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EIGHTH CONTFTERENCE OF GOVERNORS OF

FEDFRAL RESERVE BANKS.
'SECOND DAY AFTERNOON SESSION.

Hotel Somerset, Boston; Mass.,

August 23, 1916,

The Conference reconvened at the expiration of the
recess.

Hon, William P, G. Harding, Governor, Federal Reserve
Board, Hon. Frederick A, Delano, Member of the Federal
Reserve Board, Mr, Olin M. Attebery, Manager Transit Depart-
ment, Federal Reserve Bank of St, Louis, Mr. F. M. Hardt,
Cashier of the PFederal Reserve Bank of Philadelphia, and
Mr. Chester C. Bullen, Auditor of the Federal Reserve
Bank of Boston were in attendance with the Governors,

B~(m) Reserve requirements, Uniformity
of computation and report.

The Chairman: We will take up the next topic,
6-(m), Reserve reéuirements. Uniformity of computation
and report. Goyernor Miller.

Governor Miller: Mr. Chairman, that topic was sug-
gested by the fact that a great many of our member banks
oppose making reports according to the form we sent out.

We thought that wes the simplest form that could be devised,

and those on the outlying berder are familiar with the

reports required by other Federal reserve banks. I thought
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it would be a very good thing to discuss some uniform re-

port and let it have the sanction of the Board, so that

the requirements of member banks in that fegard would be

uniform and would allay any feeling that one Federal re-
serve bank is requiring more information than another, I
have a copy of the report we are requiring, which I think
is as simple as it could possibly be (exhibiting copy to
the Conference).

The Chairman: Mr. Miller would like an expression
of opinion as to what other banks are doing.

Governor Miller: Yes. Ihave no resolution to offer,
ut I thought that that report ought to be prepared by a
committee and have the approvel of the Federal reserve Board
80 that they might require it by virtue of the order of
the Board, and not as seemingly coming from our own bank.
I suppose all banks get something, and a uniform report
is the main thing I am seeking information about.

The Chairman: Would you like an expression of opin-
lon from the Governors here as to the desirability of a
uniform form of report as to reserve requirements made
by the Federal reserve banks?

Governor Miller: Yes.

The Chairman: Has any Governor an opinion to express
88 to the desirability of a uniform form for such reports?
Governor Treman, what are you doing in the New York Bank,
may I ask, in that respect?

Governor Treman: I really cannot tell you, Mr.
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Hendricks might know,

Mr. Hendricks: We have prepared a simple request
which goes out with the monthly statement asking them to
advise us as to what their average daily required reserve
to be held with the PFederal reserve bank was for the past
month, They do 2ll the figuring. They just certify that
the balence is $25,000, for irs tance, the average daily
bslance for the preceding month.

The Chairman: That is about what we do, is it not,
Mr. Bullen?

Mr. Bullen: Yeg siri We had not decided on any
particular time to send it out.

Mr. Hendricks: Our 4dca Wwes that they had the
responsibility of the report upon them, and we did not ask
them to d¢ any more work than was necessary.

Governor Wold: I would lil® to ask an ggpression
from each Governor es to what they are asklng for, and
if it is a weé& lv or monthly report, and if they are not
esking for it, what they propose to do. We have not as
yet commenced to ask for reserves. We contemplate doing
it.

The Chairman: Following out Governor Wold's sug-

gestion I will ask each Governor to state if they are

agsking for reports at the present time, and, if so, whether
the reports are daily, weekly or monthly, and what the
general form of such report is. Governor Fancher?

Governor Fancher: Since the 1bth of Jﬁne we haw
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had our banks furnish us with a weekly report. The
report i1s required of net deposits for the week preceding.
They mail it to us Monday or Tuesday. We get it the fore-

part of the week. We have them listed each day of the

week, the demand deposits, #nd five fifteenths if it is a

reserve city bank, and Tive twelfths for a country bank,
and total them, We are getting reports from all but 25
of our banks. The 25 have not been deoing it regularly,
and three or four of them have positi vely refused to make
the reports, saying that they are furnishing too many re-
ports, end that their books are not kept in such shape and
that it involves a great deal of work. They do not haw
their deposits in any form, and we thought that in asking
e bank to render a statement of its average reserve for
the month, many of the banks did not carry their books
s¢ that they can do it. It is more simple tc furnish a
statement and let us figure ther equired reserve., We are
not finding that so much of a job to jeep those reports up
and figure the reserves and refer to ithe reserves in the
reserve ledger and see how they check up. I think we
are going to find that form satisfactory to us, and it has
scemed to me about the simplest requirement we could make
of the banks and still get the information upon which we
can figure the reserves.

Governor Wold: As I previously stated, we have not
as yet made & reguest except from those banks we had reason

to believe vwere depleting their reserves, and we have asked
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for reports upon the regular form that the Comptroller
uses but we never contemplated asking them and have not
yet decided whether it was best to ask for them weekly,
deily or monthly. I am inclined to believe that this
report of Cleveland is a very good one. I rather like it,

Governor MeCord: We send out, as New York doss, 2
blank, when we send a monthly statement-——-

The Cheirmen: That is in operation now?

Governor lMcCord: . Yes sir; for some time, and has
proved very satisfaestory, We first started out with ha¥%-
ing a clearirg house statement similar to the usual clear-
ing house statement sent in every fifteen days, but that
required a good deal of celculation on our part and did
not amount to s¢ much. There was very little change in
it So we went to the monthly system, it requiring de-
mand deposits and time deposits, and we checked the figures.

Governor McDougal: I am going to ask Mr. McKay to
answer that question for me, Mr. Chairman,

Mr, McKay: We have not been asking for any reports
of reserves so far, but our ides was that when we did ask
for them we would only ask the banks whose reserves we

- thought were being depleted, except that we might get pos-
sibly a weekly report from the banks in the reserve cities,
the larger banks that would have the reserves figured any-
way and would not have to do any extra work to get it up.

The Chairman: Mr. Hendircks has reported for the

Federal Reserve Bank of New York. Governor Rhoads?
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Governor Rhoads: We send out at the close of July

with the monthly statement a request to every member

bank that they certify to us the average amount of reserves

required to be maintained with the Federal réserve bank of
Philadelphia for the fifteen days and get responses very
promptly from banks with one or two or three exceptions.
We propose to do that every month hereafter,

The Chairman: Mr. Bullen, how far have we got?

Mr. Bullen: We havwe not made any requests of the
member banks for such information up to this time, but we
have a blank that we have all ready to send out, and
we will probsbly send it out to the cduntry banks once a
month, and wé may get the ihformation from the large city
banks optionally as oce sion warrant8.

Mr, Hoxon: We have a simple form that we sent out
on the 15th of July to be filled out at the close of busi-
ness every Saturday. It merely shows8 the amount required
to be kept in bank by the member bank, and, in another
column, the amount actually in the bank on that date, ac-
cording to their books. The bank casghier certifies that
that 1s true, énd we get those in once a week, There
are about eighteen out of 470 members that hevw not yet
replied. I have been going after them pretty steadily
and propose to get replies from all of them. There are
about eighteen that have not sent us in any reply for any
week since July 15. The rest of them responded, most
of them, with absolute regularity, with but a few missing

a weekhereszand there,
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Governcr Seay: For several months, lir, Chairman , we
have been receiving weekly reports from our member banks.
Tie statement giving the time deposits snd the demand de-
posits and the amount of the balance in our bank 1s shown
by their bools . We do all the g¢omputing.

Governor Kains: We send out the forms for weekly
statements end get them in regularly as of Friday of every
veek, on an average; but the banks thet want to furnish
us with the figures for every day have a place there to do
so. They all, with few exceptions, respond.

The Chairmen: Governor Miller, do you want any ac-
tion on this question,

Governor Miller: No.

The Chairman: Governor Hardi ng, have you any Sug-
gestions to make?

Governor Harding: I believe not,

Mr, Delano: I wanted to ask Mpr., Miller vhether he
shows total deposits and whether he makes any distinction
between demand and time deposits?

Governor Miller: If you will look on the formula,
.you will see that it 1s supposed to be worked out accord-

ing to the Comptroller's formula. They put down the

actual amount on which the reserve shall be counted, and

we tabulate the reserves,
Mpr. Delano: Are you getting it filled out correctly?
Governor Niller: Some of them fill it out forrectly

and others cannot do so, And that is what I would think
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you would go up against by asking a member bamk to calcu-
late its own reserve and send you the sum,

Mr. Delano: You used a form very similar to €Cleve-
land's for & time; I think two months, did you not?

Governor Miller: No, we never used this, but we used
your form 43 for a long time,

Mpr. Delano: I thought it wes very similar to that.

Governor Miller: Yes. For a long time I think t hat
weas Mr. Harding's form we sent out, for almost two years ;
bat on July 15 we changed that form to this. Of course
some of them kick about taking any form, and if it were
the purpose to be anything like accurate, I am sure that
our member banks could not, half of them, make it out
accurately, if they wanted to.

The Chailrman: They have to figure their own reserves?

Governor Miller: We figure that for them if they

furnish us the deposits, We figure tle reserve,

The Chairmen: But I mean, in the ordinary course of

business?

Governor Miller: Oh, yes; they do not do that.

Governor Pancher: Some of them de not know how.

The Chairmen: How do you do in your district, Gove
ernor MeCord?

Governor MecCord: We send out a form when we send
the monthly statement, and we find it works wery well,
because when they acknowlsdge the monthly statement they

send in the reserve calculation,
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The Chairman: They make the reserve calculation?

Governoer MeCord: They send in the amount of their
demand deposits and the average amount of time deposits
and make their calculations, which we check.

Governor Herding: You haw the data to check by?

Governoy licCord: We have the data to check by and
we check it by that,

The Chairman: Do you not find that would work fairly
accurately?

Governor McCord: Fairly so, but there is a campaign
of education, sir, which we started. Half of them were
wrong, nearly, but we very diplomatically went badt and got
it up and straightened it out so that it works all right.

Mr. Chairman, I think it woeuld be a good idea to have
the centers furnish a weddy statement because they furnish
it to their clearing house, and we would take such reserve
cities or large cities and have the weekly statement, which
is a very asdvantageous one, As Tor the others, I think
once & month is often enough.

Mpr. Hendricks: You only need the Tigures once &

month?

Governor McCord: Yes.

The Cheairman: Do you want any action on this, Mr.

Miller?

Governor Miller: Neo sir.




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

(n) Penalties for encroachment on
reserves.,

The Chairman: <You were also responskble for (h),
Penalties for encroachment on reserves.
Governor Miller: Of course, that brings up a wery

serious question about how and when we are going to assess

those penalties. We were under the impression that the

Federal Reserve Beard's circular contemplated that the
penalties would begin, but up to this time we have assesse27
penalties,
(Informal discussion followed which the steno-

grapher was directed nat to report.)

Governor Miller: The question is we haw got all the
banks in our district thinking we were keeping a pretty
good tab on them, and they are keeping their reserves
up; but if we do not commence to tax somebody just as an
example, we will lose our ground.

Governor McCord: Our experience was that we had more
breaches of the agreement with regard to reserves during
the voluntary system of clearings than we haw had since.
Those who are sending us their figures keep the reserves
intact. The only ones we have trouble with now are
those who are not sending us the items, sending them thrugh
some city and covering with exchanges on those cities.

Governor Miller: The only reason I suggested this

topic was to save my own face in suggesting to them that we

were going to charge them up with a penalty,
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The Chairman: Of course, it has been a very
perplexing and embarrassing matter, but I think we have
got to squarely face the fact that the time is coming when

we have got to enforce these penalties and see that reserves

are maintained. The question arises as to when we shall

do this, when the check collection system has in our judg-
meht gotten to be so highly developed, and these¢ statements
of reserves coming in regularly---

Governor McDougal: I do not believe we could make
any inflexible rulein that direction now or in the future.
I think that is a matter for éach bank to determine in
connection with each case, and I think that Governor Miller,
if he has a case where hse ought to apply the penalty, should
do it at this time.

The Chairman: Will you make a motion embodying that
idea, Governor McDougal?

Governor McDougal: I move that we do not umiertake
at present to formulate any inflexible rule with regard
to when reserve penalties shall begin to apply, but that
each bank shall use its own discretion, and, considering
the cases as they arise, feel at full liberty to apply the
penalty if they think it should be done.

Governar Miller: That would leave the matter up in

the air, because it would leave it entirely discretionary,

and 1t would not be applying the same rule to all.member
banks . Unless we go through as a mathematical proposition

and attach this penalty, we are liable to get ourselves




in very bad repute,

Governor Seay: Further than that, if we allow a
motion of that kind to go on record we array ourselves
against the law, It is not within our discretion, wholly,
at least, as to whether we shall apply this penalty or not.
The law is specific on that, possibly more specific than
it is uponmny other points; and if the rule is once fixed
by the Federal Resdrve Board it is the duty of the Federal
reserve banls to enforce the law, I believe it would be
safer for us not to go on record as leaving anything within
the discretion of the Federal Reserve Banks, but if we are
going to use it, why, use it, and say nothing about it.

It is one of the most important subjects with which we

have to deal, and I take it that we shall have to follow

the law; and, what is nobe, it may be very doubtful about

the legality of the policy of fixing en average balance
for the month as the proper basis. The law doe 8 nol say
so. Whenever a bank uses its reserve, it uses 1t subject
to the penalties; and while all of those things must be en-
forced in the light of reason, still I have very grave
doubts whether the average balance per month is correct,
when perhaps several times during that month a'bank might
utilize 1ts whole reserve, as it did in the case of Gaernor
Miller. It is not authorized to 4o so by law.

Governar Vold: The peragraph applying to that reads
as follows:

"The reserve carried by a member bank with a Federal
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reserve bank may, under the regulations and subject to such
P enalties as may e prescribed by the Federal reserve
Board, be checked against and withdrawn by such member
bank for the purpose of meeting existing liabilities,"

Then it provides further:
"That no bank shall at any time make new loans or

shall pay any dividends unless and until the total reserve

required by lew is fully restored."

That is the paragraph under which & penalty may be
assessed, as I understand it. It depends upon rules or
regulations which may be promulgated by the Federal Re-~
serve Board.

Governor Seay: Not the rul s and regulations, but
the penalties may be fixed by the Board; and then the
bank i1s automatically subject to it under the Act,

Mr. Delano: The Board has already approved the
suggestions made by the Governors,

Governor Seay: Yes sir. Now it is a cuestion
a8 to whether the bank is subject to it and under what
conditions it is subject to it,

Governor Harding: Would it be your idea to have a

fixed penalty or & fluctuating penalty baSed upon the

1
discount rate?

Gor ernor Seay: I think most of the banks have taken
their rates for mercantile paper and haw added to that,
Mr. Delano: Some are two per cent higher than the

highest rate,
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Governor Seay: Not less than six per cent. There
are a great many banks that would be delighted tc use their
reserve if they could use it at the dise@ unt rate,

¢Governor Miller: There are several banks thet have
issued their regulations, and hardly any two of them are
exactly the same,. One is two per cent higher than the
maximum rate. That was bccording to our ¢ircular, and
others have two per cent plus the ten day rate, and it
figures out all kinds of percentages,

Governor Seay: Was it in all cases less than six
per cent, Governor Miller®?

Governor Miller: No. One or twe banks have received

no circular on it, as far as I know,

Governor Seay: Put I unmderstood the ruling of the

Board to fix a minimum of penalty that is not less than
six per cent.

Governor Miller: But, Governor Seay, the Bmrd has
never fixed a penalty at all except that they have 1i-ten-
tatively approved what was discussed at the transit meeting
in Chicago. When ve got ready to make our debit entries
we discovered just what Governor Wold has read, that the
Board must fix the penalty, and we hesitated about making
any charge because the Board had never come out and stated
or promulgated the penalty.

The Chairmean: Is not the simplest solution of thg
matter to leave it =28 it is, and the Federal Reserve Board

will exercise its authority when they are satisgsfied that
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the conditions of the ¢learing operation have reached a
polnt where it can be done as a practical matter?
Governor Miller: That would suit me exactly.

Governor Harding: There is a general opinion that

0
the Board <ought}take this matter up and issue a circular

regarding it?

Governor Miller: Exactly; and send it to every meme
ber. of the Conference.

Governor Seay: At the last conference the Board
gave the Governors to understand that they would consider
and allow some flexibility in the penalties in the various
rates, end would permit the banks to suzgest to them what
they thought was = reasonable penalty. For our bank, our
Board of directors have formally acted upon the matter
and have submitted their action to the Pederal Reserve
Board, and they have fi:ed the penalty to be enfarced by
our bank,

Mr, Delano: That is true as to more than half of
the banks, They submitted to the Board a penalty and
asked us to spprowve it and it was done, Kansas City is
not one of the banks that submitted a Specific penalty,
but more than half of the banks have, T have felt that
We haed not worked out the clearance problem far‘enough,
nor have we worked out a daily or weekly or monthly state-
ment of reserves actually held sufficiently well to Warrant»
us in promulgating anything generally, For six months

we have been Sugge sting that progress ought to be made on
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reserve ststements to be made by members, and you have
heard just now the disparity in the style of reports.

Some of them trust to tihe banks themselves to maintain t he
reserves; others chlculate it from the figures sent in.

