimate expanston to the extent that commercial
paper is used to extend that issuc, particularly in time
of heavy demand for accommodatien—-—-

Mr, Hoxton: (Interrupting) If you will pardon me,

I would like to ask this question, and I ask it simply fer
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information, If these Fcdcral Rescrve notcs are payable
andé redeemable in gold, they must bec redeemed in gold at
some future time. What is the differcnce? They are gold.
I look upon them, whoere wc are issuing them dollar for dol-
lar, as nothing but gold. Thcy must be redeemed in gold,
and how are you conserving the gold except for a short
period of time. I am not taking a contrary view, but
merely want to have an expression made. I do not under-
stand it.

The Chairman: It seems to me that we have get to
consicder that the currency of the country serves three

different purposes in its use. One refers to the fairly

v

fixed amount that is in general circulation in the peo-

ple's pockets and tills, and so forth, The other di¥ision
is that which serves as reserves for national banks.

Now we have created what you might call a third purpose,
and that is an issue to meet a suduen demand for expansion--
call it a fiduciary issue--- which we expect will come

in for redcmption very promptly when the demand is over,
Now, the process that 1s taking place at present in the
issue of these notes for gold does not affect the bank
"reserve, that is, the money held by the national and state
banks. It affects the substitution of so many federal
reserve bank notes in the pockets of everybody who carries
currency, for so much gold or gold certificates. It would
practically constitute a permanent addition to the gold
reserve of the banks. There will be a certain fixed

volume of Fecderal Reserve notes in c¢irculation, It will
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vary moderately, but it will consist of a certain proportien
always of Federal Reserve notes as long as we have all
kinds of currency in circulation. It will be regulated
more by the manipulation of the cenomination of notes than
by anything clse. ¥e could count on possibly (100,000,000
in notes in circulation in place of the small denomina-
tion golg eertificates.

Mr. Hoxton: Ve have issued about §5,000,000 worth
of notes, and 1 should say that 90 per cent ef that has
been issued to banks in St. Louis that have probably used
them for shipping purposes., Neither the national banks

r state banke in S%. Louis car count Federal Reserve
reserve,
notes in theirA and wnen they come back they will
be brought to us inmediately for redemption by either the
national or state institutions,
The Chairman: Or they can be paid out again,

Mr. Hoxton: They won't be paid out again, because

there won't be the need for it.

The Chairmen: We have in circulation ;800,000,000
national bank notes that do not count as reserves,

Mr. Hoxton: They count as reserves in the state
institutions.

The Cheirman: Yes, but the real circulation of
netional bank notes ié for payroll purposes, pocket money,
till money, and so forth. There is a certain amount al-
ways on hand in national banks in process of redemstion,

a certain amount in reserve at the state banks, but the

great bulk of them are in circulation in the pockets of
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the people. That same thing will remain true of Federal
Rescrve Bank notes until the issuc rcaches thc point where
no more are going aut, and they will thcn come back in for
redemption, 1 do not think the fact that they do not
count as reserves will drive them in for redemption, as
if thoy had been issued temporarily, just to meet an emer-

. gency. I think it is simply the exchange of onc form

of currency for another, and I think they will stay on in
circulation until they wcar out,

governor Seay: It is true that from year to year,
s the population increases the volume of business in-
creases, with a proportionate increase in ecirculation,
During the past fow yecars the circulation has increased at
the rate of (85,000,000 to 100,000,000 a ycar.

(Discussion fellowcd which the reporter was directed
not to take.)

The Chairman: There is another very important

reason for taking advantage of the present st tuation

when gold circulates so freely. The day is coming, we

do not know when, whon it will become necessary for forelgn
banks generally to restore their . gold reserves which are
now vastly depleted on account of the expansion of their
liabilities, their note circulation and deposit liabilities
both. Then the time comes to restore this gold reserve
there is only one market in the world where they can get
the gold, and that is the market in this country, Ve

have got to be prepared for it. Te certainly are not
going to be in a position to fortify the position of our
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panks in this ¢ountry if we leave six or eight hundred
million dollars of gold floating whorc it will not be avail-
able to effect that readjustment which is going o take
place after the war is over just as sure as there is going
te be a readjustment of reserves$ and that we have got to
meet it. That is the purpose of getting the gold in behind
the notc issues now and I regard that as the most import-
ant insurance we can effect against the consequences of
the war.

Governor Wold: Is there not still one other point?
Have we not expericnced times when the banks did not want
a circulating medium, Wnat they wanted was credit. The
capacity of many of these banks 1o extend credit is based
upon the reserves alone. If you haven't any notes out
or your member banks did not want notes, you would have

to loan them gold., By that process we can reverse the

pump,--- and I think we can do it--- and get the gold back

from the Federal Reserve Agonts.

Governor Kains: Is there any doubt about that?

Governor ¥iold: 1 do not think tlere is. Governor
Strong raised the question.

he Chairman: Mpr. Curtis and I have not discussed
this matter recently, but I know that the viegaidvanced
by one of the members of the board, in a discussion of
this matter, that we might have difficulty in getting the
gold back.

I do not know whether you were there when that came

up or not.
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Governor Van Zandt: Do you mean
frém the Federal Reserve Agents?

The Chairmen: Yes; except by a process recemp-
tion at Washington.

Mp. Curtis: It seems to me to be very plain, under
section 16.

nmhe Federal deserve Agent shall hold such gold, gold
certificates or lawful money available ex lusively for ex-
change for the outstanding Fedecral Reserve notes, when
of fered by the reserve bank of which he is a director,
Upon recuest of the Secretary of the Treasury the Federal
Reserve Board sholl recuire the Federal leserve Agent to
transait so much of said gold to the Treasury of the United
States as& may be required for the exclusive purposc of
the recemption of these notes."

1f we reverse the pump, taking the commercial Daper
thot comes in in time of stress, and you getl out notes
against it, those notes go back to the Reserve Agent and
he has got to zi ¥, g That is what he is holding

the gold for. He has the poper and reserve notes and you

have the gold.

Governor Seay: Then two cnd two do not meke
four if you can do it one way and not the other.

Mr. Curtis: If the pump is good one way it is good
for the reverse way,

Governor Kains: Our Federal Reserve Agent transfer-
red the gold to his credit the other day, in Hashington,

1 was talking to Governor Wold about it and he thought 1t

M
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as a mistake to have allowed him to ¢o it, if I could
have prevented him from <oing it.

Governor "old: Your condition was a little differ-
ent from ours.

Mr. Curtis: It is still under his eontrol., He 1is
bound to held it for this very purpose, under the statute,

g

Governor “old: The difference between San Francisco

and Minneapolis is this. “hen we want gold it involves a

shipment to Washington and a reshipment back to us. In
San ¥rancisco they have & sub-treacury and when the Federal
Reserve Bank in San Francisco wants gold all they have to

o is to go acrogs the street and get it.

Governor Ailken: Yos; San Francisco gets a transfer
that you could not have mmde here,

But, gentlemen, we heve jumped from NO. 13 to No, 1ll=-
(h), which is a topie to be resecrved for discussion when
the committee from the Federal Reserve Board is here.

This matter is before the meeting in the form of a mo-
tion by Governor Aiken, which motion I think was seconded
by Governor Rhoads,

governor Aikcn: e motion was made by Gevernor
fhonds and I seconded it. I would like to withCraw my
second to that motion. he magnituce of this problem has
peen laid before me in such a graphic way that it seems to
me that the cost of the recemption of these notes is a
very smll matter, and I publicly repent. (Laughter)

governor Rhoads: I had a thought in mind that a
great deal more was being mde out of this than I had

thought; but as the Federal Reserve Board have put their
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name opposite this matter I was wondcring if it would be
proper to ask Mr. Warburg or Mr. Harding something about it.
I know that they have considered it bccause 1 have spoken
to them about it.

The Chairman: They arc very anxious to discuss it,
I think that when I rcport these various items verbally,
as I prebebly will, when they come, that they will ask
for the result of the discussion of this matter. If you
prefer, as I understand you have indicated you might, te
defer discussion until they get here, we can of course do
that.

Governor Rhoads: With the understanding that not too

mach time will be given to it.

The Cheirman: I really feel that this is a very im-
portant matter, that is, getting the gold together, and I
would like to have a privatc scssion with Mr. McDougal, if
pos sible, befofe we get away. It has been taken up in a
very serious way in Washington, not only by the board, but
by the Secretary of the Treasury. He fully understands
the situation and has decided to cooperate, in certain meas-
ures that the Department can take, towards facilitating
this proccss. I believe the Government is keenly alive
to the fact that wc have got to get busy and get the gold
together as rapidly as possible during a time when gold is
pot at a premium here, as it is abroad, and thereby get in
shape to meet the demands that will have to be met later.

governor Seay: I think we ought to go further than

that. We ought to invoke the aid of our member banks from
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one end of this ®untry to the other.

The Chairman: We have also discussed that view of
it. It vorks autometically if all the things that can
be done are undertaken. It really comes down to thist
Wo have now four diffcrent ferms of paper money, national
notes, silver certificates, national bank notes and gold
certificates. I am leaving out of consideration the
Federal Reserve notcs. If the denomination of gold certi-
ficates is gradually increased; that is, if they discontinue
the issuing of ten and twenty dollar certificates, and pos-
sibly later the fifty dollar gold certificates, and then
the denominations of Unitcd States notes and silver certi-

ficatcs are kept at a minimum--- that is, one, two and five
dollar bills, which are always in demand for circulation--—-
and if the shortage created by discontinuing the issuance
of ten twenty ecnd fifty dollar gold certificates is sup-
plied by the issuance of Fedcral Reserve notes, 1t will be
found that the Unitcd States notes and the silver certi-
fimtes will gradually drift out of bank reserves 1nlo
general circulation and that the gold which was in ciregls .-
tion in ten and uwenty dollar notes, no longer being
available because the issue has been discontinued and only
large bills issued, will all finds its way into bank
reserves, not only Federal Reserve .anks, behind their
notes, but in the reserves of all the member banks and

state banks, The problem with which the member banks

will then be confronted will be how to get small noles

for circulation. This country absorbs a tremencdous
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volume. They cannot make the one and two doller

notes fast enough to supply the demand. To an extent we
can supply them with five, ten and twenty doller notes

and take the gold, because it is all the banks have to
give us. To show you how thet works out in New York:

Some of the lerger banks -- notably the National City

Bank -- have sorted their reserveimoney, snd for some
time have hed nothing but gold in their reserves. They
have had very lesrge calls made upon them to ship curren~
cy, and they do not want to let the gold go. In one in=-
stance they brought out £14,000,000 in silver certificates,
at one clip, and asked us to give them Federal Reserve
notes. They recognize very clearly the advantage to us of
getting those gold certificates. I believe that when the
whole operation is worked out scientifically end the Treas-
ury Department and the reserve banks are cooperating,
thet the effect will be to put all of the banks upon &
g0ld reserve basis rather then gold, plus a large amount
of United States notes and silver certificates. Just now
rothing better than that could happen. Of course the
national bank notes would have to take care of themselves

through this gradual process of redemption, when we take

over the two per cent bondes. I did net mean to mske a

long discourse on the subject. We feel very strongly a-
bout it in New York, and I would not want to see the cost

of redemption interfere in any way with the continuation
of this work.
Governor Ven Zandt: Mr. Cheirman, as Governor

Rhoads' motion did not receive a second, I move you it 1s
the sense~of this Conference that the cost of returning
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Federal Reserve bank notos to the bank of issue should be
borne by the sending bank.

Governor Kains: I secend that motion.

The Chairmant Is there any further discussion of
this matter?

Governor Seay: As I substitute I move that the mat-
ter be deferrcd for further expericnce. Of eéourse the
present practicc would prevail im tho meantime.

The Chairman: Your substitute motion in effect is
that you amend Governor Van Zandt's motion by providing .
that cost of redemption should be borne by the sending
bank for the present at least, or until experience deter-
mines that some other course is justified?

Governor Seay: I simply desire not to commit our-
selves to the opinion that that is the permanent basis on
which it should equitable be settled,

Governor Alken: Tiould it not be better to cefer the
whole matter until ve hear the opinion of the Federal
Reserve Board on it,

Governor Seay: Do you mean at this discussion?

Governor Aiken: At this discussion; yes.

The Chairman: Is that motion of Governor Seay
secended? I did not hear one.

governor Seay: I aid not hear one either, Mr.
Chairman.

The Chairman: It will be necessary for me to put
covernor Van Zandt's motion.

governor Rhoads: If by seconding Governor Van

7andt's motion I can ¢efer final action on this matter,




would like to do that.

The Chairman: The substitute motion is simply on
the program for action after the motion that has the right
of way is disposed of. We have to votc upon the amendment
first. If the propose@ of the motion and his second
both accept the amendment, then we can vote on the amend -
ment and the motion at the same time,

Governor Seay: It was so antagonistic to the motion
that I ¢id not think it could properly be placed thereon
as an amcendment.

Mr. Foote: Would you not have to vote on the sub-
stitute first, Governor Strong?

The Chairman: I do not think so. Mr. Secretary,
is not that simply a---

Mr. Curtis: I really do not know the answer. I
was under the impression that you voted on all amendments
first.

Mr. Hoxton: Governor Van Zandt's motion definitely
commits this body, does it not?

The Chairmen: Yes, it does; and that is the reason 1

suggestod that Governor Seay might be ddv to persuade some-

body to accept his motion as a substitutc, which would

have the effect of continuing the process of having the
sending bank pay the ® st of redemption, for the time
being.

Mr. Hoxton: We are doing that now.

The Chairman: Yes.

Mr. Hoxton: Why is it necessary to make any motion
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at all?

Governor Van Zandt: “hy would it not be an answer to
both gquestions to add to my motion the words "“until exper-
ience has shovn the practice to be incorrect?®

Mr. Hoxton: Then suppose the Federal Reserve Board

should rule . efinitely to the contrary, before we have had

the exzperience?

Governor Van Zandtb: Of course whatever they say
goes. This was just to show the sense of the meeting.

Mr. Foote: Ve have been in this work a vear now and
it seems to mc we ought to be able to express ourselves
decisively, I fully agrce with the sentiment expressed
by Governor Strong, which is to the effcct that mobiliza-
tion of the gold reserve of this country is of the first
importance. I ¢o not think we ought to make any uncer-
tain sounds on the questidn. I think we ought to take a
position--- I think we ought to speed the mobilization of
the gold reserve with all possible rapidity.

The Chairman: It hardly seems to me that the
topic we are Jiscussing justifies a2 record being mde oOn
that particular point, Mr. Foote. The real cuestion on
our progrem for discussion is who shall bear the expense
of redemption.

Mr. Foote: I was just looking towards the effect.

The Chairman: That will come up under Item 1l-(h),
“Reversing the pump", which was what I had hoped the
meeting would discuss; and the reason I put it on was to
bring out discussion and get some positive statement of
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the position of the members of this conferencec as to the

accumilation of gold; to have an undersitanding of this pro-
cess of reversing the pump and rcmoving sany doubt from the
minds of the efficcrs of the banks that there would be any
difficulty of any kind in getting possession of the gold to
augment our reserves,

I am going to suggest that Governor Van Zandt and
Governor Seay act as a committee to frame a motion that
they will offer jointly, if possible, to meet the situa-
tion, In the meantime we will go ahcad with our program.

Governor Van Zandt: I would be willing to acdd the
word "present" before the word"sense"--- "that it is the
present sense of this Conference that the cost of return-

ng Federal Reserve notes to the bank of issuc should be
by the issuing bank."

The Chairman: I will have to put Governor Van
Zendt's motion, which was seconded?

Governor Van Zandt: I will submit my original mo-
tion.

The Chairman: Yhich was that it is the sense of
this meeting that the expense of redeceming Federal Reserve
notes should be borne by the sending bank without qualifi-
cation. That motion was seconded.

Governor Seay:? That would mean to imply that that
is the opinion the Conference holds as to not only the
meaning of the law, but as to the equity of the charge.

The Chairman: Well, it comprehends everything--- the

law and the equities and the gospels and so forth.
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Mr. Curtis: How would it be to add the words "for
the present", on the end of that, as Governor Kains sug-
gested?

Governor HeDougal: 1My idea is this: I am perfect-
ly willing to have the present plan go along until we have
founé out, through expericnce, the proper thing to guide
us,

Governor Seay: That was the subject of my substitute
motion, Mr. McDougal.

Governor McDougal: But I think it would be wrong at
this moment to undertake to fix a definite policy where
there are so many varying opinions here.

The Chairman: Here sit thirteen men, anyone of

whom is competent to suggest an amendment to this motion,

and that amendment would requirc the Chairman to put the
motion as amended to a vote, £8 2ll of you seem s0 ree-
luctant to take advantage of your opportunities and rights
here, I will be forced pretty soon to put Governor Van
Zendt's motion as it stands.

Governor Seay: I offered an amendment, Mr. Chairman,
which met with a very chilly reception. I thought I had
done my duty in that respect.

Governor Rhoads: Mr. Chairman, I move you that we
lag the subject on the table,

Governor lMeDougal: I second that motion.

The Chairman: Do you offer that as an amendment?

Mr. Curtis: That last motion has the right of way.

The Chairman: Very well, we will vote on the motion
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to lay this subject on the table.
(The motion, being duly secended, was carried,)

Governor Van Zandt: I presume there should be a

notion to pass No. 13, e have not disposed of it.

Governor Wold: I thought it was tabled.

Governor Van Zandt: No. You put my motion on
the table. The subjcet itself was not tabled.

The Chairman: fhat are you going to do with No. 13,
gentlemen?

Governor Seay: I move that it be passed.

Governor Wold: Let it come up again during the
discussion with the Board on Friday.

The Chairman: I won't do that unless you want it

Governor Seay: When we have passed subjects hereto-
fore they have generally been brought up in some subse-
quent conference.

The Chairman: We have a certain organic law-—-— I
would not call it a constitutional law, but just an organ-
ic law, that those items that arc tabled or passed auto-
matically appear &n the program for the next meéting. This
meeting cannot escape a subjocct by just laying it on the
téble. We have either got to definitely conclude with
it or throw it off the program,

Mpre IToxton: I move that the matter be discussed with
the members of the Federal Reserve Board present.

he President: The motion just passed would leave

that in ordcr; that is, when a subject is passed it can
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be called up at any other time. The only effect that

the tabling hac had so far has been to put Governor Van
Zandt's motion oa the shelf.

Mr. Hoxton: ¥Vill it be postponed to the next meet-
ing of the body?

The Chairman: No; it can be called up at any time,
It is in irort of every mag at the table, 25 a part of the
programs

The motion now before us is to pass item 13 on the
program. was that motion seconded?

Goveraor Wold: Yes sir.

(The motion was duly carried.)

Now i Hoxton's motion is in orcder if

i will withdraw my motion, as it can
be called up at any time,

The Chalrman: The next item was suggested by Gover-
nor Fancher,

14. SHOULD FIDIRAL RESLRVE BANKS PAY TIPRLSS

CHARGES ON CURRINCY FOR RESERVE PAYMINT DUL
ON AND AFTZR NOV. MBLR L6th?

Governor Fancher: After submitting that subject I
think we had a communication frem the Board bearing on
that, which communication cleared the mtter up.

The Chairman: That was a circular letter, as I re-
call, which intimated that the member banks should them-
selves pay all the charges on these transfers, Are you
satisfied to Crop this item from the program as having been

fully disposed of?
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Governor Fancher: Yes.

(As statcd by the Chairman, this matter had been dis-
posed of by ruling of the Federal Reserve Board made after
the program for the Conference had been prepared. )

The Chairmen: The next subject was suggested by
Governor Seay.

15. POLICY OF RESERVE BANKS IN RECEIVING NATIONAL
BANK NOTES.

Governor Seay: Mr. Chairman, I of course recall

the provision of the Act which says that we may receive
on deposit. I put this on the program not to call for
discussion as a matter of policy, but to beccome acquainted
with the practice  the various banks are now following
among themselves in receiving national bank notes. Up
to quite a recent time national bank notes had accumlated
to quite an extent in Richmond and the banks desired to
put them of f on us. Without meking any absolute refusal
we did, as the Federal Reserve Board recommenced in its
recent circular, endcavor to handle the matter tactfully.

