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PROCEEDINGS OF A CONFERENCE OF THE FEDERAL RTSTRVT ROARD
with the

GOVERNORS OF THF FEDERAL RESTRVE BAVKS

Washington, D.C.,

Wednesday, November 19,1919,

Proceedings of a conference of the Federal Reserve
Board with the Governors of the Several Federal Reserve

Banks held in the Assembly Room of the Federal Reserve

Board, in the Metropolitern Bank Building, Tashington, D.C.,

On Vednesday, Thursday and Friday, Wovember 19, 20 .and 21,
1919.
Present:

Hon. W. P. G, Harding, Governor of the Federal
Reserve Board,

Hon. Albert Strauss, Vice Governor of the %ed-
eral Reserve Board,

Hon. Adolph C, Miller, Menber of the Federal
Reserve Board,

Hon. Cherles 8. Hamlin, Member of the Federal

Reserve Board,
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Hon. Henry A. Moehlenpeh, Member of the Pederal
Reserve Board;

Hon. John Skelton ™illiams, Comptroller of the Cur-
rency, e€x-officio member of the Federal Reserve Board; ang

Charles A. Morssg, Governor Federal Reserve Bank of
Boston;

Benj. Strong, jr., Covernor Federal Rescrve Beonk
of Mew Yorlk;

Pagssmore, Governor Fedcral Rescrve Bonk of

Fancher, Governor Federal Reserve Bank of
Cleveland;
George J. Seay, Governor Federal Reserve Bank of
Richmond;
Peple, Deputy Covernor Federal Reserve Benk
of Richmond;
M. B. Tellborn, Governor Federal Reserve Benk of
Atlenta;
MeDougel, Governor Federal Reserve Benk o

Chicago;

D. C. Biggs, Governor Federal Reserve Bank of

St Loulas
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R. A. Young, Governor Tedcreol Reserve Bonk of
Minneapolis;

J. 2, Miller, Jr., Governor Pederal Rescrve Bank
of Kansas City;

R. L. Van Zandt, Governor Pederal Rescrve Bank of

J. U. Calkins, Governor Tcderal Recscrve Bank of
Sen Francisco;
. Hozton, Executive Scerctary, Pederal Reserve

Bogrd, Washington, D. €.

PROGEZTDINGS.,

Governor Harding, Gentlcmon, this 1s o very lmportant
meeting and ve have some vital matters to conslider, some of
which, in particular, we would like to discuss with you, and
some of which you vill probsbly prcfer to discuss smong vour-
selves.,

I assume you hove come prepare? to stey until Friday
night, and 1f I am not correct in that I would like to know,
in order that we can change our program cccordingly.

Wle would like very rmch to have 0ll of vou take luncheon

with us tomorrow at the Metropoliten Club, at 1 15 o'clock,
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end ve hope you will moke your crrangements cecordingly,
Me cen talk businesc while we are st luncheon,

V¢ have a 1list of topics here, which I presume vou gll®
have, together with & supplementory list of topics which
were added after the first 1list wes sent out. I will go
over briefly those topics which the board desires to dis-

cuss8 with you and the other matters cen be referred to you

at your omwn meetings. It does not mean, of course, that you

are not to consider these matters thet the Board wlll dis-
cuss with you independently, becousc the Boord wduld like
to get your views and recommendations on &11 of these points,
In order that you mey get full Informetion c¢s to the
views of the voarilous Departments here with which you come in
contact, I will resd first a letter which the Board hos re-
ceives, dated November 5th, from the Secretary of the Trens-
ury, which gives the Treasury's viewpolnt. The letter is
signed by Mr. CGlass, end is as follows:
"pHE SECRETARY OF THE TREASURY
WASHINGTON
November 5, 1919. X-1718,

Dear Governor Harding:

"I hope that the Federal Reserve Board will not al.ow
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the Governors of the Federal Reserve Banks to rely wholly
or too heavily, for the preventlon of the gbuse of the fa~
cilitles of the Federal Reserve System, upon the increase
in rates now established with the approval of the Board, my-

self incluvded.

"The experience of n2ll Turopean countries (sngd Jepan),

including those countries =hich have beecn necutral in the
war and those which have meintoined a high central bank
rate, supports the view that discount rotes will not suf-
fice in these extraordinary times.

"The Reserve Banks' rates should, of course; scientifi-
cally be above the commercial rate and not belor 1it. That
cannot happen until the independent resources of the banks
suffice for the normel requirements of their customers for
commercial, industrial ond Government purposes, Banks
cannot be expected to meet these requirements habitually
at a loss. Thelr dependence upon the Federal Reserve .
System should be seasonal or occasional and not habitual,
Until that condition comes about as & result of the nro-
duction and saving of wealth the tendency will be, as Re-,
serve Bank ratés sre increcsed, for the rates to the Cov-

ernment and rates to the commerclal borrower to be in-
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creased in turn. The world has been for five years consum-
ing or destroying morc than it hos produced. My om be-
lief has been and 1s that with the curtsilment of export de-
mand consequent upon the curtailment of foreilen credits and
with industfial production proceeding full steam chead we
should soon have reached an equilibrium In this country st
least, In the mcantime, however, the lobor situstion has
become 80 acute as gravely to threaten production and the
speculative mania hos developed to such en extent as grevely
to threaten our credit structure,

The conditions under which changes in the Reserve Bonks'
rates of discount would operate effectively do not exist
here today. An increase in the dlscount rate will not re-
sult in the importation, nor curtail the exportation, of

gold to any material amount. It will not result in o cur-

tailment of the importaetion of goods nor in Increasing our

exporte materislly. In the present position of the inter-
netional balances and of the foreign exchange and because
of gold embargoes the Federal Rescrve Benk rates cannot
function internationslly, and will opercte solely upon

the domestic situstion. In that condltion an important

further incresse in Federal Reserve Bank rates might
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have the effect of penalizing and Jlscouraging the borromer
for commercial and industrial purposes, thus curtailing pro-

duction and distribution snd incrensing the shortapge of

godi 8, and consequently the price of them, and thus, in turn,

stimilating speculstion. (An increase in rates (per cent.
per annum) falls very lightly upon the borrower for speculs-
tive purposes, who flpures a very large profit on the turn-
over in a day, & weelz, a month or some other short period.)
It might have also e very grave effect upon the Government's
finances.

In consequence of the war the Government has issued some
©25,000,000,000 of interest bearing securities which are of
prime eligibility., Before the wor, when the Govermment's
debt was only ¢1,000,000,000 and thet all stored away in
strong boxes, the possession of elligible paper was very
strong preumptive evidence of the right of a merber bank
to borrow, Now and for the life of thile great wardebt
the possession of eligible paper will be no evidence at all,

Therefore, I believe it to be of prime importence that
the Federal Reserve Board should insist upon and that the

Governors of the banks should exercise a firm discrimina-

-
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tion in making loans to prevent abuse of the facilitles of
the Federal Reserve System in support of the reckless spec-
ulation in stocks, land, cotton, clothing, foodstuffs and
commoditles generally.

Tle cannot trust to the copybookutexts. Maklng credilt
more expensive will not suffice. There 1s no precedent In
history for the great war which we hove been through nor for
the conditions now existing. The Reserve Bank Governor
mist roise his mind cbove the language of the textbooks and
face the situation which exlsts, He must have courage to

act promptly ond with confidence in hls om integrity to

prevent sbuge of the facilities of the Federal Reserve Svys -

tem by the customers of the Tederal Reserve Banks, however
porerful or influential.

Speculation in stocks on the New York Stock Exchange
15 no more viclous in its effect upon the welfare of the
people and upon our credig structure than speculatlion in
cotton or in land or in commoditles generally. But the
New York Stock Exchsnge 1s the greatest single organized
user of credit for speculative Dpurposes. It 1s the orgor-

ized instrument of o countrywlde speculation. I bellevs

that the practice of financing speculative transactions
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in stocks by loans on call, with deily settlerments, 1s un-

sound ani dangerous to the general welfare, Call money
loaned to0 carry speculative transcctions in stocks 1s only
1iquid when there is no need., The paper is not self-ligui-
dating and, in the case of an emergency, oS, for exarmple,
upon the outbresk of the European war, and throughout the
period of our participation in the war, such loans are in
the mess uncolleetible. The use of Liberty Bonds, Vict-
ory Wotes end Treasury Certificates as collateral for bor-
rovings mode by member banks from the Federal Reserve Banks
for the purpose of carrying speculative transactions in
stocks mokes it the right ss well as the duty of the Ted-
eral Reserve suthorities to see to it that the methods of
financing such tronsactlons are reformed and reformed im-
me diately.

Open end notorious menipulation of stocks has been
taking place quring the period of, say, nine months, since
the removal of the control of the Sub-cormittee on 1oney
of the Liberty Loan Committece. This monipulstion, which
takes the form of putting up the price first of one stock.
and then of snother, no matter what may be the conditicnas

for the purpose of stimulating interest on the part of




the uninitiated public, is, I imoeine, contrary to the law
of the State of New York and the rules of the WNew York Stock
Exchange. In any event, it needs only vigorous sction to

put an end to it. The Federal Reserve Bank of Wew York in

1ts relation to the Sub-committee on Money of the Liberty

Loan Committee, which Committee wes at all times In touch
with the officers of the Stock Exchange, naturally sought
the views of the Treasury by reason of the fact that its
prime duty concerned the sale of Liberty Bonﬂs.‘ 4 control
now put into effect will be primorily for the conservation
of the general credit situction and should therefore be inl-
tiated and superviged, not by the Treasury, but by the
Federal Reserve Board.

I need not say that such steps should be token not only
firmly but with discretion and in such a way as not to In-
volve grevé hardship to individusls or injury to the gen-
eral welfare.

I have written this letter believing that you and the
other mernbers of the Board are in general accord with the
principles and views expressed in Y orvid thEst At -night be
of some assistance to you in dealing with the problem with

the Governors of the Banks to have this written expression
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of the views of one of the menbers of the Boerd whose other
of ficianl Auties prevent hils freguent attendance et your
meetings.

I need scorcely add that thig letter is written in ne
gpirit of ecriticism, The Governors of the Fedcral Reserve
Banks have served thelr country with devotion, courege and
wisdom during the trying period that is past. It would be
difficult for me to glve adequate praolse to the patriotic
spirit of self-sacrifice which has actuated them or adequete
apprecistion to the 8kill and sagecity with which they have
performed their duties. During the war they have naturally
turned for lesdership to the Treasury since its operastions

were the dominating factor in the financlal situstion. It

would, however, be a grect misfortune if, nov that the

Treasury operations are on s diminishing scale, the Covern-
ors of the Federal Reserve Banks ere allovwed to feel that
the problems of the future were for them to solve ench acw
cording to his own best judgment. The need of leadership
is no less great, the need of examining the situstion from
6 broad national and international point of view is no less
imperative. I look to0 see the Federal Reserve Board, not

critically nor aggressively but patiently and persistently,




provide this leadership.
Very truly vyours,
OAPT YR GLLADS,
HOn. UL, G0 "HaRing,
Governor, Federal Reserve Boord."

The Fedéral Reserve Boerd, of course, will assume the
leadership which the law devolves upon it, but In Joing so
1t is going to count upon the close cooperation of the
Governors of the Federsl Reserve Banks. You are the com-
mending generals in the financial fleld and in a sense the
Boar~ here is o general staff, cnd there rust be a thorough
unjerstending cnd spirit of concord and cooperation between
us, Te have hod thot spirit in the past and we confident-

1y expect it in the future. we will endeavor to ald you

in any of your local problems, ond when 1t comes to genernl,

national or international questions ve expect to ask vour
counsel and edvice in order that we cin get the beneflt
of your views as to them and deternmine more particularly
the effect of the policy of the Board upon conditions i1n
your own district.

As you know, the Treasury officials have been adverse

a1l along to 2 roise in rates. ™e know furthermore that
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gome of you, and possibly some of the merbers of the Board,

may hold the view that direct action, pressure, morel sua-
sion, or whatever 1t may bYe colled, in itsclf 1s not suffi-
clent to control the situction. You will remember thet in
September the Treasury rceduced its totel iIndebtedness by
sbout $500,000,000. This 1s very gratifving; and it
would have been fortuncte hed the sleck, as 1t moy be
termed, been tcken up; but unfortunately the eredits vere
Immedictely relessed for general purposes; & good deal went
into speculative oper:stions, and the conditions vhich have
been focing us ever since early in the Sprine continue to
prevail and are becoming more and more scute.

There 1s golng to be another reduction in the flonting
debt of the‘Government in December by about'¢500,000,000
possibly, and I think our first duty here today 1s to con-
s1dur means of effecting a corresponding deflation. Tnls
reduction is to be mede out of btaxes which will be poid on
the 15th of December. There should be o resulting reduct-
ion in bank deposits, and the time 1is most opportune to
make for permenent contraction, by effecting deflation to
that extent. Wle would like to have you consider this very

carefully end give us your frank counsel and advice as to
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how each one of you feels that this deflation con best be
effected. In view of our past experience, 1t would be not
only & very unfortunate thing, but we would all be most
culpable if we permitted this opportunity to get away from

us and permit $500,000,000 to be turned loogse Into the general
market to crecte further expension.

The Treasury hes been very odverse, 8s I said before, to
on increase in the bonk rate, and Mr. Glass stresses the
importance of intensely studying the condltions In each of
the Federal Reserve Banks and the necessity of a restrain-

ing influence to be exerted by the Covernors of the bsnks on

heavy borrowings. Asdistant Secrctary of the Treasury

Leffingwell, in remarks mode d4ay before yesterday to Federal
Advisory Council, stated that the present flooting indebt-
cdness of the Government, as representcd by certificotes,
was sbout $3,400,000,000, of which gbout ¢2,400,000,000 was
going to fall due in a very short time, He sald that 1f
rates could be mointained as they are now unt 11 about the
middle of January he would have perfected his plans and
would have pﬁt the Tregcsury fincnces on & more permanent
bagis; that then for a period of many months the Treasury

would be entirely out of the market and Treasury condi-
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tions would no longer be foctors for the Federal Reserve
Banks to consider, and the banks could cdjust thelr rates

according to commercial requirements.

The Federsl Advisory Council when it met here, I am told,

for the first five or six hours of the session, felt that
1% should recormend a drastic incrcase in rotes, possibly
not within a day or two, but certainly before the middle of
December, the idea being thet an increase in rates was the
most effective way to check any further expansion end to take
up the slack and hold s Mr. Lef”inevell maode a stotement
more elﬁborate than the brief outline that I have rlven you,
and 1t seems to have produccd & profound impression upon
the merbers of the Council, so that yesterday, when they
reported to the Bosrd, they made the following reccommenda-
tion.

Topic No. 1. Policy in regard to the discount raote to
the Pederal Reserve Banks for the remainder of the year 1919.

Recommendotion:

nrt is dealrakle thot the expansion of credit

through the discount fod 1itics of the Federal Reserve
Banks should be held In check. The Councll thcrefore op-

proves the recent advance of rates mede by the Federal
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Reserve Banks, The Federal Reserve Banks should be in-
structed by the Federal Reserve Board to usc 2ll thelr in-
fluence and suthority to prevent an excessive use of crede-

its by member benks,

Increases in the discount rates would, In the

opinion of the Council, tend to correct the present sltue-
tion, but as such sction might seriously offect present
Government bond values and the successful refunding of the
outstanding certificates of indebtedness, end as the Trease
ury officials sre firmly of the opinion that ot an early
date the needs of the Treasury will ceasc to Ye an import-
ant factor in the money market, the Councll recommends that
no further change be made in discount rates at pregent "
The Federol Reserve Act 1s very clear and explielt in
the matter of 3discount ratcs., It provides thet the Direct-
ors of a Federal Reserve Bank may establish discount rates
subject to the review and determination of the Federal Re-
serve Board. T do not want to be understood as trying to
say to you what you rust recommend to your Directors. I
think on the contrary it is your duty to recommend to your
directors such policy as you think the situstion in your

district, as co-related to the whole gituation, reouires.




If your directors decide to follow your recommendations and

to establish discount rotes in accordance therewith, they are
clearly within their rights, but we went to ask, in case you
ghould recommend any advance in discount rates, regardless

of the Tressury situation and of the attitude of the Treasury
officials, and desplite the attltude of the Federsl Sdvisory
Council, that you do it guietly with your orm Boerd of Di-
rectors, that you avoid as far as possible any public discus-
gsion, because rumors and general surmlge on the street scs to
whet the policy of the Federal Reserve Bank is going to be

as to discount rates does not do any good, end if rumors are
circulated and no action follows, 1t brings the svstém more
or less into contempt, and the gencral effect is bad. 5
hope, therefore, thaot these discussions will be strictly sub
rosa in your own Board mecetings, and that whatever rates my
be established, subject to review and determinetion of the
Boerd, will be established as of 2 date sufficlently far in
the future, say o week or ten doys, €8 to glve aﬁplo notice
to the Board of what you went done and opportunity glven

us to dlscuss the proposed rates with you and among ourselves,
in order that there may be no hasty action taken by the

Board one way or the other.
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The first toplc is "Reserves. (a)." The Federal Re
serve Board 1s authorized to reclas~ify existing rescrve

and central reserve cities. Should this power be exercised,

ond, 1f so, how? Should Congress be asked to amend Section

19 so as to require uniform reserves throughout the country,
diffcrentials, to be baged on the various classes of de~
posits?

Of course we all know that the terms "Reserve City"
and "Central Reserve City" in their former sense are now
obsolete. The reserve cities now are the citles which have
Federnal Reserve Banks and branches of Federal Rescrve Banks.
No balances carried by ¢ national bank con count any longer
ag reserve for another nstional bank. There &re undoubt-
edly some discrepancies that should be rectified sooner or
later. For instance, complaint has been mode by clearing
house benks in St.Louis that thelr desipnation as a central
reserve city should be revoked. They claim it 1s unjust
to require them to carry 13 per cent upon their demand
jeposits, while the benks of Philadelphia znd Boston and
Clevelend ore required to carry only 10 per cent. Smaller
places, such as Taco, Texas, and Tacome, “ashington, have

claimed that they no longer get any benefit from being
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reserve cities; that they are smll toms, ond that their

reserves ought to be put on the country bank basis of 7 per

cent instead of 10 per cent.
The Board has considered, both with this body and with

the Pedersl Advisory Council on previous occasions, this

gquestion, and hes asked for advice as to lcgisletion. "hile

we have pover to change the classification of citles, we
heve not the powcr to reclassify the roscrves accordina to
the character of the deposits. The suggestion has been

mode that as we have uniform regulrements in all cities as
to time deposits, of 3 per cent, that we might have a uni-
form requirement as to the demand deposits of individuals,
firms, and corporations, and ndopt another schedule, 1f au-
thorized by Congress, aos to reserves to be carried on ag—
counts due to other banks, The Council has sdvised gs, and
the Boerd is inclined to concur in the view cxpressed, that
whatever mey be done in the future, the problems of the
present are sufficiently greve and intricate to require our
Aundivided attention and that it would be inopportune to
take any action at the present time. ve mould like very
much Lo have the Governors cons ider the proposition and glve

us thelr view as to whether we should attempt to get eny
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legislation at the present time or whether this whole metter
should go over untll o more favorable time for 1ts dlsposl-
tion.
Item (b) under Toplc 1 is:
"Ts therc a demand for the payment of Interest on

: '
reserve deposits, end should such a policy be considered?”

Unless some memper of the Federal scrve Board objects,

I would suggest thot thls matter go over for your privete
consideration and report later. I might sa§ for my col-
leagues on the Board that I have not had time to odvise with
them in detail as to these things and ony sugecstions that
I moke arc of course subject to thelr ddgcussion. If any of
them differ, they will pleacse say 80.

