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o'clock 2 m on Wednesday, October 26th, 1921.

Present:

The GoveErnors as inﬁicated_in_yestarday‘s record,

.

-

PROCEEDTINOG G S.
he Cheirmen (Governor Strong). <+he meeting will come
to order.
I did not have a chence yesterday, in the urgency of
getting along with our program, to open up any discussion
we should say to lr. lieyerthis morning. May I explai:
now just what I have'in mind.

If we decicde, after meeting with these Senators to-
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they were designed to do, ané¢ that is tele a little risk
themselves, they never did . and 18 he in better shsape
in that way than he was before, unless he is ready to talke
some reasonable risk like anybody else.

Governor Van Zandt. For your information I might say
an
that the War Financs Corporation has established/agricul-
tural losn agency in Fort W%orth, Texas, anc 2lso in A)bed-
guerque, New Mexico, both in the Zleventh District. TuS

one st Fort Worth is opersting and is melking loans, and we

have peid out the money on somée¢ loans they have already

macde, and they have aspplications for several million cdollars

worth of loans that they are working up and turning over to
the wer Finance Corporation as rapidly as they can handle
then.

Governor Morss. If thet is so, are those the character
of loans that could just as well be made by somebody else;
that is to say, are you loaning Government money, simply
loaning Go;ernment money &t perhaps a little cheapcr rate.

Governor Van Zandt. Ve have nothing to do with it ex-
cept to pay out the money.

Governor iMorss. I know that, but the War Finance Cor-

poration does not loan anything but Gogernment money. It
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gartificates.
he Chairman. The point is this, re
industry is being spproached by the ijar Finance Corpora-
tion with an offer, if you plesse, of eredit for a longer
time than the commercial banks of the country will now ex-
tand it because they cannot rediscount that pap:
Banks. he war Finance Corporation has stenpsd

to the cattle incdustry. Withou

a wise or unwise thing for our Govarmment

being done.

Governor Morss. Is it a practical thing for thom to do

The Cheirmen. I thinl so.

Governor lkiorss. I ¢o not know anything sbout this.
have none of it in my country and I am only esling for in-
formetion,

Governor McDougal. In further response to Mr.
inguiry, I would state that the War Finance Corporation has
proceedec in a Vs ¢ wWa so far as our district
is concerned i ! ¥e and that is, they have taken three

bankers, who are practical bankers, end femiliar with all

hases of the cattle business @] ave formed a
3
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committee called the Illinois committee. They have
lished a similer committee in Iowa and other states,
there has been one loan made in the district so far.

Governor Morss. Then you consider there is no object-
ion to our now working up some plan of cooperation with them,
in case we do do anything by way of communicating with the
member banlks?

Governor Mciougal. I think it is very advisable. I do
not say cormunicats with the member banks-~the member bank

are well informed as to the plan and procecdure and the in-

guiries are already very numerous. het we want Lo see

is to have them elimina as far as possible any unnecessary

formalities and g on 2 practical basis.

The Chairman. ¥whet I am after is something different,
end I do not think you get it. What we have been after is
to have the Federal Reserve System take some affirmative
action to push this thing along.

Governor Calkins. Governor liorss's question as to
whether the War Finsnce Corporation is ready to do business
has not been answered yet. It is cCoing business., It is

not a question of whether it is, but whether it is prepared

to do business. Heretofore they have been obliged to make
Lo
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such requirements as to make it possible for them to render
real sssistance. They might have made loans, but they
not ¢o any good. Ls I uncerstand the matter, they
have arrange¢ to malie loan he ca e growers, and it
is the cattle growe

farmers and canners in Calif« ia, to whom they have

I ¢id, ané it

cattle people who need assistance. They have made arrange-
ments to melte loans to the cattle growers without the bank
jndorsement and with only the indorsement of the cattle loan
compeny, which was organized for the purpcse of indorsing the
peper as a matter of fact, so that they have meoe arrangement:
to enable them to meke loans without the intervention of a
lot of guearantees.

Governor Morss. That et in amind.

The Cheairman. How do you feel ebout it, Governor
Callzins?

Governor Calkins. I feel that enything we can Go to
encourage the cattle grower snd to assist him should be aone.
T also feel that the War Finance Corporation has doubtful use-

fulness when it goes into the thing it has gone into in some

parts of the country. For instance, they loan money to the
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so-called Canners' hssociation in California, which should

not have had a cent. There is no reason why they shculd
be favored as compared with other smaller corporations.
They also have loaned money to the Californiza prune
growers. I am a living example of the prosperity of the
California prune grower, They Go not need any assistance
at all. They have also made a loan of $10,000,000.00 to ths
Northwest wheat Growers' Association, and there should be
no necessity for borrowing long~time money on wheat. If
it is carried a long time it is only cone to control the
price.

Governor Morss. I asked the question because I am
not informed and I wanted to know whether the corporation,
uncder the present arréngement, could be made of real use to
people who need it most, and where we do not touch them,
an¢ that is long-time credit, or whether it is just a
fact that they would go through the form--whether we will
get any results from it--well, I do not want to use the
word--let me say to show a cdisposition to help these
cattle peovle with two or three year loans.

The Cheirman. They have already furnished them with

$50,000,000,00, which is being gradually loaned. The
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ver Finence Corporation is actually loaning money to the
cattlc people.

Governor Morss. Fxcuse me just e moment. If you
mean out in Chicago, that scheme there is a private enter=
prise, an enterprise of the banls themselves, and it has
nothing to do with the Govyernment and nothing to do with
any law. The activitiés of the War Finance Corporation are

governed cquite strictly by its laws end regulations; and 1

am trying to find out if it is going to do the good it
on
pretends, that is,/which basis we arc to

metter. I feel it makes some difference if we know just
what the theory 1is.

The Chairmsn. Their theory 1s that they have got the
Funds and they are willing to loan them for two or three
years to the cattle industry, that they are organized to
do it and are already malzing loans.

Governor Morss. 3But have they a great many guaran-

them
es? That hes been the trouble with/all the time. The
loans have all been guaranteed by as many people
needed, member banks and anybody else.
The Cheirman. MNr ileyer has stated that the war Fi-

nance Corporation 4id not intend to lose any money,; but
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to
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is good. I am

means business I thinl it is going t0 function,

thiniz they can function.

These committeecs in 211 the large cities, these
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olis, and Mr. Jaffrey is on it, and Mr. Magruder

Mitchell, anc they are operating. I do not think it is
necessary for the Federal Keserve Banks to send any circu-
lers out at all, because that committee out thcre has re-
ceived requests from 130C banizs for applications. Now, they
telk about red tape, but if you will look over these tar
Finance applications, with all its ¢ifferent forms and every-
thing, when you get through with it it isn't anything more
then the Federal Reserve Ranlr aslts, except that they ask for
1t all at once.

The Chairmesn. You say it is not necessary to send out
communicuztions. I do not thinz it is necessary, but I thinl
it is a desireble thing.

Governor Young. say very franlzly to you that iIf 1
have written one letter I have written two hundred to some of
our banks that are tied up to us on this cattle paper that

cannot be paid at the Sk time and suggested to them

that they seek some assistance through the wer Finance

Corporation.
The Chairman. Mr. Harrison, you have been attending

these meetings and talking to these people

times. Do you sce the value now of the Federal
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Banlis in those sections of the country taking an affir-
mative position and stimulating the member banlis to get

var Finance Corporation, to help the cattle
industry? I am not de ways an¢ means, but what I
want is to malke a recoré for the Federal Rezerve Banks,
that they are to he ¥ situetion. You gentlemen
have not telked with these Senators who will be here tomorrow
norning to discuss this. I meke this suggestion becausc I
believe that it will not only be of intrinsic help in the
situation to the cattle incdustry, but I think it will be

a step in toking some affirmotive action anc thet these

men will appreciate ané will incicate a desire on the part

of the heserve Lystem to help out in a cifficulty, which you
might call a Gangerous situation in that important incustry.
It may be nothing more then a2n cxpression of our helpful
attitude, but to the extent that it is Imown and undcrstood
that that is our attitude it will be helpful.

Governor =ellborn. 1 appreciate your position, Mr.
Chairman, and I am in full a2 ccorc with you. I have seen
he Caily operation of the Wsr Finance Corporation in my
city of Atlanta. They have got a committee, they are funct-

ioning, end they arc assisting the agricultural industry
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very materially. Like Go,ernor Young, I heve written
versl letters to our member banks. They have written to
about it, and I think we ought %o
give them some sssurance that we think that they ought to
go into this. I think it is more the cuty of the Federal
Keserve System than it is the duty of the war Finance

_Corporation.
/ // - oo
4 Governor Van Zandt. In TF %leventh District we are

sending out speskers to the different sections, writing
letters, and are encouraging them in every way to cooperate
with the 2 ance Corporstion in the making of these
cattle loans. They have talken an active part in the

orgenization of cattle loen companies, to W& organized

under the suggestion of ¥r. iler 1alze the original

loans and. to follow them up anc ge they are
teken care of. These cattle loan companics ¢o not male
their loans until they are sure thet the us snce Cor-
poration will take thoem GP.

(Mr. ilever KManaging Dir cctor of the mar HFinance
Corporation, entered the confsrence room) .

The Chairmen. The situstion in regard to the cattle

industry in the country sseems to be this. Ye all uncer-
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stand the difficulty it is in. There are two special

avenues of relief now, one thc¢ $80,000,000,.00 cattle loan

fund in Chicago and the other the ‘iar Finsnce Corporation
The Federal Reserve Banks can do nothing dircctly to ex-
tend any relief to the cattle grovers. The only meeans

by which they cen extend any relief 1is possibly by stimu-
lating the member banks to assist, and it 1s always a
guestion as to the cxtent of stimulation that it is wise for
the Federal Reserve Banks to attempt through its members.
‘ie have no power and no desire to tell our member benks
what loans they shall meke, nor can ‘e restrain them from
meking any loans thet they want to make. On the other hand
I think we are all agreed here thet it is desirable that
the Federal Reserve Banks should, 1f possible, talte some
affirmative position looking to thet, ond 1f they do, the
result of any effort they may make, so far as we can see,
should be directed towards you and the ‘ar Financc Cor-
poration; that is to say, if we are to underteke to ap-
proach the member banks in any way to deal with the cattle
industry in the respective communities, we must do s0

in the expectation thet it will result in replies to in-

quiries that we might meke, being referred to your organi -




zetion for tresatment. I have no coubt of that.

Mr. lieyer. Let got that straight. Do you con-

template sending out
The Chairmsn.

we have not ¢ecided

MY . ilever. The members may s

business. It is, I think, a fect thet member

LR X L -~ Iy =r = 2 i T o
Cheirmen. hy 2re they coing thatt

Mr. ieyer. well, I thin: there is 2 good c¢eal of impe-
tus still effective from the contrsction psychology of
collecting end reducing. +“hen you stert & wave of con-
trection--I <¢o not mean whoen you stax ] mean when
wave of contrection

aoon as it might be considerec =2

stop. in sdééition that, you

with the psychology of ths decline in prices ant de-
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creasing confidence, that is, people laclking confidence.
They had too much confidence during high prices in the
cattle industry and they haven't got enough confidence in
low priczs. "Give us bur money" is the attitude of a good
many of the bankers. ‘hey w to clean up. They have
had these loans 2 long time g they did not s thet
they shoulé be carriec Phere 18 8 B e et G s e 5
feer in the situstion; it i , ate of mind. ¢o not
think there is anything emenating from the Reserve
Board keey het going, but on the contrary it seems

to me the o) has been no impetus from %ashington and I
do not Lnow of any from the banls. he c¢ifficultywhich
is inherent in the situation sné which every Reserve

Rank reports, it being identicsl in almost 211 the dis-

tricts, is the fact that in a period of ceclining prices

nd enforced economy and debt paying,

gquidetion is forced upon many banlks that
have over-borrowed, possibly banlts which hac not overs
vorrowed at the time of the crisis, but are over-borrowed

because their deposits are declining, and lots of the

member banks are borrowing from a hundred to five hundred--

and in one case reported here yesterday 2 thousanc times
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their reserve deposit, not becausc they celiberately

borrowel. that much, but because their deposits have flown

né liquidation has been forced upon them.
Of course that is one of the important
of ‘course n
Mr. Jeyer. Yes, anc we can give it to them.
encouraging them to come L n good loans. In some
to rewrite the
shrinle
2 company
woant to icentify this
company--cemeé to us and asited us to take over their entire
bills payable of sbout 3600,000.00. They sre a finencing
corporation in a limitec area. The committee recommended
the paper is recommended by the committee.
jie naturally told them that it was an extraorcinary and un-
usual thing to ask us to talec over the entire bills paya~-
ble of a2 cattle financing institution. The paper is ré-
discounted now in a number of banks in the State in which
this finance company is engaged in operation, and in two
or three other States. I doubt whether there is any ur-

gency about liquidation on the part of some of those banks,
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nevertheless they Gid offer us the entire bills payable
Our reply was that we would take all the bills payable
through the banks that now held them, or we would take a
first mortgage on the outfit for two-thirds of the bills
payeble ané let the banis thet held this paper now take
a second mortgage on a2l1ll the asscts, including the bills
payable an¢ the capital assets, and¢ that we would in turn
rediscount for those banlrs, which are mostly member banks,
on the basis of their seconc mortgage.

The Cheirman. For how long a2 time do they want that
money?

‘ever. They did not want it. That was our propo-

Mr T
sition.

The Cheirman. How long would the loan run?

Mr, ‘leyer. +e could give it to them for a year, with

for another year and still a third year. The

t is entirely in their favor. I thinlk there
were some fifty loans made by this Finance Corporation to

the stock growers in thet country, en¢ their capital is
invested in real estate and banl stock, which represents
the peid-in capital. That is probab}y how it was formed.

It was not really a properly formed loan company in the
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first place and yct everybody connected with the business
is supposed to be all right, thet is, I mean the moral
sunposed to be very .good. That is gust a

tration of whet we are up ageinst. 1In some
the banks regard us as simply a Gumuping re=-

source to get ric¢ of everything thet they want to getb

rid of without any stand by the situstion by the

benks. I thini: we made e fair proposition. The banks

were loacded un with $600,000.00, where the margin wa

not perheps entirely satisfactory.

them 75 por cent., without resource to the banlis,

asked them to stand on 25 per cent. suborcvinatec,

rediscount the 25 por cent. if they wanted it,

banks let it go

The Chairme : 211 depsends on whether they just

wanted crecit or whether they wented to get ricd of a

bad asset.

Mr. Myer. we askec them to

we would relieve thom entirely, wi
per cent. I:do not think it dis
was an unusual thing to ask us to talie over

bills payable. If they have confl- ence
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willing to stay in for 285 per cent.
we offered to give them

he option of another yeer anc still

D,

haven't any conficence in the paper, why should we

to unculy
shorten thec
Mr. iiever. Thet is all wanted to say ebout thet.
The Cheirmsn (continuing). =-but I wentec to get at
one thing, for the benefit of our future cdiscussions here,

en¢ thot is whether, in case the circuler shouldé be sent

to the member banl:s in regerd to the cattls lcans and the

cettle industry, with regard to concGitions in the various

sections where the member banl's operete, would it be
deemeC wise to cdo that, ana Wikl wer Tinence Corporation
welcome communications from the Reserve from

2 3

member banks indicating where relief may bc extenced by

the Wer Finance Corporation? Is it a good thing, in

othar words, from your standpoint, for us to get &t our
.8 to stimulate them?

Mr. Myer. 4 great deal would depend on the form of

haet communication and also the procedure follaved by the
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Governors and the officers in s field. I would like

to tall: that over, and if.you are going to senc a ecircu-

ler I would lilie you to let us have a lool et it before
we regerd tha s good cooperstion, I

QX {=]

would say off hend that we w ¢ regarc thet as a good

thing if c¢one in the ght wsy ené carried out in the

right way, becauss
I thinit thet
to 2 rathsr important point.
of the benks are very reluctant

re¢ally ought to cems to

come to
nc stay outsice erve System, for

.agon that thoy s ay tha c Federal Neserve Banks
verious districts will use those loans in recuct-

jon of the basic line which thc banlis arc entitled to
with the Federal Reserve BSanls. ¢ hear that from many
different sources. 0 not give us any basis for
that, but they just s is going to hepven.

The Cheirman. the besis line has no relation to

o Spansacktion a8 thets

Mr. iieyer, Thet is the impression theat

generally in some of the districts. Some 0Oklahome
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banlzers the other dey that came to us on the cotton sit-

3 = 1
uation, when we said to them "Vhy don t you come to us

=

with some of your cattle loans~--I hacd also asked them to
orgenize a loan corporation there-~they replied sm cifi-
celly to the gquestion as to why they didn’t come to us by
saying thet it wasn't a bit of use because it would simply
automatically reduce their line with the Federal Resscrve
Lysteme--

Governor Miller. There is not & word of truth in it.

¥r. leyer., I know there isn't, but that is the way
they feel, an¢ thet impression has got to be removed. I
egree that thsre is nothing in it, but that is the point.
How are you going to malic them understand thet there is
nothing in it. Of'course the liebility of =2 banl with

Finance Corporation is

Pility in the genersl condition

Governor Killer. But
to the basic line.

The Chairmen. Not =t all.

Kr. Myer. %ell, you have to fin¢ a way to convey that
information to them. On the othsr hand, we could not say

that a liability to the war Finance Corporation was not a
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liability,

—

Governor Miller. ®Especiz2lly not to the banls--
nairmen.. But a2s to the basic line--
their line of reciscount.
does not enter into it.
Governor Celkins. I thin!: that what Hr. intencs
say is perfectly correct. The country banlier argues
thet if he gets monsy from the war Finance Corporation, if
he is elready over-extenced, that the Federal Réssrve
Banl will say that he ought to apprly that to 2 recuction
of his recdiscounts with it.
The Cheirmen. 3Sut will they say so?
Govarnor Callins. ©No, they will not, dut the benlker
that they will anc fea hat they will, anc that is
¥r.leyer is driving at.
Mr.ieyer. There is a general impression that to the
extent they borrow from the war Finance Corporation their

line with the Federal Reserve 3ank in the céistrict will be

automatically curteiled.

Governor Hiller. e hove never suggested anything lie

that .

o

Mr.lleyer. I lknow that, but I am telling you what they
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thinlk. Governor Celkins agrees with me, and I think others
of you do. Now what you can do to alter that stete of
mind 1s a very important question.

The Chairman. There are two provisions of the law in
relation to indebtedncss that a member bank may incur. One
is Section 5202 of the Revised Statute, which placcs a lim-
it upon thc liabilities that National Banks may incur to
borrow money, but that limit specifically does not apply
to borrowings from the Rescrve Banks.

Mr. Meyer. And not from the .ar Finance Corporation.

The Chairmen, ©Not from the War Finonce Corporetion.

Mr. Meyer. That is by legislation recently cnacted.

Goyernor Calkins. A great many of the bankers do not
understand that.

Mr. Meyer. They ¢o not, and that is one of the problems
in the situation. That is up to you, because I cannot
speak for the Federal Reserve System.

The Cheirman. There is a subject that this discussion
brings up where, if we do decide to communicate with the

member banks, it can be pointed out to them in plain lan-

guage just wvhet the provisions of the statute are in re-
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gard to the limitstions of borrowing.

Mr. Meyer. Under the provisions of the statute they
have the right to borrow without limit fro£ the Federal
Reserve system legally; but the trouble with these banks
18 not the legal right to borrow, but their misunderstanding
of thelr line with the Federal Reserve Bank in the district.
Is that right, Governor Calkins?

Governor Calkins. It is right if you mean to say
that that is what they think.

Mr. Meyer. Yes, that is all I mean to say.

Governor Calkins. But it is not trus.

Mr. Meyer. But they think it is, and that has every-
thing to do with their action and inactlon.

The Chairman. They have bsen taught to think so by e
lot of irresponsible agitators who ate pinning on to the
Federal Reserve System the responsibility for policises

adopted by member banks,

Mr. Meyer. I think 1t is just ignorance, Just fear

‘and spspfcion--

The Chairman. It is not ignorance.

Me. Meyer. It 1s partly so--

The Chairman. It 1s not ignorance when it is based
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on statoments made by a lot of irresp ]

nonsible people who

want to get their statements in the press, especially in
the agricultural precs of the country.

Governor «wellborn. It g

is based on 2

pPretiy good
rcason.

If they have formec a big liability with the

War ¥insnce Corporation

ancd continue to borrow a full line
from the bank;, they ars , increasing their liability,
thore i35 no counbi-about reskens thelr credit.

Mr. llever,They go further than that, Governor.

I can-
not see how j g 23] hem thet if they
borrow from the “ar ¥j '

in an unlimited
grec thet it will be considoregd

25 RSEY R

GoVearnor Secay. There you have 1it, lr. Myer.
Mr ilever, You cannot tell them thet that isn't so
because it is so, but the thought that we nssd

to convey
to them

is that there is not an automatic

an¢ propor=-
tionate and mathematicel decduction mace,
and red

on borrowings
zcdiscounts

from the war Finance Corporation, against
the banit's normal line of credit.

Governor Seay. But it suits many of the banis to put
that interpretation upon it.

is another point to

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




158
be considered. Nelther the ‘/‘ar Finance Corporation
Act nor any other csct exempts & benk from Section 5202.
If they are loaning to one borrower as much as they arc
permitted to loan, they cannot loan him any more, whether
they get it from the War Finsnce Corporation or som¢ one
else,

Governor 'Yellborn. How would it do, in getting out
this c¢ircular, to state that any loan sccured from the Var Fi-
nance Corporation will not be counted against their discount
line?

Mr. Meyer. Anything that you can say in that respect
I think will be helpful. I do not know how far you could
go without creating misunderstending.

governor Calkins. I would like to aosk Mr. Msyer if the
War Finance Corporation is preparcd to make loans to the

cattle and sheep growers without benk indorsement.

Mr. Meyer. We cannot do it, cxcept through livestock

loan compenies.

Governor Calkins. And you are proceeding to organize
livestock companies.

Mr. Meyer. /e are stimuleting the orgenization of them.

We do not organize them. I think it will be intercsting
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for you to lmow this: thise loan companies which we are
stimulating are not exclusively livestocl: companies in
most cases. They are intended to talze up the excess loans,
the emount in ezcess of 10 per cant. of the caprtel stock
of & National banz~--take the exce lecans with or without
banlr inCorsement or other gta .1 guara €8s, through
the loan compeny %to the mar Finence Corporation. e
have macde a good Cea ¥ rese since I started ous.
I telephoned some of our
they woulé borrow
sterting with that in
ey InJrbons ey BeP tomdig 86 R G
Deay befors
-£00,C00,00 was subscribed

250,000,000 vaicd in. 2% Fort orth they formed a company

n the 12th and received subscrintions that cay amounting

to »950,000.00. 1slied the railrood companies, the
sulphur compenies and the 0il companies to interest them-
selves in the livestock anc banizing situation in the
State of Texas. The people from Houston came in the day
before yestercay and agreed to put up $500,000.00 for a
loan company. A loan company hes becn formed 2t L;beral,

Lensas, In Sealins, Zansas, they are putting up
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is worl-ing on the proposition.
company with ..c00,000,00.
lir. Lyer, ¥e heve an immense prograx
rnile L Go
too reapidly—~--
21l richt, br. Choirman,
ane
¢ 8ireable
in communication with their
member banlis abg he cattle interests I ¢o not mow what
form it will talke. The Rcserve 3ank e enc circulars
to their member banlk E a8 irfincs, and it can be macec to
incluce an erxplanstion with regard to the cuplicetion of
liabiliti - with the Kescrve Bank and theé .ar iinance Cor-
poration. Do you see any possibidity of any constructive

good coming out of such sn attitude ° thc Reserve Banlk?

Mr. Merer, I C cspecie n-thot point of the line

of credit with the heserve Zani: T is reelly & sticiking

point, I believe, in the situation, it is either SO or
they are pretending thet it 1 £8 Governor Jesay
If you get up & 1T we. will be wvery gl?f Lo coopeyrats

/
o

with you. 4s long as ve > worling togethcr anc you are
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“ar Finance Corporation, I think
a2 good thing for us to see the circular.

The Cheirmen. It has occurred to us that it might

-

be possible for the CGovernors of the banlks in those dis-
tricts-~there are six districts al
Mr. ileyer. Yes.
_The hairman.
g uniform circular,
ples, meace
it readybefore we lea
Mr. lleyer. Thet would be a very good thing. I will

not be here, but Mr. McLecan could go over it. If you will

leave it until Londeay or Tuesdasy, Lr. Cooksey, lir. Yavis

end myself will Dbe we are making a weel-end trip
for the purvose of stimulating sctivity in the corn belt,
where things ere going a little slowly.

I want to say this further: I am thinking of send -
ing telegrsms to the heads of the Ltate banking associa-
tions, pointing out our nowers ant resources anC pointing
out that we have a bunch of committees, and calling on them
to study the agricultural needs of their &Ltates, w

view of getting the cooperation of the banks of the
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as o whole in ordcor to melze our funés available as prouptly
a8 can be, because we have unlimited resources for the
purposes we have in vicw.
Governor Callqins. I would lilte to esl: 2 cuestion more
or less pointed an¢ perhaps impertinent. 1Is it your view
that singling out the livestock incdustry--andé I am not tall-

inc about any other--is it your view that your corporation

L==3

4

can be most helpful in meking loans based on livestocit with
other then ban'- indorsement:; isn't that its best opportu-
nity to be helpful to these livestocl loan companies and

ations that you arc stimulating the organizes

Mr. ijleyer. Yes, but I thin® the benlrs ought to stand
reasonebly behiné it. I do not thinlr we want to say to
every bank that it can get ric of all its livestoclk: business
anc pass it on.

Governor Celkins. I Go not lmow whether you Imow this

or not, but this is a common situation with spgall banks in

the sheep-growing sections: ths ban is in a position to

either do one of two things, that is, closec out the sheep

grower altogether and take its loss or carry him for his

current operations, provided he can get something out-




the bank, from some other source, with which to
. It cannot do both, not only on accouat of the
mitation, but because it is already overloaned--

Mr. lleyer. I think the banks ought to e encouraged
to come to the %ar Finence Corporation with their redis-
counts of livestoelr loans for the vpresent, ani then per-
haps as new orgenizations come 1nto existence you will find
that they will automaticelly begin to flow out. I look
for o restoration of the cattle loan paper market as rates
on othcr paper decline end cattle loan paper becomes attract-
ive on account of the rate.

Governor Callrins. There is one great obstacle, eand

Mr. Leyer(interrupting). But T fo not -thin: prices src

4g soon as we get enough money
T am confident that you are going to
of prices at a somewhat highecr level,
when brecding 't »7.00 or §6.50 will not be obtain-
able.
Governor Calkins, They ere not

Governor Norris. Before you go, Mr.ieyer, I would

lilte to submit this suggestion in your hearing. Just as
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the wer Finence Corporation cannot undertaks to speak
for the Reserve Banks or their member banks, it seems
to me 2 little bit inappropriate verhaps for us to ad-
dress our member banlts the kind of letter or statement
that the war Fimnce Corporation might very properly ade-
dress. Now wouldn't it be a solution of the situation for
the Wer Finance Corporation to s ddress to us a léttér or
statement requesting us to transmit that through our meme
ber banl's, which we could then do in a letter, saying
that we were very glac to transmit the statement and put-
ting in such explanation 2s local conditions would reguire
as to the effect of their availing themselves of the priv-
ileges of the wver Finence Corporation would have on their
relations with us.

The Chairman. Let us take up that discussion when
we come to the question of formulsting the letter.

Mr. ieyer.If you went to formulate it in two letters
it would be 211 right, as long 2s8.we agree on the form
of the letter.

Governor Norris. It seems to me it would be more

for you to state your case and have us transmit it

our comment on it.




Mr. lleyer, The important thing is to convey the idea

first that the big banls are not forcing liguidation of
sttle loans; secon¢, thet borrowing from us cdoes not au-

tometically recduce the line with the Federal keserve System.

governor Norric. I think yf we wrote the original
letter it would be very apt to convey the impression that we
were trying to shift the burda from our shoulders on to
yours.

Mr. leayer., That would be cdangerous.

Governor Callrins. There is another question in which I
think Hr.ileyer is interested that we have not touched on at
all, anc¢ thet is wi ré to furnishing him with men that

he wants for his personnel and orgenization.

The Chairman. apre we not to get a list of his re-
g

rements before discussing them?

Mr. .ieyer. The one man that we want quiclly --I have
a list, but I forgot to bring it over ené will send it over--
is a. man of executive and administrative experience, with
ability to practically run the afminis trative enc¢ of our
work under Mr. Ontjes, who will teie the loans when they

are passed over from the Soard of Directors, which con-

stitutes the executive end. i OV € akten rooms in the




Southern Building, because we need a lot of space that
we could not get in the Tressury. we have ample room
there, and we want 2 men who has experience, who will not
have to leern the routine banliing business, to hezd thet
organization under ¥r. Ontjes, who will be the head of
the whole ectivity, but who will spenc most of his time at
our meating cing business which we pass over irom
the ex! imini strative end. He wants to
know how to carry out instructions and how to communicate
serve Fiscal rgents and supervise things
Vie want & man of that type right away.
Governor liller. I would lilke to ask you if the
loan companies being formed would malke the loans from
banl: without incdorsement.

Mr. lleyer. No; they would take the excess lcans in
the seme way that the correspondent banlis have cerried them
vefore.

The Cheirman. we& ere very much obliged to you, Hr.
lieyer We will thresh this out and let you know.

Mr. .leyer. Very well. I thanii you.

(Mr. lgyerthereupon retired from the Conference room) .