1 dosire to exchange expericnces with the other banks;
I would like to know if they receive these notes in volume,
if they accept them frcely, or if they interpose any diple-
motie objectiens?

The Chairman: That is onc of the subjects where we
go around the table, Governor Seay, and give each member
a limited time in which to state his experience,

Governor Kains, what is your policy?

Governor Kains: “e never take them; we tactfully re-
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fuse them.

The Chairman: Mr. Hoxton?

Mr. Hoxton: T'e take them in St. Loulils, Ve are
a member of the clearing house and the clearing house
rules provide that national bank notes are payable for
balances;

and inasmuech as we take them through the clearing
house balances, we take them for deposit,

Governor Seay: Mr. Chairman, may I speak out of
order right here?

The Chairman: Yes.

Governor Seays: That was partly the reason they were
offered to us in Richmond. We entered the clearing house
but had the understanding that balances would be payable
in lawful money. The banks there settle at their conven-
ijence, sometimes by interchange of national bank notes,
They wish to give them to us, but we decline to take them.

Governor Kains: e are also o member of the clearing

house, but inasmuach as national bank notes are not good

with us we cannot take them. We settle in gold,

The Chairman: Do you get a large volume, iir. Hox-

Mr. Hoxton: No, we 4o not. We had quite a volume
up to three monthis ago, but they disappeared. I think
they will come backpretty strong about the first of January;
in fact, I am certain they will.

The Cheirman: Governor ilcDougal?

Governor lMcDougnl: ;e have been accepting them from

the cauntry banks, but declining them from the city banks,
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The Chairman: “hat is your position, Gevernor Rhoads?

Governor Rhoads: We have been accepting them;during
the early months of the year we got a substantial voluame,
We have had to send quite a lot to Gashington for redemp-
tion. At the present time we have them all cleaned up.

The Chairman: Governor Aiken?

Governor Aiken: ;e have taken them without any

restrictions. Ve have nevep had any more than approxi-

mately {;800,000. Ve very seldom have more than $200,000.

We have had no trouble at all,

The Chairman: Mr. Foote?

Mr. Foote: e have taken them without restriction
and they have not embarrassed us as yet.

The Chairman: Have you had any difficulty with the

xpense of redemption? Have you sent yery m:ny tarough
e iredenpdlon?

Mr. Foote: Not a great meng, Ve have used them
dowvn therc in the cotton movement and have been right suc-
cessful in getting rid of taem.

Governor Seay: Do you recall that last spring you
had a very large volume of them? Did it occur to you at
that time to make any ruling against them?

Mr. Foote: We have not made any ruling on the sub-
ject. Our board has never passed on it,

The Chairman: Hotw about you, Governor wWold?

Governor Wold: Ve do not take themn.

The Chairman: Governor Fancher?

Governor Fancher: We take them v ithout restirictien
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xcept in the matter of transfcrs against currency deposits,
andé in cases of that sort we do not take national bank
notes,

he Chairman: Governor Sawyer?

Gevernor Sawyer: Yie have only had to take them in
a very small way, and we have been taking them.

he Chairman: In New York we have not taken them
generally on dcposit. We have a few thousand just now,

but I guess we never had more than five thousand on hand,

Governor Seay: hey do not offer them to us.

The Chairman: I think thcy have been offered to us
from time to time, but I think they rcallze that it would
be the worst sort of proposition for us to handle the volume
that would come through for redcmption. The clearing
house does not use national bank notes in its settlements,
They do not do it now. They aid, for a while, I think up
to last August, but they have discontinued it.

Governor Van Zandt, what is your position?

Governor Van Zandt: %e accopt without restriction.

The Chairman: Do you get a large volume?

Governor Van Zandt: No. We have about 540,000 on
hand. We will take any kind of currency now. We are
hard up for money,

Governor Fancher: I might add that our bank is not
a member of the clearing housc association, Our needs
for payroll currency are such that we do not accumlate
national bank notes. They come in and are paid right out.

The Chairman: Governor Seay, would you like action
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on this matter?

Governor Seay: No sir. I am fully satisfied. It
is like the tariff; it is a local problem.

The Chairman: Do you wish this iﬁem t0o be continued
on the program?

Governor Seay: I think this disposes of it, Mr,
Chairman.

The Chairman: Item 16 was also suggested by you,
Gavernor Seay.

16, ROTIRLZMENT OF NATIONAL BANK NOTES AND PURCHASE
OF GOV_RNMENT BONDS.

Governor Secay: That is perhaps a larger question

than I thought it would be when I brought the matter up.
The time is approaching when we shall have to purchase
national bonds. Ve know what we have to do when that
time comes, There is 'a point that I thought, looking
ahead, might possibly be discussed with advantage here, and
that is an interchange of opinion as to whether it would
be desirable or feasible to undertake the purchasc of
bonds to a greater extent than 1is provided in the Act, and
to undertake the redemption of national bank notes to a
greater extent then is provided in the Act.

The Chalrman: You recall the provision of the
statute which says that the Secretary of the Treasury
shall not permit the Federal Reserve Banks to buy mere than
twenty=-five million?

Governor Seay: I do, yes. I know now that that
would come under the head of amendments to the Federal Re-

serve Act; . but it was with a view of exchanging opinions
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on it and looking a long time ahead that I brought the
subject up. I had in mind the great diversity of currency
that exists in this country and the desirability of sim-

plifying it if possible. It occurred to me that the

question existed whebher or not Federal Reserve banks

could take over the government bonds that are now in cir-
culation, become responsible for national bank notes out-
standing, and get their own notes out as rapidly as pos-
sible in place thereof,

The Chairman: The expense of that process would of
course be considerable, but it probably would be more than
met by the income from the Government bonds,

Do you wish for an expression of views from the gen-
tlemen around the tablc, or do you just effer that for
general discussion?

Governor Seay: I would like an expression of views,
if you de not think it will occupy too much time. if
you consider it worth while to consider whether or not
redemption of national bank notes might not be more
expeditiously undertaken, you might goct an expression of
epinion, i am/sure, whethcr we tackle the problem now or
not, that it will be a very few years before we will have
to tackle it in a different way. Possibly it is a little
premature, when we have other things to discuss of greater
importance, but the matter came into my mind and I therefore
proposed it.

The Chairman: Have you any thought on the subject,
governor Sawyer?
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Governor Sawycyr I hawve not given the matter any par-
ticular considcration, Mr. Chairman. My improsSion would
be that tho sooner we get into that problem the beiter. It
wéuld Scem to he to be very desirable to substitute our
federal reserve notes for national currenty as soon as it
can be accomplished,

Gevernor Fanchers I think possibly that matter
ghould be dcferred for a little while, possibly a year, and
some other more important matters taken up. Just now
there are some matters of more importance than the solution
of that guestion as to retiring national bank notes. I

uite agrce with Governor Seay in his position; I think it
is a situation that ve havec got to meet, but it appears to
me that it is swveral years ahcad of us yet,

Governor Wold: I agree with Governor Seay as to
the desirability of substituting our federal re. erve notes
for national bank notes. Howcver, I am of the opinion
that we have other matters more pressing at this time than
the solving of that problem, It might be well to defer
that for some time.

The Chairman: Mr. Foote?

Mr. Foote: I agree with Governor Seay in his views,

Just as to when the work ought to commence, or how soon

we ought to press the matter actively, iz something I do

not feel prevdared to express an opinion upon.
as it is practicable we ought to begin the reduction of the
volume of national bank notes and subsiitutc the aoiles of

the Federal Reserve System.




The Chairman: Gevcrnor Aikent

Governor Alken: I do not think I am prepared to
undertake at the present timc to substitute another bond
sccured note in place of the national bank note. I cannot

see sufficient advantage in it to make us undertake it at

the present time. I think we will come to it in time,

however,

The Chairman: And you, Governor Rhoads?

Gevernor Rhoads: I am very glad that Governor Seay
brought the subject up, but I should like to have more time
in which to consider it.

The Chairman: "hat is your view, Governcor McDougal?

Governor MeDougal: It seems to me that we had bet-
ter let this matter wait a while. Ve have twenty-five
millions, probably, to take care of next yeér. That will
give our bank a few million more bonds to take care of,
perhaps, and I believe it would be the part of prudence to
wait a year or two and see how things look, Yie will know
then a little better what the demands are going to be upon
us, ard it might be wisc not to pledge too much of our
resources in that direction at present.

The Chairman: And you, Mr. Hoxton?

Mr. Hoxten: I do not think I can dc¢ better than re-
eche exactly what Governor MeDougal has said. He expres-
sed my view on the matter exactly.

The Chairmant Governor Kains, what is your opinion?

Governor Kains: I agree with Governor Aiken. I do
nct see any advantoge in changing the national bank notes
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into federal rcsecrve bank notes. I think it 1s time
enough to bid the devil good morning when you meet him, in
regard to the other feature of it.

The Chairman: What do you think, Governor Van Zandt?
Governor Van Zandt: I do not think the time is ripe
for us to really consider the taking over of more than

twenty~five million a year that the law requires us to

take. Of ceurse it woulé involve tn amendment to the

Federal Reserve Act before we could de it, md I do not
think that an amendment of that character is due right now.

The Chairman: There is another feature of this mat-
ter that has not been brought out in the discussion, but
which I think ought to be borne in mind.

Governor Kains: May I interrupt right there, Mr,
Chalrman?

The Chairman: Yes.

Governor Kains. Tihen Governor Seay brought up this
question I recalled that our bank bought a million dol-~
lars of these two per cent bonas. e were advised by the
Federal Reserve Board they would not be imputed to us for
righteeusness --- (laughter)

he Chairman: Ve know what you mean.

(Discussion followed which the reporter w
not to take.)

The Chairman: There is one point which has not been
brought out in this discussion, which it seeus to me is
very important. The Federal Reserve bank notes which

would be issued against Government bonds would be obliga-
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tions of the Federal Reserve Banks and not of the United
States Government at all. Assuming that we could get
rid of the whole national bank note currency by an amend-
ment to the Act,  the purchase of two per cent bonds, and
one conversion operation, We would be assuming 750,000,000
in round figurcs of net obligations payable in gold on de-
mand at our counter, and against that we would have
£750,000,000 of obligationsof the Governnment which we might
or might not be able to convert into gold. We would not
even get the five per cent redemption fund which 1s now the
real reserve behind the national bank notes.

Then there is this difference: The Revised Statutes
rovide that the United States is absolutely obligated to
pay national bank notes out of the general fund. I do not
think that provision applice to Federal Reserve bank notes,

e would be assuming a gold obligation, or at any rate an
obligation that would be demanded of us in gold--- and they
would possibly force us to refusc payment in gold--- for

an amount that I do not think the Federal Reserve banks
would be justified in assuming, or even assuming a fraction

of the amount at the present timo. The fact is that the

Federal Reserve bank notes, which are an obligation of

the United States Government, and which they would have

to help us maintain upon a gold basis, rcquire at least a
forty per cent gold reserve. That is what the Act con-
siders to be a minimum safe reserve. If we should take

on $750,000,000 of notes, or half of that amount, or a
quarter of 1t, we certainly would not be justified in doing
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it without maintaining an equal gold rcserve upon it. It
strikes me that that would be a big undertaking for these
banks to shoulder at the present time, Let us suppose
that we got (800,000,000 of gold behind our Federal Reserve
notes, Why, that very operation would immensely facilitate
the retirement of national bank notes, The fund that we
could convert inte reserves would héve to be immensely aug-
mented. In time of very heavy demand, always accompanied
by discounting, we could take down the volume of gold ba-
hind the notes and our reserves would be just so much the
stronger. I would like to see it work a little faster,
when we are strong enough,

Governor Seay: I would not have you gentlemen think
that this was a vital or pressing question, but I think
there is something more in it than appears on the surface,
I had hoped that there would be a ruling by the Comptrol-
ler that he would issue no more national bank notes. But

no such ruling has been made, although a bank is not requir-

ed now to buy Government bonds to lssuc notes, That is

the practice, and I think it is done for the purpose of
sustaining the Government bonds--- but, nevertheless they
are issued. The idea that occurred to me was that if a
‘more wholesale redemption of national bank notes were enter-
ed into; if the policy were adopted by the Comptroller of
not allowing any additional bank notes to be issued, and

if the Federal Reserve banks were (o become the sole banks
of issue of this country, it would tend to throw our mem-

ber banks upon us in a responsible way, which could not be
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done in any other way in the near future, But as long as
they themselves can become banks of issue, and under the
rulings of the Compiroller are, day aftcr day, banks of is~
sue, I thought it might turn our minds to thinking on this
subject and to see if we could not devise some practical
way in which it would be desirable to retire national bank
notes in a more wholesale way and put a stop to the issuing
of them.

The Chairman: I think myself the Comptroller ought
to discontinue the bank note issues. Certainly it was
the general purposc of the Aet, if it was not specifically
so provided, that the issuc of national bank notes secured
by Government bonds would be dis continued as a result of
the passage of this Act,

Governor }MecDougal: Are new organizations taking cir-
culations now?

Governor Seay: Yes. One organization bought

150,000 in bonds the other day---

Governor McDougal: New organizations are doing that?

Governor Seay: They arc permitted to do so; yes.
They are not discouraged from doing it.

(Informal discussion followed which the reporter was
direeted not to take,)

The Chairman: Governor Seay, ¢o you wish to offer a
resplution with regard to this matter?

Governor Seay: No sir. My purpose is fully served

by the discussion which you have very kindly brought forth.

he Chairmen: It has occasionally developed that the
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Federal Reserve Board in Washington, possibly through not
being acquainted with local situations in some of the banks,
has sent out circulars bearing on various mattcrs which
have arrived o little too late for some of the more remote
banks to take action upon promptly with their member banks.
Inasmuach as the time is appoaching when Section 18 of
the Pederal Reserve Act becomes operative in regard to pur-
chases of Government bonds, we have been anxious to have
the Board prepare for that by aporoving a form of circular
which might be uniform and which we all might send to our
member banks at one time. Mr. Curtis has prepared a draft
of a eircular. He has made sufficient copies so that
each Governor may have one, and I would like very much to
have comment upon that circular. If possible you'may all
read it over tonight and the commentn may be made upon it
Friday morning, or tomorrow, Then we can conclude our
discussion onthe subject before the mceting finally ad-
journs, and then send the draft to the FederalReserve Board
for final action.

(The draft of circular above referred to is as fol-
lows:)

"DRAFT OF CIRCULAR QRILATING TO APPLICATIONS TO SILLL
U. S. BONDS.

To the Cashier:
i N

Sectien 18 of the Federal Reserve Act provides that

any member bank desiring to retire the whole or any part

of its circulating notes, may file with the Treasurer of

the United Statés an application to sell for its account
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at par and accrued interest, United States Bonds securing
circulation to be retired,

Wrhis secbion of the Act takes effect December 23,
1915, and the Federal Reserve Board has announced that
the first cuertorly period for which they will consider
such applications will bethe period ending March 31, 1916,
In sccordance with the terms of the Act, all applications
to sell such bonds, in order to be considered by the Board
at that time, must have becn filecd with the Treasurer of
the United Statcs at loast ten days before the cnd of the
quarter, 1. €., On or before March 21, 1916.

"]t seems appropriatc at this time to issuc blank

forms for the use of member banks of this district, toge-

ther with suggestions concerning the procedure to be fol-

lowed: In meking application, member banks should bear

in mind the following points:

"lst: The only bonds that are ellgible for sale in
this manner are United States Bonds which at the time of
application are actually sccuring circulation of national
pbank notes to be retired.

"ond: The applicatiens should be forwarded directly¥

to theTreasurer of the United States, Washington, D. Ce

WS, The applications must be received by the Treas -

urer of the United States at least ten days before the end
of the quarterly period at which the sale is desired 1o be
made .

"4th: It is optienal with the Federal Reserve Board

whether or not to recuire the Tederal reserve banks to




purchase the bonds offered for sale.

Y5the If the Federal reserve banks are required
by the Federal Reserve Board to purchase the bonds, the pice
will necessarily be par and accrued interest.

“eth: The aggregate amount of such bonds which the
Federal Reserve banks can be required to purchase is limit-
ed to $25,000,000 in any one year.

"iths his aggregate amount may furthermore be re—
duced by the amount of such bonds purchased during the same
year by the Federal reserve banks in the open market.

"APPLICATION

(Date)

To the Treasurer of thce United States,

Washington, D. C.

In behalf of the National Bank of

I hereby make application to you to sell for

its account at par and accrued interest, United States
Bonds securing circulation of the said bank to be retired,
as follows:

DESCRIPTION OF BONDS

Rate of Interest Maturity

Respectfully,

Cashier

National Bank of
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our permission we will pass topic No, 16 until
this circular has been rcad and discussed on either tomor-
row or Friday.

The next item is No. 17:

17. COUMITTEE TO AUDIT GOLD CTETTLEMINT FUND.

You will recall the regulation of the Board in re-
gard to the gold settlement fund provides that the fund
shall be audited at least once in three months by an audi-
tor appointed by the twelve banks, or by the Governors, at
this meeting, and an auditor appelnted by the Federal Re-
serve Board. Governor McDougal has reported the comple-
tion of the first audit which was mace at the time the
auditors met in Washington. The time is approaching when
another audit will be necessary. I have been requésted
by Mr. Broderick to arrange, if poésible, to have just one
man act as the auditing committee rather than a number, as
was the case at the last audit. You will recall in the
report submitted by the auditors they determined it would
be inadvisable to have just one representative present at
that audit, but inasmuch as the regulation provides for
just one man, and Mr. Broderick, in whom we all have cone
fidence, has exprcssed the wish ~that one man be appointed,
I think we would be justified in complying with his wishes
and in following out the regulations of the Board.

What is your pleasure in regard to the appointment of
a representative to make this audit?

Mr. Hoxton: I made some comuents, which I have

written down, to this effect: he regulation of the
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Federal Reserve Board provides that the audit bc made by
a representative of the Federal Reserve banks together with
a representative of the Federal Reserve Board. The Commit -
tee of Auditors and Accountants suggested that the respon-
sibility for this oudit should not rest upon a single man
representing the “welve banks- I think that we should
give that matiter consideration, as that is the reason way
the comm’ittee suggestcd .t.

The Chailrman: Our Committec of Auditors suggested

Mr. Hoxtor: Yes.
Governor McDougal: It was suggested that the regu-
latiorn pe changed so that two representatives from our or-

be in attendance at the timc, instead of

Thie Chairmen: The statement I made was made wvithout
full consideration. I have not discussed this matter
particularly with >ur auditor, who wWas onc of that commit-
tece. If you feel that there should be more than one man
appointed, and that we should make such a recommendation
here today we can put that on the program, and when Messrs.

Warburg and Harding arc here on Friday, we can explain our

views to them and ask them if they cannot modify the regu-

lation.

Governor McDougal: The fact is that the committee
of Auditors appointed a sub-committee consisting of two
ne mbers. Then they called upon the Board for permission

te begin this audit they were informed that they could pro-
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ceed, but they would only be allowed onc represcatative,

That plan was followed, our represcntative reporting back,
however, that it would be more satisfactory if he had some-
one there; that is, some other indiviaual to represent

the Governors' Conference, or the banks.

The Chairman: What do you suggest, Governor McDougal?

Governor licDougal: It would necessitate the modifi-
cation of the regulation under which the auditis made npd
permitted,

The Chairman: This matter can be disposed of very
promptly if someone will make a motipn,

Governor MeDougal: Under the circumstances I would
move that the regulation governing the audit of the gold
fund be amended so that it will provide for two represen-
tatives from our body to be present at that audit instead
of one.

The Chairwman: Is there a second to that motion?

Governor Rhoads: I second that motion.

The Chairman: Is there any further discussion?

(There was no further discussion and the motion was
duly carried,)

R}

The Chairman: That still leaves ihe question of the
appointment of the representative open, Governor McDougal.
What are your wishes in regard to the appointment of either
one or two representatives, as the case may be, after the
T'ederal Reserve Board has acted upon this recommnendation?

