VOLUME 2

‘PROCEEDINGS

CONFERENCE OF GOVERNORS OF THE FEDERAL RESERVE BANKS

TREASURY BUILDING
WASHINGTON, D. C.

OCTOBER 10 11, 1922

WALTER §. COX
SHORTHAND REPORTER
COLUMBIAN BUILDING

WASHINGTON, D. C.




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

SECOND DAY

CONFERENCE OF GOVERNORS
of
FEDERAL RESERVE BANKS
Treasury Bulldingy
Washington, DL.C.,

Wed. October 11, 1922,

The Conference of Governors of the Federal Reserve
Banks reconvened in the Treasury Building, Washington, D.C.,

on Wednesday, October 11, 1922, at 10 o'clock, a,.m.

PROCEEDINGS .
The Chairman. The meeting will come to order.
You have before you, in your folders, the report which
We adopted yesterday of the subcommittee on Centralized
Execution of Purchases and Sales of Government Seecurities
by Federal Reserve Banks, which was approved, as I say, a s

well as the minutes of the last meeting of the cormittes

held on October 2nd, which contained various recommenda-

tions, which were rnot submitted, beerause they had not been
finally spproved by the committee. The committee hag now

approved the minutes as submitted, with the exception of
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the rollowing chen.sg, s ause they had not bsosin iinslly

8¢ by the counittse,

(Thz renort oif the couwitt:

IRST REPOKT OF CO..L.ITTLE OF GOVLRNOR: ON
LCUTION OF PURCEASES AND SALE: OF JOVIRN.LLNT
VERAL R%:uRVE BANKE, SUBLITTED TO
CONF«RENCE ON OCTOBLR 10, 1922,
PLRIOD FRO:. LAY 17, 1922,
20, 1922, INCLU=IVE.
The voimit tee presents herewith s brief turvey oi its

sctivitice end opsrastions since ite roruation.

i.eetlings. Pormal iwzetings of the Coumit tee wers held

Feceral Reserve Bank or New York on way 16,

and Octobepr 2, 1922.

Reports The Coumittee hos sent to the Governor orf esch

Pedersl reserve bsnk, to the Governor or the Federal Re-
serve Board snd to the Undsr secerstary of the Tressury,
weekly re-ort showing (2) operations ror the account of
the Treacury, (b} trsnsactions siiscting the investment
sceounts oi the reserve bsnks, (c) advencss to deszslers

in Governuent .ecurities und:r sales contrsct agresiients,
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spG (¢) merket conditions siiscting Governuent

in the seversl d¢istricte.,

In handling 2ll trsnsactions covering »urchaces sad
of Government securities ror account o:r the Trsassury
Devertiment, it hs . been the custoi or the Couwdttes to
transmit by wire such orders to the other reserve banks
rejuesting them to sdvise the Coumittee ol market conci-
tions existing in their districts so that the Couiilttee
nay be iully informed snd in a position to distribute the
orders to the best advaentsage. In suthorizing purchases
the Coumlttee iollows the plsn of hsving arders coupleted
one district befors suthorizing purchases in other dig-
resson for thie is obvious. The Govsrnient
security narket is to&ay a very cenbltive ons; dealers
have bramches 2nd oryices in meny ofi the Feceral Ressrve
citiec of the country so that an ordsr to purchese s
given cecurity in one rFe.eral reserve city prouptly ai-
isets the msrket in other centers.

Execenpt vhen ths Tr=ssury speciriicelly resussts that
F iy y b & -

purchases be wsce in a certain market it is the practice

of the Comnmittee, unless unususl cnditions prevail in the
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New

25C

purchases thsre, to give other Federal reserve banks the

iirst opportunity or purchesing the cecurities desired.

Freguently, however, the other Federal rescrve banks ars
L 3 3

unable to execute orders ifor large aisounts o

obligations,

Up to the present time the kKensas City anc

2

Treasury

J

Da2llss banks heve not perticipsted in these transactions

Upon comnletion of sny nending orders notice is went

to g8ll reserve haniks.

The ult ina te purchsses resulting rrom the distribu-

tion of The Treagury ordsrs s

operations a re as follows:
Boston
New York
Philacelphia
Clevslan
Richmond
Atlants
Chicsgo
St. Louls
liinneavolis
San PFrsncisco

TOTAL

ince the Coumittse began

$ 30,249,500,

83,900,250,
17,733,000,
3,300,000

199,300,

1,200,000,
_12,940,600.

$199,712,556.,
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Purchases and

sales for Fed-
erol Reservs
.hen ressrve benks desire to purchase or

sell Covernuent securities ror their own accounts, 1t is
the practice for such banks (o notify the Coumittes oi
contenplsted transactions snd of thegenersl concitlons in
their cdistrict. I{ such trensactions are not likely to
interiere with Tressury orcsrs or pencing operations or
the Tresasury, the Corazittee pronptly 80 sdvises the bsnks.

The exhibits hereto attsched show purcheses and sales
for two aifierent rescrve banks curing this period. In
this connection it is interesting to note that s of 3ed=-
tember 20, 1922, there wss sn sctusl cecrease in the
gwount oi Govermuent securities held in the investiment
sccounts oi thse resservo banks of apxproximately » 168,000,000,
iroi. the high voint of June 14, 192%2.

During ths neriod iew spnroximstely
130,000,000 oi Tressury certiiicates and notes held by

the Fec:ral reserve banks sctually nistured. It 1s there~

fore evident that the Ffederal Ressrve Board's suggestion,

that sll benks allow their investiients to run oxif without

repleceient, has been generally followed.




stetements rerlecting the rssult of the Conumittee's

sctivitiss sre p:enuea 38 follows.

Exhibit “4¥ -~ Govsrnuent security Holcings of Fsder-

c-rve Banks es Reported to the
Counguittee oi Governors st the Close
Businesgs seste her 20, 1922.

Exhibit vps Total United otates secubitiles, Lixclu-
slve of Pittuien Act Certiiicates, Held
by Federal Reserve Banks,

Exhibit “g¥ Comperizon of the Government sSecurity
Holdings by iaturitiees of all Federal
Reserve Bonks Coiitblnsd
June 30 and Sseptsember 20, 1922, Shovw-
ing the Net Chsanges Between last
Two Dates.

4s the jusstion of investiient holdings oi Govesrmient

gecurities is closely allied to thst oi sasrnings snd ex-

penses oi ths Fecers serve benks, the Coumittse has ob-

tained iroi: each Yexs reserve bank s statensnt oi esti-

wated sarnings snd expenses ior the year 1922, ss of wep-

ember 15, 1922, which is eshown herewith (EZxhibit “DY).

Reepnectiully subuitted
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EXHIBIT A

Oct. 16, 192 Ctfs,

Dec. 15, 1922

March 15, 1923

June 15, 1923

Sept. 15, 1923 "

Victorys {(called)

" (uncalled)

Treasury Notes

Miscellaneous Bonds

Sales Contracts

o AL

Pittman Act Ceris.

T°¢ T AT

e e ——

GOVERNMENT SECURITY HOLDINGS OF FEDERAL RESERVE BANKS AS RECORDED
TO THE COMMITTEE OF GOVERNORS AT THE GLOSE OF BUSINESS SEPTEMBER 20, 1922, INCLUDING PITTMAN ACT CERTIFICATES

253

Boston New Yeork Philadelphie Cleveland Richmond Atlanta Chicago St. Louis Mimneapolis EKansas City Dallas San Francisco T o t a 1l
$ 15,000 Q- § 792,000 $10,330,500 ~0- 0= -0~ $ 1,022,500 $ 547,000 ‘ § 2,934, 500 -0- § 68,500 $ 15,710,000
7ai,500 $43, 51'?,000 8,000 10, 434,000 ~Q= b $ 465,500 938,000 1,366,000 335,000 250,000 4,040,000 62,195,000
3,525,000 15,000,000 500 5,838,000 -0- ¢ 30,000 15,500,500 1,591, 500 -0- 5,873, 500 250,000 203,500 47,812,500
3, 850,000 10,000,000 4,600,000 2,134,500 ~0- 2,000,000 100,000 1,736, 500 200,000 3,782,500 265,000 7,149,500 35,818,000
150,000 ~Q~ 228, 500 292,000 0= -0~ 3, 500,000 591, 500 448,000 1,000 ~0- 0" 3,211,000
-0- -0- ~er 5,971, 800 Q= ~0- Qe ~0= -0~ ~0= 24,750 -0- 5,996, 550
5,936,000 5,000, 000 150 9,822,500 Q- -0 O ~0~ -0 10, 850 161,250 10,065,300 30, 996,050
4, 83;7, Q0 20,000,000 22,127,600 10,959,000 ¢ 50,000 -0- 1,756,500 11,458,100 9,796,600 23,283, 600 -0- 17,459,100 121,721,200
535, 150 857, 750 1,461,100 873,200 1,199,900 159,590 4,425,60C 7,303,400 3,140,000 4,442,000 2,629,500 10,157,800 37,175,990
2,320, 10Q 21,210, 600 -0~ 0= -0~ -0~ 2,714,700 Q= ~0— O~ -0~ -0- 26,245, 400
21,943,450 115,585,350 29,217,850 56,655,500 1,240,900 2,189,590 26,462,830 24,641,500 15,497,600 40,722,950 3,580, 500 49,143,700 386,881, 690
3,250,000 12, 500, 000 3,500,000 3,500,000 3,460,000 3,999,000 6,667,000 3,571,000 3, 000,000 3,821,000 1,800,000 2,832,000 52,000,000
$25,193,450 $128,085,350 grsz, 717, 850 _g_gggss&soo &og, 800 $6,138, 590 gg____S_‘,}cz_s, 800 $28,212, 500 $18,497,600 $44,543,950  $5,480, 500 $51,975, 700 $438, 881, 690

R -




;EXHIBIT B 254
] TOTAL UNITED STATES SECURITIES, FXCLUSIVE OF PITTMAN ACT CERTIFICATES

HELD BY FEDFRAL RESERVE BANKS.
{In Millions of Dollars)

> Date Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St. Louis Minneapolis Kansas City Dallas San Francisco All Banks
1922

Jan. 4 3.3 62.6 2.4 5.8 B 10.3 15.8 1.4 .2 3.0 2.6 3.6 118.1
11 25.8 30.3 =7 6.1 ; 9 10.2 12.2 1.4 = ! 8.9 2.6 4.6 106.2
18 26.5 20.6 9.3 6.1 1.2 7.5 24.9 1.3 ok 8.9 2.6 5.0 113.9
25 28.3 28.8 11.7 6.1 1.2 5.8 32.3 1.3 3 8.9 2.6 9.9 13%.1
Feb, 1 29.0 72.4 11.8 15.4 1.2 2.8 34.0 2.0 .6 9.0 2.6 11.4 192.4
8 30.2 98.7 14.0 21.9 2 «9 41.7 4,4 .6 14.4 2.6 13.0 243.6
15 30.4 129,.4 14,5 22.0 1.2 o1 45. 9 8.8 1.0 17.9 2.6 12.2 286.1
21 29.8 g2.5 14.7 26.5 1.2 e 50.1 9,8 1.1 17. 4 2.6 12.1 258.0
Mar. 1 29.8 130.3 14.7 32.6 1.2 51 59.9 10.9 1.4 21.7 2.6 j b 317.6
8 30.2 143.0 14.7 35.6 1.2 s | 61.8 11.9 - W | 30.5 2.8 14.9 349.9
15 28.3 119. 6 14.7 35.6 1.2 i 63.5 13.4 5.4 30.5 3.1 23.8 339.4
22 29.2 114.8 14.8 36.8 1.2 ” | 73.8 16.5 5.7 31.3 3.1 25.4 352.7
29 29.5 102.2 14.8 37.8 1.2 =l 79.3 16.7 6.5 35.2 5.1 25.6 351.8
ipr. 5 27.4 105.7 14.7 41.6 1.2 1 80.0 18.2 7.3 35.3 3.1 40.8 375.3
12 27.1 134.4 17.8 43.7 1.2 4 | h9.4 21,0 8.5 37.4 3.1 51. 6 . 424.5
19 28,0 139.9 18.3 45.7 1.2 o 86.7 21.4 9.8 40.3 3.1 51.7 446.2
25 41,9 161.8 20.3 45,7 1.2 B 86,7 21.4 9.3 39.4 3.1 51.7 482, 6
May 3 42,9 187.2 24.3 55. 8 S - 85.7 214 10,2 39.4 3.1 54.7 526. 2
10 44,0 190.1 24.4 57.4 2 | 88,7 24.1 10.5 37.7 3.1 54,7 536.0
17 42.6 166.3 24,4 59.4 32 -3 90.6 24,7 10.7 3r.2 31 54.7 515.0
24 42.7 164.3 24.4 65. 9 1.2 e 87.9 25.7 10. 6 3.2 3.1 54,7 517.7
31 42.56 171.8 24.4 66.5 32 il 88.3 25.6 10.9 37.2 3.1 54.7 526.4
Jue 7 52.5 170, 8 25.7 69.5 1.2 2 87.2 27.1 11.2 37.5 - 54.7 540.9
14 54,1 184.4 26.2 70.1 ;- = 81.2 28.1 2.3 37.5 3.2 54,7, 554.2
21 38.7 119.7 24.9 66.5 1.2 .4 63.1 22.5 8.9 40.3 3.6 54, 8 444, 6
28 43,1 159,0 27.4 70.2 1.2 22 48,5 21.6 %3 41.3 3.6 55.3 482.6
July 5 41.5 151.2 29.0 70.3 L2 2.2 46, 9 22.0 3.5 41.3 4.6 56. 8 476.5
12 40.5 179.8 29.Q 70.8 1.2 P 25.2 22.2 9.0 41.5 4.6 56.8" 482, 7
13 43.0 168.0 29.0 70. 8 1.2 2.3 23.9 22.5 8.0 41.4 4.6 53.2 467.8
26 43.2 168, 7 29.0 70.9 1.2 - 35 24.2 22,7 7.8 41.4 4.6 53.2 468.8
Aug. 2 37.9 139.1 29.6 62.9 1.2 2.6 25.6 21,6 7.5 4l.4 4.6 53.2 426. 9
=y 9 3.8 138.9 29.2 63.6 1.2 2.2 23.7 253 0 41.2 4.1 53.2 422, 7
16 38.2 337.1 29.2 63.7T 1.2 2.2 %9.3 21.8 6.2 41.2 4,1 49.2 421.1
23 40.4 133.6 29.0 65.7 1.2 2.3 23.5 251 6.1 40.9 4.1 49.2 418.7
30 44,8 135.0 30.1 67.7 1.2 2.2 27.9 24,0 6.8 40.9 4.1 50.2 435.0
Sept, 6 45.8 147.6 30.1 67.8 1.2 % § 23.9 25.2 6.7 40.9 4.1 50.2 451, 6
13 46.3 138.0 30.5 67.8 1.2 2.2 28.9 25.1 , 25 40,3 4.1 50.2 441, 8
20 21.9 115. 6 29.2 56. 6 1.2 2.2 26.5 24.7 15.5 40.7 3.6 49.2 386. 9
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EZniBIT “CH COMPARLISON OF "HE GOVERIMET. SECURLLY
(EXCLUDING PITiMAN ACT CERRUZF.CAIES)
HOLDINGS BY MATURITIES OF ALL RESFRVE BANKS

COMBINED AS OF MAY 17, JUNE 30, and
SEPTEMBER 20, 1922 SHOWING THE NET CHANGES

BETWEEN THE LAST TWO DATES

Holdings Waen Cogmittee
- wags Formed May 17, 1922

Holdings on
June 30, 1822

Holdings on Net Change Between
Septemoer 20, 1922 June 30 and Sept. 20, 1922

Victory 33% Notes
Victory 43% Notes
June 15, 1822
August 1, 1922
September 15, 1922
October 16, 1922
December 15, 1922
Mar ch 15, 1923
June 15, 1923
September 15, 1923
Treasury Notes

Sales Contracts

Other Miscellaneous
Government Bonds
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$ 1,065,100
94,301, 650
73, 552,700
28, 166, 500
33,191,000
44,466,000
46, 879, 500
46,131, 500

Qe
Qe
817, 542, 600

-o-

$455,296, 55V

53, 681,010

§508!977i560

s

$ 54,497,900

o
20, 384, 500
34,908, 500
26, 502, 500
82,161,500
48, 635, 500

29,896, 500

e

123,816,900
s T

$420, 803, 800

39,2v1, 566

§4601005l366

$ 36,992,600

R
-

Qe

15, 710, 900
62,195,000
47,812, 500
35,818,000
3,211,000
121,721,200

26,245, 400

$349, 705, 700

37,175,990

§386l881i690

-O~

$ 17, 505, 300

i

29, 384, 500
34, 908, 500
10, 792, 500
19, 966, 500
823, 000

5, 921, 500

3,211,000

2,095,700

26, 245,400

$71, 098, 100

2,025,576

§73!123i676

Decrease

Decrease
Decrease
Decreoase
Decrease
Decrease .
Increase
Increase
Decrease
Increasse

Decrease

Decreass

DECREASE




EXHIBIT "D"

AMOUNTS TO BE MET OUT OF EARNINGS

Expenses

Reserves for depreciation 316,705.67

and losses

Dividends

Total to be net out
of Farnings

ESTIVATED FARVINGS

From Investments in
U.S. securities

From Loans
From Acceptances
Miscellaneous

Total Earnings

BALANCE OF EARNINGS
AFTER DIVIDENDS
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STATEVENT OF EARNINGS AND EXPENSES ESTIMATED BY THE TWELVE FEDERAL RESERVE BANKS

FOE THE YS/F 1922

256

Boston New York Philadelpniz Cleveland Richnond Atlantea Caicagzo St. Louis Mioneapolis ZKansas City Dallas San Francisco
2,900,687.33 6,925,000 2,112,300 2,516,338 1,681,4585.15 1,293,500 4,336,363.35 1,850,000 1,125,000 2,122,000 1,500,330 3, 399, 000
576, 00U - 450, YOU 273,903.00 199, v 522,267.Ju 200,000 220,000 300,000 250, 009 607,530
482, 607.00 1,645,588 548,000 693,388 336, 104,97 256,200 875, 603.99 285,000 215,000 275,000 250,030 452,030
2, 800,000,390 gkifs,SBB 2,680,030 3,659,726 2!290!560.12 1,649,890 5,734,230,35 2,335,900 1,560,000 2!697!000 2,900,999 4,359,000
1,448,333.67 5,143,821 1,072, 0w 2,037,943 95,362,43 205,600 1,932,106.21 856,000 35Q, VoU 1,415,000 125,900 1, 891,900
1,255,676.90 3,015,067 Z,2%%,000 2,027,730 2,430,593.48 2,025,200 3,395,340.4J1 1,137,200 ;,%5S,Qu0 1,369,0ud 1,680,0us 2,154, Jdud
430,424,902 1,219,155 710,030 Szz, 853 59,376.29 67,100 499,278, 47 178,000 - 5, 000 '55,030j 512, OUC
23,132. 0 472,293 24,000 %3, 536 8¢,197.381 47,904 256, 347. 89 202, Q00 115,909 i51,0u0 335, Wou 153,500
3,157, 567.42 9,850,336 2,050, 00V 4,537,328 2,677,55u.01 2,345,800  6,J74,U7<,58 2,373,000 1, 920,00d i&iﬁi&&%& 2,195,000 '4!7105300
357,567.49 703, 748 1,390,300 977, 6J2 386!969.89 6955360 338, 842.23 38, JU0 362, JUU 283,%22 195,900 351 008




257
The Cheirmen: The Counuuittee, gentleren, hag now
snproved the minutes, ag subiltted, with the exception or

the following chsnges, snd I will read, if you will per-
mit me, from the changed copy on the second page of the
minutes thst you hsve, so that you cén compere thet with
the one subnitted, togethsr with the adcition thst we pro-
nose to subult for your action.