The Chairman. I would lilze to cispose of this cattle
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matter by doing this, which I thinlz will save time: I think
if we ask the officers of the RKeserve Banks, the six banks

that are interested in the cattle situation, to discuss

the matter and formulate, not necessarily a letter now,

but formulate a proposal for a letter, going over the pro-

posed legislation of which copies are in front of you,

and which is very conficential, we can put it on the cal-

encar for cdiscussion tomorrow immediately after we meet with

Senstor Lendrick: and his associates. That means that

possibly at noon tocday or after adjournment tonight those
six men will be called upon to sit cown and¢ consider the
matter.

Governor Calltins I think your purpcse is to have
the Federal Reserve Bgnks show a willingness to assist in
every way possible, and that that is your whole purpose.

The Chairman., That is my purpose, yes. If I may say
so, Governor Norris, I do not think the purpose would be
served by our simply transmitting o communication from
the VWar Finance Corporation.

Governor Biggs. I would like to say that it 1s not
our member banks in the cattle section, because we have

4¢ﬁaﬁ~are interested. This matter




is being very well handled in our State.

The Chairmsn. I venture the prophecy that if this
situation worls out through the agency of the war Finan
Corporation, or some other agency created by en act of
Congress, and the Federal keserve Banlis, who have & Trespon-
bility in these distriects, sit by and do nothing anc teke
no affirmetive action, the reaction from it is going to be

this- "Look at thset erowd; they have 211 the money in the

worlé anc they don't ¢o a darnec thing; they don't reise

e finger®. That is the feeling here in Washingt
Governor Norris. I thin: we cen accept Governor

1

Strong's opinion on thet metter, because he hes been
amongst these men so much anc¢ his Jjudgment is certainly
good.. I think we will be very glac to c¢o anything we can.
Governor Calkins. I might support his judgment with
o concrete case. ‘ihen the wer Finance Corporation uncer-
toolk to assist the Horthwest -theat
we were aslzeé to handle the trensactions, and upon incuiry
we found that any recuirements laid by us, in passing on

the peper, would arouse the antagonism of the Horthwest

iheat Growers' Z2ssociation, anc we thought it wes necessary
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us
tion through. That just sup-

ports what you s ay. If we had founc a legal defect in
the contract and pointed it out, they would have seid, Ywell,
the Federal Reserve Bank is trying to blocl: the whole
sition®, #e cdid not want to be put in that position
consequently asked them to pass on it.

Governor lMiller. That is exactly our attitude in the
Lansas City district.

Governor Young. hat is whet we had to do in Minneapoli,
also.

The Chairman. These men in Washington get all thes

stories. They are all sent over here by their constituents

and they are flooded with them.

Governor Caelkins. We s&aid on every possible occasion
that we would expedite the transaction in eve
could ané assist in every way possible.
the VWer Finance Corporation and not to the bankers or bor-
rowers, and we told them that we wanted them to handle the

transaction as far as the details wére concerned.

he Chairmen. If that program is agreeable to you, we




will Geal with it in that way. I thinic 3t wills

Wwe can now go ahead with our regular profrem,
next question is when would you 1ile to invite
to join the mee¢ting and <iscuss Supplement No.

Governor lichougal. I saw kir. Gilbert end he saicd he
woulc be ready to come over at almost sny time. I thini:
we might call him up anc¢ ascoriein whet his wishes ere.

Cheirmen he first topic on the nrogrem thet

or consi¢eration lator, ii we have time

Creclt Transactions anc [

(b) Xligibility committec.

(1) &scope. Definition cdesirable, =
to be some variancc in the icesas
eral heéserve Danks 23 to the functions of
this committec.

Goyornor Call-ins. I think thore is a misunderstencing
or leek of uniformity now. Some of us do not seem to be
discrimineting between eligibility end acceptebility. Some
communications we receive from other benks secm to epdly
to acceptability rather than to tec - nical eligibility, anc
I thin!: the cduties of the c¢ligibility committee should

be a little more clearly defined, so that we coulé have
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uniformity ef action.
The Chairman, It was our understending in New Yori at
t, endé we have proceeded upon the theory, thet the sub-
t of eligibility is naturally cdiviced into two paris,
one technical eligibility, which incluces

ments of the law and regulations cf the law, anc

other eligibility in the sense that paper becomes ineligi-

ble by reeson of a poor statement, for instance.
Governor Calkins. I thiniz all
correct this situation, if it needs
that and have it understood.
Governor Miller. Desirability instead of eligibility?
GovVernor Calkins. Heve it uncerstood that the cuty of
the eligibility committee is to pass on both the technical
eligibility and the eligibility from the point of view of
acceptability.
The Chairman. %ill you offer such & resolution?
Governor Calkins. I offer a resolution to the effect
that the eligibility committes is to »ness on both techni-
cal eligibility end the acceptability of the paper,
Governor Miller. {ie have two or three letters from

the Federal Reserve Board that expressly state that 1t is
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the function and prerogative of the Federal Reserve Board
alone, usingthaebs words, to pzss on eligibility of paper,
and for that reason we have never appointed an eligibility
committes. I i we wrote Governor Celkins that we
would not =aproi: h 2 comnittee, but if they would call
it the cdesira Y acceptability committee that we
would do thet.

Governor Calkins. The function of the Board,

fined by the statute, is to formulate rules of eligibility.

Governor Miller. Yes.

The Chairman. Every Fedéral Reserve Bank: has got to

cetermine whether paper submitted conforms to those rules.

Governor liiller. It is the function of every Federal
Reserve Bank to pass upon the pE as to whether it cdoes
conform to the rules end you cannot escape
that responszivility.

Governor Miller, We g . ‘ reprimanc.,
hey saic tha in classes of paper were eligible-~I
am sorry; I thought I hed brought thet with me, two let-
ters on the subject in which Governor Herding stetes pos-
itively that it the sole prerogstive of

serve Board alone, that the RBoard elone can
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eligibility of paper, but that we can cdetermine the desira-
bility of it.
The Chairman. You are confusing the two subjects,
Governor iiller,
Governor iellborn. | ve to construe it when it
comes before us.
Governor Seay. Perhaps it was a class of paper that had
never come before the Board for ruling.
Governor MMiller. I think not.
Governor Calkins. The Board, I think, has been extreme-
1y careful to say in every case that the opinion of the
Board as to eligibility of paper did not ¢ etermine the quest-
ion of whether it would be accepted by the banks or not.
Governor Miller. They stated that in their letter.

Governor Wellborn. They could not rule on a particu-

lar piece of paper. They would not

committee would have to rule on it.

The Chairman. Zvery Federal Heserve Bank has to de-
termine whether paper it discounts conforms to the rules
of eligibility, and thet is all the committee is for.

Governor Calkins. The motion I have made will cover

it s0 far as I am concerned.
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Governor Miller, TItiwill cover it so far as I am con-

cernede

Governor Young. I will second the motion.

(The motion, having been cduly seconded, was unanimously
cerried).
The Chairman. Sub-topic 2 is -

(2) Uniform procedure of eligibility committees of the
respective banks in reporting conclusions to each
cther,

Governor Fancher. I think the motion practically covers

is.

The Cheirmen. Then sub-topic 2 is covered by CGovernor

Calkins'® motion.

The next topic under credit transactions and pclicies is

(c).
(e) icceptance by member banks of payment in full or
of notes rediscounted with the Federal
In view of growing practice among
sections to acccpt payments on
customers! notes which have been rediscounted or

plecged with the

notices be sent out by Federal Reserve Banis to
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makers of such notea that payment should be made
to the holder thereof as protection to the Reserve
Bank in the instances of failed banlks.

Governor Celkins. That suggestion has been made and re-

-

madée; it has been discussed each time. We did not feel that
it was opportune. I do not mow whether the rest of you Gov-
ernors have had the same situation we have, but I presume you
heave. we will telke one instance. Some banls have insisteg
on accepting payment on account, and in some cases payment

in full, of notes under rediscount with the Federal Reserve
Bank, and instead of remitting the proceeds they have

o

charged it to that account and put the proceeds in cashiers'
checks and held them in the note file awaiting maturity of
the note. In one instance during the meantime o bank fajil-
ed. e of course have recourse on the maker of the note,

but it has been suggested, and I thinl it is a good suggest-

ion, that in due time the makers of notes rediscounted with

Federal Reserve Banlzs should be informed that the note has

been redisounted and that the Federal Reserve Bank
holder in Cue course. fie have zlways postponed cdoing
that because we thought it would ceuse too much disturbance,

but it is a very serious guestion.
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Governor lMchougal.  Are you applying your suggestion
to paper which is held or may be heldéd in connection with
failed banks or all banks?

Governor Ceali-ins. All banks. It would not

notice after the bank

The Cheairmsn. Do you offer a motion that it should be
the policy of the Reserve Banks to senc notices to a2ll makers
of notes?

Governor Callrins. I eertainly will not do so at this
time, but I would lilke have discussion of the matter,
however. I would like to lmow something of the experience
of the other banks, but I offer no such motion at this time.

Governor Seay. I would make a n that i s the

consensus of opinion thet a communication in that respect

should be sent as a warning to member banlts. I think it
is very proper to call it to the attention of member banls,
but I believe that is as far as we should go. It is quite
proper to send o wariiing to our member banizs in that par-
ticular.
Governor Calliins, Thét does not answer my question.
Governor Seay. It does not fully, but I believe it 1is

as far es we should go.
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Governor Callkins., I agree with you, but to show how
far it has gone, a National bank examiner in one section
of our district came into the office one dey and started to

tell me the result of an examination he had just been making

of small banks, and¢ he stated that it was the general pract-

ice in that section of the country among & number of brhl's
to accept vayment on account and payment in full and not no-
tify the Federzl Keserve Benk, I pinned him cdown on the
guestion of general practice and made him give me a specific
instance, anc he backed up a little on that and said he did
not mean it was general practice, but he did furnish me with
about five instancesg in which it had been done. Yie ran
down every case and it was corrected; but it is a serious
langer that we have got to deal with and what we want to
know is how to deal with it. I do not think thet we can
send out notices at this time. I feel like Dr. Hiller,
who says that the proper time to do anything disagreeable
is some other time.

The Chairman. Then would your situation be met by
GovVernor Seay's proposal that this be made the subjeet of
a circular to member banks, calling their attention to the

fact thet it is a reprehensible and indefensible practice




anc¢. that they should not indulge in it?

Governor Callrins. ctan see a serious objection to
sencding a2 c¢irculer of that kind, because nine-tenths of the
banlts would say “VWe never dicé it, we never dig anything of
that sort, and we do not need anﬁ such admonition®.

Governor Seay. It cannot be the general practice,

Governor Calkins. It is not the general practice,
= k

Governor Young. We have had a great cdeal of eXper-

thet andé we have had some losses. What I have
g for the last six months is this. W%e usually !'now
sometime in acdvance when = bani: is in trouble and where
is situstion might exist, anc¢ we promptly oput 2 msn in
there to wetch our collateral. In the case of the last
three banks that closed we dic not get caught in thet way.
The Chairman. How would it do to send 2 o mmnication
to the Comptroller of the Currency, pointing this out to
him ané asking him to send a Circular to 21l National banlt
éxaminers and that where they find a ba Iz indulging in any
such practice--~and the examiner should be especially wavned
to look fér it--that the PFederal keserve Ban!s should be
‘pPromptly notified?

Governor Calkins., I think that is a very good sug-
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gestion,

Governor Van Zandt. I think the banlker shoulé have
his attention called by the examiner to the fact thaot there
is a criminal feature to it.

Governor Young. I will make that as a motion, lir. Chair

(The motion, having been cduly seconded, was unanimously

cerried).

Governor licDougal. There is one matter relsting to
may ve of interest to some here. In two
cleorly in mind we heve had notes under

¢h failecd, Y 38 were paid in
advance by the maker to the bank or at lesst ® rtly paid,

and in both cases we have proceeded and collected the whole

amount from the maker,

The Chairman. It is admitted that the maker does not

discharge his responsibility.

Governor McDougal. I am stating that as a matter of
interest, and they have been peid.

The Chairman. Shall this communicetion be sent out
by the secretary, the chairman, or who?

Governor Young. I gg¢ the secretary.




i77
The Chairman. Mr. Secretary, you are instructed to
prepare a communication in accorcdance with this motion and

communicate the result to the twelvye CovVernors.

The next topic is sub cdivision (e).

(e) Rediscounting non-negotiable notecs.
Should not measures be adoptec for the protect-
ion of Federal Reserve Banlks ageinst equities
which may exist between borrower and lencer, when
recdiscounting notes supportedby chattel
containing provisions destroying negotiebility.

Governor Callkins. Jje can Gispose of that very cuickly.
Practizeally all chattel mortgages destroy the negotiability
of the notes. The malzer of a chattel mortgage secured note
ceposited in a bank, and on which that banﬁ has securcd re-
discount, has the right of off-set.

The Chairman. what do you propcse in regaré to this
topjc, Governor Calkins?

Governor Calkins. I think we should make an effort to
procure uniform chattel mortgage procedure, and that 1is
about as far as I think we cen go.

Governor sSeay. I think‘th@ law

ferent States.
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Governor Callktinse Not the Stestes where the Negotiable

Instrument Act has been passsed, and large mejor-
1ty.

The Chairmen. Forty-three of the ctates, I believe.
Governor Sewdy. In some cases where
is given a chattel mortgage is given in addition as security
for the note.

The Chairman. The generzl rule is that if you convey a
note which is secured, without adeguate conveyance of the
securlity, you are liable to lose the security on the note,
and you cannot make an effective transfer of the note.

-

Governor Calkins., If the note bears cvidence thet it

18 secured by a chattel or other mortgage, it is non-nego-
tisble in 211 of the forty-three States mentioned. T thinlk
thet 1s an accurate statement. You cannot make a note se-

cured by = mortgage on real estats = negotiable note unless

it is made without Imowledge of that fact. I tried thet

out in court myself.
The Chairmen. The guestion is how to get
It is the sort of thing that ought to b

a carefully prepared circular, a

lawyer to all the member banks, pointing out the inherent
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difficulty of attempting to negotiaste o non~negoticble note
unless a legrl conveyance of the security is made.

Governor Calkins. In order to snve time I will offer
this suggestion: e have an attorney ot homc whom I think
is qualified certainly in this ¥ind of practice, and I will
be glad to get from him an opinion to be tronsmitted to the
twelve banks, if thet is agreecablc, for further considero-
tion.

The Chairman. Could you not go o little further and
ask him to prepare 2 form circular which might be concsidered
by each of the Reserve Banks to send to their member banks,
because in that way we would have opportunity for uniform-
ity, which is exceedingly desirable in a circular of that
character.

Governor Calltins. He is not so strong on writing
eirculars, but he will try 1t.

The Chairmen. Well, suppose you prepare the circu-

lar and let hinm preperc the opinion. At any rate, I

will appoint Governor Cnlkins 2 committce of onc to pre-
pare the ncecessary papers and comaunications on this sub-

ject. If there is no opposition to thet, it wvill be con=~

‘sidered the scnse of the neeting.
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The next topic is
(f) Should the Federal Reserve Bank discontinue
rediscounting for member banks notes of non-
member banks secured by Government obligations
That is suggested by the Federal Reserve Bank of Atlanta
at least it is a hold-over from a previous sescion.
Governor wellborn. In view of the fact thet since this
was suggested to the meeting the Board has requested that
we take non—member banks peper, I see no necessity cf pushing
the matter. It might just as well be dropped.
Governor Morss., I do not see how it could be left in
better shape than it is now.
The Chairman. Then it is unde thet this topic
is withdrawn from the program.
The next topic is (g), which appears on supplement 3.
(g) Furnishing crecit information to member banks.
That topic was suggested by the New York Bank
would like to call the attention of the meeting to

fact, that the member banks are calling upon us in

ing volume for reports upon commercial paper and it i

evident that other Reserve Banks are calling upon each

other for such information in creased volume, and that Fed-
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eral Reserve Banks are sending credit inquiries of that
charscter to member banks in other districts. Now you will
recall this matter was discussed at 2 former conference a
good deal. To show the importance of the subject, in
September of this year we had 415 reports to make on com-
mercial paver; in January of 1921 we had 460, and at that
rate we will shortly be sending out possibly as many as 5,000
reports a year.

Governor Calkins. That is, reports made to other Feder-
al Reserve Banlts?

he Chairmen. ¥ . : Te 8t s other Federal
Reserve Banks, we get some from the ‘far Finance Corporation,
but most of them arc from our own member banlis.

governor Calkins. Do you furnish thet information?

The Cheirman. To some of them. Some inquiries of
that character are made to our member banks by the ¢redit
department of other Federal Reserve Banks.

Governor Calkins. Do you furnish information to your

ember banks?

The Chairmen. We simply transmit what we get, without

any comment.

Governor Calkins. That is not furnishing information in




The Chairman. Vi 126 dit inguiries and transmit
just what we get.

Governor Morss. Do you make it a practice to answer
these inguiries at all?

The Chairman. e do, but we want to discontinue it,

to be guite frank with you.

Governor Morss. e

Governor Cclkins. ire S5 eY sither.

Governor Hiller.

Gogernor Van Zandt.

The Chairman. I do want to press for any ection in
this meeting, but it is the feeling of the officers of the
New York Eank thet, to the extent that we are now coing i%,
wc should discontinue it. We are doing it too much al-
together.

Governor Cslkins. Do you want a resolution?

Governor lMorss. There are other reasons for not doing
it besides the matter of simple convenience. It is a pretty
serious matter for a Federal Reserve Ban': to absolutely turn
down or to give unfortunate information that concerns the

responsibility of a bank, end that is the reason we <o not
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committee has not seen it anc has not had opportunity to

see it, dGue to cause beyond our control. Mr. Harrison will
submit this report,

Mr. Harrison. I have distributed the substance of the
report in these various memoranca. As Governor oStrong has
said, we have never haed a regular meeting of the collection
committee, . I accept the entire responsibility Sor that,
and I want to qualify any statemcnt I make here now with

he statement that lir.@alden ., the third member of the com-
mittes, has never had opportunity to go over it and has never
given his approval or consent to anything that we have here.

During the first part of the swummer, when I was in Wash-

ington, I had various occasions to discuss matters that were

before the collection committee with lr. Logan, :. [ availed

myself of those opportunities, and I have a pretty good idea
of how both he and myself feel with respect to the questions
referred to us.

If it meets with the approval of the Governors, I would
just like to report what Mr. Logen and I do feel about- these
atters thet were referred to us at the last Conference and
let it be received just in that way. I might also say that

I have discussed it, or discussed some of these subjects, witl
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other officers in the Reserve Banlt of New Yorl: and have
had correspondence on different occasions with other Fed-
eral Reserve Banks a2bout points as and when they came up.

The first question that was rcferred to the committec
was the uniform collection circular produced last year by the

~

New York Banlz. Thet was referred back to the committee

with the thought thet we might perhaps agree upon some sort

1

of general liability clause that would be incorporated in

the circular of each Federal heserve Banl. The purposec of
this 1s obvious. We are now collecting eagents for our
member banks, not only-within the distriet, but in every

other district of the United States, and tha 3 true of

every other Federal Reserve Bank. The result that we

very direct interest in what the provisions of other
leserve Banks' circulars are.

If we take a check from one of our member banks for
collection in the San Francisco district and San Francisco
avails itself of collection facilities or processes that
we have not specified in our circular, there is a great
question whether we would not be liable for any loss re-

o 3

sulting from the employment of means in San Francisco that

we do not sgpecify in our own circular. For that reason,
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for the protection of each individual Reserve Bank, it is

very importent that we not only know what is in each other's

circulars, but that these circulars of other banks coin=-

cide with our own ecircular. We have gone over this clsuse,
or two different clauses, one for collection of cash items
anc one for collcction of non-cash items; we have gone over
them pretty carefully, . We have as a matter of fact

tried out one of them in our own circular since last March,
and we have never hac a case comée up of any kxind where we
haven't felt that we were sbsolutely protected.

I am willing to read this, or will just refer it ;o
the Governors for their consideration, as they please, but
I am rather inclined to believe that if we can get some
sort of opinion expressed by the Goyernors it would be de-~
sirable; because otherwise ay go back and ¢rift slon
indefinitely.

The Chairmen. Is not this a matter where most of the
Governors will feel that they will want the advice of counsel
at home?

Governor Calkins. It is a2 very technical matter and
we ought to study it quite carefully.

Mr. Harrison. I think that is very true, but I am also
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convineed that the opinion of no twelve lawyers is going
to be the same or that the words thaet any other lawyer

=

would use are just the words that they would use. I Qo
not mean by that that we ought to shut off any considera-
tion by the other banks, but

my suggestion would be to have the GoVernors approve of

this, subject to such emerdments as their attorneys care to

make, with the understanding that those amendment®s be

much as
limited as/fpossible under the circumstanees, because other-

wise we will never reach any agreement on it.

Governor Seay. I move that this be received from the
committee end that each Governor take up the report or
recormendation with the technical officers of the banks
and their cowrsel and report to the chairman of the committee.
T think we will have to discuss this thing with our techni-
cal officers, and we also will have to discuss it with our
counsel to some degree. I am sure that the aim of the com-
mittee is to reach a conclusion in the matter, and none of
us are disposed to quibble.

Mr. Harrison. I did not mean to imply anything of
that kind, Governor--

Governor Seay. I am sure you did not and I did not so
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it.

Mr. Harrison, I am only too anxious, and I know lir.
Logen is, to have the views of each one of the other banks.
My only thought was that if you could approve of the general

set~-up-~or, to put it this way, that you refer it to your

technical officers to consicer for the purpose of amending;

in such slight ways as they may deem necessary.

Governor Seay. That is the purpose of my suggestion.

The Chairman. vwould you be willing to incorporate in
your motion a recommendation by expression of the sense of
this meeting that it is desirable in principle that the

firad

circular which / the 1lisbility of the Rescrve Banks for
collecting cash items and noh-cash items shall be uniform
in all the Federal_heserve Banks, and that in ordcer to bring
about that uniformity this suggestion shall now be promptly
examined and any changes that scem essential be incorporated,
and that it be promptly reported to the chairman of the com-
mittee on collections, so that we may get something in the
nature of uniformity in the circulare?

Governor Seay. Ferfectly. That was the scope of my
intended purpose in referring to it in that way.

Governor Calkins. I would like to second the motion
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and then to mske my usual oration.. This action as sug-
gested by Governor Seay's motion and your supplement should
be followed up by an actual business conference of transit
experts or collection experts to settle the questions. Ve
have had it for ebout seven years now and don't you think
it is time we reach some cefinite conclusion? Will we

get anywhere if we have a reference bacl to the Governors

in
and/turn back to the chairman of the committee on collect-
ions? Should we not get right down to business and have a
conference on this one subject, if necessary, for the pur-

pose of getting to a conclusion?

Governor Seay. If I may answer that, it was my purpose

to reach a conclusion. If the result of these communica-

tions from the banks do not show uniformity of opinion,

as I hope they will, then the chairman of the committee

might notify the banks that there is a variation of opinion

and a committee would be appointed to resolve the dif-

ferences of opinion, and I believe we might get somewhere.
The Chairman. Governor Seay and Governor Calkins,

our experience in New York is this, that if we refer

questions of policy to the transit men, to the experts, so-
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celled, they do not think in terms of the whole system,
but just in terms of their own desk and their own organiza-
tion, anc simply on- the-guestion of collecting ©
want to say just one word further on this matter in regard
to pending litigetion. Suggestions have been made by the
2l Heserve Board about the imposition of chzrges by
the member banks on checks that come from non-member banks,
and so on. I know how kr. Davis, special counsel who has
been reteined in this litigation in the Atlanta District,
feels, and I know the feeling in our own offices, is that
at the moment there should not be anything done at all to
chenge the status of the collection system generally as a
whole, that the first thing is to get by with that litiga-
tion and that we should not make fundamental chenges.
Governor Calkins. I went to submit & supplement %o
my oration. I ¢id not intend to say that this thing should
be left to the determination of & meeting of transit mana-

gers or anything of that sort. I thinit perhaps it should

be a meeting of the Governors, supported bytheir transit

managers or counsel, but I think it chould be handled in
hat manner if we went definite conclusions adopted. 31

want to say further, in regard to what you say about chang-
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ing the status, that we have litigation in our district now
and we are proud of it. We have what we thinli is a much
better case then anyone else, and we are going to push it

just as hard as we can push it. ¥e sincerely hope that until
this entire question is decided by the courts that nobody
will throw a monkey-wrench into the machinery, and that is
what will be done if we impose a charge.

Governor Fancher. That is the situation we have in our
district. ve have litigation and we seem to have a pretty
fair case and want to go through with it.

The Chairman. That subject is on the program later
for consicderation.

Goyernor Fancher. DlNr. Chairmen, Mr. 'Harrison has pree

pared a report here for his committee bearing upon the

matter of the legal phases and responsibilities of the Fed-

erel Reserve Banks. “we are in a very much confused con-
dition in regard to this matter of handling non-cash items. |
We had a committee which considered this whole question andj
made report to the Governors,'recommending certain forms
which never have been put in use. This matter of handling
non-cash items is one of the most confused conditions in

the Reserve Banks today.
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Mr. Harrison. I was coming to that matter further in
this report.

Governor Fancher. I want the matter threshed out, be-
cause it is a thing that I feel quite strongly about.

Mr. Harrison. I had a 2ist of four things, and the
first one is uniformity of circular.

The Chairmen. %We have two distinct matters to deal
with now under the general head of collections and clearing.
One is the whole principle and method we~are going to apply
to the development of this busine whether we are going
to charge or not charge, whether
par list and a non-par list, and those are gquestions of

policy which the Governors of these banks have got to

deal with. Behind thet there is a question of technical

practice, which has nothing to do with podicies, the
technical practices in carrying out the policies that we
have adopted, and as to most of those technical guestions
T do not feel competent to deal with them, but went the
technical men in the banl to deal with them; but on the
matter of policies, as to whether we are going to impose
these charges that are suggested or not, I do not want to

have the technical men dGeal with that, but I want to dis-
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cuss that myself.

Governor Fancher. I am heartily in accord with that,

and that is the thing to do. But the trouble is that we

have reported matters of technical operations to certain
committees to report back, ard reports have been made and
forms recommended and nothing come of it, and they have
never been put through and have never been put in operation.
Governor Celkins. I differ with the Chairman to this
éxtent. I think it is impossible to separate what you call
technical questions and questions of policies; it cannot be

done.

The Chairmsn. Now, under B} we have (1l): Final advice

of payment of items I vhich aveilable funds have not been
received, and so forth. Those are all matters of detail,
not policy. I think they should go to a committee of ex-
perts. Thet is what I refer to when I speak of technical
matters.

Governor Seay. Mr. Chairman, I still think that the
motion, supplemented by you, will meet the situation pre-
sented in regard to the report of the collection committee
so far, but I think the collection commi tee should be

continued and if possible have an early meeting and thresh
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these 2 °r8 and report to a subsequent meeting of
Governors on this and other matters. ¥ith regard to
I believe i } important and
gquestions should be settled = ckly as pos-
am of the opinion that there will be some uniform;“
agreement if not entire uniformity among the executives of
he banks as to these things which are presented here.
Cheairman. Y nean, cispose of this without going
> general b e £ 7 ic NG ¢etails? shat do
to o with the report of the committee? The sug-
2stion ves that it be refe ¢. to esch benl: with the
request to report bhaclk

coaiittee,

& uniform circular should be adopted by all Reserve Banks

which would ¢efine their liahility an¢ responsibility
Governor Calliins, , I do not wish tc continus my oration,

buc I seconded the motion ané cffered a supplement, end I

want to add asnother supvlement, anc that is that it is the

sense of this meeting thaet we should recech an agreement

in regard to this matter end put that agreement into

operati t the earliest possible moment.

And thet for that purpose the col-
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olection committee be continued.

Governor Callzins. All right.

The Chairman. Gentlemen, you are now aware of the
motion. Whet is your pleasure with regard to it?

Governor Young. Let us nave the gquestion.

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

The Chairman. Thsat disposes of the report of the col-
lection committee.

Mr. Harrison. It really does not, Mr. Chairman.

Governor Van Zandt. ©No, that is only one part of it.

Mr. Harrison. The rest of it will not teke long, but
there are one or two things that ought to be mentioned.

The Chairman. At any rate, that disposes of the quest-

ion of the circular.

Mr. Harrison. Another question that was not referred

directly by the Governors tc the committee was one

referred to the Federal Reserve Boardwhich the Board re-

ferred to the committee. That was the cuestion of the
rents | = : >

uniform indorsc/1 of inter~district collections of non=-cash

items and cash items also, as a matter of fact.

Governor Fancher. Cash items as well, was it not?

Mr. Harrison. Yes. That matter was referred to the
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2 year ago. Now, Mr.
n enc myself prepered, at the request of the Federal
Board, two drafts of a letter, or drafts of two
¢irect sencing o
non-cash items. It is our recom-
mendation thet each of the Fsderal Reserve Banlks consider
these letters, and if they c: approve,.adopt - theinolieficy
of sending each onc of the he ederal Reserve Banlks one
of these lestters signed. In other words, it is nothing
but a blenket indorsement, if you will, concerning non-
cash anC cash items sent direct by member banks which have
been specifically authorized to be sent direct and which
covers nothing else.