Governor McDougal: My recomaendation was that we ap-

point two representatives,
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The Chairman: If they say that they will only receive
one it will be embarrassing to appoint two, Should not
the appointment be subject to ang’ : raction the Federal
Rescrve Board may take in regard to this motion which we
have adopted?

Governor McDougal: I would recommend that you now
appoint the committee, the number to be governed by the find-
ing of the Board.

The Chalrman: Do you wish me to make the appoint-
ment, or do you want the appointment of the representative
to be made at this meeting?

Governor Wold: I move that the chair be authorized
to appoint the committee,

Governor Kains: I second the motion.

Governor McDougal: I would recommend that the com-

mittee be alternated so that the various banks would be

represented at different times in examlination of the fund.

The Cheirman: I was golng to suggest that it would
be enltirely satisfactory, in making these aspointments,
for me to go through the banks s0 that each bank will
have a representative, unless a very remote bank should
find it Inconvenient, or too expensive. They could be
appointed in rotation. To meet that situation I would
take advantage of a time when the reserve bank of San
Francisco, say, had a rcpresentative in the east, to
make an appointment for him to be on the Committee of
Audit ot that time,

Governor McDougal: That would be entirely satisfac~-
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tory, and I think a very proper way to procéed.

The Chairman: As I understand the motion it author-
izes the Chairman to appoint a committee of one or two, as
the case may be, and it is the sense of this meeting that
these appeintments should rotate through the banks, That
motion has been seconded, Is there any further disecus-
sion?

(Therc was no further ¢iscussion and the motion was
duly carried,)

The Cheairman: Topic No. 18 was suggested by Govcrnor-
Fane¢her:

18, ADVICE OF ASSESSMENT ON MEMBER BANKS TO COVER

CAPITAL STOCK IMPAIRMENT, IF SHO®WN BY ANY OF
THE FEDERAL RESLRVE BANKS AT CLOSE OF OPTRA-
TIONS FOR THE CURRENT YEAR.

Governor McDougal: That question came up a few weeks

The Chairman: I am afraid I must call you to order,
Mr. Fancher should open this discussion.

Governor Fancher: I will be very glad to defer te

Governor McDougal. I do defer to ﬁim.

The Chairman: You have the floer, Mr. McDougal.

Governor McDougal: I wish to beg your pardon. Will
you proceed, Governor Faneher? Inasmuch as you got into
the fight thicker than I did I will be very glad to let
yeu have the floor,

Governor Fancher: Mr. Chairman, this refers to a dis-
cussion that Governor MeDougal and myself had with some

members ef the Board, in fact at a meeting of the Board.
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The question was asked by the Secretary of the Treasury,
who was presiding at that meeting, 'as to what we thougnt
of assessments being made on those banks where they Gid
not show sufficient earnings Lo meel expenses. It had
never occurred to me seriously that that contingency would
arise. We thought that with a return to fairly normal

conditions the banks would be able to show sufficient earn-

inss to at least take care of their expenses. It hed

scourred to both Governor McDougal and myself that that
had been in the minds of some of the members of the Board
and probably had been discussed; and we have simply sug-
gested the topic here to bring out in the minds of the
sther Governors some thought with respect to this mntter,

The Chairman: Governor licDougal has the floor now.

Governor McDougal: Governor Fancher has said 1n part,
perhaps in full, what I intended to say. The que stion
arose there, and, in response to lr. McAdoo's inquiry,I
told him that I thought that no thought of such an assess—
ment had occurred to any of the banks at present, and that
1 hoped there was no such thought in the minds of any of
the Doard or of the Board as a whole, Netional banks and
other banks, in the regular course of business, struggle
along very often for o year, and sometimes for two years
before their income or earnings are sufficient to offset
their heavy expenses incurred at the outset,

I think it would be very ill advised to permit the
matter to even be considered here at this time.

Governor Seay: I can say that the matter has been
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talked .of by the Board, and that it was discussed at a
meeting of the Fcderal Advisory Council. The opinion of
each member was asked as to the pecessity or advisability ™~
of making these assessments. There are one or two on that
board who are banking men and who said that they thought it
ought to be done if the capital is impaired. But that was
not the majority opinion. The majority thought it would
be extremely unfortunate and that they did not believe the
necessity existed for it. But that question was propoumd -

ed to the Council by thc Federal Reserve Bodrd.

The Chalrman: Yes, I know 1t was.

Governor McDougal: I should like to inquire whether
any of the Governors here as the representatives of their
banks would be in favor of any such procedure at this time¢?

The Chairman: Without going around the table, could
we just ask if there is such a view entertained by those
here as suggested by Governor MecDougal that a discount
should be made at the end of the current year to pay up
deficiencies of ‘Operating cxipenses? I do not hear any
suggestions.

Mr. Hoxton: You mean, if there is anyone here of
all districts that entertains that view that a discount
should be madc? I very positively think that it should not
be madc. These banks are not expected to be in full
eperation for a period of three years, anyway.

The Chairman: It seems as though that would be ask-
ing the member banks to pay the tost of advertising our

failure by any such operatien. I certainlyam very posi-
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tive that overy member of our board in New York would re-
sist that to the utmost.

Governor Fanchcr: Oh, I think so too.

Governor Aiken: Thére is no guestion about that as
to the bank 1n Boston. They would be very much opposed
to it.

The Chairman: Have you gentlemen secn what the
Tederal Reserve Board had to say in a recent issue of the
bulletin? Not the last one, but an earlier one, The
statcment ic m.de as to thc earnings of the Reserve banks
which would ma%c it very diffiecult for them to levy an
asscssmeat just now. They héve made a statement which
weuld indicatc that in the future,and the not distant fu-
ture, the banks will substantially all be earning their
expenses. They have verified that by a statement recent -
ly indicating how much must be invested in order to enable
them to earn their cupenses and their dividends, and in-
tclligent bankers who read the bulletins and wiho have
gaincd from these two copies the impression that the earn-
ing situation has taken care of itself pretty well, would
be very mmch shocked by the suggestion that the Board is
now going to make an assescment. In the first place,

. there is nothing in the Federal Reserve Act that provides

for an assessment. It probably would require an amend-

ment to the Act, and the debate on that topic in Congress

I believe would open the door to disastrous results .
Governor Seay: Mr. Chairmen, do you nct think they

are looking at it purely from the legal aspect, the
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technical legal aspect of the case?

The Chairman: That may be, yes. I think Governor
Hamlin asked me some time ago to prepare a memorandum on
that subject as to what they ought to do at the end of
this year, when it might be ascertained that capital of
some of the reserve banks was impaired, and I sent over a
very varefully prepared statement of the method of account-
ing that would enable the banks at the end of the Surrent

year to set up on their books an account, and we suggested

some tilles to that account which would be a fair and

frank statement to the public that this bank in the first
year of its operation has used so much capital for organiza-
tion and expense of operation; and if the banks do that,
and state it squarely in their balance sheets and do not

attempt any subterfuge or evasion of tany kind, there is

not going to be any criticism, and the subject can then be

dropped, I believe; but if the Board thinks that they
are justifiecd in having the law amended so that they can
levy an assessment on all the member banks, it is going to
start up a wasps nest with about 7600 wasps in 1t. What
is the use of that?

Governor Seay: Are you convinced that that would Yre-
quire an amendment?

The Chairman: I am not absolutely convinced of it,
no, Governor Seay; but I think it ie possible that it
would be tested.

Governor Seay: It is too ill-advised to consider.

The Chairman: It is almost inevitable that some bank
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will lay dewn and will not pay, and you would have litiga-
tion that would make it nccessary to make clear that they
have the power, and as a practical matter it would come
dovn to an amendment of the statutc, probably.

Governor Faneher, this being your topic, I will ask
you the stersotyped qucstion as to whether you have a me-—
tion or desirc any action.

Governor Fanechor: I have not. I simply suggested
the topic te® bring out the discussion wc have had here.

The Chairman: De you consider that it would be de-
sirable or undesirable to have & recommendation on our re-
cord in regard to this matter?

Governor Fancher: That question, to my mind, is
whether it is dosirable to make any recommendation, whether
favorable or adverse. My thought was what had come into
my mind from what had inspiped the Board. Our showing
would not be so bad but what we could, with a fair tinme
given to us, rcturn to fair conditions and we could pos-
sibly takc care of the exponse itom.

The Chairman: fiould it not be a good idea to get

come little information, roughly, as we are sitting around

the table, as to what our position is going to be? I do

not mind stating frankly what our position is in New
York, to start the subject going.

Of course our expense 1is heavy in New York. We have
got the resources for a very large earning power when the
time arrives. But rents are high, salaries are high;

everything costs a great decal more in New York than it
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does in almost any other city in which there is a Federal

Rescrve Bank; and beyond that, they are handling a very

large amount of money in that Federal Recserve Bank, and
our clearings arc heavy, and the whole clerical force, the
whole clerical operation, is very expensive; when you

come to consider that we have no earning power. S0

our expenses are rcally more out of proportion on account
of the size of the institution than in any other bank.

Up to July lst, by the method of accounting which
then was employed in the bahk, we had earncd all of our
expenses and {43,000 on which we carried undivided profits.
During thai period, however, we did not attempt to amortize
organization expenses or the cost of the initial issue
of Federal Reserve notes. Commencing with July lst we
set up the accounts in which to cutlnguish all of the
jtems of organization expensc ané all of the original cost
of the notc issue, and we started then to charge in the
actual cost of all Federal Reserve notes currently used.
so that the charges for the current issues of Fedcral Re-
sorve notes, and the charges for amortizing our organiza-
tion cxpenses I think amount to 15 or 18 thousand dollars
a month. One month I think it was more thansthint,

Up to the time I left thac office we were about
15,000 behind in our current exponses, including this
amortizing charge. Since the first of July, I might

had !
say, we have {28,000 to the good since the bank was or-
ganized on our expense account. Wie may run beaind a

little if we are unable to keep our investment ageount

oing, but from what little I know the banks are all in
f2 &
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about the same position that we are in, and all run their
accounts about the same way.

Governor Wold: We have set up our amortization ac-
count. T'e thought it would be better to do that. How

much é¢id vou charge on Federal Reserve notes, do you say?

The Chairman: Up to July lst we put the entire

cost of Federal Reserve notes in the organization expense
account. C ommencing with July lst we divided the cost
of Federal rescrve notes which had been used up to that
date.

Governor Wold: You mean, those that had been put
into circulation?

The Chairman: Those that had been put into circula-
tion. We divicded them into twelve equalparts, as I re-
call, and each month we charged one-twelfth of the cost of
all notes issued up to July lst to current expenses. And
comnending with July lst we charged the costy—3it amounts

a thousand -~=-
to about $10 of issuing Federal Reserve notes, new
notes issued each month for our current expenses;
so we are payifg the entire cost of the current note
jssue and one twelfth up to the lst of every month.

Governor Wold: Do you believe your notes will
be good and useful except for one year?

The Chairmané: Ve have not any expérience upon
wihich to base that. All we can ¢o is to charge the cost
of issuing new notes as they are paid. Many of them come
back in such condition that we can send them out again,

and we do send them out; and as to those, of course there
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is no expcnse charged, but cvery time we take a new note
out from the Federal Reserve Agent and put it into circu-
lation we charge the cost of that to our current expense,

Governor Wold: At {10 a thousand?

The Chairman: Yes,

Governor Ajken: We charge $10 a thousand.

Governor Wold: I thought the estimate was eight
dollars anl something.

Governor Aiken: Ve charge $9.56.

(At this point an informal discussion took place

which tho steno;rapher was directed not to report; after

which the following proceedings were had:)

Governor Fancher: I might say, Mr. Chairman, that
we Bet up these accounts on July lst; first, the organiza-
tion eipenses, and then the expenses connected with the
issuing of Federal Reserve notes, and then up to that time
we had charged into expenses thc cost of the notes we had
issued, although our figures were not quite as large as
they should be. We are adjusting that now. We show a
deficit in current earnings to meet current expenses of
something like {33,000, Sin lle first of July, or,
rather, recently, we are showing a better earning, and I
think that as the r05u1£ of the current year's operations
in the thirtecn and one-half months we will probably have
a cdeficit in current oxpenses of something like ,20,000.
We are charging into our current operations the assessment
mac¢e by ithe Fedepral Reser%e Board each month, and also the

cost of issuing the Federal Rescrve notes. That will
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probably be our situation, as we view it now. Looking
ahead to the first of Janvary, our expenses were about
$10,000 a month, and our earnings something in that neigh-
borhood-—-— somewhere in the ncighborhood of {316,000.

The Chairmon: Just look at this subject with actual
figures, and see how absurd an asscssment would be. I do
not belizve that the decficiency at ihe end of the first
year's onerations of all the rescrve banks together, that
have Geficiencies, leaving out thosc that have surpluses
which wo1ld not apply, would ahount to more than two or
three bundred thousand dollars. Suppose it amounts to
two or taree lundred_thousand dollars. In order that we
might c¢liminate threc hundped thousand dollars of defici-
encies, or impaired capital from our statemenl, an average
assescment of 5,50 a bank, say, of the 7600 national banks
of the Unitcd States would be lcvied. What an absurd
thing that would be!l The little bank might pay 1.50;
the big bank might pay $500; and such a procedure, it
seems to me, would be the most unwise thing possible,

Governor Seay:  Grosesque)

Governor Aiken: I thi -~ w ought to have a vote on
“that question, Mr. Chalirman.

Governor Rhoads: S50 4o T

The Chairman: I think we ought to call the attention

of Mr. Foote and Gow rnor Hoxton to one thing; that is,

the record of these proceedings is conskdmred tm be the
confidential record of those that attend the meetings.

The discussion is not submitted to the Board at lashington,

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




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

140

and in responsc to one request that we do so, we declined
to do so, politely, arnd they thoroughly understand that
in order to get wvalue out of these meetings the discussion,

0% 4
mist be free, eve?Ait involvecs a criticism of the procedure
of the Board, That matter has been so safe-guarded that
we can get the benefit of the real views entertained by the
men that attend the meetings.

S¢ I hope there will be no hesitancy in speaking out
in meeting on these matters.

Mr. Foote: I think your position is well taken,
Governor.

The Chairman: governor Aiken, I think you are the
one who gsuggested that we should have an expression of
views on the subject of asscssment, Or was it Governor
Rhoads?

Governor Rhoads: I move, Mr. Chairman, that it is
the sense of this Conferencc that it would be most inex-
pedient tc levy an asgessment to cover the deficiency in

earnings for the current year, or the year ending December

31.

Governor Fancher: I s onc the motion.

The Chairman: Is there any further discussion?

Governor Kains: Mr. Seay referred to the action of
the Federal Advisory Council, and we were asked a dquestion
there regardlng this assessment, as to whether we thought

our constituencies would rather have an assessment or have

" the Board take action to empower the Federal Reserve Banks

to enter the cpen market in competition with their member
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banks, and they asked me to sbate lne sentiment of our
constituents, and I said the sentiment of our constituents
wotild be that they would rather have an assessment.

The Chairman: It is something like the inn keeper
suzgesting to his guesty "jjould you rather stay up all
night, or slecp in the zuest room anéd be visited by ghousts?®
Ghosts de not exist. I think the deficiency does not
really exist in sufficient quantity to be considered.

governor McDougal: I think, Mr. Chairman, your sug-
gestion that the statements of the banks be prepared and
placed before the public in such way that they would state
squarely and truthfully the real condition is the solution
of the thing; and with that unterstanding in the minds
of the Board I do not believe that they would seriously
consider going ifurther.

The Chalirman: I was going to suggest that if Gover-

nor Rhoads vere willing to add that as a part of his

resolution it would mke his resolution more effective.

That leaves the matter really in the air, 7iith that ad-
dition it states the consensus of views as 1o what ougnt
to. be fdone——-

Governor Rhoads: 1 ascept that amendment, and the
Secretory may do what is necessary 1o straighten up the
motion.

The Chairman: Then the motion is that it is the sense
of this meeting that it would be inadvisable to attempt to
assess member banks an amount to cover ihe deficiency in

earnings for the year ending December 31, and that this
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meeting recommends that the Federal Reserve banks set up
an acecount in their balance shects whielh would ¢learly state
their condition as to earnings at the close of the year.

Governor Wold: The fiscal year or the calendar
year?

The Chairman: It would make Decembecr 31 the time,
Governor McDougal: The matter of setting up an
account might possibly not be necessary. It is the integ-
rity of the statement that we want to wvrotect, and if the

statement shows that clearly, I think that ought to be
enough.

The Chalrman: I think you have got to have an ac-~
count for the deficiency when you close your books, an
asset account,

Governor MeDougal: That, of course, would apply to

the less fortunate banks; that is all.

The Chailrman: Just as to those banks which had a

deficiency?
governor iicDougal: Yos, that is the idea.
Governor Aiken: I second the motion.

(The motion wes duly carried.)

19. RESERVES OF MEMBZR BANKS.

The Chairman: Topic 19 has been already partly dis-
cussed under the heading of "2-(¢)", under unfinished busi-
ness.

Governor Seay, this is your topie. %11l you start

the discussion?
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Governor Seay: Mr. Chairman, these two topics are

so closely related to the development of the collection

problem, and it was in connection with that particularly,

item (a), that I advanced this subject for consideration
and discussion, that I wish to say that the collettion sys-
tem of the Federal Reserve Banks is being damned for some
pernicious practices that have grown up in this country by
the ruling of the Comptroller's office. I think, sir, i¥
they had been corrected, it would not have left us with
such a difficult collection problem to handle. I believe
that if any unpopularity has come upon us because of our
having introduced a collection‘system, that is practically
the real onus and it ought to be laid where it belongs.
The country banks everywhere have bgen allowed to send
their reserve agents items on thc Reserve Cities and every-
where e€lse in the countiry, and they have becn allowed to

be
count_as reserves anything that the Agent wouldkploasedto
heve counted. It might be in the process of collection
involving,.as we all know, anywhere from two to six or cight
days. The problem is up for us to settle so that another's
burden may not be placed upon our shoulders, e all
believe, I am quite sure, that it is incorrect in principle
and unsound in practice and everything else for these
things to go around the country in the »rocess of collec~
tion, counting as reserves; and 1 wonder if we could not
put ourselves on record as saying that the present practice
of allowing such items to count in the bank reserves is un-

sound and should not be continued.
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The Chairman: The subject is open for discussion.

Governor ceay: Ire Chairwman, this is a time of
super-abundant bank reserves, and I think we all do recog-
nize that therc is more or less danger in it, anmd it might
be reached in one of two ways. One way is offered for
discussion in another topic here, and that is putting the
Federal Reserve provision into complete opcration; and
thon another way that it might be reached is that if the
float were eliminated from the member bank rcserves at the
present time it would curtall the rcserves in this country
ta a very large degrce, ond this is the time when it might
very safely be done, no doubt to very great public advant-
age. If this meeting can put itself on record as declar-
ing that the present practice permittcd by the Compirol-
ler of permitting the floating checks to count as bank
reserves 18 wrong and should bhe corrected, then we ecan
start out to solve the collection problem,

The Chairman: Vhen I saw that suggestion on the
program, wovernor Seay, with your further suggestion in

regard to making thc reserve provisions of the Act effective

QO

at once, I took the liberty of suggesting as a topiec Item

11-(b), in order that we might consider the reduetion of
the reqguired reserves of the country banks.

Governor Seay: I also urote you a letter because I
was curious to know wvhat you had in mind.

The Chairman: If you are going to make the country
bank assuwme the fleat, you are going to put & burden on

the country banks that is going to make them squeal.

¥
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Governor Seay: Of course he is the originator  it,
though, is he not?
The Chairman: Yes; but on the other hand, if you
require him to kecp the prescnt proportion of reserve on

deposit, that is, thc same portion that is novtr required,

in cash in his wvault, the result will be an increase of the
regerve requirements of the country banks. It will not
affect the central reserve banks so much, but it will add
to the reserve requircments of the country banks very
materially,

Governor Seay: Just as we are required to keep the
matter on our books, and we are getting a "cussing® now,
and 1t does not belong to us.

The Chairman: Then you want to “pass the buck" to

Comptroller.

Governor Seay: Such was in my mind.

