
P R O C E E D I N G S   O F   A  C O N F E R E N C E   O F   T H E   F E D E R A L   R E S E R V E   B O A R D    

WITH  T H E    

G O V E R N O R S   O F   T H E   F E D E R A L   R E S E R V E   B A N K S    

ASSEMBLY  R O O M    

FEDERAL  R E S E R V E   B O A R D    

METROPOLITAN  B A N K   BUILDING   

WASHINGTON,  D.  C.   

APRIL  12°15,  1921.   

ASSOCIATED  S H O R T H A N D   R E P O R T E R S    

SUITE  18-23  APPEALS  BUILDING   
426  FIFTH  STREET,  N.  W.   

WASHINGTON,  D,  c.    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



264   

CONFERENCE  O F   GOVERNORS  O F   FEDERAL  RESERVE  BANKS,   

SECOND  DAY.   

washington,  D .   Ge,   

Wednesday,  April  15,  1921,   

The  Conference  o f   Governors  reassembled  pursuant  t o    

adjournment  at  9.15  o'clock  a.me   

Present:  T h e   Governors  o f   the  twelve  Federal  Reserve   

Banks,  a s   previously  indicated,   

PROCEEDINGS  e   

The  Chairman  (Governor  Strong).  Gentlemen,  w e   will   

comé  t o   order  a n d   proceed  with  the  program,   

At  the  conclusion  o f   the  meeting  last  night  r e   vere   

Considering  the  question  submitted  to  us  by  Governor   

Harding  as  to  the  status  o f   the  finances  of  the  office  of   

the  Comptroller  o f   the  Currency,  I t   occurred  t o   me  after   

leaving  the  meeting  that  it  might  be  desirable  t o   ask  lr,   

Crissinger  t o   join  us  a t   this  meeting  i n   order  t o   discuss   

the  action  t o   be  taken  o n   his  suggestion,  that  the  Federal   

Reserve  Banks  might  make  i t   a  part  o f   the  deficit,  W h a t    

is  your  view?   

Governor  Morss,  M r .   Chairman,  we  had  three  requests    
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here  yesterday  f o r   assumption  o f   expenses  o n   account  o f    

one  Department  o f   the  Government  o r   another,  N o t   many   

months  ago,  w e   were  n o t   requested,  b u t   w e   were  told,   

to  assume  t h e   expense  o f   a  printing  Pieadit;  b u t   w e   h a d    

three  put  nominally  i n   the  form  of  requests  y e   sterday   

and  I  have  begun  t o   think  that  i t   would  be  better  policy   

for  the  Federal  Reserve  Banks  t o   refuse  any  request  o f    

that  sort,  a l l   o f   them  and  i f   anybody  h a s   authority  t o    

impose  this  expense  o n t o   t h e   Federal  Reserve  Banks,  l e t    

them  exercise  that  authority,  b u t   o n   the  question  o f    

the  Federal  Reserve  Banks  voluntarily  acQuiescing  i n    

an  expense  being  thrown  o n   them,  I  think  i t   is  about   

time  t o   stope  T h e   first  thing  y o u   know  y o u   will  have   

these  things  thrown  in  your.  face,  that  you  accepted   

these  things,  accepted  these  expenses,  and  when  you   

are  loaded  u p   with  expenses,  s o   that  y o u   c a m o t   live,   

then  you  may  find  them  very  burdensome.  I t   will  be   

very  convenient  t o   say  that  they  rere  imposed  o n   you   

and  you  could  not  help  it.  I  would  be  inclined  t e    

vote  against  anything  of  that  kind.  I f   there  were   

three  requests  yesterday  there  m a y   b e   three  today  and   

three  tomorrow.  I  would  be  glad  t o   throw  the  whole    
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thing  o u t   a n d   begin  a l l   over  again.   

The  Chairman.  a r e   there  a n y   other  views  o n   this   

matter?   

Governor  McDougal,  T h i s   matter  o f   the  Comptroller'   

expense  i s   now  open  for  discussion,  Mr.  Chairman?   

The  Chairmane  I t   is  the  item  o f   business  that  was   

being  considered  last  night  when  w e   adjourned,  whith  vws   

brought  u p   b y   Governor  Harding,  a n d   that  1 s   an  existing   

deficiency  i n   the  accounts  o f   the  Comptroller  o f   the   

Currency.   

Governor  Fancher,  A s   I  understand  i t   it  is  sug-   

gested  i n   this  communication  that  w e   p a y   a n   amount   

covering  the  reports  which  have  been  furnished  us  during   

the  past  year,  and  i t   is  then  suggested  that  we  pay  an   

amount  for  future  reports  which  wlll  include  the  full   

report.  I  rather  hold  t o   the  views  Governor  Morss  has   

expressed,  b u t   i t   rather  seems  t o   me  that  i f   it  is  an   

expense  t o   prepare  these  full  reports,  because  i t   does   

mean  a  larger  office  force,  a n d   we  can  be  furnished   

with  a  complete  report  now,  Something  w e   never  had   

before,  I  think  that  I  would  favor  the  matter  o f   came   

pensating  the  Comptroller's  office  for  that  report,    
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It  may  cost  a  nominal  amount,  five  or  ten  dollars;  but   

on  the  other  hand  I  am  opposed  t o   going  back  and  helping   

out  i n   a  matter  when  w e   have  not  had  past  cooperation   

with  the  Compbroller,  have  not  had  the  information  that   

we  have  asked  for  and  that  we  have  asked  for  repeatedly,   

and  I  a m   opposed  t o   going  back  a n d   paying  for  something   

that  w e   have  not  had,to  amount  t o   anything.   

Governor  McDougal.  I  believe  i n   our  district  w e    

do,  to  some  extent,  reimburse  the  state  departments  for   

the  service  a n d   for  t h e   expense  involved  i n   furnishing   

us  copies  o f   the  State  B a n k   Members’  Examination  Report.   

I  w i r e d   to  ascertain  to  what  extent  we  pay  for  them,  i f    

we  pay  for  them  at  all,  and  I  am  satisfied  that  it  is  a   

nominal  amount.  I  can.  see  no  *  consistency  i n   the  De-   

partment  asking  u s   t o   reimburse  t h e m   for  last  year's  ser.   

vice  o f   reports,  n o r   c a n   I  sée  a n y   valid  reason  w h y   the   

$124,000  deficit,  or  whatever  it  is,  existing  in  the   

Comptroller's  Department,  should  be  met  by  an  assessment   

against  the  Federal  Reserve  Banks,  M y   impression  i s    

there  might  b e   a  Question  a s   t o   our  right  t o   contribute   

to  a  fund  when  the  l a w   provides,  I  believe,  t h a t   the   

expenses  involved  i n   making  national  b a n k   examinations    
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is  t o   b e   borne  b y   the  b a n k   examined.   

I  feel,  however,  that  if  it  iS  Simply  a  matter  of   

reimbursing  the  Comptroller's  Department  for  his  services   

and  for  the  expense  involved  that  w e   should  be  willing   

to  pay  a  reasonable  price  for  the  reports  they  furnish,   

provided  they  give  u s   the  complete  report.  I  do  not   

think  I  should  under  any  circumstances  make  i t   apply  t o    

last  year's  report,  nor  do  I  think  that  a  fee  of  $15.00   

or  $10.00  is  justfiable  for  the  reports  we  receive,   

There  are  only  carbon  copies  o f   the  report  that  they   

have  t o   make  anyhow.   

The  Chairman.  W h a t   is  your  view  in  regard  to   

the  suggestion  of  having  the  Comptroller  consider  the   

matter  with  us?   

Governor  McDougal.  I  think  i t   would  be  a  very  nice   

Courtesy  t o   show  the  Comptroller,   

Governor  Morss,  B u t   why  i s   i t   necessary?   

Governor  Seay.  I  think  i t   would  be  well  t o   arrive   

at  a  consensus  o f   opinion  here  o n   the  part  of  the  C o n    

ference  before  w e   discuss  i t   with  him.   

Governor  Morss,  I f   the  Comptroller  h a s   a  mind  t o    

say  that  we  cannot  pay  for  these  reports  unless  we  pay    
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610.00  apiece  for  them,  l e t   him  say  that,  T h e n   we  rill   

take  them  or  go  without  them.   

The  Chairman,  I  am  sure  that  is  not  Mr.  Crissinger'   

attitude  a t   all.   

Governor  Morss,.  I t   ought  t o   be.  T h a t   i s   the  point.   

not   
He  ought/to  ask  us  to  compromise  ourselves  and  the  poli-   

cies  o f   our  banks  for  his  benefit.  I f   he  has  authority   

to  d o   this  why  does  h e   not  exercise  i t   and  not  ask  us  t o    

give  i t   t o   him.  T h a t   i s   my  only  point.   

The  Chairman.  I  do  not  think  a n y   question  could   

be  raised---nnd  I  say  this  subject  t o   correction  o f    

counsel--~~as  t o   the  p r o p r i s   ty  of  o u r   paying  a  reason-   

able  amount  for  .&.  report  which  does  cost  something  t o    

pre  pare.   

Governor  Morss.  I  do  not  either,  s o   far  as  that   

goes,   

The  Chairran.  T h e   cost  is  not  Simply  the  type-   

writing  o f   it,  but  i t   covers  the  services  o f   the  men   

in  the  preparation  o f   the  report,  M y   point  is,  o r    

Someone  h a s   raised  the  point,  w h i c h   I  think  i s   well   

taken,  that  the  National  Bank  Act  provides  a  method   

for  paying  for  bank  examinations  and  that  the  method    
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now  suggested  to  us  aS  a  possible  means  o f   relief  t o    

the  finances  o f   the  Comptroller's  office  really  i s   not   

justified  upon  the  ground  that  w e   are  paying  f o r   t h e    

cost  of  the  report,  because  we  are  specifically  paying   

for  a  deficit  i n   the  Comptroller's  expense  account   

ansok  Should  have  been  met  o u t   of  bank  examination   

assessments  upon  member  banks,  T h e   objection  t o   the   

proposal  did  not  apply  t o   payments  rhich  we  might  care   

to  make  for  future  reports  t o   be  furnished,  but  t o   pay-   

ment  of  a  lump  sum,  say  $5.00  for  the  last  set  of  re-   

ports,  just  i n   order  t o   make  good  a  deficiency,  I f    

we  pay  $5.00  for  the  last  set  of  reports,  why  not   

$5.00  for  the  set  before  that,  a n d   s o   o n   indefinitely?   

There  i s   another  consideration  involved,  T h e    

Gomptroller  has  left  his  office  i n   a  framo  o f   mind   

which  is  distinctly  antagonistic  t o   the  Reserve  Board   

and  the  Reserve  Banks,  o r   some  o f   them;  h e   has  criti-.   

cized,  publicly  criticized  t o   a  certain  extent,  and  i t    

seems  t o   m e   i f   h e   has  gotten  his  accounts  into  a  mess   

he  ought  t o   go  to  Congress  t o   get  relief,  o r   his   

successor  should,  a n d   not  ask  ts  t o   afford  him  the   

relief  that  h e   wants,    
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Governor  Biggse  w h a t   would  have  been  the  policy   

had  there  b e e n   n o   change  i n   the  administration.  S u p p o s e    

Comptroller  Williams  h a d   remained  i n   office.  H e   would   

never  have  presented  this  t o   theBoard.  W h a t   method   

would  he  have  taken  to  overcome  the  deficiency.   

The  Chairman.  I t   was  indicated  yesterday  that   

this  was  a  temporary  measure  i n   order  that  time  might   

be  afforded  t o   increase  t h e   assessments  u p o n   the  banks   

examined  s o   a s   t o   make  g o o d   the  deficit.  I  presume   

that  i s   the  course  that  would  have  been  pursued.  [ I    

am  very  certain  that  t h e   Comptroller  never  would  h v e    

gone  to  C o n g r e s s   and  asked  for  an  appropriation  to  re-   

lieve  him  of  this  embarassment.   

BRovernor  Big  gs.  H e   never  would  have  come  t o   the   

Governors.   

Governor  McDougal.  I  think  the  underlying  purpose   

goes  a  little  beyond  the  point  to  which  you  have  referred   

and  the  feature  o f   the  situation  that  appeals  t o   me  i s    

that  the  n e w   Comptroller  h a s   avakened  t o   the  fact  that   
i   

they  are  short  o f   examiners,  a n d   they  have  n o   funds  with   

which  t o   employ  additional  examiners  o r   even  to  pay  the    
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salaries  o f   those  now  employed.  T h e   condition  i n    

that  respect  i s   deplorable,  certainly  i n   our  district.   

The  examinations  out  there  have  béen  conducted  i n   such   

a  way  that  they  have  not  disclosed  to  us,  for  our  pguid-   

ance,  the  real  condition  of  affairs.  A s   an  example,   

the  bank  that  failed  a  few  days  ago,  after  one  o f   our   

men  went  i n   with  t h e   national  b a n k   e x a m i n e r   and  made  a n    

examination,  t h e   reports  which  we  had  received  over  4   

period  o f   years  indicated  that  that  bank  was  i n   fairly   

good  emndition,  but  their  capital  Was  entirely  gone;   

the  bank  was  closed  and  they  owe  us  $174,000,  T h a t   is   

what  happened,  T h e   examinations  h a v e   n o t   been  a s    

thorough  a s   they  should  have  been  and  that  department   

is  suffering  for  lack  of  good  men,  o r   lack  of  the   

right  number  of  men,  because  they  are  not  permitted  to   

devote  sufficient  time  t o   the  examinations.  T h e y   d o    

need  help,  but  they  ought  t o   get  i t   from  Congress,   

They  want  t o   get  i t   by  increasing  the  percentage  charge   

against  the  New  York  and  the  ghicago  Bank  o r   other  banks   

which  are  examined,   

The  Chairman.  G o v e r n o r   McDougal,  m y   point  was  reall   

this;  T h a t   the  Comptroller  o f   the  Currency,  has  made  a  a    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



request,  through  Governor  Harding,  and  we  have  not   

heard  from  h i m   directly  a s   t o   the  program  o f   his   

department,  what  plan  he  has  in  mind  and  it  seems  to   

me  a  little  unfair  t o   close  the  discussion  o n   a  matter   

of  this  sort  without  hearing  from  the  Comptroller,   

fae  o e   McDougal.  I  agree  with  you  o n   that,  Mr.   

Chairman  »   

Governor  Calkins,  I n   the  last  analysis,  have  we   

any  right  t o   pay  a  sum  sufficient  t o   make  good  a  defi-   

cit  i n   the  Comptroller's  office?   

Governor  McDougal.  T h a t   i s   the  point  I  raise,   

Governor  Morss,.  I  raige  t h e   point  whether  you   

have  the  right  t o   pay  anything  more  than  you  are  obliged   

to  pay.  I f   you  can  get  if  for  5,00  instead  of  $10.00   

is  it  not  your  duty  t o   do  So.  I f   you  can  get  i t   for   

nothing  instead  o f   ~5.00  i s   it  not  your  duty  to  get  i t    

for  nothing  i n   order  t o   protect  your  bank,  W h y    

should  we  pay  more  for  a  report  than  we  have  t o   pay   

any  more  t h a n   w e   p a y   for  a n y   other  expense,  r e n t   a n d    

so  forth.  I  must  s a y   that  t o   acquiesce  i n   that  i s    

to  put  a  responsibility  o n   us  that  I  do  not  see  any   

reason  why  we  should  accept.  I f   the  Comptrolisr  i s     
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going  to  say  to  us  that  we  earmot  have  the  report  unless   

we  pay  $10.00  for  it,  then  we  will  consider  «whether  we   

Will  take  it  or  note  D o u b t l e s s   we  will  take  them  all,.   

of  course,   

The  Chairman.  S u p p o s e   w e   invite  h i m   over  a n d   asx   

that  question?   

Governor  Morss,  T f   he  should  put  the  price  a t    

625,00  44  would  be  the  same  way  as  with  $5.00.  L f    

he  would  come  i n   ami  tell  us  that  h e   i s   going  t o   do  it   

I  would  not  object  to  that  at  all,  but  I  am  not  going   

to  acquiesce  i n   any  price  i f   I  can  help  it.   

Governor  McDougal.  I  would  suggest  that  the  Comp.   

troller  b e   i n v i t e d   to  come  over  here  a t   the  right  moment,   

Governor  wellborn.  T h i s   strikes  m e   a s   being  only   

a  temporary  affair  and  a  very  modest  request  o f   us  t o    

assist  the  Department.  I  say  i t   i s   a  temporary  affair   

because  I  think  very  likely  that  the  McFadden  bill  will   

pass  Congress  and  become  law  and  the  Federal  Reserve   

Board  will  have  charge  o f   all  o f   these  examirftions  and   

this  will  just  save  the  Comptroller  the  trouble  o f   going   

to  Congress  and  asking  for  a n   appropriation  o r   making   

an  a s s e s s m e n t : a g a i n s t   the  banks,  W h i l e   w e   are    
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275   

making  these  abnormal  profits  i t   i s   all  i n   the  family  any-   

Way  s   

Governor  McDougal.  I  assume  some  of  the  other  bank:   

at  least  have  h a d   the  same  experience  w e   have  had.  D u r i n g    

the  last  two  o r   three  years  w e   have  made  heroic  efforts   

to  have  the  law  stretched  s o   that  w e   might  d o   something   

to  aid  the  Red  Cross,  the  Y.  M.  C.  A.  and  so  forth,  but   

we  have  always  been  referred  to  the  law  which,  w e   are   

told,  states  spaciticatiy  i n   what  way  the  profits  can  be   

used,  I f   this  fund  asked  for  i s   a  fund  t o   make  u p   a   

deficit  existing  in  the  Comptroller's  Department,  I  would   

like  t o   concur  i n   the  suggestion  that  i t   is  a  natter   

for  Congress  t o   take  care  o f   and  not  for  the  Federal   

Reserve  Bank  t o   take  care  of.   

Governor  Seay.  I  do  not  know  whether  all  the  Reserve   

Banks  hold  the  position  we  do,---althogh  I  imagine  they   

do-—.that  i t   would  b e   advantageous  t o   have  t h e   examina-   

tion  of  the  banks  under  the  Federal  Reserve  System.   

The  Act,  i t   seems  to  me,  contemplates  t t   the  Federal   

Reserve  Board  shall  have  the  benefit  o f   the  exaninations   

made   .   

The  Chairman.  B y   the  “getiptroller?    
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Governor  Seay.  B y   the  Comptroller.  T h e   Act   

reads  that  the  Federal  Reserve  Board,  upon  recommenda   

tion  o f   the  Comptroller  o f   the  Currency,  shall  fix  the   

salaries  for  all  bank  examiners  and  make  report  thereof   

to  Congress,  a n d   the  expense  o f   the  examinations  herein   

provided  shall  be  assessed  b y   the  Comptroller  o f   the   

Currency  upon  the  banks  examined.  T h e n   any  additional   

examinations  that  w e   may  conduct  shall  likewise  b e    

assessed  against  the  banks.  I t   does  not  say  So  specific-   

ally,  but  I  think  the  clear  inference  i s   that  the  ex-   

penses  o f   such  examinations,  and  I:think  the  furnishing   

of  such  reports  as  may  be  required  by  these  examinations,   

is  clearly  directed  t o   be  assessed  against  the  bank&.   

I  do  not  know  whether  a n y   o f   you  observed  i t   i n   yester~   

day's  Times  o r   not,  but  some  reporter  featured  an  article,   

referring  t o   Governor  Harding,  a n d   he  points  out  that   

the  recrudescence  o f   the  report  that  the  office  o f   the   

Domptroelier  o f   the  Currency  shall  be  abolished,  i s   not   

taken  seriously  a s   such  action  Would  necessitate  the   

creation  of  an  additional  Secretaryship  in  the  Treasury   

Department,  and  I  feel  sure  that  there  is  going  t o   be   

some  objection  o n   the  part  o f   some  peopie  t o   the  consoli-    
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dation  o f   the  Comptroller's  Department  With  the  Federal   

Reserve  System.  I f   we  belicve  i t   would  be  advantageous   

to  d o   that,  t o   have  i t   consolidated  with  the  Federal   

Reserve  Banks,  then  I  think  i n   this  situation  w e   possess   

a  lever  t o   bring  about  the  consolidation.  C l e a r l y   the   

Comptroller's  o f   fice  has  been  involved  i n   expenses,  pro-   

vision  t o   meet  which  has  not  been  made,  and  i f   we  want   

to  bring  that  about,  i t   is  clear  t o   me  that  here  i s   an   

illustration  now  for  the  benefit  o f   those  who  are  like-   

Ly  to  cbject  i n   Congress,  I  think  i t   would  be  a  very   

forceful  o n e   t o   bring  about  t h e   consolidation  o f   these   

offices  i f   we  want  i t   done,  and  I  think  we  are  entitled   

to  take  advantage  o f   the  situa  tion.   

Governor  Van  Zandt,  I n   our  district  we  pay  the   

State  Banking  Department  of  Texas,  which  is  the  largest   

part  of  our  district,  $1.00  a  copy  for  copies  of  re-   

ports  o f   examiners,  w h i c h   covers  t h e   cost  o f   making  tre   

extra  carbon  copy,  and  would  w e   not  b e   i n   a  rather  em-   

parassing  position  a s   regards  the  upkeep  o f   the  S  tate   

Banking  Department  i f   w e   were  t o   g o   t o   work  a n d   pay   

$10.00  a  copy  for  reports  o f   national  bank  examinations,   

some  o f   which  w e   have  n o   more  confidence  in,  and  i n     
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278   

some  instances  less  confidence,  than  w e   have  i n   our  Steve   

Examiners!  reports?   

The  Chairman.  T h a t   i s   a  new  Question.   

Governor  Van  Zandt.  T h e r e   are  some  examiners  o n    

the  national  board  that  w e   would  n o t   want  a  report  f r o m    

and  I  vould  pay  no  attention  to  it  when  I  Saw  it,  but   

would  have  m y   own  examiner  g o   o u t   and  get  “ 1 8   re@por%  o n    

the  bank.  W i t h   all  the  failures  w e   have  had  i n   our   

district  o f   member  banks,  o r   the  national  banks,  their   

serious  condition  h a s   b e e n   found  b y   our  éxaminer  a n d    

not  b y   the  national  bank  examiner,   

The  Chairman.  J I   would  like  to  ask  Mr.  Harrison,   

who  knows  this  situation  f r o m   the  standpoint  o f   the   

Federal  Reserve  Board  a n d   the  Comptroller  a n d   the  Reserve   

Banks,  i f   he  has  some  views  t o   express.   

Mr.  Harrison.  I  would  be  rather  inclined  t o   dis.   

agree  w i t h   the  statement  made  b y   Governor  S e a y   that  t h e    

Act  contemplates  that  the  Comptroller's  office  should   

furnish  t h e   P e d e r a l   R e s e r v e   B o a r d   o r   t h e   F e d e r a l   R e s e r v e    

Banks  with  copies  o f   all  of  these  examinations,  T t   t=   

not  very  clear  i n   the  law,  but  I  Should  think  that  the    
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279   

inference  waS  the  other  way,  for  the  reason  that 
 the   

law  provides  two  classes  o f   examinations,  one  b y   the 
  

Comptroller's  office  and  another  class  o f   examinations   

which  may  be  nade  b y   the  Federal  Reserve  Bank  upon  re-   

Guest  o f   the  Federal  Reserve  Board;  s o   that  i t   would   

seem  that  i f   the  Board  wanted  copies  o f   examinations  o r    

wanted  reports  o n   particular  banks,  t h e   w a y   the  a c t   con-   

templates  they  shall  get  them  i s   by  an  examination  made   

upon  their  request  b y   the  examiners  o f   the  Federal  Re-   

serve  Banks.  r  ian  eee  that  merely  t o   clarify  the  situa-   

tion  with  reference  t o   the  right  o f   the  Comptroller  subse-   

quently  t o   make  charges  w h e n   h e   does  present  reports.   

I  feel  if,  therefore,  there  is  no  requirement  i n   the  law   

for  the  Comptroller  t o   furnish  reports  t o   the  Federal   

Reserve  Banks  i t   is  very  possible  and  proper  for  the   

Federal  Reserve  Banks  t o   pay  a  charge  o r   any  charge  that   

the  Comptroller  m a y   assess  f o r   furnishing  reports,   

Governor  Seay.  B u t   h e   does  not  furnish  them  t o   the   

bank;  h e   furnishes  them  t o   the  Federal  Reserve  Agents.   

He  furnishes  them  to  the  Board,  o r   the  Federal  Reserve   

Agents,  employed  b y   the  Board,  a n d   the  bank  has  access   

to  t h e m s     
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Governor  Van  Zandt,  Sometimes.   

Governor  McDougal.  Somes  o f   the  officers  o f   the  bank   

have  e   

Governor  Seay.  T h a t   i s   the  theory  upon  which  w e   are   

acting.  A  discussion  took  place  and  it  was  held  that   

these  reports  a  b e   i n   the  custody  o f   the  Federal   

Reserve  Agent  and  should  b e   furnished  t o   him.  T h e r e ~    

fore  i t   i s   not  tovthe  b a n k   that  t h e s e    

aioe  a r e   furnished  but  i t   is  to  the  Fedeval  Reserve   

Board.   

Mr.  Harrison.  I t   would  be  proper,  assuming  that   

the  Comptroller's  office  has  the  right  to  make  the  charge,   

ee  I  think  that  i s   a  very  doubtful  Question,~--assuming   

that  h e   has  got  that  legal  right  t o   make  a  charge  for   

furnishing  of  ficial  copies  o f   official  reports  i n   his   

office,  I  think  it  world  be  proper  for  the  Federal   

Réserve  Banks  upon  request  o f   the  Board,  o r   even  o n    

their.own  volition,  t o   pay  for  these  reports  furnished   

to  then,  whether  furnished  directly  to  them  or  thrmegh   

the  Chairman  o f   the  Board  o f   Directors  o r   the  Federal   

Reserve  Agent  of  the  District,   

My  own  opinion  i s   that  there  i s   a  grave  Question    
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whether  the  Comptroller  has  the  legal  right  t o   make  a   

charge  and  I  should  think  i n   the  last  analysis  that  the   

only  thing  this  Conference  c a n   a o   with  reference  t o    

future  reports  i s   t o   agree  t o   pay  a  charge  for  them   

that  the  Comptroller  decides  t o   assess  you  o r   charge   

you  for  furnishing  them,  t h a t   i s   i f   you  Want  the  reports.   

As  to  the  price,  I  do  not  think  there  is  any  Question   

that  you  have  not  the  legal  right  to  pay  for  them.  T h a t    

would  be  m y   feeling  a s   t o   this  deficit.  I t   would  be   

a  grave  question  a s   t o   the  propriety  under  the  law  o f    

the  Federal  Reserve  Banks  voluntarily  making  contri-   

putions  t o   make  the  deficit  good.   

Governor  Morss.  Does  not  that  bear  out  my  con-   

tention  that  if  they  ace  of  a  mind  to  make  a  charge   

to  u s   for  these  reports  w e   will  p a y   f o r   them?  T h a t    

is  quite  different  f r o m   putting  us.  in  the  poSition   

of  throwing  the  responsibility  o n   us.  I  do  not  vant   

to  show  a n y   discourtesy  t o   the  Comptroller  o f   t h e   Cur-   

rency,  a S   you  understand,  a n d   I  want  t o   help  him  i n   any   

way  I  can,  b u t   this  i s   a  responsibility  h e   has,  a n d   all   

he  has  got  t o   d o   i s   to  cane  i n   and  say  that  h e   has  not    
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aoe   

charged  us  for  these  reports  before,  put  that  conditions 
  

are  such  that  h e   will  be  obliged  t o   charge  u s   for 
 any   

reports  w e   get  i n   the  future.  T h e n   i f   we  d o   not  want 
  

them  we  d o   not  have  t o   take  them,  but  i f   we  want 
 them   

we  have  got  t o   take  theme   

Mr,  Harrison.  I  think  the  Comptroller  merely   

means  i n   a  cooperative  way  to  find  out  what  is  the  atti-   

tude  o f   the  Governors  with  refermnce  t o   a  charge  should   

he  decide  t o   impose  it.  L e t   us  put  it  in  that  waye   

Governor  Morss.  w e   have  g o t   t o   have  these  r e -    

ports  and  we  will  pay  any  price  that  h e   may  put  o n    

them,  “ l e   understand  that  h e   puts  that  price  o n   be-   

cause  o f   the  needs  o f   his  office  m d   that  h e   is  not   

trying  t o   make  a  profit  out  o f   it;  i n   other  words  that   

he  has  got  to  make  that  charge  and  I  think  it  is  per-   

proper   
fectly/Aif  he  does  not  put  the  responsibility  on  us,  but   

I  do  not  think  w e   should  be  asked  t o   assume  that  re-   

sponsibility.   

Governor  Calkins.  I t   has  been  suggested  that  we   

invite  the  Comptroller  over  here  and  tell  him  We  are   

not  disposed  t o   make  u p   the  deficit  o f   his  predecessor   

but  w e   are  disposed  t o   pay  for  reports  that  w e   desire    
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in  the  future.  I t   seems  t o   me  that  i s   about  the  sub-   

stance  o f   this  discussion.   

The  Chairman.  I  have  a  strong  feeling  o f   sym-   

pathy  with  what  Governor  Morss  has  said,  but  if  we  take   

that  p o s i t i o n   it  merely  means  that  a  new  Comptroller   

has  come  into  office  and  made  a  change  o f   policy,  -whether   

warranted  by  law  or  not  i s   his  affair,-but  the   

to   

Comptroller  now  offering/furnish  complete  reports,  in-   

cluding  the  confidential  report,  asks  that  we  reimburse   

the  office  f o r   t h e   expense  o f   preparing  them,  A s   t o    

the  cost,  the  great  difficulty  i n   my  mind  is  justifying   

making  good  the  deficit  i n   a  fund  which  the  law  ex-   

pressly  states  shall  b e   furnished  b y   assessment  from   

o e  e x a m i n e d .    

Governor  Van  Zandt.  Wouldn't  it  be  in  direct   

violation  of  Section  21,  o r   that  part  of  Section  21   

which  reads:   

tthe  expense  of  all  examinations  herein  provided   

for  shall  b e   assessed  b y   the  Comptroller  o f   the  Currency   

upon  the  banks  examined  i n   proportion  t o   the  assets  o r    

resources  o f   the  different  banks  upon  the  date  o f   exam-   

ination  o f   the  various  banks,"    
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The  Chairman.  B u t   this  i s   not  the  éxpense  o f    

examination,  t h i s   i s   the  expense  o f   preparing  t h e   report   

which  results  from  the  examination,  a n   additional  copy   

of  the  report.   

Governor  Van  Zandt.  I  cannot  see  that  a n   addi-   

tional  copy  of  the  report  would  cost  $10.00,   

The  Chairran.  I t   is  $5.00,  $10.00  for  two  reports   

each  yeare   

Governor  Van  Zandt.  o r   $5.00  for  that  matter,   

Mr,  Harrison.  I t   i s   a  little  different,  Governor   

Van  Zandt,  because  i t   is  a  flat  charge  for  copies  of   

reports  that  may  be  made,  T h e r e   m y   b e   four  o r   five,   

conceivably.   

Governor  Van  Zandt,  B u t   there  may  be  none,   

Mr.  Harrison.  T h e r e   may  be  none,  although  that   

would  be  a  violation  o f   the  law,   

Governor  Morss.  T w o   examinations  a  year  are   

required  and  that  would  be  two  reports,  but  with  refer.   

ence  t o   the  policy  o f   other  departments  o f   the  Govern-   

ment,  there  are  some  publications  that  the  Government   

gives  for  nothing,  and  then  there  are  some  for  which   

@  Slight  charge  i s   made.  I t   is  the  same  thing,it    
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occurs  t o   me.   

Mr,  Harrison.  T h a t   i s   what  I  meant  when  I  said  I   

thought  there  was  some  Question  about  his  right  t o   make   

a  charge  for  furnishing  a  copy  o f   a  report  which  i s   an   

official  report,  i f   it  is  a  report  that  he  has  the  right   

to  give  you;  i n   other  words,  i f   he  has  the  right  to   

give  i t   to  you  I  think  probably  h e   has  the  right  t o   give   

it  to  you  free;  but  I  think  that  i s   a  mtter  for  him  to   

determine  a n d   not  for  us.   

Governor  Morss,  H e   has  a  right  t o   make  a  charge,   

He  has  his  privileges  and  his  rights.   

Governor  Seay.  T h e r e   i s   another  phase  o f   this.   

It  seems  t o   impose  upon  the  Comptroller  who  i s   retired   

&  policy  which  he  himself  did  not  promulgate.  H e   did   

not  charge  for  the  service  and  he  did  not  advance  the   

policy  nor  the  argument.   

Uhe  Chairman.  This  is  a  question  of  making  a  pay-~   

ment  simply  t o   cure  h i s   deficit,   

Governor  Seay.  I  understand  that,  but  that  parti-   

cular  point,  although  it  is  implied  in  the  other,  s o   far   

as  I  know  w a s   not  raised;  b u t   i t   does  p u t   upon  the  Coma~   

troller  who  has  just  retired  a  policy  for  the  conduct    
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of  his  office  which  h e   himself  did  not  originate.   

The  Chairman.  H e   originated  the  deficit,  though.   

Gentlemen,  w e   have  spent  quite  a  little  time  o n   this  sub-   

ject,  over  half  a n   hour  and  I  think  w e   have  discussed  i t    

enough.   

Governor  V a n   Zandt,  I  move  that  the  Comptroller  o f    

the  Currency  b e   invited  t o   present  h i s   views  t o   us  o n    

this  question.   

The  Chairman.  I s   that  motion  seconded?   

Governor  McDougal.  I  will  second  it,   

The  Chairman.  I s   there  any  further  discussion?   

Governor  Seaye  I  think  probably  w e   should  arrive   

at  some  boiled  down  decision  o r   a  consensus  o f   opinion   

here  s o   that  i t   may  be  voiced  t o   him  and  not  g o   over   

all  this  disa.ssion  again  with  the  Comptroller,   

The  Chairman,  Y o u r   motion,  having  been  seconded,   

has  precedence,  Governor  V a n   Zandt.   

Governor  V a n   Zandt,  I - w i l l   withdraw  i t   for  the   

purpose  af  alloving  another  motion  t o   be  made.   

Governor  Morss,  S u p p o s é   w e   make  a  motion  something   

like  this:  T h a t   we  say  to  the  Comptroller,  i n   case  he   

sees  f i t   t o   make  a  charge  f o r   these  reports  t h a t   there  j  Le    
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no  doubt  that  we  will  be  obliged  t o   have  them  and  will   

pay  for  t h e m   a t   whatever  price  h e   t a s   a  mind  t o   put  o n    

them.   

The  Chairmane  F o r   t h e   reports?   

Governor  Morss,  F o r   the  reports,  yes.   

Governor  Biggs.  W o u l d   not  every  man  here  b e   Willing   

to  do  that?  I s   there  any  objection  to  committing  the   

Governors  h e r e   t o   that?  W o u l d   they  a l l   not  b e   willing   

to  pay  for  future  reports?   

Governor.  McDougal.  I t   is  questionable  whether  t h    

would  ail  be  willing  t o   make  i t   so  broad  as  Governor   

Morss  has  suggested,  that  i s   any  charge  the  Comptroller   

sess  f i t   t o   p u t   upon  it.   

Governor  Calkins,  I f   he  puts  it  too  high  we  do   

not  have  t o   p a y   ite   

Governor  Miller,  I f   it  i s   a  question  o f   past  re-   

ports,  i t   seems  t o   be  a  matter  o f   just  raising  s o   much   

money,  and  why  don't  we  let  him  charge  $15.00  for  future   

reports  s o   a s   t o   get  the  Comptroller  o u t   o f   a n   embar-   

assing  situation?   

The  Chairman.  T h a t   arises  from  the  depth  of  your   

sympathy  for  the  Comptroller,  T h e   present  Comptroller    
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js  not  under  any-  embarassment  i n   the  managenent  o f   his   

office  through  anything  o f   that  sort.   

Governor  Miller,  I  thought  h e   was  trying  t o   make   

up  a  deficit  for  some  reason.   

The  Chairman.  H e   wants  t o   pay  the  examiners;  h e    

wants  t o   get  money  enough  t o   pay  Salaries.   

Governor  Miller,  A l l   right,  f o r   that  purpose  then.   

Governor  Morss.  I  would  like  t o   make  a  motion  t o    

the  effect,---if  you  will  be  kind  enough  to  dress  i t   up   

in  the  proper  language  for  me  Mr.  Harrison,---along  the   

lines  I  have  stated,   

Mr.  Harrison.  Y o u   would  move  that  the  Conference   

advise  Governor  Harding  that  they  do  not  feel  i t   would   

be  proper  for  them  to  make  any  contributions  intended   

to  make  good  «  deficit  i n   the  administration  o f   the   

Examining  Division  of  the  Comptroller's  office---   

Governor  Calkins,  O r   any  other  deficit.   

Mr.  Harrison.  Yes,  but  that  Governor  Harding  be   

advised  a  C o m p t r o l l e r   o f   the  Currency  sees  fit   

to  make  a  charge  for  providing  full  copies  of  reports   

in  the  future  t h e   Federal  Reserve  Banks  which  would   

take  those  reports  would  be  glad  to  pay  for  them,    
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The  Chairman.  P r o v i d e d   t h e   charge  W a s   a  ressonabic   

Governor  Morss.  I  want  t o   put  the  responsibility   

for  tne  size  o f   the  charge  o n   the  Comptroller.  H e   has   

explained  t o   the  meeting  that  h e   i s   charging  what  h e   i s    

to  charge  and  that  explanation  is  all  right,  but   

we  d o   not  want  t o   get  into  a  discussion  o f   the  price  t o    

be  charged  because  i t   will  g o   all  the  way  from  one  t o    

fifteen  dollers.  L e t   the  Comptroller  fix  that.  W e    

would  doubtless  t a k e   a l l   o f   them  a t   whatever  price  h e    

decides  t o   put  o n   them.   

The  Chairman.  P r o v i d e d   ths  charge  i s   a  ressonebis   

Governor  Morss,  N o ,   not  "provided"  a t   all.   

Chairman.  W e   are  not  going  t o   pay  anything  but   

a  reasonable  chargé.   

Governor  Morss.,.  Wwe  do  not  want  responsibility  for   

the  charges  a t   all.   

Mr.  Harrison.  I  think  Governor  Morss's  point  i s    

no  matter  what  price  h e   fixes  t h e   banks  will  either   

the  report  o r   they  will  not  take  it,  I f   you  d o    

it  you  pay  for  it,  and  i f   you  d o   not  you  pay  nothing    
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Governor  Miller,  W o u l d   ths  pric  o r   the  report   

be  t h e   same?   

The  Chairman.  T h a t   i s   for  him  t o   answer.   

now  know,   

Governor  Seay.  I t   seems  t o   me  t o   be  not  unreason-   

able,  b u t   a t   tne  same  time  i t   provides  a  convenient  means   

for  meeting  i n   lar  p a r t   the  expenses  o f   the  Comptroll-   

er's  office,  and  it  i s   a  very  small  step  for  those  in   

Congress,  w h o   are  S o   minded,  t o   go  further  and  move   

that  the  expenses  o f   conduct  o f   the  Comptroller's  o f .    

fice  i s   borne  b y   the  Federal  Reserve  Banks,  for  whose   

benefit  i n   large  part  the  examination  is  cmducted,   

without  necessarily  throwing  authority  for  the  exam-   

ination  into  t h e   hands  o f   the  Federal  Reserve  Banks,   

The  Chairman.  I  think  that  would  be  a  most  extra-   

ordinary.  p r o c e d u r é   «   

Governor  Seay.  Y e s ,   but  w e   are  doing  i t   i n   part   

and  i f   w e   aré  doing  i t   i n   part  w h y   not  advance  a  little   

further  a n d   i f   w e   l e t   the  Gumptroller  increase  h i s    

price  for  these  examinations  t o   five  or  ten  dollars,  h e    

might  say  $25,00.   

The  Chairman.  Governor  Seay,  the  proposal  before    
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Congress  now  is  to  abolish  the  office  of  the  Comptroller   

and  to  have  the  functions  o f   the  Comptroller  performed   

by  the  Federal  Reserve  Board  through  the  Federal  Reserve   

Banks  and  have  all  the  expenses  o f   doing  s o   borne  b y    

the  Federal  Reserve  Banks,   

Governor  Seay.  Y e s ,    

The  Chairman.  C e r t a i n l y   a  fair  discussion  o f   that   

subject  would  eliminate  the  possibility  o f   any  fantastic   

preposal  sueh  as  you  have  i n   mind,  I  cannot  for  a   

moment  imagine  that  Congress  would  say  to  the  Federal   

Reserve  Banks  "You  pay  the  cost  o f   conducting  the  office   

of  the  Comptroller  o f   the  Currency  and  then  have  n o    

control  over  it  whatever,"   

Governor  Seaye  I  hope  not,  and  yet  there  i s   no   

reason  why  the  charge  for  those  reports  should  not  be   

very  well  advanced,  H e   proposes  $5.00  for  the  past   

and  proposes  $10.00  for  the  present.  H e   might  just   

as  well  propose  $25.00.   

The  Chairman.  T h e n   w e   wald  not  have  t o   vay  it   

would  we?   

Governor  Seay.  I  suppose  not,  unless  w e   chose   

to  if  we  wanted  the  reports,    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



GovermorcMorss,  M r .   Harrison,  are  you  framing  the   

motion  that  I  suggested?   

Mr.  Harrison.  Y e s .   r n s    

"Moved  that  i t   i s   the  sense  o f   this  meeting  that   

Federal  Reserve  Banks  should  make  n o   contribution  calcu-   

lated  to  make  good  a  deficit  i n   the  administration  o f    

the.  office  o f   the  Comptroller  o f   the  Currency,  but  that   

Federal  Reserve  Banks  will  p a y   a n y   charges  made  b y   the   

office  o f   the  Comptroller  for  copies  o f   future  reports   

furnished  b y   him  and  actually  taken  b y   the  Federal  Re-   

serve  Banks,"   

Governor  McDougal  .  I  would  like  t o   see  the  word   

“complete”  i n   there.   

The  Chairman.  D o e s   that  express  your  idea  G o v e r    

nor  Morss?   

Governor  Morss,  Y o u   would  not  want  t o   put  i n   that   

if  the  Comptroller  makes  a  charge  that  the  banks  will  b e    

obliged  t o   pay  any  charge  that  h e   has  a  mind  to  make.   

The  Chairmane  N o ,    

Mr,  Harrison.  I  almost  say  that,  that  the  Federal   

Reserve  Banks  will  pay  any  charges  made  b y   the  Comptroller   

for  copies  o f   future  complete  reports  furnished  by  him    
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and  actually  taken  b y   them.   

Governor  McDougal.  I  would  like  t o   see  the  ex-   

pression  "Expenses  involved”  i n   there.  $10.00  is   

more  than  the  expense  involved  for  a  carbon  copy.   

Governor  Seay  »  { i   think  that  i s   good  principle,   

Governor  V a n   Zandt.  A n y   statement  w i t h   regard   

to  reports  which  covers  the  situation  a s   i t   confronts   

us.  T h e   charge  made  by  the  state  departments,  i s   very   

small,   

Governor  McDougal.  T h e   same  is  true  with  us.   

I  think  a  charge  is  made  o f   one  or  two  dollars,  but  I   

hope  i n   a  few  minutes  t o   know  what  i t   is,   

The  Chairman.  W e   p a y   nothing  i n   New  York,   

Governor  Seaye  I  will  second  the  amendment  o f    

Governor  McDougal.   

The  Chairman.  I w i l l   ask  Mr.  Harrison  t o   read   

the  motion  again.   

Mr,  Harrison.  M o v e d   that  i t   is  the  sense  o f   this   

meeting  that  Federal  Reserve  Banks  should  make  n o   contii-   

bution  calculated  t o   make  good  a  deficit  i n   the  adminis-   

tration  o f   the  office  o f   the  Comptroller  o f   the  Currency,   

but  that  Federal  Reserve  Banks  will  pay  any  charges    
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-  b y   the  C o m p t r o l l e r   of  the  Currency  t o   cover  t h e   ex-   

pense  involved  i n   furnishing  copies  o f   future  com-   

plete  reports  actually  taken  b y   them,   

(The  motion  was  put  and  unanimously  Carried.)   

The  Chairman.  G o v e r n o r   V a n   Zandt  your  motion   

now  i n   order,   

Governor  Van  Zandt.  I  will  now  move  that  the   

Comptroller  o f   the  C u r r e n c y   be  invited  t o   be  present   

and  lay  his  thoughts  o n   this  subject  before  us,   

Governor  Fancher,  I  will  second  that  motion,   

(The  motion  was  put  and  unanimously  carried.)   

The  Chairmane  I  will  take  the  liberty  of  ap-   

pointing  a  committee  t o   convey  this  action  t o   Gover-   

nor  Harding  and  ask  him  to  arrange  for  a  meeting  at   

least  t o   get  liberty  t o   arrange  for  a  mesting  with   

the  Comptroller  t o   join  us.  T h i s   matter  was  brought   

to  us  b y   Governor  Harding  o r   at  least  through  Gover.   

nor  Harding,  and  at  the  same  time  the  vommittece  goes   

over  t o   the  Treasury  t o   arrange  for  the  meeting  i t   can   

arrange  with  Mr.  Gilbert  t o   be  present  t o   finish  our   

discussion  with  him.  I s   that  satisfactory?  + r   3t   

is  I  willa  p  point  Governor  Van  Zandt,  author  of  the    
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bf   
last  motion  a n d   Governor  Morss  author  o f   the  previous   

motion  as  members  o f   the  committee,   

(The  committee  appointed  thereupon  left  the  con-   

ference  room  t o   carry  out  their  instructions.)   

The  Chairman.  T o   proceed  with  the  program,  under   

accounting,  number  2,  w e   have  topic  {a}  which  is;   

(a)  Uniform  reconcilement  form  for  use  o f   the   

Treasurer  o f   the  United  States  i n   reconciling  accounts   

maintained  i n   reserve  banks.   

The  report  o f   the  committee  i s   a s   follows;   

The  Committee  o n   Standarcization  o f   Inter-Federal   

Reserve  Bank  Forms  submits  the  attached  form  as  a  sug-   

gested  recosilement  sheet  for  use  o f   the  Treasurer  o f    

the  United  States  i n   reconciling  accounts  maintained  i n    

Federal  reserve  banks.   

This  f o r m   i s   t o   b e   prepared  i n   duplicate,  t h e    

signed  original  toe  be  forwarded  to  the  Federal  Reserve   

bank,  and  the  duplicate  t o   be  retained  by  the  Treasurer   
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Treasury  Department   
Office  o f   the  Treasurer   

RECCNCTLEMENT  SHEET   

GENERAL  ACCOUNT  TREASURER  U.S.   

FEDERAL  RESERVE  BANK  O F   A S   OF   

   ~  DaTE   
Date  o f   D E S C R I P T I O N   A M O U N T   ADJUSTEL   
Entry   

TREASURER  DEBITS,  Y O U   vC  NOT  CREDIT   

YOU  DEBIT,  TREASURER  DCES  NOT  CREDIT   

BsLANCE  DUE  TREASURER  A S   PER  YCUR  TRANSCRIPT   

TOTAL   

TREASURER  CREDITS,  Y O U   D O   NOT  DEBIT   

YOU  CREDIT,  TREASURER  DCES  NCT  DEBIT   

BALANCE  DUE  TREASURER  A S   PER  HIS  BOOKS   

TOTAL   

   

Your  transcripts  o f   the  general  account  o f   the  Treasure:   
of  the  U.  S.  with  supporting  vouchers  t o   and  including  h a y    
been  examined  and  agree  with  the  books  o f   the  Treasurer  with   

the  exceptions  shown  above,   

   

TREASURER  O F   THE  U   

(The  above  sheet  o n   heavy  bond  paper,  1 2   x  9-4,   
punched  for  binder.)    Digitized for FRASER 
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PRINTING  SPECIFICATIONS.   
   

RECONCILEMENT  SHEET  -   

GENERAL  ACCOUNT  TREASURER  U.  5S.   

PAPER:   

tock  -  Domino  Bond   
Substance  N o   -  16   

Golor  ~  White   

Stock  Size  -  12  x  9-4   
Form  Size  ~  12  x  9-3   

PRINTING:   

Color  —  Black   
Style  o f   Type-  Gothic   

Color  — -   Black   

Kind  ~.  Prine   

PUNCHING:   

Binder  H o l e s    

NO.  I N   PACKAGE:   
   

LOO   

If  a  duplicate  i s   desired  for  use  i n    
the  Treasurer's  office,  i t   may  be  printed   
on  buff  paper  appropriately  marked  "File   
Copy  —   

—    
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The  Chairmen.  I  want  t o   say  With  regard  t o   the  re-   

port  o n   forms  that  there  are  tio  forms  submitted  t o   the   

meeting,  a n d   that  Mr.  Rasch,  who  represents  the  Federal 
  

Reserve  Bank  of  New  York  i n   this  matter  talked  with  repre-   

sentatives  from  Cleveland  and  Chicago,  a n d   has  really  de-   

voted  a  great  deal  o f   time  t o   studying  the  forms  i n   use  b y    

all  the  reserve  banks,  has  stated  that  there  have  been   

concessions  necessary  from  almost  every  reserve  bank,  and   

he  informs  m e   personally  that  the  principal  concessions  i n    

the  watter  o f   forms  have  b e e n   made  b y   our  bank  i n   New  York,   

where  our  form  seems  to  differ  more  radically  from  others   

than  the  other  banks  d o   among  themselves.  H e   has  asked  me   

and  urged  me  to  secure  i f   possibie  the  cooperation  o f   the   

Governors  i n   insuring  adoption  o f   these  forms  $o..that  prog-   

ress  may  be  made  even  i f   it  requires  abandoning  some  little   

ideas  o f   techniague  i n   the  use  o f   forms,  I t   would  be  a  con-   

venience  t o   the  Treasury  Department  t o   have  them  uniform   

of  coursé.   

Governor  Calkins,  I  move  the  adoption  of  the  report   

of  the  Committee  on  Forms,  under  Topic  2  a,  "Uniform  re-   

concilement  form  for  use  o f   the  Treasurer  o f   the  United   

States  i n   reconciling  accounts  maintained  i n   reserve  banks,   

Governor  Seay.  I  will  second  the  motion,    
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s   

The  Chairman.  I s   there  a n y   further  dismssion?   
f   

“g   

(There  was  n o   further  discussion  and  the  motion  vas\/   

put  and  carried  unanimously.)  a e    

The  Chairman.  T h e   next  topic  is  (b)  under  ac-   

counting  a n d   is;   

"ip)  Y a r   loan  deposit  accounts.   