Upon reviswing the investment opsrstions or the Federsl
reserve bsnks during the year 1922, the Cowilttee bellsves
thet there will be no cGissention over -- thet is chenged
now to read “dissent to"--- the troposition thet In purchase-
ing Governaent securities too umch sttention nust not be
given to the considerstion of sarnings enc dividends,
and¢ so iorth. That ig the only change in the first nara-

1@ ragraph it 1s msde to resd

it the present time indicstilons point to incrsas-

ing demend", lnstead oi “pregsure”, and the next sentence
in the psrograph is mace to read “The Commit tee ic there-
rore of the ovinion, in view oi present concition', in-

stead of "the disnged conditions™; end at the end of the

centsnce it rsads "both cdirectly snd indirectly, which open
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market.oneretions in Governmsnt securities hasve ucon the
condition sné the course of the nionsy nierkst, and the vol-
wue of crecit,.”

Govsrnor ..0rss. iag thiere not snother change to nisks
it rsad “st lesst ror the resent” instesd or "soine tiwse
to coe'?
Cheirven: - Yes, thet now rsascs "st lesst rlor
These were not distributed, sxcept to

members oi the Conmittee, snéd I will esk Lur’ Harrison to

to call of the Cusirmsn, s mcetin; oi the

Co.mittee wsgs held 3t the red ral neserve bsnk oif New York

on vctober 2, 1922, at 10.30 &, f, The 1ollowing were

presert;
wessrs. strong, .cvougsl, ..orss, Norris snd wir.
«lller or the redsrsl kKeserve Bosard,
sndg others in sttendanece during the course oi the mest-
ing viere.
«858rs8. rancher ana ills of the redersl neserve
fank of Cleveland,
Governcr i#ellborn of the red:ral keserve Bank of

Atlanta,




289
veputy dovernor Case of the rederal reserve Bank of
New York who acted ac secretsry or the weet-
ing.

The Chsirimsn orfered ror ths consiu:retion or the Cou-
imittee a suggested report to be submitted at the coming
Governors' Contsrence on October 10, 1922, The report
Was read snd on wotion we. unanimously approved.

Concideration wac given to the recoumendation or the
rederal Advisory Council at its iueeting on septeiber 26,
1922, in reepect to the subject covered kty Tople #8, ss
followe:

"Should there be any change in the earlier recom.ends-
tions mace by thie Couneil in this regard, end reiersnce

is made to recomu.endation No. 9 or the Froceedlngs of the

Vouncil, 4pril 28, 1922,°

snd the Councills reply.

"The Counci]l reiterates its recoaiencatlon that the
Federsl Reserve Banks in thelr pu chiéses of governuent
obligatiens cthould not be governed by the nscessity of
covering their fixed charges and ssrning thelr dlvidends.
The Council ls strongly of the view thst open market opera-

tions, psarticularly in so far 2s they touch investuent in
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government securities, should ve cérried on unde¢r a unl-
form policy by the oSystein ss s whole. souncil hss lsarn-
ed with grest satisraction or the organizstion or 8 com=
mittee of Governors hsving supervislon of trsnssctions
in government securities by the rfedersl neserve bamksa

In the Jouncil's opinion, the poliry of the
Federal Heserve -yste. @s 2 whole spould be 2t this tiue
to increasse any rurther its investusnts in Governament
gscuritisg.”
4 full dlscussion of this rscomusncation rollowed
snd it wa. voted to report to the Governors' Conference

that the Connuittee concurred I the recousmuendstion of

the Advisory Council.

In continuing the db cussion of this subject, the
Crh.aimsn was regussted to exprecs to the Governors' con-
rersnce the further visus of the meab:irs of the Cou.ittee,
which uwere substantially ss rfollow &

"Upon reviewing the invesentnt operstlons of the
Federal Re.erve Benks during the yesr 1922 the Conu.lttee
believes thet there wiil be no dissent to the proposition

thst in purchssing Governuent securities too much stten-
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gust not bs siven to the consicerstion of sarnings end
cdividends. Due to the ract that liguicatlon wae still
in process snd thst the money sarket wss sasy, with low

srantdy no psrticular harm hss result ed frou

these operstions curing the rirst halt or the year.
waring the seconu helr of the ysar the -itustion has chaong-
ed sng with thet chsnge there hes srisen 5 nesd for a alr-
ferent policy, the belief being thst Lncresssa attention
nust be pala by the cystew to the bsering of the invest-
ment operations or the Federsl keserve Banks upon the
nondy nerket.

“st the present tinm incicstlons polut to lucressling

wenand ror losn tunds which hes been most in svldensein

the New York warket c¢uring recent weeks. The Com:.iltsee

is thererore or the opinion, in view of present conditlouns,
thst thé iovestuent policy of the redcral Reserve Banks,

at least ror the present, should glve but .lnor con:icers-
tion to the guestion or sarnings snu constant conctldera-
tion to the sfrects, both virectly snd indirectly, which
open merkst opszraetions in Govermment securities have upon

ths condition and the course of the uwoney merket and the

volume of credit, Looking at things frou this stand-
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point, the comumittee, witkhout wishing to ilsy down sny
invarisble course or sction, is nevertheless unsniunously
of the opinion that, with the heavy Trsssury oserations
impending during the next eight months, there should be
8 well considered policy of systeuwstically regulsting the
dealings In United ctstes securities, with psrticulsr
reference to the course of the money ..erket snd to the
operations orf the Treasury ss one of the most important
tasctors of the money situstion, and recoiunsncs to the
Federal Reserve Board the apgrovslor such a policy."

The Chsirman: kight srter that, end this is a com-
binstion of yow memorsndwi. and mine, uovernor Norris,
will come the following:

"The Conmittee recouws.ends to the Confererce thst the
Fedrral Reserve Banks continue at r:=gulspk intervels to
niske neces-ary reports or ea?nings and investnients to
the Commit tee, which the Coiuni tee will, in turn, dis-

tribute to all federal Keserve Eangs.

In view of the roregoing, the Couuilt tes further re-

juests the Conterenc= to sdd to the cuties oi the Comulttes
the making of reco.asndations frrom tine to time to =sch

I'ederal Reserve Bank ss to the advisability of purchasss
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or sales of Government sscurities, wunich recouwendstions
will in every case rsceive serious considsrstion by the
ofilcers or dirsctors of the several benks, "

iare Hsrrison: Anc then it concludes.

"1t wes rurther voted thst a recomwsndation be msce
to the Governors' Conf:rence thst the Conuittee be contin-
ued until the opring Conterence, and that the name of k.
k., Fancher, Gov ernor of the red:ral hkeserve Bank of Cleve-
land, be added to menbership.”

The Chsirnan; Now, gentlemen, the juestlon is upon
the report snd recommendations which ere esiwbodied in these
minutes of the meeting or the committee, which the commit-

tee hes op:roved and submits to you ror your rinsl action.

Governor Young: If you do not mind, .o’ Cheirmsn,

I would like to nsve thst section which you read repested.
The Cheirmsn: "The conmittes recomuends to the Con-
ference thet the Fed.-ral Keserve Bsnks continue 2t regular
intervale to make nec:ssary reports of sarnin:c and in-
vestments to the committee, which the comaittee will, in
turn, distribute to all red:sral feserve Banks.
“In view of the foregoing, the cowmlt tse further re-

jue sts the Conference to add to the duties of the wmummittee
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the making of recomusndations Irom tlme to tine to each
Fedsral Reserve bank 2: to the advissbility o purchsses
ar sales of Government securitle s, which recommnsndstlons
will, in every csse, receive serious cons ideration by the
officers or c¢irectors of the seversl banks.'

Governor Young: It Goes not say so in sO msny words,
but does that mesn thst if the directors of the rFedersl
Reserve Benk of minnespolls cecice to purchase governumernt
securities, that it should be reterred to the cougilttee?

The Chsirman: Undzr the procsedure wshich we hsve
hed heretofore, the execution of orders sre all reported
to the committee, as you know, with the exeeption of
countr trancsactions with yow nmembers. 1 should suppose
that under this recommendation, 1r it 1s adopted, when
you report to the o nmit tee the sction of yow bank re-
gquesting the purchess of sous securities, thst 1t may
bring back a recommendation fraom the ® mmittes.

Governor Young* But it would be nothing binding?

The Chsirman: Nothirig; binding -hatevsr. e have

no power to control the actions oI the dlrectors of these

banks, snd 1f the Conferencs ls reauy Lo conier ths t power

upon the committee I would not want to act on it. I de
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not think they should.

Governor HFsncher: To refresh the minds of the Govern-

- - ] =
ors, I would like to have wr harm son read the action

teken by the Conference in creating this committee, thst
perticular m rt which touches on thelr duties and the
suthority given them by the last conference.

wY, Harrison: Thers were three or fou diirerent
votes taken by the Conference that relsted directly to
this ssme subject.

The first vote was that each bank would prepare an
estimate of esrnings snd expensee.

The second that ezch bank would stay out ol the merket

whenevor the treasury is in the merket
for its own sccount,/either tfor the purchese or sale of

securitiss,until 2dvice is glven of the o m-
pletion of the Tressury's orders, it belng understooa that
notice of the execution of orders will be given in the
same nsnner 3. originsl notice.

Lnother vote was thst sach Governor should recommuend
to his alrectors that it be the policy of the bank to
invest in Government securite s only to the extent that 1t
may be nscessary from time to time to meintein earnings

in smounts sufficient to mset expenses, includlng divi-




dends and necessary reserves.

Governcor ifellborn: How was that voted on, wr. hLar-
rison?

mr. Herriscn: Just ss

Another vote wss thst the ;r inciple should be sdopted
thet nothing should prevent kedersl Reserve bonks fron
buying Government securities from or selling them to
their own niember banks, proviuved there i no violation
of the principlesdefined in the previous votes,

The lact vote wasthe one which provided rfor the ap-
pointment of the Governors of the redsral Heserve Banks of
Boston, New York, °hiladelphis and Chicsgo to sct 28 & coi-
mittee for the purpose of sudying thls question and work-
ing out an orderliy prograi far handling the buying 2nd
selling of Government sscurities by Federal Heserve Bsnks
through some cesntrallized control.

That was the only oiricial sction tsken by the Con-

terenc: itself looking toward the orgenization of this

Committee, 2nd conrerring upon the conaittes full suthor-

ity to work out e progras ror haendling investments in
Government securities through “centralized control".

In pursuence to thst sction the Governors,spccificd
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in the vote of the Confsrence, net In New York and the
commlttee established its own orgsnizatilon and procedure
in minutes, which were subseguently distributed to each
Federal reserve bank, to the rsasral heserve Boasrd snd the
Treasury.

The Chisirman: At this point I would like to ssk a
questlon about the work of the coumlittee, Of course 1
do not actuslly handle these oraers myself int he bank,
The whole transactions in Govsrnment securities ror the
Tressury account, for our oan sccount and tor the commlt-
tee are hondled by wr. Case,a’ a lsrge dspartment. e
have made 2 very determined efrort to stimwulate the market
in every other rederal reserve city to the extent possible.

e are telegraphing every day. Jhenever thi r¢ are orders

svery ressrve bank gets the iniormestion; we sound out

the markst; and I sm 2znxious to know whether the sfifsct
of the operationsgf the counmittee, In the rirst place, is
goeod, as to the local mesrket, whsther it has been an ef-~
fective procecure in preserving the local msrkets; second,
whether the operations of the o unltbtee have been conduct-
ed in a way thet is satisfasctory to the reserve banks, or
whether th ere is any objection to the methods by which

the ord:rs have been hendled by the comulttee, and sny-
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thing of the sort, This is the opportunity to find that

out, snd I willl tslk those things over with wr, Case snd

see what the trouble is.

Governor kchougal: We I ve gone tfurther than thst.
¥ie hsve used not only the telegreph wires, but we have con-
ferred very rrequently by long distsnce phone back end
forth, which, 1 think, hss been very helpful.

Governor Young: I woulc sgy thst it is very satis-
factory all the way through, wr* Chairman.

The Chairnian: I suppee e there hes besn a large
amount or sctual dealing, both for sccount o the Tressury
snd on sccount of orders far the recerve banks, which hsas
been diverted to other msrkets, more then ordinsrily
would have been ths case, A1l ardcrs thet sre ex:-cuted
in New York ore those that were necessarlly sxscuted there
sfter the other markets had bsen exhsusted in one way or
snother. ar. Case's principle hss been, the minute
we get & Tressury order or eny order fron th-: ressrve
banks to exscute for any of thiesespeclial runds thst we
handle, llke foreign banks, to sound out the other ressrve
banks snd to see what the condition or the market is and

what we can do there. You may be bothsred with too msny
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telegrams of thst kind, but sfter we have exhsusted tls
posslbilities in the other merkets, then we go to the
New York markst,

Governor wcDousal: As 1 rewember it, «r’ Cheirmsn,
this comulittee was sppointed lsrgely becsuse of the condi-
tions of the Tressury it self. The metter wss brought
up because the Treasury believed thet the Federal Reserve
Banks had been worklng at cross purposes, nd only with

themeelves, but .ith the Tressury Depertment, snd that

there should be some sction tsken which would protect

all; and my understending is that the operations & this
coislttee have been entirely sstis factory to the Treasury
Department,

The Chairnan: Oh, I think so. I think they sre
greztly pleased with what hse been done,

Governor Young: Now , Mr.'Chairman, I move that the
report, snd the recommendation contsined in the minutes,
be spproved, my understending bsing that thst includes the
gzpolntnent o .wr. Fencher zs a member of the o mmittes.

The Chsasirman: Thst was done yesterdsy, so that
he could sttend the meeting this morning.

Govsrnor Young: I mske that as a motion, wr® Chseir-
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Governor Calkins: 1 will &econd the motion.

(The metion ha ving heen duly seconded, was carried.)

The Cheirnan: You are so familisr with the report
of the operatlons oi the caumittee, end Wit h their ninutes,
that 1t is unnecesssry to refresh your minds with that.

Before going further with section 1 of the program I
em going to ssk Govsrnor Norris to report the result of
the Conmittee's meetling with the Comptroller o the Currency
on Yestercay afterncon.

Governor Norris: wr. Cheirman, we met the Comptrol-
ler sbout hslf past five snd found him in s very sffeble
andé ressonable mood. He sdmitted that he had hls exezmina-
tione brought up to date, hisdeficit wiped out snd a2 sur-
plus on hand.

He segid, hciever, thet without sny contribution by
the Federsl ressrve banks he would be short about 350,000
gyear on hils present budget, #® put it up te him that

the present arrangement, as we all knew, was a temporary

one which had besn snterec into ir the purposs of teking

care of sn emsrgency, wich had now passed, and that ir

the arrengement wes to be continued at sgll it should be
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continued on s perusnent and reasonsble 2nd defensible

basls, and not on the prescnt besis thet hed been hsstily

entered into to tske care of an swsrgency.

We represented further to him that, in our jJjudgment
both he and we might be subjsct to criticism if the fects
were developed, that the lsw conteuplated thst the expen-
se8 Oof his exsminat ions should be borne by sscecsi.ent on
the national banks, that 21l or the sxpenses were not
beling borne in that way, snd thsat the dericit was being
taken csre of by s contribution from the reserve banks
of funds which otherwise would go into the United States
Tressury.

He professed his willing necs to dsiend that prac-
tice, and we intimeted to him thet we wuld rﬁther he would
meke the defense than we, He samltted, macticsl 1y aduit-
ted, that his present cschedule of charges no doubt needsd

svision, thet perhaps it 1s too high, snd that he would
be very glad to considsr s revision of it,

It wos then past six o'clock. It did not seem like-
ly that we would gst s decision on the juestion st any
ressonable hour that dsy, I did not know how the rest

of the Coamittee felt about it, but I persconally wss anxious
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to get sway, so the suggestion wos wsée to him thet he
think 1t over overnight snd get his subordinstes, e rhaps,
to do 2 litthk figuring on it, that we would think it over
8gain, arter diccussion with our sssocistes, and meet hiw
sgeln sonet lue sround noon tcday.

Now, wre Chairman, the coummittee hss nd had sny sub-
sequent meeting, so I ttate this subjsct to ccrrection by
Governor Seay snd in ignoresnce of the fssling of the cther
two members of the coummittee; but it sezns to me that all
he is entitled to ssk or expsct of us is thst we shsll take
care of this deficit of sproximately .50,000, which would
teke place without sny contribution from us, cr, in other
words, that we relieve him of the necessity of revising
upward his scale of scsessments on Netional banks which,
of course, is & thing thst he is anxious to svoid.

wr, #llie suggested to him that, with the incresse

ir: the recources or the nstional benks that wss going on

nov, his sssessments for the next ysar would yield him
more then they had ylelued this year. ~& 8gsinst that,
however, he stested thet his tcale of  ayments to his exsu-
iners wac still low; that he had lost twenty to tuentyfive

men this year, who have been tsken away rfrom hin by offers
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of better pasy elsewhere, thst he ought to mske still fur-
ther incresses in saleries, thst he thought the rederal re-
serve banks were interested, &s he wec, In acding to the
strength of the entire banking structure, and thset he wss
of the deciced oplinion thet s reserve benk had s psriect
right to contrsct to wske peywent for any inforiation that
wes of value to it, thst thig information wes undoubtedly
of value to the ressrve bsnks snd that he thought the only
guestion was whet wes & felr price to pay ror it.

Now, wr® Cheirmsn, there were, or course, a nuuber
of arguments, considerations snd views thrown out in the

course of the meeting, but I think when e wcet agsin,

unless the members oif the Conference here hsve a contrary

view and want to make sowe other suggestion to the cousit -
tee, that we will take the mstter up with hiu on the bssis
of caming to an sgreement on 5 revised scesle thst will
yield hinm spproxiiately that 00,200 & ysar as sgsinst the
+140,000 o0dd that he hss been collecting irom us under
the present basgis,

Governor i.cbougsl: voes that 50,008, iu your opin-
ion, ressonably cover the expenses involved, or doss it

go beyond that?
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Governor Norris: You meen the exyense to him?

Governor iclLougal: The expence to hiu, yes.

Governor Norris: It is grossly 1in excess.
not belleve the expense to hilw would bs ,5,000.