The next question 1s,

Should the Federal RoSeErve Banks exert any influ-
ence upon the policy of member banks as to rote of interest
allowed on deposits?

This question might go over for discussion by the Gov-
ernors.
The next 1s,
ghould efforts be made to induce member mabks to

3 g 1 , rtifl-
continue the process of sorting &n° depositing gold cer
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cates in Federal Rescrve Banks?

I think that might go over with the obscrvation that it

seems just as Important as ever, in view of the fact that

our gold reserves are the basis of our credit operations,
vhich may take an entirely new scope as our forelgn treade
develops. It seems to the Board that it is Jjust as importe
ant as ever that the gold holdings of the country be con-
centrated with the Federal Rescrve Banks.

. -Btrauss, Will you not say a word sbout silver as
well, vhile you are on that subject?

Governor Herdlng. I am sure tho Governors of the Banks
know that silver 1s 1liable at any moment to reach a point
where the market value willl exceed 1its colnage value and
thet it 1s liable to be sustained there, with the result
thet silver dollars will dissppear. If silver goes to
41,38, 1t would mean that our subsidisry coinage would go
also. T understend thot the Tressury is consiéering.
means of protecting the situatlon. e have, think,
about $68,000,000 of free silver in the Treasury which can
be sold éo the Director of the Mint for conversion into

subsidiery coins it 1f should be required.

The next question is, should the Federal Reserve Banks




continue to absorb the abresion loss on gold coins?
Thet 1s a metter which the Governors can consider among
themselves.

Ve next come to the matter of transit operestions. That

is a2 Question which we may dlscuss very briecfly here and

then refer to you for more detailed consideration.

I want to say in this connsction that complaint has been
made on several occasions, by smll national banks and by
State banks, which have becomec members, that they sre Ais-
satlsfied with the present situstion in that, they claim;
in the clearing housec citics no discrimination is made in
favor of a check which cen be colleceted at par through a
Federal Reserve Benk.

Theére 1s a clause in Sectlion 16 which the counsel of
the Board hos construed as meaning that the Federcl Reserve
Board shall, by rule--it seems to be compulsory--fix the
charges which may be imposed by merber banks upon checks
deposited with them which ere, in turn, collected through
the Federal Reserve Bank. The Boar¢ hos never attempted to
fixz such charges; it has preferred to have those things
work out In o naturel, orderly way and as free from com-

pulsion as possible; but I think the Board 1s prepared,
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in case of necessity, to fix the charge.

e have hed the matter up with the Federal Rescrve Bank
of New York and with the Clearing House Committee, and we
understand the Clearing House Committee 1s entirely willing
to be reasonable chout the mattgr, but they hcve pointed out
certain difficulties in the way, ccrtain routine Jifficulties.
For instance, &s a matter of transit operstion, 1t seems to~
be necessary to put 2ll checks on the same state on the
same basis, A large bank cannot very well discriminate
betwéen e check drawn on one tomm ond a check dravm on an-
other tomm in the same State; 1t would telke too rmuch time.
There was devised lest Summer s system of symbols. e hed
the transit menagers here, ond they d41d not think very well
of the system, and it was suggested that the matter be left
in ebeyance, which we agreed to do. "¢ promised we would not
4o anything about it until February, and the hanks ag?eeﬂ
in the meantime to prosecute thelr par point campaign, and

we have now a greect mony States complete on the par list.

‘ The banks hove undceriaken to collect by express, and 1;

.some districts Stete Banks, affected by this operation,

have ylelded and agreed to remit ot pvar, so that there is

not very rmch collecting being done by eXpress.

/
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Tn the South ond Southwest the situstion is more compll.
ceted, Banks charging cxchange have retreated into thelr
Hindenburg linc and they are meking & very qesperate fight.
Some of the member banks snd some of the nactional banks have
been urged by committees to have printed on thelr checks
certain words; for instance, "This check 1s pavakle in
exchange ct current rates";"this check willl be »neld in

cash to the original payec or will be paid in exchonge at

current rates to anybody else"; "this check will not be

peid through the express company," and so forth, all re-
stricting cleuscs on the face of the check. One of the
Federsl Reserve Banks 1s considrrobly disturbed by it,  Of
course any conditions on o check affect its negotlabllity.
We have odvised this porticular bank not to handle these
checks, and it says that thot coursc plays czactly into

the hands of the banks upon which the checks are Jdrawmn, and
that when the matter 1s teken up with the dro—ers of the
checks 1t 1is found that they sre in sympathy with the move-
ment; that they write some very btart replies to letters
written them by the benk, saylng that when they want

eny advice or acssistance that they will ask for 1t.

In this whole par point campalgn we have all been
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imprcssed with this fact, that while the jobbers snd the
manufacturers of the country are in favor of par collect-
lons, and glve us their good will, they 4o not do anything
actively to support us. I do not Imow of a menufacturer

or a Jjobber who will rcfuse to acecept a check payable in

New York exchange ot current rates, or who is wllling to
discriminate against a check which 1s not collectible through
a Federael Reserve Benk at par, He flrcures that he has made
a profit on his goods and he has a chance to collect his
money; and he had better get 99,75 on the $100 for his

check, rather than risk losing the cceount or having 1ts

collection delayed. This may be a natural point of view,

but it adds very rmch to the difficultics of the Tederal Re-
serve Banks in working out the per system. Bat' - T cun

not help but feel 1if this movement, which hes been inaugu-
rated in the South and Southwest, to have restrictive clsuses
Printed on the checks, becomes genersl and any grest nunber

of such checks appear In circulation, checks which are

‘not negotiable, and not subject to protest, that there

would be some remonstrence made by the reccipients of the
checks. It may be possible to end the whole matter once

and for all by golng to the Tays and Means Committee and
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asking them t® encet a law providing that o stamp tex of

10 cents on each %100 must be affixed by the drarer of any

check or other instrument which is payable condltionally,
or not absolutely and unconditionslly in monevy to the law-
ful holder thereof. I do not think the sentiment of the
Committee is yet ripe for such asection, but if this move-
ment should spread I believe 1t mey be counteracted in this
Way.

Sub item (a) is

"Me thod of Treatment of Translt Problems through
Meetings of Trensit Menagers."

Then follows (b},

"In the interest of more prompt presentation and
payment of checks, should not nearby banks be given instruct-
ions to clear on each other directly Instead of through Fed-
eral Reserve Baonks? Should the Federal Reserve Bonks pro-
mote the estoablishment of such locel clearing houseseo"

{c) "Collection of drafts, hbllls of exchange
and so forth. Should the collection facility of the Federal
Reserve Banks be extended to include collectlon of commer-
cial peper moturing in Federal Rescrve cities and branch

citles, and credlt given on date of maturlty, subject to
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final payment."

In one of the districts, in foet, I bclieve 1in two of

the districts, this.has been our issue, and there 48 this
situation: On ordinary cellection items and drafts with
bills of loding attached, the member bonks in certoin olt-
les have clalmed thet they regard this business as a legliti-
mate source of revenue, which they are losing on account

of the disposition of member banks in other “istricts to
send to the Focderal Rescrve Banks bills of lading drafts
for collectlon. The Federsl Reserve Banks have to employ
runners and the member banks have to keep up their o
collection orgaonization atithé shmertime}iznd the Federal
Reserve Banks collecet these drafts and rémit them without
any compensation, Counsel hns edvised us that ¢ Pederal
Resecrve Bank should properly recelve collection items from
its own member banks; it can not viry well svoild doing 503
and it is also.obligcﬂ to receive collection items from
cher Federal Reserve Banks; but there iz no obligation on
the part of the Pcdercl Reserve Bank 1n o given district to
handle collection 1ltems for member banks in any other
district. TPFor instonce, if a flour draft drown on Mash-

ville or Houston, Texas, should be scnt by one of the




merber banks in St, Paul or Minnecapolis direct to the branch

bank in Houston, or the branch bank in ¥ashville, the
brench bank is under no obligetidn to collect it. It may
véry bProperly, if Lt sees fit, odvise the sonder of the
draft that in future 1t should send the draft to some member
bank, because it is not collectii;>?;r member banks in
other districts, But 1f the MMinneapolis member bank
should place o flour draft mith the Federal Reserve Rank
of Minneapolls, and that bank should send it to the Feder-
al Reserve Bank, or to a branch, then the Federal Rescrve
Bank or the branch Federel Reserve Bank recciving the draft
ghould collect it. This is a matter which I think you
might discuss among yoursclves, and 1f you wish any action
taken you can let us know whet you desire,

Governor Van Zandt., There 1s one point upon which I
would like to meke inquiry right there, CGovernor Harding,

If & member henk, say & bank that 1s & merber of the
St.Louls district, ghould send us an ltem for the account of
the Federal Reserve Bank of St.Louls, would that be in

effect the Federsl Reserve Bank of St.Louls sending 1t to

us?
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Governor Harding. We would 1ike your views on that

point., It involves the question of direct sendings.

The next sub item is: (d4) Transfer drafts and exchange
drafts: The Transfer Conference hsld in Cleveland on June
35, 1919, recommended that limits on exchangas drafts be
removed. Is it desirable to remove the limite on exchange
drafts and discontinue the use of transfer drafts?

Right here I wish to call the attention of the Govern-
ors to a circular issued by the Federal Reserve Bank of
Richmond giving information with regard to the use of im-
mediate oredit symbols on checks drawn by member banks.

With the consent of the officials of the Fedsral Resserve
Bank of Richmond, I will outline briefly one of the prob-

lems that confronted them and how they met it:

The banke in Raonoke sometime ago did not ask for a
branch bank, but they did ask that they be permitted to
keep excess balances with the Federal Reserve Bank of Rich-
zond and that for all checks drawn upon those banks and
handled by the Federal Reserve Bank of Richmond, that im-
mediate credit be given to the sender, supject to final
pPayment, making them in effect the same as a check on
Richuond, It seems that the Roanoke banks emphasized

the value of thig facility to their country bank corres—
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pondents, and pretty soon they began to get accounts away
from some of the banks of Lynchburg, particularly two of
them. The Lynchourg banks complained; they wrote to
their fellow townsman, Secretary Glasd, and stated that
they were not getting fair treatment; that they had lost
about {300,000 in deposite which had been transferred to
Roanoke; that the Roanoke banks had pointed out the checks
dra#n on them were just as desirable as checke drawn on

Richmond, whereas checks drawn on Lynchburg banks were sub-

Jeot to two days delay. They aszed the privilege of car-
rying extra balances with Richmond and having their checks
put on the same basis as Reanake.. It seems that two or
three of the banks in Lynchburg did not care anything about
this privilege znd that the Richmond Federal Reserve Bank
potified the Lynchburg banks that if all of them would
make the same arrangement, the request wvould be considered, ..
but all of them were not #illing. Of oourse, if there :
should be any discrimination between ohecks on banks in the
Same town, the Federal Reserve Bank would be obliged to have

extra help to sort the checks.

The Federal Reserve Bank adopted a symbol, F. R. I, 32

with the District number on it, and a circle around it, and
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it bhas a very definite contract with each member bank desir-
ing its checks treated for immediate credit, and it avoids

all complications. The officers of the Richmond Bank are
here and they can tell you just what their experience has
been.

The Board looks with a good deal of favor on this
system. It does not request that the Federal Reserve Banka
should inaugurate a campaign to have banks adopt this plan;
but the arrangement does give an additional facility, and
in some cases it may relieve the pressure for a branch bank.
It gives a bank in any lecal center which attaches import-
ance to it and wants to maintain a clientele among its sur-
rounding country banks, an opportunity to protect such ac-
counts, The Richmond Bank requires that excess balances
be maintained in such cases where immediate credit is given.

1f the reserve gets below the legal limit I presume the

penalty is imposed; the banks all understand it and the

& "

contract provides for it. Thie circular w#ill be left
here for your consideration.

The next item is (e) Transit expense: in view of the
fact that no uniform method has been adopted of determin-

ing transit expense, should not this segregation be

abolished?
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This is an administrative matter for your oconsidera~
tion,

The next item is (f) Use of express companies by
Federal Reserve Banks in collecting checks.

This ie an expensive method of collecting ochacks, and
I take it that it has been resorted to only as a temporary
expedient in the hope that the banks collected on in that
way will come in line.

The next item is (g) Prospect of putting entirs coun-
try on par basis.

In the Federal Reserve Bulletin, publishsd every month,

there is g map showing, in white, all the states which are
éntirely par; and, shaded, the states which are not entire-~
ly par. In esuch statss there is shown on the top line

the mumber of banks remitting at par, and on the botteom lina

the number not remitting at par. The worst situation

8x18ts in North Carolinas, Georgia and Mississippi. In

North Carolina the percentage of non-remitting banks over
remitting banks is about three to one, and in Georgia about
two and one half to one.

The next topic is &: Relations with State Banks.

(a) Btate Bank membership: Is any organized work
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being conducted similar to the campaign to get par point 7

The Board regards it as important that we endeavor to
maintain the interest of the State Banks in the Federal
Reserve System, and that we should continue our efforts to
get deslrable non-member banks into the aystem. A great
many Btate banks are not eligible, on account of their cap-
italization, and some are not desirable even if they are
technically eligible.

You have your campaigns organized in the differeunt
banks, and the Board has designated its mew member, MNr.
Yoshlenpah, as a committee of one to conduct a campaign of
cocperation with the organization of each Reseral R ank on
behalf of the Board. Mr. Moehlenpah will be glad to dis-
cuss this with you at your oonvenience, and he will appre-
clate any information you can give him; and we ask your
cooperation with him in this matter.

The next item is (b) Fraudulent advertisement or olaima
of membership in Federal Reserve Byatem: what means exist
for preventing. This is a matter for your own discusaicn.

The next is number 7, Discount Rates.

(a) Revéew of policy, in the light of effeot of re-

cent changes. That we have already discussed to some ex-

tent,
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(b) Effect of fifteen day collateral rates: should
differential in favor of short time borrowings be discon-

tinued?

You will remember that the Act, as originally passed,
contained no provision for the discount of notes made by
memoer banks, Rediscounts only were contemplated; the mem-
ber banka had to rediscount oligible paper which they them-
selves had discounted.

One of the large banks in New York, back in the days
¥hen we were anxious to do pusinees and the Reserve Banks
Were not making expenaecs, made a statement that it would
be very glad to do some business with the Federal Reserve
Bauk, but that its requirements for money were usually
temporary, five days or ten days —-— Dot loager than fifteen
days -- and it very often happened that it did not have
pPaper of the proper maturities; that it did not want to
disoount thirty day paper or ninety day paper in order to
secure five day accomodations. The matter was handled at
firet by means of rebates; but that involved additional work
and extra computations.

Meanwhile, the war ‘clouds pbegan to gather, and our

former member, Mr, Warburg, looking ahead to the future in
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his characteristic way, conceived the idea of asking Con-
greds to authorize the discounting of member banks' fifteen
day collateral notea, the notéa to be secured either by
coumercial paper itself eligible, or by bonds and notes of
the United States., Mr. McAdoo, who was then Secretary of

the Treasury, 8aw the possibilities of this suggestion and

he endorsed it; and, as it stands now, the bulk of the
loans made by the Federal ﬁeserve Banks are in the shape of
loans made to member banks against their own paper, secured
by bonds and notes of the United States.

I do not think it mould have besn possible to float
the great issues of Liberty Bonds and Victory Notes and
Treasury Certificates unless this expedient had been adopt-
ed. Until recently all the banks were ziven not only
the facilities for short time borrowing in this way, but
#ere giving a preferential rate in favor of short tinme
borrowing, even though in many cases the paper would be
renewed every fifteen days. Tae member» bank would naj-
urally resort to this method, first, on aceccunt of the
lower rate; and. second; on account of the saving in rev-
enue stamps when the notes were secured fully by obliga-

Tg;ons of the United States.  So it has been a very im-

«%

rortant factor in the discounting operations of the Bystem.
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But is it altogether desirable?' That 1s the question
that we ask you to consider and advise us on: is it alto-
gether desirable that a differential in rates s.ould be
maintained in favor of member banks' fiftesn-days collateral
notes? There is no question as to the equity of letting
the bank have the accomodation for a short time, if it so
deslres; but is there any reason why a member bank should,
in addition, secure a preferential rate on the short time
borrowing, when you consider the present situation, the
probabllity of renswal, and the fact that, even though bank
A and bank B do make bona fide temporary loans, banks C
and D will come right in and put in their paper, so that,

a8 far as the Federal Reserve Bank is concerncd, it accum-

ulates a continuous succession of fifteen day borrowings,

the effect of which really amount to q‘}ower rate than

ite acheduled rate for thirty to sixty day maturities?
We understand that most of the banks have abolished this
differential, but two or three of thex at31l have 3%

The next item is {u) The calwulation of interess =t
365 days per year: prezent »ractice 18 to coupute interest
on notes rediscounted on basis of 265, but on bills pur—m
chased in the open market at 360 days per year. Should

basis of calculation be uniform?

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




37

There séams to be no uniformity of practice. All the
Treasury computations are made on the basie of 365 days to
the year. 1 do not remember just what the practice has
been between Fedesral Reserve Banksa.

Governor Calkins. 365 day basia.

Governor Harding. The next is number 8, Credit Situa—
tlon.

(a) Digcuasion of the policy of the System. Governors

have been requested to make a report of general price move-
ment as to real estate, commodities and securities in their
respective Districts.

It might be interenting to know to just what extent
commodities are being hoarded. AI received a telegram this
morning frow the National Farmers Union, in session at Mem.
Phis, asking whether a statement whioh was contained in a
letter written to Senator Bmith of South Carolina ths other
day meant that the Board did not look with favor upon the
retirement from the market of two mill’on balea of cotton,
0r whether the Board thought that the Dresent prices were

high enocugh, or just what we did wean., They will be ad-

vised during the day that we have 0o opinion as to the

price of cotton, but that we want the Fedsral Reserve Banks

bs://fraser.stlouisfed.org
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to have full information in all their. cotton transactions,
and to have ample margin, and that it is not the policy of
the Federal Ressrve Banks to furnish funds for the hoard-
ing of commodities for speculative purposes. If a man
Wante to retire a commodity from the market and is able to
do s0 out of his own rasources, that is hiw own business;
but you can see that it would be an entirely different sit-
uation were the Federal Reserve Banks to undertake to furn-
ishifunds for farrying two million bales of cotton at pres-
ent prices, and then undertake to provide funds for all
legitimate business, such as the movement of orops and the
distrioution of products.

1 shall ask you te have some general discussions among
yourselves and with the Board before you retire; and we
will bring up a little ker your individual experiences
a8 to what the results are of exercising direct preagure
upon individual banks inclined to borrow too freely, to
what extent that pressure is desirable, and to what extent
it is produotive of good resulta; and the reverss.

A ocircular has been sent out as to the complicated
8ituation presented by the amendment to Section 53C0 of the

Reviges Statutes. I think you all understand that.

Section 13 provides that in discounting for a mnational
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bank that you must take no paper which exceeds the ten per

cent limit, with the statutory axceptions.

In Section 9, referring to State Banks, the Federal
Reserve Banks are ehjoined not to discount for any Sta%ke
Bank any paper which is inescess of ten per cent of the
S8tate Bank's capital and surplus, with the usual exceptions.

- Beoction 5300, as amended, provides that National
banks may lend for a period ?ot erceeding six months out
of any consecutive twelve monthe up to 35 per cent of their
capital and surplus on paper secured by warchouse recéipts
an@ shipping doouments, covering staple commodities. But

Ssotion 13 was not amended, so if you have a member nation-
al bank which has discounted against warehouse receipts
up to 35 per cent of any one customer, you could discount

for that National bank two-fifths of that line, but if you

‘bave a States Bank’ which, under the authority of the State

laws, has discounted 35 per cent, or 30 per cent, or any
given proportion above ten per cent, of its capital or sur-

plus for one individual or firum, you could not discount

any part of that line for the State bank. I am sure you

all understand this, and hope you have explainedi the situ-
ation to the member banke which may be affected by it.