I do not think that we ought to be hesitating in this
thing. Some banks may be a little farther along end

mare ready to impose penalties than others. We think

it is an essential pert of the clearing problem, and we are

ready to act on it just as soon a8 you are ready to have

us. act on-it. We would rather be patient with you if
you are making headway,

Governer Miller: Then you are of the opinion that
it would be well for the Beard to establs h some uniform
form or manner in which the member banks should report to
the Federal reserve banks, as in my topic just before this

one, and then, that being perfected, the Boardwill announce
at some future time when the date is that the penalties
shall begin?

Mr. Delano: Yes sir,

Governor Harding: I presume the minutes of this
meeting will be sent to all the Board, so we will have
something of record?

Mr., Delano: I think it would be a good thing for
a committee of the Governors to be appointed who will
take hold of this subject and discuss it with us, because
there are two angles to it. First, the report of
the member banks as to what their reserves are; second,

as to how the rate 8 ahall be established. Therefore it
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is necessary that the rate should be the same in New
York as it is in San Francisco; but that can be ad justed,
as was suggested, I understand, by the Governors' confer-
ence some time ago, that it should be twe per cent
higher than perhaps the highest ninety day rate,
not see whythat is not a good way of fizing-dt,

Governor Seay: I consider that we are fully prepared
in our district, since we have been receiving weekly re-
ports for several months, to begin the enforcement of the
penalty, and we shall commence to do it from the first

of the month. There were so many accounting intricacies

at the beginning of the month, and So many errors, both

on our part and on the part of the member banks, that

we heretofore found difficulty in proving whether the
violation was due to the bank or due to us. But we think
from the first of the month we are nw prepared to enfroce
the penalty. I do not see how we can conduct the collec-
tion system unless we are prepared to enforce it.

The Chairmen: Might I suggest that the Federal
Reserve Board address an inquiry to the different Federal
reserve banks as to what they would consider a reasonable
penalty, and when Fhey feel it can be put in force?
Undoubtedly there should be a committee to meet the I'eder-
al Reserve Bm rd and have the matter settled.

Governor Miller: I move that the Chair appoint a
committee to cooperate with the Federal Reserve Board

on the question~-- a committee of three,
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The Chairman: Is there not a motion before the
house?

Governor MecDougal: In view of the fact that by the
withdrawl of that motion it will leave us in e xactly the
same position as if the motion were carried, I am perfectly
willing to withdraw it.

The Chairman: The motion is withdrawn,

Governor Miller! I move that a conmmittee of three

be appointed by the Chair to cooperate and confer with

the Federal Reserve Board on uniform repOrﬁs of member

banks, and the announcement of the Board to the memker
banks that the penalty will begin at a certain date.

The Chairman:  Might I simplify that resolution to
the effect that a committee of three be appointed to confer
with the Federal Reserve Board in the matter of enfofce-
ment of penalties for encroachment of reserves?

Governor Miller:  And uniformity of reports on re-
serves. That is a very important part of it.

Governor McDougeal: And the fixing of a penalty,

I would suggest there, Mr. Chairman, because I think we
can easily see ahead of us the possibility of cases
arising wherein the present penalty would not hold them,

The Chairman: The fixing and enfarcement of penal-
ties for encroachment on reserve-—-—-

Governor Harding: The Comptroller of the Currency
showed me the other day & circular he had sent out to all

netional bank examiners, and in order not to put bslances
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with Federal Reserve banks at a disadvantage as compared
with balances of reserve agents he has instructed national
bank examiners in computing the reserves of member banks
as they examine them to accept at their face value, accord-
ing to the statement shown by the bank books ,the balances
that the bank claims to have with the Federal reserve bank,
verifying thet just as he would the baiance of the approved
reserve agent; at the same time advising each memke r bank
that while the Comptroller's offic e actepts the bank's
books as to what iis reserve with the Federeal réserve bank
is, as far as the Federal reserve bank is concerned, those

balances are computed according to the books of the

Federal reserve bank, end if there is any actual deficiency

they will hear from the FPederal reserve bank and the pen-
alty will be enforced.

The Chairman: The actual deficiency from whose poirt
of view?

Governor Harding: From your point of view. He
mekes it very clear thatiihe examiner will carry out his
instructions there will be no confusion,

Governor Wold: I will raise no question so long
as their omn books show the reserve.

Mr. Delano: He is not to do that unless you are
going to give the advantage to the banks that are now
holding the reserve,

Governor Wold: But they will not have that advantage

if we take that view-=-=
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Mr. Delano: Yes, I know; but they still haw option-
al reserves until November, 1917 that they can hold with
other banks., We might change that rule a year and three
months hence,

The Chairman: In the interest of progress, let me
state that there is a motion before the house, Is the
motion seconded?

Governor Treman: I second 1t,

(The motion was duly carried.)

(0) Method of dealing with member banks
that deduct exchange.

The Chairman: Governor Miller, you are responsible
for (0), Method of dealing with member banks that deduct
exchange.

Governor Miller: We have one member in our district,
the First National Bank of York, Nebraska, that has

charged us exchange on everythirg we have sent them since

Defember, 1914, and he has got a bill against us of {658

now, just as regularly as the reconcilement blanks are
sent. If we send him ten items of 310 each he charges us
10 cents on each one of the items.

Governor Wold: Does he do that now?

Governor Miller: Yes. The cuestion that came to
me is that we have taken the matter up with him in every
diplomatic way, I fed him for a week down at Kansas City,
and I thought sure we had him. The next month we discover-

ed that item again, and we have written to tl Comptroller
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about it. We took it up through the chief examiner and
he made a special examination of tHe bank, which is one
of the best banks in Nebraska; and we have taken it up with
our board, and we do not seem to be making very much pro-
gress, That will spread very rapidly in Nebraska. That

1s bad seed to sow, and we ought to have some way: of get-

ting the Comptroller to write that man a letter saying

something like this, that that item appearing in the next
published statement as an asset will be regarded as a
misrepresentation of his conditioh—-«

Governor Harding: I talked with thke Comptroller
about that very case,

Gor ernor Miller: What did he say?

Gov ernor Harding: He did not commit himself, but
indicated that he hed a formal letter from you setting
forth all the facts, that he would notify this bank that
the last statement showed a certain amount due from the
Bank of Kansag City and the Federal Reserve Bank of.Kansas

~city advised him from time to time that that amount is
not due, and that he must not show such a misrepresenta~
tion on his next statement.

Governor Miller: That is the thing to do.

Governor Harding: He is not going to do it unless
you send him a clear cut indictment stating all the facts.

Governor Miller: We would have taken that matter
up formally with the Comptroller, but we thought we had
passed it through.

Governor Harding: I suggost that you take it up with
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him in that way right away.

Governor Delano: On July 12 I wrote to you and you
answered some questions that I asked you on July 18. Then
I prepared a letter to you along the lines whieh Mr.
Harding has suggested. In order to be sure that I had
the law department with me I sent it in to tHe law de-
partment. I found my letter hed névér bedn sent, that

the law department tock it off on a vacation and he has

got it there, I telegraphed to find what had become of

it and received word thgt he hoped I would hold the mat-
ter up until he got back, which will be the first of
the month, because he had some suggestions to make. So
you will hear from it pretty soon.

Governor Miller: It is in the grinding?

Mr. Delano: Yes,

The Chairman: Does that satisfy you, Governor Mil-

Governor Miller: Yes sir.
Mr. Delano: There is a similar case in Wyoming.
(Informal discussion followed which the steno-
grapher was directed nd to report.)
The Chairman: Iet us pass to the next question.

(P) Immediate availability of drafts of
Federal Reserve banks.

The next question hes been put on the program by
Mr. Delano and by various governors of the banks. Mr.

Delano sent a letter to all the Federal Reserve Banks
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hearing on this matter. The matter has been under disc¢us-
sion, and if agreeable to Mr. Dé&lano I will ask him to
bring the matter before the gonference,

Mr. Delano: I confess that I am a good deal inter-
ested in this matter; and one reason thet I am interested
in it is that it seems to me an answer to a statement
that is very freguently mede that the banks that are get-
ting the greatest benefit out of the I'ederal Reserve System
are the state banks located in the cities where the Feder~
al reserve bank is situated, where as the little country
bgnk sees very little profit in the system.

It seemed to me thet here was something that we could
offer the country banks, a service that ve could offer

them, Although that is my general view of the subject

I do not want you to think that I have not an open mind

on the subject. I have been trying to get the opinions

of men who are cpposed as well as those who are in favor
of the thing. I am anxious to have all the facts before
us in order to arrive at a fair conclusion.

Among the men to whom I wrote on this subject was Mr.
Porgan, president of the First National Bank, or formerly
presadent, and nav chairman end member of the Advisory
Council. I am going to read, if I may, the answer that
hé wrote me, elthough it is oppesed to this thing. It
not only states the conditions, but it is to a great extent
an argument in favar of the service.

He says:
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"The furnishing of bank drafts for both domestic
and forelgn exchange purposes has always formed a branch
of the legitimate business of banking on which banks have
earned a fair profit. Quite a considerable proportion of
this profit is derived from vhat hes come to be termed t he
'float', meaning thereby the profit on the funds in the

hands of the banks represented by the enormous number of

their drafts always outstanding, vhich is earned between

the dates of their issue and the dates of their payment.
The longer bank drafts are kept afloat the more profitable
are they to the banks that issue them. For example if
a bank sells a draft on New York to a customer who remlts
it to San Francisco to ¢ payee who can use it there as
cash it is more profitable to the drawing bank to issue
it on New York than it would be to issue it on San Fran-
cisco, even if it had available funds in both places.
The draft on New York would be outstanding for over five
days longer than the draft on San Francisco before it
could be charged to the account of the drawing bank."

In the séatement I sent to you gentlemen I think I
guoted the figures which showed that about 99 per cent
of the National Banks in the country had New York City
accounts, and about 65 to 70 per cent of the State benks
would have New York City accounts.

"This, however, presupposes that the funds against
which the drawing bank makes its drafts areearning interest.

Therein lies the impracticable part of the proposed use of
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drafts on Federal reserve banks for domestic exchange
purpas es. The funds on deposit in them earn no interest;
Mowever advantageous the 'float' might be to the Federal
reserve banks or to the public there would be absolutely
no profit in the issue of them to the banks snd they would
lose their present légitimete profit on that branch of the
business.”

In other words, as I understand Mr. Forgan's argu-.

ment, even if we gave this privilege, the advantage is so

much greater to continue doing business in the way it now
is that the banks would practically not make use of the
new method. If that is an argument, then I do not Ssee
what the objection can e to giving this as an alternative
privilege, because there are a good many banks asking for
this privilege.

"aAlready the Federal Reserve System has eliminated
the legitimate charges heretofore made by its member banks
for issuing their drafts in remitting to the Federal re-~
serve banks for checks drewn upon themselves and payable
at their counters only, The proposition that they shall
also supply their customers with drafts on the Federal
r«serve banks for purposes of domestic exchange, which
involves thelr maintaining large non-interest bearing
balances to their credit at the Federel reserve banks in
excess of thelr reserve requirements, would seem to be
rather 'rubbing it in', especially as the Federal reserve

banks belong tc the member banks, being established and
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maintained with their money."

Governcr Harding: There is no objection to their
charging 2 premium, though, is there?

Mr. Deleno: r., Harding and I have no objection
whatever to the member banks charging a fee. I think that
is a highly proper form of revenue.

Governor Seay: And the law permits it too,

Mr. Deleno: (Continuing) " It would Seem therefore
very unfair that the Federal reserve banks should undertake
to prevent their member banks frome arning reasonable
profits for their legitimate and actual services to their
customers,"

The answer to that Mr. Harding has made. We de not
want to prevent their earning, but they would earn it in
a different way, They would earn it by charging their
customer something insteed of ecarning it in float,

Governor Wold: Unless they could sell to their cus-
tomers something that is better than the customers® own
draft, drawn on the banks, they have got nothing to charge
on.

Mr. Delano: (Continuing readng): "Banks in Great

Britain will supply anyoene with a draft on London without

charge for practically any amount which is to be used by

the purchaser in paying a foreign debt. They can affaord
to do this because the draft is drawn against an interest
bearing balance which affords the drawing bank the inter-

est on the amount of the draft for the period it is out-
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standing. Similarly any bank in Chicago would be glad

to sell its draft on New York without charge if the draft
in the first instance is to be remitted west amd will
Similarly earn a legitimate profit on the transaction.

But what profit would a member bank have in issuing its
draft on the Federal Reserve Bank if it had to keep a non-
interest bearing balance on deposit always sufficient to
cover all the drafts itédrawsq®

In other words, that is repeating the argument that
we made before, that they would not have any interest in
keeping that excess deposit in the Federal Reserve Bank;
they would rather keep it in New York or Chicago or some-
where else, and draw against that, If that is true, then
the Federal Reserve Banks are not going to be called upon
to do much of this business.

Governor Miller: Could nat the drawing bank figure
on the average float itself and keep just that much less
in the Federal reserve bank? He would get the benefit of
the float that way.

Mr. Delano: IH the sugge stions we made we suge sted
that there should be a dally notification by the Federal
reserve bank,

"It would make no difference to the drawing bank whe -
ther the drafis were presented the day they are drawn or
months thereafter. The result of course would be that
the Federal reserve banks would ultimately have on deposit
all the time all the fun@s represented by all the outsta nd-

ing drafts drawn by all their member banks; or in other
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words, the Federal reserve banks would reap all the bene-
fit of the 'float’, In the aggregate this would become
an encrmous fund, a large part of which could be reckoned
on as a steady deposit and could be used just as other de-
posits are used. This would be greatly to the benefit
of the Federal reserve banks, but it would be at the ex-
pense of the profits now earned by the member banks.

"We in the First National Bank see to it that our
daily remittances of checks get to our credit in New York
with the least possible delay. On the other hand, even
those of our drafts which are sent direct to New York
having to pass through the individual hands of the payees
who deposit them in their own banks, average at least on e
day's delay longer than our remittances te cover them.
Then, of course, meny of our drafts are remitted to dif-
ferent parts of the country before they are finally sent
to New York and we gain several days on them. A careful
estimate mede from the monthly reconcilements of our New
York acoounts shows that between August 1, 1915, to July 1,
1916, our average float of New York drafts amounted to
$8 033 ;6%75., On this amount we of course earned two per
cent or a little over {60,000, Bank profits on out-
standing drafts drawn for exchange purposes, commonly
known as the 'float' are earned from the interest paid on

the balances against which they are drawn,"

My point is simply this: A bank like Mr. Forgen's

will always prefer to keep its accounts against which drafts

are drawn in New York, and there is no objection to. that;
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but there are a gond many little banks in the country who

say that it is gcing to be more difficult for them to keep

cutside accounts, outside of Federal Reserve Banks, and
we have had more than one complaint. I think of one from
Union City, Tennesse, in the St., Louis District, where they
sent us a letter from the Hanover Bank from a man who had
formerly kept an account with the Hanover. He had de-
cided, as he had to keep his reserves with the St. Louis
bank, that he would discontinue his Hanover Benk aceount.
The next time he tried to send a draft against the
Federal reserw Pank of St. Louis, naturally they gave
him deferred credit. Deferred credit would be all right
if they treated New York the same way, and they would all
be in the same boat; but so long as the draft on New York
is given immediate credit, besides this advantage of in-
terest, I do not see where you are dolng anything for your
members as a service unless you give them equal treatment.

Governor Miller: Are your suggestions with reference
to the New York account only, or each of the other eleven
banks?

Mr. Delano: I only mentioned New York because that
is the most prominent one.

Governor Miller:  You would not confine it to New
York?

Mr. Delano: Oh, not at all.

Governor Harding: The theory of it is this: It is

only on checks of any considerable size that this proposi-
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tion would apply. Just assume a case of a bank down
in Steetwater, Texas, having no account anywhere except
with the Federal Reserve Bank of Dallas, having closed all
its other accounts; it is a small bank and has no exchange
anywhere else, A customer comes in and wants to buy
$2600 on New York. What is the man going to do?  The
Sweetwater Bank cen say, "We have no account there. You

B "Can you use Dal-

had better ship the money by express.
lag?" "No, we cannot, You have got to use New York. "
"Must we ship the money by express, or would it not be
permissible for the Sweetwater Bank to draw against its
reserve account, the necessary reserve accourt , if you please,
in Dallas, stamp on thet check, "collectible, if desired,

through the Federal reserve bank in New York", give it to

the customer, charge him a premium for it, just enough to

Justify his excess reserve and tell the customer,

"This 1s the same as New York exchange." Then he will
send a notification by mail that night to the Federal
Reserve Bank of Dallas giving them an abstract of tke trans-
action. Say, after this check is stamped "collectible

at New York without deduction; please charge our account
with the amount of this check and please send a night mes-
sage at our expense to New York authorizing them upon pre-~
sentation to purchase this check for ¥boir account for the
Yederal Reserve Bank of Dallas." The Federal Reserve

Bank of Dallas is carrying an account for exchange pur-

poses or arranging through the gold settlement fund.
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Governor McDougel: It seems to me if that plan were
followed a better procedure perhapns would be to have the
bank drawing that check, when it did advise the Federal
reserve bank in the district, to simultaneously advise
New York in the same way so that the mail advice would
reach there-——-

Governor Harding: There 1s no objection to that;
but I should think the New York men would want something
better than the mere advice of the drawing bank., They
would want some authority from the Federal Reserve Bank of
Dallas to act as its agent in taking this check, and the
last endorser in New York would want some protection;
beceause when 2 check is drawn payeble on a bank in New York,
the last endorser of the check, &s soon as it passes through
the clearing house, is relessed.from all 1iabillity.