Governor Calkins: There ic¢ one suggestion that 1
think might be msde; that is, that while we might preter
to hsve the Comptroller make the dsiense, it will be &n-
cumbent on us to derend the sxpsnaiture because the Comp-
troller could not ds=rend.it, Je ure the ones who make 1it;
he is the one gho recelvesit.

The Chsirian. I sm very uuch lmpressed by the suc-
cess thet this coumittee sesus to be rsaching in these
negotistions and, so rer ss I aw conc rneqd, 1 would be

willing to authorize them to coutinue the negotistions

slong the genersl lines indlcsted in Governor Norris'

report, and suthorize the couudttes to conclude then.
Governor Norrls. i éo not want to convey the lupres-
sion that he sgreed or intiuastsa thathe would agree, or
expressed sny sssent, to atotsl contrivution of g pprox lm-
etely .,50,00C. I only mesn to ssy thaet tnat is the ldes

of your comnmittee, snd whsther 1t will be satisfsctory to
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him or not I do not know. But I stated to the other

menbers of the committes, as e walked up the street, that

I thought we ought to opposc anybize over that
350,000,

Governor iwellborn. In csse you s gree Lo mske up the
Gsficit of 50,000, how would it do to do thst &s s tem-
porsry trade with him, not & perasnent one, SO that lster
on We could arrsnge it on the principle lnvolved, that 1is,
Just the sctual cost?

Gov ernor uar s8: I think that is a fsir gquestion.

If you will mske sn srrangement with him such s¢ you pwo-
pose, you settle ro vprinciple, snd while you may settle

on the basls of {50,000 this yesr, there it no resson why
he should not charge you ,250,000 next year. Thet is

the fundsmental trouble with the thing. It mway be the
essiest way to settle it on a temporary basis at this

time, but thst 1is no settlement. The only ssttlenent

I cen see would be where he would cherge you the sdditlonal
cost to him or to his otiice of preparing the report, and
that he should not charge snother cent.

Governor Norrls: #hen I put that argument to him

his reply wes that we wanted thew for nothing.
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Governor .orss. That wey be true, thst he would re-
ply in that way, but thet cdoes not disnge the racts at
sll.,

Governor Norris: I put this srgunent to hi., wiich
gscened to nie to be 8 feir ons. Thst the basls on which we
were psyling hii. at present ws sn utterly un sound basis,
which could not be derended on eny rule of princple tnat
his ssuéssuent sgainst the bsnks represented the ca t of
meking the sxaninstion snd was not st sll spplicsble to
rurnishing copies of reports of those exsminations to us,
beceuse the e t of those examinetions to hii. wa. just ex-
actly the ssme, whether he furnished s copy of the re-
port to us or whether he did not; but the bssis of his
price to us i1or furnishing 2 copy ought to be,~-~- that the
only scilentific priuciple on vhich to base it wes--- the
nutiber of psges that he furnisksd to us, snd his reply
to thet wss that he did not like to sell them to us by
welght. vf course th:zre hsl besn no suggestion of sell-

ing them by weight. I do not know :hst the basis I have

suggested would work out, whether - juerter of 2 cent s

page or flve cents a page, becsuse I haven't any ides of

the number of pages furniched, but it sezms to me thst 1t
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ought to be on the basis of a price per page which, at
the present time, will ylsld hiu opproximetely 50,000,

Governor worss: He has to make sdeltionsl coples,
we will sssume, shen hz irurnighes these coples to the
Federsl Reserve Bsnks, snd that is reslly all the cost
tlhere ie to it. If you settle with him on thst basis,

which msy be cesirable st this time, still you have no % e

basis ror a permsnent arrengenent or the whole uirxiculbyf\\\\\

The Chsirman: How co you reel about giving the
srrsngement the o.rearsnce of perianency, or msking it
detinitely for s period?

\

Governor rsncheri wre Chairman, I feel that 1t
ought to be s temporary mstter.

Governor Lorss: Yes, just as temporary as can be.

Goernor Calkins: If this watter 1s cottlied on the
bssis of the deficit in Jls budgset, no principle hss
besn ap:roached 2% 5ll; it is s mere compronlse.

Governor Norris: ihile cettlenient on the basls of
principle is dzsirsble, I do not think that we could make
any settlement on any prénciple that wuld be binding on
eny subse juent Comptroller. It we msce the most scizne-

tiflc, permsnent settlemsnt thset you could thlnk of today,
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snd wr. Cricgincer were to go out o oifrice tomorrow,
a new Comptroller could upset the whole thing when he
come in the day asftor.

Governor worse: That 1s the difriculty, Governor
Norrls, If you settle with him on ,50,000 ror thi: year,
next year asnother Comptroller mignt cherge you ,250,000.

Governor Norris: That is ejuclly true i1 settled
on any bssie.

Governor norss: #e should not pay anything except
actusl cost,

Governor Norris: But sctual cost 1s ejuivalent to
seying that we won't psy hin st 2il, bscause 1t wmuld be
such a trivisl amount it would not mesn enything.

Governor LOIrSE. I bellsve myself that it is s very
doubt ful scheme, our paying hiu snything, both rfrom the
conference polnt of view and rrom our point o v iew, snd
if the masttcr were msde publle, I 30 nd belleve any one

of us would have any bssle on which to stasnd tor doing it.

The Chsirman: suppose 1 go around the table and get

an expreécssion of view: framt he members of tle Confer-
ence,

Governor Seay: wr, Choirmen, I would like to sdd one
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word to the ststement which Governa Norris hss MBae,
which wes so comprshensive thst there remsins little if
anything to say. But in 2nswer toGovernor «orss I would
like to mske the caument that we begsn the interview with
a statement which Govserror Norris hass mads to you, that
we thought the metter ought to be settled upon & principle,
and we endsd the conversation with the sane remsark. We
made the statement to him that the lew contemplated, ss
we belleved, thst the expense or examination should be re-
fleeted sgeinst the Nationsl banks, and celled his atten-

tion to the fact that at present the United States Treasury
wes payling the deficiency in his oriice.

e also cslled his sttentlion to the isct that if it
wes settled upon any srbitrary basis thst any subsequent
Comptroller might eome 1h snd upset it, snd tharsfore we
took the ground thot it ought to be cettled upon some
principle. He took the ground thst he did not see that
sny principle was lnvolved; that he had something to sell
to us which was of value, snd thst it sas ror us to agree

on a price, which we did not sdmit,

Governor wcvougsl: As I uncerstand it, ths Comptrol-

ler's orfice is supyorted from two sources, one as:sessment
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wode against national banks for examlnation, s d the other
sp, ropristions from Congre:-s for the gensral expenses and
conduct of the ofiic e. If I em wrong in thst 1 would
like to be corrected.

Govsrnor Norris: Thet meons the .Jashington office.

Goverrnor wcbougal: I am not positive, but I think
the banks in Chicsgo pay as high as (16,000 for exanina-
tion. The banks in New York probsb ly pay s~ high as
30,000 for 2n examination, snd it cenot be caid that the
amount sgsessed against the bsnks of this country does not
produce a rund large enough to employ efriclient examiners
in order to tske care oi their salsries. If that 1s true,
then the difficulty comes from hils not securing sn sdejuate
sp.ropristion from Congress. Conseguently, anything
thet we might pay for these reports, over and above the
actusl cost to the depsrtuent for preparing them, far pre-
paring thst csrbon copy, would be for the purpose of take

ing care of the expensesof the operation of what you term

the #woshington ofiice, snd not ror purpose of ensbling

him to pay the ressonsble selaries to his sxaminers, or
for the purpose of siding him in waking more eiriclent

exsminations, Formerly the bank examiners were peid, 1
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think until compsratively & short time ago, at least im
New York and Chicago, the entire 2aount of the fee that
was charged to these bsnks ror sxsminatlon, and you will
reaenber whem 1t was 2 wonderfully productive office in
thet City of New York,

The Chelraan: But that was some years sgo, Governor
scuougsel,

Governor wcdougali The cost hos been incressed by
incressing the fractional percentage, based on the re-
sources or the bsnk, and there ic suple incoie from thst
Department to support the corps of exsminers, end I do

not quite see how the Comptroller can contsnd thet the

fees chsrged ror sxsmination ot the bsnks are not aode-

juate for the purpose. wsybe 1 am wrong a2bout that,

The Chsirman: Gentleuen, we ought to be moving
slong, ie perheps will have to get st this mstter agsin,

Governor Norris: wpe Chairman, I would like to say
e word in closing, with regard to whét Governor ..cbougal
has sald, I have never hed occsslon to examine the op-
propriations ror the Comptroller's ofiice, but I have no
Goubt thst the sp.ropristion is spscified, thst 1s to

say, &0 much for the salsry of the Comptroller, so mnuch
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far the ueputy Comptroller, so much fa s2lsriss of clerks,
stenographers and so forth, snd thst tle appropristion
does tske care of the cost of the .sshington Viflce. That
is all that the Government undertskes to pay or does pay,
end I imegine that those expenses ere fully met out of

the Congressionsl apprropriat ion; but the resson he 1s

short in the expense of the field force, or exsmlning

torce, according to his statement, is that while the fee s
pald in the large c¢ities where the large banks are rully
cover the expense of examining then, 2nd probsbly more,
the fees charged to the grest mscs or emall banks do not
cover, in many ceses, the cost of the exaulnation. He
sdmitted that the collsctions made in New York, Cleveland
end Chicago, and other large cities, were psrtly used in
defraying tho cost of examlnatlion of country banks.

The Chsirman: 78 will have to c¢lecuss thie guestion
once more. It ssems to me that we understand tl®» prob-
lem, It hss been dlscussed now ror over 2 y.sr. ihat
instructions do you wish to gve your commlittse, gentle-
nen?

Governor Bsiley: I sni very much impressed with ths

trading qualities of the Chairmen of this CQumuittee, snd
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I move thet they be given power to nake a contrsct the
best they can.

Governor Young: I will cecond that.

The Chsirman: A resolution ha- been masde and seconded
conferr ing power upon the committee to conclude osrrsngements
with the Comptroller.

Governor morss: Let we ask how long this present
basig would continue,

Governor Baiisy: I think it should be for one yeor,

I ani convinced of thst,

Governor wciougsl: I should like to go on record

68 being entirely willing to pay the Comptroller a fee

which will fully cover the expense of the preparation and

dellvery of these reports, and as being op.osed to paying

& charge which would be entirely used ror the purpose of
making up s defieit in the operating expenses of his dee
partment,

Governor seay: Are you willing to sssume for the
present that the expsnse o1 mrnihing the report is about
£S5 8 report?

Goverror wclougal: I am.

Governor :eay: I think we would be justified in ccne
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cluding an arrsngement on thst basls, without undertaking
to go into the metter of the asricit inhis oriice., Per-
sonally I would like to see the srrsngement cover the cur-
rent yesr,

Governor Norris: There i¢ this to be s5id about mo k-
ing it a permesnent arrangement. The Comptroller has an
option on this, If we make a long term contract and the
gitustior chenges in such s wsy &8s to make that sn insdvis-
able contract for us,elther this Comptroller o sany subse-
quent Comptrcller wlill attempt to hold us to
thst contract end clailm that there is s moral obligation,
at least, on our part to live up to it.

The Chairman: Thet is to sey, 1f 1t is an sdvantage-
ous contract for us s subseguent Comptroller could cesncel
it, and if it is o Glssdventageoue eontrast for us he csn
hold us to 1it.

Governor Norrie: nxaetly, and thersefore the shorter

the term of the agreement we nake the better.

Governa uOrss: wouldn't it have to be ra the

fiscal year of the Governaent, say the rirst a July, 1923,
or sometling o that sort?

Governor Norris: I think we had better made it for
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the flscel year, say from July 1, 1922 to July 1, 1923,

Governor worss: That would make 1t retroactive,
with regard to payments thst have alresdy been msde,

Governor Calkins: I would like to go on recorda as
expresging the view that we are justified in paylng the
cost of the report thset we receive, but that we can find
no justification for contributling for the purpose of mak-
ing up & deficit in the Comptroller's office, no metter
how that deficlt is created.

Goernor oseay: That is exactly what L was about to

propose to this conference, so that we might be in a posi-

tion to ssy to the Comptroller thst it 1is the unanlumous

opinion of the Confersnce that it would be inderfensible on
the part of the reserve banks to undertake to make up any
defieit in the revenues of hils orfice, but they recognize
thet they might justly bear the sxpense oI furnic hing the
reports, snd then let us sey thst the e&pense of the reports
is 43 per report,

The Chsirman: The caumittee has now been suthorized
or vested with power to conclude an arrengement with the
Comptroller. The caumit tee las zained, iIn s general way,

the views of the Conference, and now the juestion 1g are
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you willing to entrust tlot conmittee with this job., The
mction ﬁas been seconded.

Governor Calkins: I think forthe purpose of support-
ing the hands of the committee, and not becsuse of &y
dis trust of the eonmittee, that we should edd o me such
declaorstion ags has been made by several or ths Gov ernors
here, that is, that we are.get justlified, snd can find no
Justification for meeting a defleit of the Comptroller's
oftice. I think that should go to the committee as the
expression of this conference.

The Ghalrman: Do you offer that as an sddition to
Governor Bailley's resolution?

Governor Calkins: Yes cir.

Govermr Balley: I will accept 1it.

The Chairmen: . Gentlemen, I would hesitate to sssent
to the proposal that this arrangement be made retrosctive.
I think that weakens our position as s metter of principle,

becsuse we have already paid for the report under an ar-

rangement upon which we relied and upon which the Comptrol-

ler relied, snd I think vwe are going too fer 1n sttempting
to make it retroacdtive. If we made 1t from the current

date down to July 1, neat, for the bslsnce of the fiscal
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year, I think we would be in nwuch better position, bssed
on the gensral ground of falrness.

Governor Seay: There is one other point to which we
have not 2lluded. At the close of the interview the
juestion of the custody snd sccess to these reports was
alluded to, ond we stated that the banks, we believed, were
in sgreement with the position of the Comptroller as re-
cently taken, and set forth, I think, in a cmmunication to
New York, and that thst was the prectice in our bank, but
thet in the operation of our branches th=re was an equal
regponsibility upon the executives of the branches ss upon

the executives of the home orifics, snd that it wes very im-

portant in our opinion that in some ceses, a8t leagt--- not

in 8ll cases-=-~- the executives of the brsnches should have

28 full information in gealing withbesnks in their
territory ss had the officials at the head ofiice; but
shereas we might csll the mensger down 2nd lay these re-

gorts betror. him, or we might take these reports to the man-
ager and discuss them in full, that thst wes sn expensive
procedure, inconvenient, snd required a lot of time, and

that therefore 1f he would consider extending the scme liberty

to the msnsgers of branch banks thst he sxtended to the
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executives of the psrent bank, thst it would be advantage-
ous, He saild he would teke thst matter under considera-

t ion.

Governor Norris. and L think he rather intimated
thet he would not objJect to thst.

The Cheirman: Let us sct on the guestion o the
cost of the report first, You have & motion which suthor-
izes the conmittee to conclude nsgotistions snd to sexpress
clearly the view o this conference ss to payment wsus,
whatever it is decided to be, would be for the cost of pre-
pering and delivering the reports, and not simply to make
good o deflcit in the Comptroller's oriice, that the arrsnge-
ment shsll take effect st oncs 2nd continue until the rfirst
of next July, when it would be subject to revision. I
think I would be inclined to suggest thst it might be un-
t1l the next Conference of Governors in the fall of next
year, becsuse othsrulse we sre all up in the sir, 1f it

should either continue or dlgscontinue on the first of July--

there would khesn inconvenient interval betwesn July 1lst

snd the msking of some new srrangsment.
Governor wmorss. vhy not nake 1t subject to revision

8t each Governors Conference?
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Governor Balley: I will sccept that.

The Chalrman: Then the motion would be to suthorize
the conmittee to concluie sn srrsngement with the Conmptrol-
ler, setting the price, and thet the arrsngenent be subject
to revision at each Governcors' Conference of the redersl
Reserve Benks,

Governor wcbougel: Before you zct on thet I would
like to rerer to s statement that wse made yesterdsy, that
this is a metter in which the Chelrmen o0& the Boards are

elso interested, :nc if left in this wsy 1t possibly might

be construed as neglscting to consider thelr wishes, if we

leave 1t entirely to the Governors' Conferences. It 1is
being considered in both branches of the Conterence at pre-
sent,

The Chailrman: That would make 1t until the nsxt fall
contrerence of the Governors snd Reserve aAgents,

Governor Fancher: Thst would be sround the first of
October.

Governor Norris: I imesgins the Comptroller would like
to know that the srrangement, .hstever it is, 1is golng to
continue to the end of the fiscel year, st least.

The Chalrnan: . think so.
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Governor Norris: I think with regard to the feeling
of this body as to not uwanting to mske up a deficit in hils
office, if thst 1s suggested to him I think he will say
thst he did not ask us to put # on thet basis, but would
gsy, "The bssis on which 4 wsnt to put it is the valué of

the informstion to you." He repeated that csevseral tilmes,

wes of grest

the t he had something to sell to us théﬂ
velue to us, end thst we ought to pay him what it was worth
to us.

The Chsirman: what do you wsnt to do with this reso-
lution, gentlenen?

(The resolution hsving been duly seconded, was esrried.)

The Chairman: Thet disposes of Topic A-l, under ths
heading of Credit Tresnsactions and policies, Toplc 2 is
cover-d by the report of the caw.lttee, which has been
adopted, snd the next is

3. Investments for Zfarninge.

Thet 1s suggested by Governcr Cslkins.

Governor Calkins: : I.do not think there is any neces-
sity to diccuss it rurther. It is procsbly fully covered
by the report ofthe comnmittee. iie suggested it enticipst-
ing thst i1t would be suggested by meny other banks for dis-
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cussion, but inasnuch es it B coversd by the report of the
Yommittee on Centralized operstions I do not know that there
is any further discussion necessary.

The Chairman: it will be passed, then?
Govsrnor Cslkins: It may be.
The Chsiruman: The next is

4, Polley in relation to gold imports
and money aarket,

I simply went to report to the Conferenee thst some
ti.e ago we got advice of sa largs lupending movement <&
gold to New York from London snd other perts of the world,
some coming fromholland, some indirectly from Scendansvia

end some from Yreece, snd there wes 8 suggestion at one

time that we might get some Germarn gold. Thsrefore we

have underteken, ss a mstter of policy, in the New York
Benk, to endsavor to continue liquidation of our own invest-
nents, of course having betfore us the picture of the en-
tire investment sccount, st o rate which would at lesst
offset the esfrects of these further gold inports, the idesa
being that we had no powsr to srrest an expension ofbank
loens and deposlts csused by gold imports, except by otff-
setting that gold by liguidation of our own investments.

That 1s one of the factors that I think should enter into
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the deliberatlions of this Committse in making recosmsnda-
tions sbout the lnvestment policy of the reserve banks, and
not only that, but in ord r that we may avold the constant
recurrence, week after week, of an increase in the gold
holdings, we have been grsdually d¥ tributing gold snd
gold certifticstes in New York, and we have not been sble to
keep apace with the additions to our gold reserve, but we
have prewmented a rsesther spectacular increase in the amount
of gold which we hold in our reserves, snd which results
in quite a good nieny gold certiricates being in circula-

tion in New York, I think the net result of it has been

rather satis fsctory, beceuse 1t has eliminated the feeling

thet there is sny dif rerence between one and another kind
of paper money.