This was not brought about iﬁtentionally, but was oOne of
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these legislative lapses which occasionally arise in fram~

ing an Act of Congress.
There is to be a discussion of foreign businaess of the

Reserve Banks and how it is nanager . Governor Strong, as
you know, has recently spent two or three montha abroad,
and before we aeparate I am sure the members of the Board
would like to hear from him, and I will ask bim at the
Proper time to discuss this subject.

A8 t0 the administrative problems., those are all for
your consideration. I do not think it ne ceasary to dis-
cuss them in the presence of the members of the Board, al-
though I take it when you come to any of these matters, if

:gv particular members would like t0 bé present to get
e benefit of the information brought out ian your

disoussion, that thers would be no objection %o their do-
ing so.
1l: BRANCH BANKS.
(a) Published Comparisons of Branch Cperations

and Expenses: Inasmich as statistiocs afford

Do opportunity for comparison unless the functions
and operations are comparable, should they not be

Bubjected to analysis or be discontinued?

We will asx you to consider the advisability of a conQ
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ference of branch bank managers to0 study the problems of
branch bank operations. You xnow there is s oconsider-
able lack of uniformity in the method of operation of
breach banks. The first branch which was established,
that of New Orleana, has, for inetance, seven directors;
the manager of that bdank is not a director himself; the
bank has very liberal by-laws, it exercises almost inde-

pendent functions; it has a distinct territory, and mem-

ber banks in the territory are required to deal with the
branch and not with the parent bank; it has an independent

set or books; it keeps separate accounting of profits and

Cxpenses; completes the redisocount operations with its
banks: yet the same Federal Reserve Bank has other branch-
e8 which have not these independent powers; they have five
directors only; the managers in those cases are not direct-
ors; they do not keep any reserve valances on their own
books; they are in effect agencies; but they have a pPro#i-
slon for paying out Federal Reserve notes; and they keep
unissued Federal Reserve notes at those brancres.

Then the Pacific Coast Branches operate under an un-

lque system different from any other. They handle only

notes issued by the Federal Reserve Banks; they have no
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assistant federal reserve agents. They have power to
lend up to the amount, I belisve, of the capital of the
borrowing bank without consulting the directors of the
parent bank. I understand all transactions, of course,
are subject to review of the San Franciseo office, but
they are essentially independent up to a certain extent.
If any member in the branch territory wants to discount
more than the authorized amount, a telegram is sent to the
San Franciseco office.

Then we have the Cleveland type of branch, the Pitts-

burgh and Cincinnati branches, which seem to be working
out very satisfactorily, and we have still anoter type in
Detroit; and s branch in Baltimore which I think is sim-
ilar to the Cincinnati and Pittsburgh type. In all

these banks the manager is a direoctor; the law provides

o

that that there shall be not less than three nor more than

seven directors of a bank, and that the member Reserve
Banks shall appoint a majority of one, and the Federal Re-
gerve Board the remainder. The policy of the Board has

been to have five diresctors.

The Buffalo bank, I believe, is very much on ths type

of the Pittsburgh bank, is it not, Govevnor Strong?




Governor Strong. Very much so.

Governor Harding. I think it would be very helpful
if you would confer among yourselves as to the merits of the
respective plans. 0f course, when we consider the dif-
ference in the territory served, and the inequality of dis-
tancas, it may be deemed necessary to continue tlese cary-
ing types; but I think we will all agree that, as far as
feasible, it would be advisable to have a little more uni-
formity than +e have now. I have no doubt, as far as
the Pacific Coast Branches are concerned, that their plan
works out admirably.
lir, Perin told me when he was here that he regarded
these branches mersly as parts of the parent bank. The
manager always comes from the 8an Francisco office.. I
think it is more of the type of the Canadian branches, is

it not, Governor Calkins?

Governor Calkins. All of our branches, except one.

Governor Harding. Our branches, I believe, have come
to stay. It would arouse a good deal of opposition if
we undertook to close any branches, and there may be one
or two more branches established. I hope, however, we

have about reached the limit. I should dislike to see
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many-more. We ought to provide efficient means for their

management . The Dallas bank has two branches. I think

the E1 Paso branch ia almost on the same basis as the New

Orleans branch?

Governor Van Zandt. Yes.

Governor Harding. And the Houston branch has a large
cotton business, However, it would be very interesting if
you would discuss this among yourselves, and then it would
be enlightening to the Board if ws could be given a sched-
ule showing the types of branches. and the differences in

the various types of branoches. I think we have it pretty

well in mind now, but we want to check up on it to be sure

. W& know what the System is.

13: U. 8, TREASURER'S ACCOUNT.
(a) Can more prompt and dependable verifications and
Teconcilements be obtained?
On the supplementary list:
Discussion by Federal Reserve Bank of New York of de-
8irability of curtailment or elimination of practice of
flirect routing of iteme by member banks to Federal Reserve

Banks in other Distriocts.
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I think this interg 'sts the Fastern banks probably
more tnen it does the others. Then reference is made %o
the use of imnediate credit symbole. I have already
called your attention to that.

Here is a suggestion from the Board's staff as to the
desirability of an afternoon settlement in the gold settle-
ment fund for Eastern Raserve Banks. Mr. Emerson, will
you explain your views on this subject?

Ur., Emerson. That proposition has been considered at
the transit conference, perhaps first for wide transfere,
and possibly to include clearing house exchange settlements.
The Eastern benks could have a settlement in Washington at
two o'dlock, settle their balances, instead of ¥aiting
until the following morning. A number of Governors have
advised Mr. Dial, of Philadelphia; that they have been
very much interested in this and have taken it up with
Governor Passmors, and it is a proposition of settling

on the same day rather than waiting until the following
day.

Governor Harding.

14: ABSCRPTION OF EXPENSE BY FEDERAL LRESIRVE BANKE

(a) How far can Federal Reserve Banks go in absorb-
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ing expense of collscting c¢hecks on non-member non-par
remitting banks?

(b} In view of large earnings of Federal Reserve
Banks, would it not be well to furnish poatage and pay all

express and postage charges for member banis, covering

their transactions with Federal Reserve Banks?

I presume that this was suggested in view of ths ar-
rangenments made with non-member banks which remit at par,
but there is ¢his distinction: when you pay postage for
a non-member bank you facilitate the collection of items
you receive from msmber banks and have to collect at par.

Then there will be a discussion of the functions of
Federal Reserve Banks as fiscal agents. Those are rout-
ine matters, which I assume will not expecially intereat

zembers of the Board.

16: CONTROL OF FOREIGN EXCHANGE TRANSACTIONS
TO PREVENT DISHONEST BANKING PRACTICES.
Here is a memorandum by Mr. Leffingwell, sent to Mr.

B8trauss. Mrf Strauss, it seems, sent in a memorandum in
regard to robbery being perpetrated upon ignorant foreign

immigrants who desire to make rexittances to their honme

countries, with particular reference to Hungary, TFhere
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is full information regarding the matter, and a circular
in Hungarian, if anyone can read it. The complaint made
is that --

"They circularize Hungarians, and it seems t0 be a rank
swindle. They do not get anything at the other end at all."
¥r. Leffingwell makes comment and says: "I am inclined to
agree that the Btate control leaves the matier uncontrolled.
New York has completed some sort of control over it, obut
Chicago still furnishes a happy home for this sort of rob-
bery. On the whole, I desire to state that if a basis of
law could be found for turning over to the Federal Reserve
Banks a aystem for licensing dealers in foreign exchange,
that would be the wise thing to do."

The question arises whether the Federal Reserve Ranks
feel they would like to undertake the supervision of a
liocensing system and license these dealers in foreign

exchange.

Here is a translation of a complaint, and also the con-

plaint in the original Hungarian.

17: UNIFORM METHOD OF HANDLING REVENUE TO BE

DERIVED FROM SALE OF CANCELLED POSTAGE
STAMPS OF LARGE DENOMINATIONS.

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




48
I do not understand that topic, Does anybody else

understand it.

Governor Strong. Yes, I underatand it. I discov-
ered that we were getting %900 about *  every three months
for the sale of cancelled postage stamps at the bank. I
do not know whether other Reserve Banks are doing that or
not, but if they are not, there is a large revenue to be

had from the collectors that buy them and ship them abroad.

We put them up at aucticn every three months.

Governor Mill. How do you get them? Soak them

off?

Governor Strong.. No; just cut them off.

Governor Harding,

18: FEDERAL RESERVE TELEGRAPHIC CODE.

Are there any suggestions regarding this? This is
wmatter qf routine for you to consider.

19: STANDARD FORMS FOR ALL FEDERAL RKSERVE BANKS.,

Re will have Mr. Jacobson present shen we discuss
that .

3C: INCREASE OF FEE PAID TO DIRECTORS ATTENDING

EXECUTIVE COMMITTEE MEETINGS.

In view of the diminished purchasing power of money,

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




49
there is a disposition in one of the Districts, i believe,
to provide $3C instead of ¥10 as compensation. You see,
that District does not have as many meetings as are held in
vther Districts, and the committeemen feel they ought to
have mores pay. We would like the Governors to consider
this; and if they think any increase is advisable, to Bug-
gest some uniform plan.

Herc is one other matter for discussion. It seesns

there has been a movement in vanking circides for scme tinme

to adopt a uniform size for drafts and checks, particularly -
drafts and checks used by the member banks of the Federal
Reserve Systsm. Here is a letter from the Todd Pro-
teotograph Company on the subject, which will be referred

to the Governors for their consideration, If they con-

sider it feasible, I suppose they will take it up in their

own Districts,

I bave given a hasty outline of the various topics

to be discussed, and will ssk members of the Federal Re

88rve Board now to suggest which particular topic they

would like to take up first for more detailed discussion

by the Governors. Do you want to discuss the credit

situation and see what are the views of the Governors on
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discount rates and direct action, or discuss the transit

matter?

What 1s the view of the Governors themselves as to
which topics they feel are best to be discussed with us
firet, because, frankly, I do not intend to étay with you
all of the three days?

Mr, Miller. I suggest that after the Governore
have conferred together ou these things that we reconvens.

Govgxior Hardingf b4 think 1t important, gentlemen,
when we come to discuss ﬁhe matter of discount ratee, that
members of the Board be present in order that we can get
the benefit of the ¥lews of each one of you. Do you not
think so?

Governor Btrong. I think it is highly important.
This action by the Advisory Council may make it desirable
to have a little preliminary discussion to see what the
reaction is on the Governors, and then to have s very full
discussion of it. I should hope we could take that up
pretty shortly in the meeting.

Governor Harding. Could we not, in the next hour,
Just go briefly around the tablé and ask the views of each

Governor on the subject? 1 should like to get those views
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and call on Governor Strong last.

Governor Strong. I have talked too much about it

already.

Mr. Miller. If 1 were a Governor, I myself would want
to discuss it with my conferees before discussing it with
the Board. Personally, I am inclined to think I should
value the opinion of the Governors very much more if they
had been glven that opportunity.

Governor Harding. Most of you have already discussed
1% pretty fully at the preliminary meeting we had here ©wo
#e0ks ago.

Ur. Moehlenpah, Suppose we get the expression here

as to how they feel, as to how that raise in discount rate

affects th :
@ Governors, from the experience in the mst,

and especially in the last few days. It would be dssirc-
able if we could get them to express themselves now.

Governor Harding. Just say wiaat effect their pres-
ent raise bas had on the sale of Liberty Bonds.

Mr. Moehlenpsh. The effect rigut in their own Dig-
¥ricts, and as to the volume and indications of any violent
fluctuations,

Governor Calkins. Jt woull b2 recossary for some of

us to say we knew nothing about it, ac we left home about
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the time the rate went into effect and had no opportunity
to get the information. I think none of the Governors are
sufficiently informed to answer that question fully or

satisfactorily,.
Mr, Hamlin. I move the members of the Board now at-

tend their regular meeting and leave the Governors to come
to us a little later.

Governor Harding. Before I put that motion, I should
like to ask whether it will be agreeable to the Governors

to bhave members of the Board to drop in informally from

time %o time, or whether you prefer to discuss some matters

8trictly among yourselves, and then to discuss these mat-

ters whioh I have indicated as being of general ingarest

to the Board, letting us know when those discussions are
couing on, 80 that any members of the Board wanting to
oqme over could attend. What is your view about that?

Governor Strong. Of course we will be here for
three days. I should say members of the Board should
comé in when they feel free from their regular werk at any
time. We have done that beforse.

Mr. Strauag. It ie just a question of how you feel

about it.




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

Governor Strong. Thers are some routine matters
here which, by the old s8ledge hammer method, I think we
can settle very promptly, but perhaps wmembers of the Re-
serve Board would not submit %o the method we apply.
Governor Harding. Then I underatand that any member
0f the Board wishing to come-aver and sit ~An the meeting
can do 80, and if we want to hold a formal session with you
wWe can do sc?

Governor Strong. I understand on these topics you

placed on the supplementary list you would like t0 be here

when they were discuszed?

Governor Harding. Not all the topics on the supple-
mentary list. I merely marked some here that I thought
would be of bparticular interest tc members of the Board.
One member of the Board might be interested in one thing
and another in something else, you know.

Mr, Btrauss. I should like to get over ags often as

it is

my time would permit, if/agreeable.

Governor Harding. 8o would I, bub, frankly, my time
will not permit me to be here cont inuously. If you wish

me to be present you can send for me and I @ill come over,
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but I have a considerable amount of routine business to
transact in my office.

Governor Passumore, Would it not be a good time to
discuss this credit syster, say tommorrow morning, or some

particular time?

Governor Harding. I think it would be very well

for you to agres among yourselves at what time you would
feel prepared to disocusa with the Board the credit s..
situation and the discount matter; then we will have a
8ession, say this afternoon or tomorrow -~ I think t6<
morrow would be preferable. What do you think?

Governor Passmore. It seems to me a good ides.

Governor Harding. What ia your view of that, gentle-
men? It has been suggaested by Governor Passmors that you
fix a time when you would be prepared to discuas formally

with the Board the question of discount poliecy and the

general credit situation.

Governor Strong. Suppose w8 took that up right

after lunch today, would that ba satisfactory to members of

the Board?

Mr, Strauss.% I have an engagement at 6:30 at the




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

State Department.
A

Mr, Hamlin. I think tomorrow would be better.

Governor Harding. Would it be agreeable to arrange
it for eleven o'clock tomorrow morning?

Governor Strong. At any tiume.

Governor Harding. Then those in favor of having a
formal discussion with the Board on the question o7 the
effect of the discount policy on the general situation at
eleven o'clock tomorrow morning will indicate by saying
aye; contrary; no. f

(The motion was agreed t0.)
At the expiration of the Joint Conference with the
Federal Reserve Board, the mewbers of the Board theresupon

retired from_the conference room and the conference of

Governors proceeded, Governor Bspjamin Strong, jr., of

the Federal Reserve Bani of New York being - <rimsinly

chosen by unanimous vote to act as Chairman.

X & X ¥ B
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PROCEEDINGS OF THE GOVERNOZS IN CONFERENCE.
The Chairmen. Are you gentlemen reedy for buslness?
Governor Seay. ¥r. Chairmen, I should like to say,
in view of circumstances with which you are probably fa-

miliar, our Deputy Governor is also here, and I hope you

will grant him the full privilege of the floor, and he will

probably act as spokesman. I shall probebly not be con-
tgnuously with you, and promise not to take up the time
of the Coﬁvention.

The Cheirmen. That 1s agreed to. It has been owr
practice at these meetings to limit discussion by rather
arbitrary ruling of the chair when the time seems 10 have
grrived to consider a motion so as to dispatch & topic.
Is there any objection to céntinuing that method of pro-
cedure? If not, we will proceed under the rules we have
formerly adopted for these meetings.

It occurs to me that this program was made up on

short notlce and there may be some other topics that

members of the Conference would like to add. If so, 1t
would be desirable, I think, to hand that to the stenog-
rapher and have them written out and handed 1ln at a later

segsion.
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What are your wishes as to the order of dlscussion of
topics on the program?

Governor Wellborn. I suggest they be taken up in the

order printed.

Governor Callins, Might it not be well to consider
topics of minor importance before we get down to one of
ma jor lmportance?

The Chairman. I thought if we did that we would not
then be considering toplcs which some of the members of the
Federal Reserve Board might like to consider with us. Do
you offer that as a motion?

Governor Wellborn. In view of what Governor Harding
stated a few minutes ago, as to coming tomorrow to hear
our report on discount rates, probably 1t would be better
to take that up.

The Chairman, ind have a prelimilnary discussion of
that now?

Governor %ellhorn. Yes, begin right now with it, in
order to get together on it some way or other, to mature
our opinion so we can express it to them tomorrow, or
take 1t up awhile and put it aside and teke it up this af-

ternoon. Ve should be ready in the morning to give it

to them, It 1is' fresh on our minds now from his talk, énd
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I think 1t the proper thing to take 1t up right now,

Governor Van Zandt, Mr, Chairman, there 1s one question
I should like to bring before the Conference before we
start in on anything else. It is that some of the éovern-
ors have not yet received the Board's letter No, X-1721,
together with the questionnaire it deslres furnished to
the employes.

The Chalrmen. I have that before me to bring up before
we finish the meeting.

Governor Van Zandt, I do not think it would teke much
time,

Governor Morss., I should like to suggest a topic on

these companiles that are being formed especlally to finance

Industrial concerns, about their abllity, and so forth.
The Chairman, Would we not seve time by having all
toplcs handed to the stenographer to be brought up 18 er,
and I will see that they are added to the program?
Governor Wellborn suggests we conslder first the sub-
ject of dlscount rates on the credit situation: Governor
Calkins suggested we dispatch some of the less important
subjects first. Governor Wellborn has the right of way,

and his suggestion was made first.
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7. DISCOUNT RATES 8. CREDIT SITUATION. "
Governor Viellborn, My 1dea is that we have just heard
Governor Harding's talk and it is fresh in our minds, and
it 1s far the most important thing we have here, and I
think the sooner we start on it the better.
The Chairman. %hat are your wishes? Is Governor
Tellborn's motion seconded.

{(The motion was duly seconded).

The Chairmen. Governor ¥Wellborn moyes that we first

consider topics 7 and 8 preliminary to a discussion of those

toplcs with the Federal Reserve Board. His motion 1is sec-

onded, Is there any discussion?

(The motion was&rried),.

The Chairman. The subject was brought up by Governor
Harding in the reading of a letter from Secretary Glass
of November 5th, Is there any discussion of that letter?

Governor %ellborn. Mr. Chairman, 1t eppears to me
that the increase of rates will very materlally affect
the Government finances. There is no doubt about thet,
They will have to pay higher for their money, amd 1t will
probebly affect the sale of Government bonds, too, and

depreciate their value, 4t the same time I thinkwe have
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got to look out for the general situation, the financial

situatlon and the welfare of the country, end those are the
two points we have got to consider; that at least is what I
am considering in my mind, which is best, and, without going

into a long diescussion of it, I fegl that we ought to in-

x{

crease the rates. Since we incréased the rates on November

10th, I have seen that 1t has/gffected the banks a great
/

deal; they have taken not}ﬁé end are going to be closer in

thelr credits; there is & tendency to curb their credits,
which I believe is ve#% egsential at the present time; we
have got to curb them in some way or other. That is the
only weapon we have to fight with, is the rates.

The Chairman., Governor Miller?

Governor Miller. I am in favor of an increase in
rates,as 1t has been thoroughly demonstrated in our dis-
trict that after we increased the rates on November 10th
we had liquidations within a week of about (9,000,000 or
%+10,000,000, directly attributable to the Increase in
rates, and we want them higher yet.

The Chairman. Governor Passmore?