That  topic  was  suggested  b y   Governor  McDougal,   

Governor  McDougal,  T h a t   can  b e   disposed  o f   very   

Quickly.  I t   was  p u t   o n   the  program  for  t h e   express  pur-   

pose  o f   induiring  a s   t o   the  prevailing  opinion  a s   to   

whether  o r   not  w e   should  discmmtinue  the  plan  under  which   

the  banks  are  permitted  t o   pay  b y   credit,  the  thought   

being  that  because  o f   there  being  a  strong  market,  o r    

having  been  for  some  time,  that  we  perhaps  ought  to   

place  some  i n   the  hands  o f   banks  and  their  investors   

who  have  the  cash  rather  than  t o   sell  them  t o   banks  who   

have  t o   berrow  i n   doing  So.  N o w   I  bring  that  up  not-   

withstanding  the  fact  that  Chicago  has  not  been  se&ling   

its  Quota  and  because  o f   the  fact  that  there  has  been   

a  large  oversubscription.   

The  Chairman.  T h a t   i S   a  QueStion  that  would  affess    
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300   

the  bank  i n   wew  York  rather  more  then  any  other  bank  b e -    

cause  t h e   larger  proportion  o f   certificates  a r e   taken   

there,  n o t   i n   proportion  t o   the  bank  resources,  b u t   i n    

proportion  t o   the  total  issue,  a n d   I  believe  i t   is  the   

unanimous  view  o f   the  officers  o f   the  bank  who  are  fam-   

jliar  with  this  type  o f   transaction  that  the  effect  o f    

abandoning  payment  b y   crediit,  which  is  what  you  have   

in  mind,  would  be  to  suddenly  turn  into  the  Reserve   

Banks,  a n d   particularly  into  the  New  York  Reserve  Bank,   

a  very  large  amount  o f   deposits  for  the  credit  o f   the  Gov-   

ernment,  which  would  cause  a  sudden  contraction  and  very   

high  interest  rates,  andi  then  as  the  old  certificates   

matured  and  were  paid  off  o r   as  Government  disbursements   

were  nade  there  would  b e   a  sudden  release  o f   funds  again   

and  we  would  expose  the  banking  situation  t o   the  cur.   

rent  expansions  and  cmtractions,  o r   contractions  and   

expansions,  but  would  be  disturbing  and  disorganizing,   

The  fact  i s   the  Federal  Reserve  B a n k   i n   New  York  has   

effected  a  very  prompt  distribution  o f   its.  certifi.   

cates,  A l l   this  does  not  bear  directly  upon  the  success   

that  the  subscribing  bank  has  i n   aistributing  certifi-   

cates  t o   investors,  b u t   rather  u p o n   a  transfer  o f   funds,    
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but  I  can  see  i n   the  future  with  a  plan  o f   sale  without   

payment  b y   credit  substantially  all  the  evils  o f   the   

old  independent  Treasury  system  when  a  great  mass  o f    

monsy  Was  paid  into  the  sub-treasury  o m   tax  days  a m    

percolated  out  slowly,  i n   the  meantime  subjecting  the   

money  market  t o   great  strain,  T h a t   i s   the  point  o f    

view  held  by  the  bank  in  New  York,  ,   

Governor  Seay.  Another  thing  i s   that  these  certi-   

ficates  are  issued  with  very  little  advance  notice,  i f    

any  at  all.  T h e   banks  d o   subscribe,  that  i s   undoubted.   

ly,so,  a n d   the  paying  o f   credit  gives  them  an  opportun.   

ity  and  time  t o   dispose  o f   these  t o   their  investors,  I   

think  i t   is  impracticable,  i f   not  impossible,to  tell   

in  advance  t h e   a f f e c t   u p o n   t h e   s a l e   o f   these  c e r t i f i -    

cates  which  s u c h   a  shauge  i n   policy  might  involve.  ‘ J e    

have  subscribed  i n   our  district,  oversubscribed  for   

the  last  several  issues,  a n d   I  a m   free  t o   -»confess   

that  I  doubt---I  a m   sure---that  the  effect  would  b e    

unfavorable  i n   the  sale  of  certificates,  which  is   

the  chisf  point  t o   be  considered  I  think  since  w e    

are  operating  i n   aid  of  the  Treasury  Department,   

Governor  McDougal.  T h a t   i s   as  far  as  I  care  t o    

go  o n   this  subject,  except  that  I  wald  like  t o   ascer..    
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tain  how  many  banks  a r e   still  maintaining  their  i n -    

dependent  depositaries  a n d   custodianships,  W e   have   

recently  taken  steps  t o   abandon  them,  although  w e   lave   

been  carrying  them  along  i n   five  different  cities.   

I  think  you  have  a  plan  that  i s   different  from  any  other,   

have  y o u   not  Governor  Strong?   

The  Chaizrmane  W e   had.  a  very  difficult  and  serious   

problem  t o   deal  with  i n   the  carly  days  o f   the  war  loan   

operations  because  o f   the  vast  mass  o f   securities  t o   be   

handled  a t   one  time,  W e   had  I  think  two  and  a  half   

billions  o f   securities  t o   deal  with  and  our  plan  Was  t o    

appoint  a  committee  o f   directors  o f   the  respective   

banks  a s   custodians  i n   our  behalf,  but  the  amount  o f    

the  account  recently  has  been  s o   reduced  that  we  have   

reconciled  all  of  those  accounts  a n d   discharged  all  o f    

the  committee,  a n d   have  taken  all  o f   the  securities  into   

our  o w n   possession.  G o v e r n o r   McDougal,  w o u l d   y o u   like   

.to  have  each  Governor  present  explain  the  procedure  i n    

the  respective  banks?   

Governor  McDougel.  I  think  it  is  not  necessary   

to  d o   that,  b u t   I  would  like  t o   ask  Governor  Fancher   

what  they  are  doing.  W e   established  custodians  in    
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each  o f   the  large  cities,  o r   i n   oné  large  city  i n   each   

State  and  ve  have  had  operating  independent  securities   

committees  which  are  still  working  o n   the  patriotic   

slement,  but  they  get  nothing  for  it.   

Governor  Fancher,  A t   the  outset  w e   established   

custodians  i n   our  seven  principal  cities  a n d   securities   

committees,  c n e   o f   the  trust  companies  was  appointed   

custodian  a n d   some  time  ago,  a  year  o r   a  year  a n d   a   

half  ago,  we  consolidated  those  securities  into  three   

places---we  have  a  custodian  i n   Cleveland,  one  in  Pitts.   

burgh  and  one  i n   Cincinnati,  W e   still  have  those  com-   

mittees  i n   existence,  although  they  are  not  called  upon   

to  function  t o   any  great  extant,  a n d   we  would  take  over   

the  securities  n o w   i f   i t   were  physically  possible,  i f   w e    

had  the  vault  space,  T h a t   i s   the  thing  now  that  pre.   

vents  us  from  taking  the  securities  into  our  own  poss.   

ession,.  T h e   securities  held  by  the  custodian,  which  is   

in  our  case  a  trust  company,  are  industrial  securities  and   

commercial  paper,  A l l   the  Government  securities   

which  are  put  up  are  held  b y   the  bank  and  i n   many  cases   

the  certificates  themselves  are  simply  held  as  security   

for  t h e   deposit  a n d   then  taken  down,  a n d   for  these    
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services  w e   pay  to  each  of  the  trust  companies  a  fee  i n    

proportion  t o   the  total  amount  nerd.   

Governor  Young,  M r .   Chairman,  are  there  any  of   

these  industrial  a n d   minicipal  corporation  bonds  that   

are  eligible  a s   collateral  now?   

The  Chairman.  O h   yese   

Governor  Young.  % ¢   d o   not  find  a n y   i n   our  disp   

trict,   

The  Chairman.  I  think  w e   have  Quite  a  list  still.   

Governor  Fancher,  W e   have  quite  a  list.   

Governor  Young,  T h e   last  Department  Circular,  No.   

92,  Was  changed  and  it  is  market  value  and  not  thevalue   

OF  April,  2017»   

The  Chairman.  Y e s ,    

Governor  Young.  T  had  i n   mind---I  d o   not  know   

how  i t   affected  the  other  districts-—--we  would  come   

to  the  time  when  we  might  eliminate  these  securities   

and  only  have  Liberty  bonds,  Victory  notes  and  Treasury   

certificates  a s   eligible  paper.  I t   has  caused  a   

great  deal  of  trouble  i n   our  district,  a n d   none  o f    

them  are  eligible  that  w e   have  now,   

Governor  Calkins,  I  am  theoretically  strongly    
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in  favor  o f   abolishing  payment  b y   credit,  but  I  realize   

the  aifficulty  i n   the  New  York  District.  I  would  like   

to  in@duire  a s   t o   what  the  opinion  o f   the  Governor  o f   the   

New  York  District,  and  the  other  Governors  is,  as  to  the   

policy  o f   cutting  out  all  securities  except  Government   

secu.  itdes.   

The  Chairman.  W o u l d   you  also  cut  out  commercial   

paper  a n d   eligible  paper?   

Governor  Calkins.  Y e s ,   U n d e r   the  present  con-   

ditions  i t   simply  affords  opportunity  f o r   the  banks   

which  make  payment  b y   cregZit  t o   borrow  large  sums  o f    

monéy  o n   very  favorable  terms,  much  more  favorably  than   

by  rediscounting.   

Governor  Young.  I  think  they  are  entitled  t o    

do  that,   

The  Chairman,  Would  it  not  have  the  effect,   

Governor  Calkins,  o n   the  one  hand  of  either  slowing   

up  the  sale  of  certificates  o r   on  the  other  hand  of   

developing  a  tendency  o f   the  banks  t o   hold  the  certi-   

ficates  r a t h e r   t h a n   toa  distribute  t h e m ?    

Governor  Calkins.  I  should  think  not,  but  then   

that  i s   only  m y   o w n   opinion,    
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The  Chairman.  T h e   ideal  situation  t o   develop,  fron   

our  point  o f   view,  i n   the  handling  o f   certificate  sales,   

is  t o   have  the  Secretary  o f   the  Treasury  fix  a  rate  a t    

such  a  level  that  i t   will  b e   unprofitable  f o r   the  banks   

to  continue  t o   hold  the  c e r t i f i c a t e s   and  yet  neverthe-   

less  that  will  b e   sufficiently  attractive  t o   induce  investor   

to  buy.  A s   t o   the  denosit  account  i t   is  more  desirable   

to  make  i t   attractive  t o   the  bank  t o   secure  deposits  b y   use   
as  collateral   

of  its  normal  assets/rather  t h a n   t o   induce  t h e   bank,  i f   you   

please,  t o   borrow  o r   buy  o r   subscribe  for  Government  securi-   

ties  f o r   the  simple  purpose  o f   securing  a  deposit  a c -    

count.  ¥ e   want  theso  certificates  t o   be  distributed   

to  the  public  a n d   get  them  out  o f   the  pank  assets.   

Governor  Calkins.  T h e   real  question  i s   whether   

one  progedure  adds  t o   the  facility  o f   distribution  o r    

whether  the  other  does.  I t   seems  t o   me  that  per-   

mitting  the  banks  t o   make  payment  b y   credit  and  t o    

put  u p   commertial  paper  a s   security  decreasos  the   

distribution  o f   certificates,  o r   tends  t o   at  least.   

The  Chairman.  J e   have  one  institution  i n   New   

York  which  has  been  borrowing  continually  almost   

between  forty  and  fifty  million  dollars  secured  b y     
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eertificates  o f   indebtedness,  simply  because  i t   fond   

it  profitable  t o   d o   So.  T a k i n g   that  one  bank  a s   a n    

illustration,  a s   an  example,  i f   the  rate  can  b e   made  s o    

unattractive  as  an  investment  for  the  bank  on  that  type   

of  security,  S o   unattractive  a s   t o   secure  them  as  Govern-   

ment  deposits,  then  w e   will  secure  distribution.  W e    

have  not  quite  succeeded  i n   doing  it,  but  w e   are  pretty   

close  t o   i t   now,  T h e y   figure  that  the  account  i s   profit-   

able  t o   them  s o   long  as  the  certificate  gs¢lis  u p o n   a   

basis  which  returns  more  t h a n   5.14  per  cent,  £ 3 6   n o t    

want  t o   urge  the  situation  i n   New  York  as  an  influence   

upon  the  other  reserve  banks,  but  after  all  in  varying   

proportions  t h e   sams  principle  applies  t o   all  the  reserve   

banks,  T h a t   has  b e @   o u r   experience,   

Governor  Calkins,  I t   is  more  acute  and  a  much  larger   

Question  i n   New  York  than  i t   is  elsewhere,   

Governor  McDougal.  w e   have  one  institution  i n   our   

district  Mr,  Chairman,  that  subscribes  regularly  t o   each   

issue  and  the  bank?  invariably  sells  to  the  public  a  lerge   

proportion  o f   their  subscription  through  our  investment   

department,  a s   there  i s   a  market  through  that  department,   

and  they  use  the  certificates  for  borrowing  and  they  hsve    
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been  borrowing  continuously  a n d   w e   have  not  b e e n   able  t o    

stop  them.  T h e y   have  made  a  beautiful  profit.  I  would   

say  they  could  make  o n   that  basis,  borrowing  say  three   

or  four  million  dollars,  fifty  thousand  dollars,  O f .   cour   

if  we  could  stop  that  i t   would  help  our  Situation,   

Governor  Celkins.  W h y   should  they  stop  a s   long  a s    

they  can  d o   it  under  the  regulations  and’  make  a  profit   

on  it.  T h e y   wont  stop.   

Governor  McDougal.  T  h e y   can  buy  these  certificates   

pey  for  them  b y   creflit,  sell  them  immediately  o n   delivery   

and  have  a  beautiful  deposit,  a n d   pay  when  the  deposit   

is  withdrawn,   

The  Chairman.  G o v e r n o r   McDougal,  this  i s   your  topic,   

and  what  disposition  d o   you  wish  made  o f   it?   

Governor  McDougal.  I  only  wished  to  have  the  wetter   

discussed  and  since  there  seems  t o   be  a  varying  opinion   

I  would  liké  now  to  have  the  guestion  brought  to  a  vot-   

as  t o   w h e t h e r   w e   s h o u l d   c o n t i n u e   o r   discontinue.   

The  Chairman.  I s n ' t   i t   a  matter  that  i s   controlled   

by  the  Treasury  after  ail  and  such  action  as  we  might   

take  would  probably  be  i n   the  form  o f   a  recommendation   

to  the  Treasury,    
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Governor  Galisins  ,  T h e   Treasury  has  expressed  a   

very  positive  opinion  i n   the  matter  and  I  do  not  believe   

there  i s   a n y   possibility  o f   their  policy  o f   payment  b y    

credit  being  abolished  and  we  are  just  talking  against   

the  wind  s o   far  as.that  i s   concerned,   

The  Chairman.  T h e n   what  is  your  last  wish,  Gov-   

ernor  McDougal?   

Governor  McDougal,  M y   last  wish  is  that  we  proceed   

on  the  program  t o   the  next  topic.   

The  Chairmane  T h e n   we  will  enter  o n   the  minutes   

that  the  subject  was  discussed  and  that  Governor  McDougal   

asked  that  n o   astion  b e   taken,   

The  last  two  topics  o f   page  1  of  this  program  under   

item  "II  Accounting”  are  "¢d)"  and  "(e)",   

"(d)  Assistance  to  be  rendered  to  Treasury  Depart-—   

ment  i n   connection  w i t h   improving  procedure  relating  t o    

transactions  with  Federal  Reserve  Banks."   

"(e)  Progress  made  by  the  Treasury  Department  i n    

the  speeding  u p   o f   operation  o f   paying  its  checks."   

Those  t w o   topics  were  suggested  b y   the  N e w   York   

Bank  and  I  would  like  t o   explain  the  reason  for  putting   

them  timeee.    
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——   ZB  et   AaL   

eontacts  with  the  Treasury  D e p a r t m e n t   we  find  that  delay   

From  time  t o   time  i n   connection  w i t h   our  various   

arises  i n   matters  like  t h e   reconcilement  o f   accounts   

return  o f   c h e c k s   w h i c h   f o r   o n e   r e a s o n   o r   another  a r e   r e .    

jected  for  final  payment  b y   the  Treasury,  and  we  have   

had  men  in  the  Treasury  Department  from  time  to  time   

endeavoring  t o   effect  reviSion  i n   the  accounting  proced-   

ure  i n   the  Department  i n   order  t o   facilitate  this  work.   

Some  time  ago  I  suggested  t o   Mr.  Gilbert  that  w e    

would  be  willing,  a n d   possibly  other  reserve  banks  rould   

be  willing,  from  time  to  time  to  contribute  a  very  small   

staff  o f   men,  t o   pericditally  come  t o   Washington  and  take   

up  these  matters,  work  into  the  routine  with  the  various   

Bureaus  with  which  we  had  dealings  m d   endeavor  t o   Simplii   

improve  t h e m   a n d   bring  them  u p   t o   date  their  methods,   

He  was  rather  sympathetic  with  the  &.Ai1CGiC  mere.   

idea  a n d   I  would  like  t o   ask  i f   the  other  Governors  feel   

disposed  t o   adopt  such  a  policy,  particularly  those  o f    

the  nearby  reserve  banks  where  travelling  expenses  a n d    

time  would  not  be  wasted,  t o   see  whether  we  cannot  get   

occasionally  a  good  man  from  one  o r   more  o f   the  reserve   

banks  t o   came  over  here  and  take  u p   these  specific  mat-   
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I  would  like  t o   give  two  illustrations  o f   what   

happens  es   

We  pay  Government  checks  and  they  are  sent  through   

with  the  accounts  i n   the  usual  course  and  at  the  end  cd   

a  week  o r   a  month  o r   a  year  o r   more---we  h a d   one  a b e   iwhe.   

a  check  came  back  that  had  been  paid  twenty-three  years   

previously  t o   its  return,  with  the  claim  that  the  indorse   

ment  was  forged  a n d   w e   should  cover  o r   the  bank  which   

last  indorsed  the  check  should  repay  the  amount  t o   the   

Treasury.  w e   have,  a s   indicated  o n   the  program  under   

topic  ¢  worked  out  a  plan  b y   which  these  checks  shall   

come  back  immediately  and  i t   must  then  b e   determined  i n    

the  Reserve  Bank  o f   New  York  whether  the  circumstnaces   

of  their  rejection  o r   payment  b y   the  Treasury  Department   

justifies,  o n   the  one  hand  giving  immediate  return  of   

credit  to  the  Treasury,  or,  o n   the  other  hand,  sending   

them  back  for  collection,  i f   collection  can  be  effected,   

I  am  exceedingly  anxious,  for  the  protection  of  our  bank   

in  New  York,  that  the  other  Reserve  Banks  should  operate   

upon  the  same  principles  i n   the  matter  a n d   i n   the   

matter  o f   reconcilement  o f   accounts  t h a t   w e   are  endeavor-   

ing  to  establish,  T h i s   pracitce  cannot  b e   established    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



except  a s   the  result-of  considerable  inquiry  im-the  de-   

partment.   

For  the  second  illustration,  w e   have  the  general   

aifficulty  o f   reconciling  accounts  o f   disbursing  officers   

checks,  W e   are  now  a t   work  upon  a  plan  which  I  hope  tie   

Treasury  may  be  willing  later  t o   adopt,  for  a  revision  ¢ F    

the  whole  scheme  o f   accounting  between  the  Treasury  and   

the  disbursing  officers  s o   that  they  at  once  have  a   

check  upon  the  jtems  drawn  b y   the  disbursing  officers,   

There  i s   now  n o   general  accounting  which  originates  w i t h    

the  disbursing  officer,  I t   i s   all  based  upon  checks   

which  w e   pay,  a S   I  understand  it.  I  do  not  know  that   

I  can  ask  you  to  take  any<specific  action  o n   this  matter,   

but  i f   we  can  get  cooperation  among  the  Reserve  Banks   

I  think  We  can  make  good  progress  i n   improving  the   

practices  o f   the  Treasury.   

Governor  Fancher,  I  might  s a y   for  our  bank  that  o n    

all  occasions  i n   the  past  w e   have  offered  t o   loan  one   

or  two  o f   our  men  t o   d o   some  work  down  here,  t o   work   

out  any  scheme  o f   closer  c o n t a c t   in  the  mtter  o f   account-   

ing,  and  I  understand  from  you  now  that  theD  e p   artment   

is  rather  i n   a  frame  o f   mind  t o   cooperate  w i t h   that  idea    
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of  having  some  o f   the  men  from  the  banks  come  dorm  and   

endeavor  t o   w o r k   o u t   s o m e   b e t t e r   a c c o u n t i n g   s y s t e m   a n d    

closer  contact,   

The  Chairman.  T h a t   i s   what  I  have  i n   mind.   

Governor  Fancher,  W e   will  be  very  glad  indeed  to   

furnish  a  man  o r   two,  very  glad  t o   and  will  d o   so.   

Governor  McDougal.  Chicago  h a s   been  doing  s o   and   

will  be  very  glad  t o   do  it.   

The  Chairman.  W e   have  a  man  in  the  Treasury  work-   

ing  o n   these  matters  nov.   

Governor  -eaye  D i r s c t l y ?    

The  Chairwan.  ¥ e s ,   h e   has  been  there  for  months,   

Governor  Calkins,  w e   Would  b e   very  ¢€lad  t o   send  a   

may  or  two  from  San  Francisco  i f   it  would  bring  abmt  any   

results.»  W e   have  accomplished  one  thing,  b y   hammering   

away  at  it.  W e   have  beén  called  upon  t o   cash  disburs-   

ing  officers  warrants  for  very  large  amounts  for  the   

Pacific  Fleet  and  we  have  succeeded  a t   last  i n   getting   

the  Treasury  Department  t o   certify  b y   wire,  which  i s   a   

tremendous  concession.  W e   have  been  working  a t   that   

for  years  without  much  success,  W e   had  the  disbursin~   

officer  o f   the  fleet  draw  $2,000,000  at  one  time  and  he    
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was  very  strongly  of  the  opinion  that  it  wasn't  any  of   

our  business  whether  the  draft  was  good,  whether  it  would   

be  paid  o r   not,  but  that  w e   should  pay  over  the  money  and   

take  our  chances,   

The  Chairman.  A S   this  topic  was  suggested  by  the   

New  York  Bank  my  suggestion  is  about  2(d)  that  the  con-   

ference  adopt  a  resolution  indicating  to  Mr.  Gilbert  that   

the  Federal  Reserve  Banks  would  appreciate  the  oppor  tun-   

ity  to  furnish  men  temporarily  and  from  time  t o   time  to.   

the  Treasury  Department  for  the  purpose  o f   investigating   

the  procedure  t r   those  bureaus  o f   the  Department  with   

which  the  reserve  banks  have  contact  i n   accounting  and   

other  matters  for  the  purpose  o f   perfecting  and  simplf-   

fying  t h e   procedure  o r   assisting  i n   perfecting  a n d    

simplifying  the  procedure  where  changes  o f   the  character   

desired  can  be  brought  about  b y   Executive  order.   

Governor  Fancher,  I  will  s o   move  Mr,  Chairman,   

Governor  McDougal.  I  will  second  the  motion.   

The  Chairman.  I s   there  any  further  discussion?   

(There  was  n o   further  discussion.)   

(The  motion  was  put  and  carried  unanimously.)    
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The  Chairman.  A s   to  the  second  matter,  topic  "fe}"   

“progress  made  by  the  Treasury  Department  i n   the   

speeding  u p   o f   operation  o f   paying  its  checks,"  I  would   

like  t o   read  an  extract  from  a  letter  written  b y   Comp-   

troller  Rounds  o f   the  Federal  Reserve  Bank  of  New  York,   

addressed  to  Mr,  Allen,  acting  Treasurer  of  the  United   

States.  M r .   Rounds  i s   Comptroller  o f   accounts  o f   the   

Federal  Reserve  Bank  o f   New  York;   

"There  is  one  matter  with  relation  to  the  handling   

of  your  checks  t o   which  you  may  Wish  t o   give  some  thought.   

and  that  i s   the  desirability  o f   raving  all  disbursing   

officers  furnish  the  Treasurer's  office  promptly  with   

a  schedule  o f   all  checks  issued,  giving  the  date,  number,   

name  o f   payee  and  amount.  I f   such  schedules  c o l d   b e    

obtained  i t   would  be  a  comparatively  easy  matter  t o    

compare  the  checks  a s   paid  with  the  schedule.  I t   is   

only  i n   this  way  that  your  office  caild  secure  absolute   

protection  against  the  possibility  o f   a  cleverly  raised   

check  passing  completely  through  t h e   work  a n d   not  being   

discovered  until  some  time  afterward,  Y o u r   Statement   

section  requires  a  month  o r   more  t o   prepare  a n d   mail   

out  t o   the  disbursing  officers  the  statements  o f   checks    
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paid,  a n d   under  your  present  procedure  i t   i s   not  until   

the  disbursing  officers  have  received  these  statements   

and  checked  them  to  their  records  that  they  are  i n   a   

position  t o   notify  y o u   o f   any  raised  checks  n o t   discover- 
  

ed  by  your  examiners,  T h e   fact  that  many  o f   the  dis.   

pursing  officers  are  not  experienced  i n   the  handling  of   

checks  and  do  not  appreciate  the  necessity  for  prompt   

action  in  such  cases,  adds  a  further  element  of  danger   

to  this  situation.  I  understand  i t   i s   frequently  three   

or  four  months  before  s o m e   o f   the  disbursing  officers   

get  around  t o   checking  u p   the  statements  o f   their  ac.   

counts.   

"Tl  apprefiate  that  any  changes  i n   this  respect   

would  b e   Quite  revolutionary.  I t   would  not  only  affect   

your  own  of  fice  but  also  that  o f   the  Auditor  for  the   

Treasury  and  for  this  reason  i t   may  be  rather  diffi-   

cult  of  accomplishment.  I  did  not,  therefore,  men-   

tion  i t   i n   the  attached  memorandum.  I f   it  were  poss   

sible,  horever,  t o   maintain  such  a  register  of  all   

checks  issued  by  the  disbursing  offieers,  the  work  of   

examining  checks  could  be  done  with  less  experienced   

clerks  and  mich  more  rapidly.  i f   your  office  caild  be    
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p l a c e d   in  the  position  o f   paying  these  checks  against   

a  schedule  o f   their  issue,  there  c o u l d   b e   n o   question   

regarding  raised  checks  o r   other  alterations,  o r   indeed   

the  signature,  I  believe  this  would  be  a  very  de-   

Sirable  thing  t o   d o   if  it  could  be  accomplished.  I n    

any  event  it  would  require  considerable  time  to  bring   

this  about,  but  i n   the  msantime  need  not  prevent  the   

expediting  o f   the  work  i n   other  respects.  "   
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The  Chairman.  I  have  attached  t o   this  e  long  memoran-   

dum  i n   relation  t o   the  actual  procedure  i n   the  depart-   

ment  i n   dealing  with  these  checks,  which  Mr.  Rounds  in-   

dicates  t o   me  could  b e   very  much  shortened,  expedited   

and  simplified  and  the  cost  reduced.  I  do  not  know  that   

any  action  i s   required  i n   this  matter.  T n e   previous   

resolution  covers  the  previous  item,  because  i t   is  an   

i l l u s t r a t i o n   of  what  the  work  would  accomplish.  I s    

there  any  discussion?  I f   not,  w e   will  pass  i t   without   

action.   

(a)  A s   the  issuance  of  Treasury  (ar)  savings   

securities  i s   an  exceedingly  expensive   

method  of  procuring  funds  and  such  securi-~   

ties  accomplish  very  little  toward  the   

encouragement  o f   thrift  and  as  Liberty  bonds   

of  later  issues  are  readily  available  i n    

denominations  o f   g50.  and  100.  a t   market   

prices,  yielding  a n   interest  rate  much  i n    

excess  ¢  tar  Savings  securities,  a n d   a s    

redemptions  i n   the  latter  cless  o f   securi-   

ties  appear  to  be  heavy,  should  the  ‘er   

Savings  Organization  activities  b e   continu.d.    
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The  Chairmen.  G o v e r n o t   Fancher,  y o u   ana  Governor   

Calkins  aro  the  proposers  o f   Topic  III  -  (a)  i n   relation   

to  the  issue  of  war  savings  securities.  T h i s   matter   

was  discussed  quite  fully  last  night.  D o   you  *ish  any   

further  discussion  o f   this  matter?   

Governor  Calkins.  T h e r e   i s   just  one  situation  that   

I  think  -hould  b e   discussed.  I  think  w e   are  all  convinced   

that  the  war  savings  organization  i s   past  revival,  but   

we  are  n o w   about  t o   undertake  t o   carry  o u t   the  operations   

of  the  fiscal  departments  a t   the  expense  o f   the  Federal   

Keserve  Bank,  a n d   i t   i s   proposed  t o   make  the  w a r   joan   

organization  a  part  o f   the  fiscal  departments,  i n   other   

words,  w e   are  t o   pay  from  the  income  o f   the  Federal   

Keserve  Banks  f o r   carrying  o n   the  work  o f   a  propaganda   

orgenization,  a n d   I  do  not  think  w e   have  any  right,   

moral,  legal  o r   otherwise,  t o   do  it.  $ I   think  that   

ought  to  be  ironed  out  in  some  way.   

Toe  Chairman-  G o v e r n o r   Calkins,  i n   a  talzx  which  I   

had  with  Mr.  Gilbert  before  the  meeting,  h e   rather  indi-   

cated  t o   m e   that  what  h e   had  i n   mind  was  t o   arrange   

that  the  fiscal  agency  departments  o f   the  Federal  Keserve   

banks,  after  June  30th,  should  act  really  i n   three  prin-    
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cipal  capacities  only,  one  was  t o   distribute  the  secwi-   

ties  t o   the  organizations  which  had  been  created   

through  the  Treasury  Department,  t h e   war  savings  depart-   

ment,  t o   simply  issue  a n d   deliver  them;  second,  t o   make   

such  sales  o f   the  war  savings  certificates  a s   seemed  de-   

sirable  directly  b y   the  Federal  Reserve  Bank  t o   exist-   

ing  orgai.izations  which  were  regulerly  buying  these  se~   

curities  i n   the  respective  districts.  N o w   a s   t o   those   

two  points  i t   seems  perfectly  clear  they  are  not  differ-   

ent  from  the  ordinary,  normal  fiscal  agency  functions   

which  we  are  performing.  T h e   third  rather  ministerial   

duty  h e   wanted  u s   t o   perform  was  simply  t o   distribute   

in  the  respective  districts  t h e   literature  prepared  i n    

washington,  which  I  gather  would  be  a  rather  small   

matter,  a n d   he  seemed  t o   indicate  i t   would  b e   a  rather   

small  matter,  a n d   i t   i s   that  particular  part  o f   the  work   

that  you  think  was  ultra  vires  possibly?   

Governor  Calkins.  I  am  afraid,  Mr.  Chairman,  that   

is  the  very  small  item  t o   which  I  object.  M y   opinion   

about  literature  furnished  b y   the  Department  i n   #ash~   

ington  here  i s   a n   unfavorable  opinion.  T h e   question   

really  is  shall  Federal  Keserve  Banks  continue  t o   dis-    
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tribute  that  a t   thelr  own  cost,  believing  a s   most  o f    

us  do  that  it  is  useless--"useless"  i s   a  mild  word  i n    

that  connection.  M r .   Gilbert  indicated  last  evening,   

in  a  conversation  with  me,  h i s   belief,  h i s   expectation,   

perhaps,--I  d o   not  want  t o   quote  h i m   here,  b u t   only  t h e    

substance  o f   what  I  understood  him  t o   say,  that  i t   was   

the  expe  tation  that  the  War  Loan  organization  would   

finally  expire  i n   the  near  future.  I t   seems  t o   me  that   

the  time  for  i t   to  finally  expire  i s   when  the  appropria-   

tion  i s   exhausted;  t h a t   would  b e   June  30,  1921,  a n d   I   

should  l i k e   t o   see  i t   discontinued  a s   o f   that  date,  a s    

far  as  Federal  Reserve  Banks  are  concerned.   

The  Chairman.  Y o u   would  not  g o   so  far  as  t o   aban-   

don  the  actual  distribution  o f   the  securities  issued?   

Governor  Calkins.  O h , n o .    

Tae  Chairman.  Simply  the  propaganda  work?   

Governor  Fancher.  I t   is  the  third  point  you  bring  up,   

Mr.  Chairman,  that  we  object  to,  and  our  bank.  I  think  i n    

the  matter  o f   distributing  propaganda,  might  i t   not  be   

possible  for  a  mailing  list  t o   be  furnished  t o   the  proper   

officer  here,  o r   one  i n   charge  o f   this  work,  and  let  the   

literature  which  they  want  t o   be  distributed  b e   distribu-    
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ted  direct  from  here?  T h a t   was  a  suggestion  I  made  i n    

answering  Mr.  Gilbert's  inquiry  some  six  o r   seven  weeks   

agOe  w h y   pass  that  through  the  fiscal  department  o f    

the  Federal  Keserve  Bank,  where  w e   simply  act  i n   the  dis-   

tribution  o f   the  securities,  i n   the  distributive  certifi-   

cates.   

The  Shdirman.  f a s   a  resolution  offered  t o   express   

these  views?   

Governor  Norris.  I  would  like  t o   ask  a  question  o n    

that.  I n   the  distribution  o f   that  literature  d o   we   

have  the  franking  privilege?   

The  Chairman.  I  am  not  sure.   

Mr.  Harrison.  A t   the  present  time  it  is  distributed   

under  the  letterhead  o f   the  Government  loan  organization,   

which  i s   franked,  a n d   the  understanding  was  that  i f   we   

should  take  over  o n   our  fiscal  agency  functions  o f   this   

war  savings  propaganda  work,  w e   would  continue  t o   use   

the  letterhead  o f   the  Government  loan  organization  and   

thereby  obtain  the  frank.  I  think  that  i n   the  New  York   

district  there  would  b e   considerable  feeling  against   

having  a l l   o f   this  propaganda  literature  distributed  d i -    

rect  from  washington,  because  there  is  certain  of  it  we    
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want  t o   weed  out.   

Governor  Galkins.  I f   w e   are  not  responsible  f o r   it,   

we  are  not  responsible  for  weeding  i t   out.  W e   are  not   

handling  it,  d o   not  want  t o   be  responsible  for  i t   at  all.   

Governor  McDougal.  I n   order  t o   get  this  matter  before   

the  Conference,  I  would  move,  i n   view  o f   the  fact  that   

Gongress  has  failed  t o   appropriate  the  necessary  funds   

for  the  conduct  o f   the  war  savings  activities  beyond  the   

period  o f   June  30th  next,  t h a t   i f   the  enterprise  i s   t o    

be  carried  o n   beyond  that  date,  the  Federal  keserve  Banks   

urdertake  only  t o   ect  a s   distributing  agents  for  the   

securities  sold.   

Governor  Calkins.  I  second  that  motion.   

Governor  Seay.  D o   you  thin«  the  Secretary  gathered   

a  definite  impression  from  our  discussion  yesterday?  I t    

was  rather  i n   my  mind  that  he  did.  note   

The  Chairmane  w e l l ,   i t   was  rather  a n   inc  one  lusive   

discussione  k e   did  not  agree  o n   anything  here,  Gov~   

ernor  Seay,  a s   I  recall.  M r .   Gilbert  expressed  him-   

self  a s   having  gotten  some  information,  a n d   seemed  satis~ 
  

fied  t o   leave  i t   that  way,  but  it  is  rather  more  indefi- 
  

nite  than  i s   usual  i n   our  proceedings  i n   these  meetings.    
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Governor  McDougal.  T h a t   motion  would  o f   course   

leave  t h e   matter  o f   the  character  o f   the  propaganda  w o r k    

to  some  distributing  department  i n   jashington,  which  o f    

course  I  had  i n   mind  yesterday.   

The  Chairman.  Y o u   have  heard  the  motion.  I s   there   

any  discussion?   

(Tae  motion  was  put  and  unanimously  carried).   

(b>)  Should  the  Government  Loan  Urganizations  i n    

the  several  banks  b e   transferred  t o   Fiscal   

Agency  Functions.   

The  Chairman.  # e @   took  n o   action  o f   like  character   

as  to  Topic  III  (b).  G o v e r n o r   McDougal  has  just  re-   

ceived  the  following  telegram  from  Mr.  Heath:   

"Indiana,  Iowa  and  tiisconsin  are  paid  ~10.00  for  re-   

ports  o f   each  examination  of  State  members.  Michigan   

charges  5 0   cents  per  page  where  two  copies  are  furnished,   

and  20  cents  three  copies,  o n e   o f   which  i s   for  the  i   

troit  branch.  S o   far  Illinois  has  assessed  each  bank   

examined  whenever  charges  m a d e   f o r   furnishing  copies  t o    

this  office.”   

(At  this  point  the  Comptroller  entered  the  Conference   

room).    
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The  Chairman.  G e n t l e m e n ,   s h a l l   I  state  t o   the   

Comptroller  the  matter  that  w e   have  been  discussing?   

iin.  Gomptroller,  Governor  Harding  yesterday  conveyed   

to  this  meeting  the  substance  o f   your  letter  t o   him,   

dated  April  7th,  and  the  contents  of  air.  Davenport's   

memorandum  i n   regard  t o   reimbursement  o f   certain  ex-   

penses  c i   the  Gomptroller's  office,  and  the  matter  has   

been  discussed  a t   length.  « @   Wish  you  could  have  been   

here  when  the  discuss  ion  l a r a .   b u t   possibly  t h e   result   

of  the  discussion  will  explain  the  substance  o f   it  all.   

we  find  that  the  Governors  o f   the  Keserve  Banks   

feel  quite  strongly  that  the  payment  o f   any  fund,  o f    

any  money  b y   the  respective  Reserve  Banks,  simply  f o r    

the  purpose  o f   making  good  a  deficit  i n   the  expense  ac-   

count  o f   the  Gomptroller,  w h o   has  just  retired,  would  b e    

difficult  t o   justify  from  the  Standpoint  o f   the  provisions   

of  the  Federal  Keserve  Act.   

The  Federal  Keserve  act,  a s   you  know,  contained  a   

rather  mandatory  provision  that  t h e   expense  o f   conduct-   

ing  examinations  shall  b e   borne  b y   assessment  u p o n    

the  banks  examined,  a n d   this  would  appear  f r o m   the   

information  w h i c h   w e   h a v e   t o   b e   a  rsimbursement  o f     
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expenses  o f   examinations  which  we  have  conducted  i n   the   

past,  w h i c h   have  already  taken  place  a n d   f o r   which  as-~   

sessments  have  not  been  provided.  T a s   meeting  did  feel,   

however,  that  i f   the  Comptroller  felt  that  the  work  in-   
and   

volved/the  expense  involved  i n   preparing  copies  f o r   the   

Reserve  Banks  o f   reports  o f   examination  justified  a   

charge,  that  they  were  willing  t o   pay  whatever  charge   

was  assessed  b y   the  Comptroller  for  the  report  which  they   

actually  received.  O f   course,  there  i s   a  very  strong   

feeling,  andhas  b e e n   for  a  g o m   m a n y   years,  t h a t   t h e    

reports  furnished  heretofore  b y   the  Comptroller,  being   

incomplete  inasmuch  a s   t h e   confidential  portions  o f    

tine  report  were  almost  misleading,  that  i s   t o   say,  a  re-   

port  that  was  s o   incomplete  a s   t o   conditions  brought   

to  the  attention  o f   the  Keserve  Bank,  t h e y   were  i n   the   

position  of  being  deprived  of  notice  of  conditions  which   

it  was  essential  they  should  have,  and  with  a  view  t o    

all  o f   these  facts  a  resolution  was  adopted,  and  the   

meeting  strongly  expressed  t h e   view  that  anything  i n   our   

power  that  was  feasible  t o   d o   t o   facilitate  y o u r   pur-   

poses  w e   wanted  t o   do,  and  yet  there  was  this  reluctance   

of  dealing  arbitrarily  with  a n   existing  deficit  i n   the    
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past,  a n d   w e   thought  w e   should  n o t   expressour  views  f i -    

nally  and  conclusively  without  first  having  a n   opportu-   

nity  o f   a  conference  with  y o u   with  a  view  t o   mutual  aid,   

if  you  please.   

Mr.  Crissinger.  I  am  quite  willing  t o   state  the   

position  w e   have  taken,  i f   you  will  give  m e   a  moment,  wir.   

Chairman  a n d   Governors.  I  came  here  rather  unexpsctedly,   

by  the  command  o f   the  President.  a h e n   I  arrived  t o    

take  possession  o f   the  office  I  found  a  good  many  things   

confronting  me,  a n d   a  situation  that,  t h e   w a y   w e   cdo  benk-   

ing  down  where  I  come  from,  that  i s   appaliing  i n   a  great   

many  places.  I  find  that  this  fund  that  ought  t o   pro-   

vide  examiners,  w h e n   I+sricdbo  p u t   i n   examiners,  w a s    

approximately  ~100,000  snort.  T h a t   is,  w e   are  that   

much  involved  without  a n y   money  t o   pay,  a n d   the  fact  i s    

that  the  examiners  have  not  had  their  expense  accounts   

paid,  as  I  understand  from  the  examiners  '  bureau,   

since  the  lst  of  ‘Janusry-  Y e   have  succeeded  i n   keeping   

up  the  salaries,  but  the  expense  account  has  not  been   

paid.  T h a t   condition  came  about  beceuse  air.  .illiems,   

through  one  cause  o r   another,  failed  t o   make  about  1700   

examinations  last  year,  which,  i f   they  had  been  made,    
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would  have  furnisheg  a  fund  t o   have  taken  care  o f   this   

situation.   

I  understand,  a n d   i t   i s   only  a n   understanding  t h a t   I   

have  from  the  examining  department,  that  the  result  o f    

the  failure  t o   make  examinations  g r e w   largely  o u t   o f   the   

fact  that  a  great  many  o f   the  best  examiners  vere  taken   

to  murope,  South  America  a n d   foreign  countries  f o r   the   

purpose  ctf  examining  branches  o f   a  New  York  Bank,  which   

materially  cut  down  the  productive  work  here  a t   home.   

They  did  n o t   have  examiners  t o   take  their  places,  a n d    

these  examinations  largely  were  n o t   made.  4 e   are  going   

to  be  short  o f   examinations  this  year  unless  w e   can   

put  o n   more  examiners.  =  think  the  Chicago  District  i s    

very  much  back,  away  behind,  something  like  400  exami-   

nations  now.  T h e r e   i s   only  o n e   district,  t h e   Ohio  report   

district,  which  seems  t o   be  out  of  the  woods  and  i n   good   

shape.  H e n e s   i t   is  importent  that  i f   these  examinations   

are  to  be  made  as  they  ought  t o   be  made,  and  we  are  to   

have  any  benefit  from  them,  they  ought  a t   least  t o   be   

kept  u p   so  that  w e   shail  have  a t   least  two  examinations   

a  year.   

I  do  not  know  personally,  except  what  I  heve  heard    
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from  G o y e r n o r   H a r d i n g ,   b u t   I  understand  t h a t   y o u   h a v e    

not  had  the  full  reports  from  m y   department.  I  vant  t o    

assure  you  gentlemen  that  s o   long  as  the  department   

lasts  and  I  last  with  it-~I  d o   not  know  how  long  that   

is  going  t o   be--but  I  want  t o   furnish  you  men  with  all   

the  information  I  get.  T h a t   i s   the  only  way,  i f   these   

examinations  amount  t o   anything  t o   you  end  you  are  ex~   

pected  t o   help  out  i n   the  situation,  I  want  you  t o   feel   

that  anything  I  get  over  i n   m y   office  pertaining  t o   any   

bank  i s   going  t o   be  furnished  t o   the  Governors  o f   the   

Kegional  Banks  for  information,  whatever  w e   haves   

Of  course,  I  recognize  the  legal  phase  o f   this  appli-   

cation  that  was  made  u p   b y   m y   examiner.  I  simply  sert   

it  over  because  our  examining  force  thought  thet  some-   

thing  ought  t o   be  done,  and  I  wanted  t o   get  i t   before  the   

Federal  kKeserve  Board;  a n d   this  Board  o f   Governors.  I   

think  w e   are  probably  quite  right  i n   taking  t h e   position,   

from  a  legal  standpoint,  that  you  have  n o   right  t o   go   

back  into  last  year  t o   make  u p   some  deficit  i n   that  de-   

partment.  B u t   I  do  feel  that  if,  a s   I  contemplate,   

these  reports  are  furnished  t o   you,  everything  that  "e   

have  i n   our  office  i s   furnished  t o   you  men,  your  Board,    
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that  i t   will  b e   o f   some  value  t o   you,  and  that  i n   thar   

respect  there  ought  t o   be  a  fair  remuneration  fixed  for   

the  services  rendered  i n   order  that  w e   m a y   n o t   only   

give  you  what  w e   have  now,  but  that  we  may  better  the   

service.  I  hope,  i f   I  may  be  permitted  t o   stay  here   

long  enough,  t o   really  g e t   u p   a  service  that  will  b e    
sm   

worth  something,  n o t   only  t o   our  o w n   department  over   

there,  b u t   t o   the  various  Federal  Reserve  Banks.  « h a t    

that  ought  t o   be  I  am  not  prepared  probably  t o   say  defi-   

nitely,  except  this,  that  whatever  i s   arrived  a t   i t   is   

not  the  purpose  o f   our  department  t o   shoulder  something  o n    

to  the  Federal  keserve  banks  t h a t   we  ought  t o   take  care   

of  ourselves,  but  i f   we  arrive  at  something  that  i s   mors   

than  w e   receive,  o r   will  furnish  more  money  than  w e    

ought  to  have,  why  we  would  be  perfectly  willing  t o   reiin-   

burse  and  cut  down  the  charge  s o   as  to  at  all  times  Keep   

it  fair  and  i n   proportion  t o   the  information  that  i s   furn~   

ished.  T h e   examiner  said  95.00  a  report,  but  that   

probably  i s   manifestly  unfair  t o   the  smaili  banxs,  a s    

compared  t o   the  large  b a n k s ,   so  Governor  darding  sug-   

gested  a  sliding  scale,  and  I  think  perhaps  I  had  better   

read  what  he  thought  about  it.  I t   is  as  follows:    
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"Banks  from  25,000  t o   g50,000,  5 .    

banks  from  50,000  t o   9200,000,  ~10.00:  banks  from   

v200,000  t o   »500,000,  »20.00;  banks  from  »500,000  t o    

p1,000,000,  230.00;  banks  from  »1,000,000  t o   pd  ,000,000,   

p40.003  banks  wE,000,000  and  up,  »50-.00".   
comptroller   

I  submitted  this  t o   Mr.  Kane,  t h e   deputy,  j u s t   a   

few  moments  ago,  and  he  thought  those  charges  were  prob-   

ably  a  little  excessive  h a t   is,  that  they  a r e   carbon   

copies  and  i t   possibly  i s   not  worth  that  much  t o   make  a   

carbon  copy.  I n   this  way  i t   would  b e   justified,  o r    

rather  t h e   only  w a y   i t   rould  b e   justified  would  b e   upon   

the  theory  that  you  ars  jointly  interested  i n   the  in-   

formation  tnat  i s   t o   b e   obtained,  a n d   that  i n   that  re-   

Spect  you  are  paying  not  only  for  the  carbon  copy,  but   

you  are  paying  something  tovard  t h e   services  o f   the  m a n    

who  i s   making  the  examination.   

Now  I  do  not  know  what  that  plan  would  yield,  I  have   

not  any  idea,  I  have  not  had  i t   long  encugh  t o   tell  you   

what  that  would  yield,  but  I  thinz  thse  department  could   

figure  out  about  rhat  i t   vould  yield  during  the  year.  I f    

you  would  like  t o   have  that  information,  I  will  have  the   

Department  figure  i t   out  and  bring  i t   o r   send  i t   over  for    
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you,  b u t   that  i s   the  notion  o f   the  Governor.  T h a t   m a y    

have  t o   b e   scaled  down.  I  want  you,  horever,  t o   feel   

that  whatever  v e   get  out  of  this  examination  will  be   

turned  over  t o   you,  a n d   i n   that  respect  i t   might  save   

you  from  maxing  a  good  many  examinations  yourself  i f   you   

nad  the  real  information  that  v e   nave.  I  looked  over   

some  o f   t h e   o t h e r   sheets,  a n d   s o m e   are  r a t h e r   i n t e r e s t i n g    

and  s o m e   d o   n o t   c o n t a i n   m u c h   information.  I T   a m   a t   y o u r    

service,  whatever  you  gentlemen  would  feel  was  right  about   

ite   

Governor  Van  aandt.  f l a y   I  offer  a  suggestion?  Y o u    

made  the  statement  the  charge  vould  cover  not  only  the   

preparation  o f   the  carbon  copy,  b u t   would  p a y   i n   part  f o r    

the  service  in  getting  it.  o u l d   it  not  be  a  little  bit_   

better  t o   say  that  i t   pays  n o t   only  f o r   the  carbon  copy,   

but  i n   part  for  the  information  contained  therein,  rather   

than  for  the  services  o f   a n   examiner.   

Mir.  Grissinger.  T h a t   probably  would  b e   better.  £   

probably  should  not  have  stated  i t   exactly  a s   I  have  here.   

The  Chairman.  i r .   Comptroller,  I  think  i n   order  that   

the  particular  attitude  which  has  developed  i n   this  matter   

in  the  minds  o f   the  Governors  m a y   b e   understood,  2  --oneht    
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to  explein  a  little  about  t h e   history  o f   some  o f   these   

matters.  T h e   Federal  neserve  A c t   provides,  a s   amended   

from  time  t o   time,  that  after  the  earnings  o f   the  Federal   

neserve  ban«s  a r e   divided  a n d   a  dividend  o f   6 %   shell  b e    

made,  @ S   y o u   Know,  t o   the  stockholders,  a n d   the  remainder   

of  the  profits  divided,  1 0   per  cent  retained  a s   surplus   

and  9 0   per  cent  paid  a s   franchise  tax.  T h a t   raises  this   

unescapeeble  question--the  extent  that  expenses  a r e   in-   

curred  b y   the  Federal  Keserve  banks,  other  than  i n   the   

conduct  o f   normal  business  contemplated  b y   the  statute,   

to  that  very  extent  o f   course  t h e   amount  o f   the  t a x   paid   

to  the  Treasury  i s   reduced,  e v e n   i n   cases  where  “oe  are   

acting  a s   fiscal  agents  and  incur  expenses  o r   liabili-   

ties  which  the  Treasury,  under  the  rules  o r   under  the   

statute,  finds  itself  unable  t o   reimburse  t o   us,  never-   

theless  i f   ze  start  them  off  under  our  profits  they  come   

out  o f   the  revenues  o f   the  Government  just  the  same.   

That  great  fund  o f   earnings  o f   the  Reserve  banks  natur-   

ally  appears  t o   be  a n   easy  escaps  from  these  difficulties   

of  disbursement,  a n d   we  have  relied,  i n   conducting  the   

fiscal  agency  operations  o f   the  Treasury,  upon  the  brief   

language  o f   the  statute,  which  i n   effect  i s   that  the    
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Secretary  o f   the  Treasury  i s   authorized  t o   require  Fed-   

eral  Keserve  Eanks  t o   act  a s   fiscal  agents  o f   the  United   

otates.  T h e r e   i s   nothing  said  i n   the  statute  about  com-   

pensation  f o r   the  work  done,  n o r   even  about  reimbursement   

Just  now  t  w a v e   o f   ec  onomy   

somewhat,  a n d   we  have  been  confronted  b y   this.  L a s t    

summer  there  ras  a  deficiency  i n   the  production  o f    

kederol  Neserve  notes,  a n d   there  was  n o   appropriation  made   

by  Gongress  t o   increase  the  facilities  o f   the  bureau  o f    

dngraving  and  Printing,  consequently  neserve  banks  ex-   

pended  over  ¢500,000  for  that  purpose.  T h i s   last  CGon-   

gress  failed  t o   make  appropriations  t o   reimburse  the   

actual  out-of-pocket  s é   1 e   F e d e r a l   “eserve   

Banks,  a n d   i t   i s   evident  that  after  t h e   present  appro-   

priation,  w h i c h   expires  o n   the  30th  o f   Juns,  t h a t   w e    

shall  b e   called  t o   pay,  without  nope  o f   repayment,  s o m e    

3,500,000  next  year  for  expenses  o f   that  character.   