Governor worss: «ould 1t be proper for you to tell
us the reasons why this flow of gold canes here at the pre-
sent tinie?

The Chsirmen: Well, there are az variety of reasons.
There have been sone special trsncsactions, ss you know, in
gold, the exact nature snd detall of which I am not awsre
of, which have csused some shipments, The gold coming

from Greece was furnished by the Basnk of England, snd I
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gether thot 1t was s part of the operation to pay interest
on the British debt to our government. Then a consider-
sble amount of gold came in that waes directly shippsd from
London in ord:¢r to maeke these payments, snd 1f you will
watch the Bank of England stateuents, you will see thet it
has been tsken partly from the currencyobo. reserve, snd
partly rrom the reserve of the Bank of knglend. They take
en squal smount irom both reserves when thess shipments

are made, The other gold shipnisnts are those which we gst

intermittently rrouw couth Afriea, #hen Indis 1is not able

to buy that g ld in competition with the exchange houses
that are handling it ror New York, that is, the Locndon and
New York benkers. But there has been gquites large move-
ment 2lready, ond it shows every evidence of continuing.
Governor Fsncher: Is the re any Indication that same
of the gold is for investment; the gold rroudolland, for
instsnce? Is there .some invsstaent gold conming here?
The Chairian: A8 8 mstter oi fact, the gold thst is
coming rromHolland originelly cawe 1row Austria, and I
strongly suspect,zlthough I do not know, thst it wes gold
received in connection with some temporsryrelief loans

which were probasbly mscde by the bsnks of the Netherlsnds,




tirough Lutch bankers, st a tiane ihen Austris vwss in = very
aemprallzed condition. There weérs two con.id.rable shi -
sments of austrian crowne, which cswe irow Amsterdam. Those,
by the way, were shipped direct to us. Hsd they srrived
when you leit, ..r* Harrison?

wr, Harrison: They had not come in -hen I lert New
York.

Goverror rancher: Gold in ths form of Austrisn crowns?

The Cheirman: Yes. There ic no sction necessaryto
be tsken on this matter, 1 msrely wantedfto report whst was
going on becsuse it had sn efrect upon our investment pol-
icy.

The next topile under Credait Transcetions snd Relstions
is No« 5.

5. Purchase oi eichenge.
Thst was =subwitted by oan frsceigeo.
Gov ernor valkins: The only point is ss to shat is

being done by eome 01 the other bsnks.. None of the sastern

bsnke, Nev York, Boston and Philscelphia, sre intsrested,

but the result of some fraguentary injuiries vhich were nade
indicsted that some of the banks were buying sxchsnge.

The Cheiruan: Forecign exchange?
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Governor Calking: No, dowmsstlc e:change, exchsnge on
New York, both tclegraphic and mail. ie werse be lng linpor-
tuned o1l the tine, snd if there hse been any relaxing in
that respect, I would like to know what 1ls belng dcone, wlth
regerd to Clevelend, ..inneaspolis, Chicsgo, ot. Louls and
Kensag City.
Governor rancher: Speaking ror Clevelsnd, we are nut
buying trencfers at sll, either msil or wWire:
Governor Calkins. You have rscently discontinued?
Governor tancher: Yes.
Governor Young. wminnespolls sterped purchssing mell
trensrers in February, 1921.
Governor Calkins: How about telegrephlc trsn:srsrs?

Governor Young: The bsnks wire thelr New York core-

respondents to put funds into us, but w2 do ndt buy them st

ell.
The Chalrman: There i& no juotstion in exchsenge?
Governor Young: No.
Governor Calkins: Lo you give credit ror wire trans-
fers before you sre advised?
Governor Young: No, »e do not.

Governor Calkins: We have 2 situstion thaf is not
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comparsble to thet in sny other bank, owing tc the diirfer-
ence in tine,

Governor wmcbougsl: +¢ do not mske any purchssss of
msll exchuange. We handle wire tresnsfers, but not for
profit,

The Chsirnan: Is that sutficient, Governor Calkins?

Governor Calkius: Tew, san Frencisco does nd buy
wire or mall transfers. It haos discontinued it absolutely,

but will probably relax its ssverity in the near future with

regard to wire trsnsfers. The bsnks in =sn ‘ranciseo,

-

owlng to the 1act that San francisco mekes settlement for
the entire coast, find it cifrralt to mske sdjustiuents,
owing to the ditfferencs in time between New Yorx 2nd San
Frencisco, snd they therefore d-sire us to give credit todsy
for & tresnsfer thvt will be efrective tonorrow.

The Cheirian: Are you golng to charge them for it?

Governor Calking: we certainly wlll charge them ior
it, sn interest rate or o re:zerve psnalty rste. It coesn't
mske eny diiference which it is,

Governor ..clougal: Then you sre buying?

Governor Calkins: we are not. “e haven't done it

for two years, but we are golng to begin to do it agsin.
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The Cho2irman: Then, sre you rcady to proceed with
the next tople?
Governor Calkins: I am, «r, Chairman.

The Che iruan: You Go nat decire any action on this

topie?

Governor Calkins: No.
The Chsiruman: The next item under Credit Transac-
tions snd Policy is Topic B.
B - Interpretation of "borrower" section 13,
Fecderal nessrve Act, Liuiting awount
which bkederal hKeserve panks iway redis-
count ror any one bank.
That topie is suggested by michiond, for ulscusslon,
Governor Jeay: wre Chairman, this is gqulte an lu-
portant matter, from our point of view, snd, judging from
the allusion by Vice Governor Plstt to the mstter on the
program, it 1s quite =n isportant matter rrom the Bosrd's
Point of view,
The Chsirawan: wid Governor Platt put that on the
program?
Governor besy:  No, but he slluded, in referring to

our own program, to the fsct that there were some lmportsnt

matters before the Conferenee ror discussion, one of which
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wag thils subject, Therefore 1 an gulte coniicent thst the
Board viewse it a:- sn important mstter, snd vwe therefore may
have to deal with it in some ceteil.

I willl state thst our purpose in bringing the mstter
up is to find the practice of the other redc¢rsl reserve
benks in this pasrticuler, end to get their construct ion,
or the construction of thelr own counsel, as tothe meaning
of the word “borrower" ss used.

It is therefors necessery, wur, Cheirmesn, to ssy how the
subject sarose. i#e have a little bank inthe Velley which
sends us certain cattle psper, thst is, casttle paper dis-
counted by that bonk for s cattle desler, vsrlous not es
endorsed by the caottle deséler. They send us an smount,
bearing the endorsement of the cattle d=zsler, equal to ten
per cent of their cepitasl snd surplus. e took the view
thet we could not, under the recd:sral reserve Act ae we ine
terpreted it, discount an account bearing the endorssient

of & cattle desler, who obts ined tlre ifunds rrom s member

benk, greater then ten per cent oi the capitsl snd eurplus

of the member bank. The President of thst bsnk made s
vislt to iWeshington to get the opinion or construction of

the Federal heserve Bosrd with reference to the sction of
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the Richmond bank, and ac a result & a very lengthy cor-
respondsnée, in which the mstter was thoroughly gne into,
Vice Governor Platt wrote s letter to the Ruwc huond Bank,
the concluding paragraph of which 1s ss follous:

You are sdvised, also, thet in determining the smunt
of notes, drsfts and bills besring the signature or endorse-
ment of any one borrower which the Fed:<rsl reserve bank
may legally rediscount ror any ons& meuber bank, the nsker
of the note should be consldsr d the borro&er unless it ap-
pears that he 1s scconwodation msker, in which event the
endorser who recelves the benefit of the loen should be con-
sidered the borro.er".

That 1s precisely opposite to the construction which

we have placed upon vection 5200 or the Ststute snd section

13 of the Federal Reserve act, That, theretfore, raises

& veryluportent guestion, which we. nec ssary to be pursued
by correspondsnce, and we called the attention of the Board
to certsin of its rulings which we thought were contrary;
to this psrsgraph in Governor :1latt's letter. The metter
is now before the Board, snd I wss handsd by &x Governor
Hemlin a conclusion he had reachecd, but I do not know that

I em at liberty to present thst conclusion to the confereuce,
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since it 1s marked confidentisl. I there fore wilill hsve

to present it upon the cofresponaence which hss taken

place between the Board and our benk.

i would like to ask shether the obher learral reseree
banks interpret the word “borrower” sccording to the fsets
in the csse; that 1s, whetler the endorser may not in fact
be the borrower from the benk, or wshether, in polint of
fact, in busine.s paper, the maker of the note is regsrded
as the borrower. This matter was aiscussed somewhat at
the Boston Group Conference, and those membsrs who were
present at that group contferenc: were rejuested to obtain

the opinions of their counsel aith refersnce to the inter-

. pretation of the word “borrower" undsr Section 12 of the

act, I do not know whether I hsve made it entirely clesr
in this briefpresentation, but I wanted to maske it sz brler
8s possible, becesuse I feel that it will be nec=ssary to
take it up later in detsil, unless there is sowe unsnimity
of opinion among the Federal reserve banks wi h respeect to
the proper interpretstion of the word,

The Chairman: Governor zeay, is 1t no% really 2
gusstion of the legal interpretation of the statute?

Governor Sesay: I think it is.
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The Chalirmean: I would not want to express sny opin=-
ion on it without asking my counsel to advise me,

Governor ceay: # hile 1t 1s, I assumue we can all per=-
haps state the practice of our banks 1in desling with matters
of this cherscter, snd I presuwe the practice of the banks
in dealing with them is based upon either their own construc-
tion, the construction of their exscutive ofricgrs, or th
opinion of their counsel. Therefore, 1f we find out what
the prsctice of the banks is in dealing with the motter
wlll we not get a good idea of what ths interpretstion of the
matter ie in the respective banks. dhat I would like par-
ticularly to know 1s what the other banks are doing in this

matter,

The Chsirman: vur counsel in New York concurs with

the Bosrd's position in the mstter, and L think the inter-
pretation or the lsw by the counsel ror the Board is correct.
Governor seay: Heve you been following that proctice?
The Chairmsn: I do not think ths guestion ha: bem
before us in New York.
Governor ..cbougsl: I can sey that in the case clted
by Governor seay, that our bank would be governed by the

msker and not by the endorser.




The Che irmen: That 1s our prsctice.

Governor .ellborn: I was 8 menber of the Boston Con-
ferencs, but 1 did not express an opinion. I have here
the opinion & our counsel. He says, ".y opinion 1s bsased
upon the fsct thet I do not regera thes payee who uis counts
the same with the member bsnk ss belng, in lasw, 2 borrower
from said bank." That he is not legslly regarded ss the
borrower, in which zvent the paper in guestion would not
be siltin the terms of the restrietion, even though tiz saggre-
gate of the psper bearing his endorssment and orrered to
you ror rediscount upon the endursement of the menber bank,

niight be ten per cent of the uniupalred cspitsl snd surplus

of the bank, I regard the maker of the note sz:c the bor-

rower, I would like to hsve thils opinion go into the
record.

(The opirion referred to is ss follows:)

"You have asked ay oplunion concerning the rfolloiing
jquestion, namely: ﬁhether_ar not ths restrietion embodled
in sSection 12 of the Fedsrsl Keserve Act, to the sfiect that
the various Federal Recerve Banks are prohibited rrom dis-
counting notes, crafts, bllls, ete., uhere the aggregste

of such notes, drafts and bills bearing the signature or
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endorsement of sny one borrcwer, i hether a person, fim,
‘comyany or corporation, re-discounted for eny one baonk,
‘shall at sny one time exceed 10% or the uniupaired capital
and¢ surplus of such bank, ste., is spplicsble to certain
notes submitted by a member bsnk heving clrferent uskers
but endorsed by one person. I under.tand thst gll o the
notes are made by alfterent parties but to the order of
the same person, snd are all endorsed by the psyee ond dis-
counted by him with the member bank submitting the same
for re-discount to the ifederal Reserve Bank of Atlanta.

In my opinion, these notes, agescribed as sbove, would‘
not be within the inhibition of thst portlon a woection 13
sbove referred to. The rest ciction embodied in that sec-
tion forbids, in terms, the discount by the Federal Reserve
Renk of notes upon the endorsement of member banks where
the sggregate of such notes, .rafts and bills, bearing

the signature or encorsement oi any one borroser, ete.,

may exceed 10% of the uniipalred cepitel and surplus of
>
ssid bank, ete. iy opinion 1s based upon the fact that I

do not regerd the payee who Giscounts the sane with the
member bank as being, in law, & borrower irom said bank.,

it he be not legally regarded as a bcrrower, then the paper
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i1n guestion .ould not be within the terms of the restric-
tion, even though the sggregate of the psper besring his
endorsement and orfered to you for re-ciscount upon the
encorsement of the member bank, uight exceed 10% or the
uningalred capital and surplus of ssid bank.

The asbove 1s the logical construction of ths psara-
graéh rererred to, giving to the term “borrower' its ususl
and custonary mesning, The fact thst the restr&ction was
intended to 2prly to the psper oi borrowers only is indicsat-
ed, furthermore, by the legislative hi tory or the seetion
in guestion. Originally this portion of the Act resd ses
follows:

"The agzgregate of such notes snd bills beering

the signature or indorsement of any one person,

compan&, firm or corporation rediscounted for sny

one bank shall at no tiue excssd ten per centum of

the uninpaired capital and surplus of said bank", ete.
The section a: originally enscted hss basn s.ended by
striking the phrase "sny one perscn” and substituting in
lieu thereof the phrase “asny one borrcwer". This siend-

ment, in my opinion, incicetes o legislstive intent to

linit the restriction only to paper owned by the member
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bank snd mede by .ne uho borrows noney frou sald bank.
I do not regard a men whe aiscounts psper with 2 bank, pss-
sing title thereto by sndorsement, s& being s borrowsr,
In legel efrect he is:@elling something to tue uic counting
bank, although, of course, unlecs the é¢ndorsement be witﬁ—
out recourse, he becomes lisble by virtue of his endorse-
ment to the discounting bank ror the full auwount oif the
paper so discounted.

In erriving st the sbove < cision I have concidered
your letter of June 25th to wr “arding, asking for s
construction of the portion of the section guoted, with
perticulsr reference to the case whers sepsrate snd distinct
borrowers make notes running cirectly to s niember bsnk,

which sald notes bear the ssme individual encorsemsnts,

together with wr Lerding's reply of June 28th to you.

1 think that unquestionsbly the declslon resched by ..r.
harding, ss embudled in his lstter of June & th is sound,
snd belleve, furthermore, thst the srinciple upon which he
based hiz declslon, lougicslly cevsloped, would sustain

the conclusions which I hsve resched upon the psrticulsr

question presented herein.®
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Govermor ceay: I would like to ssy that we have the
opinion of the former counsel of the Board, wuich appears
to us to be exzetly contrary. At one time, in 1918, we
gubniitted the matter to wr. Elliott, then counsel ror the
Board, end he replied with his opinion, whlch ¥k exaetly
contrary to thst of the present counsel of the Boarda, snc

thet of the counsel of yow bsnk. He says:

"The provision to which you csll sttention in Section

5200, thst such psper 'shall not be considered ss money
borrowed' can only be interpreted to mesn that it shall not
be considered as noney borrowed within the meaning of that
particular section, snd csn have no reference to the limita-
" tions imposed by 2n entirely separste Act, In other words,
we cannot resd into Section 13 any part of sSection 8500.
Section 5200 deals exclusively with the 1lialilities of per-
sons to nationel banks, wheress, thst psrt of section 13
und .r consideretion rerers expressiy to lisbill ies of
member banks to Federal reserve banks. The two statutes
must necessarlly be considered indspendently.”
Then he says further that hLe sgrees entirely with
the construetion and position tsken by the Richmond Bsnk

in the matter.
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The Cha irman; ir, harrison, who has been counsel for
the Board in the past, ond is s member of the Eliglbility
vonmittee of the New York Besnk, hss been all over this, I
think, with the Bosrd's counsel and with our own counsel in
New York, and he 1s very clearly of the opinion thet the
provisions of sectlion 5200 ap:ly to the meker of the note

except in the case of accomoffiation meker,

snd not to the endorser, not the payee/ There 1s another
very practical consideration involved in this, snd that
is that the interjretation given by the Board 1s a brosder
one, spia rently, than the one which your counsel glves,
end onthe whole I am in ravor of broad interpretations of

the statute.

Goverror HLOISS: ias thet decision gilven you by the

Board distributed to the reserve banks?

Governor ceay: No. The Board has not promulgeted

The Chsirian: shat ie the objsction to sdppting the
Boerd's ruling, which ic certsinly tevorable to the borrow-
ing bank?

Governor GLeay: I do not know thst it is favorsble
to the borrcwing bank, or that it will work out in practice

as well as 1t W 11 the other way. For instsnce, let us




311
take the csse of a cattle desler; we will tske it that
there 1s one buyer of cettle who will buy from two aif fer-
ent cattle aeslers snd froi. each cattle desler he will buy
to sn awount that does not equsl the tén @ r cent a the
cepitsl and surplus of the member bank, but the combined
purchesses from thé two will be in sxcsss of it. vne cattle
d sler msy offer w the paper, and w2 ¢an rediscount it for
him, but if the other csttle dz2sler oifers us the psper
we would not be able to touch it; wheress 1if they were
separated, we might discount fror one csttle aealer ;5,000
worth of paper and tfor ths other csattle desler 5,000 worth
of paper. But if you take the endorsezr, he could not
¢l scount the second psper st asll; I mesn to ssy, if you
teke into account tihe maker; but if you take into secount
the endorser, the endorser being two sepesrate and dis tinot

persons, we could ¢k count both pisecess of psper. But if

the meker is to be regarded as the borrower, we csnnot

teke 1it,.

I would like to ssk iIfr those mambsesrs of the group con-
teresnce who vere rejuested to ssk thelr counsel to report
on this mstter, have secured a report, and if so thst they

be permitted to give it to this meeting, and also thst you
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ask what the practice of the other banks 1s in this parti-
cular?

Governor Bailey: We take the signer of the note.

Governor Young: ie do the same thing,

Governor Norris: Qur prasctice has slways been to
regard the party who cbtained the loan or advancq\from the
bank 8s the borrower, whether he ws- the sndorser or msker,
snd while I have not the written opinlon of our counsel,
he told me just before he left Philadelphia-thet his opin-
1on was that thet was the correct interpretation of the
word “borrower",

Govermor oeay: That is sxaetly our ground and exact-
ly the opinion of our counsel., or otherwise we muld not
undertand why the wcras were uced in the statute ss they
are used, There would be no occssion to use them,

Governor Norris: It sceme to me it is the only rea-
sonable interpretation you csn give to the word “borrower'.