Governor Passmore, The change of rates has brought

no very material change in our loens., Our loan situation
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has remained about the same. There was an increase of sbout
$7,000,000 in loans during the first week after the raise.
After that they fell off right away, armd I think we are

Just a little under in our total loans where we were when

‘the raise took place, on November 6th. We have had a good

deal of complaint from outlying country institutions sbout
taking some unfair adventage of them, and they were forced to
take the securities at & time when they were not able to
secure secondary distribution, but we have had very little
difficulty, I think, in replying satisfactorily to that.

If it was not for the Treasury situation we would certainly
prefer a further sdvance in rates.

The Chalirman. Governor Mec Dougal.

Governor McDougal. Since the rate advanced our reserve
has been going steadily down. That ls occasiocned by an in-
crease in demand from our own district, and, to some extent,
a demand which we have helped to supply from other districts.
My belief is that current conditions justify a further ad-
Justment of rates upward. I believe, however, that in
view of the fact that the Advisory Council came here, ac-
cording to our understanding, under the strong impression

that rates should be increased, but that their views were
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materially modified after hearing Mr. Leffingwell's story,
that we should ask Leffingwell to come in and explain
the situation to the Governors before we take final action

on the metter,

The Chairman. Governor Calkins.

Governor Calking. T wish, first, to second lir.
McDougal's suggestion that lr. Leffingwell be invited to
s ttend this conference. I think that none of us have any
doubt regarding the expedieqcy of edvancing rates, except
that doubt which we are brought to consider because of the
condition of Government finence, I feel rather reluctant
that it 1is necesssry to say we must still consider the
situation of Government finsnce. I cannot ~ay enything
in the way of information regarding the practical result
of advanced rates, neither do I belleve that any of the
other recommendations presented cean give valuable, practi-
cal information with regard to thls advance, the time not
being sufficient. I am fully committed to the view that
the policy should, as soon as possible, leud, flrst to the
entire wiping out of the differentiels between Govern-
ment securities and commercial paper, and, second, an ad-

vance of rates as 1s determined to be necessary after that

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




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

point has been reached,

The Chairman, Governor Young.

Governor Young. In our district there has been a re-
duection in about fourteen days of epproximstely (10,000,000,
. 6,000,000, T know, has been reduced through the ssle of
Government obligestions. Of course this 1s the season of
the year when we are loasning money to member banks. We

nave reeceived no complaints from any bank at all, The

Twin City bankers are in favor cf this increase in rate.

Aside from the situation at the present time, it would seem
the natural and only wey we have of reducing the Inflation
is to increese the rate, but apparently we have to consider
the request of the Secretary of the Treasury for the Govern-
ment financing, end I would prefer to hear from Ilr. Leffing-
well a little further before committing myself.

The Chairmen. GovVernor Fancher,

Governor Fancher. HMNr. Chairman, I think if it were not
for the fact that we all hed in mind the requirements of
the Government in temporary financing that we would sll favoer
arFurther increase in rates., I wculd say, so far as our
situation, the Federal Reserve Bank at Cleveland, we seem

to be the one bank that wiped out the diflerentiasl as between
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commerclal paper and loans secured by Liberty Loans end
Victory Notes, We brought out rates to the same level in
from one to ninety days, four and three quarters per cent.
Afer the recommendations of the Board, immedlately acted
on here, it took some little time, two meetings of the
Board finally concurred in our rates last year.

It is a little early, I think, to detect what the ef-
fect would be, but we have seen an increase In our borrow-
ings, and, of course, a decrease In our reserve the last
ten days, It has not been very marked on Government se-
cured paper. Yie showed sn increase of about 6,000,000,
but by reason of our making a rate for the four and one
quarter and four and one half certificates, a fifteen-day
rate, we have seen a change in the percentoge of borrowing,
we have seen qulte a marked incresse in advances secured

by certificates and a decrease in advances secured by

Liberty EBonds, looking to the professional rate made for

certificate borrowings.

The Chairman, I have a message that Secretary Glass
would appreciate 1t if all Governors would meet in his
office ot 12 45 today. May I send an enswer that we

will be there?
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(The suggestion of the Chairmen was agreed to.)

The Chairmen. Excuse me, Governor Fancher,

Governor Fancher. I believe that, to correct this ex-
cess of borrowings, I think that the protective method
is by a graduel increasé in rates, It is going to be the
only effective method, as I view 1it.

The Chairman. Governor Biggs.

Governor Biggs. After raising the rate in our dis-
trict, immedistely liquldation was quite heavy. Our
larger banks sre borrowing comparatively very little,
reflecting the immediste effect on the ralsing of rates

for their customers, and there is where I think the raising

of rates is a good thing; I think the moral effect 1is a

'good deal better than raising those rates now, because it
reverts immediately to the banks, 1f we raise them one
querter they go one hsalf; they double us zll the time.
That has had a tendency, in the general trend of talk
from the bankers to thelr customers, to the effect we
are going gradually to put the soft pedal on. I see no
need in our district for increasing the rates, I do not

Lhink it would help very much, except it would be an ad-
ditional expense to legitimate needs,
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The Chairman. Governor Van Zandt.

Governor Van Zandt. I do not velieve that s further
increase of rates in our District would bave any effedt at
all, unless it was a very material increase. The slight
Taise that we made down there, acted in the nature of a
warning to banks that they must curtall their speculative
loans, and we are putting out a little propaganda along
that line. I believe that a further increase in rates
Just as this time would hurt the Treasury financing and,
&nd, therefore I do not oelieve in it at the present time,

although I am theoretically in favor of a Federal Reserve

rediscount rate which is. at least as high as the commer-

cial pank rate.

The Chairman. Governor Seay?

Governor Beay. The loans in the Fifth District have
decreased since July about $50,000,00C, nearly all in Govern-
ment securities,

The Chairman. Have decreased.

Governor Seasy. Have decreased.

The Chairman. About fifty million?

Governor Seay. About fifty million=?,

Deputy Governor Peple. That has been largely by the
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sale of certificates, though.

Governor 8eay. We can net attriovute, I think, any
decrease of loans to the increase in rates. We think is
is due to the season.

The Chairman., And the sale of cotton?

Governor Seasy. Yes, the sale of cotton, and the
replacement of agricultural and commerclal paper. There
has been some disposition to re-sell certificates of con-
t inuance.

The Chairman. To you?

Governor Seay. Held oy the banks, yes, to ua; and,
however much we might wish it, and nobody wishes it more
8trongly than I and has wished it more stiongly, we may

dissociate our rate from Government financing,we can not

a0 . 4%, I think. I celieve it would have a material ef-

fect on Government securities if we were at thias time wo
increase our rates furiher. I belisve the increase in
the rate so far has had a very salutary effect; there is
no question about that. I think the admonition it
gives is much more forcihle than the difference in the
rate, which 1s very slight, in a apeculator in commodi-

ties or other things.

I think the most powerful influence we can bring to
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bear 18 not in an increase of one-half per cent in the rate,
but in the admonitory attitude teward the member banks,
and we have been exercising it for some time. We have
been scrutinizing very closely the character of the loama
and the purpcese for which made -~ that we are making to
our member banks, and we have excited the cotion community
very much in our District by the issuance of a circular warn-
ing them against speculation in cotton, and perhaps the other
Federal Reaerve Banks have received that ocircular.

1 can not go as far as the Advisory Council in saying
that it does not appear to me that there should not be any
further increase between now and January firass. I think
that is a matter which exigencies should leave open. 1
would not be in favor of any further increase at the present
time, without the further exercise of admonitions to the men-
ber banks. But I oelieve we would ,oe able to control it
in that way. They have tsken notice, unqueationably, and
the better bankers in the Digt~ies undoubtedly are cooperat-
ing with us, and I believe exerciss more influence that

way than by inoreasing the rate one-guarter o one-~half per

cent ,

waich increase I do not belisve should ve made with-

out very close consultation with the Treasury Department.

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




69

The Chairman. If the better vanke in your District
will observe your admonitions/d$ill deliver the plunder to

the worserbanks in the Distrioet, who will profit by it,

Governor Seay. I think that is undoubtedly true.

The Chairman. Governor lorma?

Governor Mores. The borrowings of, the Boston bank
were quite modsrate up to a month ago, and that induced us
to take on quite a large line of deposits, but aince the
rate wgs advanced, our loan account has jumped very mate-
rially, though I think it is entirely for local reasons

and has nothing to do with the rate especially.

The Chairman. You do not think it is to emable

them to lend money in New York?

Governor Morss. There is always more or less of that

but I do not think so to any great extent. The jump came

on us from our vig banks right there in Boston that I know
did not have very much money in New York, although they
always bave some, by the Shawmut Bank, the First National
and the Old Colony; and those had some withdrawals of de-
posits., I do not know that money did anot go to New York,
but it appeared they did not have any control of it, but

it was caused t0 a considerable extent by the fact that
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all these municipal and State notes, issued in anticip ation
of taxes came due in New York, and, besides that, our Dis-
trict is now coming to a time of year when they will need a
good deal of money to buy cotton and other things to supply
their legitimate business, which I do not feel I would have
any right to check ocredit on that acé;unt.

We have always exercised a considerabie moral restraint,
what we could, on the banks, as to how they should borrow,
and what they should borrow it for, ané we carry on a sort

of general campaign against these country banka, and keep

in close touch with the ocity banks. I do not think there

18 much more we could do, and I think the feeling grows
all the time that we should not do it. There i1s a sort
of resentment against it.

The Chairman, Against moral restraint?

Governor Morss. Against moral restraint. They say
they have been morally restrained a great deal, but the war

is over, and ir they are not borrowing Dzavily that we

should not interfere with what they co with their moneyv

As for the pelicy of rates, 1 feel nyself :. that the

policy of the Fedsral Reserve Banks, and the Board too,

on
rates should be guided very much by the average reserva

rate of the banks, It seems to me it is the duty of the
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Federal Reserve Board and the banks to protect their aver-
age reserve, and especially shen it is getting down to as
close as forty per cent, or to the legal rate, as it 1is to-
day, and I should be guided very much by the tendency of
that rate, A month ago that rate was declining quite
raplidly. The advance in the present rate has had a tend-
ency to k% -. check up, out if it overcomes she present ad-
vance in rates and that declining tendency is still thee,
I think that we ought to advance our rates again. of
course, we want to give every consideration 10 the Govern-
ment financing, but I think the Government financing could
stand to one side against thia declining rate whon it is as
low as it is today.

Governor Passmore. May I just supplement my repdrt
to say that I believe loans would very materially advance
in our District if, on account of our reserve position we
had not uged restraiaing influences. Ever since the
Talse of rates we have not put on new loans without asking
the borrowers it they had woney on call in New York. In

every caae where they had monsy out in New York we dcolined’

to loan. There ware a few coues

where we put the loan

on Just overnight, in order to give them =zn opportunity to

call the loan in New York to ray the next day.
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The Chairman. Suppose all Reserve Banks do that.
There is §712,00C,000 or $715,000,C00 loaned by banks locat-
ed in other Reserve Diatrigis. If you all do that, we
shall have to make those loans directly, then, of course,

in New York, We are prepared to do it, if necessary, but

1 am wondering whether that type of direct action, in the

long run, is going to ode in the interest of the Treasury it-
self,

Governor Passmore. We felt that our reserve position
made it necessary for us to do it. We felt we were in a
little different position than other banks were.

The Chairman. I should hope that we could find the
means at this time to look to the reserve aystem as a sys-
tem, and not as a lot of isolated banks, and work out a
poliocy which will not do what I am certain will result from
the excessive #pplication of this direct action
that Governor Harding refers to, which is simply to drive
the infeotion from ome place to ancther. That is my fear
of the ccnsequences of a concerted drive,for instance, on
one certain line of credit, not that I auw particularly a
rartisan of the Exchange —— I %hink possioly some people

in New York think quite the rewerse now.
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Governor Seay. Will you let me add to the reference
to our own District, that the admonition to ‘cur panks had
reference to speculative commodities, commercial transactions
prineipally, and I think I might almost exclude the specula-
tion in securities. It had reference to cotton movement
and real estate movements, and other movements of an allied
character of a commercial nature.

The Chairman. We have got to adjourn now to meet the

Seoretary, but I would %z like to say this discussion about

Tates is probably due to the fact that I have over here ra-

ther constantly, and it has unfortunately taken the shape of

more or less a personal difference of view between Mr. Lef-
fingwell and myself in thie matter, and I think I shall take

the first opportunity of expressing my views to this meet ing

as fully as I can and let it go at that. I do not want
%o be constantly in the position of opposing; we all want to
help.

If it will be agreecable, we will have our reeting at the
Treasury now, and then all go over %0 “he George Washington
to lunch, an we can get back promptly.

Whersunon, at 13:30 p. L.y & Tecess was taken uniil

3:15 p. m.




AFTER RECESS,

The conference re—assembled, pursuant to recess, at 3:30

o'clock p. m., Governor Strong presiding, their oeing present

Mr. Moehlenpah of the Federal Reserve Board.

Governor Strong. The meeting will come to order.

The discussion this worning coupleted expressions of
opinion from all the Governors as to the advisaoility or in-
advisability of changing the rates by the Reserve Banka.

& would like to go around the table in order to bring out
in the record clearly, and as briefly as we can, certain
features in regard to the rate policy, and to ask two ques-
tions, if I may:

First, Governor Wellborn, do you veiieve that sdmon-
ishing the banks as to the amount of their borrowings from
the Reserve Banks, or inquiry as to the use that is to be
made of the borrowings, or, in case of need, avaolute with-
holding of oredit, is a feasible way in waich to control
the situation; and, second, if that can be successfully dons,
what will be the effect upon interest rates throughout the
country?

I merely want to get on the record an eéxpression of

opinion on that very vital matter, which will be of service
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Governor Wellborn, Mr, Chairman, I think both should
be done. I think we should admonish them and aleo increase
the rates on commercial paper. There is a pretty wide
difference in some locdlities in interest rates obtained by
the banks over what they get from the Reserve Banks. That

applies in a good many of the districts, and therefore I

think we ought to increase the commercial rate to a p_oint
where there will ve no inducement to the banks to0 borrow

money to extend ecredits.

The Chairman. You would not increase the Government

rates?

Governor Wellborn. No, I would not. I am not in
favor of increasing Government rates. I am in favor of al-
lowing them to stand as they are. I heard this morniné it
was the idea of the Treasury Department that we would not
increase any of the rates. I asked Mr. Leffingwell the
question, and he stated that they were only interested in

‘the question of Governuent rates. Wo have already put it
on a bagis where there is no profit to them, that is, at the
same rates that the securities bear, and I am in favor of

letting it stand at that. With the commercial rates, I
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am in favor of increasing that to some extent.

The Chairman. We have discussed the rate matter,
Mr. Wellborn, and the question now is, will direct action,
as we understand the meaning of the word, be effective,
and, if so, what will be the effect upon the intrerest rates.
Have you any opinion on that?

Governor Wellborn. You sald the action of withholding
credita?

The Chairman. Yesg,

Governor Wellborn. I do not see how wse can do that.
I do not think it would be wise to withhold credits.

Governor Seay. Even when the credit is plainly de-
sired for improper purposes?

Governor Wellborn. That is a different question.
Ve do not see much of that. It has not reached any degree
at all in our seoction of the country. Our commodities
8T moving very rapidly, and money is being borrowed by the
member banks to market cotton on sixty and ninety day bills.
The produets have been purchased and are awaiting shipment.
The condition is so crowded that they can not secure suf-
ficient shipping facilities, either in the way of railroads

or ships at ports.

The Chairman. Suppose, gentlemen, that we have thosc
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questions I submitted answered first. Governor Passmore,
what is your opinion?

Governor Yassmore. Trying to answer your specific

question, Mr, Chairman, as I explained this morning, we

‘have tried, in a moderate way, an admonishing program. It

is most too early for us to forecast any definite results
from it; but I must Bay that for the most part it was re-
celved in good spirit, and I feel sure that all the large
institutions realize the importance of it, at least on the
surface, and they promised cooperation. How effective
it is going to be, I confess I can not foresee.

Governor Strong. Do you think it will have any effect
on interest ratest?

Governor Passmore. I do feel this about it, that if
we decide that that is the plan to pursue, that it must be
done throughout all twelve Districts, because we all have
more Or lees bearing on the situation in New York, and scme
of us a very direct bearing.

The Chairman. You are not sure yet whether or not it
will be effective?

Governor Passmore. No, except that I do fesl sure

thet it i1s possible to draw to our assistance in our program
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the cooperation of our laggest and best bank people; I feel
quite confident of that.

The Chairman. Do you think it will have any effect
upon interest rates, such as follows it generally?

Governor Passmbre. I do not see why it would not like-
ly increase interest rates.

The Chairman. Governor Miller, #ill you express your
opinion on it?

Governor Miller. I do not belisve that we get very
far with admonishing the banks. They believe they know
their business better than we can tell it to them. You
could never put your finger on any particular transaction
that they would acknowledge was a hoarding or speculative
transaction. They would claim that it was in the ordinary
-course of their business. Of course, 1f 1t were general
all over the whole ocountry, and we were to use a real strong
arm, we might do something. Rates could be increased by

reaason of the faot that customers who applied at the banks

for acconodation and could not get it would bid for it in

the open market.
The Chairman. Governor Calkins, what is your oginion?

Governor Calkins. I believe that the situation could
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be influenced by inguiries. I velieve tha®t any action
sufficiently drastic to control the sltuation, or approxi-

mately control it, would inevitably lezd to incroased

rates.

The Chairman. Governor Young?

Governor Young. T think that they can be controlled
to a certain extent, but when it comee to the final analy-
8is, there really is no control. You can ask the banks
what they want to use the money for, and they can camouflage
their reply more or less and, in making their reply, they
do not have in mind making any false stztement, becausc, in
thelr own minds, they are making the right statement. If

we have a certain control over the member banks, we have
the Btate banks to reckon with, You force unfair comgpesi-

tion. . Btate banks can get assistance indirectly through
the other member banks. I think if the member tanks re-
fused to loan money under those terms, that it would causs
the borrowers to go to the other banks and offer to pey a

highsr rate for it, and I think it would increase the in-

t erest rates.

The Chairmen. I would like %o baveyour oginicn,

Governor Fancher.
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Governor Fancher. I think that close inquiry of the

borrowing banks as to what the funds are to be usged for in a
way will have some effect, but it «ill not right the situa-
tion that we now face. Apy curtailment of credit is bound
to oring higher rates.

The Chairman. Governor Biggs?

Governor Biggs. We are probably in a little differ-
ent situation from most of the other banks, and, frankly,
I do not think it would do any good t¢ raise the rates in
our Distriet on commercial pager or other :saper, because
the banks and trust comganies have sufficient amount of
Government securities to take care of them, and it would
Simply mean that they would go out and raise the rates on

commercial raper and get the differential there, They

would not put in their commercial paper, otut would use it

in that way.

The Chairman. Tardon me, but the question has to
do with direct action. We have discucsed the rate mat-
ter, and the question now is direct action.

Governor Biggs. Having a more 2r less compact Dis-
trioct, we can do more by persuvasion, or as much, I £z,

ag we can by reaising rates, and ocontrol it better. e baos-
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always been able, by the peraonal contact of our officera
with our big institutiona, to keer in very close touch

with thenm. We have discussed matters of this kind freely

with them, and we can perauade ther easier than we can force

them by increasing the rate.

Governor Wellbormn. That may oe true with regard to
the banks in your city, but how do you influence those that
you do not see? How about those that send in their busi-
nesa by mail?

Governor Biggs. We have only large borrowers in three
cities, including MWemphis and Little Rock; and they are
Bot borrowling to any great extent —

Governor Wellborn. Are they loaning month on the New
York Stock Exchange?

Governor Biggs. The Memphis banks?