Governor Aiken: Mr. Chairman, if the float were
eliminated, and the country bank obliged to carry it, it
would make such a huge increase in the actual reserve

requirements of our eauntry banks that I am sure there

would be a very large exodus from the Fedcral Reserve Sys~-

tem to the State bank systen.

The Chairman: I think there would, possibly. I am
not sure of that. Therc is a great deal of threat and
talk of that, but not much performance,

Mr. Foote: Mr. Seay, I presume you have made a

close study of the probbem. What percentage of the de-
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posits of the country banks are now represented by what
you understand to be the float?

The Chairméan: You mean, what percentage of the re-
serves?

Mr. Foote: Well, the ceposits| Say a country
bank chose tc deposit {250,000, That percentage of thoso
deposits is absorbed or representeé by the float?

o There is only one general way, per-

Governor Sea
haps, of arriving at that- We will say that the deposits
of the country are about seven end one-half billions.

Mr. Foote: Are those the country banks?

Governor Seay: The Ceposits of the banks of the
country are about eight billionms. The float has been
variously estimated at from two to four hundred millions,
and even more,

The Chairman: It is estimated at six hundred mil-
lions.

Governor Seay: Suppose it is eight billions and
six hundred millions. That would be about ten per cent.
The country bank is responsible for the float, really. He
originates it, and the deposits of the country banks are
about three and a half billions. If he is responsible
for four hundred million dollars of the float, you will
see that there is about fifteen per cent of deposits for
reserves. I am just answering your question roughly,

Mr. Foote.

Mr. Foote: Yes, I understood that it would be an

estimate.
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ihe Chairman: We are approaching this question:
We are approaching the method of clearing which has been
recommended by our transit fommittee; that is, that the
Federal Reserve banks shall check everything on a time
allowance, and if all the clearing is d ne through the

Federal Reserve System, that will have the effect of making

each bank buy its float, if I am not mistaken. Would it

not, Mr. McKay?

Governor McKay: Yes.,

The Chairman: We know that those transit buncaneers
are the most courageous robbers in the world, and they
have just gone after the country banks. They have said,
"Soak them! " They are smart men, too, Mr: Foote.

Mr. Foote: Yes, they are very brilllant.

The Chairman: I am afraid of that procedure, al-
though I would like mighty well te see it undertaken.

Governor Seay: This thing goes forward and backward
both ways. The country bank is the one that is raising
the howl now about putting in force the collection system,
and yet it is the one that is the cause of the whole prob-
lem. Perhaps it is not so much to blame for it as it
might be, because the practice has gradually grown up in
this country and been indulged in, which never was intend-
ed from thc beginning, and perhaps is illegal in its 1as£
analysis. I do not want to throw a hand grenade in
here with a short fuse on it.

Mr. McKay: I would like to say that at the end of

three years' time, when the reserves are all in, each of
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the country banks and the ordinary Reserve city banks will
then be in exactly the same position as the central
rescrve city banks have always been. The central reserve
city banks have had to carry 25 per cent rcserves. In ad-
dition to that they have had to carry the float, not only
of their own local depositors, but of all of their country
corrcspondents. After the reserves are paid in and the
central reserve city banks no longer are connected with
reserve agents, then each country bank will have to carry
its own float represented by the checks deposited by its
own local customers only. he Chairman: Because they
must cound the reserves as they are calculated on their
books, We will count only as reserves those checks
which have gone through the bank and on which credit has
been received after payment. This thing is geing to
work automatically in the end, there is no doubt.

Governor Seay: That is one reason I said at the

beginning that it was reached in two ways. One is that

it will be corrected when the reserve act is put inte full

foree, and as a preparatory way it might save us from the
"oussing" that we are certainly going to gety 1 believe.

Mr. Foote: Mr. Seay, another question, if you
please. Do not the country banks generally show about
forty per cent time deposits or savings deposits on an
average?

The Chairman: It is not as much as that.

Governor Seay: I do not think so; no.

The Chairman: The total time deposits reported in a

itized for FRASER
s://fraser.stlouisfed.org




150
comparatively recont report of the Comptroller are about
$650,000,000,

Governor Seay: And that is more than it was.

The Chairman: If that was all held by the country

banks, as distinguished from the reserve city banks and
central banks, it would be about twenty per cent; but I do
not think it would all classify as reserve deposits,

Governor -eay: No. 1 remembcr a proportion that I
macdein an analysis before the Act went into operation, and
at that time the deposits were about seven billion of dol-
lars, and the total time deposits only $450,000,000, but
a vory much larger proportion, and that was made by the
country banks.

Governor Wold: As 1o thc country bank in this section,
the timc deposits are anywherc from sixty to seventy-five
per cent of its total deposits.

Governor Seay: I am telling you about where it stood
at that time. I think the country bank deposits were
about three billion, cnd the time deposits of the country
banks as they were calculated then were something more than
three hundred millions. That is the prpportion it bére
at that time.

Mr. Footc: I have gained the impression that the
time deposits in the South run about forty per ccnt. The
idea was running through my mind that led me to assume
that it would only requirec ten per cent to absorb the float;
that that ten per cent ought to be reckoned on the current

business rather than on the total deposit account.
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You see there is a tax on business, on the active business

of today. Thet is where the burden will rest; not on the
deposit of the farmer or the ¢apitalist who B has a time
certificate, who has no current transaction with the bank;
but the burden would zo against the people who are having
active transactions with thc banks, ond the percentage of
investment that will be necessary 10 take care of the float
eagainst the current account and not

i1 accounts as a whole; Vhateved bur-

tnese transitoff.icers of course will have
to be followed to the place it originates, which is the de-
positowr, 1 think in ide g this matter that you will
have to reckon it as regards the current business rather
than the ;ross deposits. In that event tihe percentage will
run very-mmch hicbher,

Governor Seay: Mr. Chairman, that would have refer-
ence merely to the methodof getting at wvhat the time de-
posits wcre, and it would not have any bearing on ihe method
adopted for solutlion, because they have to be considered
independently of each othor. 1 think you may be corpect
in apportioning the time deposits in certain localitics,
but you are not correct in coing so
country banks at large, because I am quite sure that the
bank deposits &a not oceupy such a large proportion of the
deposits—--- about ten per cent of ihe whole.

Lo you know how they run in Tezas?

Governor Van Zandt: I ~oulé rouzhly guess about

per cent.
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per cent for the
country at large?
Mr. Foote: : exr7 much higher in our district.
Governe= wolgs It runs as high as sixty, here.
Mr. Foote: Do 3 not think in considering
that you heve to reclion as resards the active
Governor Seay: ‘¢ are lcoking at it from a lititle
1 think, Hr. Foote. e are not
erence to any policy that will be
adopted In settling the collection problem at znll. It
is just oro or thr intercsting incidental things that come
in vonsidering vic oclleztion problem.
Mr. Fobue: 1 brings up the duestion of expediency.
It is geing to hinge very largely on expediency, I should
imaginc,
The Casirman: This question of pcreentage that you

.~

have been I think can bc clearcd up by calling

your attention to one £ that is undoubtedly nccessary.

.

Certa states, that is, New Zngland, New

ot

York, Pennsylvania, Ohic and Illinois, too, have

g
laws which have vastly stimulated the ereation of exten-
sions, There are charitable cocperative banks

trust companies which make 2 specialt ' savings

and I have no doubt that in those sections vhere the great

2 -

volume cof bank deposits are held the tiwe deposit has gone
into the Statc bank, which is able to pay a higher rate of
interest, becausc it involves a very small reserve; and in

those sections of the country where the state law has not
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developed the savings Dbakk, that business has bcen going
naturally morc to the commercial bank, amd it will be
found, as in Texas and the Southern States,; that the per-
centage of time deposits in the National banks is pretty
large, but whon you get to a state like New York it will be
very small indeed compared to the total volume of National
bank deposits, The more you gect away from the big money
centers the higher the proportion of savings accounts.

Mr. Footc: As a further matter of information, is it
known what the value of a dollar of deposits is in thc way
of nct returns? Have we any statistics to show the
valuo of the deposits, the net value?

Governor Wold: Governor Kains has such a department,
I understand.

The Chairman: We have thc report already completed
in New York of a mothod of ascertaining that, which I guess
is as good as anything that has bcen done to date. It is
not ready for publication yet. It has been the subject of
some months of study; and I think that if the average
bank analyzed its books it would find that one-third of its
business 1s carrying at a loss the other two-thirds,

Governor Seay:  You are getting at it from the bank
point of view?

The Chairman: Yes,

Mr. Foote: Is it not less than one per cent?

Governor Seay: Oh, no.

Mr. FoOtQ: After all expenses and losses and every-

thing?
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The Chalrman: In New York it is less; yes.

Governor OSeay: It would not be in the entire counby.

Mr. Foote: I think it is thc country over. As I
said, I have not any books to base that on. It is just
heersay, and 1 asked for information. I thought maybe some
expert nad developed the real truth.

The Chairman: It has beon done in individual institu-
tions, and I can tell you of at least one case about a year
ago of one bank that so analyzed its accounts. But most
banks do not do so, except the big city :banks, and the re-
sult is a great deal of confusion ond misunderstanding as
to what the bank's carnings are,

e are going to corrsct that in our district by ziving
out a method, and, if necessary, instructing the country
banks how to operate this method of ascertaining what they
ére making or losing.

Mr. Foote: That would be a wonderful addition to
the information of the country. I know one bank in our
district, a large country bank, that is making oeven tenths

of one per cent on its entire deposit acount. They are

paying eight per cent dividends, The stock is vworth well

above par, and thcy are charging the business with the
egght per cent dividends, and are fixing the amount that
is left as what they make out of the deposit accounts, on
the theory that the capital and surplus which is provicded
by the shareholders pays to the sharcholders the dividend
they receive; the money in possession of the shareholders

In
would be worth to them ns muiech as the bank pays them., this
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particular bank the eight per cent dividend amounts to about
six per cent on the book value of the stock; end in esti-
mating the worth of oumm their Geposit accounts they charge
the nct earnings with eight per cent dividends. That

~

bank has an expense account of three and a half per cent on
its loans. The average expense account of the banks in
Mississippi is five per cent. Thcre are some very small
banks in that State, banks with {50,900 deposits or
$75,000, that have expenses of six per cent involved on
loans. That featurc is a very important one in the dis-
triects where the banks are poor, where the proportion of
deposits is smll ac to capital.

The Chairman: Governor Seay, we are facing this prob-
lem of yoars with great courage.

Governor Seay: Mr. Chairman, as Governor Aikenms

come to the conclusion that we have found vhat the problem

is, I presume wC may mark ithat item satisfied. It is a

good deal to know what the problem is, and as the matter
will come up in another form later, I move we take that
ot Tl Tt Willbzovered, 1 think, in 11-(a), to a great
xtent, or it will be covered by the result which would pro-

cced from immediate transfer of reserve, just as Mr. McKay
has explaincd.

The Chairman: 1 am making a note to bring that up at
that time, Governor Seay.

Goveranor Scay: The two things are related.

The Chairman: Yhat treatment do you wish meted out

to Item 19 on the program?
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Governor Scay: Item (a) I would check off as having
been discussed to my satisfaction; and Item (b) would
come up for discussion then.

The Chairman: That would come up under Item 1l-(a)p
or éid you wish to take it up now?

Governor Seay: Penalty of impairment of balances?

The Chairman: Heod,

Governor Seay: It will come up in another form.

The Chairman: 2 (c¢), Weekly reports of reserve by
member banks.

2 (c) Weekly Reports of Reserve.

Governor Seay: I think that might come up very well

now, be faced and be disposed of. The matter was discus-—

sed under these two headings and was passed over.

The Chairman: Yes, it was to be brought up when we
raached No. 19. Will you open the discussion?

Governor Seay: I believe, sir, that the penalty for
impariment of balance, at least by the books of a member
bank, should be fixed by the Federal Reserve Doard. It
is provided in the Federal Reserve Act, and I believe it
is desirable that the Federal Reserve DBoard should con-
sider placing a penalty upon the wilful violation of a
reserve balance, so that it will epply only to those
banks which do violate it.

The Chairman: You would make the penalty dependent
upon the disclosure of the intention of the member bank?

Governor Seay: Just the fact---

The Chairman: In other words, the bank that used its

reserve to meet an emergency would still be subject to a
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penalty as well as onc which wilfully violated the statute?

" iy} - . wEs +
Governor Scay:s that is the only contingency that is

provided for in the act, that the bank may usc it under
certain restrictions-—--

Governor Wold: Does not the law provide that these
reserves shall be maintained invbolate?

Governor Seay: Ycs. I think wc are cutting our own
throats by allowing the banks to check out against those
deposits which they are required by law to maintain,

Governor McDougal: Governor Scay, would the penalty
walch 1s provided in the National Bank Act, if it were
enforced, have some good resulis in this direetion?

Governor Seay:  Till you tcll mc what that penalty
is? About the paymcnt of dividends and making of loans?

Governor MeDougal: My recollecection is that when the
reserve is impakied they shall discontinuc lending and that
the penalty following is the winding up of thc institution
if they do not makec good.

Governor Seay: I éo pnot think that would deter them
at all. I do not think there is & bank in the whole
system that would rcfrain from making a loan on 2 deferred
divicdend.

governor McDougal: It Gocs not deter ithem?

Governor Seay: It is of very small money consequence
to the Reserve System, at this time, to have any bank
violate its reserve. The principle is absolutely cde-
structive, of course, of the theory and the law upon which

By

theReserve System is founded. I do not believe that
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they " ought to be encouragea by 2cquicscence in their use

of reserve balances, even i{ it is donc at a time when the
Federal Reserve Banks have ro use for the funds, I think
that that matter ought to be regulated by the Federal Re-
serve Board imposing a benalty that is provided for in the
law and which was clearly intended that the Federal Reserve
Board should imposc, The Federal Advisory Council took
that up about two months ago, I think, at the instigation
of the Board, and they passed a very strong resolution to
the effect that I have Just explaired,

Governor McDougal.: Yould ycu think that that applied
to the matter of reserves, or simply the reserve of the
Federal Reserve banks?

Governor Seay: That is onc way in which we can reach
it -—— the reserve deposits of the Federal Reserve Banks,

Governor Wold: That is the only wvay it is provided

Governor Seay: And I would approach the subject, Mr.
Chairman, by moving that it is the sense of the conference
that the Federal Reserve Board should consider the imposi-
tion of the penalty for violation of reserve balances as
providced in the Act.

Governor Wold: Do you offer that as a motion?

- Governor Seay: Yes,
Governor Wold: I second it.
The Chairman: Is there any discussion?

Gove rnor McDougal: I should say that this should be

tempered somewhat. I do not think that an overnight im- .
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pairment ought to be punished, becausc if it is, of what
use are the reserves? They are certainiy of no use if
they are put in there to remin intact and not to bec used;
but if they were rebuilt quickly I do not believe they

should be fined heavily for dipping under them a dollar or

Governor Aiken: Under our system it is impossible
for a bank to know where the charges are to be paid. It
happens all the time in our district, where country banks
on the reserve basis are really in large manu:acturing
centers, and it is a common thing in the Worcester bank
to be drawn against for {100,000 at a clip.

Governor Kains: There is a bank up in our country
that is required to keep about 600,000 with us, and we
had a check come through and they took ;360,000 more.

Governor Yold: That can be taken care of by having
the penalty apply where the deficiency of reserve is shown
on their own books,

Governor Seay: I had reference to that, and I think
I so mentioned.

Governor Wold: As far as Governor lMcDougal's criti-

cism is ®ncerned, I do not agree with him at all, These

are not rcserves in the ordinary sensc that reserves have
been known heretofore, They have been placcd as a basis
for extending credit. They have been materially lessened
on aceount of the fact that those banks can extend credit

using reserves as a basis. If they are going to use the
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reserves mnd ask c¢redit in addition, you are- worse off
than you were under the old system. They mist be main-
tained, and if you are going to permit them to use them
without any penalty, they probably will continuc 10 use

nem.
The Chairman: That is mixzcd up with the question of
float--—-
Governor ¥Wold: If the penalty is based upon the im-
pairment of the reserves as shown upon the member bnnk's
books, the float does got enter it at all,

Mr. Hoxton: How are we going to ascertain?

Governor ¥old: The examiner is there iwice a year,

Mr. Hoxton: I had a case the other day, if I may
mention it, Mr. Chairman. A bank had a reserve require-
ment that is of about {,13,000. hey had on our books
$15,000. I got a telegram asking for a shipment of ten
thousand dollars in currency. I wrote them that they had
only five‘thousand left, amd they were shori on their
reserves, The next morning my lettor crossed a letter
coming from them with {75,000 in it. I felt rather cheap.

Governor Told: Their reserves would not ha#c been

mpaired upon their own books,

Mr. Hoxton: How do we knowthat?

Governor Vold: Their books disclose it,

Mr. Hoxton: But only once or iwice a year, when
the examincr goes there.

Governor Told: Hg is supposed to say uhether they

are maintaining their reserves or not. The exominers in
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Governor Van Zandt: hat is the reason I wanted it

exactly, Mr. Chairman.

Goernor Seay! The imposition of a specific fine would

have the tendency to deter, but I realize every time this
is brought up that it is connecéted so intimately with a lot
of other subjects that you can hardly separate one from
the other. I do not sce how we are golng to approach a
solution of any of them unless we toke the things up by
section, and if we agree that it is desirable to fix this
p cnalty, since they may not check against them except in
that way, they might not be checkcd against except under
penalty, ané according to requiremen*s prescribcd by the
Federal Rescrve Board. If they go ahcad and do that, I
think that any other provision of the law of that character
will be violated with impunity if it is treated in a slight-
ing manner, It was there, and it was thought that it
should be there, and it ought to be provicded for. The
very fact that the penalty is impoccd will make them remem-—
ber the sacredness of the reserves, If it was in a time
of emergency indulged in it would destroy the Federal
Reserve System,

The Chairman: Our counsel has a question to pro-
pound to-you.

Mr. Curtis: Do you consider, in view of the language
of the Act, that they have any right to check against these
accounts at all, in the absence of regulations?

Governor Seay: Not to violate their reserves; I
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Governor ¥Wold! Judging from Judge Zlliott's last de-
cision, I think you can do most anything.

Governor Van Zandt: Yes; until the regulations have
been issued.

Governor Seay: With reference to foreign exchange.

Governor Wold: You cannot buy warrants, but you can
buy bills of exchange.

Mr. Hoxton: If the law is there, certainly somebody
ought to be charged with the task of enfarclng it.

The Chairman: he Federal Reserve bank may, under
the regulations, and subject to such pcnalties as may be
prescribed by the Federal Reserve Board, be checked against
and withdrawals are permitted by member banks for the pur-
pose of meeting existing liabilities:.

Governor Scay: Yes; it gives them the privilege
of doing that subject to a pcnalty.

(At this point further discussion followed which the
stenosrapher was directed not to report.)

Governor Fancher: Thcre is one thing that secms to

me rather to establish a precedcnt if we in any way recog-

nize that the bank reserves can be computed and carried on

their own books. That is a very dangerous precedent.

The Chairman: I am afraid of that.

Governor Seay: Do not let us do it. Let the board
determine that, then,

Governor Van zandt. nonld 1t not be & 1ittle bit pet-
ter to put it in the shepe of a request of the Federal
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Reserve Board to, at the earliest possible mo:ent, pro-

malgate regulations and fix the penalties prescribed under
Section 19 of the Federal deserve Act?

Governor Seay: That was my resolution, except the
addi tion of the words "At the earliest possible moment."

The Chairman: This discussion has been proceeding
in a very disorderly fashion since the resolution has
been introduced, Y6ur resolution is before the House and
was seconded by Governor ¥old. Are you gentlemen Dpreparing
yourselves to vote on Governor Seay's resolution that we
request the Federal Reserve Board to proceed with the pro-
mulgation of the regulations with z provision for the pen-
alties provided by paragraph 164, being a portion of Sec-
tion 19 of the Federal Reserve Act?

(The question was called for and the motion was duly
carried.)

The Chairman: There i1s no power vested in anybody
to collect that penalty, and no provision is made as 1o
where it shall be paid. T think we might be confronted
with a bit of litigation about collecting it.. at
probably would raise the question as to whether the act is
effective at all where the provision is so incefinite as it
is, and we would never collect anything.