Governor Ceay: It is s juestion orf fact as to who
is the borrcower, snd there is no other reawnsble interpre-
tetion to place on section 5200 of the statutes in our
judgment .,

Governa wmOYsSs: I wes 2 membsr of the Uroup Conter-
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ence referred to, send I havehsre quite 8 long opinion frou
our counsel on this question, which caue yestsrday. He
begins by ssying thet it 1s s very dif riculy question snd
very essy to have s ¢lifer:zneence oi opinion. I have run
over it here rsther hastily snd 1 judge thst his opinion
is that the actual berrower is the one to be couslcerec,
whether he be the eniorsesz:r or the usker.

Governor fellborn. I have slrzady placed the opinion
of my counsel in the record. It is casted ~epteuber 1919
snd we haeve been scting on it ever since.

Governor seay. It is a fact, however, thst the opine-
ifon holde thst the msker of the note is the borroaer.

Governor .ellborn: Yes. He csys the payee csninot
be consicered 28 the borrower,

The Chsirman: There seemg Lo be a diiference of
opinion zrong ths various nembers of the bar cn this matter.

Governor seay: Let me‘quote half s dozen lines froi

s ruling of the Board in rscpect to this mstter, ss pub-

lished in the Bulletin for 1919, Volu.e 5, page 1157, vhich

winds up by & ying, "In the case s-swued, thereiore, the
Federal Reserve Bank might lawiully rediscount all of tre

bills of exchaenge drewn sgeinst sctuslly existing velues and
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sn smount of the straight losns ond commercisl or business
peper sggregating not more than ten per cent of the capital
snd surglus of the meuwber bank. Hed the straight loans

in the case described sbove excceded the ten per cent limit,
the Fedsral Reserve Bsnk could not have rediscounted for
thet menber bank sny of the paper of that customer, ihether
strsight losns, bills of ezchenge drawn egeinst sctusl
existing velues, or commercial or business peper.,"

This is dlametrically opposed to the oplnione--

The Cheirman: But what sction do you want taken on
it. de cannot rendera legal opinion and the legal opin-
lons sppear to be (divided?

Governor Sesy: If you would go eround the table on
it 1t would satisty us;

Governor Biggs: I have no opinion from our counsel,
but we look on the maker of the note as the berrower,

Governor Fencher: We have not ref:erred the mstter to
our attorney but it has bsen our practice to look on the
msker a. the borrower,

Governor Calkins: #e have had 2 long continued dis-

cussion and there will be made more cdiscusslonsabout this

matter, becsuse it will srise in connection with operations
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ot cooperstive maerket associzc tions, but 1t seems to me
there 1s no sscape, the opinions of counsel to the contrary,
fromn: the conclusion theat “"borrower" nesns borrower, snd that
the borrower nsy either be the signer of the note or the
endorser of the note, and that 1f we are to be held to e

strict interprstation of the law we will hseve to be held
to that interpretation of it, I think this is one of
the things upon which we should have s definite ruling

from the rederal Heserve Board. It is a difficult gues-
tion and the eounsel of the various banks do disagree in
regard to 1it. The guestlon is too dirilcult for a laymen
to interpr et. The quect ion recently arose in our dis trict
in tronsactions in which the Northwest +Wheat Growers Asso=
cie tion was involved. I think the Bosrd should be request-
ed to rule upon it.

Governor u“sllborn: There are two sentences in the
opinion oi our counsel which are ss follows. “I do not
regard & man who dlscounts psper with a bank, pessing title
tiiereto by endorsement, ss being a borrower. In legal
efifect he ls selllng something tothe dis counting bank,

slthough, of cource, unle:s the endorsement be without re-

course, he becowes liabi# by virtue of his endorsement to




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

316
the discounting bank tfor the rull smount of the psper so
digcounted,"

Governor cseay: Is it not the practlce of bsnks uni-
versally to grant certsin lines of credit to their custoners
who offer them their own bille, notes and so rorth? uon't
they count, and don't the examiners of the Conptroller's
orfice count the lins extended to the encorser ss the limit
to which thet bank is perwitted to go?

Goverrnor ..cbhougal: They do not.

Governor Cslkins: Nb, this is commercisl psper
sctually owned.

Governor .orss: I ¢o not see anythling to it except
to follow the suggestioh made by Governor Calkins thst
the Board be reguested to rule upon it.

Governor :-say: I would like to csll asttention to
enother ruling of the Bosrd, to which our counsel cslls
attention, published in Voluwie 4, psge 520 of the Bulletin,

in which he contends thsat the Boerd sdopted the view thst

the word borrower" neans “customsr of the member bank",

Governor ..cuougal: That 1s pretty derinite.
The Chsairian: A8 I understand it, Governor, teay,

you ask that no action be tsken on this topic?
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Govsrnor weay: The opinlon has been expressed by
some of the governors thst ss ths mstter is of such import-
ence it would require an opinion by the Board to settle it,
end it probably will, snd I presume thLst sftsr our corres-
ponuence is concluded, the Bosrd will publish its ruling
in the matter, and I think we will esk them to Go so, be-
couse I think the opinion of counsel scems to be just sbout
divided. There 1s 5 grest deal thst csn be £sid on both
sices. e feel thet we are right sbout the matter snd
other counsel feel that thsy are right sbout the matter,
snd the Board will heve to come im snddeci.s 1it,

The Chéeirman: In previous similar ceses they have
sgked the Board, in sffect, to meke s tentstive ruling for
submission to the reserve banks In order thst they may
heve the ruling snd the oplnion of counsel of the RBoard
looked over by their cown counsel, pspers being submitted
in support oi their dirferent po:itions taken by the banks.

You will recsll vie had thet berfore us in en lnportsnt mst-

ter conneeted with the Collection .ystem, as I recall it.

Governor Seay: I think that would be cesirsble,
rather than to pass it on with eimply e discussion.

Governor Calkins: This is a very importent matter,
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8 very vitel mastter, and while it 1ls very desirable, and
perheps will be necescary, to have s formel rullng by the
Bosrd on it, I think it wWould be very undesirable to hsve
snap judgnent by the Bosrd or anybody clse. The matter
should be fully reviewed 2nd no dsterminatlion resched uptil
it has been fully reviewed. It the procedure i¢ to ask
the bosrd for a tentetive opinion, to be submitted to coun-
sel ot the varlous banks snd die cussed on the bssis of &
tentstive oplinion, I can see no objection to that.

The Chairman: Thst is the ides I had in mind,

Governor Cslking: But unless we are going to follow
that suggestion I think the mstter should be submitted by

each bsnk to 1its counsel, and Giscussed at th: next con-

ferencs of Governors, becasuse it 1s submitted to the Board.

Governor ceay: I will agree to that., 1Ir the Board
takes the position that it will be nscessary, in view of
the iact that the mstter is so open to dirfrferences of
opinion, it appears to me that bsrore the Bosrc resches a
final conclusion to promulgate the ruling, it might tske
into cons<l deration the opinions of counsel ror the several
banks,

The Chairmen: Will you submit s resolution thst will
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enibody your 1ldeas?

Gover ror seay: I make s motion thet the Governors
here present rejuest their own counsel to write sn opinion
upon thies metter and transmit it to the Bosrd.

The Cheirman: But in the nesntiue you nay have the
Board's ruling, snd had better address & rejuest to the
Bosrd to hold wup their ruling. They hsve slready given
en opinion on it end that opinicn msy #He distributed in the
next Bulletin.

Governor seay: I would like to re;usst the Board
not to meke & ruling upon thie subject until counsel ior
the various banks hsve had opportunity to exsiine into it
snd submit their opinions on the matter,

The Chalrman: You offer thst =zs s resolution?

Governor ceay: Yes.

The Chairman: Gentleren, you have hesrd the resclu-

tion, which is that the Gonicrencere juest the Fsderal Re-

serve Bosrd to make no rullng dsrining the word “borrower",

which sproars in Topic l-B oi the rogram, until counselior
the reserve bsnks have had oprurtunity to submit their views
in writing to the fedsral Keserve Board. #hat is your

pleasure?




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

Governor Young: I will second thet.
(The notion, hev ing been duly seconued, wss cerried.)
The Cnelrman: we have one or two rsports to submit.

The first is the report of the Chalmuan of the General

Cormittee on Bsnkers Acceptsnces, which coiwittee is come

posed of officers of the Federal reserve banks. This re-
port may be rec:ived without sction. It 1s sluply & re-
port of the proceeuings of e committee of oificers of the

reserve banks, which is & subcomwittes, really, of this neet-

'ing.

(The report rersrred to will be found st the end of
this record, beginning at page ‘)

The Chsirman: The next report ies thet of the otand-
ing Committee on opeh Bill msrket Conditions and Opera-
tions, which i1s submittsd by Governor #ancher. Lo you
wish any sction on this report, Governor fsncher?

Governor Fancher: Only that it be received and made
a pert of the record.

The Chsirman: It is moved snd seconded thset this
report be msde s sart of the record.

(The notion, belng duly seconded, Was carried.)

(The report referred to is ss follows:)
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REFORT OF THE STANLDING CO.wITT-E ON OPEN BILL

ARKET CUNDITIONS ARD OP:LKRATIONS TO THE CUNrERe

&NCE OF GUVERNGRSOF ThE phusKRAL abohRVE BANKS,

Since its last report to the contfzr.nce in way, 1922,
yocw oonmittee hes continued to receive weekly swuuaries
of repcorts made to the coumittee by most of ths Federal re=-
serve banks, some bsnks not rzporting, snd mothly summusries
of such reports have continued to be issued by your con=
mittee to the govermor of each Federal reserve bank snd
to the division of Anslysis snd kesearch of the redsral
Reserve Board,

In its l2st report the coumittee referred to the de-
crease in the volume of bills coutstandiny to sn smount
estimsted in rebrusry, 1922, st 555,000,000 snd your
conmittece belleves thst substontially this voluwe hse eon-
tinued to remain outstanding since thst cate but the char-
scter of bills composing thet voluwe hss continwec¢ to re-

ilect the reversion to bsuk losuns frowm scceptance creuits

by more users of credlt in douestie lines snd it is be-

lieved by your o mmittese thet the volume of bills now out-
ctesnding conforns more gensrally with the treditionsl
uses of benkers ace:ptance eredit thsen st sny tiue

since 1915. ~ome juickening of tracde with South Americs,
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substentisl increasse of iuports tfrom the vrient snd heavier
movements of sugsr iluports have proviced the principsl
pases for the incressed proportion of oversess bills thst
has substantielly orrfset the dscressed donectis use of ac-
ceptance credit.

The new regulations have been psrticularly helprul
in thie regard snd your coumlttes bellc ves are operating
with catis fsetion to bsnkers snd users or credit slike,

The volume of dollsr exchsnge bills hss decressed with
the improved condition of swuth amerlcen exchaiiges end the
resunpticn of lerger exports of cousoGities frou those
countries.

within the period covered by this report, opsn

market rates for bille ceclined to 3% 1n June znd July,

with exceptionsl :cales at 2-7/8%. The Zz rate obtsined

juite gensrelly throughout the months of July and August
and was permitted principslly by the continusd demsnd of
foreign purchacers snd the relative low rstes oi short
cated Trea wury Certiilcates. .urlng the lstter halr of
August, however, rates of Treasury certiiicates advsnced
to higher levels snd soie chenges in the employnent of

foreign monies were noticed which resulted 1in decressed
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cemand from foreign investors fur scceptsnces. Under these
circumstances the bill merket received more bills than it
could dispoce of st the estsblishea rste snd snh advance
in rates was indicsted ag necessary to preserve a distri-
bution of bills to investors. Fedsral resserve banks, in
aesisting the market to higher levels acguired substantial
increased in their bill portfolivs but opsratsd in suckh

8 way 8s to avoid making drastic sdvsnces nscessary ot
any one time, permitting the deslers snd dic count house
to continue to scconwodate the new bills coming to the
merket at grodually sd¢vancing rates without unwieldy in-

cresses in thelr own portiolios. =oie private buying wss

encountered st 3%, nore at 3-3/8 and at 3-1/2, the rate

st the time of writing this rsport, There sppsars s
likelihood of a rather errectlve censnd, cspecislly ss
short Gated Tressury certiil ates sre now selling st or
sbout that level and roreign buylng is sgesin sssuming niore
substantisl voluwe.

buring the entire perlod covered by this report the
bill merket in Loncdon hses been ju-ted substentislly at 23%
for 90=-dsy bills. The comuittee 1s sdvised thst tne sup-
ply of bankers bills in the London merkst ls very limit=d

sand at & low ebb, sccompanied by sn slmost sntire sbsence
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of comuereisl bills. It coes aprrehend that the rates
now obtaining in this country, say l% sbove the London
discount rate, will materislly or sdversely sitrzct the use
of American dollsr erecit in our oversess trade, poerticulsr-
ly in view of the uncertsinties regarding the rates of
forelgn exchenge at thissesson snd in view of conditions
in Europe.

Your committee, therefurse, :e&coiiends tlist the policy
of Yedersl reserve bsnks at the present tlie should not
be todepress the ratss establi:Leé in the Aserican di scount
market either by sezking to incresse thelr lnveskments
trrough the bill awsrket or supporting 8 rste artiriclally

low, but on the other hend thst their policy should be to

continue to sssitt snd supgort the market to and st aich

ressonsble levels of rates ss will csuse 5 ulider distri-
bution of new bills snong bsnks snd other investors but
not to allow the rat s to sdvsnce alsproportionstsly to
rates for cauusreiel paper and Treasury certifkates.

C. A. mOIes

L. 1. Kengel

ze Re. Fancher, Chsx msn.

The Chalirusn, Now, gentleaen, we have one or two

metters subnitted to us which sre not on the progran.
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The Secretsry of the Conference ol Federal Reserve
“gents sdvises me that thelr cdonrerence hes referred to
us ror sction a topic which wes subailtted by the red:rsl

keserve Bosra, which is

Reinbursement of expensee incurred as
tiscal sgents for ths War rinance Corporatlion.

I imsgine they consider thet ss sn opersting mstter
that should be disposed of by this body.

Governor Calkins, way 1 ask wnethier we are going
to have & discussion with «r, Gilbert?

The Chseiruman: I have srranged to have wr, Gllbert

meet with us this sfternoon sbout rour o'clock, if that is

convenient to the meeting. 1 slso want to spologize to

Govermor Calkins for skipping his tople C, wiscount kate,
although it will come up under the discussion of the Boards
progrer on creéit.

Governor Callkins: You ncod not apologize, It may be
skipped.

The Chs irmen: dould you like to take thet up now?

Governor Calkins: No; «e will csll it psssed.

The Chsirmsni heg anyone z2ny suggestions to make
with regsrd to the tople submitted by the Bosrd, Relmburse-

went of exgense: incurred ss riscal sgents ror the Jer Fln-

ence Corporation?
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Governor Seay: Did not Vice Governor Platt state

thet one of the redersl recerve banks Lss contended thst

some overhead should be included in those sxpenses.

Governor Bailey: We mace a cleim at nKonsas City
and we niade it as s t-st clsin, ass to whether we would be
entitled to rei.bursenent ror furniching help. They made
8 partisl sllowsnce for three months snd cut out six months.
#€ contend if we are entitlsd to three months thet we are

entitled to the full six months,

Governor wcuougal: I would like to lnguire yhether
eény meibers of the Conference know exsctly whst we are to
be reinburseda tor,

The Chairmsn: iren o topic comes onto the progrsm
without previous notice to us 2nd we have no opportunity
to investigate it in detail, I em f£rank to say that e
cannot give sn :znswer ss to exactly whst the reiliburse-
ment bssis is.

Governor Cslkins: The original pod tion taken by the
birector of the .ar rinsnce Ccrporstion, as I recsll it,
was that they woulc reinburse us for sctusl out of pocket
expense snd nothing more. As to how nuch tliey may have

varied thst in soue csses I Go not know, but I s quite
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Governor 3eay: I would like to ask if Governor Caslk-
ins thinks they con custain tio t positliin, 1if the Federsl
reserve banks hold to the contrary snd desire to put in
charges for overhead. It has beesn our practice to charge
only for the actual expense.

Governor ucDougal: #nat would you include in over-
head?

Governor Seay; Part tlie of orficers who have to
supervise,

Governor wcbougal; And rent?

Governor sSeay: You might have certsin sllowance ror
oriice snd rent.

Governor Young: I think I csn state po:. itively that

our csshler st winneapolls, whor 2z is coing that wark hss

hils entire salary psid by the iar Finasnce Corporstion., I

am: quite sure that thsy are psying for tis rent snd space
they occupy. I know thst they psy for alterstions and
repairs on the old vsult, in connsction with burglar alsrms,
I know they are paying for the stationery they are using
end they are psying ror every emp loye thet is working cown

there ond paying some of our psople tor part time. We
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had some dif riculties sbout it las® October and it was set-
tled very guickly. J invited them to send 3 msn out
there to check up the expenses.

Governor seay: I w11l move, wr' Chelrman, thst each
benk which tronsacts business with the corporation sdvise
svery other Fed:zral ressrve bank of the bssis on which they

hsndle the business for the corporsticn.

Governor Bsiley: Thet includes war Finsnce and Iis-

cal ageney?

Governor seay: No, just the :iar rilnence.

Governor Balley: 4nd how sbout the rederal Land
Bank?

Governor Seey: e have nonc o that, sir.

The Chsirman: e pay their coupons forthem but 1
don't think we & nuchelise.

Governor Bailey: They send bonds up to us to have
them signed. The hesd office of the Land Bank 1g at
wichita, =nd the locosl bsnk is st Asnsas City, snd they
cend bond: up to us by the millions and tens of millions
to be signed, with inst uctions to forward them somewhere
clse, with nothing to pay for it.

Governcr Seay. We trensact a large volune of buslnes

o
ot
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with the Viar Finance Corporation. I think we have employ-
ed 13 or 14 men in the depsrtment. e have been comnellel
to take certain wen from our orticisl icrce snd trensfer
them to thet department, aud they give their tiue sxclu-
sively to 1t. They hendle some 15,000 to 20,000 iteuws
in the department, and it is quite s big depsrtment in our
bank. We have been conducting it at the present time on
the basis of charging such expensze ss we are sctuslly sub-
Jeetedto, including salaries, but we have ineluded no over-
head, no rent, or anything of that charaecter. I think 1if
the banks that sre trsnsscting the business will exchange
information with each other we could srrive at a conclu-
sion as to the basis to be charged,

The chairmsn: Governor ceay's motion is to the sf-

fect thet inasmuch &s this toplc 1is not on the progrsi. snd

we asre not prepared with full detasils of what sach bank

i doing, that each FKFederal Keserve Bank sheall make out

a8 statanent of it 8 pract ices with regard to reimburseient
of expenses incurred on sccount of the :#ar Finance Corporsa-
tion and send tlet statement to =very other Reserve Bank,
s0 thot each Fed=ral Reserve Bank will be in possessl on of

full Informastion as to what each other Reserve Bank 1is
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doing on this question of reimbursesent of thess eXy enses.
Governor ellborn: I will second thst niotion.

Governor Balley: The ssme principle would be invol-
ved 1T they were doing a lot of buslness for the rarm
land bsnks. They send a lot of bond. up there snd regis-
ter them,

The Chsirman: As I undsrstand it, Governor Bslley
would 1like to have included in the motion sluwllar informa-
tion in regard to the far.. loan sy stem,

Governor Beiley: Yes sir.