Governor Wellbern. Yes,

Governor Biggs. No, Memphis is not. & few of the

ABt. Louis banks have been, but they have cut it out. I do

not think we have a memver bahk loaning any money to amount
to anything. Some of them did, but they have cut it ous.
The Chairman, Gentlemen, there is a definite ques-

tion before the meeting. Mr, Biggs, what would be the
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effect of this action on interest rates in your city?

Governor Biggs. The effect of direct action?

The Chairman. Yes, such actlon as might be exerted
by influence or otherwise to restrain the employment of
credits by member banks for speculative purposes?

Governor Bilggs. I would not be especially bad.
do not think it would help us very much, but it would not
be bad.

The Chairman. Would it have any effect tpon interest
ratest

Governor Biggs. Yes; it would have some effect, but

it would not bte serious in any way.

The Chairman. Governor McDougal?

Governor McDougal. Tne first question 1s the effsct

of personal persuasion -- is that 1it?

The Chairman. Yes, or absolutely deny them credit,
if necessary.

Governor MoDougal. We have exercised that means for
a period of a year or more, taking as our guide the amount
of llability of the banxs. When their borrowings* reach
an amount equal to the capital stock and surplus, we care-

fully make inquiry as to the occasion for it; and, where
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necessary, taze opporiunity of reminding the banis of our
obligation to deal fairly with all banks provided they were
all borrowing at the same tinme. I think it has had some
effect.

The Cheiiman. Will that be effective in the way of
checking speculation, aasuming, of course, that we do not
increase the rate?

Governor YuDougal. I think it w#ill to some extent,
put the meacure of that we can not tell, Our strong reserve
position can be attrivuted to some extent to that policy.

On the other hand, w#e have oeen the creatures of very favor-

able circumstances, in that we have hada wonaerful crops and

high prices.

I do not quite understand, Governor Stroag, the second
question, as to the effect that this would have on interest
rates.

Governor Calkins. If it amounted to control, what
would be the influence on interect rates?

The Chairman. Certeinly the expectatioa of the Re-
serve Board and the Treasury Department is that the Resgerve
Banks shall exercise a needed influence in checiting “his

sreculative mania that is sweaping over the country.
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we do not employ the discount rates to do it, other means are
suggested, and that is to tell the banks that they rmust not
borrow from us in order to make speculative loans or to

carry commoditiss for speculation and so on. If we use

those direot means, and tell them that they can not have

money for that purpose, wiil it have any effect upon the

interost ratss? It seoms to me that they have relation to
each other without doubt.
chernor loDougal. I do not know, Mr. Chairman.

The Chairman. Governor Van Zandt, what is your opin-

ion?

Governor Van Zandt. We have tried it out for a year
and a half. We have admonished the banxs, and have with-
held credit at times from those that ocan not explain satis-
factory uses of the funds which they want to borrow, and
while that has soms effect, it is not what you would call
effective in any way., It has, as Governor MeDougal has
said, an effect to a certain extent. We can not control
the non-membaer loans and, without doubt, the denying of
loan facilities t® certain customers of the bvank willl make
larger customers for other banks, which will, in turn,bring

about increase in rates. It is bound to do it.
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The Chairman. Governor Seay, what is your opinion?

Governor Seay. I feel sure that a general campalgn
of that alcaracter would have material effect upon the de-
mand for credit, and upon thé use of it for improper pur-
popes. We have a pretty intelligent class of bankers in
the country, and merchants, too, and I think they realize the
dangers which confront us; they realize the necessities of
the world outseide of America andi the imperative demand for
oredit and, that being so, I can not help feeling that
admonishing them will have a very wiuespread sffect. EY 4
it has the effect of leassening the demand for speculative
purpozes, it must be true, then, that it w#will conszerve bank
oredits; and the queation is will thh tendency be to in-
crease interest ratea or otherwiae? Otherwise, I ahould
say.

The Chairman. You think it would readuce ratsa?

Governor Seay. If it succeeds in checking the demand
for credit for improper purposes, the tendency would be

rather to conserve banks' credit. Certainly, it would

not have any effect in inoreaaing banlk rates, 3o far as I

can see, I think the point is well taken that if they

can not obtain it frow the usual sources they will go into
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the open market and bid; but where is the open market going
to get it? Aren't ve in touch ~ith the open market? Do
gvery-—

e not advance the same argument to people/where that we
advance t0 our opanks?

But I can not aslp but taink toat a campalign of taat
sort «ould .ave & material effect. I am sure it cas .ad
a material effect wit. us, and I toink it is continuing,

T.e C.airman. You t.ink it would put t.e ratses d-rwn?

Governor Seay. If it oconserved banks' oredit, if it is

successful in doing t.at, it will keep t.e rates down;

We all know w:at our allment is, aad toat is we are loaded
up #it. Governorment securities at a low rate. T.e people
are not paying off t.eir lmans. l.ere is a riot of extrav-
agance, and if a spirit of economy can be made to prevall
over tie country, it is bound to zave a conservative in-
fluence and lessen the demand for bank credits for all pur-
poses, and if that is done it w111l keep the rates down.

The Chairman. Governor Morss, what is your opinion?

Governor NMorss. I do not feel that in our District
¢ can do very much in the way of controlling that sort of
thing by talking to the banks. I do not feel that they

have got very far away from borrowing money that they really
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need, although there is some of it, of coursse, That does

not seem to me to be an effactive way of doing what we want
to do at all. Taking your question, if it was effective,
and that means effective all over the country, and it pre-
vented the use of money for speculative purposes to anr de-
gree, it would mean that they could not get the money any-
where else, then the proper use of money «ould not necessa-
rily be inoreesed that I can see. I do not see why it
should not have the effect of keeping down the rates, be-
cause if it is effective you really take so much demand for
money right out of the market.

Governor Van Zandt. My statement, and I think the
Btatement of most of the Governors who have spoien, was
based upon a question of whether it would be effectivs.

Of course we understand that if it is effeotive, and if

there is no demand for speculative money, the interest rate

i B <3

on money for legitimase purpcses would be cheaper.

The Chairman. ¥y question was designed to avoid
that very point, and it is this: can that be relied upon
as an effective method of controlling speculation, and if

it can be relied upon, what will be the effect of the appli-

Cation of that method upon interest rates?
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Governor Morss. That is if it can be relied upon.

Governor Calkins. Is it not necessary to confine
the inquiry to banks over which we are assuming to have oon-
trol? If @e have control over those banks, and prevent 7
their furnishing money for speculative pupposes, and there
was a sufficient demand for money for speculative purposes,
it would oe furnished from other sources, and that movement
would drag interest rates up all along the line.

The Chairman. I do not know whether there is auny

cther feature of the general discussion to be developed at

the meeting, unless someone has a suggestion to make. This
Was 8lmply a preliminary discussion, preliminary to taking

this subject up #ith the Federal Réserve Board. I under-

8%tood you wanted to exchange views on it. Has anyone here
any further point to oring out or suggestions to make?

Governor Morss. Do you want an expression of opinion,

Mr. Chairman?

The Chairman. It is just as you feel about that ,Gov-

ernor?
Governor Morss. I think wmyself that the proper
course to have besn pursued was to have raised the rates

months ago. It was not done becauss of the needs of the
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Treasury Department. It has resulted, to my mind, in a
lowering of rates and a great increase in the use of credit,
end I think that is against the interest of the Treasury De-
partment and of everybody else. I think a continuation of
that policy w»ill continue the resulis to a greater degree.
The queation is whether we can hold the amount of credit
that #ill be taken long enough to satisfy the Treasury
Department, or whether by that time the average rate of
the Federal Beserve System will go down below the legau
rate. That is a question that I do not know who can
answer, I can not answer it, at any rate, but we are con-
tinuing a policy w#hich leads directly to that if wxe fol-
low the Treasury Department's program.

Now, 4f we are to follow that program, personally I
should like to see the responsibility for the result placed

where it belongs. As far as I am concerned, as a Federal

end
Reserve Bank, I think it should be put up to the Board,/the

Federal Reserve Board can make its own decision. It may
be that you could hold on long enough to meet the needs of
the Treasury without your rates going below the legal per-

centage.

Governor McDougal. You mean your : reserve getting
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Governor Morss. Yes, It seems to me it is our

business to protect that percentege, and if we are to get

below that percentage, I think the responsioility ought to

be placed where it belongs.

The Chriaman. If there is mnothing else, we will
take up the coumsideration of the program in order of topics,
skipping those topics during the discussion of
#hich the Federal Reserve Board has exprecsed a desirs to
be present.

The first topic is

l.. RESERVES,
(a) The Federal Reserve Board is authorized to
reclgssify existing reserve and central reserve cities.
Bhould this power bz exercvised and, if so, how?
Should Congress be asked to amend Sec. 19 co as to
require uniform reserves throughout the country, dif-

feremtials to be based on the various classes of deposit:

Governor MOrss. That question was submitted to a meet-
ing of the Federal Reserve Agents, a committes was appointed,

of which ¥r. Ourtisoc was chairman, to ronest on that qQues-
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The Chairman. Then we will defer consideration of
this until the Reserve Board is present.

The next is --

1: (b) 1Is there a demand for the payment of

interest on reaer#e deposits, and should such

& policy be conmidered?

Did anyone here propose that subject? Are there any
remarks on it?

Governor McDougal. I think I prorosed or suggested

that because of the fact that in the conventions thah. were

held in two Sta@aa in our District was abundant
evidence to indicate that there was a growing desire on the
rart of at least the smaller banks that interest be p ald
on their reserve accounts. Uy own belief is that no encou:-
agement should be given them; that the minute steps are
taken in that direction it would strike at the very founda-
tion of the system and would mark #orhaps disintegration

or a step backwards toward the old o~der of things, The
inquiry was made to determine whether or not there is a
desire shown on the part of banks in other Districts t{o

ask for interest on their deposits.
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The Chairman. In our District it is almost entirely
confined to those Btate banks that are not members, who
thirk that they should get interest onitheir balances if
they become members. The members of the system do not

care much about it, I think.

Are there auy further remairks withreference to item
(b)?

Governor McDougal. There is one feature in connec-
tion with this, and that is I am satisfied this demand for
interest comes largely because of the publicity that is
given to the earnings of the Fedéral Ressrve Banks. If

less could be said about that or if, when the reports are

made, which is necessary under the law, I presume, some-

thing could be done to educate those banks t0 the knowladge
of the faot that the earnings are abnormal ﬁow, and that
they must not expect them to continue, or that they must
not accept the presert earninge as any c¢riterion, %hat might
do some good.

Governor Calkins. I w'll move it s *the sonse of

the conference that no considezation bs given to the quas-

tlon of paying interest on reserve deposits.

Governor .Fancher. I will second that motion.
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The motion, having been duly seconded., was carried.

The Chairman. The nexy is Topic number tuo.

3: SHOULD FEDERAL RESERVE BANKS EXERT ANY
INFLUENCE UPON THE POLICY OF MEMBER BANKS IN

THE AMOUNT OF INTEREST ALLOVED ON DEPOSITS ¢

Did anyone here propose that subject? On secord

thought, I think Mr. Jay may have suggested this, It

arises out of a situation in New York where the rate al-

lowed on bank deposite by the New York City banks, now

fixed at two and & quarter per cent, increases a certain
amount as our ninety day discount rate for commercial paper
increases, and goes down, in a fixed proportion, as our
rate is reduced.

Governor Seay. It 1s a deldcate subject, Mr. Chair-
man. It may be that on s&ocesion. a‘ some places, good
advice may be given »n that subject, but I do not think we
can go any further than that.

The Chairman. It is undoubtedly & fact that in some
places a most ansound bractice hae developed in ellowing too
high rates on deposit balances.

tovernor Seay. Does not that come within the sphere
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Governor McDougal, I think it 1s a matter for the
Comptroller and the State Bank departments to handle. They
have men at work who are supposed to point out the dangers
of such practicves, and who are correoting the same.
The Chairman. Do you offer a wmotion to that effect?

Governor MeDougal. I will, yes.

Governor Passmorse. The Federal Reserve Board hag

held in the paat that it wes g proper function for the Fed-
oral Reserve Banks to exercise influence in order to prevent
excessive interest payments 4in the va-ious Districts.

The Chairman, i know they made a determined effort

to stop it in Pittsburgh, Philadelphia, New York, Rochester,

and in other points,

Governor Passmore. And they were quite insistent
upon it at one tine. A8 long as it is a vicious practice,
why should we not attempt to exert such proper influence as
we can, It can nut ve anything more than moral influence,
as I geo it.

Tho Chairman. Governor MoDougal has uoved that this
topic ve referred to the Comptroller o the Currency.

Governor McDougal . I think the motion is entitled

%0 & mecond.
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Governor Seay. As ] expressed the same opinijon, I

will second the motion.
I will simply say that I think it is primarily, at the
present time, a function of the Comptroller's officer. I

do believe, however, that the advice of the Federal Reserve
Bankes under such ciroumstances should be extended, and that

cautlon be extended when called for.

Governor McDougal. The question is whether or not we
are to exert a general influence, make a business of doing
it I think that individual cases where we ocan give a
word of advice to our member banks; that we should give it.

Governor Calkins. The topio is worded '"exert any
influence upon the policy The word "policy" is a very
elastic term.

Governor Seay. I will offer an amendment to Gover—
nor licDougal's motion. that the dlscussion of such matters
be left within the disoretion of theé Reaerve Banks.

The Chairman. That is harcly an amendment, Governor

Seay. You can not refer it to the Comptroller, and then

leave it within the discretion of the Reserve Banks.

Governor Seay. You can if the suggestion I made is

accepted, that while it is my belief that primarily it is
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the function of the Comptroller's office at this time, never-

theless the Federal Reserve Banks can be a guide to the
banks, and it may be left to the discretion of the Federal
Reserve Banks when to give advice.

Governo r Miller. The Comptroller has endeavored to
G¢s something along this line, as well us thée Federal Reserve
“oard; but you may not know this, but the Interior Depart-
went and Indian Agencies advertise down in Oklahoma and
Kansas that they will not accept anything less than fiva per
cent .,

The Chairman. Have you brought that fact to the at-
tention of the Reserve Board?

Governor Miller. No, I have not, out it is a faot.
The very banks that we are lambasting for giving high rates
of interest are the bidders, and it is necessary for them
to bid not less than four and a half or five per cent to
get the money from the Interior Department.

The Chairman. Is there =ny disposition to dispose of
this topic along the line of Governor McDougal's motion,
ag amended by Governor Seay? Does the amendment meet with
your approval, Governor McDougal?

Governor McDougal. Yes; I will accept the amendwment.
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Governor Passmore. Before the qguestion is acted upoan,
I would like to ask whether or not this would pot meet the

s8itustion:

While in our judgment this is a proper function of the

Comptroller of the Currency and the State Banking Commis-
gioners, we believe the Federal Reserve Banks should exer-—
vise such remedial influences as in their judgment ocoasion
warrants.

Governor Seay. I will acfiept the substitute.

Governor McDougal. It is satisfactory to mse.

The Chairman. What happened was this: very sharp
competition developed as soon as the interest rates began

climbing in New York, with regard to getting bank deposits

by the trust oompanies, which, after they became members of
the system and after the requirement as to re~deposited re-
gerves was eliminated from the act, were Jjust as able to
hold out of town accounts as was a national bank, so far as
any reserve law was concerned, so the trust companies got
buay soliciting the national banks all over the country for
balances; and some of the national banks replied by marking
their rate up. The banks that did that inocurred the

animus of some of the other national banks who thought it
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Was unwige, and the disoussion was taken into the clearing

house. A bank would send out a ciroular stating that

they would pay a certain rate of interest on bank balances,
measured by one of our rates. In the meantime, competi-
tlon had gotten mo serious, they were bidding such rates,
some of the panks, for out of town balances, that we were

a little concerned lest it lead to0 somé pretty unsound
banking. After numerous and unsuccessful efforts to bring

about an understanding on the subject, Governor Harding

went over to New York from Washington, and addressed the

clearing houee;lthat is, addressed the members of the

clearing house at the clearing house, and pointed out to
them the unwisdom of a lack of understanding about inter-
@8t rates on bank balances; and it resvlted in this rule
being adopted, as an amendment to the conatitution of the
clearing heuse, and that rule is now in effect.

??vernor McDougal. It is in effect in Chicago also.

The Chairman. I think it is a bad rule to have the
rates go up automatically with out rates, because when you
meagure the rate of interest allowed on balances in banks

by the reserve bank rate; you not only exert an influence

upon interest rates in the community, but you exert an in-
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fluence conversely upon the fixing of the rate of the Re-
serve Bank, which is bad, because that ought to be free of

any such influences. We are seeking to secure & change

in the constitution of the clearing house eliminating the

pProvision, and have the practice conform to the Loncdon prac-—

“.ce, where, on the Bank of England's rate advances the
London Olearing House Committee meets and fixes the rates
which will be alluwed on bank balsncss by the london joint
s8tock banks, which rate may or may not e higher than it
had been foruerly, according to their judgment.

Governor Seay. It frequently happens that thers io
Tivalry betwsen cities, and there is & uniform action on
the part of the banks to raise rates for the purpose of at-
tracting funds to the city. I think Pittsburgh, for many
years, has been in the habit of paying a very high rate.

Governor Fancher. And that practics continues.

The Chairmen. I will ask Governor Pesemore to state
his resolution again.

Governor Pacssmore. It is -~ w@hils,in our judgment
this is the proper function of the Comptroller of the Cur-

rency and the State Banking Commissioners, we believe Federal
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Reserve Banks should exercise such remedial influences as in
their judgment occasion warrants.

Governor Seay. That is satisfactory to ue, sir,

(The motion, being duly seconded, was carried.)

The Chairman. The next topic is number thres.

3; SHOULD EFFORTS BE MADE TO INDUCE MEMBER BANKS
TO CONTINUE THE PROCESS OF SORTING AND DEPOSIT-
ING GOLD CERTIFICATES IN FEDERAL RESERVE BANKS?

I think I might make a little statement in regard to
the situation about ocurrenoy, about which I happen to get
some information over here in Washington.

There are three or four important things before the
country now on the matter of currenocy. One ies the situs-
tion with regard to. s4lver, which soldyesterday at $1.335
an ounce, and 70 penoce in London. £t $1.335 an ounce or
thereabouts it is possible to melt our silver dollars and
ship them %o the Orient. Whale the melting of silver

dullars alone may not be a calamity, it means the with-
drawal of one and two dollar silver certificates for that
purpose, and consequently the creatlon of a great vacuunm

in the circulation of one and two dollar bills. The dgec—
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ond difficulty arising from that is the fact that the amount

of one and two dollar bills which may be issued under the
Pittman Aot are now pretty well exhausted; we have issued
them all. I do not believe that we have any margin to

speak 0f, and our supply would be less id the silver is

. withdrawn and meltad.

The firet poaiht is that the greenbacks, which may be
now lssued in one and two dollar denominaticms, are very
largely held by the Reserve Banka for legal tender purposes,
where a member bark wants legal tender for any reason.

Therefore the three sources of supply of one and two

dollar bille are very much impaired by the present situation
and that would be increased if the eilver should be melted.
There ies another important consideration, and that isa
while it may be unrezsonable just yet to gxpect that silver
would sell at a premium over the bullion value of our sub-
sidiary eoinage; which is about #1.38-plus, yet if silver

should get up t0 $1.40w or $1.45 5= and zlmos: anything

- aeems possible tg happen as a result of the war, then our

sllver 85 and 10 cent pleoces would have t« be melted up and

sold as bullion. Figuring on the possibilities of taat,

L)

v might be the cautious thing for the Treasury Dopartaent
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to say to the Federal Reserve Banks $8 gether in all the

silver certificates they ocan and hold them in reserve for

our protestion in case we need the silver to recoin the

subsidiary coins of the country; because the $68, 000,000,
which is the amount now held in the Treasury of esilver dol-
lars free would not go very far in cash it became necessary
“( Teocolm them on the basis of 80C fine, or some other per-
centage of fineness.