Governor Van Zando: The regulations would cover
that.

Governor Aiken: - I would like to be rocorded as op-
posed to that resolution, if I may. I @id not vote atl

the time the motion was put.
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The Chairman: I did not vote on that or on any of
these motions, but I would be inclined to take the same
position, Governor Aiken.
Governor Aiken: Thank you, sir.

The Chairman: governor Rhoads, you suggested Ivem

20. Cooperation with National Bank Examiners.,

Governor Rhoads: That has been covered by the "Hold-
over', has it not?

The Chairman: That motter was in one of the unfin-
ished items in the report of the proceedings of the last
Conference of the Federal Reserve Board. Ve have not
recommitted that recommendation to the Feceral Reserve
Board. %e can do it probably without much debate. 1f
this matter is to be dealt with again, 1 should like to
urge that it be made in the way of a separate recommenda-—
tion renewing the old one.

Governor Rhoads: I would like to make it as forccful

-

as possible.

(At this point informal discussion arose which the

stenographer was directed not to report.)

The Chairman: In our ciscussion this morming of ihe
unfinished business between this Conference and the Federal
Reserve Board a resolution was passed renewing the recom—
mendation made at the last meeting that the report:emade

to the Comptroller five times a year, and a copy of that

report, at least, which comes to the Federal Leserve DBanks,
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should hereafter include a statement of the liabilities
of directors and officcrs of member banks to their ow
banks. Wie did not spccifically refer to the general recom-
mendation made in a carefully prepared resolution that the
Federal Reserve Banks should have access to the reports of
national bank examiners, and that copies should be furnish-
ed to the Federal Rcserve Banks, and complete information
with regard to the condition of affairs of the member banks
should be furnished to the Federal Reserve Banks by the
Comptroller's examincrs.

In reply to the report made to the Federal Reserve
Board on that subject the Board stated that the matter
was under consideration with the Comptroller, and Governor

Rhoads now suggests that some action be taken as to that

matter., It has not finally been disposed of to his satis-

faction in Philadelphia, with respect to the way in which
they gel access to this information. I doe not think the
resolution passed this moming would include a renewal of
that recomaendation to the Federal Reserve Board.

What is your wish about Item 20, Governor Rhoads?

Governor Rhoads: Mr, Chairman, I believe that the
resolutlon passed last time covers our requirements, Whe-
ther it would be good policy just to reaffirm it or to adopt
something new, I do not know.

The Chairmant Governor Rhoads, you are avare of
the fact, I presume, having listened to the statements
that have been made here, that some of the Federal Ieserve

banks now have complete access to all of that information,
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particularly some of the banks where thc chief examiner of
the district makes his officc in the same building with
the Federal Reserve Bank. That is not the case with us.

Our chief examiner, who is also deputy Federal Reserve

ftigent, has his office half a mile or three gquarters of a

mile from our office, and his instruections from the Comptool -

er only authorize him to exhibit the reports of the exsmin-
ers to lr. Jay or myself or to some competent person whom
we shall select to examine them in his office.

Governor Rhoads: Only -if thecy apply for loans?

he Chairman: Only in case application is made for

credit, or a situation arises undcr the collcetion system
that makes it necessary to investigate a bank.fA

e are not satisfiéd with that situation, ané have so
advised the Board in washington, am the matter is in
about the same shape as it was when we last discussed it
here, and w¢ would like to see recomméndations go to VWash-
ington on this subject and from this meeting. But it
seems to me that the rccommendation will be very much
stronger 1§ the attontion of the Board is directed to the
fact that those banks that have immediate access to the

~examiner's officc by reason of its being in their build-

ing are getting all the information asked for from the
Compt:qller, and some of the banks that are not so situated
aré nqt getting”it.

Governor iicDougal: In Chicago, Mr, Chairman, we
are one of the banks where the examiner is located in the

samé building, and the procedure that has been followed with
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us has been that the Reserve Agent, or the deputy, upon our
request has made a formal a ication to the National bank

examiner asking him to permit us to see the reports; and

wec have been doing that in cases where a bank has actually

called for the extension of credit and rediscounting of

aper, but we are not pcrmitted to make any memorandum.
Wc are only permitted, or have been until recently, at least,
to carry away such information as our representative may be
able 6 briog in his own -mind., It i very difficull for

him to bring what we need.

i had a talk with ir. Smith, who recently arrived on
tiie scene. He hac not been in Chieago heretofore. He
stated that I could depend upon a more liberal attitude
being shovm now thet he was prescnt; but of course he could
not give us a copy of the report, but we probably--- he
1id not state this as a fact--- would be able to take such
information away as we might desire, which had been de-
nicd heretofore, So we are probably in a stronger position
than you, at least, and perhaps than many of the other
banks . It is not exactly what wc have asked for--- a
copy of the report.

The Chairman: They are incorrect in stating that you
were getting all you have asked for, but you are getting
access to the original report?

Governor McDougal: There is one thing we do not get,
or have not succeeded in getting so far, and that is ad-
vance information. We would like, of course, to have the

permission to revicw these reports in anticipation of their
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rcsults, and it would be very helpful and would expedite

action. It seems to me if we could have it after the
act we ought to be permitted to have it before, tie are
evidently getting more then most of you, but we are not
getting everything we would like.

Governor Van Zandti I want to correct my statement.
We can get that only where we¢ have an application, but we
can take any data that we want to, even so far as making
a complete copy of the Lxaminer's report and taking it to
our ot fice.,

Governor Wold: I think it might be unfortunate
mention were made that some of thc banks whre getting
formation amd others were not. Might it not lead to the
Comptroller of the Currency cutting off some of the privil-
eges that somec of the banks have, and tightening things up?

The Chairman: I should think it would be put a tem-—~
porary inconvenience to thos e banks.

Governor McDougal: I do not want anything done as
far as this body is concerned. You can éo what you
please with it. That is what we are getting, and of
course you are entitled to'the same privilege,

Governor Rhoads: Our situation is most unsatisfac-
tory, because the chief examiner of our district is gener-
ally away from his office the greater part of the week,
and there is nobody there until he comes in, and then
we send somebody up there and the agent or his assistant
can give us an hour, and then we can take away what w

can get in an hour. We may have an application on Mon-
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day and not get any information until the following Tues-
cay a week.

Governor Rains: Our chicf cxaminer was instructed
by the Comptroller if he was not there to keep a man there,
and if we wanted to go over e could sec what we wanted.
As a matter of principle I would like to see these reports
sent into us, and I think they will be ultimately, but it
is a question of degrees,

The Chairman: Governor Kains, am I correct in this
information. that the Advisiory Council unanimously recom-
mended that these reports should not be given to the Re=-
serve Banks or to certain officers of thc Reserve Banks?

Governor Kains: Oh, no; that is not so.

stenographer was directed not to report.)

Governor Saay: That the Advisory Council endeavored
to ‘do 18 this: Dach indivicdual expresscshls own opinion,
and. if they can act together on any measure that is not
violently in conflict with the views hcld by any member,
they vote as a body, just as we do herc, That cuestion was
referred to them by the Board, and both Governor Kains
and myself explained--- I am sure I did--- that the view of

he Governors on this matter was that they should have
copies of these reports as a regular thing, to be taken
for granted; that thesc reports should, in their judgment,
be sent to the reserve banks.

The Chairman:  Aytomatically?

Governor Seay3 ~ Automatically; and that the Govern-
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Governor Kains: Ve are sound on that point.

Governor Seay: It was exaplained there that the ques~
tion was between the Comptroller and the Federal Reserve
Board, and 1t is not thoroughly threshed out yet, The
Comptroller was asked to come down to explain what he had
done up to the prcsent time, aml the Council, with those
statements beforc it, gave the apinion that the informs-—
tion which the Comptroller had requested the examiners to
glve was sufficlent for the prescnt. He must bear in
mind that perhavs 2 majority of the members of the Council
are national bankers themselves, and they might take a dif-
ferent view, and we cmphasized that fact. We said, "We
understand your view, gentlemen, and we want you to under-
stand the views of the Governors, and thc Gevernors will
never be satisfied with anything less,"

Governor Kains: I know that they must have had some
very strong urging on the part of the Comptroller, be-
cause the attitude of the examiners is that they would do
anything now for us.

Governor Scay: We are on most amicable terms with
ours, and he evinces the moest friendly disposition.

Governor McDougal: You are speaking individually,
not collectively.

Governar Seay: I suppose the same letter was receiv-
ed by all of them.

Governor McDougal: But you cannot get anything from

any examiner in the District, can you?
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Governor Seay: Our chief examiner brought in the
examiners the other day and they all said that anything
they could do they would do very gladly and work with me.

( An informal cdiscussion followed which the stenog-
rapher was directed not to report.)

Governor Rhoads: Mr. Chairman, will you submit a reso-
lution covering your ideas on this subject?

The Chairman: I will withdraw the suggestion that
some of thc banks are getting information and some are not
so favorcd, in view of this discussion. If you are will-
ing to pass a resolution simply renewing the recommendation
madec at the last conference asking the Federal Heserve Board
to endeavor to facilitate a conclusion in the matter as
promptly as possiblec, why, that will cover everything that
I have in mind.

Governor McDougal: I will second that motion.

(The motion was duly carried.)

(Whereupon, at 6:25 o elock p. m., the Conference took

a recess until 8:15 o'clock p. m.)
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The Conferencc reassembled at 8:15 o'clock.

The Chairman: The meeting will come to order,

The next item on the program is suggested by the
Federal Reservc Board and has to do with the method of
accounting,in the matter of investments, that has bcen
employed by nine of the twelve reserve banks in handling
investments in warrants and acceptances.

21. ADDING COMMISSIONS TO COST OF INVESTMENTS.

Quite recently wc received a communication from the
Board suggesting that we add the commissions paid on invest-
ments to the cost and consider the interest basis as cor-
respondingly reduced. That gave rise to some objection
among the accontaints in our bank, and the subject was
put on the program for discussion to see what the consensus
of views herc might Dbe.

Governor Kains: I should think that the commission
is a part of the cost. The commission is always a part
of the cost on everything.

The Chairman: Under the present arrangement it has
been treated as a service charge. These bills have bésn
rendered once a month. It makes an easier computation
for everyotne at the end of each month, to simply pay a
bill for so much service rendered by a correspondent.

Governor Kains: Do you mean the commissions that

one bank charges another?

The Chairman: Yes; that one bank charges another




bank,

Governor Fancher: I had our loan clerk write me a
communication the other day bearing on acceptances purchased
and allotted us by each bank and the manner of accounting,
in getting down and figuring the earnings and so forth,
and showing the complications in the matter of putting it
through the books. It is not very long and I will read
it.

"Since October 1lst we have been handling our warrants
and acceptances in the manner suggested by the Federal
Recserve Board in their letter of September 21st. Al-
though the commissions due bn these warrants and accept-
ances have not been billed to us by the Federal Reserve
Bank of Ncw York, we have nevertheless opened an ac-
count on our books under the caption 'COMMISSIONS DUE
OTHERS ON WARRANTS AND ACCEPTANCES' and have made the pro-
per credits thereto on our warrants and acceptances pur-
chased since October 1lst, the difference between the dis-
count at the rate purchased and the commission has been
credited to UNEARNED INTEREST (in the case of warrants) and
UNTARNED DISCOUNT (in the case of acceptances).

"To show the impracticability of handling acceptances
gt the actual earning rate with the commissions deducted,
I cite the following instance: Under date of October

14th the Federal Reserve Bank of New York purchased for

us an acceptance of {10,000 at 2-1/16% for 83 days.

The discount on this item at the rate purchased [,47.55

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




176
Commission at 5 per cent (to be crcdited to
{comnissions due to others on warrants
' and acceptances) £2438
Our actual earnings on this item 45,17
The question now ariscs at vhat rate must this
acceptance be carricd on our books according to our system
in order to make the proper daily earning entry.
2-1/16% 2.0625
Less 5% »103125
Actual rate. 1.959375

This is approximately 1.96 or 1—24/25%;

discount at l~24/25% the aprroximate rate for 83 days

gives us only $44.27 while the actual earnings on this
item is $45.17, a difference therefor, of .90, which dif-
ference should be adjusted in some way.

It appears wo me that the charge for commissions is
a charge for service and conseqguently an expense, and
should be handled as such and not deducted from the earn-
ings rate on the warrant or accecptance, It does not show
the true condition; we, carrying warrants and accepltances
purchased via the Federal Reserve Bank of Bew York at one
rate and they, not having commissions to pay, at the
actual rate, It must be remembered that our system for
computing the interest on warrants and acceptances 1is two

distinct propositions. In the case of warrantc mxhmmmm

we take the total amount of unearned interest and cdivide
it by the number of days to run to ascertain the daily

earnings; while acceptances are handled by us in the manner
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previously stated."

That shows something of the complications that arise
in handling that matter. That letter that I have read
is the one which I had our young man prepare, showing the

entry carried through on our books.

Governor Aiken: 1 yrote at some lenzth to the Feder-

al Reserve Bosndabout three weeks ago, explaining the faet
hat in our opinion it was a service charge and should be
charged as such, and was not a deduction from the income,
We have not received a reply from the Board as yet.
Governor Fancher: I will just quote from the letter
we got on September 21lst—-—-
Governor Aiken: (Interposing) I got ithat letter.
My letter was in reply to their letter instructing us to
make the reduction from the income and adjust it toc net,
The Chairman: The bank of New York has so many of
these items going through that thc boys estimate it will
mean a very considerablc increase in the amount of work in-
volved, because every time you have a transaction you
have got to bill the commission through to the net account
and put it through on the books from one end to the other,
whereas, if you will put them all together and put them
through for the month, just taking thc items and making
up 2 bill at the end of the month for the comaissions, one
entry covers thirty days' transactions. ¥e are very much
opposed to the system submitted by the accountants of
the Federal Reserve Board, who are dealing with the matter

in a highly theoretical manner.
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Governor Ajken: Arc you recady for a motion, HNMr,
Chairman?

he Chairman: Ycs.,

Governor Aiken: I move it is the scnse of this
meeting that commissions charged for handling investments
for other rccervc banks be charged as a service charge and
not a deduction from the income derived from the invest-
ment .

The Chairman: Is that motion seconded?

Governor Fancher: I will sccond that motionm.

The Chairman: Is there any further dlscussion of
that motion?

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

The Chairman: he next item on the program--- and
by the way it does not appear On your copies-~-- has been
added as a result of a conversation with Governor McDougal
on this subject of compensation to be charged by banks
that make these purchases, as to whether tac recomnenda-

tion which was made by the Lxecutive Committec should be

continued.

COMPTNSATION TO BL CHARGED BY BANKS THO MAKE PURCHASES.
You will recall that our last mccting rcferred to the
Executive Committee the subject of charges to be made by
the banks that make the purchascs,. The Committee held
a meeting in New York shortly aftcr the last meeting of
governors and determined, after considerable discussion,

that a charge of five per cent of the amount of interest

tps://fraser.stlouisfed.org




179

earned on each investment should be adopted, and that was
adopted and applied to substantially all of the invest-
ments that had been made up to that date, Governor McDouga.
is under the impression--- and you will correct me, Governor,
if I am not right in what I state--- that some of the banks
for whom these investments have been made felt that the
charge was somewhat larger than it should be. This is
the time to discuss that matter and agree upon what is a
fair charge, if the one made is not satisfactory. e
only want to charge what is right and fair, and it is
rather an arbitrary matter to deal with anyway. The ques-
tion is really for you to decide as to what is a proper
charge, and we will agree to it.

Governor Aiksn: I should like to say for our bank

that our feeling is just the same as that of ti New York
ank in regard to the charge which is to be mace.

gGovernor Kains: I do not think it is a very lmport-

ent matter. I mean tha® . it is an Amportant matter, of

course, to ascertain what the proper charge is. This

five per cent char

e, while it might be all right at the

o
O

present time, might be all wrong if interest went up to
Dlivesopssix-per cent. The question I am concerned in 1is
that of our being practically out of the market. Could
you tell us what the proportion of acceptances and warrants
that you buy is to the amount available in New York?

The Chairman: Of course the reports of all the state
banks and national banks, whose acceptances are eligible
under the regulations of the Board, Governor Kains, those
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reports include, in thc case of a state institutionm, quite
a large amount of acceptances which have not becn eligible
up to the present time. But we can arrive at a cnlcula-
tion without much ¢ifficulty at the present timec. All
+he reserve banks held, roughly, about {;12,000,000 of ac-
ceptances. The maximum that they have held has been
something over twenty millions, I believe, I would say
that that was from twenty to thirty per cent of thg avail-
able acceptances, The rest are purcinased by the banks---
and I might say that certain institutions in New York have
made a practice of buying all of the bills that they accept
themselves, They negotiate with the holder and go right
after them ard Huy them. T/e never have a chance to buy
those acceptances, That we do get come, in a few cases,
from memberbanks who are willing to deal with us, from
state institutions or larger trust companies that are will-
ing to deal with us; also from the brokers who get them
from their clients and are willing to negotiate tnem.

Governor Kains: I have a feeling that some cf our

benks, whose requirements are not very large, could fill

their requircments by shading the rate a little bit. I

can remember representing a lmank in New Orleans where I
had to buy exchange. For the first yea r I had one
corrospondent who was a good buyer on ithe market. He
kept in touch with the market and gave me rates. I found
I could do a certain amount of business, but I was beaten
a good deal in competition . I went up to New York and

made arrangements with a firm of brokers there who were in
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touch with the market, and I could just go out and clean
up the market almost, for several years,

Vie feel that if ve could get into the market without

hurting you (New York) we would like to do it; but if it

is going to hurt the system in any way we do not want to

do 1it.

The Chairman: It is a difficult matter to arrange,
Governor Kains., Of course if you buy bills in New York
through your connections, why, the same thing must be done
by the other banks,

Governor Kains: Tes.

The Chairman: And there will be nine buyers there at
one time. It will result in ea ch endeavoring to do the
best he can for himself, I have always felt that as we
are on the ground, if those rates are going to break, that
we can beat you to it, because we are tlere, We do not
wvent to see that situation develop. I think it vould be
rather demoralizing. It would cause a great deal of an-
tagonism amongihe banks in New York.

Governor [MecDougal: I think if we can continue to have
the New York bank represent us in this matter of buying
ancceptances and warprants in the same way that they have
been doing, that it is to our best interest. I think we
should continue to have it done that way. Yie realize out

responsibility
in Chicago that there is an element ofk : there
for which the New York Bank does not receive compensation,
because it cannot be measured. It seems to me that you

arein the same position, only to a greater extent, as the
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Co

Corn Exchange Bank in Chicago, for instance, in connection

with the matter of buying commercial paper. They very
much prefer not tb buy commercial paper for their customers
and correspondents, because notwithstanding their efforts
to have it definitely understood in advance that they can
only use their own judgment; that they cannot be respon-
sible in case of trouble, nevertheless when trouble comes
it breaks ties here and there; there is a fecling on the
part of the customers that that bank is responsible, although
not legally so. That condition is not fair., It docs
exist to some extent, and it should not exist.

¥nen this matter came up at the meeting of the Execu-
tive Committee all the members of the Committee were there,
I believe, during the diseussion of the matter. It was
brought before the meeting at night and I recommended, my-
self, that the service charge be fixed at a rate equal to
one-eighh of one per cent of the amount invested for the
length of time the investment ran. ' That opened the
discussion and some f£iguring ensued. It was then figured
out on the basis of five per cent on the actual earnings,
and that is where the matter was left, The next morning
two of the members of the Committee had gone home. Those
that remained took action and decided to recommend to the
Governors the five per cent arrangement. The Chairman
of the Commititee was instructed to communicate with each
of the banks and place the plan before them for their con-

sideration. That was done and some opposition did develop.
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It was not geneceal, but it was sufficient at least to
warrant me in suggesting that the matter be returned to
this Confercnce for discussion.