(The motion hoving been duly seconded, ws: car;isd,)

The Cheirmen: The next topic is No, 4 on ths supple-
mental list,

Bond investments by wenber banks,
The discussion of thic was suggested by Atlanta,

Riechumond snd i'‘nlladelphia st the Boston Group Conference,

eénd Governors Norris and sesy were requested to prepare _

2 memcrsndum,

Governor Norris. At s recent Group Conferencs of
the Boston, Richmond, Atlanta, end Philadelphis Banks, there
was & discusslon of the recent large increases in the in-

vestment holdings of bsnks, snd s consideration of the
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question shether 1t might not be sdvisable thzt the spuroscr.

ing Governors Conference should mske soné recou..encabion
on this subject to the Comptroller of the Currency, snd
perhaps to the various stste Superintendents of Banking.
Recent reports of ths Conptroller oi the Currenecy show la rgs
increases in the investment holdings of nationsl bsnks,
and there 1s resson to belleve thet there has been s
similar incresse in sich holdings By state benks. The
incresses shown in the Comptroller's statements sre both
in holdings of govern.ent obligations snd of other securi-
ties, and spply slike to reserve cities, Federsl neserve
Benk, or brench cities, snd "countrybsnks,"

It mey be presumed that tke banks in the lsrger cities
are intelligently msnsged snd can Paks csre of thenselves -
that their investnents ars msade sfter proper exsminstion
snd are in ressonsbly msrketsble securities. It sppeared,
however, froa tle reports made by the Govesrnors of ths
Richmond snd "hilsdelphis bsnks that this 1¢ not generslly
true of the investaents or the country benks, which have
been made lsrgely in foreign ana incustrisl bonds,ss to
which the oflicers snd dir ectors could have had very lit-

tle personsl knowledge, sud evicently relied upon the stste-
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ments of 8 bond salesman, It wsg felt thst the practice
under any circuustsnces was ¢ dangerous one - thsi coun-
try benks invested in bonds when tiere was not suriicisnt
local cdemand to sbsorb thelr funds - 2 condition usuclly
prevalling st 2 tine when interest rates were low snd bond
pricee high. These banks are in the hablt of reallizing
at leact 6% on their local investménts, ané theretfore
bought only bonds netting then 6% or more, which sre not
ordinsrily high-grade iarketable bonds. The bonds so
purchased they hold until the locel cemand for funds agoin
becomes good, which is ordinsrily at s time of higher retes
snd lower bond pricss. They are therefore confronted

st thet time with the two slternstives of either celling

their bonds at o los:, or borrowing from the réderal ///

Keserve Benk to meet thelr locsl Gemands. ,
khile the mmctice i objsctionsble becsuse of theSGS\\\\\\\

general consl :rations, it is still more cblectionsble

N\
\

becsuse of the way in which it is ordinarily done. The

directors of these bsnks ore generol ly fermers or small

merchents, eluost sntirely ignorsnt of the principles of
investment, snd the buying of bonds is slmest sntirely

within the Giscistion of the presidsnt or csshier. He

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




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

333
ordinarily buys from some bond sslesman, who mey occasion-
8lly be a men with o conscience, reslizing the responsibil-
ity atteched to his recaumendations, but k& , unfortunately,
nore often interested in selling those bonds upon which he
realizes the largest profit or comwlssion, ihile no
Governor present was prepared to submit sny evic:nce to
substantlate any such charge, there wass gensrsl suspicion
that in many ceses purchases of bonds were made ei her on
the basls of a division of the euwission, or ss & metter
of personal friendshlp or good fellouship. The feellng
was 80 general that this praectice represents a real menace
to the interests of country banks, end of the local can-
munities which they serve, thst it wa: voted thst the matter
be referred to th: Conference, end that the Gov ernors of
the Richmond and Philacdelphis banks be requested to prepare
¢ memorandum on the subject.

Governor Seay slludsd to psrticular conditions sxist-
ing in his distriet which we had not noted, and doubtless
he has prepared his memorsndum,

Governor Seay: As I understood the purpose of the

inquiry, it was to aid in formstion of orinion or eid in

deternining sc to whether it is desirable that sny restric-
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tion should be plsced upon the investment by bsaking insti-
tutions of their funds in proui scucus bonds. I confess
I zm uneble to arrive at a2 conclusion thet 2ny cftective
control csn be exercised, snd I auw very dublous as to the
wisdon of sttempting to exercise any control, slthough it
is very 1lagrontly abuced.

We know thet s few years ago the Comptroller d-termin-
ed that nationsl banks should not invest anything in stocks,
but that they might invest in bonds, ond no limlt wa.
plsced upon the inv:stment in bonds.

Now, I csn glve some 1llustrat lons. There was one
bsnk in the city which wses a very heavy borrower from us
with a8 cspital of s million dollars end & surplus of

+800,000, snd it has 1,044,000 invested in bonds other

“thsn United states boncs. snother bank in the same place,

with o capitsl of ,200,000 and s surplus of (300,000 has

746,000 invested in bonds other then United States bonds.
Governor Young: Are they borrowers from you now?
Governor oceay: Not at the noment, but they hsve been

borrowers, and the point is that these iuvestuents are

thie occasion tor theirhaving to borrow from ws rrau time

to tine very lL.eavily.
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Governoxr Youngs: Do they borrow Ifram you in order tc
buy bonds?

Governor seay: No, but having bought bonds &snd hav-
ing suoch & large proportion of their resources in bonds it
becomes necessary for them to borrow from us later,

Governor Young; gr sell thelr bonds?

Governor Seay: Or sell their bonds, one or the other.
with respect to our entire district, I wuld say that banks
with a capitsl of ;98,000,000 end surplus of 66,000,000,
msking $161,000,000, heve invested in bonds other than
United states bonas 76,000,000 or 47 per cent of their
capital and surplis.

Governor Fencher: mey I inguire whether thet has
shosn & very merked lncresse in the last six months or =
year?

@overnor seay: I heve no comps rative flgures.

These figures that I hsve were in.ade up curing my sbsence

ond were made on the strength of & telegram that I diepatch-

ed from Boston to Richmond.
Governor rancher: These wpecisl banks that you have
in mind, werec those bonds scquired =ome ycars ago or hsve

they been acquirecd since they paid off their borrowings at
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Governor oeay: They have been scquired in conforn-
ity to the genersl praetice of the banks to maeke invest-
ments or this character.

Governor ¥ancher: And they have been accumulated
over saue period o ¢ ime?

Governor Seay: They constzntly lave these inv:st-
ments on hand,

The Chsirman: iay I interrupt this discussion Just
8 moment Y meke an inquiry?

(The inquiry of the Chair wes with reference to a din-
ner engagenent or the Conference #ith the Board.)

@8 it rroposed at the Boston Confirence that this
meetlng should pass some resolution or take some act ion
locking to intervening in this mstter of banks investing
in bonds?

Governor worss: That was not proposed in the vote.

The vote was thst the mstter be rsrerred to both the Gow rn-

ors' and Cheirmen's Conferences, snd that Governors Norris

and Seay be reguested to prepare ienorsnda on the subjeet.
Governor Bailey: Are these borrowings s continuous

thing or just for s short time?
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Governor Seay: In the cese of the banks I have men-
t ioned they were borro.ers for two or three yssers contin-
wously, end have just psid out, They did not sell thelr
bonds. They held onto their bonas and just recently paid
off thelr borrowings in the rederal heserve Bank. As 1
recall it both Boston snd Philsdelphia thought the mstter
quite important.

Governor ores: gne or both of us brought it up.

Governor Ssey: I dig not initiate the subject, but
s8s it was brought up I expressed the épinion that it was o
metter of some conseguence 3s to whet.er a bank should have
unlimited power % invest in securities, & bsnk, psrticul-

srly, or banks, which were accustoued to borrow st tlies

very hesvily from the reserve benk, snd have reached the

conclusion that 1t is injudicious to attempt to place any
contrel over them from the Fedsral reserve bank stsnd-
point,

Governor iwellborn: It 1s a very importsnt mstter,
I think. I have ifound recently thet s good meny of our
banks have gotten out of debt, hasve had surplus money and
hsve bought bonds. I have always discouraged it but they

would go ahead snd buy them becausethey yielded & revenue.
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They feel thet they can alwsys got woney so essily rrom
the Federal reserve bank when they need 1t.

The Chairman: I would like to ask the meabers of

the Conference it any of you feel you would be justifled,

when a member benk comes to you to borrow money, in looking

o er the statement of that bank znd rinding that they owm
some govermient bonds or sny other kind of bonds, in sayling
to them, well, we won't let you have this money, but you
will have to sell your bonds.

Governor Balley: I would not do thst.

Governor Young: Nor would I.

The Chairman: This is a matter on which I feel very
strongly. #We have spent s little over half an hour thi s
morning discussing the interpretation of this word “borrower"
snd thst is sn outgrowth of an sttempt in our bsnking sye-
tem to regulate banking by law, In the case of the vord
"Borrower" the Kiclmond bListrict rsised the point as to
whether the endorser of the paper goes into the basnk and
stieks it through the window, or «hether the maker does,
and it is depenuent upon the interpretation of who is the
“borrower', as to whether it is the men who puts the psper
under the window or whether it 1s the fellow that :cigns the

note, and we are going to cecide whether e bank can lend
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ten per cent of 1ts cepltel snd surplus in one csse or the
other as s mstter of law. No ulscretion enters into 1it.
Now, I think there is }oo much reguletlon of benking by
law and by msndste end by the rulings of Comptrollers, state
Euperintendents end so on., It mekes for weskkneed benkers.
They sre always tryin to find out .hether they sre viclot=-
ing the law snd not thinking so much at to whet.er it is
good businecss or not. There 1s s constant teaptetion on
the part of Govermment buresus or comlssions, Comptrollers
and state superintendents, and maybe Fed ral reserve banks,
to think that it is a psrt of their Jobs to tell bznkers
how to run their business, Now, possibly I aa expressing
this with a little too much force, but it is bscesuse I
feel 1t very strongly.

Now, 1if the redersl teserve Benks get into the atti-
tude of mind toworde thelr members where they feel celle 4
upon to go to them and tell then thset they should not buy

bonds or should not buy this or should do thst, snd that

they won't lend thsm noney unless tliey behave or do this

or that or the other thing, they are going to shortly get
into & pocition where ve are runuing svery bank in the
cyctem, and my personsl view ic that we hsve got to leave

those things to the benks and to the regulsting authorities
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g lready estsblished by law, which are the Comptroller of

the Currency esnd the supzrintendents of the state banks,

and that our wisest eourse would be to keep our hands off.
There will be resentment, and growing resentment, snd that
is the reason why I have aslweys argued on the other side
of the proposition, that it 1;;§;ssible to control credit
trsnsaet ions with these member banks by some rule of
superhuman diseretion rather thsn by the cost oi credit
which you extend to them. I would lmte to sese this con-
ference go to the Comptroller or the state suthorities and
say that the bsnks of the country sre buying too msny
bonds, and the Federal reserve banks would like to have
you stop it for them, e would be in a nice fix if our
members thought we were undertsking to do that, If we
should underteke to do that in the case of bond invest-
ments, and then undertake to ¢o 1t in the case of sutomo-
bile paper or some other kind of peper, the rirst thing
you know we would hr ve & nest of hornets around our hesads.
Governor Calkins: Your view, as expressed, 1ls gulte
conmprehensive, or at least it 1s csepable of interpretation

that would mske it quite comprehensive, and I am wondering

if you are intending to express the view thet we should not
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regsrd the condition of the bank which 1s borrowing or
rediscounting wi%h the Federal Reserve bank.

The Chalruen. Yes, we shculd.

Governor Calkins: How can we do it if we do not re-
view the investi.ents of that bank snd escsrtaln whether
they are sound, liquid and convertible. We have encoun-
tered this fact, thak some of the most serious dlif ricultles
in the relation between the fedsral reserve banks snd mem-
ber benks have arisen in csses of banks which previously
had never borrowed or rediscounted a cent, but which had
gotten into sn sbsolutely solid conaition before they came
to the redersl reserve bank at sll.

The Chelrmsn: Frozen sclid, you mean?

Governor Calkins: Frozen solid, yes.

The Chsirman: Do you think the responsibility 1s
placed upon us by lsw, to tell thesebsnks how they should

run thelr businessy

Governor Calkins: I think the responsibility is

placed upon us to tell them whet we will do for them.
The Chairman: That is all right; thet 1s s differ-
ent mstter,

Governor ikcuougsl: I should like to exprecs myself
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as heartily in sccord with the —lews of the Chairmsn s ex-
pressed on thie mebtitzr, bubt I do nod thlnk it wes the in-
tention of the Chsirman to suggest thet we dsprive the
kichmond bank or any other besnkx of the right, which of
course is theirs, to consider such ex-r2me csses ss that
tc which Governor Seay he : ref:rred. 0f course we all du
that.

The Chairwan: Oh, in en inaividusl cese where they
come to borros money, not at all.

Governor wclougsal: 4nd in further response to your
ingquiry as to whether any Fedsral reserve bank hses seen
fit or would ses fit to ssk a bank to dispose or its invest-
ments, there are extreme csses where it is thelr duty to
state that before they would lend sny more noney they would
hove to 1lijuicdate some of those investuents. Those are
ceges which do arilse,

The Chairian: Yes; but those sre inuividual cases.

Governor mevougal: Inuividual csses. I think as s
metter of pollicy ths! the views expreseed by you are the

safe and soundones Iror us to proceed upon.

The Chelrman: We have hed freguent occeasion, during

the past few years, to examine state banks and trust come-
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panies ayplylng ror ..embership, eand espscislly with the
trust conpanies in our alstricts there ha s slways been a
tendency to buy bonds, I think it s very mih unwise ten-
dency end rar from good basnking. We have Ifreguently had
occoslion to point out to them thst their bond investment
sccount was too large end that ws did not wsnt to be wlled
upon lster on, when they beecame .:e.bers, to lend them a
lot of money, in order that they might invest it or sven
continue to hold investnients, and we kept one inportsnt
trust company pending as asn a;; liesnt for sdmlssion for
ov er two years, Then we made them increasss thelr capital
before we would take them in. But those are individusl
ceses.

Now, a situation developed, as a result of liguida-
tion in this country, where reserves sccumulated, excess
reserves accumulated which ensbled the member banks which
were borrowing from us, and nonemeiber banks wich were
borrowing from their correspohdsnts, who were in turn bor-
rowing from us, to pay thelr loansg off, snd they very
generally pald tham. At one time in New York we were only

lending our nembsr banks 30,000,000, fron & peak of a

blllhﬂmﬁﬁdthirty million, when they had & surplus of
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money and no loans to be paid they went out and bought
something, particularly Govermment bonds. How can you stop
that? Ho c¢an you intervene and tell every one of 799
member banks in our district thet they must ndt do thet,
becsuse some day they mey be an sppllcant far loens from
the Federsl reserve bank?

Governor Seay: There i one point which has not been
touched upon here and which presented itself to our minds,

end I emphssize uy remark by reiterating whet I stated at

the beginning, » nd .thet was that I have come to the conclu-

slon thst it would be injudiecious tor redersl Keserve banks
to initiate any steps to place eontrol over member bsenks
in investments, snd therefore I feelst liberty to say what
I do without any misund-rstsnding. The law limited the
smount whid nember banks may loan to any one person. It
does not limit the amount which member bsnks mey invest
in any one security,

Governor Calkins: Your interpretation of the Comptrol=-
ler's ruling is thet the lew coes limit 1t?

Governor 3Seay: I sm under the impression that there

1s no limit by the Comptroller's office as to whst amount
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imey be invested by a besnk in any particular security.

The Chairman: I think there is. There is s state
benking lsw in New York and New “Yersey snd Connecticut snc
New “ersey, and I thought there wa: in the Federal ststuts,
limiting the auount of any one issue of bonds, except muni-
cipal bon¢s snd government bonds,

Governor wcbougal: A strict interpretation of the
law would require the Comptroller orf the Currency
in cose a bank had ;100,000 capitel, to limit the losn to
#10000, 1t woulé prevent thelr corrying . 5,000 in bonds
in eddition to s 10,000 line of crsdit. I do not know

whot the tendency of the present Comptroller 1g, but I

do know that for a long perlod of yearc thote things were
passed along without sny couuent or without sny criticism
except In very extreue cases, I do not believe, during
my knowledge of this psrticulsr mstter, that the Comptrol-

ler pver ruled forumally thot ths two classes of loans

should be caublined in dstermining shether o not they had

reached the limit.

Governor oeay: That wae my own point of view snd the
could
quest ion was whether sny little bsnk that wanted to/take

the entlre issw of county bond:s, let us say.
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Governor ictougals If there is nothing in the law
which disceriminates in favor of cne class of bonds ss
sgainst smothere-- I think the lew itself, strictly inter-
preted, would make a distinction, but the Comptrollsr, in
prcvious years, st lesst, has not pald much attention %o
the bond holdings of a bank. wy observation he s been that
st least for the last twenty years, end probsbly long be-
fore that, the banks, particularly in the state of Pennsyl-
vanis, and I think there were outstanding cssess to illus-
trate the point, during the grester part of the year usually
have had a lerge smount of loansble funds over and above
the amount necessary to take cere of the requirements of

thelr community, and thst was true at the ssme time in New

York end possibly in New Englend, and they formied s hebit

of investing, and properly so, I think, their available
funds in bond: of various kinds, loug before they got into
the habit of buying eommercial paper. Thet custom gradusl-~
ly extended to the west, and I presume to the far west,
until now it is customary for bsnks in the Central west,

ot least, benks that have no other uwe for their funds, to
invest them in bond. or commercial pesper, snd I think it

is right that they should do it.
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Governor seay: To illustiate the point I make, we
rec.ntly recelved an inguiry rrom s aember bsnk asking 1f
we would purchese ell a any part of an issue of (300,000
or county bondsee-

The Chairman: kre Parrison cells my sttention to the
fact that Zection 5200 hsas been interpested to spply, ss to
limitations, to any bonds owned by s nationel bank, with
the exception of United States bonts and bonds ;??x;nici-
palities, which have been held not to be corporatlions within
the ap.lication of :ection 5200, and if the Comptroller's
rulings have permitted violations of thst interpretation,
it is his mstter, and the responsibility 1s his and not
ours.

Governor oeay: That was the sspect or the c¢sse which
presented itself in the most forcerul way to us. I still

meintain the conclusion which 1 have expressed, that it is

injudicious for Federal reserve benks to sttempt to exercise

sny control over the investment sccounts of the member benks,

except in the ordinary .8y in their ceslings with member
banks which come to them to borrow. I1f the bsnk's Llnvest-
went accounts sre entirely too heavy snd are evidently the

occasion ror hesvy borrowlng irom the re:.erve bsnks, I think
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that Is 2 jJusstion of <lscretion in the reserve bsnks,
rurther then thst, sccording to ny ex2minatlon of the case,
L would not 1like to go.