Tt  has  b e e n   d i s c o v e r e d   t h a t   t h e r e   h a v e   b e e n   s o m e   t h e f t s  
  

in  the  bureau  o f   Sngraving  and  Printing  o f   incomplete   

kederal  kheserve  notes  that  have  been  put  into  circula- 
  

tion.  T h e   amount  is  estimated  a t   possible  #~20,000.    
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The  legal  question  a s   t o   whether  t h e y   a r e   notes  o f   the   

Federal  “eserve  Banks  o r   not,  whether  they  constitute  a   

liability  o n   them,  has  not  been  determined,  but  the   

attitude  o f   the  Treasury  i s   that  we  shall  have  t o   assume   

liability  for  those  notes,  and  w e   have  n o   fund  out  of   

which  t o   make  good  ths  loss.  T h e r e   are  now  bills  pend-   

ing  i n   Congress,  a s   you  know,  t o   cut  off  your  heed,  and   

the  plan  contempiated  b y   that  bill  i s   that  all  expenses   

of  examination  shall  be  paid  b y   the  Keserve  Banks,  and   

this  question  nas  a  cumulative  effect  u p o n   t h e   minds   

of  the  officers  o f   the  keserve  banks.   

xe  went  through  some  lean  years  when  we  were  hard   

put  t o   t o   earn  our  expenses,  a n d   that  situation  m a y   arise   

again  and  we  may  some  day  have  t o   go  to  Congress  for   

relief,  and  there  i s   naturally  a  concern  i n   the  minds   

of  all  the  “eserve  banks  a s   t o   the  extent  t o   which  their   

earnings  m a y   indirectly  b e   appropriated  without  their   

being  able  t o   control  them.   

On  the  other  hand,  I  can  assure  you,  Mr.  Comptroller,   

from  m y   knowledge  o f   the  attitude  o f   the  men  who  attend   

these  Conferences,  t h a t   i n   this  situation,  where  y o u   need   

additional  examiners,  for  instance,  we  in  our  bank,  and    
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every  heserve  Bank,  will  furnish  y o u   with  m e n   from  the   

banks  t o   the  extent  o f   our  capacity  t o   do  so,  t o   assist   

in  examinations.  T h e r e   i s   ample  authority  i n   law  for   

doing  thet.  F o r   relief  o f   the  situation  i n   New  York,   

where,  for  instance,  n o   bank  examination  has  been  made   

in  the  City  o f   Buffalo  for  eight  months,  according  t o    

my  infornation,  w e   would  much  prefer  t o   have  those  e x -    

aminations  m a d e   a t   this  particuler  time,  e v e n   though  i t    

involved  the  assigning  of  a  lot  of  our  men  to  that  work,   

and  I  have  n o   doubt  Governor  sicDougal,  where  a  similar   

situation  exists,  would  b e   glad  t o   do  that  i n   Chicago.   

In  fact,  that  i s   the  attitude  o f   this  meeting.  h e   de-   

sire  t o   do  everything  possible  t o   facilitate  the  working   

out  the  bank  examinations.  T h e   question  o f   dipping   

into  the  earnings  o f   the  Federal  Neserve  Banks  t o   pay   

an  existing  deficit,  which  the  lew  provides  shall  b e   as-   

sessed  upon  the  member  banks  examined,  i s   the  difficulty   

we  are  confronted  with.   

Mr.  Crissinger.  I  think  you  are  quite  right  o n   the   

legal  point.   

Governor  Norris.  T h e r e   i s   one  other  point  entered  into   

to  which  you  have  not  alluded,  although  I  have  n o   aoubt     Digitized for FRASER 
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the  Gomptroller  has  i t   i n   mind.  I  share  t o   the  fullest   

possible  extent  the  desire  t o   help  the  Comptroller's  office   

in  any  way  that  i s   possible,  but  there  i s   this  point,   

that  i m   so  far  as  these  expenses  are  put  o n   us,  that  have   

been  o r   ought  t o   be  defrayed  b y   Congressional  appropria-   

tion,  that  i s   i n   relief  o f   the  generai  funds  o f   the  Treas-   

ury,  but  a t   the  same  time  that  i t   is  relieving  the  general   

funds  o f   the  Treasury  i t   is  diminishing  our  earnings,   

which  g o   not  into  the  general  fund,  but  are  specifically   

appropriated  t o   a  particular  purpose,  t h e   reduction  o f    

the  public  debt,  s o   that  the  use  o f   our  earnings  for  any   

purpose  that  i s   not  legally  o r   morally  j u   tified  i s   not   

only  affecting  those  earnings,  but  i t   is  diverting  money   

Wnoich  under  the  existing  legislation  i s   specifically   

pledged  t o   a  particular  purpose  and  using  i t   i n   relief   

of  the  general  fund  o f   the  Treasury  and  i n   relief  o f    

Congressional  appropriations.   

The  Chairman.  M i r e   Comptroller,  m e   have  passed  a   

resolution.  I  do  not  know  whether  i t   hes  been  brought   

to  your  attention  o r   not.   

Mr.  Crissinger.  Y e s .    

The  Chairman.  I s   that  agreeable  t o   you?    
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Wir.  Crissinger.  Y e s e    

The  Chairman.  I s   that  attitude  going  t o   make  i t   pos-   

sible  for  you  to  work  out  the  plan  you  have  i n   mind?   

Mr.  Crissinger.  I  have  raised,  I  might  s a y   f o r   the   

benefit  of  the  Board,  the  percentage  2-1/2  to  3  per  cent   

in  the  hope  that  would  help  us  out,  and  i t   will  t o   a  cert-   

ain  extert.   

The  Chairman.  T h r e e   per  cent  o n   the  thousand?   

Mr.  Crissinger-  Y e s .   Y o u   xnow  the  assets  are  kind  o f    

slipping  away,  they  are  not  as  much  a s   before.  T I   have  not   

that  resolution  a t   hand  just  now.  ‘“hatever  i t   may  be,  [ f    

do  not  ask  this  Board  o f   Governors  t o   do  anything  that   

is  not  absolutely  proper  for  them  t o   do.   

The  Chairman.  T h e r e   i g   one  point  which  w e   have  not   

covered  i n   the  discussion,  a n d   that  i s   when  these  payments   

should  be  made,  and  this  is  a  running  account,  s o   to  Speak.   

As  far  a s   w e   are  concerned  i n   New  York,  I  have  n o   doubt   

it  could  b e   arranged  for  us  t o   have  a  confidential  report   

of  examination  made,  say  since  the  Ist  of  J a n u a r y ,   or  any   

recent  period.  k e   could  make  a  substantial  payment  a t    

once,  and  i n   advance,  s o   as  t o   relieve  the  situation.   

ir.  Crissinger.  Y o u   may  have  any  reports  we  have.    
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The  Chairman.  I s   there  any  objection  o n   the  part   

of  the  meeting  t o   working  out  the  plan  which  i s   contem-   

plated  b y   the  Gomptroller's  suggestion  and  by  the  resolu-   

tion  b y   which  he  may  b e   put  i n   funds  more  promptly  than   

the  rate  a t   which  examinations  are  made?  T h a t   i s   an  im-   

portant  matter  with  you?   

ir.  Crissinger.  Yes,  that  is  really  important.   

These  men  really  ought  t o   be  paid.   

Governor  Calkins.  M r .   Ghairman,  i f   the  confidential   

reports,  w h i c h   should  b e   applied  t o   the  reports  already   

delivered  t o   the  Federal  Keserve  Eanxs,  a r e   forwarded,   

it  could  b e   paid  f o r   immediately.   

ir.  Grissinger-  I  would  b e   glad  t o   furnish  them.   

Of  course,  that  will  take  quite  a  little  clerical  work,  t o    

get  them  out,  a n d   i f   there  a r e   a n y   reports  i n   particular   

that  you  want  right  away,  i f   you  would  make  a  list  o f    

such  reports  I  would  b e   glad  t o   have  them  gotten  out  i n    

advance;  that  would  facilitate  the  matter  end  i t   would   

also  help  u s   i n   the  department  i n   getting  only  such  a s    

we  really  require  and  want.  i e   will  give  you  any  and  all   

of  them  that  y o u   want.   

Governor  Fancher.  A r e   these  reports  held  i n   the    
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office  o f   the  Chief  Hxaminer?   

Mr.  Grissinger.  Y e s .    

Governor  Fancher.  I  mean  i n   Geveland  our  Chicago   

examiner  has  a  copy  o f   the  report,  too?   

Mir.  Crissinger.  I  suppose  so-   

Governor  Fancher.  I  have  been  told  there  was  a  little   

bit  o f   difficulty.   

Governor  Seay.  Y o u   do  not  think  they  keep  them?   

Governor  Fancher.  I f   that  i s   true,  w e   could  assist   

and  g o   back  t o   the  Ist  o f   January  and  very  soon  get  that   

data  and  complete  our  reports  that  have  been  furnished  u s    

since  the  lst  of  January,  and  then  pay  for  thom.   

Governor  Seay.  I t   is  my  understanding  the  examiners   

have  t o   forward  those  confidential  reports  a n d   not  retain   

a  copy.   

The  Chairman.  T h a t   i s   not  the  case  i n   our  district,  .   

because  the  Comptroller's  instructions  t o   the  Chief   

Examiner  i n   New  York  i s   that  all  we  have  t o   do  to  obtain   

access  t o   the  confidential  report  i s   by  sending  someone  t o    

‘te  office.   

Governor  Fancher.  I f   they  were  instructed  t o   furnish   

those,  I  think  the  information,  s o   far  as  pertaining  t o     
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our  bank,  w o   could  assist  and  readily  get  and  bring  out   

reports  t h a t   have  been  furnished  u s   since  t h e   13t.OL   

January  complete  t o   date.   

Mr.  Crissinger.  T h a t   would  facilitate  the  matter,   

I  think,  v e r y   materially.  w e   could  make  that  kind  o f    

order.   

Governor  Miller.  h y   might  w e   not  let  the  Comptroller   

estimate  the  amount  o f   our  actual  contribution  t o   the   

office  under  this  plan  and  pay  i t   t o   his  office  six   

months  from  January  ist  t o   December  30th  a t   once?  T h a t    

would  relieve  the  situation.   

Toe  Chairman.  I  am  not  sure  that  i t   would.   

Governor  Miller.  w e l l ,   thet  depends  o n   how  much   

At  would  leave.   

i.  Crissinzer.sell,  almost  anything  would  help.   

I  am  bankrupte   

The  Chairman.  S o   far  as  I  am  concerned,  I  would  be   

quite  willing  t o   leave  i t   entirely  t o   you  to  work  out  the   

program,  the  amount  o f   payment  t o   be  made,  what  period   

of  year  i t   should  cover,  and  assist  i n   getting  the  con-   

fidential  reports  copied,  i f   that  i s   necessary,  b y   send-   

ing  men  for  the  purpose  t o   the  examiner's  office,  and    
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let  the  p l a n .   of  procedure  a s   t o   the  rete  o f   payment  d e -    

pend  upon.  your  necessities  rathsr  than  upon  your  ne-   

cessities  rather  than  upon  our  convenience.   

Governor  McDougal.  I s   that  for  the  current  year?   

The  Chairman.  F o r   t h e   current  yeer.   

Wir.  Crissinger.  I  will  then  have  order  made  t o   the   

Chief  Exeminer.   

Governor  Fancher.  w e   could  very  quickly  bring  o u r    

reports  u p   t o   date.   

Mr.  Crissinger.  I  will  have  m y   examining  department   

figure  out  about  what  this  yields,  then  w e   can  teil  and   

let  you  have  the  benefit  o f   that  information  b y   this  after-   

noon.   

The  Chairman.  w e   shall  be  very  glad  t o   have  you   

stay,  sir,  i f   you  have  time.   

wr.  Gissinger.  I  really  have  a  full  man's-size  job   

ever  theresnow  »  ‘I  have  two  failing  this  morning.   

GRANTING  O F   NATIONAL  BANK  CHARTERS   

Te  Chairman.  Governor  Calkins  has  raised  a  question   

that  has  been  agitating  all  of  us  for  a  good  while  past.   

You  will  recall  the  procedure  i n   authorizing  National   

banks,  as  a  matter  of  routine,  heretofore  has  called    
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343   

for  a  report,  supposed  t o   b e   preliminary  t o   the  granting   

of  the  charter  b y   the  Federal  Keserve  Agent  o f   the  re-   

spective  districts  s s   t o   the  wisdom  o f   granting  it,  and   

Governor  Calkins  has  frankly  asked  the  Comptroller  i f    

he  would  explain  his  attitude  i n   regard  t o   the  charter   

of  National  banks  where  some  d i s a p p r o v a l   is  expressed   

by  the  Federal  xeserve  bank  as  t o   the  wisdom  o f   grant-   

ing  the  charter.  I s   there  a n y   discussion  prelimi-   

nary  that  will  eludicate  the  question,  preliminary  t o    

asking  the  Comptroller  i f   he  feels  willing  t o   make  a   

statement  o n   that  question?   

Governor  Galkins.  I  should  like  t o   cite  onecase,   

an  extreme  case,  t o   lay  the  ground  for  the  discussion.   

Application  was  made  for  charter  for  the  First  National   

Bank  o f   Bay  roint,  California.  T h e   investigation  was   

made  by  the  Federal  Keserve  Agent,  which  showed  from  every   

possible  point  o f   view  the  undesirability  o f   granting   

the  charter.  T h e   report  was  w a s   made  accordingly,  a n d    

the  charter  was  granted,  and  an  examination  of  the  bank   

a  short  time  before  I  left  disclosed  the  fact  that   

practically  all  o f   the  loans  made  b y   the  First  National   

Bank  o f   Bay  Point,  California,  were  t o   borrowers  i n   the    
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State  o f   siontana.  I  think  that,  briefly,  i s   enough  t o    

afford  ground  for  discussion  o f   the  advisability  a o   that   

procedures.   

The  Chairman.  I  should  like  t o   cite  another  illus-   

tration,  which  i s   a  more  extreme  case  than  that,  Mr.   

Comptroller.  A p p l i c a t i o n   was  made  for  granting  o f    

charter  for  a  National  bank  i n   the  section  o f   what  we  call   

The  North  soods,  the  Adirondacks.  t e   investigated  it,   

and  recommended  that  t h e   charter  b e   not  granted.  T h e    

enterprise  was  granted  b y   a  New  York  man,  who  had  been   

a  merchent,  w h o   went  t o   the  Adirondacks  for  the  benefit   

of  his  health,  a n d   t h e   bank  was  actually  being  organized   

at  that  time  i n   order  that  money  might  b e   deposited  with   

this  bank,  principally  from  New  York,  a s   I  recall,  and   

the  money  invested  i n   turn  i n   commercial  paper  which   

bore  a  high  rate  of  discount,  and  the  entire  amount  of   

that  commercial  paper  immediately  discounted  a t   a  profit   

with  the  Federal  Reserve  Bank  o f   New  York,  a n d   they  did   

get  a  charter,  a n d   the  operations  o f   that  banx  were   

conducted  for  some  time.  T h e   only  fly  i n   the  ointment   

being  that  the  paper  proved  t o   be  bad  paper  and  they  were   

subsequently  closed.  T h e r e   was  n o   more  justification    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



‘for  the  granting  o f   a  charter  o f   the  bank  u p   i n   the  woods   

there  than  there  would  b e   for  a  bank  i n   the  Sahara  Desert,   

and  w e   have  had  more  than  one  report  o f   the  granting  o f    

charters  which  did  not  appeal  t o   us  and  t o   other  “eserve   

Bank  managements  a s   wise  o r   sound  o r   justified,  a n d   i t    

is  that  type  o f   cases  that  r e   are  anxious  t o   deal  with,   

if  possible.   

Governor  Calkins.  w e   have  a  Similer  case,  ir.  Comp-   

troller.  I n   the  particular  case  I  have  i n   mind,  our   

ly   
Federal  Reserve  Agent  recommended  very  strong/that  appli-   

cation  for  charter  b e   denied,  a n d   gave  his  reasons.  H i s    

recommendation  was  not  acted  upon,  the  bank  was  started,   

and  the  conditions  which  w e   prophesied  developed,  con-   

ditions  under  which  i t   was  pretty  clearly  demonstrated   

that  the  bank  was  organized  for  the  direct  benefit  o f    

the  promoters,  a n d   that  they  were  borrowing  f r o m   the  in-   

side  a n d   from  the  outside  both,  a n d   conditions  a r e   very   

unsatisfactory  at-the  present  time.  T h e r e   a r e   other   

cases.   

Governor  Seay.  I t   might  b e   appropriate  t o   say  t o    

the  Comptroller,  too,  that  the  Reserve  Bank  o f   richmond   

is  having  some  trouble  which  approaches  the  critical    
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wito  certain  small  banks,  whose  organizations  they  op-   

posede  T h a t   i s   the  real  trouble.   

lir.  Grissinger.  I  want  t o   say  that  that  feature  o f    

the  office  presents  probably  t h e   m a t   difficulties  t h a t    

iit  Pad  in:  3s,  I  had  o n   the  desk  last  evening  a  bank   

that  I  had  declined  t o   charter;  I  do  not  mind  telling   

you  where  i t   is  from,  i t   is  up  at  Boston,  a  y600,000  bank.   

They  want  a  charter.  I  declined  t o   grant  that  charter   

the  other  day,  a n d   i t   was  o n   the  recommendation  o f   the   

Federal  Neserve  Agent,  o u r   chief  exeminer  u p   there,  a n d    

some  outside  information,  b u t   they  immediately  sent  down   

a  list  o f   stockholders.  I  declined  t o   grant  the  charter   

because  o f   the  reason  that  i t   was  and  i s   a n   out-and-out   

borrowing  affair,  probably;  a  man  b y   the  name  o f   Mitchell,   

who  had  caused  the  wreck  of  half  a  dozen  State  banks   

and  trust  companies  u p   there,  was  t o   be  interested  a s   a   

stockholder,  and  “¢  thought  maybe  h e   was  going  to  do   

the  same  thing  again.  B u t   this  bank  was  recommended   

by  @  prominent  capitalist,  a n d   last  night  o r   yesterday   

they  had  a  delegation  down  from  boston  asking  that  this   

business  b e   opened  u p   and  renered,  a n d   they  presented   

a  list  o f   very,  very  substantial  stockholders,  w h o   were    
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to  take  part  i n   that  bank.  W e   have  advised  against  it,   

and  all  I  could  d o   i n   that  matter  was  t o   send  out  our   

Federal  Reserve  Agent  and  our  Chief  Examiner  t o   make   

another  report  o n   it.  S o   far  a s   the  list  o f   responsible   

people  i s   concerned,  i t   look  rather  ridiculous  t o   turn   

it  down  i n   a  place  where  they  have  s o   much  available   

capital  a s   they  have  i n   Boston.  T h a t   i s   one  illustra-   

tion.   

qe  have  one  now  from  Anchorage,  which  I  am  going   

free  t o   say  I  granted  over  your  objection.  I  am   

to  tell  you  why  I  did  so.  T h e y   have  two  banks  a t    

Anchorage,  two  $25,000  banks  .  ‘They  have  very  liberal   

deposits,  b u t   i n   the  record  which  I  have  appears  this   

statement  f r o m   very  substantial  people,  t h a t   these  banks   

arc  not  trusted,  and  I  y a  @  statement  and  I  find  they   

have  been  running  with  the  amount  o f   deposits  they  have  and   

have  n o   surplus.  I n   other  words,  they  are  taking  out  o f   the   

bank  everything  they  can  all  the  time,  and  i t   is  enough  t o    

make  the  criticism  that  they  are  not  t o   be  trusted  more  thar.   

substantial  with  me  for  that  very  reason,  s o   I  looked   

over  the  record  and  i t   has  beon  held  u p   for  a  year,  I  guess;    
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or  something  like  that,  and  I  find  John  Barton  Payne,   

and  a  great  many  very  good  m e n   who  s a y   that  money  i s    

being  held  o u t   o f   these  banks  because  t n e y   d o   feel  that   

they  are  n o t   what  they  ought  t o   be-  T h a t   being  t h e   case,   

I  granted  the  charter  even  over  the  objection  o f   the  Gov-   

ernore  I  just  wish  t o   be  perfectly  frank  t o   say  why  I   

do  these  things,  but  I  also  wish  t o   say  that  i t   gives   

us  the  most  concern  o f   anything  w e   d o   over  there-  T h e n    

I  had  the  further  reason  for  granting  that  charter,   

pecause  Alaska  i s   just  i n   the  opening.  R e a l l y   i f   the   

Government  can  be  of  any  acsistance  i n   lending  its  aid   

through  a  National  bank,  some  substance,  some  force  i n    

the  community,  i t   looked  a t   i f   as  a  matter  o f   encourage~   

ment  i n   that  neighborhood,  this  charter  should  be  granted.   

Now  I  may  b e   entirely  wrong  about  i t   and  i t   may  develop   

that  it  will  be  wrong,  but  behind  anchorage  is  a  great   

mining  country  and  prospects  o f   great  improvement,  a n d    

for  that  reason  I  thought  we  ought  to  grant  ite   

Governor  wellborn.  a r e   those  State  banks?   

Mr.  Crissinger.  I  think  so.   

Governor  Caikins.  W o   Alaskan  banks  a r e   members  o f    

the  system.  I  think,  Mr-  Comptroller,  your  reasoning  i s     
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beyond  criticism  i n   this  case.  I  am  not  familiar  with   

the  report  that  was  made  i n   that  case,  a t   least  I  do  not   

recall  it.  I  think  your  information  t o   the  effect  that   

those  banks  are  not  trusted  i s   possibly  correct,  a n d    

that  the  reason  which  you  have  suggested,  but  not   

stated,  i s   that  they  have  been  milked  u p   to  the  last   

drop,  o n e   o f   them  a t   least.   

ir.  Crissinger.  I  want  t o   feel  this  way  about  it,   

and  I  should  like  t o   entirely  cooperate  with  suggestions,   

but  very  frequently  I  see  these  applications  coming  in,   

with  everybody  else  wanting  the  bank  .  N o w   1  am  frank   

to  say  that  with  t h e   Boston  bank  everybody  v a s   against  it.   

I  a m   going  t o   have  t o   open  i t   u p   and  have  another  hear-   

ing  about  it,  with  just  the  feeling  that  there  m a y   have   

been  some  injustice  done  t o   the  parties,  who  probably   

were  not  going  t o   have  this  man  i n   the  bank  a t   all;   

he  may  be  a’  stockholder  o f   the  bank,  but  probably  will   

not  have  anything  t o   do  rith  the  management.  I  think   

a  better  w a y   t o   handle  it,  w h e n   w e   d o   not  agree  with  t h e    

Federal  nteserve  Agents,  that  w e   probably  ought  t o   again   

take  i t   u p   with  t h e m   with  t h e   view  t o   try  t o   iron  out,   

if  possible,  what  is  the  proper  thing  and  what  is  fair    
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to  de.  I  would  b e   very  glad  t o   do  that.  I  notice  that  has   

not  been  the  practice.   

I  want  t o   call  your  attention  t o   one  small  bank  down   

in,  I  think,  i n   the  séansas  City  District.  1  want  t o   give   

you  my  reasons  for  granting  it,  and  I  think  it  was   

against  your  rec  anmendation,  Governor  Miller.   

Governor  Miller.  Y e s   sire   

Mr.  Grissinger.  I t   has  n o t   gone  o u t   yet,  because  t h e    

Secretary  o f   the  Treasury  has  t o   pass  o n   it,  and  I  am   

frank  t o   say  the  Secretary  o f   the  Treasury  and  I,  i n    

the  first  instance,  d i d   not  agree  about  it.  H e   did  not   

approve  m y   recommendation.  I t   is  this  kind  o f   a  situa-   

tion.  I t   is  down  at  Boley,  I  think,  I  believe  they  have   

an  entire  colored  town  down  there,  every  citizen  i n   the   

community,  a s   I  understand  it,  and  they  have  @  bank  down   

there  o f   925,000,  a  State  bank,  a n d   that  for  t h e   present,   

to  open  another  bank  there  j u s t   a t   the  present  time   

probably  would  not  be  the  proper  thing  to  i e   I  agreed,   

and  I  so  stated  t o   the  Secretary  o f   the  Treasury,  b u t    

if  you  will  remember,  i f   you  looked  over  the  list,  there   

was  a  list  o f   prospective  stockholders  that  was  a  marvel   

.  to  me,  that  a  lot  o f   colored  people  should  accumulate  that    
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351   

much  money,  should  b e   s o   prospsrous.  I  guess  about   

thirty  o f   them  were  running  u p   i n   the  neighborhood  o f    

pe00,000  i n   the  value  o f   their  property,  their  hold-~   

ings,  and  w e   had  the  examiner  g o   down  there  and  look   

them  over  a n d   h e   comes  back  a n d   says  t h e   report,  o r    

their  claim  o f   what  they  a r e   worth,  i s   very  conservative,   

that  they  are  all  worth  a  Little  more  money  than  they   

are  giving  out.  A s   I  say,  i t   was  a  colored  bank,  h e r e    

were  a  lot  o f   colored  men  wanting  t o   get  into  business,   

who  had  been  oposadereas  who  really  needed  encouragement,   

and  I  approved  i t   solely  o n   that  ground.  H e r e   was  4   

lot  of  fellovs  who  claimed  they  were  not  doing  their   

business  w i t h   this  other  bank,  a n d   here  w a s   a  lot  o f    

fellows  that  had  enough  money  themselves  t o   make  a  good   

bank,  and  they  needed  the  encouragement,  s o   I  granted   

that  over  your  objection,  Governor.   

Governor.  sellborn.  a s   the  other  bank  owned  b y   white   

people?   

Mr.  Crissinger.  N o ,   b y   colored  people,  but  they  ap-   

parently  did  not  have  the  confidence.  T h e   cashier  i n   the   

other  bank  i s   t o   leave  t h e   other  bank;  t h a t   i s   the  theory   

of  the  organization.  F o r   some  reason  they  are  not  pros-   

pering.  T h a t   bank  has  not  a  very  big  deposit,  only  about    
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~100,000.  T h e y   claim  they  are  taking  their  money  t o    

other  institutions.   

Governor  Miller.  s i t h o u t   referring  t o   this  par-   

ticular  case,  our  records  will  show  that  our  Federal  Re-   

serve  Agent  has,  o u t   of  17  applications  t o   start  small   

banks,  reported  unfavorably  o n   about  1 5   o f   them,  a n d    

every  one  that  h e   has  reported  o n   unfavorably  has  been   

granted.   

Mr.  Grissinger.  I  a m   giving  y o u   the  position  that   

the  Comptroller  finds  himself  in.  T h a t   just  happens  t o    

be  one  i n   your  territory.   

Governor  Miller.  a n d   further,  wr.  Gomptroller,  neerly   

every  o n e   o f   the  banks  t h a t   h e   recommended  that  charter   

be  denied  was  organized  i n   communities  that  could  bring   

nothing  more  to  the  two  or  three  banks,  including  itself;   

it  would  simply  bear  dcwn  and  make  mediocre  two  other   

banks,  o r   one  other  bank,  that  was  doing  a  pretty  good   

business  i n   the  community-  T h a t   is  the  difficulty  i n    

the  organizing  o f   a  multiplicity  o f   banks,  i t   simply   

divides  the  business  and  makes  three  weak  banks  in-   

stead  o f   two  reasonably  good  banks.   

Mr.  Crissinger.  k e   have  turned  some  down  since  I    
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have  been  over  here.  B u t   I  am  telling  you  the  reasons   

that  come  t o   our  department  that  make  i t   almost  impossible   

sometimes  t o   turn  them  down.  I  think  very  likely,  how-   

ever,  where  there  i s   a  disagreement  o f   that  kind,  i t    

ought  t o   be  further  discussed.   

Governor  Miller.  d a v e   you  any  further  negro  banks?   

wr.  Grissinger.  I  do  not  know.  T h e r e   was  one  i n    

Alabama  that  failed.   

Governor  Miller.  T h e   records  show  that  there  never   

has  been  a  negro  bank  which  has  succeeded.   

Governor  Seay-  Y o u   have  alluded  once  o r   twice  t o    

the  substantial  nature  o f   stockholders  i n   certain  in-   

stitutions.  I  think  I  am  right  i n   saying  that  we  find   

that  the  trouble  arises  i n   the  character  o f   the  promoters,   

the  organizers,  t h e   operators  o f   the  bank.  Some.  men   

who  are  who  are  incapable  i n   that  respect  and  who  heave   

experience  somewhat  o f   the  charecter  that  you  mentioned   

in  the  Boston  case  are  very  able  persuaders,  a n d   we   

lay  greater  stress  u p o n   the  promoters  o f   the  institution   

than  w e   d o   upon  the  character  o f   the  shareholders.   

Mr.  Grissinger-  T h a t   is  gone  into  very  carefully,   

whether  the  promoters  are  just  going  t o   organize  the    
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bank  t o   try  t o   sell  it.  I  turned  one  down  yesterday   

which  I  rather  s u s p e c t e d   was  just  organizing  t o   try  t o    

unload  i t   o n   somebody,  t o   sell  it.  O f   course,  they   

do  not  all  gct  through,  b u t   some  o f   them  do  get  through.   

There  i s   a  great  demand  for  banks  just  now,  for  some   

reason--maybe  t h e y   want  t o   get  t h e   money  themselves,   

maybe  they  are  borrowers,  maybe  there  is  something  to   

that.  I  should  be  very  gled,  o f   course,  i n   @  case  of   

that  kind,  where  there  i s   a  disagreement,  t o   take  i t    

up  and  see  whether  w e   c a n   work  i t   out,  a n d   that  i s    

what  I  did  i n   this  Boston  bank,  sent  back  and  told  them   

to  look  into  i t   again.  I  can  readily  s e e   i n   many  places   

there  should  b e   n o   new  banks  started  a t   all;  bevause   

they  a r e   liable  t o   d o   more  h a r m   than  good,  a n d   where   

banks  are  over-extended  they  should  have  help  rather   

than  more  banks.   

The  Chairman.  w r .   Comptroller,  i f   we  can  establish,   

as  w e   can,  t h e   most  intimate  relations  w i t h   your  office   

in  these  matters,  there  will  not  be  many  cases  where   

there  will  be  disagreement  i n   the  last  analysis,  I  am   

sure.   

Mr.  Crissinger.  I  want  you  to  feel  that  way  about   

it,  because  I  really  d o   feel  there  are  a  lot  o f   things    
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that  have  happened  t h a t   ought  n o t   t o   Have  Happened,  a n e    

it  i s   just  b y   lack  o f   confidence,  o r   lack  o f   cooperation   

between  t h e   t w o   departments.  T h a t   i s   very  true,  a n d   I   

personally  feel  a  great  National  bank  system  cannot  b e    

as  successful  a s   i t   ought  t o   be  without  having  complete   

confidence  and  cooperation  o f   the  Federal  Keserve  System.   

Governor  V a n   Zandt.  I n   that  connection,  I  want  t o    

say  that  some  o f   u s   are  very,  v e r y   pleased  t o   welcome   

you  a s   Comptroller  f o r   t h e   reason  that  v e   have  several   

members  o f   the  office  o f   the  Comptroller,  examiners,   

that  are  not  friendly  a t   all  t o   the  Federal  HKeserve   

System.  T h a t   has  come  t o   my  notice  o n   more  than  one   

occasion.   

Mr.  Crissinger.  T h a t   possibly  i s   true,  a n d   that   

may  have  grown  out  o f   the  manner  i n   which  they  were  a p -    

pointed,  something  o f   that  kind,  favoritism,  o r   something   

of  that  sort.  I  do  not  know.  O f   course,  I  do  not  encour-   

age  anything  o f   that  kind  myself.  I  think  W e   really  nsed   

cooperation  and  need  i t   very  badly  just  now.  h e   have   

got  t o   do  something,  there  has  got  t o   be  a  lot  done,  a n d    

you  men  have  got  to  help  do  it.  There  has  got  to  be  a   

lot  of  watchful  waiting  i n   a  lot  of  these  situations.    
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Take  these  f a r m   situations.  T h e y   will  work  o u t   i f    

the  Federal  Reserve  Banks  will  give  them  only  such  help   

as  they  really  have  t o   have,  and  wait.  T h a t   i s   just   

the  way  i t   looks  t o   me,  otherwise  I  do  not  know  where   

it  is  going  t o   end.  I f   the  Federal  Keserve  Board  puts   

its  foot  down  o n   this  firmly,a  l o t   o f   banks  will  g o   t o    

the  wall  that  is  the  way  it  looks  to  me  after  a  month's   

time  i n   looking  i t   over.   

ds  there  anything  further,  sir.  Chairman?   

The  Chairman.  a r e   there  any  other  matters,  gentle-   

men,  y o u   would  like  t o   discuss  w i t h   t h e   Comptroller?   

Governor  Calkins.  T h e r e   is  one  further  question,   

ir.  Gomptroller,  which  you  may  not  be  prepared  to  éns-er,   

and  that  i s   as  to  whether  the  Federal  keserve  Banks  may   

hand  down  information  received  f r o m   the  Comptroller's   

office  t o   their  branch  inanagers.  T h e   former  Comptroller,   

I  think,  alweys  t o o k   the  position  that  that  information   

could  not  be  furnished  to  anyone.  + e   have  five  branches   

in  our  district  and  i t   is  essential  that  the  managers   

should  b e   a s   well  informédaragarding  t h e   condition  o f    

the  banks  i n   their  district  as  anyone  else-   

Mr.  Crissinger.  M y   holding  about  that  would  be    
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that  i f   the  information  i s   furnished  a t   all  i t   is  furnished   

for  the  benefit  o f   the  whole  bank.   

Governor  Calkins.  w e   should  l i e   t o   have  permis-   

sion  t o   furnish  the  substance  and  not  the  information.   

Wire  Crissinger.  T h a t   would  b e   m y   notion  about  it.   

It  would  not  be  worth  anrthing  i f   you  kept  i t   i n   your   

vest  pocitet.   

Governor  Seay-  T h e   position  i s   the  Federal  Keserve   

board  i s   held  responsible  for  the  Federal  Keserve  banks.   

That  opinion  was  given  t o   m e   yesterday,  a  repetition   

of  what  w e   knew  t o   be  their  position.   

Mr.  Crissinger.  s e   expect  to  hold  them  responsible.   

{c)  I n f o r m a l   discussion  o n   Subtreasury  functions   

as  they  affect  Cash  a n d   Fiscal  Agency  Depart-   

ments,  s o   that  the  banks  which  have  not  yet   

assumed  Subtreasury  functions  might  have  the   

benefit  o f   those  banks  which  have.   

The  Chairman.  T h e   last  item  o n   the  program,  relat-   

ing  t o   fiscal  agency  functions,  which  i s   item  III  (c),  was   

Suggested  b y   Governor  Van  Zandt.  w i l l   you  elaborate  o n    

it,  Mr.  V a n   zandt?   

Grovernor  V a n   uwandt.  T h e   elaboration  that  I  de-    
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sired  when  I  asked  that  that  topic  b e   put  o n   there  i s    

pretty  well  shown  b y   the  topic  and  the  title,  that  is,   

in  so  far  as  the  hiderh  1  Reserve  o f   Dallas  i s   concerned,   

and  i t   may  b e   the  same  condition  o n   other  banks  that   

have  very  recently  assumed  subtreasury  functions;  w e    

should  just  like  t o   know  what  the  duties  are  that  they   

have  t o   perform  that  are  outside  o f   the  former  activi-   

ties  o f   the  fiscal  agency  department,  a n d   the  manner  i n    

which  those  duties  a r e   performed.   

The  Chairman.  W h o   will  answer  that  inquiry  o f   Gov~   

ernor  Van  Zandt?  I n   New  York,  Governor  Van  4andt,  I  be-   

lieve  t h e   principal  function  which  w e   have  assumed  over   

those,  o r   i n   addition  t o   those  which  w e   were  formerly   

performing,  i s   i n   the  matter  o f   handling  coin.  T h a t   i s    

probably  the  largest  amount  o f   work.   

Governor  Van  Zandt.  Y o u   mean  handling  coin  for  the   

Treasury?.   

The  Chairman.  Y e s .   w e   handle  the  coin  now  a s   a   

part  o f   the  general  fund  o n   deposit  with  the  Federal  Ke-   

serve  Bank.  T h e r e   i s   not  a  very  great  change  involved   

in  the  handling  o f   paymasters'  checks  over  those  that   

formerly  prevailed.  w e   were  paying  most  o f   the  checks    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



anyway.   

Governor  V a n   Zandt.  T h i s   point  occurred  t o   me.  T h e    

subtreasuriles  carried  the  accounts  o f   some  o f   the  dis-   

pursing  officers.  F o r   instance,  the  reserves  o f   National   

panks,  their  drafts  i n   payment  o f   dividends  a n d   s o   f  orth   

are  @11  drawn  o n   a  subtreasury-   

The  Chairman.  O n   a  specific  subtreasury-   

Governor  V a n   Zandte  W e r e   formerly  drawn  o n   -the.  sub-   

treasury  o f   New  York,  i n   two  instances  i n   which  I  was  re-   

ceiver  o f   a  National  bank,  and  I  was  wondering  whether   

arrangements  h a d   been  made  with  the  National  banks  a s   fis-   

cal  agencies  t o   carry  accounts  of  reserve  National  banks,   

or  other  disbursing  officers  o f   the  Federal  Government.   

The  Chairman.  N o t   i n   our  district.   

Governor  Gaikins.  I  think  all  those  accounts  have   

been  transferred  t o   the  Treasury  o f   the  United  States.   

The  Chairman.  T h a t   is  my  understanding.   

Governor  Calkins.  T h a t   there  were  n o   disbursing   

officers'  accounts  elsewhere  except  i n   the  office  o f   the   

Treasury  -   

Governor  Seay-  I s   not  that  fact  set  forth  i n   the   

circular  i n   respect  t o   their  duties?    
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The  Chairman.  I  think  you  will  find  i t   all   

specified  i n   detail,  Governor  V a n   Zandt,  i n   that  circu-   

lare   

Governor  Seay.  Inasmuch,  Mr.  Chairman,  a s   there  i s    

possibly  s o m e   similarity  i n   the  conduct  o f   the  sub-   

treasury  between  Richmond  a n d   Dallas,  I  would  s a y   that   

the  operations  conducted  by  our  branches  are  very  fully   

set  forth  i n   our  circular  letter  o n   subtreasury  funct~-   

ions,  which  the  Dallas  Branch  has.  I f   you  ask  for   

exchange  of  experiences;  you  will  find  a  detailed   

description  of  the  obligations  wnich  w e   assumed  which   

we  did  not  conduct  before.   

Governor  V a n   Zandt.  Y o u   took  over  4  subtreasury.   

We  had  no  subtreasury  t o   take  over  in  our  district.   

Governor  Seay.  Y o u   will  find  what  the  duties  t o    

be  performed  are,  s e t   forth  i n   that  circular,  a n d   in-   

asmuch  as  we  were  given  to  understand  i t   was  desired   

that  the  Federal  Keserve  Banks  perform  the  same  duties   

which  subtreasuries  h a d   performed  f o r   t h e   public,  w e    

assumed  t o   d o   the  things  which  t h e   subtreasury  i n   our   

district  had  performed,  a n d   I  suppose  you  would  b e    

called  upon  to  do  such  things  as  subtreasuries  i n     
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othsr  districts  h u v e   performed.   

The  Chairman.  M i g h t   I  inquire,  Governor  Van  sandt,   

without  embarrassing  you,  if  your  question  is  asked  with   

the  possibility  o f   getting  a  little  additional  deposit   

down  t h e r e   i n   Dallass?   

Governor  Van  aandt.  jthy,  o f   course.   

The  Chairman.  I  do  not  believe  you  will  get  any  de-   

posits  except  some  chicken-feed  coin.   

Governor  V a n   Zandt.  N o t   for  the  reason  o f   the  deposit,   

but  because  I  want  t o   have  m y   hands  o n   some  money,  which   

I  am  trying  t o   establish  a  preference  against.   

The  Chairman.  I  see.  M r -   Harrison  calied  my  at-   

tention  t o   the  fact  that  o u r   deposits  were  increased   

~3,000,000  b y   minor  and  subsidiary  coins.   

Governor  Seay.  ‘ h i c h   you  would  not  be  able  t o   count   

in  your  reserve.   

The  Chairman.  Y o u   would  not  be  able  t o   count  i t   i n    

your  r e s e r v e ,   but  i t   adds  t o   our  deposit  liability.   

Governor  Van  Zandt.  I t   does  count  i n   your  reserve   

against  deposits,  doses  i t   not?   

The  Chairman.  N o ,   I  believe  not.   

Governor  Seay.  S u b s i d i a r y   coins.    
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Mr.  Harrison.  S u b s i d i a r y   coins  are  only  lawful  money   

upon  coinage.  S i l v e r   i s   not  lawful  money  except  i n   very   

limited  amount.   

The  Chairman.  I t   is  only  legal  tender  for  small   

amounts.   

Governor  Morss.  n e   g o t   so  much  itwas  breaking   

down  thevauits  and  cluttering  u p   the  street.   

Toe  Chairman.  D o e s   Governor  Van  Zandt  wish  some   

action  taken  o n   this  topic?   

Governor  Van  Zandt.  N o .   I  will  send  a  man  around  t o    

some  O f   the  bankers  that  have  been  operating.   

The  Chairman.  C o m e   u p   and  look  us  over.   

Gevernor  Van  Zandt.  Y o u r   experience  would  undoubtedly   

do  us  very  much  good.   

Governor  *ellborn.  Y o u   had  better  send  somebody  down   

to  the  New  Orleans  branch.  T h e y   have  been  running  a  sub-   

treasury  down  there  for  years.   

Tne  Chairman.  Gentlemen,  Governor  Van  Zandt  desires   

no  action  o n   this  topic,  b u t   itir-  darrison  calls  m y   atten-   

tion  t o   the  fact  that  w e   have  not  actually  and  finally   

disposed  of  topic  III  (b),  raised  by  both  New  York  and   

Chicago,  a s   t o   whether  i t   is  desirable  that  the  Federal  Reserv”    
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Banks  should  transfer  t h e   remnent  o f   the  Government  l o a n    

organization  t o   the  Fiscal  Agency  Department,  o r   depart-   

Mans.  2 0 .   t h e   Federal  Keserve  Banks.   

(Several  members  responded  "no”.)   

The  Chairman.  O u r   feeling  i s   that  within  a  very   

short  time,  i f   the  resulution  passed  i n   relation  to  III  (a)   

becomes  cffcctive,the  only  business  left  for  the  war  loan   

organization  will  b e   t o   deliver  the  war  savings  stamps  and   

the  war  savings  certificates,  a n d   that  r e   could  well  ab-   

sord  that  into  the  present  Fiscal  Agency  organization  and   

get  i t   under  better  ec  otrol.   

Governor  Calkins.  M r .   Chairman,  t h e   action  taken  under   

III  (a)  is  in  effect  a  recommendation  that  the  functions   

of  the  Federal  Reserve  Banks  b e   reduced  t o   that  o f   dis-   

tributing  agents.  I f   they  reduce  t o   that  extent,  there   

is  n o   objection  t o   their  being  transferred  t o   the  fiscal   

agencies.   

Toe  Chairman.  T h a t   i s   the  point  I  make.   

Governor  Caltins.  B u t   i f   it  is  proposed  t o   transfer   

the  Government  loan  organization  "as  is"  to  the  Fiscal   

Agency,  I  am  very  much  opposed.  I  think  everyone  else   

is.    
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The  Chairman.  T h a t   could  b e   covered  b y   the  resolution   

to  dispose  o f   this,  i f   that  i s   the  form  i n   which  y o u    

would  like  t o   present  it.  I  believe  the  motion  should   

come,in  order  o f   our  form  o f   procedure,from  Governor   

McDougal.  H e   brought  u p   this  topic.   

Governor  McDougal.  I  think  the  subject  has  been  dis-   

poed  of.   

Toe  Chairman.  I t   hes  not  specifically  a s   a  topic  o f    

the  program,  Governor.   

Governor  McDougal.  T h e   motion  was  that  we  act  after   

June  30th  only  as  distributing  agents  for  war  savings.   

We  did  not  bring  this  question  u p   i n   Chicago  with  the  view   

to  the  question  o f   disposal  o f   our  own  war  loan  organiza-~   

tions.  T h a t   was  disposed  o f   o r   abandoned  immediately   

after  t h e   use  for  i t   wag  over.   

The  Chairman.  T o i s   program  was  prepared  with  the   

effect  o f   dividing  t h e   subject  i n t o   t w o   separate  parts,   

the  first,  wnich  w e   disposed  o f   by  a  resolution,  was   

strictly  the  function  t o   be  performed  b y   the  keserve  Bank,   

the  second  was  the  type  o f   organization  t o   perform  the   

functions.  % e   recommended  i n   New  York  that  when  the   

functions  are  reduced  t o   those  o f   simply  being  distribu-    
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tors  that  w e   transfer  the  remnant  o f   the  war  loan  organ-   

ization  t o   our  Fiscal  Agency  Department  i n   the  Bank,  b e -    

lieving  that  that  i s   the  best  way  t o   get  control  o f   ite   

Governor  McDougal.  Y o u   are  also  discussing  now   

III  (b},  I  think,  and  that  is  your  question,  that  was   

the  attitude  o f   your  New  York  Bank?   

The  Chairman.  I  understood  from  the  program  you   

had  also  raised  that.   

Governor  McDougal.  N o t   that  point,  no.   

The  Chairman.  T h e n   you  do  not  vant  t o   press  this   

for  conclusion.  w e   will  d o   it  anyway,  I  think.  I t   is   

a  matter  o f   interior  organization  only-   

Mr.  Harrison.  I t   is  the  only  authority,  I  may  say,   

of  the  Federal  Reserve  Banx  t o   distribute  securities  o f    

the  Treasury  Department,  that  i s   authority  t o   act  as   

fiscal  agents.  n e   felt,  therefore,  when  the  time  came,   

that  the  Federal  Reserve  banks  should  directly  a c t   a s    

distributor  o f   securities,  o f   these  war  savings  securi-   

ties,  w e   should  a c t   i n   the  capacity  o f   a  fiscal  agent  a n d    

not  i n   some  sort  o f   capacity  such  a s   we  are  acting  now,   

where  the  organization  i s   simply  called  a  Government   

loan  organization,  b u t   where,  a s   a  matter  o f   fact,  a l l     

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



the  employes  o f   that  organization  are  Federal  Reserve   

Bank  employes,  a n d   where  t h e   officers  i n   control  o f   i t    

are  Federal  keserve  bank  officers.   

Governor  Morss.  I s   not  the  distribution  o f   stamps   

a  fiscal  agency  function  that  w e   are  performing  now?  T h e    

distribution  o f   the  stamps  i s   propaganda  now,  i s   it  now?   

Mr.  Harrison.  T h e   Treasury  Department  does  not  think   

so,  because  w h e n   they  asked  u s   t o   absorb  t h e   overhead   

charges  o f   the  fiscal  agency  functions  '  they  specifi-   

cally  advised  us  they  did  not  include  the  overhead  charges   

of  the  Government  loan  organizations,  but  so  far  as  it   

involved  distribution  o f   the  war  savings  securities.   

Our  feeling  was,  therefore,  w h e n   i t   comes  t o   the  point,   

we  do  act  only  as  distributors  o f   securities,  w e   should   

act  with  reference  t o   the  war  savings  securities  i n   pre-   

cisely  the  same  capacity  that  w e   do  with  reference  t o    

Liberty  Bonds  o r   certificates  o f   indebtedness,  that  is,   

as  fiscal  agents  o f   the  Government.  T h a t   was  the  only   

point  involved.   

The  Chairmane  I  am  responsible  f o r   that  topic,  s o    

I  offer  a s   a  resolution  that  i t   is  the  sense  o f   the  meet-   

ing,  i n   order  t o   conform  t o   good  practice  and  t o   the    
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letter  o f   the  statute,  that  when  w e   become  simply  dis-   

tributors  o f   securities  that  those  functions  b e   con-   

ducted  i n   our  capacity  as  fiecal  agents  o f   the  Govern-   

ment,  rather  than  as  managers  o f   the  war  loan  organiza~   

tion.   

Governor  ilorss.  I  second  the  motion.   

(The  motion  was  put  and  unanimously  carried).   

The  Chairman.  T h i s   disposes  o f   the  portion  of  the   

program  relating  t o   subtreasury  functions.   

Governor  sicDougal.  B e f o r e   w e   proceed  further,  m a y    

I  introduce  again  the  subject  of  claims  against  the  Treas~-   

ury  Department  for  bonds  lost  in  mail  robberies?   

The  Chairman.  I s   that  o n   the  program?   

Governor  McDougal.  I t   i s   not  o n   the  program,  b u t   I   

think  i t   i s   perfectly  proper  f o r   u s   t o   discuss  t h e   subject   

at  this  point.  T h e   fact  is,  generally  speaking,  without   

going  into  details,  are  that  we  have  beeu  trvolved  to  4   

very  large  extent  through  daylight  robberies  o f   mail  a t    

Chicego  depots  o n   January  18th  and  again  o n   April  6th;   

that  there  a r e   a  large  number  o f   banks  involved,  f o r   t h e    

reasons  that  the  bonds  were  enroute  t o   them,  and  that  not-   

withstanding  the  Treasury  Department's  statement  that  they    
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would  waive  t h e   s i x   months!  requirement  i n   regard  t o   the   

registered  bonds  that  were  lost,  three  months  have  elapsed   

and  n o   progress  h a s   been  made,  a n d   I  simply  offer  a s   a   

suggestion  that  under  those  circumstances  i t   might  s e e m    

advisable  for  the  Treasury  Department  t o   organize  a n   insur-   

ance  division  o f   the  Treasury  Department,  whose  duty  i t    

would  be  t o   handie  claims  for  bonds  lost  i n   transit  t o    

and  from  Federal  Reserve  Banks,  i n   accordance  with  well   

recognized  practices  i n   insurance  companies.   

You  know,  o f   course,  a t   least.  a s   I  understand  it,   

the  Treasury  Department  carries  its  own  insurance  o n   ship-   

ments  o f   coupon  bonds,  a n d   no  insurance  i s   carried  i n    

connection  with  the  registered  bonds,  but  the  difficulties   

with  which  w o   are  confronted  come  from  the  embarrassment   

which  ensues  t o   these  member  banks,  whose  bonds  were   

stolen  and  which  bonds,  t o   a  large  extent,  belonged  t o    

their  customers,  a n d   they  cannot  make  good,  a n d   i t   i s    

liable  t o   create  serious  difficulties.   