In reconsidering the matter, it seemed to me that our
committec did not go quite far enough--- not that we have
paid too much. T'e belicve in Chiecago that the charge we
have paid is a very reasonablc charge and that we could
well afford to pay it because of the fact that we get a
large amount of business that we probably would not have

gottcn on equal terms. Neverthelcss there was one phase

of the matter which I do not think the commi ttee got under.

That was the question that Govcrnor Kains has just raised,
i. ., the effect of the five per cent charge in connec-
tion with fluctuating rates, In a month from now, or six
months from now, if this arrangement continues, the warrants
or acceptances might be going on a four per cent basis .
pelieve, mysclf, that that is a matter that ought to be
given further consideration and definitely adjusted,

I had our boys make some figures bearing upon one
phase of this matter to submit if we were to change the
charge. This change is only considered for the reason that
we believe thet probably the tiork and responsibility---1
goubt as to the latter, but probably .he work entailed in
connection with acceptances was not S0 great as it would
be with warrants, and we figured it on this basis: Ba
one-eighth of oneper cent on the par value of the invest-
ments for the length of time the investments were to run.

That is in conncction with warrants. ¥e figurec 1/16th
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charge on acceptanceselong the same lines. That method
of calculation would co away with any fluctuation in the
charge occasioned by a change in reteoés. That was the ob~-
ject of it., I think this was up to September 1lst and it
shows that we have paid (1925, for which we received
$3,101,000 in warrants and $3,100,000 in acceptances. Those
amounts happened to be about even.

I think these figures must be wrong because of the
fact that the commission doesn't figure out that way.

Yes; this is the memorandum prepared prior, I mean,
to September 1,

The Federal Reserve Bank of New York purchaged for
us warrants amounting to $3,101,000 and acceptances amount-
ing to $3,100,000.

The charge under warrants was $1,148.02, and on the
acceptances $777.16. If these same securities had been
bought on the basis I have outlined, one-eighth on warrants
and one~sixteenth on acceptances, the charge would have
been &,538 as against $1,925, which is the amount paid on
the current plan.

I mention that as one suggestion of a plan by which
we could dispose of the uncertainty that now exists in
connection with the five per cent of income basis.

The Chairman: You mean as a means of preventing the

charge from automatically increasing with the rate of

interest.

Governor McDougal: P an
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The Chairman: I see no objection to that. It makes
no particular g¢ifference to us. Tie have no desire to
makeva profit out of the increasc in ratcs that these in-
vestments might bear in times of high money. What we
do want to accomplish is to see that the minimum charge,
on whatever basis it may be fized, is suificient to reason-
ably compensatc the bank for the work. Thether that fig-
ure would do it or not I do not know, I would have to
have the figures prcpared in New York. I think the point
that the charge is a service charge and a service charge
Goes not increase with the increasc of the rate, is well
taken. But at the present time rates are at a minimum

and we want to be sure that the basi# rate that is now fixed

is a fair rate. I would very much prefer to talk to the

men in the office before expressing a final opinion.

Governor lMcDougal: I think the only point you would
care to discuss, Mr. Strong, would be perhaps in connec-
tion with the suggested reduction in the charge on accept-
ances, because the one-eighth basis would give you fully
as much---

The Chairman: The way we arrived at this, by a very
rough calculation, was this. I do not think we pencilled
it out, but an investment running for three months bear-
ing two and a halfper cent interest would pay identically
the same commission if the charge was five per cent on the
income or one-eighth of one per cent per annum. They are
identical.  On $100,000, at 2-1/2 per cent, the charge

rould be (;31.25. If that is a proper charge for doing the
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work it ought not to incrcase simply becausc the interest
increases to five per cent, becausc it is a service charge.
1t is not the lending of our moncy, where we are making
an added profit at a high ratc of intcrest. fherreal
point is whether the Federal Reoscrve Bank of New York
is justified in continuing an arrangement which makes it
necessary for them to cffcet a givision of everything they
buy and practically give fifty-eight per cent of these pur-
chapgs to the member banks and kecp forty-two per cent
themselves. Frankly, if we abandon that arrangement we
will mmke a great deal more money than we make out of
thesc commissions. I do not want to see thc arrangement
nbandoned, but I do want to see it justified by being
properly paid for the work that is done in the bank,
Whethcer we are properly paid or not is a matter of judge-
ment. I hordly think we have had sufficient exXperience
to know finally how much work will be imposed upon the
bank,

Mr., Hendricks: As to the difference in rate between
warrants and acecptanccs, I would like to say that there
is just as much work, if not nore, on acceptances as theroe
is on warrants, in most instances,

The Chairman: As a matter of fact there is more
work on acceptances, becouse of the difficulty of dividing

them---

Mr. Hendricks: (Interrupting) They are of odd

amounts and result in increased figuring.

Governor Wold: So far as we are concerned I do not
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care so much about thc commission or service charge as 1
do about increasing the proportion. Our proportion seems
so very small that it hardly seems worth while for you or
for us. I think there is some justice in Governor Kains'
contention that when the rates advance it might make a
five per cent scrvice charge seem rather large,

The Chairman: Frankly, I have never thought of
that. I can see that it would be s0,

Governor Sawyer: In Kansas City, Mr. Strong, we

very much appreciate the service you have given us and we

feel that the chargec has been very reasonable; but I have

felt that the basis was wrong. You should get enough to
compensate you.

The Chairman: We would not want to increase the com-
mission just because the rate went up.

Governor Sawyer: I think the basis ought to be
mede nowv.

Governor Fancher: governor McDougal has suggested
a basis. It appears to me that in the purchase of war-
rants we are being benefited by the service that Mr. Qur-
tis renders us-in passing on the legality of the issues
and examining the papers. That saves us the work of the
necessity of having it reviewed by our attorneys.  That
impresses me as being a service that is valuable to us and
possibly entitles the bank of New York to a greater charge
than the charge for purchasing acceptances, although there

; detail :

is possibly more actualhﬁork in connection with the allot-

ment of acceptances than there is with the allotment of

warrants.
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The Choirman: Whatever charge you gentlemen agree
is wise will never pay the bank for the work that we have
done upon this cuestion. i a question of how
mich we are willing to contribute to the welfare of the
system by continuing this arrangement. Looking at it
from a selfish standpoint it ought to be discontinued at
once,

Governor Fancher: Ve feel that the service rendcred
to us has been valuable and that the charge which has been
made for it has been a very nominal charge. ¥hether or
not you have any way of determining whether you are com-
pensated or not 1 do not know. I presume it is hard for
you to determine that,

The Chalrman: I thought we would get our clerk
hire back and that sort of work covered, and 1 think we
have done that, but we ean never be paid for thc work of
Wi Ll nk who have taken sixz or eight months
in doping this stuff out and wrestling with it in Washing-
ton and elsewhere. The real consideration with us is
this: If we should act in the New York market, through
the New York brokers, quitc independently of each other,

end make all of our investmentis uncer Section 14 without

regard to the interests of each other, why the result would

be that we would get a much larger proportion of the total
in the New York market than we now do, We are will-
ing to surrender that and are glad to do it; but I would
not feel justified in recommending that it be done con-

tinuously in this way unless I could tell our board that
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we were being reasonably compensated for our work. What
is reascnable or vhat is not reasonable we are quitc willing
to leave to you gentlemen to decice.

Governor #cDougal: Moy I moke a motion, ilr. Chair-

The Chairman: Please do.

Governor HMcDougal? I think we have gone far cnough
to understand tho situation, I believe we are agreed on
onc matter and that is that the committee did not get
under this cuestion far cnough to provide for the change
in interest rate which will come some time. That being
the particular point we want to provide for, I move, if
it is in order, that the basis for the service charge as
recommended by the Lxccutive Committec be discontinued, and
that in the future the charge for this servicc be onc-eighth
of one per cent per annum of the foce value of the warrants

~and acceplances purchased for the length of time the in-
vestments have to run, putting both classes of investments

on thc Same basis, providing for increase or decrease in

the-Entercast rate; As to the interest matter I would

like to say that it so happens that if we calculated to-
day the purchases on the new suggested basis the results
would have been almost identical.

The Chairman: I think the results would have been
the same,

Governor HMeDougal: o 18 wWe are concerned at
Chicago, we not
has done for us, but we feel that the service cimrge has
been reasonable in censideration of the amount of work
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involved and also the responsibility involved. We hope
this arrangement can continue, Moreover we believe that
if we do not work together Chicago would probably be in

just as good a position as any of the othcr twelve banks,

New York alone excepted.

The Chairmen: I think so; yes,

Governor McDougal: It is certainly better for us to
work along these lines than it would be for each bank to
g0 in and work for itself, I mke the suggestion armd
offer the motion partly for the reason that I bclieve it
is quite true, as Mr. Strong says, that we have not gone
far enough yet to know what may be involved in the question.
The proposition I makc will be entirely satisfactory to
the Chicago bank,

The Chairman: come day you may be discounting so
much for your member banks and at such good rates that it
will be up to use to buy all this stuff in New York and
we would not want it,

Governor MecDougal: If in the future we should want
to reopen this question, of course we could do so.

The Chairman: You put the question, Governor McDoug-
al, and whatever you decide is going to be accepted by
New York without question.

Mr. Hoxton: We have nothing but gratitude for the
Federal Reserve Bank of New York and the Federal Rsserve
Bank of Boston. We want tohandlc it in the way in which
they want us to handle it. Not only do we want to pay

a commission that they think is a fair commission, but we

ps://fraser.stlouisfed.org



191
want to handle it on our books in the way that they want us
to, prcvided we are not overruled by somc method promul-
gated by the Federal Reserve Board. I should 1like to
know if Mr. McDougal's suggeotion is entirely acceptable
w you gentlemen, Mpr, Chairman?

The Chairman: It is entirely, Mr. Hoxton. As I
have s&id, anything that you gentlecmen agree upon will
be acceptable to us.  Aside from the statement that any-
thing would be acccptablc, this particular arrangement is
acceptable. You do not need to have any hesitation in
making this rate or any other rate,

Mr. Hoxton: May I ask Governor Alken how he feels
about it?

Governor Aiken: Our business is so small, compared

with New York--- I 4o not think we have had more than four

or five millions in all for the banks--- that it is hard-
1y worth considering. It would be entirely satlisfactory,
though.

(Informal discussion followed.)

Governor MecDougal: There is one phase of this ques-
tion that has been discussed informally that I made no
mention of, and that waw the suggestion tha? it might be

maxximam
well to consider the matter of putting a charge
on any unusually large purchase that you might make. For
instanec, if you should come along some day and get five
ar six million dollars of warrants, why a maximum charge

should be made.

The Chairman: We would be delighted to do that if
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you will relieve us of the burden of making the little
ones.

Governor LicDougal: I mentioned that becauseit was
brought up informally.

The Chairman: e can try it out anyway. Some day
we may find out that it doesn't work amd we can discontinue
it. We would a great deal rather be free of any doubt
as to situation of the New York bank. I will take a
walk around the block and allow you gentlemen to discuss
it if you want to scttle it in that way.

Governor Xains: I feel personally that I would
like to see you discontinue acting as agent for the rest
of us; but that is only so far as my bank is concerned.
Whatever the majority does 1 will follow in with cheer-
sully.

The Chairman: We will let it geo that way if the
rest of you prefer it, Governor Kains.

Governor Kains: It is up to the rest of them.

Governor Ajken: Is there not a motien before the

house now?

The Chairman: Yes; Governor McDougal made a mo-
tion.

Governor MeDougal: I made a motion, but I heard no
second to it.

Governor Xains: I will second Mr. McDougal's me-
tion very gladly, as far as that matter goes. I was only
speaking for my bank. I woald like to see all of the

banks go intoe the market. I de not think that the New
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York bank buys enough--- wvou say that you buy twenty per
cent of thosc warrants-—- and 1 think vyou would find it
to your interest to let us go in, and the rest o the buy-
ers and fill up our little wants ond leave the market open
to 2l I think it would work out better that way.
Have you any idca of the volume of

stuff in Now York, Governor Xains?

Governor iLains: You say you get twenty per ccnt of

The Chairman: e get tuenty per cent of what is
reported as being outstanding. we get fifty per cent,
or o larger perccntage, of evepything that is sold or
dealt in that is eligible.

Governor Kains: I think it 18 the fair way, even
if we do not get as mueh.

Governor choﬁgal: You mean it is the fair way to
all concerned?

Governor Kains: Yes.,

Governor Aiken: It is a fair way.

Governor LicDougal: To have the New Yeork Bank
represent us?

Governor Kains: Ne. I did not mean that.

Governor lMeDougal: Then I do not understand what yeu
said.

Governor Kains: I said it would be falrer for all
the banks to go into the market.

Governor iMcDougal: If we all vient into the market
we would be bidding agains t each other, and the results
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The Chairman: Is therc not a motion before the
house.

Governor McDougal: I have mde a motien.

Governor Kains: I have scconded it.

Governor McDougal: You all undcrstand plainly that
this is only a temporary plan; that it is a matter of get-
ting along in this way until wve find what the volume is
going to be, what work is involved, nd so forth. it i8
my impression that the ratc that has been named, under all
the circumstances, is a fair ratc.

Governor Kains: I second Ir. lcDougal's motion.

Governor MeDougal: Am I presiding at this moment,
Mr. Chairman?

The Chairman: Yes.

Governor McDougal: Who is the presiding officer for
the purpose of presenting this motion): This motion has
been made and secondcd. Is there any further discussion.

(There was no further discussion.)

Governor lMcDougal: Are you ready for the wuecstion?

(There were calls for the ceustion. The motion was

duly carried.)

Governor Rhoads: I would like to say that I voted
aye on that with the understanding that the New York Bank
and the Boston Bank can reopen the question if it is not
satisfactory.

Governor MeDougal: This is a question that does

not involve the Boston Bank.
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Governor HMcDougel: Noton the same tlerms,

Governor Aiken: Yes, Governor McDougal on exactly
the same terms.

Governor #cDougal: Are wegetting from Boston a part
of every purchase that is mado?

Governor Aiken: No sir; we are not.

Governor MeDougal: Are we not getting theot from
New York?

The Chairman: Yes, you are,

Governor lMcDougal: Then there 1s a difference, is

|

there not. I mention that for the reason that this is
something we have got to take up, because I think we are
working under a Very cifferent arrangement between Boston
and Chicago or Cleveland and Chicago, for instance, from

the arrangement we are working under with New York.  That

is the reason I said that I thought New York has been very

liberal in that they are giving us 55 per cent of their
purchases.

The Chalrman: The real difficulty in this situation
is not the rate of commission om ihe percentage of divi-
sion, Which is a small matter, but it is the volume.
Governor Kains, who has been acquainted with this business
over a long expcrience, has been in New York and has looked
over some of the lists and has seen a lot of acceptances
that he knows and would buy hot right off the griddle,

But I happen to know that two-thirds of them are ineligible

and that the Board would chop his head off far buying them.

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




196

Governor IMcDougal: When you spoke of picking up
twenty per cont vou referred to those that you found held
by banks---

The Chairman: (Interposing) Taking the total amount
rcportcd by all of the member banks and the state banks,
whose aceptances are eligiblce for purchase, and taking the
total amount rcported as the amount of their liability,
that would indicate that we got in the neighborhood of
20 per cent. Whea the banks in New York reported that
they had $109,000,000 of acceptances outstanding, as I
recall it we had something like $21,000,000, That was
our high water mark. It has been going off within the
last few months. I do not believe the total amount of

acceptances rcported in New York today exceeds (350,000,000

o

for national ond state banks. Of the $50,000,000 total

amount reported outstandin, acceptances at a given date

a considerable amount may be of state banks which are not
eligible and have not been eligible up to the present time
because they rclated to cdomestic transactions. That might
amount to another eight or ten or twelve million. Of

the remaincer a very large amoynt is purchased by the
institutions that accept. For instance thosc accepted
by the National City Bank, the Na.ilonal City Bank buys

all of them that they can get their nhands on. The
Bankers' Trust Company tries to buy all the acccptances

that come to their window for acceptance, If you figure
4

the percentage of acceptances that 70 into the market

that are available to buy, I should say that we get a very
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largeproportion of all that are eligible. e have now
in New York a little less than five millions of accept-

ances, If that is 42 per .ent of all of them, it would

bring about eleven or twelve millions in the hands of all

the banks, and that is a very large proportion of the bills
that come into the New York mrket just now.

Governor Volad: May I inquire whether or not under
this new ruling of the Board, which relates to open market
transactions, you may purchase these state bank comestic
acceptances?

The Chairman: That subject comes up immediately
after this one, Governor Wold.

Mr. Foote: Would you buy acceptances the Guaranty
Trust Company issued to a New Orleans rice house?

The Chairman: On rice in varehouse?

Foote: Yes.

The Chairman: We have not been able to.. hie fool
that we have not been able to at the present time, because
that 1s a domestic transection, and the bard, up to about
a week ago, had made a regulation which limited our trans-
actions to bills which were based upon importation and ex-
portation of goods, ¥e could buy the accceptances of
the Guaranty Trust Company based upon import and export
transactions, but not those issued in connection with
goods in warsehouse,

Mr. Foote: The reason I asked is this: There is

quite a nice volume of business of that kind in New Orleans
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gnd they are paying good ratcs for the accommodation.
think that business could bc controlled very easily.
Governor Wwold: You may get commodity roites on it.
The Chairman: %o can only get that with the endorse-
ment of the member bank, and in order to get the encorse-
ment of tho member bank we would have to take the bills
out of thecir portfolio. They are not selling now. They
are kceping everything they can lay their hands on.
Mr. Foote: There is a concern down there that handles
directly the entire Louisiana output of rice. Their
drafts have been accecpted by the Guaranty Trust Company

and they are paying pretty good rates for the accommocdation.

The Chairman: Do those bills sell locally in the

Atlanta district?

Mr. Foote: They are sold principally in the east.

The Chairman: Yes, but the bills are purchased by
some of the banks in the dis trict and sent to New York
for acceptance, are they not?

Mr. Foote: The Louisiana Riee Milling Company has
an arrangement direct with the Guaranty Trust Company
for acceptance of these itcms, and they go into the market
end sell them.

The Chairman: How do they get the bill accepted by
the Trust Company?

Mr. Foote: It is based on the commodity stored,
properly warehoused,

The Chairman: The Rice Company draws & bill on the

Guaranty Trust Company?
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Mf. Foote: Sure.

The Chairman: That bill has got to be sent to New
York for acceptance, It must be negotiated either local-
ly or in New York,---

Mr. Foote: They sell them principally in the east.
I think they have found quite a market for them in Phila-—
delphia.

The -Chairuman: As an illustration of how that business

is handled, and how difficult it is sometimes for us to

get the acceptances, I wish to say that they callcd me up
on Friday from the Bankers' Trust Company, while our
ixecutive Committee was in session, to say that they were
just accepting from a million to a million and a half of
bills covering importations of rubber and that they might
sell them to us if we could agree on the rate; that they
had called me up to let me know about it. Well, with

the committec sitting there in my room, I did not want to
buy those bills without saying something to the committee.
I told them I would call them up in a few minutes. We
spent fifteen minutes discussing the matter and other
matters, and I called them up to say that we would take
them at our minimum rate, In the meantime they had had

a loet of money come piling in and they said that they dia
not want to sell them. Those will appear in the statement
of the company as a million and a half acceptances that ap-
parently have been out sometime in the market; Dbut, as a
matter o fact, we never have had a chance to buy them,

Governor Wold: W1l they show on the statement?
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Governor Wold: Has the State Banking Board made
any rule that those held in their own portfolio need not
show?

The Chairman: The State B&nking\Dep&rtment does
not permit that in New York. I do not think that the
Bankers'! Trust Company would take advantage of that anyway.

Governor Wold: Yational banks are required to show

those outstanding.

The Chairman: It is a mistakc to have any such rul-

because when they o to sell them they have got to
the entries in both sides of their books.

Governor McDougal, I was td king to lr. Hendricks

you took action. I ¢o not know what the decision

but whatever it is 1t is satisfactory to us. How -
ever, I 40 not want tc sce this matter dropped before
Governor Kains has had a chance to take a shot at the ar-
rangement ,

Governor Kains: Ihave taken all the shots that I
care to take,

Governor Mghougal: Governor Kains seconded my mo-
tion,

Governor Kains: Yes.