Governor McDougal: There would be liability on the
part of somebody until the check reached its destination,

Governor Harding: No. A fter New York has handled
the propasition, even if the drawing bank should say so
while that check was in transit back to Dallas, it would

not affect the proposition, Our counsel has advised us

on=thats

Governor McDougal: Suppose thet check were a forgery.
It seems to me they would have to pass on the signatures
under certain circumstances like that,

Governor Harding: I understand this is applied to
checks that are large enough end. vhere the exchange war-

rants the sending of a telegram. The code might be worked
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on it, the number of the check given cnd the date and
the men in whose favor it is drswn, and the payee and all
of that.

Governor Seay: M McDougel 1s supposing that the
New York bank would have to know the signature. Haw
eabout the case of a bank out west that receives a check
on New York end gives credit on it. It does not have to
know any signature, It gives credit on the face of the
bank t rew it If vou will 2pply that illustration
to a check used in New York--- & chack drawn on New York
is more advantageous to another New York Bank than anythlng
else you can give it, but this exchange is to be used
broadcast all over the country.

I am quite confident that if a distinguishing form
of check were used, known o8 Federal reserve exchange,
eny bank drawing that check would have to draw it against
en excess balance, and it would esdvise 1ts own TFederal
reserve bank of having drawn it, end it would agree with
the Federal reserve benk in eadvance thaet it would charge
it up to its account upon receiving advices. If that
form of check were used it would be known all over the
country by whomsoever received that that check was drawn
sgeinst on excess balance on the Federal reserve bank and

it had besn charged to the ece® unt of the drewer,

Governor Harding: Our counsel points out that in

taking up this check it is not paying the- checksy 6 a8
simply cashing it. It has got to satisfy itself as to
the party to whom peid.
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Governor Weold:  The responcibility of an encorser?

Governer Harding: Yes.

Governor Seay: If Minneepollis receives a check on
New York City crawn by another western bank it does not
know anything about the signature; it does not haw to
know it. It usually passes it to the credit o the bank
that sends it end does not pay until it gets tec New York.

dMr. -McKay: That check is8 not paid in Minneapoclis.
The other one is payable in New York,

Governor Seay: It would be current in New York at
par, It vould be paid to the Grld Settlement Fund. It
seems to me that thet is one of the essential things for
carrying into effect the spirit of the Federal Reserve
5 o e Will heve to be frenk in the matter. It is go-
ing to operate more agalnst New York than agzinst any other
¢ity in the country, but it is going to be the chief means
of building up end keeping within the district the bank
funds of the district, end more surely than anything els e
in the Pederal Reserve Act it will make the financial dis-
tricts of the country independent,

Governor Told: ¥ould not any Federal reserve bank
of any district find it convenient just to carry the bal-
ances with the New York bank just for exchange purposes?

Governor Seay: I do not think that would be neces-~

sary because there would be two things for the same pur-

pose. There 1s the gold settlement fund---
¥r. Delano: Yes; you have the gold settlement fund.

Governor Seay: The gold cettlement fund is a step in
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edvance of anything that has ever been attempted in this
country or any other country.

Mr, Delano: Unless we use it we do nat get its full
utility-~- unless we put it to that sort of use,.

Gaernor Seay: We do not. I have the very highest
admiration for the conception which has established the
Gold Settlement Fund, and I believe it is a means by which
all of our Federal reserve banks can instantly obtain
credit for anything they have on another Federal reserve
bank. That can be instantly done. I do not knov any-
thing which would be more conducive to keeping the bank
funds of the Pifth District within the Fifth District; and
the same thing as to Boston and Minneapolis 2nd Chicago.

I do not see why the banks west that now keep balances in
New York would want to keep balances in New York, They
would keep them all in Chicego if the Federal reserve
exchange vwere as current es New York exchange.

Mr. Delano: I think Mr. Forgan's letter answers

that, If they could keep their balences in London they

would keep them there. The farther zway the better.

They get the interest on the float while it is afloat,
Governor Wold: It is to accommodate the smaller
banks. The bigger banks will not use this after November
1917 . It is absolutely necessary for us to protect the
small bank in some away and afford it a means of selling
exchange through a draft on the Federal reserve bank of

its district. I think it is done with safety, without
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The Chairmen: Governor Treman, I notice that
you are one of the propounders of this inquiry. How do
you feel, in New York, about it?

Governor Treman: I do not know that I am quite co m-
petont to represent New York, because I have been on the
job so short a time. I can giw you my own personal
fiews, but I would not want to commit enyone else to them.

It seems to me, in the first place, that 1t would
be very wise to postpone the inauguration of this for
perhaps the entire year, or until November, That would
be my first thought, because we are in the midst of a de=~
velopment of a new system. You are at the present time
coperating against a small bank. As & matter of fact,
there is a certain amount of float, a very large amount.

I suppose it is fair to say that the large banks, princi-
pally in New York and Cihicago eand in the reserve cities
have bought that float in the past. The small bank has
thought that the big bank bought it out of its own funds.
It strikes me that the small bank has been paying for

that float by having belances in different places. They
heve been getting two per cent, and In many cases it has
been counted as reserve, and they are losing the differ-
ence between the two per cent and the fiwve or six or seven
or eight per cent that they could haw loaned their money
Torslhs e leiown T dis tricts So it 1s not fair to say that

the small benk has not really been paying for that float.

Taking the instancé of the bank at Sweetwater drew-
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ing on Dalles, in the first place so much publicity has
been given to the Federal reserve bank that anyone who
knows enything about that draft knows that the draft is
protected by a balance kept by the Sweetwater bank in
Dallas, amd probably an excess balance kept there, so that

as far as belng good is mncerned, I think it will circulate

throughout the United States. You take the ordinary

commnercial house which 1s accepting drafts and checks all
the time, and theyturn them into their banks, But in a
great many small places those checks circulate as cur—~
rency and they pass one to the other; and so long as it
has been a New York draft there has been no guestion about
the circulation of that as currency. It seems to me
that in so far ag that is oncerned, a draft on a federal
reserve bank, any one of the twelve, 1s going to circulate
emong the commercial people freely, just the same as a
New York draft.

At the present time most of the banks, or the larger
proportion of the banks are still keeping acounts in New
York and Chicago on in the reservecities, just as they
have been, because they are feeling out the wnditions,
and it secems to me before we take any radical step or try
to take another step forward, we can go along slowly and
study the thing a little more. If you will look at it
in one way, it seems to me ihat it is for the transfer of
credit or moBSyfrom one point to another, and what should

be a proper charge% It does not meke any diffe rence. Ve
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have been having a lot of rules. Between manufacturer
and jobber there 1s a question of freight that elwcys comes
up. It has alweys got to be a matter to be adjusted.; As
between Manufacturer and jobber or the jobber and retailer
there is a question as to whether it is to be paid in
funds currert in the place where the buyer lives or
where the seller lives. It is a question of who pays
for the transfer of that, I do not think that you are
working any reelly great hardship except that you are

breaking up a custom which has been instituted and inavgu-

‘rated in the evolution of the United States Banking

system thet has been going on for several generations,

and to that extent you are arousing criticism end adverse

comment, because anything that inmterferes with the course
that has been pursued is subject to criticism and comment.
Especially with the small country bank vou must recog-
nize the caliber of most of the men who are running such
banks, the very small bank of 25 to 5C,thousand dollars
capital or less,

My thought is that if youe zperiment with this thing
during the coming year you will arrive perhaps at a very
wise conclusion 1f you take time to study it still
fa¥ther.

In New York there are things you want to consider.
This question of the Gold Settlement Fund, for instance.
I em very much @ ncerned at the present time with the
Federal Reserwe bank having 375,000,000 in gold. It

ought to have & good deal more than that, We ere not
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accumulating gold in any amount. Our credit balances
in New York with the clearing house in Mey, 1915, up to
and including July, amounted to 3292,000,000 at the
clearing house, and the debit balances are (20,000,000,
In other words, we hed a credit belance of 272,000,000,
We paid out everything in gold and we received silver and
legal tender.

There are great cuestions in regard to the flow of

gold =sd the effect of having gold in the country, on

all those intricate things, but if Wwe take a 1little more

time to study these cuestions and go a little more slowly
we will come out zhead. If you went to have d rafts on

New York paid at par, it seems to me that you could ar-
range some' wa¥ that there should be a discount for the time
in which the New York bank would collect that and discount
it. It is a perfectly fair charge for the use of the
money, when we come to snalyze it,‘and in every place where
there 18 a delay or a deferred credit it seems to me

that you have got to recognize that thet is e charge for
the collection. I do not know that I make my meaning
clear, but 1 do think that we should go very slow in
adopting this proposition. If you are going to handle

a draft. payabls in New York, for instance, of the Sweetwater
bank on Dallas, peyable in New York, it seems to me the
Sweetwater man should sdvise the Dallas Bank that he has
paid that draft, that the Dallas Bank can charge it up

against his account or put it in a deferred debit until
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it comes back to him, ¥hen the man in Sweetwater drcws
that he should notify the Dallas Bank and the Dallas BRank
should notify New York that there has been such a édraft
issued, and the New Yerk bank, in my judgment, should not
pay that until they get the receipt from Dallas, and if
the notice frnm.Dallas deoes net get there until the day
after the draft gets there the draft will be held until
they get the formal notice from the benk on which it is
drawn,

Governor Harding: I agree with you in thet, fully.

Governer Keins: It seéms to me that there ought tn
be & basis of settlement through the gold settlement fun &
and that all thet float should be in the gold settlement
fund,

Mr. Delano: We are ready to de that any time.

Governor Kaing: That vwould make a sound transactinon
of it and the benefit would be teo the gold settlement
fund.

Governor lcDougal: I do not believe mou could clear

that up entirely ---

Governor Keins: When the crafts are drawn, the

federal reserve bank on which it is drawn vould credit

the gold settlement fund end settle it into that fund.
Governor Treman: It seems to me there is some basis.
Governor Heins: Yes.
Governor Seay: Every Federal reserve agent can get

gold. If it were deposited by your member banks in the
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clearing house you could pay legel tender and you would
get gold for every doller of it. That would be one means
of the New York bank wovering gold into itself.

The Chairmen: Mr. Hendricks has given this matter
a great deal of study, I know, and I should like to hear
from him about it.

Mr. Hendricks: Mr. Aiken, the situation as I see

it is this. This whole subject secems to affect New

York more than any other Federal reserve bank. The New

York funds have been the one thing that has been current
2ll over the United States. It is safe to assume,

since vou are talking about dravwing and making immediately
available ,that when drawn on KanSas City it will be made
payable to New York in the majority éf cases,

Governor Seay: Oh, -0

Governor Wold: I do not think so at all,

Governor Seay: The only reason it goes to New York
is that it is drawn on New York; and if it is drawn on
the other Pederal reserve banks it may be sent anywhere
in the country, but may never get to New York in one case
out of ten.

Mr. Delano: Within the last two months I had & bill
to pay in Idaho and another one in Alberta, Canade. 1In
both ceses my bank gave me drafts on New York. I said,
"can you not do better then that?" He said, "New York
is at 2 premium. Thet is & proper thing." It is just

like Mr. Forgan's argument. The customer wants San Fran-
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cisco exchange. He gets New York exchange because it
will stay afloat longer.

Governor Harding: I do not suppose there is one out
of ten that is drawn on New York that goes to pay a bill
incurred in New York.

Mr. Delano: We are perfectly willing to have all
of our drafts payable in New York drawn on New York; and
if this is tobe a regional system we want to have the
central bank of the district perform the services of the
district.

Mr, Hendricks: In that case, of course, there are
interdistrict mattcrs to be considered. That money has
got to be trensferred---

Mr. Delano: Excuse the interruptions.

Mr. Hendricks: What I was getting et is this: Con-
ditions will arise in New York City, as soon as the exchang
rule is in effect, thet a check drawn on Dallas is immediate-

ly available in New York and it will be subject, in my

opinion,to an exchange charge. The simple reason is that

I do not belie ve for one minute that the New York City
banks are any less jealougs of their deposits than Chicago
or St. Louis or New Orleans, and the clearing house will
immediately, in my opinion, impose an exchange charge upon
every such check that cames into New York City.

Governor Harding: Even though it is immediately
available in New York?

Mr. Hendricks: = It does not make any difference, be-
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cause these checks cen be drawn enywhere in the United
States, and thesc New York accounts will disappear, and
they will never sit idly by---

ir, Delanc: I do neot think they will disappear for
the reason Mr, Hendricks has stated, that the bank that
can afford to keep a New York account and get two per
cent will certainly do it. I am only looking out for
the fellow that cannot alford the New York account.

Governor Seay: One very importsnt consideration,
Mr. Delano, is do the member banks want it? That would
enswer Mr. Forgan's argument, if they did. I am of the
opinion that the banks in our district want it overwhelm~
ingly. I am of the opinion thet they lock upon it as
I have tried to express myself here. I am convinced be-

yond any proof to the contrary that it would be overwhelm-

ingly to the finsncial advantage of our district, and I

think it would be the same thing with any other district
except New York.

Mr. Hendricks: I do not believeit would be to the
disadvantage of New Y k?

Governor Seay: I think 1t would, because I think
a very large volume would be keptin the banks in the
reserve cities of the country,

Mr, Hendricks: I am speaking of the New York Fed-
eral reserve bank. It is a little to our sdvantage;
there is no cuestion about that,

Governor Seay: It seems to me just as plasin as A,
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B, C, as far as the banks of the reserve cities of the
country are concerned, that they stand to gain immeasur-
ably bylt.
Governor McCord: Custom has made New York e xchange
float at par.
Governar Seay: The National Banking System has

made it---— not custom so much as the National Benking

System; the banks that carry that float from two to four

deys and credit it on their bocks and draw against it.

I can see no other way out of this proposition than to h ave
a deily gold settlement, absolutely, and any checks drawn
on a Federal reserwe bank reaching another Federal reserve
bank be immediately available.

Governar Fancher: I believe that the time is approach-
ing when we have got to ppoyige our small banks with some
means of handling their exchange drawn on the New York ac-
count. While I cannot say that a numberof our banks are
clamoring for it, yet it is being brought to our attention
that something must be done. It seems to me that some
plan should be devised - I do not think it is immediate-
1y before us, but when the reserves are transferred, that
request is going to be very insistent from a great many of
the small banks, and I believe thet we haw got to provide
the smell banks with that facility in some form. I think
that dily settlement in the Gold Fund is going to be one

of the conditions of putting it into operation. It might

not be that we will want to adjust balances arising out of
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transit matters every day, but I believe there are certaln
tfansactions that will take place between Federal reserve
banks that should be cleared up every day in the gold set-
tlement fund. I think it ié a question that is before

us and we have got to work o6n it and Wwork it out in some

mehher; I feel it should be confined to the small bank

I think the 15 per cent reserve banks, generally speaking,
are going to maintein balances ana are going to draw
drafts 28 they have been doing} but it is the small bank
with the small deposits and small reserves, that cannct
spread it around that hes got to have the facility in
some form. T think the matter can be worked out so that
when a men comes to the bank for a draft he will give
information as to where the peyment is to be made, and
as to0 where he wants the draft payable, It seems to

me that by daily settlement in the gold fund these tirans-
actions mey all be washed out very nicely,

Governor Rhoads: I think that we will probably come
to this. I 2m not sure that there is any pressure on our
district for this arrangement at the present time. ok
would only be in favor of it on the basis that Governa
Harding has indicated by which 1t can be charged up to
the member bank's aco unt and the bank at which it was
being cashed would be satisfied. My suggstion, subject
to further light, would be that the bank drawing the
draft should ndt only advise its own Pederal reserve bank

but should advise the Federal reserve bank where it 1is to
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be cashed, so the advice would prob:bly get there in time.

Governor Hoxon: In spite of the fact that the only
complaint mentioned was in our district--- I think 1t was
Union City, Tennessee that Mr. Delano mentioned, which is
the omly bank thet I have heard made a complaint about it--
it seems to me that the Federal reserve bank checks should
be made current without deduction anywhere in the United
States; that it is essential to the ultimate success of
the system, and we bellieve that under the plan outlined
by Mr. Herding it is entirely practicable and feasible.

There were some objections thet I had to it until I heard

Mr. Haerding expound his plan, I think it is entirely

practical, and I think we will come to it, provided we hawe
a daily settlement in the gold settlement fund. I do
not see the advantage to be gained in the bank drawing
such a draft advising the bank that is to pay the draft.
I think it is important that we should advise the bank
upon whom the draft is drawn; but it seems to me advising
the bank at which it 1s payable would be entailing a 1it -
tle extra work,

Mr., Delano: It would add very much to the labor.

Governor Hoxon: Yes; and I do ndt think it would e
of any value.