The Chsir:an: Gentlewmen, wy thought is, and L isel
it strongly, 85 you have hesrd me say, that we cdo mt want
to heckle and harrs:cs the member banks any iwore thsen we
sbsolutely have to in the conduct of our part or the busi-
ness, which is to loasn them noney. It we get into the
sttitude of mind thet we have got to go poking into thelr
policles snd effairs all the time we will meske enenles of

‘them and we will never mske progress in getting s good

i 45 7
spir/into the system. I Go not belicsve in doing it.

Governor sesy: I had exprecsed the same opinion,
only in a different way. Conditions thst surround institu-
tions like yours, «r. Chsirman, sre quite different irom
those which surround benks in other iedersl reserve
districts, and I csnnot see how the wstter can be Gcalt
with other than by the use of discrstion.

Gov ernor Norris. The discussion sesmsto have brought
out the unaninous opinion that we should nd 1ignore the
investment h-ldings of member bsnks 2nd the juection 1s

whether w- should treat them in 2 broad wsy through anothe:

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




342
suthority, or ahether we shsll wal* vntll the juest’on comes
up to us snd tlLen take upon ourselvas btne cnus cf seying
to the member bsnk "You nmet ssll thcse bonds ths you have
bought, without anybody ever heving celled your sati:ntion
to the possible risk or dsnger or injudiciousness of your
buying them--- you nmust sell them bsrfore we will lend you
noney .

Governor Bsilley: But you will lenc them aoney on
eligible psper. .hat risk dosce the bsnk take when it

comes to thest, when a bank comes to yom with = well secured

plece of psper, shst difference does Lt msks if it hss got

s lot of bonde. dhen I look at his psper ond find his
psper secured cnd ellgible, I wuld not ask how .eny bonds
he had.

Governor .cuougal: But tha*% L0=s not work in sli
cases. I s remlinued of the case of an institution that
was borrowing very heavily irow ws.

Governor Balley: Ok, 11 1t 18 overbor:owling, that
is another juestion,

Gevernor wcbougal: No. The inroruation rsceived
disclosed ndt only thst conduitions w:sre not as they chould

be, but they wers such &s to give rise to ths guestion ss
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to whether vwe werc justiried in extending the amount of
credit we had slready extended, The *resldent of this bank
came in and said thst he wanted to borrow s lsrgée amount
for the purpose of permitt ing his customers to buy lenbs
for feeding purposes, and demenced thst we accept that psper
for rediscount. He had, among other pepers in his aessets,
e lerge smount of . overnment bonds, bonds that were in
emount far in excess of what he could ever expect actuslly
to carry perisnently in his institution, and we recomuended
to him that before he should ceek further oredit that he
dispose of these government bonds, end that in sny event,
under the circunstences, we would not increase his line,
even if the psper was prime end eligible.

Governor Balley: Thet is sn extenacd proposition,

I hed in mind s men who had bonds, e will sssumne, but did

not owe you anything and came in sith that lanb peper.
Governor .cbhougsl: Then take 1t.
Governor Norris. Certeinly. Thaet isn't s case where
the question srises. A bank in our district that ha. a
soasonak aGeiisnd ror money in the sunmer got up zbout five
times its basic line snd we asked them to come in end ex-

plein the reason why they needed so much umore then they
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had ever been in the habit of borrowing before in that

season, snd their reply was that as 2 genersl rule they

sntieipated this demand and pregcered theu.selves for 1it, but

thet last year, believing that the bond merket wess going
up, when they we.e flush they put all their money in bonds,
that the market was still going up snd they didn't want to
sell those bonds. But the cashier said to me,"If you say
we should sell those bonds we will sell them."

The Cheairman: Had he eligible paper?

Governor Norris: The paper wae eligible, yes.

The Chsirman: 1o you think you were justiried in
taking the responsibility of telling him what he must do?

Governor Norris: That is just it.- I wasn't going
to take the responsibility. I said, "No, he would have
to decide for himself whether he ought to sell the honds
or not; but I urged hinm, in snother year, to follow his
old practice snd preg.are hliiself for thaet dsesmand end not
tie himself up so that he would not be able to meet it when
it cane. Thet man had never hsd his attention cslled by
sny authority to the inadvisabillty of - bying up, in
permenent investments, funds that he was goling to need

within s few months, snd my thought in bringing this matter
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up was t0 avold the necessity for our having to ssy to a
pbank, “You must do this or you must not do the other", by
having their attention called by soue other suthority in
s general way to the general praetice of controlling that
sort of thing,
The Chseirman: Don't you think, Governor Norrie, thst

it is going to lead ue into very dsngerous saters? This

Goes not only apply to bonds. It spplies to any business

in a memb er bank to which we might reasonably raise objiec-

tion.

Suppose for instsnce & man is running an illiecit ligua
menufscturing concern snd you discover 1t? Thet principle
of interference with direction of the sffairs of member
banks can be carried to any limit. I would like to re-
fresh the memory of some of the people in thie room by
recalling the fact that many of the dif ficultles that we
encountered lsst year grew out of these very sttempts to
tell the menber banks whst they should or should not do.
Complaint was made thset #e were trying to direct thelr af-
fairs. wy theory is that ss 50 to 75, or possibly a
lsrger, percentsge of all the credit trensactions that we

have had with our member banks, and &s to the grest mnsss of
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member bank essets, so ta speak, what they borro from us,
has been controlled snd would be controlled by whot we
charge them ror what they borrow, snd os to the exceptions--
snd there will be nsny of tuemee= the principsl number of
them will be in those sections where the digpsrity between
the general level of rates in the district and the di scount
rate 1s so grost that you cennot handle them by any other

method oxcept personsl msthods; but to attenpt to intro-

duce a policy of seeking to econtrol the policy of zvery mem-

ber bank when it comes to borrow by telling it what it nmust
do or must not do 1s going to make s most bureaucratic
institution out of the Federal reserve system; it will de-
velop a lot of sutocrsts and the first thing you know we
will have come retallation of some kind, possibly in the
form of legislation.

Govermor sesy: ¥or the record, I would venture to ex-
press the opinlon thet the invsstients of nationel bsnks
in securitles ought to be governed by law. I would likse
to give two or three instancss of extravsgent administra-
tion,

A bank with ;75,000 cepital, with .398,000 in promis-

cuous investments.




35 4

A bank with capital with 324,000 in promiscu-
ous investments.

A bank with 50,000 cepitel with 356,000 in promi scu-
ous investments.

A bank with ;75,000 cspitel and $221,000 in promiscu~
ous lnvestments.

A benk with ;50,000 cepitel and 496,000 in promiscu-
ous investments.

Now, whether in each individusl case those conform to
the requirements of Section 5200 I do not know, It seems
to me, without intending any criticism, that the Comptrol-
ler's office is the place where such control as would make
the banke conform to the ststute should be exerclised.

The Chsiman: Dﬁgsxbpe to hsave the Comptroller notify

the national banks and have the examiners notify the national

 benks that he is golng to make s new ruling in regard to

these investments, and that he wes dolng so st the request
of the Pederal recerve banks? You know that you cen cite
instences in support of any srgument. I csn clte the case
of the First National Benk in New York whiah, including
Government securities, is carrying bstween 180,000,000 and

+200,000,000 in investments, It is 2 pretty successful
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bsnk snd mskes more money than any other bank in the United
stetes, and at times it borrows es much 88 sny bank in the
United States, if it 1s proritable to them. If it ie un-

they
profitable and/don'it mske s bresk on the right side of

thelr borrowings, they liguidate =znd pay us oif pretty

promptly. Ve have had occesion to s2y a grest deal about
this in New York in the lsst year, hevling been raked over
the coals for not clubbing mme of the banks more thsn we
did. But I would like to continue the srgument slong a
little difrerent lines.

Piecture the position of the average bank two or three
years ago, say threeé years ago or longer, when this was tsk-
ing plsce, and every two weeks we - sked these bsnks to
loan the United ctstes H500,000302nd for t.o of those weeks
we ssked them to loan 750,000,000, and under a system by
which they caie to us %o borrow uoney wlken the Government
withdrew the deposits. Now, they had to borrow that money
or immediately sell thelr certiiticatss. Let us assumne
thet they could sell their ceftiricates in one usy @
enother snd grsduslly wriggle out of them in time, How
about the bank thet received 8 de osit from soue private

customer, when the government drew the deposit s out from
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the banks and they had to purchsase the securities, why he
gets the deposit end he is going to wse 1it. He goes out
snd lends it or he msy buy securities with 1t, ihat
kind of control cesn the Federsl Reserve Benk éexercise there,
except in the last snslysis, #ni tell the first bsnk not
to buy government securities--- you see, that is the only
way we could read them, snd that is where we split with
sowe of the people in the Treawury Department, becsuse they
did not rescognize that.

There is one other tople, of rather minar 1importance,
thet has just come in, The sug estlon has been made thst

8 change be msde in the form of weskly report which is pub-

lished by the Federal Reserve Board snd by the separste

Feceral reserve banks, so ss to separate the ncn-ressrve
cash from the other items that now go into that psrticular
item, which I believe include at the present time uncolleet-
ed ltems and some other mstters, the 1d.a being thst if
those two are sepsrsted to show non-reskrve cash ss one
item and uncollected items as another, it wlll give ue s
better understanding of the cash position of the reserve
banks and of the smount of float thst ls being csrried by
the Heserve systan, This seemns to have been retferred to
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us by the other Contercnee-after they had spproved of the
change.

Gov ernor Calking: #r. Chairman, I would like to give

notice that I propese te bring up ror discussion a tople

not on the programe-- pensions.

The Cheirman: That will conie up later. shall we
not dispose of thie? shat is your view about 1it.

Governor Young: I mske s motion thst we approve of
this suggestion.

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

The Chalrman: The Chair will now entertsin & motion

to adjourn.

(inereupon, st 1:30 o'clock p., m., on motion duly
seconded, the conference adjourned until 2:30 o'clock p.m.

of the same Gay.)

AFTER nBCESS.
The Conference of Hederal heserve Governors reconvenad,

pursuant to the teking of recess, st 2:30 o'clock pe m.

The Chsirmen. The neeting will come to order.

I am ssked to announce that the hour ror the joint meetling
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tomorrow morning is ten o'cloek, in the Board Room.

Governor Calkins, you heve snnouncéd s topic which
you cesire to bring up, that of pensicns, The topic is
not on our progrsaiu.

Fenslons.

Governor Calkins: As to whether it will be necesssary
to give much tine to the dis cussion of thisc mstter will de-
pend on shether there is any interest in the question., I
do not know whether there is or not.

ny own view is, now that we are talking so seriously

sbout economy snd eriiciency, thst we chould sdopt all of

the best nieans to prouote efriclenc§ snd economy, snd that

there ls no single itseu. thest would be more efrective then
the estaeblishment of a pension systen for the Federel Re-
serve bsanks, I think the inevitable consesquerces of a
decline in the sctivities in sll the banks, the decresse
in the forees of all the banks, has been an inevitable de-
morslization, I know it 1s true with us, snd I believe
there 1s nothing that we could do that would go further to
proiote efriciency snd economythsn to orfer soue sssurance
to our employes of tlhe seeurity of their employment, such
ss will be brought about by s proper rension cystem,

Now, I suppose the snswer will be that while that is
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sll very well, we cannot have it, and I suprose if it is
true that we cannot have it, that we might a. well stop
tslking about it or considering it. But I believe thsat
the proposal to adopt 2 pensioncysten can be apported on
absolutely good business Judgment and that it should be
hesrd,

I would like very much, kr* Cheirman, to hesr whether
enyone clse liere has any interest in this mstter or not.

Governor franchers wr., Calkins, this pension matter
was discussed rather briefly with wr. Kenzel, who, 88 you
know, ies the Cheirman of the Fension comml tee,. I guess

the Governors are pretty well edvised as to how rar that

plsn wes developed and just where the matter rests at the

present bt ime, It got to a point where it was necessary to
get a bill through Congress, and 1% never has beemed to

be en opportune time to have the bill introduced. ot
course, as tiine goes on it becomes a grect juestion whether
the amount which the bsnks would be required to put up
under the plsn proposed is not such s lsrge smount that it
might not be necessary to devise some other scheme than the
one we have been working on.

Governor wevougal; As & nznber of the Pension Coumit-
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tee, I will say thst wr. fenzel alscussed Lhis mstter with
me snd called attention to one ract, thet because of this
celay sntry into the plen as devised w-s becoming more and
more expensive if 1t was to be retrosctive, and thst thst
was 2 problem thst would have to be considered when the
mstter came up sgsin if 1t ever dicd come up.

Governor isnch.er: I an afraid it would be slmost

prohibitive.

Governor wciougal:  Thepension Committee has not

been ssleep st 211, but ror the reasons stated by ir.
Feneher it has been inactive, becsuse of the tlue not be-
ing opportune.

Governor Celkins: The fsct that Governor wcbougal
hos just mentioned is one or the things I had In mind when
I proposed this discussion. Every dsy thst pssses makes
it more diiricult to ssteblish sny 2dejuete pension cystem,
and the more opposition will be encountered.

Governor meuougsl: It will be more dirricult to en-
list employe aembership cecosuss they hLsves a blg bill to
pay, which some of thew cannot psy.

Governor Calkins: It will be more difficult to get

the bill through Congress becsuse of the large auount that
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the banks will have to put. It seems to me, not speaking
too closely, thst we might as well say now or never, or
something to that eriect,.

The Chesirnan; I would like to ssk 1f my recollec-
tion 1s correct, Governor iucbougsl, 3s you sre on the com-
mittee; thet ig, that when the mstter was Invectigated by
wP. Curtils snd others it wos found that le;islation was abso-
lutely e.sential to the ectsblishment of the plan,

Governor wciougal: There was no juestion sbout that.

The Chairmsn: And a written opinion was glven to
that effect?

Goverror Fsncher: Yes. It uss gone into very cars-
tully, «re Chsirmuan, end it was Geciced that it was shso-
lutely necesssry to the scheme.

Governor Calkins: The mstter was never passed upon

by the Federsl Kecerve Bosard,

The Chsirman: No; 1t was 2 legal opinion, thst we

haven't the posier to do it undepr the 1lsw.

Govermor wcoougsl: Tiie point inv.lved uas this, thst
& pengion funa, to be made permsnent or aependable, would
or necessity involve contribution on the part of the bsnk
ltecelf, snd for thst psrt of the contribution we would have
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The Chairmen: .y recollectlon is that s bil) wss pre-
psred and very carefully exsmined by senator omoot; that
aft er changes were insde to meet his views, he was reaay to
introduce it; thst then he suddenly advised that the time
was lnopportune, thst the billl souldcertainly not go threugh
ond advised sbsnconing it st that time, mr* Curtiss told

me some time sgo that he had seen sSenstor cmoot

--- it wesn't very recently, but possibly six months ago-- -

snd had asked him for sn expression of hils views ss to whe-
ther the time had arrived to tske it up, 2nd he sald no,
thet he did not think 1t had.

Governor Calkins: ' The opinion, as I recall it, was
sprlicsble to the proposal thst the pension system be made
retroactive, which involved contribution of s large sum by
the bsnks. 48 to uwhether sny othker scheme was consicered
or not I do not know. wome other scheme might be consider-
ed,

Governor .eay: I think tie reasonswhich exzicted for
the orgenization of the pension fund at the beglinning are
just ss cogent now as they were then, and 1 think the idea

ought not to be sbsndoned. It is, of course, probeble that
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we would have to sbandon the retroactive reature of it and
start afresh. It mey be, and I belleve it 1ls, perlisps an
inopportune time tc do it. I have no ides, if it‘required
legislative aetion, that we could get it through.

The Chairman: lon't we all recognize thit it would
be almost hopeless to expect Congreus to give us legislo-
tion that wes contemplated by the former plan? It so,
me t we ndt then refer the matter back to the old camuittee
for the purpose of gecertaining whether some plan csnnot
be substituted that would not require legislation?

Governor Calkins: Thet is a psrt of what I had in
mind, It se=ms to me thst if it is deternined that we
csnnotestabaich the system plan devised without legisla-
tion, 2nd thst we cennot get legislation, that we ought not
to absndon the idea of an 2dsjuate pension .ystem, but
cught to sndesvor to devise soucthing thst cs2n be put into

operation.

Governor isllborn: Have you ever hsd s legal opln-

ion 28 to whether o not the banks could do thst under the
present suthority, under the gsneral pociers of legislation,
sna &0 forth. Other bonks have sycstems of that kind,

The Chairman: Yes, but they d not psy this tsx to




the Tressury thst we do,

Governor “.ellborn: But they have general power to
do things thst are not inconsistent with banking.

The Cheairnan: Certainly the previous plsn, the plan
in the form in which it was d<veloped by the comuittee, ss
%e heve been advised, required legislatlion. Now, whether
somie plan thst did not requirean sppropristion by the banks
for lapse of time in the service, can be devised 1s another
juestion. X do not know. I expect we would hsve to get
the committee and their =mivisers together to revisw the
mattep,

Governor Calkins: It ecems to me that & plsn, not
retrosctive, to be ture, might be « vised by which the con=
tributions to establish a pension fund might plsinly be a
part of the compensation of employes tor whose benefit the
fund wae estsblished, ond thst 1t might not require any spe-
cisl legiglation, It we cannot have & good compensstion
system we should have one le.s good. That 1is the net
opinion that I hsve, I sm, of course, entirely unsble
to ssy s to ukether it would be possible to get legisla-

tion through Congre:ts now or in the nesr future. That 1is

s mere matter cf opinion on the part of everybody. Senator
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sicot, I think, was fully convinced of the soundnese of
the idea at lesst end wee willing to support it. What his
vie: would be now, of course I do not know,

Governor :eay: I move that the guestion of pensions
be refsrred back to the “ension Comuittee with s view of
meking a study of the metter snd reporting .hether or not
8 practical plan can be usvised :nd put into execution.

dovernor Wellborn: Without actlion by Congress?

Governor Seay: Leaving it up to them.

The Chsirman: voes that meet your point, Governor

Calkins?

Governor valkins: I sup,ose s0., It sesms to me that

the Comnit tee should ndt be adviewed by resolution to daismiss
the proposition a getting an act through Congrecs if neees-
s8ry.

The Chelirman: This resolution will not do so.

Governor Calking: That is sll I om sfter.

Governor Young: I second the motion.

Governor Ualkins: #e should not psss resolutions on
the subject, unless there 1le an active interest in the mat-
ter on the psrt of the Governors of the Federal Reserve

bsnks. We won't get anywhere unless we are all very desir-
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Governor scbougal: There hss been plenty ot active
interest on the part of the committee, Governor Calkins.
This plan thst was worked out was wo rked oub aiter very

careful end long study of the whole situation 2nd It invol-

ved conslidesrable expense. I think a lot of matter they

have would £till be helpful, even though condltions have
chsnged. The Commit tee's efforts, when once they were well
started and h-d secured expert advice, were devoted entirely
to the object of dGeveloping a plen which wuld be retro-
sctive snd would uate back to the time when the banks were
started. It may be possible, at least, if they had had s
G=sirs to do so, that they might have found some plsn by
which we could have started & pension plan at the time they
begen negotiations, without encountering the dirfficultles
thst were encountered in assking the banks to o ntribute
seven million dollars.