‘The Chairman: But I see you would prefer to go it
alone?

Governor Kains: Oh, no, not unless it is wide open

and we all go in,

Governor McDougal: I think Governor Kains made his
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position quite plain on that, Mr. Strong. He has ex-
plained his willingness to go along with the majority, and
that it was entirely satisfactory to him.

Governor Kains: Yes. I was only expressing my

pefsonal opinion.

25, STATEMENTS OF PRIVATE BANKERS WHO ACCEPT BILLS
OF EXCHANGE.

The Chairman: I will introduce another subject here,
which is already on the program in another place, but I
think this is the place to take it up, and that is in
connection with our acting for the other reserve banks.
The situation in New York with regard to acceptcnces is
a little complicated on account of the private bankers'
position. We have not yet worked out a plan by which
we can make their acceptances eligible by getting state-
ments in accordance with the board regulations, That re-
duces the volume that we can purchase very materially, be-
cause they are accepting an increasing amount right along.
1 presume you have all seen the letter from the Board
advising the twelve banks that they did not propose to
make regulations governing the extension of operations
under Section 14, but that under the opinion of counsel
for the Board we are at liberty to go ahead and develop
these open market transactions in bills of exchange,
and not in notes or drafts. It may be that some of the
other reserve banks will take the view that this is an
opportunity te be taken advantage of, that we could buy

which
this paper 18 eligible for us to buy under this new rul-
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ing by the Board, and if they do take that view it means
we arc simply able to buy acceptances growing out of domes-
tic transactions that are made by such institutions. we
cannot buy the acceptances of privatc bankcrs, with one ex-
ception. e cammot buy any additional accecptances of
national banks because we are not authorized by statute to
accept any domestic transactions. It simply means the
State banks will get a ccrtain amount of additional benefit
from our operations, Therc is quite a volume of these
acceptances., There are quite a number of acceptancces
handled by the brokers in Ncw York. Thcy come into the
office right along, We never have bcen ablc to buy them
heretofore because thcy did not comply with the Bankers'
acceptance regulation. This is the only opportunity
we will have to discuss this matter in meeting together,

I want to explain the view that is held by our board, and

then each bank can decide for itself what they want to do.

fie feel that it would be a mistake to extend our transactions
under Section 14, It would result in the further reduction
of rates possibly, and it might create the impression that
the state banks are the only beneficiaries of this system.
If it were lcft to us alone we would probably not take
advantage of this opportunity to buy those bills, but on

the other hand if the other banks do want to buy them, and
to continue the existing arrangecmentis for the division of
purchases, we would act for them anyway, and we would suf-
fer all the odium of buying them although they were not

for our account and we would not get the income. We are

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




205

going te be governed very much by the wishes of the other
banks. It is really up to this meeting, to the other
Federal Reserve Banks for whom we act,to decide whether we
will go into the market and buy the bills of state institu-
tions growing out of domestic transactionmns,

Governor Sawyer: Is there a large volumc of them?

The Chairman: Roughly I should judge 25, 30 or 40
per cent of the acceptances are domestic in character,

Governor Vold: You say "accepted by state banks."

Arc we confined to acccptances of state banks? If it is

a firm or corporation we can buy the acceptances of private

bankers, if we feel justified to.

The Chairman: We can if we get a statement.

Governor Vold: Regardless of a statement. There
is no regulntion on it.

The Chairman: TWe might buy some bills for ourselves
without a statement, from some private bankers, but we
certainly could not act as agent for the other banks to
buy bills where we had not seen the figures,

Governor Wold: I raised the question because you
said it was confined to state bank acceptances., My
impression was that we were not confined to state bank
acceptances, but could accept either individualp firm or
corporation.

Governor Fancher: What has beeh the attitude of
the large private banking firms toward rendering state-
ments?

The Chairman: I think they have been attempting to
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do it 1f they can safeguard the figures to their owmn
satisfaction. They know perfectly well that our boards
of directors will change from time to time and that our
committces will change from time to time. Some of these
directors are their competitors in New York., While some

of the morc important private banking houses might be will-

ing to trust the officers of the bank with statements,they

would want to do it under arrangements that would safe-
guard the figures so that the directors would not have
access to them. I am under the impression that such an
arrangement would be satisfactory to thc Board in Wash-
ington., I am sure it would bec satisfactory to our board,
to delegatc entirely to the officers of the banlk not only
the purchasing of bills, but thc authority to pass on
statements., The statements of member banks and state in-
stitutions are awvailable to all of our directors. In the
case of private bankecrs the statements would have to be
locked up in the vault; the directors could not see them
and they would be “going it entirely blind." It is a
matter that has not been settlcd by our board as vet.
Governor Fancher: As I ecall one of the acceptane-
.88 we had purchased was the acceptance of Golédman, Sox &
Company. They filed a statement., Some of the other
houses have not filed any.
The Chairman: We discussed the matter with somc of
the more important private bankers.
Governor Seay: We had this sort of a Proposition

put up to us by one 6f our member banks that had been ac-
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customed to discounting foreign eichanges, The bank
wished to know if we could handle a foreign acceptance
under a guarantee of rate and allow them to take it up a
short time before maturity-—---

Tnie Chairman: One of vour member banks?

Governor Seay: One of our member banks.

The Chairman: Who would guarantee tne rate?

Governor Seay: The bank itself would guarantee the
rate. Take it at the stipulated fate of exchange, guar-
antee the rate and pay it at the same rate,

The Chairman: So far as these domestic acceptances
are concerned, I hope you will understand that we are nét
going to do anything voluntarily. If the other banks ex-
press the wish that something should be done, wve will
take it up with them.

Go -ernor HMcDougal: Governor Strong, have you decid-
ed, in New York, whether you would buy that class of ac-
ceptances for your bank or not? Has that been determined?

The Chairman: I should say we have decided, Governor
MeDougal: tere it left to us alone at the prescnt time
we pprobably would not buy them. If the other reserve

banks think they want to take advantage of this opportunity

te increase their earnings by having that class of accept-

ances, our board will undoubtedly not stand in their way.
Our exccutive committce has taken that position, and we

would act for them, and in case the others wanted to buy
them we doubtless would buy them ourselves and simply add

them to the bills we buy now of that class.
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Governor Fancher: If it assumed rather large pro-
portions, would it result in advantage to the larger state
banks? Hould it meke their paper more salable, more
popular; in better demand?
The Chalrman? This vould put the bills on about the

same level. That is an incdication of the market under

i was made :
which this azrangomentf\xor o credit of twenty million

dollars to A group of French banks, seven or eight iFrench
banks and banking houseés. i:hen we left New York there
had been fifteen millions of bills drawn and accepted.
Under the terms of that plan each acceptance bank or bank-
er was to have the privilege of withc¢rawing his own ac-
ceptances from sale, cnd the balances which were not

drawn have been offered once a week to brokers in New
York, and they have named competitive rates, and the low-
est bidder gets them. On some of those sales they never
have had a chance to buy them at all.

(InTormal discussion followed which the stenozrapher
was directed not to report.)

The Chairman: Of the total amount of acceptances
reported by the Now York bankes we would count them about
fifteen millions, and out of the fifteen millions we have
only beocn able to buy about two and a half millions. Those
acceptances have sold at two per cent and two and one-—
sixteenth, and acceptances of the private banks, like
Morgagn, Seligma n & Brown Brethers, which we have left
or have not been able to buy, the brokers have had no

difficulty in turning around and selling at ihe same rate.
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Governor Wold. Those that are not eligible for re-
discount under the Federal Reserve Act and under the regu-
lations of the Board--— what rate have they been selling
at?

The Chairman: The domestic acceptances? There is

a differcnce of 1/8, or possibly a little more——- maybe a
: : what
quarter, It is very slight, but they have done and what

has made it difficult for us to get these bills in many
cases 1s that they take a lot with fifty or sixty or
seventy-five per cent eligible, and the balance ineligible,
and they lump them all in one large lump rate and the good
ones carry those that are less desirable. The brokers
know when they buy a block of bills that they can only sell
those that are eligible to us, and they might be hung up
with the others, and they do not always come to us. You
gentlemen encounter all of those things, only you de it
at longer range,

Governor Wold: Can you not have them offered direct
amd cut out that lump amount?

The Chairman: No. There are reasons why we have
not been able to do it; really good reasons; and the
way we have been able to get them is that some of the
brokers with whom we are in touch have been willing to go
in and bid. We have given them certain assurance that we
would take all the eligible bills in case they did get
them.

Governor McDougal: Cannot this be left in such & Wy
that the individual bank can take this matter up with you
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by correspondence?

The Chairman: Yes.

Governor ¥old: It would have to be left that way.

The Chairman: It would have to be left that way.

It is a matter of policy.

Governor MecDougal: Instead of taking action here?

The Chairman: Yes.

Governor McDougal: As I understand it, the plan
would be that if the banks wanted to go into the market,
you would be willing to deal with them individually but
not colleetively. Is that the idea?

The Chairman: We would act in any way that they want-
ed us to, e would fix up another percentage based
upon the present perccntage, which would not be difficult.

Governor Wold: If we wrote you and said we would
be glad to participate with you in the purchase of accept-
ances, we would not get any?

The Chairman: Oh, yes, you would.

Governor Wold: You would not buy them yourself?

The Chairman: If we attempted to say that our policy
in not caring to buy these bills is binding upon all the
banls ,we are acting for, we might just as well give up
that arrangement,

Governor Wold: You do not cetch the drift of my
remark. We are trying to throw the responsibility on
you. You are buying 3,100,000 or a million dollars

worth of those acceptances; we are participating with

you in ahe purchase up to a certain amount so that you
v P

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




passing upon your own investment first,

The Chairman: They are all much the same bills,

do not have to consider a lot of new names in this
at all.

Governor wold: Under this you do.

The Chairmn: Well, we might. There are & few mer-
cantile houses that accept bills, that accept drafts drawn
on them by various mills that they finance, and I have no
doubt that those are now eligible for us to buy. It is

reaily another form of promissory note, but

of exchange and not a note o6f hand. Sc we can go further.

Thnere are other firms that do that same business whose
bills we can buy. They are not bankers' bills at all;
but before we do that we would want to submit to jyour own
judgment the figures we got nand get your instructions as
to whether you wanted to buy them at all, and, if so,
to vwihat minimam,

(At this point informal discussion was had which
stenographer was directed not to report.)

Governor Fancher: May I inquire, Mr. Fancher, if
a member of the Federal Reserve System entered into that
operation, would the New York banks be accusing the Federal
Reserve Dank of competition?

ne Chairman: Well, they mignt. They have accused
us of about everything $a the Decalogue.

Governor licDougal: But there would be direct com-
petition in that connection. Frederick Vietor and Achelis,
if they can be financed in that way, are getting the benefit
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of extremely low _rates, and if they are putting out finan-
cial paper the tendency would be to submit this fowm and
eliminate the straight promissory note, would it not?

The Chairman: Yes. Rrederick Vietor and Achelis
have got, I suppose, at least a dozen bank accounts in New
York, and they sell paper to the brokers-and sell these
other bills in addition. I supposc today that is one of
the best notes in the market. If we bought that paper
and the brokers got onto it it would get back to the mcem-
ber banks and they undoubtedly would growl about it, and
we would be then for the first time in real, direct com-
petition with the meaber banks, outside of our dealings
in warrants, which brings us somecwhat in competition with

them, There are responsibilities that enter into this

matter of acting as agent for the other banks that we are
()

-

not a bit keen about. I am not keen about sitting here
and influencing you gentlemen one iota one way or the
other as to whcther you should start in now and raise
Cain in the New York markct, which you have got the right
to do if you want to, and we do not want to restrain your
doing so,

Governor Kains: We would not raise very much cain
there, because our demands are so big.

The Chairman: If you got the modest amount that
each one of you wants, and make an investment, you might
not raise cain, but yoeu would raise dust around our door
step.

Governor Wold: That was to be discussed Friday be-
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fore the members of the Board, I believe,

The Chairman: I thought I would have a little pre-
liminary canter on that.

Governor Fancher: Has this matter been before your
board?

The Chairman: Our . xecutive Committee is to submit
8 report to it.

(At this point informal discussion took place which

the stenographer was directed not to report; after which

the following proceedings occurrcd:)

The Chairman: I want to make clear at this meeting
that whatever policy may be adopted incividually is real-
ly subject to the wishes of the other banks, as far as our
agency arrangement is ®ncerned, and if we hear you want
to buy some of these bills, we are going to find a way for
you to buy them.

Governor Wold: T move that it be left to the dis-

cretion of each individual bank.

(The motion was seconded and duly carried.)

22. STANDARD FORM OF TRADE ACC. PTANCE.

The Chairman: The next topic is No. 22, standard
form of trade acceptance.

Governor Seay: Mr. Chairman, I do not know that
that matter is of paramount importance, but since the
trade acceptance rate was promulgated we have been dis-
counting a number of small trade acceptances, many of

them given by cotton mills for the purchase of et ionsfopr
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spinning.
he Chairman: Drawn by them, you mean?
who

Govecrnor Seay: No; dravn by the broker handles it,
and the mill accepts. Notwithstanding the formula that
was suggested by the Board, we find that the banks do not
use 1it.

Ve als® handle some lumber paper drawn in some cases
by one lumber company upon another, and I think there is
a tendoncy to abuse the trade acceptance in order to get
advantage of the lower rate en it, and that an acceptance
which Goes not differ in its essence from a note will
gradually creep in. I do not know that that could be pre-
vented by adopting a standard fowm of trade acceptance,
but since such a special effort is being made to cultivate
that class of paper, it occurred to me that a standard form
in use for the purpose might tend to develop the use of
the thing, and I proposed it to sec whether it commends
itself to the Governors at this time. We had the idea
at the beginning--- some of us did, at least-—- that in
adepting commercial paper we would use a distinct form,
pbut we found in practice it was not needed or practicable,

and it may be that we may find the same thing about the

trade acceptance,

Governor Van Zandt: I had a form prepared and sent

a copy out to each one of our member banks suggesting that
they use that form. (covernor Van Zandt here exhibited

the form referred to to the members of the Conference). I
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susgested to them that o blank line be left just above

that line (indicatirg), the .ebligation of the acceptor of

this bill, showing the purpose for which the bill was drawn,
covering invoice of such and such a cdate, or so many bales
of cotton, or whatever it was -‘rawn for.

Governor Seay: There is one other item that enters
into it, too. In meny of our states the homestead waiver
laws are at variance, and when a note is given it usually
has the homestead waiver in it. “hen a bill of exchange
is drawn it very rarely indeed has a homestead waiver in
it, and there are many people who think that it might be
added with advantage, and who believe that the acceptance
would be more readily accepted if it had the waiver in it.
I observe that you do not have it in yours.

Governor Van Zandt: e have no use for it,

The Chairman: Vhat is your suggestion in this mat-
ter, Governor Seay?

Governor Seay: My suggestion is, sir, that the
acoptlon of a form as I see many of the districts have
already thought about, would tend to popularlize that form
of paper and facilitate our efforts in bringing it into
general use.

The Chairman: It is, however, a fact that owing to
variation in State laws it might be necessary to have a
different form of instrument in the place where the bill
was to be accepted.

Governor Seay: And the object of the diiscussion

was to bring it to the attention of those here with a vi
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doing what we could to cevelop it and adopting such forms
in our several states as to meet the emergency, because I
believe they will have to be different in different states.

Governor Fancher: Ever since we have named 2 rate
on acccptances we have had several inquiries for a form,
an accepted form fér acceptances.

Governor Seay: I fcel a good deal of confidence
that it will facilitate the meking of that class of paper,
and we may eliminate abuses that creep in at other times,

Mr. Foote: Have you prepared a form, Governor sSeay?

Governor Seay: No; we have not yet. It is apparent,
Mr. Chairman, that the idea has taken hold elsewhere, and
that was my only object in bringing it ub.

The Chairman: There is not any rcason wWhy we should
not consider this as a matter of uniform policy, Governor
Seay, and put a recommendation on our record that will
facilitate the breparation of forms throughout the whole
country, in all the districts.

Governor Seay: I believe it is worth it, sir, from
a practical point of view,

Governor Fancher: I might relate what was told me
by the president of one of our large banks in Cincinnati,

He is interested, I Judge, in some mercantile business,

and he prepared a form of acceptance and suggested that

they give it a test; that is, that they mail the invoice
and write a letter enclosing draft in draft form and

filling in the time, suggesting that they are sold on
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certain time and seeing what the effect would be. He
sent those to two or three concerns and they have already
rounded up about {400,000 of that sort of paper.

The Chairman: That is very interesting. 12

~ Mr. Foote: That is very interesting. That is a
very fine thing for us in the State of Mississippi. How
would a provision for attorneys' fees affect the negotia-
bility of it in Virginia?

Governor Seay: It would not affect the negotia-
bility of it in Virginia. There is an implication when
you put it in that the commercial transaction is not every-
thing that it should be, and that there may be some other

considerations involved than those which relate merely to

the purchase and sale of commodities. The idea might not

be acceptable in all cdistricts. I do not think it would

be.

Mr.« Foote: Do not some of the provisions in other
states render it non-negotiable?

Governor Seay: Not in those states where the nego-
tiable instrument law is adopted--- and that is in a major-
ity of them, perhaps. But you would have to consider it
and have to act under advice of counsel in your several
states.

Governor Aiken: In the interest of progress, Mr,
Chairman, what is the next subject?

The Chairman: I think we ought to have a motion on
this matter, Governor Seay, to wind up the discussion,

Governor Seay: I move, Mr. Chairman, that each re-
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serve bank take into consideration the advisability of
adopting uniform trade acceptance within its own district.
Govcrnor Aikcn: I second the motion.
(The motion was duly carried.)

Governor }McDougal: The resolution coes not approach

any definite date as to when the new arrangement is to

go into cffect with regard to fees, and unless we settle
that here it will have to be settled by correspondence,
I would suggest that someone indicate the date upon which
the new instrument is to go into effect,

Governor Wold: November 1st.

Governor lMcDougal: It is only a matter of having
it understood, because the question will arise when we go
ba ck home,

The Choirman: Mr. Curtis will put that motion in the
proper language, then.

The ncxt topic on the program is No. 25.

Before taking up Topic No. 25, Mr. Curtis calls my
atiention to a practice which might have developed in

our district in Philadelphia and Boston in the matter of
accepting bills. Some of the Philadelphia banks, and, I
think, the Boston bank, as well, accepted bills from time
to time which werc dravn and paysble by their terms at
their own offices in Philadelphia or Boston, as the case

might be, at the office of their New York correspondent.

In one case the Philadelphia National Tank accepted
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bills drawn on it making them payable by the terms of the
acceptancc at the Hanover National Bank, in New York.
Mr., Curtis has looked up the law and is of epinion that
that is an attempt to alter the terms of tlz Dbill which
is nol binding upon the drawcr or the prior endorsers of
he bill; that is, any endorser whose endorsements are
affixed prior to the acceptancc, and who did not receive
notice of the apparent change in place of payment at the
time he put his endorsement on it. So we have not been
buying any bills vhich were accepted payable in some other
place than the place where they were made payable by the
face of the bill, but have cautioned somc of the banks
that it was an unsafe thing to do. %e do not want to run

the risk of a refusal of payment at the new place of pay-~

ment fixed by the terms of the acceptance and then find

that we have lost an endorser or Grawer as an obligor.
The banks that we have corresponded with I think under-
stand that, but it is a precaution that should be observed
in our purchase of bills, and I think somcwhat 3he same
thing applies to money and acceptances at the clcaring
house. It docs in New York, at any rate. “where an item
goes through the clearing house the day after maturity, end
you cannot observe the terms of the acccptance in collect-
ing those bills bccausc we have got to present them at the
place of payment on the day on which the terms actually
mature on the face of the bill itself,

¥hile we are on this subject, I think I ought to re-

peat the caution, probably unnecessary, about purchase of
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any bills unless there are substantial guarantees of the

endorsements or endorsements that are known to the purchas-

er, because the question of title is involved in them.