Governor McDougal: I suggested that purely for the
reason that the New York bank or whatever bank it might
be would then be advised as early, at least, as the draft

1tself can possibly be presented; wheress, if it came in
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a round about way there would be delay which would of
course be annoying.
The Chairman: I understand that this is not a mat-

ter that the members of the Board want brought to a defin-

ite vote at this time. ThHey wanted a general discussion

for mutual enlightenment. They deemed the matter to be
sufficiently urgent so that it was entitled to considera -
tion at the present time, with the idea---

Governor Harding: The main idea was to try ®© evolve

plan that wes fair and absolutely safe for the banks

might be called on to redeem these drafts.

The Chairman: My own feeling in the matter was
that on general principles I do not like to have an appli-
cation filed in New York or in Chicago, as the case may
be, of which I have no knowledge before its presentation
at the point of payment. That is a situation that would

arise a great many times in meny of the districts. For

instance, in the Chicage district, & bank in the eastern
part of the district might drew a check on New York and
the check be presented for payment in New York at the same
time that the advice reached Chicaga of the check heving
been drawn, &nd the Chicago bank having no way of confirm-
ing until after the payment was made. I do not under-
stand thet there was to be a specific peint of payment.
Suppose tle “€ checks under this plan would be payable at
any one of the 12 federal reserve banks at the option of
the helder of the check, I think it is very important

that there should be & specific limit on these checks. I
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should feel very loath to permit a bank to draw ad 1libitim
against our credits, in New York or in Chicago. I think
this is @ problem that hass got to be met,. I do not think
we can escape #t, but I should like to have some very
definite plan worked out by a cammittee acting with the
board, and reduced to writing, as to the mode of procedure
to be followed before I felt favorably disposed torard it
or before my presenf prejudiced can be over come.

Governor McDougal: I would like to ask one question
of Mr. Lelano, It comes about from the nsture of the cor-
regp cndence with our banks, our understanding being that
1t wes something that some of the Federal reserve banks
themselves would like to see done, znd, moreover, that
some members of the Federal r eserve Board would like to
See~-- a Federal reserve bank check given circulation
énd immediate credit at any of the 12 points. Ve gaw
a good deal of consideration to the question in Chicago,
and we reported to the Beard unfavorably, and we support-
ed our statement by an argument. I think, though, that
&8 Governor Harding presents the case, it is Simply & mat-

ter of taking care of the smaller banks =nd furnishing

them with a possible means of securing New York e xchange

and furnishing them with that means on a sound basis., It
presents the matter in an entirely different way., Ve
would be very much opposed to the granting generally of
free circulation to checks on Federal reserve banks; that
1s, by making them immediately available at any of the

twelve points; but if I have a corrrect understanding of
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what the Board now would be satisfied with, I should not
go into this argument at all as against the general plan.
Am I right about it, Mr. Delano?

Mr, Delano: Yes, you are entirely right. I think
I sent out two circular letters on this thing. One in
order 10 get your views——- ani I daid not hesitate to expmess
my own, but I have an open mind on the subject. I have
modified my views and have seen the necessity and desir-
abllity of throwing safeguards around it; for instance,
limiting the payment of the draft to the Federel reserve
bank on whom drawn; and one other hank, I think is a good
limitation. I think it would be too bad, though, to in -
culcate the idea that if you wanted to pay a bill in San
Francisco you would draw a Federal reserve draft on the
bank of the dis trict and stamp it payable in New York on
the theory that you wanted to comt inue that policy. That

is just what we are trying to get away from, It would be

apd
paid in San Francisco}gt should be stamped "payable in

San Francisco."

Gov ernor McDougal: There would not be the same in-
centive for the Federal reserve bank as for the commercial
bank. Our consideration of this question goes back to
the date on which I heard from you, and it originated
with a request from one or more of the banks that in m
inaugurating the collection system we should immediately
make available checks on other banks, Which we very promptly

and proper ly decl ined to do. That is one phaze of the
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cguestion. Buw ncw the views are modified, and
therefare there will be no necessi ty of presenting what
I had prepared on that subject.

Governor Seay: There is, Mpr. Chairman, one point
of view from which the matter is pressing to a degree. I
beliseve that the use of the draft on Federal reserve banks
could be cultivated coincidentally with the development
of the Federal reserve collection system. Ve are prac-
tic 11y forcing our member banks to acarmulate balances
%ith us, and even after having done that they cannot get
excess Dbalances away from us except at a disadvantage.
Agother thing, if you will pardon me, Mr. Chairman.
I quite appreciate the position taken by Governor Aiken
that one Federal reserve bank does not wish to be compelled
to advance credits to ancther, but I am convinced fully
that it is entirely practical to evolve a scheme by which
another Federal reserve bank would be greanting credits,
There is another thing. I do not think this thing

will appear half as illogical ~ as it does to many of us

here if we look upon the Pederal reserve system as & system

and cease to consider that it is composed of units. The

Federal reserve system will never reach the limit of its

power unless it is operated as a coordinated system.

Mr., Delano: The su.gestion has been made a good deal
in the correspondence that I have received that there is
no reason why these drafts should be treated any differ~

ently from a check; or if we deferred credit on a check we
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ought to defer creditvon a draft, It s«~ems to me there
is all the difference in the worild, In the Tirst place,
we are not dealing with mere individuals who are drawing
checks, irresp nsible people, against possibly fictitious
balences, but we are dealing with not to exceed 7500 mem-
ber banks, who are drawing ageinst any éne of twelve re-
serve banks.

Governor Seay: The whole thing, Mr. Delano, resolves
itself into these two fectors: Is 1t desirable, and can
we among ourselves evolve a system by which it can be done
safely? I am convinced of both of those things; and the
gold seéttlement fund is that great institution, I am con-
fident, through which we can effect settlement not only
at the close of business, but at any time during the day.
If you will draw a million dollars in the morning at Rich-
mond we Will pay you the money a8 soon &8s you can get a
wire to us,

Governor Rheoads: Our experience shows that it is
not physically practicable. New York has made transfers

to Philadelphia, and vice versa, of large amounts, anmd we

cannot get the gold outo%he subtreasury in time to meet

the clearings.
Governor Seay: Through the settlement fund?
Governor Rhoads: Yes. It does not work.
Governor Seay: You mean the Federal reserve Board
cannot make the transfer to you---

Governor Rhoeds: The time lost is so much, and the
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actual drawing of the gold order certificates, that we can
not get it out in time.

HEovernor Wold: It is simply a bookkeeping entry.

Mr.Delano: That is where the balance was so large
it could not be transferred on the bocks, but-it required
the actual drawing of gold out of the subtreasury.

Goernor Rhoads: Yeg ‘Bip,

Mr. Delano: 90 per cent of our balances are transfer-
recd every week on the bocks without any actual change
of a certificate.

The Chairman: Governor Kains, I would like to hear
from you on this matter,

Governor Ksins: I am thoroughly in faver of it., I
got a 1little new light from Governor Harding. I think
that this thing is necessary and that it can be safely
hendled through the gold settlement fund by daily settle-

ments,

The Chairmen: Governor Miller, what views have you

on this matter?

Governor Miller: Mr. Chairman, I am satisfied that
700 of our banks would be all right if we could make their
checks available at Chicago, New York and St. Louis. We
have ten reserve cities in our district, but I would hesi-
tate to open the doors to those at this time on account of
the enormous flow of exXchange at certain seasons.

Governor Rhoads: Do you wish a motion on this, Mr.

Chairman?
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The Cheirman: No. I understand from Mr. Delano

that he does not care for any action an this, He sim-

ply wanted an expression of opinion. The Board has it
um er consideration gnd it is a matter that has get to
be taken up and settled one of these dayas.

@Governor Seay: We have been asked questions, and
I would like to ask a question if it is entirely in order.
I would like to know, Governor Harding, if you are pre-
pared tosnswer, whether or not theBoard hes consi ered
this #nd believes it to be desirable.

Governor Harding: We have considered it informally.
it is & metter which none of us expected %o rush, I think
I am justified in saying that it is something we all feel
is desirable andthat we expect to see put into operation
in due time, or at least some progress made looking
toward thet end, ¥e feel there 1s necessity for it.

Governor Wold: May 1 ask a question here?

The Chairman: Governor Weld,

Governcr Weld: It would seem to me that after the
next payment of reserves in November, that this qiestion
will become more pressing. It is not something that I
believe wWill stadd putting off until the readjustment is
entirely completed in November, 1917, tut I think it is
going to be very pressing after the coming November and
ought to be adjusted between now and the first of the year.

Mr. Hendricks: I think we ought to first find out
how the readjustment is going to affect the balances in

different parts of the country, whether it 1is going to take
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it out of New York and put it in Philacdelphia or téke it
out of Philedelphia and put it inte Chicago. Until ve
find where these balances are going to accumulate and where
they normelly should esccumulate, 1 do not think we can
tell anything about it,

Mr. Trematt One day last week we had an adverse bal-
ence in the gold settlement fund of ten a eleven million
dollars. Suppcse the current should be changed so that
it ran against us very much end depleted our geld? Yhat
would we do?

Governor ¥Vold: IfI may be permitted to snswer that
guestion I will say that the same cuestion was reised by
Governor Strong when we discussed this a year or so ago.
This scheme of permitting the member banks to draw upon
the Federal reserve bank end have funds available at dif-
ferent points will enable the New York bank tc get rid aof
its silver cerfificates and it will be up to the banks in
theinterior to provide gold for you in the gold fund.

You will be dumpingyqur silver certificates on the member
banks and clesring house banks in New York snd we will
be replenishing your gold fund with gold.

Governor Seay: That is uncuestionably so,

Governa Wold: It will help vou out,

The Chairman: This question is a very lerge one
amdl 1f we are going to get through with this progrem I

do not think we should devote more time to it, unless

¥r, Harding or kKr, Delano wish us to take definite action

(@) e o The Chalri:will entertain a motion that the sub-




ject be continued or the program.

Governor ancher: I will meke such a motion.

The Chairman: Governor Fancher moves that item (p)
under topic 6, “Immediate availability of drafts on Peder-
al reserve banls be continued on thé program,

(The motion wes duly seconded snd carried.)

The Chairman: The next topié is

(q) Immediate zvailability at Federal reserve
banks o checks drawn on member banks
located outside Federal reserve cities.

The Chairman: Governor MMcDougal, you are responsible
for that topic, es is also Governor Miller,

Governor lMcDougal: Mr. Chairman, that cuestion was
brought up becsuse of a telegram which was received from
Mr, Delano by our bank in which he states:

"You are doubteless awere that Clevelamd and St. Louis

banks have given privilege to some of their largest cities

of keeping excess deposits with them so as to give check s

on those cities immediate credit at par. It seems to me

it would beonly fair for you to give similar privileges
under similer conditions to certain cities, for example,
as Detroit, Indianepolis and Milwaukee,"

To thet telegram I replied:

e have your telegram of this date sug® sting that
we consider giving immediate credit for ltems on Detroit,
Indianapolis #nd Milwaul:ee, should they deésire this prive-
ilege, and we note that Cleveland and St. Louis have per-

mitted such an arrsngement to be made with some of their
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largest cities."

"Oour erperience in operating the voluntary collection
system of immediate debit and credit develops the fact
thet it was practically impossible for our member banks
in the reserve cities to maintain their reserve balances

with us and that reserves were not only seriously impair-

. ed, but overdrafts were {recuent, Some of our members

advised us that it wes impossible for them to anticipate
and provide for the volume of checks that might be pre-
sented to us in any one day, and the Indianapolis banks
withdrew from the voluntary system principally because
they were unable to maintain their reserves. One of
the Milwaukee banks, which did succeed in cmaintaining
its reserve, was enabled to do so by requesting its
Chicago correspendent not to deposit the checks drawn on
it in the Federal reserve bank, If, under the limited
operation of the voluntary collection system, reserve
city banks were unable to maintain their reserves, how
can they be expected to do so with the increased volume
of items we willl have under the new collection system.
"If this bank should agree to receive items on its
member banks in Milwaukee, for instance, er immediate
credit, charging them up against the member bank's ac-
count, what would we do with items on the non-member banks
in Milwaukee? Tould wo have to split Milwaukee in two,

by making checks on member banks available immediately,

and checks on non-member banks available only after two
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days? Tt would seem to us that if the arrangement mere

G S et = ~1 o ’

permitted that all checks on Mileaukke should be réeeivéd
on the same basis.

"This bring up the question---

"First, as to whether omr member banks would be willing
for us to charge the non—member banks' checks against
their accounts, and

"Second, as to whether they would carry the increased
add tional amount of funds which this would require.

"This question is very simular to the proposition of
making Federal reserve bank checks cashable at other Federal
reserve banks. Our opinion is that checks -are payable at
the counter of the bank upon which they are drawn. If casled
anywhere else, it involves the advancing of the funds or,
in other words, carrying 'float' until returns'are avail-
able,

¥In the metter of checks on Federal reserve banks we
do not feel that we should carry 'float' by cashing checks
of other Federal reserve banks, nor do we believe it
good banking policy for us to maintain balances in other
Federal reserve banks against which they could chargze checks
drawn upon us. If it is not good banking for the banks
to advaﬁce funds in antidipation of checks dréwn upon
them, it must follow that such a practice would prove to
be inadvisable if undertaken by our member banks,

"The situation in this distrfict, although similar in

some respects, is not the same as that in the Cleveland
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district, owikng to the fact that Chicago is the predominat-
ing fincneial cente r of this district, end the mejority
of the non-member banks have Chicago correspondents and,
of course, the member banks are obliged to use us as ther
Chicago correspondent. In the Clevelamd district,
Cleveland, Pittsburgh and Cincinnati are all of hearly
equal importance as financial centers, and there is a
stronger reason why Pittsburgh and Cincinnati should de-
sire to make their checks as available a8 funds on Cleve-
land. In this district it would seem, havever; that the
principal reason why a member bank in Milwaukee would want
its checks to be taken for immediate credit here would be
to enable a non-member bank to remit to us in Milwaukee
exchange Tor checks we would send them, If the Milwaukee
banks, however, would agree to receive from us at par
checks on other non-member country banks, the matter could
be settled in that way. Milweukee banks, hw ever, would

st111 have the problem of making checks on them imme-

diately available in Minneapolis, inasmuch as a large

mumber of their correspondents are in the [inneapolis
district.

"There are many angles to this guestion, and even
if this benk should arrange to receive items on Milwaukee
banks for immediate credit, where would we draw the line?
Suppose we extended the privilege only to memba s in the
reserve cities of this district, then collecting centers
like Waterloo, Peoria, and many others, would be clamoring

for equal privileges and would claim that they were being
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discriminated against,"

There is other correspondence following that which I
do not thinkneed.be read.

There have been some developments since this correg-
podence was concauded. Milwaukee 1s very anxious to be

p ut back on the immed ate credit list, or on the dis-

creticnary list, and naturally so because of the fact that

the operation of the new collection system has undoubtedly
worked to their disadvantage in some ways. It has worked
to their disadvantage largely because of the fact that
time now must enter into our operation of the system, and
they are feeling the effect of that feature Which, here-
tofore, they have not felt. For some reason, I do not
tnow how or why, Milwaukee has been a discretionary

point in Chicago,

We feel this way about it. Milwaukee and other cities
were not able to take care of their requirements that they
had because they had no way of knowing how many checks
were going to be presented next Thursday. They told us
80 and it developed, furthermore, that their efforts
to guess at the amounts were not very successful. That
is all citdd in this correspondence. It seems to me that
1f wegrant this. permission to Milwaukee, we are granting
a prigilege which we would have to grant to others, and
hov far that would extend I do not know, All of our
cities are twe day points. Milweukee is only 90 miles

away, but just as far eway in the guestion of time as
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Des Moines, If we should grant this concession we
are then embarking im the cbllection plan which we have
recently abendoned &8 not workable. Ve feel that we
should net be compelled to meke Milwaukee par even if
they do agree, 2nd have expressed their willingness, to
undertake to maintain sufficient balances.

Mr. Delano, bearing on this subject, you might be

interested to know that the Milwaukee banks had & committee

in Chiceago and that Commit tee has been good -2enough to tell

me that they believe that after all the question was one
between them and the clearing house more than it wes be-
tween Milwaukee and the Fed ral reserve bank. They are
making every effort ntw to arrange some plan by which they
can be put on the discretionary list of the Chicago clear-
ing house, I told the répresentative of that committee
that a2t this meeting, if the subject came up, I would tell
you that they thought they had reached a solution, or a
po-8ible solution, owing to the expressed willingness of
the Chicago banks to meke Milwaukee Iimmediately convert-
ible into Chicago exchange. They would do that by permit-

ting items to be charged immedi ately against their accounts

.and the member banks of Chicago would be taken care of

in that way, The other numerous banks that might get ¥Mil-
waukee items would havethe privilege of presenting them

at the Continentel National or the Corn Exchange, or some
other national bank, and having them exchanged for cashier's

checks., %e have beenopposed to embarking agein in the
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immediate debit and credit plan, which has not been satis~

factory end which, it so happens, has not been satisfac-
tory in the three cities which we believe are now inter-
ested and want to get back under the old plan.