Therefore, the faot is, as t0 our oirculation general-
ly of various forms of small denominations of money, that
this sort of process is iumportant not so much with gold as
with silver. I personally believe that a definite and
strengthening policy should be adopted by all the Reserve
Banks, with the approval of the Federal Reserve Board, of
sorting and hoarding, if you please, the reserves of the
Reserve Bauks in certain kinds of money in clrculation; and
the question is what you would recoumend.

Governor Van Zandi . Qun that peint jis i1t not a matier
of almost nececsary that we either have & recolinage of the
8ilver at a lower silver valuation of each coin, or that we
put an embargwy on the exportation of silver in o _xder to

gave our gsllver ocoina?
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The Chairman, To $ell the truth, I do not bs3lieve

wuch in the embargo plan.

Governor Van #andt. I do not, either, Mr, Chairman.

The Chairman. I think when you go into the question
you will find there is not much in it.

Governor HMiller. Is it not against the law to melst
the colins of the United States?

The Chairman, No.

Governor Miller. Why would it be necesssry to hold
the silver certificates at the Federal Reserve Banks? Why
not send them on to Washington?

The Chairman. Because it would just cause an acoumu-~
lation of a dead balance in the Treassury which they could
no* use, which is just now undesirable, The Government
does not want to be borrowlng money on certificates of in-
debtedness at 4 -1/8 poer oeat, in order to lock up the

8llver certificates .in the Treasury, and that is what they

would be deoing.

They can wvouns es regervefor the banks,

and they may azs well be gathered uwp and locked up and
Fecderal Reserve nctes iesued for them,
Governvr Miller. Would a law have to be passed in

order to igsue coins of lower fineneasa?
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The Chairman. Yes. However, gentlemen, I d0 not
think it is desirable that we should go into a discussion
of the silver situation just now. Mr. Strauss has said
that he would like to be here w~hen we discuss this ques-
tion.

Governor Van Zandt. I move it is the sense of the
conference that the present practice be continued; that this
is not the time to discontinue the practice.

The Chairman. Would you accept the amendment that

the Reserve Board be requested to send a letter to the Re-

serve Banks to that effect?

Governor Van Zandt. Yes.

(The motion, having been duly seconded, was carried.)

The Chairman. The next is topic 4.

4; SHOULD THE FEDERAL RESERVE BANKS CONTINUE
TO ABSORB THE ABRASION LOSS ON GOLD COIN?

That was suggested oy New York. It i1s a very small
question with us, out we believe it should be contiznued
until we have exhausted all the gold coin in our Distrioct.

Governor YeDougal . 1 move that the practice be con-

tinued.
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Governor Calkins. That is a question which concerns
us more or leas. From the beginning we have been trying

to gather in all we could of the gold coin in the District.

We touk certain steps, which seemed to be effective at the

time, to elirinate fron circulation, and when I say elimin-
ate from circulation I mean from all sources, the five and
“.1 dollar pieces, and we succeeded to a considerable ex-
tent. I believe the Treasury Department at that time
instructed the Dirsctor of the Mint and the Assistant
Treasurers not to put five or ten dollar piecas into cir-
culation. Those ooina, of course, get very much mors
abradad than the twenties. We have absorbed the loss on
all the fives and tens that we gathered in. Now, the
aseistant Treasurer at San Franciseco is suppl%ngive and
ten dollar pisces, and inaists that he has no instructions
with Tegard to paying them out. He says he may continue
the practice for a considerabls length of time unless the
Treasury Department will take some 8teps to prevent their
circulation.

The Chairman., Is not this a matter to pe dealt with

by resolution, calling it to the attention of the Reserve

Board?
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Governor Calkins. I think it should be dealt with

by resolution, and that recommendation should be made to

the Treasury Department to withhold from circulation any
five and ten dollar coins in the Treasury. 1 believe they
are fully in sympathy with the situation.

The Chairman. Then the motion is that the policy of
= 0rbing abrasion of gold coin should be continued, with
svecial reference to Governor Calkins' report on the atti-
tude of the Sub Treasurer in San Francisco, and that the
Reserve Board be asked to securée the cooperation of the
Treasury Department in seeing that five and ten dollar gold

pieces are not paid out by the sub treasuries.

(The motion, having been duly seconded, was carried.)




3

LIMITATION OF GOLD COIN ISSUE FOR HOLIDAY CIRCﬁi:&ION.

The Chairwman. That motion having been carried, in
this connection there is a matter that bears on that sub-
Jject; that is, whether we should do anything to check the
use of gold coin for Christmas oirculation.

Governor Passmore. I wanted to ask that question.
After a conference of the Governors with the Federal Reserve
Board w&i.. sent out our gold conservation circular again just
recently, due to this inguiry for gold supply; we sent it
to all banking institutions in the District.

The Chairman. Is there any suggestion for a recom—

méndation to the Reserve Board on this sucject of Christmas

gold? No one seems to have a suggestion,; therefore we
will pass it.

Governor Calkins. A8 all know, gold has been more
generally ¢ireculated, and the most SBuccessful thing dome to
prevent a cbntinuance of that was that no five of teén dol-
lar pieces should be mads avallable for circulation. When
demands were made on the banks for gold they replied they
were able to supply twenty dollar piecds and unable to sup-

ply five or ten dollar pieces; and the effect has been very
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much more general than would be &nticipated.

TRANSIT OPERATIONS.
The Chairman. Topic number 5, Transit Operationms,
Governor Harding would like to have the Board present when

that is discussed.

RELATIONS "ITH STATE BAnks.

The Chairman. Topic number 6, Relations with State
Banks. That general subject has ,oecen referred by the
Federal Reserve Board to Mr. Koehlenpah a8 a committee,
and possibly this is an opportunity o get Mr. Moehlenfah's

opinion on it.

Ur. loehlenpah. Mr, Chairmen, as I told you this

morning, I wanted to sit on the side lines and get insytouch
with the inside workings of the pauks, get n touch with

you men personally. This campaign now is in charée of

the Federal Reserve Agents, and they have worked out many
plans, We are trying %o ussemole *hemw and got it toge-
ther and get MNr. Hoxton to make some new nlans for an in-
tensive plan, with your cooperation, and the Federal Reserve
Agentgs. If you will give me all you have, and help me

all you can, ¥ith the Federal Reserve Agents, I am sure I
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will appreciate it, as a new member >f the Board, or with
this work of the Committee. I expect to get around to

the different banks and meet you, as time goes on, but if

you can give me anything, personally or by mall, it will be

appreciated very much. We have soume plans, but they are

not fully concentrated now.

STATE BANK MEMBERSHIP.

The Chairman., This topic, subdivision (a), contains
this question: -

"Is any organized work being conducted similar to the
campaign to get par points?"

I should like, if I may, to explaln what was done in
New York, as having some direct bearing on the guestion of
organized work.

Mr, Jay has been handling it, with the assistance of
some of the other officers of the Bank, and we have divided
the District up into sub-divisions. 0f course #e have
a list of every eligible non-membsr State bank =znd trust
coumpany, and aome knowledge as to whether they are deair-
able for memberchip or not, which reduces the number of
candidates for treatment to a moderate munber, and those

(]

are approached by indirect and direct methods both. In
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northern New Jersey they have a cormittee; they have State

bank officers whose institutions are members of the Reserve

nysteﬁ, who are undertaking themselves to waip the whole

State into meuwbership, and the sub-divisions of the State
BankeQe‘ Association, where they have eight groups in New
York State, are likewise undertaking sonme work??gs the re-

o .t of ¥Nr. Jay's experience in taking it up in detail in

this way, it has been eminently succéssful, and we have the

great bulk of them now in the system, and he has written a
letter to ¥r. St:auss in which he makes these suggestions:

(1) Prepare a summary of all State laws relating to
membership »f State institutions and substitution of Fed-
eral Reserve for State Reserve requirements.in States where
these ossential provisions are lacking ask the Federal
Reserve Agente t0 endeavor t0 have them enacted.

(8) Ask each Fedecral hessrve Bank to prepare a list
of eligible State banks, by Svasen, and showing:

(a) Capital and ourplus.

(b) Deposits.

Alao indicating which ere wembers and which ere not

members of the Federal Reserve system.
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For your purposes,(that is; the Reserve Board), it might
be well to have the List arranged in each State in order of
the size of each bank.

(8) Ask the Federal Reserve Agents to report in ros-
pect to each Stats what is the attitude of the State Bank
Commissioner regarding membership of the State Bahké.

(4) Also, ask each Federal Reserve Agent for a repéit
as v. what the conditions are in each State which would make
a vigorous campaign easy or difficuit.”

Now; in our District I have said that we had a mich less
complicated situation than in other Districts, but lir. Jay's
experience,or mine, 8o far as I had contact with it, convinced
me that the only way to get them in is by attacking them in

detail; have 2 list and sick your organizction at those

banks, one after another, and get the Stgie bank members

#ho are convinced of the value of tle svctenm, and get after
them, and we will gst them in time.
Governor Fancher, This ha3s beea our procedure in

Cleveland. We have sometime ago listed all of our eli-

gible State Banks, then, by a process of elimina%tion, we¢ have

eliminated scme of those that are eligiole but perhaps would

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




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

112
not be desirable; then we have grouped those vanke, and

we have invited the representatives in; had about two
meetings a wmonth, oringing eight or ten representatives
at the expense of the bank.

The Chairman. e have had those.

Governor Fancher. We discussed the situation with

them; had a lunch and sent them home; and then, more recent-

i, we found that effective, we have the opportunity to get
close to them ‘and discuss thinge around the table and

oring out their ideas, and if they have got some ovojections,
to overcome them, and try to set uplthe desiraple fea-
tures of membership, then, the firsi of last July,we put

on our staff a very competent advertising man to write

about once a month, to0 put out some good circular, and

then »e followed that up by a letter about once a month,

and by that consistent effort we have awakeded a good

deal of interest, and we are bringing in Dbunks pretty
regularly. We are convinced you have got t0 approach
each individual bank and put it up to it in some praovi-
cal way,

Governor Wellborn. As our District has so many

State Banks, and we have a large numoer, there must de
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about eleven hundred that are not in, perhaps it might be

well for me to make a astatement.

Lagt spring we decided to make a campaign, and we se-
lected our Cashier, who has a pleasing persconality and under-
stands the systen thoroughly, and we sent him out among the
banks, and he visited Alabama, Georgia, Florids, Louisiana,
and part of Miesissippi, and he made a personal call on the
bairers.,  In a good many cases he got the Board of Direct-
ors together and talked to them. The result of it was

very disappointing to us. The banks he picked out for

that personal solicitation I think were very good omes, but
he was unable to move them. It is true we got a good
many applications since that time, but they happen to be
from none of the banks he called upon. Applications came
from banks that wanted to borrow immediately, so they came
in just to6 get accomodations and rediscount privileges.

The Chairman. 0f those 1,100 panks probably not
more than a couple of hundred —

Governor Wellborn. Yes, aoout eight hundred. Near-

ly all the solid, good Btate banks in our section simply do

not sntertain the idea of coming in. They say they see
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no necessity for it. They have good, steady business and
can get what accomodations they want very easily from their
correspendents, and they figure they lose money by keeping
their reserve with us without any interest, and you can not
budge them from that position. As I have said, the only
banks that come in are those that want to borrow, and bor-
rov ery heavily.

“he Chairman. Are there any other remarks or sugges-
tions?

Governor Calkins. In our District, we have brought
about the amenduent of the laws, of all of the seven States,

80 they are practically uniform, so far as conditions of

membership are concerned. We have had for some months
rast one of our Directors engaged, first, in this movement
tc amend the law; wecond, #&n the preparation of a hand book;
and, third, in visiting and discussing the matter with the

banks,

We have specifically instructed the managers of our

four branches to make it their budiness %o secure par points
and membership of eligible and acceptable banks as fast as
they can get around and visit them; and we have found one
thing, I think, without question, and that is the best method
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of approaching a bank and inducing it to pecome g member
of the Federal Reserve Bank 18 +y send to that bank an
officer of the Federal Reserve Benk who is fully qualified
to sit down with the officers of that bank, examine its
situation, its condition, and show the officers of the bank
how they can bemefit by memberallip in the Federal Reserve
Sy o . We have been extremely suocessful in following
th- . wethod. The State memper panks, in all these States,
except in Arizona, have been gulte guccessfully solicited
at this time. We have .a good pmany applications.

The Chairman. Are there &any other statements?

Deputy Governor Peple. T e¢aa say from the Fifth Dis-
trict we have felt it wise 1O supbordinate the campaign for
membership to the campaign for par ;points. One of the
principal argunents, and the most general argument, of
State banke ageinst memp2Tship qa8 the loss of exchange.
Nevertheless we have done what We could from time to time
to arouse interest’ we have neveT neglected a gingle oOppor-
tunity, where esny interest in the sveten was menifested on

the part of the ofiicers, and we have found that the mos?t

effective way 1is to send a thoroughly conpetent man tO the

bank to talk, not only to the officers of the bank, but o
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the direciors. We have made a special point, when a man
vieited a bank -~ generally one of cur Assistant Federal
Reserve Agents —— that he try to got a meeting of the
directors, and discuss matters with them.

We have had, from time to time, interest ranifested in
membership in the system by banks that, as Governor Wellborn
haz “=1d, wanted to join because they had borrowed everything
the, .,uld borrow outside and wented to tap the inside sourc-
es. Those, of course, we have discoursged.

We have made direct efforts on a selected few of good
non-mempber banks, whom we thought oufht to be members of the
Federal Reserve System, directly ourselves, and indirectly
through the officers of member banks. Quite a number of
the member banks have been very kind in seconding our efforts
ih that respect. We feel very well satisfied, however,

Eyéf RO 8ystematic campaign for membership can be success-

Vo

fully conducted unts1l we clean up the par collection system

very much ovetter than it has been heretofors, or is likely
to be in the near future.

The Chaiiman. Any other remarks?

Governor Pascumore, in our case, we have invited

the bank officers in, and have shown them all over the bank
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and have explained the exact situation to thom, and that
has pbeen most effective. I think we are right now con-
ducting a far more intensive cempalgn in our District by
personal visits of some officers of the bank, becauss we
find that is very well received. In the State of Dela-
ware there are State banking acsociations taking the matter
U and they are appointﬁng committees, trying to get every

tuticn into the system. It is, of course, only a
swall 8tate.

The Chairmsn., Are there any other statemsente?

Mr. Moshlenpalh. Mr. Chairman and gentlemen, I have

been very much jnterested in what &ou men have said and in
the efforts you have put forta. I am guite convinced of
this, coming so newly to the Board and coming from the
active benking end of it, and the State hanking end of it,
that much will depend upon your individual peérsonal approaca
to these men, the non-member eliglbles, as to how you handle
them, and the question that is in their minds, the main
quastion, is: will you take just as good care of them as
thelr correanondentsa?

And now I know, as you men knouw, that many of the oity

corresponding banks are, we will say they are selfish, aud
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I have run across State banks who have talked with me per-

sonally, and I have discovered that they have not had the

punch -~ we have not had the punch, the cooperaéion, from

the big city corresponding vanks that we think we are en-
titled to. Now, if you men, on this one thing, as these
men come to you, could convince them that you can and will
cars for them in their\aeasonable, reasonable needs; they

are inking about the prestige that membership in the 8ys-
tem will give them, as State banks, in competing with nation-
al banks in their compunities, but they are fearful that may-
ke they may not be cared for.

That leads me to suggest this, that perhaps you men,.
can bring to your assistance the concrete personal view of
the €tate bankers that are now in to assist us in this cam-
paign. If they are satisfied customers, we can sell +the
membership to thenm quickly and easily. I am sure you get
what I am getting at,

Now, wo have got to make up our minds to this, that it
must be a s8ane, clean-cut, coneretes appeal that we must make
to them. May I askx of you men, in standing by the agents
in your Districts, and the things you have already done,that

we shall try to work now from the inside out, that you will
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be, 1f you can be, more persuasive, and, if I may ask, more
diligent, to show these men what they can expect of the
gystem.

I have asppreciated this, tha%t the par program has had
the right of way; before that the war progran. Now, line
upon line, precept upon precept, I am quite pptimistic that
Wo 11 persuade these men that are desirable to come in.

I w6 to assure you again that what you men have said has

had its appeal to me; and if you will get continuous action
and make it more personal and more direct, perhaps you can

get resulta. I am sure we will.

The Chairmsn. The other division of this topic is:

(b) Fraudulent advertisement or clainm of member—
ship in Federal Ressrve System. What

means exist for preventing?

Has anyone any report of caces of that aha&@nter in

their Districtd?

Governor Calkins. I do not know who suggested that

Question. It may possibly have cowe from San Francisco,
although I am nct conscious of it.

We had an interesting case in our District which brought

up that question, and the answer to the question asked here
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is apparently, there is no means of preventing it. A bvank

in the nortawestern part of the District, whioch had veen in

notoriously bad condition for many years, and never has veen
even an applicant for membership, sent out a very large num-
ber of circular letters, in which the statemsnt was made
"This bank is a member of ths Federal Reserve System and is
tr wefore under both Federal and State supervicion.” We

T . 1% up with them, and I suppose we indulged in intimida~-
tion, or something of that sort, for they disclaimed respon-
81bility and said the circular was sent out without the
knowledge of any officer of the bank -- rather an unusual
condition —- and undertook to correct it. But the quea-
tlon was asked in that connection: what means is there of

preventing such statements?

The Chairman. Has any one else had a similar expe-

rience?

Governor Passmore. No experience of that sort im our
Distriot.

Governor Biggdar?:. I have had one in the Eighth Dis-
trict, at Edwardsville, Illinois, they got out of the syatenm,
but they continued to advertise by bill boards, newspapers,

and every other way they were still members of the systen,
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and we got after them with a pretty sharp stick, and we got
to the point where we told them that we would use the press
in that locality, . if they did not discontinue, but we had
o repeat it two or three times before they stopped.

The Chairmsn. I do not think this topic, in view of
the fact that there are only two cases of that sort in the
whe.  sountry, would Jjustify any actio n now by the oonfeé—
ence.

Governor Seay. I think it does not need any attention.
It is bound to be sporadic.

Governor Wellborn. 1If a motion is necessary, each
Federal Reserve District should bhandle that question.

Governor Biggs. It might be of interest. We took
this up, and I have part of a letter of Governor Harding on
thie and it may be of interest to youw gentlemen to know.

The Chairman. Is 1t long?

Governor Biggs. No, very short. He says:

"Any misrepresentation: of a material fact ought to be
& violation of gome statutory law. It seems to me that

the Federal Reserve Bank will be justified in a case of the

kind described in your 1etter, where it is not only a fraud

upon the public, but infringing the right of your member
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banks, to make a very sharp and positive demand that the mis-
leading statement be w«ithdrawn. If this method be not suc-
cessful, it should be published, corrscting the statement ove
the name of the Federal Reserve system, and I think it would
2revent any further abuses of thie kind.,"

That is what we had already done. This is from a
lctter of Governor Harding in June.

The Chairman. Mr. Wellborn haa offered a resolution
to the effeot that it is the sense of the mesting that each
bank should adopt such methods as are thought proper to sup -
DIress suoh practices, Is that seconded?

(The motion was duly aeconded and carried unanimously. )

The Chairman. The next topic is Dizoount Rates.

7:  DISCOUNT RATES.
Governor Harding would like to have the discussion when

the Board is present, except as 1o aubdivision (¢).

(c) Caloulation ®f Intereat at 365 daya per year:

Present practics ia to compute interest on notea
resdiscounted on basia of 365 days and on bills
purchased in the open market at 380 days per ysar.