Now the letter is drefted in such form that any Federal

Reserve Banlt can malze it cover all of its member benl:s or

can specify the names of #! member banks to whom they

wi sk cive ¢ privileg F s ! clirect, The com=-
8 very necessary to give each Federal
to determine to what extent
it will permit dts member beanlks to send direct,

whrether cash items or non-cash items. It is necessary,

we DLelieve, because it is a matter of agency, if you will,
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which is the only authority that member banks have to send
direct. In the letter referring to the direct sending

of cash items, you will notice it specifies "You are here-
by authorized and requested to receive and handle such items
in all respects in the same manner and subject to the same
terms and conditions set forth in the report, which was ap-
proved by the Conference of Goyernors in April, 1921 Then
I have attached to that, for the convenience of the Gov-
ernors, that report,.which this committee wishes to re-

recommend. In other words, we believe it is very necessary

. that the action of the Governors in approving the report

of the earlier collection committee, with reference to

the direct routing of 1 -collection items, be confirmed
and be carried out by the banks in the future, because, as
Governor Fancher says, there is now no uniform procedure
with regard to the handling of these non~cash items. If

cach Federal Reserve Bank will agree to send not only these

blue copy letters that I have submitted, but also a car-

bon copy of the letter that is attached underneath, which
is from the report approved at the last Conference, I
think that matter of non~cash items will be fully covered.

You all have copies of the full report approved by the last




Conference, from which this letter is merely an extract,

Governor Fancher. And the forms agreed upon anﬁ rece
ormended?

Mr. Harrison. The forms were attached and agreed upon
by the Conference.

Goyernor Fancher, Perhaps we can get an agreement here
thet we will put those forms into operation.

Governor Seay. Is not that whole matter included in this
report or these several reports that you have here?

Mr. Harrison. By reference, Governor Seay.

The Chairmen. That is, by reference to the previous
action?

Mr. Herrison. Yes, by reference to previous action.
Reference to it is necessary, and it is also necessary to
incorporate in the procedure of each bank the action which
was recommended at the iast Conference, and that is not
being done now.,

Governor Seay. It was within my contemplation that
what you now propose was covered by the previous resolu-
tion we passed?

Mr. Harrison. If that is true, I sm perfectly satis-

I thought in view of Go_ernor Fancher's request you
7
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considered it necessary to appoint a committee on the other
features of this memorandum.

(The papers submitted by lr. Harrison are as follows):

Draft of Letter to all Feder
Direct sending of cash items.
Dear Sirs:

The undersigned Federal Reserve Bank of

advises you that it has authorized each (or the following)
of its member and non-member clearing banks to act as its
agent in sending direct to you QEEEES and other cash items
drawn on par banks in your district, provided that they are
properly incdorsed by the sending bank.
You are hereby authorized and requested to receive
d hancdle such items in all respects in the same manner

4

and suvject to the same terms and conditions that are pre-

scribed by you from cime to time for the handling of ched: s

forwarded to you by other Federal Reserve Banks or by your
member banks. It is understood that this letter is a blan-
ket guarantee of the indorsements of all such items for-

warded to you in the manner ‘described, and that it author-

izés you to charge bazk to our account the amount of any

such item for which you may fail to receive the proceeds
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for any reason except your own negligence.

Very truly yours,

Draft of letter to all Federal Reserve Banks.
Direct sending of non-eash collection items

Dear Sirs:

The undersigned Federal Reserve Bank of
advises you that it has authorized the following of
ber banks (and non-member clearing banls) to act as

agent in sending direct to you for collection maturing

notes and bills, or other collection items payable in your

district, provided they are properly incorsed by the send-
ing bank,

You are hereby authorized and requested to receive
and handle auch coilection items in the manner and subject
to the terms and conditions set forth in the report,
which was approved by the Conference of Governors in
April,,lSEl. It is understocod that this letter is a blanket
guarantee of the indorsements of all such collection items

forwar®d to you in the masnner described.

Very truly yours,

Paragraph defining General Conditions under which




1 Resarve Banks will accept checls or other cash items
for collection.
Recommencation: That this paragraph be inserted in the‘
collection circular of each Federal Rese
Lvery banlt sending checlzs or othar to us,
or to another Federal Reserve Banl direct, for our account,
will be understood to have agreed to the terms and conditions
of this circuler and to have agreed that in receiving such
items we will sct only es the collecting agent of the send-
ng bank; that we will be responsible only for due dili-
gence and care in forwarding or preéesenting such items

Promptl that we are authorized to present or send such

Y3
items, for payment in cash or bank draft, direct to the

bank on which they are érawn, or, in our cisceretion, to
forwaré them to another agent with authority to present

or send them, for payment in cash or bank draft, direct to
the bank on which they ere dragn; an¢ that we are author-
ized to charge back the amount of any items (whether or
not the items themselves can be returned) for which we have

not actually received payment either in Cash or in the

proceeds of the banl cdraft.

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




Paragraph defining Genersl Conditions uncer which
Federal Reserve Banks will sccept maturing notes and bills
and other non-cash items for collection.

ecommendation: Thet this paragraph be inserted in
the collection circular of each Federal Reserve Bank:

Every benk sending me turing hotes, or bills, or other
non~-cash items to us, or to another Federal Reserve Bank
direct for our account, will be understood to have agreed
to the terms and conditions of this circular and to have
egreed that in receiving such items we will act only as
the collecting agent of the sending bank; that we will be

responsible only for due diligence and care in forwarding

or presenting such items promptly; that we are authorized

to present or forward such items, for payment in cash

or bank draft, direct to the banlk on which they are drawn,
at which they are payable, or through which they arc col-
lectible, or to present them direct to the person, firm, or
corporation on which they esre drawn for payment in cash or
bank c¢heclk, or in our discretion to forward them to onother
agent with the samec authority that we have to present

or forward them for payment; and that, except as herein

provided, we shall be held liable only when we have re-
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ceived myment in cash or in the proceeds of the bank

draft or check, or when we have given advice of payment.

Sub jec t: Direct routing of non-cash collection items
payable in other Federal Reserve Districts.
To the member bank addressed:

In order that non-cash collection items payable in other
Federal Reserve Districts may be handled for our member banks
with the least possible delay, arrangements have been made
with other Federal Keserve Banks, whereby such items may
be routed by our member banks direct to the other Federal
Reserve Bank or branch serving the territory in which the
item is payable.

Member banks may avail themselves of this privilege,
if the volume of their non-cash collection items payable
in other Federal Reserve Districts is large enough to
justify sending them direct. It is not compulsory, how-
ever, for member banks to route such items direct into

other Federal Reserve Districts, and they may continue,

as in the past, to send them to this bank (or branch) for

collection if they so desire.
If you should desire to avsil yourself of the privilege,

it will be necessary for you to.observe carefully the
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following regulstions, applicable to the direct routing
of collection items:

First - Application for permission to route non-cash
collection items direct to other Federal Reserve Banks and
Branches must first be made to this bank (or branch), and
said permission must be obtained from us before any such
items may be routed direct to other Federal Reserve Dis-
trlets,

Second - After permission has bee obtained from us, all
non-cash collection items forwarded to the collecting Fed-
eral Reserve Bank or Branch of the other district must be
accompanied by a collection letter showing the name of your
bank and giving a completé description of each item, viz:

your collection number, payer, place payable, amount and

due date. This collecfion letter should also prominently

state that the proceeds are to be credited to the Federal

Reserve Bank of (or branch) for your aceount.

Third - An exact copy of this collection letter should
be forwerded to us at the same time that the original letter
(with the items) is forwarded to the Federal Reserve Bank

for Branch of the district to which the items ere payeble.

 Fourth - The collecting Federal Reserve Bank or Branch-

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




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

of the other cdistrict will use every effort to obtain
returns at par, end will make no charge for effecting

the collection, except for actual expenditures in cases
where it is necessary te send the item to another city
for presentation and a collection fee is decucted by the
bank collecting the item, and for registration and insur-
snce in cases where it is necessary to forwerd securities

or coupons by insured registered mail.

Fifth - The proceeds of said items will be credited

to us by the collecting Federal Reserve Bank or Branch

of the other district, and immediately upon receipt of
advice of such credit, your account with us will be cred-
ited and advice of such credit will be forwarded by us to
you. The Collecking Federal Reserve Bani: of the other
district will also forward you an advice which will show
that the collection has been made snd the proceeds have

been credited to us for your use,

Sixth - The Federal Reserve Bank of

(or branch) can assume no responsibility for such collection
items forwarded by you direct to other Federal Rcserve
Banks and Brenches other than to give you proper credit

for items credited to us by the collecting Federal Re-
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serve Banlizs and Branches of the other districts.
seventh = Any special instructions, in connection with
the handling or disposition of any collection item or the
proceeds thereof, should be transmigted direct to the Fed-
eral Reserve Bank or Branch to whom sent and to us. Cole
lection items sent to other Federal Reserve Banks and Branches
should be trazed by you directly to the Federal Reserve
Bank or Branch to whom sant.
Eighth - Any collection items which are unpaid will
be returned direct to you by the collecting Federal Re-
serve Bank or Branch of the othcer district and the pro-
test fees or service charges (if any) on such collection
items returned unpaid will be charged to us by the col-
lecting I'ederal Reserve Bank, and we in turn will charge
your reserve account anc forward you an acdvice of the charge.,
The Chairman. ©Now I want to say just & word with
regurd to Goyernor Fancher's suggestion. I think it has
been a weakness in the results achieved by the meetings
of the Governors of the Ressrve Baaks in the fact that

there is not sufficient fcllow-ty. We agree upon things,

but they are not put into effect in practice.

Governor Fancher. Absolutely.
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The Cheirman. You all get copies of the transeript
of the meeting with the discussion 2nd minutes of the action
aken, and unless the Governors of the Reserve Banks are
willing to check up on the record and do the necessary
issuing of instructions to the banks about putting things
into effect, we will not get the results of these meetings.
The procedure in New Yorl in this--and this got me into

hot water last time--the Goyernor sends a memorandum te the

head of every department, a memorandum dealing with the

action taltzen at the Conference of Governors. Those mem-
orandums are prepared by Mr. Harrison and they are in-
structions to give effect to the action of the Conference.,
Now on the subject we have just been discussing, unless

I am mistaken and Mr. Herrison can correct me, thesc
instructions were issued at the time of the Conference,
anc¢ we are complying with the action of the Conference

in the matter of direct routing snd immediate credit.

Mr. Harrison. You are not correct in so far as this
letter is concerned. That was entirely my fault,Governor
Strong. It is attached as an appendices to the repert
and was overlooked in drawing up our instructions to the

banlk. As a matter of fact, it was apparently overlooked
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<

every one of the Federal Reserve Banks, because so far

I know not onc of them has sent this liind of a letter
any of its member banks.

Governor Fancher. Mr. Chairman, the facts were that
this committec report was considered end reforred to Mpr.
Herrison's committee in connection with cther things.

Mr. Harrison. I beg your pardon, Governor, not this
particular report just adopted.

The Chairman. If the feult rests with the bank in
New Yorl, we will a¢mit it ané apologize, and will now try
to get results.

Governor Fancher. I do not think it cdoes, Hr. Chair-
man. I thinls the troudle was that the report in question
was considered very hurriedly. There was a jamb at the
ené of the Conference and several matters were referred
to kr. Harrison's commigteec, this along with it. The
question of our legal status in the matter of hendling
cash items for collection was brought up and with several
matters was referred to that particular committee.

The Chairmen. Need we take the time now to go badc
and fix the responsibility? Can we not telracagtion?

Governor Seay. I believe we have passed a resolution
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on the subject already end referrcd it to several of the
Governors of the Federsl heserve Banks for consultation
with their technicel men and counsel, to be reportec in
writing to Mr. Harrison. I intended thet resolution to
cover everything in thes apers.

Governor Fancher. Is that necessary to put the pro-
cedure in operation?

The Chairmen. If the technical men have not consid-

the forms, I would say so.

Governor Fancaer. That report was acted upon and

adopted by this Conference a year ago.

Goycrnoe. Fonch. o2, me read this sextract:
: al
The committec. submitting this report wes appointed at

the last Conference of Governors held in April, 1921. The
committeed consisted of Mr. Strier of Cleveland, chairman,
Mr. Hendricks of New York and Mr. walden of Richmond. On
June 2nd, 1920, the committee submitted a report to the
Conference of Governors, which was acted upon by thet

body in October, 1920. The report of the commiftee weas

4

accepted at that time and the federal Keserve
proved the action taken at the Conference in

January 4th, 1921, No. x-3014. The forms committee




was instructed to design forms nécessary to take care

of all nsactions arising out of the direct routing of
collection items. The commiitee on forms, in accordance
with the ruling of the Board, prepared all necessary forms,
and these were submitted to the Conference of Governors

held in 2pril, 1921, at which time the entire matter was

again turnsd over to a commijtee consisting of Mr. Har-

rison of New Yorlk, Mr. Logen, counsel for the Federal Re-
serve Board, and Mr. Walden of the Federal Reserve Bank of
Richmond.

The Chairman. In the minutes of the three days' ses-
sion of the Conference last april this appsars uncer the

)

heading "Report of the oommigtee on the method of handling

S
L

collections sent direct By member banits in on istriet
to Federal Reserve Banks in other districts, will Dbe
submitted to the committee on standardization of inter-
Federal Reserve RBanl forms, and upon motion of Goyernor
Van Zandt it was voted that the report of the committee
approved®,

Governor Ven Zandt. Dic > Federal Reserve Board
ever take any action on that?

The Chairman. They had already taken action.
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Mr. Herrison.
that metter, Governor Fa
it was our fault or not,
by 21l the Federal Reserve Banks, and my purpose in refer-
ring to it now is to scg that the Federeal Keserve Banks
do carry out the policies contained and recommencéed in
report, anc¢, second, to refer to a matter theat wes not

»

covercd in It, and that is a letter concerning uniform

& >

dorsement. That is a supplcment to the report
to this committee by the PFederal Reserve Boarc

last Conference, anc this is a2ll contained inthesw verious

memoranda that was submitted to you anc wiich I understood

was covered in the esrlicr action.
The Chairman. Should we ik act upon the thre

separate reports submi+ted

being a drait of a letter covering '1’Cct sending of cash

jtems, the draft of & letter coverin e Gire encing o
non-cash collection it

citions under which

checks or other cash items for collection, and

defining general concitions uncder which the

Banlis will accept maturing notes and¢ bills and other non-

e

n
-2




c¢ash jtems for collection. Mow we have alreacdy acted upon
method of dealing with & proposed uniform circular, and
at is your wish in regerd to these three separete items
which are reported upon by the commi e on collections?
Governor Seay. Inasmuch as there seems to be quite
a considerable amount of confusionnon these matters, I
coubt if any of us know-exactly where we stenc, and why
not let thet take the came course the others take?
‘Governor Van Zendt. I thought it 21l was incluced.
Governor Seey. I intended to include these things in
the recammendation I made just now. The whole trouble
arises from the committee not having hac¢ time to get together
end melke these reports on agreement smong themselves.
The Cheirman. Let me s s My 1 stonding of the
position of the report of the collection committee. They

have submitted o proposed peragraph to go in the collection

circular which {hey recommend a2s a uniform definition of

liebilities and responsibilities; that, by action of the
meeting hers, is referrec to the Goyernor of esach bank to
submit to his counscl and chnicel men, to report back to

Mr. Harrison, in orcder to dete ¢ whether there can Dde

vniformity.
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This committee has also acted upon another matter
which hed already boen dealt with previously by the Con-
ference, and that is the method which shoulé be formulated
and adopted by the Reserve Banlis and the forms which should t

formulated and acopied by the Reserve Banlks in connection wit

these three clesses of items, one, the Cirect sending o

cash items, secondly, the direct sending of non-ces

¥
A

lection items, and, third, thc¢ definition in the circular
of the general concdition which shall govern the acceptance
of those items for collection by the Reserve Banlis. HNow
that is all submiited, or re-~submittec, because it was
already dealt with at an earlier Conference. Now what do
you wish to de?

Governor Seay. My motion was that these rz tters along
with this other matter be referred to the Governors of the
banks in the same way for a written report to Mr. Herrison.

Governor Norris. Governor Ssay's motion was intended
to cover another subject, or at least some of the members
apparently understood it that way. If there is no objection,
why can't we hold that that does include the whole sub-
ject?

The Chairmen. The understanding, then, is that the
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previous motion shall extend also to these three items?
Go_ernor Seay. That was my 1cdea.
Thé Chairman. I
Governor Vorris. I will sccond that.

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

The Chairman. How sbout sub-paragraphs 1, 2, 5, 4, 5

anc¢. 6? Do you wish to take those up seriatim or do you want
to refer them to the committee on collections?

Governor Norris. what are you referring to now, Mr®
Cheirman?

The Chairman. Collections and clearings, sub-paragraph
(b), Nos. 1 to 8.

Governor Calitins. The intention there was to see if
it is possible to reach uniform prectices in regard to all
of those things. We find there is entire lacdz of uniform-
ity, and we think that condition should be corrected.

Governor McDougal. With that object in view, I would
move, with respect to No. 1, that the banks adopt the policy
of not advising payment of collection until aveilable funds
have been received. A

Mr. Harrison. That is one of the matters that Mr. Logan

and I considered in the general discussion, and his feeling
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was substantially that with certain cqualifications,

-

in those cases, for instance, whore you receive an item
fer
11ipryment which is not immediately payable but/which you

are willing to take full recponsibility --for instence,
in New York and Boston and other districts we get
certified checks not payable through the clearing houss,
and the following day you give advice of payment, or at
least we dq, although it is in € not an availeble
item until the next day.

Goyernor Seay. But you assume the responsibility.

Mr. Herrison. e assume the rosponsibility. Payment
should never be given until it is intended a
irrevoeable advice of payment--

The Chairman. You mean advice of

Mr. Harrison. xcGvice

Governor Fancher. Are you familiar with the practice
which has sprung up in some of the banks in that connection?

Mr. Harrison. Yes, am, an¢ I heve a report thet I
made to GovVernor Strong on it. It is just a paragraph and
I will read it.

The question presented is whether there should be a

uniform procedure in giving final advice of payment of
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collection items for which available funds have not been
received.

It is believed that in any case where a Federal Re-
serve Bank sccepts a bank draft in payment of a non-casgh
collection itey it should not give advice of "payment"”
unless it intends that that edvice will be final and irrev-
ocable. Any intermediate advice of the receipt
uncollected remittance draft should, if given at all,
be clearly expressed as-an advice of progress for infor-
mation only. If, however, & Federal Reserve Bank accept s

a certified check in payment of & collection itemignd is

prepared to accept the risk of its ultimate peyment, it

may, of course, give final advice of payment even before
the check has been actually paid. The 1 Reserve
Benlt of New York ia receiving a certified

clearing house benk in payment of a collection item gives
immediate advice of payment, but it is realized that

should the check not be paid when finally m esented it
would have to absorb the loss. Those Federal Reserve
Banks which receive immediately available funds in payment
of a collection item and which, as stated by San Francisco,

advise that the collection has been paid but that the
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credit will be made upon final payment only confuse the
issue. The rule should be as stated above,

The Chairman. Now, gentlemen, what action dc you wish
to take?
Goyernor Calkins., I think the resolution is suffic ient.
Governor Young. I have seconded it.
\\/  {The motion,having been duly seconded, was carried).
,\\
s The Chairman. The next sub~topic is (2).

(2) Advisability of Federal Reserve Bapks placing
the non-responsibility clause upon bills of
lading attached to crafts handled for collect-
jon. Desirability of uniform procecure by all
Reserve Banks.

Governor Calkins. Desirability of uniformity is the key
to the whole proposal,.

Governor MceDougal. I have an opinion from our counsel
in regaré to it, in which he states that the use of such a
stamp is worthless in his opinion.

Gévernor Seay. Our counsel gives the same opinion

practically.

Governor Fancher. And our attorney has given the

same opinion.
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Governor | pould 1ile kmow whst the practice

ison that Hn

had frequent arguments due
to deliver only on payment of cash > ‘ied check or
ovjected
said thet they will

heir custome not to zenc these

Governor Seay. we have had some trouble, but fortu-
2

vy th= clearing house rules in our c¢ity recquire the same

40 no member banl: can collect without

checl:.

governor Horris. #1bk ; the commercial banks in all

cases where they are sa ried with the credit take a2 check
in opposition to the proctice of mractically
all of our member banks.

The Chairman. I think the practice among the member
banks generaslly in Hew York City is'only to deliver docu-
ments and securities against the certified check.

Goyernor McDougel. I think, however, that the banis
do leave these documents during the short interval between
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the time they acce y &
& e 2y accep e ek ! i
Y ¢ Pt the check and get it certified, when
they are denli i a S i
v are Cealing with a customer in whom the banlk: has con-
fidence, and I think e will have
The Chairmen. Wwhet action do you propose, Governor
Norris?
Governor N put it down more as an Imguirvthan
anything else, vented to kmow what the practice was in

the other

s try to get cash, = co ied check, or Federal Re-

serve Banl funds in New York.
Governor lMorss. That is tr in 3Boston.
Governor Fencher. And the same in Cleveland.
The Chairman. Is there any district in which the Reserve
accepts checks?
Governor Young. e accept them sometimes.
Governor HMeDougal. Te accept them in some cases, but
are all certified before the day is ended.
Governor Young. That is true with us.
Governcr MeDougal. That is common banking practice and
one in which I think we heve to mele some concessions.
GoVernor Young. iinneapolis and Chicago are the

only two districts, aren't they?
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Governor McDougal. We do a very little of it.

Governor Young. We do a very littie of it, but some-
times we have to.

Governor Calkins. We have something which is refer-
red to as a preferred list. We accept uncertified checks
in those cases. Those are special ceses and are of no im-
portance whatever, and it does not apply to drafts that
carry cocuments or sccurities in any case.

GovVernor Seay. May I ask if your messengers get them
certified.

Governor Calkins. We get them certified.

Governor Norris. There are meny cases where we can-

not get them certified, because we would not get the check

until 2 or half past in the afternoon; it would be some

distance from the bank drawn on, and we could not get it
certified that day.

The Cheirmen. I8 your inquiry answered, Govyernor
Norris?

GOVernor Norriss. Yes, I.thinit it is.

The Chairman. I &0 not want to be considered as push-
ing matters along, but we have a large program.

The next topic under collections and clearing 1is




B. Maturing notes, bills anc¢ other collection.

(4) TUniform method of handling railroad drafts,
insurance compeny <rafts, payable at or
through banks, also certificetes of deposit.

Governor Fancher. hat is 2 matter, Mr. Chairman, which
seems to lack uniformity of treatment. In many cases checks
nC¢ cash letters are not payable through the clearing house
and have to be presented, and it appears to us that there
ought to be some uniform method of handling matters of
that sort.

Governor Morss. It is our practice to give irmediate
credit for all railroad and insurance dérafts payable at or
through banks that apparently can be collected that. way,
and otherwise we enter such items for collection. Cert-

ain certificates of deposit are handled as time items.

The Cheirman. ZEvicdently, Governor Fancher, it rests

upen your shoulders to suggest a resolution looking to-

certificates of deposit, which do not bear interest, and

time certificates of deposit, which do bear interest, and
i 2

possibly to include in that drafts on savings banks with

pass books atteched.
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Governor Fancher. Thnere ane Gt
g time itoms, certificates of ceposit crew-
intercst end drafts upon savings bankas. The last two
asses oi itoms s G ‘ba early listed as collection
items. It would see me that the other classification,
that crecit should be given for thae g and bl & 1ilems
that can bDe
through anc
collected~-thes letter not to be
deducted from the cash letter and then certain crecit
the following ¢ay after certain items ere collscted.
To he handlecd as c¢ity collections?
Fancher. Yes,  In othe
float included,
float is 80 smzall
the banlts, if they will only co

The Cheirmen. Then what is your resolution, Governor

Fancher?

Governor Fazncher. ¥y rasolution would be thet reoil-

time certificates of deposit be included
téms ané so treated.

Governor lcliouga How ebout insuraonce drefts?
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Governor Fesnecher, Insursnce ¢rafts and demenc cerbifi-
cates, en’ that those three classes of items be includec es
cash items.

Govirnor .Le2y. Do not some of the banlts claim the

to charge crchenge on those items?

Governor Van Zandt. They c¢o, and uncder the ruling by

doara they can.
Governor Hcay. They insist that they
collection items in meny cases
the right to charge exchenge. what can you ¢o in
membey banlt telies thet position?
rman. You have got to treat them zs collection
heel: to the member.

Governor Ven Zond our ¢istrict we cannot handle

reilroad drefts, insurance érafts end soO forth es cesh itenms.

It cannet be done,

ot
insurence drafts ought to be handled in 2 uniform manner the
they must be hendled for collection, beceuse there are sore
of ecch class that we could not sccept as

The Chairman, How about those distrlicts whe

possible, because of the small volume, to handle




Governor Scay. But then there could not be uniformity.
The irmar sxactly. .hat Go you cesire? DLo you
desire uniformity, or do you desire to handle them 23 col-
lection items when they must be so handled anc¢ as cash items
they can be so handled?
s there any objection to leaving it
avoid such confusion?
Governor is more or less confusion, but
I am willing.,

Governor Celkins. Take ong specific instance. vie
had a railroad draft for something over $155,000.00 re-
turncd twice with the comment “Collect through other chan-

My opinion is that the Fecderal Recerve Benk in
assumed responsibility, and if there
uld have been msade Day.
Governor Van Zandt. That was the Houston branch
our benl, end for that you havp received Gue and abject
spology from the head office.

Governor Calkins. I understand, Governor, but I only

raise it for the purpose of bringing out the fact that

cannot continue thet kind of prezctice in any case, ac We
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must hove on understandingz thet thezse things are to
collcected and rem ec s1se that they are not. That
is whet Governor

(Aftsr further disc

Governor rFancher. I will withcraw the topic

program, kr. Choirmen, I sm satisfied no uniformity can Do

ned in the matter,
Chairman. No 4 is withorawn. he next is
() TITisbility of collicctor of me items when chece
or other evidence of
wiliich proves
Govcrnor lMorss. That is g e a large subject in a
In collecting time items we uire currency or Orcer anc
chared the membor henlls recerve sccount all arafts of
membsr or non-member banlis Cravm on the Zoston banii and pay-
sassociation, certifiec check
0 be receives
Boston upon presentation by mes=engerse,
or corporations. This
the counsel of a New
=ithout bhize guoz

-

those checls wore not paid the Federal
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of New Yor:

in conforming to ths

lew of

Vorlos W s & 3 It cppears to be

Hanis coniormed

oub 3L -the pracoice

law, under

given out and the incorscment

a cheel: is talen ané it is not fo

until the next day, arc we protecting our

the wey we ought to protect them?

" The Cheirman.

is lack of uniformity in the

fact thedv
thet the Reserve Banls must have
of . thic circular which they send
this uwniform circular that heas

counssel advise us that it is an

Y'e eannot

we got the iwmpression that

)

tself behind its law instead

pecially.

to the
doing that is not
New Yorlk banl is
ateral can
wailv which means when

ound out whether it is

member banks

Governor HOrss,

statutes of

reliesnes Tor protection

necesseorily is in the form

out, an¢ that if we acdopt

ed,and our
protection,
chonge the State laws.

t, but epparently

-

rlz proposed toc protect

agreeing to snything es-
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Mr. Harrison. I thinlt there must be a misunderstancing
about that, Govcernor Horss, because o8 2 matter of fact the
law in New Yorlk, whilec authorizing any collecting bank %o
accopt payment in checl:;, docs not give us any greater pro-
taction than our owm v and ¥ own circuler pives
you. The fact thest the law ¢ ride ot we are protected
by btaliing payment in that manner ¢oes not
rights than you hevé got under a circular thet is

ag ourse.

Governor liorss. But our circulars =re not identical

Mr. Harrison. No, but I think that overy

thin¥s theot its circuleor suthorizes theon
ment in 2 baniz dref Ag o matter of Ia If you do nob
admit that, thc collection system fa fla because most
of our collections are based upon remittsnce in banl: draft.
Now ordinarily it is negligent to tekc payment in thet
manner, end if a checl or rimittance c¢ralft ‘is nobt paia the

] ' x T gl ¢ ) kase Ranls
collecting agent suffers, so thot the derel keserve Banks

now protect themselves by mean £ oelx B8 WOLSH BUGHOD:

3 2 ¥ - ¥ o Yarl-
ize them to tale payment in bank "(re in & Lo

i

the circular is superfluous, so far as that
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of 1t is concerned, but in other States it is necessery,

erch Pedoral Reserve Ranlt has to recognize that neces-

in drafting s cire

Governor Liorss. Is that the practice of the commer-

hanls in New Yorkt on collection items?

Mr. Herrison. ibsolutely.

Governor lorss. Would they give up & collateral that
comes with a note for collection in exchange for an orci-
nary choeck?

You cortainly would heve to imply from

°

would not give up the collaterel they

Governor
lateral -and accepted a check in

-

viould they be rcsponsible to ths banlz that sends the item?
The Chairman. 'hat depends upon the terms of the cir-
cular. I think if you submit this question, which comes up
in connection with the New Yorl: practice, to your counsel,
in connection with the study of the proposed uniiorm
circuler, you will fin¢ that the circular disposes of the

cuestion.

Herrison. We are better p cd; when your mem=-
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ber banlz acnds direct to e better protected tha

the banis in wyours cistrict, for this rea thet he

1ccent payme:
the owmer,
on the originel note. Xven if they have

not got it they can copy of 1 Thet is

not true in any other district. mhere the

thorize you to telke payment in check and you ¢o so, then

In your cCistrict,

the obligor on the note is recleaséec,

where you take = is the last thing,

so far as the originsl obligor is concerned.