The Chairman: Fer the information of thHe men here
I would like to ek what the banks have undertaken—--

Geverwor lMcDougal: if you will permit me, Mr. Chair-
man, I will go shead end tell you what the other banks
are doing, based upon infermetion thet we haw from their
collection plan circulars, #nd also some verbal informa-
tion,

The Cheirmen: Terdon me, Governor mcDougal, I thought
you had finished,

Governor McDousal: The Philadelphie bank takes New
York., I am speeking now of what they are tazing eside
from thelr own districts.

Gevernor Rhea ds: Only from country banks.

The Cheirman: T:.at is simply as cover for checks
sent them for collection, is it not?

Governor Rhoads: Yes, Mr, Cheirman.

Governor MeDougsl: If I make any mistakes I sheuld
like to be cerrected.by the bank that is affected,

Clevelam 1s taking checks on member banks in Cincin-
neti and Pittshurg--- only member bankschecks. I think
that should be noted. They are nct taking Cleveland and
Pitisburgh, but are simply tekingchecks on member banks,
That is not what Milwaukee wants us to do. They want
us to trke the Whole sity, Cleveland is also taking
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checks on all branchesef the Cle velamd Trust Company, by
special errangements.

Richmond takes New York checks and checks on 2all
other Federal reserve banks—-——

Mr. Delano: It also takes Baltimore and Recanoke.

Governor Seay: That is recent, and Governor McDougal
has probably n~t received that sdvice, It receives
checks on non-member banks in Baltimore as well as a bank
in Roanoke, Virginia.

Governor McDouzal: I understoed that Atlanta was
taking New Orleans and Birmingham., That was according to
the advice I received from Mr, Delano. I fail to find
either of those two towns mentioned on their collection
plan,

Mr. Delano: New Orleans is & branch of Atlanta.

Govennor McDougel: I would like to ask Governor Mc-
Cord what they are doing down there.

Governor McCord: We are taking for immesdiate credit

items on Birmingham and New Orleans in Atlanta except where

the state bank agrees to remit at par end gives us a check
on Birmingham and Birmingham would allow that to be "imme~

diately debited to their account. We take from non-mem-—

‘ber banks checks on eny of the financial centers east of

the Mississippi River, including St. Louis, in settlement

of items sent to them. e do that to broaden the collec-
tion system of non-member bank checks. But we do nd

give immediate credit for items on the cities named, neither

do we on eny other cities in our district,
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Governor McDougal: Then you are not making New

YUrleans s#nd Birminghem items immediately available, gen-

erally speaking?

Governor McCord: No. We defer New Orleans one
day to our Atlante members, befause New Urleans is a
branch of our bank. Ve defer two days for Birmingham
and one day for our New Orleans branch,

Governor MeDougel: Minneapolis, I understand, is
taking St. ILPaul, which bank can easily be accounted for,
and I have added Milwrukee, but 1 find there are restric-
tions there far beyond those that Milwaukee would like to
place on Chicago.

Governor Weold: Ve take a draft on Milwrukee from
a bank to whom collections are sent; a draft in settle-
ment of collections.

Governor McDougal: You are not taking Milwaukee
in the sense that you are meking it immediately available
at par?

Governor Wold: No. Milwaukee is out o our dis-
triect, Ve take from ¥isconsin banks in gettlement of
items sent to them, a draft upon Milwaukee,.

Governor Harding: Member banks as well as non-
member banks?

Governor Vold: Yes.

(Informel discussion fellowed,)

Governcr McDougsal: Teke Xansas Clsy, Kansas City

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




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

265
takes Kensas City and receives in return non-member items
and drafts on any recerve city in the district—--

Mr. Delano: You mean for immediate credit?

Governor Miller: No, for collection, Kansas City,
Kensas is the same as Kensas City, lissouri.

Governor MeDougal:  San Francisco, I understend, is

taking drafts on all Federal reserve bani® ¢nd also United

States treasury warrants. I mention all this in support

of the statement which I propose to make, and that is that
filwaukee is asking of us something which is not being given
by any other Federal reserve bank to any city, Mr. Delano,
if I correctly understand it. That is about all there

is to say on the subject,

Governor Miller: I might say that we haw proposed
not only to the reserve cities, but to any member bank in
our district that they may place themselves on an immediste
availability list with us,

Governor LcDougal: All I can say in reply to that
is this: This is an organization of Governcrs, if it is
an organizetion, that has responsibilities, snd I would
put foremost among those respensibilities the matter o
encouraging sound banking methods and discouraging un-
sound methods, Then yvou offer to do that you are placing
your bank in great danger.

Governor Miller: I do not see why, Governor McDougal.

Governar McDougal: While you may be able to stand

that in ordinery times, you are coming to a time later
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on, in all probsbility, when ybu would have to treat those
benks in exactly the same menner that some of the small
banks in the leorge cities have been dealt with by the large
banks through which they clear. For instance, if the
small bank in New York hes not been ahble to stand a run on
it, 2nd therefore the stream gees through the clearing
agent until such time as thet clearing agent has to shut
down, then the burden of resppnsibility is placed on the
big clearinhg house banksi Thet same thing will happen to
you sooner or later if you permit your members to do that,

The Cheirman:  Governor McDougal, Mr, Harding would
like to make an inguiry or two.

Gor ernor Harding: I would like to ask Governor Mc-
Dougala few cuestions. IS the Federal reserve bank of
Chicago a member of the Chicago clearing house?

Governor McDougal: e are nak & veting member,

Governor Harding: But you send checks to them snd
receive checks from them?

Governor McDougael: Yes sir. ¥%e haw the privileges
of the clearing house,

Governor Herding: At what hour is that clearing
made?

Gor ernor McDougal: At sleven o'clock.

Governor Harding:  The banks in Detrecit, Des Moines,

Milwaukee, Minneapolis end Pecria--- I mean the member

banks 21l carry reserve accounts with member banks in Chi-
cago, dco they not?

Governor ¥eDougal: Yes; I think in every case.
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Movernor Herding: On which they mget interest?
Governor McDougal: Yes,
Governor Harding: Just what is unsound about ita
L woula like to have this explained to me. I am not

speeking mow of all the banks in any city, including all

the member banks and all the non-member banks, but I am

speaking of any perticular bank in any city which for some

reason, Which ic¢ regards es sound, desires to remove vhat
it consideres this disadvantage of being put on the de-
ferred credit dbasis, This situation can very easily
arise under this rivalry between cities where there are
two or three cities of practically the same size that re-
gerd themselves as important as a Federal reserve city;
that is, it might come to pass that unless the checks
drawn by a lerge corporation in a nen-reserve city could
be received all over the country on excactly the same
basis as checks drawn on banks in a Federal reserve city,
the men-reserve city might lose the banks in the Federal
reserve city. For that reason, or other reasons, they
might desire, by paying the price, to eliminate this dis-
advantage thet their distence from a reserve city places
them under. They are stockholders in thelfederal reserve
bank end they vwrite and ask the privilege of having a
special faver extended to them, scmething that they ap-
preciate the responsidbility of #nd for wmich they are
willing to pay. Now, we will assume, for instance, in
Wisconsin---~ end I am not talking o all the Milweukee

banks or 211 the Detroit banks--- but let us say that the
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Visconsin national banks & the Indiana National Bank cr
the Merchants National Bank of Indianapolis, should write
to youand say, "We desire to make sn arrangement with you
by which you w11l credit immediately, subject to final
payment, all checks which ere received by you on us. We

>yl

estimets that {150,000 excess balence will be sufficient."

Suppose you say to them, "Well, that & comething we do not

cere particularly to do, tut we are willing to try it out,
We want you to understand, though, that we are not going
to credit immediately subject to final payment, any check
on you that encroaches one dollar on your required reserve;
we are golng to hold you to your contras$," They say,
"A11 right, we will stand by it." We will then assume
that the "isconsin National bank carries $150,000 excess
reserve with you. There is certainly nothing unsound in
& Federal reserve bank permitting & bank to carry with it

& balance in excess of its lawful reserve, You have the
money. Ve will assume that it runs along for 2 week or
s$0 all right, end you find that the 150,000 excess reserve
is atmple. As checks come in you do not give final pay-
ment, but you do give immediate credit subjgct to final
payment, and with the exception of a few checks which may
net be good, the credit stands. The arrangement has
fulfilled the object for which it wes undertaken. Now ,

on & certein occcasion there is an unusually large amount

of checks drewn on the Wisconsin National Bank which are
presented to you for immedis te credit subject to final

peyment, but the amount, instead of being {150,000, which
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represents the amount of their excess bslance, is $250,000
or $300,0007 Would there be enything unsound in it, or
would there be any perticular hardship on you, as soon as
you ascertain just what the situation is, to send a collect
telegram to the Wisconsin National Bank and say "The checks
on you amount to $300,000. Ve need {150,000 addi tional
for immediate cover." Then the Wisconsin Netional bank
telephones or telegraphs down to the First National Bank
or the Continentel Commercial of Chicago, where it carries
an account, "Deposit at once to our credit with Federal
reserve bank (;150,000," That will take care of the checks.
Always having it understood, under that situation, that
vou are doing this as a matier of courtesy and you are
not going to let them encroach ore dollar on the required
reserves, You send them this collect telegram, and if the
deposit is not made yvou will simply add the checks up in
the regular course and credit them hen you receive funds
under the regular time schedule. Under that system you
do not treat the city as a whole, but you deal with the

individual banks,

Governar McDougel: I believe it would wark out all

hight under the principle #s you have outlined,it, but I
do not believe.that you could possibly maie the rule so
inflexible as you have outlined it and nnt permit them to
encpoach one dollar on their reserve acount. We learned
a good many things in operating cur immediate credit

plan. I fall to see how a collect telegram, or any cther

kind of a telegram, would get & respense quick enoughto
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remedy the situation that day.
Governor Harding: You close at three o'clock.
Governor McDougel:  Yes, but the Federal reserve
banks are no different from commercial banks, They do
not know at three o'clock how the aceunts stand. I
only wish we 4id. It is impossible always to ascertain,.
Governor Fancher: I might state how we hahdle this
proposition, as we seem to bte the bank that started it,
The situation mentioned by Mr. Herding appealed favorably
to our member banks at Pittsburgh and at Cincinnati,
that is, the adventage of an sccunt in Cleveland, by rea-

son of the fact that a Clevelard dJdraft or check wag im-

medietely available and items on Pittsburgh and Cincin-

ncti were deferred, The Pittsburgh banks were naturally
very anxious to put themselves as neerly as possible on

the same feroting with the Cleveland Banks, ¢nd that condi-
tion was brought about by 21l the banks agreeing by action
of thelr boards, to maintain their reserves and to maintain
a su.ficient amount to protecttheir items. Normally our
reserve deposits prior to July 15, were about $37,000,000
or $37,500,000, Our realized reserve deposits now are

in excess of 140,000,000 practically 21l the time.

That is the arrangement we have with the larger banks.

Ve telegraphthem, In cne instance, I might say, one

of the banks in Pittsburgh made en arrangemer with a

bank in Cleveland under which we were authorized to re-
port to the Cleveland bank, upon their inguiry, their real-

ized reserve each day. They have given instructions to
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the Clevelam bank that thew ere to keep a2 certain amount
there, and the Clevelarml bank supplies the deficit if there
is any, by either a deposit of lawful money or elsé by
check om the Cleveland bank for the excess reserve, In
the case of three or four o the very large banks in Pitts-
burgh and Cincinnati we wire them when the letters are

in excess of a certain amount. That is, we send them a

collect belegram.

The other day we had an item of 600,000 on one of
our Pittsburgh Banks, which would have depleted its reserve
to the extent of some $300,000. We wired them very
promptly. We knew that by noon, vhen our mail wes prac-
$ien Lly ekl A, That amount was made available by wire
transfer, befor the close of business that day, through
Chicago end New York,

I fail to see where there is anything unsound in
that. It is a situation that has arisen in some of the
districts which has got to te met. If we can do it, and
be perfectly safe in & ing it, 1 sSee no reason why the
privilege should not be given to the banks,

Governor IicDougal: I think you will perceive the
.difference between the situation in +hich you are involved
and the situation in which we would be involved iff that
this is a guection of making & whole sity available.

You have an arrangément with I don't know how many banks
in Pittsburgh, but would not the situation be somewhat
modified, #nd would not your opinion regarding the desir-

ability of doing it be somewhat influenced, if you were
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esked to take Pittsburgh?

Governcor Fancher: Just what do you mean?

Governor McDougal: Pittsburgh has 25 or 30 national
banks and probably that many more trust companies and other
banks, énd the same is true of Cincinnati, You are
deeling now in a very small way with those two cities,

Governor Fancher: I must beg to differ with you,
beceuse We have member banks in those cities——

Governor McDougal: How about the non-member banks ,
the state benks?

Governor Fancher: We are not concerned with them.

Governor McDougel: I know, but you would be if you
were asked to Put Pittsburgh on a par with them.

(Informal discussion followed.)

Governor McDougel: Governor Seay, in view of what
you have said might I ask if yu would be willing to ex-
tend this privilege in your district?

Governor Seay: Yes, to an unlimited extent,

Governor McDougal: Would nt that amount to going
back to the old plan and trying it over again?

Governor S eay: No; it vould be nn an entirely dif-
ferent basis. In the first place we have not offered
that privilege to the member banks but they have asked for
Th Thet puts the whole transaction on quite a dif=-

-

ferent basis. Then there is another thing that I would

like to call your ettention to. Mr, Herding was saying

that when checks on 2 member bank were in excess eof the

belance and impetred 1ts reserve you could telegraph and
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the account could be restored. The Federal reserve bank
1s perfectly safe in that matter because the Act distinctly
provides, subject to penalty imposed by the Board, that
the member benk may use its reserve balances to pay its
obligations. There 1s no risk assumed by the Federal
reserve bank. You are not loaning that bank money. You
are allowing it to use, as the law provides it may use,
its own balance with vou.

Governor Harding: If they are willing to pay the
price.

Governor Seay: Yes.,

The Chalrman: But I cannot escape the feelirg that
sooner or later you are going to be confronted with th
necessity of decifiing whether or nt you will pay those

checks that are peysble somewhere else, no matter what

your agreement is, A case will arise some time when a

benk's checks will be presented to you for payment and

+hey cennot meke them gord thet day. You have then

got to determine whether you will throw those checks out
or whether you will not. It is precticeal 1y a question of
shutting up your bank or not shutting it up. It seems

to me that we must go & gord deal further inteo the check
collection system and must know a great deal more about it
than we do now before we introduce a plan which we cannot
tell the extent of." It is much more safe to stick to

our present method of deferring these items. If you do
it for one yu have got to do it for enother, if they

sive you satiafactory egreements,
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Governor Harding: There i8 gome criticiem of the
present plan under which we are operating. Some people
claim that by making this strictly a collection system and
having this deferred payment 211 the way through that
we are not carrying out the mendates of the Act in pro-
viding for a clearing system.

Governer McDougal: I would take exception to one
stetement made by Governcr Seay. With the exception of
the penalty which we now have, and which would remedy to
some extent the evil, we are in exactly the same position
we vere before, even if you have a contract with your
banks . You had a contract with them before, You did
not invite them to come into the voluntery plan, T
you did, you did something we did not do,

Governor Seay: I am eware of that, Governcor Mc-
Dougal, but I & maintain that the arrangements that

would be made with us now would be made under circumstances

quite different from the arrsngements that were Tirst made.

(Informal discussion followed. )

Governor llardirg. I think there is a very essential
difference there that we have overlooked. Before these
assenting banks felt that they were doing the Federal
rezebpve bank a favor, This time the Pederal reserve
bank is dolng them a favor end it is for their conven-
lence and not for the convenience of the Federal reserve
banks, It is sometiing for their own selfish interests.,n
There is nothing pstriotic about it. It is a c0ld blended
business proposition.
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Governor Seay: This is an arrangement we are making
nw at their request. Befeore we invited them to come
into the arrangement, which they did reluctantly---

The Chairman: In our district I do not think they
came in reluctantly. Those that came in came in willingly.

Governor Seay: Then I will withdraw it so far as
it applies to you, M. Chairman. There 1s one thing,
and that is there are some bahks that are not so dreadful-
ly shecked when their checks arerefused.

The Chairman: That would close up & bank in New
England.

Governor Seay: If that i3 the case in New England
1 believe that the banks that are so jealous of their
credit would take particular care that tket credit is not
hurt and would maintain the arrangement scrupulously.

Governor Fancher: I think there is another situa-~
tlon which enters into the present collection arrange-
ment and that is that under the limited intra-district col-
lection scheme the banks only had a very limited way of
offsetting items. They did not haw the facilities and
could not take outside pcints from them, Now we have an
entirely different situation which enables them to main-
tain surplus reserves with you.

Gor ernor Harding: That is a very important dif-

ference.

GoverncrPancher: Absolutely. e found in Cleve-

land that after we joined the clearing house, on the 15th

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




276
of July we ran a very heavy creditor end it took us two
ar three days to accumvlate the gold clearing house cer-
tificates. Then we cfeated exchange by selling those
certificates. The clearirg house ® mmittee agreed that
the member banks might settle their debits 1in the clearing
house 1f we would take their checks against excess reserve;
that is, that we ®ould instruct the clearing house mzsnager
that a certain bank would settle a ccrtalmpart of its
balance by a check on us, The Cleveland banks at
orce Baw 1t waes to their advanﬁage to carry a surplus
reserve to protect their clearing house debit and
we . have a miilion or & million and a half excess re-
serve of Cleveland banks which enables us to teke care o
their debits in the clearing house.