The  Chairman.  I t   is  the  delay  i n   dealing  with  regis-   

tered  bonds?   

Governor  McDougal.  HKegistered  bonds  and  coupon   

bonds  a l s s .     
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Toe  Chairman.  s h a t   action  would  you  like  t o   take?   

Governor  McDougal.  I  should  like  this  Conference   

to  consider  suggesting  t o   the  Treasury  Department  that   

they  organize  a  division  o f   insurance  with  t h e   view  t o    

handling  these  questions  promptly  and  more  i n   accordance   

with  the  customs  prevailing  with  the  independent  insur-   

ance  companies.  T h e s e   losses,  i f   they  had  been  in-   

curred  i n   connection  with  insurance  under  policies  with   

outside  companies,  would  b e   settled  within  forty~eight   

hours.  A s   i t   is,  w e   d o   not  know  when  they  c a n   b e   settled,   

and  I  think  there  are  perhaps  other  banks  involved  a t   the   

present  time  t o   a  certain  extent,  a n d   more  m a y   b e   the  w a y    

things  sre  going.   

The  Chairman.  ‘ W o u l d   the  establishment  o f   a n   insurance   

section  i n   the  Treasury  cure  the  difficulty?   

Governor  McDougal.  I  understand,  I  have  a  memeran-   

dum  here,  that  under  the  present  arrangements,  t h e    

cases  covering  shipments  o f   bonds  lost  i n   transit  are   

handled  b y   wnat  they  call  the  claims  division  o f   loans   

and  currency,  which  i s   a  section  which  handles  claims  for   

lost  o r   stolen  bonds.  I t   would  perhaps  b e   beneficial   

if  they  would  establish  o r   organize  a  separate  insurance    
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division  t o   treat  with  end  handle  just  such  cases  a s   Wwe   

are  involved  in.  Something,  however,  should  b e   done  t o    

expedite  t h e   settlement.   

The  Chairmen.  I s n ' t   this  one  of  those  cases   

where  the  presence  o f   a-representative  o f   the  Federal   

Reserve  bank  of  Chicago  for  a  week  might  work  out  a  plan   

with  the  Secretary  o f   the  Treasury  t o   deal  with  the   

matter?   

Governor  McDougal.  I  thinx  very  lixely-   

The  Chairman.  Governor  McDougal,  d o   you  offer  that   

as  a  motion?   

Governor  McDougal.  I d o ,   yes.   

The  Chairman.  Governor  McDougal's  motion  is  that   

this  meeting  recommend  to  the  Treasury  thet  they  estab-   

lish  @  separate  insurance  division  i n   the  Treasury  for   

dealing  with  claims  filed  b y   reason  o f   the  loss,  theft   

or  destruction  o f   bonds,  s o   that  they  may  be  dealt  with   

more  promptly.   

Governor  McDougal.  L o s s ,   theft  o r   destruction  o f    

bonds  i n   transit,  including,  o f   course,  mail  robberies.   

That  i s   where  they  have  all  come  from.   

The  Chairman.  A , @   the  suggestion  of  this  resolu-    
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tion  i s   accompanied  b y   the  further  suggestion  that  the   

Federal  Reserve  bank  o f   Chicago  would  b e   glad  t o   furnish   

a  man  o r   men  t o   work  o u t   a  plan  i n   the  Treasury  De-   

partment  f o r   that  purpose.   

Governor  McDougal.  w e   will  b e   very  gied  t o   do  that.   

The  Chairman.  ‘fhat  i s   your  pleasure  about  this  reso-   

lution,  gentlemen?   

Governor  Norris.  I  move  i t s   adoption.   

Governor  Van  Zandt.  I  second  it.   

The  Chairman.  A n y   discussion?   

(The  motion  was  p u t   and  carried  unanimovu  ly).   

Tae  Chairman.  f e   n o w   come  t o   that  portion  o f   the   

program  relating  t o   more  o r   less  routine  matters,  includ-   

ing  reports  o f   committees  appointed  a t   previous  meetings.   

The  first  i t e m   i s   the  pension  fund.  Y o u   have  a l l   been   

furnished  with  the  summary  report  o f   the  committee  ap-   

pointed  t o   consider  t h e   pension  fund  plan,  a n d   i n   this   

connection  I  want  t o   say  that  I  have  been  informed  that   

Governor  Harding,  together  with  representatives  o f   the   

committee,  h a s   m e t   with  Senator  Smoot:  a n d   I  believe   

with  one  or  two  other  Congressmen  or  Senators,  and  they   

have  indicated  a  w i l l i n g n e s s   to  promote  t h e   passage  o f   the    
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bill  which  has  been  drafted  t o   give  effect  t o   this  pen-   

sion  plan,  but  they  have  raised  certain  questions  a s   to   

one  o r   two  features  o f   the  plan  which  are  included  i n    

the  report  which  you  have,  and  ths  matter  i s   now  i n    

shape  for  discussion.  T h e   report  o f   the  committee  i s    

here,  but  I  believe,  Governor  vicDougal--aren't  you  a   

member  o f   that  committee?   

Governor  McDougal.  I  am.   

The  Chairman.  Governor  ilcDougal  i s   prepared  t o    

discuss  that  first.   

Governor  McDougal.  I  have  really  nothing  t o   present   

here.  T h e   report  o f   the  committee,  a s   I  understand,  Mr.   

Chairman,  h a s   been  handed  t o   each  bank.  I  was  rather   

in  hopes  t h a t   Mr.  senzel  would  b e   over  here  when  w e   took   

this  up,  i f   necessary.   

The  Ghairman.e  i s e   can  get  him  over  later,  i f   you   

desire.     Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Governor  dbeay.  T h e r e   i s   one  point  not  alluded  to,   

ily.  Charman,  i n   the  preparation  o f   the  report.  I t   is,   

as  y o u   will  recall,  recommended  that  employes  under  2 1    

years  o f   age  will  not  participate  i n   the  benefits  o f   the   

fund.  I t   does  not  state,  s o   far  as  I  am  avare,  o r   re-   

member,  whether  o r   not  the  contributions  o f   the  various   

banks  a r e   based  o n   the  total  number  o f   their  employes,   

and  i t   does  n o t   recommend  a n y   action  with  respect  t o    

those  employes  w h o   are  under  2 1   years  o f   age.  T h e r e    

are  two  hundred,  o r   practically  a  little  more  than  a   

third,  o f   our  employes,  f o r   instance,  who  are  under  21   

years  o f   age.  I t   i s   presumed  that  the  group  insurance   

plan  would  still  b e   continued  t o   apply  t o   those  employ-   

es,  probably.  T h e   amount  o f   the  premium  would  b e   very   

small  against  employes  o f   that  age,  but  i t   is  not   

stated  whether  i n   figuring  the  liability,  t h e   annual   

contribution  o f   the  employes,  t h e   employes  w h o   will   

not  participate  i n   the  benefits  o f   the  fund  have  been   

ine  luded.   

The  Chairman.  Doesn't  it  go  without  saying  that  if   

they  are  not  included  i n   the  benefits  that  they  are  not   

included  i n   the  figure  o r   contribution?    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Governor  Seay.  I t   may  be,  but  I  find  that  sometimes   

things  which  apparently  should  g o   without  saying,  never-   

theless  are  sometimes  not  taken  into  account.  I  do   

not  know  that  the  matter  i s   of  any  vital  consequence   

to  the  adoption  o f   the  plan,  but  as  a  matter  o f   informa-   

tion  I  should  like  t o   ask  that  question  o f   the  pension   

committee.   

The  Chairman.  M y   understanding,  Governor  Seay,  was   

that  the  plan  i s   predicated  upon  the  inclusion  o f   only   

certain  employes  o f   the  Reserve  banks.   

Governor  McDougal.  T h a t   was  the  understanding.   

The  Chairman.  A n d   that  is,  employes  o f   21  years   

age  or  over.   

Governor  Seay.  T h a t   may  be-   

The  Chairman.  I  think  that  i s   the  fact.   

Governor  Calkins.  Myr.  Chairman,  I  am  particularly   

desirous  o f   avoiding  any  inquiry  that  might  lead  t o   Pur   

ther  consideration,  b u t   I  would  lixe  t o   ask  one  question   

of  the  members  o f   the  committeo,  t w o   o f   whom  are  here,   

and  that  is,  i s   this  plan  ,as  devised  ,  subject  t o    

amendment  after  being  adopted,,  o r   once  adopted,is  its   

operation  a s   devised  t o   b e   continued  without  amendment?    
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Governor  Fancher.  I  understand  not.  I  understand   

that  there  will  be  provisions  for  revising  the  plan  as   

we  g o   along.   

The  Chairman.  Governor  Calkins,  I  have  just  read  the   

bill  which  has  been  drafted,  a s   possibly  you  have,  and  s o    

aie  a s   the  law  would  control  efter  that  bill  i s   passed,   

it  appeared  t o   me  t o   be  very  flexible.  T h e   question  would   

arise,  however,  i t   seems  t o   me,  4 s   t o   “whether  some  con~   

tractual  relationship  had  been  entered  into  between  the   

bank  and  the  employe  which  would  make  i t   difficult  t o   mod~-   

ify.   

Governor  Galkins.  E x a c t l y .   T h i s   i s   one  point  which   

I  have  i n   mind,  a s   a n   illustration--not  that  I  am  urging   

objections  a t   this  time,  although  I  have  objections.  I t    

is  provided  that  the  age  o f   retirement  shall  b e   optional   

at  65  and  canpulsory  a t   70.  I  personally  disapprove  o f    

that  provision  o f   the  plan.  T h e   embarrassment  which  i t    

is  sought  t o   avoid  b y   the  setting  u p   of  a  pension  organi-   

zation  which  will  persist;  t h a t   is,  that  when  a  man   

reaches  6 5   years  o f   age,  someone  would  have  t o   determine   

whether  his  service  should  be  continued  until  h e   was  7 0    

or  note  T h e r e   should  b e   a  definite  date  o f   termination.    
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I  am  only  mentioning  that  as  an  illustration,  not  be-   

cause  I  want  t o   raise  any  objection  a t   this  time.   

Toe  Chairman.  T h e n   the  question  i s   whether  the  age   

determined  b y   this  class  i s   possibly  too  old,  whether   

it  should  rot  be  mandatory  a t   an  earlier  age?   

Governor  Calkins.  T h e   plan,  a s   I  understand  it,  con-   

templates  retirement  a t   65  upon  the  option  o f   either  the   

employe  o r   the  directors  o f   the  bank  b y   which  h e   is  em-   

ployed.  I s   that  correct?   

Governor  McDougal.  T h e   retirement  age  i s   65,  with  a   

provision  that  t h e   employe  m a y   remain  i n   the  service  f o r    

an  additional  five  years  if  mutually  agreeable  t o   the  em~   

ploye  and  t o   the  directors  o f   the  bank.e  S o   your  statement   

was  substantially  correct.   

Governor  Calkins.  T h a t   puts  i t   up  to  the  board  o f   di-   

rectors  o f   the  bank  as  t o   whether  h e   shall  be  retained   

or  dismissed,  a n d   that  i s   what  i t   i s   sought  t o   avoid  i n    

the  whole  plan.  T h a t   is,  i t   is  sought  to  set  up  rules   

which  will  not  put  upon  the  board  o f   directors  o f   a   

bank  t o   reqatre  a  man  to  retire  when  he  does  not  want  to.   

The  Chairman.  But,  Governor  Calkins,  doesn't  i t    

afford  relief  t o   the  directors  o f   the  bank,  i n   that    
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377   

the  man  who  retires  will  get  a  substantial  pension  a t    

that  age,  and  the  degree  o f   injustice  i s   very  much  less   

than  i n   the  case  o f   a  man  who  i s   required  t o   retire  w h o    

has  n o   means  o f   support?   

Governor  Calkins.  Q u i t e   so.  I  agree  with  that.   

The  Chairman.  T h e n   your  point  would  b e   that  compul-   

sory  retirement  a t   70  might  b e   better  changed  t o   65?   

Governor  Calkins.  Exactly.   

The  Chairman.  O n   that  point,  o f   course,  i t   i s   a  fact   

that  many  men  have  good  service  left  i n   them  when  they  are   

65,  and  m y   belief  i s   that  this  provision  was  arrived  a t    

as  a  sort  o f   compromise,  w h i c h   i s   the  pericd  o f   five   

years  for  mutual  choice  a s   t o   whether  the  man  o n   the  one   

hand  wanted  t o   continue  t o   work,  o r   o n   the  other  hand   

whether  the  bank  wanted  him  to.   

Governor  Fancher.  Exactly,  Mr.  Ghairman.   

Governor  Calkins.  I  understand  that.   

Governor  *ellborn.  I  would  like  t o   know  i f   we  could   

determine  o r   terminate  the  service  eat  any  year  between  6 5    

and  70,  o r   would  t h e   service  continue  o n   the  whole  five   

years?   

Governor  Fancher.  I t   is  entirely  mutual.  I t   might    
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be  that  the  man  would  go  out  at  66  or  67.  I t   is  a  matter   

between  the  employe  and  the  bank.   

Governor  Norris.  I f   a  fellov  was  6 5   and  wanted  t o    

go  o n   and  the  directors  agreed  t o   it,  t h e n   when  h e   got   

to  be  66,  could  the  question  b e   considered  again?   

Governor  Fancher.  I  would  think  that  would  be  a  matter   

of  making  a  very  flexible  arrangement.  A f t e r   a  man  has   

resched  the  age  o f   65,  w e   could  impose  conditions;  a  men   

could  perform  certain  duties,  a n d   things  o f   that  sort,   

if  willing,  o r   if  he  could  not  perform  o r   render  the   

service  that  he  had  been,  that  he  could  be  called  upon  to   

retire.   

Governor  Norris.  L e t t i n g   him  stay  on  after  65  would   

not  commit  the  bank  for  five  years.   

Governor  Fancher.  N o .    

Governor  Calkins.  I  think'the  compulsory  age  s h o u l d    

be  65,  but  I  do  not  want  to  argue  about  it.   

Governor  Seay.  T h e r e   is  one  other  point  which,  a s   I   

recall,  remains  indefinite.  T h o s e   present  employes  a r e    

given  o n e   year  within  which  t o   determine  whether  they   

shall  participate  i n   the  plan.  S u p p o s e   they  d o   not  elect   

to  participate,  does  that  mean  that  they  may  nevertheless    
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remain  employes?   

Governor  Fancher.  R e m a i n   employes,  b u t   outside  o f    

the  participating  pension  plan.  I n   other  vords,  i t   was   

felt  that  w e   could  not  probably  make  i t   absolutely  com-   

pulsory  o n   present  employes.   

Governor  Seay.  I  assumed  that.   

Governor  Fancher.  B u t   try  t o   bring  them  i n   during   

the  year  a n d   sell  i t   t o   them  and  the  n e w   employes,  m a k e   i t    

compulsory.   

Governor  Seay.  I  assumed  that.   

{At  this  point  Mr.  Gilbert,  assistant  Secretary  of   

the  Treasury,  entered  the  Conference  room).   

The  Chairman.  G e n t l e m e n .   l e t   u s   discontinue  t h e    

discussion  of  this  matter  and  proceed  t o   finish  u p   with   

vir.  Gilbert.  M r .   Gilbert,  *"e  have  taken  t h e   liberty  o f    

concluding  the  discussion  o f   some  matters  which  were  con-   

sidered  t o   b e   rather  routine  i n   the  portion  o f   the  pro-   

gram  relating  t o   Treasury  Department  business.  I  can   

report  briefly  what  action  has  been  taxen,  and  you  may   

desire  t o   comment  o n   it.  T h e   mesting  has  adopted  a   

report  under  section  I I   (a)  o f   the  program,  recommend-   

ing  t h e   u s e   o f   u n i f o r m   r e c o n e j l e m e n t   f o r m s   i n   recon-    
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ciling  the  accounts  o f   the  Treasury  o f   the  United  States   

with  respect  t o   the  neserve  banks.  T h o s s   forms,  I   

believe,  h a v e   been  submitted  t o   the  Department  a n d   meet   

with  t h e   approval  o f   the  Department.   

Mr.  Gilbert.  I  think  so.  I  think  that  i s   a  routine   

matter,  about  which  there  will  b e   n o   question.   

The  Shairmane  Y e s .   Under  topic  II  (B),  war  loan   

deposit  accounts,  t h e   question  was  raised  a s   t o   whether   

the  time  h a d   not  y e t   arrived  t o   abandon  t h e   plan  o f    

paying  off  certificates  o f   indebtedness  b y   credit,  and  I   

think  it  was  the  sense  of  the  meeting  and  the  action  of   

the  Conference  t h a t   that  was  a  matter  entirely  i n   the   

hands  o f   the  Treasury  Department,  b u t   i f   the  plan  was   

abandoned,  there  xas  the  possibility  o f   i t   having  un-   

fortunate  results  i n   the  money  market.   

tice  Gilbert.  A n d   the  sale  o f   Treasury  certificates.   

The  Chairman.  A n d   the  sale  o f   Treasury  certificates.   

On  the  subject  o f   reimbursement  o f   fiscal  agents  expenses,   

that  was  discussed  yesterday  when  you  were  present,  and   

no  further  action  was  taken.  Under  topics  (da)  and  (e),   

it  appeared  to  be  the  sense  o f   the  meeting  that  assist-   

ance  might  b e   rendered  t o   the  Treasury  Department  i n     
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matters  o f   routine  procedure  i n   the  various  bureaus  o f    

the  Treasury  with  which  the  Reserve  banks  have  direct   

contact,  i f   opportunity  were  afforded  t o   have  m e n   from   

the  different  Reserve  Eanks  make  a  little  study  o f    

this  routine,  and  possibly  suggest  more  workable  and   

better  procedure.  T h a t   o f   course  has  been  done  i n   the   

past.   

Mr.  Gilbert.  I t   has  been  done  f o r   three  years,  a t    

least,  t o   m y   knowledge.   

The  Chairmen.  Y e   would  like  very  much  t o   continue   

that,  and  Governor  McDougal  brought  out  a  case  i n   point   

where  possibly  some  advantage  might  b e   obtained  b y   doing   

that  a t   once.  T h e   Federal  Keserve  Bank  of  Chicago   

has  suffered  t h e   inconvenience,  a n d   @  number  o f   banks   

in  that  district  have  suffered  the  inconvenience,  o f    

loss  o f   bonds  i n   transit  due  t o   these  daylight  mail   

robberies.  T h e r e   are  a  large  number  o f   banks,  about   

forty,  affected  b y   these  robberies,  a n d   i t   developed   

that  n o   insurance  being  carried  o n   the  registered  bonds, 
  

nevertheless  delay  occurs  i n   the  investigation  a n d   trying   

to  locate  the  stolen  bonds,  and  o f   course  there  i s   a   

delay  i n   handling  t h e   reimbursement  f o r   stolen  coupon 
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bondse  T h e   action  o f   the  meeting  was  t o   recommend   

that,  i f   possible,  a  separate  division  o r   section  b e    

created  i n   the  Treasury  for  handling  specifically  these   

insurance  matters--that  is,  insurance  questions  arising   

from  the  loss,  theft  a n d   destruction  o f   bonds  i n   trans-   

sit,  and,  i f   agreeable  t o   you,  that  the  Federal  heserve   

bank  o f   Chicago  would  send  a  competent  man  over  here  t o    

study  t h e   procedure  a n d   see  whether  i t   could  not  b e    

speeded  up.   

Mr.  Gilbert.  T h e r e   i s   already  a  separate  section,   

although  i t   is  not  organized’as  independently  as  it  might   

be.  O f   course,  most  o f   the  losses  have  occurred  i n   the   

Ghicago  Uistrict  and  some  delay  is  inevitable.  F o r   in-   

stance,  under  the  statutes  there  i s   an  enforced  six   

months'  delay  on  registered  bonds,  except  in  those  cases   

of  original  delivery  where  w e   assume  the  risk.  T h e r e    

we  have  always  waived  the  statute.  S o   far  as  I  know,   

the  difficulties  have  all  been  difficulties  o f   proof,   

and  I  think  some  o f   the  requirements  have  been  very  tech-   

nical.  I  haven't  any  doubt  o f   it.  s e   have  been  using   

the  dynamite  down  there  liberally  lately,  but  there  i s    

no  objection  a t   all  t o   them  sending  someone.  I  thinks    
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it  would  create  a  mutual  understanding  o f   the  difficul-   

ties  o n   both  sides,  -and  i t   would  b e   helpful.   

The  Chairman.  I  would  like  t o   ask  Governor  McDougal,   

if  that  course  i s   pursued,  i f   he  would  b e   willing  t o   have   

his  man  make  @  detailed  report  and  send  t o   all  of  the   

Federal  Meserve  Banks  o f   the  result  o f   the  work?   

Governor  MeDougal.-  i I   would  b e   very  glad  t o   do  it.   

The  action  w e   took,  however,  Fas  t o   suggest  t o   the  Treas-   

ury  Department,  first,  that  they  establish  a  separate   

division  t o   handle  these  matters,  w i t h   a  view  o f   inject-   

ing  into  the  operation  o f   that  department  a s   much  o f    

the  policy  a s   possible,  t h a t   policy  which  i s   followed   

vy  the  insurance  companies,  a n d   getting  immediate  o r   very   

prompt  settlement  rather  than  delay,  a n d   i f   you  are   

willing  t o   undertake  t o   establish  such  a  division,  w e    

should  b e   very  happy  t o   render  any  assistance  w e   can   

by  sending  a  man  down.   

Toe  Chairman.  M r .   Gilbert,  i n   dealing  with  “ 8   program   

like  this,  w e   endeavor  wherever  possible  t o   pass  a  reso~   

lution  which  i s   as  final  a s   i t   can  be  t o   dispose  o f   the   

matter,  a n d   i n   going  over  the  topics  discussed  with  y o u    

yesterday,  i n   order  t o   get  our  record  complete,  w e     
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have  passed  a  resolution,  subject,  o f   course,  t o   your   

approving  that  form  o f   action,  i n d i c a t i n g   t h e   belief   

of  the  Conference  that  a s   promptly  a s   possible  the   

functions  t o   be  performed  b y   the  socalled  government  loan   

organization  should  b e   reduced  i n   the  case  o f   war  savings   

securities  t o   the  mere  delivery  and  distribution  o f   the   

securities  and  the  keeping  of  the  necessary  accounts  i n    

connection  with  it,  a n d   that  the  distribution  o f   the   

propaganda  material,  i f   i t   is  possible  t o   do  sO,  may   

be  made  directly  from  Washington.  N o w ,   pursuing  that   

thought,  i t   was  the  sense  o f   the  meeting  that  a s   soon   

as  that  was  accamplished,  say  at  your  pleasure,  the  so-   

celled  war  loan  organization  should  be  disbended  es  such   

and  the  remnants  o f   the  functions  should  b e   performed   

as  a  part  of  the  regular  work  of  the  Fiscal  Agency 
 De-   

partment  o f   the  Reserve  banks.   

Mr.  Gilbert.  I  think  that  i s   acceptable.  1  mean,   

that  i s   i n   the  nature  o f   a  recommendation?   

The  Chairman.  Y e s .    

Mr.  Gilbert.  A n d   I  assume  that  some  distribution   

of  publicity  material  could  b e   made  through  the  Fiscal   

Ageacy  Section,  i f   i t   is  thought  desireble.  I  mean,    
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there  i s   n o   rigid  rule  against  that.   

Tne  Chairman.  Y o u   indicated  yesterday,  Mr.  Gilbert,   

that  there  was  some  other  matter  o r   matters  t h a t   y o u    

would  like  t o   discuss  with  the  meeting.   

Mr.  Gilbert.  Y e s .   I  have  one  importent  suggestion,   

which  I  would  like  t o   discuss  with  you  quite  confidentially,   

and  I  think  i t   is  unnecessary  t o   take  any  record  o f   the   
.   

discussion.   

(shereupon.  discussion  folloved  which  w a s   n o t   record~   

ad,until  1:10  o'clock  pm,  when  a  recess  was  taken  until   

2:30  o'clock  p  m  of  the  same  day).   
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AFTERNOON  SESSION»   

The  Conference  reassembled  at  3,20  o'clock  p.m.  pur-   

suant  t o   the  taking  o f   recess,  Governor  Strong  (Chairman)   

presiding.   

The  Chairman.  A t   the  time  of  the  adjournment  of   

the  joint  meeting  w e   were  discussing  the  pension  fund   

and  certain  suggestions  h a d   been  made  i n   regard  t o   the   

fund,  the  plan  of  having  a  pension  fund.  T h e   action  to   

pe  taken  by  this  conference,  I  presume  i s   to  act  specif-   

ically  upon  the  report  and  t o   act  specifically  upon  the   

two  items  suggested  b y   Senator  Smoot,  which  involve  a   

modaificsatibon  o f   the  plan.   

What  are  your  wishes,  gentlemen,  about  the  pension   

plan?  W e   have  two  m e m b e r s   of  the  Committee  here-~-Mr.   

Fancher  being  present  for  the  moment.  W h a t   d o   you  recom-   

mend,  Mr.  Fancher?   

Governor  Fancher,  W e l l ,   Mr.  Cmirman,  I  was  not   

able  t o   g o   t o   N e w   Y o r k   t o   the  meeting  which  was  h a d    

with  our  Advisory  Committee  after  a  conference  which  Mr.   

Curtis  a n d   Governor  Harding  h a d   with  Senator  Smoot,  I   

really  am  not  iftformed  as  to  how  the  Committee  feels  o n    

that  matter,  L e t   m e   see  i f   I  have  a  letter  which  will    
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clear  i t   up.  I  rather  feel,  Mr.  Chairman,  that  i f   it   

were  possible  for  Mr.  Kengel  t o   come  over  here  h e   could   

throw  some  light  o n   the  status  o f   the  matter,  b e s    

not  think  Governor  McDougal  was  i n   New  York  o n   the  28th.   

I  understand  that  Ur,  Kensel,  |  M r .   Sayre,  Mr.   

Moore  and  Mr.  Buck  went  over  this  situation,  a n d   I  am   

not  advised  as  to  how  far  they  concur  i n   the  suggestions   

that  Senato®  Smoot  made.   

I  think  the  one  outstanding  suggestion  that  appeals   

to  me  as  having  a  bearing  o n   this  plan  is  the  matter  of   

the  contribution,  n o t   favoring  the  bank  making  a  full   

contribution  of  the  accrued  liability  to  date,  but   

rather  sugpesting  that  t h e   present  employees  m d   t h e    

bank  make  a n   equal  contribution,  a n d   that  some  ar-   

rangements  b e   made  whereby  the  employee  c a n   make  that   

contribution  over  some  length  of  time,   

Just  h o w   p o p   ular  w e   c a n   make  the  p l a n   o n   that   

basis  I  do  not  know.  I t   presents  a n   entirely  new   

phase,   

Governor  Calkins,  W h o s e   suggestion  was  t t ?    

Governor  Fancher,  T h a t   was  the  suggestion  of   

Senator  Smoot.  H e   did  not  favor  the  plan  whereby  the    
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panks  made  t h e   entire  contribution  a t   the  outset,   

Governor  Se¢aye  I s   that  a  positive  position  o n    

his  part  o r   a  tentative  one?   

The  Chairman.  I  do  not  think  i t   is  final.   

Governor  Morss,  I  would  say  that  we  think  this   

plan  o f   making  the  plan  popular  i s   the  most  difficult   

thing  y o u   have  t o   deal  with.  A  good  many  people  i n    

the  banks,  especially  if  they  have  any  responsibilities,   

already  having  a  life  insurance  o n   which  they  are  prob-   

ably  committed  t o   pay  their  premiums,  n o   doubt  feel  that   

to  add  another  set  o f   premiums  that  they  would  have  t o    

pay  would  put  quite  a  burden  o n   them,  a n d   many  o f   the   

members  are  very  young,  without  responsibility,  a n d   it   

is  pretty  hard  t o   make  them  appreciate  the  desirability   

or  necessity  o f   suhscribing  t o   an  insurance,  T h a t    

leaves  i t   down  t o   how  mich  the  b a n k   Should  do,  I f   you   

do  oné-half,  w i l l   that  b e   attractive,  a n d   i f   you  d o   that   

and  they  have  t o   pay  three  o r   four  per  cent  o f   their   

earnings  t h e y   m a y   s a y   that  their  salaries  should  b e   in-   

creased  t o   that  6xtent  t o   enable  t h e m   t o   d o   that.  i f    

that  i s   the  case  you  might  a s   well  subscribe  the  whole    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



thing  almost.   

Governor  Fancher,  I  might  read  from  Mr.  Curtis's   

letter  t o   Mr.  Kenzel.   

Governor  Morss,  W h i c h   Mr,  Curtis?   

Governor  Fancher,  J .   F.  Curtis.  T h i s   i s   the   

particular  point  w e   are  discussing.   

“The  Senator  felt  that  the  provision  authorizing   

the  Federal  Reserve  Banks  t o   make  a n   initial  contritu-   

tion  t o   cover  the  accrued  liability  both  i n   their  own   

pehalf  and  i n   behalf  o f   the  employees  was  too  liberal   

and  should  n o t   b e   permitted  t o   the  banks.  H e   also   

felt  that  i t   was  unfair  t o   the  new  employee.  t o   permit   

the  old  employee  t o   get  the  benefit  o f   his  prior  years   

of  service  without  making  any  payment  o n   account  there-   

of,  H e   suggested  that  he  would  be  willing  to  have   

the  banks  authorized  t o   p a y   a  sum  sufficient  t o   cover   

the  accrued  liability  t o   the  extent  which  t h e   banks   

would  have  paid  had  the  employee  entered  the  pension   

plan  at  the  time  o f   the  organization  of  the  banks,   

provided,  t h e   employee  undertook  t o   p a y   the  s u m   h e    

would  have  paid  under  t h e   same  circumstances,  H e     
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also  thought  i t   would  b e   reasonable  t o   permit  the  employe   

to  pay  this  n n   j u m p   sum  or  by  adding  i t   o n   to  the  annua   

amounts  which  would  otherwise  be  payable  b y   him.  .   

And  then  Mr.  Curtis  suggested  a  change  i n   that 
  

tion  o f   the  proposed  bill.   

Governor  Seaye  T h a t   position  was  voted  dow,   

howe  yer?   

Governor  Fancher,  T h a t   was  voted  down  at  the   

meeting,  I  understand.   

Governor  Morss,  Y o u r   camittee  voted  i t   dom? 
  

Governor  Fancher,  Y e s ,   T h i s   was  a  meeting   

of  Mr,  Kenzel  and  Mr.  Curtis  with  the  three  experts,   

Governor  Seay.  T h a t   i s   contrary  t o   the  spirit   

of  the  plan  presented  for  consideration  pels  ie  Re  Meee  S   

also  contrary  t o   actual  results  a s   worked  out  i n   the   

plan.   

The  Chairman.  T h e   suggestion  i s   made  that  this   

pe  discussed  with  Mr,  Kenzel  present,  I  suppose  w e    

can  get  Mr,  Kenzel  from  New  York  in,  time  t o   be  here   

certainly  o n   Friday.   

Governor  Fancher.  I  simply  Suggest  that  for  the   

other  Governors  to  express  how  they  fed  about  it.    
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The  Chairman.  W e l l ,   Governor  Fancher,  you  are   

the  member  of  the  Committee  here  t o   see  this  thing   

through  o r   t o   be  defeated  o n   it.   

Governor  Seaye  I  think  that  i s   a  very  important   

matter,  Mr.  Chairmm,  one  of  the  real  fundamentally  im-   

portant  matters,  a n d   that  i t   would  be  well  t o   discuss   

jt  with  the  Chairman  of  the  Committee  present,  t o   have   

him  give  u s   the  benefit  o f   the  accumulated  discussions   

of  the  Committee  and  his  judgment.   

Governor  Fancher.  i r ,   Kenzel  writes  m e   he  c a l d    

come  over  and  bring  Mr.  Sayre  over  with  him  if  it  is   

thought  desirable,   

Governor  Biggs.  I  move  that  Mr.  K e n z e l   be  invited   

over  and  include  Mr.  Sayre  i f   sesdocaees   

The  Chairman.  T o   be  here  o n   Friday?   

Governor  Biggs.  Y e s   sir.   

Governor  Seay.  D e   you  concur  i n   that?   

The  Chairman.  Y e s ,   I  cmeceur  i n   that.   

Governor  Morss,  I  secmd  the  motion.   

(The  Question  was  taken  and  the  motion  was  agreed   

PERSONAL  AND  4ELPFARE   

The  Chairman,  T h e   next  thing,  gentlemen  is  "(b)    
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Personnel  and  Welfare."   

Governor  Calkins,  I  would  like  t o   ask  now  as   

to  whether  you  have  any  information  a s   to  the  time  that   

it  will  take  for  the  meeting  tomorrow  with  the  Class   

3B  Directors,   

The  Chairman,  G o v e r n o r   Harding  said  that  h e   would   

try  to  have  the  joint  meeting  concluded  a t   the  end  o f    

the  morning  session,  but  there  is  no  pledge  t o   that  ef.   

fect,   

The  Committee  o n   Personal  Activities,  o f   which   

Mr.  Kramer,  Deputy  Governor  o f   the  Federal  Heserve  Bank   

of  Chicago  i s   Chairman,  i s   not  prepared  t o   submit  a   

report,  T h e y   have  handed  t o   m e   a  published  report,  I t    

will  accomplish  nothing  to  read  it,  and  if  you  are  will   

ing  to  take  action  authorizing  that  this  be  filed  I  think   

that  i s   a  suitable  3isposition  t o   take  o n   it,   

Governor  Fancher,  I  So  move,   

Governor  Biggs.  I  s e c m d   t h e   motion.   

(The  question  was  taken  and  the  motion  was  agreed   

to.)  { C )   SECURITIES  LEFF  IN  CUSTODY.   

»   

The  Chairman.   
/  The  next  is  item  "(c)"  which  consists  o f   three  parts,    
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It  is  a  legal  Question  very  largely,  that 
 i s   the  re-   

sponsibility  for  securities  left  i n   the  custody  of  the 
  

Reserve  Banks.   

We  have  wade  a n   exhaustive  study  o f   the  matter  i n    

New  York  and  I  believe  the  subject  has  also  been  considere   

by  Mr,  Logan,  Counsel  f o r   the  Federal  Reserve  Board,  and 
  

we  have  submitted,  I  believe  i n   a  bundle  o f   papers  handed   

to  each  Governor,  a  form  o f   communication  prepared 
 a s   a   

suggestion,  a n d   a  form  of  circular,  which  explain  them- 
  

selves---if  y o u   have  h a d   opportunity  t o   read  them,   

Without  going  into  the  legal  aspects  o f   the  matter,   

which  I  am  going  t o   ask  Mr.  Harrison  t o   discuss,  t h e  
  

Federal  Reserve  Bank  of  New  York  is  now  receiving  re-   

peated  inQuiries  as  to  the  extent  of  responsibility   

assumed  by  the  Federal  Reserve  Bank  for  the  security  of   

these  securities,  a n d   as  t o   whether  that  responsibility   

is  o f   such  a  character  that  i t   is  desirable  for  a  member   

pank  t o   take  burgiary  o r   other  loss  policies  o f   insur-   

ance  against  possible  loss  o r   destruction  o f   the  securi-   

ties.   

The  circular  prepared  t o   be  sent  out,  which  w e    

probably  will  send,  i s   designed  t o   point  out  the  legal   

situation  and  particularly  t o   emphasize  the  fact  t o   the    
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member  banksthat  o u r   relation  a n d   responsibility  i n    

this  matter  i s   n o   different  than  that  o f   any  other  bank   

with  which  they  may  have  had  securities  o n   deposit  for   

safe  keeping,  a n d   such  a s   their  N e w   York  City  correspond-   

ents  i n   the  past  had,  a n d   we  felt  i t   was  a  matter  o f    

such  importance  t o   us  that  i f   it  had  not  been  consider-   

ed  b y   the  other  Reserve  Banks  that  they  might  take  i t    

up  now  as  having  very  great  importance  i n   the  operation   

of  the  respective  banks  a n d   possibly  adopt  a  circular,   

after  getting  the  information  o f   counsel  that  would   

carry  out  the  purpose  o f   our  circular.   

I  think  Mr.  Harrison  i s   better  prepared  than  [  am   

to  discuss  t h e   question  o f   legal  responsibility  invol-   

vod.   

Governor  Van  Zandt.  B e f o r e   you  call  o n   Mr,  Harri-   

son  I  would  like  t o   ask  one  QeStion.  T h a t   i s   I  notice   

that  your  letter  refers  jointly  t o   securities  that  have   

-been  placed  i n   custody  o f   member  banks  for  safe  keeping   

as  collateral  for  loans  o r   rediscount  a s   security  for   

Government  deposits,  a s   security  for  principal  o r   inter-   

est  o r   otherwise,   

The  Chairman.  Y e s .     
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G o v e r n o r   Van  Zandt.  D o   you  think  the  Federal   

Reserve  Bank's  liability  is  the  same  i n   all  cases   

there?   

The  Chairman.  Well,  i t   is  s o   nearly  the  same   

that  i t   i s   hardly  distinguishable,  T h e   t w o   extreme   

cases  would  b e   i n   the  one  case  o f   securities  which   

we  hold  for  safe  keeping  a s   a  voluntary  custodian,   

without  compensation,  without  profit  i n   any  way,  and   

the  other  would  b e   where  w e   hold  securities  a s   col-   

lateral  t o   a  loan  upon  which  we  receive  compensation.   

The  law  has  been  very  carefully  examined  b y   Mr.  Hart   

and  Mr,  Harrison  is  familiar  with  it,  and  while  i n    

theory  the  courts  d o   distinguish  between  a  bailee  o f    

one  character,  t h a t   i s   where  y o u   are  simply  acting  i n    

a  voluntary  and  accommodating  rélationship  with  a  mem-   

ber  bank,  and  a  pledgee,  there  i s   a  theoretical  differ-   

ence,  i n   actual  fact  when  these  cases  came  before  the   

court  there  i s   very  little  distinguishing  difference   

so  far  a s   the  liability  o f   the  bank  i s   ecmcerned  i n   case   

loss  arises,  A m   I  correct  i n   that  Mr.  Harrison?   

Mr,  Harrison.  I  think  that  i s   a  very  Correct   

statement  o f   the  l a w   a s   expressed  i n   the  decisions   

of  the  various  courts  a t   the  present  time.    
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397   

In  the  case  o f   a  bank,  however,  a s   distinguished   

from  any  other  kind  o f   a  bailes,  the  courts  have  gener-   

ally,  as  a  matter  o f   practice,  maintained  that  the  banks   

must  keep  a  higher  standard  o f   care  over  the  safe  keep-   

ing  of  all  securities,  whether  for:mutual  benefit  o r    

whether  a s   a  gratuitous  bailee,  than  i n   the  case  o f    

any  other  kind  o f   a  bailee.   

Vie  have  felt  that  i n   these  circumstances  n o    

court  could  o r   would  attempt  t o   make  a  distinction   

between  the  two  kinds  of  bailees,  and  that  in  any  case,   

whether  we  lost  securities  pledged  as  collateral  o r    

whether  w e   lost  securities  that  were  given  t o   us   

for  safe  keeping,  w e   would  be  held  to  the  strictest   

test  o f   reasonable  care,   

Now,  i n   an  effort  t o   explain  away  the  doubts  that   

are  i n   the  minds  o f   a  great  many  bankers,  w e   thought   

it  would  be  well  t o   send  out  a  circular  defining   

what  the  courts  have  held  t o   be  the  responsibility  o f    

a  bank  i n   these  cases,   

The  benefit  o f   such  a  circular  would  be  two  fold,   

It  would  operate  aS  a  protection  t o   us,  i n   that  it  wold   

remove  any  Question  o f   bad  faith  o n   our  part,  a n d   it    
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would  operate  to-  give  the  member  bank  a  chance  t o   insurec   

itself  against  the  loss  o f   securities  which  they  have   

pledged  with  us  either  a s   collateral  o r   for  safe  keeping.   

I  discussed  it  with  Mr.  Logan.  H e   felt  that  our   

conclusions  a s   t o   the  law  were  right,  H e   expressed  somes   

doubt,  however,  a s   to  the  advisability  of  expressing   

those  conclusions  i n   a  circular,  o n   the  theory  that  i t    

might  throw  terror  into  the  hearts  o f   a  great  many  member   

banks  needlessly,  and  that  we  might  accomplish  our  pur-   

pose  better  b y   more  carefully  expressing  our  liability   

on  our  receipt  ticket.   

I  feel  that  i f   w e   d o   only  that  w e   are  doing  n o    

more  than  w e   are  doing  now,  and  under  the  present  pro-   

cedure  there  i s   no  Question  that  a  majority  o f   the  banks   

have  not  protected  themselves  b y   getting  insurance   

either  for  the  securities  we  are  holding  i n   safe  keep-   

ing  or  for  the  securities  that  w e   are  holding  as  col-   

lateral.   

Governor  Norris.  H a v e   you  made  any  inquiries  a s    

to  what  the  rate  would  b e   o n   any  policy  that  would  give   

.  them  any  sort  o f   full  cover?   

Mr,  Harrison.  T h e   insurance  that  they  would  have    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



to  get  Fould  be  the  same  insurance  that  many  banks  do   

‘ubiries  delivered  t c   their  city  corres-   

pondents  for  safe  keeping.  6  made  many  inguiries   

from  the  insurance  companies  in  an  effort  to  ascertain   

what  i t   eon78  cost  u s   t o   p e t   out  a  policy  t o   protect   

cur  otn  member  banks,  and  re  found  it  vas  prohibi- 
  

tive,   

The  Chairmen.  T h e   volume  was  &  b i g    

prohivitive?   

Her:  ison,  o S   h e   result  i s   that  w e   tharpht   

the  only  s a t i s f a c t o r y   ras  was  t o   put  the  member  banks  o n    

notice  o f   their  o w n   liability  i n   the  matter  anid  give   

them  a n   op,  ortunity  t o   procure  this  insurance  o v e r    

their  own  securities  which  we  hold.   

Governor  Norris,  e l l ,   d o   you  knov  vhat  the  rate   

Mi,  Harrison.  N o ,   L a e   notes   

Governor  Norris.  W e   have  made  soms  inguiries  a n d    

the  best  rate  re  can  get  is  2  per  cent,  which  o f   course   

would  b e   prohibitive,   

The  Chairman.  I  am  inclined  t o   agree  with  what   

IT  have  heard  Governor  Norris  say,  that  insurance  c a n   be    
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400   

excluded  a s   a  factor  i n   the  matter  entirely  and  the   

Question  really  boils  down  t o   this  i n   my  minds:  H a v e    

we  a  sufficient  understanding  with  member  banks  who  have   

collateral  with  us,  o r   securities  with  us  for  safe  keep-   

ing,  t o   avoid  those  unfortunate  misunderstandings  which   

arise  when  losses  occur,  and  where  the  bailee  o r   de-   

pository  has  t o   protect  himself  b y   asserting  his  legal   

rights  o f   protection?   

There  is  such  a  complete  misunderstanding,  I  believe,   

in  the  minds  o f   bankers  generally  a s   t o   what  that  responsi-   

bility  i s   that  I  would  very  much  dislike  t o   see  a  loss   

arise  and  then  have  the  Federal  Reserve  Bank  put  i n   this   

position.  W e   are  a  little  different  from  the  ordinary   

commercial  bank  i n   this  respect.  I f   we  have  n o   legal   

liability  b y   reason  o f   a  loss,  i f   the  claim  against  u s    

is  a  defensible  claim  under  the  law,  t o   settle  that   

claim  and  pay  the  loss,  which  a  o i n k   b a n k   o r    

a  private  banker  might  do,  i S   a  voluntary  contribution,   

bes  eo  a  gift  paid  out  of  our  earnings  which  otherwise   

would  go  to  the  Government.  A n d   it  seems  to  me  that   

whether  w e   wanted  t o   be  generous  o r   not,  i n   case  a  loss   

arose  w e   are  precluded  from  a n   act  o f   generosity  b y   the   

special  terms  o f   the  statute  under  which  we  are  organized.    
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401   

“*  And  that  e m p h a s i z e s ,   in-the  case  of  the  Federal  Reserve   

Bank,  the  need  of  bringing  to  the  attention  of  the   

c l i e n t s   of  the  bank  just  what  the  legal  liabilities  are,   

Governor  Morss,  A r e   the  laws  the  same,  I  mean  to   

Say  are  the  laws  State  laws  o r   National  laws?   

Mr.  Harrison.  N o y   these  are  purely  the  State  inter—   

pretations  o f   the  common  law  liability  o f   the  bailee,   

Governor  Morss,  A r e   t h e y   alike?   

Mr.  Harrison.  T h e y   are  Quite  generally  alike,  be-   

cause  i t   is  a  common  law  liability  definea  b y   the  old   

English  common  law,  I  do  not  believe  any  of  the  States   

have  made  statutory  enactments  defining  t h e   responsi-   

bility  o f   a  bailee,   

Governor  Morss,  W h a t   kind  of  losses  will  be  met   

where  they  could  be  defined  a s   not  having  reasonable   

care  t o   prevent  those  losses?   

The  Chairman,  I  will  give  you  a n   example  which  I   

think  possibly  has  something  t o   d o   with  this  question   

being  raised,  S u p p o s e   a t   the  time  that  explosion  took   

place  i n   Wall.Street  w e   had  had  a  messenger  passing  down   

the  street  w h o   was  killed  o r   incapacitated  a n d   who  h a d    

a  sack  o f   securities  belonging  t o   a  member  bank,  and    
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they  were  picked  u p   i n   the  street  a n d   carted  away.  W e    

might  have  had  three  messengers  o r   ten  messengers  o r    

any  number  o f   messengers,  o r   we  might  have  had  an  auto-   

mobile  truck.  E v e r y   precaution  having  been  taken  t o    

safeguard  those  securities,  y e t   this  explosion  might   

have  resulted  i n   their  loss,  T h a t   i s   the  kind  of  case   

which  the  courts  might  hold  t o   be  Quite  unavoidable,   

No  precaution  o n   our  part  could  have  avoided  t h e   loss   

and  the  loss  would  naturally  rest  upon  the  owner  o f   the   

securities,   

Now,  i n   such  a  case,  i f   claim  were  brought  against   

us  the  first  thing  for  us  to  decide  would  be  whether  the   

law  permitted  us  t o   make  a  voluntary  ¢c  mtribution,  a   

donation  to  the  bank  that  lost  those  securities,  just   

because  they  happened  at  the  moment  t o   b e   i n   m r   cus-   

tody  instead  of  theirs  when  this  explosion  occurred,   

Governor  Morss,  T h a t   i s   a  very  extraordinary  o c -    

casion  and  if  that  is  the  sort  of  thing  only  that  the   

insurance  would  Cover  why  is  the  insurance  rate  s o    

high?   

The  Chairman.  I t   is  not  the  only  case  i t   would   

cover.  I  have  given  a n   extreme  case,    
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Governor  Morss,  T o   cover  extraordinary  c i r c u m    

stances  like  that  I  do  not  see  w h y   the  insurance  rate   

Should  b e   S o   high.  S u c h   cases  are  not  frequent,  H a v e    

there  been  any  such  cases  where  that  has  come  up?  k e    

insurance  o n   shipping  securities,  a n d   there  a r e   a l l   sorts   

of  losses,  and  the  rate  there  i s   nothing  like  &  per  cent-~-   

although  I  do  not  know  what  i t   is.   

The  Chairman.  B u t   the  insurance  extends  over  a  vely   

short  period  of  time  i n   such  a  case  and  this  i s   contin-   

uing  insurance,   

Mr.  Harrison.  I  think  the  Question  c a l d   b e   clari-~   

fied  i n   this  way.  T h e r e   i s   no  doubt  i n   the  world  that   

the  Federal  Reserve  B a n k   i s   liable  f o r   loss  o f   either   

collateral  o r   securities  which  i t   holds  i n   safe  keeping   

under  certain  circumstances,  .  In  other  words,  i n   the   

case  of  the  safe  keeping  of  securities  i f   the  loss  re-   

sults  from  gross  negligence  o f   the  Federal  Reserve  Bank   

it  will  b e   held  t o   be  liable,  and  under  some  c a r t    

decisions  i t   would  b e   held  t o   be  liable  even  i f   it   

were  guilty  only  of  breach  o f   reasonable  care,   

in  the  case  of  collateral,  it  would  clearly  be   

liable  i f   the  loss  resulted  because  o f   a  failure  t o     
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maintain  reasonable  care,   

Now,  what  the  member  bank  wants  t o   protect  itself   

rom  i s   a  loss  that  rould  not  be  reimbursable  b y   the   

Federal  Reserve  Bank,  A S   a  practical  matter,  however,   

I  imagine  that  the  insurance  that  they  would  obtain   

would  b e   not  t o   cover  only  those  losses  for  rhich  the   

Federal  Reserve  Bank  would  not  be  liable,  but  all  losses,   

1  gon't  know  that  they  could  split  it  up.  B u t   this   

is  the  feature  o f   the  matter  which  I  have  not  really   

looked  into  myself.  B u t   I  imagine  that  Governor  Norris’   

estimate  o f   insurance  covers  losses  o f   all  kinds,   

Governor  Norris,  Y e s ,   that  i s   general  cover,  W e    

have  h a d   t o   consider  this  v e r y   carefully  because  o f    

a  thing  that  you  gentlemen  probably  saw  i n   the  papers,   

and  some  o f   the  others  here  perhaps  d i d   not  see  it,  a   

few  months  agoe  A  bank  just  cutside  o f   Reading,  Penn-   

Sylvania  was  attacked  b y   bandits  a t   noon.  T h e y   drove   

up  i n   an  automobile,  half  a  dozen  men;  tro  o f   three  o f    

them  took  possession  o f   the  doorway  and  steps  and  two   

or  three  others  went  i n   and  overpowered  the  people  in-   

side  a n d   took  about  o n e   hundred  a n d   ninety  thousand   

dollars'  worth  of  securities  out  of  the  safe,  and  then    
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put  the  clerks  in  the  safe  and  shut  the  door  and  got  awa.   

Within  a  few  weeks  after  that  w e   had  over  sixty  million   

dollars'  worth  o f   stuff  brought  dom  to  us  for  safe  keep-   

inge  t h a t   i s   what  has  compelled  u s   t o   look  into  this,   

Now,  the  first  Question  w e   thought  o f   naturally  was   

this  Question  of  insurance.  W e   found,  first,  that  all   

the  ccmpanies  i n   the  United  States  c o u l d   not  write  u s   a   

policy  i n   the  amount  w e   would  need,  S o   it  was  out  of   

the  question  for  us  t o   get  insurance,  T h e   best  rate  w e    

could  find  quoted  anywhere  for  insurance  b y   the  individual   

banks  was  2  per  cent,  which  was  prohibitory.   

Governor  Calkins,  Could  the  companies  write  the   

insurance  for  the  individual  banks?   

Governor  Norris,  I  think  they  could,  because  as  I   

understand  it,  t h e   limit  i s   the  risk  o n   any  one  policy,   

and  this  would  be  a  multitude  o f   policies.   