Governor Calkins: Thsre ie one insignirficant reason
thst is sutricient reasen ror continued interest in it, and
thet 1s that we hove expended same 30,000 in the mstter,
snd to simply let 1t drop without eny further setion is

utterly without justirication.
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The Chsalrman: e mve 8 very good o mmittee. I have
had opportunity to discuss the merits of the plan with
some people who have had experience with those mstters in
New York, and they tell me that it is the most complete
study and the best plen thet has besn produced, in thelr
opinion, and that it was something of o nationsl service
if the orgenizaotion would promulgate that plsn, becsuse 1t
would be universally copied by other lsrge institutions
adopting pension systems,

Governor Calkins: It will not be universally copied
if 1t goes into the wastebssket.

The Chairman: suppo s& we ask that committee to take
it up. I think that motion was = econded.

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

The Chairman: We W 11 now ogain listen, for the
benefit of the record, to the report of the Commit tee thht
walted on the Comptroller.

But before taking thst up, let me say thet since we

discussed this question of s sustaining membzrship in the

merican Acceptence Council, wr. Hsrrison has ascertained

from iir. Kenzel that every Fed:rsl Reserve Bank Is now psy-

ing an ennual membership fee of 100. The proposal 1s
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sinply to mske this a special srrangement for a sustsining
menbership by the reserve bonks fror thils year only, with a
proposed tee of ,500.

Now, Governor Norris, we have walted for your rsturn
to hear your report of tre committee's visit to the Compt rol-
ler, in order thst the record might be wmplete, and that
tho: e who were nd with us at luncheon today might hesr the
story.

Governor Norris: mpre Chairman, your conmittee begs
to report that it met the Comptroller &and advised him that
while the wmmittee hed been empowered to conclude an ar-
rangement with him on behalf of all the reusral Reserve
Benks, that the sentiment had been unanimously expressed
in thie Conference of Governors, snd 2lso in the Conference
of agents, each acting séparately end without knowlsdge of
the other's actlon, thsat we could not sgree to make any
psyment on the basis of taking care of the dcficlency in
the expenses a his acpartument, that ie could only consent

to pay farthe reports on the besle of the ce bt to him

ot furnishing the extra copies of the reports, thet we felt

the cost should be cslculated on the besls o the numaber

of sheets or psges furnished, ond that in order to svoid
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detalled calculstion we were willing to assume thaet the
reports would sverage thirty pages and thet we felt ten
cents a page or 3 a report, would cowpensate his d-part-
nient for the extra expense, The Comptrollsr stated he
doubted whether ten cents o page would compesnsate him, n-
sldering the general slowing up in his process incident to
making the copy of tabulated mstter, shere it was important

thet figures should be put in on the szact line, and so

rorth, and su.gested thet a fiure a 15 eents e page, or

#4.50a report would compensate for tiz cost, and your eo m-
mittee agreed to that basis of’compensation.

He further stated that he would not objsct to the man-
sgers of the branches being furnished with these reports
where 1t was necessary for the proper mansgement of the
banks,

The new arrangement is to vate rirom this date, ssttle~
ments up to this date to be mace on the old basis, snd
the arrangenent is to be sucject to the discussion or re-
vision at esch seml-annual conrerence,

Governor Calkius. 83y I 1njulre whether thLe psyment
ils to be ,4.50 for each repori?

Governor Norrie: Yes,
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Governor Norri s: Regardlese of the nwiber of pages?
Governor Norris: Yes.
The Chsirman. Hasve you concluded your report, Gover-
nor Norris?
Governor Norris: Yes, unless I have omitted sone-
thing, Governor ceay?

Governor Sezmy. I think the report is quite complete,

The Chairmsn; Gentleuen, we gave carte blanct to
these gontlewen and they have reported what tliey have done,
but I suppose it will be courorting to them to hove it rati-
ried by the Confersence, J4hist 1s your pleasure?

Governor Young: I move that their actlon be ratiiied,

Governor Bailey: I second the motion.

The Cheirman: Is there sny dlscussion? If not,

the motion is thst the setion oif the coumittee on behalf

of the conference be ratiried.
(The motion, raving besn uuly seconced, #as cerried,)
The Chsirmsan. Governor Norris, w%ill you and Governor
seay be willing to nske s written report to go into the
record, in csse you find that whst you have reported is

in any respect incomplete, so thst we may have sowmethling to




reter back toz

Governcr Norribs:r — Csrtainly, o Chalimam

The Chsirman: Now, gentle en, I think wr’ GLIDEYrt
will be here s littls earlier than we anticipated and pos-
sibly we might neke soue progress by s prellminary ciscus—\
sion of the topic und:r No. 5, riccsl sgency operations.
je have elready clsposed I Noe 2 on the suprlzcentsl list,
snd the first topic uncer -lscal siency opesrstions is

4 Payment oi savings stampsand certi-
ficates due Jsnuary 1, 1923.

This tople was suggested by bBoston and we sould like

to hear from you, GOvernor ..OIts.

GOVernor worss, wr. Chairwesn, we got to thinking
apout the machinery that woulu be nscessary to set up to
pay off these savings certiricates cowlng dus January |
five or six hundred million dollars in all, snd
44,500,000 estimated in our cdlistrict. Looking the mstter
up we found thst the circulars lseued on these certiticates
stated thst they would be psid prisarily st the tost vrrices,
It did not :ppear to be, unisr the rules lald down at that
tinme, thet th:re would be very much ror the Federal reserve
banks to Go, but st the same t ilie we could not but bslieve

that the Federal reserve banks would heve to taske 8 hand
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in it, if ror no other resson tuan 1f psyment ror such a
large smount would be ueianded in cash, it would teske a
great deal of noney in cash, and that the reserve banks
would heve to do something in the way or rurnishing thst
cesh to the post oirrices. It scems to us tc be guite o
job to furnigh s surricient smount of cssh to some 3,000
post orfices, more or less, in New mugland slone.

The Cheirman: They are only cashsble at noney order
post oririces.

governor Norris: Yes; it isn't as bad as I stated,
but it is bsd enough. I talked to wr® Gilbert stout this
once or twice, snd he got intersstec in the subject and

wrote me somne time ago thst the Tressury vepartment wss

in consultation .ith the Fost uirice wepartient &&tojust

what was to be cone snd how the srrsngenents were to be
made, snd that probably the reserve bsnks would be called
in to play sone psrt in it, snd I think he ststed in thet
letter thst when the srrangements with the Post ufrice
were completed Le would lLet us know what they were.

wince then I have of course said nothing to him sbogt 1t
and 1 do not think there is very much to &8sy now, unless

he reels that he would like to report what he has done
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and what he proposes to ao sbout 1t. I soula not want
to do more thsn ssk him it nhe wished to do that. wubtless
»6 shall hsar sowething berore vanusry 1l, snyway.

The Chsirman: #e feel a good aeal of concern in New
York sbout the way the thing ie to be hsendled. I would
estimate, roughly, thet a million and 2 half people in New
York have these certificates snd stamps, in New York City
alone, snd I would not be surprised if it ran over thst;
but at the very minimum 1% nust be a million people. Lvery
feruily, sll the children in sll these tamilies have them.
we cannot s2sk anyone thst hasn't got them, and I hsve taken
the trouble to ssk right ana left snd i rind thst everyone

owng some oi then. How they would handle any :uch crowd

ot people as that, 1f not more thsn ten per cent of them

turn up at sny place in one aay, is a problen beyond sny-
thing or the sort thst haes ever been attempted before.
Govermor s«Oorss: I believe they have the right to
ten days' notice at the post orrice, that they would have
ten dayswithin which to pay them, even if demsnd is niade
on Jsnusry 1l.
The Cheirman; That only nultiplies the air ficultlies.

If you have proper racilities and organization to get them
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in and get them sway in one day you cut the work in half.

Governor sSeay: Thet is ten cays berore maturity, is
it not?

Gov ernor Young:* would it not be possible to have
the oecretory or the Treesury issue soue sort of annouace-
ment thet any bank or trust compsny in tke United otates
would be prepared to cash these?

The Chairnan: They are working on th# now, I under-
stand,

Governor mclbougs l: The department 1s trying to work
out a plen no# whereby these can be presented at sny benk
or trust company, but that would hsve to c¢o with those that
are not registered, The registsred certirbstes, the nuu-
ber of which I do not know, woula have to be hsndled in

sone other way, 1 sugpose.

Governor Young' sren't they cll registered. uUn the

stsnps the owner's name is regis tered on the csrd. It
isn't registered in wauhkington, but these stamps have got
to be placed on 2 cery, and the outeius or the cerd has the
nsme on 1it,

Governor lcibougal: There are two classes of certli-

ficates, those that sre registered end those thst sre not




reglistered,

Governor Young: All certirlcatss are registered,
but the stanps sre not reglstered, except in the wey thst
I have described.

The Cnsirman: They are registered =0 thst they will

only be pald to the regic tered holdsr, snd they nisy be o nly

pald st the post oriice where they sre registered.

Governor worss: All certiiicates issued und:r the
regulations are suppo:ced to have the owner's neme right
on the face, written on there by the ilstuing agent, This
regulation precludes sny change or compsring the slignature
sppeoring on the receipt with that on the race of the cer-
tiricate. There are all sorts or airrier ltiee, s0 inuemers-
sble, both ss to the peyments and the peopls to be cealt
with, thet sn ordinary run on s ssvings bsnk or any other
kind of bsnk thset wa: ever heard of wouldn't compore tc is.

The Chsirman: +€ had a part payment scheme on the
lagt three losns in dew forx, ihere they mads¢ weekly pay-
ments with stanps, «& rentec pert or & vuilding up on
44th sStrest, with winauws placed ss close together ac we
could conveniently plece them, snd they wmasde a line probsably

as long ss one t£ide 0f the L‘reasury building. #e hed two
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floors, and running st rull cspscity, with all these windows
going, the msxinum thet they were able to hsendle in a
day was 35,000 ;= ople, and they had it down so fine that
it only took 15 seconcs to mske a trancaction et 3 window
per person. They had men with stop wetches tluing them
and speeding them up. Now, if we hed to have sn organiza-
tion like thst to hsndle & msx Luum loasd of 35,000 people
per day--e and we had tc have interpreters; .any of them
do nd spesk English; we hsad men up there speaking all
kindsof Langusges-=-- how are we going to be sble to hsndle
a8ll these people at once when th:y @me in® I do not
kno. how it is going to be uone in New York clty. It is

8 collowsal problem.

Governor Kencher: - These certiiicates, 1f not regls-

tered, are paysble at any money order post orrice, snd on
January 1, 1923, st the ‘reasury vepartment st wsshington,
snd 1f rezistered are payeble only st the post orrice where
reglstered, No post oirice, however, is regquired to mske
payuent either on vauuary 1, 1®3, or at any other date
until ten days sfter recelving written aswand tnerefor.
Governor morss: That prevents them from becoming

actuslly overdue, if they are ndt pald on thst date.




ST

Governor Sesy: I would like to ask 1f we have been
agked by the Uspsrtment to work out s plan, or if we aré
snticipsting cslling the attention of the uspsrtment to the
fact that it is necessery to work out a plen?

Governor worss: wr, Gllbert says thst the Treasury
bepartment is in consultation with the Post vrrice uepart-
ment,

Governor ceay: The point I mske is thst it is pri-
nerily the concern of thst departuent to work thie plan out.

Governor sorssi vh, certalinly.

The Chelirman: Governor oegy , this prov.sion thst
they are only payable at the Trecsury is only & technicel
provision and never wes intenced to be enrorced. It 1s of
equal significance with the fact thet :=very check crawn
sgainst the United States is psysble st the Tressury in
“gghington., 4e 4o not meke rinal payuent at the Federal

reserve banks. ie are the riscal sgents but we simply

take the money out of the account snd get rinal payment

in .sshington. Tne ract is we hsve bsen in correspondence
with the DLepartment ror the last three or rour months and
hiave hsed many talks about it, and we were lsd to do so by

our concern lest, st the last minute, the Tressury vepart-
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ment, without perhsps full con.ideravion, might ask us to
undertake sowe plsn ror which we cld not hsave sdequate
fael lties prepsred, OI course ss riscel a2gents for the
Treasury it is natural thst they should ask us, and ws cer-
teinly have got to go so rar sz to furnish the post or.ices
with the money required. I do not knaov trow shat other
gource of supply the Post ortices could get the funds. The
New York post orrice now deposits its principsl r=venues
with ue snd we would be their principsl source of supply
of cssh.

Governor Norris: I think one usznger of the situstion
1s thst if the Postmsster UGeneral, ror €«smple, regorts to

the Treesury thst th Post 6riice wbepartment will cooperate

in every possible way, the Tressury may rely upon thst,

and war ssvings organization reports that very little cocper-
ation econ be expeeted irau o great many of the post orrices;
that the postmasters seem to take the sttitude that this

is something that never has giv en them anything but a lot

of trouble znd thst their regular dutles sre more thsn they
csn handle. Thersrore even instructions that come from

the Postmaster General probsbly will not be generslly

heartlly observed.




NIE

The Chsirmsn: That shculd te brought up when e are
Giscussing this with wr per', Governow Norris. Are
there any further cuggestions ror the aiscussion or Lhis
topic? If not, we will teke up E.

Allotments on subscriptions to new irsues
of Governuent vecurities to banks and
cthers.

It 1s recomuended thst the ‘ressury be reguested not*
to make 2llotments to reserve banks until subscriptions
are closed snd the totel amount known, snd then to wmake
sllotients on the btasis of the tot al supscriptions recelved
by esch re.srve bsnk on an e<act percentege basis, in order
thet the red-ral reserve banks may in turn make sllotments
on 8 tliding scele, slloting the smsller subscriptions in
ik,

Governor Norris: You are proposing s change?

The Chairasn: I think the cliange has already teken

erfect, orricislly.

Governor Young: In oruer to get this started I will

wove thht the Tressury be reguested not to make allotments

to redersl reserve banks until the subscriptlions are closed
the total smount known, and tlizn to make allotnents on
baslis of the totsl subscriptions received by each redersl
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reserve bank on sn exact percentsge bssis, in order that
the Fedtral reserve banks mey in turn ..ake allotments on a
sliding scele, allotting to smaller subscriptlons in full.

The Chairman: Or on some other basis. I do ndt
think it 1s intended to bs too specific, ovut thst the allot-
mengs be maue after subscriptions are closed.

Governor rancher: That would not aduilt of the reserve
benks asking aiiotiients to subscribers after the subscrip-
tions werec closed?

Thie Cheirmen: Thet is right.

Governor resncher: It would hold the whole thing in
abeyance?

Goverror Norris: woula not this put & premium'on

padding?

Gov. Panchor: Absolutely.

The Cheirmsn: 4gyen't we hed thet snyway?

Governor ..cbougal: Thet pacding has been at out.

GovVernor moOrss: souldn't 1t sncourage it if we did
this?

Governor seay. gould it not result in.concentration
of certiticstes in this dic tricts which msue the largest

subscriptions, snd would it not interfere with the more
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general distribution of the certirizates? The way we feel
sbout it 1is this. after much tribulation we hseve come
to sn understanding s ith the subscribing bsnks in our dis-
trict which ig satis feetory and they are prepared now to
sccept wur conclusion or dictum snd we would not like to
seo the prssent plan dleturbed,

The Cheirmen: .- The dirtriculty esncounter-d in New York,
which led to this suggestion, which [ think was originally
the propoeal of some other reserve bsnk, 1s gomething like
this: On the recent issue orf certiricates, 88 Ll recall,
we had =something like 300 subscricers who #ere not bsanks
snd who were not sllotted one certiricate simply becsuse

the banks got therc 1ir st. Thet means we do not get as

good s aistribution as we woulda 1lke to have of these cer-

tiricetes, snd we were deresting the priumary wmethad of
orrering govermment securities, which wss that they shsll
be populer loans; snd wWe wanaged to sork out 2 scheme
under which on thst particulsr sllotment they got ten per
cent of whst they had spplled for. But it does secem un~
fortunate that when sn issue or certiiic ates is made that
we have some huncreas of subscribers who csnnot get them

st per because of this method, but whenthsy go to thelr
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benks to get them they must pay o premium ror them,.

Governor worss; e got tabulated results on 20 or 30
banks, and they did not any of them sell them to thelir CUS =
toniers at a profit, st lesst st the time they aers 1 ssued,
snd when they were going lscsues, pojulsr iscues, sttractive,
L think sbout two-thids of those were dslivered to customers
8t the per price, asnd when the issues were not so attracte
ive the banks kept soue or then.

The Chairman: They nad to.

Goverror worss: They uid not distribute as well. But
our banks, especislly the bigzest bauks, when they ars at-
tractive have such demand for them fromtheir oun custonmers,
many of which are rencswals or those which have mstured, thst 1f
they could not gst them snd sell them to those customers st
2 profit they would not stand ror it.

Govermor Norris: Thet is the cituation in our dis-

trict. In fact some or the indiviausl subscribe rs will

put in cubscriptions at several banks ihere they have ace
counts; they make careful note or the proportion they get
froi. each bank end wske s terrible kick to the bank from
wilch they get the susller proporticn. I ao not know whethep

it is true @ not, bu some or our bsnks clsi thet they psy
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& preadum ror ecertirwcates to give Lhem to their custo.ers
at par, to hold their sccountis

Governor Fancher: In the last thLree or four nonths,
meybe longer thsn that, we have mede tznleitive sllotientse-
we have the trouble that Governor Norris speaks or, where
one subscriber would make subscriptions in .eversi benks
and gst a dirrerent perc<ntage, Thsn we sdopted the plan
of teking ths resources of the banks, wWe set up s percent-

8ge of the total rescurces of the banks snd mske s prelinine-

sry sllotument, snd then we uwske a second sllotment when we

get the certiricatzs all in.

The Cheirman: woes thist work?

Governor rancher: It .orked then, 48 allotted in
full to ths fellows up to 10,000, and i.s have had no cou~
plaint because we can uerend that.

Governor oceay: Thet iec our ideuticslplan.

Governor rancher: It 1s giving good sstis trsetion now.

Governor wnorss: You do thet in New York, do you not?

The Chsirman: Yes.,

Governor morss: «+8& hsve sluays done it and we have
got our banks now so that they will subescripe =5 mueh es
"e tell then they cen have, bsceuse we have Lolé bthem Lost
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the Tressury did not want s psuding of subscriptions, but
wanted to keep thiem cown becsuse of the bsd sirect, snd
becsuse sometines they were not o true weasure of the de-
mand,

The Chsirman: osrdon wueror interrupting, but if we are
all estisfied wiih the present basis, 4 will be glad to
withéraw thie 1rom the program, bscause we can wriggle
2long in New York sll right. There wss guite an urgent
request ror this s ysar ago st the mseting, and s number
of the Govermors urged it quite cstrongly.

Governor Fsancher: Qur present plan 1s most satisfise-

tory. It has removec the incentive ror psdding.

Governor wclougsl: You uid uave s little airriculty

in Pittsburgh once?
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