Should basia of calculation be uniform?
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Who suggested this topic for the conference? Someone

must have suggested it.

Governor Passmore. I think the recommendgtion was made
by us to the Board that ﬁhe Board and the various Federal
Reserve Banks, that we all go on the 365 day basis in our
discounts, 80 the only thing that is not on that basis is'
the bills purchased in the open market at the present time.

The Chairman. Yes; I think that is simply conform-
ing to the market custom.

Governor McDougal. It is.

The Chairman. We have two kinds of uniformity, then,
instead of complete uniformity.

Has anyone a suggestion whether the 365 days applying

t® purchases should be changed?

Governor McDougal. The Government uses 365 days, does

it not?
The Chairman. I believe so.
Governor lorss. I move that it should not be changed.
Governor Van Zandt ., Why should it not be uniform?
Governor Morss. Because it is the trade custom of
figuring those bills at 360 days. If we should figure
them on a different basis it makes so much change in our pur-

chase rate, and it would cause &0 much discussion and
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opposition that it does not seem to me it 1s worth while.

Governor Van Zandb. T mpoved that no change should be
made in the method of computing discounts.

Governor McDougal. Before you put the question, 1
should like to inguire whether all tae banks are operating
on the 38 5 day ba3is as to disocounts and the 360 day basie
©: oen marketb.

‘e Chairman. Ts any bank here to report any differ-
ent method?

The motion offered by two Governors is that there shall
be no change ln the present practice. T3 that seconded?

xX

(The motion was duly seconded and carried.)

CREDIT SITUATION.
The Chairman. Tople 8, Creditv Situation, is another
tople for consideration with mombers ¢of the Reserve Board

present here, except as to suodivislion (¢).

(c) Discusslon of the coupllcated situaiion present-

od. by the amendment to Section 5300 U, 8., R. 3.
That 1s a topic that was cuggested,by the Fedsral Re-
serve Bank of New York, inspired somewhat by tue receipt of

c¢lrcular X 1705-A of the Federal Reserve Board, which
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presentes 8o com.liceted a situation as to what may or may

not be' loaned that I doubt 4if any banker can really tho-
roughly understand it without employing a lawyer —— ceor-
tainly s country bank could not be eéxpected to understand
it, and I am not sure that I understand it, even with this

very explicit circular before me. Are or are we not

+4fied in asking the Reserve Board, if any legislation

i wéquired in connection with the Federal Reserve Aci to
endeavor to have a study made in connection with Sectlon
530C and get it simplified, bot% a8 to the Reserve Aot and
Section 530C of the Revised Stztutes, as to discounts for
the paper that can come from State bank meubers of the
system? Certainly this present situation is altogether
to0 complicated.

Goveraor Wellborn. Is not that plain to you?

The Chairman. I will read a memorandum, which need
not appear in the record.

(Foliowing reading by the Casirman:)

Governor V¥ellborn. Do you not think the Federal Re-
serve Board ought to ask Congress to amend the Federal Re-
gerve Act, Section €, and put them on the saue bagis as a

nat ional Bank?
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The Chairman. I should think so.

Governor Wellborn. I think the Chairman may very well
call attention to that and ask them to do that.
Governor Van Zandt. In connection with this Section

5300, we are having a lot of complaint about the wording of

the amendment down in our section. I know of several in-

stances where banks, in attempting to 1lend their cattlemen
Wun.. 35 th; discounting of notes, secured as the provision
shows, and fully covered by insurance. Those fellows
down there go to work and take out tornado insurance on their
cattle,
The Chairman. That is an interesting asidelight.
Governor Van Zandt. That seems to be the cheapest

kind of insurance they can get. It says "fully ocovered

by insurance".

The Chairman. Can they give the cattle documents?

Governor Biggs. Accident insurance.

The Chairman. What do you-recommend about that, Gov-
ernor Van Zandt?

Governor Van Zandt. I do not offer any recommendation
at all. It looks to me like a very crude amendment.

Governor Calkins. I think the conference ought to
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recommend the ironing out of the kinks in those three sec-

tions. They are inconsistent, confusing, embiguous, dif-
ficult of interpretation, and altogether bad.

The Chairman. You seem to be competent to offer the
necessary resolution, Governor Calkins.

Governor Calkins. I will offer the resolution that
Thic conference recommend that Section 9 of the Federal Re-
8exv. let and Sections 5300 and 5303 of the Revised Statutea
be amended by the elimination of inconsistencies.

Deputy Governor Peple. Would you not include Section

Governor Calkins. Yes, sections € and 13°,

The Chairman. Is that motion seconded?

Governor Wellborn. That embraces my resolution made a
woment ago. I second it.

I would like to add to that, in order to put the State
Banks on the same basis as the National Banks.

Governor Morss. Put all the banks on the same basis.

The Chairman, I #ill make the statement for the record
that the objeot of this recommendation is to put State vanks,

which are members of the Resarve System, and National Banks,

which are memobers of the Resexrve System, upon the same basis
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a8 to limitation of liabilities, under ooth the Ressrve Act

and the Revised Statutes, and to put Federal oanks in a posi-

tion where the lirmitation as to endorsement of bills sold

shall apply the same, both when the bills are payable abroad
and when they are payable in the domeatic market.
Is there a further discussion?

( The motion was sevonded and carried unandmously.)

DISCUSSION OF FOREIGN BUSINESS OF RESERVE SYSTEM
AND HOW IT IS MANAGED.
The Chairman, Topic 9: Discussion of foreign ousiness
of Reserve System and how it is manager.
I understand that is being reserved for luacheon to-

WOTLowW.
10: ADMINISTRATION PROBLENS.

The Chairman. This leaxsstopic number 10, -Administra~-
tion problenms. Dr. Miller wanted t0 be present when we
discuased the question of special compensaticn to mbhet high
living ocosts.

Governor Wellborn. You mean bonus to smployes?

The Chairman. Yee, apeocial compensation.
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0
ik

he Chairmon. Here are extra toploa that have beén

suggested, which I wlll pasg along.

Governor Passmors. LAre there auy other sections we
might discuss while we are waiting for Dr. Miller?

The Chairmen. Yes.

I want to make & little explanation of this topic num—
ber v, It was auggested by the New York bank for this
readuul We have employed some new mex at the bank, and
very good men, with the object o¢f dealing with madtera of
personnel and efficiency and of crganization, and they are
developing a good many new ideas in connection with how
these matters should be treated. At the same time there
has gtarted in New York city a very determined effort on the
part of the American Federation of Labor to organize clerks

of all kinds in banks, insurance companies, offices generally

throughout the city, such concerns as the Borden Condensed

Milk Company, and big uanufacturing and industrial con-
cerns that are not nuw organized, and get the whole popula-
tion of wage earners in the organization of the American
Federation of Labor. They are holding a series of mest-
ings; they are undertaking the movement by some methods

which I think are decidedly wrong and under-handed, but they
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are making some little progress. Yhey have succeeded in
organizing the olerks in the Borden Oondensed Milk Company,
and within twenty four hours they had a otrike. They have

got the clerks in one of the banks in Brooklyn organized.

I might say that the bank clerks in the City of Paris

are organized under a lavor union and they had a strike some-
tinm~ 2go, and a very considerable inconvenience resulted,
They .e at present engaged in efforts to organize all bapk
clerks in London in the same way, and I toowaa told by the

officers of the Bank of England that the work of organiza-

* tion was procesding in the Bank of England at that time.

These efforts are due to conditions; they are not simply the
design of one man or one group of men, obut I believe are
the result of conditions whioch have developed in the coun-
try and which, in some instances we may have beenlax in
anticipating and dealing with, and I am perfectly well con-
vinced that we have got to get at it and insure proper at-
tention to the moral and mental and pkysiczl welfare of
tae people that work in the banks, and just how to %o
that is & question,

The men who are working on this subjeot thought they

would like to put it on the program. If 1t too much of
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a chew, why, you gentlemen say s0, and we #ill go it alone in

New York, We have got a wvery extensive program under way
with the problem of the clerks.
Governor Wellborn, I have had some experience along

that line.

Governor Pagsmore. It is a very live question in our

. overnor Miller. Have you reoduced that to writing, and
will you send it out to the other bankas?

The Chairman. If I attempted to send all the material
that has been written on that subject, you gentlemsn would
be swamped.

Governor Miller. Just the substance of it.

The Chairman. I have had some data prepared by various
of the men in the vank, which is very interesting. If you
would care to have me take it up by topics, I would ke glad
to do so.

| Governor Miller. T think thet is a very important ques-
tion.

Governor Passmore. I think Dr. Miller ought to hear

Dr., Miller. I was very glad to see that item on your
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program, and to know that the Reserve Banks were giving some

attention to conditions of employment, especially for the
lower grades in the salary scale ¢f the employes, and I
wanted to speak a word on behalf of an inquiry that the Board
is trying to make for its own information, w~ith the hope

that the information may also be of some value to the banks
in this connection.

“1e object of the Board's investigation is '+ .:. purely
to ascertaln what effect the increase in the cost of living
for clerks in the different salavy grades has peen, due to
the rising prices in the past few years. The Board is
aot trving to set up a definition of what standard of living

a clerk should live in; we are trying simply to get some

method of approximating the extent to which high prices

have borne down upon the standazd of living that was common
to clerke in a given ¢lass, we will eay three yesars ago,
before the great rise in prices began.

Propositions have come from the banks for obonuses, say
“of twenty per cent on salaries of clerks receiving less
than $1,500 a year, .: perhaps fifteen per cent for olerks
receiving $1,500 $o %3,500 or £3,000; and a bonus of ten

per cent upon the higher classes. That seemed t0 me a good
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enough way a couple of years ago, but it seems to me the time

has come when we ought to be able to proceed in making salary
adjustments upon a better knowledge of what the condition isof
which we are trying to make an adjustment.

I feel this, from a roint of view of a uember of the
Board, and I do not feel I would be discharging my duty if I
appr-v2d results arrived at oy a rough and ready and don't-
care  ~¢ess like that. Something better can be done.
Something very much better is being done by a great many priv-
ate institutions, among them some banks, and, let me say that
some of the largest private banks in some citiss in the coun-
try —— there is a very striking case in New York —- are go-
ing to cooperate very thoroughly with this plaa of the Board
in their own interests, While I hear some of the Reserve
Banks are apparently. if T am rightly informed, holding back

through one sort of fear or another.

Now, my belief is that the Reserve System hag got a

chance here to show that it knows how %0 concsive g problem

of this kind, which gets particular Poiagnancy out of a re-
- cltal of such facts as Governor Strong has just given us,and

they appear to count upon theoconfidence of the great mass of

lts employes in the good spirit and good intention of the
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management to be able to secure thelr full cooperation in

attempting to get the data that you must have if you are
going to proceed to make salary adjustments upon anything -
than a rough hit upon this principle; if you are goling
to make adjustments that will oorrect such cases as these
that are never reached by the fifteen or the twenty per cent

hor‘~ontal bonus.

.70 brief, what we are trying to 40 1s to get certain
data which will do for us precisely what the chart that the
nurse keeps at the bedside of the patient, or that the phy-
8lcal director in the gymnasium does, in order that he may
know what the physical condition or the economic status of
the people who are under your employment are; and for whom
you must feel a certain degree of responsibility.

This questionnaire, by the way:; I do not know whether
you have all seen it or not. This 1s the first copy I
bave had in my hand.

The Chairman. We have them right here.

Dr. Miller. Let me say that has been wmost carefully

prepared. Let me say this, although I am speaking for:
it, I did not prepare it; in fact, this is the first time I

have had it in my hand. I had the original copy in my

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




135
hand a few moments, but we wore anxious to get this under

Way, and sent 1t to the printer at once. But I d4id have

the selection of the men who passed on it, and notaing bet-

ter than this has been prepared, and nothing better than
this+ can be prepared, I am prepared to say authoritatively.
It has been passed through the crucible of a thoroughgoing
test by men who know what thay are about. It has been
pa.. .larly edited, with reference to keeping out of it
aﬁytuw¢g calculated to excite offense, or any intrusion
into one's private affairs; it is a plain, matter of fact,
series of questions; and I think any clerk who has the re-
Quisite confidence in his euployer will be glad t¢ furnish
the data called for, if he can furnish it; and for the
most part I think those who are being most hard hit by pre-
sent high prices can give you this information with a great
degree of accuracy, eo that you will know about how much

; man who ir in the salary grade of #3,000 or $3,5C0, in
New York, Philacelphia, or Atlanta, or anyghere else ———
how much he spends for fuel and light and heat; how much
he spends for clothing, supposing he is the head of a
family embracing a wife and two or three children under

fifteen years of age, and 8o on. Se, if you set your-
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selves against this, it strikes me you are virtually saying

"We do not want to attack this problem seriously; we do noi
Want to do it methodically; we prefer to handle it in a
Tough and easy way of saying "We will give these fellows
down in the lower grade twenty per cent."

Now, I have no hesitation in saying, as regards my-
8elf; if I could have my own way, I should want to go very
muct. rther. I have no hesitation in saying that the fel-
low at the lower end makes great claims upon my considera~-
tion and my interest, and I think, individually and personal-
ly, I would refuee'to be at the head of an institution where

there are many cases where I felt there was real need, real

suffering and real impairment of health, efficiency, good

8pirit and things that make for a happy atmosphere in a work-
ing institution, if they happened in any considerable number
and were anything more than sroradic accidents there.

But that is not involved in this. This is merely the
attempt to get information, to know, in other words, to what
extent we are responsiole for employing several thousand of
wen in the Reserve Bgnks all through the country without
@ver having taken the pains to ascertaln to what extent the
burden of the rising cost of living is welghing upon them,
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and is not being properly adjusted through lack, either of

concern, or chrough lack of an intelligent comprehension
of what fair dealing with the problem really implies.

The first thing we need for that is information, and
I see no objection to asking for this information; it is
purely voluntary; there is nothing obligatory about it,
eivi -r upon the part of the cank in cooperating with the

Boar. .:: this work, or upon the part of the employe in co-—

ObPérating with his bank; but I s2e no ovjection whatever to
any banker undertaking this and undertaking to present it
to his employes in a way that will really snlist their co-
operation; that will neither exciie their suspicion that
some unfair advantage is going to be taken of the knowledge
which will be gained, or that it is thes fore-runner of a
great increase in salary.

that

More than/, T think if we put this thing through and

Show that we know how $0 use ths results thus gotten ot we

'®will be doing something notv only tc improve the employment

gituation within our banke very much, but we will also be

setting an example that I think the couniry needs very bad-

ly as regards the great mass of the salaried employes of
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My own observation is, through dipping here and there
into some of the larger cities of the country, that the
thing we call bolshevism thrives more in the home of the
underpaid employe, by far, than in the home of the ocrdinary
manual wage worker. Just a3 I found that bolsheviem
th" w29 in our universities —- I believe it thrives in Har-

varc. . iversity, right in the faculty at this day — largely

because of the meager salaries that the instructing body is

getting, and the rather indifférent attitude or postpone-
ment of consideration of the question ¢f adjusting saleries
to living costs until this pasat year.

So that if we do anything here that is well donme in sup-
plying a part of the basis for making an intelligent salary
adjustment in our Reserve Banks, we will be doing something
that I feel confident large institutions that have a nonsid-
erable salary‘roll for clerks all over the country will in
time, and I am inclined %o think rather speedily, take ad-
vantage of, The only recason I should see for hesitating
on this, is whether we know where wo are coming out, and as
to whether or not this mesthod of attacking the problem ie

as good a8 you can get. There is where I want to repcat
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what I have already said: this thing has been through the

crucible: it has been tested thoroughly by men who know this
thing, and this is about as well calculated to get the mini-
mum amount of information we need to have by methods that are
as little intrusive, by methods that are as impersonal as I
think you can find anywhere.

This morning I was told the Bankers Trust was going
use it. . I think they ware one of the pio neers in New
York oo yearé ag . They are eager; they nave seen this;
their experience hes bheen utilized by ihose investigating

this problem for the Board, so that we shouwld feel reason-

ahly assured, when we gend out a questicnnaire designed to

get information, that that questionunaire would be as well
planned as a thing of that kind can be made.

Now, I repeat that I am interssted in this, because I
feel dissatisfled, as a member of the Board that pasces upon
your propositions for expenditures and increases of expendi-
tures here and there, to dismics what I feel is 2 very consid-
érable reésponsibillty upon that sort of treatment. If I were
a clerical employe I should feel that a bonus, arrived at
in that rough way, with so little knowledge of my condition

and my needs, was about the least a callous erployer could
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do. Anyone who felt any real concern, any really enlight-
ened selfish concern. for his employes,

I should feel would not take other methods of finding out
precisely what the adjustment should be.

I can not help but feel that a fellow who is getting

$1,800 a year and a bonus of twenty per oent, must have

every mean, every bilfious animosity in his body aroused when
a fellow who gets $5,000 a year and gets a ten per cent
bonus, one-third, or almost one-third, of the entire salary
of the fellow at the other end of the scale, even after he
has got his bonua.

I think thie is a responsibility that we ought to ac-
cept, and 21l that I want to say is that I hope that before
anyone of you concludes that he doewmot want to cooperate
with the Board in getting this information, you consider
pretty carefully what the alternative is, whether this thing
hes 00 many ocjections that it has got t0 e thrown out as
inferior to the »ough and ready guess of tle emplovaent
manager, with approving vote of the directiors as to juet
what ought to be done by way of bonus to adjust salaries to
living costs.

T am particularly eager about this because it is my
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belief, and upon that belief I should be willing to stake

ny whole repﬁtation, that living costs are going to get
worse and worse. The one thing that I think one is reas-
onably justified in Prophesying at the present time is that
prices are going to riss and not fall.

The Chairman, What makes you think that, Dr.¥iller?

Dr. Miller, Because we are going to feed out more and
more crelit, more and more ourrency, and whether we need it
CT not, we are going to do an énormous amount of financing
for Europe, and that is going to be done in this country
through an enormous expansion of credit.

The Chairman. Do you not think we can control it by
direct methods?

Or. Miller. I do not think we will, We ought to,
but I think wo will conclude eix months from now that infls-
tion is inevitable, just as we have oeen concluding it the
last year and a half,

The Chairman. It is 2 matter of control to the extent

that somebody has the declsion?

dr., Millex. Yes. I think, howeﬁer, we will not con-
trol is. When I say control, I mean I do not think we will

effectively control it.
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The Chairman. Do you mean we will not want to control
it, or will be unsble to teke measures, even if they are
available?

Dr. Miller. I mean there will be no methods aveilable
that we will not feel are more disastrous and more costly than
an inflation of credit. I think, 1in other words, without
knowing it, we will accept the condition that our methods
have tAused in the past.,

las Chairnan., Do you think it c¢ould be etopped?

Dr. Miller. You mean stopped at thie juncture?

Chairman. Yes. |
. Miller. No, I do not.
Chalrman. Do you think it could be checked?

Dr. Miller. Yes; I think it could be checked; I think
¥ could do a great deal to mitigate it.

The Chairman, Then why do we not do 3%?

Dr. Miller, Well, I do not want to get on that ques-—

tion. That is g different matter.

m ' %
~he Chairman, I am through now. I am not going %o

8ay another word,
Governor Van Zands, On this questionnaire, did the

Board say what the full effect might be on the employes, *f
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they knew they were sending this data to the Federal Reserwe
Board unknown to the officers of the pank or ever to their
own board of directors?

Dr., Miller. Oh, not at &ll,. This goes through you.

Governor Van Zandt. You are mistaken. This says:

"Answer the questiomnajre, f£ill it in, place it in an en-
velc. seal it, aund address it to the Division of Research,
Federal Reserve Board, or hand it %o the Federal Rescrve
Agent ."

The Chairman. That must have been intended to give the
clerks a certain sense of privacy about their affairs.