Governor  Calkins,  I  do  not  think  all  the  insurance   

companies  i n   the  United  States  could  write  enough  insur—   

ance  t o   cover  all  the  Federal  Reserve  Banks.   

Governor  Norris,  W e l l   anyway,  the  rate  is  prohibit-—   

ory.   

The  Chairman.  M a y   I  interrupt  there  t o   puint  out    
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that  the  real  reason  for  suggesting  insurance  i s   that   

the  member  banks  might  have  the  choice  o f   trying  t o    

get  insurance  i f   he  wanted  to,  and  prebably  a  very  small 
  

proportion  o f   them  would  anyway.   

Governor  Calkins.  T h i s   matter  i s   extremely  scrious 
  

and  extremely  difficult.  T h e   liability  o f   the  Federal   

Reserve  Bank  boils  itself  down  to  a  question  o f   due 
 dili-   

gence,  nothing  else.  L e t   us  see  a  case  i n   which  the   

Federal  Reserve  Bank  has  lost  securities  o f   a 
 member   

bank  and  i s   confronted  w i t h   the  question 
 o f   whether  i t    

shall  reimburse  that  bank  o r   not.  i f   it  does  not  re-   

imburse  that  bank  i t   may,  end  i n   some  cases 
 undoubtedly   

would,  oreak  the  member  bank.  O n   the  other  hand,  a s   has   

been  pointed  out  already  the  Federal  Reserve 
 bank  could   

not  male  a  voluntary  contribution  i f   it  was 
 not  liable.   

Governor  Norris.  U n d e r   the  Pennsylvania 
 decisions   

on  this  subject  the  differance  practically 
 boils  down  t o    

a  question  o f   the  burden  o f   proof.  I f   i t   i s   a  pailment   

for  hire  t h e   onus  i s   o n   the  defendant  t o   show  that  i t   dic     Digitized for FRASER 
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everything  that  i t   was  possible  t o   d o   and  neglected   

nothing;  o r   if  it  is  a  bailment  for  mutual  benefit,  I f    

it  is  a  gratuitous  bailment  then,  a s   a  general  rule,  the   

burden  o f   proof  i s   o n   the  plaintiff  t o   show  that  there   

Was  some  negligence,   

Now,  t o   get  down  to  the  practical  part  o f   44,  i  om   

free  t o   admit  that  w e   had  not  considered  the  possibility   

of  a  messenger  being  blown  u p   o n   the  street;  i t   occurred   

to  u s   that  i f   there  w a s   a  loss  i t   would  only  b e   b y   what   

the  police  call  an  “inside  job,"  by  the  dishonesty  of   

one  o r   more  o f   our  employees,  W i t h   our  new  vaults  w e    

have  absolute  burglar  and  mob  protection,  a n d   thereforé   

the  only  loss  that  could  occur  we  thought  would  be  by   

embesslement  o r   dishonesty  o f   some  af:dur  employees,   

Under  those  circumstances  we  felt  we  ought  to  pay  the   

loss  i f   it  occurred,   

Mr.  Harrison.  I  think  that  Governor  Strong's  point   

on  that  phase  of  the  situation  is  well  taken,  that  if   

we  have  surrounded  ourselves  w i t h   a l l   the  reasonable   

protections  against  loss,  even  from  an  "inside  job",  and   

loss  does  result  because  o f   the  dishonesty  o f   one  o f   our   

employees,  where  y o u   have  n o t   been  negligent,  y o u   are  not    
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legally  liable  for  the  loss.   

There  i s   some  Question  a s   t o   whether  y o u   could  make   

a  voluntary  contribution  t o   your  member  bank  t o   make  i t    

good  n o   matter  how  much  you  would  like  t o   do  So,   

Governor  Calkins.  I  do  not  think  there  i s   any  ques-   

tion  about  i t   at  all,  I  do  not  think  you  cmld,   

Mr.  Harrison.  W e l l ,   t h e   o n l y   w a y   the  question   

might  arise,  even  i n   that  case,  would  b e   negligence  i n    

making  the  employment  o f   the  person  who  was  guilty  o f    

the  embezzlement.   

Governor  Calkins.  W e l l ,   I  am  assuming  that  there   

was  no  negligence  t o   start  with;  w e   cold  not  reimburse   

the  bank.   

Mr,  Harrison.  W e l l ,   w e   will  assume  that  there  was   

no  négligence  i n   the  first  place,  then  w e   c o   wuld  not   

reimburse  t h e   bank  that  suffered  t h e   loss,   

Governor  Norris.  I f   pur  employee  steals  the  bmds   

you  d o   not  think  we  could  reimburse  them?   

Mr.  Harrison.  N o ,   w é   could  not,  I n   that  con-   

nection,  there  was  a  loss  i n   the  Bank  in  New  York  State   

not  long  ago  which  r e s u l t e d   in  the  embezzlement  o f   its   

cashier.  I t   was  a  matter  I  believe  i n   which  the  Federa    
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Reserve  B a n k   was  not.  directly  interested,  b u t   Chief  =xam-   

iner  Smith  told  me  i n   discussing  that  Situation  that  had   

the  question  come  u p   to  him  one  way  o r   the  other  h e   would   

have  advised  the  bank  that  ‘ h o e   ners  n o t   liable  a n d   that   

without  ths  assent  o f   the  stockholders  t h e y   could  not  re-   

imburse  the  owners  o f   the  bonds  who  suffered  thé  loss,   

Governor  Norris.  Well,  i f   we  said  to  a  bank  under   

those  circumstances  "Wwe  d o   not  feel  that  w e   have  been   

puilty  of  negligence  here  and  therefore  d o   nou:  feejcat   

liberty  to  reimburse  you,  but  if  you  think  otherwise  you   

can  bring  your  suit  i n   court  and  i f   you  win.we  will  pay   

the  verdict,"  would  not  that  be  fair?   

Mr,  Harrison.  o O f   carsé.   

Governor  Van  Zandt.  W e l l   there  i S   no  Qestion  i n    

your  fiind  Mr.  Harrison  but  what  a  jury  would  give  a  ver-   

dict  against  the  Federal  Reserve  Bank  under  those  cir.   

cumstances,  i s   there?   

Mr.  Harrison.  A s   I  intimated  i n   my  preliminary   

discussion,  I  think  the  j u r y   ¥Yould  hold  the  Federal  Re-   

serve  Bank  t o   a  very  high  degree  o f   Care;  but  beyond  that   

I  do  not  believe  they  would  go,  and  beyond  that  I  do  not   

believe  you  would  be  responsible.     
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Governor  Morss,  W e l l ,   suppose  t h e   p e r s m   w h o    

had  embezzled  the  bonds,  suppose  i t   could  b e   shown  that   

he  had  something  crooked  i n   his  record,  d o   you  not   

think  a  jury  would  take  hold  o f   that  and  hcld  that  the   

pank  had  not  been  sufficiently  careful  and  was  not   

free  from  all  negligence?  W o u l d   they  not  say  t h t    

the  bank  should  not  have  ¢mployed  such  a  person?   

Mr.  Harrison.  I  agree  with  you  that  you  can   

assume  facts  that  would  enable  a  jury  t o   attribute   

negligence  t o   us.   

Governor  Norris.  Y e s ,   they  vould  not  need  much,   

But  w e   are  arguing  o n   a  hypothesis  whereby  r e   are  not   

negligent,  and  there  are  many  cases  where  losses  mifht   

result  even  though  we  are  not  negligent,  a n d   i n   those   

cases  w e   would  not  b e   liable,   

Governor  Calkins,  L e t   us  take  Governor  Norris!   

one  case,  H e   says  a  vault  h a s   been  provided  which   

insures  absolute  protection  agdinst  burglary  o r   mob   

violence.  N o w   after  that  vault  i s   provided  supposing   

&  mob  breaks  into  the  vault  a n d   removes  t h e   contents;   

how  about  the  liability  i n   that  case?  T h a t   i s   an   

extreme  case,  o f   course,  w o u l d   you  be  liable  i n   such   

a  case?    
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Governor  Norris.  U n d e r   those  circumstances  I  shou  ti   

think  not,  because  w e   had  provided  a  vault  that  was  the   

last  word  in  vault  construction.   

Governor  Calkins,  T h e   last  vord,  but  it  was  not   

absolute  protection.   

Governor  Seay.  W o u l d   you  contemplate  carrying   

any  insurance  against  theft  o f   securities  b y   your  em-   

ployéees?   

Governor  Norris.  W e   do,  w e   carry  a  million  dol-   

lars.   

Governor  Seay.  f o   cover  your  o w n   securities  a n d    

those  i n   your  custody  also?   

Governor  Norris.  Y e s .    

Governor  Calkins.  T h a t   i s   a  certain  amount  but   

4t  is  a  negligible  amount  in  comparison  to  the  entire   

amount  o f   securities.   

Governor  Norris,  I t   i s   negligible  i n   comparison   

to  the  total  amount,  but  i t   would  be  more  than  suffi-   

cient  probably  t o   cever  a n y   one  case,   

The  Chairman.  I  would  like  t o   svggest  t o   the   

meeting  that  this  i s   a  type  o f   topic  which  each  one   

of  u s   will  want  t o   deal  with  b y   conference  w i t h   counsel    
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at  home,  a S   we  are  doing.  I  do  not  suppose  this  meeting   

is  prepafedito  pass  upon  the  questions  o f   responsibility   

involved  o r   even  t h e   f o r m   o f   a  circular,  T h e   topic  w a s    

put  o n   the  program  for  the  purpose  o f   developing,  e y    

possible,  a  uniform  practice,  the  reason  for  a  uniform   

practice  i n   this  case  being  that  i f   liabilities  arise   

we  are  not  only  fortified  b y   having  given  evidence  o f    

uniform  practice  a n d   careful  consideration  o f   the   

matter,  but  if  decisions  result  what  would  apply  t o   the   

responsibilities  covered  b y   the  circular  o f   one  bank   

would  equally  apply  t o   all  o f   the  others,  a n d   inasmuch   

as  we  proposed  this  topic  i n   New  York  I  would  like  t o    

propose  a  course  o f   procedure  now  that  w e   have  had  some   

discussion  o f   this  question  o n   liability,  a n d   that  i s    

that  we  might  pass  a  resolution,  i f   agreeable  t o   you,   

that  it  is  the  sense  of  this  meeting  that  the  circu-   

lars  of  the  Reserve  Bank:  dealing  with  the  subject  of   

its  responsibility  a s   bailee  b e   uniform  and  that  the   

form  o f   the  circular  should  be  arrived  a t   by  possibly   

submitting  the  comments  o f   the  counsel  o f   the  respective   

Reserve  Banks  upon  the  proposed  form  of  circular  t o    

counsel  for  the  Federal  Reserve  Board,  o r   Mr.  Harri-   

son,  o r   t o   whomever  y o u   prefer;  b u t   i f   i t   i s   your  desire    
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to  have  a  uniform  circular  t o   cover  this  mtter  i t   will   

then  require  submission  t o   the  respective  cainsel  a n d    

having  the  result  submitted  t o   Some  common  center.   

Governor  Norris,  W e l l ,   w e   have  not  issued  any   

circular  and  I  think  we  would  prefer  not  t o   issue  any.   

Vie  d o   not  Want  t o   invite  these  deposits,  w e   never  do,   

People  ask  rhether  they  can  bring  then  i n   and  then  they   

bring  them  in.  T h e   only  thing  w e   say  to  then  i s   that   

if  they  leave  their  securities  with  us  we  will  give   

them  the  same  care  as  we  give  cur  own,  a m   w e   let  it  go   

at  that,  T h a t   i s   all  we  say  to  them.  W e   d o   not  give   

t h e m   a  formal  receipt,  w e   just  write  this  letter;   

"Ge  advise  you  that  we  are  holding  for  your  accom   

modation  and  for  your  account  and  risk  the  following   

securities,  subject  t o   your  order."   

Governor  Morss,.  W e   have  reached  somevhat  the   

same  c o n c l u s i o n ,    

Governor  Young.  V e   went  into  this  abcut  a  year   

ago  and  our  attorney  came  t o   the  conclusion  similar  t o    

the  conclusion  Mr.  Harrison  has  reached,   

“hen  w e   discussed  the  advisability  o f   sending  out   

a  circular  t h e   question  was  discussed  whether  w e   should    
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send  out  a  circular  t o   practically  every  bank  i n   the   

Jistrict  a n d   p u t   i n s u r a n c e   o n   t h e   s e c u r i t i e s   w e   r e r e    

holding  for  them,  a n d   I  may  say  we  hold  a  good  many  se-   

curities  because  the  vaults  o f   a  good  many  of  the   

banks  i n   our  district  are  very  poor.  T h a t   would  ne-   

cessitate,  a S   w e   realize,  giving  t o   every  insurance   

company  i n   the  United  St-tes,---and  a  lot  o f   them  are   

little  o n e   horse  concerns---a  complete  description  o f    

our  vault,  which  we  did  not  want  to  do.  S o   we   

elected  not  to  send  that  circular  cut,  and  we  placed   

@  million  dollars  d  insurance  o n   those  securities,   

which  perhaps  was  not  G6nough.  B u t   that  i s   the  way  we   

handled  it,.  and  we  vould  prefer  not  to  send  that  cir-   

cular  out.   

We  have  the  same  clause  o n   our  acknotledgment,  w e    

do  the  same  thing  that  Gcvernor  sorris  says  h e   does,   

we  simply  acknovledge  receipt  a n d   put  that  same  state-   

ment  o n   that  is  recommended  i n   the  circular.  I  bring   

that  u p   because  some  o f   the  other  banks  may  not  want  t o    

give  a  description  o f   their  vaults  t o   every  concern   

in  the  jnited  States.   

Governor  Calkins.  t i e   d o   not  e n d   would  n o t   want    
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Mr.  Harrison.  -  Governor  Young  dogs  your  insur-   

ance  volicy  ournort  t o   protect  y o u   o r   your  member  bank   

in  a  case  where  you,  the  Federal  Reserva  Bank,  are  not   

ne  giigent?   

Governor  Young.  ~ I   cannot  answer  that.  T h e   insur-   

ance  policy,  I  know  a t   the  time  w e   took  it,  was  t o   cover   

anything  that  was  lost  i n   our  institution.   

Mr.  Harrison.  ‘ W e   have  looked  into  that  carefully   

and  insurance  companies  have  rofused  point  blank  t o    

insure  us,  except  Lloyd's,  I  believe---   

Governor  Young.  I  think  this  is  a  Lloyd's  policy---   

Mr.  Harrison  (continuing)  have  refused  t o   insure  us   

against  anything  o n   which  w e   are  not  negligent,  o n   which  w e    

are  not  liablo  otherwise.   

Governor  Young.  i e   h a d   the  same  experience.   

Governor  V a n   Zandt.  i n s u r a n c e   company  would   

not  insure  us  against  anything  that  we  are  not  liable   

ON»   

Governor  Galkins.  Y e   had  the  same  experience,  that   

the  company  would  n o t   insure  u s   o n   anything  w é   were  n o t    

liable  on;  and  then  did  specifically.  W e   have  a   

rider  o n   the  policy  that  provides  w e   are  insured  o n    

those  securities  that  w e   hold  and  have  a  resistered   

description  of,  which  belong  t o   our  member  banks,  on   

which  i t   is  admitted  w e   aro  not  liable.  f - t h i n k   ait    
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the  banks  have  gone  into  this  more  o r   less,  but  i t   seems   

tbo  me  i t   i s   highly  desirable  t h a t   a  uniform  practice   

should  be  adopted,  a n d   I  suppose  Governor  Strong's  sug-   

gestion  perhaps  means  a  committes,and  I  think  i t   should   

be  carried  out,   

we  have  recently  had  called  t o   our  attention  b y    

the  Treasury  Department  our  habit  of  giving  receipts   

to  depositing  officers,  officers  depositing  securities,   

bonds,  United  States  securities,  for  which  we  disclaim   

responsibility.  T h e   Treasury  Department  asked  us   

from  o u r   roccipt.   

to  eliminate  that/  T h a t   is  another  phase  of  the  same   

question.  B u t   I  do  not  see  that  there  can  be  any   

Question  about  t h e   desirability  o f   uniform  practice   

by.  the  Federal  Reserve  Banks  i n   a  matter  a s   important   

as  this.   

Governor  Wellborn.  D i d   I  correctly  understamd   

you  that  they  would  insure  y o u   against  loss  when  you   

were  n o t   legally  liable?   

Governor  Calkins,  T h a t   they  would  insure  u s    

against  loss  o f   securities  held  for  safe  keeping,  f o r    

which  i t   is  admit  ted  we  are  not  liable.,   

Governor  Seay.  T h e r e   remains  i n   our  minds  some    
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doubt  a s   t o   the  expediency  o f   exciting  the  minds  o f    

member  banks  b y   the  issyance  o f   a  circular  which  re-   

cites  o n   its  face  that  w e   appreciate  t h a t   t h e   following   

is  merely  a  statement  o f   the  situation  a s   i t   has  al-   

ways  existed  a n d   that  n o   new  questions  a r e   presented.   

It  raises  n o   new  guestion  o f   law.  T h e r e f o r e   w e   have   

doubted  the  expediency  o f   exciting  the  minds  o f   our   

member  banks  b y   the  issuance  o f   a  circular.   

The  Chairman.  f e l l ,   that  question  o f   policy  i s    

before  u s   very  actively.  ‘ W e   have  not  decided  t o   do   

this.  I t   seams  wise,  a s   we  are  all  interested  i n    

the  samc  fashion,  t o   consider  i t   here  before  w e   send   

out  such  a  circular.  I t   might  spread  i n   its  effect.   

On  the  other  hand,  i f   we  are  correct  i n   our  belief  that   

there  i s   a  very  hazy  and  indefinite  understanding  b y    

banks  generally  o f   the  extent  o f   the  security  which   

they  obtain  b y   depositing  valuables  with  the  Federal   

Reserve  Bank,  i t   seems  rather  unfair  t o   them  to  let   

them  b e   lured  into  a  sense  o f   security  which  does  n o t    

exist.   

Governor  Seay.  I  have  n o   doubt  that  few  banks   

are  aware  that  w e   are  not  liable  under  all  circumstances   

for  securities  which  w e   hold  a s   collateral  f o r   their    
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obligations  and  that  they  can  be  compelled  t o   pay  the   

obligations  whether  w e   deliver  them  back  the  securities   

or  not,  under  certain  circumstances.  B u t   whether  w e   are   

called  upon  t o   educate  our  member  banks  i n   this  way  b y   a   

general  circular  reviewing  the  whole  subject  i s   something   

we  are  not  fully  conmitted  to.   

The  Chairman.  Suppose  m y   suggestion,  then,  b e    

made  a  little  more  comprehensive,  t h a t   reports  b e    

gent  back  t o   some  central  place  indicating,  first,   

whether  i t   is  desirable  a s   a  matter  o f   policy  t o   send   

out  a n y   circular;  and,  second,  i f   i t   i s   desirable,  w h a t    

form  the  circular  should  take  o r   what  practice  should   

be  adopted  uniformly  b y   all  the  Reserve  Banks.  w h a t    

I  am  seeking  i s   not  s o   much  t o   secure  the  adoption  o f    

one  o r   another  form  o f   circular  a s   the  adoption  o f   a   

uniform  practice,  a n d   that  that  practice  shall  b e   based   

on  the  best  information  w e   can  get  o f   what  i s   the  wiss   

and  safe  thing  for  the  Reserve  Systom  t o   do.   

ae  G o v e r n o r   V a n   Zandt.  I  think  that  suggestion  i s    

very  good  a n d   I  would  like  t o   offer  that  a s   a  motion.   

Governor  Norris.  I  second  the  motion.   

The  Ghairman.  I s   there  further  discuséhon  o n    

that  motion?  3   

Governor  F a n c h e r .   S h e l l   w e   r e f e r   t h e   m a t t e r    

pack  t o   Mr.  Harrison?    
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Governor  V a n   zandt.-  H o w   about  having  t h e   matter   

canvassed  b y   Mr.  daarrison  and  presented  a t   the  next   

Gonference?   

The  Ghairman.  I  think  that  is  a  very  good  sug-   

gestion,  b u t   I  hope  you  will  not  object  t o   having  Mr.   

Hart  take  i t   u p   instead  o f   Mr.  darrison.  d e   has  been   

doing  the  work  o n   this  particular  mattere   

Governor  Norris.  T h e   next  Conference  i s   six  months   

off.  M o s t   o f   the  deposits  that  most  o f   us  will  get   

will  come  within  the  next  six  months,  s o   that  i f   i t   is   

going  t o   be  done  a t   all,  i t   seems  t o   me  that  i t   ought   

to  be  done  before  six  months.   

The  Chairman.  I  understand  Governor  Van  zandt's   

motion  t o   be  that  the  question  shall  be  submitted  t o   the   

respective  Keserve  Banks  b y   Mr-  darrison  o r   Mr.  dart,   

first  as  t o   the  practice  which  w e   shall  adopt,  i n   re-   

spect  o f   this  particular  liability,  o r   t o   safeguard   

ourselves  against  liability,  and,  second,  i f   i t   takes   

the  form  o f   a  circular,  w e   ought  t o   secure  the  views  o f    

the  respective  Keserve  Banks  a s   t o   the  kind  o f   circular   

to  be  employed,  a n d   i f   i t   is  agreeable  that  the  report   

on  t h a t   m a t t e r   b e   m a d e   b a c k   b e f o r e   t h e   n e x t   Gonference,    
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can  ask  dre  dart  t o   try  t o   do  so,  a s   he  undoubtedly  will   

able  to.   

Governor  Calkins.  I  think  that  the  matter  could   

be  discussed  by  the  Conference,  and  should  be  discussed   

by  the  Conference,  r a t h e r   than  b y   correspondence.   

Governor  Norris  suggested  s i x   months.  I  hope  h e   i s   right.   

but  I  a m   aot  s o   sure  about  that.  I  think  that  w e   might   

get  together  before  that.   

The  Chairman.  O n e   view  i s   that  we  should  proceed   

more  promptly  t h a n   having  i t   considered  a t   the  next  Con-   

ference,  a n d   the  other  i s   that  i t   should  b e   held  until   

the  next  Conference.   

Governor  Seay.  I t   i s   n o   more  pressing  t h a n   i t   has   

been  during  t h e   past  t w o   yeers,  a n d   I  believe  that  t h e    

course  which  y o u   suggest  i s   perhaps  t h e   only  o n e   which   

is  lixely  t o   receive  general  concurrence,  a n d   I  second   

the  adoption  of  the  proposal  that  you  have  made.   

The  Chairman.  T o   proceed  more  rapidly?   

Governor  Seay-  N o .   T h a t   you  props  ed  adopting   

the  course  whereby  i t   would  come  u p   at  the  next  Confer-   

ence.  T h a t   was  your  first  suggestion,  was  it  not,  Mr.   

Chairman?    
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The  Chairman.  N o   sir.  Governor  Van  Zandt's  motion   

was  not  t o   that  effect,  but  if  i t   is  agreeable  t o   him   

to  have  i t   wait  until  t h e   next  Conference,  a n d   i t   i s    

agreeable  a l s o   t o   Governor  Norris,  I  will  p u t   the  motion   

in  that  forme   

Governor  Seay.  D i d n ' t   you  contemplate,  Governor   

Ven  Zandt,  t h a t   i t   would  come  u p   for  decision  a t   the  next   

Conference?   

Governor  Van  Zandt.  I  did  not  know  but  what  we  could   

come  t o   a  decision  b y   mail,  when  I  made  m y   motion.  I  am   

advised  b y   the  Governor  o n   my  right  that  there  may  be   

a  Conference  earlier  than  six  months.  I f   he  had  any   

real  inside  information  o n   that,  I  am  willing  t o   have   

that  inserted.   

Governor  Calkins.  I  have  n o   inside  information  o n    

that,  but  I  have  to  suggest  that  it  probably  will  taxe   

nearly  six  months  t o   thresh  this  thing  out  satisfactor-   

ily  b y   correspondence,  a n d   we  may  not  be  making  any  speed   

by  that  means.  T  also  think  i t   should  b e   discussed  b y    

Conference  committee.  I  have  n o   inside  information.  3   

disclaim  any  inside  information  regarding  anything.   

Tne  Chairman.  w e l l ,   then,  how  about  modifying  the    
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motion  that  Mr.  dart  b e   requested  t o   proceed  with  t h e    

utmost  speed  i n   getting  the  views  for  resubmission  and   

leave  the  question  open  for  decision  a s   t o   whether   

can  act  o r   cannot  act,  until  another  Conference  i s    

Governor  V a n   zandt.  T h a t   i s   satisfactory.   

Governor  Morss.  I f   there  was  any  unanimity,   

could.  I f   not,  i t   would  b e   difficult,;.   

The  Chairman.  Exactly.  T h a t   i s   what  I  had  i n   mind.   

Then,  the  motion  i s   t o   refer  the  matter  t o   Mr.  Hart   

for  obtaining  these  expressions  o f   legal  and  other  views   

ag  promptly  e s   possible.  T h i s   motion,  I  understand,  will   

dispose  of  topics  I,  II  and  III  under  (c}.   

{The  motion  wes  put  and  unanimously  carried).   

"Review  of  policy  of  paying  extra  compen-   

gation  i n   view  o f   the  apparently  falling   

retail  prices".   

The  Chairman.  T h e   next  topic  i s   "Review  of  policy  of   

paying  extra  compensation  i n   view  o f   the  apparently  falling   

retail  prices".  T h i s   was  p u t   upon  the  program  for  this   

particular  reason:  there  are,  I  believe,  b u t   three  Federal   

Keserve  banks  that  have  paid  special  compensation  t o    

cover  t h e   increased  cost  o f   living,  t o   the  employes  o f     
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the  banks,  i n   quarterly  periods;  a  number  o f   them  p a y    

semi-annually,  s o m e   o f   them  p a y   that  compensation  a n -    

nually,  a n d   I  think  o n e   bank  makes  n o   payment  o f   special   

compensation.   

The  New  York  Bank,  being  one  o f   the  banks  which  pays   

quarterly,  when  w e   came  t o   consider  this  subject  i n   Mareh,   

it  aopeared  that  there  had  been  a  measureable  decline  i n    

the  cost  o f   living  i n   various  sections  o f   the  country,   

which,  a s   i t   happened,  was  rather  less  i n   New  York  than   

elsewhere,  because  o f   the  situation  there  i n   rents,  a s    

much  as  anything  else.  T h e   rents,  w e   found,  had  actually   

‘advanced  still  further.  W e   were  generally  o f   the  impres-   

sion  that  the  amount  o f   special  compensation  which  we  had   

allowed  t o   clerks  t o   offset  the  increased  living  costs   

had  been  allowed  rather  later  than  the  advance  i n   living   

costs  which  had  taken  place,  and  i t   never  compensated   

them  for  the  maximum  advance  which  h a d   taken  place,  b u t    

inasmuch  a s   this  was  the  first  quarter  i n   which  a  re-   

adjustment  was  apparently  indicated  a s   possible  b y   the   

cost  o f   living  index  figures,  r e   thought  i t   would  b e   a   

little  harsh  and  hasty  t o   take  advantage  o f   the  first   

moment  where  this  could  b e   reduced,  a n d   w e   secured  t h e     

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



consent  o f   the  Federal  heserve  Board  t o   pay  the  regular   

extra  compensation  that  had  been  formerly  paid,  w i t h   a   

definite  notice  t o   the  employes  that  i t   would  b e   reduced   

by  a t   least  a  certain  amount  a t   the  e n d   o f   the  next  quart-   

ere  N o w ,   w e   find  that  when  w e   submitted  t h e   recommnenda-   

tions  having  t o   do  with  compensation  t o   the  Federal  Ke-   

serve  Eoard,  naturally  comparisons  are  made  between  the   

different  Federal  Hheserve  Banks,  a n d   I  am  interested,  n o t    

that  any  action  i s   desired,  but  I  am  interested  i n   gen-   

eral  t o   get  some  expression  o f   the  vies  o f   the  Governors   

of  the  banks  a s   t o   what  policy  ought  t o   be  adopted  from   

now  on,  i n   paying  this  extra  compensations   

Governor  Van  Zandt.  Might  I  ask  if  Dallas  was  the  one   

bank  that  y o u   said  was  n o t   paying  a n y   extra  compensation? 
  

we  are  n o t   paying  a n y   extra  compensation.  w e   did  p a y    

quarterly.  k e   are  paying  none  now.   

The  Chairman.  I  think  there  was  one  bank.  I  am  not   

sure  I  knew  which  one  i t   was.   

Governor  Van  Zandt.  w e   adopted  the  graduated  scale   

plan  thet  was  proposed  b y   the  Federal  “eserve  Board.   

Governor  *ellborn.  ‘ w e ,   too,  m a d e   u p   our  minds  i n    

Atlanta  that  w e   will  pay  semi-annually,  a n d   i n   July  w e     
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would  l i e   t o   pay  just  about  half  o f   what  w e   have  been   

paying  heretofore,  o n   account  o f   the  reduction  i n   the  cost   

of  living.  A s   you  say,  rent  i s   the  one  thing  that  has   

not  gone  down.  Probably  not  until  next  fell  will  it  go   

down,  waoen  the  n e w   leases  a r e   made»  n e   think  5 0   per   

cent  o f   what  w e   have  been  paying  would  b e   about  correct.   

Toe  Chairman.  I  did  not  went  t o   suggest  that  i t    

was  our  view  that  the  rate  o f   compensation  o r   extra  com-   

pensation  should  be  uniform.  T h a t   was  not  what  I  had  i n  
  

mind,  but  in  general  thet  the  treatment  of  the  scheme  by   

reducing  extra  compensation  might  well  be  considered   

together,  because  otherwise  s o m e   o f   u s   might  b e   continuing   

it  and  others  reducing  i t   or  discontinuing  it,  and  it   

might  cause  embarrassment.   

Governor  Seay.  a r e   there  any  cost  o f   living  index   

figures,  based  upon  retail  prices?   

The  Chairman.  T h e   Bureau  o f   Labor  Statistics  i n    

the  Labor  Department  does  get  out  such  information,  i 
 be-   

lieve.   

Governor  Fancher.  3 @   ere  o n e   o f   the  three  banks  that   

is  making  payments  quarterly,  o f   bonus.  I n   discussing  the   

matter  i n   March,  preparatory  t o   the  April  ist  payments,    
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our  managing  committee  a n d   o u r   executive  committee  gave   

this  matter  a  good  deal  o f   thought,  with  the  result  that   

we  cut  our  percentage  2 0   per  cent.  k e   were  paying  2 0    

per  cent  t o   employes  Whose  wage  was  p i 5 0 0 . 0 0   a n d    

under;  1 5   per  cent  o n   g1500.00  t o   3000.00,  a n d   1 0   per   

cent  o n   ~3,000  t o   ~6,000.00.   

The  Chairman.  f e   have  the  same,  except  that  our  limit   

is  %5,000.00  instead  o f   w6,000.00.   

Governor  Fancher.  . e @   just  cut  that  20  per  cent  and   

paid  16,  1 2   and  8,  leaving  t h e   breaks  t h e   same,  a s   t o   di-   

visions  o f   salaries,  a n d   with  a  notice  that  there  has  been 
  

some  decrease  i n   living  costs.  I t   has  not  been  marked,   

but  w e   felt  that  the  time  had.  come  t o   make  some  reduction, 
  

and  w e   were  making  the  start  with  the  notice  that  the 
  

probabilities  are  that  during  the  year,  i f   living 
 con-   

ditions  shoved  a  further  reduction,  t h e   bonus  might 
 be   

entirely  removed,  s o   that  our  employes  @re  o n   notice   

thet  perhaps  b y   the  e n d   o f   the  year  w e   will  discontinue   

entirely  t h e   payment  o f   the  bonus  »   

The  Chairman.  H a v e   you  contemplated  adding  any  part 
  

of  the  bonus  t o   the  permanent  saleries?    
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Governor  Fancher.  x e   are  adjusting  the  salaries  o n    

the  anniversary  date  o f   employment.  # 8   set  u p   a  cert-   

ain  schedule  o f   adjustment  which  prevails  f r o m   June  Ist,   

1920,  t o   June  Ist,  1921.  “shat  we  may  d o   beyond  that,  and   

to  what  extent  w e   may  take  into  consideration  the  abol-   

ishing  o f   the  bonus  i n   increasing  the  wages  and  salaries,   

has  n o t   been  determined.  T h a t   i s   a  question  that  will  b e    

before  us.   

The  Ghairman.  G o v e r n o r   Morss,  w h a t   d o   y o u   propose  t o    

do  about  extra  compensation?   

Governor  Morss.  “ e l l ,   w e   made  a  statement  when  the   

bonus  was  paid  the  ist  of  January,  t o   give  people  notice,   

that  conditions  were  changing;  that  when  the  next  bonus   

time  came  around,  t h e   bonus  might  b e   reduced,  circumstances   

might  come  around  s o   that  we  should  abolish  i t   eltogether,   

so  that  they  could  have  those  possibilities  i n   mind.  # e    

take  i t   up  every  six  months,  and  we  have  paid  a  smaller   

bonus  the  lst  of  July  than  we  did  the  Ist  o f   January.  i l e    

take  i t   at  the  e n d   o f   six  months  entirely  o n   the  condi-   

tions  obtaining  a t   that  time.  O u r   basis  i s   primarily   

what  is  being  paid  by  banks  i n   boston  for  similar  serv-   

ice.  O u r   saleries  are  not  the  highest  nor  the  lowest.    
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They  are  about  i n   the  middle.  w e   take  i t   up  as  a  separ-   

ate  question  every  s i x   months,  h o w   much  w e   p a y   them,  a n d    

if  i t   seems  necessary  w e   pay  more,  a n d   we  are  prepared   

toe  abolish  i t   i f   w e   think  conditions  a r e   proper.   

The  Chairman.  I n   this  connection,  I  think  i t   is   

going  t o   be  obvious  t o   all  o f   us  that  the  clerks  can-   

not  be  relied  upon,  particularly  i n   so  large  a  bank  as   

ours,  where  y o u   get  a i l   o a r   ties  o f   personalities,  t o    

readjust  their  scale  o f   living  with  the  change  i n   living   

costs,  a n d   the  change  i n   compensation.  T h e y   have  spent   

the  money  that  they  have  received.  T h e y   will  increase   

their  living  standard;  they  will  find  difficuity  i n    

shrinking  with  the  reduction  i n   the  extra  compensation.   

Now  i t   has  been  discovered  b y   a  little  cautious  inquiry   

in  the  New  York  Bank  that  cases  o f   distress  arise;  some   

of  them  absolutely  unavoidable.  I  suppose  all  o f   you   

have  had  experience  with  this  thing,  where  a  clerk  una-   

voidably  gets  in  debt.  Doctors’  bills,  illness,  fires,--   

all  sorts  o f   things  happen  t o   them.  k e   were  dealing   

with  guite  a  number  o f   cases  o f   that  sort.  I  am  sorry  t o    

say  that  w e   h a d   one  defalcation,  a  small  one;  i t   did  not   

result  i n   any  loss--that  was  directly  attributable  t o   the    
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fact  that  this  man  had  illness  i n   his  family  and  got  i n    

debt,  and  got  i n   a  panic,  and  stole  two  o r   three  bonds,   

which  were  returned.  A f t e r   a  good  deal  o f   study,  w e    

decided  t o   charge  out  of  our  earnings,  i n   the  case  o f   the   

New  York  Bank,  the  sum  of  g10,000.00  t o   be  administered   

as  @  separate  sort  o f   relief  fund,  without  anycne  knowing   

anything  ebout  i t   i n   the  bank.  T h e   Federal  keserve  Board,   

When  I  brought  i t   u p   and  rec  cmmended  that  o n l y   ~5,000  b e    

so  employed,  suggested  that  i t   b e   increased  t o   ~10,000.   

Toey  seemed  t o   heartily  approve  o f   the  plan,  and  w e   are   

now  i n   a  position  s o   that  the  head  o f   the  department   

of  personnel,  vhere  these  extreme  cases  o f   difficulty   

arise,  has  got  a  fund  t o   draw  upon,  N o   advances  a r e   ~   

made  t o   any  employe  without  i t   receives  m y   personal  ap-   

proval.  T h e   facts  are  investigated  and  submitted  t o    

me,  a n d   i f   i t   seems  justifiable  a  note  i s   signed  b y   the   

employe  for  the  amount  o f   the  advance.  I t   is  taken  out   

of  his  salary,  a  little  s u m   o f   money,  a n d   subsequent  r e -    

payment  i s   made  b y   these  deductions  from  his  salary  i f    

that  i s   the  feasible  thing.  I t   has  the  effect  o f   keeping   

these  people  o u t   o f   the  hands  o f   loan  sharks,  a n d   w e   feel   

that  i t   is  a  protection  t o   the  bank,  against  the  breaking    
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down  o f   morale  here  and  there.  I  do  not  want  t o   urge  that   

you  do  the  same  thing,  but  i t   is  an  experience  that  i s    

worth  considering.   

Governor  Biggs.  T h a t   i s   very  desirable.  x e   had   

three  cases  i n   six  months,  where  employes  h a v e   gone  t o    

So   
the  hospital  f o r   major  operations,  where  t h e y   only 

 had   

their  salary,  with  nothing  else  t o   pay  for  them.  W h e n    

they  were  assured  that  they  would  b e   taken  care  of,  i t  
  

was  helpful  t o   them.  J u s t   imagine  the  effect  that  i t    

has  o n   anyone  who  is  going  through  a n   illness,  lying   

there  worrying,  i f   you  can  relieve  them  o f   that,  they   

will  recover  much  more  speedily,  »  They  have  never 
 asked   

for  relief,  but  the  officers  went  s o   far,  a t   least 
 I   

did,  with  the  others,  t o   agree  t o   be  responsible  for   

a  thousand  dollars  t o   that  extent,  i f   w e   can  get  the   

Board  t o   permit  us  t o   do  it.   

The  Chairman.  w e l l ,   w e   have  had  various  things   

happen  i n   the  bank.  w e   found  i n   the  course  o f   the  in-   

vestigation  that  the  department--some  o f   our  departments   

have  two  o r   three  o r   four  hundred  people  i n   them--a   

member  o f   a  department  would  b e   taken  i411  and  they  would   

club  together  and  each  o f   them  put  i n   a  dollar  t o   take 
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care  o f   this  individval.  f t e r   all,  that  i s   rather   

an  unregulated  way  o f   doing  it.  T h e   spirit  i s   ali   

right,  but  i t   seems  sort  o f   a  cold-blooded  attitude   

for  the  bank  to  take.  I t   throws  the  burden  of  doing   

that  o n   these  employes  who  are  l i v i n g   o n   small  selaries.   

I  think  the  plan  which  we  have  adopted  i s   going  t o   be   

2  wholesome  one.  O n   the  other  hand,  w e   have  n o t   made   

it  generally  known  t o   the  clerks,  else  i t   be  a n   encour-   

agement  t o   improvidence,   

Governor  Biggs.  Y e s ,   I  think  that  i s   right.  I   

would  like  t o   see  a  recommendation  g o   to  the  Foard  that   

all  federal  Reserve  Banks  be  permitted  t o   have  a  relief   

fund,  something  along  the  line  that  you  have  mentioned,   

and  that  n o   money  b e   expended  without  the  O  K  of  at   

least  the  Chairman  o r   the  Governor  o f   the  bank.   

Governor  Seay.  “«Ouldn't  i t   be  better  that  eadh   

Federal  bank  take  the  matter  u p   privately  with  the   

board?  There  would  be  less  probability  of  the  matter   

becoming  known  t o   the  employes  generally.   

The  Chairman.  I  think  i t   might  be  interesting  that   

you  should  know  the  attitude  o f   the  Board.  I  am  not   

asking  that  any  action  be  taken.  B u t ,   now  that  you    
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432   

do  know  what  has  t r a n s p i r e d   in  New  York  a t   least,  y o u    

will  not  charge  m e   with  having  concealed  i t   from  you.   

Governor  Seay.  S i n c e   the  subject  o f   this  discussion   

is  the  review  o f   the  policy,  I  would  like  t o   state  that   

it  is  our  practice  t o   adjust  the  salaries  upon  the  anni-   

versary  o f   employment;  semi-anniversary  a n d   anniversary   

of  employment,  a n d   that  w e   gave  notice  a t   the  last  p e r i a - -    

it  seemed  that  the  bonus  was  liable  t o   a  reduction  com-   

mensurate  w i t h   the  discount  i n   the  cost  o f   living,  a n d   w e    

so  notified  them.   

The  Chairman.  D o e s   anyone  else  care  t o   discuss  this   

question  o f   special  compensation  any  further?   

Governor  Young.  M r .   Chairman,  l a s t   June  w e   noti-   

fied  the  employes  t h a t   the  bonus  might  b e   discontinued.   

They  just  assumed  that  they  would  get  i t   the  same  a s   they   

always  have,  s o   thet  last  December,  b y   a  resolution  o f    

our  directors,  they  were  notified  i n   very  specific  lan-   

guage  that  the  practice  o f   paying  bonus  would  be  discon-   

tinued  with  the  Federal  Heserve  B a n k   i n   Minneapolis,  s o    

that  there  i s   n o   argument  about  i t   from  now  on.  h e   are   

through  with  it.   

The  Chairman.  t i e   did  the  same  thing.  W e   did  not    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



discontinue  it,  b u t   i t   was  reduced.   

Governor  Young.  f e   said  it  was  not  going  to  be  paid.   

Governor  Calkins.  i e   made  a n   adjustment  o f   salaries   

the  Ist  of  January  o f   this  year,  a r d   notified  the  employes   

that  i t   was  our  expectation  a t   the  end  o f   the  half  year   

hat  t h e   bonus  would  b e   paid  o n l y   t o   those  employes  whose   

were  1300  o r   less,  and  that  from  that  time  o n    

would  b e   decreased  until  i t   disappeared  alto-   

gether.  s e   also  notified  them  that  there  might  not  be  any   

bonus  paid  hereafter.  I  think  there  i s   justification  f o r    

continuing  the  bonus  t o   the  lower-paid  employes  longer  than   

to  the  higher  salseried  employes.   

In  regard  t o   this  relief  fund,  I  think  that  inasmuch   

as  the  Board  has  authorized  the  Federal  keserve  Bank  t o    

do  a  very  laudable  thing,  i t   ought  to  authorize  the  rest  of   

us,  a n d   undoubtedly  would.  I  believe  i t   i s   for  t h e   benefit   

of  the  service  t o   take  care  o f   every  case  o f   that  kind   

that  we  have,  not  t o   B e   one.  i e   have  done  it,  but   

not  b y   such  means.   

The  Chairman.  I  a m   frank  t o   say,  Governor  Calkins,   

that  I  started  i n   a  modest  way  t o   do  a  bit  o f   this  job   
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a  salary  increase  a p p l i c a t i o n   for  the  Governor  o f   the   

Bank,  a n d   there  were  quite  a  few  cases  arising,  a n d    

that  was  i n   any  event  a n   irregular  way  t o   do  it.  I d o    

not  think  the  relationship  o f   debtor  and  creditor  should   

exist  between  any  two  employes  o f   the  Federal  Reserve   

¢   
Bank,  either  a  department  o r   between  t h e   officers  a n d    

employes.  I t   certainly  might  have  t h e   effect  o f   modify-   

ing  one's  attitude  towards  a  specific  case  i n   the  bank.   

This  discussion  has  brought  out  all  that  I  had  i n    

mind,  a n d   unless  someone  wishes  t o   continue  it,  I  have   

no  action  t o   propose  t o   the  meeting.   

Are  y o u   ready  t o   proceed  t o   the  next  topic?   

The  Chairman  (continuing).  I  want  to  call  the  atten-   

tion  of  the  meeting  to  the  fact  that  topic  (e)  is  one  of   

a  character  which  must  be  considered  b y   a  committee.  I i    

is  not  a  matter  that  could  be  worked  out  a t   this  meet-   

ing,  and  i f   there  i s   any  disposition  o n   the  part  o f   the   

Governors  t o   develop  a  system  and  these  different  matters   

upon  a  basis  o f   classification  o f   salary  compensation   

by  measured  service  and  s o   on,  i t   might  b e   well  t o    

suggest  the  appointment  o f   a  committee  t o   deal  with  it,   

put  I  do  not  feel  competent  t o   deal  with  i t   here.  I t     
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is  a n   exceedingly  complicated  matter.   

Governor  Seay.  C o u l d   y o u   briefly  explein  what  y o u    

mean  b y   that?   

The  Chairman.  I n   general,  I  would  lixe  t o   read  a   

prief  portion  o f   a  memorandum  that  I  have  here  o n   that   

sub  ject.   

"Obsect  to  be  accomplished  by  8  meesured  service  is   

to  make  a  salarystudy  instead  o f   by  relating  i t   accu-   

rately  t o   the  quantity  end  quelity  o f   work  performed",   

where  i t   is  possible  t o   measure  the  work.  I t   is  wpon   

the  basis  o f   ovtput.  T h a t   is,  i t   approaches  that  basis.   

As  a  matter  o f   fact,  I  believe  the  Federal  Heserve  Bank  o f    

Chicago  has  a  basis  o f   compensation  i n   its  transit  de-   

partment  that  i s   measured  service,  according  t o   the   

amount  o f   work  and  the  quality  o f   work  performed.   

"steps  t o   accomplish  the  object.  First,  estab-   

a   
lish  a s   a  standard/fair  dey's  work  i n   any  routine  ac-   

tivity  which  lends  itself  t o   measurement."   

“Gompilation  of  statistics  a s   to  the  quantity  and   

quality  o f   output.   

"  Second,  to  establish  rate  of  pay  as  commensurate   

-put   

with  the  standard  day's  out/determined  upon."  T h a t   is    
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the  base  rate,  s o   to  speak.   

"G;  Share  equally  rith  the  employes  the  value  @  the   

output  accomplished  i n   excess  o f   the  standard  set".   

It  i s   a  distinct  incentive  o f   course,  i f   possible   

of  application  i n   4  bank.  I o w a   o p i n g   G o v e r n o r    

iicDougal  would  b e   here  t o   explain  the  results  thet  have   

been  accomplished  i n   Chicago  b y   applying  compensation   

upon  the  basis  o f   the  measured  service.  I  understand   

that  i t   is  good,  a n d   as  our  problem  i s   three  o r   four  o r    

five  times  a s   large  a s   theirs  i n   that  single  department,   

we  are  studying  i t   with  a  vier  t o   possibly  adopting  it.   

Governor  Norris.  T h a t   i s   piecework  with  a  bonus   

for  excess  output,  isn't  it?   

The  Ghairman.  I t   i s   a  little  different  f r o m   that,   

Governors  I t   establishes  a  standard  o f   work  for  every   

employe  w h o   desires  t o   remain  i n   the  service  o f   the   

pank;  then  i t   jetewliebed  ¢  basis  o f   promotion  i n   the   

various  classified  salary  standards  adopted  b y   the   

bank.  I t   is  quite  impossible  generally  i n   a  bank  t o    

apply  t h e   system  o f   a  measured  service  without  having   

classify  the  service  a s   well  as  the  salaries.   

Governor  Norris.  k e   have  adopted  that  i n   a    
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classified  form.  ¥ e   made  three  classes,  junior,  inter-   

mediate,  a n d   then  we  have  what  we  call  senior  employes.   

A  new  employe  starting  i n   as  a  junior,  a n d   when  h e   dem-   

onstrates  capacity  above  the  average,  h e   goes  into  inter-   

mediate,  a n d   when  h e   demonstrates  exceptional  capacity   

he  goes  i n t o   the  senior  class.   

The  Chairman.  s n o w   do  you  demonstrate  it?   

Goyernor  Norris.  B y   comparison  o f   his  o r   her  work   

with  the  standard.   

The  Chairman.  Y e s .   #WELl1l,  that  i s   the  principle   

that  applies.  T h e   only  question  i s   whether  the  measure   

of  work  i n   the  bank  i s   extended  beyond  t h e   personal  o b -    

servation  o f   the  head  o f   the  department,  o r   whether  a n    

actual  measure  i s   applied.   

Governor  Norris.  k e   try,  a s   f a r   a s   possible,  t o    

make  i t   a  matter  o f   measurement.   

Governor  biggse  Y o u   can  d o   that  very  easily  i n   the   

transit  department,  b y   the  number  of  items  handled  and   

the  number  o f   errors.   

Governor  Norris.  Y o u   can  d o   i t   with  the  money  count-   

ing  also.   

Governor  Biggs-  Y o u   can  d o   i t   also  with  t h e   steno-     Digitized for FRASER 
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438   

graphic  department.  Y o u   can  check  u p   i n   a  great  many   

of  the  departments,  b u t   there  a r e   a  great  m a n y   others   

that  y o u   cannot.   

Governor  Seay.  I  should  like  t o   ask,  i f   it  is   

agreeable  t o   the  Federal  Keserve  Banks,  that  their  period-   

ical  reports  o r   recanmendations  t o   the  board  relating   

to  salaries  o f   employes  could  b e   open  t o   inspection  b y    

other  Federal  Heserve  Banks,  i n   Washington.  J u r s    

would  be-~-for  the  purpose  o f   getting  comparisons  o f   sal-   

artes  paid  t o   employes  performing  the  same  work.   

The  Chairman.  T h a t   is  going  back  to  a  different   

subject.  Suppose  that  w e   dispose  o f   this  first.  I t   will   

only  take  a  moment.   

Governor  Seay.  V e r y   well.   

Governor  Fancher.  I t   seems  t o   me  that  this  matter   

should  b e   referred  t o   some  committee  t h a t   might  b e   ap-   

pointed,  t o   report  back  t o   the  next  Conference.   

The  Chairman.  w e   have  a  committee  o n   efficiency   

of  personnel,  o r   w e   were  supposed  t o   have  a  committee,  a n d    

I  believe  they  have  never  materialized.  T n e   action   

of  the  last  Gonference,  a s   I  recall  it,  was  t o   refer  the   

question  o f   efficiency  o f   personnel  t o   a  committee    
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which  would  b e   composed  o f   the  four  groups  o f   Reserve   

Banks  that  were  formed  f o r   the  purpose  o f   conference   

and  joint  meeting.  I  have  n o t   heard  o f   any  such  com-   

mittee  getting  into  existence  o r   functioning.   

Governor  Seay.  I s   that  different  from  the  com-   

mittee  o n   personnel  a n d   welfare?   

The  Chairmane  H o e   I t   is  not  the  same  committee.   

Toe  committee  o n   personnel  and  welfare  has  had  some   

meetings  a t   Chicago.  T h a t   committee  submits  4  report   

of  progress.  I t   hag  not  any  final  report  t o   submit  o n    

the  personnel  efficiency,  N o w ,   what  6  your  wish   

about  this  matter  o f   measured  service?  I  do  not  want   

to  urge  it.  w e   are  struggling  with  the  subject,  and   

we  aim  t o   get  something  out  o f   i t   i n   time.   

Governor  Fancher.  I  move  you,  ir.  Chairman,  that   

the  sense  of  this  meeting  be  that  this  topic  be  refer-   

red  t o   a  committee  o f   three  t o   be  n a m c d   by  the  Chairman,   

for  study  and  report  back  a t   the  next  Conference.   

The  Chairman.  i l l   i t   be  satisfactory  to  you  to   

have  i t   referred  t o   the  committee  o n   personnel  welfare?   