Govornor Norris. Mgl 1 bot in owe tEpeuiay

say we G¢o not tolic them, wE 2ré bounc

amm trying to

Mr . Harrison.

show is that not only is the New Yor!: law not unfair, but

it is even greater protection to us to our member banis

\: = 3 1 i A o oA N Mhar S4+ata
and to your membor banks then the in- other- shalbe

< s - e RS i ~
¢o not authorize payment DY means bani craft.
i

Governor Morss. Is not that door after

If you give up .your collat-

the horse has been s=tolen?

pretty hard to get it bacli
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Governor Miller. But thce indorsers would not be re-
leased by the fact of cancellation or <elivery of collat-
eral, would they?

Mr. Harrison. I think not, but I would like to in-
vestigate thet a little further. I think not, for the
reason that that is an authorized means of accepting pay-
nment.

Governor Miller. If we took one in liissouri
sent it to New Yorlk, would the suit be brought under ths
Missouri statute or the New Yorl statute?

Mr. Herrison. That cepends. If you acopt the cir-
cular that this paragraph refers to, then you specifically
authorize yourself to send to us for collection items in
the manner that we have defined, and thet is the beauty

it.

Governor Morss. It is not a case of »nrotecting the

Federal Reserve Banlk. The banks are protected, but if you

were to senc your items to New Yorl:; the the

note is not as well protected as he

collected in Boston--
T =

Herrison. I thinl: in New York he is much better

protected that he is in Boston, because in New Yari, un-




1i*e Reoston,

30

=
]

in
is gone forov
Governor

3 Y

Governor

ton, wh

23

o
res

he can ‘sue on the

original notes, whereas

5

en you talie payment in a banl: draft, the note

er, and obligor 1s rcleasad.

In one case¢ he has a sultb

Seay.

gets his collaterel bacli,

= iAo - + ~rant
o .oes 1106 antv'

Morss.,

thie last thing he wants.

B P "
Cheirmane

curity ette

~ A
7T
=

do you
land for coll
Governor
The Chai
obligor on th
<

isn't he¢

Eankaa !

or

coul

sasr
et Bosbon,
Governor

case, but we
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yhe

Pay

Suprose you get & creft, with

w

el, Creawn on a bank in Portland, Mzine. How

yment for that draft? You send it o Port-

\/

- ~

banl: cr=aft?

o

ection and-gct a

wors

g Vs a
@ LU e

you accept a banii draft, the

P& .

= security attached, is released,

- 4

=
w v

1o his collateral

of such things as

mal:e it a2bsolute bhecause

=~

practlce

§r
You cannot male ¥u opnly any place, ex-

our
ison. ;

e cannot make it apply to every

ve :
HOT 33,

-

can malre it anply to most cases. New York

<
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apparently coes not do thet; they do not make 1t avply to
any case.
Mr. Harrison. We ¢o in New York City; we always

a certified check in payment of their collections.

It only arises outsice of New Yorlk, where it does with you,

end outsice of Wew York, as outsicde of Boston, we& never re-

the
lease¢/ notes collateral if we can help it,

7 15

but if

have one additional advantage thet you have not;

got & check which may or may not e
to sue on the original note or a certified copy of it,
you cannot do.

Governor Miller., But the collateral is cissipated.
Mr. Herrison. Yes, but it is in Boston also.
Governor HMorss. Yes, I think it is, when you give it

Bostone.

outside/ e got > impression from the correspondcénce

end conversation that we had,that you ¢id not protect

tr¢ owner of the note, in whet you accepted in psyment, &s

well s we protected them in Boston.

Wie sccept just whzt you do.
Governor Morss. P! > a differcnt improession.

As I say, there was a misunderstending.

Wie have figured it out that we not only give your member

hitized for FRASER
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bank and our member banlk a2ll that you &o, but that e
he additional advantage in Wew Yorl: that we can sue on the

note.

Governor Callzins. not thet coversd by the circu-

Chairman. It is
ext is No. 6.
Exchange Charges: There should be an uniform pract-
¢ among Federal Keserve Zanls in the following
erds
Decuction of exchange on Cemand certificates

of deposit anéd time certificates of deposit

sent for collection at maturity.

That matter is automatically cealt with, isn't it?

what <o you propose in regard to this topic?
Goyernor McDougal. here is a memorandum in a re-

port here to the effect that it is common »ractice in rura

districts to use the certificate of deposit in licu of a

cashier's check or bank déreft, 4 certificate of cdeposit
8 a direct obligation of the issuing benl end as such

should be treated the same as the cashier's check; other-

wise 1t should be hancdled as z cash item and no deduction
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exchange should

Governor Call-ins. The Board has ruled to the contrary.

Governor MeDougal, It is now the practice of all but
threc of the keserve 3anis, Richmoncé, Minneapolis and Sen-
Frencisco, hanc¢le certificates
practice should be uniform, I think it has been taken care

of to somc extent. However, no action is asked to be taken

o1 thidg topics

The Chairman. If no action is necessary we will go to

the naat one;

Topic (b). »eduction of exchange on checks protested
and returned for non-payment when re-
forwarded for collection and paid Dby drawee

enl.

Governor NMci % In sccorcance with the Boarc

ing of November 29th, 1919, protested checlis forwarded
sccond time are handled ss collzctions., In collecting such
¢ishonored items & « nect. service is & . and there-
fore the collecting bank is entitled to a charge for the
Thot was put in hore for the reason that in some
instances items of that sort came in through banks where

-

they had been collecté&jénd an exchange charge deducted,




sending banls would not sccept payment.
The Chairmen. Have you been able to collect ox-
chznge thot has been deducted and collected by a Dani?
Governor McDougzl. We would not attempt to co it
it has been reforwarded.
opinion epperently prevails in

New Yorl banis that such an act is covered by the terms

an amendment to the Federal Reserve Act,

bank has no right to imposc the exchange charge upon the

item end they have seded in
in some ceses.
Governor Cellins. When i € i have becn ecced
f the check and a reguest i <e to collect
mount plusg
nes no right to ch&rée he fazce of the chocl: plus the pro-
when it is necesssry to reforward it for vay-
ment it is not a cash item and cannot be made so.
The Cheirman. Heverthesless it woulcd 1 be subject to
exchenge cherge.
Governor Gal+ins. It should not be.
The Chairmen. The mere fect thet the Board rules tha

2

way for physicsal, mechanical and mathematical reasons in
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accounting, it must be hendled &5 a collection item. You
70 not alter the law of the United EStetes, wiich provides
that 2 checlk Grsvn on = member ban's is not subject to de=-
cuction for exchange when presented at the Federal Reserve
Bans.

Governor Seay. I move, IIr. Chairmen, it is the sense
of the Conference that such checks should : be subject to

deduction for exchange.

The Cheirman. Iwven if presented for collection.

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

The Chairmen. Prie , is
Cc. ZTranei
O the FececraliReserve
2 uniform prectice in hend-
igelz collections, with the aim
mairing the mcthods of handling checks for
nMember

-

gibie,

The Chairman. e hewe

development of the techinigue in anothesr bank which is dif-
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ferent from ours. I thin!: possibly some of our
thet we were surrouncing the collection busineass

f 4
formelity and rea tape.

5

cecal of
that. This seems a proper subject to

mittee. It 1a one that-reguires

¢ technigue.

Hervisons  $f T may

intendced be reised by tha

Faneher has mreviously raisec anc which has
of

anc
s N

1

néling of such
for insteance, without pass boolks

believe Minneapolis

refused to mdle those as cash items,

them was returnzd to us stemped "“Can handle for coll

been

etteched.

ection

onlyi, they

not only refused a ot it as 2 cash item, but they

dic B : S etion to handle
s 2 + _i‘t - <P %
ion item, but returned/with the stemp on it
could henc¢le only for collection.

Governor Young. That was not I{rom Hinneapolis.

Mr. Harrison. I uncerstood it wes

collect—~




although I mey be

The Chairman, =D o wiah 5o press this

thinlz the opinion of the Gov-
ernors was expressed in the discussion of the gquestion
that Governor Fancher
The Chsa a ne of 103 New Yori: is very lLieen
to have the Re: s Bank a a npai ecucate the
member banl ave printed certai ientification symbols
on the checl: ued customers, checks which they
to fecilitete the sorting andé collect-

ion of

This comes under topic No. 2, uncer C.

2) Id¢entification  symbols on

Y
I do not imnow whether the time
up or not. It would possibly subject tho member banks to

some expense and considerable annoyence, but in time I thinl:

-1

it ought to be done. I do not Imow whathzr you Inow 1t,

but in Ingland, where of course has cevelopad through

branch extension, evairy checl thist has to pess through
the London cleering house must bsar one of three symbels.

Ty

Oneé symbol is & circle, another is a triangle, anc the
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third is a square. They are printed plainly in one corner
of the check in blaclt ink. They have 1inside ol one symbol
e "C", inside of snothecr an "M"; the "C" indicates the
country, and the "i" "metropolitan", and then they have
another lectter that indicates the arec immediotely around
that city. They have three clearings, as you know,
the distinguishing feature between the three clearings
being the time at which the ¢learing closes, the clecrings
in the London clearing house being continuous. I have
been in the clesring house, and I have seen how it works.
These checlts go rattling through =11 day long, 2nd the sort-

ing end handling of the checks is very much frcilitated,

just as the counting of moncy is facilitated by having

the denomination in 2 plain figure end in a handy location.
If the day ever comes when we can get our member banks to
adopt a system of symbols-~the one suggested here may not
be the best by any means--you are going to find that the
cost and the time required in sorting and routing the
checks and the amount of lost time and lost motion duc to
error in sorting is going to be tremundously recduced. I
do not want to recomnend that we do thet now, but if we

have a committee appointed to consider the perfcection of
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the

o

tl

16 technicue of/collection s

they coulc tale 2.l

up

fully. If we escy

tl

ke ilese

Governor Seaye.

a2 metter of comx

it would serve the

erv

Durovose

the effect thet the Fecders

K
e

as a matter of educati

aoout.
Governor Van Zanct.

ton numbers on the checks,

SUCCLSS.,

The Chairmen. Your moti

ict numde

T

have icm on there now

for &

abencon thet
Governor Ven Zandtb.

the purposec thet the sy
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one topic which

op
consicaer care-

frame of mind

bprocuce en agreeabl

course of time we would have

symbols.,

on their banks andgrad-

started out by having the skele-

that didn't meet with much

9

on would be, Governor Seay, to

e B
LV S

rs on checlks, inasmuch &s

an¢ a grect meny of them

12t 1t would be confusing to

netion?

sizelston number cdoss not answer

oes, for the reason that some
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Gistricts, for instahce San Francise ave & great many
branches, and if you had the distri] mocr ané also an
indication of tle branch, it would facilitate sorting
materially,

The Chairman. I heve a feeling thet wlhien we undertele
a campaign for the cdevelopment of the use of symbols on
checizs we can develop a system of symbols which will be
easy to 2pply to existing checks, by a rubter stemp if
necessary, until existing supplies are used up, one that

3

ective than just the

=)

will be much more complete ancd eff
skeleton number of the district, which is not a very com-

o

plete symbol and does not afford the convenience that a

better system of symbols woulc

) .
il

Governor Fancher. . rather femiliar with the woris
involved end the time it tooi to get the AB.L symbols on
checks, That was placed in the hands of & very able and
energetic committee, anc¢ I thiniz it tool: three or four
yoars before they really got the symbols in general usec,
In fact, in order to get - banis .Copt eny scheme
of thiis sort, it would
comaittee that would simply live w

and 1t would be & matter of sever:a
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an opportune time to press such

Goyernor Fancher. 1 ¢o not believe
The Cheirma: I am willing, if
thet sort, to psss tiue topic. The
of uniform practicc in filing clelms
of member banks by Feleral Keserve Banks
their brsnches of transit itoms involved in
bank failures.
Govsrnor lMcibougal. It is our pi
on recuest of cepbs
cline Lo rentery
Reserve Roarg,
Banlks, gave 1t as that the filing of
claimas on beha2li of membsr banlis on checks receivec for
collection is 2 service which the Iedersl Ressrve Bank
might properly render. I fegl that the banl's when
¢uested to file these claims should Jo it. The practice
. =t it was put on

not Yeing uniform is perheps the rsason tiat

o0 £ng also St. Louls.

&
S

by Chica

. 1 5

Governor Ziggs. W ninlt it highly cdesirable that all

s://fraser.stlouisfed.org
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flegcrve Banks and
matter of filing ~ims on behelf of endorssrs, covering
checl:s involved in bani:
Governor Seay. we have had occasion to file claims
for other Federal Rescrve Banlis, and we have done it very

"

willingly, and I concur in the opinion expressec by Gov-
Dougal thct it would
the banis would adopt the same prattice:. We Co it cheer-
fully.
Governor Van Zandt. In our district we have done it in
instances, and in several in

succeeded in getting a preferred claim through for our in-
¢oser, where ownsrs of checks that were included in the

same letter were not shle to get & preferred clain through,

anc therefore it might be worth something to the banks to

use our service.
The Chairman. we file claims unless the
checl, the banl that owns the check, instructs us that they
will do it themselves.
Governor Van Zsndt. we fi clsims only on written
thority.

The Chairman.




in this matter?

Governor licbiougal. 1T woull rocommend for consicera

tion of the Conference thet = uniform policy be adopted

that when recussted to do so by the owneax
xéerel Kescrve Bdilkes file claims
Governor killer. You meesn the mnmbér benl:
the item?

Governor lclougal. I do, yes.

Govirnor Miller. “hon rocucsted

McDougel.
banl: sencing
vaeanse
vani: chargss it back.
Governor Van Zandt, They can ge ne same authority from
their customer.

The Chairmar = g »f Governor Mcbhougal's motion
would be that the PFederal Reserve Banls would file claims
against failed banks fc npaid collections.

Governor iclh

Phe man.

"

that that practice be macds
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Governor Fancher.
parties notify us
own clainm.

Governor Van Zandt. But we have becn zdvised by the
Federal keserve Roard that we cannot file 2 c¢laim without-
authority.

The Chairmaen.

serve Board would hold.

Governor Van Zandt., I do not thin!l: the motion contained

anything about aut Dogs it not say when recuested?

Governor Celkins. an anyooly produce thet ruling of
the Board?

Mr. Herrison. I am sure iir. Logaon ¢ocsnot kmow of it,
because 2veE Gis ¢ this whole cquestion of claims with
him and ¢ him thq' vwe T claims for our member banlks
unless reqguested not to do

Governor Fancher. Thest is what we

Mr. Harrison. 1T also took occasion
Cleveland ¢id

The Chairmen.

of motion, end that

cheracter against failed

S
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banks shall be filed@ by Federal Reserve Banks in bchnlf of
the member banks enc other Rescrve Banks with or without
the request of the momber bank unless the Federcl Reserve
Banlr is instructed to the contrary; that Governor Van Zandt
be requested to apply to the Board, in eczse he finds a
written ruling on this subject, informing the Board that
the Conference hes talten this sction, for = different ruling
from the Board.

Governor Ven Zandt. I thinl that ruling was sent to me
in response¢ to an inquiry a2t & time when they scent me some
correspondence that they had with Governor Sesy on some
claims that he had filed.

Governor Seay. It has been our practice, as incorpo-
roted in the motion of Governor Strong, to render this
service upon request, or, in the absence of request to the
contrary.

The Chairman. How does thet motion strike you, gentle-

Goyernor Seay. I will second it.
Mr. Harrison. That includes Reserve Banks or last en-

dorsers.

Goyernor Ven Zandt. Last c¢ndorscrs, yes.

(The motion, having been duly seconded, was carried). /
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Governor Seay., lMr. Chairmen, before adjourning, I
want to mention one tring, with Governor keDougal's con-
currence. Last night the Poarc appointec o committee of two
Governors and two Federal Reserve Agents to consider the
subject of group meetings, as to whether 1t was desirable to
continue them, and, if desiral whathe he bBanlks shouléd
be regrouped or not.

The opinion was expressed here yesterday, as I recall
it, that it would b« 3 advantageous to the Governors
themselves to have mestings, a2 formerly, and with perhaps

have them
Washington, where they would not De so occupied
with other t zs thet they would not have the time to give

2

to administrative questions which shoulé be given. It

passed through my mind, without talling to Goyernor Kebougel,

thet conferences of the Governors, as formerly held, say
quarterly, would be mors desirable and would effect better
results--

The Chairman. To be held at c¢ifferent Keserve Banls?

Governor Seay. At different heserve Banks. I haven't

consulted with anybody, not having had time, but I thought

an expression of opinion might be brought out here before




we had this meceting at lunch today.

n = 1

Govyernor niller. The PFelfersl KHessrve 3ank at lLansas

4

a very beeutiful office building,
point, the hea £ merica,
o invite you to hold the first meeting in
& very sarly date.
¥, HRaving just ﬁoved into our new build-
perhaps my invitation
mi;,ht have
The Cheirman. The suggestion has been mace by three
Governors, now, that the¢ worl: of the
will be greatly bencfitted by having meo gs of Governors

of the banks in cdifferent Federal Reserve citiés from time
to time, and more frequently, and that insteac of having
hese group meetings, which are incomplcete and cannot Ge-

cic¢e anything, that it would e more cesirable to

meetings of the Governors as suggested That I understend

is the sense of th¢ meeting.

Governor Ses would like o sey that it is my
opinion that S p neetings can be macde beneficial and
irom them, but nevertheless

myself.
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am simply introducing

what has Deen said at the meeting,
said in privote conversation, Jjust as something to work on.

Governor iehougal. Chiczgo boclongs to whs 3 calleg
Groun 2. e have held during the last ycsr only one mest-
ingoeng - that
groupe I uncerstent hove
have gotten a2ll tho way around. hinl: in considering
subject thet we must

were helc between threc meetings, contemplated

ing of Governors snd the (Y “Ehe

inelined to thinl: that while tht meetings of the Governors

=

which hes been suggested asre very desirable, antt-Tlwongd
favor of holding them, s ey would hardly tae
vlece of the group mectings such as have bseen held.

The Chairman. Govornor lichougel, let us consicder what

you ¢o at these sroup mcetings I attended two of then.
ie -heve had three i3 e ccd st one at Soston, one st

Jew Yoriz, anc & 26 Phileceishia They are very celight-

ful meetings; we attonded the Diréctors' meeting and

picled up soms s of w they did things as contrasted

i

then we had luncheon and dinner:
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we had 2o delightful chat, but there were only three onks
involved snd nothing could be decided. Therc was little
opportunity for discussing thc technique of the system, that
we are all working on and want to perfect, and I am frank
to say thet I would rether give up the necessary time to
having threc mectings of the Governors a ycar, or four,
or any number that is feasible, in ordcr to get something
definitely dceided, than I would to have thesc group meetings,
which are perfectly delightful, I admit, but which to my
mind do not eccomplish a fraction of what thesec meetings
of the Governors accomplish.

Goyernor Morss. I agrece with you there.

Governor Calkins. The fact of the matter is we haven't
time enough to devote to these group mectings. If we devoted

all the time thet we should devote to discussion at these

Conferences of Governors, we would give all the time that

we should be away from the offices for such purposes. The
group meetings are entirely inconclusive and always will
be, and on that account I am in favor of incrcasing the
governors' Conferences and cutting out thc group meetings.
The Chairman. Yhat I would lilke to ¢o in connection

with the Governors' Conferences is somcthing like this,
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Governor Cellrins: ¢ have, Tor instsasnce, a program mede
up well in advance, ant: the bullt of thet progrom consists
of topics berring up llections and transit matters
anc upon curroncy, = at we ~ get ths program up
month in afvance and everyone will have opportunity to
stucdy the subjects in their benls, we would heve timec to
melze a thorough study, and then we could g & mecting,
and take some of the men in the banl: if necessary, and
out enc¢ decice them thoroughly and

completely, tazlking the time thst is necessary, and we would

Governor Calliir T want to sey rurther. that &t
most every Confersnce of Governors that has been held
becn unable to get thiough with the program anc¢ have hed to
crop & lot of things becsuse we dould not

Governor

of the Govsrnors

are interested, and I thint if the othcr seven GoVernors

g0
coulc /1nLo thet cdistrict znc¢ sec ths eontitions that they

would get a2 better viewpoint. I think if they got out and

o

¢ of -the people in the extreme west and
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Central tiest and in the South, I thinl: it would be wvery
heipiul.
The Chairmen. I thin!zt thcre is
doing just what you say.
Governor Seay. I advenced the subject with the view
opinion, ancd I might acc this,
as you recall objection was mace before to these meet-
of the Governors in c¢ifferent = [ the ‘eountry
on the ground thet they were junkets. I em satisfied that
no one is more aupreciative of hospitality than I am, but

s .~

it might be well to consicer whother, 1T ve make thise

trips, we should have it understood that we erc not to De

entertained by bankers anc¢ are not to devote time to any-
thiﬁg but business.

The Cheirmen. Th ney wi be nothing but business
meetings.

Governor Calkins. e have gomething further to con-

By

sider. he is a committeec of the Chairmen to consiler
the seme subject, snc in view of thet I thinik ti:e proper
procedure would bde consult the Board first.

The Cheairman. was going to suggest that we pess a

resclution. There difference between the Conferences
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of the receral heserve ..gents ané the Conferences

rieserve agonts are ths

ans would
SUpPpPosed

to run these banirs in the field with responsibility for
the various things that we have on these
cuss, anc I thini: we can <o it better by

ing

fKeserve Danks, and spencd / cortain amount of

tiC’/

The Roard has spvointed & committee of
to handle the mabtter.
rernor. feay. I understood thet the purpose of the
to get an oninion from the respective partics as
ot it would be proper to continue or cdis-
continue the group mesting & 308 itsell referred
the matter teo th:is commn & rceommendation beclz to
the Board.
The Chairman. I=s it not now proper For us to indicate

F

t0 Goveéernor McDougal end Governor eay 2£s wviethcr we

think the group mectings should be continued or cdiscontinued?

et they specifically asi: us do. Iow do you
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feel ahout continuing the group meotings?

rovernor =ellborn., I thin% we are all pretty well

agreed on that, that we ought to discontinue them after

this vear.

v

Goveraor It is very cdifficult to hold them.

lic had one in L 18 that wes a good one, and we expccted
Chicego and Deallas tc come to St.lLouis. e made three

dificrent appointments. 4t these group meetings the Board

we.s to have not less than one member. On One occasion we

could not get a membe ‘ ¢ Boarcd, and on another occa-

>

sion the Foard wen Dallies anC through New

Mexico., Agents and the Govern-

ors to agree on the time, but we did agree on two occasions,

=)

then we could not get o representative of the Board,

The Chairman. Now, Governors Seay and lcDougal, do

you not thini: you heve a pretty clesr uncerstending of the

sense of the meeting and that you will be able to cdeal with

the question?
Governor Sesy. I thin: so,
Governor
Govzrnor

Gentlemen, every time we get to-

iestion coming up of electing & chair-




R Sl AR

£
b

O

& bo move

Governors tha

now that

t Governoe Streong

>

Sen  secrobary.

(The motion as

éduly seaconded

Ml A L ey
+08 (J..’._‘ A TMEaN e

motion to

(izotion to a journ being

g madade the

culy scécondec,

Conferancae

r#ilio'eclock p miuntil 2 o'eclock: p m

v

of the same dsa ;
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AFTLR R.CHSS.
The GConf rencc roconvened =2t2o'cloel p m, &t the expi-
reblion o ~thnrecess.
The Choirmen. The mecting will plecsc come to order.
The next item on the progrom 18
G irang ity
(4) Letters to benks e¢clling sttention to failure
to give reason for non-payment of checks re-
turned. Con this practice be discontinued?
This wns proposed by St.Louis. Governor 3iggs?
Governor Biggs. I do not finc¢ that among my p&pers.
May I pass that?
Governor Calliins: The focllowing motion was adopted
at the Trensit Conference held in Cloveland on June 23, 1919,
and approved by the Federal Raservge Board .
"That where a member bank or non-member bank returns
e cheek to a Federal Reserve bank without giving the reason

for non-payment, the receiving Fedcral Reserve bank returned

the cheeck to its endorser with thc notation 'No reascn given!

and advised the bank by which it was returned that it falled

to give & rcason, and askcd them forit, and also stated that
it cxpects to hols them responsiblé for their failure to doso

Endorsers src entisled to this informetion, and for this
reason the practica should not be discontinued.
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The Chairman. Are you talking about Ne. 4 or No. 5%

Governor Calkins. No. 4.

The Chairman. This is & St.bLouis topic. Have .you

Y

found it yet, Governor Biggs
Governor Riggs., W ass to the next one yntil I
ezn find 1%,

The Chairmen. Let us go ahead ané¢ discuss it.  The
Federal fieserve Bank of Hew York pursues the practice of
writing. to member banlks immediately upon receivt of an item
unpaid without any reason for non-payment.

Governor Van Zandt. The Federal heserve Bank of allas
the same thing.
Governor Calkins. I think we do the seme
Governor Fancher. ©e do.
The Chairman. It is é¢ifficult to arrive at what should
of this kind. Certainly, you have no rea-
he information from yeur member bank.
Governor Callrins, Vvhat is your procecure?
The Chairman. we just acdvise them on that form.
Governor Call-ins. Action was taken hy the transit
managers c¢epartment and confirmed ©vy the Federal Kkeserve

Beoard.
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the

“iscontinuec.
Gov:irnor Norris. The practice of calling the atten-
tion of thc banlz to its failure to give recson for not
payment of items which have prev-
outstanding?
not thet regularly cone
banks?

Governor uHorri = 41t is, but wc assumed that

the guestion was asked with & ew to getting ric of the.

trouble of “riting the letters

Governor Ven Zandt. You
shoulders by the long chain of correspondence which you

it

heve 1ip taking/hp with thesc oersons vho do insist on
heving & rcason given.

he Chairman. arc reacy to pass,
Governor

Gove

5. Check collections. Finel

wiich have previously been ad-
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vised as outstancing.

Governor Callkins. his avpears to be atopié¢ of the

iederal hescrve Ranlz of St.Louis. On ttems forwarded te
the Fedcral Rescerve Bank of St. Louls we receive a
letter which rcads as follews:

“"This is only to notify you that we are without returns
on the following itums. This notice doces not necess-
arily imply non-payment, as thc advice of remittance may
have gone astray in the mails. dc are tracing and will
advise you later."

That 1s all right. Than we notify our indorscrs,
and then wo get a communication through St. Louis which rcads
in substance to the c¢ffcet that, referring to their advice

of no returns gsent to ug on the data communicated abovs,

regarding the following items, thoy beg to advise us that the




same is no longer outstanding on their books. This second
lettor is very vague, end they do not give us the nicess-
ary informstion to pass upon thc matter.
I do not think eny action is nccessary on that.
Govirnor Ven Zenct. “Ho longer outstancing"
means it is not rcceived or might have been returned.
Gov:rnor Sesy. Is not that covered by B (1)?
Governor Callzins. I do not thinlz so.
Mr. Herrison, One is maturing notcs anc. the other
18 checks.
Governor Seay.
s Farpieon; But it is under the transit topic.
I wish that it vere covered by B (1). Thet would be
the best disposition of 1it.
Governor kichougel. 11s subjeet has becn covered.

1

he Cheirmen. T heve gathered from the memoranca

which I have on this topic C (5) that the men at the
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New York regard
being unnecessarily bur  ensome and confusing.
Governor Calkins. They are.
The Chairman’ They srec very burcensome and not help-
fai. Mey I reasd
"It has been the vpractice of several of the western
banlts to very promptly send out notices of non-payment or

unsatisfactory returns. sppercently such notices have been

mailed in case of a day's celay iz ceed g remittance,

enC in some cases even her G anice was mace in other

than local sxchange. . very lerge percentage of these

notices is followe? within forty-eight hours by 2 sccond

notice acvising that the items heve been naic

which has ncecessitated a great cdeal of worl, not only
banl:i- sencing the notices out, but also
benlis receiving them.

"ihile prompt action with respect to 2ll items of
this cheracter is very much to be commended, it would,
nevertheless, appear thot in meny cases notices have been
sent out uselessly and consicerstion might well be given
to the esteblishment of some ¢ufinits rule for such cases.

If, for instence, for items under 500.00, it were the

practice to defer th:s sending out of these notices of non-
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payment or unsatisfactory returns for a periodl of 48
hours, except in cases where actuasl non-payment is
sooner determined, much work would be avoided for all
concerned without increasing the risks incicdent to the
handling of such i

Governor Calkins, thet is our comnment on this topic.

Governor Fancher. Our comment is that cur practice

with regard to sending out notices of non-payment or

unsatisfactory returns, is that we malke out a notice in
triplicate, the original copy for the incdorser, that the
item is unaccounted for, snd a duplicate on finel ad-

vice of payment, an¢ we retaoin the triplicate of the copy

for our files.

The Chairmean. How soon ¢o you senc that notice out?

Governor Fancher. The iirst notice, Mr. Cheirman,
immecdiately.

The Cheirman. Governor Calkins, what is your sug-
gestion on this topic?

Governor Callrins. Nothing. I cdo not thin!: that any
action is necessary. The compleint was only with regard
to St.Louils anyhow, and they might rcform their practice

and thereby cure the situation. Is there anybody else




tihat is concerned, Governor Strong?
The Chairmen. Let me see., Here is a 1littls record

in the month of Januery, that Minneapolis sent us 8612 ¢

without return advices, and in February 0. The

of returns received smounted to <80 in January and

Governor Young. I was late getting in, for which you
have my humble apology. [ have 2 memorancdum on that, and
I asstme thet the matter you are discussing is (8), check
collections-~final advice of payment of items which have
oreviously been advised as outstanding.

The Chairman. Correct,

Governor Young. It is the practice of the Federal

serve Bank of iliinneapolis to advise their incorsers
an¢ crafts received for collection are still
outstending after reasonebls length of time in which to

ure pvayment has elapsed. This in order thet they may be
put on notice that the items have not been paid up to that
time. ‘hen payment of the remittence in which these items
were included is received, notice is sent to our indorser

thaet the item upon which previous notice has been sent,

Is no longer outstanding. This places the Federal Re-
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™ <

serve Pank and the indorser in the same position as though

no notic 2é been sent-~that the item was outstanding.