If you buy a bill with a forged cndorsement, and the
person or firm or corporation from which you buy the bill
is not ablc to respond and to make good, in ease your
title is defective you are liable to lose the recourse
upon the acecptor of the bill. The acceptor of the bill
is not bound to pay a bill which it has accepted iff the
same holdcr has purchased it from a person that sold it
and forged an endorsement on it. The obligation of the
acceptor of the bill is conveyed to the bona fide hol er,
and not to one who acquired title by a pure forged endorse-
ment .

So we have had to be very vareful in buying bills in
New York, particularly acting for the other banks, to
make sure that there is not any possibility of a failure
of title arising by reason of some proper endorsement
having been forged. That is a matter that will be of
very much greater importance to any reserve bank that
feels willing to buy these bills at the market where the
acceptance is actually made and where there is less dif-

satisfactory
ficulty in getting " - svidence of the goodness and the
correctness of the banks,
(At this point an informnl discussion took place which
the stenographer was directed not to report; after which

the following proceedings were had.)
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Mr, Curtis: .I asked Governor Strong to bring this
up, because we had a form of trade acceptance by one of
our member banks, and they have written across it "Payable
at——-" another place than the place the business of the
drawec was conducted, and I wrote a rather elaborate let-
ter to then.

Governor Kains: I put that in not t» have the paper
payable at another place, but to have it payable at some
place. We would not take anything drawn on a man in
Philadelphia and have it paid in New York, but we want to
have it set out where we may expect him to pay it, if it
is not at the town named,

Mr. Curtis: That is all right if it is notin the
same town,

Governor Kains: But we want him to say where he
wants that paid, whether at his office or at his bank,

Mr. CGurtis: My only fear was that if you left it
blank in the standard form some fcllow who is in the
trade acceptance business might make it payable in the
next town, and that would very likely spoil your bill.

Governor Kains: Yes, I know it would.

The Chairman: This is threshing out old straw, We
have been over this once before, but it is going to Dbe
well to exercise the utmost care at the outset, because
the banks themselves are not acquainted with this business
and they are making mistakes in the bills now. We are

watching them, and wherever thos e mistakes occur we are

endeavoring to have them corrected right away and get the
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25. STATEMENTS OF PRIVATE BANKS WHO ACCEPT BILLS
OF EXCHANGE.

The Chairman: The next item is No, 25, statemcnts
of private baggsks who accept bills of cxchange.

I have covered that story in connection with the sub-
ject of domestic aceceptancces. We have not yet succeeded
in getting these statements, but I think there is a pos-
sibility that within some weeks or months we may succeed
in doing so.

he question arises to what extent will the banks
for which we are acting require those statements to be
filed in detail with them, and if they are filed with them,

to what extent would they be willing to observe the same

rules and the same arrangoment that we are obliged to

make with the private banks that file statements? The
chances are that in time we will persuade our Girectors
and the private banks as well that the most satisfactory
arrangement will be to have those statements sent to the
Federal Reserve Agent and the Governor of the Bank; and
any change in those offices may give the private bank the
right to take the figures that he has filed, if he is
satisfied that he can trust his successor in office,

Governor Kains: That would be quite satisfactory to
our office?

Governor Fancher: And for ours.

The Chairman: That is probably the course we would

follow, and we would endeavor to make an arrangement that
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vould be of equal benefit to all the reserve banks. 1T
our directors should object to that, as there is some
possibility, although it is not finally decided, we thought
in endeavoring to make this arrangement that we would ask
our board to consider what line thcy would give to such
houses as Morgan, Brovm, Seligman and others, and assuming
that we had no statemont at all on file, with the under-
standing that we would not buy those bills until Mr. Jay
and I had reccived figures and were satisfied that the line
which the Board had fized was satisfactory. That would
enable us to dispose of the statement without really im-
posing on the board the necessity of going absolutely
blind, becausc they would fix a limit on the line.
think that is probably the way in which we will han@le it.

Governor Fancher: Make it subjcct to the approval of
yourself and Mr, Jay?

The Chairman: Nean It is reversing the natural
order of things, but I think they will be willing to do

that. That would mean if we had the arrangement completed

and in effect that we would likely want to submit to each

of the banks for which we were ncting a statement of what
line our board had established by that method, and subse-
quently and confidentially vhat if any modification Mp.
Jay and I had felt that we were required to make.

Mr. Hoxton: This 1s our acceptance involving export-
! ; of
ation and 1mportatlonkgoods. They are not domestic ac-

ceptances (IExhibiting form of acceptance to the Confer-

ence).
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The Chairman: If we found it became necessary, by
reason of the action of the other Federal Reserve Banks,
for us to buy thosc domestic acecptances, we will have no
difficulty whatcver in having the banks undcrtake to ex-
tend every bill that grows out of an import or export
transaction. We can buy them as long as thcy have the
endorsement of a member bank on them.

Mr. Hoxton: e would be glad to take anything that
the Fecderal Reserve Bank is buying, but I understand you
are not going to buy the Comestic acceptances, and in that
case we might like to sec the statement.

The Chairman: e probably will not buy the domestic
acceptances unless the other banks want them.

Mr. Hoxton: But you would not buy them for your
own account?

The Chairman: Yes, we probably would buy them for
our own account. There would be no point whatever in
buying millions of those bills cnd being charged with all
the odium.

Governor MeDougal: If I correctly understand this
matter, in the event that you and Mr. Jay, for instance,
are permitted to see or to secure the figures of the finan-
cial statement of these private concerns, the confidential

information is to be divulged to the Governor or the

Federal Reserve Agent for each of the banks for their con-

fidential use.
The Chairmen: Ve would endeavor to so arrange it, and

if we were not able to so arrange it . that we could give
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yeu the figurcs vwe would not want to buy thc bills on our
account @nless you instructcd us to do so without seeing
the figurcs. As the volume of bpills did not get wvery
large, it probably would mean that we were buying these
private bank acceptances, If the volumc became very large
it might be difficult to handle it that way, but then
this whole question would have to be revised,

Governor Kains: Perhaps this whole question may be
reviscd latcr on. %e may not need to lean on the ser-
vices of New York so much .

The Chairman: Tie may be pretty busy some day earn-
ing our dividends. There are gome very interesting figur-
es that I want to report to this meeting inasmuch as there
is a moral attached,

An anslysis of the operation of the gold settlement
fund since it was established May 19, down to October 15,
shows that the Federal Reserve Bank in New York has receiv-
ed in scttlement of the due from account $127,785,000, ard
we have pald in settlement of the due-to account
;158,129,000, making a total loss of $30,344,000, which,

however, is subject to certain adjustments. Taking

into account the operations outside of the Gold Settlement

Fund, which is principally investment accounts, as I under
stand these figures in settlement of these losses, we have
deposited out of our vaults, (28,000,000 in gold for trans-
fer to the Fund through the Sub-Treasury, and on the date

these balances were macde up we had these figures which
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showed a balance in the fund of (36,274,000, and our real
net loss of gold was about twenty-one and three guarter
millions, I would like to make sure that the other
reserve banks appreciate just how this gold fund would
operate with the Federal Reserve Bank of New York if the
doors wcre thrown wide open to the creation of balances in
New York which would be settled automatically once a week,
or, ultimately, once a day, and not checked against and
disposed of by that method. It would mean that the credit
balances which would be created in favor of the reserve

bank at the clearing house would be settled in accordance

with the custom of the cl earing housc in the various forms

of money that are permitted to be used by members in set-
tling balances. At the present time these are principally
silver certificates and legal tender notes of a clearing
house depository, silver ccrtifiecates and United States
notes of small denomination. “hen we settle these
balances which we collect through the clearing house we
settle them in gold through the sub-treasury and the Gold
Settlement Fund, so that there is a possibility by reason
of the method of scttling balances in the clearing house in
New York of gradually reversing the process of accumlating
gold in our roserves and comverting our reserves in New York

very largely into silver and Upited States notes.

S

We have to be reasonably careful, without imposing
burdensome restrictions upon the exchange accounts of the

other reserve banks. ¥e ought to have it understood that
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if you arc rcceciving New York ILxotleange in large volume in-
stead of requiring o setitlement from us; simply telegraph
us to whthhold from secttlement the major part of the bal-
ancc, which would indicate to us that you are checking
against it, and then, through the clearing house, when

that chock comes in we would have a day at the clearing

house and we would get rid of the silver and United States

notcs,

I do not sce any other way in which we can deal with
that matter except that some day we might be able to per-
suade the clearing house in New York to settle all balancos
with us in gold, we to pay in gold and receive gold only.
That would enable us to get rid of all our silver and
United States notes, cnd there would be very few occa-
sions when we would receive it by direct transaction with
the member banks,

As indicating how important this matter is, shortly
after the Gold Fund was ectablished, by reason of the
accumilation of New York exchange, our silver certificates
and United States notes went up from I think a minimm
of twelve million dollars to forty-four million dollars
in a very few weeks, and the one means that we have been
able to employ to get rid of that silver, as stated, has
been by direct exchange of silver and United States notes
with member banks that were shipping currency out, and gold’
was left to effect an exchange with us.

Governor Kains: That is very valuable information,




Mr., Chairman.

The Chairman: It is a warning that if we saw those
exchange accounts pile up too heavily we would have to
telegraph you to withhold balances?

Governor Wold: Te would much prcfexy to keep the
balance in New York instead of in the Gold Fund, but they
will not permit that.

The Chairman: I do not think they have anything to
do about that. These accounts would be used for exchange
purposcs, and it is certainly an cxchangc purpose. The
statute may usc the word "may", but that does not mean
that oar operations can be interiersd With. It is a per-—
fectly rcasorable arrangcment to prétect our gold holdings.

What happens in connection with those transfcrs is
that the bank which has received aNew York exchange is
paying out at the other end thc very gold we transferred

"to them in the Gold Settlement Fund, and we are simply
putting gold at one end of the linc in exchange for the
silver at the other end of the line.

That proeess might be continued indefinitely as long
as exchange was moving that way.

(At this point informal discussion took place which
the stenographer was directed not to report.)

Mr. Curtis: his matter was brought up at the last

Conference in the presence of Mr. Miller, and it was sort

of left that if we dld not register a protest it would be

granted.
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The Chairman: Wwith all due respect te Dr. Miller,
he did not understand that situation, and the objeetion
that he made was not to the cxchange, whic¢h he recognized
was permitted by the statute, but he said he thought we
were possibly not authorized to maintain accounts for in-
vestment purposes where thos e balances were withheld from
the settlement. It is practically impossible to distin-
guish between exchange which is sent to New York for the
purpose of making investments and to put into an account
an exchange which is sent to New York for the purpose of
having an exchange account. They are one and the same
things. He seemed disposed to distinguish, and I did
not think his objection applied to the exchange acepunt,
but the account which we were considering withholding in
order to pay for investments we were making.

Governor Seay: Heave you taken into account the oper-
ation of that process through a long period? Would it be
different 1f you wepe to take it when exchanges were work-
ing one way and when they are working another?

The Chairmen: Yes; we have thought of that, It

dges not save the gold during the period when 1t is work-

ing against us.

Governor Wold: We have accumulated 25,000,000 in
gold fund. We are moving currency now to the interior.
When the crop is moved the exchanges will move the other
way, and eastern exchange will be in demand. We sell five
millions of exchange by drafts on you, or drafts drawn

upon us that come through you. You get this money back




from the gold fund again.
The Chairman: Yes, we do if you get geld for it.
You undoubtedly will as long as you are able to require

your member banks to give you gold in payment for the

drafts you give them individually; and when you are un-

able te get any more gold you are unable 1o draw any more
exchange.

Mr. Wold: ¥We could sell four millions of exchange
and drafts upon you and let them raw upon us and :

get these four mlllion out of the gold fund. This
four millien would come back to you when the pendulum
swings in the other direction again.

The Chairman: 1f all of eur money in this country
were geld and hank reserves it would not be a matter of
any consequence at all; but while the proportion is work-
ing agalnst us you are paying outthe gold in the West. You
want us to run the risk of getting it back. You say
the exchanges are bound some day to turn, and what you
draw in New York will be turned over to us in gold. It
is a muestion whether you will get it.

Governor Wold: I do not see where you are not going
to get this gold back when the pendulum swings.  Had you
put up this entire five millions in gold, when the pendu-
lum swings and we draw that geld fund down, it comes back
to you, As the gold comes from the Gold Fund it comes
out of the Federal Reserve Banks.

The Chairman: What have you got in your reserves

in Minneapolis?
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Governor wWold: Golad.,

And consequently, as you send us
New York exchange now, you are 2aying that gold out.

Govérnor Wold: e are paying out Federal Reserve
notes and getting in gold.

The Chairman: But so far as your reserves are con-
cerncd, you are paying it out.

Gévernor Wolds No; we do not pay out any gold.

he Cheirman: The gold goes out at one end--

Governor Wold: Not o nickel,

(At this point an informal discussion arose which
the stenozrapher was directed ‘not to report.)

The Chairman: Personally, I would not be willing to
sec the New York bank run the risk of having the greatest
partion of its rewerves converted into silver certificates
and United States notes upon the general hypothesis that

e
wihen thez?hanges some day turn we are bound to get them

back. e do not want to see our statement reduced to

a silver basis inside of a period of six months, and then

possibly come back again. That will be a new method of

handling our reserves, We would not do it.

Governor Seay: Is not the whole difficulty in the
method of settlement in the New York clearing house?

The Chairman: No, it is not, unfortunately, for
this reason, that back in the eighties, when this country’
was debating the unlimited coinage of silver, its quality‘

as8 legal tender, Congress passed a law which is still on
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the statute books, which prohibits any national bank from

being a member of any clearing house association which pro-
S VI & 2

hibited the settlement of balances in silver. As a mat-

£0 t0 any

ter of courtesy, no bank is in a position o g
clearing house association and tender silver.

Governar Wold: hen the rules of such associations

settlements.

Governor Seay: If ve were to adopt a voluniary
agreement to cettle in gold, some banks might apply it.

If you have that method of setilement, this thing would not
work that you are now explaining to us.

The Chalrman: Oh, no. There would be no guestion
about our position if ve settled in gold. e would simply
be receiving gold for whot we paild out throuzh the Gold
Settlement Fund.

Governor Seay: He question been discussed
recently at all?

he Chairman: Not very recently. Ve diad discuss
it once when some of the Federal Reserve Board were in
New York, and we had a luncheon that was attended by mem-
bers of the clearing house committece, or some of the

members, andé Mr. Malburn and Mr. Vanderlip at that time

said that they would personally be guite willing to see

the clearing house agrec to have their settlements in gold.
But we have thirty-five state banks in the New York (lear-
- g

ing House, and twenty-nine national banks, and at the time

we discussed it I think there was a good deal of hesitation
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in the minds of some of the Clearing House Committee
about nroposing any novel things to the state uanks,

K

Governor Aiken: In our session with you, Mr. Strong,
what vou cite could easily be demonstrated. Vie are mem—
bers of the clearing house, but setilements are made in
checks on us, and the banks deposit all sorts of things
with us in order to maintain their balaneces. Te may get
silver certificates or bank notes or legal tender or any-
thing else.

The Chairmon: This is not an acandemic proposition.
There are six or eight hundred millions of eichange im
New York. I saw the figures some time ego. hen the

xchanges are swinging all one way there is not any dquestion

a6 to what the effect vwould be. It ould take all of

our gold, and we would be speculating as to whether you

gentlemen would draw on us to a sufficient extent to give
us dback our gold. I mace up the figures a little while
ago, before some of these recent importations of gold took
place, and there was 525,000,000 of zold in the hands of
the clearing house banks ond Federal Reserve banks. De-
ducting what we havetoday--- we hold 200,000,000~~~ that
vould leave about 225,000,000 in the hands Of the clearing
house banks. I think that has been increased 1o at least
400,000 ,000; and ceducting (400,000,000 from the total,
it leaves, as I recall, betwecn eleven and tiwelve hundred
millions. It is over a thousand millions now, I believe,
and it would leave about gix or seven hundred millions.

Gavernar Seay: In cash reserves?
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The Chalrman: I think 3t 18,

Governor Seay: Surely not.

The Chairman: I think it is. You see, tue c¢eposits
of the New York Clearing House banks run to about tharec
thousand and one or two million, and they show a surplus of
nearly two hundred millions of reserves, These figures
have mounted up very considerably.

(At this point an informal discussion took place which
the steno rapher was directed not to report,)

Governor McKay: I have the Chicago figures, Governor
Strong. 587,000,000 ¢leared for us by other banks;
cleared by us for other banks, [,81,000,000. That is since
the beginning of the gold settlement fund.

The Chailrman: There are 163,000,000 in and out.

Mr. Heniriecks: There are ;189,000,000, Mr. licKay.

Mr. cKay: Cleared for us by New York +,27,000,000;
cleared by us for New York (,8,000,000.

The Chairman: Yie have reccived from you in settle-
ment of due from accounts 8,672,000 of gold since the
settlement fund started, and we heve paid 327,000,000.

Mr; McKay: That agrees with our figures,

The Chairman: These figures are all exchange trans-
actions, gross, incluling the settlement of the balances
through the Gold Settlement Fund,

It is not necessary to take any action on this mat-
ter, but I wanted to give that word of warning, that the

New York Bank c¢ould not stand a conversion of its gold

by the operation of these exchange accounts, and the best
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way to handle them is to kecp the accounts there until you
are ready to take them out, or we would have to hold up
on them.

Topic No. 27 on the progrem has been reported already
at the outset of this meeting.

28. DAILY CIDCULARS BY THED PLDLRAL RISLRVE BOARD.

The Chairmsan: No., 28 is the subject of meiling cir-
culars by the Federal Reserve Doard which they have asked
us to discuss., Some doubt has arisen in the minds of the
members of the Board as to whether they are pursuilng a cor-
rect course now in shipping circulars that are to zo to
member banks to the Federal Reserve Banks and then having

zht it was rather eixpensive by

(o]

them remailed. They thou
the present process, because if they sent them oul they
could be franked, %e do not enjoy the privilege df
franking our wmail. Furthermore, it involves some delay.

The matter was aiscussed in New York by the officers,

and we are of the opinion that it would be a mistake to

change the present practice of having the circulars sent
out by the Reserve Banks. 1t is a2 method of contact

with the member banks, one means by which we seem 10 reach
them directly. Occasionally we have been able to check

up some matter that it did not seem advisable to send out,
and, furthermore, we endeavored to make use of the occasion
of sending out a page of circulars aboutl some

of our own mail in the same envelope, and we would not

like to see that practice changed.

This is o subject that we should discuss and arrive
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at o consensus on.

Governor Fancher: we prefer to continue with the
present method, because we have furnished our member
banlks with information. While all of them 4o not use it,
vet we like to send those circulars out with literature of
our own, and we see that it is properly cut for the binder,

~

Govepnor oeay It seems to me that that 1is the pro—
way. The requirements of the Federal Reserve Board
zovern the operations of the Federal Reserve Banks in their

deallngs with the members, and it would seem to me a pro-
per thing for the Board to send its circulars to the Feder-—-
al Reserve bank and for the bank to make iis member banks
familiar with the rules by which it is governed.

The Chairman: Some of them call for further informa-
tion from the member banks ithemselves.

Does anyone feel Cisposed to make a motion, so as to
have a record -nd a report to make on Friday?

Governor Fancher: I will offer the resolution, that

it be the sense of this meeting that the present practice

of mailing circulars of the Fed@eral Reserve Board to the

banks be continued; that is, to the IFederal Reserve Banks.
Mp, Hoxtons: I second the motion.
(The motion was duly carried.)
The Chairman: Gentlemen, that disposes of almost one

half of all of the subjects on the program. The remaining

one-half, however, are the tougher nuts to crack. It

seems to me we would be justificd in taking things a little

easy for the rest of the day, particularly as we have all
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been travding last night. Vie can get a fresh hitch
tonigiht and tomorrow we will make a Dig dent in the balance
of the program.

Governor Fauncher: I move we adjourn until 9:30
o'clock tomorrow morning.

Governor Van Zandt: I second the motion.

(The motion was carried.)

(Whereupon, at 11:15 o'clock ps m., the Conference

adjourned until tomorrow, Thursday, October 21, 1915, at

9:30 o'clock 2, m.)
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