Governor  Fanchere  Y e s   sir.  L e t   them  work  vith   

that  committes,  d o   you  mean,  o r   to  refer  i t   to  that    
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committee  and  let  them  take  care  o f   it?   

The  Ghairman.  Y e s ,   refer  i t   t o   that  committee.   

Governor  Fancher.  Y e s ,   t h a t   i s   satisfactory.   

Governor  Seay»  I  second  ite  I  think  i t   very  desir-   

able  n o t   t o   multiply  committees  having  t h e   same  matter  t o    

consider.   

(Toe  motion  was  put  and  unanimously  carried).   

The  Ghairman.  G o v e r n o r   Seay,  your  question  about   

securing  this  information--   

Governor  Seay»  T h a t   refers,  I  suppose,  t o   standardi-   

zation  o f   salaries,  a n d   would  come  u p   under  topic  G e   I   

did  n o t   n o t i c e   i t   a t   t h e   t i m e   w o e n   I  asked  t h e   question.   

The  Chairman.  W e l l ,   w e   have  the  question  o f   meas~   

ured  service  t o   leave  t o   the  committee  o n   personnel  a n d    

welfare,  a n d   I  suggest  that  the  efficiency  question  b e    

lizewise  s o   referred.   

Governor  Norris.  I  move  that  i t   be  s o   referred.   

Governor  Fancher.  I  second  the  motion.   

(The  motion  was  put  and  unanimously  carried).   

The  Ghairman.  G o v e r n o r   Seay's  question  comes  u p    

under  t h e   next  topic,  discussion  i n   progress  o f   standard-   

ization  o f   salaries  i n   t h e   s e v e r a l   F e d e r a l   R e s e r v e     
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"ot  andardization  o f   Salaries  i n   the  several   

Federal  Heserve  Banks."   

ed,   
Governor  Seay.  I  ask/  Mr.  Chairman,  i f   it  would  be   

agreeable  t o   all  the  Federal  Keserve  Banks  that  their   

periodical  reconmendations  relating  t o   the  salaries  o f    

employes  should  b e   open  t o   the  inspection  o f   a n y   other   

Federal  Reserve  Bank  for  the  purpose  o f   arriving  a t   some   

stendardization.  I  do  not  see  how  w e   can  d o   i t   unless   

it  is  done  b y   ¢  onperison.  A s   far  as  our  own  reammenda-   

tions  go,  I  am  willing  t o   see  that  they  are  open  t o   in-   

spection  b y   any  other  Federal  Reserve  Bank,  but  w e   would   

like  t o   know,  a s   a  basis  f o r   the  determination  o f   salar-   

ies  i n   our  bank,  what  similar  employes  are  receiving  i n    

other  banking  institutions.  T h e s e   problems  ere  some-   

what  local  and  w e   feel  that  i n   establishing  salaries   

for  o u r   employes  t h e y   should  have  some  relation  t o   the   

salaries  p a i d   i n   the  city  i n   which  t h e   Federal  Keserve   

Bank  i s   located.  T h a t   has  been  one  view  i n   our  c o n    

sideration  of  the  matter,  but  if  we  are  to  arrive  a t    

standardization  of  salaries,  I  cannot  imagine  how  it   

be  done  except  b y   comparison  with  what  i s   being  paid    
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by  each  Federal  Keserve  Bank.   

Governor  Morss.  Standardization  o f   salaries  all   

over  the  country  i s   something  like  standardization  o f    

salsries  with  the  railroad  people,  isn't  it?  I t   seems   

to  m e   i t   i s   purely  a  local  question.   

Governor  Seay.  T h a t   is  the  reason  I  remarked  it  was   

a  local  question.  I  hope  that  you  heard  my  remark,   

Governor  Morss.   

Governor  Morss.  Y e s s   I  think  that  you  inferred   

it  was  desirable  t o   have  the  standardization  the  same  all   

over.   

Governor  Seay.  I d o   not  believe  i t   can  be  effective.   

Governor  Calkins.  I f   i t   could  b e   effective,  i t    

would  b e   entirely  unjustified.  I t   would  work  for  ine~   

quality  and  inequity  rather  than  for  quality  and  equity.   

You  cannot  compare  conditions  i n   Boston  a n d   Dallas  o r   New   

York  and  San  Francisco  o r   Minneapolis.  N o   attempt  t o    

standardize  the  salaries  o f   the  system,  i f   successful,   

would  be  o f   benefit  t o   the  system.   

Governor  “‘ellborn.  |  We  skby.  40  stendardize  the   

salaries  w i t h   the  local  banks  i n   our  community--to  K e e p    

them  i n   harmony  with  those,  and  I  think  i t   was  like    
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General  dancock  said  when  h e   was  running  f o r   President,   

about  the  tariff,  "It  is  a  local  question  entirely".   

Toe  Chairman.  I  think  that  this  topic  was  not  sug-   

gested  with  regard  t o   standardizing  salaries  i n   all   

Federal  Keserve  Banks  upon  the  same  standards,  but  sim-   

ply  tne  standardization  o f   salaries  within  each  Federal   

Keserve  Bank,  with  regard  t o   conditions  i n   each  locality.   

we  find  i n   the  bank  i n   New  York,  where  w e   have  employed   

people  s o   rapidly,  t h a t   occasions  arose  where  t h e   head  o f    

the  department  did  not  receive  as  much  pay  as  some  of   

those  who  were  working  under  him  in  the  department.  % e    

have  had  cases  where  clerks,  I  think,  doing  identically   

the  same  work  i n   two  different  departments  received   

quite  different  pay.  T h i s   w a s   d u e   t o   the  fact  that  w e    

absorbed  the  Government  loan  organization  i n   toto.   

Those  that  w e   were  not  able  t o   pilace--we  really  had  more   

clerks  then  than  we  needed  for  a  time--we  had  t o   let   

them  go  and  eliminate  the  surplus.  B u t   i t   left  inequal-   

ities  within  the  organization,  a n d   this  went  o n   to  the   

program  not  with  any  thought  that  the  same  standardization   

of  salaries  should  prevail  i n   New  York  as  i n   Richmond,   

but  that  there  i s   a  big  problem  o f   salary  standardization    
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within  each  Federal  Neserve  Banke   

Governor  Norris.  I n t r a   and  inter-district  standarai-~   

zation.   

The  Chairman,  T h a t   i s   correct.   

Governor  Seay.  D o e s   that  mean  that  the  salary  i n   any   

given  lccality,  for  a  specific  class  o f   work,  should  be   

fixed  a t   a  certain  sum,  a n d   that  that  fixed  s u m   should   

be  regarded  a s   the  salary  for  that  position,  a n d   that  the   

clerk  receiving  such  salary  need  expect  n o   more  for  that   

particular  work,  but  can  look  forward  to  increased  salary   

only  b y   advancement  o r   change  o f   employment  t o   some  other   

department?  I f   thet  be  so,  there  i s   some  conflict  between   

that  view  o f   the  case  a n d   the  previous  topic  here,  which   

speaks  o f   measured  service.  S o   I  quite  agree  with  you   

that  we  are  getting  into  a  complicated  discussione   

Governor  Morsse  I  fancy  most  o f   the  banks  have  some   

system  o r   policy  o n   which  they  arrange  these  salaries,   

and  we  have  that.  % e   do  not  publish  it,  however.  I t    

is  not  known  h o w   w e   arrive  a t   our  conclusions,  f o r   t h e    

use  o f   the  officers  and  the  salaries.   

Governor  Seay.  ‘ % e   have  quite  a n   elaborate  system   

ourselves  o f   arriving  a t   that.  I t   is  a  matter  o f   con-    
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tinual  comparison  and  study.   

The  Chairman.  H o w   many  employes  have  you?   

Governor  Seay.  h e   nave  about  550  i n   our  bank  at   

Richmond  and  nearly  200  a t   Baltimore,  b u t   i  ama  little   

puzzled  to-know  what  the  word  "standardization"  means   

there,  when  compared  with  the  other  topics  under  the   

same  number.   

The  Chairman.  i e l l ,   these  salary  sharks  wili  give   

you  a  sufficient  list  o f   reasons.   

Governor  Fancher.  W e   have  been  working  i n   our  bank   

for  several  months  o n   this  very  problem,  trying  t o   standard-   

ize  salaries,  that  is,  trying  to  determine  that  a  certain   

position  i n   this  department  bears  a  relative  value,  i n    

point  o f   service,  t o   a  position  i n   this  department,  a n d    

trying  t o   arrive  a t   a  standard.   

Governor  Seay-  Y o u   mean  practically  t h e   same  a s   Si   

have  just  described.   

Governor  Fancher.  O u r   committee  has  been  working  for   

three  o r   four  months.  T h e y   are  also  giving  some  thought   

to  this  measured  service  too,  i n   our  transit  department,   

and  i n   our  money  department,  b u t   have  n o t   a s   y e t   made  a   

report.  T h e y   are  i n   the  midst  o f   arriving  a t   some  con-    
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clusions.   

The  Chairman.  I  infer  that  there  are  a  few  banks   

here  that  are  progressing  towards  this  standardized  basis   

of  salaries.  T h a t   i s   what  we  are  trying  t o   do,  and  i t    

would  suit  m e   quite  well  i f   this  topic  can  go  over  t o   the   

next  Conference,  a s   it  was  suggested  by  our  bank,  and   

possibly  the  matter  will  develop  further,  if  that  is   

agreeable  t o   you  gentlemen.   

"(h)  Should  there  be  direct  pouching  of  mail  in   

the  several  Federal  reserve  banks?"   

The  Chairman.  T h e   next  i s   also  one  o f   our  topics.   

we  have  been  told  that  the  Federal  heserve  bank  o f   Dallas   

has  a  classified  postoffice  i n   connection  with  the  bank.   

Is  that  correct,  Governor  V a n   4andt?   

Governor  V a n   Zandt.  A  lettered  sub-station  i n   the   

pank,  yes  sir.  T h e r e   are  different  sub-stations.  S o m e    

handle  o n e   thing  a n d   some  handle  others.  A  lettered   

sub-station  handles  all  character  o f   business  o f   the   

postoffice.  T h e   mail  o n   the  train  i s   pouched  direct   

to  Station  K  and  goes  right  into  the  bank  theree  I t    

never  goes  through  the  postoffice  substation,  o r   through   

the  general  postoffice.  T h e   mail  i n   our  bank  i s   pouched    
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directly  t o   the  trains,  a n d   w e   have  succeeded  i n   get-   

ting  the  pouch  o n   our  bank  o n   to  trains  that  carry  nothing   

except  pouch  mail.  F o r   that  reason,  a l l   of  the  banks   

use  o u r   postoffice  faci  lities  i n   their  N e w   York  and   

astern  remittances,  a n d   i t   saves  t h e m   just  tventy-four   

hours  between  Dallas  and  New  York  t o   use  our  postoffice.   

Governor  Seay.  H o w   near  are  you  t o   the  local   

postoffics?   

Governor  V a n   Zandt.  T h r e e   o r   four  blocks,  three   

blocks,  I  believe.   

Governor  Fancher.  D o   you  accord  any  of  the  facili-   

ties  t o   any  other  people  besides  your  local  banks?   

Governor  Van  zandt.  T h e   postoffice  i s   o n   the  third   

floor  and  they  take  the  employes’  elevator  and  g o   u p    

there  and  buy  registered  letters  a n d   buy  postage  stamps.   

Governor  Fancher.  Y o u   have  t o   deal  with  t h e   public?   

Governor  Van  “Zandt.  O h ,   yes-  Y o u   have  t o   have  a   

lobby  f o r   them,  t o   deal  with  t h e   public.   

The  Chairman.  A r e   the  clerks  subject  t o   the  civil   

service  rules  o f   the  Postoffice  Department?   

Governor  V a n   Zandt.  T h e   clerks  a r e   postal  clerks.   

#e  have  nothing  to  do  with  the  clerks  a t   all.  r e   do    
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b30  n o t   even  have  a  key  t o   their  door.   

Governor  Seay.  D o   you  also  use  the  vostoffice?   

Governor  Van  Zandt.  D o   w e   also  use  the  postoffice?   

Governor  Seay.  Y e s e    

Governor  Van  Zandt.  O h   yes,  a t   times.   

Governor  Seay.  A l o n g   with  pouch  mail?  D o   you  use   

the  regular  postoffice  t o o ?    

Governor  Van  aandt.  I n   what  way?   

Governor  Seay.  D o   you  handle  all  mail  that  comes   

to  your  bank  through  the  station  i n   the  bank?   

Governor  V a n   Zandt.  N o e   S t a t i o n   X K   closes  a t   7   

o'clock.  Everything  after  that  has  to  be  handled  through   

the  regular  postoffice.   

Governor  Seay.  W e   have  i n   our  bank  a  man  who  was   

formerly  a n   employe  o f   our  postoffice,  a n d   h e   has  prepared   

a  synopsis  o f   the  advantages  a n d   disadvantages,  a n d   h e    

thinks  that  there  a r e   advantages  i n   some  respects  a n d    

disadvantages  i n   other  respects,  a s   the  postoffice  i n    

our  city  i s   operated.  I  presume  that  makes  a  difference   

in  every  locality.   

The  Chairman.  w e l l ,   this  question  arose,  gentlemen,   

by  reason  o f   the  fact  o f   our  experience  i n   New  York.  ¥ e     
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have  a  contract  station  wnich  i s   not  a  classified  sta-   

tion  a s   i n   the  case  o f   Dallas.  W e   p a y   the  employes   

ourselves.  T h e y   are  not  subject  t o   the  civil  service   

rules,  and  i t   is  not  under  the  control  o f   the  Postoffice   

Department.  T h e   mail  goes  directly  to  certain  trains   

and  i s   sorted  there.  I n   some  cases  i t   goes  directly  t o    

the  postoifice,  I  understand.  v e   find  that  the  volume   

of  mail--particularly  the  mail  going  t o   other  Reserve   

Banks,  i s   sufficient  s o   that  i f   we  were  permitted  i n    

this  contract  station  t o   cancel  stamps  a n d   make  u p   4   

pouch,  s a y   t o   Chicago,  w e   would  save  a  vast  amount  o f    

time  right  i n   the  bank,  irrespective  o f   any  other  time   

that  is  saved.  I n   other  words,  w e   would  save  one  or   

two  o r   three  hours  i n   the  time  a t   which  we  have  t o   close   

our  remittance  letters.  T h e   matter  was  studied  a t   some   

length,  a n d   I  took  i t   up  with  the  Postmaster  General   

recently,  a n d   h e   has  indicated  t o   us  that  he  would  b e    

Quite  willing  t o   have  our  contract  modified  s o   that  w e    

¢culd  cancel  stamps  and  make  up  our  own  pouches  fovany   

point  where  the  amount  o f   mail  jwtified  it.  I n   that   

event,  i f   w e   made  u p   pouches  t o   the  other  eleven  Keserve   

Banks,  o r   e v e n   t o   t h e   o t h e r   e l e v e n   R e s e r v e   B a n k s   a n d     
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their  branches,  those  pouches  would  b e   handled  directly   

from  our  office  right  t o   the  Keserve  Bank  for  immediate   

delivery,  without  opening  the  mail  bags,  provided  the   

same  facilities  were  arranged  a t   the  other  ende  T h e    

Postmaster  General  has  indicated  his  willingness  t o    

consider  a  proposal  that  all  Keserve  Banks  d o   this  and   

that  the  service  b e   extended  t o   the  extent  that  i t   is 
  

justified  b y   the  volume  o f   mail.  T h e   study  that  we   

made  i n   New  York  has  l e d   them  t o   estimate  that, 
 varying   

according  t o   the  day  o f   the  week  and  the  volume  o f   busi- 
  

ness  going  through,  that  i t   will  increase  the  number 
 o f    

checks  which  w e   will  receive  i n   time  for  morning 
 clearing,   

between  five  a n d   twelve  million  dollars  a  day; 
 t h a t   i t    

will  increase  the  amount  o f   credit  i n   the  balance  o f   the 
  

Treasury  o f   the  United  States  a t   least  »1,000,000,  and 
  

infrequently,  n o t   s o   often,  b u t   a s   much  a s   t w o  
 o r   three   

million  dollars.   

Governor  Seay.  T h a t   is,  incoming  mail?  :   

The  Chairman.  T h a t   i s   incoming  maile  T h a t   would  b e    

the  compensation  t o   the  Government  and  t o   us,  this  more   

prompt  credit,  i n   having  the  mail  pouched  t o   us.  W e   can-   

not  estimate  the  amount  b y   which  you  would  b e   affected  b y     
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getting  similar  mail  pouches  direct  from  us  and  from   

the  other  Federal  “eserve  banks,  but  i t   probably  would  b e    

ec  nSiderable;  s o   that  w e   want  t o   recommend  t o   the  other   

Reserve  Eanks  that  steps  b e   taken  t o   consider,  first,   

the  establishment  o f   contract  stations,  i f   that  i s   sat-   

isfactory,  i n   all  teserve  Banks  where  they  have  n o t   been   

established,  and,  second,  a  plan  b y   which  mail  may 
 be   

pouched  a n d   routed  direct  t o   destination,  r i g h t   from 
 one   

Keserve  Bank  t o   another.  k e   do  that  now  with  registered   

mail.  Y o u   will  b e   interested,  I  think,  i n   some  fig-   

ures  bearing  o n   that.  w e   have  incoming  mail  averaging   

12,000  ea  day.  I n   the  outgoing  mali  an  average  o f   9,470   

pieces  a  day.  h e   receive  every  day  o n   an  average  o f  
  

500  registered  packages  and  we  ship  out  over  6735  registered   

packages.  a w e   receive  2 4   pouches  every  d a y   a n d   ship  o u t    

28  pouches  every  day.  T h e   amount  o f   postage  o n   outgoing   

mail,  registered,  i s   g155.78  per  day.  Ordinary  mail,   

p286.51  per  day.  T h a t   i s   @  mail  bill  o f   over  440.00   

a  day.  I t   is  a  large  postoffice,  i n   point  o f   fact,  and   

if  w e   can  pouch  this  mail  direct  t o   destination,  w e    

save  t h e   resorting  a n d   rehandling,  a n d   i t   will  g o   direct   

from  our  office  i n   the  mail  and  remain  right  there,  t o     
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452   

the  train  and  through  t o   the  other  end  and  will  be  de-   

livered  direct  t o   the  bank.   

Governor  Fancher.  D o   I  understand  that  the  Post-   

master  General  i s   giving  favorable  consideration  t o   your   

application  t o   do  this?   

The  Chairman.  w e l l ,   h e   wrote  and  authorized  u s   t o   do   

it,  e n d   t o   take  i t   u p   with  the  postmaster  i n   New  Yor«,and   

inguireg  i n   his  letter  why  was  not  this  a  good  thing  for   

all  Federal  Reserve  Banks  t o   do-  H e   i s   a  very  progress-   

ive  individual,  b y   the  way,  a n d   if  there  i s   any  way  i n    

which  these  matters  c a n   be  facilitated,  I  would  suggest   

that  you  g o   right  t o   him  and  he  will  d o   it.   

Governor  Fanchere  w o u l d   y o u   suggest  that  each  o f    

the  banks  correspond  with  t h e   Postmaster  General  a n d   p u t    

the  case  u p   t o   him?   

Toe  Chairman.  I  would.   

Governor  Seay.  O u r   expert  suggests  that  some  efforts   

be  made  with  the  Postoffice  Department  whereby  we  will  be   

allowed  t o   dispatch  our  letters  without  the  use  o f   post-   

age  stamps.  T h a t   is,  b y   bulk,  o r   by  weight.  T h a t   would   

avoid  the  cancellation  o f   stamps.  H e   i s   a  postoffice  man.   

I  don't  know  whether  that  can  be  done  o r   not.    
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The  Chdirman.  I  d o   not  know  whether  t h e   l a w   permits   

Governor  Morss.  M r .   Chairman,  w e   have  made  what  w e    

think  quite  a  satisfactory  arrangement  with  the  postmaster   

in  Boston,  t o   havo  a  vostoffica  i n   our  now  r a r e   W o    

have  i t   located  and  planned  out  for  them.  I  cannot  re-   

member  just  the  circumstances,  b u t   w e   have  t h e   regular  post-   

office  people  there  a n d   postoffice  authority,  t h o u g h   w e   p a y    

thom,  I  think.  W o   inquired  o f   Dallas  what  they  wore  doing,   

and  they  said  they  had  this  lottered  postoffice,  b y   which   

they  were  obliced  t o   admit  the  public.  ‘ Y e   do  not  like   

that.   

The  Chairman.  N o ,   we  would  not  want  t o   do  that.   

Governor  Morss.  O u r   arrangement  does  not  leave   

our  postoffice  open  t o   tha  public  a t   all.  W e   have   

it  fixed  u p   s o   that  w e   have  i t   Guite  satisfactory.  I   

cannot  g o   into  all  the  details.  I t   is  only  t o   show   

tnap-it  i s   naseeaie  t o   b e   done.   

The  Chairman.  Y e l l ,   gentlemen,  this  can  be  pre-   

sented  t o   the  Postmaster  General  i n   detail,  f r o m   each   
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mail  m e n   a t   thebank  i n   New  York  t o   present  i t   a s   o n e    

matter  when  we  hear  from  theme   

The  Federal  Reserve  Board  i s   going  t o   join  us  i n   a   

minute  t o   go  o n   with  the  joint  program.  w h a t   i s   your   

view  about  the  method  t o   be  employed  i n   this  matter?   

Governor  slorss.  I t   -is  ai)  dons,  s o   far  a s   W e   are   

concerned.   

The  Chairman.  Y o u   d o   not  pouch  direct?   

Governor  Morss.  I  could  not  tell  you  what  w e   do  o n    

the  details.   

The  Ghairman.  T h a t   i s   the  main  thing.   

Governor  iiorss.  I  suppose  w e   would.   

The  Chairman.  Y o u   might  pouch  direct  t o   a  mail  train,   

or  y o u   may  pouch  direct  t o   the  postoffice,  b u t   the  sorting   

has  t o   be  donee  « h a t   w e   accomplish  b y   having  a  separate   

pouch  t o   Chicago  i s   t o   hold  that  pouch  back  and  catch   

the  mail  a t   a  later  hour.   

Governor  Seay.  Y o u   have  t o   have,  i n   the  first  place,   

a  sufficient  quantity  o f   mail  for  that  train.  I t   depends   

on  the  volume  o f   mail.  T h a t   i s   one  o f   the  important  points.   

Governor  Fancher.  w e   are  pouching  t o   the  train  and   

cancelling  t h e   stamps  i n   our  substation  non.    
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The  Chairman.  Y f   course,  that  is  just  a  step  that   

we  want  t o   cut  out.  ‘would  i t   be  agreeable  t o   the  Confer-   

ence  f o r   m e   t o   have  o n e   o f   our  m e n   who  has  studied  this   

matter  prepare  a  description  o f   the  whole  subject,  j u s t    

how  we  have  gotten  i t   up,  and  submit  i t   to  each  bank  i n    

order  that  i t   may  be  submitted  t o   the  Postmaster  General,   

when  w e   have  i t   rounded  u p ?    

Governor  Fanchere  Y e s ,   I  think  that  i s   satisfactory.   
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(Whereupon  Governor  Harding,  Mr.  Hamlin,  a n d   Mr.  Platt,   

of  the  Federal  Keserve  Board,  entered  t h e   Conirerence   

Room  and  the  following  proceedings  were  had):   

Governor  Harding.  Gentlemen,  I  wish  t o   present   

committee  from  the  American  Farm  Bureau  Federation:   

Mr.George  A.»  Mansfield,   

President  Oregon  Farm  Bureau  Federation,   

Medford,  Oregon.   

Dre  « +   H.  *alker,   

President  California  Farm  Bureau  Federation,   

and  Executive  Committee  American  Farm  Bureau   

Federation,   

Willows,  California.   

Mr.  O.  &.  Bradfute,   

Vice  President  American  Farm  Bureau  Federation,   

xenia,  Ohio.   

Governor  Harding.  I  will  say  t o   the  gentlemen  o f    

this  committee  that  this  i s   a  Conference  that  w e   hold  every   

spring,  a n d   these  gentlemen,  t h e   Governors  o f   the  various   

Federal  keserve  Banks,  come  long  distances  t o   attend,  a n d    

they  sre  very  busy  men.  w e   will  try  t o   give  you  all  the   

time  that  you  want,  but  we  hope  that  you  will  be  4s  con-    
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cise  i n   your  statements  a s   possible,  because  w e   have  a   

great  many  things  t o   considere   

we  would  be  glad  to  hear  from  you  now  on  any  subject   

that  you  wish  t o   talk  t o   us  about,   

Mr.  Bradfute.  G o v e r n o r   Harding  and  gentlemen:   

I  think  perhaps  rather  t h a n   coming  t o   y o u   i n   a n   atti-   

tude  o f   telling  you  something,  w e   are  here  more  i n   an   

attitude  e f   beggars  than  anything  else.  I  am  quite  sure   

that  most  o f   you  know  that  the  agricultural  situation  i n  
  

this  country  i s   a  tremenduously  serious  one.  I f   you  have   

not  lived  i n   the  country,  a s   I  do,  perhaps  y o u   cannot  s e e    

it  ag  I  see  it;  but  the  farmers  o f   this  country  are  broke, 
  

gentlemen.  v e   are  seeking  relief  o f   some  sort,  and  w e    

hardly  know  where  t o   turn  for  ite   

we  are  well  aware  o f   the  fact  that  there  seems  t o   be   

money  i n   this  country,  but  the  farmers  actually  cannot   

secure  enough  means  t o   finance  the  planting  and  growing 
  

of  the  next  crop,  and  we  are  wondering  what  attitude   

the  Federal  Keserve  banks  o f   the  country  are  going  t o  
  

take  toward  us;  whether  o r   not  w e   c a n   look  t o   you  for   

any  aid,  o r   whether  o r   not  w e   will  have  t o   look  t o   some 
  

other  source,  and  find  out  whether  there  i s   some  other    
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means  o f   financing  the  f a r m e r s   of  this  country.   

Now,  a s   I  say  t o   you,  i t   is  a  problem  that  I  am  frank   

to  confess  w e   cannot  solve.  W e   are  not  bankers,  a s   a   

class.  w e   are  not  financiers.  w e   simply  don't  know  how   

to  g o   a t   i t   t o   solve  it.  I  am  a  plain  farmer  myself,   

living  five  miles  from  any  city  o r   village,  a n d   m y   business   

has  been  t o   produce,  a s   best  I  can,  various  crops.  I  live   

in  southwestern  Ohio,  and  we  have  been  doing  the  best  w e    

could,  but  our  products  have  gone  down  t o   a  place  where   

the  money  which  we  can  get  for  them  When  w e   can  sell  them,   

measured  b y   its  buying  powers,  i s   almost  down  t o   4  minimun.   

Governor  Norris.  M a y   I  interrupt  you  with  a  question?   

Mr.  Bradfute.  Certainly.   

Governor  Norris.  h e n   you  said  just  now  that  the   

farmers  are  not  able  t o   get  money  for  making  this  crop,   

were  y o u   referring  t o   the  farmer  w h o   is,  according  t o    

ordinary  standards,  entitled  t o   credit  from  his  bank,  o r    

the  farmer  who  is  i n   the  position  that  the  farmers  were   

in  a  year  o r   two  ago,  who  were  unable  t o   obtain  credit?   

Mr.  Bradfute.  w e   are  told  b y   men  sometimes,  i n   our   

local  banks,  when  we  go  to  them,  m e n   who  often  have  fairly   

good  sized  farms,  unencumbered  i n   any  way--it  i s   not  e    
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question  o f   whether  they.  want  t o   loan  t o   us.  T h e y   say  t o    

us  that  they  haven't  any  money.   

Governor  Fancher.  I s   that  true  i n   Onic?   

Me.  Bradfute.  k e   are  told  that  i n   cases,  i n   Ohio.   

Some  o f   our  people  were  told  that,  frankly,  right  a t    

Aenia,  Ohio.   

The  Chairman.  I t   might  interest  you  members  o f   this   

committee  t o   know  that  Governor  Norris,  w h o   has  just  been   

questioning  you,  w a s   lately  Commissioner  o f   the  Farm  Loan   

Board.   

Wr.  Bradfute.  Y e s   sir.  N o w ,   whether  they  are  mis-   

representing  t o   us,  w e   d o   not  know,  b u t   I  want  t o   frankly   

state  t o   you  that  the  guestion  has  become  s o   serious  that   

the  farmers  a r e   i n   a  state  o f   unrest,  a n d   I  do  not  know   

hor  w e   are  going  t o   smooth  i t   over  with  them,  o r   how  t o    

satisfy  them.   

Governor  Fancher.  w a y   I  inquire  right  there,  y o u   say   

this  was  a t   Aenia,  Ohio?   

wr.  bradfute.  * e s   sir.   

Governor  Fancher.  Y o u   got  this  report  f r o m   the   

banks  at  Aenia,  that  they  have  not  got  funds  t o   loan?   

Mr.  bradute.  I  have  been  told  b y   men  who  have  fair    
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acreage  o f   land  that  they  were  not  able  t o   get  funds  be~   

cause  the  banks  said  that  they  did  not  have  enough  t o    

go  around.  J u s t   how  large  a  sum  they  asked  for  I  do   

not  know.  I  a m   not  prepared  i n   this  case  t o   give  y o u    

specific  cases  and  names  and  things  o f   that  kind.  f   

wish  I  were,  but  I  am  just  saying  that  I  have  been  i n    

session  with  the  farmers  i n   this  city,  members  o f   the   

Farm  buresus  from  neerly  all  the  States  o f   the  Union,   

and  w e   had  d a y   before  yesterday  Governor  darding  come   

over  andtell  u s   something  o f   the  w a   kings  o f   the  Federal   

neserve  banks,  a n d   I  understood  h i m   t o   dare  t o   hint   

there  might  b e   some  constructive  way  o f   planning  b y   which   

the  farmers  could  b e   better  financed;  b y   which  " e   c  ould   

find  some  way  out  of  this  hole.   

Stron,.  H a s   Mr.  Strivings  been  ettending  those   Governor   

meetings?   

iir.  Bradfute.  t e s   sir,  h e   was  at  the  meetings.   

Governor  Norris.  I  just  wanted  t o   say  t o   you,  i n    

the  questions  that  I  have  asked  and  any  others  that  I   

may  ask,  d o   not  think  I  a m   asking  t h e m   b y   w a y   o f   cross   

examination  o r   anything  o f   that.  sort.  o n   the  contrary,   

any  questions  that  IT  esk,  and  I  am  sure  any  other    
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questions  that  a n y   o f   the  other  gentlemen  will  a s k   you,   

will  be  intended  t o   help,  s o   that  t e   can  get  right  down   

to  the  problem  and  see  whether  i t   i s   one  that  w e   c a n    

help  o r   not.   

Governor  sellborn.  I  would  like  t o   ask  a  question  a t    

this  point.  T h i s   farmer  that  you  spoke  o f   applied  t o    

the  bank  for  credit.  H a v e   those  farmers  o n   hand  now   

canmodities  unsold?   

Mr.  pradfute.  S o m e   o f   them  have;  b u t   take  t h e   illus~   

tration  o f   some  o f   the  farmers  w h o   are  wool  grovers:  T h e i r    

wool  i s   perhaps  i n   a  pool  a n d   they  have  n o t   control  o f   i t    

by  which  they  can  sell  it.   

Governor  Seay.  M a y   I  ask  if  they  are  already  borrorers   

at  the  bank  a n d   could  n o t   get  more,or  i f   they  "ere  apply-   

ing  for  funds?   

vr.  bradfute.  I  do  not  understand  so.  N o w   I  am  well   

aware  o f   the  fact  that  there  a r e   a  large  number  o f   the   

renter  class,  and  I  will  just  say  frankly,  they  are  broken   

up.  T h e y   cannot  offer  much  security.  T h e y   haven't  got  it.   

Governor  Seay-  A r e   they  usually  financed  b y   their   

landlord?   

dir.  bradfute.  I n   some  cases,  yess  I  think  i n   most    
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cases  they  are,  but  I  t h i n k   I  could  illustrate  i t   with   

case  something  like  this,  that  shows  something  o f   the   

distress:  I  had  a  tenant  who  was  leaving  m e   and  made   

public  sele.  u e   was  trying  t o   buy-~-had  a  bargain  made   

a  little  farm.  d e   had  enough  money  t o   pay  down  a  part   

of  it.  d e   made  the  séle.  d e   had  seen  the  bank  before  the   

sale  was  made  and  asked  them  o n   whet  terms  h e   should  make   

the  sale,  i n   order  that  h e   might  present  t h e   paper  with-   

out  discount.  T h e y   told  him  that  i f   he  would  have  the   

paper  d r a w n   f r o m   t h r e e   t o   s i x   m o n t h s   a t   e i g h t   p e r   c e n t    

‘that  they  would  accent  the  papers,  that  is,  i f   the  notes   

were  bankable,  were  made  b y   good  people,  that  they  would   

accept  the  paper  without  discounting  it-  H e   made  the  sale   

on  the  strength  o f   that.  d i e   received  his  notes  and  took   

them  t o   the  bank  t o   b e   told  that  t h e y   simply  h a d   s o   much   

of  that  Kind  o f   paper  that  they  could  n o t   take  a n y   more.   

I  endorsed  t h e   paper.  I  don't  know  whether  I  am  good  o r    

not,  but  I  have  been  mostly  sith  the  banks  around  there.   

I  endorsed  t h e   papers  f o r   him,  b u t   i t   did  n o t   make  a n y    

difference.  a e   has  t o   hold  those  notes  until  they  become   

due.  T h e   bank  could  not  use  them.  N o w   they  were  refused   

by  both  the  Aenia  National  Bank  o f   s~enia,  Ohio,  and  b y   the    
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Exchange  bank  i n   Cedarville,  Ohio,  which  i s   not  a  National   

bank  and  i s   probably  not  a  membor  o f   the  *ederal  “eserve   

Bank  system,  e s   far  as  I  know.  I  think  the  Xenia  Na-   

tional  bank  is.   

Governor  narding.  I  presume  you  understand  that  the   

Federal  Neserve  banks  have  n o   power  t o   force  any  member   

bank  t o   make  loans  i f   they  d o   not  care  t o   do  so.   

Mr.  bradfute.  I  understand  that,  but  I  am  simply   

giving  y o u   e n   illustration  o f   the  conditions  a s   have  hap-   

pened  i n   numbers  o f   cases.   

Now  we  understand  that  you  haven't  any  right  to  say   

to  that  bank  that  i t   must  take  this  paper,  n o r   d o   y o u    

Know  whether  the  papers  are  good.  Y o u   are  simply  accept-   

ing  m y   statement,  but  i f   I  had  gathered  them  up,  I  think   

I  could  bring  you  a  number  o f   illustrations  o f   that  kind.   

Hovever,  I  am  going  t o   say  t o   you  frankly  that  the  dis-   

tress  I  do  not  think  i s   nearly  s o   great  i n   Ohio  as  i t   is   

in  some  o f   the  sestern  States,  a n d   I  fancy  that  these   

gentlemen  here  are  prepared  t o   give  you  instances  o f    

difficulties  o f   which  I  do  not  knov,  b u t   perhaps  t h e y   c a n    

tell  y o u   about  that.  I  a m   speaking  f o r   the  territory   

with  which  I  a m   acquainted,  a n d   will  s a y   frankly  that    
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I  do  not  think  w e   are  i n   a s   much  distress  a s   the  others,   

but  I  hope  they  ere  not  much  worse  than  we  are.   

Governor  Fancher.  Y o u   say  i t   was  a  bank  a t   Gedar-   

ville,  O F    

Mr.  Bradfute.  Y e s   sir,  the  Exchange  bank.   

Governor  Fancher.  I  am  the  Governor  o f   the  Cleve-   

land  Bank,  and  I  am  glad  t o   get  this  information.   

viv.  Bradfutee  T h e   Exchange  b a n k   I  think  perhaps   

ordinarily  would  have  financed  i t   better  than  the  other   

bank,  b u t   the  m e n   whose  names  were  o n   those  notes  Were   

not  patrons  o f   that  bank,  a n d   I  think  you  understand  the   

situation.  T h e y   were  mostly  patrons  o f   the  Xenia  banks,   

the  farm  being  i n   that  neighborhood.   

Governor  Seay-  I s   a n y   one  o f   your  committee  f r o m    

Maryland,  Virginia,  North  o r   South  Carolina?   

Mr.  bradfute.  N O s   T h e s e   gentlemen  are  both  from   

the  est.  T h e   member  o f   our  committee  sho  was  not  able   

to  come  this  afternoon  i s   a n   Iowa  gentleman,  but  he  was   

not  able  t o   cane  a t   the  time  appointed.   

Governor  t r o n g .   d a v e   y o u   heard  expressions  f r o m    

Mr.  Strivings  i n   regard  t o   the  attitude  o f   the  banks  i n    

the  New  York  District?    
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iy.  bradfute.  N o t   particularly-  I  think  h e   was  one   

of  those  who  indulged  i n   some  o f   the  questioning  yester-   

day,  but  not  so  much  perhaps  as  others.   

Governor  Stronz.  Y o u   gained  no  impression  from  the   

discussion  i n   which  h e   took  part  that  there  i s   any  par-   

ticular  complaint  i n   the  Second  Federal  Keserve  District?   

Wir.  Lradfute.  N O e   I  do  not  recall  that  wir.  striv-   

ings  called  attention  to  any  unusually  serious  difficulties.   

Frankly,  t h e   -estern  fellows  rather  feel  that  the  Bastern   

fellovs  h e v e   p u t   o n e   over  o n   them;  t h a t   they  have  b e e n   get-   

ting  what  money  they  wanted  but  the  -estern  fellows  have 
  

not  been  getting  their  just  deserts.   

Governor  Stronz  T  would  lixe  t o   hear  that  theory  elabo-   

rated  a  little  bit,  i f   you  could.   

wir.  bradute.  I  will  frankly  say  that  I  cannot  d o   it,   

but  I  think  these  sestern  men  could  tell  their  o m   story.   

Governor  Biggse  I n   the  event  thet  these  banks  that   

you  have  mentioned,  i f   neither  o f   tnem  had  borrowed  o r    

used  the  faci  litiss  offered  by  the  Federal  “eserve  Sys-   

tem,  where  then  do  you  think  the  fault  would  lie.  I   

know  nothing  sbout  either  bank.  T h i s   i s   a  thousand  miles     Digitized for FRASER 
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from  me.   

iir.  Bradfute.  I  am  frank  t o   confess  t o   you  gentlemen   

that  m y   knowledge  o f   banking  i s   wonderfully  limited.  I   

am  simply  here  a s   a  seeker  for  a  way  out  rather  than  t o    

try  to  tell  you  how  we  can  get  out,  because  we  do  not  know.   

re  at  our  wits  ends.  w h e t h e r   you  can  g o   into  the   

matter  and  find  some  way  that  vould  b e   helpful  o r   not,  I   

do  not  know.  I  will  say  t o   you  franxly  that  i f   you  can   

find  a  way  that  will  be  helpful  t o   the  farmers  o f   America,   

the  Federal  neserve  Bank  System  rill  have  a n   appreciation   

that  they  have  never  h a d   before,  t o   s a y   the  least,  a n d   I   

fancy  you  will  have  done  something  for  this  country  that   

has  n o t   been  done  lately.  I t   i s   a  case  o f   real  financial   

distress,  a n d   I  do  not  know  who  else  w e   could  come  t o   to   

help  solve  that  thing.  T h e   Farm  Loan  Eoard  i s   trying  t o    

help  us  ss  best  they  can.  T h e y   are  working  manfully   

on  that  job,  but  there  are  lots  o f   things  thet  they  can   

not  reach.   

Governor  Fancher.  I  do  not  think  that  either  o f   the   

Aenia  banks  are  borrowing  a  dollar  from  the  Federal  ie-   

serve  bank  o f   Glevelend.  I  nave  beenaway  from  the  bank   

for  three  weeks,  b u t   the  banks  o f   Kenia  have  never  used    
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us  very  freely.  I  do  not  think  that  they  a r e   borrowing   

a  dollar,  s o   that  they  have  not  come  t o   us  and  made   

our  fadlities  available  t o   themselves.   

wr.  Bradfute.  I  think  ordinarily  t h e y   d o   not  show   

much  signs  of  distress.  I  think  they  are  wually  i n    

pretty  good  shape  a n d   they  usually  have  money,  b u t   they   

seem  t o   be  short  just  now.   

Those  are  the  only  cases  that  I  have  heard  of,  al-   

though  I  cannot  just  at  this  minute  name  a  specific  case,   

other  then  this  one.  I  think  perhaps  if  you  will  hear   

from  the  other  gentlemen,  that  i s   all  I  will  have  t o   say   

just  a t   present.   

MRe  GEORGE  A.  MANSFIELD:   

I  want  to  begin  by  saying  that  we  do  not  come  here  i n    

the  attitude  that  possible  some  o f   you  gentlemen  think  w e    

do.  W e   do  not  come  here  prepared  t o   show  specific  cases   

where  t h e   Federal  heserve  System  has  n o t   served  t h e   people   

of  Oregon,  because  I  live  i n   Oregon,  a n d   I  believe  that   

no  sane  man  i n   the  United  States  o f   America  would  question   

the  fact  that  t h e   farmers  h a d   not  been  served  i n   the   

State  o f   Oregon  b y   the  banks.  h e   are  not  prepared,  thers-   

fore,  t o   give  you  the  names  of  men  who  have  been  dem  ied    
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credit.  I t   is  an  admitted  fact  i n   the  State  of  Sreson   

by  everybody  that  t h e   farmers  have  been  denied  t h e    

credit,  a n d   have  been  denied  credit  o n   the  ground  that   

they  ought  t o   be  forced  t o   sell  their  grain.  A e   come   

here  a s   a  committee  from  the  American  Farm  Eureau  Feder-~   

ation,  charged  with  the  duty  o f   reporting  t o   that  Federa-   

tion  some  plan  for  financing  the  ferming,  andwe  come  t o    

you  i n   thehope  that  w e   may  receive  some  helpful  suggestion   

along  that  line.   

ke  take  the  position  i n   the  e s t   thet  there  i s   no   

financial  system  arranged  for  the  farmer.  k e   have  been   

ised  to  that  b y   a  number  o f   circumstances.  I  remember   

reading  a n   interview  b y   the  Governor  o f   the  Federal  Ke-   

serve  Bank  i n   which  h e   said  that  the  Federal  "eserve  bank   

Ras  not  designed  t o   finance  the  farmer;  that  i t   was  de-   

signed  t o   handle  short-term  paper.  T h e   farmers  f e e l   that   

they  have  n o   financial  system  designed  t o   meet  their   

needs.  T h e   farmers  i n   Vregon  feel  something  like  this:   

they  s a y   that  during  t h e   war  they  were  called  u p o n   t o   get   

in  and  raise  b i g   crops  a n d   help  x i n   the  war,  a n d   they  d i d    

1s  M a n y   o f   the  o l d   m e n   returned  t o   the  farms,  a n d   they   

increased  production.  T h e y   were  told  immediately  when    
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the  war  was  over  that  they  were  t o   help  restock  war-   

torn  Hurope.  I  joined  i n   that,  a s   President  o f   the  Farm   

bureau,  and  advised  them  to  ksep  all  their  breeding  stek   

and  to  put  in  a  large  crop,  and  that  we  had  to  feed  the   

world  during  the  period  o f   reconstruction.  A b o u t   that   

time  came  what  is  known  in  our  country  as  “deflation".   

we  have  been  told  how  that  deflation  was  brought  about.   

I  had  t o   s t a r t   in  by  inquiring  o f   Governor  Harding  o f    

the  Federal  Neserve  Board  certain  facts  about  that,  but   

I  have  never  been  able  t o   arrive  a t   any  person  who  wishes   

to  shoulder  the  entire  responsibility  for  deflation.   

Now  understand  w e   are  not  looking  a t   this  a s   bankers.   

We  are  not  trainedbankers.  Banking  is  a  business,  and  I   

think  t o o   often,  w h e n   a  man  becomes  highly  spec  ialized   

and  highly  efficient  i n   a  particular  business,  i t   i s    

barely  possible  that  i n   some  cases  h e   comes  t o   look  mostly   

at  that  business  and  does  not  look  very  widely  over  the   

general  field.  I  know  o f   course  that  i s   not  true  o f   the   

Federal  Keserve  Board,  but  I  say  that  i s   barely  possible   

in  some  cases.   

Mr.  Platt.  W e   are  not  all  bankers,  o n   the  Board.   

Myr.  Mansfield.  I  am  glad  to  hear  that.    
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The  farmer  i s   not  looking  a t   this  strictly  from   
locking  a t   i t    

a  banking  standpoirt.  H e   is/from  a  standpcint  that  h e    

has  this  crop  o n   his’hands--he  i s   looking  s t   i t   from   

the  standpoint  thet  h e   feels  that  w e   should  p u t   i n   the   

benking  business  the  principle  thet  w e   are  all  --  all   

interests  i n   this  United  States,  i n   whatever  profession,   

more  o r   less  i n   partnership,  more  o r   less  mutually  de-   

pendent  u p o n   each  otaer,  a n d   tnat  i t   i s   highly  important   

that  agriculture  should  b e   helped  over.  « @   feel  there   

could  b e   some  permenent  means  o f   helping  the  agriculture   

over  this  psriod  o f   depression,  Decauze  agriculture  a s -    

sumes  a  terrific  risk  i n   endeavoring  t o   feed  the  world   

at  all.  I f   you  take  the  man  who  puts  i n   a  thousand   

acres  o f   wheat  i n   Hastern  Oregon,  k e   goes  t o   the  bank   

and  borrows  money  t o   pay  for  his  labor  during  t h e   year,   

or  at  any  other  time,  h e   assimes,  without  being  held   

very  closely  t o   the  figures,  end  orly  designed  t o   ex-~   

press  the  sense  o f   a  great  disparity--he  assumes  a t    

least  twice  the  risk  that  the  maa  does  who  speculates   

on  exchange  i n   wheat,  because  h e   tekes  all  the  ineci-   

dents  o f   weather  and  of  the  many  things  that  may  happen  ©   

to  that  wheat  and  puts  into  it  his  personal  effort,  end    
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Still  he  is  betting  that  that  wheat  i s   going  t o   be   

above  the  cost  o f   production,  when  he  gets  t o   market.   

The  man  who  raises  beef  is  betting  four  years  ahead  on   

what  the  beef  market  is  going  to  bee   

The  farmers  have  been  caught  at  this  particular  time.   

The  “estern  farmers  are  caught  with  a  crop  on  their  hands   

that  was  raised  by  very  high  priced  labor  and  therefore   

Shey  face  a  staggering  loss.  N o w ,   here  is  what  we  have   

been  told--as  I  say,gentlemen,  d o   not  cail  o n   me  for   

proof,  for  I  am  not  prepared,  but  this  i s   just  generally   

what  is  understood  all  throughout  that  country.  I  will   

make  some  statements  directly  that  were  given  t o   me  b y    

Mr-  Frederick  Greenwood  of  the  Federal  Reserve  bank  et   

Portland.  d e   explained  this  matter  t o   us,  and  I  will   

give  you  his  explanation.  I  will  say  t o   you  that  Eastern   

Vregon  is  practically  dead  broke.  A  man  that  raised  a   

hundred  thousand  bushels  of  wheat,  they  cannot  pay  their   

last  year's  labor  and  supply  bills.  T h e   banks  cannot   

loan  them  any  more  money.  I  talked  to  bankers  i n   Eastern   

Oregon  and  they  said  because  tine  “ederal  Seserve  Eank   

would  not  rediscount  their  papers,  upon  the  ground  thet   

the  farmers  should  not  nold  their  grain,  but  should  sell    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



it  immediately,  they  could  not  loan  any  more  money.   

Now  that  i s   what  they  tell  us  all  through  that  country.   

So,  w e   understood  early  i n   the  spring,  when  this  defle-   

tion  was  threatened--it  w a s   told  t o   u s   like  this:  i t    

was  said  that  deflation  h a d   been  decided  upone  F e   had   

never  been  able  t o   wderstand  exactly  who  decided  that,   

put  before  I  get  through  I  would  take  great  pleasure  i n    

having  somebody  o n   this  Board  tell  me  who  decided  that   

deflation  was  necessary  t o   begin,  a n d   who  decided  that   

it  was  necessary  that  i t   should  proceed  a t   the  pace   

that  i t   did  proceed;  but  we  were  told  that  deflation   

had  been  decided  upon;  that  i t   was  highly  necessary,  a n d    

that  i t   had  been  decided  t o   begin  first  t o   call  the   

cattle  loans  and  the  sheep  loans  and  t o   follow  that  u p    

by  calling  the  agricultural  loans  generally,  a n d   then  t o    

follow  that  u p   by  calling  the  automobile  paper  and  i n    

the  other  lines  o f   business  t o   restrict  the  credits   

less  a n d   less,  a s   y o u   went  o n   up,  o n   the  ground  that   

that  was  the  proper  way  t o   do  it.  N o w   w e   do  not  know   

whether  that  i s   true  o r   not.  ¥ e   d o   not  undertake  t o    

cane  before  this  Board  a n d   prove  that  i t   i s   true,  b u t    

that  i s   what  w e   are  told,  and  that  i s   the  way  i t   pro-    
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ceeded  i n   Vregon.  T h e y   immediately  began  to  call  the   

cattle  loans.  I  know  men  who  had  increased  their   

herds--I  cannot  give  you  their  names  and  addresses  now,   

but  a  fellow  came  u p   to  me  and  he  says,  "You  fellows”  - -    

meaning  the  Farm  Bureau--"have  broke  me  by  urging  me  to   

increase  my  breeding  herd".  H e   said  "I  could  have  sold   

out  in  January,  1917,  for  ~20,000."  d e   said  "I  in-   

creased  m y   breeding  herd,  a n d   the  banx  has  closed  m é   oute   

I  have  dumped  this  stuff  o n   the  congested  Chicago  market   

and  the  banks  hold  a  judgment  egainst  me  for  $3,000.00."   

ne  said  "You  fellows  are  responsible."  T h o s e   instances   

are  s o   common  that  w e   never  thought  anybody  would   

question  that.  Before  I  getaray  from  that  point,   

Wir.  Frederick  Greenwood  o f   the  Federal  Reserve  bank   

came  before  the  Oregon  State  Farm  Bureau,  and  he  began   

with  the  usual  talk,  from  the  banker's  standpoint,  b y    

saying  that  deflation  was  highly  desirable  and  highly   

necessary-  d e   said  that  our  gold  dollar  hed  shrunk   

in  purchasing  power  until  i t   was  only  worth  about  4 5    
"4a   

or  5 0   cents  o n   the  dollar.  I  do  not  remember  t h e    

exact  amount.  H e   said  i t   was  necessary  t o   deflate;   

that  i t   was  necessary  t o   deflate  a s   rapidly  a s   possible.    
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de  then  said  that"we  have  been  accused  out  here  o n   the   

coast  of  not  financing  the  farmer”.  " k e   have   

always  financed  the  farmer  during  what  w e   term,  a s   bank-   

ers,  t h e   productive  period,  b u t   a s   soon  a s   his  wheat  i s    

harvested  w e   will  not  l o a n   h i m   a  dollar  u p o n   it,  because   

it  is  his  duty  t o   sell  that  wheat  i n   order  that  the  wheels   

of  trade  and  commerce  may  move  and  business  may  Z O   One   

Therefore  w e   wont  loan  h i m   a  dollar  after  harvest,.be-   

cause  then  it  becomes  a  marketable  commodity."  N o w   I   

interrupted  nim  at  that  point  and  I  said  “Are  you  not   

handling  the  paper  and  rediscounting  for  Mr.  Houser  o f    

Portland,  for  hundreds  o f   thousands  o f   dollars,  and  per-   

haps  millions  o f   dollars,  sent  i z   f r o m   your  member   

penks  all  over  Uregon,  ‘ashington,  Idaho  and  Uten?"   