Governor Rhmds: I think a similar situation might
erise to that which arose in 1907 when the Knickerbocker
Trust Yompany failed. That company w:S clearing through
the National Bank of Commerce. Both were supposedly
strong institutions., It had deposited with the National
Bank of Commerce security to cover its clearings. You
all know that the National rfank of Commerce found out
that ihe Knickerbocker Trust Company could not keepup its
end and refused to clear. There was the case of a bank
trying to do the best it could, but could not & it, I
think you will have a similar situation to that,

The Chairman: It was true, was it not, that the

regusal of the Bank of Commerce to clear for the Knicker-

bocker closed the Knickerbocker?
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Governor Rhoads: Yes. On a two days deferred credit
the Federal Reserve bank would not be in a hole.
Governor Delano: There would not be any deferred
credit in New York City.
Governor S eay: I do not think the Federal reserve
benk could be put in a hole. There is & weakness, I

believe; in the Federal Reserve Act, which permits a mem-

ber bank to withdraw its balance. I think thers might

come & time in this country when that would be a decided
weakness, I ihink you are aggravating that by this ar-
ranggément,

Governor McDougal: What would you have them use it
for if they could not withdraw it under certain circum-
stances?

Governor Seay: Letthe Federal reserve bank loan them
the money. It would go twice as far, If they ars in
need of money they can borrow the money from the bank to
satisfy their needs and accomplish more than they can by
withdrawing their balance.

Governor McDougal: I believe a bank's reserve
should be what it is supposed to be--~ a reserve in case
of emergency.

(Informal discussion followed.)

The Chairman: Gentlemen, is there any further dis-
cussion of this subject?
Mis Delano: I would like to say a word,

Mr, Chairman. I plead guilty to having sent that telegram
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to Mr. McDougal with reference tco this matter, but as you
have perheps noticed, when he came back and said he did
not see any good reason for doing it I d4id not pursue the
matter any further.

I recognize that in the different districts there are
going to be quite different views on this question. For
instance in the Boston district I do not suppose there is
any city or bank outside of Boston that cares enough about
its prestige, relative to that of the Boston banks, to be
willing to keep a two day balance in the Boston bank. I
® nsider that with reference to the Cleveland bank Gover nor
Fancher absolutely had to & what he d4id do. I do not see
how he could have declined to do it. He would have had

an insurrection there. I would not have blamed the banks

of Pittsburgh or C¥ncinnati if they had started one. 1In

the Chicago district, as Governar McDougal says, the Chicago
banks are overwhelmingly of more importance than the other
banks, At the same time when I called the attention of
Governor McDougal to the situation in Milwaukee, I thought
it would help soften a situation which was rather aggra-
vated there if he had seen fit, by some way, to do what
they asked, especially as Milwaukee is eonly two hours away
from Chicago, end has a train about every hour in the day.
This is not a question‘that is going to arise with
any great acuteness in most of the districts, but in those
districts where it does arise I & not very well see how,

under the principles of our clearing system, we can say that
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we will decline to do this if a bank, which has the money
in your bank, requests y®u to charge their account. If
we seay that we will mot permit the charging of checks against
uncollected funds and all that sert of thing, and we wont
allow uncollected funds to count &8 reserve, certainly
the reverse is true, that if the funds are there and they
request you to charge their checks against those funds,
you cannot very well say that yu will notdo it.

The Chairman: Is there any furpher discussion of
this topic (q). (After a pause) Mr. Miller, does not
this discussion cover your topic (r), "Immediate avail-
ability of bank drafts on member banks located outside of
Federal reserve cityes?"

Governor Miller: Yes sir, this is the same ques-
tion.

The Chairman: Do either vyou a Governor McDougal
desire to offer any resolution so that action can be taken
by the conference on this matter?

Governar Miller: I do not.

Governor McDougal: Nar do I,

Governor Miller: We have offered to let any of
the member banks meke these checks available, end I do not

see how we could & differently if they have the money

there to cover it.

The Chairman: If there is no further discussion

of topic (r) we will pass to topic (s).
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(S) Checks payable in New York funds at
current rates.

Governor Seay: That matter has been disposed of,

Mr, Chairman, by a circular from the Federal reserve Board.
The topic was proposed before we hed received that circular.
I consider that it is disposed of,. Governor NMcCord also
proposed the subject, however.

Governor McCord: The question was raised by me in
the interim of the receipt of the circular. I had my
attorney render an opinion on the subject and his opinion
was fhat checks with anyéualifica%ions as to how they
should & paid, other than lawful money of the Uniied States
were not negotiaible and could not bepaid byra draft on
some other city, especially where these wgs a deduction
of exchange, I furnished the Federal reserve Ba rd with
that oplnion, and I understand that at the same time, Mr.
Harding, the Board's attorney renderud practically the
same opinion,

Governor Harding: That they were not checks.

Governor McCord: Then the question has been dis-

posed of.

Mr. Hoxon: You say only checks and drafts. That

would exclude certificates of deposits.

Governor McCord: They are not collectible, so my
attorney ruled.

Governor Harding: That is what our counsel holds.
The Act says, "Shall receive checks and drafts."

Governar Wold: I had a transaction with one of
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Governor Kains' member bamks, located at Spokane, where
they deducted exchange upon a certificate of deposit.
only point im interest is the construction placed by
Judge Elliott upon a certificate of deposit.

Bovernor Harding: ¥e hold it is not a check.

Governor Wold: Judge Elliott's opinion is as fol-

lows: \§§>

"rhile there is a technical difference between a
certificate of deposit and a check the question inveolved
in the present csse is the same in both instances. 1In
other words, the drawee bank claims that checks drawn
against it are payable at its own counter, If the holder
desires the proceeds remitted cisewhere the bank claims
that it has a right to charge for this service. By anal-
ogy a certificeate of deposit is likewise payable at the
counter of the issuing bank end if the holder desires the
proceeds remitted elsewhere the bank claims the right to
charge for this service,

"The technical difference between the check and the
certificate of deposit to which you call attention does
not effect the question under consideration.

Tt seems that theFederal Reserve Bank o Minneapolis
received in due course a certificate of deposit of the
Spokane Bank. It might have sent this certificate of de-
posit to the Federal Reserve Bank of San Francisco for col-
lection and credit to its account. In that case the Feder-
d1 Reserve Bank of San Francisco would have sent the

certificate of deposit to the Spokane Bank withbequest for
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remittance, If the present clearing plan had been in
force at that time the Spokane Benk would have had the
option ol shipping lawful money at the expense of the
ﬁederal reserve bank of San Francisco. The Minneapelis
bank elected to send the certificate of deposit
direct to the Spokane Bank with request that it remit to
the Federal Reserve Bank of San Francisco.for its account.

"The question invelved, therefore, is the same one
thaf is involved in the case of the Federal reserve
bank of Kenshs City which has been unable to reconcile its
accounts with some of it8 members on aceunt of similar
charges that have been made. If the Spokane bahk will
adjust this charge on the basisof the actual cost that
it would assume in remitting lawful money to the Federal
Reserve Bank of San Francisco, in sccordance with the

clearing plan now in force, I would sugiest that this

be done, otherwise, the mstter will have to stand in

abeyance until the Board takes up the question of sadopting
some regulation fixing thesecharges."

This letter was in response to an inquiry of the
Brard Relative to the question whether or not
requirement of a member bank covering without deduction
apﬁlied to a certificrte of depesit. In the second
peragraph Judge Elliott said, "The technical difference
between the eheck and the certificate of deposit to
Which you call attention does not affect the guestion

under consideration." That certificate of deposit is
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simpTy & check by the member bank on itself.

The Chairman: Before teking up the next questd on
the Chair will take up the matter of appointing committees
which it is authorized to appoint. The committee to
confer with the Federal Reserw Board on the use of post-
masters as collecting agents will be composed of Governor.
Rhoads, Governor Sesy and Governor McDougal, The .Committee
on uniform statements of reserves and penalties for defi-
ciencies will consist ofGovernor McDougal, Chairmen, my-
self, and Governor Fancher, Under the vote authorizing
the Chair to asppoint a committee to meet with a committee
of the Board and cohsider the metter of acting as fiscal
egents for the gbverhment, the Chair was d-signated as
chairman of that committee end I will designate as my
associates Mr., Treman and Mr. Francher.

The next topic is (t).

(t) Transfers between Federal reserve banks,

(The Chair stated that a recess would be declared at
half past five until 8:30, and that as topic (t) was o
considerable importance it would be passed and questions
that could be disposed of quickly would be taken up.)

The Chairman: Next is toplc (u). Establishment
of branches of gold cettlement fund in non-subtreasury

Federal reserve cities.

(u) Establishment of branches of gold settle-
ment fund in non-subtrer sury Federal re-
serve cit ies.

Governor Miller: That topic was proposed because of




the fact that im our district, and I suppose the same
thing is true in Dallas and prebably in Minneapolis, we have
but two seasons when our products usually move eastwsard,
as they are now,and when New York exchange is in great
abundance., However, a little later on New York exchange
will be scarce, and I thought if we had some kind of a
committee, composed of the Federal reserve agent, the presi-
dent of & bank or trust company and a bonding compeny, to
act as an auxiliary committee to the Federal Reserve Board's
committee in Washington, to hold those funds when money is
plentiful and pay it back when money is scarce, it would
seve an enormous flow of actual money inwardly and out-
wardly. I was encouraged to propose this topic because
I had written my suggestions to Mr. Delane amd he encour-
aged the idea by saying that it was entitled to some con-
sideration,

Governor Wold: May I ask a question?

Governor Miller: Certainly.

Governor Wold: This movement of funds is not gold?

It is currency, national bank notes?

Governor Miller: Yes,

Governor Weld: National bank notes will not serve
as a part of the gold settlement fund.

Governor Miller: I itnow that, but we could use the
lawful money.

Governor Wold: But lawful money does not go into the
gold settlement funeé.

Goernor Miller: But, Governor Weld, I was going te
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gsay we could use the lawful meoney in the ordinary trans-
action of business and deposit the actual gold, because
we have got to produce the gold for the gold settlement
fund one way or another.

(Informel discussion followed.)

M1 Delano: I vas interested in Governor Mil-
ler's suggestion, because we have recognized at Washington
that six of the Federal reserve banks were at a consider-
able disadvantage in settling through the gold settl ement
fund. I confess that I haw not been able to satisfy my-
self just how to work out a scheme such as Governor Miller
suggests. Ihave been workingon a rather different 1dea.
That is the reascon I was so much interested in the bank
acting as fiscal agent. There are now nine subtreasury

cities in the United States. Six of the Federal reserve

banks are at sub-treasury points. Three other subtreasury

points are within a PFederal resefve district, but not at

a Pederal reserve city. It seems to me that the ultimate
result of having the Pederal reserve banks act as fiscal
agents of the Government is that the Federal reserve benks
will teke the place of the sub-treasuries and will per-
form the chief functions of the subtreasuries, and then
automatically the deposit of gold or withdrawal of gold
by a Federal reserve bank, say ‘ith the Federal reserve
agent, who might be the de facto subtreasury or assistant
treasurer, would accomplish thée same thing for all of the

Federal reserve banks that is now accomplished in the
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six cities where there are subtreasuries, It does seem
unfortunate that six of the banks should be at a disadvant-
age.

The Chairmen: What dispositionwould you like to
have made of this questiom, Governor Miller?
Governor Miller: I would like to have Mr. Delano

make & suggestion as to what dispositionshould be made of

it, whether to keep it onthe program or appoint a committee

to work it out, or just leave it up to the Beoard.

Mr. Delano: I should think that perhaps it is more
to the interest o the six banks that are not located in
subtreasury cities to try to work out the solution of
this problem than it is to anybody else. I should say
very cheerfully that I am sympathetic and will be willing
to assist elither a committee or any individual member,.
with that problem.

The Chairman: Would it be covered if it were taken
up by correspondence between the Governors of the banks
who are located in non-subtreasury clties, snd when thoce
governors have formulated some'plan they can take it up
with the Board,

Governor Miller: I was in hopes that they would try
it out on Kansas City. We try out a good many things
there. (Laughter) I was in hopes they would try it
out on us to see how it worked.

Gor ernor Seay: lNr. Delano, haw you considered the

question of whether 6P not it can be done legally?

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




2

Mr. Delano: No, I have not satisfied myself that
it is legal to do what he suggests. There is & considerable
guestion of respensibility in which allthe banks would be
interested, ard it would reguire a good deal of cansidera-
tion.

Governor Wold: Why not let this m estion be referred
to the committea on fiscal agencéies, That committee could
take under consideration the situation of the six banks in
that regard.

Governor Miller: Might it not be referred to a
special commiltee composed of three governors representing
the non-subtreasury Federal reserve cities?

Gor ernor Vold: My thought wes that it might be work-

ed out in connection with some other relation with the

goverment and the committee werking on the question of

fiscal relations might have this in mind in their delibew-
ations,

Governor Miller: That is perfectly satisfactory to

The Chairmen: Do you so move, Governor Wold?

Governor Wold: I so move,

Governa Miller: I second the motion.

The Chairman: Governor VWold's moticn is that a solu-
tion of the difficulties arising in the case of banks lo-
cated incities in which there are no subtreasuries of the
United States, be referred to the committee on fiscal

agencies for consideration.
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(The motion was duly carried.)

Governor McDougal: I would like to ask that an ad-

ditional topic be put on the program, in order thet it will
not be overlooked, end that is the matter of rendering uni-
form bills or uniform dates to Federal reserve banks cover-
ing their charges for each month.

The Chairmen: We will take a recess at this time un-

til 8:30 o'clock this evening.

(Whereupon, at 5:30 o'clock p. m. a reéess was taken

until 8:30 o'clock p. m. of the same day.)

EVENING SESSION.

The Conference reconvened at the expiration of the
recess.

The Cheirman: The conference will come to order.
We will take some of the least important metters here pend-
ing the arrival of the full membership, because we want
to get through this evening.

I have taken the liberty of asking the cashier of
our bank, Mr, Howe, to come tonight. Unless there is
some objection we will include him.

Let us taeke up for the first topic question (x).

(x) District numbers on checks.

Governor Seay: Mr. Chairman, 1t would greatlynfacili-
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tete, as you all know and understand the handling of checks,
if we can do enything to expedite a movemert to haw the
number of the district printed on all checks. Checks in

our district,for instance, are frequently printed by litho-

graphers and others in other districts. In our own dis-

trict we have communicated with all the printe rs and litho-
graphers and requested them, when they were making new
checks for any of our banks, to take up the subject with
them. We have communicated not only with all of dur mem-
ber banks, but with all of the banks in our district,
members and non-members, telling them it would greatly facil-
itate the handlirng of checks, whether they were members of
the system or not; and we are trying to do everything
that will save ourselves trouble. I believe that is one
thing that will save us a great deal of trouble if we can
tale some active steps in all districts to bring that
about as quickly as possible.

That was my only object in putting this subject on
the program. Those districts that have not taken the
trouble to communicate with the printers as well as with
their member banks I believe would certainly do service
to all of us if they would take it up in that way.

The Chairman: Mr. Howe, have you talked to the J.
C+ Hill Company?

Mr, Howe: ¥e have in all cases. They are all doing

Mr. Bullen: We have taken it up with every printer

and lithographer we know of that is doing any business.

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




290

The Chairman: Have you any mction you wish to of-

Governor Seay: Nothing at all, sir, I thought it
might be advantageous to call the attention of the Confer~
ence tb 1t,

Mri McKay: There are 16 states split out of the 48,
and it wodld be & good idea to direct our efforts first
to those sixteen states, because where the states are not
split, the numbers are not so essential. If we had
the sixteen split states numbered it would help a great
deal.

Governor McCord: Of those 16 we haw three. We

are doing our best to get the numbers on our member bank

checks. We are going a little bit farther: If one of
our member banks draws on New York we will ask him to
put a "2" on that for New York. That is on business
inside of the district.

Governor Seay: Thatindieales the number of the
district on which the check is drawn ?

Gov ernor McCord: Yes.

Governcr Seay: We have only o state that is split,
and that is a small portion. We haw received a number
of checks from thet one little stats. It shows how it
would facilitate things if we could carry this plan out.

Governor Hoxon: The district number, or the A. B. A,
number of the bank?

Governor Seay: The district number,
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Gaernor Fancher: We have #&n our district three
Spli£ states, and we have circularized our banks twice,
heve sent sample drafts showing how to skeleton their
checks and drafts, and then we haw had it up with the
principal lithographers and printers, We ar just up to
the point of making & third campaign end doing everything
we can to get the district number on the checks. We have
not gone as far as you have, Governor Seay, in the matter
of circularizing thenon-member banks, but I can see that
it is very essential, and I think we will bring in the
non-member banks.,

Mr. McKay: Of course there is one diffieulty connected
with 1t, now, and that is that it has not definitely been

settled yet as regards certain of the states in the re-

districting that may occur, and if we had a lot of those

checks numbered and then there should be some change in
the figure, it would make nore confusion than if we did
not have them numbered at all.
(Informal discussion followed which the stenogra-
pher was directed not to report.)