Governor Ven Zands. On tlke other hand, will 1% not be
very much misunderstood by the clerks? Have you one of
the printed copies before you?

Dr. Miller. Yes; I have.

The Chairman. Dr. Miller, of coursse, avdifferent con-
dition exists in different banke. Some of the bvanks that
are more remote from thesc centers of disturbance, if you
please, like New York, and where they have not the largs
force and such compotitive conditions, I do not bslisve Shey

feel the difficulties in the same degree.

Dr., Miller. They do not feel it as acutely.
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Governor Calkins. I think I ocan say, without any qual-

ifiocations, there are no such cases as those the Chairman
has described to us in our bank.

The Chairman. The situation in New York is an exceed-
ingly difficult one ‘ust now. The congestion of population
has really added a great deal to the cost of living, beyond
what the people ordinarily suffer. If it bad not been for
that > might not have had & condition in the bank just now

which uLas got to be dealt with.

I have read this over, Dr. Miller, with very great care,

and my impression was it was the most admirable and fine
plece of work of the kind I have ever seen, and I have seen
& great wmany efforts of this sort teing made in New York

by the other bankers. What I should like to do in the Re-
serve Bank in New York is tﬁig: We will speak of three
thousand clerks, in round figures, I want to deal with
them as intelligently as we can, which I: will admit 4is not
as intelligently as I would like to, by the middle of Decen-
bex. To have assombled data from the cost of Liviag $n
the bank, in our District; we know about what it is; we know
the ccnditions of the clerks; and while it was not done with

the scientific eocuracy that will result from this queastion-
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naire, I can sssure you we will know within a reasonable do-

gree of acouracy enough to know whet we ought to do and do
intelligently, and what I snould like to do with this Ques—
tionnaire is thia: I want to make those clerks a little
happler about living costs, and take this weight and anxiety
off of thelr minds; then I should like to send this question-
naire to them, and tell them that it is the pelief of the of-
fice ~f the bank that it would be preferable that they turn
these restionnaires over to the officers of ths bank, so that
the information may be céirectly available to us for use, and
those that will do so, turn them 3in confidentially in a cer-
tain way, those who prefe~ %o have thenm go directly to Wash-
ington, to send them through the Ressarve Agent, ard those who
do nnt want to answsr ,them zieed mot do so. But I think you
would find they would &ll come to the bank. We would have
them for analysis by wvepaclbe® wen who have bsen making a
life work of thie sort of thing, and tke information would

be nade the basis of our next step,which, Dr., Miller, I should
llke to decorive as *he result of the organization of the

bank's forve, as expresssd in the chart we recently got out,

by which wo can grade everybody in the bank rovghly accord-

ing to theose levels, beginning with the lowest leval.
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We would have, firect, the apprentice clerk, ther the

clerk, then the senior olerk; then we would have the aseigt—
ant supervisor of tbe department and the suvervisor; then we
would have the assistant manager of the diviecion and the man-
ager; then we would have the assictant teller and the Zeller,
the deputy governor and the Governor. That is the grade
classification of all the employes of the Foderal Reserve
Ban!

<1 & clags like clerks, not apprentice clerks and not
genior clerks, but Just clerks, there might be three levels
of salary, ond once those salary levels ere established,from

“he bottom to the toy, then a system of promotioa, grading,

will gradually be evolved that w.ll enable ue to do what every

well manageg banl:, I believe, should do, have a regularly
salaried organization, =a they do in the big English banks,
and every wesk they have a meeting, and they review the
work of every clerk whose employmens anniversary falls in
that period, and every week ome f£ifty-second of the clerks,
in the bpank, roughly, will be reviewed for regarding salary,
or increase, Sromotion; then this check-off once & year,
baving all the force gt the pank subjected to comparison

and change. or no change, as the case may be, will all be
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This questionnaire will be of great value to us, if we
can have the information and analyze it right there on the
spot . I am afraid if it comes to Washington it will be
regarded as of a confidential nature and we can not get it,
or if we ehould get it, without the clerks' knowing it, they
wil! regard it as a violation of confidencs.

o what I should like to do would be, first, to treat
them as I have suggested this year; then send this ques—
tionnaire to them, with a little urging that they fill it
out and deliver it to the properly designated officer of
the bank; if they prefer to send it direct to Washington;
if they do not wish to answer, do not answer it. I think
they would all answer it, that they would all t;;n it over
to the officers of the bank; furthermore, they will just
have felt the relief of that salary readjustment and speoial
compensation which we recommend, and they will be very much
freer to answer it than they would be under the pressure

of existing conditions.

Governor Seay. Having in mind the concrete instances

which Governor Strong has presented, and what he has said,

and what you have said to us, 1isa iﬁ in the back of your
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mind, ultimately, to devise some system or method by which

you will compensate the employe according to the measure of
his necessity, or provide a special compensation to provide
for a special necessity?

Dr, Miller. I think I can say this with a great
deal of positiveness, that the Board has nothing in mind
bey-~r . getting this informetion. I myself have been more
int.. sted in this than any other member of the Board, and
about all I can say in answer to0 your qguestion is that I
should like to postpone judgment on that vntil I see what
this thing revesls, what it discloses. It is a good deal
like asking a physician to prescribe before he has had &
chance to make a diagnosis, I want to see what we got
by way of data that discloses a very serious encgoachment
of high prices on the living conditions of any considerable
part of your employe staff.

1 am inclined to think that the Board will never do
anything with it beyond, perhesps, digesting %he information,
classifying it, making it more pasily available for the
twelve Federsl Reserve.Banks, and any other institutiona

th 3 s s K3 . s
at might care to profit by it, if we should corcluds that

t )
he material ig guca that can be made public in its results,




at any rate. S

The Chairman. Hay I take the liberty of making the

only two criticisms that ocour to me in connectlon with the

questionnaira?

Dr. Miller. Certainly.

The Chairman. I do not believe that any of the Reserve
Ba:' have yet been successful in working out & systematic
clas: ’Ycation of positicne, grades, in the bank, o a mya-
tematic treatnent of the salaries in +those various grades.

My fear is that unless sach questionnaire is dezlt
with by the men in the bank who have charge of thagsc mat-
ters, with regard to some gradation of wurk, that the whole
polint of it will be lost. We must get at the cause. One
of the chief results of a questloniaire like that is to
disclose mex who are attempting to support families in an
6ccupation where itheir retursl aptitude is such they can

not do it. Now, in justice to them, they should be sent

out. For instance, we may have o man there doing clorical

work who should he in a brick yard or driving a grocery
wagen.

Dx, Miller, Yes; no doubt,

m
i

he Chairman., And it is up to us to discover that,
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and you can not discover it from guestionnalres unless you

have it alongside the information in the vank.

Dr. Miller. lLet me say this questionnaire is not a
policy or a substitute for a policy at all. It is moO
more, as I used the simile, than the record shart that a
good nurse kesps for the use of the physician. That is
not intended for treating the patient. That is a record
of temperature, hours of sleep, nourishment taken, and a
gress xany other things that the physician has got to know
when he comes to treat the patient intelligently. This
is simply one kind of information,thati we have got to have

in a process of framing up for the individual banks a sim-

ple salary policy, the point being that without this I

feel that you will never get better; you are just guess-
ing, It may be you can not do anything vetter than a
gueoss, These difficulties you point out are unquestion-
ably genuine, end I think are already going on in the Re-
serve Bank in New York. I understand you have kept a
series of cards, with a good deal of data, and our division
is working on those naow.

The Chairman. But, Dr. Miller, another defect in

that is this. You know time is passing -——

ps://fraser.stlouisfed.org
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Dr. Miller. That is not a defect in the question-

naire, because it has nothing to do with i%.
The Chairman. Quite another one is this. I hope you
- 4o not mind my stating it.

Dr. Miller. Not at all.

The Chairman. Beoause I think this is important.
believe it is going to oreate the inmpression in the minds
of reat many of the clerks in the Reserve Banks that
therc is a court of appeals in the Resarve Board.

Dr. Miller. Then you have got to explain it to them,
I want to tell you exactly the position you are going to
be in in the Reserve Banks. Other banks are going to use
this.

Governor McDougal. They are not going to use it
through the medium of a third party.

Dr. Miller. They are going to use it themselves,
because they want precisely this sort of thing, and they
get the expert part Jdone as well as it can be done with-~
out any expense to themselves.

The Chairman. I will undertaks to get that inform-
atlon, but we will get it better and it bé more useful,

everything that is there will be available to the Board,
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and, in addition, it w#ill give us a line on the one thing

we need to know, and that is the adeptaocility of a systen
of gradation of work and salaries and living coste, so that
we are not encouraging peorle to endeavor to try and fight

a losing fight w~ith the cost of living in a job they should

not occupy, We have got a lot of people in the bank in
tha® wosition, and this will disclose it if put alongside
the - loyment record.

Dr, Millex. You have got to have a very complete and
8 very unusual ewployment record in order to do that,

The Chairman. We have. We have got a very wonder-
ful one, I think, Dr. Miller, on the whole.

Dr. Miller. This is not a matter of the next six
months or the next.year or the next two or three yoars. It

probably would not bte worth shile for either the banks or

ourselves or the clerks about it, unless there was a dis-

tinct outlook that we will have it for a great many years
be

to come. I think we shall/very .lucky if we get out of it

in fifteen years —- we will have a very disturbed price

situation. My own belief  is that prices are going to rise

for some considerable time to come; that we are going to
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have a slow dawnward movement, but it is going to ve a very
much checkered movement, and the question will be a live
question all the time. Is the clerk who is getting $1,500
a year at any one time getting the equlvelent of it to-dey--
if prices have gone higher or if they have gone lower? And
if you get your salary scale very much higher, as prices
rise, you have got to have some method by which you can fin-
ally ge: them adjusted when the inevitable decline comes.

Governor Seay. If the Chairman please, I shall have
%0 aski to be excused.

Dr. Miller. TWhat I would ask of you is to consider
this, give us your judgment as to its value for your pur-
poses, whether you can or whether you can not use it. 1If
you can not use it in its present form, in what form you
would suggest it? I should like to be in a position,when

tlze show down even tually comes, at least with the condition

today, as far as the board is concerned,--— our banks, with

their tremendous earnings, their tremendous growth, and
with their public prominence, in my opinion, are going to
be in a very bad case, unless they can show they have tried
to do something that is a little better than guess work in
the matter of developing a salary policy, and, above all,

the matter of adjusting salaries to changing conditions.
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If this is not the method to get at it, let us have some-

thing better.
Governor Passmore. It is your hope to get this in time?
Dr, Miller. It is my hope. This was started a year
ago, but I had no icea how slow the experts would be in fin-
ally getting this in shape where they felt it was absolute-
ly satigfactory. I am afraid you can not use it as a

basi. sr any adjustments in this coming year, but next July;

and, I repeat again, this is not an automatic device; this
is merely a first atep. If this goes through I suppose
the next step will be that each one of the Federal Reserve
Banks will bpe helped, a way will be devised by which you can
get an index of the cost of living. That is the important
and the most difficult thing. This is simply an attempt
to ascertain how a man distributes, how he spends, his in-
come; how mich, we will say, the man who has got an income

of £3,000 a year spende on food, how much on fuel, how much

on clothing, how much on recreation, and health and so on;

80 that, supposing he spends forty per cent on food, and
you find in the next six months that food Prices have risen
five or ten per cent, you know how much increase should be

wmade in salary to cover the cost of food.
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The Chairman: You do what we are contemplating in

regard to that. A3 soon as we establish the base salaries
of the banks and get our costs that you refer to, so we can
figure out the fluctuations, we were thinking of using those
envelopes, that I believe Professor Fisher was working on,
for speclal computation to cover the coste, and this en-
velops, which will be a fairly large one, will be handed %o
ea. - mploye, with an amount of money in the envelope,which
wili ¢ expressed by a calculation made on the outgide of
the dnvelope showing just how it is arrived at from the base
salary, or fluctuations of costs of various items that enter
into these items here, to an adjustment of it in pay; then
every clerk knows when he gets his envelope how it is ar-
rived at.

Dr, Miller. Yes, the posslbility, if you carry it,out,
your clerks are the best people to get up your cost of liv-

ing; that goes beyond anything.

The Chairman. That 1s what we arse going to do also,

I have got a great string of topics here, as you will sse,

I do not know whether it is worth while discussing then.

I put them down merely as suggestive. But I want to fly

at this thing before we have a break down.
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Dr. Miller. Before it flies awey with us?

The Chairman. Yeos.

Deputy Governor Peple. I should like to say just one
word. Our bank, after consultation with the officers and
the heads of departments, has written ale&tter to the Federal
Reserve Board with reference to this questionnaire. As we
understood it, the questionnaire was intended to be distrib-
uted jumediately. This is our time for the consideration
of all salaries in the bank. We have, since the organizatic
of the bank treated the whole salary question very much
more systematically and very much more sympathetically than
I would suppose you thought we had done from your statement
as to the difference between a flat bonus and this xind of

an investigation. We felt that the distribution of this

questionnaire just at this time, while this salary matter

vas to be vonsidered, would be absolutely disastrous.

Dr. Miller. You are the best Jjudges of that, of

course.

Deputy Governor Peple. It had not ocourred to us, as
it oocurred to Mr, Strong ,that we might be able to use the
questionnaire in some modified form, or in some modified
Way, after the first of January, and after this crisis has

been passed over; but in our opinion, and our opinion was




187
unanimous on the subject, we felt that the distribution
just now wauld meke half, if not more, of the clerks think
that the answers to those questions were to be the basis of
whether or not increases were to be given and the measure
of the increase that was to be given.

Dr. Miller. Let me say I have not paid very much at-
tention to the details of presenting this, and have not seen
the letter that went out, but if I am rightly informed, the
banks wiIituhmx wers requested to do this — not instruct-
8d —— and I think it was assumed that such banks as would
heed the request would do i*, not simply to cooperate with
the Board in a formal or perfunctory way, but to cooperate
in making a plan of attacking the salary question effective-
1ly; and that in doing so it would present the thing to its
clerks in a way that would disarm them on any suspicion,
and make them feel that it was an attempt really to under—
stand their condition with a view of treating their needs

more intelligently.

Deputy Governor Peple. I think that can be far wmore

effectively done, as Governor Strong suggests, after the

first of the year, and after the increases go into effect.

The Chairman. We hope to make our whole salary revi-
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sion and special compensation and everything complete by
the 15th of Dacenmber. We believe the effect of that
will be of great value.

Deputy Governor Peple. We are trying to do that, too.

The Chairman. Then we would send these out imme-
diately afterward, to get the most favorable opportunity of
getting them filled out.

Governor Wellborn. It seems tov me now is the proper
time to get these questions answered, so we can base our
8alaries on the answers. Can you get that in time, do
you think, Doctor?

Dr. Miller. I should say that any of the pbanks that
act promptly on this ought to get the Teturns in within
ten days. Those who can do this and who are going to do
it, can do it in g couple of hours in one evening.

Governor Wellborn. I remember the morning I left
At;anta I told my aecrotary to have it attended to. &

thought we would get that information, and upon it base

our conclusions,

Governor Van Zandt. You do not get that information.

Governor Wellborn. We receive that from headquarters

b
ater on, If there is any objection to that, and we




want to change it, I should like %o wire them,

Governor Vén Zandt. I should like to say, covering
this change, the gquestionnaire is fine, and will bve of un-
told value to every Reserve Bank Governor in the working
out of details 0s his organization in getting 4hat data,
but I really think that employes should be requested, if
they so desire, to fill it out and put it in a sealed en-
velope, addreesed to the Governor of the Bank.

The Chairman, I doubt 1f that information can be
prepared 1in time for this raise.

Governor Van Zandt. I do not think it can bs done.

The Chairman. You will find moet of the clerks will
say VI shall have to keep a careful track of ayv expenses.”

Governor Van Zandt. I think it ought to be changed
to December 31, 1919.

Dr. Miller, The people who are my advisgers about
this thing, who know, tell me there will be no difficulsy
at all, that most of them heve got the infornation where
they can fill this out in & couple of hours; that most of |
these people, as a matter of fact, keep budgete, and they

can show you at ths end of the month pretty closely just

what the month's income has gone for.
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Governor Van Zands. Would it not be well, then, to
change this date, and make it cover the full year 1919?

Governor Pagamore. I think the c¢lerk that would have
all that information would be the exception, and most of
them would have to do some figuring on it to even approxi-
mate the proper division. They dc not keep records of
what they spend for lunches and movies and that sort of

thing; they may know it by a process of elimination, by

knowing what their coal bill is and so forth.

Governor Moras. I think those that have families
might have the information, but a great many people em-
ployed inethe bank have no families and no responsibil~
ities but themselves, and perhaps hardly that; that is to
8ay, they are young people living at home.

On the report which was to be made on that was ralsed

lagt meeting, of your 3,800 members of your force, it was

shown that about 700 were 18, 19 and 30 years old.

The Chairman. Those were young girls?

Governor Morss. Yes; the probabllities are they
have no Tresponsibilities to speak of, and probably spend

their money rretty freely, and they would not have auny of

“these records whatever.
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Dr. Miller. The information we 4id not get from them
would be of the least value of all. The more important
thing, of course, is those who have family budgets.

There is no doubt that an investigation of this kind
le far less satisfactory in the conclusions it yields than
an investigation among wage earners, where you have far
greater uniformity of condition; where the matter of promo-
tlon, change of status, and so forth, do not constantly
interfere. And it may be -- I am not unduly opiimistic
about this for myself -- it may be that if we get pretty
comprehensive returns in response to this questionnaire,
that we may conclude that it does not reveal information
of a kind that you can use methodically in forming a salary
adjustment policy. I hope and I believe it will.

The Chairman. What we should like to do, Dr. Miller,

—-- We happen to have a very competent man in the bank on

these matters. I should lile to w&s him, with some

Speclal paper dquring the entire business day, %o give in-
8tructions to clerks as to how thz quesations should be an-
swered; and, where they Have not the data, show them how
to get it. That means there would have to be a thousand

Or more clerks interviewed; and after, s8ay,a month, when




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

162

they are really keeping a record and investigating their
affairs, we would get a record of value; but it would ne-
cessitate a little education. I would like to take time
to do it right.

Dr. Miller. If you find that is the case, of course,
that\ia & reason for not doing it at all now, when a little
time would give better results.

Governor McDougal. I am inclined to agree with Gov-
érnor Van Zandt that the problem would be simplied and the

results more satisfactory if we could eliminate this last

paragraph on page 1 and have the returns come to the Ranks

for their use; and then for passage on to the Division of
Research for analysis.

Dr. Miller, It may be a very good change.

Governor MeDougal . If we could settle that point; X
think, and have the date changed -———

Dr. Miller. Well, I suggest that you consider this
among yourselves, and my deaire would be that you give it
such consideration as you can and wake a recommendstion
upon i%t; that is, treat it as a matber of policy among the
banks, and if you do that and your recommendation is affirm-
ative upon the general plan of trying to assemble data of

this kind, then make any specific recommendations for a
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change of date and so on that you think advisable to be

included.

The Chairman., The people #ho made that were in the
bank and studied it?

Dr. Miller. Oh, yes, it has been taken up with two
or three of the experts of the Covernmeat's wage commigsion
hers, so that it has been pretty thoroughly ovserhauled.

Governor Welloorn. These questionnaires have not
yet been sent out in Washington, Lave theyv?

Dr., Miller. I thizvk so. I think they have gouns

out . But if that change is mads, you can just stamp

that out with a rubb&r stawp, or paste something else on,

Or cover it by gencral instructions.

Governor Biggs. If these reach the various officers
they will be turned loose right away.

( Whereupon, at six o'clock P. m., the conference

adjourned until tomorrow, Thursday, November 20th, 1919,

at 9:30 o'clock a. m.)
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