I  said  "ne  is  buying  this  same  grain  and  you  are  letting   

him  have  the  money  through  the  Federal  Keserve  Bank  t o    

buy  it.  I  wish  t o   ask  you  this  question,  whether  i t   is   

now  a n   agricultural  product  i n   his  case,  o r   a  market-   

able  commodity.”   

Me.  nouser  was  buying  that  grain.  Y o u   ask  me  t o    

give  the  names  o f   banks  o r   places,  a n d   I  am  not  prepared   

to  do  that,  but  I  could  get  enough  proof  t o   satisfy  every    
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man  i n   this  room.  M r .   Houser  went  t o   the  very  banks   

that  called  the  loans  o f   the  grain  farmers,  a n d   borrowed   

money  -  W e   c a n   find  instances  o f   where  t h e   farmer  h a d    

to  sell  his  wheat  crop  and  liquidate  his  note  a t   the   

bank.  M i r .   douser  comes  along  and  borrows  more  than   

the  total  amount  o f   the  liquidation,  t o   buy  t h e   same   

grein.  W e l l ,   t h a t   i s   ail  right,  f r o m   4  banking  stand-   

point,  but  the  farmers  look  at  i t   from  a n   entirely   

different  angle.  T h e y   lock  upon  it,  with  the  panking   

system  of  the  country--we  d o   not  look  upon  the  banking   

¢ystem  a s   being  a  money-making  institution.  I t   may  b e    

an  ignorant  w a y   t o   view  it,  b u t   w e   look  upon  i t   a s   a   

system  whereby  money  i s   made  liquid  i n   order  t o   carry   

on  trade  and  commerce,  a n d   that  should  b e   its  primary   

function.  t e   do  not  look  upon  it  strictly  from  a  cold-   

blooded  banking  standpoint.  W e   feel  that  agriculture   

deserves  i n   this  c r i s i s   c e r t a i n   consideration.  T h a t   w a g    

Mir.  Greenwood's  explanation.  I  asked  h i m   this  question,   

and  I  gave  you  the  &  sis  f o r   that.  w h e n   I  wemtoin:   

there  to  have  this  matter  out  with  our  banker,  h e   told   

me  what  had  been  decided  upon,  but  I  want  to  say  that   

in  the  beginning  h e   did  not  tell  me  that  the  Federal    
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Reserve  board  had  done  this.  H e   just  said  "be  have   

received  orders  from  the  higher  ups".  T h a t   is  the  way   

he  expressed  it.   

Governor  Galkins.  M a y   I  say  right  there,  h e   never   

received  a n y   orders  f r o m   the  Federal  Reserve  B a n k   o n    

any  question.   

wr.  Mansfield.  w e l l ,   I  know,  but  I  will  tell  you,   

the  farmer  would  like  t o   find  out  just  how  that  was.   

But  he  told  us  this,  i n   trying  t o   explain  the  A  E C   o f    

financing,  he  took  a  big  statement.  d e   said  "I  don't   

suppose  you  would  read  the  ‘all  Street  Journal."  I  said   

"Yes,  I  will  read  enything."  T n i s   is  a  colloquy  between   

us  and  the  banker,  a  man  who  had  loaned  our  farming  or-   

ganization  lots  o f   money.  d e   has  been  very  good  t o   us.   

But  I  called  i n   t o   tell  h i m   about  this,  a n d   h e   told  m e    

"You  farmers  had  better  begin  to  get  close  to  the  shore,   

for  trouble  i s   coming.“  T h e t   was  i n   the  spring  o f   1920,   

early  i n   the  spring.  H e   says  "They  are  g o i n g   to  call   

your  cattle  and  sheep  loans",  and  they  rere  called  shortly   

afterward.  I  protested.  I  said  that  i t   was  a n   outrage,   

and  I  went  over  about  what  I  have  said  t o   you  gentlemen.   

de  reached  over  and  t o o k   a  paper--1  don't  remember    
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whether  i t   was  t h e   National  B a n k   o r   the  City  National   

Bank-~and  he  said  "Now,  look  here.  M o n e y   is  like  any   

Other  commodity.  I t   goes  where  they  can  earn  the  great-   

est  amounts”  d e   says  "Look  at  the  amounts  borrowed  by   

that  bank  from  the  Federal  Seserve  Bank."  I  remember   

the  figures  well,  and  i t   shoved  that  they  were  owing  the   

Federal  heserve  Bank  »~8,874,000,  a n d   our  banker  said  t o    

me  "Look  at  the  vall  Street  Journal  and  you  will  see   

that  call  money  is  away  up.  I t   has  varied  from  9-1/2  to   

25  per  cent."  d e   said  "That  money  is  borrowed  from  the   

Federal  Reserve  banks  t o   b e   reloaned  o n   a l l   Street.  I t    

is  borrowed  at  6  per  cent  and  it  is  reloaned  a t   from   

9-1/2  to  20  per  cent",  S o   I  asked  Mr.  Greenwood  about   

ite  I  am  going  to  show  you  the  state  of  the  farmer's   

mind  out  i n   Uregon.  I  asked  him  if  that  was  true,  that   

the  Federal  Heserve  Banks  had  loaned  this  money.  i e   are   

not  questioning  the  fact  that  the  Federal  Neserve  Bank   

has  @  right  t o   loan  o n   good  collateral,  b u t   w e   are  just   

simply  finding  out  whether  a  man,  because  h e   had  good   

collateral,  could  g o   to  the  Federal  Neserve  bank  and  have   

extended  t o   him  the  credit  of  the  Government  o f   the  United   

motates  a t   6  per  cent  f o r   speculation  purposes,  w h e n   o u r     
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farmers  had  their  wheat  stacked  along  the  track  there   

and  could  n o t   borrow  a  cent  o n   it.  I  want  t o   show  y o u    

gentlemen  that  i t   was  n o t   a  question  o f   the  proportion   

that  they  would  loan.  T h e y   would  not  loan  anything  o n    

it  i n   Eastern  Oregon.  t i r .   Greenwood's  explanation  was   

that  they  had  n o   means  o f   knowing  whether  the  banks  were   

"using  this  money  for  speculative  purp@es  o r   not,  and   

had  n o   power  t o   inquire  into  it.  N o w ,   this  m a y   sound   

very  peculiar  t o   you  gentlemen,  from  a  banker's  stand-   

point,  b u t   I  want  t o   tell  y o u   further  that  just  after  +   

got  o n   the  train  i n   Chicago  Mr.  dunt,  who  is  County   

Agent  of  Morrow  Gounty--Hepner  i n   Morrow  County,  I  think   

it  is--he  lives  a t   the  town  o f   Hepner-~-he  told  me  that   

they  h a d   a  case  i n   which  o n e   o f   the  banks  a t   Portland   

had  returned  paper  sent  u p   from  one  o f   their  banks  i n    

thet  county  b y   a@  man  who  did  not  owe  a  dollar.  H e   had   

sold  his  wheat  a n d   paid  o f f   his  indebtedness,  a n d   h e    

tried  t o   borrow  money  for  next  year,  and  they  returned  the   

note  a n d   said  that  they  would  n o t   loan  a n y   more  money  i n    

Morrow  County  until  our  grain  was  put  on  the  market,  and   

liquidation  was  more  extensive  i n   that  county.  T h e y   re-   

turned  the  note  and  told  him  that  this  particular  men  had    
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paid  his  indebtedness.  d e   wanted  this  put  to  his  credit.   

de  says  "I  can  send  you  4  letter  in  which  they  said   

that  until  siorrow  Gounty  had  more  largely  disposed  o f    

the  wheat  crop  that  they  did  not  feel  like  extending  any   

more  loans  t o   Morrow  County."  N o w   I  say  t o   you  gentlemen   

that  I  have  traveled  a l l   over  Eastern  Oregon,  a n d   I  have   

talked  t o   men  i n   every  walk  o f   life.  I  have  talked  with   

benkers,  a n d   I  am  going  t o   give  you  simply  the  result   

of  m y   observation  there,  for  what  i t   is  worth.  T h e s e    

conditions  being  a s   w e   believe  t h e m   t o   be,  t h e   farm-   

erg  have  appointed  this  committee  that  y o u   see  here,  t o    

try  t o   erect  some  sort  o f   a  financial  system  s o   that   

they  will  operate  more  efficiently.  N o w ,   i f   y o u   d o   not   

care  t o   tell  u s   who  decided  o n   deflation  a n d   w h y   i t    

could  n o t   have  been  carried  o u t   more  equitably,  o r   t o    

bring  forward  some  system--I  want  t o   wind  u p   b y   saying   

that  I  have  stood  up  in  Oregon  and  made  speeches  defend-   

ing  the  Federal  “eserve  Lank  until  the  thing  got  s o    

hot  f o r   m e   that  I  could  n o t   d o   i t   any  longer.  I  have   

made  probably  ten  speeches  defending  the  Federal  Re-   

serve  Banks.  N o w   we  are  here  t o   gather  information  t o    

report  to  the  body  o f   the  American  Farm  Bureau  Federa-    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



tion  some  plan  whereby  the  farmer  can  finance  himself,   

and  as  m y   friend  here  said,  w e   will  b e   glad  o f   some   

s  »  :   
Suggestions  f r o m   you  along  that  line.   
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Governor  Harding.  I  know  that  rhile  you  gentle-   

men  are  here  you  want  to  get  some  constructive  sugges-   

tions,  and  in  order  to  remove  any  misapprehensions  which   

you  may  have  —T  would  like  t o   show  you  this  chart.  I t    

is  not  a s   complex  a s   i t   looks  a n d   I  can  easily  explain   

it  to  you.   

Ye  will  take  this  line  here,  which  represents  in-   

vested  assets  o f   the  Federal  Reserve  Banks,  that  means   

bills  bought  i n   the  open  market,  the  amount  discounted   

for  member  banks  and  everything  they  put  money  out  for;   

and  I  will  call  your  attention  t o   this  Sharp  drop  here,   

which  are  merely  bookkeeping  entries,  because  they  oc-   

‘cur  every  three  months  when  the  Government  collects   

income  taxes  a n d   when  the  banks  g e t   temporary  deposits   

that  put  i t   up,  and  consequently  the  lines  g o   down  again   

when  the  Government  withdraws  money,  a n d   then  g o   right   

up  again  and  so  forth.  {Indicating  o n   chart.)   

Here  i n   Septémber  o f   1919,  for  instance,  t h e   banks   

had  total  loans  and  investments  o f   all  accounts  t o   the   

extent  of  ~2,550,000,000.  T h e n   the  thing  went  up  dur-   

ing  the  fall  o f   1919,  with  just  a  little  dip  for  Christ-   

mas  time,  and  i t   went  u p   again  until  the  23rd  o f   Jamary    
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482   

when  it  reached  43,300,000,000,  when  we  had  a  curve  of   

about  4 5   degrees,  N o w ,   suppose  i t   had  been  kept  u p    

on  that  basis  ‘  tt  would  have  blown  out  through  the   

LOD.  N o w ,   all  im  the  world  that  the  Federal  Reserte   

Banks  did  was,  about  the  c3rd  o f   Jamuary,  t o   advance   

their  rates  of  discount  and  instead  of  charging  4-3   

per  cent  they  commenced  t o   charge  6  per  cent.   

Now,  y o u   talk  about  the  deflation  that  happened   

during  the  year  1920.  Y o u   will  notice  that  the  gen-   

eral  curve  was  upward,  that  while  the  total  loans  and   

investments  o f   the  Federal  Reserve  Banks  o n   the  cdrd   

of  January  was  {3,300,000,000  that  on  the  22nd  of  Oct-   

ober  and  the  3rd  of  November  i t   was  §3,400,000,000,  and   

all  that  was  done  was  just  t o   regulate  t h e   rate  o f   ex-   

Pansion.,  T h e n   after  the  4th  of  November  there  was   

some  little  liquidation  and,  a s   usual,  i n   the  fall  of   

the  year  the  loans  began  to  go  off;  business  had  slowed   

up,  and  I  want  to  call  your  attention  to  the  fact  that   

the  great  break  i n   prices  t o o k   place  during  the  late   

summer  a n d   early  Fall  while  t h e   loans  were  still  going   

up  in   

Mr.  Mansfield,  Y e s ,   but  that  would  be  more    
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483   

interesting  if  you  coild  analyze  and  show  us  just  who   

were  getting  those  loans?   

Governor  Harding.  I t   would  b e   impossible  t o   tell   

you;  i t   i s   not  known.   

Mr.  Mansfield.  W h a t   the  farmer  cmtends  i s   that   

there  were  enough  loans  made  i n   Wall  Street---   

Governor  Strong.  I  think  I  can  answer  the  question   

with  regard  t o   hall  Street,  because  t h a t   i s   m y   parti-   

cular  bailiwick.  D u r i n g   this  period  that  you  refer  to   

the  deposits  o f   the  New  York  banks  declined  about  a   

billion  dollars  and  the  alternative  presented  t o   the   

banks  i n   New  York  City  was  either  t o   effect  a  contrac-   

tion  o f   credit  o r   call  their  loans,  which  would  have   

been  disastrous  t o   the  country  i n   any  such  volume,  o r    

borrow  from  the  Federal  Reserve  Bank,  and  the  loans   

which  your  informant  refers  t o   were  loans  Which  were   

made  to  enable  that  money  to  be  withdrawn  from  New  York   

for  your  very  district.   

Mr.  Mansfield.  I  want  t o   say  i n   reply  t o   that   

that  i f   it  was  withdrawn  for  our  district  i t   never  got   

there.   

Governor  Harding.  L e t   me  show  you  the  chart  with    
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reference  t o   Federal  Reserve  notes,  which  represents   

Federal  Reserve  notes  outstanding  o n   the  1st  day  of   

January,  1920.  O n   that  day  the  Federal  Reserve  notes   

outstanding  were  %3,000,000,000;  about  the  middle  o f    

January  they  went  down  to  about  ©2,840,000,000.  T h e n    

they  commenced  going  u p   again  and  they  kept  going  u p    

steadily  all  during  the  year  1920  until  o n   the  26th  day   

of  December,  1920  they  reached  the  high  point,  Which  was   

over  $2,400;000,000,  and  since  then  they  have  been  going   

off  again.  T h e   gold  reserve  stood  steady  pretty  Well,   

and  commenced  last  fall  to  go  up  a  little  bit.  Now,  re   

have  a  goad  reserve,  gold  and  lawful  money,  o f   ¥2,400,000,   

and  that  gap  between  the  Federal  Reserve  notes  outstand-   

ing  a n d   the  gold  reserve  i s   a s   b i g   a s   i t   was  before,   

Mr.  Mansfieid.  T h a t   is  very  interesting,  bit  that   

is  ilike  the  famous  surgical  operation  i n   which  t h e   oper-   

ation  was  a  success  but  the  patient  died,  and  it  does   

nét  help  us  much.   

Governor  Harding.  T h e   Federal  Reserve  Banks  dis-   

counted  during  the  year  1920  for  their  member  banks   

about  three  times  a s   much  agricultural  paper  a s   they   

did  i n   the  year  1919---three  times.as  much,    
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Mr.  Mansfiecld.  Y e s   sir,  but  werwere  told  b y   Mr.   

Day  of  the  Federal  Reserve  Bank  o f   San  Franeisco  about   

the  credit  that  agriculture  h a d   received,  but  I  think   

an  analysis  o f   those  figures  will  show  that  they  counted   

in  there  manufacturers  o f   farm  implements,  manufacturers   

of  plows,  grain  buyers,  millers,  a n d   classed  them  all  a s    

agricuiture,.   

Governor  Harding,  I  will  give  you  another  index   

that  cannot  b e   wrong.  Y o u   know  the  law  says  all   

paper  o f   Federal  Reserve  Banks  must  have  a  maturity  of   

not  longer  than  9 0   days,  except  agricultural  paper  a n d    

paper  based  o n   live  stock  which  Can  run  as  long  as  six   

months,  S o   the  Federal  Reserve  Banks  all  keep  a  separ-   

ate  account  o f   live  stock  a n d   agricultural  paper.   

luring  the  year  1919  the  Federal  Reserve  Banks  car-   

ried  o n   a n   average  o f   about  fifty-six  willion  dollars   

of  agriculture,  s i x   months  paper,  I t   reached  the   

peak  i n   September  o f   1919  and  ran  off  steadily  all   

during  the  fall  o f   1919,  a  little  less  i n   October   

than  there  was  i n   September  and  a  little  less  i n   Novem~   

ber  then  there  was  in  October,  until  i n   December,  1919,   

the  total  amount  of  agricultural  paper  carried  by  the    
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Federal  Reserve  Banks  was  about  $46,000,000.   

Now  i n   1920,  what  d o   you  find?  Y o u   find  that  the   

amount  kept  o n   advancing.  I n   September  o f   1920  the   

Federal  Reserve  Banks  had  ¥256,000,006  of  agricultural   

paper;  i n   October  they  had  258,000,000;  i n   November   

they  had  y260,000,000  and  in  December  they  had  4262,000,0C   

in  other  words  they  had  over  five  times  a s   much  as  they   

had  the  year  previous,  a n d   instead  o f   falling  off  i n   the   

fall  o f   the  year  t h e   amount  o f   agricultural  paper  o n    

hand  kept  steadily  increasing  a  little  bit.  S o ,   a s    

you  see,  there  must  have  been  some  accommodation  extend-   

ed  the  farmers  through  the  Federal  Reserve  Banks  during   

the  fall  o f   1920.  I  have  always  thought  that  there  was   

accanmodation  extended  t o   the  farmers  and  I  believe   

the  other  gentlemen  here  think  there  Was,   

Mr,  Bradfute.  I  am  vondering  i f   i t   is  not  some-   

thing  like  this---and  this  i s   one  o f   the  things  that   

makes  a  farmer  think  a  pood  deal---and  that  i s   that   

we  think  that  the  manufacturer  has  been  pretty  well   

financed,  h e   seems  t o   be  taken  care  of,  but  we  discover.   

ed  this  Spring  that  i f   we  wanted  t o   buy  a  corn  planter    
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487   

that  i t   tekes  four  times  a s   much  corn  t o   b u y   a  corn   

planter  a s   i t   3 i d   a  year  aFO0-   

Governor  Harding  I  will  tell  you  w m t   I  think   

is  one  o f   the  great  troubles  with  the  farmer.  A s   I   

told  y o u   gentlemen  t h e   other  day,  a n d   Mr.  Mansfield   

Guoted  me  substantially,  I  guess,  but  not  exactly;  but   

I  told  you  gentlemen  the  other  day  that  I  did  not  think   

that  the  Federal  Reserve  System  could  ever  entirely   

satisfy  the  farmers  because  i t   is  substantially  a   

commercial  system  and  i t   deals  with  the  commercial   

banks,  that  i s   bankwith  bank;  the  law  does  not  allor   

the  Federal  Reserve  Banks  t o   g o   out  and  make  individ-   

val  loans.  I  presume  you  are  all  familiar  m  ough   

with  banking  customs  t o   know  this,  that  n o   bank  can   

aftord  fist  t o   loan  o u t   its  o r m   money.  I f   a  bank  has   

a  capital  o f   %100,000  a n d   has  t o   p a y   for  the  services   

of  a  president  and  cashier  and  other  services,  and   

taxes  end  so  forth,  and  attempted  to  loan  out  that   

100,000  the  stockholders  had  better  keep  the  money   

themselves  and  loan  i t   out.  T h e   bank  reaches  around   

and  gets  deposits;  and  it  takes  the  money  “hich  is  put   

on  deposit  with  it,  and  you  will  find  that  most  banks    
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in  the  c m d u c t   o f   their  bisiness  m a k e   a  habit  o f    

deferring  t o   people  w h o   carry  balances  w i t h   them.   

In  the  ease  o f   the  merchant  cetting  c r e    

manufacturer  getting  crecit,  t h e   situation  i s   this,   

In  some  seasons  o f   the  year  the  merchants  will  carry   

five  o r   ten  o r   fifteen  thousand  dollars  i n   the  bank   

without  owing  the  bank  anything,  the  manufacturer   

will  carry  from  five  t o   fifteen  thousand  dollars   

with  the  bank  without  oving  the  bank  anything,  a n d    

when  the  manufacturer  comes  i n   t o   borrov  t m @   o r    

fifteen  thousand  dollars  h e    

titled  t o   that  accommodation  o n   account  o f   the   

balance  t h a t   h e   carries  m d   i s   i n   the  habit  o f    

carrying  with  the  benk.  Unfortunately  the  farner   

is  not  g o t   a n y   capital  ahead  a s   a  rule;  h e   has  n o    

money  t o   p u t   o n   deposit  P i t h   the  banks.  Y o u   ask   

a  farmer  “How  much  balance  a r e   y o u   foing  t o   carry   

:  t k   1  :  :  i  *   
with  me?)  a n d   h e   will  say  "I  am  not  going  t o   carry   

anything  vith  you.  I f   I  had  money  I  would  not  b e    

borrowing  i t   from  you;"  s o   that  the  lean  to  the   

farmer  i s   2  net  loan,  everything  that  the  farmer   

gets  goes  out.  T h e   banker  i s   looking  a t   i t   as  a    
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business  proposition.  I f   he  has  got  the  spare  money   

he  Will.  let  the  farmer  have  it,  b u t   h e   always  feels  h i s    

obligation  t o   take  care  o f   the  men  “ho  carry  balances   

with  him.  T h e   m a n   who  carries  a  balance  u p   t o   t e n   o r    

fifteen  thouSand  dollars  i s   more  sure  t o   get  consider.   

ation  when  he  goes  to  the  bank  than  if  he  goés  there   

and  puts  u p   good  collateral,  b u t   never  carries  a n y   bal-   

ance.  A  man  i s   i n   that  position,  rhether  h e   i s   a   

farmer,  a  doctor,  a  lawyer,  o r   what  not,  I f   money   

4s  easy  he  can  get  it,  but  the  banks  take  care  o f    

the  person  vho  carries  a  balance  vith  them,  F o r    

that  reason,  a s   I  told  y o u   the  other  d a y   I  d o   not   

believe  t h a t   the  Federal  Reserve  System  a s   i t   stands   

now,  a n d   IJ  do  not  s e e   h o w   i t   c a n   ever,  b e   worked  araind   

to  afiord  t h e   farmer  just  exactly  t h e   facilities  that   

he  wants,  and  I  suggest  t o   you  gentlement  t o   look  around   

and  see  i f   there  tas  anything  else  that  you  could  use   

to  supplement.   

Mr.  Mansfield.  U n d e r   the  present  banking  system,   

Governor,  i t   does  not  meet  the  needs  of  the  farmer   

entirely,  unless  w e   can  re-educate  the  bankers.   

Governor  Calkins.  Y o u   whhid-probably  be  interested    
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490   

to  know  that  i n   the  Portland  section  of  the  San  Francisco   

District,  that  i s   the  Oregon  section,  the  amount  o f   pieces   

of  paper  under  rediscount  show  that  more  than  75  per   

cent  o f   the  notes  under  rediscount  for  member  banks  b y    

the  Federal  Reserve  Bank:  were  notes  made  b y   farmers  for   

agriculture  o r   live  stock  purposes,  T h e r e   i s   no  Question   

of  analysis,  because,  a s   Governor  Harding  has  said,  those   

notes  are  conclusive,  a n d   they  represent  7 5   per  cent   

of  the  pieces  o f   paper  under  rediscount.   

fr.  Mansfield.  w h a t   does  that  amount  t o   i n   volume?   

Governor  Calkins,  I  cannot  tell  you  in  dollers,   

put  i t   was  7 5   per  cent  o f   the  p&éces  o f   paper.   

Governor  Harding.  I s   i t   not  true  that  those  loans   

are  probably  underestimated  because  s i x   months  paper   

includes  nothing  b u t   agricultural  paper,  a n d   there   

would  b e   shorter  t e r m   paper  which  i s   agricultural,   

that  would  b e   classified  a s   maturing  i n   less  than   

six  months  sand  would  not  come  i n   that  class,   

Governor  Calkins.  T h e r e   may  be  something  i n   that   

put  75  per  cent  o f   the  faci  lities  extended  b y   the   

Federal  Reserve  B a n k   i n   Oregon  were  extended  t o   farmers,   

If  you  advance  $5,000  to  a  i»5,000  farmer  you’  have  ex-    
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tended  the  facilities  o f   your  Federal  Reserve  Bank   

just  as  much  as  you  do  when  you  advance  $500,000  to   

a  95,000,000  corporation.  N o w   that  is  a  conclusive   

statement  demonstrating,  the  point  i n   dispute,  that   

the  Federal  feserve  Bank  i n   the  District  o f   Gregon   

has  extended  t o   the  farmers  more  t h a n   their  propor-   

tion  o f   its  facilities.   

Mr.  Mansfield,  s h a t   about  the  »eroposition  of   

refusing  the  farmer  a  45,000  loan  o n   50,000  bushels   

of  wheat  and  loaning  Mr.  Houser  three  times  that   

amount  o n   the  same  r h   eat?   

Governor  Calkins.  M r .   Mansfield,  the  Federal   

Reserve  Bank  does  net  refuse  farm  loans  o r   grant   

farm  loans.  I t   discounts  the  paper  for  the  member   

banks,  and  we  have  no  cmtrol  over  the  member  banks!   

actions  ¢   

Mr.  Mansfield,  Y o u   refuse  paper  through  your   

member  banks.   

Governor  Calkins,  N o   Rederal  xeserve  Bank   

has  ever  called  a  farm  loan  unless  i t   was  due  or  past   

Due  «   

ir,  Mansfield.  I  understand  dfatourse,  h o w   i t     
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operates,  the  member  bank  sends  the  paper  u p   iy  the   

Reserve  B a n k   t o   pass  on.   

Governor  Calkins.  I t   has  never  refused  t o   ac-   

cept  paper  because  i t   was  based  o n   a  farmer's  wheat--—   

.   

ir.  Mansfield.  i  think  I  can  bring  numerous   

cases  t o   orove  t h a t   i t   h a s   b e e n   d o n e   i n   Oregon.   

Governor  Strong.  W h a t   y o u   gentlemen  very   

properly  desire  before  y o u   fo,  and  what  w e   desire,   

is  constructive  suggestion.   

Mr.  liansfiela.  Certainly.   

Governor  Stromg.  i I   do  not  believe  that  i s   going   

to  fhllow  from  attempting  t o   fix  some  responsibility   

in  any  definite  transaction  upon  some  individual.   

I  would  like  t o   refer  t o   tWo  o r   three  o f   the  points   

that  were  made  i n   the  course  o f   your  discussion.   

You  i n q u i r e   as  to  the  man  who  gave  this  order   

for  deflation.  I  know  o f   no  such  order  being   

given.  I t   happens  that  during  the  year  1920  I  was   

travelling,  I  had  a  year  o f   leave.  T  reached  Japan   

in  the  Spring  o f   1920  and  fond  that  this  deflation   

order  had  been  given  there  long  before  i t   was  g¢iven   

here,  T h e y   were  i n   the  throes  o f   a  liquidation    
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much  more  severe  than  we  have  experienced,   

The  same  condition  w a s   observable  i n   the  ports   

along  the  “hinese  coast,  at  Hong  Koug,  Shanghai  and   

Singapore.  I  found  the  same  conditions  in  Java,   

and  when  I  reached  India  they  were  i n   a  condition  o f    

absolute  distress.  ‘ W h a t   is  called  the  "hoonda,"the   

native  note  of  hand,  largely  made  b y   farmers,  Was   

being  protestea  daily;  bills  drawn  for  importation   

of  goods  from  all  over  the  world,  drawn  upon  the   

native  banks  and  bankers  and  importers  were  being   

fishonored,  were  not  being  accepted.  w h e n   I  got   

to  France  I  found  the  same  condition  i n   France  and   

the  same  condition  i n   England.  I t   would  appear   

from  your  remark,  a s   though  some  gigantic  conspir-   

acy  had  been  devised  around  t h e   Yorld  t o   bring  about   

this  condition  t o   which  you  refer,  but  i t   Was  o t   a   

man  made  affair,  something  ordsred  b y   a  supreme  ezar   

of  finance,   

Governor  H a r   2  M a y   I  interrupt  y o u   a  moment?   

Governor  Strong.  C e r t a i n l y .    

fal   Governor  Harding.  I  want  t o   stress  your  point  b y    

Saying  that  these  world-wide  conditions  a r e   apparent    
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to  the  péople  who  make  a  business  o f   studying  these   

things,  who  think  abait  nothing  else.  T h e y   think   

they  see  these  things  i n   advance,  Fhile  sometimes   

the  ordinary  man,  who  is  busy  rith  his  affairs,  does   

not  see  theme  Y o u   will  rémember  Easter  Sunday  was   

a  very  warm  Summer  day,  a  very  hot  day.  H e   had  hot   

weather  two  or  three  days  before  that.  T h e   weather   

forecaster  came  out  and  said  that  Monday  night  there   

Was  going  t o   be  a  freeze,  that  a  freeze  was  coming   

that  rould  damage  the  fruit  crop.  &  good  many   

people  gct  out  their  smudges  and  protected  their  fruit   

do  not  t h   a n y b o d y   has  blamed  the   

not   
the  freez  n d   there  will/be  because   

they  gave  warning  of  the  freeze.  There  was  no  rea-~   

son  t o   say  that  soe  body  haa  made  that  freeze  ana   

that  h e   was  responsible  for  it,  n o   human  being  tag.   

Now  all  o f   this  financial  trouble  w e   had  last  year   

was  foreseen  by  a  good  many  »éoplé  and  warnings  were   

given  out,  and  some  people  accepted  them  and  acted   

on  them  a n d   others  d i d   not.  J u s t   because  v a m i n g s    

were  given  a s   to  that  was  coming,  i s   no  reason  why   

responsibility  should  b e   fixed  o n   any  individual   

what  happened,    
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hir,  Mansfield,  I  have  been  trying  for  a  year  t o    

fix  r e s p o n s i b i l i t y   b u t   I  have  a l w a y s   f o u n d   s o m e b o d y   t o    

pass  t h e   buck.  i  Want  t o   s a y   this  a s   t o   m y   o m   i m ~    

pression,.  t h a t   I  f¢ot  m y   impression  f r o m   circular   

letters  a n d   speeches  before  t h e   American  Bankers!  4 s .    

sociation  shoring  a  plan  for  deflation,  b y   statements   

from  our  bankers,  from  statements  b y   the  Federal  Reserve   
a ,   

Bank  Manager  i n   Portland,  a s   a  matter  that  was  coming,   
a=  ae   

that  deflation  was  coming,  that  i t   had  been  agreed  upon   

by  the  bankers  and  was  going  t o   be  carried  out  i n   a   

certain  way.  s o m e   o f   you  gentlemen  may  Wave  attended   

the  american  Bankers!  Association  a n d   y o u   will  remenber   

speech  that  vas  m d e   t h e r e   t o   the  effect  that  the   

farmers  during  t h e   war  h a d   learned  extravagance  a n d    

it  was  necessary  t o   restore  pre-war  conditions,   

Governor  strong.  B u t   1  do  not  believe  you  want   

body  t o   accept  responsibility  for  every  state-   

that  h a s   been  made  o n   this  subject,   

No,  but  1  am  explaining  where   

L  got  m y   impressions,  i  aid  not  want  t o   come  here   

and  b e   put  i n   the  attitude  o f   some  fellow  that  cones    
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in  with  forest  burs  entangled  i n   his  mane,  but  I  am  go-   

ing  o n   what  I  received  through  the  press  o f   the  country   

anda  from  the  bankers.  themselves.   

Governor  Strong.  I f   you  will  permit  m e   t o   e  mtinue--   

Mr.  Mansfield,  C e r t a i n l y .    

Governor  S t r m g .   I  vill  t r y   t o   ¢xplain  o u r   positign   

to  you.   

Be  believe,  and  I  think  the  students  of  the  subject   

generally  bélieve,  t h a t   irrespsctive  o f   a n y   policy  that   

might  h a v e   b e e n   adopted  b y   any  particular  b a n k   o r   sys-   

ten  of  banks,  that  what  has  happened  was  bound  to   

happen  anyway.  T h i s   gréat  wave  o f   expansion  o f   prices   

had  reached  its  climax  and  i t   was  bound  t o   break,  I t    

broke  the  world  over,  and  the  mere  fact  ‘of:  some  per-   

son  accepting  voluntarily  responsibility  for  it,  i f    

I  may  use  such  strong  language,  i s   really  non-sensical,   

because  n o   one  could  have  stopped  i t   m 4   n o   one  could   

have  started  it.  I n   our  cpinion  i t   was  bound  t o   come,   

It  was  foresecn  abroad  and  it  was,  t o   Some  extent,  fore-   

seen  here,  I  think  i t   is  no  injustice  t o   this  body   

to  say  that  the  storm  signals  Were  raised  long  before   

the  Storm  appeared.    
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Some  of  your  remarks  i n   regard  to  your  attitude   

are  uncoubtedly  justified  b y   conditions.  1 O u   are   

alarmed  about  them,  w e   are  alarmed  abait  them,  but  I   

am  1632  to  b e l %   ve  that  you  are  influenced  b y   state.   

ments,  possibly  unauthorized  statements,  that  appear   

in  journals  b y   newspaper  men  and  b y   others  who  I m o    

nothing  about  the  subject.   

Now,  particularly  i n   regard  to  the  policy  i n    

New  York,----i  could  detain  you  a  long  time  i n   ex-   

plaining  t h e   policy  o :   N e w   York  Bank,---but  i n    

brief  i t   has  b e   t h e   possible  development   

of  ths  very  thing  with  which  we  are  now  charged,   

that  is  that  the  resources  o f   the  Federal  Reserve   

Should  b e   diverted  t o   speculative  pur.   

poses  t o   the  disadvaritage  o f   the  legitimate  business   

of  the  country.  Y o u   will  agrees  with  me  that  the   

not  the  only  legitimate  people  i n   the   

United  States  that  require  credit.  C u s t o m e r s   o f   the   

farmers  i n   New  York  reduirs  credit.  T h e y   are  a n    

essential  part  o f   the  machine  t h a t   makes  t h e   market   

for  the  produce  o f   the  farmers  o f   the  west.  T h e    

transportation  systems  need  credit  i n   order  to  move   

your  crops,  I t   i s   more  particularly  the  r e s p o n s i     
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bility  of  the  New  York  Bank  to  take  care  of  the  credit   

requirements  o f   the  customers  o f   the  farmers  rather  than   

of  the  farmers  themselves;  but  as  t o   the  resources  o f    

the  bank  being  deferred  t o   speculative  purposes  I  can   

assure  you,  from  my  own  knowledge,  without  referring   

to  figures,  that  the  Federal  Reserve  Bank  o f   New  York,   

Since  September  o f   1917,  haslaida  very  heavy  hand  o n    

the  speculator.  H e   does  not  like  us,  H e   thinks  we   

have  i n t e r f e r r e d   with  his  legitimate  vocation  and  h e    

thinks  s o   to  this  very  day;  and  without  expressing  i t    

in  figures,  which  i s   not  necessary,  but  you  may  accept   

my  w e d   f o r   it,  s o   far  a s   security  speculation  i s   con-   

cerned,  there  is  a  smaller  volume  of  credit  employed   

today  i n   security  speculation  than  i n   any  recent  years   

and  since  before  the  war,  T h e   policy  o f   the  Bank   

of  New  York  has  beén  to  confine  the  extension  o f   credit   

to  those  banks  which  showed  a  disposition  t o   support   

the  legitimate  business  o f   the  axoeeeer.  i  might  g o    

so  far  asto  Say  that  o u r   policy  i s   now  designed,  a s   I   

have  already  expressed  t o   these  gentlemen,  t o   keep   

the  banks  i n   a  strong  enough  position  s o   that  if  occa.   

Sion  requires  t h i s   year  w e   c a n   use  o u r   resources  f o r     
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the  benefit  o f   the  other  Reserve  Banks  that  are  carrying   

this  load  in  the  agricultural  sections.   

We  deplore  4nd  regret  the  influence  o f   statements   

tiat  are  made  about  t h e   New  York  Bank  just  because  o f    

very  large  loans  extended  to  certain  individual  banks   

there,  because  they  do  not  represent  o r   reflect  what   

is  actually  transpiring  a t   all.  T h o s e   loans  a r e   simply   

made  t o   enable  those  banks  t o   return  t o   the  interior  the   

deposits  t h a t   have  temporarily  been  there  a n d   which  are   

now  needed  i n   the  agricultural  and  other  sections  o f   the   

country.   

We  have  been  engaged  i n   this  meeting  f o r   some  days,   

and  expect  t o   be  here  for  some  days  longer,  i n   discuss-—   

ing  these  very  matters,  F o r   m y   part  I  feel  i t   is  very   

helpful  t o   hear  what  you  have  t o   say  and  I  think  that   

is  the  feeling  of  all  the  Governors  of  the  Reserve  Banks,   

if  we  had  a  magic  remedy  for  your  difficulties  which  was   

in  o u r   p o r e r   t o   b e s t o w   u p o n   y o u   y o u   c o u l d   c a r r y   i t    

away  with  you  from  this  room  right  now.   

Mr.  Mansfield,  W e   are  sure  o f   that,   

Governor  Strong.  tihat  you  have  said  I  can  promise   

you  will  receive  the  utmost  attention  b y   the  men  here,   

tT  have  mown  then  for  years  ari  they  have  one  object    
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only  i n   mind  a n d   that  i s   t o   serve  t h e   business  interests   

of  this  c o u n t r y   and  your  interests.   

There  nas  been  no  discrimination  against  the  farm-   

ers;  there  has  beén  no  such  discrimination  i n   New  York.   

The  only  way  i n   which  w e   can  extend  any  relief  t o   you   

in  the  West  i s   b y   doing  exactly  what  w e   have  done,   

that  i s   to  enable  the  New  York  banks  t o   return  deposits   

to  the  interior,  t o   lend  very  large  amounts  t o   their   

correspondent  banks  i n   the  interior,  a n d   they  have   

for  some  time  past  been  loaning  the  largest  amount   

in  théir  history  t o   their  interior  correspondents,   

and  i f   it  becomes  necessary  t o   lend  our  resources  t o    

the  other  reserve  banks  w s   propose  t o   d o   i t   and  t o   con-   

tinue  t o   do  it.  T h i s   meeting,  i f   you  please,  will   

discuss  the  conditions  that  you  have  referred  to;  w e    

have  already  spent  a n   entire  morning  w i t h   the  Secre-   

tary  of  the  Treasury  i n   doing  that  very  thing,  and   

we  will  see  what  comes  o f   it.  I t   is  a  matter  that   

we  must  confer  about  amongst  ourselves,  a n d   if  con~   

structive  suggestions  arise,  w e   hope  they  will  be  ex-   

hibited  b y   improvement  o f   conditions  i n   your  district.   

Governor  wellborn.  M r .   MansfieZd,  you  quoted    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



from  Mr.  Greenwood  a  few  moments  ago.  W h a t   position  does   

he  occupy?   

Mr,  Mansfield.  E e   is  Manager  o f   the  Federal  Re-~   

serve  Bank  o f   Portland.   

Governor  Calkins.  H e   i s   Manager  o f   the  Portland   

Branch  o f   the  Federal  Reserve  Bank  of  San  Francisco.   

Mir.  Walker,  Gentlemen,  I  will  not  detain  you   

but  a  little  while.  W e   are  not  unmindful,  a s   students   

of  economics  that  the  surves  o f   prices  and  finance  now   

practically  correspond  to  the  prices  o f   the  Civil  War,   

We  knew  that,  I  have  talked  o n   that  end  have  lectured   

on  that,  I  have  told  the  farmers  that,  but  the  farmer   

thinks  this  about  the  situation:  H e   cannot  cover,  his   

crop  i s   planted,  a n d   h e   war  f i n a n c e   i t   and  i t    

is  a  one  year  turnover.  C f   course  that  situation  makes   

it  very  difficult.  I n   California  I  took  charge  of   

Dunn  &  Bradstreet  figures  and  I  shoved  the  Civil  War   

curve  and  I  showed  the  curve  d  today  and  they  are   

corresponding  very  minutely.  B u t   i t   was  stoming,  a n d    

what  could  we  do.  W e   have  a  six  months.  credit  and   

at  harvest  time  our  loan  i s   ealled,   

Now,  the  plan---but  as  a  matter  of  fact,  we  have    
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502   

not  a  plan;  i t   is  immaterial  i f   somebody  did  do  this,   

because  w e   know  that  the  cmditions  are  world-wide  ;   

but  what  I  am  anxious  t o   know  is  if  next  year,  o r   the   

next  year  or  the  next  year  we  cannot  get  together  and   

devise  something  that  will  take  us  over  these  very  dis~   

tressful  times,   

Governor  Strong.  D o   you  feel  that  the  pressure   

which  has  been  felt  i n   the  agricultural  districts   

is  the  result  o f   some  direct  concerted  action  taken   

by  the  banks  i n   that  section?   

Mr.  Walker,  O h   no,  but  o n   the  other  hand  one   

bank  that  I  know  of  in  particular,---it  wasn't  a  Feder-   

al  Reserve  Bank,  but  i t   corresponded  with  a  Federal  Re-   

serve  member,---they  borrored  i n   a  little  c m n t r y    

town  ~700,000  to  tide  over  the  farmers,  and  when  that   

loan  was  called  i t   had  this  effect  economically  upon   

the  canmuinity.  O f   course  the  farmer  i s   entitled  t o    

pay  his  note  vhen  i t   is  aue  the  same  a s   anybody  else,   

but  when  these  notes  became  due,  the  short  term  loans,   

they  became  d u e   just  about  market  time  a n d   i t   prac-   

tically  bankrupted  that  whole  community  t o   pay  back   

that  $700,000,  because  they  had  to  sell  at  prices    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



that  did  not  pay  the  cost  o f   harvesting,  whereas  they   

felt  that  i f   they  could  have  been  tided  over  and  have   

gotten  a  rediscount  that  i t   possibly  would  have  saved   

the  day  not  only  for  the  bankers  but  for  themselves,   

The  bankers  must  face  a  bankrupt  constituency  there  be-   

eause  their  customers  that  have  b e e n   dealing  with   

them  for  years  a r e   practically  bankrupt.  i L   know   

that  they  are  absolutely  d o w n   a n d   out.  T h e   local   

bankers  were  doing  all  they  could.  I  am  speaking   

of  California,  I  have  travelled  all  over  the  State,   

from  the  Southern  part  t o   the  Imperial  Valley,  going   

out  there  just  before  I  came  here.  I n   the  Imperial   

Valley  the  mnditions  were  very  acute  all  the  way   

from  harvesting  cotton  clear  down  t o   other  things,   

They  could  not  get  additional  money  even  t o   harvest   

their  crops.  I  am  sure,  with  all  the  wisdom  that   

there  is  here  and  intelligence  and  desire  to  help,   

that  w e   can  institute  something  that  will  relieve   

us  Somewhat  fran  the  disastrous  conditions  which  not   

only  have  hurt  the  men  who  have  t o   furnish  the  fin-   

ances,  but  that  have  hurt  the  producers  also,   

Governor  Strong.  O f   course  you  understand  i t   is    
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exceedingly  d i f f i c u l t   for  the  Federal  Reserve  Bank  to   

say  to  a  member  bank,  which  has  made  a  loan  which  i t    

might  consiisr  t o   be  not  a  bad  loan,  that  i t   must  ex-   

tend  i t   and  take  a  loss,  because  that  i s   a  species  o f    

control  which  n o   Federal]  Reserve  Bank  can  exercise   

over  its  member  banks.   

Mr,  Walker.  I  understand,  but  as  you  know,   

there  are  money  lenders  and  money  lenders,  m t    

what  w e   want  t o   invoke  i n   this  matter  i s   your  broad~   

er  sympathy  and  charity,---although  I  do  not  think   

you  ¢coaild  call  i t   charity---but  i f   a  man  owns  a  farm   

of  several  hundred  acres  and  he  i s   producing  a  crop,   
and   

and  he  is  a  good  customer  of  yours/you  hold  his  note,   

it  is  the  part  o f   wisdom  t o   keep  him  goinginstead  o f    

breaking  him  i n   one  year...   

Governor  Strong.  I  think  so,   

Mr.  Walker.  T h e   bankers  all  through,  as  I  saw   

it  in  Califmmia,  a n d   1  do  not  know  o f   an  exception,  were   

Sympathetic  towards  their  customers,  b u t   somebody  was   

pressing  t h e m   a n d   they  would  s a y   they  h a d   $100,000  which   

was  borrowed  fran  Chicago  and  had  to  be  paid  t o   Chiaago.   

what  the  farmers  needed  was  a  little  longer  time,  a n d     
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vhat  I  have  t o   suggest  here  i s   that  w e   should  have  had   

longer  time,  and  if  we  could  have  had  an  extension  of   

the  loans,  i t   is  possible  w e   might  have  avoided  trouble,   

On  the  other  hand  you  might  have  said  that  you  did  not   

know  that  the  market  i n   another  year  o r   six  months   

Was  going  t o   b e   any  better  than  i t   was  a t   that  time,   

but  we  d o   know  that  putting  all  o f   the  goods  o n   the   

market  a t   one  time  broke  the  market  and  made  the  secur.   

ity  and  the  property  that  they  had  less  valuable---   

Dr.  Miller,  “ h e r e   d i d   you  say  that  was?   

Walker,  I n   California.   

Miller,  What  part?   

walker,  i  refer  t o   all  o f   California.   

Miller.  B u t   I  mean  about  this  specific  case,   

Walker,  T h e   specific  700,000  loan?   

Miller.  Y e s ,    

Walker,  T h a t   was  i n   Glenn  County.   

Miller,  w h e r e   was  the  situation  worst  i n    

California,  a s   you  observed  it?   

Mr.  Walker,  I  have  been  all  over  California.   

IT  am  President  o f   the  Farm  Bureau  there  and  there  isn't   

a  town  i n   California,  except  Fresno  but  what  i t   weep-   

ing.  O f   course  t h e   transient  trade  i n   Los  Angeles    
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makes  a  difference.   

Governor  Calkins.  fton't  y o u   particularize  a  little   

bit  more?  T h e r e   isn't  a  town  in  California  but  what   

is  doing  what?   

Mr.  Walker,  But  what  is  hard  hit,  and  hard  stressed.   

That  i s   as  I  have  seen  them.  O f   course  I  have  not  ex-   

amined  the  bank  accounts,   

Dr.  Miller.  B u t   everybody  i s   weeping.  T h e   farmer   

must  not  think  that  h e   is  being  singled  out  as  a  special   

object  o f   attack.   

Mr,  Walker.  I  understand  that.   

Dr.  Miller,  T h i s   deflation  has  been  extremely  in-   

discriminate,  I t   has  fallen  alike  upon  the  just  and   

the  unjust,   

Ne,  Bradfute.  B u t   i t   has  fallen  heavier  u p o n   the   

farmer,   

Dr.  Miller,  I  think  I  mould  question  that  state-—   

ment,  because  i t   has  fallen  just  a s   heavy  o n   the  pur-   

chaser  of  farm  products.  I  think  if  you  will  inguire   

into  the  condition  o f   the  Portland  mills  you  will   

find  that  they  have  suffered  relatively  just  as  severe-   

ly  as  any  farmer  i n   Eastern  Oregon.  I  think  i f   you    
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Will  inguire  into  the  cmdition  o f   the  milling  industry   

on  the  coast  you  will  find  that  they  have  suffered   

as  much  a s   the  farmer,  T h e y   have  p a i d   high  prices   

and  have  suifered  loss  i n   large  part.  T h a t   i s   nothing   

to  their  credit,  T h e s e   things  r h e n   they  come  come   

very  much  a s   lightning.  N o b o d y   knowSvho  i s   going  t o    

be  first  struck  and  Who  is  going  to  be  hit  the  worst,   

That  i s   the  reason  why  I  ask  the  guestion  whether  there   

is  any  particular  section  of  Galifornia  that  you  have   

observed  where  you  have  observed  the  situation  has  been   

more  acute  tham  i t   is  generally.   

Governor  C e   lkins,  i  waild  like  t o   ask  t h e   gentle-   

man  t o   continue  w i t h   vhat  h e   started  t o   s a y   a  few  m o m    

ents  a g o   about  t h e   Imperial  Valley.  I t   i s   probable   

that  ccaditions  i n   the  Imperial  Valley  are  more  acute   

than  i n   any  other  part  o f   California---I  d o   not  mean   

any  other  torn  i n   California,---~but  those  conditions   

in  the  Imperial  Valley  are  due  to  the  fact  that  the   

tire  manufacturing  concern..  h a s   s u f f e r e d   a  greater   

loss  than  a n y   other  concern  i n   the  cointry  h a s   a n d   i s    

now  perhaps  bankrupt,  s o   that  the  farmers  cannot  g o    

to  that  concern,  with  whom  they  have  contracted  to   

sell  cotton,  a a d   make  any  money  t o   harvest  the  cotton    
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with.   

Mr,  Walker,  Y o u   spoke  o f   the  tire  manufacturing   

concern.  T h e y   contracted  t o   p a y   the  fermer  6 0   cents   

on  the  cotton  and  when  the  cotton  came  t o   be  harvest-   

6d  they  were  practically  bankrupt  a n d   they  said  that   

the  only  thing  they  could  give  t o   the  farmer  was   

stock  i n   the  company.  T h e   farmer  did  not  have  any   

money  s o   the  contracts  have  been  rorthliess  with  that   

good  tire  company.  a n o t h e r   p o i n t   where  they  are   

practically  i n   distressful  condition  is  the  rice  region---   

Governor  Calkins.  A r e   the  2ifficulties  i n   the   

rice  region  d u e   t o   l a c k   o f   finances?   

Mir,  Walker,  N o ,   but---   

Governor  Galkins(interposing)}  T o   armzact  o f   God  and   

nothing  else  i n   the  world!   

Mr,  Walker,  I f   you  want  t o   hear  the  story  i t   i s    

one  o f   the  most  Vicious  combinations  o f   human  i n d i v i d    

uals  that  I  think  was  ever  p u t   over  o n   a n   unsuspecting   

people.   

Governor  Calkins,  A n d   a n   act  o f   God  added  to  it.   