The Chairman: Is there any further discussion of.
(x).

Governor McCord: I can explain, possibly, one rea-
son why there has not been the numbering that was expected.
It is & known fact that quite a number of banks laid 1n
a heavy supply of stationery on account o the expected

rise in the price of paper, and other expenses. They
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have got a pretty good stock of stuff on hand. It is so
in my district, I know,

The Cheirman: Do you wish to make a motion, Governor
Seay, expressing the desirability of activity alorg this
line?

Governor Seay: I do not think it is necessary, Nr,
Chairman.

The @hairman: ¥e will then pass to the next topic.

(w) Double endorsement stamps.

Governor Seay: Ve haw issued a composite stamp to
our member banks, the nature of whichypa are 211 familiar
with, I presume, and it greatiy facilitates our work, It
would still further facilitate it if the Federal reserve
banks tlemselves would use s double endorsement stamp,
and 1f it were universal, and there is no objection to it
on the part of any member bank, it would save our handling
checks once, at least, and since the number of the checks
is growing so rapidly, it occurred to me that this was
a subject that we might well devote our attention to and
take some action upon as soon a8 possible.

Governor Fancher: May I inquire if you have
in mind furnishing, for instance, our bank with a double

endorsement stamp on items sent out to you?

Geernor Seay: We would be glad to furnish anybody

with a double endorsement stamp that would use it. Of
course there are a great many checks that come in now in

tha way, eslong with a great many that de not, and it
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seemed to nullify the convehience of the whole arrangement
to have some that are not so endorsed.

Governor McCord: It would be very advantageous to
have a double endersement stamp e tween Federal reserve
banks, I think you would run up against a considerable
amount of trouble on double endorsement stamp for the
member banks, They would be using your stamp on business
that they didnot send to you at all,

Governor Seay: I do not know about that, but when
they do use it on busire ss that they send us only, it is
a tremendous business.

Gor ernor McCord: But you are troubled with having
items come back to you that never came through you at all?
Governor Seay: No3 not nearly as much as we are

troubled with the non-use of such s tamp.

The Chairman: The Chair is curious to know how
generally the double endorsement stamp is used.

Governor Fancher: We are not using it,

Governer Wold: We are not using it and do nd be-
1ie ve in 1t,

Governor McCord: I eam using it for the reasons
stated.

Governor McDougal: We are using it. I will ask
Mr, McKay to state to what extent.

Mr. McKay: One of our member banks uses it, endors-
ing items to us and for us, and it saves us a considerable

amount of work, and we would be glad if the other member

banks in Chicago did that. Their system is such that it
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is inconvenient for them to use it because they endorse
the items and run them all through a mechine, aml they do
nct want to make eny distinction.

Governor Seay: They run them through a machine?

Mr. McKay: An encdcrseing machine,

Governor Seay: They do not make them payd le to
any Federal reserve bank?

Mr. McKey: No sir.

Governcr Seay: They would have to alter the type

of the machine?

Mr. McKay: They have a lot of mechines ~nd they are

not &ll alike, end it would interfere with the system.
Governor Seay: You do agree that it would sawve us
all a tremendous amount of work.
Mr. McKay: Yes.
Governor Treman: Mr. Hendricks, are we using a double
stamp?
Mr. Hendricks: No sir. The orly double stamp the
Exchange has got.

Governor Rhoads: We use it and would not be without

The Ohairman: Mr. Howe, we do not use it?

Mr, Howe: Nosir,

The Chairman: Why not?

Mr. Howe:  Because we have to endorse them, anyhow,
They might as well endorse egerything. I think it would

be impossible to have all the banks use it and use i1t cor-
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rectly. If we get a few that do not use it they are
going to go through, amd we would rather endorke every-
thing.

The Chairmen: I think it is only fair to say that
we do not have to draw the checks that come through country
clearing or what used to be the country clearing. We
only endorss the checks that are outside the packages.

Mr. Howe: That is all,

(Informal discussion follawed, )
Governor Hoxon: e should regret very much to be
obliged to give up our double endorsement stamp. 90 per
cent of the items we receive are so endorseé.

Governor Kains: We do not use it. It is an endorse-
ment, in a way. As Governor Miller says, it is just sim-
ply & memorandum.

The Chairman: Is thet an expression of your opinion,
Governor Miller?

Governor Miller: It is a memorandum because by com-
mon consent it binds, and I think their boy can put it

on as well as oubs, ln one motion,

Governor McCord: I had a subject similar to that

up with Governor Harding today. He advised me to ask my
attorney to look into the matter when I go back home.

The Citizens' Southern Bank of Savannah, a state institu-
tion, not a member, has endorsed their checks with a stamp
furnished by the Atlantic Naticnal Bank of Jacksonville,

Phe Presidentsof the two banks being brothers, The
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stationery is furnished by the Atlantic National of Jack-
sonville, and the Citizens Southern Bank of Savannah,
in order to save time, is sending business direct to me
with endorsement of the Atlantic National of Jacksonville.
Mr. Harding says that is ultra vires.

Governor Wpld: I elieve Chicago has the Same con-
dition with reference to the Merchants' Loan & Trust Com-
pany and the Corn Exchange.

Mr., Attebery: We have the same thing in St. Louis
There are four or five of the larger nun-member banks that
deposit with us on the stationery of the member bank.

Governor McCord: Governor Harding suggests that I
take it up with my attorney.

Governor McDougal: I do not think it should be
done unless it is distinctly understood—--

Governor McCord: He says it should = done by
resolution of the board of directors.

Governor Seay: It is an innovation, of course, Mr,
Chairman, something that they have not been accustomed
to heretofore, but the convenience of it is so great,

Governor Rhoads: It is not such an innovation.

We used it at the Trust Company for cver ten years.

Governor Seay: We are not afraid of the abuse of

s It is susceptible of abuse, of course, but the ends
to be gained are so very great that we are willing to
assume that risk, If we were to ask the attorneys'

opinions on everything that 1s done we would be afraid to
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do many things. I am perfectly 8atisfied to put my own
knowledge against an attorney's when it comes to a bank-
ing practice,

The Chairman: Governor Seay, what action would you
like to have taken on this topic?

Governor Seay: It serves every purpose to discuss
matters of this kind without any definite action. I do
not think they are of sufficient impor@ance to
justify a resolution on the part of our conference, but
when we havwe full discussion of them and have aired them
from every side, the purpose that I had in introducing them
is served.

Governor Keins: May I askGovernor Rhads if he
supplies these things to the member banks?

Gor ernor Rhoads: Yes, end charge them up to the

Boston transit department.

Governor Seay: If you will allow me I would like

to take the sense of the Conference as to whether the
use of a double endorsement stamp meets with the approval
of the Conference.

The Chairman: If you will offer a resolution,
Governor Seay-—-

Gov ernor Seay: If you will ask for the ayes and
noes on it, whether or not it is the sense of the Con-~
ference that a double endorsement stamp is approved
and would serve a good purpose, I think that is all
that is necessary.

The Chairman: Governor Seay moves, and it is
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seconded by Governor Rhoads, that it is the sense of the
Conference that the use of the double endorsement stamp
is desirable. Is there any further discussion?

(The motion was carried, Governors McCord,
FPancher, Wold and Kains voting no, )}
The Cheirman: If I were voting, I should vote no.
Governor Seay: For ourselves, we trust that the

banks who are willing to use it, will put it in force

with us; and we should be greatly obliged if all the

Federal reserve banks would use it.

(v) Currency shipments.

The Chairman: We will take up (v), Currency ship-
ments . Governor Seay .

Governor Seay: Since that topic was proposed, Mr.
Chairman, I haw come to the conclusion that it is
hardly worthy of discussion here, and if I had waited I
should not have proposed it.

The currency shipments have increased very much as
the result of the new collection system, and to such an
extent that we haw hed to employ ancother tetlar. We
have found that a great mumber of banks ship us currency
and make no adequate attempt to provide in other ways
for the checks that we send them. Of course, we took
up the subject with them and we told them what the
spirit and the purpose and the letter of the law were
on that subject, and the only thing we can do, finally,

is to explain the matter to them 2nd leave it to their good
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The Chairman: Governor Seay, in our bank we have

suspected that that privilege was being abused, but after

some discussion we decided for the present that we would

let the matter go.

Goavernor Kains: And paythe cost.

The Chairman: And pay the cost, A great many of
our shipments are coming from the banks in northern New
Englend, and at this season of the year they are very long
on currency because of the fact that there are summer re~
serts up there and there is a very lerge business done in
cash, Before we took the matter up with those banks we
decided we would wait and go through a winter and find
out what the normal experience was.

Governor Kains: Our experience has been that member
banks getting checks from us ha&e gent us currency when
they have not been doing any business with us, So I re=-
fused to handle it and ccharged it back,

Governor Seay: Ve have come to dispute with some
banks which said that they could not with ceonvenience
send us currency, that they were shipping currency to
other correspondents and at the same time they were sending
seme items to us. in such cases, as I haw said, we were
compelled to leave it to their good faith, after explain-
ing it, and that is where I think we will have to leave it
with 2ll of them.

The Chairman: The situation, as I see it, is that

a number of our banks are sending checks t their cut of
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town correspondents for their credit and are sendirg cur-
rency to us. Undoubtedly the privilege is being abused;
but it seems to us as a matter of policy better to let
it go for the present until this summer season was over,
when the banks that are abusing it will be short of funds,

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

The Chailrman: Mr. Howe, do you remember what the

estimate was that we made of the express charges for cur-

rency?

Mr. Howe: About a thousand dollars a month.

Governor Wold: In express charges?

The Chairman: Yes.

Governor Wold: I think it would be interesting if

one of the Governors would state what it has cost him.

The Chairman: At this time?

Governor‘Wold: Yes sir. It will not take long.

Governor Fancher: I have not any exact figures, but
our charges have been very small. We had a few banks
who started out to ship currency in by express, and we
would stand the charges. We simply credited the amdunt,
less the charges, and referred them to our circular, OQur
receipts for thirty days have been a little less than
$100,000. The total amount of charges, I think, was some-
thing less than $20.

Governor Wold: We haw no currency shipped to us

at our expense. We have paid the express charges only in
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cese there were not sufficient items to send. Then il
they were ‘short, they could ship currency at our expense .

Governor McCord: We have had some small shipments,
from state banks principally.

The Chairman: Heve you any idea how much they would
average a day?

Geoernor McCord: No; I did not think to provide
myself with those statistics. It is nominal, and we have
an insurance policy of 10 cents a thousand anywhere in
that district, We furnish a book of adviee and have
speclal arrangements whereby that advice is received in
New York and we are covered,

Governor McDougal: In Chicago we have followed the
same procedure o not standing express charges in any
case exceplt where a bank has been unable to take care of
the situation by sending in Chicago exchange or items;
and for a thirty day period, on express charges that we
paid at our end we charged back %80, and we absorbed
$46,

Gov ernor Treman: I have no record here, but we have
been running 60 or 75, and one or two days 85 or 90 thous-—
and currency.

The Chairman: How much would you average?

Governor Treman: The cost?

The Chairman: No; the average amount.

-

Governor Treman: I think it has been greatly in-
creasing; at least it had up to the time-~~ I have not

seen this week's figures,
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Mr. Hendricks: About $500,000 a week.

Governor Rhoads: We are gqulte sure there are two
or three banks that are not playing fair with us, but I
think we can pump their currency dry pretty soon. They
have other places, like Atlantic City, where they hawe
been overburdefied Witﬁ cash, especiall§ at this time of
the yeear, and there are certain railreoad end coal towns
where the pay is twice a month in cash and they have to
geti vid of ~ 3t I do not think the thing will be abused
very long.

Governor Hoxon: We have made no extracts from our
books in regard to it. We just tell them they can send
us exchange that is acceptible to us, or give us cur-
rency at our expense. From the 1lst of July to the 31st
we paid $16.88., We get not more than a thousamd dollar s
a day, if that, We have had practicall& nb money shipped

in to us, Mr. Aiken.

Governor Seay: Ep to the first of the month we didﬁ.

not have so much shipped in to us. We had quite a con-~
siderable amount that was shipped, and we charged thé
exchange back to the banks, and in some cases we had no
dlspute. But a dispute did arise in certain cases, .and
we settled it as I have juét explained. Since the first
of the month the shipments haw increased very much, and
our teller's cage is a very active department. I had

§i ntaa A B n s e A s B Hhnie Whea R Bk hres
provision in the circulars, notably Kansas City, and I

was very anxious to hear the experience of the different




banks in that regard,

Governor Kains: Our cost in thet direction has

been inconsiderable. I do nat know the exact figures,
but.it must be two or three hundred dollars, end we have
dec¢lined to pay if the member bank “oes not do business
with us.

Governor Miller: We pay little or no express charges
up to this time, bul this is the season of the year
when our money is needed at home.

The Chairmen: It hes proved the cther way?

Governor Miller: It has moved the other way.
ably we have not paid %10 express charges;

I would like to ask how much in volume of money you
get for your thousand dollars a month?

The Chairman: Fe have not been receiving more than
about {85,000 a dey on the average. I think that charge
of $1,000 is estimated. I do not quite agree with the
cashier eand Mr. Bullen in their estimates. I think they
are pretty high, I think they were liberal in making
up our estimate of the cost of operstion of the ceollection
department. They were very generous in their estimates,
but I figure it would cost us ébout %600 a month.

Gor ernor Miller: 520 a day.

The Chairmen? We have been confronted with a situa-
tion that has begen rather different from that of the other
districts, because the Boston Clearing house in their

ope ration of their foreign depertiment permitted banks to
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remit fe their checks apd ‘rew exchange, Beston or New
York, or in currency at the expense of the clearing house.
So that all of the banks, particularly those in the
nerthern part of the district and on the seashore, have
been in the habit of remitting large amounts of currency
in the summer, and we could not bring that down in the
initial stages of our operations with that department.

Governor Wold: I would like to inguire if they ship
the currency in round amounts, or just sufficient to cover
remittances received from you?

The Chairman: The cashier can tell yocu better than

Mr. Howe: In round amounts.

Governor Wold: fou might accumulate balances in
fthat way.

Mr. Bullen: I might say for Governor Wold's infor-
mation that we checked over practically all the accounts
and we found where they had been remitting round amounts
that the total cash remittances amd the total checks sent
them came out very nearly the same amount, or within a few

hundred dollers, in all cases.

Governor Wald: Are these banks sending you any items

at all?
The Chairman: Most of them are not, Governor Wold .
Governor Seay: In some cases we have discevered
that the banks were sending us this money and checking
on us at the same time, and we felt no compunction in

putting the express charges to the ieblt of their ac-
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accounts, and we did that.

Governor Miller: Do the banks that are remitting
to you from these summer resorts send you lawful money?

The Chairman: No; they send us any_kinﬂ of money.
We have always taken national bank notes.

Governor Miller: You are carrying out the Boston
system?

The Cheirman: Yes; from the beginning we haw re-
ceived from member banks national bank notes.

Governor Miller: S0 do we, but our circulars on
this particular question say lawful money.

The Chairman: Our circular stated that, but we
take anything.

Governor Seay, what suggestions have you as to &
method of disposing of this item?

Governor Seal: I have no resoclution to offer in

respect to it, Mr. Chairman.

(y) No protest items.
The Chairman: We will take up item (y), no pro-

test items, Governor McDougal,

Goaernor McDougal: That topic arose from a request

from representatives of the American Bankers' association
that, with a view to securing uniformity, we give

® nsideration to the matter of making (320 and over the
determim tion of whether checks are to be protested,

or whether 1t should be ten dollars, under our arrange-

ments.
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I have no suggestion to offer, except to transfer it
to the conference.

Tiie Chairman: Is there any discussion as to the
limit which we should set as to the amount of checks to
be considered---

Governor Wold: I suggest that we have already set-
tled it,

Governor McDougel: Qur limit was fixed at ten dol-

lars. The American Bankers' Association limit is twenty

dellars; ¢nd the object sought being uniformity, their

thaught being that we might be willing to come up to
their limit,

Governor Wold: I think if we say a ten dollar
1imit it would avoid the returning of a great many items.
I think it would be very inadvisable to make any change.
We are uniform, and we are going to handle checks.

The Chairman: I would like to get some action or
some motion on the record.

My feeling is it is a great restraint on the promis-
cuous drawing of checks on non=-existing balances.

I understand that you move that no change ke made?

Governor Wold: I move that no change be made, and
that the practice set by the transiti menagers and followed
by the banks up to this time be continued,.

Governor Treman: I secord the motion.

(There was no discussion and the motion was

duly carried.)
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Governor lcCord: Would it not be well to communicate
that to the American Bankers' Association, in order that
they mey get together with ns?

Governor McDougal: I think it would be a nice merk
of attention to the A, B. A. representative who has been
in correspondence by wire, at least, with Mr. McKay, and
by letter, I believe, too, to 1§t him know that the mat-
ter has been considered at this meeting, and communicate
the action of the torf erence.