‘orm bound in books, with eardboard bezcis,
e first being the notice that the item is
utstanding--the seconé notice, thot it is no longer out-
the thirc, a copy for our records. The

three forms are all filled out at the samc time

to tie date. #e thus hove a recorc showing that we heve
notified our incorser thet the item is outstanding, and
also 2 record showing that we have subsequently notified
them that it was no longer outstancing. If we adviseg our
indorser thet the item was paic, it would necessitate our
meking a thorough investigation to se¢e thet the item had not
been returned unpeid, ané if it hadé been returned unpaid,
our incorser nctified in this event. Otherwise;, we
might notify our indorser, thst an item hal been paic when
such item had not been peid even though the bslesnce of the
jtems included in the same remittence had been paicd. If we
used the worcing on our second notice “rcturns have now
been received," this might be interpreted by our incorse

2g advice of final payment, and they be thus misled. If

£

final sdvice of peyment is desired by our indorserg they
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soeciel recuest for such informetion, enc it will
-y but in the great majority of cases, the
item is no longer outstanding on our rec-
Attachec are copies of the
forms used by us in ecvi g outstancing items.

I ¢o not know anything ebout this. It was prepared by

our transit menager. This is a vory scrious thing with
¢ heve kept an accurats recorc for a year,
suppvose theot cvery day there zre between 800 and 200
benlzs a2t the Helena branch an¢ the Minneapolis branch that
ere behin¢ from one to thirteen doys in their remittences.

con't you get 2 man out there?® Yie have

send out ol ‘ just whets

with in the ninéh fecderal Heserv

collection of checelis, anc

The Chairman. I am not going to gquarrel with you

about outting the burdcen on us to looi” up these items so

long as you open those banlis ent: get the money for us, so
fer s I am concsrned.
Govaernor Young. I ¢o not Eknow what suggestion we

heve on this. I mow that our instititon will be reason-




267
able about it. I assume that our transit manager handled
this in the way hc thought was best. Has there been a
resolution offered on it, or anything?

The Cheirman. No. We were just sitting on the corpse
here. The suggestion secms to be that therc is on unnece-
essary number of notices going out. jhen we found, as we
did in New York, that the notices wore scnt in of no rc-
turn faster then we could check them back and look up the
items, so that the advice of payment came in before we
had looked up the advice of no return, we thought--we had
1100 or 1200 of them in one month, te chock up--

Governor Young. I think that this will gradually cis-
appear. while counscl for the Federal Reserve Board oOx-
presses the wish that banks do not do enything to change

the present par collection of checks, so far sas the Min-

neapojis district is concerncd it is almost impossible to

continue thig thing. We are talking s big chancc and risk
every day on it.

The Chairman, Governor Calkins, what disposition would
you like made on that topic?

Governor Calkins. My advice hero is that 1t only

applied to St.Louis, but inssmuch as thoere are otheraz, I do
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but
not lnow/what we ought to take some action.

to know if there is eny othsr Dbani:
thet

Governor Z.enc. we follow the same practice.

Governor Callkins I thought you cic.

Governor Young. thinz we followed the same thing in
Minneapdis, anc¢ the s same practice was followed in

edvice says "puid or roturncd"
“Not outsten

Governor Callins.
fering with banlts such as Governor Strong
¢o not want to interfum with the rac

Governor 3iggs. You want a more
I thin': you should have it.

Governor N : \ere any objection to advis-
ing that it is paic, i gac 2 ing that it is no
longer outstanding?

Governor Young. Thet comes about because our man un-
fortunately feels thet if one check in that letter should
he peturned or should be outstanding, you would get that
snyway, you would have notice of a while if he advised

i L % T 3 iy ¢ he g TTre
you thet this check wes paid, it would not be a correct

edvice, and he simply acvises thet 1t is no:longer out-

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




269

stancing, winich is the same thing as advising that it was
paid,

Governor Calkins. ©No, it is not the same thing as ad=-
vising that it was i L It puts the burcen of finding out
whet really happened the other bank.

Governor N I do not thini so, because you have got
thes item back.

Governor Callzins. That is

Governor Norris. He Coes not~-

Governor Zandt (interposing). The returned item

might be lost in the mail.

Governor Calirins. m Wi ng to pass it without any
action.

governor Young. That would be fine.

The Cheirmen. HMMay I ask Governor Young to say if it
is possible to say whather those are black or white items--
whether they have been paid or not paid?

Governor Young. It will be ¢ifficult to <o thet.

If there is any possible chance of doing De
we will be very gled to do it, or if you have any suggest-

to us, send¢ it 2long and we will co what we
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The Chairman.
that way too?

Governor Bi,

you more cdefin

The Chsirman.

which is

1I. COLLEC

Trans

{6)

How about it, Governor Biggs?
¢o better. Vie can ad-
itely, if the he complaint.

Shall we check 5 anc¢ pass to the next

NS AND CLEARING.

credit for officers! checks is-
eral Reserve Banks. b as
recommended that immediace credit be given
+t all Feder Keserve Banks and branches
for 211 checks issued by anoth
that the receiv
such items
from its credits to the issuing bank,
thereby receiving immedieste payment. i adnts
the ebject of this recommendation to place
sveral Federal Keserve Banks
so far as availability
is concerned, as transfer drafts and

chenge drafts issued by member banks.




fovernor Seey., I will answer in
Mr. Chairman. I move that it is the
thict immecdiste credit be given for
by Federal Kecerve 3a
Governor Young. I second the motion.
Governor Van Zanct. I thini: the explanstion in the
1tself is sufficiont to take the nla any
resdy for the gquestion.
The Chairman. ©No furthér discussion?
(The motion wes »ut ans carried).
hairmen. we have next an intcresting topic under

(7)Y, whiclh is

(7) ar clearings in the Sixth District--Its mesent

status, legel end otherwise, \7\\

Governor wellborn. I have pai 1cre, wnich is not
very long, enc I will be glad to read it, if it is agree=-
able. You %now, an injunction was brought
the country banks,

zenting for your considerstion the legal
of the litigation, I shsll trace only the bare outline
the issues in the suit and of its evelopment to date, with

& conclucing word ss to what remeins to be cdone before the
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jssue is finally determined.
I might preface all that I say by=gho
the case is just ripe for a hearing on 1ts merits, with
one impdrtant question definitely determined--viz: the
jurisdiction of the Federal Courts over the controversy.
fac£ that the Fed-

. 2 - s 4 I a oy P 0
eral Courts have jurisdéiction of the suit, the ceclsions.

pleadings as filed in the
defendants. No issues of

mined.

3 3 ~ - £ h‘.:
Prior to underitaking the collection at par ol all

-

checks drawn on all banks in the S8ixth Federal feserve

District, the Federal Reserve Bank of ftlanta announced
to not then remitting at par its intention o
carry out wha t conceived to be the intent and spirit

‘ederal Reserve Act in this regard.

In December, 1919, a letter to this effect was pre-

=

pared and sent out to a number ol nks in the Sixth Dis-
trlets That letter contained the ra widely adver-
tised phrase that the Atlanta Bank would regret, in. the
event of & refusal to remit at par, to adopt methods of

L e 2 3 <7 -~ a3 Rr P o 3
collection “which might prove expensive, annoyling and
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embarrassing,® It might appropriastely be here said

t:at at the time 21¢ lett:s T out there was no
intent on the part of tI e .1 Reserve

rass, eanioy or injure any banking institution. The letter
simply meant theat any method of collection wiich involveg
presentation and remittance through channels other then the
meil or correspondent banlrs, would possibly carry with it
features which might, in some degree, prove annoying both
to the Reserve Bank and to the remitting bank. Those
words, as used, were, however, never intended to contain

a threat of substentisl or material injury of any kind or
chareacter.

After the lettor was sent out some conferences were

helcd with the officers of non-member banks, snd every

effort was mede to explain the sdvent ges of system of
universal par collection to the ban®s that dié not cesire
to remit at per ané, also, -the fact that the remitting at
par would not injure or hamper legitimate ectivities of
any institution.

Lespite the effort to mal-e par clearance an accom-

plished fact without friction, a number of Stste non-
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plaint as “eountry benks", filed, in Januery, 1920, an
equitable suit in the Superior Court of Fulton County,
Georgia, asking for an injunction against the Federal he-
serve Bank of atlanta and its officers. The bill was
based on the thecry that the State banks had been making,
for & pumber of years, cherges to cover the sou-called

T et e > 2
‘service” of remitting at par, ané had the legal right to

continue to meke such cherges, whether or not the Federal

Reserve Bank of stlanta desired to avail itself of the
"alleged service’, It was alleged thet the loss of reve-
nue from exchange would seriously cripple all of the
plaintiff banks and wculd drive some of them out of busi-
ness. The fallacy of  these contentions will be readily per-
ceived, but will not ncw be specifically pointed out, it
being the purpose of this paper to state the case which

the plaintiffs endeavored to bring ra

the propositions involved.

The bill contained the further cherge--a mere conclu-
sion-~that the Federal heserve Zanls of 4tlantes was plan-
ning, under the guise of a per collection progrem, to
force non-member State bani’s into an involuntary affilia-
tion with the Federal Reserve System, either as regular

or clearing members. In other words, that the under-




lying purpose of a par clearance program was not bona
fide to collect checlis, but was actuated by other and
ulterior motives.

F -

The bill containeé a furthcr charge, (to which I in-

vite your perticular attention. inasmuch as it constitutec

the basis for the decision of the Supreme Court) that the
Banlk intended to accumulate checits drawn
institution until the
amount, anc¢ then to present the same

ocunter of bank whic ac declined to re-
manc paymen ; The bill
tactics would inevitab.y embarrass

.-‘

bank subjected thereto, and that finelly it would be
forced to yield to the demends of the Hessrve Bank rather
than be driven out of business by the continued pressure
of such over-the-counter demends for currency payments.

To this bocdy of men it is unnecessary to say that,
of course, the ftlanta Bank had no irtention of accumulat-
ing checks in the way cherged. I am only stating what
was contained in the bill. The prayers for relief set

out in the Dbi TeT S an injunction agesinst

lection of cheeclts in way except throagh the

bs://fraser.stlouisfed.org



aring houses or correspondent beanks. The Court

crezte hy its decree a situation where the
ank could collect checks drawn on non-member banks
declining to remit et par only in the methods pointed out.
Being inhibited by.the Federal Reserve Act from collecting
by such methods when exchange cherges were exacted, -the
bank would be compelled to forego the collection of checks
drawn on all non-member banls refusing to remit at par.

The bill contained 2 number of criticisms and charges
directed at the policy of the defendant bank and of the Fed-
eral Reserve Board in the premises. These attacks were not
material to the case, were fer beyond the scope of the imme-
diete controversy and hed no relevancy thereto--the obvious
purpose being to enlist sympathy for thie country banks,

Upon the presentation of the bill to the court, and

=
L

S

upon an €x parte application, a temporary ragircining or

was granted.

riginal bill were all Georgils

banks, but a number of ban!:s in the other States very

shortly came into the case by the filing of interventions

(S )

ané, therefore, came within the protection of
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ing order. It was then deemed advisable to cease attempts
to collect checlks at par, except where remittances at mr
were being voluntarily made, pending & termination of the
litigation.

Messrs. Hollins N. Randoloh ané Robert S. Parker, of
Atlanta, counsel for the bank, immediately filed in the
Superior Court of Fulton County, Georgies, proceedings to
secure a removal of the controversy into the District Court
of the United States for the Northern District of Georgia.
The removal was strenuocusly resisted by the plaintiffs,
ané the
severeal days.
ing the case into the United States Court, but carrying

with it the temporary restraining order which hac been

granted upon the filing of the petition. Jucge Samuel

H. Sibley, of the NWorthern District of Georgia, having
heléd himself to be disgualified by reason of his priocr
connection with some of the plaintiff banks, Judge Bever-
1y D. Hvans, of the Southern District of Georgia, was
appointed to hear the case.

Pleintiffs moved in the District Court to remand the

cause to the Superior Court of Fulton Countyy, Georgia,
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reising thereby an issue as to whether or not the Feder-
al Courts hed jurisdiction. Counsel for the bank then
moved to dismiss the bill for want of equity. Suen
motion is in the nature of a general demurrer; and its
legal effect is to raise an issic as to the sufficiency
of the pill te a case, conceding for the purpose cf
the motion, the truth of all the averments properly set
up in the bill. In other words, such & motion to dis-
but

miss concedes for the purposes of the argument,/for that
purpose only, the truth of all the properly pleaded
allegations in the bill, and puts up to the court the
guestion: ""Does the bill state a cause of action in equity?"

In April, 1920, the court heard arguments from both
sides on the motion to femand and on the motion to dismiss
for want of equity. At this hearing counsel for plaintiffs
toock the position that the effect of enforcing par clear-
ance would be to deprive the plaintiffa of a valuable

property right, viz: the right to make and to collect

charges for "exchange", from which source of revenue

substantial returns had for a long period of time been

realized. It was stated that the Reserve Bank had no
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right to ceprive the plaintiffs of this source of revenue,
which result would follew the completion of the par clear-
ance program.

Our counsel argued with force the proposition that
the Federal Ressrve Bank had the right (as would have any
pther pefacn), Al 3 w fit, to present a check directly
to the payee bank and at its counter
in currency cr acceptable exchange, as might
It was arguec that the plaintiff banks had no right to
insist upon rendering & scrvice which was not askea by

the Federsl Reserve Bank, and that it was lawful for the

~

Federel Keserve Banlt to make collection of checls in any
lawful way.

In this view of the law, the District Court concurred,
snd efter a hearing and consideration of the matter, an
orcer wes filed dismissing the bill for want of ecuity.
it the same time an order was filed retaining jurisdiction

of the case and refusing the motion to remand.

The effect of a dismisal of the bill was, of course,

to tsrminate the temporery restraining order which hac been

grented when the suit was filed. The court, however,




.

superseded its judgment pending eppe al and, therefore,
the originsl restraining orcer which had been granted by
the Superior Court of Fulton County, Georgle, remained in
effect until the case could finally be passed on by the
higher courts,

The plaintiffs then took an appeal to the Circuit
Court of Appeals for the Fifth Circuit, assigning as error
both the refusal of the court to remand the case and the
dismissal of the bill for want of equity. AL the October
Term, 1920, of the Circuit Court of Appeals, the matter
again came on for a hearing. In that court the same

points were made as in the court below, and the law was

elaborstely presented by both sides, orally and by briéfs.

In November, 1920, the.Circuit Court of Appeals handed
down its decision, which was unanimous, ond which affirmed
Judge Evans in 211 respects. The opinion of the Circuit
Court of Appeals was written by Judge Grubb, of Alabama,
and was a clean-cut vindication of everything for which
the bank end its counsel had contended.

Plaintiffs, however, took a still further appeal, and
carried the matter to the Supreme Court of the United

States. In the Supreme Court the same important questions
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pitized for FRASER
ps://fraser.stlouisfed.org

were presented for decision s had been presented in the

two lower courts, viz: the funcdamental guestion of whether
2 %

it

or not the United States courts had jurisdiction of the

controversy, anc¢ the question of whether or not the bill,
conceding the trvth of all its averments, stated a cause
of action.

In view of the public nature of the case and of its
importance, counsel for the bank filed a motion in the
Supreme Court to advance the case upon the cockets of that
ecourt, the then Solicitor General of the United States--
Hon. Wm. L. Frierson--joining in the motion as is required
by the rules of the Supreme Court. The court granted
this motion and the case was assigned for a hearing in
April of this year, less then twelve months after it had
been first heard by Judge Zvans, which record showed a
hané¢ling of the matter with the utmost dispatch,

In the Supreme Court the case was again exhaustively
argued orally and by briefs filcd@ by counsel, The Federal
Reserve Board, an amicus curiae, presented an eble brief
prepared by its counsel, Nr. ialter &, Logan, and signed
by Mr. Logan and by the Solicitor General.

At the argument, the Supreme Court repeatedly quest-
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loned counsel as to the allegations in the bill respect-
ing the intent of the Federal Reserve RBank to accum

checks until they reacﬁed a large aggregatbte amount and then
present the semc for payment in cash for the alleged ul-
terior motive of breaking down the business of plaintiffs
#8 1t had been conducted and that the bill contained the
bald, unsupported assertion of such an intended act, had,

of course, been noted from the beginning of the litigation,

but it hacd been successfully contended theretofore that

this charge, coupled with the other allegations of the
bill, 4id not make = dase. The lower courts had consid-
¢red the case as one in which there had been no properly
pleaded averment of an attempt td do an unlawful thing,
or of a lawful thing in an unlawful way. On the contrary,
it rad been determined that‘the bill contained no proper
charge of any thing except an intent to do a lawful thing
in a lawful way., On this basis, the issue had been decid-
ed twice, as above set out, in favor of the Federal Reserve
Act.

The Supreme Court, however, vieffed the allegations of
the bill differently, and construed the same as charging that

the defendant bank, and its officers, were undertaking,
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maliciously and without justification, to injure the plain-

tiffs. The decision did not challenge the right of the
Federal Reserve Bank to make orderly and proper mesenta-
tion of checks at the counter of a bank for payment, nor

é¢id it question the right of the Federal Keserve Bank to
make collection in an orderly and legal way of checks drawn
on non-member banks. The sole effect of the decision was
ean adjudication that if the Federal Reserve Bank intended to

accumulate checks in the way c¢harged in the bill, and to

" present the same for payment in cash en masse as charged

in the bill, such action would be equivalent to maliciocusly
sterting a run on a bank and would, therefore, be action-
able.

Accordingly, an opinion was rendered by the Supreme
Court in line with the above reversing the lower courts, and
remanding the case for trial on its merits. 1In its de-
cision the Supreme Court decided in favor of the juris-
adiction ofvthe Federal Courts. This was an important
victory, inasmuch as it assures to all EeservesBanks the
right to sue and be sued in the Federal Courts in all

ceses involving more than {3,000,

Counsel anticipate a trial of the case on its merits
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in the Uniied States Court, sat Atlanta, the last week in
November.

I sum up its present legol status, therefore, by say-
ing that the case stends undeterminecd and uncisposed of
awaiting trial on its merits. For the first time it will
then be possible for the defendants to introduce evidence
which it is believed will disprove the truth of the aver-

ents of the bill,

I do not conceive it to be within the scope of this
paper to indulge in prophescy as to the outcome of the cease,
but as I read the decision of the Supreme Court, and as its
import has been stated to me by counsel, it would seem that

the only element in the plaintiffs' case, as set out on

paper, which worked a revcrsal in the Supreme Court, was the

charge of an intent unlawfully to accumulate checks. EKnow-
ing that such intent cdoes not in fact exist, I feel that an
orderly, jucdicial inquitry into the facts as they exist (as
distinguished from the facts as the rtlaintiffs alleged them
to exist) will result in the eventual denial of the injunet-
ion sought.

It mgy be of interest to state that the Honorable John

. Davig, of New York, one of the foremost lawyers in the
3 2
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vith our regular counsel

iven you the status of the present legal
of the famous par-cleerdmeg cese in this district, and

ing that the Federal Reserve Bank of LAtlenta will win

trial of the case next month, what will be the next move

to be made by the Feceral Reserve? In orcar for us to
make any further headway, it will be necessary to proceed

so as not to come into conflict with the severzl laws of

ars, were pagsed for the purpose of destroying the effect-
iveness of par-remitting, or par clearing, insofar as the
state non-member banlks are concerned:
ALABAMA
Shall charge for exchange not exceeding 1/8 of 1 %.

Yihen forwarded for payment by any Federal heserve Banlk,

express company, or postoffice employe, or by any eagent

thereof, the paying bank, or remitting bank, may pay or

remit, at its option, in money or exchange drawn on its re-
option, charge not exceeding 1/8

bs://fraser.stlouisfed.org



Unlawful for any person, notary, or other officor
in State knowingly to protest check for non-payment, when
payment is declined solely on the ground thet paying bank
exercises its option tc collect cxchange.
GEORGIA

Bank has the right to pay checks drawn upon it, when
presented by any bank, banlker, trust company, or any agent,
either in money, or in exchange drewn upon its approved
reserve agent, and to charge exchange not excee’ ing 1/8
ol 1'%,
LOUISIARNA

Established custom on the part of banks to charge a

service fee (commonly called exchange) for collecting or

remitting, by exchange or otherwise, the proceeds of

checks, drafts, bills, etc., (commonly known as cash items),
declared to be law of State.

Banks shall have right to make such charge, as fixeg
by custom, when such items are presented to the payes
bank, through or by any bank, Federal Reserve Bank, post-
office, express company, or any other agency, not to ex-
ceed 1/10 of 1%, minimum charge 10 ¢.

No such charge can be made by benks for collection

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




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

287

1

of checks cdeposited, when the check is drewn on any other
bank in the same municipelity.

Optional wh ther exchange will be chargec on checks
or ¢rafts, payable to 2 person in Louisiana, and drawn on

4

2 benls within or wit-out-the'2take.

No officer in State shall protest such items, when

non-paoyment is solely on account of the .3 s or refussl
of any of said agencies t0 pay exchange.
No right of action, either at law or equity, against

any bank in Louisianz for refusel to pay, when such re-

alone on the grounc. of non-payment of such

is a misdemeanor for any pcrson, or éemploye, of
any benk, or othcr corporation, to issus

-

by publication or otherwise, of the non-payment o

check or c¢raft, cdrawn on any State banl:

cr trust company, in Louisiana, after

stitution, on whom sai¢ check is ¢rawvn, shall have offered

to pay the same in accoriancs with the laws of the otate.
Upon conviction, punishment by fine of not less than

$100,.00, nor cxceecding ,500.00, or imprisonment for not

less than ten cdays, nor more than sixty days.




MISSISSIPPI
Same as Louisiana law, except a thet part, making
Pl & MRS s - J
it a misdemecanor for any pe rson, or employe, of any bank
¥ bank,

or other corporation, to issue or give notice by publica-

Gourt of the United States, was, it must be confessed, a

terrible blow to the efforts of t erel Reserve Boargd
to put into effect that part of

which relates to par clearing. e jucdicial verdict of

Mr. Justice Holmes unquw>tlonuoly ac a far-reaching ef-

fec C it seems to me that We ar afield in search

of =a weapon to strike us, by declaring that "Congress never

ended this sort of wvarfare upon legitimate creations
of States”.
¢oes, the hostil:

o

£

continue to fight the

have hitherto pre-

~nown truism theat, in order to estab
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our case
e few
eanforce per remitting. he banliing fraternit

most solidly in sympathy with thoss who are fig

At the outset of the struggle, it was

woulcd support
s, anc that mos T s were anxious to se ks cleere
at par; but, when the g of wa ar we failed, much to
pur-.surprise, receive th:is expected support. In fact,
many oI > city bankers openly tool sides with the State

now, strongly opposed to

Moses may yet 2
wildsrness.
The Chairma what is ¥ Gesire in recgerc
report in its preose
Governor Sea
thanksg.
printed?

ht be included

=
)
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Governor wéllborn, is there any action
which you wish to have talien?
Governor ellborn. No; I would just like to have it
recorin
1t i 30 0P creca
Governor £ee el asglz et this juncture if Governor
Harcing's afdress did not ix ¢e some subjects for cis-
cussion,
The Chairmsa: Y& s I have that in mineé, ané T wWas
section of collections and clearings,

dealt with in

though
Governor Seay.
goout=it,

he Chairmen. here is only one morc item to it, which

Feaeral Rescrwve Ixchenge

Governor ellborn. Don't you want
paper thet I i ave reed?
Governor Young. I do, but - het we will come

Lo - ciscuas it later,
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The Cheirman. It comes in connection with Governor
Harcing's address. Richmond submitted this topic, Gov-
ernor Seay.

(8) Removing the limit from Feforal Reserve Exchenge
Drafts.

Governor Seay. Lir. Chairman, we are a milier with
the steps which have been talien heretofore to introduce
Federal Rese exchaage drafts, which have proved more or
less abortive. The first attempt, as you will recall,

placed a limitation of ,250.00 cn each Federal heserve ex-

change draft, and the limitation was so low that i#% rather

brought ridicule upon the suggestion, ana I think tenced

more than anything else we have ever done to postpone the
introfuction of Federal Rescrve exchenge, and et the next
triel, I think, as a result of a meeting in Chicago,

limit of Federal Heserve exchenge drafts was increased

or raised to $5000.00. This subject has been one undéer dis-

cussion at the group mecting of the Richmond, :stlante and
Cleveland banks, and was discussed poth at Atlanta and

at Cleveland, and at Cleveland = resolution was passec which
approved the removal of the limits to Federal Reserve

exchenge, and which was intended to create or introduce




1

the use of Yecderal Hesurve exchange emong our membsr banls
Thet is, bricfly, the situation, and the cuestion now is
whother we shell remove tle limits from the issue of Feder-

Hescrve exchange and say what use will be mae of it
uné¢er the present plan.

I offer a resolution that the limit in the issue o
Federal Ressrve exchange drafts be removed, 1o bring the
matter up for discussion.

Governor Norris, I conc. the motion.

The Chaiz Are there any remerks?

Governor Bi There is one thing in connection with

that. It dic not do any good. It just annoyed the purchas-

er. He would come in, if he wented ,20,000,00 and ask: for

four five thousund & xr érafts, to meke up the 1»20,000.00.
You could@ not e¢xplain to him why 1t was necessary to give
him four drefts for ,5,000,00 sach instead of one draft for
$20,000.00. I seconéd the motion. I thinlt it should

be removed.

Governor Young. I do not thin’t it should be removed

If anyone wants to buy {20,000.00 worth of these Federal

5

Reserve exchange drafts, they can recsort to the Federal
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transfer draft, and they do not want it, because they
have £y rederal Rescrve Banlt immediately.
Governor bLeay. They have got to do that ¥ath tha
It is

d T think that the sbolishment of the Federal

transfer dreft will De o concomitant of this res-
olution. It is confusing. A Federal transit draft cdoes
not accomplish anything now, as long as the transfer over
the wire is in vogue, ané there is no use of the Federal

Reserve transfer draft. 3 exchenge draft is different

thing, ané there hac been a good cdeal of complaint in our

drafts issued by member banks

cannot obtain immediate credit in other districts.

Governor Young. I have been incorrectly informed,
then. I was told that a I«
available for immediate credit in any other district,
because they simply deducted it.

Governor Scay. A Pederal Keserve exchange draft is
immediatedy available in sny other district, but the

¢raft has not come into use because of
inconvenience of having to issue several drafts for

specific remittance. Lttention was callec¢ to the
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fact thet a banlz which was called upon to sue .,20,000.00
woulc have to reésort to the
+5,000.00 each, and it tends to
ciscourage tho i'ede Reserve exchange rather than
to encoursge it, and the original plan was tc encourage
the use of Federal Rescrve exchange. o banl,
remittance of $13,500.007, will resort to the use of Fec
21 Heserve erchange, because he has to issus three
érafts for it. If he could issue one araft, it might
tend to encourage the use of Federal Reserve cxchange,
ané we have been of the opinion thst its use should be
encouraged rather then reterded.
Governor Mehougal. I belicve I can state that the
principal reason why this medium of exchenge has not

been used in our part of the country is

ates an 2lmost immediate charge against the drawing:

enlk!s rescrve account and conseguently he had rather
édraw ageinst snother aco unt which draws interest, and
rsceive the benefit of a float. That is what we have %o
deal with. We have consistently endeavored to intro-

duce this form of exchange to our banks, but they do

not use it.

bs://fraser.stlouisfed.org




Governor Seay. I am avare of that. That does not seem
me, however, to stend in the way of removing the lim-
on Federal Reserve exchange.

Governor McDougal. Not at all.

Governor seay. It is a different matter. If we are
have it, I do not think its use should bé restricted

by any such a limitation. If it is decided to use it,

Governor Young. Yie do not use either the Federal Re-
serve exchange draft or the transfer draft in our district.
It is very limited. Let us see am ¢leer on the
distinction between the tremsfer and the e:ichange draft,

xchange draft there is no advice from the Federal
Keserve Bank upon whom the draft is drgm but with a2

=

transfer draft it stetes specifically where that is to

be payeble, anid the funds are wired there,.

The Chairman. And there is no limit to the amount.

Governor Young. But you do not pay until the funds

are placsd in the other Fecderel Keserve banlk.
Governor Seay. That is right.

Goyecrnor Young. Now, you propose, in increasing the

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




206

Federal Keserve exchange draft, to remove the limit upon

the amount, so that New York or Dallas or San Francisco

or where not will pay any kind of a Federal Reserve ex-
change draft that is presented to them in unlimited amount
né deduct it immediately. I think that is very danger-
ous.

Governor Seay. Thet is the question which is now up
for a vote, and I would like to see this Conference vote
upon: L,

The Chairmen. I would not do it, with banking condi-
tions as they are now. I think it is a very dangerous
thing. Therc is no advice.

Governor Seay. Ther advies to the Federal
Reserve Bank of issue..

The Chairmen. I know.

Governor Seay. There is an advice upon the Federal
Reserve Bank upon which it is drawn, and you will recall
the conditions under which it is issued. It is issued
under a form of sagreemcnt passed by the poard of direct-
ors of the bank that the bank issuing it will maintain an
extra reserve to meet > draft, and that it will dispatch

advice upon receipt of the draft, and the amount is charged
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the issuing bank.

The Chairman. :thet are those drafts used for?