Mr.  walker.  O f   course  that  added  to  the  difficulty,   

Governor  Calkins,  T h e   rice  i s   unharvested  today;   

it  has  stood  o u t   all  winter  unharvested,    
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Mr.  talker.  T h e   peculiar  thing  about  i t   is  that   

those  people  who  have  not  harvested  their  rice  are  glec-   

ful  ana  glad  because  t h e y   s a y   they  are  i n   better  shape   

than  they  would  be  if  the  rice  vas  i n   the  warehouse,   

Governor  Calkins,  T h a t   may  be  true.  I  happen  t o    

be  sympathetic  i n   this  matter,  because  aside  from  the   

fact  that  I  am  Governor  o f   the  Federal  Reserve  Bank  of   

San  Francisco,  I  am  a  plain  farmer.   

Mr.  Walker,  I  am  from  billows,  s o   we  are  not  s o    

far  apart.  M r .   Carlson  o f   the  Cakland  Bank  told  m e    

that  that  cembination  vere  lucky  that  they  were  not   

in  the  “pen.”   

Governor  Calkins,  T h a t   was  a n   extremely  vicious   

combination  i n   the  rice  district  which  y o u   come  from,   

but  the  situation  is  due  to  two  things,first  the  com-   

bination  o f   which  you  speak  and  second,  a n d   following   

that,  what  is  plainly  an  act  of  God,  and  that  is  early   

rains,  which  made  it  impossible  t o   harvest  the  rice  and   

which  destroyed  about  5 0   per  cent  o f   it.   

Governor  Norris,  B e f o r e   these  gentlemen   

I  would  like  t o   Summarize  t w o   o r   three  points   

them.   

Walker,  I f   I  might  Ssayujust  a  word    
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fore  w e   go.  Another  thing  whieh  I  think  i s   charge-   

able  t o   agriculture,  from  the  economic  standpoint,  i s    

that  tenancy  is  increasing  tremendously.  T h e   money   

is  secured  b y   the  land,  but  t o   conduct  the  agricul-   

tural  business  t h e   tenant  must  p u t   u p   just  personal   

collateral  and  i s   supposed  t o   maintain  agricultural   

cre  dit---   

Governor  Calkins(interposing  )  T h a t   i s   tne  trouble   

4n  the  nice  Sistrict,   

Mr,  Walker.  T h e   trouble  i n a   good  many  districts   

was  that  they  were  attempting  t o   finance  tyo  things   

with  the  most  valuable  part  o f   agriculture  taken  from   

agriculture  t o   secure  money  t o   finance  other  industries,   

But  the  big  thing  i s   that  i f   you  people  can  co-   

operate  w i t h   u s   t o   work  o u t   a  better  system---I  a m    

certain  that  a  better  financial  S y s t e   c a n   be  devised.   

I  was  very  much  interested  i n   reading  the  history  o f    

about  twenty  years  ago  i n   the  statement  that  the  fin-   

ancial  system  that  w e   had  then  could  not  be  improved.   

Some  writers  said  that  i t   was  s o   perfect  i t   was  almost   

Divine  i n   its  perfection,  but  nor  w e   are  wondering   

how  we  g e e t   along  with  that  old  financial  system.    
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In  the  crisis  which  has  been  precipitated  w e   have  this   

remedy  of  the  Federal  eserve  Banks  "hich  come  to  the   

rescue  o f   the  banker  i n   distréss,  anid  can  we  not  fo  a   

step  further  and  have  a  remedy  for  agriculture  in.  dis-   

tress?  I  believe  we-can.  i  -do-  o t   P e a k   foreany   

Utopia  here  o n   earth  that  i s   going  t o   give  everybody   

inefficient,  untimely  crecit,  but  w e   are  just   

think  r e   are  sane,   

Governor  Harding.  “ h a t   i s   your  remedy?   

Dr,  Miller,  t h a t   i s   i t   you  want  specifically?   

Can  you  mention  the  specific  thing  i n   the  way  of  a   

eredit  problem  that  you  think  the  farmers  want?   

Mr.  walker,  ‘“.hat  w e   want---we  want  the  financiers   

and  the  agricultural  people  t o   get  together  and  rork   

out  this  preblem.   

Dr,  Killer,  ‘ h a t   i s   the  problem?   

Governor  Norris.  I  think  I  c m   tell  you  “hat   

problem  is.   

Mrs  walker,  C n e   o f   the  things  sugrestea,  o n e    

that  I  think  of  right  now,  tliat  seems  to  have  been   

serious  i s   t h e   s h o r t   t i m e   c r e d i t   t o   farmers,   

Gevernor  Seay.  Y o u   want  capital  for  one,  tro    
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three  years,  o r   how  long  do  you  want  it?   

Mr,  Walker,  I t   will  have  t o   be  on  longer  terms,   

Ne  cannot  f o   inte  the  market  vith  a  man  who  has  six   

or  6ight<turnovers  a  year.  " 6   have  only  one  turnover   

in  agriculture,  and  sometimes,  i n   beef,  for  example,   

one  turnover  i n   three  years,  A  man  i s   either  compelled   

to  gO  i n   business  with  capital  enough  t o   finance  him-   

during  those  three  years  o r   he  has  t o   get  that  capital,   

and  i f   h e   has  the  capital  h e   i s   foolish  t o   g o   inte   

the  business,  b u t   n e   had  better  ¢ o   into  something  else   

than  farming.  I t   looks  then  a s   if  my  statement  must   

put  agriculture  o n   a  preferential  basis  t o   anything   

élse,  t h e n   a  man  comes  i n   at  the  end  of  thirty   

days  a n d   takes  u p   his  paper  a n d   makes  a  new  loan,  a n d    

does  that  again,  how  much  i s   he  paying  for  his  money   

at  the  e n d   o f   the  year  a t   present  rates,  A g r i c u l -    

ture  till  not  stand  that,  that  i s   all.   

i  am  not  i n   the  atiitude  o f   Dlaming  anybody.   

The  Federal  Reserve  System  has  just  developed,  these   

things  a r e   developing  a n d   w e   are  gceing  t o   improve   

it.  T h e   Federal  Reserve  System  has  been  a  tremendous   

step  i n   the  right  direction.  i  was  talking  t o   Senator   
a    
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Owen  the  other  day  from  Oklahoma.  W e   rad  a  long  c m -    

ference,  and  I  recognize  that  out  of  chaotic  conditions   

you  have  developed  something  that  i s   vonderfully  bene-   

ficial.  I  think  after  making  that  step  w e   can  £0  a   

step  further  and  develop  something  better.  A g r i c u l -    

ture  needs  a!longer  term  of  credit.  ‘ie  realize  that  a   

man  who  has  n o   security  cannot  have  cresit,  and  ve  recog-   

nize  that  and  do  not  want  sifts  nor  charity.  i  Fish   

to  thank  y o u   gentlemen  f o r   this  opportunity.   

Governor  Norris,  Governer  Harding,  a s   I  stated   

to  you.a  moment  aso,  I  vould  like  t o   just  summarize   

tro  o r   three  o f   the  points  o f   these  gentlemen  before   

they  leave.   

want  t o   say  first  that  s o   far  a s   I  am  concerned   

that  what  they  have  had  to  say  has  fallen  o n   very   

Sympathetic  ears,  F o r   nearly  four  years  I  had  t o    

study  these  questions  abnost  daily.  T h e   problems  o f    

the  farmers  were  my  study  and  my  interest  during   

all  that  time,  A  great  deal  of  what  you  hve  said   

today  I  have  said  myself  many  times,  and  I  think  that   

you  have  stated  i t   here  today  rith  great  moderation   

and  courtesy,  I f   Tikad  been  i n   your  position  I  rould    
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stated  i t   with  a  good  deal  more  directness  a n d   per-   

with  som  heat,  which  you  have  not  exhibited.   

Now  the  point  that  I  think  that  y o u   ought  t o   remem-   

ber,  t o   approach  i t   i n   a  proper  spirit,  the  points  you   

have  got  to  remember  are  first  these;  T o   get  out  of   

your  heads  any  idea  that  Governor  Harding  o r   the  Re-   

serve  Board  o r   the  officers  o f   the  Reserwe  Banks,  o r    

any  other  individual  o r   group  o f   individuals  brought   

about  this  deflation.  A S   Governor  Strong  said  there   

is  no  man  o r   group  o f   men  in  the  world  who  c o   uld   

either  have  caused  i t   or  prevented  it.  I t   was  the   

inevitable  outgrowth  o f   world-wide  conditions  and  i t    

is  not  confined  t o   the  United  States,  & s   Governor   

Strong  has  said  i t   began  i n   Japan  and  i t   has  extended   

through  all  the  world,  not  only  t o   Europe  but  t o   Cuba   

and  t o   South  America.  T h e   conditions  a r e   the  same   

all  over  ths  world.   

Secondly,  the  facilities  of  the  Federal  Reserve   

System,  such  as  they  are,  were  extended  continuously   

throughout  the  whole  period  i n   which  these  declines   

in  agriculture  and  other  products  were  taking  place,   

and  both  the  loans  and  the  wrrency  issues  of  the    
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Federal  Reserve  Banks  were  higher  a t   o r   near  the  e n d    

of  1920  than  they  were  i n   the  beginning.  - o   far  a s    

the  direct  heads  o f   the  Federal  Reserve  system  accom-   

plishing  any  result  a t   all  i n   the  Sirection  o f   in-   

flation  o r   deflation,  i t   was  a s   Governor  Harding  has   

pointed  out  to  you,  that  they  flattened  and  redced  the   

rate  a t   vhich  expansion  was  taking  place,  a n d   instead   

of  the  line  going  u p   at  an  angle  o f   45  dégrees,  they   

flattened  i t   out  t o   perhaps  twenty  o r   twenty-five  d e .    

grees,  T h e y   put  the  brakes  o n   a  Little  o n   continued   

inflation.  T h a t   i s   all  they  had  t o   do  With  the  in-   

flation  o r   deflation.   

Third,  that  as  so  far  as  aAiscriminating  against   

agriculture  o r   agricultural  paper  i s   concerned,  a   

much  large  proportion  o f   the  loans  o f   the  Federal  Re-   

serve  System  have  been  devoted  t o   agricultural  purposes   

in  1920  then  in  1919  or  in  any  other  year  of  the  oper.   

ation  o f   the  System,  a n d   t h e   figures  t h a t   have  been  col»   

lected  a s   t o   the  amount  o f   agricultural  loans  d o   not   

include  the  loans  to  fertilizer  concerns,  imslement  manu-   

facturers  o r   any  other  people  o f   that  class,  V L h e n   the   

Federal  Reserve  Board  asked  for  those  figures  from  each    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



bank,  I  did  not  know  whether  i t   was  i n   response  t o    

a  request  f r o m   Senator  O w e n   o r   a  Senatorial  C o m -    

mittee,  b u t   I  asked  the  question  whether  i t   vas  in-   

tended  that  w e   Should  include  all  loans  that  were   

under  t h e   general  h e a d   o f   agricultural  purposes,  o r    

whether  they  ought  t o   be  confined  strictly  t o   loans   

to  farmers.  T h e   reply  was  that  it  was  t o   be  confined   

strictly  t o   loans  t o   farmers,  and  the  figures  that   

were  given  from  our  district,  a n d   I  Suppose  from  every   

other  district,  included  only  strictly  agricultural   

loans  t o   people  w h o   were  engaged  i n   farm  production.   

Fourth,  a s   has  already  been  stated,  I  think  i t   is   

S e e   t r u e   that  i t   has  borne  o n   the  farmers  harder   

than  o n   any  other  class,  I t   has  always  been  the   

history  o f   the  world  that  ~hen  anything  nasty  was   

going  t o   be  distributed  the  farmer  got  his  first.  I   

think  the  farmers  got  theirs  first  this  time  ond  they   

have  h a d   i t   worse  than  a  good  many  other  people,  p o s -    

sibly  worse  than  anybody  else;  but  take  the  large.  con-   

cerns  that  deal  with  the  farmers,  take  the  Central   

Leather  Company,  that  deals  i n   hides,  and  I  think  they   

wrote  off  something  like  t¥enty-five  o r   thirty  million    
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dollars  last  year  i n   loss  o n   inventory.  T a k e   the  Ameri  -   

can  Woolen  Company,  seeing  this  thing  coming,  a t   the   

end  of  1919  wrote  off  seven  and  a  half  million  from  their   

inventory  to  cover  anticipated  losses  i n   1920.  T h a t    

wasn't  enough  for  them  to  write  off  and  they  had  to  write   

off  a n   additional  amount  this  year,   

Mr,  Bradfute,  M a y   I  interrupt  you?   

Governor  Norris.  C e r t a i n l y .    

Mr.  Bradfute,  I  wonder  how  much  the  farmer   

to  write  o f f   o n   nis  wool  a n d   o n   his  hides,   

Governor  Norris.  I  am  not  arguing  that  the  farmer   

aia  Met  Ssubier,   

Mr  Bradfute,.  H e   wrote  off  trice  a s   much  as  the   

other  fellow  o n   the  same  proposition,   

Governor  Norris,  I  am  not  arpuing  that  h e   was  not   

hit  harder,  I  am  only  saying  he  was  not  the  only  sufferer,   

The  American  Woolen  Company  i s   not  the  only  buyer  o f    

wool,  T h a t   i s   only  one  company  and  i t   wrote  o f   f  that   

amount.   

Mr,  Mansfiel3,  Y e s ,   b u t   t h e y   h a d   made  millions   

of  dollars  d u r i n g   tHe  war  profiteering   

off  the  American  people.    
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Governor  Norris.  I  am  not  saying  that  the  farmer   

did  not  suffer~and  that  these  other  people  are  entitled   

bo  any  Special  consideration  because  they  suffered,  but   

Lam  only  saying  that  the  suffering  extended  all  the  way   

around.   

Now  take  the  Federal  Reserve  System  a s a   possible   

help  i n   this  situation,  a n d   what  are  the  facts?  I n    

the  first  place  w e   haves  the  fact  that  w e   cannot  make   

2  loan  t o   anybody  b u t   a  member  bank,  v e   cannot  a c t    

at  all;  the  bank  pushes  the  button,  W w e   cannot  make   

them  make  a  loan;  w e   cannot  say  t o   them  that  they   

shall  m a k e   a  loan;  w e   c a n   i n   s o m e   c a s e s   s a y   t h a t   w e    

do  not  want  certain  kinds  o f   loans  made  t o   carry  stocks   

and  bonds  and  for  other  speculative  purposes,  b u t   w e    

cannot  make  them  make  loans.  t e   can  only  meet  their   

applications  w h e n   they  came  t o   us,   

Now,  that  being  the  fact  we  cannot  meet  this   

situation.  T h e   national  banking  s y s t e m t   hat  you   

were  alluding  t o   a  moment  a g o   a s   i t   existed  prior  t o    

the  Federal  Reserve  System  was  created  for  the  benefit   

of  manufacturers  a n d   merchants.  h e n   t h e   Federal    
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Heserve  Act  was  passed  i t   coordinated,  systematized  and   

improved  that  system  and  it  contained  one  little  benefit   

for  agriculture,  I t   provided  that  whereas  i n   any  other   

industry  a  ‘Federal  Reserve  b a n k   could  not  discount  a   

note  that  had  more  than  ninety  days  t o   run,  that  a s   t o    

agricultural  paper  they  could  discount  u p   to  six  months,   

It  also  contained  a  provision,  that  has  never  mounted   

to  anything,  t h a t   a  Predera  Reserve  B a n k   might  loan  a   

certain  proportion  o f   its  resources  o n   farm  mortgages,   

to  run  over  a  certain  period  o f   years.  N o w ,   I  suppose   

those  two  provisions  were  written  into  the  act  as  s o    

many  provisions  are  written  into  a  good  many  acts,   

vith  &n  idea  of  doing,  a t   least  apparently,  something   

for  the  farmer;  but  we  might  as  well  be  frank  about  i t    

and  admit  that  practically  the  Federal  Reserve  Act  did   

very  little  for  the  farmer,   

Governor  Harding.  M a y   Isinterrupt  y o u   just  a  m o m    

ent?   

Governor  Norris,  C e r t a i n l y .    

Governor  Harding,  Y o u   know  the  law  says  the  Fed.   

eéral  Reserve  Banks  c a n   loan  o n   six  months  paper  for  agri-   Basins)   

cultural  purposes  u p   t o   a  certain  percentage  o f   their    
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520   

assets,  to  be  fixed  by  the  Federal  Heserve  Board.  T h e    

Federal  Neserve  Board  fixed  the  percentage  at  99  per   

cent.   

Governor  Norris.  N o w ,   Governor  Harding  h a s   given   

one  reason,  t h e   principal  reason  why  the  average  com-   

mercial  bank  does  not  feel  inclined  t o   make  loans  t o    

farmers,  and  that  is  because  the  farmers’  balance  with   

them  i s   usually  very  small  and  they  prefer  t o   accommo-   

date  the  people  who  carry  good  balances  with  them,  or   

to  cultivate  new  customers  among  the  people  who  are   

likely  to  carry  good  balances  with  them,   

Mr,  Bradfute.  W o u l d   the  balance  o f   the  average   

farmer,  would  not  that  balance  compare  pretty  favor-   

ably  with  a  manufacturer,  t h a t   i s   I  mean  t h e   p e r   cent,   

which  he  might  want  t o   borrow  with  the  amount  that  the   

manufacturer  might  want  t o   borrow?  I n   the  aggre-   

gate  I  think  you  will  find  that  the  farmers!  deposits   

are  pretty  large,  Y o u   could  hardly  imagine  a  pro-   

duction  i n   this  country  of  billions  each  year  of  prod-~   

ucts  a n d   yet  a  situation  where  t h e y   would  not  have  money   

in  the  bank,   

Governor  Harding.  T h e   answer  t o   that  i s   that    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



521   

‘the  loans  t o   the  farmers  a r e   pretty  large  also.  I  know   

in  the  year  1920  the  Federal  Reserve  Banks,  and  I  might   

say  i n   1919,  the  Federal  Reserve  Banks  discounted  for   

member  banks  strictly  farmer  paper  amounting  t o   627  00051   

and  i n   the  year  1920  the  Federal  Reserve  Banks  discounted   

strictly  farmer  paper  for  member  banks  amounting  t o    

61,980,000,000,  which  shows  that  the  Federal  Reserve   

Banks  were  loaning  some  money  t o   the  farmers,  a n d   when  y o u    

consider  the  non-member  banks  yhich  have  l a r g e    

loans  with  the  farmers  i t   shows  that  the  banks  are  mak~   

ing  loans.  Y o u   have  made  reference  t o   the  poor  tenant   

farmer  who  hasn't  anything  t o   depend  upon  except  his   

landliord---   

Governor  Seay.  Governor  Harding  I  would  like  t o    

saya  word  o r   two  with  regard  t o   that  point  when  Gover.   

nor  Norris  i s   through.   

Governor  Norris,  I  will  b e   through  shortly,   

Governor  Seay.   

Governor  Seay.  P l e a s é   d o   not  hurry.   

Governor  Norris,  I n   addition  t o   that  there  were   

tyo  other  things  that  operated  against  the  farmer,   

One  was  the  fact  to  which  one  of  you  gentlemen  alluded,   

that  he  wants  longer  credit  and  does  not  turn  his  stuff   

over  a 8   rapidly  a s   the  merchant,  a n d   another  i s   the    
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fact  that  h e   i s   ordinarily  situated  i n   a  rural  community   

where  there  isn't  a  great  deal  of  money  about,   

Now  gentlemen  I  do  not  believe  there  i s   any  kick   

at  this  time  from  the  farmers  i n   New  England  o r   through   

the  New  York  Distridt,  I  know  there  i s   not  from  the   

Philadelphia  District.  P r o b a b l y   the  reason  for  that   

is  that  those  are  small  farms  through  those  sections   

where  there  are  little  ccunty  towns  o r   other  towns   

-  nearby  where  there  i s   a n   accumulation  o f   money;  b u t    

when  you  take  the  great  plantations  o f   the  South  and   

the  great  wheat  fields  o f   the  West,  where  there  i s    

Sparse  population,  there  hasn't  been  an  accumulation  o f    

money  that  enables  the  bmkers  there  to  adeqately   

take  care  o f   their  farmer  borrowers,   

Now,  these  facts  were  all  recognized  i n   1916  and   

Congr#ss,inberided  to  provide  a  system  for  farm  financ-   

ing  that  should  stand  side  b y   side  w i t h   the  Federal   

Reserve  System,  recognizing  that  the  national  barks   

and  the  Federal  Reserve  System  took  care,  a s   I  Say,  o f    

the  manufacturers  and  ths  merchants,  and  that  there   

Was  m o   banking  system  adapted  t o   the  needs  o f   the   

farmer,  Now,  the  trouble  is  that  when  they  did  that    
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they  only  half  took  care  o f   it,  and  I  think  they  took   

care  o f   the  smaller  half.  T h e y   took  care  o f   the  long   

time  requirements  o f   the  farmer,  the  farmer  who  needed   

to  borrow  t o   under-drain  his  land  o r   fence  o r   build  a   

dairy  herd  or  start  an  orchard,  o r   anything  that  was   

going  t o   take  a  period  o f   years,  a n d   i t   provided  him   

with  the  facilities  for  getting  that  long  time  money   

on  a n   amortized  l o a n   a t   a  low  rate  o f   i n t e r e s t ,   but   

it  necessitated  the  creation  o f   a  first  mortgage  and   

therefore  i t   is  perfectly  useless  t o   the  farmer  who   

wants  t o   borrow  for  three,  six,  o r   nine  months  t o    

make  a  crop,  t o   harvest  his  crop,  and  that  void  has   

never  yet  been  filled  and  exists  today,  and  that   

is  lack  of  facilities  for  meeting  the  short  time   

credit  requirements  o f   the  farmer.  I  do  not  see   

how  i t   can  be  made  under  any  existing  machinery,  a n d    

I  think  what  is  needed  is  to  establish  in  this  country   

some  s u c h   system  a s   exists  i n   most  o f   the  Buropean   

countries,  f o r   some  kind  o f   cooperative  short  time   

rural  credit  with  banks  o r   loan  agencies  c f   some  kind   

to  administer  it.  O f   course  the  basic  principle  o f    

thet  would  b e   i n   some  f o r m   o f   o u p i n g   o f   these  various  ping    
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applications  for  five  hundred  dollars  o r   a  thousand   

dollars  o r   two  thousand  dollars  whatever  they  might   

be,  made  b y   a  multitude  o f   farmers,  s o   that  they  mizht  be   

marshalled  and  used  as  the  mortgages  given  t o   the  farm   

loan  system  are  used  as  security  for  marketable  de-   

benture  bonds.   

ir,  Walker,  I t   would  be  more  attractive  t o    

have  a n   asSociation  t o   take  a  large  léan  thaa  i t    

would  b e   i f   you  have  t o   disseminate  i t   into  many   

smail  loans  to  the  individual  farmers,  from  ea  finan-~   

cial  standpoint.   

Governor  Norris,  A  great  deal  more  attract-   

Governor  'ellbom.  M r ,   Chairman  I  will  be  very   

brief,  because  i t   is  getting  late,  but  I  want  t o    

Say  to  these  gentlemen  that  I  am  from  the  cotton   

growing  district  o f   Atlanta,  a n d   I  believe  ovr  bank   

has  gone  t o   the  extreme  Limit---the  Federal  Reserve   

Board  does  not  Question  that---that  w e   have  gone  t o    

the  extreme  limit  i n   helping  t h e   farmers  w i t h   their   

cotton,  their  peanuts,  their  rice  and  their  sugar.   

Gentlemen,  I  jo  not  suppose  a n y   cimplaint  has   

ever  come  t o   the  Reserve  B o a r d   that  t h e   Atlanta    
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District  did  not  d o   its  duty  b y   the  farmers.  B u t   note   

withstanding  all  that  our  products  have  gone  down  and  down   

and  jJovn  in  price  from  40  cents  for  cotton  t o   11  cents,   

notwithstanding  w e   have  held  that  cotton  for  the  m  and   

carried  i t   for  them.  I  cannot  coceive,  gentlemen,  o f    

any  financial  system  being  created  to  lend  money  to  pro-   

duce  a  crop,  t o   harvest  that  crop  and  then  hola  it  and   

make  another  crop  and  go  o n   continuously.  T h a t   i s    

almost  an  impossibility  and  I  do  not  believe  you  can   

get  up  a  financial  system  t o   d o   that.   

Mr,  Platt.  J u s t   o n e   word  vith  regard  t o   New  York   

and  New  England,  T h e y   have  had  abundant  credit,  m t    

I  kmow  Archie  Sanders  o f   Central  New  York  told  me  that   

he  Was  selling  p o t a t e   s  at  25  cents  a  bushel.  N o   matter   

what  the  conditions  are,  i f   you  cannot  hold  the  prices   

up  you  might  just  a s   well  sell  the  crop,   

Governor  Strong.  Governor  Norris  of  Philadlphia   

has  explained  what  may  not  have  been  pleasant  hearing,   

and  that  i s   something  about  what  w e   camot  do.  T h e    

limitations  imposed  upon  the  Reserve  Banks  are  those   

limitations  imposed  b y   the  law.  W e   regard  i t   o n   the   

whole  a s   a  good  law,  a  law  t o   perform  the  necessary    
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functions  i n   a  banking  system.  I  belisve  there  are   

some  comprehensive  and  helpful  things  that  can  b e   cone   

in  the  policy  of  the  system.  T h e y   w e r e   not  suggested   

by  what  has  been  stated  at  this  meeting,  but,they  have   

been  o n   our  program  since  i t   was  prepared  some  time  ago,   

We  have  not  yet  reached  a  discussion  o f   the  policies   

which  involved  the  subject  which  you  have  raised  nor,   

but  I  want,  before  I  leave,  t o   call  your  attertion  t o    

one  important  matter  about  the  policies  o f   the  Federal   

Reserve  Systeme  I f   w e   have  something  t o   accomplish,   

and  we  shout  i t   from  the  house  tops,  particularly   

under  the  conditions  that  exist  today,  w e   invite  the   

very  conditions  and  the  very  developments  that  you  are   

seeking  t o   avoid,  T h i s   i s   a  new  country.  T h e   people   

of  the  United  States,  beyond  a n y   other  country,  a r e    

speculative  i n   their  attitude  o f   mind.  T h e y   specu-   

late  i n   land,  i n   building  operations,  stocks,  commodi-   

ties,  anything  that  presents  a n   opportunity  for  profit.   

We  have  witnessed  the  greatest  decline  in  the  value  of   

stocks  and  commodities  that  w e   have  ever  witnessed  i n    

this  country,  and  viewing  it  from  the  technical  stand   

Point  of  the  great  money  lending  machine  o f   the  country,    
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4f  the  Federal  Reserve  Systan  should  announce  bheir   

Policies  i n   regard  to  the  management  from  now  on,  which   

would  lead  the  country  to  believe  that  everything  is   

all  right  and  we  can  g o   right  ahead,  W e   would  suffer   

the  very  thing  that  would  interfere  with  the  very  re-   

covery  that  you  vant  t o   bring  about;  w e   would  start   

speculation  and  speculation  i s   the  one  thing  that  the   

Federal  Reserve  System  has  fought,  although  we  are   

accused,  a n d   it  can  be  shown  unjustly  accused,of  pro-   

moting  it.  T h e   fact  i s   we  have  fought  i t   from  the   

very  beginning.  N o w   constructive  things,  i f   they   

can  be  done,  c a n   best  b e   done  b y   doing  then  and  not   

talking  about  them  i n   my  opinion.  Y o u   might  say  credit   

is  too  expensive  just  now  i n   the  United  States  for   

the  farmer  and  everybody  else.  I t   is  not  the  cost   

of  this  credit  that  i s   interferring  with  the  develop-   

ment  o f   the  interests  o f   the  farmers  under  present   

conditions  a t   all.  W e   hear  v e r y   little  complaint   

about  the  rates  charged  to  the  farmers  for  loans,  and   

I  imagine  o n   the  whole  they  are  lower  than  they  have   

been  during  a  long  series  of  years  past.  W h a t   the    
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farmers  want  just  now,  unless  I  am  mistaken  from  your   

statements,  i s   credit  which  they  really  require,  i f    

they  have  credit  which  i s   a  bankable  article,  t o   enable   

them  t o   make  a  new  crop.  T h e y   believe  i n   many  cases   

that  a  new  crop  will  bring  them  ircaek  without  disaster,   

and  that  i s   a  matter  which  I  believe  i n   a  measure  the   

policies  o f   the  Federal  Reserve  System  could  help  t o    

deal  with  within  the  limitation  o f   the  statute,  I   

do  not  want  t o   lead  you  t o   believe  that  I  think  the   

Federal  Xeserve  System  can  Work  a  miracle,  I t   can-   

not.  I t   is  resisting  a  situation  which  has  developed   

beyond  anybody's  emtrol.  I f   you  are  willing  t o    

leave  t o   this  meeting  the  further  discussion  o f   this   

whole  subject  with  the  Federal  Reserve  Board  it  may   

effect  some  constructive  results  and  I  hope  it  will,   

and  so  far  a s   we  are  concerned  i n   New  York  we  will   

do  everything  i n   our  power  t o   develop  a  constructive   

programe  B u t   you  would  be  the  last,  surely,  t o   ad-   

vocate  a  policy  which  vould  lead  t o   a n   outburst  o f    

speculation  o n   the  one  hand  and  lead  t o   any  impair-   

ment  o f   the  ability  o f   the  Federal  Reserve  System  t o    

meet  the  legitimate  requirements  o f   business  and  of    
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the  farmers,  I  think  gentlemen  i f   you  can  leave  i t    

with  these  m e n   who  are  really  more  familiar  w i t h   the   

conditions  that  you  have  been  discussing  than  you  can   

imagine,  that  they  will  discuss  i t   thoroughly  and  i n    

a  generous  frame  o f   mind.   

Mr.  Mansfield.  Probably  I  had  better  state  t o    

you  Specifically  what  has  been  considered.  T h e r e    

has  been  considered  having  some  provision  made  to  the   

Federal  Farm  Loan  4ct  which  veuld  provide  for  long  time   

personal  credit  F a r m e r s   and  i t   has  been  considered   

that  some  added  legisla  m i g h t   b e   made  t o   the   

Federal  Reserve  Act,  a n d   e s e   farmers  are  considering   

forming  some  sort  o f   a  finance  corporation  t o   finance   

their  commodities  like  wheat  and  things  of  that  sort,   

some  sort  o f   corporation  o f   their  own.  w e   had  a  wheat   

pool  out  in  washington  and  Idaho  that  has  been  very   

successful,  financed  b y   Mr.  Jewett  o n   gold  bonds  based   

on  warelinuse  certificates  for  graded  wheat.   

Governor  Strong,  T h e   copper  people  g o t   together   

and  financed  a  very  large  amount  o f   their  surplus  pro-   

wcLion.   

With  regard  t o   making  arrangements  t o   carry  the    
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farm  commodities,  I  would  say  that  those  arrangements   

are  being  made  the  world  over.  I n   the  Strait  settle-   

ments,  i n   the  Malay  States  you  will  find  arrangements   

made  t o   carry  the  surplus  rubber  a n d   the  surplus   

bin  production;  y o u   will  find  eeffee  and  tea  i n   Java,and   

wheat  i n   India;  silk  and  rice--~-Burma  i s   the  only  coun-~   

try  that  produces  j u s t   n o w   a  surplus  rice  crop.  T h i s    

movenrent  i s   taking  place  the  world  over.  Y o u   may  be   

suspending  the  sword  o f   Damocles  over  the  farmer  i n    

future  years,  I f   he  is  able  t o   put  himself  i n a    

position  t o   go  ahead  and  d o   business  without  a  crop   

hanging  over  him,  the  way  the  coffee  crop  o f   Brazil   

hung  over  the  coffee  grower  there  for  five  years,  h e    

will  b e   i n   much  better  position.  I n   the  long  run   

the  history  o f   that  type  o f   movement  shows  that  i t   i s    

an  unfortunate  t h i n g   i n   its  ultimate  consequences  t o    

hang  u p   much  o f   a  crop.   

Mr,  Walker,  I  Would  like  to  say  that  we  are   

not  approaching  that  thing  blindly.  A S   the  Ameri-   

can  Farm  Bureau  w e   have  e s t a b l i s h e d   an  economic   

department  t o   make  available  the  resources  and  con-   

ditions  i n   ths  world  with  regard  t o   those  things,  a n d     
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we  would  not  just  blindly  tell  a  man  to  hold  his  wheat   

against  a  tidal  wave  coming  i n   from  all  the  world,   

Governor  Strong.  I  am  speaking  somewhat  o f   the   

farmers  i n   the  South.  S o m e   o f   tnem  I  believe  were   

rather  deluded  into  carrying  their  cotton  too  long   

and  all  of  the  crop  was  put  o n   the  market  a t   one  time   

when  the  fall  loans  h a d   t o   b e   paid.   

Governor  Seay.  Governor  Harding,  1  would  like   

about  three  minutes  t o   s a y   scmething  i n   reply  t o    

something  that  Mr,  Bradfute  stated.  L h   3 6 h   W a s    

to  have  minimized  the  assistance  which  the  Federal  Re-   

servs  System  and  the  Federal  Reserve  Banks  o f   the   

country  have  extended  t o   the  farmers.  T h e   popular   

estimate  o f   the  a i d   which  h a s   been  extended  b y   the   

Federal  Reserve  Board  a n d   the  Federal  Reserve  Banks   

of  the  country  t o   the  farmers  i s   not  a  correct  one.   

I  am  from  a n   agricultural  région,  embracing  the   

States  o f   Virginia,  North  Carolina,  a n d   South  Carolina,   

whose  principal  crops  a r e   cotton  a n d   tobacco,     Digitized for FRASER 
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Gotton  has  declined  about  2 5    

per  cent  o f   its  value  f r o m   a  year  ago;  t h a t   i s   very   

extreme,  a 3   y o u   Know.  I n   that  region  t h e   system  o f    

tenant  farming  prevails  t o   a  very  large  extent.  -Leav-   

ing  o u t   loans  o n   Government  bonds,  one-half  o f   all   

toe  money  that  the  Kichmond  Bank  lends  i s   loaned  t o    

farmers,  o r   loaned  t o   merchants  w h o   carry  farmers,   

for  the  running  o f   farming  operations.   

You  must  not  forget  that  the  money  which  the  Fed-   

eral  Reserve  Eank  holds  i s   reserve  money  o f   the  agricul-   

turel  and  the  commercial  banks,  banks  whose  deposits,   

about  75  per  cent  o f   it,  I  believe,  arepayable  o n   de-   

mand  »  A n d   now  the  demands  o f   the  banks  i n   our  region,   

and  i n   many  other  regions  o f   the  country,  are  crippled   

very  largely  b y   destroying  those  deposits.  I t   must  be   

manifest  t o   you  that  the  paper  o f   the  Federal  Reserve   

Banks  cannot  b e   tied  u p   i n   long-time  loans  when   

their  deposits,  which  they  must  keep,  are  payable  o n    

demand  i n   very  large  volume.  I f   you  lived  i n   our   

region  I  would  defy  you  to  name  a  bank,  o r   in  any  4g-   

ricultural  section  o f   the  country,  t o   name  a  bank  i n     
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which  they  had  not  extended  exceeding  liberal  acc  ommo-~   

dations.  I n   many  cases,  taking  these  small  banks  i n    

farming  regions,  w e   have  left  five,  ten,  fifteen,  some-   

times  twenty  times  t h e   amount  o f   their  reserve  deposit   

in  the  tederal  neserve  Banks.  T a k e   the  two  agricul-   

tural  States  o f   North  and  South  Carolina,  w e   are  lending   

to  South  Carolina  now  329  per  cent  o f   the  amount  o f    

credit  t o   which  s h e   i s   equitably  entitled,  a n d   t o   North   

Garoline  215  times.  T h e y   have  not  liquidated  that  credit.   

That  shows  w e   have  not  forced  the  payment  o f   those  loans.   

ke  are  told  by  every  one  o f   those  banks  that  the  reason   

why  they  cannot  liquidate  those  loans  i s   because  t h e    

farmers  have  not  sold  their  produce  and  cannot  sell   

their  produce.  T h e r e   i s   proof  i n   contestaole  that  w e    

are  lending  t o   the  farmers,  o r   lending  t o   the  people  who   

lend  t o   the  farmers,  t o   render  his  operations  successful.   

Therefore  I  am  not  willing  to  say  the  minima  assistance   

the  Federal  Neserve  i s   rendering  t o   farmers,  a n d   i t   is   

rendering  j u s   a s   liberally  t o   commercial  interests.   

That  statement,  a s   compiled,  showed  a  billion  and  five   

hundred  million  which  might  be  attributed  t o   loans  t o    

farmers  and  t o   farm  produce.    
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As  y o u   gentlemen  have  h a d   your  capital  destroyed,   

it  will  take.one,  t w o   o r   three  years  t o   pull  you  out  o f    

the  hole.  Y o u   want  capital.  T h e   Federal  Reserve  Sys-   

tem  has  never  undertaken  t o   furnish  capital,  either  t o    

farmers  o r   to  merchants.   

Mr.  Mansfield.  I  should  like  t o   interrupt  you  t o    

say  t o   you  that  I  am  one  o f   the  greatest  advocates  o f    

the  Federal  teserve  System  i n   our  part  o f   the  country-   

we  have  expressed  i t   like  thisout  i n   our  part  o f   the   

country,  that  the  fellow  who  i s   shooting  a t   you  has  got   

an  swfully  fine  gm.  Y e u   will  agree  with  m e   i n   this,   

that  when  one  o f   our  farmers  w e n t   t o   the  bank  cver  i n    

Bastern  Oregon  a n d   made  a  nots  o f   »2,000  o n   3,000   

bushels  o f   No.  1  Turkey  K e d   sheat,  w i t h   warehouse   

certificates  attached  t o   that  note,  a n d   the  cashier  o f    

that  bank  refused  him  credit  o n   thet  and  loaned  Mr.   

tHlouser  the  same  amount,  t h e   same  day,  o n   No.  Turkey  R e d    

wheat--   

Governor  Seay.  L e t   me  tell  you  one  thing  i n   that   

¢  onnection.  G o v e r n o r   Norris  called  your  ettention  t o    

the  fact  that  w e   deal  directly  with  our  member  banks.   

Suppose  a  member  bank,  t o   which  w e   had  loaned  five,    
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ten  o r   more  times  t h e   amount  o f   its  reserve  profits,   

should  epply  for  a  loan  o f   s a y   2 , 0 0 0   o n   cotton,  suppose   

that  bank  was  borrowing  from  us  ten  times  the  emount  o f    

its  reserve  deposit,  i s   i t   in  a  position  t o   come  t o   us   

and  get  more  money?   

liv.  Mansfield.  N o ,   but  I  am  speaking  Fhere  this  man   

went  to  the  bank,  and  Mr.  douser  would  come  in  on  the  same   
ed   

day  and  borrow  /the  money  -   

Governor  Seay.  I  will  give  you  a  parallel  instance.   

Suppose  Mr.  douser  wants  t o   buy  that  wheat  from  that  man   

and  has  the  place  t o   sell  it.  I f   he  buys  i t   from  the  man,   

that  man  liquidates  just  so  much  of  his  indebtedness.  S f    

Mr.  Houser  sells  i t   to  somebody  else,  Mr.  Houser  liqui-   

detes  his  indebtedness  t o   that  extent.  T h a t   i s   one  relief   

it  gives  your  farmer,  and  one  relief  t o   credit,  but  I  am   

not  arguing  some  specific  credit.   

iir.  Mansfield.  I  have  n o   doubt  the  Federal  Keserve   

Benk  i s   a  good  thing  i n   many  States,  i t   depends  altogether   

on  the  man  i n   charge  o f   the  Federal  ‘eserve  bank,  and  the   

particular  point  o f   view  h e   assumes  toward  agriculture. 
  

I  should  like  to  ask  this  further:  x e   want  construct-   

ive  suggestions.  F o r   instance,  we,  as  farmers,  do  not    
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believe  the  banking  system  o f   the  United  Sta   

Tecte  h e   believe  that  a  system  could  bs  devised  that   

would  altogether  avoid  these  terrific  things  w e   used   

to  call  panics,  but  which  a n   old  farmer  out  i n   our   

country  ssid  was  "a  panic  witt  m u f f l e r   o n   this  time’.   

Now  w e   would  like  t o   know  whether  the  Federal  Heserve   

Board  i s   entirely  satisfied  with  the  banking  system  o f   the   

country,  a n d   w e   would  like  t o   have  some  helpful  sug-   

gestions.  k e   are  out  trying  t o   figure  some  way  out  o f    

this.   

Governor  Seay.  Y o u   want  something--   

Mr.  wansfield.  s e   want  something.  i e   know  from   

experience  w e   cannot  affect  the  financial  system  without   

some  suggestion.   

Governor  Seay.  Y o u   want  something  the  system  was.   

never  designed  t o   perform,  a n d   under  the  present  oroced-   

ure  i t   cannot  perform.  Y o u   want  t o   draft  legislation   

of  some  kind  o r   create  some  Kind  o f   a n   institution  which   

can  give  you  the  capital  credit  you  want?   

Mr.  Walker,  f r o m   these  gentlemen,  o f   a  constructive   

nature?  w e   have  got  t o   work  out  a  system  which  will    
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finence  the  farmer  over  a  long  period  o f   time.   

Governor  Norris.  Y o u   cannot  get  that  through  i n    

to  be  o f   any  use  this  year.  I t   may  be  ultimately   

we  shall  have  t o   come  to.   

Mr.  Mansfield.  Y e s ,   W e   know  how  the  Federal  Reserve   

System  i s   constituted,  wre  realize  that.  K e   know  h o w    

other  matters  a r e   handled.  w e   know  some  o f   the  things   

we  suffer  from.  ¥ e   run  ageinst  this  out  i n   our   

country.  J u s t   the  banks  i n   our  little  t o w n   have  bought   

nearly  a  million  dollars  worth  o f   commercial  paper;  t h e y    

like  t o   handle  that  because  i t   is  more  steady,  they  say;   

they  d o   not  like  t o   b e   o u t   with  a  loan  t o   John  Jones   

away  Out  nine  miles  u p   the  creek,  and  h e   comes  i n   and   

tells  t h e m   h e   has  n o t   harvested  y e t   a n d   cannot  pay.   

They  take  that  money  a n d   invest  i t   i n   paper  o f   Armour   

«  Company.   

Governor  Calkins.  w h y   d o   you  not  change  your  benker?   

Mr.  Mansfield.  T h e y   all  d o   it.   

Governor  Calkins.  N o ,   I  beg  your  pardon,  all  do  not   

do  it,  e v e n   i n   your  section  o f   the  country.  T h a t   i s   not   

a  fair  statement.  Y o u   know  that  some  o f   the  banks  i n   your   

distriet  d o   nothing  of  that  kind,  and  do  finance  the    
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farmer  u p   i n   the  hills.   

Mx.  Mansfield.  Y e s ,   they  finance  the  banker-   

Governor  Calkins.  Y o u   know  what  oank  d o e s   that.   

Now  why  not  change  your  banker?   

Mr-  Mansfield  -  T h e y   are  awfully  fond  o f   commerce  ial   

paper,  some  o f   them.   

Governor  Galxins.  I t   is  profitable  sometimes.   

wir.  talker.  M a y   I  just  ask  this  favor,  may  we  take   

pack  a  word  that  we  might  have  the  cooperation  with  you 
  

and  your  Board  i n   working  out  scme  solution?  I  have  not   

any  plan,  but  I  have  confidence  taat  Féderal  legislation 
  

can  b e   devised  t o   assist  u s   during  vhese  depressed  times, 
  

and  since  w e   have  seen  that  agriculture  not  alone  has  suf 
 -   

fered,  i s   there  n o t   some  w a y   W e   c a n   prevent  these  tre- 
  

mendous  crises  from  bankrupting  the  people  and  causing 
  

them  three  o r   four  years  o f   capital  loss,  o r   must  w e    

just  expect  t o   go  o n   and  continually  experience  these 
  

things  over  and  over  again?  I  want  t o   know  i f   we  can   

hope  for  that?   

Governor  Harding.  I  think  + o   a  very  large  extent   

your  problems  are  our  problems,  o n   account  o f   the  loans   

Federal  Keserve  Banks  are  carrying  indirectly  for  farmers    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



through  their  member  banks.  I  do  not  think  i t   is  ever   

going  t o   be  possible,  a n d   I  am  as  much  o f   a n   optimist   

as  anybody,  b u t   I  do  not  believe  i t   t s   humanly  possible   

to  devise  a  financial  system  that  is  going  to  make  every-   

body  prosperous  all  the  time.   

Mir.  Mansfield.  I  cannot  refrain  from  making  this  sug-   

gestion,  thebankers  c a m e   u t   all  right  this  year.   

Governor  Norris.  N o t   all  o f   them,  b y   any  meanse   

Governor  Seay.  N o t   b y   any  means.   
have  a n y    

Governor  Harding.  D o   not,  please,/misapprehension   

of  that  fact.  I f   you  knew  what  the  bankers  have  suffered   

and  have  had  to  charge  off,  you  could  not  say  that.  T h e    

best  you  can  do  is  to  minimize  these  things.  B e a r   i n    

mind  the  banker  i s   not  the  fundamental  cause  o f   this  de-   

pression.  T h i s   i s   a n   aftermath  o f   the  ware  R e a d   the   

message  that  President  darding  read  t o   Congress  yesterday,   

When  h e   touched  o n   some  o f   these  things.  B e a r   i n   mind   

that  the  effects  o f   war,  the  economical  effects,  are   

never  felt  while  the  war  is  going  on,  o r   immediately  after,   

but  there  i s   a n   inevitable  period  o f   reaction  a n d   rec  on-   

struction  following  every  cataclysm  such  a s   War,  which  w e    

are  experiencing  right  now.  W h a t   happened  i s   not 
 only    
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the  loss  o f   human  life  o n   the  other  side,  children   

have  died  i n   infancy,  but  there  i s   the  economic  waste   

and  destruction,  t h e   loss  o f   productive  power,  the  loss   

of  distributive  power,  a n d   the  loss  o f   consumptive  power   

which  you  i n   this  country,  a n d   all  o f   us,  are  feeling   

today.   

The  actual  money  cost   

on  good  authority  a s   being  a n   amount  i n   billions  o f    

dollars  which  is  greater  than  all  the  wealth,  the  real   

and  personal  value  property  walue  o f   the  United  States.   

That  has  been  wiped  out.  I t   takes  time  t o   restore  it,  time   

and  effort.  Y o u   cannot  d o   i t   over  night,  and,  gentlemen,   

you  represent  the  basic,  fundamental  industry  i n   this   

country,  a n d   i t   has  been  hard  hite  Y o u   represent,   

though,  thebackbone  o f   Americanism,  t h e   hope  o f   the   

nation  rests  w i t h   t h e   people  that  y o u   represent.   

Do  not  let  us  lose  our  heads.  I  think  i t   has  been   

shown  here  thet  every  effort  has  been  devoted  b y   those   

who  are  charged  with  the  administration  o f   the  Federal   

Keserve  system  t o   give  you  a  fair  and  square  deal,  and   

even  more,  t o   go  the  limit  for  you.  I  know  that  i t    

is  SO.  O f   course,  there  might  have  been  individual    
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cases  beyond  our  power  t o   protect.  B u t   d o   not  let  us   

lose  o u r   heads.  B e a r   i n   mind  that  y o u   cannot  create   

wealth  except  i n   one  way,  y o u   cannot  force  a  situation,   

you  cannot  create  wealth  b y   printing  paper  money;  they   

tried  it  in  Russia  and  have  got  to  a  point  now  where  i t    

is  not  worth  the  paper  i t   is  printed  on.  # e   have  just   

got  t o   make  u p   our  minds  t o   maxe  the  best  o f   i t   and  t o    

worry  through  with  it,  but  d o   not  make  the  situation  worse   

by  advocating  unsound  measures.  L e t   u s   face  t h e   situa-   

tion  squarely,  and  let  us  try  to  bring  about  a  better   

condition  by  forbearing  with  one  another,  by  giving   

such  necessary  extensions,  extensions  that  may  be  needed,   

and  gradually  working  off  this  surplus  stock  that  w e    

heave,  t r y   t o   produce  a  new  crop  a s   economically  a s   possi-   

ble,  and  i n   the  course  o f   two  o r   three  years  w e   shall   

have  rec  oered  from  this  harible  condition  from  which   

are  now  suffering  and  which  i s   the  direct  cause  o f   the   

loss  of  the  world's  weatlh,  oecasioned  by  the  destruct-   

fon  of  the  world's  wealth.   

Gentlemen,  t h e   Governors  o f   the  Pederal  Neserve  Banks   

come  from  every  section  of  this  country.  4 9   are  very   

busy  this  week.  T h e y   are  going  to  return  to  their  homes    
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in  a  few  days;  t h e y   e r e   here  o n   work  which  concerns  y o u    

directly  a s   much  a s   anybody  else.  T h e y   heave  a  lerge  and   

difficult  program  t o   carry  through,  but  the  Federal  Ke-   

serve  board  you  have  with  you  always.  « ’ e   are  always  here   

in  sashington,  a n d   I  want  t o   say  t o   you,  o n   behalf  o f   the   

kederal  heserve  Hoard,  that  w e   sympathize  with  you,  and   

we  Rant  t o   hefp  you,  w e   want  t o   d o   what  w e   c a n   t o   help  y o u    

work  that  out,  and  w e   are  always  a t   your  service.  Y o u    

can  send  a  committee  t o   us  a t   any  time  and  we  will  confer   

with  you  and  may  be  able  to  give  you  some  suggestions  as   

to  any  legislative  matter  you  want  t o   undertake,  a n d   we  hope,   

we  want  to  urge  you  not  to  be  misled  and  favor  unsound   

meesures.  L e t   u s   b e   sound  a n d   right  a n d   true  t o   our-   

selves,  whatever  w e   do.  I f   you  d o   that,  t h e   Federal  Re-   

serve  Board  will  b e   glad  t o   cooperate  with  you  and  help   

you  elong  i n   getting  what  legisietion  w e   can  consistently   

approve  o f .    

ir.  vlansfield.  I  want  to  say  the  Farm  bureau  FPeder-   

ation  has  taken  nearly  eight  months  t o   rork  out  a  wheat   

market  scheme,  a n d   i f   anybody  c a n   proceed  a n y   more  conser-   

vatively  than  that  I  do  not  know  how  to  go  about  it.   

Governor  Harding.  I  am  sure  i t   is  a  conservative  or-    
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ganization.   

Mr.  Mansfield.  i  =  h e s e   world  conditions,   

and  the  only  thing  i s   we  d o   not  want  t o   bear  any  more  than   

our  just  proportion  o f   it.   

Governor  Harcing.  D o   not  l e t   u s   think,  though,  t h a t    

we  can  work  out  some  scheme  that  shall  b e   war-proof,  t h a t    

if  we  shculd  have  another  war  thirty  o r   forty  years  from   

now  that  w e   might  not  have  the  same  thing  again,  because   

I  think  i t   is  inevitable.   

Mr.  Mansfield.  % e   thank  you  all  for  listening  t o    

us  patiently  and  hope  some  good  may  c%  £  O n   the   

Governor's  suggestion,  wre  will  hope  the  backbone  will   

receive  a s   much  attention  a s   i t   i s   enti  T h a t   i s    

all  we  ask.   

(shereupon,  a t   6:45  p  m,  the  Conference  was  declared   

adjourned  until  10:30  o'clock  Thursday,  Aprils,  1921.)   
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