The Chairman: Governor MéCord, do I understand that

you move that the Secretary be requested to communicate

with the réepreséntatives of the American Bankers'! Associlaw

tion end advise them of the fact that the matter has had
eansideration and the C onference is of the opinion that
the 1limit should not be increased, giving them a state-
ment of the reasons,

Governer McCord: Upon Mr. McDougal's statement I
think it would be.-well to let it go through the same
channel.

The Chairman: As a matter of form, should not such
a comnunication come from the Secretary of the Confer-
ence,

Governor McCord: Yes; that is right.

Governor McDougal: I think the proper procedure
would be to have the Secretary notify Mr. Thralls -of the
sction taken, &nd then Mr. McKay, who has been in corres-

pondence, can do &8s he sees fit.
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The Chairman: Do you second Governor McCord's motion,
Mr. McDougal?

Governor McDougal: I do,

(The motion was duly carried.)
(z) Should two aco unts be maintained between
Federal reserve banks,
(Mry McCord,)

The Chairman: We will take up topic (z), should two
acounts be maintained between Federal reserve banks.

Governor McCord: That is accorded to me, but I think
Governor Seay was the originator of the subject. Governor
Seay, will you lead off on that?

Governor Seay: I did offer the subject, Mr. Chairman,
We wrat e to the various Federal reserve banks and sent
them a meémorandum prepared by our auditing department,
calling attention to the fact that confusion was constantly
arising In making entries in the different acounts of
the Federal reserve banks. We have, as I believe, an
auditor who is as capable as any man in the profession,
and we 2lso have another official of our bank who was a
chartered public accountant, and they agree that it is
very difflecult for them to determine which aceunt

many of these entries should go to. If it is

~

difficult for them to determine, how much more &ifficult

1s it far the department which handled these items to
determine. Of course, as between Federal reserve banks

it is not difficult for their auditing departments to
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reconcile and straighten out matters. But as things
nov are with the gold settlement fund, we think transactions
between us would be facilitated if we had only ore account.

We believe that the funds of every Federal reserve
bank can be wholly within their own control, although some
of the Federal reserve banks do not think so. Our judg-
ment is that it would facilitete our work, would lessen it
if one accoumt only was used between the Federal reserve
banks.

The Chairman: That i8 4 métter of considerable im=~
pertance, and I should like to have a free discussion.

Governor Wold: I submitted this metter to our aydi-
tor and he prepared a little memorandum which I would
just as soon give to the stenographer and have him put
into the proceedings unless you wish to hear it read.

The Chairman: Will you read it?

Governor Weld: (Reading:)

"Should two acounts be maintained between
Federal reserve banks?

"Yes, for the present at least.

"One bank would have to send a statement for reconcil-

ing purposes and the other bank would be required to send
advices, whereas the daily statement does away with con-
sideradble advising at present.

"The idea that 'time deferred' can be estimated so
closely as to make 'due to' and 'due from' accounts offset
will not work out. Too meny things may happen to mail

in transit, as well as within the banks themselves,
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Tgpecially is this true of items handled by other banks

for acount of a Federal reserve bank,

"In the sase of drafts issued by one Federal reserve

bank against & credit balance with another Federal reserve
bank, how is the issuing benk to know how long the drafts
will remain outstanding, or how will the paying bank

know that drafts are issued without a special advice. It
would be necessary Tor the paying bank to withhold the
amount advised, otherwise both banks might wire in a
credit,

"While it might do away with some indecision as to
which account an entry belonged,in, the single ac® unt
from volume of entries alone would be cumbersome, With
as meny as fifty credits a day in some of the accounts we
prefer to keep these entries apart from our own,

"The system of double accounts in voge with commer-
cial banks for interest purposes and to inflate balances
cannot be used as an argument ageinst double accounts
between Federal reserve banks.

"Any desired information can be more readily obtain-
ed from an account in which the entries of any one Federal
reserve bank are segregated than from a consolidated
account.

"Finally, the adjustment o oxceptions would likely
lead to correspondence with Washington, which we prefer te
avoid,"

Gaernor Seay: Mr. Chairmen, I would like to say that
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my own opinion is that this is a matter which is more
properly to be discussed and threshed out by the auditor,
and it is not my purpose te argue it here. I do not sup-
pose there are any bodies of men Who differ more among them-
selves than auditors do end expert accountants, They are
like the doctors; they have their varying opinions. 2
am sure that our auditeor can answer gvery one of the ob-
jections givem by your auditor. I am prepared here with
a great many comments, but I do not propose ta burden this
conference. I do not know that the subject need be pur-
sued in detail, because we have our auditors to solve these
questions, and periodically we have meetings of our sudi-
tors.

Governcr McDougal: I do not think it is a matter
for the auditors to solve. I think it is & matter of bank-
ing; and if I um erstand your statement correctly, one rea-
son you advance is the desirability of maintaining control
of your balences.

Governer McCord: No; I said that that was ore of -
the arguments advanced by some of the banks, notably by
vour bank, as I umerstand, Mr. McKay.

The Chairman: I think it is a very important mat-

Governor Seay: We do not see haw you can lose con-

trol of it in one escoount, considering the activities that

now prevail between the Federal reserve banks,

Governor lMcDougal: But you see haw we can paintain




control by operating two accounts, 4o you not?
Governor Seay: I can see how you can, but if I
could also see haw you could accomplish the same result
in a more convenient way, I would be in favor of that!
Governor MeDougal: Yes, if that could be adie.
Governor NMcDord: My auditor shys that he agrees
thoroughly with the idea of consolidating the aco unts into
one. There is no doubt that it would simplify the hand-
ling of the Federal reserve bank accounts very materially
and facilitate the work not only of the transit and audit-
ing departments, but elso the bookkeeping department.
Ag long as double accounts are continued, evenmuwith the

greatest care, errors can always ke made. In case the

single acoount system is adopted I would think it advis-

able for all banks to send each other daily statements.

Governor licKey: Governor Aiken, I wrote something
on this subject that I would like to read, if the meet-
ing would care to hear it, It is in answer to a memorandum
that Governor Seay has sent me, by his auditor:

"Thie it is true that there has been some confusio n
in making entries for trénsfers of funds, this confusion
has been caused by the lack of unde ggtanding of the opera-
tion of the double accounts. As an illustration, let us
consider the two accounts carried bitween your bank and
ours. Any transaction which originates in Chicago or is
initiated by a member bank of this district should go into

our account with you, -~ that is, our credit balance on
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your books , This would apply to direct transactions
you might have with your member banks, Items sent by them
to you for credit would go into our account with you.
Transfers of funds requested by us would go into our ac-
count with you. Items sent by them to you for dredit
would go into our account with you. Transfers of funds
requested by us would be charged to our account with you,
For transactions originating in your district, the entries
would be made In wur saceunt with us, If one of your
member banks desired to transfer funds to one of our mem ber
banks, upon receiving your request we would charge your
account with us #nd credit the member bank. That 1is,
the funds would come out of the balance which you had
¢reated here, I consider themaintenance of double ac-
counts necessary for the following reasons,

"L, That e may have control of the funds which
we have in the other Federal reserve banks,

b - 18 To avoid confusion in the reconcilement of the
accounts.

"3, To enable us to know definitely at all times

how we stand before settlement through the Gold Settlement

Fund.

i 3t To enable us to properly -condutt our exchange
transactions.

"5. To prevent one PFederal reserve bank from being
obliged to advance funds to ancther,

%5 They are necessary to enable proper settlements
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to be made through the Gold Settlement Fund and such set-
tlements are made from the advice of the Féderal reserve
bank which receives and collects the items and cannot pre-
perly be made by the bank which sends the items. Checks
should not be settled for until payment has been received
by the Federal Reserve Bank to which they are sent.

"The twelve Federal reserve banks are Separate insti-
tutions and under the Federal reserve act prvision is made
so that one bank may advance fmnds to another through re-

discounting. It is conceivable that one Federal reserve
bank might draw on the others when it is short of funds
and have a continuous overdraft, and thus obtaln funds
without being obliged to rediscount.

"The practice of keeping double acmunts or contra-
accounts, as they are called in Eurcpe, is cne of long
standing and the need for it has developed in countries
noted for sound banking practice. I am speaking f{rom
personal knowledge of the foreign exchange departments of
the Chicago banks where contra accounts are meintained

with European correspondents and further the contra acconts

with Ceanadian banks maintained in the institution with

which I was formerly connected were under my supervision.

"I may say that in regard to the large fluctuations
in our daily statements, caused by the 'due to' and 'due
from' Federal reserve bank acccunts, this could be reduced
if more frequent settlements were made through the gold

settlement fund, if it is considered necessary. It is
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urderstood, of course,that any Federal reserve bank may
call for settlement from another Federal reserve bank at
any time should the amount involved become large enough to
warrant it."

Governor Seay: Every one of these reasons sounds

conclusive, and yet Ihave a detailed answer here to every

. one of them, prepered in our auditing department. And

as to the foreign custom, our suditor, who was a Canadian
himself, says, I think, the Boston Branch of the Canadian
bank 8111l keeps but one account with London and another
with Paris: So I am sure that we could prolong this dis-
cussion, but it is not my purpose to do that.

Governor Kains: As far as we are concerned, we
would like to recommend the discontinusnce of carrying
current accunts between Federal Reserve Banks and settling
balances periodically through the gold settlement fund,
and do away with all 'these accounts. All interdistrict
transactions should be direct with goid settlement fund
for account of the Federal reserve bank concerned. The
plan will eliminate necessity for carrying funds on de-
posit with other Federal reserve banks snd make each debit
or credit for acocount of another Pederal reserw bank cor-
rectly show a shift in location of reserves instead of,
as at present, a decrease or increase in net deposits,

I think we will have to come to that sooner or leter,

but I do not know that this is the proper time to talk

about it. I agree with Governor Wold that we had better

go slowly; but I think we will have to come to that.
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(Informal discussion took place which the
stenographer was directed nat to report.)

The Chairman: Speaking for myself, I frankly admit
that I am not an auditor ner an expert accountant, and
while I do not spend much time on the bonks I like to be
in a position where I can go to the books and get an in-
telligent knowledge of what is going on; and I aa it that
I ¢annot do that under this system of single account. It
geems to me it is a much more complicated method of ac-
¢ounting, and in the present stage of development and
ectivity the present method of controlling accounts is
much safer and more satisractory. Mr. Bullen, the aufi-
tor, may not agree with me at alllin that, but that is my

fesling. I do net think it is entirely a matter for the

~auditors of the banks to settle. Tothink “that it 49

largely'a matter for thee xecutive officers of the banks

to settle. Auditors, scmeone has said, are like special-
ists in medicine. They become obsess&dwith the refine-
ments of their specialty, and it seems to me this is a mat-
ter of practicael accounting snd accounting in which we, as

chief executive cfficers of these banks, have a certain

responsibility, I personelly would like 10 see some reso-

lution on the subject, I confess I would like to have
it favorable to my polint of view,

Governor Scay: I can read you & letter here received
from the chief of the s atistical bureu in Washington;--

just an excerpt from it:
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"So far ag my own division is concerned it is imma-
terial whether the banks show gross or net figures; but
Mr. Gibney seems to think that any changes in these ac-

counts should be deferred until the daily settlements

through the gold settlement fund are adopted."

The Chairman: Is there any further discussion of
tepic (z)% Does anyone wish to offer a resolution bear-
ing on this matter?

(At this point Governor Harding and Mr. Delano
entered the conference room, )

If there is nothing else in connection with (z)

we will pask it.

Governor Harding and Mr,. Reland having ¢come in, we
will take up some of the more important questions that are
left. We will go back to section (t).

(t) Transfers between Federal reserve
banks.,

Mr. Bullen, I would like to ask you to report on the
transaction that you and I discussed in this connection,
in which you made a memcrandum, I believe. It is a
guestion that was raised by Mr. Hendricks and soamebody
else with regard to what constituted a telegraphic trans-
ter,

Mr. Bullen: We have been requested several times
byone of our local member banks to receive a deposit of
Boston funds for the credit of another Feceral reserve

bank for use of one of their members. The supposition
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in this case is that the bank for whose use the funds are
deposited had arranged with its own Federal regerve bank
for the conversdon of the Boston funds to its own city.
The federal reserve bank in question ecbjected to this prac-
tice, ¢laiming “Wwe; hadno right to receive the deposits

without their consent.

The Chairman: This wes between the Chicago Federal

reserve bank end ourselves?

Mr. Bullen: YeB 8ly i, As they take that stand, I
really think we ought to confer with them because they
belie v we have no right to receive funds for them and
place our credit in this way. But our Boston bank showed
us correspondence with the Chicago bank which seemed to
bear out their side of the story that everything had been
arrenged and a disposit of Boston funds was acceptable.

The Chairman: As I understand that particular trans-
action, the deposit was made with us on the arder of a
Chicago bank by the First National Bank in Boston?

Mr. Bullen: Yes sir.

Tre Chairman: And the funds were immediately made
available for that Chicago bank by the Federal reserve
bank of Chicago?

Mr, Bullen: It wes not so ordered by the bank
that deposited the funds, but tle Chicage bank took it to
be so.

Mr. McKay: Our understanding with the Chicago bank

was that the Boston bank was to make this transfer to
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Chicago for them. Ve had the same situation exsctly
with the same bank in connectlon with Philadelphia.
" Mr. Hardt: It was day after day with us.

Mr., McKay: Suppese the bank down there had not
put them through promptly encugh, but it turns out: the
transfer was not to ® made by the Philadelphia bank or
by the Boston Benk at all. They did not zgree to make
any such. They simply deposited the funds to our credit
in the Philadelphia and Bnston banks. The bank at our
end of the line was using that means to deposit Philadel-
phia exchange thet wes selling et a discount in Chicago.

Mr. Attehery: I might mention a case that has come
up between Kansas City =nd ourselves, One of the banks
in St., Joseph, as I understand, wired their St. Louis
correspondent to deposit funds with us for the credit of
Kansas City for their use. We were not asked to edvise
them by wire; the deposit wes simply made with us. The

bank said, "Here is {25,000 for the use of the bank in St.

Joe " Ve got advices the very next day indicating that

they had credited St. Joe, on the strength of the tele-
phone message that this transfer was being made. e have
never taken it up with them, Weheve been handling them
so far only every few days,
Governcr Vold: %Whet i1s the objection on the part
of the Boston bank to the trensaction?
he Chairman: As to whether or not we were entitled

to telegraphic transfer charge.
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Mr.Hardt: We have had ag high as three of those a
day for thet particular National City Bank of Chicago, be-
tween fifty and a hundred thousand dollars, and we never
considered any tele:raphic charge in the matter; we never
had anything to do with it.

The Chairman: Is that deposit immediately available
with you, Mpr. McKay?

Mr: McKay: It is deposited in Philaded phia, and
the Philadelphia Federal Reserve Bank wired that this
amount was deposited for the credit of this bank in Chi-
cago, and we supposed that the Philadelphia member bank was
transferring those funds to Chicago. But the facts are
that the Philadelphia bank did not agree to do that at

8ll; it simply deposited in Philadelphie, and we were the

mes to make the transfer, and the Chicago bank did not

have to pay anything; neither did the Philadelphia bank.
We did not knav the real facts of the case until I got to
Eoston the other day.

Governor Seay: = Is that a burden, to do that for
your member bank?

Mr. McEay: They were getting the money two days
in advance.

(Informel Aiscussion followed which the steno-

grapher was directed not to report.)

The Chairman: Mr, Hendricks, I believe, has 1deas
én the subject,

Mr. Hendricks: We had this situation arise many




itized for FRASER
bs://fraser.stlouisfed.org

321
times, and we have reached the point now where we do not
recognize a transfer when we see it, A bank in New York
comes in with a check for (300,000 aﬁd they say, l‘Deposit
this to the credit of another Feder&l reserve bank by order
of a member bank." They c¢laim that is not a transfer,
thet they are merely making a deposit that they want us
to advise by wire is deposited to the credit of another
Federal reserye bank. This comes in on Wednesday morn-
ing, we will say, and on Wednesday night they t ransfer it.

I cannot see for the life of me why that is not a telegra-

phic transfer. They just use the langueage “by rder of¥

so0 they cannot call it a transfer,. If they use the lan-
guage "We deposit this for the credit of the FPirst National
Bank", or for the credit of someone else, that is s trans-
fer. But they say, "By order of" just to beat the devil
about the bush.

Governor Seay: The Richmond bank‘telegraphs to
its New York correspondent, "Please deposit in the Federal:
Reserve Bank of New York {200,000 to the credit: of the

Federal reserve bank of Richmond." You do that, de
you not?

Mr. Hendricks: Yes.

Governor Seay: And yet, if youwere requested to
advise the Richmond bank that you have done so, you would
charge for 1t7

Mr. Hendricks: That is a transfer,

Governor Seay: I do not think it should be done.
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Mr, Hendricls : That would be an actual transfer;
that is all.

Governor Seay:  You have done nothing. Suppose
the New York bank had an excess balance with you which
was subject to its control entirely.

The Chairmah: Is not the whole essence of the
thing when it is available to the bank in Richmond?

Governor Seay: Yes; but what difference does it

male to the Federal reserve bank of New York? It has done_

nothing and has lost nothing; it is performing a service
for its member bank---
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