Governor Scay. For 2ll purposes, the samc purposes
as drafts on Minneapolis are used by its member bank in
that State for remitting for items sent to it, drsfts upon
Chicago are remitted by Chicago member banks, and drafts on
New York are used by intorior member banks for rcmitting
purposes.

The Chairmen. That is 2ll right, but if the remittance
is to make payment at some specific point, they have either
the telegrephic system to use now or the transfer drait for
an unlimited amount. The exchange draft is negotiable and
imnediate credit will be given for it in an unlimited amount.
If you take the limit off, resolution or no resolution, it
would be the handiest little instrument for kiting that you
can imaginc.

Governor Seay. Don't you forget, if you do, ,that the

exchenge draft 1s reccived for immesdiote ecredit by all

exchange banks, just as woe agree to reccive the checks of

of:icers of the Federal Rescrve Bonk, although the under-

lying reason is dificrent?




The Chairman. One is very different from the other.
Governor Seay. But in this case they are all received
subject to fineol actual paymenk, “but immediate credit is
siven. There is no danger to the receiving rfederal Reserve
bank, but the proposition is thet immediate credit should
bé given, but they are received as all other items subject
final actusl payment, and what humen objection there can
Yo receiving then I ¢o not see,

Governor Young. I know a hundred banks in North and

South Dakota that would just worlk that to a finish.

Governor Seay. what if they would? Don't you receive

2 3 1
other items from sll of your correspondents--don t you re-

ceive Chicago, New York and San Francisco exchange?

Governor Young. But we do not give immediate credit on

Governor Seay. But we are arranging to give the Fed-
eral Reserve exchenge draft a preference, and it is allays

received, notwithstanding immecdiate credit is given, sub~-
ject to final payment by the bank upon which the dreft
i8: érawn,

Goyernor Young. Them they can use the transfer draft.

Governor Seay. I think the use of both drafts is very
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the use of
confusing and is caleulated to bring/both of them into

disrepute.

Goyernor Van Zandt. I went some information. I wantte
lmow what would be thes status of a paying Federal Reserve
Bank if one of these Federal exchange drafts were to be
drawn oy a bank in my district and sent to a banlk in Gov-
ernor Seay's district, and Governor Seay should give that
bank immecdiate credit and it should uss the funds and fail,
and by the time the draft had got down to my bank, the
bank drawing it would have failed, who would have to hold
the bag?

Governor Seay. I8 not that same thing true of any
other draft?

Governor Van Zandt., If you give immediate credit.

Governor Seay. Yes, if you give immediate credit,
or, as we now do, if you give credit according to the

average time ‘of transit, when the draft itself has not

been paid. Don't we receive in all of our districts

drafts on different bases and give credit therefor nefore
they are collected?
Governor Young. I think we watch them guite close

upon big items.
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s not sound.
Governor Se
since the Federcl Keserve
arissn from
what loss
15

establishment of the collection

cravn to malie
ceflectec from that place and cire te n € currency,

it is a misuse

Governor Seay. But I woulc lilte to esik if it has not

immemorisl preectice
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payments at other places. Drafts have been drawn on

ters of the country, ané they have been used

to male payments at certain other unsy cified places, and

the whole system has been built up on that prec iece

There is only oac final place of payment,

place on which the cdraft is crawn.

drafts have alweys been used and are now oll over the
country for the purpose of maling the payment at a speci-
fied place, and yet they are drawn on other places.

(4t this point Mr. Gilbert enterec the room) .

Governor Van Zandt. To get the question before the
house, I move that we do not request an increase in the
1limit of $5,000.00 on a Federal exchange craft.

Governer Young. There is another motion before the
house.

The Cheirman. A motion has been made anc seconded to
remove the limit. e increased it once to 5,000.00,
and now the motion is to take the limit off. Governor
MeDougal has seconded the motion.

Governor McDougal. I should like to ask Governor
Seay, as a result of his inguiries, what is the volume

or to what extent is this form of exchange being used.




Governor Seay. In the most limiteé form. I do not
suppose at the present time that we have a dozen checks
in a month of that character. It will be recalled that
at one time during Mr. Delano's connection with the Fed-
eral heserve System, he wes chairman of a committee ap-
pointed to cdevise a plan under which Federal Reserve ex-

his

change could be safely issued. As a result of /chairman-
ship of that committes, the present plan was decvised, and
the matter has. as you all know, been under discussion from
time to time from then until now. I think I am not mistalen
in saying thet as a result of the meeting of some minor
body in Chicago, the recommencation was made some time ago
that the limit be remcved.

The Chairman. Is there any cemanc for it from any of

the member banks?

Governor Seay. There has been a Gemand in our distriet,

anC there was a demand in the beg nning and I believe now
there still is. I think the reason it was brought up was
because of that very fact, that the member banl: cannot ob-
tain the same currency for their drafts on their own Fed-

eral Reserve Bank that they can obtain for drafts on

certain other centers in the country. It is not confined
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to any center, but to other centers, New York, Chiceago,
San Francisco.

The Chalrman. I would like to debate that with any
member bank that presents that suggestion. You mean that
a check of one of your members on your banlt will not pey a
bill or perform the function of a check in Chicago, Kansas
City or any other place, in the same way as a check of onc of
your banks on the National City Bank of New York?

Goyernor Seay. I mean to say that a dreft issued by
one of our member banks, if sent to one of the Cleveland
Commercial banks, will not be rcceived on the samc basis
as the New York, Cincinnati or Chicago draft is received
in that district.

The Chairman. That is beceuse Richmond is not in New
York. We cannot alter that.

Governor Seay. But the facility of obtaining payment
of that check is greater than the facility for obtaining

payment on any other ch~eck, and banks in Cincinnati or

Cleveland make the distinction that they have greater fa-

cility in obtaining payment on it than they have this other
kind of check.

Goyernor Young. If they uscd a Federal Roserve
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transfer cdraft, there would be

Govzrnor Seay. I c¢o not

4
U

The Chairman. Don't let

Mr. Gilbazrt. I just

personally whet I have to say

e

put in

(vhere ssion ens

upon discu

5

3 .
1 be

directed by the Chairmen to

~
arc

The Chsairmen. e

by Governor Seay to remove

change drafts, There is

has been seconded, to remove

the cuestion?

Governor Segy.

just a few more words. e

the plan 1 vhich thes

uncer

of

be 1led that when the

posed this-matter, and it

that they elaboratec

Federeal hescrve Ranis

‘ederal dassrve
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think:

want a

ant

u\./\

now

motiorn before

the

Before thet is

exchange arafts,

g8 preisrence.

o

e

o.

us keep Mr. Gilbert waiting

o

few moments to tell you

which I would c¢rdnerily

with kir. Gilbert which was

not reported).
¢iscussing the moposal advanc

on PFederal Rsssrve ex

the meeting, which

Timit - Aresyou ready fop

out, I would like to say

lost our recollection

are issued

joarc, who pro-

come from them, I believe,
ing

reporl/ by wire to all other

of the receipt of these

an¢ the plan contemplates




now thet any Federal Reserve Bank may over its wires
give on the day of receipt a 1i the Grafts that it

anc may receive paymeant therefor on the
same cay through transfer through the gold fund. I do
not share in the velief of those who enfertain conviction
thet there is grest dénger in this plan. I think the Fed~-
eral Reserve Bank mey receive payment for these crafts

ve the crecit by wire advices on the very
day on which they receive them. I do not believe that they
will be used to such an extent thét it will not be an
entirely practicable arrangement. vie have @ifoussed
this matter in Cleveland and in Atlanta. I would like
very much to hear Governor Fencher's cpinion on the
matter. Jle discussed it with his Federal Reserve Agent
and somewhat with his Board end e grest deal with him-
self, an¢ we arrived at a conclusion there, after a very
thorough consicderation of the e and I would like
very much if he would express his views here.
The Chelrmen. Governor Fencher®

Governor Fancher. U 8 1 we have

matter brought up to usmny times by our member

why they cennot drew thoi» / gais a balance, end
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have then cirailate, if they rdrafits vgainst

New Yorl: and Chicago accounts, and been reiseg

several times with member benlis; and we found many times,

3 previous
on the point brought up seversl times in” /.. ¢

discussion,

a

Reserve Banlr éraft being received
draft on a New Yorl- eorrespondent This
I Inow one case of a Chicago

an¢ the

bank's céreft i

nre o Tha s 0l
presume that 8 which

preveil in Chicago, giving exchange.

Am I right, Govsrnor KeDougal?
Governor icDougel. I should think so.

Governor Fancher. It secms to me that I can sce no

£

cifferent rasgon involved 'in passing credit on millions

of ¢ollars of items

The Chairman. Do you thin! then, GoVernor

thet the art of banlking really contemplates that a

X

dravn on a bank in Cleveland or on & banli in Richmond or

(=98

on a bank in Dallas, a hessrve Sank, should perform the

the Funcs-~

lentals of it. The money is not there unless wo ac-




Governor Fancher, Why shonld. it not?

The Chairmen. Because it is a check

in Dallas or Cleveland or Riichmond.

a favor to your member bank to cesh

in New York, then does not the question ari
I have any duty to do Hhat in New :, whather it is the
rignt and fair thing to do? ¥hat is the object of
The object of is to malke it quite unnecessary for
banks to carry accounts in ¥ew Yorik banls,

Governor Fancher. In many 388, VES8.

Govarnor Seay. I did not have New Yorl: particularly
in mind.

The Chairman. ihat they ccnmplain about is the
York andChicago banks.

Governor Seay. =lsewhere outside of the district in

which the draft originestes. That is the point.

Governor Fancher. Ixeasctly.

Governor Seay. It applies to all districts alike,
whether it be New York, Chicago, HMinneapolis, Cleveland,
Sen Francisco, S8t. Louis or Kansas City.

Governor Callrins. It does not apply in that seénse
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which Goyernor Strong mecans. It would apply with a great
deal more force to New York and Chicago.

The Chairman. Now, just suppose that the Fodcral Re~
serve Bank of Wew Yorlk, which has a duty to its members
who have built up their business on the basis of the usual
course of banking--suppose that we came before this mect-
ing with a proposal of this kind, which you gontlemen bo-
lieve would worlk an injury to the usuzl coursc of banking
in your distriets, what position is the Fcedcral Reserve
Bank of New York or the Fecderal Reserve Bank of Chicago
going to be in with its members if we efford unlimited

facilities for getting immedinte crudit, which is making

New York exchenge for cvery bank in the Unitcd States that

is a member of the Federal Reserve System?

Governor Seay. SBuppose you teake the other side of
the qucstion, and it is just as foreible. I believo
it is & fact that conditions as they now exist do re-
quire the maingenence of belances outside of the cistrioct,
when, under the system contemplated in the Foderrl Re-
serve Act, they nccd not be meintained outside of the
district, for the transfecr of funds can be made through

the Federal Rescrve System, and if New Yorlk is glven
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a means of getting

New York

on the plan unce

issued. The present arrangement I believe docs work
against the reast of the country exsctly what you contend
the new arrengement might work sgainst New Yorlk.

The Cha

otherwise, of any consid-

this facllity be cxtendeé to the
member banks? I have not heard of it, except the cases
which have been spoken of in Richmond, which I always
felt arose, if you please, from the efiorts of the bank
in Roanoke to get their checks on the par list in New
Yorlt. Is not
Govcrnor Sea I have no reference to Roanole, but
the matter hes arisen in hundrecs cf cases throughout our
entire district.
The Chairman. Why is and not in other adis-
tricts?
Governor Ssey. Formerly we received a greal many

more letters than we do now, but we are receiving a
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greet number of lestters now,; about: d¢iscrimination
issucd
crafts/by s member banls against their own Fed-
baniz, facil it”é or payment of which
rily be obteined, anc¢ which it is contem-
He era sserve plan.
Do you Ffiné that in Ltlenta, Governor
“lellborn?
Governor vellborn.
tioned 2t all.
The Chairman. How apoubt in Dallas?
Governor Van Zendt. e co not have any of it.
Governor Miller?
Governor Hiller, ije do nct have any
The Chairman. Governor Young?
Governor Young. we never have
The Cheairman. Gév@rnor Biggs?
Governor Biggs. Very little, and the only objection
is that we have thousan¢ c¢ollar limit, anc they
come in snd three checlis made payable to

the same party for $5,000,00 each, end we do not undaer-

stend why we heve to give three checks when one would do

any Gifference at all, but

ag well.V It cdoes




we cannot explain that to a man.

The Chairman. Do you have a cdemand in your district,
Governor Fancher?

Governor Fanche Yes siv, from the smealler banks.

The Chairman. Governor Calkins?

Governor Callrins. We had some complaint when

wes first proposed, but it never a ¢ to anything.

The Chairmen. Governor Korss?

Governor Morss. No.

The Chairmen. Governor McDougal?

Mr. McDougal. We have placed the blanks with some-
thing like 330 banlts in our district. The facility is
very little used, and this question hes never arisen to my
lmowledge.

The Chairmen. Governor Harris, do you have any?

Governor Horris. We have not had complaints, but we
have had banks take threc, five or seven of these five

thousand doller drafts,

The Chairman. Is that for the purpose of remitting

of collection items?
Governor Norris. VYes sir.

Governor Biggs. It is simply irritat

tps://fraser.stlouisfed.org
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They cannot understand that kind of a rule.

Governor Callzins. why should not they remit that

225,000,000 by wirce, where they have to get seven five

-

thousand dollar crafts?
Governor H i I do not know why they
Governor Or use a transfer draft.
Gowernor N i, I ¢do not lmow.
I want to havec an open mind upon
matter, but I do not want to stir up 2 hornet's nest in
just now. Wow, the motion is to rcmove the limit.
not ciscussed this with any of the New Yorl: bank-
gether that you gentlemsn have dis e¢ it with
your benkers--that is, you have, Governor Heey end Govern-
or Fenchor--and there is o possibility in this, it
remote, but there is a pdsd bility in this that it
reise & storm of vprotest among the Now Yorl: banlks,

o

¢o not thin': ths 10 tified in seying thot
cilitics of the Federasl Hescrve Renl: of New Yorl: will
be opened up wicde for this business without finding out

what the effect of it is lilely to be. Lot us \wve a

and let me rcoserve our position in New Yorl
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Governor Seay. Ve had 2 meeting on this subject
early he dpnys of the Federal Reserve System in New
York, at which some of your directors were e anc. they
objected to the plan, somewhet upon thc grouncs whidi you
dvanced. That wag the wheh the Federal Resorve
submitted to us tl irafts wh_ch were
to be vsed, had elaborated schen f telegrapvhic advices
upon the receipt of advice of issue from our member bank

to each Federal Reserve Danl. whole scheme at thet

4

time wes being worked out. 1 icularly Nr.
woodward was present, and he said
consent to the plan, but I do not think it e
probable that the New York banks would object tc the ar-
rangement. I think it very natural. I thinl: perhaps
their self-interest might prompt them to object to the
arrangement.

The Chairman. The plan of using these drafts wes
originzlly venced and the amount of each draft limi-

tec to $250.00 as an commoGation to paople

faecilities for maliing small remittances where the

banlzs would sell e Crefts to their customers,

they could send them anywhere,
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distortion of the purpose for which their plen of reder-~
al Rescrve exchange c¢rafts was cdevised.

to mele big ban!: trensfers

ncrchant's remittances, designed to be sent any-
where in the 2 ¥: iz 1i:e- a bank
draft, and am perfectly clear
purpose of bank 8 s will be served by the
tem of the Federsl Reserve Zan'z, just os well
draft sent around. It costs nothing. It is
imm:cdiate, and I thin!: we are liable to get into
watsr over it in New York. I can frankly say that. I
can see how en encrgetic bunch of hanlers cdown in Richmond

or in some othsr district, especially if the iederal Re-
serve Banl: promotes it, will make a very considereble
use of this feature, educated to

Governor Seay. It has never been discussed in any

formal way witn our Richmond banlers as such. Thce matter

has arisen wholly in the federal Heserve Banli, ancd it

28 arisen by reason of our experience with our members

banls outside of Richmond =nd not in Richmond.
Governor Czlkins. Therce secms to be a very clear di-

vision of opinion here, without any very evicent pre-
ponderance, and it also appears to me that this is a matter
of very vital importance to all of us, not only to the

New York Bank, but all the rest of us.
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It perhaps should have been settled years ago, but it has not

been, and I wish to suggest an amendrment to Governor Seay's

motion, which is to put this on the program for determination
at the next Conference, In the meantime I think all of the
Governors should make inquiry esnd come here prepared to say
what the people in their districts desire.

Governor Morss. I second the motion.

Governor Seay., 1 am perfectly willing to do that.

The Chairmen. I vant to be falr about this, and this
oceurs to me, that the establishment of the Fedsral Reserve
System deprives banks in some parts of the country of the
fecility of drawing New York exchange unless they were willing
to maintain balences vhich otherrise vould not be necessary.
That is your point?

Governor Seay. That is 2 part of the point,

The Chairmen. Or a part of it. If that is true, I do not
understand rvhy, in 90 per cent of the entire country, there
has not been an outcry sbout it. It is so in Richmond and it
is so in Cleveland, I admit that. I do not know why. Pos-
sibly it hes something to do with our time schedule, but vhat
impresses me very much is this, that e have put in the tele-

graph system, over vhich last year the New York Bank made
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17 billion dollars of payments. ie made 176,000 wirc
transfers in the New York Banlz, and with the reguiremcnts of
exchange that could possibly be afforded to thce momber banks,
there is nothing that can cqual that, No Federal Reservo
Exchange draft will ever toke the placc of that.

Governor Seay. That is positively true, all of which
we recognize.

The Chairman. And inasmuch as we arc doing an awful
lot for the member banks anc spending a lot of money to do
it, I do not want to stir up a hornet's ncst in New York in

this matter, which would possibly rcsult in o disturbance

of relations that we ought not to disturb without consult-

ing them, until we have looked into it further.

Governor Calkins. In offering my motion &s an amcndment
it is to meet that situation. It is not to spare New York.
I go not think that we should be deterred from taking this
action merely bhecsuse it would arouse antagonism in New
York, but I do not believe we src proeparcd now to say whether
it 1s the proper thing to do.

Governor Norris. Goyoernor Calkins moves the postpone-
ment of it until the next Conference, and I understood Govern

Seay to say that it was satisfactory to him.




Governor Seay « Perfectlyo

Governor Norris. Does not that dispese of 1t?

The Chairmm . I hate to beg off on the ground ef the New
York banks, but that is one difficultye. The other difficulty
which I spprehend-- and this is suggested by the men in the
Bank at New York--~ is the possibility of kiting.

Governor Fancher, I cmnot see any more possibility of
kiting than we have under the ccnditions as they exist today.

Gevernor Seaye. I do not think so, either., I think if
one medium of exchange were used, against several thich are
now used, that thec opportunity of kiting would be diminished,
and I believe the safeguards vhich could be throvm around
this system and = rule applied of depriving any bank which
did it of the privilege of issuing the exchange vhich is in-
volved in the plan, would be as nearly prohibitive of kiting
as any arrengement you could makea I think it throws around
the use of Tederal Reserve Exchange & safeguard vhich does not
now exist enywherce

Governor Calkinse. It occurs to me that it should be de-

termined whether the banks rould ~dopt this system and discard

the old systema. Personally, 1 do not believe that the removal

of this limit would effect the situzation in the Nev York Bank
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The Chairmen, Mey be it would net,

Governor Seay. It might not.

The Chairman. But I want to make sure.

Governor Seay. Any change, however, weuld be gradual,
rhatever it might be. You caxnot change customs that have
gro¥n upyin & short while.

Governor Calkins, It might be argued that the wire trans-'
fers would take balences away from the New York Bank, but I
do not think that any such thing has resulted.

The Chairmen, I think it hase.

Governor Calkins. Not to any considerable amount.

The Chsirman. I rould be quite willing to do this, 1if the
Conference wants to teke a preliminary vote and vete in favor
of removing the 1limit:, subject to further investigation, we
can go 2head and make the investigation in New York, and if we
£ind no objection there, that is, no serious objection, which
vould be teken seriously, ve can advise the Governors of the
other banks.

Governor Seéay, I think thet the motion of Govarnor Cal-

kins would be preferable to taking a vote which must be divid-

ed.. I would be quite willing to see this thingpassed, but I
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recall that at our last meeting there was a resolution about
receiving National Bank notes, vhich passed seven in favor
and five against, and although I proposed the motion I also
proposed o reconsideration, upon the ground that in my judg-
ment no policy of the Faderd Reserve Banks ought to be car-
ried out on any such divided opinion, and I vould fsel the
same wvay in regard to this, and I greatly prefer that the
matter be left for consideration and study and go over to
subsequent meeting.

Governor Fancher. 2And for determinstion.

Governor Se&Y. ‘nd for determination,

The Cheirmen., Then I will put the motion to place this
on the program for the next Conference.

(Motion put a2nd cesrried unanimously.)

The Cheirmen. Novw, proceeding upon the arrival of Mr,

Gilbert with the rest of the progrsam, don't you think e had
better pick up Governor Harding's address and
progress vith that es we can? .We have completed Tran-
sit and Collection matters,

Governor iicDougal. vith your permission, Mr. Chairma ,
there vas one part of a subject vhich was passed vhich I

should like to bring up. It is found on the second page of
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the progrsm, Topic 1, subject Bo (4), and that is in regard
to uniform practice in handling bankers! acceptances teken
Fal 3 - ~

from brokers under repurchase egreements.

Governor MeDougel, ™ill you discuss (4),

Governor IicDougeal, (4-2) is the one I want to discuss.

Under present conditions the Federal Reserve Banks are not

follo™ing @ uniform practice or method in figuring discounts

on such bills. It is our policy to have the discount & the

specified rate deducted from the face of the bill covering the
unexpired period of its life and Lhen'thc broker tekes the
bill up = nilar operation is involved.

The Federal Reserve Bank of Son Francisco figures fifteenw~
day discount on the bill and hses instructed us to do likerise
in all transactions invalving acceptance of bills Tor its
account,

Under our plan the bill is discounted in the usual menner
of teking discount and would remain on earning asset of this
bank even though the repurchase agreement for any reason should
become ineffective,

Under the San Trencisco plan should the repurchase agree-

ment becom2 ineffective thebill would no longrr be an earning
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asset at the expiration of the fifteen~day period.

That, of course, I think you +ill understand, and the
recommendation is suggested that a uniform basis of discount be
used bv.all Federal Reserve Banks, the practice of discount-
ing the bill to its maturity and rebating for the unexpired
period wvhen taken up by the broker,

That is the recommendation.

The Chairman. Of course the largest dealings of that
are probably in New York now, and Mr. Kenzel, vho has made
memorandum on this topic, seemed to think that in New York
present practice, vhich is similar to San Francisco, discounting
for the actual period of the contract, is preferable to the

one suggested by Chicagoe In the first place, if we take five

millions of bills from one dsaler and exact a discount for

00 days on five millions of bills, sey at six per cent, e ere”
requiring that dealer to give us 75,000in mergin, end that 1is
a lot of money for him to tie up in 2 short transaction.
Governor HMorss. OQur practice is the same as New York.
Governor Young, He discbunted those bills. You are not
asking any more of him.
The Cheirmmn. But you are lending him on the bills.

Governor McDougel. The question involved is what would




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

vour position be in ease that broker should not be s le to
perform?

The Chairmean. I admit that v would be in a weak posi-
tion, and your criticism is the only important criticism to
be advanced against it, and it is an important one.

Governor Morss. Suppose the concern failed, what vould
your position be?

The Chairman. Then e vould be stuck,

Governor Horgse. Don't you want to keep the title of your
bill in the name of the broker, so in case of loss from any
cause he surely stonds 1t?

The Chairman. Our contract, & I recall, makes the

broker liable to us. In case he does not exercise his contract

to repurchase, I suppose e would have a claim if he failed.
To be very frank, I do not think the practice of discounting

! discount

or fifteen days and exacting only the fifteen doys

n lieu of 2 loan on the present vorh is defensible at all

except to stimlate a market, I think it is the *rong vay

to do the business. I am frank to say that, Governor lcDougal.
kr. Harrison. And probably 1llegnls

The Chairmen. Yes, and 2s Mr. Harrison says, probably

illegal. If the Conference vants to pass o resolution
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condemning the practice, this is another case where I would

like to heve it out with the brokers in Ner York first and

ee Jjust vhere they stend. ; exacting a much

mergin-~- I mea a nev practice-- discount for ninety
would be exascting & very much larger mergin from the
ef the breker, vho is no~ making 2 profit on it, vhich
othervise vould not make. That is what it smounts te,
es it sometimes happens to us, we carry Sen or fifteen
lions for these brokers, snd it is a very considerable
in their profite. It hns helped the market.

Governer Celkins. I vould like to Ilmow vhy Mr. Harrisen
thinks it probably vould be illegal.

Mr. Horrison. I have not studied it at all, but it hss
just occurred to mec during tha pregress of this discussion
that the FPederd Reserve Bank hes a right to buy and sell
bills in the open merket. The inference is that they have a
right to buy them in fee, if I may relate it to a transaction
in land, and not for aterm of years--~ te carry out the analogye

Chairmen. It is 2 conditional sale.

Harrison. I think psrsonally that even vith these
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in the bill goes absolutely to the purchosing Federal Reserve
Bank, and upon thc failure of the brolker to repurchase, the
only thing that would happen is that he has broken his con-
tract and that the title is still in the Federal Reserve Banl,

Governor McDougal. And you ecarry the title to the
maturity.

Mr. Herrison. In other words, I think thcre is nothing
in the arrangement of discounting on a fifteen day discount
basis but to see that the title in the contgract goes along
in the bank. Even though the broler falls to carry out
his contract to repurchasc. That would be the only way you
could justify the thing legally.

The Chairman. I think it would be illuminating if you

gentlemoen are not familldar with it, to discuss for a minute

how this business is handled in London., In normal times, when
they heve 2 normel market, a bill market in London, the bill
houses, which correspond in their relation to the banks with
such concerns as Smithers and others who deal in bills,

are in the habit principally or largely of confining

their dealings to those types of securities like short

term Tressury obligetions, which are¢ eligible at the

Bank of Englend, and they do not discount them at the Bank of
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England unless the money market goes against them. They
borrow on them ené resell them at a profit, and they borrow
on them from day to day money or week money. They are called
in the merket "floaters"™. A bank 1like the Union Bank or the
London Joint City and Midland Bank alweys has a lot of floatcrs
end I have seen bundles of them in Lloyd's Bank ond others,
with a strep around them. The bill brolker does not cven endors
them, but he signs a little memorandum which is the equiva-
lent of a contract, and every dey--thnt is,it is his contract ¢
take up the bills at the end of a day or seven days, whatecver

the term is,at a rate--every day in the money room in the

bank, they have a little stand or a little pulpit. The man who

runs these accounts goes into his pulpit at 1l o'clock or when-
ever it is, and the brokers come in and get 2 notice of the
rate, and if the money merket is going ageinst them, they go
out and make arrsngemcnts to take up these floaters. lie have
no such mechinery in New York, and the Fedcral Reserve Benk

has no power to make loans on floaters,and furthcrmore the
banks, under the influence of this .toclk Fxchange day loan,whic!
they have not got in London, arc too mueh inclined to take ad=-
vantage of the higher rates on the stock ¥xchonge which theo

brokers are able to pay on these bills, so thet we have had to
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step in anc carry the bills for the brokers, and having no
power to lend on these bills, we have to buy them under these
repurchase arrangements ond reselling arrangements.

That 1s the situation we are in in New York, becausc

the banks are not yot educated to lecnding at a much lower

rate on bills then they are able to lend from dﬁy to day on

the Stock Exchonge. A herd a fast rule might ecppeal to

Mr. Kenzel as a death blow to the development of this merket,
and I would not like to impose it upon him, but I would

like very much to get an capression here from the Governors
as to whether this practice is so unsound in their opinion
that it ought to be abandoned.

Governor Van Zandt. Do I understand that you do not
deduct the discount to maturity on these bills when you buy
them?

The Chalrman. No, we do not.

Goyernor Morss. This expedient which the banks have of
loaning on fifteen day repurchase sgreements was gotten up
to help the brokers, becausc the commercial banks hed not
developed a practice of loaning on those billls at a rate which
would be anywhere rcasonable.

The Chairmen. It was first gotten up to evoid the stemp
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tax on & promissory note.

Governor Morss. That market which we might hope for
amongst the commercial banks hes not developed yet, and we
have been through many herd and abnormel conditions, end it
has not haed timc to develop. ‘Je 2ll hope thet thet market
will develop in the course of time, but until it coes we ought
to carry the brokers as we do now. As to talring the full
discount on all =zceeptances, 1t seems to me thot you penalize
the brokers to gquite a consicdersoble extent when you o theat,
end that it is unneccssary, and in Boston we have taken con=-
sidersble pains to hel: the brolrcrs along in every way that
seemed reasonsble, and this wes onc of the ways, and I would
very much dislilte to chenge it at this time.

The Cheirman. Of course, Governor morss, you realize this,
the objection to my crgument which I would like to sustain for
a few doys longer, is when a broker comes into us with five -
million dollars of whieh he hes just discounted for 90 days
ot six per cent, the cmount of discount on those bills is

$75,000, and consequently thosc bills hove cost him (4,925,000,

Now, as a mettcr of fact, we advance him, ssy, »4,990,000. on

those same billls.
Goyernor Morss. Yes.

snd they cre worth it. It 1is his
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obligation to rebuv them that enables him to do that. ¥e are '
lending him more money on thoce bills than they cost him. Ve
do that, snd it is absolutely indefencibles

Governor Morss. Ixcept 2s a temporary expedient.

The Chairman. o help them out, ye€se.

Governor Morss. Yes, to help them oute.

The Chalrmm “e have not talked about that in the b ik,
and I do not knor ~hether our directors realize that. Do
they, Mr. Herrison?

Mr. Harrison. That *as a practicc thet developed before
I got there, and I do not know,

Govarnor Morss. If they go into a commercial bank, vould

not they expect to make loans on them on the same basis?

The Chairmsn. They vould borrow on these bills up to the

present worth of these bills, which is 4,925,000, less a
mergin of, say, £50,000. They might be able to borrow up to
th- total of the present worth, but e lend them more than

~
L

thate I ¥nov it, and I have been conscious cf it ever since
e started it.

Governor Seay, ¥'c had one prrctice analagous to that
when we advanced another bank par on 2 Government bond vhen
St rassnobt worth 1ty
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Tho Chairmans Yese I do not suvpose that the Federal

LU

Reserve Board reslizes vhat this practice means, and I regard

-

it s absolutely indefensible except as a quiet means of giving
them 2 certain amount of money to help them carry this market.

Governor Tellborn. It was not exactly the same thing in

the case of Government bonds, because they paid par Tor their

Governor Seave It 1vas not worth ite.

Governor ''ellborn. But they paid psr for the bonds.

Goverror lcDougal. Govcornor Strong, your position, of cour

is no different from ours, except you sre handling a larger
volume .
The Chmirman., Your practice is to discount for ninety days
Governor HMeDougale. Ho. for the maturity of the bills, ond
after learning that the majority of the banks are folloving
the other course ve vould be very vell setisfied to have the
sub ject vithdravne
Governor Calkins. I do not think it ought to be vithdrawn.
Governor Young. I do not think so.
Governor McDougel. DBecause ¥ not depart from our
practice, no matter vhat you

a right and sound practice.
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The Chairman. "'ith grost reluctance I admit 1t.
Mr. Farrisone. I think there is one thing that ought
ich was brought out in the discussion
that thore ought to be no doubt
pass to meturity, vhatever you pay for it.

Governor Norris. The people vwho deal in five million

dollars! orth of bills at a e arc not lightwaisted, fly-

Aoy

by-night pcoplc. tould a @if

ms

ference of
?ive thousand dollars in the amount that they borrowv be
all vital to

The Cheirman, They Tigure pretty close on these bills,

end I suppose that they sre doing =z much largsr business, be-

cause they borrow monev in excess oi the cost of these bills.

Governor Norris., It is & verv nice business to be able
to buy things and et once borrov on them more than you pay
for them.

Governor YMorss. I ould 1likc to msk M Herrison if
you hold them to maturity and the broker I'a > I do not sce
why you ‘ould not hold them sbsolutely as
him, but supposing that the maker of ona
whom do you vent the title in then?

Governor Calkins. You vant title in the Te




Mr. Harrison. The only recourse that vou =ould have in
aevent under any se T Tacts "ould be under your contract
_Tour broker,

<

Governor orsse Yass Could he possibly set up, if the
title wos irretrievably in the Pederal Reserve Bank, that
he did not have title to it~

Ir. Harrison. No, I think not, because his lisbility is
a contract lisbility in =2ny cvent.

Governor Morss. Yes, I guess so0.

Governor Seay. Heving started on 2ny kind of a purchase,
it is not an easy thing to change it alvays. I agree with
the opinion expressed by yourseli, and you cannot Tind Tault
vith me in doing that, #r. Chairmane.

The Chairman. I never Tind fault with you.

Governor Seay. I believe, however, that both in the Boston

and in the New York case, thet the matter might well be

vvith them to correct os they see fit in due time. There
are scme things which ve do from expediency, and there always
will be such things, and I do not see why in this case it should
not be left to them to vork it out. I do not believe it

is justified by ths law or sound Tederal Regerve practice, but
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navertheless 1ink i ) e vorked out in good time, and
I move that it be 1left to the judgment of these banks to pur-
sue their policy.
Governor Morsse. I would like to osk if & note broker
= hundred thousand dollars from some of his
3ix months, and ha cannot sell the note

benk. and borrows?

Those are token &s colla

Governor Seay that
e ought to continue an unsound practice.

Governor Seav, vou ore doing it, r~re you?

Govsrnor Cslkins. Yes, ¢ arc. I think the best point
thet has been made is thet '@ sre advancing more than the bills
are worth., In fsct, thot is the only point of any particular
CONsSEqUENCE Another point is that it might arouse some
criticism among memboer banks if they found that e are loan-

ing brokers more than the value of their collateral and ve

won't loan it to them,. T think the natter should have con-

siderstion, and be put on the program a2t the next Conference

and probably the program rsvarsed.

4

The Chairmen. The lost motion, 2s 7 understand

i
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not seconded. How would it do for us to toke a vote for an

expression of opinion =28 to the practice, and follo - that

vilth en expression of opinion 2s to its’discontinuance as soon
28 it cen be done without difficulty in the discount market?
I think th2 time is coming *hen e can do it. Easier money
conditions vill make it possible,
Govcrnor Celkins. That raises the ocuestion whe ther e
Justified in continuing an unsound practice for a minute,
Govirnor Seay. If your consc¢ience troubles you, I think
you ought to stop it,.
Govsrnor Fancher. It developed that
banks ere following the practice. They do it in WNew

T

The Chairmane e do it

Governor Fancher., Now, get us out.

L

Govarnor Norris. I can understand, of course, that

i
z

people figure very closely on interest rates and all of

that, but I cannot imagine that they figure

amount of capital involved in that business that they have

mora
got to borrowsgventy or seventy-Tive thousnnd/%han

paid for a thing to enable them to continue in the
end if they are in thst position it seems to mec they ought

not to be in the business.
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Do vou reslize the volume o7
houses carry?
Govoernor Horris. I can imogine it vould be enormous, b

L

look ot the porcentage. Fvery man hos to have

in proportion to his business, a.d

discount and a ©0-day discount is & v ry trifling
to do business.

Gov- rnor lkzins They figure so closely on
tions that thog the postage stemps it takes
businesse

Govarnor  ellborn. In addition to that, 1f they vould
brcak even angd pelt exsctly ‘ha ; Ry for ity it yould not
be employing copital,

Govornor Norris.

The Chairmen. If v rashe g oreep 1 he New York Bank
for treatment, I 111 esk if Hoz ' meke & note to that

~ithout passing hink I have the
the

nd advise you.lilow
There is HWaw York,

cisco, Cleveland

Govarnor Norr
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Governor Fancher. e only carry 15 days.

The Chairman.
i1l be Chicago, Boston,
Louis.

Governor Norris. You tould take up the cuestion of the cer:
ficates of indebtedness in the same way, vould you not?

The Chairman. No. They bear intserest.

Governor Seay. If it is -our purposec to correct it in
time, I can virry readily gsee how it rould be service&ble to you
to obtain the opinion of this Conference, that it is a prace

tice vhich ought not to bz continucd.

The Chairma I am per-cectly clear in my mind, I think,

sbout cny unsound practice,
is unsound.

GovErnor SCoY e v z if vou —ould
resolution of that kind, I will be porfectly
ite.

Governor Calkins. I do not want = resolution of that kind,
because I <ould have to stop it tomorrow morninge.

The Chairman. Ido not think :'e h=d better have ¢ resolu-
tion; GOV rnor Seay.

Governor Seay. £11 rightae
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The Chairman. Kr. Harrisosn calls my attontion to
a fect which I hed ovcerlooked, where the same difficulty
eppliecs to the fifteen day rediscounts which we have with
member banks. We do not do very much of thet. YWe do a
lot of bill business.
Mr. Harrison. Somc of the Federzl Rescrve Bonks do a
great deal for the ricmber banks, I understend.
Goyernor Calkins. YWe havoe add a1l collateral in that

CS.SG L]

Governor Young. We talie the discount out of the fifteen

day bill, and we always have additional collateral,

Goyernor Seay. ‘e long ago discontinued th: 15=doy
purchase,

The Chairman. le prefer to discount it for fifteen d:uys,
to keep away from thc stamp--isn't that it?

Mr. Harrison. I think we are talling about different
things. W%What I méon is the 90-day bill which we rediscount
for 15 deys under an agrecment to rcpurchase, and we do it
at the lS5~day rate.

The Chairman. For mempor banlks?
Mr. Harrison, Yes, The purpose being to avoid the

stemp on the fifteen day advances.
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The Chairmen. 81l, 1 7111 look intc the bill- end of

rest of wou look into the member bank Tifteen

Governor Senve Not guilty.

(£t this point HMr. Gilbert 'ntered the conference room, )

The Cheirmane. Let us see s Wor, gentlemen,
the ftcpies doon to Section 3 of the
good enough to turn to Supplement II?
Gilbert in ragerd to the Tirst topie
on: the: Tresasury program, supplement 1%, “hichTe &
vesterday, and the conclusion of the mesting, at leesst the
of the meeting, ves this, that ve ere unanimously in
favor of .2 reduction in the size of the notes.
Govarnor Calkins. DNot unanimously.
The Ch-irmen. I *311l)l put the curlification in later.
In principle,; ve d that the samples o notes sub-
tted ~f7orded the maximum of protection against count-r-
feiting, reising, and the moximum of facility in counting, and
in order to develop the matter of d¢ . e would like the
privilege o heving somé¢ of the mors expert currency men in
the Svstem meet s he Treasury vith some of vour men to dis=-
cuss those matters, and the vhole subject of the chenge in the

£ the notes wrs madesubjecet to this recommercdation to the
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Treasury that such inquiry as has been madce of the member
banks indicates a belief on the part of the member banks,
and there is a very distinct bolief in this room among the

Governors, that among ignorant pcople of the Unlted sStates

the reduction of the size of the notes is going to cause uncasi-

ness. That was brought out by a numbcr of bankers who were
consulted by the Governors with regoré to the proposed change
in size, and it was suggested in the bank at New York, and I
think there 1s 2 pretty strong sentiment, that there is a
certain clement of denger in it. So that the suggestion that
this meeting now conveys to you is couplec with that further
indication that they fecl thot thorce would be some possible
uneasiness caused by the reduction in the size.

That is based on a numbor of considerations, onc of which
we explained in our letter., The purchasing power of the dolla
hes decreesed, and somc people might thinl that o recduction
in size of a bHill was ccused by th¢ decrcascd purchasing povier
of the dollar. Another consicoration is thet Europc is
flooded with deprecizted currcney of a very smzll size, in
France ond Germany, thc cheomber of commerce and runicipal notes
in France, an’ the swell denomincntion of bank notes, and the

Bradburys in London heve 21l reduced the sizc of thoir notes,
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and the suggestion to ignorant people of that fact might

Mr. Gilbert.

~

Lgents on the gquestion of

currency designs

Of course the small note idea is not & new

to them the only reason for bringing it up just et this time
is that e realize thet there has got to be some ner currency
designs, in order to give a better protection against

raising 2nd counterfeiting. If ¢ are going to have small
notes, this is the tim~ to decide vhether we are going to have
them, and the Treasury is not at all clear vhether ve ought

to have them or not. Therefore, the thing e are most inter-
ecsted in is to get a perfectly frank expression of opinion
?rom everybody interested, andi share myself to a very large
extent the conservative view that it vould be well not to make
s change, but the thing is up at all times. BSecretary HMeVey
had it when he vas Secretary and had designs almost complete.
When Mc2Adoo ceme in they were all scrapped, and new designs

made, from vhich some of the Federal Reserve note designs

were developed. I think this is the time to

thing, becsuse it is coming up at all times. If we arc going

to have small notes, I think it will be 2 met ter of tio or




three years before the thing can be vorked out and plans

completed for a substitution. If it is simply a sugge

of designs of the present size, ve can probably hav

3

signs running ithin six months, and that is the pro

as I see it, that enters into the question of whether the change
should be made, because there is & very material diiference in
time, which is important in the present situation. The cur-
rency designs which have been submitted, I think, are rather un-
attractive, as ell es rather incomplete. But the fact
that & have got nev designs and modifications of designs
mind. T the Pederal Reserve Bank will appoint a
mittee and have it here in ¥Yashington in about a month or six
wecks, the thing w111 be in shape for a fairly definite deci-
sion.

The Chairman. How many would you like?

Mr. Gilbert. Not too many. I would say from three

The Chairman. ould it not be
those men from the men that handle
gram? “hat do vou think of that?

e have a currency committee now, I might

suggest.

The Cheairman. Yes, but it is a committee that might requir
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some chunge of personncl to get the best results. I would
be inclined to put Mr. Chapmen on the committee from New York.
Mr. Harrison, wouldn't you?
Mr. Harrison. Yes.

The Chairman. As to designs?

Mr. Harrison. Yes. He made a great record in the Sub
Treasury.

Mr. Gilvert. He was in the Sub Treasury for many years.

The Chairman. Which of you gontlemen are willing to ad-
mit that you have the best currency man in the country in
your bank? The banks that hendlce the lergest volume of cur-
rency are New York, Chicago, San Froncisco and Cleveland, I
think.

Goyernor Galkins. I am willing to admit 2t once that we
should not have the best currency man on the committce. The

best currency man in the Federal Reserve Ronlzs is a men who

has been handling currency all of his life and has preconceived

notions. For instance, the currency man that we inherited
from the Treasurer's office; undoubtedly, the man who is the
best 1s the men from the Sub Treasury. I think he is the

last man in the world that we ought to have on this comnittee.
I think we ought to have a men with vision, if I mey use that

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




Governor Morsse This vas a question of only considering

4=

the design and net the sizea

Governor Callzins., es, but the other man, vho is the
best currency man in the rorid, vould select the same type

heas dealt ~ith in the past forty years.

Mr, Gilbert. The Treasury is committed to new designs,
but the size is debatablee

Governor Call-ins. The dofect T sac Isthat these designs
de not depart from the designs that have been in use from
time immemorisl. “hat we vant is the best design that ca
be dcvised fer protectione

Governor Seay. Is it vour view, Govermor Calikins, that
a bank teller, for instance, vrould not be the proper man for
this Committee?

Governor Calkins. I think he should be a man accustomed t«
handling currency, but I do not think he should be the late
cashier of the sub~Treasury, vho frommy experience has been a
man Of limited initiestive,

Governor 3Seay., .Heo vas accustomed so much to the
physical hendling, was he?

Governor Celkins. Yes, in most casese.

The Chsirmsn. hom have you got, Mr. MeDougal?
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Governor HMcDougal . > have ¢ S e could use for
that purpese.

The Cheirmen, Has he imagination?

Governor McDougal, He heas everything that is necessary,
should think.

Governor Ca 3 T"hat is his nationality?

Governor i 2 I vould not be

father® were Norwegians.

The Chairmane The advantege to be lerived from this com-
mittee is in having it from points nearby so that they could
meet in Tashington vithout toe much time being lost, and that
would be Chicago, Cleveland, New York end Philadelphia-- do
you want to send & maa over, Governor Horss? Have you got
2 good man? :

.Govarner MOrss. A fairly geod man, vho has been en the
currency cbmmittee Harores

Governor Van Zandt. I move that such committee be appoint.
ed end be directed to come to Washington and confer with Mr.
Gilbert at such time as Mr. Gilbert may selecto

Governor Seay. I second the motione.

(Motion put and cerried unanimously.)

The Chairman, That elects Philadelphia, Chicago, Boéton,

Cleveland and New York to provide a man on call.
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Governor Seay. suppese; Mr, Gilbert, you have super-

ficial reports from all of these five banks, giving their
opinion?

Mr. Gilbert. I have preliminery reperts from all of the
benks, but so far as T cen recall I have no reperts en the
exect designs sent out o or three weeks ago. It is hardly
time as yete.

Governor Seey. You cen aveil yourself of those reports?

Mr. Gilbert. Oh yes, they are avallable, and we have
other reports available toe.

The Cheirman. Does that answer Tobic No. 1%

Me, Gilbert, ‘Yes, gil:

The Chairmen., The last pert of topic No. 2 alse appeared

by
3 2 +hhe Talde
on the program, Supplement No. 1, suggastcd /the Pede

serve Board for consideration ot the separate meetings of the
Governors and the Reserve Agents, and ve have already acted
upon that and have made this recommendation, Mr. Gllbert,

that if it is desired that the Federal Reserve Banks should
nov undertake the purchase of the two per cent bonds as provid-
ed in Section 18 of the Federal Reserve Act up to the maximum
of $25,000,000in sny one year for the purpose of retiring a

cerresponding amount of National Bank notes, it would be found
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that the Act was ineffective, becamnse of the selling price,

1013, or 101-5/8, and the provision of Section 18 contem-

plates that the bonds should be sold at par and intereste.
We rould not get the bonds and e -ould not sccomplish any=-
thing, and in order to secure a retirement of these National
at & rate greater than nine million dollers a month,
is necessary for them to be purchased under the
the action of the Conference
oo > o if that ves the object of tThe
suggestion on the program submitted by the Federel Reserve
Board, that it *"ould be much better to submit an amendment to
the National Bank 2ct, substantinrlly to the effect that the
privilege of issuing National Bank notes shall not be accorded
to newly orgenized National Banks and to those banks vhose
charters are extended from time to time, That would effect
the retirement of the ontire Fational Bank notes in circulatio:
in 2 maximum psriod of 20 years. There are a good many dif-
fieculties involved in it other then that amendment, the general
difficulty of replacing that amount of currency in circulation
among other things. It would meen thet the Tederal Reserve
Banks vould omn, at the end of 20 years, some seven hundred

million of tro par cent bonds which they vould have to hold
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as two, largely in order to be in 2 position to issue cur-
rency. That was the result of the discussion hsrc as to the
general subject of retiring the Netional Bank notes. ‘ie
have not discussed the question of the handling of National
Bank notes, how they shall be assortod, whether they shall
be pald out or redesemed, and so on. Therc was an incidentsal
discussion, without any action being talken, to th:s general
effect that the provision of law contemplates that National
Banlkt notes shall be subject to redcmption by holders at any
time by the process provide@ in the National Banlt act. That
is, they shall be sent into the Troocsury for redemption, and
there is a strong indisposition on the part of the Governors
ofvthe Federal Reserve Banks to get into any situation where

they belleve they will become sinls for the accumulation of

National Bank notes which are in effect a pedundant currency.

The general impression which I gathered from the conversation,
however, was thet we would alweys be able to peay out the notes
as fast as we got them in, providcd in doing so thet we must
foce an accumulation of other kinds of currency, like silver
certificotes and United States notes. 'Jhen the currency is

contracting, the actual dey to day turnover must be sufficient
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to keep those in circulation.

e also canyassed every Governor here, and discovercd
there was no Federal Rescrve Bank which had any accumulation
of United States notes and silver certificatcs beyoné what
it was prudent to ¢arry. I think in New Yorl that will not
always be so, because we heve not becn able to count them
as fast as we hope to in the future.

Mr. Gilbert. The inguiry which went out from the Treas-
ury was designed as much as anything else to find out just
that thing. On the National Bank note¢ question, of coursc
there should not be any question. A Federal Ressrve Bank
would have a right to send in National Bank notcs for re-
demption. Thot is absolutely inconceiveble. I think the
gquestion of whet is done by a Fecderal Reserve Bank has a
consicderable bearing on the first cuestion you Giscussed,

what should be done with MNational Bonk note c¢ireulation in

the way of retirement under the Fedcral Rescrve Aet or other-

wise, If all of the Federal Rcserve Banks send in for re-~
demption all the National Benk notes you receive, I think
you would soon be able to buy the twos at par.

The Chairman., Of course they would fly sround in a cir-

cle very fast for a while, and the expense would accumlate
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go fasgt that the anks vould not tolerate it,.
Governor Seaye. Are you familiar with the suggestion
by Mr. Mitchell of the Fedrral Reserve Board last night?
Mr, Gilbert. Yes. va talksd that over,
The Chairman. “hat did he vant to do-~ retire them?
Governor Seay. It was cvident thet his mind had been werk:-
ing along the same lines s : 1ggestion of the Board. He
wanted to retire the entire issue, leaving in the hands of

the rve Ranlr the sole issuing power in the country,

end his proposition was that since there was a profit to the

ssuing them, it would be perhaps an injus-
deprived of that profit, and he proposed that
Tederal Reserve Banks should take over the entire issue

of CGov-rnment twos end pay to the banks the 2nnual profit

which thew were deriving from their circulation.

Governor Van Zandte. Up to the +orminetion of their char

Governor Seay. Up to the termination of thelr charter
or the retirement of the bonds.

Mr, Gilbert. Federal Reserve Banks may soon be glad tc
liave a three per cent note.

The Chairmen. The difficulty with a three per cent note

i8=-~ Or, there are two difficulties. One is that the possibili
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of depreciotion is very consicdereble, and I do not think

thet the Fedcral Rescrve Banks should become very large hold-
ers of the Government's debt for an investment. I think

it is a wholly wrong principle. It has always turned out to

be wrong in banks that have gotten into that position, and the
only justification for accumulating o mass of Government bonds
is to simpliry the currency, the retirement of Nctional Bank
notes, and put the currency in the hands of thc banks of issue,
where it should be, It has always secmed to me that the Federal
Reserve Act was a very short step in the sclution of currcncy
matters, and we had a big difficulty to get rid of the National
Banlt notes. Imagine the situation which the Federsl Reserve
Banks would be in with seven hundred millions of the Government
debt, a long time debt, in thelr hends. Suppose Congress

should take the notion some ¢ay to modify the eirculetion

privilege in some way; we might fece a tremendous loss. e

can not afford to convert them into three, with the 3 per cent

bonds selling at 78 today, a loss of 23 points, as against 101,
Mr. Gilbert. I doubt if anyﬁhing very much can be dono

with National Bank notes without lcgislation. ‘thethor any-

thing cen be done through legislation is another question.
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A Congressman came in vory lately to talk about National
Bank notes,,and he seemed to have it in his mind--he nay
nave had it from some member of the Board, and I rather think
he did.

The Chairman. Personally I should be quite willing to
start the process under Section 18 whenever we arec able to
get the bonds at par.

Governor Seay. It is doubtful, I think, if any morc pract-
ical or more judicious plan could be proposed than the one
which is already embodied in the Act, and that is the gradual
process of retirement.

Mr. Gilbert. It is a matter of a good many yeers.

Goyernor Seay. I have rceched a conclusion in my own mind
that we might take up the resumption of the purchasc of these
bonds 1f we could get them at par, ond I am inclined to think
that we will get them at par. Particularly I think it is de-
sirable that new National Banks should not be given the power
of circulation.

Mr. Gilbert. That would require legislation, in order to
make it effectiye,

The Chairman. They almost had thet through when the
Federal Reserve Act was under c¢iscussion. It was nearly done.

Governor Young. In our resolution yesterday, did not wo
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suggest or recommend legislation to prohibit a new National
Bank or o National Ban!: whose charter was being rcnewed from
lssuing circulation?

The Chairman. The action that we took ycsterday wos

to the effoet that if the object of the suggecation contained
in the program was to bring about & more prompt rotirement of
National Bank notes, it might better be done by that method
than by attempting to buy the bonds at par when thoy were sell-
ing at 101%. That is what it amounted to.

Governor Young. I have been thinking of that just at
this moment. Let us assume that that legisletion was pasacd,
there would be no demand for these two per cent. bonds, although
they nave circulation privilege anc¢ 2ll buy them, that we
could not use them other than through the Federal Reserwve

Banks. Even if we bought them from thoe banks at par and scerued

interest, what would happcen to the price of these two por cent

bonds in case we hed to sell them?
The Cheirman. o6 would bo stucl.
Governor Van Zandt. You would never have to sell them.
You would always be able to issue circulation against them.
The Chairman, That is the only thing that would protect

usg, the circulation privilege.




Governor Young. They would go lowcr than the threes.

The Chairman, hey might.

Governor Van Zondt. You could always issue full value
of circulation against then.

The Chairman. The ultimate result of any such program
would be to have a fiduclary issue of Federal Resorve notes.
That is what it amounts to, exactly similar to the issue of
notes in the Bank of Epgland. There are 18,450,000 pounds
sterling of Bank of ngland notes iasued ngainst the bonds of
the British Government. The rest sre all issucd against gold.
Yie would have, instezd of ninety million dollers, in round
figures, we would heve 700 million collars. I think it is a
tremendous load to put on the Resorve Banks. Now they arc

over
distributed/all the Natiopal Banks more or less cvenly. In any
upheaval, social or otherwise, it would be congentrated in the
twelve banks,

Governor Young. Do you thin': thet we should reconsider
that recommendeation?

The Chairmen. It was not 2 recommendotion.

Governor Young. Yas it suggcstion?

The Cheirmen. It was a suggostion that if the object of

the program was to hasten the rctirement of the National Banlk

notes,1t could be better done than by Sec. 18, which is in offect-
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%
ive right now. The only thing which occurred to me-~I did
not went to complicate the dlscussion yesterday--was that a
very lerge number of large National Bank chertcrs paturce in
the same year., I do not recall what proportion it is that ex-
pires in the same yesr, but I thinlz fiftcen New York banks have
charters expiring in the same year.

Governor Scay. Some of them have no circulation, isn't
that so?

The Chairmen. The Netional Banls of Commcrce has none,
and perhaps some of the other banks have none.

Governor McDougal. The First Nrtional Benk of Chicago

has none, has it?

Govyernor Mcbougal. I think not, no,

The Chairman. What is your view about that, Mr. Gilbert?

Mr. Gilpert. I ¢o not belicve much can be cdone without
legislation., It might be done by amending Section 18.

The Chairmen. Much better thon any other plan.

Mr. Gilpert. There is a double difficulty with that now.
You éo not want to buy a bond on a prcmium, and the only thing
you could get would be at a discount.

The Chairmen, At such a discount thet the plan is wholly

ingperative, except that it is intencded to maintain National




Bank notes as Federal Reserve Bank notes.

Mr. Gilpert. I think the Federel Reserve Banks can do
a good cdeal to accelerate the retirement by the plan which
they adopted in regerd to payment of National Bank notcs.

As I understand it now, practicelly all of the Rescrvc Banks
pay up in National Banl: notes.

Governor Seay. I take it for grented that all of us are
of opinion that they have to be eliminated from circulation.

Mr. Gilpert. Ajl of us agree on that. It would be very
well for the Treasury.

The Chairman. I agree, with the reservation in one
respect. This country, due to the organization of the
Federal Reserve System and to the war, has coveloped a
total circulation of all kinds of money in the hands of the
peovle of the country outside of what we have in our ro-

serve, of something oyer five billion dollars, as I roe-

call.-about five billions, roughly. Of that amount $726,000,00

are National Bank notes. Thosc National Bank notes are

issued under a plan by which they impose no tax upon the
borrowers from the banking system of the country at all. They
have been absorbeg into the circulation, and the amount of

circulation is so much in excess of the National Bank notes
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thet there is no question of there being o plece for them
in the circulstion of the country.

Now, i? you retirec them cntirely e provability is
thet their place ruet e taken by some other kind of circula-
tion, and ~hat is there to tzke the place of Netional Bank
Wotes except P~deral Reserve notes?

Governor Van Zendt. Pederal Reserve Bank notess

The Cheirmen. It is the same thing. I mean, i ¥e are

<

roing to retire them completely and pass the bonds out to the
g & o ¥

public and simplify the currency by issuing cnly Federal Re-
serve Bank notes, that is & good way to do it, vhich is vhat
has been frecuently suggesteda You have to replacs them by

the issue of Federal Reserve nobtes ag-inst the borrowings of
member banks, vhich is really a very considerable tax, and
I am not just sure how it would vwork to sustain a

count in the Pederal Reserve Banks of 700.million

to take the place of retired FNetional Bank notese.

Govenor “ellborn. I wonder vhy it is that the. bonds

are more than par, and tw¥o yesm s ago e Tare able. to buy them

at par and other bonds are below par?
The Chsirmsn. The bonds with the circulation privilege

always go up 9.8 mMoney eases
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Governor Wellborn. '‘le had an easy time along in 1915
and 1916, and we could buy then at par, and people were
glad to take par.

Governor Seay. All of which convinecs me thut the
plen contemplated in the Federal Rescrve Act is perhaps
the wisest plan that has been proposed, snd that 1s the
gradual retiring, and the problems will be solved in the
passage of time. I am firmly convinced that ultimately
they ought to be retircd.

Governoy Ven Zandt. The Fcderal Reserve Act is very
indefinite in respect to the permission to issue now circu-
lation after the circulation has once been rctired by a
National Banl:,

The Chairmen. If any plan for legislation 1s at-

temptea to hasten the retirement of National Bank notes or

to transfer the issue of National Bank notcs from the Nation-

al Banks to the Federal Roserve Banks more roadily than
contemplated under Section 18, I would like to see¢ the whole
subject of currency studied in conncction with it. It

seems to me we cannot tale that step without considering some
other step that might be taken for the protection of tho

Federal Reserve System beforc they do it. The ability of
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the Pederal Reserve Banks to convert these twos into threes
is 2 protection, if threes ever sell at the eguivalent
of rhat twos are selling, except es to the one-year notes
vihich renew every vear, md those vou canot sell. You can
loan them, in effect, but yvou have got to take them back
at the end of the year. You cannot shake loose from that
class of business, and that maturity 1is a perfectly false
thing. It is not 2 real thing at all, You cannot get rid
of them. o one vould ever make s contract to conduct
that renewal for the entire thirty years, but I think that
part of the Federal Reserve 2ct is very bad indeed and it
ought to be changed. If the Federal feserve Banks are go-
ing to take over the National Bank circulation and ovn the
bonds to secure the circulation, the bonds which they own
should be capable of conversion into a bond vhich you really
can sell and get rid of forever,

Governor 3eay. e must not overlook the fact that. the
s ituation has been tremendously changed by the happening

of events which have teken place since the act was passed.

Mr. Gilbert. It might be changed so that the Treasury

would gradually redeem those bonds and take up some of the

refunding bonds as well ss Libarty bonds. It could be done




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

gradually on the peart of the Trecsury.

Governor Seay. There was a time when a bond committee
appointed by the Conforcnce of the Governors siccceded in
selling these threes at a promium, which illustrates the aif-
ference between then and now.

The Chrirmen. I went to tell you that the boys in the
Banlc at New Yor!: which werc hondling that zccount sold cvury
blesscd bond thet we could socll. There was not a chancce to
sell any morc. e were hunt up with over 2 million of thom.

Now, I would 1ilrc to mrle o suggcstion about the topics

two, threc, four and five. e have discusued Topic 2, and

please disagree with me heartily if you &y It_has beon my

impression for some months past tiwet o have 211 sufferecd
the result of Mr. Emerson lesving us, when he vent to Texcs.
You will recall at the last Confercunce when we discussed
the arrengemont for cstzblishing stendards of fitncss in
sorting and the distribution of the ncw notes, ont¢ so forth,
it was all cntrusted to VMr. Emsrson, but his suddenly leav-
tng--I thin} the operation of thot plon hos gotten into a

1ittle disorder. That is the impression in the bank in New

York. I do not !mow whethor you have the seme views. -hat
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I believe we should do is to heve the currency committee
take up that subject again ond get down to some method or
control which does not now exist, the control of distribution

of new currcncy and of the maintcnance of a uniform

stendard of sorting in all of the Resorve Banks. ¢ gCt

evidence--go they soy at tho Bank; the money department tclls
me--we get evidence of a very wide differcence in standard
of sorting. During the war the stendard of condition
of currency which was in circuletion went dovm very mich in
our district, and there wos very little now money, an@ there
was a tremendous amount of very boad conditioned money. e
have beon very graduslly raising the stendard, ond we have
gotten it up pretty well in New Yori:, 1 think, but there is
a great difference between the stondard which we have gotton
to, whether it 1s as good s it should bo or not, between
ourselves and some of the other benks.

Goysrnor Seay., We arc cautioned, Governor Strong, in
this progrem of the Tressury Department ageinst raising
the standerd too high.

The Chairman. That is just the point. How are we to tel.

what is the standard?

Mr. Gilpert. There is a very grest voriction now.
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Ty

The Chairman. & must have some one in “ashingten
te say vhat standard to observes

Mr. Gilbert. It neceds at least one man in Washington
practically all of the time to watch the vhole of the cur-
rency business, the amounts issued and redeemed, and the stand
ard applicd to the amounts on hend in the banks and the
Treasury Reserve and other things.- e found about the lst
of August that some kinds of currency had been redeemed two
or three times os fast 25 they ought to have been, partly
due to the fact that the currency was floating in, and also
dus in part to the fact that it was being cut up and destroy=
ed in too good condition. Or. one class of currency e were
over twice the monthly guoto, and on that currency we vere
bound by an appropriation of Congress. If we kept on at that
rate, by December 31st there would have been no more currency
of that ind, without a nev sppropriation, vhich was difficult
to get.

The Cba2irmen, 2t the last conference we had quite a
difference of opinion, the vote standing seven to five, as to

the policy of receiving Nationel Bank notes, and ve took

this action, expressing it very roughly, that ¢ should first

pay out silver certificates, we should next pay out United

States notes, and so long es we could meet the demands of the
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currency with those two issucs, we would not pay out Federal
Reserve notes and Fedoral Rescrve Bank notes; thot we should,
nevertheless, hold Federal Reserve Bank notes elready pro-
pared=-I think there was quite a suprly on hend--as a roserve
stoek of smell denomination notss for use in case of neced, in
case wc got low. That action, it scoms to me, should now
be mocificd with National Bank notes coming in very fast, by
the provision that we should first pay out fit National Bank
Notcs, sseond, silyer certificates, thirc, United States notes,
and not pay ut Federel Rescrve notes and Federsl Rosorve
Benlt notes until the supvpdies of the other inds of money have
becn exhausted, but our capeceity to pay out theosze various i+inds
of money, the rate ot which they o poia out, and the length
of time which they stry out, depends morc on donominotion than
upon any othor factor. A1l lorge cdenominetions come in very
fast, the small ones stay out longer, but wear out foster, and
I do not sec hov we crn errive at a program of csteblishing
end meinteining e standord of fitness, unless we have a com-
mittee come here to .ashington, worl out thc problem thorough-

ly and scientifically as to the donominations and the kinds to

be peid out, end thon thoet thore be in the Tressury Departmont
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an orgenizetion, on which the ¥edcral Reserve Board should
be represented because they issue Federal Reserve notes,

and the Comptroller of the Currency should be represented as

_he hos charge of the currency of the United Statess

Governor Van Zendt, £ piece of ite

The Chairmen. 2 piece of it, and the fiscal department
of the Treasury be represented, because they supervise the
vhole thing, more or less. That is hat I would do to wosk
out this currency problem, and I will be very glad to send
anyone from our bank in New York over here to study it.

Gilbert. I think it is clear that the currency

problem has to be studied as a whole, You cannot do some
thing *1th Vetional Bank notes and another thing ith
and another vith gold'certificates, and het anyvhere, because
they *ould all be jammed upe T do not cuite understand
the reason for paying out National Bank nateess % thinikk the

question of ~hich shall be paid out has to be handled by de-

nomination, probably, TFor one reason particularly ve declined

to issue silver certificates in the one dollar denomination
as soon = the turnover resulting from the recoinage of
3ilver under the Pittman Zct came into force. At the time

being there are = good many five dollar crrtifica
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time silver certificates in the one dollar denomination ought

to be out almost e=ciusively.
response to what i

United Stetes notes come next, to
dollar denomination is necessary,
the law, the belonce oif the

denominationse Those t:0 ™inds

culated, The Treasury cannot ai
the Treasury,
be carried as
it hes
to borrov

The Chairmen .

National Bank notes,

redudsnce of cCurrency,

place for their notes, keep them out and r

them, and cases cre cited here;
suggested in Hev York some time

entire note issue of o National

Reserve Beank. brand new bills, Jju

Mr. Gilbert. e get

The Chairmon. You get them

dimost an express provision oif law

legnris

to kecp those in circulation.

and that is at ¢

the National Banks

That y by the

Then
the extent that the one

and 238 is contemplated in

rould o out in the higher

~

of arrency have to be cir-=

them beck up in

to-have

They mey back up in the Reserve Banks and

regserve, but the Treasury is in & position vhere

Otherivise, ve are foreced

vhile carrying excessive stocke.

I think you overlook one thing asbout

time vhen there i
seek to
ealize 2 profit on
I recall that there was

an instonce vhere the
¢ 7111 be dumpedé into the:

st to get rid of them.

them at the next dqumpe

at the next dump. In my
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opinion that is 2 wholly unsound situation, and unless ve
cen promptly get rid of them and pay them out end keep them
in circulation the redundant curreney coming in will be Jarge-
ly in the form of National Bank notes, vhich will drift inte
the Reserve Bank end lie there. e cannot redeem them on
account of the expense, ond e cannot pay them out because
our currency is coming ine

Mr. Gilbert. You may be sble to enforce the redmption
through retirement of Nationel Bank notese.

The Chairmen, Nine millions 2 month.

Mr. Gilbert. That is one hundred and eight millions a
year.

Governor Seay. It is certainly the majority opinion,

if not unanimous, that Federal “eserve Banks should not per-

mit themselves to be used by a National Bank ss amedium for

the circulationof their notes, whether it or unfit, and
absolutely no qu-lification, moral or legal, should be im-
posed upon a Fedaral Reserve Bank vhich vould limit the privi-
lege of sending those notes in For redemption just as f?pely
as ‘they elect to do,

The Chairmen. “hen they go in for redemption to the Bure

of Redemption, they can be shipped right back to the Bank of
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issuea

Mr. Gilbert. Oh, yes.

The Chairman. And it is just asmuch a cquestion ef tir-
ing out the banks as anything else.

Mr. Gilbert. ometimes vve pay them out here, probably
extra~legally, instead of buying the Reserve Bank notes from
Richmond.

The Chairmene. I em teking the privilege of discussing

e have been over most of these. e have discussed
et some length, snd I am trying to state the conclusions.

Mr, Gilbert. *hat bothered me s2bout vour statement ras

-

vou were saving vhat Governor Seay said it was decided

not to do, to pay out National Bank notes first.

Governor Seay. Tre policy of our bank is to limit the
Nationsl Bank notes on deposit. It has been
ever since the organization of the system.
The Chairman. That was our policy until recently.
are now getting a gob of them.
Harrison. Ido not think
Chairman. tren't ve?
Harrison. I do not think so many.

Chairman. e certainly ought to pay them out, don't
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Gilbert, I think so.  The ¥ederal Heserve Bank
assumes en obligation to keep them out. If there is any
gation to keep anvthing out, I think it is legal tender,

s silver certificates and legal tender notes.

The Chairman. They shot the minutes under my nose in Nevr
York. The mistakes vhich e - iade, ve vere led into it
gradually end unconsciously. Those of us that &id do it, by
the wey, re supposed that v¢ hcd to teke any kind of currency
from the banks to vhich e sent the checks for collection, end
they shipped Hational Benlk notes and e took them, and gradusle
ly I imegine most of the Pederel Reserve Banks have talen
National Bank notes in thet way. Is not that a fact?

Gow Jan Zendt. e aree.

Governor Young: "'& take them in.

Governor Morss. “e do, but we have never felt any abuse

of sending them to us at all. They come in the usual course of
our business.

Mr, Harrison. I think that is true of New Vc BO0 I s
it vith a little reservetion, becsuse I have not inve stigated

it, but I think the reaction rhich you hove got nos

more on fear than on any actuality.




The Chairmsn. Yo. I hawve recisted this for
taking National Bank notes.

Mr. Herrison. No. I say that the reaction vhich you
from the bank in Few York is raised by the fenr that the
there have got that ve vill get them, rather then that e
getting them.

The Chairman. Nr. Higgins s2id something to me "hich im-
plied that since e have bcen receiving National Bank notes he
had not béen able to put out United States notes and silver
certificates as Tast es ve vanted to, becausce e had to get
rid of them first, and that is the ground upon Thich kr, Gil=-
bert complains, or at least suggests the possibility of cri-
ticism of our present policy, that it inevitably results in
some accumuletion of silver certificates and United States
notes. Is not that sbout it?

Mr. Gilbert. Yes.

Governor Seay.

tainty, thet & vould become =2

notes if ve had chenged our policy. Ve receive them from
non-member bsnks 2s shipments in payment of collections, but
we do not allov our member banks to impose upon us et will,

with that circulation check egeinst it, and payments are made
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by us in gold, as they have to bc made.

Mr, Gilbert. I should think, as Letween a Fedecral Ree~
serve bank and a member bank, that could be controlled,

Governor Seay, e all exercise 2 benevolent assimila-
tion.

Governor Van Zandt. They hove to have some currency to
meet their obligations v 2nd that is nll they have.

The Chsirman. My conclusion is thet the National Bank
notes, vith the PFPederal Reserve system operating as it is,
has become anintegral part of the currency of- the country, and
today, so far =23 member banks are concerned, they serve the
same purpose of reserve that any other kind of reserve money
does, because suppose a member bank has 50,000 of its circu-

lation in its hands, it cannot use 1t, it cannot psy it out,

nobody will take it, and the currency is coming in very fost,

and they deposit it in the Federal Reserve bahk andtoke credit
for it. That is a reserve deposit just 2s much =s the deposit
of gold is, and vhat they have succeeded in doing is simply
substituting one ki of deposit for another, one kind of
credit for another kind of credit, in maintaining their re-
serves That is 2ll there is to it, and that is the condition

which ve have goit to face and recognize. gl
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t is to get rid of the Nationsl Bank notes.
Governor ScaYVa 45 betreen us and our member banks,

there is not the slightest friction. e are governing it
+4 thout sny friction, and as ve believe, from 7 sound peclicy
from the Tederal Reserve standpointe.

The Chairmens Mr. Cilbert, hov does the committee sug-

gestion eppeal to you?

Mr, Gilbert. I think there is some question of vhether

it ought to be a committee or =n actual orgrnization, to have

the Board designate some one permenently to handle 1it, and

I vill designate someone From the Treasury. v'e may have to

make this a permanent proposition. That is more a matter of

detail then anything

Governor Van r=ndt. Is there not o division in the Zed-
eral Reserve Board et the present time that hes control of the
supply end distribution of currency?

The Chairman. e heve never heard from theme.

Mr. Harrison. There is a Federd ‘eserve note issuing
and redemption division in the TFederal Aegerve office.

Mr. Gilbert. That is mere routine money counting, and
things of thst sort., I think vou may vant a committee to

cover the general que f @rrency payments, what policy
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shall be pursued; on the dey to day vork of keeping track
of the currency circulation, I think vou nesd a2 permanéent
organization.

The Chairman. Mr. fmeorson t-as designeted os the rep-
resentstive of the Fedr-ral Reserve Bankg,os much os anything,
as I recell, to be the medium through which these matters
coulé be handled “or distribution.

Goveornor Van Zondt. Mr, "merson told me thet they hed
organized 2 division to handle that entirely.

The Chairmen . Then it is not functioning,

Mr. Farrison. He vas the representative of that com-

mittee by common consent, and he rather took jur sdiction. of

thet. They have that division i he Federsl Reserve
Board, vhich is colled the Federal Reserve Boerdls division
of redemption snd issue, but they tould not be gqualified to
do thlis particulasr task, I mean, the personnel hes not
the opportunity or the experience to hendle this vhole cur-
rency problem, They are purely an administrative division,
very small and purely mechanicale.

The Chairman. “ell, how "ould it do Tor us to pass 2

recommendation, in accordance vith your wishes here, IMr.

Gilbert, on topics 2, 3, 4 and 57 I think the kind of
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currency to be paid out, that the different Federsl Reserve
Banks vill all agree right now that it gould be in the order
in vhich I have named, Hational Bank notes, silver certifi-
cates, United States notes, berore e loosen up our Pedaral
Reserve notes or Pedersl SNeserve benk notes, but that the
control of our policy to pay out in that order depends very
largely upon =n adjustment of the denominations, and then ;5 g
ve are in agreement on that fact, then all that is needed is
someone to study that question and the standard of fitnesc,

Mr. Gilbert. The payment of National Bank notes first
vill not happen as a practicsl matter, because of course they
are not available in the 6ne and tvo dollar denominations.
You have the small denominations problem to face, the legals
and silver and Pedsral Beserve bank notes, and the possible
currency tc be paid out, and then you have the five dollar
up on the other question.

The Cheirmen. There is sn over supply of

My, Gilberts Yese

The Chairman. There cannot be an oversupply of fives and

tens and tventies, because we can simply contract the Fedaral
Reserve note issue so that there cannot be an over-supplve

‘Mr. Gilbert., Hsolutelye.

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




-

The Chairmen . An¢ the problem «f supply must be
dealt vith by an adjustment between silver and leg notes.

Mr, Gilbert. ind betveen Pederal Meserve bank notes
and reservese.

The Chairman, Veae

Gov-rnor Morss. Does Mr. Gilbert think thet we should
take National Bank notes to the credit of the Treasury's ac-
count and pay them out as soon 2s possible, or only in the
usual course of business?

Mr. Gilbert. In the usuzl course of business. ¥e do
not have any intention of shipping it to you in payment of
accounts. There is no possibility of thate.

Governor Morss. Do I understand that these banks that

have paid in their whole circulation --

Mr. Gilbert (Interposing.) That is, a reserve account,.
That is not any of our action.

Governor SeaYe. %e take in notes, we ship them to you
at our expense.

Mr. Gilbert. That is right, uncut. Do you cut them
nev, or do you cancel them?

Governor Seay . ¥e do not cancel them, Unfit notes
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we do, but the fit ones ve do nete

Mr. Gilbert. Unfit National Bank notes are cancelled
at the Reserve Banks.

The Chairmm . If you form ean orgmization of the kind,
Mr, Gilbert, and got answers to questions raised by these feour
topicw, then I think the Fedrral Regerve Board would like %o
heve opportunity to get your views as to the method of redemptio
wvhich takes place on shipments between TPederd Reserve Banks,
and so on. I know the member banks in New York think thet ve
could improve that method considerably-- the method of counting
shipments, and so On.

Mr, Gilbert. ‘hatever organization is ap pointed here wil

have 1d j its plans from time to time os the situation

develcps, and as it gets reports from Federal Reserve Banks,

The Cheirman. Is it understood that ire will leave the
appointment of the orgenization to you?

Mr, Gilbert‘ I think it is up to the Federel Reserve
Board to make at least one appointments I will undertake to
appoint one or tvo from the Treasurye

The Chairmen. I suggest'n recommendation, then, to the
Federsl Reserve Board that it is the opinion of this meeting

that it is desirable that a permanent orgenization shall be
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created in the Treasury,

Regerve Board, vhich sh2ll be c¢ha
2

2, 3, 4 and 5, and vith the edminlstration issue

the currency and the =djustment of denominstions and the

lishment of standards of fitness, etca

Mr, Gilbert. Thsat organization to cont

time vith the currency committee of the Pade

The Chairmine. Yes. Does thsat motion
jsfactory disposition of these subjocts?
it?
Govaernor ®ancher,
Governor Young. I
(Motion put snd carricd unenimously.)
There is still one other matter, end that

The Chairmsn.

is the question of paying ocut gold certificates.

go into that? I cen report right nov. It is 3s

tinity s any to report the

topic.

In the Tirst place, it v considered by the meeting that

the paying out of gold ¢ertificates, ccertd nly in scme sections

of the country, -ould result in putting actual gold coin into

circulation gquite rapidly, was an uneconomical
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and unise thing to do. The second point there raised vas that
in the opinion of the gentlemen here 1t vas inev
day that this country vould te called upon to retur
7 this mass of gold vhich & hawve reccei
-hat under normal conditions ve should hold,
monetery gold, and that ve should be pro pared Tor thate.

L
[}

it was possible to accumulate this gold from the banks eand in
gen~ral circulation during the var as = var euergency MEeASUre,
bosed more or less on a patriotic appeal, that excapt “ar
conditions prevail it vwould be difficult and possibly impos-—
sible to reaccumulste gold vhich e no™ pay out at & rate
much more rapid than rould srise in th= usuel types
out currencye

Those were comnments that are possibly not at all controle
linge. Ancther comment vas thet any amount paid out and put
into cireul~tion, in order to be effective to ceccomplish the

parpose of reducing the reserve percentages, vvould have to be

a veory considersble amount, quite a proportion of what e hold

and that the minuts the gold certificates sppear in gene eral

-

eirculation, it ~ould attract sottention and cause comment, and
that those critics of the Tedersl Reserve 3ystem

and the plan of the Treasury vho felt thrt =e vere responsible
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fer forecing inflation, and so on, and that ve were maintaining
unnecessarily high discount rates, vould say "Here, these people

are ebsolutely recalcitrant. They camot be cured of their bad

o

habits. They are absolutely getting to the point nov of indulg-
ing in & subterfuge, trying to fo09l us. They are a ctually pay-
ing out their Reserve money, so 2s to avoid the necessity of
reducing their ratcés. They are profiteers, anyhov, and this
is 2 secandsdl ous thing Tor them to be doingy and I think there
is more danger in that than anything else, and 1 think every
man here believes the same thing, and that it would defeat
the vary purpes= that e ore after to pay it out.

Mr. Gilbert. ! good deal would depend on hov much you

put out. It is herdly feir to c2ll it = subterfuge. The

gold is sctually out of your reserves, and in the respect is

different from holding gbld from ebroad or chm ging the form of

statements so 2s to throw =2 good deal of the gold into the

! funds.

Lgents
The Chairnen. “'& thought the sentiment was that it

would appear to Congressmen, for instence, and Senat ors ¥vho

vere criticising if ve were paving out our resources in order

to escape doing the very thing vhich they think ve ought to do,

to meke cheap monev,
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Mr. Gilbert. They will think that vhatever you do, to
expand end meke cheap money. I do not think you should try
to aroidthat denger from criticiam, because they will think
that i you have & fifty per cent reserve. Certda nly you
should not reduce your reserve more than 7Tive or ten points in
the course of a year Or sSO.
Chairman. Possibly the extent that vwe paid gold out,
accumulate money.
Gilbert. You rould buy Federdl Reserve notes then.
It seems to me that the gold guesticn, *: nght to be consider-
ed slong the lines of payme f amoderate amount of it, a
hundred or tro hundred million dollars.
The Chairman. *hat is the object to be accomplished by
jt-- just to reduce the reserves?
Mr, Giibert., I think that is an important element. "' I

think it emphasizes to some extent the absolute convertibllity

of gold end Federal Reserve notes and a1l of the currency, =nd

the Pedersl Deserve Banks haza been in the attitude of hoarding
the gold, and they still are .
The Chairman,. e are fl1 agreed on one thing, and that

is that no Federal Reserve Bank should hesitate an instant in

making any call for gold in any amount at
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Mre Gilbert., ‘hat policy vould e purs
regard to Christmas go1d?
The Chairmam . € have not discussed it, but I have no

doubt that the bank In Ner York -ould pay it out, b e just
ed
Giscuss /it herc :1thout taking any sction, and the consensus of
the vievgwas that it would come brck w5 fogt as BeIpuES I b ot
Mr., Cilbert. You “ould hove it ¢k in tvo veeks, probabl-
Governor WMill-r, That ~ould be small lenominationsg?
Mr. Gilbert, Yes,
The Chairmen, 11, this topic and the Goveornment bond
matter both are to be discussed ith the Federal Reserve Board,
Hr. Gllbert. ‘nd sith th agents as vell,

The Chairman, ell, - 3 sappose s0, yes, a2nd at the Joint

Conference. Do you want to continuc in regard to the gald certia-

fieates?
Mr. Gilbert, No; I =puld not gore to continuec thet now,
£8 I understend it, wou have nlready taken eertain sction VO Sew
terday expressing informally the attitude of the Governorse.
The Cheairmen., Just expressing an opinion, yes.
I think that ought to o to the joint confer
ence, p~rhap s, for further discussion,

The Chairmen. It ought to g0 to the Joint Conference for
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further discussion by the Federal Reserve agents, you mean?
Did the Federal ‘eserve Agents discuss this?

Mr, & T doirot kney .

The Chairman, I was greatly surprised at the strength
of views expressed, and I as carceful not to express my ovn viewn
until everybody had finished expressing theirs, and there was no
dissenting voice heard at alle

rs Gilbert. Very vells

The Chairman . Now, s to the fiscal agencies matter, it is

six o'clock now., Can you spare us a fer minutes tomorrow?

Mr. Gilbert. Has therebeen any discussion of the fiscal

agency acceptances up to date?

The Chairmen . No, but it is on our program 2s ¥ell as on
fours, and we haven't resrched it on our program yet. ''e have
already discussed the guestion of allotments, No, 3, but that

be convenient for you to go through thic pro-
grem with us some time tomorrow?

Mr, Gilbert. Yes. I should suggest somevhere early after
elevene.

The Chairman. Then we Will meet at 9:30 tomorrow morninge
There is a report from a committee appointed to confer *ith two
of our Federdl Teserve agents on the subject of group meetingse

They heve had a meeting and have a report to meke. Governor
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MeDougal, vill you report?

Governor licDougeal, The report is not =t all complete,
but *'e held a little meeting at noon with ¥r. Jay and MNr. Mar-
tin, representing the other ving of this organization, and
it developed that they also had submitted the matter to that
Conference, I do not think they had considered it very care-
fully, but the opinion ves expressed in that conference that
these group meetings had been produetive of good, and the sug-
gestion was that they be continued. “e explained that, in
considering the matter here, thé Govcrnors felt that vhile
some good hed come from those conferences in & npumber of ine-

ful
stances, the group meetings had not been help/at all, and

in giving careful consideration to thc relatedmatters,

at ve felt that ve might better meet as Governors oftener,
erhaps t*o or three times a vear, outside of "aghington, if
that could be erranged, end that in viev of the time that

those meetings vould take and also in viev of the fact that

ve vould come hrre together at least once or trice a year,

that ve felt ve could not consistently devote the time neces-

sary to continue these group meetingss
Mr. Jay spoke for his c onference and stated that while

they had expressed the view that they would like to see the
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meetings continue, that they had not gone very carefully into
the matter, and the understanding was that he wes to bring
the matt~r up agsin today, and e ¥erc neet tonizsht or to-
morrow, to further discuss the It is very evident
that the other conference feels that these meetings have
been satisfactory and svccessful, and would like t5 continue
them at least for the forthcoming year. iy oy , Wwere there
any other points brought out?

Gov-rnor Seay. 1 think Gov-ror McDougel 1s giving
a resume. » expreossed to those gentlemen our opinions
and the opinion of this conference just ws freely =S
cussed it here, end ve found that th y were in accord i

the views expressed here. They belicvedthat there vas

administrative necessity for more frequent meetings of

Gov-rnorse. Their knoledgs of the vorkings oi t

banks led them to that conclusion, and thrt as

meetings of the Governors and these group mes 17 time
could not be devoted to both, they believed that the meetings
of the Governors were o7 greatcr importance than these group
meetings.

The Chairman. It seer to me thot conclusion is unes-

capable, becemse vhen e all meet, with the wogram vhich has
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been studied in - dvance 23 this one has, (it has been of

the greatest possible adventage to have them studied in ad-
vance,) e really get somevhere, and these group meetings
are very plesant and it gets us scguainted, but it does not
sccomplish anything for the 1hole System.

Governor Seey. They alse expressed the opinion, Gover-
nor Strong, that thesze joint mectings here were a little
ponderous, that there were too maay subjects to be handled,
and their expressed belief was in sccord with ours, that
ve ent away without discussing thoroughly many sub jects
thet we came here to consider,

The Chzirman, That is righte.

Governor Seay. They believed that it vould also be aude-

vantageous for the sgents to meet more than once or twice a

year, and if they met by themselves it was agreed on all

hands that it *ould be advisable to have the Joint Confer-
ence at least once 2 year between the Governors and the
“gents and the Board.
The Chairmen. Once & ycar?
Governor Seay. Once, a yea , but they nodded vhere
they did not express it varbally, therever ve laid stress

upon the necessity of the administrative of ficers of the

banks meeting together to discuss some of their every day




problemse. Thev ¢allad wttention to the foct, 2% some ex-

pressed it, noy geme across the Continent here for the

purpose of @ 586 ings, end very often laft in

a state of dissatisfaction, T'e were compelled to treat

=8

them in & very superficial *ay, and in some cases to pass

recognized by them,
jast sa-ve as ve recognize 1 hat it 1ould be to the

Sl

acvantage of the System that e Governors have more frequent

meatings, 2nd that they be devoted exclusively to the dis-
cussion of problems of adninistrations

It ras 1 ted out to them by us,; or rather, recounted
to them, the reas for the discontinuznce of the Governors'
meetings, snd ve expressed the ppinion that if these meetb..
ings were to be held they were to be absolutely working
meetings; that no time was to be contemplated to be devoted
to receptions or banquets or pleasures, but that they would
be wholly cccupied ~ith the administrative work of the Ted-

eral Reserve Banks, md they ared to be in perfect ac cord

vith us on that subject, ev stated that they hed not dis-

! discussed it with ours, &

suggested that they go back and report what hed occurred a2t

b://fraser.stlouisfed.org
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this meeting of the committee, =nd that e heve = subsecuent
meeting o7 our Cormittee.

1s supposed thet the 3 Xpects this committee to
2007 (03 it il e K o B B v L E e detics natte There are

~

tro representatives of the Bos / > Lgents, and two
representotives of the Governors, and it is felt & 1if an
agreement cen be rasched betveen the two os to vhe
to be done, it -rould hove more eflect.
The Chairmmm.,
them our program?
Governor Secov, redid t o~ it to them, but we called
their attention the dif 7iculties *hich ~e had, 'e called
attention to the fact that ve -ere subjeect to numer-
srruptions from 211 sources vhen »e¢ came here, and that

was
ways our program/more ambitious and comprehensive then we

could settle, and ve felt if ~e met more Ifrequenily our pro-

gram could be shortened and there would be no necessity for
continuing,gs e no continue, topics forsubsecuent meetings.
pointed out that certain problems of administration were
held up here because ve did not have time to reach
agreement .

Chei rmen “ell, e have got to do it in same Way or
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other, er else heve a lot of dissimilar practices, methods

developing in the banks, and disorder.

Governor Seay. e also expressed the opirnion that
it vould tend to solidify the Fedrral Eserve System if the
Governors should meet, for instance, in dif ferent Federal
Regserve cities, and that the body of Governors should meet
the directors of the particular bank at vhich they were meet-
ing. It was suggested that possibly ve might be given op=
portunity for meeting these directors and possibly at times
discussing some few questions of policy, leaving the rest
of the meeting to the Governors themselves, and it was be-
lieved that if the lce al directors of the Fed~ral Reserve
system could meet and discuss vith the officers of othe»
Federal Reserve banks the problems vrich they had in their
districts, that they:-ould have a very comprchensive idea
of the workings in that district.

The Chairmen. lay I remind you of the progrsm tomorrow?
At 9:30 ve meet with Senator Kendrick and his associates,
They ¥v1ill probably be through at'll, and then ¥e will ask
Mr. Gilbert to meet vith us, and when e are through vith
him we have then to take up the three topics suggested in

Governor Harding's talk, and in the afternoon we can go back

:/[fraser.stlouisfed.org
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our regular program. I thid we had now bettsr adjourn,

it is ten minutes past six.

{“hereupon, at 6:10 o'clock p.m., the Conference adjourned

until tomorrow, Thursday, October 27, 1821, at 9:30 o'elock
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